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In this issue of Health Affairs Scholar, McGlave et al' do a re-
markable job linking the Health Resources and Services
Administration’s Office of Pharmacy Affairs (OPA) database
to National Council for Prescription Drug Program
(NCPDP) data to evaluate trends in 340B contract pharmacy
participation. While the data demonstrate that 340B contract
pharmacy growth has been predominantly realized by the 4
largest retail pharmacy chains, these findings can be viewed
differently based one’s interpretive filter® reflecting either a
positive or negative outcome when the truth may be more
nuanced.

First, 340B was designed to benefit the covered entity, not
the contract pharmacy,” so the characteristics of participating
pharmacies is less relevant to the evaluation of 340B. The evo-
lution of the 32-year-old 340B program has created several in-
centives, many of which have been controversial, which
include hospital profitability,** hospital-physician consolida-
tion,® pharmacy service offerings,” and brand-generic dispens-
ing differences.”®

Second, references to the location of contract pharmacies
and implying that there should be concern if contract pharma-
cies are located “in areas with fewer uninsured and more weal-
thy patients” may be missing a very important point.'
County-level analyses of contract pharmacy locations may
distract from the ultimate question of “who benefits” from
the 340B program.” In a contract between a covered entity
and nonaffiliated pharmacy, the covered entity captures a pro-
portion of the revenue associated with the prescription dispen-
sation at that pharmacy, regardless of pharmacy ownership
characteristics or physical location (Figure 1). Without the
340B arrangement, a patient could simply fill that prescription
at the same pharmacy and the covered entity would earn no
revenue. Patients living in high-income, heavily resourced
counties or zip codes traveling to a covered entity in a low-
income, underresourced county to receive care and then receiving
prescriptions at pharmacies near their homes ultimately benefit
both the contract pharmacy and the covered entity. This could
be considered a transfer of dollars typically spent in a wealthy
area to a lower-income area. If the covered entity reinvests those
dollars in care services, then this should have positive implica-
tions for patients living in the low-income, underresourced
county and help us improve health equity.

Third, the issue of covered entities contracting with
“chain-owned” vs “independently owned” pharmacies may
be further complicated by operational and administrative fac-
tors the covered entity must consider. When the Affordable
Care Act encouraged 340B expansion by allowing covered en-
tities to contract with multiple pharmacies,'® leaders within
these covered entities (many of which are nonprofit hospitals)
were given an opportunity to establish relationships with non-
affiliated pharmacies to provide dispensing services that now
qualified under the 340B drug discount program. The key
word in a contract pharmacy relationship, from an implemen-
tation standpoint, is contract. This requires legal support and
may be administratively burdensome for many large nonprofit
hospitals. So, when given a discrete choice to establish a con-
tract between a large retail chain with 20 locations surround-
ing a hospital or to establish 20 different contracts with 20
independent pharmacies in the same area, a hospital adminis-
trator is making an efficient decision to establish 1 contract
with a pharmacy chain.

Similarly, ongoing maintenance of the contractual relation-
ship requires the covered entity to function like a managed
care organization with a “pharmacy network” that steers pa-
tients to contract pharmacies and may have some accountabil-
ity to the quality of services provided. To the authors’ point,
an analysis of US pharmacy closures from 2009 to 2015 dem-
onstrated that independent pharmacies and pharmacies in ur-
ban areas serving disproportionately low-income populations
were at an increased risk of closure.!! From the covered entity
perspective, establishing new contracts with pharmacies at a
higher risk of closure would not be prudent.

I agree with the authors that the “lower participation
among pharmacies that are at higher risk of closure is concern-
ing,” but incentivizing or specifying whether a covered entity
contracts with a chain or an independent pharmacy may be
more complicated as a policy solution and may not help
meet the original goals of the 340B program. The authors
do a great job explaining how the NCPDP data are organized,
with the cutoff to be considered a “chain” is having 4 or more
pharmacies under common ownership.'* For example, if we
introduce policy that limits a covered entity from contracting
with the NCPDP definition of a chain or just incentivizes more
contracts with NCPDP-defined independent pharmacies, we
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Figure 1. 340B Covered entity and pharmacy contracting example.

will create a disincentive for a successful independent phar-
macy owner from expanding to a fourth location (or just force
that owner to incorporate his fourth location under a new
legal structure).

Finally, McGlave et al conclude that “pharmacy chains have
benefited from the expansion of the 340B program, raising
concerns about the feasibility of participation from independ-
ent pharmacies” without the appropriate context of the intent
of the 340B program and without assessment of all potential
stakeholders who benefit from the 340B program. With that
said, McGlave et al should be commended for pointing out
that a potential unintended consequence associated with the
implementation of the 340B program is an economic environ-
ment that favors a “covered entity-chain pharmacy” arrange-
ment over relationships with smaller, independently owned
businesses. Policy makers should revisit the intent of the
340B program and conduct a full assessment that considers
whether the original policy goals have been achieved and
whether achieving those goals outweighs potential distortions
in the outpatient pharmacy market.
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