April 14, 2026

Secretary Lori Chavez-DeRemer
Employee Benefits Security Administration
U.S. Department of Labor

200 Constitution Avenue NW

Washington, DC 202010

RE: Improving Transparency into Pharmacy Benefit Manager Fee Disclosure RIN 1210-
AB37

Dear Secretary Chavez-DeRemer,

We appreciate the opportunity to comment on the Department of Labor’s proposed rule,
Improving Transparency into Pharmacy Benefit Manager Fee Disclosure. Researchers at the
USC Schaeffer Center for Health Policy & Economics have studied the pharmaceutical
distribution system for over a decade, including the role of pharmacy benefit managers (PBMs)
in shaping drug prices, plan design and patient access. Based on this research, we strongly
support the Department’s effort to improve transparency and urge the Department to adopt a final
rule that ensures disclosures are complete, comparable and useable by fiduciaries under the
Employee Retirement Income Security Act (ERISA).

The views expressed in this letter are those of the authors and do not necessarily reflect the views
of the Schaeffer Center for Health Policy & Economics or the University of Southern California.

EXECUTIVE SUMMARY

The opacity of the pharmaceutical distribution system has significant consequences for patients,
employers, and plan sponsors. PBMs play a central role in determining drug prices and access,
yet key financial arrangements remain largely hidden. As a result, plan sponsors, many of whom
have a responsibility to act as fiduciaries for their enrollees under ERISA, often cannot
determine what they are paying, how PBMs are compensated, or whether negotiated savings are
passed through to beneficiaries. The Department’s proposed rule is an important step toward
addressing these information asymmetries and strengthening ERISA fiduciary oversight by
plans. To be effective, however, disclosures must be complete, comparable, and resistant to
manipulation.

We recommend five targeted improvements to strengthen the final rule:
o Standardize disclosures for comparability and usability

¢ Require drug-level and claim-level transparency



o Tighten definitions of compensation to prevent reclassification
e Enhance disclosure of formulary decision drivers
¢ Require independent third-party audit of PBM disclosures

These improvements would ensure that the rule delivers meaningful transparency: It would
enable fiduciaries to evaluate PBM arrangements, promote competition, and better align
incentives with the interests of patients and plan sponsors.

1. BACKGROUND: WHY TRANSPARENCY IN THE PBM MARKET IS NEEDED

It has been well established that PBMs occupy a uniquely powerful position in the
pharmaceutical distribution system, with visibility into and influence over transactions between
manufacturers, pharmacies and health plans. Research by Schaeffer Center researchers and
others has shown that intermediaries collectively—PBMs, pharmacies, wholesalers and
insurers—account for approximately 33% of every dollar that is spent in the retail
pharmaceutical ecosystem. > There is evidence that in some markets, including insulin, this
share has only increased, without decreasing costs for payers and beneficiaries.® In short, PBMs
are negotiating with manufacturers effectively, but retaining a significant, yet undisclosed portion
of those savings, rather than translating them to lower net costs to plans and beneficiaries.

When analyzing financial performance of publicly-traded companies in the pharmaceutical
supply chain between 2013 and 2018, Schaeffer researchers found that insurers/PBMs/retailers
have significantly higher excess returns compared to the average company in the S&P 500.4
These findings suggest that the lack of transparency in the supply chain is benefiting
intermediaries at the expense of plans and patients. ERISA requires plan sponsors to act in the
best interest of beneficiaries, yet the opacity built into PBM contracts makes it impossible to
evaluate whether PBM arrangements are delivering value.

Schaeffer research shows that accounting practices, including how revenues are allocated across
affiliated entities, can allow PBMs to understate true profitability in ways that obscure the value
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being extracted from plan contracts.” Strengthening transparency requirements to mandate
disaggregated reporting across affiliated entities would be a meaningful step toward addressing
this gap.

