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Abstract 

The United States pharmaceutical industry has a complex revenue recognition framework 

commonly referred to as Gross-to-Net (GTN) or Gross-to-Net (G2N). This framework entails 

substantial deductions from gross sales—recorded at Wholesale Acquisition Cost (WAC) or 

direct contract prices—to arrive at net revenue that accurately reflects realized income. GTN 

deductions can range from 10% to 80% of gross sales, which depends on many factors such 

as product type, market competition, customer class, and whether the drug is branded or 

generic. Despite of the fact that it has significant financial impact, GTN mechanics are rarely 

discussed outside specialized US pharmaceutical accounting circles, and this leads to an acute 

deficiency of knowledgeable professionals with the requisite expertise. This paper offers a 

structured and through exposition of the major GTN deduction categories: time-based 

discounts (cash/prompt-pay), distribution-channel deductions (chargebacks, admin fees, 

rebates, bill-backs, and shelf stock adjustments), Group Purchasing Organization (GPO) 

rebates, supply chain deductions (launch rebates, stocking allowances, failure-to-supply 

penalties, and sales returns), and government rebates (Medicaid and PHS 340B). The 

accounting treatment of each deduction under ASC 606 (Revenue from Contracts with 

Customers) is discussed, along with the associated estimation challenges / issues and 

financial reporting implications. The necessity for greater awareness of GTN concepts among 

accounting professionals is emphasized in the paper’s conclusion, mainly in the countries like 

India that supply a substantial portion of the US generic drug market. 

Keywords: Gross-to-net, Pharmaceutical revenue recognition, Chargeback, Medicaid rebate, 

ASC 606, US pharmaceutical industry, GTN deductions 
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1. Introduction 

India has played a critical and important role in global pharmaceuticals and vaccine market. 

Often referred to as the "pharmacy of the world," India is the leading exporter of generic 

medicines, supplying about 20% of the global demand. In terms of global vaccine contributes 

about 60% of global supply. India ranked 3rd in volume supply and 11th in terms of value in 

the world in pharmaceutical supplies (Indian Brand Equity Foundation [IBEF], 2024). India’s 

pharmaceutical industry has a significant presence in the production of both generic drugs 

and APIs, backed by its skilled workforce, cost-efficient production, and a regulatory 

environment favoring pharmaceutical exports (Priya & Dr. Anchal, 2024). According to a 

study conducted by the Confederation of Indian Industry (CII) and KPMG in April 2020, 90% 

of all prescriptions are filled by generic drugs, and 1 out of every 3 pills is produced by 

Indian manufacturers (Sur, 2020).  

Despite this large-scale participation in the US market, GTN revenue recognition remains 

poorly understood by many practitioners outside the US. In the US pharmaceutical industry, 

"gross" to "net" (GTN) revenue recognition involves several specific deductions due to the 

nature of the industry’s pricing, regulatory framework, and distribution channels. Gross 

revenue reflects the total sales at Wholesale Acquisition Cost (WAC) price or Direct contract 

price, but this often doesn’t capture the final, recognized revenue due to discounts, 

allowances, and rebates required by different stakeholders. These adjustments or deductions 

from gross sales are important for accurate revenue recognition and financial reporting, as 

they provide the real income after discounts, rebates, returns, and other concessions made to 

customers and payers. According to Fein (2025), total value of pharmaceutical products gross 

to net deductions for year 2024 stands at $356 billions only for branded medicines. For 

example, Viatris has published SEC 10-K report for year 2025 which includes reconciliation 

of gross sales to net sales. Viatris has disclosed that average GTN deductions were in the 

range of 39%-41% for years 2023 to 2025 (Viatris Inc., 2026).  

Due to changes in regulations and constantly changing market strategies, the situation has 

only gotten more complicated in recent years. This emphasizes the significance of gross to 

net (GTN) procedures, which determine the actual net price, supply forecast inputs, and 

support the creation of pricing strategies. Despite the significance of GTN calculations, many 

pharmaceutical companies have lagged behind in monitoring this vital metric because each 

manufacturer's calculations are different and are influenced by a wide range of variables and 

inputs that can change over time. Inaccurate GTN models and computations can result in net 

revenue misstatements, which have a direct impact on manufacturers' bottom lines (KPMG, 

2024). 

