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SUMMARY

The 340B Drug Pricing Program was created to provide safety-net providers (known as covered entities) access to
discounted outpatient drugs. However, 340B has evolved from a modestly sized program to the second-largest drug-
purchasing program in the U.S., with drug purchases totaling $66.3 billion in 2023. This paper provides background
on 340B, including its growth, and highlights problems with the program, with particular focus on the spread pricing

mechanism and the market distortions created by it.

— KEY TAKEAWAYS

* The original 340B statue was vague, making it unclear whether 340B was intended to provide affordable medicine to
uninsured patients or to enhance revenue generation for covered entities.

* 340B covered entities leverage spread pricing (or “buy low and sell high”) to generate revenue, inducing market
distortions.

* Key structural issues with the program include spread pricing, 340B discounts not going to uninsured or low-income
patients, and an increasing share of 340B revenues going to for-profit pharmacy chains.

* 340B was designed to subsidize safety-net hospitals “at no cost to taxpayers” but ultimately taxpayers are impacted
through higher costs to Medicare, Medicaid and commercial insurance.

* Reliance on spread pricing results in wealthier hospitals—which have larger bases of commercially insured patients—
benefiting more than less wealthy hospitals.

POLICY CONTEXT

The 340B program's growth has led to increased debate over program intent and scope as well as bipartisan calls for reform. This
paper adds to the policy discussion by highlighting how the spread pricing mechanism generates revenue for 340B providers and
incentivizes unintended consequences in the broader healthcare market. We discuss potential areas for reform within the existing
340B program structure, such as updating the patient definition and adding requirements for how 340B revenues are used.
Meaningful reform that eliminates unintended market distortions and ensures that safety-net providers truly benefit will need to
consider two key policy changes:

* Eliminate the spread as the mechanism for revenue generation in 340B: Spread pricing incentivizes the use of higher-priced
drugs, increased drug utilization, and lower rates of uptake for less expensive generics and biosimilars. It also encourages
market consolidation, which can lead to higher prices generally. Any reforms to 340B that leave the spread in place will not
address the market distortions it causes.

* Modify how 340B revenues are distributed across covered entities: The degree to which 340B covered entities can generate
revenues from the current 340B program, which is reliant on the arbitrage of spread pricing, is largely tied to payer mix,
particularly the proportion of commercially insured patients. However, entities with higher shares of commercial patients
are less likely to need subsidies to remain financially salient. A more nuanced approach to direct how 340B subsidies flow to
entities needs to be considered.



I. BACKGROUND
Before 1990, drugmakers provided safety-net hospitals

with voluntary discounts on medications. These discounts
enabled healthcare providers who served high levels of
uncompensated care to offer drugs to uninsured patients
without having to bear the entire financial cost of the
medicines. In 1990, Congress created the Medicaid Drug
Rebate Program (MDRP), which required manufacturers

to give Medicaid the “best price” offered to any buyer,
including wholesalers, insurers or hospitals. If a drugmaker
offered discounts to safety-net providers, it would trigger
the Medicaid best-price statute, and the pharmaceutical
company would have to give those same discounts for all
drugs purchased through the Medicaid program. As a result,
the unintended consequences of the Medicaid best-price
policy led to drug manufacturers no longer offering voluntary
discounts.

By 1992, Congress recognized the problem it created
and, as part of the Veterans Health Care Act, introduced
the Section 340B drug-discount program. Rather than
excluding voluntary discounts from the Medicaid best-price
requirements, the 340B program (henceforth referred to
as “340B”) mandated that manufacturers participating in
Medicaid sell discounted outpatient drugs to eligible “covered
entities,” but these discounts would not trigger the Medicaid
best-price rule.

Il. PROGRAM GROWTH

Publicly owned and nonprofit hospitals that served a large
proportion of Medicaid or low-income Medicare patients
were eligible for 340B if their disproportionate share (DSH)
percentage was at least 11.75%." Several other types of safety-
net providers (generally referred to as “federal grantees”) such
as federally qualified health centers, hemophilia treatment
centers and Ryan White clinics—providers funded by the
federal Ryan White HIV/AIDS Program—also participated
in 340B. From the 340B program’s inception in 1993, fewer
than 100 hospitals enrolled. However, the program gradually
grew and, by 2009, around $4 billion in drugs were purchased
through 340B.[1] Since 2010, 340B has grown exponentially,
reaching $66 billion in 2023 and increasing 23% from just
2022.[2] The 340B program is now the second-largest drug-
purchasing program after Medicare Part D.[3] Several key
expansions can explain program growth.

The Affordable Care Act (ACA), passed in March 2010,
contributed to the growth and expansion of 340B in two
ways. First, it dramatically increased the number of patients
enrolled in Medicaid nationwide but did not change the
DSH threshold for 340B eligibility. Between 1992 and 2014
(the year when many states began to expand Medicaid),
Medicaid enrollment® had grown from 28.9 million
(roughly 11% of the population) to 68 million (23% of the
population).[4,5] The Medicaid expansion resulted in many
more hospitals meeting the DSH eligibility threshold. The

ACA also expanded 340B by granting eligibility to four new
hospital types: critical access hospitals (CAH), rural referral
centers, sole community hospitals and freestanding cancer
hospitals. Figure 1 shows the total number of covered entities
by year.

Figure 1. Total 340B Covered Entity Sites
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Just over 10,000 covered entities participated in 340B in
2009, and 15% of them were hospitals and affiliated sites,
known as child sites. By 2024, just over 2,800 hospitals
were participating in the program, with hospitals and child
sites accounting for 62% of covered entities, reflecting the
combined effects of Medicaid expansion and newly eligible
hospitals. The expansion due to the ACA significantly
increased the size of the program but did so without any
debate on how the nature of 340B fundamentally changed. It
also sparked debates about whether the growth aligned with
the original intent of serving vulnerable populations.

