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Brokers Weigh In on Prescription
Drug Benefits

The Council and McKinsey teamed up to survey 100 brokers and consultants
on the state of the pharmacy benefits market.

BY MATTHEW SCALLY, TROY HORVAT AND JERIS STUELAND

With continually rising costs over the past decade
and new formulations (e.g., anti-obesity medications)
receiving FDA approval, prescription drug benefits are top
of mind for brokers and employers.
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A recent 38-question survey on
prescription drug benefits conducted by
McKinsey in partnership with the Council
of Insurance Agents & Brokers in the first
half of 2023 helps reveal current trends,
pain points, and opportunities in this
market. One hundred survey responses
were received from brokers and benefits
advisors at multinational, national,
regional and independent brokerage
firms, which informed the insights
provided here. The 2022 McKinsey
Employer Healthcare survey and 2022
McKinsey Consumer Health Insights
survey are also referenced in this article to
provide additional data and insights.

KEY FINDINGS

» Broker respondents reported that
employers are seeking improved offerings
to address both prescription drug costs
and member experience; however, cost-
focused solutions are overall the highest
ranked, and many of the solutions in
which brokers reported employer interest
suggest that a key element of experience
is member out-of-pocket cost.

» Brokers reported growth of about 10
percentage points or more over the

five years in several offerings

that aim to address prescription

drug costs, including both solutions
facilitated by traditional pharmacy
benefit managers (PBMs) (e.g., step
therapy, mandatory specialty pharmacy
networks) as well as those that

bypass traditional PBMs (e.g., use of

a transparent PBM or a carve-out to

source specialty drugs from a non-PBM).

» Employers continue to pursue both
carve-in and carve-out strategies for
contracting with PBMs, and brokers
reported that a majority of employers
pursuing both strategies believe they are
making the most cost-effective choice.

» Although brokers reported that cost
considerations weigh heavily in the
prescription drug benefits offerings
employers choose to adopt, when
choosing which broker to work with,
employers give more weight to experience
and service level than cost considerations.
» Brokers self-reported that operating
models differ based on brokerage size,
with multinational brokerages more
likely to have a structured process

for choosing a PBM partner and more
likely to drive uptake of innovative
offerings by employer clients and
regional brokerages more likely to
report long-standing clients.
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Cost and Employee
Experience Top Solutions

In the area of prescription drug benefits, brokers reported that employers are
seeking new solutions to address increasing prescription drug costs and improve
the employee benefits experience.

Cost-reduction solutions received the highest response rate overall. Brokers
believe employers will be most interested in cost-reduction methods that will
require innovations from and/or disruption of traditional PBMs, including financial
arrangements for value-based care, pass-through PBM pricing, and carve-outs for
sourcing of specialty drugs through alternative channels.

On the employee experience side, the offerings for which brokers reported the
highest employer interest are those that also help reduce employee out-of-pocket
costs. For example, 22% of brokers reported that price shopping/transparency
solutions would be a top priority for employers, while only 5% ranked adherence
solutions a top priority and 2% ranked same-day delivery on top.

EMPLOYEE EXPERIENCE
Top employee experience tool: price shopping/transparency tool

[ cosTRrEDUCTION
Top cost reduction strategy: value-based care plans or total cost of
care guarantees

Employer Size Drives PBM
Carve-Out Decisions

Overall, brokers reported that larger employers were more likely to carve out
prescription drugs (to contract directly with a separate PBM or PBM coalition
instead of contracting directly with a health insurer to receive integrated medical
and pharmacy benefits). Employers with more than 10,000 employees were over
20 percentage points more likely to carve out than employers with fewer than 500
employees. Interestingly, regional and independent brokers reported much greater
adherence to this trend than multinational brokers. Regional brokers reported
their larger clients were over 30 percentage points more likely to carve out than
smaller employers, and the difference between the larger and smaller clients of
multinational brokers was less than 2 percentage points.

Among both employers choosing to carve in and those choosing to carve out,
brokers reported potential cost savings as a key driver. However, the average
reported cost savings was higher for employers choosing to carve out, at 4%,
compared to those choosing to carve in, which saw on average no reported savings.

Carve-out . Carve-in

MULTINATIONAL INDEPENDENT
BENEFITS REGIONAL BROKER OR
CONSULTING BROKERAGE BENEFITS
TOTAL FIRM FIRM ADVISOR
34.0% 22.6% 40.6% 40.0%
50-99
employees
on plan
66.0% 77.4% 59.4% 60.0%
14.9% 21.5% 8.4% 17.7%
10,000
or more
employees
on plan
85.1% 78.5% 91.6% 82.3%

78%

of broker respondents said
clients who carve out did so to
receive the lowest total cost.

4.0%

Average reported cost savings
from carving out

of broker respondents said
clients who carve in did so to
receive the lowest total cost.

Average reported cost savings
from carving in

DECEMBER 2023 LEADER’S EDGE



SURVEY RESULTS (11
—

Brokers Report Strong Uptake of Solutions to Address Drug Costs

According to survey respondents, over the past five years employers have adopted a range of levers, including programs run by traditional PBMs as well as those that
bypass traditional PBM operating models, to address prescription drug costs.

Two offerings specifically targeting specialty drug costs—mandatory specialty pharmacy networks and carve-out programs to source specialty drugs from outside
traditional PBMs—had among the fastest uptake and had the highest reported savings. Both programs saw growth (the percentage of brokers reporting that all or
most of their clients have adopted these solutions was more than 15 percentage points higher today than five years ago), and respondents reported that both reduced
prescription drug costs for clients by more than 2% on average.

