
422 Am J Health-Syst Pharm—Vol 62  Feb 15, 2005

COMMENTARIES Contract price integrity

C O M M E N TA R I E S

Contract price integrity
for pharmaceuticals

ALLEN R. DUNEHEW, HERBERT STOKES, JACK NEWBERRY,
 AND DAVID EVANGELISTA

Am J Health-Syst Pharm. 2005; 62:422-9

ALLEN R. DUNEHEW, M.P.A., is Vice President
of Pharmacy, Amerinet, Inc., St. Louis, MO.
HERBERT STOKES is Vice President, S/T Health
Group Consulting, Inc., Houston, TX. JACK
NEWBERRY is Chief Pharmacy Officer, Trinity
Health Systems, Farmington Hills, MI. DAVID
EVANGELISTA is Operations Manager, Con-
tract Administration, McKesson Pharmaceu-
tical, Carrollton, TX.

Address correspondence to Mr. Dune-
hew at Amerinet, Inc., 2060 Craigshire
Road, St. Louis, MO 63146 (dunehew@
amerinet-gpo.com).

The assistance of John Paul, Andrew
Wilson, John Gloss, Tony Gulczynski, and
Locke Boyer in reviewing this manuscript
is acknowledged.

Supported by an unrestricted educational
grant from McKesson Corporation, San Fran-
cisco, CA.

Copyright © 2005, American Society of
Health-System Pharmacists, Inc. All rights re-
served. 1079-2082/05/0202-0422$06.00.

Tracking pharmaceutical costs
within an organization—simply
making sure that the right price

has been charged and paid—has nev-
er been more important. Purchasing
has become more complex, with a
wealth of interrelated variables: more
products, more specialty products,
more refined formularies, new
sources of and channels for products,
and contracts that establish increas-
ingly detailed terms. New purchasing
strategies and tools that help keep
pharmaceutical costs in check are
constantly emerging.

The current purchasing process
involves four main parties: (1) health
systems and pharmaceutical pur-
chasers in other classes of trade, (2)
drug wholesalers, (3) group purchas-
ing organizations (GPOs), and (4)
pharmaceutical manufacturers. Each
party is involved in product procure-
ment and contractual agreements for
the purchase of pharmaceuticals, and
each has a disciplined approach to
pricing. The ability of these parties to
connect their disciplines is where
price accuracy and agreement are de-
termined. For the purposes of this
article, pharmaceutical purchasers of
all types are referred to as purchasers.

Pricing errors can often be traced
to the philosophical differences that
exist between distributors and man-
ufacturers, which affect the integrity
of contract prices received by pur-
chasers. Drug wholesalers obtain

their price data from multiple sourc-
es and must synchronize the data
among the various systems. Mean-
while, GPOs negotiate contracts on
behalf of their many health care pro-
vider customers. Pricing problems
arise when the manufacturers, GPOs,
purchasers, and wholesalers have
different ideas about the correct con-
tract price. Another point of conten-
tion is timing (i.e., when the contrac-
tual agreement and specific price
take effect). Compounding the pric-
ing model is the eligibility of certain
facilities to receive a specific price,
determined by the type of practice,
types of patients served, and various
legal aspects relating to class of trade.
For example, all parties must agree
on how a facility will be categorized
(e.g., as an ambulatory care clinic),
because some manufacturers offer
different prices to different classes of
trade.

This article explains the often
complex relationships among drug

manufacturers, wholesalers, GPOs,
and purchasers and explains how
contracts are implemented and man-
aged. Sources of pricing errors, as
well as considerations and options
for resolving disagreements about
contract price integrity, are also ex-
amined. Finally, changes to current
procedures that could avert many of
these pricing issues are discussed. A
literature search revealed no articles
on contract price issues; hence, the
information presented in this article
reflects the experience of the authors,
who represent the perspectives of the
wholesaler, group purchasing indus-
try, purchaser, and a pharmaceutical
cost-of-goods consulting group.

