
How to know your purchasing behaviors are 
what’s best for your pharmacy’s bottom line

Demystify Your Purchasing Plan



The Environment
Today more so than ever, there are multiple options when 
purchasing brand and generic pharmaceuticals and Over 
The Counter products (OTCs). With suppliers offering unique 
and varied pricing models, how do you find the best option 
for your business? The first thing to acknowledge is that the 
numbers and terminology may be confusing. Cost plus, cost 
minus, PVAs, AWPs, rebates, discounts, reimbursements, 
Generic to Brand Ratios (GBR), Generic Compliance Ratios 
(GCR) and purchase compliance ratios directly affect how 
much money you spend and how much you save.

How can you be sure you have been presented a better 
deal? Ask the supplier: Can they Prove It? Can they 
effectively demonstrate, using numbers specific to your 
business, that what they offer will provide your inventory 
requirements at the lowest net acquisition cost? Understand 
it can be difficult to get a straight answer, especially if you 
don’t know what to ask, but it’s important that you do get 
the answer.

Keeping up with the U.S. pharmaceutical supply chain can often be difficult in today’s 
market – difficult and frustrating. The competitive and regulatory environment surrounding 
these businesses can cause incentives to be vastly different between various suppliers. 
How can a business owner know that his or her purchasing behaviors are what’s best for the 
bottom line?

Group or Direct Deal?
Many independent pharmacy owners utilize a Group 
Purchasing Organization (GPO) as they bring the benefit 
of market intelligence and experience, plus a combined 
purchase volume to a supplier and leverage a lower cost of 
goods for all GPO members.

A single pharmacy or a group of commonly owned 
pharmacies can also contract with a supplier independent 
of a group, but rarely will this aggregated volume be able to 
secure a deal better than a GPO when considering all dollars 
that impact the bottom line.

Get a REAL ANSWER
     tailored to YOUR STORE



Cost of goods is at the center of any purchasing agreement. 
Brand and generic pharmaceuticals are inevitably intertwined 
and each supplier will have a distinct pricing system to 
manipulate these costs to its profitability requirements. 
Pharmacies in the recent past were billed at “Cost Plus” 
which is Wholesale Acquisition Cost (WAC) of brand 
pharmaceuticals plus a percentage added to WAC, such 
as WAC +2%. Today, almost all pharmacies are billed at 
“Cost Minus” which is the WAC of brand pharmaceuticals 
minus a discount, such as WAC-4%. It is important to note 
that these percentages work in conjunction with generic 
pharmaceutical volume, so keep track of them as volume 
changes. For example, a cost minus brand pharmaceutical 
is likely to increase in discount, or become less expensive, 
as generic pharmaceutical volume increases. For a brand 
pharmaceutical that is at a cost of WAC-2.65% at $1,000-
$20,000 in generic pharmaceutical volume, it might drop 
to a cost of WAC-4.25% at $20,000-$50,000 in generic 
pharmaceutical volume if slotted in a matrix system (an 
escalating discount/and or rebate scale that is driven by 
generic pharmaceutical purchase dollars or total store sales 
volume). 

Ultimately all pharmacies are offered a deal based upon a 
Return On Committed Capital (ROCC) calculation or similar 
profitability models. This calculation is utilized in both direct 
supplier to pharmacy, and GPO offerings. Each pharmacy 
is evaluated on the basis of its individual or combined 
volume (if a small commonly owned group of pharmacies). 
The ROCC models go much deeper to include the brand 
pharmaceutical volume, specialty brand pharmaceuticals, 
percentage of generic pharmaceutical volume and rebate, 
pay terms, number of deliveries, cost of deliveries, OTC 
purchases, Durable Medical Equipment (DME) purchases, 
etc. All of these components and more are combined into 
a profitability model. The supplier then determines (based 
upon the aforementioned factors) how to create an offering 
that meets its profitability requirements, while including what 
is requested and most important to the business owner. If 
a deep discount of brand pharmaceuticals is desired, the 
generic pharmaceutical invoice pricing will be raised, certain 
brand pharmaceutical items may be “Net” priced (excluded 
from the cost minus pricing), or the generic pharmaceutical 
rebate slashed to keep the profitability of the supplier’s model 
intact. Understand the impact of any “must haves.”

It’s a pie chart and the only real question is, how does your 
pharmacy like it sliced?
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BE AWARE 
When generic pharmaceutical dollar volume 
decreases, cost minus discount percentage/
overall cost of brand pharmaceuticals will 
increase.

