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(D Revision of Medical Payment System

May 2014
®NHI price revision #2.65% 4
+ Consumption tax : +2.99%
* Price reduction :4M5.64 %

e/mpact of consumption tax hike.
*Forward purchasing in this March.
* Decreasing the number of patient because of
higher medical cost.

eGenerics . New rules are adopted to
accelerate generic medicines.
* In hospital channel
* In pharmacy channel
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(D Drug Price System of NHI

Drug price is Drug price is fixed
revised every based on
2 years. market price.

Hospitals/Pharmacies
require discount from | [ |

NHI drug price.

NHI price system has built-in depreciation mechanism.
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@ Wholesale Product Pricing

[Hospﬂm's/Pharmndes are eager for bulk purchasing/pricing. ]

To stabilize the level of drug-price margin
To avoid troubls peration and to reduce opp ity cost.

Bulk purchasing/pricing is not welcome, because the value of
listed products is not reflected to market price definitely.

For manufacturer, irrational market price influences NHI price.
For government, the validity of NHI price is spoiled.

» Distribution Reform is needed
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@ What is Distribution Reform ?

Market price should be priced for each products.
If it is difficult, by categories, even at least.

Brand Long Listed Generic,

Price negotiation should be completed within a
reasonable period. (within 6 months)

Because of long-period price negotiation, purchasing without a price

being fixed is common. '

Government can not collect accurate market price data.

Vol 38 NO.11 2014) 1 3 (649)
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(D Population Movement

[The ratio of total population and over 65 years old people]

E=mOversSyo  EESISS4ve  EEEUnderiSyo  ———The ratio of aging

Declining population gradually due to declining birth rates.

140,000,000

120,000,000

Source: National Institute of Population and Social Security Research
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@ Market Forecast

+1,249.7

+1,2716
+3.4% . consumer tix
CAGR

()
CAGR 1.4 % decrease= in fiscal 2014.
CAGR 1.3% increase « in the next 5 years.

#Excluding consumer Tax increasing.

Source: IMS Japan, calculated based on IMS Base JPM (Japan Pharmaceutical Market).
reprinted with permission

Slide 9

@ Government measures- Future direction
Homecare and Area Comprehensive support system
| m—-
-

Specialized advanced  Focusing let patient  ‘Cure & Treatment’
medical care back to home care in chronic phase.
treatment.
* Small and medium-sized
hespitals , clinics and
dispending pharmacy will be
required joining in home care.

* Hospital treatment
- Specialty outpatient
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) Government measures- Future direction
Functional differentiation of hospital

[ current] [ Future ]
Each hospital have been provided It should be provided medical
medical d In regional network.
*
-
rm)

+ Cooperating only between
specific hospitals and clinics.

* G between
another type of jobs,

* Different information system
network in hospital between

1
1
1
1
1
1
1
1
1
1
1
1
pharmacy and home care. 1
1
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(@ Government measures- Future direction

Prevention health-check and vaccine
Necessity of “ SELF-MEDICATION’

Promotes disease preventions.
@ Prevention of metabolic syndrome.

++ *Annual health check mandatory
=—Q0ver 40 years old.
=+ *Promotes switch OTC products.

@ Expanding vaccination.
* Increasing the number of routine
immunization vaccines.
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@ Current Issues
Annual price revision

Drug price could
be revised

Drug price is

revising every
2 years. frequently.

This revising could cause drug price
decrease more swiftly.
Still unsettled issue.
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@ Current Issues
Generic pricing rules

Prices of generic
are decided by

Possibly revising
pricing system in

products as same .
generic.

as branded.

This revising could cause generic price decrease.

» Still unsettled issue.
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@ Current Issues
Deregulation treatment partially covered by NHI

100% cover Partially covering
system is possibly
100% pnvate expanding.

This is still unknown how this system
affect on ‘specialty Products’.
Positive ? Or Negative?
Still unsettled issue.
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Japanese ethical pharmaceutical wholesaling industry

My presentation for today is about current situation of
Japanese ethical pharmaceutical wholesaling industry.

My presentation is split into 3 sections. Current situation,
our recent attempting, and market forecast.

First of all, I would like to talk about the current situation
of ethical pharmaceutical market.

This slide shows the influence of revision of medical fees
and drug prices.

National Health Insurance drug prices were reduced 2.65%
on the average. The rate seems modest than usual, however,
though the consumption tax was hiked 3 percentage points
to 8% at the same time, It was substantially 5.64% price re-
duction, same level as usual.

Many hospital/clinics and pharmacies purchased forward
in this March, before the tax hike.

The number of patients was decreased, it is not sure, but it
could be reason that higher medical cost preventing consult-
ing. It is also considered that tax hike pushed down con-
sumer confidence and it could affect the decline of patients.

