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The Medicare Payment Advisory Commission (MedPAC) is an independent congressional 

agency established by the Balanced Budget Act of 1997 (P.L. 105–33) to advise the U.S. 

Congress on issues affecting the Medicare program. In addition to advising the Congress on 

payments to health plans participating in the Medicare Advantage program and providers in 

Medicare’s traditional fee-for-service program, MedPAC is also tasked with analyzing access 

to care, quality of care, and other issues affecting Medicare.

The Commission’s 17 members bring diverse expertise in the financing and delivery of health 

care services. Commissioners are appointed to three-year terms (subject to renewal) by the 

Comptroller General and serve part time. Appointments are staggered; the terms of five or six 

Commissioners expire each year. The Commission is supported by an executive director and 

a staff of analysts, who typically have backgrounds in economics, health policy, and public 

health.

MedPAC meets publicly to discuss policy issues and formulate its recommendations to 

the Congress. In the course of these meetings, Commissioners consider the results of staff 

research, presentations by policy experts, and comments from interested parties. (Meeting 

transcripts are available at www.medpac.gov.) Commission members and staff also seek input 

on Medicare issues through frequent meetings with individuals interested in the program, 

including staff from congressional committees and the Centers for Medicare & Medicaid 

Services (CMS), health care researchers, health care providers, and beneficiary advocates.

Two reports—issued in March and June each year—are the primary outlets for Commission 

recommendations. In addition to annual reports and occasional reports on subjects requested 

by the Congress, MedPAC advises the Congress through other avenues, including comments 

on reports and proposed regulations issued by the Secretary of the Department of Health and 

Human Services, testimony, and briefings for congressional staff. 
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Introduction

Growth in health care spending: Trends 

1

National health care spending 

Health care spending has grown more rapidly than GDP,  
with public financing making up nearly half of all funding

Note: GDP (gross domestic product). Medicare spending reflects current law, which includes the sustainable growth rate provisions cutting physician payment rates.

Source: Centers for Medicare & Medicaid Services, National Health Expenditures.
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Projections show shift in type and source of 
coverage

Growth in health care spending is a 
challenge for public payers 

Slowdown in health care spending since 
2008

Health care employment

F IGURE
1–2 National health spending,  

by sponsor, 2010

Source: Centers for Medicare & Medicaid Services, National Health Accounts.
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Medicaid dominates many states’ fiscal 
outlooks

Cumulative percent change in employment, 2008–2011

Source: Bureau of Labor Statistics, Current Employment Statistics.
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Federal fiscal outlook

 

Ten-year budget projections show continued deficits

Note: The figure reflects current law, which includes the sustainable growth rate and expiration of the 2001 and 2003 tax cuts.

Source: Congressional Budget Office 2011 Budget and Economic Outlook.
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4 

Growth in Medicare spending: Trends 

T A B L E
1–1 Sources of growth in major  

federal health care programs

Source 2010–2035 2010–2085

Age and demographic changes 
and changes in number of 
beneficiaries and recipients 48% 29%

Growth in spending per 
beneficiary and recipient 52 71

Source: Congressional Budget Office, Long-Term Budget Outlook 2011.

Per enrollee annual growth in common benefits for Medicare  
and private health insurance, and GDP growth

Note: GDP (gross domesic product). Common benefits are hospital services, physician and clinical services, other professional services, and durable medical products.

Source: Centers for Medicare & Medicaid Services, National Health Accounts.
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Medicare spending over the next 10 years

 

Long-run Medicare projections

6

T A B L E
1–2 Projected Medicare average annual growth rates from 2011 to 2020

Category
Per beneficiary 

growth
Change in number  

of beneficiaries
Total spending 

growth

All Medicare  3.0%  3.0%  5.9%
Part A 1.6 3.0 4.8
Part B  2.7*  2.9 5.8
Part D 6.6 3.1 9.9
Medicare Advantage 2.0  –3.0  –0.8

Note: Medicare Advantage is also included in per capita growth for Part A, Part B, and Part D but not in the enrollment figures. Totals may not sum due to rounding.
 *Part B estimates include the 30 percent payment cut for physicians in 2012 due to the sustainable growth rate provision. Under the Trustees’ illustrative alternative 

scenario, per beneficiary Part B spending would grow by 5.2 percent annually (instead of 2.7 percent as under current law).

Source:  2011 annual report of the Boards of Trustees of the Medicare trust funds, Tables V.B1, III.A3, IV.C2, and IV. C3.

T A B L E
1–3 Medicare’s share of GDP

Category 2011 2050 2085

All Medicare 3.7% 5.9%  6.2%
Part A 1.7 2.3 2.1
Part B 1.5 2.4 2.4
Part D 0.4 1.3 1.7

Note: GDP (gross domestic product). Percents may not sum to totals due to 
rounding.

Source: 2011 annual report of the Boards of Trustees of the Medicare trust funds, 
Table III.A2.
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Medicare program financing

T

Part A is Medicare’s Hospital Insurance (HI) 
benefit,

Part B is Medicare’s supplementary medical 
insurance benefit,

Part C is the Medicare Advantage program,

Part D is the part of Medicare’s supplementary 
medical insurance benefit for outpatient 
pharmaceuticals,

■

Sources and uses of funds for Medicare expenditures, 2011

Note: SNF (skilled nursing facility). Sources of funds graphic includes beneficiary premiums and cost sharing. Uses of funds graphic does not include expenditures 
funded by beneficiary cost sharing. 

Source: MedPAC analysis and the 2011 annual report of the Boards of Trustees of the Medicare trust funds.
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Effects of Medicare’s growth in spending on 
beneficiary out-of-pocket costs

Medicare still faces significant challenges with long-term financing

Note: GDP (gross domestic product), HI (Hospital Insurance). These projections are based on the Trustees’ intermediate set of assumptions. Tax on benefits refers to a 
portion of income taxes that higher income individuals pay on Social Security benefits that is designated for Medicare. State transfers (often called the Part D 
“clawback”) refer to payments called for within the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 from the states to Medicare for 
assuming primary responsibility for prescription drug spending. Drug fee refers to a tax on manufacturers and importers of brand-name prescription drugs, which is 
credited to the Part B trust fund.

Source: 2011 annual report of the Boards of Trustees of the Medicare trust funds.
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Changes in the population attaining 
Medicare eligibility

Age and demographic changes

Household assets and attachment to the 
labor force

Sources of Medicare spending over the next 10 years

■

T A B L E
1–4  Sources of Medicare spending  

growth for 2011 through 2021  
under CBO’s baseline

Dollars  
(in billions)

Spending in 2011  $572

Change in caseloads  
(number of beneficiaries) 43

Other changes in benefits  
(intensity, volume per beneficiary,  
and legislative changes) 306

Automatic adjustments  
(statutory payment updates) 115

Spending in 2021 $1,021

Note: CBO (Congressional Budget Office). These figures include the 
sustainable growth rate payment update of approximately 30 percent 
in 2012. Sum does not add to total due to shift in payment dates.

Source: Congressional Budget Office, The Budget and Economic Outlook, FY 
2011–2021. Tables 3-1 and 3-4.
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Average monthly SMI premium and cost sharing will grow  
faster than the average Social Security benefit

Note: SMI (Supplementary Medical Insurance).

Source: 2011 annual report of the Boards of Trustees of the Medicare trust funds.  
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Insurance coverage 

Projected characteristics of the Medicare aged population

Note: Native Hawaiians and Pacific Islanders are included in the Asian American category. 

Source: Census Bureau population projections.
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Environmental scan of health care 
delivery system

Employment rates among the over-65 population have grown over time

Source: Bureau of Labor Statistics, Current Employment Statistics.
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Industry consolidation and structure

Ownership mix in the industry

Industry structure

Note: ASC (ambulatory surgical center), LTCH (long-term care hospital), SNF (skilled nursing facility), IRF (inpatient rehabilitation facility).

Source: MedPAC’s March 2011 report to the Congress and the June 2011 data book.
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Industry consolidation
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Upcoming federal policies affecting health 
care 

Budget Control Act of 2011.

Census changes.

Center for Medicare and Medicaid Innovation. 

Changes for insurers.

Coverage expansions. 

 

Employer coverage.

Federal financing. 
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Technology

Price 

Independent Payment Advisory Board.

Medicaid.

Tax changes.

Reasons for growth in health care 
spending
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National and international variation 
in health care spending suggests 
inefficiencies 

Value of health care 

Competition and regulation

Health insurance

Income, wealth, and demographics also 
affect spending growth 
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Disparities across populations 

Wide variation in spending and use of care 
provided across the country and within 
regions 
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Level and growth of health care spending 
in the United States exceeds that in other 
developed countries

Health care spending as a share of GDP, 1970 and 2008

Note: GDP (gross domestic product).

Source: Anderson and Frogner 2008 and the Organisation for Economic Co-operation and Development.
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Capacity and supply of providers—

Volume of services—
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Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—

Efficient providers—
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Background

Medicare spending on hospitals 

Medicare’s payment systems for inpatient 
and outpatient services

Acute inpatient payment system 

T A B L E
3–1  Growth in Medicare inpatient and outpatient spending

Hospital services 2005 2009 2010
Average annual 

change 2005–2009
Change  

2009–2010

Inpatient services
Total FFS payments (in billions) $106  $113 $116 1.5% 2.7%
Payments per FFS enrollee 2,972 3,290 3,360 2.6 2.1

Outpatient services
Total FFS payments (in billions) 27  34 37 5.9 8.8
Payments per FFS enrollee  811 1,097 1,181 7.8  7.7

Inpatient and outpatient services
Total FFS payments (in billions) 133  147 153 2.5 4.1
Payments per FFS enrollee  3,783 4,387 4,541 3.8  3.5

Note:  FFS (fee-for-service). Reported hospital spending includes all hospitals covered by Medicare’s inpatient prospective payment system along with critical access 
hospitals. Maryland hospitals are excluded. Fiscal year 2010 payments include partial imputation to account for hospitals that typically do not submit their cost 
reports to CMS before CMS makes the most recent year available to the public. Although the number of Medicare beneficiaries grew significantly from 2005 to 
2009, the number of FFS beneficiaries declined over that time due to the shift of beneficiaries to the Medicare Advantage program. The number of FFS beneficiaries 
increased slightly from 2009 to 2010. For the purposes of calculating payments per beneficiary we identified populations of beneficiaries eligible for inpatient (Part 
A) and outpatient (Part B) coverage and excluded enrollees in Maryland. 

Source:  MedPAC analysis of CMS hospital cost reports and MedPAR files.
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Hospital outpatient payment system

Are Medicare payments adequate in 
2012?

More hospitals opened than closed each year from 2002 to 2010

Note:  Hospitals refers to general short-term acute care hospitals. The Commission’s reported number of open and closed hospitals can change from year to year because 
some hospitals may enter Medicare as acute care facilities but later convert to more specialized types of facilities, such as long-term care hospitals.

Source: MedPAC analysis of CMS’s Provider of Service file, Inpatient Prospective Payment System Final Rule Impact file, and hospital cost reports.
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Beneficiaries’ access to care: Access 
remained positive, as hospital capacity 
generally grew over the period reviewed

More hospitals opened than closed

Volume of services: Outpatient grew, inpatient 
declined

1

F IGURE
3–2 From 2004 to 2010, Medicare  

outpatient services grew  
while hospital inpatient discharges  

per FFS beneficiary declined

Note: FFS (fee-for-service). Data include general and surgical hospitals, critical 
access hospitals, and children’s hospitals.

Source: MedPAC analysis of MedPAR and hospital outpatient claims data from CMS.
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4

Access to capital: Access remains positive, as 
the industry focuses on shifting capacity to 
the outpatient setting

T A B L E
3–2  Shares of urban and rural hospitals offering specific services, 2005–2010

Type of service

Urban Rural

Percentage 
of hospitals 

in 2010

Percentage  
point change  
2005–2010

Percentage 
of hospitals 

in 2010

Percentage  
point change  
2005–2010

High-tech services
Robotic surgery 36% 22 2% 1
PET or PET/CT scanner 60 10 16 4
MRI 93 3 85 9

Core services
Palliative care 54 9 22 2
Indigent care clinic 37 9 11 4
Orthopedics 87 5 60 8
Open heart surgery 48 5 4 1
Cardiac catheterization 63 4 7 0
Oncology 76 1 39 2
Geriatrics 53 1 32 –1
Trauma center 46 1 37 4

Post-acute services
Skilled nursing 35 –6 43 –3
Home health 61 –3 56 –5

Note: CT (computed tomography). The American Hospital Association’s annual survey generally has overall response rates of more than 80 percent, but response rates 
vary by line of service.

Source: American Hospital Association annual survey of hospitals.
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Quality of care: Overall, quality indicators 
show improvement

Spending on hospital construction slowed after 2008 but remains high 

Note:  Spending is for nonfederal hospital construction and deflated to September 2011 dollars using McGraw-Hill’s construction cost index. Data for 2011 are an 
annualized estimate based on data for the first five months of 2011.

Source: Census Bureau. http://www.census.gov/const/www/c30index.html.

D
o
lla

rs
 (

in
 b

ill
io

n
s)

5

35

Fiscal year

F IGURE
3–3



54 Hosp i t a l  i n pa t i e n t  a nd  ou t pa t i e n t  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

not definitive evidence, of increases and decreases in rates 

Readmission rates

Value-based incentive payments

Most in-hospital and 30-day mortality rates 
declined

Patient safety indicators improved

very rare events, and it is difficult to detect statistically 
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Medicare payments and providers’ costs

Rise in payments per discharge from 2008 to 
2010 was partly due to documentation and 
coding changes
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Hospital cost increases fell to their lowest level in 
a decade in 2010 

F IGURE
3–4 Changes in Medicare payments,  

costs, and case mix, 1998–2010

Note: MS–DRG (Medicare severity–diagnosis related group). Changes in case mix 
are based on national aggregate case-mix indexes calculated for the cohorts 
of hospitals included in the inpatient prospective payment system (IPPS) in 
each pair of years. Case-mix index is computed for each year’s inpatient 
claims using the Medicare DRG grouper and weights in place for that year.

Source: MedPAC analysis of Medicare cost reports and annual MedPAR claims for 
IPPS hospitals for fiscal years 1997–2010 from CMS.
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T A B L E
3–3  Cost growth slowed in 2010

Annual cost growth

Cost measure 2007 2008 2009 2010

Inpatient costs per discharge 4.3% 5.5% 2.9% 2.0%
Outpatient costs per service 5.6 5.1 4.8 0.1*
Weighted average 4.5 5.4 3.3 1.6
Input price inflation 3.4 4.3 2.6 2.1

Note:  Cost growth numbers are not adjusted for reported changes in case mix. 
Analysis excludes critical access hospitals and Maryland hospitals. The 
weighted average is based on services provided to Medicare patients in 
hospitals, including costs for inpatient, outpatient, skilled nursing facility, 
inpatient rehabilitation, and home health services. 
*Cost growth was 1.7 percent if adjusted for complexity of services 
provided. 

Source:  MedPAC analysis of Medicare Cost Report and claims files from CMS.
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Trend in the overall Medicare margin

Mortality and readmission measures: Considerations and challenges

Mortality and readmissions are outcomes 

■
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6

2010 Medicare margins by hospital type

F IGURE
3–5 Hospital Medicare margins:  

Inpatient, outpatient, and overall

Note: A margin is calculated as payments minus costs, divided by payments; 
margins are based on Medicare-allowable costs. Analysis excludes critical 
access and Maryland hospitals. Medicare inpatient margins include 
services covered by the acute inpatient prospective payment system. 
Overall Medicare margin includes acute inpatient, outpatient, hospital-
based home health and skilled nursing facility (including swing bed), and 
inpatient psychiatric and rehabilitation services, plus graduate medical 
education. 

Source: MedPAC analysis of Medicare Cost Report file from CMS.
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T A B L E
3–4 Overall Medicare margins 

 by hospital group

Hospital group 2006 2007 2008 2009 2010

All hospitals –4.6% –6.0% –7.1% –5.1% –4.5%

Urban –4.7 –6.1 –7.3 –5.2 –4.8
Rural

Excluding CAHs –4.4 –5.1 –6.0 –4.4 –2.6
Including CAHs –3.3 –3.9 –4.4 –3.3 –1.7

Nonprofit –5.4 –6.7 –8.2 –6.3 –5.7
For profit –2.4 –3.5 –2.6 –0.1 0.1
Government* N/A N/A N/A N/A N/A

Major teaching 2.2 0.1 –1.9 –0.5 –0.2
Other teaching –5.1 –6.3 –7.4 –5.1 –4.5
Nonteaching –8.2 –9.2 –10.0 –7.8 –7.0

Note: CAH (critical access hospital), N/A (not applicable). Data are for all 
hospitals covered by the Medicare acute inpatient prospective payment 
system in 2010 and CAHs where indicated. A margin is calculated 
as payments minus costs, divided by payments; margins are based on 
Medicare-allowable costs. Overall Medicare margin covers acute inpatient, 
outpatient, hospital-based skilled nursing facility (including swing bed), 
home health, and inpatient psychiatric and rehabilitation services, plus 
graduate medical education. The rural margins are shown with and without 
CAHs. The margins without CAHs illustrate the profitability of rural inpatient 
prospective payment system hospitals; the rural margins with CAHs give a 
fuller picture of rural hospital profitability.  
*Government-owned providers operate in a different context from other 
providers, so their margins are not necessarily comparable.

Source: MedPAC analysis of Medicare Cost Report file, MedPAR, and impact file 
from CMS.
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fell, investment income declined dramatically, some 

Cycles of industry-wide financial pressure and cost 
growth

F IGURE
3–6 Cost growth falls in 2009 and 2010  

as financial pressure increases

Note:  The market basket index measures annual changes in the prices of the 
goods and services hospitals use to deliver care. Cost growth refers to 
Medicare inpatient allowable costs per discharge.

Source: Medicare analysis of Medicare Cost Report files from CMS and CMS 
final rules for the inpatient prospective payment system in years 1988 
through 2010.
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Margins projected to decline in 2012 

Growth in inpatient payment rate slows

Hospital cost growth may increase

Hospital-level financial pressure and hospital costs

F IGURE
3–7 Hospitals’ financial performance  

has been improving after  
poor performance in 2008

Note: EBITDA (earnings before interest, taxes, depreciation, and amortization). 
A margin is calculated as revenue minus applicable costs, divided by 
payments. Analysis excludes critical access hospitals and Maryland 
hospitals.

Source: MedPAC analysis of Medicare cost report data from CMS.
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Relatively efficient hospitals

Categorizing hospitals as relatively efficient

High pressure = low cost: 

Low pressure = high cost:

For profits have different incentives:
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Examining performance of relatively efficient and other 
hospitals from 2007 to 2009

T A B L E
3–5 Performance of relatively efficient hospitals

Type of hospital

Relatively efficient  
during 2007–2009

Other  
hospitals

Number of hospitals 188 1,943 
Share of hospitals 9% 91%

Historical performance, 2007–2009 
Relative risk-adjusted:

Composite 30-day mortality (AHRQ) 82% 102%
Readmission rates (3M Health Information Systems) 96 100
Standardized cost per discharge 91 102

Performance metrics, 2010
Relative risk-adjusted:

Composite 30-day mortality (AHRQ) 83% 101%
Composite 30-day readmission (3M Health Information Systems) 95 101
Standardized cost per discharge 89 102

Relative percent of patients highly satisfied, 2010 (H–CAHPS®) 103 98

Median:
Overall Medicare margin, 2010 4% –5%
Non-Medicare margin, 2010 6 8
Total (all payer) margin, 2010 5 4

Note: AHRQ (Agency for Healthcare Research and Quality), H–CAHPS® (Hospital Consumer Assessment of Healthcare Providers and Systems). Relative percents are the 
median for the group as a percentage of the median of all hospitals. Per case costs are standardized for area wage rates, case-mix severity, prevalence of outlier 
and transfer cases, interest expense, low-income shares, and teaching intensity. Composite mortality was computed using the AHRQ methodology to compute risk-
adjusted mortality for six conditions (acute myocardial infarction, congestive heart failure, pneumonia, gastrointestinal hemorrhage, stroke, and hip fracture). We 
then weighted the scores for each type of discharge by the share of discharges in that particular hospital. We removed hospitals with low Medicaid patient loads 
(the bottom 10 percent of hospitals) and hospitals in markets with high service use (top 10 percent of hospitals) due to concerns that socioeconomic conditions and 
aggressive treatment patterns can influence unit costs and outcomes.

Source: MedPAC analysis of impact file, MedPAR, and Medicare cost report data from CMS, and CMS Hospital Compare data.
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Rural hospital payments and costs 

9

10

Historically strong performers had lower mortality and 
readmissions in 2010

Historically strong performers continue to have lower 
costs in 2010  
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Low-volume adjustments became much 
more generous in 2011

FIGURE
3–8 Rural–urban margin gap  

was closed by 2004

Source: MedPAC analysis of Medicare cost reports.
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T A B L E
3–6  Does payment adequacy in 2010 differ between rural and urban areas?

Urban Micropolitan Rural adjacent to urban Rural nonadjacent

Number of IPPS hospitals 2,264 587 185 130
Overall Medicare margin −4.8% −3.4% −0.9% 0.8%
Inpatient Medicare margin −2.0 −0.6 4.4 4.7
Total (all payer) margin   6.4  6.3  0.7 3.9

Note: IPPS (inpatient prospective payment system). Urban is a county in a metropolitan statistical area (MSA). Micropolitan areas refer to counties that are associated 
with a city of over 10,000 people but are located outside of an MSA. Rural adjacent areas are in counties without a city of 10,000 people but are adjacent to an 
MSA. Rural nonadjacent counties are not located next to an MSA and do not have a city of 10,000 or more people. We did not report frontier counties separately 
because they include only 26 IPPS hospitals. The rural IPPS margins do not include data for critical access hospitals, which receive 1 percent above costs.

