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ADVANCING REFORM:
MEDICARE PHYSICIANS PAYMENTS

TUESDAY, MAY 14, 2013

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Present: Senators Cantwell, Cardin, Hatch, Crapo, and Isakson.

Also present: Democratic Staff: Mac Campbell, General Counsel;
David Schwartz, Chief Health Counsel; Karen Fisher, Professional
Staff Member; and Peter Sokolove, Robert Wood Johnson Fellow.
Republican Staff: Chris Campbell, Staff Director; Jay Khosla, Chief
Health Counsel Policy Director; and Dan Todd, Health Policy Advi-
sor.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

The best-selling business author Tom Peters once said, “If a win-
dow of opportunity appears, do not pull down the shade.” We
should keep those words in mind today as we examine the method
Medicare uses to determine physician payments, the Sustainable
Growth Rate, otherwise known as the SGR.

For the past 10 years, this flawed formula has dictated drastic
reductions in Medicare payment rates. Next year, physicians will
face a 25-percent cut under the SGR. This deep cut would mean
many seniors would lose access to their doctor.

Each year, Congress has intervened to prevent these cuts. But
we need to get beyond this annual “doc fix” ritual. The year-in,
year-out uncertainty is not fair to physicians. It is not fair to sen-
101S.

Since 2003, Congress has made 15 short-term fixes to the SGR
at a cost of nearly $150 billion. In 2010 alone, we passed 6 short-
term fixes. It is time to break this cycle.

Ninety-seven percent of Medicare beneficiaries see a physician at
least once a year, and most beneficiaries with chronic conditions
see their doctor at least monthly. We need to ensure that seniors
can continue to see their doctors. We must permanently repeal this
broken formula, and we need to do it this year.

The most recent 10-year score for repealing the SGR is $138 bil-
lion. While this is a large amount, it is more than $100 billion less
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than the last year’s score. This is a window of opportunity. We
need to seize it.

But we should not simply repeal the SGR. We must also change
the underlying fee-for-service system that Medicare uses to pay
physicians. Fee-for-service promotes volume over value. Physicians
are rewarded for doing more tests and more procedures, even when
unnecessary. It does not encourage physicians to coordinate patient
care to save money and improve health outcomes.

Last year this committee held three roundtable sessions on im-
proving the system to reward physicians for providing high-quality,
high-value care. We heard from former CMS Administrators, pri-
vate plans, and physician groups.

This year we held two hearings in which we heard from CMS
leaders about their efforts to develop new payment models. We
heard that there is a better way of doing business. The Innovation
Center told us there are promising payment systems that would
hold physicians accountable for providing high-quality, efficient
care.

These models include Accountable Care Organizations, payment
bundles, medical homes, and there are certainly others. They
incentivize physicians to coordinate patients’ care. They focus on
reducing emergency visits and hospitalizations. They have the po-
tential to control spending for Medicare and beneficiaries alike.
More important, they mean better care for patients.

Physicians are eager to move to better systems. Jean Branscum
from the Montana Medical Association recently wrote me about the
uncertainty created by the current SGR policy. She said that “Mon-
tana physicians want new payment models that improve health
care and lower costs.” She added, “There’s no time to waste.” The
continual uncertainty is driving physicians to limit the number of
Medicare patients they see.

Unfortunately, the new models the Innovation Center is devel-
oping are not ready to replace the fee-for-service system. CMS and
the Innovation Center need to quickly finish new models so that
Medicare rewards value instead of volume. In the meantime, we
must improve the current system.

We want to hear from doctors and other providers who see pa-
tients every day. They can help us identify ways to improve care
and reduce unnecessary costs. We need the doctors on the front
lines to step up with ideas.

Last Friday, Senator Hatch and I sent a letter to health care pro-
viders. We asked for their advice on improving the current fee-for-
service system. First, we need to make sure each service is valued
appropriately. Second, we want ways to reduce unnecessary serv-
ices, because Congress originally enacted the SGR to control spend-
ing, but it has not worked. The replacement clearly must do a bet-
ter job of controlling costs. And finally, we need advice on how to
help physicians transition to alternative payment models.

Our letter asks for specific suggestions. I emphasize the word
“specific.” Not abstractions, but “specifics.” We need concrete poli-
cies that can be implemented now to replace the SGR.

I look to our panelists to help us identify them. We have an op-
portunity to repeal the SGR once and for all this year. Believe me,
this committee would very much like to do that. We have been
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going around this merry-go-round too many times. I encourage us
not to draw a shade on this window of opportunity.

[The prepared statement of Chairman Baucus appears in the ap-
pendix. |

The CHAIRMAN. Senator Hatch?

OPENING STATEMENT OF HON. ORRIN G. HATCH,
A U.S. SENATOR FROM UTAH

Senator HATCH. Well, thank you, Mr. Chairman. I appreciate you
holding today’s hearing on this important issue, Medicare physician
payments.

Last year this committee held a productive series of roundtable
discussions with key stakeholders on this very topic, which helped
to set the stage for us to move forward with reform. The chairman
and I agree that we must find a better way to pay physicians in
Medicare. The SGR system—as we all know—is fundamentally
flawed and must be repealed. We are committed to working to-
gether to try to do just that.

As it stands, unless Congress intervenes, Medicare physician
payments will be reduced by 25 percent in 2014 due to the SGR
formula. And, with such large cuts, physicians will quickly be un-
able to offer care to millions of seniors on Medicare. Our seniors
deserve better than to have government inaction threaten the
availability of their care.

Due to the recent slowdown in overall health expenditures, the
current cost of permanently repealing the SGR is down sharply
from a previous Congressional Budget Office estimate of $245 bil-
lion to now less than $150 billion. However, we know from previous
years that the CBO score has a tendency to fluctuate.

I believe we currently have a good window of opportunity before
us. But we need to act very soon. We must provide a stable founda-
tion for paying our physicians, now and in the future. If we fail to
act, we will run the risk of causing a physician shortage in the
Medicare program that will have a broad impact for beneficiaries.

This past Friday, the chairman and I sent a letter to members
of the health care provider community appealing to them for their
input on how to improve the current system and how we can help
physicians transition to new payment models. This builds on the
discussions we started last year.

As we await responses from the provider community, we have
the privilege today to hear from our panel of expert witnesses and
get their thoughts on the matter. This issue is well-covered terrain.
We know this is not an easy task, but physicians and patients de-
serve better.

We must find a more stable foundation to pay physicians treat-
ing Medicare patients. I believe if we identify the appropriate pol-
icy solutions, we can finally find a path to repeal the SGR, and that
is my goal. I think it is the goal of the chairman as well. We work
together on these matters. I want to personally compliment the
chairman for his concerns in this area and for the work that he has
done.

Thank you for convening today’s hearing, and I look forward to
what the witnesses have to say. Now, I have to apologize because
I am in the middle of that immigration markup, and there is not
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much I can do but be there, since a number of the amendments are
mine. You will have to forgive me. But I am very interested in your
testimony, very interested in what you have to say.

I hope we can come up with the solutions to this problem, and
I will do everything in my power to support the chairman in his
desire to do so. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator. I know you are very con-
cerned about the SGR and very much want to find a replacement
just as much as the rest of us. Thank you very much for your help.
I appreciate it very much.

[The prepared statement of Senator Hatch appears in the appen-
dix.]

The CHAIRMAN. Now I would like to welcome our panel. Our first
witness is Mark Miller, Executive Director of the Medicare Pay-
ment Advisory Commission, otherwise known as MedPAC. Thank
you, Dr. Miller, for being here. This committee relies on MedPAC
very frequently and appreciates your work.

In addition, we have Bruce Steinwald, president of Bruce
Steinwald Consulting and a former Director of Health Care of the
Government Accountability Office. GAO is also very important to
this committee.

And finally, Dr. Kavita Patel is a fellow and managing director
at the Engelberg Center for Health Care Reform at the Brookings
Institution.

Did I pronounce your name correctly?

Dr. PATEL. Yes.

The CHAIRMAN. Good. Thank you, everyone. Your statements will
be included automatically. You will have 5 minutes each, so let her
rip.
We will start with you, Dr. Miller.

STATEMENT OF MARK E. MILLER, Ph.D., EXECUTIVE DI-
RECTOR, MEDICARE PAYMENT ADVISORY COMMISSION
(MedPAC), WASHINGTON, DC

Dr. MILLER. Chairman Baucus, Ranking Member Hatch, and dis-
tinguished committee members, I am Mark Miller, the Executive
Director of the Medicare Payment Advisory Commission. I would
like to thank you for inviting us to testify.

Before I get to the SGR, I think it is important to say that the
Commission believes that Medicare’s payment and delivery systems
need to change. They need to move away from volume-driven sys-
t%nis to systems that focus on quality, coordination, and account-
ability.

The goal of any SGR reform should not be to protect a frag-
mented fee-for-service payment system. Regarding the SGR and
looking back at history, physicians controlled both the price paid by
Medicare through their charges as well as the services that were
provided to beneficiaries. This naturally led to escalating physician
payments, and it also led to large payment inequities between serv-
ices and, ultimately, between specialties.

In the early 1990s, a fee schedule was put in place in part to cor-
rect those payment inequities, and also policies like the SGR were
put in place to control volume. The Commission has recommended
in the past and again more recently to repeal the SGR. The Com-
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mission believes the policy is flawed. It does not create incentives
for physicians to cooperate and to avoid unnecessary volume.

It is unfair to any physician who practices judiciously. It rewards
physicians who are able to generate volume. Additionally, it has
perpetuated the inequity between payments for procedural services
on the one hand and cognitive and primary care services on the
other.

The Congress has chosen to override the legislative reductions
for years. That, coupled with continued service volume growth, has
led to an annual process of trying to avoid large fee reductions at
the end of the year. This problem creates barriers to move forward
in a more thoughtful way. It creates anxiety in the provider com-
munity, and it creates administrative anomalies for CMS and the
providers of care.

Furthermore, while the Commission’s annual beneficiary survey
continues to show strong access for Medicare beneficiaries, the
Commission is concerned that that picture could change—particu-
larly for primary care—if steps are not taken to repeal the SGR.
And the time to repeal it is now.

As you have noted yourself, the cost of the repeal has been re-
vised downward from $300 billion to about $140 billion. But history
is cautionary here. This is because service volume has slowed
down, but trends in service volume are volatile, and, if they re-
accelerate, the cost of repealing the SGR would go up again.

With respect to the SGR, MedPAC has recommended the fol-
lowing. First, repeal the SGR and replace it with a set of legislative
updates for the next 10 years. Now let me add quickly here, that
MedPAC would continue to do its job and report annually to the
Congress on the impact of those changes and would recommend
changes if access were to be threatened under those new updates.

Second, rebalance the fee schedule, again, to bring more equity
between primary care services and procedural services. The Com-
mission believes that to move towards a reformed delivery system,
we need primary care physicians and other professionals to provide
primary care. The fee schedule sends clear signals dissuading med-
ical students from pursuing primary care as a career.

Rebalancing the fee schedule has two steps. The first is a new
approach to collecting data in order to reevaluate the relative val-
ues under the fee schedule and to specifically identify overpriced
services. The second step, bluntly, is to reduce the payment rates
for procedural services relative to primary care.

You should note that this last point also reduces the overall cost
of repeal. I should also note with both of those, the legislated up-
dates and even with the reduction for procedural services, there
would be a 72-percent increase in physician spending over the next
10 years. So this is not a reduction in spending.

The Commission also recommends that there be incentives, and
includes incentives for physicians to move away from fee-for-service
and to either organize or join risk-based Accountable Care Organi-
zations. As I have noted, fee-for-service focuses on generating vol-
ume. But, perhaps even more importantly, fee-for-service contrib-
utes to a lack of coordination and to a lack of accountability. It is
the hope of the Commission that risk-based Accountable Care Or-
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ganizations could be a platform for accountability and also a better
platform for measuring quality.

In closing, I would also like to remind the committee that,
through our ongoing work, the Commission has provided the Con-
gress with a list of Medicare savings that could be used to offset
the cost of the SGR if the Congress were to choose to do that. With
that, I will stop and look forward to your questions. Thank you.

[The prepared statement of Dr. Miller appears in the appendix.]

The CHAIRMAN. Thank you, Doctor.

Mr. Steinwald?

STATEMENT OF A. BRUCE STEINWALD, MBA, PRESIDENT,
BRUCE STEINWALD CONSULTING, WASHINGTON, DC

Mr. STEINWALD. Mr. Chairman, members of the committee,
thank you for having me here today. As you pointed out, Mr.
Chairman, it has been a tough 11 years of dealing with the SGR
and the Medicare fee schedule. But, the circumstances might be
right to do away with the SGR and to reform the fee schedule. I
say this in part because of the widespread acceptance of the need
to replace volume incentives with value incentives in the fee sched-
ule.

For decades, there has been a reluctance to accept cost as a le-
gitimate concern in coverage and payment policy. And now the pol-
icy world seems to recognize that open-ended fee-for-service reim-
bursement is a major impediment to achieving value objectives. I
also perceive—I could be wrong about this—a shift in the nature
of the involvement of the medical profession in reforming Medicare
physician payment. For years, the stance of the profession seemed
to be, repeal SGR and then we will talk about reform. Now it
seems to me that the medical profession recognizes that reform
needs to be a part of the same conversation.

Third, we have a growing capability in this country to make
data-driven decisions on coverage and payment in Medicare. As a
society, we have made a huge investment in improving the empir-
ical base of the decisions we make in health care delivery. Medicare
coverage and payment policy may need to be adjusted to take full
advantage of this growing capability.

Fourth, activity on the reform front: there has never been a
shortage of reform proposals, but this appears to be an especially
fertile period of experimentation in the health care delivery system,
with much of it, but not all, financed through Federal research dol-
lars. The SGR “doc fix” problem has become so prominent that it
is included in Simpson-Bowles and all major budget reform pro-
posals. So, if the Congress is able to achieve a grand bargain, it
would certainly include the SGR fix.

And finally, as you mentioned, there is the lower CBO score. The
cost of repealing SGR appears to be on sale at least for a period
of time. It is hard to say how long it will be, as Mark pointed out.
But the lower score makes repeal more attractive, or at least less
unattractive, from a Federal budget perspective.

So what would a post-SGR world look like? Let me say three
things about that. The movement toward a growing global payment
system should be encouraged, but needs to be developed naturally
for both beneficiaries and physicians. We have several integrated
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delivery systems that exist in all parts of the U.S., serving urban,
suburban, and rural populations. At the same time, we have Ac-
countable Care Organizations and other hybrid forms of healthcare
delivery and financing growing.

A reformed delivery and financing system that focuses on popu-
lation, health, and value in service delivery should be attractive to
both beneficiaries and providers alike. Second, the Medicare fee
schedule, along with Medicare coverage policy, should be fine-tuned
to reward value and discourage unnecessary utilization.

With the blunt instrument of SGR out of the way, Medicare could
have greater opportunity to use its extensive data to make distinc-
tions between high-value and low-value care. Some of these oppor-
tunities can be accomplished under current law, and some will re-
quire new legislation.

And finally, policymakers should never underestimate the power
of fee-for-service incentives to generate more volume and more
spending. Because spending increases in health care have been at
low levels for the past few years, it is tempting to conclude that
the pressure is off to limit spending. But I remind you that this
was the situation that occurred during the 1990s when the SGR
was created, and it would be unfortunate if SGR were eliminated
during a similar low-spending period only to have physician spend-
ing ramp up again in the absence of effective controls.

So, in conclusion, I believe that the post-SGR world should be
one of decreasing reliance on fee-for-service payment, but with ef-
fective controls in place that reward value and not volume in the
Medicare fee schedule. The fee schedule is likely to be with us for
some time. It can and should be improved. Those improvements in
the fee schedule and the controls that I mentioned may encourage
some physicians to seek alternative delivery settings, thereby pro-
viding a boost to the reform movement.

That concludes my statement. I look forward to your questions.
4 [The prepared statement of Mr. Steinwald appears in the appen-

ix.]
The CHAIRMAN. Thank you, Mr. Steinwald.
Dr. Patel, you are next.

