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Approximately 17 percent of the U.S. gross domestic 

product (GDP) is comprised of healthcare, more than any 

other country in the world per capita. The U.S., however, 

realizes poorer health outcomes than other developed 

countries on numerous measures.1 One of the main 

factors for high healthcare expenditures is the rising price 

of prescription drugs.2 Between the years of 2013 and 

2015, prescription drug net spending increased by 20 

percent,3 which currently comprises an estimated 16.7 

percent of all healthcare costs.4 These rising costs do not 

affect prescription drug consumers exclusively, as 40 

percent of prescription drug expenditures are covered by 

government payors, increasing the national budget and 

burdening taxpayers.5 Two reasons are cited as the main 

factors for rising drug costs: (1) protection from 

competition; and, (2) uneven negotiating power.6 In this 

first installment of a two-part series on rising prescription 

drug costs, these two reasons for rising drug costs are 

explored. 

Patents for pharmaceutical drugs block generic drugs 

from entering the market for several years, protecting 

brand name drugs from the threat of new market entrants 

that may increase competition and lower prices.7 

Pharmaceutical companies can further delay the entry of 

generic drugs into the market through a process called 

evergreening, in which slight modifications are made to 

the existing brand name drug, such as new forms of 

release, different dosages, or new combinations, so that 

the life of the original patent can be extended.8 For 

example, although EpiPen has been around since 1977, 

pharmaceutical company Mylan holds a virtual 

monopoly over the drug after acquiring the patent for the 

autoinjector, the drug’s delivery system, in 2007, 

allowing Mylan to raise the cost of the drug by over 400 

percent.9 Moreover, “pay-for-delay” deals are often 

made between a pharmaceutical company nearing 

expiration of a drug patent and a pharmaceutical 

company with an available generic drug, in order to 

postpone the release of the generic that would otherwise 

decrease the price of the brand name drug once 

introduced into the market.10 For example, 

pharmaceutical company Novartis was able to extend a 

patent for Gleevec, a drug used to treat chronic 

myelogenous leukemia, from July 2015 to February 

2016, after making a deal with a subsidiary of Sun 

Pharmaceutical Industries, to withhold the release of a 

generic substitute.11 The trend of delaying generic drug 

entry has become an issue for the healthcare industry 

because, although brand name drugs only make up ten 

(10) percent of all drugs prescribed, they account for 72 

percent of drug expenditures, which has subsequently 

increased overall healthcare costs.12  

The introduction of a generic drug into the market may 

not always result in lower costs, as the prices for many 

generic drugs have risen exponentially in recent years.13 

Although more than half of the 21,000 generic drugs 

analyzed by Connecture, a health insurance information 

technology firm, showed no price change from 2008 to 

2015, approximately 400 generic drugs showed increases 

of more than 1,000 percent within the same time period.14 

One of the most notable examples of this phenomenon is 

when Turing Pharmaceuticals raised the price of 

Daraprim, a drug used to treat toxoplasmosis and malaria, 

from $13.50 to $750 a pill, causing outrage among 

infectious disease specialists, other providers, and patient 

advocate groups.15 Because of the lack of a comparable 

substitute within the pharmaceutical market, Turing 

Pharmaceuticals was able to increase the price of 

Daraprim by over 5,500 percent, despite the lack of any 

patent protection on the drug.16 Other reasons cited as 

contributing factors for rising generic drug costs include 

consolidation among pharmaceutical companies and a 

2014 ban on some Indian-imported drugs by the Food 