Employers and health plans need meaningful regulation that enforces transparency so they can
accurately compare PBMs on cost factors that matter. Assessing PBM costs have become more
difficult as these companies have merged into large healthcare conglomerates that also own other
parts of the pharmaceutical supply chain. In the past decade, the three dominant PBMs have
become part of diverse healthcare corporations that also own insurers, specialty pharmacies, and
group purchasing organizations (GPOs) that negotiate discounts. Developing regulations that
ensure actionable transparency into PBM contractual arrangements is critical for plan fiduciaries
to evaluate costs and fulfill their obligations under ERISA.

2. RECOMMENDATIONS TO STRENGTHEN THE FINAL RULE

The Department’s proposal appropriately recognizes that transparency is a prerequisite for
effective fiduciary oversight under ERISA. By requiring disclosure of both direct and indirect
compensation, including payments from third parties, the rule addresses a central barrier that has
long limited the ability of plan sponsors to evaluate PBM contracts.

At the same time, Schaeffer research and policy analysis suggest that disclosure requirements
must be carefully designed to ensure that the resulting information is usable, comparable, and not
easily gamed. Without such safeguards, there is a risk that disclosures will be incomplete or
insufficient to support effective decision-making.

A. STANDARDIZE DISCLOSURES FOR COMPARABILITY AND USABILITY

Without uniform disclosure requirements, PBMs may provide information in formats that are
difficult to compare across vendors or contracts. The final rule should require:

e Standardized reporting templates

e Common definitions for key compensation categories (e.g., rebates, administrative fees,
spread pricing)

e Define compensation broadly to prevent reclassifying or concealing revenue streams

e Require disclosure of financial arrangements influencing formulary design and utilization
management

e Require disclosure across affiliated or owned entities

5 Mulligan, K., & Lakdawalla, D. (2026). Hidden Profits? How Accounting Conventions and Vertical Consolidation
Can Obscure PBM Profitability. USC Schaeffer Center White Paper: https://schaeffer.usc.edu/research/pbm-
profitability/



https://schaeffer.usc.edu/research/pbm-profitability/
https://schaeffer.usc.edu/research/pbm-profitability/

Standardization will enable fiduciaries to benchmark PBM performance and evaluate competing
offers more effectively.

B. REQUIRE DRUG-LEVEL AND CLAIM-LEVEL TRANSPARENCY

Aggregate data on pharmacy claims and compensation often mask how PBMs actually generate
revenue and influence medication use and spending. Without detailed, transaction-level
information, fiduciaries cannot determine whether PBM compensation is reasonable because
they cannot see which drugs, claims, or contractual terms produced those payments. Schaeffer
Center research consistently finds that limited transparency and opaque financial flows are the
primary barrier to understanding how the pharmaceutical distribution system operates in
practice.®

To address this, the final rule should require drug-level reporting using a standard identifier such
as the National Drug Code (NDC), and where applicable, corresponding Healthcare Common
Procedure Coding System (HCPCS) codes, including list prices, net prices, rebates, fees, and
patient cost-sharing amounts. Fiduciaries and their auditors should have access to claim-level
data sufficient to identify amounts charged to the plan, amounts reimbursed to pharmacies, any
retained spread, and associated rebates or post-sale remuneration.

C. TIGHTEN DEFINITIONS TO PREVENT REVENUE RECLASSIFICATION

PBMs derive revenue from multiple sources, including rebates, administrative fees, spread
pricing, pharmacy payments, and other forms of remuneration tied to utilization and network
participation. However, as mentioned previously, Schaeffer research shows that the accounting
and reporting of these revenue streams can obscure their true economic substance, making it
difficult for plan fiduciaries to understand how PBMs are compensated. This is increasingly true
as PBMs employ offshore Group Purchasing Entities and vertically consolidate.

Consistent with broader Schaeffer research, this complexity creates opportunities for revenue
reclassification, where economically similar payments (e.g., rebates, fees, or price concessions)
are labeled differently across contracts or overtime. Without clear and comprehensive definitions,
disclosure requirements risk being undermined by such relabeling.

