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SAMPLE DESIGN 
 
We used a two-phase sample design.  The first phase entailed selecting a random sample of 300 
pharmacy weeks.  Our survey work revealed that the payment cycles for third-party payers, 
including Part D sponsors, typically ranged from 15 to 45 days.  As a result, some pharmacies 
might not have received a remittance advice with a Medicare Part D payment during a given 
week.  We contacted the 300 pharmacies to determine whether they had received a remittance 
advice with a Medicare Part D payment during the selected pharmacy week.  That helped ensure 
that we had 100 viable sample units by reducing the number of sample units that needed to be 
replaced because a pharmacy did not receive a Medicare Part D payment during the pharmacy 
week.    
 
In the second phase, we selected a random subsample of 125 pharmacy weeks from the 
pharmacies that we confirmed to have received Medicare Part D payments during the selected 
pharmacy weeks.  (The first 100 were our initial sample units, and the remaining 25 were used 
for replacements when needed).     
 
SAMPLE SIZE 
 
We selected 100 pharmacy weeks.   
 
SOURCE OF RANDOM NUMBERS 
 
We generated the random numbers using the Office of Inspector General, Office of Audit 
Services, RAT-STATS statistical sampling software.  
 
METHOD OF SELECTING SAMPLE ITEMS 
 
Each NCPDP provider number was replicated four times and assigned a numerical indicator 
from 1 to 4 signifying the 4 pharmacy weeks in September 2006.  We numbered the resulting 
85,324 sample items sequentially from 1 to 85,324 and generated 300 random numbers based on 
them. 
 
We also generated 125 random numbers based on the sequential numbers of those pharmacies 
that we confirmed to have received Medicare Part D payments during the selected pharmacy 
weeks.    
 
CHARACTERISTICS TO BE MEASURED  

 
We determined whether the sampled pharmacies had used a PSAO to negotiate contracts with 
PDP sponsors and obtained an understanding of their contracting experiences.    
 
TREATMENT OF MISSING SAMPLE ITEMS 
 
If 1 of the initial 300 pharmacies that we contacted was out of business; did not participate in 
Medicare Part D; or was not a local, community pharmacy, we removed the pharmacy week 
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from the sample and all 4 pharmacy weeks for the pharmacy from the population.  If one of these 
pharmacies did not receive a Medicare Part D payment during the selected pharmacy week but 
participated in Medicare Part D, we removed the pharmacy week from the sample but not from 
the population.  We left all 4 pharmacy weeks in the population. 

 
If 1 of the 100 pharmacies selected for a site visit had gone out of business between the date of 
initial contact (to determine whether it had received a Medicare Part D payment during the 
selected pharmacy week) and the date of our site visit, we replaced that pharmacy week with a 
spare from the subsample and removed all 4 pharmacy weeks for the pharmacy from our 
population.  If 1 of the 100 pharmacies selected for a site visit could not produce all of the data 
necessary for our analysis, we replaced the pharmacy week with a spare from the subsample but 
left all 4 pharmacy weeks in the population.  
 
ESTIMATION METHODOLOGY 
 
We used RAT-STATS to estimate the number of pharmacies that relied on PSAOs for assistance 
in contracting with PDP sponsors and the number that reported concerns relating to contracting 
with the sponsors.   
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SUMMARY OF SENATE LETTERS RELATED TO PART D CONTRACTING 
 
 

In 2006, a group of Senators corresponded with CMS about continued improvements needed in 
Medicare prescription drug benefit policies.  The letters covered five issues, four of which are 
pertinent to our review.     
 

• Disclosure of maximum allowable cost (MAC) lists:  The Senators recommended that 
CMS encourage PDP sponsors to disclose MAC lists and any subsequent changes to 
ensure that pharmacists can fully assess the nature of Part D contracts.    

 
• Updating average wholesale price (AWP):  In the Senators’ view, there should be no lag 

between a PDP’s receipt of an AWP change and updates to its price list.  PDP sponsors 
should update their price lists on the day they receive AWP changes.    

