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(1)

MEDICARE DRUG CARD: DELIVERING SAV-
INGS FOR PARTICIPATING BENEFICIARIES

TUESDAY, JUNE 8, 2004

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:07 a.m., in

room SD–215, Dirksen Senate Office Building, Hon. Charles E.
Grassley (chairman of the committee) presiding.

Also present: Senators Snowe, Thomas, Santorum, Frist,
Bunning, Daschle, Breaux, Conrad, Graham, Bingaman, and Lin-
coln.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. Good morning, everybody. Thank you for being
patient. I took about 5 minutes to establish seniority down at the
Judiciary Committee so I can go down there and ask some ques-
tions of the Attorney General later on this morning, so that is why
I am late. Please excuse me for being late.

Today’s hearing is on the Medicare-approved drug discount card,
and that program just got under way within the last week. I think
it is very important, then, for this committee to learn more about
its early implementation, the significance of it, and particularly the
significance of it for the health of low-income beneficiaries.

Today’s witnesses will offer an array of perspectives on the card
program, and we appreciate your taking time to be with the com-
mittee.

I would especially welcome Dr. McClellan, who is making his
first appearance before the committee in his new role as Adminis-
trator.

I would also like to welcome my fellow Iowan, Kris Gross, who
does a superb job in our State heading the State Health Insurance
Information Program, with the acronym of SHIIP, for short. They
are a tremendously helpful resource for beneficiaries.

Kris and/or her staff participated in 41 town meetings that I
have had specifically on the subject of Medicare since January 1 in
my State, and I thank her for that cooperation because it was very
helpful in explaining the program to our seniors.

I know that we are all well versed in the basic mechanics of the
drug card program, so I will not spend any time going through
those. The program offers beneficiaries immediate relief on their
drug costs prior to the start of the voluntary drug benefit in 2006.
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The drug card is an important first step in filling a void for many
of the Nation’s seniors and disabled, a void that has prevented
them from getting life-saving and life-improving prescription drugs.

While the program’s creation was a bipartisan effort, over the
past few months, we have, in fact, heard an awful lot of criticism
about the program, even though it just started a week ago.

The drug discount card program has been the target of a delib-
erate campaign to discredit it and confuse seniors about how it
works. This effort is driven and coordinated by those who oppose
the Medicare Modernization Act, not because of policy, but because
of politics.

This kind of politically motivated subterfuge disappoints me. It
is a disservice to the millions of older Americans and millions of
people who are disabled who can benefit, and will benefit, from the
Medicare-approved discount card.

I am not alone in this view. Just last week, we had the Centrist
Policy Network writing this: ‘‘Democrats are the opposition party
in the Congress and they are supposed to raise questions, but dis-
couraging seniors from enrolling in the Medicare drug discount
card is too much.’’

The average Martian would be justifiably perplexed about why
the Democratic leadership wants to repeal a program that does no
one harm, might actually help quite a few people, and offers a sig-
nificant benefit to low-income seniors.

I would especially think that this would be satisfying to those
who say that too many seniors have to choose between drugs and
food, and nobody should have to make that choice. This program,
then, will help them avoid having to make that choice.

Through this program, Medicare beneficiaries have access to dis-
counts on their prescription drugs, and low-income beneficiaries
can get $1,200 in direct assistance between now and the end of the
program.

Now we may hear additional criticism this morning, but the
point of this hearing is, (1) to clear the air, and (2) to provide objec-
tive information, because that is what seniors and people with dis-
abilities deserve.

In particular, I want to commend the Access to Benefits Coali-
tion, who will be here and we will hear from today during our sec-
ond panel. The ABC, as it is called, is made up of organizations
who have put politics aside to make sure that beneficiaries, par-
ticularly those with low incomes, get the assistance that they de-
serve.

Many of these organizations did not support the passage of the
original bill, but they have agreed to put that aside, move on, and
now, in fact, help seniors and those with disabilities obtain these
benefits.

I believe that these organizations should be commended, and I do
commend them for stepping forward to work together to help bene-
ficiaries learn about the lower prices that they can get through
their drug cards.

I have done some checking into discounts that these cards offer
beneficiaries, and here is what I found. A hypothetical beneficiary
living in Waterloo, Iowa with an income of $12,000 a year who
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takes Celebrex, Norvast, and Zocor would pay around $7,300 at her
local pharmacy from now until the end of 2005.

The beneficiary gets her prescriptions filled at the local phar-
macy because she trusts and knows that pharmacist. Like many,
she does not want to order drugs through the mail. She can save
over $1,300—that is 20 percent—off of her three medications by
using the discount card.

The $1,300, by itself, is a pretty big savings. But she also quali-
fies for transitional assistance, so she will not pay an enrollment
fee, if there is one. In addition, she will receive additional assist-
ance from drug manufacturers when she signs up for the drug
card.

Beneficiaries who qualify for transitional assistance can auto-
matically get these additional manufacturer discounts upon enroll-
ment in the card. The Medicare drug card has dramatically sim-
plified these benefits by making them available through one card.

I hope the card sponsors will work with as many drug manufac-
turers as possible so that low-income beneficiaries have access to
all of these discounts.

So when she combines the $1,200 in transitional assistance with
the additional manufacturer assistance offered through her card,
she will save $6,300, a 90 percent savings. That is 90 percent. That
is pretty hefty, real savings.

To those who say this discount card program provides no real
benefits, my only conclusion is that they are the ones who are con-
fused.

I will be the first to admit that some issues have surfaced that
need to be worked out, but that is not unusual with a new pro-
gram. Medicare itself experienced start-up problems 38 years ago.

In commenting on the implementation efforts then, Bob Ball,
former Commissioner of Social Security, said, ‘‘To a remarkable de-
gree, opponents as well as supporters of Medicare tried hard to be
helpful.’’ For the sake of beneficiaries, we should heed his words
and work in that spirit today.

More recently, we have the State Children’s Health Insurance
Program. It faced some challenges when it started up. Only
982,000 recipients, less than 20 percent of the enrollment goal of
5 million set by the Clinton administration, enrolled in the SCHIP
program during the first year.

In the first 5 weeks that beneficiaries have been able to enroll
in the Medicare-approved discount card program, CMS succeeded
in enrolling nearly 40 percent of the 7.4 million eligible. That is a
pretty good start after 5 weeks.

I think we all agree that it was a good thing we did not give up
on Medicare, or SCHIP, for that matter, in their early stages. I
know that you, Dr. McClellan, will comment on our efforts to ad-
dress some of these early implementation issues.

I am also looking forward to hearing from other witnesses on
that point. I, for one, am proud of our bipartisan accomplishments
in delivering real relief for our beneficiaries.

Senator Baucus and Senator Breaux were instrumental in
achieving that accomplishment. Now it is time to put politics aside
and give the card program a chance to work. Our Nation’s Medi-
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care beneficiaries, who can clearly benefit, simply deserve nothing
less.

Since Senator Baucus is not here, did Senator Breaux or Senator
Conrad wish to make a statement? Oh. We always give courtesy to
the Leaders, if you have to go someplace else.

OPENING STATEMENT OF HON. BILL FRIST,
A U.S. SENATOR FROM TENNESSEE

Senator FRIST. Thank you, Mr. Chairman. I will just briefly com-
ment, and then I do ask that my entire statement be made a part
of the record.

The CHAIRMAN. It will be made a part of the record.
[The prepared statement of Senator Frist appears in the appen-

dix.]
Senator FRIST. I do want to thank you for holding today’s hearing

to examine the new Medicare discount drug card program. This is
the first step, and indeed a very important first step, under the
Medicare Modernization Act to provide seniors relief from the high
prescription drug costs which we know they face.

For the first time, seniors will be able to get discounts through
the Medicare cards. And this program has been under way for ex-
actly 1 week, or just 7 days, yet even at this early date the cards
are well on their way, I think, to being a huge success for seniors,
many of whom struggle each day to pay for the prescription drugs
that they need, that they deserve, and that can literally change
their lives.

Chairman Grassley, Senator Baucus, and the other members of
this committee have worked hard on the new Medicare law. They
deserve credit for their determination to see that seniors could
begin to see this benefit almost immediately, that is, just several
months after the bill was signed into law.

We have all realized all along that it would take some time to
fully implement the new Medicare benefit, and that is why so
many of us wanted this quicker, more immediate benefit under
way, which is, and which I believe, as people learn more about it,
will be increasingly accepted by seniors and the public at large.

I do think that President Bush and the administration should be
applauded for getting the discount program up and running just 6
months after the President signed the Medicare Modernization Act.
Secretary Thompson and his team at the Department of Health
and Human Services deserve a great deal of credit for their efforts
to educate seniors.

It is an enormous, enormous undertaking. There will be stumbles
along the way, there will be mistakes along the way, there will be
misunderstandings along the way, and there will, no doubt, be-
cause of the magnitude of this program, be some confusion. That
is true of any new government program, and I do not think it is
any more or any less here.

It is not surprising that a program that is just 7 days old has
not reached full enrollment. It is not surprising that some would
be unaware about details of the program, and some confused by de-
tails of a program that has been available for but 7 days.

What is both surprising and disappointing to me, is the fact that
there are some intent on deliberately confusing the public and scar-

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00008 Fmt 6633 Sfmt 6633 95479.000 SFINANC2 PsN: SFINANC2



5

ing and frightening seniors. We need to realize that this only hurts
the very people that we, through this very positive government pro-
gram, are trying to help.

I am deeply troubled by reports like the one issued by the Kaiser
Family Foundation last week that found ‘‘seniors’ feelings toward
the new Medicare law are being shaped by misinformation and lack
of information. It is clear from these groups that seniors are very
confused and not yet informed about what is happening to their
Medicare.’’

I know that having the Commissioner with us today will help set
the record straight. I look forward to his testimony, and the testi-
mony of other witnesses who will be joining us today.

I look forward to the opportunity that the hearing provides today
to learn more about the discount drug card program and how we
can all work together to accomplish the goals that I think we all
mutually share.

The CHAIRMAN. Thank you, Senator Frist.
Now, Senator Breaux, for a Democrat opening statement.

OPENING STATEMENT OF HON. JOHN BREAUX,
A U.S. SENATOR FROM LOUISIANA

Senator BREAUX. Thank you very much, Mr. Chairman. I am
happy to welcome Administrator Mark McClellan to this, his first
hearing, as administrator.

The Medicare card was always intended to be a temporary pro-
gram that was going to be in place until we actually established
an actual insurance program. I remember talking about the fact
that I was very concerned that we would end up in a situation
where we would have a senior walking into their local drugstore
with 16 cards and opening their purse and wallet and cards flying
all over the place, trying to figure out which card was the appro-
priate one for them to use.

Now it is not 16 cards, it is over 70 cards. That concern about
which one is the best, which one is the most appropriate, which one
is most cost-efficient, is a very difficult challenge for the average
senior.

I somehow wish we had maybe come up with one card that the
companies would have participated in along with the government
and worked out a universal Medicare drug card that would have
been very easy to understand for the average citizen.

But choices are important. This is about giving them more
choices. I am just a little concerned that we now have too many
choices and it makes it more difficult to pick the one that is correct.

Now, with regard to the start-up situation, it is interesting.
When Medicare was first passed, we had start-up problems. It was
not easy for people to understand.

But I think everybody sort of pulled together and said, look,
whether I liked the bill or did not like it, we are trying to make
it work, and I think they worked together to do that.

I was interested particularly in the statements by the Chairman
with regard to the start-up of the SCHIP program. When we start-
ed the SCHIP program, health insurance for low-income children,
we got less than 20 percent of the enrollment goal met in the first
year.
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So, the whole first year we only got 20 percent of SCHIP en-
rolled. Now I think, with the Medicare card, you are talking about
approximately 40 percent of the original first-year enrollment goal
that you set out. So, that is progress.

And when I hear people saying no one is enrolling, that is not
true. It is substantially more enrollment in the Medicare card than
we had when we started the SCHIP program at this stage, and
that is real progress.

And it is an educational deal. We have to help seniors to the
maximum extent possible through senior groups, through AARP,
through all of the organizations out there to help them pick the
best card for their purposes. I am anxious to see from the Adminis-
trator what we are doing in that regard. Thank you.

The CHAIRMAN. Senator Daschle, we give priority to you and
Senator Frist if you have an opening statement. Senator Frist gave
his already. Go ahead.

OPENING STATEMENT OF HON. TOM DASCHLE,
A U.S. SENATOR FROM SOUTH DAKOTA

Senator DASCHLE. Mr. Chairman, thank you very much. I appre-
ciate very much the Chairman holding this hearing today. I think
it is an important time, given the fact that the drug card program
has just started.

There is a great deal of confusion, and that confusion has been
overwhelming, I think, especially to beneficiaries. We keep learning
about some of the problems that we were not aware of even as late
as a few weeks ago.

Just yesterday, a constituent from South Dakota called my office
and reported that she was told now that her food stamps were
going to be reduced as a result of receiving the transitional assist-
ance. That is a terrible predicament for someone with an annual
income of under $12,600. Take your pick—food or drugs. If her food
stamps are reduced, that is just unacceptable.

So the $600 assistance is the best part of this program, but it
certainly should not detract from someone receiving food stamps.
So, just the latest illustration of the clarification required with re-
gard to the start-up that Senator Breaux has just mentioned. If
that is not the case, then our State Department of Human Services
does not know.

That is just another example of the failure to communicate es-
sential information related to the program, and I would hope that
hearings like this could help clarify that.

But the questions keep mounting. Should I sign up for the card?
If so, which card should I choose? Will my pharmacy take it? Does
it offer discounts? If those discounts change, what happens to my
benefits? What will my drug needs be if the circumstances change?
Is it worth the enrollment fee? And on and on.

The enrollment figures reflect, I think, the confusion. Some have
signed up. About 500,000, so far, of the 41 million beneficiaries
have chosen to sign up for the card. The rest of the only 2.8 million
enrolled were enrolled, of course, through their HMOs.

But that is due, I think, in part to the confusion that hearings
like this might be able to help clarify. But study after study has
shown that these cards are like being offered something on sale
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after they have already marked up the price, and that is a concern
that many of us have as well.

Have the drug companies already accounted for the discounts
and marked up their prices? Hopefully, this hearing can help an-
swer that question.

What we do know is drug prices are out of control. Last year, the
prices of the top 30 drugs used by seniors rose by over four times
the rate of inflation, just in 1 year. So what we as a Congress can
do about it, and what we have done about it so far, is what is a
great source of frustration to many seniors.

Last year, the Medicare reform law actually prohibited Medicare
from using its bargaining power to get lower prices for bene-
ficiaries, and effectively ensured that Americans cannot take ad-
vantage of lower prices available in the world market.

We believe, many of us, that we ought to change both of those
things. If we are truly going to benefit seniors in helping to cope
with these dramatic prices, then we have got to give our govern-
ment the same authority to work on behalf of seniors that it has
now to work on behalf of veterans.

We ought to say, if we are advocates of a free market system,
that the free market ought to be truly free and consumers ought
to have the right to go to the sources where they can get the best
price, and if Canada is one of those sources, then we ought to em-
brace it.

This hearing offers us, Mr. Chairman, of course, the opportunity
to talk about all of this and much more. We have not had hearings
yet on the threatened firing of the Medicare actuary and the con-
cealment of the cost estimates, but I hope that that can be done.

We have not discussed the General Accounting Office findings
that CMS broke the law in producing propaganda in the form of
video news releases, but I hope that that can be done as well.

I am hopeful that we can do better for Medicare beneficiaries
than the paltry drug benefits scheduled to take effect in 2006, but,
at the very least, lessons can be learned about what has happened
with the discount card, and seniors know that we can do better
than this and are demanding that Congress act to make that hap-
pen.

But this hearing is a good start, and I appreciate the opportunity
that the Chairman has provided the members of the committee to
avail ourselves of this chance to get answers to many of these ques-
tions.

The CHAIRMAN. Before I go to Dr. McClellan, Senator Conrad
asked to make a statement about a piece of legislation he is going
to introduce.

Go ahead, Senator Conrad.

OPENING STATEMENT OF HON. KENT CONRAD,
A U.S. SENATOR FROM NORTH DAKOTA

Senator CONRAD. Thank you, Mr. Chairman.
I voted for this bill because I thought it was in the best interest

of the people I represent. On the other hand, I have just been home
2 of the last 3 weeks, and I really have received a lot of blow-back
on the drug discount card.
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Before I discuss the problems with the cards, I want to revisit
the number of enrolled beneficiaries. According to CMS, there are
15 million people eligible; however, only 500,000 have signed up
voluntarily. That is about 1 in 30. There are another 2.4 million,
roughly, who have been automatically enrolled. In all, 2.9 million
out of 15 million—roughly 20 percent of eligible beneficiaries—have
enrolled in the drug discount card program.

The reason for the meager enrollment is simple. Seniors are too
confused to choose the card that’s best for them. They are confused
because there are so many cards. They are confused because they
do not see the program as consistent or reliable.

For these reasons, I am introducing legislation today that I call
the Drug Discount Card Simplification Act. There are three basic
provisions included in my bill.

One, beginning in 2005, the Secretary would be required to re-
duce the number of approved drug cards per region to three. That
would give people choice, but it would simplify the choices, because
the thing I heard overwhelmingly from my constituents is, how do
you sort through 73 cards?

Second, it would prohibit drug card sponsors from offering dis-
counts that are less than the discounts provided when the Sec-
retary approves them as a participant.

Another thing I heard repeatedly is, you can go into a program,
sign up for the card, and then it all changes. The economics of it
changes. The discounts change. People feel as though they may be
suckered into a program, offered low rates, then the rates change.

Finally, the act I am going to introduce today would protect sen-
iors’ access to drugs. The bill would require drug discount card
sponsors to continue offering coverage of a drug throughout the du-
ration of a program.

That is a third concern I heard repeatedly. The program could
offer drugs that the beneficiary uses, but after the person signs up,
the sponsor could drop that drug or that group of drugs. That is
another problem that I heard about consistently from my constitu-
ents.

So, Mr. Chairman, I thank you for this opportunity. I think all
of us who are supporters of this bill have an obligation to try to
make it work better, and hopefully what I am offering today will
begin a debate on how we improve choices for seniors and how we
improve consistency and reliability of the drug discount card pro-
gram.

The CHAIRMAN. Dr. McClellan, proceed.

STATEMENT OF HON. MARK B. McCLELLAN, ADMINISTRATOR,
CENTERS FOR MEDICARE AND MEDICAID SERVICES, WASH-
INGTON, DC

Dr. MCCLELLAN. Thank you, Mr. Chairman, Senator Breaux, dis-
tinguished committee members, and Senators Frist and Daschle. I
want to thank you for your strong interest in helping the Medicare-
approved drug card program and the transitional assistance pro-
gram succeed.

Today, 6 months after the legislation creating this program was
signed into law, seniors across the Nation who are struggling with
drug costs can get overdue assistance as an interim step on the
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way to the Medicare prescription drug benefit. It is a real honor
and a privilege to be part of this effort and to be with you here
today.

Beneficiaries who are struggling with drug costs can use the
cards to save 10 to 25 percent or more at neighborhood pharmacies.
The card prices are lower than Americans pay, on average, for
drugs today, including Americans who get discounts through public
or private insurance.

Let me repeat that. Medicare beneficiaries who have been paying
some of the highest prices at the drug counter can now get prices
for their prescriptions that are significantly less than Americans
generally pay, including those who have insurance.

And for beneficiaries who are comfortable with mail order, there
are generally savings of 7 to 20 percent or more in comparison with
the best discounts available at U.S. Internet pharmacies.

These lower prices come from two sources. First, Medicare bene-
ficiaries can now band together and stick together to use their mar-
ket clout to negotiate better prices, just as people with public or
private insurance have long been able to do.

Second, the availability of information on actual drug prices
means that seniors can comparison shop just as they do for other
goods and services. We have already seen the effects, as prices on
the drug cards have fallen by an average of over 15 percent since
the program began.

Even larger savings are possible by combining the new price dis-
counts with other steps, steps that we want to help beneficiaries
take. For example, in a study announced yesterday, we found that
beneficiaries could reduce their costs for many commonly used
drugs by 30 to 70 percent or more by taking advantage of personal-
ized information that we provide on the availability of generic
drugs, which are just as safe and effective as brand-name drugs in
the United States, and by the large discounts that beneficiaries can
get on generics through using their drug cards.

We are working to make it easier as well for beneficiaries to com-
bine these discounts with other sources of savings, including State
pharmaceutical assistance programs and manufacturer programs.

The opportunities for savings are even greater for low-income
beneficiaries, who can get the additional $600 credit right now, and
another $600 next year on any prescription medicine they need.

We have worked with many drug manufacturers—seven so far—
to provide wrap-around discounts for these cards, and we are pro-
viding new help to beneficiaries in finding out about the State pro-
grams and more than 100 manufacturer assistance programs.

In short, millions of beneficiaries who are now struggling to pay
for their drugs and pay for other basic necessities can get literally
thousands of dollars in help right now, and, as stated in the Medi-
care Modernization Act, the $600 in transitional assistance will not
affect any other Federal benefit.

With this new assistance, our challenge is to make sure that
beneficiaries who need help get the facts they need to start saving
as soon as possible. The most important fact is that if you do not
have good drug coverage now, you should contact us to find out
about what the Medicare-approved drug card program can do for
you.
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It helps to have a little information ready, your zip code, your
drugs and dosages, and your income, as well as any special pref-
erences, such as a particular pharmacy you like, or if you want a
low-fee card or a no-feed card. You can get this assistance by call-
ing us any time at 1–800–MEDICARE. We have taken many steps
to reduce the time it takes to get the facts you need.

We are getting more than 100,000 calls a day, but wait times are
generally now just a few minutes. A call to find out about what the
drug card program means for you, you personally, usually takes
less than 15 minutes.

Or, you or a friend or family member can go to
www.medicare.gov, and we have taken steps to make the website
easier to use, like including new ways to provide information about
non-oral medicines, and to focus on the cards that are best for you
very quickly. We are getting hundreds of thousands of hits a day
on the website.

We will tell you about how you can save, including information
about State and manufacturer programs either on the phone or on-
line, or with a personalized brochure that we can send out to you.

After you find a card that gets you real savings, enrolling in-
volves just filling out a standard, two-page form, or calling the 800
number for the card. If you apply for the $600 in transitional as-
sistance, there is a single standard form available that covers both
the card and the extra transitional assistance.

This is a voluntary program with no deadlines or late fees, and
it does not take away any of the other benefits you may have.
Many beneficiaries have already found that the cards can pay for
themselves in just the first month or two, and they do not want to
leave this new money on the table. Over 3 million beneficiaries
have already enrolled.

We are not stopping there. In addition to substantial outreach
and enrollment efforts, CMS has already undertaken in the past
few months further steps to help beneficiaries take advantage of
these new opportunities, especially low-income beneficiaries who
can get thousands of dollars’ worth of assistance.

We are very pleased with our recently announced partnership
with the more than 70 organizations that make up the Access to
Benefits Coalition to get low-income beneficiaries into this program
and into the related State and manufacturer programs.

We are also working with a growing number of States, and we
will soon auto-enroll hundreds of thousands of beneficiaries of
State pharmaceutical assistance programs in the Medicare transi-
tional assistance, and we are also increasing funding for State
health insurance assistance plans by 69 percent this year, with fur-
ther increases coming next year.

SHIPs can provide the special face-to-face help that many bene-
ficiaries prefer, and that beneficiaries with cognitive impairments,
language barriers, or other barriers to enrollment may require.

We are working with the SHIPs, with our regional offices, and
other local partners to identify and spread the proven best prac-
tices for helping beneficiaries find out about the card program, the
best ways to overcome any confusion about what the program
means for them, and how they can get the most out of it right
away.
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Again, to learn more about this program, all that beneficiaries
need to do is pick up the phone and call 1–800–MEDICARE 24/7,
or visit us online at www.medicare.gov, or contact the local office
of their State health insurance assistance program to obtain face-
to-face help.

I want to thank you all again for your interest in, and your sup-
port for, the successful implementation of this program, and I
would be happy to answer any questions you all may have.

[The prepared statement of Dr. McClellan appears in the appen-
dix.]

The CHAIRMAN. Well, thank you very much. I have three issues
to bring up, four questions, I think. It will probably take long an-
swers, though. We will have five-minute rounds, since there are so
many members here.

There has been a lot of discussion on the importance of pre-
venting fraud and abuse within the new discount drug program.
What is CMS specifically doing to prevent fraud and abuse within
the discount card program, and how is CMS coordinating its efforts
with your own Office of Inspector General or the HHS Office of In-
spector General?

Dr. MCCLELLAN. Mr. Chairman, I want to start by thanking you,
particularly, for your interest in making sure we get out ahead of
the opportunities for fraud and abuse in the new Medicare Mod-
ernization Act.

Any time a new government program comes along, there are
those who would take advantage of people who most need help by
committing fraud or causing beneficiaries to lose their money im-
properly.

We have been looking around the country for any examples of
card fraud. We have seen a few dozen examples of isolated cases.
We started a coordinated approach to dealing with these cases with
the Office of the Inspector General, and the OIG is now inves-
tigating several cases where beneficiaries actually lost money.

I am pleased to say that we have not seen widespread fraud, and
that we have seen beneficiaries contacting us or contacting their
local law enforcement offices when they get an improper submis-
sion of information, when they get a cold call, when someone comes
to their door claiming to sell Medicare benefits. These should not
happen. They are not allowed under the card.

They do not happen with the legitimate card sponsors. Bene-
ficiaries are calling. I think that is a testament to the fact that we
have tried really hard to get the word out about what beneficiaries
should look for.

They should not get cold calls. They should not have people com-
ing to their door proposing to sell them or provide them with Medi-
care benefits. They should not give out their personal information
in any of these circumstances, and they should contact us. That is
what is happening.

We expect to build on this new partnership with OIG in other as-
pects of MMA implementation to make sure that there are not any
undue cases of fraud and to make sure that beneficiaries are pro-
tected.

The CHAIRMAN. Let us look at the implementation challenges
that you face with this new legislation. Since the Medicare and
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Medicaid program were created 38 years ago, your agency has im-
plemented major legislative changes, and I just think of two re-
cently. One would be the Children’s Health Insurance Program, the
other one, the Balanced Budget Act.

What unique implementation challenges does the Medicare drug
discount card program present, and how is the agency addressing
them?

Dr. MCCLELLAN. Well, there are some new challenges here. We
had set up a new program. This is a new line of business for Medi-
care, for providing assistance with prescription drug costs.

This is the first time we have done it on a large-scale basis in
the 39-year history of the program. So, this is a new type of busi-
ness for us. We had to get our staffing and support in place.

We had to set up a mechanism for contracting with the card
sponsors and go through that process, and make sure the card
sponsors met all of our requirements. We had to set up new pro-
grams for outreach to beneficiaries and education for them.

There is an unprecedented amount of information available now,
information on 60,000 drugs at 70,000 pharmacies, where now
beneficiaries can get actual price information.

So, we have taken a lot of steps to try to make that information
available in a way that beneficiaries can use it and we have gotten
a lot of feedback in this process in just the few months that we
have been working on this program about how we can do even bet-
ter. I would be happy to talk about those steps further as this hear-
ing progresses.

The CHAIRMAN. Well, you have heard some reports. Give us some
examples of how you might be dealing with some of these bumps
in the road. Not every one of them, of course, but just——

Dr. MCCLELLAN. Well, for example, in the initial days of the pro-
gram we had a completely unprecedented number of phone calls,
over 400,000 on the first day that the drug cards were available,
and that is more phone calls than the phone company could handle.
Nobody had ever seen anything like that.

We responded to that not only by further increasing our staffing
and professional customer service support with the drug card, we
also took a lot of steps, based on the feedback that we got from
beneficiaries, from advocacy groups, and from our customer service
representatives themselves, to make it easier to get through and
use the phone assistance that we provide.

For example, we now have some menus on our phone call-in so
that people can get ready with the information that they need to
give us, so they can get some of their questions answered without
even talking to a customer service representative. We have also
taken steps to better support our customer service representatives,
so the time required for people to get the help they need has gone
down.

As I said, it is now usually no more than a few minutes’ wait to
get through to a customer service representative, and less than 15
minutes to go through your personal information and how you can
get the most out of this program.

The CHAIRMAN. I think you just now answered my third question
as well, so I will go on then to the next person, Senator Breaux.
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Then it would be Senators Conrad, Frist, Bunning, and Daschle, in
that order.

Senator Daschle, go ahead.
Senator DASCHLE. Mark, thank you for coming.
Dr. MCCLELLAN. Thank you.
Senator DASCHLE. We appreciate your many challenges and what

you are trying to do to address them.
Dr. MCCLELLAN. Thank you.
Senator DASCHLE. Could you address the concern raised by my

South Dakotan yesterday with regard to eligibility for food stamps
and whether or not that discount in some way ought to be counted
under the law against her eligibility? Is that something we could
clarify immediately?

Dr. MCCLELLAN. Yes, Senator. Let me clarify that right now. The
Medicare Modernization Act states that these new benefits, espe-
cially benefits for low-income beneficiaries, cannot take away any
existing Federal benefits that our low-income beneficiaries already
enjoy.

In fact, one of the main points of our new interaction with the
Access to Benefits Coalition is to help beneficiaries like yours in
South Dakota that may not only need and qualify for assistance
under the drug card, but may also qualify for assistance under
many other Federal programs.

We just heard how the enrollment levels for many of these Fed-
eral programs for the people they are intended to benefit are lower
than they should be. In many programs, it is only 50 percent or
less. Food stamps is a good example of a program where many peo-
ple who are eligible do not take advantage of it.

Part of the outreach that we are doing with groups like the Ac-
cess to Benefits Coalition will help people enroll in all of these
kinds of Federal assistance programs to get more help, not only
thousands of dollars in new help with their drug costs, but also ad-
ditional help from other existing Federal programs that people
often do not take advantage of.

Senator DASCHLE. So the bottom line is what for this con-
stituent?

Dr. MCCLELLAN. The bottom line is that your constituent should
enroll in a drug card. They should also enroll in the food stamp
program and they should get broader help as a result, with not
only their drug costs, but with other basic necessities that they are
struggling to pay for today.

Senator DASCHLE. But I guess the question from her vantage
point is, if she has got an income under $12,600 and she is now
being told that if she takes this benefit it will be deducted from her
eligibility for food stamps, is that an inaccurate interpretation on
her part?

Dr. MCCLELLAN. Eligibility for the drug card and the eligibility
for food stamps are both based on income. If your beneficiary quali-
fies based on their income level, then they participate in both pro-
grams.

Again, I would go back to the explicit provision in the Medicare
Modernization Act that these new benefits for assistance with drug
costs do not take away any existing Federal benefits.
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Senator DASCHLE. Well, the Department of Social Services says
that her expenses have been reduced, so her food stamp allotment
will be reduced. Is that not a correct interpretation from the De-
partment of Social Services?

Dr. MCCLELLAN. Senator, we would be happy to follow up with
your staff afterwards. This is an additional benefit on top of other
low-income assistance available to seniors, and the intent is to pro-
vide even more assistance to low-income seniors, in this case, with
their drug costs.

That beneficiary can get, literally, thousands of dollars in help,
with the $600 credit, with the wrap-around assistance from many
drug manufacturers, with additional discounts available. I am cer-
tain she will be better off as a result, especially if she has any pre-
scription drug expenditures.

Senator DASCHLE. Well, I think there are two issues here. One,
is the question of eligibility, and I think you have clarified that,
that that should not be viewed as a reduction of her expenses, so
she should not have been penalized with regard to food stamps.

But I think the second issue relates to the confusion, apparently,
in States with regard to how it is calculated for food stamps or for
other benefits, and that is an issue of clarification not with bene-
ficiaries, but with State officials.

I think it may be helpful to avoid this kind of confusion in the
future, to see if we cannot send as clear a message about eligibility
for other programs so that these kinds of interpretations do not
occur. Would you not agree?

Dr. MCCLELLAN. I agree, Senator. We would be delighted to work
with you to take further steps to make sure that States are getting
the right information out about this program. It does not have to
be confusing.

As we have just heard, any time a new Federal benefit starts
there are going to be a lot of questions that not only beneficiaries
have, but States, advocates, and others have.

Anything you can do to help let us know when there is a poten-
tial source of confusion so that we can resolve it and get help to
those low-income beneficiaries, we really appreciate.

Senator DASCHLE. Well, there are a lot of other questions, but,
Mr. Chairman, thank you very much.

The CHAIRMAN. Thank you.
Senator Frist, do you want to go ahead? Otherwise I should go

back to Senator Breaux.
Senator FRIST. I will just ask one quick question. I have seen

your written statement and you address some of it. But it is an-
other one of the issues that has some confusion, and the press has
picked up on it, and that is the card monitoring.

The individual cards are allowed to shift their prices and adjust
their prices, and there is a fear that you are locked into a card and
that card’s prices may switch, and that may not be the best card
for you in the future.

If you could just share with us what the ongoing monitoring is,
and how do you address this sort of bait-and-switch attitude?

Dr. MCCLELLAN. Senator, we have heard this concern from bene-
ficiaries about bait-and-switch. It is a very real concern they have,
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and that is why I want to make sure that we are addressing it ef-
fectively.

Just to be clear, card prices, the discounted prices, can go down
any time. We have seen them go down across the board as there
has been competition around the transparency of posting all these
prices. Cards want to catch up and get down to that lowest level,
and that is what we are seeing.

As for raising prices, however, to have any significant increase
in price, it needs to be related to an increase in cost that the cards
actually incur. The cost for these cards, basically, are their costs for
acquiring the drugs, and the cost for setting up and supporting
beneficiaries and using the program.

We are going to have a contractor in place shortly. In the mean-
time, we are monitoring it ourselves to see if there are any unusual
increases in prices from any of the card sponsors. And if and when
we see that, we will follow up with the card sponsors.

If we see any kind of significant activity or patterns of activity,
we have remedies available to us. We can take civil actions against
the card, imposing fines up to $10,000 in individual instances, and
we can even kick the card out of the program.

