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FIGURE 1—Average 30-day prescription outpatient drug cost: Veterans Health Administration, October
1998–May 2007.

In 1995, the Department of Vet-
erans Affairs (VA) established its
Pharmacy Benefits Management
Strategic Healthcare Group
(PBM-SHG) to provide an inte-
grated, comprehensive, portable,
high-quality national drug plan
for veterans. In the 12 years
since then, PBM-SHG has ma-
tured into a pharmacy plan that
has garnered national and inter-
national attention for maintaining
a generous drug benefit at a very
low cost. Indeed, the success of
the VA’s pharmacy benefit plan
has led many to suggest that it be
a model for other integrated
pharmacy plans, including
Medicare Part D. The success of
the VA prescription drug program
has also been a concern for some,
resulting in critical publications
in the lay press, at times with
misleading information. We de-
scribe the VA’s pharmacy benefit
and outline some of the strategies
that have helped the organization
achieve a high-quality benefit
while keeping pharmacy costs at

a level that is almost certainly
the lowest in the United States.

In addition to immunizations
and other preventative health
care measures, pharmaceuticals
offer high value for improving
the lives of Americans. In part
because of the introduction of
new drugs in recent years, the
United States has experienced a
remarkably steady increase in
drug expenditures. From 1994
to 2006, the average annual
price increase for prescriptions
was 7.5%, compared with an an-
nual average inflation rate of
2.6%. During this time, average
retail prescription prices (generic
and branded, all quantities) in-
creased from $28.67 to $68.26,
and average brand name drug
prices increased from $32.23 to
$111.02.1 A recent survey by
Families USA reported that the
average price (offered through
Medicare Part D insurers) for the
top 15 drugs prescribed to sen-
iors increased by an average of
9.2% from 2006 to 2007.2

Despite the significant in-
creases in drug expenditures in
every other setting in the United
States, drug costs in the VA have
remained remarkably stable for
more than 8 years. The average
VA acquisition price for a 30-
day supply of medication was
$12.79 in October 1998 and
$13.57 in May 2007; a total in-
crease of less than 7% over more
than 8 years, or less than 1% per
year (Figure 1). Predictably,
these trends have garnered the
attention of both critics and sup-
porters of the VA’s pharmacy
program.

It is not our intention to ad-
dress all our detractors and sup-
porters, but it is illustrative to
comment on a widely quoted
and frequently referenced cri-
tique of the VA’s pharmacy bene-
fit program to explore the depth
of opposition to the VA’s evidence-
based formulary process. Licht-
enberg3 presents a figure that
purports to show that VA patients’
life expectancies have declined
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Source. Adapted from Lichtenberg.3

FIGURE 2—US veterans’ life expectancy versus life expectancy at
birth for all US men, 1991–2002.

since 1997 (the onset of the VA’s
national formulary initiatives),
whereas those of all US men
have increased. The figure uses a
different y-axis to depict longev-
ity data for veterans than it does
for all US men, dramatically dis-
torting the graphical representa-
tion of the data. Figure 2 pre-
sents Lichtenberg’s data on the
y-axis and shows a remarkably
different picture.

Lichtenberg’s report contains
numerous methodological flaws
and errors of fact and analysis,
not the least of which is that the
comparison cohort was all 23
million living US veterans, re-
gardless of whether they re-
ceived care from the VA or not,
instead of using a cohort of the 6
million living veterans who have
been VA patients. Lichtenberg
lists drugs approved after 1997
that were not on the 2005 na-
tional formulary as evidence that
the VA does not offer the newest
drugs and, ostensibly, high-quality

care. Incredibly, this list includes
drugs that had already been vol-
untarily withdrawn from the US
market for safety reasons. A much
more detailed rebuttal of Licht-
enberg’s paper is available.4

A complete description of the
VA’s formulary management is
available,5 although the VA has
since moved to a unified national
formulary; regional formularies
no longer exist. The underlying
principle serving as the backbone
of the VA’s formulary management
process is, first and foremost, an
ongoing critical review of a med-
ication’s scientific evidence. Con-
trary to the belief of some, when
updating the formulary, the VA
only considers drug costs after it
has considered clinical efficacy,
safety, relevance to the VA’s pop-
ulation, and role in therapy rela-
tive to other available medications.
This strategy helps determine
whether a drug should be added
to the formulary, aids in the VA’s
decision to identify preferred

drugs in a drug class, develops
prescribing criteria to ensure ac-
cess to medically necessary drugs,
promotes safe and cost-effective
use, and identifies critical drug
safety issues. The VA places high
value on evidence demonstrating
clinically relevant outcomes and
much less value on intermediate
health outcomes and community
standards of care that evidence
does not support.

