DRIVERS OF CHANGE

Top drivers of change in the diabetes
and obesity market

Four key drivers reshaping the delivery of care for patients with diabetes and obesity

As diabetes and obesity heightened individuals’ risk for severe
COVID-19, the pandemic placed an outsized spotlight on these Published — February 2023
diseases over the last two years. We've identified four drivers

that are reshaping the delivery of care for patients with diabetes
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Introduction

Diabetes and obesity prevalence increased in U.S. adults, youth, and children since the start of the COVID-19
pandemic. Diabetic and obese people face an increased risk for severe COVID-19 infection and saw a surge in
diabetes-related deaths (unrelated to COVID-19) in 2020 and 2021 compared to pre-pandemic levels. The rise
in deaths is likely related to the presence of co-morbidities for these individuals. In US adults, 62% with
diabetes are obese, and half of type 2 diabetes deaths worldwide are attributed to cardiovascular diseases.
Stakeholders across the healthcare industry continue to prioritize the development of new prevention and
management solutions to reduce the burden of these chronic conditions in the U.S.

U.S. diabetes and obesity prevalence is steadily rising.

Obesity and diabetes prevalence among adults?
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90-95% of all U.S. adults with diagnosed

diabetes have type 2 diabetes

Southern states have the highest prevalence of diabetes and obesity.

Percentage of adult population obese or diabetic
CDC, 2020

Diabetes (%)

Sources: “Early Release of Selected Estimates...,” NCHS, 2015; Hales, et al., “Prevalence of
obesity among adults and...,” NCHS data brief, no 288; Ward, et al., “Projected U.S. State-Level
Prevalence of Adult Obesity...,” NEJM, 381 (2019): 2440-2450; Lin, et al., “Projection of the future
2. The CDC defines obesity in adults as body mass index (BMI) > 30 kg/m2. diabetes burden...,” Popul Health Metrics 16, 9 (2018); "BRESS Prevalence & Trends Data," CDC.

1. Projections do not consider the impact of the COVID-19 pandemic.
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https://www.cdc.gov/nchs/nhis/releases/released201605.htm#14
https://www.cdc.gov/nchs/products/databriefs/db288.htm
https://www.nejm.org/doi/full/10.1056/NEJMsa1909301
https://pophealthmetrics.biomedcentral.com/articles/10.1186/s12963-018-0166-4#citeas
https://www.cdc.gov/brfss/brfssprevalence/index.html
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High diabetes and obesity prevalence is fueling U.S. drug market growth.

Obesity drug Type 1 diabetes Type 2 diabetes

market drug market drug market
$32B
$30B
$158 $16B
$2.7B $3.0B

2021 m2022
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Drivers of change

SECTION DRIVER

CHANGE

01 Insulin costs on the rise

Soaring costs have spurred multi-stakeholder initiatives aimed
at lowering U.S. insulin costs for consumers.

02 Limited uptake of new
treatments

A growing range of treatments have attracted attention, but
stakeholders require more evidence before supporting
widespread use.

03 U.S. prevention efforts
remain patchy

The U.S.’s fragmented and ineffective prevention efforts are
pushing private industry stakeholders to take the reins in
diabetes and obesity prevention.

04 Worsened health
disparities

More resources on diabetes and obesity

In the wake of COVID-19, health leaders are reckoning with
and responding to worsening disparities in diabetes and
obesity among certain populations.

Accessible on advisory.com

N\ WEBINAR
2022 Diabetes & obesity market trends
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O 1 Insulin costs on the rise

What’s happening?

Rising list prices of insulin products have captured the attention of the American media, with growing
scrutiny of wholesalers, PBMs! and drug manufacturers. Despite insulin cost reduction efforts by drug
manufacturers and PBMs, federal and state legislators continue to push for insulin price reduction
policies. Stakeholders across the health industry are launching initiatives to reduce insulin and
broader diabetes medication costs.

Stakeholder Example insulin cost reduction initiatives

Federal government * $35 insulin copay cap for Medicare beneficiaries
* Encouraging biosimilar insulin production with FDA regulations

Pharmaceutical companies * Releasing discounted generic versions of insulin products
» Offering copay cards that lower monthly prescription costs
PBMs * Enabling employers and health plan sponsors to offer diabetes
medications with $0 or capped out-of-pocket costs
* Including lower-cost biosimilar insulin products on preferred formularies

State governments  Instituting insulin copay caps for state-regulated health plans
* Regulating insulin manufacturer and PBM practices

Why does this matter today? Insulin analog cost per patient per year?
Often touted as the “poster child” for high U.S. Milliman, 2007-2021

prescription drug prices, average list insulin prices have $4,648 E’ézg
increased by over 300% in the last decade. This has $1§974

sparked widespread reports of potentially lethal insulin $1.319 $2,231 $1.055
rationing by diabetic patients with financial distress. 2007 2015 2021

These reports have drawn the attention of both the _ _ _
] ] =0= | |St price =O=Net price
public and policymakers.

