Estimating the Potential Federal Budgetary Impact of PBM Reform in the Commercial Insurance Market

Pharmacy Benefit Managers (PBMs) act as intermediaries in the pharmaceutical supply chain, facilitating
negotiations between drug manufacturers, insurers, pharmacies, and pharmacy services administrative
organizations (PSAOs), while managing formularies and administering prescription drug benefits for more than
289 million Americans on behalf of health plans, employers, and unions.' They are compensated primarily
through administrative fees from these stakeholders.

Given their central role in negotiating drug costs and reimbursement structures, PBMs have been at the center of
debates over U.S. drug prices. While the Inflation Reduction Act (IRA) reshaped the Medicare Part D benefit and
the new Medicare drug price negotiation program—Congress has since introduced additional legislation aimed
at regulating PBM practices and increasing transparency in both Medicare and commercial markets.

One notable PBM reform proposal is H.R. 2214, the DRUG Act, which targets PBM practices in group and
individual (commercial) health coverage through two key provisions:"

e Limiting PBM compensation to flat service fees rather than percentage-based fees
e Requiring PBMs to pass through 100% of negotiated rebates and discounts to health plans

PBM stakeholders argue that these changes would eliminate revenue streams that cannot be replaced through
other mechanisms, potentially leading to increased commercial premiums and reduced federal tax revenues.

Magnolia Market Access was engaged by a healthcare company to evaluate the proposed legislation and its
potential effect on federal spending. Our analysis relied on claims data on drug utilization and expenditures as
well as CBO and public reporting on rebates, supplemented with client- and actuary-provided data. In
accordance with our regular practice, the client also asked us to incorporate broader market dynamics beyond
the legislation to reflect the rapidly evolving environment and the PBM perspective —specifically, how shifts in
rebate structures, spillover effects from the Inflation Reduction Act into the commercial market, and other drug
pricing pressures may reduce rebates and reshape the value PBMs deliver to plan sponsors, employers, unions
and patients.

Based on these dynamic assumptions, eliminating performance-based discounts and mandating a 100% pass-
through without alternatives to recoup lost revenue could result in increased costs and higher premiums for
employers, plan sponsors, and employees. Since those premiums are tax-deductible, higher costs would reduce
federal taxable income. Taking all these assumptions and factors into account, the estimated impact on Federal
spending could range from $118.1 to $136.3 billion over a 10-year period.

Methodology: Estimates were calculated using data from the Congressional Budget Office and public reports on
PBM rebates.™" Magnolia Market Access assumed that current percentage-based fees average 4.5%, and that a
new flat fee would be set at $6.25. The premium effect (assuming no additional methods are set to recoup
revenue) were calculated using commercial claims data, and the associated reduction in federal revenue from
taxable wages were calculated by applying contribution shares and tax rates to additional premium payments."

e
Magnoliak*

market access



H.R. 2214: Estimated Impact on Federal Spending,
Using Dynamic Market Assumptions
2026-2035, US Dollars, Billions
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Magnolia Market Access is an independent organization that provides budget score estimates derived from
publicly available information and client-provided data. These estimates are prepared to highlight potential
considerations for the Congressional Budget Office (CBO) as it develops official legislative scores. Magnolia
Market Access does not engage in advocacy and does not take policy positions. Our role is to assist clients in
developing estimates that they may use in presenting and discussing their own perspectives on legislation.
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