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Transparency is critical when it comes to 
pharmacy contracting. Not only is it important 
to have robust discount, dispensing fee and 
rebate guarantees, but the contract terms and 
definitions must be clear and precise. A high 
generic discount might not be such a good deal 
if  the contract language isn’t strong. Generic 
drug definitions that lack clarity or are absent 
from the pharmacy contract altogether can be a 
costly mistake.

The cost of ambiguous generic 
definitions

An existing client engaged the Lockton Benefit Group Pharmacy 
Analytics Practice to do a pricing reconciliation for the first two 
years of their three-year PBM contract. (This contract was not 
negotiated or put in place by the Pharmacy Analytics Practice.) 
The reconciliation uncovered large discrepancies for rebate 
guarantees resulting in lost dollars the client cannot get back.

How does the Lockton Benefit 
Group Pharmacy Analytics Practice 
define a generic drug?

Generic drug definitions can vary greatly 

between PBMs and contracts with the 

same PBM.

The Pharmacy Analytics Practice carefully 

vets all vendors to ensure that each 

PBM agrees to all of our contract terms, 

including an “all-in” generic definition. 

The following drugs are all included in our 

generic discount guarantees:

 � MAC generics.

 � Non-MAC generics.

 � Single source generics.

 � Multisource generics.

 � Generics in the FDA-granted 
exclusivity period.

 � Generics launched “at risk.”

 � Patent litigated claims.

 � Generics with limited supply.

 � Generic medications prescribed and/
or dispensed in conjunction with a 
specialty medication.



What happened? The PBM defined generic drugs for the rebate 
and discount guarantees differently. These definitions were not 
spelled out, nor did the contract mention that the definition 
differs by the type of the guarantee. Below is the only definition 
of a generic drug that was found in the client’s contract.

“Generic drug” means a prescription drug, whether identified by its chemical, 

proprietary, or non-proprietary name, that is therapeutically equivalent and 

interchangeable with drugs having an identical amount of the same active 

ingredient(s) and approved by the FDA. For purposes of this agreement, 

the Generic Drug determination is made based on indicators from a 

single nationally recognized source such as MediSpan and as reasonably 

determined by PBM, consistent with its standard practice across its book of 

business.

So, what is “reasonably determined by PBM, consistent 
with its standard practice across its book of business?” The 
Pharmacy Analytics Practice found that for a generic drug to be 
included in the discount guarantees, it must have four or more 
manufacturers. For the purposes of the rebate guarantees, the 
definition of a brand drug is any drug with a Medispan code of 
M, N or O. Essentially, these definitions mean that fewer drugs 
are considered for generic discount guarantees and some 
drugs that are considered brands are not rebate-eligible. All this 
translates to the client overpaying for their pharmacy benefit.

If this contract had been put in place by the Pharmacy Analytics 
Practice, which requires a strict definition for generic drugs, 
the client would have seen a savings of $180,993 in 2015 and 
$147,186 in 2016. Averaging out these numbers, the client could 
have saved close to $500,000 over the life of the contract. That 
translates to a savings of $13.89 per employee per month.
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LEARN MORE 

Lockton Benefit Group’s 

Pharmacy Analytics Practice 

works with employers to 

assess pharmacy benefit 

costs, trends, utilization 

and risks, in addition to 

projecting future savings, 

outcomes and sustainability.  

 

For more information, 

please contact your Lockton 

account team. 
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