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Misaligned incentives

Manufacturer
Increase prices at their discretion
Higher drug costs = Higher profits

Wholesaler
Paid as a percent of drug costs
Higher drug costs = Higher profits

PBM
In control of formulary, contract language, manufacturer revenue
Higher drug costs = Higher profits

Plan Sponsor - You
Lack of control
Higher drug costs = Lower profits



Consolidation/Integration
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TotaL PRESCRIPTION DrRuG EXPENDITURES (BILLIONS OF DOLLARS)
$600

$500 -

$400 -

$300 -

5200 -

5100 -

50
1978 1788 1998 2008 2018 2028

SOURCE: Centars for Medicare and Medicaid Services, Wationa! Health Expendituras, March 2020
2020 Pater (5, Fetarsan Foundation PGPF.ORG



Follow the Dollar Through a Complex Supply Chain
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Start with the players in this drama

Manufacturer

Wholesaler / Distributor

Patient




Follow the Dollar
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Spread Pricing

The pharmacy gets The plan sponsor is
$12 on the charged $200 on a
pharmacy MAC list different MAC list.
— —
— _
Pharmacy PBM Plan
Network Sponsor
PBM spread is
$188
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PBM Profitability

Fig. 4: PBM Gross Profit by Profit Pool (CVS, CI/ESI, OptumRx): PBM Profits Have
Shifted from Rebates & Spread to Fees & Fulfillment
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Rebate/fee language

Manufacturer Programs Formulary Rebates, Assoclated Administrative Fi
contracts for its own account to obtain formulary rebates atirbulable to tha utl

{4 J o .
supplies (and possibly certaln authorized generics marketed under a brand ma In its capaci ty as a PBM company, ESl also m ay receive

Formulary rebale amounts recelved vary based on cllent speciilc ulilizalion, tt ;
formulary position applicable to the drug or supplies, and adherence to variou other compens ation f romman Uf acturers f or the

benefit deslgn requirements, claims volume, and other similar factors, and in cer erforman 7 i 1 i
on the preduct's market-share. ESE often pays an amount equal to all or a portion P f ce Of RIS U AL I XA, mCIUdmg’ f ol

to a olient based on the client's PBM agreement terms.  ESI or s affiliate example, formulary compliance initiatives, clinical
aggregate guarantees and may realize posilive margin. [n addition, ESI p . . i
contracled manufaclurers, which include, for example, maintenance and NI AV/IAZPRLAL 1) Aiale Ll o1 4 L0 BYL LI LAF ML (VLo kd (e Lo ]
infrastructure necessary for Invoicing and processing rebates, pharmacy discount 5 5 . . . .
data, as allowed by law, for purposes of verlfying and evalualing applicable paym(Ee1AZ[2-270 ] nflation protection programs, medical benefit
to the manufacturer's products. ESI receives adminisirative fees from the pa . .

services, These administrative fess are caiculaled based on the prics of the dru managemeén t services, cost containment programs,

of utifization and do not exceed the greater of (f) 4.58% of the average wholesale H _ : : . [
acquisition cost of the products. In its capacity as a PBM company, ESI alsa me discount programs, an d the sale Of hon-p atient iden tlf iable

manufacturers for the performance of various programs or services, including, claim in fO rmation.”

Initiatives, clinical services, therapy management services, education services, in® - —
benefit management services, cost containment programs, discount programs, and the sale of non-patient identifiable
claim information. This compensation is not part of the formulary rebates or associated administrative fees, and ESI

may fﬂﬂ[iz& anitiHE anmsedin  dnmdiarmmem  mmmmiarsdes  aald dn olianis  and  amsinde  racahiad  feam nharmaranbeal
manufacturers. ESIT

g This compensation is not part of the formulary rebates or
formulary considerati . . e ; : oy
liiiiad  associated administrative fees, and ESI may realize positive

margin between amounts paid to clients and amounts

Srar TR .

received from pharmaceutical manufacturers.”



Do you have control withing your PBM contract

Can you control what is on your formulary?

Formulary Control .
4 Waste Free Formulary Biosimilars

Utilization Control Can you control what prior authorizations are approved?

Network Control Can you control the pharmacies in your network?




Contract Non-Negotiables

The Data - it is YOURS! You are the Fiduciary! If you don’t get your data make them the Fiduciary.
(Or find a new TPA/PBM)

* Unfettered access to and use of your claims data

* YOU get to pick the auditor (they can’t tell you who to use)
* YOU get to pick the analytics vendor

* YOU get to pick the data warehouse

* The data are NOT proprietary

* Insist that 100% of rebates and other manufacturer payments (fees/discounts) are passed back to YOU.
(Make sure there is no cap on your rebate/refund guarantee.)

» Single MAC — specify date/database

* Clear definitions of: Generic, Preferred Brand, Brand, Reference and Biosimilar
* Asingle source generic is not a preferred brand!

* PBM must disclose all fees paid to your consultant/broker for 12 months prior and during

» Consultant/broker must disclose all fees paid to them by the PBM/TPA for 12 months prior and during
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Contract Non-Negotiables

e Assure that the PBM can and will administer all benefit designs even if not

currently deployed
e Point of sale rebates

e OTC coverage for select drugs

* Grandfathering for specific drugs during formulary change
» Reference pricing for brand over generics

* Reference pricing for select drugs

* Benefit differential for specialty drugs

» Specific OOP maxes for specific drugs

* Waived cost share (as allowed by law) for specific drugs or conditions



PB Purchaser Business

GH Group on Health

Anne Ladd
aladd@pbgh.org
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