Source:  MedPAC analysis of Medicare cost report files. 

T A B L E
3–7 Low-volume policy favors hospitals with larger non-Medicare shares, 2011

Type of hospital
Medicare  

discharges
Non-Medicare 

discharges
Total  

discharges
Low-volume  
adjustment

Hospital A: high Medicare share (70%) 1,550 650 2,200 1% increase
Hospital B: low Medicare share (30%) 650 1,550 2,200 17% increase

Source:  MedPAC analysis of CMS data. 



66 Hosp i t a l  i n pa t i e n t  a nd  ou t pa t i e n t  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

Current law: Projected increase in inpatient 
rates would be 2.9 percent

How should Medicare payments change 
in 2013?

11

T A B L E
3–8 Estimated effect of the new low-volume adjustment 

Total (all-payer) volume of discharges

Medicare inpatient margins

Rural:  
Actual 2010

Rural:  
Simulated with low-volume adjustment*

Lowest quintile  0.8% 14.0%
Second quintile  0.1   9.4
Third quintile –2.9   2.4
Fourth quintile   0.1   0.7
Highest quintile  1.6  1.6

All hospitals   0.6  2.8

Note: *The margin with 2011 low-volume adjustment is a simulated margin where payments are adjusted to what they would have been if the low-volume adjustment had 
been in effect in 2010. The cut points for the volume quintiles for rural hospitals are 1,349; 2,145; 3,291; and 5,124 total discharges.

Source:  MedPAC analysis of Medicare cost report files. The margin with the low-volume adjustment is simulated using 2010 cost report data adjusted for the low-volume 
effect. 
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Policy changes between 2010 and 2013 increase some payments  
and decrease others

A 
Inpatient payments

(continued next page)
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Policy changes between 2010 and 2013 increase some payments  
and decrease others (cont.)

(continued next page)
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Policy changes between 2010 and 2013 increase some payments  
and decrease others (cont.)

New readmission policy starting in 2013

Outpatient payments

(continued next page)
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Policy changes between 2010 and 2013 increase some payments  
and decrease others (cont.)

Health information technology

14

■
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Beneficiary and provider

Equalizing payment rates for outpatient 
office visits in freestanding physician offices 
and outpatient departments 

R E C O M M E N D A T I O N  3 - 1

The Congress should increase payment rates for the 
inpatient and outpatient prospective payment systems in 
2013 by 1.0 percent. For inpatient services, the Congress 
should also require the Secretary of Health and Human 
Services beginning in 2013 to use the difference between 
the increase under current law and the Commission’s 
recommended update to gradually recover past 
overpayments due to documentation and coding changes. 

R A T I O N A L E  3 - 1

I M P L I C A T I O N S  3 - 1

Spending
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Comparing Medicare’s payments for services in 
physician offices and outpatient departments

16

T A B L E
3–9 Differences in program payments and beneficiary cost sharing for midlevel outpatient  

office visit provided in freestanding practices and hospital-based entities, 2011

Service provided 
in freestanding 

physician practice*

Service provided in hospital-based entity

Physician  
facility rate*

Outpatient  
PPS rate**

Total, hospital- 
based rate

Program payment $55.18 $39.42 $60.10 $99.52
Beneficiary cost sharing +13.79 +9.85 +15.03 +24.88
Total payment 68.97 49.27 75.13 124.40

Note: PPS (prospective payment system). The Current Procedural Terminology code for this visit is 99213.
 * Paid under the Medicare physician fee schedule.
 **Paid under the outpatient PPS.

Source: MedPAC analysis of payment rates from the outpatient PPS and physician fee schedule in 2011.
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for ancillary items and services (Medicare Payment 

Options for equalizing payment rates for E&M 
office visits across settings

Potential spending effects of services moving from 
physician offices to hospital-based entities
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R E C O M M E N D A T I O N  3 - 2

The Congress should direct the Secretary of Health and 
Human Services to reduce payment rates for evaluation 
and management office visits provided in hospital 
outpatient departments so that total payment rates for 
these visits are the same whether the service is provided 
in an outpatient department or a physician office. These 
changes should be phased in over three years. During 
the phase-in, payment reductions to hospitals with a 
disproportionate share patient percentage at or above the 
median should be limited to 2 percent of overall Medicare 
payments.

19 
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R A T I O N A L E  3 - 2

T A B L E
3–10  Payment rates to physicians and OPDs for a midlevel E&M office visit under current  

payment rates and policy that aligns payment rates across settings, 2011

Payment 
amount Calculation

Current payment rates
Service in physician office

Payment to physician $68.97 Work/PLI ($35.33) + nonfacility PE ($33.64)

Service in OPD
Payment to physician 49.27 Work/PLI ($35.33) + facility PE ($13.94)
Payment to hospital 75.13 Hospital outpatient department rate ($75.13)
Total payment $124.40

Policy that aligns rates across settings
Service in OPD

Payment to physician 49.27 Work/PLI ($35.33) + facility PE ($13.94)
Payment to hospital 19.70 Nonfacility PE ($33.64) – facility PE ($13.94)
Total payment $68.97

Note: OPD (hospital outpatient department), E&M (evaluation and management), PLI (professional liability insurance), PE (practice expense). The Current Procedural 
Terminology code for this visit is 99213. Payments include both program spending and beneficiary cost sharing.

Source: MedPAC analysis of payment rates in the 2011 physician fee schedule and outpatient prospective payment system.



76 Hosp i t a l  i n pa t i e n t  a nd  ou t pa t i e n t  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

Payments for primary care services 

T

 ■
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T A B L E
3–11 Reduction in Medicare revenue from equalizing OPPS and PFS  

rates for E&M office visits varies widely among hospitals

Hospital group
Percent reduction in  

overall Medicare revenue
Percent reduction in  

outpatient Medicare revenue

All hospitals 0.6% 2.8%

Urban 0.6 2.7
Rural 0.7 2.8

Major teaching 1.1 6.1
Other teaching 0.4 2.2
Nonteaching 0.4 2.0

Nonprofit 0.6 2.8
For profit 0.2 1.0
Government 1.0 4.3

Ranking of percent revenue loss
5th percentile 0.0 0.0
10th percentile 0.0 0.0
Median 0.1 0.6
90th percentile 1.2 6.9
95th percentile 2.6 8.5

Note: OPPS (outpatient prospective payment system), PFS (physician fee schedule), E&M (evaluation and management). The reduction may be smaller to the extent 
hospitals shift patients to other types of clinics such as rural health clinics once payment rates for hospital-based clinics decline.

Source: MedPAC analysis of 2010 cost reports and 2009 outpatient claims.
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R E C O M M E N D A T I O N  3 - 3

The Secretary of Health and Human Services should 
conduct a study by January 2015 to examine whether 
access to ambulatory physician and other health 
professionals’ services for low-income patients would 
be impaired by setting outpatient evaluation and 
management payment rates equal to those paid in 
physician offices. If access will be impaired, the Secretary 
should recommend actions to protect access.

R A T I O N A L E  3 - 3

I M P L I C A T I O N S  3 - 3

Spending

Beneficiary and provider

■

I M P L I C A T I O N S  3 - 2

Spending

Beneficiary and provider

Ensuring access to ambulatory physician and 
other professional services among vulnerable 
populations
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Endnotes
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AHRQ quality indicators. 
Guide to inpatient quality indicators: Quality of care in 
hospitals—Volume, mortality, and utilization, Version 3.1. 

AHRQ quality indicators: 
Guide to patient safety indicators, Version 3.1

Agency for Healthcare 
Research and Quality AHRQ Quality Indicators (AHRQ QI): 
Guidance on using the AHRQ QI for hospital-level comparative 
reporting.

Guidance on using the 
AHRQ QI for hospital-level comparative reporting.

Health Facilities Management,

Federal 
Register

Federal Register

Wide variation in hospital and physician 
payment rates. Evidence of provider market power.

Healthcare cost review: Third quarter 
2011. 
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R E C O M M E N D A T I O N S

(For previous recommendations on updating Medicare’s payments to physicians and other health 
professionals, see Appendix B, pp. 377–400.)
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Physician and other health 
professional services 

Chapter summary

Moving forward from the sustainable growth rate system

In this chapter

system
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Assessment of payment adequacy

Beneficiaries’ access to care—
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Supply of providers—

Quality of care—

Medicare payments and providers’ costs—

■
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Background

Payment basics: 
Physician services payment system 1

Moving forward from the sustainable 
growth rate system
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Are Medicare’s fee schedule payments 
adequate?
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Most beneficiaries report timely appointments 

Beneficiaries’ access to care: Generally good 
with relatively few problems reported

2011 patient survey shows that, overall, access is 
good, but primary care continues to be a concern
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T A B L E
4–1 Most Medicare beneficiaries and older privately insured  

individuals have good access to physician care, 2008–2011

Medicare 
(age 65 or older)

Private insurance 
(age 50–64)

Survey question 2008 2009 2010 2011 2008 2009 2010 2011

Unwanted delay in getting an appointment:  Among those who needed an appointment in the past 12 months, “How often did you 
have to wait longer than you wanted to get a doctor’s appointment?”

For routine care
Never 76%a 77%a 75%a 74%a 69%a 71%a 72%a 71%a

Sometimes 17a 17a 17a 18a 24a 22a 21a 21a

Usually 3a 2ab 3a 3 5a 3a 4a 4
Always 2 2 2 2a 2 3 3 3a

For illness or injury        
Never 84a 85ab 83a 82 79a 79a 80a 79
Sometimes 12a 11ab 13a 14a 16a 17a 15a 17a

Usually 1 2 2 2 2 2 2 2
Always 1a 1 1a 1 2a 2 2a 1

       
Looking for a new doctor: “In the past 12 months, have you tried to get a new...?” (Percent answering “Yes”) 

Primary care doctor 6 6 7 6 7 8 7 7
Specialist 14a 14a 13a 14a 19a 19a 15a 16a

       
Getting a new physician:  Among those who tried to get an appointment with a new primary care physician or a specialist in the past 
12 months, “How much of a problem was it finding a primary care doctor/specialist who would treat you? Was it…”

Primary care physician        

No problem 71 78b 79ab 65 72 71 69a 68
Percent of total insurance group 4.6 5.0 5.2 3.6 4.8 5.4 4.8 4.5

Small problem 10 10 8 12 13 8b 12 16
Percent of total insurance group 0.6 0.6 0.5 0.7 0.9 0.6 0.8 1.1

Big problem 18 12ab 12b 23a 13 21a 19 14a

Percent of total insurance group 1.1 0.8 0.8 1.3 0.9 1.6 1.3 0.9

Specialist        
No problem 88 88 87a 84 83 84 82a 86

Percent of total insurance group 12.8 12.5 11.0 12.1 15.5 16.1 12.6 13.9

Small problem 7 7 6a 8 9 9 11a 8
Percent of total insurance group 1.0 1.0 0.8 1.1 1.7 1.7 1.8 1.3

Big problem 4 5 5 7 7 7 6 6
Percent of total insurance group 0.6 0.7  0.7  1.0  1.4 1.3  1.0 1.0

Not accessing a doctor for medical problems: “During the past 12 months, did you have any health problem or condition about 
which you think you should have seen a doctor or other medical person, but did not?”

Percent answering “Yes” 8a 7ab 8a 8a 12a 11a 12a 11a

Note:  Numbers may not sum to 100 percent because missing responses (“Don’t know” or “Refused”) are not presented. Sample sizes for each group (Medicare and 
privately insured) were 3,000 in 2008 and 4,000 in 2009, 2010 and 2011. Overall sample sizes for individual questions varied. 

 a Statistically significant difference between the Medicare and privately insured samples in the given year (at a 95 percent confidence level). 

 b Statistically significantly different from 2011 within the same insurance coverage category (at a 95 percent confidence level). 

Source: MedPAC-sponsored telephone survey conducted in 2008, 2009, 2010, and 2011.
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Most beneficiaries can find a new physician but 
more difficulties reported for primary care
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T A B L E
4–2 Medicare beneficiaries have better or similar access to physicians  

compared with privately insured individuals, but minorities in  
both groups report problems more frequently, 2011

Medicare 
(age 65 or older)

Private insurance 
(age 50–64)

Survey question All White Minority All White Minority

Unwanted delay in getting an appointment:  Among those who needed an appointment in the past 12 months, “How often did you 
have to wait longer than you wanted to get a doctor’s appointment?”

For routine care
Never 74%a 75% 72%a 71%a 72%b 64%ab

Sometimes 18a 19 18a 21a 21b 25ab

Usually 3 4 3 4 4 4
Always 2a 2ab 3ab 3a 3ab 6ab

For illness or injury  
Never 82 83b 75b 79 81b 75b

Sometimes 14a 13ab 17b 17a 16a 19
Usually 2 2 2 2 2 3
Always 1 1b 2b 1 1b 2b

 
Looking for a new doctor:  “In the past 12 months, have you tried to get a new...?” (Percent answering “Yes”) 

Primary care physician 6 6 6 7 6 6
Specialist 14a 16b 9ab 16a 17b 13ab

 
Getting a new physician:  Among those who tried to get an appointment with a new primary care physician or a specialist in the past 
12 months, “How much of a problem was it finding a primary care doctor/specialist who would treat you? Was it…” 

Primary care physician  

No problem 65 67 57 68 72 58
Percent of total insurance group, by race 3.6 3.7 3.4 4.5 4.7 3.6

Small problem 12 10 19 16 15 19
Percent of total insurance group, by race 0.7 0.6 1.1 1.1 1.0 1.2

Big problem 23a 23a 23 14a 12a 18
Percent of total insurance group, by race 1.3 1.3 1.4 0.9 0.8 1.1

Specialist  

No problem 84 86b 65ab 86 88b 78ab

Percent of total insurance group, by race 12.1 13.5 5.7 13.9 15.0 10.1

Small problem 8 7 11 8 8 10
Percent of total insurance group, by race 1.1 1.2 0.9 1.3 1.3 1.3

Big problem 7 6b 19b 6 5b 11b

Percent of total insurance group, by race 1.0  0.9 1.6 1.0 0.8 1.5

Not accessing a doctor for medical problems: “During the past 12 months, did you have any health problem or condition about 
which you think you should have seen a doctor or other medical person, but did not?”

Percent answering “Yes” 8a 8ab 10b 11a 11a 12

Note: Respondents who did not report race or ethnicity were not included in “White” or “Minority” results but were included in “All” results. Numbers may not sum to 100 
percent because missing responses (“Don’t know” or “Refused”) are not presented. Overall sample sizes for each group (Medicare and privately insured) were 
4,000. Sample sizes for individual questions varied. 
a Statistically significant difference between the Medicare and privately insured populations in the given race category (at a 95 percent confidence level). 
b Statistically significant difference by race within the same insurance category (at a 95 percent confidence level). 

Source: MedPAC-sponsored telephone surveys, conducted in 2011.
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Ability to find a new primary care physician, Medicare beneficiaries  
and privately insured individuals, 2004–2011

Note: The remaining percent of respondents in the survey (e.g., 94 percent with Medicare, 93 percent with private insurance in 2011) did not seek a new primary 
care physician in the past year. This figure is corrected from the hard copy version of this report in which the lines for “small problem” and “big problem” were 
transposed for several of the years in both charts.

Source: MedPAC-sponsored telephone surveys, conducted 2004–2011.
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4

T A B L E
4–3 Use of physician assistants and nurse practitioners for primary care, 2011  

Medicare 
(age 65 or older)

Private insurance 
(age 50–64)

Survey question All Urban Rural All Urban Rural

“For your primary care, do you see a nurse 
practitioner or physician assistant for…?”

All or most 11% 10%b 14%b 10% 9%b 13%b

Some 22a 21a 24a   26a    25ab  29ab

None     63 64b 58b 62  63b 55b

Note: Numbers may not sum to 100 percent because missing responses (“Not applicable,” “Don’t Know,” or “Refused”) are not presented.
 a Statistically significant difference between the Medicare and privately insured populations (at a 95 percent confidence level).
 b Statistically significant difference between urban and rural within the same insurance category (at a 95 percent confidence level). 

Source: MedPAC-sponsored telephone survey, conducted in 2011.
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Reports of not getting needed physician care were 
more frequent for privately insured individuals

Rural, urban, and other market area analyses



98 Phy s i c i a n  and  o t h e r  h ea l t h  p r o f e s s i o na l  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

limited social connections for recommendations and 

Other national patient surveys show comparable 
results for access to care
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6

The supply of physicians and other health 
professionals billing Medicare grew and surveys 
show high acceptance of Medicare patients

T A B L E
4–4 Most physicians accept new Medicare patients  

2008 2009

Patient insurance type
All  

physicians
Primary 

care 
All other 

specialties
All  

physicians
Primary 

care 
All other 

specialties

Any new patients 94% 90% 98% 94% 87% 98%

Medicare 90 83 95 90 82 96
Medicaid 63 55 69 65 56 70
Capitated private insurance 50 58 44 43 47 42
Noncapitated private insurance 79 76 81 76 73 79
Worker’s compensation 58 53 61 58 55 59
Self-pay 91 86 95 88 81 92
No charge 47 40 52 40 34 44

Note: Results include office-based physicians with at least 10 percent of practice revenue coming from Medicare.

Source: Centers for Disease Control and Prevention, National Center for Health Statistics, National Ambulatory Medical Care Survey.
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Rates of physician participation and services paid 
on assignment remain high

F IGURE
4–2 Medicare participation and  

assignment rates have grown  
to high levels, 1990–2011

Note:  “Participation rate” is the percentage of physicians and other health 
professionals with signed Medicare participation agreements among those 
in Medicare’s registry. Participation agreements require the provider to 
accept assignment (i.e., accept Medicare’s fee schedule rate as payment 
in full) for all services provided to Medicare beneficiaries. Participation 
agreements do not require physicians to accept new Medicare patients. 
“Assignment rate” is the percentage of allowed charges paid on assignment. 
Data for calculating the assignment rate are not available for 2011.

Source:  Ways and Means Greenbook (2004), unpublished CMS data, and 
MedPAC analysis of Medicare claims for a 5 percent random sample of 
Medicare beneficiaries.
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9

Small imaging decrease after decade of rapid 
growth

 In contrast, 

Changes in service use consistent with 
reports of decreases outside of Medicare
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T A B L E
4–5 Use of services furnished by physicians and other  

health professionals, per fee-for-service beneficiary

Type of service

Change in units of service 
 per beneficiary

Change in volume  
per beneficiary Percent 

of 2010 
allowed 
charges

Average annual 
2005–2009 2009–2010

Average annual 
2005–2009 2009–2010

All services 2.0% –0.2% N/A% N/A% 100.0%

Evaluation and management 1.2 –0.1 N/A N/A 44.3
Office visit—new and established 1.5 –0.4 N/A N/A 24.0
Inpatient visit—hospital and nursing facility 0.5 –0.3 N/A N/A 15.5
Emergency room visit 1.0 2.7 3.0 4.2 3.1
Hospital visit—critical care 6.1 8.5 8.0 8.7 1.4
Home visit 4.3 5.4 6.1 6.2 0.4

Imaging 2.2 –1.5 3.9 –2.5 13.5
Advanced—CT: other 6.4 –0.7 6.4 –2.3 2.2
Standard—nuclear medicine –0.2 –7.8 4.2 –5.4 1.7
Echography—heart 2.6 –0.8 3.7 –1.8 1.5
Advanced imaging—MRI: other 3.0 –2.4 2.5 –4.4 1.4
Standard—musculoskeletal 1.2 –0.5 1.2 –1.4 1.0
Echography—other 6.7 3.5 8.3 4.4 0.9
Imaging/procedure—other 7.0 –5.9 11.9 –1.1 0.7
Standard—breast 5.3 –2.1 4.4 –2.4 0.7
Advanced—MRI: brain 1.5 –4.6 –0.9 –7.5 0.6
Advanced—CT: head 5.0 –0.9 5.3 –3.1 0.5
Standard—chest –0.3 –2.1 –0.8 –3.0 0.5
Echography—carotid arteries 1.9 –2.6 4.1 –2.4 0.5

Major procedures 1.6 1.1 2.8 1.4 7.7
Cardiovascular—other 0.0 0.3 4.3 2.1 1.9
Orthopedic—other 6.0 4.6 7.2 5.1 1.0
Knee replacement 2.2 2.6 3.0 3.1 0.5
Coronary angioplasty –2.6 0.6 –2.9 0.1 0.4
Explore, decompress, or excise disc 4.3 1.6 6.1 2.8 0.3
Coronary artery bypass graft –7.2 –6.7 –7.3 –6.9 0.3
Hip replacement 2.1 2.3 3.0 2.9 0.3
Pacemaker insertion 2.5 –1.9 0.6 –2.7 0.3
Hip fracture repair –0.8 –2.9 –0.4 –2.8 0.3

Other procedures 3.7 0.2 4.0 0.0 22.3
Skin—minor and ambulatory 2.9 0.8 N/A 1.3 4.4
Outpatient rehabilitation 4.7 1.1 5.5 1.8 3.3
Radiation therapy 2.0 –7.4 5.3 –1.9 2.3
Minor—other 3.6 –0.5 3.4 –2.2 2.1
Cataract removal/lens insertion –0.6 –2.6 –0.1 –2.3 1.5
Minor—musculoskeletal 4.9 –1.2 6.6 –2.3 1.4
Eye—other 12.7 9.7 7.0 6.0 1.1
Colonoscopy –1.4 –2.2 –1.3 –2.0 0.9
Upper gastrointestinal endoscopy 1.9 0.2 2.6 0.6 0.5
Cystoscopy 0.7 –1.3 1.4 –1.5 0.5

Tests 0.7 –0.6 4.6 1.6 5.2
Other tests –1.1 –4.8 4.3 –1.4 2.0
Electrocardiograms 0.5 0.1 1.5 0.3 0.5
Cardiovascular stress tests –2.6 –4.6 –1.2 –6.2 0.4

Note:  N/A (not available), CT (computed tomography). Volume is measured as units of service multiplied by each service’s relative value unit (RVU) from the physician 
fee schedule. To put service use in each year on a common scale, we used the RVUs for 2010. For billing codes not used in 2010, we imputed RVUs based on 
the average change in RVUs for each type of service. Some low-volume categories are not shown but are included in the summary calculations. Evaluation and 
management volume is not reported for some types of service because a change in payment policy for consultations prevented assignment of RVUs to those services. 
For 2005 and 2009, office visits and inpatient visits include, respectively, office and inpatient consultations. Skin procedures volume is not reported for 2005 to 
2009 due to a change in coding of Mohs procedures that prevented assignment of RVUs for these services in 2005. 