Another major source of program expansion has been
the growth of contract pharmacies. In 1996, the Centers
for Medicare & Medicaid Services (CMS) and the Health
Resources and Services Administration (HRSA), which
administers 340B, issued guidance allowing covered
entities without in-house pharmacies to contract with a
single external pharmacy.[6] Importantly, the guidance
allowed smaller or rural hospitals lacking the infrastructure
to maintain onsite pharmacies to fully participate in
the program and aligned with 340B’s goal of improving

1. The DSH percentage is the percentage of inpatient days attributable to Medicaid and dual-eligible Medicare patients (Supplemental Security Income).

2. This includes enrollment in the Children’s Health Insurance Program (CHIP), which was established in 1997 and is considered in the DSH percentage calculation.
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medication affordability for underserved populations.?
However, it also introduced complexities, such as some
covered entities interpreting the “patient” definition too
broadly[7], raising concerns about potential drug diversion.*
This early guidance set the stage for subsequent expansions in
contract pharmacy arrangements, which would significantly
reshape the program’s landscape.

In April 2010, HRSA issued guidance permitting
covered entities to contract with an unlimited number of
pharmacies, a significant departure from the 1996 single-
pharmacy limit.[8] This change claimed to be aimed at
enhancing patient access to discounted drugs, particularly
in underserved areas, but it fueled rapid program growth
and oversight challenges. In 2010, there were fewer than
1,300 unique contract pharmacy locations and, by 2024,
this number had increased to over 33,000. Some 77% of
pharmacies contract with more than one covered entity, and
in 2024 there were over 200,000 340B contracts.

340B has evolved from a modest initiative to a $66.3
billion program, driven predominantly by the ACA
expansion and HRSA’s 2010 unlimited contract pharmacy
guidance. Moreover, some covered entities have evolved into

Figure 2. Total 340B Contract Pharmacy
Relationships
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Notes: Authors’ calculations using HRSA data downloaded in June 2025.
2025 totals include pharmacy contracts as of June 2025. A pharmacy may have
a contract relationship with more than one covered entity. Top 5 chains (by
revenue) include CVS Health, Walgreens, Cigna, UnitedHealth Group and
Walmart.[9]

sophisticated enterprises designed to maximize 340B revenue,
and a cottage industry of consultants emerged to help grow
the program to a size not foreseen in 1992.[10]

Ill. INTENT OF THE PROGRAM

The growth of 340B has led to continual debate over
congressional intent and program focus, driven in part

by lack of detail and clarity in the underlying statute on

the program’s intended mechanics and objectives. The key
language in the report to the House Energy and Commerce
Committee stated “...the Committee intends to enable
these entities to stretch limited federal resources as far as
possible, reaching more eligible patients and providing more
comprehensive services.”[11] The lack of detailed guidance
has allowed stakeholders to project their own assumptions
onto the program’s intent, creating a divide between those
who view it as an unrestricted subsidy for safety-net providers
and those who see it as a mechanism to ensure provision

of low-cost care (including affordable drugs) for under- or
uninsured patients.

It is unclear from the legislative history if either benefit
represents the true congressional intent or if both results
were envisioned. Those who subscribe to the theory that
340B was designed as a subsidy program for covered entities
argue that the program’s structure implicitly supports
revenue generation. In particular, it allows covered entities
to retain the difference between the 340B acquisition cost
and reimbursement rates (or “spread,” which we discuss in
the next section). As 340B has expanded, there has arguably
been less emphasis on providing reduced-price care to the
uninsured and more focus on revenue generation to fund
other activities unrelated to providing expanded care for the
under- and uninsured, including giving access to affordable
medicines.

In contrast, the traditional view of 340B presumes the
discounts obtained through 340B are designed to alleviate
some of the cost to covered entities of providing free or
reduced-price drugs to under- or uninsured patients. The
legislation’s focus on safety-net providers lends credence
to the idea that providing charity care was the program’s
original intent. The 1996 HRSA guidance on contract
pharmacies appears to validate this view: “Covered entities
could then use savings realized from participation in the
program to help subsidize prescriptions for their lower
income patients, increase the number of patients whom they
can subsidize and expand services and formularies.”[6]

While the focus of HRSA’s comment is on serving low-
income patients, proponents of 340B as an unrestricted
subsidy program would point to the phrase “expand services”
to support their position. Indeed, this view aligns with
the American Hospital Association’s (AHA) statement
on 340B[12], which interprets the phrase “stretch limited
tederal resources” as an endorsement of revenue generation

3. Based on the authors’ analysis of HRSA data, prior to 2004, only federal grantees (which are less likely to have in-house pharmacies compared with hospitals) used

contract ])bﬂrmafz’es.

4. Drug diversion in 340B occurs when an individual who does not meet HRSA's patient definition receives 340B-discounted drugs. Diversion is more likely to
occur in contract pharmacies (as opposed to covered entities’ in-house pharmacies) because the 340B status of individuals is not known when prescriptions are filled.



to subsidize broader hospital operations. To better understand
the key issues related to 340B, it is important to explain the
mechanism for generating revenue.

IV. THE “SPREAD”

The core mechanism of revenue generation in 340B lies in
the arbitrage opportunity created by the “spread” between the
discounted purchase price of drugs and the reimbursement
rates received from payers. Covered entities purchase
outpatient drugs at 340B-discounted prices, which are often
25% to 50% lower than the average wholesale price.[13]
Notably, while 340B hospitals gain program eligibility as

a result of serving a minimum amount of low-income and
uninsured patients, they can dispense 340B-discounted drugs
to all their patients irrespective of insurance status. This
implies that when these drugs are dispensed, the entities bill
the patient’s insurance—whether commercial, Medicare or
Medicaid—at customary reimbursement rates that do not
account for the 340B discount. The difference between the
low acquisition cost and the high reimbursement amount is
retained by the covered entity as revenue.