 
• Option for electronic funds transfer (EFT):  In the Senators’ view, promoting EFT 

availability and utilization is a responsibility that lies with CMS.   
 

• Access to extended-day supplies of Part D drugs at retail pharmacies:  The Senators were 
concerned that CMS’s current policies might undermine the Medicare Prescription Drug, 
Improvement, and Modernization Act of 2003 (MMA) requirements to ensure  
(1) beneficiaries’ access to their medicines through retail pharmacies and (2) a level 
playing field between mail-order and retail pharmacies.  

 
With respect to the “level playing field” requirement, the Senators emphasized that the statutory 
language is not ambiguous and that congressional intent is obvious.  The MMA states that PDP 
sponsors “shall permit enrollees to receive benefits (which may include a 90-day supply of drugs 
or biologicals) through a pharmacy (other than a mail order pharmacy), with any differentials in 
charge paid by such enrollees.”  The Senators stated:  “The provision is intentionally designed as 
a requirement on plan sponsors to ensure that beneficiaries with prescriptions for longer term 
supplies can fill those prescriptions at either their local retail pharmacies or through mail order.”  
 
Although the Senators said that they were pleased that CMS was monitoring complaints, they did 
not believe that the approach was sufficient to determine compliance and enforce contract 
requirements.  The Senators said that CMS should be more proactive in ensuring PDP sponsors’ 
compliance with the law and beneficiaries’ access to extended-day supplies in retail settings.    
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PHARMACY ESTIMATES 

 
 

90-Percent  
Confidence Interval Description           Point  

Estimate Lower Limit Upper Limit 
Number of pharmacies that relied on PSAOs    

Percent  78.0% 70.103% 84.607%
Number1  16,638 14,954 18,048

Number of pharmacies that did not rely on PSAOs    
Percent  22.0% 15.393% 29.897%
Number  4,693 3,284 6,377

Number of pharmacies that reported concerns in any 
contracting category    

Percent  98.0% 93.841% 99.643%
Number  20,905 20,017 21,255

Number of pharmacies that did not report concerns in 
any contracting category2

    
Percent  2.0% 0.357% 6.159%
Number  427 76 1,314

Number of pharmacies that reported concerns with 
network development methods    

Percent  50.0% 41.367% 58.633%
Number  10,666 8,824 12,507

Number of pharmacies that did not report concerns 
with network development methods    

Percent  50.0% 41.367% 58.633%
Number  10,666 8,824 12,507

Number of pharmacies that reported concerns with 
standard terms and conditions    

Percent  49.0% 40.392% 57.653%
Number  10,452 8,616 12,298

Number of pharmacies that did not report concerns 
with standard terms and conditions    

Percent  51.0% 42.347% 59.608%
Number  10,879 9,033 12,715

 
 
                                                 
1We derived these nonstatistical estimates by dividing each statistical estimate of pharmacy weeks by 4.  As a result 
of rounding, the sum of the two numbers may not always equal 21,331. 
 
2Two sampled pharmacies did not provide any experiences because they relied on a PSAO and did not review or try 
to negotiate any contracts. 
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90-Percent  
Confidence Interval Description           Point 

Estimate Lower Limit Upper Limit 
Number of pharmacies that reported concerns with 
extended-day supply terms    

Percent  66.0% 57.427% 73.844%
Number  14,079 12,250 15,752

Number of pharmacies that did not report concerns 
with extended-day supply terms    

Percent  34.0% 26.156% 42.573%
Number  7,253 5,579 9,081

Number of pharmacies that reported concerns with 
negotiations    

Percent  90.0% 83.633% 94.470%
Number  19,198 17,840 20,152

Number of pharmacies that did not report concerns 
with negotiations    

Percent  10.0% 5.530% 16.367%
Number  2,133 1,180 3,491

Number of pharmacies that reported concerns with 
network requirements and contracting deadlines    

Percent  23.0% 16.263% 30.978%
Number  4,906 3,469 6,608

Number of pharmacies that did not report concerns 
with network requirements and contracting deadlines    

