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INTRODUCTION

The future likely will show that 2003 was a watershed year, marked 
by many events destined to shape the pharmacy landscape for years 
to come. Significant developments in the healthcare market in 2003
included the poor economy, the loss of employer-sponsored prescription
drug coverage by increasing numbers of the unemployed, growing state
budget deficits, the new Medicare prescription drug benefit and the
launch of over-the-counter (OTC) versions of some very popular 
prescription medications.

These events led plan sponsors to initiate a wide range of trend-management
tools. As a result, plan sponsors clearly demonstrated in 2003 that managing
the cost of prescription drugs is not beyond their control. Rather, drug
trend is largely dependent upon the extent to which a plan sponsor
actively manages the benefit to promote appropriate utilization and the
use of less expensive medications when clinically appropriate. This Report
explains the reason for the growth in drug spend, focusing on the key
components of utilization, drug mix and new drug introductions. It also
discusses pharmacy benefit management tools that plan sponsors can use
to manage prescription drug spend.

BACKGROUND
The most significant piece of healthcare legislation in 2003 and the most
important legislation affecting pharmacy in decades was the passage of
the Medicare Prescription Drug Improvement and Modernization Act 
of 2003, the largest expansion of Medicare since it was created in 1965.
The benefit, which begins in 2006, will provide long-awaited relief to
the millions of Medicare beneficiaries with little or no drug coverage.
Medicare beneficiaries are not the only ones expecting relief from 
the cost of prescription medications. Over time, the legislation is also
estimated to save a small group of large companies more than $2.5 billion
in the form of government subsidies designed to encourage employers 
to continue providing retiree health coverage.1

Despite the anticipated subsidies, the Congressional Budget Office 
estimated that approximately one-third of retired persons with health
benefits through their former employers could lose all or part of those 

Introduction

1 Francis T. Medicare drug law helps business. The Wall Street Journal. March 2, 2004. 
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limited access to healthcare.5 Individuals with no health insurance may
put off routine medical care, potentially entering the healthcare system
with relatively serious health problems that might have been controlled
through regular checkups. 

The economic slowdown affects retirees, as well. Employer-sponsored
health benefits are a major source of medical care that might be 
economically impossible for many retirees to obtain with Medicare
alone. The majority of firms offering retiree benefits also cover other
retiree family members — usually spouses and often dependents. In 
the early 1990s, however, many companies placed limits on the amount
of retiree benefits they would contribute. Once the limit is reached,
retirees are expected to meet more of the total obligation — typically 
as higher premiums, copayments and deductibles. Some employers are
limiting coverage to the retiree only, and in other companies, future
retirement benefits for individuals who are still working have been
reduced or eliminated. 
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benefits under the new Medicare prescription drug plan.2 A Hewitt 
survey conducted in 2000 showed that prescription drugs accounted 
for about 50% of the costs to employee-sponsored retiree benefits for
individuals 65 years old and older.3

In the interim, pharmacy benefit managers and other providers will 
be vying to offer a Medicare-endorsed prescription drug discount card,
scheduled to begin on June 1, 2004. This temporary coverage is expected
to offer a discount of about 25%, on average, off total prescription costs
for beneficiaries without drug coverage and with incomes above 135%
of the federal poverty level (FPL). Beneficiaries with incomes at or below
135% of the FPL, will also receive a $600 annual subsidy. Beneficiaries
whose prescription costs exceed the subsidy will then pay the discounted
cost of their medications.    

In 2003, dramatic changes in healthcare coverage were not limited to 
the Medicare benefit. In tandem with significant increases in healthcare
costs, the sluggish economy forced some big changes in the ways that
companies provide healthcare benefits. The Kaiser Family Foundation
reports that active employees were asked to contribute more in both 
premiums and copayments. Many employers explored alternative methods,
such as healthcare spending accounts, to supplement traditional forms 
of insurance.4 Not surprisingly, small companies, those with 20 or fewer
employees, felt the cost increases most sharply. However, even very large
employers reported seeking plan changes that helped to alleviate health-
care costs in 2003. 