Sources: “Analysis of insulin competition and costs in the United States,” Milliman, December 2021; “Intermediaries Gain From Rising Insulin Prices in the
US,” Medscape, November 2021; Sable-Smith, “Insulin’s High Cost Leads to Lethal Rationing,” NPR, September 2018; Minemyer, “Optum, Sanofi team to
make low-cost insulin available to uninsured,” Fierce Healthcare, August 2022; “American Diabetes Association Statementin...,” ADA, March 2022; “EDA
2. Based on SSR Health estimates of average gross and net costs of treatment. Approves First Interchangeable Biosimilar Insulin....” FDA, July 2021; Konish, “The Inflation Reduction Act caps costs...,” CNBC, August 2022.

1. Pharmacy benefit manager.
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https://www.milliman.com/en/insight/Analysis-of-Insulin-Competition-and-Costs-in-the-United-States-December-2021
https://www.medscape.com/viewarticle/962474
https://www.npr.org/sections/health-shots/2018/09/01/641615877/insulins-high-cost-leads-to-lethal-rationing
https://www.fiercehealthcare.com/payers/optum-sanofi-team-make-low-cost-insulin-available-uninsured
https://www.diabetes.org/newsroom/press-releases/2022/american-diabetes-association-statement-response-to-presidents-call-for-national-insulin-co-pay-cap
https://www.fda.gov/news-events/press-announcements/fda-approves-first-interchangeable-biosimilar-insulin-product-treatment-diabetes
https://www.cnbc.com/2022/08/16/inflation-reduction-act-to-cap-costs-for-medicare-patients-on-insulin.html
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Potential impacts of industry actions

Impact to stakeholder expected to be: 4 Positive — Negative 7 Too soon to tell

-+
+
?

Consumers will save on some out-of-pocket diabetes management costs.

Governments could gain political points and potentially reduce health spending.

Health plans may pay higher prescription drug costs as a result of co-pay caps but concealed
negotiated prices for insulins by PBMs muddles predictions of widespread impacts.

PBMs will face increased regulation and scrutiny of practices.

Pharmaceutical companies will face increased regulation and reduced revenue from insulins.

Expected stakeholder actions

Consumers: Will become more active shoppers with improved access to affordable insulin.
Governments: Will respond to ongoing litigation from industry groups challenging insulin pricing,
drug transparency and PBM regulation policies and pressure from constituencies to adopt drug
cost containment legislation.

Health plans: Some plans may pass drugmaker rebates through to members or include lower-
priced insulins such as generics and biosimilars in formularies as a result of mandated cost-
sharing caps on insulins for state-regulated health plans.

PBMs: Will respond to growing insulin pricing litigation on multiple fronts, additional state-level
PBM regulation, and close monitoring of formulary placement decisions by journalists and
advocacy groups in the coming years.

Pharmaceutical companies: Also expected to address insulin pricing litigation on multiple fronts;
additional imposed state-level drug pricing transparency and emergency insulin policies that could
drive down net payments for insulins.

Pharmacies: Will advocate for the passage of state legislation banning “gag” restrictions,
prescription overpayment fees, and spread pricing from PBMs (watch for loopholes in these state
policies).

Physicians: Some will increase consideration of the cost-effectiveness of insulin products when
prescribing regimens.

Sources: Advisory Board interviews and analysis.
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O 2 Limited uptake of new treatments

What’s happening?

New treatments for diabetes and obesity include virtual diabetes prevention programs (DPPs) and
anti-obesity medications. Their reimbursement outlook remains poor—most health plans do not cover
the cost of any obesity medications and CMS has not approved Medicare coverage of virtual DPPs.
Provider, digital health, and pharmaceutical stakeholders continue to lobby for better reimbursement.

$890k $52M+

Spent by seven organizations on Spent by seven companies on lobbying
lobbying efforts related to the passage of to attain anti-obesity medication FDA
the Prevent Diabetes Act approval and advocate for the passage

of the Treat and Reduce Obesity Act

Why does this matter today?

