AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

MEDPAC’S ANNUAL MARCH REPORT

HEARING

BEFORE THE

SUBCOMMITTEE ON HEALTH

OF THE

COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES

ONE HUNDRED TENTH CONGRESS
SECOND SESSION

MARCH 11, 2008

Serial No. 110-74

Printed for the use of the Committee on Ways and Means

&

U.S. GOVERNMENT PRINTING OFFICE
66-250 WASHINGTON : 2011

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001



COMMITTEE ON WAYS AND MEANS
CHARLES B. RANGEL, New York, Chairman

FORTNEY PETE STARK, California JIM MCCRERY, Louisiana
SANDER M. LEVIN, Michigan WALLY HERGER, California
JIM MCDERMOTT, Washington DAVE CAMP, Michigan
JOHN LEWIS, Georgia JIM RAMSTAD, Minnesota
RICHARD E. NEAL, Massachusetts SAM JOHNSON, Texas
MICHAEL R. MCNULTY, New York PHIL ENGLISH, Pennsylvania
JOHN S. TANNER, Tennessee JERRY WELLER, Illinois
XAVIER BECERRA, California KENNY HULSHOF, Missouri
LLOYD DOGGETT, Texas RON LEWIS, Kentucky

EARL POMEROY, North Dakota KEVIN BRADY, Texas
STEPHANIE TUBBS JONES, Ohio THOMAS M. REYNOLDS, New York
MIKE THOMPSON, California PAUL RYAN, Wisconsin
JOHN B. LARSON, Connecticut ERIC CANTOR, Virginia
RAHM EMANUEL, Illinois JOHN LINDER, Georgia
EARL BLUMENAUER, Oregon DEVIN NUNES, California
RON KIND, Wisconsin PAT TIBERI, Ohio

BILL PASCRELL, JR., New Jersey JON PORTER, Nevada

SHELLEY BERKLEY, Nevada
JOSEPH CROWLEY, New York
CHRIS VAN HOLLEN, Maryland
KENDRICK MEEK, Florida
ALLYSON Y. SCHWARTZ, Pennsylvania
ARTUR DAVIS, Alabama
JANICE MAYS, Chief Counsel and Staff Director
BRETT LOPER, Minority Staff Director

SUBCOMMITTEE ON HEALTH
FORTNEY PETE STARK, California, Chairman

LLOYD DOGGETT, Texas DAVE CAMP, Michigan

MIKE THOMPSON, California SAM JOHNSON, Texas
RAHM EMANUEL, Illinois JIM RAMSTAD, Minnesota
XAVIER BECERRA, California PHIL ENGLISH, Pennsylvania
EARL POMEROQY, North Dakota KENNY HULSHOF, Missouri

STEPHANIE TUBBS JONES, Ohio
RON KIND, Wisconsin

Pursuant to clause 2(e)(4) of Rule XI of the Rules of the House, public hearing records
of the Committee on Ways and Means are also published in electronic form. The printed
hearing record remains the official version. Because electronic submissions are used to
prepare both printed and electronic versions of the hearing record, the process of converting
between various electronic formats may introduce unintentional errors or omissions. Such occur-
rences are inherent in the current publication process and should diminish as the process
is further refined.

ii



CONTENTS

Page
Advisory of March 4, 2008, announcing the hearing ...........cccoccevviiiiiiiiniennnnn. 2
WITNESS
Glenn M. Hackbarth, Chairman, Medicare Payment Advisory Commission,
Bend, OTZON ..c..oouiiiiiiiiieriieteeieeteeteet ettt sttt sttt 6

iii






MEDICARE PAYMENT ADVISORY
COMMISSION’S ANNUAL MARCH REPORT

TUESDAY, MARCH 11, 2008

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.
The subcommittee met, pursuant to notice, at 10:04 a.m., in
Room 1100, Longworth House Office Building, the Honorable
Fortney Pete Stark [chairman of the subcommittee] presiding.
[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
March 04, 2008
HL-21

Stark Announces a Hearing on MedPAC’s
Annual March Report with MedPAC Chairman
Glenn M. Hackbarth

House Ways and Means Health Subcommittee Chairman Pete Stark (D—CA) an-
nounced today that the Subcommittee on Health will hold a hearing on the Medi-
care Payment Advisory Commission’s (MedPAC) annual March report on Medicare
payment policies with MedPAC Chairman Glenn M. Hackbarth. The hearing will
take place at 10:00 a.m. on Tuesday, March 11, 2008, in the main committee
hearing room, 1100 Longworth House Office Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from the invited witness only. However, any individual or organiza-
tion not scheduled for an oral appearance may submit a written statement for con-
sideration by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

MedPAC advises Congress on Medicare payment policies. MedPAC is required by
law to submit its annual advice and recommendations on Medicare payment policies
by March 1, and an additional report on issues facing Medicare by June 15. In its
reports to the Congress, MedPAC is required to review and make recommendations
on payment policies for specific provider groups, including Medicare Advantage
plans, hospitals, skilled nursing facilities, physicians, and other sectors, and to ex-
amine other issues regarding access, quality, and delivery of health care.

In announcing the hearing, Chairman Stark said, “The Congress relies heavily
on MedPAC’s expertise when crafting Medicare legislation. MedPAC’s rec-
ommendations help Medicare remain a reliable partner to providers, while
also assuring that beneficiaries and taxpayers are getting the best value for
their money.”

FOCUS OF THE HEARING:

The hearing will focus on MedPAC’s March 2008 Report to Congress.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http://waysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Committee Hearings” (http:/waysandmeans.house.gov/Hearings.asp?congress=18).
Select the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
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and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Tuesday,
March 25, 2008. Finally, please note that due to the change in House mail policy,
the U.S. Capitol Police will refuse sealed-package deliveries to all House Office
Buildings. For questions, or if you encounter technical problems, please call (202)
225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman STARK. If our guests could find a seat, we will begin
our annual hearing on the MedPAC March report. Please join me
in welcoming Glenn Hackbarth, the chairman of the Medicare Pay-
ment Advisory Commission, affectionately known as MedPAC. We
appreciate, Glenn, all the work you and your commission do to ad-
vise us, and thank you for your leadership.

We rely on MedPAC’s analysis and recommendations when—we
did rely on it when we wrote the Children’s Health and Medicare
Protection Act last year. And your recommendations helped shape
our legislation as it pertained to Medicare Advantage, physician re-
imbursement, long-term care hospitals, skilled nursing facilities,
home health agencies, dialysis. And I am glad to see that some of
our policy ideas to improve benefits for low income beneficiaries
have been embraced as MedPAC recommendations.

I would just interject here, I have always felt that this sub-
committee—I am not sure all the Members agree with me—but I
think ought not to get in the position of recommending procedures
or prices because I think if we did, the supplicants would form a
line three times around this building as everybody came and asked
us to make certain procedures available or set certain prices.
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But having said that, we have to doubly rely on MedPAC and
parts of CMS who make those decisions because they have profes-
sional staff who—I guess they can all speak Latin so they can un-
derstand what the procedures are. But it makes your work doubly
important because we, I think, have to rely on it.

Many in the provider community balked at some of the provi-
sions in our CHAMP bill. But I would like to remind them that
most of that bill was consistent with your recommendations, and
in fact, some of our provisions were more generous than what you
recommended.

Too often we get twisted up in provider complaints that they
can’t sustain a market basket shave, so it is good to have you re-
mind us of how high some of the margins become, and that our job
is to ensure that Medicare maintains access as well as being pru-
dent purchaser.

We will continue to grapple with the issue of physician reim-
bursement. I know in the past—and Mr. Camp can speak for him-
self—the 10 percent cut, as far as we are concerned, is not accept-
able. But I am not sure we know how to change the reimbursement
of physicians at this point, although I think we both agree that we
have to find a better way to do it so we don’t run into this problem
in the future.

We will keep trying to enact your recommendations regarding
Medicare Advantage, although the insurance lobby and others keep
trying to stop us from that. Your latest projections tell us that we
are overpaying Medicare Advantage plans by about 13 percent.

I don’t want to steal your thunder, but your written testimony
says that those overpayments worsen or get worse—or decrease the
long-range financial sustainability of the Medicare program, and I
couldn’t agree more. I hope that all those who share my concern
for the future of the Medicare program as an entitlement will join
me in reining in those overpayments.

One rare area of bipartisan agreement in Medicare was concern
over the special needs plans. And last year we passed the Medi-
care, Medicaid, and SCHIP Extension Act of 2007. The law estab-
lished a moratorium on special needs plans so that we could have
more time to determine how those plans differed from other Medi-
care Advantage plans and what if any additional value they pro-
vide. We appreciate MedPAC’s attention to these plans and will
work to incorporate your recommendations into any of our special
needs plan authorizations.

As always, we continue to look to Medicare payments across pro-
vider types to make sure we are appropriately paying for those
services. And I look forward to working with my colleagues in get-
ting input and advice from Mr. Hackbarth and the MedPAC staff
as we move through our agenda. Thanks again for being here.

I would like to give Mr. Camp a chance to give his opening re-
marks, and then we will let you proceed, Glenn, in any manner
that you would like.

Mr. CAMP. Well, thank you, Mr. Chairman. And thank you, Mr.
Hackbarth, for being here and for the work that you do.

I can’t emphasize enough my concern about the financial situa-
tion of the Medicare program. MedPAC’s warning that Medicare is
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on a financially unstable path is one that we can’t ignore. Signifi-
cant reforms must be made, and time is of the essence.

The Medicare trustees estimate that the hospital trust fund will
go bankrupt in 2019, a mere 11 years from now. If we don’t take
action to address the unaffordable increases in spending, Medicare
expenditures will threaten our nation’s economy and put the pro-
gram at risk, putting seniors and the disabled at risk.

Congress must look to wholesale reforms of the Medicare pro-
gram as, Mr. Hackbarth, you said in your written statement. The
current payment systems and the structure of the delivery system
make gains in value difficult to realize. If we continue to simply
tinker around the edges, Congress will inevitably be forced to in-
crease taxes, increase beneficiary costs, or cut payments to pro-
viders. And we can do much better.

In the coming weeks, Congress will have the opportunity to begin
addressing Medicare’s financial troubles. The administration has
taken the first step by sending Congress a proposal in response to
the 45 percent trigger. Their package curbs Medicare spending by
improving the quality and efficiency of care, increasing trans-
parency, encouraging adoption of health IT, and limiting taxpayer
subsidies to ambulance-chasing trial lawyers. Frankly, even this is
just tinkering.

Congress must not let this opportunity pass. Simply burying our
heads in the sand will make today’s problems much worse and far
more expensive. We must put ideological differences aside in order
to preserve a program that we all value. We must also move to-
ward a system that pays hospitals and physicians based on the
quality of care they provide, not simply on the number of services
they order. We must also encourage providers to adopt health infor-
mation technology that reduces medical errors, saves lives, and
save taxpayer money.

Some members today will selectively focus on how MedPAC
again recommends cutting more than $150 billion from the Medi-
care Advantage program. These cuts would leave 22 states without
a single senior enrolled in Medicare Advantage. Those select few
who are still fortunate enough to have a plan participating in their
area would see their benefits slashed and out-of-pocket costs in-
crease. According to CBO projection, these cuts would reduce Medi-
care Advantage enrollment by seven million.

MedPAC’s stated belief that “financial neutrality” will foster effi-
ciency and innovation is also off-base. The suggestion that plans in
Miami, Florida are somehow four times as efficient as plans in
Midland, Michigan defies logic. To presume this to be true is irre-
sponsible and harmful to the seniors I represent.

It is unfair to single out Medicare Advantage and the nine mil-
lion beneficiaries who depend on the program for their health care
to address all of the financial problems facing Medicare. I want to
be clear that I am not suggesting that we shouldn’t look at savings
opportunities in the Medicare Advantage arena, including adjust-
ing the benchmarks to recognize true market forces.

At the same time, no provider should be above reform or scru-
tiny. I appreciate MedPAC’s thoughtful recommendations on the
many Medicare providers that we will hear about today, not only
how they should be reimbursed but how to improve quality in the
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various sectors. I also appreciate MedPAC’s continued call to pro-
vide dialysis providers with an update, something I have long advo-
cated for.

And I thank the chairman, and yield back the balance of my
time.

Chairman STARK. If other members have opening statements,
they will appear in the record in their entirety without objection.

d Glenn, while normally we would ask a witness presenting

to time limit their remarks, why don’t you proceed to summarize
your testimony however you desire, and at the conclusion of that
we will try and drill a little deeper with our inquiries. Why don’t
you proceed.

STATEMENT OF GLENN M. HACKBARTH, CHAIRMAN,
MEDICARE PAYMENT ADVISORY COMMISSION, BEND, OREGON

Mr. HACKBARTH. Thank you, Chairman Stark and Ranking
Member Camp, other Members of the Subcommittee. I appreciate
the opportunity to talk about our March 2008 report. I will keep
my comments very brief so we can spend time on the issues that
you want to discuss.

Our March 2008 report includes 21 recommendations, seven re-
lated to payment updates under traditional Medicare, seven related
to Medicare Advantage, specifically the SNP portion of MA, three
related to the Medicare savings programs, two related to quality for
skilled nursing facilities, one on indirect medical education, and
one on Part D.

For those 21 total recommendations, there were a potential 357
total votes. Of those, 332 were yes votes and 5 no votes and 4 ab-
stentions. So as in the past, we managed to achieve a high level
of consensus within the commission about our recommendations.

The one summary statement I would like to make, Mr. Chair-
man, is that the commission does share the growing concern about
Medicare costs. We are not only concerned about the potential bur-
den on taxpayers and on the next generation, we are also con-
cerned that how Medicare pays contributes to cost growth in the
whole health care sector. That is having a number of detrimental
effects, including adverse effects on coverage. I wish—we all wish—
that there were a silver bullet for all of this. But clearly there is
none.

For our part, MedPAC recommends a combination of restraint on
fee-for-service updates in traditional Medicare, a reduction in Medi-
care Advantage payments, plus changes in how we pay providers—
more accurate pricing, rewards for care coordination, bundling of
certain types of services, et cetera.

Because changes in payment systems are complex to design and
sometimes even more complex to implement, not to mention uncer-
tain in their effect, we believe it is important to start now, work
aggressively to improve our payment systems, and fund CMS ap-
propriately for that task. Meanwhile, in the short run, our focus is
on restraint on the Medicare updates for fee-for-service providers
and in Medicare Advantage.

It is our believe that encouraging slowing cost growth and im-
proving efficiency requires constant pressure on rates, both in tra-
ditional Medicare and Medicare Advantage. In a competitive mar-
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ket, the restraint on price, that pressure on price, is more or less
automatic and relentless. The market provides it. In Medicare’s ad-
ministered price systems, both on the Medicare Advantage side and
traditional Medicare, that restraint must come from the Congress
ultimately. And our goal is to help Congress understand the impli-
cations of the pricing policies and give you the best advice that we
can.

So that is my opening statement, Mr. Chairman, and I am happy
to answer any questions about the report.

