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I don’t have to tell you folks in this 
room; it’s been a tough few years in the 
oncology world.  Despite the creation of 
a very efficient, cost-effective system of 
delivering cancer care in the United 
States, that infrastructure is starting to 
crumble.  Many practices have been 
faced with decreasing reimbursements, 
increasing costs, an aging population, 
and an uncertain future.  
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Given these uncertainties, many 
oncology groups are looking for an 
alternative to private practice. 
Recently, many of these groups have 
been courted by hospitals looking to 
increase services and prepare 
themselves for an ACO world, 
but mostly to improve their bottom 
lines. 
How are hospitals able to do that?  How 
are they able to find the additional 
financial resources to make things 
attractive enough for  
oncology groups to leave private 
practice? 
Mostly, it’s by taking advantage of an 
obscure law called 340B. 
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Why 340B?

Medicaid
“Best Price” 

AMPRebates

Rebates

$

 

So, what is 340B?  Where did it get that 
name?  And how did it become such a 
disruptive and transformational force in 
American cancer medicine? ✪ 
It all starts with Medicaid.  In 1990 
Congress created the Medicaid rebate 
program to lower the cost of 
pharmaceuticals reimbursed by state 
Medicaid agencies.  
If a pharmaceutical company wanted to 
have a drug covered by Medicare Part 
B, ✪ it had to pay a rebate to Medicaid 
based on a drug’s average manufacturer 
price (AMP) and its best price, meaning 
the lowest price the drug is made 
available by the manufacturer. 
It doesn’t take a Nobel Prize in 
economics to figure out what happened 
next.  Drug makers had a ✪ huge 
disincentive to give discounts in the 
private sector, since that just meant 
they’d have to give bigger rebates to 
Medicaid.  As a result, ✪ prices role 
quickly.  It only took Congress two 
years to figure out that this wasn’t 
working. ✪ 
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Why 340B?
 Enacted by Congress as part of the 

Veterans Health Care Act in 1992 
 Governance:

 Section 340B of the Public Health Service Act
 Section 1927 of the Social Security Act

 Required pharmaceutical companies to provide front-end 
discounts on outpatient drugs purchased by “covered 
entities”

 

In 1992, Congress included a fix in the 
Veterans Health Care Act, modifying 
two laws:  ✪ Section 340B of the 
Public Health Service Act (where it gets 
its name) and Section 1927 of the Social 
Security Act.  Since pharmaceutical 
companies were not voluntarily passing 
along rebates to Medicaid, ✪ these 
laws would force the manufacturers to 
provide a front-end discount to certain 
providers, called “covered entities”.   
So who gets to benefit from 340B—
who are these “covered entities”? ✪ 
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Covered entities
 Hospitals

 Disproportionate 
share (DSH)

 Exempt cancer
 Children’s
 Sole community
 Rural referral centers
 Critical access

 Non-hospital
 Federally qualified health 

centers
 AIDS programs
 Ryan White CARE
 TB, black lung
 Family planning, STD
 Hemophilia
 Public housing
 Homeless clinics
 Urban Indian clinics
 Native Hawaiian centers

Private practice
cancer centers?

 

The “covered entities” fall under two 
categories:  hospitals and non-hospitals.  
So, if you fell into one of these two 
groups, your hospital or clinic could 
purchase brand-name and generic drugs, 
and the manufacturers would be 
statutorily obliged to give your hospital 
or clinic a significant discount on those 
drugs. 
✪ What about private practice 
oncology groups?  Don稚 they provide 
a benefit to the nation痴 sick and 
needy?  Don稚 they provide indigent 
care?  Aren稚 they subject to the same 
financial pressures as hospitals?  ✪  
Apparently, Congress didn稚 think so.  
Free-standing private practice oncology 
practices cannot participate in 340B傭ut 
feel free to continue to purchase 
chemotherapy drugs at full price. ✪ 
Most of the growth in the 340B 
program has come from ✪ one entity, 
the disproportionate share hospital, or 
DSH.  So how does a hospital qualify 
for DSH? ✪ 
  

