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Macro approach to financing healthcare and medicinal products

Billion HUF Healthware efficiently simulates
market situations by developing
and improving complex econo-

s metric models using economical-
Curative statistical estimators. Based on
e ';':]ﬁ”,g:j these models Healthware fore-
casts turnovers and can provide
various scenario analyses.

501,83 s For further information,
please visit our website
or contact our col-
leagues: link

37,4

Market forecast

Socil Security
Contributions

-

Revenues Expenditures: Prorated Expenditures Balance
983,6 appropriation 946,2
966,3

Source: Healthware analysis based on NHIFA data

Dynamics of the sales/circulation of prescription-only-medicine

Pharmacy DOT turnover Pharmacy reimbursement turnover
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Source: Healthware analysis based on NHIFA data Source: Healthware analysis based on NHIFA data

Changes to subsidized medicinal product categories, May 2018

) Number of Applications for Number of
Explanation authorized products reimbursement reimbursed products
Originator First
generic
4
2018 May
Average of

last 6 months

Source: Healthware analysis based on NHIFA data
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Toplists of reimbursement and number of patients, May 2018

TOP 10 ATCs by all reimbursement paid

enoxaparin
other nutrients
paliperidone
ruxolitinib
rosuvastatin
rivaroxaban

insulin glargine

435M Ft

701M Ft
689 M Ft
681M Ft
479 M Ft
470 M Ft
456 M Ft

Average number of medical sales reps

dimethyl fumarate 392 M Ft
perindopril and diuretics 357M Ft

sunitinib 338 M Ft

Source: Pharmacy turnover data, Healthware analysis

TOP 10 brands by all reimbursement paid
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Source: NHIFA data, Healthware analysis

CLEXANE 701 M Ft TOP 10 active substances by number
TRV 479 M Ft 356 of patients (thousand patients)
XARELTO 456 M Ft
TECFIDERA 392 M Ft 315
XEPLION 389 M Ft
w
SUTENT 338 M Ft 3
'o" 271
I|BRANCE 319 M Ft '5.” 256 254
TASIGNA 314 M Ft °
15 236 234
GILENYA 301 M Ft g
2 212
XULTOPHY 292 M Ft &
) 197 195
Source: Pharmacy turnover data, Healthware analysis
TOP 10 distributors by all reimbursement paid
Novartis Hungéria Kft. 2738 M Ft
SANOFI-AVENTIS Zrt. 2040 M Ft
EGIS Gybgyszergyar Zrt. 1696 M Ft
Richter Gedeon Vegyészeti Gyar NyRt. 1549 M Ft » 3
£ .S
=1
Pfizer Kft. 1507 M Ft H o
E: =l 3
TEVA Gyégyszergyar Zrt. 1448 M Ft = =l ©
o © el
Novo Nordisk Hungéria Kft. 1349 M Ft = L W % c =
o > (5} F=REE s = =
sandoz Hungaria Kereskedelmi Kft. 1061 M Ft o = §. 5 S s 8 2 B 2 ’g-
=4 @ S = 9 ®© & @2
3. s © o © = T
Janssen-Cilag Gyégyszerkereskedelmi M. S 971 M Ft g B < E 3 g 3 é_ z g =
= @ W= = @ O o o =
Boehringer Ingelheim Pharma G. m. b. H. mo. ft. 951 M Ft S M E E B E E E E E B

Source: Pharmacy turnover data, Healthware analysis

Source: Pharmacy turnover data, Healthware analysis

The role and importance of special taxes in healthcare financing — Case study

In our case study published in May 2017, we discussed the trends of pharmaceutical tax, and
whether it follows a similar path as the other industry-specific taxes, or not. The primary goal of
our current case study is to examine, how these payments will change in the period of 2017-
2019, according to actual data of 2017, the preliminary data of 2018 and the drug budget plan
for 2019, which latter was published in June 2018.

Special taxes (just a few of them and with lower rates) existed in the Hungarian tax system
already before 2010, but their significance reached a higher level in the period of 2010-2013.
Among the special taxes affecting the pharmaceutical sector only the so-called “Spanish tax”
was introduced in that period. The other payment obligations have been part of the system
since 2007, but their rates were increased significantly in 2011, in accordance with the Sem-

| melweis Plan®. Originally the main reason for implementing industry-specific taxes was the poor

| performance of the economic system, however, in the last few years there is significant im-
provement in the main economic indicators.

ESA balance, GDP growth
Gross pubic debt

2014 2017 2018*

[ ESA balance (% of GDP) == GDP growth === Gross public debt (% of GDP) Source: HCSO, MNB, *MNB forecast
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The actual data and also the expectations of the Hungarian National Bank give us a favorable
picture about the economic climate. In the last few years we have experienced gradually de-
creasing government debt, ESA balance stabilized around -2%, and 2-4% of GDP growth — these |
trends are expected to continue in the next years.

This economic climate would give the opportunity to moderate special taxes, or even to abolish
these industry-specific burdens. In our analysis below we examine the trend of special taxes
affecting the pharmaceutical sector, and whether it shows any sign of moderation comparing to
taxes affecting other industries.

Since 2017 one more special tax, the tourism development contribution has been introduced,
so today we consider 17 taxes as special tax. Of these, 14 proceed to the central budget, and 3
directly to the Health Insurance Fund: accident tax (since 2012), public health product fee
(since 2012), and pharmaceutical special tax (since 2007). (This also included the healthcare
contributions of the tobacco companies introduced in 2015, which the European Commission
terminated in 2016°.)

