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INTRODUCTION AND GUIDE TO THE 2019 REPORT

In 2018, U.S. drug channels experienced a tumultuous, eventful year. The industry is confronting
a diverse set of business and political challenges:

Total prescription dispensing revenues of retail, mail, long-term care, and specialty
pharmacies reached a record $423.7 billion in 2018. Specialty drugs accounted for more
than one-third of the pharmacy industry’s dispensing revenues.

Vertical integration transformed pharmacy benefit managers (PBMs). CVS Health
completed its merger with the health insurer Aetna, and Cigna completed its acquisition
of Express Scripts. The largest PBMs are all now jointly owned by a health insurer.

The specialty pharmacy industry is experiencing an unprecedented consolidation. Payer-
and PBM-owned specialty pharmacies increased their market share through mergers
and acquisitions. The number of accredited specialty pharmacies has reached nearly
1,000 locations as healthcare providers have expanded into specialty pharmacy.

List prices for brand-name drugs are growing at historically slow rates, while deflation in
generic drug prices continues. Politicians from both parties continue to condemn drug
prices, though net prices (after rebates and discounts) have grown by low-single-digit
amounts for the past four years.

The gross-to-net bubble, which measures rebates and discounts paid by manufacturers,
expanded to a record $166 billion. Regulators, lawmakers, investors, and payers are
closely and publicly scrutinizing the impact of these payments and PBMs’ profit models.

Some patients faced much higher out-of-pocket expenses, as pharmacy benefit designs
evolved. Patients are increasingly exposed to the list price of their prescriptions. Many
people now pay a coinsurance percentage of a prescription’s list price, or even the
entire list price when they are within a deductible.

For the first time, a serious effort exists to remove or decrease the role of rebates in the
drug channel systems and reduce list price as a component of intermediary
compensation. In 2019, the U.S. Department of Health and Human Services (HHS)
proposed eliminating rebates in Medicare Part D and Managed Medicaid plans.

Retail pharmacies continued to face pressures on pharmacy profits, caused by slow
prescription growth, a plateau in the generic dispensing rate, the continued use of
narrow networks, direct and indirect remuneration (DIR) fees, and intense competition.

Amazon purchased PillPack and announced a major healthcare venture, creating
uncertainty about its intentions and the potential for industry disruption.
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Understanding an Evolving Marketplace

The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers—our tenth
edition—is the most comprehensive, fact-based tool for understanding these forces of changes
and the entire U.S. drug pricing, reimbursement, and dispensing system. This new edition
integrates information about pharmacy dispensing channels, third-party payers, pharmacy
benefit managers (PBMs), patients’ financial contributions, government regulations, and
wholesalers.

This unique resource is your ultimate guide to the complex web of interactions within U.S.
prescription drug channels. The report will aid pharmaceutical manufacturers, wholesalers,
pharmacists, pharmacy owners, hospital executives, pharmacy buyers, benefit managers,
managed care executives, policy analysts, investors, consultants, and many others.

This definitive, nonpartisan resource synthesizes a wealth of statistical data, research studies,
financial information, and my own unique business consulting experience. It contains the most
current financial and industry data along with information about the strategies and market
positions of the largest companies.

Thousands of companies operate within the U.S. system, enabling more than 5.9 billion
equivalent prescriptions to be dispensed and paid. The table below highlights the largest public
companies that operate in the drug channel. Many of these firms are among the largest
businesses on the Fortune 500 list.

Major Public Companies Operating in U.S. Drug Channels

Stock
Company Ticker Primary U.S. Channel Role(s)!
CVS Health (Aetna)? Cvs Chain drugstore/PBM/Mail & specialty pharmacy/Insurer
Diplomat Pharmacy DPLO Specialty pharmacy/PBM
Kroger KR Supermarket with pharmacy/Specialty pharmacy
Rite Aid Corporation RAD Chain drugstore/PBM
Walgreens Boots Alliance WBA Chain drugstore/Mail & specialty pharmacy
Walmart Stores, Inc. WMT Mass merchant with pharmacy/Specialty pharmacy
AmerisourceBergen Corp. ABC Pharmaceutical wholesaler/Specialty pharmacy
Cardinal Health, Inc. CAH Pharmaceutical wholesaler
McKesson Corporation MCK Pharmaceutical wholesaler/Specialty pharmacy
Express Scripts, Inc. (Cigna)3 Cl Pharmacy benefit manager/Mail & specialty pharmacy/Insurer
Humana Pharmacy Solutions HUM Pharmacy benefit manager/Mail & specialty pharmacy/Insurer
OptumRx (UnitedHealth Group) UNH Pharmacy benefit manager/Mail & specialty pharmacy/Insurer

PBM = pharmacy benefit manager

1. Includes role of parent company where relevant

2.1n 2018, CVS Health completed its acquisition of Aetna.
3.1n 2018, Cigna completed its acquisition of Express Scripts.
Source: Drug Channels Institute research

These and other companies discussed in this report operate within a complex distribution,
payment, and reimbursement system, illustrated on the next page.
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The U.S. Pharmacy Distribution and Reimbursement System for Patient-Administered,
Outpatient Brand-Name Drugs
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Source. Drug Channels Institute. Chart illustrates flows for Patient-Administered, Outpatient Drugs. Please note that this chartis illustrative. It is not intended to be a

complete

representation of every type of product movement, financial flow, or contractual relationship in the marketplace.

The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers discusses the
three key channel flows illustrated above:

Product movement, which traces shipments from pharmaceutical manufacturers to the
drug wholesalers that supply pharmacies. Retail, mail, long-term care, and specialty
pharmacies mark the final step in which a prescription is dispensed to a patient.

Financial flows, which transfer money from third-party payers to pharmacy benefit
managers (PBMs), which in turn reimburse pharmacies. Funds flow to manufacturers via
pharmacies, which purchase drugs from wholesalers. Funds flow from manufacturers in
the form of rebates to PBMs. The PBMs share a portion of these payments with plan
sponsors, reducing net prescription costs. Manufacturers’ rebates to PBMs and other
third-party payers do not flow through wholesale or retail channels.

Contractual relationships, which govern the relationships between: 1) payers and
PBMs; 2) PBMs and pharmacies; 3) pharmacies and wholesalers; 4) wholesalers and
manufacturers; and 5) manufacturers and PBMs.

In Sections Il and Ill of the report, we revisit the chart above to associate each flow with the
corresponding report chapters that explain and analyze it. To further explain these flows and
their corresponding report chapters, the chart also appears as Exhibit 56 (page 91).
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What’s New in the 2019 Report

The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers has been
significantly restructured since last year’s edition. Many sections and chapters have been
expanded or reorganized to better cover the latest industry developments. As always, we have
updated all market and industry data with the most current information available, including our
annual analyses of the market positions of the largest pharmacies and PBMs.

The many significant changes and updates in this 2019 edition include:

e A new Chapter 9 contains expanded material on drug pricing, rebates, and payer costs.

e We have added a new chapter (Chapter 12) to provide an industry outlook and cover
emerging trends. Topics include pharmacy revenue forecasts, biosimilars, drug pricing,
and the reform of the rebate system. This chapter also includes new material on
potential disruption by Amazon and venture-capital-backed start-up pharmacies.

e We have expanded Chapter 3’s coverage of health systems’ specialty pharmacies,
including a never-before-published list of 10 leading systems ranked by prescription
dispensing revenues.

e Chapter 4, which addresses payment for prescription drugs, includes new material on
the cash-pay market and such discount card programs as GoodRx and Blink Health.

e We have incorporated newly disclosed information about PBMs’ business models and
profit sources in Chapter 5 and Chapter 9.

e In Chapter 6, the data on patient out-of-pocket expenses include additional information
on cost sharing and average out-of-pocket spending.

e The material on wholesalers now appears in Chapter 10. It has been streamlined to
accompany our companion Economic Report on Pharmaceutical Wholesalers and
Specialty Distributors, which contains a detailed analysis of this sector.

e Chapter 11 includes updated profitability analyses for the 340B Drug Pricing Program
based on newly revealed information about pharmacy contracts. This chapter also
incorporates new data on the financial impact of direct and indirect remuneration (DIR)
fees.

e Throughout the report, we have added new industry data sources, deepened our
coverage of many topics, and added more trending information. The number of exhibits
has therefore grown, from 160 in the 2018 edition to 180 in the 2019 edition. The 2019
editions is also more than 30 pages longer than the 2018 edition.
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Structure of the 2019 Report

This report analyzes the industry in 3 major sections, comprising 12 total chapters. There are 2
additional chapters in this year’s edition, so some material does not correspond to that of
chapters in previous editions.

SECTION I: THE U.S. PHARMACY INDUSTRY

Chapter 1: Industry Overview (page 9) defines the industry and its regulatory
framework, describes the different products and prescriptions that a pharmacy
dispenses, provides data on traditional and specialty prescription costs, delineates
among different pharmacy industry participants, and quantifies differences among
dispensing formats. This chapter includes our analysis of retail clinics and pharmacist-
provided clinical services, including medication therapy management services.

