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Pharmacy is a significant budget item for Medicaid

$560.2B 
In Health 
Services 
Spending

$60.8B 
In Gross 

Pharmacy 
Spending

$12.7B 
In Health 
Services 
Spending

$869M 
In Gross 

Pharmacy 
Spending

Source: KFF, MACPAC

https://www.kff.org/statedata/medicaid-pharmacy-benefits-state-fact-sheets/
https://www.macpac.gov/publication/medicaid-spending-by-state-category-and-source-of-funds/


Medicaid pharmacy is complex involving many actors



Hypothetical Minnesotan

Nan is a 40-year old Medicaid patient

She takes oral Eliquis to treat atrial fibrillation

List price is approximately $500/month



How pharmacy benefits work in Minnesota under FFS
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How pharmacy benefits work in Minnesota under FFS
$450 + Fee

$450 $350

Net cost 
to state 
is $100



How Medicaid drug rebates work

AMP - Best Price

23% of AMP

Average Manufacturer Price

Larger of + Inflation Rebate



How Medicaid drug rebates work

AMP - Best Price

23% of AMP

Average Manufacturer Price

Inflation Rebate

51% price reduction
vs. 

21% in Medicare
12% in Commercial

Larger of +

Source: Altarum

https://altarum.org/sites/default/files/Altarum-Prescription-Drug-Rebate-Report_April-2018.pdf


Medicaid rebates are economically significant

Source: KFF

Source: KFF, CMS-64

https://www.kff.org/medicaid/issue-brief/understanding-the-medicaid-prescription-drug-rebate-program/
https://www.kff.org/medicaid/issue-brief/understanding-the-medicaid-prescription-drug-rebate-program/


Medicaid rebates are economically significant

MN 2020
$927M

$763M

$192M

Source: KFF, CMS-64

https://www.kff.org/medicaid/issue-brief/understanding-the-medicaid-prescription-drug-rebate-program/


How pharmacy benefits work in Minnesota under MC
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How pharmacy benefits work in Minnesota under MC
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How pharmacy benefits work in Minnesota under MC

?

$450 $350

$450+Fee Net cost 
to state 
is $100



Administering pharmacy through MC is a popular option

Advantages

Predictable expenditures

Continuity for beneficiaries

Administrative support and 
flexibility 

Supplemental rebates 
Source: KFF

https://www.kff.org/statedata/collection/medicaid-pharmacy-policy-administration/


Disadvantages of MC pharmacy administration

Lack of transparency and control for 
states

Leakage of state dollars to a 
complex pharmaceutical supply 
chain (PBM spread pricing)

Interactions with other drug discount 
programs



The 340B Program

Requires manufacturers to provide discounts on drugs to 
certain safety-net providers so that they can … 

“stretch scarce federal resources as far as possible 
reaching more eligible patients and providing more 

comprehensive services.”

Source: HRSA

https://www.hrsa.gov/opa/index.html


The 340B Program

Requires manufacturers to provide discounts on drugs to 
certain safety-net providers so that they can … 

“stretch scarce federal resources as far as possible 
reaching more eligible patients and providing more 

comprehensive services.”

340B discounts ~ Medicaid Rebates



340B savings compete with Medicaid rebates

Manufacturers 
give out either 

a Medicaid 
rebate or… 

A discount to a 
340B provider 

to generate 
savings 



Types of providers eligible to participate in 340B

Source: GAO

https://www.gao.gov/assets/gao-21-107.pdf


How many providers in Minnesota?

Statistic with how many participating

Insert a map with the share of providers participating on the right

Source: HRSA

https://www.hrsa.gov/opa/index.html


About ⅔ of MN Hospitals

Source: HRSA

https://www.hrsa.gov/opa/index.html


340B lowers cost of providing care to indigent patients

$450

Without 340B, 
hospital’s loss is $450



340B lowers cost of providing care to indigent patients

$100

Without 340B, 
hospital’s loss is $450

With 340B hospital’s 
loss is only $100



340B also provides a subsidy from billing insurers 

$100

Hospital collects $450 
from insurer and 

patient for discounted 
drug

$400

$50



340B also provides a subsidy from billing insurers 

$100

Hospital collects $450 
from insurer and 

patient for discounted 
drug

Generates $350 in 
“340B savings”

$400

$50



The size of total 340B savings is unknown

Source: Drug Channels

https://www.drugchannels.net/2023/09/exclusive-340b-program-reached-54.html


The size of total 340B savings is unknown

List price value of 
purchases was 
$106B in 2022

Implies 340B savings 
could be as large as 
$52B per year

Source: Drug Channels

https://www.drugchannels.net/2023/09/exclusive-340b-program-reached-54.html


The size of total 340B savings is unknown

List price value of 
purchases was 
$106B in 2022

Implies 340B savings 
could be as large as 
$52B per year

Total spent on 
Medicaid DSH in 
2022 was $18B

Source: Drug Channels

https://www.drugchannels.net/2023/09/exclusive-340b-program-reached-54.html


How do states handle 340B discounts in Medicaid FFS?

Duplicate discounts are not allowed

States decide if and when 340B discounts 
are used and require price passthrough

Rising number of states with written 
policies on 340B over time:

26 in 2011 
48 in 2019

Source: KFF, OIG

https://files.kff.org/attachment/How-State-Medicaid-Programs-are-Managing-Prescription-Drug-Costs.pdf
https://oig.hhs.gov/oei/reports/oei-05-09-00321.pdf


Since 2017, Feds set reimbursement at 340B price in FFS 

$100

$100 + Fee

State’s price for Nan’s 
drug is still $100



Fed policy does not appear to apply to MC

$100

State’s price 
for Nan’s drug 
is now $450

450? 450?

Provider 
generates 
$350 of 
savings



Law prevent MCOs from passing 340B savings to state



Fewer states allow 340B discounts in Medicaid MC 
States allowing 340B Discounts in Medicaid MC, 2019

Source: KFF

https://files.kff.org/attachment/How-State-Medicaid-Programs-are-Managing-Prescription-Drug-Costs.pdf


Key Questions

How big are 340B savings generated from Medicaid patients and 
how do 340B providers use these savings?

What do MCOs pay 340B providers?

How have MCOs reflected 340B pricing in their bids for MC 
contracts?



New covered entity report will provide key information

Federal attempts at 340B 
transparency in 2018 and 2022 
have been unsuccessful. 

Four states attempted 340B 
transparency legislation last 
session

Only one other state has passed 
transparency legislation



Studies suggest no impact of 340B on safety-net care

Multiple peer reviewed studies find no change in a wide set of 
safety-net engagement measures after hospitals participate in 
340B. 

Several peer reviewed studies do find evidence of strategic 
hospital behavior to maximize 340B savings

Hospitals are not required to share discounts with patients 

Hospital eligibility not based on safety-net engagement



Key Takeaways 

Medicaid drug procurement is complicated

Medicaid drug rebates are large and states

Medicaid managed care provides predictability in exchange for 
transparency

340B savings for providers and Medicaid rebates for states are 
competing

340B administration in Medicaid managed care may increase drug 
costs for the state



snikpay@umn.edu


