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MERCER 

Current Pharmacy Landscape 
How Did We get Here? 

Current 
Structure 

Misaligned 

PBM market 
highly 

concentrated 

Pharma 
pricing 

practices 

Government 
cost shift 

Private 
Sector 
prices 

unregulated 

Service 
dysfunction 

due to 
consolidation 

True 
cost/value 

unclear 
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2014 PBM Market Share 
How Has the Landscape Changed? 
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ESRX, 31% 

CVS, 28% 

Optum, 10% 

Catamaran, 7% 

Prime 
Therapeutics, 5% 

Humana, 5% 

MedImpact, 3% 

Other, 12% 
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Forecasting and Planning 
How Do We Better Anticipate the Impact Of Prescription Drug On Spend? 
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Drug Cost Drivers Short  

Term 

Long 

Term 

New Therapies 

New Dosage Forms 

Treatment Guidelines 

New Approved Uses 

Government 

Mandates 

Generic Traditional  

Drugs 

Generic Specialty 

Drugs 

Biosimilars 

Patent Expirations 

OTCs 

Rebates 

Unknown 

Pipeline 

More Hepatitis C 

Cancer 

Diabetes 

Cholesterol 

Cystic Fibrosis 

Strategic 

Plan 

2015 2016 2017 

Drug 

Channel 

Suppliers 

Care 
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Concentration of New Brand Spending 
Specialty Leading the Way 
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• Most new spending on Specialty. 

• Oncology will begin to go back up with new drug introductions. 

• HEP C and Cholesterol a major driver in the “other specialty” category. 
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Spend 
and Trend 

on Rise 

<1% of members 
BUT 25%- 30% 

of Rx Costs 

50% of 
spend in 
medical 
benefit 

with little 
visibility 

Need to explore cost 
containment tools 

Forward 
thinking 

strategies 
should be 

considered 
now 

Vendor Challenges 

  

 

 

Specialty Medication 

Management 

  

 

 
>10% 

Vendor Member 

Marketplace Challenges Today And For The Future 
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Escalating Costs
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Specialty Pharmacy 
What’s on the Horizon? 

 
 

Cancer Hemophilia 

Hepatitis 
Multiple 

Sclerosis 
Rheumatoid 

Arthritis 
HIV Cholesterol 

Crohn’s  
Disease Infertility Growth 

Previous Focus 

Future Focus 

Landscape 

• $77.5 Billion per year industry 

• <1% of patients; 25-30% of Rx costs 

• 15%-25% Trend Per Year 

• ½ of Drug pipeline is for specialty meds 

Site 
Optimization 

 

•Cost-effective site of service   

•Integrated approach needed 

•Buy and Bill 

•“Brown Bagging” 

•Outpatient facilities most  expensive  
 

Medical Carrier 
Strategy 

• Member incentive program to increase use at 
preferred site 

• PA process to steer patients to infusion suite 
settings 
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Specialty Biotech 
Solutions for Cost Control 
 

Utilization 

management 

Analytics 

Sourcing Patient care 

• Complete “top prescriber” 

analysis and leverage 

with medical carrier (P4P 

program?) 

• Benchmark costs/trends 

with peers. 

• Project future spend 

based on demographics. 

• Assess effectiveness of 

current programs. 

• Investigate higher-touch 

local solutions. 

• Optimize site of care 

administration. 

• Tie reimbursement with 

adherence and outcomes. 

• Update prior auth and other 

clinical criteria (do not rely on 

PBM). 

• Assess value of specialty 

formulary. 

• Investigate tiered approach: 

– Tier 1: Prior auth 

– Tier 2: Add quantity limit 

– Tier 3: Add $ limit 

• Determine optimal split 

between medical and Rx. 

• Assess current contract 

structure - open or 

exclusive arrangement? 

• Review and update 

specialty drug list. 

• Consider specialty only 

PBM. 

• ACO option? 
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MERCER 

2013 Medicines Spending, and Growth Segmentation Comparison 
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Generic Cost Increases 
Background 

• In 2014, 20% of all generics had unit cost increases of 25% to 100%+; 17% had 

decreases of -10% to -100%.  

• The increases are mainly attributable to 

– Reduced competition in certain generic drug classes. 

– A backlog of roughly 3,300 applications for generic manufacturing approvals with 

the FDA resulting in supply shortages (and increased prices). 

