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Effective Contracting with  
Pharmacy Benefit Managers:
Protecting a plan sponsor’s resources

by Brian N. Anderson and Robert Cosway
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1    Kaiser Family Foundation, “Prescription Drug Trends,” 
Fact Sheet #3057-07 (September 2008), p. 1. Available 
at http://www.kff.org/rxdrugs/upload/3057_07.pdf

2    Centers for Medicare and Medicaid Services, Office 
of the Actuary, National Health Statistics Group; and 
U.S. Department of Commerce, Bureau of Economic 
Analysis, and Bureau of the Census.

AVERAGE ANNUAL PERCENTAGE CHANGE IN U.S. 
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What is a PBM?

A Pharmacy Benefit 
Manager (PBM) is an orga-
nization that provides 
administrative services to 
managed-care organiza-
tions, self-insured com-
panies, and government 
programs in processing 
and analyzing prescription 
claims. PBM services can 
include:

 •  Contracting with a net-
work of pharmacies and 
negotiating drug prices 
and rebate arrange-
ments

 •  Developing and man-
aging formularies, pre-
ferred drug lists, and 
prior authorization pro-
grams

 •  Processing claims for 
prescription drugs

 •  Maintaining patient-
compliance programs

 •  Performing drug-utiliza-
tion review

 •  Operating disease man-
agement programs

  Many PBMs also operate 
mail-order pharmacies or 
arrange to make prescrip-
tions available through 
mail-order pharmacies.

CONTINUED ON PAGE 24
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h*)')C"$34)'5+'Ni '*5-'9),*/'"*'"%%8#"-)'#)+4)%6

-,5*' 5+' "%-8"4' $"#G)-' 3#,%)0' +5#' 7#8/0' ,0' /)*)#,%'

7#8/0:'i!,4)' "' 7,0%58*-' 5+' P\' ' -5' Q]' 3)#%)*-' 5++'

Ni ' $"&' #)+4)%-' "' #)"05*"94)' $"#G)-' 3#,%)' +5#'

9#"*76*"$)'7#8/0@'7,0%58*-0'#"*/,*/'+#5$'[U''-5'YU'

3)#%)*-'5++'Ni '"#)'*))7)7'-5'3#578%)'-!)'-&3,%"4'

$"#G)-' 3#,%)' +5#' /)*)#,%' 7#8/0' -!"-' !";)' 9))*' 5*'

$"#G)-'+5#'"-'4)"0-'0,C'$5*-!0:'E!)'7,0%58*-0'80)7'

-5'3#,%)'/)*)#,%'7#8/0'"#)'"'7,#)%-'#)+4)%-,5*'5+'!5<'

&58#'%5*-#"%-',0'<#,--)*@',*%487,*/'-!)'<"&'-!)'%5*6

-#"%-'7)+,*)0'"'9#"*76*"$)'"*7'"'/)*)#,%'7#8/@'"*7'

-!)'3#,%,*/'7,0%58*-0:'

i!,4)' 05$)'  (.' %5*-#"%-0' 7)+,*)' -!)' %50-' 5+'

/)*)#,%0' "0' "' 7,0%58*-' 5++' Ni @' 80,*/' "' $8%!'

!,/!)#'7,0%58*-' -!"*' +5#'9#"*76*"$)'7#8/0@'$"*&'

,*%487)'"'%5$34)-)4&'7,++)#)*-'0-#8%-8#)@'$"C,$8$'

"445<"94)' %50-0' 1.Ng2:' >"%!'  (.' !"0' ,-0' 5<*'

.Ng'4,0-102@'<!,%!'$"&'/,;)'-!)' (.'054)'7,0%#)6

-,5*' -5' 7)+,*)' "*7' %!"*/)' -!)' $"C,$8$' 3#,%)' ,-'

<,44'3"&' +5#'/)*)#,%'7#8/'3#578%-0:'D,*%)'SU' -5YU'
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7,0%#)-,5*' -5' 7)+,*)' %4",$063#,%,*/' $)-!57545/&:'

D,*%)'Ni ' ,0' -!)' 9"0,0' +5#'$50-' 7#8/' 3#,%,*/' "*7'

,0'"'%5*0-"*-4&'$5;,*/'-"#/)-@',-',0'#)%5$$)*7)7'-5'

%450)4&'$5*,-5#'"*7'"87,-'&58#'34"*B0'7#8/'3#,%,*/'-5'

)*08#)'-!)'34"*',0'*5-'9),*/'5;)#%!"#/)7:

Exhibits to the PBM contract
N' (.'%5*-#"%-' #)A8,#)0' -!)'"--"%!$)*-'5+'*8$)#6

580' ,$35#-"*-' 75%8$)*-0:' ?+' -!)0)' ,-)$0' "#)' *5-'

,*%487)7@'"'34"*'035*05#B0'"9,4,-&' -5'3)#+5#$')++)%6

-,;)' "87,-0' "*7' %544)%-' "*&' #)%5;)#,)0' 78)' $"&' 9)'

4,$,-)7:'E!)0)'75%8$)*-0',*%487)H

I' e,0-'5+'"7$,*,0-#"-,;)'0)#;,%)0

I' M,*"*%,"4'-)#$0

I'  )#+5#$"*%)'/8"#"*-))0

I'  #5350)7'$"C,$8$'"445<"94)'%50-'1.Ng2'4,0-

I' D3)%,"4-&63!"#$"%&'7#8/'3#,%)'4,0-

I' E!)'5#,/,*"4'3#5350"4

I' j? NN'980,*)006"005%,"-)'"/#))$)*-

I'  4"*'7)0,/*'75%8$)*-

I'  4"*'3!"#$"%&63#5/#"$'03)%,+,%"-,5*0

I'  )#+5#$"*%)'/8"#"*-))'7)+,*,-,5*0

Post-contract oversight audit
h*%)'-!)' (.B0'53)#"-,5*0'"#)',*'34"%)@'"*'"87,-',0'

*)%)00"#&' -5' )*08#)' -!)' ,*-)/#,-&' 5+' -!)' %5*-#"%-)7'

"##"*/)$)*-'"*7';)#,+&' -!"-' -!)' (.'"7$,*,0-#"-5#'

,0' 3#5;,7,*/' -!)' 035*05#' "*7' ,-0' $)$9)#0' "44' %5*6

-#"%-)7'9)*)+,-0:

E!)'"87,-' 0!5847' ,*;54;)'"' -!5#58/!'"00)00$)*-'5+'

"7$,*,0-#"-,;)'+8*%-,5*0@',*%487,*/H

' I' 'E!)' "%%8#"%&' "*7' -,$)4,*)00' 5+' %50-' %5*-#540@'

0&0-)$0@'"*7'3#5%)78#)0

' I' 'E!)'"%%8#"%&'5+'$"*"/)$)*-',*+5#$"-,5*

' I' 'E!)'"%%8#"%&'"*7'-,$)4,*)00'5+'%4",$'3"&$)*-0'

"*7'#)9"-)0'

' I' 'E!)')++)%-,;)*)00'5+',*-)#*"4'%5*-#540

N' (.'"87,-B0'$",*';"48)',0'-5',7)*-,+&'"*7'#)054;)'

)##5#0' ,*' -!)' 34"*' 0)-83' "*7' %4",$6"7Z87,%"-,5*'

3#5%)00' -5'$,-,/"-)' 3#503)%-,;)' 34"*6"7$,*,0-#"-,5*'

,008)0:'i!,4)' "*' "87,-'$"&' "405' ,7)*-,+&' #)-#503)%6

-,;)'3#594)$0@',-'%"*'9)'7,++,%84-'-5'#)%5;)#'#)-#503)%6

-,;)'3"&$)*-0:'E!)'#)%5;)#&')++5#-' ,0'7)3)*7)*-'5*'

-!)'%4"#,-&'5+' -!)'%5*-#"%-' -)#$0'"*7' -!)'08335#-,*/'

7)-",4'5+'-!)'"87,-5#B0'"00)#-,5*0:'

"*7' 3",7' -5' 3!"#$"%,)0' "#)' 8*%!"*/)7' 8*7)#' -!)'

*)<'Ni 0:' 'E!)' +,#0-' "33#5"%!'"33)"#0' -5'9)' -!)'

$50-'%5$$5*'"33#5"%!'"753-)7'9&' (.0:'

' P:''N7Z80-' 350-6D)3-)$9)#' QS-!@' QUUR' 3894,0!)7'

Ni 0'05'-!)&'"#)'9"0)7'5*'-!)'0"$)'$"#G683'

#"-)0' "0' <)#)' 80)7' 3#,5#' -5' D)3-)$9)#' QS-!@'

QUUR@''<,-!'*5'%!"*/)'-5'-!)'%5*-#"%-)7'Ni '

7,0%58*-0:

' ' 'E!,0' 3#5%)00' ,*;54;)0' "7Z80-,*/' -!)' 3896

4,0!)7' Ni ' 3#,%)' 5+' )"%!' 3#)0%#,3-,5*' 7#8/'

-5' #)$5;)' -!)' ,$3"%-' 5+' -!)' 0)--4)$)*-:' ' M5#'

