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Pharmacy Contract Review

Pharmacy expense is the fastest growing line item for most employer plans. Vertical 

consolidation of PBMs and medical payers will reduce transparency.

▪ Pharmacy costs are unique in 
that the carrier/Pharmacy 
Benefit Manager (PBM) typically 
earns profit in the cost of the 
claim as opposed to the cost of 
insurance or administration.   

▪ Employers have little to no 
visibility into the carrier or PBM 
profit embedded in their plan.

▪ Cost savings opportunities exist 
in both drug pricing and drug 
utilization. 

▪ USI’s review of an unmanaged 
plan can produce savings of
15% to 25% of pharmacy costs or 
$120,000 for a group of 300 
employees.
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Rebates

Rebates paid from the drug manufacturer to the PBM, now

account for as much as 33% of total pharmacy expense.

▪ Carrier/PBM states that they are contracting with 
manufacturers for their “own account” or benefit 
AND that the customer acknowledges that 
Carrier/PBM will retain any and all of the rebates 
received.

▪ Employer acknowledges that Carrier/PBM receives 
other payments from drug manufacturers that are 
not rebates but are additional sources of profit.

▪ Typical rebates and fees are up to $500 PEPY

Typical Contract Language that Drives PBM Profit by Retaining Rebates and other Fees

Administrative Services and Fees.

Administrative Fee
  $2.75 per paid claim

Rebate Sharing
  100% to CLIENT

USI Negotiates Contract Language that Drives Employer Savings

▪ This contract has 100% sharing of rebates back to 
employer in addition to minimum guarantees.

▪ Guarantees must be negotiated to offset projected 
carrier rebate revenue.

The minimum rebate guarantees are:

2019 3-tier rebates per qualified brand claim

  Retail 1-30 $146.00
  Retail 31-90 $329.00

Mail $358.00
Specialty $899.00
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Current Events 2022

(Negotiated in 2020) Benchmark

Retail Brand 30 Discount AWP minus 17% AWP minus 19%

Retail Brand 30 Dispensing Fee $1.00 $0.60

Retail Generic 30 Discount AWP minus 79%* AWP minus 82%

Retail Generic 30 Dispensing Fee $1.00 $0.60

Retail Brand 90 Discount AWP minus 19% AWP minus 22%

Retail Brand 90 Dispensing Fee $0.25 $0.00

Retail Generic 90 Discount AWP minus 81% AWP minus 84%

Retail Generic 90 Dispensing Fee $0.25 $0.00

Mail Brand Discount AWP minus 20% AWP minus 22%

Mail Brand Dispensing Fee $0.00 $0.00

Mail Generic Discount AWP minus 82% AWP minus 84%

Mail Generic Dispensing Fee $0.00 $0.00

PBM Price Comparison

Discounts and Fees

PBM contracts provide discounts from Average Wholesale Price (AWP) that must be continuously 

updated to remain competitive and most importantly offered as a guarantee instead of as illustrative.

▪ This fee schedule shows discounts 
and fees that are no longer 
market competitive. This enables 
the PBM to retain significant 
mark-up in the price of the drugs.

▪ Indicates that these rates are 
illustrative and not actually a 
guarantee of performance. 
Therefore, the same prescription 
could double in price from one 
day to the next without penalty.

▪ USI negotiates regular market 
checks and guaranteed discounts 
to ensure competitiveness.

* The retail generic effective discount stated is illustrative. Actual customer 
experience may vary based on customer specific drug utilization.
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Formularies

PBM formularies may be designed to drive profit

instead of focusing on clinical effectiveness. 

▪ Carrier/PBM disclose that 
they may choose drugs for 
the formulary that are more 
expensive than non-
formulary drugs and that 
this decision could be driven 
by rebates paid to 
Carrier/PBM.

▪ Examples of high rebate 
drugs that may be on a 
formulary, despite low-cost, 
therapeutic alternatives.

▪ USI reviews formulary 
options to reduce inclusion 
of drugs for the purpose of 
inflating PBM profit.



|5

Drug Definitions

AWP discount guarantees can be manipulated by changing the definition of 

generic and brand drugs thereby reducing the discount provided.

▪ Typical discounts are 80% off 
AWP of generic drugs and 20% 
AWP of brand drugs.

▪ When PBMs manipulate 
definitions of “brand” drugs to 
include some “generic” drugs, 
smaller discounts are provided.

▪ This language is a much clearer 
definition of brand vs. generic 
drugs as defined by Medi-span
(a nationally recognized 
independent database). 

▪ This prevents manipulation of 
drug categorization in order to 
meet pricing guarantees. 

Typical Contract Language that Drives PBM Profit

USI Negotiates Contract Language 
that Drives Employer Savings

Brand Drug - Single or multisource brand drugs which are classified as a brand drugs, based 

upon indicators provided by Medi-Span’s National Drug Data File and denoted in the Multi-

source Code field as “M”, “N”, and “O”.

Generic Drug - A multisource prescription drug, which are classified as generic drugs, whether 

identified by its chemical, proprietary, or nonproprietary name provided by Medi-Span’s 

National Drug Data File and denoted in the Multi-source Code field as “Y”.
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Pharmacy Contract Assessment

▪ USI’s proprietary tool assesses  
the financial impact of a 
change from the current 
terms and conditions to that 
of a top-quartile performing 
contract

▪ In order to achieve maximum 
savings, a change in 
pharmacy provider may be 
required
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▪ Specific analysis 

information needed to 

perform a pharmacy 

contract assessment:

– Current pharmacy 
contract

– Recent pharmacy audit 

(if it exists)
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