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Executive Summary

The methods by which the U.S. health care system pays for
prescription drugs have been subject to much attention and
increased scrutiny in recent years. In particular, ground-

breaking legislation has been enacted and regulations implement-
ed that have changed the basis for payment for prescription drugs
in the Medicare and Medicaid programs, and a number of prece-
dent-setting court cases are likely to result in further modifications
to drug payment methods used by public and private payers.
These developments will have significant implications for many
stakeholders beyond public and private payers; they will affect
consumers’ access to drugs, payment to pharmacists and other
providers of drugs, and spending for the health care system as a
whole.

Recent debate centers on determining the most appropriate
basis for calculating how payers, including government, employ-
ers, and health plans, should pay pharmacists and other providers
for drugs. Historically, payment for prescription drugs has been
based on benchmark prices that do not necessarily reflect the actu-
al acquisition costs paid by providers, primarily pharmacists,
physicians and hospitals. This has led policymakers to believe that
Medicare and Medicaid have paid more than is necessary for pre-
scription drugs, contributing to excess spending in public pro-
grams. Thus, in an effort to reform the payment system and reduce
drug expenditures, policymakers have made changes to the bench-
marks used by public programs to pay for drugs. Private payers are
beginning to follow their lead by changing their own payment
methods and benchmarks.

However, the drug purchasing and distribution system within
the United States is highly complex and involves multiple transac-
tions among myriad stakeholders, including drug manufacturers,
distributors, third-party payers, pharmacists, physicians, and
patients. Any change in payment methods or benchmarks has sig-
nificant implications for all stakeholders, affecting the payments
and prices to and from each of these groups. Knowledge of the
intricate distribution and payment systems for prescription drugs
is essential in order to ensure that payment reform results in
desired outcomes such as fair and equitable payment to providers
while avoiding unintended consequences such as reduced access
to drugs.

The Academy of Managed Care Pharmacy (AMCP) recognized
the need to help stakeholders and policymakers better understand,
evaluate and navigate the profound changes occurring in payment
for prescription drugs in the United States. This Guide to
Pharmaceutical Payment Methods offers a comprehensive examina-
tion of the methodologies and price benchmarks that have been
used in the public and private sector to pay for pharmaceuticals in
the U.S., the changes that have occurred or are likely to occur in
the future, and the forces that are behind these changes. AMCP has
made every effort to make the Guide an unbiased presentation of
information, issues, and implications.

The Guide is organized into 4 main sections:

• Payment Benchmarks: This section explains the drug payment
benchmarks that have come into use over the past 4 decades,
how and when they are used, and how they compare with and
interact with one another. The benchmarks discussed in detail
are those that have the greatest overall impact on pharmaceuti-
cal payment or are currently receiving the most scrutiny and dis-
cussion, including Average Wholesale Price (AWP), Average
Sales Price (ASP), Average Manufacturer Price (AMP), Wholesale
Acquisition Cost (WAC), and Maximum Allowable Cost (MAC).

• Payers and Payment Methods: This section describes pay-
ment methods used by payers as well as manufacturers’ price
concessions related to product preference and acquisition
across various settings of care such as community pharmacy,
physician offices, and hospitals. The payers discussed in the
Guide include public payers such as Medicare, Medicaid, and
the Public Health Service’s 340B program, as well as private
payers. Also covered are topics relevant to private health insur-
ance including benefit design, the use of formularies by private
payers, and the relationship of these factors to the availability of
manufacturer drug rebates.

• How Products, Services, and Payments Flow Through
Channels of Distribution: This section provides a detailed
analysis of how drugs are purchased, distributed, and paid for
by various entities within the pharmaceutical supply chain in
the U.S. The purpose of this section is to examine the complex-
ity of the drug distribution system as well as the multiple direct
and indirect transactions that occur.

• Select Issues and Implications for Stakeholders: This section
explores the immediate and future issues and implications of the
most significant changes to drug payment methods or bench-
mark prices that have been proposed or implemented in recent
years. Evaluated topics include the pending switch to the use of
AMP by state Medicaid programs for drug payment, the ongoing
implications of the implementation of ASP under Medicare Part
B, and the implications that both of these changes may have for
private payers in the pharmaceutical marketplace.

Highlights

The following sections highlight key issues discussed in the Guide.
Please refer to the corresponding section in the Guide for a more
detailed discussion of trends in drug pricing and payment.

nn Payment Benchmarks
Pharmaceuticals may be covered by a health plan under its “med-
ical benefit” (e.g., drugs administered by a physician), while 
others are covered under the “pharmacy benefit” (e.g., drugs 
dispensed by a pharmacist). Medical and pharmacy benefit drugs are
not only covered under separate components of a health plan, but
they also have different payment methods and price benchmarks.
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Average Wholesale Price (AWP) and Wholesale 
Acquisition Cost (WAC)
Historically, Average Wholesale Price (AWP) was the generally
accepted drug payment benchmark for many payers because it
was readily available. However, AWP is now thought of as a “stick-
er price,” in that it rarely if ever reflects the average wholesale price
actually paid after discounts have been subtracted. Related to AWP
is Wholesale Acquisition Cost (WAC), which is the “list price” set
by manufacturers for each product. AWP is typically set at approx-
imately 20% to 25% above WAC. However, like AWP, WAC does
not represent what a wholesaler actually pays for the drug because
the WAC does not contain many of the discounts and price con-
cessions that are offered by manufacturers. In fact, WAC serves as
the basis for negotiated discounts and rebates between manufac-
turers and private payers (i.e., discounts and rebates are subtract-
ed from WAC) for both medical and pharmacy benefit drugs.

While most payers base provider payment rates on AWP or
WAC for drugs covered under the pharmacy and medical benefits,
this is starting to change. Given the growing recognition that nei-
ther AWP nor WAC represents the true cost of the product to pur-
chasers, particularly for generic drugs, several new drug payment
benchmarks have been created that will likely result in a discon-
tinuation of the use of these benchmarks.

Average Sales Price (ASP)
As a result of the Medicare Modernization Act (MMA), Average
Sales Price (ASP) replaced AWP as the basis for payment for most
drugs covered under Medicare’s medical benefit—Medicare Part B,
as of January 1, 2005. Unlike AWP, ASP is based upon manufac-
turer-reported actual selling price data and includes the majority of
rebates, volume discounts, and other price concessions offered to
all classes of trade.

Because ASP is an “average,” some providers may be able to
obtain pharmaceuticals below this “average” selling price, while oth-
ers are able only to purchase the drugs at a price that is above the
average. Historically, small physician offices buy at the least favor-
able prices and are unable to purchase some drugs at prices at or
below the payment amounts. Generally, large physician groups and
hospitals are able to negotiate the best discounts and price conces-
sions and are better positioned under the ASP payment system.

Because ASP values are publicly available on the Centers for
Medicare and Medicaid Services (CMS) website, private payers are
able to use ASP for payment of medical benefit drugs. Uptake
beyond Medicare has been slow but steady. This trend is likely to
continue and accelerate in upcoming years.

Average Manufacturer Price (AMP)
Average Manufacturer Price (AMP) was created by Congress in 1990
for the purpose of calculating rebates to be paid by manufacturers
to states for drugs dispensed to their Medicaid beneficiaries. It was
defined as the price available to the retail class of trade and reflect-
ed discounts and other price concessions afforded those entities.

In another effort by the federal government to eliminate AWP

as a payment benchmark, the Deficit Reduction Act of 2005 (DRA)
mandated that AMP instead of AWP be used for the calculation of
the federal upper limit (FUL), the maximum amount of federal
matching funds the federal government will pay to state Medicaid
programs for eligible generic and multiple-source drugs. Under
DRA, FULs are now set at 250% of a drug’s AMP.

Congress mandated that CMS follow a formal rulemaking process
to outline a clear, consistent definition of AMP for manufacturers. In
July 2007, CMS published a final rule that broadly defined the retail
class of trade to include community pharmacies as well as mail order
pharmacies, physician offices, outpatient facilities, and other outlets
that sell drugs to the general public. The rule did not include phar-
macy benefit managers (PBMs), long-term care facilities, or federal
drug benefit programs within this definition.

Because AMP values will now be reported monthly and will be
available publicly on CMS’ website, states may choose to expand
AMP-based payment beyond FUL-eligible drugs to all drugs cov-
ered under the pharmacy benefit. Private payers may also choose
to use AMP as the basis for pharmacy payment.

nn Payers and Payment Methodologies
Payment to providers for the drugs they administer or dispense
varies depending upon the payer and the site of care.

Medicare
Medicare’s payment for drugs depends upon the treatment setting.
Drugs provided in the hospital inpatient setting typically do not
receive separate payment, but instead their costs are accounted for
in the diagnosis-related group (DRG)–based prospective payment
made to the hospital. Similarly, drugs used in the hospital outpatient
department whose cost per day is $55 or less (in 2007) are bundled
into the ambulatory payment classification (APC) payment for the
procedures with which they are used; there is no separate payment
made for those drugs. Currently, drugs exceeding this threshold in
the hospital outpatient department receive separate payment; the
payment rate for the majority of these drugs is ASP plus 6%.

Most drugs administered in physicians’ offices and hence cov-
ered by Medicare’s Part B medical benefit are also paid using the
ASP plus 6% formula. However, physicians who elect to partici-
pate in the Part B Competitive Acquisition Program (CAP) do not
bill for Part B drugs administered in their offices. Instead, the CAP
vendor bills directly, at ASP plus 4.4%.

On January 1, 2006, as a result of passage of the MMA,
Medicare also began to pay for outpatient pharmaceuticals dis-
pensed at the pharmacy under Part D. Part D benefits are provid-
ed via private-sector drug plans known as stand-alone prescription
drug plans (PDPs) and Medicare Advantage prescription drug
plans (MA-PDs). These plans are typically offered by PBMs and
commercial health plans; each sets its own premiums, benefit
structures, drug formularies, pharmacy networks, and terms of
payment. Therefore, unlike the other components of Medicare
where a standard payment formula typically exists, under Part D
drug payment varies by individual plan.
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Medicaid
Currently, every state Medicaid program includes an outpatient
prescription drug, or pharmacy, benefit. Under fee-for-service
Medicaid, states usually pay pharmacies directly for the drugs dis-
pensed to Medicaid beneficiaries, typically using a rate based upon
AWP or WAC for brand drugs and maximum allowable cost
(MAC, based on federal and state upper limits) for multiple-source
brand and generic drugs. If the beneficiary is enrolled in a
Medicaid managed care plan, the state may pay the Medicaid man-
aged care plan to cover pharmacy benefits for beneficiaries, or the
state may choose to “carve out” the pharmacy benefit and pay for
it directly under fee-for-service administered by the state. Under
managed Medicaid without carve-out, each MCO negotiates with
drug manufacturers for rebates and discounts and manages its
own drug formulary. Under carve-out, the state pays pharmacies
for prescription drugs directly and manages a statewide formulary
that may include a preferred drug list (PDL) and supplemental
rebates as well as rebates mandated by federal statute. Beneficiaries
who are eligible for both Medicaid and Medicare—referred to as
dual eligibles—receive prescription drug benefits through the
Medicare Part D outpatient drug benefit.

Every state Medicaid program, either directly or through man-
aged Medicaid organizations, also pays for drugs that are utilized
under the medical benefit (e.g., in the physician’s office). Drugs
covered under the medical benefit are typically paid for separately
based upon formulas that vary by state, but are typically based on
AWP, WAC or ASP.

Private Purchasers
Compared with public payers, private payers have less transparen-
cy in their payment methods for prescription drugs. For example,
private payers use MAC price lists for multiple-source drugs that are
not accessible. Like public payers, private payers use drug formula-
ries—a list of drugs covered by the plan—to manage beneficiary
prescription drug use and the cost of drugs paid for by the plan.
Most formularies have copayment “tiers” that correspond to differ-
ent levels of beneficiary cost sharing. The placement of drugs with-
in those copayment tiers is related to their relative safety, efficacy,
and effectiveness as determined by pharmacy and therapeutics
(P&T) committees as well as to their cost based in part on the price
concessions that private payers can obtain from drug manufactur-
ers. Generic drugs typically are placed on the lowest copayment tier.
Private payers also negotiate drug payment rates with pharmacy
providers; historically, these rates have been based on AWP or WAC.

As in Medicare, private payers typically do not provide separate
payment for drugs used in the inpatient hospital setting, while
hospital outpatient drugs are paid for separately if they exceed a
specified cost threshold. Drugs administered in physician offices
are usually paid for separately based upon AWP, WAC or ASP.

nn How Products, Services, and Payments Flow Through
Channels of Distribution
Any discussion about changes to the drug payment system should
consider the pharmaceutical distribution system and the meaning
of the many prices at each point in the supply chain.

EXHIBIT 1 Drug Distribution Model

    

http://www.cbo.gov/ftpdocs/64xx/doc6481/06-16-PrescriptDrug.pdf
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B The majority of drug manufacturers ship drugs directly to
drug wholesalers or distributors, who in turn then distribute the
drugs to their end customers including pharmacies, hospitals, and
physician offices. Manufacturers enter into various forms of con-
tracting arrangements, including discounts and rebates, with all of
the entities within the pharmaceutical supply chain.

C Health plans and PBMs also negotiate with manufacturers
for discounts and rebates based upon volume, market share, and
formulary placement for pharmaceuticals purchased for the indi-
viduals enrolled in their plans. PBMs are entities that provide
administrative services under the pharmacy benefit, such as con-
tracting with a network of pharmacies, developing and managing
formularies, establishing payment levels for provider pharmacies,
and adjudicating pharmacy claims.

D Pharmacies receive payment from the health plan or PBM for
the drugs dispensed to the plan beneficiaries based on a set formu-
la agreed to by the plan and pharmacy. Physicians and other
providers also negotiate with health plans for payments for the
drugs they administer directly to beneficiaries.

E At the pharmacy counter or other point of sale, beneficiaries
with health insurance coverage will typically pay a copayment or
some form of cost sharing to the pharmacy for the prescription
drug. The cost-sharing amount is set by the terms of that benefi-
ciary’s health insurance plan. Individuals without health insurance
or other coverage for the purchase of their prescription drugs must
pay the pharmacy’s or other provider’s “usual and customary” price
to obtain their drugs.

Implications
Current and future drug payment reforms will have implications
for multiple stakeholders at all points across the drug distribution
system. Issues that have yet to be resolved include whether and to
what extent payers will shift away from AWP to other payment
benchmarks, how ASP has affected access to drugs under the
Medicare Part B benefit, and how public disclosure of AMP may
impact the range of drug prices offered in the market. Each of
these topics, as well as others, is explored in the Guide.

Conclusion

The environmental changes and imperatives of the current politi-
cal climate that are driving change in pharmaceutical payment are
described in detail in AMCP’s Guide to Pharmaceutical Payment
Methods. As policymakers and stakeholders seek to navigate phar-
maceutical pricing and payment policy issues, the Guide will serve
as a resource in providing a foundation for developing and evalu-
ating drug payment reforms. The Guide brings together in a single
document information and analysis to assist anyone interested in
learning more about how drugs are purchased and paid for.

Note: The references in the Guide contain URL addresses to the
source documents that are publicly available. In addition, a search-
able interactive database offering access to articles and documents
that examine drug product payment systems in use in the United
States was developed by the Academy and is posted on the AMCP
website at: http://www.amcp.org/amcp.ark?p=264A8FA5.
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I. Introduction

Prescription pharmaceuticals are unlike any other segment
of the health care marketplace in both the complexity and
variation of how the finished goods are priced to inter-

mediate and final purchasers in the channels of distribution and
how much is actually paid when the product is dispensed or
administered to the patient. In response to a growing need by

stakeholdersi for detailed information on this complex topic,
the Academy of Managed Care Pharmacy (AMCP) has produced
this AMCP Guide to Pharmaceutical Payment Methods.

For many years and until recently, pharmaceutical prices are
reported to have increased at rates that exceeded other health care
spending.1 As shown in Exhibit I-1, projections made in 2005
suggested that this pattern would continue through 2014.2

However, in the private sector, the Milliman Medical Index
suggests that the pharmacy costs of preferred provider organiza-
tion (PPO)-based health plans have moderated somewhat in
recent years, as shown in Exhibit I-2.3

The federal government has responded to escalating cost by
becoming increasingly involved in pricing and payment dynam-
ics. The interest of Congress in pharmaceutical payment, support-
ed by research and investigations by federal offices, led to extraor-
dinary changes in how large federal programs pay manufacturers
and providers for prescription pharmaceuticals.

In the past 2 years, pharmaceutical pricing benchmarks, used
by payers to form the basis of payment, have been subject to
greater pressure for change than in the previous 2 decades.
Changes that began with Medicare in 2005 are spreading rapidly
among government payers and are being closely examined by pri-
vate health plans. Each year for the next several years, a steady
evolution is expected toward the goals of pharmaceutical payment
simplification, reliable benchmarks, and price transparency.

To understand where U.S. prescription pharmaceutical pay-
ment methodology is heading, it will help to understand where it
is currently, how it got there, and what forces are moving it in new
directions. This Guide offers a comprehensive overview as well as a
selected focus on details concerning the most important segments
and developments. It is organized into 4 main sections:
1. Payment Benchmarks
2. Payers and Payment Methodologies
3. How Products, Services, and Payments Flow Through Channels

of Distribution
4. Issues and Implications for Stakeholders

This Guide is intended to be an unbiased presentation of infor-
mation, issues, and implications. The Guide is not an expression
of AMCP policy, nor is it intended to advocate any position on
behalf of AMCP or its members on any issue.

Notes: The terms “pharmaceutical(s)” and “drug(s)” are used interchangeably

throughout the paper, reflecting the usage in the government and nongovernment

publications quoted and referenced throughout the paper. Unless stated otherwise,

“pharmaceutical(s)” and “drug(s)” include biologicals.

An acronym list and a glossary to assist the reader appear at the end of this Guide.

i Stakeholders including payers and their consultants and representatives, 

vendors in the channels of distribution, health professionals, policy makers,

patient associations, and professional associations.

Source: American Association of Retired People (AARP). Reimagining America: 
AARP’s blueprint for the future. 2005. Available at: http://www.aarp.org/research/
blueprint/. Accessed September 4, 2007.

EXHIBIT I-1 Average Annual Percent Growth in
Health Expenditures for Selected
Spending Categories, 1993-2014
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II. Payment Benchmarks

Acrisis of confidence in the reliability of average wholesale
price (AWP) as the appropriate benchmark for calculating
payment for pharmaceuticals came to a head in 2006–2007

as it became increasingly evident that AWP bore little resemblance
to the actual price paid by the pharmacy provider for the pharma-
ceutical. For approximately 40 years, AWP was the widely used basis
for reimbursement of providers for the delivery of pharmaceuticals
to patients. While consultants and observers had more recently
referred to AWP as “ain’t what’s paid,” particularly for generic drugs,
and the federal government had substituted average sales price
(ASP) for AWP when handling provider reimbursement in Medicare
Part B for drugs administered in physician offices, the death knell
for AWP as a basis for pharmaceutical reimbursement did not
occur until the Fall of 2006. At that time, the discovery process in
litigation revealed that (a) there was no “average” in AWP, and (b) the
primary source of AWP had unilaterally adopted a common margin
of 20% (otherwise known as markup of 25%) between AWP and
wholesale acquisition cost (WAC) for all brand drugs.4,5

Today, every government and private payer is considering or has
already made fundamental changes in its pharmaceutical reimburse-
ment methodologies. The federal government has spearheaded
efforts in this area by creating ASP and average manufacturer price
(AMP), both new pricing benchmarks based on manufacturer net
price.

To help stakeholders understand and evaluate these changes,
this Section explains
• the benchmarks that have come into use over the past 4 decades,
• how and when they are used, and
• how they compare with and affect one another.

Variation in Use of Terms and Their Significance

Over the years, governments, providers, manufacturers, and data
publishers have created a wide range of benchmarks and price ref-
erences that they and their customers continue to use. For some
terms, there is no absolute uniformity in or agreement on their
meaning. Benchmarks may or may not be defined in law; AMP is
so defined, while AWP is not.

This Section lists the most frequently used terms and their gen-
erally accepted definitions. Benchmarks are detailed that have
greater overall impact on pharmaceutical payment or are current-
ly receiving the most scrutiny and discussion.

Most Frequently Used Benchmarks

nn Average Wholesale Price (AWP)
AWP was the first generally accepted standard pricing benchmark
for the majority of payers because this information was readily
available from several suppliers.6 AWP was reportedly created in
the 1960s by the California Medicaid program as a means by which
to standardize a basis for the pharmaceutical cost component of

pharmacy reimbursement. It was subsequently adopted by other
Medicaid programs, and several publishers made a business of
collecting, calculating, and disseminating AWP data.5 At that time,
AWP was considered to be an appropriate estimate of the actual
acquisition cost (AAC).

More recently, however, the legitimacy of AWP has been called
into question by numerous analyists. AWP has been referred to as
“essentially a sticker price and does not directly correspond to any
actual market transaction.”7 For the past several years, pharmacies
and other provider customers have generally been able to purchase
pharmaceuticals at a net cost below AWP.

Payers Seek Alternatives to AWP
Through at least the early 1980s, product cost reimbursement was
commonly 100% of AWP. By the mid-1980s, however, AWP dis-
counts of 5–10% were common; by the mid-1990s, AWP discounts
were as much as 15% (i.e., reimbursement would be 85% of AWP).

Through 2004, almost every U.S. government and private payer
used AWP as its primary benchmark for reimbursement. Supported
by data from Congressional Budget Office (CBO) reports, Office of
Inspector General (OIG) studies from the Department of Health
and Human Services (DHHS), and Department of Justice (DOJ)
investigations analyses, Congress and the Administration ended
Medicare’s use of AWP effective January 1, 2005, for all but a hand-
ful of pharmaceuticals.viii In the Deficit Reduction Act of 2005
(DRA), the Medicaid federal upper limit (FUL) reimbursement for
generic pharmaceuticals was changed from an AWP-based formula
to one that relies on AMP, with an original effective date of July 1,
2007. In addition, a succession of studies, lawsuits, and government
enforcement actions demonstrate growing payer dissatisfaction with
AWP as a basis for reimbursement.9

Under a pending settlement in the case of New England
Carpenters Health Benefits Fund v. First DataBank Inc. (D. Mass.,
No. 1:05-CV-11148-PBS, settlement agreement filed 10/6/06),
First DataBank (FDB), the largest publisher of pharmaceutical
pricing data, agreed to stop publishing AWP within 2 years of the
court’s approval of the settlement based on the condition that its
competitors also stop publishing AWP data.10 In May 2007,
Wolters Kluwer, publisher of Medi-Span, announced that it had
entered into a similar settlement agreement with plaintiffs, pend-
ing court approval.11 Many believe that, if given final approval by
the court, this settlement agreement will mark the end of AWP as
a benchmark.

nn Average Sales Price (ASP)
The Medicare Prescription Drug, Improvement, and Modernization
Act of 2003 (MMA) changed the way that Medicare pays for phar-
maceuticals under the physician fee schedule. Effective January 1,
2005, ASP replaced AWP as the Medicare Part B payment bench-
mark. Pharmaceuticals covered by Part B (mainly physician-
administered pharmaceuticals) are reimbursed at 106% of ASP
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(ASP plus 6%) unless market survey data trigger a downward
adjustment (see discussion under “Widely Available Market Price”).

Not all drugs have published ASPs. Only those drugs that are part
of the Medicare Part B benefit have ASPs that are reported to and
published by the Federal government’s Centers for Medicare and
Medicaid Services (CMS). Unlike AWP, ASP is based on manu-
facturer-reported actual selling price data and includes all forms of
rebates, volume discounts, prompt-pay discounts, cash discounts,
free goods that are contingent on any purchase requirement, and
chargebacks.

Manufacturers report ASP values by using national drug code
(NDC) numbers. Currently, each manufacturer must provide CMS
with the ASP and sales volume for each of its NDC numbers on a
quarterly basis. To do this, manufacturers collect purchasing infor-
mation supplied to them by wholesalers and other customers to
integrate with their own sales reports. As currently constructed,
the reporting process creates a lag of at least 2 quarters between
implementation of a pharmaceutical price change and a corre-
sponding adjustment in the ASP-based reimbursement for that
pharmaceutical.

Although manufacturers submit ASP data by NDC numbers,
the Medicare component of CMS does not currently use NDCs to
reimburse Medicare providers for Part B pharmaceuticals. Instead,
CMS uses Healthcare Common Procedure Coding System
(HCPCS) Level II codes. For this reason, NDCs are “crosswalked”
to the HCPCS codes via a data file published by CMS.12 The net
result is that ASP is not directly linked to payment in the Medicare
program. The impact of this process is discussed in Section III,
“Payers and Payment Methodologies.”

Impact of ASP on Pharmaceutical Costs
ASP has proven to be substantially lower than AWP. In a June 2005
study, the DHHS Inspector General found that in the aggregate
for all pharmaceuticals reviewed, “ASP is 49% lower than AWP at
the median.”13 The greatest difference between ASP and AWP was
observed in generic pharmaceuticals. ASP is approximately 74% of
AWP for single-source brands, approximately 70% of AWP for mul-
tiple-source brands, and 32% of AWP for generic pharmaceuticals.13

In the MMA, Congress directed the Medicare Payment Advisory
Commission (MedPAC) to study the impact of implementation of
ASP on beneficiary access and quality of care. Focusing on oncol-
ogy services, MedPAC issued its first report in January 2006 and a
second report 1 year later regarding services provided by urologists,
rheumatologists, and infectious disease specialists. When the pay-
ment rate changed per MMA to 106% of ASP from 2004 to 2005,
MedPAC found that total claims volume and charges for each med-
ical specialty reviewed (including pharmaceuticals, pharmaceutical
administration, evaluation and management visits, laboratory tests,
and other medical procedures) increased, but spending on pharma-
ceuticals decreased. The decline in expenditures for pharmaceuticals
ranged from 1% for rheumatology to 52% for urology, with much

of the reduction being attributable to lower prices. Overall, total
Part B pharmaceutical spending (considering price and volume
changes) fell from $10.9 billion in 2004 to $10.1 billion in 2005.14

Although data are not available to document net savings to the
Medicare program as a result of the change to ASP-based payment,
there is evidence of lower net cost for specific drugs. According
to the Court’s Findings of Fact and Conclusions of Law in the
pharmaceutical industry AWP litigation, “even with the increase in
administration fees paid to doctors, Medicare has had overall cost
savings from the decrease in drug expenditures for Zoladex, Taxol,
Remicade, Procrit, and albuterol. The total reimbursement for a
typical administration of Zoladex, including both product cost and
administration fee, fell from $451.56 in 2002 to $226.48 in 2005
under the new ASP system. Looking at those same 2 years, the cost
of a typical dose of Taxol dropped from $1785.16 to $428.07,
Remicade from $2,035.15 to $1,703.09, Procrit from $150.65 to
$131.96, and albuterol from $109.74 to $71.63.”15

Impact on Provider Practices
Because ASP is a volume-weighted average,16 any provider whose
acquisition cost is above the median will be adversely impacted,
while those below the median will benefit. The acquisition cost for
many pharmaceuticals varies significantly by class of trade (COT),
purchase volume, and ability to influence product market share in
competitive therapeutic classes. Anecdotal evidence suggests that
small physician offices often buy at the least favorable prices, while
large physician groups and hospitals, which commonly access
contracts through group purchasing organizations (GPOs), have
historically been able to negotiate the best discounts and price con-
cessions.

In the MedPAC study noted above,14 most physicians reported
that they were able to purchase the majority of their oncology phar-
maceutical agents at the Medicare payment level, but all reported
that pharmaceutical profit margins are slim and that some products
cannot be purchased at the payment rate. Physicians purportedly
have used pharmaceutical profit margins to cover operating costs
associated with common delays in the payment process and per-
ceived underpayment for services and procedures associated with
pharmaceutical administration. Physicians, particularly oncologists
(who buy the most pharmaceuticals), reported spending consider-
able time and staff resources seeking the best deals for pharmaceu-
ticals. Many also reported that they have increased efficiencies in
their practices in response to lower pharmaceutical payments.14

The following structural problems with ASP were reported to
MedPAC by physicians, hospital administrators, wholesalers, man-
ufacturers, and consultants.14

Data lags. The current ASP payment rate is set based on trans-
action prices from the previous 2 quarters. Thus, if manufactur-
ers raise prices in subsequent quarters, purchasers may have dif-
ficulty purchasing products at the Medicare payment rate until
the ASP catches up. (This provider complaint was also associ-
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ated with changes to the reported AWP prices previously used by
payers.) Physicians reported that data lag was their biggest prob-
lem with the new payment method. (It should be noted that
when prices are falling, as may happen when generic versions of
a pharmaceutical become available, the combination of falling
prices and data lag may create temporary reimbursements that
are higher than the purchase price.) Additionally, physicians
reported that price increases are smaller but more frequent with
the ASP program than with the previous AWP payment system.
Gap between manufacturers’ reported ASP and average
physician purchase price. ASP is based on the payments that
manufacturers receive for their products. When manufacturers
sell directly to a physician, the average amount received is the
average amount paid by the physician. However, pharmaceuti-
cals often pass through a larger distribution chain. Wholesalers,
specialty pharmacies, health maintenance organizations
(HMOs), and GPOs may be involved in pharmaceutical ship-
ping, storing, handling, and price negotiations. Each link in the
distribution chain receives payment for administrative services.
When a gap appears between the price that manufacturers
receive and report and the purchase price paid by providers,
ASP may be lower than the average provider purchase price.
This can occur in 2 ways:

• ASP may include discounts that are not received by all pur-
chasers.

• ASP does not reflect wholesaler fees for administrative serv-
ices that physicians or other purchasers pay.
For example, discounts to physician purchasers vary

depending on the volume of product purchased. Larger prac-
tices that purchase substantial quantities receive the deepest
discounts. If a large practice or purchasing group dominates the
customer base for a given pharmaceutical, as is often the case,
the average discount will be higher—and the ASP lower—than
the discount experienced by smaller customer groups.

Manufacturers may also offer prompt-pay discounts to
wholesalers or other large purchasers who pay for their pur-
chases within a specified time frame. Although these discounts
are small in percentage terms, they are an important source of
revenue for wholesalers and typically are not passed on to the
final purchaser, such as a physician. Prompt-pay discounts
lower the ASP because they reduce the revenue that manufac-
turers receive for their products. When these discounts are
included in the ASP calculation but are not passed on to pur-
chasers, including physicians, Medicare’s ASP may fall below
the average price paid by physicians.

