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Introduction

Chairman Kohl, Ranking Member Lee, and Members of the Subcommittee, my name is George
Paz and | am the Chairman and Chief Executive Officer of Express Scripts, Inc. Express Scripts
is headquartered in St. Louis, Missouri and has more than 13,000 employees located in 13 states.

| wish to thank the subcommittee for the privilege to testify and share my perspective on why
and how the proposed merger of Express Scripts and Medco Health Solutions will be a win/win
for the nation’s patients and its public and private purchasers. Conversely, it is my hope that
today’s hearing will also make clear why failure to finalize and approve the merger will
eliminate one of the best prospects we know to secure safer, better and more affordable
pharmaceutical coverage and care for tens of millions of Americans.

Express Scripts is one of more than 40 pharmacy benefit managers, or PBMs, operating in the
United States. Every year, Express Scripts is hired by thousands of small businesses, Fortune
500 employers, Taft-Hartley funds, managed care plans, and state and local governments to
manage the pharmacy benefits for more than 50 million patients. Last year, our patients reported
a 95% satisfaction rating.

Clients appreciate what we do to help them provide cost-saving, medically appropriate
prescription drug coverage for American workers and families. Failure to produce savings and
value for our customers means they turn to our competitors or attempt to manage the costs
themselves. We are quite proud, however, that almost all of our clients “re-elect” us. Several of
our more widely known clients such as, Blue Cross Blue Shield of Northeast Pennsylvania, Blue
Cross Blue Shield of Massachusetts, MetLife and Lowes have contracted with Express Scripts
for more than a decade.

Express Scripts is a genuine American success story. We have grown rapidly over our 25-year
history, bringing innovation to the marketplace, driving out unnecessary or expensive spending
in the pharmacy benefit and making medicines safer and more affordable. Since being founded
in 1986, much has changed in the world. One overriding principle that forms the bedrock of our
company never wavered: our goals will always fully align with our clients’ needs. We are
successful when our clients save money.

Simply and most accurately put, we and our competitors in the PBM industry are successful
when our clients save money through lower employer and employee health premiums and/or
reduced out-of-pocket costs while at the same time enhancing safety and more positive medical
outcomes. To the extent we fail to deliver on that promise, we fail to retain and sustain our client
base and business model.

PBMs Lower Prescription Drug Costs for Consumers & Payers

At Express Scripts, we work hard on behalf of our clients to rein in high drug costs, improve
patient outcomes, advance the practice of pharmacy, and assist law enforcement in critical efforts
to stop fraud, waste and prescription drug abuse. With nearly four billion prescriptions filled in



the United States last year alone®, pharmacy is the most frequently used part of health care and
demands the sophisticated tools and expertise only PBMs can bring to bear.

Express Scripts’ fundamental mission is to make medicines safer, more affordable and more
accessible. PBMs make prescription drugs more affordable for clients by creating old-fashioned
American competition among brand-name and generic drug manufacturers as well as among
more than 60,000 chain drugstores, mass merchandisers, independent pharmacies, and grocery
pharmacies. We “ride the same horse” with our clients, helping them benefit directly from our
bargaining know-how and world-class clinical initiatives.

At a time when many Americans struggle to afford their medications, sometimes having to
choose between a rent check and the prescription to keep their diabetes under control, our role
has real meaning in the lives of so many. When a patient visits a pharmacy, she leaves with both
peace of mind and the right medication to improve her health and well-being. Whether a patient
realizes it or not, through our rapid and robust high-tech adjudication process, more than 100
safety checks occurred before she left the pharmacy. These safety checks avoid costly drug
interactions, contraindications, and other harmful medication errors. PBMs save lives and
deliver real value for millions of Americans every day.

