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CALIFORNIA, NORTH CAROLINA, AND NEW YORK WILL SEE THE LARGEST PROVIDER 

PAYMENT CUTS AND BENEFICIARY SAVINGS DUE TO 340B PROGRAM CHANGES 

 

Analysis also finds that 62% of impacted facilities will experience less than a 5% reduction in 

Medicare Part B revenue due to the drug cuts, but 6% of applicable hospitals will experience 

cuts greater than 10% 

 

New research from Avalere finds that hospitals in California, North Carolina, and New York will 

experience the greatest drug payment cuts nationally, ranging from $126M to $62M, as a result 

of recent changes to the way Medicare pays for 340B drugs. Overall, six states will see drug 

payment cuts of more than $50M in 2018 (Figure 1). Avalere experts note that other, concurrent 

Medicare payment increases will offset these cuts for some hospitals, including raising net 

payments to certain facilities. 

 

Because Medicare beneficiaries are responsible for a portion of the total drug reimbursement, 

lower Medicare payments to providers will also result in savings to patients. States that will see 

the highest total consumer savings on drugs are California, North Carolina, and New York—

ranging from $32M to $15M (Figure 2). Ten states will have aggregated Medicare beneficiary 

savings greater than $10M in 2018.  

 

“This payment change represents a significant reduction in drug-related revenue and profitability 

for some hospitals, and will require immediate action to plan for 2018 budgets,” said Dan 

Mendelson, president at Avalere Health. “At the same time, the payment change also delivers 

meaningful savings to Medicare beneficiaries who are responsible for paying a portion of their 

drug costs.”  

 

Avalere experts explain that the impact on states is driven by the number of Medicare 

beneficiaries in the state, how many drugs are prescribed in the state through Medicare’s drug 

benefit program (Part B), and the number of 340B facilities in the state. The Medicare cuts to 

drug payments will be offset by across-the-board reimbursement increases for non-drug 

services. However, because the drug-related cuts will disproportionately impact 340B hospitals 

while the non-drug payment increases will be distributed evenly across facilities, some hospitals 

stand to see increased payments while hospitals with high 340B volumes will likely see 

decreases.  

 

The 340B program provides discounted outpatient drugs to disproportionate share hospitals 

(DSH) that serve low-income patient populations. Beginning in 2018, the Medicare program 

intends to reduce payments for 340B drugs paid under Medicare Part B by lowering the 

reimbursement rate from average sales price (ASP) plus 6% to ASP minus 22.5%, which the 

Centers for Medicare & Medicaid Services (CMS) estimates to be closer to the hospitals’ 
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acquisition cost. CMS projects that this change will mean $1.6B less in Medicare funding to 

hospitals for these drugs. Hospital groups have sued to prevent those cuts and litigation is 

ongoing.  

 

Figure 1: Provider Payment Reductions in 2018 due to Medicare 340B Payment Drug 

Reimbursement Changes, by State 
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Figure 2: Beneficiary Cost-Sharing Reductions in 2018 due to Medicare 340B Drug 

Reimbursement Changes, by State 

 

  
 

 
 

Avalere’s research also found that due to the drug reimbursement cuts, 62% of DSH hospitals 

will see a reduction of less than 5% of their total Part B revenue, and 32% will experience a 

decrease of 5% to 9.9%. However, 59 hospitals (6%) are projected to have payment reductions 

greater than 10% of their total revenues as a result of the drug cuts (Table 1).  

