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Massive Cuts Made to 340B Prescription Drug Discount Program

On November 1, 2017, the Centers for Medicare and
Medicaid Services (CMS) published a final rule cutting
Medicare Part B and state Medicaid payments under the
340B Drug Discount Program (340B Program) by an
estimated $1.6 billion in 2018.* To illustrate the payment
reduction, a drug with an average sales price of $1,000 is
currently reimbursed at $1,060, but would be reduced to
$775 under the final rule.> The 340B Program was
originally passed in 1992 as a way to decrease the cost of
pharmaceuticals reimbursed to hospitals under Medicare
Part B and state Medicaid programs by requiring
pharmaceutical companies to give rebates to hospitals
and clinics with a high volume of low-income patients.®
Since its passage, the 340B Program has been expanded
three times, most recently by the 2010 Patient Protection
and Affordable Care Act (ACA).* In 2015, approximately
40 percent of U.S. hospitals purchased pharmaceuticals
through the 340B Program.® Moreover, these hospitals
provided 60 percent of uncompensated care in the U.S.°
This final rule, cutting 340B reimbursement, came after
a 2015 Government Accountability Office (GAO) report
entitled, “Medicare Part B Drugs — Action Needed to
Reduce Financial Incentives to Prescribe 340B Drugs at
Participating Hospitals” (2015 GAO Report)” was
published and the House Energy and Commerce
Committee held recent hearings.® CMS reasoned among
other things, that the 2015 GAO Report indicated that
340B hospitals were being incentivized to increase
Medicare revenue by prescribing both a greater number
of drugs and more expensive drugs.® CMS further
acknowledged concerns of advisory panels such as the
Hospital Outpatient Payment Panel,’® but decided to
finalize  the  proposed rule against their
recommendation.’*  Additionally, providers have
expressed concerns that this change would force some
hospitals, especially safety-net and rural hospitals, to
close and block patient access to lifesaving care for
patients with serious illnesses like cancer.?

Much of the controversy surrounding the 340B Program
emanates from the fact that the 340B Program does not
include any restrictions regarding how hospitals can use
the revenue generated through the program. This appears
to be CMS’s main concern after the 2015 GAO Report
suggested that 340B hospitals were incentivized to

1 “Medicare Program: Hospital Outpatient Prospective Payment
and Ambulatory Surgical Center Payment Systems and Quality
Reporting Programs” 42 C.F.R. § 414, 416, 419 (November 13,
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increase  revenues through prescription drugs.®3
Pharmaceutical Research and Manufacturers of America
(PhRMA), a pharmaceutical company trade association,
is an advocate for these changes to the 340B Program and
has employed an advertising campaign geared toward
changing this program specifically.'* Further, PARMA
alleged that the criteria to become a “covered entity,” i.e.
a 340B Program participant, are too lax and agreed with
CMS that providers exploit the program by using the
revenue to supplement profits instead of providing care
to patients.®

Opponents of the final rule argue that 340B “covered
entities” provide a necessary service t0 communities
through large-scale indigent care, and if 340B Program
funding is cut, these populations will not be able to
receive proper care.’® The final rule faces strong
opposition by trade associations such as: the American
Hospital Association (AHA); America’s Essential
Hospitals; and, the Association of American Medical
Colleges, which filed a lawsuit arguing that CMS
violated the Administrative Practices Act.!” This
argument is supported by the 2015 GAO Report (on
which CMS relied to make its decision), which stated that
CMS did not have statutory authority to reduce hospitals’
reimbursement for 340B drugs.*® The Office of Inspector
General (OIG) estimated that, in 2015, providers
experienced an average savings of 33.6 percent of the
average sales price.'® These savings are likely a primary
reason PhRMA opposed the reimbursement structure of
the 340B Program.

The final rule is set to take effect January 1, 2018, but
CMS is accepting comments on the rule through
December 31, 2017.2° Additionally, bipartisan legislation
(H.R. 4392)?* has been introduced that would reverse
these payment cuts.?? Further, because this payment
reduction is budget neutral, the savings from the
reduction of 340B Program payments (estimated $1.6
billion) would be reallocated among all hospitals
reimbursed under the OPPS.2® If neither the pending
legislation nor the pending litigation produce a result
before January 1, 2018, providers may experience the
immediate effects of decreased 340B Program
reimbursement.
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—Roger W. Logan, MS, CPA/ABV, ASA, Senior Vice President of Phoenix Children’s Hospital
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Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH
CAPITAL CONSULTANTS (HCC), where he focuses on the areas of valuation
and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 20 years of experience
providing valuation, financial, transaction and strategic advisory services

. nationwide in over 1,000 transactions and joint ventures. Mr. Zigrang is
also con5|dered an expert in the field of healthcare compensation for physicians,
executives and other professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare — 2nd Edition” [2015
— AICPA], numerous chapters in legal treatises and anthologies, and peer-reviewed and
industry articles such as: The Accountant’s Business Manual (AICPA); Valuing
Professional Practices and Licenses (Aspen Publishers); Valuation Strategies; Business
Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author,
Mr. Zigrang has served as faculty before professional and trade associations such as the
American Society of Appraisers (ASA); American Health Lawyers Associate (AHLA);
the American Bar Association (ABA); the National Association of Certified Valuators and
Analysts (NACVA); Physician Hospitals of America (PHA); the Institute of Business
Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the
CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
Business Administration (MBA) from the University of Missouri at Columbia. He is a
Fellow of the American College of Healthcare Executives (FACHE) and holds the
Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter, and is current Chair of the ASA
Healthcare Special Interest Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH
CAPITAL CONSULTANTS (HCC). Mr. Chwarzinski’s areas of expertise
include advanced statistical analysis, econometric modeling, as well as,
economic and financial analysis. Mr. Chwarzinski is the co-author of peer-
reviewed and industry articles published in Business Valuation Review and
NACVA QuickRead, and he has spoken before the Virginia Medical Group
Management Association (VMGMA) and the Midwest Accountable Care Organization
Expo. Mr. Chwarzinski holds a Master’s Degree in Economics from the University of
Missouri — St. Louis, as well as, a Master’s Degree in Finance from the John M. Olin
School of Business at Washington University in St. Louis. He is a member of the St. Louis
Chapter of the American Society of Appraisers, as well as a candidate for the Accredited
Senior Appraiser designation from the American Society of Appraisers.

Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel
of HEALTH CAPITAL CONSULTANTS (HCC), where she conducts project
management and consulting services related to the impact of both federal
and state regulations on healthcare exempt organization transactions and
provides research services necessary to support certified opinions of value
related to the Fair Market Value and Commercial Reasonableness of
transactions related to healthcare enterprises, assets, and services. Ms. Bailey-Wheaton is
a member of the Missouri and Illinois Bars and holds a J.D., with a concentration in Health
Law, from Saint Louis University School of Law, where she served as Fall Managing
Editor for the Journal of Health Law & Policy.

Daniel J. Chen, MSF, is a Senior Financial Analyst at HEALTH CAPITAL
CONSULTANTS (HCC), where he develops fair market value and
commercial reasonableness opinions related to healthcare enterprises,
assets, and services. In addition, Mr. Chen prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most
probable future net economic benefit related to healthcare enterprises,
assets, and services, and applies utilization demand and reimbursement trends to project
professional medical revenue streams, as well as ancillary services and technical
component (ASTC) revenue streams. Mr. Chen has a Master of Science in Finance from
Washington University St. Louis.
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