Commercial insurance typically reimburses at significantly
higher rates than public payers like Medicare or Medicaid,
making entities with a higher percentage of commercially
insured patients far more profitable under the 340B program.’®
For instance, a 2021 analysis noted that commercial insurance
prices at 340B hospitals are a median of 3.8 times the 340B
purchase price for drugs, generating significant margins.[14]
On the opposite end of the payer spectrum, Medicaid
reimburses at acquisition cost® and uninsured patients
typically pay out of pocket (OOP) or receive drugs through
charity care programs making them less profitable.” However,
aligned with the traditional view of 340B, the savings on drug
purchases can offset the cost of providing uncompensated
care, indirectly supporting financial health.

As a result of differential reimbursement rates, the
profitability of the 340B program for covered entities is
heavily influenced by their payer mix—the proportion
of patients covered by commercial insurance, Medicare,
Medicaid or uninsured. Figure 3 provides a stylized example
of the spread and demonstrates variation by payer type. In
this example, a hospital purchases a drug at a 340B price
of $1,000. When the drug is dispensed to a commercially
insured patient, the insurer reimburses $3,000 and the
hospital retains the $2,000 spread as profit. This spread is
particularly lucrative because 340B does not mandate that
covered entities pass the discounts on to patients or restrict
the use of the revenue to specific safety-net services. The
spread also exists for Medicare and Medicaid patients, albeit
at lower amounts than for commercially insured patients.

The Minnesota 340B Covered Entity Report (henceforth
referred to as the Minnesota report) confirms that net
revenues are largely driven by commercial patients, with

53% of net 340B revenues generated by commercial payers,
compared with 31% from Medicare, 14% from Medicaid®
and less than 1% from cash-pay, including by uninsured
patients.[17] Figure 4 shows 340B net revenues for hospitals
and federal grantees by payer type, and demonstrates that
hospitals on average face a more favorable payer mix, allowing
them to leverage the spread to generate more revenue.

Because hospitals do not have requirements to reduce
OOP costs for the uninsured or low-income individuals or
restrictions on how they use revenue from 340B, they can use
these funds for a wide range of purposes, from subsidizing
uncompensated care to investing in infrastructure. Given the
lack of transparency in 340B and how revenue is spent, it
is difficult to measure how much of the 340B discounts are
passed on to uninsured patients. This has led to concerns that
the program is being used to subsidize hospital operations
rather than lowering OOP costs for uninsured and low-
income patients or directly improving patient access to
affordable medications.

While intended to support safety-net providers, 340B’s
reliance on the spread incentivizes revenue generation over
service to vulnerable populations. This misaligned incentive
pushes 340B covered entities to pursue patients in wealthier
areas with high rates of commercial insurance rather than
serve low-income communities. One study found that
hospital-affiliated clinics that registered for the program in

$3,000

$2,000

$1,000

Figure 3. Example of the 340B Spread
by Patient Insurance Type
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5. Commercial insurers often reimburse at rates tied to the drug’s average sales price (ASP) plus a percentage (e.g., ASP + 6%) or negotiated rates that reflect the
drug’s full market price. Traditional Medicare reimburses at ASP + 6% for Part B drugs, and fee~for-service Medicaid reimbursements are based on the average
manufacturer price plus a dispensing fee and are typically lower than Medicare rates.

6. While fee~for-service Medicaid reimburses at acquisition cost, managed Medicaid programs can generate spread for covered entities.

7. Desai and McWilliams (2018) found that for hematology-oncology and ophthalmology practices, 340B eligibility is associated with lower percentages of low-income
Medicare (i.e., dual eligible) patients.[15]

8. Medicaid includes all Minnesota Health Care Programs (Medical Assistance/Medicaid and MinnesotaCare). MinnesotaCare consists of primarily managed care
plans; in 2024, approximately 83% of Medical Assistance/Medicaid enrollees were in managed care plans.[16] Minnesota prohibits the use of contract pharmacies
Jfor Medicaid patients.

Leonard D. Schaeffer Center for Health Policy & Economics



Figure 4. Percentage of 340B Net Revenue by
Payer and Covered Entity Type
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Source: 2024 Minnesota Covered Entity Report[17]

Notes: Medicaid includes Medical Assistance/Medicaid and MinnesotaCare
plans. “Other” includes a combination of special payment programs and cash
payments from uninsured and self-insured patients.

2004 or later served communities that had higher rates of
commercial insurance than those registered before 2004.[18]
This phenomenon was highlighted in a 2022 New York
Times article profiling a hospital in Richmond, Virginia, that
expanded its 340B footprint through purchasing clinics in
areas with high proportions of commercial insurance.[19]
Although disagreement continues regarding the intent of
340B when it was established, it has evolved into a program
that subsidizes hospitals’ general costs. Even if one were
to stipulate that 340B should subsidize hospitals’ holistic
operating costs rather than defray the cost of providing
care to the uninsured, the reliance on the spread as the
mechanism for generating that subsidy leads to illogical
results.

V. PRIMARY STRUCTURAL FLAWS OF THE
PROGRAM

A. 340B Subsidies Tied to Spread Rather Than
Need

Healthcare subsidy programs traditionally provide assistance
based on perceived need.” Entities with greater financial
wherewithal tend to receive less assistance than those that
are more financially distressed. And while the 11.75% DSH
threshold arguably provided a reasonable proxy for hospital
need at the inception of 340B, the link has become less clear
due to Medicaid expansions and hospital acquisition of
outpatient sites in wealthier communities.

Part of the disconnect between financial need and 340B
revenues stems from the fact that hospitals qualify based
on low-income inpatients, but profit from the spread is
generated from outpatient prescriptions for all payer types.
This leads to entities with a higher commercial insurance
percentage enhancing their financial health through larger
spreads, while those with high proportions of uninsured
or Medicaid struggle due to lower reimbursements. We
demonstrate this issue by extending our hypothetical spread
example from Figure 3 to incorporate covered entity payer
mix in Figure 5.

