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Basics of PBM Functions



First of the Year Changes- Arkansas

 Largest Health Plan operating in state exchange abandoned 
transparency at the beginning of 2018 and moved to “spread” 
model;

 In a transparent model, the amount charged to the Health Plan is 
the amount paid to the pharmacist.  The PBM charges the Health 
Plan either a Per Member Per Month fee or a Per Claim Transaction 
Fee to perform their service;

 In a spread model, the amount charged to Health Plan is greater 
than the amount paid to the pharmacist.  The PBM charges the 
Health Plan a minimal, if any fee to perform their service; instead, 
the PBM keeps the spread. 



First of the Year Changes, cont.

 Data started coming into our office showing the Patient’s Explanation of 
Benefits from the Health Plan’s website

 Incentive is to charge Health Plan more & pay pharmacy as little as 
possible to make the spread bigger.

 During first 3 weeks of the year, the data we collected showed that the 
spread was MORE than the total amount paid to the pharmacies.

PBM only paid pharmacy $431.81 ---

a spread of $573.56



Virginia Example

 December 1, 2017 report to the Virginia General Assembly analyzing 

spread practices in Virginia’s Managed Medicaid plans;

 Report looked at one quarter of data;

 Average Spread of $22.72 per prescription for a total spread of 

almost $14M in just one quarter



Kentucky Example

• $1.68B paid out for pharmacy 

benefits last year in Kentucky 

Medicaid

• $1B went to the pharmacies

• Over $600M went to the PBMs in 

spread

• Approx 40% administrative fee

Feb 14, 2018



Why does the spread matter to 

policy makers?
 Medical Loss Ratio (MLR) manipulation; 

 Hiding administrative fee in clinical claims is not permitted by federal reg; 
(push to vertically integrate)

 Keeps level playing field competition from happening;

 Can deny policy holders rebates that are owed under the ACA’s MLR 
requirements

 Directly related to premium rates for plans in exchange or in the fully 
insured market;

 If paid claims are reflected artificially higher, then carriers can use that to 
make case for rate increases unnecessarily

 Extracts dollars out of most of your states away from policy holders and providers



Anticompetitive Practices-

Passive Contract Addendums



Anticompetitive Practices-

Gag Clauses



Anticompetitive Practice –

Self Payment & Competition 

Elimination
• Analysis of 272 Claims in late January and early Feb 2018

• Major PBM paid themselves $63.51 per prescription more than 

locally owned pharmacies 

CVS/Caremark Independent 

Pharmacy

Bupriprion XL 150mg $46.62 $10.28

Ezetimibe 10mg $113.34 $14.48

Hydroxychloroquine 

200mg

$184.39 $23.65

Tamsulosin 0.4mg $16.63 $2.74



Additional Dollars Driving Up 

Healthcare Costs



All leads to the need for 

comprehensive, 

state-based oversight
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