[The statement of Glenn M. Hackbarth follows:]
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Chairman Seark, Banking Member Camp, distimguished Subcommitzee members. | am Glenn
Hackbanth, chairman of the Medicare Payment Advisory Commassion (MedPAC),. [ appreciole
tie pppartunity eo e hene with yow this moming o discuss MedPAC s Barch Repomn o the
Cangress nnd our recommenclations on Medicare paymen policy.

Ag required by law, the Medicare Payment Advisory Commassion reviews Medicane paymen!
pralicics ad makds necammendations cach March In oo March neponl, we comsider
Bledscane Toe-For-service (FFS) pavmmend polsty o 200 Toe scule care hospalals, physiciars,
cagtpatien] dialysis, skilled nursmg, home: health, ispated rechabifilation Beilites, asd long-
term care hospitals. We also make meommendalions 1o mefom payments for the Medicare
Advantage (MA) plans beneficiaries can jain in lieo of tndstional FFS Medicane,
recomnmendations specific o special needs plans (SKPs), and recommendations concermning
Medicare programs for low imcome beneficianes.

With ench passing year, the Commissions concern shauil Medicane’s lorg-term sasininahility
grivas. To alow the grivwh in Medicare expenditures, we have concluded that the Congress
and CW% will meed 1 make charges across p broad front, Cher March repen foesses on
prolicy fecomisemditans thar woald i provider ipeanes to create meentives fof preier
ellieseney, reward qualicy, sed modily paymsinl sales 1o provate phans aind prosidens 10 srsun
IRl wig i Bl oy erpay mor andberpay Bor ey services, These recomimendations build on
priovicus reporls whech bavi discussed pools such as pay for performande, comparative
effectiveness, and reporting ressource use, Other changes, which we will take up in our June
2008 report. will inclode sdeas for sherng Medicane’s payment systems o newand better
coordinaiion of care and efficiency over time and investing in information about comparive
effectiveness. Many changes will be needed to schizye long-term sastainability, but changes
im Medicare are complex (o develop and smplement, and the effects one uncenaen and unfiald
gradually. Teme, therefore, i of the essence.

The March repan alae inchides recens findings on ssecllment and availabiliny for MA plans
and the private plans offenng the Medicire preseripoan drug benelin, 'We provide
mlicerreatsn ot Beneiig and premiuss of the plans offering the Medicare preseripsm
dirug B, boh the stand-slone preseripison drug plans and the proeseription drug plans
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affilimed with A plans. We alse provide recommendations (o mcreass participation in the
Medicare Savings Programs (M5Ps) and the low-income drag subsidy (LIS,

Context for Medicare poyment policy

Medicane pnd other purchasess of healih care in sur nation: fhee enormons chellenges, Health
cire comts ane growing fesier than the econamy and incomes, and qualicy frequenaly (alls
sl af paatssiins” meeds, Uinexplained varfatbons (i e uss and quality of eane (i the curmenl
EVEIEN SUEEes! thal appomunicks exest fr reducing wiste and improving gealay, The
Comimiession bag recommendsd a numher of polazies @ incresss the valise of gine Medszane
parchases, mehsding paying dilTerenually for quuabity, measuring plysicaan resoiee uss i
idenitilly those with mre or less inserss practios patiens, sl analyzing comparative
elliecaivensss, However, the underly ing ImCemives i curent pyeent sysiems and e

enne e ol the dedfvery system make signalican galns s valee &Meulo s realize,

Medicar: fills & erital role in o sosicry—ensuring dar the elderly and disabled have
aoeeas W medically necessary cime, Along with other payers n owr heshh care sysiem, the
program his abso helped to fingnes [mpomant sirdes in madeal echnology, Howeves, we
shomlil use Medicare's considerable resources mone wisely, The program rewnands increnses
i the valume and speczabized nanune of services Ban not Beier health outcomes of higher
clliciency, Practios patierns of care vary widely by peographie region, often with a poos
relstionshap between qualicy and spemdeng, Soene sakeholders view the program as one in
which all prosiders ane entitled 1o paymen, regardless of the quality, efficiescy, or
snetimes gvem the meed for thear services, Unless these aspecis of Medicase crange, the
financisl abligatson on beneficiarics and funem apayers will be unsustainable,

The Medicars trusiees and athers swam ol a sertous msmalch between the benelin amd

pary mints the program currenly provades and the financial nesogmees avaikable for the g,
Progocied levels of spending could alsa impose a sigmblcant financial labiliy oo Medican:
Baxnelszearics, whi miess pey premsams amd ool sharing, Improsiesg the progmam’s [oeg-lerm
Tinancisl prognosis will reguine some combmalion of euparhinre reductions (e.g., benedin
adjustmims or paymen ciTicienciesh and new Gnanging

LE]
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The program’s shaky fimancial putheok is a strong impetus for change. As is tnoe for other
purchasers of health care services in the United Stmies, Medicare's spending is growing much
faster than the LS. econceny. In addition. CkS began Medicare's new oatpatiem
prescripgion drug program, Fan D, in 2006 This progresn adds an impoeram benefig (o
Peledicane but grestly expands the program’s need for resources. Finally, the leading edge of
tie bahy boomers will become Medicare beneficiaries after 30140, which willl also acoelerate
Medicare spending. These faciors will lead Medicare to require an unprecedented share of
o pross domestic product.

If Medicare benefits and paymeni sy=tems rermain as they are todey, the Medicare tnestees
note that over tmme the program will reguine major new sources of finarcing for Part A and
will maomatically require increasing shares of general tax revenues for Pan B and Par D,
The trustees project that dedicated payroll mxes will make up a smaller share of Medicane"s
teitel revenue and that a larpe deficit between spending for Fart A (HI) and reveroe from
dedicated payroll tames will develop {Figure 11

Te finance the projected deficit chrough 2080, the trustess estimate that Medicares payrall
tax winild need 1o merease immedisely from 2.9 percem i &.44 pereent of esmed income,
or HI spending would reed 1o decresse immedintely by 31 percent. Delays im addressing che
HI deficit would eventusdly reguire even larger inoreises in the tnx rale or even mone
dramatic cuts in spending. The premioms and general resenues requared (o finance projecied
spending for Pan B aed Pan D9S8 services could impose a sagnificant financial labalicy
on Medicare beneficiaries and on rescisrces for other priorities. If income tnxes remain ot tee
historical average shore of the sconoeny, the Medicare trusices estimme thi the SMl
program ‘s share of persoral and conpornate income inx revenue would rise from 11,4 percemt
toclay o 23 percent by 20300 For hemeficinries, even though Pan D mow covers m pamtion of
their spending an prescripion drags, growth in Medicare premiums and cost shanng for Skl
services will require meore of their incomes, which could lesd 1o financiad hardshap for some;
im 304, roughly half of &l Medicane hereficiones kad family incomes of less than 200
percent of the federsl poveny level.
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Sraacs  POIF Areedl Repot of the Bowsrdd of Tramesi of s Medhcoas: Trao Funds

Chher Federal programs such e Socinl Security ond Medicasd will also require greater
resaurces u the same time that Medicare spending expands. Some analysis conbend that
grovwih i our mation's economy kas hisiorically been large enough o finance expansion of
both health and nosienlth spending. Ciher analysis disagree, saying long-lerm economic
grivvih alone will ot be sufficient wo bring the commtre's fiscal posstion mio balance and
financing Medicare by increasing the Federal deficil could reduce soonomic gromth
According o this point of view, expounded by the Congressional Budger Office among
others, fiscal sinhility will nequire a simmble slowdown i the growth mie of spending on
health care and may al=s require a substantial increase in taxes ax o share of our nation”s
COOMaY.
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Assessing payment adequacy and vpdating payments in fee-for-
service Medicare

The March report presents the Commissien”s mnnusl pasement updace recommendations for
FFS Medicare. Am wpdate is the amoa (osuslly expressed ns 8 peroentage change) by which
ther base payment for all providers in o prospective payment sysiem is changed. To determine
an update, we first nssess the sdeguacy of Medscare paymens for efficient providers in the
current year (2008, Mear, we nssess how those providers” coss are [ikely o change in the
yeur the update will teke effect {the policy vear—3H). Fimally, we nake & judgment os 1o
what, if any, updaie is needed. When conssdering whether payments in the ourem year
[2IHH) mre adequaie, we account for pelicy changes (other than the updaic) that are scheduled
totake effect through the policy year (2009) under current law.

Competitive markets demand comtinual improvements in productivity from workers and
firms. These workers and finms pay the faxes that fimance Medicare. A o prsdent purchaser.,
Peledican:"s payment systems should encoamape providers o prodoce 2 umil of senace 2=
efficiently as possible while maintaming quality. Consequently. the Commassion may chis
o apply an adjustment e the updale W encouragy this efficiency. The Commission bogms ils
dulibezrations with the assumplion that all providers can achisve cfficioncy gains similar 1o
U pgomommy o lange (the -yvear average of prodoctivily gains n thi geoeral coonomy,
curmently 1.5 peveert s, Bul the Comimszion may alter that sessompison dipendsng on the
cirgamslandes of g given se o pronaders m a given sear. Thas Factor lisks Medwans™s
expestalsemE for elesmwney e e pains ackieved by the lirms and workers whio pay laxes thal
fund Medicae,

Hospital inpatient ond cutpatient services

Mot indscators of payment adequacy Tor hospital services are positive. The number of
Blipdicime-paricipatmg hospitals Fas morcased i each ol the past four vears, Inpation and
valpariend servie volume per beneRciary conlisues o increass, The quality of cane hospitils
provide i Madcane beneliciaries is mivadks moRalin rotes have dropped aed CM S5 quaking
iwlizators have impeoved, bo meee sdverss Svenl rales (e, deaabis ulier, posloperlive
petmoniary embsalism o decp vem thramboss) bave increisad thn decneasad. Spending on
thosgrital coretruction has fisen substanially in recenl years—>with iNeneses averagirg almas
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20 perrent in the pasi two vears. For the second year in a row, the median values of mamy
financial indicalors (such as days cash on band and measures of debt service covermge] were
among the best ever recorded. This ready oocess 1o capital mdicates that revenue is sudfficiem
to give the capicsd markeis confidence in the credit worthimess of the indusery.

Une indscotor of paymen sdeguacy is negmive—we project an overadl Medicare margin for
hespitnls covered by prospective payments of —4.4 percent in 2008 1f all hesgitnls were
efilciently pravidieg Medicare services, this low nggregate margin would be a major spurce
oof concemn, Hiwever, hospital costs and Medicere profitability vary widely, Some haspitals
are efficient enoiggh 1o have bow comts, positive Medicsre manging, and high quality seores,
Chiser hospotils have Bigher costs ard lower Medicare margins

T isdbererand what ey b drivieg some hospetals o bave low cosis and eghers hagh ookl
wi inwestigaiad the relationship betweoen financial pressane amd st Some hospaials have
shromg prolis on poe-Meduang serviees amd mveaments and arg ursder [ole pressung o
constrain Medweane costs, while others Groe boases of thiy dos nod Sonsiram costs am penerite
prifits on Medicare patients. Te test the relatiomship betweon lmancial pressuee and
heespitals” costs, we divided hoaspitals inbo three levels of fmancial pressure: high, medium,
and leme. W festisd whether heepitals under high bevels ol fimancial pressune from 2000 &0
2005 enaded up with lowaer standandicned inpatient costs per discharge in 2006

We foamd that high levels of fimancial pressure lead o lower siandardized costs. [ospitals
ursder high kevels of firancial pressure have medion Medicare standardioed costs of £5.500
per discharge on average {Table 1. In cortrase, hospitals with bow levels of financial pressure
had standardized costs more than 10 percent higher s 56,200 per discharge and higher cost
growvthe Thee shares of rural, urhan, and for profit hospitals i each group were very similar
(nit shawn in chart b Medscare should encoumge hospitals in be efficiem and control their
costs, rather than eccommendate high comt growh resuliing from leck of financizl pressuare.
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Table 1. Financial pressure leods to lower hospital costs

Leenl ol #narcal prezsuns 2002 1o 2005
2008 Firmncial chirpclirsos (madan) High HaEaurs Mediuem predsum Low prasurs

Ariiinl Growd i oo par dischan

2003 |p 2005 4B 4% HEWN

Nor-kiedicans margin -1.1% 0.5 1

[private, Medcid, uninsumd]

Craprall Mdicand mangin v -3.3 108

Haim Figi prmiiiss Eanbiad-iore rrasg i Ei ko 15 asd oreedd se e prow e hon 1% ke orp Medcom
prokia o A - i3 PR SR Mhan X5 o ordeal e vt prosih Frawi 1% ol ore
Madicom probin. Mediem pressas: ol ofsy. Soedoshed coan. ons cousied b COM P WEgE iBda,
cad-Brl. BorikE DAM . L EaEnEl O e stk o] meet pg and ke Dore ek oace poienh an bzupdal
ez Tha awpl rdede ofl heap ol Far had corph reporis o Fle with CPAS by Asgani 11, 2007

Balancing the indicators of payment adegmcy, the Commission recommends an update of
market basket (the projected change in hospstal input pricesp for inpationt and outpation
sarrviges, mmplemendad concumently with a quality indenbive paymen! program. The indial
paymen withhek] o pay oo perloomance shoakd be | pement e T percenl. An wdividual
hosgenal™s quality perlormance should deerming shether (15 mel SCerase i pyments in 2008
i abwowe or helow the market hasket ncrese,

We bave also foassd that the current mndireci medical education {IME} adjustment (3.2
percent) substantially exceeds the estimated relationship between teaching mmersity and costs
poer case (2.2 percent). Furthermore, leaching hospilals are not accountable for bow they use
sy [ME paymwenis. The payments contribute e g wide gap in Madocane manging bitwern
leachieg and nonteachang hoapitalz IME paymens ang also highly comeentratad; Tewer thim
A0 hosgritals receivead thige-quaners of the 55,8 billlon paymens in 2006 The Commizssion
agrin recommends that the Congress reduce the IME adjustment by | percentage poin o 4.5
percen per 10 percent imcressent in the resident-io=hed mfio. The savings should be wsed o
fund in pan & guality incentive payment policy for all hospatals. Last vear, we recommended
this change in the [ME adusimeni conoarrent with better severity adjustment in the inpatient
FI'S. The new bS5 DHRGs will beiber target payments e hospitals that care for the most
spvorcly l paticnts than IME subsidies do. Therefore, o is time fo move forwand with [ME
pavmenl reform, Dur update recommsendation, this IME recommendation, and pay Tie

-4
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perfermance should bee viewed as & package that would imgross the seoomcy of Medicare’s
paymints For acuke mmpationt service: while crealing a strong incentive o improving the
qualiny al car,

Physician services

Chir analyeks el that most mmdicaoers of pasment adequscy for phaalctins are salsie,
Benefkiary acozss to phyvsiciens is generally good m the natknad level, with o simtistically
sigmificant changes from last year, but small numbers of beneficianes cominue 1o report
difficuliy making timely appoinimenis with their current physician or finding a new primary
care physician (finding a new specialist 1 less of 2 problem). There may be local anms whene
e 18 more limated, Bt in those anias (hoss limstations meghl be a function of physicim
suppdy and keeal population erends—and affec) pecess Tor private-payer paticms i well—and
nid a reflection on Medicire paymen! raees. We Tied that the samber of physiciens providing
services 1o Medicane hepeficiaries hes more than kept pace with growth in the beneficiary
populaiion in recent vears, and per beneficiary service valume grew at a rate of 5.6 percesa in
2005, Our chims amalysis shows small improvements i the quality of ambelatory cane, The
ratio of Medcane paymont rabes o privale payment roles in 20006 was 81 percenl. slightly
Dot Bhaih the b s D005 (83 peercent), [MMedicar: sitis were rapidly dicreasang in mdlalion
10 privale secior rabes, pecess for Medicare henelicsries coull hecome & concern, Hut, in
faa1, the racin his heen sround 30 percent Sor many yesrs and is higher than in the early o
misd- | 990k, when Medicare paymaent rates averaged about toa-thirds of commarzial payment

rates for physician services.

