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MEDICARE PHYSICIAN PAYMENT: HOW
TO BUILD A PAYMENT SYSTEM THAT
PROVIDES QUALITY, EFFICIENT CARE
FOR MEDICARE BENEFICIARIES

TUESDAY, JULY 25, 2006

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in Room
2125 of the Rayburn House Office Building, Hon. Nathan Deal
(Chairman) presiding.

Members present: Representatives Bilirakis, Norwood, Shadegg,
Pickering, Pitts, Ferguson, Rogers, Myrick, Burgess, Barton (ex officio),
Towns, Pallone, Eshoo, Green, Capps, Allen, Dingell (ex officio), and
Deal.

Staff Present: Melissa Bartlett, Counsel; Ryan Long, Counsel,;
Brandon Clark, Policy Coordinator; Chad Grant, Legislative Clerk;
Bridgett Taylor, Minority Professional Staff Member, Amy Hall,
Minority Professional Staff Member; and Jessica McNiece, Minority
Research Assistant.

MR. DEAL. Good morning. We will call the committee to order.
Today we will have a hearing entitled “Medicare Physician Payment:
How to Build a Payment System that Provides Quality, Efficient Care for
Medicare Beneficiaries.” I am pleased to say that we will be hearing
from three panels of witnesses over a two-day period.

Today’s session will focus on the Medicare physician payment
system, and we will hear from witnesses from the Congressional Budget
Office, the Government Accountability Office, the Medicare Payment
Advisory Commission, and the Commonwealth Fund.

The second session will begin on Thursday morning and will focus
on quality measurement activities and the concept of pay-for-
performance in physician payment. This hearing is intended to provide a
forum for committee members to consider the current physician payment
system, options for fixing or replacing the payment system, while
constraining the continued growth in physician spending, and the costs
associated with these options.
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This hearing will also provide committee members an opportunity to
hear CMS and physician representatives highlight their collaborative
work on quality measurement and development in an effort to build a
new payment system that pays physicians based on the quality and
appropriateness of the care they provide.

As my colleagues are no doubt aware, this committee is the
committee of primary jurisdiction on the issue of Medicare physician
payment, and without question, this issue is one of the most important
and daunting legislative tasks we will undertake. As always, I am
looking forward to having a cooperative and productive conversation on
this topic today, and to working with my colleagues on both sides of the
aisle to come up with effective solutions to the problems addressed at
this hearing. Again, I would like to thank all of our witnesses for
participating today. We look forward to hearing from you and we have
reviewed your testimony already.

At this time, I would like to ask for unanimous consent that all
members be allowed to submit statements and questions for the record.
Without objection, it is so ordered.

[The prepared statement of Hon. Nathan Deal follows:]

PREPARED STATEMENT OF THE HON. NATHAN DEAL, CHAIRMAN, SUBCOMMITTEE ON
HEALTH

»  The Committee will come to order, and the Chair recognizes himself for an opening
statement.

» Today’s hearing is entitled “Medicare Physician Payment: How to Build a Payment
System that Provides Quality, Efficient Care for Medicare Beneficiaries” and I am
proud to say that we will be hearing from three expert panels of witnesses over a
two day period.

»  appearing before us this morning that will help us examine the concerns raised by
MedPAC, CMS, and others regarding the rapid growth of the use of imaging
services in Medicare.

» Today’s hearing will also provide a forum for witnesses to provide suggestions for
how to determine what is proper versus improper growth of services, and how to
best control for overutilization or misuse of services.

»  Over the past few years, there has been rapid growth in the volume of imaging
services paid under Medicare fee-for-service.

» MedPAC has found that Medicare spending for imaging services paid under the
physician fee schedule nearly doubled between 1999 and 2004, from $5.4 billion
per year to $10.9 billion per year.

» In addition, the volume of imaging services has grown at almost twice the rate of all
other physician services.

»  Clearly, this level of growth is unsustainable.

»  Some growth in use of imaging services is argued to be attributable to technological
innovations that allow physicians to better diagnose disease. However, many
observers argue that such growth may reflect overuse or misuse of imaging
services.

» MedPAC has determined that spending for MRI, CT, and nuclear medicine has
grown faster than for other imaging services.



»  Accordingly, MedPAC has identified some factors that may contribute to the rapid

growth in volume and intensity of imaging services, including:

1. The possible misalignment of fee schedule payment rates and costs

2. Physicians’ interest in supplementing their professional fees with revenues from
ancillary services

3. Patients’ desire to receive diagnostic tests in more convenient settings.

» In its March 2005 report to Congress, MedPAC recommended that Congress direct
the Secretary to set standards for physicians interpreting or performing diagnostic
imaging services.

»  This is a recommendation I hope my colleagues on this subcommittee will carefully
consider as we start to look at possible solutions to this problem.

» As my colleagues are no doubt aware, the Deficit Reduction Act of 2005 (DRA),
included a provision that caps reimbursement for the technical component for
imaging services performed in a physician’s office at the hospital outpatient
payment rate.

» Imaging services paid under the physician fee schedule involve two parts, a
technical component and a professional component. The technical component of
the payment covers the cost of the equipment, supplies, and non-physician staff.

» The DRA provision capping the technical component of physician payment for
imaging services was intended to move toward payment neutrality across sites of
service delivery.

»  This provision takes effect January 1, 2007, and will save the Medicare program
almost $3 billion over 5 years.

»  Of course, many physician groups and industry stakeholders are pushing for a delay
in the effective date of this provision.

» However, it is important to remember that these savings were a major financial
component in preventing physicians from taking the 4.4% reduction in fee schedule
payments that was scheduled to be implemented under the SGR formula for 2006.

»  Unfortunately, few groups are offering legitimate offsets in order to pay for this
requested delay in implementation.

» It kinda reminds me of the lyrics of an old Bobbie Gentry song, “Everybody wants
to go to Heaven...but nobody wants to die.”

» I am looking forward to having a cooperative and productive conversation on this
topic today and to working with my colleagues on both sides of the aisle to come up
with effective solutions to the problems addressed at today’s hearing.

»  Again, I would like to thank all of our witnesses for participating today, and we
look forward to hearing your testimony.

> At this time, I would also like to ask for Unanimous Consent that all Members be
allowed to submit statements and questions for the record.

» I now recognize the Ranking Member of the Subcommittee, Mr. Brown from Ohio,
for five minutes for his opening statement.

MR. DEAL. I am now pleased to recognize Mr. Pallone, who is our
stand-in as the Ranking Member today, for 5 minutes for his opening
statement.

Mr. Pallone.

MR. PALLONE. Thank you, Mr. Chairman, and let me begin by also
thanking our witnesses today, and I appreciate your attendance. I know
we are looking forward to hearing from you.

Mr. Chairman, since Medicare’s inception, Congress and various
administrations have struggled to determine a fair and appropriate way to
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pay physicians for the services they provide, and in spite of these efforts,
it is very clear that we are still very far from achieving that goal, and I
have to admit I am still baffled by the fact that after 40 years, we still
have not found a fair way to pay physicians for the actual costs.

Under the current system, physician payments continue to decline as
costs skyrocket, and it creates an unsustainable situation that ultimately
undermines what lies at the heart of Medicare, a program that ensures
our Nation’s seniors have access to affordable and quality healthcare.

Since 2002 when the problems with the current system first started to
appear, this subcommittee has held hearing after hearing on the need to
reform the current payment system. By now, I doubt that there are few,
if any, members who aren’t painfully aware of the problems that we face.
And yet, there have been very few signs of progress in terms of enacting
a permanent solution.

And year after year, the Republican majority has successfully
avoided the issue by passing temporary payment increases. As we all
know, these Band-Aid measures have actually made things worse,
increasing the cuts physicians will face in future years under the current
program, as well as the cost of any permanent solution that Congress
eventually agrees upon.

Moreover, the Majority has managed to squander any extra time we
bought with these quick fixes, and let us be clear, here we are in the last
week before Congress recesses for the month of August. That leaves a
handful of legislative days in the month of September and a lame duck
session to enact a permanent solution, which we all know is unlikely.

We shouldn’t make any mistake about it. The groundwork has
already been laid for yet another stopgap measure to be enacted in the
final days of the 109™ Congress, probably in the lame duck, and of
course, | am going to support such a measure, Mr. Chairman, simply
because we can’t afford not to pay our doctors.

However, we must begin to make progress on a permanent reform.
And what is the biggest roadblock we face? Without a doubt, it is the
overwhelming cost that is associated with overhauling the current
payment system. Simply by freezing physician payments at their current
level, instead of allowing the 4.6 percent cut scheduled for next year to
take place, would increase net spending for Medicare in 2007 by $1.1
billion and $11 billion through 2011. Repealing the sustainable growth
rate, the SGR, altogether would even be more expensive. Dr. McClellan
of CMS previously testified such a proposal could amount to
approximately $180 billion over 10 years, and CBO placed the cost
around $218 billion.

Now, I highly doubt that any of my Republican friends have the
appetite to support something so costly, and of course I always criticize
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them because they have no problem enacting policies that drain our
Treasury with tax cuts primarily for the wealthy, but I still think given all
that, given the deficit, it is unlikely they are going to want to support this
kind of a costly fix.

I would be remiss if I didn’t highlight the fact that under the current
system, which again the President and the Majority put together,
Medicare spends 11 percent more for beneficiaries in Medicare
Advantage Plans than for people in fee-for-service. When physicians
come to Congress to ask why Medicare is paying them below costs and
cutting their reimbursements, we should also be asking why Medicare is
paying HMOs their full costs plus a bonus of 11 percent.

Now, Mr. Chairman, the other problem we face is that there doesn’t
seem to be any consensus on how to fix the current system. Do we keep
the SGR in place with modifications? Should we strip it out altogether?
And if so, what do we replace it with? And of course, most eyes have
turned to a value-based purchasing system, which will be talked about
more, | think, on Thursday’s hearing. But I like the idea of paying
physicians for providing quality and efficient healthcare, but like many
physician groups, | have concerns about how we can move to such a
system in a fair and timely manner.

Calls to move to such a system by January 2007 are unrealistic, and I
think will place beneficiaries in harm’s way, and I also have very serious
concerns about how such a system would operate. Particularly, I remain
unsatisfied about how we guard against doctors cherry-picking healthier
patients simply to get better payments.

And again, Mr. Chairman, [ know this isn’t easy, and I do appreciate
the fact that we are having this hearing today and Thursday. I hope that
these 2 days will not simply be a forum to rehash what we have already
heard before, but to provide the committee members, physicians, and
beneficiaries with some hopeful solutions for the problems we face with
the current payment system.

And I did want to mention that I support a bill that Congressman
Stark has introduced, H.R. 4520, the Medicare Physician Payment
Reform Act, which was introduced, I guess, last December. I think that
would be something that we should certainly look at as a way to try to
deal with this problem. But there are obviously other ways, and that is
what we are here for today.

So, thank you again.

MR. DEAL. Thank you. Dr. Norwood, you are recognized for an
opening statement.

MR. NORWOOD. Thank you very much, Mr. Chairman, for this
hearing, and of course, as always, we thank the witnesses for taking their
time. This should be a very interesting 2 days.



6

As a medical professional and as a Member of Congress, and a 65
year old American as of this week, I have a great interest in, indeed a
duty, to see that Medicare beneficiaries maintain access to their doctor.
Now, I would choose not to take Medicare, Mr. Chairman, but you
know, you won’t let me out. I have got to take it, so if | have got to take
it, I would like for us to see that it is maintained.

I simply don’t believe that we are going to be able to maintain this
program if we continue to use the SGR formula, and don’t start paying
our providers a fair wage. I know that repealing SGR will be extremely
costly, but in my view, the dangers we face in healthcare are much
greater if we don’t. Doctors in Medicare face a 4.6 percent cut next year.

I have worked very hard with my good friend Dr. Burgess on H.R.
5866. It replaces the SGR, and makes several important updates to
Medicare. Dr. Burgess, I really thank you and your staff for all of your
good work, and I was delighted to be able to assist in any small way.

As much as I have tried to get this committee to see the potential
shortcomings of pay-for-performance plans, I know it is coming up
again. You don’t have to tell me the fee-for-service model has its
problems. I know it does.

But I have not been able to get one person, to my satisfaction, to
define what pay-for-performance would look like, how it would work
across Medicare, or how much it actually might cost. It may improve
outcomes in some test cases, but when government bureaucrats, not
patients and doctors, start defining good medicine, it makes me
automatically very suspicious.

How would you feel if you were expected to provide harder to
provide expanded services while taking more patients as the Baby
Boomers retire? A bunch of non-physician government clerks, and
believe me, they are out there and they are at work, tell you how to do
your job, and this is going to be even more so in the future. We are
going to cut your paychecks, even though we pay no more than costs
today, because some folks, who have never had any experience in
medicine determine you aren’t efficient enough. I wonder if anybody in
the world would put up with that mess in their business in any other thing
in the world but healthcare. I know I wouldn’t.

Doctors are not machines. Work faster, do fewer tests, God forbid
you use your imaging machine too much. You might diagnose
something that we have to pay for. Spend less on physical exams.
Doctors need to know how the payments will be updated, and Congress
is going to address the larger issue. I know Dr. Burgess is with me. We
are willing to roll up our sleeves, and do what it takes to get this done.
Maybe Mr. Pallone will be with us, too.
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I look forward to working with members on both sides of the aisle on
this very important issue. Mr. Chairman, thank you again very much for
having these hearings.

MR. DEAL. I thank the gentleman. Ms. Eshoo is recognized for an
opening statement.

MS. ESHOO. Thank you, Mr. Chairman. This is an important
hearing, and welcome to the important witnesses that are here today.

This committee has held a number of hearings examining the
Medicare physician payment system over the last several years. Many of
us have been calling for reforms for even longer, and there are a number
of bills in Congress, and proposals from groups in our communities and
our States that seek to do this.

In my view, there are two major reforms that should be made to the
physician fee schedule. One, we should eliminate the sustainable growth
rate, the SGR payment formula, and replace it with the Medicare
Economic Index, the MEIL. And two, we should update the Medicare
geographic payment locality. I think we are fully cognizant that serious
reforms to the SGR are necessary, and I think they need to be taken care
of before Congress adjourns this year.

The SGR is inappropriately tied to a non-medical index, the GDP,
which has resulted in proposed physician payment cuts of more than 4
percent each year since 2003. And Congress scrambles toward the end
of the year, and throws something into some big bill. I think that we
need to do it in a much more thoughtful way, so that it is thoughtful, so
that it makes sense. We just keep revisiting this in kind of a haphazard
way, to kind of quiet the many voices that are directed at us.

The MEI is an index which is based on actual medical practice costs,
and it would be used to reimburse all other providers in the Medicare
program, including hospitals and nursing homes. MedPAC and many
State medical associations are supportive of a proposal to eliminate the
SGR payment formula and adopt the MEI for physician payments.

Another issue of considerable concern to me is the geographic
payment locality. Let me just use some examples. In Chairman Deal’s
district, Pickens County physicians are underpaid by 12 percent. In
Chairman Barton’s district, Ellis County physicians are underpaid by 7.5
percent. In Ranking Member Dingell’s district, physicians in Monroe
and Livingston Counties are underpaid by 4 percent, and in my
Congressional district, in the Santa Cruz County portion, physicians are
underpaid by 10.2 percent. It is driving doctors right out of Medicare,
and the people that we represent are the ones that are left holding the
bag. They have to travel long distances in order to get the care that they
deserve.



To the gentleman from Georgia, who said that he is in Medicare, and
he can’t get out of it, if you pay for it out of your own pocket, you don’t
have to submit your claims to Medicare, and neither does anyone else.
The fact of the matter is it is a system that I think we have a
responsibility to make sure it works, and it is not. So, while it is not a
national problem, it is a huge problem for the affected areas.

So, I hope that members of the committee will seriously consider the
proposals that are out there, and make the changes that really need to be
made. And I think the two hearings, Mr. Chairman, that you are having
are going to underscore and highlight the changes that need to be made,
and that we address them before the 109™ Congress adjourns.

Thank you.

[The prepared statement of Hon. Anna Eshoo follows:]

PREPARED STATEMENT OF THE HON. ANNA ESHOO, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF CALIFORNIA

Mr. Chairman, this Committee has held a number of hearings examining the
Medicare physician payment system over the last several years.

Many of my colleagues and I have been calling for reforms for even longer, and
there are a number of bills in the Congress and proposals from groups in our communities
that seek to do this.

In my view, there are two major reforms that must be made to the physician fee
schedule:

1. eliminate the sustainable growth rate (SGR) payment formula and replace it

with the Medicare Economic Index (MEI), and

2. update the Medicare Geographic Payment Locality.

I think we’re fully cognizant that serious reforms to the SGR are necessary, and
they’re necessary now.

The SGR is inappropriately tied to a non-medical index, the Gross Domestic Product
(GDP), which has resulted in proposed physician payment cuts of more than 4% each
year since 2003.

The MEI is an index which is based on actual medical practice costs and is used to
reimburse all other providers in the Medicare program (including hospitals and nursing
homes).

MedPAC and many state Medical Associations are supportive of a proposal to
eliminate the SGR payment formula and adopt the MEI for physician payments.

Another issue of considerable concern to me is the Geographic Payment Locality.
Despite major demographic changes across the country since 1966, the Geographic
Payment Locality hasn’t been updated in any meaningful way. The result is that
physicians in 32 states and 174 counties are inaccurately underpaid by up to 14% per
year.

For example, in Chairman Deal’s District, Pickens County physicians are underpaid
by 12%.

In Chairman Barton’s District, Ellis County physicians are underpaid by 7.5%.

In Ranking Member Dingell’s District, physicians in Monroe and Livingston
Counties are underpaid by 5.4%.

And in my District, Santa Cruz County physicians are underpaid by 10.2%. As of
June 1% of this year, physicians in Santa Cruz County are no longer accepting new
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Medicare patients. This means that patients in Santa Cruz must travel nearly 25 miles to
neighboring Santa Clara County to receive care, if they can find a doctor who will accept
new Medicare patients.

Although this is not a national problem, it’s a huge problem for the affected
localities. The California Congressional Delegation has proposed to update the payment
localities and help these recently urbanized counties while holding the rural counties
harmless from cuts. I urge you, Mr. Chairman and Members of this Committee to
seriously consider this proposal and include it in any SGR fix, as well as a commitment
to reform the Medicare Physician Payment system before the 109™ Congress adjourns.

MR. DEAL. I thank the gentlelady. Dr. Burgess is recognized for an
opening statement.

MR. BURGESS. Thank you, Mr. Chairman, and like everyone else, |
want to thank you for holding this hearing. I look forward, in a couple of
day’s time, I guess this morning, we have four economists telling us how
doctors should be paid, and on Thursday, we have got seven doctors
telling us how to pay economists. And I think that is a good balance that
we always ought to strive for on this committee.

Well, I am a healthcare professional. I do understand how crucial
Medicare payments are to the future of healthcare. When in the practice
of medicine, I can well remember the financial strain when the cost of
providing Medicare services doubled relative to that which I was being
reimbursed. I appreciate the witnesses taking time to share their views
with us, and look forward to their testimony.

I do feel strongly that the current system needs reform, and to that
end, I recently introduced H.R. 5866, legislation introduced with
Congressman Norwood, along with Congressman Boustany and
Congressman Weldon, that creates a framework to fix this problem. The
Medicare Physician Payment Reform and Quality Improvement Act of
2006 has four main goals: to ensure that physicians receive full and fair
payment for their services rendered; to create quality performance
measures that allow patients to be informed consumers when choosing
their Medicare provider; to improve quality improvement organization
accountability and flexibility; and finally, to find reasonable methods of
paying for these benefits.

Current law calculates an annual update for physician services based
on the sustainable growth rate, as well as the Medicare economic index,
and an adjustment to bring the MEI update in line with the SGR target.
When expenditures exceed the SGR target, the update for a future year is
reduced. If expenditures fall short, the update for a future year is
increased. This is an economic incentive for physicians to limit
healthcare spending, in other words, to ration healthcare in the treatment.

Unfortunately, this system doesn’t work. Healthcare spending
continues to grow, and physicians exceed their target expenditures every
year. Subsequently, Medicare reimburses them less and less. This bill
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ends application of the SGR on January 1, 2007. Instead, we propose
using a single conversion factor for Medicare reimbursement, the MEI
index. This eliminates the negative feedback loop that constantly creates
a deficit in healthcare funding, and introduces a market sensitive system.
For 2007, the MEI forecasts that the input prices for physician services
will increase by approximately 2.8 percent. We have already heard
testimony that that creates a 10 year budgetary charge of $218 billion,
according to CBO. In order to accommodate the high cost, we propose
Medicare-reimbursed physicians at an MEI minus 1 percent for this bill.

Regarding quality measures, the AMA and other physician
organizations have been working to create a relevant evaluation system
for outpatient care. This is a good thing. This bill does not attempt to
reinvent the wheel. Those provisions establishing quality performance
measures are designed to build on work undertaken by the AMA, by the
specialty organizations, and by other groups. Each physician specialty
organization will create their own quality measures applicable to core
clinical services which they will submit to a consensus-building
organization. Taken as a whole, these measures should provide a
balanced overview of the performance of each physician.

To offset the cost of these changes, we are looking at multiple
options.  Redirecting the stabilization fund from the Medicare
Modernization Act provides approximately $10 billion. Also, Medicare
currently pays for indirect costs of medical education, but pays for them
twice: directly, by inflating payments to Medicare Advantage Plans it
pays directly; and by inflating payments to Medicare Advantage Plans.
By paying only directly, we can find additional savings.

This bill, and its pay-fors, is just a start. We are trying to develop a
product that will ultimately be satisfactory to all stakeholders, and we
welcome the input from those that are interested in a dialogue.

Also, I would like to extend a particularly warm welcome to a fellow
North Texan, Dr. Lynne Kirk, who will be testifying on Thursday--that is
the day we set rates for economists. As both a physician and educator,
she brings a unique perspective to this hearing. She is the Associate
Dean for Graduate Medical Education at UT Southwestern, and an
Associate Chief of Division of General Internal Medicine at UT
Southwestern.

Thank you, Mr. Chairman. You have been very indulgent, and I
look forward to working with members on H.R. 5866.

MR. DEAL. I thank the gentleman. Mr. Green is recognized for an
opening statement.

MR. GREEN. With all due respect, I walked in after Ms. Capps.

MR. DEAL. It was order of seniority before we started the hearing.
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MR. GREEN. Okay. Sorry. Thank you, Mr. Chairman. Mr.
Chairman, I would like to have my full statement placed in the record.

I don’t think any of us in this room that are elected officials haven’t
been educated by our local physician about the problems they have with
the fee schedule and the rate reductions doctors are scheduled to receive
over the next year.

It has been over a decade since the physician fee schedule was put
into place to help control increases in Medicare payments to physicians.
Since 1997, the fee schedule has utilized the sustainable growth rate
system to set a spending target for Medicare expenditures. Despite the
complicated formulas used to derive the SGR, the physician fee
schedule, the idea behind the formula is fairly simple. If Medicare
expenditures on physician services exceed a target in a given year, CMS
will decrease the payments for physician services next year. If
expenditures fall short of the target, physician payments will increase.

While Congress enacted these stopgap measures for rate cuts in 2002
through 2006, it is clear that the system contains some inherent flaws that
must be addressed to ensure the long-term viability of Medicare access to
beneficiaries. When the current system essentially penalizes physicians
for increased volume of physician services, it does not distinguish
between simple over-utilization or increase in healthcare utilization
actually leads to better health outcomes.

In my hometown of Houston, we have a great many of the world’s
best medical facilities where the scope of care is unmatched. Yet, I meet
physicians every day, in every working specialty, who say that this
system threatens our Medicare beneficiaries’ access to the healthcare
they provide. Yet, according to the recent GAO report, we have not
reached that breaking point yet, but I worry about a future where fewer
doctors will be willing to treat Medicare beneficiaries simply because of
the reimbursement problems. If we ever reach that point, Medicare
would have failed its mission.

Mr. Chairman, that is why this hearing is so important. We have a
number of distinguished panelists, both today and for Thursday, and
again, I would hope that we would look at both the needs of our
physicians, but also realize that beneficiaries are scheduled to pay $98.20
for their monthly Medicare Part B in 2007. We must take into account
the effects on the beneficiaries and their ability to afford healthcare under
Medicare Part B.

And again, I welcome our witnesses, and yield back my time.

MR. DEAL. I thank the gentleman. Mr. Ferguson is recognized for
an opening statement.

MR. FERGUSON. Thank you, Mr. Chairman, and thank you for
holding this hearing, and for your leadership on many healthcare issues.
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Medicare physician payment is an issue that demands our attention,
because it directly affects the ability of our Nation’s physicians to
provide care. If we fail to act by the end of the year, physicians will see
a cut of almost 5 percent in payments for Medicare, and if the SGR were
allowed to continue to be applied in subsequent years, the cuts will
continue to mount by as much as 37 percent through 2015. And as
physician payments go down, practice costs during the same period are
expected to increase 22 percent. As medical liability premiums spiral
upwards, and the Baby Boomers approach Medicare age, we cannot cut
the legs out from under our doctors by slashing their Medicare payments.

The SGR is fatally flawed, and it is time we start writing its obituary
today. Instead of the SGR, payment updates should be based on other
factors, perhaps based on annual increases in practice costs. And I look
forward to hearing from our distinguished panels today about their
suggestions. I understand that the solution may be costly, and combined
with other expensive priorities discussed in the past weeks in this
committee, like restoring cuts to imaging services, we have a lot on our
plates to address. But there is no doubt that we must find a
comprehensive approach to solving this problem, and I believe that there
are ways which we can craft a solution.

Our physicians deserve more than having to beg to be compensated
justly for their services. It is our duty to address this issue, and I am
happy that we are doing it with these two hearings this week.

Thank you, again, Mr. Chairman, and I look forward to working with
you and other members of our committee to help solve our Nation’s
problems, particularly with regard to physicians, as we try to fix this
mess. And I yield back.

MR. DEAL. [ thank the gentleman. I now recognize the Ranking
Member of the full committee, Mr. Dingell, for an opening statement.

MR. DINGELL. Mr. Chairman, thank you, and thank you for holding
this hearing on physician payment issues under Medicare.

The vast majority of Medicare beneficiaries are satisfied with their
doctor, and they would like to continue going to the doctor of their
choice. We must protect this right by providing physicians with fair and
adequate compensation. This week’s hearings will examine this very
critical issue in Medicare.

But once again, I would point out that the Majority has chosen to
ignore another critical issue. For 4 months, the Majority has failed to
afford the Minority the hearing on beneficiary issues with Medicare
prescription drug benefits. We are entitled to these hearings under Rule
XI. We have many witnesses that the committee should hear from.

But what we are addressing today is also very important to
beneficiaries. Doctors are facing major payment cuts under Medicare for
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the foreseeable future, and this is going to have a significant impact upon
the practice of medicine, and upon the beneficiaries as well. Fixing the
Medicare physician payment system is expensive, but it can and it should
be done.

Last year, in an effort to head off a major problem, I offered an
amendment in this committee during a markup of the Deficit Reduction
Act that would have provided a minimum update consistent with
MedPAC’s recommendations for this year and the next, and protected
beneficiaries from increased premium costs. Unfortunately, it was
defeated, with only one Republican member joining us in our efforts to
protect Medicare and Medicare beneficiaries.

This week, I intend to introduce legislation along these same lines,
providing doctors with 2 years of updates based on MedPAC’s
recommendations, and protecting beneficiary premiums until a long-
range solution can be found. I do find it curious that doctors are going to
be given a 4.6 percent cut in payment, while year after year, HMOs in
Medicare continue to receive overpayments. This is a scandalous
situation. It appears that there are many who want to see Medicare as we
know it ended by squeezing payments to the doctors who care for
Medicare patients under fee-for-service, and forcing seniors into HMOs.

It is also, again, curious, I repeat, that we are giving what we
acknowledge is more than they are entitled to to the HMOs, in the way of
payments from the Federal government. Why should HMOs continue to
prosper at the expense of doctors in a time of budget deficits? Of course,
many changes to the physician payment system that increases Medicare
spending should also protect beneficiaries against further out-of-pocket
spending increases. Many seniors already see their entire cost-of-living
payments adjustment in their Social Security check eaten up by record
increases in Part B premiums.

On the second day of this hearing, we will hear about “pay-for-
performance.” This is one of the newest healthcare buzzwords. Linking
payments to quality is a good goal, but I think that we must proceed in a
measured fashion, and be sure that we know what we are doing. It is
fair, I think, here that we should apply the abjuration to the doctors:
“First, do no harm.”

Jumping into a reporting system in 2007 without proper measures in
place, and without understanding how those measures will work, and
then attempting to base payments on this system, is almost certain to
bring about worse rather than better quality care. This hastefully
conceived movement to pay-for-performance, coupled with severe cuts
to the doctors, is going to drive more seniors into managed care plans,
not by choice, because they really don’t want this, but by grim necessity.
Many of these plans tend to be more expensive, not as efficient, and to
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make biased medical decisions more beneficial to their shareholders than
to patients. Poor medicine, indeed.

This Committee and the Administration should be moving to protect
the ability of our seniors and people with disabilities to see their own
doctor, and it should be noted that the committee last year failed when it
had a chance, and all the hearings in the world will not hide that decision
and its unfortunate consequences.

I thank the witnesses here today, and those who will be here on
Thursday, for addressing these important issues, and I look forward to
their testimony.

Thank you, Mr. Chairman.

MR. DEAL. I thank the gentleman. We now recognize the Chairman
of the full committee, Mr. Barton, for an opening statement.

CHAIRMAN BARTON. Thank you, Mr. Chairman, and thank you for
holding this very important hearing. 1 want to welcome our witnesses
today. I look forward to hearing from their perspectives on the issue of
physician payment for providing Medicare services.

Last week, your subcommittee heard about the rapid growth in
physician spending for imaging services and the concerns of many
groups regarding Medicare’s payment for those services.

Today, we are going to examine more broadly the current Medicare
fee-for-service physician payment system. We are going to hear from
several payment policy experts about how the Federal government
currently reimburses physicians for the Medicare services they provide,
the trends in utilization of those services, the current problems associated
with appropriate payment for the provision of those services, and the
impact of how we reimburse physicians on beneficiary access to these
services.

Medicare, as we all know, is the largest single purchaser of
healthcare in the United States. In 2004, the last year we have complete
records for, Medicare spent $300 billion, which is 19 percent of all the
personal healthcare spending in this country. By itself, Medicare
accounts for 3 percent of our national gross domestic product. In the last
25 years, Medicare has grown more than ninefold, from $37 billion in
1980 to $336 billion in 2005. As the Baby Boomers begin to retire, the
projected spending growth for Medicare is estimated to be 7 to 8 percent
annually until 2015. This would be roughly two to three times the rate of
growth in the economy and the rate of growth in inflation.

These numbers leave little room to doubt that there is a trend of
tremendous growth in Medicare. It is a big problem, but not all growth is
bad. Some of this growth is due to advances in medical technology,
which is good. We are doing a phenomenal job of keeping people alive
today, and providing the best healthcare the world has to offer.
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However, we must ensure that we can continue to offer this care for
years to come. Therefore, a discussion on how to better reimburse
physicians for the cost of care they provide should also include an
appropriate volume control and quality check on the provision of these
services.

Since 1997, physician payments have been linked to something
called SGR, sustainable growth rate. Over the last several years,
Congress has prevented negative updates in this system, pursuant to the
SGR. What we have done is, year after year, intervened with a short-
term fix. We did that last year. While affording some relief, these fixes
have not been achieved. Last year, physicians faced a 4.4 percent cut.
We intervened and replaced the cut with a one year freeze. This modest
action, in budgetary terms, cost billions of dollars. To provide just a 1
year freeze again this year will cost billions more.

I don’t believe that we can continue this Band-Aid approach to fixing
the recurring physician payment problem. I don’t think it is fair to the
doctors who treat Medicare patients. I don’t think it is fair to Medicare
patients to see their premiums rise each year. I don’t think it is fair to the
taxpayers who see what we spend from the general fund go up year after
year.

If at all possible, I think we need to fix the basic structure of the
program for as long a term as possible. I think we need to consider how
to build a payment system that adequately reimburses physicians for the
care they provide. We need to account for the trend of rapid spending
for physician services, particularly imaging. We need to ensure that
proper volume controls are in place. In part two of this hearing, we are
going to hear about quality measurements and pay-for-performance in
physician payment. The current Medicare system does not account for
whether or not the services provided by a physician are appropriate. The
fact that Medicare reimburses a physician for services rendered, no
questions asked, raises concerns with many people about overuse,
underuse, and misuse.

I applaud Dr. McClellan’s leadership and foresight with regards to
his pay-for-performance initiative and quality measurement effort. I am
eager to hear from him about his efforts to date and to hear from the
physician representatives about their collaboration with Dr. McClellan
and his associates. I want to hear from private payers and other people
like that.

Mr. Deal, I want to thank you for holding this hearing. I think it is
very important. I want to reiterate I think it is possible to fix the system
and I think it is possible to fix it in this Congress, which means in the
next 2 months.

Thank you for holding the hearing.
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[The prepared statement of Hon. Joe Barton follows:]

PREPARED STATEMENT OF THE HON. JOE BARTON, CHAIRMAN, COMMITTEE ON ENERGY
AND COMMERCE

Good morning. I would like to welcome all of our witnesses here today. I look
forward to hearing your perspectives on the issue of physician payment for providing
Medicare services.

Last week, in this subcommittee, we heard about rapid growth in physician spending
for imaging services and the concerns of many regarding Medicare’s payment for those
services. Today we will have the chance to examine more broadly the current Medicare
fee-for-service physician payment system. We will hear from several payment policy
experts today about how the federal government currently reimburses physicians for the
Medicare services they provide, the trends in utilization of these services, the current
problems associated with appropriate payment for the provision of these services, and the
impact of how we reimburse physicians on beneficiary access to these services.

Medicare is the largest single purchaser of health care in the United States. In 2004,
Medicare spending was roughly $300 billion—19 percent of all the personal health care
spending in this country. Presently, Medicare spending accounts for 3 percent of the
national GDP.

In the last 25years, Medicare has grown more than nine-fold, from $37 billion in
1980 to $336 billion in 2005. As the baby boomers begin to retire, the projected
spending growth for Medicare is estimated to be 7 to 8 percent annually until 2015.

These numbers leave little room to doubt that there is a trend of tremendous growth
in the Medicare program. That’s a big budget problem, but not all growth is bad. I hope
some of it will be due to advances in medical technology. We are simply doing a
phenomenal job of keeping people alive and providing the best health care the world has
to offer.

However, we must ensure that we can continue to offer this care for years to come.
Therefore, any discussion on how to better reimburse physicians for the costs of the care
they provide should also include a consideration of appropriate volume controls and
quality checks on the provision of these services.

Since 1997, with the passage of the Balanced Budget Act, physician payments have
been linked to the Sustainable Growth Rate—the SGR. Over the last several years,
Congress has prevented negative updates in physician payment pursuant to the SGR.
Year after year, Congress intervenes with short-term fixes. While affording physicians
some relief, however small, these fixes have not been cheap. Last year, physicians faced
a 4.4 per cent cut. Congress again intervened and replaced the cut with a one-year freeze.
This modest action cost billions of dollars.

To provide just a one-year freeze again this year will cost billions more. We simply
cannot continue this Band-Aid approach to fixing this recurring physician payment
problem. It is not fair to the doctors who treat Medicare patients; it is not fair to the
patients who see their premiums rise each year; and it is not fair to the taxpayers who
entrust us with their money. We need to fix the basic structure of this program for as
long a term as is possible.

We need to consider how to build a payment system that appropriately reimburses
physicians for the care they provide. We need to account for the trend of rapid spending
for physician services, particularly imaging, and we need to ensure that the proper
volume controls are in place. In part two of this hearing, we will hear about quality
measurements and pay-for-performance in physician payment. The current Medicare
payment system does not account for whether or not the services provided by a physician
are appropriate. The fact that Medicare reimburses a physician for services rendered—no
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questions asked—raises concerns with many people, myself included, about overuse,
underuse, and misuse.

I applaud Dr. McClellan’s leadership and foresight with regards to his pay-for-
performance and quality measurement efforts. I am eager to hear from him about his
efforts to date, and to hear from physician representatives about their collaboration with
Dr. McClellan, private payors, and each other to develop appropriate quality measures.

I want to thank Chairman Deal for calling this hearing, and reiterate my thanks to all
the witnesses for coming today and Thursday. I look forward to their testimony.

MR. DEAL. I thank the gentleman. Ms. Capps is recognized for an
opening statement.

MS. CAPPS. Thank you, Mr. Chairman, and thank you for holding
this hearing. It is an important one, as my colleagues have mentioned,
and I appreciate the panel of witnesses we have before us.

We are one of the committees with oversight responsibility of the
Medicare program, and thus, it is our responsibility to fix the physician
reimbursement system. Every year, however, we find ourselves in the
same situation. Because of a bad law that needs to be fixed systemically,
physicians face significant cuts to their reimbursements, and Congress
steps in at the last minute with a Band-Aid or two to save them
temporarily. Just this past year, we once again prevented another cut, but
these short term Congressional fixes really don’t address the heart of the
problem.

We should be making real reforms that would adequately reimburse
physicians for services they provide in a way that ensures the very best
care for Medicare beneficiaries. MedPAC and other leading nonpartisan
experts have encouraged Congress to enact such fixes, and it is about
time, I believe, that we follow their suggestions.

The first two changes I think we would all like to see are a
replacement of the sustainable growth rate, the SGR, and an update to the
geographic adjustment. I am pleased that we are going to take the time
to discuss the SGR today, but we need to take an opportunity to urge this
committee, and I hope panelists might do that, to look at the geographic
adjustment issue as well, because until we do that piece of it, we are not
going to address this problem. That is, the geographic adjustment is
actually, after all, a huge factor in determining physician fees, and
unfortunately, a huge barrier for physicians in many counties trying to
run a practice. I represent two of these counties, San Luis Obispo and
Santa Barbara, that currently receive reimbursements much lower than
the actual geographic cost factors for those counties. In fact, there are
175 counties in 32 states where physicians are paid 5 to 14 percent less
than their Medicare assigned geographic cost factors, because they are
assigned to inappropriate localities.

I hope my colleagues are taking notice, and I am going to repeat
some of the statistics that my colleague, Anna Eshoo, gave, because
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several members of this subcommittee have such counties in their
district, and this is just an indication of how pervasive it is. Chairman
Barton was just here, and I know he knows that in Ellis County, Texas,
his physicians are receiving 7.5 percent less than the true cost of
practicing medicine. And my colleague already mentioned that
Chairman Deal represents the poster child for this discrepancy, where
physicians receive a staggering 12 percent less than the true cost of
practicing medicine. After a period of time, it is going to tell you
something about the quality of medicine being practiced in that county.
Similarly, several of us, Mr. Norwood, Mr. Shimkus, Mr. Pickering, Ms.
Myrick, Ms. Eshoo, Mr. Green, Ms. DeGette, Mr. Dingell all have
counties where physicians are underpaid by over 5 percent.

Proposals have been put forward to correct the situation by moving
those counties into localities that reflect the true geographic cost factors
of those counties, but none of them have been acted upon. I hear about
this problem of underpayment constantly from physicians and patients as
well in my district. Physicians leave the area because they can’t afford to
practice there, and with each physician who leaves, the number of
patients who are left have to find new doctors, wait longer for
appointments, travel further for their visits.

So, I hope today is truly a dialogue that can lead to some real
solutions for the problems that plague our Medicare physician system.
And I yield back.

MR. DEAL. I thank the gentlelady. Mr. Bilirakis is recognized for an
opening statement.

MR. BILIRAKIS. Thank you very much, Mr. Chairman.

Mr. Chairman, as we know, it is imperative that we discuss ways to
improve the Medicare physician payment system, and that we do the
improvement soon. [ think it is time that we stop talking about it, and
decide to do something about it.

Congress has specified a formula, again, as we know, known as the
sustainable growth rate, SGR, to provide an annual update to the
physician fee schedule. The problem is that the SGR formula upon
which the updates are based is irreparably flawed, principally because it
fails to link payments to what it actually costs doctors to provide services
to Medicare beneficiaries. = These and other shortcomings have
precipitated cuts in reimbursement which threaten the access of Medicare
beneficiaries to the critical care physicians provide.

I am pleased, of course, that the Deficit Reduction Act included
provisions to stop this year’s projected cuts, but we again find ourselves
in the very familiar position of having to act in the waning days of a
session to avoid potentially disastrous Medicare cuts next year.
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Our colleague from Georgia, Mr. Norwood, has introduced
legislation, which I have cosponsored, to stop future reimbursement cuts
and guarantee that physicians would receive at least level payments until
we can address this issue in a comprehensive manner. Dr. Burgess
recently introduced a more comprehensive bill to address the problem,
which we should study thoroughly, because these two Members speak
from practical, real-world experience. The problem with providing
temporary fixes, though they are much needed, and I have helped enact
them previously, is that doing so adjusts future updates downward to
make up for added program spending. It is clear to me that Congress
must design an update system which ensures that Medicare payments
keep pace with the true costs, the true costs, again, I underline, of
providing care, and rewards physicians who provide high quality care as
cost effectively as possible.

I certainly support the goal of improving quality and avoiding
unnecessary healthcare costs. [ supported including in the Medicare
prescription drug law a pay-for-performance demonstration project, and
again, | emphasize demonstration project, to study the feasibility of using
technology and evidence-based outcome measures for improving care.

Dr. McClellan, who we will hear from on Thursday, has indicated
that such projects may provide valuable information to help Congress
determine whether performance measures can be crafted to create such a
program. I am unsure, however, whether reasonable pay-for-
performance measures can be crafted in conjunction with this year’s
effort to stop planned provider cuts in Medicare. I believe that we should
proceed with caution in this area, seriously, Mr. Chairman, with great
caution in this area, to ensure that we are not simply making more work
for physicians without corresponding measurable increases in healthcare
quality.

I look forward, as you know, to working with you and the others on a
bipartisan basis, because it is going to take bipartisanship to design a
more efficient payment system, and ensuring that the annual updates
physicians receive for treating Medicare patients are sufficient to ensure
that beneficiaries continue to have access to the high quality care they
deserve.

Thank you for your consideration, Mr. Chairman.

MR. DEAL. I thank the gentleman. Mr. Allen is recognized for an
opening statement.

MR. ALLEN. Mr. Chairman, thank you for convening this hearing.

The Budget Reconciliation Law froze Medicare physician payments
at 2005 rates, averting a scheduled 4.4 percent reduction in payments.
While this action maintained payment rates for this year, unless Congress
fixes the current reimbursement formula, physicians can expect a 26
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percent decline in payments over the next 6 years. By 2013, Medicare
payment rates will be less than half of what they were in 1991, after
adjusting for practice cost inflation.

We need to replace the current formula with one that more fully
accounts for physicians’ practice costs, new technology, and the age and
health status of the patient population being served. Physicians are the
only providers subject to the sustainable growth rate formula. Every
other provider in Medicare gets increased payments based on their
increased costs. Insufficient payment hurts rural States like Maine
particularly hard, because they have a disproportionate share of elderly
citizens, and patients have limited access to physicians, particularly
specialists.

We have two challenges facing us today. One, how to fix the
problem of negative payment updates, and two, how to pay for it. The
burden of fixing this payment formula should not fall on the shoulders of
Medicare beneficiaries, whose Part B premium has increased almost $12
this year, to $78.20 a month. Next year, it goes up a full $20, to $98.20 a
month. This increase comes at a time when many beneficiaries will be
facing an increased financial burden if they fall into the doughnut hole
gap in drug coverage. Moreover, savings must not be squeezed from
providers through hastily designed pay-for-performance targets.

I hope that our panelists can help us to understand the flaws of the
current payment system, and how to ensure that Medicare patients across
the U.S. have access to their doctors, and with that, Mr. Chairman, I
yield back.

MR. DEAL. I thank the gentleman. Mr. Shadegg is recognized for an
opening statement.

MR. SHADEGG. Thank you, Mr. Chairman, and I commend you for
holding these hearings.

It seems to me that everyone in the room understands the current
system is flawed. I believe the current system is flawed almost by
design, that is to say, we consistently, as a Congress, promise benefits to
the American people, and then, when the tab comes due to pay for those
benefits, we discover we do not have the cash available to do that, and
so, rather than going out and getting the money to accomplish the task,
we decide we should shortchange the providers. That is an unacceptable
system. It is not a service to the public, and it is not a service to the
medical community providing the services.

We owe an obligation to the American people, I believe, Mr.
Chairman, when we promise a level of benefits, to pay for that level of
benefits, and it is unrealistic and inappropriate to expect providers to
continue to provide care that we promise at rates less than provide them a
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decent standard of living, or compensate them for the training they have
received.

I understand that we are focused at the moment on a short-term
solution, and I believe that it is very important that we do work out a
short-term solution, but in the long run, Mr. Chairman, we need to
redesign this system. I believe the system is fundamentally flawed in its
structure, wherein it does not compensate providers for the real cost of
providing the services or pay them at appropriate levels for their services.
In the United States, we have what I think is unquestionably the best
healthcare system in the world. However, we are in danger of losing
that, if we continue to provide payment to providers at below market
rates, or below what rates they should be paid, given their training and
their services to the country.

The latest buzzword in this whole debate, Mr. Chairman, is pay-for-
performance. 1 am a huge fan of the concept of pay-for-performance,
and it sounds like a good idea. Indeed, I believe everywhere in our
society, we have established that when you pay people to perform, they
perform better. However, count me as a skeptic in pay-for-performance
as currently proposed in the Medicare arena, and in this particular field,
because 1 am afraid we are not going to establish pay-for-performance
based on the performance delivered to the consumer, the patient, but
rather, pay-for-performance measured by some government standard.

Again, disassociating the consumer from the payment, and
measuring performance by some government-set standard, rather than by
the accurate measure, that is, what the patient believes they received out
of the care, will, I believe, set us once again on a track to distort what is
the system. At the end of the day, I believe it is very important to get
consumers back into the process. If we measure pay-for-performance
based on whether or not patients are happy with their outcome, then I
think we have taken the system in the correct direction. If we measure
the system based on whether or not a government bureaucrat believes the
physician met certain standards that the government bureaucrat set, I am
not at all convinced we are aiding in the system.

I do believe this hearing is very, very important. I believe it is
critical that we stop shortchanging providers in the whole structure. I
believe we can create a better structure, and [ believe we absolutely must
at least provide an update for the current cycle, so that we do not
continue to burden providers, essentially forcing them to provide services
at below market rates, and cost shift to other consumers in the private.

Again, Mr. Chairman, I commend you for this hearing. I did have a
written statement, which I would like to put into the record, and with
that, I yield back.

[The prepared statement of Hon. John Shadegg follows:]
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PREPARED STATEMENT OF THE HON. JOHN SHADEGG, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF ARIZONA

Mr. Chairman, thank you for holding this hearing. Everyone knows we have a
serious problem to deal with. The current system of physician payment under Medicare is
not sustainable, nor is it reasonable to expect physicians to take a 4.6 percent reduction in
payments, which is what will happen in 2007 if we fail to act this year. Moreover, failure
to act now would result in a 5 percent reduction in payments in each year from 2008-
2016 under current law.

I think we need to look at this issue, not just to enact a temporary fix but instead
with an eye toward more permanent reform. It is evident that, over the last 20 years, the
various standards to control physician payment under Medicare, volume performance
standards, behavioral offsets, and sustainable growth rates simply have not worked. We
need fundamental reform, but that will be “costly” under Congressional budget scores.

The question is not how much we pay physicians this year, the question is how do
we fairly compensate physicians for the work the government asks them to do? I think
there is even a more fundamental question and that is: can the government go on
promising a level of benefits and then, when they discover the cost of that level of
benefits is higher than anticipated, push that burden, shove that gap between cost and
what they are willing to pay off on the providers?

I would suggest that, since the creation of this program, we have had that problem.
Politicians have said well, we love to promise benefits to the public, tell them we will
provide these services, outline vast expansive services and then when the bill comes
home, they like to say, my gosh, I didn’t realize it was going to cost that much, what can
I do. I don’t want to raise taxes so I will short change the providers. The effects of that in
the short term and in the long term are extremely serious.

I believe this reality demonstrates that government-run health care fundamentally
doesn’t work. I think it demonstrates that government planners don’t know the answer,
and I think it demonstrates that politicians that promise benefits and refuse to pay for
them don’t belong in office.

I believe we need to pay physicians for the services they provide. But it seems to
me that we are forever looking at one more government solution, one more government
plan.

The latest buzz phrase is “pay-for-performance.” I remain skeptical about what this
term implies. I am skeptical about pay-for-performance because while we may think
pay-for-performance sounds wonderful, I think we need to ask one more question: who is
going to decide what level of performance we are going to pay for? And, in none of the
plans presented is it the patient that is going to decide what performance they pay for.

To the contrary, it will be a government bureaucrat who is going to layout a set of
practices and tell the doctor; perform to this standard, and then we will pay you.

If I wanted to get my health care from a government bureaucrat, I would go to a
government bureaucrat for my health care, but I don’t. I go to physicians whom I trust
and whom I believe in, and I would rather pay them based on the quality of the care I
believe they deliver.

Mr. Chairman, I commend you for holding this hearing, however, I don’t think we
will ever fully resolve this issue until patients are in control of their health care dollars.
Only then will we have pay-for-performance. I look forward to hearing from our
distinguished panelist on this important topic.

Mr. Chairman, I yield back my time.

MR. DEAL. I thank the gentleman. Without objection, it will be in
the record.



23

Mr. Towns is recognized for an opening statement.

MR. TOWNS. Thank you very much, Mr. Chairman, first for holding
this hearing, and I would also like to welcome our witnesses here today.

The importance of this hearing cannot be overstated. It is critical
that we pay attention to how and what we pay our doctors under
Medicare. A large part of the challenge is that we have been sending the
wrong messages and giving the wrong incentives to our doctors. We
want them to provide quality care, yet we pay them to see as many
patients as possible as quickly as possible. We then reward them for
providing the most expensive procedures they can provide.

This emphasis, in my view, is wrong. We should emphasize quality
and effective care to extend the lives of our aging population. It is clear
we have gone down the wrong road. Beneficiaries have seen increases in
their monthly payments without an increase in their quality of care.
Sometimes, seniors have already been priced out of the healthcare
market. There is something wrong here. I hope today that we can look
at quality of care issues, and include these in the mix of how we reward
our physicians, which will make it possible to provide the right
incentives for all concerned, lower the costs of providing care, and give
the quality of care that our Medicare beneficiaries deserve.

Let me point out, Mr. Chairman, that cutting the pay of doctors is not
the solution to the problem that we are facing. I am hoping that we will
take this information that we are going to receive, look at this matter in a
very careful fashion, and come back in a very bipartisan way, and work
out a solution to the problem. I am really concerned that we are going to
lose a lot of good and effective and committed physicians, because they
want to feed their families, and will go into another area.

Thank you, Mr. Chairman, and I yield back on that note.

MR. DEAL. I thank the gentleman, and recognize Mr. Pickering for
an opening statement.

MR. PICKERING. Mr. Chairman, I thank you for this hearing, and I
hope it sets the groundwork for action on these critical issues in the near
future.

I do want to join with other colleagues who have talked about the
need to make sure that we get right our physician payment system, and
that we find a way to reform it in a way that will be sustainable over the
long term. As we look at performance, I want to make sure that we
enhance performance, to get away from the bureaucratic compliance
models, and go toward incentive-based outcome, a result oriented system
that will give the physicians and the healthcare providers the flexibility
and the freedom to do their job in the best way that they see fit, to give
better healthcare. And I hope that we can move away from the past and
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the old models, and find a new way to incent good care, quality care, and
better performance.

I look forward to hearing the testimony today, and I thank you for all
your work in bringing us to this point, and I hope that we can see action
in the very near future on these critical issues.

Thank you, Mr. Chairman.

MR. DEAL. Thank you. Mr. Pitts is recognized for an opening
statement. Mr. Pitts waives. Mr. Rogers?

MR. ROGERS. [ waive.

MR. DEAL. All right. I believe we have covered all members for
opening statements.

[Additional statements submitted for the record follow:]

PREPARED STATEMENT OF THE HON. FRED UPTON, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF MICHIGAN

Mr. Chairman, thank you for convening today’s hearing to explore options for
reforming the Medicare physician fee schedule to ensure it accurately reflects the cost of
providing high-quality, efficient care. Reform will be a daunting undertaking. There are
no easy or cheap fixes to the current complex and unpredictable system that will get us to
where we need to be—a system that accurately reimburses for the cost of quality care
efficiently and prudently provided. But we cannot let things just roll along as they are,
continuing to subject physicians to year-to-year uncertainly over whether or not their
reimbursement will be significantly reduced and limiting their ability to provide care for
their current Medicare patients and accept the onrush of new beneficiaries that will join
the rolls as the Baby Boom retires.