These treatments made headlines following CMS’ decision to reimburse virtually delivered DPPs
during the COVID-19 public health emergency, as well as Wegovy’s favorable clinical results in 2021.
Despite some positive outcomes reported by both treatments, limited coverage across all payers has
limited their widespread utilization. National estimates suggest relatively few U.S. adults use obesity
medications, and the few that do often pay out-of-pocket to attain them. Few participate in Medicare’s
DPP with in-person requirements—only 3,300 participated in the program (out of an estimated 29.5
million Medicare beneficiaries with prediabetes) as of March 2021. Payers and regulators

require more evidence for these treatments before broadening coverage and indications.

Source: “Why the future of the Medicare Diabetes Prevention Program is uncertain,” Advisory Board, December 2021; “Medicare Extends
COVID-19 Telehealth Coverage in Diabetes Prevention Programs,” mHealth, December 2020; “Risk/Reward: Diet drug companies spent $60
million...,” Milwaukee Journal Sentinel, August 2021; “Why the future of the Medicare Diabetes Prevention Program is uncertain,” Advisory Board,
December 2021; “Wegovy™ Demonstrated Significant and Sustained Weight Loss in Two-Year Study...,” PR Newswire, November 2021; “Cost
Savings and Reduced Health Care Utilization...,” JHEOR, August 2020; “Few Adults Used Prescription Drugs for Weight Loss and Insurance
Coverage Varied,” GAO, August 2019; Savage & Sanghavi, “The Medicare Diabetes Prevention Program...,” HealthAffairs, November 2021.
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https://www.advisory.com/blog/2021/12/mdpp
https://mhealthintelligence.com/news/medicare-extends-covid-19-telehealth-coverage-in-diabetes-prevention-programs#:~:text=As%20part%20of%20the%202021,of%20the%20public%20health%20emergency.
https://www.jsonline.com/story/archives/2021/08/22/diet-drug-companies-spent-60-m-win-fda-approval-new-products/7713757002/
https://www.advisory.com/blog/2021/12/mdpp
https://www.prnewswire.com/news-releases/wegovy-demonstrated-significant-and-sustained-weight-loss-in-two-year-study-in-adults-with-obesity-301417583.html
https://jheor.org/article/14529-cost-savings-and-reduced-health-care-utilization-associated-with-participation-in-a-digital-diabetes-prevention-program-in-an-adult-workforce-populati
https://www.gao.gov/assets/gao-19-577.pdf
https://www.healthaffairs.org/do/10.1377/forefront.20211118.578433
https://www.prnewswire.com/news-releases/wegovy-demonstrated-significant-and-sustained-weight-loss-in-two-year-study-in-adults-with-obesity-301417583.html
https://www.gao.gov/assets/gao-19-577.pdf#page=16
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Potential impacts of industry actions

Impact to stakeholder expected to be: 4 Positive — Negative 7 Too soon to tell

?

Consumers will pay for new treatments out-of-pocket because of limited payer coverage.
Digital health companies will increase spending on evidence generation and advocacy efforts.
Health plans may save on treatment costs for expensive diabetes and obesity therapies not
proven cost-effective moving forward.

Pharmaceutical companies will increase spending on evidence generation and advocacy
efforts.

Expected stakeholder actions

Consumers: Will demand more forms of diabetes and obesity treatment and advocate for their
coverage by insurance plans.

Device/diagnostics companies: Before tempering expectations of demand for their diabetes
and obesity solutions, many will monitor pharmaceutical companies’ progress in advancing anti-
obesity medication use.

Digital health companies: Will continue development of independent, peer-reviewed analyses of
telehealth’s effects on DPPs’ outcomes.

Health plans: Will evaluate treatment coverage policies, including reimbursement flexibilities
made during the COVID-19 public health emergency and pilot programs designed to address
diabetes and obesity directly.

Health systems: Many will increase advocacy for strengthened telehealth reimbursement and
broadened patient access to DPPs.

Pharmaceutical companies: Will continue efforts to collect real-world evidence in treatment
efficacy, shift plan attitudes to acknowledge obesity as a disease and engage with physician
concerns. Some may also partner with digital therapeutics companies or develop their own
therapeutic platforms to work with medications.

Physicians: Will continue monitoring new treatment efficacy; some physician practices will adopt
virtual DPPs as differentiators.

Sources: Advisory Board interviews and analysis.
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03 U.S. prevention efforts remain patchy

What’s happening?