Magnitude of the problem. Cur-
rently, there is no single source from
which to determine the magnitude of
pricing errors, but each participant
in the supply chain incurs significant
expense associated with resolving is-
sues related to incorrect pricing. Er-
roneous charges affect cash flow and
drug costs, as well as the expense as-
sociated with the labor involved in
discovering the errors. Drug whole-
salers can quantify discrepancies
through documentation of credits
and rebills. For example, when a pur-
chaser notes a discrepancy on an in-
voice, the wholesaler is notified. The
discrepancy is then reviewed by the
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wholesaler, GPO, and manufacturer,
as well as the purchaser who initially
identified the discrepancy. If a billing
error is verified, the customer re-
ceives a credit for the overcharge and
is rebilled using the correct price.
However, pricing issues do not al-
ways involve credit. For example, the
wholesaler may determine that the
price on the invoice was too low, in
which case the customer will receive
an additional invoice for the amount
of the underpayment.

According to S/T Health Group
Consulting, Inc., a company that
contracts with purchasers to retro-
spectively analyze invoice-level pur-
chase data and contract information
to identify price discrepancies, the
overall error rate in contract prices is
relatively low. Of more than $2 bil-
lion in health-system purchases re-
viewed, the average error rate is only
about 0.75%.1 In other words, for ev-
ery $100 billed, $0.75 can potentially
be recovered. This seemingly small
amount is important to purchasers
because of the volume of pharma-
ceutical purchases. For a purchaser
with a $20 million drug budget, a
0.75% error rate would translate to a
potential $150,000 in erroneous
charges. The error rate also varies
among wholesalers, ranging from
0.26% to well over the 0.75% aver-
age, and can either contribute to or
reduce the financial impact on pur-
chasers by threefold or more.1

Another important factor is the
number of transactions billed in er-
ror. This is important because the
cost of correcting the error is essen-
tially the same, regardless of the cost
of the product or the size of the dis-
crepancy, with the exception of any
consideration for the potential lost
value associated with the amount
of overpayment until the error is
corrected.

Overview of the contracting
process. The contracting process
usually begins when the GPO sends a
solicitation request to manufacturers
as part of a bid process. The GPO

offers a product line to its member-
ship and must decide which product
selections best fit its membership. In
some cases, solicitation occurs di-
rectly between a manufacturer and
a health system or individual health
care provider. Once the two parties
(manufacturer and GPO or health
care provider) agree to the prices
and terms of the agreement, that
information is communicated to the
wholesaler, who loads it into its
database and links the specific pur-
chaser to eligibility for purchase of
the product at the contract price.

The contract between the GPO
and manufacturer usually identifies
the term of price protection and any
limit on price increases afforded by
the agreement. In some cases, this
price protection could extend for the
entire life of the contract. In other
cases, the contract may offer no price
protection. There may be firm price
limits, often expressed as an annual
price increase cap, or no price limits
at all. Usually, these factors vary by
contract. A manufacturer will seek to
increase product prices for many rea-
sons, including increased production
costs, a desire for increased operating
margins, and changes in the compet-
itive marketplace. Manufacturers
also decrease prices in response to
changes in the marketplace or nego-
tiations with the contracted party.

When a manufacturer decides to
change a price, the change must be
communicated to wholesalers, pur-
chasers, and GPOs.

The synchronization of price-
change notification is important to
ensure that the price the customer
pays is the price negotiated by the
parties and is reflected in the whole-
saler and GPO databases. One of the
primary factors contributing to the
difficulty in synchronizing notifica-
tion is insufficient lead time regard-
ing the notification of price changes,
which leads to confusion about when
new prices will take effect. For exam-
ple, the manufacturer might expect
the change to take effect immediately

after it notifies the wholesaler, but
this does not allow sufficient time for
the changes to be made and commu-
nicated between the GPOs and pur-
chasers. There is no standardized
method and accepted timeline for
this process, although GPOs typically
request 30–45 days for new price-
data loading and 5–10 days for ad-
denda. The processes and policies re-
garding whether the GPO or the
manufacturer is viewed as the au-
thoritative voice on pricing vary by
wholesaler, as does the time allowed
for loading price changes. Manufac-
turers of brand-name pharmaceuti-
cals generally allow as few days as pos-
sible from the time of notification of a
price change until the price change be-
comes effective for the customer.

The methods of communicating
price changes also vary among man-
ufacturers. Some send notices via
electronic data interchange, e-mail,
or facsimile, methods that immedi-
ately convey this information, while
others use traditional mail service.
To further complicate matters, man-
ufacturers may seek to implement
price increases that do not comply
with the contract terms, usually by
exceeding the price increase cap or
by changing prices earlier than al-
lowed by the price protection period.
Because some wholesalers assume
that manufacturers, rather than the
contracting entity, have the authorita-
tive voice on pricing, wholesalers may
charge an incorrect price. The price
must then be reconciled between the
contracting entity and the manufac-
turer, resulting in credits and rebills
for every purchaser who bought the
product at the incorrect price.

