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Spending on prescription drugs has increased significantly in the past decade, 
driven by rising costs and availability and utilization of specialty medications. 
Growth is expected to continue: The Centers for Medicare and Medicaid Services 
(CMS) projects retail drug spending will grow faster than other areas of healthcare 
spending over the next decade, largely due to specialty medications. And 
expenditures on provider-administered specialty medications covered under the 
medical benefit are growing even faster.1

Considering this trend, payors are implementing strategies to control spending on 
specialty medications, particularly physician-administered drugs. These strategies 
often directly conflict with care delivery strategies used by hospitals and health 
systems, creating financial and operational challenges for providers. 

This resource provides a summary of evolving payor strategies and their 
implications for hospitals and health systems and outlines recommendations 
for leaders to consider. A list of resources for further research and study is also 
provided. 
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To mitigate financial risk, payors focus on controlling where medications 
are administered and how the associated care is reimbursed.

In the past five years, a growing number 
of payors have implemented sites of care 
strategies aimed at shifting care away from 
hospitals and health systems to lower-cost 
settings, such as unaffiliated physician 
practices and home infusion programs. 
These strategies focus on addressing rising 
spending on provider-administered drugs 
covered under the medical benefit. Annual 
growth in per capita spending on these 
therapies averaged 14% between 2013 and 
2018, and 40% of Medicare Part B spending 
in 2019 was concentrated in the hospital 
and health system outpatient setting.2.3 

In a 2019 market research study 
commissioned by MagellanRx, nearly 
70% of payors surveyed had site of care 
programs, 39% of which were mandatory.4 

Payors reported clinical policy criteria, 
member benefit design, and member 
incentives as the top ways these programs 
are administered. 

Site of care programs create significant 
savings for payors. An analysis by 
UnitedHealth Group found that, for its 
privately insured patients, administering 
specialty medications in unaffiliated 
physician offices and patients’ homes 
instead of hospital outpatient settings 
could reduce costs by up to 52%, resulting 

in up to $4 billion of annual savings.5 
Examples of estimated monthly savings 
across five therapeutic areas that account 
for over 75% of spending on physician-
administered drugs are outlined below: 

Impact for Hospitals and Health Systems

While driving savings for payors, site of 
care programs can result in significant 
revenue loss for hospitals and health 
systems, particularly organizations 
participating in the 340B drug pricing 
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While payors have implemented many strategies to address spending on specialty 
medications, three in particular create significant challenges for health systems:

Source: UnitedHealth Group 
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program. A study conducted by the 
Department of Health and Human Services 
found that 340B covered entities earned 
$6.5 billion revenue from Medicare Part B 
and its beneficiaries for drugs administered 
in the outpatient setting in 2013.6 

Hospitals and health systems leaders 
report their organizations have seen up 
to a 6% decrease in margin as a result 
of this trend in the past 24 months, and 
Trellis Rx expects this trend to continue. 
Furthermore, these changes can create 
operational challenges for hospitals and 
health systems in risk-based agreements 
who need to manage the patient journey 
across the entire continuum to be 
accountable for costs.

Strategy 2: Shifting claims from medical to 
pharmacy benefit 

Payors are also increasingly implementing 
policies to shift coverage of provider-
administered specialty medications from 
the medical to the pharmacy benefit. 

A MMIT market research study conducted 
in 2020 shows this trend has accelerated 
significantly. Payor respondents indicated 
over 50% of specialty medications now 
have a mandatory pharmacy fulfillment and 
34% have preferred pharmacy fulfillment.7

A real-world example also illustrates this 
shift: in early 2020, one of the nation’s 
largest payors announced health systems 
must obtain certain specialty medications 
from an approved specialty pharmacy for 
patients covered under its commercial 
plans or be forced to accept a drug fee 

schedule of 165% of the CMS rate.8 

Policies like this one disrupt traditional 
buy-and-bill practices, in which hospitals 
and health systems purchase, store, and 
administer a drug to a patient and then 
submit a claim for reimbursement under 
the patient’s medical benefit. Instead, drugs 
are shipped from the payor’s mandated 
or preferred specialty pharmacy directly 
to the provider (“white bagging”) or the 
patient (“brown bagging”). 

Shifting claims from the medical to 
the pharmacy benefit offers significant 
advantages to payors. First, drugs 
administered under the pharmacy benefit 
are typically reimbursed at a lower 
rate than drugs reimbursed under the 
medical benefit. Second, payors speak of 
increased control. Drugs covered under 
the pharmacy benefit must be adjudicated 
before being dispensed and shipped to 
the provider. This allows payors to use 
mechanisms such as prior authorizations to 
identify opportunities for cost reductions, 
including white bagging, site of care shifts, 
and biosimilar substitutions. In addition, 

2 Shifting claims from medical to 
pharmacy benefit 
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prescription claims adjudicated under the 
pharmacy benefit include more detail than 
medical claims, including NDCs, quantities, 
and costs. This allows payors to more 
accurately identify savings opportunities, 
potential waste, and inappropriate care.