Carefully crafted reform is particularly needed to preserving access to care for
Michigan’s Medicare beneficiaries. With 13.2 physicians per thousand Medicare
beneficiaries, Michigan is below the national average, and that ratio is going to get worse.
Further, about 33 percent of today’s Michigan physicians are over 55 and approaching
retirement.

According to a recently released study of Michigan’s physician workforce,
Michigan will see a shortage of specialists beginning in 2006 and a shortage of 900
physicians overall in 2010, rising to 2,400 in 2015 and 4,500 in 2020. Cuts in Medicare
reimbursement will only exacerbate these shortages and seriously undermine access to
care in our state.

Since coming to Congress in 1987, one of my top priorities has been strengthening
access to health care for all Americans, and particularly for our senior citizens and
persons with disabilities. I look forward to working with you and my colleagues on both
sides of the aisle to develop a stable, predictable physician reimbursement system that
links reimbursement to the true cost of care and the prudent delivery of quality care.
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PREPARED STATEMENT OF THE HON. SHERROD BROWN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OHIO

Commiiteec on b and Corminerce

Thank you, Mr. Chairman, and thanks to our witnesses for joining us this morning.

1 think it is important at the outset that we distinguish between two separate issues that
too are offen are treated as one:

1) Physicians should be paid appronriatelv for the services thev render: and 2) health
care costs are rising.

Physicians are not to blame for rising health care costs, and they should not be penalized
for rising health care costs.

And if we treat utilization and reimbursement as if they somehow balance each other out,
we are living in a dream world.

There is no single formula that can perfectly balance changes in utilization and changes
in per service reimbursement to achieve “fair” physician payment.

Good health care isn’t achieved by “punishing” health care providers if utilization rates
result in federal spending increases.

Whether or not the federal government can afford modern health care, whether or not
modern health care can be modified to make it less expensive, and whether or not we are
paying physicians appropriately are separate issues, and we should treat them that way.

If there is credible evidence that the current state of medicine involves a significant
amount of “unnecessary” health care, then let’s use that evidence to affect changes in the
practice of medicine.

Personally, I don’t believe “pay for performance” is a panacea, but at least it is an attempt
to reduce costs by increasing health care efficiency. It’s better than clinging to an arcane
and patently unfair “sustainable growth rate” based physician payment system.

Let me modify that last statement slightly. Pay for Performance is better if we don’t once
again put in place an unfair payment system based on inadequate data and simplistic
assumptions. If we’re going to do it, we need 1o do it right.

Paying physicians appropriately is an expensive proposition. Not paying them
appropriately is wrong.



26

expensive pr
doing s0 is wrt

ritse, and their

AP G R

nractica aynanses ta Ao o
from our health care system. and to de

afford.

alth care we can

We can continue sitting in the cheap seats and contront these issues indirectly -- refusing
to fix the SGR formula, but passing temporary fixes year afier year; refusing to confront
the actual forces pushing health care costs up, while dramatically overselling modest
strategies like “pay for performance.”

Unfortunately, the path of least resistance is also the path to a full-fledged health care
crisis.

Let’s not go there.

Thank you, Mr. Chairman.

It is my pleasure now to introduce our witnesses.

MS. ESHOO. Mr. Chairman. Mr. Chairman, | am sorry to interrupt.
There were two pieces of paper that I wanted, or information that I
wanted to include in the record, one from the California CMA, and
another, a letter from the California bipartisan delegation relative to
Medicare physician payments, for the record. I ask unanimous consent.

MR. DEAL. Without objection.

[The information follows:]
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Joe Barton o TX Sth District Ellis Multi-Locality
Nathan Deal GA 10th District Pickens Mutti-Locality
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John Shimkus IL 18th district Clinton, Madison, Jersey Multi-Locality
Paul Gillmor OH 5th District None Single-Locality
Barpara Cubin WY None Singte-Locality
John Shadegg AZ 3rd District Single-Locality
Charles Pickering MS 3rd District Hinds, Madison, Rankin Single-Locality
teve Buyer IN 4th District None Single-Lacality
Joseph Pitts PA 16th District None Multi-Locality
Mary Bono CA 45th District None Muiti-Locality
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Sue Myrick NC 9th District Union Single-Locality
Mike Feguson NJ 7th District None Multi-Locality
Mike Rogers Mi 8th district None Multi-Locality
Michael Burgess TX 26th District Denton Multi-Locality
Sherrod Brown H 13th District Cayahoga Single-Locality
Henry Waxman CA 30th District None Multi-Locality
Edoiphus Towns NY 10th District None Multi-Locality
Frank Pallone NJ 6th District None Multi-Locality
Bart Gordon TN 6th District None Single-Locality
Bobby Rush IL 1st District None Multi-Locality
Anna Eshoo CA 14th District Santa Cruz Muiti-Locality
Gene Green TX 28th District Harris Mutti-Locality
Ted Strickland OH 6th District None Single-Locality
Diana DeGette CO 1st District Denver, Arapahoe Muilti-Locality
Santa Barbara, San Luis
Lois Capps CA 23rd District Obispo Multi-Locality
Tom Allen ME 1st District None Multi-Locality
Jim Davis FL 11th District None Multi-Locality
Tammy Baldwin WI 2nd District Dane Singie-Lacality
John Dingell MI -5th District Monroe, Livingston Multi-Locality
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December 13, 2005 Z,l

The Honorable William M. Thomas
Chairman

Committec on Ways & Means

1102 Longworth HOB
Washington, D C. 25015

Dear Chairman Thomas:

We are writing to urge you, as a conferee on the Budget Reconciliation Act, to address the
crucial Medicare physician payment issues before the Conference Committee. Specifically, we
ask that you stop the projected Medicare physician payment cuts, which will total 26% over the
next six years while physician practice costs increase 15%. As you are aware, all other providers
participating in the Medicare program are receiving payment increases (as shown in the chart
below), except physicians, due to a tlawed physician payment formula.

2006 Medicare Provider Payment Updates

Physicians ~44% Health Plans ~ +4.8%
Hospitals +3.7%
Home Health  +33%
Nursing Homes +2.7% ]

—

We respectfully urge you to adopt a payment update that truly reflects the costs to practice
medicine and thereby preserves seniors” access to doctors, 60% of the physicians responding to
a California Medical Association survey said they would be forced to stop accepting new
Medicare patients if the cuts go into effect — almost double the national response. 40% said they
could be forced to quit Medicare altogether. These cuts could have a devastating impact in
Californja where access is already a problem,

In addition, physicians in our state and many other states are experiencing serious inequities in
their Medicare geographic payments. Over the past several years, counties across the country
have become more urbanized and therefore, practice costs have increased. However, because of
Medicare’s geographic locality requirements, physicians in these transitioning counties cannot be
reimbursed for their higher practice costs without reducing payments to physicians in rural areas.
CMS has lett the Medicare payment locality issues unattended for almost a-decade. ‘Therefore,
some physicians are being paid as much as 10% less than Medicare’s own geographic formula
says they should be paid. We urge vou 1o adopt the following Medicare Geographic Pavment
Locality proposal because it would improve access to physicians in areas with dramatically
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Thank you for your consideration of these crucial Medicare issues.
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co: Speaker Dennis Hastert

MS. ESHOO. Thank you, Mr. Chairman.

MR. DEAL. We are pleased to have Donald B. Marron, who is the
Acting Director of the Congressional Budget Office; Mr. A. Bruce
Steinwald, who is the Director of Health Care of the Government
Accountability Office; Mr. Mark Miller, who is the Executive Director of
the Medicare Payment Advisory Commission; and Mr. Stuart Guterman,
who is the Senior Program Director of the Program on Medicare’s Future
of the Commonwealth Fund.

Gentlemen, you are our first panel. Your written testimony has been
made a part of the record, and we would ask in your 5 minutes if you
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would summarize your testimony. We will proceed to questions
following the completion of the testimony of the entire panel.
Mr. Marron, we are pleased to have you start.

STATEMENTS OF DONALD B. MARRON, ACTING
DIRECTOR, CONGRESSIONAL BUDGET OFFICE; A.
BRUCE STEINWALD, DIRECTOR, HEALTH CARE,
GOVERNMENT ACCOUNTABILITY OFFICE; MARK E.
MILLER, EXECUTIVE DIRECTOR, MEDICARE PAYMENT
ADVISORY COMMISSION; AND STUART GUTERMAN,
SENIOR PROGRAM DIRECTOR, PROGRAM ON
MEDICARE’S FUTURE, THE COMMONWEALTH FUND

MR. MARRON. Thank you, Mr. Chairman, members of the
subcommittee. It is a pleasure to be here today to discuss Medicare’s
physician payment rates, and in particular, the sustainable growth rate
mechanism.

As you know, Medicare spending is projected to grow rapidly in
coming years. Because of rising healthcare costs and the aging of the
Baby Boomers, Medicare is projected to take up an increasing share of
the Federal budget and of the overall economy. The task of setting
physician payment rates thus raises challenging issues of balancing
increasing fiscal pressures, on the one hand, with the goal of ensuring
beneficiaries adequate access to care on the other.

The SGR is the most recent of a series of efforts to control spending
on physician services in Medicare. As you know, the SGR attempts to
limit spending by setting target amounts for both annual spending and
cumulative spending, and then adjusts payment rates over time to bring
spending into line with those targets. Recent spending on physician
services has significantly exceeded those targets. In 2005, for example,
expenditures were more than $94 billion, about $14 billion more than the
$80 billion target for that year. At the end of 2005, total spending on
physician services had exceeded the cumulative SGR target by about $30
billion, and that figure is growing rapidly. Bringing spending back into
line with the SGR targets would thus require significant reductions in
physician fees. Indeed, the SGR calls for sizable reductions in payment
rates, 4 to 5 percent per year, for at least the next 5 years.

As this hearing demonstrates, however, there is significant debate
about whether those payment reductions will actually come to pass.
Recent history suggests that it would not be surprising if policymakers
stepped in to override the SGR payment update. CBO has estimated the
Federal budget impacts of a variety of proposals to change the way that
physician fees are determined. The appendix to my written testimony
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reports estimates for a variety of possible changes, each of which would
increase physician payments relative to current law, at least in the near
term.

Such increases have three main budget impacts. First and most
obvious, increased fees result in higher physician payments in the near
term. The longer term impact depends on whether the SGR would
recoup these increases by cutting fees in the future. Second, higher
physician spending implies higher receipts from beneficiary premiums.
Those receipts reduce the budgetary impact of raising physician fees.
Third, the changes in physician payments also affect payments made for
Medicare Advantage plans. CBO’s budget estimates take all of these
effects into account.

Now, let me just go through quickly three possible options and the
budgetary impacts of them. One option would be to override the SGR
for a single year, as has happened in recent years. For example,
Congress could specify that physician payment rates would increase 1
percent in 2007, rather than being cut, as required by current law. This
change would increase physician payments in the next few years, but it
would not change the underlying SGR targets. The additional spending
would thus eventually be recouped by the SGR mechanism in later years.
Of course, this implies that payment rates in those future years would be
lower than scheduled under current law. CBO estimates that this option
would increase Federal outlays by about $13 billion over the 5 year
budget window. The cost over a 10-year budget window, however,
would be only $6 billion, because future payment cuts under the SGR
would recoup the extra costs. Of course, there is some question whether
that recoupment would actually happen.

A second approach would be to override the payment update for a
single year, and in addition, raise the target levels of spending, so that the
update would not be recouped. This could be done, for example, by
specifying that the update is a change in law for purposes in calculating
the SGR targets. CBO estimates that this approach would cost $13
billion over 5 years, the same as the first option. These costs are the
same, because under current law, no new recoupment could begin until
after the 5 year budget window. In the absence of recoupment, costs
would continue to grow in subsequent years, so that over a 10 year
budget window, this option would cost significantly more, at $31 billion.

A third approach would be to eliminate the SGR entirely, and replace
it with annual updates based on inflation, as measured by the Medicare
Economic Index. Instead of being reduced by 4 to 5 percent annually for
the next several years, payment rates would increase between 2 and 3
percent annually, CBO estimates. Those updates would not be subject to
further adjustments, and spending increases would not be recouped.
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CBO estimates that this approach would increase net Federal outlays by
$58 billion over the next 5 years and by $218 billion over 10 years.

Thank you. I look forward to any questions.
[The prepared statement of Donald B. Marron follows:]
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Mr. Chairman, Congressman Brown, and Members of the Subcommittee, I am
pleased to appear before you today to discuss the Sustainable Growth Rate (SGR)
mechanism for setting Medicare’s physician payment rates.

The Supplemental Medical Insurance program (Part B of Medicare) uses a fee
schedule to pay for covered medical services provided by physicians. According
to CBO’s projections, payments to physicians under the fee schedule represent
16 percent of Medicare’s total spending for benefits in fiscal year 2006—

$60 billion of total expenditures of $375 billion.

Today, I am here to discuss how those fees are updated each year. My testimony
will cover the following topics:

The current mechanism for updating payment rates for physicians’
services—the Sustainable Growth Rate method—has two key
components: a target level of expenditures (measured on both an annual
and a cumulative basis) and a method for adjusting payment rates in an
attempt to bring expenditures in line with the targets over time. If the SGR
method as currently specified is allowed to operate without legislative
changes, the Congressional Budget Office (CBO) estimates that fees for
physicians’ services will be reduced by between 4 percent and S pereent
annually for at least the next several years.

Legislation has prevented such cuts in recent years, and the Congress may
choose to override the SGR mechanism again or may choose to change or
replace it in the future. However, replacing projected reductions in
payment rates with annual increases would be costly.

Setting appropriate fees for physicians’ services entails balancing the need
to pay providers enough to ensure beneficiaries’ access to care against the
budgetary pressures created by ever-growing health care costs and an

aging population.

The Congress has a wide range of options for changing or replacing the
SGR mechanism. One important question is whether payment rates in the
future should be reduced to recoup the spending already incurred that
exceeded the SGR targets, along with any future spending above the
targeted amounts. I will discuss CBO’s estimates of the impact of three
illustrative approaches, including a one-year override of the scheduled
2007 reduction with the additional costs recouped in future years, a one-
year override without such recoupment, and replacing the SGR
mechanism with automatic updates to payment rates based on inflation.

The task of setting payment rates for Medicare services must be addressed in the
context of challenging long-run budgetary trends. The aging of the baby-boom
generation will significantly boost Medicare spending. If the nation spent the
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same fraction of gross domestic product (GDP) on.each Medicare beneficiary in
2030 that is spent today—a proposition that reflects only the increased number of
beneficiaries at that point (along with their projected mix by age and sex)—
Medicare spending in that year would reach a 5 percent share of GDP, compared
with today’s share of 3 percent, CBO projects. The fiscal implications of the baby
boomers’ aging are compounded by the fact that health care costs per beneficiary
have also been growing significantly faster than the economy as measured on a
per capita basis. If those trends continue and current law remains unchanged,
Medicare spending could climb to 7 percent of GDP—or higher—by 2030.

Historical Background

Since the Medicare program was created in 1965, several ways of determining
how much it pays physicians for each covered service have been used. Initially,
the program compensated physicians on the basis of their charges and allowed
them to bill beneficiaries for the full amount above what Medicare paid for each
service. In 1975, Medicare payments were still linked to what physicians charged,
but the annual increase in fees was limited by the Medicare economic index, or
MEL' Because those changes were not enough to prevent total payments from
rising more than desired, from 1984 though 1991 the yearly change in fees was
determined by legislation.

Starting in 1992, the charged-based payment system was replaced by the
physician fee schedule. The fee schedule bases payment for individual services on
measures of the relative resources used to provide them. The schedule itself was
not intended to control spending—it was designed to redistribute spending among
various physicians’ specialties. The schedule was updated using a combination of
the MEI and an adjustment factor designed to counteract changes in the volume
of services being delivered per beneficiary. That adjustment factor, known as the
volume performance standard (VPS), was based on the historical trend in volume.
However, the VPS mechanism led to highly variable changes in payment rates,
and the Congress replaced it with the current Sustainable Growth Rate method

starting in 1998.2

1. The Medicare economic index measures changes in the cost of physicians’ time and operating
expenses; it is a weighted sum of the prices of inputs in those two categories. Most of the
components of the index come from the Bureau of Labor Statistics. Changes in the cost of
physicians’ time are measured using changes in nonfarm labor costs. Changes in “all-factor”
productivity are also incorporated into the index as a way of accounting for improvements in
physicians’ productivity. In practice, since there are usually gains in productivity from one year to
the next, including the productivity adjustment as part of the MEI results in a smaller rate of
growth than the price adjustments by themselves.

2. For a more detailed discussion of the histbry of payment rates, see the statement of Douglas Holtz-
Eakin, Di , Congressional Budget Office, Medicare's Physician Fee Schedule, before the
Subcommittee on Health, House Committee on Energy and Commerce (May 5, 2004).

2



36

Experience Under the SGR Mechanism

The SGR mechanism aims to control spending on physicians’ services provided
under Part B of Medicare. It does so by setting an overall target amount of
spending (measured on both an annual and a cumulative basis) on certain types of
goods and services provided under Part B: payments for physicians’ services as
well as payments that Medicare makes for items—such as laboratory tests,
imaging services, and physician-administered drugs—that are furnished “incident
to” (in connection with) physicians’ services. Payment rates are adjusted annually
to reflect differences between actual spending and the spending target—upward if
spending is below the target, downward if spending is above the target.

The Congress had two main goals when it adopted the SGR mechanism: ensuring
adequate access to physicians’ services and controlling federal spending on those
services in a more predictable way than the VPS mechanism did. The SGR -
mechanism has a mixed record with regard to those goals.

More than 90 percent of physician and nonphysician providers agree to
participate in Part B, and surveys generally show that beneficiaries do not
experience significant difficulties in getting access to care. However, that
situation may change if payment rates are significantly reduced, as will occur if
the SGR mechanism operates as currently specified in law.

From 1997 (which is when the SGR method started measuring expenditures)
through 2005, per-beneficiary spending on services paid for under the physician
fee schedule grew by 65 percent, or about 6.5 percent per year. In contrast, per-
beneficiary spending in the rest of Medicare {excluding Medicare Advantage)
grew by about 35 percent over that same time period.

Aside from growth in Part B enrollment, which has averaged about 1 percent
annually since 1997, increases in spending subject to the fee schedule can be
attributed mainly to increases in the fees themselves and in the volume and
intensity of services being provided by physicians. Since 1997, the fees that
Medicare pays for each service have increased annually by an average of about

2 percent. Although some of the remaining increase has resulted from the addition
of covered services, most of the rest is attributable to growth in the volume and
intensity of services, which has averaged about 4.5 percent per year over the
period.

Since 2002, spending measured by the SGR method has consistently been above
the targets established by the formuia. In 2005, expenditures counted under the
SGR method totaled $94.5 billion, about $14 billion more than the $80.4 billion
expenditure target for that year. Total spending since the SGR method was put
into place in 1997 now stands at about $30 billion above the system’s cumulative

3
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target.> As a result, the SGR mechanism, under current law, will substantially
reduce payment rates for physicians’ services over the next several years.
Payment rates could decline by a total of 25 percent to 35 percent during that
period if physicians continue to provide services at the current rate.

Projected Spending for Physicians’ Services

Because of the impending reductions in payment rates required under current law,
Medicare spending on services provided by physicians is projected to grow
relatively slowly for the next several years. CBO estimates that the decline in
payment rates will be slightly more than offset by increases in enrollment and
growth in the volume and intensity of services being delivered. As a result, CBO
projects, Medicare spending on physicians’ services will grow in coming years,
but in 2012 it will be only 13 percent higher than it was in 2005, reflecting an
average annual growth rate of less than 2 percent. In contrast, from 1997 through
2005, such spending grew by an average of about 7.7 percent annually.

Considerable evidence exists that a reduction in payment rates leads physicians to
increase the volume and intensity of the services they perform. Although

their participation rates are currently very high, CBO also expects that some
physicians are likely to respond to continuing reductions in payment rates by
declining to participate in the Medicare program.* Such responses to changes in
payment rates do not explicitly affect CBO’s projections of spending on
physicians’ services over the long-term because the SGR mechanism will adjust
payment rates to offset changes in the volume of physicians’ services furnished to
Medicare patients. As a result, the reductions in payment rates will be smaller
than the estimated 25 percent to 35 percent if the volume of physicians’ services
provided to Medicare participants declines because of either changes in the
number of participating physicians or in the volume of services being provided.

From 1997 through 2001, cumulative spending governed by the SGR mechanism
was slightly below the expenditure target set by the formula (see Figure 1).
Starting in 2002, cumulative spending rose above the cumulative target.
According to CBO’s projections through 2016; if the current SGR mechanism is

3. Those figures include both spending by the Medicare program and beneficiaries’ cost-sharing
obligations for services. Cost sharing amounts to roughly 20 p of the total spending d
under the targets.

4. It is uncertain when such resp to declining pay rates would have a significant negative

effect on Medicare patients’ access to physicians’ services. Several organizations, including the
Government Accountability Office, the Medicare Payment Advisory Commission, and the Center
for Studying Health System Change, are monitoring changes in the willingness of physicians to
participate in Medicare and to accept new Medicare patients.

4
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Figure 1.
Sustainable Growth Rate Spending Compared with

Expenditure Targets
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permitted to operate, the cumulative deficit will continue to grow for several more
years but will then shrink as the annual growth in spending is slowed by the
reductions in payment rates called for by the SGR mechanism. Toward the end of
the period, CBO’s projections show cumulative spending coming back into line
with the cumulative target.” The SGR mechanism is designed in such a way so
that if viewed over a long enough period of time, cumulative spending will equal
the cumulative target.

How the SGR Mechanism Works

The SGR mechanism consists of three components, each of which is based on
statutory formulas:

5. CBO projects that cumulative spending will fall slightly below the cumulative target in 2015 and
remain below for a short period of time. That is the result of the gradual nature of the adjustments
to bring spending in line with the expenditure targets.

5
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] Expenditure targets, which are established by applying a growth rate
(calculated by formula) to spending during a base period;

= The growth rate; and

= Annual adjustments to payment rates for physicians’ services, which ase
designed to bring spending in line with the expenditure targets over time.

The Expenditure Targets

The SGR mechanism establishes both year-by-year and cumulative spending
targets (the law refers to the target spending levels as “allowed expenditures”).
Included in the targets is Medicare’s spending on services covered by the
physician fee schedule and services provided “incident to” a visit to a physician.
The fee schedule determines how much physicians get paid for each of the
services they provide. The “incident-to” goods and services include laboratory
tests and physician-administered drugs, such as chemotherapeutic ones; payment
rates for those services are not determined by the physician fee schedule.®
Services on that fee schedule accounted for about 85 percent of all spending
counted toward the SGR target in 2005.

The SGR method uses spending that occurred between April 1, 1996, and

March 31, 1997, as the base for all future spending counted toward the targets.
During that base period, the amount of spending counted under the method
totaled $48.9 billion. Each year, the spending target is updated from the base level
to reflect the growth rate determined by the SGR formula. That formula produced
a sustainable growth rate of 3.2 percent for 1998. Consequently, the expenditure
target that year was $50.5 billion ($48.9 multiplied by 1.032).

The annual targets are added together (along with the original base amount) to
produce a cumulative target. The cumulative target in 1998 was $99.4 billion
($48.9 billion plus $50.5 billion); according to the Centers for Medicare and
Medicaid Services (CMS), the cumulative target in 2005 had reached

$611.8 billion.

The Growth Rate

The expenditure targets are updated-each year by applying a growth rate (the
SGR) that is designed to account for various factors that contribute to changes in
Part B spending. That growth rate incorporates the following factors:

6. Payments for some services, such as laboratory tests, are based on their own fee schedules, which
are usually updated annually for inflation. Payments for physician-administered drugs are based on
market prices.
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L] First, it includes an adjustment for inflation that takes into account
changes in the prices of goods and services used by physicians’ practices
and in the prices that Medicare pays for “incident-to” services. The change
in prices of goods and services used by physicians’ practices is measured
by the Medicare economic index, which incorporates an adjustment for
changes in productivity, as measured by the change in “all-factor”
productivity in the economy as a whole. (When productivity rises, that
adjustment reduces the MEI below where it would be if based on price
increases alone.) The aggregate of those factors will be 2.6 percent for
2007, according to CMS’s estimate.

L] Second, the rate incorporates changes in enroliment in Medicare’s fee-for-
service sector, which CMS estimates will be a decline of 2.9 percent for
2007.

L] Third, the SGR incorporates the estimated 10-year average annual growth
rate in real (inflation-adjusted) gross domestic product per capita, which
CMS estimates will be 2.2 percent.

] Fourth, the growth rate takes into account the effect of changes in law or
regulation that would affect spending for services subject to the SGR
mechanism—such as adding coverage of new benefits—which CMS
estimates will be -1.0 percent.’

Those four factors are multiplied to yield an overall growth rate that CMS
estimates will be 0.7 percent in 2007:

Change in physicians’ prices (1.026) x change in enrolment (0.971) x
change in real GDP per capita (1.022) x changes in law or regulation
(0.990) = 1.007

The expenditure target for services covered by the physician fee schedule in 2006
is $81.7 billion. (That amount includes both spending by the Medicare program
and cost-sharing obligations of beneficiaries.) Increasing the 2006 target by

0.7 percent results in an expenditure target of $82.3 billion for 2007.

In essence, the SGR method allows spending per beneficiary to grow with
inflation, with these additional adjustments:

] A reduction that assigns the benefits of productivity improvements to the
Medicare program;

7. The reduction in the SGR due to changes in law or regulation is mainly attributable to provisions
enacted in the Deficit Reduction Act (P.L. 109-362), most notably reductions in payment rates for
imaging services.
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L] An increase—which could be considered an allowance for growth in the
volume and intensity of services—equal to the real change in GDP per
capita; and .

L] An increase or decrease to reflect any changes in the coverage offered by
the program.

Once a determination of the SGR has been made for a given calendar year
(usually around November 1 of the preceding year), it is not necessarily fixed. If
actual experience for one or more of the four growth factors differs from the
estimates in the original calculation, the SGR for that year can be changed. In
other words, if the SGR for 2007 is set assuming that fee-for-service enrollment
will decrease by 2.9 percent and in actuality it changes by a different amount, the
SGR for that year will subsequently be adjusted. In that case, the rates paid in
2007 would not change, but the cumulative target for subsequent years would be
adjusted. The SGR—and therefore the expenditure targets—for a particular year
can be retroactively adjusted for up to two years.

Annual Adjustments to Payment Rates

The annual update to payment rates under the physician fee schedule involves two
components: an inflation adjustment according to the MEI and an “update
adjustment factor.” The adjustment factor is based on the relationship between
actual spending for services subject to the SGR and the formula’s expenditure
targets. If actual spending under the SGR does not deviate from the expenditure
targets, payment rates under the physician fee schedule are simply increased by
the MEL

If actual spending deviates from the expenditure targets, annual updates to
payment rates for physicians’ services are adjusted. Those adjustments are
designed so that, over a period of several years, cumulative spending will be
brought back into line with the cumulative expenditure target. The update
adjustment formula takes into account both the relationship between spending in a
given year and that year’s expenditure target and the relationship between
cumulative spending and the cumulative expenditure target.

If actual spending is more than the targets, the update adjustment factor will be
negative (that is, it will reduce the amount of the increase that would otherwise
occur to reflect inflation); if actual spending is less than the targets, the update
adjustment factor will be positive. The law sets an upper and lower limit on the
update adjustment factor—it cannot exceed an increase of 3 percent or a reduction
of 7 percent. For 2006, CMS determined that cumulative spending was about

$30 billion above the expenditure targets and that the update adjustment factor
determined by the formula would have been -21 percent; thus, the statutory limit
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of -7 percent was used. Consequently, in 2006, payment rates for physicians were
scheduled to decrease by 4.4 percent: a 2.8 percent inflation adjustment was more
than offset by an update adjustment factor of -7 percent.® However, the Deficit
Reduction Act overrode the formula for 2006 and held payment rates constant at
their 2005 level.

Looking forward, CBO projects that spending for physicians’ services will
continue to exceed the cumulative target for the next several years. Uniess it is
modified again, the SGR method will reduce payment rates beginning in 2007
and will keep updates below inflation through at least 2012.

It is important to note that under the SGR mechanism, the adjustment factor
applies only to the physician fee schedule and not to payment rates for “incident-
to” services, which account for about 15 percent of the spending counted toward
the SGR targets. Consequently, the SGR mechanism will adjust payment rates for
physicians’ services in future years to offset any difference between the rate of
growth of spending for “incident-to” services and the growth rate of the SGR
expenditure targets. If spending for the “incident-to” serviees grows faster than
the SGR targets, payment rates for physicians’ services will be reduced to
compensate for that increase. Prior to changes in the way physician-administered
drugs were paid for in 2004, such “incident-to” spending experienced several
years of double-digit growth. The share of SGR-related spending accounted for
by physician-administered drugs increased from about 7 percent in 2001 to

9 percent in 2005.

Recent Legislation Affecting the SGR

Since 2002, the SGR method has called for reductions in physician payment rates.
In 2002, payment rates were cut by 4.8 percent, and CMS determined that rates
would be further reduced by 4.4 percent in 2003. In the Consolidated
Appropriation Resolution of 2003 (P.L. 108-7), the Congress responded to that
imminent reduction by allowing the Administration to boost the cumulative SGR
expenditure target, thereby producing a 1.6 percent increase in payment rates for
physicians’ services in 2003.

Spending continued to exceed the target and—if it had been allowed to
operate—the SGR mechanism would have reduced payment rates in 2004. The
Congress and the President acted to prevent such a reduction. As part of the
Medicare Modernization Act (P.L. 108-173), they replaced the scheduled rate
reduction with increases of 1.5 percent in both 2004 and 2005. The Deficit
Reduction Act (P.L. 109-362) held 2006 payment rates at their 20035 level,
overriding an impending reduction of 4.4 percent.

8. (1+0.028) x (1 - 0.07)=0.956.
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The budgetary effect of legislative actions to override cuts in 2004, 2005, and
2006 was twofold. Federal spending on Medicare Part B benefits grew more than
it would have otherwise. In addition, because of the specification that increases in
the payment rates should not be considered a change in law or regulation for
purposes of determining the expenditure target, the gap between cumulative
spending and the cumulative target became larger than it would have been
otherwise. Under the current SGR rules, growth in spending occwing as a sesult
of those rate increases will eventually be recouped by future adjustments to
payment rates. Consequently, the budgetary cost of any future legislative
increases in payment rates was increased.

Budgetary Implications of Changing the SGR

With the application of the SGR mechanism in cwswent law likely to reduce
physician payment rates by between 4 percent and S percent annually for the next
several years, various options have been put forward to modify that mechanism.
This testimony presents estimates for three illustrative examples, including fully
replacing the SGR targets with annual updates based on inflation (the appendix
includes estimates for a number of other options). Each policy option would
increase payments for physicians’ services gelative to those that would be made
under current law and, thereby, also increase the Part B premiums that
beneficiaries pay to the government and the payments that the government makes
for beneficiaries enrolled in Medicare Advantage.’ The budget estimates reflect
all three of those effects. (The upcoming graphs, however, focus solely on the
gross changes in spending for physicians’ services.)

Option 1: Increase payment rates by 1 percent in 2007 but do not treat the update
as a change in law or regulation. This option would override the update
adjustment factor during 2007 and increase the payment rate under the physician
fee schedule by 1 percent that year. If that action was not considered a change in
law or regulation, the SGR expenditure targets would remain the same, and the
difference between cumulative spending and the cumulative expenditure targets
would be larger than is estimated under current law. Thus, the increase in
spending attributed to the higher payment rate would eventually be recouped by
the SGR mechanism, causing payment rates to be lower in the future than they
would otherwise have been. Because the maximum adjustment factor of

9. Any increase in spending for physicians’ services would increase the “benchmarks” that Medicare
uses to determine how much the program pays for beneficiaries in the Medicare Advantage
program. At the same time, about one-quarter of the changes in spending for physicians’ services
and for Medicare Advantage would be offset by changes in receipts from premiums that
beneficiaries pay the government. However, legislationcould specify that Part B premiums would
not be adjusted to reflect changes in spending resulting from changes in payment rates for
physicians' services. But such a "premium hold-harmless" provision would increase federal costs
by about 30 percent. The appendix includes estimates for several options that would include such a
provision. g

10
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Figure 2.
Spending on Physicians’ Services with a 1 Percent Update

in 2007 That Is Not Considered a Change in Law or

Regulation
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-7 percent is projected to apply for the next several years, recouping the costs of
this option would begin after that period has ended.

Spending for physicians’ services under this option would be higher through 2012
and lower in subsequent years than the amount projected under current law (see
Figure 2). According to CBO’s estimates, this option would increase net federal
outlays by $13 billion over the 2007-2011 period and by $6 billion over the 2007-
2016 period. Under this option, spending per beneficiary would be about

S percent lower in 2016 than it would be under current law.

Option 2: Increase payment rates by 1 percent in 2007 and do treat the update as
a change in law or regulation. This option would override the update adjustment
factor during 2007 and increase payment rates under the physician fee schedule
by 1 percent that year. If that action was considered a change in law or regulation,
the SGR would be adjusted to account for the increased payment rate, and the
difference between cumulative spending and the cumulative targets would be

11
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Figure 3.
Spending on Physicians’ Services with a 1 Percent Update

in 2007 That Is Considered a Change in Law or

Regulation
(Billions of dollars)
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largely unchanged from current law. Spending increases resulting from this
option would not be recouped by the SGR mechanism.

Spending for physicians’ services under this option would be higher in every year
than under current law {see Figure 3). By CBO’s-estimates, this option would
increase net federal outlays by $13 billion over the 2007-2011 period and by

$31 billion over the 2007-2016 period. Under this option, spending per
beneficiary would be about 5 percent higher in 2016 than it would be under
current law.

Option 3: Allow payment rates to increase by medical inflation. This option
would repeal the current SGR mechanism and increase payment rates each year
by the Medicare economic index. Instead of being reduced by 4 percent to

5 percent annually for the next several years, payment rates would increase by
between 2 percent and 3 percent annually. Those updates would not be subject to
further adjustments, and spending increases would not be recouped.

12
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Figure 4.
Spending on Physicians’ Services If the Sustainable

Growth Rate Is Replaced with Updates Based on the
Medicare Economic Index
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Spending for physicians’ services under this option would grow at an average
annual rate of about 7.4 percent over the next 10 years, CBO estimates, compared
with a 4.5 percent increase projected under current law. According to CBO’s
estimates, this option would increase net federal outlays by $58 billion over the
2007-2011 period and $218 billion over the 2007-2016 period. Under this option,
spending per beneficiary would be about 30 percent higher in 2016 than it would
be under current law (see Figure 4).

13
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Appendix A

Budget Estimates for Proposals to
Change Physician Payment Rates

Table A-1.
Estimated Changes in Net Federal Outlays from Alternative Proposals

for Changing Physician Payment Rates
(Billions of dollars, by fiscal year)

2007- 2007-
Proposal 2007 2008 2000 2010 2011 2 201 142015 201 016
0 Percent Update in 2007 11 24 24 25 25 22 01 23 28 -32 108 47
9 Percent Update in 2007 and
Premium Hold Harmless L7 31 31 31 31 27 05 -30 36 40 41 5%
‘) Percent Update in 2007 and 2008 11 37 49 49 50 47 21 25 -50 -57 196 132
0 Percent Update in 2007 and 2008 and
Premium Hold Harmless 17 50 62 62 63 59 21 36 -64 -73 254 161
0.5 Percent Update in 2007 12 27 27 27 27 25 01 26 -33 36 120 49
1 percent Update in 2007 13 29 29 30 30 27 * 27 36 40 131 S5
1 Percent Update in 2007 and
Premium Hold Harmless 20 37 37 38 38 34 04 36 46 51 170 6.6
1.5 Percent Update in 2007 14 32 32 32 32 30 03 -28 -38 43 142 67
1.5 Percent Update in 2007 and
Premium Hold Harmless 22 40 40 41 41 37 01 37 49 54 184 80
1.5 Percent Update in 2007 and 2008 14 49 65 65 66 64 37 -15 59 -78 259 207
4.5 Percent Update in 2007 and 2008 and
Sremium Hold Harmless 22 66 82 82 83 80 42 =26 -79 -100 336 253
Automatic MEI Update (Replace SGR) 1.6 63 111 164 227 277 319 33.0 335 342 3802182
Automatic MEI Update (Replace SGR) and
Premium Hold Harmless 24 83 143 209 287 350 398 411 417 45 7472747
Freeze Physician Payment Rates at 2006
Level Through at Least 2016 1.1 42 73 108 150 183 204 20.1 168 13.1 384 127.1

Source: Congressional Budget Office.

Notes:  Except for the last three options, estimates assume that the SGR mechanism would apply aﬂer r.he speclﬁed period. They liso

assume that proposed changes to updates are not considered changes in law or | in
would be subject to bemg recouped by appllcanon of the SGR mechanism. Proposais that lnclude a “premium hold-harmiess™
provision would-exclude i or in spending attributable to them from calculations of the Part B premi

* =cost or savings of less than $50 million.

MEI = Medicare economic index; MA = Medk Advantage; SGR = i growth rate.
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MR. DEAL. Thank you. Mr. Steinwald.

MR. STEINWALD. Thank you, Mr. Chairman, members of the
subcommittee.

MR. DEAL. Pull the microphone closer, and make sure it is on.

MR. STEINWALD. [ will. Is that all right?

MR. DEAL. Yes.
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MR. STEINWALD. Thank you for inviting me here today to
participate in your discussion of how to build a more efficient and
effective Medicare payment system. Given the fiscal crisis facing the
Medicare program, I commend you for undertaking this difficult
challenge.

I would like to begin my remarks with a brief look at the trends that
have led us to the situation we face today. With all the negative publicity
that SGR has received, it may be worth remembering why we have it in
the first place. First slide.

[Slide]

The slide before you shows the annual trends in physician service
spending per Medicare beneficiary, beginning in the 1980s, due to
increases in the volume and intensity of services received. Volume
refers to the number of services, and intensity to the complexity or
expensiveness of those services. During the 1980s, efforts made by the
Congress to limit physician spending increases were largely
unsuccessful, and Medicare spending per beneficiary on physician
services increased rapidly. Next slide.

[Slide]

OBRA in 1989 created a national fee schedule and a system of
spending targets, which together first affected physician fees in 1992,
and from 1992 through 1999, volume and intensity growth was
moderated, and as a result, spending on physician services grew much
more slowly than in the ‘80s. During this period, the Balanced Budget
Act put into place the SGR system, which was first used to adjust fees in
1999. Next slide. No, previous slide, please.

[Slide]

Beginning in 2000, physician spending per beneficiary began
trending upward again. The increases over the 2000 to 2005 period were
more than the SGR formula permits, triggering the system’s automatic
response to reduce fees in order to bring spending on physician services
in line with the system’s spending targets. Next slide.

[Slide]

Now, let us look at the fee updates under the SGR system, from 2001
through 2005. Through 2001, the system produced positive updates,
generally in excess of inflation in the cost of running a medical practice.
However, in 2002, because of the rising trends in volume and intensity of
services, the SGR system called for a fee decrease of 4.8 percent.
Further fee cuts in subsequent years were averted by Congressional
action. Not shown on the chart is the fee freeze in 2006. Next slide.

[Slide]

Now, I have added the trend in physician spending per Medicare
beneficiary next to the fee updates. As you can see, while physician fees
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rose only a cumulative 4.5 percent over this period, physician spending
per beneficiary rose 44 percent. The beneficiary increase suggests that,
despite the low fee updates, there had been no deterioration in access to
physician services. In fact, GAO has just issued a study that examines
beneficiary access over this time period. The next slide provides some
highlights from that study.

We found that the proportion of beneficiaries who received services
from a physician over the period, grew 9 percent, and for treated
beneficiaries the number of services also grew, in this case, 14 percent.
The amounts were lower in rural areas, but the trend was virtually
identical. Our study also showed that the intensity increases were as
important a contributor to spending increases as these trends in volume,
and by way of example, when more comprehensive office visits replace
routine office visits, that is an intensity increase. When CAT scans
replace X-rays, that is also an intensity increase. Next slide.

[Slide]

Finally, our study found that over this time period, the number of
physicians billing Medicare rose 11 percent. This increase exceeded the
rise in the number of Medicare beneficiaries over the same period, which
was about 8 percent.

In conclusion, Mr. Chairman, let me say I appreciate the difficulty of
the dual problem you face with respect to Medicare physician payment.
As you know, the SGR system will require fee cuts of about 5 percent
per year for multiple years, beginning in 2007. Although we haven’t
seen a problem to date, successive years of fee cuts could undermine
beneficiary access to physician services.

As many have suggested, Congress could repeal SGR, and hope that
pay-for-performance and related initiatives could have their desired
effect, and spending will be moderated as it was during the 90s.
Alternatively, spending controls different from SGR could be imposed.

But the recent spending trends are alarming, Mr. Chairman, and if
left unchecked, could compromise the Medicare program’s ability to
serve its beneficiaries in the future.

We look forward to working with the subcommittee and with other
Members of Congress as policymakers seek to find ways to moderate
spending growth while ensuring appropriate physician payments.

Mr. Chairman, this concludes my remarks. I would be happy to
answer your questions, or those of the other subcommittee members.

[The prepared statement of A. Bruce Steinwald follows:]
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Why GAO Did This Study

In 2002, the system Medicare uses
to determine annual changes to
physician fees—the sustainable
growth rate (SGR) system—
reduced fees by almost 5 percent.
Subsequent administrative and
legislative actions averted fee
declines in 2003 through 2006.
Absent additional actions, fee
reductions are projected for 2007
through 2015. Consequently, the
appropriateness of the SGR system
has been questioned. At the same
time, there are concerns about the
impact of increased physician
services spending on the long-term
fiscal sustainability of Medicare.

GAO was asked to discuss the SGR
system and Medicare physician
payments. This statement
addresses (1) how the SGR system
is designed to moderate the growth
in spending for physician services,
(2) why physician fees are
projected to decline under the SGR
system, (3) trends in the use of
services provided by physicians
and spending for those services
from 2000 through 2005, and

(4) options for revising or replacing
the SGR system. This statement is
based on two GAO reports:
Medicare Physician Services: Use
of Services Increasing Nationwide
and Relatively Few Beneficiaries
Report Major Access Problems
(GAO-06-704, July 21, 2006), and
Medicare Physician Payment:
Concerns about Spending Target
System Prompt Interest in
Considering Reforms (GAO-05-85,
Oct. 8, 2004).

Wwww.gao.gov/cgi-bin/getrpt? GAO-06-1008T.

To view the full product, including the scope
and methodology, click on the link above.
For more information, contact A. Bruce
Steinwald at (202) 512-7101 or
steinwalda@gao.gov.
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What GAO Found

To moderate Medicare spending for physician services, the SGR system sets
spending targets and adjusts physician fees based on the extent to which
actual spending aligns with specified targets. If growth in the number of
services provided to each beneficiary—referred to as volume—and in the
average complexity and costliness of services—referred to as intensity—is
high enough, spending will exceed the SGR target. While the SGR system
allows for some volume and intensity spending growth, this allowance is
limited. If such growth exceeds the average growth in the national economy,
as measured by the gross domestic product per capita, fee updates are set
lower than the estimated increase in the average cost of providing physician
services. A large gap between spending and the target may result in fee
reductions.

There are two principal reasons why physician fees are projected to decline
under the SGR system. Recent growth in spending due to volume and
intensity increases has been more than double that allowed under the SGR
system, resulting in excess spending that must be recouped through reduced
fee updates. Legislative actions that specified minimum updates for 2004
through 2006 have also contributed to future physician fee cuts. These
actions, which averted fee reductions, did not revise the spending targets.
Therefore, the SGR system must offset the additional spending resulting
from the excess volume and intensity and the minimum fee updates by
reducing fees beginning in 2007.

From 2000 through 2005, Medicare spending for services provided by
physicians grew rapidly. Our analysis of Medicare claims submitted during
the first 28 days of April in these years shows that an increasing proportion
of beneficiaries obtained services and the volume and intensity of the
services provided increased. While Medicare physician fees rose by

4.5 percent over the period, program spending on physician services per
beneficiary grew by approximately 45 percent. The number of physicians
billing Medicare and total allowed charges per billing physician also
increased, as did the proportion of claims for which physicians accepted
Medicare payment as payment in full.

Potential alternatives to the SGR system cluster around two basic
approaches: (1) ending the use of spending targets as a method for updating
physician fees and encouraging fiscal discipline and

(2) retaining spending targets but modifying the current SGR system to
address perceived shortcomings. Either approach could be complemented
by focused efforts to moderate volume and intensity growth directly.
Because multiple years of projected 5 percent fee cuts are incorporated in
Medicare’s budgeting baseline. almost any change o the SGR systen is
likely to increase program spending above the baseline.

United States Government Accountability Office
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Mr. Chairman and Members of the Subcommittee:

Iam pleased to be here today as you discuss Medicare’s payments to
physicians and consider potential payment reforrs to help moderate
spending growth while ensuring that beneficiaries have appropriate access
to high-quality physician services and physicians receive fair
compensation for providing those services. As you know, Medicare uses a
system based on spending targets, known as the sustainable growth rate
(SGR) system, to annually update physician fees. From 1999—the first

through 2001, annual fee increases ranged from 2.3 percent to 5.5 percent.
However, in 2002 the SGR system reduced physician fees by nearly

5 percent. Fee declines in subsequent years were averted only by
administrative and legislative actions that modified or temporarily
overrode the SGR system." In the absence of additional administrative or
legislative action, the Medicare trustees project that the SGR system will
likely reduce fees by about 5 percent per year for 9 years beginning in
20077

The potential for a sustained period of declining fees has raised
policymakers’ concerns about the appropriateness of the SGR system for
updating physician fees and about physicians’ continued participation in
the Medicare program. At the same time, there are also concerns about
Medicare spending growth and the long-term fiscal sustainability of the
program.

As you requested, my comments today describe the issues that Medicare
faces in annually updating physician fees, recent growth in the provision
of physician services, and considerations for potential physician fee
update reforms. Specifically, I will discuss (1) how the SGR system is
designed to moderate the growth in spending for physician services,

(2) why physician fees are projected to decline under the SGR system,
(3) trends in the use of services provided by physicians and spending for

'For example, the Medicare Prescription Drug, Improvement, and Modemization Act of
2003 (MMA) specified a minimum update of 1.5 percent for both 2004 and 2005. Pub. L. No.
108-173, § 601(a)(1), 117 Stat. 2066, 2300.

*Boards of Trustees of the Federal Hospital Insurance (HI) and Federal Supplementary
Medical Insurance (SMI) Trust Funds, 2006 Annual Report of the Boards of
Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust
(Washington, D.C.: May 1, 2006).

Funids
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those services from 2000 through 2005, and (4) options for revising or
replacing the SGR system.

My testimony today is based on two previously issued GAO reports.
Specifically, my comments on the SGR system, its projected effect on
physician fees, and potential alternatives for that system are based on
findings contained in our October 2004 report on the SGR system.” We
updated these findings to include information on Medicare physician fee
updates and spending in 2005 from the 2006 report of the Medicare
trustees.' My comments on trends in physicians’ provision of services and
spending for those services are derived from our July 2006 report on
Medicare physician services.”" To study trends, we analyzed 100 percent of
physician claims for services performed during the first 28 days of April in
each year from 2000 through 2005. Whereas our 2004 report included all
physician services regardless of whether they were performed by a
physician or a physician replacement—such as physician assistant—our
2006 report focused exclusively on services performed by a physician. Al
references to physicians, beneficiaries, services, and spending in this
statement pertain exclusively to Medicare's traditional fee-for-service
(FFS) program, except where otherwise noted. Our work to update our
2004 report was performed during July 2006; all work was done according
to generally accepted government auditing standards.

In summary, the SGR system is designed to apply financial brakes
whenever spending for physician services and certain other items and
services commonly performed by physicians or furnished in a physician’s
office exceeds predefined spending targets. The SGR system allows for
some increases in the number of services delivered to each beneficiary—
known as volume—and the complexity or costliness of those services—
known as intensity. However, if spending growth caused by increases in
volume and intensity exceeds the average growth in the national economy,

‘;GAO, Medicare Physician Payments: Concerns about Spending Target System Prowpt
Interest in Considering Reforms, GAO-05-85 (Washington, D.C.: Oct. 8, 2001).

‘Boards of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical
Insurance Trust Funds.

EGAO, Medicare Physician Services: Use of Services Increasing Nationwide and
Relatively Few Beneficiaries Report Major Access Problems, GAO-06-704 (Washington,
D.C.: July 21, 2006).

SUnless otherwise noted, the term “physician services” in this statement refers 1o items and
services listed in Social Security Act § 1848()(3).
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as measured by the gross domestic product (GDP) per capita, the SGR
system reduces fee updates to help moderate spending growth.

There are two principal reasons why physician fees are projected to
decline under the SGR system beginning in 2007. One reason is that
volume and intensity spending increases have been growing at more than
double the rate allowed under the SGR system. The other reason is that
legislation mandated minimum physician fee updates for the years 2004
through 2006, but did not raise the spending targets for those years. The
SGR system, which is designed to keep spending in line with its targets,
must reduce fees beginning in 2007 to offset the excess spending
attributable to both volume and intensity increases and the legislated fee
updates.

From 2000 through 2005, Medicare spending for physician services grew
rapidly. Our analysis of Medicare claims shows that an increasing
proportion of beneficiaries obtained care from physicians and the volume
and intensity of the services provided increased from April 2000 to April
2005. Similarly, the number of physicians billing Medicare and the total
allowed charges per billing physician also increased.

In general, proposals to reform Medicare's method for updating physician
fees would either (1) eliminate spending targets and establish new
considerations for the annual fee updates or (2) retain spending targets,
but modify certain aspects of the current system. Either approach could be
complemented by focused efforts to moderate volume and intensity
growth directly.

Medicare faces the challenge of moderating the growth in spending for
physician services while ensuring that physicians are paid fairly so that
beneficiaries have appropriate access to their services. Concerns have
been raised that access to physician services could eventually be
compromised if the SGR system is left unchanged and the projected fee
cuts become a reality. Although the trend could be reversed if fees were to
decline substantially, our analysis of data from April 2000 to April 2005
indicates that in recent years beneficiary access to physicians and the
services they provide has increased. The increased use of physician
services, however, raises concerns about the accompanying growth in
Medicare spending for those services.
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Because multiple years of projected 5 percent fee cuts are incorporated in
Medicare’s budgeting baseline, almost any change to the SGR syster is
likely to increase program spending above the baseline. As policymakers
consider options for updating physician fees, it is important to be mindful
of the serious financial challenges facing Medicare and the need to design
policies that help ensure the long-term sustainability and affordability of
the program.

Background

Although the current focus of concern is largely on the potential for
several years of declining physician fees, the historic and continuing
challenge for Medicare is to find ways to moderate the rapid growth in
spending for physician services. Before 1992, the fees that Medicare paid
for those services were largely based on physicians’ historical charges.’
Spending for physician services grew rapidly in the 1980s, at a rate that the
Secretary of Health and Human Services (HHS) characterized as out of
control. Although Congress froze fees or limited fee increases in the 1980s,
spending continued to rise because of increases in the volunmie and
intensity of physician services. From 1980 through 1991, for example,
Medicare spending per beneficiary for physician services grew at an
average annual rate of 11.6 percent.

The ineffectiveness of fee controls alone led Congress to. reform the way
that Medicare set physician fees. The Omnibus Budget Reconciliation Act
of 1989° required the establishment of both a national fee schedule’ and a
system of spending targets, which together first affected physician fees in
1992." From 1992 through 1997, annual spending growth for physician
services was far lower than in the previous decade. The decline in
spending growth was the result in large part of slower volume and

"Medicare paid physicians on the basis of “reasonable charge,” defined as the lowest of the
physician’s actual charge, the customary charge (the amount the physician usually charged
for the service), or the prevailing charge (based on comparable physicians’ customary
charges).

*See Pub. L. No. 101-239, § 6102, 103 Stat. 2106, 2169-89.

“Medicare sets fees for more than 7,000 physician services based on the resources required
to provide each service, adjusted for differences in the costs of providing services across
geographic areas.

"The first system of spending growth targets, known as the Medicare Volume Performance
Standard (MVPS), was in effect from 1992 through 1997. In 1998, the SGR system of
spending targets replaced MVPS.
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intensity growth. (See fig. 1.) Over time, Medicare’s spending target system
has been revised and renamed. The SGR system, Medicare’s current
system for updating physician fees, was established in the Balanced
Budget Act of 1997 (BBA) and was first used to adjust fees in 1999."