Chapter 2: Pharmacy Industry Market Structure (page 35) analyzes the industry’s
prescription and revenue growth trends. It identifies the largest pharmacies based on
prescription revenues. It then analyzes recent market share trends for each dispensing
format and for the major national companies.

Chapter 3: Specialty Drugs and Specialty Pharmacies (page 56) provides a
comprehensive overview of the pharmacies dispensing specialty medications. It includes
our exclusive analyses of national market share for pharmacy-dispensed specialty drugs
and accreditation trends among pharmacies. It also provides a competitive analysis of
the various organizations that compete to dispense specialty medications. The chapter
reviews the channel strategies that pharmaceutical manufacturers use for specialty
drugs, explains the role of service fees, and reviews the specialty hub services market.

SECTION II: THIRD-PARTY PAYMENT AND PHARMACY BENEFITS

Chapter 4: Payment and Spending for Prescription Drugs (page 92) examines the
primary payers for prescription drugs at retail, mail, long-term care, and specialty
pharmacies. It analyzes recent changes in the payer mix and spending on traditional vs.
specialty drugs. Chapter 4 also reviews the cash-pay prescription market and the use of
discount card programs. (Material on the industry forecast now appears in Chapter 12.)

Chapter 5: Pharmacy Benefit Management (page 107) identifies the services and roles
of pharmacy benefit managers (PBMs). Much of this material has been expanded and
reorganized for the 2019 edition. Chapter 5 also analyzes the structure of the PBM
industry and reviews the business strategies of the largest PBMs. It describes the
relationship between PBMs and the pharmacies that participate in a PBM’s network,
reviews how pharmacy services administrative organizations (PSAOs) intermediate
between retail pharmacies and PBMs, and explains how plan sponsors compensate
PBMs for benefit management services. Material on rebates now appears in Chapter 9.

DRUG CHANNELS
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Chapter 6: Consumer Copayments and Coinsurance (page 132) analyzes the benefit
designs and plan structures that determine patients’ out-of-pocket spending for the
major third-party payers: employer-sponsored health plans, Health Insurance
Marketplace (HIM) plans, Medicare Part D, and Medicaid. We also explore
manufacturers’ out-of-pocket payment support programs, explain the emergence and
use of copay accumulators, and provide data on patient out-of-pocket expenses.

Chapter 7: Narrow Pharmacy Networks (page 158) analyzes the structure, utilization,
and economics of narrow network models. We explain the use and economics of narrow
networks for pharmacies in commercial health plans and Medicare Part D. We review
the use of mail and retail pharmacies as narrow network options for maintenance
prescriptions. This chapter also evaluates the latest data on payer-defined networks for
specialty drug dispensing in commercial health plans and for buy-and-bill channels.

SECTION I1I: DRUG CHANNEL ECONOMICS AND OUTLOOK

Chapter 8: Prescription Reimbursement by Third-Party Payers (page 180) explains the
most recent formulas and methodologies for computing a pharmacy’s revenue from
brand-name, generic, and specialty prescriptions. This chapter compares traditional list
price methods with acquisition-cost reimbursement approaches. We also review the
economics of mail vs. retail pharmacies for payers and consumers.

Chapter 9: Drug Pricing, Rebates, and Payer Costs (page 193) is new for the 2019
edition. The chapter explores rebates in commercial health plans, Medicare Part D, and
Medicaid. It explains how PBMs negotiate with manufacturers, analyzes trends in list
and net drug prices, and describes the gross-to-net bubble phenomenon. The chapter
concludes by illustrating how prescription reimbursement, formulary rebates, and
consumer copayments affect a plan sponsor’s net costs for a typical traditional and
specialty prescription.

Chapter 10: Relationships With Pharmaceutical Wholesalers (page 212) explores
pharmacies’ interactions with their primary wholesale suppliers of drugs. It explains
wholesalers’ channel roles and services, identifies the largest wholesale suppliers, and
analyzes how wholesalers affect pharmacies’ acquisition costs for drugs. We present our
latest data on pharmacy group purchasing organizations and the generic sourcing
relationships between wholesalers and large pharmacies. This material has appeared in
Chapter 9 of previous editions.

Chapter 11: Pharmacy and Prescription Profitability (page 225) unites the
reimbursement and cost discussion from Chapter 8 and Chapter 10 by presenting the

latest data on pharmacy and prescription profitability. This chapter documents overall
drugstore profitability, pharmacy margins for prescriptions from different dispensing
formats, profit differences between brand and generic prescriptions, and PBMs’ per-
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prescription profits from network and mail pharmacies. Chapter 11 also includes
material on the DIR fee payments that pharmacies make to PBMs and health plans.
Finally, we consider pharmacies’ role and profits in the 340B Drug Pricing Program. This
material has appeared in Chapter 10 of previous editions.

e Chapter 12: Outlook and Emerging Trends (page 253) is new for the 2019 edition. It
presents the outlook for net prescription drug spending, the future payer mix, and our
updated projections for the pharmacy industry’s product mix and revenues in 2023. This
chapter also considers the outlook for pharmacy-dispensed biosimilars, drug pricing,
prospects for reform of the rebate system, and such new entrants as Amazon and
venture-backed startup pharmacies.

How to Use the 2019 Report

The chapters are self-contained and do not need to be read in order. We include extensive
internal clickable hyperlinks to help you navigate the entire document and customize it to your
specific needs. After clicking a link, use the following shortcuts to return to your previous
location in the document:

e  Windows: ALT+Left Arrow

e Mac: Command+Left Arrow

There are more than 500 endnotes, most of which have hyperlinks to original source materials.
The report also includes a list of the Acronyms and Abbreviations used within it. To search the
entire PDF document for every occurrence of a word or phrase, use the following keyboard
shortcuts:

e Windows: Shift+CTRL+F

e Mac: Shift+Command+F

As always, | welcome your feedback. Please contact me if you have any questions or comments
about The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers.

Adam J. Fein
March 2019

P.S. Click here for post-publication errata.

DRUG CHANNELS
INSTITUTE

Xi


https://drugchannelsinstitute.com/files/2019-PharmacyPBMIndustry-errata.pdf

The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

CONTENTS
PREFACE: INDUSTRY TRENDS AND KEY REPORT THEIMES ..........ooumiiii e 1
SECTION I: THE U.S. PHARMACY INDUSTRY ..o s e s e s 8
Chapter 1: INAUSEIY OVEIVIBW ...........ooiiiiiiie ettt e e e et e e e e et e e e e e eata e e e eeataeeeeensaeeeesnsaeaeennsanas 9
1.1, Pharmacy FUNAamMENTalS.....cocuuiiiiiiiiee ittt sttt e e st e e s sate e e s sbee e e s sbtaeessntaeessnrneessnnes 9
1.1.1. Defining the Practice of Pharmacy......cuueeiiiieii ettt tee e e vee e e nrae e e 9
1.1.2. Pharmacies and the Drug Supply Chain SECUrity ACt.......ccccvveeiiiiiieieciee e 10
1.2. The Products That Pharmacies DiSPENSE .....cccuuiiiieiiiieeeiiieeecciteeeecttre e e e ctaeeesstae e e esaaeeeenaaaeesennaeeeeas 12
1.2.0. Brand VS. GENEIIC DIUES ....ccuvieiieiieee ittt ceitee s sttt e e e stte e s eeatee e e ssatae e e esabeeeessabeeesssnseeesennseeeesnasenas 12
1.2.2. Traditional vs. SPECIAltY DIUES ......ceiiieiiiei ittt ettt e e e e e e e e e s s sabee e s e sbeee e s areeas 14
1.2.3. Top Therapy Classes and Average Prescription COSES.......ccciiviiiiiiieeeeiiieeeeciiee e et e e 17
1.3. Pharmacy INdustry PartiCiPants .........coccciiiiieiiiee ettt ectt e e et e e et e e e e aa e e e eeasa e e e easaee e s ananeeean 19
1.3.1. Pharmacy Dispensing FOIMats.......ciiiiciiiiiiiiie i ccitee e csiiee et e e st e e e sbee e e e sree e s e sabee e e e sabee e e eareeas 19
1.3.2. Differences Among Outpatient Retail Dispensing FOrmats ........cccccevvcierievcieeeecciee e, 20
1.3.3. Pharmacist Salaries and EMpPIOYMENTt........cuviiiiiiiiiicies et e e 23
1.4. Healthcare and CliNICal SEIVICES .....couiiiiiiiiiiieieeee ettt ettt st 26
140, RETQI ClINICS ettt sttt ettt e b e s bt sat e et e et e e beesbeesaeesatesabeeaneenbeennes 26
1.4.2. Medication Therapy Management (MTM), Clinical Services, and Provider Status................... 29
1.4.3. IMMUNIZATION ceeiiiiiii i sra e s 33
Chapter 2: Pharmacy Industry Market StruCture..............cooouiiiiiiiiiii e 35
20 I [ T U1 A I =Y g o £ UPTRN 35
2.1.1. Total and 30-Day Equivalent Prescriptions .......ccccueeeiecieeeiciiiee e ecireee e e evre e e e svenee e 35
2.1.2. Prescription DiSPENSING REVENUES ......ccciiiiiiiciiiiiiiee e eerriiirteee e e s sssiiteeeeeessssssereeeeeessssnsnsnseaseeess 38
2.2. National Prescription Dispensing Market Share, by COmMpany ......ccccccevvecieeeiiiiiee e, 39
2.3. Trends by DiSPeNSING FOIMAt......coiiiiiiiiieiiiiie ettt ect e et e e e ate e e e et e e e e eabeeeeeabeeesenreeeeenasenas 40
2.3.1. Revenues, Prescriptions, and Number of Pharmacies: Five-Year Trends.........cccccocvevevcieeeennnes 40
2.3.2. Market Changes iN 2018 ..........coeiiciiieieiieee ettt e et e e e tre e e e eate e e s ebeeeeeebteeeessteeassseneessnes 42
2.3.3. National Retail Chains ......cooueeiiiieeee e e s 44
2.3.4. Regional Drugstore Chains........cccccuiiiiiiie ettt e e e e e e st e e e e e e e an e e e e e e e e e e nnnreaeeeeas 48
B BT [0 To [T o 1T oo =T ol od o =T 1 4 F= Lol [T SRR 49