Greater unemployment has also led to loss of healthcare coverage in
recent years. In 2002, an estimated 2.4 million additional people lost
health insurance, adding to the total of 43.6 million U.S. citizens with 

2 Congressional Budget Office. HR 1: Medicare Prescription Drug and Modernization Act of 2003. June 25, 2003 and 
S. 1: Prescription Drug and Medicare Improvement Act of 2003. Congressional Budget Office Cost Estimate. June 18, 2003.

3 McArdle F, Coppock S, Gauruder C, Yamamoto D, Zebrak A. Implications of Medicare prescription drug proposals for 
employers and retirees. Hewitt Associates for the Henry J. Kaiser Family Foundation. July 2000. Available at:
http://www.kff.org/medicare/loader.cfm?url=/commonspot/security/getfile.cfm&PageID=13590. Accessed March 15, 2004.

4 The Kaiser Family Foundation and Health Research and Educational Trust. Employer health benefits 2003 annual survey.
Available at: http://www.kff.org/insurance/ehbs2003-abstract.cfm. Accessed March 11, 2004. 

5 U.S. Census Bureau. Numbers of Americans with and without health insurance rise, Census Bureau reports. 
[press release]. September 30, 2003. Available at: http://www.census.gov/Press-Release/www/2003/cb03-154.html.
Accessed March 11, 2004.
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Exhibit 1

U.S. Uninsured Rate 1994 to 2002

Adapted from: U.S. Census Bureau. Historical Health Insurance Tables. 
Available at: http://www.census.gov/hhes/hlthins/historic/hihistt1.html. Accessed March 11, 2004.
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PLANS TAKE THE MOST AGGRESSIVE ACTION SEEN IN THE PAST EIGHT YEARS
In 2003, plan sponsors were much more active in managing drug costs
than previously, adopting a variety of proven as well as innovative man-
agement tools. Plan sponsors increased member cost-share to ensure that
members were paying a fair share of the prescription drug spend. For
example, Express Scripts clients increased copayments for formulary brands
by more than $5 between 2002 and 2003. Despite this increase, overall
member cost-sharing remained at less than 25% of total drug spend.

In addition to higher member cost-share, plan sponsors increasingly
adopted tools to encourage the use of lower-cost medications, both
brands and generics. Among Express Scripts members, the use of step
therapy grew from 4.5 million to 9.8 million lives, and the number 
of step-therapy modules per life grew from 2.5 to 4.6 between the end 
of 2002 and the beginning of 2004. Each step-therapy program covering 
a drug class or subclass (i.e., SSRI antidepressants) is considered to be 
a separate module. This growth, which follows extensive Express Scripts
research on the financial and clinical impact of step therapy, reflects
recognition among plan sponsors that step therapy represents the most
cost-effective way to promote generic use. In 2003, step-therapy programs
contributed more than a 2 percentage-point increase in the generic fill rate
for clients that implemented key step-therapy modules in January 2003.

Another popular strategy to promote the use of cost-effective medications
in 2003 was the three-tier copayment, which assigns generics the lowest
copayment, formulary brands the middle copayment and nonformulary
brands the highest copayment amount. Nearly two-thirds of Express Scripts
commercial clients had a three-tier copayment in 2003. Nationally, this
percentage reached about 60% in 2003 (Exhibit 3).
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On the public side, healthcare provision puts additional strain on already
strapped state budgets. Even as more unemployed families become
financially eligible for publicly-financed benefits, states have had to
make deep cuts in Medicaid and similar services. According to survey
information released in January 2003 by the Kaiser Commission on
Medicaid and the Uninsured, about half of the states are pursuing ways
to curb their costs for prescription drugs under Medicaid. At the time 
of the survey, representatives of 12 state Medicaid agencies said that they
would require prior authorization for more drugs; nine were beginning or
extending lists of preferred products; eight were seeking higher discounts
for their prescription drug purchases; seven were establishing or raising
participant copayments; five were asking pharmaceutical manufacturers
for supplemental rebates; and two were requiring generics. Nine states
were planning to use additional strategies, such as limited days’ supplies,
step therapy and stricter maximum allowable cost (MAC) lists. Five
states were also re-imposing limits on the number of prescriptions that
can be filled per given time period.6

Against this backdrop and with the continued growth in spending for
prescription drugs (Exhibit 2), it is hardly surprising that many dramatic
changes in the management of the pharmacy benefit occurred in 2003.
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6 Smith V, Ellis E, Gifford K, Ramesh R, Wachino V. Medicaid spending growth: a 50-state update for fiscal year 2003. Kaiser
Commission on Medicaid and the Uninsured. January 2003. Available at: http://www.kff.org/medicaid/upload/14201_1.pdf.
Accessed March 11, 2004.