Percent  77.0% 69.022% 83.737%
Number  16,425 14,723 17,862
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PHARMACIES’ RELIANCE ON AND SATISFACTION WITH PHARMACY 

SERVICES ADMINISTRATIVE ORGANIZATIONS 
 

Sample 
Item1 

 

Relied on a  
PSAO 

Satisfied With 
PSAO 

 

 Sample 
Item 

 

Relied on a  
PSAO 

Satisfied With 
PSAO 

1 Yes Yes  45 Yes No 

3 Yes Yes  46 Yes Yes 

4 Yes Yes  48 No  -  

6 No  -   49 Yes Yes 

7 Yes Yes  50 Yes No 

8 Yes No  51 Yes Yes 

9 No  -   52 No  -  

10 Yes Yes  53 Yes Yes 

11 Yes Yes  54 No  -  

12 No  -   55 Yes No 

13 Yes Qualified Yes  56 Yes Yes 

14 No  -   57 Yes Yes 

15 Yes No  58 Yes Yes 

16 Yes Yes  59 Yes Yes 

17 Yes Yes  60 Yes Yes 

18 Yes Yes  61 Yes Yes 

19 Yes Qualified Yes  62 No  -  

21 Yes Yes  63 No  -  

22 No  -   64 Yes Yes 

23 No  -   65 Yes Yes 

24 Yes No  66 No  -  

26 Yes Yes  68 Yes Yes 

27 No  -   69 Yes Yes 

28 Yes Qualified Yes  70 Yes Qualified Yes 

29 No  -   71 Yes No 

30 Yes No  72 No  -  

31 Yes Qualified Yes  73 No  -  

32 No  -   74 Yes Yes 

33 Yes Yes  77 Yes Yes 

34 Yes Yes  78 Yes Qualified Yes 

35 No  -   79 Yes Yes 

36 Yes Yes  80 Yes No 

37 Yes Yes  81 Yes No 

38 Yes Yes  82 Yes Yes 

39 Yes Yes  83 Yes No 

40 Yes Yes  84 Yes Yes 

41 Yes Yes  85 Yes Yes 

43 Yes Yes  86 Yes Yes 

44 Yes Yes  87 Yes Yes 

       

                                                 
1The gaps in sample item number indicate that we replaced that pharmacy week with a spare from the subsample.  
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Sample 
Item1 

 

Relied on a  
PSAO 

Satisfied With 
PSAO 

 

 Sample 
Item 

 

Relied on a  
PSAO 

Satisfied With 
PSAO 

88 No -  99 No  -  

89 Yes Qualified Yes  100 Yes Yes 

90 Yes Yes  101 Yes Yes 

91 Yes No  102 Yes Yes 

92 Yes Yes  103 Yes Yes 

93 Yes Yes  104 Yes Qualified Yes 

94 Yes No   105 Yes Yes 

95 No  -   106 Yes No 

96 Yes Yes  108 Yes Yes 

97 Yes Yes  109 Yes Yes 

98 No  -   110 Yes Yes 

       

    Total 78 - Yes  
22 - No 

56 - Yes          
 8 - Qualified Yes          

14 - No 

 
 



APPENDIX F 
Page 1 of 3 

 
TYPES OF CONCERNS PHARMACIES REPORTED 

 
Sample 
Item1 

 
 

Network 
Development 

Methods 
 

Standard Terms 
and 

Conditions 
 

Extended-Day 
Supply Terms 

 

Negotiations 
 
 

Network 
Requirements 

and Contracting 
Deadlines  

Other 
Sponsor 

Processes 
 
 

1   x x   
3  x  x  x 
4    x x   
6    x x   
7   x  x x  
8 x x x x  x 
9 x   x   

