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This document summarizes the methodology used in the 340B Drug Pricing Program 

analyses that Dobson | DaVanzo completed for America’s Essential Hospitals (AEH) for the 

2021 Hospital Outpatient Prospective Payment System (OPPS) Notice of Proposed 

Rulemaking (NPRM). 

Methodology: 2021 OPPS NPRM 340B Analysis for America’s Essential Hospitals 

The 340B Drug Pricing Program, administered by the Health Resources and Services 

Administration (HRSA), requires drug manufacturers to provide outpatient drugs to eligible 

health care organizations or covered entities at reduced prices. To participate in the 340B 

Program, eligible organizations or covered entities must register and be enrolled with the 

340B program and must comply with all 340B program requirements.  

When Congress first enacted the 340B program in 1992, it targeted disproportionate share 

(DSH) hospitals that provide high levels of care to Medicaid and low-income Medicare 

beneficiaries. Hospitals that treat high levels of low-income beneficiaries have often been 

referred to as “safety net” hospitals. The 340B program was established to provide “safety 

net” hospitals an avenue for purchasing outpatient drugs at a lower 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.”1,2 This suggests that Congressional intent was for these resources 

to be targeted toward specific hospitals and toward low-income patient populations. 

Drugs included in the 340B program generally comprise prescription drugs administered by 

physicians in an outpatient setting, excluding vaccines. Specific 340B prices are determined 

by statutory formulas based on manufacturers' rates. Because Medicare reimbursement 

rates are similar across all providers, the dollar difference between discounted drug costs to 

the provider and Medicare payment to 340B covered entities allows for hospitals to provide 

services not otherwise paid for to their low-income patients using this source of income. 

In its CY 2018 OPPS final rule, CMS finalized its proposal to use a reduced payment rate 

of ASP minus 22.5 percent for separately payable, non-pass through Part B drugs purchased 

through the 340B program and furnished at outpatient hospitals. In its CY 2019 OPPS final 

rule, CMS extended this payment reduction to apply also to drugs purchased through the 

340B program and furnished at nonexcepted off-campus departments.  

In CY 2020 OPPS NPRM, CMS continued its policy of using a reduced payment rate of 

ASP minus 22.5 percent for separately payable, non-pass through Part B drugs purchased 

 
1 H.R. Rep. No. 102-384(II), at 12 (1992) (Conf. Rep.). 
2 "Health Policy Brief: The 340B Drug Discount Program," Health Affairs, November 17, 2014. 
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through the 340B program. Dobson | DaVanzo worked with AEH to model the financial 

impact of these payment reductions to hospitals. In the current CY 2021 OPPS NPRM, 

CMS had proposed to further reduce payments using a payment rate of  ASP minus 28.7 

percent. To maintain budget neutrality, this reduced payment rate is offset by increased 

payments for non-drug OPPS services. The purpose of this CY 2021 analysis is to use the 

CY 2021 OPPS NPRM data file to model the cash flow impact of CMS’ ruling to reduce 

Medicare payments for separately billable, non-pass through Part B drugs purchased under 

the 340B program in conjunction with the budget neutrality provision. Claims for drugs 

purchased under the 340B program at outpatient hospitals in the CY 2021 OPPS NPRM 

data file reflect reduced payment rates. Therefore, this analysis requires estimating what 

payments for Part B drugs purchased through the 340B Program would have been absent 

CMS’ 340B drug payment reduction policy (i.e., had the drugs been reimbursed at the ASP 

plus six percent payment rate) and comparing this to the actual payments subject to the 

340B drug payment reduction policy. Total OPPS payments, including drug and non-drug 

services, are compared between policy alternatives to determine a net impact. We have also 

model the impact of a potential alternative future policy in which the drugs purchased 

through the 340B program are reimbursed at ASP plus three percent. 

Step 1: Identify OPPS Hospitals 

The universe of hospitals included in this analysis is all hospitals paid under the OPPS and 

included in the CY 2021 OPPS NPRM impact file. This excludes critical access hospitals, 

children’s hospitals, and PPS-exempt cancer hospitals, consistent with CMS’ methodology. 