To address this issue, the final rule should:

e Define compensation broadly to include all remuneration tied—directly or indirectly—to
drug utilization, formulary placement, pricing arrangements, or network participation.

¢ Van Nuys, K., Ribero, R., Ryan, M., and Sood, N. (2021). Untangling the Price of Insulin. USC Schaeffer Center
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e (Capture payments across affiliated entities — PBM compensation is increasingly
distributed across multiple entities, including rebate aggregators, group purchasing
organizations, specialty pharmacies, mail-order pharmacies, and affiliated health
insurers. The final rule should make explicit that disclosure obligations extend to
compensation received by any affiliate, regardless of how the corporate relationship is
structured. Include explicit anti-evasion provisions to prevent the reclassification of
rebates, fees, or other payments in ways that obscure their economic substance.

D. ENHANCE DISCLOSURE OF FORMULARY DECISION DRIVERS

Formulary design is a key channel through which PBM incentives affect costs and patient access.
Schaeffer research demonstrates that rebate structures and other financial arrangements can
influence formulary placement, sometimes favoring higher-rebate products —even when those
products lead to increased costs for plans and patients—over lower-cost alternatives.

Studies have found lower generic utilization rates in vertically integrated plans and evidence that
branded drugs may receive more favorable formulary placement than their generic equivalents,
suggesting that financial incentives can shape coverage decisions.’

The final rule should require disclosure of:

¢ Financial arrangements tied to formulary placement, including manufacturer rebates and
fees conditioned on preferred status or exclusivity, as well as revenue associated with
dispensing through PBM-affiliated specialty or mail-order pharmacies, spread pricing,
and payments routed through affiliated entities such as group purchasing organizations

e Whether higher-rebate or higher-margin drugs are preferred over lower-cost alternatives

e The role of utilization management tools, such as prior authorization, step therapy and
pharmacy network design, in implementing these arrangements

These disclosures will help fiduciaries evaluate whether formulary decisions align with clinical
value and cost efficiency or are driven by financial incentives embedded in PBM contracting and
vertical integration.

E. REQUIRE INDEPENDENT AUDIT AND VERIFICATION

While the Department’s proposed rule would improve transparency into PBM compensation,
disclosures alone is unlikely to be sufficient if the information is not subject to audit and
independent verification. In short, disclosures alone may not resolve the underlying information

7 Buttorff, C., Xu, Y., & Joyce, G. (2020). Variation in generic dispensing rates in Medicare Part D. The American
journal of managed care, 26(11), e355.



asymmetry that limits fiduciaries’ ability to evaluate PBM contracts.

Given the complexity of PBM business arrangements and the range of direct and indirect
compensation streams, the final rule should require that disclosed information be subject to
independent third-party audit.

Independent audits are necessary for employers’ and other plan fiduciaries to assess whether
PBM compensation is reasonable, as required under ERISA. Audits should evaluate the
completeness and accuracy of reported data across all sources of direct and indirect
compensation, including affiliated entities, and confirm consistency with contractual
arrangements and financial records.

3. CONCLUSION

The Department’s proposed rule represents an important step toward improving transparency in
the PBM market and strengthening fiduciary oversight under ERISA. Schaefter research
consistently shows that current levels of opacity hinder competition, obscure financial flows, and
contribute to higher costs for patients and plan sponsors.

By incorporating the improvements outlined above—standardization, granular reporting,
comprehensive definitions, pass-through transparency, and insight into formulary decision-
making—the final rule can more effectively address these challenges and promote a more
efficient and equitable pharmaceutical distribution system.

We appreciate the opportunity to provide these comments and would be pleased to offer
additional information or analysis as the Department considers next steps.

Sincerely,

Geoffrey Joyce, PhD
Senior Scholar,
USC Schaefter Institute

Neeraj Sood, PhD
Senior Scholar,
USC Schaefter Institute