10   x x   
11 x   x   
12   x x x  x 
13 x  x x  x 
14   x x x   
15   x x x x 
16    x x   
17     x  x 
18  x x x   
19  x x x  x 
21  x x x   
22  x  x  x 
23 x  x x x x 
24 x x  x  x 
26   x x x  x 
27   x  x   
28        
29 x x x x x x 
30   x x x x  
31 x  x x   
32 x  x x x  
33 x  x x x  
34 x  x x x  
35 x  x x x x 
36 x x x x  x 
37     x   
38   x    
39 x  x x x x 
40   x x   
41     x   
43 x x x x x x 
44   x x   
45   x x x x  

                                                 
1The gaps in sample item number indicate that we replaced that pharmacy week with a spare from the subsample.  
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Sample 
Item1 

 
 

Network 
Development 

Methods 
 

Standard Terms 
and 

Conditions 
 

Extended-Day 
Supply Terms 

 

Negotiations 
 
 

Network Other 
Requirements Sponsor 

and Contracting Processes 
Deadlines   

 
46  x  x  x 
48 x x x x x x 
49 x x     
50 x x x x  x 
51   x x x x 
52 x  x x  x 
53 x x x x  x 
54 x     x 
55 x   x  x 
56 x  x x   
57  x x  x   
58 x x x x x  
59 x  x x  x 
60 x x x x  x 
61   x  x   
62 x  x x   
63    x   
64       x 
65     x   
66  x  x   
68 x x x x   
69    x x  x 
70    x x x x 
71    x x   
72 x x x x   
73 x  x x  x 
74  x  x   
77 x x x x   
78 x x x x   
79 x  x x  x 
80     x   
81 x  x   x 
82 x   x   
83   x x x  x 
84 x x x x  x 
85 x x  x x  
86 x  x x  x 
87        
88     x   
89 x  x x  x 
90 x x     
91   x x   
92  x x x x  
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Sample 
Item1 

 
 

Network 
Development 

Methods 
 

Standard Terms 
and 

Conditions 
 

Extended-Day 
Supply Terms 

 

Negotiations 
 
 

Network 
Requirements 

and Contracting 
Deadlines  

Other 
Sponsor 

Processes 
 
 

93 x x x x  x 
94 x x x x  x 
95 x x  x x  
96  x  x x x 
97    x x  x 
98     x x  
99 x  x x   
100 x x x x x x 
101  x     
102 x  x x  x 
103 x x x x  x 
104 x  x x  x 
105  x  x  x 
106   x    x 
108   x x x x  
109 x x x x  x 
110  x x x  x 

Total 50 49 66 90 23 48 
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TYPES OF CONCERNS PHARMACY SERVICES ADMINISTRATIVE 
ORGANIZATIONS REPORTED 

 
Sample 

Item 
 
 

Network 
Development 

Methods 
 
 

Standard Terms 
and 

Conditions 
 

Extended-Day 
Supply Terms 

 

Negotiations 
 
 

Network 
Requirements 

and 
Contracting 
Deadlines  

Other 
Sponsor 

Processes 
 
 

PSAO 1 x x x x x x 
PSAO 2 x x x x  x 
PSAO 3 x x x x x x 
PSAO 4 x x x x x x 
PSAO 5 x x x x x  
PSAO 6 x x x x  x 
PSAO 7 x x x x x x 
PSAO 8 x x x x x  
PSAO 9 x x x x x x 
PSAO 10 x x x x x x 
PSAO 11 x x x x  x 
PSAO 12 x x x x  x 
PSAO 13 x x x x x x 

Total 13 13 13 13 9 11 
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PRESCRIPTION DRUG PLAN SPONSORS’ NETWORK DEVELOPMENT METHODS 

 
 

PDP 
Sponsor 

 

Used Existing 
Network and/or 

Actively Solicited 
Pharmacies 

 