Cost of Goods



The Slight of Hand
The deep brand pharmaceutical WAC discounts pharmacy 
owners demand today are always linked to generic 
pharmaceutical pricing and rebates. The deeper the WAC 
discount, the higher the generic pharmaceutical invoice 
pricing or smaller the rebates on the associated generic 
pharmaceuticals. This is also where a Generic Compliance 
Ratio (GCR) may come into play. If a pharmacy purchases 
generic pharmaceuticals outside of its primary supplier 
agreement, it may have a downward effect on the GCR and 
thus impact both the brand and generic pharmaceutical 
cost of goods in a negative fashion. Understanding the GCR 
component and minimum purchase requirements of any 
purchasing agreement is critical to profitability.

NOTE: GCR is calculated by dividing generic pharmaceuticals 
(contracted generics) by total pharmaceutical purchases. 
That is all brand pharmaceuticals and all generic 
pharmaceuticals, even non-contracted generics.   

A common misconception is that every generic 
pharmaceutical item purchased is eligible for the negotiated 
generic rebate percentage. Generally, only generics 
purchased from the supplier’s generic contract portfolio are 
eligible for a rebate. Items purchased outside the portfolio 
are not eligible for rebates and do not count in the GCR 
calculation toward the brand pharmaceutical discount.  
The number of Stock Keeping Units (SKUs) in the generic 
contract file will vary greatly from supplier to supplier.

Some contracts may not mention a GCR but rather a GPR, or 
Generic Purchase Rate.  A GPR is a requirement to purchase 
a percentage of generic pharmaceuticals dispensed from 
the supplier, typically 95%.  Under a GPR and/or BPR, Brand 
Purchase Rate obligation, a pharmacy is also required 
to provide complete dispensing data so the supplier has 
the ability to monitor what is dispensed versus what is 
purchased.

A basic understanding of your purchasing agreements will go a long way. Keep an eye 
out for these common sales pitch tactics:

Areas of Caution

BE SURE
Understand your Generic Purchase Rate (GPR) 
requirements. 95% is not uncommon.

Percentage or ratio required to buy from 
your primary supplier

Percentage allowed to purchase from 
other sellers that may have better prices



The Price Match Guarantee
In this scenario, a supplier may offer “price matching” on up 
to 200 items in a generic portfolio. 

The catch is that for each item added to the price match list, 
the generic pharmaceutical rebate is excluded. Pharmacies 
tend to closely monitor the invoice price for the most used 
generic items, thus these “price matched” items typically 
have a high unit use velocity. For example, a pharmacy finds 
a price on atorvastatin 80mg 500ct. for 20% less on invoice 
from another distributor, which seems like a good deal. 
The primary supplier offers to price match the SKU, and 
happily does so. Unfortunately for the pharmacy, there is no 
longer a generic rebate attached to this item, and since the 
pharmacy received a 25% rebate on the item previously, the 
supplier is now 5% ahead, while the pharmacy owner is 5% 
upside down. In addition, this will lower the overall generic 
contract volume and potentially impact the generic rebate 
as well as brand pharmaceutical matrix slotting. Understand 
all the potential ramifications before agreeing to “price 
matching.”

Another common “price match” may occur when a supplier 
is out of an item in its generic contract program and 
a substitution is made for the next lowest priced item, 
matching the price of the contract item within some elastic 
formula. This sounds good except again these items may not 
be eligible for rebates and also may not count toward the 
GCR requirement.

CHECK
Pay attention to the difference in net prices 
when price matching an item vs. the rebate 
from the same item bought at a supplier’s 
regular price. 

Often the price match is a worse deal.



Watch Out For “Free”
Some pharmacy owners request a “signing bonus;” dollars 
to purchase technology, Saturday deliveries, or other 
incentives. These perks don’t come free. A supplier will 
build the cost associated with these requests back into the 
deal in the form of higher brand pharmaceutical pricing, 
higher generic pharmaceutical pricing, lower rebates, and/or 
additional “net billed” items. 

Free is never actually without cost.

Compliance Agreements
Compliance agreements are yet another way a supplier 
ensures that your pharmaceutical purchase volume comes 
from its distribution centers. A compliance agreement may 
require the purchase of a minimum percentage of total 
volume to qualify that vendor as the primary supplier to your 
pharmacy. This makes purchasing from other distributors 
less likely or even punitive.

Compliance agreements often are linked with generic 
pharmaceutical rebate percentages, brand pharmaceutical 
discounts, and program fees. No matter your pharmacy’s 
volume, there will likely be a purchase compliance 
component. Don’t trust, know! The penalty for not reaching 
contract compliance can include a reduction or loss of 
generic pharmaceutical rebates and increased brand 
pharmaceutical COGs.