Figure 1: Growth in Volume and ity of Medi Physiclan Services per Beneficiary, Selected Years, 1980-2005
Percentage
10 o 0
90
83
8
76 73
. 65 6.3 .
45 |
4 3.7 3.9 39 4
29
2 2.0
17
15 n
i 1
o o2
02
o7
-2 1980 1985 1986 1987 1988 1989 1990 1991 1992 1983 1994 1995 1996 1997 1898 1999 2000 2001 2002 2003 2004 2005

Source: GAO analysis of data from CMS and the Boards of Trustees of the Federal HI and SMI Trust Funds

Note: Represents combined effect of volume and intensity growth. Data are for beneficiaries in the
traditional FFS program. Spending for end-stage renal disease patients is not included. From 1980
through 1992, volume and intensity of services changes are based on Medicare outlays for all
physician services. From 1993 through 2005, volume and intensity of services changes are based on
Medicare outlays for physician services covered by the fee schedule.

Following the implementation of the fee schedule and spending targets in
1992 through 1999, average annual growth in volume and intensity of
service use per beneficiary fell to 1.1 percent. More recently, volume and
intensity growth has trended upward, rising at an average annual rate of
more than 5 percent from 2000 through 2005. Although this average annual
rate of growth remains below that experienced before spending targets
were introduced, the recent increases in volume and intensity growth are a
reminder that inflationary pressures continue to challenge efforts to
moderate growth in physician expenditures.

"'See Pub. L. No. 105-33, § 4503, 111 Stat. 251, 433-34. BBA set a specific fee update for
1998. See BBA, § 4505, 111 Stat. 435-37.
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SGR System Designed
to Limit or Reduce
Physician Fee
Updates in Response
to Excess Growth in
Volume and Intensity

The SGR system establishes spending targets to moderate spending
increases caused by excess growth in volume and intensity. Services
covered by the SGR system’s spending targets include physician services
and other items and services, such as clinical laboratory services, specified
by the Secretary of HHS, that are commonly performed or furnished by
physicians or in a physician’s office. The SGR system’s spending targets do
not cap expenditures for SGR-covered services. Instead, spending in
excess of the target triggers a reduced fee update or a fee cut. In this way,
the SGR system applies financial brakes to spending for SGR-covered
services and thus serves as an automatic budgetary control device. In
addition, reduced fee updates signal physicians collectively and Congress
that spending because of volume and intensity has increased more than
allowed.

To apply the SGR system, every year the Centers for Medicarc & Medicaid
Services (CMS) follows a statutory formula to estimate the allowed rate of
increase for spending on SGR-covered services and uses that rate to
construct the spending target for the following calendar year.” The
sustainable growth rate is the product of the estimated percentage change
in (1) input prices for physician services and other SGR-covered services;"
(2) the average number of Medicare beneficiaries in the traditional fee-for-
service program; (3) national economic output, as measured by real
(inflation-adjusted) GDP per capita; and (4) expected expenditures for
physician services and other SGR-covered services resulting from changes
in laws or regulations. SGR spending targets are cumulative. That is, the
sum of all spending for SGR-covered scrvices since 1996 is compared to
the sum of all annual targets since the same year to determine whether
spending has fallen short of, equaled, or exceeded the SGR targets. The
use of cumulative targets means, for example, that if actual spending has
exceeded the SGR system targets, fee updates in future years must be
lowered sufficiently both to offset the accumulated excess spending and 1o
slow expected spending for the coming year.

“This allowed rate is the sustainable growth rate from which the SGR system derives its
name. We use the abbreviation SGR when referring to the system and the full term of
sustainable growth rate when referring to the allowed rate of increase.

¥CMS calculates changes in physician input prices based on the growth in the costs of
providing physician services as d by the Med Economic Index, growth in the

costs of providing laboratory tests as measured by the consumer price index for urban
consumers, and growth in the cost of Medicare Part B prescription drugs included in SGR
spending.

Page 6 GAO-06-1008T



58

Under the SGR system, the volume and intensity of physician services and
other SGR-covered services—that is, spending per beneficiary adjusted for
the estimated underlying cost of providing those services—is allowed to
grow at the same rate that the national economy grows over time on a per
capita basis. When the SGR system was established, economic growth was
seen as a benchmark that would allow for affordable increases in volume
and intensity. Currently, the SGR system’s benchmark for volume and
intensity growth is projected to be about 2.2 percent annually."
Consequently, volume and intensity growth that exceeds 2.2 percent
causes Medicare SGR-covered spending to exceed the SGR system’s
target, while slower volume and intensity growth leads to spending that
falls below the SGR target.

If cumulative spending on SGR-covered services is in line with the SGR
system’s target, the physician fee schedule update for the next calendar
year is set equal to the estimated increase in the average cost of providing
physician services as measured by the Medicare Economic Index (MEI). If
cumulative spending exceeds the target, the annual physician fee update
will be less than the change in MEI or may even be negative. Conversely, if
cumulative spending falls short of the target, physicians benefit because
the update will exceed the change in MEL The SGR system places limits
on the extent to which fee updates can deviate from MEL In general, with
an MEI of about 2 percent, the largest allowable fee decrease would be
about 5 percent and the largest fee increase would be about 5 percent.

"*To reduce the effect of business cyeles on physician fees, MMA modified the SGR system
to require that economic growth he measured as the 10-year moving average change in real
per capita GDP beginning in 20033
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Rapid Growth in
Volume and Intensity
and Legislated
Minimum Updates
Contribute to
Projected Decline in
Medicare Physician
Fees under SGR
System

Recent growth in spending due to volume and intensity increases has been
larger than SGR targets allow, resulting in excess spending that must be
recouped by reducing fees to lower future spending. From 2000 through
2005, based on an analysis of physician services claims from April of each
year, average annual growth in the volume and intensity of Medicare
physician services exceeded 5 percent--more than double the
approximately 2.2 percent growth rate permitted under the SGR system.
To offset the resulting excess spending, the SGR system calls for
reductions in physician fees.

Additional downward pressure on physician fees arises from the growth in
spending for other Medicare services that are included in the SGR system,
but that are not paid for under the physician fee schedule. Such services
include laboratory tests and many Part B outpatient prescription drugs
that physicians provide to patients.”” Because physicians influence the
volume of services they provide directly—that is, fee schedule services—
as well as other items and services commonly performed by physicians or
furnished in a physician’s office, expenditures for both types of services
were included when spending targets were introduced. To the extent that
spending for these other services grows larger as a sharc of overall SGR
spending, additional pressure is put on fee adjustments to offset excess
spending and bring overall SGR spending in line with the system’s targets.
This occurs because the SGR system attempts to moderate spending only
through the fee schedule, even when the excess spending is caused by
expenditures for SGR-covered services which are not paid for under the
fee schedule.

Legislated minimum updates for 2004 through 2006 have also contributed
to future physician fee cuts. The Medicare Prescription Drug,
Improvement, and Modernization Act of 2003 (MMA)" and the Deficit
Reduction Act of 2005 (DRA)" averted fee reductions projected for 2004
through 2006 by specifying minimum updates to physician fees for those
years. The MMA-specificd minimum annual increase of 1.5 percent

""Most of the Part B drugs that Medicare covers fall into three categorices: those typically
provided in a physician office setting (such as chemotherapy drugs), those administered
through a durable medical equipment item (such as a respiratory drug given in conjunction
with a nebulizer), and those that are patient administered and covered explicitly by statute
(such as certain immunosuppressives).

“*Pub. L. No. 108-173, §601 (a)(1), 117 Stat. 2066, 2300.
""Pub. L. No. 109-171, §5104(a)(2), 120 Stat. 4, 40-1 (2006).
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replaced SGR system fee reductions of 4.5 percent in 2004 and 3.3 percent
in 2005. DRA had the effect of replacing a fee reduction of 4.1 percent in
2006 with a 0.2 percent fee increasc. These legislated minimum fee
updates have resulted in additional aggregate spending. Because neither
MMA nor DRA made corresponding revisions to the SGR system'’s
spending targets, the SGR system must offset the additional spending by
reducing fees beginning in 2007.

Medicare Spending on
Physician Services
Increased
Substantially as
Physicians Provided
More Services and

From 2000 through 2005, Medicare spending on physician services grew
far faster than the growth in physician fees and the number of eligible
beneficiaries. Our analysis of Medicare claims data for services provided
during the first 28 days of April of each year indicates that from April 2000
to April 2005 a growing percentage of beneficiarics obtained services from
physicians. Among those beneficiaries who obtained such services, there
were increases in the average number of services provided. Overall, the
volume of services provided increased as well as the intensity (and thus
costliness) of the services provided. Our analysis also found that the

More Costly Types of number of physicians billing Medicare and allowed charges per physician
. increased over the period as did the proportion of claims for which

Services physicians accepted Medicare payment as payment in full.

Growth in Spending for From 2000 through 2005, while Medicare physician fees rose by

Physician Services
Exceeded Growth in
Medicare Fees

4.5 percent, program spending on physician services grew by nearly

60 percent. On a per beneficiary basis, spending for physician scrvices
grew by approximately 45 percent. Annual per beneficiary spending
increases ranged from a low of 2 percent in 2002 to a high of about

11 percent in both 2001 and 2004. (See fig. 2.) It is important to note that
even in 2002, a year in which fees were reduced by nearly 5 percent,
Medicare spending per beneficiary for physician services went up.
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Flgure 2: Percentage Change from Previous Year in Physician Fee Update and
Physician Services g per Beneficiary, 2001-2005
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Source: GAO analysis of data from the Boards of Trustees of the Federal Hi and SMI Trust Funds.

Note: Spending per beneficiary represents Medlcare spending for beneficiaries in the traditional FFS
program, net of iciary cost sharing. for end-stage renal disease patients is not
included. The physician fee schedule update figures shown do not reflect additional required
adjustments, such as those for legislated changes and for budget neutrality.

Proportion of Beneficiaries
Receiving Physician
Services Grew

In general, the proportion of beneficiaries who received services from a
physician rose during the period covered in our review. (See fig. 3.)
Specifically, from 2000 through 2005, the proportion of beneficiaries
receiving services during the month of April rose from about 41 percent to
about 45 percent. Although this measure declined slightly in April 2003, the
proportion of beneficiaries receiving services remained a percentage point,
higher than in April 2000 and the upward trend resumed in 2004.
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Nationwide, this measure increased in both urban and rural areas." The
proportion of beneficiaries receiving services rose from about 42 percent
in April 2000 to about 46 percent in April 2005 in urban areas and from
about 39 percent in April 2000 to about 42 percent in April 2005 in rural

iving Physician Services in April, 2000-2005

Figure 3: F ge of icare
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Source: GAQ analysis of Medicare Part B claims and enroliment data from CMS.

Note: Beneficiaries were included if they received a physician service in the first 28 days of April

"¥Using the Office of Management and Budget's system for defining metropolitan statistical
areas, we classified the nation’s counties as urban or rural. We consolidated the urban
counties and rural counties in each state and the District of Columbia, and created 99
geographic areas. There were 51 urban areas and 48 rural areas. There are no rural areas in
New Jersey, Rhode Island, and the District of Columbia.
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Physician Services
Increased in Volume and
Intensity

From April 2000 to April 2005, an increasing number of scrvices were
provided to beneficiaries who were treated by a physician. Specifically, in
that period, the average number of services provided per 1,000
beneficiaries who were treated rose by 14 percent—from about 3,400 to
about 3,900. (See fig. 4.) The number of services provided per 1,000
beneficiaries was higher in urban areas (3,516 services per 1,000
beneficiaries who received services in 2000) relative to rural areas (3,196
services per 1,000 beneficiaries who received services in 2000). However,
in percentage terms, the urban and rural areas experienced similar
increases in the number of services per treated beneficiary—15 percent in
urban areas, compared with 12 percent in rural areas.

e e s e ——
Figure 4: Number of Physician Services Provided per 1,000 Medicare Beneficiaries Served in April, 2000-2005
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Source: GAQ analysis of Medicare Part B claims and onraliment data from CMS

Note: Beneficiaries and services were included if services were provided during the first 28 days of
April.
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Because there were increases in both the proportion of beneficiarics
obtaining services from physicians and the number of services provided to
each beneficiary who obtained care, the overall volume of services
increased from 2000 through 2005. That is, the number of physician
services per beneficiary, including beneficiaries who obtained care and
those that did not, increased. Volume generally increased across broad
categories of services—evaluation and management, procedures, imaging
services, and tests. On average, volume for all physician services increased
at an annual rate of 4.4 percent. (See table 1.) The volume of evaluation
and management services, a category that includes office visits, increased
at an average annual rate of 2.4 percent. There was a small average annual
decline in the volume of major procedures (less than 1 percent), although
minor procedures grew at an average annual rate of 6.3 percent. Volume
grew most rapidly (9.1 percent average annual rate) for tests.

Table 1: Changes in and ity of Physician Services Provided per
Medicare Beneficiary, April 2000 to April 2005

Annual percentage
change in the intensity of
Annual percentage change services per beneficiary,

in the number of services as measured in relative
Type of service per beneficiary (volume) value units (RVU)
All services 4.4 5.2
Evaluation and
management services 2.4 37
Procedures 57 4.3
Major -0.7 23
Minor 6.3 52
Imaging 6.9 10.5
Tests 9.1 13.9

Source: GAO analysis of Medicare Part B claims and enroliment data from CMS

Notes: Services were included in the calculation of average annual percentage changes if the
services were provided during the first 28 days of April. To account for complexity of services, we
used RVU weights for 2005.

From April 2000 to April 2005, the services that. physicians provided to
beneficiaries also increased in intensity. The fee schedule expresses this
intensity through relative value units (RVU), which account for the amount
of physician time, expertise, and resources required to deliver a service
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compared to other services." Because Medicare's fee for a service is based
on the number of RVUs associated with it, more intense services are also
more costly. Overall, physician services per beneficiary rose in intensity,
as measured in RVUs, at an average annual rate of about 5 percent.
Intensity increases occurred among all categories of services, including
major procedures. Intensity grew most rapidly among imaging services
(10.5 percent average annual rate) and tests (13.9 percent average annual
rate). Thus, taken as a whole, beneficiaries’ increased utilization of
physician services has manifested itself in both increased volume and
increased intensity of services for the 6 years reviewed.

Number of Physicians
Serving Medicare
Beneficiaries and Allowed
Charges per Physician
Increased

An increasing number of physicians billed Medicare from April 2000 to
April 2005. (See fig. 5.) In April 2000, the number of physicians billing
Medicare was about 419,000, and in April 2005, that number had increased
to a little more than 467,000. While Medicare experienced an 11 percent
increase in the number of physicians billing the program, the number of
beneficiaries in Medicare—FFS and managed care combined—rose by

8 percent.”

"“The relative intensiveness or complexity--as measured by the costliness—of each service
is compared to a benchmark service, defined as a midlevel office visit. For example, if a
midlevel office visit had an RVU value of 1.000, a service with 1.475 RVUs is estimated to be
47.5 percent more costly to provide than the midlevel office visit; while a service with

0.925 RVUs is estimated to be 7.5 percent less costly than the midlevel office visit. In this
way, RVU weights quantify the complexity of services provided.

*Because the majority of physicians serving FFS Medicare beneficiaries also likely serve
beneficiaries in Medicare managed care, we report the change in the total number of
Medi beneficiaries—FFS and d care bined. The number of FFS
beneficiaries increased by 13 percent, an increase driven in part by a decline of about

18 percent in the number of enrollees in managed care, from 6.8 million to 5.6 million
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for Services Provided to Medicare

Figure of Physici Billing M
Beneficiaries in April, 2000-2005
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Source: GAOQ analysis of Medicare Part B claims data from CMS.

Notes: Physicians were included if they served a beneficiary in the first 28 days of April. We counted
each occurrence of the unique physician identification number once.

On average, total allowed charges per physician billing Medicare increased
by about 41 percent from April 2000 to April 2005.* A portion of this
increase can be attributed to the changes in Medicare's fees, which
increased by about 4.5 percent over the period. However, most of the
increase was the result of physicians providing more services and more
intense, and thus more costly, services.

Proportion of Services for
Which Physicians
Accepted Medicare
Payment in Full Increased

From April 2000 to April 2005, the vast majority of Medicare physician
services were performed by participating physicians—that is, physicians
who formally agreed to submit all claims on assignment.” The percentage
of services submitted by participating physicians incrcased from

95 percent to over 96 percent. (See fig. 6.) By submitting all Mcdicare
claims on assignment, these physicians agreed to accept Medicare’s foe as

*Includes charges for services that were provided during the first 28 days of April in 2000
and 2005.

mPhysicians may decide annually whether they will be Medicare participating physicians.
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payment in full for all of the services they provided. This includes the
coinsurance amount (usually 20 percent) paid by the beneficiary.
Nonparticipating physicians could choose for each service they provided
to submit an assigned claim, thereby accepting Medicare’s fee as payment
in full, or an unassigned claim. Nonparticipating physicians who submitted
an unassigned claim could charge the beneficiary an additional amount,
within set limits, for that service—a practice referred to as balance billing,

During the same period, the overall percentage of services paid on
assignment—that is, services performed by both participating and
nonparticipating physicians who accepted assignment—also increased. In
April 2000, 98.2 percent of services were paid on assignment, and in April
2005, 99.0 percent of services were paid on assignment. Fewer
beneficiaries were likely to be subject to balance billing for physician
services in 2005 than in 2000 as the percentage of services for which
physicians were permitted to balance bill Medicare beneficiaries fell from
1.8 percent to 1.0 percent.

Figure 6: Proportion of Physician Services by i Participation and Assi Status, April 2000 and April 2005

April 2000 Aprii 2005
1.8% 1.0%
Nonparticipating/ Nonparticipating/
unassigned unassigned
3.2% ! 2.7%
Nonparticipating/ Nonparticipating/
assigned assigned
Participating/assigned = Par ed

o
95.0% 96.3%

Source: GAO analysis of Medicare Part B claims data from CMS.

Note: Services were included if they were provided during the first 28 days in April.
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Alternatives for
Updating Physician
Fees Would Eliminate
Spending Targets or
Revise Current SGR
System

The projected sustained period of declining physician fces and the
potential for beneficiaries’ access to physician services to be disrupted
have heightened interest in alternatives for the current SGR system. In
2005, we testified that potential alternatives cluster around two basic
approaches.” One approach would end the use of spending targets as a
method for updating physician fees and encouraging fiscal discipline. The
other would retain spending targets but modify the current SGR system to
address its perceived shortcomings.

Eliminate Spending
Targets, Base Fee Updates
on Physician Cost
Increases

The Medicare Payment Advisory Commission (MedPAC) has
recommended replacing the SGR system with a system that bases the
annual fee updates on changes in the cost of efficiently providing carc as
measured by MEL™* Under this approach, efforts to control aggregate
spending would be separate from the mechanism used to update fees.

The advantage of eliminating spending targets would be greater fee update
stability. Although basing physician fee updates on changes in MEI would
limit the annual increases in the price that Medicare pays for each service,
this approach does not contain an explicit mechanism for constraining
aggregate spending resulting from increases in the volume and intensity of
services physicians provide. If no other actions were taken, Medicare
spending for physician services would rise relative to projected spending
under the SGR system.

An annual fee update system based on MEI that considered muitiple
objectives, such as the moderation of spending growth or quality of care
improvements, could be implemented. For example, H.R. 3617, introduced
in 2005, would base physician fee updates on the MEI and also gradually
phase in a pay-for-performance system under which fee updates would be
linked to quality and efficiency performance objectives.™ In 2005
testimony, MedPAC stated that fee updates for physician services should

*GAO, Medicare Physician Payments: Considerations for Roforming the Sustainable
Growth Rate System, GAO-05-326T (Washington, D.C.: Feb. 10, 2005).

*See Medicare Payment Advisory Commission, Report lo the Congress: Medicare Payment
Policy (Washington, D.C.: March 2001, 2002, 2003, and 2004).

*MedPAC suggested that other adjustments to the update might be necessary, for example,
to ensure overall payment adequacy, correct for previous MEI forecast errors, and address
aother factors.

“See HLR. 3617, 109th Cong, § 2 (2005).
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not be automatic, but should be informed by changes in beneficiaries’
access to services, the quality of services provided, the appropriateness of
cost increases, and other factors, similar to those that are considered for
other provider payment updates.”

Retain Spending Targets,
Modify Current SGR
System

An alternative approach for modifying the current SGR system would
retain spending targets but modify one or more elements of the system.
The key distinction of this approach, in contrast to basing updates on MEI,
is that fiscal controls designed to moderate spending would continue to be
integral to the system used to update fees. Although spending for
physician services would likely also rise under this approach, the
advantage of retaining spending targets is that the fee update system
would automatically work to moderate spending if volume and intensity
growth began to increase above allowable rates.

As presented in our 2004 report,” the SGR system could be madified in a
number of ways. For example, Congress could raise the allowance for
increased spending due to volume and intensity growth by some factor
above the percentage change in real GDP per capita. The Secretary of HHS
could, under current authority, consider excluding Part B drugs from the
definition of services furnished “incident to” physician services for the
purposes of the SGR system. DRA mandated that MedPAC study a variety
of SGR reforms, such as setting regional, instead of national, spending
targets.” The effects on overall Medicare spending for physician services,
relative to projected spending under the current SGR system, would
depend on whether the reforms simply allowed for higher fees or provided
meaningful incentives for physicians to moderate volume and intensity
growth.

“Medicare Payment Advisory Commission, Medicare Puyments to Physicians, testimony
before the Subcommittee on Health, House Committee on Energy and Commerce (Nov. 17,
2005).

#GAO-05-85.

*See Pub. L. No. 109-171, § 5104(c), 120 Stat. 4, 41.
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Mr. Chairman, this concludes my prepared statement. We look forward to
working with the Subcommittee and others in Congress as policymakers
seek to moderate program spending growth while ensuring appropriate
physician payments. I will be happy to answer questions you or the other
Members of the Subcommittee may have.
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MR. DEAL. Thank you. Mr. Miller, you are recognized.

MR. MILLER. Chairman Deal, Congressman Pallone, distinguished
members of the subcommittee. The Medicare Payment Advisory
Commission advises Congress on a range of Medicare issues, and in so
doing, tries to balance three objectives: that beneficiaries get access to
high quality care, that the program pay the efficient provider fairly, and
that the greatest value is delivered to the taxpayer.

We see several issues with Medicare’s current payment system.
Medicare physician expenditures, as you have already heard, are growing
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rapidly at annual rates between 8 and 12 percent in recent years. This
results in higher out-of-pocket costs for beneficiaries, and higher Part B
premiums for beneficiaries. Part B premium increases have been as high
as 13 and 17 percent in the last few years. For the taxpayer and for
future Medicare beneficiaries, this raises questions about the long-run
sustainability of the Medicare program, and obviously, increases pressure
on the Federal budget.

The volume of services provided has also been increasing as well.
Over the last few years, it has accounted for at least half of the growth in
the expenditures, and often more. This rapid growth in service volume
has no clear linkage to quality of care. Recent research by the RAND
Group found that the elderly receive about half of recommended care.
Service volume also varies substantially across the country, and again,
there is no clear linkage to quality of care. Rather, it appears to be more
closely linked to supply of physicians, the number of specialists, and
practice styles of individual physicians.

Unfortunately, there is nothing in Medicare’s payment systems that
rewards higher quality. Physicians are dissatisfied with the current
payment system, because under current law volume controls they are
slated to receive 4 and 5 percent negative updates for the next several
years. While beneficiary access to physician services is good, several
years of negative updates will obviously make physicians less willing to
serve Medicare beneficiaries.

MedPAC does not support the SGR. We have recommended that it
be eliminated, because it does not truly control volume, it is unfair to
those physicians who do provide high quality care and are parsimonious
in the use of their resources, and it treats all services, whether necessary
or unnecessary, the same.

Each year, MedPAC evaluates what is needed for the physician
payment update, and in so doing, considers a range of factors, such as the
number of physicians serving Medicare beneficiaries, whether increase
in practice costs are consistent with the increases for an efficient
provider, and what rate is necessary to assure beneficiary access. [
would like to be clear that MedPAC’s analysis does not have to result in
a full MEI update.

We recognize that Congress must ultimately decide that expenditures
are appropriate, and we view MedPAC’s work as one input to that
process. We also recognize that Congress may wish to retain some
budget mechanism linked to volume growth, and to that end, Congress
has asked MedPAC to report in March of ‘07 on alternative mechanisms
for the SGR. We are currently doing that work.

However, over the last few years, MedPAC has made several
recommendations designed to improve value in the Medicare program,
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and by value, | mean getting more for the dollars that are currently being
spent. One direction is for Medicare to differentiate among providers on
the basis of their performance. For example, we have made
recommendations for hospitals, physicians, HMOs, to link a small
percentage of current payments, and redistribute it to the providers with
the highest quality scores, or with the greatest increase in their quality
scores.

MedPAC has also recommended that physician resource use be
measured and fed back to physicians to allow them to assess their
performance relative to that of their peers. Over the longer run, and with
additional experience, the Commission is considering the idea of
reimbursing more to those providers who produce the highest quality of
care with the fewest resources.

I won’t go through it. Last week, you had a hearing on imaging, so |
won’t go back through what was found there, but suffice it to say that we
have made recommendations to set accreditation standards for those
people who provide Medicare imaging services, and recommended
coding edits to restrain unnecessary volume.

The Commission’s work is also focused on improving the accuracy
of the physician fee schedule. We think that if prices are not set
properly, that can also send signals that result in volume growth. We
have raised questions about some of the technical assumptions in the fee
schedule related to imaging services. We have recommended new
policies to assure that certain physician services are not assigned
inappropriately high values, and we have pointed out the need to
systematically collect new practice expense data in order to properly
calibrate the fee schedule.

All of these ideas involve significantly more administrative effort on
the part of CMS, and in each instance, we have asked Congress to assure
that CMS has the necessary resources to implement these ideas, if
Congress chooses to go forward.

Thank you. I look forward to your questions.

[The prepared statement of Mark Miller follows:]

PREPARED STATEMENT OF MARK MILLER, EXECUTIVE DIRECTOR, MEDICARE PAYMENT
ADVISORY COMMISSION

Chairman Deal, Ranking Member Brown, distinguished Subcommittee 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
payments for physician services in the Medicare program.

Medicare expenditures for physician services are growing rapidly. In 2005 spending
on physician services increased 8.5 percent, while the number of beneficiaries in FFS
Medicare increased only 0.3 percent. Medicare expenditures for physician services are
the product of the number of services provided, the type of service, and the price per unit
of service. The number of services is often referred to as service volume, the type of
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services as intensity. For example, substituting an MRI for an X-ray would be an
increase in intensity. To get good value for the Medicare program, the payment system
should set the relative prices for services accurately. Providing incentives to control
unnecessary growth in volume and intensity would be desirable, but it is much more
difficult. (For simplicity, in the remainder of this testimony we will use the term volume
as shorthand for the combined effect of volume and intensity.)

In this testimony we briefly outline the history of the Medicare physician payment
system and discuss several ideas for getting better value in the Medicare program
including differentiating among providers through pay for performance and measuring
physician resource use, better managing imaging services, and improving the internal
accuracy of the physician fee schedule.

Historical concerns about physician payment

Physicians are the gatekeepers of the health care system; they order tests, imaging
studies, surgery, and drugs as well as provide patient care. Yet the payment system for
physicians is fee for individual service; it does not reward coordination of care or high
quality—by definition it rewards high volume. Several attempts have been made to
address this tendency to increase volume and payments.

The Congress established the fee schedule that sets Medicare’s payments for
physician services as part of the Omnibus Budget Reconciliation Act of 1989 (OBRA
89). As a replacement for the so-called customary, prevailing, and reasonable (CPR)
payment method that existed previously, it was designed to achieve several goals. First,
the fee schedule decoupled Medicare’s payment rates and physicians’ charges for
services. This was intended to end an inflationary bias in the CPR method that gave
physicians an incentive to raise their charges.

Second, the fee schedule corrected distortions in payments that had developed under
the CPR method—payments were lower, relative to resource costs, for evaluation and
management services but higher for surgeries and procedures and there was wide
variation in payment rates by geographic area that could not be explained by differences
in practice costs. (As we discuss later, there is evidence that relative prices in the fee
schedule may have once again become distorted.)

The third element of OBRA 89 focused on volume control, which is still a
significant issue for the Medicare program. Rapid and continued volume growth raises
three concerns: Is some of the growth related to provision of unnecessary services? Is it a
result, at least in part, of mispricing? Will it make the program unaffordable for
beneficiaries and the nation?

Some volume growth may be desirable. For example, growth arising from

technology that produces meaningful improvements in care to patients, or growth where
there is currently underutilization of services, may be beneficial. But one indicator that
not all services provided may be necessary is the range of geographic variation in the
volume of services provided, coupled with the finding that there is no clear relationship
between increased volume of services and better patient outcomes.
Volume varies across geographic areas. As detailed in our June 2003 Report to the
Congress, the variation is widest for certain services, including imaging, tests, and other
procedures. Researchers at Dartmouth have reached several conclusions about such
variation:

e Differences in volume among geographic areas is primarily due to greater use of
discretionary services (e.g., imaging and diagnostic tests) that are sensitive to the
supply of physicians and hospital resources, and less due to differences in the
volume of non-discretionary services such as major procedures.

e On measures of quality, care is often no better in areas with high volume than in
areas with lower volume. The high-volume areas tend to have a physician
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workforce composed of relatively high proportions of specialists and lower
proportions of generalists.

The Dartmouth researchers focus on variation in the level of volume. Growth in
volume also varies among broad categories of services: Cumulative growth in volume per
beneficiary ranged from about 19 percent for evaluation and management to almost 62
percent for imaging, based on our analysis of data comparing 2004 with 1999 (Figure 1),
and growth rates were higher for services which researchers have characterized as
discretionary.

Impact on beneficiaries—For beneficiaries, increases in volume lead to higher out-
of-pocket costs in the form of coinsurance, the Medicare Part B premium, and any
premiums they pay for supplemental coverage. For example, volume growth increases
the monthly Part B premium. Because it is determined by average Part B spending for
aged beneficiaries, an increase in the volume of services affects the premium directly.
From 1999 to 2002 the premium went up by an average of 5.8 percent per year. By
contrast, cost-of-living increases for Social Security benefits averaged only 2.5 percent
per year during that period. Since 2002 the Part B premium has gone up faster still—by
8.7 percent in 2003, 13.5 percent in 2004, 17.4 percent in 2005, 13.2 percent in 2006, and
a projected 11.2 percent in 2007. Beneficiaries also pay coinsurance of 20 percent for
most Part B services and supplemental insurance premiums will eventually reflect higher
volumes of coinsurance.

Impact on taxpayers— Volume growth also has implications for taxpayers and the
federal budget. Increases in volume lead to higher Medicare Part B program expenditures
that are supported by the general revenues of the Treasury. (The Medicare Prescription
Drug, Improvement, and Modernization Act of 2003 (MMA) established a trigger for
legislative action if general revenues exceed 45 percent of total outlays for the Medicare
program.) Medicare is growing faster than the nation’s output of goods and services, as
discussed in the Medicare trustees’ report, and will continue to put pressure on the federal
budget, raising questions about the long run sustainability of Medicare.
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OBRA 89 established a formula based on achievement of an expenditure target—the
volume performance standard (VPS). This approach to payment updates was a response
to rapid growth in Medicare spending for physician services driven by growth in the
volume of those services. From 1980 through 1989, annual growth in spending per
beneficiary, adjusted for inflation, ranged widely, from a low of 1.3 percent to a high of
15.2 percent. The average annual growth rate was 8.0 percent.

The VPS was designed to give physicians a collective incentive to control the
volume of services. But, experience with the VPS formula showed that it had several
methodological flaws that prevented it from operating as intended. Those problems
prompted the Congress to replace it with the sustainable growth rate system in the
Balanced Budget Act of 1997.

The sustainable growth rate (SGR) system

Under the SGR, the expenditure target allows growth for factors that should affect
growth in spending on physician services namely:

o inflation in physicians’ practice costs,

e  changes in enrollment in fee-for-service Medicare, and

e  changes in spending due to law and regulation.

The SGR also has an allowance for growth above those factors based on growth in real
gross domestic product (GDP) per capita. GDP, the measure of goods and services
produced in the United States, is used as a benchmark of how much additional growth in
volume society can afford. The basic SGR mechanism only lowers the update when
cumulative actual spending exceeds target spending.

Like the VPS, the SGR approach has run into difficulties. The SGR formula is based
on a cumulative spending target. If actual spending exceeds the SGR system’s allowance
for growth, excess spending continues to accumulate until it is recouped by reduced
updates. The SGR system calculated negative updates beginning in 2002. In 2002 the
update was negative 5.4 percent. However, from 2003 on, legislative actions modified or
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overrode the negative updates calculated by the SGR system, resulting in fee increases in
2003 (1.6 percent), 2004 (1.5 percent), and 2005 (1.5 percent) and in flat fees for 2006.
Volume has continued to grow strongly throughout this period. Figure 2 shows that
Medicare spending for physician services has been growing rapidly despite the restraint
on fee increases since 2002. The conversion factor in 2006 is the same as in 2001, yet
spending is 49 percent higher. This rapid growth has created an ever-larger gap between
target and actual spending. CMS estimates that by the end of 2006, actual spending will
exceed allowed spending by more than $47 billion. To work off this excess, according to
the Medicare trustees, the SGR will call for annual updates of about negative five percent
(the largest allowed under the system) for nine consecutive years. The trustees have
characterized this series of updates as “unrealistically low.” In terms of budget scoring,
these projections make legislative alternatives to the SGR very expensive.

m FFS Medicare spending and payment updates
for physician services, 1996-2010
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The SGR approach has other flaws as well:

e Itis a flawed volume control mechanism. Because it is a national target, there is
no incentive for individual physicians to control volume.

e [t is inequitable because it treats all physicians and regions of the country alike
regardless of their individual volume-influencing behavior.

e [t treats all volume increases the same, whether they are desirable or not.

The underlying assumption of an expenditure target approach, such as the SGR, is
that increasing updates if overall volume is controlled, and decreasing updates if overall
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volume is not controlled, provides physicians a collective incentive to control the volume
of services. However, physicians do not respond to nationwide incentives. An efficient
physician who reduces volume does not realize a proportional increase in payments. In
fact, such a physician stands to lose twice, receiving lower income from both lower
volume and the nationwide cut in fees. Not surprisingly, there is evidence that in such
circumstances physicians have increased volume in response to fee cuts.

MedPAC has consistently raised concerns about the SGR—both when it set updates
above and when it set updates below the change in input prices. Instead of relying on a
formula, MedPAC recommends that updates should be considered each year to ensure
that payments for physician services are adequate to maintain Medicare beneficiaries’
access to care.

The Commission recognizes the desire for some control over rapid increases in
volume particularly given the evidence that higher volume is not always associated with
better quality. Volume growth must be addressed by determining its root causes and
designing focused policy solutions. A formula such as the SGR that attempts to control
volume through global payment changes that treat all services and physicians alike will
produce inequitable results for physicians.

Improving value

We recommend a series of steps to improve payment for physician services. They
will not, by themselves, solve the problem of rapidly growing expenditures for physician
services. However, they are important steps that will improve quality for beneficiaries
and lay the groundwork for obtaining better value in the Medicare program. MedPAC
recommends the following steps, which we discuss in more detail below:

e A year-to-year evaluation of payment adequacy to determine the update.

e Approaches that would allow Medicare to differentiate among providers when
making payments as a way to improve the quality of care. Currently, Medicare
pays providers the same regardless of their quality or use of resources—
Medicare should pay more to physicians with higher quality performance and
less to those with lower quality performance.

e  Measuring physicians’ use of Medicare resources when serving beneficiaries and
providing information about practice patterns confidentially to physicians.

o  With regard to imaging, a rapidly growing sector of physician services, ensuring
that providers who perform imaging studies and physicians who interpret them
meet quality standards as a condition of Medicare payment.

o  Ensuring that the physician fee schedule sets the relative price of services
accurately.

A different approach to updating payments

In our March 2002 report we recommended that the Congress replace the SGR
system for calculating an annual update with one that balances a range of factors. A new
system should update payments for physician services based on an analysis of payment
adequacy, which would include the estimated change in input prices for the coming year,
less an adjustment for growth in multifactor productivity. Updates would not be
automatic (required in statute) but be informed by changes in beneficiaries’ access to
physician services, the quality of services being provided, the appropriateness of cost
increases, and other factors, similar to those MedPAC takes into account when
considering updates for other Medicare payment systems. Furthermore, the reality is that
in any given year the Congress might need to exercise budget restraints and MedPAC’s
analysis would serve as one input to Congress’s decision making process.

For example, we used this approach in our recommendation on the physician
payment update in our March 2006 Report to the Congress. Our assessment was that
Medicare beneficiaries’ access to physician care, the supply of physicians, and the ratio
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of private payment rates to Medicare payment rates for physician services, were all
stable. Surveys on beneficiary access to physicians continue to show that the large
majority of beneficiaries are able to obtain physician care and nearly all physicians are
willing to serve Medicare beneficiaries. In August and September of 2005, for example,
we found that among beneficiaries seeking an appointment for illness or injury with their
doctor, 83 percent reported they never experienced a delay. This rate was higher than the
75 percent reported for privately insured people age 50 to 64.

A large national survey found that among office-based physicians who commonly
saw Medicare patients, 94 percent were accepting new Medicare patients in 2004. We
have also found that the number of physicians furnishing services to Medicare
beneficiaries has kept pace with the growth in the beneficiary population, and the volume
of physician services used by Medicare beneficiaries is still increasing. CMS has found
that two subpopulations of beneficiaries more likely to report problems finding new
physicians are those who recently moved to a new area and those who state that they are
in poor health. The Center for Studying Health Systems Change has found that rates of
reported access problems by market area are generally similar for Medicare beneficiaries
and privately insured individuals. This finding suggests that when some beneficiaries
report difficulty accessing physicians, their problems may not be attributable solely to
Medicare payment levels, but rather to other factors such as population growth.

Differentiating among providers

In our reports to the Congress we have made several recommendations that taken
together will help improve the value of Medicare physician services. Our basic approach
is to differentiate among physicians and pay those who provide high quality services
more, and pay those who do not less. As a first step, we make recommendations
concerning: pay for performance and information technology (IT), and measuring
physician resource use.

Pay for performance and information technology

Medicare uses a variety of strategies to improve quality for beneficiaries including
the quality improvement organization (QIO) program and demonstration projects, such as
the physician group practice demonstration, aimed at tying payment to quality. In
addition, CMS has announced a voluntary quality reporting initiative for physicians.
MedPAC supports these efforts and believes that CMS, along with its accreditor and
provider partners, has acted as an important catalyst in creating the ability to measure and
improve quality nationally. These CMS programs provide a foundation for initiatives
tying payment to quality and encouraging the diffusion of information technology.

However, other than in demonstrations, Medicare, the largest single payer in the
system, still pays its health care providers without differentiating on quality. Providers
who improve quality are not rewarded for their efforts. In fact, Medicare often pays more
when poor care results in unnecessary complications.

To begin to create incentives for higher quality providers, we recommend that the
Congress adopt budget neutral pay-for-performance programs, starting with a small share
of payment and increasing over time. For physicians, this would initially include use of a
set of measures related to the use and functions of IT, and next a broader set of process
measures.

The first set of measures should describe evidence-based quality- or safety-
enhancing functions performed with the help of IT. Some suggest that Medicare could
reward IT adoption alone. However, not all IT applications have the same capabilities
and owning a product does not necessarily translate into using it or guarantee the desired
outcome of improving quality. Functions might include, for example, tracking patients
with diabetes and sending them reminders about preventive services. This approach
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focuses the incentive on quality-improving activities, rather than on the tool used. The
performance payment may also increase the return on practices’ IT investments.

Process measures for physicians, such as monitoring and maintaining glucose levels
for diabetics, should be added to the pay-for-performance program as they become more
widely available from administrative data. Using administrative data minimizes the
burden on physicians. We recommend improving the administrative data available for
assessing physician quality by combining clinical laboratory values with prescription data
and physician claims to provide a more complete picture of patient care. As clinical use
of IT becomes more widespread, even more measures could become available.

Measuring physician resource use

For Medicare beneficiaries living in regions of the country where physicians and
hospitals deliver many more health care services there is no clear relationship with better
quality of care or outcomes. Moreover, they do not report greater satisfaction with care
than beneficiaries living in other regions. This finding, and others by researchers such as
Wennberg and Fisher, are provocative. They suggest that the nation could spend less on
health care, without sacrificing quality, if physicians whose practice styles are more
resource intensive moderated the intensity of their practice.

MedPAC recommends that Medicare measure physicians’ resource use over time,
and feed back the results to physicians. Physicians could then start to assess their practice
styles, and evaluate whether they tend to use more resources than their peers. Moreover,
when physicians are able to use this information with information on their quality of care,
it will provide a foundation for them to improve the efficiency of the care they and others
provide to beneficiaries. Once greater experience and confidence in this information is
gained, Medicare might begin to use the results in payment, for example as a component
of a pay-for-performance program.

In our June 2006 Report to the Congress we discuss early results from using episode
groupers to measure Medicare resource use. An episode grouper links all the care a
beneficiary receives that is related to a particular spell of illness or episode.

Managing the use of imaging services

The last several years have seen rapid growth in the volume of diagnostic imaging
services when compared to other services paid under Medicare’s physician fee schedule.
In addition some imaging services have grown even more rapidly than the average
(Figure 3). To the extent that this increase has been driven by technological innovations
that have improved physicians’ ability to diagnose and treat disease, it may be beneficial.
However, other factors driving volume increases could include: possible misalignment of
fee schedule payment rates and costs, physicians’ interest in supplementing their
professional fees with revenues from ancillary services, patients’ desire to receive
diagnostic tests in more convenient settings, and defensive medicine.

There is an ongoing migration of imaging services from hospitals, where institutional
standards govern the performance and interpretation of studies, to physician offices,
where there is less quality oversight. In addition, according to published studies and
private plans, some imaging services are of low quality. Therefore, we recommended that
Medicare develop quality standards for all providers that receive payment for performing
and interpreting imaging studies. These standards should improve the accuracy of
diagnostic tests and reduce the need to repeat studies, thus enhancing quality of care and
helping to control spending.

e In addition to setting quality standards for facilities and physicians, we

recommended that CMS:

e measure physicians’ use of imaging services so that physicians can compare

their practice patterns with those of their peers,
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e expand and improve Medicare’s coding edits for imaging studies and pay less
for multiple imaging studies performed on contiguous parts of the body during
the same visit, and

e  strengthen the rules that restrict physician investment in imaging centers to
which they refer patients.

CMS adopted some of these recommendations in the 2006 final rule for physician
payment by prohibiting physician investment in nuclear medicine facilities to which they
refer patients and reducing payments for multiple imaging studies performed in the same
session on contiguous parts of the body. The Congress (as part of the Deficit Reduction
Act) also adopted our recommendation to reduce payments for multiple imaging services.
(Please see our July 18 testimony to this Committee for a fuller discussion of managing
the use of imaging services.)
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beneficiary varies, 1999-2004
1609 140
140 { —
120 | 12 112

=1 [ Growth in all
100 84 . .

80 A ] 66 \

60 3 62
40

43 39
27
1 n
0 : : : ——
-2

-20 4
R S R & S O L@
o (O (@@ @ ‘\efo‘ @ S e®

S & N A ) AR 2 )
&8 efo‘«\ e\\“{b N «)Q‘\\\ © \5@6 e,cﬁ\o ‘F@\\
\ & \AOC’\ < & © >
& : 0 N
W Y & @

Percent

O
o\(\

Note: MRI (magnetic resonance imaging), CT (computed tomography), cath (cardiac
catheterization).
Source:  MedPAC analysis of Medicare claims data.

Improving the physician fee schedule

As progress is made on the steps discussed above, it is also important to assure that
the relative rates for physician services are correct. Medicare pays for physicians’
services through the physician fee schedule. The fee schedule sets prices for over 7,000
different services and physicians are paid each time they deliver a service. It is important
to get the prices right because otherwise, Medicare would pay too much for some
services and therefore not spend taxpayers’ and beneficiaries’ money wisely. In addition,
inaccurate rates can distort the market for physician services. Services that are overvalued
may be overprovided. Services that are undervalued may prompt providers to increase
volume in order to maintain their overall level of payment or opt not to furnish services at
all, which can threaten access to care. Over time, whole groups of services may be
undervalued, making certain specialties more financially attractive to new physicians
than others, potentially affecting the supply of physicians.
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The Commission is examining several issues internal to the physician fee schedule
that could be causing the fee schedule to misvalue relative prices.

In our March 2006 Report to the Congress we examined the system for reviewing
the relative value units (RVUs) for physician work which determine much of the fee
schedule prices. Changes to the review process are necessary because it does not do a
good job of identifying services that may be overvalued. The Commission recommended
improvements that will help reduce the number of physician fee schedule services that
are misvalued, thereby making payment more accurate. We recommended that the
Secretary establish a standing panel of experts to help CMS identify overvalued services
and to review recommendations from the American Medical Association’s relative value
scale update committee (RUC), and that the Congress and the Secretary ensure that this
panel has the resources it needs to collect data and develop evidence. In consultation with
this expert panel, the Secretary should initiate reviews for services that have experienced
substantial changes in factors that may indicate changes in physician work, and identify
new services likely to experience reductions in value. Those latter services should be
referred to the RUC and reviewed in a time period as specified by the Secretary. Finally,
to ensure the validity of the physician fee schedule, the Secretary should review all
services periodically.

In our June 2006 Report to the Congress we reviewed the data sources that CMS
uses to derive practice expense payments—another important determinant of pricing
accuracy in the physician fee schedule. One source, a multispecialty survey on the costs
of operating physicians’ practices, dates from the 1990s. Several specialties have
submitted more recent data, but updating the physician fee schedule using newer data
from some but not all specialties may introduce significant distortions in relative practice
expense payments across specialties. We recognize that collecting and updating practice
cost data will substantially increase demands on CMS. However, because it will improve
the accuracy of Medicare’s payments and achieve better value for Medicare spending, the
Congress should provide CMS with the financial resources and administrative flexibility
to undertake the effort.

We are also concerned about the accuracy of Medicare’s payment rates for imaging
studies. In a recent proposed rule, CMS proposed basing payments for the technical
component of imaging services on resource use (these rates are currently based primarily
on historical charges). These resources include clinical staff, medical equipment, and
supplies. Equipment is a large share of the cost of many imaging services, such as MRI
and CT. CMS’s estimate of the cost of imaging equipment per use may be too high. The
agency assumes that imaging machines (and all other types of equipment) are used 50
percent of the time a practice is open for business. We surveyed imaging providers in six
markets and found they were using MRI and CT machines much more frequently, which
should lead to lower costs per use. In addition, CMS assumes that providers pay an
interest rate of 11 percent per year when purchasing equipment, but more recent data
suggest that a lower interest rate may be more appropriate (a lower interest rate would
reduce the estimated cost of equipment). CMS should revisit the assumptions it uses to
price imaging equipment.

Creating new incentives in the physician payment system

MedPAC has consistently raised concerns about the SGR as a volume control
mechanism and recommended its elimination. We believe that the other changes
discussed previously—pay for performance, encouraging use of IT, measuring resource
use, setting quality standards for imaging services, and improving payment accuracy—
can help Medicare beneficiaries receive high-quality, appropriate services and help
improve the value of the program. Although the Commission’s preference is to directly
target policy solutions to the source of inappropriate volume increases, we recognize that
the Congress may wish to retain some budget mechanism linked to volume. An ideal
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volume control mechanism would overcome the incentive under fee-for-service to
increase volume and instead create incentives for physicians to practice in ways that
improve care coordination and quality while prudently husbanding Medicare resources.
The Congress has tasked the Commission to evaluate several alternative volume control
mechanisms including differing levels of application such as group practice, hospital
medical staff, type of service, geographic areas, and outliers. We will report on these
alternatives in March 2007.

MR. DEAL. Thank you. Mr. Guterman.

MR. GUTERMAN. Thank you, Chairman Deal, Congressman Pallone,
and members of the committee, for the opportunity to discuss Medicare
physician payment with you today.

As all of the member statements and the previous statements on this
panel indicate, Congress is facing a challenging dilemma in considering
how much to pay physicians. The problem arises from the fact that the
Sustainable Growth Rate mechanism offers no control over the volume
and intensity provided by the individual physician.

There appears to be no relationship between the physician fee update
in any given year and the rate of increase in physician spending.
Between 1997 and 2001, according to the letter that was sent from CMS
to MedPAC detailing their plans for physician fee updates, fees increased
at a rate of 3.4 percent a year, and spending per beneficiary increased at a
rate of 7.4 percent a year. Between 2001 and 2005, fees decreased at a
rate of 0.7 percent a year, and spending per beneficiary rose at the same
rate of 7.4 percent a year that it had in the previous 5 years.

Increasing physician spending puts more burden on Medicare
beneficiaries, especially the most vulnerable ones by raising the Part B
premium and the deductible. In 2006, the Part B premium increased in
double digits for the third consecutive year, and by 2015, CMS actuaries
project it will raise to $122.40. Almost 40 percent higher than its current
level, which is almost 9 percent of the average Social Security check.

However, it might be necessary to avoid the kinds of steep cuts that
physicians are facing in the future that have been referred to by the
previous speakers, to protect beneficiaries’ access to care. Even though,
as GAO reports, there doesn’t seem to be a problem at present.
However, regardless of what we pay physicians, we need to get more for
our money. Quality and coordination in care are lacking in the system,
both absolutely and in comparison to other countries. There is a lot at
stake, both in terms of beneficiaries’ health and Medicare spending.

Life expectancy at age 65 in the U.S. is worse than any other OECD
countries. Adult patients, as referred to before, receive only about half of
recommended care. Medical error rates are high. Communications are
poor between doctors and patients, and among the multiple doctors who
treat a growing chronically ill population in Medicare. The continuity of
care is lacking.
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About 20 percent of Medicare beneficiaries have five or more
chronic conditions, and they account for two-thirds of Medicare spending
each year. That is about $300 billion on the table in 2007, to treat these
people with very complicated conditions and high health needs. We
could hardly do worse than we are doing now in addressing the needs of
this population, and that affects both beneficiaries’ health and Medicare
spending.

There is wide variation around the country in Medicare spending per
beneficiary. When spending and quality in any measure are compared
across areas, there does not seem to be any apparent relationship between
those two factors.

Current pay-for-performance initiatives show promise for improving
quality, but the designs of those systems and the best ways to implement
them will require careful thought and analysis. I support the tendency in
Congress to avoid the use of pay-for-performance as a term and to focus
on value-based purchasing. Pay-for-performance makes it seem like we
are grading doctors and downgrading them for poor care. Value-based
purchasing puts the emphasis on buying the services that help
beneficiaries achieve better care, and doesn’t put the implication out
there that physicians are poor performers by nature.

There are almost 100 quality improvement initiatives with financial
incentives currently underway, and some have begun to show promising
results, and we need to track those initiatives carefully, and we need to
evaluate what works and what doesn’t, and when it works and when it
doesn’t. Medicare has a number of these initiatives underway and others
in development. These initiatives should be encouraged and given a
chance to feed into policy changes on an ongoing basis. That doesn’t
mean waiting until we have the perfect system, but it means using what
we know now, tomorrow, and the next day to continually improve
healthcare quality.

Financial incentives need to focus on aligning what we pay with
what we want from our healthcare providers. 1 believe providers
generally want to provide good care for their patients, but they need a
financing system that pays for best practices, encouragement in adopting
those practices, and a quality improvement oriented environment in
which to apply them. Not punishing doctors, but making payment
consistent with the care that they would like to provide for their patient.
I think the goal should not be to ask them to do more, but ask them to do
more of what helps patients. Both costs and quality need to be
considered together, rather than separately. Efficiency improvements
should be encouraged and rewarded.
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I think there are lots of ways we can accomplish these goals, and I
would be glad to talk more about them in the question and answer period.
Thank you.

[The prepared statement of Stuart Guterman follows:]

PREPARED STATEMENT OF STUART GUTERMAN, SENIOR PROGRAM DIRECTOR, PROGRAM ON
MEDICARE’S FUTURE, THE COMMONWEALTH FUND

Summary of Major Points

The Congress faces a challenging dilemma in considering how much to pay
physicians, arising from the fact that the Sustainable Growth Rate (SGR) mechanism
offers no control over the volume and intensity provided by the individual physician.

Increasing physician payments would put more burden on Medicare beneficiaries—
especially the most vulnerable ones—Dby raising the Part B premium. It may be necessary
to raise fees in the future to protect beneficiaries’ access to care, however, although that
doesn’t seem to be a problem at present.

