
The Red Flags of PBM Partnerships
Do You Know Them?

Executive Summary
High-cost specialty drugs are flooding the market at 
an unprecedented rate due to the FDA fast-tracking 
these drugs. Where there are high-cost drugs, there 
are high-cost claims. When left unchecked, they wreak 
havoc on an employer’s bottom line. 

Whether right or wrong, the frequency and severity 
of prescription drug claims have become a reality in 
today’s market. Employers are constantly faced with 
the challenge of how to manage these new claims 
to best protect the assets of self-insured benefit 
plans. Status quo has not been and will never be 
sustainable. Action must be taken—and that starts 
with choosing an effective PBM partner. To do so, the 
right questions must be asked.

Not all PBMs will offer comprehensive solutions in all 
areas to truly protect an employer. However, a good 
Rx vendor will work in conjunction with the PBM to 
implement a program that will aggressively manage 
drug utilization and spend. Ultimately, together we 
can provide self-insured employers with solutions 
that proactively reduce their drug spend and do so in 
a transparent and low-cost manner, without excessive 
fees or hidden costs. With high-cost specialty drugs 
flooding the market, finding the right PBM has never 
been more important.

With high-cost specialty drugs flooding the  
market, finding the right PBM has never been  
more important. 



As we navigate through the maze of PBMs and other types of prescription 
drug vendors, we must ask, “How do you make your money?” Transparency, 
along with pass-through contracts, are key to effectively managing 
prescription drug costs. At Skyward A&H, we do our homework to ensure 
we are providing self-insured employer groups with the most transparent 
models that will enable them the greatest success in controlling these costs.

How Do You 
Make Your 
Money?

How do we at Skyward Accident & Health make sure we are identifying the right vendors for our self-insured 
employer clients? Here are some of the questions we ask and warning signs we look for.

The Red Flags
How do we ensure we are selecting the right vendors for our 
self-insured employer clients? We have identified five red flags 
when considering a PBM partner that can potentially have the 
greatest impact on controlling drug spend. 

• Spread pricing

• Manufacturer rebates

• Inconsistent or little oversight on prior authorization

• Absence of assistance programs

• Lack of action on J Codes



Spread Pricing/MAC Pricing 

What It Is
Maximum Allowable Cost (MAC) pricing has been a method used for years by PBMs to negotiate with 
pharmacies. PBMs will develop their MAC price for each drug that they will cover, which is the guaranteed 
amount that the benefit plan will pay for that drug. The PBM will then go to the pharmacies and negotiate 
the lowest price possible for the same drug to their benefit. 

Why It Matters
For some PBMs, revenue is determined by the difference between what the pharmacy changes them and 
what the PBM charge the plan; this is known as the spread. Without transparency, these PBMs can use the 
spread to their advantage, increasing their revenues at the expense of the plan. 

What You Can Do About It
Many smaller PBMs have now entered the market with much more transparent models by charging a per 
employee per month fee or a per-script fee which eliminates such spread from their programs. Transparency 
should be non-negotiable.  
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Manufacturer Rebates 

What It Is
Most high-cost specialty drugs have rebates available from the manufacturers. Unfortunately, most 
employers are not fully aware of the number and size of available rebates, and it is often difficult to identify 
what savings are available. However, PBMs know this information and lower their administrative fees 
in exchange for employers allowing them to retain the rebates for themselves, thereby increasing their 
margins.

Why It Matters
Most employers are not fully aware of the available manufacturer rebates and often are unable to identify 
what potential savings are available. 

• When PBMs offer a lower administrative fee in exchange for retaining the available rebates, greater 
revenue is generated for the PBM, often without the employer’s knowledge.

• These PBMs also apply prior authorization processes and formularies that are geared toward drugs that 
offer the largest rebates.

• Stop-loss policies consider rebates to be a reduction in cost for the drug and as a result, will reduce 
stop-loss reimbursements by the amount of the rebates. This can create additional costs to the employer 
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Prior Authorization

What It Is
Prior authorization (PA) is an important component of managing drug cost. With drug manufacturers 
targeting consumers directly through advertising, consumers are most often confused about which drugs 
are appropriate for them to be taking. All self-insured plans must have a firm PA process in place, based on a 
clinical approach, to ensure they are not paying for unnecessary high-cost drugs.