GPOs also communicate pricing
information, including price chang-
es, to wholesalers, but the process,
format, and the frequency of these
communications vary by GPO.

Manufacturer contract pricing
models. Manufacturer pricing struc-
tures are usually based on one of two
pricing models: fixed and discount-
ed. The fixed-price model is usually
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easier to manage and often provides
for some period of advance notice to
allow sufficient time for the commu-
nication of price changes among the
manufacturer, GPO, purchaser, and
wholesaler. If an error in pricing oc-
curs with this type of pricing model
and the contract requires prior noti-
fication, price discrepancies are more
likely to be resolved before any prod-
ucts are purchased at the incorrect
price, eliminating the cumbersome
process of generating credits and re-
bills, which is costly for both pur-
chasers and wholesalers. A minimum
of 30 days advance notice is preferred
to facilitate this validation process;
however, not all contracted products
with fixed prices include advance-
notification requirements for price
changes.

The discounted-pricing model
uses a fixed-percentage discount
from some reference price. The two
most common reference prices are
average wholesale price and whole-
sale acquisition cost (WAC). This
type of pricing model may or may
not provide a period of price protec-
tion. If a price-protection period is
not offered, the net contract price
changes as the reference price chang-
es. This model is most commonly
used for brand-name, sole-source
products. Many manufacturers, pri-
marily those of brand-name prod-
ucts, will not provide any advance
communication of a price change to
prevent wholesalers and customers
from stocking up on the product at
the lower price before the price
change becomes effective.

Communication issues are inher-
ent when there is no advanced-notice
requirement. It is not uncommon for
a GPO and wholesaler to receive no-
tification of the price change in this
scenario by fax after business hours
on the day before the effective date of
the change or on the morning of the
effective date. Any change in the list
price results in a change in the con-
tract price and sets the stage for pric-
ing errors.

Rebates are another form of man-
ufacturer discounts. This type
of discount will not be discussed in
detail in this article, because rebates
are not reflected on invoices and
therefore do not contribute directly
to invoice errors.

Types of contracts. Wholesaler
supply agreements. In addition to a
product contract, a contract for dis-
tribution services is often involved.
The wholesaler’s contract for distri-
bution services typically addresses
four key criteria: (1) volume, (2)
product mix (i.e., the types of prod-
ucts a wholesaler must carry for a
specific customer), (3) number of
deliveries (i.e., the more deliveries,
the higher the distribution fee), and
(4) payment terms. Many wholesal-
ers charge their customers with large
accounts less than the contract price
or less than the WAC for noncon-
tracted products. This wholesaler
pricing model, referred to as cost mi-
nus pricing, usually results from con-
tracts between the customer’s GPO
and the wholesaler. For example, if
product A costs $4.00, the customer
will pay $4.00 less the negotiated cost
minus discount, usually 2–3%. If the
product costs $4.00 and the discount
is 2%, the net delivered price would
be $3.92. For customers with smaller
accounts, the net delivered price for
the product may be greater than the
contract price (or WAC for noncon-
tracted products), usually referred to
as cost plus percentage, ranging from
0% to 5%. For a small-volume cus-
tomer, the aforementioned product
A would cost $4.16 if the percentage
added to the cost is 4%. Most whole-
saler distribution agreements include
clauses that provide for periodic in-
creases or decreases in this fee if the
factors that drive the distribution fee
change (e.g., number of deliveries,
volume). There is an increased po-
tential for pricing errors during each
of these readjustment periods. Fur-
ther, wholesalers may not apply the
specific cost plus or minus percent-
age to all products. Some wholesalers

take exception to the application of
the cost minus pricing on specific
types of items that cause a wholesaler
to incur additional handling or car-
rying costs, such as slow-moving or
bulky products. Often these excep-
tions do not affect contracted prod-
ucts. However, the application of
these exceptions may not be well un-
derstood by the purchaser, and the
communication of these exceptions
varies by wholesaler. Thus, the cus-
tomer may perceive that the invoice
price is incorrect. Some GPOs have
been attempting to minimize the
ability of the wholesaler to enforce
exceptions and have begun to require
that the wholesaler proactively in-
form the customer of each specific
item for which exceptions will be
applied.