Howgwer, the current phasiczn paymien] system has soveral Mavwes thal meeod to be addrissal
Althcnsgh the Congress Bae acted cach year sines 2000 to aven & seheduled negaive updane
1o chee phymician fee schedule conversion fhowor, the sustairable groweh rate Famsals
carinues 1o call for subetantinl conseoumive negative updmes through 2016, The Commission
remrairs concermned that repeated snmual reductions in physician paymem rates could threaten
beneficianes’ scoess to physician services. Medicare™s ooment FFS payment system does not
systgmmalcally peraard physiciens who prosade higher quality care or care coondination, and it
lfTeers highor reverises o phosicans whio fumish the mos sérvices—ahether o ol the
servies pddd vabue, The Commission s sk comeemed that the currens disiribution af
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Medicare phy=sician payments undervalues primary care services and inbroduces other
dasioried incendives thal encounage ovense of some services and underuse of others, These
deficiencies should be comected for the Medicare program to promote high-guality heakbh
care and aven unsssiainable growth in spending.

In consideration of expecied inpan oosts for physician services and our payment adequscy
analyzis, the Commission recomenends tha the Congress apdate paymenis in 20089 for
phwsicisn services by the projecied change in impan prices less the Commission®s pdjuscmem
for productivicy growth (curendly estimissed at 1.5 percent ). Inaddizion, the Congress should
enet legislation requirieg CM5 10 establish & process for measising and reponing phivsicion
resuree use on o conlbdentinl hisie for o perfod of o vears,

The secord part of cur recommendation, reponting physician resouree use, is intended 1o
imprave the value of physician services purchased by Medicare. Information sn resource use
wiidd he immedialely wsedul w physicians who want to understand their owm practice
patterns, Chur evencuad goal is for Medicare i base physician paymen rages at least in par on
phasicisn resoures ise, bt realistically it wall ke time for CMS o develop the
imfrpstruggure and work consiructively with stakehalders i implemem pecurate and
aczionable resonmce use measrement and reposimg sysems, UMS should begin developmem
it b0 ol o iddeinial reporting &d so be prepanad ooouse the informition for pulils
reparting and for pasenent poly, o and when sahorizad o do s By the Congress,

Adequocy of payments for diakysis services
Mozt indicators of payment adequacy for outpatient dislysis services are positive. The

grovwih in dialysss facilfties, treatment siations, and dialyss treaiments has ke pace with the
growvih in the number of dialysis patients, sszgesting conlireed access to care for most
daalysis beneficiaries. Providers bave sufficient acoess io capatal, w evidenced by recent
expansions. {uality of care is improving for some messures: use of the recommended type of
wascular apcess bas improved and more patents receve adequate dizlysis and have their
onemin under controd. Howeser, patiems” nuiritional stais has oot improved. We project ths
Medicare payments will cover the costs of providing cwtpetiem dialysis serviess i
beneficiaries in 308 with a margin of 2.6 percent
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Therefore, the Commission recommends that the Congress should update the composite rate
im calemdar year 2008 by the projected rme ol increasa in the end-=tege ronal disease marked
basked index less the Commission™s adiustmaent for praductivily growth

In wklinoe, the Comimmision reilerles i eeommendition Bl the Congréss implemenl a
quality incentive program For phasicians and Teidiies thal rest dinlysis paces, Crodible
measines are avid lahle thar are broadly ussdersiond and sccepiad. Olaiming informagion i
megsure qualicy will nog pose an excessive banden ard measures can be adjusied for case min
s prowiders. mre nol discourmged from mking more complex patiens. Also, the Compsission
npain simes th Medicare should expard the dighsis payment bundle o include dialvsic
drugs and other commaonly furnished services. Together, these steps will hetier align
imcemives for providing cosi=effective care and reward providers for fomishing high-guality

Skilled nursing facility services
COur indicators of the adequacy of Medicare paymenis eo cover the costs of skilled nursing

facility | $MF) services to bemeficiones are genemlly positive. Beneficiaries continue 1o have
pood access o services. The supphy of SMFs remained essentially comstant, mnd covered days
anil sdmissons per beneficiary have both moreased. While acces= was pood for most
beneficiaries, those noeding expensive nontherapy ancillary services may expericnee delays
im iz placed in SMFa, Quality B mized. Bates of dischaspe 1o e commuraly ineneasid
aff e Hisst P ecairs (8 peosilig Ieend indicating imgmovied qualityh Bud hane returmied oaly
1o Bhe vl reachead o 20N, sl manes of potemially avoudalle rehospnalizacons canminimd e
irgreise (indicatmg waorse qualicy i Acoess t capital was gond, Hivsever, in the Ll
s, rends im the broader lending marketi—unrelated 1o the adequacy of Medicars
paymenis—made hanmowing maore expensive and mone restrictive.

Far the sixth consecutive veor, aggregaie Medicare margins for freesianding SHFs were
ahove 10 percent. We praoject Medicare margins to be 1.4 percent in 2008 Because all
access indicaiors are positive and S&F payments appear 10 be more than adequate 1o
aceommesdate the cost growih, the Commission recommends that the Congress eliminaie the
updaie fior SWFx im D9,

1
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As im other sectors, the Commassion considers the Medicare margin, rather than the ioial (all
payer) facility mangm, o puide s apdate recommeendition for SMFs, Trving e increase tolal
Facibily marging by subsilizing othér payers—aoch as Medicasl—through Medicire SWF
payments would ol be clective or advisable, Ferst, the subsidy would Be poorly tarpead
Faciligies with high shares of Medicane paymests—preswsnabdy the fhealiisss that need
revenues ihe least—womnld receive the most in subsidies and thase wich high shares from
Medicasd or ather payers the lesst. Secord, increasing Medicare's paymeni rates could
encoumge states bo reduce Medicasd payments further and. im tumm, result in pressore 1o agean
raise Medicare rates.

The Comenissom necommirds tha CMS adapt a quakity incestive paymsent palicy for SKFs.
Tovdr meassmes—rates of cammunsy dischap: aod potetinlly avoidahle mchospitaleation—
capoune key goaks for SWF patients, ane well seeepied, have robust msk sdpsiment, and svoid
thae prohlems pssocisted wich the curment pablicly reponed mepsares, We would expect CWS,
over time, 1o add meassres 1 the quality inceniive program thae reflect coher especis of SMF
care. Before adding measures hased on changes im patient condition, however, patient
assessment information shoukd be gathered of sdmission and discharge. so that the measures
willl be umivizsed.

W alsas recommensd that UMS improse The puhlic repering of the post-gae care qualily

iedicatnrs, UM shoisk];

= add the rates of communicy discharge and poeenoadly svosdabde rebospiialization o ther
pubdicly reponed indicaors;

*  revise the pain delinam, and pressure sore meassres thot are oerenaly reported s they
are more acomraie and evaluste only the care fumished daning the SMNF sty (amd mot
during the preceding hospitalizizonc and

®  pother patsent assessment mbormation at admission and discharge so that the guality
mwranngs basid on pationt sssesmend information reflect the cane Tomeshad to all SMF
P, meod just the smaller sabeet wlio soay Bomg enough o hive a second assessment
completed For thens
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Home health services
Chir il canors fior hosne Bealth arc pasitive, Benelioanes contimoe W have widespresd socess

o gare. Wingty-ning percent of bencliciarios live moam arc served by ol leas) ong homse
hezalth agency, and the numbser of agencies contmuoes fo grow fastor than the numbser of
Medicare enrolbees. The share of FFS beneficiaries ussng the home health benefil contmuoes
to increase, 2s does the average mumber of episodes per home health user. (rality trends are
minsthy uncharged from previoss vears. The number of beneficiaries who show improvement
in walking, bathing, pain maragement, tmnsfemieg, wnd medication nanagement has
mcreased slightly, Howeves, the mie of unplanned emergency deparomenit use by home
Bealthy patiens has nod improved, and the pnber of patents hospatalizad bas incresad
wlightly, The contimang ey of new agencicd amld 1he scguoditons of exisling apendses by
raalsonal hvmae hialth comprnses suppest tat agencies hove adequate aceess o capilal. We
prugect that agency margins will equal 1.4 peroent in 200E.

The data on nccess, gualsty, volume, snd finsncial performance suzgest thal most ngencies
shoiild ke mhle 10 nocommodoie oost imcreases without an mcreass in hase paymeents.
Therefore, the Commission recommends thet the Congress should el imisane the update for
hoome health agencics in 2R,

Il.puiuimw ﬁldi'lr SETWICES

Our indicators of paymend adeguacy for inpatient rehabilization facilimes (IRFs) show siable
supply and nocess, decrenses in discharges and spending, incrensed case mix and payments
peer case, meixed access 1o capitnl, and stromg morgins. Thes picture anses in pan hecouse of
WIS e inof the remewed enforcemem of the 75 percent rule stanieg in 2005, {The T3
prercent mude reguires IRFs i bave 75 percent ol admissions with one of maore of a specified
list ool comidstions. The Congreas recently mlled back the T5 pomcant rule, seitimg thie
complianee threshsk] permanently &1 60 pergenl in ong of several provisions of the
Medicare, Medicaid. and SCHIP Extension Act of J07 related to TRF services. )

[scharpes and spending, for example, decressed wien CMS staried 10 phase in enforcement
of the T8 percent rale in 2004 afier incremsing mpidly following the inorodection of the [RF
prospective payment system (PPS)in 2002 Renewed enforcement also caused the avemge
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came i and payments per case boincrease from 2006 i B, 2 the patients who were
wdmitted o [EFs had more comples conditions. Despite the decrease in cases. |RF Medicare
margins for 2006 were | 2.4 percenl. We are projecting |RF Medicare mangins for 2008 o be
B4 peroenl

Chur recommendiation lor the TRF paseent apdate balances beniliciary acoess to Gare with
szl corstrami. TRF= had Begun o adap o easstonc: under the 75 perdent rulie, with groath
m ol per Medicare case now slightly lemaer than the gremah in Midicane pasmments [or the

i joriny o IRFe The projected i fsould be sullsdnl W seodmimodale sl e maic
| DR, Therelome, the Cosmmnisson reeommeids thal the Congress should eliminale the
updale far mpatient nehabilastion services m JHA, (The Congress eliminaed the TRF
el e psdane for 20060 I thee Medicine, Medicaid, and SCHIP Extesion Aet of 3007, )

Long-term care hospital services

A ssmp currerd panmend adequady Tor long-lerm carg Bospital (LTCH) seraces is
challnging. On the one haswd, the gromth i LTOH Faeilites has showed substastially and the
by of LTCH cases has digriased. On the oiber haesd, spending pir FFS beneficiany and
Iy mEnis per dase have continged W mmdreass and uss par FES baneficiary has bea sicady.
Thene wies nio grawth in Medicare spending for LTUH services from 2085 t 216, The
evidence on qualiy (e alao miged, Risk-adjusted momslity rates and readeission 10 peule cire
hespitmls hive fallen, Pavients stso experienced fewer pasioperative palmonary embaliss
and desp vein thromboses, Howesver, pacients experienced more decubanis uleers, infections
duse 1o mezdbenl care, and pestoperative sepsis. LTOHS" access o capital & difficali o judge,
with analysts divided im their assessments and expectations for the industry,

In mdditicm, it is difficud o determing when use of LTOH services & appropriole and
necessary. Frequestly, LTCHs entering the program locate in market sress ahere LTCHS
nlready exist, mising questions ahout whether there are sufficient mombers of very sick
patiznis to support the nueber of LTCHS im the comanunity. Seen i thiz light. recent showing
i growih of (acilitbes, cases, and Medicare spending may indicate that the imdustry is
approaching equilibrium after o peniod of explosive grovwib spumred by overpayment and
irapproprime admissions.

1
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The Medicare margim for LTCHs based on 20086 cost reponts wis 9.4 percent. CMS has since
made & mamber of policy chanpes that reduce payments for LTCHs. Thess: paymem policy
chamges inchude recalibrating relative weights in 2007, making adjustments for coding
improverments, fnding new ways 8o reimburse LTCHs for patienis wigh the shorest lengths
o stay, amd reducing appregate pavments for Riph-cost outliers. Due 1o thes: changes, we
estimate LTCOHS" aggregate Medicare mamgan will Be between — 1.4 and —004 percent m 2HIE,
This range is basid an diffierest assumptions shaoul LTOHS" bihavior in nespoese b the 25
percen! rule—uwhich limis the percentape of patient= an LTCH ¢ reearve Trom o hosl
lisgrilal,

Although the inerpretation of payiment adequacy indicaloes is complicausd, o cslimated
Medicare margin for J008 supgests tal LTCHS may nil be ghle o secommodate growth in
thaz: const o caring Tor Medicire beneficlaries in 2009 withour an inerease in the base mie,
Therefore, the Cammission recommends thin the Secretary upidsss payment raes for LTCH
services by the market baskes indes, less the Commission”s pdjustment for productivity
grivwih.

Update on Medicare private plans

The Cosnmission suppons private plans nthe Medicare progrem, Medicare benelicuaries
showald have o chdice betwesn the FFS Medicare program and the aleemative delivery
sy=iems that privaie plans can provide. Privane plans have the flexibility in use care
nsanagement 1echneques that are nol present in traditional FFS, aeed—if pasd approprintely —
they have incentives oo innewole and be efficient. The Commission suppons fnancial
neuiraliiy beiween payment rmes for the FFS program and the MA program. Fimancial
neuirality means that Medicare showld pay the same amount, adjpesting for risk, regardless of
which option & heneficiary chooses. Mewtrality is imporiang 1o sper efficiency and innoyation.

However, MA paymenis are projected to be 113 percent of expected FFS expendStures in
2000 (Tahle 21 These sdded expendibores comtribuie 1o the worsening |ongsrange financial
setainability of the Medicare programe In addition, plan bids for the imditional Medicare
benefit package are projected at 101 percent of FFS, which mears tha MA plans, on average,

14
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are less efficiers than the iraditional Medicare program. The overpayment | 17 peroent ) and

imefficiency (108 percent) are even greater for privaie FFS plans—a plan type in which
enroliment has more than douhled in the last vear.