STATEMENT OF DR. KAVITA K. PATEL, M.D., M.S., FELLOW AND
MANAGING DIRECTOR, THE ENGELBERG CENTER FOR
HEALTH CARE REFORM, THE BROOKINGS INSTITUTION,
WASHINGTON, DC

Dr. PATEL. Chairman Baucus and members of the committee,
thank you for this opportunity to highlight ways to advance physi-
cian payment reform in Medicare. My name is Kavita Patel, and
I am honored to present some solutions from our work at the
Engelberg Center for Health Care Reform at the Brookings Institu-
tion and our related Merkin Initiative on Clinical Leadership, as
well as work that has been done on the National Commission on
Physician Payment Reform, and, perhaps most importantly, from
my experience as a practicing primary care physician.

Eliminating the SGR has been widely discussed, as you men-
tioned, sir. I applaud the committee’s leadership and their recent
call for proposals from the physician community. The SGR must be
eliminated, but we need a transition pathway, since, as many oth-
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ers have mentioned, our current fee-for-service system is the one
we must transition from to some of these novel methods of pay-
ment that we have been discussing for a long time. Short-term
strategies that will result in better care-coordination between pri-
mary care physicians and specialists are the ultimate answer. But
the question remains, how to get there.

In our work at Brookings as well as a number of other places,
we have conducted surveys, spent a lot of time with physicians in
practice, and also looked at the economic incentives as well as the
underpinnings of finance. One thing that has been clear in my
work as a physician, as well as with numbers of health profes-
sionals whom we have spoken with, is that there are currently
many initiatives that physicians participate in to promote higher
value and quality.

Just to name a few, there are meaningful use measures, the use
of electronic health records, the Physician Quality Reporting Sys-
tem, value-based modifiers, and electronic prescribing, a number of
which came from the work in this committee. All of these efforts
combined, however, are simply not enough when you look at the
aggregate amount of either bonuses or financial penalties that
might be assigned to this.

One straightforward mechanism in the short term to help physi-
cians transition in the fee-for-service setting, would be to think
about how to harmonize all of these programs, understand when
the data is being submitted, and how physicians can use a larger
payment from these pieces together to benefit in more of a care co-
ordination payment manner in which they could work together and
fulfill the requirements for each of the individual programs, but to-
gether form a better way of working between different silos which
we currently do not have.

Let me offer an illustrative example based on our work at Brook-
ings as well as my own experience. In the case of meaningful use
as well as PQRS, there are a number of ways physicians can sub-
mit measures, electronically as well as through participation in a
registry. The payments for PQRS average about $1,000 for each
provider per year. Imagine if that $1,000 combined with the up-
wards of $44,000 in incentives for electronic health records, could
be used by a cardiologist in conjunction with a primary care physi-
cian to take better care of a population of patients like mine who
have diabetes, heart failure, irregular heart rhythms, and a num-
ber of other problems for which the individual measures may not
actually accurately capture the care provided to that patient.

This is one manner in which current programs in our fee-for-
service system can be harmonized and actually benefit us to help
physicians see a way to take on the clinical risks and the financial
risks to move to longer-term payment models. Another step that
would help in the short-term setting would also be to do what CMS
has been doing in terms of looking through the evaluation and
management coding to better understand the value of these serv-
ices. Another example has been the recent work by Medicare to ac-
tually evaluate, at a higher payment rate, care coordination when
patients are discharged from a hospital. These are important steps
that certainly can be accelerated and highlighted by the important
work of this committee.
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And then, in summary, some of the tools that are necessary to
take current programs into a longer-term setting must be observed.
We have already heard a little bit about analytic methods to help
physicians understand how they are using and utilizing care, but
what is missing right now is timely data.

We hear that over and over again in our work with physicians,
that they are hungry for actionable data that can change the point-
of-service care. When I submit my measures for meaningful use or
for my value-based modifier payments, those measures are not
acted upon financially for another 2 years. Often this data lag real-
ly causes us to miss a window of opportunity to have meaningful
action in the patient setting.

Additional tools that CMS, as well as others, and particularly the
professional societies, are well-capable of providing can be offered
to help physicians understand how to move from current payment
to future payment. This includes taking more financial risk—this
is not something I was taught in medical school, but I am eager
to learn—as well as taking on more clinical risk, which I think we
have heard a lot about in the forms of Accountable Care Organiza-
tions.

So, in summary, I do hope that this committee will consider that
there is a pathway, starting now, from the repeal of the SGR to
longer-term payment reforms. I thank you for this time and look
forward to your questions.

[The prepared statement of Dr. Patel appears in the appendix.]

The CHAIRMAN. Thank you, everybody. Dr. Miller, you said some-
thing interesting: that even with these recommended changes, phy-
sician reimbursement will be about 72 percent higher than it is
today. That is, I think, over 10 years, or maybe that is in the 10th
year. Could you expand on that, please?

Dr. MILLER. Yes. What I was referring to is that the Commis-
sion’s proposal is to set the physician fee schedules, fee schedule
payments, through the 10-year window and eliminate the SGR as
a mechanism for setting those. At the same time, in order to get
some greater equity in the fee schedule, we would actually pull
down the conversion factor or the payment rate for procedural serv-
ices relative to primary care services.

As you might imagine, the specialty societies would be upset
with that kind of proposal. But what I was trying to point out is,
because more patients will be coming into the system and because
service volume continues to increase, aggregate payments to physi-
cians would continue to increase over that 10-year period.

So, when you look at even reducing the fee that you pay for pro-
cedural service, you should not assume that net payments go down,
because still more services are being provided.

The CHAIRMAN. Right, and I do not quite understand that, be-
cause you said that services are down a bit now and that explains
a different estimate for

Dr. MiLLER. The score.

The CHAIRMAN. The score is down. That is right.

Dr. MILLER. I did say that. The service volume has slowed down,
but there is not zero growth in service volume.

The CHAIRMAN. All right. Why will service volume increase, do
you think, under this new regime?
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Dr. MILLER. The trends in volume have always gone up. They
have slowed down, but the baseline assumptions in all of our expe-
riences are that service volume will continue to grow over time.
Some of it will be driven by technology. Some of it will be driven
by the clinical needs of the patients. But under a fee-for-service
system, some of it will be driven by the incentives of the fee-for-
service system.

The CHAIRMAN. How do you address the concern that the special-
ists have, that their income, relative to primary care, might not be
what they expect or hope it to be? Dr. Patel mentioned something
interesting about learning to accept or deal with financial risks. It
seems to me that there might be an opening there somehow for
specialty physicians to realize that, hey, they have to be a part of
the solution here, but in a way too that eases their concern over
their income.

Dr. MILLER. I will try to do that, but you know I generally do
not come to you with really popular ideas, Senator.

The CHAIRMAN. No, but you are very perceptive.

Dr. MiLLER. Well, thanks for that. There are two things that I
would say. The first thing to focus on—and I tried to make this
clear in my 5 minutes, but it is a lot to try to get in in 5 minutes—
is that compensation is very distorted in the payment system now.
So for example, you have certain specialties. Given the services
that they provide, they are reimbursed 2 and 3 times, both in ag-
gregate and at an hourly basis, what a primary care physician gets
reimbursed.

So, I think the first point, in the Commission’s view, is that there
is an equity issue and that the specialists need to recognize that,
given the greater circumstances that we are in, one being the de-
sire to eliminate the SGR, because specialists do not like that ei-
ther. Now, to your point of, could there be something to offer them?
I think the Commission’s view is, if you put pressure on fee-for-
service, restraining fees, adjusting fees to get this greater equity,
that is going to be an environment that specialists might want to
move away from and, perhaps, to an Accountable Care Organiza-
tion where they have the opportunity, if volume is controlled, to
share in some of those savings.

The CHAIRMAN. To anyone who wants to respond to this, the
question is, how quickly and thoroughly can we move to this new
regime, whatever it is? [ am reminded of two rules I think are pret-
ty important. The first is: do it now. And the second is: do it right
the first time. But make sure we do it right. And do it right tends
to mean you have to think it through and not be hasty. So how do
we move as quickly as possible, yet lower the probability of signifi-
cant mistakes either by pushing CMS or through legislative
changes to move to this new regime?

Dr. Patel mentioned some interim transition measures like co-
ordinating all of the current measures to be undertaken, which
makes some sense. Just generally, I know it is a broad question,
but how do we move—what is the general approach we need to
take here, whether it is accountable care, bundling, whatever it is
that we move to?

Mr. STEINWALD. Well, I think the good news is that it is already
happening. Partially with Federal support, but not entirely. When
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people say there are parts of the population that could never be
served by these alternative delivery systems, I look around the
country, and I see that there is no part of the country that is not
served, at least, by some of these integrated delivery systems.
Whether they are rural areas served by Intermountain Healthcare
or intensely urban areas like Denver Health serves, these organiza-
tions exist and can serve all kinds of populations.

The CHAIRMAN. But what do we do to speed it up in those other
parts of the country?

Mr. STEINWALD. Well, I think one of the things Mark eluded to
is, you want both beneficiaries and providers to be attracted to
these changes. But part of the attraction is to not feel wedded to
the system that they currently are familiar with. Therefore, that
system needs to be modified so that in leaving that system, there
has to be something to go to. And I agree that it has to be done
organically, because we do not want to repeat the errors of the
1980s in the managed care movement. Attractive to go to, attrac-
tive to leave, I think is the combination.

The CHAIRMAN. Thank you very much.

Senator Cardin?

Senator CARDIN. Thank you, Mr. Chairman. Let me thank all of
our witnesses. Dr. Miller, I want to go back to the 72-percent pro-
jected increase if you were to do the updates over the next 10
years. How much of that is related to volume?

Dr. MILLER. I am going to say a third or a fourth of it.

Senator CARDIN. So you are projecting a slower growth rate in
volume over the next decade than in the past decade?

Dr. MILLER. Just to be clear, I am not. But in the CBO base, yes.

Senator CARDIN. Because I am looking at the volume growth on
physician services. It looks like it was around 35 percent over the
last decade, at least for major procedures, evaluation and manage-
ment, if I am looking at the chart from MedPAC correctly.

Dr. MILLER. From our testimony?

Senator CARDIN. Yes, Figure 2 is what I am looking at.

Dr. MILLER. I think I know the chart. Keep going.

Senator CARDIN. Procedures such as testing and imaging are
going up at a much higher growth rate on volume comparatively.

Dr. MILLER. Right.

Senator CARDIN. I guess my question to you is, are you sug-
gesting that you are going to lock in the adjustments over the next
10 years, trying to give a fairer reimbursement to primary care,
versus the higher-cost specialties? Will you still be relying on the
RUC?* Are you still going to be using the process in which you ac-
cept a significant amount of the information from the RUC, or not?

Dr. MILLER. All right. There are a couple pieces to this. The RUC
would still be in place, and we would envision that CMS would con-
tinue to accept information from the RUC. But also, MedPAC made
a set of recommendations on the HHS and the Secretary side of
that calculus in order to bring more information and parity be-
tween CMS and the RUC—and the Secretary could use that infor-
mation—and an advisory board that we suggested get constructed

*The Relative Value Scale Update Committee.
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there, to drive the RUC’s process in a more organized way so that
they are not completely taking all advice that the RUC provides.

Senator CARDIN. It seems to me that what you are doing is divid-
ing accountability and responsibility here with, perhaps, no one
being ultimately held accountable. Would it not be better just to
bring it all within CMS?

Dr. MILLER. The only thing I would say about that is that I do
think you want input from the medical community. I just do
not—

Senator CARDIN. Absolutely. I do not disagree with that, but who
is responsible for the final rate setting?

Dr. MiLLER. CMS.

Senator CARDIN. So, if they take a certain amount of information
from the outside, they are basically using that to justify their deci-
sions? And then that is not a very open process as to how those
numbers are worked out. Then you are suggesting you are not sat-
isfied with balance between primary and higher-cost specialties.

I am not sure that what you are suggesting gives us an account-
able system. Whom do we hold accountable?

Dr. MiLLER. Well, I think what I am trying to do is get greater
parity between CMS and the RUC so that CMS is not completely
dependent on the advice that comes from the RUC and drives the
RUC’s activities.

We believe these services are overpriced. As part of our proposal,
we have a data collection process where the Secretary would say,
I believe these are overpriced and I direct you, the RUC, to go back
and give me different values. And, if you do not, then I am going
to use this information to reset.

So the two things are to get greater parity between CMS and the
RUC, and then, through that process, we believe there will be
greater parity in the payment system between the proceduralist
and primary care.

Senator CARDIN. I understand that. Let me get to one more ques-
tion for the panel.

Dr. MILLER. I am sorry.

Senator CARDIN. No. That was a good answer.

One more question for the panel, and that is, we all agree we
have to get rid of the SGR system, and, absolutely, the dollar offset
today is much more friendly than it was 2 years ago. So the oppor-
tunity is now, as the chairman has said. And we should do it.

We do not agree as to what we should replace it with. We have
been looking at this now for a decade, and yet it is somewhat dis-
appointing we are not further along as to how we can replace it
with a payment system that rewards quality rather than quantity,
that really manages the individual rather than rewards multiple
visits from different specialists.

Why are we not further along on this? How much longer is this
going to take? Any one of you?

Dr. PATEL. It has taken a long time because I do think it has
been difficult to actually say, let us change the system. And then,
to assign some sort of responsibility is ultimately difficult, I think.
As we all have responsibility to our patients, we have had a chal-
lenge in trying to say, well, change payment and then hold pro-
viders accountable in a certain way. I actually think some of the
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shorter-term steps that I discussed have been a huge milestone in
helping us get there. I do believe that, with a decade of discussion,
we are ready to do it now over a short time period.

Senator CARDIN. I would just make one last point, Mr. Chair-
man, if I might. It seems to me that if we fix SGR—which I am
for—and we do not substitute a proposal that deals with the under-
lying problem, we are going to have a hard time later substituting
in the payment structure, it seems to me, politically, if we put off
doing it all at one time.

Dr. MiLLER. The thing I would say is, I think two major stum-
bling blocks—not the only two, and I think Dr. Patel’s points stand
here—are (1), the price was huge before. And the Congress just had
to grapple with that, and it was difficult. The second is, there is
not the organizational structure out there that you can point to and
say, if this organizational structure existed, you could take account-
ability for it.

Our hope in pushing the providers towards risk-based Account-
able Care Organizations is that that structure begins to exist,
and—I know I am out of time—it is starting to. There are 250 of
them now. Four percent of the population is in them. They are
starting to arise. I am not saying they are the answer, but some-
thing is starting to rise out there.

Senator CARDIN. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

I might say, I do not totally agree with you, Dr. Miller. That is
because it is just too big a slug of money. And the second thing is,
there is no organization. But I do feel we are starting to make
some headway here, and I really appreciate that. Because for years
and years and years, I have told physician groups, come up with
a solution. Come up with a solution. You do not like it, well, come
up with an alternative. They never have.

But now we are getting to the point where various groups are
starting to realize that maybe we have to, and now is the time.
And second, I might say, as far as I am concerned, I am going to
encourage this movement while we have the opportunity, very
strongly. Maybe with some carrots, and maybe with some sticks.

Now is the time. I appreciate the movement that groups are un-
dertaking, addressing your point. But I think now we have the re-
sponsibility to keep pushing even further. Addressing your other
point, if we do not do it now, we are never going to do it. Thank
you very much.

Senator Crapo? I apologize that I have to leave, but Senator
Cantwell will take over the hearing.

Senator CRAPO. Thank you, Mr. Chairman.

Dr. Patel, in your testimony, one of the recommendations that
you make is that higher payment for facility-based services that
can be performed in a lower cost setting should be eliminated.
Could you elaborate on that a little bit?

Dr. PATEL. Yes. Thank you, Senator, for pointing out one of our
recommendations on physician payment overhaul. In truth, right
now there has been, because of the formulas assigned for calcula-
tion of facility-based payments, a differential such that, for exam-
ple, if a physician had performed an ultrasound of the heart in an
outpatient stand-alone community-based office, they would receive
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a certain dollar amount, approximately $159 for that. In a hospital-
based facility, for the exact same physician, the exact same service,
no additional personnel, no trainees, residents, students, or fellows
involved, same exact service, same patient, they can receive about
3 times that amount as a payment. That is just one example of
some of the site service differential payments which we think are
an opportunity for savings in the Medicare system.