1990        1993        1994        1995        1996        1997        1998       1999        2000        2001       2002

Other

Exhibit 2

National Health Expenditures for Selected Healthcare Accounts 
1990 and 1993 to 2002

Source: Centers for Medicare & Medicaid Services, Office of the Actuary: National Health Statistics Group. Table 2: National 
Health Expenditures Aggregate Amounts and Average Annual Percent Change, by Type of Expenditure: Selected Calendar 
Years 1980-2002. Available at: http://www.cms.hhs.gov/statistics/nhe/historical/t2.asp. Accessed February 16, 2004.
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Exhibit 3

Employer-Sponsored Benefit Plans 2000 to 2003 

Adapted from: Kaiser/HRET Surveys of Employer-Sponsored Health Benefits: 2000, 2001, 2002, 2003.
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TRENDS IN EXPENDITURES FOR PRESCRIPTION DRUGS
As a result of increased management of the pharmacy benefit, trends in
ingredient cost and plan cost (i.e., net cost) spending diverged in 2003.
Overall, trend in unmanaged ingredient cost spending was up 14.5%.
However, nearly two-thirds of Express Scripts clients had in place at least
one management tool, such as three-tier copayments or step therapy
programs. These plan sponsors experienced an average net cost trend 
of 10.4%. Furthermore, plan sponsors that implemented one or more
tools for the first time in 2003, as recommended in the Express Scripts
Pharmacy Benefit Guide, experienced a net cost trend of 5.9% from 
2002 to 2003, depending on the specific tool(s) adopted. Plans that
implemented two or more tools for the first time saw a net decrease of
4.6% (Exhibit 4). Many of the plans that implemented step therapy 
did so in mid-year, thus their savings will continue to build in 2004.

Despite the increased member responsibility among plans with 
low or negative trend, member responsibility remained under 25%, 
a percentage that is consistent with members’ expectations when they 
are asked about what portion of drugs costs they should bear. Equally
important, member satisfaction with Express Scripts remained steady 
in 2003 at 94.2%.

Exhibit 5 shows the types of management activities adopted by plan
sponsors achieving different levels of trend. Plan sponsors with no
change or a decrease in ingredient cost spending between 2002 and
2003 were more likely to have implemented a three-tier copayment
(16% did so) or increased the copayment for formulary brands (33%).
Three-tier ingredient cost-savings result from increased use of less 
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Similarly, the number of plan sponsors adopting closed formularies grew
in 2003. A phased approach was popular, allowing plan sponsors to close
a selected group of therapy classes over time rather than closing all therapy
classes at once. This phased approach helped to balance cost-savings
against member disruption. Also growing in popularity was Express Scripts
High Performance Formulary, which consists primarily of generics and
low-cost brands. The 10 plan sponsors that have adopted this formulary
since 2002 have experienced significant reductions in total drug spend.

In addition to encouraging the use of lower-cost medications, plan sponsor
increasingly promoted lower-cost distribution channels for prescriptions.
The national use of mail service grew by 8% in numbers of prescriptions
filled and 15.5% in dollar amount during 2003.7 Express Scripts experienced
more than a twofold increase in the number of clients participating in
mail awareness and education in 2003.

Recognizing that utilization growth is responsible for much of the
increase in prescription drug spend, plan sponsors also tried several 
innovative strategies aimed at curbing utilization that is not cost-effective.
Examples included four-tier copayments for lifestyle drugs, defined 
contribution plans and Internet-based tools to educate members on 
prescription drugs.8

