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Goals for today

Identify the current state of PBM – Employer Contracts.

Review Independent Audit Findings Related to PBM 
Performance 

Review the Retrospective Risks Paper by 3 Axis Advisors

Discuss Future of Pharmacy Benefits for Employers & 
Action Steps
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What’s the price?

When you make (things) vastly complicated … the 

system often goes out of control 

Charlie Munger
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Which price are you talking 
about?
MANY PRICES AVAILABLE FOR DRUGS IN THE U.S.
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Drug prices are…

Hidden Set by contracts ‒ 
not efficient market

Prone to 
manipulation
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Typical PBM 
Contracts
• The agreement between plan 

sponsor and PBM determines 

how pharmacy benefits will be 

managed

• Contract terms can govern:

• how drugs are priced,

• how rebates and other 

discounts are handled,

• how pharmacy provider 

networks are managed,

• how audits and oversight are 

handled, & more

• The contract terms — not just 

the drugs used — determine 

how much of that spend stays 

with plan sponsor
Source: https://compass-lexecon.files.svdcdn.com/production/files/documents/Carlton-PBM-Report-Sections-I-VII-2025.04.22.pdf?dm=1749569233
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PBM Contract Design

Traditional

Drug Pricing

Spread Pricing
(PBM retains difference between 

charge to plan and payment to 

provider)

Plan pays cost paid to the provider  

(May or may not be Cost-Plus)

Rebates
Retained or Partially Retained by 

PBM

Manufacturer Rebate Payments Passed 

to Plan Sponsor

PBM 

Revenues

Multiple Revenue Streams 

(Spread + Retained Rebates + 

Others)

Administration Fee

(Generally, per claim or Per Member per 

Month [PMPM])

Design Simplicity & Predictability Cost Control & Accountability

Pass-Through
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PBM Contract Examples

https://lfportal.everettwa.gov/WebLink/0/edoc/1842923/Healthcare%20Management%20Administrators%20(HMA)%20

2202025.pdf

https://tetoncountywy.gov/DocumentCenter/View/29300/05073-RX-Benefits-Amendment

https://mccmeetingspublic.blob.core.usgovcloudapi.net/jacksonmo-meet-270cd18613734fab811e811075d4ef01/ITEM-

Attachment-001-cf9e642c9ad34b829121e2b344105572.pdf

https://d3n9y02raazwpg.cloudfront.net/molineil/0f32899e-8c49-11ed-9024-0050569183fa-b724a67e-bd88-4dab-8a04-

6823d7ca9f0d-1696626014.pdf
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Plan Sponsor 
Audit 

Findings
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PBM Audits

► PBM contracts include contract guarantees that are assessed 

retrospectively 

► In general, PBMs are responsible for charging their clients for claims 

as incurred and measuring the performance against guarantees

► Audits assess performance independent of PBM calculations and 

assess performance against contract expectations
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Compass Rose Health Plan
PBM: Express Scripts  ·  Audit period: 2017–2022  ·  OPM OIG, Nov 2024

• ESI allegedly charged the plan more than it 
reimbursed retail pharmacies — pocketing the 
spread — despite a contractual 'no spread' 
pass-through arrangement. 

• ESI allegedly was already receiving a separate 
service fee

$5.8 M 
Spread on 

Retail 
Claims

•ESI's rebate aggregator subsidiary Ascent 
Health Services allegedly collected ~$70M in 
manufacturer rebates for the plan but passed 
through only ~$60M. 

$9.5 M 
Rebates 

Withheld by 
Ascent

https://www.oversight.gov/sites/default/files/documents/reports/2025-01/2023-SAG-019.pdf
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American Postal Workers Union 
PBM: Express Scripts  ·  Audit period: 2016–2021  ·  OPM OIG, March 2024

•ESI allegedly applied its own internal reimbursement rates — 
higher than what it actually paid pharmacies — overcharging the 
plan $12.4M plus $1.9M in lost investment income.

$12.4 M Spread on 
Retail Claims

•Ascent Health Services (ESI subsidiary) allegedly retained $15.8M 
in manufacturer rebates via internal agreements setting lower 
rebate percentages — the same mechanism found in the 
Compass Rose audit.

$15.8 M Rebates 
Withheld by Ascent

•ESI allegedly withheld credits and discounts received from drug 
manufacturers and wholesalers, claiming they weren't tied to 
individual drugs. The contract required all such credits to be 
passed through.