Step 2: Create Working Dataset 

A beneficiary-level working claims database was developed using the CY 2021 OPPS 

NPRM data file, which contains line-level claims for CY 2019. Using this beneficiary-level 

database, we extracted all beneficiary claims for care paid under OPPS. Table 1 provides a 

list of the OPPS status indicators that were present in the CY 2021 NPRM data and 

identifies which were eligible to be paid under OPPS. Status indicators were determined by 

crossing the HCPCS on the line-level claim with the Hospital Outpatient Prospective 

Payment System Proposed Rule Data Addendum B. All claims with these status indicators 

indicating that the service was eligible for payment under OPPS were retained. The subset 

of claims for separately billable Part B drugs from 340B hospitals was identified from the 

claims file. 

Table 1: Status Indicators Present in CY 2021 OPPS NPRM Data 

Not Paid Under OPPS A B C E1 E2 F L M Y     

Paid Under OPPS G J1 J2 K N P R S T U V 

http://www.dobsondavanzo.com/
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Separately billable Part B drugs potentially affected by the 340B drug payment reduction 

were defined as Part B drugs with a status indicator of  “K” (non-pass through drugs and 

non-implantable biologicals, including therapeutic radiopharmaceuticals, brachytherapy, 

and blood and blood products) in the OPPS NPRM Addendum B for CY 2021. CMS 

publishes a series of files on a quarterly basis which contain the payment amounts used to 

pay for Part B covered drugs (the ASP Drug Pricing Files).3 All drugs listed in the July 

2020 ASP Drug Pricing Files and contained within the claims dataset were considered 

eligible for the proposed drug payment reduction. Drugs not contained in the ASP Drug 

Pricing Files are paid by local Medicare Administrative Contractors based upon invoice 

price or WAC. Consistent with our past analyses, these drugs were excluded from this 

analysis since the claim-specific MAC-level payment method could not be determined.  

The presence of the modifier “JG” indicated that the drug was purchased through the 340B 

program. Any hospital with at least one claim for a separately billable Part B drug4 

purchased through the 340B program, as identified by the modifier “JG,” was be 

considered to be a 340B hospital and subject to the 340B payment reduction.5  

For each of the separately billable Part B drugs included in this analysis, total payments 

(including Medicare reimbursement and beneficiary responsibility) were obtained using the 

payment amount located in the CY 2021 OPPS NPRM data file. Using the patient-level 

linked claims database, the payments were summed across patients within each hospital to 

obtain the total payment amount to that hospital for separately billable non-pass through 

drugs.   

Step 3: Calculate Hospital-Specific Financial Impact  

To determine the financial impact of the proposed policy, we first determined the payment 

amount for drugs purchased through the 340B program under the proposed reduced 

payment rate (ASP minus 28.7percent) and in the absence of the reduced payment rate 

(ASP plus 6 percent). This was done separately for drugs purchased through the 340B 

program and furnished at outpatient hospitals, and for drugs purchased through the 340B 

program and furnished at nonexempt off-campus departments. This is because in the CY 

2021 OPPS NPRM data file, payments for 340B drugs furnished at outpatient hospitals 

reflect reduced 340B payment rates while drugs furnished at off-campus locations do not. 

 
3 These files contain drugs paid based on ASP as well as other methodologies. For example, Albumin is paid on AWP and the payment 
amount is contained within this fie. 

4 Separately billable Part B drugs were defined as Part B drugs with a status indicator of “G” (pass-through drugs and biologicals) and “K” 
(non-pass-through drugs and non-implantable biologicals, including therapeutic radiopharmaceuticals, brachytherapy, and blood and 
blood products). 