Senator CRAPO. Do you think that this differential in payment
that you have described is one of the driving factors behind what
we are seeing now with so many hospitals purchasing physician
practices?

Dr. PATEL. It is one of the main driving factors. And it is an area
of concern that we have as, not just physicians, but in looking at
financing of the Medicare system. We think it is sending the wrong
message for the care for our patients. Now, that does not hold for
training institutions and places that have additional factors, but
that is not the case that we are discussing.

Senator CRAPO. Thank you. Mr. Steinwald, in your testimony,
you indicate—as I think almost everyone has indicated—that poli-
cies need to be developed to encourage providers to elevate value
as the chief objective in determining what services are performed.
Could you just tell me what two or three of those policies you think
are the most promising that we should be focusing on?

Mr. STEINWALD. Right. I will start by repeating what I said a
moment ago, which is, never underestimate the power of fee-for-
service incentives to generate volumes. So, you are dealing with
that underlying incentive. And while we are still using the fee
schedule and still paying fee-for-service, we need to find counter-
measures—if you want to call them that—to make sure that we are
rewarding value instead of volume.

So, such things as have been done in the private sector, like prior
authorization for payment for expensive imaging technologies,
using physician profiling, which Medicare has done, just to provide
feedback, but perhaps you can put some teeth in them to make
sure that the physicians who are overusing services are not re-
warded for doing that. As long as we are going to rely somewhat
on fee-for-service to pay for services to Medicare beneficiaries, we
are going to have to deal with the volume incentive.

I also think that we ought to coordinate payment policy with a
coverage policy. There are two ways of dealing with a low-value
service. One is to pay less for it. Another is to not cover it if there
is a more high-value service that is a substitute. So that is another
thing I think that needs to be considered: coverage policy in addi-
tion to payment.

Senator CRAPO. Thank you very much.

And, Dr. Miller, you just mentioned the fact that you think one
of the concerns or causes of our inability to get there in terms of
finding the right alternatives has been the lack of the organiza-
tional structure that is necessary to help us transition to a new
and more successful payment system. Could you describe the orga-
nizational structure that you are talking about there a little more
specifically?

Dr. MiLLER. Well, I think what the Commission is mostly focused
on at the moment is the Accountable Care Organizations that were
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created by law, and also being run out of the Innovation Center,
the Pioneer Accountable Care Organizations. I think the line of
thinking is that—related to what Dr. Patel said—you can sort of
lay out lots of different incentives for physicians to try to follow
and rationalize, and I think she is right: currently there is an array
of them.

They probably have some effect, but they are also relatively con-
fusing. Or, alternatively, say doctors could organize as a set of pro-
viders, accept some degree of risk, and then, as a group of physi-
cians, decide what clinical evidence and pathways they are going
to pursue. But the key thing is to come together as a group of pro-
viders, organize, and then accept, on a population basis, a risk-
based payment, and then the Federal Government should, obvi-
ously, have some kind of quality measures to be sure that care is
being provided. But those can be much more aggregated and
population-based. So I think that is the line of thinking, and there
is at least something of a structure there that is starting to
emerge.

I also want to say one thing quickly on the site-neutral point that
you asked Dr. Patel. We also have a recommendation on that from
a year or so ago, and we have some upcoming research on some
other ideas along those lines that will come out in June, if you are
interested in that.

hSenator CrAPO. Thank you. I am interested. I look forward to
that.

Dr. MILLER. Yes. Sorry to change topics there.

Senator CRAPO. No trouble.

Senator CANTWELL [presiding]. Thank you. Dr. Miller—well, ac-
tually for any of the panelists. I appreciate everyone’s testimony
this morning and certainly the focus on the ACO model, which is
something big in the Pacific Northwest and has yielded some great
efficiencies as they have tried to move towards that. And certainly
we would like to leapfrog towards that as soon as possible.

But we did write into the Affordable Care Act a value-based pay-
ment modifier that CMS is putting out preliminary rules on now
that would be implemented fully by 2017 as a process for getting
off of fee-for-service and focusing on outcome-based results. I did
not see much of that in anybody’s testimony.

So I am just wondering what people are thinking about that, or,
as I said, we would certainly like to leapfrog into ACOs, but getting
off of fee-for-service and focusing on better outcomes and rewarding
people for better outcomes at lower, oftentimes, at lower rates, we
think is where we need to be going in the short term.

Dr. MILLER. Right. And I think what I would say is that we un-
derstand—I think the Commission’s view is that they understand
the concept, the notion of trying to reward a provider for efficiency,
for high-quality, low-resource use. I think some of the concern
about that particular modifier is how accurately it can be put to-
gether for an individual provider.

I am not really deep on this, but my sense is that in the first
wave of implementation that went out on it, CMS was saying, for
groups of physicians, that there was some concern about the sta-
bility of measurement. And one of the things about an organiza-
tional structure of some size is, you get a lot more stability when
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you look at quality and efficiency that way. So, one of the concerns
with the modifiers is how stable it can be for any given provider.

Dr. PATEL. And I will just add that, for the beginning of the pro-
gram, you have to have at least 100 eligible health professionals.
So, to Dr. Miller’s point, you need not only the size but, in terms
of the measurement for 2015, they will be using performance year
2013. So we are still seeing this lag in getting physicians’ informa-
tion about what they could be doing at any real point in time. But
we think it is an important step in the right direction to get you
closer to taking on more of the risks.

Senator CANTWELL. Well, this was a part of the debate. I know
because, obviously, it was my language, and this is a philosophy
from the Northwest. I mean, sure we would like to get paid more.
Sure they would, but we gave up on that a long time ago because
we are more efficient and we have better outcomes.

So now all we want is the rest of the Nation to move towards
that same level of efficiency so we are not penalized, so that physi-
cians do not go practice medicine somewhere else just so they can
get paid more when we actually have better outcomes. So we knew
that the individual physician—I mean, that was part of the debate
among committee members too. They knew if you isolated it down
to that level, it would be somewhat problematic.

And we get that there may be regions or parts of the country
that may be, you know, more uniquely challenged to face this. But
we are talking about billions of dollars of savings here if you move
off of fee-for-service. And, as I said, we would leapfrog right to
ACOs because we are ready to go there, but I do not know that ev-
erybody else is. So we definitely believe that the index should be
put in place. So, we will certainly be working with everyone to be
more vocal about it, because we do think it is an important interim
step.

Dr. Miller, on the kind of efficiencies that you think we can get
out of ACOs, do you think there is enough savings there to then
take those savings and focus on graduate medical education so that
we can prioritize the volume that we need for primary care physi-
cians?

Dr. MILLER. I have not thought about the issue in that way, and
I would be very hard-pressed to tell you what kinds of savings to
expect out of it. What I can say is that the Commission put to-
gether a proposal. It is a few years back now. I am forgetting ex-
actly when we put it out, but the notion on graduate medical edu-
cation was to stop having this kind of blind focus on slots which
are producing more of the same when all of us at the same time
are saying, don’t we need a differently organized delivery system?

We had a set of recommendations that would use those resources
differently and direct them to graduate programs that are more fo-
cused on systems, focused on primary care, focused on rural types
of care, so that we would get better accountability out of the grad-
uate medical education dollars that we are spending. Like I said,
it has been a few years now. I am not quite on top of that. But
I had not thought about it in the context of the ACO.

Senator CANTWELL. Given the demand that we are going to face,
do we need to dramatically increase the number of GME slots for
primary care?
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Dr. MILLER. Our point has been 2-fold. One, be sure that the
graduate medical education dollars that are being spent now are
directed towards accountability and producing more of the types of
professionals who operate in a system-based care. If you are going
to add slots at that point, then think about which way you want
those slots to go and what you want them to be devoted to.

Our basic concern is that just adding slots gets you more of the
same in the current system.

Senator CANTWELL. Thank you.

Senator Isakson?

Senator ISAKSON. Thank you, Madam Chairman. Dr. Patel, when
you were answering Senator Crapo’s question, it prompted me to
follow up with a question to you. I represent a State that has 10.5
million people. Five and a half million live in the metropolitan At-
lanta area. The other 5 million live in the largest geographic ex-
panse east of the Mississippi River in one State. So they are a long
way from medical facilities.

In fact, we have lost two rural hospitals in the last year in Geor-
gia. It seems like many of the directives and regulations and rules
drive people to more expensive care, like the imaging example on
the heart that you gave as an example.

As we try to clean up the SGR and make some reforms, should
we look at Stark laws, antitrust laws, the Affordable Care Act, in
many cases, which directs people to a more expensive reimburse-
ment for a service than they might otherwise get?

Dr. PATEL. Thank you, Senator. I do think the issue of how we
can make sure that patients who do not have access to or do not
live within urban areas have ready access to high-value providers
is a huge one. I think that—not being an attorney, in full disclo-
sure, I will tell you—not looking at Stark laws or antitrust laws
would be a mistake if what we are trying to do is also help pro-
viders, as I mentioned, take on more of that risk that we did not
really go to medical school to do. But we understand we need to,
to get away from our fee-for-service system.

So I do think that there are aspects of the Affordable Care Act
that actually strengthen the ability to go to high-value providers.
What I think all three of us have tried to reiterate is that what
we need to do now is deal with the underlying formulas and mech-
anisms for which we still pay in Medicare to really drive that for-
ward.

Senator ISAKSON. When you were commenting on reimbursement
based on quality of care, in that discussion, you made reference to
a care coordinator between primary care and specialties. Was that
begging a reimbursement for that coordination, when you made
that statement?

Dr. PATEL. Yes, Senator. Thank you for picking up on that. It is
not asking for an additional reimbursement. I am arguing that we
can take proportions of what we are already paying for now and
move that to reimbursement that actually allows primary care doc-
tors and specialists to talk to each other more effectively.

Senator ISAKSON. And get a better outcome because of it.

Dr. PATEL. Correct. Thank you. Yes.
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Senator ISAKSON. Dr. Miller—this really is probably for any of
you who want to answer, but I would particularly like to hear Dr.
Miller’s answer. We talk about a better-educated—I think I am a
better patient and have better health when I am educated as to
what is wrong with me and what I need to do to correct it, or how
I need to interact as a patient with the medical system.

As we have studied Medicare for years, and I have looked at it,
I have been a big advocate of raising the visibility of durable power
of attorneys, living wills, end-of-life directives, advance directives,
things of that nature, both for the quality of care for the patient
as well as the common sense it makes for a patient, when of sound
mind and body, to say what their wishes would be if they were not
of sound mind or body or if they were in an irreversible cessation
of brain waves or something like that. Is there a way we could re-
imburse for counseling sought by the Medicare beneficiary on that?
Is there some way we could improve that education in America
today for the benefit of both the patient as well as the system?

Dr. MILLER. The only thing I can offer you on that is that we
have a line of research going now on something called shared
decision-making, where information is brought to bear for the pa-
tient when they are facing particular decisions, and then that helps
them go into the room with a physician, or whatever other health
professional, and be more educated about their choices and what
are the consequences of their choices. We are just now coming up
to looking at it in the end-of-life environment. So I do not have
much to offer you here, but that is kind of a path that we are look-
ing at this year, a decision-making path.

Senator ISAKSON. Is there any other comment from the panel?

Dr. PATEL. I would just say, as a physician, I know that one of
the areas in which all clinical providers have agreed is that we
need to do a better job with understanding how to counsel and also
receive information from patients about their preferences. There
have been a number of attempts to do this in the Medicare pro-
gram, and they have often been vilified and made out to be or mis-
construed as something other than just sharing information.

So, Senator, I think it would be a welcome attribute to clinical
service if we provided for a very direct way to engage with patients
on these issues.

Senator ISAKSON. Yes, and if it is beneficiary- or patient-directed,
I think that makes an awful lot of difference in the politics. Mr.
Steinwald?

Mr. STEINWALD. I agree with what she said. The evidence, I be-
lieve, shows especially when people have multiple chronic illnesses
and are at end-of-life, once they are informed and are making the
decisions themselves or their family’s directed decision-makers are
making them, they tend to choose less care and fewer resources
and are more likely to sign up for hospice care as well.

Senator ISAKSON. Thank you, Madam Chairman.

Senator CANTWELL. Thank you very much, and I am sure that
my colleagues would love to see any recommendations that you are
making in this area, moving forward or as soon as possible. Not
seeing any of my other colleagues here, I am going to adjourn the
hearing, but thank you so much for your testimony this morning.
This is a critically important part of our delivery system reform,
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and becoming more efficient and using those dollars to drive better
quality at lower costs is going to be critical to the entire country.
So we look forward to receiving more input from all of you. We
are adjourned.
[Whereupon, at 11 a.m., the hearing was concluded.]






APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

Hearing Statement of Senator Max Baucus {D-Mont.}
On Improving the Medicare Physician Payment System
As prepared for delivery

The best-selling business author Tom Peters once said, “If a window of opportunity appears, don't pull
down the shade.”

We should keep those words in mind today as we examine the method Medicare uses to determine
physician payments, the sustainable growth rate, otherwise known as the SGR. For the past ten years,
this flawed formula has dictated drastic reductions in Medicare physician payments.

Next year, physicians will face a 25 percent cut under the SGR. This deep cut would mean many seniors
could lose access to their doctor.

Each year, Congress has intervened to prevent these cuts. But we need to get beyond this annual “doc
fix” ritual. The year-in, year-out uncertainty is not fair to physicians or seniors.

Since 2003, Congress has made 15 short-term fixes to the SGR at a cost of nearly $150 billion. 1n 2010
alone, we passed six short-term fixes. it is time to break this cycle.

Ninety-seven percent of Medicare beneficiaries see a physician at least once a year, and most
beneficiaries with chronic conditions see their doctor at least monthly.

We need to ensure that seniors can continue to see their doctors. We must permanently repeal this
broken formula and we need to do it this year.

The most recent 10-year score for repealing the SGR is $138 billion. While this is a large amount, itis
more than $100 billion less than last year’s score. This is a window of opportunity. We need to seize it.

But we should not simply repeal the SGR. We also must change the underlying fee-for-service system
that Medicare uses to pay physicians. Fee-for-service promotes volume over value. Physicians are

rewarded for doing more tests and more procedures, even when unnecessary.

1t does not encourage physicians to coordinate patient care to save money and improve health
outcomes.

(21)
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Last year this Committee held three roundtable sessions on improving the system to reward physicians
for providing high-quality, high value care. We heard from former CMS Administrators, private plans
and physician groups.

This year, we held two hearings in which we heard from CMS leaders about their efforts to develop new
payment models.

We heard that there is a better way of doing business. The innovation Center told us there are
promising payment systems that would hold physicians accountable for providing high quality, efficient
care,

These models include accountable care organizations, payment bundles, and medical homes. They
incentivize physicians to coordinate patients’ care. They focus on reducing emergency visits and
hospitalizations.

They have the potential to control spending for Medicare and beneficiaries alike. More important, they
mean better care for patients.

Physicians are eager to move to better systems. Jean Branscum from the Montana Medical Association
recently wrote to me about the uncertainty created by the current SGR policy.

She said that Montana physicians want new payment models that improve health care and lower
costs. She added that there's no time to waste. The continual uncertainty is driving physicians to limit
the number of Medicare patients they see.

Unfortunately, the new models the innovation Center is developing are not ready to replace the fee-for-
service system. CMS and the Innovation Center need to quickly finish the new models so Medicare
rewards value instead of volume. In the meantime, we must improve the current system,

We want to hear from doctors and other providers who see patients every day. They can help us
identify ways to improve care and reduce unnecessary costs, We need the doctors on the front lines to
step up with ideas.

Last Friday, Senator Hatch and | sent a letter to health care providers. We asked for their advice on
improving the current fee-for service system.

First, we need to make sure each service is vaiued appropriately. Second, we want ways to reduce
unnecessary services. Congress originally enacted the SGR to control spending, but it hasn’t

worked. The replacement clearly must do a better job of controlling costs. Finally, we need advice on
how to help physicians transition to alternative payment models.