Source: MedPAC analysis of claims data for 100 percent of Medicare fee-for-service beneficiaries.
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Decrease in use of imaging occurred amid 
concerns about appropriateness

F IGURE
4–3 Growth in the volume of  

practitioner services, 2000–2010

Note: E&M (evaluation and management). Volume growth for E&M is through 
2009 only due to change in payment policy for consultations.

 
Source: MedPAC analysis of claims data for 100 percent of Medicare fee-for-

service beneficiaries.
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Quality of care: Most ambulatory care 
quality measures improved or did not 
change significantly

New York Times

New England 
Journal of Medicine

Decreases in service use not limited to Medicare
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Ratio of Medicare to private insurer fees has 
remained stable

10

11

Medicare payments and providers’ costs
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Certain physicians and other health professionals 
are eligible for Medicare payment bonuses (and 
penalties) 

Compensation is lower for primary care 
physicians than for specialists

14
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19

Disparities in physician compensation are widest when primary care 
 is compared with nonsurgical proceduralists and radiologists, 2010

Note: Simulated compensation is compensation as if all services were paid under the Medicare physician fee schedule.

Source: Urban Institute and Medical Group Management Association (MGMA) analysis of 2010 data from the MGMA’s Physician Compensation and Production Survey.
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■

Input costs for physician and other health 
professional practices are expected to increase in 
2012

F IGURE
4–5 Volume growth has caused spending  

to increase faster than input prices  
and physician updates, 2000–2010

Note: MEI (Medicare Economic Index).
 
Source: 2011 Trustees’ report, Global Insight 2010q4 MEI forecast, and Office of 

the Actuary 2011.
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Endnotes
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Report to the 
Congress: Medicare payment policy
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Ambulatory surgical  
center services

Chapter summary

Assessment of payment adequacy

Beneficiaries’ access to care—

In this chapter

C H A P T E R    
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Capacity and supply of providers—

Volume of services—

Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—

Using quality data from ASCs to reward high-performing and 
penalize low-performing providers



117 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

■
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Background
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Are Medicare payments adequate in 
2012?

Beneficiaries’ access to care: Supply of 
ASCs and volume growth indicate access is 
adequate

1
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Differences in types of patients treated in ambulatory surgical centers and 
hospital outpatient departments 

T

4

(continued next page)

T A B L E
5–1  Medicare patients treated  

in ASCs differ from patients  
treated in OPDs, 2010

Characteristic

Percentage of Medicare patients

ASC OPD

Medicaid status
Not Medicaid 86.0% 76.9%
Medicaid 14.0 23.1

Race/ethnicity
White 88.1 84.2
African American 6.8 10.4
Other 5.1 5.4

Age (in years)
Under 65 14.0 21.4
65 to 84 78.6 67.7
85 or older 7.4 10.9

Sex
Male 42.1 43.5
Female 57.9 56.5

Note: ASC (ambulatory surgical center), OPD (hospital outpatient 
department). All of the differences between ASC and OPD 
beneficiaries are statistically significant (p < 0.05). The analysis 
excludes beneficiaries who received services that are not covered in 
the ASC payment system.

Source: MedPAC analysis of 5 percent carrier and outpatient standard 
analytic claims files, 2010.
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Differences in types of patients treated in ambulatory surgical centers and 
hospital outpatient departments (cont.)

 Under 
6

(continued next page)

Distribution of outpatient procedures by payer at ASCs and  
general acute care hospitals in Pennsylvania, fiscal year 2010

Note: ASC (ambulatory surgical center). Outpatient procedures include diagnostic and surgical services. Other payers include auto insurance, workers’ 
compensation, and other government programs. 

Source: Pennsylvania Health Care Cost Containment Council 2011.

ASCs General hospitals

4.5%
Medicaid8.2%

Other

34.2%
Medicare

53.1%
Commercial

11.8%
Medicaid

9.7%
Other

32.9%
Medicare

45.6%
Commercial

F IGURE
5–1
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Capacity and supply of providers: Number of ASCs 
grew rapidly over past several years, but growth 
has slowed

Differences in types of patients treated in ambulatory surgical centers and 
hospital outpatient departments (cont.)

■

T A B L E
5–2 Number of Medicare-certified ASCs has grown by 22 percent, 2005–2010

2005 2006 2007 2008 2009 2010

Number of centers 4,362 4,608 4,879 5,095 5,217 5,316
New centers 354 331 344 281 213 152
Exiting centers 59 85 73 65 91 53

Net percent growth in number of centers from previous year 7.3% 5.6% 5.9% 4.4% 2.4% 1.9%

Note: ASC (ambulatory surgical center).

Source: MedPAC analysis of Provider of Services file from CMS, 2010.
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9

Number of ASC services grew from 2005 to 2010; 
newly covered services contributed to growth in 
number of services from 2007 to 2010

10

T A B L E
5–3  Most Medicare-certified ASCs 

 are urban and for profit

ASC type 2005 2010

Urban 87% 88%
Rural 13 12

For profit 96 97
Nonprofit 4 3

Note: ASC (ambulatory surgical center). 
  
Source: MedPAC analysis of Provider of Services file from CMS, 2010.
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11

Surgical services have migrated from OPDs to 
ASCs but rate of migration appears to have 
slowed

T A B L E
5–4  Volume of ASC services per FFS  

beneficiary has continued to grow

Time period

Average annual 
volume growth 

per FFS  
beneficiary

2005 to 2009 7.6%

2009 to 2010 1.6
Services covered in both 2007 and 2010 1.5
Services newly covered after 2007 3.6

Note: ASC (ambulatory surgical center), FFS (fee-for-service). 
 
Source: MedPAC analysis of 5 percent carrier standard analytic claims files, 

2005, 2007, 2009, and 2010.
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T A B L E
5–5 Highest volume ASC services in 2007 and 2010

Surgical service

2007 2010

Percent  
of volume Rank

Percent  
of volume Rank

Cataract surgery w/ IOL insert, 1 stage 19.9% 1 17.6% 1
Upper GI endoscopy, biopsy 7.9 2 8.0 2
Diagnostic colonoscopy 5.9 3 4.2 5
Colonoscopy and biopsy 5.5 4 5.6 3
After cataract laser surgery 5.4 5 4.0 6
Lesion removal colonoscopy, snare technique 4.8 6 4.3 4
Injection spine: lumbar, sacral (caudal) 4.3 7 3.5 8
Injection foramen epidural: lumbar, sacral 3.1 8 3.8 7
Injection paravertebral: lumbar, sacral add on* 2.9 9 1.9 11
Injection paravertebral: lumbar, sacral* 1.9 10 2.1 9
Lesion removal colonoscopy, by biopsy forceps or bipolar cautery 1.7 11 1.1 17
Colon cancer screen, not high-risk individual 1.7 12 1.3 15
Injection foramen epidural add on 1.6 13 2.0 10
Upper GI endoscopy, diagnosis 1.5 14 1.3 16
Colorectal screen, high-risk individual 1.4 15 1.7 12
Cystoscopy 1.3 16 1.1 19
Destruction paravertebral nerve, add on 1.1 17 1.5 13
Revision of upper eyelid 0.9 18 1.0 20
Cataract surgery, complex 0.9 19 1.3 14
Injection spine: cervical or thoracic 0.8 20 0.8 26

Total 74.6 68.0

Note: ASC (ambulatory surgical center), IOL (intraocular lens), GI (gastrointestinal).
 *The description of these services changed in 2010 to include imaging guidance.

Source: MedPAC analysis of 5 percent carrier standard analytic claims files, 2007 and 2010.



127 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Providers’ access to capital: Growth in 
number of ASCs and ASCs’ financial 
performance suggest adequate access

Medicare payments: Payments have 
increased rapidly

T A B L E
5–6 Volume of surgical services grew faster in ASCs than in OPDs  

from 2005 to 2009, but growth was equal in 2010

Measure

Average annual percent change, 2005–2009 Percent change, 2010

ASCs OPDs ASCs OPDs

Number of services per FFS beneficiary 6.1% 0.0% 1.0% 1.0%
Number of beneficiaries served 3.8 –1.3 –0.6 0.2
Services per beneficiary served 2.2 1.3 1.6 0.8

Note: ASC (ambulatory surgical center), OPD (hospital outpatient department), FFS (fee-for-service). To ensure comparability across sectors, the services analyzed consist 
of the same set of ambulatory surgical services. This set consists of services that are payable by Medicare when provided in an ASC. In addition, the surgical 
services included in the 2010 volume were limited to those that were covered in 2005.

Source: MedPAC analysis of 5 percent carrier and outpatient standard analytic claims files, 2005 and 2010.
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How should Medicare payments change 
in 2013?

Update recommendation

T A B L E
5–7 Medicare payments to ASCs have grown, 2005–2010

2005 2006 2007 2008 2009 2010

Medicare payments (billions of dollars) $2.7 $2.8 $2.9 $3.1 $3.2 $3.4

Medicare payments per FFS beneficiary
Payments $78 $85 $90 $97 $102 $105
Percent change 6.8% 8.5% 5.6% 8.1% 5.2% 2.6%

Note: ASC (ambulatory surgical center), FFS (fee-for-service). Medicare payments include program spending and beneficiary cost sharing for ASC facility services.

Source: CMS, Office of the Actuary.
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Beneficiary and provider

Using quality data from ASCs to reward 
high-performing and penalize low-
performing providers

R E C O M M E N D A T I O N  5 – 1

The Congress should update the payment rates for 
ambulatory surgical centers by 0.5 percent for calendar 
year 2013. The Congress should also require ambulatory 
surgical centers to submit cost data.

R A T I O N A L E  5 – 1

I M P L I C A T I O N S  5 – 1

Spending
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Revisiting the market basket for ambulatory surgical centers

 ■
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Outcome measures

Criteria for measures 
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Process measures

Structural and patient experience measures
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CMS should address statistical issues related to 
performance measures that have a small number 
of cases 

Medicare should reward ASCs for improving 
care and exceeding quality benchmarks 

®

CMS should incorporate quality measures over 
time that use data from patient registries and 
electronic health records 

14
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I M P L I C A T I O N S  5 - 2

Spending

Beneficiary and provider

■

Funding for VBP program should come from 
existing ASC spending

R E C O M M E N D A T I O N  5 - 2

The Congress should direct the Secretary to implement a 
value-based purchasing program for ambulatory surgical 
center services no later than 2016.

R A T I O N A L E  5 - 2
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same limitation on coinsurance, and for a few services 

Endnotes
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Outpatient dialysis services

Chapter summary

Assessment of payment adequacy

Beneficiaries’ access to care—

In this chapter

C H A P T E R    6
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Capacity and supply of providers—

Volume of services—

Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—

■
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Background 

1 

Dialysis treatment choices

■
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 If an 

4

In 2011, CMS paid most dialysis facilities 
under a new outpatient dialysis payment 
policy

F IGURE
6–1 In 2010, we estimate that Medicare  

was the primary or secondary  
payer for most dialysis patients

Note: FFS (fee-for-service). Total may not sum to 100 percent due to rounding.

Source: Source of insurance estimated from USRDS 2011, CMS’s 2009 renal 
facility survey, 2008 Medicare Current Beneficiary Survey, 2010 
Medicare denominator file, and 2010 claims submitted by dialysis 
facilities to CMS.
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Concerns about the new dialysis prospective 
payment method 

Lower use of dialysis drugs:

T A B L E
6–1 Characteristics of FFS 

dialysis patients and  
program eligibility, 2010

Percent 
of all FFS 
dialysis 
patients

Age
Under 45 years 12%
45–64 years 37
65–74 years 25
75–84 years 19
85+ years 7

Sex
Male 54
Female 46

Race
White 51
African American 36
All others 14

Residence
Urban county 81
Rural county, micropolitan 11
Rural county, adjacent to urban 5
Rural county, not adjacent to urban 3
Frontier county 1

Medicare as the secondary payer 7*

Prescription drug coverage status
Enrolled in Part D 74
Coverage through employers that receive RDS 10
Coverage through other creditable sources 12
No creditable coverage 9
LIS 55*

Dually eligible for Medicaid 47

Note: FFS (fee-for-service), RDS (retiree drug subsidy), LIS (low-income subsidy). 
Urban counties contain a core area with 50,000 or more population, 
rural micropolitan counties contain at least one cluster of at least 10,000 
and less than 50,000 population, rural counties adjacent to urban areas 
do not have a city of 10,000 people in the county, and rural counties not 
adjacent to urban areas do not have a city of 10,000 people. Frontier 
counties are counties with six or fewer people per square mile. Totals may 
not sum to 100 percent due to rounding.

 *2009 estimates 

Source: Data compiled by MedPAC from 2010 claims submitted by dialysis 
facilities to CMS and the CMS denominator file.
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T A B L E
6–2  New dialysis payment method broadens the payment bundle  

and includes more beneficiary-level adjustments, a low-volume  
adjustment, and payment for high-cost outliers

Payment method 
feature

Composite rate payment method: 
1983–2010

New outpatient dialysis PPS:  
2011 and beyond 

Payment bundle Composite rate services, which include: 
nursing, dietary counseling and other 
clinical services, dialysis equipment and 
supplies, social services, and certain 
laboratory tests and drugs

oral equivalents

Unit of payment Single dialysis treatment Single dialysis treatment

Drug add-on payment 
to the composite rate

Yes None

Self-dialysis training 
services adjustment

Yes Yes

Beneficiary-level 
adjustments and body mass mass, and 6 comorbidities*

Facility-level 
adjustments

Outlier policy None Applies to the portion of the broader payment bundle 
comprising the drugs and services that were formerly billed 
separately 

Quality incentive 
program

None
hemoglobin less than 10.0 g/dL, percentage of patients with 
hemoglobin greater than 12.0 g/dL, percentage of patients 
with URR greater than 65 percent

hemoglobin greater than 12.0 g/dL and percentage of 
patients with URR greater than 65 percent

URR greater than 65 percent, percentage of patients with 
hemoglobin greater than 12 g/dL, percentage of patients 
receiving treatment through an AV fistula or catheter, whether 
the facility reports certain dialysis-related infections to the 
CDC’s National Healthcare Safety Network, whether the 
facility administers a patient experience of care survey, 
whether the facility monitors phosphorus and calcium levels on 
a monthly basis

Update No statutory provision Begins in 2012, set at ESRD market basket less productivity 
adjustment

Note: PPS (prospective payment system), ESRD (end-stage renal disease), URR (urea reduction ratio), AV (arteriovenous), g/dL (grams/deciliter), CDC (Centers for Disease 
Control and Prevention). 
*Payment for adults is not adjusted by dialysis method.

Source: MedPAC analysis of CMS 2011 final ESRD rule.
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The quality incentive program (QIP):

The low-volume adjuster: 

Lower use of dialysis drugs 

6

The quality incentive program

The low-volume adjuster
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Medicare spending on outpatient dialysis 
services 

Industry concerns about patient comorbidity payment 
adjusters 

 

T A B L E
6–3 Some low-volume facilities are in close proximity to another facility

Percent of  
all low-volume 

facilities

Distance to closest facility (in miles)

Facility location Mean Median 25th percentile

All low-volume facilities 100% 18.0 5.4 1.2

Urban county 57 5.9 2.1 0.8
Rural county, micropolitan 17 38.4 11.6 1.5

Rural county, adjacent to urban 17 23.7 23.5 18.1
Rural county, not adjacent to urban 10 43.9 37.4 30.0

Note: Urban counties contain a core area with 50,000 or more population, rural micropolitan counties contain at least one cluster of at least 10,000 and less than 
50,000 population, rural counties adjacent to urban areas do not have a city of 10,000 people in the county, and rural counties not adjacent to urban areas do 
not have a city of 10,000 people. 

Source: Data compiled by MedPAC from 2007–2009 cost reports submitted by facilities to CMS.
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Providers of outpatient dialysis services 

areas, 

F IGURE
6–2 Per capita spending for composite  

rate services and dialysis  
drugs, 2006–2010 

Note: ESAs (erythropoiesis-stimulating agents). ESAs include erythropoietin and 
darbepoetin alpha. 

Source: MedPAC analysis of 2006–2010 claims submitted by dialysis facilities to 
CMS.
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T A B L E
6–4 Increasing number and capacity of freestanding, for-profit, and chain organizations

2010 2011 Average annual percent change

Total  
number  
of FFS  

treatments*

Total  
number  

of  
facilities

Total 
number 

of  
stations*

Mean 
number 

of  
stations

Number of  
facilities

Number of  
stations

2006–
2011

2010–
2011

2006–
2011

2010–
2011

All 40.2 5,560 98.6 18 4% 3% 4% 3%

Percent of total

Freestanding 91% 90% 92% 18 5 3 5 4
Hospital based 9 10 8 14 –2 –3 –2 –4

Location
Urban county 84 78 82 19 4 3 4 3
Rural county, micropolitan 12 14 12 16 3 1 4 3
Rural county, adjacent to urban 3 5 4 13 4 3 5 3
Rural county, not adjacent to urban 2 3 2 12 4 2 4 3
Frontier county 0 1 0.3 10 1 3 3 9

For profit 83 83 84 18 5 4 5 4
Nonprofit 17 17 16 16 –1 –3 0.2 –2

Affiliated with any chain 86 81 83 18 5 4 5 5
Affiliated with one of 2 largest chains 66 62 63 18 4 5 4 5
Not affiliated with any chain 14 19 17 16 0 4 0.2 –4

Note:  FFS (fee-for-service). Urban counties contain a core area with 50,000 or more population, rural micropolitan counties contain at least one cluster of at least 10,000 
and less than 50,000 population, rural counties adjacent to urban areas do not have a city of 10,000 people in the county, and rural counties not adjacent to 
urban areas do not have a city of 10,000 people. Frontier counties are counties with six or fewer people per square mile. 

 *Total number of treatments are in millions. Total number of stations are in thousands.

Source: Compiled by MedPAC from the 2006, 2010, and 2011 Dialysis Compare database from CMS and 2010 claims submitted by dialysis facilities to CMS.
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Are Medicare payments adequate in 
2012?

Beneficiaries’ access to care: Indicators 
continue to be favorable

Capacity of facilities that are freestanding, for 
profit, and affiliated with a chain is growing and 
has kept pace with patient demand 

Most dialysis patients continue to receive thrice 
weekly in-center hemodialysis, but interest in 
other dialysis methods continues
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F IGURE
6–3 Growth in the number of dialysis  

stations has kept pace with growth  
in the number of all dialysis patients

Note: All dialysis patients include those individuals covered by Medicare under 
the fee-for-service and Medicare Advantage programs and individuals not 
covered by Medicare.

Source: Compiled by MedPAC from United States Renal Data System 2011, 2011 
Elab Project, and 2005–2010 Dialysis Compare.
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Types of facilities that closed and their effect on 
beneficiaries’ access to care 

Use of more frequent hemodialysis by Medicare patients

■
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Quality of care: Some measures show 
progress, others need improvement

Volume of services 
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10

9

Trends in clinical indicators of dialysis quality

T A B L E
6–5 Monthly units of erythropoietin  

declined between January  
and December 2010

Change in monthly 
units between  
January and  

December 2010

All FFS patients –7%

Age
Under 45 years –8
45–64 years –7
65–74 years –6
75+ years –6

Sex
Male –7
Female –7

Race
White –5
African American –8

Affiliated with one of 2 largest chains –6
All other freestanding facilities –9

Note: FFS (fee-for-service). Analysis includes FFS dialysis patients who received 
erythropoietin in January and December 2010 at a freestanding dialysis 
facility. 