and Drug Administration (FDA).17 

As noted above, a second factor attributed to rising drug 

prices is the discrepancy in negotiating power between 

the U.S. and other developed countries.18 Unlike the U.S., 

the healthcare system in most other developed countries 

operates under a single-payor framework, e.g., Germany, 

Canada, France and the United Kingdom, giving the 

government greater leverage over pharmaceutical 

companies to negotiate lower drug prices because of their 

larger patient base.19 As a result, the post-rebate prices 

for drugs were 10 to 15 percent higher in the U.S. than 

countries such as Canada, Germany, and France.20 

Variations in negotiating power also exist among health 

insurance payors within the U.S.21 For example, under 

the Medicare Modernization Act of 2013 (MMA), 

Medicare Part D is banned from negotiating the prices of 

drugs with pharmaceutical companies.22 Conversely, 

Medicaid may rebate discounts of at least 23.1 percent of 

the average manufacturer’s prices for most brand name 

drugs,23 granting it more flexibility in negotiating and 

consequently lowering costs. For private insurers, the 

level of negotiating power is more varied due to the 
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existence of prescription benefit management (PBM) 

companies,24 which claim to reduce prescription drugs 

costs by negotiating rebates with drug manufacturers and 

discounts with drugstores, among other activities.25 

However, many experts argue that the presence of these 

entities could instead be increasing costs and reducing 

access to prescription drugs, especially in the case of 

cancer care.26 Reasons for this include the consolidation 

of many PBM companies in recent years and the lack of 

transparency in their price negotiation strategies.27  

1  "U.S Health Care from a Global Perspective: Spending, Use of 

Services, Prices, and Health in 13 countries" By David Squires 

and Chloe Anderson, The Commonwealth fund, October 2015, 
http://www.commonwealthfund.org/publications/issue-

briefs/2015/oct/us-health-care-from-a-global-perspective 

(Accessed 8/25/2017), p. 2. 
2  “The High Cost of Prescription Drugs in the United States – 

Origins and Prospects for Reform” By Aaron S. Kesselheim, 

M.D., J.D., M.P.H., et al., Journal of American Medical 
Association, August 2016, Vol. 316, No. 8 p. 859. 

3  "Medicine Use and Spending in the U.S. - A Review of 2015 

and Outlook to 2020" IMS Institute for Healthcare Informatics, 
April 2016, https://morningconsult.com/wp-

content/uploads/2016/04/IMS-Institute-US-Drug-Spending-

2015.pdf (8/25/17). 
4  “Observations on Trends in Prescription Drug Spending” 

Department of Health and Human Services, ASPE Issue Brief, 

March 8, 2016, 
https://aspe.hhs.gov/system/files/pdf/187586/Drugspending.pdf 

(Accessed 8/17/2017). 

5  Kesselheim, M.D., J.D., M.P.H., et al., August 2016, p. 859, 
862. 

6  Kesselheim, M.D., J.D., M.P.H., et al., August 2016. 
7  Ibid. 

8  “Pay-for-Delay Deals: Do They Hurt or Help Patients?” By 

Roxanne Nelson, R.N., Medscape, April 15, 2016, 
http://www.medscape.com/viewarticle/843231#vp_2 (Accessed 

8/17/2017). 

9  “Why Did Mylan Hike EpiPen Prices 400%? Because They 
Could” By Emily Willingham, Forbes, August 21, 2016, 

https://www.forbes.com/sites/emilywillingham/2016/08/21/why-

did-mylan-hike-epipen-prices-400-because-they-
could/#6e4a7c7f280c (Accessed 8/22/2017). 

10  Nelson, R.N., April 15, 2016. 

11  Ibid. 
12  “Generic Drug Savings in the U.S. Report 2015” Generic 

Pharmaceutical Association, 2015, 

http://www.gphaonline.org/media/wysiwyg/PDF/GPhA_Savings
_Report_2015.pdf (Accessed 8/22/2017). 

13  Kesselheim, M.D., J.D., M.P.H., et al., August 2016, p. 860. 

14  “Why drug prices remain insanely high and 6 things you can do 
to save” By Elizabeth O’Brien, Market Watch, September 21, 

2015, http://www.marketwatch.com/story/six-tips-for-fighting-

rising-prescription-drug-costs-2015-09-15?mg=prod/accounts-
mw (Accessed 8/22/2017). 