Pharmacies 
Contracted 

Directly With 
PBM 

Contracted 
With a 
PSAO 

Would Not 
Contract 
With a 
PSAO 

Contracted 
Through 
Signed 

Contracts 

Contracted 
Through 
Contract 

Addendums 

1  x   x  

2 x x1 x  x  

3 x x     

4 x x1 x  x  

5 x2 x3
 x   x 

6 x x1 x  x  

7 x2 x3
 x   x 

8 x2 x3
 x   x 

9 x x1 x  x  

10 x2 x x   x 

11 x x  x  x 

12 x x x  x  

13 x x1 x  x  

14 x2 x x   x 

15 x2 x3
 x   x 

16 x2 1 x   x 

17 x  x  x  

18 x x1 x  x  

19 x x1 x  x  

20 x x x  x  

21 x x1 x  x  

22 x x1 x  x  

23 x    x  

24 x x1 x  x  

25 x2 x x   x 

26 x x1 x  x  

27 x x1  x  x 

28 x x1 x  x  

29 x x1 x  x  

30 x2 x x   x 

31 x x x  x  

32 x 1 x  x  

33 x x4 x  x  

34 x x x  x  

35 x2 x3
 x   x 

36 x x4 x  x  

37 x x x  x  

38 x x1 x  x  

39 x2 x3
 x   x 

40 x x4 x  x  

 



APPENDIX H 
Page 2 of 2 

 
                                                                                                                                                             
1The PDP sponsor name was included in the contract. 
 
2The PDP sponsor used its existing network to solicit pharmacies and solicited additional pharmacies only to meet 
CMS network access requirements. 
 
3The PDP sponsor name was provided separately from the contract. 
 
4The pharmacy could request the PDP sponsor name. 
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PRESCRIPTION DRUG PLAN SPONSORS’ 

STANDARD TERMS AND CONDITIONS 
 

 

PDP 
Sponsor 

 

Pharmacies 
Categorized by 

Type, Geographic 
Location, and 

Services 

All Retail 
Pharmacies 
Offered the 
Same Rates 

AWP 
Updated 

PDP Disclosure of 
MAC List 

Enhanced 
Rural Rates 

Offered 

Enhanced 
LTC 
Rates 

Offered1
 

1  x   N N 

2 x x x2
   x3 4 Y Y5

3 x x  x3 N Y5 

4 x x x6
  x3 7 Y Y5 

5 x   x3 4 Y Y5 
6 x x x2 x3 4 N Y5 
7 x   x3 4 Y Y5 
8 x   x3 4 Y Y5 
9 x x x2 x3 4 Y Y5 

10 x x x6 x3 4 Y Y5 
11 x  x6 x7 8

  N5 

12 x  x2 x7 8 Y Y5 
13 x x x2 x3 4 Y Y5 
14 x x x6 x3 4 Y Y5 
15 x   x3 4 Y Y5 
16 x  x6 x7 Y Y9

 

17 x x x6 x7 N Y9 

18 x x x6 x3 7 Y Y5 

19 x x x2 x3 4 N Y9 

20 x  x2 x7 8 Y Y5 
21 x x x2 x3 4  Y5 
22 x x x2 x3 4 Y Y5 
23 x x x6 x3 4 N N 

24 x x x6 x3 7 Y Y5 
25 x x x6 x3 4 Y Y5 
26 x x x2 x3 7 N Y 

27 x x x6 x7 8 Y N 

28 x x x2 x3 7 N Y 

29 x x x2 x3 4 Y Y5 
30 x x x6 x3 4 Y Y5 
31 x x x6 x3 7 N N 

32 x x x2 x7 8 Y Y5 

33 x x x2 x7 8 N Y9 

34 x  x6 x7 Y Y5 

35 x  x6 x3 4 Y Y 

36 x   x7 8 Y Y5 
37 x  x6 x3 7 Y Y5 
38 x x x2 x3 4 N Y9 

39 x   x3 4 Y Y5 
40 x  x2 x7 8 N Y5 
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1LTC = long-term care. 
 
2AWP updated daily. 
 
3The PDP sponsor did not share with pharmacies the methodology used to develop its MAC list. 
 
4The PDP sponsor did not disclose its MAC list. 
 
5The PDP sponsor required pharmacies to certify that they were currently performing all of the CMS LTC services. 
 
6AWP updated weekly. 
 
7The PDP sponsor would have disclosed its MAC list if requested by the pharmacy. 
 
