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I. EXECUTIVE SUMMARY

Purpose

This evaluation is a summary of the marketing expenses reported by pharmaceutical
manufacturers and labelers to the District of Columbia (DC) during the 2006 calendar year.
Due to the limited time period between the final rulemaking and the reporting deadline for
drug companies,’ participating companies submitted 2006 expenditure data in various
formats. The lack of standardization made an itemized analysis of each company’s
submission infeasible. Therefore, our evaluation provides the aggregated sum of each
company’s total expenses; aggregated information on each company’s most frequent
recipient, nature, and purpose of payme:nts;;2 a descriptive overview of company submissions;
state comparisons using Vermont data; subset analyses of selected companies; and
recommendations for future collection of drug marketing expenses.

Review of AccessRx Requirements

Title III of the AccessRx Act of 2004 requires that any “manufacturer or labeler of
prescription drugs dispensed in the District that employs, directs, or utilizes marketing
representatives in the District” annually report marketing costs for prescription drugs in the
District. §48-833.03 describes the content of the annual report:

(a) Except as provided in subsection (b) of this section, the annual report filed
pursuant to § 48-853.02 shall include the following information as it pertains to
marketing activities conducted within the District in a form that provides the value,
nature, purpose, and recipient of the expense:

(1) All expenses associated with advertising, marketing, and direct promotion
of prescription drugs through radio, television, magazines, newspapers, direct
mail, and telephone communications as they pertain to District residents;

(2) With regard to all persons and entities licensed to provide health care in the
District, including health care professionals and persons employed by them in
the District, carriers licensed under Title 31, health plans and benefits
managers, pharmacies, hospitals, nursing facilities, clinics, and other entities
licensed to provide health care in the District, the following information:

(A) All expenses associated with educational or informational
programs, materials, and seminars, and remuneration for promoting or
participating in educational or informational sessions, regardless of
whether the manufacturer or labeler provides the educational or
informational sessions or materials;

! The reporting deadline for all drug companies was July 1, 2007.
2 This is explained in more detail in Section II, “Explanation of Data Organization.”



(B) All expenses associated with food, entertainment, gifts valued at
more than $ 25, and anything provided to a health care professional for
less than market value;

(C) All expenses associated with trips and travel; and

(D) All expenses associated with product samples, except for samples
that will be distributed free of charge to patients; and

(3) The aggregate cost of all employees or contractors of the manufacturer or
labeler who directly or indirectly engage in the advertising or promotional
activities listed in paragraphs (1) and (2) of this subsection, including all forms
of payment to those employees. The cost reported under this paragraph shall
reflect only that portion of payment to employees or contractors that pertains to
activities within the District or to recipients of the advertising or promotional
activities who are residents of or are employed in the District.

(b) The following marketing expenses are not subject to the requirements of this
subchapter: :

(1) Expenses of § 25 or less;

(2) Reasonable compensation and reimbursement for expenses in connection
with a bona fide clinical trial of a new vaccine, therapy, or treatment; and

(3) Scholarships and reimbursement of expenses for attending a significant
educational, scientific, or policy-making conference or seminar of a national,
regional, or specialty medical or other professional association if the recipient
of the scholarship is chosen by the association sponsoring the conference or
seminar.

The manufacturer or labeler must file the report by July 1* of each year, in the form and
manner provided by the Department of Health. §48-833.04 describes the report that the
Department must then provide to the City Council:

By November 30th of each year, the Department shall provide an annual report,
providing information in aggregate form, on prescription drug marketing expenses to
the Council and the Corporation Counsel. By January 1, 2005, and every 2 years
thereafter, the Department shall provide a report to the Council and the Corporation
Counsel, providing information in aggregate form, containing an analysis of the data
submitted to the Department, including the scope of prescription drug marketing
activities and expenses and their effect on the cost, utilization, and delivery of health
care services, and any recommendations with regard to marketing activities of
prescription drug manufacturers and labelers.