U.S. federal efforts to set diet and nutrition policy remain
fragmented. Both a 2021 GAQO! report and remarks from a
congressional panel of experts emphasized the
disorganized and haphazard nature of diet and nutrition
efforts led by federal agencies. These reactive and
uncoordinated policies have thus far failed to reduce the
prevalence of chronic conditions in the U.S. This forces
health organizations, such as health plans and health
systems, to lead diabetes and obesity prevention
strategies.

Why does this matter today?

Federal agency efforts related to diet—
fragmented across 21 agencies—for reducing
Americans’ risk of chronic health conditions
from 2019-2021.

The failure to reverse trends in U.S. diabetes and obesity prevalence contributes to billions of dollars

in medical costs and lost productivity. These rising rates also contribute to the U.S.’s poor

performance on most measures of population health compared to other high-income countries.

Potential impacts of industry actions

Impact to stakeholder expected to be: 4 Positive — Negative 7 Too soon to tell

— Consumers will remain confused or unmotivated by fragmented and reactive federal policies.

7 Digital health companies may anticipate growth in demand for virtual prevention programs to fill

the gaps of federal policy, but patient utilization remains to be seen.

— Employers will face increased health insurance premiums and lost employee productivity.

— Health plans will experience rising costs associated with diabetes and obesity care.

— Health systems and physicians will be pressured to invest in unreimbursed prevention efforts.

Source: “Chronic Health Conditions: Federal Strategy Needed to Coordinate Diet-Related Efforts,” GAO, August 2021

“Exclusive: U.S. diabetes deaths top 100,000 for second straight year,” Reuters, January 2022; “Economic Costs of Diabetes in
the U.S. in 2017," Diabetes Care, March 2018; Ward et al., “Association of body mass index with health care expenditures...
1. U.S. Government Accountability Office. PloS ONE, March 2021; Radley et al., “Americans, No Matter the State...,” The Commonwealth Fund, August 2022.

© 2023 Advisory Boarde All rights reserved  advisory.com
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https://www.gao.gov/products/gao-21-593
https://www.reuters.com/world/us/exclusive-us-diabetes-deaths-top-100000-second-straight-year-federal-panel-urges-2022-01-31/
https://pubmed.ncbi.nlm.nih.gov/29567642/
https://journals.plos.org/plosone/article?id=10.1371/journal.pone.0247307
https://www.commonwealthfund.org/blog/2022/americans-no-matter-state-they-live-die-younger-people-many-other-countries
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Expected stakeholder actions

Consumers: Will remain confused by fragmented diabetes and obesity prevention initiatives.
Device/diagnostics companies: Those that develop technology used in bariatric surgery may
respond to increased demand as obesity grows in the absence of strong prevention efforts.
Digital health companies: Will advocate for improved reimbursement of virtually-delivered
diabetes and obesity prevention programs to tap into unrealized growth opportunities.
Employers: Likely to increase health insurance premiums and lose employee productivity due to
growing disease prevalence.

Health plans: Will invest in a broad range of diabetes and obesity interventions based in
prevention and early intervention to reduce treatment costs.

Health systems and physicians: Will partner with social service organizations and other
healthcare providers, start-ups, and community groups to design prevention programs that take a
holistic view of diabetes and obesity as government policies remain uncoordinated.

Public health plans: Will increase investment in prevention efforts to reduce expenditures
associated with rising diabetes and obesity prevalence among public insurance beneficiaries.
Pharmaceutical companies: Will integrate digital therapeutic solutions with current medications
to widen access to chronic disease prevention solutions.

Sources: Advisory Board interviews and analysis.
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4 Worsened health disparities

What’s happening?

For decades, American Indian, Alaska Natives, Black Americans, and Hispanic Americans
have carried a disproportionate burden of diabetes and obesity in the U.S., driven by social
and structural inequities. COVID-19 exacerbated these disparities, prompting organizations
across the industry to create initiatives that address these inequities.

Stakeholder Health disparity initiatives

Health systems $2.5 billion invested by health systems for programs addressing SDOH?
including housing, food security, and job training.

Commercial payers 40% of U.S. health systems and commercial payers utilized social
determinant data in risk assessment, patient outreach, and business
decisions in 2020.

Pharmaceutical companies  $400 million committed to support health equity solutions and diversify
biopharmaceutical workforce.

State governments 75% of managed care states reported leveraging Medicaid MCO contracts to
promote at least one strategy to address SDOH.

Why does this matter today?
The COVID-19 pandemic worsened health disparities for Alaska

Native, Black and Hispanic people. These groups experienced 1 I n 5

high rates of COVID-19 infection, hospitalizations, and deaths.