Regardless of what we pay physicians, we need to pay more attention to what we get
for our money—quality and coordination of care are lacking, both absolutely and in
comparison to other countries.

Current pay-for-performance initiatives show promise for improving quality, but the
designs of those systems and the best ways to implement them will require careful
thought and analysis.

Both cost and quality need to be considered—but together rather than separately;
efficiency improvements (which consider both quality and cost) should be encouraged
and rewarded.

Cost and quality should be evaluated on a broader basis than individual services or
providers, to encourage better performance and coordination across health care settings
and for the whole person.

Potential improvements in payment policy should be evaluated for their long-run
impact, and not necessarily discarded based on short-term resource requirements or lack
of immediate impact.

Other tools, in addition to payments, are available to improve performance, such as
information collection and dissemination, securing better cooperation and coordination
among providers, and the provision of support to providers to enhance their ability to
improve, such as through Medicare’s Quality Improvement Organizations.

In addition to serving an important role in providing access to care for aged and
disabled beneficiaries, Medicare can be a useful and important platform for developing
and implementing improvements in the performance of the health care system.

Sufficient resources should be devoted to research on best practices, development
and application of quality standards, and the development of other knowledge and tools
to improve the performance of the health care system, for Medicare and all Americans.

Thank you, Chairman Deal, Congressman Brown, and Members of the Committee,
for this invitation to testify on Medicare physician payment. I am Stuart Guterman,
Senior Program Director for the Program on Medicare’s Future at the Commonwealth
Fund. The Commonwealth Fund is a private foundation that aims to promote a high
performing health care system that achieves better access, improved quality, and greater
efficiency, particularly for society's most vulnerable, including low-income people, the
uninsured, minority Americans, young children, and elderly adults. The Fund carries out
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this mandate by supporting independent research on health care issues and making grants
to improve health care practice and policy.

The Congress faces a challenging dilemma in considering how much to pay
physicians: on the one hand, Medicare spending is rising at a rate that threatens the
program’s continued ability to fulfill its mission; on the other, the sustainable growth rate
(SGR) mechanism, which is intended to address that problem, produces annual
reductions in physician fees that are equally difficult to accept. This dilemma arises from
the underlying mismatch between the primary cause of rising spending, which is the
volume and intensity of services provided by physicians, and the focus of the SGR, which
is to set the fees that physicians receive for each service they provide. Because the SGR
offers no control over the volume and intensity provided by the individual physician—
and, in fact, may create an incentive to increase volume and intensity to offset reductions
in fees—it does not address the underlying cause of physician spending growth.

Determining how much to pay physicians certainly is an important issue, but of at
least equal importance is determining how to pay physicians so that the Medicare
program gets the best care possible for its beneficiaries. While the payment amount may
have an effect on beneficiaries’ access to physician services, the payment mechanism (as
well as other tools) can be used to make sure that the quality and appropriateness of
medical care is maximized, so that beneficiaries’ health status is enhanced and the
Medicare program gets the most for the money it spends. In fact, there is evidence that,
at least given the current state of the health care system, improved quality and reduced
cost may both be achievable, and we can, at least in a relative sense, have our cake and
eat it, too.

In this testimony, I will first discuss Medicare physician payment and some issues
related to the SGR mechanism and the problems that it fails to address. I then will
discuss the imperative for Medicare to become a better purchaser of health care, rather
than remaining a payer for health services, and suggest some areas on which initiatives in
this direction should focus. Finally, I will briefly discuss some of the promising
initiatives that currently are underway, and offer some opinions as to how they might be
used to improve the Medicare program and the health care system in general.

Why Physicians Are Different Than Medicare’s Other Service Providers

Physicians are unique among Medicare providers in being subject to an aggregate
spending adjustment. By contrast, most Medicare services now are paid through
prospective payment systems that set a price for a bundle of services. In these systems,
the provider is free to make decisions about the volume of services provided to the
patient, but the payment for the bundle is fixed.

Physicians are unique in their role in determining the volume of services they can
provide. Physicians are the gatekeepers and managers of the health care system; they
direct and influence the type and amount of care their patients receive. Physicians, for
example, can order laboratory tests, radiological procedures, and surgery.

Moreover, the units of service for which physicians are paid under the Medicare are
frequently very small. The physician therefore may receive payment for an office visit
and separate payment for individual services such as administering tests and interpreting
x-rays—all of which can be provided in a single visit. Contrast this with the hospital,
which receives payment for each discharge, with no extra payment for additional services
or days (except for extremely costly cases).

Further, once a physician’s practice is established, the marginal costs of providing
more services are primarily those associated with the physician’s time. That means that
any estimates of the actual cost of providing physician services are extremely malleable,
because they are largely dependent on how the physician’s time is valued. Even at that,
there is no routinely available and auditable source of data on costs for individual
physicians or even practices, such as there is for hospitals via the Medicare Cost Report.
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Attempts to Control Spending by Adjusting for Volume

In an attempt to control total spending for physicians’ services driven by volume, the
Congress in the Omnibus Budget Reconciliation Act of 1989 established a mechanism
that set physician fees for each service and tied the annual update of those fees to the
trend in total spending for physicians’ services relative to a target. Under that approach,
physician fees were to be updated annually to reflect increases in physicians’ costs for
providing care and adjusted by a factor that reflected the volume of services provided per
beneficiary. The introduction of expenditure targets to the update formula in 1992
initiated a new approach to physician payments. Known as the volume performance
standard (VPS), this approach provided a mechanism for adjusting fees to try to keep
total physician spending on target.

The method for applying the VPS was fairly straightforward but it led to updates
that were unstable. Under the VPS approach, the expenditure target was based on the
historical trend in volume. Any excess spending relative to the target triggered a
reduction in the update two years later. But the VPS system depended heavily on the
historical volume trend, and the decline in that trend in the mid-1990s led to large
increases in Medicare’s fees for physicians’ services. The Congress attempted to offset
the budgetary effects of those increases by making successively larger cuts in fees, which
further destabilized the update mechanism. That volatility led the Congress to modify the
VPS in the Balanced Budget Act of 1997, replacing it with the sustainable growth rate
mechanism in place today.

Like the VPS, the SGR method uses a target to adjust future payment rates and to
control growth in Medicare’s total expenditures for physicians’ services. In contrast to
the VPS, however, the target under the SGR mechanism is tied to growth in real
(inflation-adjusted) gross domestic product (GDP) per capita—a measure of growth in
the resources per person that society has available. Moreover, unlike the VPS, the SGR
adjusts physician payments by a factor that reflects cumulative spending relative to the
target.

Policymakers saw the SGR approach as having the advantages of objectivity and
stability in comparison with the VPS. From a budgetary standpoint, the SGR method,
like the VPS, is effective in limiting total payments to physicians over time. GDP growth
provides an objective benchmark; moreover, changes in GDP from year to year have
been considerably more stable (and generally smaller) than changes in the volume of
physicians’ services.

Problems with the Current Approach

A key argument for switching from the VPS approach to the SGR mechanism was
that over time, the VPS would produce inherently volatile updates. But updates under the
SGR method have proven to be volatile as well. Through 2001, that volatility was to the
benefit of physicians—overall, the increase in fees in the first three years during which
the SGR method was in place was more than 70 percent higher than the MEI over the
same period.

The pattern since then has been considerably different. In 2002, Medicare physician
fees declined for the first time, by 3.8 percent (Figure 1). Notably, however, physician
expenditures per beneficiary increased—although at the lowest rate in four years. In
succeeding years, the Congress has wrestled with a succession of negative updates
produced by the SGR formula that they enacted. In the Medicare Modernization Act,
they froze physician fees for two years beginning in 2004 (which actually was an increase
relative to the reductions called for by the SGR formula)—but physician expenditures per
beneficiary continued to rise. In fact, while physician fees actually fell over the period
between 2001 and 2005, physician expenditures per beneficiary actually rose at the same
rate as in the previous four years (Figure 2).
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Impact on Beneficiaries

Decisions about how much to pay physicians under Medicare affect the program’s
beneficiaries in two ways: rising spending for physicians’ services mean higher Part B
premiums, which exacerbates the financial burden they face, particularly among the more
vulnerable groups with low incomes, fragile health, disabilities, or chronic illnesses; on
the other hand, rates that are too low may affect access to needed physician care, either
because physicians will refuse to treat new Medicare patients (or stop treating any
Medicare patients at all) or because they will refuse to take the Medicare payment rates
as payment in full for their services, which could mean that the beneficiary is responsible
for some additional payment to the physician.

Medicare Part B, which covers physician, outpatient hospital, and other ambulatory
services, is voluntary (although the Medicare beneficiary is automatically enrolled in
most cases unless he/she indicates a desire to “opt out”) and requires payment of a
monthly premium (generally deducted from the beneficiary’s Social Security check),
which currently is $88.50, or almost nine percent of the average Social Security check.'
Because the premium is set so that it covers 25 percent of projected Part B costs, every
increase in physician payments has a proportional effect on the Part B premium.

In 2006, the Part B premium increased by more than 10 percent for the third
consecutive year, causing concern among beneficiaries and their advocates.” Overall, the
Part B premium has increased from $43.80 in 1998 to $88.50 in 2006—at an annual rate
of more than nine percent (Figure 3); by 2015, it is projected to rise to $122.40—
climbing at a much slower rate than in the past few years, but still almost 40 percent
higher than its current level.?

The potential impact on Medicare beneficiaries—particularly those who are most
vulnerable because of low incomes or other economic or health-related factors—can put
further financial pressure on those who can least withstand it. Medicare beneficiaries
tend to be particularly vulnerable to the financial pressures of health care costs: 78
percent of the Medicare aged are in fair or poor health or have a chronic condition or
disability (compared with 31 percent of the population under 65 with employer coverage)
and 46 percent of them have incomes below 200 percent of the federal poverty level
(compared with 21 percent of the younger population with employer coverage) (Figure
4). In fact, these twin problems of low income and poor health—two-thirds of
beneficiaries have one or the other of these problems—are the major reason that
Medicare was enacted in the first place.

Even typical aged beneficiaries had out-of-pocket costs that were more than 20
percent of their incomes on average (Figure 5). That burden was projected to rise to
almost 30 percent by 2025—although that number may be somewhat reduced by the
availability of prescription drug coverage under Medicare Part D. Beneficiaries with
physical or cognitive health problems and no other health insurance were paying 44
percent of their incomes on average for their health care costs out of their own pockets,
with that burden projected to grow to more than 60 percent by 2025—although again, the
availability of Medicare Part D may reduce that number somewhat, beneficiaries in that
category clearly are in a precarious position.

Access to physicians does not seem to be a problem—at least, so far. Telephone
surveys conducted for the Medicare Payment Advisory Commission (MedPAC) indicate
that 74 percent of beneficiaries never had a delay in getting an appointment for routine

Social Security Administration, OASDI Monthly Statistics, June 2006, accessed through
www.ssa.gov/policy/docs/statcomps/oasdi_monthly.
2 See W. Novelli, Statement by AARP CEO Bill Novelli on the 2006 Social Security COLA, accessed
through www.aarp.org/reserach/press-center/presscurrentnews/2006_social security cola.html.
* Beginning in 2007, the premium will be higher for beneficiaries with incomes above a certain
threshold.
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care, and 83 percent had the same response in cases of illness or injury (Figure 6); these
percentages were about the same as in the previous two years—and somewhat higher
than for people who were privately insured. Similarly, the vast majority of beneficiaries
reported no problems finding a new physician—either primary care or specialist—with
the numbers being about the same across years and source of insurance coverage.

MedPAC also reports that, although Medicare physician payments overall are only
83 percent of the rates paid by private insurers in 2004, that ratio has been fairly stable
over the past five years and, if anything, has increased slightly.* Moreover, 99 percent of
allowed charges for physician services were assigned in 2002, which means that
essentially all physicians accept the Medicare payment rates as full payment for their
services.

Nonetheless, given the cuts scheduled in every year from 2007 through 2011,
MedPAC concludes that: “We are concerned that such consecutive annual cuts would
threaten access to physician services over time, particularly primary care services.”® In
addition, they state that: “The Commission considers the SGR formula a flawed,
inequitable mechanism for volume control and plans to examine alternative approaches to
it in the coming year.”’

The Congress will need to evaluate these alternatives in light of three potentially
conflicting concerns: the desire to control the growth of Medicare spending, the desire to
provide a fair rate of payment to physicians and preserve access for Medicare
beneficiaries, and the desire to keep the financial burden on the most vulnerable
beneficiaries from becoming worse.

What Are We Getting for Our Money?

Regardless of the ultimate decision as to how much to pay physicians under
Medicare, there is a basic issue that needs to be addressed for the good of the Medicare
program, its beneficiaries, and the rest of the health care system. It is by now well-
known that adult patients in the U.S. receive only 55 percent of recommended care
overall, with even lower proportions for patients with some conditions—such as hip
fracture, with only 23 percent (Figure 7). This poor performance is particularly striking
given the fact that the U.S. devotes 16 percent of its GDP to health services—by far, the
highest in the world.*’

Not surprisingly, the poor performance of the health care sector in general has
implications for Medicare. Life expectancy at age 65 in the U.S. is among the lowest in
the industrialized countries (Figure 8).

This general poor performance is the product of many specific aspects of the way
health care is structured and provided in the U.S. that need improvement. The
complexity and fragmentation of our health care system, specialization of physicians,
intensive use of medications, and poor coordination of care make health care in the U.S.
more costly and less safe. The Commonwealth Fund has found that 34 percent of
patients in the U.S. surveyed in 2005 reported a medical mistake, medication error, or test
error in the past two years, compared with 22 percent in the United Kingdom (the lowest
rate among the survey countries) and 30 percent in Canada (the next highest rate) (Figure
9).

* Medicare Payment Advisory Commission, Report to the Congress: Medicare Payment Policy
(Washington, DC: MedPAC, March 2006), p. 91.

* Ibid., p. 90.

¢ Tbid., p. 99.

7 Ibid., p. 99.

8 S. Heffler, S. Smith, S. Keehan, C. Borger, M.K. Clemens, and C. Truffer, “U.S. Health Spending
Projections for 2004-2014” Health Affairs Web Exclusive, February 23, 2005, p. W5-74-W5-85.

® G.F. Anderson, B.K. Frogner, R.A. Johns, and U.E. Reinhardt, “Health Care Spending and Use of
Information Technology in OECD Countries” Health Affairs (25,3) May/June 2006, p. 819-831.
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Interpersonal aspects of health care also are lacking: 35 percent of community-
dwelling adults age 65 and older reported that health providers did not always listen
carefully to them, 41 percent reported that health providers did not always explain things
clearly (Figure 10). In addition, 31 percent of sicker adults in the U.S. surveyed in 2002
reported that they had left a doctor’s office in the past two years without getting
important questions answered, compared with 19 percent in the U.K. (Figure 11).

Coordination is an important dimension of health care delivery, with a rising
proportion of the population—especially seniors—having multiple chronic conditions
and correspondingly being treated by multiple doctors. More than 20 percent of
Medicare beneficiaries have five or more chronic conditions, and they are treated by an
average of almost 14 different doctors in a given year.'’ In our current payment system,
there is nothing to encourage physicians to communicate with each other about patients
they may have in common. Although there have been some efforts to change this, fee-
for-service Medicare is still largely based on the acute care model, in which a patient
becomes ill and is treated by a doctor in the office or in the hospital until the discrete
episode is over and the patient can resume his/her normal life.'! Moreover, until recently,
there were substantial barriers to the appropriate coordination of care even in the
Medicare+Choice program.'?

Difficulties in care coordination are evident around the world, but nowhere as much
as in the U.S.: 33 percent of adults with health problems reported that in the past two
years a doctor had ordered tests for them that had already been done or that test results or
records were not available to their doctor at the time of their appointment, compared with
19 percent in the U.K. and Australia (the lowest proportions) and 26 percent in Germany
(the highest next to the U.S.) (Figure 12). Although most U.S. adults (84 percent) with
health problems reported having a regular doctor, only half of them had been with that
doctor for five years or more (Figure 13).

The number of doctors treating a patient, not surprisingly, is correlated with
coordination problems: In the U.S., 22 percent of patients with one doctor had
experienced at least one of these problems, while 43 percent of patients with four or more
doctors had experienced those problems—almost twice as many (Figure 14). This
pattern held in all of the countries in which the survey was conducted.

Addressing the lack of care coordination in the U.S. is not just a quality issue—as I
mentioned before, about 20 percent of Medicare beneficiaries have five or more chronic
conditions, but this group also accounts for two-thirds of Medicare spending each year
(Figure 15). That means that about $300 billion is going to be spent for this group of
people next year, and the evidence is that it could be spent much more productively than
it is being spent now."

The Role of Health Information Technology

One factor that is commonly pointed to as a tool for improving both the quality and
coordination of care is health information technology. It is also widely recognized that
the diffusion of health information technology across the health care sector has been
much slower than would be desired: researchers at RAND found that only 20 to 25
percent of hospitals across the country have adopted electronic medical records (EMRs),
while EMRs were in use in only 15 to 20 percent of physicians’ offices."* In fact, the use

' Partnership for Solutions, “Medicare: Cost and Prevalence of Chronic Conditions”, Fact Sheet,
July 2002.

" See S. Guterman, “U.S. and German Case Studies in Chronic Care Management: An Overview”
I;Iealth Care Financing Review (27,1) Fall 2005, p. 1-8.

2 Tbid.

'3 See Board of Trustees, Federal HI and Federal SMI Trust Funds, 2006 Annual Report.

' See K. Fonkych and R. Taylor, The State and Pattern of Health Information Technology Adoption
(Santa Monica, CA: RAND, 2005).
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of electronic technology in physicians’ offices is fairly common, but that technology may
have many applications that fall short of the comprehensive quality-enhancing EMR that
proponents of health information technology envision. In a 2003 survey of physicians,
the Commonwealth Fund found that almost 80 percent of all physicians used electronic
billing in their offices, and almost 60 percent used health information technology for
access to test results (Figure 16). Only 27 percent used the technology for electronic
ordering, however, and about the same proportion had electronic medical records.

In most instances, larger practices make more use of health information technology.
In 2004 and 2005, the Commonwealth Fund supported a study of solo and small group
practices, to investigate the business case for technology adoption in those settings; that
study found that adopting, installing, and using electronic health records could be
substantial (Figure 17). In addition to the initial costs, which averaged almost $44,000
per provider, there were ongoing costs of almost $8,500 per provider per year. There
were also substantial financial benefits, and the average practice recouped its costs in
about two and a half years.

It is important here to note that the financial benefits of adoption which averaged
about $33,000 per provider per year, came from two main sources: increased efficiency,
which accounted for almost $16,000 per provider per year; and increased coding levels,
which accounted for almost $17,000 per provider per year (Figure 18). It is also
noteworthy that of the 14 practices in the study, only two reported any quality
performance rewards, and they were nominal. Some quality improvement activities were
implemented at almost all of the practices, but these varied in focus and intensity.'®

Can We Get More for What We Spend?

The Dartmouth Atlas has produced a chart that is by now well-known, which shows
the wide variation in Medicare spending per beneficiary among different areas in the U.S.
(Figure 19). In 1996, the 20 percent of areas with the highest spending were about 60
percent higher than their counterparts at the low end; by 2000, that ratio had not changed
much, and it is the same today (as of 2003). In fact, these numbers conceal the
tremendous amount of variation in spending across individual regions: in 2003, spending
in Miami, Florida—the area with the highest Medicare spending per beneficiary—was
more than two and a half times that in Salem, Oregon—the area with the lowest
spending.

Similar variation in spending was found in data recently analyzed by the
Commonwealth Fund on Medicare spending for beneficiaries with all three of the
following conditions: diabetes, chronic obstructive pulmonary disease, and congestive
heart failure. Using the same area definitions used by the Dartmouth Atlas, we found that
median spending per patient across all areas was almost $30,000, but the variation across
areas ranged from less than $15,000 to almost $80,000 (Figure 20). Those costs then
were compared to a composite measure of several indicators of quality of care that are
relevant to the three study conditions; this comparison indicates that there is no obvious
correlation between cost and quality across areas—some areas with high quality scores
had low costs, and some had high costs; in addition, some areas with high costs had
lower-than-average quality scores.

While the quality measures represented in the previous figure are process
measures—that is, measures that represent what doctors do—the same relationship
appears to hold between spending and outcomes—that is, what happens to beneficiaries.
Data from the Dartmouth Atlas show that Medicare beneficiaries in states with higher

15 See R. Miller, C. West, T.M. Brown, 1. Sim, and C. Ganchoff, “The Value of Electronic Health
Records in Solo or Small Group Practices” Health Affairs (24,5) September/October 2005, p. 1127-
1137.
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Medicare spending per beneficiary do not appear to have lower overall mortality rates
than in states with lower spending (Figure 21).

Remember that these data are aggregated at the area level, while the decisions that
determine both cost and quality are made by individual providers; they should not be
taken as an indication that costs can be easily be reduced at an aggregate level without
harming quality or access to care, or that even quality improvements that save money in
the long run may not cost more in the short run. But they do indicate that there appear to
be patterns in how health care decisions are made that are not necessarily driven by
factors that improve quality, and that we should be able to figure out how to use our
resources more effectively to provide higher quality care at the same or even lower costs
than we currently face.

Do Efforts to Improve Quality Work?

One of the underlying problems with our health care financing mechanism is that we
generally pay providers for providing more care and more intensive care, but not
necessarily better care. This problem is particularly evident in the way that Medicare
pays physicians—in fact, it is the real issue that confronts the Congress in discussing how
to “fix” the SGR. What we need to be discussing is how to restructure the payment
system so that we get what we want for the tremendous amount of money that we spend.
Both private and public payers, purchasers, and providers have over the past several years
been developing efforts to address this problem; the Leapfrog Group Incentive & Reward
Compendium lists 97 programs around the country that are aimed at providing financial
incentives to improve quality.'® Several of these initiatives are already beginning to
produce results, and they indicate that there is some promise to this approach.

In a pay-for-performance program run by the Integrated Healthcare Association in
California—involving about 35,000 physicians in more than 200 physician
organizations—participants reported that they screened about 60,000 more women for
cervical cancer, tested nearly 12,000 more individuals for diabetes, and administered
about 30,000 more childhood immunizations in 2005 than they had in 2004."7 Earlier
findings indicated that the use of information technology in various clinical applications
also had increased substantially under the initiative (Figure 22).

In an analysis of a natural experiment in pay-for-performance, PacifiCare Health
Systems paid its medical groups in California bonuses according to performance on a set
of quality measures, while those in Washington and Oregon were not part of the program.
Performance on cervical cancer screening improved significantly (Figure 23). There was
no significant increase, however, in mammography screening or hemoglobin Alc
testing.'®

The National Committee for Quality Assurance (NCQA), with the American
Diabetes Association, has developed a Diabetes Physician Recognition Program that
awards recognition to physicians who demonstrate that they provide high quality care to
patients with diabetes.' Although no financial incentive generally is provided under this
program (in fact, there is a fee to participate), there have been several areas of
improvement, including the proportion of patients with hemoglobin Alc counts below 7
percent—which rose from 25 to 46 percent between 1997 and 2003—and the proportion
of patients with low-density Lipoprotein cholesterol levels below 100 milligrams per
deciliter—which rose from 17 to 45 percent (Figure 24).

' See The Leapfrog Group Compendium at ir.leapfroggroup.org/compendium/.

7 THA News Release, “Continued Quality Improvement in California Healthcare Announced by
Integrated Healthcare Association” July 13, 2006.

' M.B. Rosenthal, R.G. Frank, Z. Li, and A.M. Epstein, “Early Experience with Pay-for-
Performance: From Concept to Practice” Journal of the American Medical Association (294, 14)
October 12, 2005, p. 1788-1793.

¥ See www.ncqa.org/dprp.
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Can We Get Better Care at Lower Cost?

All of the pay-for-performance initiatives described above have focused primarily
on quality improvement, which certainly is an area that needs improvement. The
comparison of the cost and quality data, however, seem to indicate that we should be able
to achieve a higher level of quality at lower cost. Some of the ongoing initiatives are
producing data that support that hope.

The Hospital Quality Incentive demonstration is being conducted by the Centers for
Medicare & Medicaid Services with Premier, Inc., including about 255 hospitals. Under
this demonstration, hospitals are awarded bonus payments based on their performance on
discharges in each of five clinical conditions, based on a total of 34 measures. In the first
year, a total of almost $9 million in bonuses was paid, and quality improved in each of
the five performance domains.”® Premier, Inc. also found that better performance along
several dimensions at least partially related to efficiency also seemed to be correlated
with better performance on quality; for example, the readmission rates for pneumonia
were 25 percent lower for the 10 percent of the hospitals in the top quality group than for
the hospitals in the bottom quartile (Figure 25).

A study sponsored by the Commonwealth Fund has found that coordination across
sites of care was correlated with factors that could indicate more appropriate use of health
care providers: among patients who, when they left the hospital, said they had a good
understanding of what they were responsible for in managing their health, the rates of
subsequent emergency department use and hospital readmissions were significantly lower
(Figure 26).

In another study sponsored by the Commonwealth Fund, the application of advanced
practice nurse care for congestive heart failure patients reduced the total cost per patient
from $9,618 to $6,152 (Figure 27). It’s important to note that this decrease was
composed of a 45 percent increase in the cost of ambulatory care and a 44 percent
decrease in the cost of inpatient care—because inpatient care is much more expensive,
the decrease in inpatient costs more than offset the increase in ambulatory care costs.
However, with our current fragmented health care financing and delivery systems, it is
difficult to implement programs that shift resources across providers, even if they could
both improve the quality of care and save money overall.

Challenges in Aligning Financial Incentives with Better Performance

Although pay-for-performance mechanisms may be promising in encouraging
improved health care, careful attention must be paid to the design of the payment systems
intended to elicit these improvements; systems designed with even the best of intentions
can have unintended consequences. For example, in the previously mentioned evaluation
of the PacifiCare pay-for-performance initiative in California, it was found that, although
cervical cancer screening rates improved, the greatest improvement was among the
doctors who initially were in the lowest performing group (Figure 28). This could, in
fact, be interpreted as an encouraging result, but the study also found that the vast
majority of the bonus money went to the doctors who initially were in the highest
performing group—but this group had the smallest improvement. As MedPAC has
recommended, a balance needs to be struck between rewarding the level of performance
and improvement in performance.”'

It should also be noted that, despite the scores of pay-for-performance initiatives
being implemented, the majority of physicians have not been involved in any sort of
collaborative effort to improve the quality of care (Figure 29). Although these data are

2 Centers for Medicare & Medicaid Services Press Release, “Medicare Demonstration Shows
Hospital Quality of Care Improves with Payments Tied to Quality” November 14, 2005.

21 Medicare Payment Advisory Commission, Report to the Congress: Medicare Payment Policy
March 2005.
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several years old, they probably are not very different from the current situation. Perhaps
these results are not surprising, given the small number of physicians who are financially
affected by quality considerations—only 19 percent of physicians surveyed in 2003
indicated that quality bonuses or incentive payments were a major factor affecting their
compensation (Figure 30). These data indicate that the involvement of Medicare on a
nationwide basis is needed to draw physicians into coordinated efforts to improve
quality—and efficiency.

Conclusions

As the Congress considers Medicare physician payments for the remainder of this
session and beyond, several points must be kept in mind.

First, the current SGR mechanism for updating physician fees does not work—it
produced inappropriately large increases in fees in its early years and untenable
reductions for the past several years and the foreseeable future. Because the updates
produced by the SGR formula are incorporated in the budget baseline, which is used to
“score” the budgetary effects of new legislation, even freezing physician fees for the next
ten years would be “scored” as “costing” the Medicare program billions of dollars,
making it difficult for the Congress to appropriately address the problem without
appearing to exacerbate the federal deficit. Moreover, it does not appear that the current
mechanism has been effective in controlling the growth in Medicare spending—which is
produced primarily by increased volume and intensity, rather than fees.

Second, it must be remembered that the Medicare program is more than a line item
in the federal budget or a source of income for providers—it is a social program (one of
the most popular in history!) that provides access to care for 43 million aged and disabled
beneficiaries, who tend to be sicker and poorer than other Americans. As the Congress
considers changes to Medicare physician payment, it must weigh the effects of those
changes on the Part B premium that beneficiaries must pay; increases in physician
payments proportionately raise the premium and put more financial pressure particularly
on the most vulnerable groups of beneficiaries. At the same time, the sharp cuts in fees
projected for the next several years are a potential threat to beneficiaries’ access to care,
and the potential for problems on that front must also be considered.

These issues, however, must be put in the context of a health care system that has
the highest costs in the world, but fails to yield commensurate results in terms of the
quality and appropriateness of care it provides. This failure cannot—and should not—be
tolerated any longer. Fragmentation, lack of communication among physicians caring for
a patient and between physicians and patients, medical errors and duplication of tests and
other services, and the absence of a mechanism that encourages—or even, in some cases,
allows—care coordination across sites of care are attributes of a health care system that is
not a health care system at all.

There are many efforts in both the private and public sectors that are aimed at
addressing at least some of these problems. Many of these initiatives are still in their
early stages, but the evidence that is beginning to become available indicates the promise
of some success. Both CMS and the Congress have expressed the desire to move toward
pay-for-performance in Medicare, starting with hospitals and physicians, as well as
nursing homes. Efforts to accomplish this should be maintained, with an eye toward
ensuring that the systems that are put in place are appropriate and will actually encourage
broadly improved care rather than narrowly focused activities to meet specific quality
goals.

Progress in this direction is being enhanced by several CMS demonstration and pilot
projects that are currently in operation, such as the Hospital Quality Incentive
demonstration I mentioned earlier, the Physician Group Practice demonstration, and the
Medicare Health Support pilot, as well as several that are being developed, such as the
Medicare Care Management Performance demonstration, the Nursing Home Quality-
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Based Purchasing demonstration, the Medicare Hospital Gain-Sharing demonstration—
and particularly the Medicare Health Care Quality demonstration, which will test
different approaches to broader system redesign.

Resources must be made available for continued efforts to develop appropriate
measures of quality and the means to apply them. One hurdle that needs to be overcome
in developing new approaches to improving quality is the possibility that some of these
improvements may require high initial costs—this is particularly a problem in the context
of Medicare, where demonstration projects that are intended to produce higher quality are
required to meet a “budget neutrality” requirement that may be applied so strictly as to
hinder the development of some potentially beneficial projects. To be sure, the projected
spending impact of proposed demonstration projects is extremely important, but that
issue needs to be considered more broadly. An especially difficult situation that needs to
be addressed is accounting for the overall effects on Medicare and Medicaid—rather than
the effects on each of the two programs separately—of projects that might enhance the
quality—and overall efficiency—of care provided to the almost eight million
beneficiaries who are eligible for both programs.

Pay-for-performance also must be considered in the context of other tools available
to improve quality and efficiency. The primary objective of paying for performance
should not be merely to reward good providers and punish bad ones, but to align the
health care financing mechanism with what we’d like to see the health care system
produce. Prices are messages to producers—and the message we are sending health care
providers is that we want more services—and particularly more procedures—but that we
don’t care very much about how well those services are provided or how much they help
patients achieve better health. There are several additional tools that can be used to
achieve the desired objectives, and we should pursue all of them to get where we want to
be:

Public information on quality and cost should be made available in a format that can
be understood by patients and their advocates and acted upon by providers. This means
that patients with a particular medical need should be able to identify providers that are
best able to give them appropriate and efficient care, and that providers should be able to
use that information to improve their quality and efficiency. Public reporting has been
shown o be an effective tool in spurring quality improvement efforts.??

Ways need to be found to encourage more productive and beneficial interaction
between patients and providers. This means that, in addition to rewarding physicians for
producing units of care in an effective and efficient way, they must be encouraged to
provide that care in a way that is effective and efficient in a broader sense. Examples of
these types of incentives would be payments to specific providers for serving as the
patient’s “medical home”—that is, taking responsibility for obtaining and coordinating
all the care needed by the patient across settings, including at home. Other ways to
provide more coordination of care across sites—such as follow-up by hospitals for
patients discharged with on-going conditions—should be developed.

Making extra payment available for achieving certain quality and efficiency goals
helps to align the incentives of the financing and delivery systems, but some providers
may face other barriers to achieving the goals that are established for them. Additional
resources must be available to establish an infrastructure that enables providers to
improve their performance. Medicare’s Quality Improvement Organizations (QIOs)
currently are tasked with that function, but relatively little is known about its priority in
their list of requirements and their effectiveness in fulfilling that role.

All of these approaches hold promise in improving provider performance, not only
for Medicare but for all patients.

2 See J.H. Hibbard, J. Stockard, and M. Tusler, “Does Publicizing Hospital Performance Stimulate
Quality Improvement Efforts?” Health Affairs (22,2) March/April 2003, p. 84-94.
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Finally, payment reform to reward excellence and efficiency would be greatly
facilitated by a major enhancement of health services research funding that includes
research on best practices, performance of different forms of health care delivery
organization, diffusion of innovation, quality standards, evidence-based medicine, cost-
effectiveness and comparative effectiveness, and the development and application of
quality standards. This would require some effort and perhaps a substantial amount of
resources, but it is the only way to avoid the seemingly endless spiral of spending that we
face and improve the value of what we spend.

Figure 1. Annual Increases in Physician Fees and
SGR-Related Expenditures Per Fee-for-Service Beneficiary,
1998-2005
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Source: Letter to Glenn M. Hackbarth, Chair, Medicare Payment Advisory Commission, from Herb B. Kuhn,
Director, Center for Medicare Management, Centers for Medicare and Medicaid Services, dated April 7, 2006.
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Figure 2. Annual Rates of Increase in Physician Fees and
SGR-Related Expenditures Per Fee-for-Service Beneficiary,
1997-2001 and 2001-2005
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Source: Letter to Glenn M. Hackbarth, Chair, Medicare Payment Advisory Commission, from Herb B. Kuhn,
Director, Center for Medicare Management, Centers for Medicare and Medicaid Services, dated April 7, 2006.

Figure 3. Medicare Part B Premium (Monthly),
1998-2006 (Actual) and 2007-2015 (Projected)
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Figure 4. Profile of Medicare Elderly Beneficiaries
and Employer Coverage Nonelderly,
by Poverty and Health Status, 2003
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Source: The Commonwealth Fund Biennial Health Insurance Survey (2003).

Figure 5. Projected Out-of-Pocket Spending As a Share of
Income Among Groups of Medicare Beneficiaries,
2000 and 2005
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Figure 6. Access to Physicians for Medicare
Beneficiaries and Privately Insured People, 2005
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Figure 7. Proportion of Recommended Care
Received by U.S. Adults, by Selected Conditions
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Figure 8. Life Expectancy at Age 65
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Source: OECD Health Data, 2005.

Figure 9. Patient Reported Medical Mistake,
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Figure 10. Interpersonal Quality of Care Is Lacking
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Source: S. Leatherman and D. McCarthy, Quality of Health Care for Medicare Beneficiaries: A
Chartbook, 2005, The Commonwealth Fund. www.cmwf.org; Medical Expenditure Panel Survey
(AHRQ 2005).

Figure 11. Communication With Physicians
Views of Sicker Adults
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Figure 12. Deficiencies in Care Coordination
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Figure 13. Continuity of Care with Same Physician
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Figure 14. Coordination Problems by
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Figure 15. Two-Thirds of Medicare Spending is for
People With Five or More Chronic Conditions
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Figure 16. Physician Use of Electronic Technology
Varies by Application
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Figure 17. Electronic Health Records (EHR) in
Solo or Small Group Practices: A Case Study
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Figure 18. EHR Financial Benefits Per FTE Provider,
For 14 Solo/Small Group Practices, 2004-2005
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Figure 19. Variation in Per Capita Medicare Spending by
Hospital Referral Region, 2000
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Figure 20. Variation in Annual Total Cost and
Quality for Chronic Disease Patients

Quality of Care* and Medicare Spending for Beneficiaries with
Three Chronic Conditions, by Hospital Referral Region
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Figure 21. Medicare Spending Per Enrollee and
Mortality Rate by State, 2003
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Figure 22. IHA Trends in Point-of-Care Technology
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Figure 23. Evaluation of PacifiCare
Pay for Performance: Improvement in
Cervical Cancer Screening
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Source: M.B. Rosenthal et al., “Early Experience with Pay-for-Performance: From Concept to
Practice,” JAMA 294, no. 14 (October 12, 2005): 1788-93.
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Figure 24. Physicians Participating in the
Diabetic Care Program From 1997 to 2003
Showed Significant Improvement in Performance
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Source: National Committee for Quality Assurance web site, www.ncqa.org/dprp.

Figure 25. Medicare Premier Hospital Demonstration:
Higher Quality Hospitals Have Fewer Readmissions
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Figure 26. Coordination Across Sites of Care:
Care Transition Measure Scores,* Emergency
Department Use, and Hospital Readmissions
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Figure 27. Improving Care Coordination and
Reducing Cost
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Figure 28. Improvement in Doctors’ Cervical Cancer
Screening Rates Compared to Bonus Payments
After Implementation of Quality Incentive Program
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Source: M.B. Rosenthal et al., “Early Experience with Pay-for-Performance: From Concept to
Practice,” JAMA 294, no. 14 (October 7, 2004): 1788-93.

Figure 30. Current Factors Affecting
Physicians’ Compensation
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MR. DEAL. Thank you. Thank all of you. I will start out with the
questions.
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We are going to put you at a little bit of a disadvantage because we
are probably going to be asking you to comment about testimony that is
going to not be heard until later in the week. But in our effort to seek a
better solution, I think we must do that.

I notice that virtually all of you made the point that quality of care is
not really a factor that is rewarded under the current system. Mr. Miller,
I think you said it very pointedly. I do like the term of value-based
purchasing, or something as an alternative to pay-for-performance,
because I think you are right, it does have the implication of grading
somebody in a negative sort of way.

Is it possible, in a value-based purchasing system, to have adequate
volume controls, because obviously, volume drives the cost? How do
you incorporate, Mr. Miller, in a pay-for-performance model, still have
cost containment measures that must, in some way, be directly related to
both volume and intensity?

MR. MILLER. [ think there are a couple of things to parse through
here, in trying to answer this. I mean, there is a distinction that I think
you have to draw between whether it is formulaic, much like an SGR
volume containment, or whether you get more targeted approaches. So, I
think the Commission’s view on this is, and I think most people would
say this, I mean, pay-for-performance or value-based purchasing,
however you want to say it, won’t necessarily restrain volume in and of
itself, although I can give you some examples where, and I will in just a
second, of where it could come about. But you may need, in addition to
any kinds of programs like this, to have targeted approaches still aimed
at restraining volume growth.

I know many members of this committee didn’t want to hear some of
this in the last hearing, but it may require still, for example, restraints on,
for example, the coding edits that we have recommended on imaging, so
that you are trying to restrain some obvious places where volume is
growing very quickly. So, you might need some of the value-based
purchasing, and then, some targeted approaches on volume.

And then, to give you an example of how things can come together,
put yourself in a mind of one demonstration that is going on now at
CMS, where groups of physicians are coming together, this is a group of
physicians with say, a hospital, come together and say, we want to be
evaluated both on the quality metrics related to our diabetics, say, and we
want to be evaluated on how much we save, let us say, for example, we
forestall an admission to a hospital. And in that instance, they are
allowed to share in the savings. They come together, they try and target
their efforts at quality, and reducing resources, avoiding an admission.
And in that instance a circumstance like that could reduce volume. But
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just to be clear, in and of itself, it doesn’t necessarily restrain volume,
and not in the way that people are looking at here.

MR. DEAL. That is a very good point, and I want to elaborate in the
little bit of time we have.

One of the complaints that I have heard is that if we go to a
performance-based system, it may very well increase the volume of
services by the physician. Therefore, if he is isolated in the Part B, the
savings may actually be realized in Part A, under the hospital portion of
it, as you indicated about avoiding emergency room visits or other
hospitalizations.

How do we adequately cross and bridge that barrier between the
volume increase on the physician side that is actually saving money on
the hospital side, with the two silos that we currently have?

MR. MILLER. That is a really good point, and let me give you at least
two thoughts. I mean, there is obviously, it is a difficult problem. But
let me first give you two thoughts.

Just as you heard some of the testimony here, I wouldn’t completely
abandon the thought that there aren’t improvements that can be gained
just on the physician side. There is a significant lack of coordination and
handoff between physicians, physicians unable to track their patients and
inform them that they need to get their blood sugars checked and that
type of thing. So, I wouldn’t abandon it entirely, but to your question,
the idea is here, you want to look at these things in a much more episode-
based basis, so that you are looking at the physician services, the hospital
services, the post-acute care services together, and then, when you make
a judgment about how the care was provided, you are looking at the
entire episode, not just the physician’s work themselves.

MR. DEAL. Thank you. My time has expired, but I do think that is
the track we are going to have to follow in the future.

MR. MILLER. And I apologize for being long-winded.

MR. DEAL. No, I appreciate your answer. I think it is not one of
those things that is easily answered quickly.

Mr. Pallone.

MR. PALLONE. Thank you, Mr. Chairman.

I wanted to start out with Mr. Guterman, and my questions relate to
the concern about beneficiaries facing increased costs because of
changes in the physician payment formula. And I was just going to ask
you sort of yes or no questions initially, and then, we will get into some
explanations.

I guess this is like, I will call this John Dingell style. Mr. Guterman,
isn’t it true that beneficiaries have faced record Part B premium increases
under Medicare over the past few years?

MR. GUTERMAN. Yes.
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MR. PALLONE. Okay. Isn’t it true that in recent years, some
beneficiaries have seen their entire cost-of-living adjustment in the
Social Security check eaten up as a result of Medicare Part B premium
increases?

MR. GUTERMAN. That is quite possible.

MR. PALLONE. Now, isn’t it also true that today, the average
Medicare beneficiary spends 9 percent of his Social Security check on
the Part B premium?

MR. GUTERMAN. That is true.

MR. PALLONE. And isn’t it correct that changes that adequately paid
physicians will increase both the beneficiaries’ Part B premium and the
amount of the coinsurance beneficiaries pay?

MR. GUTERMAN. Yes.

MR. PALLONE. All right. Now, we get into explanations. If
Congress is to fix the Medicare physician payment formula, is it your
view that we should also protect beneficiaries from excessive increases
in their Part B premiums?

MR. GUTERMAN. [ think there are protections that are needed,
particularly among vulnerable beneficiaries, the proportion of out-of-
pocket spending even for Medicare-covered services, the proportion of
their income that is spent on out-of-pocket spending is very high, and
certainly Congress should take into account the needs of those groups
that are most vulnerable.

MR. PALLONE. Okay. Now, I keep hearing from the physicians that
we need formulas to reflect actual costs. I mean that is what they always
say, of course, and of course, they are right. I mean, if you are going to
keep the system going, you have to have the reimbursements reflect
actual costs at some level.

So, my question is, if Congress were to adopt a payment formula for
physicians that no longer had a global spending target like the current
system, would beneficiary premiums be more or less susceptible to large
increases than they are today, and if more, how would we address that?

MR. GUTERMAN. That is a good question, and it is very
complicated. There is a very complicated answer, and I don’t know that
there is a definitive answer. Certainly, removing constraints on volume
would make the beneficiary more susceptible to the results of increasing
volume, but we have to keep in mind that the current system really isn’t
successful at all in controlling volume or total spending anyway.

So, I think we need to shift our emphasis to approaches that
encourage more quality and efficiency, which will be not only cheaper
for the beneficiary and the program, but also, better for the beneficiary
and the program.
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MR. PALLONE. Okay. Now, I am going to go to Mr. Miller, because
I only have less than 2 minutes here. And again, my concern is that, to
what extent cuts in physician payments jeopardize access to care.

The Sustainable Growth Rate is having some unintended
consequences on a physician’s ability to provide services. Physician
payments are expected to take a 4.6 percent cut next year, as you know,
and because Congress decided not to directly pay for the 2006 physician
payment fix, and instead, recoup the cost from future payments, doctors
will see further reductions in physician payments over the next 10 years,
unless we do something. So, even though physician costs will go up,
reimbursements over time will go down significantly, and that will likely
jeopardize access to care, you would think.

So, while the current MedPAC report does not find significant
problems with Medicare beneficiaries’ access to care, do you think that
we will see problems with access to care in the future if the anticipated
cuts in Medicare payments to doctors take effect, as is currently
projected over the next 10 years?

MR. MILLER. Yes. The Commission has said several times that if
the cuts that are assumed in current law go into effect, you have negative
5 percent for 6, 9 years, depending on which estimate you look at, they
are very concerned that access problems would result.

MR. PALLONE. Okay. Now, let me go back to Mr. Guterman. GAO
recently released a report that says access to physician service is largely
unchanged for Medicare beneficiaries in fee-for-service Medicare, and
this is over a time when there was only one year of a negative update to
doctors’ reimbursement.

But do you believe that patients would still have the same degree of
access if we were to allow the cuts in the Medicare physician fee
schedule every year for the next 10 years to take place? And what effect
do you think that would have on beneficiary access?

MR. GUTERMAN. I think it is difficult to believe that beneficiaries
would be able to retain their current access under those kinds of cuts.
Let me also say, in response to a statement you made before, there has
been a lot of discussion about the level of physician payments matching
the level of cost of the provision of care. I suggest that the level of value
of physician care ought to be what is looked at, and how much it would
cost to provide the care that patients need. Not just to provide the care
that is currently provided.

MR. PALLONE. Okay. Thank you, gentlemen. Thank you, Mr.
Chairman.

MR. DEAL. Thank you. Chairman Barton is recognized for
questions.
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CHAIRMAN BARTON. Thank you, Mr. Chairman. The gentleman
that is representing CBO, I can’t really read it, Mr. Marron?

MR. MARRON. Marron from CBO.

CHAIRMAN BARTON. Yes, CBO. Okay. Does CBO have a view of
the MedPAC’s proposed change for the SGR? I think the MEI is what
they are calling it.

MR. MARRON. Sir, obviously, we don’t have an opinion of--

CHAIRMAN BARTON. Push the button.

MR. MARRON. Yeah. Obviously, we don’t have an opinion about
whether that would be good or bad policy. We have cost estimates for
various permutations of changes to the SGR. Let me just see if I have
that one.

So, we have an estimate for a permanent change to the MEI, for
which over the 10 year budget window, is the $218 billion number that I
mentioned earlier.

CHAIRMAN BARTON. Okay. The gentleman who is representing
MedPAC, Mr. Miller, does your group have a proposal on how to pay for
your proposed fix?

MR. MILLER. No. We have, throughout all of our deliberations, we
have identified savings in several areas. For example, we have put out a
set of recommendations related to managed care payments. We also put
out a set of recommendations related to some updates. We don’t have
something that amounts to $218 billion, but there is at least two points I
would like to make about this.

The MedPAC idea is not MEI every year, and it gets characterized
that way, and I tried to make this point in the opening statement. We
look at a variety of factors, and if we think that there is a reason to justify
less than that, we recommend less than that. The other point I would
make about the $218 billion, and this is with all respect to CBO, and I
understand how they go through their analysis, you also have to evaluate
the cost of that proposal against what will actually happen. The $218
billion assumes that for the next 9 or 10 years, you get minus 4 updates,
and so, relative to what will truly happen, it is not $218 billion. But we
certainly understand how the scoring is done. [ have been there. I
understand it, and I agree with how they do it. I think it is just sort of
the--

CHAIRMAN BARTON. So, we have got a real quandary here. It
doesn’t seem reasonable to have a system that we never use, and we are
not using the SGR. It just doesn’t seem, for lack of a better term, it
doesn’t seem fair to subject doctors to a cut, when we are giving
increases to the other part of the healthcare system, in terms of what
Medicare and Medicaid are reimbursing.
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Yet, when we try to find a way to change the current system to
something that could be sustained, there is absolutely nobody putting
forward any proposals on how to pay for it. My friends on the Minority
side, as the Minority is supposed to do, quite obviously point out the
problems of the current system, and they want to be on the side of the
angels in terms of providing more money for our physicians, but they
don’t have a solution on how to pay for it.

We get into this box at the end of every budget cycle, which we are
in right now. If we let the current system go into place and have this cut,
it is not right. Yet, if we try to change to a system that is sustainable, we
can’t pay for it. So, we end up scratching around trying to find $4 billion
or $5 billion to just do the Band-Aid approach. I would like to get out of
that box, but at some point in time, I need somebody to put some
proposals forward on how to actually pay for the change.

I guess one question I will ask the gentleman with the
Commonwealth Fund, Mr. Guterman, what about allowing for balanced
billing? Would that be a part of a solution? Let physicians decide if
their patients could afford to pay some out of their own pocket without
violating Federal law?

MR. GUTERMAN. I have two responses to that. One is, again, as Mr.
Miller said, you need to be more realistic about what the costs are and
interpreting the meaning of the term costs from CBOs perspective. CBO
rightly gives a baseline under current law, but if the performance of the
last several years is to be taken into account, fixing physician payments,
or at least avoiding cuts in physician payments year by year, may look
like smaller pieces. If you look at it over time, it is going to add up to the
same thing. So, you Members have to decide whether you are going to
be constrained by the CBO baseline, which is indeed costs relative to
what would be under current law, or whether you are going to take these
piecemeal approaches to avoiding an untenable situation, and try to come
up with a more comprehensive--

CHAIRMAN BARTON. Well, how about an answer to my question on
balanced billing?

MR. GUTERMAN. The balanced billing approach, again, doesn’t
change the costs. It just changes who pays for it, and so, you would be
shifting the payment onto the beneficiary, which I don’t think would
particularly change anything from the perspective of the healthcare
system. It wouldn’t necessarily encourage better care, either. 1
personally would tend to be against that kind of approach.

CHAIRMAN BARTON. Okay. My time has expired. Thank you, Mr.
Chairman.

MR. DEAL. Thank you. Ms. Capps.
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MS. CAPPS. Thank you, Mr. Chairman, and [ want to thank the
Chairman of the full committee for zeroing in on a real problem, and
hope that we can work on it, and I think there is bipartisan interest in
doing that. I am not sure if the last suggestion is necessarily, it sounds
like means testing, but you know, the topic is how to build a payment
system that provides quality, efficient care for Medicare beneficiaries. It
is a great topic, Mr. Deal, for these two-part hearings.

But as I mentioned in my opening statement, the SGR is not the only
formula that needs to be reexamined. Geographic adjustments are
intended to compensate for the varied costs of living throughout the
country, but unfortunately, the system whereby counties are grouped into
localities whose geographic adjustments are averaged out, has led
physicians, as I said earlier, in 175 counties in 32 States being underpaid
by 5 or more percent for the cost of their services.

Mr. Steinwald, when GAO prepared for this hearing, did you look at
discrepancies between the counties’ geographic adjustments and those
counties’ locality adjustments, as to how they were being taken into
account when you examined beneficiary access? Kind of a yes or no
answer.

MR. STEINWALD. Not in preparation for this hearing, but we do have
a study underway.

MS. CAPPS. It’s underways, is it completed?

MR. STEINWALD. Not completed. We initiated it about a month ago
at the request of the Chairman of the House Ways and Means
Committee, and we have talked with the California Medical Association
already, and understand their views. But to complete the study, we will
need to do a fairly comprehensive analysis of Census data, and that will
take us into next year.

MS. CAPPS. Well, Mr. Chairman, I would hope that that would be
the topic for a conversation, and I know that California Medical
Association representatives are here. 1 know that, based on my
constituents’ experiences in San Luis Obispo and Santa Barbara counties,
there is a very strong and appropriate reason, a direct correlation between
the two, the result that many of us see every day is that our district
offices get calls that physicians are being forced to shut down their
practices, because they can’t afford to sustain it. They are not able to pay
the rent. They are not able to send their kids to college. And then, that
begs the question of being able to attract new physicians who will care
for Medicare beneficiaries.

And so, I think we definitely need the study. We needed it several
years ago, because this has been an ongoing thing, but I appreciate very
much that it is underway, and look forward to getting a copy of it, and
also would suggest that we have hearings on that.
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But just with the remaining time that I have, every year, Mr. Miller,
that the geographic issue is avoided, the problems become more costly to
fix. 1 wish a representative from CMS was here today to discuss the
reluctance to address it in a fair manner. Even without the study, I think
there is enough evidence to know that we should be working on this.

But I want you to comment, if you would, on the determination that
MedPAC has arrived at, that there needs to be a fix, counties and
localities whose geographic adjustments are 5 or more percent less than
those counties’ own geographic adjustment factors. In other words,
expand on your recommendations, if you would, please.

MR. MILLER. What we have done on this issue is, you know, this
issue came to our attention, we analyzed it a couple of a different ways to
look at it. But the short answer is, is in our agenda, we took it up, and
the commissioners discussed it in either May or April at their public
meeting, and did not come to consensus on what the solution should be.
It is something that may come back around on our agenda, but at that
particular meeting, did not come to a consensus.