PBM-Generated Competition Lowers Drug Prices

PBMs have had tremendous success in driving down prescription drug costs for patients and
payers. In doing so, PBMs have relied upon a wide range of tools and techniques, including
expanded access to less costly, medically appropriate generic drugs, step therapy programs, and
home delivery pharmacy. According to our data, Express Scripts members utilizing our full
complement of tools enjoy an additional annual average savings of over 11 percent per year.
These savings are in addition to the discounts from negotiating with drug makers, which average
27 percent below the average cash price consumers would pay at a retail pharmacy for brand
name drugs and 53 percent below the retail cash price for generic drugs.’

The decisions we make and the innovations we bring forward are rooted in the best clinical data
available anywhere in the world. A key tool PBMs rely upon to increase competition in the
prescription drug supply chain begins with a Pharmacy and Therapeutics (P&T) Committee.
Comprised of an independent group of highly-trained physicians and pharmacists, these panels
review every marketed prescription medication to ensure safety, clinical appropriateness, and
establish coverage parameters to guide formulary (the list of covered medications) development.
These P&T Committees are focused solely on the clinical benefit of these medicines and are not
involved in negotiations with pharmaceutical manufacturers, contracting with network
pharmacies, or any other aspect of a PBM’s business. The P&T Committee develops
independent, science-based clinical parameters consistent with best medical practices, which

! IMS Health. "Channel Distribution by Prescriptions.” 7 Apr. 2011. Accessed 15 Nov. 2011. Available at:
http://www.imshealth.com/deployedfiles/ims/Global/Content/Corporate/Press%20Room/Top-
line%20Market%20Data/2010%20Top-line%20Market%20Data/2010_Distribution_Channel_by RX.pdf.

2 US GAO. “Effects of Using Pharmacy Benefits Managers on Health Plans, Enrollees and Pharmacies™ Jan. 2003.
GAO-03-196.



PBMs use to build innovative programs and negotiate with drug makers to compete at the lowest
price.

Perhaps a P&T Committee’s role can be best explained through the example of a class of
medications that treat high blood cholesterol (hyperlipidemia). Payers, whether health plans,
employers or the federal government, spend more on prescription medications in this class than
any other group of medications. Within this therapeutic class, there are dozens of available
treatments. Looking just at statins, a sub-class that lowers LDL cholesterol, there are seven
different medications available. As the P&T Committee reviews this class, clinicians examine
all the available data, weed out the “me-too” drugs from truly novel therapies, and determine that
a clinically comprehensive formulary should include generic medications and only one high-
potency statin. With only one high-potency statin needed on the formulary, the manufacturers of
these products blindly bid at the lowest possible price in an effort to ensure placement on the
formulary. Price variation in this class is significant, with the monthly treatment costs varying
from $11 to more than $200°,

In 2010, brand drug makers increased prices on statins by an average of 9.3 percent. Yet because
of Express Scripts’ sophisticated negotiating tools, our clients’ exposure to this increase was
limited to 6.3 percent — which translates to a 32 percent discount for clients. Our business model
is a winning formula for patients, payers, and the entire health care system. Each of our clients
makes their own choice about how to use these savings. Some use the savings to offset premium
increases. Others offer these savings to patients through reduced copayments, coinsurance, or
through copayment waivers altogether. Interestingly, the number of patients receiving treatment
for high-blood cholesterol actually increased last year, addressing a public health concern well
documented by the Centers for Disease Control and Prevention (CDC)”.

PBMs are creating competition in the drug supply chain. If a dozen different prescription
medications treating the same condition were all covered by a health plan at identical levels, drug
makers would be incentivized to maximize prescription drug prices to whatever level the market
would bear. Instead, the use of independent P&T Committees creates a market dynamic where
the manufacturers of these products must compete with one another for placement on the plan
formulary. The result — patients and plan sponsors save money and have better health outcomes.

