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What Is a PBM?

* A pharmacy benefits manager (PBM) is a health care
company that contracts with insurance carriers,
employers, and government programs to administer the
prescription drug portion of the health care benefit

 PBMs work with their clients to perform a variety of

services to ensure high-quality, cost efficient delivery of
prescription drugs to consumers

 PBMs aggregate the buying clout of millions of enrollees,
enabling plan sponsors and individuals to obtain lower
costs for prescription drugs.
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PBMs’ National Footprint

More than 266 million Americans receive pharmacy
benefits provided through PBMs

18.0% 35.7%
Medicaid* Self-Insured Employers
MILLION

14.7% AMERICANS

Medicare Part D

31.6%
Commercial Health Plans

*Excludes Medicare-Medicaid Dual Eligibles where drugs are covered by Medicare Part D.
Source: Visante estimates prepared for PCMA, 2016.
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Who Are PBM Clients?
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Private Sector Employers

Public Sector Employers
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Commerc:|al Health Carriers/ Union Trusts/Taft-Hartley Plans
(ERISA-exempt)

Government Programs 7
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Why Do Plans Hire PBMs?

 PBMs help save plans 40-50% over unmanaged benefit,
Increase adherence.l

* Reduce medication errors through use of drug utilization
review programs.

— Over next 10 years, PBMs will help prevent 1 billion medication
errors.?

— Improve drug therapy and patient adherence, notably in the areas
of diabetes and multiple sclerosis.?

« Manage programs to address opioid use issues.

1 Visante, Return on Investment on PBM Services, Nov. 2016.
2 Visante estimates based on IMS Health data and DUR programs studies.
3 Visante estimates based on CDC National Diabetes Statistics Report 2014 and studies demonstrating improved adherence by 10+%).
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PBM — Plan Contracts

* PBMs offer various design models depending on a plan
sponsor’s specific needs:

— Plan sponsors choose how to compensate PBMs.

— Performance guarantees and audit rights protect plan sponsors
and ensure transparency.

* The plan sponsor always has the final say when creating
a drug benefit plan.

* Things not determined by a PBM: benefit design, cost
sharing levels, deductibles, etc.
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PBMs Take Only 6% Of Rx Drug Dollar: 4% Pays for PBM Services, 2% Profit

Share of Drug Dollar
Retained by Drug Supply Chain Participants

Wholesalers,
4%

Pharmacies,

25%
— PBM Costs to Provide Services, 4%
Negotiating with drug makers and pharmacies

Tracking new outcomes evidence & updating formularies
Assuring patient safety/detecting contraindications
Running adherence programs & medication therapy
management

Encouraging generic and high-value utilization

Detecting and preventing fraud

Utilization review and analysis

PBM Profit, 2%

Source: Visante estimates, 2019; based on data published by IQVIA, Pembroke, Altarum, USC Schaeffer, and Health Affairs. Figure displays estimated total net expenditures (after rebates), both brands and generics.
Includes only traditional PBM services, and excludes prescriptions filled by PBM-owned mail/specialty pharmacies, which cost less than retail but provide added margins to PBMs who own mail/specialty pharmacies.

Copyright Visante, Inc. All rights reserved | www.visanteinc.com
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The Busaness of Phamacy =


http://www.visanteinc.com/

Pharmaceutical Supply Chain Profit
Margins

30%
28.1%
25%
0,
20% 18.2%
15%
10%
5% 4. O%
2.9% 3.0% 3.0%
. H H B
PBMs Health Insurers Drug Wholesalers  Pharmacies Manufacturers -  Manufacturers -
Generic Brand

Source: The Flow of Money Through the Pharmaceutical Distribution System. Schaeffer Center for Health Policy & Economics, University of Southern California. June 2017
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PBMs Take Only 6% Of Rx Drug Dollar: 4%
Pays for PBM Services, 2% Profit

Negotiating with drug makers and pharmacies
Tracking new outcomes evidence & updating formularies
Assuring patient safety/detecting contraindications

Running adherence programs & medication therapy
management

Encouraging generic and high-value utilization
Detecting and preventing fraud

Utilization review and analysis
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Is Drug Pricing a Problem?
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The amount of money people spend on prescription drugs has

over the past three decades as pharmaceutical sales and profi
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Tackling High Drug Costs

Patient cost-sharing often represents only a small fraction
of the total cost of the drug.

Brand drug manufacturers establish prices within a
monopoly established by federal patent law.

Until other drugs are approved for the same disease or
condition, manufacturers have little incentive to reduce
their prices.

Insurance carriers and PBMs do not have any control
over the price the manufacturer sets for a drug — but
PBMs have some tools to drive down drug costs.

10
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PBMs Pass Through Rebates

In Medicare Part D, rebates must be used to benefit
beneficiary

In Medicaid, states may negotiate above 23.1% statutory
rebates and collect supplemental rebates

In private insurance, disposition of rebates is up to the
plan sponsor

— On average, 90 percent of rebates are passed through to plan
sponsor

Use of rebates by plan sponsor depends on plan design

— Most use rebates to reduce premiums, cost sharing
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No Correlation Between Rebates
and Prices

Using commercially available data on gross and net sales for the top 200 self-administered,
patent-protected, brand drugs in the United States, Visante estimated annual rebate levels
over the 2011-2016 period and compared these against manufacturer list price levels and
increases over the same time period.

Major findings:

No correlation between the size of rebates and price increases
High price increases in drug categories with low rebates
Lower price increases in drug categories with high rebates
Drug prices increasing regardless of rebate levels

12

4 PCMA



Eliminating Rebates Will Lead to Higher
Prices

Restricting rebates will introduce the wrong kind of
transparency into the program and thus significantly hamper
negotiating leverage, leading to higher drug costs

— “[i]f pharmaceutical manufacturers learn the exact amount of
rebates offered by their competitors ... then tacit collusion among
manufacturers is more feasible ... Whenever competitors know the
actual prices charged by other firms, tacit collusion — and thus
higher prices — may be more likely.” Letter to Assembly Member
Greg Aghazarian, U.S. Federal Trade Commission Comments on
AB 1960 (September 7, 2004)

4 PCMA

13



PBM Innovations

* For Physicians
— ePrescribing

— ePrior Authorization

 For Patients

— Real time benefit checks
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How Would the World Look Without PBMs?

e Without management of benefit, 40-50% more in costs?
— No one to make drug manufacturers compete with each other
— No competition on price or quality in the pharmacy space
— No auditing of pharmacies for fraud, waste, and abuse
— No utilization controls that reduce waste and increase adherence

— Paper claims, longer claims processing times, inability to have
real-time reimbursement and coverage information for consumers
at the pharmacy counter

— Less utilization of generic drugs

1 Visante, The Return on Investment (ROI) on PBM Services. (November 2016).
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Thank youl!
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