Table 2. Payments and bids relative te FFS for 2008 and MA enrallment

Fagmanis Fiaitt pedadis ki Erdplirsa] &4 ol L
salitvn W FFE FF4 iryated S00T Lt ol ]
ExparsdiEE parciures i milicre Hzv [2 - Kow OT
e 2H
All A, plans 113% 101% g8 T
Coordinafed care plans 113 Ba 7.2 1]
Progste Fps-lor-garics plans 17 Hf 1.7 1M
M FPS eseloianrac ] B4 [eled o ol wp Civich d v gt il ads Fealty o § WO Dl jEa LI s
i ikl i e Coppe W

Bamaie PR im0l chome b ClelS ove plove beily, evanlimid | iwal bnse bincimecn @ o s il

Even themgh we e the FFS Medicare spending bevel a8 a missune of pamty for the MA
program, the Commpsaion does mod thiek that FFS Medicare 18 an Micient délivery sysem in
minal e rkets. In Bl mvuch ol oo work 18 devobad g idenhi Foeg inelTiciencies in FFS
Meliedieare and suggresting imprenemsents in the program. 'Well-marmged systemns thal
courdinate care and select efficient providers shoaukd be at least as efficient 2= traditienal

Medicar: and in most cases should be mone eficient

Favment policy = a powerful signal af what we value. The oniginal concepiion {in the 1980}
for private plans in Medicare was that they would be a mechamism for introdixcing innovation
imitey the program while saving money for Medicane (they were paid 95 percent of FFSL To
compeie effectively with Medicare, private plans would be compelled o do things that
traditional Medicare found difficali o that woasld be difficult 1o impose on all beneficiaries
and providers—for example, selective contraciing with efficient providers and effective
mreanagement and coordination of care. By ncreasing paymen o levels significantly ohove
trditional bedicare, we have changed the signal we are sendieeg o the marker: Insiead of
efficiency-enhancing inmovetion, we are getting plars | for cxamnple, privme FFS plans) that

are pot wed| designed o manage care o immprove guality and hove kigher cost.
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Same argue that the MA program now has sddibomal geals soch as sddressing perceived
peagraphic ineguity m traditions] Medicare and increasing besefils=—panticulaty or low
i beveficiaries, Thiss may e legilivele goals, bl ey could be addressal o a hever
et and in aomone targeted wsy through changes in iradsaional Medicare. For eaample, MA
enrcllment is mot limfied g0 low income benefbciaries and any subsidy has to be ovailahle o
all plan enrcllees: high income or low income. MEP and LI5 anly enrcll lew income
beneficianes. and thus, improving those programs is 2 mone direct way to larget benefits 1o
thal populatson.

Enrollmsent @& show rapid growih bs private plans, A1 the asd of 2007, about 20 pereen of
Medicare heneficiaries were enralled in MA plans and all heneficiaries have peoess 1o 6 MA
plan in 200, with an avemge of 33 plans availeble imench county. However, the growth
comes mosthy from tao types of plans—private FFS plans, which have no requirement 1o
coardinate care or report quality measares, and SMPs. which have not yet been fidly
uvalinied,

In wddition. altheisgh plans are Belng pald more, elinical gualiny measires show disappointisg
resahs. Commercial mrd Medieaid plans ingproved more in clinical measures over the past
year than Medicare private plars. New plans in Medicare—those entering the program in
200 o lmter—shon: poorer performance than older plans o clmical indicators of quality.
Moreoaver, some plan Types {e.g. private FFS) are exempt from quality reposting
regparreiens makieg 1 QilTioall For eitbser the beneGeary of the program o judgs ther
wnlie.

Medicare's strengihs are low admimasirative cosis and the ability o set prices. Poovate plans,
iy B othaer hand, have greaser lilivede 1o coondingde care and 6 selev] providiees with
elTicien prachce paiberms, Paying privale plans st 100 percent of FFS coupled with PAF (=
tha U | esatin his recommeinded ) coeates the incentive for plans 10 manage care—ihm g,
reduce costs and mmprove quality. Wich the resulting sevings, plans can odffer addnicnal
benefits 1o beneficianes and in lwm stiract ennodlment. Paying plans more than 144 percent of
FI% adds admirdstrative cost=, which Medicare pays for, without any incestive fora
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commensurase gain im the mamgement of care or in the galiy of care. We are now paying
s bypes of plans mch mane than irsditional FFS, seeing lower eMiciency. and seeing new
plans with poorer guality perfommnee than old plans. W ane nifl receiving value for the
adiditgmal money,

We are alsn concemed with the eifectiversss of the special meeds plans. SKPs, created by the
Medicsre Preseripiion Dnag, lmproverment, and Mademizmon det ol 2000, were designed 1
serve Medicare beneflcimmes wich special neads, such as thase in Medicald or with chronic
canditkons, These plans are albowed o limio enrolbment 1o those specific cmegones of
beneficiories. Recent legislation evended $5Ps for another year but prohibsed new plans
fram exsering and existing plans from extemding their service areas. Sk Ps require further
sty 10 detemmineg whether they provide value o the prograna As the Congress, T35, and

the Commizsion cominue o evaluste SWPx we recommend that:

®  The Congress should nequire the Secretary bo establish additional, @ikored performance
mcasures Tor 5™ mmd evaluate their perfommancs on these measores withim three v,
S e przaaune and repeort the same quality mesasures as ofher MA plan pes, which
are wd devpnad o ensare Thal SNPs providi specialised e Toe their tangeted
propialations,

®  The Secretary should fumizh bensflciories and teeir counselors with ieformt o o SRPs
that coumpeares their benefis, other femures, and performance with ather MA plans and
tradivional Medicare. A lack of clesr informmion impedes beneficiaries from leaming
nhout and making an infiormed decision about joining a Sk

*  The Congress should direct the Secretary 1o reguire chromic condition 53Fs 1o serve only
teneficiaries with comples chromic conditions that mifeenoe many other aspects off
hazalth, have a high risk of kospitalization or other significess adverse bealth cotcomes,
and regaine specialinad delivery systems. CMS has not explicitly defined which chromic
conditions ane appropeiab: For SAEs o targel. Mo all chronic condition SKPs ane
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sufficiently specinlized o warrani argeted delivery systems and disesse management
siraephes and the unieque abiliny o i eoeodiment 10 cenain Beneficianies,

The Congress should require dual-gligible SMPs within chree years o contract, either
direetly on mdireetly, with states in their service sieas to coofdinate Mediaid beredin,
Withoui a coniract with states to cover Medicaid benefits, it is difficult g0 coordinabe
henefits with Medicaid, which should he & goal of the prograns. Dunl-sligible SWPs are
ol e pegquired 1 cooningte benelis wath Madicasd programes, and many duak-cligible
5MPs cperate without stale contracis.

Thi Cemgress should roquine SRPs 10ommned] o1 least 95 percent al thidr members [mm
their target population. The kw now requires that SMPs enroll peaple from their tanget
popislation. However, SMPs can apply Tor o waiver persitting them w enroll athers, The
way UMS Bas applicd thet provision is to permit SMPs to enroll anpone, pickmg and
chonsing whi they want, s0 long e the arget populatson is a higher percentage of the
plan”s ppulatian tham it s of the Medicane popalstion neiceally,

The Congress should eliminaze dual-zligihle and instinnicnalized heneficianes' ability o
ermiall i WA plims, exoot ShPs with siane conracts, onssde of open enrollmen, They
shoushl continue 1o be able o change plans during special eleciion periods tnggered by
life evenis and alsn continue 1o be abde o disenrall and rensm i FFS ot any time durning
the year. Currently, dual-gligible and wsiqusonalized Medscare beneliciries can enroll
and disermall from MA plars momthly. We have heand reponts that this provision
comtribanes 1o plan marketing shises.

The Congress should extend the suthority for SMPs that meet the conditions specified in
the mhive recoenmendations for three years, SMPs' authority o lima enrolbment sall
eapire December 2009, In laght o SMPs" rapid growth in rumber and enrollment, we call

fior & igorous evaluason o inform our decwsion about recommending them as a

permmane M apieon,
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Part D enroliment, benefit offerings, and plan payments

The repor examvings Maodcane™s prescriplion drug program as # ooers its thind year, Cur
andalvais of Far [ shows thal for DOOE thene gg mone than 1800 plans and s bemeficianes
g have & cholee of 50 0o &0 siand-alose preseripion disg plans (POPs) in thelr regeon. v
mlditecm, sponsoes mre affering more Medicane Advancage—Prescription Dinsg plans (A—
Pk Average monthiy premisms heve increased for 2008 o about 827 per monch, up from
tha $23 avernge for 2007, The average POP enrolles pays about £32 per month, while
average enrolless in an MA-PD pay about £13 of their monthly MA premium for Pan [
bencfits, s 2007, around |7 mallbon individesls were enralled in PDPs and T million
individuals wene in MA-FDx. Errodlozs in MA-PD plans are more Kkcly 1o have enhanced
b it —ionerags wilh an average binehil vals higher than B benelits—1thian thoss in
PP, Aboun 90 pereeni of Medicare benelmrics were enrolled in Par I plans or hisd drog
benedics an least ag generous as basle Fam [ eowerage from other surces.

O3t the 13 million heneficisnes estisnated 1o be eligible for PFan ['s “extra help” with
premiums and cost sharing, mece than 9 milfion were receiving a bow-income subsidy (LI5S}
Flares that hid less than regional threshaodd values gmlify b enroll LIS beneficiaries without
charging them a premium. For 2008, aboat 2.6 million LIS beneficiaries needed to swilch i
i dliferent plam il they did mol wand 10 pay & premium, consicderably more Uan had e switch
i Ehe provious year,

Chur look mi Pan 13 Fomsalaries shows:

= Adost plans use a three-tier structure that mchades ome peneric tier and tao other Hers
that distirgpuish betwenn preferred and nonprefismid brand-name drugs. For 2007,
copaye o B iedian eoeodlad i Gither 4 PDF o a6 MA-PD with o theag-tics
Tormulary were 55 per 3-day preseripoion fog a peseric dngg, 528 or £19 o
prefiemed hramd-name dougs, and 560 for nonprefemed brands,

®  In 207, meome than three-quariers of enrollees were m plars with specaliy fiers for
wxpensive products, snique drogs, and baalogicals. Cos sharing for specialty-tser
drups & ypically 25 pencent e 30 pergent of the plan’s megesied price and ceedlacs
By o appesl cosg-skaring amounts as ey can Tor drags on other e

|a
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The Commission is concemed that CM% bas not made dnsg claims data available 1o
congressional support agencies and selected exeotive branch agencies. Because of the lack
of dima, there are fundamental questions that the Commission and ather organizations cannol
answer about bow Part [ is operating, such as:

& wine prescrphion digs enrollees ang ussng most wilely;

#  how much, on avernge. enrollees are paying out of pocket for their medicine; and

*  hiw many beneficiaries are entering Part IF s covempe gap.

Witherut Pard D claims dala, it as alse wery difficud e assess efficiency and quality m the
eaerall delivery ol Bealh care (Par A, Par B, and Part I¥. Therefore, the Commission
recormmirsds thal the Congress should direct the Seanitary to make Pa D ciama dita
availahle negularly and in a ey mimme Lo congrissioral soppor sgencivs md sekacied
excculive branch agencies for purposees of program evaluation, public health, and salely.

Increasing participotion in the Medicare Savings Programs and
the low-income drug subsidy

Although the Medicare Savings Programs {M5Ps) and the LIS provide significant financial
benefits to enrollees with limited incomes, many eligible beneficiaries do not panicipaie.
There are many reasons why individuals might choose not o take advamiage of these
programs, but researchers have fiowrsd that the main bamiers o enroliment are beneficianes’
lack of knowledge of the programs and the complexity of the applscation processes. Those
eligible bui not enrolled i MEPs are more likely than those enrolled in BMSPs to repont that
ey did not receive needed health care becavse of cost. Beneficizries enrolled in MSF
programs are deemed eligible for L1%.

W'e make three recommendmions eo increase panicipation in programes designed 1o aid

beneficiaries with limited incomes:

*  First, Medicare beneficiaries, paticulardy those who are hard to resch., prefer 1o receive
informeation freen persoral contact. The Smte Health Insurance Assistmnee Programs
(&HIPs) are the anly pan of the Matonal Medicare Education program that prowides
personal counseling o bemeficinres—bul their resources are limated. Increased funding
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for SHIPs thai provide this one-on-one counseling will give more beneficianes acoess 1o
prograss for which they are eligihle, Therefore, the Comnsission recemmends the
Secnetary should merese SHIP lmding loe outrgach o low-incomse Makicare
hemeficiaries.

Second, federal minkmum MEF moome and assel levels have mot been revised simce the
pragrams were established, 17 MSP eriveria wene aligned with LIS levels, heneficiarics
comtld apply for bath proggrams at ane time. Benelicianes would fimd the process smpler
and stales and the federal govermment woald realize administrative savings, Therefore,
the Commisston recommends the Congress shoubd raise MAP imcome and ssset criterin i
comliamn Dy L15 oleni

Third, the Social Secunity Administration (55A) is responsible For determining LIS
eligibilizy for those individunls whao are not asomatically deemed eligible for the
subsady, IFMSE and LIS eligibibity were hased an the sams criteria, 55 coubd sereen
aned grwall bineliciames lor both programs simlancousty, providing MESP access o
eligible heneficiaries who bave not heard of it but have beard of LI5. The Commission
recommendds the Congress should change program requirements so that the 55A screens
LIS apphicants for federal MSE elipibaliny sl enralla them i they qualify,

py |
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Chairman STARK. Thank you. I guess on the Medicare Advan-
tage issue, I am not sure that there is any question that we are
overpaying relative to what the same procedures might cost us
under the fee-for-service schedules, and that it is a lot of money.
I don’t know, how many billion dollars a year are we overpaying?
Five, $10 billion a year? I don’t know.

Mr. HACKBARTH. Per year, it is about $10 billion.

Chairman STARK. $10 billion a year? I want to go back just—
we used to have something we called cost-based. How did we used
to pay people like Kaiser? We had a term for it.

Mr. HACKBARTH. Yes. Well, if you go way back, there were cost
contracts. In fact, they still exist.

Chairman STARK. Cost contracts. But basically, we were pay-
ing—let’s take Kaiser, which is in my district—on a cost contract
formula for, just about as far as I know, the same services they are
providing today. But in those days, we paid generally less than 100
percent of fee-for-service.

Now, what troubles me is how can I come to grips or what reason
could there be when in the past we were paying somebody like Kai-
ser, a managed care plan, less than 100 percent—they never came
to me and said they were about to go bankrupt or disappear—and
all of a sudden we are paying them, I don’t know, what in Kaiser’s
case may be 108 percent today for the same services they provided
previously. What possible reason could there be for doing that?

Mr. HACKBARTH. Well, let me just quickly talk about the his-
tory. The major change in how we paid private plans was—the first
major change—was in 1982, in TEFRA, at which time I worked in
the Reagan administration, and we were very excited about the op-
portunity for private plans to enter Medicare and participate in
what were then called risk contracts.

Chairman STARK. Risk contracts. That is right.

Mr. HACKBARTH. Right. And so Kaiser and other participating
plans were paid a fixed monthly payment set at 95 percent of the
expected Medicare cost for the same population. And what made us
excited about it in the Reagan administration was that we thought
the private plans could contribute something to Medicare, that
properly configured plans could add value for the program and
Medicare beneficiaries.