Similarly, wholesalers may mark up the price they charge to
physicians to include allowances for wholesaler profit, han-
dling, and shipping costs. The manufacturer does not receive
more money for its product and therefore does not include
these fees when calculating ASP. Thus, these markups may
result in pharmaceutical prices that exceed the ASP reported by

manufacturers. In MedPAC’s interviews, many physicians listed
older generic pharmaceuticals as examples of products that
they could not purchase at the Medicare payment rate.14

State and local taxes. In some parts of the country, physi-
cians report that they pay state or local taxes on acquisition
of Part B pharmaceuticals. However, these taxes are not reim-
bursed by payers because they are not recognized as an
acquisition cost.14

Bundling. Some manufacturers offer provider discounts for
one of their products contingent on purchases of 1 or more other
products, which is referred to as “bundling.” The effect of phar-
maceutical bundling on providers can perhaps best be illustrat-
ed through example. Suppose that 2 competing pharmaceuti-
cals, named A and B, are similar products that compete for mar-
ket share in a therapeutic class. Although the shift to ASP has
resulted in lower payment rates for both products, volume and
expenditures continued to increase in 2005. In this example,
the manufacturer of A also makes C, a lifesaving pharmaceuti-
cal with no effective competition. The manufacturer provides a
significant incentive discount on product C to purchasers who
buy A instead of B. These discounts result in a lower ASP for C
as well as a lower Medicare payment rate. If a physician prefers
B and therefore does not purchase A, the physician loses money
each time a patient is treated with C because Medicare’s pay-
ment rate for C is lower than the price that physicians must pay
if they do not obtain the bundled discount.14

Another concern with ASP-based reimbursement is that it may
undermine manufacturers’ incentives to compete on price for single-
source, therapeutically equivalent products. ASP may also discour-
age use of multi-source products when a therapeutically equivalent
brand is available. For example, a $60 dollar margin exists on a
drug with an ASP of $1,000, but only a $30 margin on a drug with
an ASP of $500.

If reduction in a physician’s acquisition cost is perfectly matched
by reduction in reimbursement for the pharmaceutical component,
the physician will have no incentive to use the lower-priced phar-
maceutical and the manufacturer will have no incentive to reduce
price; rather, the manufacturer may have an incentive to raise the
price under ASP-based reimbursement. Thus, an indirect contract-
ing model with specialty pharmacies/pharmacy benefit managers
(PBMs) (such as CMS’s Competitive Acquisition Program [CAP],
described in detail in Section III) that is not empowered to design
restrictive formularies is likely to be ineffective at fostering price
competition between manufacturers.17

nn Average Manufacturer Price (AMP)
AMP represents another effort by the federal government to step
away from AWP to an alternate benchmark price. AMP is begin-
ning its implementation as the benchmark for Medicaid generic
pharmaceutical reimbursement and is poised to become an
important influence for reimbursement of single-source products.
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Similar to ASP, AMP is based on manufacturer-reported sales
data. AMP was created in the early 1990s following enactment of
the Omnibus Budget Reconciliation Act of 1990 (OBRA 90) as the
basis for calculation of manufacturer rebates on outpatient phar-
maceuticals dispensed to Medicaid beneficiaries. OBRA 90
required that pharmaceutical manufacturers enter into rebate
agreements with CMS and pay quarterly rebates to states to obtain
Medicaid coverage and payment. The statutorily mandated rebate
amounts—11% for multiple-source pharmaceuticals and at least
15.1% for single-source products—are calculated based on the
AMP, defined by Section 1927 of the Social Security Act as the
average price paid to the manufacturer by wholesalers in the
United States for a pharmaceutical distributed to the retail phar-
macy class of trade after deducting customary prompt-pay dis-
counts. Until recently, AMP data were treated by the federal gov-
ernment as proprietary and confidential.

Despite the rebates, Medicaid expenditures for prescription phar-
maceuticals continued to be a major concern to the Administration,
Congress, and states. The OIG of the DHHS reported that AWP-
based Medicaid pharmaceutical reimbursements far exceed phar-
macies’ AAC and recommended that Medicaid should base reim-
bursement on pricing data that more accurately reflect AAC.18

These data were primarily based on multi-source (generic) phar-
maceutical pricing; further evaluation will be needed to determine
the applicability of these data to innovator and single-source phar-
maceutical products.

Deficit Reduction Act of 2005 and Subsequent Rule Making
In 2005, Congress implemented the OIG recommendations with
enactment of the DRA.19 The DRA’s 2 sweeping changes for
Medicaid benchmark pricing were (a) adoption of AMP as the new
RP for generic pharmaceutical reimbursement and (b) requiring the
AMP for all pharmaceuticals—both generic and brand name—to be
reported to the states and public on a monthly basis. Monthly man-
ufacturer reporting began in March 2007 (retroactive to January 1),
and release of prices to the public will begin later in the year.

Generic drugs will continue to be reimbursed at the FUL price
unless a state has established a lower maximum allowable cost
(MAC). Prior to DRA implementation, the FUL was determined
based on 150% of the lowest published price (based on the man-
ufacturer’s reported price, generally AWP) of all qualified Orange
Book–equivalent pharmaceuticals. The DRA changed that number
to 250% of AMP.

Even though reimbursement for Medicaid single-source brand
pharmaceuticals continues to be AWP-based, states have the option
to use AMP when setting Medicaid reimbursement amounts for
brand-name drugs.

In July 2007, CMS published a final rule along with a comment
period to more fully describe the DRA changes.20 Exhibit II-1 lists
those components that the final rule states must be included and
excluded in the AMP calculation.

EXHIBIT II-1 Components of AMP Calculation21

(as of July 2007)

Included Sales/Discounts Excluded Sales/Discounts

Mail order pharmacy (including •

those operated by a PBM)
Specialty pharmacy•

Home-infusion providers•

Sales of drugs reimbursed by third-•

party payers (including Medicare 
Part D, Medicare Advantage 
Prescription Drug [MA-PD] plans, 
qualifi ed retiree prescription 
drug plans [PDPs], State Chil-
dren’s Health Insurance Programs 
[SCHIPs], state pharmaceutical 
assistance programs [SPAPs], Med-
icaid programs, and HMOs/man-
aged care organizations [MCOs] 
that do not take possession of or 
purchase drugs)
Hospitals where outpatient setting •

use can be documented
Home health providers•

Physicians•

Outpatient facilities (including •

clinics, surgical centers, ambula-
tory care centers, dialysis centers, 
and mental health centers)
Direct patient sales•

Wholesalers*•

Retail pharmacies•

Manufacturers who act as wholesal-•

ers and do not repackage/relabel 
under purchaser’s NDC, including 
private labeling agreements
Any other price concession to retail •

COT

Note:  See exclusions in column at right

PBMs•

Discounts and rebates to third-•

party payers (see list in column 
at left)**
Sales and discounts to HMOs/•

MCOs that purchase or take pos-
session of drugs
Hospitals where drug is used in •

inpatient setting or site of use can-
not be determined
Long-term care (LTC) facilities, in-•

cluding nursing home pharmacies
Hospices (inpatient and outpa-•

tient)
Manufacturer coupons redeemed •

by consumer or other entity in 
which full value of coupon is 
passed on to consumer
Voucher programs•

Manufacturer drug discount cards•

Patient assistance programs•

Free goods not contingent on any •

purchase requirement
Nominal prices*** for specifi ed •

entities
Customary prompt-pay discounts•

Returned goods and replacement •

products
Veterinarians•

Prisons•

Sales outside the United States•

State, county, and municipalities•

Indian Health Service (IHS), De-•

partment of Veterans Affairs (VA), 
qualifi ed state home, Department 
of Defense (DoD), Public Health 
Service (PHS), 340B entities, Fed-
eral Supply Schedule (FSS), depot 
prices including Tricare, and other 
approved federal agencies
Bona fi de service fees•

Wholesalers whose drug is dis-•

tributed to the nonretail COT
Wholesalers whose drug is rela-•

beled under the wholesaler’s NDC 
number

* Except for sales that can be documented as being subsequently sold to excluded 
entities.
** Including Medicaid rebates paid to states under the National Rebate Agreement 
and authorized state supplemental rebate agreements.
*** See “nominal price exception (or exclusion)” in the Glossary.
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The final rule defines the “retail class of trade” to include any
independent pharmacy, chain pharmacy, mail order pharmacy, or
other outlet that purchases drugs from a manufacturer, wholesaler,
distributor, or other licensed entity and subsequently sells or pro-
vides the drugs to the general public. Sales to hospitals for inpa-
tient use, to long-term care (LTC) facilities, to PBMs, and to feder-
al programs other than Medicaid are excluded from the retail class
of trade.

Calculation of AMP includes all price concessions, discounts
(other than customary prompt-pay discounts), and rebates.
Manufacturer payments for bona fide services are not included.

nn Wholesale Acquisition Cost (WAC)
WAC is the manufacturer’s reported list price for a prescription
pharmaceutical for sale to wholesalers.22 Each manufacturer estab-
lishes its own WAC using its own formula. FDB includes manufac-
turers, repackagers, private labelers, and other suppliers within the
term manufacturer in its policy for determining the origin of WAC
prices.23 Price-reporting services, such as FDB and Medi-Span, pub-
lish WAC prices supplied to them by manufacturers in their phar-
maceutical information databases. Most pharmaceutical contracts
between manufacturers and private payers use WAC as the RP.24

The terms list price, catalog price, wholesale net price, and book
price are used by some manufacturers as synonyms for WAC.
Almost all single-source pharmaceuticals have a WAC price, but
many generic pharmaceuticals, repackaged pharmaceuticals, or
“house brands” do not because there is no legal requirement to
report a WAC.

Like AWP, WAC is a suggested price that often does not repre-
sent what a wholesaler or end provider actually pays for the phar-
maceutical because WAC does not include manufacturer incen-
tives such as rebates, chargebacks, volume purchase agreements,
and prompt-payment discounts. Unlike AWP, however, WAC is
statutorily defined in the U.S. Code:

The term “wholesale acquisition cost” means, with respect to a
pharmaceutical or biological, the manufacturer’s list price for the
pharmaceutical or biological to wholesalers or direct purchasers in
the United States, not including prompt pay or other discounts,
rebates or reductions in price, for the most recent month for which
the information is available, as reported in wholesale price guides
or other publications of pharmaceutical or biological pricing data.25

WAC has been an important benchmark price for several reasons.
It is lower than AWP because it is applied earlier in the distribution
process. Some Medicaid programs use WAC as an alternative to
AWP in their reimbursement formula. In the FDB system, AWP
and WAC are related in a constant ratio for each brand-drug man-
ufacturer in which AWP is 1.20 or 1.25 times WAC. Due to the
proportionate relationship between WAC and AWP, entities that
establish the WAC effectively establish the AWP published by FDB
and thereby impact payer reimbursement in AWP-based payment
systems that use FDB data. In the private sector, WAC is the basis

for many manufacturer rebate calculations in contracts with PBMs
and health plans.26

nn Maximum Allowable Cost (MAC)
MAC is typically a reimbursement limit per individual pharmaceu-
tical and strength (e.g., $0.50 per fluoxetine 20-mg capsule). MAC
price lists are established by health plans and PBMs for private-
sector clients and by individual states for multiple-source phar-
maceuticals dispensed by their Medicaid and other state-funded
programs. As of September 2006, 42 state Medicaid programs had
a MAC program.27

Some state Medicaid departments may create and administer
their own MAC lists, utilize private consultant firms, or delegate
the function to PBMs. No standardized definition for MAC exists;
states use a variety of formulae, including WAC-based and FUL-
based approaches, as well as market surveys targeting distributors
and pharmacies.

MAC prices are often lower than the FUL established by CMS
for Medicaid payment. A recent study concluded that MAC prices
on average (unweighted) for top Medicaid generic pharmaceuticals
are 49% below those specified by the old FUL formula (lowest
published price plus 150%).27

MAC lists are also routinely used in the private sector. PBMs
typically apply MAC pricing for generic pharmaceuticals and
multiple-source brand pharmaceuticals dispensed by community
pharmacies. Principal differences among MAC lists are (a) the MAC
value or price for each drug and strength (generic code number
(GCN) in the FDB system) and (b) the number of drugs (GCNs) with
MAC prices. Some PBMs maintain multiple MAC lists, differing in the
number of generics listed and in pricing aggressiveness, with prices
often below the state-established Medicaid MAC prices. MAC is
reportedly less common in mail order pharmacy reimbursement.

Other Benchmarks

nn Actual Acquisition Cost (AAC)
A pharmaceutical’s AAC will vary from one customer to another
depending on the terms that the customer has negotiated with the
manufacturer and distributor.

nn Best Price (BP)
Best price is considered by federal and state governments in the
calculation of rebates that manufacturers are required to pay for
sales of single-source and multi-source branded products to
Medicaid beneficiaries. BP is applied when the price to an entity
exceeds the discount earned by application of the mandatory
discount plus any penalties (i.e., greater than 15.1% of AMP
plus Consumer Price Index [CPI] penalty). BP approximates
63% of AWP.28 Medicare Part D, Medicaid, and other govern-
ment purchasers are excluded from this calculation. The final
rule implementing the DRA includes authorized generics in the
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calculation of the BP, as follows:
“…we have revised the authorized generic provision to include in the
best price of the brand drug, transfer prices and other fees paid for
authorized generics by the secondary manufacturer to the primary
manufacturer, unless such prices or fees are excluded by statute or
regulation or fall within the definition of a bona fide service fee…”20

BP can be a limiting factor in contract negotiations between
manufacturers and private payers if the manufacturer uses it as
a rationale for not increasing a discount offered to a private payer.
However, what may be overlooked in this type of negotiation is
that the BP that will trigger a larger Medicaid rebate was calcu-
lated using a different benchmark (AMP) than the negotiated
rebate to the private payer, which typically used WAC as the
benchmark.

Exhibit II-2 depicts the components of Medicaid’s BP calculation.
Some providers and health plans have criticized BP as a barrier

to the negotiation of lower prices between manufacturers and pri-
vate-sector customers because a manufacturer may not want to
create a new BP in the Medicaid market. Opponents of BP have

repeatedly, but thus far unsuccessfully, urged Congress to repeal
the BP provision.29

nn Direct Price (DP)
Some manufacturers who sell their pharmaceuticals directly to
community pharmacies and clinicians as well as to wholesalers
have established a direct price in addition to a WAC. For some
manufacturers, DP is the same as WAC, while DP may be slightly
higher than WAC for other manufacturers. Due to different levels
of discounts across drug products and specific COTs, DP does not
generally have a reliable relationship to AAC.30

nn Estimated Acquisition Cost (EAC)
Estimated acquisition cost is a state Medicaid agency’s best estimate
of the price generally paid by pharmacies for a drug. This figure is
meant to represent a calculation of the AAC across all pharmacies.

The federal government does not specify how EAC should be
calculated. Individual states have developed their own methods,
with most using a discount off the AWP. The average reduction
from AWP for all states that use an EAC methodology is approxi-
mately 12%.31

nn Federal Ceiling Price (FCP)
Federal ceiling price is the maximum price that manufacturers can
charge the Department of Veterans Affairs (VA), Department of
Defense (DoD), Public Health Service (PHS), and Coast Guard—
known as the “Big Four”—for brand-name drugs. FCP is mandated
by law to be 24% lower than the previous fiscal year’s nonfederal
average manufacturer prices (non-FAMPs) minus an additional
discount if the non-FAMP rises faster than inflation (see the follow-
ing discussion of non-FAMP).32 FCP cannot exceed the previous
year’s inflation-adjusted Federal Supply Schedule (FSS) price. FCP
approximates 50% of AWP.28

nn Federal Supply Schedule (FSS)
FSS is a price negotiated with manufacturers by the VA on the
basis of the prices that manufacturers charge their most-favored
commercial customers under comparable terms and conditions.
During a multi-year contract period, FSS prices may not increase
at a rate higher than the inflation in the general U.S. economy. FSS
price approximates 53% of AWP.28

nn Federal Upper Limit (FUL)
FUL is a price calculated and published by CMS as the maximum
amount that a state Medicaid program can pay for a multiple-
source (generic) drug. As of January 1, 2007, the FUL for multi-
ple-source pharmaceuticals is set at 250% of the AMP for the least
costly of the products within a given multiple-source designation
that also meets specified regulatory criteria.33 The previous formu-
la set the FUL at 150% of the lowest published price—be it AWP,
WAC, or DP—in any of the 3 national drug-pricing compendia

EXHIBIT II-2 Medicaid Best Price Components20

Included Sales/Discounts Excluded Sales/Discounts

Wholesalers• 
Retailers• 
PBM-operated mail order pharma-• 
cies or PBM price concessions 
designed to adjust prices at the 
retail or provider level
Providers• 
Nonprofi t entities• 
Sales directly to patients from the • 
manufacturer
Mail order pharmacies• 
Outpatient clinics• 
Manufacturers who act as wholesal-• 
ers and do not repackage/relabel 
under purchaser’s NDC, including 
private labeling agreements
Entities that repackage/relabel • 
under purchaser’s NDC, including 
private label, if that entity is also an 
HMO or other nonexcluded entity
Manufacturer coupons in which full • 
value is not passed to consumer
Authorized generic drugs sold by • 
primary manufacturer
Government entities in the United • 
States, except as excluded (see 
column at right)
Prompt-pay discounts• 
Returned goods• 

Note: See exclusions in column at right

IHS, VA, qualifying state homes, • 
DoD, PHS, 340B entities, FSS, 
depot prices, or other approved 
federal agencies
PBMs• 
Rebates or supplemental rebates • 
to Medicaid agencies
SPAPs• 
Medicare Part D plans, MA-PDs, • 
and qualifi ed retiree PDPs
Nominal prices* to specifi ed • 
entities
Manufacturer coupons in which • 
full value is passed to consumer
Manufacturer-sponsored drug • 
discount program
Goods provided free of charge • 
under a manufacturer’s patient 
assistance program (PAP)
Free goods not contingent on any • 
purchase requirement
Bona fi de service fees• 

* See “nominal price exception (or exclusion)” in the Glossary.
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(FDB, Medi-Span, and Red Book).34 The statutory definition of
multiple-source pharmaceutical has also been revised in the DRA to
require the existence of only 2 rather than 3 therapeutically and
pharmaceutically equivalent products.

In some cases, utilization of the FUL system has increased net
cost to state Medicaid programs due to the disparity in the rebates
paid by innovator and multi-source manufacturers.

nn Nonfederal Average Manufacturer Price (Non-FAMP)
Non-FAMP is used to calculate the maximum price that manufac-
turers can charge the Big Four for brand-name drugs. Non-FAMP is
the average price paid to the manufacturer by wholesalers (or others
who purchase directly from the manufacturer) for drugs distributed
to nonfederal purchasers, taking into account any cash discounts or
similar price reductions given to those purchasers, but not taking
into account any prices paid by the federal government. The non-
FAMP does not reflect rebates paid by the manufacturer to third-
party payers. It approximates 79% of AWP.28

nn Public Health Service (PHS or 340B)
340B is a ceiling price that is calculated by the Pharmacy Affairs
Branch (PAB), formerly the Office of Pharmacy Affairs (OPA). It is

the highest price that a 340B entity could be charged and is equal to
the price that the state Medicaid agency would pay absent any
supplemental discount or rebate. 340B entities include PHS-
funded clinics and disproportionate-share hospitals (DSHs)
(referred to as “covered entities”). Patients of a covered entity,
including non-Medicaid patients, may receive drugs purchased
at the 340B discount. However, covered entities are not permitted to
resell or transfer outpatient drugs purchased at the 340B discount to
individuals who are not patients of the covered entity.35 The price
could be negotiated lower by the 340B entity. 340B prices are
reported to be approximately one-half (49%) of AWP.28,36

nn Reference Price (RP)
Reference pricing limits pharmaceutical plan reimbursement of
“interchangeable” medicines to a reference price, which is typically
equal to the price of the lowest-cost interchangeable pharmaceutical.
Any cost above that limit is assumed by the patient.37 Interchange-
ability in the context of the RP has been stated as follows: “If there
is no evidence that one drug is more effective or has fewer toxic
effects than another lower-priced drug (within a specific drug class),
then the extra cost should not be covered by a publicly funded drug-
benefit plan.”38

EXHIBIT II-3 Estimated Prices Paid to Manufacturers, Relative to List Price (AWP), for 
Brand-Name Drugs Under Selected Federal Programs, 2003

Source: Congressional Budget Offi ce. Prices for brand-name drugs under selected federal programs. Congress of the United States; June 2005. Available at: http://www.cbo.gov/
ftpdocs/64xx/doc6481/06-16-PrescriptDrug.pdf. Accessed September 4, 2007.
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The Foundation of Managed Care Pharmacy sponsored a survey
of managed care pharmacy experts during the summer of 2006.39

Approximately one-third of respondents stated that implementa-
tion of reference-based pricing is very likely, likely, or somewhat
likely within the next 3 years.

nn Therapeutic Maximum Allowable Cost (TMAC)
A related benchmark is therapeutic maximum allowable cost, an
intervention used by managed care organizations (MCO), that estab-
lishes a defined benefit dollar amount per therapeutic procedure or
indication. A TMAC can be established for any medical procedure
(e.g., joint replacement) or any pharmacological indication (e.g.,
cholesterol reduction).40,41 Similar to MAC in which a single maxi-
mum payment rate is established for generic-equivalent products,
TMAC involves calculation of a single maximum payment rate from
multiple reported costs for therapeutically equivalent products or
procedures.

For example, a TMAC for low-density lipoprotein (LDL) choles-
terol reduction might be set at $0.50 per day of pharmaceutical
therapy based on marketplace prices, such as $0.40 to $0.50 for
generic simvastatin, a benchmark pharmaceutical in the class of
LDL cholesterol reduction. TMAC is derived from reported and
marketplace costs and involves clinical judgment about the price
point that will permit the vast majority of patients to achieve the
desired therapeutic outcome(s).

nn Usual and Customary Price (U&C)
Usual and customary price—also known as “retail” or “cash” price—
is the undiscounted price that individuals without drug coverage
would pay at a retail pharmacy.42

nn Widely Available Market Price (WAMP)
Widely available market price is a concept established by Congress
in 2003 as part of the MMA. It is an alternative method used to
monitor market prices of Part B pharmaceuticals and allow down-
ward adjustment of reimbursement.43

Creation of WAMP interjected a new federal government office
into the price benchmarking process—the OIG of the DHHS. The
OIG is directed to conduct market price surveys to determine the
WAMP. If the OIG finds that the ASP exceeds the WAMP or the
Medicaid AMP by a threshold percentage (currently 5%), then
CMS must substitute the lesser of (a) the WAMP or (b) 103% of
the AMP as reimbursement for that pharmaceutical instead of
106% of the ASP.43

Comparison of Benchmark Prices

Exhibit II-3, from a 2005 CBO study, illustrates how selected
benchmark prices compare with both AWP and with one another.

Another comparison was prepared by the OIG in 2005. For a
sample of NDCs, the OIG analyzed the median percentage differ-

ences between ASP and AWP for single-source, multi-source, and
generic brands. The OIG found that ASP is 26% below AWP at the
median for more than 700 single-source brand NDCs, and ASP is
30% below AWP at the median for more than 200 multi-source
brand codes. The difference between ASP and AWP was greatest
for generic pharmaceuticals, with ASP being 68% less than AWP
at the median for more than 1,100 generic NDCs.13

Another OIG report calculated overall median, average, and
weighted average comparisons for AMPs as shown in Exhibits II-4
and II-5.6

Benchmarks and the Goal of Appropriate Payment

The “best” benchmark will be defined by its purpose and accuracy
in defining a common value at a given point in the chain of drug
distribution. By these 2 criteria, the best benchmark may be differ-
ent for government versus private payers. Some factors that should
be considered when defining best price benchmarks include:
• What point in the distribution chain is the benchmark the most

accurate determination of the common true price? For example,
a benchmark based on average net manufacturer price should

EXHIBIT II-4 Median, Average, and Weighted 
Average Reduction (%) from 
Average Wholesale Price to AMP

Median Average
Weighted 
Average*

Single-source brands 23% 25% 24%

Multi-source brands 28% 40% 36%

Generics 70% 65% 74%

* Weighted by Medicaid expenditures.
Source: Offi ce of Inspector General. Medicaid drug price comparisons: average 
manufacturer price to published prices. Department of Health and Human Services; 
June 2005. OEI-05-05-00240. Available at: http://oig.hhs.gov/oei/reports/oei-05-
05-00240.pdf. Accessed September 4, 2007.

EXHIBIT II-5 Median, Average, and Weighted
Average Percent Reduction (%) from 
Wholesale Acquisition Cost to AMP

Median Average
Weighted
Average*

Single-source brands 4% 7% 6%

Multi-source brands 8% 19% 20%

Generics 40% 39% 59%

* Weighted by Medicaid expenditures.
Source: Offi ce of Inspector General. Medicaid drug price comparisons: average 
manufacturer price to published prices. Department of Health and Human Services; 
June 2005. OEI-05-05-00240. Available at: http://oig.hhs.gov/oei/reports/oei-05-05-
00240.pdf. Accessed September 4, 2007.
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accurately reflect the most common selling price, while a bench-
mark based on average net acquisition cost should represent the
most common prices for wholesalers or providers as purchasers.

• How accessible, transparent, and accurate are the benchmark
values for all stakeholders? AWP and WAC have been used as
drug payment benchmarks because they were readily accessible
from Medi-Span, Redbook, and FDB. However, AWP has been
shown to have almost no relevance to most generic drugs, and
WACs have not been readily accessible in all cases. Also, these
terms cannot be interpreted literally; that is, AWP does not
always represent the price of a drug purchased from a whole-
saler, and WAC does not always represent the actual cost to the
wholesaler.15

• How will different stakeholders be affected by the change?
For example, if average net manufacturer price is used as a
benchmark for calculation of provider compensation, is there
recognition of the cost that is added in the process of trans-
ferring the product from manufacturer to provider, repre-
senting the value added as the product passes through the
channels of distribution?

• What are the consequences for other payment methodologies?
For example, how will use of AMP for provider reimbursement
affect Medicaid rebates and rebate-discount negotiations
between private payers and pharmaceutical manufacturers?

• What will be necessary for individual payers to monitor, modify,
and administer the new payment methodology? For example,
how much will the benchmark vary among smaller versus larg-
er providers or among various COTs? How can these variations
be monitored and adjusted if desired to best represent actual
price for different types of purchasers? What administrative
burden will be incurred by monitoring the reasonableness of
prices for different types of purchasers?
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III. Payers and Payment Methodologies

Introduction

Payment to providers for the prescription drugs that they
administer and dispense varies depending on the payer and
the site of care. Each combination of payer and site of care

involves a different reimbursement formula. As a result, providers
must be keenly aware of their payer “mix,” the portion of total rev-
enue attributable to each type of payer. Payers have an important
economic stake in the treatment setting in which a particular drug
is prescribed or administered.

This section describes reimbursement methodologies by payer
and treatment setting for Medicare, Medicaid, the PHS 340B pro-
gram, and private insurers. Medicaid will be examined in less
detail because, as a result of Medicare’s assumption of primary
drug coverage for individuals who are dually eligible for both
Medicare and Medicaid, the Medicaid share of the total prescrip-
tion drug market has been significantly reduced, having been esti-
mated to have dropped from 19% in 2004 to 12–14% in 2007.27

Other government programs, such as VA health care benefits,
use a manufacturer contracting process to obtain drugs for their
beneficiaries rather than a provider reimbursement system.
Therefore, these programs are not described in this paper.

Private insurer payment methodologies tend to be less complex
than government programs. Because of proprietary contract nego-
tiations, private insurance payments and methodologies are less
transparent. As a result, less consistent information is available
about private payers than government programs.

Medicare

nn Background
Established in 1965, Medicare is a federal health insurance pro-
gram available to individuals who fall into 1 of 3 specified cate-
gories defined by age, disability, or end-stage renal disease (ESRD).
The majority of individuals become eligible for Medicare by virtue
of attaining age 65.44

Medicare has several statutory benefit programs: Part A (hospital
insurance), Part B (medical insurance), Part C (Medicare Advantage),
and Part D (prescription drug coverage). Each program has unique
rules governing coverage and payment methodologies for prescrip-
tion drugs. In general, the payment methodology will depend upon
the treatment setting:

• Hospital inpatient
• Hospital outpatient department (HOPD)
• Physician office
• Dialysis facility
• Ambulatory surgical center (ASC)
• Home via home health provider
• Home via retail pharmacy
Over the years, Congress has created a variety of exceptions and

special payment rules to accommodate certain political and public

health interests without fundamentally revising a Medicare benefit
program. As a result, special payment rules exist for certain drugs
in some of the aforementioned settings.

nn Medicare’s Influence on Prescription Drug Payment
Until 2006, private health insurance paid the largest portion of pre-
scription drug costs. However, by 2007, it is projected that the intro-
duction of the Medicare Part D outpatient prescription drug benefit
established by MMA will have equalized prescription drug expendi-
tures in the public and private health insurance sectors and that
thereafter the public sector will pay the majority of these costs.45

In 2005, the U.S. pharmaceutical market was estimated at $201
billion, of which public payments accounted for approximately
$55 billion and private health insurance accounted for $95 billion.
By 2007, CMS Office of the Actuary estimates total prescription
drug expenditures of $230 billion, with $92 billion from public
sources and $94 billion from private health insurance. By 2008,
prescription drug expenditures are projected at $248 billion, with
$103 billion attributed to public programs and $98 billion to pri-
vate health insurance.45

Between 2003 and 2007, Medicare transitioned from being a
payer with modest influence on prescription drug payment to

EXHIBIT III-1 Prescription Drug Expenditures 
by Source of Funds
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(*) Launch of Medicare Part D on January 1, 2006, is projected to have reduced state
drug expenditures, representing the shift of Medicaid/Medicare dual eligibles to Part D,
and to have shifted both private out-of-pocket and private health insurance expendi-
tures for covered beneficiaries to Part D. The Part D program drives the projected
increase in federal share of prescription drug expenditures between 2005 and 2006.

Source: Office of the Actuary. National Health Expenditures projections 2006-2016.
Centers for Medicare and Medicaid Services. Based on the 2005 version of the National
Health Expenditures released in January 2007. Available at: http://www.cms.hhs.gov/
NationalHealthExpendData/03_NationalHealthAccountsProjected.asp#TopOfPage.
Accessed September 1, 2007.
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becoming one of the most important in the United States and, by
extension, the world. In 2003, Medicare was responsible for
$2.4 billion, or 1.4%, of U.S. prescription drug costs. By 2007, it is
projected that Medicare’s share of these costs will have risen to $51
billion or over 22% of total.45 Exhibit III-1 illustrates sources of
prescription drug expenditures during the first years of this decade.

Fundamental reasons for the shift in influence are contained in
the MMA.46 This Act made 3 sweeping changes: the first affected
primarily drugs dispensed through retail outlets, the second tran-
sitioned prescription drug coverage of dual eligibles (i.e., those
enrolled in both Medicare and Medicaid) to Medicare, and the last
affected drugs administered by clinicians in physician office and
hospital outpatient settings.
• A prescription drug benefit (Part D) was enacted, effective

January 1, 2006. Its structure is unlike anything seen in the
private insurance market or from other government payers.
Most beneficiaries, excepting dual eligibles, have significant
cost sharing up to a catastrophic threshold. Commercial entities
that operate the benefit are at economic risk.

