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5 PBM Strategies to Watch

Understand pharmacy benefit managers’ priorities and initiatives
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Pharmacy benefit managers (PBMs) play a key role in the U.S.
health benefits landscape by facilitating pharmacy transactions
and implementing strategies to lower pharmacy costs for insured
individuals and their plan sponsors. PBMs must balance this
objective with the drive to grow revenue and increase
shareholder value. We expect PBMs to focus on five strategies in
pursuit of these goals.
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The strategies

STRATEGY PURPOSE

PBMs are expectedto expand their recently

Expanding group launched group purchasing organizations AVAILABLE
O 2 purchasing (GPOs) to increase negcatiating power with IN PREVIEW
organizations (GPOs) pharmaceutical manufacturers, thus driving

steeper discounts and higher fees.

PBMs are innovating on strategies to capture
Optimizing copay the dollars from manufacturer patient assistance
maximizers programs, such as by ewolving the design of
copay accumulators and maximizers.
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2 Expanding GPOs

How does it work?

The three largest PBMs'2 have launched GPOs to facilitate drug price negotiations
between GPO members and pharmaceutical manufactures.

GPO name Owned by Launch year Location Participating PBMs (#)
Ascent Health Solutions Cigna, Prime, Kroger 2019 Switzerland 4
Zinc Health Services CVS Health, Anthem 2020 United States 2
Emisar Pharma Services Optum, UnitedHealth Group 2021 Ireland 1

Why is this a priority for PBMs?

By establishing GPOs, PBMs are positioned to lower negotiated drug prices by
aggregating scale with smaller PBMs. They can also generate additional fees from
manufacturers for data access. PBMs with GPOs based outside of the United States
may use them as a buffer from potential U.S. government regulation and tax burdens.

What are the potential impacts on other stakeholders?

+ Pharmaceutical manufacturers may feel pressure to secure contracts with the
growing GPOs, which may lower manufacturer revenues both through higher
fees and lower drug prices.

* Plan sponsors may see additional savings from GPO discounts, though PBMs
are unlikely to pass along all additional savings generated.

What to watch for:

* GPO may grow with the addition of new PBM participants. Large employers may
also join the GPO independently rather than through a PBM.
* GPO purchasing may expand to include medical benefit drugs.

1. CVS Caremark, Express Scripts, and OptumRx
2. Advisory Board is a subsidiary of UnitedHealth Group, the parent company of UnitedHealthcare and Optum. All Source: Fein, AJ, 2022 Economic Report on U.S,
Advisory Board research, expert perspectives, and recommendations remain independent Pharmacies and Pharmacy Benefit Managers, March 2022.
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4 Optimizing copay maximizers

How does it work?

PBMs have created benefit design programs called copay O
accumulators and copay maximizers that harness O

manufacturer patient assistance funds, such as copay

cards, to lower plan sponsors’ pharmacy costs instead of I .
of commercially insured lives were covered by
offsetting a patient’s annual insurance deductible. health plans with a maximizer program in 2020

Why is this a priority for PBMs?

Because copay accumulator and maximizer programs do not allow manufacturer
copay cards to count toward a patient's deductible, PBMs can capture manufacturer
patient assistance dollars in addition to a patient’s full deductible. PBMs also may
charge plan sponsors a fee for managing copay adjustment programs.

What are the potential impacts on other stakeholders?

+ Consumers may discontinue treatment after the manufacturer copay card runs out of
funds and they become responsible for the full copay cost. This has been a critique of
copay accumulator programs. Because of this criticism, some PBMs developed copay
maximizer programs, which spread copay card funds evenly across the year.

* Pharmaceutical manufacturers may feel frustrated that the dollars they have set
aside to help patients pay for their medications have become incorporated into
pharmacy benefit design and may not ultimately reduce costs for the patients directly.

What to watch for:

* New state legislation could regulate copay adjustment programs to ensure that
patient assistance dollars can be applied to a patient’s deductible.