Overall, regulatory protections against competition and 

the inability of certain payors to negotiate prices have 

caused both brand name and generic drugs to rapidly 

increase in price over the past several years. This has 

consequently created a significant financial strain on the 

U.S. healthcare system, burdening both U.S. tax payors 

and drug consumers. In subsequent years, policy changes 

will most likely need to be made in order to close 

regulatory loopholes and curb drug costs. In part two of 

this two-part series, proposed solutions to rising 

pharmaceutical drug costs will be examined. 

15  “Drug Goes From $13.50 a Tablet to $750, Overnight” By 

Andrew Pollack, The New York Times (September 20, 2015), 

https://www.nytimes.com/2015/09/21/business/a-huge-
overnight-increase-in-a-drugs-price-raises-

protests.html?mcubz=1 (Accessed 8/17/2017). The percentage 

was calculated based on the figures cited in this article. Turing 
Pharmaceuticals Chief Executive Officer, Martin Shkreli, was 

later arrested on December 17, 2015, for security and wire fraud 

charges unrelated to the Daraprim scandal. “Drug C.E.O. Martin 
Shkreli Arrested on Fraud Charges” By Julie Creswell, 

Stephanie Clifford, and Andrew Pollack, The New York Times 

(December 17, 2015), 
https://www.nytimes.com/2015/12/18/business/shkreli-fraud-

charges.html?mcubz=0 (Accessed 8/22/17). 

16  Kesselheim, M.D., J.D., M.P.H., et al., August 2016, p. 860. 
17  O’Brien, September 21, 2015. 

18  Kesselheim, M.D., J.D., M.P.H., et al., August 2016, p. 860. 

19  Ibid. 
20  “Why Do Prescription Drug Prices Keep Rising?” By Roxanne 

Nelson, R.N., B.S.N., C.M.E., MedScape, September 22, 2016, 

http://www.medscape.org/viewarticle/868944 (Accessed 
8/9/2017). 

21  Ibid. 
22  “Medicare Prescription Drug Improvement, and Modernization 

Act of 2003” Pub. L. No. 108-173 (December 8, 2003); “The 

Politics of Medicare and Drug-Price Negotiation (Updated)” By 
Theodore T. Lee, Abbe R. Gluck, and Gregory Curfman, Health 

Affairs (September 19, 2016), 

http://healthaffairs.org/blog/2016/09/19/the-politics-of-
medicare-and-drug-price-negotiation/ (Accessed 8/17/2017). 

23  “Re: Medicaid Prescription Drugs” By Cindy Mann and CMS 

Regional Administrators, et al., Letter to State Medicaid 
Director, September 28, 2010, 

https://www.medicaid.gov/federal-policy-

guidance/downloads/smd10019.pdf (Accessed 8/9/2017), p. 2. 
24  Nelson, R.N., B.S.N., C.M.E., September 22, 2016. 

25  “What is a PBM and what do they do?” PCMA, 2017, 

https://www.pcmanet.org/our-industry/ (Accessed 8/17/2017). 
26  “Understanding the Hidden Villain of Big Pharma: Pharmacy 

Benefit Managers” By Jessica Wapner, Tech & Science, March, 

7, 2017, http://www.newsweek.com/big-pharma-villain-pbm-
569980 (Accessed 8/17/2017). 

27  Ibid. 

                                                           



  
 

Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief Executive 

Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized healthcare financial and 

economic consulting firm headquartered in St. Louis, MO, serving clients in 49 states since 1993.  
Mr. Cimasi has over thirty years of experience in serving clients, with a professional focus on the 

financial and economic aspects of healthcare service sector entities including: valuation consulting 

and capital formation services; healthcare industry transactions including joint ventures, mergers, 

acquisitions, and divestitures; litigation support & expert testimony; and, certificate-of-need and other 

regulatory and policy planning consulting. 
 