Suppose both Hospital A and Hospital B meet the 11.75%
DSH eligibility threshold and participate in 340B. However,
the outpatient payer mix at these hospitals is different (Figure
5, left panel), with Hospital A having a higher percentage
of commercially insured patients and Hospital B having
more Medicaid and uninsured patients. If we assume 10,000
prescriptions are distributed according to the payer mix and
have spread values given in Figure 3, we can see that Hospital
A benefits from 340B more than Hospital B, even though
Hospital B serves a higher proportion of low-income and
uninsured patients (Figure 5, right panel).

Figure 5. Comparison of Hypothetical Payer Mix and 340B Net Revenue

Payer mix |
Hospital A Hospital B
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9. For example, the Medicaid DSH Program provides assistance for unreimbursed care for the uninsured and for the portion of Medicaid payments that do not cover

the costs of providing services.



In a traditionally structured subsidy program, Hospital B
would be expected to receive more financial assistance than
Hospital A. As shown in our hypothetical example, under
340B the opposite is true.’® Hospital A can leverage its
relatively high percentage of commercial insurance patients to
generate significantly more revenue from the 340B program
than the truly needy Hospital B. The comparatively little that
Hospital B derives from 3403B is a lifeline that could be the
difference between its closure and still being able to serve
patients. The Cambridge Health Alliance, a health system
with the highest mix of Medicaid and uninsured patients
in Massachusetts provides a salient real-world example.[21]
Additionally, the Minnesota report showed that large 340B
hospitals captured 80% of the state’s $630 million in 340B
revenue, while smaller entities with higher uninsured rates
benefited far less.[17]

More generally, hospitals with a higher proportion of
commercially insured patients tend to have sounder financial
health due to the higher reimbursement rates across all
services. Conversely, true safety-net hospitals with a relatively
high share of uninsured or Medicaid patients are much less
likely to be financially stable. Conti et al. (2109) found that
340B hospitals with a higher commercial payer mix reported
greater revenues and estimated profits from Medicare Part
B drugs, reflecting 340B’s financial benefits for well-insured
patient populations.[22]

Due to the perverse structure of 340B, covered entities
that need the least assistance get the most benefit from
the program and those with the highest need get the least
assistance. A more generalized proxy for the financial
health of hospitals would account for the overall payer mix
of eligible claims, including the percentage of claims paid
by commercial insurance and unreimbursed claims. 340B
reform must ensure that subsidies are targeted to financially
vulnerable institutions that need assistance and not at
hospitals and systems with the ability to derive large profits
from the arbitrage of the spread from commercially insured
patients.

B. Patient Access to Discounts and Hospital
Provision of Safety-Net Care

Regardless of one’s perspective on the intent of 340B, it was
passed in reaction to drug manufacturers no longer providing
discounts to entities to help uninsured patients afford their
medicines. The debate over intent often provides conflicting
statements about how discounts are used: On the one hand,
Bon Secours Mercy Health claimed that reducing patient
drug expenses is not the purpose of 340B[23], whereas the
AHA points out that patients can access drugs at their local
pharmacy.[24]

'The AHA's statement leads people to assume that
discounts from 340B flow to the patient. Although we
have limited transparency into whether covered entities
pass drug discounts to patients, several reports indicate
that in many cases 340B hospitals do not significantly
subsidize cash-paying patients (who would generally be
those in need of support) or pass 340B discounts directly to
patients.’[14,26]

The evidence of whether 340B hospitals provide other
forms of safety-net care in lieu of providing discounts
to uninsured patients is mixed. While hospitals do not
provide higher levels of uncompensated care after joining
340B[15,27], one study found that hospitals that joined
340B between 2012 and 2015 were more likely to offer
discounted care to low-income patients and increased charity
care spending? (but overall community benefit spending
was unchanged).[27] Even though financial investments
increased following 340B enrollment for DSH hospitals
that joined between 2016 and 2017, uncompensated care
decreased.[28] Furthermore, among nonprofit hospitals,
there is no significant association between 340B participation
and offering more unprofitable services* (e.g., substance
use, burn clinics, inpatient and outpatient psychiatric, and

obstetrics).[29]

Regardless of whether Congress keeps the current
structure of 340B or moves to a new paradigm, uninsured
or low-income patients should be guaranteed the discounts
that are provided to covered entities (whether through
reduced OOP costs generally or through discounted drugs
specifically). Additionally, if the current structure of 340B
remains in place, hospitals should be required to explicitly use
revenues from the spread for safety-net activities.”

10. A study by Nikpay (2022) estimates the target efficiency of several hospital subsidy programs in the U.S., including 340B.[20] Target efficiency captures the share
of hospitals that have high levels of uncompensated care but do not receive 340B discounts (‘exclusion errors”) and the share of hospitals that have low levels of
uncompensated care but receive 340B discounts (“inclusion errors”). The target efficiency of 340B has declined since 2010.

11. An executive order signed on April 15, 2025, by President Donald Trump proposed that future grants under the Public Health Service Act will be conditioned on
making insulin and injectable epinephrine available to uninsured individuals at or below 340B discounted prices.[25]

12. Howewer, the value of increased charity care is relatively small, corresponding to 0.2% of the total charity care provided in the year prior to joining 340B.

13. The sample of hospitals examined only represents approximately 11% of 340B DSH hospitals. More work is needed to understand whether this result generalizes.

14. Publicly owned 340B hospitals were more likely to expand unprofitable services compared with publicly owned hospitals that never participate in 340B.

15. We note that requiring the use of revenues from the spread would be a preferred outcome, but in practice it will be relatively easy for hospitals to game requirements

unless the regulations are well-defined and include sufficient reporting requirements.

