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Facing continued downward pressure on reimbursement,
oncologists are increasingly looking to forge closer affiliations
with hospitals as a means of protecting their income and prac-
tice viability. Although not without obstacles, the 340B Drug
Pricing Program provides a vehicle for hospitals to support
struggling practices while simultaneously improving their bot-
tom line and enhancing the quality of cancer services. This arti-
cle considers the 340B program as a mutually beneficial option
for physicians and hospitals addressing new realities in the
oncology market. Several models are discussed that allow both
groups to maximize the benefits of the program.

Oncology Practices Under Pressure
The delay of scheduled cuts to Medicare physician pay-

ments has become an annual tradition in Congress, underscor-
ing the unsustainable rate of growth in Medicare spending and
the inevitable impact it will have on physician reimbursement.
While any payment decreases will affect all physicians who
accept Medicare patients, the threat is particularly acute for
medical oncologists, who may depend on Medicare for as
much as 50 percent of practice revenue and have seen pay-
ments for key services reduced in each of the last five years. In
the past, practices were able to subsidize under-reimbursed
services with profits from oncology drugs, but the Medicare
Modernization Act of 2003 changed the methodology CMS
uses to calculate reimbursement for oncology drugs, sharply
reducing margins and threatening the financial viability of
many practices. Moreover, all indications are that these reim-
bursement trends will intensify in the public and private sec-
tors, continuing the steady decline in physician revenue that
has occurred over the last decade.

In Search of Options
To help combat the erosion of physician reimbursement,

physicians and hospitals developed a wide array of alignment
strategies intended to stabilize physician income and better 
integrate physician and hospital services. Over time, these
arrangements grew in their sophistication and magnitude, evolv-
ing from simple contracts for paid medical directorships to a
complicated array of transactions such as joint ventures,
under-arrangement contracts, and per click lease agreements
involving millions of dollars. The increased complexity of the
transactions was accompanied by a heightened level of regula-
tory scrutiny, which resulted in many partnership models need-
ing to be unwound. For oncologists and hospitals in search of a
meaningful, economically advantageous engagement model that
mitigates legal and regulatory risks, the 340B program should be
carefully considered as a strategic opportunity for both entities.

340B Program Background
The 340B program refers to a federal statute that requires

manufacturers to sell outpatient drugs to eligible health care
entities at a significantly reduced price. Most private physician
practices cannot participate, but various types of hospitals and
health centers are eligible for the program. The recently passed
Patient Protection and Affordable Care Act expanded the num-
ber of entities eligible for the 340B program, but for community
and teaching hospitals, the most common means of qualifying is
still as a disproportionate share hospital (DSH). Hospitals must
have a DSH adjustment percentage of at least 11.75 percent to
qualify for the 340B program; a list of qualifying hospitals may
be found on the Health Resources and Services Administration
(HRSA) Web site.
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Hospitals that meet 340B program qualification require-
ments are afforded the opportunity to purchase outpatient drugs
for qualifying patients at the reduced rate (a summary of rele-
vant requirements is provided in Table 1). Our experience and
results nationally suggest that a typical hospital can expect to
save between 30 and 50 percent on qualifying outpatient drug
purchases. Driven by these large anticipated savings, DSHs have
become the fastest-growing segment of 340B participants.
However, despite its growing popularity, the economics of the
program are still not well understood in the market, and signif-
icant opportunities remain untapped.

