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course notes: what is a pharmacy benefits manager?
In this course, we will discuss Pharmacy Benefit Managers and their role in the delivery 
of prescriptions to patients.

First, what is a Pharmacy Benefits Manager, otherwise known as a PBM? 

Fundamentally, a PBM is a negotiator and manager of prescriptions purchased from 
drug manufacturers and pharmacies for employers and their employees. They also offer 
other benefits such as mail order prescriptions, monitoring for fraudulent prescription 
claims, and claims reporting.

So how are prescription costs really determined?

Let’s think of this as a game. The first player in the game is the drug manufacturer and 
negotiations start out with the manufacturer’s list price. By no means is this the cost 
of what it takes to make the drug but think of it as a marked up base price, starting 
point, or first offer.

The second player in the game is a wholesaler who buys the drugs from the 
manufacturer. Three large companies control 90% of the market and have some clout 
when it comes to negotiating discounts off the list price. 

The wholesalers receive a discount on the list price from the manufacturer and then 
mark it up before selling the drug off to our third player, the pharmacy. That’s how the 
drug gets to the store and how the wholesaler makes their money. The pharmacy usually 
adds in a small fee to fill the prescription- often under $2.00 per prescription.  Mail 
orders often charge more.

At the pharmacy, a drug typically costs more than the base charges because of the next 
player, the PBM. The payer (employer, or the insurance company) contracts with a 
pharmacy benefits manager who works with the drug manufacturer to negotiate the 
most efficient cost of the drug to the plan.  These costs may include rebates. The rebate  



from the manufacture is an incentive for insurance companies and employers to offer a 
specificied drug to their employees. Even if the offered price is high and if there are 
similar drugs in the market. No surprise as to the objective of rebates as it gets a drug 
manufacturer’s  product to the consumers.

How does the PBM handle rebates? 

There are a three PBMs who control 75% of the market - Express Scripts, CVS Health, 
and OptumRx which are controlled by what we call the BUCAs (Blue Cross/Blue Shield, 
United Healthcare, Cigna & Aetna). If different manufactures offer similar drugs, these 
PBMs can drive a hard bargain, further reducing the manufacturer’s net price. 

When it comes to reducing the net cost of a drug, rebates offer assistance as well. There 
are 3 ways a PBM can go with the manufacturer rebates. They can deliver the rebate in 
full to the employer, keep some of it and pass the remaining amount to the employer, or 
keep all of it. The amount the PBM retains becomes part of their profit. The latter 
method is an incentive for the large carriers to launch their own pharmacy benefit 
manager as they can retain all rebates negotiated with themselves as the insurance 
company. This is made obvious with the example of United Healthcare’s stock after 
launching OptumRx. Roundstone suggests utilizing a PBM who passes on the full rebate 
to the employer.

PBMs that control 
75% of the market BUCAs 

Express Scripts
CVS Health
Optumrx

Blue cross/ blue shield
united healthcare

cigna & Aetna



Roundstone works
 with pbms that...

maintain a high 
level of commitment 
to clients

always think of the 
employees’ wellbeing 
first

The addition of a transparent and pass 
through pharmacy benefit manager to a 
health care plan offers a pricing 
advantage to the employers and the 
employees. The PBM helps mitigate the 
high cost of prescription drugs by 
navigating complicated negotiations and 
pricing, allowing companies to cover the 
best pharmaceuticals available at a low, 
reasonable cost.  Roundstone works with 
PBMs who have been fully vetted,
maintain a high level of commitment to their clients, and always think of the 
employees’ well-being first and foremost.  We look favorably toward PBMs that 
disclose all of their income streams. 

Does Everyone win? 

The manufacture gets the distribution and exposure they need for their drugs. 
The wholesaler bought the drug low and sold high, making their money. The 
pharmacy is reimbursed by the insurance company and through patient copays 
for their dispensing and filling of the prescription. The employer received a 
discount from the negotiated rate by the PBM they engaged. And the employee 
pays their regular copay or discounted rate at the drug store.   Hidden within 
this game are over 60 ways a PBM, drug manufacture, and insurer can increase 
the cost of drugs. The cost of drugs can vary dramatically from one consumer 
to the next based on the wholesaler, PBM and pharmacy involved in its 
dispensary..  Due to the nature of the game, unless there is full disclosure and 
transparency of the drug’s true cost, the consumer may pay more.