And so the 95 percent formula said, if you can do it for less, you
are welcome to come into the program and help the program and
help the beneficiaries. In a series of steps after that, of course, we
left the 95 percent standard and adopted new payment formulas,
which ultimately have led to us paying, on average, 113 percent
more.

The major concerns about that policy, paying 113 percent, are
two. One, obviously, it increases outlays in the short run, strains
the trust funds, and all of that. But from my perspective, perhaps
an even bigger concern is that we are shaping the market. We are
shaping the type of private plans that come into Medicare. The
benchmarks that we use are a signal about what Medicare wants
to buy. That is the function of prices in a marketplace.

And basically what we are saying to the marketplace is that we
welcome plans to come in and participate in Medicare that basi-
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cally mimic Medicare. They offer fee-for-service coverage. They are
not adding value. And that is the innovation that we want to buy.

I think that is a luxury that the program can ill afford at this
point. What we want is a payment system that encourages innova-
tion, improvements in efficiency, and quality. Plans like private
fee-for-service, which are prospering under the existing payment
system, are not adding value to Medicare. Their existence, their
rapid growth, is a sign the payment system is flawed.

Chairman STARK. How do those private fee-for-service plans, if
you will, for the committee—how do they differ from fee-for-service
Medicare? What is the difference between a private fee-for-service
plan and the old-fashioned standard Medicare fee-for-service?

Mr. HACKBARTH. Well, in terms of what they are required to
do, there is really not much difference at all. By statute, they are
required to pay providers on a fee-for-service basis. They are not
supposed to limit the beneficiary’s choice. They are not supposed to
link payment to utilization, et cetera. So——

Chairman STARK. How about extra benefits?

Mr. HACKBARTH. Well, they provide extra benefits out of the
additional payments that they get over and above the cost of tradi-
tional Medicare. In fact, let me just share a couple figures on this.

So in this slide—I assume you can see it—the bottom row there
is

Chairman STARK. It doesn’t show up, but that is our—is it in
your——

Mr. HACKBARTH. Yes. Okay. So you have—oh, there we go. It
is on the screen now. So I am looking at the bottom row, which is
private fee-for-service. So on average, the payments to private fee-
for-service plans are 117 percent of what Medicare would have cost
for the same beneficiaries. Their bids are 108 percent. And then
the benchmarks are 120 percent, so they are focusing on areas
where the benchmarks are high. And then rebates are 9 percent.

So what this is saying is we are paying them 117 percent of tra-
ditional Medicare. Only 9 percent of that is going back into added
benefits for Medicare beneficiaries. The other 8 percentage points
is going into the higher cost for the plans, whether they be higher
utilization rates or higher administrative costs, whatever. So only
about half of the overpayment is actually making it to Medicare
beneficiaries.

Chairman STARK. And am I correct in assuming that none of us
know what if any additional benefits are actually used by the bene-
ficiaries? We know they are “offered,” but we have—there are no
records, as I understand it

Mr. HACKBARTH. Yes.

Chairman STARK [continuing]. As to whether they are actually
being consumed or used or have any costs to these private fee-for-
service plans.

Mr. HACKBARTH. Yes. Well, under the terms of the Medicare
Advantage program, plans are only required to submit limited data
that supports the risk adjustment system. They don’t have to pro-
vide detailed encounter data on all services provided. And without
that encounter data, it makes it difficult to assess the value.

Chairman STARK. If it was decided, whether we decided or it
was recommended, that many of these extra benefits should be
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added as basic benefits in Medicare, is there a more efficient way
to provide them?

Mr. HACKBARTH. Well, again, going back to the slide, that row
on bids, what that 108 percent number means is that the plans
themselves say it costs them 8 percent more than traditional Medi-
care to provide the basic Medicare Part A and B benefit package.
So they are saying they cost more than traditional Medicare.

So if the goal is to provide additional benefits to Medicare bene-
ficiaries, a more efficient way to accomplish that goal would be to
do it through traditional Medicare.

Chairman STARK. It is my understanding MedPAC is working
on the issue of how to revise the physician reimbursement plan.

Mr. HACKBARTH. Yes.

Chairman STARK. And we will hear from you about that later
on?

Mr. HACKBARTH. Yes. Mr. Chairman, could I just add one
other point on Medicare Advantage?

Chairman STARK. Sure. Yes.

Mr. HACKBARTH. I do want to point out that, you know, I am
focusing on the bottom row there, on private fee-for-service. If you
look at the HMO row, there are some private plans that provide
the services for less than Medicare’s costs. And so the average
HMO bid is 99 percent of Medicare costs.

Chairman STARK. Ninety-nine?

Mr. HACKBARTH. Ninety-nine percent. And so in that case—
and some HMOs do substantially better than that. So in that case,
the private plans are more efficient at providing the additional ben-
efits. I just wanted to make sure that was clear.

Chairman STARK. Can you differentiate at all, I mean, between
those that are bidding at par or less with those who are bidding
more? I mean, is there any:

Mr. HACKBARTH. What type of plan?

Chairman STARK. Yes, or how they operate. Is there a way you
can distinguish statistically how they differ?

Mr. HACKBARTH. I would point to a couple things. One is that
there are geographic differences, as Mr. Camp alluded to. In some
areas of the country, the traditional Medicare costs are very high
and private plans are able—many private plans are able to bid less
than the traditional Medicare costs.

In other parts of the country, the traditional Medicare costs are
significantly lower and it becomes more difficult for a private plan
to bid less than the Medicare fee-for-service costs. So geographic
differences are important.

Also, plan type is important. More tightly organized systems like
Kaiser Permanente, generally speaking, have lower costs than
looser systems like private fee-for-service or large network HMOs.

Chairman STARK. Let me just get one more question in here,
and I want to yield to Mr. Camp. He has been patient with my in-
quiries.

In the area of comparative effectiveness, it is my understanding
that we are perhaps one of the few industrialized nations in the
world in that doesn’t have some form of comparative effectiveness
studies, certainly for pharmaceuticals if not for medical procedures.
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We came fairly close on a bipartisan basis to—I think we came
together on a bipartisan basis that it would be useful for us to have
a comparative effectiveness program. My understanding is that we
came apart on Blue Cross complaining that if they were going to
pay anything, they wanted to control the system. And I personally
felt that it had to be at least a private/public partnership.

And in a way to pay for it, we had suggested that the govern-
ment should pay some and the insurance companies, who would
benefit from the use of this data, should pay—I think it was two
bucks a year per insured, which hardly seemed—considering how
much money they make—a burden for them.

Can you give us an outline of what you would suggest as how
we would set up a body to ensure independence, that the effective-
ness research had a stable funding source and could maintain its
independence? Have you got—I mean, this is what I think MedPAC
does, although we pay the full freight, the taxpayers do. How would
you suggest we set that up?

Mr. HACKBARTH. Yes. We will actually address this issue in
some more detail in our June 2008 report. So it is an issue that
is currently under active discussion within the commission.

What we have said to this point is that we think it is critically
important that the entity be perceived as independent. The whole
idea here is to have an entity that exists to produce the best avail-
able information, not just for payors but also for patients and phy-
sicians. And given the sensitivity of the topic, it will only be cred-
ible and useful if it is seen by all parties as independent.

Second, we believe it is very important that the organization
have a secure, stable flow of funds and not be subject to having to
ask various parties for money each year. That would limit its effec-
tiveness, limit its ability to invest in major research.

As to the specific mechanism for financing, we have not made a
recommendation on that. But it does seem to us that it ought to
come from the people who benefit from the research, which in-
cludes both the public and private payors. Now, there are various
ways that that might be accomplished.

Chairman STARK. Is your board close to unanimous in its agree-
ment with those principles, or are——

Mr. HACKBARTH. Yes.

Chairman STARK. They are?

Mr. HACKBARTH. We are.

Chairman STARK. Well, I am happy to hear that, and look for-
ward to, in your report to us in June or any sooner, that you could
let us know what your deliberations decide.

Mr. HACKBARTH. Yes. And I might add that within the com-
mission, it is some of the physician commissioners who have been
most articulate about this. As practicing clinicians, they feel that
the quality and the amount of information that they get about
what works for their patients is less than they would desire, less
than they need.

Chairman STARK. Thank you very much.

Mr. Camp.

Mr. CAMP. Thank you.

Mr. Hackbarth, the Medicare Modernization Act in 2003 had a
number of provisions to improve Medicare Advantage payments.
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Have these changes stimulated growth, particularly in the under-
served rural areas? And so have they actually succeeded in pro-
viding rural seniors with more options?

Mr. HACKBARTH. Absolutely.

Mr. CAMP. The MedPAC report found that Medicare Advantage
plans were paid about 13 percent more than traditional fee-for-
service. Did you take into account the value of extra services like
dental and vision care, preventive services like annual physicals,
free annual physicals, that Medicare Advantage plans provide?

Mr. HACKBARTH. Well, what we are looking at in that number,
the 113 percent, is the amount of the payment as opposed to the
additional benefits provided.

Mr. CAMP. That is just a raw score. So it does not take into ac-
count the issue of benefits?

Mr. HACKBARTH. Well, in the slide that I have up, Mr. Camp,
the additional benefits that the plans are providing over and above
the basic Medicare benefit package would be reflected in the rebate
column. So they are providing services estimated to be 9 percent
above the traditional Medicare benefit package, but they are receiv-
ing payments equal to 117 percent.

Mr. CAMP. Did you include the value of the assistance Medicare
Advantage plans provide in helping beneficiaries with lower co-pay-
ments and deductibles as well?

Mr. HACKBARTH. That would be in the rebates, yes.

Mr. CAMP. You also say in your statement that we are not re-
ceiving value for the additional money in Medicare Advantage.
However, GAO found that beneficiaries in traditional Medicare pay
$800 more per year than those in Medicare Advantage. And the
Kaiser Family Foundation report found that while beneficiaries
save—all beneficiaries save more money in Medicare Advantage,
but on average, those with the highest health care costs save more
than $4,000 a year by being in Medicare Advantage.

Are you familiar with those findings?

Mr. HACKBARTH. Yes. And I think I can explain how they fit
into our analysis.

Mr. CAMP. Would you describe those are receiving value, those
individuals?

Mr. HACKBARTH. Well, the same additional benefits could be
provided by Medicare, traditional Medicare, that is, at a lower cost.
The plans themselves say that their costs to provide the Medicare
services are higher than traditional Medicare’s.

Mr. CAMP. But traditional Medicare doesn’t provide those serv-
ices.

Mr. HACKBARTH. Apples to apples.

Mr. CAMP. So you are assuming that then traditional Medicare
would then continue to provide all of those services that we are
finding in Medicare Advantage.

Mr. HACKBARTH. Well, to the extent that what the plans are
doing in their additional services is filling in deductibles, coinsur-
ance, paying premiums, I think that is a reasonable assumption.

Mr. CAMP. But also dental and vision care and other items.

You mentioned reducing those Medicare Advantage payments
also to spur efficiency and innovation. Are you suggesting that the
health care delivery systems in North Dakota and Wisconsin are
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ten times more inefficient than those in New York and Florida,
particularly?

Mr. HACKBARTH. Well, the states that have low traditional
Medicare costs would tend to be more efficient, not less efficient.
In fact, in many of the low-cost Medicare states, as you know—not
all of them, but many of them—also tend to do quite well on qual-
ity measures. And so traditional Medicare is providing very good
value in those low cost states.

Mr. CAMP. Well, so that is—yes. Those with higher Medicare
spending and utilization often have lower health and quality out-
comes compared to areas that are—where utilization is much
lower. I think that is what you are saying.

Mr. HACKBARTH. I am sorry. Say that again?

Mr. CAMP. I think what you are saying is that benchmarks vary
widely across the country, and that you have found that regions
with the highest Medicare spending and utilization rates often
have health and quality outcomes similar or worse than those
areas where utilization is much lower.

Mr. HACKBARTH. Yes. That is correct.

Mr. CAMP. Is that a fair statement?

Mr. HACKBARTH. That is correct.

Mr. CAMP. Are you exploring ways to ensure that seniors in
states like Michigan will not continue to subsidize the over-utiliza-
tion of services by paying higher monthly premiums and
deductibles in Florida and other areas?

Mr. HACKBARTH. Yes. Well, much of our work is aimed at try-
ing to improve traditional Medicare so that it incorporates stronger
incentives for efficiency and quality. So yes, that is what we spend
most of our time trying to do.

Mr. CAMP. Thank you. I see my time has expired, Mr. Chair-
man. Thank you.

Chairman STARK. Mr. Doggett, would you like to inquire?

Mr. DOGGETT. Thank you very much for your important, con-
tinuing work.

I would like to direct your attention first to the section of your
report captioned, “Part D Data Still Unavailable for Purposes
Other than Payment and the Related Recommendation.” In that
portion of your report, you say that in calendar year 2006, Medi-
care and Medicare beneficiaries under the prescription drug pro-
gram paid out about $50 billion in premiums, but “because of gaps
in available data, there are fundamental questions that cannot be
answered about how Part D is operating.”

I think this is a very troubling finding, and your recommendation
to try to get CMS and HHS to do what they are charged under the
law already, I believe, to do is very important. I have just been con-
sistently amazed at this administration’s tolerance of waste, fraud,
and abuse in the Medicare Advantage program. Apparently it is
okay to have waste, fraud, and abuse in government programs as
long as it fulfills an ideological imperative and benefits insurance
companies.

Specifically, for over eight months I have been trying to deter-
mine whether all of $100 million was wasted or just a large part
of it in this program to provide prescription drug assistance to peo-
ple who weren’t told in a timely way they were entitled to get it,
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and the refusal of CMS to go back and take a look at whether all
that $100 million was wasted or just a large part of it.

I asked in this room in June. I asked in October. I asked when
Secretary Leavitt was sitting where you are, when he came to tes-
tify about the President’s budget. I asked again last week in the
Budget Committee. CMS continues to refuse to explain what hap-
pened to that $100 million for low income beneficiaries.

Let me ask you: As a nonpartisan research organization with no
political agenda, the Medicare Payment Advisory Commission, has
the administration—formally or informally—been willing to provide
you with the facts that you need concerning either this $100 mil-
lion payment or the overall experiment with Part D, $50 billion?
And if not, has that refusal to provide data impaired your work to
ensure accountability?

Mr. HACKBARTH. Well, I am not sure about the $100 million
issue, Mr. Doggett. But in general, we have been concerned that we
haven’t been able to get claims level data on Part D so that we can
answer basic questions about how the program is functioning—for
example, which drugs are the most frequently used, and how many
beneficiaries are entering into the coverage gap, and those sorts of
issues. And without that information, we feel we can’t advise the
Congress on how well the program—Part D, that is—is working.

So we have recommended that Congress pass legislation requir-
ing CMS to provide claims level data to MedPAC and other con-
gressional support agencies, and also executive branch agencies
that have health and safety responsibility, like FDA.

Mr. DOGGETT. And you believe they could provide you that data
right now; but given their attitude, you feel a mandate is nec-
essary?

Mr. HACKBARTH. Well, my understanding is that there are at
least people who believe that they don’t have the legal authority to
do that right now, which is why we have couched it as a rec-
ommendation that Congress enact legislation to make it perfectly
clear that CMS is not just authorized but required to give us the
data.