Most importantly, though, by making this information on pricing
available, we will be letting seniors, the public, advocacy groups
and consumer organizations know about cards that engage in these
behaviors, and they will not get beneficiaries back next year, and
they will not get beneficiaries back for the drug benefit.

So, through the combination of monitoring and vigilant enforce-
ment, plus just making this information available so that bene-
ficiaries can choose cards that give them consistently good deals,
we are going to stay on top of this issue.

Senator FRIST. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Breaux? I am going to go down to Judici-

ary for a short period of time, and Senator Thomas is taking over.
Senator BREAUX. Thank you, Mr. Chairman. Thank you, Mark,

for your testimony.
Are the discounts real to the consumers or have we seen in-

stances where companies have increased the retail price of the
drugs by 10 to 15 percent to offset any discount they would be get-
ting out of the card? Have you all been monitoring that to make
sure that that is not happening, or is it happening? Can you elabo-
rate on that, please?

Dr. MCCLELLAN. As I said, once the discounts are in place they
cannot go up on the cards unless costs go up. We have seen the
prices actually going down significantly.

We went back and looked, Senator, at the prices that are avail-
able on the cards now, the discounted prices, versus the prices that
were being charged a year and a half ago, back in the beginning
of 2003 before this card program was anywhere close to coming
into existence.

What we are finding, is that the card prices now are always sub-
stantially lower, anywhere from 9 to 30 percent or more lower than
those list prices that the beneficiaries were paying a year and a
half ago.
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So any way you cut it, whether you look at prices that people
were paying just before, prices a year and a half ago, prices that
all Americans are paying today, even with discounts, seniors can
do better than average with these drug cards.

Senator BREAUX. Elaborate for the record. You pointed out that
prices can go down, but they cannot go up. I mean, are you talking
about the private prices offered by companies who participate in a
discount card cannot be increased under the program?

Dr. MCCLELLAN. Unless there is a cost increase. They cannot en-
gage in bait-and-switch. They cannot just get people to sign up for
their cards and then jack up the prices. They have to have a cost
justification for any significant increase in price, and we are moni-
toring for that.

Senator BREAUX. I take it there is a difference in the amount of
discount that is available percentage-wise between generics and
brand-name drugs as well.

Dr. MCCLELLAN. There is. We are seeing some very large dis-
counts on generic drugs, discounts of 30 to 60 percent or more,
compared to the prices for generic drugs that people are actually
paying.

People, when they buy drugs today, often get discounts either
through a card provided by the pharmacy or through their health
insurance plan that negotiates discounts on their behalf.

The prices that we are seeing for generic drugs are substantially
lower than those actual drugstore prices that people have been get-
ting for generics, 30 to 60 percent or more.

Senator BREAUX. To what do you attribute the difference percent-
age-wise? I know the generics are cheaper than brand, but why is
the discount larger percentage-wise, do you think?

Dr. MCCLELLAN. Well, I think it is an example of what could
happen when you let people band together and get lower prices.
Generic drugs are available now in more than half of our categories
of drugs.

We have got 209 classes of drugs where discounts are required
to be provided, and there are generic drugs in more than half of
them, 55 percent plus. We are also making information available
to people about where they can get the best prices for their generic
drugs.

Generics were made by lots of different manufacturers, so I think
the manufacturers know that they have got to offer a very good
price or they are not going to attract beneficiaries to their generics.
It is a great way to save in this program.

Senator BREAUX. My final point is, I think we probably got off
to a rocky start, but that is not unexpected when you are starting
an entirely new program for millions of citizens in this country.

But I was thinking, when Senator Conrad was here, if he had a
chart listing all the cards and all the things that you go through,
it would probably cover up the entire Senate Finance Committee
behind us, trying to see all the choices that seniors have.

I mean, how do we attempt to simplify this for the average 75-
year-old senior out there saying, all right which card is best for
me? I am a big believer in choices, but when you have so many,
it just seems like it is so incredibly complicated for the average
senior out there to make the right decision.
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Some of them, I think, are scared of having to make that deci-
sion, so they back away and say I am not going to do anything be-
cause I do not know what to do.

Dr. MCCLELLAN. Yes. We certainly do not want that to happen,
because there are real savings in this program for many bene-
ficiaries that are paying high prices today. I can understand how
people focus in on all the choices that are out there, how it can
seem confusing.

But it does not have to be confusing, especially with some of the
improvements that we have made in our 800 number and on our
website. People can focus on just the one or two cards that are best
for their own needs.

What we need them to tell us is what medicines they are on, and
also what particular pharmacy they want to use, and we will get
them to a card that covers their drugs the best and that allows
them to get their medicines in the way that they prefer.

Senator BREAUX. So if a senior contacts the Medicare office, ei-
ther through the Internet, which a lot of them do not use, or
through a telephone call, a 1–800 number, or their children help
them to do this, they supply a list of the medications that mom or
dad happens to be on, or they are on. You all can do a rec-
ommendation for that geographic area of which cards would best
suit that individual?

Dr. MCCLELLAN. That is right. And some seniors like to go
through all the details. They want to see the best 5 or 10 cards and
sort through it themselves and make their own decision. Others
just want to know, look, tell me the one that offers the best dis-
counts for me at the pharmacy that I want to use for the drugs I
want to use.

Senator BREAUX. You all can do that?
Dr. MCCLELLAN. We can just focus in on that one particular plan

for them.
Senator BREAUX. All right. Thank you.
Senator THOMAS. Thank you.
Just for your information, I am told that they may be testing the

cannons here soon, so it is not a pharmaceutical drug blowing up
if you hear something.

Dr. MCCLELLAN. I will not take it personally.
Senator THOMAS. Senator Bunning?
Senator BUNNING. Thank you.
Mark, I think one of the most critical portions of the law is the

low-income beneficiary. They know about the drug card and the an-
nual $600 savings that is available. Please explain for everybody
on the committee and for anyone that is listening precisely what
CMS is doing to reach out to these people.

Dr. MCCLELLAN. A very good question, Senator. It is an absolute
priority to get, literally, thousands of dollars in new help to these
low-income beneficiaries so they do not have to struggle with the
cost of drugs versus the cost of other basic necessities like food.

In addition to mailings that we have sent out through the Social
Security Administration, through the Medicare program, in addi-
tion to advertising that we are still launching on the air waves
now, on television and radio, it is a proven way to reach people
that may be hard to reach, do not read the mail or do not partici-
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pate in a lot of other outside groups. We are taking some new tar-
geted steps to get directly to these types of individuals.

Our regional offices around the country have engaged in some
specific outreach efforts with faith-based organizations, local
churches, and with other community service organizations.

One of these groups is actually working with a Neighborhood
Watch program. We are trying to collect some of these ideas about
what works best to get the information out and to help people en-
roll.

In addition, we have increased our funding for the State health
insurance assistance plans, and you will be hearing from one of
those plans a little bit later this morning.

Many beneficiaries do need personalized help in figuring out how
they can get the benefits and get the savings from this program,
and the SHIPs, as they like to say, that is what they are designed
to do. They are designed to provide face-to-face help with bene-
ficiaries who may not be able to negotiate the website, or even give
us a call on their own.

Then, finally, we started a new partnership with the Access to
Benefits Coalition. It is a group that now includes over 70 organi-
zations with extensive experience in working with seniors, working
with, particularly, low-income Americans to make sure they can get
the most out of the government programs that are available.

This diverse set of organizations includes faith-based groups, it
includes groups like the National Council on Aging that is coordi-
nating the efforts, AARP, minority organizations, you name it, they
are going to help us get to the specific communities and the specific
neighborhoods where we need to sign people up and to help them
walk through the process so that we can overcome those barriers
that new programs always face in getting help to those who need
it the most.

Senator BUNNING. All right.
Some of the prior questions have been about the many cards that

are available, and that there are too many to choose from and they
are confusing to seniors.

How in the world are we going to work our way through that to
the point where a senior can come in and say, gee, this is the right
one, if they call you and they get the information and they say,
trust the CMS to give us the right facts about what discount card
works for me best in my area.

Dr. MCCLELLAN. Seniors have heard a lot about this program,
maybe read some about it in the papers and have heard different
things on different sides, and there is a lot of misinformation out
there.

The best thing they can do to find out about their own personal
needs and what the program can do for them is call us up, and if
they do not want to go through their information over the phone,
if they feel like they need face-to-face help, we will refer them to
a State health insurance assistance program, as I just described,
or we can go through things on the phone with them and just with
their information on their drugs, information on their income, in-
formation on where they live, and if they have special preferences
for a particular pharmacy or a particular card, we can help them
zero in on the one-card option or just a few card options that are
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best for them and turn all that information that may help lots of
other beneficiaries in lots of other circumstances, but is not best for
this particular person, turn all that information into something
that is most relevant to them, that can offer them real savings.

What we are seeing now, is people can then compare what they
are actually paying for their medicines now, which they know very
well if they are struggling with their drug costs, to what they can
pay under one of the best cards for their needs. Usually those sav-
ings are enough to pay for the card in the first month or two.

Again, it is free for low-income beneficiaries. So, by waiting, they
may end up leaving a lot of money on the table and not taking a
card that can pay for itself just in the first month or two.

We want to keep doing everything we can to help them figure out
exactly what the card program means for them. We are going to
keep working with our partners to help do that as well, so they can
make the comparison themselves.

All they need to know is, what are they paying now and how
much can they save under the cards? If it is not close—and it is
not close in a lot of cases, and there are big savings—then they can
go ahead and sign up and start getting those savings right now.

Senator BUNNING. With the largest change in the Medicare pro-
gram since its inception, I am going to ask you, what is the most
important thing you want to leave us with, and the American peo-
ple, today about the new law?

Dr. MCCLELLAN. Well, I think the main thing about the new law
is that help is available now. And because our seniors have very
diverse circumstances, different medical needs, some of them not
even struggling with drug costs because they have got good cov-
erage now, we want to make sure that we help each individual sen-
ior as best as possible.

So, for seniors that are struggling, there are real savings avail-
able on the card and it is worth checking it out, and we want to
make it as simple as possible for them to do so, at 1–800–MEDI-
CARE, through their local State health insurance plan, through
www.medicare.gov, and it is worth doing because there are real
savings there.

Senator BUNNING. Thank you very much.
Senator THOMAS. Thank you, Doctor.
A Wyoming newspaper had, I think, a general concern that peo-

ple have. This lady who we are talking about had talked to a friend
of hers who had $100 worth of prescriptions and she only paid $20,
so she was all excited. So she went to get hers filled, and it was
$80, and she only saved $10. Now, I guess, what, different drugs
are not covered under the card? This is confusing.

Dr. MCCLELLAN. Well, different cards have different formularies.
The way that cards get savings, is they negotiate better prices on
certain drugs and they bring lots of seniors together to buy those
drugs, and that is why they can get the lower prices.

That is why I think it is important to have choices available, so
that people with different medical needs can sign up for the card
that is best for those needs. And, as I just said, the best way to
get information about which card can get real savings for you is to
call us at 1–800–MEDICARE and walk through how to get the
most savings.
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Senator THOMAS. So, different cards have different deals on dif-
ferent drugs.

Dr. MCCLELLAN. That is right, because different seniors have dif-
ferent needs. There is no one-size-fits-all drug formulary that can
work for all of the seniors in this country. The cards do generally
offer savings, many of them very broadly.

So I think in this case, both of the people that you mentioned,
both the beneficiary that contacted us and got the card that was
best suited for them that saved $80 a month, and the beneficiary
saving $10 a month, they are both saving over what they are pay-
ing now.

They are both going to be able to pay for their card in the first
few months. But you can definitely get more savings by matching
up your needs with the card that offers the best deal.

Senator THOMAS. I see. That is interesting. I guess I did not un-
derstand that your needs, the kind of prescriptions you take, might
have to do with which card you buy then.

Dr. MCCLELLAN. It can, depending on the formulary and the
drugs that are covered.

Senator THOMAS. I see.
Dr. MCCLELLAN. That is why, again, we do not want to have just

one formulary that everybody has to go on, because it may not be
a very good fit for many of our seniors. We will help them match
up with the card that can give them the best help.

Senator THOMAS. We hear a lot of suggestion that Medicare
ought to do the same thing as the VA does and bargain. How do
you react to that?

Dr. MCCLELLAN. Well, I think that is the same kind of issue. The
VA is a great deal for many beneficiaries who are eligible, but it
is a government-run health care program that has a government-
run formulary that has some significant restrictions on it.

It does not include Lipitor, it does not include Celebrex, it does
not include Prevacid, Nexium, Kozar, Vioxx, and so on, and so on.
For many beneficiaries, they may want to get those drugs.

The VA can negotiate some lower prices, but so can the drug
cards that may be better-suited to the needs of individual bene-
ficiaries. So I think the idea of having a formulary and the idea of
getting lower prices through negotiation is a good one. I just want
to make sure that seniors can get in with a group that can nego-
tiate the best prices on the drugs that they actually need.

Senator THOMAS. Yes. As we move into the 206 changing pro-
gram, do you see it being a little broader so that you do not have
to determine what you are using in order to decide which card you
might want?

Dr. MCCLELLAN. Senator, many of the cards today do offer very
broad ranges of discounts. They have so-called open formularies. If
people want to get a card that provides at least some help across
the board, they can do so.

Sometimes the cards that focus in on particular drugs in a
class—and the drug benefit, and health insurance, work the same
way—can get bigger discounts by steering people to particular
drugs.

I think what we would like to do is give people the option, so if
they want to get very broad coverage they can do that. If they are
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happy with a particularly narrower pharmacy because it drives
hard bargains on particular drugs, we want them to be able to do
that as well.

Senator THOMAS. That is interesting. I do not think I have ever
heard anyone who is confused know that there is a relationship be-
tween the drugs they take and the card they get.

Dr. MCCLELLAN. That is right. It is also important to point out,
though, that there are many cards available that offer big dis-
counts.

What we have seen over the last few weeks, is the cards get
more competitive. The prices have come down. They have especially
come down on the cards that started out higher.

So, there are a lot of cards that offer savings, but you do not
need to spend too much time distinguishing between, for example,
the very best card or the third or the fourth best.

They will all help you save money. But it is worth calling us and
letting us know about your needs, and we can help steer you to the
ones that are likely to be best for those needs.

Senator THOMAS. Thank you very much.
Senator Bingaman?
Senator BINGAMAN. Thank you very much.
Mark, thank you for being here. I am concerned, as you are, that

there is a lot of money being left on the table. In my State, there
are literally tens of thousands of people eligible for this $600 initial
credit toward their drug cost and they are not taking advantage of
it. These are low-income beneficiaries I am talking about.

My understanding is that 83 percent of the people who have
signed up for this discount program, this transitional assistance,
have been automatically enrolled.

As I understand it, what this is, is essentially their health main-
tenance organization decides, this is the one we are going to par-
ticipate in, and they send them a notice and say, here is your card.

You are eligible, here is your card, start using it. These State as-
sistance programs that you have referred to several times, they are
essentially, you have issued guidelines telling them they can do the
same thing.

Dr. MCCLELLAN. That is right.
Senator BINGAMAN. That is great for those seven States that

have those programs. My State is not one of them. There are 43
States that do not have those programs.

We had written a letter to you. First, Senator Lincoln and I
wrote a letter a couple of months ago, back in April, urging that
you use the authority that you have in the new law to automati-
cally enroll all eligible Medicare Savings Program, or MSP, bene-
ficiaries—these are the QMB and SLMB and the QI–1 individuals,
to just get real specific about it—and automatically enroll them in
this transitional assistance program, thus making these individuals
automatically eligible for the $600-per-year in low-income discount
assistance, without requiring that they do anything else.

Now, it seems to me that is sort of a no-brainer. It seems to me
that would make this benefit available right away to an awful lot
of these low-income beneficiaries who stand to benefit very sub-
stantially from this transitional assistance program.
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I am just wondering. We are doing another letter today. I think
we have 28 or 29 Senators that are signing this one to Secretary
Thompson urging the same thing, that you look at going ahead and
automatically enrolling these low-income individuals who are par-
ticipating in these Federal programs.

What is you reaction? Does this not make sense? Is there some-
thing that I am missing here?

Dr. MCCLELLAN. Senator, we are definitely looking into this, and
I strongly appreciate your interest in making sure as many low-in-
come beneficiaries as possible get the literally billions of dollars in
new help that is available right now with their drug costs.

That is why we have started auto-enrollment, as we mentioned,
for the State pharmaceutical assistance programs. There will be
more than seven States, I think, that end up participating in that.

It takes a little bit of time for the States to gear up, and we are
trying to help them along in that process as quickly as possible. We
are also doing a lot more, as I have already talked about, to try
to help beneficiaries find out about the program and enroll individ-
ually.

We have had hundreds of thousands of low-income beneficiaries
do that already. There are hundreds of thousands more in the proc-
ess, and we have got new steps to try to reach more of them.

We are looking into this idea of auto-enrollment of the Medicare
savings program beneficiaries. I think the reason for doing that,
you have laid out very eloquently. There are some practical con-
cerns that arise.

We need to make sure the States can work with us on this. They
need to have so-called deeming authority, as we have had to work
through with the States that are doing auto-enrollment for their
SPAP, for their State pharmaceutical assistance program, bene-
ficiaries.

We need to make sure that the States are willing and able to
participate in this effort. We need to find a way to address the fact
that some of these SLMB and QMB beneficiaries have coverage
through other means.

We are working through all of those issues now. There have been
a lot of good ideas put forth by the Access to Benefits Coalition, by
your staffs, and others. So, we are definitely interested in pursuing
this, and I will look forward to following up with you on it.

Senator BINGAMAN. Well, I am encouraged by your response, be-
cause I do think that this is one way, instead of just saying we
have got this amazing effort to educate people about what they can
come in and sign up for, or can sign up for, this would be a way
to just send them a card and say, next time you buy a prescription
drug, take this card in and you have got $600 of credit by virtue
of having the card, plus you get a discount. It just seems to me a
no-brainer as a way to get this benefit to the people we were in-
tending to benefit as part of this low-income thing.

Dr. MCCLELLAN. That is right. It is true that low-income bene-
ficiaries, in general, whichever card they sign up for, are likely to
save money if they do not have drug coverage now. If we can steer
them to the best cards, they can potentially save even more.

But the first order of business is to try to get them enrolled, so
we will try to work with you on this. We are especially interested
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in hearing from the States at this point about whether and how
they think they could do this, would it be too burdensome or too
hard for them to do it in the short term. But we are definitely look-
ing into this issue, and I appreciate your interest in it.

Senator BINGAMAN. Thank you very much.
Thank you, Mr. Chairman.
The CHAIRMAN. Yes. Thank you, Senator Bingaman.
Next, is Senator Graham, I believe, and then Senator Snowe,

then Senator Lincoln.
Senator GRAHAM. Mr. Chairman, I would like to ask that an

opening statement that I had prepared be entered into the record.
The CHAIRMAN. Yes, it will be.
[The prepared statement of Senator Graham appears in the ap-

pendix.]
Senator GRAHAM. This opening statement is a little bit of a bro-

ken record, because, again, it asks for a series of issues that we
have developed over the past months of problems within the Medi-
care Modernization and Improvement Act be the subject of a public
hearing by this committee.

I have been asking that we do this before Memorial Day. That
date having passed, I would now ask that we do it prior to the
Fourth of July recess, and particularly because there has been an-
other issue raised to the list of concerns about this program.

In the Chairman’s opening statement, this observation is made:
‘‘The drug discount card program has been the target of a delib-
erate campaign to discredit it and confuse seniors about how it
works. This effort is driven and coordinated by those who oppose
the Medicare Modernization Act, not because of policy, but because
of politics.’’

Then the statement goes on to quote the Centrist Policy Net-
work, which states that ‘‘Democrats have been discouraging seniors
from enrolling in the Medicare drug card.’’

Dr. McClellan, have any of the questions that have been asked
by Republicans or Democrats this morning constituted discourage-
ment for seniors to enroll in the discount card?

Dr. MCCLELLAN. I think this hearing has had a very constructive
tone of figuring out how we can get the most benefits out of this
program. The fact is, though, there is a lot of misinformation out
there. Some seniors think that they can lose benefits if they sign
up for the cards. That is not true.

Some seniors think that the prices are higher than they were a
month ago, or 3 months ago. That is not true. Some seniors think
that they cannot get real discounts if they do not have drug cov-
erage now. That is generally not true. In general, the prices are
lower than Internet pharmacies and the like.

Senator GRAHAM. The question could be answered yes or no.
Have any of the questions that have been asked by Republican or
Democratic members of the Finance Committee to you this morn-
ing been a discouragement to seniors to sign up for the discount
drug cards? Yes or no?

Dr. MCCLELLAN. Well, I think the questions, yes, can be an en-
couragement. But, again, the misinformation came up here, where
some people were thinking that they could lose their food stamps
by signing up for this program. That is just wrong.
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Senator GRAHAM. Was it inappropriate for Senator Daschle to
ask the question?

Dr. MCCLELLAN. I think it is appropriate to have a discussion
about the best way to get the most out of this program.

Senator GRAHAM. So I am going to ask you a third time a ques-
tion, if you can answer.

Dr. MCCLELLAN. Yes. Yes. Yes. Yes. Yes.
Senator GRAHAM. Have any of the questions that have been

asked of you by either Republicans or Democrats, in your judg-
ment, been inappropriate and constitute a discouragement to sen-
iors to sign up for the discount card plan, and if they are, which
were those questions?

Dr. MCCLELLAN. No. And I hope we can overcome this misin-
formation.

Senator GRAHAM. All right. That is fine.
Now, let me ask you the second question. That is, the statement

has been made that there is a coordinated campaign to discourage
seniors from signing up, and apparently that the Democrats are a
part of that coordinated effort.

Do you have any evidence to support that statement?
Dr. MCCLELLAN. Well, I know there is a lot of misinformation out

there, and I know that the Kaiser Foundation——
Senator GRAHAM. No, that is not the question. I know there

is——
Dr. MCCLELLAN. [Continuing]. Says that there has been misin-

formation in advertising and advocacy about the program.
Senator GRAHAM. Could you give some specific examples of a co-

ordinated campaign to discourage seniors from signing up for this
program?

Dr. MCCLELLAN. Well, we have heard from seniors who have said
that, for example, in a Families USA video, they hear from Walter
Cronkite. We have heard seniors say, look, Walter Cronkite does
not like this, I am not going to sign up for it. That kind of thing
is happening now, and I want to make sure that people have accu-
rate information.

My focus is on doing all we can to get accurate information out,
since there is this misinformation out there, not on tracking down
who, what, or where the misinformation came from. Our goal needs
to be to inform seniors and educate them properly about this pro-
gram.

Senator GRAHAM. Well, apparently the Centrist Policy Network
has gotten some information that Democrats are a part of this co-
ordinated campaign. Do you have any evidence to that effect?

Dr. MCCLELLAN. I would suggest you talk to the Centrist organi-
zation that is very concerned about that issue.

Senator GRAHAM. No. You are the manager of this program. Do
you have any evidence that such a coordinated effort——

Dr. MCCLELLAN. Senator, no. My job is not to investigate the pol-
itics. My job is to get the facts out to beneficiaries.

Senator GRAHAM. I guess that is a no.
Dr. MCCLELLAN. No.
Senator GRAHAM. Let me ask another question about investiga-

tion. You are the head of the Medicare program. Most of the people
who have been involved in the issues that I discuss in my opening
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statement, particularly the issues of the withholding of information
relative to the cost of this legislation which has now even reached
the point of a possible criminal investigation, in violation of the law
which provides that executive agencies and their officers do not
have the right to prevent or prohibit their officers or employees
from presenting information to the U.S. Congress, a serious series
of charges.

Have you done an internal investigation to determine what you
think has occurred, and if you have, what has been your conclu-
sion?

Dr. MCCLELLAN. Well, Senator, two points. One, there is an in-
ternal investigation going on now by the Office of Inspector Gen-
eral, and I am waiting to hear. They are taking an objective and
thorough look at this, and I am waiting to hear what they have to
say and what their recommendations are.

Second, I have not waited to be clear about something else. As
you know, I have been in this job for about two months and I have
been clear from the start that we are going to have transparency
with Congress, that we are going to share results of finished anal-
yses that members of Congress request and that are relevant to
further policy deliberations. So, we are going to have transparency
going forward.

Senator GRAHAM. So you are not, as the leader of the organiza-
tion, conducting an internal investigation, but the Inspector Gen-
eral is?

Dr. MCCLELLAN. The Office of Inspector General is.
Senator GRAHAM. When do you expect that report to be com-

pleted?
Dr. MCCLELLAN. You would have to ask the Office of Inspector

General. I know they want to do this thoroughly and properly.
Senator GRAHAM. Could you ask that question and let us know

in writing when you expect that report?
Dr. MCCLELLAN. All right. I suspect they may not be able to give

an exact date. The investigation will be done when it is done.
Senator GRAHAM. Can they give it, say, within 30 days, plus or

minus?
Dr. MCCLELLAN. All right. I will try to find out.
Senator GRAHAM. Thank you.
[The response appears in the appendix on page 95.]
The CHAIRMAN. Thank you, Senator Graham.
Now, Senator Snowe?
Senator SNOWE. Thank you, Mr. Chairman.
Obviously, there is a lot of concern about the fact that the pre-

scription discount card got off to a very rocky start. It further sug-
gests what the implications are for the future and whether or not
lessons have been learned in this process, and visualizing what is
going to happen in 2006, and whether or not we are going to be
able to implement that benefit smoothly, let alone to ensure that
the benefits are not negated because of soaring price increases in
medications.

First of all, I would like to have you address that question be-
cause it really is going to be one of the major issues for the future.
I am very concerned. If we cannot get this drug card off the ground
efficiently and effectively, I hesitate to think about the future when
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we are talking about the overall program that is ultimately going
to benefit 43 million people, supposedly.

So, I think we have to look at that. Frankly, I think we should
require some reporting from you on that score in response to how
you do intend to do it so that it is not complicating, deterring sen-
iors from signing up for the program.

The price increases in medications—again, it is transparency. I
am not entirely clear what the transparency is when it comes to
pricing that the card sponsors are supposed to be offering. How do
we know? I mean, you know it intermittently, regularly, consist-
ently, weekly?

Dr. MCCLELLAN. Yes.
Senator SNOWE. Because I think it is important. We need to

know that, whether or not these price increases, dramatic price in-
creases, are negating, ultimately, the benefit of these discounts.

Dr. MCCLELLAN. We know far more transparently than ever be-
fore what the prices that seniors are actually paying are under this
program. The card sponsors update their prices weekly. So far, we
have seen prices go down, in general. And as I have said before,
price increases are not allowed in this program unless it is related
to an increase in cost.

Not only that, because there is now actual price information
available on what seniors can pay at virtually every pharmacy in
the United States, we have got a much better way to monitor ex-
actly what is going on with prices and to encourage exactly that
kind of transparency that you were just speaking about.

As I said before, we have used this information to go back and
look and compare prices available today to prices in the beginning
of 2003 before this program ever started, the list prices that seniors
were paying, and the prices today are substantially lower, 9 to 30
percent or more.

Senator SNOWE. For what, the top?
Dr. MCCLELLAN. For the brand-name drugs.
Senator SNOWE. For the brand-name.
Dr. MCCLELLAN. For the generic drugs, the savings are even

more substantial, 30 to 60 percent or more lower. And with the
transparency that we have in place now, I think it will be a lot
easier to monitor what is going on with drug prices.

Senator SNOWE. They are lower than at what point in 2003?
Dr. MCCLELLAN. January, 2003.
Senator SNOWE. So any of the price increases that occurred dur-

ing that period of time——
Dr. MCCLELLAN. This is a comparison of the retail prices that

seniors would be paying then versus the discounted prices that
they are paying now. And we will get you more information on this,
since I know you are very interested in it.

Senator SNOWE. I think we need to know that, frankly.
Dr. MCCLELLAN. Yes.
Senator SNOWE. If it is erratic, consistent, is it the most com-

monly used, selected cards, for example?
Dr. MCCLELLAN. That is right. And the other thing that I think

this kind of information helps provide, is letting seniors know
about other alternatives. For example, some of the biggest price in-
creases have occurred on drugs where there are now generic
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versions available, drugs like Prilosec, where if seniors know about
it, they can switch to a generic version, in some cases even an over
the counter version, that is much cheaper than the brand name
ever was. So, that kind of information, in addition to the actual re-
tail price information, is very useful.

Senator SNOWE. Well, what is the turnaround when these prices
are not on track and they cannot justify the increase of the price
that they are requiring for a particular drug? I mean, is it monthly
or weekly? Do you monitor it?

Dr. MCCLELLAN. Anyone and everyone can monitor these prices.
They are published. The final prices that seniors can actually pay
with the cards are available now and they will be available for the
duration of this program.

Senator SNOWE. So, what action do you take, and when do you
take it? That is the question here.

Dr. MCCLELLAN. We monitor as well, and if there are any un-
usual increases that are not related to cost, then we have sanctions
available under the card program. I think that they are going to
be——

Senator SNOWE. When do they submit that data to you? I am just
trying to figure out when this all happens.

Dr. MCCLELLAN. They submit price information to us weekly,
and the card sponsors know the terms of the contract that they
enter into with us about offering discounts, and about the cir-
cumstances when price increases are allowed under the program,
and we monitor that.

We have a monitoring program in place. We are actually hiring
a contractor to make sure it is done regularly and accurately. And
it is not going to be just us. I think there are going to be a lot of
other outside groups that are going to be keeping a close eye on the
prices in this program to see what happens.

Senator SNOWE. Are you satisfied currently with this process?
Dr. MCCLELLAN. What we have seen, Senator, is especially for

seniors that do not have good coverage now and have been paying
some of the highest prices in the world, they can generally get sig-
nificant savings on brand-name drugs, even larger savings on
generics, and on Internet drugs.

My main goal right now is to help seniors with their drug costs.
Seniors who look into this program can generally find that the
cards will pay for themselves in the first month or two if they do
not have good drug coverage now.

Senator SNOWE. Would the Secretary having negotiating author-
ity not be better leverage?

Dr. MCCLELLAN. Well, that is a very good question. I know it is
an issue that you feel strongly about. As you know, CBO has
looked into this issue and does not see any additional savings.

Negotiation requires being able to move people to particular
drugs. The VA can get good prices for their beneficiaries because
they have a specific formulary. Not all the drugs that many seniors
like to use are on that formulary.

I think we have already seen that we can get prices down
through negotiated discounts through drug manufacturers through
the card program already. I think we can build on that while giving
seniors options about exactly which drugs they want those prices
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negotiated on so they can get drugs that best meet their needs. I
am sure we are going to continue talking about this in the months
ahead.

Senator SNOWE. We will. Thank you.
The CHAIRMAN. Before Senator Lincoln asks questions, I know

you have been at the table a long time, but I was hoping I could
get you to stay and hear the second panel, or at least part of it.

Dr. MCCLELLAN. I will try to stay for a bit of it. I do have an-
other engagement at noon.

The CHAIRMAN. All right.
Senator Lincoln?
Senator LINCOLN. Thank you, Mr. Chairman.
And thank you, Dr. McClellan.
Dr. MCCLELLAN. Thank you, Senator.
Senator LINCOLN. We are very grateful that you are willing to be

here today. This is the first Finance hearing regarding the imple-
mentation of the Medicare bill, and we are getting lots of questions
from our constituents. We appreciate your dialogue and look for-
ward to working with you to work through this bill.

Dr. MCCLELLAN. Thank you.
Senator LINCOLN. I have several questions. One, actually, just on

top of what Senator Snowe brought up in terms of the trans-
parency. You mentioned that transparency is good for competition.

I guess if that is the case, as we move forward into 2006 and
looking for competition to make sure prices are good, would it also
mean that making the Medicaid best price public would be a good
tool in terms of being able to bring transparency in helping to——

Dr. MCCLELLAN. That is a good question. I am not sure it is
going to be real helpful for Medicare beneficiaries because, as you
know, under the Medicare Modernization Act, the prices that sen-
iors can get negotiated for their drugs are exempt from the Medi-
care best pricing statute.

That is one reason that CBO thought that seniors would be get-
ting about $20 billion plus in additional savings. So, I am not sure
that will help with Medicare beneficiaries, in particular.

I think we have learned a lot already about the value of having
actual price information available, and that is something that we
want to work to incorporate in the full drug benefit as well. Giving
seniors information allows them to comparison shop. We have al-
ready seen it bring down prices on the drug cards.

Senator LINCOLN. Well, we might be willing to look at the possi-
bility of the Medicaid best pricing as a transparency tool.

Dr. MCCLELLAN. We are going to be looking at a lot of issues
with implementation of the drug benefit. We expect to have the
proposed regulations for the drug benefit available soon, this sum-
mer, and look forward to discussing with you and with all other
members who are interested in this program succeeding as to how
we can do that as effectively as possible.

Senator LINCOLN. We all think that transparency is good for
competition. I think much of what you defend in this bill as being
positive depends on competition.

Dr. MCCLELLAN. Right.
Senator LINCOLN. So, hopefully we will look at those possibilities.

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00032 Fmt 6633 Sfmt 6633 95479.000 SFINANC2 PsN: SFINANC2



29

I also want to align myself with Senator Bingaman. We have
written to you about States like ours that do not have State drug
assistance plans, that do not have the Medicare+Choice plans or
the Medicare Advantage plans. I understand you have auto-en-
rolled these beneficiaries.

I guess my question to you is, is there any logic in not automati-
cally enrolling the QMBs, the SLMBs, and the QI–1s?

Dr. MCCLELLAN. There are a number of potential issues that
need to be addressed and that we are thinking through how to best
address, and we appreciate your input into that process. One is the
statutory authority. The States have the so-called deeming author-
ity to presumptively enroll people.

Senator LINCOLN. They have the deeming authority through
their State programs, right?