5 Drugs purchased at hospitals exempt from the 340B payment adjustment, including rural sole community hospitals, identify 340B-
acquired drugs using the modifier “TB.” These hospitals will not be considered affected 340B hospitals subject to the payment reduction 
for the purposes of this analysis. 
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Drugs Purchased through the 340B Program and Furnished at Off-Campus Locations 

To calculate the financial impact of the proposal made by CMS for CY2021, we first 

modeled a reduction in payment by 28.7 percent of ASP for affected drugs purchased 

through the 340B program and furnished at nonexempt off-campus departments. These 

drugs were identified through the “PN” modifier on the claim used in conjunction with the 

“JG” modifier. We made the following assumptions to calculate this payment reduction: 

(1) Total payment consists of 80 percent Medicare reimbursement and 20 percent 

beneficiary responsibility 

(2) Reimbursement rates are ASP plus 6 percent for all drugs furnished at nonexempt 

off-campus departments 

(3) The Medicare reimbursement was subjected to a 2 percent reduction due to 

sequestration 

Following these assumptions, reimbursement rates were reduced to ASP and further 

reduced by 28.7 percent for affected drugs. Thus, we used the following formula to model 

the reduction, which includes the additional two percent reduction from the Medicare 

reimbursement:  

340𝐵 𝑅𝑒𝑑𝑢𝑐𝑒𝑑 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 = 0.713 ∗ 
𝐴𝑆𝑃 +  6 𝑃𝑎𝑦𝑚𝑒𝑛𝑡

(0.8 ∗ 0.98 ∗ 1.06) + (0.2 ∗ 1.06)
 

Simplified, this translates to: 

340B Reduced Payment = (ASP + 6 Payment) * 0.6836 

The difference in total payment and proposed payment methodologies for affected drugs 

represents the loss in revenue for drugs purchased under the 340B program and furnished at 

nonexempt off-campus departments that the hospital face under the proposed payment 

reduction.  

However, under CMS’ proposal, payments for other outpatient services are adjusted to 

maintain overall budget neutrality. Therefore, we also estimated how the reduction in 

payments for drugs purchased through the 340B program may have affected OPPS 

reimbursement for other outpatient services due to the budget neutrality requirement. To do 

this, we calculated the total dollar amount of the reduction in reimbursement for eligible 

separately payable Part B drugs, divided by the total Medicare Part B non-drug OPPS 

revenue. That is: 

http://www.dobsondavanzo.com/
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 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝑅𝑎𝑡𝑒 𝐶ℎ𝑎𝑛𝑔𝑒 =  
340𝐵 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝐶𝑢𝑡

𝑀𝑒𝑑𝑖𝑐𝑎𝑟𝑒 𝑃𝑎𝑟𝑡 𝐵 𝑁𝑜𝑛 𝐷𝑟𝑢𝑔 𝑂𝑃𝑃𝑆 𝑅𝑒𝑣𝑒𝑛𝑢𝑒
  

 

This payment rate change was applied to payments for all other non-drug OPPS services to 

determine a final payment rate when 340B drugs, including those furnished at the 

outpatient hospital and those furnished at nonexempt off-campus locations, are reimbursed 

under the 340B reduced payment rate. That is: 

Non-Drug OPPS Payment Under 340B Payment Reduction Policy = 

Non-Drug OPPS Payment  * (1 + Payment Rate Change) 

Following this step, we were able to calculate reduced payments for all 340B drugs, as well 

as adjusted payments for all non-drug OPPS services for each hospital and overall.  

Drugs Purchased through the 340B Program and Furnished at Outpatient Hospitals  

To calculate the financial impact of the proposal made by CMS for CY2021, we next 

modeled what payments for separately billable non-pass through drugs would have been at 

outpatient hospital facilities absent the 340B payment reduction policy, i.e., under the non-

340B reimbursement rate of ASP plus six percent. We made the following assumptions to 

calculate this payment reduction: 

(1) Total payment consists of 80 percent Medicare reimbursement and 20 percent 

beneficiary responsibility 

(2) Reimbursement rates for drugs not purchased through the 340B program, and for 

all drugs absent the 340B payment reduction policy, is ASP plus 6 percent 

(3) Reimbursement rates for drugs purchased through the 340B program is ASP 

minus 28.7 percent; these are “actual” payments 

(4) Medicare reimbursement is subject to a 2 percent reduction due to sequestration 

Following these assumptions, for each claim for an affected drug purchased through the 

340B program, we used the following formula to estimate what the payment would have 

been in the absence of the 340B payment reduction policy (ASP+6 Payment):  