The WAC is set by the manufac-
turer of the product and communi-
cated in various ways. Some manu-
facturers use other terms, such as
national wholesaler price (NWP), to
refer to this price. Generally, the
WAC does not factor in prompt
pay terms or special allowances ne-
gotiated between wholesalers and
manufacturers. These allowances
have made it possible for wholesalers
to sell at a cost below margin
while maintaining an overall profit
margin. The elimination of some of
these allowances by manufacturers
and other market forces has created
profitability issues for some whole-
salers, causing them to pursue a
fee-for-service model for charging
manufacturers.

Individual or locally negotiated
contracts. Sometimes purchasers will
go outside the GPO and negotiate a
contract for a product directly with a
manufacturer. The purchaser may do
this when a product either is not
available through the GPO or, in rare
instances, can be purchased at a low-
er price than that stated in the GPO
contract. Individual and local con-
tracting are other sources of
pricing errors, especially if the con-
tract extends over multiple years.
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The purchaser may not realize that
its GPO may have a shorter-term
contract, allowing for negotiation
of prices, while the purchaser re-
mains locked into the multiyear deal.

Wholesalers also contract with
manufacturers for products in their
own portfolio. These programs are
often referred to as source programs
and typically involve generic or
brand-name products that have di-
rect competition from multiple man-
ufacturers. The prices for products
purchased under these sourcing
programs often differ from those
available in a GPO contract but are
usually lower than the WAC. These
programs serve as a backup source
for products that might not be cov-
ered by a GPO contract, thereby pro-
tecting customers from paying the
WAC for a necessary product (e.g., a
back-ordered contracted product).
GPOs strive to negotiate failure-to-
supply reimbursement with many
manufacturers to protect the cus-
tomer’s interest in these situations
and minimize or eliminate the need
for backup-source contracts. Certain
wholesalers implement automatic
substitution from a GPO contract to
their own private contracts for ge-
neric products, which further com-
plicates the situation.

In some cases, purchasers may
have several contracts covering mul-
tiple products. For example, a prod-
uct may be covered by (1) the pur-
chaser’s GPO contract, (2) a contract
negotiated by the purchaser with a
manufacturer, and (3) a wholesaler
source program in which the pur-
chaser is participating. In these cases,
the purchased product could have
three different prices, each valid un-
der its respective contract. With
multiple-contract coverage, purchas-
ers must know which contract is be-
ing accessed when ordering; other-
wise, the purchaser may perceive that
a pricing error has occurred when, in
fact, the ordered product was in-
voiced at the correct price but under
a different contract than that intend-

ed by the purchaser. Further compli-
cating this issue is the variability
among wholesalers’ ordering sys-
tems. Such systems may not indicate
under which contract the product is
being priced. They may not readily
identify less expensive options (un-
der other contracts for the selected
product or less expensive equivalent
products).

If the customer orders a product
under a higher-priced contract and
identifies this before the product is
used, it may be eligible for return to
the wholesaler, thereby creating the
need for a credit. Unfortunately, this
incorrect product selection may not
be identified by the customer in time
to return the product for credit. The
mistake may not be identified by the
customer until a contract compli-
ance report is reviewed, and the error
could be repeated many times, partic-
ularly if wholesaler-supplied item
stickers are used when reordering
rather than using the designated prod-
uct identification tag on the shelf.

Tiered contracts. Tiered contracts
provide price discounts  as incentives
for customers to increase their com-
mitment to a manufacturer’s prod-
ucts. The number of tiers, discounts
between tiers, and requirements for
eligibility vary by manufacturer and
contract. These contracts are typical-
ly geared toward brand-name prod-
ucts in a competitive drug class. Of-
ten the products are therapeutically
similar, and manufacturers may offer
a price break for increased use of and
conversion to their particular prod-
uct. One problem with tiered con-
tracts is that they are tied to market
share or purchases, both of which are
constantly changing. As market share
changes, a customer may be eligible
to move to another tier, which results
in a price change specific to that
customer. A customer who has in-
creased its market share and is enti-
tled to access a tier that provides ad-
ditional discounts might not become
aware of it for several months be-
cause of the time lag in reporting

sales data and calculating eligibility
for the new tier. Communication
is more complicated with tiered pro-
grams because the same GPO–
manufacturer contract will have dif-
ferent prices for the same item and
customer, and the actual price could
change as often as every quarter. This
type of pricing model also requires
the manufacturer to communicate a
specific price to a specific customer.
The wholesaler must enter the con-
tract price individually for each cus-
tomer rather than applying the same
price to all of its GPO customers
within a certain class of trade. If the
manufacturer makes an error in cal-
culating the customer’s market share
performance, the wholesaler will
load the incorrect price that was sup-
plied by the manufacturer.