Slide 7 

7
© 2013 Community Oncology Alliance (www.communityoncology.org)

Disproportionate share 
hospitals (DSH)
 Government-owned

OR
 Private non-profit 

contracted to provide 
care to uninsured

AND
 Adjustment 

percentage >11.75% >11.75%

 

At first, it seems rather straightforward.  
Your hospital has to be either 
government-owned or a non-profit 
contracted to provide care to uninsured 
patients—and you have to have 
something called an “adjustment 
percentage” of greater than 11.75%.  ✪ 
Folks, if you are a hospital 
administrator and you have an oncology 
program, this is the holy grail. ✪ 
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DSH adjustment percentage

Medicare patients with SSI
inpatient days

All Medicare patient days

Medicaid patients without Medicare
inpatient days

All inpatient days

DSH %

Uninsured patients are NOT
included in the calculation

 

So, what is this “adjustment 
percentage”?  Since the point of 340B 
discounts was originally to help 
qualified hospitals and clinics get the 
resources to take care of poor and 
uninsured patients, you would think the 
“adjustment percentage” would reflect a 
hospital’s burden of the uninsured.  You 
might think that, it would be very 
reasonable to think that, but you would 
be wrong. 
✪ The adjustment percentage is 
calculated by dividing the inpatient days 
of Medicare patients receiving SSI 
payments (poor Medicare patients), by 
the number of total Medicare days, and 
then adding that to the ratio of Medicaid 
patients without Medicare secondary 
coverage over all Medicare patient 
days. 
✪ The adjustment percentage 
specifically excludes patients with no 
insurance coverage, they simply are not 
counted. ✪  
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DSH adjustment percentage

Inpatient ratios

DSH adjustment percentage

340B eligibility

Outpatient drug discounts

 

You might think the irony would stop 
there, but there’s more.  In order to 
qualify for this program, ✪ your 
hospital has to have the right inpatient 
ratios ✪ to get a high-enough DSH 
adjustment percentage ✪ so that it is 
340B eligible in order ✪ to get 
discounts on outpatient drugs.  You 
heard right, so a hospital’s ability to get 
discounts on OUTPATIENT drugs 
depends on its INPATIENT patient mix.  
Remember, 340B only applies to 
outpatient drugs, even though the 
eligibility for the program depends 
entirely on the inpatient census. ✪ 
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DSH Hospitals
US Hospitals

DSH 
eligible
Non-DSH

 GAO:
 DSH adjustment not 

correlated with charity 
care

 MedPAC:
 Little correlation 

between DSH and 
percentage of 
uninsured patients

 

This is not a small program.  Fully two-
thirds of the hospitals in the United 
States have a DSH adjustment high 
enough to qualify for 340B.  ✪ Further, 
the GAO found that the DSH 
adjustment didn’t closely correlate with 
the level of charity care provided by 
individual hospitals, and MedPAC came 
to a similar conclusion. ✪ 
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Hospitals were somewhat slow to catch 
on to the discounts available in the 
340B program—but they’re making up 
for lost time.  The number of hospitals 
and related sites participating in 340B 
tripled from 2005 to 2011, and the 
number continues to rise.  ✪ 
  
 
 
 

Slide 12 

12
© 2013 Community Oncology Alliance (www.communityoncology.org)

 

There is a whole industry out there of 
consultants ✪ who are more than happy 
to show a hospital how it can qualify for 
the 340B program.  It’s not easy to go 
through the paperwork and the penalties 
for not adhering to the rules of the 
program are quite stiff, but the benefits 
far outpace any risk a hospital takes on 
by participating. ✪ 
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340B Discounts
 Minimum statutory discounts:

 Brand name:  AMP minus 23.1%
 Generic:  AMP minus 13%

 CBO study averages, brand name drugs:
 AMP minus 36%
 49% of AWP

 