Identifying the Opportunity
In many markets, the largest area of unexplored opportu-

nity is in the provision of chemotherapy. Cancer drugs are
among the most expensive class of drugs, in some cases costing
$100,000 or more per treatment cycle. For an average medical
oncologist, drug costs comprise approximately two-thirds of
total operating expense, or $1.7 million1; however, because the

majority of infusion takes place in private, physician-owned
outpatient centers, these drugs are typically not subject to the
340B discount. In most cases, these same patients seen in a
hospital-owned, 340B-qualifying clinic would be eligible for
340B drugs, resulting in significant cost savings for the clinic
or health system. This dynamic creates a unique partnership
opportunity for physicians and hospitals to leverage physician
drug volumes and hospital drug cost savings. Applying a con-
servatively estimated 30 percent 340B discount rate to annual
drug costs of a single medical oncologist yields potential sav-
ings of over $500,000 per physician per year. For a midsize
practice, the opportunity can quickly reach the multimillion-
dollar range, depending on practice size, current drug costs,
and current GPO versus 340B vendor contracts. For oncology
practices facing the reimbursement pressures described above,
and hospitals facing stark economic realities of their own, the
potential to generate incremental operating margins of this
magnitude cannot be ignored.

Alignment Options for Mutual Benefit
In today’s stringent regulatory environment, there are two

common partnership models that have been successfully
implemented to maximize the economic gain associated with
the 340B program: employment and Professional Services
Agreements (PSAs).

Although multiple permutations of each model exist,
when executed in the context of 340B, both arrangements
typically involve the hospital acquiring a clinic (hard assets
and staff ) from the physicians in order to meet 340B owner-
ship and operating requirements. The hospital is then able to
bill for and collect technical service revenue (including drug
reimbursement) while simultaneously taking advantage of
340B drug savings. In turn, the hospital pays the physicians’
salary directly or provides funding to the group for physician
compensation. Regardless of the incremental gains antici-
pated as a result of the 340B program, any payment to the
physicians for practice assets or ongoing compensation must
be within the boundaries of fair market value (FMV), reflect-
ing the inherent value of assets purchased and services pro-
vided. Given the limitations imposed by FMV rules, the
opportunity to partner with a hospital will likely yield the
greatest benefit and have the most appeal for physicians who
are currently struggling to earn market-competitive wages or
who are concerned that their practice incomes may be at risk
given local market dynamics. In these instances, the hospital
can use the enhanced margins generated through the 340B
program to provide market-based compensation for physi-
cians and ensure the continued availability of cancer services
in the community.

Bottom Line

www.hemonctown.com 3October 2010 • Hematology & Oncology News & Issues

Table 1

Eligible DSHs must:
► have a DSH percentage of at least 11.75 percent.
► own/operate participating outpatient clinics.
► maintain a separate inventory (physical or virtual) to

track, replenish and account for prescriptions filled by

340B versus non-340B patients.
► opt out of the group purchasing organization (GPO) for

covered drugs.
► have a pharmacy listed on HRSA’s Medicaid exclusion

file or carve out Medicaid prescriptions to avoid “dupli-

cate discount.”
► organize the clinic to meet provider-based billing

guidelines.
► ensure that drugs are sold only to eligible patients.

Eligible patients are those who:
► have an established relationship with the provider and

have been seen by the referring physician within the last

12 months.
► have their health records maintained by the DSH.
► receive health care services for a condition related to

the medication that is dispensed by a health care pro-

fessional who is either employed by or provides health

care services under contract with the covered entity,

such that the responsibility for the individual’s care

remains with the covered entity.

1.  Source: MGMA Cost Survey for Single-Specialty Practices: 2009 Report Based on 2008 Data.
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While there are significant economic advantages to a hospi-
tal/physician affiliation that includes access to 340B drugs, such
an affiliation may avail the program to additional financial,
strategic and operational benefits.

Final Considerations
In light of the trends occurring in the oncology market

described above, the number of oncology practices seeking hos-
pital partnerships as a means of enhancing or protecting current
income levels will likely increase. As such, it is vital that hospi-
tals and physician groups understand the broad range of strate-
gic and financial benefits associated with participation in the
340B drug program as well as how the program can be utilized
to ensure the financial viability of an affiliation and of the
broader oncology service line. In doing so, both entities will be

able to improve their bottom line while differentiating cancer
services in the market and ensuring the availability of high qual-
ity services for the community. �
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