Participation agreements. Partici-
pation agreements, or committed
contracts, are another type of con-
tract. These contracts typically re-
quire customers to complete a docu-
ment, usually referred to as a letter of
commitment (LOC) or letter of par-
ticipation (LOP), to record their un-
derstanding of the level of commit-
ment, participation requirements,
measurement methods, and pricing
discounts or rebates. In some cases,
these agreements may involve a bi-
lateral requirement that obligates the
customer to the terms for a specific
time period and assesses financial pen-
alties if the requirements are not met
or the agreement is terminated early.

Participation agreements are sim-
ilar to tiered-pricing contracts and
often include all of the aspects of
tiered-pricing contracts, with the ex-
ception that the customer must sign
and return the LOC or LOP before
receiving the price. The signed letter
serves as the communication vehicle
among the customer, GPO, and
manufacturer regarding each party’s
level of commitment.

Sources of pricing errors. Given
the number of parties involved, the
number of products purchased, and
the frequency of order placement, it
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should be no surprise that errors are
often associated with contract pric-
ing. Some of the common sources of
errors, in addition to those already
described, are explained below.

Membership and class of trade. Ac-
cording to the Robinson-Patman
Price Discrimination Act, it is illegal
for a vendor to charge similarly situ-
ated, competing buyers different
prices for like commodities where
the price difference may negatively
affect competition.2 However, the
U.S. Supreme Court ruled in Abbott
Laboratories v. Portland Retail Drug-
gists Association that manufacturers
could offer special pricing to not-for-
profit purchasers for their own use.3

Thus, acute care hospitals can pur-
chase drugs at preferentially dis-
counted prices. The class-of-trade
system evolved as a method to cate-
gorize customers by type of business
and types of patients treated. Deter-
mining and communicating the
agreed-upon classes of trade is a
common source of errors. For GPO
members, this is usually accom-
plished as part of membership en-
rollment. The GPO may or may not
have a methodology for validating
the class of trade of a member. In rare
cases, the purchaser may actually at-
tempt to misidentify its type of busi-
ness in a class of trade to obtain low-
er contract pricing. The definitions
of the specific classes of trade and the
number of categories or classes of
trade, as well as the code or name for
the class of trade, usually vary for
each GPO and manufacturer.

In fact, some manufacturers allow
class-of-trade or market segmenta-
tion to occur at the business-unit or
product level. For example, a manu-
facturer may have broad categories
for most of its products (e.g., acute
care, nonacute care, retail) but allow
a specific business unit to add an ad-
ditional segment, such as long-term
care, rather than including that sec-
tor in the nonacute class of trade. For
example, a manufacturer may offer a
product to the nonacute market for

$3.20 and to a long-term-care phar-
macy for $4.95. Confusion over pric-
ing would result if the GPO did not
differentiate between nonacute and
long-term care in its class-of-trade
categories. The GPO would commu-
nicate to its member and the whole-
saler that the member was eligible
for the $3.20 price, while the manu-
facturers would only authorize the
$4.95 price. The GPO may not differ-
entiate between long-term and non-
acute care. The wholesaler, in an ef-
fort to charge the correct price to that
customer, must recognize the specif-
ic class of trade to which the custom-
er belongs. Many customers may not
realize that the final ruling on the
appropriate classes of trade is made
by manufacturers, as they control the
eligibility for the discount.

Another confounding factor is
that many purchasers belong to mul-
tiple GPOs, either within a product
category (e.g., pharmacy) or for dif-
ferent product categories (e.g., labo-
ratory, medical–surgical). Discrep-
ancies in GPO membership status are
usually corrected after the customer
completes a group-designation form.
Some manufacturers have a single-
group philosophy within a product
category, as do some GPOs, while
others allow the purchaser to access
contracts that result in the lowest
price.