And obviously, it ought to be done so in a way that protects con-
fidentiality to beneficiaries. And we have a fairly good track record
of dealing with confidential information.

Mr. DOGGETT. If you had that data already, certainly you have
mechanisms within your committee to protect confidentiality.

Mr. HACKBARTH. Oh, yes.

Mr. DOGGETT. You would have protected it had you been sup-
plied the data you need to do your job. You have, even without that
data, been able to do a great deal of research on the windfall sub-
sidies that Medicare Advantage plans enjoy. They of course don’t
just go to low income individuals. They go to people of all income
ranges.

Do you believe that Medicare Advantage is the best way to assist
poor folks, low income individuals, with their health care costs?

Mr. HACKBARTH. No, we don’t. We believe that there are other
ways that are more targeted and would therefore be more effective
at achieving the goal of providing support to low income people.
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Mr. DOGGETT. I believe the latest estimate we have is that we
will waste about $150 billion over the next ten years on Medicare
Advantage over delivering it through traditional Medicare.

Just one last question, if I may, in another area, Mr. Chairman.
And that is with regard to not so much these recommendations as
the meeting that you had last week to begin exploring again this
question of bundling hospital and physician payments for services
around a hospitalization.

As you know, when we had the so-called wrap DRG, there was
a concern about bundling radiology, anesthesiology, pathology serv-
ices all together. Could you just give us a general idea of where you
think MedPAC is going with this new bundled payment pilot, and
perhaps tell us what type of select conditions might come into play,
whether it is high volume, or just generally what are the conditions
for which quality has been a persistent problem but for which
standard protocols are not available?

Mr. HACKBARTH. Yes. Well, a couple points.

Mr. DOGGETT. Or are available.

Mr. HACKBARTH. First is that we have not made a rec-
ommendation yet. We discussed a draft recommendation at our
March meeting last week, and we will take up a recommendation
in April. But I don’t want to prejudge that the commission will en-
dorse that.

The concept that we have talked about is starting with a select
number of DRGs, focusing on particular conditions that are high
volume and, for example, where there is a lot of variation around
readmission rates and the like—focusing on those DRGs and then,
for those conditions, bundle together in a single package not just
the hospital payment but also the inpatient physician fees, subse-
quent hospital readmissions within a given window like 30 days
after the first admission. And the ultimate goal would be to have
a single fixed payment that goes to an organization that then di-
vides it among the physicians and hospitals and others partici-
pating in the care.

So that is the basic concept. To get to that true bundled pay-
ment, we are likely to recommend some transitional steps that
would move us gradually in that direction.

Mr. DOGGETT. Thank you.

Chairman STARK. Mr. Johnson, would you like to inquire?

Mr. JOHNSON. Thank you, Mr. Chairman.

You indicated that rural access has improved beneficiary choice
to Medicare Advantage. And what would your proposed cuts do to
Medicare Advantage to current beneficiaries’ access? Is that going
to impair them?

And you need to know that the seniors in my district have asked
me not to mess with their Medicare Advantage plans, and I know
that Mr. Stark’s percentage is way up there on numbers of people
in your district who take Medicare Advantage. Compared to mine,
you are about five times as many.

Mr. HACKBARTH. Clearly, as I said in response to Mr. Camp,
the additional payments that are being made to private plans are,
at least some of them, going into added benefits for Medicare bene-
ficiaries. And of course we understand that that is very popular.
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But if the goal is to provide added benefits to Medicare bene-
ficiaries, we believe that there are more efficient ways to do that
than to funnel the money through

Mr. JOHNSON. Yes. You made that statement before. You keep
saying there are other ways. What are the other ways? Would you
care to discuss——

Mr. HACKBARTH. If Congress wants to expand the Medicare
benefit package, Congress can do that and it would be at a lower
cost than doing it through Medicare Advantage.

Mr. JOHNSON. How can you be sure it would be a lower cost?

Mr. HACKBARTH. The plans tell us so. Again, looking at the
table before you, the plans say that it costs them more than tradi-
tional Medicare to provide the Medicare benefit package.

Mr. JOHNSON. Well, but you also made the statement that it
varies across the country. And how do you equalize that?

Mr. HACKBARTH. Well, let’s just go through some of the num-
bers here. On average, for all Medicare Advantage plans across the
country, all types of plans, the average bid is 101 percent of tradi-
tional Medicare.

For the private fee-for-service plans, which are, as you know, the
most rapidly growing and the most prevalent form in the rural
areas, the plans say that it costs them 108 percent of Medicare’s
cost to provide the traditional Medicare package. So there certainly
is variation.

But in the rural areas, the private plans say it would cost us
quite a bit more than traditional Medicare to provide these bene-
fits. That is what the plans say. That is what their bids say. So
if we want to provide more benefits to Medicare beneficiaries, it is
more efficient to do it through traditional Medicare than through
private fee-for-service plans.

I would also add that if the goal is to improve geographic equity,
if people feel like traditional Medicare is unfair to parts of Texas
or to Michigan relative to Florida, the place to fix that is in tradi-
tional Medicare, not in paying additional money to private plans in
those areas.

When traditional Medicare pays a lot more for—or when Medi-
care pays a lot more for private fee-for-service in Texas or in Michi-
gan or in South Dakota, a lot of that money is going into higher
administrative costs and profit for plans. It is not going to the
health care providers in those states that have produced those low
traditional Medicare costs. It is going to insurance companies.

So if we want to improve geographic equity in traditional Medi-
care, fix traditional Medicare. If we want to provide more benefits
to Medicare beneficiaries, provide them through traditional Medi-
care. It is lower cost. It is more targeted.

Mr. JOHNSON. So what you are saying is the government is a
better insurer than private industry?

Mr. HACKBARTH. No. Actually, I am not saying that.

Mr. JOHNSON. Yes, you——

Mr. HACKBARTH. Well, this is a critical issue, Mr. Johnson, so
I want to be really clear on it.

Is traditional Medicare lower cost, more efficient, than private
fee-for-service plans? Yes. The data say so. The data submitted by
private fee-for-service plans say so. Is traditional Medicare more ef-
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ficient than all private plans? No. Some of them bid less. HMOs,
on average, bid less than the cost of traditional Medicare, and some
HMOs significantly less than traditional Medicare.

Some private plans are efficient. Others are not. The problem
with this payment system is we are rewarding inefficient private
plans. In fact, we are encouraging growth in inefficient private
plans.

Mr. JOHNSON. Well, I think—would you agree that 75 percent
of the people use HMOs?

Mr. HACKBARTH. Seventy-five percent of the enrollment? Yes.

Mr. JOHNSON. Can you tell us? Is that true?

Mr. HACKBARTH. Yes. But the most rapidly growing piece of
this is the private fee-for-service.

Mr. CAMP. Would the gentleman from Texas yield just for a
point of clarification?

Mr. JOHNSON. Yes. Sure.

Mr. CAMP. Mr. Hackbarth, are the coordinated care plans in a
different position than the private fee-for-service? Are those still—
I mean, your own data suggests they are providing services more
efficiently, yet your testimony seems to lump everybody together.
And if you could just clarify those points, I would appreciate it.

Mr. HACKBARTH. Yes. Sure, Mr. Camp. And believe me, I am
doing my best to be clear on this. Not all private plans are the
same. There is a lot of variation. We tend to, for analysis purposes,
group plans into broad categories—private fee-for-service, coordi-
nated care plans, regional PPOs, and the like.

There are variations across those categories. Clearly, private fee-
for-service is the least efficient option among the broad categories.
Within a category, like coordinated care plans, that includes HMOs
and local PPOs, as I recall, there are variations among HMOs in
terms of their efficiency. Some of them are much lower cost than
traditional Medicare. Some are highest cost than traditional Medi-
care. So the labels are——

Mr. CAMP. Do you have a conclusion as a category, though?

Mr. HACKBARTH. On average, the HMO category provides the
traditional Medicare benefits for less than traditional Medicare.

Mr. CAMP. Thank you, sir. I yield back.

Mr. JOHNSON. Thank you.

Chairman STARK. Ms. Tubbs Jones, would you like to inquire?

Ms. TUBBS JONES. Thank you, Mr. Chairman.

Good morning, sir. How are you?

Mr. HACKBARTH. I am doing well.

Ms. TUBBS JONES. My name is Stephanie Tubbs Jones. I come
from Cleveland, Ohio. And I am concerned, and I have kind of
looked through this report and I am not sure that it is included in
that: You are familiar with all the research that shows that there
are significant health disparities, particularly in the delivery of
health care for minorities, are you not, sir?

Mr. HACKBARTH. Yes.

Ms. TUBBS JONES. Is there any place in this report where you
address the issue of health disparities?

Mr. HACKBARTH. Well, there are places that we take care to
look at differences. For example, in
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Ms. TUBBS JONES. Can you refer me to somewhere in the re-
port to do that?

Mr. HACKBARTH. Yes. For example, in looking at dialysis facili-
ties and closure rates, one of the things that we look at is the im-
pact on different populations, including African Americans.

Ms. TUBBS JONES. And what were your findings?

Mr. HACKBARTH. Well, in that case we found that among the
closing dialysis facilities, they were somewhat more likely to be fa-
cilities that have a disproportionate share of African Americans. It
ii nl(;t a huge disparity, but something that bears watching, we
think.

Ms. TUBBS JONES. And the reason you are focusing on that is
because end stage renal disease predominates in African Ameri-
cans and other minorities. Is that correct?

Mr. HACKBARTH. Yes. It is a particular problem.

Ms. TUBBS JONES. And so what do you propose we do to ad-
dress that particular issue, sir?

Mr. HACKBARTH. Well, in this case, as I said, we found a slight
difference and think that it is something that bears watching. We
don’t think that there is evidence of an overwhelming problem at
this point that requires

Ms. TUBBS JONES. But if you are looking at a population in
which it predominates, the slight difference could have a dispropor-
tionate impact on that group of folks.

Mr. HACKBARTH. All of the other statistics that we look at in
terms of access to care for African Americans in general, the
growth in services, et cetera, they all are in line with the needs of
the population. So the number that I am saying is a little bit,
something that bears watching, is the closure of facilities. Are the
ones that are closing disproportionately facilities that serve African
Americans?

Ms. TUBBS JONES. So are you saying to me that in terms of
health care disparity, the only issue is the closing of end stage
renal disease facilities?

Mr. HACKBARTH. We don’t look at every issue with an eye to-
wards disparities. No, we don’t.

Ms. TUBBS JONES. Is that something you could do?

Mr. HACKBARTH. We would be happy to look at particular
issues, yes.

Ms. TUBBS JONES. I mean, I think that in light of the fact that
every research is showing that health care disparities predominate,
delivery of care to minorities is a big issue for minority commu-
nities. It would only make sense that you, who do the report to
Congress on Medicare payment policy, would include that in your
research.

Could you see that that is something you include moving forward
in the future?

Mr. HACKBARTH. Yes. We can take a look at that.

Ms. TUBBS JONES. You are aware, in fact—I am encouraging
you to do so. And I am going to stay on this health care sub-
committee counting on you to provide that kind of leadership for
us.

You are aware that the committee—not the committee, the chair
and I requested the GAO to do a study around end stage renal dis-
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ease and the impact bundling would have on end stage renal dis-
ease?

Mr. HACKBARTH. Yes.

Ms. TUBBS JONES. Is there anything in your research that
speaks to that issue?

Mr. HACKBARTH. To bundling?

Ms. TUBBS JONES. Yes. The bundling of Epogen and the im-
pact that it would have on minority communities?

Mr. HACKBARTH. Well, the commission has recommended bun-
dling of ESRD-related services. And we have recommended that
when that is done, that there be careful attention paid to incor-
porating measures of quality.

Ms. TUBBS JONES. But when you made that recommendation,
did you have any study upon which you based that it would have
any disparate impact on minority communities?

Mr. HACKBARTH. No. We don’t have information to show——

Ms. TUBBS JONES. Could you, please—again, I am asking on
behalf of the minority communities across this country in whom
end stage renal disease predominates—do some research in and
around that?

Mr. HACKBARTH. Yes.

Ms. TUBBS JONES. And when we receive this GAO study that
we have frequented, that you take a look at that to determine the
impact, what impact your decision could have based on the study
that they have done?

Mr. HACKBARTH. Yes. Of course we would be happy to do that.
I would add, though, that we recommend bundling for ESRD serv-
ices because we think that that system can produce better quality
for all Medicare beneficiaries within end stage renal disease.

Ms. TUBBS JONES. But let me

Mr. HACKBARTH. The goal is to enhance quality as well as im-
prove efficiency.

Ms. TUBBS JONES. Exactly. But the question I have is: Do you
believe that doctors recommend drugs in order to make money
versus standing in the stead of doing the job that they are sup-
posed to do, which is to do no wrong?

Mr. HACKBARTH. Some doctors do that, and many do not.

Ms. TUBBS JONES. So upon what do you base that answer that
some doctors do that?

Mr. HACKBARTH. That some doctors——

Ms. TUBBS JONES. Do that, what you just—that is what you
just said.

Mr. HACKBARTH. I am saying that there are doctors who will
do things due to financial motivation, and many who do not.

Ms. TUBBS JONES. And upon what do you base that statement?

Mr. HACKBARTH. You can look at variation in utilization of
services, and look at things like how ownership affects utilization
recommendations.

Ms. TUBBS JONES. So do you have a research report that says
doctors make that kind of recommendation, for profit, versus look-
ing out for the interests of their patient?

Mr. HACKBARTH. Again, I don’t know if I am misunderstanding
your question. Are there physicians who recommend more because
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they are influenced by financial incentives? I say yes, there are
some physicians.

Ms. TUBBS JONES. And I am asking you, if you have physicians
that do that, do you have a report that shows that they do that?

Mr. HACKBARTH. There is abundant research that shows that
there is a relationship between financial incentives and physician
utilization decisions. There is research that shows there is a rela-
tionship between physician ownership of facilities and their deci-
sions about utilization of those services. We don’t produce every bit
of research ourselves. We rely on work done by other researchers.

Ms. TUBBS JONES. I would be interested in having someone
from the folks that are with you giving me the research that says
that doctors would over-prescribe a drug of purposes of profit
versus looking out for the interests of their patient. And I am out
of time, so I am looking for you to send that to me.

Mr. HACKBARTH. Well, again, the point is that physicians re-
spond to incentives.

Ms. TUBBS JONES. I don’t know if anybody in the physician
community is sitting out there listening to these blanket state-
ments that you are making, but I am confident by the end of the
day you are going to hear from a whole bunch of them.

Mr. HACKBARTH. Well, we have got physicians on MedPAC
who would agree with that statement.

Ms. TUBBS JONES. Send it to me. If you have it, I would love
to read it. But I am telling you, by the end of the day I am con-
fident you are going to hear from a lot of physicians who agree
with that blanket statement you are making about their practice
of medicine.

Mr. HACKBARTH. And in fact, just so the record is clear, I did
not make a blanket statement. What I said is that some physicians
do; most do not.

Ms. TUBBS JONES. I will let the physicians argue with you.
Thank you, Mr. Chairman.

Chairman STARK. You are welcome.

Mr. Kind.