)C"$34)@',+'-!)'iNg'$"#G83'+5#'"'3"#-,%84"#'

7#8/',0'#)78%)7'9&'-!)'0)--4)$)*-'+#5$'PQ\'-5'

PQU'3)#%)*-@'-!)' (.'<5847'"7Z80-'-!)'Ni '

9"%G' -5' -!)' 3#)60)--4)$)*-' "$58*-' 9"0)7' 5*'

PQ\'3)#%)*-:''E!,0'3#5%)00'%5847'9)'%5$34)-)7'

%5*%8##)*-4&' +5#' )"%!' %4",$' 3#5%)00)7@' 5#' 9&'

"00)00,*/'"'9"-%!'5+'%4",$0'9)+5#)'"'3!"#$"%&'

,0' #),$98#0)7:' N4-)#*"-,;)4&@' 05$)' ;)*75#0'

34"*'-5'3894,0!'Ni 0'-!"-',*%487)'-!,0'"7Z80-6

$)*-'-5'8*75'-!)'%58#-65#7)#)7'7)%#)"0):

' Q:'' 'O0)'  894,0!)7'  50-6D)--4)$)*-' Ni 0@' "*7'

$57,+&'-!)'%5*-#"%-8"4'Ni '7,0%58*-0:'

' ' 'E!,0' "33#5"%!' <5847' "7Z80-' -!)' %5*-#"%-8"4'

7,0%58*-0'05'-!"-'-!)'#)084-,*/',*/#)7,)*-'%50-0'

"#)' -!)' 0"$)'"0' ,+' -!)'%8##)*-'7,0%58*-0'<)#)'

"334,)7' -5' -!)' 3#)60)--4)$)*-' Ni ' 4);)40:''

E!,0' ,0'75*)'9&' #)78%,*/' -!)'Ni '7,0%58*-0'

+5#'9#"*7'"*7'/)*)#,%'7#8/0'05'-!"-'<!)*'M,#0-'

J"-"("*GB0' "*7'.)7,6D3"*B0' 350-' 0)--4)$)*-'

3894,0!)7'"7Z80-$)*-0'"#)' #)4)"0)7@' -!)'Ni '

7,0%58*-0' +5#' 9#"*7' "*7' /)*)#,%' 7#8/0' "#)'

#)78%)7' 3#535#-,5*"-)4&:' E!)' #);,0)7' Ni '

7,0%58*-0' <,44' !";)' -5' 9)' *)/5-,"-)7' 9&' -!)'

 (.'<,-!'95-!'035*05#0'"*7'3!"#$"%,)0:

O*7)#'),-!)#'"33#5"%!@'34"*'035*05#0'"#)'*5-'9)*6

)+,-,*/' +#5$' -!)' %58#-65#7)#)7' #)78%-,5*' ,*'Ni :''

?*' -!)5#&'95-!'"33#5"%!)0'"#)'7)0,/*)7' -5'9)'%50-'

*)8-#"4' +5#'34"*0'035*05#0@'98-'035*05#0'0!5847'9)'

%"8-,580',*'"/#)),*/'-5'53)*6)*7)7'Ni '4,-,/"-,5*6

#)4"-)7'3#,%,*/'3#5;,0,5*0@')03)%,"44&',+'-!)&'#)A8,#)'

%!"*/)0'-5'-!),#'%8##)*-' (.'%5*-#"%-:'."*&' (.0'

"#)'"0G,*/'34"*'035*05#0'-5'0,/*'"77)*78$0'-5'-!),#'

%5*-#"%-0' -5' "77#)00' -!)' Ni ' 4,-,/"-,5*' ,008)0:'

E!)0)'"77)*78$0'$"&'*)/"-,;)4&',*+48)*%)'3#,%,*/'

-)#$0' ,*' -!)'%5*-#"%-'5#'3#5;,7)' -!)' (.'-!)'054)'

Many PBMs are ask-

ing plan sponsors 

to sign addendums 

to their contracts to 

address the AWP 

litigation issues.
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Understanding Key Contract Terms

The following is a partial glossary of terms that may appear in a PBM contract.3 

Actual acquisition cost (AAC): 

The net cost of a drug paid by a pharmacy, including discounts, rebates, chargebacks, and 
other adjustments, but not including dispensing fees. 

Average manufacturer price (AMP): 

The average wholesale price for drugs distributed to retail pharmacies, a benchmark created 
by Congress in 1990 for calculating Medicaid rebates. 4

 
Average sales price (ASP): 

The weighted average of all non-federal sales to wholesalers, net of chargebacks, discounts, 
rebates, and other benefits tied to the purchase of the drug product, whether paid to the 
wholesaler or the retailer. 