So just what are the discounts provided 
by 340B?  By law, manufacturers are 
compelled to give a 23% discount off 
AMP for brand name drugs and a 13% 
discount off AMP for generics.  ✪ 
However, a CBO study showed that the 
average 340B discount for brand name 
drugs is 36% off AMP, or just about half 
of AWP.   
I see practice administrators and 
physicians sitting out there.  I want you 
to do a quick calculation in your head 
right now.  Take your practice’s total 
drug spend in 2012, and now cut it in 
half.  Keep in mind, a hospital can use 
these discounted drugs for ALL of its 
patients—uninsured, Medicare, 
Medicaid, as well as the fully-insured.   
You have now figured out the appeal of 
340B to hospitals in the United States, 
and why hospitals everywhere are 
courting oncology practices. ✪ 
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Not only are hospitals courting 
practices, they are getting them.  In 
2006, only 15% of cancer patients were 
treated in a hospital outpatient setting.  
In two years, it’s projected that more 
than half will be.  I personally think this 
is a conservative estimate. ✪ 
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Please don’t get me wrong.  I think the 
340B program is well-intended.  
Hospitals are under a lot of pressure 
these days to survive financially.  The 
340B program gives them the resources 
to expand services and meet the needs 
of communities, especially in this 
environment of decreasing payments.   
But there is a reason we labeled this talk 
“Unintended Consequences.”  ✪  
When hospitals use the 340B program 
to entice oncology practices to transfer 
care of their patients to hospital out-
patient clinics, costs rise for insurance 
companies, Medicare, and ultimately, 
all of us. ✪ 
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The 340B program has come under 
some scrutiny lately in the media.  
There has been some significant 
pushback from pharmaceutical 
companies and payers over the deep 
discounts the program creates.  ✪ 
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“Our mission is to monitor, educate, and advocate on behalf of our members

with respect to federal and state laws and regulations pertaining to 340B 

and related pharmacy matters.”

 

As you can imagine, 340B is a benefit 
that hospitals love and would hope to 
keep as healthcare continues to change.  
These 340B hospitals have their own 
advocacy group, the Safety Net 
Hospitals for Pharmaceutical Access, to 
try to influence policy in Washington 
and to resist rolling back this program. 
✪ 
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Congress is hearing from these 
interested parties and is starting to get 
interested in the direction the 340B 
program is taking.   
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I’ve really only touched on some 
aspects of the 340B program.  The topic 
is much too broad and too complex to 
cover in the short amount of time we 
have today.  If you’d like to know more, 
please go to the COA website and read 
a white paper we supported recently.  ✪  
We believe it is important for Congress 
to take a long look at the 340B program 
and the unintended consequences it’s 
had for cancer care in the United States. 
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340B affects almost all aspects of the 
healthcare delivery system.  Hospitals 
consider it critical to continuing their 
mission.  ✪ Pharmaceutical companies 
worry about expansion of discounts and 
potential abuses of the program.  ✪ 
Insurance companies are concerned that 
they are overpaying for chemotherapy 
drugs given at 340B hospitals.  ✪ And, 
as Jeff has told you, Congress is 
beginning to take notice of the program 
as well. ✪  
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But what about the most important part 
of the cancer care delivery system—the 
person on the sharp end of the needle—
the cancer patient?  What effect does 
340B have on patients?  Some would 
argue that 340B helps ensure access to 
oncology care for needy patients.  
Others contend it drives up the costs for 
patients as care is shifted to more 
expensive hospital-based clinics.  It is, 
at best, a mixed blessing.  ✪ 
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Conclusion
 340B program provides deep discounts on outpatient drugs 

to eligible hospital systems
 Significant expansion in recent years
 Key factor in hospital acquisitions of private practice cancer 

centers
 Increased scrutiny to come

 

So what have we learned here today? 
We know the intent of 340B is to 
provide discounts on outpatient drugs to 
qualified hospitals, and that the number 
of these hospitals has grown 
tremendously over the last several 
years. 
It’s obvious that hospitals have a great 
incentive to operate outpatient cancer 
centers to take advantage of those 
discounts. 
We also know that the program is 
coming under more examination in the 
days to come, and 340B is likely to 
change somewhat in the future. 
 

 