Source: Compiled by MedPAC from 2010 claims submitted by freestanding 
dialysis facilities to CMS.
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T A B L E
6–6  Dialysis clinical indicators and outcomes continue to improve for some measures

Outcome measure 2003 2005 2007 2008 2009 2010

Percent of in-center hemodialysis patients:
Receiving adequate dialysis 94% 93% 94% 95% 95% 95%
Anemia measures

Mean hemoglobin 10–12 g/dL 48 44 49 57 62 68
Mean hemoglobin ≥ 13 g/dL* 15 17 14 9 7 5
Mean hemoglobin < 10 g/dL* 6 5 6 6 6 7

Dialyzed with an AV fistula 33 39 47 50 53 56
Nutritional status 37 33 34 35 35 39
Phosphorus and calcium management 39 42 46 45 46 47

Percent of peritoneal dialysis patients:
Receiving adequate dialysis N/A 90% 89% 88% 89% 89%
Anemia measures

Mean hemoglobin 10–12 g/dL 45% 44 48 52 57 58
Mean hemoglobin ≥ 13 g/dL* 21 22 18 14 12 11
Mean hemoglobin < 10 g/dL* 7 7 7 9 10 11

Nutritional status 21 20 20 19 18 20
Phosphorus and calcium management 40 44 46 45 47 47

2003 2005 2006 2007 2008 2009
Percent of prevalent dialysis patients wait-listed for a kidney:

All 15.2% 15.9% 16.3% 16.8% 17.0% 17.3%
White 14.2 14.8 15.2 15.7 15.9 16.2
African American 15.5 16.3 16.7 17.3 17.5 17.7
Native American 14.0 14.2 14.5 15.0 15.5 14.9
Asian American 24.4 25.2 25.2 25.6 25.6 25.7

Renal transplant rate per 100 dialysis patient years:
All 4.8 4.8 4.8 4.4 4.2 4.1
White 5.9 5.7 5.6 5.1 4.8 4.6
African American 3.1 3.2 3.2 3.0 2.9 2.9
Native American 3.3 3.4 4.6 4.4 4.3 4.9
Asian American 5.3 5.5 6.6 7.5 7.2 7.3

One-year survival for new dialysis patients
All 78.1% 78.9% 79.6% 79.9% 80.6 N/A
White 77.0 77.7 78.5 78.6 79.3 N/A
African American 79.3 80.3 81.0 81.5 82.6 N/A
Other race 84.2 85.0 85.3 86.1 85.8 N/A
45–64 years 84.6 85.3 85.9 86.0 86.7 N/A
65–74 years 75.5 76.5 77.5 77.5 77.9 N/A
75+ years 64.0 64.7 65.2 65.8 67.2 N/A

Annual mortality rate per 100 dialysis patient years*
All 21.4 20.5 20.0 19.2 18.5 18.0
White 23.2 22.2 21.6 20.8 20.1 19.6
African American 19.2 18.7 18.1 17.3 16.5 16.0
Other race 16.4 15.4 14.8 14.1 13.7 13.4
45–64 years 17.4 16.6 16.3 15.6 15.0 14.5
65–74 years 28.4 27.4 26.4 25.2 24.4 23.8
75+ years 41.9 41.0 40.3 39.2 38.0 37.0

Inpatient admission rate per dialysis patient*
All 2.0 2.0 1.9 1.9 1.9 1.8
White 2.0 2.0 1.9 1.9 1.9 1.8
African American 2.0 2.1 2.0 2.0 2.0 1.9
Native American 1.9 1.9 1.8 1.7 1.7 1.8
Asian American 1.4 1.4 1.4 1.4 1.4 1.3
45–64 years 1.9 1.9 1.9 1.8 1.8 1.8
65–74 years 2.0 2.0 1.9 1.9 1.9 1.8
75+ years 2.1 2.2 2.1 2.0 2.1 1.9

Percent of discharges that were rehospitalized within 30 days*
All 35.8% 36.1% N/A 35.8% N/A 35.9%
Cardiovascular (index hospitalization) 37.2 37.7 N/A 37.5 N/A 37.6
Infection (index hospitalization) 33.6 33.9 N/A 33.7 N/A 33.8
Vascular access (index hospitalization) 32.0 31.9 N/A 31.7 N/A 31.1

Note: g/dL (grams/deciliter), N/A (not available), AV (arteriovenous). Other includes Asian Americans and Native Americans. Data on dialysis adequacy, use of fistulas, 
and anemia management represent percent of patients meeting CMS’s clinical performance measures. United States Renal Data System (USRDS) adjusts data by 
age, gender, race, and primary diagnosis of end-stage renal disease.  
* Lower values indicate higher quality.

Source: Compiled by MedPAC from 2009 Elab Project Report, Fistula First 2010, and USRDS 2010. 
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Trends in outcomes for dialysis patients
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Trends in kidney transplantation 
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Dialysis quality varies by type of organization in 
2009

Trends in kidney transplantation (cont.)

(continued next page)
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Providers’ access to capital: Growth trends 
suggest access is adequate

Trends in kidney transplantation (cont.)
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T A B L E
6–7 Standardized hospitalization and mortality ratios for 2009 vary by provider type

Provider

All patients Whites African Americans

Hospitalization Mortality Hospitalization Mortality Hospitalization Mortality

Fresenius 0.99 1.00 1.02 1.00 0.96 0.98
DaVita 1.01 0.97 1.02 0.99 1.01 0.97

DCI 0.91 0.96 0.93 0.97 0.88 0.91
Other freestanding chains 0.99 0.98 1.00 1.00 1.00 0.96
Independent freestanding facilities 1.02 1.00 0.97 0.98 1.07 1.01
Hospital-based facilities 1.01 1.08 0.95 1.04 1.09 1.15

Note: The standardized hospitalization (or mortality) ratio compares the actual number of hospital admissions (or deaths) for the provider and the number of admissions 
that would be expected if patients under the care of that provider experienced admissions (or deaths) at the national rate for patients with similar characteristics 
(age, gender, race, and number of years on dialysis). A value of less than 1.0 indicates that a provider’s total number of events was less than expected, based 
on national rates; whereas a value of greater than 1.0 indicates that a provider had a rate of total events higher than the national average. The reference cohorts 
are all 2009 Medicare hemodialysis patients for the standardized hospitalization ratio and all 2009 hemodialysis patients (Medicare and non-Medicare) for the 
standardized mortality ratio. 

Source: United States Renal Data System 2011.
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Medicare margin for freestanding providers

Medicare payments and providers’ costs

Appropriateness of current costs

T A B L E
6–8 Medicare margin in 2010 varies  

by type of freestanding provider

Provider type

Percent 
of  

spending
Medicare 
margin

All 100% 2.3%

Affiliated with one of the two largest 
dialysis organizations 69 3.4

All others 31 0.1

Urban 85 3.4
Rural 15 –3.7

More than 10,000 treatments 54 7.7
Less than or equal to 10,000 treatments 46 –2.3

Source: Compiled by MedPAC from 2010 cost report and outpatient claims 
submitted by facilities to CMS.
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How should Medicare payments change 
in 2013?

T A B L E
6–9 Estimated impact of the quality  

incentive program, 2012–2014

Estimated reduction 
in payments  
due to QIP 2012 2013 2014

Total impact –0.19% –0.29% –0.27%

Percent of facilities,  
by estimated reduction

0% 74 82 70
0.5% to 1% 21 5 23
1.5% 4 6 4
2% 1 7 3

Note: QIP (quality improvement program).

Source: CMS 2011 final rules.
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I M P L I C A T I O N S  6

Spending

Beneficiary and provider

■

Update recommendation 

R E C O M M E N D A T I O N  6

The Congress should update the outpatient dialysis 
payment rate by 1 percent for calendar year 2013. 

R A T I O N A L E  6
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Endnotes
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Skilled nursing facility 
services

Chapter summary

Assessment of payment adequacy 

Beneficiaries’ access to care

Capacity and supply of providers

In this chapter

Medicaid trends

C H A P T E R    
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Volume of services

Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—
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A rehospitalization policy 

Medicaid trends
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Background

1

T A B L E
7–1  A growing share of Medicare stays and payments  

go to freestanding SNFs and for-profit SNFs

Facilities Medicare-covered stays Medicare payments

Type of SNF 2006 2010 2006 2010 2006 2010

Total number 15,178 15,207 2,454,263 2,418,442 $19.5 
billion

$26.2 
billion

Freestanding 92% 94% 89% 93% 94% 96%
Hospital based 8 6 11 7 6 4

Urban 67 70 79 81 81 83
Rural 33 30 21 19 19 17

For profit 68 70 67 70 73 74
Nonprofit 26 25 29 25 24 22
Government 5 5 4 3 3 3

Note:  SNF (skilled nursing facility). Totals may not sum to 100 percent due to rounding and missing values. 

Source:  MedPAC analysis of the Provider of Services, Medicare Provider Analysis and Review files, and Certification and Survey Provider Enhanced Reporting on CMS’s 
Survey and Certification Providing Data Quickly system for 2006–2010.
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SNF prospective payment system and its 
shortcomings

T A B L E
7–2  Broad case-mix groups used in Commission analyses

Group used in Commission analyses Description

Medically complex Includes days classified into two broad categories: clinically complex and special care 
groups. Clinically complex groups are used to classify patients who have burns, septicemia, 
or pneumonia; or who receive chemotherapy, oxygen therapy, intravenous medications or 
transfusions while a patient. Special care groups include patients who are comatose; have 
quadriplegia, chronic obstructive pulmonary disease, septicemia, diabetes requiring daily 
injections, fever with specific other conditions, cerebral palsy, multiple sclerosis, Parkinson’s 
disease, respiratory failure, a feeding tube, pressure ulcers of specific sizes, foot infections; 
who receive radiation therapy or dialysis while a resident; or require parenteral/intravenous 
feedings, or respiratory therapy for 7 days.

Intensive rehabilitation Includes ultra high and very high rehabilitation case-mix groups. Rehabilitation groups are 
based on minutes of rehabilitation furnished per week. Ultra high is for those patients who 
received over 720 minutes per week; very high includes patients who received 500 to 719 
minutes per week.  
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CMS’s revisions to the SNF PPS

4

T A B L E
7–3 A revised PPS would redistribute  

payments across SNFs

SNF group

Percent change in 
payments relative to 
current (2012) policy

Rehabilitation days
High share –7%
Low share 16

Intensive therapy days
High share –10
Low share 26

Special care days
High share 17
Low share –7

Clinically complex days
High share 18
Low share –4

Freestanding –1
Hospital-based 27

Nonprofit 8
For profit –2

Rural 2
Urban 0

Note:  PPS (prospective payment system), SNF (skilled nursing facility). High 
share is the top 10th percentile of the distribution of shares of cases. 
Low share includes facilities in the bottom 10th percentile except for the 
clinically complex subgroup, where it includes the bottom 25th percentile. 
Intensive therapy includes days classified into ultra high and very high 
rehabilitation case-mix groups. Special care cases include cases that 
classify into special care case-mix groups, such as patients with chronic 
obstructive pulmonary disease or Parkinson’s disease, or who require 
parenteral/intravenous feedings. Clinically complex cases include cases 
that classify into clinically complex case-mix group, such as patients with 
pneumonia or septicemia, or who require intravenous medications.

Source: Wissoker and Zuckerman 2012.
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Are Medicare payments adequate in 
2012?

Beneficiaries’ access to care: Access is stable 
for most beneficiaries 

Capacity and supply of providers: Supply remains 
stable

6

F IGURE
7–1 The number of SNFs that admitted  

clinically complex and special care  
cases decreased between 2005 and 2009 

Note: SNF (skilled nursing facility). Category based on admitting case-mix 
group assignment. The clinically complex category includes patients who 
are comatose; have burns, septicemia, pneumonia, internal bleeding, 
or dehydration; or receive dialysis or chemotherapy. The special care 
category includes patients with multiple sclerosis or cerebral palsy, those 
who receive respiratory services seven days per week, or patients who 
are aphasic or tube-fed. 

Source: MedPAC analysis of 2010 Q2 DataPro data from CMS.
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Volume of services: After a steady increase, small 
declines between 2009 and 2010 

T A B L E
7–4 Small decline in SNF volume between 2009 and 2010, but still above 2006 levels 

2006 2008 2009 2010

Percent change

2006–2010 2009–2010

Volume per 1,000 fee-for-service beneficiaries
Covered admissions 72 73 72 71 –1.4% –1.4%

Covered days (in thousands) 1,892 1,977 1,963 1,938  2.4 –1.3
Covered days per admission  26.3 27.0 27.3 27.1 3.0 –0.7

Note: SNF (skilled nursing facility). Data include 50 states and the District of Columbia.

Source: Calendar year data from CMS, Office of Research, Development, and Information.
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Intensification of rehabilitation services 
unexplained by health status factors



181 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Quality of care: SNF quality virtually 
unchanged from prior year 

9 

Providers’ access to capital: Slow lending 
environment in 2012

10

F IGURE
7–2 Risk-adjusted SNF quality measures  

show little improvement since 2000

Note: SNF (skilled nursing facility). Increases in rates of discharge to community 
indicate improved quality. The five conditions include congestive heart 
failure, respiratory infection, urinary tract infection, sepsis, and electrolyte 
imbalance. Increases in rehospitalization rates indicate worsening quality. 
Rates are calculated for all facilities with 25 or more stays. 

Source: Rates calculated by MedPAC based on a risk adjustment model developed 
by the Division of Health Care Policy and Research, University of 
Colorado at Denver and Health Sciences Center (Min et al. 2011).
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Medicare payments and providers’ costs: 
Medicare margins continue to increase

Trends in spending and cost growth 

Nursing home bankruptcies in the early 2000s
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11 

SNF Medicare margins continue to grow

FIGURE
7–3 Overpayments in 2011 increased 

 program spending on SNFs

Note:  SNF (skilled nursing facility), FFS (fee-for-service). Years are fiscal years. 

Source:  CMS, Office of the Actuary, 2011. 
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F IGURE
7–4 Cumulative change in payments and  

cost per day, payment updates and  
the market basket update, 1999–2010

Source: MedPAC analysis of freestanding skilled nursing facility Medicare cost 
reports from 1999 to 2009 and Federal Register final rules for fiscal years 
1999 to 2010.
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T A B L E
7–5 Freestanding SNF Medicare margins continue to increase

2003 2004 2005 2006 2007 2008* 2009 2010

Facility count 10,941 11,252 11,301  11,379  11,622  12,557 12,954  12,836

Margin, by group
All SNFs 10.9% 13.7% 13.1% 13.3% 14.7% 16.6% 18.0% 18.5%

Intensive therapy
High share 13.0 16.6 16.3 17.1 18.7 19.9 21.0 21.6
Low share 5.0 7.8 5.9 4.4 4.2 8.5 10.2 10.3

Medically complex
High share 11.0 12.3 11.5 10.4 10.6 13.5 15.1 15.5
Low share 10.0 12.7 12.6 14.0 15.4 17.0 18.1 18.4

Dual eligible
High share 8.6 11.0 10.6 10.1 10.6 12.3 14.0 14.5
Low share 10.5 14.3 13.4 14.4 16.2 19.1 19.5 20.2

Urban 10.3 13.2 12.6 13.1 14.5 16.3 17.9 18.5
Rural 13.8 16.1 15.2 14.3 15.5 18.0 18.7 18.4

For profit 13.3 16.1 15.2 15.7 17.2 19.1 20.2 20.7
Nonprofit 1.4 3.5 4.5 3.5 4.1 6.9 9.6 9.5
Government** N/A N/A N/A N/A N/A N/A N/A N/A

Note: SNF (skilled nursing facility), N/A (not available). High and low refers to the top and bottom quartile of the distribution of shares of days.
 *CMS reported an increased number of SNFs filed cost reports attributed to the consolidation of audit operations at Medicare contractors. Because more “low 

utilization” facilities filed cost reports, more SNFs met the Commission’s data screens to be included in the analysis.
 **Government-owned providers operate in a different context from other providers, so their margins are not necessarily comparable.

Source: MedPAC analysis of freestanding SNF cost reports, 2003–2010. 
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Medicare SNF margins for freestanding rural and 
urban facilities

 

T A B L E
7–6 Freestanding SNF Medicare financial performance in 2010 by location

Measure Urban

Rural

Micropolitan
Adjacent 
 to urban

Nonadjacent  
to urban Frontier

Medicare margin 18.5% 18.6% 18.4% 18.0% 15.2%
Cost per day $385 $336 $322 $315 $316
Payment per day 472 413 395 384 373

Note:  SNF (skilled nursing facility). Micropolitan counties are rural counties that include a city of 10,000 to 50,000 people. Frontier counties have six or fewer people 
per square mile.

Source: MedPAC analysis of freestanding SNF cost reports for 2010.

T A B L E
7–7 Freestanding SNF Medicare margins in 2010 by total facility volume

Margin by quintile of total facility days

Lowest 2nd 3rd 4th 5th

Urban 9.0% 17.4% 20.8% 19.7% 18.7%
Rural 16.4 18.3 20.6 18.9 16.6

Note:  SNF (skilled nursing facility). 

Source: MedPAC analysis of freestanding SNF cost reports for 2010.
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Financial performance is not related to patient 
characteristics but is related to RUG assignment

Medicare’s skilled nursing facility payments should not subsidize payments from 
Medicaid or other payers

I

■

T A B L E
7–8 Distributions of Medicare and Medicaid share of freestanding facility days in 2010

Percentile of facility days

10th 25th Median 75th 90th

Medicare share 5% 8% 12% 17% 25%

Medicaid share 0 45 63 74 82

Source: MedPAC analysis of freestanding skilled nursing facility cost reports for 2010.
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T A B L E
7–9 Cost and payment differences, not patient characteristics, explain variation  

in Medicare margins for freestanding SNFs in 2010

Characteristic
Top margin  

quartile
Bottom margin  

quartile
Ratio of bottom  
to top quartile

Cost measures 
Standardized cost per day $269 $366 0.7
Standardized ancillary cost per day $121 $154 0.8
Standardized routine cost per day $150 $206 0.7
Average daily census (patients) 89 71 1.3
Facility occupancy rate 88% 89% 1.0

Revenue measures
Medicare payment per day $453 $409 1.1
Share of days in intensive therapy 75% 61% 1.2
Medicare share of facility revenue 27% 15% 1.8
Share of medically complex days 3% 5% 0.6

Patient mix
Case-mix index 1.16 1.16 1.0
Dual-eligible share of beneficiaries 40% 27% 1.5
Percent minority beneficiaries 10% 4% 2.5
Percent very old beneficiaries (over 85 years old) 33% 38% 0.9
Medicaid share of days 64% 62% 1.0

Facility mix
Percent for profit 91% 59% N/A
Percent urban 75% 72% N/A

Note: SNF (skilled nursing facility), N/A (not available). Values shown are medians for the quartile. Top margin quartile SNFs were in the top 25 percent of the 
distribution of Medicare margins. Bottom margin quartile SNFs were in the bottom 25 percent of the distribution of Medicare margins. Standardized costs per day 
are Medicare costs adjusted for differences in area wages and the case mix (using the nursing component’s relative weights) of Medicare beneficiaries. Intensive 
therapy days are days classified into ultra high and very high rehabilitation case-mix groups. The number of freestanding SNFs in each quartile is 3,164.

Source: MedPAC analysis of 2010 freestanding SNF cost reports. 
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High margins achieved by relatively efficient SNFs 

Identifying relatively efficient skilled nursing facilities 

W
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Variation in costs per day for freestanding 
SNFs not related to patient demographics or 
facility characteristics

Fee-for-service payments are considerably 
higher than some Medicare Advantage 
payments 

T A B L E
7–10 Relatively efficient SNFs maintained  

high Medicare margins

Measure

Relatively  
efficient 

SNFs
Other 
SNFs

Percent of SNFs 10% 90%

Performance in 2009
Relative*:

Community discharge rate 1.38 0.95
Rehospitalization rate 0.83 1.02
Cost per day 0.9 1.02

Median:
Medicare margin 22.0% 18.2%

Performance in 2010
Relative* cost per day 0.92 1.01
Median:

Medicare margin 22.0% 18.9%
Facility case-mix index 1.23 1.17
Share therapy days 92% 93%
Share intensive therapy days 68% 72%
Share medically complex days 5% 4%
Total margin 5.1% 3.8%
Medicaid share of facility days 59% 63%

Trends in performance, 2001–2009
 Percent with low cost growth 14% 86%
 Percent with high revenue growth 12 88

Note:  SNF (skilled nursing facility). Efficient SNFs were defined by their cost per 
day and two quality measures (community discharge and rehospitalization 
rates) for 2006 through 2008. Efficient SNFs were those in the lowest 
third of the distribution of one measure and not in the bottom third on 
any measure in each of three years. Costs per day were standardized for 
differences in case mix (using the nursing component relative weights) and 
wages. Quality measures were rates of risk-adjusted community discharge 
and rehospitalization of patients with any of five conditions (congestive 
heart failure, respiratory infection, urinary tract infection, sepsis, and 
electrolyte imbalance) within 100 days of hospital discharge. Quality 
measures were calculated for all facilities with at least 25 stays. Intensive 
therapy days include days classified into the ultra high and very high case-
mix groups. Low cost growth included facilities in the lowest third of the 
distribution of cost growth between 2001 and 2010. High revenue growth 
included facilities in the highest third of the distribution of revenue growth 
between 2001 and 2010. The number of facilities included in the analysis 
was 9,011.
*Measures are relative to the national average.

Source: MedPAC analysis of quality measures for 2005–2009 and Medicare cost 
report data for 2005–2010. 
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Payments and costs for 2012

T A B L E
7–11 Variation in freestanding SNFs’ standardized costs per day, 2009

Group of SNFs Median

Within-group variation

Ratio of 90th to 10th  
percentile

Ratio of 75th to 25th  
percentile

All freestanding $270 1.6 1.3

Location
Rural 263 1.6 1.3
Urban 272 1.5 1.2

Ownership
Nonprofit 280 1.7 1.3
For profit 266 1.7 1.3

Share of dual-eligible beneficiaries
Low share 282 1.6 1.3
High share 263 1.6 1.3

Minority share
Low share 267 1.6 1.3
High share 265 1.6 1.3

Very old beneficiaries (over 85 years old)
Low share 270 1.5 1.2
High share 274 1.7 1.3

Note:  SNF (skilled nursing facility). 

Source: MedPAC analysis of freestanding skilled nursing facility Medicare cost reports from 2009 and Medicare denominator file.



191 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

How should Medicare payments change 
in 2013?

T A B L E
7–12  Comparison of Medicare fee-for-service and Medicare Advantage  

daily payments in 2010 for five companies 

Company

Payment

Ratio of FFS to MA paymentFFS MA

Ensign Group $578 $345 1.68
Extendicare 471 422 1.12

Kindred  485 409 1.19
Skilled Healthcare Group 515 379 1.45
Sun HealthCare 476 374 1.27

Average ratio 1.34

Note: FFS (fee-for-service), MA (Medicare Advantage). The MA payments are listed in the reports as managed care payments. Some companies’ notes state that MA 
makes up the majority of these rates.

