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UNDERSTANDING YOUR HEALTH PLAN'S 
PHARMACY BENEFITS & SPEND

Let’s run through the mechanics that impact 
your company, employees, and bottom line.

The amount of money spent on prescription 
drugs has been rising steadily for over 50 years 
in this country, usually outpacing inflation.1

This trend has resulted in a situation where 
company health plans now spend 21.5¢ of 
every healthcare dollar on pharmacy.2 For the 
first time, supplying your members with their 
prescriptions is the single most expensive 
category of healthcare benefits.

Does it have to be this way? Or can you buck the 
trend and take back control of your company’s 
unnecessary pharmacy costs? This article 
speaks at a high level on how you can do the 
latter, staying far above the noise that usually 
goes along with the complex drug industry.  

How Prescriptions Work 
with Your Health Plan
First, a short backgrounder. When a physician 
prescribes a drug to a member of your health 
plan in a clinical setting, the drug may or may 
not be on the plan’s formulary. The formulary is 
simply a detailed list of drugs that indicates how 
each drug will be covered. Drugs in lower tiers 
(Tiers 1 and 2) come to patients at a lower cost-
sharing responsibility, known as their "copay." 
In this way, the formulary encourages some 
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To give you a sense of the scale of 
this dysfunction, a 2019 study by The 
Commonwealth Fund examined 15 self-funded 
health plans and identified 868 “wasteful drugs” 
on their formularies.5 Wasteful, in this case, 
meant one or more of the following:

• The drug had been tweaked in a way that 
added no clinical value yet extended its patent 
(a process known as "evergreening");

• The drug combined two active ingredients  
into one pill at a substantial cost;

• Over-the-counter versions of the drug exist; or

• Brand name drugs were on the formulary 
when lower-cost generics were available.

Replacing these wasteful drugs with sensible 
and clinically sound alternatives would have 

Formulary Shenanigans
The formulary truly is the root of all evil, so to 
speak, in terms of pharmacy expenses. PBMs, 
especially ones owned and operated under 
the control of publicly traded health insurance 
companies, design formularies to optimize their 
revenue - not to the benefit of members.3

Under current federal law,4 PBMs are allowed 
to accept kickbacks from a drug’s manufacturer 
in exchange for placing its drug in a favorable 
position on the formulary, thereby making it 
more financially accessible to patients. This is 
the reason why brand name drugs persist on 
the formulary even when generic or over-the-
counter alternatives of the drug exist. Drug 
manufacturers engage with PBMs in a “pay-to-
play” scheme via these kickbacks.

saved those companies $63.3 million, or up to 
24% of their total pharmacy spend. How much 
money could your health plan save by not 
overpaying for wasteful drugs like these?

PBMs are allowed 
to accept kickbacks 
from a drug's 
manufacturer.

drugs and discourages others through financial 
incentives for your plan members.

Who decides the formulary? Your pharmacy 
benefit manager (PBM) does. A PBM can be 
thought of as the intermediary between all 
phases of the distribution and payment process 
for drugs. They handle the administration and 
the interfacing of your health plan with drug 
manufacturers and pharmacies. PBMs provide 
valuable services and take all manner (and 
amount) of fees for these services, which we’ll 
discuss more later.

To recap, when one of your members fills their 
prescription at a pharmacy, your PBM checks it 
against the formulary in real time. The member 
then pays their portion and your health plan 
pays its portion. When you review your plan's 
pharmacy claims at year’s end, this is the 
information you see.
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End result: The member pays almost nothing 
for the drug and your health plan is on the hook 
for the remaining tens of thousands of dollars. In 
effect, your health plan is where AbbVie makes 
its money. The coupon induces the member to 
prefer the brand name drug. Manufacturer wins. 
PBM wins (they get a higher rebate on drugs like 
Humira with higher list prices). You lose.

Because AbbVie insulates your member from 
the true cost of Humira, it may be very difficult 
to get them to switch to a generic version 
such as Methotrexate, Leflunomide, or the now 
infamous Hydroxychloroquine - all far cheaper 
and similarly effective non-biologic rheumatoid 
arthritis drugs.7 To save your health plan money, 
your member would have to go through the 
hassle of switching medications. The member 
would also lose access to the copay coupon, 
meaning they would have much higher out-of-
pocket costs following the switch.

Drug Manufacturer
Copay Coupons

Set aside the formulary for a moment. Let’s look 
at how drug companies exploit copay coupons 
to keep your plan members on brand name 
drugs when cheaper generic versions exist.

Take for example a member with rheumatoid 
arthritis who takes Humira to manage their 
chronic pain from the disease. Humira, of 
course, is a brand name medication and was the 
best-selling prescription drug in 2018, bringing 
in $13.7 billion in revenue.6 For context, the 
second highest selling drug that year grossed 
only half as much ($6.5b). Humira's total cost - 
split between the patient and the health plan 
that covers them - is around $85,000 per year.

No health plan has 
to take [its PBM's] 
financial abuse 
sitting down.

Rebates & Spread Pricing
Your PBM manages all the behind-the-scenes 
of your health plan’s pharmacy benefits. Their 
role encompasses so much of the prescription 
benefit management process that even 
academic experts who study PBMs find it 
difficult to understand precisely how they 
operate.8 In addition to the conflicts of interest 
in how your PBM designs the formulary, there 
are two additional areas that deserve scrutiny: 
rebates and spread pricing.