ASP+6 Payment =  
340𝐵 𝑅𝑒𝑑𝑢𝑐𝑒𝑑 𝑃𝑎𝑦𝑚𝑒𝑛𝑡∗[(0.8∗0.98∗1.06)+(0.2∗1.06)]

(0.8∗0.98∗0.713)+(0.2∗0.713)
 

Simplified, this translates to: 
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ASP + 6 Payment = 340B Reduced Payment * 1.4867 

Financial Impact 

The above two steps provided both the ASP plus six percent payment and the ASP minus 

28.7 percent payment for each drug purchased through the 340B program and furnished at 

both outpatient hospitals and nonexempt off-campus departments. The difference in 

payments under ASP plus six percent and ASP minus 28.7 percent (the 340B reduced 

payment) for drugs purchased under the 340B program represents the loss in 340B drug 

revenue that the hospital will face under the proposed payment reduction: 

Payment Difference = ASP+6 Payment – 340B Reduced Payment 

However, under CMS’ proposal, payments for other outpatient services are adjusted to 

maintain overall budget neutrality. As described above, we have determined the non-drug 

OPPS revenue under the 340B payment reduction policy. The final step was to determine 

what payments for non-drug OPPS services would have been absent the 340B reduction 

policy. We calculated the total dollar amount of the difference in reimbursement for eligible 

separately payable Part B drugs, divided by the total Medicare Part B non-drug OPPS 

revenue as paid under the 340B payment reduction policy. That is: 

 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝑅𝑎𝑡𝑒 𝐶ℎ𝑎𝑛𝑔𝑒 =  
𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒

𝑀𝑒𝑑𝑖𝑐𝑎𝑟𝑒 𝑃𝑎𝑟𝑡 𝐵 𝑁𝑜𝑛 𝐷𝑟𝑢𝑔 𝑂𝑃𝑃𝑆 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 𝑈𝑛𝑑𝑒𝑟 340𝐵 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 𝑅𝑒𝑑𝑢𝑐𝑡𝑖𝑜𝑛 𝑃𝑜𝑙𝑖𝑐𝑦
   

Actual non-drug OPPS revenue were deflated by this percent change to obtain non-drug 

OPPS revenue in the absence of the 340B drug payment reduction policy. That is, Medicare 

Part B non-drug OPPS payments were multiplied by (1 – Payment Rate Change) to 

estimate what the payment would have been in the absence of the 340B drug payment 

reduction policy. 

Table 2 contains a summary of the calculations we performed for each hospital individually 

and in aggregate for all 340B hospitals, and for all AEH member hospitals. 

Finally, given that CMS has indicated the potential to reimburse drugs purchased through 

the 340B program at ASP plus three percent as an alternative proposal, the analyses 

described in Step 3 were conducted a second time using the potential future 340B 

reimbursement rate of ASP plus three percent and compared to payments made under the 

340B drug payment rate of ASP plus six percent. 
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Table 2: Summary of Calculations Performed for 340B Hospitals for the CY 2021 NPRM 

Line 
# Line Description Line Formula 

1 Unaffected Drug Revenue (Drugs not purchased through 340B) Calculated from Claims 

Proposed Policy: Affected 340B Drugs Reimbursed ASP – 22.5 Percent 

2 Affected Drug Revenue Calculated from Claims 

3 Total Separately Payable Drug Revenue Line 2 + Line 1 

4 Other OPPS Revenue Calculated from Claims 

5 Total 2021 OPPS Revenue Line 3 + Line 4 

6 Total Separately Payable Drug Revenue as Percent of Total OPPS Revenue Line 3 ÷ Line 5 

7 Affected Drug Revenue as Percent of Total Separately Payable Drug Revenue Line 2 ÷ Line 3 

Absence of Proposed Policy: Affected 340B Drugs Reimbursed ASP + 6 Percent 

8 Affected Drug Revenue for 340B Hospitals Line 2 * 1.3677 

9 Total Separately Payable Drug Revenue Line 1 + Line 8 

10 Other OPPS Revenue Line 4 * (1 - Line 15) 

11 Total OPPS Revenue Line 9 + Line 10 

12 Separately Payable Drug Revenue as Percent of Total OPPS Revenue Line 9 ÷ "Line 11 

Impacts 

14 
Difference in Reimbursement for Affected 340B Drugs: Drug Revenue Under ASP+6 Mi-
nus Drug Revenue Under ASP-28.7 Line 8 - Line 2 