Express Scripts consumer-oriented plan design, Express ChoiceSM, grew
tenfold in member enrollment since 2002, with plan sponsors experiencing
significant savings (range of -15% to 3% trend observed) while maintaining
member satisfaction. Finally, a zero-copayment option, currently employed
by only a handful of clients, but gaining traction, allows a member taking
a brand to switch to a therapeutically-equivalent generic and pay no
copayment for a limited time. 
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7 IMS Health National Prescription Drug AuditTM Plus 2003 and IMS National Sales Perspectives. February 2, 2004.
8 Dubose J. Plans seek prescription to manage drug costs. HealthLeaders News. November 5, 2003. Available at:

http://www.healthleaders.com/news/print.php?contentid=49713. Accessed February 24, 2004.
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MARKET TRENDS IN PRESCRIPTION DRUG USE
Even without widespread use of aggressive benefit designs, several events
combined to dampen prescription drug utilization increases in 2003.
The introductions of new over-the-counter (OTC) versions of Claritin®

and Prilosec® contributed to declines in the utilization of their respective
therapy classes — non-sedating antihistamines (NSAs) and proton pump
inhibitors (PPIs). 

Exhibit 6 shows the month-by-month utilization of these therapy classes
from March 2002 through December 2003. The utilization of NSAs
showed a marked decline in the month following the introduction of
OTC Claritin, which caused the complete withdrawal of all forms of
loratadine (the generic for Claritin) from the prescription market. In
contrast, the PPI class showed little drop in use following the launch 
of Prilosec® OTC, likely due to the different clinical indications of OTC
versus prescription versions as well as the availability of omeprazole
(generic Prilosec) in prescription form.

The estrogen class also showed a substantial utilization decline in 2003
as risks associated with long-term use continued to be revealed.9, 10, 11

As shown in Exhibit 6, the number of per member per month (PMPM)
estrogen prescriptions declined from 0.28 in March 2002 to 0.17 
in December 2003.
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expensive medications, both brands and generics, and a slower growth 
in utilization. The lower trend from a copayment increase results from 
a slowing in utilization growth as the copayment increases. Express Scripts
has done extensive research on the impact of increased copayments and
has found no unintended consequences (e.g., more emergency room visits)
from higher copayments. (See the pharmacy benefit guide section for details.)

Plan sponsors with 0-10% trend were more likely to have implemented
step therapy (26% did so) for one or more therapy classes. Step therapy
leads to savings for plans and members by promoting the use of much
less expensive medications — typically generics. Obviously, the greater
number of step-therapy programs adopted, the greater the savings. Finally,
a generic policy, which requires the member to pay the difference in price
between a multi-source brand and its generic equivalent if the member
chooses to get the brand, was more commonly adopted among plans
with 0-10% trend in ingredient cost spend.
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9 Grady D, Herrington D, Bittner V, et al for the HERS Research Group. Cardiovascular disease outcomes during 6.8 years of
hormone therapy: Heart and Estrogen/Progestin Replacement Study Follow-up (HERS II). Journal of the American Medical
Association. 2002;288(1):49-57.

10 Hulley S, Furberg C, Barrett-Connor E, et al for the HERS Research Group. Noncardiovascular disease outcomes during 
6.8 years of hormone therapy: Heart and Estrogen/Progestin Replacement Study Follow-up (HERS II). Journal of the
American Medical Association. 2002;288(1):58-64.

11 Shumaker SA, Legault C, Rapp SR, et al for the WHIMS Investigators. Estrogen plus progestin and the incidence of dementia
and mild cognitive impairment in postmenopausal women: the Women's Health Initiative Memory Study: a randomized
controlled trial. Journal of the American Medical Association. 2003;289(20):2651-2662.
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Greater generic use is likely to continue. With many blockbuster drugs
scheduled to lose patent protection in the next few years, products that
account for over $38 billion in sales are expected to have generic 
competition by the end of 2008 (Exhibit 8). 

PROJECTIONS OF INGREDIENT COST TRENDS FOR UNMANAGED CLIENTS 
FROM 2004 THROUGH 2008
Based on past experience with and future expectations about the 
magnitude of unmanaged drug cost increases on an ingredient cost 
basis, per member per year (PMPY) ingredient costs are projected 
to increase by:

• 14.1% in 2004
• 14.8% in 2005
• 15.5% in 2006
• 15.3% in 2007
• 15.3% in 2008

By adopting proven trend-management tools recommended in the 
pharmacy benefit guide section of this Report, plan sponsors can 
achieve single-digit or even negative drug trend. 
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The number of generic options grew in 2003 as generics for frequently-
used brands, such as Augmentin® and Paxil®, also made dramatic impacts
on the cost structure of their respective therapy classes (penicillins and
antidepressants). Due to these generic launches and the growing use of
step therapy and other generic-promotion programs, the overall generic
fill rate in the entire Express Scripts book of business reached an all-time
high in the fourth quarter of 2003 at 48% (Exhibit 7).
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Exhibit 7