Dr. MCCLELLAN. Right.
Senator LINCOLN. They have worked that out.
Dr. MCCLELLAN. And some States have deeming authority de-

fined in different ways. For example, a couple of States, like New
York, had to actually pass a special act of the legislature to get the
deeming authority for the automatic enrollment in their State
pharmaceutical assistance plan.

Senator LINCOLN. Well, clearly you have worked that out with
them.

Dr. MCCLELLAN. In that case, we did. Another issue is whether
the States are going to be able to take on this burden of helping
us out with the automatic enrollment, and we would like to hear
from the States about that.

Senator LINCOLN. Have you approached them?
Dr. MCCLELLAN. We have started these discussions. We are also

hearing from a lot of advocacy organizations that are well con-
nected with the State programs about whether and how this can
best be done.

Senator LINCOLN. Do you keep records on those groups, those
QMBs and SLMBs? I mean, I know it is administered through the
State Medicaid.

Dr. MCCLELLAN. Yes. We do have some information on them.
They are administered through the States. Another related obstacle
is that we do not have information on whether or not these bene-
ficiaries already have drug coverage, so we need to find some way
to address that. Remember, the low-income assistance is for people
who are on their own now and do not have good coverage when it
comes to prescription drugs.

Senator LINCOLN. But a lot of those Medicaid programs through
the States—I know I had a gentleman call my office just last week,
and he is covered by only three drugs a month. Our Medicaid pro-
gram limits him to three drugs, but he is on eight. Because he has
Medicaid coverage, he is not eligible for the discount card or the
$600. I mean, there are some problems there, too.

Dr. MCCLELLAN. That is right. And we would certainly like to
help as many beneficiaries as we can. A lot of beneficiaries in many
States do have more comprehensive coverage.

Even for a beneficiary like that, if he is having trouble with
drugs and some of them are not covered, we can put him in touch
with manufacturer programs that may be helpful as well.
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And that is something else that we are working on improving
with the Access to Benefits Coalition, too, is helping them find
other sources of savings or generic drug alternatives, or things like
that.

Senator LINCOLN. Well, you have obviously overcome the chal-
lenges in States that have the State programs, working with them
to have that automatic enrollment.

Dr. MCCLELLAN. That is right.
Senator LINCOLN. And I would encourage you to work with the

other States that do not have that.
Dr. MCCLELLAN. And we are learning a lot from that auto-enroll-

ment process. It is ongoing now. It is going to get hundreds of thou-
sands of low-income beneficiaries automatically enrolled. So, we
will keep learning from this process.

Senator LINCOLN. I do not know. Maybe I am just way too basic
here. But you sending a card out to those that you have on record
as QMBs and SLMBs, and giving them a number and saying can
you please call, you are going to be automatically enrolled—because
you just said, if you have got constituents that are concerned or
have questions, to be sure and call you all.

We have had a lot of them have been calling and they have not
been able to get through. But, I mean, if they got a specific card
from you all that said we have already enrolled you, just give us
a call and we will make sure the card is appropriate for you.

Dr. MCCLELLAN. If we were going to make auto-enrollment work,
we would like it to be as simple as you just described. The question
is, how do we work through the details of getting from here to
there? That is going to take some input from the States, from advo-
cacy groups, from others, and we are looking into that right now.

Senator LINCOLN. Good. Well, I would encourage that the other
States that you have not worked with yet, I hope you will. I hope
you will take notice of where the auto-enrollees are already in ex-
istence in States.

Mr. Chairman, I have got some other questions. May I submit
those for the record?

The CHAIRMAN. And I am going to submit questions for the
record.

Senator LINCOLN. All right. Thank you.
Thank you, Dr. McClellan.
Dr. MCCLELLAN. Thank you.
[The questions and responses to them appear in the appendix.]
The CHAIRMAN. Before you go, I would like to ask for clarifica-

tion. Does this 3 million enrollment number reflect beneficiaries in
the seven States that can automatically enroll?

Dr. MCCLELLAN. No, it does not. We expect, in those seven
States, another 400,000 beneficiaries with low incomes to be added
in. Those are not included in the numbers, the 3 million plus that
are enrolled in the cards already. Even beyond those seven States,
there are some additional States that are working with us to try
to get the numbers up further.

For example, States like Ohio are sending out, basically, com-
pleted forms to their beneficiaries so the beneficiary just has to
sign it and send it back in. It is not quite auto-enrollment, but it
is another step to try to make it even easier for low-income bene-
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ficiaries to sign up. A lot of that is going on now too that will add
further to the numbers.

The CHAIRMAN. All right. So it will be much higher than 3 mil-
lion?

Dr. MCCLELLAN. Yes.
The CHAIRMAN. Thank you very much.
I am going to call our second panel. I have already introduced

my constituent, Kris Gross, who has been very helpful in the 41
Medicare meetings I have had around Iowa. She represents the
Iowa SHIIP program.

Will the second panel please come as I am calling you?
Our second witness, Mark Merritt, is president of the Pharma-

ceutical Care Management Association. He has participated in
some of the highest profile health care policy debates and is well
known.

Then we have Dr. James Firman, chairman of the Access to Ben-
efits Coalition. I have already spoken about that coalition and con-
gratulated them on the efforts that they are making to see that ev-
erybody can get benefits from this program. He has also written
several books and articles on the issue of aging, so he is very ex-
pert in this area.

Then we have Robert Hayes, president and general counsel of the
Medicare Rights Center in New York. This organization helps older
adults and individuals with disabilities get high-quality, affordable
health care through education and outreach.

Our final witness, Tom Snedden, is the director of the Pennsyl-
vania Pharmaceutical Assistance Contract for the Elderly, and that
is a PACE program. The Pennsylvania PACE program is a State-
funded prescription drug benefit for qualified older Pennsylvanians
funded exclusively by the State lottery fund. It is the largest State
pharmacy assistance program of its kind, I think, with 230,000 en-
rollees.

Kris, would you go first, please?

STATEMENT OF KRIS GROSS, DIRECTOR, IOWA SENIOR
HEALTH INSURANCE PROGRAM, DES MOINES, IA

Ms. GROSS. Thank you, Chairman Grassley.
I am here representing the 54 State health insurance assistance

programs, or SHIPs, and I appreciate the opportunity to share with
you the role SHIPs play in relation to the Medicare-approved drug
discount cards, and some of our experience to date.

First, I would like to give you a brief description of the State
health insurance assistance programs. In 1992, the then-Health
Care Financing Administration, which is now CMS, offered States
funding for the SHIPs.

Some of the SHIPs existed prior to that time and receive addi-
tional funding from States and other grants. We are housed in
State Departments of Aging, Insurance, and in one State, the Medi-
care Quality Improvement Organization. Our services are free, con-
fidential, and objective.

We are charged with helping all Medicare beneficiaries by pro-
viding information and counseling with problems and questions re-
lated to Medicare, Medicare advantage plans, health insurance that
supplements Medicare, long-term care insurance, Medicaid claims,
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and prescription drug assistance, which now includes the Medicare-
approved drug discount cards.

As Dr. McClellan mentioned, the heart of the SHIPs is the one-
to-one, face-to-face assistance and counseling provided to our cli-
ents and their communities. This is offered primarily through vol-
unteers, many of whom are peers to the people that they counsel.

CMS can provide awareness and information through its many
resources at the national level, but SHIPs provide the local face.
We are there to help people understand their options so they can
make the best possible decision.

An important role for SHIPs is assisting clients with the Medi-
care-approved drug discount card price comparisons. A Kaiser Fam-
ily Foundation pollster, Mollyann Brown, found that only 31 per-
cent of seniors have used the Web.

SHIPs are taking client prescription information and running the
web-based comparison on the Medicare website if a client does not
have access to a computer. Clients who need counseling related to
the price-comparison information they received then meet with our
volunteer counselors.

Let me share with you some of our experience. Depending on the
situation, clients can receive many pages of information with their
price comparison. We ran a comparison for an individual taking
four drugs, living in Des Moines, and for the pharmacies within 3
miles of her zip code. If she chose to view all the discount cards
offered, she would have received over 30 pages of information.

In visiting with the SHIPs directors from across the country, we
have universally found that a majority of the clients who do not ac-
cess the Medicare website on their own need one-to-one assistance
to examine all these options before they make a decision about the
drug cards.

In some cases, beneficiaries even find it difficult to provide us
with their prescription information needed to run the price com-
parison of the cards.

One woman who called into our Iowa 800 number and asked for
help could not find the dosage on her pill bottle. One-to-one assist-
ance is critical to helping beneficiaries get the most from this pro-
gram.

The $600 low-income credit is the focus of most of our outreach
efforts and partnering. Some of our partners include organizations
serving individuals with disabilities, public health nurses, commu-
nity action, energy assistance programs, State Medicaid agencies,
low-income housing, the medical community, churches, and organi-
zations serving Latinos, Asian-Pacific, and other ethnic popu-
lations.

When beneficiaries find out about the $600 assistance, they are
very grateful. One caller to our office told me personally that the
$600 credit sounded too good to be true. The $600 represents an
amazing opportunity for low-income beneficiaries.

We have had close to 1,000 people call our office who are eligible
for the $600 credit. They are typically taking 8 to 10 drugs and are
desperate for help.

We are mailing them their price comparison and then they are
asking a counselor to meet with them to sort through their options.
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Our SHIP counselors are prepared to provide this important assist-
ance.

Some beneficiaries have found that the drug cards can provide
significant savings on their drugs without the $600 assistance even
factored in. One client is going to save $45 on a $90 prescription
each month.

Along with the savings on the other drugs she takes, her annual
savings will amount to $700–$900 per year, depending on her
choice of local pharmacy versus mail-order.

Some have found, however, that the discounts they are already
getting from other discount cards, pharmacy programs, pharma-
ceutical company assistance programs, or their insurance offer com-
parable or better savings.

It is taking careful review of the Medicare price comparison in-
formation to determine if enrollment in a card will be beneficial for
each individual.

Community education has been, and will continue to be, essen-
tial. People are confused by the discount card versus the drug ben-
efit. They do not know about the $600 low-income credit. They need
to know how to get information about the cards, the formularies,
and so on.

SHIPs have been conducting literally thousands of community
education events, and we are continually asked to give those pres-
entations.

Our experience with the Medicare-approved drug discount card
indicates that a huge challenge lies ahead next year, when we will
need to help beneficiaries with the even more critical decision re-
lated to the Medicare drug benefit.

It will be important for this committee, the Congress, CMS, and
the SHIPs to learn from the challenges beneficiaries face with the
discount cards so that we can best meet their information and deci-
sion needs next year.

We are grateful that Congress provided CMS with $1 billion in
funding for administrative costs, and some of those funds support
beneficiary education and outreach, including those conducted by
the SHIPs.

We are hopeful that in subsequent years Congress will continue
to provide adequate funding for these activities. Adequate funding
will be crucial to everyone’s efforts to help beneficiaries understand
their choices and to make decisions that best meet their coverage
needs.

In closing, the SHIPs want to thank CMS and the Congress, and
especially you, Senator Grassley, Senator Baucus, and Senator
Bingaman, for the interest you have taken in the work that SHIPs
do, and for doing what you have done to secure additional funding
for SHIPs.

To the members of this committee, thank you for your extraor-
dinary efforts on behalf of beneficiaries, and particularly the low
income. Millions of beneficiaries should be thanking you for your
leadership on these issues. Thank you.

The CHAIRMAN. Thank you very much.
I forgot to say that if any of you have longer statements, longer

than your 5 minutes, we will include those longer statements in
the record as you submit them.
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[The prepared statement of Ms. Gross appears in the appendix.]
The CHAIRMAN. Mr. Merritt?

STATEMENT OF MARK MERRITT, PRESIDENT, PHARMA-
CEUTICAL CARE MANAGEMENT ASSOCIATION, WASH-
INGTON, DC

Mr. MERRITT. Thank you. Good morning, Chairman Grassley and
Senator Lincoln. My name is Mark Merritt. I am president and
CEO of the Pharmaceutical Care Management Association, PCMA.

PCMA is a national trade association for America’s pharmacy
benefit managers. I am pleased to be here today to update you on
the important role that PBMs are playing to make the new Medi-
care drug discount card program a success for beneficiaries.

PCMA’s member companies are participating in the program by
sponsoring their own drug cards, in partnership with dozens of
Medicare Advantage health plans.

Although we are only 1 week into the new program, enrollment
is continuing at a brisk pace and we see several positive signs that
point to the program’s ultimate success.

This is what we have already seen and learned. First, we know
the discounts are real. Based on a survey of PCMA member compa-
nies, we estimate that seniors will receive discounts averaging 17
percent for brand-name drugs and 35 percent for generics, when
compared to prices paid by cash-paying customers. These data are
in keeping with CMS’s own data and other independent sources.

Further, according to CMS, card sponsors are passing over 90
percent of the rebates and discounts they receive from drug makers
and retailers onto seniors who are enrolled in the program.

This shows the competition spurred by retail price transparency
is working to deliver savings for beneficiaries, and it demonstrates
the transparency requirements included in the new law, while
working to benefit seniors as Congress intended.

The savings are even greater for low-income beneficiaries. Under
this program, a needy senior has access to drug card discounts and
$1,200 over the two-year life of the program.

In addition to this program, there are discounts provided directly
by drug makers. When combined, these savings can mean a senior
can slash his or her total prescription drug bill by 60 percent or
more, and from the data we saw from Mark McClellan, even more
than that.

We have also learned that market competition is helping to drive
discounts even deeper. PCMA’s own review of price changes since
the Medicare price website went live shows that, for a basket of
commonly prescribed brand-name drugs received through the mail
service option, the average reduction in prices for the top five cards
was 13 percent cheaper than the prices originally listed on the
website in early May. That is important progress that really should
not be minimized.

Third, this program is providing seniors with maximized choice.
Seniors have access to virtually all classes of outpatient drugs at
discounted rates. Moreover, they have an important new mail serv-
ice pharmacy option, which adds further cost savings, quality im-
provements, safety protections, and convenience, and it furthers
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the goal of making sure that the right card goes to the right per-
son, according to their particular and individual needs.

Fourth, PCMA member companies are working hard to inform
seniors about the new options available to them and are using a
variety of methods to help raise awareness about the program, in-
cluding TV, radio, and newspaper advertisements, information
mailers, marketing of tens of thousands of neighborhood and chain
drugstore pharmacies across the country, educational outreach to
physicians, outreach through seniors groups, community-based or-
ganizations, faith-based groups, and other civic groups as well.

Another important educational tool has been what has been dis-
cussed broadly here already, the Medicare price comparison
website, which is helping seniors to find the drugs that meet their
individual needs. In addition, this website is promoting vertical
and horizontal competition which is helping to drive down drug
prices.

In the coming months, we will continue to work hard to conduct
outreach and enroll beneficiaries, because we believe in the pro-
gram and the tangible value it represents to Medicare bene-
ficiaries.

On behalf of PCMA member companies, thank you for the oppor-
tunity to testify today. I will look forward to answering any ques-
tions you might have.

The CHAIRMAN. Thank you very much.
[The prepared statement of Mr. Merritt appears in the appendix.]
The CHAIRMAN. Now, Mr. Firman?

STATEMENT OF JAMES B. FIRMAN, CHAIR, ACCESS TO BENE-
FITS COALITION, AND PRESIDENT AND CEO, NATIONAL
COUNCIL ON THE AGING, WASHINGTON, DC

Mr. FIRMAN. Good morning, Senator Grassley and Senator Lin-
coln. I am James Firman, president and CEO of the National
Council on Aging, the Nation’s first organization formed to rep-
resent America’s seniors and those who serve them.

I also serve as the chair of the newly-formed Access to Benefits
Coalition, a public/private partnership of 75 diverse organizations
dedicated to ensuring that lower-income beneficiaries know about
and enroll in the new Medicare prescription drug benefit, and all
other available resources for saving money on prescription drugs.

Enactment of the new Medicare law is the single most important
opportunity to help low-income Medicare beneficiaries that has
emerged in the past 40 years. Of immediate significance is the fact
that Medicare group discount cards include $600 transitional as-
sistance this year and next year for those with annual incomes
below 135 percent of poverty.

However, to achieve the law’s full potential, we must maximize
enrollment in the transitional assistance program, as well as in
other savings programs offered by States and private pharma-
ceutical companies.

However, in recent years, various agencies, organizations and
foundations have tried to identify and enroll low-income bene-
ficiaries in a wide variety of public and private programs, with only
mixed results.
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While current government efforts to reach many low-income
beneficiaries are to be commended, there also needs to be com-
plementary, coordinated initiatives that go deeper into the commu-
nity to find and educate consumers and their families and to help
them actually enroll in the benefits for which they are eligible.

In response to these challenges and opportunities, the National
Council on Aging and 75 other national nonprofit organizations
have founded the Access to Benefits Coalition. ABC members share
an interest in helping to connect lower-income Medicare bene-
ficiaries to all the public and private prescription savings programs
available to them.

The coalition represents a diverse group of senior, disability,
faith-based, minority, provider, consumer, and advocacy organiza-
tions, and is growing on a weekly basis. The organization has ex-
ceptional reach and trust among Medicare beneficiaries, and we are
uniquely positioned to counsel and help navigate them through the
process. We are now working to organize and support State and
local ABC coalitions across the country.

The coalition’s short-term objective is both ambitious and clear,
to ensure that by the end of 2005 at least 5.5 million low-income
Medicare beneficiaries get the $600 annual credit, as well as other
public and private benefits that can save them money. This is
about 700,000 people more than the government has set as its ob-
jective. However, we believe, by working together, we can, and
must, do more.

The ABC also has a longer-term objective, which is to ensure
that at least 8 million low-income beneficiaries enroll in the low-
income Part D program by the end of 2008; 5.5 in 2005, 8 million
in 2008.

The coalition applauds the Department of Health and Human
Services for its recent commitment to provide $4.6 million to sup-
port community-based education enrollment efforts targeted to
lower-income beneficiaries.

We are also pleased that the Corporation for National Service
has recently approved 15 VISTA volunteer slots to assist our ef-
forts, and we hope they will follow with more.

We expect to be able to announce next week more precisely how
these and additional private sector resources will be made available
in communities throughout the country.

We are also pleased to announce today that the Access to Bene-
fits Coalition has launched a new website, accesstobenefits.org,
which has a variety of tools to help people, older people, their con-
sumers, their family members, and professionals to educate and en-
roll lower-income beneficiaries in prescription savings programs.

Thousands of coalition members’ staff and volunteers will be
trained and supported to serve as individual counselors and navi-
gators and to help lower-income beneficiaries and their families use
the new tool.

There are several tools. First of all, there are 51 State prescrip-
tion guides with detailed information on a wide range of Federal,
State, and private prescription programs. I have heard several Sen-
ators ask here today, what should I tell the people in my State?
How do I give them the best advice?
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Well, one resource is to go to accesstobenefits.org and click on the
guide for your State, which will give you the best information we
have about how these various programs interact, as well as some
easy-to-use tools to help people figure out what they are eligible
for.

Second, the website includes an enrollment center, the first of its
kind, with hundreds of prescription drug savings enrollment forms
all in one place—public programs, State programs, private pro-
grams, discount cards—and many of those forms are fillable online.

Third, you will find a ‘‘Promising Practices in Outreach Enroll-
ment’’ section, which provides information on the most important
lessons learned until now about the best ways to find, reach and
enroll low-income beneficiaries in various public programs.

The ABC site also links to NCOA’s award-winning
BenefitsCheckupRx decision tool. We are developing an enhanced
version of this tool to facilitate the decision making and to answer
the kinds of questions that you are hearing from each of your con-
stituents. What combination of programs will save me the most
money?

This enhanced version will be available later in July and will tell
people the combination of Medicare benefits, State pharmacy pro-
grams, manufacturers’ discount cards, and other cards that will
save them money, and we would show them how much money they
can save. The tool will also assist people to actually complete the
application form with as many programs as they decide to apply for
while online.

It is very important to remember that most Medicare bene-
ficiaries who enroll in the credit program can save a lot more than
$1,200 over the next 18 months. This is because of commendable
actions by States and several pharmaceutical manufacturers to
offer wrap-around programs to the Medicare card.

Those people who take multiple medications and who have in-
comes below 135 percent of poverty could save from 40 to 90 per-
cent on their medication if they choose the card with the right
wrap-around.

The Access to Benefits Coalition is calling on all Medicare-ap-
proved discount card sponsors to pledge to make their best effort
to include all the manufacturers’ prescription savings programs in
their cards when the $600 is exhausted.

This will make it easier for consumers. If they know that they
take a card that has all the wrap-around, they know they will get
the free benefits from Merck, J&J, and Novartis, and Wyatt-
Ayerth, and other companies as well.

Our goal is to get at least one-half of the Medicare-approved dis-
count card sponsors to sign this pledge within the next 30 days.
Five card sponsors have already agreed to sign the pledge.

Although the ABC is not a political organization, we are not in-
volved in whether the Medicare law is a good law or a bad law, or
how it should be changed, we believe there are a number of ways
in which enrollment and the $600 credit can be improved.

We are pleased that CMS agreed to the development and use of
a standardized enrollment form and to allow for automatic enroll-
ment in the $600 credit for State pharmacy assistance programs.
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The coalition also supports automatically enrolling current Medi-
care savings program recipients in the $600 credit, and we will be
talking with CMS officials very soon to provide specific rec-
ommendations.

I would also like to encourage each State to look for other oppor-
tunities, either for auto-enrollment, or at least wholesale marketing
of the transitional assistance program.

In each State, you have programs now for low-income bene-
ficiaries, perhaps for energy assistance or housing, or other forms.
Most of these people will be eligible for the transitional assistance
benefits as well, and we can figure out more efficient ways to reach
them.

In conclusion, the Access to Benefits Coalition is firmly com-
mitted to working with a broad range of partners to take full ad-
vantage of this opportunity to provide much-needed assistance to
this vulnerable, hard-to-reach population.

By working closely together on these initiatives, we can signifi-
cantly improve the quality of life of millions of Medicare bene-
ficiaries who need help in paying for their medication.

Thank you.
The CHAIRMAN. Thank you, Mr. Firman.
[The prepared statement of Mr. Firman appears in the appen-

dix.]
The CHAIRMAN. Now, Mr. Hayes?

STATEMENT OF ROBERT HAYES, PRESIDENT AND GENERAL
COUNSEL, MEDICARE RIGHTS CENTER, NEW YORK, NY

Mr. HAYES. Thank you, Mr. Chairman. Good morning, Senator
Breaux.

We appreciate this opportunity to bring to the committee the
real-life experiences of the men and women with Medicare who are
grappling with the opportunities and with the challenges of the
new Medicare discount card program.

From the trenches in which we work, Mr. Chairman, the
unaffordability of prescription medicine is, and remains, a national
emergency. So it is within that reality that we approach the Medi-
care discount card program, and it is the needs of the men and
women who cannot afford medicines they need that we bring to
you.

For many years, this committee, this Congress, our Nation have
been numbed by the overwhelming data documenting the human
hardship, the needless pain, the lost lives caused by the
unaffordability of prescription medicine. But it is not just data.

Mr. Chairman, I cannot shake from my memory the elderly
woman who tearfully told me that she lies to her husband when-
ever her doctor gives her a prescription.

If she told him about the prescription, she said, her husband
would insist that she fill it. She wants him to keep taking his heart
medication, and she knows they cannot afford another medication.
That is an obscenity in America in the 21st century, and I know
that we agree on that and appreciate that that is why we are here
today.

I will take just 2 minutes, Mr. Chairman, to outline what con-
sumers are experiencing in the wake of the Medicare discount card
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roll-out. This evidence has already been widely reported and seems
fairly well established. One, the men and women who turn to us
for help are in a state of high anxiety. They are confused, frus-
trated, or angry, or all three.

Two. Most people with Medicare will receive little, if any, benefit
from the Medicare discount card program. This is not a political
statement and it is not a point in dispute. As you know, CMS itself
is aiming to enroll about 7 million people, 17 percent of the people
with Medicare in the discount card program over the next 18
months.

Three. Some people, those with low incomes, those without any
drug coverage, and those who learn about and sign up for the
Medicare discount card program, will be able to afford medicine
thanks to the Medicare discount card program’s transitional assist-
ance.

This is far too important a point to lose. It is true that in many
ways we are critics of a complex program because, in our view, it
would take much less, at much less cost, with many more people
to be helped if we were able to negotiate fair drug prices with the
pharmaceutical industry.

Yet some Americans will have improved health and a better life
once they enroll in the discount program’s transitional assistance.
We join with groups like the National Council on Aging, and other
groups more critical of the Medicare Modernization Act, in meeting
our responsibility to help enroll as many people as possible and to
push this administration to make enrollment as feasible as pos-
sible.

So how can that be done? First, recognize that websites and
voice-automated phone systems, even when they work, are a sliver
of the solution. We know that despite hearings like this, news cov-
erage, tens of millions of dollars of advertising, many people—
maybe even most people with Medicare—do not even know yet
about the discount cards.

Education enrollment, like the kind Ms. Gross does in Iowa, on
the retail level will be critically important in order to bring this
transitional assistance to people with Medicare.

For today’s discount card enrollment, we believe the single most
useful step is to assist people to access the $1,200 transitional as-
sistance through the automatic enrollment that Dr. McClellan indi-
cated CMS is considering.

That alone could bring a million very low-income Americans into
the discount program. We think that is a humanitarian act and we
think it is a prudent political act.

It is not premature, in our view, to look ahead, as Senator Snowe
suggested, to 2006. As currently designed, we fear that the Part D
Medicare drug benefit will be so complex to navigate, that today’s
drug card program will look like child’s play.

If the 2006 Medicare drug benefit is to be both a humanitarian
and a political victory, we ask Congress and the administration to
revamp the structure of the benefit with three words in mind: sim-
plify, simplify, simplify.

To that end, Mr. Chairman, I conclude with six points of modest
reform for the 2006 drug benefit: (1) automatically enroll all eligi-
ble persons in the low-income drug benefit; (2) remove the assets
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test, which represents the leading barrier to enrollment in low-in-
come programs across the country; (3) require the use of simplified
application procedures and allow self-certification of income and as-
sets; (4) streamline the renewal process; (5) increase SHIP funding,
again, as Ms. Gross pointed out, so that eligible persons can get
help cutting through the red tape and receive benefits; and lastly,
Mr. Chairman, (6) federalize enrollment not just in the low-income
drug program, but also in the Medicare savings programs. Those
steps, we believe, will make a reality true drug assistance to low-
income Americans in 2006. Thank you.

The CHAIRMAN. Thank you, Mr. Hayes.
[The prepared statement of Mr. Hayes appears in the appendix.]
The CHAIRMAN. Now, Mr. Snedden?

STATEMENT OF TOM SNEDDEN, DIRECTOR, PENNSYLVANIA’S
PHARMACEUTICAL ASSISTANCE CONTRACT FOR THE EL-
DERLY, HARRISBURG, PA

Mr. SNEDDEN. Senator Grassley, thank you. Senator Breaux,
good morning.

I was asked to tell you a little bit today about how the Pennsyl-
vania Pharmaceutical Assistance Contract for the Elderly is man-
aging the benefit from the discount card and how our enrollees in
our program are benefitting as well.

To do that, I think it helps to put some things into context. First,
Pennsylvania is one of 22 States across the country that provide
catastrophic or comprehensive prescription medication benefits to
qualified State residents. These programs have a collective enroll-
ment of 1.8 million people and have many similarities in terms of
their qualifying criteria and benefit structure.

As a result, we have actually been working in concert for the last
year and a half to provide what we consider to be salient input into
the development of the new Medicare legislation and the develop-
ment of the regulations for the programs that emanate from the
legislation.

Just with respect to PACE, PACE has been around for 20 years.
It is currently serving an enrollment of 280,000 older Pennsylva-
nians, costing roughly a half a billion per year in State funds. We
had a projected enrollment of 335,000 by early 2005.

The eligibility criteria for the program is relatively simple: 65
years of age or older, State resident, limited income, cannot be en-
rolled in the Medicaid drug benefit in Pennsylvania, and there is
no asset test.

Most importantly, the average PACE cardholder is a 79-year-old
widowed individual with four or five maintenance medications that
they are needing, less than a tenth grade education, and living
alone in a private residence. These people generally have high anx-
iety and concerns about their health care, and in particular, their
prescription drug coverage.

With respect to the discount cards, Pennsylvania has, with the
help of the Congress and with the help of CMS, been able to find
a way to benefit both the program and its enrollees from largely
the $600 transitional assistance that is provided in the discount
card benefit.
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Of those 280,000 people currently in the PACE program, 151,000
actually meet the eligibility criteria for the transitional assistance
benefit. We, working through our pharmacy benefit administrator,
Forrest Hill, have been automatically enrolling 110,000 of those
people in PACE into the transitional assistance benefit. As of early
this week, in fact, CMS had approved 100,000 of those enrollees.

There are another 30,000 or so in PACE who also have coverage
with a Medicare HMO in Pennsylvania that is also offering a dis-
count card, and as a result, they cannot be automatically enrolled
in PACE.

But, again, through the facilitative efforts of CMS, we have been
able to help our State Medicare HMOs automatically enroll those
people into their own discount cards.

This discount card savings will accrue largely to the program,
but what the program is doing for the eligibles who are in PACE
is picking up the co-insurance while they are remaining in the
transitional assistance benefit. That is a significant savings to peo-
ple in the program.

I think the bottom line, as it stands now, for Pennsylvania PACE
and the Medicare discount card, is, first and foremost, by automati-
cally enrolling these people in the transitional assistance benefit,
we will save $150 million in the period between June 1 of this year
and March 31 of 2006. That represents approximately 15 percent
of the gross outlays during that period.

Second, the auto-enrollment will also facilitate the participation
levels in the Medicare discount card, particularly with respect to
the Medicare HMO enrollment of exclusives.

I say that because if the 151,000 people were not automatically
enrolled through PACE in the Medicare HMOs, it is very likely
that less than a majority of those would ever find their way to sign-
ing up for the benefit.

As a result of the experience to date, or I should say the success
that we have enjoyed so far with the auto-enrollment, we are hop-
ing that this methodology, in fact, will serve as a template for the
2006 Medicare Part D benefit, much like Mr. Hayes just rec-
ommended in his remarks.

Thank you very much. I hope this has helped.
The CHAIRMAN. Thank you very much.
I am going to start with a question for Mr. Hayes. You mention

in your testimony about a person that takes four different drugs.
You suggested that he would be better off by signing up for assist-
ance from each drug manufacturer, and that no Medicare-approved
card would serve him better.

Now, from what I have heard, I find that hard to believe. But
could you tell me how you came to that conclusion?

Mr. HAYES. Sure, Senator Grassley. The point in the prepared
testimony was to underscore the complexity and the sort of idiosyn-
cratic analysis each person with Medicare really needs in order to
make his or her best choices.

Several weeks ago, in a far more contentious legislative hearing
before the House Energy and Commerce Committee, a gentleman
from Oregon testified that he was, indeed, benefitting from the dis-
count card program, and indicated with respect to the drugs he was
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taking he could save about $152 monthly on his needs, which was
significant because he had a $16,000 annual income.

At the Medicare Rights Center, frankly, we are more social work-
ers than we are politicians, so I gave my card and suggested to the
witness that after the fact we could review his needs.

In fact, one of our social workers went through it and we did
find, for the prescription medicines this gentleman was on, he could
do far better because he was eligible for various manufacturer
pharmacy assistance programs.

That is pretty much Mr. Firman’s point, that you really have to
dig in deeply to see what will be the best for an individual, because
clearly to save an additional $3,000 or $4,000 a year, for a gen-
tleman with a $16,000 annual income, was very significant.

So, it is hard work, and I think Dr. McClellan, Ms. Gross, the
SHIPs, and Jim Firman, all of us know that. That really was the
point we were trying to make there, not to disparage in any way
the Medicare discount cards in and of themselves.

The CHAIRMAN. Well, Dr. McClellan, maybe standing where you
are, I would like to have you comment on that. Have many of the
card sponsors entered into agreements to offer additional manufac-
turing assistance when the $600 runs out?

Dr. MCCLELLAN. Yes. The card sponsors are offering wrap-
around assistance to beneficiaries who qualify for the $600 transi-
tional assistance. As Mr. Hayes mentioned, there are other pro-
grams that people can take advantage of in addition to the Medi-
care cards, however.

One of the things that we are trying to provide, and we are get-
ting more help now from the Access to Benefits Coalition providing,
is the details on how they can get the most benefits.

I would caution that a lot of these manufacturer programs do
have income limits and they often do not go up to 150 percent of
poverty or more, as in this particular example. They may not cover
all drugs. For example, this particular beneficiary was taking a ge-
neric drug, which I think is probably unlikely to be covered on a
manufacturer program.

But the point is that you can, and should, get information on
both programs together to find out how you can get the most bene-
fits, and people like this beneficiary are going to be able to save
hundreds of dollars through the card.

They may be able to save hundreds of dollars more on top of that
by finding out more about these additional programs. That is what
we want to do as effectively as possible.

So, we really appreciate the suggestions from people on this
panel, from people we have been hearing from around the country
who are actually working with beneficiaries who are in a state of
anxiety. And, first and foremost what we can do to reduce that
anxiety, is to help them reduce their drug costs.

That is why all of these constructive suggestions on putting these
programs together, on getting costs down, on getting savings from
the drug card, and, where they are available—and I am not sure
they are always going to be available; they are available in this
particular case, but where available—the manufacturer discounts,
which make available lower-cost drugs as well, though probably not
zero-cost drugs, are very helpful, too.
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So, this is another source of benefits that can be used that can
provide lower-cost, though probably not zero-cost drugs, for many
beneficiaries. We want them to get help in all of that, and that is
what we are taking these steps to do.

Mr. FIRMAN. Senator, may I add one point of clarification?
The CHAIRMAN. Please do.
Mr. FIRMAN. As has been noted, there have been several compa-

nies—Merck, Novartis, Johnson & Johnson, Abbott, and Wyeth—
which have said that they intend to make their benefits available
through the cards. So once you have spent your $600, you will get
those medications for free.