(il DRUG CHANNELS Xii
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

2.3.6. Mail PRarmMaci@s...c..coeiieiieieiteee ettt st sttt et sbe e sttt b e nneesaee e 52
Chapter 3: Specialty Drugs and Specialty PRarmacies .............cccoocviiiiiiiiii i 56
N Y o 1= Tol -1 LA od T T g - 1ol = PP UPR 56
3.1.1. Defining Specialty PRarmacy ..ottt ettt e e et e e s e bae e e s ebaee e e eraaeeeeanes 56
3.1.2. Clinical @and Data SEIVICES .....couiriieriieieeieesiee sttt ettt ettt se et e b saeesateebeesbeesneesane e 57

K I8 G Y oTol £ =T [} - 1 { [ o FO O PSPPI PP 59
3.2. Specialty Pharmacy Market StFUCTUIE .....ccvveiiiiiie ettt e s s ree e e 60
3.2.1. Specialty Pharmacy INdustry Market Size.........ccoccieieieciiieiciieee ettt e e e eanee e 60
3.2.2. Number of Accredited Specialty Pharmacies........cocceeeccuiiiiicciiii e 62
3.2.3. National Market Share for Specialty Dispensing, by Company .......ccccocvvveeieciieeincieeeeciieeeeens 64
3.2.4. Mergers and Acquisitions Among Specialty Pharmacies in 2018 .........cccccevvciveeiviieeesecieeeennns 65
3.3. Trends by Specialty Dispensing FOrMAt ........coiiiiiiei ittt e e s s bee e e e 67
3300 OVEIVIBW ittt sttt e st e st e e s et e e s s b et e e s e b et e e s eba e e s e ree e e s anee 67
3.3.2. Pharmacy Benefit Managers and Health Plans.........cccccuoiiieiiii e 70
3.3.3. Independent Specialty PharmMaci@s.......ccuuiiiiciiiiiiiciiee ettt e et e e e e s e e s svaeeeeeanes 73
3.3.4. Retail Community PRarmaci@s......cuuiiicuiiieiiiiiie ettt e e et e e e bae e e s sbee e e s sraaeeesanes 75
3.3.5. Hospitals and Health SySteMS....ccviiiiiiiiiie e e e e e s e e e 77
I I ST = o VA Lol =Y T 2 = Yot ol RPNt 80
3.3.7. Pharmaceutical WholESalErs.........oouiiiiiieieeeeeee ettt sttt 83
3.4. Manufacturer Channel Strategies for Specialty DrUZS.......cccvvieeiiiieecciiee e e 84
3.4.1. Manufacturer-Defined Dispensing NEtWOIKS .......c..eeiiiciiiiiiiiiiieicieee et seee e 84
3.4.2. Compensation for Clinical and Data SEIVICES ......ccueiiiiciiiiiiciiee et e e 86
3.4.3. Specialty Hub Services and Leading ProViders.........ccccccuueeeeecieeeicciiee ettt ettee e e evene e 89
SECTION II: THIRD-PARTY PAYMENT AND PHARMACY BENEFITS ...ttt 91
Chapter 4: Payment and Spending for Prescription Drugs ..............cccoociiiiieiiiie e 92
4.1. U.S. HEalthCare SPeNAING.......uiii ittt st e st e e st e e s s bte e e e sbteeeesbeaeeesnraeaesanes 92
4.1.1. Enrollment in Health INSUMANCE ....ccueviiiiiiie et 92
4.1.2. Prescription Drugs and U.S. Healthcare Spending.........ccccuiiiiiie e 93
4.2. Payer and SPeNdiNg TrENAS......ciiiciiieiiciiee et e cetee e sette e e eetre e e sstaeeeesbtaeeesbteeeessteeeesnsseeessassaeessases 96
4.2.1. Payment for Outpatient Prescription DIUEZS .......cccocuiieeeiiiieeecieee et et eeevee e e e rre e e eeareee e 96
4.2.2. Trends in Drug SPending, DY PAYEI .......uuiiiiii ittt eeecttter e e e e e e e s evaae e e e e e e e e nnrnnes 98

(il DRUG CHANNELS xiii
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

4.2.3. Trends in Drug Spending: Traditional vs. SPeCialty .....ccccccveiieiiiiiiieiiieee e 99
4.2.4. Deconstructing Changes in Cost vs. UtilizatioN........cceeiviiiiiiiiiiiiccriec e 102
4.3. Cash-Pay Prescriptions and Discount Card Programs .........ccccveeiecuveeesiiuieeesniineeessieesessseeessssneeesens 104
Chapter 5: Pharmacy Benefit Management ...............coocviiiiiiiiic it e are e 107
5.1. Overview of Pharmacy Benefit Management.........ccccueieiiiiiee ittt 107
5.1.1. Services fOr Plan SPONSOIS .....uuiiiiciiieieiiiieeecieee sttt e s st e e s setee e s s sabeeesssnbaeeessnsaeaesnssaeeesansaeeesas 108
5.1.2. Relationships With PIan SPONSOIS .......cccuiiiiiciiiiiiiiie ettt e e ssrae e e ssarae e e snanaeeeeas 109
5.1.3. Formulary Development and Management ........cccuveeeiciiieieiiieeeeiiree e ecieee e ecrre e e eserae e e ssaneee e 110
5.1.4. FOrmuIlary EXCIUSIONS ......vviiiiiiiieeeiieee et ee ettt e ettt e e e ite e e e e ta e e e e eata e e e esasaeeesnsaeeesnseneesanssneenan 111
5.1.5. Utilization ManagemeNnt .......c.uiiiiiiiiieicciiie et ee et ee st e st e e s satre e e s saaae e e ssntaeeesntaeeesaneaaeeeas 115
5.2, PBIM INAUSEIY StrUCTUIE..ciietiiei ettt ettt e ettt e ettt e e e st e e e sbte e e e sabteeeesbeaeeesasteeessssaeessnnes 117
5.2.1. National Market Share, DY PBIM........cccccuuiiii ittt ettt erre e e et e e e et ae e e enaaeeaeas 117
5.2.2. Business Trends for the Largest PBIMIS ........cccuuiiiiiiiie ettt ectee e esvae e e seatae e e seaaeeeeas 118
5.2.3. Vertical Integration of Insurers and PBIVMIS..........cccuiiiiiiiiiiicciieececeee et 121
5.3. Relationships Between PBMS and Pharmacies .......ccccvueieiiciiieeiiiiiieeeciieeeesiieeeesveeeeessveeeesssnnneeesanes 122
5.3.1. Pharmacy Participation in PBM NEetWOIKS ........ccouciiiiiiiiiieicciiee et e e e e esaaeee e 122
5.3.2. PBM-Pharmacy NegOtiatioNS ......cccuuiiiiiiiieeeciiee ettt ettt e e et e e era e e e enrae e e e naaeeeean 123
5.3.3. Pharmacy Services Administrative Organizations (PSAOS).......ccccccueeeeiiieeeeciieeeecireeeeeieee e 124
5.4. PBM Compensation by Plan SPONSOIS .........uuii ittt ettt e e e tre e e e rae e e e e raeeaeeanes 127
LR B Y o 1< o I ol oYU 129
oI B A o T I o TU =4 o T o ol o =PSRN 130
Chapter 6: Consumer Copayments and COINSUTANCE...............uvveieeeeiiiiiiiiiieeee e eeecirrre e e e e e e s enrreneeeeeeeeaas 132
6.1. Cost Sharing in Pharmacy Benefit DESIZN ......ccoccuviiiieiiiee ettt e e ctae e e e e bre e e e eanes 132
6.1.1. Employer-Sponsored Health Plans............coiiiiiiiciiie et 133
6.1.2. Health Insurance Marketplace Plans ........cooocuiiiiiiiiieicieie ettt eaee e 137
6.1.3. MeAICAre PArt D ...cooeiieeiie ettt ettt st s e s s b e e e e e s b e e s ree e sareeeane 139
LT T 1V T T [ Tor- Y [« PO PPPOPPRPRRNt 144
6.2. Manufacturer Out-of-Pocket Payment SUPPOIt ......cccuviieieciiieecciie ettt e iree e 145
6.2.1. CopaymMeNnt OffSEt PrOSramsS. .....cccciiiiiiiiiieiecitee e eciree e scir e e eetre e e e satr e e e ssaareeeesataeeesnssaeeesnnsaeaeeas 145
6.2.2. Copay Accumulator AdJUSEMENT ........ooiii e e e e e e eee s 148
6.2.3. Patient ASSISTANCE PrOZramsS....ccccc e e i 150