The pharmaceutical special tax is an overall category, in the Health Insurance Fund report
published by National Institute of Health Insurance Fund Management is referred to as
,pharmaceutical and distributor’s payment providing continuous drug provision”. It includes
the 20% tax, the 10% Spanish tax, the medical reps fee, and the 2.5% wholesaler margin tax,
and the tax in case of drug budget overspending®. (The payment obligations generated by the
price volume agreements are often come under the pharma industries repayment obligations,
but they are subject to private law contracts, not taxes.)

...continued on the next page...
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The role and importance of special taxes in healthcare financing — Case study

2018* 2019**

377,9 402,0 638,7 5741 493,7 5599
Total revenue in the Health Insurance Fund 383 49,0 94,4 1119 122,4 117,6

Of this, pharmaceutical special taxes 38,3 457 50,5 55,0 55,4 58,0

Total drug expenses 357,2 376,9 302,3 326,2

Special taxes by pharmaceutical

manufacturers

as a % of total drug expenses

Special taxes (billion HUF)
Total revenue in the central budget

10,7% 12,1% 16,7% 16,9%

Total revenue in the Health Insurance Fund (ratio)  9,2% 10,9% 25,5% 12,9%
Total revenue in the central budget (ratio) 90,8% 89,1% 745% 87,1%
Total special tax as a percentage of GDP 15% 1,6% 1,4% 2,4%

49% 54% 42% 65%

12,9%
87,1%
2,3%
6,1%

16,5% 18,9% 20,5% 19,9% 17,4%
83,5% 81,1% 79,5% 80,1% 82,6%
2,0% 18% 1,7% 17% 1,8%

The proportion of special taxes within budget revel 57% 49% 47% 56% 59%

"2018. Budget Bill **2019. Budget Bill proposal Source: Healthware, based on NEAK publications

The sum of the special taxes in 2014 (HUF 733.06 billion), as a percentage of GDP, and in pro-
portion to the total revenue of the budget, was the highest in 2013 (HUF 717.3 billion, since
than it show a decreasing tendency. That year, special taxes accounted for 6.5% of the total
budget revenues and were equal to 2.4% of the given year GDP. (By comparison, this is almost
half of the total personal income tax revenue of the given year.) Since then the sum of special
taxes has been decreasing, however, according to the 2019 budget plan, the volume of these
taxes will increase again (to HUF 677.5 billion).

The special taxes and the obligations affecting the pharmaceutical industry proceeding in the
Health Insurance Fund, shaped differently. Typical data is that if the special tax on pharmaceuti-
cal companies is not counted, the proportion of all other special taxes as a percentage of GDP
ranges from 2.06% in 2013 to 1.36% in 2017, in proportion to the revenue of the budget de-
| creased from 6.07% to 4.30%. The pharmaceutical industry had its highest contribution as a
percentage of GDP and as well as the revenue of the budget in 2012. In subsequent years,
following the fall in 2013, we may see stagnation or slight growth in the sum and in the propor-
tions. The decrease in the sum is mainly due to changes in the reimbursement system, intro-

duced by the Széll Kalman Plan and the Semmelweis Plan.

17,96%

0,4%

0,43%
0,55%

Rate of pharmaceutical special taxes

0,14% 0,20%

0,0%
2010 2012

m payment of pharmaceuticals by GDP

2013 2014

Other special taxes as a percentage of GDP

=o—Payments by pharmaceutical manufacturers
as a percentage of total drug expenses

*2018. Budget Bill, **2019. Budget Bill
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1,02% f '
0,16% 0,16%

The existing financial policy instruments have been tightened, as a result of that the pharmacy
reimbursement outflow had a significant decrease. Another reason for the decrease in the sum
and in the proportions is the allowance from the repayment obligation of domestic pharma
companies, depending on their R+D expenses (we discussed this matter in our case study,
published in February 2017). According to the budget law and the drug budget plan for 2019,

this stagnation will continue in the next two years, but the importance of other special taxes in

the revenue for the government will increase.

The stability of the favorable macroeconomic environment (based on the optimistic expecta-
tions of the National Bank) gives an opportunity to abolish continuously the special taxes,
however, they seem to have an important role in the government plans. One reason for that
might be the appearance of a possible crisis in the government communications in the last few
weeks. If the elimination of the pharmaceutical taxes is not possible in the near future, it would
be important to obtain guarantees, which ensure that these payments will only be allocated for
programs supporting the stability and efficiency of the health care system, or other health care
focused development projects — possibly involving the concerned actors in the allocation mech-

anism.

The public health product tax (which was implemented in 2015) provides us a good example for
such a measure, since the amount of this tax credit ensures the funding of various health
promotion programs®. Concerning pharmaceutical special taxes, the range of accepted R+D
expenses could be extended. Furthermore, the income of these taxes could be used for financ-
ing projects, like development of disease registries, or improvement of diagnostic methods and

available assets for early recognition or personalized medicine.

“https://magyaridok.hu/belfold/beremelesek-es-nepjoleti-programok-fedezete-a-csipszado-bevetele-3284438,

Rate of special taxes

0,50%

& 5 045374l

2 1,36% 2%
1,40% 142%
M 0,16% 0,14% 0,15%
0%

2015 2016 2017 2018* 2019**

I Payments by pharmaceutical manufacturers within budget revenues

v EEB—" PEtR

=o=0ther special taxes within budget revenues

Source: HW calculation based on HCSO and NEAK data
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