§48-833.04 addresses confidentiality:

Notwithstanding any provision of law to the contrary, information submitted to the
Department pursuant to this subchapter is confidential and is not a public record. Data
compiled in aggregate form by the Department for the purposes of reporting required
by this subchapter is a public record as long as it does not reveal trade information that
is protected by District, state, or federal law.

Chapter 18 of Title 22 of the District of Columbia Municipal Regulation specifies which
information must be included in annual reports in each of the three categories (advertising
expenses, marketing expenses, aggregate costs).

Key Findings

In 2006, a total of 101 pharmaceutical manufacturers and labelers disclosed payments
totaling $145.5 million for advertising, marketing, and aggregate expenses in DC. Of
this grand total, $10.9 million were reported advertising expenses (7.5%), $34.5
million were marketing expenses (23.7%), and $100.1 million were aggregate
expenses (68.8%).

There appears to have been variability in the interpretation of aggregate expenses
among companies. One company reported $37.1 million in aggregate expenses, which
represented 37% of total aggregate expenses for all companies. This figure is nearly
four times greater than the reported total aggregate expenses of the second ranked
company.® This suggests different interpretations or calculations of aggregate
expenses, and underscores the importance of providing clear instructions for
companies reporting expenses.

Twenty companies spent over $1 million in total expenses. The top ten companies
represented 75% of the total reported expenses.

Physicians and doctors represented the most frequent payment recipient type, food
was identified as the most frequent nature of payment, and education was reported as
the most frequent primary purpose of payment. Standardized electronic annual reports
will be helpful for future evaluations to determine the aggregated dollar amounts spent
by companies on different recipient types, natures, and purposes of payments.

Subset analyses of three companies representing large, medium, and small
pharmaceutical manufacturers produced useful results. The most important finding
from the subset analyses is that the category of the greatest number of payments was
often not the category of the greatest value of payments. Other key findings are as
follows:

* The company with the second highest total aggregate expenses reported $8.1 million.



— Company A (large) spent $8.1 million on total advertising, marketing, and
aggregate expenses in DC. Companies B (medium) and C (small) spent roughly
5% of this amount, or $476,140 and $320,944 respectively.

— Companies A and B reported advertising and direct promotion expenses. Direct-
to-consumer advertising to DC residents represented 97% of Company A’s total
advertising expenses. Company B reported no DTC advertising and spent all
advertising expenses on patient education materials to prescribers.

— Company A reported $5.2 million in total marketing expenses. Companies B and
C spent less than 1% of this amount, or $38,967 and $28,154 respectively.

— Companies A and B distributed the greatest number of payments to individual
recipients. Company C distributed the greatest number of payments to hospitals.
All three companies disbursed the greatest dollar amount (or value) of total
marketing expenses to organizations.

— Food was the nature of the greatest number of payments for all three companies,
and the greatest value of payments for Company C. Food payments amounted to
less than 10% of total marketing expenses for Companies A and B, while checks,
grants, and honoraria payments represented the greatest value.

— Professional education was reported as the primary purpose of the greatest number
and value of payments for Companies B and C. Company A reported marketing
and independent medical education as the primary purpose of the greatest number

and value of payments, respectively.

— Company A spent 6% of total expenses on aggregate expenses. Company B spent
82% and Company C spent 91% of total expenses on aggregate expenses.

II. SUMMARY OF PHARMACEUTICAL MARKETING EXPENDITURES

Explanation of Data Qrganization

A total of 101 pharmaceutical manufacturers and labelers submitted marketing expenses to
the DC DOH for the 2006 reporting period. During the review of each company’s
submission, quantitative data and descriptive information were entered into a Microsoft Excel
database.

The quantitative data consisted of calculating each company’s total advertising, marketing,
and aggregate expenses separately, and then adding these expenses together to represent the
company’s total expenses. The proportions of each type of expense (i.e., % of total) were also
calculated.



The descriptive information consisted of each company’s payment and submission
characteristics. Payment characteristics included the most frequent recipient type, the most
frequent nature of payment, and the most frequent primary purpose of payment (see Note).
Submission characteristics included observations regarding the completeness and quality of
the submission.