Lilly has offered a variation on that and said you can get their
medication for $12 a month. However, what has to happen, is that
those manufacturers have to negotiate and sign a contract with
each card sponsor to make that real.

They are in the process of doing that, which is why the Access
to Benefits Coalition has called on these companies to make the
pledge, in fact, to sign these contracts so that when a consumer
signs up for the $600 benefit, they will get the wrap-arounds auto-
matically as opposed to a situation that Mr. Hayes was describing
where they would have to apply individually for the patient assist-
ance program. It comes down to the same issue that Mr. Hayes
said about simplify, simplify, simplify. We have got to find ways to
make these benefits simple.

It takes time, but we are all working toward that same goal. The
bottom line, though, is low-income people can save at least $600 a
year, and probably a lot more, so it is worth making the effort.

The CHAIRMAN. Ms. Gross, referring to the Des Moines Register,
they featured, June 2, a story about fake drug card marketers tar-
geting the elderly. This reported that a dozen Iowa seniors received
unsolicited telephone calls. The callers claimed to provide help in
choosing a discount card.

They asked the seniors what medicines they used and then pre-
tended to offer advice. At the end of the call, they asked for credit
card information and charged them $99. Have you heard similar
reports from other Iowans that you serve with SHIP?

Ms. GROSS. Yes. Those reports actually came into our office and
came up at community presentations that our staff were giving
around the State, and also through our counselors, where clients
came in and sat down and reported this occurring.

A few of the clients actually gave out account information and we
worked with them to take care of that. But those reports all came
in to our office and were forwarded to the CMS regional office.

The CHAIRMAN. Do you have some advice for people like that,
what they should look out for?

Ms. GROSS. Well, first of all, as was mentioned by Dr. McClellan,
telemarketing and door-to-door sales are prohibited on the drug
discount cards. So, people need to be aware that if they are con-
tacted by those means, they should automatically assume that it is
not legitimate.

That was the message that we certainly got out to folks. And, of
course, always never giving out your personal account information
to anyone that you do not initiate the contact with. I believe the
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State, CMS, and others are working with our attorney general’s of-
fices and local authorities to get that message out.

The CHAIRMAN. Mr. Merritt, a criticism that we often hear about
the drug discount card is how frequently prices can change and
that the formulary can change. I would like to have you explain the
reasons why the price might change, either to go up or down, and
comment on the frequency of formulary changes.

Mr. MERRITT. Sure. Well, each week CMS checks the data to
make sure that the drug list is stable and the prices are stable, and
so forth. So far, the only movement we have seen in prices has
been downward, and that is frankly because competitors have seen
other competitors’ drug cards’ prices and said, hey, we have got to
charge less if we want people to sign up for this card.

In terms of prices going up, there are a lot of reasons that we
do not believe that would happen, at least in any significant way.
First of all, we have a strong track record that the GAO did a re-
port on, ‘‘PMBS in the Commercial Marketplace,’’ about a year ago,
on about 17, 18 million people. There was no mention of bait-and-
switch, rise in prices, dropping drugs, et cetera.

Second, our companies and sponsors have a great incentive to
make sure that seniors like, and are satisfied with, this program
or else they are not going to sign up for them in the Part D pro-
gram in 2006.

Third, there are a lot of patient safeguards that CMS already
has. They monitor weekly how the drug lists are moving, if drugs
are coming off the list, if prices are going up, and so forth, and
there are several sanctions that they can perform against sponsors,
such as civil penalties, fines, kicking sponsors out of the program,
and so forth.

So, there are a lot of incentives that companies have to do this
program the right way, but also there are a lot of safeguards for
patients, in any case, the CMS has access to.

The CHAIRMAN. All right.
Mr. Firman, referring to your testimony, you described the op-

portunities, as well as challenges, in identifying and enrolling low-
income beneficiaries in the program for which they are eligible.

Why is it hard to reach these populations? Also, what kinds of
promising practices in outreach or enrollment do you think would
help low-income beneficiaries, particularly in rural areas where I
come from, and most of this committee has representatives from
rural areas?

Mr. FIRMAN. Well, as has been noted, our track record collec-
tively, the public sector and the private sector, of finding and en-
rolling people in benefits for which they are eligible has not been
very good.

After all these years, more than half the people eligible for food
stamps, or almost half eligible for SSI, or more than half that are
eligible for QMB/SLMB, do not all get the benefits. If you look at
many State programs, participation rates are even worse.

One of the reasons is because we keep doing the same things
over and over again, which is one definition of insanity, and we
keep getting the same result. Up until now, as we look at the situa-
tion, everybody has assessed the challenge as finding the needles
in the haystack, finding the low-income people who are eligible,
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going out and convincing them that they are eligible for a par-
ticular benefit, and signing them up.

Our assessment at the Access to Benefits Coalition, based on
what we have seen, is that is really not the challenge. We should
not be looking for the needles in the haystack. We should be look-
ing for the piles of needles.

We have identified a pile of one million needles called the Medi-
care Savings Program. We have identified 400,000 piles of needles
called the people in the low-income pharmacy program in four
States. We believe there are many more piles of needles in every
State.

For example, your State has a home energy assistance program
which has income eligibility rules, and most of those people are
going to be eligible for this program. People who are eligible for
food stamps, by and large, are going to be eligible for the transi-
tional assistance benefit.

In some States, there are programs where the DMV will give you
a waiver on your property taxes or your license plate fees if you
are below a certain income. So, we believe we need to do smarter
strategies, finding people. We have already found them once. In-
stead of spending the money on finding them again, focus on enroll-
ment, either auto-enrollment, or at least marketing.

Let me give you one example on which I think Pennsylvania is
leading the way. Pennsylvania, I am aware, is working with a
group called The Foundation to Benefit Our Seniors, which recog-
nized that Pennsylvania has already identified a lot of low-income
seniors, but many of those were also eligible for either QMB,
SLMB, or State property tax programs.

So, they have worked out with the foundation, working with the
State, communicating with, and in a very efficient way, finding and
enrolling those people in the benefit. So, there are a lot more op-
portunities like that and we need to use them.

In answer to your question about rural areas, we need to recog-
nize the specific challenges of finding and reaching people, and we
believe that is where there is a unique strength in the affiliates of
the Access to Benefits Coalition, the churches, the social service
agencies, the extension service, all of the places, the grocery stores
to drug stores, where people are anyway.

We have got to take advantage of all of these kinds of things in
order to achieve our goal. It is ambitious, but we believe it is do-
able and we certainly think it is worth the effort.

The CHAIRMAN. Thank you.
Senator Breaux?
Senator BREAUX. I thank the panel. Once again, I thank the

Chairman for having this very important hearing. I think the hear-
ing today has cleared up a lot of misconceptions about what is out
there and the benefits of the program.

We have all experienced some of the wild statements, that the
discount card does not amount to anything and that it is not work-
ing. I have had some instances of people suggesting that the sen-
iors do not participate in the program and just boycott it.

I think what we have heard today from Administrator McClellan
and from all of you, is that this program has had difficulties in get-
ting started, but we are talking about a program that now has al-
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most 3 million people enrolled in it, and I think you are seeing
some real discounts.

There is a point that I would like to ask anybody to comment on.
Dr. McClellan talked about the recent studies CMS has done indi-
cating that the brand-name drugs are generating between 11 to 18
percent or more below the average price actually paid in neighbor-
hood pharmacies by all Americans, and that for generics, the sav-
ings ranged from 37 to 65 percent below the average price actually
paid by all Americans. And I think he was talking just about the
card then.

If you are using a company card, a Merck card, or an Eli Lilly
card, or a Pfizer card, if you are participating with the Medicare
card plus the company discount card, plus, if you had the $600 if
you are low income, the savings would be substantially greater
even than the numbers that Administrator McClellan pointed out.

Can anybody comment on that? Mr. Merritt?
Mr. MERRITT. Yes. First of all, I would agree with that. I think

the stubborn fact here is, there are real savings that seniors have
now that they did not have before June 1.

Those are added on to by the pharmaceutical cards, they are
added on to, particularly people in transitional assistance, as you
mentioned. But the reality is, these savings are great and getting
better and it is a very good program.

Some of the things that we have been frustrated with, those of
us who have been administering these benefits, is when we see
kind of apples to oranges comparisons to Canada, VA, and so forth,
and there are all kinds of arguments people could discuss about
that.

But the reality is very simple. The discounts here are 17 to 35
percent, at minimum, from our industry estimates, and those dis-
counts get greater and greater depending on your particular needs
and the cards that you have. I think this program is really on the
track to be a great success for seniors.

Senator BREAUX. Thank you.
I notice that some of the companies will give you the company

discount card if you are involved in a whole series of different
Medicare cards, but some have limited it to only one program.

What is happening out there? Does anybody want to comment on
that? Does anybody have any thoughts about that?

Mr. FIRMAN. Most of the companies that have offered the free
wrap-arounds have said they want to offer them to all of the cards,
and they are in the process of negotiating those contracts. Pfizer
has taken a different tack and has said that their program, at least
for now, will be only available through the Share card.

But in addition, going back to what Mr. Hayes said earlier, the
example I think he provided in his testimony is a person who
would not be eligible for the transitional assistance because the
person’s income is too high, but he would still be eligible for other
savings programs from the manufacturers.

This is important because, keeping our eye on 2006 and beyond,
we should not forget that there is another significant population of
people between 135 and 150 percent of poverty, with assets up to
$10,000 for an individual and $20,000 for a couple, who will be eli-
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gible for significant savings in 2006, although they are not eligible
for them now. We want to find them now as well.

So, consumers need to realize, even if they do not qualify for the
transitional assistance benefit now, if their income is as high as
$18,000 for an individual and $28,000 for a couple, there are pro-
grams that will save them money.

Senator BREAUX. Thank you.
Mr. Merritt, you talked, and it is something I would like you to

address, because we heard a lot of statements that one of the big
defects in this bill is that we are prohibiting the Federal Govern-
ment from negotiating the price of drugs, which has been sort of
a consistent position for Congress for a long period of time in legis-
lative efforts.

But now you heard, well, the big defect in the bill is that we pro-
hibited the Federal Government from directly negotiating on the
price of drugs like we do for VA, and you talked about that a little
bit.

Mr. MERRITT. Sure.
Senator BREAUX. I would like you to elaborate on it. Because I

have always said, and I think you are saying this as well, that
when GAO looked at what was happening with the VA and the
government negotiating the price, or the Medicaid State programs
directly negotiating the prices with the manufacturers, that, in
fact, what PBMs would be able to do presented larger discounts
than what the government was able to accomplish.

Can you give me some explanation as to why that would be true
if, in fact, it is?

Mr. MERRITT. Sure. PBMs are on the cutting edge of innovation
in terms of negotiating discounts with manufacturers and retailers
using big-volume purchasing. Often, we have more volume pur-
chasing power than the Federal Government. Some of our compa-
nies have 100 million enrollees.

If you look at the VA program, they do it through a lot of restric-
tions and it is a great program for the people who are in it. But
I think it is an inappropriate comparison for what people want out
of Medicare.

It means a national formulary. It means only 31 classes of drugs,
which are a significant restriction on choice. PBMs and managed
care plans often have 50 to 100 classes of drugs. So, you have VA
offering something more restrictive than very restrictive managed
care plans for the people who are in it.

Also, you have a situation where it is inconvenient. You have 250
VA locations. You have 70,000 retail pharmacies you can go to with
this discount card alone. Finally, when you are talking about the
VA, you are talking about 1 percent of the drug spend. When you
are talking about seniors and Medicare, you are talking about 40
percent of the drug spend.

So if you were to shift the VA program into Medicare, you are
talking about major cost shifting to the commercial side of health
care, which means an increase in the uninsured, a significant in-
crease in drug prices for non-seniors, and you have just pushed the
air down on one part of the balloon and pushed it up somewhere
else, so you really have not solved the problem.
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So, we think that PBMs offer significant tools, not just preferred
drug lists as States use, but a number of other things with phar-
macy networks, formulary management, and other tools where we
can get the best bargains at the best time for consumers.

That is why GAO has said that, even when States have tried to
do direct negotiation, and why CBO said the same thing at the
Federal level, we do not think they can do as good a job, and cer-
tainly not a better job, than PBMs and the free market can do on
their own.

Senator BREAUX. This program has been in effect just for a mat-
ter of weeks now. Can any of you give me a recommendation as to
what should have been done differently, or is it too early to make
that recommendation now because we are right in the midst of this
being put together? I mean, is there any recommendation that
could say, boy, if you had just done this it would be running much
smoother than it is now?

Mr. HAYES. Two quick thoughts, Senator. One, is to actively rec-
ognize that we would be taking these automatic enrollment steps
that, bit by bit, CMS seems to be adopting. I think we heard today
reason to hope that the next step toward automatic enrollment——

Senator BREAUX. And you think that is positive?
Mr. HAYES. That is a very positive step to move in that way.

Hindsight says maybe we should have recognized 4 or 5 months
ago we were going to be doing that so we could have hit the ground
with slightly less of a thud than we got on June 1.

Second, there has been talk about the need and the complexity,
even in your example, Senator, of people eventually being able to
dig down relatively deeply into the array of programs that might
help them. Again, Kris Gross and I, our organization in New York,
do this day by day with people.

At this point, there is a promise of resources coming to help that
we must make a bit more muscular. I know we have not seen a
single penny in increased resources, so we continue to pull volun-
teers, and stretch and pull them.

But if there was a little more proactive movement that way, I
think, without even tinkering with the structure of the programs,
we could have gone more quickly.

Senator BREAUX. Well, I appreciate that. I appreciate the work
that all of you are doing. I mean, I think every senior organization
in the country, regardless of what their position was on the Medi-
care bill, we are spending literally billions of dollars on providing
access to prescription drugs for the 41 million American seniors. I
think we all ought to do everything we possibly can to make it
work. We can always fight on future changes, but this is where we
are today.

I commend all of you and your organizations for trying to help
seniors figure out what is available and make it as easy as possible
to understand, and aggressively encourage them to participate in
something that I think is a very valuable addition to what they had
previously.

We could always talk about how to change it and make it better
in the future, but while we have what we have, I think it is so im-
portant to have people trying to make it work to the best of our
ability, and I commend all of you for doing that.
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Thank you all on the panel for cooperating with us. You may get
questions to respond to in writing. I would appreciate your coopera-
tion on that.

Thank you all very much. Thank you very much, Kris, for com-
ing. We appreciate that.

[Whereupon, at 12:29 p.m., the hearing was concluded.]
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A P P E N D I X

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF HON. MAX BAUCUS

Thank you, Mr. Chairman. This is the first of what I hope will be many Finance
Committee hearings on implementation of the 2003 Medicare bill. And, Dr. McClel-
lan, welcome to your first hearing before the Finance Committee since becoming
CMS Administrator.

The discount card program was intended to be a temporary, stop-gap measure. It
was intended to give Medicare beneficiaries some relief from high and rising pre-
scription drug prices between now and 2006, when the new Part D benefit starts.
And it was also intended to ensure that the neediest seniors with low-incomes and
no existing coverage receive meaningful assistance during the transition to the Part
D benefit.

The discount card program was part of last year’s Medicare bill, but it was not
a high priority for many in Congress.

Instead, the Administration designed the drug card. The Administration promoted
it. And the Administration even published regulations to implement a drug card
program before the 2003 Medicare law was enacted. But the courts prevented CMS
from implementing its early version of the drug card program without statutory au-
thority.

Congress enacted the drug card based on the Administration’s framework. But the
Administration’s struggles with the drug card have continued.

• The Medicare.gov website has often failed to provide correct and consistent in-
formation. And about 85 percent of low-income seniors lack internet access.

• Wait times on 1–800–MEDICARE have been long.
• And enrollment in the program has lagged. The vast majority of participants

have come from managed care plans—where beneficiaries are automatically en-
rolled.

But in my view, the main problem—and the root cause of many other problems—
is that there are simply too many drug card options.

Some argue that choice is good. Choice is liberating, empowering. I hear this
again and again.

I don’t oppose choice. I believe in choice.
But I believe in meaningful choice—not choice for the sake of ideology. This drug

card program has elevated the ideology of choice over the best interests of Medicare
beneficiaries.

The sheer number of discount cards has made the enrollment process daunting,
confusing, and downright unattractive to many beneficiaries. Consider that there
are 39 national drug discount card options. And in Montana, beneficiaries can
choose among 41 cards.

Forty-one cards, valid at different pharmacies.
Forty-one cards, with different enrollment fees.
Forty-one cards, covering different drugs at different prices.
Mr. Chairman, Congress aimed to provide the drug card as a bridge to temporary

savings—not a bridge to frustration and confusion.
Most in this room could not sort through so many options on so many different

dimensions and feel good about the choice they make.
Indeed, as psychologist Barry Schwartz has pointed out, ‘‘Increased choice can

lead to a decrease in satisfaction. . . . Too many options can result in paralysis, not
liberation.’’

For example, a study on mutual funds found that as the number of funds in a
401(k) plan offered to employees increases, the likelihood that employees will choose
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a fund—any fund—goes down. According to the study, for every 10 funds added to
an array of options, the participation rate drops 2 percent.

Drug cards are not the same as mutual funds. But a recent study using focus
groups confirms these findings. The study found significant apprehension among
seniors about investigating and choosing among such a large array of drug card op-
tions.

And as a supporter of the 2003 Medicare bill, I am concerned that this paralysis
may extend to the actual drug benefit when it is offered in 2006.

The law gives CMS plenty of authority to reject cards. The agency is by no means
required to take all comers. But that is apparently what they have done. In fact,
they went out of their way to increase the number of participating sponsors—even
after they had more than two dozen already signed up.

I am concerned that beneficiaries who don’t sign up now for the drug card will
be less likely to enroll in the Part D benefit when it becomes available. They may
refuse to enter the proverbial Part D drugstore altogether.

I hope that is not the case. While the 2003 Medicare benefit is not perfect, it is
a solid start. I was glad it passed, and I remain an ardent supporter of the bill.
But the drug card experience so far has not inspired confidence that CMS will be
able to implement the Part D benefit successfully.

I would like to be convinced that I am wrong, for the sake of beneficiaries.
Thank you, Mr. Chairman. I look forward to hearing from our witnesses.

PREPARED STATEMENT OF HON. JIM BUNNING

Thank you, Mr. Chairman.
Last year, Congress finally delivered on a promise we’d been making to seniors

for years—we passed the medicare prescription drug bill. This law was probably the
biggest change to Medicare since its creation.

Because it will take two years to get the comprehensive drug benefit up and run-
ning, we included the discount drug card program, and provided special assistance
to low-income beneficiaries. This is a voluntary program, so no one will have to join
if they don’t want to.

Today’s hearing will focus on the implementation of this new program.
Only a week ago, Medicare beneficiaries could begin using their discount cards

and seeing a savings on their drug bills.
It is important that we do everything we can to inform beneficiaries who need this

benefit the most—those who are low-income and those without other drug cov-
erage—that this card is available to them.

About a quarter of Medicare’s beneficiaries currently do not have drug coverage.
This number includes about 146,000 beneficiaries in Kentucky. This card wil be a
real savings for them.

Low-income beneficiaries will receive additional help with a $600 credit in both
2004 and in 2005 to help them purchase their prescription drugs. No beneficiary
who is elegible for this assistance should pass up this money.

CMS estimates that 112,000 Medicare beneficiaries in my State will be eligible
to receive this credit.

It is critically important that the federal government, state governments, and all
those in the health care community are aware of the low-income benefit and can
either help beneficiaries enroll in the program or at least point them in the right
direction.

I’m afraid that too many beneficiaries aren’t getting a clear message about this
new program, and are choosing not to participate.

I have been working to inform the beneficiaries in my State, and know many
other groups are as well.

This program is too important for low-income beneficiaries and those without drug
coverage to ignore, and every one of us should be trying to reach out to bene-
ficiaries—particularly those with low incomes.

I am pleased we will be taking a look at the discount drug card program today,
and I appreciate the time our witnesses have taken to be here today. I look forward
to hearing their testimony.

Thank you.

PREPARED STATEMENT OF JAMES B. FIRMAN

I am James Firman, President and CEO of The National Council on the Aging
(NCOA)—the nation’s first organization formed to represent America’s seniors and
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those who serve them. Founded in 1950, NCOA is a national network of organiza-
tions and individuals dedicated to improving the health and independence of older
persons; increasing their continuing contributions to communities, society and fu-
ture generations; and building caring communities. Our 3,800 members include sen-
ior centers, area agencies on aging, faith-based service agencies, senior housing fa-
cilities, employment services, and consumer organizations. NCOA also includes a
network of more than 14,000 organizations and leaders from service organizations,
academia, business and labor who support our mission and work.

I also chair the newly formed Access to Benefits Coalition (ABC), a public-private
partnership of over 70 diverse organizations dedicated to ensuring that lower in-
come beneficiaries know about and can make optimal use of new Medicare prescrip-
tion drug benefits and all other available resources for saving money on prescription
drugs.

I appreciate having the opportunity to participate in today’s hearing: Medicare
Drug Discount Card: Delivering Savings for Participating Beneficiaries. Enactment
of the new Medicare law is the single-most important opportunity to help lower in-
come Medicare beneficiaries to have emerged in the past 40 years. Of immediate
significance is the fact that Medicare-approved discount cards include a $600 transi-
tional assistance (TA) credit this year and next for those with annual incomes below
135 percent of poverty (this year, $12,569 for singles; $16,862 for couples), regard-
less of assets. The credit is not available to those with drug coverage from Medicaid,
FEHBP, TRICARE for Life or an employer group plan.

SAVINGS FOR LOWER INCOME BENEFICIARIES: OPPORTUNITIES AND CHALLENGES

To achieve the law’s full potential, it is imperative to maximize TA enrollment as
well as savings from other programs for lower income beneficiaries. We know from
experience and research that this population is more likely to have chronic and/or
cognitive illnesses and tends to be very difficult to reach, with enrollment goals hard
to achieve.

In recent years, government agencies at all levels, voluntary organizations and
foundations have been involved in efforts to identify and enroll low-income bene-
ficiaries who are eligible for but not receiving needed benefits from government and
private programs. To date, success on this front has been at best inconsistent and
uneven.

For example, take-up rates for the Qualified Medicare Beneficiary (QMB) and
Specified Low-Income Medicare Beneficiary (SLMB) programs—for beneficiaries
with incomes below 120 percent of poverty—are estimated at only 43 percent. Par-
ticipation in the Qualified Individual (QI) program—for beneficiaries with incomes
between 120 and 135 percent of poverty—is significantly lower. Take-up rates for
Food Stamps and the SSI elderly program are estimated to be as low as 54 and 50
percent, respectively. The bottom line is that millions of vulnerable, low-income sen-
iors and younger persons with disabilities are not receiving the assistance they are
eligible for. We must do better. We can.

One way to do better is to shift the focus from benefit-centered outreach and en-
rollment to person-centered outreach and enrollment. Previous efforts to find people
eligible for a specific low-income benefit have been akin to finding needles in a hay-
stack. Each benefit program conducts its own expensive efforts to find low-income
individuals and enroll them in a single benefit. The next program that comes along
essentially repeats the same process. We believe it makes more sense now to gather
together all of the piles of needles that have already been located through various
public and private sector initiatives, and enroll those people in a range of different
savings programs for which they are eligible.

In order to maximize available savings, most low-income beneficiaries will need
to enroll in a Medicare-approved discount card, in the annual $600 credit, AND en-
roll in additional public and private savings programs in order to afford the pre-
scription drugs they need to maintain their health and improve the quality of their
lives. Then, beginning in 2006, low-income beneficiaries will have a different set of
options regarding enrollment decisions in the new Medicare Part D benefit which,
unlike eligibility for the annual $600 credit, includes an asset test.

There are both short-term and long-term imperatives and opportunities to ensure
that as many lower income seniors as possible get the new benefits. In 2004 and
2005, there will be an estimated 7.2 million low-income beneficiaries who will be eli-
gible to receive the $600 credit. However, the Center for Medicare and Medicaid
Services (CMS) has estimated that 2.7 million of those eligible will fail to enroll and
will forfeit the benefit. An estimated 14.1 million seniors will be eligible for the full
low-income benefits which begin in January 2006. These benefits will pay for be-
tween 85 percent and almost 100 percent of prescription drug costs. But the Con-
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gressional Budget Office estimates that 5.4 million low-income beneficiaries will not
receive these benefits in 2013. In our view, it is unacceptable that so many in need
will forego these essential savings.

We are pleased that the Congress, including key members of this Committee,
share our concerns about the importance of ensuring that vulnerable lower income
beneficiaries receive the new Medicare benefits to which they are entitled. Strong,
clear report language was included in the Medicare bill on improving outreach to
lower income beneficiaries. The language states:

‘‘[T]he Conferees expect that . . . HHS will place a priority on, and make a best
and concerted effort to, ensuring that the lower income seniors are aware of the ad-
ditional benefits available to them and how to enroll. Therefore, the public informa-
tion campaign should include a program of outreach, information, appropriate mail-
ings, and enrollment assistance with and through appropriate state and federal
agencies, including State health insurance counseling and assistance programs, in
coordination with other federal programs of assistance to low-income individuals, to
maximize enrollment of eligible individuals. In addition, special outreach efforts
shall be made for disadvantaged and hard-to-reach populations, including targeted
efforts in historically underserved populations, and working with low-income assist-
ance sites and a broad array of public, voluntary, and private community organiza-
tions serving Medicare beneficiaries. Materials and information shall be made avail-
able in languages other than English, where appropriate.’’ [Joint Explanation State-
ment of the Committee of Conference, page 432]

We are committed to ensuring that as many lower income Medicare beneficiaries
as possible know about and take advantage of the ‘‘safety net’’ provisions of the new
law. We view this as an extraordinary and time-sensitive opportunity to organize
and mobilize a broad public-private partnership to increase projected beneficiary
participation rates.

THE ACCESS TO BENEFITS COALITION

The importance of ensuring that those in greatest need receive the help they are
entitled to is underscored by the significant opportunities and challenges inherent
in enrolling low-income beneficiaries in the Medicare discount card $600 credit pro-
gram. While government efforts will reach many low-income beneficiaries, years of
experience tell us that there also needs to be complementary, coordinated initiatives
that go much deeper into the community in order to educate consumers and their
families, help them make informed choices and facilitate their actual enrollment in
the new Medicare benefits.

In response to these challenges and opportunities, NCOA and over 70 national
non-profit organizations have formed the Access to Benefits Coalition (ABC). ABC
members share an interest in helping lower income Medicare beneficiaries (includ-
ing both those aged 65 and over as well as younger persons with disabilities who
qualify) find the public and private prescription savings programs they need to
maintain their health and improve the quality of their lives.

Every member organization shares a commitment to helping lower income Medi-
care beneficiaries connect to new Medicare and other prescription drug benefits,
both public and private. The national coalition represents a diverse group of senior,
disability, faith-based, minority, provider, consumer, and advocacy organizations,
and is growing on a weekly basis. The organizations have unique reach and credi-
bility among Medicare beneficiaries. The current list of ABC members is attached.

The Coalition’s short-term objective is as ambitious as it is clear: to ensure that
by the end of 2005, at least 5.5 million low-income beneficiaries get the $600 annual
credit as well as other public and private benefits that can save them money on
their medicines. By the end of 2008, our goal is for at least 8 million low-income
beneficiaries to have enrolled in Medicare Part D prescription drug low-income sav-
ings programs; and by 2012, for at least 12 million low-income beneficiaries to be
receiving these benefits.

The goal of enrolling 5.5 million low-income beneficiaries in 18 months is too im-
portant and too ambitious to leave to just government agencies alone. The private
sector—voluntary organizations, businesses and philanthropy—must also do their
fair share. The Coalition is working with the government to maximize the involve-
ment of the private sector at the national, state and local levels in ways that com-
plement and extend governmental efforts.

The ABC applauds the Department of Health and Human Services for its recent
commitment to provide $4.6 million to support community-based education and en-
rollment efforts targeted to low-income beneficiaries. Funding from the Centers for
Medicare and Medicaid Services will provide resources for grassroots efforts in 30
of the largest metropolitan areas, and funding from the Administration on Aging
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will target particularly hard-to-reach low-income beneficiaries. The Corporation for
National Service has also recently approved 15 VISTA volunteer slots to assist Coa-
lition efforts. We expect to be able to announce some time next week more precisely
how these and other resources will be made available to support Coalition efforts.
Greater involvement by community coalitions and organizations that work with and
are trusted by low-income beneficiaries is a critical complement to other HHS initia-
tives that have been announced previously.

The Coalition has a Steering Committee and three Working Groups. The Steering
Committee includes the AARP, Alzheimer’s Association, Easter Seals, and National
Alliance for Hispanic Health. The Working Groups are Outreach and Enrollment,
Research and Policy, and Communications and Media. ABC is committed to forming
local Coalitions in 30 of the largest metropolitan areas, as well as in a number of
states that do not include these areas. We will provide grants, training and tech-
nical assistance to these state and local Coalitions, which will provide broad and
deep grassroots support and mobilization.

In order to be successful, we will be partnering with a broad range of other orga-
nizations, including: CMS, AoA, SSA, the Corporation for National Service, and
other federal agencies; state and local health insurance counseling programs; state
and local governments; health care organizations and systems; the business commu-
nity, including pharmaceutical and pharmacy companies, PBMs, employers, and
media companies; and private foundations.

If we all work together in a coordinated fashion toward common objectives, mil-
lions of beneficiaries in need will save thousands of dollars each on their prescrip-
tion drug bills.

NEW DECISION SUPPORT TOOLS

We are pleased to announce that the Coalition has recently made available—at
www.accesstobenefits.org—a variety of new web-based tools, which are designed pri-
marily to help ABC members and their affiliates to find, educate and help enroll
lower income beneficiaries in prescription savings programs. The use of enhanced
decision support tools is a key strategy of the Access to Benefits Coalition. We know
that many lower income people with Medicare who could benefit the most from
using web-based decision support tools do not have access to the Internet. Therefore,
thousands of Coalition members (staff and volunteers) will be trained and supported
to serve as intermediaries, and help lower income beneficiaries and their families
use these new tools, which include:

• State Prescription Savings Guides—The Coalition has prepared 51 easy-to-
understand State Prescription Drug Savings Guides with state-specific informa-
tion. This section of the ABC website provides program descriptions, eligibility
and enrollment information for the Medicare-approved discount card program,
Medicaid and other state drug discount programs, Veterans’ Assistance as well
as pharmaceutical company discount card and patient assistance programs. A
useful bar graph with comparative income eligibility requirements for various
programs is also included.

• Enrollment Center—Beneficiary education is not enough; people must actu-
ally enroll in the benefits they are eligible for. The ABC website includes hun-
dreds of prescription drug savings program enrollment forms. By selecting a
state, the user can view enrollment forms for state pharmacy programs, patient
assistance programs and Medicare-approved discount drug cards. Some of the
forms are fillable online—meaning that they can be filled out while on a com-
puter and printed. Others can only be viewed on-line, printed out and filled out
manually.

• Promising Practices in Outreach and Enrollment—This section of the
website provides links to summaries of case studies that affect outreach and en-
rollment across various public benefits. Case studies are summarized by cat-
egory, including: Cross-Program Collaboration; Outreach to Ethnic Populations;
Rural Outreach; Provider Enrollment Activities; and Public-Private Partner-
ships. While not every strategy reported is directly applicable to initiatives re-
lated to the Medicare drug benefit, the parallels are significant enough to be
of value in the design process of a campaign directed to lower income Medicare
beneficiaries. Each case study includes a link to the longer work from which it
was taken; in addition, a fully annotated bibliography of the literature in out-
reach and enrollment is available. The section also includes summaries of case
studies of ineffective outreach initiatives. The Coalition greatly appreciates the
work of Trish Nemore, with the Center for Medicare Advocacy, who put this sec-
tion of the website together, with the help of an Expert Panel on outreach and
enrollment that we convened this past April.
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It is also important to note that in June 2001, NCOA launched
www.benefitscheckup.org, a free, web-based public service to allow seniors, their
families, and the community organizations that serve them to quickly and easily de-
termine what benefits are available and how to apply for them. Over 1.2 million
seniors and their families have used the service. In January 2003, the website was
expanded through BenefitsCheckUpRx to include approximately 260 public and pri-
vate programs to assist seniors in determining what help they can get to pay for
prescription drugs. Users can access a questionnaire specifically tailored to promote
access to these Rx benefits. The service is also available in Spanish.

The www.accesstobenefits.org website includes a link to BenefitsCheckUpRx. In
addition, the coalition is developing an enhanced version of the site, which should
be available in late July, to facilitate and simplify decision-making and enrollment
in the full range of prescription drug savings programs. The new decision-support
tool will help beneficiaries to determine the individualized combination of programs
that will save them the most money—not only new Medicare benefits, but state
pharmaceutical assistance programs, discount card programs that are not Medicare-
endorsed, and over 130 private drug manufacturer patient assistance programs.

New Medicare transitional benefits are only one of several important components
of the Rx safety net—hundreds of other public and private Rx programs are also
available. Most lower income beneficiaries will need to know about and take advan-
tage of several of these programs to be able to afford their medicines.

TRANSITIONAL ASSISTANCE CREDIT WILL DELIVER ADDITIONAL SAVINGS

There is some very good news to report about the $600 credit: most low-income
beneficiaries who enroll in the credit program can save a lot more than $600 in 2004
and 2005. This is because of the commendable actions by several pharmaceutical
manufacturers to offer savings programs for low-income seniors that ‘‘wrap around’’
the Medicare-approved cards. For example, Merck announced that once a Medicare
beneficiary uses up their $600 debit on a Medicare-approved card that person can
purchase their Merck medications for the rest of the year for only a dispensing fee.
Novartis Pharmaceuticals, Johnson & Johnson, Abbott Laboratories and Wyeth
have announced similar programs. Eli Lilly has announced that people who qualify
for and enroll in the TA program can purchase any Lilly drug for $12 per month,
even when they still have a balance on their card. TogetherRx, which covers more
than 170 medications from seven leading manufacturers, will continue to offer sav-
ings of 20 percent to 40 percent to people who qualify. Pfizer will continue to offer
its medications for $15 per month for those who enroll in its U-Share card.