Ms. CAPPS. But you did arrive at the determination that there is,
needs to be some adjustment.

MR. MILLER. What we arrived at is, as we went through and we did
an analysis of the localities, and like you said, we are looking at the
underlying cost of care, and how the geographic localities approximate
that. What we found is, is that nationally, for the most part, it does
approximate it, and then, there are some anomalies across the country.
And then, when we got into, when the commissioners got into a
discussion of what that meant, and how to resolve it, that is where they
did not come to consensus.

Ms. CAPPS. So, 175 counties, I guess not in a majority of the
counties in the country, but a pretty substantial subset, where there are
disparities in, there doesn’t seem to be any fix. You would agree?

MR. MILLER. [am sorry. I am not--doesn’t--

MS. CAPPS. You said that overall, in the country, it fits, but--

MR. MILLER. Right.

MS. CAPPS. But there are exceptions.

MR. MILLER. But there are exceptions, absolutely.

MS. CAPPS. And 32 States have this problem, 175 counties.

MR. MILLER. I am assuming those are CMA numbers. I don’t recall
what our numbers specifically came up with, but they did discuss this.
They did not come to consensus on how to resolve it.

MS. CAPPS. So, the diagnosis is there, and I believe that fits in, then,
with GAQO’s analysis also. That I am assuming, back to you, again, Mr.
Steinwald, that you wouldn’t be doing this study if you didn’t have some
indication that there is a problem.
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MR. STEINWALD. Yes. It is something that we thought was worth
looking at, and hasn’t received a lot of attention in recent years. The
system that is in place right now hasn’t been adjusted in some time, so
we thought it was worth a look. Although we are not coming to the
conclusion in advance that there is a problem that needs to be fixed, but
we are certainly looking at it.

MS. CAPPS. Thank you. I yield back.

MR. DEAL. Dr. Norwood is recognized for questions.

MR. NORWOOD. Thank you very much, Mr. Chairman.

Marron, is that how you say it?

MR. MARRON. Marron.

MR. NORWOOD. Marron. Good. I am sort of interested in some of
the numbers you folks come up with. I have always, to date, been a little
surprised how CBO scores its cost savings in pay-for-performance plans,
because I will be honest with you, not anybody knows really what that is
yet. Dr. McClellan can’t explain to me in detail precisely the movement
of a pay-for-performance plan. I know there are some demonstration
projects going on under Part C, but really, the results are not in, and I
think it is pretty interesting that you guys are pretty definite in your
scoring model of oh, it will save this amount of money.

How do you do that when we really, truly don’t understand exactly
how pay-for-performance is going to work? Or what did we call it,
value-based purchasing.

MR. MARRON. So, I am very sympathetic with where you are
coming from as your general point, which is--

MR. NORWOOD. Which means you don’t know if your score is right
or not?

MR. MARRON. No, I am going to come back to our score. In
essence, yes. Pay-for-performance is still, in essence, in an R&D stage.
A lot remains to be seen about how it will actually operate in practice.
We will learn a lot in the hearing on Thursday.

I was going to say the one case in which we were able to score it
cleanly is that one of the pay-for-performance measures that has been
implemented by Congress has the feature that what it does is it delays
payments to doctors and, in essence, says we are going to take some
money away from you, and then we are going to pay it back when you
file some information with us to get it. And in our scoring model, we are
able to score that precisely because it is a timing shift.

MR. NORWOOD. So, you are going to be a slow payer, we are.

MR. MARRON. Exactly.

MR. NORWOOD. Yeah, well, we have been through that. That is a
great plan. Mr. Steinwald, I will just ask you very briefly, if you were
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told that perhaps you had lung cancer, would you rather have a CAT scan
or a chest film?

MR. STEINWALD. I take your point. You are relating to the intensity
increases.

MR. NORWOOD. I am indeed.

MR. STEINWALD. Well, you are the doctor, and I am--the
implication of the question is I would probably rather have a CAT scan,
so I will go with that.

MR. NORWOOD. Well, there is not any implication. Are you crazy
or not? Would you rather have a chest film or a CAT scan, and the
answer is, you know, I think it is a good idea to have a CAT scan,
because they actually can diagnose exactly, maybe, where the cancer is,
versus a chest film. You look like a smart man. I know what you would
choose. That increases intensity, does it not?

MR. STEINWALD. Yes.

MR. NORWOOD. That you were talking about earlier, but it also
increases the cost to you a little bit, doesn’t it?

MR. STEINWALD. Yes. It does, and I would gladly pay it. My point
in raising it--

MR. NORWOOD. Of course.

MR. STEINWALD. --is that it also increases spending per beneficiary,
and much of that increased spending per beneficiary goes to physicians.
So, the fee--

MR. NORWOOD. Okay. Time out. Time out. Correctly, if [ may.

MR. STEINWALD. Yes, sir.

MR. NORWOOD. I take your point, too, and what you say is there has
been a great increase in intensity and volume, and of course there has.
There has been great improvement in medicine and healthcare. There
have been a lot more seniors on Medicare than before. So, I am not sure
that that tells us anything by you saying that.

All of you are economists or statisticians? None of you are
healthcare providers, are you?

MR. STEINWALD. No.

MR. NORWOOD. Okay. I find that very interesting. If each of you
would, then, give--because you have used this word a lot--healthcare
quality and healthcare efficiency, could you define that for me? What
the hell is healthcare quality? Excuse me, what is healthcare quality?

MR. MARRON. Certainly. I think I managed to avoid mentioning
that in my opening statement. You know, its real challenge--to a geeky
economist, it would be some story about appropriately balancing the
value of the healthcare you receive against the cost of it, quality
determined basically in the quality of your healthcare outcomes, and how
the person values those.
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MR. NORWOOD. Okay, what about efficiency? You have missed
quality. What about efficiency? How do you define healthcare
efficiency?

MR. MARRON. So efficiency would essentially be, if you could
define a unit of healthcare delivered or a unit of quality healthcare
delivered, the cost of delivering that, and the efficiency, the lower that is,
the more efficient it is.

MR. NORWOOD. It is no wonder you guys got it wrong. Mr.
Steinwald, you define healthcare quality for me.

MR. STEINWALD. Given your response to Dr. Marron, I think I will
pass, but efficiency--so I do think it relates to what we are now trying to
call value-based purchasing, getting the most for the dollars we spend,
and there is a lot of evidence that we are not getting the most for the
dollars we spend right now in the Medicare program.

MR. NORWOOD. Is it quality when, if the doctor does everything
humanly possible to treat you, and you die, is that healthcare quality?

MR. STEINWALD. It certainly could be.

MR. NORWOOD. That is right. Now you got it. Now, let us go on
down the line quickly, Mr. Chairman. Mr. Miller, healthcare quality and
efficiency. What do you think it is?

MR. MILLER. The Commission views efficiency as the highest
quality, the best quality outcome, with the lowest resources.

MR. NORWOOD. What is a quality outcome?

MR. MILLER. It would depend on the clinical situation that you are
talking about. So, for example, with diabetes, it might be avoiding a
hospitalization, because you control the blood sugars.

MR. NORWOOD. Yeah, but maybe you don’t. Is that lack of quality?

MR. MILLER. It depends on whether that result--if the physician has
done everything that they thought they need to do, and that still resulted,
it may be. If a physician failed to get a beneficiary back in to get their
blood sugars checked, that might be poor quality.

MR. NORWOOD. What if the physician tried and the patient wouldn’t
come?

MR. MILLER. There are definitely issues of compliance, but--

MR. NORWOOD. So, we have got these boxes we checked to
determine the quality, which is based on many things.

Mr. Guterman, quality and efficiency please.

MR. GUTERMAN. All right. Let me try to address that by saying that
I think quality is what the doctor thinks, on a clinical basis, is good for
my health if I am his or her patient. What I would like to see is, since we
are talking a lot about economists telling doctors what to do, I would like
to see the doctor be able to make those decisions based on purely clinical
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considerations instead of economic considerations, which the current
payment system encourages.

MR. NORWOOD. I know my time is up. I agree with that. But Mr.
Chairman, this is so important to point out, that if these men actually are
going to define what is quality in pay-for-performance, we are in trouble.
No offense, gentleman, it is just you are not--

MR. DEAL. That is all right. Dr. Burgess is going to set their fee
next Thursday, I believe. Thank you.

Mr. Allen, you are recognized for questions.

MR. ALLEN. Thank you, Mr. Chairman, and thank you all for being
here.

A couple of my colleagues earlier on said we had the best healthcare
system in the world, and I want to play off that a little bit. It seems to me
that is probably true in most areas that I know about, and I am not a
doctor, for someone. But the challenge is when you look at the
healthcare system as a whole, you look at it as a system, and you look at
the cross-national comparisons, there are lots of ways in which we don’t
have the best healthcare system, even if we would choose, for a
particular condition, if we had access to the best person and the best
healthcare somewhere in this country, we would choose to be here rather
than other countries.

The point I am trying to make is I think we need to deal with this as a
system, and you know, Mr. Guterman at one point said the cost and
quality need to be considered together. 1 want to list that a little bit
higher. I think that Dr. Norwood is right about intensity. All the people
I know who talk about the healthcare system would say that technology
is a major factor in driving up costs, and we do want to pay, it is fair for
the society to pay more for better results, but let me start with you, Dr.
Miller.

I am concerned that we are paying too much for Medicare Advantage
plans, and this gets back a little bit, Chairman Barton was saying well,
we don’t have any proposals to pay for this. Well, I am going to make
one. In the past, MedPAC has issued reports detailing the overpayments
to Medicare HMOs. The June 2006 MedPAC report states that you
believe Medicare should be financially neutral with respect to Medicare
Advantage and fee-for-service, unlike the current payment system. CBO
estimates from March of this year show we can save $63 billion over the
next 10 years if we were to eliminate the overpayments to Medicare
Advantage plans. That doesn’t get us all the way to a permanent fix, but
even in D.C., $63 billion is not chump change.

So, my question is, Mr. Miller, has MedPAC quantified the current
amount of overpayments to Medicare HMOs?
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MR. MILLER. Yeah. And just to take one qualification before I say
it, what we quantified is how much more managed care plans are paid
above fee-for-service. Whether it is an overpayment is sort of a
judgment for the Congress to make. We quantified that. It is 11 percent.

MR. ALLEN. [ understood that your calculation was based on an
adjustment for treating the same kind of patient, same kind of condition,
in Medicare fee-for-service versus Medicare Advantage. Is that right?

MR. MILLER. Yeah. I think I understand what you are driving at, 11
percent is sort of a product of two things: how the payment system is
structured, for example, certain benchmarks are set well above fee-for-
service in certain areas of the country, and the fact that managed care
organizations at the present time appear to enroll people who are more
healthy, which presumably means you would spend less on them. But
they are, under the current--although this is changing, because DRA
changed the law, but currently, those payments, which would come
down, stay with the plans, although that is beginning to phase out, based
on a law change in DRA.

MR. ALLEN. At least, based on the current estimates--

MR. MILLER. Eleven percent.

MR. ALLEN. Eleven percent.

MR. MILLER. Absolutely.

MR. ALLEN. CBO says that is $63 billion. That goes over 10 years.
If you made that change now, immediately, it seems to me that you have
paid for a significant portion of a long-term fix, not the only portion.
Now, I would agree that we need to do something on the cost side, and |
guess beyond just finding additional money.

And are there other suggestions, I would guess I would say, for
places where we can have systemic cost containment, in a way that just
doesn’t sort of make a blanket reduction in payments? And that would
be for anyone.

MR. MILLER. [ mean, I will just say this. I don’t think this is the
systemic thing you are looking for. We have made other
recommendations that look at specific Medicare payment systems, and
would result in savings, but I don’t think it is the systemic idea that you
are looking for.

MR. ALLEN. Very quickly, Mr. Miller. Have you considered pay-
for-performance for HMOs?

MR. MILLER. Absolutely. We made a recommendation on that, |
think, 2 years ago, at this point, maybe a year and a half ago.

MR. ALLEN. And what has the response been to that
recommendation?

MR. MILLER. It has not been picked up by the Congress or
administratively.
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MR. ALLEN. Okay. I would love to explore it, but my time is up,
and [ yield back.

MR. NORWOOD. [Presiding] Dr. Burgess, you are recognized for
questions.

MR. BURGESS. Thank you, Dr. Norwood, and Mr. Miller, if we
could, let us just pursue Mr. Allen’s line of questioning for a moment,
under the systemic cost containment. I referenced a bill, H.R. 5866,
which was recently introduced, to introduce an MEI minus 1, replacing
the SGR. There are certain pay-fors written into that bill. One of them is
elimination of the HMO stabilization fund in the Medicare
Modernization Act. I hope Mr. Allen hasn’t left, because I am sure he is
now going to rush to cosponsor this legislation, and I look forward to
him joining us on that.

But I wonder, I know you haven’t had a chance to look at that, but I
wonder if, Mr. Chairman, if it wouldn’t be out of order to ask the
MedPAC folks to take a look at this legislation, and to give us your
thoughts as to what other systemic cost containment we might look for in
that bill.

MR. MILLER. We can do that. Everything that we have ever said
about what would save money is a matter of public record. It is in our
reports, and I mean, even without looking at the bill, we can extract that
and send it to you.

MR. BURGESS. Very good. I would appreciate that very much.

MR. MILLER. We are also obviously happy to look at a bill.

MR. BURGESS. Mr. Miller, you also referenced the episodic basis on,
sometimes, in which care is rendered, and I know this was asked earlier
by another member, but under the pay-for-performance parameters, it is
very difficult to know when someone is managing a group of diabetics, if
they are doing everything correctly. Who avoided a hospitalization and
who didn’t, and how much money was saved by those hospitalizations
that were avoided?

And then, for Mr. Marron on the other hand, when he is trying to
figure out the actuarial basis as the bottom line, how is he going to be
able to figure in the cost of that saved hospitalization when it didn’t
occur?

MR. MILLER. When it didn’t occur.

MR. BURGESS. Well, the doctor who is doing everything according
to the book on his pay-for-performance guidelines managing a cadre of, a
panel of diabetics, doing all the hemoglobin Alcs, doing all the visual
field checks, everything that is supposed to happen, if he avoids a
hospitalization in that panel of patients, how is Mr. Marron going to
know that? How is he going to find that savings to extrapolate it down to
the bottom line?
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MR. MILLER. Well, let me, first of all, I am sure Mr. Marron has
views on how he would do this, but let me just make a couple of points.
Before we talk about the episode, I also think it is a step forward, even
just in the physician world, to say things to give performance metrics or
value metrics, whichever our label is for today, that says you know, do
you have a tracking system, simple things like this, that allow you to
track your diabetics, and inform them that they need to have their blood
sugar levels. I mean, that is just a step forward that doesn’t exist now.
Now, to your question--

MR. BURGESS. It doesn’t uniformly exist. It does exist in some--

MR. MILLER. It does, I am sorry, but certainly, not uniformly, and
certainly, the Medicare payment system doesn’t do anything to
encourage it. If anything, it probably discourages it. So, I am sorry, I
overspoke, but that is what the thought was.

To the point, I mean, I think, for example, and again, you will want
to comment on this, I mean, if, in the demonstration that I was referring
to--

MR. BURGESS. And let me ask you to submit that answer for the
record in writing.

MR. MILLER. All right. Sure.

MR. BURGESS. I do need to get on to a couple of other things. Mr.
Guterman, we also heard some comments about the cost-of-living
adjustment for seniors is consumed by the increase in the Part B
premium. Isn’t that essentially what the SGR was designed to do, since
it goes up every year by the amount of the, set to the GDP figure? Is
that--1 mean, wouldn’t that be the intended consequence?

MR. GUTERMAN. To control spending?

MR. BURGESS. Yes.

MR. GUTERMAN. Yes. Yeah, that was. It just hasn’t worked.

MR. BURGESS. Wouldn’t it--the activity to income related to Part B
premium on the Medicare Modernization Act of--I am sorry, in 2003.
Did that modify that loss of the COLA every year for low-income
individuals? If we fully implemented the income relating to Part B
program, would that modify the loss of the COLA for low-income
individuals?

MR. GUTERMAN. That would tend to spread the cost more toward
the high end of the income distribution, that is true. If I may add two
quick points in response to one of your previous questions: prior to
coming to the Commonwealth Fund, I was at CMS and was involved in
the development of demonstration programs. One of the problems we
faced was justifying demonstration programs, because we had to show
that they promised savings, or at least budget neutrality, and the
argument we used to give was that that was why we were doing
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demonstration programs. We tried to generate the kind of information
that Mr. Marron would need to make better estimates of cost savings
resulting from these kinds of programs.

We are starting to get some of that information. In the Premier
Hospital Quality Incentive demonstration, for instance, it was found that
hospitals that were the highest performers also had a lower percentage of
readmissions among their patients, which is a direct reduction in cost to
Medicare for their patients, because Medicare pays for every admission.
The National Committee for Quality Assurance has found that physicians
that participate in their diabetic care program have achieved
improvements in crucial measures of diabetic care, which also could be
probably traced to cost.

MR. BURGESS. Well, let me interrupt you, because the Chairman is
going to tell me I am out of time here in just a moment. Chairman
Barton referenced we need to be able to get out of the box that SGR has
placed us into. Let me just ask that question from a different perspective.
Maybe we ought to assume that SGR is a good formula, and it is one that
everyone ought to live by. Should we incorporate SGR to Part A, Part C,
and Part D the same as we have done to Part B? That is, should
hospitals, drug plans, and Medicare Advantage plans live under a cost
reduction every year, or reimbursement reduction every year, in order to
control the growth? And I will leave that question for anyone who cares
to try to answer it.

MR. STEINWALD. I think there are some reasons, and I tried to
portray the history of spending that led to SGR, that Part B really is
different from other parts. If you take the Inpatient Prospective Payment
System, for example, which is still the largest part of Medicare, we are
now, as you know, paying by DRG, and in essence, the update is being
set by Congress every year as part of the budget process. So, you have
got--

MR. BURGESS. But that is a market basket update based on the cost
of inputs. Physicians have no such update that is related to the cost of
delivering the car.

MR. STEINWALD. Yeah, but it is a much larger bundle of services
included in the--

MR. BURGESS. So, the savings could be much greater.

MR. STEINWALD. Sure. I mean, if part of the implication is should
we have value-based purchasing that goes beyond Part B, absolutely.

MR. NORWOOD. Thank you very much, Dr. Burgess. Your time has
expired. Mr. Green, you are recognized for questions.

MR. GREEN. Thank you, Mr. Chairman. Mr. Miller, in your
testimony, you mentioned pay-for-performance proposals, and the use of
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health information technologies. You allude to the notion that such, just
any old piece of IT equipment won’t work.

Would you elaborate on the importance of widespread health IT
adoption models, and the success of pay-for-performance models? And
given the financial pressures currently faced by physicians, does
MedPAC believe that participation in a pay-for-performance model is
enough incentive for physicians to invest in the health IT equipment, or
would a Medicare add-on payment help further increase efficiency
through a speedier adoption of health IT invest to pay-for-performance?
And again, the health IT that really will be beneficial to Medicare.

MR. MILLER. You have got a couple of questions in there, and let
me go at it this way. The Commission has discussed in detail in going
through its pay-for-performance or value-based purchasing
recommendations, and at the time that they considered this, there was
great concern that simply reimbursing or paying additionally for the
adoption of IT would not necessarily result in improvements in the
quality of care. There are a lot of examples out in the private sector
where people have purchased IT systems, but not necessarily changed
their delivery mechanisms of care, and that the purchase of the IT was an
expenditure, and basically, a failure where quality was concerned.

And so, the way the Commission ended up going at this is we said,
make these the functionality of IT. Do you have a tracking system for
your diabetics? Can you identify every patient that has taken this drug?
Make those functionalities part of the way physicians get performance
payments, and then allow the market to come in and say here are the
systems that will help you reach those metrics. And then, you change the
business proposition of saying, I am not paying for IT, but I know I will
get more payments if my functionality improves, so I will purchase IT.
That was the line of reasoning.

MR. GREEN. Okay. But in the IT, is there, and I know MedPAC
doesn’t want to say this plan is good, this process is good, is bad, but
again, you want one that actually does track the success, for example, in
tracking diabetics.

MR. MILLER. Absolutely. We wouldn’t have the expertise to say
this package versus that package, but we wrote up in the report efforts
that are currently underway in the private sector and in the public sector,
defining operational standards and languages, and all that type of stuff,
but we wouldn’t make a specific recommendation. But the answer, yes,
that is what we are looking for.

MR. GREEN. Okay. This question is for, frankly, anyone on the
panel. The U.S. system--on Thursday, we will hear from Dr. McClellan
and a panel of physician representatives out implementing a pay-for-
performance system in Medicare.



129

First, I would like to get the opinions of Dr. Miller and Mr.
Steinwald and Mr. Guterman on whether we know exactly what pay-for-
performance is for physicians in Medicare, such as it could begin in
January of next year. Do we know enough now to be able to do
something?

MR. GUTERMAN. Let me take that one. I think the answer is
probably no, not completely. I think we need to be prepared to take
some interim steps, like requiring, if we are going to avoid the decreases
in physician payments that are in line for the next several years, to focus
on getting something for that extra money. In particular, to improve the
ability to collect quality measures and provide a financial incentive for
submission of quality measures, similar to Section 501 of the Medicare
Modernization Act for hospitals.

MR. MILLER. This follows right off of what you were asking me
before. The Commission’s view of it was for physicians to start with this
IT functionality, is something that could be within reach. Now, for
January of ‘07, which is essentially a couple of weeks away at this point,
it is probably, it would be hard to get to that point, and harder still to get
to a full array of performance measures. And what the Commission
talked about is bringing together clinicians, people who study quality, the
private sector, who is already into this, and medical societies, and ask
them to put forward, which in some respects, they are doing now, put
forward the metrics that they thought should be part of this.

MR. GREEN. Mr. Steinwald.

MR. STEINWALD. For GAO, I think it is wonderful to hear about all
of these demonstrations and other initiatives taking place, but in terms of
something systemic that could be put into place on January 1, obviously,
it would be interesting to hear what Dr. McClellan has to say on
Thursday, but I would be very doubtful that there would be such a
system that would be implementable in that short a timeframe.

MR. GREEN. Thank you, Mr. Chairman. In fact, if | have--oh, I am
over time. Okay. I was going to yield some time to my colleague from
Texas, because I knew he didn’t have enough.

MR. NORWOOD. Thank you very much Mr. Green. [ would like to
recognize Chairman Bilirakis now for 5 minutes for questioning.

MR. BILIRAKIS. Thank you, Mr. Chairman. Gentleman, others have
gone into the pay-for-performance, value-based purchasing, I guess it has
been called, whatnot. Echocardiograms, that is, I guess you might say,
well, if it is done by a primary care physician in his office, to use
basically as a screening device for every patient, is that good quality
medicine? Is that value-based purchasing?

MR. MILLER. Did you say on every patient?

MR. BILIRAKIS. I said on every patient.
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MR. MILLER. Well, without knowing exactly every patient, but |
would assume every patient, that might raise some questions.

MR. BILIRAKIS. But there is a history of this physician having
picked up problems early on, which all of them, may of course save
money, and that sort of thing. Would that be considered good quality
medicine, or is that taking advantage of the system, so to speak?

MR. MILLER. I mean, if you were involved in a pay-for-performance
system, and let us just pick an example. So, let us say we are in that
situation.

MR. BILIRAKIS. Yes.

MR. MILLER. We are in the group of physicians that have come
together, like the example that I was talking about, and this physician’s
practice style resulted in avoided hospitalizations, and savings resulted
from that, and obviously, the outcomes of the patients were all positive,
then that practice style would be rewarded, but if they were just really
imaging, or whatever the case may be, every person that walked in,
literally, I am not sure that many clinicians, I think, would look at that
and raise questions about whether that makes sense or not.

MR. BILIRAKIS. All right. Well, let us say it wasn’t every patient.
Let us say maybe it was patients that reached a certain age, possibly
maybe had a family history, that sort of thing.

MR. MILLER. And you see there, | think now, that is what we are
talking about. I mean, I think there are things that, standards that have
been put together by associations and societies of physicians who say
you know, when somebody walks in with lower back pain, you don’t
necessarily load them up and put them on the MRI right there. There are
steps that you take before you go ahead and take the imaging.

And I think that is the kind of thing that we are talking about, and
those kinds of, if we could create incentives for physicians to be
judicious in how they use this, and to focus it on the people who are
actually in need, as opposed to, well, anybody who walks in here, I am
going to run this imaging, we think that would be a positive step. Right
now, the system rewards the physician, literally, who runs the echo or the
image on anybody that walks in.

MR. BILIRAKIS. Right. Yeah. Well, I certainly don’t want to be the
person having to sit down and draft up the definition of value-based
purchasing. I mean, how would you be able to possibly cover virtually
every occurrence that might possibly take place.

Well, that is another thing. Let me ask, does the SGR accurately
reflect the costs that physicians incur for providing Medicare services?
Dr. Guterman. No or yes.

MR. GUTERMAN. No.

MR. BILIRAKIS. No.
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MR. GUTERMAN. It is not intended to do that.

MR. BILIRAKIS. It does not. Dr. Miller.

MR. MILLER. Same.

MR. BILIRAKIS. And Mr. Steinwald.

MR. STEINWALD. No.

MR. BILIRAKIS. And Mr. Marron. No.

MR. MARRON. No.

MR. BILIRAKIS. All right. Now, you started to explain, Dr.
Guterman.

MR. GUTERMAN. Well, the SGR is intended to adjust physician fees
for the amount of resources that, overall, should be devoted to physician
care based on the growth in the economy as a whole. So it actually is
explicitly severing the total amount, the setting of physician fees from
the, or at least removing the setting of physician fees from totally being
driven by resource costs.

MR. BILIRAKIS. And well, don’t you think that the intent, when it
was created, was that it would cover adequately the actual physician fees,
the practically expected, anticipated physician fees?

MR. STEINWALD. [ will give that a try. One of the elements of SGR
is MEI, inflation in the cost of running a medical practice, the Medicare
Economic Index. That is one of four elements. But the other important
element is real growth in the economy, and at the time it was enacted, it
was the sense of the Congress that that would be an allowance for
volume and intensity or technology growth, that this was what was
affordable, and that was why it was put into the formula, I believe.

And the other two elements are the growth in the fee-for-service
population, or the change in that, and the change in law and regulations
that could affect Medicare spending per beneficiary.

MR. BILIRAKIS. Well, would we say that it was intended more to
serve as an incentive to control the overutilization of services provided
by physicians to Medicare beneficiaries, or to serve as a formula, if you
will, to determine the actual cost improvements to those physicians?

MR. STEINWALD. Well, as I said earlier, remember, when it was put
in place, there were enormous increases in the ‘80s in spending per
beneficiary, under the old physician fee schedule system. Congress froze
fees and did other things during that period that were unsuccessful, and
therefore--

MR. BILIRAKIS. Your insurance.

MR. STEINWALD. Therefore, the combination of the national fee
schedule and the spending targets that went into place in 1992 led to a
period where spending increases were moderate over the 1990s.
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MR. BILIRAKIS. Well, all right. My time is up. That 5 minutes
really flies. But apparently, it hasn’t worked. 1 think you all would
agree it is not working. Thank you.

Thank you, Mr. Chairman.

MR. NORWOOD. Thank you very much, Mr. Chairman. And I think
your question, one specifically, was outstanding, and Mr. Miller points
out the problem. You say that well, that physician should not take that
MRI unless, for example, there are some standards which might be age,
might be family history, and that is great. That really saves money and
that works, except that one 48 year old patient who doesn’t fit any of
those standards, who you have misdiagnosed because you didn’t take the
MRI. What do you do with that? I don’t need an answer. | am just
throwing that out.

Dr. Burgess, I would recognize you for a last question, if you have
one. Ifnot, hand it back.

MR. BURGESS. Actually, I had a last page of questions.

Let me then, if I could, Mr. Miller, I know you said this earlier, but
in your testimony, you said a full, if we were to change from the SGR to
a more MEI-based formula, the full MEI was not necessary on a year
over year basis. Did I understand that correctly?

MR. MILLER. You did.

MR. BURGESS. And the cost of inputs that the MEI addresses, that
could be adjusted over time as was necessary, if we were to go to an MEI
formula?

MR. MILLER. Yeah. If I understand your question, what I was
saying is, is that MedPAC looks that--and let us say the MEI is some
percentage increase. Actually, let me give you a different example. For
the last several years, the hospital’s market basket, which is the
hospital’s version of the MEI, has been going up 3, 3.5, 4 percent. There
were a couple of years there where hospital costs were growing at 6, 7, 8
percent, and the Commission went through an analysis, and looked at
those costs, and said we don’t think that the Medicare program should
recognize all of that cost growth, and so, the point I was making is that
just because the MEI says 2.5, 3.5, whatever percent, the Commission
wouldn’t necessarily look at that and say physicians get 2.5 or 3.5
percent. They would look at other factors, and they may lower that MEL.
That is what I was trying to say.

MR. BURGESS. And indirectly, you have alluded to the problem, in
that there is very little in the cost of doing business today that is a whole
lot less than what it was 5 years ago. That is, electricity rates are higher,
rates for employees are higher, rates for malpractice insurance are higher,
so the physicians have seen that, have seen their market basket increase
in what they are having, the checks they are having to write to keep their
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doors open, and at the time, the SGR is pounding on them on the other
end by saying we are going to cut you 4.5, 5.4, whatever percentage that
is.

There is also the perverse activity of, some insurance companies do
peg their rates to Medicare rates, so every time we put a 4.4 percent
whack onto our friends in the physician community, the other insurances
will follow suit, and we have the unintended consequence of making it
even harder for that practice--1 think Ms. Capps referenced this--making
it even harder for that practice to stay open, because we are reducing
their rates in the private sector as well. We never intended these rates to
be Federal price controls, but in reality, that unfortunately is many times
what happens.

Mr. Chairman, you have been very kind, and I will yield.

MR. NORWOOD. Thank you very much.

I think it is important for the record. I started this hearing out by
saying that [ am lucky enough to be on Medicare by the end of the week,
and Ms. Eshoo pointed out to me that well, I didn’t have to be on
Medicare. I could simply pay for my own healthcare, but I want the
record to reflect that isn’t true. You can’t find a doctor, frankly, and any
doctor who would treat me for me paying them gets kicked off Medicare
plus fines, et cetera, so it isn’t exactly like I could go out into the
marketplace and pay for my own healthcare after 65.

I think the conclusion to this hearing, from my mind, is that probably
we have the finest healthcare in the entire world in the United States, yet
Congress is busy trying to set the prices for physicians, trying to tell
them how to practice medicine, trying to take over the administration of
their office with IT, and I just wonder, are we going to continue to have
the finest healthcare in the world once Congress, through you gentlemen,
and I mean no offense to you earlier, through you gentlemen doing what
we ask you to do, is healthcare in this country going to stay like it is
today, in terms of the great quality and outcomes that we have?

This hearing will now recess.

MR. BURGESS. Mr. Chairman. Mr. Chairman, can I ask unanimous
consent that you posed a hypothetical situation where if you went to a
physician off of Medicare, or on Medicare, and you wrote him a check
for reimbursement, can we just have in the record what the penalties
would be for that Medicare physician, or that physician who accepted an
assignment under Medicare, what the penalties would be for that
physician if he accepted payment from you?

MR. NORWOOD. So ordered.

[The information follows:]
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Should a doctor in Medicare opt out of assignment and then bill
Medicare:

(The enforcement provision for the use of Medicare private pay contracts may be
found at Section 1803(b)(3)(C), 42 U.S.C. 1395a(b)(3)(C) applies®

(a) Basic freedom of choice

Any individual entitled to insurance benefits under this subchapter may obtain health
services from any institution, agency, or person qualified to participate under this
subchapter if such institution, agency, or person undertakes to provide him such
services.

(b) Use of private contracts by medicare beneficiaries

(1) In general

Subject to the provisions of this subsection, nothing in this subchapter shall prohibit
a physician or practitioner from entering into a private contract with a medicare
beneficiary for any item or service—

(A) for which no claim for payment is to be submitted under this subchapter, and
(B) for which the physician or practitioner receives—

(i) no reimbursement under this subchapter directly or on a capitated basis, and
(i) receives no amount for such item or service from an organization which receives
reimbursement for such item or service under this subchapter directly or on a
capitated basis.

(2) Beneficiary protections

(A) In general

Paragraph (1) shall not apply to any contract unless—

(i) the contract is in writing and is signed by the medicare beneficiary before any
item or service is provided pursuant to the contract;

(i) the contract contains the items described in subparagraph (B); and

(iii) the contract is not entered into at a time when the medicare beneficiary is
facing an emergency or urgent health care situation.

(B) Items required to be included in contract

Any contract to provide items and services to which paragraph (1) applies shall
clearly indicate to the medicare beneficiary that by signing such contract the
beneficiary—

(i) agrees not to submit a claim (or to request that the physician or practitioner
submit a claim) under this subchapter for such items or services even if such items
or services are otherwise covered by this subchapter;

(i) agrees to be responsible, whether through insurance or otherwise, for payment
of such items or services and understands that no reimbursement will be provided
under this subchapter for such items or services;

(i) acknowledges that no limits under this subchapter (including the limits under
section 1395w-4 (g) of this title) apply to amounts that may be charged for such
items or services;

(iv) acknowledges that Medigap plans under section 1395ss of this title do not, and
other supplemental insurance plans may elect not to, make payments for such items
and services because payment is not made under this subchapter; and

(v) acknowledges that the medicare beneficiary has the right to have such items or
services provided by other physicians or practitioners for whom payment would be
made under this subchapter.

Such contract shall also clearly indicate whether the physician or practitioner is
excluded from participation under the medicare program under section 1320a-7 of
this title.
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(3) Physician or practitioner requirements

(A) In general

Paragraph (1) shall not apply to any contract entered into by a physician or
practitioner unless an affidavit described in subparagraph (B) is in effect during the
period any item or service is to be provided pursuant to the contract.

(B) Affidavit

An affidavit is described in this subparagraph if—

(i) the affidavit identifies the physician or practitioner and is in writing and is signed
by the physician or practitioner;

(i) the affidavit provides that the physician or practitioner will not submit any claim
under this subchapter for any item or service provided to any medicare beneficiary
(and will not receive any reimbursement or amount described in paragraph (1)(B) for
any such item or service) during the 2-year period beginning on the date the
affidavit is signed; and

(iii) a copy of the affidavit is filed with the Secretary no later than 10 days after the
first contract to which such affidavit applies is entered into.

(C) Enforcement

If a physician or practitioner signing an affidavit under subparagraph (B) knowingly
and willfully submits a claim under this subchapter for any item or service provided
during the 2-year period described in subparagraph (B)(ii) (or receives any
reimbursement or amount described in paragraph (1)(B) for any such item or service)
with respect to such affidavit—

(i) this subsection shall not apply with respect to any items and services provided by
the physician or practitioner pursuant to any contract on and after the date of such
submission and before the end of such period; and

(ii) no payment shall be made under this subchapter for any item or service
furnished by the physician or practitioner during the period described in clause (i)
(and no reimbursement or payment of any amount described in paragraph (1)(B)
shall be made for any such item or service).

(4) Limitation on actual charge and claim submission requirement not
applicable

Section 1395w-4 (g) of this title shall not apply with respect to any item or service
provided to a medicare beneficiary under a contract described in paragraph (1).

(5) Definitions

In this subsection:

(A) Medicare beneficiary

The term “medicare beneficiary” means an individual who is entitled to benefits
under part A of this subchapter or enrolled under part B of this subchapter.

(B) Physician

The term “physician” has the meaning given such term by paragraphs (1), (2), (3),
and (4) of section 1395x (r) of this title.

(C) Practitioner

The term “practitioner” has the meaning given such term by section 1395u (b)(18)(C)
of this title.

Should a doctor not opt out of assignment but violates the law by
accepting payment from seniors while also billing Medicare for other
patients the general fraud provisions apply: The general fraud provisions
for federal health care programs, including Medicare, may be found at Sections
1128 (42 U.S.C. 1320a-7), 1128A (42 U.S.C. 1320a-7a) and 11288 (42 U.S.C.
1320a-7b.
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a) Mandatory exclusion

The Secretary shall exclude the following individuals and entities from participation in
any Federal health care program (as defined in section 1320a-7b (f) of this title):
(1) Conviction of program-related crimes

Any individual or entity that has been convicted of a criminal offense related to the
delivery of an item or service under subchapter XVIII of this chapter or under any
State health care program.

(2) Conviction relating to patient abuse

Any individual or entity that has been convicted, under Federal or State law, of a
criminal offense relating to neglect or abuse of patients in connection with the
delivery of a health care item or service.

(3) Felony conviction relating to health care fraud

Any individual or entity that has been convicted for an offense which occurred after
August 21, 1996, under Federal or State law, in connection with the delivery of a
health care item or service or with respect to any act or omission in a health care
program (other than those specifically described in paragraph (1)) operated by or
financed in whole or in part by any Federal, State, or local government agency, of a
criminal offense consisting of a felony relating to fraud, theft, embezzlement, breach
of fiduciary responsibility, or other financial misconduct.

(4) Felony conviction relating to controlled substance

Any individual or entity that has been convicted for an offense which occurred after
August 21, 1996, under Federal or State law, of a criminal offense consisting of a
felony relating to the unlawful manufacture, distribution, prescription, or dispensing
of a controlled substance.

(b) Permissive exclusion

The Secretary may exclude the following individuals and entities from participation in
any Federal health care program (as defined in section 1320a-7b (f) of this title):
(1) Conviction relating to fraud

Any individual or entity that has been convicted for an offense which occurred after
August 21, 1996, under Federal or State law—

(A) of a criminal offense consisting of a misdemeanor relating to fraud, theft,
embezzlement, breach of fiduciary responsibility, or other financial misconduct—
(i) in connection with the delivery of a health care item or service, or

(i) with respect to any act or omission in a health care program (other than those
specifically described in subsection (a)(1) of this section) operated by or financed in
whole or in part by any Federal, State, or local government agency; or

(B) of a criminal offense relating to fraud, theft, embezzlement, breach of fiduciary
responsibility, or other financial misconduct with respect to any act or omission in a
program (other than a health care program) operated by or financed in whole or in
part by any Federal, State, or local government agency.

(2) Conviction relating to obstruction of an investigation

Any individual or entity that has been convicted, under Federal or State law, in
connection with the interference with or obstruction of any investigation into any
criminal offense described in paragraph (1) or in subsection (a) of this section.

(3) Misdemeanor conviction relating to controlied substance

Any individual or entity that has been convicted, under Federal or State law, of a
criminal offense consisting of a misdemeanor relating to the uniawful manufacture,
distribution, prescription, or dispensing of a controlled substance.

(4) License revocation or suspension

Any individual or entity—

(A) whose license to provide health care has been revoked or suspended by any
State licensing authority, or who otherwise lost such a license or the right to apply
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for or renew such a license, for reasons bearing on the individual’s or entity’s
professional competence, professional performance, or financial integrity, or

(B) who surrendered such a license while a formal disciplinary proceeding was
pending before such an authority and the proceeding concerned the individual’s or
entity’s professional competence, professional performance, or financial integrity.
(5) Exclusion or suspension under Federal or State health care program

Any individual or entity which has been suspended or excluded from participation, or
otherwise sanctioned, under—

(A) any Federal program, including programs of the Department of Defense or the
Department of Veterans Affairs, involving the provision of health care, or

(B) a State health care program,

for reasons bearing on the individual’s or entity’s professional competence,
professional performance, or financial integrity.

(6) Claims for excessive charges or unnecessary services and failure of
certain organizations to furnish medically necessary services

Any individual or entity that the Secretary determines—

(A) has submitted or caused to be submitted bills or requests for payment (where
such bills or requests are based on charges or cost) under subchapter XVIII of this
chapter or a State health care program containing charges (or, in applicable cases,
requests for payment of costs) for items or services furnished substantially in excess
of such individual’s or entity’s usual charges (or, in applicable cases, substantially in
excess of such individual’s or entity’s costs) for such items or services, unless the
Secretary finds there is good cause for such bills or requests containing such charges
or costs;

(B) has furnished or caused to be furnished items or services to patients (whether or
not eligible for benefits under subchapter XVIII of this chapter or under a State
health care program) substantially in excess of the needs of such patients or of a
quality which fails to meet professionally recognized standards of health care;

(C) is—

(i) a health maintenance organization (as defined in section 1396b (m) of this title)
providing items and services under a State plan approved under subchapter XIX of
this chapter, or

(ii) an entity furnishing services under a waiver approved under section 1396n (b)(1)
of this title,

and has failed substantially to provide medically necessary items and services that
are required (under law or the contract with the State under subchapter XIX of this
chapter) to be provided to individuals covered under that plan or waiver, if the
failure has adversely affected (or has a substantial likelihood of adversely affecting)
these individuals; or

(D) is an entity providing items and services as an eligible organization under a risk-
sharing contract under section 1395mm of this title and has failed substantially to
provide medically necessary items and services that are required (under law or such
contract) to be provided to individuals covered under the risk-sharing contract, if the
failure has adversely affected (or has a substantial likelihood of adversely affecting)
these individuals.

(7) Fraud, kickbacks, and other prohibited activities

Any individual or entity that the Secretary determines has committed an act which is
described in section 1320a-7a, 1320a-7b, or 1320a-8 of this title.

(8) Entities controlled by a sanctioned individual

Any entity with respect to which the Secretary determines that a person—

(R)
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(i) who has a direct or indirect ownership or control interest of 5 percent or more in
the entity or with an ownership or control interest (as defined in section 1320a-3
(a)(3) of this title) in that entity,

(ii) who is an officer, director, agent, or managing employee (as defined in section
1320a-5 (b) of this title) of that entity; or

(iii) who was described in clause (i) but is no longer so described because of a
transfer of ownership or control interest, in anticipation of (or following) a conviction,
assessment, or exclusion described in subparagraph (B) against the person, to an
immediate family member (as defined in subsection (j)(1) of this section) or a
member of the household of the person (as defined in subsection (3)(2) of this
section) who continues to maintain an interest described in such clause—

is a person—

(B)

(i) who has been convicted of any offense described in subsection (a) of this section
or in paragraph (1), (2), or (3) of this subsection;

(ii) against whom a civil monetary penalty has been assessed under section 1320a-
7a or 1320a-8 of this title; or

(iii) who has been excluded from participation under a program under subchapter
XVIII of this chapter or under a State health care program.

(9) Failure to disclose required information 5

Any entity that did not fully and accurately make any disclosure required by section
1320a-3 of this title, section 1320a-3a of this title, or section 1320a-5 of this title.
(10) Failure to supply requested information on subcontractors and
suppliers

Any disclosing entity (as defined in section 1320a-3 (a)(2) of this title) that fails to
supply (within such period as may be specified by the Secretary in regulations) upon
request specifically addressed to the entity by the Secretary or by the State agency
administering or supervising the administration of a State health care program—
(A) full and complete information as to the ownership of a subcontractor (as defined
by the Secretary in regulations) with whom the entity has had, during the previous
12 months, business transactions in an aggregate amount in excess of $25,000, or
(B) full and complete information as to any significant business transactions (as
defined by the Secretary in regulations), occurring during the five-year period ending
on the date of such request, between the entity and any wholly owned supplier or
between the entity and any subcontractor.

(11) Failure to supply payment information

Any individual or entity furnishing items or services for which payment may be made
under subchapter XVIII of this chapter or a State health care program that fails to
provide such information as the Secretary or the appropriate State agency finds
necessary to determine whether such payments are or were due and the amounts
thereof, or has refused to permit such examination of its records by or on behalf of
the Secretary or that agency as may be necessary to verify such information.

(12) Failure to grant immediate access

Any individual or entity that fails to grant immediate access, upon reasonable
request (as defined by the Secretary in regulations) to any of the following:

(A) To the Secretary, or to the agency used by the Secretary, for the purpose
specified in the first sentence of section 1395aa (a) of this title (relating to
compliance with conditions of participation or payment).

(B) To the Secretary or the State agency, to perform the reviews and surveys
required under State plans under paragraphs (26), (31), and (33) of section 1396a
(a) of this title and under section 1396b (g) of this title.
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(C) To the Inspector General of the Department of Health and Human Services, for
the purpose of reviewing records, documents, and other data necessary to the
performance of the statutory functions of the Inspector General.

(D) To a State medicaid fraud control unit (as defined in section 1396b (q) of this
title), for the purpose of conducting activities described in that section.

(13) Failure to take corrective action

Any hospital that fails to comply substantially with a corrective action required under
section 1395ww (f)(2)(B) of this title.

(14) Default on health education loan or scholarship obligations

Any individual who the Secretary determines is in default on repayments of
scholarship obligations or loans in connection with health professions education made
or secured, in whole or in part, by the Secretary and with respect to whom the
Secretary has taken all reasonable steps available to the Secretary to secure
repayment of such obligations or loans, except that

(A) the Secretary shall not exclude pursuant to this paragraph a physician who is
the sole community physician or sole source of essential specialized services in a
community if a State requests that the physician not be excluded, and

(B) the Secretary shall take into account, in determining whether to exclude any
other physician pursuant to this paragraph, access of beneficiaries to physician
services for which payment may be made under subchapter XVIII or XIX of this
chapter.

(15) Individuals controlling a sanctioned entity

(A) Any individual—

(1) who has a direct or indirect ownership or control interest in a sanctioned entity
and who knows or should know (as defined in section 1320a-7a (i)(6) [*! of this title)
of the action constituting the basis for the conviction or exclusion described in
subparagraph (B); or

(ii) who is an officer or managing employee (as defined in section 1320a~5 (b) of
this title) of such an entity.

(B) For purposes of subparagraph (A), the term “sanctioned entity” means an
entity—

(i) that has been convicted of any offense described in subsection (a) of this section
or in paragraph (1), (2), or (3) of this subsection; or

(i) that has been excluded from participation under a program under subchapter
XVIII of this chapter or under a State health care program.

(c) Notice, effective date, and period of exclusion

(1) An exclusion under this section or under section 1320a-7a of this title shall be
effective at such time and upon such reasonable notice to the public and to the
individual or entity excluded as may be specified in regulations consistent with
paragraph (2).

(2)

(A) Except as provided in subparagraph (B), such an exclusion shall be effective with
respect to services furnished to an individual on or after the effective date of the
exclusion.

(B) Unless the Secretary determines that the health and safety of individuals
receiving services warrants the exclusion taking effect earlier, an exclusion shall not
apply to payments made under subchapter XVIII of this chapter or under a State
health care program for—

(i) inpatient institutional services furnished to an individual who was admitted to
such institution before the date of the exclusion, or

(ii) home health services and hospice care furnished to an individual under a plan of
care established before the date of the exclusion,

until the passage of 30 days after the effective date of the exclusion.
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(3)

(A) The Secretary shall specify, in the notice of exclusion under paragraph (1) and
the written notice under section 1320a-7a of this title, the minimum period (or, in
the case of an exclusion of an individual under subsection (b)(12) of this section or in
the case described in subparagraph (G), the period) of the exclusion.

(B) Subject to subparagraph (G), in the case of an exclusion under subsection (a) of
this section, the minimum period of exclusion shall be not less than five years,
except that, upon the request of the administrator of a Federal health care program
(as defined in section 1320a-7b (f) of this title) who determines that the exclusion
would impose a hardship on individuals entitled to benefits under part A of
subchapter XVIII of this chapter or enrolled under part B of such subchapter, or both,
the Secretary may, after consulting with the Inspector General of the Department of
Health and Human Services, waive the exclusion under subsection (a)(1), (a)(3), or
(a)(4) of this section with respect to that program in the case of an individual or
entity that is the sole community physician or sole source of essential specialized
services in a community. The Secretary’s decision whether to waive the exclusion
shall not be reviewable.

(C) In the case of an exclusion of an individual under subsection (b)(12) of this
section, the period of the exclusion shall be equal to the sum of—

(i) the length of the period in which the individual failed to grant the immediate
access described in that subsection, and

(ii) an additional period, not to exceed 90 days, set by the Secretary.

(D) Subject to subparagraph (G), in the case of an exclusion of an individual or
entity under paragraph (1), (2), or (3) of subsection (b) of this section, the period of
the exclusion shall be 3 years, unless the Secretary determines in accordance with
published regulations that a shorter period is appropriate because of mitigating
circumstances or that a longer period is appropriate because of aggravating
circumstances.

(E) In the case of an exclusion of an individual or entity under subsection (b)(4) or
(b)(5) of this section, the period of the exclusion shall not be less than the period
during which the individual’s or entity’s license to provide health care is revoked,
suspended, or surrendered, or the individual or the entity is excluded or suspended
from a Federal or State health care program.

(F) In the case of an exclusion of an individual or entity under subsection (b)(6)(B)
of this section, the period of the exclusion shall be not less than 1 year.

(G) In the case of an exclusion of an individual under subsection (a) of this section
based on a conviction occurring on or after August 5, 1997, if the individual has
(before, on, or after August 5, 1997) been convicted—

(i) on one previous occasion of one or more offenses for which an exclusion may be
effected under such subsection, the period of the exclusion shall be not less than 10
years, or

(ii) on 2 or more previous occasions of one or more offenses for which an exclusion
may be effected under such subsection, the period of the exclusion shall be
permanent,

(d) Notice to State agencies and exclusion under State heaith care programs
(1) Subject to paragraph (3), the Secretary shall exercise the authority under this
section and section 1320a-7a of this title in a manner that results in an individual’s
or entity’s exclusion from all the programs under subchapter XVIII of this chapter
and all the State health care programs in which the individual or entity may
otherwise participate.

(2) The Secretary shall promptly notify each appropriate State agency administering
or supervising the administration of each State health care program (and, in the case
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of an exclusion effected pursuant to subsection (a) of this section and to which
section 824 (a)(5) of title 21 may apply, the Attorney General)—

(A) of the fact and circumstances of each exclusion effected against an individual or
entity under this section or section 1320a-7a of this title, and

(B) of the period (described in paragraph (3)) for which the State agency is directed
to exclude the individual or entity from participation in the State health care program.
(3)

(A) Except as provided in subparagraph (B), the period of the exclusion under a
State health care program under paragraph (2) shall be the same as any period of
exclusion under subchapter XVIII of this chapter.

(B)

(i) The Secretary may waive an individual’s or entity’s exclusion under a State
health care program under paragraph (2) if the Secretary receives and approves a
request for the waiver with respect to the individual or entity from the State agency
administering or supervising the administration of the program.

(ii) A State health care program may provide for a period of exclusion which is
longer than the period of exclusion under subchapter XVIII of this chapter.

(e) Notice to State licensing agencies

The Secretary shall—

(1) promptly notify the appropriate State or local agency or authority having
responsibility for the licensing or certification of an individual or entity excluded (or
directed to be excluded) from participation under this section or section 1320a-7a of
this title, of the fact and circumstances of the exclusion,

(2) request that appropriate investigations be made and sanctions invoked in
accordance with applicable State law and policy, and

(3) request that the State or local agency or authority keep the Secretary and the
Inspector General of the Department of Health and Human Services fully and
currently informed with respect to any actions taken in response to the request.

(f) Notice, hearing, and judicial review

(1) Subject to paragraph (2), any individual or entity that is excluded (or directed to
be excluded) from participation under this section is entitled to reasonable notice and
opportunity for a hearing thereon by the Secretary to the same extent as is provided
in section 405 (b) of this title, and to judicial review of the Secretary’s final decision
after such hearing as is provided in section 405 (g) of this title, except that, in so
applying such sections and section 405 (I) of this title, any reference therein to the
Commissioner of Social Security or the Social Security Administration shall be
considered a reference to the Secretary or the Department of Health and Human
Services, respectively.

(2) Unless the Secretary determines that the health or safety of individuals receiving
services warrants the exclusion taking effect earlier, any individual or entity that is
the subject of an adverse determination under subsection (b)(7) of this section shall
be entitled to a hearing by an administrative law judge (as provided under section
405 (b) of this title) on the determination under subsection (b)(7) of this section
before any exclusion based upon the determination takes effect.

(3) The provisions of section 405 (h) of this title shall apply with respect to this
section and sections 1320a-7a, 1320a-8, and 1320c-5 of this title to the same
extent as it is applicable with respect to subchapter II of this chapter, except that, in
so applying such section and section 405 (l) of this title, any reference therein to the
Commissioner of Social Security shall be considered a reference to the Secretary.
(g) Application for termination of exclusion

(1) An individual or entity excluded (or directed to be excluded) from participation
under this section or section 1320a-7a of this title may apply to the Secretary, in the
manner specified by the Secretary in regulations and at the end of the minimum
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period of exclusion provided under subsection (c)(3) of this section and at such other
times as the Secretary may provide, for termination of the exclusion effected under
this section or section 1320a-7a of this title.

