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40 years of experience in successfully identifying 
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PHARMACY TRANSPARENCY:
CUTTING THROUGH THE FOG

Surprise! You’ve received a large medical bill from a recent hospital visit that you weren’t anticipating. You’re  
confused because the hospital where your procedure was performed and the surgeon who performed it are  
considered “in-network” by your health insurance, but the statement still shows that you owe a large balance.  
Unfortunately, you’re not alone. The number of individuals receiving surprise bills, also known as balance bills,  
continues to rise, largely due to the lack of transparency with regard to healthcare pricing. 

There are many situations in which balance billing could occur. When a patient finds themselves in a true medical 
emergency, control over choice of ambulance service, hospital, and emergency room provider is extremely limited, 
and therefore difficult to control. These patients often receive large bills when their insurance is not accepted by 
out-of-network providers.  

But despite legislative calls to ban such practices, balance billing still occurs, even in instances when an in-network 
emergency room is visited, or a procedure is planned ahead of time. For example, in the case of an emergency 
room visit, just because a hospital is considered in-network does not mean the ER doctor on call is also in-network. 
And in the case of a planned procedure, a facility and surgeon may be in-network, but the surgeon’s preferred  
anesthesiologist may be out-of-network.  

While surprise billing seems extremely deceptive and can create huge financial burdens for employees, there are 
some things employers and plan participants can do to prepare financially, in light of an overall lack of healthcare 
transparency.  

 Employee education – Ensure employees know where to find in-network doctors and facilities and encourage 
them to be aware of options ahead of time, especially in the event of a medical emergency. Most insurers have 
mobile apps which provide easy-to-access lists of in-network providers. 

 Check state legislation – Some states already have laws in place regarding how surprise medical bills should be 
handled. It’s worth checking the law in your state and informing employees of their options.  

 Getting a quote ahead of time – Encouraging employees to call the hospital or surgery center ahead of time to 
get a quote is one way to take some control of surprise billing. Most providers will express difficulty in providing 
an accurate quote due to the unique nature of each patient’s procedure and possibility for complications, but 
asking them to quote the highest amount the procedure has ever cost is a great way to determine the upper 
limit someone could expect to pay.  
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Pharmacy spending continues to be a top-of-mind issue for employers. Many realize it’s overdue to start working on 
cost saving solutions, but may not know where to start. And it’s no wonder, really. The pharmaceutical delivery  
industry has become so complex that many employers are overwhelmed and aren’t aware of all the entities  
involved in executing their pharmacy benefits, starting with drug manufacturers and ending with plan participants.  

While the margins between generic and brand prescriptions vary slightly, approximately 30% of drug plan spending 
goes to an “intermediary”—the distributors, Pharmacy Benefit Managers (PBMs), and administration. Of every  
dollar you spend toward your pharmacy plan, many different pots receive a percentage. Unfortunately, it would 
seem that some of the percentages in the chart below are relatively set, leaving little wiggle room for cost savings 
analysis. 

But there are some percentages that aren’t set. Due to the lack of transparency that has become the norm with 
pharmacy plan contracts, many are not aware that there are significant areas to cut costs within this 30%  
intermediary category. But it’s worth taking the time to explore. Think about this-- If you, as an employer, could 
save an extra 15% on a $1,000,000 drug spend, you’d pocket an extra $150,000. Is that not worth looking into?  

There are many strategies for getting to the leanest pharmacy plan possible, but these strategies hinge upon 
understanding the top transparency issues facing pharmacy benefit plans.  
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Transparency Trap #1: Spread Pricing 

Roughly 90% of all prescriptions filled are for generic drugs. These drugs are relatively inexpensive to manufacture, yet 
PBMs make huge margins on these drugs. How does this happen? They make their money through price spreading. 
Price spreading consists of paying the pharmacy one reimbursement rate and then billing the plan sponsor/employer a 
different—usually higher-- rate and then pocketing the difference.  