Although at times critics have
called this approach too conserva-
tive, we believe that it has served
veterans well. For example, the
VA created criteria for the cyclo-
oxygenase selective inhibitor
(COX-2) drugs that restricted
their use to patients who required
anti-inflammatory medications
and who were at high risk for ad-
verse gastrointestinal events. As a
result, the VA’s use of COX-2
drugs was very different from
that of Medicaid cohorts (COX-2
drugs accounted for approxi-
mately 5% of all nonsteroidal
anti-inflammatory drug use in the
VA compared with more than
50% in some Medicaid cohorts)
when rofecoxib (Vioxx) was vol-
untarily withdrawn from the mar-
ket in 2004 because of safety
concerns. Likewise, because of
safety concerns, the VA did not
place the lipid-lowering drug
cerivastatin (Baycol) on its formu-
lary, unlike the Department of
Defense, opting for the more ex-
pensive simvastatin (Zocor).
Cerivastatin was later removed
from the market because of prob-
lems with rhabdomyolysis.

The VA has several important
tools to help manage the pharmacy
benefit at the local, regional, and
national levels, including the com-
puterized medical record database
and the national database of out-
patient prescriptions. These tools
facilitate the identification of
drug safety issues and pharmacy

utilization trends and serve as a
basis for drug contract negotia-
tions. For example, several years
ago the VA identified all of its
users of short-acting nifedipine for
hypertension and arranged for
their prescriptions to be changed
to safer medications. More re-
cently, the VA identified all el-
derly patients with renal insuffi-
ciency taking glyburide and is
now intervening to change them
to non–renally cleared agents.

The VA employs its own clini-
cians who are more likely than
are private physicians to be will-
ing participants in our formulary
management programs. Equally
important, it is likely that they
are familiar with our formulary,
particularly if they are employed
full-time by the VA, thereby en-
hancing the probability that pre-
ferred formulary agents will be
prescribed and national VA for-
mulary policies will be followed.
Because there are such signifi-
cant differences in cost among
drugs where national contracts
for preferred drugs in a particu-
lar drug class exist in the VA, it is
important that the VA consis-
tently follow these contracts ex-
cept in clinical scenarios that dic-
tate otherwise.

The VA uses generic drug
substitutions whenever US
Food and Drug Administration–
approved generic medications
are available. Likewise, the VA
evaluates drug classes with evi-
dence reviews to determine
which pharmaceuticals provide
the “best value.” At times these
best value drugs may not be the
least expensive, but because they
are the most efficacious or give a
combination of efficacy and
safety, they become preferred
drugs on the VA formulary. Ob-
viously, the ideal scenario is for a
drug to be safe, effective, and in-
expensive. Because the VA is
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able to track medication use and
has a closed system, it is able to
encourage the use of evidence-
based therapies such as thiazide
diuretics for uncomplicated hy-
pertension. In this scenario, these
preferred drugs offer not only
proven efficacy and outcomes
but also affordability.

The VA benefits from favorable
drug pricing, as do other federal
purchasers, through the federal
supply schedule. In addition, the
VA occasionally achieves deep
discounts on individual drugs in
selected drug classes through the
national standardization contract-
ing process where preferred
drugs are added to the VA for-
mulary. It is this area that has
been the subject of concern for
some in the pharmaceutical in-
dustry, the lay press, and politics,
despite the fact that the VA has
exercised relatively few standard-
ization contracts over the years.
In these contracts, the cost differ-
ences can be substantial for even
just a few drugs because of the
volume of drugs dispensed and
the size of the discount. For ex-
ample, Families USA compared
the best Medicare Part D price of
40 mg of simvastatin (Zocor;
($1485.96/year) in 2006 to the
VA’s price under a national con-
tract ($191.16/year), for a sav-
ings of more than 87%
($1294.80/year). It is unclear
what the VA’s price would have
been without the contract—
certainly less than the Medicare
price—but given the sheer vol-
ume of Zocor prescribed to VA
patients (more than 1.7 million
patients in 2006), one can get an
idea of the magnitude of the ex-
penditures at stake with these ne-
gotiations. It should come as no
surprise that pundits from all an-
gles of the pharmaceutical access
debate have tremendous interest
in this single issue.

We believe that the VA can
serve as a model for a national
drug benefit administered by a
federal agency with a commit-
ment to provide a comprehen-
sive, high-quality plan. This pro-
gram is provided at costs
unparalleled by any other federal
or nonfederal group in the
United States. Although some of
the VA’s successful strategies may
not be applicable to other agen-
cies, the VA’s pharmacy benefit
may offer lessons in the health
care debate for expanding the
provision of pharmaceutical care
for the elderly and underinsured
in our nation.
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