Source:  Securities and Exchange Commission 10-K annual reports for 2010 filed by Extendicare, Kindred, Skilled Healthcare Group, and Sun HealthCare Group. Ensign 
Group data are from its third-quarter 2011 results report.
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F IGURE
7–5 SNF Medicare margins projected  

to remain high even after  
payment reductions in 2012 

Note: SNF (skilled nursing facility). Margin for 2010 is actual; margins for 2011 
and 2012 are projected.

 
Source: MedPAC analysis.
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I M P L I C A T I O N S  7 - 1

Spending

R E C O M M E N D A T I O N  7 - 1

The Congress should eliminate the market basket 
update and direct the Secretary to revise the prospective 
payment system for skilled nursing facilities for 2013. 
Rebasing payments should begin in 2014, with an initial 
reduction of 4 percent and subsequent reductions over 
an appropriate transition until Medicare’s payments are 
better aligned with providers’ costs. 

R A T I O N A L E  7 - 1
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Many factors influence rehospitalization 
rates

made 

Beneficiary and provider 

Discouraging avoidable 
rehospitalizations from SNFs 

T A B L E
7–13 Variation in risk-adjusted rehospitalization rates from SNFs in 2009

Group of SNFs
Number of  

facilities

Percent of beneficiaries rehospitalized

25th percentile Median 75th percentile

All 14,062 13.4% 17.7% 21.8%

Freestanding 13,146 14.4 18.1 22.0
Hospital based 916 6.2 9.5 14.3

Urban 9,848 14.1 18.0 21.7
Rural 4,214 11.7 16.9 21.9

For profit 10,089 14.9 18.7 22.5
Nonprofit 3,289 10.3 14.8 19.1

Note:  SNF (skilled nursing facility). The rehospitalization rate is for patients with any of five conditions (congestive heart failure, respiratory infection, urinary tract 
infection, sepsis, and electrolyte imbalance) within 100 days of hospital discharge while the beneficiary is still in the SNF. The rate includes facilities with at least 
25 stays.

Source:  MedPAC analysis of DataPro data for 2009. 
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Rehospitalization rates vary by type of SNF 
and ownership 
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Examples of efforts to lower hospitalizations 

T A B L E
7–14 Comparison of SNFs with the  

best and worst risk-adjusted  
rehospitalization rates in 2009

SNF characteristic

Best  
(bottom 25th 
percentile)

Worst 
(top 25th 

percentile)

Rehospitalization rate (median) 9.9% 24.5%

Percent:
For profit 52 83
Hospital based 19 2

Medicare margin (2009) 15.6% 20.1%

Median share of:
Medically complex days 4% 4%
Dual-eligible beneficiaries 29 38

Note:  SNF (skilled nursing facility). The rehospitalization rate is for patients 
with any of five conditions (congestive heart failure, respiratory infection, 
urinary tract infection, sepsis, and electrolyte imbalance) within 100 days 
of hospital discharge while the beneficiary is still in the SNF. The rate 
includes facilities with at least 25 stays.

Source:  MedPAC analysis of DataPro data for 2009. 
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Defining the rehospitalization measure

resident, and family attention to advance directives and 

Defining the time period covered by the 
measure

T A B L E
7–15 Number of SNFs with consistently  

 the highest (worst) and lowest (best) 
rehospitalization rates

Definition of performance Number of SNFs

In worst group (top 10th percentile)
3 years in a row 198
2 out of 3 years 675

In best group (bottom 10th percentile)
3 years in a row 326
2 out of 3 years 732

Note:  SNF (skilled nursing facility). The rehospitalization rate is for patients 
with any of five conditions (congestive heart failure, respiratory infection, 
urinary tract infection, sepsis, and electrolyte imbalance) within 100 days 
of hospital discharge while the beneficiary is still in the SNF. The rate 
includes facilities with at least 25 stays.

Source: MedPAC analysis of 2009 DataPro data. 
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Penalties associated with a policy

Distribution of Medicare length of stay in SNFs, 2009

Note: SNF (skilled nursing facility).

Source: MedPAC analysis of Data Pro data 2009.
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R E C O M M E N D A T I O N  7 - 2

The Congress should direct the Secretary to reduce 
payments to skilled nursing facilities with relatively high 
risk-adjusted rates of rehospitalization during Medicare-
covered stays and be expanded to include a time period 
after discharge from the facility. 

R A T I O N A L E  7 - 2

Providers at risk with a SNF rehospitalization policy

Note: SNF (skilled nursing facility). Chart illustrates a policy that includes a 30-day window after discharge from the SNF.

Discharge 
from hospital 

to SNF

Discharge 
from SNF to

home health care

Hospital stay

30 days 
after discharge
from hospital

Hospital at risk 
for rehospitalizations
within 30 days of 

discharge from hospital

30 days 
after discharge

from SNF

SNF stay

Home health care
(Home health agency not at risk for any rehospitalizations)

SNFs at risk 
for rehospitalizations

during SNF stay 
and within 30 days 

of discharge from SNF

Time

At risk for 
rehospitalizations

F IGURE
7–7
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to

Beneficiary and provider 

I M P L I C A T I O N S  7 - 2

Spending 

T A B L E
7–16 Number of nursing homes treating Medicaid enrollees  

declined slightly between 2001 and 2011

2001 2003 2005 2007 2009 2010 2011
Percent change 

2001–2011

Number of facilities 16,070 15,857 15,466 15,238 15,093 15,084 14,999 –6.7%

Source: Certification and Survey Provider Enhanced Reporting on CMS’s Survey and Certification Providing Data Quickly system, 2001–2011.

T A B L E
7–17 Medicaid-covered nursing facility days increased, 2001–2010  

2001 2003 2005 2007 2009 2010
Percent change, 

2001–2010

Number of days 214,355 216,824 222,542 226,112 245,969 252,091 17.6%

Note: Nursing facility days include skilled and nursing facility levels of care. Days are in thousands of days. 

Source: Medicare skilled nursing facility cost reports from 2001–2010.
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Medicaid trends 

Utilization

Spending

F IGURE
7–8 Total and per user Medicaid 

spending on nursing homes

Note:  Data for 2009 and 2010 spending per nursing home resident are not 
available. 

Source:  Total spending data come from CMS, Office of the Actuary. 
Per user spending come from Health Care Financing Review 
2010 Statistical Supplement available at https://www.cms.gov/
MedicareMedicaidStatSupp.  
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T A B L E
7–18 State Medicaid payments to nursing homes in 2009 vary twofold

Average payment Wage-adjusted average payment

State Daily rate
Payment relative to 
national average

Wage-adjusted 
daily Medicaid rate

Payment relative to 
national average

Alabama $166 1.02 $193 1.15
Arkansas 144 0.88 173 1.03
Colorado 175 1.07 172 1.02
Connecticut 217 1.33 185 1.10
Delaware 211 1.29 193 1.15
Idaho 178 1.09 187 1.11
Illinois 117 0.72 117 0.69
Indiana 151 0.93 164 0.98
Iowa 126 0.77 149 0.89
Kansas 135 0.83 157 0.94
Kentucky 144 0.88 163 0.97
Louisiana 134 0.82 155 0.92
Massachusetts 197 1.21 169 1.00
Michigan 162 1.00 163 0.97
Minnesota 162 1.00 153 0.91
Mississippi 180 1.10 211 1.25
Missouri 126 0.77 141 0.84
Montana 159 0.98 179 1.06
Nebraska 120 0.74 140 0.83
Nevada 181 1.11 164 0.98
New Hampshire 195 1.20 188 1.12
New Jersey 174 1.07 150 0.89
New York 229 1.40 198 1.18
North Carolina 157 0.96 172 1.02
North Dakota 181 1.11 212 1.26
Ohio 167 1.03 176 1.05
Oklahoma 129 0.79 158 0.94
Oregon 211 1.30 191 1.14
Pennsylvania 189 1.16 193 1.15
Rhode Island 186 1.15 160 0.95
South Carolina 148 0.91 162 0.96
South Dakota 114 0.70 138 0.82
Tennessee 148 0.91 166 0.99
Texas 122 0.75 134 0.80
Utah 150 0.92 168 1.00
Vermont 182 1.12 177 1.05
Virginia 150 0.92 161 0.96
Washington 165 1.01 148 0.88
Wisconsin 163 1.00 163 0.97
Wyoming 166 1.02 182 1.08

Average 163 168

Note: States are missing because they did not respond to the survey. Average payments reflect differences in case mix accounted for by each state’s case-mix system. 
Each state’s average wage-adjusted payment was calculated by weighting each county’s area wage index by the Medicaid days in each county. 

Source: Unadjusted data were collected by Brown University. 2011. Shaping Long Term Care in America Project. Project funded in part by the National Institute on Aging 
(1P01AG027296) and MedPAC. 
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Non-Medicare and total margins in nursing 
homes 

T A B L E
7–19 Nursing home non-Medicare margins were negative but total margins were positive  

Type of margin 2000 2002 2004 2006 2008 2009 2010

Non-Medicare margin –0.7% –2.8% –1.3% –0.9% –2.6% –1.2% –1.2%
Total margin 0.9 1.1 1.7 2.2 2.1 3.4 3.6

Note: Non-Medicare margins include the revenues and costs associated with non-Medicare payers (Medicaid and private payers). Total margins include the revenues and 
costs associated with all payers and all lines of business, including nursing facility, hospice, and rehabilitation therapy services and nonpatient revenues such as 
investment income.

Source: MedPAC analysis of freestanding 2000–2010 skilled nursing facility cost reports
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■

T A B L E
7–20 Distribution of non-Medicare and total margins in nursing homes in 2010  

Type of margin

Percentile

10th 25th 50th 75th 90th

Non-Medicare –16.7% –8.3%   –1.8% 4.0% 9.8%
Total –7.3 –1.3 3.3 8.2 13.0

Note: Non-Medicare margins include the revenues and costs associated with non-Medicare payers (Medicaid and private payers). Total margins include the revenues and 
costs associated with all payers and all lines of business, including nursing facility, hospice, and rehabilitation therapy services and nonpatient revenues such as 
investment income. 

Source: MedPAC analysis of freestanding 2010 skilled nursing facility cost reports



205 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Endnotes



206 Sk i l l e d  n u r s i ng  f a c i l i t y  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

HealthCare Finance News, 

Health Services Research 

Federal Register

Federal Register

Federal Register 

Health Care Financing Review. Medicaid 

SM

Skilled nursing Medicare 
rates reduced 11.1% for FY 2012.

Senior Housing News,  

A report on shortfalls in Medicaid funding 
for nursing home care

Third quarter 2011 results.

McKnight’s Long-Term Care News 
and Assisted Living,

Modeling alternative designs 
for a revised PPS for skilled nursing facilities

Nursing homes: 
aggregate Medicare payments are adequate despite bankruptcies

Senior Housing News, 

Medical Care Research and Review

Journal of Aging & Social Policy

Journal of the American Geriatrics 
Society

Medical 
Care Research and Review

Health Services 
Research

Medical Care

References



207 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

State budget 
update: Summer 2011

 The fiscal survey of states: An update 
of state fiscal conditions

New 
England Journal of Medicine

Journal 
of the American Geriatrics Society

To hospitalize 
or not to hospitalize? Medical care for long-term care facility 
residents.

Differences in resident case-mix 
between Medicare and non-Medicare nursing home residents

Wall 
Street Journal,

Moving ahead amid 
fiscal challenges: A look at Medicaid spending, coverage, and 
policy trends.

Cost drivers 
for dually eligible beneficiaries: Potentially avoidable 
hospitalizations from nursing facility, skilled nursing facility, and 
home and community-based services waiver programs.

Development of updated 
models of non-therapy ancillary costs

Medical Care 
Research and Review

Understanding 
temporal changes in and factors associated with SNF rates of 
community discharge and rehospitalization.

Archives of 
Internal Medicine

Report to the 
Congress: Promoting greater efficiency in Medicare.

Report to the 
Congress: Reforming the delivery system.

Report to the 
Congress: Medicare payment policy.

Trends in risk-adjusted 
skilled nursing facility rates of community discharge and 
potentially avoidable rehospitalization, 2000 through 2008. A 

NIC Insider 
Newsletter,

Health Affairs

American Journal 
of Epidemiology



208 Sk i l l e d  n u r s i ng  f a c i l i t y  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

Social Science 
& Medicine

Impacts of a revised 
payment system for skilled nursing facilities.

Journal of the American 
Geriatrics Society



Home health care services

C H A P T E R



R E C O M M E N D A T I O N S

(For previous recommendations on improving the home health payment system, see text box on pp. 
216–217.)



211 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Home health care services

Chapter summary

1 

Assessment of payment adequacy 

Beneficiaries’ access to care—

Capacity and supply of providers—

In this chapter

C H A P T E R    
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Volume of services—

Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—

Ensuring the efficient and effective use of the home health 
benefit

■
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Background

Use and growth of the home health benefit 
has varied substantially due to changes in 
coverage and payment policy 
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Ensuring the appropriate use of home health 
care is challenging

T A B L E
8–1 Changes in supply and utilization of home health care, 1997–2010

Percent change

1997 2000* 2010 1997–2000 2000–2010

Agencies 10,917 7,528 11,815 –31% 57%

Total spending (in billions) $17.7 $8.5 $19.4 –52 129

Users (in millions) 3.6 2.5 3.4 –31 37

Number of visits (in millions) 258.2 90.6 123.8 –65 37

Visit type (percent of total)
Skilled nursing 41% 49% 52% 20 6
Home health aide 48 31 16 –37 –48
Therapy 10 19 33 101 72
Medical social services 1 1 1 1 –2

Number of visits per user 72.6 36.8 36.2 –49 –2

Percent of FFS beneficiaries who used home health services 10.5% 7.4% 9.6% –30 30

Note: FFS (fee-for-service). 
 *Note: Medicare did not pay on a per episode basis before October 2000. 

Source:  Home health standard analytical file; Health Care Financing Review, Medicare and Medicaid Statistical Supplement, 2002; and Office of the Actuary, CMS.
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Strengthening incentives for effective and efficient use of the home health benefit 

T

Recommendation 8-1, March 2011 report
The Secretary, with the Office of Inspector General, 
should conduct medical review activities in counties 
that have aberrant home health utilization. The 
Secretary should implement the new authorities 
to suspend payment and the enrollment of new 
providers if they indicate significant fraud.

Implications 8-1
Spending

Beneficiary and provider

Recommendation 8-2, March 2011 report
The Congress should direct the Secretary to begin a 
two-year rebasing of home health rates in 2013 and 
eliminate the market basket update for 2012. 

Implications 8-2
Spending

(continued next page)
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Strengthening incentives for effective and efficient use of the home health benefit 

Beneficiary and provider

Recommendation 8-3, March 2011 report
The Secretary should revise the home health case-
mix system to rely on patient characteristics to set 
payment for therapy and nontherapy services and 
should no longer use the number of therapy visits as a 
payment factor.

Implications 8-3
Spending

Beneficiary and provider

Recommendation 8-4, March 2011 report  
The Congress should direct the Secretary to establish 
a per episode copay for home health episodes that are 
not preceded by hospitalization or post-acute care use. 

Implications 8-4
Spending

Beneficiary and provider

■
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Capacity and supply of providers: Agency 
supply increases to record levels

4 

Are Medicare payments adequate in 
2012?

Beneficiaries’ access to care: Almost all 
beneficiaries live in an area served by home 
health care 

T A B L E
8–2 Number of home health agencies continues to rise, 2002–2010

Average annual  
percent change

2002 2004 2006 2008 2009 2010 2002–2010 2009–2010

Number of agencies 7,057 7,804 8,955 10,040 10,973 11,654 6.5% 9.3%
Agencies that opened 399 656 828 780 1,100 831 9.6 –24.5
Agencies that closed 277 183 176 167 150 181 –5.2 20.7
Number of agencies per 

10,000 beneficiaries 2.0 2.1 2.5 2.8 3.1 3.3 6.2 6.4

Note: Agencies’ census includes all agencies operating during a year, including agencies that closed or opened.

Source: CMS’s Providing Data Quickly database and 2011 trustees’ report.
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Episode volume continues to increase

Changes in therapy volume consistent with prior 
years

T A B L E
8–3 Share of beneficiaries using home health services continues to rise, 2002–2010 

Average annual  
percent change

2002 2003 2004 2005 2006 2007 2008 2009 2010
2002–
2010

2009–
2010

FFS beneficiaries  
(in millions) 35.0 35.9 36.5 36.8 36.2 35.6 35.4 35.4 35.7 0.3% 0.9%

Home health users  
(in millions) 2.5 2.7 2.8 3.0 3.0 3.1 3.2 3.3 3.4 3.9 4.1

Share of beneficiaries 
using home health care 7.2% 7.5% 7.8% 8.1% 8.4% 8.7% 8.9% 9.3% 9.6% 3.6 3.2

Episodes (in millions): 4.1 4.5 4.8 5.2 5.5 5.8 6.1 6.6 6.8 6.6 3.7
Per home health user 1.6 1.7 1.7 1.8 1.8 1.9 1.9 2.0 2.0 2.6 –0.4
Per FFS beneficiary 0.12 0.12 0.13 0.14 0.15 0.16 0.17 0.19 0.19 6.3 2.8

Payments (in millions) $9.6 10.1 11.4 12.8 14.0 15.6 16.9 18.8 19.4 9.2 3.3
Per home health user $3,803 $3,770 $4,039 $4,316 $4,606 $5,055 $5,359 $5,722 $5,679 5.1 –0.7
Per FFS beneficiary $274 $281 $313 $348 $387 $439 $479 $530 $543 8.9 2.4

Note: FFS (fee-for-service).

Source: MedPAC analysis of home health standard analytical file 2010; expenditure data for 2010 are preliminary.
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T A B L E
8–4 Increase in home health episodes by timing and source of episode, 2001–2009

Number of episodes 
(in millions) Percent 

change 
2001–2009

Percent of episodes

2001 2009 2001 2009

Episodes preceded by a hospitalization or PAC stay:
First 1.6 1.8 15% 40% 27%
Subsequent 0.3 0.5 57 8 7
Subtotal 1.9 2.3 21 47 35

Episodes not preceded by a hospitalization or PAC stay 
(community-admitted episodes):

First 0.8 1.2 56 20 19
Subsequent 1.3 3.1 141 32 47
Subtotal 2.1 4.3 108 53 65

Total 3.9 6.6 67 100 100

Note: PAC (post-acute care). “First” indicates no home health episode in the 60 days preceding the episode. “Subsequent” indicates the episode started within 60 days 
of the end of a preceding episode. “Episodes preceded by a hospitalization or PAC stay” indicates the episode occurred fewer than 15 days after a hospitalization 
(including long-term care hospitals), skilled nursing facility, or inpatient rehabilitation facility stay. “Episodes not preceded by a hospitalization or PAC stay” 
(community-admitted episodes) indicates that there was no hospitalization or PAC stay in the 15 days before episode start. Numbers may not add due to rounding. 

Source:  2010 Datalink file.
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Most urban and rural areas have comparable 
total utilization

F IGURE
8–1  Growth in episodes by year  

and number of home health  
therapy visits, 2002–2010

Source: MedPAC analysis of home health standard analytical file.
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T A B L E
8–5 Utilization by type of county, 2009

Type of county

Number of home 
health episodes 

per 100  
beneficiaries

Urban 15.8

Rural, by subcategory
Micropolitan 14.4
Rural, adjacent to metropolitan 15.8
Rural, nonadjacent to metropolitan 14.8
All rural 14.8

National (all counties) 15.6

Note: An urban county includes a city that has a population of more than 
50,000. A micropolitan county has a population of 10,000 to 50,000. 

Source:  MedPAC analysis of home health Datalink file and 2009 beneficiary 
annual summary file. 
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T A B L E
8–6 Counties with high rates of home health care use

Share of FFS beneficiaries  
using home health

Episodes  
per user

Episodes per  
100 FFS beneficiariesState County

TX Brooks 37.5% 4.0 150.4
TX Duval 36.4 4.3 155.4
TX Starr 35.5 4.2 149.8
TX Jim Hogg 35.3 4.0 140.6
TX Jim Wells 30.9 4.0 123.0
TX Willacy 30.8 3.8 116.3
TX Hidalgo 30.1 3.9 116.9
MS Claiborne 29.3 2.9 85.4
FL Miami–Dade 28.5 2.6 75.3
TX Zapata 27.5 4.3 118.4
LA Madison 26.9 4.5 121.2
OK Choctaw 26.2 4.2 109.5
TX Cameron 25.7 3.5 88.7
TX Webb 25.2 3.8 95.3
OK McCurtain 24.9 4.4 109.6
MS Sharkey 24.6 4.0 99.1
OK Pushmataha 24.3 4.0 98.1
LA Avoyelles 24.0 4.2 99.8

LA East Carroll 23.6 4.4 104.8
TX Red River 23.4 4.2 98.2
OK Latimer 23.0 4.6 105.7

MS Jefferson 22.6 3.7 84.2
TN Hancock 22.5 3.6 80.5
LA Washington 22.3 3.8 83.8
LA St. Helena 22.3 3.8 84.4

Note: FFS (fee-for-service). Counties with fewer than 100 home health users have been excluded.