• Prescription drug coverage for Medicare/Medicaid dual eligibles
became the responsibility of Medicare. Dual eligibles do not
pay premiums and are only responsible for copayments.

• Payment for clinician-administered as well as a handful of
covered self-administered drugs (Part B) are now based on the
manufacturers’ actual net selling price rather than AWP. This
new ASP became effective in physician offices in 2005 and
hospitals in 2006.
The following section discusses provider reimbursement

aspects of Medicare Part B, Part D, and other benefits.47

nn Hospital Inpatients
Prospective Payment System (PPS)
Prospective payment system is a method of reimbursement in which
Medicare payment is based on a predetermined, fixed amount. The
payment amount for a particular service is derived based on the
classification system of that service (e.g., diagnosis-related groups
[DRGs] for inpatient hospital services). Separate PPS schedules for
reimbursement to acute inpatient hospitals, home health agencies,
hospice, hospital outpatient, inpatient psychiatric facilities, inpatient
rehabilitation facilities, LTC hospitals, and skilled nursing facilities
(SNFs) are used by CMS.

Diagnosis-Related Groups (DRGs)
Under the hospital inpatient PPS payment schedule, each inpatient
admission is assigned a DRG category. Each DRG is assigned a pay-
ment weight based on the average resources used to treat Medicare
patients in that DRG. Pharmaceuticals receive no separate Medicare
reimbursement when they are provided to hospital inpatients;
their cost is included in the lump sum DRG prospective payment
made to the hospital.48

Exceptions to the system of no separate payment for pharma-

ceuticals exist for hemophilia clotting factor and also for a limited
period of time (usually 2–3 years) for certain new technologies.
Clotting factor is separately reimbursed using the same formula
(106% of ASP) as is found in the outpatient setting (see “Hospital
Outpatient Departments” and “Physician Offices”). New tech-
nologies, including drugs, can receive separate reimbursement
under the Medicare statute if, “based on the estimated costs incurred
with respect to discharges involving such service or technology,
the DRG prospective payment rate otherwise applicable to such
discharges under this subsection is inadequate.”49 The hurdles in
demonstrating inadequate payment are so high that the sepsis
treatment Xigris® (drotrecogin alpha) is, to date, the only drug to
receive the special payment.50 If a new technology add-on payment
is approved, Medicare pays approximately 50% of the cost of the
drug in excess of the full DRG payment for 2 or 3 years.

nn Hospital Outpatient Departments (HOPDs)
Medicare reimburses hospital outpatient services by using the out-
patient prospective payment system (OPPS). Under the OPPS,
CMS classifies services into ambulatory payment classifications
(APCs) on the basis of clinical and cost similarity. All services with-
in an APC maintain the same payment rate.

Ambulatory Payment Classification (APC)
Drugs and radiopharmaceuticals whose cost per day is $55 or less
(in 2007) are “packaged” or “bundled” into APCs for the proce-
dures in which they are used, meaning that there is no separate
reimbursement for those drugs.51 Drugs (referred to by CMS as
specified covered outpatient drugs or SCODs) and radiopharma-
ceuticals exceeding the $55 threshold receive separate payment via
drug-specific APCs. Payment amount is typically the same as the
physician office payment rate of the ASP plus 6%. Newly intro-
duced SCODs may have a different payment amount for several
months based on the WAC or AWP until ASP data are available.52

nn Physician Offices
Policy makers had long agreed that Medicare did not pay accu-
rately for Part B drugs or the clinical services to administer those
drugs.53 Under the AWP payment methodology, administration of
prescription drugs “incident to” physician services generated high
profit margins for oncologists, urologists, and other physicians.
Some authorities believe that the financial incentives created by
this profitability played a large and problematic role in treatment
decisions, that is, prescribers responded to these high margins by
tending to administer more drug therapy (and more expensive
drugs) than might be medically necessary.30

Average Sales Price (ASP)
Following passage of the MMA, Congress and CMS reduced pay-
ments for drugs and increased payments for intravenous infusions
and other drug administration services. Using AWP as the drug
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reimbursement benchmark was replaced by ASP; determination of
how ASP is calculated and reported is described in Section II,
“Payment Benchmarks.”

Competitive Acquisition Program (CAP)
The MMA created the CAP as an alternative way for physicians to
acquire physician-administered drugs.54 With CAP, Medicare reim-
bursement is made to the CAP vendor and not to the physician. The
goal of the program is to increase competition for Part B drugs: CAP
vendors, who would purchase large quantities of drugs, could nego-
tiate lower prices with drug manufacturers and produce Medicare
savings. Smaller practices that are unable to purchase drugs at the
Medicare payment rate would have another way to acquire drugs
and could continue to administer drugs in their offices.

Under the CAP, organizations such as wholesalers and special-
ty pharmacies submit bids to Medicare to become designated ven-
dors for Part B drugs. Each year, physicians choose whether to
purchase and bill for all Part B drugs administered in their office in
the traditional way or to participate in the CAP. Vendors purchase
and dispense drugs to physician offices on a prescription-by-pre-
scription basis. Medicare pays the vendors directly, and the ven-
dors bill patients for required copayments.

By law, Medicare’s payment for CAP drugs cannot exceed ASP
plus 6%. The CAP was implemented on July 1, 2006, with BioScrip
(based in Elmsford, NY) as the sole designated vendor. At program
launch, payment under the CAP contract to BioScrip was ASP plus
4.4%.55 Other potential CAP vendors either did not bid or with-
drew bids because they did not believe they could earn an adequate
margin under the CAP payment amount and procedures.

The 2007 CAP physician election period extended from
October 1 to December 1, 2006. Approximately 2,400 physicians
(almost 200 oncology and internal medicine groups with practicing
oncologists) elected the CAP during the most recent election
period.56 Physicians in specialties with the highest Medicare Part B
drug spending, particularly oncology, were reported to be least
likely to enroll in the program.

Least Costly Alternative (LCA)
CMS has the statutory authority to apply a cost-control tactic
named Least Costly Alternative to virtually any Part B drug or
device. Thus far, LCA has been used most often to reduce payments
for hormone-suppressing treatments for advanced prostate cancer,
with the price of goserelin—the therapeutic LCA—being the reim-
bursement benchmark for 5 other nongeneric products. Physicians
are allowed to use any of the 6 drugs; however, they will typically
be reimbursed as if they had used the least expensive one.57

LCA has historically been implemented by Medicare contrac-
tors (local carriers) via local coverage decisions or medical review
policies58 rather than by CMS through a national coverage deter-
mination. Local implementation has caused some inconsistencies
with how the LCA is enforced from one state to another.

nn Pharmacy-Dispensed Medicare Part B Drugs
The vast majority of Part B drugs are administered in a physician’s
office or in an HOPD; however, some drugs dispensed in pharmacies
for self administration are also part of the Part B benefit. Examples
are immunosuppressives to prevent organ transplant rejection and
some oral cancer drugs. The reimbursement methodology for
pharmacy-dispensed Part B drugs is identical to that for other Part
B drugs—ASP plus 6%.

nn Pharmacy-Dispensed Medicare Part D Drugs
On January 1, 2006, the Medicare outpatient drug benefit known
as Part D was initiated. Although it is a government program, Part D
is administered by private sector entities—either stand-alone
Prescription Drug Plans (PDPs) or Medicare Advantage–Prescription
Drug plans (MA-PDs). These plans compete for enrollees on the
basis of annual premiums, benefit structures, specific formulary
drugs, pharmacy networks, and quality of services. PDPs and MA-
PDs are typically PBMs and commercial health plans. Approximately
14% of Part D enrollees nationwide are dual eligibles who are auto-
matically enrolled in Part D and randomly assigned to Part D plans.59

There is no direct Medicare “reimbursement” for Part D drugs.
Revenue for MA-PDs and PDPs comes from beneficiary premiums
and cost sharing via copayments or coinsurance, as well as from
Medicare subsidy and reinsurance payments. Medicare payments
to plans are determined through a competitive bidding process,
and enrollee premiums are also tied to plan bids.60

Part D Benefits
The standard benefit for calendar year 2007 is shown in Exhibit
III-2 and in the following list; participants may also purchase addi-
tional benefits.

EXHIBIT III-2 Standard Medicare Prescription 
Drug Benefit, 2007

Plan Pays 15%;
Medicare Pays 80%

$3,051 Coverage Gap
(“Doughnut Hole”)

Plan Pays 75%

$265 Deductible

$2,400 in
Total Drug Costs

$5,451 in
Total Drug Costs

($3,850 out of pocket)

Enrollee Pays 5%

Enrollee Pays 100%

Enrollee Pays 25%

Benefi ciary

Out-of-Pocket
Spending

$328.20 Average Annual Premium

NOTE: Annual premium amount based on $27.35 national average monthly ben-
eficiary premium (CMS, August 2006). Amounts for premium, coverage gap, and
catastrophic coverage threshold rounded to nearest dollar.SOURCE: Kaiser Family 
Foundation illustration of standard Medicare drug benefit, updated with Part D 
benefit parameters for 2007 (from CMS, OACT, May 22, 2006).
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• $265 deductible
• Coverage for 75% of allowable drug expenses up to a benefit

limit of $2,400
• $3,850 catastrophic limit on “true out-of-pocket (TrOOP)

spending” (or $5,451 in total drug expenses for enrollees with-
out supplemental drug coverage)

• 5% coinsurance for drug spending above the catastrophic limit
TrOOP refers to a feature of Part D in which only certain types

of spending on behalf of the beneficiary count toward the cata-
strophic threshold: the beneficiary’s own out-of-pocket spending;
that of a family member or official charity; supplemental drug cov-
erage provided through qualifying State Pharmaceutical Assistance
Programs (SPAPs) or Part D’s low-income subsidies; and, under
CMS’s demonstration authority, supplemental drug coverage paid
for with Medicare Advantage rebate dollars. Beneficiaries must also
adhere to their plan’s formulary, prior authorization (PA), and
formulary exceptions processes to receive TrOOP credit for their
out-of-pocket spending.

After the deductible, enrollees with standard benefits pay a
25% coinsurance on the first $2,400 of prescription drugs. They
then pay a 100% coinsurance for drug spending greater than
$2,400 but less than the catastrophic threshold, which is some-
times referred to as the “donut hole.”

Most plans also offer alternative coverage structures. For
example, a plan can offer a deductible lower than $265 or use
tiered copayments rather than coinsurance—provided that the
alternative benefit meets certain tests of actuarial equivalence.
Also, plans may offer additional drug coverage that supplements
the standard benefit; however, Medicare payments to plans do not
subsidize such supplemental coverage.

Medicare Payment to PDPs
For 2007, Part D enrollees who are not dual eligibles pay an
average of $328 per year in premiums, which is about 25% of the
expected Medicare Part D benefit expenditures per person. CMS
subsidizes the remaining 75% of the cost of standard coverage for
all types of beneficiaries. That average subsidy takes 2 forms:
• Direct subsidy: A monthly prospective payment.
• Individual reinsurance: If a beneficiary exceeds the catastrophic

threshold, CMS subsidizes 80% of drug spending above the
threshold and the plan is at risk for the remaining 20%.
Medicare establishes “risk corridors” to limit a plan’s overall losses

or profits. By using risk corridors, Medicare limits a plan’s potential
loss (or gain) by financing some of the higher-than-expected costs (or
recouping excessive profits). These corridors are scheduled to widen,
meaning that plans should bear more insurance risk over time.
Also, for those plans that enroll low-income beneficiaries, Medicare
pays some of their enrollees’ cost sharing and premiums.60,61

Because PDPs are at risk for the drug costs of their beneficiaries,
they are primarily concerned with controlling drug spending with-
in the parameters of appropriate therapeutic use of these agents.

Thus, PDPs may be less motivated by manufacturer rebates on
products that, overall, might increase spending compared with
therapeutic alternatives.

Price Negotiations
The law creating the Medicare Part D drug benefit specifically pro-
hibited CMS from negotiating prices directly with manufacturers.
Part D negotiations with manufacturers are handled by PDPs.

Part B vs. Part D
Medicare payment for more than one dozen categories of pharma-
ceuticals could be made under Part B or Part D including immuno-
suppressive agents used for transplant patients, parenteral nutrition,
intravenous immune globulin (IVIG), and hepatitis C vaccine.
Whether payments fall under Part B or Part D depends on such
factors as diagnosis, route of administration, location of treatment,
and whether the drug is self administered.62

Since the enactment of Part D, Medicare policy makers and
others have considered moving some or all Part B drugs into the
Part D benefit. In total, there are 13 categories of drugs for which
separate payment is made under Part B: drugs furnished “incident
to” a physician’s service, separately billable ESRD drugs, separately
billable drugs provided in HOPDs, durable medical equipment
(DME) supply drugs, other drugs covered as supplies, drugs used
in immunosuppressive therapy, blood clotting factors, certain
vaccines, antigens, parenteral nutrition, certain oral drugs used in
cancer treatment, separately billable drugs provided in compre-
hensive outpatient rehabilitation facilities, and IVIG provided in
the home. As of this writing, no proposals are on the table to move
Part B drugs into the Part D benefit.

nn State Pharmaceutical Assistance Programs (SPAPs)
Numerous state governments play an important role by offering
direct pharmaceutical assistance benefits to eligible residents. As of
January 2007, 42 states established or authorized some type of SPAP
to provide prescription drug coverage or assistance, primarily to low-
income elderly or persons with disabilities who do not qualify for
Medicaid. Most programs use state funds to subsidize a portion of the
costs, usually for a defined population that meets enrollment criteria.

A majority of these programs are recognized within the MMA
and are termed State Pharmaceutical Assistance Programs or “SPAPs”
in the federal law.63 In the past 5 years, a growing number of states
also offer pharmaceutical discount programs that do not involve
state subsidies, but instead consolidate a state’s purchasing power
to lower the retail price of prescription drugs.64

nn Ambulatory Surgical Centers (ASCs)
ASCs are facilities that perform only ambulatory surgery. Approved
procedures generally are limited to those that are provided in hos-
pital inpatient settings but that also can be performed safely in out-
patient facilities.
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Each of the more than 2,400 procedures approved for payment
in an ASC is classified into 1 of 9 prospective payment groups
based on its cost—not clinical—similarity. Drugs administered for
the procedure are packaged or bundled into the prospective pay-
ment. Regardless of cost, no separate drug reimbursement is made
to ASCs.65

nn Dialysis Services
Regardless of age, individuals with ESRD who are entitled to receive
Social Security benefits also receive all Medicare Part A and Part B
benefits. Due to the scarcity of kidneys available for transplantation,
most beneficiaries with ESRD (77%) receive maintenance dialysis.

Medicare submits a predetermined payment to dialysis facilities
for each dialysis treatment. The prospective payment, or “composite
rate,” is intended to cover the bundle of services and supplies,
including certain drugs that are routinely required.

Technological advances have changed the provision of dialysis
care since the composite rate was established. Consequently, the
composite rate currently excludes several injectable drugs—such
as erythropoietin, vitamin D, and iron—that have diffused widely
into medical practice over the past decade. Providers are paid sep-
arately for these drugs at ASP plus 6%, which is a financial incen-
tive for dialysis providers to administer and bill for them. CMS is
considering a broader bundled payment system that includes
injectable drugs and other items currently excluded from the out-
patient dialysis bundle. The MMA mandated performance of a
demonstration project to evaluate a composite rate that includes
injectable drugs.66

Beneficiaries pay a 20% copayment for both composite rate
services and separately billable drugs associated with dialysis
services.67

nn Home Health Providers
Although Medicare does not separately reimburse for most prescrip-
tion drugs that could be administered by home health providers,
certain exceptions exist.

Durable medical equipment (DME). Medication that is neces-
sary to the function performed by otherwise-covered DME is also
covered by Medicare and separately reimbursed. Examples include
parenteral nutrition administered by an infusion pump, heparin
administered in a home dialysis system, or albuterol in a nebulizer.
Payment for most drugs used in conjunction with DME is set at
ASP plus 6%. Drugs used with infusion equipment are paid at 95%
of the AWP.

Intravenous immune globulin (IVIG). When administered
in the home of a person with primary immune deficiency, IVIG is
covered when the physician determines that home administration
is medically appropriate. However, other indications for which
IVIG is approved by the Food and Drug Administration (FDA) are
not covered. No DME is required to trigger the benefit. As a
practical matter, the benefit is only available when IVIG is admin-

istered by the patient or a caregiver because no payment is avail-
able for home health clinical services. Reimbursement is paid at
ASP plus 6%.68

Injectable osteoporosis drugs. These products are covered for
women who have sustained bone fractures who are unable or unwill-
ing to self-inject. Reimbursement is also paid at ASP plus 6%.69

nn Skilled Nursing Facilities (SNFs)
Beneficiaries who need short-term skilled care, such as nursing
or rehabilitation services, on an inpatient basis following a hos-
pital stay of at least 3 days are eligible to receive covered services
in SNFs. The Medicare SNF benefit covers skilled nursing care
and rehabilitation services, as well as other goods and services,
and pays facilities a PPS per diem rate for each day of care up to
100 days.

The SNF per diem prospective payment rate is based on the
“resource utilization group” for the particular beneficiary. The
PPS includes drugs that are ordinarily furnished by the facility
for the care and treatment of inpatients, whether the drugs are
routinely stocked by the SNF or must be obtained for patients
from an outside source, such as a community pharmacy. A small
number of Part B drugs are excluded from PPSs and can be
billed separately (e.g., pneumococcal, influenza, and hepatitis B
vaccines).70-72

Medicaid

nn Background
Medicaid is a program financed jointly by federal and state govern-
ments that provides medical and long-term care to many of the
nation’s most vulnerable lower-income individuals, especially
mothers and children, seniors, and individuals with disabilities.
Eligibility rules for Medicaid are complex and vary widely from
state to state. They are linked to income as well as other factors,
such as family or disability status. Each state decides how to
structure benefits, eligibility, service delivery, and payment rates
within guidelines established by federal law.73

State spending on Medicaid is matched by the federal govern-
ment. The federal financing share is called the Federal Medical
Assistance Percentage (FMAP). The FMAP averages 57%, varying
from a 50% floor to a high in 2007 of 75.8% for the state of
Mississippi. The federal match varies based on per capita income
in the state relative to the national average, with states below the
national average receiving a higher FMAP.31

Every Medicaid program includes an outpatient prescription
drug (OPD) benefit. States pay pharmacy providers directly on
a fee-for-service (FFS) basis unless the beneficiary is enrolled in
a managed care arrangement, in which case there are 2 primary
scenarios: the state pays the Medicaid health plan a premium
based on risk and cost categories that includes a pharmacy com-
ponent, or the state “carves out” the OPD benefit and is thereby
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entitled to statutory rebates. Carved-out OPD benefits from Medi-
caid health plans have become more common in recent years
because states have been enticed to carve out to earn large statutory
rebate revenues plus supplemental rebates based on product
placement on states’ Preferred Drug Lists (PDLs). As shown in
Exhibit III-3, more than 60% of Medicaid beneficiaries are now
enrolled in some type of managed care program, ranging from
traditional managed care models (HMOs) to less rigid networks
with select providers.31

nn Dual Eligibles
Medicaid beneficiaries who also qualify for Medicare are known as
dual eligibles. Prior to enactment of the Medicare prescription drug
benefit, dual eligibles received their outpatient medications from
Medicaid. The MMA changed that practice; as of January 1, 2006,
dual eligibles received their prescription drugs primarily through the
Medicare benefit (i.e., through PDPs and MA-PDs). This change
affected approximately 16% of Medicaid beneficiaries and 42% of
Medicaid prescription drug spending.74

One result of this shift in coverage and payment for prescription
drugs from Medicaid to Medicare was the loss of  mandatory drug
manufacturer rebates for Medicaid drug program expenditures for
dual eligibles. However, the reduction in this expense for brand-
name pharmaceutical manufacturers was offset by rebate contracts
negotiated individually by PDPs and MA-PDs associated with drug
formulary inclusion and position.

nn Long-Term Care (LTC) Pharmacies
Because of a provision in the MMA, dual eligible beneficiaries
receiving LTC in nursing facilities have Medicare Part D as their
primary source of prescription drug coverage, even though
Medicaid pays for other services. Prior to January 1, 2006, dual
eligible nursing home beneficiaries were covered for prescription

drugs by their state Medicaid program.
Most nursing facilities contract with a single pharmacy provider,

called an LTC pharmacy, which is located off-site from the many
nursing homes it serves. When an LTC pharmacy receives a pre-
scription order from a nursing facility, it fills the order for delivery
in unit-dose packages.

Before the change in 2006, LTC pharmacies were highly
influential in determining which drugs were dispensed within the
facilities they serviced.75 Many LTC pharmacies developed prescrib-
ing guidelines that functioned like drug formularies to encourage
prescribers and consultant pharmacists to choose certain preferred
drugs. This business practice enabled LTC pharmacies to maintain
rebate relationships with pharmaceutical manufacturers because of
their ability to influence medication regimens.76

Medicare Part D plans have lessened the influence of LTC phar-
macies over the choice of drugs in nursing facilities. LTC pharmacies
must now contract with Part D drug plans to provide pharmacy
services for their Medicare beneficiaries who are nursing facility
residents. These residents are subject to the plan’s formulary and
cost-management controls rather than the LTC pharmacy guide-
lines. Like all dual eligible beneficiaries, nursing home residents can
switch drug plans on a monthly basis to provide greater flexibility in
matching their changing needs to Part D plan formularies.

nn Prescription Drug Rebates
The actual cost to Medicaid for prescription drugs is reduced by
manufacturers’ rebates that are paid to the states, the benefit of
which is shared with the federal government through lower
FMAP payments due on net state Medicaid expenditures. Rebates
extend only to drugs purchased by states on an FFS basis. When
states purchase drugs through managed care programs, the MCOs
are permitted to negotiate their own discounts and rebates, and
the federal mandate for rebate payments from brand and generic
drug manufacturers does not apply.

Medicaid rebates were created by Congress in the OBRA 90,
effective January 1, 1991, and amended in 1992 and 1993. Under
the rebate statute, also known as the “best price” statute, a manu-
facturer must enter into a rebate agreement with CMS in order for
its drugs to be eligible for Medicaid reimbursement. Each quarter,
for each unit of drug covered by a state FFS Medicaid program, the
manufacturer must pay either a basic rebate (basic unit rebate
amount [URA]) based on a percentage of the AMP or a rebate
based on the BP available to wholesalers and other customers. Also,
a manufacturer may be required to pay an additional rebate
(additional URA) if the AMP of a single-source or innovator
multiple-source product has increased from a baseline faster than
the Consumer Price Index – Urban (CPI-U).

Since January 1996, rebate amounts have been calculated for
each drug and strength (e.g., Lipitor 10 mg) according to the
following formula for all 50 states (except Arizona) and the District
of Columbia.

EXHIBIT III-3 Managed Care Enrollment as a 
Percent of Total Medicaid

100%

80%

60%

40%

20%

0%
1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004  2005

85.6% 76.8% 70.6%
59.9% 52.2% 46.4% 44.4% 44.2% 43.2% 42.4% 40.9% 39.3% 37.1%

14.4% 23.2% 29.4%
40.1% 47.8% 53.6% 55.6% 55.8% 56.8% 57.6% 59.1% 60.7% 63.0%

■■ Managed Care   ■■ Fee for Service

Source: CMS. Medicaid managed care enrollment report: summary statistics as of
June 30, 2005. DHHS. Available at http://www.cms.gov/MedicaidDataSourcesGenInfo/
Downloads/mmcer05.pdf Accessed September 23, 2007.
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• “Non-innovator” multiple-source products—11% of the AMP
per unit

• “Innovator” brand-name, single-source, or multiple-source
products—the sum of the following two components77:
1. Basic URA—The greater of (a) 15.1% of the AMP or (b) AMP
minus BP.
2. Additional URA—Divide the baseline AMP (AMP for the first
quarter after a drug’s market date) by the baseline CPI-U (CPI-U
for the month prior to the first quarter after a drug’s market
date), and multiply the resulting number by the quarterly CPI-U.
The following table in Exhibit III-4 illustrates the sum of the

basic and additional rebates.78

As a result of the Medicaid rebate law, pharmaceutical companies
no longer had an incentive to offer discounts to private-sector pur-
chasers of more than 15.1% of the AMP because those discounts
also triggered larger Medicaid rebates.

Physician-administered drugs are covered under the rebate pro-
gram; however, fewer than one-half of states surveyed by the DHHS

OIG collect rebates on these drugs. To collect the rebates, states
must identify the drugs by their NDCs and provide units-paid data
to the drug company. Unlike self-administered drugs, which are
typically billed to the state with NDCs, physician-administered
drugs are most often billed with HCPCS procedure codes.

States have been slow to introduce NDC requirements into
their physician claims systems, but are now required to do so
under the DRA. CMS’s final rule implementing the DRA mandates
state that, as of January 1, 2007, claims for physician-administered
single-source drugs must use NDC codes. On January 1, 2008,
claims for the 20 most expensive multiple-source drugs must also
comply.20

Many states have negotiated with manufacturers for supple-
mental rebates over and above the basic and additional URA
based on the position of products on state PDLs.79 In 2002, 4 states
collected approximately $0.3 billion in supplemental rebates.80

Payment of supplemental rebates is based on actual performance
relative to product market share growth—a similarity between
Medicaid PDLs and private-sector formularies. States’ reliance on
PDLs has increased substantially in recent years; now, almost all
states either have PDLs in place or are planning to introduce them.81

nn Bulk Purchasing Pools
Supplemental rebates can also arise from several states acting
collectively in one of several multi-state bulk purchasing pools.
Not all purchasing pools serve Medicaid programs. Medicaid sup-
plemental rebate agreements that arise from purchasing pool
arrangements must be approved by CMS.82

nn Reimbursement Methodology Prior to 2007
The Medicaid program has experienced a rapid increase in spending
for prescription drugs. In a 2004 study, the CBO found that the
average annual increase over 5 years was 18% and that the total
markup for the 5-year period increased by nearly 60%, rising from
$8.70 to $13.80 per prescription. Policy makers at both the federal
and state levels are revising reimbursement methodologies to
reduce Medicaid drug spending growth.83

The CBO has attributed much of the increase in the average
markup of prescription drugs to the use of relatively new generic
drugs. For those generic drugs that appeared on the market during
the study years, Medicaid reimbursed pharmacies on average
approximately $46 per prescription in 2002, of which about $14
went for the purchase of the drug itself. Pharmacies and whole-
salers retained the remainder, or markup, of nearly $32 per pre-
scription. By comparison, the markup on older generic drugs was
approximately $10 and was about $14 on brand-name drugs.83

Community pharmacy reimbursement typically includes both
drug and dispensing components. Following federal guidelines,
states reimburse pharmacies for Medicaid prescriptions on the
basis of an estimate of the ingredient cost of the drug (EAC) plus
a dispensing fee—both of which vary among the states. States

EXHIBIT III-4 Estimated Average Unit Rebate 
Received by Medicaid for 
Brand-Name Prescription 
Drugs 1991-2003

(As a percentage of average manufacturer price)

Basic Rebate
Additional 

Rebate Totala

2003 19.6 11.7 31.4

2002 19.9 10.5 30.4

2001 20.3 9.1 29.3

2000 20.2 8.8 28.9

1999 20.0 9.0 29.0

1998 19.9 8.3 28.2

1997 19.9 8.6 28.6

1996 20.5 7.6 28.0

1995 21.5 8.3 29.9

1994 22.6b * *

1993 24.2 * *

1992 25.4 * *

1991 20.3 * *

Notes: Average rebate percentages for each quarter are weighted by that quarter’s
volume of sales to Medicaid. The annual figures are four-quarter averages for each
year, exept as noted. All estimates are based on manufacturer-reported prices from
the Centers for Medicare and Medicaid Services.
* = estimate not available.
a. Basic and additional rebate estimates may not sum in totals because of rounding.
b. Represents the first two quarters only.

Source: Congressional Budget Office.
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determine how they will calculate EAC. In most states, the AWP
figures prominently into the formula.84

Costs for brand-name drugs that have no generic substitutes
(single-source drugs) are typically reimbursed at a rate equal to the
AWP minus about 10–15% plus a dispensing fee. The payment
formula is more complicated for many multiple-source drugs,
which include generic drugs and their brand-name counterparts.
These drugs are subject to a FUL when there are 3 or more inter-
changeable generic drug versions approved by the FDA (“Approved
Drug Products with Therapeutic Equivalence Evaluations,” Orange
Book) and the drug has at least 3 suppliers listed in current editions
of national compendia.85 Prior to January 1, 2007, the FUL was set
at 150% of the lowest published price of a therapeutically and bio-
logically equivalent drug.

States also have the latitude to set an upper boundary on reim-
bursement, or MAC, that differs from the FUL, as well as to set a
MAC for a multiple-source drug that does not yet have a federal
limit. Because of that flexibility and a desire to contain Medicaid
costs, some states have MAC programs that include more drugs than
are found on the federal list, and some states are also more aggres-
sive in setting price limits by setting MACs that are lower than FULs.

nnDeficit Reduction Act of 2005 (DRA) Changes Medicaid
Reimbursement Methodology
Responding to the CBO findings cited previously, Congress
changed the RP from “published price” (i.e., AWP) to AMP in the
DRA, effective January 1, 2007. The FUL reimbursement formula
is now 250% of the AMP for the LCA “when at least two suppliers
(e.g., manufacturers, wholesalers, repackagers, or relabelers) list the
drug in a nationally available pricing compendia” (emphasis
added).19 Previously, FULs were applied to multiple-source prescrip-
tion drugs that the FDA considered to have at least 3 therapeuti-
cally equivalent versions and at least 3 manufacturers or suppliers.

Prior to enactment of the DRA, AMP was an RP developed and
used only for Medicaid rebate calculations. In a significant public
policy shift, AMP has become an RP for reimbursement.

In CMS-2238-FC,20 CMS finalized the calculation of AMP at the
nine-digit NDC for the FUL calculation. In accordance with the
DRA amendments, CMS will no longer take the individual 11-digit
NDC and the most commonly used package size into consideration
when computing FUL.

The FUL will be established only by using an Orange Book “A”-
rated drug. However, CMS will continue its current practice of apply-
ing the FUL to all drug formulations, including those drug versions
not proven to be therapeutically equivalent (e.g., B-rated drugs).

The FUL is calculated by using the lowest AMP that is not less
than 30% of the next-highest AMP for that drug. If it is less than
30%, the FUL is calculated by using the next-lowest AMP. When
the FUL group only includes the innovator single-source drug and
the first new generic in the market, including an authorized
generic, the 30% rule would not apply.20

nn Revising AMP
In addition to substituting AMP for AWP in the FUL formula, the
DRA and CMS-2238-FC also changed the way that AMP is com-
puted by manufacturers, as well as requiring monthly and quarterly
calculations.