The generic-switch plan including numerical target has
been introduced both in hospitals and pharmacies, and it af-
fected generic-switch policy of both channels very much.

This is the 1st quarter situation of the ethical pharma mar-
ket, It is down 3.3% year-on-year basis. On the other hand,
generic market grew sharply.

Secondly, I would like to explain about ‘Distribution Re-
form’ that JPWA works in recent years.

Drug price system of National Health Insurance has built-
in depreciation mechanism.

The prices of all listed products are revised every 2 years
based on market price, which is meaning wholesaling price.
Then, hospitals/clinics and pharmacies require discount
price from the new NHI drug price and make a deal at the
price lower than list-price.

And at the time of next price revision, list-price will be
fixed based of the discount market price.

Drug price would be gradually decreasing because of this
mechanism.

Currently hospitals/pharmacies are eager for bulk purchas-
ing/pricing to stabilize the level of gross margin, and also to

avoid troublesome operations.
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On the other hand, bulk purchasing is not welcome for
wholesaler, because the value of listed products are not re-
flected to accurate market value.

In addition, for manufacturer, irrational market price can
influence ‘their’ list price. And for government, the validity
of NHI price could be spoiled.

That is a reason why the ‘Distribution Reform’is needed.

So I would like to explain about what is ‘Distribution Re-
form’, specifically.

It includes many meanings, but it can be summarized in
two actions.

One is that we should price by each products, not bulk
pricing. And if it is difficult, it should be priced at least by
categories as patent brand products, long listed products,
generics, and so on.

Another action is that price negotiation should be complet-
ed within a reasonable period within 6 months. Because it is
difficult to correct accurate market price if negotiation lasts
longer than a year.

JPWA has been pursuing the ‘Distribution Reform’ steadily.

Finally, I would like to mention about future vision of Japa-
nese market.

Of course, population movement has a significant impact
on pharmaceutical market.

Japanese population is expected to decline gradually due to
the low birth rates. But the population of age of over 65 years
old who 1s main consumers of healthcare services, will NOT
decline very much during next coming 30 or 40 years.

Next slide shows the market forecast.

As I mentioned on the first chapter, ethical pharmaceutical
market is decreasing on year-on-year basis since this April.
It is expected that the market will decrease 1.4% in this fiscal
year.

But the market will grow as CAGR 1.3% in the next 5 years
because of aging and new drugs launching.

The government is taking measure against the growth pre-
diction of healthcare industry. And also they are considering
cutting medical cost. It could be affect the market forecast.

The government drives homecare and area comprehensive
support system.

Homecare is needed because it is difficult to provide



enough medical care for aging ‘Japanese baby-boomer’
generation at the hospital. Not only medical institutes but
pharmacies, care service providers, and other related service
providers such as food catering will support baby-boomers’
homecare.

To adjust the acceleration in field of homecare, hospitals,
clinics, and pharmacies will be required to change their role
in each region.

Currently each hospital usually provides many types of
medical treatment by itself.

In the future, hospitals have to choose their role in regional
medical network, based on their functions and facilities. So
that clinical path should be changed to regional network ver-
sion.

This cooperation is not only between hospitals, but also
between clinics, pharmacies and other related service pro-
viders, such as care facilities.

And it is considering that the change of networking would
make drug market spread from hospital channel to clinic
channel.

Next topic is about promoting ‘prevention.’

Government has been driving prevention to cut medical
cost.

To prevent lifestyle related disease, annual health check is
required for over 40-years old since 2008, and switch OTC

products and also vaccination are promoted.

In this several years, new routine immunization vaccines
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were adopted, and vaccine market has expanded.

These prevention measures could be expanding further-
more.

From this slide, I will mention about another cost-cutting
plan, however please note it is still under consideration.

First, government is considering change the drug price re-
vision more frequently as every year. As I mentioned before,
drug price system of NHI has built-in depreciation mecha-
nism, therefore frequent price revision could decrease list
price.

Next issue is generic pricing system.

In the Japanese drug price system, all list prices are decided
by products, even generic as well.

Generic prices are consolidated to 3 categories by this price
revision in this April, but still decided by products.

The revising of generic pricing rules is still unsettled issue.

Deregulation of medical treatment partially covered by
NHI is also hot-button issue, and considered in promoting
healthcare industry and cutting medical cost.

NHI has NOT allowed partial covering as a general rule,
except for permitted advanced medical treatments.

It is discussing that expansion of partial covering system
can launch advanced new treatment and medicine much ear-
lier, and can prevent increasing medical cost.

It is still NOT certain that this plan would affect healthcare

industry positively, or negatively.
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