(2) The Secretary may terminate the exclusion if the Secretary determines, on the
basis of the conduct of the applicant which occurred after the date of the notice of
exclusion or which was unknown to the Secretary at the time of the exclusion, that—
(A) there is no basis under subsection (a) or (b) of this section or section 1320a-7a
(a) of this title for a continuation of the exclusion, and

(B) there are reasonable assurances that the types of actions which formed the
basis for the original exclusion have not recurred and will not recur.

(3) The Secretary shall promptly notify each appropriate State agency administering
or supervising the administration of each State health care program (and, in the case
of an exclusion effected pursuant to subsection (a) of this section and to which
section 824 (a)(5) of title 21 may apply, the Attorney General) of the fact and
circumstances of each termination of exclusion made under this subsection.

(h) “State health care program” defined

For purposes of this section and sections 1320a-7a and 1320a-7b of this title, the
term “State health care program” means—

(1) a State plan approved under subchapter XIX of this chapter,

(2) any program receiving funds under subchapter V of this chapter or from an
allotment to a State under such subchapter,

(3) any program receiving funds under subchapter XX of this chapter or from an
allotment to a State under such subchapter, or

(4) a State child health plan approved under subchapter XXI of this chapter.

(i) “Convicted” defined

For purposes of subsections (a) and (b) of this section, an individual or entity is
considered to have been “convicted” of a criminal offense—

(1) when a judgment of conviction has been entered against the individual or entity
by a Federal, State, or local court, regardless of whether there is an appeal pending
or whether the judgment of conviction or other record relating to criminal conduct
has been expunged;

(2) when there has been a finding of guilt against the individual or entity by a
Federal, State, or local court;

(3) when a plea of guilty or nolo contendere by the individual or entity has been
accepted by a Federal, State, or local court; or

(4) when the individual or entity has entered into participation in a first offender,
deferred adjudication, or other arrangement or program where judgment of
conviction has been withheld.

(3) Definition of immediate family member and member of household

For purposes of subsection (b)(8)(A)(iii) of this section:

(1) The term “immediate family member” means, with respect to a person—

(A) the husband or wife of the person;

(B) the natural or adoptive parent, child, or sibling of the person;

(C) the stepparent, stepchild, stepbrother, or stepsister of the person;

(D) the father-, mother-, daughter-, son-, brother-, or sister-in-law of the person;
(E) the grandparent or grandchild of the person; and

(F) the spouse of a grandparent or grandchild of the person.

(2) The term “"member of the household” means, with respect to any person, any
individual sharing a common abode as part of a single family unit with the person,
including domestic employees and others who live together as a family unit, but not
including a roomer or boarder.
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[1] So in original. Probably should be section “1320a-7a(i)(7)".

MR. NORWOOD. Mr. Pallone pointed out what is the point? I
couldn’t pay for it anyway.

We will recess until Thursday morning at 10:00 a.m. Thank you
very much, gentlemen, for your time and cooperation.

[Whereupon, at 12:20 p.m., the subcommittee recessed, to reconvene
Thursday, July 27, 2006, at 10:00 a.m.]
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MEDICARE PHYSICIAN PAYMENT: HOW
TO BUILD A PAYMENT SYSTEM THAT
PROVIDES QUALITY, EFFICIENT CARE
FOR MEDICARE BENEFICIARIES

THURSDAY, JULY 27, 2006

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in Room
2125 of the Rayburn House Office Building, Hon. Mike Ferguson
presiding.

Members present: Representatives Gillmor, Norwood, Shimkus,
Buyer, Ferguson, Burgess, Barton (ex officio), Brown, Gordon, Rush,
Eshoo, Green, Capps, and Allen.

Staff Present: Melissa Bartlett, Counsel; Brandon Clark, Policy
Coordinator; Chad Grant, Legislative Clerk; Bridgett Taylor, Minority
Professional Staff Member; Amy Hall, Minority Professional Staff
Member; and Jessica McNiece, Minority Research Assistant.

MR. FERGUSON. Good morning. We will reconvene our hearing,
entitled “Medicare Physician Payment: How to Build a Payment System
that Provides Quality, Efficient Care for Medicare Beneficiaries.”

I will begin by saying that I will be chairing the hearing today in
place of Chairman Deal, who is tending to his 99 year old mother in
Georgia, who is in failing health. I know you join me in offering our
thoughts and prayers to the Chairman and his family and his mom.

Secondly, I will alert the committee that members will be
acknowledged today in the order that was established in the first part of
our hearing, and we will obviously, because this is a continuation of a
hearing, we will not have opening statements from members.

I now would like to acknowledge Dr. Mark McClellan. Dr.
McClellan, thank you for being here with us today. Dr. McClellan is
Administrator of the Centers for Medicare & Medicaid Services. Dr.
McClellan has asked for 10 minutes to present his opening statement,
and we will offer him the 10 minutes.

Dr. McClellan, welcome. You are recognized.
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STATEMENT OF DR. MARK MCCLELLAN,
ADMINISTRATOR, CENTERS FOR MEDICARE &
MEDICAID SERVICES

DR. MCCLELLAN. Thank you very much Mr. Chairman, and
Representative Green.

MR. FERGUSON. Would you just turn on your microphone?

DR. MCCLELLAN. Turn on my microphone. All the distinguished
members of the committee. [ want to thank you for inviting me to
discuss this very important issue of how Medicare reimburses physicians
to provide care for people with Medicare.

As this committee and others have recognized, the current method
for determining Medicare’s payments to physicians is not sustainable.
From the standpoint of access to quality care, it is not sustainable to
significantly reduce payment rates year after year, but it is also not
sustainable to simply keep adding more money into the current system to
head off scheduled payment reductions due to rapidly rising costs.

In the recently released mid-session review of the budget, Medicare
Part B expenditures are again projected to be significantly higher than
previously estimated, $30 billion higher over 5 years, reflecting rapid
growth in the use of both physician-related services and hospital
outpatient services.

The main reason for the 10 percent growth in expenditures for
physician services in 2005 is growth in the volume and intensity of
services by over 7 percent. The volume and intensity of physician
services has been going up by between 5 and 7 percent per year in recent
years. The volume and intensity of outpatient services rose by more than
8 percent in 2005, and this has resulted in a projected increase in next
year’s Part B premium, to $98.40. That is an increase projected of 11
percent, that would go up even more if physician payment rates are
increased.

So, we are in an unsustainable situation that is the direct result of
paying more for more services regardless of their quality or impact on
patient health. In fact, if physicians take steps to improve quality and
keep overall healthcare costs down, we pay them less. If a primary care
physician invests in a health IT system that enables her to share
information with colleagues and track patients better, resulting in fewer
lab tests and fewer visits to the doctor, and maybe fewer hospital
admissions and complications, Medicare pays her less. So, the physician
can’t take these steps and make ends meet in her office practice.

But on the other hand, if she performs duplicative lab tests because
she can’t easily get the results of tests done already, or if her patients
have more visits for complications, because the care is poorly
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coordinated, Medicare pays more. If a surgeon takes steps to prevent
infections, for example, by taking a little more time to work with the
surgical team to improve postoperative care, we pay her less. But if the
surgical team doesn’t take steps to prevent post-op complications, so the
patient needs further procedures, and spends more time in the hospital,
we pay more. We can’t afford to pay this way any more. That is why
the President’s budget has proposed budget neutral payment reforms to
redirect the dollars we are spending, to help physicians deliver the kind
of care they want to provide.

I am pleased to report that the physician community, supported by
CMS and by broad-based, privately led quality alliances, has been
making great strides in developing the sorts of quality measures that will
help us in supporting the kind of care we want. These measures are
being developed and implemented by practicing healthcare professionals,
working with health plans and employers and consumer representatives.
These initiatives are focused on promoting care that the evidence shows
improves patient health and avoids unnecessary medical costs.

For example, diabetes is one of the leading causes of death and
impairment among Medicare beneficiaries, and accounts for a significant
portion of Medicare spending. Physicians involved in diabetes care have
identified measures of quality, including measures of the control of blood
sugar and cholesterol and blood pressure. The medical evidence
indicates that improvements in these measures can lead to fewer
hospitalizations by avoiding complications from diabetes, such as
amputation and kidney failure, and heart disease. We also now know
that public reports on these quality measures can help patients with
diabetes learn more about how they can get the best care for their
condition, and that paying at least a little more to help physicians to
improve results, rather than simply provide more treatments to diabetic
patients, can lead to better outcomes.

With even a small portion of payments tied to better results,
physicians can spend more time doing what is best for the patient.
Maybe it is spending extra effort on patient education about nutrition and
monitoring for a patient who is having a hard time with compliance with
their diet and medication. Maybe it is regular phone calls from a
specially trained nurse to identify problems early in a patient with brittle
diabetes. By helping patients use medications or implement diet and
lifestyle changes effectively, we can avoid emergency room visits and
surgeries that result when a diabetic patient doesn’t have good control
over their blood sugar or blood pressure or cholesterol.

The American Medical Association and many medical societies have
been very active this year in developing a range of new quality measures.
Currently, there are 57 unique measures that can be used by one or more
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of 34 medical specialties. Among those specialties, 26 have at least 3
measures they can use, and 8 more have 1 or 2 measures. Many
measures apply to many specialties, such as those related to preventing
infections and blood clots after surgery, and those related to preventive
services and preventing complications of common conditions like
diabetes. And we are expecting that physician groups, in collaboration
with the quality alliances, will develop more measures in the near future.

There is growing evidence that quality measures like these help
patients choose better care, and help reduce overall healthcare costs. We
are seeing this with public reporting on hospital quality, where Medicare
hospital payments are now tied to quality reporting, and hospitals
nationwide are reporting on an increasing range of quality measures.
These measures will expand to include patient satisfaction and risk-
adjusted outcomes for common health problems next year.

And we are also seeing that paying for better quality can make a
difference. In our Premier Hospital Quality Incentive Demonstration
project, we are using quality measures in five clinical areas, including
heart attacks, heart failure, pneumonia, coronary artery bypass surgery,
and hip and knee replacements. Providers that fall into the top 20
percent in these reported measures receive higher payments. In this
demonstration program, we have seen across the board improvements in
quality in the five clinical areas over the past 2 years. Readmission rates
for pneumonia, for example, were 25 percent lower for the top 10 percent
of hospitals. That translates into substantial cost savings, not to mention
better patient outcomes.

While reporting and payment based on physician quality measures
isn’t as far along yet, we are also seeing promising results for physicians.
This year, CMS started the Physician Voluntary Reporting program, in
which thousands of physicians are now reporting on evidence-based
measures of quality of care relevant to their practice. With physician
support and feedback, this voluntary pilot is helping us identify feasible
and effective ways for physicians to report on quality of care and
improve their care.

We are also starting to see some promising results when we pay
more for better physician care.  Our Physician Group Practice
Demonstration program involves reporting on 32 quality measures on
performance by 10 large physician groups, with a total of over 5,000
physicians. The goals are to encourage better coordination of Part A and
Part B services, and to support physicians for achieving better health
outcomes and overall reductions in healthcare costs. Participating groups
have told us that the quality reporting and payment bonuses for quality
and efficiency have made it possible for the groups to make quality
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improvement, particularly moves to invest in health IT and moves to
improve coordination of care.

Early results show reduced hospitalizations, especially for heart
failure patients. The private sector has also been very active in
implementing innovative payment systems that recognize and reward
high quality care. For example, the Integrated Healthcare Association, a
collaboration of many large health plans, employers, and physician
groups in California, now involves reporting by some 35,000 physicians
on various aspects of clinical quality, patient satisfaction, and the use of
health IT effectively.

The THA recently announced that in 2005, they saw across the board
improvements in clinical measures, including 60,000 more screening
services for cervical cancer than in 2004, 12,000 more screenings for
diabetes, and 30,000 more childhood immunizations. In addition,
physicians increased their adoption of health IT.

There are many other examples around the country right now where
preventable health problems are actually being prevented, and costs are
being reduced for common chronic diseases like heart failure and
diabetes, and where patients undergoing thoracic surgery and other
surgical procedures are experiencing better results and fewer costly
postoperative complications.

The fact is, physicians want to provide the best care possible, but we
are making it difficult for them, and more expensive for all of us, by
paying more for more complications and poor coordination of care,
rather than paying more for what we really want, better care and lower
overall costs. There is more and more evidence that it doesn’t have to be
this way when we involve patients and doctors in measuring and
improving care.

This is the direction that we want to go in Medicare, and for the sake
of our health and the sustainability of the Medicare program, it is the
only direction that we can afford.

We look forward to continuing to work with the Congress on that
goal. Mr. Chairman, I would be happy to answer any questions that you
and the other committee members may have.

Thank you.

[The prepared statement of Hon. Mark McClellan follows:]

PREPARED STATEMENT OF THE HON. MARK MCCLELLAN, ADMINISTRATION, CENTERS FOR
MEDICARE & MEDICAID SERVICES

Introduction

Chairman Deal, Representative Brown, distinguished members of the
Subcommittee, thank you for inviting me here today to discuss our efforts to promote
high-quality physicians’ services for our Medicare beneficiaries. The Centers for
Medicare & Medicaid Services (CMS) is actively engaged with both the Congress and
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physician community on this important topic. This is a very significant time. It is a
moment when, with your leadership, we can make real progress in identifying ways to
align Medicare’s physician payment system with the goals of health professionals for
high-quality care, without increasing overall Medicare costs. If we are able to design a
payment system that aligns reimbursement with quality and efficiency, we can better
encourage physicians to provide the type of care that is best suited for our beneficiaries --
care focused on prevention and treating complications; care focused on the most
effective, proven treatments available. This is far preferable to the current physician
payment system, which simply increases payment rates as the volume of services
continues to grow rapidly.

In order to move toward this vision, CMS has supported and worked collaboratively
with the physician community to develop measures that capture the quality of care being
provided to our Medicare beneficiaries. We continue to support efforts to expand the
available measures of physician quality, including measures of the overall cost or
efficiency of care. Through the Physician Voluntary Reporting Program (PVRP), CMS is
also working with the physician community to develop and gain experience with the
infrastructure and methods needed to collect data on several quality measures and provide
confidential feedback to physicians based on those reports. CMS is also conducting
demonstration programs designed to test a pay-for-performance system in the physician
office setting that we hope will yield information helpful to the agency and the Congress
as we consider options for revising the Medicare physician payment system. Throughout
all of these efforts, CMS will continuously work with physicians and their leadership in
an open and transparent way in order to support the best approaches to provide high
quality health care services without creating additional costs for taxpayers and Medicare
beneficiaries.

Physician Payment Update

Currently, updates to Medicare physician payments are made each year based on a
statutory formula established in section 1848(d) of the Social Security Act. The
calculation of the Medicare physician fee schedule update utilizes a comparison between
target spending for Medicare physicians’ services and actual spending. The update is
based on comparison of cumulative targets for each year and actual spending from 1996
to the current year. If actual spending exceeds the targets, updates in subsequent years
are negative until such time as spending comes into line with the targets and vice versa.
The use of targets is intended to control the growth in aggregate Medicare expenditures
for physicians' services.

Actual spending on physicians’ services has been growing at a faster rate than target
spending. For several years now, in response to this rise in spending, the statutory update
formula would have operated to impose payment cuts. However, to stave off the cuts, in
the Medicare Modernization Act (MMA) and Deficit Reduction Act (DRA), Congress
temporarily suspended the requirements of the formula in favor of a specific, statutorily
dictated update in 2004, 2005, and 2006. In passing these measures, Congress did not
include a long-term modification to the underlying update formula. This resulted in
actual spending that, rather than being held back, actually advanced, furthering the gap
between actual spending and the targets, exacerbating the already difficult situation.

When, in 2007 and beyond, the statutory formula is reactivated under current law, it
is expected to impose cuts in payments to physicians over a number of years, to bring
actual spending back in line with the targets. Sustained reductions in payment rates raise
real concerns about the current system’s ability to ensure access to care for Medicare
beneficiaries. In addition, it does not create incentives for physicians to provide the
highest quality care at the lowest overall cost. For these reasons, finding better
approaches for payment that do not increase overall costs remains an urgent priority.
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The existing system is designed to control spending in the aggregate, but in recent
years it has not been successful in limiting spending growth by influencing the behavior
of individual physicians. We recently released the Mid-Session Review of the Budget.
Medicare Part B expenditures are now projected to be significantly higher than budgeted,
as a result of rapid growth in the use of both physician-related services and hospital
outpatient services. The main reason for the 10 percent growth in expenditures for
physicians’ services in 2005 is an increase in the volume and intensity of services.
Increases in the volume and intensity of physicians’ services are estimated to be 7 percent
for 2005, and are projected to be 6 percent for 2006. The continuing rapid growth in
utilization and thus in Part B spending has two important consequences: it will lead to
substantial increases in Part B premiums, and will increase the difference between actual
and target expenditures with the existing update formula.

Furthermore, the increases in volume and intensity do not appear to be driven
primarily by evidence-based changes in clinical practices. And with reductions in
payment rates when volume rises, some health care providers may feel more pressure to
increase volume in order to sustain revenues. This sort of behavior is precisely what we
do not want. There is already substantial evidence of overuse, misuse, and underuse of
medical treatments that results in potentially preventable complications and higher costs.
Yet by paying more for more treatments, regardless of their quality or impact on patient
health, our current system does little to address these quality problems and in certain
respects could support and encourage less than optimal care. Instead, we should be
paying for care in a way that encourages improved quality and keeps overall costs down.
Fully addressing this situation will require legislative action by the Congress. The
Administration looks forward to working with the Congress as it explores a budget-
neutral legislative resolution to this challenge, but CMS believes that any new payment
system must emphasize quality and appropriateness of care, as opposed to paying more
for higher volume and intensity.

Developing Quality Measures

The physician community understands the urgency of revising Medicare’s payment
system, and for some time now, supported by CMS, has been engaged in efforts to
develop useful, agreed upon measures of quality care. Quality measures are the basic
foundation and pre-requisite for a payment system that encourages physicians in their
efforts to provide the most clinically appropriate care, rather than the most volume.

For several years, CMS has been collaborating with a variety of stakeholders to
develop and implement uniform, standardized sets of performance measures for various
health care settings. In the past year, thanks to the leadership of many physician
organizations, these efforts have accelerated even further.

Our work on the quality measures has been guided by the following widely-accepted
principles. Quality measures should be evidence-based. They should be valid and
reliable. They should be relevant to a significant part of medical practice. And to assure
these features, quality measures should be developed in conjunction with open and
transparent processes that promote consensus from a broad range of health care
stakeholders. It also is important that quality measures do not discourage physicians
from treating high-risk or difficult cases, for example, by incorporating a risk adjustment
mechanism when needed. In addition, quality measures should be implemented in a
realistic manner that is most relevant for quality improvement in all types of practices and
patient populations, while being least burdensome for physicians and other stakeholders.

There are several distinct steps pertaining to the implementation of physician quality
measures, including: 1) development through a standardized process; 2) consensus
endorsement of measures as valid, usable, important, and feasible; and 3) consensus
endorsement of measures for use in the healthcare market.
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Development through a standardized process. There are a limited number of
experienced physician quality measure developers. These include the American Medical
Association’s Physician Consortium for Performance Improvement (AMA-PCPI), the
National Committee for Quality Assurance (NCQA), and some physician specialty
societies. Most of the physician measurement development work prior to 2006 pertained
to primary care specialties.

Consensus measure endorsement. Once measures are developed, it is still necessary
to achieve a broader consensus on their validity, usability, and importance as a measure
of healthcare quality. The National Quality Forum plays a significant role in this process.
Most of the NQF endorsed measures as of 2006 relate to ambulatory care and therefore
primary care specialties.

Consensus for use in healthcare marketplace. There is an additional need for
consensus on measures for practical use in the marketplace. This is to promote uniformity
by payers and purchasers in implementing quality reporting programs for physicians that
have the maximum impact on improving quality and avoiding unnecessary costs. Without
this consensus, physicians could not only be burdened by dealing with numerous sets of
measures for numerous payers, but also the results themselves would suffer by the small
number of patients that any individual payer would represent for a particular physician
practice. This consensus-building role is fulfilled by the Ambulatory Care Quality
Alliance (AQA). The AQA in April, 2005 endorsed a 26 measure starter set of measures
pertaining to primary care specialties. In 2006, the AQA is focusing on adding non-
primary care specialties to its consensus measures.

Implementation for reporting. Implementation of measures requires additional
considerations, particularly the method of clinical data reporting. Generally, physician
claims do not include all the clinical data required for physician quality measurement.
Physicians and payers do not necessarily have interoperable electronic health records that
have potential for automating the process of data gathering either. As a result, any
method of quality measure reporting should build on existing claims reporting systems if
it is to be successful in the near future. The AQA has a specific workgroup that focuses
on developing consensus in reporting, and CMS is supporting efforts by the AQA, AHIC,
and others to assure that interoperable electronic health records systems will support
more automated collection and reporting of consensus measures as they become
available.

Examples of Quality Measures

Examples of three ambulatory quality measures are based on the results of the
hemoglobin A1C and LDL and blood pressure tests for diabetic patients. The clinical
evidence suggests that patients who have a hemoglobin AIC test below 9 percent, an
LDL less than or equal to 100 mg/dl, and blood pressures less than or equal to 140/80
mmHg have better outcomes. These measures are evidence-based, reliable and valid,
widely accepted and supported, and were developed in an open and transparent manner.
Evidence indicates that reaching these goals can lead to fewer hospitalizations by
avoiding complications from diabetes such as amputation, renal failure, and heart disease.

Two quality measures endorsed by the National Quality Forum (NQF) for heart
failure patients include placing the patient on blood pressure medications and beta
blocker therapy. Here too, these therapies have been shown to lead to better health
outcomes and reduce preventable complications. Together, diabetes and heart failure
account for a large share of potentially preventable complications.

In addition to primary care quality measures, other specialties are developing
measures. For example, measures of effectiveness and safety of some surgical care at the
hospital level have been developed through collaborative programs like the Surgical Care
Improvement Program (SCIP), which includes the American College of Surgeons.
Preventing or decreasing surgical complications can result in a decrease in avoidable
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hospital expenditures and use of resources, and more important, avoiding complications
improves the health, functioning, and quality of life of Medicare beneficiaries. For
example, use of antibiotic prophylaxis has been shown to have a significant effect in
reducing post-operative complications at the hospital level. This particular measure is
well developed and there is considerable evidence that its use could not only result in
better health but also avoid unnecessary costs. This post-operative complication
measure, which is in use in our Hospital Quality Initiative, is being adapted for use as a
physician quality measure. Application of this type of post-operative complication
measure at the physician level has the potential to help avoid unnecessary costs as well as
improve quality.

We also are collaborating with other specialty societies, such as the Society of
Thoracic Surgeons (STS), to implement quality measures that reflect important aspects of
the care of specialists and sub-specialists. The STS has already developed a set of 21
measures at the hospital level that are risk adjusted and track many common
complications as outcome measures. STS is also conducting a national pilot program to
measure cost and quality simultaneously, while communicating quality and efficiency
methods across regional hubs with the objective of reducing unnecessary complications
and their associated cost. The STS measures have been adapted to a set of five quality
measures for physicians, such as for a patient who receives by-pass surgery with use of
internal mammary artery. Many other specialties have also taken steps to develop
evidence-based quality measures.

The Physician Voluntary Reporting Program

As a first step toward aligning Medicare’s physician payment system with the goals
of quality improvement, CMS launched the PVRP in January 2006. The goals of the
PVRP include: 1) developing methods for collecting data submitted by physicians’
offices on the quality measures; and 2) providing physicians’ offices with confidential
feedback reports detailing their performance rate and reporting rates on applicable
measures. CMS anticipates that this effort will provide the agency and the physician
community with experience in gathering data on quality and help us better understand
what may be required in moving toward a system that rewards quality care, not simply
volume of care.

PVRP Quality Measures

When CMS conceived of the PVRP the agency decided to draw on measures of
quality previously developed in collaboration with the physician community, including
efforts by the American Medical Association’s Physician Consortium for Performance
Improvement (AMA-PCPI), the National Committee for Quality Assurance (NCQA), and
other physician specialty societies. Where there were no measures to address specialty
services, the PVRP incorporated adaptable measures endorsed by the NQF. We are
working closely with various parties, including the Ambulatory Quality Alliance (AQA),
to expand the initial set. We anticipate that this cooperative effort, culminating in
endorsement by the AQA of an expanded set of measures, will continue to expand the
scope of covered services. CMS expects that physicians will continue to be the leaders in
the development of performance measures for the various specialties. They are in the
best position to understand which measures will represent high quality care and have a
significant impact if made available and used within their profession. As they do so, we
will be able to incorporate them into the PVRP.

There are currently 16 quality measures in the PVRP. ~ When selecting the 16
measures, preference was given to measures that were endorsed by both the NQF and
AQA and that collectively covered a broad range of medical specialties and did not add
undue burden to physicians. CMS is working to expand the PVRP measure set beyond
the 16 to cover medical specialties that account for the majority of Medicare payments.
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We anticipate an expanded set of PVRP measures this fall that physicians can report
during the first quarter of 2007. In that effort we are continuing to work with the
physician community. The Alliance of Specialty Medicine, for example, has provided
CMS with feedback on the implementation of the PVRP pilot program, and has been
working closely with its members to develop additional quality improvement and
performance measures for the future expansion of the PVRP program. In that effort to
expand available measures, CMS focused on those measures subject to the standardized
measure development process, and consensus endorsement through AQA and NQF. In
addition, CMS entered a contract with Mathematica in September, 2005 to develop
physician specialty measures. Mathematica chose the AMA and the NCQA as sub-
contractors for this work that is being carried out through the AMA-PCPI process.

PVRP Data Collection

The usual source of clinical data for quality measures is retrospective chart
abstraction but this process is costly and burdensome to physicians’ offices. As a result,
the PVRP was designed to enable physicians’ offices to submit quality measures data
through the pre-existing administrative claims submission process.  Specifically,
physicians can submit a predefined set of Healthcare Common Procedure Coding System
(HCPCS) codes, commonly referred to as the G-codes, to report data on the PVRP
measures. When a physician determines that a particular measure is applicable to the
work he or she does, the PVRP is designed to allow use of a single G-code to report on
that measure, thus minimizing the burden on the physician.

We anticipate that the use of G-codes to report on the PVRP quality measures will
be reasonably straightforward while avoiding the burden of chart abstraction. For
example, the HCFA-1500 form currently used by all physicians for Medicare billing
purposes (and by many private payers as well) is being used to report the PVRP G-codes,
paralleling the process physicians have been using for years to report and bill for the
medical services they provide.

The AMA has designed CPT Category II codes based upon this same principle of
utilizing the pre-existing administrative claims process. These codes are supplementary
tracking codes used for measurement of clinical performance measures, rather than for
reporting specific procedures performed in the treatment of a patient. Where available,
CMS has incorporated CPT Category II codes for use in the PVRP.

The use of G-codes on the pre-existing administrative claims form is an interim
reporting mechanism until electronic submission of clinical data through electronic health
records (EHR) is more widely available. EHR will greatly facilitate clinical data
reporting by physicians’ offices in the future but its adoption is not widespread. CMS is
currently able to accept the electronic submission of data for primary care physicians and
we are working with EHR vendors to expand acceptance of electronic data beyond
primary care. CMS is also exploring the possibility of leveraging pre-existing data base
registries. One such registry that CMS is actively exploring is the one developed by the
Society of Thoracic Surgeons.

PVRP Feedback to Physicians

One of the purposes of the PVRP is to assist physicians with their own quality
improvement goals. Therefore, CMS will be providing physicians’ offices the
opportunity to receive confidential feedback reports. These reports will be first available
in December 2006 and will contain the performance and reporting rates for the PVRP
quality measures for which that office submitted data. CMS hopes that such information
will provide physicians’ offices with the guidance they need to implement their own
internal quality improvement programs.

CMS will also be working collaboratively with the physician community in order to
gauge the utility and relevance of the information provided to them in the confidential
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feedback report. CMS anticipates working with physicians to ensure that the confidential
feedback report provides information that is deemed useful, complete, and accurate.

In addition to the provider feedback report, CMS is reaching out to physician
communities on many other levels to ensure that they receive needed information and
support. A few of the activities that CMS has undertaken include:

1) Local level support through the CMS Regional Offices

2) PVRP email address for questions at PVRP@cms.hhs.gov

3) Informational website support, including Frequently Asked Questions (FAQs),

at www.cms.hhs.gov/PVRP

4) PVRP Community collaborative website, to be released in early August 2006.

The PVRP Collaborative website will allow participants the opportunity to
utilize discussion threads to provide input or seek answers from other
participants, including sharing of best practices or lessons learned.

5) Help Desk support for the registration process and PVRP Community

collaborative website. The Help Desk is available for support from 7 am — 7
pm (CST) at (866) 288-8912

CMS finds the information provided by the physician community to be very
valuable and will continue to explore other venues to offer the physician community the
information and support that they need.

Quality Based Payment System

CMS does not have the statutory authority to implement a quality-based payment
system. However, the PVRP initiative will give us an opportunity to educate ourselves
and our physician partners about what is needed to set up a quality data gathering and
reporting system that works best for our patients and that is least burdensome to the
participating physicians. We also hope to provide useful information to physicians’
offices that will assist them with their professional quality improvement goals. We will
continue working with the physician community to increase the number of available
measures so that physicians of all specialties will have a set of measures applicable to the
work that they do. We are pleased that at this point we have almost 6,400 physicians
who have indicated a willingness to participate in the PVRP. Though we would like to
see this number continue to increase, the current number of participants is adequate for
testing our quality measures reporting infrastructure

Demonstration Projects Focused on Quality

In addition to the PVRP, demonstration projects being undertaken by the Agency are
designed to help us understand how to use our payment systems to encourage quality care
by our physician partners.

The Physician Group Practice Demonstration

In early 2005, CMS announced the Physician Group Practice (PGP) demonstration.
This demonstration is designed to encourage physician groups to coordinate their care to
chronically ill beneficiaries, give incentives to groups that provide efficient patient
services, and promote active use of utilization and clinical data to improve efficiency and
patient outcomes.

Many physician practices and other supportive practices can lead to better patient
outcomes and lower overall health care costs. For example, there is good evidence that
by anticipating patient needs, especially in those patients with chronic diseases, health
care teams that partner with patients and coordinate across physician practices can help
implement physicians’ plans of care more effectively, reducing the need for expensive
procedures, hospitalizations for preventable complications and perhaps even some office
visits. Medicare’s current payment system reimburses physicians based on the number
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and complexity of specified services and procedures that they provide, not how
physicians work together to avoid problems in the first place.

Medicare is now testing whether performance-based payments for physicians under
the demonstration result in better care. The PGP demonstration is the first value-based
purchasing initiative for physicians under Medicare. The PGP demonstration rewards
physicians for improving the quality and efficiency of health care services delivered to
Medicare fee-for-service beneficiaries. Mandated by Section 412 of the Medicare,
Medicaid, and SCHIP Benefits Improvement and Protection Act of 2000, the PGP
Demonstration seeks to:

e  encourage coordination of Part A and Part B services,

e promote efficiency through investment in administrative structure and process,

and

e reward physicians for improving health outcomes.

The demonstration is allowing CMS to test physician groups' responses to financial
incentives for improving care coordination, delivery processes and patient outcomes, and
the effect on access, cost, and quality of care to Medicare beneficiaries.

Physician groups participating in the demonstration are paid on a fee-for-service
basis. However, they will implement care management strategies designed to anticipate
patient needs, prevent chronic disease complications and avoidable hospitalizations, and
improve quality of care. To the extent they implement these strategies effectively to
improve care, physician groups will be eligible for additional performance payments
derived from any savings that are achieved through improved care coordination for an
assigned beneficiary population.

Performance targets will be set annually for each group based on the growth rate of
Medicare spending in the local market. Performance payments may be earned if actual
Medicare spending for the population assigned to the physician group is below the annual
target. Performance payments will be allocated between efficiency and quality, with an
increasing emphasis placed on quality during the demonstration. The demonstration is
required by law to be budget neutral.

CMS selected ten physician groups on a competitive basis, representing some 5,000
physicians with over 200,000 Medicare fee-for-service beneficiaries, to participate in the
demonstration. The groups were selected based on a variety of factors including
technical review panel findings, organizational structure, operational feasibility,
geographic location, and demonstration implementation strategy. The groups will be
implementing a variety of methods for improving quality and CMS will measure and
evaluate the results of each.

Below are preliminary examples of quality and efficiency innovations being put into
place by two of the groups participating in CMS’ PGP demonstration. Please note that
references to results in these examples are based on the organizations’ information and
not official CMS demonstration results. Therefore, the references should be considered
with caution and not interpreted as conclusive.

1. Disease Management Strategies

Park Nicollet Health Services (PNHS) is redesigning its care processes for patients
with congestive heart failure and diabetes. Through the use of nurse case managers and
information technology, over 600 congestive heart failure patients are monitored daily in
order to identify patients at-risk of de-compensating so case managers can follow-up with
the patients and/or their physicians regarding next steps, including getting the patients to
see their physician that same day. According to PNHS, preliminary results suggest that
as a result of this activity, the estimated number of averted hospitalizations for heart
failure patients has increased steadily over time.
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In addition, clinical care processes have been redesigned for diabetes patients so
physicians can treat patients based on today’s test results, nurse case managers identify
patients overdue for tests or who are not meeting their health goals and work with their
physicians on next steps, and certified diabetes educators are available at the clinic via
immediate referral to teach patients on how to administer insulin, read meters, use new
medications, and coordinate follow-up care. According to PNHS, preliminary results are
suggesting that nurse visits with diabetes patients have increased over time and more
patients are receiving their required insulin treatments.

2. Transition Management

The Everett Clinic’s (TEC’s) primary goal is to improve care delivery for seniors
through their senior care model that improves post-discharge and emergency room visit
follow-up and promotes palliative care for qualifying seniors. Hospital patient coaches
focus on improving follow-up care while the patient is hospitalized and an automatic
encounter request system reminds primary care physicians to follow-up with recently
hospitalized patients within five days of discharge. Palliative care is promoted through
the presence of hospice nurses within primary care offices who also provide intense case
management and end-of-life planning education. According to TEC’s preliminary
results, the implementation of the automatic encounter request system could show
promise in improveing patient follow-up and decreasing the hospital readmission rate for
its patients aged 65 and older. TEC has also indicated a favorable trend in inpatient
admissions and believes that both proper follow-up and improved care coordination and
palliative care have all contributed to these positive results.

2006 Oncology Demonstration Project

CMS worked closely with the American Society for Clinical Oncology, the National
Comprehensive Cancer Network and the National Coalition for Cancer Survivorship to
develop a demonstration project that would assess oncologists’ adherence to evidence
based standards as part of routine care. The categories of data collected include:

e the primary focus of the evaluation and management (E&M) visit;

e  whether current management adheres to clinical guidelines; and

e the current disease state.

Participating oncologists and hematologists qualify for additional payments if they
submit data from each of the three categories when they bill for an evaluation and
management (E&M) visit of level 2, 3, 4, or 5 for established patients. Physicians
reporting data on all three categories qualify for an additional payment of $23 in addition
to the E&M visit. The results will be closely analyzed by CMS.

The evaluation will use a combination of quantitative and qualitative methods to
examine the impact of the demonstration on:

e  Medicare spending;

e  beneficiary outcomes;

e  physician practice adherence to clinical guidelines; and
e financial status of physicians’ practice.

In addition, through field assessments and physician surveys, the evaluation will
examine how the demonstration impacted the way physicians delivered care to
beneficiaries, and the types of modifications they needed to make in order to be able to
report the data. The evaluation will include a validation study of physician-reported
adherence to guidelines (American Society of Clinical Oncology guidelines and National
Comprehensive Cancer Network guidelines).
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The evaluation of the 2006 demonstration is being managed jointly by CMS’ Office
of Research, Development and Information (ORDI) and the National Cancer Institute
(NCI). Contractor bids have been submitted for the evaluation and an award is expected
to be made by fall 2006. The demonstration is scheduled to be completed at the end of
2006.

Value-Based Purchasing (VBP) and the Private Sector
Ambulatory Quality Alliance (AQA) and Hospital Quality Alliance (HQA) Efforts

Part of an effective value-based purchasing system is provision of information to the
public and healthcare purchasers so that patients can make informed decisions about
which providers they seek care from. The AQA and the HQA are both organizations
made up of a broad cross section of stakeholders (including CMS) that have focused their
efforts on improving care by collecting data on agreed upon quality measures in their
respective settings, and then making that information available to consumers, payers and
health care professionals. The AQA recently announced a number of pilot programs
charged with the responsibility of identifying, collecting and reporting data on the quality
of physician performance across care settings. The HQA has been reporting meaningful
and useful information on the quality of heart attack, heart failure and pneumonia care to
patients in more than 4,000 of the nation’s hospitals since April 2005 and recently
expanded that data set to include information on surgical site infections.

The two organizations recently announced a joint committee to help coordinate
some of their efforts. As a first step, they will coordinate and expand several ongoing
pilot projects that are designed to combine public and private information to measure and
report on performance in a way that is fully transparent and meaningful to all
stakeholders. These sorts of efforts are the kind of thing we need to move us to an
environment where physicians and other providers are acclimated to the idea that quality
measures are important, that they can help them provide the best care to their patients and
at the same time, reward them for doing so. That is a fundamental shift away from the
way Medicare currently pays physicians.

Integrated Healthcare Association

Value-based purchasing is a concept being tested in the private market as well. For
example, the Integrated Healthcare Association (IHA), an organization made up of health
plans, physician groups, and healthcare systems, plus academic, consumer, purchaser,
and pharmaceutical representatives all in California have been working for several years
now to promote the use and reporting of quality measures in physician practices in that
state.

California’s value-based purchasing program involves approximately 35,000

physicians in 211 physician organizations, who care for over 6 million individuals
enrolled in seven major health plans (Aetna, Blue Shield, Blue Cross, CIGNA, Health
Net, PacifiCare, and Western Health Advantage). Physicians are rewarded by the plans
based on their physician group’s performance in relation to clinical quality and patient
satisfaction measures, and for investment in information technology.
Earlier this month, IHA announced that compared to 2004, physician groups participating
in IHA’s VBP program in 2005 reported that they screened about 60,000 more women
for cervical cancer, tested nearly 12,000 more individuals for diabetes, and administered
approximately 30,000 more childhood immunizations for their patients enrolled in HMO
plans.

In addition to the across-the-board improvements on the evidence-based clinical
measures, physician groups participating in the program increased their use of IT for such
activities as prescribing, monitoring lab results, preventive and chronic care reminders,
and electronic messaging. The percentage of physician groups achieving the maximum
score for IT use increased by 11 percent in 2005. Prior year results showed that
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physician groups that received full credit on IT measures had average clinical scores that
were significantly higher than those that showed little or no evidence of IT adoption.
Bridges to Excellence

The Bridges to Excellence program, a multi-state, multi-employer coalition
developed by employers, physicians, plans, healthcare services researchers and other
industry experts, and supported by the Robert Wood Johnson Foundation’s Rewarding
Results program is working to encourage significant leaps in the quality of care by
recognizing and rewarding health care providers who demonstrate that they deliver safe,
timely, effective, efficient and patient-centered care.

This organization is offering participating physicians up to $50 per year for each
patient covered by a participating employer or plan based on their implementation of
specific processes to reduce errors and increase quality. In addition, a report card for
each physicians’ office describes its performance on the program measures and is made
available to the public.

Physicians treating diabetics who meet certain high performance goals can receive
up to $80 for each diabetic patient covered by a participating employer and plan. In
addition, the program offers a suite of products and tools to help diabetic patients get
engaged in their care, achieve better outcomes, and identify local physicians that meet the
high performance measures. The cost to employers is no more than $175 per diabetic
patient per year with savings of $350 per patient per year.

Physicians treating cardiac patients who meet established performance goals can
receive up to $160 for each cardiac patient covered by a participating employer and plan.
As with the diabetes program, cardiac Bridges to Excellence makes available a suite of
products and tools to help cardiac patients get engaged in their care, achieve better
outcomes, and identify local physicians who meet the high performance measures. The
cost to employers is no more than $200 per cardiac patient per year with savings up to
$390 per patient per year.

Rochester Individual Practice Association

Health plans are not the only organizations pushing VBP. Physicians have
embraced this approach as well, because they recognize that it will reward them for what
they want to do, which is provide the best care possible. The Rochester Individual
Practice Association (RIPA), a physician-led IPA with over 3,000 participating
physicians, 900 of whom are in primary care specialties, has been using VBP principles
for several years now. The organization provides physicians’ services to more than
300,000 Blue Cross HMO members in upstate New York and its physicians are paid on a
capitated basis by the plan.

Physicians in this organization pool a portion of the capitated payments they receive
from the HMO. These funds are then reallocated based on the physicians’ performance.
A busy internist my contribute $15,000 and, depending on his/her performance, receive
back between $7,500 and $22,500. RIPA measures patient satisfaction and compliance
with a range of clinical standards. Physicians are sent an individualized report three
times per year, comparing them to their colleagues. Their year end report includes
payment based on how they performed and they are told at that time, how much more
they would have earned, had they increased their performance by a given amount.

This approach has produced results. Just for example, RIPA reports that physicians
succeeded in reducing the inappropriate use of antibiotics, which resulted in a yearly
savings of over $1 million to the HMO. These savings were used to increase bonuses to
the physicians. In addition, RIPA identified diabetes management and coronary artery
disease patients in 2002 and trended their costs forward. They then compared these
projected trends with their actual costs with a VBP program in place. It is notable that
pharmacy costs increased due to more intense treatment, but in a very short time, costs
for hospitalizations went down, which resulted in a multi-million dollar savings.
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Conclusion

Mr. Chairman, thank you again for this opportunity to testify on physician payments
within the Medicare program. We look forward to working with Congress and the
medical community to develop a system that ensures appropriate payments for providers
while also promoting the highest quality of care, without increasing overall Medicare
costs. As a growing number of stakeholders now agree, we must increase our emphasis
on payment based on improving quality and avoiding unnecessary costs. I would be
happy to answer any of your questions.

MR. FERGUSON. Thank you, Dr. McClellan. The Chair recognizes
himself for questions.

We are going to have 5 minutes for questions with the committee
members this morning, and I will try and set a good example. I am going
to ask committee members to try and be good at keeping to their 5
minutes.

Dr. McClellan, just very briefly, you and I had talked about a
separate issue recently, and just if you could very briefly address this
gain sharing issue from the Deficit Reduction Act. Specifically, when
the RFP may be going out for this. We are already a little bit overdue on
that, and also, the discrepancy between the interpretation of the gain
sharing demonstration project between six States, as was my
understanding, or, as some have said, for the demonstration project to
include six hospitals. If you could just very briefly touch on that.

DR. MCCLELLAN. Well, let me start by saying that gain sharing,
properly implemented, is an important step. It actually does fit in very
closely with the topic of this hearing, the idea that we need to help
doctors work together with hospitals to improve care, prevent avoidable
healthcare costs and complications, is something that gain sharing done
right is exactly designed to support.

So, we are looking at the best way to implement the demonstration
program, as you said, different Members of Congress have had different
interpretations, and we are going to reflect that when we go forward with
the RFP and our other related initiatives in this broad area of helping
doctors and hospitals work together. We do have other authorities that
enable us to promote the same goals of gain sharing, which is supporting
payments, increased payments to physicians, when quality improves in
overall costs of care, including hospital care go down.

I know how important this is to you, and it is very important to me,
because it does fit in with these overall goals of helping healthcare
providers work together to improve quality and costs.

MR. FERGUSON. We can expect that RFP.

DR. MCCLELLAN. You can expect it very soon, | think within a
matter of a few weeks.
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MR. FERGUSON. Okay. Can you please take me through the quality
measurement process, from the creation of a clinical quality
measurement all the way through the reporting on that measure.

DR. MCCLELLAN. Well, it starts with, the best measures start with
physician involvement. Physicians who are practicing have the best on
the ground grasp of where there are opportunities to support better care
by measuring what we are trying to do, and providing better financial or
public reporting support for it. So, most of the measures that have been
developed began with medical groups. The American Medical
Association has a Physician Consortium that works together to develop
consistent measures across specialties. Many medical specialties have
also developed their own areas of focus for clinical quality measurement,
and the principles that I think are important here, besides physician
leadership, are the use of identifying an important clinical area, where a
valid measure, a clinically valid measure can be developed, and there is a
real meaningful opportunity to improve care.

MR. FERGUSON. How many clinical quality measures should we
expect to be reported by any one physician? I mean, is it the goal that
every physician, every service that a physician provides be measured?

DR. MCCLELLAN. Physicians provide a very broad range of service,
and the programs that have been most successful have identified key
areas, common conditions like diabetes or heart failure, where there are
clear opportunities for improving care and keeping costs down, and
focusing on measures in those areas. Such areas exist in just about every
specialty, and that is why I think just about every specialty is developing
one or more measures now.

MR. FERGUSON. Some have suggested that we may be jumping the
gun a little bit here, that with a focus on clinical quality measurements if
data collection can be better with health IT, should we wait a little bit to
see how that works before we move to this new phase?

DR. MCCLELLAN. Health IT adoption would definitely help with
automatic reporting on quality of care, and that could reduce some
burdens for physicians. The problem is, as you know, that most
physician offices don’t have electronic record systems in place now. So
if we want to move forward on providing better support for doctors, to
improve care, to do what they think is best, and keep costs down, we
really can’t wait for broad adoption.

And it is also a chicken and an egg problem. Right now, if we pay
for more lab tests and more volume of services, the money is going to
pay for these potentially duplicative procedures and less efficient care,
rather than giving physicians the financial support they need for
investing in health IT. I think when we start moving in this direction, we
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can actually encourage the adoption of health IT, and as quickly as
possible, reduce any reporting burdens.

MR. FERGUSON. Well, how do efficiency measures differ from
quality measurements, and how do they work together? How can they
work together?

DR. MCCLELLAN. Well, I think they should work together, and the
kind of efficiency that we want to improve is, when I think about
efficiency, I think about getting down unnecessary costs, duplicative lab
procedures, preventable hospitalizations, and that involves starting with
the quality measures. So, you can’t look at efficiency in isolation from
quality, but if you start looking at episodes of care for common
conditions, like heart failure or an elective surgical admission, you can
identify ways where you can improve quality and keep costs down.

I mentioned in my opening statement the case of diabetes, where we
see lots of examples of patients having difficulty complying with their
medicines, and as a result, ending up with kidney failure or emergency
room admissions or other problems. The same thing is true in surgical
conditions. Surgeons have identified ways to prevent postoperative
infections and other complications.

If we can provide more support for that, we can get better quality,
and reduce costs at the same time. So, efficiency, properly considered,
should go right along with the quality measures.

MR. FERGUSON. I am only 36 seconds over time. Mr. Green. The
gentleman from Texas, Mr. Green, is recognized for 5 minutes for
questions.

MR. GREEN. Thank you, Mr. Chairman. [ would like to again
welcome Dr. McClellan.

DR. MCCLELLAN. Thank you.

MR. GREEN. [ appreciate working with you in lots of different
capacities over the last few years, whether it is the FDA or CMS.

Like a lot of my colleagues, I am concerned that moving too quickly
into requiring reporting quality measures would result in more
bureaucracy, not necessarily more quality care. And in looking at the
2007 expected physician measures, it strikes me that these quality
measures are fairly basic to start with, like checking for cataracts in the
ophthalmology specialty, and it seemed like the real measurement of
quality improvement would be patient outcomes, yet outcome measures
are more difficult to develop, in the sense that they require adjustments
for patient complications and other factors.

Now, I know you start with asking doctors to report the basic quality
measures. [s there a way, as we move along, to merge both quality and
outcome into that quality measure?
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DR. MCCLELLAN. There is. That is what we have done with our
hospital quality reporting. In 2004, when reporting began, it was mainly
on evidence-based clinical practices that we know, if followed, will lead
to better outcomes for patients. The hospital quality measure is next year
going to expand to include patient satisfaction, which is a really
important outcome, and also, some risk-adjusted outcomes for common
causes of admissions, like heart attacks. So, there is a gradual
progression there.

Thanks to the leadership of some of the physician groups,
particularly the American College of Physicians, the American Academy
of Family Practice, we actually do have some outcome-related quality
measures that physicians feel confident, physician groups feel confident
we could start reporting soon.

For example, for diabetes, measures of hemoglobin Alc level. This
is a good overall measure of how well controlled diabetes is, and thanks
to the physician groups, we can start with that one. But I would expect,
gradually and with careful development and leadership from the
physician groups, we will see more of those outcome types of measures
developed over the next few years.

MR. GREEN. Thank you. Obviously, I have some other questions,
Mr. Chairman. I would like to ask one that has been an issue. A lot of
my colleagues are quite concerned with the CMS proposed rule relating
to documentation for citizenship under Medicaid beneficiaries. And
being from Texas, you know our situation. No practicing in California.
We are particularly concerned that the rule would cause millions
unnecessarily to lose their health coverage. Current law is very clear,
stating that a child born in our country is a U.S. citizen. In cases where
Medicaid has paid for the child’s birth in the U.S. hospital, can you
explain why the CMS rule would fail to allow the State to use that claim
for payment as proof that the child was a U.S. citizen? It seems pretty
standard.

DR. MCCLELLAN. Well, I do want to make sure that this law is
implemented effectively. It matters a great deal to members of this
committee who, on the one hand, want to make sure that Medicaid
benefits are targeted where they need to go, but on the other hand, don’t
want to impose undue burdens on citizens and Medicaid beneficiaries.

For new births, there are a number of ways that we identified in our
regulation, and we are seeking comment on this regulation, too, so we
can add to it further, such as using the automatic vital statistics. Texas
and other States have told us hey, we do get automatic records, as you
are saying, when a birth occurs. Let us just link to that data that we
already have, rather than require someone to go through a pay per base
process, and that is definitely a process that States can set up.
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We are monitoring this very closely, Congressman, and if there are
specific suggestions for how we can improve implementation, we would
be glad to do it, but using existing State data, like data on vital statistics
of birth, is something that can be part, can be provided for
documentation.

MR. GREEN. That seems like an easy one. Again, if a child is born
in Texas, they are a citizen, no matter what the citizenship of their
parents are. And according to the Administration of Child Welfare
Policy Manual, States are currently required to verify the citizenship and
immigration status of all children receiving Federal foster care. I have
no problem with that, but this verification mandate, it seems like CMS
has failed to exempt children in foster care from those with citizenship
requirements, the same way SSI beneficiaries and Medicare beneficiaries
are exempt.

Is there a way we could make those regulations apply to both--again,
we are talking about some obvious cases, a child who is born in our
country would have the same documentation requirements as maybe an
SSI beneficiary.

DR. MCCLELLAN. Well, interpreting the law as written, and working
with Members of Congress to make sure we got that right, it did appear
to us that SSI beneficiary seniors were, dual eligible beneficiaries were
not subject to the same restrictions. For foster care beneficiaries, again,
there are a lot of steps that States can use. States often have records in
other parts of their databases since the foster children will be eligible for
a number of services, they have vital statistics records, and so forth that
can be used, and the rules build in a lot of opportunities for States to take
the time needed to gather the information. It doesn’t require immediate
provision of proof of citizenship in order for services to continue.

So far, we have seen States moving forward on implementing this
effectively. We will keep watching closely to make sure that foster
children and every Medicaid beneficiary who is entitled to services
continues to get them.

MR. GREEN. Okay. Mr. Chairman, let me just have one followup,
and we will work with you on this.

DR. MCCLELLAN. Be glad to do that.

MR. GREEN. Like in a lot of other cases.

MR. FERGUSON. I would just ask that it be very brief.

MR. GREEN. Okay. The CMS requires the original documents for
proof of citizenship, and I know it may be difficult, but for parents, for
example, to mail in their driver’s license or their original birth certificate
to the State for the eligibility process, it can take weeks. [ know you can
get a certified copy of your birth certificate, but again, that takes weeks.
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But for an adult to mail in their, I don’t want to give up my Texas
driver’s license, except to a law enforcement officer--

DR. MCCLELLAN. I don’t either.

MR. GREEN. --who asks for it. So, I think there might be some
effort that we can do to look at that on verification.

DR. MCCLELLAN. There is, and States like Texas that have set up
good verification systems for their driver’s license can actually provide
that data automatically. The State can do it. They can link to their
driver’s license databases, so that nobody has to mail anything.

MR. GREEN. Okay. Thank you, Mr. Chairman.

MR. FERGUSON. Speaking of Texas, the distinguished Chairman of
the full committee, Mr. Barton, is recognized for questions.