Given the importance of revenue recognition, it is crucial to understand gross to net concept 

because of significant deductions which could range from 10% to 80% depending on several 

factors. Such as product, market competition, customer, shortages, brand or generic etc. 

(Matsuk, 2011). The adoption of ASC 606 in 2018 formalized the treatment of these 

deductions as variable consideration, requiring a more systematic and disclosure-oriented 

style to revenue estimation in the pharmaceutical sector (PwC, 2024). This paper aims to 
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explain and clarify the GTN framework by providing a structured analysis of each deduction 

category, its accounting treatment, and the associated operational challenges—with a 

particular emphasis on raising awareness among Indian accounting professionals who serve 

this sector. 

2. The Gross-to-Net (GTN) Framework 

GTN/G2N is abbreviation used for transition from gross sales to net sales in pharmaceutical 

revenue accounting. Mathematically, in simple words, it is written as below; 

Net sales =Gross sales - Deductions 

Where gross sales are the multiplication of number of units sold at WAC price of direct 

contract price. Deductions refers to several deductions offered by seller to different stake 

holders along the marketing value chain. 

Well, it appears too easy on the face of it, however due to complex structure of US pharma 

market managing deductions is one of the biggest challenges. Starting from budgeting, 

contracting, compliance, claim processing, deduction accruals, cash flow impact, accounts 

receivables management and finally reporting (Matsuk, 2011). 

There are several types of deductions exists in pharmaceutical market. Table 1 below 

provides the GTN deduction categories that are primarily related to generic market. 

Table 1. Classification of GTN Deductions in the US Pharmaceutical Industry 

Sr. No. Deduction group Deductions 

1 Time based  Prompt pay or cash discounts if paid within certain days. 

2 Distribution channel based a. Chargeback 

b. Admin fee 

c. Rebates 

d. Third party rebates 

e. Bill back or indirect to direct 

f. Shelf stock adjustment 

3 GPO based a. Indirect Rebates 

4 Supply chain related a. Product launch or relaunch rebates 

b. Stocking allowance 

c. Failure to supply / service level penalty 

d. Sales return and shortages 

5 Government rebates Medicaid and PHS rebates etc. 

 

3. GTN Deduction Categories 

3.1 Time-Based Deductions: Cash and Prompt-Pay Discounts 

Time based deduction is primarily cash discount or prompt pay. Cash discounts are paid by 

seller to buyer depending on the contracted credit term and rate. For example, if agreed credit 

term is 2/60 net 61 which means 2% cash discount is provided if invoice is paid within 60 

days and full payment due by 61 days. There are conventional industry discounts which 

includes cash discount or prompt payment also as noted by Nugent & Clayton (2023).  
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Cash discount is presented as reduction from gross sales in financial statements. Accruals 

needs to be created on gross sales based on contractual obligations. Accruals are adjusted 

based on the actual payment behavior. Cash discount accrual needs to be validated financial 

statement date. 

3.2 Distribution Channel-Based Deductions 

Distribution channel-based deductions are primarily paid to wholesalers, retail pharmacies, 

and larger pharmacy chains. They represent the most complex and financially significant 

segment of GTN adjustments, comprising several distinct sub-types. 

3.2.1 Chargebacks 

Chargeback is one of the most crucial deductions. In majority of the cases chargeback 

contributes to more than 50% of all the deductions. They are a basic mechanism through 

which the US pharmaceutical distribution system operates, with wholesalers invoicing 

manufacturers to recover the difference between WAC and contracted prices (Patel et al., 

2024). A chargeback in US pharmaceutical market refers to a system between manufacturers 

and wholesalers to adjust the pricing based on already contracted price (Weinstein & 

Schulman, 2020). These contracts help manufacturer to sale the products at agreed price 

lower than WAC by reimbursement of difference in WAC and contracted price. This 

mechanism of transaction ensures the confidentiality of the contract price (Dabora et al., 

2017). 