Leonard D. Schaeffer Center for Health Policy & Economics



C. Increasing Share of 340B Revenues Flow to
For-Profit Pharmacy Chains and Third-Party
Administrators

The introduction of unlimited contract pharmacies has
changed the equation of how 340B assistance is distributed,
with chain pharmacies making up the majority of contract
pharmacies.[30] Six pharmacy chains, including Walgreens
and CVS, accounted for two out of three contract pharmacy
locations in 2017, and they continue to dominate the 340B
contract pharmacy market (see Figure 2).[31,32] In 2023,
68% of 340B contract pharmacies were chain pharmacies
but they represented only 29% of non-340B pharmacies.[30]
'These Fortune 50 companies profit from 340B transactions
without directly supporting the program’s safety-net mission.

The Minnesota report calculated that covered entities
generated $630 million in net revenue from predominantly
pharmacy-dispensed!® 340B prescriptions.[17] For-profit
contract pharmacies and third-party administrators (TPA)
collectively received $120 million of that revenue, or 16% of
the gross 340B revenue.[17] The total revenue received by
pharmacies and TPAs is likely understated, as only 88% of
DSH hospitals and fewer grantees reported costs.!” Despite
the limitations of the Minnesota report, the 16% share
underscores the considerable financial benefits for-profit
pharmacies derive while nonprofit entities bear the burden
of program compliance. It also reinforces questions about
diversion of subsidies to for-profit entities in a program
designed for nonprofit healthcare providers. If we extrapolate
the results from the Minnesota report nationally, over $10
billion of the $66 billion 340B program would be siphoned
from covered entities to for-profit third parties, including
large pharmacy chains.

To counter the degree to which 340B revenues flow to
for-profit organizations, drug manufacturers have begun
placing restrictions on contract pharmacies.[33] This has had
a substantial impact on 340B pharmacy profitability.[34]
Litigation is ongoing related to the manufacturer actions,
but to this point courts have sided with the manufacturers
while at the same time indicating that states may be able to
regulate the use of contract pharmacies.[35] On the other
hand, some legislation has been proposed to broaden access
to contract pharmacies: The 340B PATTENTS Act of 2024
would amend the original 340B statute to clarify that covered
entities may contract with pharmacies to dispense 340B
drugs and that 340B discounts will be provided irrespective
of where drugs are dispensed.[36] And while reforms that
limit contract pharmacies may reduce the risk of duplicate

discounts and diversion as well as limit the flow of 340B
revenues that go to for-profit entities, any attempts at reform
that keep spread pricing will always benefit the more wealthy
entities at the expense of struggling facilities.

VI. UNINTENDED CONSEQUENCES OF 340B

Given the limited size of the program at its inception and
the fact that manufacturers were already providing discounts
to many of the same entities prior to 1990, the distorted
effects of 340B were initially masked. Administrative and
legislative changes have expanded the program’s size and
scope. Additionally, the lack of detail within the underlying
statute allowed entities to transform the program from one
designed to help safety-net providers to a revenue generator
used to subsidize general hospital costs. Finally, the spread
mechanism in particular has led to several unintended
consequences.

A. 340B Leads to Higher Drug Spending and
Volume

As a result of the spread mechanism, covered entities stand
to make more revenue from 340B for higher-priced drugs.
Lower-cost brand alternatives, as well as generics and
biosimilars, generate relatively less revenue. Figure 6 provides
a hypothetical example demonstrating this issue. Relatedly,
revenues increase as higher volumes of drugs are dispensed
or administered. These financial incentives lead covered
entities to prioritize high-cost drugs, increase dispensing
volumes, and discourage the use of cost-effective generics
and biosimilars, further driving up costs. These issues were
acknowledged in 2015 by the Government Accountability
Office (GAO), which recommended eliminating the
incentive' to prescribe more drugs or more expensive drugs
than necessary to treat Medicare Part B beneficiaries at 340B
hospitals.[38]

Early work by the GAO found that after controlling for
hospital characteristics average per-beneficiary Medicare
spending at 340B DSH hospitals was $144, compared
to $60-$62 at non-340B hospitals.[38] Moreover, per-
beneficiary spending on oncology drugs at 340B sites
increased from $4,779 in 2008 to $7,801 in 2012, compared
to $3,632 and $5,432 at non-340B sites, respectively.[38]
'This discrepancy was attributed to the prescribing of higher-
cost drugs rather than differences in patient health. More
recent studies corroborate these findings and highlight
how 340B’s structure encourages the use of expensive
medications,” inflating healthcare costs.[40—43]

16. Only five out of the 26 covered entities reported both physician-administered and pharmacy-dispensed 340B prescriptions. This limitation will be corrected in the

next iteration of the covered entity report.

17. The report also established that considerable variation exists in the share of revenues that flow to contract pharmacies and TPAs. For covered entities in the top
10% of external costs, one~third of their gross 3408 revenue was lost to administrators and contract pharmacies.

18. Eliminating incentives to use higher-priced drugs or prescribe higher volumes should provide direct savings to the Medicare program: The Congressional Budget
Office (CBO) estimated that reducing Medicare Part B reimbursement for 340B drugs to ASP minus 22.5% from 2025 to 2034 would reduce federal spending by

$73.5 billion.[37]

19. It is worth noting, however, that 340B may have differential effects on spending depending on the underlying hospital type because Part B reimbursements vary.
Unlike DSH hospitals, which are reimbursed ASP + 6% for Part B drugs, CAHs receive cost-based reimbursement equal to 101% regardless of 340B discounts.
Indeed, the 340B ACA expansion decreased total Medicare Part B spending as well as patient OOP spending at CAHs.[39]
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Beyond increasing drug spending, 340B also incentivizes
higher hospital-level drug dispensing volumes. Desai
and McWilliams (2018) found that 340B eligibility was
associated with a 90% and 177% increase in Part B drug
claims for hematology-oncology and ophthalmology,
respectively. [ 15] These increases suggest that 340B covered
entities respond to financial incentives by boosting drug
utilization in some specialties, contributing to higher
spending. The 340B status of covered entities can also impact
the prescribing behavior of affiliated physicians and lead to
higher use of pharmaceutical treatment.[44] While both
increasing prices and volumes have contributed to the growth
of 340B sales, utilization accounted for 79.6% of the growth
between 2018 and 2024.[45]