Medicaid rebate provisions in existence since 1990 defined
AMP as “the average price received by the manufacturer for the
drug in the United States from wholesalers for drugs distributed to
the retail pharmacy class of trade.” The statute has no definition of
“retail pharmacy class of trade.” CMS has issued guidance in the
past that has been superseded by the definitions in the final rule.
The final rule defines the “retail pharmacy class of trade” to include
sales to entities that dispense drugs to the general public, such as
chain and independent community pharmacies and mail order
pharmacies.

Pharmaceutical manufacturers, especially single-source drug
manufacturers, define retail class of trade as community phar-
macies, but typically exclude mail order pharmacies from the class.
Mail order pharmacies typically receive larger discounts from
manufacturers than are given to community pharmacies because
manufacturers believe they can more effectively impact drug
volume, drug market share, or both. As a result, Medicaid’s AMP
reimbursement to community pharmacies could result in under-
payment because it incorporates discounts that community phar-
macies do not receive.

Among the items included in the AMP calculation are all forms
of price concessions to entities within the retail pharmacy class of
trade, as well as all fees except those paid for bona fide services.
Bona fide service fees mean fees paid by a manufacturer to an entity
that represent fair market value for a bona fide, itemized service
actually performed on behalf of the manufacturer that the manu-
facturer would otherwise perform (or contract for) in the absence
of the service arrangement and that are not passed in whole or in
part to a client or customer of an entity, whether or not the entity
takes title to the drug.

Excluded from the AMP calculation are (partial list): customary
prompt-pay discounts defined as “discounts off the purchase price
of a drug routinely offered by the manufacturer to a wholesaler for
prompt payment of purchased drugs within a specified time;” sales
to federal programs other than Medicaid; sales to LTC facilities,
including nursing home pharmacies; and direct sales to hospitals,
HMOs, and wholesalers in which the drug is relabeled under that
distributor’s NDC number. A more complete list of the compo-
nents of the revised AMP calculation is found in Exhibit II-1.

For bundled sales, AMP (and BP) must be adjusted. A bundled
sale is defined as “an arrangement regardless of physical packaging
under which the rebate, discount, or other price concession is con-
ditioned upon the purchase of the same drug or drugs of different
types (that is, at the nine-digit NDC level) or some other perform-
ance requirement (for example, the achievement of market share,
inclusion or tier placement on a formulary) or where the resulting
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discounts or other price concessions are greater than those which
would have been available had the bundled drugs been purchased
separately or outside of the bundled arrangement.”20 This definition
expands the existing definition of bundled sale in several respects,
including extending a “bundle” to discounts conditioned on pur-
chases of a different package size of the same drug. Manufacturers
are required to allocate discounts proportionately to the dollar
value of the units of each drug sold under a bundled arrangement.
For bundled sales in which multiple drugs are discounted, the
aggregate value of all discounts in the bundled arrangement is pro-
portionately allocated across all of the drugs in the bundle.

nn Public Access to AMP
Historically, AMP has been treated as proprietary and confidential
information by manufacturers and the government. One of the
more far-reaching effects of the DRA was to open that data to the
public on an ongoing basis. The first monthly AMP reporting
period under the new regulation is October 2007. Later in the
year, CMS will begin publishing the following information on a
public Web site: labeler code, product code, package size code,
calendar month and year of the most recently reported AMP, and
AMP per-unit per-product code for the month and year covered
based on sales. If a drug is distributed in multiple package sizes,
only one weighted AMP will be posted for the product and will be
the same for all package sizes, which will have very significant
implications for brand-name and generic manufacturers.
• Brand-name manufacturers may see states and perhaps even

private payers move to replace AWP and WAC with AMP as the
benchmark price for brand drug reimbursement. Because AWP
and WAC were the only prices readily accessible by payers,
they have continued to use it despite its flaws. AMP has the
advantage of being closer to the actual selling price and subject
to government sanction for reporting errors.

Pharmaceutical contracts between manufacturers and private
purchasers are likely to result in lower negotiated prices, with
AMP replacing WAC as the benchmark in part because the full
measure of Medicaid and other government discounts will be
more transparent to private purchasers.

• Generic manufacturers are concerned that the intention of CMS
to publish manufacturer-specific AMPs for generic drugs rather
than a blended AMP for all drugs in the class will create a
downward price spiral that could threaten the viability of the
generic industry. At the very least, lower generic drug prices are
likely to result for Medicaid and other public purchasers linked
to Medicaid pricing.

Public Health Service (PHS) 340B Program

nn Background
One avenue of federal funding that is generating attention is the
340B program, which was established by the Veterans Healthcare

Act of 1992. The primary objective of 340B is to provide access to
outpatient medications at discounted rates to federal purchasers and
certain grantees of federal agencies that provide care to vulnerable
populations.

The Medicaid rebate program requires that the manufacturer of
a drug must pay a rebate to Medicaid based on the manufacturer’s
“best price” for that drug. As a result, pharmaceutical companies
ended deep discounts in the non-Medicaid market to avoid estab-
lishing even lower “best prices.” When manufacturers began to
raise their prices, Medicaid savings achieved through the rebate
program were offset by increased government spending on drugs
purchased by other federal- and state-supported providers. To
correct this situation, Congress enacted Section 340B of the
Public Health Service Act in November 1992, which requires
pharmaceutical manufacturers participating in the Medicaid pro-
gram to enter into a second agreement to provide discounts on
covered outpatient drugs purchased by specified government-
supported facilities, called “covered entities,” that serve the nation’s
most vulnerable patient populations.86

The 340B program is administered by the Pharmacy Affairs
Branch, which is located within the Health Resources and Services
Administration (HRSA) within the DHHS.87

nn Covered Entities
The definition of covered entities includes certain high Medicaid
(disproportionate-share) hospitals, as well as specified federal
grantees including certain federally qualified health centers
(FQHCs); FQHC “look-alikes;” state-operated acquired immuno-
deficiency syndrome (AIDS) drug assistance programs; Ryan White
Comprehensive AIDS Resource Emergency (CARE) programs; tuber-
culosis, black lung, family planning, and sexually transmitted disease
clinics; hemophilia treatment centers; public housing primary care
clinics; homeless clinics; urban Indian clinics, and Native Hawaiian
health centers. Over 10,000 participating covered entity sites and
close to 600 pharmaceutical companies are affected by the law.

nn Payment
Covered entities are entitled to receive 340B discounts on all
covered outpatient drugs, regardless of the patient’s payer status
and whether the drug is intended for self administration or admin-
istration by a clinician. The 340B discount is equal to the AMP
reduced by a rebate percentage that is equivalent to the Medicaid
rebate amount. Covered entities receive a minimum discount of
15.1% for brand-name prescription drugs and 11% for generic
and over-the-counter (OTC) drugs. They are entitled to an addi-
tional discount if the price of the drug has increased faster than the
rate of inflation. In addition, covered entities are free to negotiate
discounts that are lower than the maximum allowable statutory
price. A drug purchased under Section 340B and dispensed to a
Medicaid beneficiary is not subject to both a 340B discount and
a Medicaid rebate.
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Based on several price comparison studies, 340B prices are, on
average, between 45% and 50% of AWPs. Another survey found
340B prices to be 24% lower than prices available to GPOs.86

Section 340B prohibits the resale or transfer of discounted out-
patient drugs to anyone other than a patient of the covered entity.
Manufacturers have the right to audit the records of the covered
entities to protect against diversion.

nn Impact of Coding on Payment
For pharmaceuticals dispensed through retail and mail order
pharmacies, coding using NDC numbers is the link to payment of
the correct amount. In these settings, coding is seldom used to
implement payment policy; filing a claim with the correct NDC
code is a straightforward mechanical process for obtaining payment
for that product.

Yet for drugs administered in outpatient treatment settings such
as physician offices and HOPDs, coding can be a critical component
of the payment equation. Typically, these products are infused,
injected, or implanted by a physician, nurse, or other clinician
licensed to perform the procedure. Payments for these products
are sometimes determined by their NDCs, but they are more often
determined by HCPCS Level II drug codes (primarily “J-codes”).

HCPCS codes are created and managed by CMS. Medicare,
Medicaid, and many private payers use HCPCS codes to determine
payment for drugs that are covered under the medical benefit

(Medicare Part B). Private health plans are gradually moving to
replace their HCPCS systems with NDC codes, but as of this
writing, HCPCS codes are used by the majority for medical benefit
drugs. CMS has also directed state Medicaid agencies to utilize the
NDC for physician and other provider billings and payments.

Impact on ASP Payment
HCPCS Level II codes for clinician-administered (Medicare Part B)
drugs are assigned, revised, and managed by CMS. A drug without
an appropriately descriptive HCPCS code faces major obstacles for
reimbursement by Medicare and the many other government and
private payers who also use HCPCS codes for payment.

HCPCS codes are generally revised once per year, effective
January 1. New products launched since inception of the previous
code list are assigned to existing codes unless the new product (1)
“performs a significantly different function” or (2) “operates differ-
ently” and evidences a “significant therapeutic distinction” from
currently coded products. If the new product is launched at a
higher price than the therapeutic alternatives, its payment will be
lowered by the weighted average prices of the other products in
the group. Likewise, payments for all other products will increase
slightly because of the new product’s higher price. When a provider’s
choice of product is influenced by the margin, the net effect can be
to make the older products more economically attractive.

Private Purchasers

nn Overview
Private purchasers (also known as “payers” and “plan sponsors”)
provide the bulk of health insurance coverage in the United States
for those under the age of 65. However, as shown in Exhibit III-1,
implementation of the Medicare Part D pharmacy benefit has
resulted in a significant shift in funding from private purchasers
and Medicaid to the Medicare program for eligible populations.
Most privately insured Americans obtain care through relatively
open provider network arrangements, such as PPOs and managed
care point-of-sale (POS) plans.

nn Share of Market by Type of Purchaser
As of 2005, almost 68% of Americans under the age of 65 were
enrolled in privately sponsored health care insurance, of which
approximately 88% was employer based, and the balance was
direct purchased (see Exhibit III-5).88

nn Structure of Privately Sponsored Health Coverage
The Kaiser Family Foundation/Health Research and Education
Trust (KFF/HRET) annual employer survey demonstrated that, in
2006, 3% of covered workers were enrolled in conventional insur-
ance plans, 20% in HMOs, 60% in PPOs, 13% in POS plans, and
4% in high-deductible health plans associated with savings options
(HDHP/SO).89

EXHIBIT III-5 Coverage by Type of Health
Insurance 2004 and 2005

* Statistically different at the 90-percent confidence level.
Source: U.S. Census Bureau. Income, poverty and health insurance coverage in the 
U.S.: 2005. August 2006. Available at: http://www.census.gov/prod/2006pubs/p60-
231.pdf. Accessed September 4, 2007.
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Employer-sponsored coverage for beneficiaries enrolled in these
plans may be fully insured or self insured (also referred to as
“self funded”) and governed under federal legislation known as the
Employee Retirement and Income Security Act (ERISA) of 1974.90, 91

As shown in Exhibit III-6, the prevalence of self insurance varies
with employer size. Overall, 55% of covered workers are in self-
insured plans.

Self-insured employers may self-administer some or all of the
provision of health benefits for their beneficiaries including “carv-
ing out” pharmacy benefits, making decisions regarding benefit
coverage, deciding coverage exceptions, and defining provider net-
works. In addition, self-insured employers are exempt from state-
based coverage mandates. In contrast, employers that offer fully
insured health coverage are removed and insulated from these
operational decisions, having delegated them to a health plan
through the purchase of insurance, but they are subject to state-
based coverage mandates.

nn Benefit Design
Less uniformity and transparency can be found in the benefit
designs and provider arrangements of private purchasers than in
public payer programs, discussed earlier in this section. Drug
manufacturers’ pricing toward and relationships with private-sector
providers and private payers are believed to be more variable than
in the public sector, but are generally opaque to outside view.
These factors outline the highly complex private-sector market-
place in which prescription drugs are available.

Private purchasers use the benefit design to impact payment for
all forms of pharmaceuticals. Benefit design can be used to deter-
mine payment levels in several ways:
• Whether and how a drug is “covered” for a given patient. A

non-covered drug may not be subject to price determination
according to a payer–provider contract.

• Under which part of the insurance benefit (e.g., medical, phar-
macy) the drug will be paid and, within these broad categories,
whether it will be “carved in” or “carved out” under a sub-ben-
efit (e.g., mental health, home health).

• The type and amount of the patient’s cost-sharing responsibility
and whether it will be a coinsurance percentage or copayment
dollar amount.

• Whether there is a deductible and/or a maximum annual payable
amount for the pharmacy benefit.

nn Use of Formularies
A formulary is a list of covered drugs chosen by a health plan or a
PBM’s pharmacy and therapeutics committee based on effectiveness,
safety, and cost considerations. Many health plans have tiered
formularies, with drugs categorized by copayment or coinsurance
levels. A copayment is a fixed dollar-amount payment; coinsur-
ance is a fixed percentage of drug cost. These copayment and
coinsurance levels are intended to incentivize a shift in utilization,
often from expensive brand-name drugs to less expensive, thera-
peutically equivalent generic and therapeutic alternatives.

From health plan and PBM perspectives, formularies are used
as tools to manage care and cost. By placing a drug on its formulary,
the PBM or health plan may have increased leverage with the
manufacturer of that drug and with manufacturers of drugs that
may be therapeutically equivalent to it. By creating the ability to
steer utilization toward a particular drug that has clinical equiva-
lence to others in the class, the plan can offer a drug manufacturer
a higher market share in exchange for a lower price or a higher
rebate that also achieves a lower price. A formulary with fewer
clinically therapeutic alternatives in a preferred tier or larger
patient-based financial incentives will increase this leverage.

Because a formulary listing may affect the sales of a branded
drug, pharmaceutical manufacturers compete to ensure that
their products are preferentially included on these formularies.
This typically includes an offer of payments to PBMs to obtain
formulary status and/or rebates for market share targets
achieved through PBM community pharmacy networks.92 Often,
product national market share is the baseline that must be
exceeded, the assumption being that the pharmaceutical company
did the work to get the product to the national market share and
the PBM or health plan did the work to move product market
share beyond the national market share.93

For these reasons, formularies, formulary tiering, tier-based
copayments, and coinsurance levels are some of the most important
benefit design features in use today to customize reimbursement
and determine patient financial responsibilities for specific drugs.94

Purchasers’ use of formularies appears to have reached a saturation
point at 92%, according to one recent survey, up from 54% of
respondents in 1995 and 74% of respondents in 1999.95

Although drug formularies involve the contracted pharmacies
within a purchaser’s administration, pharmacies are typically not

EXHIBIT III-6 Percentage of Covered Workers in 
Partially or Completely Self-Funded 
Plans by Firm Size, 1999-2006*

* Test found no statistical difference from estimate for the previous year shown at p < .05.
Source: KFF/HRET. Employer health benefi ts. 2006 annual survey.  Available at: 
http://www.kff.org/insurance/7527/upload/7527.pdf. Accessed September 4, 2007.
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EXHIBIT III-7 Distribution of Covered 
Workers Facing Different 
Cost-Sharing Formulas for 
Prescription Drug Benefits

* Distribution is statistically different from distribution for the previous year shown at 
p < 05. No statistical tests were conducted between 2003 and 2004 due to the addi-
tion of a new category.
Note: Fourth-tier drug cost-sharing information was not obtained prior to 2004.
Source: KFF/HRET. Employer health benefi ts. 2006 annual survey.  Available at: 
http://www.kff.org/insurance/7527/upload/7527.pdf. Accessed September 4, 2007.
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EXHIBIT III-8 Among Covered Workers Facing
Prescription Drug Copayments, 
Average Copayments, 2000 - 2006

* Estimate is statistically different from estimate for the previous year shown at p < 05.
‡ Fourth-tier drug copayment information was not obtained prior to 2004.
Source: KFF/HRET. Employer health benefits. 2006 annual survey.  Available at: 
http://www.kff.org/insurance/7527/upload/7527.pdf. Accessed September 4, 2007.
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involved in decision-making regarding formulary content or copay-
ment amounts and generally do not share in the economic rewards
of these programs.

nn Drug Formulary Types, Structure, and Prevalence
Formularies typically have 3 or 4 tiers, with generic drugs often
placed in the first tier, preferred brand drugs placed in a second tier,
and non-preferred brand drugs placed in a third tier. If the formu-
lary has a fourth tier, it is usually reserved for expensive injectable
and specialty drugs and would have the highest copayment amount
or coinsurance percentage. Exhibit III-7 demonstrates that, since
2000, an increasing percentage of insured workers are in plans with
3- and 4-tiered formularies rather than 2-tiered formularies.

Exhibits III-8 and III-9 show the prevalence of tiered formularies
plus the average patient copayment amounts and coinsurance per-
centages associated with those tiers. Note that patient cost-sharing
amounts have steadily increased since 2000.

nn Formulary Control Mechanisms
PBMs and health plans may have only one drug formulary, but
apply different benefit designs and utilization management tools to
it to accomplish their customers’ objectives. There are 3 primary
types of drug formulary benefit designs: incentive, open, and
closed. A recent survey showed that 82% of employers relied on

incentive formularies, 16% relied on open formularies, and only
2% used closed formularies.95

Prior to the introduction of pharmacy benefit designs that
added financial incentives (copayment tiers) for members to use
preferred drugs, only 2 formulary types were tied to benefit design:
open and closed. An open formulary allows prescribers and mem-
bers to use non-formulary drugs without financial penalty. Open
formularies typically have a single copayment amount regardless
of drug type (brand or generic) or a 2-tiered copayment structure
(one for brand and one for generic). A closed formulary commonly
requires preauthorization for non-formulary drugs and sometimes
involves a financial penalty for the patient. Health plans with
closed formularies, particularly staff model health plans, often
cover non-formulary drugs only by exception.96 In these scenarios,
members must pay the full retail price if they purchase a drug that
is not listed on the formulary. Plans with closed formularies often
have an appeals process to address special circumstances in which
non-formulary drugs may be used.97

The third benefit design type applied to drug formularies is the
incentive method, sometimes referred to as “selective” or “partially
closed,” containing a drug list in which some drug categories are
restricted or closed without reimbursement for non-formulary
drugs unless proven medically necessary via PA. More recently,
multiple copayment–tiered (incentive) formularies emphasize full
choice, but often create significant financial incentives in the form
of high copayment/coinsurance (e.g., $50 or 50%) for the use of
non-formulary drugs.
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nn Use of Coinsurance Instead of Copayment
In contrast to copayments in which a flat dollar amount (or series
of different amounts based on tiers) is established for a drug claim,
coinsurance establishes a percentage of the allowed drug cost as the
patient’s responsibility. Tiered coinsurance rates are sometimes estab-
lished for brands and generics or for preferred and non-preferred
drugs. Copayment and coinsurance approaches differ in that coin-
surance amounts are automatically larger for more expensive drugs.

Because beneficiaries pay a higher share of more expensive drugs,
one advantage for payers of a coinsurance approach over copay-
ments is that they are more sensitive to the actual cost of the drug
and therefore more receptive to considering lower-cost alternatives.
Also, some plan managers choose this approach because coinsur-
ance increases automatically as the cost of drugs increases, eliminat-
ing the need to continually adjust copayment amounts upward over
time—a step that can contribute to member dissatisfaction.

One concern with the coinsurance design is that it is likely to
be based on a price that may not be the final transaction price.
Coinsurance is based on the health plan- or PBM-negotiated retail
transaction price, usually before any rebates are taken into
account. If the final paid amount is reduced by rebates or other
considerations outside the retail transaction, then the beneficiary’s
share of the payment is actually higher than the nominal coin-
surance amount. In addition, coinsurance may be less popular with
patients because the amount owed is unpredictable.

nn Prescription Drug Rebates
Two fundamental concepts surround drug manufacturer rebates.
First, rebates amount to a reduction in drug price that occurs after
the drug is dispensed, whereas price discounts are obtained as part
of the acquisition of the drug. Second, rebates can be categorized
as (a) “access” fees for formulary status that are generally calculated
as a simple percentage of the WAC or direct price of the drug (e.g.,
2–5%) or (b) volume-based (“performance”) rebates that are based
on the number of units of the drug dispensed by NDC number.

The link between drug formulary tiers and manufacturer
rebates is important in understanding the true net program cost of
a drug. Rebates may be based on utilization of a specific drug by
enrollees of a health plan or PBM or based on the market share of
that drug compared with other drugs in a therapeutic class. In
some cases, they are based on changes in the share of drugs rather
than the absolute share. Rebates may also be based on inclusion of
a drug on a restrictive formulary. The rebate provides the purchaser
(or its contracted intermediary, such as a PBM or health plan) with
an incentive to put the drug on the second (preferred brand) tier
rather than the third (non-preferred) or higher copayment tier. The
purchaser may also have an incentive, negotiated or operational, to
limit the number of other products in the same therapeutic class
assigned to the preferred copayment tier so as to increase the unit
rebate for one preferred drug.

Although health plans and PBMs (with the exception of those
with mail order or specialty pharmacies) often do not take posses-
sion of drugs, drug manufacturers pay rebates directly to them
based on performance with the volume, share, formulary place-
ment, and other terms, generally on a quarterly basis. Specific
information on rebate agreements and amounts are considered to
be proprietary information.

More generous rebates are often available for branded drugs
that treat conditions for which an alternative therapeutically equiv-
alent generic or brand-name treatment is available. Large rebate
percentages are less likely to be offered for new or breakthrough
drugs because manufacturers perceive no need to negotiate prices
to obtain favorable formulary status for these products. Rebates are
also less likely for generic or brand-name drugs when generics
have been available for a long period of time.

The extent to which drug manufacturer rebates are shared
between PBM, health plan, and purchaser is a matter of considerable
attention and debate. As intermediaries between employers or health
plans and pharmacy providers, PBMs vary in the extent to which
rebates are shared with client purchasers. The amount shared
depends on negotiation of all variables in the contract between
employer and PBM, including variables such as retail pharmacy net-
work discounts and administrative fees. For example, an employer
may desire to pay a higher administrative fee and receive more
rebates or pay a lower administrative fee and share lower rebates.98

Rebates and other price concessions to health plans and PBMs
have no direct impact on payments to contracted pharmacies.

EXHIBIT III-9 Among Covered Workers Facing
Coinsurance for Prescription Drugs,
Average Coinsurance, 2000 - 2006

* Estimate is statistically different from estimate for the previous year shown at p < 05.
‡ Fourth-tier drug coinsurance information was not obtained prior to 2004.
Note: Averages do not include covered workers who do not have a coinsurance for 
prescription drugs.
Source: KFF/HRET. Employer health benefits. 2006 annual survey.  Available at: 
http://www.kff.org/insurance/snapshot/chcm050206oth.cfm. Accessed September 4, 2007.
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However, in an AMP- or ASP-benchmarked system in which pay-
ment is a markup on one of these benchmarks, rebates and other
price reductions that lower the overall reportable selling price also
lower the pharmacy’s allowable cost and net margin of profit
(assuming that the dispensing fee remains constant).

nn Prescription Drug Bundling
CMS defines a bundled sale as “an arrangement regardless of
physical packaging under which the rebate, discount, or other
price concession is conditioned upon the purchase of the same
drug or drugs of different types (that is, at the nine-digit National
Drug Code (NDC) level) or some other performance requirement
(e.g., the achievement of market share, inclusion or tier placement
on a formulary), or where the resulting discounts or other price
concessions are greater than those which would have been avail-
able had the bundled drugs been purchased separately or outside
the bundled arrangement.”20

Some manufacturers have preferred to negotiate on a bundle of
drugs, using their breakthrough drugs as leverage to get others on
formularies, while health plans and PBMs prefer a drug-by-drug
negotiation.99 An example of bundling involves products in 2 ther-
apeutic classes. In one drug class are several equally efficacious
generic or therapeutic alternatives, including the manufacturer’s
product. In the other drug class, the manufacturer has a product
with a significant clinical or therapeutic advantage over competing
drugs. In this latter drug class, the superior product’s manufacturer
may not offer a significant rebate or other price concession on the
product alone. But the manufacturer may bundle the superior
product with another of its products that is more easily substituted,
providing a significant rebate on both in exchange for preferred
brand status for both.

nn Patient Expenditures for Pharmaceuticals
The Milliman Medical Index 2007 states that, for a typical American
family of 4 covered by an employer-sponsored PPO program, a
patient’s out-of-pocket cost share for prescription drug costs is
approximately 24.5% (Exhibit III-10). According to the Index, the
actuarial value of annual pharmacy cost for a family of 4 in this sce-
nario is $2,081; therefore, the average annual family cost share for
prescription drugs in 2007 is $510.3

If the average family with PPO coverage has less than 25% out-
of-pocket cost sharing for prescription drugs, Americans with
other types of coverage have a much higher overall level of cost
sharing, as shown in Exhibit III-11.

Medicare beneficiaries covered under the Part D drug benefit
also face significant cost sharing: “We estimate that quarterly out-
of-pocket payments for a Part D enrollee with average prescription
spending will vary from a low of $163 in the second and third
quarters of 2006 to a high of $590 in the fourth quarter of 2007.
By contrast, the average beneficiary in the high spender cohort is
projected to face quarterly out-of-pocket payments that vary from

EXHIBIT III-10 Milliman Medical Index Consumer 
Share of Medical Costs for Family 
of Four Covered by an Employer-
Sponsored Preferred Provider 
Organization Program

Source: Milliman Inc. Milliman Medical Index 2007. May 2007. Available at: http://
www.milliman.com/expertise/healthcare/products-tools/mmi/pdfs/milliman-medical-
index-2007.pdf. Accessed August 26, 2007.
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EXHIBIT III-11 Average Share Paid Out-of-Pocket 
by People with Health Spending, 
by Type of Service, All People, 2003

Source: Kaiser Family Foundation. Distribution of out-of-pocket spending for health 
care services. May 2006. Available at: http://www.kff.org/insurance/snapshot/
chcm050206oth.cfm. Accessed September 4, 2007.
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$401 in the second quarter of 2008 to $1,391 in the third and
fourth quarters of that year. Finally, the average catastrophic
spender is projected to face out-of-pocket obligations that range
from a high of $2,276 in the second quarter of 2006 to a low of
$95 in the fourth quarter of 2007.100

Uninsured and underinsured patients may save on the purchase
of prescription drugs in several ways. A relatively new Internet-
based offering is the reverse auction, in which “participating,
licensed pharmacies compete to provide the required prescription
at the lowest total price.”101 One analysis reports that purchasing a
60- to 90-day supply, comparison shopping, and pill splitting are
ways in which cash patients can “save 96% on a cardiovascular
drug.”102

Some cash patients have used drug importation to reduce pre-
scription drug cost, despite quality concerns. For example, 2 key
findings of the DHHS Task Force on Drug Importation are: “There
are significant risks associated with the way individuals are cur-
rently importing drugs; and it would be extraordinarily difficult
and costly for ‘personal’ importation to be implemented in a way
that ensures the safety and effectiveness of the imported drugs.”103

According to a CBO report, “Average prices for patented drugs
in other industrialized countries are 35 to 55 percent lower than in
the United States.” However, “while an individual can fill a pre-
scription in another country and realize savings reflecting the full
difference in price, the same would not be true for the health care
system as a whole.”102 Another government report states that “U.S.
drug buyers—families, HMOs and insurance companies, etc.—
may get a discount much less than the full difference between U.S.
prices and foreign prices. U.S. drug buyers may obtain discounts
of only 20% or less, with the rest of the difference between U.S.
and foreign prices going to commercial importers that find less
expensive drugs abroad and import them in compliance with
applicable safety regulations.”103

nn Relationship of Provider to Payment Methodology
Payment methodology varies by provider type in the private sector
as it does in the public sector. In the private sector, however,
payment methodology is far more variable than in the public
sector. Because payment methodologies are held in confidence by
the contracting parties, little is known publicly about individual
payment arrangements, how these arrangements compare across
provider types, or trends in these arrangements over time.

Community Pharmacy
A community pharmacy is generally paid on the basis of a percent-
age markup or markdown on a benchmark, typically AWP or WAC
for single-source brands. Payment is usually subject to a purchaser-
defined MAC schedule for multi-source products and includes a
fee for professional services, including dispensing. Some purchasers
make an additional payment to the community pharmacy for
work in gaining substitution of a preferred product when a non-

preferred product was prescribed. Purchasers may also offer pay-
ment to community pharmacies for the provision of medication
therapy management or disease management services. A Fall 2005
employer survey showed that average community pharmacy
brand reimbursement was AWP minus 15% and that average mail
service brand reimbursement was AWP minus 21.9%.95

Providers of Specialty Injectables
Drug payment for specialty injectables, as well as beneficiary cost-
share responsibility for these products, depends on the benefit under
which the injectable is covered as well as the provider dispensing
or administering the product. Specialty injectables—including self-
administered and office-administered injectables—may be included
in a payer’s pharmacy benefit and/or covered through the medical
benefit as shown in Exhibit III-12. When covered under the phar-
macy benefit, injectables are subject to payers’ drug formularies, as
with other pharmaceuticals paid through that benefit. Most medical
benefits lack the legal language or systems capability to support
product preferencing, which inhibits generic or rebate possibilities.

One study found that 64% of injectables covered under the
pharmacy benefit were subject to a tiered copayment differential in
2005 and 36% were not, including 6% with a zero copayment.20

In contrast, only 15% of HMO plans and 15% of PPO plans
surveyed in 2005 applied separate cost-sharing (either copayment
or coinsurance) requirements to injectables covered under the
medical benefit.

Purchasers contract with several types of specialty injectable
providers. For the medical benefit, providers typically include

EXHIBIT III-12 Coverage of Injectables: 
Pharmacy vs. Medical Benefit

* Offi ce-administered is 0% for 2004 and 2005.
Source: Serono injectables digest, 2nd edition. Rockland, MA: Serono, Inc.; 2006.
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office-based physicians, outpatient hospital, and home health
agencies, while pharmaceutical benefit providers typically include
community, mail order, and specialty pharmacies.

Payment formulas typically differ for these providers. In 2005,
average payment ranged from a high of AWP minus 7% for an out-
patient hospital to a low of AWP minus 16% for specialty pharma-
cies, with physician offices receiving AWP minus 8%. In this sur-
vey, home health pharmacies dispensing specialty pharmaceuticals
received AWP minus 11% and community pharmacies received
AWP minus 14% for dispensing these products.105

Hospital Inpatient and Outpatient
Because per diem and prospective payment are the most frequently
used payment methodologies in these settings, separate payment
for drugs in the inpatient hospital setting seldom occurs. However,
most hospital outpatient drugs are separately reimbursed if they
exceed a predetermined cost threshold, which is negotiated
between the hospital and the payer.