The pandemic also limited access to healthcare services, Black U.S. households
increased food insecurity, reduced opportunities for physical reported food insecurity
activity, and elevated stress and anxiety levels — all of which compared to 7% of White
worsened existing disparities in diabetes and obesity across the U.S. households in 2021
country.

Source: Wang J, et al., “Contributor: Providers and Patients Push Back, Payers
Push Forward—Copay mitigation programs,” AJMC, February 2021; Lacko et el.,
“The Pandemic Disrupted a...,” Food Research & Action Center, September 2022.

1. Social determinants of health
© 2023 Advisory Boards All rights reserved + advisory.com pg. 11
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Potential impacts of industry actions

Impact to stakeholder expected to be: 4 Positive — Negative 7 Too soon to tell

?

Consumers may experience improved outcomes from health equity solutions — if they are
intentionally designed.

Digital health companies will experience rising demand for digital solutions to screen for and
address social determinants of health inequities.

Governments will experience high demand for social assistance services.

Health systems and physicians will face higher volumes of patients with complex health needs.
Health plans will grapple with rising costs associated with worsened disparities.

Expected stakeholder actions

Consumers: Will seek programs tailored to address local SDOH needs.

Digital health companies: Will respond to demand from health systems and health plans for
digital solutions to screen for and address SDOH among patients with diabetes and obesity.
Governments: Will respond to growing demand for social assistance services among patients
with complex needs. Some social assistance programs could reach capacity. Government leaders
are also likely to pass policies to respond to ongoing pressure from advocacy groups and
researchers for high-quality disaggregated data collection systems to combat health disparities.
Health plans: Will invest in SDOH initiatives to address rising costs associated with treatment of
diabetic and obese patients with complex social service needs.

Health systems: Will adopt SDOH screenings and develop other strategies to address health
inequities, particularly related to diabetes and obesity. Additionally, many health systems will
experience higher volumes of patients with complex health and social service needs.
Pharmaceutical companies: Will continue investing in health equity solutions and generation of
evidence on the efficacy of products in different subpopulations.

Physicians: Will treat a growing number of patients with complex health needs—especially in
patient populations facing the starkest health disparities in diabetes and obesity education,
prevention, and care.

Sources: Advisory Board interviews and analysis.
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LEGAL CAVEAT

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, liabilities, 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.

Advisory Board and the “A” logo are registered trademarks of The Advisory Board Company in the United States and other countries. Members are
not permitted to use these trademarks, or any other trademark, product name, service name, trade name, and logo of Advisory Board without prior
written consent of Advisory Board. All other trademarks, product names, service names, trade names, and logos used within these pages are the
property of their respective holders. Use of other company trademarks, product names, service names, trade names, and logos or images of the
same does not necessarily constitute (a) an endorsement by such company of Advisory Board and its products and services, or (b) an
endorsement of the company or its products or services by Advisory Board. Advisory Board is not affiliated with any such company.

IMPORTANT: Please read the following.

Advisory Board has prepared this report for the exclusive use of its members. Each member acknowledges and agrees that this report and
the information contained herein (collectively, the “Report”) are confidential and proprietary to Advisory Board. By accepting delivery of this Report,
each member agrees to abide by the terms as stated herein, including the following:

1. Advisory Board owns all right, title, and interest in and to this Report. Except as stated herein, no right, license, permission, or interest of any
kind in this Report is intended to be given, transferred to, or acquired by a member. Each member is authorized to use this Report only to the
extent expressly authorized herein.

2. Each member shall not sell, license, republish, or post online or otherwise this Report, in part or in whole. Each member shall not disseminate
or permit the use of, and shall take reasonable precautions to prevent such dissemination or use of, this Report by (a) any of its employees and
agents (except as stated below), or (b) any third party.

3. Each member may make this Report available solely to those of its employees and agents who (a) are registered for the workshop or
membership program of which this Report is a part, (b) require access to this Report in order to learn from the information described herein,
and (c) agree not to disclose this Report to other employees or agents or any third party. Each member shall use, and shall ensure that its
employees and agents use, this Report for its internal use only. Each member may make a limited number of copies, solely as adequate for
use by its employees and agents in accordance with the terms herein.

4. Each member shall not remove from this Report any confidential markings, copyright notices, and/or other similar indicia herein.
5. Each member is responsible for any breach of its obligations as stated herein by any of its employees or agents.

6. If a member is unwilling to abide by any of the foregoing obligations, then such member shall promptly return this Report and all copies thereof
to Advisory Board.
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