PBMs Have Driven Dramatic Decline in Drug Trend in the Past Decade

The emergence of PBMs correlates directly with the reduction in the rate of growth in
prescription drug costs. In the late 1990s, the rate of growth in the cost of pharmaceuticals was
growing at an all-time high annual rate of 18 percent. This growth rate was simply
unsustainable. Employers seeking to rein in costs were desperate for help and began turning to
PBMs in earnest for solutions. Throughout the 2000s, the annual rate of growth was reduced

* Consumer Reports. "Evaluating Statin Drugs to Treat High Cholesterol and Heart Disease." June 2010.

* Kuklina EV, Shaw KM, Hong Y. “Vital Signs: Prevalence, Treatment, and Control of High Levels of Low-Density
Lipoprotein Cholesterol —United States, 19992002 and 2005-2008. Morbidity and Mortality Weekly Report.”
2011;60(4):109-114. Available at: http://www.cdc.gov/mmwr/pdf/wk/mm6004.pdf Accessed February 4, 2011.
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gradually to just 5 percent in 2009.° This historic decline in drug trend is attributed to a variety
of factors, including the expanded use of cost-effective generic alternatives. Trend management
tools that promote the use of generic drugs are the single most potent tool to lower drug
spending. Largely because of the leadership from companies like mine, the use of generic drugs
has saved American patients and payers $824 billion in the last decade alone®.

Medicare Part D: Working as Congress Intended to Lower Seniors’ Drug Costs

Medicare and more than 40 million older Americans and people with disabilities have also
benefitted from PBMs’ tool and techniques. Prior to the advent of Medicare Part D in 2006,
about one in three Medicare beneficiaries lacked prescription drug coverage. Without
comprehensive drug coverage provided through PBMs, millions of seniors every month faced
agonizing choices that either meant forgoing needed medications or diverting scarce resources
away from rent or food to pay for their prescriptions. Working together on a bipartisan basis,
Congress passed historic legislation in 2003 modernizing Medicare by adding a much-needed
prescription drug benefit.

Despite dire predictions by some of high costs and low participation, Medicare Part D has
exceeded expectations. Beneficiary satisfaction is very high, with seniors enjoying broad access
to a wide range of medicines. Plan participation is robust, with dozens of health plans and PBMs
acting as prescription drug plan (PDPs) sponsors or Part D sub-contractors. Premiums are far
lower than originally forecast and the program has come in under budget. In fact, the Center for
Medicare and Medicaid Services announced in early August that 2012 Medicare Part D
premiums will actually go down for the first time in the program’s six year history. This is due
to competition amongst Medicare Part D plans (administered by PBMs) and increased generic
utilization.” While there are important distinctions between Medicare Part D and how PBMs
operate in the commercial marketplace — particularly how Part D’s design protects drug makers
from competition for certain classes of drugs -- Part D nonetheless builds on many of PBMs’
core business functions.

Improving Patient Care through Prescription-Drug Adherence Programs

While Express Scripts and Medco have built very different capabilities to serve their patients, we
have a shared mission to protect working families and small businesses from high prescription
drug costs. Express Scripts has advanced this goal by applying behavioral sciences to healthcare
to understand the reasons why patients may not always adhere to their medications. More than
half of all patients fail to engage in behaviors consistent with their intentions. This disconnect
between patient intent and reality results in the wasting of more than $18 million of pharmacy

> Centers for Medicare and Medicaid Services. National Health Expenditure Data. Available at:
https://www.cms.gov/NationalHealthExpendData/downloads/highlights.pdf Accessed September 14, 2011.
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" US Department of Health and Human Services. “Medicare prescription drug premiums will not increase, more
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benefits each and every day. Imagine if our system could recoup even a modest portion of this
waste? These resources could be allocated much more effectively in other parts of the system.

Express Scripts helps close this intent-behavior gap and improve patient outcomes through the
application of behavioral sciences. Inherently, we all want to use the least costly medicine,
delivered safely as possible. Any number of barriers can come along that trip us up—Ieading to
non-adherence, financial waste and poor outcomes. We cut through the noise and create simple
to execute programs allowing people to act on their best intentions. While Express Scripts has
focused on improving compliance, Medco has made a key priority of managing chronic illness
through Therapeutic Resource Centers (TRCs). TRCs focus on patients diagnosed with different
chronic diseases and employ an array of specially trained clinicians to optimize therapy
effectiveness, maximize health outcomes by improving adherence, and help patients avoid
adverse drug interactions. While our clinical capabilities are very different, we share the same
goal that these capabilities will be a powerful complement to one another when the merger
receives regulatory approval and is finalized.

