Appendix

Table 4. Revenue recognition framework used by major healthcare conglomerates, FY 2024

_ CVS Health Corp [35] The Cigna Group [36] UnitedHealth Group [47]

Relevant business
segment for PBM

Health services

Evernorth

Optum Rx

Revenue recognition
framework

Mixed

Principal

Principal

When is gross
method used?

The company recognizes revenue using
the gross method at the contract price
negotiated with its clients when it has
concluded it controls the prescription
drug before it is transferred to the client
plan members.

Revenues for dispensing prescription drugs through
retail pharmacies are reported gross because the
company acts as the principal in these arrangements.

Product revenues are reported on a
gross basis.

Justification for
gross method

The company controls prescriptions
fulfilled indirectly through its retail
pharmacy network because it has
separate contractual arrangements
with those pharmacies, has discretion
in setting the price for the transaction
and assumes primary responsibility
for fulfilling the promise to provide
prescription drugs to its client plan
members while also performing the
related PBM services.

When a prescription is presented to a retail network
pharmacy, the company is solely responsible for
customer eligibility, drug utilization review, drug-
to-drug interaction review, any required clinical
intervention, plan provision information and payment
to the pharmacy and client. The company also
provides benefit design and formulary consultation
services to clients and negotiates separate contractual
relationships with clients and network pharmacies.
These factors indicate that the company has control
over these transactions until the prescription is
processed.

The company has entered into contracts
in which it is primarily obligated to

pay its network pharmacy providers

for the benefits provided to customers
regardless of whether the company is
paid. The company is also involved in
establishing the prices charged by retail
pharmacies, determining which drugs
will be included in formulary listings and
selecting which retail pharmacies will be
included in the network offered to plan
sponsors’ members.

When is agent
framework used?

For contracts under which the company
acts as an agent or does not control
the prescription drugs prior to transfer
to the client plan member, revenue is
recognized using the net method.

N/A

N/A

Notes: Humana’s PBM is contained within its insurance business segment. We could not find any explicit language related to whether PBM revenues were recognized using the principal or agent model.




Table 5. Operational business segments of the major healthcare conglomerates, FY 2024

CVS Health Corp [35]

Health
services

Healthcare
benefits

PBM

Pharmacy &
consumer wellness

The Cigna Group [36]

Evernorth

Cigna
Healthcare

Optum
Health

UnitedHealth Group [47]

UnitedHealth
Care

Humana Inc. [37]

CenterWell | Insurance

Rebate GPO

Retail pharmacy

Specialty pharmacy

Mail-order pharmacy

Insurer
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Care delivery

Notes: X denotes which business function belongs to a given business segment. Table 5 only includes business segments that are relevant to the business functions in the pharmaceutical supply chain. CVS also
reports a corporate/other segment, Cigna reports a corporate segment and UnitedHealth Group reports Optum Insights. Cigna, UnitedHealth and Humana do not own retail pharmacies. Humana contracts with

Cigna’s GPO (Ascent).

Table 6. Summary of PBM revenue visibility for major healthcare conglomerates, FY 2024

Business segment
containing PBM

CVS Health Corp [35]

Health services

The Cigna Group [36]

Evernorth

UnitedHealth Group [47]

Optum Rx

Humana Inc [37]

Insurance

Other business functions
grouped within same
segment as PBM

Rebate GPO, specialty
pharmacy, mail-order
pharmacy, care delivery

Rebate GPO, specialty pharmacy,
mail-order pharmacy, care
delivery

Rebate GPO, specialty pharmacy,
mail-order pharmacy

Insurer

Does company provide
intersegment revenue
disclosures?

Presents intersegment revenues
by segment and includes
separate “intersegment
eliminations” column in the
consolidated segment footnote

Describes that intercompany
transactions between Evernorth
and Cigna segments are
eliminated but no specific
numbers are provided

Quantifies affiliated (i.e.,
intersegment) versus unaffiliated
revenues for each Optum
segment and provides a separate
“eliminations” column.

States that intersegment sales/
expenses (primarily CenterWell
to insurance) are recorded and
eliminated, but no specific
numbers are provided

Degree of revenue
disaggregation for the
segment containing PBM

None

Revenues are grouped under
“products” and “services,” with
no separation of PBM-specific
revenues

Distinguishes affiliated and
unaffiliated revenues, but no
separation of PBM-specific
revenues

Revenues are grouped under
“premium” and “services,” with
no separation of PBM-specific
revenues

Visibility of PBM revenues
or performance

PBM is combined with specialty/
mail and other services

inside Health Services; some
intersegment amounts and
retail co-pays are disclosed, but
PBM details are not isolated.

Evernorth aggregates PBM,
specialty, GPO and other
services; PBM-specific revenue/
expense drivers not isolated in
the segment footnote

Affiliated vs. unaffiliated revenue
is visible, but PBM revenues are
not separately itemized.

PBM is embedded in insurance
business segment; PBM-specific
details are not isolated




Table 7. Full accounting statement for vertically consolidated healthcare conglomerate (corresponds to PBM accounting presented in Table 3)

Flow
category

Pharmacy
interactions

Financial flow

Retail drug acquisition cost
(AWP)

Vertically consolidated configuration: Internal segment reporting

PBM/GPO segment
reporting (principal)
Revenues Expenses

$360 $360

Specialty pharmacy

Revenues

Expenses

Revenues

Expenses

$360

Vertically consolidated configuration: External segment reporting

PBM/GPO segment

reporting
(principal)

Revenues

Expenses

$360

Specialty pharmacy

Revenues

Expenses

Insurer

Revenues

Expenses

Retail pharmacy admin fee

$3 $3

$3

$3

Retail pharmacy pass-
through markup (plan pays
PBM)

$36.3

$36.3

Retail pharmacy transaction
fee (plan pays PBM)

$10

$10

Specialty drug acquisition
cost (AWP) (pharmacy pays
manufacturer)

$600 $600

$600

$600

$600

$600

Specialty pharmacy admin
fee (PBM pays pharmacy)

$5 $5

$5

$5

Specialty pharmacy pass-
through markup (plan pays
PBM)

$60.5

$60.5

Specialty pharmacy
transaction fee (plan pays
PBM)

$20

$20

Manufacturer
interactions

Rebates collected (retail
drugs)

$15 + $135

$15 + $135

Rebates passed through
(retail drugs)

$135

$135

Rebates collected (specialty
drugs)

$25 + $225

$25 + $225

Rebates passed through
(specialty drugs)

$225

$225

Patient
interactions

Premiums

$1500

$1500

Internal

Operating expenses

Subtotal (internal)

Total flows (external)

Total revenues

$16

$1498.4

$605

$50

$1,860

$300

$1498.8

$400

$16

$0

$50

$1500

$300

$1394.8
$1094.8

Total expenses

$1344

$650

$1,394

$379

$650

$300

Net income

$150.8

-$45

$465

$21

-$650

$1200

Profit margins

10.1%

=7.4%.

25%

5.3%

80%

Notes: Under the principal framework, we assume all pass-through payments (manufacturer and pharmacy) are reported as revenues and expenses. Internal transfers are denoted by orange text and are not reported in external
financial statements. The gray rows are provided to demonstrate that the total external flows are equal to the total internal flows minus internal transfers (in other words, the flows in the internal and external accounting reports are
equivalent); these rows would not be reported as part of the financial statement. Negative margins in the specialty pharmacy segment are a function of internal transfer pricing and do not reflect a real loss.