(il DRUG CHANNELS Xiv
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

6.3, OUL-Of-POCKET EXPENSES .....evveieieiieeeeeiieeecette e e eettee e eetteeesetaeeeeebteeeesbtaeessnsteeeeaseaeesssaseeesastaeessnnes 151
6.3.1. Actual Patient Out-of-Pocket Spending on Prescriptions .........ccceecuveeeriiieeeiicieee e esieeeens 151
6.3.2. Consequences of Pharmacy Benefit DESIZNS .....covcviiiiiciiiiiiiiiieccieee et e e sree e 154

Chapter 7: Narrow Pharmacy NetWOrKS..............ocoviiiiiiiiiiicecece et e 158

7.1. Overview of Pharmacy Benefit Network Models...........cooocuiiiiiiiiiiicciiee e 158
7 0 B N =Y Yo Y T ' 4T o USSP 158
7.1.2. The Appeal of Narrow NETWOIKS ......cooiciiiiiiiiii et saae e 160
7.1.3. Legal and Regulatory Restrictions on Network Design .........cccueeeeeiveeeeiiieeeeiiieeeecireeeecieeeens 162

7.2. Retail PRarmacy NETWOIKS ......cccciiieiciieeeccieee ettt ettt e e e et e e e ette e e s ebteeeseabtaeeeeabaeeeesntaeeesnnes 163
7.2.1. Preferred Retail Networks in Medicare Part D .......ccceeeiuiieiieeniieeeiieenieeeee et 163
7.2.2. Narrow Retail Networks in Commercial and Other Plans.........c.ccooveeiiiiiiiiinieeniieerieeeieeene 170
7.2.3. Narrow Networks for Maintenance Prescriptions........ccceeeecieeeeciiieee e e e eevve e eveee e 171

7.3. Payer-Defined Specialty Dispensing NETWOIKS .......ccccuiiiiiiiiie ittt e e et 175
7.3.1. Commercial HEalth PIans ......ccouiiiiiieieieie ettt ettt st et sve e e s bee e 175
7.3.2. Specialty Pharmacies’ Role in Buy-and-Bill Channels ..........cccovveriiiiiiiiiieieciiee e, 177

SECTION IlI: DRUG CHANNEL ECONOMICS AND OUTLOOK .......ccooeieieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 179
Chapter 8: Prescription Reimbursement by Third-Party Payers..............ccccccee i 180

8.1. The Basics of Prescription ReIMBbUIrSEMENT .......cuviiiiiiiiieicee e 180
8.1.1. Estimated AcquUIiSition COSt (EAC)......uiiiiieiieeeciieeeieeeee st e et e e sre e re e etae e s beeeeaaeesateesbaeesnneean 180
L T A B 11 o 1= o Y1 =4l =T Nt 182
8.1.3. ServiCe and Data FEES ...c..uei ittt e 183

8.2. Reimbursement for Brand-Name and Specialty Prescriptions ........cccccceeeeciieeieciiee e 183
8.2.1. Wholesale Acquisition Cost (WAC) and Average Wholesale Price (AWP) List Prices.............. 183
8.2.2. AWP Discounts for Pharmacy Reimbursement ..........cceeeuveeeiiiiieicciieec et 184
8.2.3. Why Mail Pharmacies Accept Lower ReimbuUrsements .......cccccceeeeecieeeecciieeeecieee e e 186

8.3. Reimbursement for GENEriC PresCriptiONS. .......ccuiiiieciieeeciieee et e et e e ettt e e e eetre e e e eeraeeeeebeeeeeeanes 187
8.3.1. Challenges for List-Price BENChMArKS .........coieiiiiiiiiiiiicciiiiee et esee e vee e e eee e e 187
8.3.2. Maximum Allowable Cost (MAC) LIMITS........coivrreieiiiieieiiiieeeeeireeeceireeecenreeeeensreeeeesnreeeesnnnenas 188
8.3.3. Regulations and Laws Regarding MAC LIMIts ......cccccvuiriiiiiieeiiiiiee e eceee e siee e evee e e 189
8.3.4. Medicaid and Federal Upper LIMItsS ...ttt e e e e ecvreee e e e e e e e ennnnes 189

8.4. Acquisition Cost REIMBDUISEMENT...........uiiiiiieie e e e e e e e e reeeee s 190

(il DRUG CHANNELS XV
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Chapter 9: Drug Pricing, Rebates, and Payer COStS...........c.cocuiiiiiiiiiiiiciiieec e e e 193
9.1. Rebates tO Third-Party Payers.......cuu i iiiiiiiiee ettt e s st e e s sbte e e s sbee e e s sbaeeessbeeeessnnes 193
9.1.1. How Commercial Payers AcCesSs REDALES. .....cccuiiieiiiiiiicciee ettt e e e 193
9.1.2. Rebates and DIR in Medicare Part D.......cccceceerieiiiriieieeieeseesee sttt 197
9.1.3. The Medicaid Drug Rebate Program.......cc.cecccuiiieiiiiei ettt eee e e itee e e eatee e e e 200
9.2. Gross aNd NEt DIUZ PriCiNG ...ceeiecuiiieiiiiee ettt ettt sttt e e sttt e e st e e s sbte e e s sbteeeesbaeeesssssaeeesnes 203
9.2.0. LiSt VS. NEt DIUE PriCeS..ccueiiiiiiieie ettt ettt e e e e e ettt e e e e e s s eiar et e e e e e s e saabrneeeeeseeesannnnnes 203
9.2.2. The Gross-t0-Net BUBDIE ......cccooiiiiiiiieee e 205
9.3. How Prescription Reimbursement, Formulary Rebates, Consumer Copayments, and PBM
Expenses Affect PIan SPONSOTr COSES ....ccuiiiiiiiiiiiiiiieeesiiiee e estee e et e e e siae e e e sare e e e s abae e s snbeeeessnbeeeesnnneeas 207
Chapter 10: Relationships With Pharmaceutical Wholesalers.................cccccee i, 212
10.1. Overview of Wholesale Drug Channels............eeeeciierieiiiiee ettt etee e e vee e e aree e e 212
10.1.1. INAUSEIY PartiCiPants ....cciiccuieeiiiieee ettt e et e e st e e e saee e e e sbae e e e sbeaeessntaeeesnnes 212
10.1.2. Product DistriDULION ... ..coiiiieiiieciie ettt ettt ettt e e st e s bt e e sar e e sneeesabeeenes 213
10.1.3. Financial INtermediation ........c..coiiiiiieiiie ettt 214
10.1.4. Influence on Pharmacy ReimbuUrsEmMENt.........cccuiiiiiiiiie it 215
10.2. Wholesalers’ Relationships With Pharmaci@s..........ccoecuviieeiiieieiciieee e 215
10.2.1. Services for Smaller Pharmacies ........coceevieiiiiiienienceceeeeeeeeesee e 215
10.2.2. Wholesale Suppliers to the Largest U.S. Pharmacies........cocueeivcrieiiiriieeeeccieee e esciieee s 216
10.3. Determinants of Pharmacies’ AcqQUISItion COSES .......ccuiiiiieeiiiiiecciiee ettt e e 217
10.3.1. Wholesaler Pricing of Brand-Name Drugs to Pharmacies ........cccccceecveeeiecieeececieeeeecieee e 217
10.3.2. Pharmacy Group Purchasing Organizations.........ccceecuveeeiiciiieicciieeecccieee e e e siree e 219
10.3.3. Generic Sourcing Relationships Between Wholesalers and Large Pharmacies.................... 221
Chapter 11: Pharmacy and Prescription Profitability ..............ccccoooiiiinii e 225
11.1. Overall Drugstore GroSS IMArZiNS .......cccuueeeeiiieeeeciteeeeeitreeeeeitveeeeetteeeeesareeeeesseeeeennseseeenssesasennseens 225
0 O I 1 T (W o A XYY - =TSPt 225
11,02, CRain DIUGSEOIES . ceieiiiiieeieiieeeeectieeeeette e e e ette e e e etreeeeebteeeeebtaeeesbteeesanssaeesastaeessstaeessnssaeessnnes 227
11.2. Pharmacy Per-Prescription ProfitS ...ttt svee e e nvee e e 228
11.2.1. Sources of Per-Prescription ProfitS .........cccieiiiciiei ettt et aree e e 228
11.2.2. Average Per-Prescription Profits for Pharmacies .........cccecovveeiiciiii e 229
11.2.3. PBM Per-Prescription Profits from Network and PBM-Owned Pharmacies..........ccccceeeeunne 232