The bottom line is that low-income beneficiaries who take multiple medications
and who have incomes below 135 percent of poverty could save from 40 percent to
90 percent on their medications in 2004 and 2005. Exactly how much an individual
will save depends on the specific medications they take, what they are currently
paying for them and what the dispensing fees will be at the pharmacy they use.

However, most of these extra benefits will only be realized by consumers if these
wrap-around benefits are as broadly available as possible. Therefore, the Access to
Benefits Coalition is calling on all the Medicare-approved discount card sponsors to
sign a pledge to make their best effort to include all the manufacturers’ free or low
cost medication programs in their card(s) as a benefit when the $600 credit is ex-
hausted. Our goal is to get at least one-half of the Medicare-approved discount card
sponsors to sign this pledge within the next 30 days. We believe this will help pro-
vide a ‘‘short list’’ of cards that low-income Medicare beneficiaries should consider
for enrollment. In recent days, 5 card sponsors have agreed to sign the pledge: Com-
puter Sciences Corporation (Community CareRx, Criterion Advantage Golden Buck-
eye (OH) cards), PharmaCare, Pharmacy Care Alliance, UMPC Health Plan (Rx for
Less (PA) card), and WellPoint (Precision Discounts card).

RESEARCH AND POLICY ISSUES

Although the activities of the Coalition are not involved with whether the new
Medicare law was good or bad, or how it should be changed, we believe there are
a number of ways in which implementation of the discount card program, and en-
rollment in the $600 credit program, can be improved. We were very pleased, for
example, that CMS agreed to the development and use of a standard enrollment
form and to automatic enrollment in the $600 credit for state pharmaceutical assist-
ance program (SPAP) enrollees.

The ABC is also hopeful that current Medicare Savings Program (MSP) recipients
(QMBs, SLMBs, and QI–1s) can be automatically enrolled by CMS in the $600 cred-
it program. Those who do not choose a card on their own by a date specific should
be automatically assigned a card, thereby assuring that an estimated 700,000 indi-
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viduals can receive significant savings. Members of the Coalition’s Research and
Policy Working Group will soon be meeting with CMS officials to discuss how this
might be accomplished.

The Coalition is interested in getting other federal agencies involved in low-in-
come outreach, such as the Department of Agriculture (which administers the Food
Stamps program), the Department of Energy (which administers the Low Income
Home Energy Assistance Program), the Department of Housing and Urban Develop-
ment (which runs various low-income housing programs), and the Department of
Labor (which administers programs for lower income older workers). We would also
encourage members of Congress to link to our website and look forward to educating
staff in State and district offices about Coalition resources and efforts in their areas.

We are also creating a database so that we can locate lower income Medicare
beneficiaries and track what savings programs they are enrolled in. We want to use
our limited resources as efficiently as possible and find those who have historically
been the hardest to reach. Finally, the Coalition is planning to do research next
year on lessons learned from Medicare discount card outreach and enrollment ef-
forts, so we can achieve our goals for lower income beneficiaries when new benefits
are available in January 2006.

CONCLUSION

Enactment of the new Medicare law is the single-most important opportunity to
help low-income Medicare beneficiaries to have emerged in the past 40 years. The
Access to Benefits Coalition is firmly committed to working with a broad range of
partners to take full advantage of this opportunity to provide much-needed assist-
ance to this vulnerable, hard-to-reach population.

The ABC is a public-private partnership dedicated to ensuring that lower income
beneficiaries know about and can make optimal use of new Medicare prescription
drug benefits and all other available resources for saving money on prescription
drugs. We are working with CMS, AoA and others on funding strategies to provide
resources to metropolitan and state coalitions and organizations to educate and en-
roll lower income beneficiaries. The Coalition has a variety of new and emerging de-
cision-support tools for organizations available on the www.accesstobenefits.org
website, including State Prescription Savings Guides, an Enrollment Center, and a
robust section on Promising Practices in Outreach and Enrollment.

Most low-income seniors who enroll in the Transitional Assistance credit program
will save much more than $600 in 2004 and 2005. This is because of state programs
and the commendable actions by several pharmaceutical manufacturers to offer sav-
ings programs for low-income beneficiaries that ‘‘wrap around’’ the Medicare-ap-
proved cards. The Coalition is working with card sponsors to ensure that these addi-
tional benefits are widely available.

The Coalition is also working with CMS to try to automatically enroll Medicare
Savings Program recipients in the annual $600 credit program.

By working closely together on these initiatives, we can significantly improve the
quality of the lives of millions of vulnerable Medicare beneficiaries who need help
in paying for their medications.

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00061 Fmt 6601 Sfmt 6621 95479.000 SFINANC2 PsN: SFINANC2



58

RESPONSE TO A QUESTION FROM SENATOR GRASSLEY

Question: In your testimony, you stated that a better way to identify low-income
Medicare beneficiaries is to use person-centered outreach and enrollment rather
than benefit-centered outreach and enrollment. Would you please explain the dif-
ference, and why one is more effective than the other?

Answer: Public benefits outreach and enrollment involves three discrete processes:
• Outreach: finding potentially eligible people.
• Decision-support: determining whether the individual is likely to be eligible for

the benefit and helping them to decide whether to apply.
• Enrollment: assisting them to fill out and submit the necessary forms and the

required documentation.
For the past forty years, virtually all public benefits outreach efforts supported

by the federal government, states and private companies have been ‘‘benefit-cen-
tered’’, i.e., the efforts were focused on finding low-income individuals, informing
them that they may be eligible for a single benefit, and encouraging and assisting
them to sign up. This approach has been used extensively for outreach on SSI, Food
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Stamps, Medicare Savings programs, a variety of state programs as well as the pre-
scription assistance programs offered by private companies (such as the Pfizer Share
Card, Lilly Answers, the TogetherRx card, etc.].

There are several major drawbacks to benefit-centered outreach strategies:
1. Benefit-centered outreach strategies are not very successful. Data on enrollment

in federal and state benefits for low-income seniors shows that participation rates
for most programs are less than 50 percent even when outreach efforts have contin-
ued for many years. [See Figure 1]

2. Benefits-centered strategies lead to great redundancies. A useful analogy for the
benefit-centered approach is ‘‘looking for needles in a haystack.’’ Each effort begins
by trying to find the ‘‘needles’’ through media and community-based outreach, then
educate them and assist them to enroll. For each benefits effort, the processes of
outreach, decision-support and enrollment are repeated over and over again, from
start to finish.

3. Benefit-centered outreach strategies have very high unit costs. It typically costs
between $40 and $350 per person to find and enroll a low-income person in a single
benefit.

4. It is virtually impossible to enroll large numbers quickly using benefit-centered
outreach strategies because of time and expense involved.

Person-centered outreach and enrollment strategies are based on the fact that
low-income persons are likely to be eligible for a variety of federal, state and other
benefits, and once the person has been found it is more cost effective to screen them
for all benefits and sign them up for any that they want.

The leading example of this person-centered approach with low-income older per-
sons is the BenefitsCheckUp, which was developed by NCOA and made available
nationwide in June 2001. More than 1.3 million older persons have been screened
and told about all of the benefits for which they are eligible.

There are several important advantages to person-centered outreach strategies:
1. Person-centered outreach and enrollment strategies eliminate the need for redun-

dant efforts. With this approach, low-income persons only need to be found and
screened once instead of many times.

2. Person-centered outreach and enrollment strategies are much more cost-effective.
An analysis conducted by The Bridgespan Group, the non-profit arm of Bain Con-
sulting, shows that the BenefitsCheckUp, an example of person-centered outreach,
can cost as little as $5 per benefit enrolled versus $40 or more for the best benefits-
centered strategies. [See Figure 2] Bridgespan’s analysis of the Chicago Department
on Aging’s BenefitsCheckUp program shows that the person-centered efforts can
yield a return-on-investment of 60:1. [See Figure 3]

3. Person-centered outreach strategies can be taken to scale more easily. The proc-
ess of ‘‘finding’’ low-income persons can be much more quick and efficient, because
chances are they have already been ‘‘found’’ somewhere, i.e., they may be receiving
one benefit (as a result of earlier, benefit-centered outreach efforts) or they may be
on a federal, state, county or company list that indicates they are likely to have a
low income. In other words, the strategy is not ‘‘finding the needles in the haystack’’
but ‘‘finding the piles of needles.’’

There are many important implications of this approach for public and private ef-
forts to enroll low-income Medicare beneficiaries in the $600 credit in 2004–2005
and in the low-income Part D subsidies in 2006.

1. Don’t look for the needles in the haystack . . . look for the piles of needles. The
most cost-effective way to find people who are eligible for the low-income Medicare
benefits is to ‘‘look for the piles of needles,’’ i.e., existing lists of low-income Medicare
beneficiaries. There are many likely lists available through the federal and state
governments as well as private companies. Federal lists include: SSI recipients,
Food Stamps recipients, SCSEP enrollees. State lists include: Medicaid recipients,
QMB/SLMB/QI enrollees, HEAP recipients, state pharmacy assistance beneficiaries.
Company lists include: Enrollees in the Pfizer Share Card, TogetherRx, Glaxo Or-
ange Card, and Lilly Answers. Most utility companies also have lists of low-income
people who have difficulty paying their bills. Figure 4 indicates how the enrollees
of an NYC-sponsored benefit are also eligible for and not receiving many other im-
portant programs.

2. Decision-support needs to be improved. Finding low-income people who are like-
ly to be eligible for the new Medicare benefits is not enough . . . we need to also
make it possible for them to make good decisions about applying for the benefits.
For 33 million Medicare beneficiaries, price compare on www.medicare.gov is a very
useful tool for deciding about CMS-approved discount cards. However, for approxi-
mately 7 million low-income Medicare beneficiaries, it is more important for con-
sumers to choose a card with the best wrap-around assistance and to also enroll in
state and manufacturers’ programs for which they qualify. In late August 2004, the
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Access to Benefits Coalition will make available a new version of NCOA’s
BenefitsCheckUpRx to facilitate decision-making and enrollment for low-income
Medicare beneficiaries in CMS-approved card programs, state pharmacy programs
and company patient assistance programs.

3. Person-centered enrollment assistance can be very cost-effective, but it is not free.
While there are very promising and cost-effective models for person-centered enroll-
ment, most notably the Chicago Department on Aging and the Foundation to Ben-
efit Our Seniors in Philadelphia, these programs also demonstrate that enrollment
activities require staff and basic computer and telephone technologies to be effective.
It is unrealistic to expect large-scale enrollment without substantial investments by
both the public and private sectors.
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PREPARED STATEMENT OF HON. BILL FRIST

Mr. Chairman, thank you for holding today’s hearing to examine the new Medi-
care Discount Drug Card program. The Medicare discount card is the first step
under the Medicare Modernization Act to providing seniors relief from high pre-
scription drug costs.

Seniors now have been able to get discounts through the cards for exactly 1
week—7 days. Even at this early date, the card is well on its way to being a huge
success for seniors.

• Since price comparisons were made available to the public 1 month ago on the
Medicare Compare website, prices have come down. Prescription drug price
transparency is turning out to be a marvelous market tool for controlling drug
costs.

• In a study released just yesterday, the Centers for Medicare and Medicaid Serv-
ices (CMS) found that seniors can save between 46 and 92 percent on many
commonly prescribed generic drugs by using the discount card.

• This complements brand-name drug savings of 11–18 percent below the average
prices paid by all Americans—with even larger savings available to Medicare
beneficiaries through mail order.

• Because seniors with incomes below 135 percent of the federal poverty level will
be able to get $1,200 during the next 18 months in addition to these steep dis-
counts, savings will be even more meaningful for lower income seniors. This is
a benefit that one of today’s witnesses, Mr. Hayes, has called a ‘‘pure plus.’’

• And three million seniors already are enrolled and receiving discounts. This
represents about 40 percent of target enrollment—only 1 month after seniors
could begin enrolling.

Chairman Grassley, Senator Baucus and the other members of this Committee
who worked so hard on the new Medicare law deserve credit for their determination
to see that seniors could begin to benefit almost immediately.

We all realized that it would take some time to fully implement the new Medicare
drug benefit. That is why many of us wanted to be sure that seniors—many of
whom have no help now—had some way to get affordable medicine before the full
prescription drug program could take effect.

And, further, it is important to note that we all agreed that the best answer was
a low-cost, voluntary, private, competitive, transparent prescription drug discount
card program that offered substantial additional assistance for lower income seniors.
The interim discount drug card program received strong bipartisan support when
it was included in the Senate-passed Medicare bill last year. And the discount card
program was supported unanimously by all Senators and members of the House of
Representatives who served on the Medicare Conference.

President Bush and his Administration should be applauded for getting the dis-
count card program up and running less than 6 months after the President signed
the Medicare Modernization Act into law. Secretary Thompson and his team at the
Department of Health and Human Services deserve a great deal of credit for their
efforts to educate seniors about this new benefit.

But make no mistake about it, this is an enormous undertaking. There will be
mistakes. There will be misunderstandings. And there will no doubt be some confu-
sion. That is true of any new government program. It is not more or less so here.

If we are committed to ensuring that seniors get the benefits they deserve—under
both the discount card and the comprehensive prescription drug program—we all
must work together. This will require patience, persistence, and cooperation.

Unfortunately, those attributes have been in short supply during the past few
weeks. The Administration has had to implement this program against the backdrop
of a series of coordinated, partisan attacks designed to discredit the Medicare law,
and to scare and confuse seniors.

It is not surprising that a program that is 1-week old would not have reached full
enrollment. It is not surprising that some would be confused about, or unaware of,
the details of a program available for only 1 week.

But what is both surprising, and disappointing, to me is the fact that some are
intent on deliberately confusing the public, and scaring seniors. We need to realize
that this only hurts those we are trying to help. I am deeply troubled by a report
issued last week by the Kaiser Family Foundation which found that, quote, ‘‘seniors’
feelings toward the new Medicare law are being shaped by misinformation and lack
of information. It is clear from these [focus] groups that seniors are very confused
and not yet informed about what is happening to their Medicare.’’
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I know that Commissioner McClellan will help set the record straight today. I
look forward to his testimony, and the testimony of the other witnesses who have
joined us.

Mr. Chairman, I hope that today’s hearing will provide an opportunity to learn
the facts about the Discount Drug Card Program, and how we can work together
to help seniors get the benefits they need, and deserve.

PREPARED STATEMENT OF HON. BOB GRAHAM

Mr. Chairman, I am going to sound like the proverbial broken record, but I must
continue to ask for a Finance hearing on a topic of great importance to the federal
budget, the relationship between the Legislative and Executive branches, and the
trust of our citizenry: the Administration’s $534 billion cost estimate of the Medi-
care Modernization and Improvement Act (MMA) and the reasons for its late disclo-
sure to Congress.

The hearing we are having this morning is certainly important. However, the dis-
count card is barely up and running—a hearing on the discount card would be even
more valuable once we have some real experience with the program to consider.

On the other hand, a hearing on the cost estimate is long overdue.
Mr. Chairman, it has now been more than 4 months—nearly 19 weeks—since I

made, along with three other members of this Committee, my first request for a
hearing on this topic.

I understand you are planning to have a member meeting on this topic—I look
forward to that, and hope it will be soon. However, a closed-door meeting is not suf-
ficient. The subject in question is one of transparency of information. I believe a
public hearing on this issue is imperative.

Since my last request, there have been new developments. An April 26 Congres-
sional Research Service (CRS) memorandum reports that, in ordering Chief Actuary
Rick Foster not to reveal to Members of Congress cost estimates for the Medicare
legislation, his superiors violated the law (including 5 U.S.C. 7211, sections 618 and
620 of P.L. 108–199, 42. U.S.C. 1317, and 5. U.S.C. 2302(b)(8)). According to the
memorandum ‘‘executive agencies and their officers and employees do not have the
right to prevent or prohibit their officers or employees . . . from presenting informa-
tion to the United States Congress . . . concerning relevant public policy issues’’.

Surely, with this information, a hearing related to the suppression of the Admin-
istration’s Medicare cost estimates, with testimony from former CMS Administrator
Tom Scully and Presidential aide Doug Badger, is now warranted.

As we all know, the magnitude of the difference in the cost estimates is large—
$400 billion v. $535 billion. A difference of this magnitude is disturbing.

However, even more disturbing are the efforts apparently taken by the Adminis-
tration to keep their higher estimate hidden from Congressional and public scrutiny,
and the recent conclusion by the CRS that in the process of keeping that informa-
tion hidden, laws have been violated.

Mr. Chairman, we have an obligation as Members of this Committee to inves-
tigate this deception. We have an obligation to the seniors depending on the drug
benefit, and to the taxpayers paying for it, to find the answers to the following ques-
tions:

• Who in the Administration knew about the higher cost estimates, and when did
they know it?

• What actions were taken, and by whom, to prevent the timely and accurate re-
porting of information to Congress on the subject of the cost of the Medicare
bill?

• Is the Administration seeking to prevent or obstruct Congressional inquiry into
this matter?

Mr. Chairman, these are critically important questions.
This Committee needs to find the answers to these questions, as well as to exam-

ine closely the numbers—including why 25 percent of the difference in the cost esti-
mates is due to the Administration’s higher cost [$46 billion versus CBO’s $14 bil-
lion] of putting more seniors into managed care.

Medicare managed care has been sold to us as a cost-saver, and now, at least as
constructed in the recently-passed legislation, it comes at a higher expense than
keeping seniors in traditional Medicare.

I question the sense in spending more for each beneficiary enrolled in managed
care when we should be looking for ways to reduce costs.

The entire MMA needs examination. While most people think of this bill as ‘‘the
prescription drug bill’’, it also covers many other aspects of the Medicare program.
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Unfortunately, we have missed an important opportunity to lower Medicare costs
overall, thereby freeing up more resources for improvements to the prescription drug
benefit, other program improvements, or savings for beneficiaries.

I am referring to Section 302—‘‘Payment for Durable Medical Equipment; Com-
petitive Acquisition of Certain Items and Services.’’

I had high hopes that we would finally be able to use the experience gained in
the Lakeland, Florida and San Antonio demonstrations and move Medicare to a
competitive bidding system for durable medical equipment. This would allow us to
pay appropriately for wheelchairs—the subject of last month’s hearing.

Instead, the poorly drafted section will continue to make it difficult to rein in
abuses such as in the case of the motorized wheelchair.

Section 302 does not even begin to be implemented until 2007, and then it is only
in 10 of the largest metropolitan statistical areas (MSAs). It is not until 2009 that
80 of the largest MSAs are included.

The purpose of a demonstration project is to determine if an idea makes sense
on a larger scale. The Lakeland and San Antonio demonstration projects were a re-
sounding success.

There is no reason to wait another 3 years to begin saving money for the program
and taxpayers, or to limit competitive bidding to the very largest MSAs.

Unfortunately, fraud exists in urban and rural America alike, and the taxpayers
in all parts of the country deserve an efficiently run program.

Mr. Chairman, immediate and nationwide competitive bidding would improve
Part B of the Medicare program.

On the Part A side of the program, we now know that the Hospital Insurance (HI)
Trust Fund will reach insolvency 7 years earlier than projected last year.

The HI Trust Fund overwhelmingly is used to reimburse hospitals for inpatient
services. As with all sectors of our health care system, hospitals are facing increas-
ing pressures from the ever-exploding costs of prescription drugs.

We could begin to address the financial pressures on the trust fund by allowing
Medicare to negotiate the prices of prescription drugs provided in the inpatient set-
ting.

I recently spoke to a gentleman who is the head of the pharmaceutical division
of a 4-hospital system. He told me that these hospitals purchase the drugs they dis-
pense in the inpatient setting at the so-called AWP—average wholesale price.

We know from innumerable reports done by the Inspector General of HHS, and
from extensive work done by the House Commerce Committee, that the average
wholesale price is not average, and isn’t even what is paid at wholesale.

It is a phantom price, set by the manufacturers. It is certainly not a negotiated
market price.

Pharmaceuticals account for between 5–6 percent of a hospital’s operating costs
for a year. This puts prescription drugs as one of the largest single expenditures,
after salary and benefits.

At a time when the HI trust fund is facing deep financial trouble, and hospitals
are struggling with exploding drug costs, why haven’t we made available to the hos-
pitals the system that the VA is using to so successfully negotiate drug prices on
behalf of veterans?

Mr. Chairman, I had hoped we would have a hearing on this topic before the Me-
morial Day recess.

I now urge you to hold a hearing before the July 4 recess in order for us to under-
stand the differences between the prescription drug cost estimates, the process by
which we learned at such a late date of the Administration’s estimate, and meas-
ures—such as allowing Medicare to negotiate prices—that could lower the cost of
the drug benefit.

PREPARED STATEMENT OF HON. CHARLES E. GRASSLEY

Today’s hearing is on the Medicare-approved drug discount card program, which
just got under way. I think it is important for the Committee to learn more about
its early implementation and significance, particularly for our Nation’s low-income
Medicare beneficiaries. Today’s witnesses will offer an array of perspectives on the
card program, and we appreciate your taking the time to be with us. I’d like to wel-
come Dr. McClellan, who is making his first appearance before the committee in his
new role as administrator of the Centers for Medicare and Medicaid Services. I’d
also like to welcome my fellow Iowan, Kris Gross, who does a superb job in heading
our State Health Insurance Information Program. The SHIIPs are a tremendous re-
source for beneficiaries.
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I know we’re all well-versed in the basic mechanics of the drug card program, so
I won’t spend any time going through them. The program offers beneficiaries imme-
diate relief on their drug costs prior to the start of the voluntary drug benefit in
2006. The drug card is an important first step in filling a void for many of our Na-
tion’s seniors and disabled, a void that has prevented them from getting life-saving
and life-improving prescription drugs. While the program’s creation was a bipartisan
effort, over the past few months, we have heard an awful lot of criticism about the
program even though it started just a week ago. The drug discount card program
has been the target of a deliberate campaign to discredit it and confuse seniors
about how it works. This effort is driven and coordinated by those who opposed the
Medicare Modernization Act not because of policy, but because of politics. This kind
of politically-motivated subterfuge disappoints me. It’s a disservice to the millions
of older Americans and people with disabilities who can benefit from a Medicare-
approved drug discount card.

I’m not alone in this view. Just last week, the Centrist Policy Network wrote,
‘‘Democrats are the opposition party in Congress, and they’re supposed to raise
questions. But discouraging seniors from enrolling in the Medicare drug discounts
cards is too much. The average Martian would be justifiably perplexed about why
the Democratic leadership wants to repeal a program that does no one harm, might
actually help quite a few people, and offers a significant benefit to low-income sen-
iors.’’

Through this program Medicare beneficiaries have access to discounts on their
prescription drugs, and low-income beneficiaries can get $1,200 in direct assistance
between now and the end of the program. Now, we may hear additional criticism
this morning, but the point of this hearing is to clear the air and to provide objective
information, because that is what seniors and people with disabilities deserve. In
particular, I want to commend the Access to Benefits Coalition, which we will hear
from today during the second panel. The ABC, as it is called, is made up of organi-
zations that have put politics aside to make sure that beneficiaries, particularly
those with low incomes, get the assistance they deserve. Many of these organiza-
tions did not support the passage of the original bill, but they have agreed to put
that aside, move on, and now help seniors obtain these benefits. I believe that these
organizations should be commended for stepping forward to work together to help
beneficiaries learn about the lower prices they can get through a discount card.

I’ve done some checking into the discounts these cards can offer beneficiaries, and
let me tell you what I found. A beneficiary living in Waterloo, Iowa, with an income
of $12,000 a year who takes Celebrex, Norvasc, and Zocor would pay around $7,300
at her local pharmacy from now until the end of 2005. The beneficiary gets her pre-
scriptions filled at the local pharmacy because she knows and trusts the pharmacist.
Like many, she does not want to order drugs through the mail. She could save over
$1,300—that is 20 percent—off her three medications by using a Medicare discount
card. The $1,300 by itself is a pretty big savings. But she also qualifies for the tran-
sitional assistance so she won’t pay an enrollment fee if there is one. In addition,
she will receive additional assistance from drug manufacturers when she signs up
for a drug card. Beneficiaries who qualify for transitional assistance can automati-
cally get these additional manufacturers’ discounts upon enrollment in a card. The
Medicare drug card has dramatically simplified these benefits by making all of them
available through one card. I hope that card sponsors will work with as many drug
manufacturers as possible so that low-income beneficiaries can access all these dis-
counts.

So, when she combines the $1,200 in transitional assistance with the additional
manufacturers’ assistance offered through her card, she will save $6,300. That is a
90 percent savings for her. Ninety percent savings. To me that’s real savings. And
to those who say this discount card program provides no real benefits, my only con-
clusion is that they are the ones who are confused. I’ll be the first to admit that
some issues have surfaced that need to be worked out, but that’s not unusual with
a new program. Medicare itself experienced some start-up issues. In commenting on
implementation efforts, Bob Ball, former commissioner of Social Security, said, ‘‘To
a remarkable degree, opponents as well as supporters [of Medicare] tried hard to
be helpful.’’ For the sake of beneficiaries, we should heed his words and work in
that spirit today.

More recently, the State Children’s Health Insurance Program (S-CHIP) faced
some challenges. Only 982,000 recipients—less than 20 percent of the enrollment
goal of 5 million set by the Clinton Administration—enrolled in S-CHIP during its
first year. In the first 5 weeks that beneficiaries have been able to enroll in the
Medicare-approved discount drug card, CMS succeeded in enrolling nearly 40 per-
cent of its goal of 7.4 million. That’s a great start after just 5 weeks. I think we’d
all agree that it was a good thing we did not give up on Medicare or S-CHIP in
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their early stages. I know that Dr. McClellan will comment on efforts to address
some of the early implementation issues. I am also looking forward to hearing from
our other witnesses and to clearing up some of the misconceptions about the card
program. I’m proud of our bipartisan accomplishment in delivering real relief to
beneficiaries. Senator Baucus and Senator Breaux were instrumental in achieving
that accomplishment. Now it’s time to put politics aside and give the card program
a chance to work. Our Nation’s Medicare beneficiaries—who can clearly benefit—
simply deserve nothing less.

PREPARED STATEMENT OF KRIS GROSS

I. INTRODUCTION

Chairman Grassley and members of the Committee, thank you very much for the
opportunity to testify on our experience with the Medicare-approved drug discount
cards. I am Kris Gross, Director of the Senior Health Insurance Information Pro-
gram (SHIIP), based in the Iowa Insurance Division, Des Moines, Iowa. I am here
today representing the 54 State Health Insurance Assistance Programs or SHIPs.

Since 1992 the Centers for Medicare and Medicaid Services has offered funding
for SHIPs to the states. Some SHIPs existed prior to 1990 and some states receive
additional funding from their states or other grants. SHIPs are housed in state de-
partments of aging, departments of insurance, and in the Medicare Quality Im-
provement Organization in one state. SHIPs’ services are free, confidential and ob-
jective.

Our clients are all Medicare beneficiaries—aged, disabled and those with end
stage renal disease. We help the beneficiary, and the people who help bene-
ficiaries—family members, friends, and caregivers. We are charged with helping
beneficiaries by providing information, counseling and assistance with problems and
questions related to Medicare, Medicare Advantage plans, health insurance that
supplements Medicare, long-term care insurance, Medicaid, claims, and prescription
drug assistance—now including the Medicare-approved drug discount cards.

The heart of SHIPs is the one-to-one, face-to-face assistance and counseling pro-
vided to our clients in their communities. This is offered primarily through volun-
teers, many of whom are peers to the people they counsel. According to a report
from the Office of Inspector General, this makes SHIPs a very cost effective way
to serve beneficiaries. There is variation from state to state in how programs are
structured, which allows us to best meet the needs of the populations we serve.

II. INDIVIDUAL ASSISTANCE AND THE MEDICARE-APPROVED CARDS

The Medicare-approved drug discount cards give SHIPs the opportunity to do
what we do best. The Centers for Medicare and Medicaid Services is providing
awareness and information about the Medicare-approved drug discount cards
through its many resources at the national level. SHIPs provide the local face—
we’re there to help people understand their options so they can make the best deci-
sion possible.

A Kaiser Family Foundation study released June 3 points to problems in explain-
ing the new law to beneficiaries. Kaiser President Drew Altman said that absent
‘‘one-to-one customized assistance to beneficiaries I don’t see much chance that this
law will achieve its goals.’’

SHIPs provide the type of one-to-one consultation that is needed. Telephones and
the internet are tools to be used, but what is needed by many beneficiaries is face-
to-face assistance. As pollster Mollyann Brodie reported only 31 percent of seniors
said they had gone online.

The SHIP national network of volunteers is assisting clients with the Medicare-
approved drug discount card price comparisons. SHIPS are taking client prescrip-
tion information and running the comparison on the Medicare web site
(www.medicare.gov) if the client does not have access to a computer. Clients who
need counseling related to the price comparison information they receive then meet
with our volunteer counselors.

A good example of a SHIP working to meet the needs of its specific populations
is outreach the Washington SHIP has done with the National Asian Pacific Center
on Aging. NAPCA held seminars about the drug cards and $600 credit in Chinese,
Korean, English, and Vietnamese. Washington SHIP volunteers, working with inter-
preters, have helped 87 people who were referred from one of these seminars enroll
with a card and the $600 credit.

Let me now share with you some of our experience working with the drug cards
and clients. Depending on the situation, clients may receive many pages of informa-
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tion with their price comparison. We ran a comparison for an individual taking four
drugs, living in Des Moines, and for pharmacies within three miles of her zip code.
If the individual chose to view all discount cards offered, she would have received
over 30 pages of information. In visiting with SHIP directors from across the county,
we have universally found that the majority of clients who do not access the Medi-
care web site on their own, need one-to-one assistance to examine all of their options
before they make a decision about the drug cards. In some cases, beneficiaries even
find it difficult to provide us with their prescription information needed to run a
comparison of cards. One woman who called our 800 number and asked for help
couldn’t find the dosage on her pill bottle. One-to-one assistance is critical to helping
beneficiaries get the most from this program.

Some beneficiaries have found that the drug cards can provide savings on their
drugs. One client is going to save $45 on a $90 prescription each month. Along with
savings on the other drug she takes her annual savings would amount to $700–900
per year (depending on her choice of local pharmacy versus mail order). Others are
finding that discounts they are already getting from other discount cards, pharmacy
programs, or their insurance, offer comparable or better savings. We are finding
that we must help beneficiaries understand how some of the assistance programs
offered by pharmaceutical manufacturers which they currently participate in, are
wrapping around the Medicare-approved drug cards. It is important that they not
lose this assistance by selecting a card that is not participating with their particular
drug manufacturers. It is taking careful review of the Medicare price comparison
information to determine if enrollment in a card will be beneficial, and then finding
the best card options.

Another important hat the SHIPs will wear for clients is our advocacy hat. If a
person has a problem with a card we will assist them in contacting the drug card
sponsor or CMS, whichever is appropriate.

III. COMMUNITY EDUCATION

Community education has been, and will continue to be essential. People are con-
fused by the discount card versus the upcoming drug benefit. They don’t know about
the $600 transitional assistance. They need to know how to get information about
the cards, formularies, and so on. SHIPS have been conducting thousands of com-
munity education events, and the demand continues to grow.

During the month of May the Pennsylvania SHIP hosted several hundred commu-
nity seminars on the Medicare-approved drug discount cards. In several states, in-
cluding my own, SHIPs are being asked to be part of town meetings sponsored by
members of Congress. AARP has asked SHIPs to present at events they sponsor,
or make counselors available at their events so participants can get a price compari-
son run and receive counseling.

Recently in Iowa, we have had several reports of telemarketing fraud related to
Medicare-approved cards. Not only have we used our community seminars to ad-
dress this issue, but we have also used our established statewide media network to
quickly conduct community education and awareness of fraudulent activity.

Beneficiaries want to learn about the drug cards and get basic questions answered
before they make the decision to research specific cards. The SHIPS’ expertise, and
experience with community education, is allowing us to fill this role in our states.

IV. OUTREACH AND THE $600 TRANSITIONAL ASSISTANCE

The $600 transitional assistance offered as part of the Medicare-approved cards
is the focus of most of our outreach efforts and partnering. SHIPs are partnering
like never before to make sure beneficiaries who are eligible enroll in this important
benefit.

Some of our partners include organizations serving individuals with disabilities,
public health nurses, Community Action/Energy Assistance programs, senior cen-
ters, Meals on Wheels, state Medicaid agencies, University Extension, low income
housing, the medical community, Farm Bureau, caregiver groups, churches, Native
American reservations, and organizations serving Latinos, Asian Pacific and other
ethnic populations.

When beneficiaries find out about this assistance they are grateful. One caller to
our office told me that the $600 assistance sounded too good to be true. The $600
represents an amazing opportunity for low income beneficiaries. We have had close
to 1,000 people call our office who are eligible for the $600 assistance. They typically
are taking 8 to 10 drugs and are desperate for help. We are mailing them their price
comparison, and they are asking a counselor to meet with them and sort through
the options.
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Many states have state pharmaceutical assistance programs. SHIPS have been ac-
tive in educating and enrolling individuals in these programs. When CMS offered
states the opportunity to automatically enroll their state program participants in
the $600 credit SHIPs took action. Many beneficiaries had questions about this op-
tion. In a few states, because of the state program design, enrolling in the $600
credit is not a good choice for the beneficiary. SHIPs have been a key part of the
education and counseling taking place in these states.

One example of a SHIP’s work with a state program is Illinois. It has a Medicaid
waiver program called Illinois SeniorCare which serves people 65 and older with in-
comes up to 200 percent of poverty. However, the under 65 Medicare eligible popu-
lation is not served by this program and would benefit from the $600 credit. The
Illinois SHIP is working with the state Medicaid agency, and other professionals
serving this audience, to make sure they know about this benefit and enroll if they
want.