Our letter asks for specific suggestions. | emphasize “specific.” We need concrete policies that can be
implemented now to replace the SGR.

I look to our panelists to help us identify short-term, ready-to-go solutions. We have an opportunity to
repeal the SGR once and for all this year. | encourage us to not draw the shade on this window of
opportunity.
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STATEMENT OF HON. ORRIN G. HATCH, RANKING MEMBER
U.S. SENATE COMMITTEE ON FINANCE HEARING OF MAY 14, 2013
ADVANCING REFORM: MEDICARE PHYSICIANS PAYMENTS

WASHINGTON - U.S. Senator Orrin Hatch {R-Utah}, Ranking Member of the Senate Finance
Committee, today delivered the following opening statement at a committee hearing
examining Medicare physician payments:

Last year, this committee held a productive series of roundtable discussions with key
stakeholders on this very topic, which helped to set the stage for us to move forward with
reform,

The Chairman and | agree that we must find a better way to pay physicians in Medicare.
The SGR system is fundamentally flawed and must be repealed — we are committed to working
together to do just that.

As it stands, unless Congress intervenes, Medicare physician payments will be reduced by
25 percent in 2014 due to the SGR formula. With such large cuts, physicians will quickly be
unable to offer care to millions of seniors on Medicare.

Qur seniors deserve better thon to have government inaction threaten the availability of
their care.

Due to the recent slowdown in overalf health expenditures, the current cost of
permanently repealing the SGR is down sharply from a previous Congressional Budget Office
estimate of $245 billion to less than $150 billion.

However, we know from previous years that the CBO score has a tendency to fluctuate.

1 believe we currently have o good window of opportunity before us. But, we must act
soon.

We must provide a stable foundation for paying our physicians, now and in the future, If
we fail to act, we run the risk of causing a physician shortage in the Medicare program that has
broad impact for beneficiaries.

This past Friday, the Chairman and { sent a letter to members of the health care provider
community appealing to them for their input on how to improve the current system and help
physicians transition to new payment models. This builds on the discussions we started last
year.

As we await responses from the provider community, we have the privilege today to
hear from our panel of expert witnesses and get their thoughts on the matter.



24

This issue is well-covered terrain.

We know this is not an easy task, but physicians and patients deserve better. We must
find a more stable foundation to pay physicians treating Medicare patients. | believe if we
identify the appropriate policy solutions, we can finally find a path to repeal the SGR.

Once again, | thank you, Chairman Baucus, for convening today’s hearing and 1 look
forward to hearing from our witnesses.
Hi#



25

M Ed pAC ;’;ey(i:;d;f Advisory

Commission

Moving Forward From
the Sustainable Growth Rate
(SGR) System

May 14, 2013

Statement of
Mark E. Miller, Ph.D.

Executive Director
Medicare Payment Advisory Commission

Before the
Committee on Finance
U.S. Senate

Glenn M. Hackbarth, 1.D., Chairman + Michael Chernew, Ph.D., Vice Chairman » Mark E. Miller, Ph.D., Executive Director
4725 Eye St, NW « Suite 701 + Washington, DC 20001 - 202-220-3700 « Fax: 202-220-3759 « wow.medpac.gov



26

Chairman Baucus, Ranking Member Hatch, distinguished Committee members. I am Mark Miller,
executive director of the Medicare Payment Advisory Commission (MedPAC). I appreciate the
opportunity to be here with you this morning to discuss MedPAC’s approach to moving forward

from the sustainable growth rate (SGR) system.

The Medicare Payment Advisory Commission is a Congressional support agency that provides
independent, nonpartisan policy and technical advice to the Congress on issues affecting the
Medicare program. The Commission’s goal is to achieve a Medicare program that assures
beneficiary access to high-quality care, pays health care providers and plans fairly, rewards

efficiency and quality, and spends tax dollars responsibly.

Each year, MedPAC conducts an analysis of payment adequacy for physician and other health
professional services. This analysis covers a range of issues—access to care, quality, and
changes in volume and intensity of Medicare-covered services. MedPAC has also considered
other approaches to improving the Medicare program, including delivery system reforms (such
as accountable care organizations) and the role that physicians and other health professionals
would play in those reforms. However, given the focus of this hearing, this testimony focuses

solely on the Commission’s recent work regarding the SGR system.

Background

Physicians and other health professionals (such as nurse practitioners or therapists) deliver a
wide range of services to Medicare beneficiaries, including office visits, surgical procedures, and
diagnostic and therapeutic services in a variety of settings. In 2011, the Medicare program paid
$68 billion for physician and other health professional services, comprising 12 percent of total

Medicare spending.

Medicare pays physicians and other health professionals using a fee schedule that includes
payment rates for over 7,000 separate billing codes. Weights for work, practice expense and
malpractice insurance are set for each code and are designed to reflect the resources needed on
average to provide the service. The sum of the weights is multiplied by a dollar amourit called

the conversion factor, which produces the total payment amount for each service. So on net,
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Medicare’s payments for physician services are a function of the number of services the

physician orders and the rate for each of those services.

The old system of Medicare physician payment was similar to that used by private insurers. It
was based on a percentage (e.g., 75 percent) of prevailing charges in a market and proved to be
highly inflationary.! Providers learned that by raising charges, they could increase their payments
from private insurers and Medicare. Moreover, it resulted in distortions among services and
specialties (i.e., primary care vs. procedural based specialties) because certain specialties were
better able to raise charges than others.” The Medicare physician fee schedule (PFS) was
developed by a research team at Harvard in consultation with panels of practicing

physicians.’ Upon implementation in 1992 it was intended to rationalize payments across
services based on the time a service took to provide and the level of intensity it required, and it
was also intended to narrow the differences between primary care/cognitive services and
procedural services.' As noted above, physicians are able to order more or fewer services, and
Medicare has gone through periods of high volume growth,® This led to concerns upon
implementation of the PFS that physicians would respond to fee adjustments by generating more
service volume. As a response, the Congress created volume-control policies, such as the SGR,

tied to physician payment.

Under current law, the conversion factor is governed by the SGR formula, which creates a limit
on aggregate growth in payments to physicians and other health professionals by reducing the

conversion factor if the SGR targets are exceeded. The SGR formula allows for growth in input
prices, enrollment, and changes in law and regulation. Further, the SGR formula also allows for

volume growth equal to the rate of growth in per capita gross domestic product (GDP). As a

! Holahan, John, and Lynn M. Etheridge, eds. 1986. Medicare physician payment reform. Washington, DC: The
ieran Institute Press.

“ Holahan, John, and Lynn M. Etheridge, eds. 1986. Medicare physician payment reform. Washington, DC: The
Urban Institute Press. Hsiao, W. C., D. B. Yntema, P. Braun, et al. 1988. Measurement and analysis of intraservice
work. Journal of the American Medical Association 260, no. 16 (October 28): 2361-2370. Physician Payment
Review Commission. 1989. Annual report to Congress. Washington, DC: PPRC.

3 Hsiao, W. C., D. B. Yntema, P. Braun, et al. 1988. Measurement and analysis of intraservice work. Journal of the
American Medical Association 260, no. 16 (October 28): 2361-2370.

4 Physician Payment Review Commission. 1989, 4nnual report to Congress. Washington, DC: PPRC.

5 Government Accountability Office. 2006. Trends in service utilization, spending, and fees prompt consideration of
alternative payment approaches. GAO-06-1008T. http://www.gao.gov/assets/120/114491 pdf.
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result, the differential between GDP and volume is an important factor. A rationale for setting
GDP as the volume target is that national output—or GDP—reflects a measure of affordability,
as government tax collections have generally remained a constant share of national output. And
Medicare Part B, which funds physician and other health professional services, receives the bulk

of its financing from tax collections.

Beginning in 2002, the formula produced negative updates due to increases in volume and
intensity beyond those permitted by the SGR. However, the Congress has implemented short-
term overrides of these negative payment adjustments every year since 2003. On January 2,
2013, the estimated 27 percent payment cut to physician fees under the SGR was overridden, and
payment rates will remain at their 2012 level until the end of 2013, With the significant
accumulation in spending that must be recouped under the SGR, repealing it has a high

budgetary cost.

The Commission believes that the SGR system, which ties annual updates to cumulative
expenditures, has failed to restrain volume growth and may have exacerbated it (Figure 1). While
some physicians and other health professionals contribute to the inappropriate volume growth
that has resulted in large payment adjustments through the SGR, others have restrained volume.
However, volume growth remains high since the SGR does not differentiate between physicians

who restrain volume and physicians who do not restrain volume (Figure 2).
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Figure 1. Volume growth has caused spending to increase
faster than input prices and updates, 2000-2011
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Note: MEI {Medicare Economic Index). The ME! is a measure of input prices for physician services.
Updates are actual payment updates for the physician fee schedule.

Source: 2012 Trustees' report and Office of the Actuary 2012,

Figure 2. Growth in the volume of practitioner services,
2000-2011 :
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Note: E&M levaluation and management]. Volume growth for E&M from 2009 to 2010 is not directly
observable due to a change in payment policy for consultations. To compute cumulative volume growth
for E&M through 2011, we used a growth rate for 2009 to 2010 of 1.85 percent, which is the average
of the 2008 to 2009 growth rate of 1.7 percent and the 2010 to 2011 growth rate of 2.0 percent.

Source: MedPAC analysis of claims data for 100 percent of Medicare beneficiaries.
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The Commission’s position on the SGR system

The Commission believes that the SGR is fundamentally flawed and is creating instability in the
Medicare program for providers and beneficiaries, and that the time to repeal the SGR is now. In
October 2011, CBO’s estimate of a 10-year freeze was about $300 billion over 10 years. Their
current estimate of a 10-year freeze is $138 billion. We urge the Congress to act now to take
advantage of this lower estimate; if history is any guide, the cost of repeal could increase again.
In addition, further delay would expose beneficiaries to an increasing risk of impaired access,

especially access to primary care.

The Commission’s principles for repealing the SGR are expressed in two letters fo the
Congress—a letter to the Congress in October 2011, followed by a letter to the Congress in April
2013. Both are attached to this testimony and summarized in brief below. The October 2011
letter lays out the Commission’s principles and a set of four recommendations for moving
forward from the SGR system and the April 2013 letter reiterates these points as well as
providing context for the increased urgency to repeal the SGR now, given the lower cost of

repeal.
Several principles inform our position:
¢ Repeal of the SGR is urgent.
e Beneficiary access must be preserved.

* The physician fee schedule must be rebalanced to achieve equity of payments between

primary care and other specialties.

» Pressure on fee-for-service (FFS) must encourage movement toward new payment

models and delivery systems.
» Repeal of the SGR should be done in a fiscally responsible way.

Working from these principles, MedPAC made four distinct recommendations in October 2011.
First, the link between cumulative fee-schedule expenditures and annual conversion factor

updates is unworkable and should be eliminated. In place of the SGR, the Commission outlined a
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10-year path of legislated updates, including updates for primary care services that are different
from those for other services. Second, CMS should collect data to improve payment equity
within the fee schedule. Third, CMS should identify overpriced services and adjust the relative
value units of those services. And fourth, the Medicare program should encourage physician
movement from fee-for-service into risk-bearing accountable care organizations (ACOs) by
creating greater opportunities for shared savings. With these recommendations, we offered a list
of possible offsets if the Congress were to decide to offset the cost of repeal from within the

Medicare program.

Repeal is urgent

Temporary, stop-gap fixes to the SGR have had a destabilizing influence on the Medicare
program by creating uncertainty for physicians, other health professionals, and beneficiaries.
Moreover, the short-term overrides to the SGR have led to an administrative burden for
providers and CMS due to holding of claims, delays in submission of claims, and reprocessing of

claims.

Two reasons have often been given for delaying repeal: the large budgetary cost of repeal and
concetns about reverting to FFS payment without any limit on volume growth or change in
incentives. CBO’s recent re-estimation of the cost of repeal may reduce fiscal concerns about
repeal or at least make it more feasible to find acceptable offsets. Similarly, implementation of
ACOs as a new payment model is a significant first step toward addressing incentives for volume
growth in a more effective, and equitable, manner than the SGR. Other new payment models,
including bundling around hospital episodes and patient-centered medical homes, are now being

pilot tested.

In our judgment, further delaying SGR repeal would expose beneficiaries to increasing risk of
impaired access, and the budget score attached to repeal could begin to increase again (discussed
below). Moreover, the array of new models for paying physicians and other health professionals
is unlikely to change dramatically in the next few years. Rather than wait longer, we urge the
Congress to repeal the SGR now and to begin rewarding physicians and other professionals as
they shift their practices from open-ended FFS to ACOs. As additional new payment models

move from pilot stage to implementation, similar incentives may be established for them. By
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committing to this course now, the Congress could stimulate physician interest in new payment

models and thus accelerate their development and adoption.

Volatility in the cost estimates for repealing the SGR is another reason to repeal the formula
now. The estimates depend on projections of growth in the volume and intensity of services
furnished by physicians and other health professionals and the relationship between that volume
growth and growth in gross domestic product. The difficulty in making those estimates is that
volume growth has proven to be unpredictable. According to GAQ, volume growth per
beneficiary in the 1980s ranged from at least 3.7 percent to 9.7 percent, and in the 1990s the
range was —0.7 percent to 3.4 percent.® According to the Commission’s analyses, volume growth

per beneficiary since 2000 has ranged from 1.0 percent to 5.6 percent (Figure 3).

Figure 3. Growth in the volume of services furnished by
physicians and other health professionals has been volatile
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Source: MedPAC analysis of claims data for 100 percent of Medicare fee-for-service beneficiaries.

© Government Accountability Office. 2009. Medicare physician payments: Concerns about spending target system
prompt interest in considering reforms. GAO-05-85. Washington, DC: GAO.
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It is unclear why volume growth has had such volatility. Reasons offered for the slowdown
include a mild flu season in 2010 (compared to 2009) and—in the case of decreases in the use of
certain types of imaging services—concerns about radiation exposure.” The Commission has
found further that there has been a shift in billing for cardiovascular imaging from health
professionals’ offices to hospitals, a shift that is consistent with reports of an increase in
cardiologists’ practices owned by hospitals.® In turn, the shift has implications for measures of
volume growth, increasing the volume of services billed by hospitals but reducing the volume of

services billed by physicians and other health professionals.

While uncertainty remains about the reasons for the volatility in volume growth, we do know
that scoring estimates for repealing or replacing the SGR have fallen dramatically. Five months
ago, before CBO incorporated the most recent experience with volume growth in their budget
estimates, the budget impact of a 10-year freeze was higher than it is today by more than $100
biltion.” However, the volatility in volume growth we have seen historically suggests that
circumstances could change again—in the direction not of lower cost estimates but instead ones

that are higher. For this reason, it is a particularly opportune time to repeal the SGR.

Beneficiary access must be preserved

Although our latest access survey does not show significant deterioration at the national level,
the Commission is nonetheless concerned about access. Although we do not yet see evidence of a
nationwide problem in access to care for Medicare beneficiaries, access is strained in some markets —
particularly for primary care. These problems could spread to more markets due to increases in the
Medicare population, a large cohort of physicians reaching retirement age, and newly insured
patients seeking care in 2014. Growing “SGR fatigue” among physicians, resulting from annual
crises prompted by pending Medicare payment cuts, can only exacerbate any access problems that

might develop.

Even with the new, lower score for SGR repeal, it may still be necessary to replace the SGR with

a 10-year schedule of low, or even negative, legislated fee-schedule updates. That new schedule

¥ Medicare Payment Advisory Commission. 2012. Report to the Congress: Medicare payment policy. Washington,
DC: MedPAC.

# American College of Cardiology. 2012. Findings from the ACC cardiovascular practice consensus. Washington,
DC: ACC. http://www.nccace.org/news/2012USCVPracticeCensusNorthCarolina.pdf.