Let’s us understand how this chargeback system functions. Below is the mathematical 

expression for chargeback. 

Chargeback = (WAC - Contract price) x Units Sold by Wholesaler 

Where WAC stands for wholesale acquisition cost, contract price reference to 1) contracted 

price with wholesalers for source contract or 2) contracted price with 

retailers/pharmacies/GPOs, Unit sold refers to units sold by wholesaler. Contracted price is 

generally lower than the WAC. Chargeback becomes payable only when wholesaler sells the 

product. If the product stays as inventory with wholesaler, then only accruals is maintained. 

For example, manufacturer sells the product to wholesaler at $100. Wholesaler sells the 

products to retail pharmacy at the contracted price $70 agreed between manufacturer and 

retail pharmacy. In this case manufacturer will pay $30 ($100- $70) as chargeback to 

wholesaler (Newhouse & Berndt, 2010). 

Why chargeback exists? There are several strategic purposes which includes the following: 1) 

customer continue to receive the product at agreed contract price and does not have impact 

due to WAC price change. 2) Allows manufacturer to provide discounts based on contract 

price without changing the WAC price. 3) Customer can buy the product at any wholesale at 

the contracted price and 4) Maintains the confidentiality of the contract price by way of direct 

and indirect contract price. 

Chargebacks are usually recorded in accounting as a decrease in gross sales. An allowance for 
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anticipated chargebacks is made when sales are recorded at the WAC price, and this amount 

is periodically adjusted to reflect actual reimbursements. This is in line with accounting 

standards like ASC 606, which mandate that revenue be reported at the anticipated amount 

received. 

There are several operational challenges in chargeback system. 1) Processing chargeback 

involves significant paperwork, reconciliations, time and efforts from both manufacturers and 

customers (Weinstein & Schulman, 2020). 2) Huge amount of data processing is required for 

chargeback which leads to data entry errors, duplicates and mismatch in contract terms which 

leads to disputes. 3) Delay in processing chargebacks could affect cashflows for both 

manufacturer and customers. 

WilkinGuttenplan (2021) notes that chargebacks are consistently the largest single reduction 

in the gross-to-net calculation and emphasizes that unmatched or unreconciled chargebacks 

can materially impair the accuracy of accounts receivable and net sales reported in financial 

statements. The Healthcare Distribution Alliance (HDA Research Foundation, 2018) further 

identified pricing eligibility, date discrepancies, and contract mismatches as the most 

prevalent sources of chargeback disputes in the industry. Organizational changes such as 

acquisitions or mergers, and product-line divestitures further compound chargeback 

processing complexity, often resulting in elevated rejection rates in the post-transaction 

period (Rutgers Center for Supply Chain Management & Healthcare Distribution Alliance, 

2018). 

3.2.2 Administration Fees 

The term "admin fees" refers to the money that manufacturers pay to wholesalers or group 

purchasing organizations (GPOs) in exchange for particular services including marketing 

assistance, data administration, and product delivery. By paying middlemen for data reporting 

and logistical support, these fees aid in the seamless running of the supply chain. 

Manufacturers pay wholesalers or GPOs an administration charge, often ranging from 1% to 

3% of product sales. This payment rewards middlemen for handling inventories, reporting 

sales data, and allowing product access to final consumers (Kwanghyuk, 2019). 

These fees are typically outlined in agreements between manufacturers and middlemen, along 

with precise instructions for the services to be rendered and how the charge is determined. 

For instance, GPOs bargain with manufacturers on behalf of medical facilities, and they 

receive administrative fees from the sales proceeds of these agreements (Sood et al., 2017). 

Admin fees cover a range of services, including data analysis, market intelligence, 

end-customer relationship management, and logistical management. This charge ensures that 

wholesalers and GPOs have the means to effectively manage the distribution network. 