Let me leave you with another example of how this combination will improve healthcare. You
recall the excitement around the mapping of the human genome. We were promised a golden era
of medicines. By and large, that promise has not been fulfilled. By bringing together our
companies’ complementary expertise in behavioral sciences and pharmacogenomics, we have
the potential to truly deliver on the real promise of personalized medicine: ensuring that patients
get the right treatment at the right time for the best outcome.

Reducing Pharmacy Fraud, Waste and Abuse

Another shared goal of Express Scripts’ and Medco’s business is driving waste out in the
pharmacy benefit, deterring fraud, and reducing prescription drug abuse. In 2010, Americans
unnecessarily spent more than $400 billion on their health care, and risked their lives and health,
by choosing the wrong medication, pharmacy or through simple but all-too-frequent non-
adherence to their doctors’ instructions®. Beyond wasteful prescription drug spending, these costs
include unnecessary hospitalizations, testing and treatment in costly emergency rooms. These are
very real problems with costs across the entire health system and PBMs are the most advanced
partners to provide common-sense solutions.

As much as 1 percent of prescription drug costs result from fraud, waste, and abuse®. With
Americans spending $307 billion just on prescription drugs in 2010, this amounts to several
billions of dollars in unnecessary costs to our system. Our clients already rely on us to help
detect and prevent fraud, waste and abuse. Through advanced high-tech programs and
processing systems, we save clients millions of dollars in wasteful pharmacy spending. Beyond
saving money for our clients and patients by preventing this wasteful, and in some cases criminal
behavior, our merger can bring new resources to bear for law enforcement to address America’s
other drug problem — prescription drug abuse.

8 Express Scripts. 2010 Drug Trend Report. Apr 2011.
° Pharmaceutical Care Management Association. White paper on Fraud, Waste and Abuse. July 2011.



Examples of fraud in the pharmacy marketplace are plentiful. A few years ago, six pharmacists,
a doctor, and five drug dealers in Texas were convicted for conspiracy to divert more than 1.7
million tablets of prescription pain killers for illicit sale and use. The $30 million scheme
involved pharmacists repeatedly refilling fraudulent prescriptions that were dispensed to drug
dealers. These criminal enterprises have become so wide-spread, several states have enacted
anti-“pill mill” legislation to detect and end this kind of prescription drug abuse.

The combination of Express Scripts and Medco’s systems will create a new tool for law
enforcement when investigating potentially criminal prescribing or dispensing patterns. With
data from more than 65,000 pharmacies across the country, doctor-shopping, polypharmacy, and
other instances of fraud can be stopped like never before.

Expanded Clinical Offerings

Express Scripts and Medco both have significant clinical capabilities to serve all of our patient
groups. By combining these offerings, we can pioneer new drug safety systems, create new
resources for public health, and continue to advance evidence-based medicine to better serve our
patients.

Express Scripts has been on the cutting edge of improving patient safety. Through a
combination of our P&T committee expertise, our vast database of prescription drug utilization,
and post-marketing surveillance, Express Scripts identified serious safety concerns with Vioxx®
more than six months before the FDA withdrew market approval. By combining with Medco,
we will have even more clinical data that can create the largest and best real-time early warning
drug safety system in the world.

This combined clinical data is also useful to public health. As various government agencies
monitor epidemiology, or track supply chain disruptions in the United States, our resources will
provide comprehensive data that have never before existed. The FDA, CDC, DEA and FEMA
could all benefit from the comprehensive warehouse of supply chain data to track, distribute and
respond to public health emergencies.