 

Table 1: Percentage of DSH Hospitals Impacted by Drug Payment Reduction 

 
 

“While the total amount of drug payment cuts is significant, the increase in non-drug payments 

will mean that most hospitals will have very minimal changes to their revenues,” said Fred 

Bentley, vice president at Avalere. “Given the lean margins at most hospitals, those hospitals 

that will have more than 10% reductions in revenues could face serious financial hardship.”  
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Table 2: Provider Payment Reductions and Beneficiary Cost-Sharing Reductions in 2018 

due to Medicare 340B Drug Reimbursement Changes, by Sate 

 

State Provider Payment Cuts Consumer Savings

AK $1,076,000 $274,000

AL $32,024,000 $8,169,000

AR $13,031,000 $3,324,000

AZ $21,157,000 $5,397,000

CA $126,697,000 $32,321,000

CO $18,915,000 $4,825,000

CT $22,960,000 $5,857,000

DC $6,286,000 $1,604,000

DE $2,772,000 $707,000

FL $43,394,000 $11,070,000

GA $59,344,000 $15,139,000

HI $3,884,000 $991,000

IA $15,122,000 $3,858,000

ID $10,952,000 $2,794,000

IL $49,452,000 $12,615,000

IN $19,945,000 $5,088,000

KS $18,449,000 $4,706,000

KY $37,811,000 $9,646,000

LA $37,561,000 $9,582,000

MA $30,701,000 $7,832,000

ME $14,856,000 $3,790,000

MI $51,022,000 $13,016,000

MN $29,044,000 $7,409,000

MO $35,167,000 $8,971,000

MS $29,227,000 $7,456,000

MT $5,714,000 $1,458,000

NC $73,147,000 $18,660,000

ND $1,936,000 $494,000

NE $4,134,000 $1,055,000

NJ $19,676,000 $5,019,000

NM $9,703,000 $2,475,000

NV $1,840,000 $469,000

NY $62,478,000 $15,938,000

OH $27,382,000 $6,985,000

OK $15,509,000 $3,956,000

OR $17,248,000 $4,400,000

PA $54,601,000 $13,929,000

PR $12,000 $3,000

RI $7,778,000 $1,984,000

SC $22,933,000 $5,850,000

SD $13,474,000 $3,437,000

TN $43,569,000 $11,115,000

TX $29,172,000 $7,442,000

UT $8,913,000 $2,274,000

VA $33,345,000 $8,506,000

VT $6,650,000 $1,696,000

WA $39,381,000 $10,046,000

WI $30,801,000 $7,857,000

WV $13,180,000 $3,362,000

TOTAL $1,273,422,000 $324,852,000

Table 2: Provider Payment Reductions and Beneficiary 

Cost-Sharing Reductions in 2018 due to 340B Payment 

Changes in Medicare OPPS Rule, by State
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METHODOLOGY 

 

Avalere analyzed 2015 Part B drug spending using the Medicare Standard Analytical File (SAF) 

that includes 100% of fee-for-service (FFS) drug billing by hospital outpatient departments 

(HOPDs). Although Critical Access Hospitals and hospitals located in Maryland are eligible for 

340B prices, the entities are not paid for Part B drugs using the ASP methodology, and 

therefore are not included in the analysis. We also excluded the hospitals that the Outpatient 

Prospective Payment System (OPPS) rule indicated will be excluded form payment cuts: rural 

sole community hospitals, PPS-exempt cancer hospitals, and children’s hospitals. 

 

Avalere identified Part B drugs reimbursed by Medicare based on ASP methodology. Avalere 

captured all drugs appearing in the quarterly 2015 ASP Drug Pricing Files for J-, Q-, A- and P-

codes. Avalere excluded vaccines per CMS’ final OPPS rule.  

 

Avalere assessed hospital 340B participation in 2015 using 340B Office of Pharmacy Affairs 

information System (340B OPAIS) from Health Resources and Services Administration (HRSA). 

Avalere used Medicare cost reports and other CMS data files to assess overall hospital revenue 

and hospital characteristics. Under the sequester, government share of drug payments to the 

hospital is 79.7% and beneficiary’s cost sharing is 20.3% 

 

Avalere grew Medicare Part B payments obtained from the 2015 Medicare SAF to reflect 2018 

spending. Specifically, we used historical projection tables from the CMS’ Office of the Chief 

Actuary (OACT) and applied year over year growth in Part B spending for hospital services 

estimated for 2016-2018, which averaged to ~9% annually.   
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