Rebates. PBMs negotiate rebates with drug 
manufacturers (above and beyond the kick- 
backs we talked about earlier) on expensive 
medications, which are often found on higher 
formulary tiers. Many PBMs will not discuss their 
rebate policy with you unless you explicitly ask. 

How can your plan member possibly afford that? 
AbbVie, the company that makes Humira, “helps” 
those who qualify by providing them a copay 
coupon card covering nearly 100% of the member’s 
copay. (That's what drug commercials are referring 
to when they say "You could pay as little as $5 per 
month" at the end of their TV ads)
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https://www.humira.com/humira-complete/cost-and-copay
https://www.humira.com/humira-complete/cost-and-copay


Instead of passing rebates along to you, these 
secretive PBMs will hide rebate information and 
retain the rebate dollars for themselves. 

Other PBMs market themselves as "pass-
through," which implies they will pass all rebates 
along to your health plan. However, many PBMs 
that hold themselves out as "transparent" in this 
way have crafty contract language that leaves 
loopholes. For instance, their contract with you 
may require them to pass through 100% of X and 
Y rebates - but will conveniently omit mention 
of Z rebates. Or the "pass-through" PBM may 
in fact pass 100% of all rebates to you while 
reclassifying certain kinds of compensation to 
not technically fall under the rebate category.*

Spread Pricing. On less expensive or generic 
drugs, which are typically found on lower 
formulary tiers, rebates are minimal. Instead, 
PBMs make money on every transaction 
through a process known as spread pricing. 
Here's an example of it in action:

A local pharmacy pays $5 to the manufacturer 
to purchase a drug. The PBM underpays the 
pharmacy $4.50 for that drug when a member 
of yours goes to pick up their prescription. Then, 
the PBM turns around and charges your health 
plan $6 for the transaction. In this case, the PBM 
quietly keeps "the spread" of $1.50 for itself. As 
shown in this example, pharmacies can actually 
lose money in this transaction at the same time 
you are (unknowingly) overpaying for the drug.

* It's worth pointing out most PBMs don't even know what the 
rebates are going to be. They subcontract out the aggregation of 
drug manufacturer rebates to third-parties that may (or may not) 
be owned by or affiliated with the PBM. This calls into question 
how well the contract could ever be written to safeguard your 
interests if the PBM itself cannot have full oversight or control 
over the rebate procurement process. Furthermore, rebates are 
notorious for their lag time. It is standard for it to take two whole 
fiscal quarters for rebates to process and be remitted to the 
employer. Sometimes, it takes even longer than that.
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Regaining Control of  
Your Pharmacy Spend
No health plan has to take this kind of financial 
abuse sitting down. In fact, the plan sponsor 
of a health plan has the legal obligation to act 
in the best interest of the plan’s members, 
which includes “paying only reasonable plan 
expenses.”9 Here’s how to fight back against 
manufacturer and PBM tactics to regain control 
of your company’s pharmacy spend:

1. Formulary: Exclude expensive and/or 
brand name drugs from your formulary 
that are “wasteful.” Also, exclude drugs that 
are new-to-market or that have been been 
tweaked only slightly to "evergreen" their 
patents. In their place, include suitable, 
clinically sound biosimilars and generics 
that come at far lower cost to the company 
and your members. Offer plan members a 
concierge service that helps connect the 
employee with the drug at an acceptable 
and reasonable cost to them and the plan.

2. Manufacturer Copay Coupons: Implement 
a program that works closely with members 
who are dependent on copay coupons to 
find them an alternative to expensive, brand-
name medications. Consider introducing 
a benefit design that either shares some 
of the plan's savings with these members 
or mimics the effect of the coupon by 
indemnifying the member against their 
cost-sharing if they opt for the cheaper drug. 
Make it a win-win for both the member and 
the plan!

3. Rebates: Press your PBM on its rebate 
policy for total and full transparency. Secure 
100% pass-through of rebates in your 

https://www.frierlevitt.com/articles/service/pharmacylaw/plan-sponsor-alert-beware-of-rebate-aggregators/
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Tough — But Not 
Impossible With Help
Pharmacy spend is an unwieldy line item in 
your health plan if left unchecked. Crafting PBM 
contracts thoughtfully and implementing the 
fixes described in this whitepaper can put you 
back in the driver’s seat. To do so, you should 
enlist the help of a competent consultant who 
can help you regain control of your pharmacy 
spend. Together, you and your consultant can 
shape a winning pharmacy benefits strategy that 
you can be confident in for years to come.

SolV is an employee benefits consulting firm 
committed to bringing transparency and truth to 
an industry that has veered far off its path, fueled 
by corporate greed and backroom deals.

We provide clients comprehensive, cost-saving 
employee benefit solutions with expertise, 
excellence, independence, and integrity.

contract language, and then ask the PBM 
what rebates are not a part of this policy. 
PBMs are likely to stick to the letter, not the 
spirit of the contract. This means they will 
only pass 100% of the rebates to the plan 
that are explicitly included in the contract. 
Remember that how (the method) the PBM 
is paid is less important than what (the 
amount) it is paid for its services.

4. Spread Pricing: Ask your PBM for full 
reporting on any spread pricing revenue it 
receives from your plan. Randomly sample 
prescriptions on your health plan’s report 
and check the price your plan paid against 
what the drug’s price is on a publicly 
available website like GoodRx or Amazon 
Pharmacy. Consider the simple fact that if 
your PBM’s "negotiated" price is higher than 
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what paying cash or using a free discount 
card can get, your PBM is extracting—not 
adding—value from your health plan.
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