
Would you ever pay 
$20 for a Starbucks 
Coffee?
Troy Trygstad, PharmD  MBA PhD



Disclaimer(s)

• I practice community pharmacy on 
nights and weekends

• I’m pro pharmacist and primary care

• I lead a nationwide clinically integrated 
network of 3,300 pharmacies 

• 4th largest “chain” by single signature 
in the United States

• I’m also a pharmaceutical health 
policy/health services researcher by 
training

• View the world through the lens of 
economics 



Agenda

• Where does the money go?

• Drugs are expensive (sometimes).

• Pharmacy is not expensive.

• The disconnect.

• The $20 Starbucks Coffee

• “Rents”.

• Benchmark pricing. 

• Value Based Contracting.

• Pharmacy Quality Networks.

• Results. 



Where does 
the money go?

(Hint: it’s worse 
with non-Rx 
categories)



Where does the 
money go?

(Hint: Pareto would 
blush)

• Source: Express Scripts, 
“2018 Drug Trend Report,” 
February 2019

https://www.managedcaremag.com/archives/2019/9/specialty-drug-spend-soars-
can-formulary-management-bring-it-down-earth

https://www.managedcaremag.com/archives/2019/9/specialty-drug-spend-soars-can-formulary-management-bring-it-down-earth


Drugs are 
expensive.

(Some of them, 
but not many)



IQVIA Institute. Medicine use and spending in the US: a review of 2017 and outlook to 2022. https://www.iqvia.com/Institute/Reports/Medicine-
Use-And-Spending-In-The-Us-Review-Of-2017-Outlook-To-2022. Published April 19, 2018. Assumes 3.5% inflation for 2 years after 2017.

https://www.iqvia.com/Institute/Reports/Medicine-Use-And-Spending-In-The-Us-Review-Of-2017-Outlook-To-2022


The disconnect(s).
(Small number of fills, big % of cost)

Spend

Rx Fills

“Specialty Medications”

“Regular Medications”

“Specialty Medications”

“Regular Medications”



PBM Business Models
(business model migration over time)

Administration Phase (70s, early 80s) – profits by administrative efficiencies 

Generic Conversion Phase (late 80s, 90s) – profits by brand to generic conversions 

Rebates Phase (early, 00s, 10s) – profits by drug rebates, some b2g

Spread Phase (late 00s, 10s) – profits by drug rebates, spread pricing

Vertical Integration Phase ( late 00s, 20s) – profits by channeling, profit-shifting



Ever pay $20 for a 
Starbucks Coffee?

(If you bought it from a PBM 
you might)



Ever pay $20 for a 
Starbucks Coffee?

(Coffee is very cheap to 
procure and produce)



Ever pay $20 for a 
Starbucks Coffee?

(If you bought it 
from a PBM you 

might)
+   $2-$17+ 

To Administer



Rents.

(Economist’s 
view)





10% of Fills are 
80% of the Cost

(This imbalance has 
changed the PBM 

industry)

Generic Fills

Non-Specialty 
Brand Fills

Specialty Fills

Generic Cost

Non-Specialty 
Brand Cost

Specialty Cost

Drawn to Scale for 2021



From Transparency to Opacity 
(“Rents” require market confuscation)

Administration Phase (70s, early 80s) 

Generic Conversion Phase (late 80s, 90s)

Rebates Phase (early, 00s, 10s)

Spread Phase (late 00s, 10s)

Vertical Integration Phase ( late 00s, 20s)

Pharmacy Paid
For Drug

Sponsor Paid 
Pharmacy  For Drug

PBM Admin Fee

Pharmacy Paid
For Drug

Sponsor Paid 
Pharmacy For Drug

PBM Rebate +Admin Fee

Pharmacy Paid
For Drug

Sponsor Paid 
Pharmacy For Drug

Rebate + Admin Fee + “Spread”



The rise of 
discount 

cards.
(How is it that insured 

individuals elect NOT to 
use their insurance?)

Pharmacy Paid
For Drug

Sponsor Paid 
Pharmacy For Drug

PBM Rebate + Admin Fee + “Spread”

Pharmacy 
Reimbursed

For Drug

Forced Patient 
Out of Pocket

Pharmacy 
“Cash” Price

…and many others… 
including now In-House 

PBM/Insurer Cards!



Benchmark 
Pricing

(NADAC)

https://milliman-cdn.azureedge.net/-/media/milliman/importedfiles/uploadedfiles/insight/2018/nadac-plus.ashx

Recommended Read

https://milliman-cdn.azureedge.net/-/media/milliman/importedfiles/uploadedfiles/insight/2018/nadac-plus.ashx


Benchmark pricing.
(NADAC)

https://milliman-cdn.azureedge.net/-/media/milliman/importedfiles/uploadedfiles/insight/2018/nadac-plus.ashx

Average Wholesale Price
(“Aint’ What’s Paid”)

https://milliman-cdn.azureedge.net/-/media/milliman/importedfiles/uploadedfiles/insight/2018/nadac-plus.ashx


AWP 
(or other

benchmark) 
Model

vs. 
NADAC Model

Pharmacy Paid
For Drug

Sponsor Paid 
Pharmacy  For 

Drug

AWP
“list price”

“Discount off AWP”

Typical Pharmacy PBM Contract: “AWP – 82% + $1.00 Dispensing Fee” 

NADAC PBM Contract:  “NADAC + $8.50 Dispensing Fee”

The Difference?:  A better benchmark of what the pharmacy paid 
for the drug and nearly all of payment is for the service.