Admin fees are typically reported in accounting as a selling expense for the manufacturer and 

as revenue for the wholesaler or GPO. Because these fees have a significant effect on income 

and expenses, they must be included in financial reporting. However, when administrative 

fees are directly related to the sale of medicines, they should be reported as part of the 
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contract costs under ASC 606 (Revenue from Contracts with Customers) (Dabora et al., 

2017). Accruals are created at the time of sales and validated at each financial statement date. 

Expression to compute admin fee 

For % case: 

Admin fee = (CP or WAC) × units sold × rate % 

For per unit case: 

Admin fee = number of units sold × rate per unit 

Where, CP or WAC refers to contract price or Wholesale acquisition cost based on the agreed 

terms. Number of units sold by wholesaler. Rate will be either % or per unit. 

There is substantial debate regarding whether admin fees could encourage wholesalers or 

GPOs to prioritize particular manufacturers or goods over others, which could affect the 

dynamics of a competitive market (Kwanghyuk, 2019). According to critics, administrative 

fees are not always clear, which might mask the actual cost of medications and have an 

impact on healthcare providers' overall prices (Weinstein & Schulman, 2020). 

3.2.3 Rebates and Third-Party Rebates 

Pharmaceutical rebates are post-sale discounts or reimbursements given by manufacturers to 

wholesalers or third parties (who does not buy directly). Rebates, which are usually 

negotiated as part of supply purchase agreements, are dependent on the quantity of 

medications sold or certain usage requirements. Rebates can be 1) based on regular sales, 2) 

volume based given when certain level of volume is achieved & 3) condition based given 

when defined criteria meets. Third party rebate is a terminology used by wholesalers to 

identify that these rebates belong to product sold outside their source contracts. Processing 

and computation of the rebates is similar to admin fee.  

For % case: 

Rebate = (CP or WAC) × rate % 

For per unit case: 

Rebate = number of units sold × rate per unit 

Where, CP or WAC refers to contract price or Wholesale acquisition cost based on the agreed 

terms. Number of units sold by wholesaler. Rate will be either % or per unit. 

Rebates are usually documented in accounting as decreases in manufacturers' revenue. 

Manufacturers estimate and subtract predicted rebates at the time of sales recognition, 

frequently modifying these estimates over time to account for actual rebate payments. 

Revenue Recognition (ASC 606): Manufacturers are required to record rebates as variable 

consideration under ASC 606. This entails calculating rebate amounts using past data and 

modifying them in light of new information. 
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3.2.4 Bill-Back / Indirect-to-Direct Rebates 

Billback or indirect to direct rebates are often provided by manufacturers to bigger retail 

customers who want to buy directly from manufacturer. In addition to direct purchase, this 

contract provides option to buy via wholesale chain. In order to keep the pricing confidential, 

an indirect pricing is created. Let’s see the below example; 

Manufacturer sells product at WAC $100 to wholesalers. Customer A has direct price of $40 

and indirect price $ 70. When Customer A will buy from manufacturer at $40. However, 

customer buy the product at $70 from wholesalers. In such case, customer claims billback 

rebate ($70- $40= $30). It can be expressed as below 

Billback = indirect price - direct price 

According to ASC 606, manufacturers are required to treat billbacks as variable consideration 

and hence it will be reduced from gross sales as part of financial statements. Manufacturer 

need to accrue the liability for billback upfront at the time of sales and adjust the accruals 

based on the actuals. 

3.2.5 Shelf Stock Adjustments 

Whenever a manufacturer changes or reduces product price, wholesalers, distributors, or 

retailers claims a credit for amount reduced in price for the inventory in stock. This type of 

claim is known as the Shelf Stock Adjustment (SSA).  

Purpose of SSA is to provide support to intermediaries for financial losses that they could get 

from reduction in the price. 

SSA = Price change × Customer inventory 

Where inventory means inventory lying with customer on the date of price change. Price 

change refers to the difference in existing price and changed price.  