We also intend to continue our focus on evidence-based medicine that improves the safety and
cost-effectiveness of prescription drugs. The growing availability of generic alternatives has
already created enormous opportunities to better manage prescription drug spending.

Advancing Specialty Pharmacy Services

An Express Scripts-Medco merger will facilitate the advancement of specialty pharmacy services
for patients facing the challenges of diseases like cancer, MS, leukemia, and hepatitis C among
others. Express Scripts is very proud of our specialty pharmacy capabilities. We are at the
forefront of providing specialized care to patients with chronic, complex diseases with
medications that can cost tens or even hundreds of thousands of dollars per year. Our specialty
pharmacy programs keep patients adherent to injectable and infusible therapies, avoid more
costly treatment settings, and improve the livelihood of our patients. Our specialty pharmacies
also partner with drug makers, the Food and Drug Administration, and the Drug Enforcement



Agency because of the need for post-marketing surveillance. Narrow distribution channels are
necessary for drugs that are sometimes schedule I11 controlled substances. Specialty pharmacy is
a complex business with competition both inside and outside of the pharmacy benefit, including
retail pharmacies across the nation.

We Will Protect American Families from the Rising Cost of Prescription Medicines

A combined Express Scripts and Medco will be well-positioned to protect American families
from the rising cost of prescription medicines. The Federal Trade Commission, the country’s
only regulatory agency tasked with both consumer protection and competition, is reviewing the
competitive effects of our merger. After its thorough review, the FTC will make its
determination as to whether the proposed transaction passes muster under the antitrust laws.

The PBM marketplace is highly competitive and dozens of PBMs compete for business in
various payer streams providing coverage to roughly 260 million Americans, including the
commercial marketplace serving large group, small group, and individual insurance markets,
Taft-Hartley union plans, and an array of separate public programs, including Medicare,
Medicaid, Children’s Health Insurance Program (CHIP), TRICARE, state employee benefit
plans, and the federal employees’ program (FEP). Multitudes of different PBMs service the
Fortune 500 employers and the advent of the Medicare Part D program has dramatically
increased the number of prescription drug benefit offerors.

While a focus on historical market shares ignores the highly complex and dynamic nature of the
marketplace and how PBM business is bid and won, by our estimates, the combined historical
shares of the companies would be less than 30 percent. This range falls well inside the
parameters of mergers which have passed antitrust regulatory review.

The benefits of this merger are numerous and will accrue to patients, employers, clinicians, and
payers alike by:

e Generating greater cost savings for patients and plan sponsors;

e Closing gaps in care and achieving greater adherence through behavioral approach and
clinical strengths;

e Providing leadership and resources required to drive out waste and improve health
outcomes;

e Utilizing shared expertise to better manage the cost and care associated with specialty
drugs — the biggest driver of costs in the drug supply chain; and

¢ Responding to the national call for a more affordable and accountable healthcare system.

In conclusion, our health care system is at a crossroads. Consumers want the protection that
comes from comprehensive coverage providing high-quality, affordable care, including



pharmacy benefits. Employers, already struggling in a difficult economy, are seeking greater
value for their health care spending and are looking for a calm port amidst the storm of rising
costs and middling outcomes. Policymakers are combing through our nation’s accounting
ledgers and finding Medicare and Medicaid awash in red ink.

The proposed merger of Express Scripts and Medco will not resolve all of the challenges facing
our health care system, but it is an affirmative step in the right direction. The merger of Express
Scripts and Medco will help make prescription drugs more affordable for seniors, people with
disabilities and working families. It will also help small businesses and large employers better
compete in a global economy by helping to rein in their medical costs. Finally, a combined
Express Scripts and Medco will help deliver real savings to Medicare and Medicaid beneficiaries
and put our nation’s fiscal footing on a stronger foundation.

Thank you for the opportunity to testify today and to explain the consumer benefits and
enhanced competition that will arise with a merged Express Scripts-Medco.