CHAIRMAN BARTON. Thank you, Mr. Chairman. It is good to see
somebody from New Jersey in the chair. That is a good thing.

Dr. McClellan, thank you for being here, and thank you for trying to
implement that requirement in our reform act from last year that tries to
funnel as many possible Medicaid benefits to U.S. citizens. I know that
is a radical idea, but I think it is important. We don’t want to make the
burden too hard on the States to prove citizenship, but prior to that, the
States couldn’t even ask a citizenship question. Given the skyrocketing
costs, | think it is fair to the taxpayers and to the people that to the largest
extent possible, those benefits go to our citizens. So I appreciate your
efforts in that regard.

On the subject of today’s hearing, could you explain, in layman’s
terms, what a quality measure is? What does that really mean? We are
having all this debate about pay-for-performance and physician quality
measures. [ don’t really understand what a quality measure is.

DR. MCCLELLAN. Mr. Chairman, done right, it is what we want our
healthcare system to provide, and it is what doctors want to do in
delivering medical care. Right now, we measure a lot of things in how
we pay for Medicare benefits. We measure the number of lab tests you
do, the number of visits you have. There is a whole lot of paperwork
around that. That is not what healthcare is really all about. Healthcare is
about keeping people well, preventing complications from their chronic
diseases, helping them deal with the consequences of serious illnesses.

And quality measures are indicators or ways of making sure that we
are supporting what we really want in healthcare. When they are
developed by physicians, and developed in the private sector, so they can
be implemented feasibly, they can help us do a better job of providing
support to physicians who want to deliver the best care possible, and they
can help patients make better decisions about their care. When you are
choosing where to get a car, where to get any other product in our
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economy, you like to get good information on the quality of the product
and the cost of the product.

CHAIRMAN BARTON. Does a quality measure, to be valid in a
medical sense, have to be replicable and developed by methods that are
standard? I mean, that is provable, testable, verifiable?

DR. MCCLELLAN. That is right. Those are all parts of measures that
are valid, and unless those steps are taken, I doubt that any physician
would regard this as a worthwhile indicator of how they are doing in
providing care.

CHAIRMAN BARTON. So, it is supposed to be something that is a
fact, that is accepted, that if you meet that standard it is almost certain or
certain that something good is going to happen, or nothing bad will
happen.

DR. MCCLELLAN. That is the idea.

CHAIRMAN BARTON. Okay. Now, you have some demonstration
programs that are underway trying to develop these quality measures.
Isn’t that correct?

DR. MCCLELLAN. Yes, sir.

CHAIRMAN BARTON. All right. Are there any results, or are there
any results that have been developed in these demonstration projects? If
there are, what does the evidence that has been developed to date show?

DR. MCCLELLAN. Well, let me give you a couple of examples from
our Physician Group Practice Demonstration. This is where we are
paying physician groups more when they do what they are trying to do,
which is get better outcomes for their patients and lower the overall cost
of care. The measures that we are using in this demonstration include
measures like best practices for caring for patients with diabetes and
heart failure, and promoting the use of preventive care, screening for
cancer, screening for heart disease and diabetes.

What we have seen in the early results from these demonstrations is
reports from each of the physician groups that they are taking steps like
investing in health IT systems, or using nurse practitioners to help do
better on these quality measures, to help their healthcare system improve.
They are making investments that didn’t make financial sense under
Medicare’s old payment systems. You know, when we paid more for
more lab tests, they wouldn’t get the money they needed to invest in
health IT.

Now, when we are paying more for better results for diabetes
patients, health IT systems make financial sense. They can make ends
meet in the practice, and do more with it. So, they are starting to see
better results in patient care, particularly for diabetes and heart failure,
and they are changing the way that they practice in ways that are good
for patients, according to these physician groups.
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CHAIRMAN BARTON. Okay. Well, I have 10 seconds, so I need to
get to the $64,000 question, which shows how old I am, that I would
remember that phrase.

What would happen if we do away with the SGR system that we
currently have for physician reimbursement, that we are not using, for all
intents and purposes. We substitute something for it every year, and it is
that time of the year to do that. We went to this MEI index that has been
proposed by MedPAC, but for this year, just increased payments from
last--switched to MEI, maybe give a 1 percent increase, and then allow
balanced billing.

DR. MCCLELLAN. I don’t think there are formal estimates of the
impact of balanced billing. If all we did was switch to MEI or MEI
minus 1, that would lead to much higher projected costs, because we
wouldn’t be doing anything about the rapid increases in volume of
services that we are seeing. We wouldn’t be taking steps directly to
promote better quality care, which again, according to many of the
physician groups, we really need to do.

CHAIRMAN BARTON. Do you have enough confidence in MEI as a
system, just as a system, that if we just scrapped SGR? It is not working,
it is not going to work, we can’t fix it, so let us just do away with it. Is
there enough confidence in MEI that we could use that as the base, and
then play with it plus or minus?

DR. MCCLELLAN. Well, it would need to be combined with some
other important steps to promote better quality and to keep costs down.
You mentioned balanced billing. That is one idea that could potentially
have an impact on how people use services. Quality reporting, so that
people can make more informed decisions about their care, could make a
difference. I know Congressman Burgess, Congressman Norwood, and
others have ideas for promoting quality improvement efforts in other
ways at the same time.

We very much want to work with this committee to take steps in the
direction of not just paying more for the same physician payment system,
or just going to MEI, but making sure we are paying better, by
promoting--again, doctors have some great ideas for keeping overall
costs down and improving quality of care, and that is what we really
want to support.

CHAIRMAN BARTON. Well, does the Administration support us
doing something structurally reforming the system this Congress?

DR. MCCLELLAN. We do. We want to be careful, though, that we
are promoting quality, and keeping overall costs down at the same time.
If all we do is add in more money to the physician payment system,
premiums are going to up. Getting rid of the MEI system alone would
increase costs over 10 years for Medicare by more than $240 billion,
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according to our estimates, and that means probably $80 billion in
additional costs for beneficiaries. We have got to do better than that.

CHAIRMAN BARTON. Okay. Well, I thank you, Doctor, and as you
know, Ways and Means also has jurisdiction, but I think Chairman
Thomas shares my frustration with the current system, and we will make
a serious effort to work with you and the Administration and his
committee to try to structurally change the system this year.

DR. MCCLELLAN. Thank you very much. We look forward to
working closely with you.

CHAIRMAN BARTON. Thank you, Mr. Chairman.

MR. FERGUSON. Ms. Eshoo is recognized for questions.

MS. ESHOO. Thank you, Mr. Chairman. Nice to see you in the chair.
Good morning, Dr. McClellan.

DR. MCCLELLAN. Good morning.

MS. ESHOO. There was some mention of, on your part, and I think
some of the members about HIT. There is a bill from this committee that
is going to be on the floor today, and I want to link HIT and what really
isn’t in the bill, relative to interoperability, to the whole issue of this pay-
for-performance issue.

My observation of where you all are on this is that there really isn’t
any meat on the bones. [ think you have to kind of pull up the
emergency brake on this thing, and really work it through, and I don’t
think it is ready for primetime, and most frankly, if you are going to rely
on HIT to implement it, you know what the bill has in it that is on the
floor today? Three years.

So, it is not forthcoming. I tried to amend the bill, but the Rules
Committee rejected the amendment to speed this up. I believe in HIT,
but if there is not interoperability, it simply is not going to work.
Hospitals and our entire healthcare system have to be able to be
connected to one another in order to receive information and talk to each
other. I mean, it is as simple as that.

So, the two are not meshing, and I think that there has to be a lot
more work done on that. Having said that, I want to turn to an issue that
you and I have gone round and round on, and that is the whole issue of
the geographical locality payment system. You, [ think, have an
appreciation, even though nothing has happened, that it is more than 30
years overdue. You, I believe, have the ability to implement an
administrative solution to the problem. I think you are aware of the
proposal that has been forwarded by the bipartisan California delegation
which allows counties whose individual county geographic adjustment
factor exceeds its locality geographic adjustment factor by 5 percent, to
move to a new payment locality, and be reimbursed at their own
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appropriate levels. The plan also provides for automatic updates every 3
years, and establishes a hold harmless provision for rural counties.

So, my question is have you considered this proposal? Can CMS
support it, and implement the change effective in 2007? Again, I believe
you have the ability and the authority to implement an administrative
solution. I am told that CMS will not mandate locality changes
nationally until it receives the approval of every State medical
association. Is this the case?

DR. MCCLELLAN. Well, as you know, we can only implement
reforms administratively that are budget neutral, so that means that if we
take steps to increase payments in certain counties, there are going to be
doctors in other counties who will face payment reductions, and so, that
is why it is helpful for us to implement these changes successfully with
having support from the physicians who are going to be affected by the
changes, and the State medical societies is one group--

Ms. ESHOO. Right. Now, if the medical association supports it,
what does that say to you?

DR. MCCLELLAN. That the physicians who might be adversely
affected agree--

MSs. ESHOO. Yeah, CMA has endorsed this.

DR. MCCLELLAN. --this is an appropriate step. Well, as I
understand it, the proposal that CMA has endorsed is a legislative
proposal. It is not one that would be--

MsS. EsHOO. Well, would you support it?

DR. MCCLELLAN. Well, it would have additional costs. We would
want to look at ways that those costs would be paid for. We are
absolutely for, as you know, I have spent a lot of time on this with you,
steps to make payments more accurate for physicians. As far as I know,
though, the CMA or anyone else has not identified where these
additional costs would come from.

Ms. ESHOO. The last time we had a conversation about this, Dr.
McClellan, was last year, late last fall. I spoke to you before we went
home for our Thanksgiving vacation. You were going to talk to and
meet with Chairman Thomas, and get back to me. And it is wonderful to
see you today, but--

DR. MCCLELLAN. It is good to be back.

MS. ESHOO. I haven’t heard back from you. So, what was the
upshot of your conversation with Chairman Thomas at that time? That
was last November.

DR. MCCLELLAN. Congresswoman, we received a letter from
Chairman Thomas suggesting that we collect some additional data on
this problem this year, and we are working on this, as well as GAO, and I
believe MedPAC, and then report on that--
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MS. ESHOO. How close are you to--

DR. MCCLELLAN. They wanted a report on that--

MS. ESHOO. --completing the report?

DR. MCCLELLAN. --in 2007, with proposals that could be
implemented in 2008. So, that is one of the steps that we are taking. We
have also--I also sent a letter to Jack Lewin, the head of the CMA, earlier
this year, and met with him earlier this year, asking him if they had any
administrative proposals that they wanted us to consider or put out for
public comment with our physician rule this year, and the answer was no.
There is this legislative proposal that you mentioned, which is part of the
process that we are doing in this study, and I know the CBO and
MedPAC--

MS. ESHOO. So, your answer to this--

DR. MCCLELLAN. --are looking--

Ms. ESHOO. --entire issue is, is that hopefully, by the end of this
Administration, something might be done. That is--

DR. MCCLELLAN. Well--and I would like to spend more time, I
would like to get something done sooner.

MS. ESHOO. Can you?

DR. MCCLELLAN. We have talked about--well, we talked before
about leadership on this issue. Leadership only works when there are
other people who are following in the same direction, and at this point,
many of the physician groups in California have objected to this change.
CMA has specifically said they do not want an administrative solution.
They only want the legislative solution, which would come with, I think,
something like $10 billion in additional costs. So, that is higher
Medicare costs, higher premiums for beneficiaries. We really need to
look at that carefully. I will keep working as closely as I can with you. I
think this is--many of my physician friends, my colleagues, are affected
by this in Northern California. As you know well--

MS. ESHOO. Only when you leave are they going to lynch you.

DR. MCCLELLAN. Well, they are--

MR. FERGUSON. The gentlewoman’s time--

DR. MCCLELLAN. They are letting me know now.

MS. ESHOO. Yeabh, right.

MR. FERGUSON. The gentlewoman’s time has expired.

MS. ESHOO. Thank you.

DR. MCCLELLAN. Thank you.

MR. FERGUSON. Dr. Norwood is recognized for questions.

MR. NORWOOD. Thank you very much, Mr. Chairman.

Dr. McClellan, we have had our ups and downs over the years, but
when you do good, you do good, and I want to congratulate you and
CMS on the fine job I think that you all have done in working out this
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problem of non-citizens receiving Medicaid in this country. The law of
the land says that only citizens of the country should receive it, and I get
a little discouraged when people come here and nitpick about it. I think
you have done a great job. Next year, we should have an oversight
hearing, and perhaps make some changes in it, but you are doing the
right thing, and you handled it beautifully, and I do appreciate that.

DR. MCCLELLAN. Thank you.

MR. NORWOOD. Now, having said that, tell me which country in the
world you think has the best healthcare.

DR. MCCLELLAN. Our country, without question.

MR. NORWOOD. [ think so too. Does that imply we have quality
healthcare in this country?

DR. MCCLELLAN. We have very high quality healthcare. We also
have a lot of opportunities to do even better at a lower cost.

MR. NORWOOD. Well, that is the implication here. That is what the
bureaucrats are saying, the people outside of healthcare, and I know you
all love to bring in oh, this practicing doctor’s group says, this specialist
group says. | would like for everybody here not to get confused. Why
they are cooperating with you is because you won’t pay them costs for
what they do now, and they don’t have any choice but to cooperate with
you, because they are facing a large cut coming up. So, try not to trick
yourself into thinking everybody that is practicing medicine out there
today agrees that bureaucrats stuck away in Baltimore and in
Washington, D.C. actually know how to improve healthcare in this
country.

I frankly think a lot of what is said about pay-for-performance, Dr.
McClellan, is a slap in the face to our physician community, who does,
indeed, have the best healthcare in the world. Now, everybody would
agree you can improve on it. You can start by paying for preventive
procedures. You know, how dumb is that? How long has it taken us to
figure that out, that we ought to be paying for prevention? But we don’t
do it. You might even consider paying some of these folks’ costs for
what they do. You would be absolutely surprised, maybe, what they can
do if they just don’t have to figure out how to stay in business, because
you pay them less than it costs to do the procedures.

And I am not telling you something you don’t know. You know that
is true.

DR. MCCLELLAN. And you know very well the law that we are
implementing that pays at these rates that are just, like I said, it is not
sustainable.

MR. NORWOOD. What you are doing is paying them for what they
already do. If you don’t believe me, let Dr. Burgess get the microphone
in just a minute, or I can line up doctors from here to Baltimore. They do
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all this stuff you are talking about. Who is filling out these forms that
you say we have increased quality over the last 5 years? Who filled
those forms out?

DR. MCCLELLAN. That information comes from the physicians and
the group practices and the hospitals and their practices.

MR. NORWOOD. They don’t put a notation at the bottom, we’ve
already been doing this, because they want you to finally start paying
them something. I mean, we just need to be honest with ourselves about
this. I wasn’t very happy with your definition to the Chairman about
what really is healthcare quality. Now, do that again for me. Explain to
me, at the end of the day, what we are testing here. And maybe start by
telling me, does healthcare quality mean outcomes? Does it mean
whether the patient lived or died? What does healthcare quality mean?

DR. MCCLELLAN. Healthcare quality has many aspects, because as
you know, from talking to many practicing physicians, different patients
have different needs. Healthcare quality is about getting the right care to
the right patient at the right time, that often will result in better outcomes.
There certainly are a lot of preventable complications that happen today
when people don’t get good quality care, but it depends a lot on the
circumstance of the individual patient.

MR. NORWOOD. Excuse me to interrupt. Let us stop right there for a
second now. That is true, but that doesn’t necessarily mean you can
make that happen from Baltimore, nor does it mean you can make that
happen from a physician’s office. That, in itself, is complex, because a
lot of that has to do with the person being treated. But it is pretty hard to
figure that out on forms sometimes. But excuse me for interrupting. Go
ahead and finish this definition of quality. I am trying to understand it.

DR. MCCLELLAN. Well, I agree with your point about we can’t
make this happen from Baltimore. My concern is that the way that we
pay now actually gets in the way of this happening. I have talked to
doctors, [ was in practice myself. I filled out those forms. It can be very
frustrating to go through a lot of paperwork, and then hardly get any
money to be able to make your practice ends meet, and not get paid for
what you really know can make a difference in preventing complications
and keeping a patient well.

Now, our current system doesn’t do that. It is a lot of paperwork, as
you said. It is not sufficient payment, even though the costs have been
going up at double digit rates, even though Medicare premiums for
beneficiaries have been going up at double digit rates, we are working on
trying to find a way to do this better with a lot of leadership from the
physicians, including some of those practicing physicians. It is not easy,
but I can tell you our current system isn’t getting the job done.
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MR. NORWOOD. Well, that is the system that you set up in
Baltimore. I mean, you have been telling doctors how to practice. You
have been setting their fees for a long time, and you tell them how to
practice through their fees. Now, we are fixing to do the administrative
part for the physician’s office, so let us understand what has caused this
problem to start with.

I see it, Mr. Chairman. Thank you very much.

MR. FERGUSON. Mr. Brown is recognized for questions.

MR. BROWN. Thank you, Mr. Chairman, and thank you, Mr. Green.
Dr. McClellan, nice you see you again.

DR. MCCLELLAN. Nice to see you.

MR. BROWN. I understand the Administration wants--and it is a bit
of a followup on Dr. Norwood’s questions, is sort of the general area--
wants to link physician payments to the quality of care they provide, but
my understanding is that Medicare doesn’t have, yet, consensus
measures, validated by the National Quality Forum and the Ambulatory
care Quality Alliance, that could be reported by each physician specialty.
Is that right?

DR. MCCLELLAN. There are a number of measures that have been
validated by the NQF and AQA for many specialties, not all, and many
specialties are in the process of getting measures through that consensus
process. The measures start with the physician groups, and then get
consensus from other stakeholders, insurers, businesses, consumer
groups. That process is ongoing now.

MR. BROWN. But I assume we are a long way away from having
them across the board for all physician specialties.

DR. MCCLELLAN. Well, when we started with hospital quality
measurement, we didn’t have measures of hospital quality for
everything. You may remember in the Medicare Modernization Act,
hospitals got paid a little bit more for reporting on 10 measures of
quality. Over time, that has grown, and next year, we are going to see a
much broader range of quality measures, including patient satisfaction
and some important outcomes of care. This is a gradual process, and we
are not trying to rush into anything. On the other hand, if we don’t do
something to help physicians deliver better quality care at a lower cost,
we are going to continue to see rising Part B spending and rising Part B
premiums for beneficiaries.

So, that is why there is some urgency. At the same time that we
want to be careful in supporting physician groups and moving this effort
forward.

MR. BROWN. The Medicare carriers that process Medicare physician
claims are undergoing, my understanding is, a massive consolidation,
though, and will be hard pressed to provide both training and education
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for doctors to make the necessary systems changes needed to implement
any new physician reporting systems in January. Is that generally right?

DR. MCCLELLAN. The reason for the reforms in how we are paying
our contractors that process claims is because we want to do a better job
of getting claims processors, that gives physicians what they need: high
quality service, accurate payments, timely payments. The contractors
that are going to be rewarded, and they are going to expand in these
processes, are the ones that are doing the best job. We are taking a
performance-based approach to supporting doctors and hospitals in the
program, really for the first time. So, I think it could actually help the
doctors and the hospitals get better service. That is certainly the goal.

MR. BROWN. So, how does--I am a bit confused how this adds up in
enabling us to gauge or measure pay-for-performance. We have got a lot
of physician specialties where the work is not yet done. You compared it
to hospitals. There are a few thousand hospitals. There are 800,000
doctors, so it is a more complicated process. We have the consolidation
of the Medicare carriers. How does this add up so that we can measure
pay-for-performance?

DR. MCCLELLAN. It adds up that we are giving doctors better
service in claims processing and the administrative support they need to
get paid for their service. Right now, there are some very divergent error
rates and times for processing among the contractors that pay for
physician services and hospital services. At the same time, physician
groups are helping to lead this effort towards paying better for better
care. If you put those two together, what I am aiming for is better
service for the physicians and hospitals in Medicare, and better payments
for what it is that they think is really important to improve quality and
keep overall cost down.

MR. BROWN. Okay. Let me shift in my last minute to Medicaid real
quickly. And on Wednesday, a letter was sent to Secretary Levitt, signed
by all 205 House Democrats and Bernie Sanders, opposing the regulatory
cuts the Administration has proposed on Medicaid. I have copies of all
these letters that I am going to mention, if you would like a second copy.

These cuts, as is pointed out in the letter, can harm children’s access
to services needed to learn in schools, harming hospitals, nursing homes,
and facilities that care for the indigent. There was a letter May 8 signed
by 83 House Republicans opposing the $12 billion. I have that letter,
too. Two other House Republicans wrote separate letters, bringing the
total to 85. That is 291 House Members opposing these cuts. 1 have a
letter dated July 20, signed by 50 Senators of both parties opposing any
action by the Administration to move forward with these administrative
cuts. The National Governors Association also wrote a letter opposing
these cuts as well.
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There are not too many examples of that kind of broad-based
support, majority of the House, half the Senate, and the Governors
Association so united in opposition to an Administration’s potential
administrative action. Given this Congressional concern and the concern
of so many others, can you assure this subcommittee that your
Administration won’t move forward to implement the regulatory cuts to
Medicaid outlined in the President’s budget?

DR. MCCLELLAN. Well, Congressman, I can assure you that as we
move forward, we will do it taking account of any concerns that are
raised about potential harms. There are many examples, as you know, in
Medicaid spending not going for the intended purposes of improving
care for people who the most vulnerable members of our society. We
have seen that we can work with States to redirect spending, and in some
cases, save money while delivering better care.

I was very pleased that Secretary Levitt and Governor Romney
yesterday were able to announce the approval of a waiver in
Massachusetts that has the potential to expand coverage to everyone in
the State, because we were taking dollars that were going in some
potentially concerning directions, towards high payments for institutions,
excessive emergency room care, and we are redirecting that to where it
really needs to go, delivering better benefits for people with Medicaid,
giving them control over getting preventive services, getting care in the
community.

That is the purpose of all of our steps in improving the Medicaid
program. I am very pleased we have been able to expand coverage by
taking these steps and make the program more sustainable at the same
time, and we are going to bring that same care and caution, and close
analysis, to moving forward on any of the Medicaid regulatory reforms.

So, you will hear more from us about this, and I will look forward to
discussing these steps with you further.

MR. BROWN. Mr. Chairman, my guess is that the people that signed
those letters aren’t convinced that they won’t do significant damage
when they make these cuts--

MR. BURGESS. [Presiding] Right. I would remind the gentleman
this is a hearing about Medicare reimbursement rates, and we are under
some time constraints.

I will recognize Mr. Shimkus for 5 minutes for questions.

MR. SHIMKUS. Thank you, Mr. Chairman. Dr. McClellan, it is great
to have you here, and why would you volunteer to have this job?
Sometimes, I don’t know.

DR. MCCLELLAN. Thank you.
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MR. SHIMKUS. But I know your heart is in the right place, and these
are always difficult challenges. What happens when doctors decide not
to treat Medicare patients because of the reimbursement schedule?

DR. MCCLELLAN. Well, when that happens, that is clearly a quality
of care problem. If patients in Medicare don’t have access to the
physicians they need, primary care practitioners, specialists, their
healthcare will suffer, and that really puts their health in jeopardy. That
would be a real concern.

MR. SHIMKUS. Yeah, I have always, and a lot of the folks in the
audience, know that I am really blessed to be on this committee, but it is
one of the most frustrating ones, because you really have providers who,
you know, they love their job, they love providing healthcare to
individuals, and the reimbursements are always out of whack, and one of
the reasons are we are a big provider of healthcare to Americans. I
mean, we are a big payer, and Medicare and Medicaid actuarially can’t
sustain itself. We have got to figure out a way to do that.

In the private sector, in the competitive market environment, price is
determined by, I mean, a consumable good, the consumer chooses, based
upon cost and quality of care. [ always believe it is best for the
individual in a free market society to make that decision, because those
are consumers that want higher quality, they will pay a higher cost. But
when you have a big Federal bureaucracy that is trying to manage that,
that is really, I don’t envy, I don’t know how you really do it, because I
always go back to the individual consumer, because that is where the
responsibility should fall upon.

Now, we know we have consumers that are very diligent in looking
at their payments and their bills, and they call us when they see billing
questions and stuff, but a lot of them, we have developed a system where
the public, especially those under these programs, really aren’t as active
as we would like them to be in what I would think is a consumer-driven--
and I think healthcare across the country is moving to the point of
wholeness and wellness. Even in the insurance industry, if we keep
people well, keep healthy lifestyles, that affects our bottom line in the
future.

So, I mean, that is my little filibuster, and that is where we want to
go, but there is a lot of perceived damage along the way, and I don’t
know if we’ll ever get there. I don’t know how a large, bureaucratic
pricing control system really encourages individuals to shop around and
know their doctor, get advice and counsel, address wellness and
wholeness issues, and how that has empowered in the individual.

Again, that is just my statement for the record, but I need to ask
about a letter that Tom Allen and I sent, which is also coauthored by 40
Members of Congress who are requesting an Administration and budget
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neutral correction to the practice expense calculations for cardiothoracic
surgeons, asking you all to restore reimbursement to those surgeons for
the clinical staff that they bring into the operating room. Can you
comment on that letter and that request?

DR. MCCLELLAN. I don’t have the letter in front of me. I would be
happy to get back to you in more detail. I can tell you we have been
working closely with the thoracic surgeons who have some great ideas
that they are actually implementing to get to better reimbursement,
including reimbursement that would pay better support for the whole
surgical team, to prevent complications and get better outcomes for the
operations. The Society of Thoracic Surgeons in particular has helped
the way in some of these efforts to identify opportunities to improve
care.

Many of the surgical groups have written me, have written the
committees, to say that look, better care isn’t more expensive. We can
do this better, we need to focus on--surgeons are very outcome focused.
You know, they want to get fewer complications and better results for
patients, and they have got some good ideas about how to do it. We
don’t provide enough support for that now, and just going back to your
earlier point, that is why I have been in this job for the last couple of
years, because I firmly believe we can do better by getting better
measures of what it is that we really want in healthcare, that patients and
doctors can use, and by putting our money behind those efforts, rather
than these bureaucratic processes paying for each individual lab test, and
regulating the prices, and bringing them down and so forth.

We can do a lot better than we are doing now. It is not easy, but it
can clearly happen. We saw it with Part D, when people chose the drug
plans, their premiums are 40 percent lower than had been predicted, or if
the Government had designed the system and implemented it themselves.
So, there were lots of opportunities to help the cardiothoracic surgeons
and any other physician group do what they want to do, which is deliver
better care, and prevent complications and unnecessary costs.

MR. SHIMKUS. Thank you, and I appreciate your service. And I also
appreciate the service of those who are in the hearing room, providing,
really a quality of care to our citizens. Chairman, with that, I will yield
back.

MR. BURGESS. I thank the gentleman for yielding back. The
gentleman from Maine, Mr. Allen. The gentleman from Tennessee, Mr.
Gordon, you are recognized for 5 minutes for questions.

MR. GORDON. Thank you, Mr. Chairman, and thank you, Ranking
Member. And Mr. McClellan, thanks, or Dr. McClellan, thanks for
joining us today.
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As I have said on a number of occasions, | am very concerned that
we are on the verge of national access to healthcare crisis. [ witnessed
firsthand in Tennessee, when TennCare, which was well intended, was
rushed into play without giving adequate stakeholders thoughtfulness,
and again, it was a money sort of deal. But it has been
counterproductive. I don’t want to see that happen on a national level, so
we do need to think through these well intentioned approaches.

We had a hearing the other day concerning defensive medicine, and
it was pretty well acknowledged that that is an expense to this country,
and I am concerned that if we don’t thoughtfully look into this pay-for-
reporting plan, that you know, one program doesn’t fit all specialties.

DR. MCCLELLAN. Right.

MR. GORDON. And if we are going to have a 10 point plan, and we
are going to get the same type of defensive medicine, by virtue of doing
maybe number 3 and number 7, which really isn’t needed in specialty
24, or whatever it might be.

So, with that editorial, let me get into my question. In your
testimony, you inferred that since some hospitals are reporting in
Medicare, it would be no problem for physicians to report as well.
However, I think there may be some differences in these two provider
types. Reporting for physicians won’t be as simple as some make it out
to be.

For example, isn’t it true that most if not all hospitals have an
infrastructure in place to report this information to CMS, yet many
physicians do not have the health information technologies necessary for
reporting, and additionally, isn’t it true that while there are only a few
thousand hospitals in the country, there are more than 800,000 physicians
in many different specialties, providing many different types of care?
And additionally, I don’t disagree that we need to work toward getting
physicians to report information, but I don’t think it is quite as simple as
applying what the hospitals are doing, to doctors. I believe that some
more work has to be done, and isn’t it true that we do not yet have an
approved quality measure for all physicians’ specialties?

And finally, since we have so many different physician specialties
within Medicare, and we only have 5 months to go before January, what
really do you expect to get done in January, and what happens if half of
the specialties have worked out a program and the other half haven’t?

DR. MCCLELLAN. Congressman, those are all very good questions
that we are working very hard with the physician groups and many other
stakeholders to address. That is why we are implementing a voluntary
reporting program. Right now, we have got thousands of physicians
participating who don’t have electronic records, in reporting on some of
the quality measures that have been through this process, that the doctors
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think are valid and important ways of measuring the quality of care.
They are reporting on, through the claim systems, not through electronic
records, that is the most feasible approach.

MR. GORDON. And I know, and you have mentioned that it is going
well. So, what do you expect on January 1, that you are going to
implement, and what is going to happen if all the specialties--

DR. MCCLELLAN. Well, first of all, we are not implementing
anything unless it comes through you, because we don’t have the
authority to implement any kind of mandatory program on quality
reporting, or any tie of our payment systems to paying more for reporting
on quality, without Congressional action. We can do pilot programs.
We can do voluntary programs, and that is what we are doing now.
What I can tell you is that 34 specialties have developed measures that
can be reported, using claims-based systems, that are being evaluated
right now in these pilots, in these voluntary reporting systems. There are
only five specialties that don’t have any measures. There are more of
these measures in process, and what [ can also tell you, you are right.
Time is short. It is only 5 months away. But the only other alternative
here seems like is just putting more money into the current system,
which means higher costs for everyone, and higher beneficiary
premiums.

By the way, going back to your point about liability, I think you are
exactly right. We could save billions of dollars while improving quality
of care, by implementing liability reform now. There is strong evidence
of that. CBO will score the savings. That would be one way to pay--

MR. GORDON. Well, I agree, but in retrospect, looking at what
happened in Tennessee, I think most folks would have said we wish we
had waited another year to get it right, and so, I guess my question to
you, are you going to oppose any type of increase in physician
reimbursement, if we don’t have it ready to go right this year?

DR. MCCLELLAN. The Administration’s position is that we want to
see budget neutral reforms in physician and other payment systems, the
payment reforms that don’t increase costs of beneficiaries and taxpayers,
by providing better support for quality care. This is going to be a gradual
process. Not everything is going to be implemented in one fell swoop on
January 1. That is what has happened with hospitals--

MR. GORDON. I guess the only thing that will be implemented under
what you are talking about is no increase in physician reimbursement.
That is the only thing that we know for sure that you are proposing.

DR. MCCLELLAN. Well, we know that reporting on quality can lead
to better care. We know from the pilot programs that we have
implemented and that the private sector has implemented, that many
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Medicaid programs have implemented, that you can prevent costly

complications, coordinate care more effectively, avoid unnecessary costs.
MR. GORDON. These are all anecdotes, but you are talking about

changing a whole system. Thank you, Mr. Chairman, for your time.

DR. MCCLELLAN. We would want to do it gradually, not rush into
anything all of a sudden on January 1, and you have some very good
points.

MR. BURGESS. Thank you, Mr. Gordon. You yield back, I presume.
I do want the gentleman from Tennessee to know that there actually is a
lot of work going on on the ground right now, H.R. 5866 is a House bill
that provides a framework for dealing with a lot of these issues. It
repeals the SGR, replaces it with MEIL and builds on the work that is
already being done by various quality organizations, such as the AMA
and our friends in the Medical Specialty Alliance. It builds on the work
that they have already been doing on the parameters that were laid down
with Mr. Thomas and Mr. Grassley last year.

So, there is work going on in that, and it is not just the inevitable 4.4
percent negative update that we faced January 1, which is the only
certainty. If the committee is willing to do its work, and the Congress is
willing to do its work, I believe this is something that we can get done
this year.

MR. GORDON. I agree, Mr. Chairman--

MR. BURGESS. It is incumbent upon us.

MR. GORDON. --that progress is being made, but--

MR. BURGESS. Reclaiming my time, because our time is short.

MR. GORDON. Did you have time? [ thought you were
editorializing.

MR. BURGESS. Oh, no, I guess I was. [ will be happy to yield.

MR. GORDON. Well, I would just follow the footsteps of that great
philosopher that once said “No wine before its time.” This may very
well be a good program, and we are making progress, but I have seen a
disaster in Tennessee by not implementing it at the right time, and so
hopefully, we can get it right.

MR. BURGESS. But you also acknowledge the pending disaster and
the crisis of access that you so eloquently alluded to that will occur if we
don’t fix it, and again, | think we have available to us the minds that can
help us do this. As Dr. McClellan so correctly pointed out, it is an
incremental, it is an evolutionary process, and medicine is constantly
evolving, constantly changing.

The practice that I left in 2002 was vastly different than the type of
medicine I practiced in 1981, and it happened slowly. It wasn’t painful.
The types of operations I was doing in 2002, I would have never
dreamed [ was going to do in 1981. It is just part of the process. No one
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came to me and said you have got to do it this way, because it is better
quality, and you get patients out of the hospital faster. It was just it was
the right thing to do.

We had better start my time. [ was asked yesterday if I had any
additional question, and actually, I had an additional page of questions. I
have a page of questions that I am going to submit in writing, because
the 5 minutes does go very fast, and would ask for a response for that.

MR. GORDON. I do too.

MR. BURGESS. You probably could just comment on some of the
colloquy that was just going on. What about building on the work that
has already been done by a lot of the various quality organizations? I
know my TMF back in Texas has been working on this for some time. I
know the AMA has been working on it. Again, the sort of gentleman’s
agreement after the DRA last year. Do you have any thoughts on that?

DR. MCCLELLAN. That is exactly the right approach, and I can say
we have seen an acceleration, I think, over the past year, in leadership,
and in activity from many of those physician groups across a broad range
of specialties, the AMA, I mentioned the ACP and family practitioners
earlier, the Alliance for Specialty Medicine. Across the board, we are
seeing increasing activity, and developing and testing ideas.

I want to give a particular note of thanks to the Ambulatory care
Quality Alliance, or it is now just known as the AQA, which in just a
couple years, has taken these ideas to actually getting implementation.
We are doing six pilot programs that we are supporting around the
country now, that the AQA has led, that is resulting in quality
measurement, quality improvement efforts, quality reporting for
ambulatory care. It is going to lead to, I think, better quality care and
better information that doctors and patients can use to get the right care,
and it fits very well with some of the ideas in your new bill, Mr.
Chairman.

MR. BURGESS. Thank you, and again, Mr. Gordon referenced it, and
I was pleased and happy that he did, but it bears mentioning again. We
have talked about some things, that perhaps some other things besides
quality reporting that could help. Balanced billing was brought up,
balanced billing as it would pertain to those identified by the income
relating the Part B premiums as being at the upper end of the income
scale.

Additionally, liability reform, and like you, I believe there is
significant savings to be had. Whether it is pursuing what was worked so
well in Texas, with capping non-economic damages. We heard a panel
just the other day talk about a philosophy of early settlement, early offer.
I think we have to change some things at the National Practitioner Data
Bank aspect to get that done, but these are intriguing prospects, and I
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believe it was your study 10 years ago that showed just how much
money could be saved if the practice of defensive medicine could be
curtailed just a little bit, and make no mistake about it, defensive
medicine goes on every day.

DR. MCCLELLAN. Right.

MR. BURGESS. We are going to hear testimony in our second panel
from our friends at the Alliance of Medical Specialties, and in their
testimony, they talk about the fact that if doctors follow the quality
measures as outlined here, that CMS has provided for us, there may be a
shorter hospitalization. There may be an avoided hospitalization. There
may be a simpler surgery, rather than a more complicated surgery. So,
the savings that are available by following these quality measures, it is
hard to know where that savings has come from, and our good friends at
CBO were, in fact, unable to identify money that was saved from a
hospitalization that didn’t happen.

So, they raised the very valid point that because you have got the
funding silos in the Medicare program, the savings are occurring because
of the quality measures on the Part B program. How do you get the
money back into the Part B program to pay for the best doctors in the
world to practice the best medicine in the world on patients who are
arguably going to be our sickest and most complex, our seniors?

DR. MCCLELLAN. That is exactly the right question and the right
approach. We need to find a way to get past the silos to enable
physicians and their group practices to get better support when they take
steps that bring overall costs down. We are actually doing this now for
large physician groups. In our Physician Group Practice Demonstration
program, there are a number of clinical quality measures that are tracked,
along with the overall costs of care, Part A and Part B costs, for a
Medicare beneficiary that is getting their care through that multi-
specialty group. And when the group improves quality of care and
reduces the trend in healthcare costs, we share those savings back with
the group.

We are also doing a demonstration program now, under Section 646
of the Medicare Modernization Act, that enables multiple healthcare
organizations to come together and capture those savings, from taking
steps like investing in interoperable health IT, or better coordination of
care, better integration of care, to keep costs down. So, we are doing this
on a demonstration basis now. [ would like to see it happen more
nationally. One challenging area is the individual and the small group
practitioners, where you know, for a large multi-specialty group, you can
set up this system based on the overall costs of care; individual
practitioners, that is a little bit more challenging, but we are also doing
demonstration programs there.
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It is exactly the right question that this committee needs to answer, as
to how to make sure the savings that are achieved in overall care get
channeled back to support the physicians and the physician groups that
are making that happen.

MR. BURGESS. I appreciate that, and not necessarily rewarding the
multi-specialty group over the solo practitioner, or the one or two
physician offices.

DR. MCCLELLAN. Right.

MR. BURGESS. Thank you. We will now recognize the gentlelady
from California, Ms. Capps, for 5 minutes, for questions.

Ms. Capps. Thank you, Mr. Chairman, and thank you, Dr.
McClellan, for appearing yet another time.

DR. MCCLELLAN. Good to see you again.

Ms. CAPPS. 1 am concerned about the rush, as some of my
colleagues are, to implement a nationwide system linking payments to
reporting.

I want to talk about costs, because as we discussed in this first
segment of the hearing on Tuesday, we know our system of physician
reimbursement is in dire need of a change, and as you know, I associate
myself strongly with my colleague who spoke earlier, or questioned you
about a situation in Northern California, Central Coast, and other parts,
actually, 32 States have disparities in reimbursement. But don’t you
think we should first improve our basic fee for service payments before
we complicate it with reporting requirements? That is one sort of
rhetorical question.

And another. How are doctors expected to pay for expenses
associated with more in-depth reporting requirements, when we are
asking them to do that, on one hand, and on the other hand, cutting their
reimbursements. But more specifically, then I will allow you to answer,
how would you account for comorbidity, for example, when determining
reporting standards for specialists? And also, different risks exist for
patients in different regions of the country, different income levels. Will
that be compensated for as well?

DR. MCCLELLAN. Those are definitely issues that must be
addressed. I would connect your--

MsS. CAPPS. Have they been?

DR. MCCLELLAN. Well, let me go through your questions.

MS. CAPPS. Sure.

DR. MCCLELLAN. Your first question is, well, what about improved
payments, and if by improved payments, you mean increased payments, |
mean sure, you know, in an ideal world, we would be able to pay
physicians large amounts of money for everything that they do. The
problem is that is not reality. We are seeing rapid growth in Medicare
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costs, rapid increases in Part B premiums paid by beneficiaries, and if we
simply add more money into the payment systems, those payments are
going to go up even more.

With respect to your second question, about how can doctors pay for
this, well, that is why we are asking and working closely with physicians
and physician groups to identify ways in which they can deliver better
care at a lower cost. So, yes, it is some effort to report, but it is also a lot
of effort to report now, to go through all the Medicare paperwork, for lab
tests and other procedures that are billed low--

MS. CAPPS. And comorbidity?

DR. MCCLELLAN. With the work with the physician groups, we
want to get to measures that are clinically valid, and that means--

Ms. CAPPS. But we haven’t yet.

DR. MCCLELLAN. --for comorbidity. Well, the measures that have
been endorsed are measures that broad groups of physician experts are
saying do account for comorbidity. You are a health professional. You
know that the best place to look for what it is that we ought to be
supporting for healthcare--

MS. CAPPS. It is pretty complicated, though, right?

DR. MCCLELLAN. It is from the health professionals.

MS. CAPPS. And also, then, getting into different geographic levels,
different income levels, and so forth. There is a lot of differences around
the country. But I want to switch, I know there is never enough time, but
I want to focus the rest of my time with you on why we are doing this in
the beginning.

You ask patients why they seek out a doctor, especially as they get
older. They often rely on recommendations from their family, their
friends, or their health providers. Is there any reason to believe that
Medicare patients who are, by definition, either older or disabled are
going to spend time reviewing reporting results from physicians in order
to determine who they are going to make an appointment with? I mean,
that must be why we are getting at this.

And what about cases, and this is getting back to the previous topic,
so many areas of the country, the problem is not finding the right
physician. It is finding a physician who will take Medicare. I mean, so,
what are we going to do, well, how will you address this goal, linking
payments to reporting, with the fast disappearing number of providers
who will serve the Medicare population?

DR. MCCLELLAN. Well, I am very concerned about that, which is
why I think we need to get to a better--that are sustainable--

MS. CAPPS. How are we going to get to that through this legislation?

DR. MCCLELLAN. Well, that is what--that is the whole point, I think,
of the process that we are talking about here. Not expecting that we can
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make a massive change immediately on January 1, 2007, but recognizing
that if we don’t make some progress now, we are going to be facing both
higher costs and problems in access to care. The GAO did a recent study
showing that at this point, the vast majority of Medicare beneficiaries do
have access to providers, but that is no reason for us to step back.

We need to act now to improve the payment system, to get to a more
sustainable payment system as soon as we can. So, I think those are
important steps that we can take right now together to address this issue.

MS. CAPPS. I guess that begs me back to the first part. Aren’t we--

DR. MCCLELLAN. Sorry, you had a lot of questions there, and I am
trying to answer all of them.

MsS. CAPPS. 1 did, and I know there is just never enough time. It
seems to me that we should focus on one beginning, and with this goal,
we are putting the cart before the horse in so many ways, because we are
back to the same point. If they are not being compensated, reimbursed
adequately, they are not even able to make the expenses of a Medicare
provider, why is this going to help them to stay in business?

DR. MCCLELLAN. Because when I talk to many of these doctors,
they are saying they are being compensated for the wrong things. We
will pay them more when they order a duplicative lab test, or when their
patient has a preventable complication.

MS. CAPPS. Is this bill, is this going to get at that?

DR. MCCLELLAN. It does, by asking doctors and working with
physician groups to identify what it is that we want in our healthcare
system that we are not getting today. There are many examples why we
have the best healthcare system in the world. There are many examples
where it is falling short, where we are seeing big variations in the use of
many procedures without any consequences for patient health, where we
are seeing many examples of where early intervention, more prevention
oriented care, could keep people well, keep them out of the hospital.

The measures that are in development are all focused on evidence-
based steps, identified by health professionals, that can lead to better
quality care and lower costs, so that we can take down the pressure right
now that we are facing on Medicare’s payment system, and on
beneficiary premiums, by getting to better care. We can get people
healthier the same time as we are getting costs down. Our payment
system today does not do that. It creates a lot of paperwork and a lot of
frustration and barriers to healthcare professionals delivering the best
care at the lowest cost.

MS. CAPPS. With your last statement I totally agree. I guess I would
differ on--

MR. BURGESS. The gentlelady’s time--

MS. CAPPS. --on ways to get there.
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DR. MCCLELLAN. Well, we need to get there.

MR. BURGESS. --has expired, and we are going to recognize the
gentleman from Maine for 5 minutes for questions. Mr. Allen.

MR. ALLEN. This is one of those microphones that just doesn’t
move. [ thank the gentleman for the hearing. And Dr. McClellan, a
couple of questions.

My understanding is every 5 years, the AMA has a Relative Value
Update Committee that evaluates the work values assigned to many of
the procedures codes that physicians use and are billed under Medicare.

DR. MCCLELLAN. That is correct.

MR. ALLEN. That is made up from experts from a variety of
different specialties, and they are charged with making
recommendations.

DR. MCCLELLAN. Right.

MR. ALLEN. I understand there is an unusual situation that has
developed with CMS, as a result of this, or in accordance with this 5-year
review of the physician payment rule. My understanding is that
according to the CMS-proposed rule, there will now be more work value
in a three artery heart bypass surgery than in a four artery procedure, and
I don’t quite understand how removing an extra artery from a leg or
wherever, and how that winds up being less work than the other one.

In addition, a heart transplant has always been considered the most
difficult medical procedure, but not any more. Now, there are seven
procedures, I understand, upon the proposed codes, that are more
difficult than transplanting a human heart. So, since the RUC, the
AMA’s committee, are experts at valuing physician work, and the CMS
is not, the CMS has traditionally accepted, my understanding, 95 percent
of their recommendations, but this year, when it comes to values for
heart and lung surgery, CMS rejected 98 percent of the
recommendations. Can you help me? Can you explain what is going
on?

DR. MCCLELLAN. I am not sure the numbers are right, and I would
be happy to get back to you with the specific details. The RVU
committee this year made some very important and actually, very
significant reform recommendations that have the effect of putting a lot
more value on spending time with patients, evaluating the patient,
explaining to the patient their options, counseling them about what they
need to do, which I think is a very important step. We are not paying
enough to surgeons or any other doctor today for getting patients
involved in their care, making sure they understand what to expect, and
they will get better outcomes and fewer complications as a result of that
very valuable physician time.
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That is the overall thrust of the recommendations this year, which we
fully support. We did put this proposal out for comment. I think we
followed probably 95 percent of the recommendations of the RVU
committee again, just as we have in the past. If there are some specific
areas where we can do better, that is why we have it out for comment
now.

So, I look forward to going over the details with you.

MR. ALLEN. Well, I will give you a chart. This is something that
you can’t really see from where you are, but essentially, it shows that
virtually all of the recommendations, with respect to codes, virtually,
with almost all of the RUC-recommended proposals, CMS is well below.
But--

DR. MCCLELLAN. For cardiothoracic surgery in particular?

MR. ALLEN. Yes.

DR. MCCLELLAN. Okay. Well, we--

MR. ALLEN. Adult cardiac and general thoracic surgery.

DR. MCCLELLAN. Okay. We want to get it right.

MR. ALLEN. And I will provide this to you.

DR. MCCLELLAN. Okay. Thank you.

MR. ALLEN. Second question. Many of the pay-for-performance or
value purchasing initiatives to date focus on groups of doctors, and in
Maine, and lots of places around the country, we still have solo
practitioners, believe it or not, in rural areas. And so, a group practice-
based pay-for-performance strategy may not work for those people.

Many practitioners still use paper claims, making reporting of
measures more difficult, and they need funding to do the transition. So,
could you comment on how we can ensure that rural and solo
practitioners are not going to be penalized in a pay-for-performance
system, and in particular, what if anything CMS is doing with respect to
that?

DR. MCCLELLAN. Well, of course, we have been focusing on
reporting that can work for rural doctors who do not have electronic
records, and are in solo practice. We need to find an approach that is
feasible for them, and I am very pleased that many of the participants in
our voluntary reporting program are from solo or small practices, and are
giving us some firsthand opportunities to make sure that we have a
reporting system that can work for doctors in exactly those
circumstances.

These reports are based off of claims filing systems that the rural
doctors are already used to. That is how they bill Medicare today, so that
is where we want to start. We are also looking at pilot programs for
paying more for quality in these settings. We want to pilot this first, in
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addition to the quality reporting, to enable the small practitioners to fully
participate as well.

So, just as we have gone in a gradual process, from reporting to
moving towards performance-based payments for hospitals, physicians
are behind that, and there are definitely some special challenges for the
rural doctors, but that is why we are working with them now on
voluntary reporting and on pilot programs for these payment reforms.

MR. ALLEN. Thank you. My time is really almost up. I just want to
pose one problem. The work is going forward to move forward with
pay-for-performance, but you recognize that not all specialties have the
right criteria, and so, there is an issue here, I think, about how you move
forward with a system when perhaps not all specialties are going to be
part of that system, and whether those who haven’t will be penalized in
some way, and--

DR. MCCLELLAN. Well, if I could just briefly respond, we have seen
a lot of progress in recent months, from a broad range of specialties at
this point, 34 medical specialties, accounting for over 90 percent of
Medicare spending, have developed measures that are going through this
consensus process, that we talked about before.

So, we are seeing some very broad participation, and we want to help
every specialty along. We are going to keep doing all we can to make
sure that we are doing as much as we can for every specialty, to improve
quality and keep costs down.

MR. BURGESS. The gentleman’s time has expired. The gentleman
from Illinois, Mr. Rush, is recognized for 5 minutes for questions.

MR. RUSH. Thank you, Mr. Chairman. Dr. McClellan, I want to ask
you for your indulgence, because I want to move quickly from Medicare
to Medicaid. It is an extremely important issue in my district and in my
State.

Dr. McClellan, it is my understanding that the Administration is now
crafting rules that will severely restrict Medicaid funding to government
providers, and in Illinois, in Cook County, there is a heavy user--Illinois
and Cook County are heavy users of the IGTs, and this money is being
used to provide low-income healthcare services to all of our citizens, and
last year, the Administration’s budget assumed that these changes to
Medicaid financing had to come from Congress, and Congress rejected
IGT and other Medicaid changes in the DRA, the Deficit Reduction Act.

I have two questions. What exactly is the Administration proposing
with these rule changes in Medicaid, and secondly, why do you not seek
Congressional authority?

DR. MCCLELLAN. Well, we wouldn’t propose anything in regulation
where we don’t think we already have the regulatory authority. In fact,
under the Medicaid statute, we are required by law to make sure that the
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dollars spent on the Federal Medicaid program are going to pay for
patient care, necessary services, and that they are matched by State or
locally contributed dollars through intergovernmental transfers, and any
regulation that we put out would be absolutely consistent with this
statutory requirement of the Medicare program. There are many uses of
IGTs in this country that are, as you point, contributing importantly to
the quality for Medicaid beneficiaries, and any such legitimate 1GTs
would not be affected by any of these regulations at all.

At the same time, as Medicaid costs have increased rapidly in the last
few years, we have seen more use by more States of what are called
recycling methods, where IGT dollars are really, at least in part, Federal
dollars that are recycled back through, that get away from the
requirements of the Medicaid statute, that the State has to put up
matching funds.

So, to make sure that we are addressing this effectively, and to make
sure that we are promoting more use of Medicaid dollars for improving
patient care, we will have proposed regulations in this area. There will
be a full opportunity for public comment on that, to make sure we are
getting it right.

Again, what we have seen over the last few years is that when we
work together with the State, we can often get more for the dollars that
we are spending. Massachusetts just yesterday got a waiver approved
that is taking a lot of dollars, including some that involved IGTs or
institutional care contributions and so forth, and are now directing it to
providing more affordable insurance for potentially everyone in the
State.

So, that is the goal that we have, is to make sure that Medicaid
dollars are going to their intended purpose, which is, as you said, to serve
very vulnerable populations, and that we are using those dollars as
effectively as possible, and we will look forward to discussing any
regulations we propose with you, to make sure that we are implementing
them effectively.

MR. RUSH. Well, last year, didn’t the President’s budget assume
IGT reform needed Congressional approval?

DR. MCCLELLAN. The President’s budget had some proposals for a
range of IGT reforms which might need Congressional approval. Again,
we would not propose any reforms that we don’t have the statutory
authority, in fact, the statutory mandate to implement. The reforms
proposed in our budget represent less than 0.5 percent of State spending,
and represent only a fraction of the increase in spending that we have
seen over the last few years.

And again, | am convinced, having worked with a lot of States to
take a look at where their money is going, and many times, States don’t
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know what they are getting for a lot of these IGTs or institution-based
payments. As they look more closely, we can find ways to use those
dollars better, to get more people into good health insurance, just as we
have done in Massachusetts, we have done in Arkansas, we have done in
many other States, and I want to work to address your concerns in
linois as well.

MR. RUSH. Okay. Let me just give you an example. The
Administration’s proposal to cut hospitals under Medicaid, which is pay
no more than cost, was considered under the DRA and rejected. Is that
right? And why do you think you should now move forward with a
proposal that Congress rejected last year?

DR. MCCLELLAN. I think you will find that the proposal that, to the
extent we move forward with these proposals, they are going to be
different from some of the ideas under consideration last year, and they
are going to reflect steps that we need to take in order to make sure that
the Medicaid dollars are spent according to the statute.