15 
Difference in Reimbursement for Affected 340B Drugs as Percent of Total OPPS Reve-
nue Under ASP-28.7 Line 14 ÷ Line 5 

16 
Difference in Reimbursement for Affected 340B Drugs as Percent of Total Separately 
Payable Drug Revenue Under ASP+6 Line 14 ÷ Line 9 

17 
Difference in Reimbursement for Other OPPS Services: Total OPPS Revenue Under 
ASP-28.7 Minus Total OPPS Revenue Under ASP+6 Line 4 - Line10 

18 Net Impact: Difference in OPPS Revenue Minus Difference in Drug Revenue Line 17 - Line 14 

Non-excepted Part B drug claims 

19 Affected Payments for Separately Payable Drugs at Non-Excepted Off-Campus Sites Calculated from Claims 

20 Reduced Payments for Separately Payable Drugs at Nonexcepted Off-Campus Sites Calculated from Claims 

21 
Affected Payments for Separately Payable Drugs at Non-Excepted Off-Campus Sites as 
Percent of Total Affected Payment for Separately Payable Drugs for the Provider  19 ÷ 2 

 

Step 4. Compare Medicare Outpatient Margins Before and After 340B Cut for 

Hospitals 

We used the results of Step 3 [Calculate Hospital-Specific Financial Impact] to recalculate 

Medicare Part B OPPS margins. Margins were calculated two ways: (1) without adjusting 

for the proposed reduction in 340B drug payments; and (2) adjusting for the proposed 

http://www.dobsondavanzo.com/


 
  

Dobson DaVanzo & Associates, LLC 450 Maple Avenue East, Suite 303, Vienna, VA 22180 703.260.1760 
www.dobsondavanzo.com          8 

© 2020 Dobson DaVanzo & Associates, LLC. All Rights Reserved. 

reduction in 340B drug payments and corresponding increase in non-drug payments under 

the ASP minus 28.7 percent reduction and ASP plus three percent reduction separately. 

We calculated the unadjusted Medicare Part B OPPS margin using data from the FY 2016 

MCR, as follows: 

𝑀𝑒𝑑𝑖𝑐𝑎𝑟𝑒 𝑃𝑎𝑟𝑡 𝐵 𝑂𝑃𝑃𝑆 𝑀𝑎𝑟𝑔𝑖𝑛 =
𝑀𝑒𝑑𝑖𝑐𝑎𝑟𝑒 𝑃𝑎𝑟𝑡 𝐵 𝑂𝑃𝑃𝑆 𝑅𝑒𝑣𝑒𝑛𝑢𝑒−𝑀𝑒𝑑𝑖𝑐𝑎𝑟𝑒 𝑃𝑎𝑟𝑡 𝐵 𝑂𝑃𝑃𝑆𝐶𝑜𝑠𝑡𝑠

𝑀𝑒𝑑𝑖𝑐𝑎𝑟𝑒 𝑃𝑎𝑟𝑡 𝐵 𝑂𝑃𝑃𝑆𝑅𝑒𝑣𝑒𝑛𝑢𝑒
   

Medicare Part B revenue and costs were obtained from the FY 2016 Medicare cost reports6 

(June 2019 HCRIS update) using Worksheet E, Part B. Revenue was calculated using Lines 

24, 34, 35 and 40.01 for the hospital and all subproviders (Revenue = Line 24 + Line 35 – 

Line 34 – Line 40.01), while costs were obtained from Line 2 for the hospital and all 

subproviders. 

To calculate the adjusted Medicare outpatient margin, i.e., to account for the proposed 

reduction in 340B drug payments, we subtracted the amount of the revenue loss, resulting 

from the Part B drug payment reduction for each hospital, from the hospital’s Medicare Part 

B outpatient revenue. We then added in the net increase resulting from higher non-drug 

reimbursement rates. We assume costs to remain constant. 

