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Dear Manufacuurer:

The following information is provided 1o assist veur company in reporting the annual data mandated by Section 603
of Public Law 102-585 (Veterans Health Care Act of 1992). Annual Non-Federz] Average Manusfacmirers Price
(NFAMP) caleulations with 1998 Federal Ceiling Pricas (FCP) for covered drugs are 1o be reported to Associate
Chief Consuitant, Pharmacy Benefits Management (PBM) (formerty Chief, Drug & Pharmaceurical Product
Marnagement (DPPM)). an or before November |5, 1997. (Any anticipated changes i1 your company’s method of
accounting for chargebacks, etc., must be implemented in accordance with Generally Accepred Acccunting
Principles (G.A.A.P.) and explained tn the ahave office prior to submission of annual data.)

For parpnses of P.1. 102-585 complianee, 1998 will he considered 1o he the first year of a mulit-year contracs. The
secend contract year will begin on January 1, 1999. Hencs there will be no “dual caiculazion” zomparison for 1998
FCP’s, cince 199R i< the first year of 2 new five-year contract prriod.

The cne-half percenr indnstrial fmding fea JFF) heing incnmarated intn FSS eantracts will not he used
calculations of non-FAMP or reporting of FCP, but wili be included in the FSS selling price. Please see instructions
from your contracring officer Additionally, pleasa note the enclnsed Qffice of Genera’ Cannsei letter referencing
helpful recordkeeping guidelines contained in “Lessons Learned from Inspector General Reviews”.

Each covered drug's mandated FCP for 1998 will be determinec as described in 38 U.S.C. 8126 (a) (2) & (c). The
percent change in Consumer Price Index - Urban (CPIU) that will be utiiized in parfnrming these ealenlatinns is
identified as the percent change from September 1996 to Seprember 1997, The Bureau of Labor Staristics data
shows the percent change to be 2.15%, which will be used as the CPIU for the Federal Ceiling Price
calculations due oo November 15, 1997.

The Section 8126 (a)X2) & (c) czlculations will begin with the 1997 annual non-FAMP computation; it will continue
by multiplying that number by .76 and then subtracting any additional diseount calculated based on a difference
between "old" and "rew" NFAMPs. The result will become the 1998 FCP. Ifthere are "no sales” iz a benchmark
third quarter of a year that is used to derive the new NFAMP or old NFAMP, there can be no additional discount
cajculation for that particular irem. In those cases, the additional discount will be entered as zero (0). If a covered
drug had no reportable cales in 1997, its calculated 1998 FCP will be the 1997 FSS price plus an amournt equal to
that price times ths percent change in CPIU.

[€ they meet the other VA criteria, nominal prices for exclusion frem NFAMPs for 1998 calculations must be prices
that do not exceed 10 percent of that particular item's NEAMP during the third quarter of 1997 (7/1/97 through
9/30/97). Where sales to end-users are required for calculation of NFAMP due to the absence of wholesale sales,
you need not irclude purchascs by PIIS graatecs or disproportionate sherc hospimis if the pricea for these
transactions were determined by PHS pursuant to Sect. 602 of tae Veterans Health Care Act of 1992, Alsc, in
figuring whulesale sales, you ueed uot include the chargebacks required to satisfy end-user purchasss by these
entities at prices determined by PHS under Sect. 602. However, sales 1o these entities at prices lower than Sect. 602
prices must be included in NFAMP calculatons.
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As an added carviee fo sweamline eficiency for the 1998 report, PEM is enclesing a diskorte with ail your
company’s covered liae ftems in database form. The diskere contains a program thar will displey vour company's
covered iterns. All that you n2ed 10 run the program is access to a personal computer that has Microsoft Wincuwa
(versions 3.x, 93 or NT), following the enclosed diskette instracticrs for use. The database contains certain pre-
fillac flelds based on the Public Law deta supplied lnst year by your company. For example: we Lave provided the
1997 NFAMP Old (1996 NFAMP New which 15 the time period of 7-1-96 through 9-36-96). The fields in the
datbase are formanted with the necessery calculations. Therefore, all thar is 1equied of yuur company is that vou
furnish the 1997 Annual NFAMP and NFAMP New in the appropriate fields. The program will then awomatically
caleulate Chonge in NFAMP, Additional Discount, aud 1998 Fedeisl Ceilinyg Price. Afler saving your work
according "0 the enclosed irstructions, the completed disk is to be returned to PBM. If there are ckanges to the data
which TBM has provided i the pre-filled flelds (v.g. QMive uf Luspector General audit recommendations), vou have
the option of changing the information on a separate =lectronic or harc copy submission. If vour company elects to
de so, you must submit a letter of explavation regarding 4l changes.