° Congressional Budget Office. 2013. The budget and economic outlook: Fiscal years 2013 to 2023. Washington,
DC: CBO.
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of updates would establish a new budgetary baseline, but would not be immutable. Each year
MedPAC will continue to review whether payments to physicians and other health professionals
are adequate—through surveying beneficiaries, conducting physician and beneficiary focus
groups, tracking practitioner participation in Medicare, and examining changes in volume and
quality of ambulatory care. If, through these analyses, the Commission determines that a change
in payment rates is needed to ensure adequate access, the Commission would make such a

recommendation to the Congress.

The physician fee schedule must be rebalanced to achieve equity of
payments between primary care and other specialties

The Commission finds it crucial to support primary care, considering that the most recent data
show that access risks are concentrated in primary care. We see a higher share of beneficiaries in
our annual patient survey reporting problems finding a primary care physician than those seeking
a specialist, and primary care physicians are more likely to report that they are not taking new
Medicare patients than are specialty physicians. Given the Commission’s strong interest in
delivery system reform and the important role primary care will play in such reform, the
Commission is concerned that there is an imbalance between supply and demand in primary

care. This represents a market signal: the payment level for primary care is too low.

There are two ways to redress the imbalance between fees for primary care and specialty
services. One is to improve the methods by which relative values are calculated under the
Medicare fee schedule. Two of our recommendations in October 2011 would improve the
valuation of services under the fee schedule. The other is to use different conversion factors for
primary care and specialty services (the primary care bonus in PPACA is a type of conversion

factor adjustment). MedPAC believes both approaches are needed.

Consistent with repealing the SGR in a fiscally responsible way, the Commission included
potential options for the Congress to consider in constraining the cost of repeal, including an
update path for physicians and other health professionals that is higher for primary care services
than the update path for other services. In addition to constraining the cost of repeal this would

also counter inequities in the fee schedule between primary care and other services. These
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October 2011 updates would have resulted in physicians and other health professionals bearing

about one-third of the fiscal burden of repeal.

Given that the cost of repeal has decreased, the 10-year path of legislated updates described in
our October 2011 letter could be revised. To be clear, we still believe it is necessary to have a
differential between primary care services and other services in order to redress the imbalance
between fees for primary care and other services. However, while our 2011 recommendations
included reductions for services other than primary care of 5.9 percent each year for three years,
our preliminary estimate is that each of those reductions could now be 3 percent or less. This
estimate assumes that primary care fees are held constant throughout the 10-year period and that
one-third of the fiscal burden of repeal is borne by physicians and other health professionals paid

under the fee schedule.

Pressure on FFS must encourage movement toward new payment
models and delivery systems

The FFS payment system inherently encourages volume over quality and efficiency. The rapid
volume growth over the last decade which led to the large payment cuts required under the SGR
was partially due to the underlying volume incentives in FFS reimbursement. New payment
models, such as ACOs and bundled payment, offer an opportunity to correct some of these
undesirable incentives and have the potential to reward providers who control costs and improve
quality. Incentives for providers to work across settings to improve quality and maximize
efficiency are strongest in “risk-bearing” ACOs—where providers take financial risk for poor

performance as well as being eligible for financial bonuses for good performance.

The Commission’s approach uses two policies to encourage movement from open-ended FFS to
better managed models (e.g, risk-bearing ACOs). It creates pressure to exit FFS by reducing and
restraining updates. And it encourages movement to an ACO by recommending a performance
standard that does not reflect the lower updates. In this way physicians are given a clear
opportunity to share in savings by joining an ACO. While movement to ACOs and other models
should result in fess volume growth, more importantly, they should result in greater coordination

of care and ultimately better quality of care.



36

SGR repeal must be fiscally responsible

The Commission’s role is to make recommendations to the Congress that will preserve or
enhance beneficiary access to quality care while minimizing the financial burden on beneficiaries
and taxpayers. We take seriously our statutory charge to consider the budgetary consequences of
our recommendations. Consistent with that charge, our October 2011 letter recommending SGR
repeal includes options for the Congress to consider as budget offsets on the assumption that
repeal would need to be fully financed from within Medicare. Specifically, as described above,
physicians and other health professionals paid under the fee schedule would bear one-third of the
cost of repeal and the remaining two-thirds would have been spread across all of the other

participants in Medicare {other providers and suppliers, health plans, and beneficiaries).

1t bears emphasis that MedPAC is NOT necessarily recommending that repeal be fully financed
out of Medicare. Instead, our October 2011 letter offered options for the Congress to consider if
it decided to pursue that path. Whether SGR repeal is offset, and how, is for the Congress to

decide.

CBO’s recent estimate that the cost of repealing the SGR is lower by $100 billion may provide
the Congress with somewhat more flexibility in choosing offsets as well as an appropriate
schedule of updates for physicians and other health professionals. For example, the Congress
could choose to stabilize payment rates for a period of time, then gradually impose conversion

factor reductions for physicians who are not practicing within new payment models,

In considering budget packages to improve the government’s fiscal picture, the Congress often
looks to Medicare for savings. If those savings are applied to deficit reduction and the SGR
remains in place, it will become more difficult to offset the cost of replacing the SGR one or two
years from now. At that point, the only option for dealing with an even larger score for SGR
repeal may be to add it to the deficit, which may be unpalatable after much effort to reduce the
deficit,

Attachments: April 2013 letter to the Congress, October 2011 letter to the Congress
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Attachment
April 2013 letter to the Congress
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Michael Chernew, Ph.D., Vice Chairman
Mark E. Miller, Ph.D., Executive Director

April 10, 2013

The Honorable Max Baucus The Honorable Orrin G. Hatch

Chairman, Committee on Finance Ranking Member, Committee on Finance
U.S. Senate U.S. Senate

219 Dirksen Senate Office Building 203 Hart Senate Office Building
Washington, DC 20510 Washington, DC 20510

The Honorable Dave Camp The Honorable Sander M. Levin

Chairman, Committee on Ways and Means Ranking Member, Committee on Ways and Means
U.S. House of Representatives U.S. House of Representatives

1102 Longworth House Office Building 1106 Longworth House Office Building
Washington, DC 20515 Washington, DC 20515

The Honorable Fred Upton The Honorable Henry A. Waxman
Chairman, Committee on Energy and Commerce Ranking Member, Committee on Energy and
U.S. House of Representatives Commerce

2125 Rayburn House Office Building U.S. House of Representatives

Washington, DC 20515 2322A Rayburn House Office Building

Washington, DC 20515

RE: Moving forward from the sustainable growth rate system

Dear Chairmen and Ranking Members:

Having been asked at recent hearings about MedPAC’s view on the sustainable growth rate

(SGR) formula, T am writing to provide some updated information.

The time to repeal SGR is now. Further delay would expose beneficiaries to an increasing risk of
impaired access, especially access to primary care. Although we do not yet see evidence of a
nationwide problem in access to care for Medicare beneficiaries, access is strained in some markets.
Those problems could spread to more markets due to increases in the Medicare population, a large
cohort of physicians reaching retirement age, and newly insured patients seeking care in 2014,
Growing “SGR fatigue” among physicians, resulting from annual crises prompted by pending

Medicare payment cuts, can only aggravate any access problems that might develop.
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In October 2011, MedPAC made four distinct recommendations. First, the link between
cumulative fee-schedule expenditures and annual conversion factor updates is unworkable and
should be eliminated. In place of the SGR, the Commission outlined a 10-year path of legislated
updates, including updates for primary care services that are different from those for other
services. Second, CMS should collect data to improve payment equity within the fee schedule.
Third, CMS should identify overpriced services and adjust the RVUs of those services. And
fourth, the Medicare program should encourage physician movement from fee-for-service into
risk-bearing accountable care organizations (ACOs) by creating greater opportunities for shared
savings. With these recommendations, we offered a list of possible offsets if the Congress were

to decide to offset the cost of repeal from within the Medicare program.

Our basic position has not changed, but the Congressional Budget Office’s (CBO’s) estimate of
the cost of repeal has changed. In October 2011, CBO’s estimate of a 10-year freeze was about
$300 billion over 10 years. Their current estimate of a 10-year freeze is $138 billion. We urge
the Congress to act now to take advantage of this lower estimate; if history is any guide, the cost

of repeal could increase again.

Providing higher payment updates for primary care compared with other fee schedule services
would counter inequities in the physician and other health professionals fee schedule and contain
the cost of the repeal. Further, given that the cost of repeal has decreased, the 10-year path of
legislated updates described in our October 2011 letter could be revised. The October 2011
updates would have resulted in physicians and other health professionals bearing about one-third
of the fiscal burden of repeal while the remaining two-thirds would have been spread across all
of the other participants in Medicare (other providers and suppliers, health plans, and
beneficiaries). If those same proportions were maintained, the fee schedule conversion factors
could be higher as a result of the new CBO score. To be clear, we still believe it is necessary to
have a differential between primary care services and other services. However, while our 2011
recommendations included reductions for services other than primary care of 5.9 percent each
year for three years, our preliminary estimate is that each of those reductions could now be 3
percent or less. This estimate assumes that primary care fees are held constant throughout the 10-
year period and that one-third of the fiscal burden of repeal is borne by physicians and other

health professionals paid under the fee schedule.
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While a specific sequence of legislated updates would establish a new budgetary baseline, they
would not be immutable. Each year MedPAC will continue to review whether payments to
physicians and other health professionals are adequate—through surveying beneficiaries,
conducting physician and beneficiary focus groups, tracking practitioner participation in
Medicare, and examining changes in volume and quality of ambulatory care. If, through these
analyses, the Commission determines that a change in payment rates is needed to ensure

adequate access, the Commission would make such a recommendation to the Congress.

Sincerely,

Glenn M. Hackbarth, J.D.
Chairman
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October 14, 2011

The Honorable Max Baucus The Honorable Orrin G. Hatch

Chairman, Committee on Finance Ranking Member, Committee on Finance
U.S. Senate U.S. Senate

219 Dirksen Senate Office Building 104 Hart Senate Office Building
Washington, DC 20510 Washington, DC 20510

The Honorable Dave Camp The Honorable Sander M. Levin

Chairman, Committee on Ways and Means Ranking Member, Committee on Ways and Means
U.8. House of Representatives U.S. House of Representatives

1102 Longworth House Office Building 1139E Longworth House Office Building
Washington, DC 20515 Washington, DC 20515

The Honorable Fred Upton The Honorable Henry A. Waxman
Chairman, Committee on Energy and Commerce Ranking Member, Committee on Energy and
U.S. House of Representatives Commerce

2125 Rayburn House Office Building U.S. House of Representatives

Washington, DC 20515 2322 A Rayburn House Office Building

Washington, DC 20515

RE: Moving forward from the sustainable growth rate (SGR) system
Dear Chairmen and Ranking Members:

The sustainable growth rate (SGR) system-—Medicare’s formulaic payment method for services
provided by physicians and other health professionals—is fundamentally flawed and is creating
instability in the Medicare program for providers and beneficiaries. This system, which ties annual
updates to cumulative expenditures since 1996, has failed to restrain volume growth and, in fact,
may have exacerbated it. Although the pressure of the SGR likely minimized fee increases in the last
decade, this effect disproportionately burdened physicians and health professionals in specialties
with less ability to increase volume. Additionally, temporary, stop-gap “fixes” to override the SGR
are undermining the credibility of Medicare because they engender uncertainty and anger among
physicians and other health professionals, which may be causing anxiety among beneficiaries. The

risks of retaining the SGR now clearly outweigh the benefits. Moreover, the cost of full repeal, as
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well as the cost of temporary reprieves, grows inexorably. It will never be less expensive to repeal

the SGR than it is right now.

With this assessment, the Commission recommends that the Congress repeal the SGR system and
replace it with a 10-year schedule of specified updates for the physician fee schedule. The Commission
drew on three governing principles to form our proposal. First, the link between cumulative fee-schedule
expenditures and annual updates is unworkable and should be eliminated. Second, beneficiary access to

care must be protected. Third, proposals to replace the SGR must be fiscally responsible.

From these principles, we recommend complete repeal of the SGR system and propose a series of
updates that would no longer be based on an expenditure- or volume-control formula. These
legislated updates would allow total Medicare expenditures for fee-schedule services to increase
annually—roughly doubling over the next ten years. Approximately two-thirds of this increase
would be attributable to growth in beneficiary enrollment and one-third would be attributable to
growth in per beneficiary service use. Although our proposed updates reduce fees for most
services, current law calls for far greater fee reductions and could lead to potential access problems
under the SGR. The Commission finds it crucial to protect primary care from fee reductions,

considering that the most recent data show that access risks are concentrated in primary care.

As is our charge, each year MedPAC will continue to review annually whether payments to
physicians and other health professionals are adequate. To this end, we will continue to survey
beneficiaries, conduct physician focus groups, track physician and practitioner participation in
Medicare, and examine changes in volume and quality of ambulatory care. If, through these
analyses, we determine that a future increase in fee-schedule rates is needed to ensure
beneficiary access to care, then the Commission would submit such a recommendation to the
Congress. Enacting our recommendation would eliminate the SGR and would alter the trajectory
of fee-schedule spending in Medicare’s baseline. Therefore, future fee increases relative to this

new baseline would require new legislation and would carry a budgetary cost.

Our recommendation for repealing the SGR carries a high budgetary cost. The Congress, of
course, may seek offsets for repealing the SGR inside or outside of the Medicare program.
Because MedPAC was established to advise the Congress on Medicare policies, we are offering

a set of savings options that are limited to the Medicare program. We do not necessarily
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recommend that the Congress offset the repeal of the SGR entirely through Medicare. The steep
price of this effort, and the constraint that we imposed on ourselves to offset it within Medicare,
compels difficult choices, including fee-schedule reductions and offsets that we might not

otherwise support.

The Commission is also proposing refinements to the accuracy of Medicare’s physician fee
schedule through targeted data collection and reducing payments for overpriced services. Even
with improvements to the fee schedule’s pricing, moreover, Medicare must implement payment
policies that shift providers away from fee-for-service (FFS) and toward delivery models that
reward improvements in quality, efficiency, and care coordination, particularly for chronic
conditions. The Commission is also recommending incentives in Medicare’s accountable care
organization (ACO) program to accelerate this shift because new payment models—distinct from
FFS and the SGR—have greater potential to slow volume growth while also improving care
quality. Similarly, incentives for physicians and health professionals to participate in the newly

established Medicare bundling pilot projects could also improve efficiency across sectors of care.

Respectfully, we submit the recommendations described below. Several of them are interrelated.
Our willingness to recommend difficult measures underscores the urgency we attach to repealing
the SGR. The cost of repealing the SGR, as well as the cost of any short-term reprieves, will only
increase. Meanwhile, the opportunities for offsetting that cost by reducing Medicare
expenditures will only shrink if Medicare savings are used for other purposes (such as, to help
finance coverage for the currently uninsured or for deficit reduction). Our concern is that

repealing the SGR will become increasingly difficult unless the Congress acts soon.

Repealing the SGR formula and realigning fee-schedule payments to
maintain access to primary care

Repealing the SGR formula ultimately severs the link between future payment updates and
cumulative expenditures for services provided by physicians and other health professionals. In
place of the SGR, the Commission proposes a 10-year path of legislated updates (Figure 1). This
path is consistent with the principles of an affordable repeal of the SGR, continued annual
growth in Medicare spending for physician services, and maintaining access to care. For primary

care, which we define more specifically later in this section, the Commission recommends that
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payments rates be frozen at their current levels. For all other services, there would be reductions
in the fee schedule’s conversion factor in each of the first three years, and then a freeze in the
conversion factor for the subsequent seven years,! While there would be decreases in payment
rates for most services, projected growth in the volume of services—due to increases in both
beneficiary enrollment in Medicare and per beneficiary service use—would lead to continued
annual increases in total Medicare expenditures for fee-schedule services. We describe previous

spending trends in Appendix Figure A-1.

Figure 1. Potential update path for fee schedule services

50 140
0 Total Medicare spending {right axis) 120 (g“
845 =
8 - 100 B
£ ©
w 40 @
) .80 =
g g
"E 3 Conversion factor for primary care (left axis}) | 60 5
5 35 " £
2 =
& - 40 2
z 30 - \ Conversion factor for non-primary care services {left axis) g
8 L2 &
25 T t T T 7 T G

- ~ ™ < n V-3 ~ L ™ =)

s I - e % = e e o |

i < o © M T bl o o L

@ & @ @ @ @ X L @ <

> > > > > > > > > o

Source: MedPAC analysis of Part B fee-for-service spending per t fary, enrollment growth, and

growth in the volume of fee-schedule services per beneficiary. See text for details.