In addition to calculating margins at the hospital level, we produced aggregate margins for 

different types of hospitals. Margins for hospital groups were case-weighted; that is, an 

overall group margin will be calculated by summing the revenues and costs over the entire 

group of hospitals and using these group sums in the overall margin calculation. 

STEP 5. ESTIMATE THE TOTAL COST OF THE PAYMENT REDUCTION TO 340B 

HOSPITALS OVER TIME 

The payment reductions to 340B hospitals began in CY 2018. To estimate the cost of the 

payment reduction to 340B hospitals from CY 2018 to CY 2021, we combined the results 

of the payment reduction estimates we obtained from our CY 2018, CY 2019, CY 2020 and 

CY 2021analyses. 

For the CY 2018 NPRM, we provided two separate analyses to AEH. The first used a 1.4 

percent increase in payments for other OPPS services, resulting from the decrease in 

payments for 340B-acquired drugs, as estimated by CMS in the NPRM. The second used a 

3.6 percent increase in payments for other OPPS services, as estimated by our analyses. To 

estimate the total cost of the payment reduction, we looked at the results of these two 

 
6 Although FY 2017 hospital cost reports are available, these cost reports mix CY 2017 and CY 2018 and thus mix different reimbursement 
rates for drugs purchased through the 340B program. We therefore used the CY 2016 cost reports to estimate the impact of the 340B drug 
payment reduction on hospital margins. 
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models separately. The impact to each hospital – that is, the difference between total OPPS 

payments if 340B-acquired drugs were reimbursed under ASP plus six percent, versus ASP 

minus 28.7 percent (including the resulting change to non-drug OPPS payments) was 

carried forward from our previous analyses – previously estimated impacts from CY 2018 

to CY 2020 were inflated by the Federal Funds Rate in 2021, 0.487%. The CY 2021 impact 

was not inflated.  

The CY 2018, CY 2019, CY 2020 and CY 2021 impacts for each hospital were summed to 

estimate the total cost of the payment reduction for each 340B hospital. This was done 

twice, first using the 1.4 percent increase CY 2018 model, and again using the 3.6 percent 

increase CY 2018 model. Total costs for 340B hospitals, excluding rural sole community 

hospitals, were aggregated by hospital type. 

STEP 6. CREATE SUMMARY TABLES 

A set of summary tables was created in Excel for AEH, providing the results of our 

analysis. We note that our estimates are provided in current year dollars and have not been 

inflated to 2021 rates. Detailed results of our analysis are found in the accompanying Excel 

workbook. The first spreadsheet provides hospital-specific data, and the second aggregates 

this data by hospital type for affected 340B hospitals only. The third spreadsheet provides 

OPPS margins for OPPS hospitals aggregated for specific hospital types. The fourth 

spreadsheet provides hospital-specific impacts for CY 2018, CY 2019, CY 2020 and CY 

2021, the fifth spreadsheets aggregates these results to estimate the total cost of the 340B 

drug payment reduction for 340B non-rural sole community hospitals across these four 

years. 
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This document summarizes the methodology used in the analysis of the site-neutral 

payment provision that Dobson | DaVanzo completed for America’s Essential Hospitals 

(AEH) for the 2021 Hospital Outpatient Prospective Payment System (OPPS) Notice of 

Proposed Rulemaking (NPRM). 

Medicare payment policies require the use of two different payment methodologies for 

outpatient procedures based on the site of service. Hospital-based procedures performed at 

hospital outpatient departments (HOPD) are paid under the OPPS, while freestanding 

clinics, with a few important exceptions, are paid on the Medicare Physician Fee Schedule 

(PFS). 

Hospital-based procedures typically receive higher Medicare reimbursement than office-

based procedures. The Site Neutral Payment Provision of OPPS focuses on off-campus 

provider-based departments (PBD) and was set in place to counter hospitals acquiring 

physician practices and then billing the higher OPPS rate for their services. Site-neutral 

payment regulations seek to close the payment gap by reducing payment to so called 

“nonexcepted off-campus provider-based departments” through the use of the PFS. CMS 

began to incorporate these site-neutral payments into its payment policies for FY 2017. 