(il DRUG CHANNELS Xvi
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

11.2.4. The Impact of Brand-Name Inflation on Prescription Profits ........ccccocveevciieiicciieeeccciieeeens 234
11.2.5. Pharmacy Profits With Acquisition Cost-Based Reimbursement ........ccccocvveevvvciieeincieeennnns 236
11.3. Lifecycle Profitability for Generic Prescriptions.........oocieeeiiiieeiniieee e 237
11.4. Pharmacy DIR Fees in Medicare Part D NEtWOIKS ......cccveeeeiiiiieeiiee et eee e e e e 240
11.4.1. Computation of Pharmacy DIR FEES ......ccccuiiiiiiciiee ettt e etee e e evee e e s enaeeeeeanes 240
11.4.2. Financial Impact of Pharmacy DIR FEES ......uuiiiiiiiiieiiiie ettt sttt et e e e e snree e 242
11.4.3. Controversy Over Pharmacy DIR FEES ....cccuuiiiiiciieieieiieeeeciieee e stiee e st e e svte e e s svee e e snraeessanes 243
11.5. Pharmacy Profits from the 340B Drug Pricing Program ..........ccceecveeeeciieeeeciieee e eecieee e 243
11.5.1. Overview of the 340B Programi.......cccuieeicciieeicieee e ecieeeeectee e e eite e e e eate e e e saaeeeeereeeesssseeeesnnes 244
11.5.2. Companies Participating as 340B Contract Pharmacies ........cccccceeevrcieieiriieeeeecieeeeecieee s 244
11.5.3. Flow of Funds for a 340B Contract Pharmacy Network........cccccouveiviciiiiinciiei e 247
11.5.4. Pharmacy and Covered Entity Profits from 340B Prescriptions .......cccccceeveeiiriieeeinciieeeenns 249
11.5.5. The 2019 Outlook for the 340B Program........cccueeeieciieeeeciiieeeecieeeeeciteeeeectreeeeeereeeeesnraeeeeanes 251
Chapter 12: Outlook and EMerging Trends .............ovviiiiiii i e e e e e e e e e 253
020 I [ o TSy o V@ W1 Yo ] PSP PR 253
12.1.1. U.S. Net Drug Spending from 2018 0 2023........cceiiiciiiiiiiiieeeciieeeeccieeeeecire e e ssreeeessvreeeesnes 253
12.1.2. Payment for Outpatient Prescription Drugs in 2023 ........cc.eeeeeciieeeecieeeeecieeeeecveee e e ecivee e 254
12.1.3. Pharmacy Revenues from Traditional vs. Specialty Drugs in 2023.........cccoceeeeciieeeecieeeeens 255
0 T T = o ol N 257
12.2.1. The Outlook for Brand-Name Drug PriCES .......ccueeiiiciiieiiciiieeccciieeeescieeeescre e e s ssveeeesssaraee e e 257
12.2.2. The Outlook for GENEriC DIU PriCES ...cciiiciiiieiciieeeieiieee ettt ettt e st e e eite e e s saee e e s snraeeesanes 259
12.3. The Outlook fOr BioSIMIlars.......coueiieeiieiieee ettt sttt s as 263
12.3.1. Update on the BioSimilar Market ..........coccuiieieiiiie ettt e et eaee e e e e are e e e eanes 263
12.3.2. Biosimilars Under the Pharmacy Benefit .......cccueeeiiiiiiicciie e 264
12.4. Prospects for Rebate System RefOrM ......coooiiiiiiiiiecccee et 267
12.4.1. Issues with Current Rebate SYSteM .........uuiiiiii i e e e e e 267
12.4.2. Point-0f-Sale (POS) REDATES.......uiiieieiiiee ettt ettt ettt e et e e et e e e e e ette e e e easeeeeenraeaeennes 269
12.4.3. AWOrld WithOUTt REDAES ......eeieiieiiie et 270
12.5. New Entrants and Potential Pharmacy Market Disruption.......ccccccveeeiiiieiecciiee e, 273
12.5.1. AMAzon and PillPACK ......cc.eeiiiieiiieeie ettt st 273
12.5.2. Venture-Backed Startup PharMacies .........eeeeeiiieeciiiiiiee et e ettt e e e e e e evraae e e e e 276

DRUG CHANNELS Xvii
INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Acronyms and ABBreviatioNns................oooiiiiiiiiiii e e e e e e raeas 277

1 T [ Lo ] =1 J TN 278

(il DRUG CHANNELS xviii
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

LIST OF EXHIBITS

Exhibit 1: Timeline of DSCSA Requirements for Pharmacies (Dispensers), 2013 £0 2023 .......cccoeceerieneenieenieniieniennen 10
Exhibit 2: Unbranded and Branded Generics, Share of U.S. Prescriptions, 2002 t0 2023 ......ccccceevviiveeeriieeenniiee e 12
Exhibit 3: Top Traditional Therapy Categories, Generic Drugs as a Share of Prescriptions and Spending, 2017 ........ 13
Exhibit 4: Top Specialty Therapy Categories, Generic Drugs as a Share of Prescriptions and Spending, 2017 ........... 16
Exhibit 5: Top Traditional Therapy Categories, Share of Spending and Average Prescription Costs, 2017................. 18
Exhibit 6: Top Specialty Therapy Categories, Share of Spending and Average Prescription Costs, 2017.................... 18
Exhibit 7: Average Annual Number of Prescriptions per Pharmacy, by Retail Dispensing Format, 2018 ................... 21
Exhibit 8: Average Annual Prescription Revenue per Pharmacy Outlet, by Retail Dispensing Format, 2018 ............. 22
Exhibit 9: Top Four Reasons for Pharmacy Selection, by Dispensing Format, 2018..........cccceveienierniieniieenieenieenneeen 22
Exhibit 10: Customer Satisfaction With Pharmacies, by Dispensing Format and Company, 2018..........ccccccevevveenen. 23
Exhibit 11: Pharmacist Employment and Salary, by INdUustry, 2017 ........cooiiiiiiiiiiiieeie e 24

Exhibit 12: Pharmacists and Healthcare Workers, Change in Annual Average Salary, by Employer, 2013 to 2017 ...25

Exhibit 13: Insurance Coverage for Retail Clinics, 2010 t0 2018 .......ciiiuiiriiiiiiieeiie et 26
Exhibit 14: Number of U.S. Retail Clinics, 2004 10 2018 .......oviieiieiiiiiieeeeeeeeeiieee e e e e eeearre e e e e e eeeaaraeeeeeeseseasraseeeeseesnnnnns 27
Exhibit 15: Number of Retail Clinics, by Chain LOcation, 2019 ........cceeeiiiieiiiiee et ereee e civee et ssaee e e e s e e e eaaees 28
Exhibit 16: Providers of Medication Therapy Management Services, Medicare Part D, 2018........cccceevvernereneennnnen. 31
Exhibit 17: Current Procedural Terminology (CPT) Codes Used by Pharmacists........ccccevvevieiienienienienieseeie e, 31
Exhibit 18: Adult Influenza Vaccination, by Place of Vaccination, 2012-13 vs. 2018-19 ......cccevvivievriiieeriieeeeneeee e 33
Exhibit 19: Consumer Use of Immunization at Retail Pharmacies, by Dispensing Format, 2018 ...........cccceeevverevnnen. 34

Exhibit 20: Total U.S. Pharmacy Industry Prescription Revenues, Prescriptions, and Locations, by Dispensing

o T a0 F= | A O < RSP RPPNt 35
Exhibit 21: Prescriptions, Annual Total and Growth, 2013 t0 2018 ......cccooiiiiiiiieii e e e e e e e 36
Exhibit 22: 30-Day Equivalent Prescriptions, Annual Total and Growth, 2013 t0 2018 .......ccoeciiiiieieeeieiiiiieeeee e 36
Exhibit 23: 90-Day Prescriptions as a Percentage of Total Prescriptions, by Dispensing Format, 2013 vs. 2018........ 37
Exhibit 24: Pharmacy Industry Prescription Revenues, Annual Total and Growth, 2013 t0 2018 .........ccccvvveeeeeeinnns 38
Exhibit 25: Largest 15 U.S. Pharmacies, by Total Prescription Revenues, 2018 .........cc.uvveeiieiiiiiiiieeeeeeeeiiiieeeee e eesinns 39
Exhibit 26: Total Change in 30-Day Equivalent Prescriptions Dispensed and Prescription Revenues, by Pharmacy