The rationale for exempting primary care from fee-schedule cuts comes from recent research
suggesting that the greatest threat to access over the next decade is concentrated in primary care

services.? In both patient surveys and physician surveys, access to primary care providers is more

!Alternative update paths with the same approximate cost are possible. For example, fees for non-primary care
services could receive smaller reductions over more years. Under this alternative, however, by year 10, the
conversion factor for non-primary care services would be lower than that proposed in Figure 1.

*Medicare Payment Advisory Commission. 2011. Report to the Congress: Medicare payment policy. Washington,
DC: MedPAC; Friedberg, M. et al. 2010. Primary care: A critical review of the evidence on quality and costs of
health care, Health Affairs 29, no. 5 (May): 766-772; Vaughn, B. et al. 2010. Can we close the income and wealth
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problematic than access to specialists. These findings hold for both Medicare and privately

insured patients, magnifying the vulnerability of access to primary care services.

One example of this research comes from MedPAC’s annual patient survey that we use to obtain
the most timely data possible for analyzing access to physician services. This survey interviews
Medicare beneficiaries age 65 and over and privately insured individuals age 50 to 64, (For more
details on the survey’s methodology, please see Chapter 4 our March 2011 Report to the
Congress.) Results from this annual survey consistently find that both Medicare beneficiaries and
privately insured individuals are more likely to report problems finding a new primary care
physician compared with finding a new specialist (Appendix Table A-2). For instance, in 2010,
although only 7 percent of beneficiaries reported looking for a new primary care physician in the
past year, among those looking, 79 percent stated that they experienced no problems finding one.
In contrast 87 percent of the beneficiaries who were looking for a new specialist reported that
they had no probiems finding one. Among privately insured individuals looking for a new
primary care physician, 69 percent reported no problems finding one compared with 82 percent

of those looking for a new specialist.

Consistent with this patient survey, physician surveys have also found that primary care
physicians are less likely than specialists to accept new patients. Again, this discrepancy holds
for both Medicare and privately insured patients. For example, the 2008 National Ambulatory
Medical Care Survey finds that 83 percent of primary care physicians accept new Medicare
patients, compared with 95 percent of specialists (Appendix Table A-3). Acceptance rates are
lower for patients with other insurance as well. Specifically, 76 percent of primary care
physicians accepted new patients with private (non-capitated) insurance compared with 81
percent of specialists. In a 2008 survey conducted by the Center for Studying Health System

Change, physicians who classified themselves in surgical or medical specialties were more likely

gap between specialists and primary care physicians? Health Affairs 29, no. 5 (May): 933-940; Bodenheimer, T. et
al, 2009. A lifeline for primary care. New England Journal of Medicine 360, no. 26 (June 25): 2693-2696;
Grumbach, K. and J. Mold. 2009. A health care cooperative extension service. Journal of the American Medical
Association 301 no. 24 (June 24): 2589-2591; Rittenhouse, D. et al. 2009, Primary care and accountable care—two
essential elements of delivery-system reform. New England Journal of Medicine 361, no. 24 {December 10): 2301-
2303; Colwill, J. et al. 2008. Will generalist physician supply meet demands of an increasing and aging population?
Health Affairs 27, no. 3 (April 29): w232-w241.
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than primary care physicians (classifying themselves as either in internal medicine or

family/general practice) to accept all new Medicare, Medicaid, and privately insured paticms.3

Exempting primary care from the reductions would mean that Medicare payments for those
services would not be based entirely on resource-based relative values. Although resources used
to furnish a service (e.g., the time and intensity of effort or practice expenses incurred) are
appropriately considered in establishing the fee schedule, other considerations may also be
important, including ensuring access or recognizing the value of the services in terms of
improving health outcomes or avoiding more costly services in the future. Market prices for
goods and services outside health care often reflect such factors. The Congress has demonstrated
precedent for this approach in the Medicare fee schedule, such as through the primary care and
general surgery bonuses included in the Patient Protection and Affordable Care Act of 2010
(PPACA), as well as floors established for work and practice expense values and bonuses for

services provided in health professional services shortage areas.

Regarding the proposed updates included in our recommendation to repeal the SGR, we specify
a definition of primary care that focuses on protecting the practitioners and services which make
up the core of primary care. The Commission limits the primary care update path to physicians
and other health professionals who meet both of the following criteria:

e Practitioner specialty designation: Physicians who—when enrolling to bill Medicare—
designated their specialty as geriatrics, internal medicine, family medicine, or pediatrics.
Eligible practitioners would also include nurse practitioners, clinical nurse specialists,
and physician assistants.

e Practice focused on primary care: Physicians and practitioners who have annual allowed
Medicare charges for selected primary care services equal to at least 60 percent of their
total allowed charges for fee-schedule services. Primary care services used to determine
eligibility are: office visits, home visits, and visits to patients in nursing facilities,

domiciliaries, and rest homes.

Under our proposal, the legislated updates for primary care would apply to the following services

when provided by eligible primary care practitioners: office visits, home visits, and visits to

*Boukus, E. et al. 2009. 4 snapshot of U.S. physicians: Key findings from the 2008 Health Tracking Physician
Survey. Data bulletin no. 35. Washington, DC: HSC.
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patients in hospitals, nursing facilities, domiciliaries, and rest homes.* MedPAC analysis of
claims data finds that under these specifications, about 9 percent of fee-schedule spending would
be protected from fee reductions each year. For eligible primary care practitioners, these
protected services typically account for the vast majority of their Medicare billing. Payment rates
for other services—such as laceration repairs and endoscopies—furnished by all fee-schedule
providers, including primary care practitioners, would be subject to the fee reductions in the first

three years.”

Table 1. Potential update path for fee-schedule services

Primary care Other services Annual
Payment rate Conversion Payment rate  Conversion payments

Year change factor change factor (billion}
Y1 0.0% $33.98 -5.9% $31.99 $64
Y2 0.0 3398 -5.9 30.11 66
Y3 0.0 33.98 -5.9 28.34 68
Y4 0.0 33.98 0.0 28.34 75
Y5 0.0 33.98 0.0 28.34 83
Y6 0.0 33.98 0.0 28.34 91
Y7 0.0 33.98 0.0 28.34 98
Y8 0.0 33.98 0.0 28.34 106
Y9 0.0 33.98 0.0 28.34 113
Y10 0.0 33.98 0.0 28.34 121

Note: The current (201 1) conversion factor is $33.98.
Source: MedPAC analysis of Part B fee-for-service spending per beneficiary, enrollment growth, and growth in the volume of fee-
schedule services per beneficiary 2004-2009.

Medicare fees for non-primary care services would be reduced by 5.9 percent each year for 3
years (Table 1). We arrive at this path after satisfying two requirements: protecting core primary

care services that are furnished by primary care providers from payment reductions, and

“Expanded definitions of primary care are possible. For example, the range of specialties could be expanded.
However, protecting more services from the fee reduction will result in either a higher cost (and the need for more
offsets) or a deeper fee reduction for the non-primary care services. Alternative definitions of protected services are
also possible, such as using the number of unique diagnosis codes that a provider sees over the course of a year to
distinguish between highly specialized providers and those that provide a more comprehensive range of care.

*The freeze on payment rates for primary care could be implemented either with a separate conversion factor, or
with a claims-based payment modifier. If the freeze is implemented with a claims-based payment modifier, a single,
reduced conversion factor would apply to all services; but, for eligible primary care services, the payment modifier
would increase the fee and effectively reverse the conversion factor reduction.
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achieving a total estimated 10-year cost that is no more than $200 billion. If the update paths
depicted in Figure 1 were implemented in 2012, the conversion factor for non-primary care
would decrease over a period of three years from the current level of $33.98 to about $28.34. It
would then stay at that level for the remaining seven years of the budget window. By contrast,
under current law, the conversion factor would be $24.27 at the end of the budget window.
Taking into account the increase in the number of Medicare beneficiaries over the next 10 years
and growth in the volume of services provided per beneficiary, total practitioner payments from
Medicare would rise from $64 billion to $121 billion. On a per beneficiary basis, practitioner
payments would continue to rise at an average rate of 2.2 percent per year. The $200 billion
estimated cost of this proposed update path accounts for the cost of eliminating the significantly

larger SGR cuts and replacing them with the updates specified in Table 1.

A freeze in payment levels for primary care is not sufficient to support a robust system of
primary care. Payment approaches that recognize the benefits of non-face-to-face care
coordination between visits and among providers may be more appropriate for primary care,
particularly for patients with chronic conditions. The Centers for Medicare & Medicaid Services
(CMS) is embarking on several projects to examine the results (patient health and total spending
outcomes) of monthly per-patient payments to primary care providers for their care coordination
activities. These include the Comprehensive Primary Care Initiative, the Multipayer Advanced
Primary Care Initiative, and the Federally Qualified Health Center Advanced Primary Care
Practice Demonstration. Issues that this work will help to inform include patient involvement in

selecting these providers and effective ways for attributing one eligible provider per patient.

Recommendation 1:

The Congress should repeal the sustainable growth rate (SGR) system and replace it with a
10-year path of statutory fee-schedule updates. This path is comprised of a freeze in
current payment levels for primary care and, for all other services, annual payment
reductions of 5.9 percent for three years, followed by a freeze. The Commission is offering
a list of options for the Congress to consider if it decides to offset the cost of repealing the
SGR system within the Medicare program.
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Collecting data to improve payment accuracy

In addition to a conversion factor, the physician fee schedule includes relative value units
(RVUs), These RVUs account for the amount of work required to provide each service, the
expenses that practitionets incur related to maintaining a practice, and malpractice insurance
costs. To arrive at the payment amount for a given service, its RVUs are adjusted for variations
in the input prices in different markets, and then the total of the adjusted RVUs is multiplied by

the conversion factor.

The Secretary lacks current, objective data needed to set the fee schedule’s RVUs for practitioner
work and practice expenses.® The fee schedule’s time estimates are an example. The RVUs for
practitioner work are largely a function of estimates of the time it takes a practitioner to perform
cach service, However, research for CMS and for the Assistant Secretary for Planning and
Evaluation of the Department of Health and Human Services has shown that the time estimates
are likely too high for some services. In addition, anecdotal evidence and the experience of
clinicians on the Commission suggest problems with the accuracy of the time estimates.
Furthermore, under CMS’s recent potentially misvalued services initiative, time estimates for a
number of services have been revised downward after consultation with the Relative Value Scale
Update Committee (RUC). These revisions suggest that current time estimates—which rely
primarily on surveys conducted by physician specialty societies that have a financial stake in the

process—are subject to bias.

Reliable, objective data are also needed for the fee schedule’s practice expense RVUs, CMS’s
methodology for determining these RVUs relies on various types of data: time estimates for
clinical employees who work in practitioners’ offices, prices for equipment and supplies used in
practitioners’ offices, and total practice costs for each physician specialty. The Commission

questions the accuracy and timeliness of these data.”

The Commission evaluated sources of data the Secretary could consider. Surveys might be an

alternative, but they are costly and response rates are likely to be low. Time and motion studies

*Medicare Payment Advisory Commission. 2011, Report fo the Congress: Medicare and the health care delivery
system. Washington, DC: MedPAC.
"Medicare Payment Advisory Commission. 2011, Report to the Congress: Medicare and the healih care delivery
system. Washington, DC: MedPAC.
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would be costly, too, and they are subject to bias. And mandatory data reporting—analogous to
the cost reports submitted by institutional providers—would raise issues of administrative burden

on practitioners.

Instead of these approaches, the Secretary could collect data on a recurring basis from a cohort of
practitioner offices and other settings where practitioners work. Participating practices and other
settings could be recruited through a process that would require participation in data reporting
among those selected. The cohort would consist of practices with a range of specialties,
practitioner types, patient populations, and furnished services. Further, the cohort should consist
of practices with features that make them efficient (e.g., economies of scale, reorganized delivery
systems). If necessary, practices could be paid to participate. The Commission is working with
contractors to assess the potential of using electronic health records, patient scheduling systems,
cost accounting, and other systems as sources of data in physician practices and integrated

delivery systems.

Recommendation 2:

The Congress should direct the Secretary to regularly collect data—including service
volume and work time—to establish more accurate work and practice expense values. To
help assess whether Medicare’s fees are adequate for efficient care delivery, the data
should be collected from a cohort of efficient practices rather than a sample of all practices.
The initial round of data collection should be completed within three years.

Identifying overpriced services

Moving forward from the SGR could also include a change in the process for identifying
overpriced services in the physician fee schedule. The current process for identifying potentially
misvalued services is time consuming, occurring over several years. In addition, the process has
inherent conflicts. The process relies on surveys conducted by physician specialty societies.

Those societies and their members have a financial stake in the RVUs assigned to services.

To accelerate the review process, the Secretary should be directed to analyze the data collected
under recommendation 2, identify overpriced services, and adjust the RVUs of those services.

Further, the Congress should direct the Secretary to achieve an annual numeric goal equivalent to
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a percentage of fee-schedule spending. This would be a goal for reducing the RVUs of
overpriced services. These adjustments should be implemented in a budget neutral manner.
Therefore, while payments could decrease considerably for any given overpriced service, they

would increase slightly for all other services.

As mentioned earlier, the RUC and CMS have started a potentially misvalued services initiative,
and there is some evidence that this effort has drawn attention to inaccurate pricing. As an
example, for fee schedule payments in 2011, CMS received work RVU recommendations from
the RUC for 291 billing codes and made decisions after considering all of those
recommendations.® In some cases, comprehensive billing codes were established that bundled
component services, thereby recognizing that efficiencies can arise when multiple services are
furnished during a single patient encounter. Other recommendations did not include a change in
billing codes. Instead, the RUC had addressed the question of whether current RVUs are too high
or too low for certain services because of a change in technology or other factors. The net effect
of the increases and decreases in work RVUs—had the changes not been budget neutral, as
required by statute—would have been a reduction in spending under the fee schedule of 0.4
percent. Previously, the net effects of work RVU changes had been smaller: 0.1 percent per year
in both 2009 and 2010.

The American Medical Association’s (AMA’s) position is that the process for identifying
potentially misvalued services has been broader in scope than that suggested by these budget
neutrality adjustments.” The AMA reports that in addition to about $400 million that was
redistributed for 2011 due to changes in work RVUs, another $40 million was redistributed due
to changes in the RVUs for professional liability insurance, and $565 million was redistributed

due to changes in practice expense RVUs.

An annual numeric goal for RVU reductions—stated in terms of a percentage of spending for

practitioner services—could foster further collaboration between the RUC and CMS in improving

8Centers for Medicare and Medicaid Services, Department of Health and Human Services. 2010. Medicare program;
payment policies under the physician fee schedule and other revisions to Part B for CY 2011. Final rule. Federal
Register 75, no. 228 (November 29): 73169-73860.

% Ametican Medical Association. undated. The RUC Relativity Assessment Workgroup Progress Report,
http://www.ama-assn.org/resources/doc/rbrvs/five-year-progress.pdf.
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payment accuracy. For example, such a goal should focus the effort on high-expenditure services,
thereby making a time-consuming and resource-intensive review process more efficient. In
addition, collecting objective data to improve payment accuracy—the data collection addressed by
recommendation 2—will make the process more effective. As to the level of the numeric goal,
judgment is required. If the AMA’s estimates are accurate, RVU changes for 2011 led to a

redistribution of payments equaling almost 1.2 percent of total allowed charges.

Recommendation 3:

The Congress should direct the Secretary to identify overpriced fee-schedule services and
reduce their relative value units (RVUs) accordingly. To fulfill this requirement, the
Secretary could use the data collected under the process in recommendation 2, These
reductions should be budget neutral within the fee schedule. Starting in 2015, the Congress
should specify that the RVU reductions achieve an annual numeric goal—for each of five
consecutive years—of at least 1.0 percent of fee-schedule spending.