Otherwise – you have no idea whatsoever what you are actually 
paying for the Coffee!

Imagine if Visa or Mastercard charged you a $17 transaction fee on a cup of coffee



You can check 
what you pay 

against NADAC

(How much are you 
paying for the 
transaction?)

comparison

Your Self-Funded 
Pharmacy Claims

Publicly Available 
Government File

https://healthdata.gov/harvest_source/datamedicaidgov

https://healthdata.gov/harvest_source/datamedicaidgov


Value based 
contracting.
(Why did this trend 

miss Pharmacy 
Sector?)

Good Haircut

….Same Reimbursement 
(not related at all to medical outcomes…)

Bad Haircut



From a Retail Spread Business to...
...A Services-Based Business

Spend

Rx Fills

“Specialty Medications”

“Regular Medications”

“Specialty Medications”

“Regular Medications”

“Regular Medications” – Mail Order

“Regular Medications” - Community Based

Touches

More than 1 Billion Face-to-Face Opportunities Wasted Annually 



How did 
pharmacy get 

here?

(Lack of 
Alignment...)

“I get paid to build tunnels!”

“I save money building bridges!”



Why can’t 
pharmacy play?

(Left out of 
Outcomes-based 

VBP conversation...)



• Example Diabetes Program (Targeted Pts.)
• Intervention

• Patient goals
• Medication Reconciliation
• Problems – medical problems, drug therapy 

problems, and health concerns
• Plan of Care 
• Report Lab results: A1c, fasting blood glucose, and 

blood pressure 
• Data/Reporting

• Electronic Care Plan

• Payment
• $60 & 80 PMPM

• 25% Withheld
• 80% Threshold

• Engaged (Care 
Plan)

• A1c Reported
• 25% Threshold

• A1c <9.0
• 50% Threshold

• A1c<9.0 

What does a Services-Based VBP program targeting 
clinical outcomes look like for pharmacies?



• Example Asthma Program
• Intervention

• Whatever works
• Data/Reporting

• None from Pharmacy
• Claims analysis of ED visits

• Payment
• $10 PMPM
• Shared Savings 

Upside
• 65% of Savings 

to Pharmacy 
Network

What does a Services-Based VBP program targeting 
clinical outcomes look like for pharmacies?



Results.

• HEDIS: Healthcare Effectiveness Data and Information Set



• Sinclair J, Bentley OS, Abubakar A, Rhodes LA, Marciniak MW, Impact of Pharmacists in Improving Quality Measures that Affect 
Physician Payment, Journal of the American Pharmacists Association (2019), doi: https://doi.org/10.1016/j.japh.2019.03.013.

Results.
Accountable Pharmacy Networks are not a 

Unicorn and Many Plans are Moving Toward 
Value-Based Pharmacy Contracting



The Future.
Accountable Pharmacy Networks are not a 

Unicorn and Many Plans are Moving Toward 
Value-Based Pharmacy Contracting

https://www.pharmacyquality.c
om/wp-

content/uploads/2020/11/PQSt
rendreportinPharmacyQuality2

020.pdf

https://www.pharmacyquality.com/wp-content/uploads/2020/11/PQStrendreportinPharmacyQuality2020.pdf


Questions?


	Would you ever pay $20 for a Starbucks Coffee?
	Disclaimer(s)
	Agenda
	Where does the money go?��(Hint: it’s worse with non-Rx categories)
	Where does the money go?��(Hint: Pareto would blush)
	Drugs are expensive.��(Some of them, but not many)
	Slide Number 7
	The disconnect(s).�(Small number of fills, big % of cost)
	PBM Business Models�(business model migration over time)
	Ever pay $20 for a Starbucks Coffee?��(If you bought it from a PBM you might)
	Ever pay $20 for a Starbucks Coffee?��(Coffee is very cheap to procure and produce)
	Ever pay $20 for a Starbucks Coffee?��(If you bought it from a PBM you might)
	Rents.��(Economist’s view)
	Slide Number 14
	10% of Fills are 80% of the Cost��(This imbalance has changed the PBM industry)
	From Transparency to Opacity �(“Rents” require market confuscation)
	The rise of discount cards.��(How is it that insured individuals elect NOT to use their insurance?)
	Benchmark Pricing��(NADAC)
	Benchmark pricing.�(NADAC)
	AWP �(or other benchmark) Model� vs. �NADAC Model��
	You can check what you pay against NADAC��(How much are you paying for the transaction?)
	Value based contracting.��(Why did this trend miss Pharmacy Sector?)
	From a Retail Spread Business to...�                                                  ...A Services-Based Business
	How did pharmacy get here?��(Lack of Alignment...)
	Why can’t pharmacy play?��(Left out of Outcomes-based VBP conversation...)
	What does a Services-Based VBP program targeting clinical outcomes look like for pharmacies?
	What does a Services-Based VBP program targeting clinical outcomes look like for pharmacies?
	Results.�
	Slide Number 29
	Slide Number 30
	Questions?