Mr. Cimasi holds a Master in Health Administration from the University of Maryland, as well as several professional 

designations: Accredited Senior Appraiser (ASA – American Society of Appraisers); Fellow Royal Institution of 

Chartered Surveyors (FRICS – Royal Institution of Chartered Surveyors); Master Certified Business Appraiser (MCBA 

– Institute of Business Appraisers); Certified Valuation Analyst (CVA – National Association of Certified  Valuators 

and Analysts); and, Certified Merger & Acquisition Advisor (CM&AA – Alliance of Merger & Acquisition Advisors). 

He has served as an expert witness on cases in numerous courts, and has provided testimony before federal and state 
legislative committees. He is a nationally known speaker on healthcare industry topics, and is the author of several 

books, the latest of which include: “The Adviser’s Guide to Healthcare – 2nd Edition” [2015 – AICPA]; “Healthcare 

Valuation: The Financial Appraisal of Enterprises, Assets, and Services” [2014 – John Wiley & Sons]; “Accountable 

Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis, a division of CRC Press]; and, 

“The U.S. Healthcare Certificate of Need Sourcebook” [2005 - Beard Books]. 
 

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published articles 

in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by healthcare industry 

press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in Business Valuation” conferred 

by the Institute of Business Appraisers.  Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice 

of the Institute of Business Appraisers, of which he is a member of the College of Fellows. In 2011, he was named a 

Fellow of the Royal Institution of Chartered Surveyors (RICS). In 2016, Mr. Cimasi was named a “Pioneer of the 

Profession” as part of the recognition of the National Association of Certified Valuators and Analysts (NACVA) 
“Industry Titans” awards, which distinguishes those whom have had the greatest impact on the valuation profession. 

  

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL 

CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for 

hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20 years of 
experience providing valuation, financial, transaction and strategic advisory services nationwide in 

over 1,000 transactions and joint ventures.  Mr. Zigrang is also considered an expert in the field of 

healthcare compensation for physicians, executives and other professionals. 
 

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare – 2nd Edition” [2015 – AICPA], 
numerous chapters in legal treatises and anthologies, and peer-reviewed and industry articles such as: The Accountant’s 

Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen Publishers); Valuation Strategies; 

Business Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has 

served as faculty before professional and trade associations such as the American Society of Appraisers (ASA); the 

National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals of America (PHA); the 

Institute of Business Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the CPA 

Leadership Institute. 
 

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration 

(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare Executives 

(FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers, 

where he has served as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special Interest 

Group (HSIG). 
 

 John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL CONSULTANTS 

(HCC). Mr. Chwarzinski’s areas of expertise include advanced statistical analysis, econometric 

modeling, as well as, economic and financial analysis. Mr. Chwarzinski is the co-author of peer-

reviewed and industry articles published in Business Valuation Review and NACVA QuickRead, and 

he has spoken before the Virginia Medical Group Management Association (VMGMA) and the 

Midwest Accountable Care Organization Expo.  
 

Mr. Chwarzinski holds a Master’s Degree in Economics from the University of Missouri – St. Louis, 

as well as, a Master’s Degree in Finance from the John M. Olin School of Business at Washington University in St. 

Louis. He is a member of the St. Louis Chapter of the American Society of Appraisers, as well as a candidate for the 

Accredited Senior Appraiser designation from the American Society of Appraisers. 

 

Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel of HEALTH CAPITAL 

CONSULTANTS (HCC), where she conducts project management and consulting services related to 
the impact of both federal and state regulations on healthcare exempt organization transactions and 

provides research services necessary to support certified opinions of value related to the Fair Market 

Value and Commercial Reasonableness of transactions related to healthcare enterprises, assets, and 

services. Ms. Bailey-Wheaton is a member of the Missouri and Illinois Bars and holds a J.D., with a 

concentration in Health Law, from Saint Louis University School of Law, where she served as Fall 

Managing Editor for the Journal of Health Law & Policy. 