Source: MedPAC analysis of the 2010 home health standard analytical file; 2010 Medicare denominator file.
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Quality of care: Quality measures generally 
held steady 

OBQM measures with comparable data are steady 
for 2011

Mix of services varies for urban and rural 
beneficiaries

T A B L E
8–7 Quality measures for 2011

Functional measures 2004 2005 2006 2007 2008 2009 2010 2011

Improvements in:
Transferring 50% 51% 52% 53% 53% 54% 54% 53%
Bathing 59 61 62 63 64 64 65 64
Walking 55
Medication management 46
Pain management 66

Note: The measures for walking, medication management, and pain management changed in 2011 and are not comparable to data from prior years.

Source: MedPAC analysis of CMS Home Health Compare data.
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Providers’ access to capital: Adequate access 
to capital for expansionAlternative measure of hospitalization

F IGURE
8–2 Thirty-day risk-adjusted  

hospitalization for home health  
patients declined, 2007–2009

Source:  MedPAC analysis of University of Colorado data.
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Medicare payments and providers’ costs: 
Payments increased by more than costs  
in 2010

Medicare margins increased in 2010

T A B L E
8–8 Medicare margins for freestanding home health agencies, 2009 and 2010

2009 2010 Percent of agencies, 2010 Percent of episodes, 2010

All 18.2% 19.4% 100% 100%

Geography
Majority urban 18.5 19.4 86 91
Majority rural 17.0 19.7 14 9

Type of control
For profit 19.8 20.7 87 79
Nonprofit 13.6 15.3 13 21
Government* N/A N/A N/A N/A

Volume quintile
Lowest 8.9 9.9 20 3
Second 10.2 11.6 20 7
Third 14.9 13.9 20 11
Fourth 18.1 18.2 20 20
Highest 20.3 22.1 20 60

Note: N/A (not available).  
*Government-owned providers operate in a different context from other providers, so their margins are not necessarily comparable.

Source: MedPAC analysis of home health Cost Report files from CMS.



226 Home  hea l t h  c a r e  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

Margins for subcategories of rural providers  
are high

Projecting margins for 2012

T A B L E
8–9 Margins by volume and  

urban/rural classification, 2010

Volume quintile Majority urban Majority rural

Lowest 10.5% 6.4%
Second 11.1 12.0
Third 14.2 12.5
Fourth 18.6 15.6
Highest 22.0 23.0

Source: MedPAC analysis of 2010 home health cost reports and standard 
analytic file.
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Medicare continues to overpay for home 
health services

T A B L E
8–10 Financial performance  

by type of agency, 2010

Type of agency
Medicare 
margin

  Cost per 
case

  Payment 
per case

Urban 19.4% $2,560 $3,179
All rural 19.7 2,097 2,615
Micropolitan 18.7 2,220 2,731

Rural, adjacent to urban 19.9 2,051 2,560
Rural, nonadjacent to urban 20.9 2,021 2,555

Note: Agencies are classified based on the county type where most of their 
episodes are provided.

Source: MedPAC analysis of 2010 home health cost report files and home health 
standard analytic file.
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■
How should Medicare payments change 
in 2013?
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Endnotes
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Inpatient rehabilitation 
facility services

Chapter summary

Assessment of payment adequacy

Beneficiaries’ access to care

Capacity and supply of providers

In this chapter

C H A P T E R    9
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Volume of services

Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—

■
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Background 

Geographic distribution of IRFs, 2010

Note:  IRF (inpatient rehabilitation facility).

Source:  MedPAC analysis of 2010 Provider of Service files from CMS.
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Medicare facility requirements and coverage 
criteria

1 
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FFS Medicare spending trends for IRFs

Are Medicare payments adequate in 
2012?

Beneficiaries’ access to care: IRF supply and 
volume are relatively stable 
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Capacity and supply: Number of IRFs, occupancy 
rates, and number of rehabilitation beds remain 
relatively stable

T A B L E
9–1 Medicare FFS spending, volume, and utilization for IRFs, 2002–2010

Average  
annual change Annual change

2002 2004 2008 2009 2010
2002–
2004

2004– 
2008

2008– 
2009

2009– 
2010

Medicare spending (in billions) $5.65 $6.43 $5.95 $6.03 $6.32 6.7% –1.9% 1.3% 4.8%

Number of cases 446,000 495,000 356,000 364,000 359,000 5.3 –7.9 2.2 –1.3

Unique patients per 10,000 
FFS beneficiaries 115.7 123.0 91.5 93.0 91.1 3.1 –7.1 1.6 –2.1

Payment per case $11,127 $13,290 $16,646 $16,552 $17,085 9.3 5.8 –0.6 3.2

ALOS (in days) 13.2 12.7 13.3 13.1 13.1 –2.3 1.3 –1.4 0.0

Note:  FFS (fee-for-service), IRF (inpatient rehabilitation facility), ALOS (average length of stay). With respect to unique FFS patients in a particular year, each IRF FFS 
patient is counted only once during that year, regardless of whether the patient had multiple IRF admissions in that year. Data on spending are from the Office of the 
Actuary and the rest of the data are from MedPAR files. Data from the MedPAR files differ from the March 2011 report due to a refinement in the methodology used 
to analyze the MedPAR files. However, the trends in IRF volume described in previous reports—that volume declined after 2004, stabilized in 2008, and remained 
stable in 2009—are still consistent.

Source: MedPAC analysis of MedPAR data from CMS and data on aggregate Medicare spending for IRF services are from December 2011 estimates from the CMS Office 
of the Actuary.



239 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Volume of services: Volume of FFS patients in IRFs 
declined slightly in 2010

T A B L E
9–2 Supply of freestanding IRFs continued to increase in 2010,  

while total supply continued to decline modestly 

Type of IRF

PPS Average  
annual 
change 

2005–2009

Annual 
change 

2009–20102004 2005 2006 2008 2009 2010

All IRFs 1,221 1,235 1,225 1,202 1,196 1,179 –0.8% –1.4%

Urban 1,024 1,027 1,018 1,001 992 981 –0.9 –1.1
Rural 197 208 207 201 204 198 –0.5 –2.9

Freestanding 217 217 217 221 225 233 0.9 3.6
Hospital based 1,004 1,018 1,008 981 971 946 –1.2 –2.6

Nonprofit 768 768 758 738 732 729 –1.2 –0.4
For profit 292 305 299 291 295 294 –0.8 –0.3
Government 161 162 168 173 169 156 1.1 –7.7

Note:  IRF (inpatient rehabilitation facility), PPS (prospective payment system). For all years, the rural/urban breakdown is by core-based statistical area definition. 

Source: MedPAC analysis of 2010 Provider of Service files from CMS.

T A B L E
9–3 IRF occupancy rates remained relatively stable in 2010

Occupancy rates 2004 2006 2008 2009 2010

Percentage point change

2004–2008 2008–2009 2009–2010

All IRFs 67.8% 61.9% 62.1% 62.9% 62.4% –5.7 0.7 –0.5

Hospital based 65.7 60.4 59.8 60.2 59.4 –5.9 0.4 –0.8
Freestanding 71.9 64.7 66.1 67.3 67.2 –5.7 1.2 –0.1

Urban 69.0 63.0 63.4 64.0 63.6 –5.6 0.6 –0.4
Rural 56.1 50.7 49.4 50.9 49.7 –6.8 1.5 –1.2

Number of beds
1 to 10 55.2 49.5 51.6 49.6 49.9 –3.6 –2.0 0.2
11 to 21 63.2 58.7 57.5 57.5 56.3 –5.7 0.0 –1.2
22 to 59 68.1 61.5 61.2 62.7 62.8 –6.9 1.4 0.1
60 or more 71.1 65.4 66.8 67.3 66.6 –4.3 0.4 –0.7

Note: IRF (inpatient rehabilitation facility). Occupancy rate calculated based on total patient days divided by bed days available during the hospitals’ cost reporting 
period. Column figures may not sum to 100 due to rounding.

Source: MedPAC analysis of Medicare hospital cost report data from CMS.
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T A B L E
9–4 Number of IRF beds remained relatively stable in 2010

Type of bed 2004 2006 2008 2009 2010

Average  
annual change 

2004–2008

Annual change

2008–2009 2009–2010

All IRFs 37,393 36,638 35,762 35,767 35,440 –1.1% 0.0% –0.9%

Hospital based 23,742 23,778 22,670 22,267 21,907 –1.1 –1.8 –1.6

Freestanding 13,650 12,861 13,092 13,500 13,533 –1.0 3.1 0.2

Note: IRF (inpatient rehabilitation facility). Counts exclude data from Maryland, non-U.S. hospitals, and outliers. Number of beds is calculated by taking the total number 
of available bed days for all patients (not specific to Medicare) divided by the total number of days in the cost reporting period. 

Source: MedPAC analysis of hospital cost report data from CMS.

T A B L E
9–5 Compliance rate of Medicare IRF cases remained above 60 percent in 2011

2004 2005 2006 2008 2010 2011

Estimated compliance rate of Medicare IRF cases 45.1% 55.6% 60.5% 61.4% 61.6% 61.2%

Note: IRF (inpatient rehabilitation facility). The data for 2011 are limited to discharges that occurred between January and June 2010. The compliance rate is the 
aggregate percent of IRF cases that fall into 1 of 13 CMS specified diagnoses. As of July 2007, 60 percent of a facility’s cases must fall into one of these diagnoses 
for the facility to be paid as an IRF. 

Source  MedPAC analysis of 2004 to 2011 data from eRehabData®. 
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4 

T A B L E
9–6 IRF patient mix has changed, 2004–2011

Percent of IRF Medicare FFS cases
Percentage 

point change, 
2004–2011Type of case 2004 2006 2008 2010 2011*

Stroke 16.6% 20.4% 20.4% 20.1% 19.8% 3.2
Fracture of the lower extremity 13.1 16.1 16.0 14.3 13.9 0.8
Major joint replacement of the lower extremity 24.0 17.8 13.1 11.5 10.5 –13.6
Debility 6.1 6.2 9.1 10.0 10.4 4.3
Neurological disorders 5.2 7.0 8.0 9.8 10.3 5.1
Brain injury 3.9 6.0 7.0 7.3 7.5 3.6
Other orthopedic conditions 5.1 5.2 6.1 6.7 7.0 1.8
Cardiac conditions 5.3 4.0 4.7 4.9 5.1 –0.2
Spinal cord injury 4.2 4.6 4.3 4.3 4.3 0.1
Other 16.4 12.8 11.3 11.1 11.1 –5.3

Note: IRF (inpatient rehabilitation facility). FFS (fee-for-service). “Other” includes conditions such as amputations, major multiple trauma, and pain syndrome. Numbers 
may not sum to 100 percent due to rounding.

 *Data are for the first six months of 2011.

Source: MedPAC analysis of inpatient rehabilitation facility patient assessment instruments from CMS for 2004–2010, and January 1 through June 30, 2011.
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T A B L E
9–7 Top 10 types of cases  

in hospital-based and  
freestanding IRFs, 2010

Type of case

Type of IRF

Hospital 
based Freestanding

Stroke 22% 16%
Fracture of the lower extremity 15 12
Miscellaneous 12 12
Major joint replacement  

of the lower extremity
11 11

Brain injury 7 6
Neurological disorders 7 12
Other orthopedic conditions 5 9
Spinal cord injury 5 4
Cardiac conditions 4 5
Short-stay patients* 4 4

Note: IRF (inpatient rehabilitation facility).  
*The short-stay category includes patients who expired while in the IRF.

  
Source:  MedPAC analysis of 2010 Medicare claims data.

T A B L E
9–8 Distribution of IRF cases by  

case-mix group tier, 2010

Tier

Type of IRF

Hospital based Freestanding

1 4% 4%
2 7 9
3 25 26
4 (no comorbidities) 63 61

Note: IRF (inpatient rehabilitation facility). IRF patients are classified into 92 case-
mix groups and within 87 of these groups, patients are further categorized 
into one of four tiers based on the presence of certain comorbidities.

  
Source:  MedPAC analysis of 2010 Medicare claims data.
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T A B L E
9–9 Share of hospital discharges to IRFs continues to decline for  

hip and knee replacements but remains stable for stroke

Condition
Discharge  
destination

Percent of hospital discharges

Percentage point  
change in share of  
hospital discharges

2004 2006 2008 2009 2010 2004–2009 2009–2010

Major joint 
replacement/ 
hip and knee 
replacement

IRF 28% 20% 14% 13% 12% –15% –1%
SNF/swing bed 33 35 36 37 38 4 1
Home health 21 27 30 31 32 10 1
All other settings 18 18 19 19 18 1 –1

Stroke IRF 18 19 19 19 19 1 0
SNF/swing bed 27 26 25 26 26 –1 0
Home health 11 12 12 12 12 1 0
All other settings 45 44 44 43 43 –2 0

Note: IRF (inpatient rehabilitation facility), SNF (skilled nursing facility). “All other settings” include outpatient care, other inpatient facilities, and home. Discharge 
destination totals may not equal 100 percent due to rounding.

Source: MedPAC analysis of 2004 through 2010 hospital inpatient Medicare claims data from CMS.
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 and 

 

Quality of care: Preliminary risk-adjusted 
measures show improved quality of care in 
IRFs but quality can still be improved 

6
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T A B L E
9–10 Preliminary results indicate that IRF quality of care improved across five  

risk-adjusted quality measures relative to the unadjusted rates, 2004–2009

2004 2005 2006 2007 2008 2009

FIMTM gain
Raw 25.3 25.8 25.9 26.2 26.5 27.1
Adjusted* 25.3 25.9 26.3 26.8 27.2 27.9

Discharge to community

Raw 77.8% 75.4% 73.2% 72.1% 71.3% 71.0%
Adjusted* 77.8% 77.9% 78.1% 78.5% 78.4% 78.9%

Discharge to acute care hospital

Raw 8.7% 9.1% 9.4% 9.9% 10.1% 10.2%
Adjusted* 8.7% 8.1% 7.6% 7.6% 7.6% 7.2%

Hospital readmission within 30 
days after discharge to community 

Raw 10.8% 10.5% 11.0% 11.4% 11.4% 11.6%
Adjusted* 10.8% 9.8% 9.7% 9.6% 9.4% 9.3%

SNF admission within 30 days after 
discharge to community 

Raw 3.1% 3.2% 3.3% 3.5% 3.6% 3.7%
Adjusted* 3.1% 3.0% 2.9% 2.9% 2.9% 2.9%

Note: IRF (inpatient rehabilitation facility), SNF (skilled nursing facility), FIMTM (Functional Independence MeasureTM).  FIM gain is the difference between the Functional 
Independence Measure on the IRF–Patient Assessment Instrument between admission and discharge. Adjusted rates were developed from risk-adjustment models and 
hold the 2004 Medicare IRF patient cohort constant through 2009. 

 *Adjusted rates are preliminary and the risk-adjustment models may be further refined in the future.

Source: RAND analysis of the IRF–Patient Assessment Instrument (IRF–PAI), MedPAR, denominator file, and provider of services file. 
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Providers’ access to capital: IRFs appear to 
have adequate access to capital 

Medicare payments and providers’ costs: 
Payments to IRFs have grown faster than 
costs since 2002 PPS implementation

Standardized IRF costs reflect economies of scale

F IGURE
9–2 Under the PPS, IRFs’ payments 

 per case have consistently risen  
faster than costs, 2002–2010

Note:  PPS (prospective payment system), IRF (inpatient rehabilitation facility). 
Data are from consistent two-year cohorts of IRFs. Costs are not adjusted 
for changes in case mix.

Source: MedPAC analysis of Medicare cost report data from CMS.
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IRF Medicare margins increased in 2010 

T A B L E
9–11 Mean adjusted costs per discharge  

are lower for freestanding  
IRFs and larger facilities, 2010

Type of IRF Mean adjusted cost per discharge

All IRFs $15,205

Hospital based 15,940
Freestanding 12,050

Urban 14,573
Rural 18,338

Number of beds
1 to 10 18,285
11 to 21 16,089
22 to 59 14,486
60 or more 12,243

Note: IRF (inpatient rehabilitation facility). Cost per discharge is standardized for 
the wage index, case mix, and outliers.

  
Source:  MedPAC analysis of 2010 standard analytical file and Medicare cost 

report data from CMS.

T A B L E
9–12 Higher number of beds, occupancy  

rates, and case-mix index are  
characteristics of IRFs in the low-cost  
quartile of standardized costs, 2010

Characteristic

Quartile

Low cost High cost 

Number of IRFs 272 272

Percent:
Hospital based 51.5% 95.6%
Freestanding 48.5 4.4
Urban 93.8 63.6
Rural 6.3 36.4

Median:
Medicare margin 22.8% –25.5%
Number of beds 40 17
Occupancy rate 70% 49%
Case-mix index 1.23 1.18

Note: IRF (inpatient rehabilitation facility). Costs per discharge are standardized 
for the wage index, case mix, and outliers.  

Source:  MedPAC analysis of 2010 standard analytical file and Medicare cost 
report data from CMS.
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9 

T A B L E
9–13 IRFs’ Medicare margins rose in 2010 but vary by type of facility

Type of IRF

PPS

2002 2003 2004 2005 2006 2007 2008 2009 2010

All IRFs 10.8% 17.8% 16.7% 13.4% 12.4% 11.9% 9.5% 8.4% 8.8%

Urban 11.3 18.2 16.9 13.5 12.6 12.1 9.7 8.6 9.1
Rural 5.9 12.5 13.9 11.8 10.6 10.0 7.6 6.3 5.5

Freestanding 18.5 22.9 24.7 20.7 17.5 18.5 18.2 20.3 21.4
Hospital based 6.1 14.8 12.2 9.3 9.7 8.1 4.1 0.4 –0.2

Nonprofit 6.5 14.7 12.8 10.3 10.7 9.7 5.6 2.3 2.0
For profit 18.5 23.7 24.4 19.7 16.3 16.8 16.7 19.0 19.8
Government N/A N/A N/A N/A N/A N/A N/A N/A N/A

Number of beds
1 to 10 1.6 3.7 3.4 –2.8 –3.9 –2.9 –5.0 –11.6 –10.9
11 to 21 3.3 11.2 9.6 6.1 7.0 5.4 0.7 –2.6 –3.2
22 to 59 10.0 17.9 16.1 13.4 12.4 11.2 8.5 6.6 7.0
60 or more 16.4 22.2 22.5 19.0 17.5 18.0 17.1 18.3 18.5

Note:  IRF (inpatient rehabilitation facility), PPS (prospective payment system), N/A (not available). Government-owned providers operate in a different context from other 
providers, so their margins are not necessarily comparable. 

Source:  MedPAC analysis of Medicare cost report data from CMS.
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Medicare margins for urban and rural IRFs

T A B L E
9–14 Freestanding IRFs have a higher share of indirect costs  

but lower indirect costs per case and per diem, 2010

Type of IRF

Percent differenceHospital based Freestanding

Direct cost
Per case $11,311 $7,889 30.2%
Per diem 886 586 33.9

Indirect cost
Per case 5,981 5,334 10.8
Per diem 469 396 15.6

Percentage point change

Indirect cost share 34.6% 40.3% –5.7
Direct cost margin 34.4 53.1 –18.7

Note: IRF (inpatient rehabilitation facility).

Source: MedPAC analysis of cost report data from CMS.

T A B L E
9–15 Medicare margins, cost and payment per case for IRFs in rural and urban areas, 2010

Urban

Rural

Micropolitan Adjacent to urban Nonadjacent to urban

Medicare margin  9.0% 4.3% –5.6% 16.1%
Cost per case $15,517 $16,098 $21,963 $14,630
Payment per case $17,046 $16,828 $20,801 $17,445

Note: IRF (inpatient rehabilitation facility). Cost and payment per case are unadjusted for wages, case mix, and outliers.

Source: MedPAC analysis of cost report data from CMS.
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How should Medicare payments change 
in 2013?

Medicare margins for 2012

10 
and

11

T A B L E
9–16 Medicare margins for urban and  

rural IRFs by total volume, 2010

Total (all payer) volume

Median Medicare margin

Urban Rural

Lowest quintile –16.1% –28.7%
Second quintile  –5.4 –8.8
Third quintile 1.4 –3.4
Fourth quintile 9.3 2.4
Fifth quintile 18.6 16.0

Note: IRF (inpatient rehabilitation facility). 

Source:  MedPAC analysis of cost report data from CMS.
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I M P L I C A T I O N S  9

Spending

Beneficiary and provider

■

R E C O M M E N D A T I O N  9

The Congress should eliminate the update to the Medicare 
payment rates for inpatient rehabilitation facilities in fiscal 
year 2013.

R A T I O N A L E  9
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Endnotes
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Long-term care hospital 
services

Chapter summary

Assessment of payment adequacy

Beneficiaries’ access to care—

Capacity and supply of providers—

In this chapter
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T A B L E
10–1 The top 25 MS–LTC–DRGs made up two-thirds of LTCH discharges in 2010

MS–LTC–
DRG Description Discharges Percentage

Change 
2008–2010

207 Respiratory system diagnosis with ventilator support 96+ hours 16,024 11.9% 6.9%
189 Pulmonary edema and respiratory failure 11,148 8.3 27.5
871 Septicemia or severe sepsis without ventilator support 96+ hours with MCC 7,474 5.5 15.3
177 Respiratory infections and inflammations with MCC 5,067 3.8 16.8
592 Skin ulcers with MCC 3,568 2.6 –10.9
949 Aftercare with CC/MCC 3,046 2.3 –18.8
208 Respiratory system diagnosis with ventilator support <96 hours 2,851 2.1 14.7
193 Simple pneumonia and pleurisy with MCC 2,847 2.1 5.6
190 Chronic obstructive pulmonary disease with MCC 2,654 2.0 3.8
539 Osteomyelitis with MCC 2,415 1.8 26.9
573 Skin graft and/or debridement for skin ulcer or cellulitis with MCC 2,059 1.5 7.7
862 Postoperative and post-traumatic infections with MCC 2,033 1.5 21.6
314 Other circulatory system diagnosis with MCC 1,983 1.5 33.4
919 Complications of treatment with MCC 1,950 1.4 17.5
682 Renal failure with MCC 1,937 1.4 11.4
166 Other respiratory system OR procedures with MCC 1,911 1.4 12.9
559 Aftercare, musculoskeletal system and connective tissue with MCC 1,877 1.4 –3.4
291 Heart failure and shock with MCC 1,821 1.4 7.9
    4 Tracheostomy with ventilator support 96+ hours or primary diagnosis except 

face, mouth, and neck without major OR 1,656 1.2 17.1
593 Skin ulcers with CC 1,646 1.2 –36.4
178 Respiratory infections and inflammations with CC 1,644 1.2 –16.3
602 Cellulitis with MCC 1,593 1.2 40.0
870 Septicemia or severe sepsis with ventilator support 96+ hours 1,592 1.2 47.7
603 Cellulitis without MCC 1,432 1.1 2.3
194 Simple pneumonia and pleurisy with CC 1,285 1.0 –22.3

Top 25 MS–LTC–DRGs 83,513 62.0 8.5

Total 134,683 100.0 2.9

Note: MS–LTC–DRG (Medicare severity long-term care diagnosis related group), LTCH (long-term care hospital), MCC (major complication or comorbidity), CC 
(complication or comorbidity), OR (operating room). MS–LTC–DRGs are the case-mix system for LTCHs. Columns may not sum due to rounding.