The $600 transitional assistance is the true gem of the Medicare-approved drug
discount cards and the SHIPs are dedicated to making sure those eligible in our
states know about the program and enroll, if appropriate.

V. CHALLENGES

Our experience with the Medicare-approved drug discount cards indicates that a
huge challenge lies ahead next year when we will need to help beneficiaries with
the even more critical decision related to the Medicare drug benefit. Every Medicare
beneficiary (41 million) will need to decide if they want to enroll in the drug benefit.
It will be important for the Committee, the Congress, CMS and the SHIPs to learn
from the challenges beneficiaries face with the discount cards so that we can best
meet their information and decision needs next year.

Not only will beneficiaries have to understand the new benefit, but health insur-
ance decisions will need to be made, and dual eligibles will be transitioned from
their current state Medicaid prescription drug benefits to the Medicare benefit. The
need for education, counseling and assistance will be much more extensive. SHIPs
are uniquely qualified to offer this integrated counseling and want to be prepared
for the demands this will put on our programs. The drug cards are stretching our
resources to the limits, and we need to begin training more volunteers, expand our
staffs and 800 numbers now to be prepared for the drug benefit. The volunteer re-
cruitment and intensive training they need is not a quick process.

We are grateful that Congress provided CMS with $1 billion in funding for admin-
istrative costs. Some of these funds will support beneficiary education and outreach
activities, including those conducted by the SHIPs. We are hopeful that in subse-
quent years Congress will continue to provide adequate funding for these activities.
Adequate funding will be crucial to everyone’s efforts to help beneficiaries under-
stand their choices and to make decisions that best meet their coverage needs.

VI. CONCLUSION

In closing, the SHIPs want to thank CMS and the Congress—and especially you,
Senator Grassley, Senator Baucus and Senator Bingaman for the interest you have
taken in the work SHIPs do and for the additional funding for SHIPS. And to the
members of this Committee, thank you for your extraordinary efforts on behalf of
beneficiaries and particularly the low-income. Millions of beneficiaries should be
thanking you for your leadership on these issues. The drug cards are just a hint
of the work we all have to do in 2005 and 2006. Your continued support and leader-
ship will be critical. Thank you.

RESPONSES TO QUESTIONS FROM SENATOR GRASSLEY

Question 1: As you know, I have held over 40 meetings in Iowa to help inform
Medicare beneficiaries about the new Medicare law and its benefits. At all of those
meetings, I was fortunate to have either you or a representative from your office
there to help inform Iowans about the new Medicare law. I know that we both agree
that beneficiaries deserve access to accurate information on this program to make
choices that best suit their needs. What other activities is the Iowa SHIIP engaging
in to help inform Medicare beneficiaries of the Medicare-approved discount drug
card?

Has your office focused any of its efforts on beneficiaries eligible for the transi-
tional assistance benefit? If so, what do you think are the most effective strategies
to inform this often hard to reach population?

Answer: The Iowa SHIIP has engaged in many activities to reach all beneficiaries,
and in particular those eligible for the $600 credit. We have partnered with our
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state Medicaid agency to include an insert with a monthly mailing to QMB program
enrollees. In September we will partner with them again to send direct mail infor-
mation to SLMB program enrollees. We also trained Medicaid field staff about the
program and provided them with brochures and posters to share with clients.

Information was provided to public health nurses around the state and they were
asked to share information about the $600 credit with their clients.

One of our local SHIIP sites partnered with the low-income energy assistance pro-
gram and did a direct mail to their Medicare clients about the credit. This resulted
in many clients contacting SHIIP for information about the credit and Medicare ap-
proved cards. SHIIP then ran PDAP for them and helped them enroll with a card.
We plan to replicate this effort in other parts of the state.

We have trained area agency on aging staff on the Medicare-approved drug dis-
count cards and have provided them with intake forms they can give to seniors. The
intake forms are sent to the SHIIP state office or AAAs that are SHIIP local sponsor
sites for PDAP comparisons to be run.

We have worked with USDA low income housing staff also. They received mate-
rials to share with their residents about the credit. We have also presented at many
HUD low-income housing units and collected intake forms from the residents. We
run PDAP for them and send the information to them. Local counselors are avail-
able to meet with any beneficiary who requests additional assistance.

We have used the media extensively and have gotten good coverage. Three of our
monthly press packets have focused on the drug cards. Several radio stations and
TV stations have done interviews with SHIIP staff and volunteers about the cards.
We plan to continue to work with the media to help make beneficiaries aware of
the cards and the $600 credit.

Partnering with organizations that reach low income beneficiaries and the use of
local media, in particular local radio, have been effective strategies in reaching this
important audience.

Question 2: We have heard a lot today about the many improvements that CMS
continues to make. I believe one of the wisest investments that CMS has made in
the last six months is to increase the SHIIPs’ funding levels in 2004 and 2005.

These additional dollars should help SHIIPs educate Medicare beneficiaries on the
new Medicare law and the discount drug card. Beyond additional dollars, are there
other improvements that the Congress or CMS can make to help SHIIPs in their
role as a non-biased informational source for Medicare beneficiaries?

Answer: Including SHIPs as resources (in addition to 1–800–Medicare and
www.medicare.gov) in all materials released from CMS is important.

CMS is working to keep SHIPs updated on the drug cards and other develop-
ments, and also giving us CMS contacts on specific topics and issues. Timely avail-
ability of information is critical.

Access to quantities of CMS publications, fact sheets, etc. is also important.
Looking ahead to implementation of the drug benefit, SHIPs need as much ad-

vance information and training as possible so that we can have our staff and volun-
teers trained before our beneficiary outreach, education and counseling activities
begin.

Continued access to beneficiary information to help resolve issues is important
(e.g., being able to contact Medicare to verify drug card or Part D enrollment). This
might occur through expansion of the Unique ID system currently in place.

Question 3: What is the most common question that you hear from Medicare bene-
ficiaries and their families?

How do you typically answer this question?
Answer: There are two questions we are asked most often:
1. Is it worth signing up for a card (will I save anything)?
2. Why is it so confusing?
Our response to the first question is that many people do realize a savings (we

might give an example) and the only way to know is to do a comparison of the cards
with their drugs. We offer to run PDAP for them if they can’t or don’t want to do
it themselves. We also ask them questions to see if they are eligible for the $600
credit. If they are, we tell them to sign up even if the prices of their drugs aren’t
reduced. We also explore the drug manufacturers’ additional assistance offered by
some of the cards.

The second question reflects confusion about the cards in general and under-
standing the PDAP comparison. People are overwhelmed by the number of cards of-
fered and the number of pages of PDAP printout they may have to go through.

We explain the cards as simply as possible. If the call is to our 800 number we
offer them the option of meeting with a volunteer. We offer them ways to limit how
much information they have to process with PDAP (e.g., search by pharmacy, five
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cards with best prices, etc.). We will walk through their PDAP with them, help them
complete the enrollment form and get it sent into the card sponsor.

RESPONSE TO A QUESTION FROM SENATOR BAUCUS

Question: SHIP counselors provide vital assistance to seniors and their families,
including assistance with Medicare’s latest offering, a drug discount card with 73
different sponsors. With so many choices to navigate, it makes sense that seniors
would turn to the Internet for help in making decisions. But as you know, a survey
released last week showed that only about a third of seniors—and only 15 percent
of low-income seniors—use the Internet. Are those numbers consistent with your ex-
perience?

Answer: The percentage of people who contact us who do not have Internet access,
or who have it and don’t want to try PDAP themselves, is higher than two-thirds
of our contacts. The reason for that, we suspect, is that people who have computers
and know about www.medicare.gov use the website and never contact SHIIP.
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RESPONSE TO A QUESTION FROM SENATOR GRASSLEY

Question: Another service the Medicare Rights Center provides to beneficiaries is
the HIICAP hotline. HIICAP, the New York SHIP, provides free, confidential, accu-
rate and unbiased health insurance information, counseling and assistance. Given
your public opposition to the Medicare drug discount card program, do you try to
discourage New York’s beneficiaries from enrolling?

Answer: First, it is necessary to correct a misstatement in your question. The
Medicare Rights Center has never been in ‘‘public opposition to the Medicare drug
discount card program.’’ As I said at the Senate Finance Committee hearing, and
as we have said repeatedly both publicly and privately, some people will be able to
afford desperately needed medications as a result of the program—particularly be-
cause of the Transitional Assistance that provides up to $600 a year towards the
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cost of prescription drugs to people with very low incomes and no drug coverage.
That is why we are working to assist people with Medicare enroll in a Medicare-
approved discount card when it will help them afford medicine that they need.

The Medicare Rights Center, in all its activities, from policy to education to client
service, is committed to providing people with Medicare with objective assessments
of all their options for prescription drug savings. These include not just the Medi-
care-approved drug discount cards, but also state pharmacy assistance programs,
pharmaceutical manufacturer assistance and discount programs, internet phar-
macies (both domestic and Canadian), Veterans Administration benefits, other exist-
ing drug discount cards and Medicare Advantage plans.

The volunteers who staff our hotlines are trained to provide comprehensive coun-
seling on the full breadth of options for prescription drug savings. It is a very dif-
ficult task. We applaud the programmers of the www.medicare.gov website, who also
attempt to inform visitors of many ways to save—going beyond the often meager
savings of the Medicare approved discount cards.

There has never been a more important time for supporting the volunteers of
State Health Insurance Assistance Programs (SHIPs). With the introduction of the
Medicare-approved drug discount cards and, soon, other changes to Medicare, people
now more than ever need access to the personal, confidential services that SHIPs
are uniquely qualified to provide. The Medicare-approved drug discount cards are
not a panacea but a new option, good for some and inappropriate for others; trained
SHIP volunteers can help people make the hard choices. A modest SHIP funding
increase from $12.5 million to $21.1 million in FY 2004 was welcome; far more is
necessary to allow people with Medicare access to the basic information they need
to make informed decisions. SHIP funding at this year’s level is equal to about 50
cents for each of the 41 million Americans with Medicare.

We thank you and the Finance Committee for your continuing efforts in moving
our national policy to the point when Americans will no longer go without the medi-
cine they need because they cannot afford it.

RESPONSE TO A QUESTION FROM SENATOR BAUCUS

Question: Many seniors turn to the Medicare Rights Center for help in navigating
Medicare’s complexities, the latest of which is a drug discount card with 73 different
offerings. Given that only about a third of the seniors—and only 15 percent of low-
income seniors—use the Internet, many Medicare beneficiaries receive information
through 1–800–MEDICARE, and many seniors also call the Medicare Rights Center
for assistance. Can you share some examples of what seniors have experienced with
1–800–MEDICARE?

Answer: Experiences with 1–800–MEDICARE have been mixed.
In some cases, people with Medicare have been satisfied with the service on 1–

800–MEDICARE. Composed, well-trained operators nimbly navigated the several
scripts on their computers to find the right text to read, verbatim, to the confused
callers on the other end of the line. Of course, callers are forced to press numerous
buttons and wait, sometimes as long as 15 minutes, before speaking to an operator.

Unfortunately, the operator a caller finally reaches after figuring out the right
buttons to push and waiting is not always so helpful. Consider these four actual
calls, made within the last month:

1. A caller asked for the number of the New York State Health Insurance Assist-
ance Program (SHIP) hotline. The operator responded that she was in Florida, and
suggested that the caller use a phone book.

2. A caller asked how long the Medicare drug discount program will run. The op-
erator responded that the cards will work for 18 months, and that after that, card
companies would have the option of extending the cards for another 18 months, into
2007. Remarking that the program might even run until 2009 if it works well, the
operator also noted that people could continue receiving an annual $600 subsidy as
long as the program continued.

3. A caller asked what drug savings options were available for someone living in
New York State. The operator responded that she was only aware of one possibility,
EPIC, and did not mention (or seem to know of) any other options.

4. A caller asked for help in comparing Medicare drug discount cards with EPIC.
The operator referred the caller to the Social Security Administration.

Although its operators are not always familiar with the many options for drug
savings, the 1–800–MEDICARE hotline has, to its credit, grown less-biased as the
new discount card program has developed. As late as May, 1–800–MEDICARE call-
ers would have to utter ‘‘Medicare Improvement’’ and endure an ode to the new
Medicare law before gaining access to a counselor. Now, they need only say, ‘‘Drug
Card.’’
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As operators of our own telephone hotline for people with Medicare, we appreciate
the importance of well-trained human counselors in assisting older Americans and
people with disabilities. Indeed, Internet access is extremely limited among older
Americans—as few as 22 percent have it, according to the Pew Internet and Amer-
ican Life Project.

We appreciate the efforts of the Centers for Medicare and Medicaid Services for
their continued efforts to train counselors to serve on their 1–800–MEDICARE hot-
line.

PREPARED STATEMENT OF HON. MARK MCCLELLAN

Chairman Grassley, Senator Baucus, distinguished Committee members, thank
you for inviting me here to discuss the Medicare-Approved Drug Discount Card and
the Transitional Assistance Program, which was enacted into law on December 8,
2003, as part of the Medicare Prescription Drug, Improvement, and Modernization
Act of 2003 (MMA). Today, we reached the six-month mark since the legislation was
enacted. In that time, CMS has worked diligently to meet the short deadline we had
to implement the drug card and transitional assistance program by June 1st—and
we have done so. We issued an interim final regulation and guidance, we imple-
mented new contracting and oversight mechanisms for card sponsors, we set up new
information and outreach systems that provide a new level of price transparency
and price shopping for prescription drugs, and we are working every day to make
the drug card program even better.

As a result, we are no longer just talking about the need to do something about
high drug prices for Medicare beneficiaries—for the first time ever, Medicare is
starting to provide real help and real savings with drug costs, ahead of the full drug
benefit in 2006. Drug card sponsors began marketing and enrollment efforts on May
3, as scheduled, and last week, beneficiaries began realizing significant saving on
their drug purchases. To date, around three million Medicare beneficiaries have en-
rolled in one of the various card programs.

As we meet today, Medicare beneficiaries are enrolling in and using Medicare-ap-
proved drug cards to get some immediate assistance with their drug costs. Seniors
are already seeing significant savings not only off the high retail prices that they
have long had to pay; in general, they are now able to pay prices below the average
paid by all Americans, including Americans with price discounts through private or
public prescription drug coverage. And with the new transparency and competition,
prices offered under card programs have fallen since CMS first began posting pric-
ing data. As a result, beneficiaries who are struggling with drug costs can generally
recoup the cost of enrollment within one or two months—and many cards have a
low annual enrollment fee, or none at all, so that not signing up for a card means
leaving money on the table. And while any Medicare beneficiary who is struggling
with drug costs is eligible to sign up, regardless of their income, the savings are
even greater for low-income beneficiaries. Low-income beneficiaries without good
coverage who are struggling with paying for their drugs on the one hand and paying
for other basic necessities on the other, out of a fixed Social Security check, can get
up to thousands of dollars in assistance through this program—including a $600 an-
nual credit on the discount card and substantial additional discounts on many
brand-name and generic prescription drugs.

HOW BENEFICIARIES CAN TAKE ADVANTAGE OF THIS PROGRAM

We are working hard to help beneficiaries get accurate information that they can
use about whether the drug card program is worth it for them, and how they can
get the most out of it. Beneficiaries need to know, first, that there are real savings
available through the program at their neighborhood pharmacies and by mail-order;
second, there are a few specific steps that they can take to find out how much the
drug card program can help them—and the most important step may be contacting
us at 1–800–MEDICARE to get the personalized information they need; and third,
once they have found a good fit with a card and they want to start saving, enrolling
just involves a phone call or filling out a two-page enrollment form.
Retail savings

Medicare beneficiaries who are struggling with their drug costs—particularly
those without good coverage today—need to know that the drug discount cards can
provide real savings on their medications. Currently, many seniors are able to get
some discounts off list retail prices through a variety of pharmacy discount cards.
But the Medicare-approved cards also require manufacturer discounts that are
passed on to beneficiaries, and so larger savings are generally possible. In fact, re-

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00089 Fmt 6601 Sfmt 6621 95479.000 SFINANC2 PsN: SFINANC2



86

cent studies show that the prices on brand-name drugs available through the cards
are 11 to 18 percent or more below the average prices actually paid in neighborhood
pharmacies by all Americans—including Americans who receive discounts on their
drug prices through their public or private insurance plans.
Generic savings

Potential savings from generics are even greater. A new study just released by
CMS shows that the savings on generic drugs range from 37 to 65 percent below
the average prices actually paid by all Americans. Generic drugs are just as safe
and effective as the brand-name drugs when they are approved by FDA, they are
available in 55 percent of the 209 categories of drugs included in the drug cards,
they account for a majority of prescriptions in the United States today, they gen-
erally cost about 70 percent less than brand-name drugs to begin with, and now
they are even less expensive at neighborhood pharmacies for Medicare beneficiaries.
Mail order savings

Finally, the drug cards offer real savings on mail-order prescriptions. Prescrip-
tions available by mail-order and on the Internet from licensed U.S. pharmacies are
generally less expensive because they are available less quickly, in higher volumes,
and without face-to-face assistance and advice from a pharmacist. For seniors who
prefer such prescriptions—and the latest evidence suggests about 1 in 5 seniors
buys drugs by mail—the Medicare-approved drug discount cards also compare favor-
ably to mail-order prices available from safe Internet drug sources. For example, a
recent study found savings of 5 to 20 percent or more on mail-order prices for brand-
name drugs through Medicare-approved cards in comparison to such Internet
sources as drugstore.com and costco.com.
Low-income savings

Finding out about the drug card program and enrolling is especially urgent for
the 7 million low-income Medicare beneficiaries who do not have drug coverage
today, and who can get major relief from their drug costs through the Medicare-ap-
proved drug card program. CMS has recently completed analysis of the savings low-
income beneficiaries (incomes below 135 percent of the federal poverty line, or FPL)
who are eligible for $600 in transitional assistance and, in many cases, additional
manufacturer discounts on drug prices, can expect to see under the drug card pro-
gram. Our results indicate that our illustrative low-income beneficiaries can save
29–77 percent over the next 7-month period through the end of 2004 compared to
national average retail prices for ‘‘baskets’’ of commonly used brand name drugs
when both discounts and $600 in transitional assistance are taken into account. In
addition, our analysis indicates that low-income beneficiaries can save 39 percent
to over 96 percent on individual brand name drugs that are commonly used by the
Medicare population when both the discount and transitional assistance are taken
into account. Five of the nine brand name drugs we examined had savings of over
90 percent when including the transitional assistance.

Furthermore, this analysis does not reflect the special pricing arrangements some
manufacturers have with certain discount cards after the $600 in transitional assist-
ance is spent. These additional sources of savings may provide thousands of dollars
in further help this year and next for low-income beneficiaries. As an illustration,
based on our analysis, one example beneficiary’s savings increased from 58.4 percent
with the drug card alone to 88 percent with the added special manufacturer offer-
ings.

And low-income beneficiaries should keep in mind that the program is completely
free: they do not pay the annual enrollment fee, and they can begin using the $600
transitional assistance on any prescription medication they need as soon as they get
their card.

Taking all of this evidence on savings together, it’s clear that Medicare bene-
ficiaries who are struggling with drug costs today can generally save 10 to 25 per-
cent or more compared to what they would otherwise spend, just by using the cards.
That’s why it’s important for beneficiaries who are struggling today, particularly
those without good drug coverage, to find out about how they can get the most out
of this program. There are no deadlines or late fees for enrollment in this voluntary
program, but savings will start as soon as the cards are put to work. Medicare bene-
ficiaries’ market clout is finally being used in their favor when it comes to drug pur-
chases, and we would urge beneficiaries to take advantage of this opportunity to
save.
Specific steps—how you can find out what the drug card program means for you

After all they may have heard about the general features of the drug card pro-
gram, many beneficiaries may wonder what exactly it means for them. Can it help
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them meet their prescription drug needs at a lower cost? Anyone who is eligible for
Medicare who does not already have drug coverage through Medicaid is eligible for
the card program. This is a voluntary program that does not affect any other bene-
fits you may receive. So, if you’re already on Medicaid, you don’t need to do any-
thing. If you get your Medicare benefits through a Medicare Advantage plan, you
probably have some drug benefits already, and you generally also have access to a
special card associated with your plan (in many cases, you’ve already received a
drug card). And if you have comprehensive coverage through an employer retire-
ment plan or some other source, you may not need a card, but you may want to
check on any additional savings. But it’s probably worth finding out the facts about
what the drug card program means for you, especially if you don’t have good cov-
erage for all of your drug needs today. This includes, obviously, people who don’t
have any coverage or full coverage. It also includes most people with drug coverage
through Medigap, because their coverage is usually capped and it often provides in-
substantial price discounts. And of course, it’s especially true for low-income bene-
ficiaries without good coverage, who stand to save thousands of dollars through the
drug card program.

If you decide to look into what the drug card program can do for you, the best
way to start is usually to contact Medicare to get the personalized facts based on
your needs. While you can get the facts by using a computer to visit us on-line at
www.medicare.gov, you don’t have to go anywhere near a computer to take advan-
tage of this new program. You can call us 24-7 at 1–800–MEDICARE and talk to
a trained customer service representative who can answer your questions and pro-
vide you with personalized information as well. When you contact us, you need to
be ready with a few pieces of information about your particular needs, since Medi-
care beneficiaries have very diverse drug needs and preferences about how they get
their medicines. You should be ready with your zip code, your drugs and dosages
(which can be found on their prescription labels), and your monthly income, if you
have limited means. If you have any other special preferences about your medicines,
you can tell us about those as well—for example, whether you have a preferred
pharmacy, whether you want a low-fee or no-fee card, whether you want to find out
whether a particular card that you’ve heard about is a good deal for you, and wheth-
er you’re interested in additional savings through mail-order or generic drugs.

Whether you call us at 1–800–MEDICARE or go to www.medicare.gov on the
Internet, you can use the specific information on actual discounted drug prices that
Medicare provides in this program to answer the most important thing you need to
know: how much can the drug cards save for you, at your neighborhood pharmacy
or whatever means you most prefer to get your medicines. And in addition to talking
with us about it, you can get a personalized brochure in the mail that lets you read
about additional details on the savings at your leisure.

In addition to information on Medicare approved prescription drug discount cards,
our customer service representatives at 1–800–MEDICARE and the
www.medicare.gov website can provide additional help if you have limited means—
not only about the details of what you can save with the drug card discounts and
the $600 credit, this year and next, and the additional low-income discounts, but
also about Medicaid, state pharmacy assistance programs, and over a hundred man-
ufacturer discount programs. Some of these programs provide assistance for bene-
ficiaries with family incomes up to nearly 300 percent of the poverty line.

Right now, it usually takes just a few minutes at most to talk to a customer serv-
ice representative at 1–800–MEDICARE, and even at peak times the maximum wait
times have generally been less than 10 minutes. It then takes less than 14 minutes
on average to speak with a customer service representative to get the personalized
information you need to find out about how much you can save.

Finally, we know that many of our beneficiaries need even more personalized as-
sistance. Face-to-face personal help is available through the local offices of the State
Health Insurance Assistance Programs, and through other organizations that have
extensive experience with assisting low-income seniors.
How to enroll

This is a voluntary program, so it’s up to you whether to sign up. After you get
the facts about what the program means for you, there are a couple of ways to enroll
in a card. One way is to fill out a two-page enrollment form and mail it in to the
card you choose. You can get this form from the drug card sponsor of your choice,
it’s included in the personalized brochure you can get from 1–800–MEDICARE, it’s
available through www.medicare.gov, or it’s available through local SHIP offices and
many seniors’ organizations. The other way to enroll is to call the 1–800 customer
service number for the card you choose. When you contact us for your personalized
information on the drug card program, we will give you the specific address or
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phone number of the card sponsor you select. If you want to apply for the $600 in
transitional assistance, there’s a similar two-page form. You will generally receive
your card in the mail in a matter of days, and the discounts start the month after
you sign up.
The bottom line for Medicare beneficiaries

There are real savings on drug costs available through Medicare-approved drug
discount cards. If you are struggling with drug costs, it’s probably worth getting the
facts about what the drug card program means for you—and it’s definitely worth
getting the facts now if you have limited means. So many cards offer significant sav-
ings that the important step right now is simply to get enrolled. The easiest way
to do this is to call 1–800–MEDICARE or to go to www.medicare.gov, and when you
do, be ready with your zip code, your drugs and doses (from the prescription labels),
and your income (if you have a limited income). We’ll tell you about what your drugs
will cost on the cards that are the best fit for your needs, and if you’re interested,
we’ll tell you about more ways to save. We’ll send you a personalized brochure to
go over at your leisure. And we’ll give you the two-page enrollment form, and the
1–800 number to call, if you decide to enroll.

It’s also important to know that there’s no deadline for signing up and no late
enrollment penalties. However, if you’re struggling with drug costs, it’s also impor-
tant not to leave the money you can save through this new program on the table
for too long. I’ve talked with many beneficiaries who have been struggling with drug
costs for years, who are finding that the cards pay for themselves in the first month
or two, and who are taking the steps I just described to start saving right now.

BENEFICIARY ACCESS IMPROVEMENTS

As you all know, in the few months since MMA was signed into law, CMS took
the drug card program—the first of its kind to be offered through Medicare—from
concept to reality. Implementing the drug card in such a short period of time pre-
sented many challenges for the Agency, including issuing regulations, qualifying
card programs, and developing the technical platforms to support enrollment, eligi-
bility determinations, and providing the American public with unprecedented trans-
parency about prescription drug pricing. In spite of substantial progress we have
made in just six months and the fact that beneficiaries are seeing savings, we recog-
nize that there have been some operational problems. However, we are identifying
and correcting these problems and, with each passing day, improving the efficiency
of this program.

The initial phase of a major new program is clearly a time of learning, and what
we have seen is that millions of seniors and people with disabilities are very inter-
ested in learning about the best ways to save on their drugs. During the first few
days of May, we averaged 400,000 calls to 1–800–MEDICARE each day. We received
more than 3.8 million calls during the entire month of May. This is an extraor-
dinary call volume, particularly when you consider that we had 5.6 million calls in
all of 2003. Responding to this volume of calls was a significant challenge to our
high customer service standards in Medicare. Even with this unprecedented level
of interest, we are committed at 1–800–MEDICARE to provide service that reliably
gets customers the help they need in a matter of minutes.

We have worked quickly to improve the program and we will continue to do so
as we identify problems. At 1–800–MEDICARE, we greatly increased the number
of customer service operators from several hundred to 3,000 as of last week, and
we expect to maintain this number of trained representatives to handle the unprece-
dented number of callers in a timely and effective manner. We have also taken steps
to reduce the time that our customers have to take when they call, by adding voice
messages that can help callers to be better prepared when they reach a customer
service representative. We have also provided self-service information in our inter-
active voice response system so that callers can get information to address their
questions without needing to speak with a customer service representative. And, we
have also developed additional tools to help our customer service representatives use
‘‘best practices’’ to work more efficiently—reducing our call handle time significantly
and allowing our representatives to serve more callers more quickly. As a result,
we are achieving much better support results—the kind of results our beneficiaries
deserve and expect. We are tracking our call center wait times and call times, and
we are reaching the balance we want between calls and caller support. Callers are
now waiting between two and eleven minutes to have their call answered, and proc-
essing times, once they have been answered, average 14 minutes to discuss options
with the customer service representative.

We are committed to getting people with Medicare the information they need to
get the most out of the drug cards, and that starts with personalized facts now
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available at 1–800–MEDICARE or www.medicare.gov. To help callers and web visi-
tors who have trouble matching up their medicines with the discount information,
we have added a ‘‘drug lookup’’ feature to the website to assist with the spelling
of their drug names and we are expanding our drug entry list—a growing ‘‘dic-
tionary’’ of drug names that now covers an extremely broad range of drugs. We have
also provided instructions to users that they can ‘‘add another drug’’ if they do not
find their drug on our initial drug entry screens. We also are providing special tips
for entering information on inhaled and topical medicines on the website. Of course,
if you don’t want to do these steps yourself, you can just call us—our customer serv-
ice representatives have been trained to help with all of these specialized needs as
well.

We are committed to continuing improvements to our customer support based on
feedback from all of our users. And that’s why we appreciate the unprecedented
level of interest and feedback we are receiving from beneficiaries and others in the
first days of this new program. We will continue to refine and improve our 1–800
number and our website by using feedback from all interested parties, including the
suggestions we have received from Members of Congress.

GETTING RELIEF TO LOW-INCOME BENEFICIARIES

One of the many important messages I want to convey today is the tremendous
help the drug card will provide for low-income beneficiaries. Medicare beneficiaries
are eligible to enroll in the drug card of their choosing, unless they have drug cov-
erage through Medicaid. If beneficiaries receive help with prescription drug costs
through other sources—retiree insurance, Medigap coverage, or health plan benefits,
they don’t have to enroll if they don’t want to—the program is completely voluntary.
However, beneficiaries with limited incomes, and without drug coverage, unques-
tionably can get much needed financial assistance. More than 7 million beneficiaries
with incomes below $1,047 a month ($12,569 a year) for single people or less than
$1,405 a month ($16,862 a year) for couples who do not have drug coverage may
qualify for the $600 drug credit as early as this month and an additional $600 again
in January of next year. The discounts from the cards combined with the $600 cred-
it available now and again in January, and substantial additional manufacturer dis-
counts specifically targeted at low-income individuals make this an exceptional pro-
gram for low-income people with Medicare—our most vulnerable beneficiaries. We
want to make sure that everyone who qualifies for the $600 credit gets it, and we
want to do so much more quickly than has been the case when other new federal
low-income assistance programs began. So we are taking some unprecedented steps.

First, we are conducting new kinds of beneficiary outreach. We have worked close-
ly with our partners at the Social Security Administration (SSA) to send letters to
millions of low-income beneficiaries who are potentially eligible for the $600 credit.
We are using broadcast advertising campaigns in English and Spanish—proven
tools for reaching difficult-to-reach populations.

Second, we have set up an ‘‘auto-enrollment’’ program that states can use to auto-
matically enroll beneficiaries currently in state pharmaceutical assistance programs
(SPAPs) into the Medicare-approved drug discount card program. Based on the
state’s income determination, these beneficiaries are likely to be eligible for the $600
credit, and because of the additional assistance provided through the state program,
the beneficiary is likely to get the most savings through the card sponsor, or spon-
sors, that contract with the state. Auto-enrollment can benefit both Medicare bene-
ficiaries and the states. Medicare and the states want low-income beneficiaries to
get the additional $600 credit, and auto-enrollment is one way to increase the num-
ber of people who take advantage of the program. In addition, the $600 contribution
from Medicare frees up additional money for states to finance their own drug assist-
ance programs.

We are working with states to automatically enroll their SPAP members into a
Medicare-approved drug card and obtain the $600 credit so there is no loss in cov-
erage or confusion for the beneficiaries. Several conditions must be met for auto-
enrollment to occur for SPAP beneficiaries. In accordance with state law, states
must have the authority to act as the beneficiary’s authorized representative. In ad-
dition, the auto-enrollment process must allow a beneficiary the option to decline
being enrolled in a Medicare-approved card before the actual automatic enrollment
takes place. And, because auto-enrollment is a state option, states must choose to
provide auto-enrollment. States that have agreed to automatically enroll Medicare
beneficiaries thus far include Connecticut, Maine, Massachusetts, Michigan, New
Jersey, New York, and Pennsylvania. CMS is currently in the process of auto-enroll-
ing 393,000 individuals from these states.
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Ohio and Rhode Island are facilitating enrollment by mailing out pre-filled enroll-
ment forms to beneficiaries participating in their state pharmacy assistance plans.
The beneficiaries need only sign the form and send it back to be enrolled, as the
state will take care of submitting those signed forms. Approximately 65,000 individ-
uals will be receiving these forms. A number of other states are also considering
auto-enrollment, which could result in 35,000 more individuals receiving a discount
card. We will continue to work with states to facilitate this process.

Third, we have started a new partnership with leading non-profit organizations
with the specific goal of informing and enrolling low-income seniors. In particular,
on May 27, CMS announced that we are making $4.6 million available to organize
and fund community-based organizations to help inform and enroll seniors who
qualify for the $600 transitional assistance. We are committed to working together
in a complementary fashion with the Access to Benefits Coalition, a group of 68 di-
verse, national non-profit organizations, all of which are committed to assisting low-
income Medicare beneficiaries to find significant savings on their prescription drugs.
The Coalition’s short-term objective is to ensure that by the end of 2005, at least
5.5 million low-income beneficiaries get the $600 annual transitional assistance ben-
efit now available to them as well as other public and private benefits that can save
them money. These organizations have extensive experience and credibility with the
low-income beneficiary population and CMS believes that this grant will produce
real results in terms of getting the benefit to seniors who are most in need. We also
believe that outreach efforts for the drug card will be beneficial as we move toward
enrollment for the drug benefit in 2006, which will need to reach even more bene-
ficiaries. CMS is also working with the Administration on Aging and the Indian
Health Service to reach out to their constituencies, to make sure they sign up for
the program.

Finally, we are taking additional steps to help all beneficiaries find out about the
drug card program and enroll if they choose to do so. We recently announced un-
precedented new funding for state health insurance assistance programs (SHIPs).
The SHIPs provide one-on-one assistance to Medicare beneficiaries through volun-
teer counselors who are trained by CMS. Among other things, these volunteers can
help Medicare beneficiaries learn about, and enroll in a drug discount card of their
choosing. Last year we awarded $12.5 million in grants to the SHIPs. This year,
we are increasing that amount by 69 percent, to $21.1 million. And next year we
are proposing an even larger increase, to $31.7 million. Based on our initial experi-
ence with the SHIP counseling and outreach activities, we are identifying best prac-
tices for informing and assisting beneficiaries in determining how they can get the
most out of the drug card program, and then enrolling in a card if they choose to
do so. In addition, especially through our regional offices, we are working with com-
munity organizations to make sure these beneficiaries are aware of the substantial
savings and assistance now available to them through the drug card program. These
community organizations include such entities as the American Library Association,
the National Association for Hispanic Elderly in Philadelphia, Pennsylvania, the
Asian Counseling and Referral Services, Takoma, Washington, the National Asian
Pacific Center on Aging in King County, Washington and the Nevada Beneficiary
Coalition.