For example: a wholesaler holds 2000 units of product at the rate of $30 per unit. Now 

manufacturer reduced the price to $25. In this case manufacturer will provide a shelf stock 

adjustment of $5 per unit for 2000 units (total value $10,000). 

SSA is recorded as reduction from gross revenue. Accruals for SSA claims are created as and 

when the event occurs and adjusted based on the actual claims. 

3.3 Group Purchasing Organization (GPO) Based Deductions 

In the pharmaceutical sector, Group Purchasing Organizations (GPOs) negotiate pricing 

discounts and rebates on behalf of healthcare providers such as hospitals, clinics, retail 

pharmacies and long-term care institutions —by leveraging collective purchasing volume 

(Sood et al., 2017). GPOs use their member organizations' collective purchasing power to 

gain rebates and compensation from manufacturers, often in the form of discounts on 

pharmaceuticals and medical equipment. This agreement allows healthcare providers to 

purchase products at lower prices, while manufacturers get wider distribution and higher 

sales volumes. These rebates are called indirect rebates as it is paid to GPO and not the 
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members.  

Manufacturers offer GPOs financial incentives known as GPO rebates, which are contingent 

on the parameters of the negotiated contract. Based on the quantity of goods that healthcare 

facilities under GPO contract, manufacturers return a portion of the sales proceeds to the 

GPO or its members in these rebates, which are frequently set up as post-sale discounts. In 

addition to rebates, manufacturer also pay admin fee to GPOs for managing contracts, 

facilitating distribution, providing data analysis, and supporting other administrative 

functions.  

Accounting for GPO based deductions will be similar to admin fee and rebates as discussed 

above in Sections 3.2.2 and 3.2.3. 

3.4 Supply Chain-Related Deductions 

Supply chain related deduction includes new product launch rebates, stocking allowance, 

failure to supply / service level penalties and sales returns. All of these are discussed in brief 

as below. 

3.4.1 New Product Launch / Relaunch Rebates and Stocking Allowances 

As name suggests, new product launch rebates are offered by manufacturer to 

wholesalers/retail pharmacies at the time of the launch of the new product. Similarly, 

relaunch rebates are offered at the time of relaunch. Sometimes manufactures assign a 

minimum volume buy condition for such kinds of rebates. Stocking allowance is a form of 

incentive provided by manufacturer to wholesalers / retail pharmacies to encourage them to 

carry and promote new or relaunched products.  

Accounting is similar to admin fee and rebates as discussed above. Accruals for such rebates 

are required at the time of the sales and becomes payable as per the credit term. It is not 

dependent on the secondary sale from wholesaler. Drawback is that such rebates could lead to 

overstocking which may lead to sales return. 

3.4.2 Failure-to-Supply / Service Level Penalties 

Pharmaceutical suppliers, like manufacturers or distributors, are subject to contractual 

provisions known as Failure to Supply (FTS) or Service Level Penalties, which impose 

monetary fines or other repercussions in the event that they do not supply goods as promised 

(Weinstein & Schulman, 2020). These fines are necessary to maintain a steady and 

dependable supply chain, particularly for vital drugs where shortages could have a major 

effect on patient care and operational procedures. 

Suppliers promise to supply products in predetermined amounts on predetermined dates. 

Penalties might be imposed if they are unable to fulfill their obligations. These clauses are 

frequently found in pharmaceutical contracts to safeguard distributors, healthcare providers, 

and other stakeholders who depend on the ongoing availability of the product (Weinstein & 

Schulman, 2020).  

Some contracts contain exclusions for circumstances beyond the supplier's control, such as 
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natural disasters or regulatory constraints, commonly known as force majeure occurrences, 

even if failure to supply penalties apply to the majority of delivery failures. 

The overall transaction price and revenue recognition may be impacted by FTS penalties 

under ASC 606, especially if the fines are significant or frequent. When calculating the 

transaction price for the contract, suppliers must take any penalties into consideration 

(Dabora et al., 2017). 