Note: Company submissions were analyzed by the frequency (or number) of payments rather
than the value (or dollar amount) of payments. For example, a company with 100 total
payments may list “food” as the nature of 80 payments. For this analysis, “food”
would be identified as the most frequent nature of payment for this company. This
does not mean that the greatest portion of the company’s total expenses was made up
of food payments. (In theory, the nature of the remaining 20 payments could be
checks for large sums of money.) This simply means that “food” was cited most
frequently as the nature of payments. The analysis was conducted in this manner
because, as previously mentioned, the formatting of company data did not lend itself
to aggregation of payment values.* With standardized reporting, more detailed
analyses of company data may be possible in the future to produce more informative
results (e.g., “All companies spent a collective total of “$X” on food payments in
20077).

The aggregated quantitative data and descriptive information for all companies follows.

Total Expenses

Total Advertising, Marketing, and Aggregate Expenses

In 2006, 101 pharmaceutical manufacturers reported payments totaling $145.5 million for
advertising, marketing, and aggregate expenses in DC. Table 1 allocates this total amount
among the three types of disclosure requirements, below.

Table 1
2006 Total Pharmaceutical Marketing Expenses in DC
by Type of Disclosure
DCMR Total Value % of
Section Type of Disclosure Disclosed ($) Grand Total
§1801.1(a) | Advertising Expenses 10,892,163 7.5%
§1801.1(b) | Marketing Expenses 34,461,608 23.7%
| §1801.1(c) | Aggregate Expenses 100,141,658 68.8%
Grand Total 145,495,429 100.0%

Aggregate expenses, or expenses associated with compensation for employees or contractors
engaging in promotional activities in DC, account for over two-thirds of this total figure, at
$100.1 million.” Marketing expenses, or expenses greater than $25 associated with

4 Section V contains itemized analyses of selected companies with categorizations of payment values.
5 One company made up 37% of the total aggregate costs reported by all companies.



educational programs, gifts, travel, or product samples, represent 24% of the grand total at
$34.5 million. Companies spent the least amount on advertising expenses, or those associated
with the direct promotion of prescription drugs to DC residents (e.g., radio or print
advertisements). Advertising expenses total $10.9 million and represent the remaining 8% of
total expenses.

Ten companies collectively reported $109.2 million in total expenses, representing 75% of all
spending reported in 2006. The top four largest spenders collectively reported $71.2 million
in total expenses, or half of all reported expenditures.

Total Advertising Expenses

Drug companies reported total advertising expenses of $10.9 million in 2006. Company
reports of total advertising expenses ranged from $250 to $4.8 million.

Approximately 75% of all companies did not disclose any payments related to advertising
expenses. Most of these companies explained that any advertising and direct promotion
campaign activities were conducted at a national level and therefore not specific to DC
residents.

For the 25 companies that did disclose advertising expenses, nearly half (12 companies) spent
less than $10,000. Approximately 28%, or 7 companies, spent over $250,000. These
companies disclosed several direct-to-consumer advertising activities in media such as
magazines, newspapers, journals, and internet websites. The remaining companies fell within
the $10,000 to $100,000 range of total advertising expenses. This information is depicted in
Table 2.

Table 2
Distribution of 2006 Pharmaceutical Advertising Expenses in DC

Total Number of %o Total % of

Advertising Expenses ($) Companies of Total Value (8) Total
More than 1,000,000 3 3.0% 8,634,662 79.3%
500,001 - 1,000,000 2 2.0% 1,219,398 11.2%
250,001 - 500,000 2 2.0% 753,030 6.9%
100,001 - 250,000 0 0.0% 0 0.0%
50,001 - 100,000 1 1.0% 67,113 0.6%
25,001 - 50,000 4 4.0% 164,806 1.5%
10,001 - 25,000 i 1.0% 12,478 0.1%
1,001 - 10,000 7 6.9% 38,128 0.4%
1-1,000 5 5.0% 2,547 0.0%
No reportable costs 76 75.2% 0 0.0%
Total 101 100.0% | 10,892,163 100.0%