A related complication is that
GPOs are allowed to accept adminis-
trative fees for purchases made only
by their members. Each GPO must
identify a member as such in order to
comply with safe-harbor regulations,
even if the member accesses only one
or two product contracts. When a
purchaser changes GPOs, there is of-
ten a lag in notifying all involved par-
ties, resulting in the potential for
pricing errors during the transition
period. To avoid these types of pric-
ing errors, the purchaser must put
significant effort into ensuring that
the correct contracts have been en-
tered by the wholesaler and are effec-
tive on day 1 under the new GPO

contract. This can be very difficult to
do in a busy patient care environ-
ment and can result in incorrect in-
voice pricing and product selection.

Timing issues. As described previ-
ously, prices are constantly changing,
and errors frequently occur because
of the price changes and incorrect
timing or communication of the
changes. Wholesalers have different
processes for invoicing products.
Some issue the invoice on the day of
order placement, while others in-
voice on the day of delivery, usually
the day after order placement. There-
fore, price changes that occur during
ordering or invoicing may result in a
real or perceived pricing error.

Retroactive pricing. Another factor
leading to pricing errors is retroac-
tive pricing, which involves honoring
the manufacturer’s price for a partic-
ular product that was agreed upon
during contract negotiations. This
may occur if an LOC or LOP was
entered incorrectly, a price increase
or decrease was implemented by the
manufacturer, price eligibility was
miscommunicated, prolonged nego-
tiations occurred between a manu-
facturer and a contracting entity, or
variabilities among wholesalers’
contract-loading processes. Invoices
for products purchased from the ef-
fective date of the retroactive pricing
must be credited and rebilled at the
agreed-upon price. Purchasers are
usually less concerned about this
pricing issue because all parties agree
to the change, and it usually benefits
the purchaser.

Manual data entry. Another
source of errors is the manual entry
of contract data. Considering the
large numbers of purchasers and
items available for purchase whose
data may require manual entry into
the customer database, it is not sur-
prising that errors occur. As soon as a
contract is accepted and acknowl-
edged, the wholesaler loads the prices
into its system. Wholesalers often re-
quest up to 60 days for entry of the
initial bid award and up to 10 days
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for entry of addenda to contract pric-
ing, but the business requirements
often dictate a much shorter time.
The degree to which wholesalers rely
on the manual entry of data varies,
with some using sophisticated elec-
tronic loading processes to reduce re-
sponse time and eliminate incorrect
entry of price data.

Differences in package sizes. Data
regarding pharmaceutical products
are loaded into the database by their
National Drug Code (NDC). Any
change made to the packaging of the
product may result in a change in the
NDC. For example, if a product pre-
viously available in packages of 10 is
now sold in quantities of 12, the
product is issued a new NDC. Unless
the change is noted in the various
databases to “tag” the new item to
the contract, the system will not rec-
ognize it and will start selling the
product at list price. Entry of these
product changes must also occur at
the GPO and purchaser level to en-
sure a synchronized system.

Resolving price discrepancies.
Resolving price discrepancies can be
tedious and expensive for all parties
involved. Currently, unless included
in contracts, there is no universal
statute of limitations for the recon-
ciliation of a pricing error. When a
pricing error is discovered by the
purchaser or another supply-chain
participant, a series of events is
triggered. For example, when a pur-
chaser discovers a pricing error, it is
usually reported to the wholesaler.
The wholesaler must attempt to de-
termine if and why the price is incor-
rect. To do this, the wholesaler re-
views its purchase records for the
purchaser to determine when the
pricing error first occurred and then
calculates the difference between the
intended and invoiced prices multi-
plied by the number of packages pur-
chased at the incorrect price. If the
wholesaler is certain that the manu-
facturer will agree to the price that
the purchaser has requested, it may
process a credit to the customer for

the incorrect price and rebill at the
correct price.

Sometimes the manufacturer will
identify that a price was incorrect as
part of the processing of wholesaler
“charge backs,” which credits the
wholesaler for the difference between
the price the wholesaler paid and
the price charged to the customer per
the terms of the product contract.
For this type of error, the wholesaler
usually creates an invoice for the ad-
ditional amount due or the differ-
ence between the original price paid
and the correct price. A statute of
limitations for the reconciliation of
pricing errors would force all parties
to proactively discover and reconcile
these discrepancies.

Rebates. Certain manufacturers
offer incentives (i.e., rebates) for
purchasers who meet specific re-
quirements for rebate eligibility. The
manufacturer, however, may rely on
national databases to determine the
percentage of sales, and these data-
bases may not reflect accurate or
current sales. Although this is not a
specific type of pricing error, it ex-
emplifies the pricing issues that cre-
ate confusion and generate research
costs for everyone involved.