Further, CMS has established a standard enrollment form that all card sponsors
must accept to make it even easier to sign up for a discount drug card as well as
the $600 credit. This form will also be used by State Health Insurance Assistance
Programs (SHIPs), and other partners and community-based organizations that as-
sist beneficiaries with their health care decisions. This standard form has been
widely downloaded from the Internet (at http://www.cms.hhs.gov/discountdrugs/
forms/), and is included in the personalized brochures mailed to beneficiaries who
call 1–800–MEDICARE.

SAVINGS THROUGH PRICE SHOPPING AND NEGOTIATING POWER

The Medicare-approved drug discount cards give beneficiaries new savings for two
main reasons. First, just as Americans with public and private drug coverage have
long done, beneficiaries can join together and stick together to negotiate better
prices on their medicines. Unlike other discount programs generally available to
Medicare beneficiaries, the Medicare drug cards require negotiated discounts from
drug manufacturers that are passed on to beneficiaries. Beneficiaries will get lower
prices for their drug purchases because they will be able to pool their purchasing
clout to leverage discounts from drug makers.

Second, for the first time, beneficiaries can get accurate information on actual
drug prices at their neighborhood pharmacies and by mail-order, for card options,
so that they can comparison-shop. Today, beneficiaries comparison-shop for many
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things in their daily lives, comparing the price and quality of a product or a service.
But Medicare beneficiaries with and without prescription drug coverage often find
it difficult to find the best prices on prescription drugs, especially at neighborhood
pharmacies. Now, even after a beneficiary receives the card, they can use the infor-
mation available from Medicare to determine which pharmacy in their card’s net-
work is assuring the best price during any given week. That’s changing with the
new Medicare Price Compare tool that makes actual drug prices available to bene-
ficiaries, their advisers, and all Americans through 1–800–MEDICARE and
www.medicare.gov.

The Medicare Price Compare feature—the website and the assistance available
through 1–800–MEDICARE—is designed to help people with Medicare lower their
drug costs by selecting a discount card. Price Compare is a unique tool that allows
users to customize their search to get the best prices available for that drug or mix
of drugs. Making price comparisons on a drug-by-drug basis is difficult for many
beneficiaries who take multiple medications, and Price Compare permits compari-
sons involving multiple drugs. Price Compare provides this information for the retail
pharmacy setting—where most Medicare beneficiaries purchase their drugs. But
mail order and generic alternatives information is available as well. Moreover, card
sponsors must assure beneficiaries that they will pay no more than the discounted
prices listed on Price Compare. The price the beneficiary ultimately pays may be
even lower due to the increased visibility of prices and ongoing competition among
card sponsors.

Through the new website, beneficiaries for the first time in the Medicare program
will have access to prices for approximately 60,000 drug products (including the par-
ticular dosages and packaging beneficiaries might prefer) sold at nearly 75,000
pharmacies around the country—all turned into information they can use to get the
best bargains on the drugs they need.

Seniors, who until this time have not been able to use their potential group buy-
ing power for prescription drugs, now have more power than ever to get lower
prices—and we are seeing these drug savings in the card program already. By com-
bining unprecedented transparency of prescription drug prices with individualized
assistance and educational resources, we are working to use modern technology to
provide the medicines Medicare beneficiaries need at a lower cost. Transparent
prices for Medicare-approved cards give beneficiaries important information to help
them choose the best card to address their needs.

CMS is currently working on a tool for the website that will allow a person to
look up a clinical condition, like high cholesterol, and see average prices for Lipitor
as well as for other therapeutic alternative cholesterol-lowering agents like Zocor
and Crestor—options that may be worth discussing with their doctor if they are less
expensive and clinically appropriate. In addition, patients also get information on
generic alternatives, which are just as safe and effective as the brand-name versions
when approved by the FDA.

We are working with card sponsors to ensure that the prices they have submitted
to us for posting on the website are prices they can assure to beneficiaries at the
included participating pharmacies. Based on our work with card sponsors, we be-
lieve the information now on the website reflects just that, though many card spon-
sors may be able to provide even larger discounts in many cases. We have also
taken new steps to make sure that Medicare and the HHS Office of the Inspector
General can take effective enforcement actions against cards that don’t live up to
their promises. But in the meantime, we remain committed to our requirement that
beneficiaries must pay no more than the discounted price listed by Medicare.

With the unprecedented amount of information now available on drug prices
through Price Compare, CMS has put comprehensive systems in place to help bene-
ficiaries use this information to find the best deals on their prescription drugs. The
1–800–MEDICARE customer service representatives will provide detailed informa-
tion over the phone and then follow up by sending out a personalized report that
includes information on how the drug card program works and detailed information
on the best cards for that beneficiary. Beneficiaries can even designate the number
of cards they want to review—two, three, or as many as they want. The Price Com-
pare search can also turn up cards that get the lowest prices on certain drugs, cards
with low or no fee, networks that include specific neighborhood pharmacies, and/or
cards from specific sponsors familiar to beneficiaries. We’ll also include information
on total drug costs, and additional ways to save, such as purchasing generic drugs.
The brochure also includes information on how to sign up for the card the bene-
ficiary chooses—including the 1–800 numbers for the card sponsor choices with the
best prices for that beneficiary and our standard 2-page enrollment form. After en-
rolling, beneficiaries will get their cards in a matter of days.
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REAL SAVINGS FOR BENEFICIARIES—EXAMPLES

I have already described the substantial and growing evidence that the drug cards
allow beneficiaries who are struggling with drug costs to get help now—to reduce
those costs by 10 to 25 percent or more, and by much more in the case of lower-
income beneficiaries. Some case study examples can further illustrate the level of
potential savings, which are consistent with the savings that many beneficiaries are
obtaining right now.

CMS’ May 6, 2004 study gives data for the following real-life examples:
• A person taking Celebrex (osteoarthritis), Zocor (high cholesterol), Paxil (depres-

sion), and Norvasc (hypertension) on average pays $363.60 each month for these
drugs at a retail pharmacy according to the IMS Health data. A Medicare bene-
ficiary taking these medications who lives in Portland, Oregon could enroll in
a Medicare-approved drug discount card and pay $295.85—an 18.6 percent sav-
ings over what a typical person would pay. That is a savings of $67.75 every
month or $813.00 a year.

• A person taking Coumadin (anti-coagulant), Vioxx (osteoarthritis), and Fosamax
(osteoporosis), on average pays $187.47 per month for these drugs at a retail
pharmacy. A Medicare beneficiary taking these medicines residing in Arlington,
Virginia, could enroll in a Medicare-approved discount card and save about 17
percent. This beneficiary could save $31.24 per month, or $374.88 per year, over
what the typical American would pay.

• The discount cards are offering lower prices on generic drugs as well. For exam-
ple, a person taking furosemide could enroll in a Medicare-endorsed drug dis-
count card in Albuquerque, New Mexico and save nearly 54 percent on the cost
of furosemide. A person residing in Little Rock, Arkansas, taking metformin
could save about 77 percent. So, in addition to the savings achieved by using
generics, the discount cards further lower the cost of generic drugs. Bene-
ficiaries who choose to use mail order pharmacies can also save significant
amounts, even when compared to prices available from on-line retailers such as
Costco.com and drugstore.com. CMS data indicate savings as high as 24 percent
in this case.

We are continuing to analyze the data on Price Compare, and we have generally
seen the discounted prices decline as more sponsors have come online. CMS analysts
also used the data from the FDA analysis of national average retail prices to illus-
trate potential savings for low-income Medicare beneficiaries in a number of geo-
graphic areas. In all of these cases, Medicare would pay the annual enrollment fee,
if any. For example:

• A person taking Prinivil (hypertension), Glucophage (diabetes) and Lasix (con-
gestive heart failure) would expect to pay $913.50 over a 7-month period. A low-
income Medicare beneficiary in Orange County, California could enroll in a
Medicare-approved drug discount card and save 77 percent over the 7 months.
The savings include a discount of 11.3 percent and $600 of transitional assist-
ance.

• A typical person taking Enalapril, a generic medication for hypertension, might
expect to pay $170.10 over 7 months for this medicine. A beneficiary residing
in Louisville, Kentucky with income over 100 percent FPL but no more than
135 percent FPL could enroll in a Medicare-approved discount drug card and
save about 95 percent over 7 months, including savings from the discount and
the transitional assistance. The beneficiary would have several hundred dollars
to roll over for use, if necessary, in 2005.

• An individual taking Celebrex for osteoarthritis might expect to pay $636.30
over a 7-month period. A beneficiary with income at or below 100 percent FPL
residing in Portland, Oregon could enroll in a Medicare-approved drug discount
card and save over 95 percent over 7 months, a savings of over $609.

The figures above are for model beneficiaries that CMS used in setting up its
studies. However, CMS has also received information on some real-life individuals
who are already realizing substantial savings by using their discount cards.

• A senior from Louisville, Kentucky taking Toprol, Ranitidine, Lipitor,
Androderm patch, Glipizide, Metformin and Lisinopril will save $2,774.28 annu-
ally, and because they are eligible for the $600.00 low-income subsidy, this sen-
ior will save $3,374.28 annually.

• A senior from Phoenix, Arizona taking Zoloft, Digitek, Diovan, Lipitor, Norvasc,
Miacalcin, Coreg, Coumadin and Dilantin will save $3,252.36, and because they
are eligible for the $600.00 low-income subsidy, this senior will save $3,852.36
annually.

• A senior from Fresno, California taking Aciphex, Advair, Xanax, Combivent,
Albuterol, Neurotonin, Paxil, Darvocet, Permarin, Triamcinolone and Mobic will
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save $4,682.16, and because they are eligible for the $600.00 low-income sub-
sidy, this senior will save $5,282.16 annually.

• A senior from Louisville, Kentucky taking Celebrex, Flonase, Norvasc, Zyprexa,
Plavix and Enulose will save $4,092.96, and because they are eligible for the
$600.00 low-income subsidy, this senior will save a total of $4,692.96 annually.

• A senior from Tulsa, Oklahoma taking Hydrochlorothiazide, Prevacid,
Neurontin, Nortriptyline, Ranitidine and Toprol XL will save $2,112.48, and be-
cause they are eligible for the $600.00 low-income subsidy, this senior will save
$2,712.48 annually.

The dollars these seniors are saving are substantial, particularly when compared
to their income levels. These cards are making a significant difference in their lives
by providing them with financial relief from very difficult circumstances.

As examples like these illustrate, beneficiaries who look into the program find
that Medicare-approved drug discount cards are providing significantly lower drug
prices and real help compared to what they have to pay for their drugs today. These
initial price comparisons demonstrate that signing up for a Medicare-approved drug
discount card means that seniors need no longer have to pay the highest prices for
their drugs, or anything close to retail list prices, and that they can start to get real
help with their drug costs. Again, the important step for beneficiaries at this point
is simply to sign up so that they do not miss out on savings that can be realized
as soon as they have their card. This assistance is an important step toward the
additional help coming with the full Medicare drug benefit in 2006.

CARD MONITORING

While prices have generally been declining on the drug cards since Price Compare
started a month ago, with average price declines of around 15 percent during this
period, CMS remains vigilant in overseeing the program and working with outside
groups to protect beneficiaries from cards that might try to ‘‘bait and switch,’’ by
posting a given price and then inappropriately raising it at a future time. CMS also
is monitoring changes in overall drug prices and identifying programs that stray
from the expected changes in prices. Drug card sponsors have to report to CMS if
price increases exceed any corresponding increase in their sponsors’ costs, such as
costs of administering the drug card program or changes in the discounts, rebates,
or other price concessions received from a drug maker or pharmacy. A CMS con-
tractor will be building a relational database that includes the weekly pricing files
from the exclusive and general card sponsors from May 2004–January 1, 2006. The
contractor will review all pricing data submitted at the National Drug Code (NDC)
level, for prices significantly higher or lower than the standard price for the nation
and/or region. This will be accomplished by comparing the prices to national and/
or regional benchmarks such as First DataBank and Medispan pricing data, and the
established Federal Upper Limit for non-innovator multi-source generic medications.
Outliers must be reported to CMS weekly, and in addition, the contractor will mon-
itor price increases from week to week to determine which price increases are great-
er than one and/or two standard deviation units above the mean price increase for
all sponsors per NDC. If a price increase is reported the contractor will verify if the
sponsor submitted documentation to justify the price increase and report whether
or not the price increase is justified based on federal regulation and guidance. This
information will be reported to CMS via the Performance Monitoring Tool (PMT) on
a weekly basis. We’ll also engage in other activities to ensure that card sponsors
are charging the advertised enrollment fees and following other federal guidelines.

We expect that by making the prices of most commonly prescribed drugs used by
Medicare beneficiaries available to the public, the prices will actually drop due to
competition. And since the Price Compare site began operation on April 29th, we
have been working with the card sponsors to ensure that we change our Price Com-
pare database in a timely manner when they lower the prices even more. We stand
by our policy of listing the best discount that beneficiaries can be assured to get on
a card, but it is true that some card sponsors may be able to provide significantly
better discounts on many prescriptions than the ‘‘assured’’ prices currently listed on
Price Compare.

Because the Medicare-approved programs are competing for beneficiaries, the card
programs have a real incentive to negotiate and pass on savings in the form of the
lowest possible prices for the drugs that their beneficiaries need. In a discount pro-
gram like this one, the only way that cards can generate any revenues is by pro-
viding attractive prices on the drugs that beneficiaries want, so that beneficiaries
use the cards to fill their prescriptions. The cards need to offer savings and service,
and we’re going to be taking steps like these to make sure beneficiaries get both.
Thus, to succeed in holding onto its beneficiaries, and in building up its client base
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for when their drug benefit becomes available in 2006, a card must offer consistently
good deals and consistently reliable service to beneficiaries.

CONTINUED EDUCATION AND OUTREACH

In addition to Price Compare and the personalized drug card information services
provided through 1–800–MEDICARE, CMS has a number of education and outreach
efforts underway. In particular, CMS has prepared customer service representatives
at 1–800–MEDICARE with up-to-date information on the drug card, as well as other
CMS programs, and training on using the Price Compare website. As I mentioned
earlier in my testimony, we are getting unprecedented volume at our 800 number
and on the website. Our call volume statistics show that 1–800–MEDICARE re-
ceived nearly 407,000 calls on May 3, the day drug card enrollment commenced—
quadruple the last highest call record—and another 328,000 on the subsequent day.
And during the first week of May, CMS received more than 10 times the regular
call volume, with 1.6 million calls to 1–800–MEDICARE and more than 7 million
Internet visits. Based on our analysis, we estimate 1–800–MEDICARE will receive
12.8 million calls in FY 2004. This compares to an FY 2003 call volume of approxi-
mately 5.6 million calls. To handle this increased volume and attend to beneficiaries
in a timely manner, we have increased the number of customer service representa-
tives at the Medicare call centers, bringing the total to 3,000. Enhancements are
also being implemented in Medicare’s Price Compare services based on feedback
from beneficiaries, customer service operators, and advocates, to reduce the time for
each beneficiary visit. For example, www.medicare.gov now has a new, easily visible
link making the Price Compare database easier to find, and as noted above, the
‘‘drug dictionary’’ of drugs included on Price Compare is being expanded. We will
continue to take user feedback to improve and refine these systems to assure bene-
ficiaries get the most up-to-date and easy-to-use information as possible.

CMS also has a number of publications designed for beneficiaries that explain
changes in the Medicare program. For example, CMS has published a small pam-
phlet with an overview of the drug card program and an introduction to the discount
cards and the $600 low-income assistance, as well as a larger booklet with more de-
tailed information about eligibility and enrollment. This larger booklet, the Guide
to Choosing a Medicare-Approved Drug Discount Card, also includes a sample en-
rollment form and a step-by-step guide to comparing and choosing a discount card.
The ‘‘Guide’’ is currently available in English, Spanish, Braille and audio-tape
(English). We have also prepared a simple document giving the very basics needed
to signing up for a discount card. I have appended a copy of this flyer to my testi-
mony so that you can see how truly easy it is to sign up for one of these cards.

CMS is also preparing a booklet specific to the needs of beneficiaries in long-term
care facilities. This booklet will give information that they, their family members,
or caregivers can use to access drug discounts available to them through pharmacies
catering specifically to patients in their situation.

In addition, a brief document that introduces beneficiaries to the discount cards
and the Medicare-approved seal has been mailed directly to beneficiary households.
CMS has already launched print, radio, and television advertisements to highlight
the upcoming changes to the Medicare program, including the addition of the drug
discount card.

CMS has produced a variety of products geared toward educating physicians,
pharmacists, and providers who often have one-on-one relationships with bene-
ficiaries, to help them assist their patients in drug card enrollment decisions. The
products include brochures, articles, and journal ads in major medical publications
including the New England Journal of Medicine and the Journal of the American
Pharmacists Association. For states, (including territories and the District of Colum-
bia), and stakeholders, CMS will sponsor a variety of listening sessions and open
door forums to make the latest drug card developments available nationwide. For
example, we hosted in-person trainings at the Drug Card Kickoff Conference on
April 7–8 and the National SHIP Conference on May 24–25, where CMS staff pro-
vided technical assistance and support. We will continue to work with our partners
to give beneficiaries the personalized information they need to make an informed
decision about the voluntary drug card, and to begin lowering their drug bills now.
By following the steps I’ve outlined above, beneficiaries can get the facts they need
to get the most out of this program, and to start saving, in a matter of minutes.

CONCLUSION

The Medicare-approved drug discount card program provides an unprecedented
opportunity for beneficiaries to band together to get lower negotiated prices, and to
find the best deals through large-scale public reporting of prescription drug prices.
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On June 1, 2004, this voluntary card program began providing assistance by low-
ering prescription drug costs for Medicare beneficiaries as an interim step until the
new Medicare drug benefit takes effect on January 1, 2006. We recognize the special
importance of the discount card program coupled with the low-income credit to
lower-income beneficiaries, who have had to struggle with drug costs and the costs
of other basic necessities for too long. But all this is starting to change now. Thank
you again for this opportunity. I look forward to answering any questions you might
have.

RESPONSE TO A QUESTION FROM SENATOR GRAHAM

Question: Could you ask that question and let us know in writing when you expect
that report?

Answer: The HHS Office of Inspector General (OIG) released that report July 6,
2004.

RESPONSE TO A QUESTION FROM SENATOR GRASSLEY

Question: There is quite a bit of background noise surrounding the Medicare-ap-
proved drug discount card program. We are even hearing reports that scam artists
are using this opportunity to exploit and prey upon older Americans and people with
disabilities that stand to benefit from the program. What are you doing to minimize
confusion and ensure that Medicare beneficiaries have clear, accurate information
to make an informed choice about the discount drug card that will be of most help?

Answer: In the months since the passage of the Medicare Modernization Act, CMS
has moved with unprecedented speed to get the discount drug card program up and
running. With an undertaking of such magnitude, there is going to be a learning
curve, as we find out what works and what does not. Despite the inevitable bumps
in the road, we are making progress, and I am very pleased with where we stand.
When drug card sponsors began marketing their cards May 3, we did recommend
to beneficiaries that they take time to make their decision, as detailed information
about the drug prices for all cards was not yet available. More information was
added throughout the month, and since the end of May the CMS’s message to people
with Medicare, particularly those with low incomes and without prescription drug
coverage, is to take advantage of real savings on their prescription medicines by
signing up for the Medicare-approved drug discount cards. Enrollment in the drug
card can be a simple process. As we have emphasized in our educational materials
provided to beneficiaries, as well as in materials to those counseling beneficiaries,
help is available 24 hours a day, 7 days a week by calling 1–800–MEDICARE. When
beneficiaries call, they just need to know their zip code and information on the
drugs they take. If they think their level of income qualifies them for the $600 an-
nual credit, they can provide that information as well. Beneficiaries can also get in-
formation on the subset of cards that most interest them. For example, they can tell
the representative at 1–800–MEDICARE other preferences they may have, such as
their preferred pharmacy or whether they are interested in low-cost or no-cost cards.
The program also provides 7 million low-income beneficiaries with additional dis-
counts and a $600 credit this year and next year on their drug card. These features
add complexity to the management of the program, but we have structured the pro-
gram to allow qualifying seniors to access the benefit as simply as possible. Please
be advised that CMS is making every effort to ensure that eligible Medicare bene-
ficiaries are able to access the $600 transitional assistance. The Social Security Ad-
ministration has sent letters to Medicare beneficiaries with incomes estimated to be
at or below 135 percent of the federal poverty level providing guidance regarding
how to select a drug card and apply for the $600 credit. Also, CMS has allowed
SPAPs to auto-enroll their membership into the transitional assistance program for
the $600 credit. Currently, seven states are taking advantage of this auto-enroll-
ment option. These states include Connecticut, Maine, Massachusetts, Michigan,
New Jersey, New York, and Pennsylvania. Further, CMS is partnering with leading
non-profit organizations, such as Access to Benefits Coalition, to educate low-income
beneficiaries on the drug card program. The Coalition’s objective is to enroll at least
5.5 million low-income beneficiaries for the $600 credit by the end of 2005. CMS has
also provided additional funding to State Health Insurance Assistance Programs
(SHIPs) to provide one-on-one assistance with the drug card and transitional assist-
ance enrollment. The CMS remains vigilant in overseeing the program and working
with outside groups to protect beneficiaries. CMS has taken several steps in order
to oversee and prosecute fraud under the program. CMS has several means of edu-
cating our beneficiaries on how to identify fraudulent activities under this program.
This is accomplished through media and 1–800–MEDICARE scripts informing bene-
ficiaries on actions they may take if they feel threatened by a caller or door-to-door

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00099 Fmt 6601 Sfmt 6621 95479.000 SFINANC2 PsN: SFINANC2



96

salesman who may be falsely advertising a drug card program. Beneficiaries have
also been advised to contact local authorities and/or the Office of Inspector General
(OIG) fraud hotline (800–HHS–TIPS) to report fraudulent activities.

RESPONSES TO QUESTIONS FROM SENATOR BAUCUS

Question 1: To date, over 70 Medicare discount cards are available to Medicare
beneficiaries enrolled in the traditional fee-for-service program. Having so many dis-
count card options has caused significant confusion and frustration among seniors.
Why did the Administration approve 73 card sponsors? Did CMS turn down any
card sponsors, or were all applicants accepted?

Answer: Because the Medicare-approved drug card sponsors are competing for
beneficiaries, they have a real incentive to negotiate and pass on savings in the form
of the lowest possible prices for the drugs that their beneficiaries need. In a discount
program like this one, the best way for cards to generate revenue is by providing
attractive prices on the drugs that beneficiaries want, so that beneficiaries use the
cards to fill their prescriptions. In addition, providing a number of card programs
enables beneficiaries to have choices based on the drugs they need and the phar-
macies that are closest to them. The cards need to offer savings and service, and
we will be monitoring card programs to make sure beneficiaries get both. Thus, to
succeed in holding onto its enrollees, and in building up its client base for when the
drug benefit becomes available in 2006, a card must offer consistently good deals
and consistently reliable service to beneficiaries.

Most applicants were accepted as drug card sponsors. Only a few were not accept-
ed as they did not meet the requirements as specified in the solicitation.

Question 2: Five of the discount cards are not engaged in marketing and enroll-
ment activities. Why were these cards approved to participate in the drug card pro-
gram? Did CMS know in advance that these sponsors did not plan to be active?

Answer: These cards were approved to participate in the drug card program be-
cause they met the requirements as specified in the solicitation. CMS did not know
in advance that these sponsors did not plan to be active. They became inactive as
a result of technical issues with their card programs.

Question 3: CMS expected 7.3 million Medicare beneficiaries to enroll in the drug
card in 2004. To date, only about 2.9 million have enrolled, and over 80 percent of
those enrolled have been signed up automatically through a managed care plan. Of
the 7.3 million expected enrollees, how many did CMS anticipate would come from
traditional Medicare?

Answer: Currently, (as of August 1, 2004) 4 million individuals are enrolled in the
drug card. In our impact analysis we did not estimate the number of enrollees that
would come from traditional Medicare. We only estimated the number of low-income
and non-low-income enrollees that would enroll in the card.

Question 4: Do you think enrollment in the drug card program would be higher
if the number of options were limited, say, to a handful of manageable options?

Answer: We do not believe that this would be the case. As for why we chose to
have numerous card programs, see Answer to Question 1 under Senator Baucus.

Question 5: It was recently reported that a significant portion of the potential sav-
ings from the Medicare drug cards has been wiped out in the last year by drug price
inflation. Can you comment on that assertion? If true, what can CMS do to prevent
further erosion of savings?

Answer: Pharmaceutical prices have been rising at a steeper rate than overall in-
flation for a number of years now, even before the Medicare prescription drug dis-
count card program was even conceived. Currently, beneficiaries without any cov-
erage pay out of pocket at the going rate, which may fluctuate up and down. Card
sponsors negotiate specific discounts off of that going rate, known as the average
wholesale price (AWP) and pass them on to beneficiaries. Although the AWP may
float up and down in response to labor and ingredient price changes, the discounts
negotiated by the card sponsors cannot change, unless the sponsor can demonstrate
to CMS that they have good cause to do so. Absent the card, beneficiaries would
always be paying the going price. The cards insulate them from having to pay that
full price.

Question 6: How do the discounts available through the Medicare-endorsed drug
cards compare to discounts that are available through non-Medicare discount cards?
The Medicare discounts appear to be 10–15 percent of brand-name drugs. Is this
significantly better than the rate of discount for other, commercially available dis-
count cards?

Answer: Despite other non-Medicare discount cards being available, consumers,
especially Medicare beneficiaries, are still in need of greater discounts on prescrip-
tion drugs. In the drug card program, we utilize the power of the marketplace to
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negotiate lower prices. The program is allowing beneficiaries without good drug cov-
erage to band together to negotiate lower prices from drug manufacturers, similarly
to individuals when they enroll in public and private insurance plans. Also, by list-
ing drug prices on the Price Compare website, drug cards are competing with each
other to give beneficiaries the best prices. The discounts available through the Medi-
care-approved drug cards allow enrollees many choices and therefore the flexibility
to choose a card that best fits their individual needs while receiving significant dis-
counts.

Because the Medicare-approved drug discount card programs are competing for
beneficiaries, they have a real incentive to negotiate and pass on savings in the form
of the lowest possible prices for the drugs that their beneficiaries need. In a discount
program like this one, the only way that cards can generate any revenue is by pro-
viding attractive prices on the drugs that beneficiaries want, so that beneficiaries
use the cards to fill their prescriptions. The cards need to offer savings and service,
and we’re going to be taking steps like these to make sure beneficiaries get both.
Thus, to succeed in holding onto its beneficiaries, and in building up its client base
for when the drug benefit becomes available in 2006, a card must offer consistently
good deals and consistently reliable service to beneficiaries.

In recent months, we have conducted studies that show evidence of the drug card
providing significant savings especially for low-income beneficiaries:

• Between 11 to 18 percent off the retail prices that the average Americans pays,
and even greater discounts of 30 to 60 percent or more on generics;

• More than 20 percent in many cases for mail-order drugs—these savings are 7
to 24 percent lower than prices at popular U.S. Internet pharmacies; and

• From 32 to 86 percent over the national average retail pharmacy prices on
brand-name drugs, for low-income beneficiaries using drug cards with the best
prices, the $600 transitional assistance, and the additional manufacturer dis-
counts.

Question 7: CMS has long stated that the drug card will allow seniors’ buying
power to be harnessed, pooled into an entity to command large discounts from drug
manufacturers. Given the scant enrollment so far—combined with the vast number
of card options available—do you think this premise is still valid? Would the dis-
counts the cards are able to provide be greater if CMS had restricted the number
of card sponsors and selected sponsors in part by their ability to secure discounts?

Answer: Under the Medicare prescription drug discount card program, we have
seen consistent discounts off of prices available to all Americans on brand and ge-
neric drugs. Our data indicate that prices have fallen since the inception of the pro-
gram, and we anticipate that the competition among card programs will continue
to put downward pressure on these prices. Also, see answer to Question 6 above.

Question 8: The law does not require drug card sponsors to provide a minimum
discount to beneficiaries. Instead, the statute says, ‘‘Each drug card sponsor offering
an endorsed discount card program shall pass on to beneficiaries negotiated prices
on covered discount card drugs, including discounts negotiated with pharmacies and
manufacturers.’’ What percent of card sponsor savings from drug manufacturers are
passed along to beneficiaries? Is CMS satisfied that card sponsors are fully and ac-
curately reporting discount, rebate and other pricing information?

Answer: CMS is monitoring drug prices including the amount of discounts and re-
bates that are being passed onto enrollees. While specific numbers are not available
at this time on the percentage of card sponsor savings from drug manufacturers
that are passed along to beneficiaries, numerous studies have demonstrated real
savings for beneficiaries. In recent months, we have conducted studies that show
evidence of the drug card providing significant savings especially for low-income
beneficiaries:

• Between 11 to 18 percent off the retail prices that the average Americans pays,
and even greater discounts of 30 to 60 percent or more on generics;

• More than 20 percent in many cases for mail-order drugs—these savings are 7
to 24 percent lower than prices at popular U.S. Internet pharmacies; and

• From 32 to 86 percent over the national average retail pharmacy prices on
brand-name drugs, for low-income beneficiaries using drug cards with the best
prices, the $600 transitional assistance, and the additional manufacturer dis-
counts.

Question 9: What lessons has CMS learned from the implementation of the dis-
count card program that can be applied to its efforts to implement the Part D drug
benefit in 2006?

Answer: The discount card program has offered us many lessons to prepare CMS
for the implementation of the drug benefit in 2006. Specifically, we have refined the
process for beneficiary outreach to ensure they know about and are able to choose
and enroll in a drug card that is best for them. We have strengthened our relation-
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ships with community organizations in an effort to educate and help to enroll bene-
ficiaries in the drug card program. We believe this experience will be invaluable as
we begin outreach to beneficiaries on the drug benefit. In addition, we have become
familiar with the operations of the drug industry and how to design a program for
seniors that will provide savings on prescription drugs. As we develop the drug ben-
efit, we look forward to working with you.

Question 10: Secretary Thompson has been quoted as saying that the $600 low-
income assistance is ‘‘too good a deal to leave this money on the table.’’ While true,
it seems that many seniors eligible for the low-income subsidies are not enrolled.
The Medicare law gives the Administration discretion to allow automatic enrollment
of certain low-income beneficiaries, including beneficiaries enrolled in Medicare Sav-
ings Programs, into the Medicare discount card program, and thus the $600 transi-
tional assistance. Are there any new developments regarding whether the Adminis-
tration plans to allow automatic enrollment?

Answer: CMS is still auto-enrolling individuals in SPAP programs and Medicare
Advantage (MA) programs. We think auto-enrollment is a very efficient and effec-
tive way to ensure that beneficiaries who can benefit from this program will be en-
rolled. We are examining the possibility of building off of our auto-enrollment expe-
rience to facilitate enrollment for certain low-income people with Medicare.

Question 11: During the month of May, beneficiaries faced very long wait times
to talk to a representative on 1–800–MEDICARE. Wouldn’t you agree that these
waiting times were predictable, given the media deluge and mass mailings associ-
ated with the card program? Shouldn’t CMS have expected a significant increase in
call volume and expanded the number of call representatives before the month of
May to avoid problems?

Answer: The initial days of operation for this new program were extraordinarily
busy times for us. During the first few days of May, we averaged 400,000 calls to
1–800–MEDICARE each day. This is an extraordinary call volume for one week,
particularly when you consider that we had 6 million calls the ENTIRE YEAR of
2003. Because we did expect a large call volume, we prepared by expanding the
number of call representatives. However, we do not believe that we could have pre-
dicted such an unprecedented call volume as occurred. Because of the unprecedented
volume, many callers could not get through, some calls were dropped, and many
beneficiaries could not get the information they needed in a timely way—all of
which are unacceptable under our high customer service standards in Medicare. We
have staffed up and now have 3,000 customer service representatives, and we con-
tinue to look for the best ways to get the information people want to them in a time-
ly and effectively manner.

Question 12: How did CMS award the contract for establishing the comparative
website? Was this a competitively bid contract?

Answer: The contract was not competitively bid. The contract was awarded in ac-
cordance with Federal Acquisition Regulations.

Question 13: The price comparison database on medicare.gov has been lauded as
a great tool to help seniors pick the drug card that is right for them. However, there
have been complaints that the site is cumbersome and confusing, and that the infor-
mation on the website is inconsistent with information given over the phone. Has
CMS sought any feedback from seniors who have tried to use the site? What efforts
will CMS make to improve the usefulness and user-friendliness of the site?

Answer: We have received much positive feedback from people with Medicare at
various Town Hall meetings across the country and through on-line site surveys
about how helpful the website has been in helping them choose a drug card. CMS
has made several enhancements to the website. For example, some of the steps we
have taken include adding information on manufacturer wrap around programs and
links to enrollment forms, reorganizing the site to make it more user friendly, in-
cluding a worksheet to help compare drug costs among cards, and making the infor-
mation on ‘‘What you will need to get started’’ more prominent on the PDAP home
page. And we continue to make enhancements weekly based on feedback.

Question 14: There have been reports that 20 of the 73 drug card sponsors have
a history of health care fraud at either the state or federal level. Can you explain
why these companies were considered eligible to participate in this program and
what precautions, if any, CMS has taken to protect beneficiaries who enroll in their
drug card programs?