Generic Fill Rate Fourth Quarter 1999 to Fourth Quarter 2008 (Estimated)
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Exhibit 6

PMPM Utilization of Non-Sedating Antihistamines, Proton Pump Inhibitors 
And Estrogens 2002 to 2003 
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U.S. Sales for Brand Products With Patent Expirations Between 2004 and 2008 
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a standard discount of 12% for brand products and 36% for generic
products off of the AWP cost per unit. The discount figures used are 
not meant to represent actual client discounts. Rather, they reflect the
roughly three-to-one ratio between the magnitude of brand and generic
discounts that apply to the Express Scripts book of business. Relative to
using AWP as the cost basis, this discount differential more accurately
captures the impact that dramatic increases in generic fill rates have had
on pharmacy costs over the last few years. It should be noted that while
all generics are discounted at the same rate in this Report, actual generic
discount rates can vary significantly for specific products. 

As in previous Reports, prescription counts have been converted to
equivalent quantities that would have been dispensed through retail
pharmacies to adjust for differential mail use rates and varying benefit
structures across Express Scripts clients. Neither non-prescription drugs
nor prescriptions dispensed in inpatient settings are included in this
analysis. Finally, overall figures will not represent actual individual 
client experience due to differences in plan design.

The samples used in this study consist of 2.1 million unique members
from 2002 and 2003. The member sample for 2002 is different from the
sample analyzed for the 2002 Drug Trend Report. To prevent significant
distortion in the sample, membership from any given client was limited
to no more than 5% of the overall sample. The average age of the 2002
sample was 34, and the average age of the 2003 sample was 34.4. 

To ascertain the variable use patterns across the spectrum of drugs 
used by members sampled for the 2003 Drug Trend Report, drugs were
categorized into therapy classes, groups of pharmaceutical agents that 
are chemically or therapeutically related. Therapy classes were defined 
by the first two digits of the 14-digit Generic Product Identifier (GPI)
code maintained by the Facts and Comparisons division of Wolters
Kluwer Health, Inc. 
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REPORT CHANGES
This year’s Drug Trend Report has been modified to allow for easier 
reference. In addition to the overall trend summary tables, trend 
components by therapy class and forecast, we have included a two-page
review on each of the top 25 therapy classes that contribute to drug
spend. These therapy class outlines present an overview of all the trend
components for that class along with a discussion of the reason(s) for 
the observed change. In addition, market-share charts, pipeline tables
and patent expiration information, which were previously in separate
sections of the Report, have been included in each therapy class 
summary. Following the discussion of drug trend, an expanded 
section on pharmacy benefit management is included to advise 
plan sponsors of the tools they can adopt to manage drug spend.

In previous years, therapy classes were ranked by the number 
of prescriptions dispensed. To better reflect overall trend, a different
scale, PMPY spend, was used to rank the classes for this Report.

METHODS
The analyses contained in the 2003 Drug Trend Report are based on 
prescription medication usage for a sample of Express Scripts commercial
(i.e., not Medicare or Medicaid) clients that maintained individual
member eligibility data in both 2002 and 2003. These clients used
Express Scripts for both retail and mail pharmacy services. They also
offered a funded benefit, meaning that the client providing the pharmacy
benefit paid at least some portion of the cost for prescriptions dispensed
to its members. Medicaid recipients and Medicare beneficiaries receiving
drug coverage through Medicare Advantage (formerly Medicare+Choice)
plans are excluded from this study because of their unique demographics
and drug coverage policies. About three-fourths of the resulting 2003
sample consists of non-managed care commercial members, and about
one-fourth is managed care commercial members. 

Cost data included in this report are expressed on a discounted Average
Wholesale Price (AWP) ingredient cost basis. AWP is the retail list price
of the medication as reported by First DataBank. As in previous years, to
ensure comparability across time periods and client groups, only discounts
were included in cost calculations. Ingredient costs were computed using
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