Why It Matters
As new specialty drugs are approved by the FDA, it is more important than ever for self-insured plans 
to protect plan assets by ensuring that new drugs not meant to be first-line treatments are not being 
prescribed as such.

Also, some PBMs design their PA process around which manufacturers offer the largest rebates, thereby 
maximizing their PBM’s revenue by giving priority authorization to manufacturers with the most rebates.
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if they are not receiving the rebates. Furthermore, administrative fees are generally not covered by stop-
loss contracts, thus rebates being retained by the PBMs would not be eligible for reimbursement. Self-
insured plans must retain all rebates to avoid any gaps between their plan and the stop-loss policy.

What You Can Do About It
Review your PBM contract and compare to other PBMs with a pass-through model.  Skyward A&H can  
assist you with identifying PBMs that offer a pass-through approach, so you know exactly where your  
money is going.

As Seen  
on TV

Recently, one manufacturer of a fairly new Hepatitis C drug has been aggressively 
advertising on television. Their commercial states that even if you have just been 
diagnosed with Hepatitis C and have never had a symptom, their drug may be 
right for you. Why should any self-insured plan pay $100,000 for a drug when the 
patient has never had a symptom and may never have a symptom?

What You Can Do About It
Ensure there is no conflict of interest with the employer’s PBM if they are retaining manufacturer’s rebates, 
as well as controlling the PA process. Self-insured employers should question if the PBM has a “super prior 
authorization” that they use to override approval of a prescription if all other PAs have denied approval. 
Super PAs often approve drugs that generate the largest rebate to the PBM.



Assistance Programs

What It Is
Most manufacturers of specialty drugs offer assistance programs to help offset the cost of these drugs. Such 
programs have been designed with the uninsured in mind to afford them the ability to receive the treatment 
without accumulating significant debt. 

Why It Matters
This results in the manufacturers shifting the burden of cost to individuals with insurance coverage. 
Individuals who most often pay higher premiums for their insurance are subject to increases in their 
insurance premiums due to the cost-shifting from the uninsured to the insured.

What You Can Do About It
Consider PBMs or other Rx vendors that aggressively seek out assistance programs, manufacturer or other 
programs to help offset the high cost of specialty drugs.

Some PBMs offer services using variable co-pays to obtain assistance that lowers the plan cost for the drugs. 
This can produce decent savings, but it does not maximize the savings available. Also, if the out-of-pocket 
(OOP) limit is exhausted for the participant, there is no more OOP to assist, and the claims revert to the 
original cost.

As the cost of specialty drugs continues to rise at a rapid pace, many self-insured employers are deciding 
whether or not to continue covering specialty drugs under their plans. For those groups, there are vendors 
available that will act as advocates to patients who cannot afford these drugs on their own.
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What is the approval rate through your PA process? 
The best PBMs will have an approval rate of less than 70%.

What to Ask

J Codes

What It Is
J Codes are specialty drugs that are typically administered at a facility or doctor’s office such as inhalation 
solutions, chemotherapy and immunosuppressive drugs.
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Why It Matters
J Codes are currently among the biggest abuses by providers that self-insured plans experience. Most 
often, these drugs are paid for under a group’s medical benefits instead of running through a PBM and 
are frequently marked up by the providers with no regulation. Such mark-up can be in excess of 1000% 
of the cost!

What You Can Do About It
Selecting a PBM that has a program to manage J Codes is essential. The cost alone for these infusion therapies 
are significant, and adding provider mark-up to these costs can be detrimental to a self-insured plan.

PBMs and other vendors have developed programs to move the purchase of these drugs out of the provider’s 
control and through the PBM, thus eliminating the provider’s ability to mark up the cost of the drug.

At Skyward A&H, we continue to be diligent in our search for PBMs and other drug vendors that will offer 
new solutions in this changing market. We are committed to remaining the best resource to our self-insured 
employer groups, who have a fiduciary obligation to provide the best benefits at the lowest possible cost to 
their employees.
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On the Horizon
Currently, there are more than 300 gene and cell therapies in the pipeline for approval in the next two years. These 
are designed to treat rare diseases with the potential to cure the patient but come with extremely high price tags. 
Many self-insured employers will have to decide whether or not to cover these treatments, as the associated cost 
can hinder the employer’s ability to offer an attractive plan at a reasonable cost. 