Physician Office Drugs
Unless the physician has entered into a capitation arrangement,
most physician-administered drugs are separately reimbursed. The
failure of several physician practice management organizations
(organizations that own or manage physician practices) in the late
1990s may have been partly due to drug risk in the face of double-
digit cost increases during this time period.106 Medical group
capitation with limited drug risk continues, but is not common.107

A concept proposed by Prometheus Payment—that of physician-
based, severity-adjusted, evidence-based case rates—may soon be
tested, but case rates will not initially include prescription drugs.108

Outside of staff model health plans as of 2003, office-administered
drugs were typically paid on an FFS formula, with AWP as a
common basis and formulas ranging from AWP plus 10% to AWP
minus 20%.109

In a survey conducted during 2005, the average physician
reimbursement rate for specialty drugs was AWP minus 8%.105 This
survey found that 7% of health plans reimburse unspecified J-code
agents at full AWP, 27% reimburse at a percentage of billed
charges, 30% reimburse at a percentage off the AWP, and 1% reim-
burse at a percentage plus AWP. In another 2005 survey, average
physician “buy and bill” reimbursement for specialty drugs was
AWP minus slightly more than 15% and, by 2007, the average
payment declined to AWP minus 19%.110

ASP-based payment is being introduced for oncology drugs by
some payers and is being considered for other therapeutic areas. A
recent study states that 36% of surveyed payers use an ASP-based
methodology for oncology. Of the payers using ASP, 51% based their
reimbursement on ASP plus 6%, and 27% reported rates between
ASP plus 9% and ASP plus 18%.111

For cost-control reasons, private payers are increasingly requiring
direct supply of physician office drugs by a specialty distributor

under contract with the payer. In this scenario, the physician does
not buy and bill for the drug, but rather the drug is shipped to the
physician office by the supplier who bills the payer a negotiated
price. The physician bills only for the professional services required
to administer the drug.

Home Health
Private purchasers pay home health professional services on a per-
visit basis, while prescription drugs administered in the home setting
are paid separately to home-infusion pharmacies on a per diem112

or FFS basis.
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IV. How Products, Services, and Payments Flow Through Channels of Distribution

Introduction

The complexity of drug payment results in part from the fact
that distribution, related services, and payment vary with
each payer type. As such, each should be individually

examined—a daunting task at best.
Variance in the basic structure of relationships between payer,

purchaser, and provider has led to inconsistent use of nomencla-
ture to describe these situations. This Guide will briefly consider
the variability in meaning and use of terms related to the entity
who pays for health care services by using words such as final
payer, payer, purchaser, plan sponsor, and intermediary.

For example, consider the distinction between the terms “final
payer” and “intermediary.” The former may refer to an employer or
government entity that ultimately pays for health care services and
the latter to a company contracted to the final payer to perform
certain tasks such as provider contracting, provider network man-
agement, and claims payment.

From the perspective of a contracted provider, the intermediary
may be the final payer if it is a health plan and the program is a
fully insured health benefit. Alternatively, the intermediary may
subcontract to another entity that, depending on the payment terms,
providers may view as the final payer. Many entities are often
involved in a contractual chain; therefore, from a provider per-
spective, it is often not clear what role each of these entities plays.

For this reason, the Guide uses the term “purchaser” without
attempting to tease out the many possible variations that this
term may connote under different circumstances. Also, the Guide
attempts to reduce complexity by describing payer distribution
characteristics that are important to understand as a basis and
then depicting the flow of products, services, and payments in 4
important situations. Payment flow varies by stakeholder.

Class of Trade

The AAC paid by providers for drugs may vary between providers
in different COTs and between providers in the same COTs.113 AAC
disparities are due to the availability of different price concessions
to providers in different COTs, the procurement pathway that a
drug takes through the channels of distribution, and the extent to
which providers are able to take advantage of or meet the criteria
for offered price concessions. Examples of price concessions include
prompt-pay discounts as well as volume-based, market share target,
or bundled price concessions.

Some types of price concessions may be offered to all COTs,
such as those based on prompt pay and purchase volume; for
brand products, a manufacturer may offer other price concessions.
Offer of these price concessions may reflect physician, health plan,
or PBM agreements to prescribe or develop benefits or policy
based on a drug’s functional or therapeutic equivalence and the
extent to which price concessions will influence formulary position,

copayment/coinsurance levels, access controls, and/or market share.
For example, as a result of differential access to price concessions,
medical offices that purchase office-administered drugs will often
pay some of the lowest prices, while community pharmacies,
including high-volume chain pharmacies, will often pay some of
the highest prices.

Stakeholders in the Channels of Distribution

The following charts depict the flow of drugs, dollars, and services
in the U.S. health care system within the context of 4 important
distribution channels:
• Pharmacy benefit (other than Medicare prescription drug benefit),
• Medicare prescription drug benefit,
• Hospital inpatient and outpatient, and
• Medical office.

Each of these channels is represented in schematic drawings
shown in Exhibits IV-1 through IV-3 and Exhibit IV-6. Key
stakeholder relationships in these situations are highlighted, and
the first instance of each stakeholder relationship is shown but
not repeated in other schematics. The relationships within each
schematic are described below.

B A self-insured and self-administered private-sector or govern-
ment purchaser may carve out pharmacy benefits from the overall
health plan and contract directly with a PBM for their provision.

A survey conducted by Hewitt Associates in 2005 suggested
that only 5% of self-insured employers provide “a customized
design” or “build-your-own” plan for prescription drugs.114 This
suggests that while employers could be instrumental in customiz-
ing their contracted pharmacy benefit programs, few choose to do
so, instead deferring to vendors’ standard offerings. However,
anecdotal reports suggest that there may be an increase in this self-
insured employer activity.

With the exception of Medicare Part D (see Exhibit IV-2), PBMs
do not take risks for prescription drug cost and utilization. Drugs
supplied through pharmacies based on a PBM contract are paid on
a negotiated basis, and the contract formula typically centers on
AWP, WAC, or pharmacy U&C. PBM contractual elements may
include  performance guarantees, rebate share, and administrative
services (such as claims adjudication, network management, drug
utilization review, member communication, and member ID cards).

In recent years, specialty drugs have been an increasing concern
to payers due to their high cost, high year-over-year trend,115 and
the robust pipeline of biotechnology products in clinical trials that
may exhibit similar cost patterns. Despite payer concerns, a recent
survey suggests payer willingness to compensate (via lower dis-
counts on AWP) various levels of specialty pharmacy service above
simple dispensing.116 These specialty pharmacy providers may also
receive payment for services from manufacturers now defined as
bona fide service fees.

C Employers may purchase a premium-based (insured) benefits
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package from a health plan that includes prescription drug coverage.
By doing so, the payer delegates full financial risk to the health
plan for provision and management of the benefit. Self-insured
employers assume this financial risk themselves and pay health
plans or PBMs an administrative fee for the provision and manage-

ment of the benefit, which is called an administrative services
contract. Insurers retain all rebates for their insured business and
share rebates with self-insured customers at an amount negotiated
as part of all such agreements.

State Medicaid programs may contract with health plans

EXHIBIT IV-1 Pharmacy Benefit (other than Medicare prescription drug benefit)
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(MCOs) for their beneficiaries (managed Medicaid), including pro-
vision of prescription drugs. While the drug portion of the premi-
um may now reflect EAC pricing, Medicaid adoption of AMP is
likely to reduce this amount. Drug sales for state Medicaid benefi-
ciaries enrolled in health plans are not subject to statutory rebates.117

A self-insured employer may participate in a GPO that can
build preferred relationships with vendors, including PBMs, mail
order, and specialty pharmacies, based on price concessions,
services, and service guarantees. The Human Resource Policy
Association’s Transparency in Drug Purchasing Solutions (TIPPS)
initiative is an example of such an organization.118

D A health plan or third-party administrator (TPA) may contract
with a PBM to provide pharmacy benefits to beneficiaries. The
drug payment basis is typically a percentage of AWP or WAC for
the ingredient cost, plus a dispensing fee and perhaps other fees,
such as an administrative fee. Agreements may require disclosure
of manufacturer rebates received by the PBM as well as sharing of
a portion of the rebate.

E PBM provider networks may include several types of phar-
macies and pharmacist services including community, mail, health
plan (staff and group models), specialty, LTC, and home infusion.
PBMs may contract directly with pharmacies or through Pharmacy
Services Administrative Organizations (PSAOs), or they may own
these entities outright. According to one study, “PSAOs improve
contracting efficiency for independent pharmacies, and allow
them to contract with PBMs at discount rates that are comparable
to those received by larger retail chains.” Pharmacies are paid on a
formula basis, typically the lower of a contract price or the U&C
price. The contract price is the sum of the discounted AWP or
WAC plus a dispensing fee, and MAC is typically used for pricing
the ingredient cost for multi-source drugs. The actual payment to
the pharmacy is the lower of the contract price or U&C price
minus the member cost share amount.119

F PBMs, health plans that offer pharmacy benefits, PDPs, and
MA-PDs develop drug formularies and negotiate manufacturer drug
price concessions relative to coverage policy, formulary placement of
specific drugs, beneficiary cost share, and utilization management
procedures. Manufacturer rebates also typically reflect the plan’s abil-
ity to achieve volume, market share, and other negotiated targets.

G Manufacturers may sell drugs directly to pharmacies through
drug wholesalers or to warehouses owned by drug chains. Large
pharmacy chains may self-warehouse, but may be unable to nego-
tiate manufacturer discounts below WAC for single-source branded
drugs. The retail (community pharmacy) class of trade is typically
not offered market share rebates on single-source branded drugs.
As a case in point, in 2004 testimony before a Congressional
committee, a Wal-Mart representative stated: “For branded drug
products, Wal-Mart has little or no ability to negotiate discounts
below the published WAC. Wal-Mart has no greater leverage for
branded drug products than any other retail class of trade phar-
macy provider.”120

H Smaller community pharmacies may join GPOs to generate
increased negotiating leverage by combining purchase volume.

I Beneficiaries pay a per-prescription cost share as stipulated in
the benefit design, depending on coverage and formulary tier of the
dispensed drug. In addition, the beneficiary may be responsible for
meeting an annual out-of-pocket deductible that may apply to all
health benefits costs or be specific to the pharmacy benefit.95

J PAPs—sponsored by manufacturers and administered by
service providers, PBMs, and charitable organizations—are available
to help eligible individuals cover the cost of medications when
patients are without pharmacy benefit coverage and/or meet
financial criteria. The Partnership for Prescription Assistance
(PPARx, www.pparx.org) is an example of a referral service to
assistance resources. The PPARx estimates that drug manufacturer–
sponsored PAP programs filled more than 22 million prescriptions
in 2004, with a wholesale value of over $4 billion.121

K Workers electing health benefits through a group may be
required to pay a portion of the premium cost in addition to any
deductibles, copayments, and coinsurance that the benefit design
may stipulate. The KFF/HRET survey, based on a representative
sample of large and small U.S. employers, found that 98% of
insured workers have prescription drug benefits and that, with
respect to cost sharing, the most common formulary types are 3-
tiered (69% of insured workers) and 2-tiered (16% of insured
workers) formularies.89

L CMS pays the Part D provider in 3 ways. The first is a direct
risk-adjusted (according to health and demographic characteristics)
premium subsidy, the second is a low-income subsidy, and the last
is a reinsurance subsidy. An annual reconciliation may result in
additional payments to the provider or in payment owed to the
government.60

M Most Part D beneficiaries must pay a monthly premium to
the Part D provider. The MMA requires that beneficiary premiums
must reflect 25.5% of the national average standardized bid across
all Part D plans.61

N Indemnity products, as well as charge-based patients, domi-
nated private insurance from the 1960s through the mid-1980s.
Hospitals were typically paid on the basis of negotiated discounts
off billed charges as defined by hospitals’ chargemasters, including
drugs administered in hospital inpatient and outpatient settings.

Every hospital maintains a chargemaster that lists billable pro-
cedures and the hospital’s list price. As private payers began moving
away from charge-based payment toward fixed-price arrangements,
hospitals responded by increasing list prices to the shrinking pool
of charge-based patients (for inpatient hospital services), resulting
in a growing disparity between billed charges and actual receipts.122

This approach is exemplified by the following hypothetical situa-
tion depicted in Exhibit IV-4.123

Today, private-sector payers purchase hospital services on the
basis of discounted charges, negotiated per diem rates, or pack-
aged rates patterned after Medicare’s DRGs. Discounted charges

www.pparx.org
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are more common in payment of outpatient services.124 Prescription
drugs are incorporated in the package rate, per diem, or DRG
fixed-price structures, which may be subject to outlier adjustment.

Which payment system would payers prefer for inpatient
hospital services? One writer’s opinion is that “the ‘best’ hospital
payment system, from an employer’s perspective, has a manage-
able number of negotiable prices, linked to aggregated sets of
clinically appropriate services. The ideal system would also be trans-

parent enough to enable the payer to know both which services are
bundled within a particular price and how actual service use, qual-
ity, and prices compare across hospitals.”125 Health economist Uwe
Reinhardt, looking at hospital pricing from the perspective of con-
sumer-driven health care, states the challenge to be “…how the
prices charged by hospitals could be revealed to prospective
patients in ways they could digest and act upon as ‘consumers.’”126

O Manufacturers, wholesalers, and GPOs interface to facilitate

EXHIBIT IV-2 Medicare Prescription Drug Benefit
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drug purchase arrangements as depicted in Exhibit IV-5.
P The first known hospital GPO was the Hospital Bureau of

New York, founded in 1910. By the early 1970s with the establish-
ment of Medicaid and Medicare, 40 hospital GPOs existed in the
United States. GPO-contracted purchases were estimated to be

more than $200 billion dollars in 2005. Almost 90% of hospitals,
nursing homes, and other healthcare organizations procure a large
part of their supplies through GPOs, which typically earn 3% of the
value of their purchased products and supplies through negotiated
contracts. GPOs attempt to influence customer and supplier

EXHIBIT IV-3 Hospital Inpatient and Outpatient
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behavior through tied contracts, sole-source buying, and customer
use of bundled products and services.127

Hospitals may qualify for drugs available under the 340B pro-
gram on the basis of being owned and operated by a unit of state
or local government and by maintaining a disproportionate-share
adjustment percentage of at least 11.75%. A private nonprofit hos-
pital must also demonstrate to the PAB that it is contracted with a
government entity to provide a specified amount of indigent care.

Obtaining 340B entity status may be challenging for some
providers. Legislation has been enacted in California to facilitate
private nonprofit hospital participation in 340B by requiring a stan-
dard contract and reports of charity care to the state.128

Drug manufacturers typically will offer significant discounts to
GPOs as a means of familiarizing physicians with their drug
products. Most outpatient insurance programs have not mandated
that patients be switched to formulary agents; as such, hospital
sales have been used to drive market share.

Q Payers may contract with specialty pharmacies to deliver
office-administered prescription drugs to contracting physician
offices and to subsequently bill, on a payer-negotiated basis, either
to the payer directly or to physician offices (which in turn bill the
payer). The payment methodology for this process is most likely
based on AWP or WAC, although ASP-benchmarked payment
may become more common in the future.

R Specialty pharmacies purchase drugs from wholesalers or
directly from manufacturers. Manufacturers typically place special-
ty pharmacies in the retail class of trade and offer similar pricing
arrangements. Currently, some specialty pharmacies act as distrib-
utors to facilitate compliance with FDA-mandated record keeping
and training requirements.129 In some cases, payments are made to
the specialty pharmacy for the drug product and dispensing
and/or drug administration fees are paid to the end-service
provider by either the specialty pharmacy or third-party payer.

S Medical groups acquire drugs from wholesalers, distributors,
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EXHIBIT IV-4 Effect of Hospital Price Adjustment

Source: Healthcare Financial Management Association. Strategic price setting: ensur-
ing your fi nancial viability through price modeling. June 2004. Available at: http://
www.hfma.org/NR/rdonlyres/6F2AF75F-4618-4F80-BCFF-09764F0D4A31/0/3M_
StrategicPriceSetting.pdf. Accessed September 4, 2007.
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EXHIBIT IV-5 How Manufacturers, Wholesalers,  
and GPOs Interact

Source: Alexandria, VA: Tag & Associates.
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EXHIBIT IV-6 Medical Office
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delivered to provider’s warehouse or 

directly to provider location

ASP-

BasedV

and directly from manufacturers. Special pricing may be available
from manufacturers for single-source and multi-source branded
drugs based on volume or market share attained within the medical
group. Price arrangements may address a single drug or combine
the purchases of several drugs. Price reductions that are based on
achieved sales or market share are calculated quarterly or less
frequently. The contract may be administered by the manufacturer
or the wholesaler. If administered by the manufacturer, back-end

price concessions would be paid to the medical group as a rebate.
If administered by the wholesaler, the difference between whole-
saler’s cost and contract price is then charged back to the manufac-
turer. Drugs may also be purchased through a specialty pharmacy
that administers a drug discount purchase program on behalf of a
drug manufacturer or that has negotiated a volume purchase or
market share agreement.

T For treatment of Medicare beneficiaries in the traditional
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program, physicians may elect to obtain office-administered drugs
through a CMS-contracted CAP vendor or continue with buy and
bill. Physicians electing CAP receive drugs from the CAP vendor,
who is paid a contracted rate by the fiscal intermediary of CMS.

Physicians who choose to buy and bill for treatment of
Medicare beneficiaries in the traditional program are reimbursed at
ASP plus 6%. While ASP-based payment has had a significant
impact on oncology office profitability, it is important to note that
ASP has had a different impact on payment for office-administered
drugs. For example, carbotaxol is a chemotherapeutic agent with
multiple generic alternatives that is administered by intravenous
infusion. For this product, the net medical oncology office margin
per treatment (Medicare only) has been estimated at $1,353 in
2004, $653 in Q2 of 2005, and $30 in Q1 of 2006.130 In contrast,
for branded products, ASP-based payment has often not resulted
in such a large negative change.

U Medicare beneficiaries without secondary coverage may find
their access to provider-administered prescription drugs altered.
According to a MedPAC study, Medicare beneficiaries without
supplemental coverage may be transferred to HOPDs and face
higher copayments primarily because provider offices may be
unwilling to accept the financial risks associated with collecting
patients’ required copayments. However, if beneficiaries who can-
not pay the cost sharing in physician offices then go to HOPDs for
chemotherapy infusion, they are also unlikely to be able to pay the
higher cost sharing at these institutions. The difference is that
patients’ unpaid bills from a HOPD would become bad debt and,
in this setting, Medicare pays 70% of a hospital’s bad debt.131

V Prior to managed care, providers were most often paid on an
FFS basis. As medical costs increased in the 1970s and 1980s,
health plans moved away from indemnity coverage toward HMOs.
HMOs, in turn, often contracted on a prospective capitated basis
with medical groups or independent practice associations (IPAs),
and some of these arrangements included drugs.132
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V. Issues and Implications for Stakeholders

This section explores the issues and implications of the most
significant changes and trends in prescription drug pay-
ment methodologies. Note that there are other implica-

tions in addition to those mentioned. 

nn Net Manufacturer Price as the Basis of Drug Payment
Issue
In the private insurance world, AWP may well be phased out as the
most popular price reference. Consequently, payers will replace
AWP as the basis for payment with an alternate benchmark(s) that
more closely approximates the manufacturer’s actual ASP (referred
to here as “net manufacturer price”) and the provider’s AAC. In
Medicare, the change affects primarily provider-administered drugs;
in Medicaid, the change currently applies only to multiple-source
drugs.

WAC has been suggested as one possible replacement for AWP
because WAC currently exists in most published pricing refer-
ences. WAC does not, however, approximate either the provider’s
AAC or the manufacturer’s ASP for many drugs, particularly
multiple-source products.133 AMP has also been discussed as a pos-
sible alternative to AWP.

It is noteworthy that the changes to benchmark RPs for deter-
mining provider reimbursement focus primarily on the manufac-
turer’s actual selling price rather than the provider’s AAC for the
product.

Implications
• Health plans may benefit from replacement of AWP with net

manufacturer price benchmarks because the new benchmarks
would invariably lower prescription drug component expendi-
tures. In addition, these benchmarks may enable health plans
to more effectively leverage their market power in negotiating
price concessions with pharmaceutical manufacturers.

• Payment to community, mail order, and specialty pharmacies
on the basis of net manufacturer price benchmarks may result
in reduction in the gross margins of these pharmacies, the
extent of which would depend on the level of markup and
additional fees paid.

• For PBMs that own and operate pharmacy businesses, such as
specialty and mail order pharmacies, the benefit of reduction
in drug payments is somewhat offset by the potential loss in
revenue from reduced reimbursement for their pharmacy
businesses. PBMs that do not own pharmacies appear to be
advantaged by the new benchmarks because there is no offset-
ting revenue loss.

• Replacing AWP with ASP has been shown to be an effective
method to significantly reduce drug payments for Medicare.
ASP, however, does not lower the cost of drugs between the
manufacturer and distributor or the manufacturer and
provider; there is some evidence that it may raise the actual
cost. Replacing AWP with AMP in Medicaid may have the same

result. With both changes, it is the end provider of services, not
the manufacturer, who is most affected.

• Use of a simple ASP plus some percentage, absent of any addi-
tional controls, creates the financial incentive for providers to
select a higher-cost, higher-dollar product versus a lower-cost,
lower-dollar product. For example, 10% of a drug with a $500
ASP for a provider–purchaser has a $50 margin, while a thera-
peutic alternative with a $100 ASP has a $10 margin.

• Use of ASP in a sliding scale may blunt some of the effect of a
flat ASP plus some percentage. For example, ASP plus 10%
could be married with a minimum product cost margin of
$30, which is equivalent to an ASP of $300. Alternatively, the
percentage added to the ASP could remain flat at 10% until the
drug’s ASP reaches $500, at which point the percentage added
to ASP could drop to 8%; when ASP reaches $1,000, it then
could drop further to 6% and so on.

• Variation in ASP reimbursement at the product level within a
class of therapeutic options could also address the implications
noted here. Similar to copayment incentives to consumers,
reimbursement incentives could be designed to support lower-
cost product usage. For example, ASP plus 20% for a preferred,
lower-priced product could yield a higher margin for the
provider than ASP plus 6% for a non-preferred, higher-priced
therapeutic alternative.

• Medicare’s ASP plus 6% reimbursement formula has made it
difficult for some providers to recover their full acquisition cost,
mainly those who purchase physician-administered drugs in
small quantities. It has also forced physicians to be more vigi-
lant about collecting full patient cost sharing. As a result, man-
ufacturers report increasing demand for coinsurance assistance
from PAPs.14,134

• A net manufacturer price benchmark could disadvantage com-
munity pharmacies in several ways:
—A net manufacturer price benchmark does not reflect phar-
macy acquisition cost, such as when including wholesaler
prompt-pay discounts that may not be passed on to the pur-
chaser;
—Smaller community pharmacies are less able to obtain the
net price concessions available to larger purchasers or other
types of purchasers that are more capable of moving product
market share; and
—Use of net manufacturer price benchmarks calculated on
data several months old for current payment purposes exposes
purchasers to more recent price changes.

• MCOs that adopt payment methodologies benchmarked to
manufacturers’ net selling prices should carefully consider the
immediate and long-term effects on providers and patients.
Careful consideration of how overall provider services and rela-
tionships will change as a result of any drug payment policy
changes should include the impact on access to care and the
ability of providers to supply quality services.
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—For example, if ASP or AMP is determined to be a better
benchmark than AWP, what change in payment methodology
is appropriate to ensure that providers are recovering at least
their AAC?
—Total drug payment for provider services has 2 principal
components: the drug product and the professional services
associated with dispensing or administering the product.
Because providers rely on total compensation to meet their
costs for the product and professional services, reduction in the
reimbursement amount for one component will likely create
pressure to increase the amount of reimbursement for the second
component. How should total compensation ensure that
providers maintain a reasonable profit?
—Impact on site of service should also be considered. For
example, when drug reimbursement amounts for IVIG were
reduced but the product acquisition cost remained unchanged,
some physicians referred patients to HOPDs for infusions, thus
resulting in higher costs for the payer.

nn Public Disclosure of Net Manufacturer Price
Issue
Medicare ASPs are publicly available information. The DRA and
the final rule also require public disclosure of Medicaid AMPs
(AMP was formerly confidential).

Implications
• AMP becomes the new statutory benchmark for Medicaid reim-

bursement of multiple-source drugs only. AMP disclosure,
however, applies to single-source and multiple-source drugs.
As a result, states will have the information needed to move
from AWP to AMP for single-source drug reimbursement if
they so desire.

• General availability of routinely updated net manufacturer price
benchmarks, such as AMP and ASP, may supplant “list” price
benchmarks in the private sector.

• Public disclosure of net manufacturer prices should enable
increased specificity and transparency in the calculation of
private payer rebates and MAC programs’ price limits. An
important implication for the publication of AMP pricing is the
potential for use in MAC creation. Private-sector MACs are
often established without reliable information about a drug’s
AAC. For example, a published AMP would likely facilitate the
MAC based on a percentage markup on AMP.

• Multiple-source drug manufacturers are concerned that the
intent of CMS to publish manufacturer-specific AMPs for
generic dugs rather than a blended AMP for all drugs in the
class will create a downward price spiral that threatens the
viability of the generics industry. Public disclosure of net man-
ufacturer price may result in a narrowing of the range of net
prices offered into the marketplace.

nn Packaging of Drugs with Services
Issue
Combining drug reimbursement with related professional service
transfers the drug’s economic responsibility and risk from the
payer to the provider. Medicare has used this technique for man-
aging hospital inpatient (DRG) and outpatient (APC) drug spend-
ing, other acute care services (e.g., SNFs), and dialysis services
(composite rate). In the private sector, some medical groups in
California receive per member per month (PMPM) capitation pay-
ments inclusive of limited drug risk, and most private health plans
pay for inpatient services using a per diem or DRG rate that
includes drugs.

Implications
Public disclosure of manufacturers’ actual selling prices improves a
payer’s ability to package drugs with services because it permits the
payer to negotiate with more confidence regarding the provider’s
costs. Therefore, public disclosure may encourage packaging, which
may or may not reduce the total expenditure. Providers will likely
seek additional compensation for drug-related professional services
due to the loss of revenue on the drug component of payment while
packaging may change prescribing behavior, the net dollar impact
of this process is difficult to quantify.

nn Pricing Transparency
Issue
In the private sector, increasing pressure has been placed on PBMs
to eliminate undisclosed pricing concessions and rebates. In
response, many PBMs have increased the transparency of such
arrangements to their clients, reportedly including increased pass-
through of manufacturer rebates.

Implications
• At the same time that some payers, most notably Medicare, are

packaging services with drugs, the drive to greater pricing trans-
parency may make it difficult for intermediaries and pharmacies
to underwrite the provision of some drug administration-related
services within the lower net drug price that is paid.

• Pricing transparency may force PBMs to offer, price, and cost-jus-
tify drug-related services previously made available at no extra
charge because they were funded through the drug margin.

nn Prescription Drug Risk-Adjusted Premium
Issue
Part D PDPs are at risk for some of their beneficiary drug utilization.
From the mid-1980s through the 1990s, some PBMs and PSAOs
experimented with risk-based payment and capitation,135 but little
of this remained by the end of the decade. One disadvantage of
PBM capitation was insufficient data necessary to estimate the cost
of the pharmacy benefit,136 and a fundamental problem was the
absence of a contract relationship between PBMs and prescribers. 
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PBM performance ratings are adversely affected by higher drug
expenditures even if the spending for drugs is associated with
lower costs elsewhere in the health care system.135 For example,
introduction of the histamine-2 antagonists for ulcer treatment in
the 1970s eliminated the need for surgical intervention for many
patients, resulting in the transfer of a medical cost to the pharmacy
benefit.

Implications
• PDPs, which are at partial risk for their beneficiaries’ drug costs,

are motivated to control net drug spending. To this end, PDPs
seek to maximize beneficiary selection of generics and preferred
brands. Drug formulary-related manufacturer rebates support
this PDP objective to the extent that they contribute to reduction
in net drug spending.

• Primary tools for influencing drug utilization and choice in PDPs
are formulary design, coverage policy, variations in cost sharing,
and utilization management, such as step therapy. However, as it
is structured, the Part D drug benefit limits the influence of PDPs
over prescribing behavior, patient prescription demand, and
patient compliance with physician instructions.

• Compared with PDPs, some MA-PDs are better able to use
these tools because the same entity that offers the PDP provides
comprehensive health insurance. Second, because MA-PDs
hold financial risk for the total care of the patient, they are more
likely to be receptive to the use of a higher-cost drug if it pro-
duces cost savings elsewhere in the system.

nn Expanded Pharmacy Services and Pay for Performance
Issue
With the MMA as a catalyst, the following market trends provide
fertile ground for the expansion of pharmacy and pharmacist
services to the total care of the patient: self care, consumer-driven
health care benefit designs, Internet-based medical information,
medication therapy management, vaccination services, provider
electronic medical record systems, and email connectivity between
providers, patients, and other stakeholders.

Implications
• The current trend in expansion of pharmacy services in an effort

to obtain better patient outcomes from spending on drug costs
may mesh with the coincident trend in pay-for-performance
(P4P) initiatives. The result will likely be performance bonuses
for pharmacy providers for patient outcomes (e.g., blood pres-
sure control, target lipid levels, hemoglobin A1c targets for
patients with diabetes) and perhaps renewed efforts to push
some financial risk to pharmacy providers.

• According to publicly available data, P4P bonuses have been less
than 2% of pay for physicians. For example, the California Pay
for Performance Program accounted for approximately 1.5% of
total physician income in California in 2005.138 It may prove nec-

essary that P4P bonuses represent a larger portion of provider
and hospital income to drive meaningful practice changes.

• If drug compliance increases due to successfully applied
pharmacy services, drug spending could increase while total
health care costs decrease. However, payers—particularly
employers and benefit managers—must be shown how and
why increased drug spending should be welcomed.

nn Impact of Medicare CAP on Buy and Bill for 
Office-Administered Drugs
Issue
In 2006, CMS initiated a CAP whereby physicians may elect to
receive all office-administered drugs used in the practice from a
CMS-contracted vendor. Physicians must elect to participate in the
CAP for all physician-administered products used in their practice.
Under this program, the CAP vendor bills the Medicare fiscal inter-
mediary for the dispensed drug, minus the patient cost share, and
bills the patient cost share directly to the Medicare beneficiary.

Implications
• If the CAP is successful in the Medicare environment, private-

sector CAP-like solutions may emerge using PBM-type programs
to influence the selection of office-administered drugs.

• If private payers adopt a net manufacturer price benchmark for
buy-and-bill payment of office-administered drugs, provider
gross margin for these drugs may fall, which may reduce pre-
scriber resistance to implementation of CAP-like drug delivery
models.

nn Beneficiary Cost Shift
Issue
The current trend in benefit design toward consumer-directed
health care (CDHC) increases beneficiary exposure to additional
costs in the form of health care premiums, deductible, and benefi-
ciary cost share. For health plans and employers, the trend toward
CDHC has a 2-fold advantage: (a) transfer of more financial risk to
the beneficiary and (b) increased beneficiary sensitivity to health
care prices.

Implications
• Higher beneficiary cost is likely to result in increased cost

sensitivity when using medical benefits, including pharmacy
services and prescription drugs.