8The PDP sponsor would have shared the methodology used to develop its MAC list if requested by the pharmacy. 
 
9The PDP sponsor required pharmacies to certify that they were able to perform the CMS LTC services. 
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PRESCRIPTION DRUG PLAN SPONSORS’ 

EXTENDED-DAY SUPPLY TERMS 
 

 

PDP 
Sponsor 

 

Contract 
Provided for 

More Than 30-
Day Supply 

Pharmacy Had 
Option To Accept 

Extended-Day 
Terms 

Offered 
Rate 

Options 

Owned or Managed 
Mail-Order 
Pharmacies 

Contracted 
With Mail-

Order 
Pharmacies 

1 x1
 x    

2 x2
 x  x  

3 x1
   x  

4     x 

5 x2
  x x3  x 

6 x2
 x  x  

7 x2
 x x3  x 

8 x2
 x x3 x  

9 x2
 x  x  

10 x1
 x x4 x  

11 x2
 x x5  x 

12 x2
 x  x  

13 x2
 x  x  

14 x1
 x x4 x  

15 x2
 x x3 x  

16 x2
 x x4 x  

17 x1
 x x4 x  

18     x 

19 x2
 x  x  

20 x2
 x  x  

21 x2
 x  x  

22 x2
 x  x  

23 x2
 x x3   

24     x 

25 x1
 x x4  x 

26 x1
  x x6 x  

27 x1
  x3 x  

28 x1
 x x6 x  

29 x2
 x  x  

30 x1
 x x4 x  

31 x2
 x x6  x 

32 x2
 x x3  x 

33 x2
 x x4 x  

34 x1
 x   x 

35 x1
 x x3 x  

36 x2
 x  x  

37 x1
 x   x 

38 x2
 x  x  

39 x2
 x x3 x  

40 x2
 x  x  

                                                 
1The PDP sponsor considered any supply greater than 60 days as extended day. 
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2The PDP sponsor considered any supply greater than 30 days as extended day. 
 
3The PDP sponsor offered the same rate regardless of the number of days for which the prescription was written.  
 
4The PDP sponsor offered the same rate as that paid to its mail-order pharmacy. 
  
5The PDP sponsor offered pharmacies two options:  mail-order or higher reimbursement. 
 
6The PDP sponsor offered pharmacies a reimbursement rate lower than that for a 30-day supply but higher than that 
paid to its mail-order pharmacies. 
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PRESCRIPTION DRUG PLAN SPONSORS’ NEGOTIATIONS  
 

 

PDP Sponsor 
 

Considered Negotiations 
With Pharmacies 

Received Complaint About 
Negotiating Process 

1   

2 x  

3 x  

4 x  

5 x  

6 1
  

7 x  

8 x  

9 x  

10 x  

11 x  

12 x  

13 x x 

14 x  

15 x  

16 x  

17 x x 

18 x  

19 x  

20 x  

21 x x 

22 x  

23 x  

24 x  

25 x  

26 x x 

27 x x 

28 x x 

29 x  

30 x  

31 x  

32 x x 

33 x  

34 x x 

35 x  

36 x  

37 x x 

38 x  

39 x  

40 x  

                                                 
1The PDP sponsor said that State law prohibited it from negotiating with pharmacies. 
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PRESCRIPTION DRUG PLAN SPONSORS’ 

NETWORK REQUIREMENTS AND CONTRACTING DEADLINES 
 

PDP 
Sponsor 

 

Pharmacy Required To 
Contract With 

Commercial Network 

Initial Contract Specified a 
Date To Return  
Signed Contract 

1   

2  x 

3   

4  x 

5  x 

6  x 

7  x 

8  x 

9  x 

10  x 

11  x 

12  x 

13  x 

14  x 

15  x 

16   

17   

18  x 

19  x 

20  x 

21  x 

22  x 

23 x  

24  x 

25  x 

26  x 

27   

28  x 

29  x 

30  x 

31   

32   

33  x 

34  x 

35  x 

36  x 

37  x 

38  x 

39  x 

40  x 
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