Mr. KIND. Thank you, Mr. Chairman, and thank you, Mr.
Hackbarth. I appreciate your testimony today, and also MedPAC’s
work in the report that you submit. Obviously, you give us a lot
of policy issues to chew on in the course of the report.

Skilled nursing facilities/home health: I am very concerned about
their status back in Wisconsin. Obviously, MedPAC is recom-
mending zero percent.

Mr. HACKBARTH. Right.

Mr. KIND. And that is based on what the Medicare margins are
right now, is my understanding. The problem we are facing, how-
ever, is the state funding issue, which many of us believe has been
inadequate, especially in Wisconsin, for too long. And yet they keep
coming to us seeing if there is any type of help or relief in light
of the funding shortfall that is occurring at the state level.

You probably weren’t paying attention, but a couple of weeks ago
we just passed reauthorization of the Higher Education Act, which
had a maintenance of funding language in it, basically telling the
states, listen. If you are going to make it a policy proposal to re-
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duce funding for higher education, don’t expect the Federal Govern-
ment then to come up and make up for the shortfalls in that.

I am just wondering whether or not something like that might
be necessary in order to address the skilled nursing facilities and
home health issues since Medicare’s margins are above and beyond,
and yet the state funding seems to suffer each year as we go for-
ward, and then jeopardizing that care back home.

Mr. HACKBARTH. Yes.

Mr. KIND. Did MedPAC look at anything like that?

Mr. HACKBARTH. Well, what we have said is that using Medi-
care funds to offset Medicaid shortfalls is a mistake.

Mr. KIND. Right.

Mr. HACKBARTH. For two reasons. One, if the Federal Govern-
ment says, we will assume responsibility for the bottom line of
nursing homes and home health agencies, that is the reason for the
state and other payors to say, oh, we will reduce the amount we
pay because the feds will make up the difference. And that is the
issue you are getting at.

The second aspect of it is that if we use Medicare rates to cross-
subsidize for low Medicaid payment, the skilled nursing facilities,
for example, that are going to get the most money are the ones that
have the highest Medicare case loads and the lowest Medicaid case
loads. And so the money is not going to go to the right people.

So if you want to fix low Medicaid rates, you have got to fix Med-
icaid, not do it through Medicare. As to how to fix Medicaid, that
is beyond the scope of the Medicare Payment Advisory Commission,
so we have not made a specific Medicaid recommendation.

Mr. KIND. Now, let me just relay the sense of frustration again
that many of the providers feel back in my district in western Wis-
consin. High quality care. One of the lowest reimbursement regions
in the entire country. Now, if we were to move forward aggres-
sively, getting e-prescribing, HIT in place with quality of care
standards, and move to an outcome or performance-based reim-
bursement system, how much cost savings do you think that would
bring the Medicare system in light of the solvency issues that have
been highlighted here today?

Mr. HACKBARTH. From HIT in particular?

Mr. KIND. Yes. From HIT, but also going to a performance-based
type of reimbursement system that also deals with the utilization
variances from regions.

Mr. HACKBARTH. Yes. I don’t know, Mr. Kind, exactly what the
number would be. You know, people have looked at some pieces of
that. The Rand Corporation, for example, tried to look at the poten-
tial long-term savings from HIT. MedPAC specifically has not
looked at those issues. But potentially the savings are quite large
from improved efficiency.

Mr. KIND. And you are probably familiar with the type of pro-
vider initiative that is taking place in Wisconsin, where they are
trying to—this new quality collaborative initiative that all the pro-
viders have bought into in the state in trying to establish stand-
ards, increasing transparency, and getting that data available,
which I think makes a lot of sense as long as you can get that type
of integration and cooperation across the providers.
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But naturally, we do have a solvency issue. But one of the issues
coming up this year was going to be the 45 percent trigger issue.
Does MedPAC have any thoughts about that 45 percent trigger?

Mr. HACKBARTH. Well, we have not made any recommendation
on the 45 percent trigger per se. I would say that, as I said in my
opening statement, the commission is very concerned about the sol-
vency of the program and feels a growing sense of urgency about
that. So to the extent that the 45 percent trigger reflects the same
sense of urgency, that is good news.

The problem with the trigger is that, as you know, it focuses on
the portion of the program that is financed through general reve-
nues. And so it is just looking at a piece of the financial picture,
not the overall cost of the Medicare program.

And so in that sense, the 45 percent trigger is inadequate to deal
with our big picture issue, which is the total cost of the program,
whether it is financed from general revenues or the HIT.

Mr. KIND. Right. What are your thoughts on these so-called effi-
ciency payments, trying to incentivize increased efficiencies and
cost savings and the delivery of health care? Are they going to be
effective? Are they going to——

Mr. HACKBARTH. We have got to move in that direction. We
need to move in that direction with care. We need to make sure
that the system includes quality measures to assure that we aren’t
hurting quality as we try to lower costs.

We need to take care that there is appropriate adjustment for pa-
tient case mix and severity of illness so there aren’t incentives to
avoid the sickest patients. But the direction is the direction we
need to move. We just need to move there with care and thought.

Mr. KIND. Great. Thank you. Thank you, Mr. Chairman.

Chairman STARK. Mr. Pomeroy, would you like to inquire?

Mr. POMEROY. I do have a few questions. I would first like to
pick up on my colleague’s comments about the skilled nursing
home care reimbursement issue. Now, MedPAC is an advisory com-
mittee for Medicare, so maybe MedPAC only needs to look at the
Medicare component of reimbursement under CMS. But I believe
the responsibilities on us, as members of the Ways and Means
Committee, needs to be a little broader even though Medicaid juris-
diction falls principally on the Commerce Committee.

But what we have for the nursing home in North Dakota pro-
viding services, much of which is paid for by federal programs,
Medicare or Medicaid, is negative margins. They are getting nega-
tive margins because they are losing their short on Medicaid reim-
bursements being below costs, and they have been able to cross-
subsidize a little bit with the margin, a favorable skilled nursing
care margin on Medicare reimbursements.

So simply to, without attending in any way to the underpayment
on Medicaid, hammer now the margins on Medicare, at the end of
the day, for the institution we demand provide quality care to the
EQ,_enilor in that home, we are only making the job much more dif-

icult.

And I believe that you can even look at it a little more expan-
sively as a Medicare problem as well. If the institutions are, in ag-
gregate, in negative margins because of a federal program, it seems
to me we had better be somewhat tempered in what we do on the
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Medicare side lest we drive the quality or the availability of care
in the nursing home area to where we can’t get acceptable outcome
for the Medicare reimbursements that we make. We have that as
a higher priority personally in the year ahead as we look at this.

But I want to ask you about a few different things. The growth
we are seeing in the Medicare Advantage is all in the private fee-
for-service side in North Dakota. An awful lot of aggressive mar-
keting has produced some substantial enrollment change recently.

And T just don’t see much quantification of the private fee-for-
service return for the 17 percent we pay over the cost of Medicare,
paying for the benefit on the fee-for-service basis. Is that substan-
tially MedPAC’s view as well?

Mr. HACKBARTH. Mr. Pomeroy, again I would refer you to the
table that is on the screen. So that last column, the rebates, that
is the amount of money that goes back to Medicare beneficiaries in
the form of added benefits, reduced premiums.

So of the 117 percent payment, overpayment, 9 percentage points
of that 17 is going to the beneficiaries in the form of added bene-
fits. The remaining 8 percent out of the 17 is going into higher plan
costs for administration, profit, et cetera. So some of it is making
it to beneficiaries, but only about half.

Mr. POMEROY. Yes. For whatever enhanced benefit we want,
we are paying $2 to get a buck’s worth of good out there.

Mr. HACKBARTH. Yes. Right. Exactly.

Mr. POMERQOY. There ought to be a more efficient way of doing
that one.

There is a book I would commend to you, if you haven’t read it,
“Overtreated: Why Too Much Medicine Is Making Us Sicker and
Poorer,” written by Shannon Brownlee. The New York Times called
it the number one economic book in 2007. And it talks about vast
differential in practice patterns not reflected to improved outcomes,
in fact potentially inversely related to preferred outcomes, adding
costs that the author estimates to be $500 to $700 billion a year.

Now, as a system, is Medicare incapable of responding to a prac-
tice pattern in one place that is carving people up at a rate that
is totally unmatched in other parts of the country without any bet-
ter outcomes to show for the cost and the trauma to patients?

Mr. HACKBARTH. Well, one of the tools that Medicare has at
its disposal is in fact to use private plans. Traditional Medicare has
some strengths. It is large. It can get good rates from providers be-
cause of its size. It has low administrative costs because of its size.
Traditional Medicare’s weakness historically has been its inability
to change practice patterns and deal with this sort of issue.

And so part of the original thinking around Medicare Advantage
was, well, if we allow private plans to come in and they can selec-
tively contract, they can better coordinate care, and the like, they
can deal with some of these inappropriate utilization patterns
maybe more flexibly than traditional Medicare.

I still believe that is true. The problem with Medicare Advantage
is the payment system that we are using rewards inefficiency as
well as efficiency.

Mr. POMEROY. All right. Thank you, Mr. Chairman.

Chairman STARK. Thank you.

Mr. Thompson, would you like to inquire?
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Mr. THOMPSON. Thank you, Mr. Chairman. I would. Thank
you, sir, for being here today and helping us work through these
vexing issues.

In the administration’s budget, they were silent on the issue of
addressing the impending physician rate cuts, which I take to be
a silent endorsement of the cuts. And it is interesting because
CMS’s own actuaries seem to recognize that cuts of this magnitude
will impact access to care. As a matter of fact, they said that it
would substantially reduce beneficiary access to physician care.

Does MedPAC agree that cuts in the range of 10 percent would
have an impact on beneficiaries’ access to care? And do you have
any comments as to how you think Congress should deal with it?

Mr. HACKBARTH. Yes. It is quite possible that a cut as large
as 10 percent would start to affect access to care, in particular in
some markets. MedPAC’s recommendation is for an increase in
physician fees equal to the increase in their input prices minus a
productivity factor. It works out to about 1.1 percent.

Mr. THOMPSON. And that would avert any reduction in care

to

Mr. HACKBARTH. Yes. We think a modest increase in the pay-
ments is appropriate.

Mr. THOMPSON. I would like to follow up on something our col-
league Ms. Tubbs Jones mentioned, and that is the issue of bun-
dling of Medicare payment rates for dialysis. And she said one
thing that—she asked you one question that I was somewhat per-
plexed by your comments, and that is the fact that—the closing of
these facilities.

And I didn’t hear any mention on your part that there is a nexus
between reimbursement rates and the ability of some of these fa-
cilities to stay open. And I think that was something that—maybe
it is intuitive, but it is important to note that.

It is more than just the reasons that you stated for folks to stay
open and continuing to be able to provide care. If they are not get-
ting the reimbursements they need to keep the doors open, they
are going to close.

Mr. HACKBARTH. Yes. But could I comment on that, Mr.
Thompson?

Mr. THOMPSON. Sure.

Mr. HACKBARTH. Just to be clear, the number of facilities clos-
ing in any year is quite small. And maybe somebody can get that
number.

Mr. THOMPSON. Well, and the number——

Mr. HACKBARTH. And so I didn’t mean to overstate the closure
problem. But I was giving it as an illustration of where we have
looked in particular at a disproportionate impact on certain com-
munities, like the African American community.

Mr. THOMPSON. The actual number is less important to me
than the fact that people who need this care—I mean, it is very,
very important—have the ability to do it. I don’t know where you
live, you know, if you live in the city, or maybe it is easy to get
to them. But I represent a district that is largely rural, and it is
tough for people to drive—especially to undergo this type of treat-
ment—to drive any great lengths.
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And I will stipulate that bundling probably does save money. But
I think it is important also to point out that it is more than just
saving them money. There is a quality to health care, a quality of
health care, an access to that quality of health care issue that I
think has to be put in place.

And T am hearing rumors that, given the support for the bun-
dling, that there may in fact be something along those lines. But
I think we need to do some better tests than the tests that have
been proposed so far.

And I think that those pilots or tests or whatever you are going
to—the matrix that you are going to set up to determine the impact
that this is going to have on very real people with very serious
health problems, that it take into consideration not just the savings
associated with this but also the impact it has on someone’s access
to quality health care. And I would like to see something come out
of MedPAC that would address that issue.

Mr. HACKBARTH. We agree that designing the system so that
it doesn’t just preserve quality but I think can even enhance qual-
ity, that should be the objective.

Mr. THOMPSON. We just need to make sure we do the work on
the ground so we are not modeling after urban facilities. We need
to tsilke into consideration the impact this is going to have on
rurals.

And then one last question. The administration held Medicare
Advantage Plus harmless, and this has been talked about a little
bit already, but in the budget that cut the rates for almost every
other provider group.

And it seems to me that in your work, you suggest that the Medi-
care Advantage plans take up about $10 billion more for bene-
ficiaries enrolled in those plans. And my question to you is: With-
out reform, do you see the MA reimbursement rates continuing to
tread upward in comparison for fee-for-service? And what can you
suggest that beneficiaries are getting that make this extra expendi-
ture worthwhile?

Mr. HACKBARTH. Well, so long as we keep the current payment
system, we expect that enrollment will continue to grow. And each
new beneficiary is costing traditional Medicare more. So the cost of
the program will grow with that additional enrollment. And that
is one of the reasons we think it is important to act on this as soon
as possible.

Mr. THOMPSON. So $10 billion today?

Mr. HACKBARTH. It will be bigger in the future so long as you
leave these payment incentives in place.

Mr. THOMPSON. Pretty soon we are talking about real money.

Mr. HACKBARTH. Yes. We are at risk in the extreme of taking
large portions of the country where traditional Medicare’s costs are
relatively low and quality relatively high, and moving all those
beneficiaries into higher cost fee-for-service plans that add no value
i)ver traditional Medicare. And the price tag for that will be very
arge.

Mr. THOMPSON. And as far as what these beneficiaries are get-
ting for this $10 billion extra?

Mr. HACKBARTH. Well, again, the table that we have discussed
summarizes the data. In the case of private fee-for-service—which
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has basically doubled in size; it is the most rapidly growing—dou-
bled in size of the last year; it is the most rapidly growing piece
of Medicare Advantage—only about half of the overpayments are
going into additional benefits for Medicare beneficiaries.

Mr. THOMPSON. Thank you very much.

Chairman STARK. Mr. Becerra, would you like to inquire?

Mr. BECERRA. Yes, Mr. Chairman.

Mr. Hackbarth, thank you for being with us again. And once
again, thank you for the report, your testimony, and the good work
that the commission has been doing.

I would like to focus my first question on some of your rec-
ommendations pertaining to trying to increase the participation
rates by modest income Medicare beneficiaries in the Medicare sav-
ings program and in the low income drug subsidy program as well.

You make some specific recommendations, which I think you
have made in the past. I know I have heard you say this. One is
that the Secretary of Health and Human Services should increase
the funding for outreach to low income Medicare beneficiaries that
participate in the state health insurance assistance program.

Two, you call on Congress to raise the Medicare savings program
income and asset test to conform to the low income drug subsidy
criteria that we have, so that you bring them together and let low
income folks who happen to have some modest assets still qualify
without having to become so poor before they are able to get some
assistance to get their Medicare benefits.