• Pharmacy providers can help beneficiaries in CDHC plans to
reduce out-of-pocket cost by therapeutic selection of generic
and single-source brand drugs.

• If beneficiary cost exposure and access are not equivalent across
treatment settings, care delivery may migrate to settings that
expose the beneficiary to the lowest cost. To minimize this
occurrence, payers may harmonize drug controls and cost share
between medical and pharmacy benefits.
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• There will likely be increased demand for PAPs for low-income
beneficiaries who are in the “donut hole” of no coverage for
Medicare Part D prescription plans.

• Pharmacists have demonstrated effectiveness in helping
patients manage their out-of-pocket costs for prescription
drugs and pharmacy services.139

nn New Business Models
Issue
Drug-related gross margins of PBMs, medical groups, and pharma-
cies in the channels of drug distribution will experience downward
pressure on profit margins when government and private-sector
payers migrate to benchmarks based either on net manufacturer
price or provider AAC.

Implications
New business models will evolve to manage the price pressure
from payers. CVS-Caremark is an example of the merger of one of
the largest pharmacy providers with one of the largest PBMs. Other
examples of evolving business models include (a) community
pharmacy: specialty pharmaceutical services center and infusion
suite housed in a pharmacy-based urgent care center; (b) PBM:
support for the transition of private payer billing by NDC number
for prescription drugs administered in physician offices that are
now billed on the basis of far less detail via the CMS-1500 form
and HCPCS codes, with a tie-in to the drug supply by PBM-owned
specialty pharmacy resources; and (c) prescriber: a medical group
may develop a freestanding infusion suite and market it aggressive-
ly to third-party payers.

Conclusion

Pharmaceutical payment is an especially complex topic, with no
single entity or stakeholder group held accountable. Simplification
is certainly achievable, but is limited by the realities of a complex
health care delivery system, broad economic implications, and
questions of fundamental fairness to the stakeholders most
affected by each change.

Clinicians, elected and appointed government leaders, business
executives, and patients all seek lower health care expenditures
with no adverse impact on quality, access, and technology devel-
opment. When compromises are required, the success of the final
decision will depend on the quality of the data available to inform
the debate.

Understanding pharmaceutical payment and the factors that
affect payment is an important step in achieving the aforemen-
tioned goals. AMCP hopes that the information in the Guide will
ultimately prove to be “quality data that informs the debate” and
therefore leads to better decisions. The Academy welcomes your
feedback about the Guide, which can be submitted at http://
www.amcp.org/amcp.ark?p=1529B561.
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Acronyms

AAC actual acquisition cost
AIDS acquired immunodeficiency syndrome
AMCP Academy of Managed Care Pharmacy
AMP average manufacturer price
APC ambulatory payment classification
ASC ambulatory surgical center
ASO administrative services only
ASP average sales price
AWP average wholesale price

BP best price

CAP Competitive Acquisition Program (for drugs and 
biologicals)

CARE Comprehensive AIDS Resource Emergency
CBO Congressional Budget Office
CDHC consumer-directed health care
CMP competitive medical plan
CMS Centers for Medicare and Medicaid Services
COT class of trade
CPI-U Consumer Price Index – Urban
CPT current procedural terminology
CRS Congressional Research Service

DHHS Department of Health and Human Services
DME durable medical equipment
DoD Department of Defense 
DOJ Department of Justice
DP direct price
DRA Deficit Reduction Act of 2005
DRG diagnosis-related group
DSH disproportionate-share hospital

EAC estimated acquisition cost
EPO exclusive provider organization
ERISA Employee Retirement and Income Security 

Act of 1974
ESRD end-stage renal disease

FCP federal ceiling price
FDA Food and Drug Administration
FDB First DataBank
FFS fee for service
FMAP Federal Medical Assistance Percentage
FQHC federally qualified health center
FSS Federal Supply Schedule
FUL federal upper limit

GCN generic code number (6-character, First DataBank)
GPI generic product identifier (14-character, Medi-Span)
GPO group purchasing organization

HCPCS Healthcare Common Procedure Coding System
HDHP/SO high deductible health plan with savings option
HMO health maintenance organization
HOPD hospital outpatient department
HRSA Health Resources and Services Administration

IHS Indian Health Service
IPA independent practice association
IVIG intravenous immune globulin

KFF/HRET Kaiser Family Foundation/Health Research and
Educational Trust

LCA least costly alternative
LDL low-density lipoprotein
LTC long-term care

MA-PD Medicare Advantage–Prescription Drug Plan
MAC maximum allowable cost
MCO managed care organization
MedPAC Medicare Payment Advisory Commission
MMA Medicare Prescription Drug, Improvement, and

Modernization Act of 2003

NDC national drug code (11-character)
non-FAMP nonfederal average manufacturer price

OBRA 90 Omnibus Budget Reconciliation Act of 1990
OIG Office of Inspector General (of the Department of

Health and Human Services)
OPA Office of Pharmacy Affairs
OPD outpatient prescription drug
OPPS outpatient prospective payment system
OTC over-the-counter

P4P pay for performance
PA prior authorization
PAB Pharmacy Affairs Branch
PAP patient assistance program
PBM pharmacy benefit manager
PDL preferred drug list
PDP prescription drug plan
PERS Public Employees’ Retirement System (e.g.,

California Public Employees’ Retirement System
[CalPERS])

PHS Public Health Service
PMPM per member per month
POS point of sale or point of service
PPARx Partnership for Prescription Assistance
PPO preferred provider organization
PPS prospective payment system

Acronym Definition Acronym Definition
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PSAO pharmacy services administrative organization
PSO provider-sponsored organization

RP reference price

SCHIP State Children’s Health Insurance Program
SCOD specified covered outpatient drug
SNF skilled nursing facility
SPAP State Pharmaceutical Assistance Program

TIPPS Transparency in Drug Purchasing Solutions
TMAC therapeutic maximum allowable cost
TPA third-party (claims) administrator
TrOOP true out-of-pocket

U&C usual and customary price
UCR usual, customary, and reasonable
URA unit rebate amount

VA Department of Veterans Affairs (Veterans
Administration)

WAC wholesale acquisition cost
WAMP widely available market price

Acronyms | AMCP Guide to Pharmaceutical Payment Methods

Acronym Definition
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Glossary

actual acquisition cost (AAC) Final cost of the pharmaceutical
to the pharmacy or other health care provider after all discounts,
rebates, and other price concessions are taken into account.

administrative services only (ASO)  An arrangement in which a
plan hires a third party to deliver administrative services to the
plan, such as claims processing and billing, but the plan bears the
financial risk for claims. This is common in self-funded (also
known as self-insured) health care plans.

allowed charge Price for a product or service negotiated between
the provider and the health plan or other payer or its intermediary.
The difference between the allowed charge and the provider’s usual
and customary (U&C) price is the “contractual discount.”

ambulatory payment classification (APC) Method used by the
Centers for Medicare and Medicaid Services (CMS) to implement
prospective payment for ambulatory procedures. The APC clusters
many different ambulatory procedures into groups for purposes of
payment. Both APCs and diagnosis-related groups (DRGs) repre-
sent groups of patients that are clinically alike and have roughly
the same resource consumption. The APC is used in a similar fash-
ion to the way in which DRGs are used for payment for inpatients;
however, APCs depend on the procedures performed, whereas
DRGs depend on the diagnoses treated.

average manufacturer price (AMP) Average price paid to a
pharmaceutical manufacturer by wholesalers for drugs distrib-
uted to retail pharmacies, net of prompt-pay (“cash”) discounts.
AMP was a benchmark created by Congress in 1990 in calculating
rebates owed Medicaid by pharmaceutical manufacturers. The
Federal Supply Schedule (FSS) and 340B prices, as well as prices
associated with direct sales to health maintenance organizations
(HMOs) and hospitals, are excluded from AMP under the
Medicaid rebate program. The Office of Inspector General (OIG)
in June 2005 estimated the median AMP to be approximately
77% of the average wholesale price (AWP) for single-source brand
drugs, 72% of AWP for multiple-source brand drugs, and 30% of
AWP for generic drugs. Prior to the enactment of the Deficit
Reduction Act of 2005 (DRA), AMP data were used by the
Centers for Medicare and Medicaid Services (CMS) primarily for
purposes of the Medicaid drug rebate program, and disclosure of
AMP data was forbidden except in certain narrow circumstances.
The DRA stipulated that AMPs were to be made available to state
Medicaid programs, that they were to be used to calculate federal
upper limit (FUL) amounts for certain multiple-source drugs, and
that states could use them to help set other reimbursement rates.
In July 2007, CMS issued final regulations addressing the AMP
provisions of the DRA.

average sales price (ASP) New system created by federal and
state government prosecutors in settlements with pharmaceutical
manufacturers TAP and Bayer to ensure more accurate price
reporting. ASP is the weighted average of all nonfederal sales to
wholesalers and is the net price after subtraction of chargebacks,
discounts, rebates, and other benefits tied to the purchase of the
drug product, whether paid to the wholesaler or retailer.

average wholesale price (AWP) List prices for drugs reported by
pharmaceutical manufacturers and published in commercial clear-
inghouses such as Red Book, Medi-Span, and First DataBank.
Each price is specific to the drug, strength, dose form, package
size, and manufacturer or (re)labeler. There is an AWP value for
each 11-character national drug code (NDC) number that is
comprised of the first 5 characters for the manufacturer or labeler,
4 characters for the drug and strength, and 2 characters for the
package size.

benchmark (also: benchmark price) Government and other
payers generally establish their payment for prescription drugs
through formulas that start with a benchmark price.  Some bench-
marks are proprietary and not publicly available. For example, a
state may set its Medicaid reimbursement rate at a benchmark price,
such as average wholesale price (AWP) or wholesale acquisition cost
(WAC), minus a percentage. Some payment rates are subject to lim-
its, such as through a maximum allowable cost (MAC) mechanism.

best price (BP) Lowest price available to any wholesaler, retailer,
provider, health maintenance organization (HMO), nonprofit entity,
or the government. BP excludes prices to the Indian Health Service
(IHS), Department of Veterans Affairs (VA), Department of Defense
(DoD), Public Health Service (PHS), 340B-covered entities, Federal
Supply Schedule (FSS) and state pharmaceutical assistance pro-
grams (SPAPs), depot prices, and nominal pricing. BP includes
cash discounts, free goods that are contingent upon purchase,
volume discounts, and rebates.

Big Four   See federal Big Four.

biological product (biologic) Includes a wide range of products
such as vaccines, blood and blood components, allergenics,
somatic cells, gene therapy, tissues, and recombinant therapeutic
proteins. Biologics can be composed of sugars, proteins, or nucleic
acids or complex combinations of these substances, or they may be
living entities, such as cells and tissues. Biologics are isolated from
a variety of natural sources—human, animal, or microorganism—
and may be produced by biotechnology methods and other cut-
ting-edge technologies. Gene-based and cellular biologics, for
example, often are at the forefront of biomedical research and may
be used to treat a variety of medical conditions for which no other
treatments are available.
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bona fide services Fee paid to an “entity” for an itemized service
actually performed on behalf of the manufacturer that the manu-
facturer would otherwise perform (or contract for) in the absence
of the service arrangement and that is not passed in whole or in
part to a client or customer of an entity, whether or not the entity
takes title to the pharmaceutical.

book price  See list price.

bundled (also: packaged, bundling) Packaging of drugs of
different types for the purpose of provider payment, sometimes
including provider services. For example, in the context of drug
sales to providers from manufacturers, the net price of individual
drugs in the bundle may be contingent on the sales volume of
other drugs included in the bundle. In another use of the term, a
bundle of services may be combined at a designated price, as in the
case of ambulatory payment classifications (APCs) or diagnosis-
related groups (DRGs).

carve-out pharmacy benefit  Prescription and pharmacy services
insurance coverage that is removed from the primary health care
plan and typically administered by a separate company, such as a
pharmacy benefits manager (PBM), under contract. When care is
capitated, a carve-out is a service or package of services not pro-
vided within the contract. It is therefore carved out from the per
member per month (PMPM) payment rate. A carve-out benefit
may also be created when a provider cannot or will not provide
some segment of care or is unavailable during periods of time
when care may still be needed, such as urgent care.

case rate Flat fee paid for services based on patient characteris-
tics, such as diagnosis. For this fee, the provider covers all of the
services the patient requires for a specific period of time.

catalog price See list price.

Centers for Medicare and Medicaid Services (CMS) Formerly
known as the Health Care Financing Administration (HCFA). This
federal agency is responsible for administering Medicare and over-
seeing states’ administration of Medicaid. 

chargeback (also: charge-back) Discounts handled through
wholesalers. Manufacturers negotiate discounted prices with some
purchasers who buy through wholesalers. Wholesalers can deliver
the drugs at discounted prices, inform the manufacturers, and
then request reimbursement from the manufacturers.

class of trade (COT)  Under federal law, all businesses that sell to
the same type of customer must be eligible to receive similar pric-
ing concessions, such as discounts and special offers. Most phar-
maceutical companies have developed lists of similar customers
and grouped them into different COTs. A manufacturer may have
broad categories of COTs for most of its products (e.g., acute care,
nonacute care, retail), but may allow a specific business unit to add
an additional segment, such as long-term care (LTC), rather than
include that sector in the nonacute COT.ii The business practice of
offering various price discounts by COT was challenged by
chain pharmacies in the 1990s. The U.S. Court of Appeals for the
Seventh Circuit decided in July, 1999 (In re Brand Name
Prescription Drugs Antitrust Litigation, No. 99-1167, 186 F.3d at
788iii), that the practice was not anticompetitive, and price conces-
sions made by drug manufacturers by COT continue to this day.

coinsurance Percentage of the costs of medical services paid by
the patient, usually at the point of care. This is a characteristic of
indemnity insurance and preferred provider organization (PPO)
plans. The coinsurance amount is often 20% of the cost of medical
services after the deductible is paid.

Competitive Acquisition Program (CAP, and prescription
drug CAP) Section 303 (d) of the Medicare Prescription Drug,
Improvement, and Modernization Act of 2003 (MMA) required
implementation of a CAP for Medicare Part B drugs and biologicals
not paid on a cost or prospective payment system basis. CAP is an
alternative to the average sales price (ASP) methodology (buy and
bill) for acquiring certain Part B drugs that are administered incident
to a physician’s services. CAP was implemented on July 1, 2006.

Consumer Price Index – Urban (CPI-U) Measure of the average
change over time in prices paid by urban consumers for a market
basket of consumer goods and services. The all-urban consumers
group represents about 87% of the total U.S. population. It is
based on the expenditures of almost all residents of urban or
metropolitan areas including professionals, self employed, poor,
unemployed, and retired persons as well as urban wage earners
and clerical workers. Not included in the CPI-U are the spending
patterns of persons living in rural nonmetropolitan areas, farm
families, persons in the Armed Forces, and those in institutions,
such as prisons and mental hospitals.

copayment The cost-share amount charged to an insured member
for products or medical services, usually at the point of care.
Copayment amounts are typically specified in the description of

ii. U.S. Federal Trade Commission, Bureau of Competition. Connecticut Hospital Association (CHA) advisory opinion letter. December 20, 2001. Available at:

http://www.ftc.gov/opa/2001/12/chaadvisopinionletter.shtm. Accessed April 24, 2007.
iii. Available at: http://www.projectposner.org/case/1999/186F3d781. Accessed September 1, 2007.
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health plan member benefits, such as a fixed dollar amount for each
prescription received (e.g., in a 3-tier pharmacy copayment design,
$5.00 for a generic prescription, $15.00 for a preferred brand-
name prescription, and $30.00 for a non-formulary product).

cost-based reimbursement Payment made by a health plan or
payer to health care providers based on the actual costs incurred
in the delivery of care and services to plan beneficiaries. This
method of paying providers is still used by some plans; however,
cost-based reimbursement has largely been replaced by
prospective payment and other payment mechanisms in Medicare
and Medicaid.

cost sharing (also: see copayment, coinsurance) Method of reim-
bursement for health care services that holds the patient responsible
for a portion or percentage of the charge, with an attending strategy
to serve as a means of reducing utilization; normally includes an
annual deductible amount.

deductible Fixed amount of health care dollars of which a person
must pay 100% before health benefits begin. Plans may include
annual deductibles ranging from a few hundred to a few thousand
dollars. Once the deductible is reached, the plan then pays up to
100% of approved amounts for covered services provided during
the remainder of that benefit year.

direct price (DP) Manufacturer’s published catalog or list price
for a pharmaceutical product to nonwholesalers. DP may or may
not include standard volume discounts available to nonwholesaler
customers. Similar to average wholesale price (AWP), DP may not
represent actual selling prices because it does not include impor-
tant price adjustments, such as prompt pay, or other discounts,
rebates, or reductions.

disproportionate-share hospital (DSH) Hospital with a dispro-
portionately large share of low-income patients. Under Medicaid,
states augment payment to these hospitals. Medicare inpatient
hospital payments are also adjusted for this added burden.

estimated acquisition cost (EAC) State Medicaid agency’s esti-
mate of the price generally paid by pharmacies for a pharmaceuti-
cal. This figure is often meant to represent a calculation across all
pharmacies of the mean or median actual acquisition cost (AAC).

federal Big Four Four largest purchasers of pharmaceuticals
within the federal government: Department of Veterans Affairs
(VA), Department of Defense (DoD), Public Health Service (PHS),
and Coast Guard. These 4 federal agencies have the right to pur-
chase their pharmaceuticals from the Federal Supply Schedule
(FSS), as does every other federal agency. However, the Big Four
often obtain pricing below the FSS on brand-name drugs because

these drugs are subject to a maximum statutory price called the
federal ceiling price (FCP).

federal ceiling price (FCP) Maximum price that manufacturers
can charge for Federal Supply System (FSS)-listed brand-name
drugs to the Big Four—Department of Veterans Affairs (VA),
Department of Defense (DoD), Public Health Service (PHS), and
Coast Guard—even if the FSS price is higher. The FCP must be at
least 24% below the nonfederal average manufacturer price (non-
FAMP). FCP prices are not publicly available.

Federal Supply Schedule (FSS) Collection of multiple-award
contracts used by federal agencies, U.S. territories, Indian tribes,
and other specified entities to purchase supplies and services from
outside vendors. FSS prices for the pharmaceutical schedule are
negotiated by the Department of Veterans Affairs (VA) and are
based on the prices that manufacturers charge their “most-favored”
nonfederal customers under comparable terms and conditions.
Because terms and conditions can vary by drug and vendor, the
most-favored customer price may not be the lowest price in the
market. FSS prices are publicly available.

federal upper limit (FUL) Price calculated and published by the
Centers for Medicare and Medicaid Services (CMS) as the maxi-
mum amount that a state Medicaid program can pay for a multi-
ple-source (generic) pharmaceutical.

formulary List of drugs considered by physicians and pharmacy
staff of a health care organization as preferred for use in treating
patients served by the organization.

open or unrestricted formulary List of preferred drugs that is
not necessarily tied to member cost share. An open formulary
may have a single copayment or coinsurance amount for all
drugs or, more typically, is associated with 2-tiered copayment
in which there is a copayment (e.g., $5.00) for all generic drugs
and a higher copayment (e.g., $20) for all brand drugs whether
listed on the formulary or not. Therefore, physicians prescrib-
ing from an open formulary are not restricted in the products
they may prescribe.

closed formulary Exclusive lists of covered drugs that limit
prescribers and health plan members to only some of the com-
mercially available products in each therapeutic class. Drugs
not listed as preferred (i.e., non-formulary drugs) are not cov-
ered by the payer. Patients without prior authorization (PA)
typically pay 100% of the provider’s charge for non-formulary
drugs.

partially closed/incentive formulary Non-preferred (i.e., non-
formulary) drugs have a higher member cost share, such as
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found in multiple-copayment tiers (e.g., 3-tiered copayment
designs). A 4-tiered copayment design may have a generic drug
(tier 1) copayment, preferred drug (tier 2) copayment, non-
preferred drug (tier 3) copayment, and the highest copayment
or coinsurance (50%) for cosmetic or other “lifestyle” drugs or
perhaps a 4th cost-share tier (e.g., 20%) for injectable or other
specialty pharmaceuticals.

generic drug Identical to a brand-name drug in dosage, safety,
strength, how it is taken, quality, performance, and intended use.
Before approving a generic drug product, the Food and Drug
Administration (FDA) requires many rigorous tests and proce-
dures to ensure that the generic drug can be substituted for the
brand-name drug. The FDA bases evaluations of substitutability, or
“therapeutic equivalence,” of generic drugs on scientific evalua-
tions. By law, a generic drug product must contain the identical
amounts of the same active ingredient(s) as the brand-name prod-
uct. Drug products evaluated as “therapeutically equivalent” can
be expected to have equal effect and no difference when substitut-
ed for the brand-name product.

global price (also: global fee) Total prospectively determined
amount that is paid for a specific set of services, such as obstetri-
cal services that encompass prenatal, delivery, and postnatal care.

group purchasing organization (GPO) Organization that pools
purchasers working together to provide larger potential purchases
of particular goods and/or services and therefore lower unit costs.

health maintenance organization (HMO) Form of health insur-
ance in which its members and/or members’ employers prepay a
premium for the HMO’s health services, which generally include
inpatient and ambulatory care. For the patient, it means reduced
out-of-pocket costs (i.e., no deductible), no paperwork (i.e., insur-
ance forms), and only a small copayment for each office visit to
cover the paperwork handled by the HMO. There are several dif-
ferent types of HMOs.

group model The HMO contracts with a physician group,
which is paid a fixed amount per patient to provide specific
services. The administration of the group practice then decides
how the HMO payments are distributed to each participating
physician. This type of HMO is usually located in a hospital or
clinic setting and may include a pharmacy. These physicians
usually do not have any fee-for-service (FFS) patients.

hybrid model Combination of at least 2 managed care organi-
zational (MCO) models that are melded into a single health
plan. Because its features do not uniformly fit one model, it is
called a hybrid.

independent practice association (IPA) model The IPA con-
tracts with independent physicians who work in their own
private practices and see fee-for-service (FFS) patients as well as
HMO enrollees. Physicians belonging to the IPA may accept
financial risk that the care needed by patients for whom they
are responsible will fall within a pre-established per member
per month (PMPM) budget.

network model Network of group practices under the admin-
istration of one HMO.

point-of-service (POS) model Sometimes referred to as an
“open-ended” HMO. The POS model is one in which the
patient can receive care by physicians who are either contract-
ed with the HMO or who are not contracted. Physicians not
contracted with the HMO who see an HMO patient are paid
according to the services performed. Thus, the patient has an
incentive to use contracted providers due to the fuller coverage
offered for contracted care.

staff model All physicians in a staff model HMO are in a cen-
tralized site where all clinical and perhaps inpatient and phar-
macy services are offered. The HMO holds the tightest manage-
ment reigns in this setting because none of the physicians tra-
ditionally practice on an independent fee-for-service (FFS)
basis. Physicians are more likely to be employees of the HMO
in this setting because they are not in a private or group prac-
tice.

Healthcare Common Procedure Coding System (HCPCS)
Federal coding system for medical procedures. The HCPCS includes
current procedural terminology (CPT) codes (Level I), national
alpha-numeric codes (Level II), and local alpha-numeric codes
(Level III). National codes are developed by the Centers for
Medicare and Medicaid Services (CMS) to supplement CPT codes
and include physical services not included in CPT as well as non-
physician services such as ambulance, physical therapy, and
durable medical equipment (DME). Local codes are developed by
local Medicare carriers to supplement the national codes. J-codes
are a subset of the HCPCS Level II code set used to identify certain
drugs and other items.

home-infusion pharmacy Pharmacy specializing in supplying
members with home-infusion therapy medications and supplies.

house brand Private-labeled prescription drugs, repackaged for
sale.  See repackaged.

inpatient Pertaining to the treatment of patients admitted to a
hospital bed.
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intermediary Entity contracted to a purchaser for provision of
products and/or services to beneficiaries or providers, with a pur-
chaser-defined level of authority in the handling of this responsi-
bility and responsibility to the purchaser for performance.

list price Published price that is not an actual transaction price.
Certain pharmaceutical transactions, such as setting payment
rates to pharmacies, may be based on list prices. The average
wholesale price (AWP) and the wholesale acquisition cost (WAC)
are examples of list prices.

long-term care (LTC) Services ordinarily provided in a skilled
nursing, intermediate care, personal care, supervisory care, or
elder care facility.

mail service option Pharmacy benefit specifying that all or certain
drugs, such as maintenance drugs, may be obtained from a desig-
nated mail service pharmacy, usually provided in a 2- or 3-month
supply.

managed care organization (MCO) Generic term applied to a
managed care plan. They are also called health maintenance organ-
izations (HMOs), preferred provider organizations (PPOs), and
exclusive provider organizations (EPOs), although the MCO may
not conform exactly to any of these formats.

maximum allowable cost (MAC) Cost management program
that sets upper limits on the payment for equivalent drugs avail-
able from multiple manufacturers. It is the highest unit price that
will be paid for a drug and is designed to increase generic dispens-
ing, ensure that the pharmacy dispenses economically, and control
future cost increases.

Medicaid A state-operated and administered program that is joint-
ly funded by the federal and state governments. Medicaid provides
medical benefits for certain indigent or low-income persons in need
of health and medical care. The program is authorized by Title XIX
of the Social Security Act. Within broad federal guidelines, states
determine the benefits covered, program eligibility, rates of payment
for providers, and methods of administering the program.

medicare National program of health insurance operated by the
Centers for Medicare and Medicaid Services (CMS) on behalf of
the federal government since its creation by Title XVIII—Health
Insurance for the Aged in 1965 as an amendment to the Social
Security Act. Medicare provides health insurance benefits primari-
ly to persons over the age of 65 and others who are eligible for
Social Security benefits and covers the cost of hospitalization,
medical care, prescription drugs, and some related services.

Part A  Insurance program (also called Hospital Insurance
program) that provides basic protection against the costs of
hospital and related post-hospital services for individuals aged
65 or over who are eligible for retirement benefits under the
Social Security or Railroad Retirement System. Part A pays for
inpatient hospital, skilled nursing facility (SNF), and home
health care. The Hospital Insurance program is financed from a
separate trust fund and primarily funded with a payroll tax
levied on employers, employees, and the self-employed.

Part B Medicare component that provides benefits to cover the
costs of physicians’ professional services, whether the services
are provided in a hospital, physician’s office, extended-care
facility, nursing home, or insured’s home.

Part C Previously called Medicare+Choice when it was creat-
ed by the Balanced Budget Act of 1997, it is now called
Medicare Advantage. (See Medicare Advantage.)

Part D The Medicare component that provides benefits to
cover the costs of outpatient prescription drugs (OPDs).
Benefits commenced on January 1, 2006, and will be adminis-
tered through private health plans.

medicare advantage Previously called Medicare+Choice, legisla-
tion in which Medicare expanded the number of eligible private
and public entity risk contractors as part of the Balanced Budget
Act of 1997. Current health maintenance organizations (HMOs)
and competitive medical plans (CMPs) are automatically transi-
tioned to Medicare Advantage but must comply with new rules,
while provider-sponsored organizations (PSOs) are also allowed to
accept Medicare risk. A Medicare Advantage offering pharmacy
benefits is termed an MA-PD.

multiple-source brand Refers to the brand version of a drug
when it is available in both brand-name and generic versions from
a variety of manufacturers.

multiple-source drug Drug available in both brand-name and
generic versions from a variety of manufacturers.

National Drug Code (NDC) Defined officially as a 10-character
number by the FDA but commonly implemented in claims admin-
istration systems as an 11-character number. The NDC is divid-
ed into 3 segments: the first 5 characters for the labeler (which may
or may not be the manufacturer), 4 characters for the drug and
strength, and the last 2 characters to describe the package size.

net price Price, after concessions are deducted, paid at different
levels of the channels of prescription drug distribution (e.g., pur-
chaser to provider, provider to wholesaler, and wholesaler to man-
ufacturer).
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net product revenue (for calculation of average sales price) Sum
of a manufacturer’s volume discounts, prompt-pay discounts, cash
discounts, free goods that are contingent on any purchase require-
ment, chargebacks, and rebates (other than rebates under section
1927 of the Social Security Act) for the most recently available 12-
month period associated with all sales included in the average sales
price (ASP) reporting requirements as stated in the April 6, 2004,
interim final rule. However, the manufacturer then calculates a per-
centage by using this summed amount as the numerator and the cor-
responding total sales data (i.e., the total in dollars for the sales sub-
ject to the ASP reporting requirement for the same 12-month peri-
od) as the denominator. This results in a 12-month rolling average
price concession percentage of total price concessions (12-
month)/total sales (12-month). This percentage is then applied to the
total in dollars for the sales subject to the ASP reporting requirement
for the quarter being submitted to determine the price concession
amount for the quarter. The price concession amount is then applied
as a reduction to the total sales dollar amount, and that result (i.e.,
total sales (quarter) minus [price concession percentage x total sales
(quarter)]) is the numerator used in calculating the quarterly ASP for
that national drug code (NDC) (excerpted from CMS-1380-F).iv

nominal price exception (or exclusion) This final rule imple-
menting the Deficit Reduction Act of 2005 (DRA), CMS-2238-FC,
limits the “nominal pricing” exception to 340B-eligible entities,
intermediate care facilities for the mentally retarded, and state-
owned or state-operated nursing facilities.

nonfederal average manufacturer price (non-FAMP) Average
price paid to a manufacturer by wholesalers for drugs distributed
to nonfederal purchasers. Under federal law, the Big Four are enti-
tled to discounts on brand-name drugs of at least 24% off the non-
FAMP. Non-FAMP is not publicly available.

Omnibus Budget Reconciliation Act of 1990 (OBRA 90)
Medicaid Drug Rebate Program created by the Omnibus
Reconciliation Act of 1990 (OBRA 90) that added Section 1927 to
the Social Security Act, effective January 1, 1991. The law requires
that manufacturers enter into an agreement with the Centers for
Medicare and Medicaid Services (CMS) to provide rebates for their
drug products that are paid for by Medicaid. Manufacturers that

do not sign an agreement with CMS are not eligible for federal
Medicaid coverage of their product(s). Except for statutory limita-
tions, state Medicaid programs must provide coverage and reim-
bursement for all covered outpatient drug products manufactured
by companies that have entered into a rebate agreement with CMS.