In its CY 2018 OPPS final rule, CMS finalized its proposal to reduce payments for claims 

to off-campus provider-based departments. Services for off campus providers were divided 

into two groups based upon the status of the off-campus provider-based department. The 

two groups were non-exempt off-campus procedures, identified by the use of the modifier 

PN, and exempt off-campus procedures, identified by the modifier PO. Under the CY 2018 

OPPS final rule, non-exempt off-campus procedures became subject to payment reductions 

by applying a relativity adjuster. The relativity adjuster is calculated by comparing the 

payment rates for non-exempt procedures under the OPPS and PFS.  

In its CY 2019 OPPS final rule, CMS implemented a 60 percent relativity adjuster for non-

exempt off-campus procedures identified using the PN modifier. It implemented a 30 

percent relativity adjuster for non-exempt claims for outpatient office visits, identified by 

Healthcare Common Procedure Coding System (HCPCS) G0463 and the PO modifier.  

In the 2020 OPPS NPRM, CMS proposed to expand the reduced payments for off-campus 

provider-based departments to reflect a full 60 percent relativity adjuster for all non-exempt 

off-campus procedures and non-exempt claims for outpatient office visits. Thus, all non-

exempt procedures identified by the PN modifier, as well as non-exempt claims for 

outpatient office visits identified by HCPCS G0463 and the PO modifier, will face the full 
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impact of the site neutral payment provision under this NPRM. In the 2021 NPRM, CMS 

extended this policy. 

Site Neutral Payment Analysis Methodology  

Dobson Davanzo & Associates was asked to analyze the impact of CMS’ proposed 60 

percent reduction in payments to off-campus provider based departments for CY 2021. 

This analysis was done using the CY 2019 Limited Data Set (LDS) as opposed to the OPPS 

data file released by CMS in conjunction with the NPRM. This was done because CMS has 

trimmed many of the claims that would be impacted by the proposed off-campus payment 

system from the OPPS dataset since they no longer are included in the payment 

calculations. The LDS is a claims-level dataset containing 100% of all Medicare outpatient 

claims. 

Methodology 

The following steps were performed on the CY 2019 LDS file in order to complete this 

task:  

Step 1: Flag all claims that contain a PN or PO modifier. 

Step 2: Assign CY 2021 NPRM payment rates to each procedure using the Ambulatory 

Payment Classification (APC) assignment and payment rates from file supplied by CMS. 

This file, Addendum B.-Proposed OPPS Payment by HCPCS Code for CY 2020, contains 

the crosswalk from each HCPCS to its APC code. 

Step 3: Determine the wage-adjusted and site neutral adjusted payment rates for each 

provider and each APC: 

a. Merge the area wage index, obtained from the CY 2021 OPPS impact file, to 

each claim by provider.  

b. Split the APC rate into the labor- and nonlabor-related portions.  

c. Apply the area wage index to the labor portion  

d. Sum the adjusted labor- and the nonlabor-related portions to create a total wage 

adjusted payment rate.  

e. Apply the 60 percent site neutral reduction to this amount. 
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Step 4: Estimate the impact of the site neutral payment provision by summing the payments 

for claims with and without the application of the site neutral payments. 

Key Findings 

Members of AEH will see a disproportionate impact from CMS’ site-neutral payment 

policy. While AEH membership represents 6 percent of total hospitals, member hospitals 

will comprise 15 percent of the impact of the total site neutral policy. Additionally, teaching 

hospitals, which represent 36 percent of all hospitals, will comprise 74 percent of the 

impact of this policy. 

This policy seems to run counter to the prevailing move in the provision of health care 

towards more outpatient treatment in the community as a way to reduce overall healthcare 

expenditures and to bring the provision of healthcare closer to the communities that need it. 

Please note that the decrease in the number of services using the PN modifier in the claims 

used to calculate the rates has continued the decrease observed in previous years. This is a 

trend that may warrant further attention.  

 