KNOW YOUR AGREEMENT
Compliance agreements are often linked with 
other aspects of your purchasing plan. Knowing 
what is needed to comply to gain the best 
rebates is key.

Purchase Contract vs Agreement
Today the industry norm from a primary supplier is a three 
year purchasing contract for the agreed upon terms and 
conditions for brand pharmaceutical cost of goods, generic 
pharmaceutical rebates, etc. Three years is a long time 
in our rapidly changing industry.  Brand pharmaceutical 
price increases/decreases, generic pharmaceutical price 
deflation/inflation, PBM contracts, market competition, 
and the like all require independent pharmacies to have 
flexibility to adjust to market conditions whenever necessary. 
A termed agreement severely limits that option. As long as 
“up front” cash is not taken as a condition of the deal, a 
“termed” agreement with a supplier should not be signed.



So What Now?
Deciding on a primary supplier doesn’t have to be as difficult 
as it seems. Just because a deal sounds like a deal doesn’t 
always mean it is a deal. Any supplier or buying group 
representative should be more than happy to thoroughly 
explain what his or her company offers in understandable 
terms. If he or she is not willing or able to disclose details 
of a prepared analysis or the contents of the calculation 
methodology, you should see red flags.

You must know what questions to ask and how to ask them.  
Familiarize yourself with terms that a supplier uses as these 
will come up in conversation and often be glossed over by 
the presenter. Some of these are:

• Basis Point - Unit of measure used to describe a percentage change in the 
            value of a financial analysis (1 basis point = 0.01% or 1/100th of a percent) 
• BPR - Brand Purchase Rate
• COG - Cost of Goods
• Cost Minus Pricing -  (Cost - % = Buyer price) 
• Cost Plus Pricing -  (Cost + % = Buyer price)
• DSO - Days Sales Outstanding (when are payments due)
• EDLP - Every Day Low Price
• GBR - Generic to Brand Ratio 
• GCN - Generic Code Number
• GCR -  Generic Compliance Ratio
• GPI - Generic Product Identifier
• GPR - Generic Purchase Rate 
• Payment Terms:
 •  Semi Monthly: 1-15 due on 25th or 16th- End of Month (EOM) due on 10th 
 •  Weekly: Reduces COG 10 or more basis points
 •  Prepay: Reduces COG 20 or more basis points
 •  Monthly: Increases COG 20 or more basis points
• PVA - Prime Vendor Agreement
• ROCC - Return on Committed Capital
• SKU - Stock Keeping Unit 
• WAC - Wholesale Acquisition Cost

Supplier Terms

Tips and Solutions



You Can Trust AAP to Prove It
Does all of this seem overwhelming?

The good news is that there is a quicker way to pain-free 
purchasing. AAP is a member-owned cooperative made up 
of over 2,000 independent pharmacies nationwide. AAP’s 
warehouse, API, has competitive pricing and rebates that 
deliver the best “Net” pricing that will help improve your 
pharmacy’s bottom line—and is willing to Prove It! 

Protect your business. Contact AAP today and your AAP 
Business Consultant will show how your purchasing 
behaviors are affecting your bottom line. AAP believes in 
honesty and integrity, and that’s why we prove our results 
with numbers—your numbers, from your pharmacy.

AAP has a full complement of programs and services for 
the independent pharmacy owner. AAP also works with 
Cardinal Health, so there are multiple purchasing options. 
Through the Arete Pharmacy Network members have 
access to the 4th largest Pharmacy Services Administrative 
Organization (PSAO) in the country. AAP’s member owned 
specialty pharmacy, AllyScripts, can help your pharmacy 
retain specialty pharmacy patients and grow associated 
prescription counts.  

As a pharmacist, your focus is your patients and their quality 
of life. As a pharmacy owner, you must make sensible, 
informed decisions to run a profitable business. Purchasing 
should not be an all-consuming, confusing journey. When 
relationships and trust are built throughout the supply 
chain, business booms. At AAP, we want to build this type 
of relationship with you. Let us be your partner in improving 
your bottom line. 

Contact AAP and let us Prove It today. 

“AAP is member-owned; I’m buying from myself, so I know 
I’m getting the best price possible to improve my bottom line.
AAP has always been great with service and is always just a 
phone call away. Honesty and integrity are important to AAP 
and that is important to us pharmacists as well.” 

 - Jeff Stewart - Big C Drugs

American Associated Pharmacies
201 Lonnie E. Crawford Boulevard
Scottsboro, Alabama 35769
877-79-RxAAP (877-797-9227)
Email: AAPinfo@rxaap.com

FACE THE NUMBERS
Whoever your supplier and whatever your 
deal, make sure you’re getting a straight 
answer about the numbers involved and how 
they apply to you.