FOIrmaAat, 2003 VS. 2008 ...ueiiiiiiiiiiie ettt e e ettt ettt e e ettt e e e et e e s et eesaan e esatnesataneesasnesasanesataeessnneeentnserstneesrsnneerennns 41
Exhibit 27: 30-Day Equivalent Prescriptions Dispensed per Location, by Dispensing Format, 2010 to 2018 ............. 41
Exhibit 28: Number of 30-Day Equivalent Prescriptions, by Dispensing Format, 2017 vs. 2018.........ccccccveeeevveeeennnen. 42
Exhibit 29: Prescription Dispensing Revenues, by Dispensing Format, 2017 vs. 2018 ........cccoeiiiiiiiieeeieiiiiieeeeeeeeeennns 43
Exhibit 30: Year-Over-Year Change in Same-Store Prescription Count, by Chain, 2013 t0 2018 .........cccccviiveeeeeeinnns 44
Exhibit 31: Largest Regional Chain Drugstores, by Total Prescription Revenues, 2018 ..........cccovvveeeeeeieiiiiieeeeeeeeeennns 48
Exhibit 32: Number of Independent Pharmacies, 2001 t0 2018 ........coiiieiiiiiiiiieee e et e e e e ssrare e e e e e e e enans 50
Exhibit 33: Pharmacy Franchise and Marketing Programs, 2018 ..........cccouiiiiiiiieeeeiiiiiiieee e e eeeiirree e e e e eesnrveeeee e e e e enans 51

(il DRUG CHANNELS Xix
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Exhibit 34:
Exhibit 35:
Exhibit 36:
Exhibit 37:
Exhibit 38:
Exhibit 39:

Exhibit 40:
Exhibit 41:
Exhibit 42:
Exhibit 43:
Exhibit 44:

Exhibit 45:
Exhibit 46:
Exhibit 47:
Exhibit 48:
Exhibit 49:
Exhibit 50:
Exhibit 51:

Exhibit 52:
Exhibit 53:
Exhibit 54:
Exhibit 55:
Exhibit 56:
Exhibit 57:
Exhibit 58:
Exhibit 59:
Exhibit 60:
Exhibit 61:
Exhibit 62:

Exhibit 63:
Exhibit 64:
Exhibit 65:
Exhibit 66:
Exhibit 67:

Share of Mail Pharmacy Dispensing Revenues, by Company, 2018 ..........cocoiiiiiiieeieeiiiiiieieee e eeeciireeee e 54
Employer Perceptions of Specialty vs. Retail Pharmacies, 2014 vs. 2017 ....coocveeeeiiiieeniiee e 58
Specialty Prescription Dispensing Revenues, Annual Total and Growth, 2013 t0 2018.........cccecuveeevneennn. 61
Specialty Drugs as a Percentage of Pharmacy Industry Prescription Revenues, 2013 to 2018.................. 61
Specialty Drugs as a Percentage of Payers’ Pharmacy Benefit Spending, by PBM, 2013 vs. 2017 ............ 62
Number of Pharmacy Locations With Specialty Pharmacy Accreditation, by Organization, 2015 to 2018
.................................................................................................................................................................... 63
Locations With URAC Specialty Pharmacy Accreditation, 2008 t0 2019 .......ccccvveeeviiieeciiee e 64
Prescription Revenues and Market Share from Specialty Pharmaceuticals, by Company, 2018 .............. 64
Merger and Acquisition Transactions, Specialty Pharmacy and Infusion Services, 2011 to 2018............. 65
Pharmacy Locations With Specialty Pharmacy Accreditation, by Corporate Ownership, 2018 ................ 67
Share of Pharmacy Locations With Specialty Pharmacy Accreditation, by Corporate Ownership, 2015 vs.
.................................................................................................................................................................... 68
Specialty Drug Prescription Revenues, by Dispensing Format, 2018.........cccccvveiriiireiiieeeeniieeeeneeeenveens 69
Specialty Drug Spending, by Dispensing Channel and Therapeutic Class, 2018 ..........ccccceviveeercieeesnnneennn 69
Fastest-Growing Private Specialty Pharmacies, 2017 ......coccviiiiiieeeeiiieeceiiee et esee e s e s e e e seae e s 74
Retail Chains With Specialty Pharmacy Businesses, 2018 .........cceeeeriiieeriiieeiiiiieeesieeeeeieeeesvaeeeesneeeessnnes 76
Hospital Ownership of Specialty Pharmacy, by Number of Staffed Beds, 2016.........ccccccvevevcvieeeenveeeennen. 78
Prescription Dispensing Revenues from Specialty Pharmacy, by Health System, 2018 ..........cccceevieennen. 78

Percentage of Physician Practices Owned by a Hospital or Health System, by Medical Specialty, 2007 vs.

Percentage of Oncology Practices With In-Practice Oral Oncology Drug Dispensing, 2013 to 2017 ........ 81
Patient-Administered Oncology Volume, by Dispensing Channel, 2018 ...........cccovvveeieeeiiiiiiiieeeeee e, 81
Frequency of Manufacturer Contracting for Specialty Pharmacy Services, by Type of Service, 2018 ...... 87

Leading Specialty Hub Services Providers, 2018 ..........cuuiiiiiiiiiiiiieeeeee et eerree e e e et e e e e e eanaaeeeas 89
Chapter Coverage of Flows in the U.S. Distribution and Reimbursement System .........ccccccvveeeeiiveeeennennn. 91
Health Insurance Enroliment, by Payer, 2011 VS, 2017 ...cccooiiiiiieieeeicitieee et e e e e e eaaae s 92
Share of U.S. National Health Expenditures, by Category, 2017 ........ccocveeeeiiiieeeeiiee e 94
Share of U.S. National Health Expenditures, by Major Spending Category, 1977 to 2017.......ccccceeeeuneeen. 95
Growth in U.S. National Health Expenditures, by Major Spending Category, 2010 to 2017 ............cc....... 95
Source of Payment for Outpatient Prescription Drug Expenditures, 2017 ........cccccveeiiiieeeeiiiieeeecreee e 96
Outpatient Prescription Drugs as a Share of U.S. National Health Expenditures, by Payer, 2005 to 2017

.................................................................................................................................................................... 97
Prescription Expenses per Person, by AgE, 2016 ......ccccuuiieeiuiieeiiieeeeiiieeeeiteeesiveeeeseteeeseeaeeesnaeeeesssaeeeennnes 98
Change in Net Spending for Outpatient Prescription Drugs, by Payer, 2016 vs. 2017 .......cccceeecvveeevnnennn. 98
Change in Commercial Payer Drug Spending, Traditional vs. Specialty Drugs, 2014 to 2018 ................. 100
Change in Commercial Payer Drug Spending, Traditional vs. Specialty Drugs, by PBM, 2017 ................ 100
Express Scripts, Change in Drug Spending, Traditional vs. Specialty Drugs, by Payer, 2017 ................... 101

(il DRUG CHANNELS XX
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Exhibit 68: Components of Change in Commercial Payer Drug Spending, by PBM, 2017........ccccceeeeieiiiiiiieeeeeeens 103
Exhibit 69: Components of Change in Specialty Drug Spending, by PBM, 2017 ......ccccociiiiiiriiiieieniieeee e 103
Exhibit 70: Cash-Pay Prescriptions as a Share of Total Prescriptions, 2012 t0 2017 .....c.ceeceeriiiieieeriiieeieeeieeeee e 104
Exhibit 71: Pharmacy Benefit Management Contracting Approach, by Company Size, 2018.........cccceeeveeriiieenieennnn 109
Exhibit 72: Number of Products on PBM Formulary Exclusion Lists, 2012 0 2019........ccovviieiriiieeiiiiieeeriieeesiiee e 112
Exhibit 73: PBM Formulary Exclusions, by Therapeutic Category, 2018 ........ccccocuiiriiiiiiiieiiiienieeeiee e 113
Exhibit 74: Formulary Exclusions for Specialty Drugs, Medicare Part D Plans, 2018.........cccccocveriieriiieeniieniieeieeee 114
Exhibit 75: Prevalence of Utilization Management Tools to Manage Specialty Drug Costs, Employer-Sponsored
HEAITh Plans, 2015 VS. 2008 ...uuuiiiiiiieiiiiieee e e e eeeitteee e e e e eeeetar et e e e eeseabaaeeeeeeesesttabaeeeeeeseaassaeseeessesssraaseeeesessastasseeesensnsnres 116
Exhibit 76: PBM Market Share, by Total Equivalent Prescription Claims Managed, 2018 ...........ccccecvveevvvieeesiieeens 118
Exhibit 77: Vertical Business Relationships Among the Larger Four PBMS, 2019......cccviiiiiieeeiiiiee e eieee e 122
Exhibit 78: Largest Pharmacy Services Administrative Organizations, by Members and Ownership, 2018 ............. 126
Exhibit 79: Key Components of PBIM COMPENSAtION ....cccuviiiiiiiieeiiiie ettt e et e e st e e e ive e e s eaae e e e sbaeeeeareeesaseeessataeeennns 127
Exhibit 80: Network Pharmacy Reimbursement Approach in Plan Sponsor Agreements With PBMs, 2017 vs. 2018
................................................................................................................................................................................... 128
Exhibit 81: Average Pharmacy Reimbursement and PBM Spread, Ohio Medicaid Managed Care, 2018................. 130
Exhibit 82: Plan Sponsors’ Perceived Transparency of PBM Relationship, by PBM Size, 2018 .........ccccccceeriiieenieennne 131
Exhibit 83: Common Pharmacy Benefit Plan DeSIGNS .....cccuuiiiiiiiieiiie ettt 132
Exhibit 84: Distribution of Cost Sharing Formulas for Prescription Drug Benefits in Employer-Sponsored Plans, 2004
VS. 2018 .ottt ettt ettt h bbbt bt e e E e aE e e h e e e b e eh e e b e e bt e R bt ea et eh et eh e e bt e b e ea b e e et e ea b eheenheenbeenaeenneeaee 133
Exhibit 85: Share of Employees Covered by a High Deductible Health Plan, 2006 t0 2018 ..........cccccveeeiiieeeciieeens 134
Exhibit 86: Type of Cost Sharing for Prescription Drug Benefits, Employer-Sponsored Plans Without High
Deductibles, by BENEfit TIer, 2018........ciieiiiieiiiieeeiiiee e ettt e srieee e sttt e e e eteeesssaaeeessteeeessseeessseeeesssseesansseeesnsseeessseeesnnes 134
Exhibit 87: Type of Cost Sharing for Prescription Drug Benefits, Employer-Sponsored High Deductible Plans, by
BENETIE TIEI, 2018 ...ttt sttt ettt h e b e bt e st e a bt sab e s bt e s bt e bt e bt e at e eat e eb e e eb e e b e e b e eabesabesaeesheenheeaeenee 135
Exhibit 88: Average Cost Sharing by Prescription Drug Tier, Employer-Sponsored Plans, 2018 ...........cccccceeeeeeeinnns 135
Exhibit 89: Distribution of Coinsurance Structures for Prescription Drug Benefits, Employer-Sponsored Plans,