Ltis bighly recummended and preferred that you submit your data in electronic format, using
either the enclosed diskette or our electronic bulletin hoard service. You may submit t4¢ da as you
have in the past on the torm provided using the instructiona! packet as a suide to Putlic Law (02-58% compiiancs if
yeu do not have access to a perscaal computer svstem.

All correspondence related 0 NFAMP caleulations, FCP calctlations, quarterly NFAMP reports, aunual FCP
reports, FCP reports tor new products, FCP recaiculadons for new products, cerrections ¢ quarterly NFAMP
reports and correction to annual FCP reports should be forwarded to:

Joel M. Gosiomelsky, R Ph.
Acting Associate Chief Consultant
Pharmacy Benefits Management (119D)
. P.O.Box 126
Hines, [Linois 60§41

Express Mail: 5th Ave. & Roosevelt Rd.
Building 1, Room A148

The quarteriy NFAMP report for the third quarter of 1997 consists of the same data as the "new NFAMP”
(7/1/57-9/30/97) reported on the annual calculation form for 1998 FCPs which is due by November 15, 1997.
Consequently, it will not be necessary o submit the NFAMP Third Quarter 1997 Report separately. However,
mantfacturers that do not rneet the November 13, (997 annual reporting deadline will be subject to penaities as
described in tae Master Agreement for late data reporting. VA asks that you submit the required annual data as
soon as possible after the CPI-U change is posted in October, preferably not later than November 1, 1997.
rather than waiting for Nevember 15. This will enable contracting officers to make timely awards of new FSS
contracts.

Section B126(e) of the Law states that cuarterly NFAMP renorts are due 30 days after the end of the quantar, These
figures snould be as accurare as possibie, since they serve zs an indicator of pricing trends and will be ussd during
Inspector Gereral (IG) audits. Neavertheless, to assist manufacturers in providing the most aczurate quarterly
NFAMP caleulations possible, the Pharmacy Benefits Management Section (PBM) will nct seek imposition of late
peénalties for unreported data uatil 45 days after the end of each quarter. Again, piease note that each year the
NFAMP third quarter 4ata may be submired as part of the Anzual Report (which is due 45 days atrer the end of the
third quarter),
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After your company repores its annual 1997 NFAMP daw in the format on the enclesed diskete or sheets, the
authorizec cfficial who signed your company’s PPA addendum in 1967 (or an authonized successor) musr prepare
and sign a new PPA addendury, listing each covered drug and its 1998 FCP. This addendum should then be
forwarded before December 1, 1997 to the VA Naticna, Acquisiion Center (90N-P), Ruilding 37, First Avenue, 1
block North of 22nd Streer, P.0. Box 76, Hines, [linois 60141

[f you have any questions about any of the ahove mformation, piease cail George Hill or John Weisman at (703)
216-2079, extensicn 4929 or 4930, respectively.

Sincerely.,

fm- Joel M. Gostomelsky, R.Ph.
Acting Associarz Chief Coasuitant

Pharmacy Benefits Managemenr Strategic Healthcars Group
YACO Fharmacy Service

Enclosures: 5

Insruerioes far 1998 Data Sheets Completion

Data Sheer

“Near Mannfacmirer” Lenter fram VA Office of Genaral Counsal
Diskettes (I znd 2)

Diskette Program Instructions