* Legal challenges from drug manufacturers have argued that copay adjustment
programs are deceptive trade practices.

Source: Wang J, et al., “

‘Contributor: Providers and Patients Push Back,
Payers Push Forward—Copay mitigation programs,” AJMC, February 2021.
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What is the future of the
PBM landscape?

The largest PBMs have shifted from a growth strategy focused on scale and vertical
integration, to one that seeks growth via optimizing benefit design, diversifying profit
streams, and expanding services. These changes, along with other factors, will
influence the future of PBMs, but we see two scenarios as most likely.

Scenario 1: The largest PBMs will continue to dominate.

In this scenario, the largest PBMs will expand their offerings to address the full
spectrum of plans’ and consumers’ pharmacy needs. This will allow the GPOs
associated with these large PBMs to grow without formally acquiring smaller
PBMs, and smaller PBMs may find it difficult to survive without participating in
GPOs. Formularies will shrink, and rebates will rise.

This scenario is possible if:
* There is limited or no new government regulations of PBMs

* Health plans and employers continue to value discounts as their motivating
factor for PBM contracting

* PBMs build trust with consumers and plan sponsors

Scenario 2: New entrants reshape the market.

In this scenario, emerging PBMs court large employers by building trust and a
differentiated value proposition. Emerging PBMs may focus on their ability to
lower total costs of care through transparent pricing, better medication access,
and disease management.

This scenatrio is possible if:

« State or federal regulations change the PBM landscape, such as by
generating more transparency into drug costs

» Health plans and employers become more proficient at examining benefits
data to identify improvement opportunities \
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Change has always defined health care, but today’s leaders face unprecedented challenges
and market shifts. Dewveloping successful strategies and advancing make-or-break objectives
has never been more challenging due to mounting complexity, intensifying competition, and a
growing roster of stakeholders.

We provide the knowledge you need to stay
current, along with the strategic guidance, data,
and tools you need to prioritize your next actions.

Hospitals « Health systems ¢ Life sciences firms  Health plans ¢
Digital health companies « Health care professional services firms ¢
Post-acute care providers « Medical groups

Connect with Advisory Board experts and access more resources
by contacting us at ProgramInquiries@advisory.com

For the latest market trends for digital tech business leaders,
\visit advisory.com/DigitalHealthInnovation

For insights on the future of the health plan industry,
\visit advisory.com/PayerNextPractices

To learn more on how we serwe life sciences leaders,
visit advisory.com/ForLifeScience
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LEGAL CAVEAT
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Advisory Board has made efforts to verify the accuracy of the
information it provides to members. This report relies on data obtained
from many sources, however, and Advisory Board cannot guarantee
the accuracy of the information provided or any analysis based thereon.
In addition, Advisory Board is not in the business of giving legal,
medical, accounting, or other professional advice, and its reports should
not be construed as professional advice. In particular, members should
not rely on any legal commentary in this report as a basis for action, or
assume that any tactics described herein would be permitted by
applicable law or appropriate for a given member’s situation. Members
are advised to consult with appropriate professionals concerning legal,
medical, tax, or accounting issues, before implementing any of these
tactics. Neither Advisory Board nor its officers, directors, trustees,
employees, and agents shall be liable for any claims, liabilties, or
expenses relating to (a) any errors or omissions in this report, whether
caused by Advisory Board or any of its employees or agents, or
sources or other third parties, (b) any recommendation or graded
ranking by Advisory Board, or (c) failure of member and its employees
and agents to abide by the terms set forth herein.
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Advisory Board helps leaders in the health care industry
work smarter and faster by providing provocative market
trends, industry insights, and actionable strategies to
support key business imperatives.

With more than 40 years of experience, a team of nearly
200 experts, and a network of over 4,500 member
organizations, we help stakeholders across the health
care ecosystemunpack the now and predict the next in
the health care industry.

We know that together we can change the business of
health care for the better. Join us by visiting advisory.com.
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