Orange Book Approved Drug Products with Therapeutic Equivalence
Evaluations, 27th Edition (U.S. Department of Health and Human
Services and Food and Drug Administration, 2007), commonly
referred to as the “Orange Book.”v Publication that identifies drug
products approved on the basis of safety and effectiveness by the
Food and Drug Administration (FDA) under the Federal Food,
Drug, and Cosmetic Act. Patent listings can be found in this online
book, which is updated daily.

own use Term developed in case law that is related to class of
trade (COT) pricing in the pharmaceutical industry. The Non-
Profit Institutions Act (15 U.S.C.A. Section 13c), enacted 2 years
after the Robinson-Patman Act, exempts “purchases of their sup-
plies for their own use by ... hospitals, and charitable institutions
not operated for profit.”vi Because of the broad institutional func-
tion of a health maintenance organization (HMO), any sale of
drugs to a member falls within the basic function of the HMO;
therefore, the purchase of drugs by an HMO for dispensing to its
members is for its “own use” and within the Non-Profit
Institutions Act exemption. Hospitals and health systems that
operate ambulatory care pharmacies that dispense drugs to
patients who are not hospital or health system employees or mem-
bers typically maintain separate prescription drug inventories so as
not to violate the “own use” exemption.vii

patient assistance program (PAP) Program administered by a
pharmaceutical company that provides financial assistance with
prescription drug costs. PAPs offer free and discounted prescrip-
tion drugs to those who qualify.

patient cost share See cost share, copayment, and coinsurance.

pay for performance Use of provider payment incentives to
encourage and reinforce the delivery of evidence-based medicine
to promote better and more efficient patient outcomes.

iv. Available at: http://www.cms.hhs.gov/MMAUpdate/MMU/ItemDetail.asp?ItemID=CMS034048. Accessed September 4, 2007.
v. Available at: http://www.fda.gov/cder/ob/. Accessed September 4, 2007.
vi. U.S. Federal Trade Commission. FTC staff advisory opinion - Henry County Memorial Hospital (letter). April 10, 1997. Available at:

http://www.ftc.gov/bc/adops/henry.htm. Accessed April 24, 2007.
vii. U.S. Federal Trade Commission, Bureau of Competition. Connecticut Hospital Association (CHA) advisory opinion letter. December 20, 2001. Available at:

http://www.ftc.gov/opa/2001/12/chaadvisopinionletter.shtm. Accessed April 24, 2007.
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payer (also: purchaser, plan sponsor, third-party payer, insurer)
Public or private organization that pays or insures health or med-
ical expenses on behalf of beneficiaries or recipients who pay a pre-
mium for this coverage in all private and some public programs.
The payer then pays bills on behalf of covered individuals, which
are called third-party payments.

payment rate With respect to a purchaser-to-provider transac-
tion, net amount paid for the product and/or service rendered.

per diem reimbursement Reimbursement to an institution (usu-
ally a hospital) based on a set rate per day rather than on charges
accrued. Per diem reimbursement can be varied by service (e.g.,
medical/surgical, obstetrics, mental health, intensive care) or can
be uniform regardless of intensity of services.

pharmacy benefit management (PBM) companies Organizations
that manage pharmaceutical benefits for managed care organiza-
tions (MCOs), other medical providers, or employers. PBMs
contract with clients who are interested in optimizing the clinical
and economic performance of their pharmacy benefit. PBM
activities may include some or all of the following: benefit plan
design, creation/administration of retail and mail service net-
works, claims processing, and managed prescription drug care
services such as drug utilization review, formulary management,
generic dispensing, prior authorization (PA), and disease and
health management.

plan sponsor See payer.

preferred drug list (PDL) Used interchangeably with “formulary,”
a listing of medications that beneficiaries may readily access
through their health plans. Non-PDL medications may not be
accessible, may carry a higher cost-share amount, or may be acces-
sible only if prior authorization (PA) is obtained.

Preferred Provider Organization (PPO) A PPO plan has a net-
work of providers that have agreed to contractually specified reim-
bursement for covered benefits with the organization offering the
plan; and provides for reimbursement for all covered benefits
regardless of whether the benefits are provided within the network
of providers; and is offered by an organization that is not licensed
or organized under state law as an HMO.

prescription drug plan (PDP) Standalone PDPs, covered under
Medicare Part D, that are offered to beneficiaries in a traditional
fee-for-service (FFS) Medicare program and to beneficiaries in
Medicare Advantage plans that do not offer a prescription drug
benefit.

price concession Discount or rebate offered with respect to the
purchase of a product or service, conditional upon the purchaser’s
compliance with terms and conditions of the offer.

price transparency Disclosure of price-related information by an
entity to persons or organizations outside of that entity.

prior authorization (PA) Sometimes called “prior approval.” The
physician or pharmacy must generally request approval from the
health plan through a designated process to obtain coverage for the
beneficiary and reimbursement to the provider.

private insurer See payer.

prompt-pay discount Discount provided for the payment of an
invoice within a designated time, often 30–60 days subsequent to
product delivery.

prospective payment Payment received before care is actually
needed. It gives the provider organization a financial incentive to
use fewer resources because they are allowed to keep the difference
between what is prepaid and what is actually used.

provider Any supplier of services (i.e., physician, pharmacist,
case management firm).

provider acquisition cost Estimate of the actual acquisition cost
(AAC) of providers.

provider purchase price The actual acquisition cost (AAC) of
providers.

Public Health Service (PHS) 340B ceiling price Calculated by
the Office of Pharmacy Affairs (OPA) within the Department of
Health and Human Services (DHHS), maximum price that manu-
facturers can charge covered entities participating in the 340B
Drug Pricing Program of the PHS. The 340B discount is calculated
by using the Medicaid rebate formula and is deducted from the
manufacturer’s selling price rather than paid as a rebate. Compared
with a drug’s average manufacturer price (AMP), covered entities
receive a minimum discount of 15.1% for brand-name drugs and
11% for generic and over-the-counter (OTC) drugs and are entitled
to an additional discount if the price of the drug has increased
faster than the rate of inflation. Covered entities are free to negotiate
discounts that are lower than the maximum allowable statutory
price (i.e., subceiling prices).

published price See list price.

purchaser See payer.
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rebate Monetary amount returned to a payer from a prescription
drug manufacturer based on use by a covered person or purchases
by a provider.

reference price (RP) Limits reimbursement for a group of drugs
with similar therapeutic application but different active ingredients
to the price of the lowest-cost drug within the group (the reference
standard). Patients may purchase drugs other than the reference
product, in which case they pay the difference between the retail
price and the RP.

reimbursable (also: reimbursement) Process by which health
care providers receive payment for their services is sometimes
referred to as “reimbursement.” Because of the nature of the health
care environment, providers are often reimbursed by third parties
who insure and represent patients. A product or service that a
health care provider administers to a patient and for which neces-
sary approvals have been given becomes reimbursable.

repackaged Prescription drug taken from its original manufacturer
container and placed into another labeled container for dispensing.

retail class of trade CMS-2238-FCviii defines the retail pharma-
cy class of trade as that sector of the drug marketplace, similar to
the marketplace for other goods and services, that dispenses drugs
to the general public and includes all price concessions related to
such goods and services. Prices of sales to nursing home pharma-
cies (long-term care [LTC] pharmacies) are to be excluded, but
sales and discounts to mail order pharmacies are to be included.

single-source brand Drug under patent protection that is sold
under a brand name and is thus available from only one manufac-
turer (or occasionally from other manufacturers under license from
the patent holder). No generic version is available.

site of care Site at which health care services and products are
administered to the patient.

specialty pharmacy Pharmacy that dispenses generally low-vol-
ume and high-cost medicinal preparations to patients who are
undergoing intensive therapies for illnesses that are generally
chronic, complex, and potentially life threatening. These therapies
often require specialized delivery and administration.

stakeholder A party of interest. With respect to prescription
drugs, stakeholders include but are not limited to purchasers,
group purchasing organizations (GPOs), wholesalers, pharmaceu-
tical manufacturers, providers, and patients.

step therapy A health plan or pharmacy benefit manager (PBM)
may require a beneficiary to try one drug before the plan will pay
for another drug. A principal purpose of step therapy is to reduce
the average cost for treating a given condition (e.g., hypertension
or heartburn), requiring beneficiaries to use an equally effective,
lower-cost drug prior to coverage of a higher-cost, second-line
drug. The health plan or other payer may require evidence of ther-
apeutic failure (e.g., intolerance due to side effects) prior to cover-
age of the second-line drug.

therapeutic maximum allowable cost (TMAC) Managed care
intervention that establishes a defined benefit dollar amount per
therapeutic procedure or indication, such as $0.75 per day of drug
therapy for heartburn based on the omeprazole over-the-counter
(OTC) price or $0.50 per day of therapy for allergic rhinitis based
on the market price of loratadine OTC in 2007.

therapeutically equivalent product Drug products containing
different chemical entities that should provide similar treatment
effects as well as the same pharmacological action or chemical
effect when administered to patients in therapeutically equivalent
doses. Per the Approved Drug Products with Therapeutic Equivalents,
27th Edition (also known as the Orange Book), drug products are
considered to be therapeutic equivalents only if they are pharma-
ceutical equivalents and can be expected to have the same clinical
effect and safety profile when administered to patients under the
conditions specified in the labeling. Drug products are considered
pharmaceutical equivalents if they contain the same active ingredi-
ent(s), are of the same dosage form and route of administration,
and are identical in strength or concentration.

third-party administrator (TPA) Organization that provides
administrative services to group benefit plans that may include
premium accounting, claims adjudication and payment, claims
utilization review (e.g., for medical necessity), maintenance of
employee eligibility records, and negotiations with insurers that
provide stop-loss protection for large claims individually (“specific”)
or collectively (“aggregate”). TPAs do not assume insurance risk.

third-party payer (also: third-party carrier) Public or private
organization (such as Blue Cross and Blue Shield, Medicare,
Medicaid, commercial insurer, self-insured employer, Taft-Hartley
Trust, or Multiple Employer Trust) that pays for or underwrites
coverage for health care expenses for an individual or group. The
individual enrollee generally pays a premium for coverage in all
private and some public health insurance programs, and the
organization pays claims on the patient’s behalf.

viii. Available at: http://www.cms.hhs.gov/MedicaidGenInfo/Downloads/CMS2238FC.pdf. Accessed September 4, 2007.
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traditional community pharmacy Any place under the direct
supervision of a pharmacist where the practice of pharmacy occurs
or where prescription orders are compounded and dispensed
other than a hospital pharmacy, limited service pharmacy, or mail
service (mail order) pharmacy.

usual and customary (U&C) price  The price for a given drug or
service that a pharmacy would charge a cash-paying customer
without the benefit of insurance provided through a payer or inter-
mediary with a contract with the pharmacy.

usual, customary, and reasonable (UCR) Amount determined
to be “reasonable” (acceptable) by comparing the U&C charges
among providers in a given geographic region. UCR prices are
commonly used by traditional health insurance companies as the
basis for physician reimbursement.

VA national contract price Price obtained by the Department of
Veterans Affairs (VA) through competitive bids from manufacturers
for select drugs in exchange for their inclusion on the VA formulary.
Because the VA is entitled to federal ceiling prices (FCPs) under
federal statute, VA national contract prices are even lower than
FCP prices and are often the lowest prices in the nation.

volume purchase agreement Manufacturer agreement to sell
prescription pharmaceuticals at a given price that is subject to
additional discounts or rebates conditional on the purchase of a
fixed quantity of product over a defined time period.

wholesale acquisition cost (WAC) Price paid by a wholesaler
for a drug purchased from the wholesaler’s supplier, typically
the manufacturer of the drug. Publicly disclosed WAC amounts
may not reflect all available discounts, such as prompt-pay (cash)
discounts.

wholesaler Firm involved in logistics function (assembling, sort-
ing, and redistributing) in the channel of distribution for pharma-
ceuticals. Wholesalers purchase goods from manufacturers and
redistribute them to purchasers, who may be pharmacies, physi-
cians, or other types of providers.

widely available market price (WAMP) Price that a prudent
physician or supplier would pay for the drug or biological, taking
into account the discounts, rebates, and other price concessions
routinely made available for such drugs or biologicals. WAMP
would not be a list price that is commonly discounted, but would
be the purchase price net of discounts, rebates, and price conces-
sions routinely available to prudent purchasers.



58 AMCP Guide to Pharmaceutical Payment Methods    October 2007    www.amcp.org 

References

1. Catlin A, Cowan C, Heffler S, Washington B, and the National Health
Expenditure Accounts Team. National health spending in 2005: the slowdown
continues. Health Aff. 2007;26(1):142-53.

2. American Association of Retired People (AARP) Reimagining America:
AARP’s Blueprint for the Future. 2005. Available at: http://www.aarp.org/
research/blueprint. 

3. Milliman Medical Index 2007. Milliman, Inc.; May 2007. Available at:
http://www.milliman.com/expertise/healthcare/products-tools/mmi/pdfs/
milliman-medical-index-2007.pdf. Accessed August 31, 2007.

4. U.S. District Court, District of Massachusetts. New England Carpenters Health
Benefits Fund, Pirelli Armstrong Retiree Medical Benefits Trust, Teamsters Health &
Welfare Fund of Philadelphia and Vicinity, Philadelphia Federation Teachers Health
and Welfare Fund, and District 37 Health and Security Fund, plaintiffs, v. First
Databank, Inc., and McKesson Corporation, defendants. Civil Action No: 05-
11148-PBS; November 14, 2006. Available at: http://www.prescriptionaccess.org/
docs/FDB-prelim-approval-order.pdf. Accessed July 2, 2007.

5. Martinez B. How quiet moves by a publisher sway billions in drug spending.
Wall Street Journal. October 6, 2006:1.

6. OIG. Medicaid drug price comparisons: average manufacturer price to
published prices. DHHS; June 2005. Report No. OEI-05-05-00240. Available at:
http://oig.hhs.gov/oei/reports/oei-05-05-00240.pdf. Accessed August 31, 2007.

7. CBO testimony. Statement of Douglas Holtz-Eakin, Director. Payment for
prescription drugs under Medicaid. Before the U.S. Senate Special Committee
on Aging; July 20, 2005. Available at: http://www.cbo.gov/ftpdoc.cfm?index=
6564&type=0&sequence=0. Accessed September 4, 2007.

8. Medicare Prescription Drug, Improvement, and Modernization Act of 2003.
Pharmaceuticals exempted from ASP: influenza, pneumococcal and hepatitis C
vaccines, which continue to be paid at 95% of AWP. Section 1841(o)(1)(A)(iv).
Available at: http://www.cms.hhs.gov/EmplUnionPlanSponsorInfo/downloads/
hr1.pdf. Accessed August 31, 2007.

9. See Vito RA. Medicaid issue. CQ Congressional testimony. Philadelphia,
PA: OIG, DHHS; June 2005.

10. Publisher agrees to roll back Rx prices in settlement with consumer-labor
coalition. BNA. October 10, 2006.

11. Wolters Kluwer. Changes to the reporting of AWP by Medi-Span. May 25,
2007. Available at: http://www.medispan.com/marketing/Common/PDF/
Marketing/20070525_ AWPSettlement.pdf. Accessed August 31, 2007.

12. CMS. July 2007 ASP NDC–HCPCS crosswalk. DHHS. Available at:
http://www.cms.hhs.gov/McrPartBDrugAvgSalesPrice/01a_2007aspfiles.asp.
Accessed August 31, 2007.

13. OIG. Medicaid drug price comparison: average sales price to average
wholesale price. DHHS; June 2005. Report no. OEI-03-05-00200. Available at:
http://oig.hhs.gov/oei/reports/oei-03-05-00200.pdf. Accessed August 31, 2007.

14. MedPAC. Report to the Congress: impact of changes in Medicare payments
for Part B drugs. January 2007. Available at: http://www.medpac.gov/publications/
congressional_reports/Jan07_PartB_mandated_report.pdf. Accessed August 31,
2007.

15. U.S. District Court. In re pharmaceutical industry average wholesale price
litigation.  Re: Trial of Class 2 and Class 3 claims. District of Massachusetts.
MDL No. 1456, Civil Action No. 01-12257-PBS, Document 4366; filed June
21, 2007. Available at: http://www.prescriptionaccess.org/docs/AWP-6-21-07-
Order.pdf. Accessed July 2, 2007.

16. OIG. Calculation of volume-weighted average sales price for Medicare Part
B prescription drugs. DHHS; February 2006. Report No. OEI-03-05-00310.
Available at: http://oig.hhs.gov/oei/reports/oei-03-05-00310.pdf. Accessed
August 31, 2007.

17. Danzon PM, Wilensky GR, Means KE. Alternative strategies for Medicare
payment of outpatient prescription drugs – Part B and beyond. Am J Manag
Care. 2005;11(3):173-80. Available at: http://hc.wharton.upenn.edu/danzon/
PDF%20Files/Alt%20Strat%20Medicare%20Payments%20Part%20B%20-
%20Am%20J%20of%20Managed%20Care%20March%2005.pdf. Accessed
September 4, 2007.

18. OIG. Variation in state Medicaid drug prices. DHHS; September 2004.
Report No.OEI-05-02-00681. Available at: http://oig.hhs.gov/oei/reports/
oei-05-02-00681.pdf. Accessed August 31, 2007.

19. CBO. S. 1932. Deficit Reduction Act of 2005. January 27, 2006. Available
at: http://www.cbo.gov/ftpdocs/70xx/doc7028/s1932conf.pdf. Accessed August
31, 2007

20. CMS. Medicaid program: prescription drugs; final rule. DHHS; July 17,
2007. 42 CFR Part 447; CMS-2238-FC. Fed Regist. Vol. 72, No. 136. Available
at: https://www.cms.hhs.gov/DeficitReductionAct/Downloads/MASTER%
20CMS-2238-FC_070507%200406pm.pdf. Accessed August 31, 2007.

21. Avalere Health LLC. Summary of final rule: Medicaid program: prescrip-
tion drugs. July 2007.

22. Academy of Managed Care Pharmacy. Guide to understanding common
prescription drug pricing terms. April 2003. Available at: http://www.amcp.org/
data/nav_content/dpd%2Epdf. Accessed September 4, 2007.

23. First DataBank. Home page. Available at: http://www.firstdatabank.com/
support/rcs/policies/pricing_policy.aspx. Accessed August 31, 2007.

24. Personal communication from Joseph Stahl to Tag & Associates, Inc.
AMCP Task Force on Drug Payment Methodologies; July 2, 2007.

25. Social Security Online. Use of average sales price payment methodology.
42 U.S.C. § 1395w-3a, Section 303(c)6(B). Available at: http://www.ssa.gov/
OP_Home/ssact/title18/1847A.htm. Accessed August 31, 2007. 

26. Personal communication from Joseph Stahl to Elan Rubinstein. AMCP
Task Force on Drug Payment Methodologies; June 4, 2007.

27. Willoughby RM. Primer on pharmaceutical price benchmarks. Bank of
America; December 2006.

28. CBO. Prices for brand-name drugs under selected federal programs. The
Congress of the United States; June 2005. Available at: http://www.cbo.gov/
ftpdocs/64xx/doc6481/06-16-PrescriptDrug.pdf. Accessed August 31, 2007.

29. See Families USA. Medicaid savings ideas—prescription drugs. June 21,
2005. Available at: http://aucd.org/docs/policy/medicaid/medicaid_savings_ideas_
062105.doc. Accessed August 31, 2007.

30. Schondelmeyer SW, Wrobel MV. Medicaid and Medicare drug pricing:
strategy to determine market prices. Final report. Abt Associates, Inc.; August
30, 2004. Contract 500-00-0049. Available at: https://www.abtassociates.com/
reports/CMS_Drug_Pricing_Final_Report_Aug_2004.pdf. Accessed August 31,
2007.

31. National Pharmaceutical Council. Pharmaceutical benefits under state
medical assistance program, 2005-2006. Available at: http://www.npcnow.org/
resources/PharmBenefitsMedicaid.asp. Accessed August 31, 2007.

32. Government Accountability Office. Prescription drugs: an overview of
approaches to negotiate drug prices used by other countries and US private
payers and federal programs. Statement of J Dickins before the Committee on
Finance of the U.S. Senate; January 11, 2007. Available at: http://www.gao.gov/
new.items/d07358t.pdf. Accessed August 31, 2007.

33. Deficit Reduction Act § 6001(a). Available at: http://www.cms.hhs.gov/
LegislativeUpdate/downloads/DRA.pdf. Accessed September 4, 2007.

34. General Accounting Office. Medicaid federal upper limits. December 22,
2006. Report No. GAO-07-239R. Available at: http://www.gao.gov/new.items/
d07239r.pdf. Accessed August 31, 2007.

35. Health Resources and Services Administration. Frequently asked ques-
tions. DHHS. Available at: http://answers.hrsa.gov/cgi-bin/hrsa.cfg/php/
enduser/std_alp.php?&p_cv=1.49&p_cats=49&cat_lvl2=0. Accessed August
31, 2007. 

36. Richardson K. The bridge to 340B. Comprehensive pharmacy services
solutions in underserved populations. Prepared for Medpin; April 2004.
Available at: http://pssc.aphanet.org/documents/bridge-340B_001.pdf.
Accessed August 31, 2007.

: http://pssc.aphanet.org/documents/bridge-340B_001.pdf
http://answers.hrsa.gov/cgi-bin/hrsa.cfg/php/enduser/std_alp.php?&p_cv=1.49&p_cats=49&cat_lvl2=0
http://answers.hrsa.gov/cgi-bin/hrsa.cfg/php/enduser/std_alp.php?&p_cv=1.49&p_cats=49&cat_lvl2=0
http://www.gao.gov/new.items/d07239r.pdf
http://www.gao.gov/new.items/d07239r.pdf
http://www.cms.hhs.gov/LegislativeUpdate/downloads/DRA.pdf
http://www.cms.hhs.gov/LegislativeUpdate/downloads/DRA.pdf
http://www.gao.gov/new.items/d07358t.pdf
http://www.gao.gov/new.items/d07358t.pdf
http://www.npcnow.org/resources/PharmBenefitsMedicaid.asp
http://www.npcnow.org/resources/PharmBenefitsMedicaid.asp
https://www.abtassociates.com/reports/CMS_Drug_Pricing_Final_Report_Aug_2004.pdf
https://www.abtassociates.com/reports/CMS_Drug_Pricing_Final_Report_Aug_2004.pdf
http://aucd.org/docs/policy/medicaid/medicaid_savings_ideas_062105.doc
http://aucd.org/docs/policy/medicaid/medicaid_savings_ideas_062105.doc
http://www.cbo.gov/ftpdocs/64xx/doc6481/06-16-PrescriptDrug.pdf
http://www.cbo.gov/ftpdocs/64xx/doc6481/06-16-PrescriptDrug.pdf
http://www.ssa.gov/OP_Home/ssact/title18/1847A.htm
http://www.ssa.gov/OP_Home/ssact/title18/1847A.htm
http://www.firstdatabank.com/support/rcs/policies/pricing_policy.aspx
http://www.firstdatabank.com/support/rcs/policies/pricing_policy.aspx
http://www.amcp.org/data/nav_content/dpd%2Epdf
http://www.amcp.org/data/nav_content/dpd%2Epdf
https://www.cms.hhs.gov/DeficitReductionAct/Downloads/MASTER%20CMS-2238-FC_070507%200406pm.pdf
https://www.cms.hhs.gov/DeficitReductionAct/Downloads/MASTER%20CMS-2238-FC_070507%200406pm.pdf
http://www.cbo.gov/ftpdocs/70xx/doc7028/s1932conf.pdf
http://oig.hhs.gov/oei/reports/oei-05-02-00681.pdf
http://oig.hhs.gov/oei/reports/oei-05-02-00681.pdf
http://hc.wharton.upenn.edu/danzon/PDF%20Files/Alt%20Strat%20Medicare%20Payments%20Part%20B%20-%20Am%20J%20of%20Managed%20Care%20March%2005.pdf
http://hc.wharton.upenn.edu/danzon/PDF%20Files/Alt%20Strat%20Medicare%20Payments%20Part%20B%20-%20Am%20J%20of%20Managed%20Care%20March%2005.pdf
http://hc.wharton.upenn.edu/danzon/PDF%20Files/Alt%20Strat%20Medicare%20Payments%20Part%20B%20-%20Am%20J%20of%20Managed%20Care%20March%2005.pdf
 http://oig.hhs.gov/oei/reports/oei-03-05-00310.pdf
http://www.prescriptionaccess.org/docs/AWP-6-21-07-Order.pdf
http://www.prescriptionaccess.org/docs/AWP-6-21-07-Order.pdf
http://www.medpac.gov/publications/congressional_reports/Jan07_PartB_mandated_report.pdf
http://www.medpac.gov/publications/congressional_reports/Jan07_PartB_mandated_report.pdf
http://oig.hhs.gov/oei/reports/oei-03-05-00200.pdf
http://www.cms.hhs.gov/McrPartBDrugAvgSalesPrice/01a_2007aspfiles.asp
http://www.medispan.com/marketing/Common/PDF/Marketing/20070525_ AWPSettlement.pdf
http://www.medispan.com/marketing/Common/PDF/Marketing/20070525_ AWPSettlement.pdf
http://www.cms.hhs.gov/EmplUnionPlanSponsorInfo/downloads/hr1.pdf
http://www.cms.hhs.gov/EmplUnionPlanSponsorInfo/downloads/hr1.pdf
http://www.cbo.gov/ftpdoc.cfm?index=6564&type=0&sequence=0
http://www.cbo.gov/ftpdoc.cfm?index=6564&type=0&sequence=0
http://oig.hhs.gov/oei/reports/oei-05-05-00240.pdf
http://www.prescriptionaccess.org/docs/FDB-prelim-approval-order.pdf
http://www.prescriptionaccess.org/docs/FDB-prelim-approval-order.pdf
http://www.milliman.com/expertise/healthcare/products-tools/mmi/pdfs/	milliman-medical-index-2007.pdf
http://www.milliman.com/expertise/healthcare/products-tools/mmi/pdfs/	milliman-medical-index-2007.pdf
http://www.aarp.org/ research/blueprint
http://www.aarp.org/ research/blueprint


www.amcp.org October 2007 AMCP Guide to Pharmaceutical Payment Methods 59

References | AMCP Guide to Pharmaceutical Payment Methods

37. The Health Strategies Consultancy LLC. Follow the pill: understanding the
U.S. commercial pharmaceutical supply chain. The Henry J. Kaiser Family
Foundation; March 2005. Available at: http://www.kff.org/rxdrugs/loader.cfm?url=/
commonspot/security/getfile.cfm&PageID=51881. Accessed August 31, 2007.

38. Schneeweiss S, Maclure M, Dormuth C, Avorn J. Pharmaceutical cost con-
tainment with reference-based pricing; time for refinements. J Can Med Assoc.
2002;167(11):1250.

39. Pigg CJ. Benchmarking new frontiers in managed care pharmacy—your
peers speak out! Foundation for Managed Care Pharmacy. Presented at:
Academy of Managed Care Pharmacy 2006 Educational Conference; October
5, 2006.

40. Curtiss FR. TMAC savings of 90% for heartburn drugs in the United
States. J Manag Care Pharm. 2006;12(5):403-05. Available at:
http://www.amcp.org/data/jmcp/editorial_subjects_403-405.pdf. Accessed
August 31, 2007.

41. Curtiss FR. Heartburn in consumer-directed health care and the cost out-
comes of therapeutic maximum allowable cost. J Manag Care Pharm.
2006;12(5):402-03. Available at: http://www.amcp.org/data/jmcp/editorial_
subjects_402-403.pdf. Accessed August 31, 2007.

42. Dummit L. Prescription drug price trends. Government Accountability
Office; Oct 6, 2004. Report No. GA)-05-104R. Available at:
http://www.gao.gov/new.items/d05104r.pdf. Accessed April 17, 2007.  

43. Medicare Prescription Drug, Improvement, and Modernization Act of
2003. H.R.1. Washington, DC; January 2003. Available at:
http://www.cms.hhs.gov/EmplUnionPlanSponsorInfo/downloads/hr1.pdf.
Accessed August 31, 2007.

44. CMS. Program information on Medicare, Medicaid, SCHIP, and other 
programs of the Centers for Medicare and Medicaid Services. DHHS; June
2002 edition. Available at: http://www.cms.hhs.gov/TheChartSeries/downloads/
sec2_p.pdf. Accessed August 31, 2007.

45. Office of the Actuary. National health expenditure projections 2006–2016.
CMS; February 15, 2007. Available at: http://www.cms.hhs.gov/NationalHealth
ExpendData/downloads/proj2006.pdf. Accessed August 31, 2007.

46. Social Security Online. P.L. 108-173. Medicare Prescription Drug,
Improvement, and Modernization Act of 2003. Available at:
http://www.ssa.gov/OP_Home/comp2/F108-173.html. Accessed August 31, 2007.

47. See CMS for more complete discussions of these programs. DHHS. Available
at: http://www.cms.hhs.gov/home/medicare.asp. Accessed August 31, 2007.

48. MedPAC. Hospital acute inpatient services payment system. September
2006. Available at: http://www.medpac.gov/publications/other_reports/
Sept06_MedPAC_Payment_ Basics_hospital.pdf. Accessed September 1, 2007.

49. CMS. Social Security Act §1886(d)(5)(K) and (L). DHHS. Fed Regist.
2004;69(39):9324-26. Available at: http://a257.g.akamaitech.net/7/257/2422/
14mar20010800/edocket.access.gpo.gov/2004/04-4334.htm. Accessed
September 1, 2007.

50. CMS. Necessary changes to implement special add-on payments for new
technologies. Program Memorandum Intermediaries. DHHS; December 13, 2002.
Transmittal A-02-124. Available at: http://www.cms.hhs.gov/Transmittals/
Downloads/A02124.pdf. Accessed September 1, 2007.

51. MedPAC. Outpatient hospital services payment system. September 2006.
Available at: http://www.medpac.gov/publications/other_reports/Sept06_
MedPAC_Payment_Basics_OPD.pdf. Accessed September 1, 2007.

52. CMS. Hospital outpatient prospective payment system and CY 2007 payment
rate. DHHS. CMS-1506 FC. Available at: http://www.cms.hhs.gov/quarterly
providerupdates/downloads/cms1506fc.pdf. Accessed September 1, 2007.

53. MedPAC. Medicare Part B drugs and oncology. Statement of Mark E Miller
before subcommittee on Health, Committee on Ways and Means, U.S. House of
Representatives; July 13, 2006. Available at: http://www.medpac.gov/publications/
congressional_testimony/071306_Testimony_Part%20B_oncology.pdf.
Accessed September 1, 2007.

54. CMS. Competitive acquisition for Part B drugs and biologicals. DHHS;
March 21, 2007. Available at: http://www.cms.hhs.gov/CompetitiveAcquisforBios/.
Accessed August 28, 2007.

55. Statement of R Friedman, Executive Chairman, BioScrip. Testimony before
the subcommittee on Health, House Committee on Ways and Means, U.S.
House of Representatives; July 13, 2006. Available at: http://waysandmeans.
house.gov/hearings.asp?formmode=view&id=5114. Accessed September 1, 2007. 

56. Opalich N. Some providers learn to live with CAP; vendor earns CMS’s
respect. Specialty Pharmacy News. 2007;7(2):3.

57. OIG. Medicare reimbursement for Lupron. DHHS; January 2004. Report
No. OEI-03-03-00250. Available at: http://www.medicarerxguide.com/MDRG/
2006/OIG_Lupron.pdf. Accessed September 1, 2007.