 
Daniel J. Chen, MSF, is a Senior Financial Analyst at HEALTH CAPITAL CONSULTANTS (HCC), 

where he develops fair market value and commercial reasonableness opinions related to healthcare 

enterprises, assets, and services. In addition he prepares, reviews and analyzes forecasted and pro 

forma financial statements to determine the most probable future net economic benefit related to 
healthcare enterprises, assets, and services and applies utilization demand and reimbursement trends 

to project professional medical revenue streams and ancillary services and technical component 

(ASTC) revenue streams. Mr. Chen has a M.S. in Finance from Washington University St. Louis.  
 

 

HCC Services 
 Valuation Consulting 
 Commercial 

Reasonableness 

Opinions 
 Commercial Payor 

Reimbursement 

Benchmarking 
 Litigation Support & 

Expert Witness 
 Financial Feasibility 

Analysis & Modeling 
 Intermediary 

Services 
 Certificate of Need 
 ACO Value Metrics 

& Capital Formation 
 Strategic Consulting 
 Industry Research 

Services 
 

 HCC Home 

 Firm Profile 

 HCC Services 

 HCC Experts 

 Clients Projects 

 HCC News 

 Upcoming Events 

 Contact Us 

 Email Us 

 HCC Home 

 Firm Profile 

 HCC Services 

 HCC Experts 

 Clients & Projects 

 HCC News 

 Upcoming Events 

 Contact Us 

 Email Us 

 
 Valuation Consulting 
 Commercial 

Reasonableness 

Opinions 
 Commercial Payor 

Reimbursement 

Benchmarking 
 Litigation Support & 

Expert Witness 
 Financial Feasibility 

Analysis & Modeling 
 Intermediary 

Services 
 Certificate of Need 
 ACO Value Metrics 

& Capital Formation 
 Strategic Consulting 
 Industry Research 

Services 
 

HCC Services 
 

 

http://www.healthcapital.com/hcc-professional-team/robert-james-cimasi
https://www.cpa2biz.com/AST/Main/CPA2BIZ_Primary/BusinessValuationandLitigationServices/PRDOVR~PC-091080HI/PC-091080HI.jsp
http://www.healthcarevaluation.com/
http://www.healthcarevaluation.com/
http://www.healthcarevaluation.com/
http://www.healthcarevaluation.com/
http://www.healthcarevaluation.com/books/the-us-certificate-of-need-sourcebook
http://www.healthcapital.com/hcc-professional-team/todd-zigrang
https://www.cpa2biz.com/AST/Main/CPA2BIZ_Primary/BusinessValuationandLitigationServices/PRDOVR~PC-091080HI/PC-091080HI.jsp
http://www.healthcapital.com/hcc-professional-team/john-chwarzinski
http://www.healthcapital.com/hcc/cvs/jbailey.pdf
https://www.healthcapital.com/hcc/cvs/DJC_3.8.17.pdf
https://www.healthcapital.com/services/valuationconsulting
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/certificateofneed
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/strategic-consulting
https://www.healthcapital.com/services/industryresearchservices
https://www.healthcapital.com/services/industryresearchservices
http://www.healthcapital.com/
http://www.healthcapital.com/firmprofile
http://www.healthcapital.com/services
http://www.healthcapital.com/hcc-team
http://www.healthcapital.com/clients-projects
http://www.healthcapital.com/hcc-news/hcc-news-archives
http://www.healthcapital.com/hcc-news/upcoming-events
http://www.healthcapital.com/contact-hcc
http://www.healthcapital.com/hcc-professional-team/robert-james-cimasi/50-information-forms/178-emailtheexperts
https://www.healthcapital.com/services/valuationconsulting
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/certificateofneed
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/strategic-consulting
https://www.healthcapital.com/services/industryresearchservices
https://www.healthcapital.com/services/industryresearchservices

	FORMATTED_Cite_Checked_Pharmaceuticals_8.30.17a
	Topics Bios 4.28.17sjw

