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BACKGROUND 
MedPAC commissioners in January discussed ways to control the growth Part B drug expenditures. At 
the time, the commission said it would work to draft a recommendation aimed at slowing growth in the 
program. Commissioners unveiled that draft recommendation today, and will likely vote on a slightly 
revised version in April.  
 
SUMMARY OF DRAFT RECOMMENDATION 
The draft recommendation reads as follows:  
 

1) The congress should change Medicare’s payment for Part B drugs and biologics as follows:  

 Require all manufacturers of Part B to submit ASP data, and impose penalties for failure 
to report; 

 Reduce wholesale acquisition cost (WAC) based payments to WAC+3 percent; 

 Require manufacturers to pay Medicare a rebate when the ASP for the product exceeds 
an inflation benchmark, and the beneficiary cost-sharing and the ASP add onto the 
inflation adjusted ASP 

 Require the secretary to use a common billing code to pay for a reference biologic and 
biosimiliars; 
 

2)   No later than 2022, create and phase in a voluntary Drug Value Program (DVP) that must          
have the following elements:  

What You Need to Know 

 MedPAC commissioners raised concerns about spending growth in Medicare’s Part B drug discount program.  

 Commissioners continue to refine policies around a newly-proposed initiative, known as the Drug Value 
Program (DVP), which create a voluntary track for physicians allowing them to purchase medications under 
an average sales price (ASP) alternative.  

 In 2015, Part B drug spending reached $26 billion, an increase of $5 billion over the previous year’s spend.  

 Of that $26 billion, $21 billion is program spending; $5 billion comes from seniors.  

 Some data suggests that the current ASP+6 payment system has created an incentive to use higher-priced 
products. For instance, Part B drug spending grew 9 percent each year since 2009.  



 Medicare contracts with a small number of private vendors to negotiate prices for Part B 
products;  

 Providers purchase all DVP products at the price negotiated by their selected DVP 
vendor; 

 Medicare pays providers the DVP negotiated rate and pays vendors an administrative 
fee, with opportunities for shared savings; 

 Beneficiaries pay lower cost-sharing; 

 Medicare payments under the DVP cannot exceed 100 percent of ASP; 

 Vendors use tools including a formulary and, for products meeting selected criteria, 
binding arbitration. 

 
3) Upon implementation of the DVP or no later than 2022, reduce the ASP add on under the 

ASP system.  
 
MedPAC COMMISSION ACTION 
No action was taken. Commissioners used today’s meeting to discuss several components of the draft 
recommendation, including ways to improve average sales price reporting, adjusting payments for 
inflation, and designing and implementing the DVP  
 
SUMMARY 
MedPAC commissioners today offered a range of ways to overhaul the way manufacturers and Medicare 
set payment rates for physician drugs. The proposals are in response to the tremendous cost growth for 
pharmaceutical medications, which have increased spending in Medicare and caused some beneficiaries 
to pay more for their medications.  
 
Broadly, the MedPAC proposals are designed to improve the current payment methods based on both 
average and wholesale costs. It represents a continuation of a discussion among commissioners that first 
started in January and could ultimately lead to a new, market-based Drug Value Program. Most of the 
proposals earned praise from the commissioners—and many are expected to be included in a more 
formal recommendation in April.  
 
What’s clear, however, is that the current Part B drug formula, which takes the average sale price and 
adds a plus-up factor of 6 percent, may not work to efficiently control costs. In fact drug spending under 
Part B has grown 9 percent since 2009, and some evidence shows that it may provide an incentive for 
physicians to use higher-priced products, MedPAC said.  
 
To help improve ASP, MedPAC is proposing that all drug manufacturers—not just those with Medicaid 
drug rebate agreements in place—submit ASP data. If they don’t, they would face higher penalties. 
MedPAC is also considering a recommendation that would require manufacturers to pay Medicare a 
rebate when the ASP for their product exceeds an inflation benchmark.  
 
Aligned with the ASP proposals, MedPAC also said it wants to reduce the payment rate for wholesale 
acquisition costs (WAC) by three percentage points, to WAC+3, and to consolidate billing codes for both 
reference biologics and their biosimiliars.  
 
These reforms, MedPAC said, could create a path for physicians and hospitals to participate in the newly-
proposed DVP. Under the proposal, providers would decide each year whether to enroll in a DVP or stay 
the path under the ASP program. The program would allow a small number of private vendors to 
negotiate prices and offer providers a shared savings opportunity.  
 
Here’s how it might work in practice: A DVP negotiates a price of $400 for a drug with an ASP of $500. A 
provider would then pay the negotiated rate-- $400 in this example—for Medicare patients. Additionally, 
the provider would receive payments for drug administration under the fee schedule or the outpatient 
payment system. And as a bonus, the provider would be allowed to share in the $100 savings that may 
result from buying the drug at a discount. Beneficiaries would share in the savings through lower cost-
sharing.  



 
MedPAC said the program would work to decrease program spending without impacting beneficiaries’ 
access to needed medications. Providers who remain in the ASP program would receive reduced ASP 
add-on dollars, which could impact their net revenues. Those providers who shift to the DVP model would 
pay for drugs at negotiated rates and have an opportunity to share in any resulting savings.  
 
The MedPAC draft recommendation could gain traction. In a round-robin of questions, commissioners 
said they generally liked the draft measure—and most seem likely to support it after it is refined and 
presented again to them in April. But some commissioners raised concerns over the proposed DVP 
system, especially around its shared-savings features, whether or not it should be expanded to other 
parts of Medicare and the binding arbitration provision.  
 
“I think it is a clever ratchet to bring down drug pricing,” MedPAC Commissioner Brian DeBusk said.  
 
Warner Thomas, president of Ochsner Health System in New Orleans, La., and a MedPAC 
commissioner, also said he favors the proposal, but added that he wants it to do more on the lowering 
prices. He also said that the commission should continue its work to address drug costs across all of 
Medicare. “Why wouldn’t we pay the same for a drug across [Medicare Parts] A, B and D,” he asked.  
 
One MedPAC member questioned whether the shared savings physicians may realize from participating 
in the DVP would be enough to incentivize them to shift away from the relatively steady ASP+6 model. 
And a few others questioned whether or not the program should be mandatory rather than voluntary.  
 
Next steps: MedPAC is expected to vote on the draft recommendation during its April meeting in 
Washington, D.C. 
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