Source: MedPAC analysis of MedPAR data from CMS.
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9

Are Medicare payments adequate in 
2012?

Long-term care hospitals are not distributed evenly across the nation, 2010

Source: MedPAC analysis of cost report data from CMS. 

F IGURE
10–1
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Beneficiaries’ access to care: Increase in 
volume indicates favorable access

Capacity and supply of providers: Number of 
LTCHs stable in 2010

CMS-sponsored research on long-term care hospitals and the beneficiaries who 
use them

systemic differences in mortality and readmissions 

(continued next page)
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Volume of services: Use of LTCHs by fee-for-service 
beneficiaries suggests access has increased

CMS-sponsored research on long-term care hospitals and the beneficiaries who 
use them (cont.)
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Quality of care: Meaningful measures not 
currently available while gross indicators 
show stability

T A B L E
10–2 Growth in the number of LTCHs slowed in 2010

Average annual change

Type of LTCH 2003 2004 2005 2006 2007 2008 2009 2010
2003–
2005

2005–
2009

2009–
2010

All 277 315 366 373 382 388 411 412 14.9% 2.9% 0.2%

Urban 264 299 342 348 358 362 388 385 13.8 3.2 –0.8
Rural 13 16 24 25 24 26 23 27 35.9 –1.1 17.4

Freestanding 182 195 221 225 226 230 252 254 10.2 3.3 0.8
Hospital within hospital 95 120 145 148 156 158 159 158 23.5 2.3 –0.6

Nonprofit 57 67 78 76 76 77 79 79 17.0 0.3 0.0
For profit 202 229 265 274 283 291 313 313 14.5 4.2 0.0
Government 18 19 23 23 23 20 19 20 13.0 –4.7 5.3

Note:  LTCH (long-term care hospital).

Source: MedPAC analysis of Medicare cost report files from CMS.
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Providers’ access to capital: Moratorium on 
growth restricts opportunities for expansion

T A B L E
10–3 Medicare LTCH spending per FFS beneficiary continues to rise

Average annual change

2003 2004 2005 2006 2007 2008 2009 2010
2003–
2005

2005–
2009

2009–
2010

Cases 110,396 121,955 134,003 130,164 129,202 130,869 131,446 134,683 10.2% –0.5% 2.5%

Cases per 
10,000 FFS 
beneficiaries 30.8 33.4 36.4 36.0 36.3 37.0 37.1 38.4 8.8 0.5 3.5

Spending  
(in billions) $2.7 $3.7 $4.5 $4.5 $4.5 $4.6 $4.9 $5.2 29.1 2.2 6.0

Spending  
per FFS 
beneficiary $75.2 $101.3 $122.2 $124.3 $126.5 $130.2 $138.3 $148.1 27.5 3.1 7.1

Payment  
per case $24,758 $30,059 $33,658 $34,859 $34,769 $35,200 $37,465 $38,582 16.6 2.7 3.0

Average length 
of stay  
(in days) 28.8 28.5 28.2 27.9 26.9 26.7 26.4 26.6 –1.0 –1.6 0.8

Note:  LTCH (long-term care hospital), FFS (fee-for-service). 

Source: MedPAC analysis of MedPAR data from CMS.



268 L o ng - t e r m  ca r e  ho sp i t a l  s e r v i c e s :  A s s e s s i ng  paymen t  adequacy  and  upda t i ng  paymen t s  

Provisions of recent legislation for long-term care hospitals

T

Moratorium on new LTCHs

The 25 percent rule

10

Short-stay outliers

Budget neutrality

Pay for reporting

Reductions in payment
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Medicare payments and providers’ costs: 
Growth in per case payments leads to 
increased margins

Program spending has doubled since 2002 

Per case payments continue to exceed costs in 
2010

F IGURE
10–2 LTCHs’ per case payments rose  

more quickly than costs in 2010

Note:  LTCH (long-term care hospital), TEFRA (Tax Equity and Fiscal Responsibility 
Act of 1982), PPS (prospective payment system). Percent changes are 
calculated based on consistent two-year cohorts of LTCHs.

Source: MedPAC analysis of Medicare cost report data from CMS.
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High margins reflect economies of scale

Developing quality measures for long-term care hospitals

T
11 In 

infections, and
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14

How should Medicare payments change 
in 2013?

T A B L E
10–4 Aggregate average LTCH Medicare margin rose in 2010

Type of LTCH
Share of 

discharges 2003 2004 2005 2006 2007 2008 2009 2010

All 100% 5.2% 9.0% 11.9% 9.8% 4.8% 3.5% 5.6% 6.4%

Urban 96 5.2 9.2 11.9 10.0 5.1 3.8 5.9 6.7
Rural 5 4.5 2.6 10.1 4.9 –0.7 –3.3 –2.8 –0.5

Freestanding 70 5.6 8.4 11.3 9.3 4.4 3.1 4.7 5.6
Hospital within hospital 30 4.2 10.6 13.1 10.8 5.8 4.4 7.6 8.1

Nonprofit 16 1.7 6.9 9.1 6.4 1.3 –2.5 –0.6 –1.2
For profit 83 6.3 10.0 13.1 10.9 5.9 5.1 7.2 8.0
Government 2 N/A N/A N/A N/A N/A N/A N/A N/A

Note:  LTCH (long-term care hospital), N/A (not applicable). Share of discharges column groupings may not sum to 100 percent due to rounding or missing data. Margins 
for government-owned providers are not shown. They operate in a different context from other providers, so their margins are not necessarily comparable. 

Source: MedPAC analysis of Medicare cost report data from CMS.
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Update recommendation

R E C O M M E N D A T I O N  1 0

The Secretary should eliminate the update to the payment 
rates for long-term care hospitals for fiscal year 2013.

R A T I O N A L E  1 0

I M P L I C A T I O N S  1 0

Spending

T A B L E
10–5 LTCHs in the top quartile  

of Medicare margins in 2010  
had much lower costs

Characteristics

High- 
margin 
quartile

Low- 
margin 
quartile

Mean Medicare margin 20.9% –11.3%

Mean total discharges (all payers) 576 444

Medicare patient share 68% 64%
Medicaid patient share 8 5
Occupancy rate 74 62

Average length of stay (in days) 26 27

Adjusted CMI 0.9743 0.8981

Mean per discharge:
Standardized costs $26,660 $36,251
Total Medicare payment* $38,557 $38,157
High-cost outlier payments $1,316 $5,005

Share of:
Cases that are SSOs 26% 34%
Medicare cases from  

primary-referring ACH 35 41
LTCHs that are for profit 90 64

Note: LTCH (long-term care hospital), CMI (case-mix index), SSO (short-stay 
outlier), ACH (acute care hospital). Includes only established LTCHs—those 
that filed valid cost reports in both 2009 and 2010. Top margin quartile 
LTCHs were in the top 25 percent of the distribution of Medicare margins. 
Bottom margin quartile LTCHs were in the bottom 25 percent of the 
distribution of Medicare margins. Standardized costs have been adjusted 
for differences in case mix and area wages. Adjusted case-mix indexes 
have been adjusted for differences in SSOs across facilities. Average 
primary referring ACH referral share indicates the mean share of patients 
referred to LTCHs in the quartile from the ACH that refers the most patients 
to the LTCH. Government providers were excluded. 
*Includes outlier payments. 

Source: MedPAC analysis of LTCH cost reports and MedPAR data from CMS.



273 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Beneficiary and provider

Issues in Medicare payment for LTCH 
services

Ensuring that appropriate patients are 
treated in long-term care hospitals 

16 In a comment letter to 
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Disparities in payment for medically 
complex care
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Referral centers for medically complex care
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(For additional recommendations on improving the hospice payment system, see text box on  
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Hospice services

Chapter summary

Assessment of payment adequacy 

Beneficiaries’ access to care—

Capacity and supply of providers—

In this chapter
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Volume of services—

Quality of care—

Providers’ access to capital—

Medicare payments and providers’ costs—
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Background

1

Medicare payment for hospice services
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Commission’s prior recommendations

T A B L E
11–1 Medicare hospice payment categories and rates, FY 2012

Category Description Base payment rate

Routine home care Home care provided on a typical day $151 per day

Continuous home care Home care provided during periods of patient crisis $36.73 per hour

Inpatient respite care Inpatient care for a short period to provide respite for primary caregiver $156 per day 

General inpatient care Inpatient care to treat symptoms that cannot be managed in another setting $672 per day

Note: FY (fiscal year). Payment for continuous home care (CHC) is an hourly rate for care delivered during periods of crisis if care is provided in the home for 8 or more 
hours within a 24-hour period beginning at midnight. A nurse must deliver more than half of the hours of this care to qualify for CHC-level payment. The minimum 
daily payment rate at the CHC level is $294 per day (8 hours at $36.73 per hour); maximum daily payment at the CHC level is $881 per day (24 hours at 
$36.73 per hour). 

Source: CMS Manual System Pub 100–04 Medicare Claims Processing, Transmittal 22260, “Update to Hospice Payment Rates, Hospice Cap, Hospice Wage Index and 
the Hospice Pricer for FY 2012.” July 29, 2011.
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Medicare hospice payment limits (“caps”)

March 2009 Commission recommendations on hospice

T

(continued next page)
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March 2009 Commission recommendations on hospice (cont.)

The Congress should direct the Secretary to change 
the Medicare payment system for hospice to:

have relatively higher payments per day at the 
beginning of the episode and relatively lower 
payments per day as the length of the episode 
increases,

(continued next page)
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Are Medicare payments adequate in 
2012?

Beneficiaries’ access to care: Use of hospice 
continues to increase 

March 2009 Commission recommendations on hospice (cont.)

include a relatively higher payment for the costs 
associated with patient death at the end of the 
episode, and 

implement the payment system changes in 2013, 
with a brief transitional period. 

These payment system changes should be 
implemented in a budget-neutral manner in the 
first year.

The Congress should direct the Secretary to:

require that a hospice physician or advanced 
practice nurse visit the patient to determine 
continued eligibility prior to the 180th-day 
recertification and each subsequent recertification 
and attest that such visits took place, 

require that certifications and recertifications 
include a brief narrative describing the clinical 
basis for the patient’s prognosis, and 

require that all stays in excess of 180 days be 
medically reviewed for hospices for which stays 
exceeding 180 days make up 40 percent or more 
of their total cases.

■
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T A B L E
11–2 Use of hospice continues to increase

Percent of Medicare decedents who used hospice

2000 2007 2008 2009 2010

Average annual  
percentage 

point change 
2000–2009

Percentage 
point change 
2009–2010

All beneficiaries 22.9% 38.9% 40.1% 42.0% 44.0% 2.1% 2.0%

FFS beneficiaries 21.5 38.0 39.2 41.0 43.0 2.2 2.0
MA beneficiaries 30.9 42.9 44.0 46.1 47.8 1.7 1.7

Dual eligibles 17.5 34.5 35.9 37.5 39.2 2.2 1.7
Nondual eligibles 24.5 40.3 41.5 43.4 45.5 2.1 2.1

Age (in years)
<65 17.0 24.5 25.1 26.0 27.2 1.0 1.2
65–74 25.4 35.6 36.2 37.3 38.6 1.3 1.3
75–84 24.2 40.1 41.2 43.1 45.0 2.1 1.9
85+ 21.4 43.5 45.4 48.0 50.4 3.0 2.4

Race/ethnicity
White 23.8 40.5 41.8 43.7 45.8 2.2 2.1
African American 17.0 29.9 30.8 32.6 34.0 1.7 1.4
Hispanic 21.1 32.6 32.9 34.8 37.0 1.5 2.2
Asian American 15.2 22.9 24.5 26.0 28.1 1.2 2.1
Native North American 13.0 28.8 29.8 29.7 30.6 1.9 0.9

Gender
Male 22.4 35.9 36.8 38.6 40.4 1.8 1.8
Female 23.3 41.5 43.0 45.1 47.1 2.4 2.0

Beneficiary location
Urban 24.3 40.4 41.7 43.5 45.4 2.1 1.9
Micropolitan 18.5 34.5 35.8 37.5 39.8 2.1 2.3
Rural, adjacent to urban 17.6 33.6 34.7 36.9 38.7 2.1 1.8
Rural, nonadjacent to urban 15.8 30.0 30.5 32.8 34.5 1.9 1.7
Frontier 13.2 26.0 25.7 27.1 30.1 1.5 3.0

Note:  FFS (fee-for-service), MA (Medicare Advantage). Beneficiary location reflects the beneficiary’s county of residence. The frontier category is defined as population 
density equal to or less than 6 people per square mile.

Source: MedPAC analysis of data from the denominator file and the Medicare Beneficiary Database from CMS.
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Capacity and supply of providers: Supply of 
hospices continues to grow, driven by growth in 
for-profit providers 

6
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T A B L E
11–3 Total number of hospices rose substantially between  

2000 and 2010, driven by growth in for-profit hospices

Average annual percent change

Category 2000 2003 2007 2008 2009 2010
2000–
2003

2003–
2007

2007–
2010

All hospices 2,318 2,350 3,249 3,372 3,462 3,555 2.0% 7.2% 3.0%

For profit 756 835 1,646 1,751 1,833 1,915 6.8 15.2 5.2
Nonprofit 1,176 1,132 1,147 1,154 1,158 1,162 –1.2 0.3 0.4
Government/other 376 383 456 467 471 478 1.7 3.7 1.6

Freestanding 1,214 1,304 2,158 2,288 2,385 2,477 5.2 11.2 4.7
Home health based 545 502 550 549 546 556 –2.6 2.2 0.4
Hospital based 547 531 525 518 513 503 –0.7 –0.5 –1.4
SNF based 12 13 16 17 18 19 0.0 7.5 5.9

Note: SNF (skilled nursing facility).

Source:  MedPAC analysis of data from CMS Providing Data Quickly system, https://pdq.cms.hhs.gov, accessed November 1, 2011.



291 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Volume of services: Growth in the number of 
hospice users and average length of stay have 
increased Medicare hospice spending substantially

10 

T A B L E
11–4  Volume of hospice use increased substantially between 2000 and 2010

Category 2000 2009 2010

Annual  
change,  

2000–2009
Change,  

2009–2010

Number of hospice users 513,000 1,090,000 1,159,000 8.7%* 6.3%

Total spending (in billions) $2.9 $12.1 $13.0 17.2* 7.2

Average length of stay among decedents (in days) 54 84 86 5.0* 2.1

Median length of stay among decedents (in days) 17 17 18 0 days 1 day

Note: Average length of stay is calculated for decedents who used hospice at the time of death or before death and reflects the total number of days the decedent was 
enrolled in the Medicare hospice benefit during his/her lifetime.

 *Average annual change.

Source: MedPAC analysis of the denominator file, the Medicare Beneficiary Database, and the 100 percent hospice claims standard analytic file from CMS. 
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Very long hospice stays have grown longer  
while short stays remained virtually unchanged

Note: Length of stay is calculated for decedents who used hospice at the time of death or before death and reflects the total number of days the decedent was enrolled in 
the Medicare hospice benefit during his/her lifetime.

Source:  MedPAC analysis of the Medicare Beneficiary Database from CMS.
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T A B L E
11–5 Hospice average length of stay  

among decedents by beneficiary  
and hospice characteristics, 2009

Characteristic

Average length 
of stay among 

decedents  
(in days)

Beneficiary
Diagnosis

Cancer 53
Neurological conditions 132
Heart/circulatory 76
Debility 98
COPD 107
Other 85

Main location of care
Home 87
Nursing facility 107
Assisted living facility 143
Hospice facility or hospital  14

Hospice
Hospice ownership

For profit 100
Nonprofit 69

Type of hospice
Freestanding 87
Home health based 70
Hospital based 62

Note: COPD (chronic obstructive pulmonary disease). Average length of stay is 
calculated for Medicare beneficiaries who died in 2009 and used hospice 
that year and reflects the total number of days the decedent was enrolled 
in the Medicare hospice benefit during his/her lifetime.  Main location is 
defined as the location where the beneficiary spent the largest share of 
days while enrolled in hospice.

Source: MedPAC analysis of 100 percent hospice claims standard analytical file 
data, Medicare Beneficiary Database, Medicare hospice cost reports, and 
Provider of Services file data from CMS.
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11

T A B L E
11–6 Hospices that exceeded Medicare’s annual payment cap, selected years

2002 2004 2006 2008* 2009*

Percent of hospices exceeding the cap 2.6% 5.8% 9.4% 10.2% 12.5%

Average payments over the cap per hospice exceeding the cap (in thousands) $470 $749 $731 $571 $485

Payments over the cap as percent of overall Medicare hospice spending 0.6% 1.7% 2.4% 1.7% 1.7%

Total Medicare hospice spending (in billions) $4.4 $6.6 $8.8 $11.4 $12.0

Note: The cap year is defined as the period beginning November 1 and ending October 31 of the following year. 
*Due to a change in data availability and refinements in the estimation methodology, the estimates in 2008 and 2009 are not entirely comparable to the prior year 
estimates.

Source: MedPAC analysis of 100 percent hospice claims standard analytical file data, Medicare hospice cost reports, Provider of Services file data from CMS, and CMS 
Providing Data Quickly system. Data on total spending for each fiscal year from the CMS Office of the Actuary. 
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Quality of care: Information on hospice 
quality is limited

T A B L E
11–7 Hospice length of stay by  

diagnosis for above-cap and  
below-cap hospices, 2009

Diagnosis

Percent of stays beyond 180 
days among hospice users

Above-cap 
hospices

Below-cap  
hospices

All 42% 19%
Cancer 17 9
Neurological conditions 50 30
Heart/circulatory 44 18
Debility 43 23
COPD 46 25
Other 49 23

Note: COPD (chronic obstructive pulmonary disease). Data reflect the percent of 
hospice users in 2009 whose hospice stay was beyond 180 days.

Source:  MedPAC analysis of 100 percent hospice claims standard analytical file 
data from CMS.

T A B L E
11–8 Hospice live discharges as a percent  

of all hospice discharges, by  
diagnosis, for above- and  
below-cap hospices, 2009

Diagnosis

Hospices

Above cap Below cap

All 44% 16%
Cancer 21 10
Neurological conditions 35 17
Heart/circulatory 48 14
Debility 49 20
COPD 51 20
Other 57 25

Note: COPD (chronic obstructive pulmonary disease). 

Source:  MedPAC analysis of 100 percent hospice claims standard analytical file 
data and the denominator file from CMS.
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Hospice cap

T

General cap formula.

Streamlined methodology. 

Proportional methodology. 

2011 cap year and earlier. 

2012 cap year and after.

(continued next page)
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Measures

Hospice cap (cont.)

Implementation of the new methodology.

■
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Bereaved family member surveys

Staffing and service measures

Claims-based measures of poor quality

Symptom management
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Medicare payments and providers’ costs

Hospice costs 

Other issues

Patient assessment instrument 

Short-stay patients

Surveys and accreditation

Providers’ access to capital: Access to capital 
appears to be adequate
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Hospice margins

 As 

14

T A B L E
11–9 Hospice costs per day vary  

by type of provider, 2009

Average

Percentile

25th 50th 75th

All hospices $142  $109  $133  $168 

Freestanding 137 107 128 157
Home health based 146 111 137 171
Hospital based 178 120 156 201

For profit  130  103 123 152 
Nonprofit  156  121 149 181 

Above cap 114 97 114 135 
Below cap 146 112 137 172 

Urban 145 112 136 171 
Rural 127  102 126 160 

Note: Data reflect aggregate cost per day for all types of hospice care combined 
(routine home care, continuous home care, general inpatient care, and 
inpatient respite care). Data are not adjusted for differences in the case 
mix or wages across hospices.