$6.8 M Unreturned 
Drug Purchasing 

Credits

•Retail pharmacies allegedly credited transmission fees back to 
ESI. ESI allegedly did not pass those credits to the plan as 
required under pass-through pricing terms.

$2.5 M Claim 
Transaction Fees 

Not Returned

https://www.oversight.gov/sites/default/files/documents/reports/2024-10/2022-SAG-029.pdf
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National Association of Letter 
Carriers
PBM: CVS Caremark  ·  Audit period: 2018–2023  ·  OPM OIG, December 2025

• CVS Caremark allegedly 
collected transmission fee 
credits from retail pharmacies 
for processing NALC's drug 
claims but did not pass those 
credits through to the plan as 
required under the pass-
through transparency standards 
in the OPM contract.

~$7 M 
Transmission 
Fee Credits 

Not Returned

https://www.oversight.gov/sites/default/files/documents/reports/2025-12/2024-SAG-022.pdf
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Our Study

https://www.nationalalliancehealth.org/resources/rebates-and-retrospective-discounts-in-pharmacy-benefit-management-summary/
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Plan Sponsor-PBM Contract 
Considerations

Pharmacy Network 

► Drug pricing payment terms 

within the contract create risks 

that actual payment ≠ contract 

payment  

► “Risk Mitigation Pricing” 

identifies that risk exists, 

question is where the value of 

risk is recognized 

Rebates

► Drug pricing payment terms 

within the contract create risks 

that actual payment ≠ contract 

payment  

► Significant portion of value 

returned via a retrospective 

price concession creates net 

price realization risks 
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Pharmacy Network Risk

► Most PBM arrangements are built on 

discounts to Average Wholesale Price 

(AWP)

► AWP-based contracts are constructed 

around the highest pricing 

benchmark, creating opportunities to 

extract pricing differences 

► A small variance in client AWP-based 

guarantee and pharmacy network 

guarantee can be valuable to the 

intermediary managing the discounts

► We assessed the value difference in 

payment based upon the public audits 

of pharmacy “spread” in pass-through 

contracts
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AWP-based spread pricing  vs.  NADAC cost-plus

AWP-based spread pricing NADAC cost-plus

Price 
basis

AWP − discount %

Manufacturer-set list price — not a real transaction cost

NADAC + fee

CMS-surveyed actual pharmacy acquisition cost, updated weekly

PBM 
revenue

Spread + retained rebates

Multiple opaque streams; dollar amount hidden from plan

Explicit admin fee only

Single disclosed per-claim or per-member-per-month fee

Clarity
Low — proprietary MACs

Plan cannot verify what PBM actually paid the pharmacy

High — public CMS data

Plan can independently reconcile every claim vs. NADAC

Inflation 
risk

High — manufacturer-set list

AWP inflation directly raises plan cost with each cycle

Low — tracks real market cost

CMS surveys actual invoice prices; reflects real-world changes

Auditing
Difficult — opaque layers

OIG audits repeatedly uncovered hidden overcharges

Straightforward

Claims reconcilable against public NADAC files at any time

NADAC = National Average Drug Acquisition Cost, published weekly by CMS.   AWP = Average Wholesale Price, set by manufacturers — not a real transaction price.

Pharmacy Network Considerations
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Drug Manufacturer Rebate Loss 
Risk

► Drug manufacturer price concessions 

have grown significantly over the 

years (“Gross-to-Net Bubble”)

► The more value that exists 

retrospectively, the greater the risks 

are to the plan that the value is not 

fully recognized 

► We modeled potential value lost 

based upon typical contract terms and 

audit findings
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340B Duplicate Discount 
Exclusion Risk

Covered Entity Purchases 
Drug at 340B Price

Member Fills at Covered 
Entity or Contract Pharmacy

PBM Submits Rebate 
Request

Drug Manufacturer Denies 
Rebate

What is 340B? Federal program requiring drug manufacturers to sell outpatient drugs 
at steep discounts (50%+) to safety-net hospitals and clinics (covered entities). The 
covered entity buys the drug cheaply, bills the plan at full negotiated price, and keeps 
the spread. Plans and PBMs are not direct parties to the 340B transaction.

Rebate Risk: Manufacturer identifies the claim as 340B-dispensed (with discounts “pre-

loaded” for the 340B covered entity) and refuses to pay the rebate the PBM submitted. The 

plan loses rebate dollars and may be exposed to the full price on the medication. 