Accelerate delivery system changes to emphasize accountability and
value over volume

Even with more accurate RVU assignments, the FFS payment system inherently encourages
volume over quality and efficiency. Indeed, rapid volume growth in the last decade is due, in
large part, to the underlying volume incentives in FFS reimbursement. New payment models,
such as the ACO program and new bundled payment initiatives, present an opportunity to correct
some of the undesirable incentives in FFS and reward providers who are doing their part to

control costs and improve quality.

Repealing the SGR provides an opportunity for Medicare to implement policies that encourage
physicians and other health professionals to move toward delivery models with better
accountability for quality and value. With this shift, we should see a greater focus on population
health and care coordination—thereby improving patient experience and aligning incentives for
beneficiaries to become more engaged with their own care management. Through the ACO
program and bundled payment approaches, Medicare is taking important steps in this direction—
embarking on new payment models that can encourage providers to work together across sectors

to maximize quality and efficiency.
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Within the ACO program, incentives for these improvements are strongest for ACOs which bear
financial risk, often called two-sided risk ACOs. These ACOs are eligible for both rewards and
penalties based on their performance on quality and spending measures. In contrast, bonus-only
ACOs are not subject to performance-based penalties. Therefore, the Commission recommends
aligning policies related to Medicare’s fee schedule with incentives for physicians and health

professionals to join or lead two-sided risk ACOs.

Specifically, the Commission recommends that physicians and health professionals who join or
lead two-sided risk ACOs should be afforded a greater opportunity for shared savings compared
to those in bonus-only ACOs and those who do not join any ACO. The greater opportunity for

shared savings would come from calculating the two-sided risk ACO’s spending benchmark

using higher-than-actual fee-schedule growth rates.

More precisely, assuming the initial reduction in fee-schedule rates outlined in our first
recommendation, the Commission recommends that the spending benchmarks for assessing the
performance of two-sided risk ACOs be calculated using a freeze in fee-schedule rates, rather
than the actual fee reductions. Under this circumstance, two-sided risk ACOs would have a
greater opportunity to produce spending that is below their benchmark, and thus be more likely

to enjoy shared-savings payments from Medicare.'

This recommendation might increase the willingness of physicians and other health professionals
to join or lead two-sided risk ACOs. In doing so, it would accelerate delivery system reform
toward models with greater accountability for health care quality and spending. As ACO models
develop and make strides in improving quality and efficiency, the volume-based FFS
environment should be made increasingly less attractive for Medicare providers. Accordingly,
the advantage offered to the two-sided risk ACOs would increase in the second and third year

that the fee-schedule reductions are in place.

1%0ne issue to examine under this policy would be to monitor the effect of differential payments for services
provided by ACO and non-ACO providers. The differential shared savings opportunities are intended to hasten
improvements in our delivery system and shift payments away from FFS. The incentives should be revisited as
enrollment increases o ensure that ACOs are having the desired effect of encouraging more organized care delivery
and lowering overall spending growth.
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Final regulations on the ACO program are not yet completed. Therefore, it is difficult to
determine the effects of this recommendation, relative to current law. Theoretically, by offering
providers a greater opportunity to share in Medicare savings, the Commission’s recommendation
could reduce total Medicare savings. However, more importantly, if more providers decided to
join two-sided risk ACOs as a result of greater shared savings opportunities in this

recommendation, total Medicare savings could increase over the long term.

Recommendation 4:

Under the 10-year update path specified in recommendation 1, the Congress should direct the
Secretary to increase the shared savings opportunity for physicians and health professionals
who join or lead two-sided risk accountable care organizations (ACOs). The Secretary should
compute spending benchmarks for these ACOs using 2011 fee-schedule rates.

The Secretary could also consider developing analogous pricing incentives in Medicare’s new
bundled payment initiatives. That is, in the context of fee-reductions, bundled pricing would assume
a rate freeze across all fee-schedule services. In testing this approach for improvements in quality
and efficiency, the Secretary could, at the same time, assess the effect that bundled payments have

on growth in the total number of episodes.

Offsetting the cost of the SGR package

The Commission describes a budget-neutral package for repealing the SGR, offsetting the cost
within the Medicare program (Appendix Table A-4). Under current law, the SGR calls for a very
large fee reduction (30 percent on January 1, 2012) and the budget score associated with
repealing the SGR has grown exponentially. Given the high cost of repealing the SGR and the

current economic environment, the Commission’s proposal must be fiscally responsible.

The list of options offered by the Commission spreads the cost of repealing the SGR across
physicians and other practitioners, as well as other providers and Medicare beneficiaries. Under
the Commission’s approach, physicians and other practitioners who provide non-primary care

services will experience a series of Medicare fee reductions, followed by a freeze in payment
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rates. Primary care physicians and other primary care practitioners would experience a freeze in
rates for the primary care services they provide, Through these reductions and freezes,
physicians and other health professionals are shouldering a large part of the cost of repealing the
SGR. The cost of repealing the SGR and replacing it with a complete freeze in fee-schedule
payment rates would be approximately $300 billion over ten years, but the Commission’s
approach would cost approximately $200 billion, with most physicians and practitioners

absorbing $100 billion in the form of lower payments than they would receive under a freeze.

To offset this $200 billion in higher Medicare spending relative to current law (which applies the
SGR fee cuts), the Congress may seek offsets inside or outside of the Medicare program.
Because MedPAC was established to advise the Congress on Medicare policies, we are offering
a set of savings options that are limited to the Medicare program. We do not necessarily
recommend that the Congress offset the repeal of the SGR entirely through Medicare. Also, we
offer this set of options with the express purpose of assisting the Congress in evaluating ways to
repeal the SGR. The steep price of this effort, and the constraint that we are under to offset it
within Medicare, compels difficult choices, including fee-schedule payment reductions and

offsets that we might not otherwise support.

The offset options listed in Appendix Table A-4 would spread the impact of the reductions
across other providers and Medicare beneficiaries. They are grouped in two categories. Those in
Tier I— about $50 billion— are MedPAC recommendations not yet enacted by the Congress.
Those in Tier [I~about $168 billion—are informed by analyses done by MedPAC, other
commissions, and government agencies. Several of the options in Tier If are designed to make
changes to Medicare payments to encourage the use of more cost effective care. The estimates of

savings are preliminary staff estimates and do not represent official scores.

The Commission has not voted on each individual item in the Tier II list, and their inclusion
should not be construed as a recommendation. Tier I does not include all of the proposals that
have been offered for reducing long-term Medicare spending—e.g., increasing the age of
eligibility, or requiring higher contributions from beneficiaries with higher-than-average

incomes, or premium support. The exclusion of such policies should not be construed as a
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statement of MedPAC’s position on these policies. Such policies raise complex issues that are

beyond the scope of Tier II offsets.

To reiterate, we offer the list of offset options to assist the Congress in its deliberations on
resolving the SGR problem. The Congress could choose different directions to offset the related

cost—for example, other spending or revenue offsets, even from outside the Medicare program.

In closing, given the urgency of the need to resolve the SGR policy, the Commission is
submitting this letter to the Congress in advance of our usual March and June publication
schedule, At a minimum our proposal underscores the exigency of the matter, the complexity of
deriving any solution, and the degree of sacrifice a resolution entails. If you have further
questions or otherwise wish to discuss this important issue, please feel free to contact me or
Mark E. Miller, MedPAC’s Executive Director.

Sincerely,

Glenn M. Hackbarth, J.D.
Chairman
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Appendix

TABLE
A-1

¥ The Congress should repeal the sustainable growth rate {SGR} system and replace it with a 10-year path of stalutory fee-schedule
updates. This path is comprised of a freaze in current payment levels for primary care and, for all other services, annual payment
raductions of 5.9 percent for thres years, followed by « freeze. The Commission is offering o list of options for the Congress o
consider # it decides 1o offset the cost of repealing the SGR system within the Medicare program.

Yos: g, Baicker, Bohroozi, B , Butler, Chernew, Dean, Gradison, Hackbarth, Holl, Kuhn, Miller, Naylor, Stuart, Uccelflo
No: Borman, Castaflanos

Commissioners’ voting on recommendations

2 The Congress should direct the Secretary to regslarly collect dutaincluding service volume and work time~to establish mere accurote
work and practice expense values. To help assess whether Medicare’s fees are adequots for efficient care delivery, the data should
be collected from a cohort of efficient practices rather than a somple of all practices. The initial round of dota collection should be
camplefed within thres yeors.

Yes: Armstrong, Baicker, Behroozi, Berenson, Borman, Butler, Castellanos, Chermew, Dean, Gradison, Hackbarth, Hall, Kuhn, Mifler,
Naylor, Stvart, Uccello

3 The Congress should direct the Secretary to identify overpriced fee-schedule services and raduce their relalive value units {(RVUs}

dingly. To fulfill this req , the Secrelary could use the data collected under the process in recommendotion 2. These
reductions should be budget neutral within the fee schedule. Starting in 2015, the Congress should specify that the RVU reductions
achiave an annual numeric goal-for each of five ive yedrs—of atleust 1.0 percent of fes-schedule spending.
Yos: g, Balcker, Beh i, B y, Butler, Castell Chernew, Daan, Gradison, Hockbarth, Hall, Kuhn, Miller; Naylor,
Stuart, Uccello

Ne: Borman

4 Under the 10year update path specified in recommeandation 1, the Congress should direct the Secretary to increase the shared savings
opportunity for physi and health professionals who join or lead twosided risk accouniuble care organizations {ACOs}. The
Secretary should compute spending benchmarks for these ACOs using 2011 faaschedula rates.

Yes: Armsirong, Baicker, Boh i, B , Butler, Castelk Dean, Gradison, Hackbarth, Hall, Kubn, Mifler, Naylor, Stuart,
Uccallo

No: Borman

Not voting: Chornew
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m Growth in spending for fee-schedule services, 2000-2010
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Spending for fee-schedule services grew from $37 billion in 2000 to $64 billion in 2010-—an
increase of 72 percent.

On a per beneficiary basis, spending grew over this period from $1,200 to $2,000—an
increase of 64 percent. This increase amounts to an average annual spending increase of §
percent per beneficiary, per year.

Medicare spending on fee-schedule services grew much more rapidly over this period than
both the payment rate updates and the Medicare Economic Index (MEI). The cumulative
increase in fee-schedule updates from 2000 to 2010 was 8 percent. The comparable
cumulative increase in the MET was 22 percent.

The growth in spending per beneficiary was due more to growth in the volume and intensity
of services provided than to fee increases. The volume of imaging, tests, and “other
procedures” (procedures other than major procedures) grew more rapidly than the volume of
major procedures and evaluation and management services.
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TABLE
Most aged Medicare beneficiaries and older privately insured
individuals have good dccess to physician care, 2007-2010
Medicare Private insurance
{age 85 or older) {age 50-64}
Survey questi “T2007 2008 2009 2010 2007 2008 2009 2010
U d delay in getting an opp

Among those who needed an appolntment in the past
12 months, “How often did you have to wolt longer
than you wanted to get a docior’s appointmeni®”

For routine care

Naver 78%*  T8%*  T7%* 75%* 7% 9% 7V1%r 72N
Sometimes 18 17 1vad 17 24* 24 22" 21
Usually 3 3* 2* 3* 4 5* 3* 4*
Always 3 2 2 2 3 2 3 3
For iliness or injury

Never 82* 84* 85~  83* 76* 7o 79 80*
Sometimes 13* 12+ 11 13+ 17 16* 7 15
Usually 3 1 2 2 3 2 2 2
Always 2 1 1 1* 3 2% 2 2*

Looking for a new primary care physician:

“In the past 12 months, have you trisd o gat o new

primary core doclor?”
Yos 9 6 & 7 10 7 8 7
Neo ¢ 93 23 93 90 B 92 3

Looking for o new specialists “In the post 12
manths, have you fried to get a new specialis”
Yos

14 14* 14> 13> 15 19 1o 15*
No 86 85 8s*  87* 84 g1+ 81* 84*
Getting a new physiciant Among those who
tried to get an appointment with a new primary care
physictan or a spacialist In the past 12 months, "How
much of a problem was it finding a primary care
doctor / spacialist who would freat you? Was #,.."
Primary care physician
No problem 70* 71 78 70" 82* 72 71 69*
Small problem 12 10 10 8 7 13 2 12
Big problem 17 18 12« 12 10 13 21 19
Specialist
No problem 85 88 88 87+ 79 83 84 8z*
Small problem 4 7 7 & 1 9 9 n
Big problem 9 4 5 5 10 7 7 [
Not accessing a doctor for medical problems:
“During the past 12 months, did you have any health
problem or condition about which you think you
should have seen a doctor or other medical parson,

but did nol?” {Percent answering "Yes"} 10 B> 7* B* 12 12 T 12

Numbers may not sum to 100 pascant bacause missing responses {Don’t know” of “Refused”) are not presenied. Overall semple sizes for each group [Medicars
and privately insured) ware 2,000 in 2007, 3,000 in 2008, and 4,000 in 2009 and 2010. Sample sizes for individual questions varied,
*Stutistically significant differenice batween the Medicare and privately insured somples In the given year a1 a 95 parcent confidence level.

Seurce: MadPAC-sponsored telephone survey canducted in 2007, 2008, 2009, and 2010.
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TABLE

Acceptance of new patients is lower among
primary care physicians, across most insurers

Accepling new pat type of i Primary care specialiies Al other specialtios

Any new patients 89.5% 97.8%

Medicare 830 952

Medicaid 55.1 68.7

Capitated private insurance 583 437

Noncapiiated private insurance 76.4 81.3

Workers' compensation 33.4 61.2

Selfpay 857 95.1

No charge 307 52.2

Note:  Results include officebased physicians with ot least 10 percent of practice revenus coming from Medicars.

Source: Centors for Dissass Controf and Frevention, Notional Center for Health Stafisiics, Nationol Ambulatory Medical Care Survey {2008},
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TABLE
Potential Medicare offset options for repealing the SGR system

Along with the recommendations included in this letter, the Commission is offering a set of
savings options for the purpose of assisting the Congress in offsetting the budgetary cost of

repealing the SGR system. The projected savings amounts are unofficial, based on MedPAC
staff estimates, and subject to change.

The options are divided into two tiers. Tier l—about $50 billion—contains proposals that
have been recommended by the Commission in previous reports or comment letters. Tier II-—
about $170 billion—contains options informed by outside (e.g., the Office of Inspector
General, Department of Health and Human Services; Congressional Budget Office options)
and MedPAC staff analysis. The Commission has not voted on or recommended the items on
the Tier I list. The exclusion of policies from this list should not be construed as a statement
of MedPAC’s position on such policies.