Average wholesale price (AWP):

 A published national average of list prices charged by wholesalers to pharmacies. AWP is 
sometimes referred to as a “sticker price” because it is not the actual price that large purchas-
ers or PBMs normally pay.

,*/'+#5$' (.0'"*7'7)%,7)'<!)-!)#'-!)&'"#)'<5#G,*/'

<,-!'-!)'#,/!-';)*75#'"*7'<!)-!)#'-!),#' (.'%5*-#"%-'

/,;)0'-!)$'-!)'9)0-'%5;)#"/)'+5#'-!)'9)0-'3#,%):

M5#'+8#-!)#',*+5#$"-,5*H

 !"#$"%&' ()*)+,-' ."*"/)$)*-' ?*0-,-8-)@'

 #)0%#,3-,5*' J#8/' ()*)+,-' g50-' "*7'  4"*' J)0,/*'

L)35#-' QUUY6UR' >7,-,5*:' N;",4"94)' "-' !""#$%%&&&'

#B()'-.(%#3.4A-"'+0#C)4D<>

.%W)005*' #5350)7'D)--4)$)*-'i)9'0,-):'N;",4"94)'

"- !""#$%%&&&'(-E/00.,+&#0/""*/(/,"'-.(%

'

N*' ,*7)3)*7)*-' -!,#7' 3"#-&' -!"-' !"0' )C3)#,)*%)'

,*' 3!"#$"%&6%4",$' 3"&$)*-0' 8*7)#' ;"#,580' 34"*'

7)0,/*0@' 8-,4,F"-,5*' 3"--)#*0@' "7$,*,0-#"-,5*' 3#56

%)00)0@' 5*4,*)' 3!"#$"%&' %4",$63#5%)00,*/' 0&0-)$0@'

%4,*,%"4' 3#5/#"$0@' 53)#"-,5*"4' 3#5-5%540@' #)9"-)'

$)-!57545/,)0@' "*7' %80-5$)#60)#;,%)' 3#"%-,%)0' "*7'

3#5%)78#)0' 5+-)*' %5*78%-0' -!,0' "87,-:' E!)0)' "87,-0'

"#)' *)%)00"#&' +5#' 34"*0' -5' 3)#+5#$' -!),#' +,78%,"#&'

#)035*0,9,4,-,)0'"*7'-5')*+5#%)'%5*-#"%-8"4'-)#$0:

Summary
N0' -!)'3!"#$"%)8-,%"4' ,*780-#&' %5*-,*8)0' -5' %!"*/)'

"*7' 3#)0%#,3-,5*67#8/' %50-0' %5*-,*8)' 83<"#7@' 34"*'

035*05#0'0!5847'#);,)<'-!)'0)#;,%)0'-!)&'"#)'#)%),;6

3     Adapted from U.S. Department of Health and Human Services, Health Resources and Services Administration 
(HRSA), available at http://www.hrsa.gov/opa/glossary.htm.
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Best price (BP):

The lowest price available to any wholesaler, retailer, provider, health maintenance organiza-
tion (HMO), nonprofit entity, or the government. BP includes cash discounts, free goods that 
are contingent upon purchase, volume discounts, and rebates. It excludes prices to some 
federal agencies, such as the Indian Health Service and the Department of Veterans Affairs, as 
well as state pharmaceutical assistance programs, depot prices, and nominal pricing. 

Formulary: 

A preferred list of drug products that typically limits the number of drugs within a thera-
peutic class available to plan members. Some health plans develop closed formularies (only 
listed drug products are covered or reimbursed) whereas others develop open formularies or 
impose restrictions such as higher patient cost sharing for non-formulary drugs. 

Mail order: 

A participating pharmacy that provides home delivery services through common carriers, as 
well as other services described in the PBM contract.
Maximum allowable cost (MAC): The maximum cost allowed for a generic drug product as set 
by the PBM. 
 
Also known as “network,” this refers to a negotiated contract list of available pharmacies. The 
retail network can include both national chain pharmacies and independent pharmacies. 

Specialty pharmacy: 

A contracted pharmacy providing prescription items that require special handling or admin-
istration. A PBM usually contracts the discounts, administrative fees, and dispensing fees at a 
rate different from other discounted arrangements.

Wholesale acquisition cost (WAC): The price paid by a drug wholesaler to the wholesaler’s 
supplier, typically the manufacturer. 

4    This and subsequent “average” prices are generally determined by HRSA, but it is a good idea for a plan sponsor 
to discuss exactly what the term means with reference to prices paid to the PBM.
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