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Summary

In 2020, the COVID-19 pandemic disrupted the delivery of health care services across the U.S. Nationwide,
hospitals and health systems ended the year with significant reductions in volume and outpatient revenues
while expenses increased.! Prior research shows that 340B disproportionate share (DSH) hospitals serve
larger percentages of groups that were hit hardest by COVID-19, including people of color and
communities experiencing economic challenges.?** To understand how the events of 2020 impacted the
health care safety net in which 340B DSH hospitals play a vital role, this study compares 340B DSH
hospitals to non-340B hospitals on two financial metrics: operating margins and the provision of
uncompensated and unreimbursed care. We found:

o 340B DSH hospitals experienced a sharp decline in their average operating margin, which already
was negative, of 2.6 percentage points or 74%. In fiscal year (FY) 2019, 340B hospitals’ average
operating margin was -3.5%, and in FY 2020 the average was -6.1%.

e At the same time, 340B DSH hospitals increased their average provision of uncompensated and
unreimbursed care by nearly 10%. In FY 2020, 340B DSH hospitals provided 67% of all such
care while representing only 44% of hospitals.

e The experience of non-340B hospitals was substantially different. For these hospitals, the average
operating margin increased by 21% while the average level of uncompensated and unreimbursed
care remained flat.

This pattern provides important evidence that 340B DSH hospitals are continuing to fulfill the program’s
purpose as set out by Congress in 1992.
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Introduction

The 340B drug pricing program, administered by the Health Resources & Services Administration
(HRSA), requires drug manufacturers to provide outpatient drugs to eligible health care organizations, or
covered entities, at discounted prices.

Covered entities under 340B include providers that are critical to treating low-income and rural
populations, such as federally qualified health centers (FQHCSs), AIDS drug assistance programs, and
certain public and nonprofit hospitals, including DSH hospitals.> Congress expressly included DSH
hospitals because they provide high levels of care to Medicaid patients and Medicare beneficiaries with
low incomes. 340B was established to give these providers an avenue for purchasing outpatient drugs at a
reduced cost. Congress intended for the savings from these discounted prices to enable covered entities
“to stretch scarce Federal resources as far as possible, reaching more eligible patients and providing more
comprehensive services.”®

Prior research has shown that 340B DSH hospitals provide a majority of all uncompensated and
unreimbursed care and Medicaid services to hospital patients.”® Compared with non-340B hospitals,
340B DSH hospitals also have a higher share of Medicare patients who have low incomes, are eligible for
Medicare because of a disability, or identify as Black/African American.®

The pandemic put enormous strain on the health care safety net, including 340B DSH hospitals serving
populations that have been disproportionately affected by COVID-19. This study examines two important
financial indicators of the health of the safety net.

Methodology

In this study, the research team at Dobson | DaVanzo compared 340B DSH hospitals with acute care
hospitals not participating in the 340B program on two financial metrics: operating margins and the
provision of uncompensated and unreimbursed care. The research team considered two years of data to
capture the initial impact of the COVID-19 public health emergency (PHE) that started in January
2020.

Hospital Groupings

The research team used the FY 2019 and FY 2020 Medicare inpatient prospective payment system
(IPPS) final rules and correction notice impact files to identify the universe of eligible hospitals to
include in the study.° Critical access hospitals (CAHs) and other non-IPPS hospitals were excluded.

The team used the Covered Entity Daily Report from the HRSA Office of Pharmacy Affairs Information
System (340B OPAIS) to create a list of 340B DSH hospitals in the program in FY 2019 and FY 2020.%
These datasets were used to divide the universe of hospitals into 340B DSH hospitals and non-340B
hospitals for the analysis in each of the fiscal years.

Financial Metrics

The data sources for the analyses of operating margins and uncompensated and unreimbursed care were
the FY 2019 and FY 2020 Medicare hospital cost reports.*2
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In health care, operating margin is frequently used as a measure of a hospital’s ability to generate
sufficient revenues to cover expenses for its primary business of providing patient care. Simply put, an
operating margin compares how many dollars of revenue are received for each dollar spent on patient
care. The research team calculated operating margins as the difference between operating revenue and
operating costs as a proportion of operating revenue.*®

Uncompensated and unreimbursed care is a measure of a hospital’s provision of services to individuals
with low incomes. To calculate this figure, the research team summed charity care, financial assistance,
bad debt, and public program shortfalls.'* Public program shortfalls are included because Medicaid pays
less than the cost of caring for its beneficiaries.® This underpayment creates financial challenges for
hospitals with a large share of such patients.