58. MedPAC. Impact of changes in Medicare payments for Part B drugs.
January 2007. Available at: http://www.medpac.gov/documents/Jan07_PartB_
mandated_report.pdf. Accessed September 4, 2007.

59. Kaiser Family Foundation. Medicare prescription drug benefit fact sheet.
November 2006. Henry J. Kaiser Family Foundation. Available at:
http://www.kff.org/medicare/upload/7044-05.pdf. Accessed September 1, 2007.

60. MedPAC. Part D payment system. September 2006. Available at:
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment
_Basics_PartD.pdf. Accessed September 1, 2007.

61. Avalere Health. Follow the dollar: understanding drug prices and beneficiary
costs under Medicare Part D. Prepared for National Pharmaceutical Council;
April 2006. Available at: http://www.npcnow.org/resources/PDFs/Follow_The_
Dollar.pdf. Accessed September 1, 2007.

62. CMS. Medicare Part B vs Part D coverage issues. Draft. DHHS; July 27,
2005. Available at: http://www.cms.hhs.gov/PrescriptionDrugCovGenIn/
Downloads/PartBandPartDdoc_07.27.05.pdf. Accessed September 1, 2007.

63. See CMS for details on SPAPs. Available at: http://www.cms.hhs.gov/States/
07_SPAPs.asp. Accessed September 1, 2007.

64. National Conference of State Legislatures. State pharmaceutical assistance
“wrap around” programs in 2006-07: helping to make Medicare Part D easier
and more affordable. July 1, 2007. Available at: http://www.ncsl.org/programs/
health/SPAPCoordination.htm. Accessed September 1, 2007.

65. MedPac. Payment basics: ambulatory surgical centers payment systems.
September 2006. Available at: http://www.medpac.gov/publications/other_
reports/Sept06_MedPAC_Payment_Basics_ASC.pdf. Accessed September 1,
2007.

66. Government Accountability Office. End-stage renal disease: Medicare 
payments for all ESRD services, including injectable drugs, should be bundled.
Statement of DM Walker; December 6, 2006. Available at: http://www.gao.gov/
new.items/d07266t.pdf. Accessed September 1, 2007.

67. MedPac. Outpatient dialysis services payment system. September 2006.
Rev. Available at: http://www.medpac.gov/publications/other_reports/Sept06_
MedPAC_Payment_ Basics_dialysis.pdf. Accessed August 28, 2007.

68. Social Security Online. Social Security Act. Part E: miscellaneous provisions.
Definitions of services, institutions, etc. April 9, 2007. §1861(s)(2)(Z); 1861(zz).
Available at: http://www.ssa.gov/OP_Home/ssact/title18/1861.htm. Accessed
August 28, 2007.

69. Social Security Online. Social Security Act. Part E: miscellaneous provi-
sions. Definitions of services, institutions, etc. Social Security Act. April 9,
2007. §1861(kk); 1861(m)(5). Available at: http://www.ssa.gov/OP_Home/
ssact/title18/1861.htm. Accessed August 28, 2007.

70. Social Security Online. Social Security Act. Part E: miscellaneous provisions.
Definitions of services, institutions, etc. Social Security Act. April 9, 2007.
§1861(h)(5). Available at: http://www.ssa.gov/OP_Home/ssact/title18/1861.htm.
Accessed August 28, 2007.

71. CMS. Medicare Benefit Policy Manual, Chapter 8, §50.5. Coverage of
extended care (SNF) services under hospital insurance. DHHS; Rev. 1, October 1,
2003. Available at: http://www.cms.hhs.gov/manuals/Downloads/bp102c08.pdf.
Accessed September 1, 2007.

http://www.cms.hhs.gov/manuals/Downloads/bp102c08.pdf
http://www.ssa.gov/OP_Home/ssact/title18/1861.htm
http://www.ssa.gov/OP_Home/ssact/title18/1861.htm
http://www.ssa.gov/OP_Home/ssact/title18/1861.htm
http://www.ssa.gov/OP_Home/ssact/title18/1861.htm
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_ Basics_dialysis.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_ Basics_dialysis.pdf
http://www.gao.gov/new.items/d07266t.pdf
http://www.gao.gov/new.items/d07266t.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_Basics_ASC.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_Basics_ASC.pdf
http://www.ncsl.org/programs/health/SPAPCoordination.htm
http://www.ncsl.org/programs/health/SPAPCoordination.htm
http://www.cms.hhs.gov/States/07_SPAPs.asp
http://www.cms.hhs.gov/States/07_SPAPs.asp
http://www.cms.hhs.gov/PrescriptionDrugCovGenIn/Downloads/PartBandPartDdoc_07.27.05.pdf
http://www.cms.hhs.gov/PrescriptionDrugCovGenIn/Downloads/PartBandPartDdoc_07.27.05.pdf
http://www.npcnow.org/resources/PDFs/Follow_The_Dollar.pdf
http://www.npcnow.org/resources/PDFs/Follow_The_Dollar.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_Basics_PartD.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_Basics_PartD.pdf
http://www.kff.org/medicare/upload/7044-05.pdf
http://www.medpac.gov/documents/Jan07_PartB_mandated_report.pdf
http://www.medpac.gov/documents/Jan07_PartB_mandated_report.pdf
http://www.medicarerxguide.com/MDRG/2006/OIG_Lupron.pdf
http://www.medicarerxguide.com/MDRG/2006/OIG_Lupron.pdf
http://waysandmeans.house.gov/hearings.asp?formmode=view&id=5114
http://waysandmeans.house.gov/hearings.asp?formmode=view&id=5114
http://www.cms.hhs.gov/CompetitiveAcquisforBios/
http://www.medpac.gov/publications/congressional_testimony/071306_Testimony_Part%20B_oncology.pdf
http://www.medpac.gov/publications/congressional_testimony/071306_Testimony_Part%20B_oncology.pdf
http://www.cms.hhs.gov/quarterlyproviderupdates/downloads/cms1506fc.pdf
http://www.cms.hhs.gov/quarterlyproviderupdates/downloads/cms1506fc.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_Basics_OPD.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_Basics_OPD.pdf
http://www.cms.hhs.gov/Transmittals/Downloads/A02124.pdf
http://www.cms.hhs.gov/Transmittals/Downloads/A02124.pdf
http://a257.g.akamaitech.net/7/257/2422/14mar20010800/edocket.access.gpo.gov/2004/04-4334.htm
http://a257.g.akamaitech.net/7/257/2422/14mar20010800/edocket.access.gpo.gov/2004/04-4334.htm
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_ Basics_hospital.pdf
http://www.medpac.gov/publications/other_reports/Sept06_MedPAC_Payment_ Basics_hospital.pdf
http://www.cms.hhs.gov/home/medicare.asp
http://www.ssa.gov/OP_Home/comp2/F108-173.html
http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2006.pdf
http://www.cms.hhs.gov/NationalHealthExpendData/downloads/proj2006.pdf
http://www.cms.hhs.gov/TheChartSeries/downloads/sec2_p.pdf
http://www.cms.hhs.gov/TheChartSeries/downloads/sec2_p.pdf
http://www.cms.hhs.gov/EmplUnionPlanSponsorInfo/downloads/hr1.pdf
http://www.gao.gov/new.items/d05104r.pdf
http://www.amcp.org/data/jmcp/editorial_subjects_402-403.pdf
http://www.amcp.org/data/jmcp/editorial_subjects_402-403.pdf
http://www.amcp.org/data/jmcp/editorial_subjects_403-405.pdf
http://www.kff.org/rxdrugs/loader.cfm?url=/commonspot/security/getfile.cfm&PageID=51881
http://www.kff.org/rxdrugs/loader.cfm?url=/commonspot/security/getfile.cfm&PageID=51881


60 AMCP Guide to Pharmaceutical Payment Methods    October 2007    www.amcp.org 

References | AMCP Guide to Pharmaceutical Payment Methods

72. CMS. Medicare claims processing manual. Chapter 6-SNF inpatient Part A
billing, §20.4. DHHS; January 11, 2007. Available at: http://www.cms.hhs.gov/
manuals/downloads/clm104c06.pdf. Accessed August 28, 2007.

73. Kaiser Commission on Medicaid and the Uninsured. Medicaid: a primer.
The Henry J. Kaiser Family Foundation; March 19, 2007. Available at: http://
kff.org/medicaid/upload/Medicaid-A-Primer-pdf.pdf. Accessed August 28, 2007.

74. Kaiser Commission on Medicaid and the Uninsured. Dual eligibles: Medicaid’s
role in filling Medicare’s gaps-issue brief. The Henry J. Kaiser Family Foundation;
March 31, 2004. Available at: http://www.kff.org/medicaid/upload/Dual-Eligibles-
Medicaid-s-Role-in-Filling-Medicare-s-Gaps.pdf. Accessed August 28, 2007.

75. Data on file. Alexandria, VA: Tag & Associates, Inc.; 2005.

76. California HealthCare Foundation. The Medicare drug benefit: impact on
nursing facilities. Issue brief; October 2005. Available at: http://www.chcf.org/
documents/insurance/MedicareDrugBenefitNursingFacilities.pdf. Accessed
August 28, 2007.

77. CMS. Medicaid drug rebate program. DHHS; January 25, 2007. Available at:
http://www.cms.hhs.gov/MedicaidDrugRebateProgram/13_UnitRebateCalc.asp.
Accessed August 28, 2007.

78. CBO. The rebate Medicaid receives on brand-name prescription drugs.
Congress of the United States; June 21, 2005. Available at: http://www.cbo.gov/
ftpdocs/64xx/doc6493/06-21-MedicaidRebate.pdf. Accessed August 28, 2007.

79. Government Accountability Office. Medicaid drug rebate program: inade-
quate oversight raises concerns about rebates paid to states. Washington, DC;
February 2005. Report No. GAO-05-102. Available at: http://www.gao.gov/
new.items/d05102.pdf. Accessed August 29, 2007.

80. CRS report for Congress. Prescription drug coverage under Medicaid.
Congressional Research Service; updated March 12, 2004. Order code RL30726.
Available at: http://www.opencrs.cdt.org/rpts/RL30726_20040312.pdf.
Accessed August 29, 2007.

81. See National Conference of State Legislatures for updated state Medicaid
Preferred Drug List information. Available at: http://www.ncsl.org/programs
/health/medicaidrx.htm. Accessed August 29, 2007.

82. National Conference of State Legislatures. Pharmaceutical bulk purchasing:
multi-state and inter-agency plans, 2007 edition. Updated June 5, 2007.
Available at: http://www.ncsl.org/programs/health/bulkrx.htm. Accessed
August 29, 2007.

83. CBO. Medicaid’s reimbursements to pharmacies for prescription drugs.
Congress of the United States; December 2004. Available at: http://www.cbo.gov/
ftpdoc.cfm?index=6038&type=0&sequence=0. Accessed August 29, 2007.

84. See CMS for quarterly updates of reimbursement formulae, dispensing
fees, and other Medicaid payment information. DHHS. Available at:
http://www.cms.hhs.gov/MedicaidDrugRebateProgram/08_MdPresReimInfo.asp
# TopOfPage. Accessed August 29, 2007.

85. OIG. Comparison of Medicaid federal upper limit amounts to average
manufacturer prices. DHHS; June 2005. Report No. OEI 03-05-00110.
Available at: http://oig.hhs.gov/oei/reports/oei-03-05-00110.pdf. Accessed
August 29, 2007.

86. Safety Net Hospitals for Pharmaceutical Access. 340B Drug discount program
overview. Washington, DC. Available at: http://www.safetynetrx.org/public/
340b_program.cfm. Accessed August 29, 2007.

87. See Office of Pharmacy Affairs for an excellent source of information on
the 340B program. DHHS, Health Resources and Health Administration.
Available at: http://www.hrsa.gov/opa/introduction.htm. Accessed August 29,
2007.

88. DeNavas-Walt C, Proctor BD, Hill Lee C. Income, poverty, and health
insurance coverage in the United States: 2005. U.S. Census Bureau, U.S.
Department of Commerce; August 2006. Available at: http://www.census.gov/
prod/2006pubs/p60-231.pdf. Accessed August 29, 2007.

89. Kaiser Family Foundation/Health Research and Educational Trust.
Employer health benefits: 2006 annual survey. September 2006. Available at:
http://www.kff.org/insurance/7527/upload/7527.pdf. Accessed August 29, 2007.

90. Employee Retirement Income Security Act of 1974. See Government
Accounting Office. Private health insurance: federal and state requirements
affecting coverage offered by small businesses. September 2003. Report No.
GAO-03-1133. Available at: http://www.gao.gov/new.items/d031133.pdf.
Accessed August 29, 2007.

91. Employee Benefit Research Institute. ERISA and health plans. Special report
SR-31. Issue brief #167. November 1995. Available at: http://www.ebri.org/
publications/ib/index.cfm?fa=ibDisp&content_id=75. Accessed August 29, 2007.

92. Federal Trade Commission. Pharmacy benefit managers: ownership of
mail-order pharmacies. August 2005. Available at: http://www.ftc.gov/reports/
pharmbenefit05/050906pharmbenefitrpt.pdf. Accessed August 29, 2007.

93. Personal communication by Cindy Pigg to Elan Rubinstein; May 31, 2007.

94. Jordan H, Barth L, Jureidini S, Wrobel M. Identification and description 
of industry best practices to manage the costs of prescription drugs. Abt
Associates, Inc.; November 11, 2005. Task Order 100-03-0002. Available at:
http://www.abtassociates.com/reports/ibp_costs_perscription_drugs.pdf.
Accessed August 29, 2007.

95. Takeda Pharmaceuticals North America, Inc. The prescription drug benefit
cost and plan design survey report. September 2006 edition.

96. Aventis Pharmaceuticals. HMO-PPO/Medicare-Medicaid digest. Aventis
managed care digest series 2002. Bridgewater, NJ: Aventis Pharmaceuticals; 
p 41. Available at: http://www.managedcaredigest.com/hmo/Default.aspx.
Accessed September 4, 2007.

97. Curtiss FR. 3-Tier drug benefit designs based on sound drug formulary
principles will maximize favorable outcomes. J Manag Care Pharm. 2004;10(1).
Available at: http://www.amcp.org/data/jmcp/EditorialSubjects_84-86.pdf.
Accessed September 1, 2007.

98. Personal communication from Cindy Pigg to Elan Rubinstein, May 31,
2007.

99. Hoadley J. Cost containment strategies for prescription drugs: assessing
the evidence in the literature. Henry J. Kaiser Family Foundation; March
2005. Available at: http://kff.org/rxdrugs/upload/Cost-Containment-Strategies-
for-Precription-Drugs-Assessing-The-Evidence-in-the-Literature-Report.pdf.
Accessed August 29, 2007.

100. Stuart B, Briesacher BA, Shea DG, Cooper BS, Baysac FS, Limcangco MR.
Riding the roller coaster: the ups and downs in out-of-pocket spending under
the standard Medicare benefit. Health Aff. 2005;24(4):1022-31.

101. Managed Care Weekly Digest. Bid for Rx website now online using auctions
to reduce prescription drug costs.  Obesity Fitness and Wellness Week;
September 11, 2006. Available at: http://www.pharmacychoice.com/news/
article.cfm?Article_ID=35913. Accessed August 29, 2007.

102. Herrick D.  Shopping for drugs 2007. National Center for Policy
Analysis; November 2006. Report No. 293. Available at: http://www.ncpa.org/
pub/st/st293/st293.pdf. Accessed August 29, 2007.

103. DHHS Task Force on Drug Importation. Report on prescription drug
importation. DHHS December 2004. Available at: http://www.hhs.gov/
importtaskforce/Report1220.pdf. Accessed August 29, 2007.

104. Congressional Budget Office. Would prescription drug importation
reduce U.S. drug spending? April 29, 2004. Available at: http://www.cbo.gov/
ftpdoc.cfm?index=5406&type=0&sequence=0. Accessed August 29, 2007.

105. Serono Injectables Digest, 2nd edition. Rockland, MA: Serono, Inc.; 2006.

106. Murphy-Barron C. Provider reimbursement. Milliman. Research Report.
U.S.A. 2002.

107. Data on file. Oak Park, CA: EB Rubinstein Associates; January 2007.

108. Prometheus: provider payment for high quality care. A white paper.
Washington, DC: Prometheus Payment, Inc., Bridges to Excellence; May, 2006.
Available at: http://www.allhealth.org/BriefingMaterials/PROMETHEUS-
ProviderPaymentforHighQualityCare-AWhitePaper-ExecutiveSummary-511.pdf.
Accessed August 29, 2007.

http://www.allhealth.org/BriefingMaterials/PROMETHEUS-ProviderPaymentforHighQualityCare-AWhitePaper-ExecutiveSummary-511.pdf
http://www.allhealth.org/BriefingMaterials/PROMETHEUS-ProviderPaymentforHighQualityCare-AWhitePaper-ExecutiveSummary-511.pdf
http://www.cbo.gov/ftpdoc.cfm?index=5406&type=0&sequence=0
http://www.cbo.gov/ftpdoc.cfm?index=5406&type=0&sequence=0
http://www.hhs.gov/importtaskforce/Report1220.pdf
http://www.hhs.gov/importtaskforce/Report1220.pdf
http://www.ncpa.org/pub/st/st293/st293.pdf
http://www.ncpa.org/pub/st/st293/st293.pdf
http://www.pharmacychoice.com/news/article.cfm?Article_ID=35913
http://www.pharmacychoice.com/news/article.cfm?Article_ID=35913
: http://kff.org/rxdrugs/upload/Cost-Containment-Strategies-for-Precription-Drugs-Assessing-The-Evidence-in-the-Literature-Report.pdf
: http://kff.org/rxdrugs/upload/Cost-Containment-Strategies-for-Precription-Drugs-Assessing-The-Evidence-in-the-Literature-Report.pdf
http://www.amcp.org/data/jmcp/EditorialSubjects_84-86.pdf
http://www.managedcaredigest.com/hmo/Default.aspx
: http://www.abtassociates.com/reports/ibp_costs_perscription_drugs.pdf
http://www.ftc.gov/reports/pharmbenefit05/050906pharmbenefitrpt.pdf
http://www.ftc.gov/reports/pharmbenefit05/050906pharmbenefitrpt.pdf
http://www.ebri.org/publications/ib/index.cfm?fa=ibDisp&content_id=75
http://www.ebri.org/publications/ib/index.cfm?fa=ibDisp&content_id=75
http://www.gao.gov/new.items/d031133.pdf
http://www.kff.org/insurance/7527/upload/7527.pdf
http://www.census.gov/prod/2006pubs/p60-231.pdf
http://www.census.gov/prod/2006pubs/p60-231.pdf
http://www.hrsa.gov/opa/introduction.htm
http://www.safetynetrx.org/public/340b_program.cfm
http://www.safetynetrx.org/public/340b_program.cfm
http://oig.hhs.gov/oei/reports/oei-03-05-00110.pdf
http://www.cms.hhs.gov/MedicaidDrugRebateProgram/08_MdPresReimInfo.asp# TopOfPage
http://www.cms.hhs.gov/MedicaidDrugRebateProgram/08_MdPresReimInfo.asp# TopOfPage
http://www.cbo.gov/ftpdoc.cfm?index=6038&type=0&sequence=0
http://www.cbo.gov/ftpdoc.cfm?index=6038&type=0&sequence=0
http://www.ncsl.org/programs/health/bulkrx.htm
http://www.ncsl.org/programs/health/medicaidrx.htm
http://www.ncsl.org/programs/health/medicaidrx.htm
http://www.opencrs.cdt.org/rpts/RL30726_20040312.pdf
http://www.gao.gov/new.items/d05102.pdf
http://www.gao.gov/new.items/d05102.pdf
http://www.cbo.gov/ftpdocs/64xx/doc6493/06-21-MedicaidRebate.pdf
http://www.cbo.gov/ftpdocs/64xx/doc6493/06-21-MedicaidRebate.pdf
http://www.cms.hhs.gov/MedicaidDrugRebateProgram/13_UnitRebateCalc.asp
http://www.chcf.org/documents/insurance/MedicareDrugBenefitNursingFacilities. pdf
http://www.chcf.org/documents/insurance/MedicareDrugBenefitNursingFacilities. pdf
http://www.kff.org/medicaid/upload/Dual-Eligibles-Medicaid-s-Role-in-Filling-Medicare-s-Gaps.pdf
http://www.kff.org/medicaid/upload/Dual-Eligibles-Medicaid-s-Role-in-Filling-Medicare-s-Gaps.pdf
http://kff.org/medicaid/upload/Medicaid-A-Primer-pdf.pdf
http://kff.org/medicaid/upload/Medicaid-A-Primer-pdf.pdf
http://www.cms.hhs.gov/manuals/downloads/clm104c06.pdf
http://www.cms.hhs.gov/manuals/downloads/clm104c06.pdf


www.amcp.org October 2007 AMCP Guide to Pharmaceutical Payment Methods 61

References | AMCP Guide to Pharmaceutical Payment Methods

109. NORC at the University of Chicago and Georgetown University Health
Policy Institute. Physician-administered drugs: distribution and payment issues
in the private sector. MedPAC; August 2003. Available at: http://www.medpac.gov/
publications/contractor_reports/Aug03_DrugsDist(cont)Rpt.pdf. Accessed
August 29, 2007.

110. Data on file. Alexandria, VA: Tag & Associates, Inc., 2007.

111. Linn C, Baker T, Pajarill M, and the Zitter Group. Managed care pharmacy
meets oncology management. Poster presentation at: Academy of Managed
Care Pharmacy; April 12, 2007; San Francisco, CA.

112. National Home Infusion Association. National definition of per diem.
January 2006. Available at: http://www.nhianet.org/perdiemfinal.htm. Accessed
August 29, 2007.

113. Wrobel MV, Schondelmeyer SW, Jureidini S, Agarwal S, Sayko R, Doyle
AC. Sales of drugs and biologicals to large volume purchasers. Abt Associates;
December 15, 2005. Available at: http://www.cms.hhs.gov/reports/downloads/
wrobel3.pdf. Accessed September 4, 2007.

114. Hewitt Associates. Trends in pharmacy: a closer look at pharmacy drugs.
May 2006.

115. The Segal Group, Inc. 2007 Health plan cost trend survey. The Segal
Company. Available at: http://www.segalco.com/publications/surveysandstudies/
2007trendsurvey.pdf. Accessed August 29, 2007.

116. Baker T. Benefit design and specialty pharmacy: implications for the
managed care marketplace. Zitter Group; April 25, 2006. Available at:
http://www.pcmanet.org/events/2006/PDFs/Speaker%20Presentations/Tom%20
Baker.pdf. Accessed September 4, 2007.

117. National Association of Urban-Based HMOs. Medicaid pharmacy rebate
program and Medicaid HMOs. February 2001. Available at:
http://www.mhpa.org/userdata/content/images/93/downloadpaper.jpg.
Accessed September 4, 2007.

118. Human Resource Policy Association. Pharmaceutical coalition’s trans-
parency in pharmaceutical purchasing solutions - TIPPS - initiative. September
6, 2006. Available at: http://www.hrpolicy.org/memoranda/2006/06-129_
Pharma_1-pager.pdf. Accessed August 29, 2007.

119. PricewaterhouseCoopers LLP. Study of pharmaceutical benefit management.
Health Care Financing Administration; June 2001. Contract No. 500-97-0399/
0097. Available at: http://www.pcmanet.org/research/ostudies/hcfastudy.pdf.
Accessed September 1, 2007.  

120. Testimony of F Segrave, Vice President, Wal-Mart Pharmacy Division.
Subcommittee on Oversight and Investigation of the Committee on Energy
and Commerce, U.S. House of Representatives; December 7, 2004.

121. See Partnership for Prescription Assistance. Available at :
https://www.pparx.org/help_uninsured.php. Accessed September 1, 2007.

122. Tompkins C. The precarious pricing system for hospital services. Health Aff.
2006;25(1):45-56.

123. Healthcare Financial Management Association. Strategic price setting:
ensuring your financial viability through price modeling. June 2004. Available at:
http://www.hfma.org/NR/rdonlyres/6F2AF75F-4618-4F80-BCFF-09764F0D4A31/
0/3M_StrategicPriceSetting.pdf. Accessed September 1, 2007.

124. Reinhardt U. The pricing of U.S. hospital services: chaos behind a veil of
secrecy. Health Aff. 2006;25(1):57-69.

125. Nichols L. Hospital payment systems: will payers like the future better
than the past? Health Aff. 2006;25(1):81-93.

126. Reinhardt UE. The pricing of U.S. hospital services: chaos behind a wall
of secrecy. Health Aff. 2006;25(1):57-69.

127. Sethi SP. Group purchasing organizations: an evaluation of their effectiveness
in providing services to hospitals and their patients. International Center for
Corporate Accountability; July 2006. Report  No. ICCA-2006.G-01. Available
at: http://www.icca-corporateaccountability.org/PDFs/HGPII_Report07-20-06.pdf.
Accessed September 1, 2007.

128. Federal Drug Discount and Compliance Monitor. Governor Schwarzenegger
signs nonprofit 340B hospital bill into law. September 2005, Vol 2, No 9.

129. See BiogenIdec Website at: http://www.tysabri.com/tysbProject/tysb.portal/
_baseurl/twoColLayout/SCSRepository/en_US/tysb/home/touch/index.html.
Accessed September 1, 2007.

130. Blansett L. Reimbursement realities for high cost drugs. DaVinci Partners;
June 2, 2006. Available at: http://www.mmanet.org/docs/conf06_blansett.ppt.
Accessed September 1, 2007.

131. Miller M. Medicare reimbursement for physician-administered prescription
drugs. MedPAC. Capital Hill hearing testimony. CQ Congressional testimony;
July 13, 2006. Available at: http://www.medpac.gov/publications/congressional_
testimony/071306_Testimony_Part%20B_oncology.pdf. Accessed September 1,
2007.

132. Fountain DL, Grossman JM, Srinivasan, S. Health system change in Orange
County, Calif. Center for Studying Health System Change; September 1997.
Available at: http://www.hschange.org/CONTENT/221/?words. Accessed
September 1, 2007.

133. OIG. Medicaid pharmacy-actual acquisition cost of generic prescription
drug products. DHHS; March 14, 2002. Report No. A-06-01-00053. Available
at: http://oig.hhs.gov/oas/reports/region6/60100053.pdf. Accessed September 1,
2007.

134. Data on file. Alexandria, VA: Tag & Associates, Inc.

135. National Health Policy Forum. Pharmacy benefit managers: a model for
Medicare? Issue brief. Washington, DC: George Washington University; July 9,
2001. No. 765. Available at: http://www.nhpf.org/pdfs_ib/IB765_PBMs_7-9-01.pdf.
Accessed September 1, 2007.

136. National Health Policy Forum. The ABCs of PBMs. Issue brief.
Washington, DC: George Washington University; October 27, 1999. Available
at: http://www.nhpf.org/pdfs_ib/IB749_ABCsofPBMs_10-27-99.pdf. Accessed
September 1, 2007.

137. Cook A, Kornfield T, Gold M. The role of PBMs in managing drug costs:
implications for a Medicare drug benefit. Mathematica Policy Research for the
Henry J. Kaiser Family Foundation; January 2000. Available at: http://gateway.
nlm.nih.gov/MeetingAbstracts/102272462.html. Accessed September 1, 2007.

138. Benko LB. Pumping up bonuses in Calif.-plan seeks to boost rewards to
10 percent of doc income. Mod Healthc. 2006;40(Jan 13).

139. Stebbins MR, Kaufman DJ, Lipton HL. The PRICE clinic for low-income
elderly: a managed care model for implementing pharmacist-directed services.
J Manag Care Pharm. 2005;11(4):333-41. Available at: http://www.amcp.org/
data/jmcp/contemporary_333_341.pdf. Accessed September 1, 2007.

http://www.amcp.org/data/jmcp/contemporary_333_341.pdf
http://www.amcp.org/data/jmcp/contemporary_333_341.pdf
http://gateway.nlm.nih.gov/MeetingAbstracts/102272462.html
http://gateway.nlm.nih.gov/MeetingAbstracts/102272462.html
http://www.nhpf.org/pdfs_ib/IB749_ABCsofPBMs_10-27-99.pdf
http://www.nhpf.org/pdfs_ib/IB765_PBMs_7-9-01.pdf
http://oig.hhs.gov/oas/reports/region6/60100053.pdf
http://www.hschange.org/CONTENT/221/?words
http://www.medpac.gov/publications/congressional_testimony/071306_Testimony_Part%20B_oncology.pdf
http://www.medpac.gov/publications/congressional_testimony/071306_Testimony_Part%20B_oncology.pdf
http://www.mmanet.org/docs/conf06_blansett.ppt
http://www.tysabri.com/tysbProject/tysb.portal/_baseurl/twoColLayout/SCSRepository/en_US/tysb/home/touch/index.html
http://www.tysabri.com/tysbProject/tysb.portal/_baseurl/twoColLayout/SCSRepository/en_US/tysb/home/touch/index.html
http://www.icca-corporateaccountability.org/PDFs/HGPII_Report07-20-06.pdf
: http://www.hfma.org/NR/rdonlyres/6F2AF75F-4618-4F80-BCFF-09764F0D4A31/0/3M_StrategicPriceSetting.pdf
: http://www.hfma.org/NR/rdonlyres/6F2AF75F-4618-4F80-BCFF-09764F0D4A31/0/3M_StrategicPriceSetting.pdf
https://www.pparx.org/help_uninsured.php
http://www.pcmanet.org/research/ostudies/hcfastudy.pdf
http://www.hrpolicy.org/memoranda/2006/06-129_Pharma_1-pager.pdf
http://www.hrpolicy.org/memoranda/2006/06-129_Pharma_1-pager.pdf
http://www.mhpa.org/userdata/content/images/93/downloadpaper.jpg
http://www.pcmanet.org/events/2006/PDFs/Speaker%20Presentations/Tom%20 Baker.pdf
http://www.pcmanet.org/events/2006/PDFs/Speaker%20Presentations/Tom%20 Baker.pdf
http://www.segalco.com/publications/surveysandstudies/2007trendsurvey.pdf
http://www.segalco.com/publications/surveysandstudies/2007trendsurvey.pdf
http://www.cms.hhs.gov/reports/downloads/wrobel3.pdf
http://www.cms.hhs.gov/reports/downloads/wrobel3.pdf
: http://www.nhianet.org/perdiemfinal.htm
http://www.medpac.gov/publications/contractor_reports/Aug03_DrugsDist(cont)Rpt.pdf
http://www.medpac.gov/publications/contractor_reports/Aug03_DrugsDist(cont)Rpt.pdf




®

100 North Pitt Street I Suite 400
Alexandria, VA 22314
Tel: 800 827 2627 I 703 683 8416
Fax: 703 683 8417
www.amcp.org      35477 COMP ED 10.07 500


	White Paper (4).pdf
	comprehensive_cover_2.pdf


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /CMYK
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