Impact for Hospitals and Health Systems

Like site of care strategies, these policies 
have financial implications for hospitals 
and health systems, but the operational 
implications are also significant. With 
“brown-bagging” and “white-bagging” 
policies, hospitals and health systems lose 
control over the purchase, storage, and 
preparation of the drug. This increases the 
likelihood of medication errors and safety 
issues, which can lead to delayed treatment 
or worse to adverse events for which the 
institution could be held liable. It also 
removes a large volume of high-cost drugs 
from their purchasing programs, which can 
impact volume-related discounts received 
by wholesalers and manufacturers.

As a result, many organizations have 
pushed back against these policies. Some 
with on-site specialty pharmacy services 
have successfully petitioned to dispense 
these prescriptions in-house (“clear-
bagging”), helping protect their institutions 
from the financial and operational risk.

Strategy 3: Reducing reimbursement for 
340B covered entities

A third way payors are attempting to lower 
spending on provider-administered drugs 
is by limiting reimbursement for health 
systems and hospitals participating in the 

340B drug pricing program. 

In 2018, Medicare announced a 
reimbursement rate reduction from 
Average Sales Price or ASP+6% to           
ASP -22.5% for medications purchased 
under 340B discounts administered in 
the hospital and health system outpatient 
setting. 

Commercial insurers are employing 
similar tactics. Increasingly, payors are 
including 340B-specific language in new 
agreements and contract renewals. Some 
require covered entities only to identify 
340B-qualified medications. Others are 
proposing separate rate schedules for 
340B-qualified prescriptions billed through 
the pharmacy benefit manager (PBM). 
Disparities can be significant: Trellis Rx 
has seen rate schedules ranging from 
Average Wholesale Price or AWP-38% 
for 340B-qualified branded specialty 
medications to AWP-19% for unqualified 
prescriptions.

Impact for Hospitals and Health Systems

In response to a 340B Health survey, 
hospitals and health systems reported 
that cuts in payments for 340B-qualified 
prescriptions would affect their ability to 
serve their low-income and rural patients:9 

• 86% of respondents said these cuts would 

affect their ability to provide clinical 

services.

• 74% of respondents said these cuts limit 

their ability to provide pharmacy services, 

including staffing, offering discounted 

drugs, and operating programs such as 

medication therapy management. 

3
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Strategies for Hospitals & Health Systems
Hospitals and health system leaders should expect these trends to continue. We 
recommend evaluating four strategies that can mitigate the near-term impact of payor 
policies, while positioning their institutions for clinical and financial success in the future.  

STRATEGIES CONSIDERATIONS

Develop or 
expand in-house 
ambulatory 
and specialty 
pharmacy services

Developing a specialty pharmacy service enables health systems 
to dispense medications under the medical and pharmacy benefit, 
reducing the impact of payor strategies. 

However, building a successful service line requires significant pre-
revenue capital investment and functional expertise. Outsourcing 
this service line to an expert partner can mitigate financial and 
operational risk and accelerate program growth. 

Develop or 
expand home 
infusion services

Offering home infusion services as part of a broader medication 
management strategy is another strategy health systems can 
leverage to respond to payor site of care programs. These services 
enable health systems to manage patients with chronic, complex 
conditions across the continuum of care, offering clinical and 
financial benefits. 

Developing a home infusion service also requires significant capital 
investment and functional expertise. A partnership strategy may be 
advantageous, particularly since this business model differs greatly 
from that of traditional hospital outpatient infusion services.

Demonstrate 
differentiated 
value to payors 
with data

To compete with external home infusion and specialty pharmacy 
providers, hospitals and health systems must leverage data to 
demonstrate how their clinically-integrated services enhance the 
patient experience and outcomes, while reducing adverse events 
and cost of care. 

Negotiate medical 
and pharmacy 
benefits 
comprehensively 
with payors

Payors are starting to approach contracting through a more holistic 
lens in order to assess and manage the total cost of care across both 
the medical and pharmacy benefit.

By offering multiple lines of business including infusion and specialty 
pharmacy services, health systems can engage in a meaningful 
dialogue and negotiation with health plans. Trellis Rx has found that 
education of payor contracting and managed care teams may be 
required to accelerate success.
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www.trellisrx.com info@trellisrx.com (800) 503-5420

Resources for Further Information

For more information on this topic, how to navigate this issue, or on building or growing an 
in-house specialty pharmacy service within your health system, contact Trellis Rx at www.
trellisrx.com/contact.

Trellis Rx: Specialty Pharmacy Insights: Aligning health systems and 
health plans for better patient-centered care Read Now

Deloitte: Drug and inpatient spending lines are crossing: How might 
emerging therapies accelerate these trends? Read Now 

Drug Channels: Specialty Pharmacy Keeps Disrupting Buy-and-Bill—and 
COVID-19 Will Accelerate It Read Now

MMIT: Special Report on Specialty Pharmacy Distribution Read Now  

Magellan Rx Management: Medical Pharmacy Trend Report Read Now  
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