Identifying and submitting claims.
Most purchasers do not have dedi-
cated staff to perform routine audits
of past bills for pharmaceuticals;
hence, purchasers may not even real-
ize that they are paying incorrect pric-
es. Review of the appropriateness of
drug purchases is a tedious and labor-
intensive process that staff members
may not have time to perform. Third-
party auditors provide such services,
usually for a portion of the amount
recovered. Third-party auditors re-
view a wholesaler’s purchase history
and evaluate the following:

• Contract pricing errors. Check con-
tract data loaded and verify member-
ship eligibility and class-of-trade
designations.

• Market share and tiered pricing. Apply
actual purchase data to the manufac-

turer’s market share and volume cri-
teria to ensure that the purchaser is
receiving the correct tier price.

• LOPs. Analyze purchase data to de-
fine manufacturers that require an
executed LOP.

• Manufacturer rebates. Analyze data to
verify the accuracy of rebates based
on actual purchase data.

• Wholesaler cost of goods (cost plus or
minus). Review purchase data to veri-
fy that the health care entity’s cost of
goods was applied as defined in the
prime-vendor agreement.

A detailed flow chart of the price-
verification process is shown in Fig-
ure 1. The process involves identify-
ing potential errors, obtaining all
contract and membership data for
manufacturer validation purposes,
and submitting the claims directly to
the wholesaler. When a purchaser
hires a third party to review its in-
voices, the process usually starts with
a review of data from the previous
year. A review of bills dating back
more than one year is difficult be-
cause manufacturers and wholesalers
archive data after one year, making it
costly and difficult to retrieve beyond
that point. Some manufacturers and
wholesalers set a limit on the time
period for submitting a price-error
claim.

The costs associated with incor-
rect pricing to purchasers can be sub-
stantial. Although the rate of errors
averages only 0.75%, hundreds of
thousands of dollars can be involved
over a year’s time for a purchaser.
Third-party-audit costs deliver a re-
turn based on the dollars recouped.
Contributing to these hard costs are
additional costs associated with the
delay between submitting a claim
and recovering the amount in ques-
tion. This delay can be affected by the
time it takes for wholesalers to vali-
date and submit claims and the time
it takes for the manufacturers to re-
spond.1 As the delay lengthens be-
tween claim submission and cost
recovery, the value of the pricing er-
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ror is unavailable to the purchaser,
who may then incur additional
short-term financing costs to replace
those funds. As greater amounts are
claimed, purchasers will incur signif-
icantly higher audit costs because re-
covery fees are a fixed percentage of
the amount of the value of the claim.
To a lesser extent, purchasers incur
incremental costs related to short-
term financing to address the lost
availability of funds and costs associ-
ated with the reduced value of the
funds when recovered versus the val-
ue of the funds when they were over-
paid. This compounding effect un-
derscores the importance of contract
price integrity for health systems’ fi-
nancial health.

Fixing the system. Given the ex-
pense and time involved in identify-
ing and resolving price discrepancies,
there is a strong desire by all parties

to make improvements in the sys-
tem. One way to decrease the poten-
tial for errors is standardization of
the current communication proce-
dures and protocols used by pharma-
ceutical manufacturers, wholesalers,
GPOs, and health systems to com-
municate contract prices and resolve
price and contract discrepancies. Er-
rors can be reduced significantly
through the increased use of elec-
tronic transfer of data among
supply-chain participants.

Several possible ways of improv-
ing the current pricing system are de-
scribed below.

1. Adopt an open standard for identifying
purchasers. Currently, each facility is
assigned a separate and unique iden-
tification number by the GPO, manu-
facturer, and wholesaler, making it
nearly impossible to clearly identify a

unique purchaser across the entire
supply chain. In the pharmacy arena,
it has been suggested that the Drug
Enforcement Agency (DEA) number
could fulfill this purpose; however,
there are regulatory issues that com-
plicate the use of DEA numbers. In
addition, not all customers are eligi-
ble for DEA registration and would
therefore not have a DEA number. A
standardized identification system
would need to be an open system,
whereby all supply-chain partici-
pants are allowed to use the identifi-
cation numbers for their customers
without the requirement of subscrib-
ing to a proprietary service.

2. Limit the amount of time allowed to
initiate a claim and for the credit and
rebill process. Time restrictions must
be clearly communicated to all parties
so that credits for overcharges or un-
dercharges could be processed within
the timeline.