The preference for higher-cost drugs under 340B also
discourages the use of cost-effective generics and biosimilars,
which offer comparable efficacy at lower prices. In 2023,
branded drugs accounted for 89.6% of 340B sales, whereas
they only accounted for 77.8% of non-340B sales.[45]

Bond et al. (2023) found a 66% reduction in biosimilar use
associated with 340B eligibility and an increase in Medicare
reimbursement for drugs like filgrastim and infliximab,
reflecting the preference for higher-cost biologics.[46]
Commercial spending on biologics at 340B hospitals in the

year after joining 340B was $5,162 higher than at non-340B
hospitals.[47] This disincentive for biosimilar adoption
exacerbates healthcare costs, as biosimilars could significantly
reduce expenditures.”!

Taken together, these findings underscore how 340B’s
structure inadvertently increases federal healthcare spending
by encouraging use of higher-cost drugs, increasing volumes
and reducing biosimilar uptake, even though 340B was
intended to provide non-government-financed subsidies
to covered entities. Unnecessary spending has negative
implications beyond the federal budget and Medicare
program, leading to larger copayments and Part B and D
premiums for Medicare beneficiaries.[38,49] Additionally,
commercially insured patients may face higher insurance
premiums, which we discuss in more detail in a later section.?

B. 340B Incentivizes Market Consolidation

Given the 340B spread mechanism, the more patients a
covered entity has, the more money it can make, particularly
if a large share of its patients has commercial insurance. This
drives covered entities to expand their patient base through
consolidation, particularly by acquiring private physician
practices or infusion centers and integrating them as child
sites. The hospital can then extend 340B discounted drugs
to a wider patient base and enhance revenue generation.
According to the Community Oncology Alliance, a single
oncologist could generate approximately $1 million in annual
profits for a hospital by treating patients with 340B drugs,
highlighting the scale of this revenue potential.[50]

Expanding the patient base through child sites has led
to a surge in hospital-owned outpatient facilities. In 2010,
there were 1,339 child sites, or approximately 1.3 per 340B
hospital; by 2015 there were more child sites (over 15,000)
than federal grantees, and currently there are over 36,000
child sites (13 per 340B hospital).?® According to a 2023
report on physician employment trends, nearly four out of
five physicians are employees of hospitals/health systems and
other corporate entities.[51]

340B-driven consolidation tends to concentrate high-
margin specialties like oncology within hospital systems. For
instance, Desai and McWilliams (2018) found that DSH
hospitals just above the 340B eligibility threshold had 2.3
more (230% more) hematologist-oncologists practicing in
facilities owned by the hospital compared with hospitals just
below the threshold.[15] Another study found that local

20. The change in rheumatology claims was not statistically significant.

21. One study examined whether 340B impacts Medicare Part D generic prescribing patterns and found mixed evidence (i.e., compared with non-340B-eligible
prescribers, 340B-eligible prescribers had higher generic prescribing rates for some drugs but lower rates for others).[48] However, in most of the drug classes with

statistically significant differences, the magnitude of the difference was not meaningful. Additionally, we recommend interpreting these results with caution because
they only use data from 2020, and prescribing behavior during the COVID pandemic may not generalize.

22. Impacts on the commercial insurance market further raise federal government costs given the federal government’s subsidization of individual market plans and the

employer exclusion from taxes of health benefits.
23. Results based on authors’ analysis of HRSA data.

Leonard D. Schaeffer Center for Health Policy & Economics



systems?* with at least one 340B hospital were more likely
to integrate with hematologist-oncologists and psychiatrists
compared to local systems without a 340B hospital.[52]

The degree to which 340B drives consolidation may
depend on the type of 340B hospital. Alpert et al. (2017)
found almost identical increases in consolidation after 2010
in counties with and without hospitals that were newly
eligible for 340B following the ACA expansion.[53] This
suggests that non-DSH 340B hospitals may not have been
primary contributors to 340B-driven market consolidation
since 2010.% One possible explanation for this finding
is the fact that non-DSH 340B hospitals cannot receive
340B discounts for orphan drugs, lowering the incentive to
consolidate relative to 340B DSH hospitals.

Because spread pricing rewards entities that maximize
patient volume among commercially insured patients,
hospitals target acquisitions in affluent areas with high
commercial insurance penetration. Conti et al. (2015) found
that hospital-affiliated clinics that registered for 340B in
2004 or later served communities that had higher rates
of commercial insurance than those that registered before
2004.[18] Liu et al. (2025) found that between 2010 and
2022, newly registered child sites were located in areas
with lower uninsured populations, lower unemployment
rates, fewer people below the federal poverty level and
higher median income. Furthermore, the demographics of
communities of parent hospitals are increasingly different
from that of their child sites. Nearly two-thirds of child sites
of 340B DSH hospitals are located in a different zip code
that has at least 10% higher median income than their parent
hospital.[54,55] Additionally, while the median level of social
deprivation® remained relatively stable for newly registered
DSH hospitals, it has decreased for newly registered DSH
child sites.[55]

Consolidation has profound implications for healthcare
markets. It reduces the number of independent practices,
limiting patient choice and increasing prices due to decreased
competition.[56] Consolidation also often raises hospital
prices, leading to higher health insurance premiums[57],
and can harm local economies more generally through wage
suppression and reduced job mobility among healthcare
workers.[58] 340B-driven consolidation also contributes to
the cost-escalation dynamics of non-site-neutral payment
policies, where Medicare reimburses hospital outpatient
departments at higher rates than independent physician
offices for identical services. By incentivizing hospitals to

acquire practices and bill at higher rates, 340B increases
Medicare and Medicaid expenditures, the largest components
of federal healthcare spending.”” And while policymakers
have discussed eliminating hospital-physician payment
discrepancies, reforms that impose “site-neutral” payments
without addressing 340B would leave a powerful driver

of consolidation in place and undermine likely benefits of
reform.