3.4.3 Sales Returns 

Products returned to the manufacturer by consumers (wholesalers, pharmacies, or healthcare 

providers) are referred to as sales returns. A number of things, such as defective goods, 

expired products, overstocked inventory, or product recall might cause this. Financial 

reporting, inventory control, and revenue are all significantly impacted by sales returns. 

Sales purchase agreements between manufacturers and customers typically include 

provisions for sales return policies. These guidelines specify the time range, permissible 

returns, and any associated fines or restocking costs. 

In financial reporting, sales returns are accounted as an estimated return reserve at the time of 

sale, which is adjusted based on actual return data. Manufacturers are required by ASC 606 to 

estimate future sales returns and record them as a decrease in revenue. This projection is 

predicated on market trends, customer contracts, and historical return rates. Estimating the 

sales return is complex process due to 1) non availability of batch level inventory data with 

wholesaler, 2) no information about inventory lying with retail pharmacies and 3) shelf life of 

each product and SKU. 

3.5 Government Rebates 

Government rebates primarily include Medicaid and PHS (public health service) rebates. In 

the U.S. pharmaceutical sector, government rebates are important pricing and rebate 

mechanisms that lower the cost of pharmaceuticals for public health programs. 

Pharmaceutical companies are required by law to participate in these rebate programs if they 

want Medicaid and PHS to cover their medications. 

The Medicaid Drug Rebate Program (MDRP) was established in 1990 under the Omnibus 

Budget Reconciliation Act. This program requires drug manufacturers to provide rebates to 

state Medicaid programs to help offset the cost of outpatient drugs. In 1992, the Public Health 

Service (PHS) 340B Drug Pricing Program was created to enable specific healthcare 

providers (referred to as "covered entities") to buy medications at considerably lower costs. 

The program has grown significantly; by 2023, total 340B drug purchases had reached 

approximately US$66.3 billion, making it the second-largest drug-purchasing program in the 

United States (Sood & Bhattacharya, 2025). A scoping review by Knox et al. (2023) 

confirmed that the program benefits hospitals, clinics, pharmacies, and patients, while 

imposing material revenue costs on pharmaceutical manufacturers. 

Medicaid rebate computation expression: 



Business and Economic Research 

ISSN 2162-4860 

2026, Vol. 16, No. 2 

http://ber.macrothink.org 92 

Medicaid rebate= AMP × Applicable rebate percentage 

Where AMP stands for Average Manufacturer Price. AMP is the average price paid to the 

manufacturer for the drug in the U.S. by wholesalers for drugs distributed to the retail 

pharmacy class of trade, excluding “customary prompt pay discounts extended to wholesalers” 

(Centers for Medicare & Medicaid Services [CMS], 2026).  

For most brand-name drugs, the statutory rebate is the greater of 13% (for generic) or 23.1% 

(for brand) of AMP or the difference between AMP and Best Price—effectively tying 

Medicaid to the lowest market price offered by the manufacturer (Kaiser Family Foundation 

[KFF], 2023).  

The “best price” of a medicine, as defined by the US Medicaid statute, is “the lowest price 

available from the manufacturer during the rebate period to any wholesaler, retailer, provider, 

health maintenance organization, nonprofit entity, or governmental entity within the United 

States,” and this price is inclusive of cash discounts, volume discounts, and rebates. Prices 

available to 340B entities, state-owned facilities or under a state pharmaceutical assistance 

program, the federal government, including the Veterans Administration, the Department of 

Defense, or Medicare Part D plan sponsors, and nonprofit organizations are among the 

exceptions that were added after the program's initial launch (Hayes, 2019).  

The full computation of AMP, Best Price, and PHS ceiling price is highly complex and 

beyond the scope of this paper; however, empirical research demonstrates that Medicaid net 

prices can diverge significantly from gross prices, with best-price discounts reducing 

effective Medicaid drug prices by up to 54% for individual products (Clemans-Cope et al., 

2023). 

Medicaid and 340B rebates are regarded as variable consideration under ASC 606 (Revenue 

Recognition), which requires manufacturers to estimate and subtract anticipated rebates from 

their revenue at the point of sale. Since these refunds significantly affect net sales, precise 

estimates are important and necessary. 