MR. RUSH. So, you don’t see any provision, or any move in the near
future to get Congressional approval?

DR. MCCLELLAN. I am sure, Congressman, that we are going to
have a lot of ongoing discussions. We already have, with the letters that
you mentioned earlier. We will be responding to those. Around any
regulations we propose, I am sure there will be many comments on those,
so there will be plenty of opportunity to make sure that we are doing
things that are within the statutory mandate. In fact, I think we are
compelled to do many of these steps to make sure that the Medicaid
dollars go to their intended purposes, and that they are having the biggest
impact possible on actually improving care for Medicaid beneficiaries.

MR. RUSH. Well, I know that my entire caucus, the Democratic
caucus, has sent you a letter--

DR. MCCLELLAN. Yes.

MR. RUSH. When do you think we will see these proposed
regulations, and--

DR. MCCLELLAN. As--

MR. BURGESS. Last question.

DR. MCCLELLAN. Quick answer, as soon as we can make sure we
are doing them right, and--

MR. BURGESS. There you go.

DR. MCCLELLAN. --take account of some of the concerns raised.

MR. BURGESS. The gentleman’s time--

MR. RUSH. Thank you, Mr. Chairman, for all your indulgence.

MR. BURGESS. --has expired.
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This committee will stand in recess, subject to the call of the chair. 1
do want to thank Dr. McClellan, once again, for being here and being
with us.

DR. MCCLELLAN. Thank you.

MR. BURGESS. I do believe we could solve this problem. The only
thing that stands in our way is a political wall, and we will have the
second panel after the reconvening of the committee.

[Recess]

MR. FERGUSON. We will now get started with our second panel of
today’s portion of the hearing. I will introduce each of the panelists, and
then invite Dr. Wilson to begin, and we will go this way.

But we have for our second panel, Dr. John Brush, from the
American College of Cardiology; Dr. Marilyn Heine, from the Alliance
of Specialty Medicine; Dr. Lynne Kirk, on behalf of the American
College of Physicians; Dr. Paul Martin, on behalf of the American
Osteopathic Association; Dr. Frank Opelka, on behalf of the American
College of Surgeons; Dr. Deborah Schrag, who is the Past Chair of the
Health Services Committee at the American Society of Clinical
Oncology; Dr. Jeffrey Rich, on behalf of the Society of Thoracic
Surgeons; and Dr. Cecil Wilson, who is Chair of the Board of Trustees of
the American Medical Association.

Welcome to you all. We appreciate your patience and your
understanding with this crazy schedule that we live, but we are delighted
that you are here. We appreciate your making yourselves available
today.

Dr. Wilson, will you please begin. We have your testimony. It has
been made a part of the record. We would ask you to summarize your
testimony in 5 minutes.

STATEMENTS OF DR. CECIL B. WILSON, CHAIR, BOARD OF
TRUSTEES, AMERICAN MEDICAL ASSOCIATION; DR.
MARILYN J. HEINE, ON BEHALF OF ALLIANCE OF
SPECIALTY MEDICINE; DR. JEFFREY B. RICH, MID-
ATLANTIC CARDIOTHORACIC SURGEONS, ON BEHALF
OF SOCIETY OF THORACIC SURGEONS; DR. FRANK
OPELKA, ASSOCIATE DEAN OF HEALTHCARE QUALITY
AND MANAGEMENT, LSU HEALTH SCIENCES CENTER
DEAN’S OFFICE, ON BEHALF OF AMERICAN COLLEGE
OF SURGEONS:; DR. LYNNE M. KIRK, ASSOCIATE DEAN
FOR GRADUATE MEDICAL EDUCATION, UNIVERSITY
OF TEXAS SOUTHWESTERN MEDICAL SCHOOL, ON
BEHALF OF AMERICAN COLLEGE OF PHYSICIANS; DR.
DEBORAH SCHRAG, PAST CHAIR, HEALTH SERVICES
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COMMITTEE, AMERICAN SOCIETY OF CLINICAL
ONCOLOGY; DR. JOHN E. BRUSH, ON BEHALF OF
AMERICAN COLLEGE OF CARDIOLOGY; AND DR. PAUL
A. MARTIN, CHIEF EXECUTIVE OFFICER AND
PRESIDENT, PROVIDENCE MEDICAL GROUP, INC. AND
PROVIDENCE HEALTH PARTNERS, LLC, ON BEHALF OF
AMERICAN OSTEOPATHIC ASSOCIATION

DR. WILSON. Well, thank you, Mr. Chairman. My name is Cecil
Wilson. I am Chair of the Board of Trustees of the American Medical
Association, and I am also an internist from Winter Park, Florida.

The AMA commends you, Mr. Chairman, and members of the
subcommittee, for your leadership in addressing the flawed Medicare
payment system, in order to assure access and quality of care for
Medicare patients. We also thank Dr. Burgess, for making an important
step toward replacing the flawed SGR through introduction of House bill
5866.

The Medicare physician payment system is broken. The Medicare
trustees project physician pay cuts totaling 37 percent from 2007 through
2015. These cuts will follow 5 years of payment updates that have not
kept up with practice cost increases, and as the overhead shows, payment
rates in 2006 are about the same as in 2001.

In building a new physician payment system, Congress and
policymakers envision physician investment in health information
technology, and participation in quality improvement programs as a
means to continue the hallmark of Medicare, access to the highest quality
of care. However, physician payment updates that accurately reflect
increases in medical practice costs are vital for the significant financial
investment required for health information technology and quality
improvement.

We urge the subcommittee to ensure that Congress acts before the
October target adjournment date to avert the 5 percent cut to 2007, set
the update at 2.8 percent, as recommended by MedPAC, and replace the
SGR with a system that adequately keeps pace with increases in practice
costs. This will give physicians the needed tools to continue advancing
quality care for Medicare payments.

Quality improvement has long been a priority for the AMA and our
physician members. In 2000, we convened the Physician Consortium for
Performance Improvement.  The Consortium will help develop
approximately 150 measures by the end of 2006. This includes measures
for conditions that account for the vast majority of Medicare spending.

In addition, the AMA has developed CPT II codes for all Consortium
measures, along with a process to expedite approval of these codes as
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measures are completed. These measures and codes can be used in the
development of a Medicare quality reporting program.

Physicians, however, must have confidence that a reporting program
will meet its quality improvement goals. Therefore, we urge adherence
to several key principles. First, all performance measures must be
developed through the consortium endorsed by the National Quality
Forum, and implemented through the Ambulatory Quality Alliance, to
ensure that a uniform set of measures is used by all parties. Second, a
reporting program must offset physicians’ administrative costs in
reporting quality data. And finally, it is critical that Congress recognize
that a quality improvement program is incompatible with the use of SGR.

Quality improvements may save dollars for the Medicare program as
a whole by avoiding costly Part A hospitalizations and readmissions.
The dilemma is that this will increase Part B spending, and this concept
conflicts with the SGR, which penalizes physicians with pay cuts for Part
B spending increases. In addition, several of the Medicare payment
policy changes set for 2007 will result in further cuts for many individual
physician services. A 2006 AMA survey shows that steep cuts will
impair access for Medicare, as well as TRICARE patients, who already
have access difficulties.

And further, as the overhead shows, more than 35 States will lose
over $1 billion each by 2015. Florida and California will each lose
almost $300 million in 2007, and more than $17 billion from 2007
through 2015. Texas will lose $13 billion, New Jersey almost $8 billion,
Ohio more than $7 billion, and Georgia, about $5 billion over this time
period. We urge this subcommittee to avoid the serious consequences
for patients that will occur if the cuts take effect.

We look forward to working with the subcommittee and CMS to
ensure a positive 2.8 percent update in 2007, achieve a long-term
payment solution that will support investment in health information
technology and participation in quality improvement programs, and
ensure access to the highest quality of care for our Medicare patients.

And Mr. Chairman, I thank you for the opportunity of being here,
and look forward to the question period.

[The prepared statement of Dr. Cecil B. Wilson follows:]

PREPARED STATEMENT OF DR. CECIL B. WILSON, CHAIR, BOARD OF TRUSTEES, AMERICAN
MEDICAL ASSOCIATION

The American Medical Association (AMA) appreciates the opportunity to provide
our views regarding “Medicare Physician Payment: How to Build a Payment System that
Provides Quality, Efficient Care for Medicare Beneficiaries.” We commend you, Mr.
Chairman, and Members of the Subcommittee, for all your hard work and leadership in
recognizing the fundamental need to address the fatally flawed Medicare physician
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payment update formula, called the sustainable growth rate, or SGR, and enhance quality
of care for our nation’s senior and disabled patients.

The AMA was founded in 1847 to advance quality of care and that goal remains
paramount to the AMA and its physician members. Over the last 158 years, AMA efforts
have strengthened medical licensure requirements, reformed medical training programs,
and provided oversight for continuing medical education activities.

To further advance quality improvement, the AMA also convened the Physician
Consortium for Performance Improvement (the Consortium) in 2000, well in advance of
the current quality improvement environment that has since emerged across various
sectors of the health care industry. The Consortium currently is working to meet its
commitments to Congress and the Centers for Medicare and Medicaid Services (CMS) in
furtherance of the development of physician performance measures, as discussed below.
These efforts will assist Congress and CMS in advancing their goal of a physician
payment system that delivers the highest quality of care to patients using health
information technology (HIT) and quality improvement initiatives.

It is important to recognize, however, that the current Medicare physician payment
update formula cannot coexist with a payment system that rewards improvement in
quality. Quality improvements are aimed largely at eliminating gaps in care and are far
more likely to increase rather than decrease utilization of physician services. In fact, data
from the Medicare Payment Advisory Commission (MedPAC) suggest that some part of
the recent growth in Medicare spending on physicians’ services is associated with
improved quality of care. Under the SGR, however, physicians are penalized for this
growth with annual cuts in Medicare payments. While Congress has intervened to avert
these cuts in 2003 through 2006, it has done so by delaying cuts and pushing the problem
into the future rather than adding more funds to the system. As a result, the gap between
actual and allowed spending under the SGR has mushroomed to nearly $50 billion, half
of which is attributable to the temporary “fixes” that were made in each of the last four
years.

The Administration has often made the point that “it supports reforms in physician
payment that provide better support for increasing quality and reducing overall health
care costs, without adding to Medicare expenditures.” It is difficult to see how
structuring payments to reward quality could possibly eliminate the enormous SGR
deficit that is triggering nine consecutive years of 5% physician pay cuts. Positive annual
physician payment updates, that accurately reflect increases in physicians’ practice costs,
are vital for encouraging and supporting the significant financial investment required for
HIT and participation in quality improvement programs. Currently, due to the SGR, the
Medicare Trustees are forecasting payment cuts totaling 37% from 2007 through 2015.

We urge the Subcommittee to ensure that Congress acts this year before the
October adjournment target date to: (i) avert the 5% cut for 2007 and enact a 2.8%
physician payment update, as recommended by the Medicare Payment Advisory
Commission (MedPAC); and (ii) repeal the SGR physician payment system and
replace it with a system that adequately keeps pace with increases in medical
practice costs. We emphasize to Congress that every time action to repeal the SGR
is postponed, the cost of the next legislative fix, whether a short-term or long-term
solution, becomes significantly higher and increases the risk of a complete meltdown
in Medicare patients’ access to care.

ADVANCES IN QUALITY IMPROVEMENT
In 2000, the AMA convened the Physician Consortium for Performance
Improvement for the development of performance measurements and related quality
activities. The Consortium brings together physician and quality experts from 70+
national medical specialty societies and almost 20 state medical societies, as well as
representatives from the Centers for Medicare and Medicaid Services, the Agency for
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Healthcare Research and Quality (AHRQ), and the Consumer-Purchaser Disclosure
Project. The Joint Commission on Accreditation of Healthcare Organizations and the
National Committee for Quality Assurance (NCQA) are also liaison members.

The Consortium has become the leading physician-sponsored initiative in the
country in developing physician-level performance measures. CMS is now using the
measures developed by the Consortium in its large group practice demonstration project
on pay-for-performance, and plans to use them in demonstration projects authorized by
the MMA. Further, the Consortium has been working with Congress to improve quality
measurement efforts, as well as with CMS to ensure that the measures and reporting
mechanisms that could form the basis of a voluntary reporting program for physicians
reflect the collaborative work already undertaken by the AMA, CMS, and the rest of the
physician community. To achieve our mutual quality improvement goals, the AMA has
taken the following steps:

e The AMA has allocated significant additional resources to accelerate the
development of physician performance measures. We are in the process of
doubling the staff dedicated to performance measure development, which is
allowing us to significantly accelerate the work of the Consortium. By the end
of 2006, the Consortium plans to have developed at least 140 physician
performance measures.

e To date, the Consortium has developed 98 measures covering 17 clinical
conditions, and an additional 52 measures have been drafted and are moving
through the Consortium approval process. They are expected to be completed
by the end of this year.

e  Consortium measures developed to date account for conditions covering a
substantial portion of Medicare spending. For example, according to the
Congressional Budget Office, 85% of Medicare spending is “strongly linked” to
high-cost beneficiaries with chronic conditions like coronary artery disease,
chronic obstructive pulmonary disease, congestive heart failure and diabetes.
Completed Consortium measures address these four conditions.

e The AMA’s Current Procedural Terminology (CPT) Editorial Panel has also
put in place an expedited process for developing and approving CPT II codes.
Use of CPT II will allow physicians to submit quality data to CMS on the claim
form for the particular service furnished to the patient, and many stakeholders
believe this is a better alternative than the proposed G codes developed by CMS
for reporting quality data. The AMA has developed and approved CPT II codes
for all completed measures, and will continue to fast-track approval of these
codes as additional measures are developed.

e  The AMA/Consortium is continuing to accelerate the development of measures
and is working through the National Quality Forum (NQF) for endorsement and
Ambulatory Care Quality Alliance (AQA) for implementation to ensure that a
uniform set of measures is used by all parties.

e The AMA is continuing to expand educational activities for our member
physicians on incorporating quality measurement and improvement in their
practices.

As the AMA continues in our ongoing efforts to enhance quality improvement, we
strongly urge federal policymakers to ensure the development of a quality reporting
program that physicians are confident will improve quality of care. To maximize such
physician confidence, certain principles are paramount. First, performance measures
should be developed through a transparent and consistent process through the
Consortium. They should then be reviewed and endorsed by the NQF and implemented
in a uniform manner across all payers and other entities through the Ambulatory Care
Quality Alliance AQA. The AMA believes it is critical for CMS to work through these
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existing multi-stakeholder groups to pursue its quality roadmap. CMS already
participates in these groups as well. Without input and buy-in from physicians, patients,
private sector purchasers and health plans, establishing successful quality improvement
initiatives will be extremely difficult.

Second, the selection of performance measures must be governed by certain tenets:
(i) measures should be developed for areas of medical care where there is the greatest
need for quality improvement; (ii) there should be evidence showing that a measure is
meaningful, i.e., that following the guidelines specified by the measure will actually
improve quality of care; (iii) measures should be developed for medical conditions that
have a high cost for the health care system; and (iv) measures should cut across as many
specialties as possible, with uniformity across all specialties that treat that same medical
condition.

In developing physician measures, it is critical to recognize the complexities
involved in developing and selecting performance measures for the physician
community, as compared to other types of health care providers, such as hospitals. It is
extremely difficult to develop measures that apply to many or all physicians because
there are so many different types of medical specialties that treat multiple medical
conditions. Hospitals and other health care institutions, by comparison, are more
homogenous and thus it is easier to develop measures that apply to most or all hospitals.

Third, the primary factor in creating physician confidence in a reporting program is a
Medicare physician payment system that adequately reflects increases in medical practice
costs, as well as one that offsets physicians’ costs incurred in reporting quality data. As
noted above, the SGR and a system that rewards quality improvement are incompatible.
Quality improvements are expected to encourage more preventive care, better
management of chronic conditions, lower rates of hospital-acquired infections and fewer
complications of surgery. While such results would reduce spending for hospital services
covered by Part A of Medicare, they do so by increasing spending for the Medicare Part
B physicians’ services that are included in the SGR, and thus cannot compensate for the
$50 billion deficit that has already accumulated in the SGR.

The majority of performance measures, such as those focused on prevention and
chronic disease management, ask physicians to deliver more care. This conclusion is
consistent with a long-term national study (The Rewarding Results Project) by the
Leapfrog Group, including seven experimental projects designed to test a variety of pay-
for-performance models. The study showed significant increases in physician visits for
many services. MedPAC also evaluated the impact on quality of care with regard to 38
quality measures for ambulatory care. Initial results show that the number of patients
receiving appropriate care increased for 20 of the 38 measures and remained the same for
most others. Significantly, the study also found that for several measures, increases in
the use of physician services was associated with declines in potentially avoidable
hospitalizations.

More physician services means increased Medicare spending on physician services.
The SGR imposes an arbitrary target on Medicare physician spending and results in
physician pay cuts when physician spending exceeds the target. Thus, more physician
services under a quality reporting program will result in more physician pay cuts.

Further, pay-for-performance programs depend on greater physician adoption of
information technology, which was indicated by the Leapfrog study, at great cost to
physician practices. A study by Robert H. Miller and others found that initial electronic
health record costs were approximately $44,000 per full-time equivalent (FTE) provider
per year, and ongoing costs were about $8,500 per FTE provider per year. (Health
Affairs, September/October, 2005). Initial costs for 12 of the 14 solo or small practices
surveyed ranged from $37,056 to $63,600 per FTE provider. Unless physicians receive
positive payment updates, these HIT investments will not be possible. In fact, a 2006
AMA survey shows that if the projected nine years of cuts take effect, 73% of responding
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physicians will defer purchase of new medical equipment, and 65% will defer purchase
of new information technology. Even with just one year of cuts, half of the physicians
surveyed will defer purchases of information technology.

Because of the potentially significant administrative costs to physicians in
reporting the quality data, we urge the Subcommittee to ensure that any quality
reporting program are premised on: (i) positive Medicare payment updates that
reflect increases in physicians’ practice costs; and (ii) additional payments to
physicians for reporting quality data.

The AMA looks forward to continuing our work on quality improvement with
Congress and CMS. Working together, the Administration, Congress, and the physician
community can strengthen the Medicare program by maximizing quality of care, as well
as establishing a stable physician payment system, with adequate, positive updates that
preserve Medicare patient access to their physician of choice.

CONGRESSIONAL ACTION IS NEEDED THIS YEAR
TO HALT PHYSICIAN PAYMENT CUTS

The AMA is grateful to the Subcommittee and Congress for taking action to
forestall steep Medicare physician payment cuts in each of the last four years. Yet, a
crisis still looms, and, in fact, is getting worse. Congress must act this year, before the
October target adjournment date, to avert the almost 5% physician pay cut that is
projected for January 1, 2007, along with a total of 37% in cuts from 2007 through
2015.

These cuts will occur as medical practice costs, even by the government’s own
conservative estimate, are expected to rise by 22%. They follow five years of payment
updates that have not kept up with practice cost increases. As the chart below illustrates,
payment rates in 2006 are about the same as they were in 2001. In fact, data in a recent
proposed rule impacting physician payments indicate that Medicare now covers only
two-thirds of the labor, supply and equipment costs that go into each service.
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There is widespread consensus that the SGR formula needs to be replaced: (i) there
is bipartisan recognition in this Subcommittee and Congress that the SGR, with its
projected physician pay cuts, must be replaced with a formula that reflects increases in
practice costs; (i) MedPAC has recommended that the SGR be replaced with a system
that reflects increases in practice costs, as well as a 2.8% payment update for 2007; (iii)
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CMS Administrator McClellan has stated that the current physician payment system is
“not sustainable;” and (iv) the Military Officers Association of America (MOAA) has
stated that payment cuts under the SGR would significantly damage military
beneficiaries’ access to care under TRICARE, which will have long-term retention and
readiness consequences.

Only physicians and other health professionals face such steep cuts. Other providers
have been receiving updates that fully keep pace with their costs (and will continue to do
so under current law). In 2006, for example, updates for other providers were as follows:
3.7% for hospitals, 3.1% for nursing homes, and 4.8% for Medicare Advantage (MA)
plans (which are already paid at an average of 111% of fee-for-service costs). In
addition, CMS announced earlier this year a 7.1% update for MA plans for 2007, which
is used to develop a benchmark against which MA plans submit bids (for providing Part
A and B benefits to enrollees). Using this as a benchmark, CMS expects an average MA
update of 4% in 2007, with some plans still receiving up to 7.1%.

Physicians and other health care professionals (whose payment rates are tied to the
physician fee schedule) must have payment equity with these other providers. Physicians
are the foundation for our nation’s health care system, and thus a stable payment
environment for their services is critical.

THE MEDICARE SUSTAINABLE GROWTH RATE FORMULA
Fundamental Flaws with the SGR

The projected physician pay cuts are due to the SGR formula, which has two

fundamental problems:

1. Payment updates under the SGR formula are tied to the growth in the gross
domestic product, which does not factor in patient health care needs,
technological advances or physician practice costs; and

2. Physicians are penalized with pay cuts when Medicare spending on physicians’
services exceeds the SGR spending target, yet, the SGR is not adjusted to take
into account many factors beyond physicians’ control, including government
policies and other factors, that although beneficial for patients, increase
Medicare spending on physicians’ services.

Because of these fundamental defects, the SGR led to a 5.4% cut in 2002, and
additional reductions in 2003 through 2006 were averted only after Congress intervened
and replaced projected steep negative updates with positive updates of 1.6% in 2003,
1.5% in each of 2004 and 2005, and a freeze in 2006. We appreciate these short-term
reprieves, yet, even with this intervention, the average Medicare physician payment
updates during these years were less than half of the rate of inflation of medical practice
costs.

Now physicians are facing nine additional years of cuts. The vast majority of
physician practices are small businesses, and the steep losses that are yielded by what is
ironically called the “sustainable growth rate,” would be unsustainable for any business,
especially small businesses such as physician office practices.

Increases in Volume of Services

Some have argued that the SGR formula is needed to restrain the growth of
Medicare physicians’ services. The AMA disagrees.

Spending targets, such as the SGR, cannot achieve their goal of restraining volume
growth by discouraging inappropriate care. Spending target systems are based on the
fallacious premise that physicians alone can control the utilization of health care services,
while ignoring patient demand, government policies, technological advances, epidemics,
disasters and the many other contributors to volume growth. In addition, expenditure
targets do not provide an incentive at an individual physician level to control spending,
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nor do they distinguish between appropriate and inappropriate growth. At a recent
hearing before this Subcommittee concerning Medicare imaging cuts, CMS officials
argued that recent rapid increases in the use of imaging service raises questions about
whether such growth is appropriate, but CMS did not provide the Subcommittee with any
evidence of inappropriate growth.

Further, volume growth has continued at a relatively constant rate despite the SGR,
and any assumption that this growth is inappropriate ignores the fact that spending on
physician services is growing for a number of legitimate reasons. The number of elderly
Americans is increasing and more of them suffer from obesity, diabetes, kidney failure,
heart disease, and other serious chronic conditions. In addition, last year, Medicare
officials announced that spending on Part A services was decreasing. This suggests that,
as technological innovations advance, services are shifting from Part A to Part B, leading
to appropriate volume growth on the Part B side. In fact, new technology and drugs have
made it possible to treat more people for more diseases and provide this treatment in
physicians’ offices rather than in more expensive hospital settings. Quality improvement
initiatives in providing medical services have also reached out to more beneficiaries,
which, in turn, has increased volume. This has led to fewer hospital admissions, shorter
lengths of stay, longer life spans with better quality of life, and fewer restrictions in
activities of daily living among the elderly and disabled. One of the more interesting
findings in MedPAC’s 2006 Report to Congress is that, based on its 38 quality tracking
measures, more Medicare beneficiaries received necessary services in 2004 than in 2002
and potentially avoidable hospitalizations declined as well.

The foregoing suggests that a number of factors drive appropriate volume growth
and that spending on physicians’ services is a good investment. In fact, the government
recently reported that U.S. life expectancy reached a record high of 77.9 years. In
addition, the National Center for Health Statistics reported that there were 50,000 fewer
U.S. deaths in 2004, the biggest single-year drop in mortality since the 1930s. Despite
the aging of the population and growing rates of obesity, reductions in deaths due to heart
disease, cancer and stroke accounted for most of the improvement.

We urge Congress, in developing a new physician payment system, to ensure that
the first priority is to meet the health care needs of our elderly and disabled patients, as
well as avoid a system that forestalls the major improvements in medical care and quality
of care described above. To achieve this goal, Congress and policymakers should not
impose spending targets that effectively penalize all physicians for volume growth —
whether appropriate or inappropriate. Rather, if there is a problem with inappropriate
volume growth regarding a particular type of medical service, Congress and CMS
should address it through targeted actions that deal with the source of the increase.
This would give Congress more control over the process than exists under the
current system.

COMPOUNDING FACTORS TO THE SGR IN 2007

In addition to the 2007 physician cuts, due to the flawed SGR, other Medicare
physician payment policy changes will take effect on January 1, 2007, and will have a
significant impact on a large number of physicians. These include: (i) expiration of the
MMA provision that increased payments in 58 of the 89 Medicare payment localities;
and (ii) recent CMS proposals that will change both the “work™ and “practice expense”
relative values, each of which are components in calculating Medicare physician
payments for each individual medical service. These changes, many of which were
supported by the AMA, will mitigate the impact of the SGR cuts for some specialties.
However, a required budget neutrality adjustment could lead to cuts of 5% or more for
other physicians’ services, and we are concerned that the combined impact of the SGR
cut with these budget neutrality adjustments could jeopardize the financial viability of
some practices.
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The AMA is also concerned about cuts in imaging services furnished in physicians’
offices, as mandated by the DRA, which are scheduled to be implemented beginning
January 1, 2007. These imaging cuts will exacerbate the looming Medicare payment
crisis, and the AMA requests that these cuts be repealed or delayed in accordance with
AMA policy adopted by our House of Delegates in June 2006.

The Medicare physician payment system has a multitude of moving parts. We urge
the Subcommittee to recognize that, for many physicians, these foregoing factors will
compound the 2007 physician pay cuts due to the SGR and, taken together, these cuts
will substantially deter the existing momentum in the physician community to move in
the direction of adopting HIT and making the financial investment necessary to
participate in quality improvement programs. Congress must provide physicians’ with an
adequate payment system that supports Congress’ goal of an HIT- and quality
improvement-based system.

It is also important to recognize that despite all the different factors that will
affect Medicare physician payment rates in 2007, physicians are united in their view
that the most important problem that Congress needs to address is the 5% pay cut
scheduled to take effect January 1, 2007. This cut will reduce payments for all
specialties and all payment localities, and action by Congress to replace this 5% cut
with a positive 2.8% update for 2007 will help physicians in every state and
specialty.

ACCESS PROBLEMS FOR MEDICARE BENEFICIARIES UNDER
THE CURRENT MEDICARE SGR PHYSICIAN PAYMENT FORMULA
AMA Survey Shows Patient Access Will Significantly Decline
if the Projected SGR Cuts Take Effect

Physicians simply cannot absorb the pending draconian payment cuts, and an

inadequately funded payment system will be most detrimental to Medicare patients.
Although physicians want to treat seniors, Medicare cuts are forcing physicians to make
difficult practice decisions. According to a 2006 AMA survey:

e  Nearly half (45%) of the responding physicians said that if the scheduled cut in
2007 is enacted, they will be forced to either decrease or stop seeing new
Medicare patients, and 43% responded the same with respect to TRICARE
patients.

e By the time the full force of the cuts takes effect in 2015, 67% of physicians
will be forced to decrease or stop taking new Medicare patients. The same
percentage of physicians responded in the same way with respect to TRICARE
patients.

e If'the cut in 2007 goes into effect, 71% of responding physicians said they will
make one or more significant patient care changes, including reducing time
spent with Medicare patients, increasing referral of complex cases and ceasing
to provide certain services.

e Almost two-thirds of responding physicians said that in their community: (i)
more Medicare patients are being treated in the emergency room for conditions
that could have been treated in a physician’s office; (ii) more physicians are
referring Medicare patients with complex problems to other physicians; and
(iii) it has become more difficult to refer Medicare patients to certain medical
and surgical specialists.

e  In rural areas, more than 1/3 of physicians (37%) said they will be forced to cut
off outreach services if the scheduled cut in 2007 is enacted, with more than
half (55%) discontinuing rural outreach services if the cuts are enacted through
2015.

Continual physician pay cuts put patients’ access to care at risk, and there are signs

of a problem already. A MedPAC survey found that, in 2005, 25 percent of Medicare
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patients looking for a new primary care physician had some problem finding one and that
a growing number had a “big problem.” It concluded that some beneficiaries “may be
experiencing more difficulty accessing primary care physicians in recent years and to a
greater degree than privately insured individuals.”

In the long-run, all patients may have more trouble finding a physician. The
Congressionally-created Council on Graduate Medical Education is already predicting a
shortage of 85,000 physicians by 2020, and multi-year cuts in Medicare are nearly certain
to exacerbate this shortage by making medicine a less attractive career and encouraging
retirements among the 35 percent of physicians who are 55 or older. These predictions of
shortages are underscored by the demographics of practicing physicians in certain states.
For example, nearly half of the practicing physicians in California and Florida and nearly
40% of practicing physicians in Georgia, Ohio and Texas are above the age of 50. A
survey by a national physician placement firm found that just over half of physicians
between the ages of 50 and 65 plan to take steps in the next one to three years that would
either take them out of a patient care setting or reduce the number of patients they see.

Medicare physician cuts have a ripple effect across the entire health care system and
drive down payment rates from other sources. For example, TRICARE, which provides
health insurance for military families and retirees, ties its physician payment rates to
Medicare, as do some state Medicaid programs. Thus, Medicare cuts trigger TRICARE
and Medicaid cuts as well. In fact, MOAA has sent letters to Congress urging
Congressional action to avert the physician payment rate cuts, which would “significantly
damage” military beneficiaries’ access to health care services. MOAA stated that “[w]ith
our nation at war, Congress should make a particular effort not to reduce health care
access for those who bear and have borne such disproportionate sacrifices in protecting
our country.”

Impact of Projected SGR Cuts on Individual States

If Congress allows the pay cuts forecast by the Medicare Trustees to go into effect,
there will be serious consequences in each state across the country. As the map below
illustrates, more than 35 states will see their health care funds reduced by more than one
billion dollars by the time the cuts end in 2015. Florida and California are the biggest
losers, with each of these states losing close to $300 million in 2007 alone. Medicare
payments in Florida would be cut by more than $18 billion from 2007-2015; California
will lose more than $17 billion over the 9-year period, and Texas is not far behind with
nearly $13 billion in cuts. Ohio is facing losses of more than $7 billion and Georgia will
see about $5 billion in cuts.
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Medicare cuts for physician services 2007-2015 (in millions)
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Seniors cannot afford to have their access to physicians jeopardized by further
reducing Medicare payment rates below the increasing costs of running medical
practices. Ohio’s 1.6 million Medicare beneficiaries comprise 14% of the state’s
population and Florida’s nearly 3 million beneficiaries are 16% of its population. Even
before the forecast cuts go into effect, Georgia only has 208 practicing physicians per
100,000 population and Texas has 207 practicing physicians per 100,000 population,
which means both states are far below the national average of 256. Florida only has 15
practicing physicians for every 1,000 Medicare beneficiaries, 25% below the national
average.

The negative effects of the cuts in the Medicare physician payment schedule are not
only felt by patients, but also by the millions of employees that are involved in delivering
health care services in every community. Data from the Bureau of Labor Statistics show
that the physician payment cuts will affect: 80,274 employees in Georgia; 112,176
employees in Ohio; 195,288 employees in Florida; 200,469 employees in Texas; and
292,171 employees in California.

We urge the Subcommittee to avoid the serious consequences for patients that will
occur if the projected SGR cuts take effect, and establish a Medicare physician payment
system that helps physicians serve patients by providing the positive payment updates
and incentives needed to invest in HIT and quality improvement programs.

The AMA appreciates the opportunity to provide our views to the Subcommittee on
these critical matters. We look forward to working with the Subcommittee and CMS to
achieve a long-term, permanent solution to the chronic under-funding of physicians’
services for our nation’s senior and disabled patients and ensuring their access to the
highest quality of care.

MR. FERGUSON. Thank you, Dr. Wilson. Dr. Heine.

DR. HEINE. Good afternoon. My name is Dr. Marilyn Heine. I am
an emergency physician from Norristown, Pennsylvania. On behalf of
the Alliance of Specialty Medicine, a coalition of 11 medical specialty
societies, representing nearly 200,000 specialty physicians, thank you for
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the opportunity to speak with the subcommittee today about the pay-for-
reporting and pay-for-performance initiatives.

Patient safety and quality are cornerstones of the care we deliver.
Alliance physicians are highly trained, and meet rigorous continuing
medical education standards throughout our careers. We have been at
the forefront of developing clinical guidelines based on sound evidence.
The concepts of pay-for-reporting and pay-for-performance are
consistent with your practice of medicine. In other words, while we have
a diversity of patients, practice types, settings, and degree of
specialization, we all share a commitment to improving patient safety
and quality.

At the same time, we realize the limitations of medicine, such as
when a patient is noncompliant. Consider a patient whom I will call
Robert, a 67 year old man who came to my emergency department with
seizures, worsening of his diabetes, and a life threatening heart rhythm.
He was there because he had not followed his physician’s
recommendations for care.  Fortunately, our team successfully
resuscitated him. His case points out, though, that the best practice of
medicine cannot produce the desired outcome if a patient like Robert
does not follow his physician’s advice.

As we move to a federally mandated pay-for-performance system for
physicians, please remember that hospitals started with a reporting
program with only 10 measures that were widely applicable across all
hospitals, developed over many years in an incremental and orderly
process, while hospitals were receiving yearly positive payment updates
based on inflation. In addition, hospitals generally have an infrastructure
that enables them to collect and report data.

In contrast, a majority of physicians are in small practices without
such an infrastructures. Physicians perform about 10,000 different
procedures, and have faced statutory Medicare payment reductions that
were averted only by Congressional action. Please also remember that
steps for submitting and obtaining final approval of quality measures are
complex and lengthy, and can take at least 2 years. As we move
forward, we urge you to clearly define the measure development process,
especially since it is not delineated in either law or regulation.

The Alliance is expeditiously engaged within the Physician
Consortium and other groups, including the Ambulatory care Quality
Alliance and National Quality Forum. We also have worked closely with
CMS on their Physician Voluntary Reporting Program. We are
concerned, though, that most measures presented by Alliance societies
were not included, preventing most of our physicians from participating
in this program.
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For a program to be successful, all physicians must have the
opportunity to participate.  That includes all specialists and all
subspecialists. Even though a specialty may have a measure for a
specialty in the program, the measure may not pertain to all the
subspecialists in that field. Therefore, we urge you to incorporate the
feedback you receive from us and other medical societies. In fact,
quality measures should be generated by the medical specialty societies
with expertise in the area of care in question.

The program should include risk stratification to account for patient
demographics, severity of illness, and comorbidities, to ensure that the
system does not penalize physicians who treat patients with complex
medical problems, and create incentives for physicians to avoid sicker
patients, or increase health disparities. We also urge Congress and CMS
to establish national standards for health information technology to
ensure prudent investment by physicians in HIT systems. Performance
quality must remain confidential, and not be subject to discovery in legal
or other proceedings.

Finally, financing for the system is critical. A physician who
participates in a new data collection and reporting initiative should be
rewarded with bonus payments, in addition to receiving existing
Medicare reimbursement.

It is also vital to consider that physician compliance with this
initiative may increase the volume of physician services and, therefore,
the cost. The current Medicare physician payment formula is based on a
flawed sustainable growth rate that must be replaced with a more
equitable, stable payment system before we implement a pay-for-
reporting or pay-for-performance program. This would allow physicians
to pilot test data collection methods and quality measures. In addition,
savings to Medicare Part A resulting from physicians’ efforts should
flow to Medicare Part B.

The Alliance of Specialty Medicine appreciates the leadership of this
subcommittee in preventing cuts in physicians’ Medicare payments since
2003. I particularly thank Dr. Burgess for his introduction of H.R. 5866.
We pledge to work with you to build a payment system that provides
quality, efficient care for Medicare beneficiaries.

Thank you.

[The prepared statement of Dr. Marilyn Heine follows:]

PREPARED STATEMENT OF DR. MARILYN HEINE, ON BEHALF OF ALLIANCE OF SPECIALTY
CARE

Mr. Chairman and members of the subcommittee, let me first thank you for holding
this important hearing on Pay-for-Reporting and Pay-for-Performance. I appreciate your
giving me the opportunity to present the perspective of medical specialists on this
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initiative, as well as provide recommendations on how to create a system that enhances
our ability to deliver high-quality, evidence-based medical care.

In addition to working as an emergency physician in Norristown, Pennsylvania, I
also serve as Chair of the Federal Government Affairs Committee for the American
College of Emergency Physicians (ACEP). I am here today representing the Alliance of
Specialty Medicine — a coalition of 11 medical societies, representing nearly 200,000
specialty physicians.

The Alliance of Specialty Medicine represents physicians who care for millions of
patients each year. Patient safety and quality are cornerstones of the patient care we
deliver. Even before the concept of Pay-for-Reporting or Pay-for-Performance was
introduced on Capitol Hill, medical specialty societies within the Alliance were already
developing, and constantly updating, best practices and clinical guidelines to ensure our
patients receive the best medical care possible, based on sound clinical evidence and
principles. In fact, some of the Alliance specialty societies were, and continue to be,
involved with developing and reporting hospital measures that were included in the
"Medicare Prescription Drug, Improvement and Modernization Act of 2003" (P.L. 108-
173).

Hospital reporting measures were not created overnight, but in an incremental,
orderly process that has been ongoing for years. These measures are voluntarily reported.
However, P.L. 108-173 provided a new, strong incentive for eligible hospitals to submit
their quality data. The law specifies that if a hospital does not submit performance data,
it will receive a 0.4 percent reduction in its annual payment update for fiscal years 2005,
2006, and 2007. In contrast to recent years where physicians have been exposed to
statutory Medicare payment reductions, which were only averted due to congressional
action, hospitals receive yearly, positive payment updates based on inflation. It is also
important to understand that hospitals are currently involved with a Pay-for-Reporting
program and not Pay-for-Performance — there is a distinct difference between the two
initiatives.

Every Alliance organization is a member of the Physician Consortium for
Performance Improvement (Physician Consortium) of the American Medical Association
and has a committee focused on Pay-for-Performance (P4P) or Quality Improvement.
Each organization has targeted efforts on turning evidence-based clinical guidelines into
quality measures, or developing guidelines where none previously existed. However,
there are challenges in creating standard quality measures for the diverse medical
specialists and sub-specialists that we represent. For example, only 10 to 20 percent of a
medical specialty may be represented by a given quality measure due to the high rate of
sub-specialization.

Clinical practice guidelines are the foundation for developing quality measures, and
for various reasons, such as liability concerns or lack of an appropriate level of
supporting evidence, not all medical specialty societies have developed practice
guidelines. Also, due to the nature of certain specialty care, no randomized, controlled
clinical trial data exists that would lead to the development of practice guidelines in these
areas.

Measure Development Process

The Alliance of Specialty Medicine members have worked diligently to prepare
physicians for a quality improvement initiative that rewards physicians for providing, or
improving their delivery of high-quality medical care. We have worked closely with the
Centers for Medicare & Medicaid Services (CMS) on the initial development of quality
measures that could be voluntarily reported through a claims-based system and helped
develop the new CMS Physician Voluntary Reporting Program (PVRP). Unfortunately,
some of the measures presented by medical specialty societies were not included in the
final PVRP, because those measures had not been properly scrutinized through the
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consensus-building process. Therefore, most of our medical specialty organizations have
not been able to participate.

As with many newly created programs, the PVRP, while a promising first step,
could use refinement in selected measures and processes. The current structure for the
submitting and approving quality measures can be a long, complex process — one that has
never been formally identified in either statute or regulation.

The members of the Physician Consortium understand the current measure
development process to include (1) a medical specialty organization proposes a quality
measure, based on a practice guideline; (2) the measure is reviewed by the Physician
Consortium; (3) the Physician Consortium-approved measure is submitted to the National
Quality Forum (NQF), which endorses the measure and gathers stakeholders — including
health plans, employers, consumers, etc. — to review and approve; (4) the NQF-approved
measure is then submitted to the Ambulatory Care Quality Alliance (AQA), which
focuses on how the measure could be implemented; and (5) once the quality measure has
been cleared by the Physician Consortium, the NQF and the AQA, it is sent to CMS for
implementation. So how long does it take for a quality measure to go from its initial
Physician Consortium submission to CMS implementation? The answer is two years or
more. Of course, this does not take into account the medical society's own timeframe to
discuss, develop, test and approve the original practice guideline that is the foundation for
the quality measure.

Our medical specialty societies are working as expeditiously as possible within the
process operated by the Physician Consortium, and there are, thus far, a number of
quality measures that have been developed by Alliance members currently under review
by various Physician Consortium committees.

While the measure development process should be fully understood and uniformly
applied across all organized medicine, as well as scrupulously followed, it has been
vulnerable to misunderstanding. For example, we are aware of an effort by CMS to
circumvent the consensus-driven measure development process by requesting the AQA
review several measures that have not yet been approved by the Physician Consortium.

We urge Congress to clearly define the measure development process before moving
toward a Pay-for-Reporting or Pay-for-Performance initiative. While it may be necessary
to streamline this process in order to meet statutory or regulatory deadlines that may be
imposed, we urge caution because quality may be sacrificed in an expedited process. For
these reasons, the Alliance of Specialty Medicine will make a formal request to Congress
and the Administration for clarification of the procedure to be followed by medical
societies that have quality measures that they would like to submit for implementation by
CMS.

As Congress continues to discuss the creation of a statutory Pay-for-Reporting or
Pay-for-Performance initiative, the Alliance of Specialty Medicine would like to share
our clinical experience, expertise and recommendations with you in terms of what should
be considered when developing its Pay-for-Reporting or Pay-for-Performance initiative.

Pay-for-Reporting/Pay-for-Performance Recommendations

We urge you to make sure quality measures are developed by the medical specialty
societies with expertise in the area of care in question, based on factors physicians
directly control, and kept current to reflect changes in clinical practice over time. Risk
stratification should be considered to appropriately account for patient demographics,
severity of illness and co-morbidities in order to provide meaningful information, and
ensure the system does not penalize physicians who treat patients who have complex
medical problems, create incentives to avoid sicker patients, and increase healthcare
disparities.

In addition, quality measures must be pilot-tested and phased-in across a variety of
specialties and practice settings to help determine what does and does not improve
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quality. If successfully pilot tested, Pay-for-Reporting or Pay-for-Performance should be
phased-in over a period of years to enable participation by all physicians in all specialties.

Understanding that a suitable platform must be identified to allow physicians to
report on their implementation and use of quality measures, it is important that the federal
government establish national standards for Health Information Technology (HIT)
systems to ensure prudent investment by physicians in HIT systems that will not become
obsolete. Many solo practitioners or small group practices will need financial assistance
to make up-front investments in HIT and Congress and the Administration should
recognize that lost productivity and practice disruption typically occur when a
fundamental change in work processes takes place, such as the implementation of new
HIT systems.

In addition to these fundamental and technical issues, there are legal issues that must
be considered as well when developing and implementing a Pay-for-Reporting or Pay-
for-Performance system. Performance quality must remain confidential at all times and
not be subject to discovery in legal or other procedures — such as credentialing, licensure
and certification — aimed at evaluating whether or not a physician has met standards of
care. Because state peer-review laws vary in the scope of protections afforded to
physicians participating in quality improvement activities, a national standard (similar to
the one included in recently enacted federal patient safety legislation, P.L. 109-41) should
be implemented. A non-punitive auditing system is necessary to ensure accurate
information is entered into the system. Prior approval from patients to collect and report
data must not be required and HIPAA should be amended as needed to facilitate data
collection efforts.

Financing of a Pay-for-Reporting or Pay-for-Performance system is critical.
Physicians, as is currently the case with hospitals, should be rewarded with "bonus"
payments for participating in a new data collection and reporting initiative. Such bonus
payments should be in addition to, or outside the scope of, the current Medicare physician
payment system. If additional money is not provided for a Pay-for-Reporting or Pay-for-
Performance initiative, and there are still physicians who are not yet able to participate
because their measures have not completed the lengthy development and approval
process mentioned previously, the system would become punitive, potentially further
eroding physician availability for Medicare beneficiaries.

Physician compliance with a Pay-for-Reporting or Pay-for-Performance system has
the potential to increase the volume of physician services and, therefore, the annual
Medicare Sustainable Growth Rate (SGR) expenditure target formula must be replaced.

Finally, due to the nature of the funding silos that exist in the Medicare program,
when physicians' efforts result in fewer complications and fewer or briefer
hospitalizations for Medicare beneficiaries, thereby creating additional savings to
Medicare Part A, that money should flow to Medicare Part B in recognition of where the
savings were generated.

Medicare Payments
The Alliance of Specialty Medicine recognizes and appreciates the leadership of this

committee in preventing cuts in physicians' Medicare payments since 2003, and we hope
to have your continued support. We understand that Congress and the Administration are
intent on moving the Medicare program into a quality-reporting and value-based
purchasing system. We are asking Congress to acknowledge the fundamentally flawed
Sustainable Growth Rate (SGR) Medicare physician payment formula is incompatible
with Pay-for-Reporting or Pay-for-Performance systems. For physicians to embrace Pay-
for-Reporting or Pay-for-Performance, it is critical for the SGR to be replaced with a
more equitable and stable payment system so that physicians can invest in HIT and pilot-
test data collection methods and quality measures as steps toward establishing a Pay-for-
Performance system that actually improves care for the Medicare patients we serve.
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Conclusion

The Alliance of Specialty Medicine's physician organizations are continually
striving to offer the highest level of quality care to all of our patients. The
recommendations we have made here today are crucial in moving to a system that
produces a more efficient, reliable and stable patient care system. We stand ready to
work with Congress and the Administration to enhance quality measurement for the
specialty care provided to our nation's seniors and individuals with disabilities.

MR. FERGUSON. Thank you, Dr. Heine. Dr. Rich.

DR. RICH. Thank you. Good afternoon, Chairman Ferguson and
members of the subcommittee. Thank you for inviting the Society of
Thoracic Surgeons to this hearing. My name is Jeffery Rich, and [ am a
practicing cardiac surgeon at Sentara Healthcare. [ am testifying on
behalf of the Society of Thoracic Surgeons, where I serve on the Board
of Directors and chair the Taskforce on Pay-for-Performance.

As many of you know, the members of the STS have been measuring
and improving patient outcomes in cardiac surgery for nearly 2 decades.
We are currently involved in several pay-for-performance initiatives with
private plans, and believe it is time for the Government to undertake
similar initiatives, which have been shown to reduce costs while saving
lives.

Over the years, we have encountered several serious pitfalls to avoid.
We have also found that improved quality can save money, and that
significant cost reductions are within our reach. Our goal now is to
implement P4P programs that will replicate the work of the Society of
Thoracic Surgeons. Today, I would like to talk about the experience that
we have had in this area, and the lessons learned along the way. Slide 1,
please.

[Slide]

First, let me illustrate how powerful a quality improvement tool the
database has been. In slide 1, on the left side, you can see that our
patients are older and sicker, and have an expected mortality rate that has
increased by 35 percent over the last decade. Yet, in the graph on the
right, you can see that by using information from the database, STS
cardiac surgeons have managed to achieve a 30 percent reduction in risk
adjustment mortality. This has been achieved through the collection of
accurate clinical data and feedback to providers on their performance as
compared to national benchmarks. However, we have gone one step
further. The STS participants in the State of Virginia have formed a true
hospital/physician quality alliance, and have created a unique database.
Slide 2, please.

[Slide]

This database is a blend of the STS clinical database and the CMS
financial database, creating a clinical/financial tool that allows cardiac
surgery teams in the State to monitor quality improvement and examine
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its impact on the cost of care. As seen in this chart, the incremental costs
of the major complications associated with cardiac surgery have been
identified. Obviously, complications are costly, and can easily double or
triple the cost of an operation. Slide 3, please.

[Slide]

Armed with this data, we have identified best practices and
implemented State-wide protocols to reduce complications, such as atrial
fibrillation, a common heart arrhythmia following surgery. As seen in
the slide, within 6 months of State-wide implementation, the rate has
already declined 15 percent from its baseline. The individual hospital
rates are seen on the bottom for 2004, and also, in 2005, and the marked
reduction can be seen. So, how has this impacted costs? Slide 4.

[Slide]

This illustrates the savings achieved by our efforts. The top left
graph shows the incidence of frequently seen complications, including
atrial fibrillation. The bottom left chart shows the cost of each of these
complications. The top right graph shows the estimated savings in
Virginia, and the bottom right, the estimated savings in the country.
Please move the cursor to 5 percent.

This represents the reduction in atrial fibrillation we have achieved.
As you can see, as the rate of complication fell, savings accrued through
reductions in costs. Again, these are real cost savings, achieved through
quality improvement efforts, and are based on real data. The top line in
the two right hand graphs gives total savings for the State, and in theory,
the Nation; $3 million has been saved in the State just for this one
complication, and if we apply these same principles across the Nation,
approximately $250 million would have accrued already. Please run the
slide.

This illustrates the real impact of continuous quality improvement on
costs, with growing savings to the healthcare system as quality is
improved, and please note that these are on the basis of outcomes
measures, not process measures. Because of these results,
Wellpoint/Anthem and the Virginia members have developed a P4P
program with incentive payments for quality to both the hospitals and
physician, a real functioning program that has been in existence at least,
on the hospital side, for 2 years.

Much has been learned from these experiences, and we wish to share
four of those with this subcommittee. Lesson one. Every effort must be
made to encourage the development of accurate clinical databases.
Lesson two, not all measures are equal. Structural, process, and
outcomes measures have markedly different attributes, and yield
differing results under P4P programs. Outcome measures must be the
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ultimate goal of P4P, as they will promote ownership in the healthcare
system, and create needed cost savings.

Lesson three, the use of quality data solely for profiling physicians
and other providers will miss an opportunity to make broad
improvements in quality, and may have unintended consequences.
Lesson four, no single P4P program will fit all physicians or apply to all
patients. The concept that one size fits all will not improve quality.
Hospital-based physicians will need different measures and incentive
structures than ambulatory care physicians. The STS has real experience
in these areas.

In conclusion, the STS has proposed a 10 step roadmap, in our
written document, for P4P, and I will highlight just four of those.
Number one, begin with structural measures and pay-for-participation in
clinical databases. Number two, create an interoperable data repository
that can accept data from specialty society clinical databases, and can
match clinical with financial data from CMS, as we have done in
Virginia, so that providers will have the right tool to improve quality and
contain costs.

Number three, identify and preferentially reward risk-adjusted
outcome measures that have links to cost containment. Four, develop
P4P programs unique to the setting of care. One size does not fit all.
And finally, put ownership back in the healthcare system, and put
ownership back in the vocabulary of all providers, by rewarding
physicians for quality improvement and efficient care delivery.

Thank you for this opportunity to appear before you today.

[The prepared statement of Dr. Jeffrey B. Rich follows:]
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PREPARED STATEMENT OF DR. JEFFREY B. RICH, MID-ATLANTIC CARDIOTHORACIC
SURGEONS, ON BEHALF OF SOCIETY OF THORACIC SURGEONS

Good morning Chairman Deal, Ranking Member Brown, and members of the
Subcommittee. Thank you for inviting The Society of Thoracic Surgeons (STS) to
discuss Medicare physician payment and explore new ways to provide quality and
efficient care for Medicare beneficiaries. My name is Jeffrey Rich and I am a practicing
cardiothoracic surgeon at Sentara Healthcare in Norfolk, Virginia. I am testifying on
behalf of the STS where I serve on the Board of Directors and Chair the Taskforce on
Pay for Performance. I also serve on the Board of Directors and Steering Committees of
multiple other national and regional quality improvement organizations and alliances
including the National Quality Forum (NQF), the AQA, the Hospital Quality Alliance
(HQA), and the Virginia chapter of the STS, also known as the Virginia Cardiac Surgery
Quality Initiative (VCSQI).

As many of you know, the members of The Society of Thoracic Surgeons have been
systematically measuring and improving patient outcomes in cardiac surgery — both
nationally and in local collaborative efforts — for nearly two decades. We are currently
involved in several pay for performance initiatives with private health plans and believe it
is time for the government, i.e. Medicare, to undertake similar initiatives which have
been shown can reduce costs while saving lives.

Over the past 18 years, we have gained significant experience in what has been proven
effective in quality measurement and improvement, and