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Today’s Discussion

• Brief review health insurance and drug supply 
chain basics (this ensures we are all speaking the 
same language!)

• Review of federal legislation:
• PBM-focused (S.127; S.1339; HR.3561)
• Drug price-focused (S.1264; S.1114; S.3700)
• Co-payment capping (S.3700)

• Myth-busting and discussing potential policy 
impact



Health Insurance
Always start with this equation

𝑷𝒓𝒆𝒎𝒊𝒖𝒎 = 𝟏 + 𝑳𝑫 𝟏 − 𝒄 𝒑𝒙 

𝑳𝑫 = 𝑳𝒐𝒂𝒅𝒊𝒏𝒈 𝑭𝒂𝒄𝒕𝒐𝒓, 𝒊𝒏𝒄𝒍𝒖𝒅𝒆𝒔 𝒂𝒅𝒎𝒊𝒏 & 𝒑𝒓𝒐𝒇𝒊𝒕
𝒄 = 𝒄𝒐𝒊𝒏𝒔𝒖𝒓𝒂𝒏𝒄𝒆 𝒓𝒂𝒕𝒆

𝒑 = 𝒑𝒓𝒊𝒄𝒆 𝒐𝒇 𝒉𝒆𝒂𝒍𝒕𝒉 𝒄𝒂𝒓𝒆
𝒙 = 𝒖𝒏𝒊𝒕𝒔 𝒐𝒇 𝒉𝒆𝒂𝒍𝒕𝒉 𝒄𝒂𝒓𝒆

Sloan FA, Hsieh CR. Health Economics. 2012. MIT Press: Cambridge, MA.



Supply Chain & Drug Pricing Terminology 
(BASIC)

Pharmacy

Manufacturer

Usual & Customary 

(U&C)

Average Wholesale Price 

(AWP)

Wholesale Acquisition Cost 

(WAC) Wholesaler

Patient

Mattingly J. Understanding Drug Pricing. US Pharmacist. 2012. Available at: https://www.uspharmacist.com/article/understanding-drug-pricing



Supply Chain & Drug Pricing Terminology 
(REAL)

Pharmacy

Manufacturer

Usual & Customary 

(U&C)

Average Wholesale Price 

(AWP)

Wholesale Acquisition Cost 

(WAC) Wholesaler

Patient

Payer/PBM

“Pharmacy Reimbursement” = ???

“Premiums”
US: Average Manufacturer 

Price (AMP)

US: National Average Drug 
Acquisition Costs

(NADAC)

Copay / Coinsurance

“Rebates & Discounts” = ???



Supply Chain & Vertical Integration

CVS

Manufacturer

Usual & Customary 

(U&C)

Average Wholesale Price 

(AWP)

Wholesale Acquisition Cost 

(WAC) Wholesaler

Patient

CVS

“Pharmacy Reimbursement” = ???

“Premiums”
US: Average Manufacturer 

Price (AMP)

US: National Average Drug 
Acquisition Costs

(NADAC)

Copay / Coinsurance

“Rebates & Discounts” = ???



Federal Legislation on the Horizon

PBM reform, drug price-lowering, and copayment capping



www.patients.umaryland.edu patients@rx.umaryland.edu 410.706.3839

Pharmacy Benefit Manager (PBM)-
Focused Legislation

• One thing Democrats and 
Republicans seem to agree on: 
PBMs need reform

• Similar Provisions:
• 100% drug rebate pass-through 

from PBM to health plans

• Prohibit ”spread pricing”

• Prohibit “clawback” (DIR fees)

• Annual reporting (either to FTC or 
GAO and reporting to Congress)

S.127 PBM Transparency Act

(Cantwell/Grassley)

S.1339 PBM Reform Act

(Sanders/Cassidy)

HR.3561 PATIENT Act

(McMorris Rogers/Pallone)
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Drug Price-Focused Legislation

S.1264 SMART Prices Act

(Klobuchar leading* No 

Republican co-sponsors)

S.1114 Expanding Access to 

Low-Cost Generics Act

(Smith/Braun)

Expands the drug price negotiation program in 

Medicare under the Inflation Reduction Act

Seeks to reduce the practice of “parking” – when 

brand manufacturer agrees not to sue the first 

generic company as long as they delay entry

S.3700 Affordable Insulin 

Now Act

(Warnock/Kennedy)

Requires plans to cover insulin for no more than 

$35/month or “25% of negotiated price” & HHS to 

reimburse “qualifying entities” for costs



www.patients.umaryland.edu patients@rx.umaryland.edu 410.706.3839

PBM Policy Myths (and Partial Myths) 

Myth 1: PBMs are only “Middlemen”

Myth 2: Vertical integration is bad

Myth 3: PBMs are not transparent
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Drug Price Myths (and Partial Myths)

Myth 1: The US pays too much for 
prescription drugs

Myth 2: Copayment caps lower 
prices

Myth 3: Price transparency will 
lower prescription drug costs



Questions?
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