C. 340B Spillover Effects on Medicaid,
Commercial Insurance and Employers

Although 340B was originally designed to provide assistance
to indigent hospitals that care for a large number of low-
income or uninsured patients “at no cost to taxpayers,” its
unintended consequences impact taxpayers through higher
Medicare spending, reduced availability of funds for state
Medicaid budgets and higher commercial healthcare costs,
which can lead to higher insurance premiums. This dynamic
exacerbates affordability challenges in the commercial sector,
compounding 340B’s broader economic impact.

340B prohibits duplicate discounts, which means that
either covered entities receive 340B discounts for Medicaid
patients or the state receives Medicaid rebates for them under
the MDRP, but not both. As a result, when covered entities
claim 340B discounts for their Medicaid patients enrolled in
managed care plans,? the state Medicaid budget decreases
because they do not receive drug rebates. Additionally, the
onus of avoiding duplicate discounts falls on state Medicaid
programs and likely increases the administrative burden on
Medicaid departments.

While states can employ many strategies to avoid duplicate
discounts, requiring covered entities to “carve out” or exclude
Medicaid from 340B discounts likely comes with the lowest
administrative burden.[61] Carving out Medicaid from 340B
also allows Medicaid to retain rebates, which reduces its
prescription drug budgets. However, the incentive to do this
may be dampened because a large share of states’ Medicaid
cost is reimbursed by the federal government.[62] Currently
only six states require Medicaid to be carved out from 340B
even though estimated savings to state Medicaid programs
could be substantial.[63,64]

Recent research has begun to examine the direct impact of
340B on employers and commercial insurance. Price markups
for physician-administered drugs relative to independent
physician practices were 6.6 times higher at 340B hospitals

24. A system was defined as at least one nonfederal general acute care hospital and 50 or more physicians that provide comprehensive services who are connected through

common ownership or joint management. A local system was defined as a system with at least one hospital and one physician in a Metropolitan Statistical Area.

25. Alpert et al. (2017) did find some evidence that 340B expansion from the ACA increased consolidation among midsized oncology practices (three to nine physicians),
but they point out that this change alone cannot explain a 30-percentage-point increase in hospital-physician consolidation among all oncology practices since 2010.

26. The social deprivation index is a composite measure of socioeconomic deprivation and includes factors such as percent of the population with income below 100% of
the federal poverty limit and percent of the population aged 18—64 who are unemployed.

27. The CBO implicitly accounts for consolidation in its baseline healthcare spending projections.[59]

28. Fee—for-service Medicaid reimburses at acquisition cost, so states only incur financial losses in the case where 340B discounts are smaller than rebates would have
been under MDRRE In the 41 states that have both fee—for-service and Managed Medicaid plans, the average percentage of patients covered by fee-for-service plans

was approximately 19% in July 2022.[60]
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but only 4.3 times higher at non-340B hospitals.[65] More
generally, in a sample of predominantly 340B hospitals,”
commercial markups ranged from 169% to 344% of the
Medicare payment limit for 10 selected drugs[66] and
118.4% to 633.6% in excess of acquisition costs for physician-
administered oncology drugs.[67] Overall, evidence suggests
variability in whether 340B hospitals have higher commercial
markups depending on setting and disease area.[68—70]

340B may also reduce the degree to which employers
access rebates through their pharmacy benefit managers.
This occurs if manufacturers stop providing rebates on drugs
filled at 340B contract pharmacies to avoid paying duplicate
discounts. A model developed by IQVIA estimated that
drug costs would be 4.2% higher for self-insured employers
(corresponding to ~$5.2 billion) than they would be in the
absence of the 340B program. Additional empirical work is
needed to determine how often employer-based insurance
plans are losing out on rebates as a result of 340B and the
total impact on spending and premiums.

VIl. EFFORTS AT REFORM

Prior to 2011, legislation and administrative actions
addressing the 340B program primarily focused on
expanding eligibility. Since that time, the need for 340B
reform has drawn increased attention from policymakers,
including bipartisan interest in Congress. Over 50 pieces of
federal legislation have been introduced since 2011, and even
though federal lawmakers have acknowledged transparency
and oversight concerns with 340B[23], federal reporting
requirements have not been adopted. Many states have passed
laws related to protecting contract pharmacies, prohibiting
discriminatory practices® by insurers and pharmacy benefit
managers, and reporting by covered entities, but only
Minnesota’s provides detailed insight into revenues for all
payer types.[71-77] Additional transparency at the state level
is particularly important for understanding the impact of
340B on state Medicaid budgets.

Arguably the most significant 340B reform to date
occurred in 2017, when CMS reduced the reimbursement
rate for 340B-acquired drugs from ASP plus 6% to ASP
minus 22.5%. This adjustment aimed to align Medicare
payments more closely with actual 340B drug acquisition
costs.’® CMS argued that the prior rate incentivized overuse

of high-cost drugs and increased beneficiary copayments.®
These cuts reduced total Medicare spending by approximately
$1.6 billion annually over five years.[79] However, the AHA
sued over the rule and, in 2022, the U.S. Supreme Court
declared the rate reduction unlawful due to a procedural error
in the development of the policy,® requiring CMS to repay
340B hospitals foregone reimbursement.[80]

More recent reform proposals have focused on
transparency, patient benefits and program integrity.[81,82]
The 340B Access Act of 2024 defines eligible patient,
regulates contract pharmacies and arrangements, and revises
hospital eligibility requirements—including adding criteria
to ensure the entities are providing at least minimal amounts
of charity care. It would also mandate that renumeration
for contract pharmacies and TPAs be based on a flat dollar
amount and not on drug prices.