Some of the largest 340B contract pharmacy participants in the program are PBM-affiliated 

pharmacies
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PBM-owned GPOs
What is a PBM GPO? Starting around 2019, the Big Three PBMs created subsidiary "group 

purchasing organizations" — Ascent (Cigna/ESI, Switzerland), Zinc (CVS Caremark, 

Minnesota), and Emisar (OptumRx, Ireland) — to serve as the legal counterparty in 

manufacturer rebate contracts. Manufacturers pay rebates and fees to the GPO; the GPO 

remits a portion to the PBM. What the GPO keeps never reaches the PBM nor the plan.

PBM contracts promising 100% rebate pass-through may apply only to what the PBM 

receives from the GPO. The GPO's own admin fee is deducted upstream. The FTC calls this 

a semantic shell: the pass-through promise is real, but the baseline it applies to has already 

been reduced.

Drug Manufacturer pays 
Rebate

PBM-owned GPO collects 
GPO & Other Fees

PBM Passes Through “100%” 
Rebates Received by PBM
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Combined Risk Framework

► Many plan sponsors’ goal is to 

lower prescription drug 

spending 

► Recognizing that existing PBM 

contracting represents trade-

offs may present opportunities 

to reduce pricing without 

significant plan disruption 
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Go Forward 
Considerations
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Will marketplace reform actually 
happen?

► Don’t expect market to change until employers change what they’re 

asking for

► Evidence of current success

– Small PBM growth

– Cost Plus Pharmacies

– Cost Plus Platforms (Cuban / Trump Rx) 

– Meaningful legislative success (federal & state)
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What Employers/Purchasers Can Do:
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Rebates and Retrospective Discounts in Pharmacy Benefit 
Management – Summary & Full Report Available Now



272026 All rights reserved.

Ben Link, PharmD
Vice President, Pharmacy

3 Axis Advisors

ben@3axisadvisors.com 

mailto:ben@3axisadvisors.com


282026 All rights reserved.

Pre-Conference Workshop​
High-Cost Claims: Manage Oncology and 
Complex Care Costs​
November 16, 2026
Crystal Gateway Marriott, Arlington, VA

2026 Annual Forum
November 16 – 18, 2026
Crystal Gateway Marriott, Arlington, VA

Upcoming Events

For more information, please contact
Karlene Lucas Klucas@nationalalliancehealth.org 
Mary Adewole Madewole@nationalalliancehealth.org 

"https://nationalalliancehealth.swoogo.com/2026AnnualForum"

"https://nationalalliancehealth.swoogo.com/2026HCC"

mailto:Klucas@nationalalliancehealth.org
mailto:Madewole@nationalalliancehealth.org
https://nationalalliancehealth.swoogo.com/2026AnnualForum
https://nationalalliancehealth.swoogo.com/2026HCC
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Appendix
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Drug 
Channel
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Today’s Pharmacy Customer

► Today, more than 8 out of 10 

people have prescription drug 

insurance

Number of People

Have Prescription Drug Insurance

Do Not Have Prescription Drug Insurance

Source: https://health.gov/healthypeople/objectives-and-data/browse-objectives/health-care-access-and-quality/increase-proportion-

people-prescription-drug-insurance-ahs-03
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Today’s Pharmacy Customer

► In 2024, national retail 

prescription drug expenditures 

totaled $467 billion, with patient 

cost share being $55 billion 

(12%)

► Today, the largest pharmacy 

customer is the person’s 

insurance

12%

87%

1%

NHE Expenditures, ($ Billions)

Patient Out of Pocket Health Insurance

Other Third Party Payers

Source: https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-

reports/nationalhealthexpenddata/nhe-fact-sheet
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Today’s Pharmacy Customer

► Of the sources of Health 

Insurance, the majority get their 

insurance from private health 

insurance plans 

► The most dominant source of 

private health insurance plans 

is employer-sponsored health 

care Private Health 
Insurance

42%

Medicare
39%

Medicaid
13%

Other 
Health 

Insurance 
Programs

4%

Other Third Party Payers
2%

NHE Expenditures, ($ Billions)

Source: https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-

reports/nationalhealthexpenddata/nhe-fact-sheet
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Pennsylvania Act 77 Fully-Funded 
Health Insurance Market
Per Member Per Month
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37

Pennsylvania Act 77 Fully-Funded 
Health Insurance Market
Spread
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Pennsylvania Act 77 Fully-Funded 
Health Insurance Market
Rebate

Rebates 

return ~30% 

of 

prescription 

payment
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