4. Discussion: Accounting, Compliance, and Strategic Implications 

The GTN framework sits at the joint section among financial accounting, contract 

management, and governing compliance. From an accounting perspective, ASC 606's 

variable consideration model requires entities to apply either the expected value method 

(probability-weighted average) or the most likely amount or value technique to estimate 

deduction, based on which better predicts the consideration the entity will ultimately be 

entitled to receive. The selected procedure must be applied in a consistent way to all similar 

deduction types and disclosed in financial statement notes. 

A recurring problems or issues across all deduction categories is the estimation of accruals 

with sufficient accuracy to avoid material misstatements. Pharmaceutical manufacturers are 

required to navigate the complex regulatory framework, including Medicaid, Medicare, and 

340B reporting requirements, each with different rules that directly affect GTN calculations 

(Baker Tilly, 2023). To overcome estimation challenges, manufacturers mostly rely on 
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specific data analytics models that incorporate sales trends, patient prescribing habits, 

inventory levels, and dispensing data, allowing more accurate prediction and deduction 

estimation (Baker Tilly, 2023). Under EY guidance on ASC 606 application for life sciences 

entities, the expected value method is frequently preferred for high-volume, low-unit-value 

deductions such as chargebacks and rebates because of the availability of large historical 

datasets (Ernst & Young, 2020). For Medicaid rebates, complexity increases from the 

multi-step computation of AMP and Best Price, which can be subject to government audit and 

retrospective adjustments spanning prior quarters (Centers for Medicare & Medicaid Services 

[CMS], 2024). For sales returns, the lack of downstream inventory visibility makes 

estimation inherently uncertain. 

From the strategic viewpoint, the magnitude of GTN deductions directly determines a 

manufacturer's pricing power and net revenue realization. Rebates and discounts provided 

within the supply chain decrease transparency of actual selling costs, as the invoiced price 

diverges from the effective payment ultimately made back to the buyer (Lopes et al., 2021). 

In generic pharmaceutical, market is driven by intense price competition, GTN 

deductions—particularly chargebacks—can erode gross margins dramatically. Effective GTN 

management, therefore, requires strong data infrastructure, experienced accounting staff, and 

tightly governed contracting processes. 

The non-availability of professionals with GTN expertise, mainly in India where a large 

proportion of US generic drug manufacturers are based, represents a significant 

organizational risk. As Indian pharmaceutical organizations continue to increase their US 

market presence, investment in GTN-specific training and capacity building becomes 

operationally crucial. 

5. Conclusion 

Pharmaceutical industry's GTN framework and different rebates and allowance structure play 

an important role in monitoring pricing, revenue, and medicine availability across the 

healthcare system. These GTN deductions ranges from simple cash discounts to complex 

government rebate programs and it could range from 10% to 80% of the gross revenue. There 

by it is important to accurate estimate and accounting treatment as a matter of substantial 

financial significance. 

This paper has provided an overview of the five major GTN deduction categories: time-based 

discounts, distribution-channel based deductions, GPO-based rebates, supply chain 

deductions and government rebates. For each category, this paper discussed the economic 

rationale, mathematical framework, accounting treatment under ASC 606, and key 

operational challenges. 

This mechanism, which include launch incentives, third-party rebates, Medicaid and PHS 

rebates, and failure-to-supply penalties, are envisioned to strike a balance between the 

financial requirements of pharmaceutical companies and the demand of patients and 

healthcare providers to decrease costs. Pharmaceutical companies need to manage GTN 

adjustments, rebates, and contractual penalties in order to maintain their financial feasibility 
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and fulfill their commitments to low-priced access and public health. Adjusting to the shifting 

landscape of pharmaceutical pricing and regulation will require constant openness, 

compliance, and data-driven forecasting to make sure that these systems effectively meet the 

demands of all stakeholders. Managing GTN is complicated and complex process and 

requires skilled workers. 
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