Recently, HRSA has announced it will conduct a pilot
in 2026 that allows 340B to be administered under a rebate
model (i.e., where discounts are provided to covered entities
on the back end rather than up front).[83] Under the current
proposal, covered entities will have 45 days from the drug-
dispensing date to submit data to a specified electronic
platform.* This pilot will be voluntary and limited to drugs
selected for price negotiations under the Inflation Reduction
Act. While the rebate model removes the risk of duplicate
discounts and diversion, it may exacerbate cash-flow issues
for covered entities that are struggling financially since they
will not receive 340B discounts up front.

These are well-intended efforts to improve the
administration of 340B and eliminate some of its distorted
incentives. And while they might mitigate some of the
issues with 340B, they generally leave intact the spread that
encourages higher drug spending, consolidation and the
misallocation of assistance to entities with higher shares
of commercially insured patients. Furthermore, piecemeal
solutions to discrete issues within 340B could also exacerbate
negative aspects of the program. For example, increased
transparency, while needed, will exacerbate compliance costs
for smaller and financially struggling entities, and creating
a better patient definition is important but could accelerate
consolidation.

29. More than 80% of the hospitals analyzed in these studies were 340B hospitals.

30. Discriminatory practices include reimbursing 340B covered entities at different rates than non-340B entities, charging 340B covered entities additional fees, or
imposing provisions or other administrative requirements on 340B covered entities or contract pharmacies that do not apply to non-340B covered entities.

31. This change mirrored a recommendation by Medpac that suggested reducing reimbursements for 340B-acquired drugs to ASP minus 10%. The reduction would
lead to lower cost-sharing for beneficiaries, and the savings generated would be redirected toward the uncompensated care subsidy pool for DSH hospitals.[78]

32. Medicare beneficiaries typically pay 20% of the payment rate.

33. The court’s ruling was due to CMS’ failure to survey hospital acquisition costs adequately. On April 15, 2025, President Trump signed an executive order
addressing drug pricing, with specific provisions targeting the 340B program. Importantly, the order responded to the Supreme Court’s decision by directing the
secretary to conduct a survey under section 1833(t)(14)(D)(ii) of the Social Security Act to determine the hospital acquisition cost for covered outpatient drugs at

hospital outpatient departments.[25]

34. HRSA is requiring that all costs of the platform and data submission be borne by the manufacturers, presumably to avoid additional compliance costs for covered

entities.

Leonard D. Schaeffer Center for Health Policy & Economics



VIil. CONCLUSION

The 340B program began as a small initiative and enabled a
limited number of safety-net hospitals and federal grantees to
restore drug discounts that were effectively eliminated with
the creation of the Medicaid drug rebate program. Since then,
the program has grown exponentially, both in the number
of participating entities and the volume of discounts they
receive.

Regardless of Congress’ original intent, 340B has
evolved into a subsidy program for hospitals, funded by
drug manufacturers. However, its reliance on the spread
mechanism is incompatible with a subsidy program that
allocates resources based on financial need. Two flaws in the
program could be mitigated to some degree while retaining
spread pricing, though certain reforms could amplify other
issues.

First, tightening the patient definition to ensure covered
entities only receive 340B discounts for eligible patients is
a critical reform. However, unless paired with a prohibition
on child sites, a stricter patient definition could incentivize
consolidation, as entities acquire practices to access
“legitimate” patients.® Second, under- and uninsured patients
are not guaranteed access to reduced-cost care. Since 340B
was created to ensure that covered entities could provide
medication to uninsured patients without shouldering the
full economic burden of charity care, reforms should restore
this guiding principle and ensure that covered entities use
340B revenues for the provision of safety-net care. Addressing
this issue will require additional transparency requirements
regarding how much 340B revenue entities generate, how it is
used, and what share of revenue goes to for-profit pharmacies
and other third parties. However, increased transparency
will also increase compliance costs, which disproportionately
burdens smaller or financially distressed entities.

While these issues could be addressed within a reformed
340B program that retains the spread, two fundamental
flaws will always produce undesirable outcomes. First, any
policy predicated on buying drugs low and selling them high
encourages the use of higher-priced drugs and increases drug
utilization over lower-cost alternatives. This dynamic inflates
federal healthcare spending and raises premiums and costs for
Medicare and commercially insured individuals. Second, if
the 340B program’s current purpose is to subsidize financially
struggling hospitals, its structure should prioritize those with
greater need. Many rural and urban hospitals rely on 340B
as a lifeline, yet wealthier hospitals with large numbers of
commercially insured patients benefit disproportionately.
'This is an unacceptable public policy outcome. Truly effective
reform of 340B must eliminate these inherent distortions.
Assistance should be allocated based on financial need,
not the ability to arbitrage drug purchases or acquire more
facilities.

Over the past 15 years, congressional investigations and
the GAO have identified numerous problems with 340B.
While reform proposals are well-intentioned, most remain
confined to 340B’s existing framework, preserving the
flawed spread pricing mechanism. Retaining the spread will
perpetuate distortions in the healthcare system and continue
the acceleration of healthcare costs. Eliminating the arbitrage
of the spread and its negative consequences is essential and

requires shifting to a direct model of assistance based on need.

Proponents of the subsidy perspective have not addressed
the inherent inequity of a program that directs more resources
to financially well-off hospitals than to those in genuine
need. A more rational system would be agnostic to drug
type or volume and avoid rewarding entities based on their
ability to arbitrage. Instead, it should distribute benefits based
on financial need, ensuring directed support to struggling
hospitals and federal grantees.

35. Creating child site eligibility criteria might dampen consolidation incentives even without modifying the patient definition.
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