– Changing generic dynamics with fewer new introductions. 

• Given changing dynamics, many generic manufacturers increased prices largely to 

address reducing margins. 

• Additionally, many manufacturers are based overseas and faced increased 

inspections in their own countries which led to additional supply issues. 
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MERCER 

Generic Inflation 
What Can Employers Do (or be Aware of)? 

• Note that FDA is stepping up approvals so backlog (and accompanying shortages) 

should begin to reduce through 2016. 

• Newer generics will start to be introduced so prices on older generics should start to 

go back down. 

• Make sure you discuss the Generic coverage list (aka MAC list) with your PBM — 

certain versions of a generic drug may cost much less than others. 

• Require the PBM to provide an update on their generic sourcing strategy at least 

quarterly. 

• Today 85% of US generic purchasing is controlled by four entities but only 35% of 

production is controlled by the top four manufacturers. 

• There will likely be better pricing due to increased manufacturer consolidation and 

purchaser negotiation. 
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Compound Management 
100,000 Foot View 

• Compounds are patient-specific combinations of “fillers” (aka bulk chemicals) and 

“target ingredients” (aka legend drug). 

• Though the majority of pharmacies support some limited compounding, most of 

these prescriptions are coming from compounding pharmacies that are independent 

(i.e., not chains or big box retailers). 

• Most common diagnoses are 

– Pediatric indications; 

– Pain; 

– Hormone replacement; and 

– Solutions for inhalation. 

• In many cases, compounds do not have additional therapeutic value but were 

allowed because their costs were so low. 

• In the last 12–18 months, costs for this type of therapy have increased 200%–300% 

for some employers with variable oversight by vendors. 
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Mercer’s View 

• There are only a few indications (e.g., pediatric and hormonal) for which 

compounds provide therapeutic value, therefore, coverage of compounds should be 

limited. 

• Preferred approach is to administer (and deny) on a multi-line compound (MLC) 

basis. Itemize the ingredients of the compound and adjudicate each. Medicaid has 

required this for several years. 

• Purchasers should assess and understand their pharmacy vendor’s adjudication 

logic as compounding pharmacies have developed workarounds to various 

utilization management programs. 

• As this is a relatively new area for cost management, employers need to work with 

PBMs on both developing and implementing prior authorization clinical criteria and 

coverage protocols. 
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Solution for Better Compound Management 

• Assess prevalence of compounds in your pharmacy claims. Do you have a problem needing a 

solution? 

• Evaluate PBM capabilities: 

– Determine compound adjudication logic and capabilities. 

 Functionality to edit line by line. 

– What edits are applied? 

 Quantity. 

 Dosage. 

 Therapy.  

 Ingredients. 

– How does their adjudication system price (by Rx or by line)? 

 Does the pricing logic for compounds pay at the same rate as for regular claims? 

– How often are their edits updated? 

• Work with PBM to implement better compound management protocols: 

– If they cannot adjudicate by MLC then establish a hierarchy such as: 

 First level: Prior authorization (using agreed upon clinical criteria). 

 Second level: Prior authorization and quantity limit. 

 Third level: Prior authorization, quantity limit, and dollar limit. 
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Strategic Continuum 
Ways to Control Costs 

Basic 

• Sourcing strategy 

• Cost share target 

• Safety/Education edits 

• Broad networks 

• Flat dollar plan design 

Evolving 

• Channel steerage 

• Med/Rx Optimization 

• Prior Auth/Clinical 
“steerage” 

• Coinsurance Plan 
design 

• Fourth tier? 

• Narrow networks 
 

Advanced 

• Onsite Pharmacy 

• Specialty Exclusivity 
or carve-out 

• Cost Plus contract 

• 340 B pricing 

• Value based networks 
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What’s Next?  
And what Should You Do? 

• Activities in the public sector (changes in pricing methodology) may act as a trial run 

for the private sector. 

• Increased demands for more clear therapy value prop may lead to different clinical 

models. 

• Some management approaches are counter-intuitive — some exclusions have led 

to increased prices due to reduced competition. 

• Many PBM pricing improvements are focused on increasing rebates — but the 

focus should be on improving ingredient cost discounts. 

• New entrants (GoodRx, RiteAid/EnvisionRx) may begin to change the PBM 

competitive landscape. Use this opportunity to assess your PBM relationship. 

• Carve-ins have become more competitive — and worth another look. 
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