Fourth and SPecialty TIErs, 2018 ......ccuueieeiiiieeiiee e siee e ettt e ertee e e st e e sttt eesssaaeeesstaeeeasseeessseeeesssseesansseeesnsseeeeanseeesanes 136
Exhibit 90: Percentage of Employer-Sponsored Plans With Pharmacy Benefit Deductibles, 2012 to 2017 ............. 137

Exhibit 91: Type of Cost Sharing for Prescription Drug Benefits, Silver Health Insurance Marketplace Plans, 2018 138
Exhibit 92: Average Cost Sharing by Prescription Drug Tier, Silver Health Insurance Marketplace Plans, 2018....... 139

Exhibit 93: Medicare Part D Enrollment, by Type of Plan, 2010 t0 2018 .......ccccoiuiieiiieriiieeiie ettt 140
Exhibit 94: Average Number of Drugs Covered, Total vs. Specialty, Medicare Part D Plans, 2018 ..........ccccceecvveenee 140
Exhibit 95: Standard Medicare Prescription Drug Benefit, 2018.......cccccviiiiiieeeiiiie e eeee e sree e e eee e e e 141
Exhibit 96: Distribution of Cost Sharing Formulas for Medicare Part D Plans, 2018 .........ccccceevcvieeeevieeeeiiieeesiiee e 142
Exhibit 97: Median Copayments by Prescription Drug Tier, Medicare Part D Plans, 2018 ..........ccccccveeviveeeesiieeenns 143
Exhibit 98: Distribution of Coinsurance Rates for Specialty Drugs, Medicare Part D Plans, 2018...........ccccceevvveeennes 143
Exhibit 99: Median Cost Sharing Amounts for 10 Largest Medicare Part D Plans, 2018.........cccccceeevvveeviveeeesiineeennns 144
Exhibit 100: Prevalence of Copayment Offset Programs for Specialty Drugs, 2018.........ccccceeeviveeeeiieeeeiieeeeeiiee s 146

(il DRUG CHANNELS XXi
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Exhibit 101: Average Annual Benefit for Copayment Offset Program, by Specialty Therapy Class, 2017................. 146
Exhibit 102: Manufacturer Spending on Copay Offset Programs, 2010 t0 2017 ......ccccovieriieeriieeeiieriieeee e 147
Exhibit 103: Employer Views on Specialty Copayment Assistance Programs, 2018.........cccccevvieeieeriiieeneeniieeeneenne 148
Exhibit 104: Copay Accumulator Adjustment and Copay Maximizers, Prevalence and Use in Commercial Insurance,
2008 ettt bbbttt h e eh st h e b e bt et e a et SRt eh e e R e e R e e R Rt e R Rt e R Rt e he e eh e nh e e bt e et e et e e h et he e b e e b e e bt e aneeanenanes 149
Exhibit 105: Pharmaceutical Manufacturer Charitable Foundations, by Total Giving, 2015........cccccccvveeiiieeesiieeens 151
Exhibit 106: Consumers’ Out-of-Pocket Spending Share of Outpatient Prescription Drug Expenditures, 1967 to 2017
................................................................................................................................................................................... 151
Exhibit 107: Hospital Care vs. Prescription Drugs, Total Expenditures and Consumer Out-of-Pocket Spending, 2017
................................................................................................................................................................................... 152
Exhibit 108: Average Per-Prescription Patient Out-of-Pocket Costs, by Type of Prescription, 2013 to 2017 ........... 153
Exhibit 109: Distribution of Annual Patient Out-of-Pocket Obligation, by Type of Health Plan, 2017...................... 153
Exhibit 110: Distribution of Out-of-Pocket Spending, by Type of Payment, 2004 vs. 2017 ......ccccceevvveeeiiieeesirieeens 155
Exhibit 111: New Prescription Abandonment, by Patient Out-of-Pocket Cost, 2017.......ccccceeeiivieeeeiiieeeiiieeeeiiee e 156
Exhibit 112: Consumer Understanding of Health Insurance Terms, 2017 .........cccovieeiiiieeiiiieeeiiieeeecreeeeevee e e svaee e 157
Exhibit 113: Summary of Pharmacy Benefit Network Design OptioNnsS ........cc.eeeeiiuieieeiiiie et 159
Exhibit 114: Medicare Part D PDPs With Preferred Pharmacy Networks, 2011 t0 2019 .......ccccoveeeeviireeciieeeeiiee e 164
Exhibit 115: Medicare Part D Beneficiary Access, Preferred Pharmacies vs. All Network Pharmacies, 2017 ........... 164
Exhibit 116: Participation as a Preferred Cost Sharing Pharmacies in Selected Medicare Part D PDPs, by Retail

(O T 11 T4 0 1 PSSR 167
Exhibit 117: Enrollment in Medicare Part D PDPs with Preferred Cost Sharing Networks, by Pharmacy Chain, 2017
10 2009ttt bbbt b et a bt e hE e e b e b e eh e e bt e R et e Rt e R et eh e e bt e bt ea b e et e ea bt ehe e nheenbeenaeeneeaee 168
Exhibit 118: Participation As Preferred Cost Sharing Pharmacies in Selected Medicare Part D PDPs, by PSAQ, 2019
................................................................................................................................................................................... 169
Exhibit 119: Retail Pharmacy Network Design in Employer-Sponsored Plans, 2013 t0 2018 .......ccccccveviveeeencieeeenns 171
Exhibit 120: Mandatory Mail Pharmacy Utilization for Maintenance Medications, Employer-Sponsored Plans, 2013
£O 2018ttt bbbttt ke h bt bt a bt ea bt e b e e eh e eh e eh e e bt oAbt e a et eh et ekt e b e e bt ea b e eabeeh b e eheeeheenbe e bt enneenee 172
Exhibit 121: TRICARE, Net Spending on Outpatient Prescriptions, by Dispensing Outlet, 2012 to 2017 .................. 173
Exhibit 122: CVS Health, Maintenance Choice Covered Lives, 2008 t0 2018 .......ccceeeeiiiiiiiiiiiiiiieeeeeeeeeeee, 174
Exhibit 123: Payers’ Perceived Lowest-Cost Site of Care for Specialty Dispensing, 2018 .........ccccceevvvvieeiieeeesinveeennns 175
Exhibit 124: Oral Oncology Agents, by Dispensing Channel, 2009 vs. 2018 ........cccociiiiiiiieeeiiiiiiieeeee e eesieee e e e e e 177
Exhibit 125: Health Plans’ Perceived Pricing Competitiveness for Specialty Drugs, by Site of Care, 2018................ 178
Exhibit 126: Payer Methodologies for Computing a Pharmacy’s Estimated Acquisition Cost ........cccceevvvvvveeeeieiinnns 182

Exhibit 127: AWP Reimbursement and Copayments for Brand-Name Prescriptions, by Dispensing Format, 2017 .185

Exhibit 128: AWP Reimbursement Difference, Retail vs. Mail Pharmacies, 2008 t0 2018.............ceeeevveeieieiiinnnnnnn... 186
Exhibit 129: AWP Reimbursement and Copayments for Generic Prescriptions, by Dispensing Format, 2018 ......... 188
Exhibit 130: Pharmacy Reimbursement Methodology and Dispensing Fee, Largest Fee-for-Service State Medicaid

PrOBIamS, 20018, . e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aeaaaaaaaaaaaaaaaaaas 192
Exhibit 131: Percentage of Employers Receiving No Rebates for Brand and Specialty Drugs, 2014 vs. 2018 .......... 194

(il DRUG CHANNELS XXii
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Exhibit 132: PBM Rebate Arrangements for Traditional Medications in Employer-Sponsored Plans, by Employer
Y=Y A O AT L0 L S PP PR STRPPP 194