And you also talk about Congress changing the program require-
ments so that the Social Security Administration would be able to
screen low income drug subsidy applicants for the federal Medicare
savings program to see if they are eligible, and if they are, to be
able to enroll them; in essence, a one-stop shop. So that if the state
is finding out that these folks qualify, or the SSA is finding out
that they qualify for one thing, chances are they will qualify for the
other. And rather than have them not know the other, we get them
into the boat getting their health care right away.

Mr. HACKBARTH. Exactly.

Mr. BECERRA. You have made these recommendations before.
Our bill, the CHAMP bill last year, tried to implement them. We
have not gotten there. Why do you keep making these rec-
ommendations? Beyond the social desire of trying to get folks who
qualify, who are eligible for these benefits to know about them, is
there a financial savings as well?

Mr. HACKBARTH. Well, I am not sure that there would be a fi-
nancial savings, at least not in the first instance. These increase
outlays——

Mr. BECERRA. To the overall—

Mr. HACKBARTH [continuing]. It is money well spent.

Mr. BECERRA. Right. To the overall system, I guess I should
say.
Mr. HACKBARTH. Yes. No, frankly, the context in which we
took on these issues was influenced by the Medicare Advantage de-
bate. A lot of people said, well, Medicare Advantage is providing
support for low income beneficiaries. It is making it so that they
can get added benefits.
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And that is a worthy, important goal. And so we said, well, there
are other ways to achieve that goal more efficiently without just
sort of spreading money all over the country. Let’s target it to low
income people. We have vehicles in place, namely, the Medicare
savings programs. Let’s change the rules there so that they are
more effective.

Mr. BECERRA. So we could be more efficient if we were able to
target it through these programs that already exist?

Mr. HACKBARTH. Yes. That is our thought.

Mr. BECERRA. Let me ask another question. I know there is a
constant debate about the issue of the high deductible health plans,
and the health savings accounts that the President has really pro-
moted for quite some time really provide resources for those who
are in these high deductible health plans.

These plans, my understanding is, run the risk of being attrac-
tive to individuals who, for the most part, are healthy or wealthy.
But when you take into account that 80 percent of our health care
costs are for 20 percent of the population, it seems to me that the
20 percent that is at most risk of needing health care, they are the
folks that are least likely to go into these health savings accounts
and these high risk deductible plans because their up-front costs
would be too tremendous for them to be able to afford that type of
an insurance program.

Any comments?

Mr. HACKBARTH. Well, we have not looked specifically at the
issue of the high deductible plans. We do refer to some research in
our report that has been done by other people that suggests that,
yes, maybe there is a selection effect here, that they are most at-
tractive to people who have relatively high incomes and who are
relatively healthy. I would note, though, that it is pretty early in
the development of the idea. And so it is probably premature to
draw definitive conclusions.

From my own personal perspective, I guess the big question that
I have about the effectiveness of the high deductible plans, having
been in one myself, actually, is: Are they going to help us deal with
the health cost problem, which as you say is that 20 percent of the
population that uses 80 percent of the resources.

The people who have multiple chronic illnesses are going to blow
through these deductibles. And once they are through the deduct-
ible, they basically have first dollar comprehensive coverage. So
what is the incentive to reduce costs in the case of the people who
use all the money? So are they going to solve our health cost prob-
lem? It is hard for me to see how they will do that.

Mr. BECERRA. Well, I thank you for the report because it seems
to me you are trying to target these efficiencies that we can inject
into the system. And I appreciate that because one of the things
we are finding is that we may have disagreements about how to
do health care, but I think if we know we can save money and still
provide health care, most of us in this Congress would be sup-
portive of that.

So we appreciate the reports and the recommendations that we
have gotten from MedPAC. Thank you for your time.

Mr. HACKBARTH. Thank you.
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GlChairman STARK. Thank you. I had a couple of questions,
enn.

You continue to recommend a bundled payment for dialysis pro-
viders. Do we need to do a demonstration first before moving to a
bundled payment system, or do we have enough information to pro-
ceed?

Mr. HACKBARTH. I think there is probably enough information
to proceed as is, Mr. Stark. I don’t think another demo is needed.
Having said that, of course, it is very important to take care in the
design of a bundled payment to include appropriate case mix ad-
justment and quality measures.

Chairman STARK. So that would take into account adjustments
for minority populations or for rural settings? All those issues that
my colleagues have raised today would be taken into account in
setting up a bundled payment system, and you have enough infor-
mation, you feel, to do that?

Mr. HACKBARTH. Well, I think it can be designed to address
the legitimate concerns that have been raised.

Chairman STARK. In the area of the for-profit skilled nursing fa-
cilities, you project Medicare margins of 11 percent in 2008 in the
for-profit groups. Is there a variation in margins between the for-
profit and not-for-profit skilled nursing facilities?

Mr. HACKBARTH. Yes. The average Medicare margin for the
freestanding facilities I think is projected to be 11 percent. And the
margin for the for-profits—this is actually the 2006 data. So the
overall average is 13 percent, and the for-profit was 16 percent,
and the not-for-profit was 3 percent.

Chairman STARK. Why is that, and what should we do to per-
haps bring them closer together?

Mr. HACKBARTH. Yes. We have been concerned for several
years now about the system used to pay skilled nursing facilities,
and didn’t feel like it was appropriately recognizing differences in
some types of patients. And there are two particular components
that have been troubling to us: how the system pays for non-ther-
apy ancillary expenses, as they are known, which is like drugs and
respiratory therapy, things like that; and then how it pays for
physical therapy, occupational therapy, and the like.

In the one case, the non-therapy ancillaries, we think the exist-
ing system underpays. So these are often complicated patients that
we think are not getting enough money from Medicare. On the
other hand, the existing system provides very strong incentives to
do lots of therapy, and there may be too much profit in that end
of the business.

We are looking at a recommendation and we talked about a draft
recommendation last week that would change the payment system
for non-therapy ancillaries and therapy, and would have the effect
of changing these margins. So margins at the for-profit skilled
nursing facilities would fall. Profits at the not-for-profit skilled
nursing facilities would increase. I would also add that the finan-
cial performance of hospital-based skilled nursing facilities would
also improve under our recommendation.

Chairman STARK. And you won’t get me crosswise with Mr.
Pomeroy in saying that we won’t be disadvantaging rural providers
or inner city providers?
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Mr. HACKBARTH. No, I won’t. We think it is a fairer payment
system that more accurately reflects the needs of the patients being
served.

Chairman STARK. Mr. Camp, did you——

Mr. CAMP. Yes. I just had a follow-up to the question you had.

Obviously, MedPAC has recommended in past reports a bundled
payment for dialysis services combined with quality monitoring. So
this is not a new recommendation.

Mr. HACKBARTH. Right.

Mr. CAMP. But what is new is that CMS has just completed
their final report on a potential model for an ESRD bundled pay-
ment. In that, I understand there are a number of case mix adjust-
ers.

Are any of those including race?

Mr. HACKBARTH. I don’t know. I think the CMS report came
out like a week ago.

Mr. CAMP. Yes. I believe none of them. There are 22 case mix
adjusters, and none of them are including race.

Do you believe the model that CMS has developed can be used
to implement a bundled payment system nationwide that accounts
for both individual patient characteristics as well as the smaller di-
alysis facilities?

Mr. HACKBARTH. Because the report is a recent one, we are
still in the process of looking at it. But as you point out, we have
said for a number of years now we think a bundled payment is the
way to go.

Mr. CAMP. And rather than a pilot program, do you believe a
transition might be more appropriate to phase in a bundled pay-
ment, similar to the transitions to reform patients to inpatient hos-
pitals, skilled nursing facilities, long-term care hospitals, inpatient
rehab facilities?

Mr. HACKBARTH. Yes. In fact, that is a quite common thing in
the Medicare program, where you are making a significant change
in a payment system to allow a gradual transition. Yes.

Mr. CAMP. And would it also not be suitable to provide a regular
update that is built into the baseline, much like other providers?
q Mg HACKBARTH. I am sorry. You are saying a statutory up-

ate’

Mr. CAMP. Yes. To provide a regular statutory update that is
built ?into the baseline, which is similar to what other providers re-
ceive?

Mr. HACKBARTH. Well, as you know, MedPAC’s stock in trade
is to look at a variety of different factors to make an update rec-
ommendation, things like margins, access to capital, access to care
for beneficiaries, et cetera. And those variables change over time.
They change year to year in some cases.

And so our basic approach on all updates is that you ought to
do an analysis each year to determine an appropriate update, as
opposed to writing a baseline that says, oh, they are going to get
X percent every year into the future. So if anything, we would like
to see everybody on the same footing as dialysis facilities, which is
no automatic increases.

Mr. CAMP. So you are suggesting we remove the built-in base-
line update for other providers?
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Mr. HACKBARTH. We think that determining the appropriate
rate increase is something that ought to be done year by year.

Mr. CAMP. And how does that—if that is completely open year
to year, doesn’t that make long-term planning somewhat difficult,
particularly in hospital settings and other large concerns that have
a Vari?ety of business decisions to make as well as the care of pa-
tients?

Mr. HACKBARTH. Well, most businesses don’t have guaranteed
updates. They have prices set by competitive markets. And they
still manage to plan. They make assumptions about what it is
going to be. They respond to changes in prices by improving effi-
ciency. The norm

Mr. CAMP. There is also more choice available in the private sec-
tor in many cases than there is in the heart sector. We don’t al-
ways have the comparable choices available. But I understand the
point you are trying to make. I do think it is a little different when
there is a sole provider, a community hospital, to say that they are
just like the three auto parts stores that are in town. I think there
is a bit of a difference there.

Mr. HACKBARTH. Yes. And in cases where there is a sole pro-
vider and it is a critical access institution, there aren’t readily
available alternatives, we ought to target those institutions in par-
ticular, as you folks have, and set up special payment systems for
those isolated providers. But where there are alternatives, I think
that living without price guarantees is the way the economy works
in general.

Mr. CAMP. Well, I think in many large cities you have lots of
alternatives. But in most of America, there aren’t lots of alter-
natives. So yes, if you live in a large urban setting like Wash-
ington, D.C., you have got lots of choices. But even in parts of the
city, you have to travel a ways to get to those choices.

So anyway, I appreciate the chairman’s time. Thank you.

Chairman STARK. Just one more issue on this dialysis thing. Ac-
cording to your report, we are spending about 26,000 bucks a year
for each patient. Right? I think that is in your report somewhere.

Mr. HACKBARTH. Okay. I don’t have that number in my head.

Chairman STARK. And the for-profit, there are two big for-profit
chains, and their average margin is 7.6 percent. Everybody else is
around 2 percent margin.

Is there that big a disparity in quality between the non—those
that aren’t the two big chains?

Mr. HACKBARTH. As you know, the payment system isn’t at all
based on quality.

Chairman STARK. No, no. I just wondered if you know. Is there
any reason

Mr. HACKBARTH. Yes. Not that I know of. I don’t know that
there is a quality advantage in the big chains.

Chairman STARK. So we are paying these guys three and a half
times as much, and you don’t think there is three and a half times
better quality.

I was just looking the other day, and in most every other country
in the world, dialysis is done through hospitals. What if—and as-
suming that we would have to keep the patients happy by having
little clinics all over hell’s half acre, but the hospitals could run
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those, just as they often run outpatient—what if we just—I mean,
we are talking about this huge margin. And the hospitals are—
none of them have margins near 7 percent. On average, most of our
hospitals—what if we just gave this extra money to the hospitals
and said, you guys run it? Some hospitals do it as a part of their
service. What would be wrong with just turning the whole dialysis
program over to our not-for-profit acute care hospital system and
give them the margin?

Mr. HACKBARTH. Well, in general, we favor having choices for
beneficiaries and competition in the belief that that can make
things

Chairman STARK. But they have a choice—in many areas, they
have a choice of hospitals. In some areas where——

Mr. HACKBARTH. Right. But to designate a particular provider
type as the only one who can provide a service, particularly what
is basically an outpatient service like this one, wouldn’t be the ap-
proach that MedPAC would normally take. What we try to do is
devise payment systems that are neutral to provider types.

Chairman STARK. But this is the only service that we pay for
everybody. In other words, if America—I mean, this is socialized
medicine. Dialysis is the only procedure that we pay for everybody,
and the government pays the whole freight, so that it arguably is
a different procedure. And if we are going to set the price, maybe
we could set the setting.

And we are also worried about the financial health of the hos-
pitals. And I just suggest that maybe this would be a way to give
them a little extra revenue. They certainly have the extra—and in
many cases they do do it in hospital settings. It sounds to me like
it is some low-hanging fruit that might help our hospital system
provide competition, provide access, all those things that—I would
be curious to see what you think. See if you can sell that to your
board.

Mr. HACKBARTH. It might be a tough sell.

Mr. CAMP. If I might just follow up on one question. There is
a different patient mix in the small rural providers and the large
dialysis chains, is there not? They are not comparable patient pop-
ulations, is my understanding.

Mr. HACKBARTH. Well, I honestly don’t know

Mr. CAMP. So the margins would reflect the different population
mix and payment mix of those two groups, would they not?

Mr. HACKBARTH. Yes. I don’t know that there is a difference,
Mr. Camp. Maybe one of my colleagues——

Mr. CAMP. Yes. I think before we draw offhand conclusions on
the margin differences between the larger chains and the smaller
chains, I think we need to understand is there a different patient
mix in those two types of facilities. And I believe you will find there
is

‘Mr. HACKBARTH. We can provide you a more detailed answer.
Mr. CAMP. Yes. I would appreciate that.

Mr. HACKBARTH. But there might be some differences, small
differences, in the patients served among the different types at this
point.

The second point I make is
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Mr. CAMP. One may have a larger percentage of Medicare pa-
tient, and the other may have other payment? There could be quite
a difference there.

Mr. HACKBARTH. Ideally, what you want——

Mr. CAMP. I appreciate the information.

Mr. HACKBARTH. In a bundled payment system, you want a
case mix adjustment that deals with difference in patient need.

Chairman STARK. Glenn, thank you. Thank your staff, Mark
and the rest, all of you, for helping us through these thorny prob-
lems. We will look forward to June report.

Mr. HACKBARTH. June report.

Chairman STARK. Do we get it in June or July? June?

Mr. HACKBARTH. Get it in June, yes. About the 15th of June.

Chairman STARK. Great. Look forward to it. Thank you very
much.

Mr. HACKBARTH. Thank you.

[Whereupon, at 11:44 a.m., the subcommittee was adjourned.]

[Questions for Record follow:]
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wilh hids that are less efficient than the current HMO average, the extra cost to Medscare
af provisling the AdB bereli trough 34 plams las to be faetored i when evaluating the
question of what is the most efficient way of providing exira henefits i Medicane

Mease feel free wo Bollow wp with me or Mark Milker, MedPAC's Exemnive Director

(302220370} on any of these issues. Again, we appreciate the apportunity to lestify on
aur March 2008 repont and appreciste the Commmsles’s imenest in our work.

ilenn Hackbarth, 1,03

Chairmnan

O



		Superintendent of Documents
	2013-02-04T16:05:28-0500
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