The problem with this practice is obvious—it seems like highway robbery. But most employers aren’t aware that this is 
happening due to a blatant lack of transparency. Many PBM contracts prohibit employers from seeing the actual costs 
associated with the plan. If an employer can’t ever know the bottom price of the drug, for example, because they 
aren’t privy to that information under the terms of their PBM contract, how can they know that the PBM is charging 
them fairly? Reading and understanding PBM contracts is an art in and of itself. So without a skilled benefits  
professional to help decipher the terms of the contract, many employers are unknowingly letting money slide right into 
the hands of the PBMs and away from their bottom line. 

Transparency Trap #2: Coupons/Rebates 

Rebates are typically offered by drug manufacturers to PBMs as an incentive for including their brand name drug on 
the approved drug list for a particular pharmacy plan. While it would be most ethical for the rebates to go to the  
consumer, PBMs have been accepting the rebates under the guise of “administrative support” or other vague line 
items. This practice does absolutely nothing to lessen the cost to the consumer but increases PBM profits. One solution 
for employers to consider, besides really understanding their contract, is to deal with a PBM that guarantees in writing 
they receive no monies from the pharmaceutical companies. Their administrative pricing is on a per script defined-
expense basis. Period.  

 

Transparency Trap #3: Pharmacy Coalitions 

Pharmacy coalitions exist in an effort to seek out pharmacy savings through increased purchasing power. Typical  
coalition members consist of employers within the same industry or within a geographical region, for example. Some 
coalitions are run by companies who offer just pharmacy collectives and perhaps some other services. And some  
coalitions are run by pharmacy/benefits consultants. Some might consider the latter to be a conflict of interest, as the 
consultants who are hired to provide unbiased advice may also be collecting even higher fees than a separate PBM.  

Fees 

If you’re a part of a coalition, do you know what fees you’re paying and to whom? There’s often a one-time set-
up fee which needs to be taken into account in calculating savings over the life of the membership.  
Additionally, some coalitions charge large fees and— in the case of the coalitions that are run by consultants—
these fees go back to your consultant or to a separate but related entity, which is counterproductive to cost 
savings. When dealing with a consultant on a fee basis be sure that their contract states what other sources of 
revenue they can or will earn. Seek transparency.  

Financial Guarantees 

Financial guarantees for savings targets may not apply to an entire group within a coalition. For example, if the 
guarantee is for the coalition to achieve 70% savings, not every group in the coalitions needs to hit that goal in 
order to avoid penalties by PBMs. So while you may enter a coalition thinking you’ll always achieve 70%  
savings, you may achieve significantly less savings and the coalition can still consider it a success.  

Contractual cloudiness 

Being a part of a coalition often means less or no access to critical plan data. Because this data may be  
considered proprietary by the consultants who run the coalition, employers often forfeit their right to see drug 
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prices, usage data, etc., much like with a traditional PBM contract. If a coalition will not release their contract in 
advance of an agreement, this should serve as a red flag to the plan sponsor.   

If you’re accepting anything less than full, honest transparency, you’re likely leaving money on the table. The only way 
to determine if there’s room for additional savings is to conduct a full audit of your pharmacy benefits plan. This can 
seem like a lot of work and will require you to do some digging. But for an hour or less of your time, it may be  
extremely beneficial to enlist the help of a benefits professional specializing in “transparency traps” and one who has 
success in negotiating more cost effective pharmacy plans. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Neil Model is an employee benefits expert with over 40 years of experience in successfully identifying areas for cost  
savings within the healthcare plans of large and mid-size employers. As the cost of pharmacy has continued to rise, he 
has written many articles on ways to lower pharmacy spend, and has made it one of his focus areas. He can be reached 
at nmodel@cbiz.com or 610-862-2460. Follow him on LinkedIn for all of his latest articles on pharmacy plan savings. 
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FOR MORE INFORMATION, 
CONTACT US AT:

WWW.VBASSOCIATION.COM
EMAIL: INFO@VBASSOCIATION.COM

(856) 405-3003

Voluntary Benefits Association, Inc. a 501(c)(3) non-profit trade association