The only offering for which brokers reported decreasing uptake over the past five years is limited/narrow retail pharmacy network. This suggests employers may
continue to consider “choice” a key value driver for employees.

Interestingly, value-based contracting (VBC), which brokers projected would be the most interesting to employer clients in the future, had the lowest average adoption to
date, with a reported 0% average cost savings. Anedcotal data suggest limited value-based options for pharmaceuticals to date mean this trend is still at a nascent stage.

% BROKERS REPORTING MOST OR
ALL CLIENTS HAVE ADOPTED TODAY  AVERAGE

AVERAGE REPORTED SELF-INSURED REPORTED
DRUG COST SOLUTION EMPLOYER ADOPTION COST SAVINGS

Use of a “transparent PBM” where rebates V
are passed directly to the employer, typically in _ 51% ///m 38% 0_90/0
exchange for increased fees paid to the PBM

Carve-out program that enables member to acquire %
or access specialty pharmaceuticals at a lower price _ 49% m 38% 2 - 10/0
through an alternative, non-PBM source

Additional medication/treatment P
adherence programs and/or _ 46% W 26% 0p.p. 1_ 10/0
incentives for members 5

Use of a specialized analytical service %
provider to identify prescription _ 44% y/ 25% Tpp. 0. 10/0
drug savings opportunities ~_

Value-based contracting where price %
for a prescription drug is based _ 40% /m 23% o_oo/o
in part on patient outcomes

Source: Council-McKinsey Survey on Prescription Drug Benefits, 2023 (n=100)
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Brokers Rate Experience over Cost in Attracting Clients

According to survey respondents, employers value expertise and service quality above cost when selecting a broker. More than 10% of brokers
ranked each of three experience-related factors as the top driver in an employer’s choice of broker:

1. Knowledge of prescription drug benefits/market trends (15% of brokers ranked the most important factor in employer choice)
2. Service quality (14%)
3. Broker/client relationship (11%).

Price-related factors were only the fourth and sixth most highly rated factors: trust in ability to negotiate advantageous financial terms (10%) and
overall price (9%). Tied for fourth was another experience-related factor: benefit designs offered/ability to customize benefit designs (10%).

It's worth noting that, although value-based prescription drug contracting had been ranked highest by brokers in terms of expected employer
interest going forward, brokers' ability to offer a strategy for VBC drug contracting was ranked relatively low in terms of factors driving employer
choice of broker. Again, this is potentially driven by the lack of VBC prescription drug programs available on the market today.

The annual McKinsey Employer Healthcare survey confirms brokers’ belief that experience trumps cost in employer choice of broker. When asked
about the reason for switching benefits consultants, 61% of employer respondents named service options or service quality as the primary driver
for switching, versus 22% who named price as the primary driver.

B Ranked 1-3 Ranked 1st

REASONS BROKERS BELIEVE EMPLOYERS SELECT A PARTICULAR BROKERAGE

Broker's knowledge of prescription drug benefits market | — 37%

landscape/trends

Prescription drug benefit designs offered,/ I 2170

Ability to customize benefit designs

Trust in ability to negotiate advantageous financial terms _ 33%

with PBMs and drug vendors

Access to unique PBM/other prescription drug benefit solutions _ 21%

not broadly available

Strategies for value-based prescription drug contracting and/or I 160

total cost of care guarantees

Availability of audit services for current | ENNENEEEEN © %0

prescription drug benefits

n=94
Source: Council-McKinsey Survey on Prescription Drug Benefits, 2023, N=100. Answers of "Not sure* or “| don’t know” excluded; McKinsey 2022 Employer Health Benefits Survey, N=1574
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Brokers Weigh In on Internal PBM Strategy

Reflecting on their internal processes, brokers' responses tended to differ by market segment. The larger the brokerage house, the more likely it is to have a
regular, structured process for updating its preferred PBM partner, with over 80% of multinational brokers reporting such a process, over 25 percentage points

more than independent brokers reporting such a process.

Brokers of different sizes also reported somewhat different considerations when recommending PBMs to their clients. While multinational brokers prioritize overall
financial terms, employee and employer experience tends to be equally important as cost-specific factors. Cost-specific factors are the top priority for national
brokers, while they also place an emphasis on the reputation/brand name of PBMs. Regional and independent brokers first prioritize the overall financial terms,
followed by experience for employers and employees, in particular quality of PBM administrative and operational processes and level of member responsiveness.

Multinational brokers also reported that their clients are approximately 10 percentage points more likely to adopt innovative prescription drug benefits strategies.
However, regional brokers reported the longest-standing client relationships, with over 85% of their clients having been in their book for over five years, as

compared to multinational brokers, who reported that fewer than 65% of their clients have been with them for more than five years.

AVERAGE MULTINATIONAL NATIONAL REGIONAL"

Percentage of brokers reporting
a regular structured process 76% 81% 78% 76%
to update preferred PBMs

Importance of cost in

[ L]
recommending a PBM n n
EN EN

Number of cost-related
factors in broker
ranking of top eight

Factor most ranked 1-3 Overall financial Flexibility Overall financial Overall financial
terms in benefit structure terms terms

" Low sample size. Results are directional.

Source: Council-McKinsey Survey on Prescription Drug Benefits, 2023, N=100. Answers of "Not sure” or “| don't know” excluded.

Matthew Scally is partner at McKinsey; Troy Horvat is expert associate partner at McKinsey; Jeris Stueland is senior expert at McKinsey.
Other McKinsey contributors include Jayant Sinha, partner; Sam Blackburn, senior business analyst; and lvy Gong, associate.
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INDEPENDENT"

N=11

55%

Overall financial
terms
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