Exhibit 133: PBM Rebate Arrangements for Specialty Medications in Employer-Sponsored Plans, by Employer Size,
B0V L0 i SRS PR 195

Exhibit 134: CVS Health, Brand-Name Rebates Per Commercial Life and Share Retained by PBM, 2011 to 2018 ...197

Exhibit 135: Medicare Part D, Direct and Indirect Remuneration (DIR) as a Percentage of Total Drug Costs,

Medicare Part D, 2011 10 2018......ccciiuureiiieiieeiitreeeeee e eeeeitee et e e e e e eebaa e e e e e e e sesbaaaeeeeeeseabataeeeeeeseaaabaareeeeeeanaataareeeeeeannntes 198
Exhibit 136: Medicare Part D, Direct and Indirect Remuneration (DIR), by Source, 2013 vs. 2017 ......cccccveeevrveeennns 199
Exhibit 137: Medicaid Program, Gross Spending and Prescriptions, Fee-For-Service vs. Managed Care, 2017 ....... 202
Exhibit 138: Medicaid, Gross vs. Net Spending on Outpatient Drugs, 2015 t0 2017 ......ccccveeeiiieeeeiieeecciieeeeiiee e 202
Exhibit 139: Change in List vs. Net Price, by Manufacturer, 2017 .......cccveeiiuieeeiiiieeeiiee e siee e stre e e ive e e e aaee e e saaeeeeaes 203
Exhibit 140: Price Increases for Brand-Name Drugs, Invoice vs. Net Price Growth, 2013 t0 2018 .........ccceeevvveennns 204
Exhibit 141: Total Value of Pharmaceutical Manufacturers’ Gross-to-Net Reductions for Brand-Name Drugs, 2013
B0 20 . s 206
Exhibit 142: Total Value of Pharmaceutical Manufacturers’ Gross-to-Net Reductions for Brand-Name Drugs, by

Yo 10 ol ST O 1 RPN 207
Exhibit 143: Prescription Economics for a Third-Party Payer—Traditional Brand-Name Drug Example................... 208
Exhibit 144: Prescription Economics for a Third-Party Payer—Traditional Brand-Name Drug Example in High-
DedUCtibIE HEAITH PIAN ...ttt sttt e sttt e bt esab e e e bt esab e e enbeesabeeeneenanee 210
Exhibit 145: Prescription Economics for a Third-Party Payer—Specialty Brand-Name Drug Example.........cccccueenee. 211
Exhibit 146: U.S. Drug Distribution and Related Revenues at Big Three Wholesalers, 2018 ..........cccceevveriieeeneennnn 212
Exhibit 147: Largest U.S. Pharmacies and Their Primary Wholesale Suppliers, 2018.........ccccocevevieririeeneeniieeneenne 217
Exhibit 148: Determination of a Pharmacy’s Brand-Name Drug Acquisition Cost from a Wholesaler ..................... 218

Exhibit 149: Pharmacy Buying Groups and Primary/Preferred Wholesaler Relationships, by Number of Pharmacies,

2008 ettt h ettt a e eh bbb e b e e bt et e a et eR et eh et ek e e b e ea bt ea bt ea b€ eh et eh e eh e e bt e bt e ateeh b e ehe e bt e bt e bt eabeennenaees 219
Exhibit 150: Share of U.S. Generic Purchasing Volume, by Organization, 2018 .........cc.cccooiuiieeiiiieeeeiiee e 221
Exhibit 151: Overall Gross Margins for Chain and Independent Drugstores, 2000 t0 2016.........ccccccuveeeiveeeenreeeenns 226
Exhibit 152: Total Gross Profits for Chain and Independent Drugstores, 2011 t0 2016.........ccccveeeeiieeeeiieeeeeiieeens 226
Exhibit 153: Overall Gross Margins for Chain Drugstores, by Company, 2018.........cccccceeiiiiieeeiiiieeeeiiie e eeieee e 227
Exhibit 154: Prescriptions as Percentage of Revenues, Big Three Chain Drugstores, 2013 to 2018 ..........ccccccvveeenee 228
Exhibit 155: Example of Brand-Name Prescription Economics for a Retail Pharmacy .........ccccocveeeeiiiiiiiiiee s, 229
Exhibit 156: Independent Pharmacies, Average Per-Prescription Gross Profits and Margins, 2013 to 2017 ........... 230
Exhibit 157: Diplomat Pharmacy, Average Per-Prescription Gross Profits and Margins, 2013 to 2018.................... 231
Exhibit 158: PharMerica, Average Per-Prescription Gross Profits and Margins, 2013 t0 2017 ......ccceovviivieieeeeeeninnns 232
Exhibit 159: PBMs, Average Per-Prescription Gross Profit and Gross Margin, by Dispensing Channel and Drug Type,

2008 ettt ettt R e Rt et a et SR et R et R e R e e Rt e Rt e e et sae e s R e e Rt e Rt e et e ae e e et Rt e r e e r e e reeeneeanesanes 233
Exhibit 160: Top Three PBMs, Sources of Profit, 2013 VS. 2018 .......ccccccuiieiiiuieeeiiieeeeiieeesrveeeesireeeeseeeesnaneesssaeeeenes 234
Exhibit 161: lllustrative Effect of Brand-Name List Price Increases on a Prescription’s Gross Profit ..........ccccccveenns 234
Exhibit 162: Lifecycle of Per-Prescription Gross Profits, Brand vs. Multisource GENeric .......cccccuveeevvveevcveeeesiveeennns 237

(il DRUG CHANNELS xxiii
B INSTITUTE



The 2019 Economic Report on U.S. Pharmacies and Pharmacy Benefit Managers

Exhibit 163: Median AWP Discount for Generic Drugs Sold to Retail Pharmacies, by Number of Manufacturers,

2008 ettt bttt h e eb et b e b e bt e a e a et R et R et R e e R e e R bt e R Rt e R Rt ehe e eh e e e b e e bt e et e ae e h e e he e b e e b e b e e aneeaneeanes 239
Exhibit 164: 340B Contract Pharmacy Locations, 2010 t0 2018.......cccccuiiiiiiieeeiiieeeeiree e sereeeestre e e e sare e e saaneeesaaeeeenes 245
Exhibit 165: 340B Contract Pharmacy Locations, by Company, 2018 .........ccceeeiiuiieeeiieeeciieeesireeeeire e eivee e sreee e 245
Exhibit 166: 340B Contract Pharmacy Locations, by Chain, 2013 vS. 2018 .......cccueiieiiiieiiiieeecieee e evee e sreee e 246
Exhibit 167: Largest Specialty Pharmacies, Contract Pharmacy Locations and Relationships, 2018 ...........ccccuue..e. 247
Exhibit 168: Flow of Funds and Product for a 340B Contract Pharmacy NetWork ..........cccveeeviieeeeiiereeciiee e 248
Exhibit 169: Summary of Per Prescription Fees Paid by 340B Covered Entities to Contract Pharmacies................. 250
Exhibit 170: 340B Prescription Economics for a Covered Entity and a Contract Pharmacy —Specialty Brand-Name
DT E - T [ 0] o] [T TP PO PR PPPPPRUPPN 251
Exhibit 171: Projected Growth Rates in National Health and Outpatient Prescription Drug Expenditures, 2013 to
2023 ettt h e bt h e st a bt eh et eh et e b e e b e e bt et ea et eh et R e ek e e b e e R Rt e R Rt e R st e he e eh e eh e e bt e et eat e st e eheeebe e b e et e eabeeanenaees 253
Exhibit 172: Source of Payment for Outpatient Prescription Drug Expenditures, 2023.........ccccveeeeivieeeiieeeeeiiee e 254
Exhibit 173: Brand Revenues Lost to Generic Launches, 2013 10 2023........uuuviiiiiiiiiiiieiieeeeeeeiireeee e e eeeiareeeeeeeeesnnnes 255
Exhibit 174: Pharmacy Industry Prescription Revenues, Traditional vs. Specialty Drugs, 2013 to 2023.................... 256
Exhibit 175: Average Generic Price Relative to Brand Price After Loss of EXCIUSIVItY .......ccceeeiiiiieiiiiiiciieeeciiee e, 259
Exhibit 176: Gleevec, Average Pharmacy Acquisition Cost, Brand vs. Generic, 2016 t0 2019 .........cccceeevvieeeivveeenns 260
Exhibit 177: Average Year-Over-Year Change in Pricing of Mature Generic Drugs, Oral vs. Injectable, 2015 to 2019
................................................................................................................................................................................... 260
Exhibit 178: FDA-Approved Biosimilars, 2015 10 2019 ......eiiuiiiiieiiieeiee sttt sttt et 263
Exhibit 179: Employers’ Use of Formulary REbates, 2017 .......coouieiiiiiiieniieeiee ettt 272
Exhibit 180: Consumer Interest in Obtaining Prescriptions from Amazon, by Usual Dispensing Format, 2018 ....... 274

(il DRUG CHANNELS XXiv
B INSTITUTE