Findings
Complete study findings can be found in Table 1.
Operating Margins

340B DSH hospitals saw a significant decline in operating margins from -3.5% in FY 2019 t0 -6.1% in
FY 2020, while operating margins for non-340B hospitals increased from 2.9% to 3.5% during the same
period. Operating margin differences are due in part to uncompensated care, public payer shortfalls, and
the provision of typically unprofitable services.'® Hospitals cannot consistently incur financial losses and
continue to provide essential services, making 340B program savings critical to the continued existence of
DSH hospitals.

Financial performance in FY 2020 was significantly impacted by the COVID-19 pandemic. Health and
Human Services Secretary Alex Azar declared a public health emergency (PHE) on Jan. 31, 2020. As
cases increased, hospitals faced significant revenue losses due to delays in non-urgent care on top of new
costs associated with COVID-19. In March 2020, Congress passed the CARES Act to provide fiscal relief
to health care providers and others. Hospitals—including 340B and non-340B facilities—also received
support from the Paycheck Protection Program and Health Care Enhancement Act. PHE funding was
increased and distributed over time in what came to be known as the Provider Relief Fund (PRF). These
distributions began in April 2020 and have continued into 2022.

The PRF dollars that hospitals received are not considered to be operating revenue on the Medicare cost
report.}” While operating margins are a good indicator of the financial stress experienced by hospitals in
FY 2020 as a result of the COVID-19 pandemic, the research team also looked at the extent to which PRF
funding impacted financial performance by recalculating the operating margins as if the PRF funding
were included in operating revenue.®

With the PRF dollars reported for FY 2020 added to operating revenue, the average operating margin for
340B hospitals overall went up by 1.7 percentage points. The operating margin for non-340B hospitals
went up by 2.3 percentage points. The average difference in financial performance between 340B and
non-340B hospitals in FY 2020 remained the same.
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Uncompensated Care and Unreimbursed Care

We examined a more complete measure of services to populations with low incomes beyond charity care
by also including bad debt and shortfalls from means-tested government programs such as Medicaid. As
noted above, Medicaid has lower payment rates than commercial payers, with average payments that are
below the cost of caring for Medicaid patients.

On average, uncompensated and unreimbursed care for 340B DSH hospitals grew from $34.6 million per
hospital in FY 2019 to $38.0 million in FY 2020 and remained flat at $14.3 million for non-340B
hospitals.

Overall, 340B DSH hospitals accounted for 43.7% of hospitals.’® In total, these hospitals provided $41.6
billion in uncompensated and unreimbursed care in FY 2020 compared to $20.1 billion for non-340B
hospitals. Overall, 340B DSH hospitals delivered 67.4% of total uncompensated and unreimbursed care.

Uncompensated and unreimbursed care represent only a part of the safety-net services provided by 340B
hospitals. Services that do not generate a bill, such as transportation, translation, and other programs to
address social determinants of health and wellness, are not included in this measure.

Table 1: Study Findings

FY 2019 FY 2020
340B DSH Non-340B 340B DSH Non-340B

Metric Hospitals Hospitals Hospitals Hospitals
Total and Percent of
Uncompensated and
Unreimbursed Care $38,180,510,129 $21,371,832,187 $41,600,814,209 $20,141,737,430
Costs (64.1%) (35.9%) (67.4%) (32.6%)
Average
Uncompensated and
Unreimbursed Care
Costs per Hospital $34,646,561 $14,266,911 $38,026,338 $14,264,687
Operating Margins -3.5% 2.9% -6.1% 3.5%

Discussion

The COVID-19 pandemic has put enormous strain on our nation’s health care system, particularly on
organizations such as 340B DSH hospitals that disproportionately serve the populations most affected by
COVID-19. Even as 340B DSH hospital operating margins declined, 340B DSH hospitals increased their
provision of uncompensated and unreimbursed care. These hospitals continued to provide a majority of
uncompensated and unreimbursed hospital care.

340B recognizes the special challenges that 340B DSH hospitals face in providing care to patients with
low incomes and other patient populations in need. This report provides additional evidence that 340B
hospitals continue to fulfill the program’s purpose as set out by Congress in 1992,
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