In the statute creating MedPAC, the Congress charges the Commission with reviewing
Medicare policies, including their relationship to access and quality of care for Medicare
beneficiaries. Therefore, all of the offset options on this list are Medicare policies; the
Congress could choose to employ other savings or revenue offsets including those from
outside of Medicare.
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TABLE
Potential Medicare offset options for repealing the SGR system
Seyear 10-year
Tier I: MedPAC work savings savings Reference
{8 in billions) | {$ in billious)
1 Copayment for home health episode 2 4 MedPAC March 2011
2 Hospital update of 1 percent for 2012 and DCI recovery 7 14 MedPAC March 2011
3 Dialysis update of 1 percent for 2012 0 1 MedPAC March 2011
4 Hospice update of 1 percent for 2012 i 2 MedPAC March 2011
5 Apply tbe com}»)em‘we bidding offset to all competition-cligible DME I 1 MedPAC June 2003
categories sterting in 2613
Apply the competitive bidding offset to the DME categories never
6 | subject to competitive bidding starting in 2013 2 7 MedPAC June 2003
7 Repeal MA quality bonus demonstration 6 6 %EIC:PA(' comment feteer,
8 | Rebase HH in 2013 and no uvpdate in 2012 5 10 MedPAC March 2011
9 | No IRF update in 2012 0 ! MedPAC March 2011
10 | No LTCH update for 2012 0 )] MedPAC March 2011
11 | Raise the compliance threshold for IRFs to 75 percent I 3 %%%PA(’ comment letter,
12 | ASC update of 0.5 percent for 2012 and report on cost and quality 0.1 0.1 MedPAC March 2011
13| Program integrity: prior authorization for imaging by outlier physicians 0 0.1 MedPAC June 2011
Subtotal, MedPAC work 25 50
5-year 10-year
Tier I1: Other Medicare savings savings Reference
($ in billions) | (8 in biltions)
14 | Part D LIS cost-sharing policy to ge sut 6 17 Staff
15 | Apply an excise tax to medigap plans {5 percent) 5 12 CBO: Budget Options 2008
16 | Program integrity: pre-payment review of power wheelchairs 0.1 0.2 PB 2012, HHS OIG
17 | Require f2 to provide Medicaid-level rebates for dual eligibles 25 75 CBO: Budget Options 2011
18 | Bundled payment for hospital and physician during the ad ¢ 1 CBO: Budget Options 2008
19 Pay E&M visits in hospital ient dep: at pl fee s 10 Staff
schedule rates
20 | Reduce payments by 10 percent for clinical fab services 4 10 Staff’
21 { Risk-adj validation audits in the MA program 2 3 PB 2012
22 | Bring employer group plan bids closer to other MA plan bids 0 1 Staff
23 | ‘Hold the trust funds harmless for MA advance capitation payments 2 3 HHS 0IG
24 Restore the Secretary's authority 1o apply a least costly alternative policy [ 1 Staff
25 Additif)nal reductions lh{ough competitive hidding or fee schedule 3 5 HHS 0IG
reductions to payments for home oxygen
26 | Rebase payments to SNFs 10 23 Staff
27 | Apply issions policy to SNFs, HH, LTCHs, and IRFs 1 4 Staff
23 Targe\eq 3 percent rc;du;\ion for hospice care _provided in r{ursing homes 0.5 1 HHS 0IG
for hospices with a significant volume of nursing home patients
29 | Program integrity: validate physician orders for high-cost services ¢ 2 PB 2012
Subtotal, Other Medicare 64 168
Total, Tier Land Tier I 89 219
Note: ASC {ambulatory surgical centers}, CBO {Congressional Budget Office}, DG jon and coding imp: ), DME {durable medical equipment),

E&M (evaluation and management), HH {home health), HHS {Department of Health and Human Services), IRF (inpatient rehabilitation facilities), LTCH {long-term
care hospitals), LIS {fow-income subsidy), MA {Medicare Advantage),0'G (Office of inspector General), PB {provider buletin), SNF (skilled nursing facility). The
Commission is offering a set of savings options for the purpose of assisting the Congress in offsetting the budgetary cost of repealing the SGR. The projected
savings amounts are unofficial, based on MedPAC staff estimates, and subject to change,
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Testimony of Kavita K. Patel MD, MS
Fellow and Managing Director

The Engelberg Center for Health Care Reform at the Brookings Institution

May 14,2013

Chairman Baucus, Ranking Member Hatch and members of the Committee, thank
you for this opportunity to highlight ways to advance physician payment reforms in
Medicare. The Medicare program retains a strong commitment to provide care to
approximately 50 million beneficiaries across the country; a key partner in the
provision of this care are the 900,000 healthcare providers who see beneficiaries in
medical offices, hospitals, skilled nursing facilities and other settings.! Each day,
providers work hard to deliver the best care for their patients yet our current
payment system falls short time and time again, with financing mechanisms that
perpetuate fragmented care and volume over coordination and value. Fortunately,
there are better ways to pay physicians that can enable them to improve care,
enhance the patient experience and potentially achieve greater savings for the
Medicare system overall. 1am honored to present some solutions from my work at
the Engelberg Center for Health Care Reform at the Brookings Institution and our
Merkin Initiative on Clinical Leadership, as a Commissioner on the National
Commission on Physician Payment Reform and perhaps most importantly, as a

practicing internal medicine physician.?

! Report to the Congress: Medicare Payment Policy. Medicare Payment Advisory Commission.
http://www.medpac.gov/docume Marl2 EntireReport.pdf

2 Frist W, Schroeder S, et al. Report of The National Commission on Physician Payment Reform. The
National Commission on Physician Payment Reform. http;//physicianpaymentcommission,org/wp-
content/uploads/2013/03/physician_payment_report.pdf
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Current Payment Policies in Medicare

Currently, Medicare pays physicians primarily by a fee-for-service (FFS) schedule
that is informed by relative value units (RVUs). Relative value units are determined
from the Resource Based Relative Value Scale (RBRVS) which defines the value of a
service through a calculation of physician work, practice expense and practice
liability.* A relative value unit is assigned to every medical service that physicians
carry out during a clinical visit.> The RVU is then adjusted by geographic region (so
a procedure performed in Miami, Florida is worth more than a procedure performed
in Salem, Oregon). This value is then multiplied by a fixed conversion factor, which
changes annually, to determine the amount of payment to the physician, As the
number of billable service codes have grown over time, an extensive regulatory

process was enacted to develop RVU weights and update them year over year.

Over time, the RVU updating system has placed an increasing importance, evidenced
by RVU weights, on procedures, scans, and other technical services that fix certain
ailments or problems. Emphasis on technologies and interventions have resulted in
a marked disparity between reimbursement for specialties which emphasize
procedures such as cardiology and gastroenterology and those that do not such as
primary care, endocrinology or infectious diseases, thus exacerbating shortages and

the hierarchical culture within medicine.

The 1997 Balanced Budget Act exacerbated the problem with the intreduction of the
sustainable growth rate or SGR. The SGR was intended to keep the growth in

* The RBRVS has three components. Physician work accounts for the time, skill, physical effort,
mental judgment and stress involved in providing a service and is approximately 48 percent of the
relative value unit. Practice expense refers to the direct costs incurred by the physician and includes
the cost of maintaining an office, staff and supplies and accounts for 48 percent. Professional liability
insurance takes into account the malpractice insurance essential for maintaining a practice and is 4
percent of the calcu]atmn Overvtew of the RBRVS Amencan Medical Assocxanon ttp: [(www ama-

n;urange[medjca:e/the resource-based-relative-value- scale/overvmwmt rbrvs.page

5 The Centers for Medicare and Medicaid Services (CMS) uses Current Procedural Terminology (CPT)
codes to determine services that it will reimburse for Medicare enrollees and each CPT code has an
assigned relative value unit.
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Medicare physician-related spending per beneficiary in line with growth in the
nation’s gross domestic product (GDP). In the early years of the SGR, this worked
fine, as spending growth was lower than the calculated GDP target and payment
rates for physician services increased. But starting with the recession in 2002,
spending growth per beneficiary began to exceed GDP growth. In 2002, payment

rates were reduced accordingly, by 4.8 percent.

Every year since then, the scheduled SGR payment rate reductions have not taken
full effect. Instead, because of concerns about access to care and the sufficiency of
payments, Congress has headed off the full payment reductions on a short-term
basis. Typically, this has involved offsetting at least some of the budgetary costs with
payment reductions affecting other Medicare providers. As Figure 1 illustrates,
actual updates as well as the SGR formula update still grow at rates far below input
costs (MEI) and payment rates for other providers, thus exacerbating systemic

flaws. In short, our system is broken.

Figure 1: Percent (%) Change of Payment Update Under e  Actual Update
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SOURCE: CMS Office of the Actuary
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Payment Reforms in the Affordable Care Act

The Affordable Care Act included over 100 policy changes in Medicare provider
payments, many of which are currently being phased into the current delivery
system and affect physicians directly. ¢ These reforms include Medicare
Accountable Care Organizations (ACOs), Value-based payment modifiers, the
Bundled Payments for Care Improvement initiative as well a number of broader
efforts for statewide level innovation, multipayer efforts to promote primary care
and alignment of payments for Medicare-Medicaid beneficiaries (dual eligibles).
These reforms are incredibly effective at encouraging providers to delivery high-
quality, coordinated care at a lower cost and enable Medicare to pay for value. As
Jonathan Blum, Acting Deputy Administrator and Director of the Center for
Medicare recently pointed out in his testimony before this committee, “the Medicare
program has been transformed from a passive payer of services into an active
purchaser of high-quality, affordable care.” 7 While these reforms will offer a great
deal of insight into how we can improve Medicare physician payment through
authorities granted in the Patient Protection and Affordable Care Act, they are still
largely based on a fee-for-service payment system. We must acknowledge the
limitations in implementing payment reforms in the face of a dominant fee-for-
service system. One early large-scale Medicare pilot implemented in oncology in
2006 serves as a good example: in conjunction with reductions in Part B drug
payments, oncologists received an additional payment to report on whether the
chemotherapy care provided by them adhered to certain evidence-based guidelines.
This promoted comparisons to the published guidelines and also supported the

development of evidence on how widely published guidelines were being followed

% policy Options to Sustain Medicare for the Future. January 2013. Kaiser Family Foundation,

http:/ /kaiserfamilvfoundation. files. wordpress.com/2013/02/8402.pdf

7 Statement of jonathan Blum on Delivery System Reform: Progress Report from CMS Before the Senate
Finance Committee. 28 February 2013. Full transcript available at:

hitp://www .finance.senate.gov/imo/media/doc/CMS%20Delivery%20System%20Reform%20Testi

mony%202.28.13%20(1.%20Blum}.pdf
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in practice. 8 However this pilot did not make any changes in the underlying
structure of fee-for-service payments and did not explicitly tie payments to
measured improvements in performance, resulting in limited feasibility and
adoption, In order to move away from our current system and build on the promise
of ongoing efforts we must remove the SGR as a constant impediment to true

systemic change.

Recommendations of the National Commission on Physician Payment Reform

In an effort to explore new ways that to pay for care that can yield better results for
both payers and patients, the Society of General Internal Medicine convened the
National Commission on Physician Payment Reform in 2012. Our commission,
composed of a broad range of leadership and expertise spanning the public and
private sectors, adopted twelve specific recommendations for reforming physician
payment:

1. The SGR adjustment should be eliminated

2. The transition to an approach based on quality and value should start with
the testing of new models of care over a 5-year time period and
incorporating them into increasing numbers of practices, with the goal of
broad adoption by the end of the decade.

3. Cost-savings should come from within the Medicare program as a whole.
Medicare should where possible, avoid cutting just physician payments to
offset the cost of SGR repeal, but should also look for savings from reductions
in inappropriate utilization of Medicare services.

4. The Relative Value Scale Update Committee (RUC) should continue to make
changes to become more representative of the medical profession as a whole
and to make its decision-making more transparent. CMS has a statutory

responsibility to ensure that the relative values it adopts are accurate and

8 Doherty |, Tanamor M, Feigert ], et al: Oncologists' Experience in Reporting Cancer Staging and
Guideline Adherence: Lessons from the 2006 Medicare Oncology Demonstration. | Oncol Pract. 6(2):
56-59.2010.
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appropriate, and therefore it should develop alternative open, evidence-
based, and expert processes beyond the recommendations of the RUC to
validate the data and methods it uses to establish and update relative values.
For both Medicare and private insurers, annual updates should be increased
for evaluation and management codes, which are currently undervalued, and
updates for procedural diagnosis codes, which are generally overvalued and
thus create incentives for overuse, should be frozen for a period of three
years. During this time period, efforts should continue to improve the
accuracy of relative values, which may result in some increases as well as
some decreases in payments for specific services.

Fee-for-service contracts should always include a component of quality or
outcome-based performance reimbursement.

Higher payment for facility-based services that can be performed in a lower
cost setting should be eliminated. Additienally, the payment mechanism for
physicians should be transparent, and should reimburse physicians roughly
equally for equivalent services.

In practices having fewer than five providers, changes in fee-for-service
reimbursement should encourage methods for the practices to form virtual
relationships and thereby share resources to achieve higher quality care.
Over time, payers should largely eliminate stand-alone fee-for-service
payment to physicians because of its inherent inefficiencies and problematic

financial incentives.

10. Because fee-for-service will remain an important mode of payment into the

future even as the nation shifts to fixed-payment models, future models of
physician payment should include appropriate elements of each. Thus, it will
be necessary to continue recalibrating fee-for-service payments, even as the

nation migrates away from that method of paying physicians,

11. As the nation moves from a fee-for-service system to one that pays

physicians through fixed payments, initial payment reforms should focus on

areas where significant potential exists for cost savings and higher quality.
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12. Measures should be put into place to safeguard access to high quality care,
assess the adequacy of risk-adjustment indicators, and promote strong

physician commitment to patients.

Moving Beyond the SGR

Eliminating the SGR is a principal recommendation of many expert reports,
including our Commission’s Report, MEDPAC, The Brookings Institution, Simpson-
Bowles and the Bipartisan Policy Center, but the question remains, repeal and
replace with what? 91011 As stated above we (and other clinical groups and
societies) recommend a five year transition to newer models of payment which
move away from FFS as the dominant payer. But the devil is in the details, and
proposals to move towards new models over a period of time leaves policymakers
and physicians wondering what their practices will look like next month, next year
and beyond. In moving from principle to practice, it is also important to
acknowledge that while there will be no one payment model that applies to all
physicians, payment models must be relevant to primary care physicians and
specialists alike. Additionally, given the growing complexity of caring for Medicare
beneficiaries, payment models should encourage collaborations between specialists
and primary care physicians rather than focus on a model that is suited for one

clinical specialty alone.

 Antos ], Baicker K, McClellan M, et al. Bending the Curve: Person-Centered Health Care Reform. April 2013,
Full report here: http://www.brookings.edu/research/reports/2013/04/person-centered-health-care-reform

10 Bowles E, Simpson A, et al. A Bipartisan Path Forward to Securing America’s Future. Moment of Truth Project.
April 2013, Full report available here:
htty: jector

i1 Daschle T, Domenici P, Frist W, Rivlin A, et al, 4 Bipartisan Rx for Patient-Centered Care and System-Wide Cost
Containment. Bipartisan Policy Center. April 2013, Full report available here:
= : o .

L/biparti i i Y o Y rLPRE
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Short-Term Steps in Advancing Payment Reforms

To facilitate providers’ transition to alternatives to fee-for-service payments, CMS
should harmonize current payment adjustments and quality improvement
initiatives and apply those funds towards a care coordination payment which could
give physicians more support for broader long-term reform pathways. Medicare has
implemented quality reporting systems and payment adjustments for physicians,
hospitals, and other providers. But these payments are generally administered as
either a flat percentage or adjuster to all FFS payments. In contrast, shifting some
existing FFS payments into a care coordination payment would give providers -
more support in moving toward condition-based, episodic payments, or global
payments that allow for management of a population of payments that would

otherwise be impossible in the current payment setting.

Table One highlights current efforts within the Medicare to increase value in care;
each initiative is important but in isolation results in marginal financial gains and at
times and each of these initiatives is limited in scope. For example, quality
measures for the Physician Quality Reporting System (PQRS) have flexible annual
submission options, with qualification through registries, electronic health records
etc. However, the program has suffered from criticism that measures are not as
relevant to specialists. And at best, providers will gain approximately an average of
$1059 for participation per year, which some might say is not worth the effort, even
in a penalty phase of the program, With the passage of the American Taxpayer Relief
Act of 2013, a mechanism will be in place by 2014 for specialty specific efforts to
satisfy CMS’ reporting requirements for PQRS, which will encourage higher
specialist participation in quality improvement efforts and help align clinician-
developed quality measures with CMS’ mandate to examine quality of patient care.
Applying these measures to help physicians understand how registries can not only
benefit their patients but lead to better predictability in a changing payment
landscape will facilitate entry into pathways of reform.
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Meaningful use measures are also quite detailed with important process metrics but
physicians will likely also “perform to the measure” and may have difficulty going
beyond unless there are linkages to payment reform. This is reflective of the
sentiment that many providers express that they are constantly being asked to
measure and perform, all while trying to see just as many patients in a day of work
with little to no reward for doing less or changing workflows in order to reduce
inappropriate utilization of resources. For example, proposed Stage 2 meaningful
use measures include 17 core measures and six additional menu objectives from
which a physician would choose at least three. This adds up to a total of 20 distinct
actions that often involve all office staff. Rather than adding to these measures, CMS
sho