AEC Rx
Decisions... Decisions

PBM 101



What are we going to discussion today

What is the difference The language of pharmacy Key questions to ask of
between carve in and carve benefits contracts... traditional, themselves and their advisors
out pharmacy benefits transparent, pass through when considering what to do.

etc...
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Getting to know PBM
and the Langnage



Pharmacy Benefit Manager

WHAT DO THEY DO?

Services:

Process pharmacy claims

Offer cost containment solutions
Contracting with pharmacy networks
Negotiate with manufacturer for rebates
Design formularies

Manage specialty drugs

A Few PBMis:

Express Scripts
CVS Caremark
OptumRx
Carelon
Capital Rx

Prime
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What Does “Carve-Out”® Mean?

CARVE IN / INTEGRATED CARVE OUT / SEPARATED

« PBM integrated with the health plan * PBM is separated as external vendor

PBM b d by the health plan (Aet
’ UHcrgznaeg;VrZTon)y ¢ health plan {Aetna, o Some PBM'’s owned by health plans also offer

: : . carve out (CVS, OptumRx, ESI)
o PBM may be strategically integrated with health

plan (Prime) « Data sharing set up must be set up between PBM and
» Data sharing automated Medical vendors

* Pharmacy pricing guarantees embedded with  Contractual pricing with guarantees

guarantees
« Lower influence over plan design cost * More influence over plan design cost containment
containment tactics tactics

« One phone number for service
* Generally, two phone numbers
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Key PBM Terms...

Traditional Contract: PBM pays pharmacy a different amount than they charge the plan sponsor so there is “spread” pricing. Generally,
lower fees.

Transparent / Pass Through Contract: \What the PBM pays the pharmacy is what they bill the plan sponsor. Has administration fees.

Average Wholesale Price (AWP) - Most common price benchmark used in pharmacy contracts. It is the same for every vendor who uses
AWP as their pricing benchmark. Itis independently published by Medi-Span.

Exclusion - a contracting tool to help the PBM manage their guarantee.

Formulary - List of preferred drugs of the PBM based on their contracting with drug manufacturers that is changed throughout the year
(quarterly or semi-annual)

National Average Drug Acquisition Cost (NADAC) - the average price that pharmacies pay for medications in the United States, calculated
by the Centers for Medicare and Medicaid Services (CMS). It serves as a benchmark for drug pricing and is publicly available.

Rebates: Dollars negotiated by PBMs and Pharmaceutical manufacturers based on drug utilization.

Specialty Drug - generally a high-cost biologic drug treating health conditions requiring special attention for the patient (may be
manufacturer required). Unlike AWP this is not a universal list.
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Understanding Exclusions

Total number of claims 300 300
Exclusions 0 100
Claim count to meet guarantee 300 200
Rebate earnings $30,000 $30,000
Guarantee $100 $150

Sample Exclusions: 340B, Exclusive Distribution Drugs (EDD), Indian Health Services,
VA, Vaccines...

Why? Rebates are rarely, if ever, paid by drug manufacturers on these drugs.
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Discussion



Carve In / Integration

ADVANTAGES

»
Carve In enables: Carve-out Risks:

Medical + pharmacy data alignment Data silos
Total cost of care management opportunities Care fragmentation of care

Financial risk optimization Patient experience / satisfaction

Proprietary and confidential. All rights reserved.



Disadvantages

Carve In / Integration

Less control over cost
containment strategies

No control over vendor

Less focus on pharmacy
benefits during reviews
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Modeling Carve out

Be sure you ask about Potential Expenses from your incumbent vendor

e Carve our fees

¢ Data sharing fees with an external PBM

e Set up fee for data sharing

® Do you get lower medical administration fees for carve in PBM due to rebate application?

e [f you leave, do they charge fees to share data that makes the employee experience better with
the new PBM (e.g. open refill files, Specialty patient...)

e Are there any termination penalties... fees or loss of future rebate payments

Potential expenses from new PBM

® Base Fees
e Variable fees (PA, appeals, paper ID cards, etc...)
® Rebate administration fees
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Data management

— Medical vendor

— Stop Loss

L Data warehouse

. " Weekly calls Transition time
Hidden Risks  Weelycal:
O'F C h an g e Rebate timing differences Timing ranges frg[]”aft(e)rto 180 days after

Pharmacy Network
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Member Disruption "new” takes time

Retail- rarely an issue when using National
Networks

Mail order - will need to change (~2% - 8% of
population)

~ Specialty - almost assuredly will change (~4%
of population)
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Compliance / Regulatory



Fiduciary Responsibilities

Some decisions are not fiduciary actions but business decisions
that ERISA does not govern.

. Establishing a plan

. Determining the benefit package
. Including certain features in a plan
. Amending a plan, and

. Terminating a plan

When making these decisions, an employer is acting on behalf
of its business, not the plan; therefore, the employeris not a
fiduciary.

However, when an employer (or someone hired by the
employer) takes steps to implement these decisions, that
person is acting on behalf of the plan and, in carrying out
these actions, may be a fiduciary.

Source: US Department of Labor Website

https://www.dol.gov/agencies/ebsa/about-ebsa/our-activities/resource-center/publications/understanding-
your-fiduciary-responsibilities-under-a-group-health-plan)
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Fiduciary Responsibilities

Department of Labor (V) Legal (2

Act solely in the interest of plan participants and « Duty of Care « Duty of Good Faith
their beneficiaries and with the exclusive purpose of EEBINVEIERIEIIY « Duty of Disclosure
providing benefits to them;

Avoid conflicts of interest;

Carry out duties prudently;

Follow the plan documents (unless inconsistent with

many fiduciary duties to the shareholders and the

In a corporation, the corporate officers and directors owe

company. This means they legally have to act in the best
interests of the company. Among the primary fiduciary
duties owed by officers and directors are the duties of
good faith, loyalty, care, and disclosure. If a party who
owes a fiduciary duty fails to meet their legal obligations,
they may be held in breach — and be held personally

ERISA);
Hold plan assets (if the plan has any) in trust; and
Pay only reasonable plan expenses

liable for monetary damages.

Source:

(1) https://www.dol.gov/agencies/ebsa/about-ebsa/our-activities/resource-center/publications/understanding-your- fiduciary-responsibilities-under-a-group-health-plan
(2)  https://brinenlaw.com/corporate/what-are-the-fiduciary-duties-owed-by-officers-and-directors/
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Recent Years: Transparency & Regulatory Pressure

o

[e ]

il

Increased Scrutiny

Growing Pressure

Spread pricing
Rebate retention
Manufacturer contracting

Employer groups
CMS /DOL/FTC
State legislatures
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CAA 26

Key provisions, without any adjustments to the law:

EOX

0000

COST TRANSPARENCY REBATE TRANSPARENCY FEE TRANSPARENCY
Plans will pay what the PBM paysto  Plans will receive what the PBM earns What the PBM earns will be
the pharmacy, plus any administrative in rebates. transparent; what they pay in
fees. compensation to parties will be

transparent.
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Key Questions



Do we have a benefits strategy that aligns
with our corporate culture and vision?

What are the tactics that will help us
achieve our benefits strategy?

What are the compliance and reporting
requirements?

How do we effectively monitor and audit
our vendors to satisfy our fiduciary
responsibility?

ptial. All rights reServed.
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