Answer: We continue to fervently monitor drug card sponsors for fraud. It is im-
portant to note that an allegation of fraud is not sufficient to deny an entity the
opportunity to contract with CMS. CMS has taken steps to protect beneficiaries
from unethical card sponsors through its application review and contracting proc-
esses. CMS conducted its review of each applicant’s business integrity in a manner
consistent with regular DHHS contracting standards. Generally, those standards
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prohibit CMS from contracting with entities listed on the Office of the Inspector
General’s exclusion list or the General Accounting Office’s debarment list. CMS
made certain that none of the applicants or their key subcontractors appeared on
either of those lists. As part of their application for the Medicare endorsement, po-
tential card sponsors were required to submit a description of any past or pending
legal action concerning health care and/or allegations of fraud, misconduct, or mal-
feasance within the last three years. CMS reviewed that information, as well as rel-
evant databases to determine whether a sponsor had been subject to a criminal con-
viction or civil judgment related to health care fraud. Contracts with sponsors in-
clude provisions that require CMS to be given notice by sponsors when they have
reason to believe they are under investigation by a government agency or financial
institution on a matter relating to health care fraud. The contract also requires a
card sponsor to notify CMS when it has been the subject of a criminal conviction
or civil judgment on a matter relating to fraudulent activities or is sanctioned by
any federal program involving health care. Finally, the contract authorizes CMS to
terminate immediately the approval of any card sponsor upon the card sponsor’s de-
barment or suspension from any federal program.

Question 15: There have been multiple reports of fraudulent activities sur-
rounding the roll-out of the drug card. For example, seniors report receiving calls
from card ‘‘sponsors’’ asking for personal financial information. Additionally, CMS
has recently asserted that the agency, together with the OIG, will be monitoring
drug prices to make sure that card sponsors are not raising prices without cause
and that discounts are passed on. But at the same time, OIG’s budget is flat-funded,
and CMS does not propose giving the OIG any funding from the $1.0 billion in the
Medicare bill. Why not?

Answer: We do not believe that the MMA appropriation gives us the authority to
use the $1.0 billion for work done by OIG. It is appropriated solely for CMS imple-
mentation activities. We support increased funding for OIG, but we need to work
on a different source for that funding.

Question 16: Chairman Grassley and I wrote to Secretary Thompson in January
of this year, asking for a detailed plan for the spending of the $1 billion appro-
priated to CMS for implementation of the Medicare prescription drug bill. In the
same letter, we asked that at least $25 million of the $1 billion be dedicated to fund-
ing the Office of Inspector General’s program integrity efforts. It seemed to us that
$25 million was an excellent investment to preserve $400 billion. We have never re-
ceived a response to our letter. My staff was told that a detailed plan for spending
the $1 billion would be finalized after you were confirmed as Administrator. No such
plan or budget has been made available. Moreover, I understand that the Inspector
General’s office has not received an additional dollar to begin to undertake new pro-
gram integrity efforts. In fact, they are losing positions. Can you please reassure
us and explain why, under these circumstances, we should not be concerned about
CMS’ ability to run this new program? When will CMS submit to Congress a de-
tailed spending plan of the $1.0 billion?

Answer: We are now reviewing our original estimates for the $1 billion spending
plan as we enter into fiscal year 2005. I have directed staff to review our needs and
align funds with the priorities we have set to fully implement the provisions of the
Act in the most cost effective and efficient way to administer the new law with the
funds available. As we have done in the past, CMS will be happy to brief the com-
mittee on our updated plans and answer any questions.

I’d like to provide you with the most recent information related to CMS’ Medicare
Prescription Drug Discount Card spending.

As of September 2, 2004 CMS has expended $138.5 million to implement the drug
card program. This spending represents all activities related to the program, which
include education and outreach, information technology, research, and other con-
tracts. CMS will expend additional money in fiscal year (FY) 2005 for monitoring
activities, appeals, and comparison website. The amounts for each major function
are:
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Our implementation strategy has included several steps in order to oversee and
prosecute fraud under the program. CMS continues to work closely with the Office
of Inspector General, other law enforcement agencies and our contractors to monitor
and oversee the drug card program and our other new program expansions. We are
also educating our beneficiaries on how to identify fraudulent activities under this
program. This is accomplished through media and 1–800–MEDICARE scripts in-
forming beneficiaries on actions they may take if they feel threatened by a caller
or door-to-door salesman who may be falsely advertising a drug card program. Bene-
ficiaries have also been advised to contact local authorities and/or the Office of In-
spector General (OIG) fraud hotline (800–HHS–TIPS) to report fraudulent activities.

As we have done in the past, CMS will be happy to brief the committee on our
updated plan and answer any questions.

Question 17: I understand that CMS has completed writing the proposed rules to
implement Title I and Title II of the Medicare bill and that these regulations have
been sent to OMB and the White House for clearance before publication. When can
Congress expect to see the proposed rules? Some have expressed concern that the
Administration may purposely delay publication of the proposed rule until after the
November election. Or that the administration will soon publish a broad policy out-
line of the provisions, but without significant detail—and then publish an interim
final rule with more detail following the election. A delay in publication of the rules,
or an attempt to play games with the publication of regulations, would be extremely
unfortunate and would negatively affect implementation of the bill. Detailed regula-
tions should be published as soon as possible to ensure that the federal government
and all stakeholders are prepared for January 1, 2006. Is there any truth to these
rumors?

Answer: We anticipate the final regulations being published early 2005. The pro-
posed regulations are available on the CMS website and the regulations have been
published in the Federal Register. There will be a comment period of 60 days after
the publication date until October 4, 2004. Information on where comments should
be sent is also included in the Federal Register.

RESPONSES TO QUESTIONS FROM SENATOR DASCHLE

Question 1: At last week’s hearing, we discussed the issue of whether beneficiaries
could have their food stamps reduced as a result of the discount program. At the
hearing, you assured me this was not the case. Since the hearing, the Department
of Agriculture has reversed its position that would have allowed food stamp benefits
to be reduced and issued a revised policy, but we have not yet seen the details. How
will the new policy work?

Answer: OMB issued guidance to all federal agencies that administer programs
that may be affected by the drug card transitional assistance. Programs like food
stamps, subsidized housing and home heating assistance are based on a person’s in-
come and assets, and an additional $600 credit available to someone might preclude
them from eligibility in such a program or could affect the amount of the benefit
they receive until the $600 is exhausted. Under the new law, Medicaid benefits may
not be delayed or disapproved because a beneficiary has a discount drug card that
may yield savings on medical expenses. Any discount received and any portion of
the $600 credit used must be treated as if the person had actually spent the money
out of their own pockets when being evaluated for state ‘‘medically needy’’ program
eligibility, CMS’ guidance to states says. Also, no portion of the $600 credit can be
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counted as an asset or resource for purposes of Medicaid eligibility. That means that
a Medicare beneficiary who has a discount card and is receiving the credit and later
applies for Medicaid benefits, does not have to spend the credit before Medicaid will
be awarded or pay for prescription drugs. Because the policy is effective as of June
1, 2004, states will be instructed to reopen cases that may have been decided before
the guidance was issued.

Question 2: In addition to the low-income beneficiaries who are enrolling through
their state programs, I have heard that some Medicare beneficiaries have applied
for the transitional assistance but have not yet received confirmation that they qual-
ify and have not received their cards. Is this the case? If so, how many such bene-
ficiaries are there? Given the low overall enrollment in the card program, what is
the reason for this delay? What are you doing to ensure their applications are expe-
dited? Have delays in receipt of cards been typical? What is the average wait time
between submitting applications for transitional assistance and receiving a card?

Answer: There have been isolated incidents where beneficiaries were delayed in
receiving their Medicare-approved discounts cards. However, there are no specific
numbers on this issue. Each of these complaints was investigated by CMS staff, and
the highest priority is placed on assisting these beneficiaries to receive their cards
in an expedited manner. In many cases, sponsors provided beneficiaries temporary
ID numbers over the telephone that the beneficiary would use at the pharmacy at
the point of sale. In many cases, sponsors were asked to send beneficiaries their
cards through overnight delivery. CMS monitors these complaints, and, to the ex-
tent there is a pattern of deficiency with any specific card sponsor, corrective action
steps are taken against that sponsor to resolve the problem. Every effort is taken
to ensure beneficiaries receive their cards in an expedited manner and to have cards
in beneficiaries’ hands on their effective dates, on the first day of the following
month in which the application is received by the sponsor. However, due to unavoid-
able processing timeframes, which include the receipt and processing of the applica-
tion, and receipt of CMS eligibility confirmation, there may be a slight delay in pro-
viding the card to the beneficiary prior to the effective date, particularly for those
beneficiaries who apply near the end of the month. However, most sponsors appear
to be providing beneficiaries cards within reasonable timeframes.

Question 3: You have indicated that you are compiling data on enrollment in the
drug card program by state. Please provide any state-specific data you have for
South Dakota.

Answer: As of August 1, 2004, about 4 million beneficiaries are currently enrolled
in the drug card program. State-specific drug card enrollment data are not available
as of yet but we plan to release this information soon.

Question 4: The General Accounting Office recently concluded that the video news
releases your agency produced on the Medicare reform law, the prescription drug
benefit, and the drug card program violated the law. What plans do you have to rec-
tify that situation?

Answer: The video news release is no longer being used. Should we choose to use
this type of communication tool in the future we will ensure that attributions are
clear and complete.

RESPONSES TO QUESTIONS FROM SENATOR ROCKEFELLER

Question 1: According to the West Virginia Bureau of Senior Services, seniors that
attempt to use 1–800–MEDICARE to obtain information about the discount cards
are experiencing extremely long wait times, being disconnected, and having to deal
with poorly trained operators. What is CMS doing to improve the availability of
trained professionals to address seniors’ questions and concerns about the discount
card program?

Answer: CMS has approximately 3,000 customer service representatives (CSRs)
available to answer 1–800–MEDICARE inquiries. The CSRs have been trained on
1–800–MEDICARE inquiries and each week refresher training is conducted at the
1–800–MEDICARE call centers. In addition, the 1–800–MEDICARE contractor con-
ducts quality assurance/quality call monitoring on every CSR each month. Due to
a telecommunications failure on August 21, 2004, some callers to 1–800–MEDI-
CARE experienced a wait time to speak with a customer service representative. The
1–800–MEDICARE contractor worked with the telecommunications provider to
quickly identify and correct the failure. With the exception of this incidence, callers
to 1–800–MEDICARE are not currently experiencing wait times to speak with a
customer service representative. The average time to handle a call is about 10 min-
utes and 30 seconds.

Question 2: How do the discounts available through the Medicare-endorsed drug
cards compare to discounts that are available through non-Medicare endorsed dis-
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count cards, such as West Virginia’s Golden Mountaineer Card? Are seniors able to
use either the hotline or website to compare the prices of Medicare-approved cards
to non-Medicare approved cards available in their states?

Answer: CMS studies did not compare discounts available through the Medicare-
approved drug cards with discounts available through the non-Medicare drug cards.
However, an individual can have one Medicare-approved card along with as many
non-Medicare cards as he/she wishes and use whichever card will provide the best
discount on a specific prescription.

The 1–800–MEDICARE hotline and the price comparison website only allow for
comparisons for Medicare-approved discount drug cards. However, an individual can
compare prices of drugs they will get with non-Medicare approved cards—obtained
from other sources such as information that drug card entity has released—with
prices of drugs on Medicare-approved drug cards obtained from the website and the
hotline.

Question 3: What type of outreach is CMS using to reach low-income beneficiaries
who are eligible for transitional assistance?

Answer: A number of mailings have been completed. These include a mailing from
the Social Security Administration of approximately 19 million notices about the
availability of the $600 transitional assistance to low-income beneficiaries. These no-
tices were sent in English and Spanish and provide information on enrollment in
the drug card program along with 1–800–MEDICARE and www.medicare.gov infor-
mation. CMS has mailed a bi-fold mailing introducing the Medicare Approved Drug
Discount Cards to 35.5 million households. Copies in English and Spanish have
been shipped to partners and the American Library Association for distribution to
local libraries. We are working with the United Way to electronically distribute to
its member organizations. In addition to these mailings, English and Spanish
versions of ‘‘The Facts about Medicare Approved Drug Discount Cards’’ have been
posted on the website. A 36-page booklet entitled, ‘‘Guide to Choosing a Medicare-
Approved Drug Discount Card Booklet,’’ in English, Spanish, Braille, Audiotape, and
Large Print versions, has also been posted on the website and is available, by re-
quest, to those calling 1–800–MEDICARE. In addition to these, Secretary Thompson
has begun an initiative that will target enrolling low-income seniors and persons
with disabilities in the Medicare-approved drug discount card program. To help in
the enrollment effort, HHS is making an additional $4.6 million available to orga-
nize and fund community-based organizations to help low-income beneficiaries learn
about the drug card program and how to enroll. These funds are in addition to the
$21 million previously made available to the State Health Insurance Assistance Pro-
grams (SHIPs), which provide one-on-one assistance to Medicare beneficiaries
through trained volunteer counselors who are provided training from CMS.

Question 4: Families USA released a report last week, which states that the prices
of the 30 brand-name drugs most often used by seniors increased by 6.5 percent last
year. That increase negates much of the potential savings that seniors have been
promised under the Medicare drug discount cards. What is CMS doing to prevent
further erosion of savings for seniors?

Answer: Pharmaceutical prices have been rising at a steeper rate than overall in-
flation for a number of years now, even before the Medicare prescription drug dis-
count card program was even conceived. Currently, beneficiaries without any cov-
erage pay out of pocket at whatever the going rate is, which may fluctuate up and
down. Card sponsors negotiate specific discounts off of that going rate, known as
the average wholesale price (AWP) and pass them on to beneficiaries. Although the
AWP may float up and down in response to labor and ingredient price changes, the
discounts negotiated by the card sponsors cannot change, unless the sponsor can
demonstrate to CMS that they have good cause to do so. Absent the card, bene-
ficiaries would always be paying the going price. The cards insulate them from hav-
ing to pay that full price.

Question 5: Drug card sponsors are allowed to change the drugs they cover and
the discounts they offer on a weekly basis. This could have a dramatic effect on sen-
iors who depend on specific drugs or who were expecting a specific discount when
they signed up for a particular card. Why are seniors locked into a particular card
for a year, when card sponsors can change what they are offering from week to
week?

Answer: The Medicare-approved drug card is a fundamental change in Medicare;
for the first time Medicare beneficiaries can band together and use their purchasing
clout to secure low prices on drugs. Drug card sponsors need to enroll lots of bene-
ficiaries so they can secure the best discounts for their enrollees. Furthermore, they
are working to build a customer base so they will be in a competitive position when
the drug benefit begins in 2006. As a result, sponsors have little incentive and we
do not anticipate that sponsors will raise prices or stop offering drugs (i.e., change

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00106 Fmt 6601 Sfmt 6621 95479.000 SFINANC2 PsN: SFINANC2



103

their formularies) as this would cause sponsors to lose business now and in 2006.
Further, all drug card sponsors are required to cover at least one drug in the 209
classes of covered drugs so that a Medicare beneficiary will always have access to
a medication for most medical conditions. After choosing a drug card, Medicare
beneficiaries may switch their drug card during the enrollment period of November
15–December 31, 2004. So, they are only locked in for part of 2004. Also, many card
sponsors will have open formularies, which means that beneficiaries will have ac-
cess to any drug. Drug card sponsors should provide this information in their initial
enrollment packages to beneficiaries. Finally, beneficiaries should remember that
there are many cards with low fees, or no fee at all, so we hope the cost to them
is minimal.

Question 6: There have been reports that 20 of the 73 drug card sponsors have
a history of health care fraud at either the state or federal level. Can you explain
why these companies were considered eligible to participate in this program given
their history of fraudulent activity?

Answer: We continue to fervently monitor drug card sponsors for fraud. It is im-
portant to note that an allegation of fraud is not sufficient to deny an entity the
opportunity to contract with CMS. CMS has taken steps to protect beneficiaries
from unethical card sponsors through its application review and contracting proc-
esses. CMS conducted its review of each applicant’s business integrity in a manner
consistent with regular DHHS contracting standards. Generally, those standards
prohibit CMS from contracting with entities listed on the Office of the Inspector
General’s exclusion list or the General Accounting Office’s debarment list. CMS
made certain that none of the applicants or their key subcontractors appeared on
either of those lists. As part of their application for the Medicare endorsement, po-
tential card sponsors were required to submit a description of any past or pending
legal action concerning health care and/or allegations of fraud, misconduct, or mal-
feasance within the last three years. CMS reviewed that information, as well as rel-
evant databases to determine whether a sponsor had been subject to a criminal con-
viction or civil judgment related to health care fraud. Contracts with sponsors in-
clude provisions that require CMS to be given notice by sponsors when they have
reason to believe they are under investigation by a government agency or financial
institution on a matter relating to health care fraud. The contract also requires card
sponsors to notify CMS when it has been the subject of a criminal conviction or civil
judgment on a matter relating to fraudulent activities or is sanctioned by any fed-
eral program involving health care. Finally, the contract authorizes CMS to termi-
nate immediately the approval of any card sponsor upon the card sponsor’s debar-
ment or suspension from any federal program.

RESPONSES TO QUESTIONS FROM SENATOR LINCOLN

Question 1: In Arkansas, Medicaid has a limited drug benefit for the poorest of
the poor. Three prescriptions a month are covered for someone making less than
$9,300 a year with assets less than $2,000.

An elderly gentleman called my office the other day and said he is on Medicaid,
but it is covering only three of the eight prescription drugs he needs. Yet, because
he has Medicaid coverage, he isn’t eligible for the drug discount card or the $600
in transitional assistance. However, beneficiaries who have prescription drug cov-
erage through a Medicare-Advantage plan are eligible for the drug discount card
and the transitional assistance. I understand that CMS is supposed to make rec-
ommendations for changes in the drug discount card program as of today. Would
you recommend the $600 be coordinated with Medicaid, just as it is coordinated
with Medicare Advantage? Arkansas has no Medicare Advantage plans, but has
many poor seniors on Medicaid who would greatly benefit from an extra $600 a year
in drug assistance, given that the Medicaid drug coverage is so limited.

Answer: Unfortunately, by statute, individuals with Medicaid outpatient prescrip-
tion drug coverage are not eligible for the $600 in transitional assistance.

Question 2: Dr. McClellan, despite partisan differences over the new Medicare
law, I think both Democrats and Republicans agree that the most useful aspect of
the drug card program is the $600 in transitional assistance in 2004 and 2005 for
low-income seniors.

A couple weeks ago when you testified before the House Energy and Commerce
Committee, you said that automatic enrollment of beneficiaries in the Medicare Sav-
ings Programs ‘‘may be something we can work out if it turns out the other mecha-
nisms don’t work.’’ What are these other mechanisms, and when will you determine
if they’ve worked or not?

Six months from now on December 31, 2004, beneficiaries will lose access to $600
in transitional assistance that they can never get back. You obviously recognize that
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automatic-enrollment is an effective way to get beneficiaries the $600 in assistance
because you have allowed beneficiaries in Medicare Advantage and state pharma-
ceutical assistance programs to automatically-enroll. In fact, CMS says that 83 per-
cent of those who have enrolled in a drug card to date are Medicare Advantage
members who were automatically enrolled. Doesn’t it make sense to automatically-
enroll the 700,000 beneficiaries in Medicare Savings Programs because we already
know they qualify?

It seems that auto-enrollment is an effective tool, but beneficiaries in Arkansas
are left out because we don’t have Medicare Advantage plans, nor do we have a
state pharmaceutical assistance program. We do, however, have tens of thousands
of low-income seniors enrolled in Medicaid’s Medicare Savings Programs (QMBs and
SLMBs). You have the authority to automatically enroll them. This population of
seniors and people with disabilities is often very sick, and may have cognitive and
mental illnesses that make it hard to talk on the phone or use the Internet. Will
you automatically enroll them, and if so, when?

Answer: We appreciate your interest in enrolling the MSP population, and agree
that we need to do all we can to ensure that eligible beneficiaries are enrolled as
quickly as possible so they can obtain the drug coverage they need. We are currently
in the process of reviewing how to build off our experience and work with states
to facilitate the enrollment of MSP beneficiaries.

Question 3: Do you know where the auto-enrollees are located? If you don’t know
for sure, could you guess?

Answer: Connecticut, Maine, Michigan, New Jersey, New York, Pennsylvania and
Massachusetts have auto-enrolled low-income beneficiaries. In addition, Ohio and
Rhode Island are helping beneficiaries enroll in a drug discount card by sending pre-
filled out applications for the drug card to expedite the process for enrolling for
these individuals.
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PREPARED STATEMENT OF MARK MERRITT
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RESPONSES TO QUESTIONS FROM SENATOR GRASSLEY

Question 1: As you mentioned in your testimony, Pharmaceutical Benefit Man-
agers (PBMs) administer prescription drug plans for more than 200 million Ameri-
cans, including Members of this Committee who have a Federal Employee Health
Benefits Plan. Would you please explain how a PBM works?

Answer: Many purchasers—including health plans, self-insured employers, union-
sponsored plans, federal and state employee benefit programs, and state Medicaid
programs—rely upon PBMs to make prescription drugs more affordable and acces-
sible to consumers.

PBMs are the one entity in the drug supply chain dedicated to lowering the price
of prescription drugs. PBMs evolved from claims administration and mail-service
pharmacies to pharmaceutical administrators and care managers. Today, most
PBMs offer a range of sophisticated administrative and clinically based services that
enable them to manage drug spending for their clients by enhancing price competi-
tion and increasing the cost-effectiveness of the medications covered under client
health plans.

PBMs do not directly handle prescription medication (other then through their
mail-service pharmacies). Instead, they aggregate the buying clout of millions of en-
rollees through their client health plans, enabling plan sponsors and individuals to
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obtain lower prices for their prescription drugs through price discounts from retail
pharmacies, discounts and rebates from manufacturers of pharmaceuticals, and the
efficiencies of mail-service pharmacies. Held accountable by clients for their ability
to control drug spending, PBMs also provide purchasers with clinically-based serv-
ices designed to improve the safety and quality of pharmacy benefits. The following
is a list of tools and techniques PBMs use:
Strategies and tools

PBMs manage pharmacy networks by recruiting and credentialing pharmacies,
negotiating discounts from pharmacies for drug ingredients and dispensing services,
monitoring pharmacies for quality and customer service, auditing pharmacy records,
and providing technical support to pharmacies and pharmacists. Most PBMs estab-
lish a network of retail pharmacies with a broad geographic range.
Formularies

A formulary is a list of prescription drugs approved for coverage under a client’s
pharmacy benefits plan. It is up to the client to ultimately decide on the exact for-
mulary that will be used in conjunction with its benefits plan as well as the tech-
niques that will be applied to encourage formulary compliance. The primary consid-
erations in the development of a formulary are safety and clinical appropriateness.
PBMs use panels of independent experts, called Pharmacy and Therapeutics (P&T)
Committees, to develop their formularies. P&T Committees meet routinely to review
the drugs available in each therapeutic class. In cases where there are therapeuti-
cally equivalent drugs, the PBM will evaluate the most cost-effective alternative,
which will be recommended for placement on a client’s preferred drug list; enrollees
may be given incentives under the client’s plan design to choose the preferred drug
over more costly alternatives.
Generic substitution

It has been well-documented that generic substitution saves money and provides
equally beneficial therapeutic value to equivalent brand names. PBMs help phar-
macies recognize opportunities to dispense generic alternatives through real-time
electronic messaging. The ultimate authority for the medication prescribed for a pa-
tient rests with the physician or other appropriately licensed prescriber.
Mail-service pharmacies

Almost all PBMs offer a mail-service pharmacy. Such pharmacies primarily dis-
pense prescriptions for medications that are used on a continuing basis for long-
term illnesses or conditions. These pharmacies also provide many of the other serv-
ices provided by full-service retail pharmacies, such as consumer counseling and
physician information by licensed pharmacists.
Drug utilization review (DUR)

PBMs perform DUR at the point of sale and sometimes will also conduct retro-
spective DUR. Real-time computer link-ups between the pharmacy and the PBM in-
form the pharmacist almost instantly whether there are any DUR concerns before
dispensing the medication. This is particularly useful in detecting harmful drug
interactions, where one drug prescribed may react negatively to another drug cur-
rently taken by that patient. Retrospective DUR is conducted to detect patterns of
inappropriate prescription and utilization.
Disease and therapeutic drug management

PBMs provide disease management functions, where teams of professionals work
with providers and patients with chronic disease to provide them with self-manage-
ment tools, and education materials. These strategies have been proven effective
and, according to a recent study in the Archives of Internal Medicine, therapeutic
drug management served to increase the rate of achieving therapeutic goals for pa-
tients from 74 percent to 89 percent.
Electronic claims processing

Processing pharmacy benefit claims is a core activity of PBMs. About 98 percent
of pharmacy benefit claims are processed electronically, thus eliminating most of the
need for paper claims and retrospective adjudication. This real-time electronic inter-
change also allows for the PBM to interact with the pharmacist for quality and cost
management interventions.
Clinical prior authorization

Clinical prior authorization, a requirement for prior approval by the PBM of a
drug before it can be dispensed by a pharmacy, is intended to assure the appro-
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priateness and suitability of the prescribed medication for the specific individual, as
well as to control costs. It is used for only a small number of drugs.
Rebates

In addition to negotiating discounts with pharmacy networks, PBMs obtain dis-
counts on brand name drugs for their clients through arrangements with whole-
salers and through manufacturer purchase and rebate agreements. PBMs use var-
ious techniques, such as placement on a preferred drug list, to affect market share
and sales volume, and obtain better discounts, including rebates.

In conclusion, PBMs have made significant investments in the technology nec-
essary to process pharmacy claims and have developed considerable expertise in de-
veloping techniques that produce value in the pharmaceutical component of the
health delivery system. Bringing to bear the sizable buying clout of an aggregate
of thousands and sometimes millions of enrollees, PBMs at their most basic are able
to negotiate price discounts from retail pharmacies and wholesalers and rebates
from manufacturers. In recent years, PBMs have offered a range of services that
move them beyond the pharmaceutical benefit cost management into broader clin-
ical management.

Follow-up to Question 1: Do PBMs contract with companies that make lower-cost
generic drugs?

Answer: Yes, PBMs contract with many generic drug manufacturers and provide
access to a wide range of generic alternatives to more expensive brand name drugs.
In fact, larger PBMs with generic-based programs have increased generic use to 45
percent to 49 percent of their managed prescriptions.

The reason is that PBMs use generic-based programs which quickly move market
share from brand name to generic as soon as a generic comes on the market. A pro-
gram’s features may include lower copayments for generic use and even lower co-
payments still for generics purchased through mail order; offering physicians ge-
neric drug samples; and educating pharmacists and select patients as soon as a ge-
neric comes onto the market. The result of these programs is that the switch to
generics is much faster with PBM-administered prescription drug plans.

Typically, a generic can save a patient on the order of 40 percent to 60 percent
below the cost of a brand name drug.

Question 2: What internal checks and safeguards do the companies you represent
have in place to ensure that Medicare beneficiaries are able to access the dis-
counted, advertised prescription drug prices at the pharmacy counter?

Answer: When a PBM negotiates for a discounted price on a given drug with a
manufacturer, the discounted rate is conveyed to their retail pharmacy networks.
The pharmacy that participates in that specific card program agrees to provide the
drugs at the given discounted rate. When a beneficiary comes into a pharmacy that
accepts the card, the pharmacy processes the claim at the discounted rate under
that card program.

In addition, PBMs and pharmacies have very sophisticated interconnected claims
processing systems that provide this information accurately, at the point of dis-
pensing.

PBMs monitor and communicate with their network pharmacies and points of dis-
pensing very closely to make sure the discounted rates that are set by the card pro-
gram are the prices seniors pay at the pharmacy.

RESPONSES TO QUESTIONS FROM SENATOR BAUCUS

Question: As the President of the leading trade association for many, if not most,
of the drug discount card sponsors, why do you think that enrollment in the cards
is not as strong as many had anticipated?

Answer: The card program has only been up and running for less than a month,
and at last count has enrolled 3.7 million seniors, about 50 percent of what CMS
projected for 2004. 50,000 beneficiaries are enrolling per day. These numbers will
increase through the continuing outreach and education efforts, along with the fact
that more and more seniors will realize they can get significant savings on their
prescription drugs with a card.

Question: Do you agree with the statement that seniors are overwhelmed by the
complexity of the program and by the number of card options available?

Answer: See last response at bottom.
Question: Would having fewer choices—for example, limiting the number of drug

card sponsors to 3 or 5—encourage greater enrollment?
Answer: We think maximum choice, which currently exists in the program, among

a number of card sponsors benefits seniors by lowering the drug prices even further
as the cards compete among themselves to attract enrollees. In fact, what we have

VerDate 11-MAY-2000 15:09 May 24, 2005 Jkt 095484 PO 00000 Frm 00120 Fmt 6601 Sfmt 6621 95479.000 SFINANC2 PsN: SFINANC2



117

seen is prices continue to fall due to competition among many cards, competition
among manufacturers who want to ensure their prices are lower than their competi-
tors offerings, and among pharmacies who also want to ensure beneficiaries select
their services.

Question: In your opinion, what could be done to ease the complexity and ease
seniors’ concerns?

Answer: The card program is still in its infancy, and through educational and out-
reach activities conducted by CMS, card sponsors, consumer groups, and others, any
concern seniors have will be alleviated when they realize they can save 17 to 35
percent on their drug costs.

RESPONSES OF TOM SNEDDEN TO QUESTIONS FROM SENATOR GRASSLEY

Question 1: Do enrollees in the PACE program and the Medicare discount drug
card transitional assistance program have a cost-sharing requirement?

Answer: Some 110,000 PACE cardholders enrolled in the First Health/PACE
Medicare drug discount card with the transitional assistance will not have a cost-
share requirement while they are using the $600 credit. Their copayments and co-
insurances will be covered until the credit is exhausted.

However, an additional 30,000 PACE cardholders enrolled in a managed care plan
that is offering a Medicare drug discount card cannot be enrolled in the First
Health/PACE Medicare drug discount card. They must enroll in the managed care
plan’s Medicare discount card if they want a card. In this instance, the individuals
will have to pay copayments and/or coinsurances, according to the managed care
plan’s requirements.

Question 1a: How do you plan to address the issue of utilization control?
Answer: PACE uses a comprehensive set of mandatory point-of-sale pharmacy

edits to effectively manage enrollment utilization. PACE cardholders with a Medi-
care drug discount card will only be able to obtain a one-month supply of medica-
tions at a time, and the pharmacy reimbursement system will not permit an early
refill. In addition, reimbursement will not be permitted on medications that may be
contraindicated, prescribed off-label, or clinically inappropriate for the enrollee.

Question 1b: What assurance does Pennsylvania have that this type of arrange-
ment will be sustainable?

Answer: The pharmacy reimbursement system is a real-time, on-line system, in
which utilization review edits are activated at the point of service and are manda-
tory. In addition, PACE is working very closely with the pharmacy community to
ensure that they know the proper billing procedures for the Medicare drug discount
card.

Question 1c: Is there a formulary to help to contain cost and utilization of drugs?
Answer: PACE has an open formulary but effectively controls utilization through

a comprehensive set of mandatory point-of-sale edits and step therapy protocols.
Question 2: I understand that the state of Pennsylvania worked with a particular

drug card sponsor to create a discount drug card program that coordinated with its
PACE program. How has working directly with one particular drug card sponsor fa-
cilitated Pennsylvania’s ability to utilize auto-enrollment?

Answer: By utilizing the pharmacy benefit administrator for the PACE program,
First Health Services, as the Medicare drug card sponsor for PACE cardholders, we
were able to ensure that the enrollment in the drug discount card program was rel-
atively simple, optimal and transparent to our cardholders. We already had avail-
able to us the individual’s demographic and income information and did not have
to require them to complete a separate application form for the program. And, we
are also able to best manage the claims data to ensure that the provider community
experiences minimal inconvenience and optimal service levels.

Question 2a: Are you able to tell who does and does not have other drug coverage?
Answer: Yes, the PACE program receives other prescription coverage information

from various sources: Medicare Managed Care Plans, self-declaration from appli-
cants, and data exchanges with Medicaid and the state’s Retired Employee Health
Program.

Question 2b: What in your state law permitted you to auto-enroll beneficiaries?
Does this make you unique from other states?

Answer: When an applicant signs the enrollment form, they attest that the infor-
mation provided is true and correct and that they have read the Certification and
Authorization statements on the back of the form. Provision D of the Certification
and Authorization states the applicant must ‘‘hereby assign to the Commonwealth
of Pennsylvania, in the event of duplicate or overpayment, any right to drug benefits
which I may be entitled under any other plan of government assistance or insurance
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from any for-profit third party insurer.’’ This language permits PACE to obtain any
government benefits to which the applicant is entitled.

We are not unique from other states. New York and New Jersey, to name a few,
have also conducted auto enrollment for their beneficiaries.

RESPONSES TO QUESTIONS FROM SENATOR BAUCUS

Question 1: As the Director of Pennsylvania’s PACE program, you may have ex-
tensive experience in running a prescription drug program for low-income Medicare
beneficiaries. Based on your observations about the demographics and characteris-
tics of this group of seniors, what is the best way to ensure that low-income Medi-
care beneficiaries sign up for the $600 transitional assistance, and, when the time
comes, best take advantage of the Part D benefit?

Answer: Auto-enrollment! When the State Pharmacy Assistance Programs
(SPAPs) were authorized to conduct auto-enrollment into the Medicare drug dis-
count card, it eliminated significant barriers, such as requiring the beneficiaries to
complete an application form.

Question 2: What is the best way to communicate with these beneficiaries?
Answer: It has been our experience in the Pennsylvania PACE program that any

type of communication with the population we serve can be somewhat difficult and
confusing for the beneficiaries. In most cases, it is more beneficial to communicate
with the caregivers, physicians or pharmacists.

Question 3: What are some of the challenges in helping them adapt to changes
in a program, and what is the best way to communicate program changes with
them?

Answer: The largest challenge is to communicate in a way that the individuals
understand the message you are trying to convey. The population we serve, on aver-
age, has a tenth grade education level. Although we often think our message is sim-
ple and clear, it may not be understandable for them. Direct communication should
be kept to a minimum in an effort to reduce beneficiary consternation and anxiety.
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