3. Extend the notice period before imple-
mentation of price increases. This would
make it easier to communicate price
changes to all parties and help ensure
that everyone is aware that a price
change is forthcoming. Wholesalers
could adopt procedures for preventing
excessive ordering by customers if an
extended notice period were put in
place, which might also help to control
artificial product shortages.

4. Develop an Internet-based contract
and class-of-trade validation process to
serve as the communications conduit
between manufacturers, GPOs, and
wholesalers. Such a system would en-
able manufacturers and GPOs to vali-
date pricing and sign contracts
electronically. The pricing information
would then be communicated auto-
matically to wholesalers and could be
uploaded into the wholesalers’ con-
tract management systems. The chal-
lenge to developing such a system
would be obtaining collaboration by all
parties and adoption of a single identi-
fication number for each customer.

5. Develop a consistent process for load-
ing contract information. For exam-
ple, some wholesalers code GPO–

Figure 1. Retrospective audit process of price verification by customer or third party.

Continue wholesaler follow-up to pursue credits until all credits are issued.

Obtain contract specifics from each manufacturer with potential price errors for the
audited time frame.

Validate potential price errors using manufacturer data: (1) verify contract loads,
membership eligibility, and trade class designation, (2) verify market share/tiered

pricing, (3) verify completed letters of participation where required, (4) verify
applicable rebates, and (5) verify wholesaler cost of goods was applied per the

prime vendor agreement.

Forward line-item report identifying credit due, attached to manufacturer’s
supporting documentation, to the prime vendor wholesaler. Include all data

necessary for wholesaler to verify and generate credit due health care entity in a
timely manner.

Obtain line-item invoice detail for review period, including all credits and rebills,
from prime vendor wholesaler.

Compare wholesaler line-item invoice detail to contract portfolio to determine
potential price errors.
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manufacturer tiered pricing as an
individual contract, because the actu-
al contract price for which each
purchaser is eligible is unique; other
wholesalers code these contracts
to appropriately reflect the GPO–
manufacturer contract. The process
becomes more complex when cus-
tomers negotiate their own contracts
for the same products that are cov-
ered under GPO contracts.

6. Require GPOs and manufacturers to
agree to use the same contract identifi-
cation code when communicating
contract information. As with the stan-
dardization of customer identifica-
tion, this would eliminate confusion.

7. Develop a standardized set of codes and
descriptions with which GPOs and
manufacturers can better describe
classes of trade. Currently, each GPO
uses a different number for classes of
trade to describe its members. The
same is true for manufacturers. In
fact, some manufacturers allow their
product managers to define their in-
dividual market segments, which fur-
ther complicates the process because
it adds manufacturer-specific num-
bers and definitions of classes of
trade. If the correct prices are not

loaded, the wholesaler or customer
may be at financial risk. For example,
charge backs may be denied. If stan-
dardized codes and classes of trade
were developed, purchasers would
need to be educated about the impor-
tance of having their class of trade
coded correctly. A revised class-of-
trade or market-segmentation system
would need to be constructed to
avoid limiting manufacturers’ ability
to decide which types of markets are
eligible for the various levels of con-
tract pricing.

Summary. Contract price errors
do occur in the current billing
process for health-system pharma-
ceutical purchases and are typically
related to the complexity of commu-
nications among manufacturers,
GPOs, wholesalers, and purchasers.
Although the error rate appears to be
small, its financial impact on pur-
chasers can be significant due to the
magnitude of purchases it can affect.
Variability exists among wholesalers’
error rates, contract management
systems, and order-entry systems,
which can affect  pricing.  Purchasers
can mitigate the effects of pricing er-

rors through a number of steps, be-
ginning with educating themselves
on the intricacies inherent in con-
tract pricing and contract manage-
ment systems.  From this awareness,
purchasers can actively communi-
cate with manufacturers, GPOs, and
wholesalers to better understand
each entity’s philosophy, approach,
and measures taken to ensure con-
tract price integrity.  Partnering
among these entities will also build
greater visibility in item-level con-
tract prices and trust in the systems
that both support and reconcile
them.  Purchasers that check whole-
saler invoices carefully for contract
pricing accuracy can recover over-
paid costs and minimize negative fi-
nancial effects.  Given the significant
number of transactions that occur
and the amount of data exchanged
on a daily basis, the overall error rate
for the current system is very low.
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