Source: MedPAC analysis of Medicare hospice cost reports and Medicare Provider 
of Services data from CMS.
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Hospice volunteer requirement

W

19

■
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T A B L E
11–10 Hospice Medicare margins by selected characteristics, 2003–2009

Category

Percent of  
hospices  

2009 2003 2004 2005 2006 2007 2008 2009

All 100% 6.6% 5.0% 4.6% 6.4% 5.8% 5.1% 7.1%

Freestanding 69 10.9 8.3 7.2 9.7 8.7 8.0 10.0
Home health based 16 3.9 3.1 3.1 3.8 2.3 2.7 5.2
Hospital based 15 –14.0 –11.6 –9.1 –12.8 –10.7 –12.2 –12.8

For profit (all) 54 15.7 11.8 9.9 12.0 10.4 10.0 11.4
Freestanding 47 16.6 12.3 10.3 12.7 11.3 11.3 12.8

Nonprofit (all) 33 1.1 0.3 1.0 1.5 1.7 0.2 3.4
Freestanding 16 5.6 3.7 3.8 5.8 5.6 3.2 6.2

Urban 70 7.4 5.9 5.1 7.1 6.3 5.6 7.6
Rural 30 0.1 –2.3 0.2 0.8 1.4 1.3 3.1

Patient volume (quintile)
Lowest 20 –2.2 –6.1 –6.6 –5.5 –8.0 –9.6 –8.1
Second 20 –4.1 –1.2 –1.6 0.3 1.0 –1.4 1.0
Third 20 1.6 1.1 1.9 2.4 3.1 3.9 3.5
Fourth 20 3.3 2.8 4.4 5.8 5.8 6.2 6.5
Highest 20 9.6 7.2 5.9 8.1 7.1 6.0 8.9

Below cap 87.5 6.7 5.6 5.1 7.0 6.1 5.5 7.6
Above cap (excluding cap overpayments) 12.5 3.5 –3.4 –0.8 0.3 2.5 1.0 1.3
Above cap (including cap overpayments) 12.5 23.9 18.9 20.7 20.7 20.5 19.0 18.3

Note: Margins for all provider categories exclude overpayments to above-cap hospices, except where specifically indicated. Margins are calculated based on Medicare-
allowable, reimbursable costs. 

Source: MedPAC analysis of Medicare hospice cost reports, 100 percent hospice claims standard analytical file, and Medicare Provider of Services data from CMS.
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Urban and rural margins

T A B L E
11–11 Hospice Medicare margins 

 by length of stay and  
patient residence, 2009

Hospice characteristic
Medicare  
margin

Average length of stay 
Lowest quintile –8.6%
Second quintile 2.8
Third quintile 8.7
Fourth quintile 14.2
Highest quintile 8.9

Percent of stays > 180 days
Lowest quintile –9.0
Second quintile 3.5
Third quintile 8.6
Fourth quintile 14.4
Highest quintile 8.3

Percent of patients in nursing facilities
Lowest quartile –0.6
Second quartile 6.1
Third quartile 6.7
Highest quartile 13.8

Percent of patients in assisted living facilities
Lowest quartile 1.0
Second quartile 2.3
Third quartile 7.6
Highest quartile 11.5

Note: Margins for all provider categories exclude overpayments to above-
cap hospices. Margins are calculated based on Medicare-allowable, 
reimbursable costs. 

Source: MedPAC analysis of Medicare hospice cost reports, Medicare Beneficiary 
Database, 100 percent hospice claims standard analytical file, and 
Medicare Provider of Services data from CMS.
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Projecting margins for 2012 

 and 

T A B L E
11–12 Aggregate Medicare margins  

for below-cap hospices by  
type of county served, 2009

Hospice provider by pre-
dominant type of county 
served

Aggregate 
Medicare 
margin

Percent of 
hospices

Urban 8.0%  70%

Rural 3.7 30
Micropolitan 3.1 18
Rural, adjacent to urban 3.5 6
Rural, nonadjacent to urban 6.5 6

Frontier* 8.8 4

Note: Excludes above-cap hospices. Predominant county served is determined 
using the beneficiary’s address registered with Social Security and reflects 
the type of county that accounts for the largest share of the provider’s 
caseload. Frontier is defined as a county with a population density of 6 
people per square mile or less. 
*Providers with more than 10 percent of patients residing in frontier 
counties.

Source:  MedPAC analysis of Medicare hospice cost reports, Medicare Beneficiary 
Database, 100 percent hospice claims standard analytical file, and 
Medicare Provider of Services data from CMS.
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  Beneficiary and provider

■

How should Medicare payments change 
in 2013?

Update recommendation

R E C O M M E N D A T I O N  1 1

The Congress should update the payment rates for hospice 
for fiscal year 2013 by 0.5 percent.

R A T I O N A L E  1 1

I M P L I C A T I O N S  1 1

Spending

T A B L E
11–13 Aggregate Medicare margins for  

below-cap hospices by Medicare  
patient volume and predominant  

type of county served, 2009

Number of  
Medicare  
patients

Aggregate  
Medicare margin

Percent of  
hospices

Urban Rural Urban Rural

Quintile
Lowest 1.8% –5.9% 11.5% 35.3%
Second 4.1 2.3 15.5 27.4
Third 3.8 4.0 19.2 19.7
Fourth 6.6 4.4 24.4 13.4
Highest 9.1 7.1 29.5 4.2

All 8.0 3.7 100 100

Note: Excludes above-cap hospices. Predominant county served is determined 
using the beneficiary’s address registered with Social Security and reflects 
the type of county that accounts for the largest share of the provider’s 
caseload.   

Source: MedPAC analysis of Medicare hospice cost reports, Medicare Beneficiary 
Database, 100 percent hospice claims standard analytical file, and 
Medicare Provider of Services data from CMS.
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Endnotes
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The Medicare Advantage 
program: Status report

C H A P T E R    

Chapter summary

Enrollment—

In this chapter
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Plan availability—

Plan payments—

Quality measures—
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Trends in enrollment, plan availability, 
and payment

Types of MA plans 

HMOs and local preferred provider organizations 
(PPOs)—

Regional PPOs—

Coordinated care plans (CCPs)—

Private FFS (PFFS) plans—
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How Medicare pays MA plans

T A B L E
12–1  Medicare Advantage enrollment grew in 2011

MA enrollment (in millions)
Percent change  
in enrollment

2011 MA enrollment  
as a share of  
total MedicareNovember 2010 November 2011

Total 11.4 12.1 6%  25%

Plan type
CCP 9.8 11.5  18 24

HMO 7.5 8.0    7 16
Local PPO 1.4 2.3  65  5
Regional PPO 0.9 1.2  34  2

PFFS 1.7 0.6         –64  1

Restricted availability plans 
included in totals above

SNPs* 1.4 1.4  4  3
Employer group* 2.0 2.2  9  4

Urban/rural
Share of Medicare in 
urban/rural areas

Urban 10.0 10.6 6 26
Rural 1.4   1.5 5 14

Note: MA (Medicare Advantage), CCP (coordinated care plan), PPO (preferred provider organization), PFFS (private fee-for-service), SNPs (special needs plans). CCP 
includes HMO, local PPO, and regional PPO plans. Totals may not sum due to rounding.

 *SNPs and employer group plans have restricted availability and their enrollment is included in the statistics by plan type and location. They are presented 
separately to provide a more complete picture of the MA program. 

Source: MedPAC analysis of CMS enrollment files.



317 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

Plan availability for 2012

Enrollment trends: Plan enrollment grew in 
2011

FIGURE
12–1 Medicare Advantage  

enrollment, 2003–2011

 Source: CMS monthly Medicare Advantage enrollment reports.
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1

2012 benchmarks, bids, and payments 
relative to FFS spending

T A B L E
12–2  Access to Medicare Advantage plans remains high

Type of plan

Percent of beneficiaries with access to MA plans by type

2005 2006 2007 2008 2009 2010 2011 2012

All plan types 84% 100% 100% 100% 100% 100% 100% 100%

CCP
HMO or local PPO 67 80 82 85 88 91 92 93
Regional PPO N/A 87 87 87 91 86 86 76

PFFS 45 80 100 100 100 100 63 60

Zero-premium plans with Part D N/A 73 86 88 94 85 90 88

Average number of MA plans open  
to all beneficiaries in a county 5 12 20 35 34 21 12 12

Note: MA (Medicare Advantage), CCP (coordinated care plan), PPO (preferred provider organization), N/A (not applicable), PFFS (private fee-for-service). These figures 
exclude special needs plans and employer-only plans. A zero-premium plan with Part D includes Part D coverage and has no premium beyond the Part B premium. 
Regional PPOs were created in 2006. Part D began in 2006.

Source: MedPAC analysis of plan bids to CMS, 2011.
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MA benchmarks

T A B L E
12–3  Projected payments exceed FFS spending for all plan types in 2012

Plan type

Percent of FFS spending in 2012

Benchmarks Bids Payments

All MA plans 112% 98% 107%
HMO 112  95 106
Local PPO 114 108 113
Regional PPO 107 100 105
PFFS 112 106 110

Restricted availability plans included in totals above
 SNP* 114  101 110
 Employer groups* 114 108 113

Note: FFS (fee-for-service), MA (Medicare Advantage), PPO (preferred provider organization), PFFS (private fee-for-service), SNP (special needs plan). Benchmarks are the 
maximum Medicare program payments for MA plans. FFS spending by county is estimated using the 2010 MA rate book. Spending related to the double payment 
for indirect medical education payments made to teaching hospitals was removed. 

 *SNPs and employer group plans have restricted availability and their enrollment is included in the statistics by plan type. They are presented separately to provide 
a more complete picture of the MA program. 

Source: MedPAC analysis of data from CMS on plan bids, enrollment, benchmarks, and fee-for-service expenditures.
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MA risk adjustment and coding intensity 
adjustment 

MA bids and payments for different plan types 
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Quality measures and their data sources 

®

®

4

Quality in MA plans 

determine 
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Has plan quality improved over the past year?

HEDIS results
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T A B L E
12–4 Plans show improvement between 2010 and 2011 on many measures,  

but HMOs and PPOs differ on hybrid measure results

Weight for star 
rating, 2012  
(if element of 
star ratings)

Which plan 
type(s) improved  
between 2010 

and 2011a

Average 
rate for 

all HMOs, 
2011

Average 
rate for all 
local PPOs, 

2011

HEDIS®: Hybrid measures that improved
Intermediate outcome measures

Blood pressure control among members with hypertension 3 HMOs 61.9 55.8
Blood pressure control among diabetics HMOs; local PPOs 62.3 55.7
Cholesterol control among diabetics 3 Local PPOs 52.2 45.9
Blood glucose control among diabetics Local PPOs 65.7 58.1

Other hybrid measures
Recording of body mass index 1b HMOs; local PPOs 50.5 36.7
Colorectal cancer screening 1 HMOs 57.7 41.3c

Monitoring nephropathy among diabetics 1 Local PPOs 89.2 87.3

HEDIS®: Nonhybrid measures that improved
Treatment of chronic obstructive pulmonary disease  
(3 measures)

d HMOs (3 measures); 
local PPOs (2 measures)

34.0
66.6
78.3

36.4
70.2
76.0

Monitoring persistently used drugs  
(5 measures, including one total measure)

e HMOs (4 measures); 
local PPOs (1 measure)

90.7
93.1
90.9
68.2

Total: 90.2

90.9
92.7
91.3
69.5

Total: 90.7
Glaucoma screening among older adults 1 HMOs 63.8 65.5
Persistence of beta blocker use after a heart attack Local PPOs 83.1 83.6

Health Outcomes Survey measures that improved
Advising patients on physical activity 1 HMOs 48.0 47.6
Managing the risk of falls 1 HMOs 60.5 55.1

Note: PPO (preferred provider organization), HEDIS® (Healthcare Effectiveness Data and Information Set). “Hybrid” measures are those that can include extraction of 
information from medical records or are exclusively based on medical record data. Nonhybrid measures are based exclusively on administrative records such as 
claims and encounter data. Each measure shown as improved had statistically significant improvement for the particular plan type between 2010 and 2011.  

 a. Includes only plans reporting in both years.
 b. New for 2012.
 c. Different reporting standard from HMOs.
 d. One measure in stars in 2011, but none in 2012 stars.
 e. Total measure in stars in 2011, but none in 2012 stars.

Source: MedPAC analysis of CMS HEDIS public use files.
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medical records to document information necessary for 
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HOS overall health outcome results

T A B L E
12–5 Most Health Outcomes Survey–based measures have had little change over time,  

and PPOs and newer HMOs often perform well on these measures

HEDIS® measures  
collected through the  
Health Outcomes Survey

HMOs reporting in each of 3 years HMOs 
new in 
2011 

All PPOs, 
20112008 2010 2011

Discussing urinary incontinence 57.7 57.0 58.1 62.9 58.6
Receiving urinary incontinence treatment 35.2 35.5 36.3 37.2 36.9
Discussing physical activity in older adults 51.2 51.7 53.2 52.9 54.3
Advising physical activity in older adults 46.0 46.7 48.2* 48.6 47.8
Discussing fall risk 29.2 29.8 31.2 40.9 31.6
Fall risk management 55.4 57.1 59.7* 67.2 55.9
Osteoporosis testing 65.9 70.4 71.9 62.3 73.9

Note:  HOS (Health Outcomes Survey), PPO (preferred provider organization), HEDIS® (Healthcare Effectiveness Data and Information Set). “HMOs new in 2011” are 
HMOs reporting these measures in 2011 but not 2010. Numbers for each of the categories: HMOs reporting in each of 3 years (165 to 190 for each measure), 
HMOs new in 2011 (43 to 46), and all PPOs, 2011 (76 to 80). Rate is percent of applicable enrollees receiving the treatment (e.g., the percent of members age 
65 or older reporting a urinary incontinence problem who discussed the issue with their caregiver).

 *Indicates that for these plans the change in the measure between 2010 and 2011 was statistically significant (p < 0.05).  

Source: MedPAC analysis of CMS HEDIS® public use files.
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Quality results for regional PPO and PFFS plans

T A B L E
12–6 Medicare HOS performance measurement results  

show a small change in the most recent time period

Cohort Years

Total  
number  
of plans 
reporting

Percent of plans with  
mental health outcomes:

Percent of plans with  
physical health outcomes:

Better than 
expected 

Worse than 
expected 

Better than 
expected

Worse than 
expected

Cohort 8 2005–2007 154 5.8% 2.6% 0% 0%
Cohort 9 2006–2008 187 1.1 5.3 0 0
Cohort 10 2007–2009 268 3.0 4.9 0 0
Cohort 11 2008–2010 330 3.3 3.9 3.3 3.6

Note: HOS (Health Outcomes Survey). Cohort is the group of beneficiaries surveyed and then resurveyed over the two-year time period shown.

Source: CMS posting of HOS results. http://www.hosonline.org/surveys/hos/hosresults.aspx.
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How do MA plans compare with FFS Medicare on 
quality measures?

What variation in MA quality indicators exists 
among plans?

6 

T A B L E
12–7 HMOs and local PPOs had higher vaccination rates in 2011 than regional PPOs and PFFS

Vaccination rates HMO Local PPO Regional PPO PFFS

Flu 69% 69% 66%* 64%*
Pneumonia 69 69 66* 65*

Note: PPO (preferred provider organization), PFFS (private fee-for-service).
 *Indicates rates where the difference is statistically significant: Flu rates for regional PPOs and PFFS differ from HMOs and PPOs; the regional PPO and PFFS 

pneumonia rates differ from those of HMOs and local PPOs but do not differ from each other.

Source: MedPAC analysis of Consumer Assessment of Healthcare Providers and Systems data.
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Results for special needs plans 

T A B L E
12–8 Overall, in 2011 MA plans and FFS continue to have similar CAHPS® results

CAHPS® measure

MA average Adjusted FFS average

2010 2011 2010 2011

Vaccination rates
Flu 66% 69% 66% 69%
Pneumonia 67 69 66 70

Access to care measures (members reporting “usually or always”)
Easy to get an appointment with a specialist 90 92 91 92
Get care for an illness as soon as wanted 89 92 90 91
Get routine care appointment as soon as wanted 86 88 88 88

Note: MA (Medicare Advantage), FFS (fee-for-service), CAHPS® (Consumer Assessment of Healthcare Providers and Systems). Adjusted refers to geographic adjustment of 
results in FFS to match the distribution by state of MA enrollment.

Source: MedPAC analysis of CAHPS data.
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Quality bonus program based on star 
ratings begins in 2012
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T A B L E
12–9 The new star system gives greater weight to outcome measures

Category

2011 2012

Number of 
measures 
(equally 

weighted)

As  
percent  
of all 

measures

Total points  
assigned  

(measures given  
differing weights)

As percent  
of all  

measures  
by weights

I. Contract performance on Part C and Part D measures 17 33% 18.5 23%

II. CAHPS® patient experience measures and 
disenrollment rates (the latter for 2012 only) 9 18 12 15

III. Part C and Part D clinical quality measures 25 49 49 62
a. Outcome measures 7 28 31 63
b. Process measures 18 72 18 37

Note: CAHPS® (Consumer Assessment of Healthcare Providers and Systems). 

Source: MedPAC analysis of CMS star rating documentation.
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Concerns with the star ratings

PPACA reduces rebate levels, which vary by star 
ratings

T A B L E
12–10 As of November 2011, almost a quarter of enrollees are in plans rated at  

4 stars or higher, using the 2011 star ratings, with a higher  
proportion in such plans under the 2012 star ratings

Number of stars

Percentage distribution of enrollment

All HMO Local PPO Regional PPO PFFS

2011
5.0 1% 1% — — —
4.5 14 19 8% — —
4.0 8 9 16 — 1%
3.5 25 31 33 3% 5
3.0 32 29 31 45 43
2.5 7 4 4 51 1
2.0 0.03 0.04 — — —
Not rated 13 7 8 1 49

2012
5.0 9% 14% — — —
4.5 10 10 7% — —
4.0 9 12 7 — —
3.5 32 34 50 2% 1%
3.0 27 19 26 92 34
2.5 9 10 7 3 12
2.0 0.3 0.3 0.1 — —
Not rated 5 1 3 2 54

Note: PPO (preferred provider organization), PFFS (private fee-for-service). Enrollment includes cost-reimbursed plans that are not eligible for bonus payments but are 
given star ratings. “—“ indicates no plans receiving the star rating displayed. Within the PFFS category for 2012, the 54 percent figure for “not rated” plans 
consists exclusively of plans that were too new to be rated.

Source: MedPAC analysis of CMS star ratings and enrollment data.
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 In addition, 

9

T A B L E
12–11 Rebate values by plan type  

remain at about the same  
level in 2012 as in 2011

Plan type 2011 2012

HMOs $96 $96
Local PPOs 35 34
Regional PPOs 41 42
PFFS 31 29

All 76 79

Note: PPO (preferred provider organization), PFFS (private fee-for-service).

Source: MedPAC analysis of plan bids to CMS, 2011.
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1 In a second avenue of 

Benefit structure

Background

Competitive design

T A B L E
13–1  Parameters of the defined standard Part D benefit increase over time

2006 2011 2012

Deductible $250.00 $310.00 $320.00
Initial coverage limit 2,250.00 2,840.00 2,930.00
Annual out-of-pocket spending threshold 3,600.00 4,550.00 4,700.00
Total covered drug spending at annual out-of-pocket threshold 5,100.00 6,447.50* 6,657.50*

Maximum amount of cost sharing in the coverage gap 2,850.00 3,607.50 3,727.50
Minimum cost sharing above the annual out-of-pocket threshold:

Copay for generic/preferred multisource drug prescription 2.00 2.50 2.60
Copay for other prescription drugs 5.00 6.30 6.50

Note: *Total covered drug spending at annual out-of-pocket threshold depends on the mix of brand and generic drugs filled during the coverage gap. The amount for 
2012 ($6,657.50) is for an individual with no other sources of supplemental coverage filling only brand-name drugs during the coverage gap.

Source: CMS, Office of the Actuary.
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Part D enrollees’ access to prescription 
drug benefits in 2011

Medical News Today

In 2011, over 70 percent of Medicare 
beneficiaries were in Part D plans or 
employer plans receiving retiree drug subsidy

 In 

4

Formularies

T A B L E
13–2 Over 70 percent of Medicare  

beneficiaries receive drug coverage  
through Part D plans or RDS, 2011

Beneficiaries

In millions

Percent of 
Medicare  

enrollment

Medicare enrollment 48.9 100%

Part D enrollment
Part D plans 29.3 60
Plans receiving RDS* 6.2 13

Total Part D 35.4 72

Note: RDS (retiree drug subsidy). Totals may not sum due to rounding.
 *Excludes federal government and military retirees covered by either 

the Federal Employees Health Benefit Program or the TRICARE for Life 
program. 

Source: MedPAC based on Table III.A3 and Table IV.B8 of the Medicare Board of 
Trustees’ report for 2011.
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6

 

Eighty percent of LIS enrollees are enrolled 
in stand-alone PDPs 

Distribution of enrollment varies across 
regions

T A B L E
13–3 Part D enrollment by plan  

type and LIS status, 2011

All Part D

Plan type

PDP MA–PD

Beneficiaries (in millions) 29.3 18.6 10.7

By LIS status
LIS 10.5 8.3 2.2
Non-LIS 18.8 10.3 8.5

Note: LIS (low-income subsidy), PDP (prescription drug plan), MA–PD (Medicare 
Advantage–Prescription Drug [plan]). Totals may not sum due to rounding.

Source: MedPAC based on monthly Part D enrollment data as of April 2011 
(https://www.cms.gov/MCRAdvPartDEnrolData/).
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Distribution of enrollment across plan types

T A B L E
13–4 Part D enrollment varies widely across regions, 2009

PDP region State(s)

Percent of  
Medicare enrollment

Percent of Part D enrollment

Plan type Subsidy status

Part D RDS PDP MA–PD LIS Non-LIS

1 ME, NH 55% 13% 88% 12% 49% 51%
2 CT, MA, RI, VT 58 18 69 31 42 58
3 NY 59 19 57 43 46 54
4 NJ 53 22 81 19 35 65
5 DE, DC, MD 45 19 85 15 41 59
6 PA, WV 63 13 53 47 33 67
7 VA 52 11 80 20 38 62
8 NC 59 16 75 25 43 57
9 SC 54 16 79 21 45 55
10 GA 60 11 79 21 44 56
11 FL 60 13 54 46 34 66
12 AL, TN 62 12 67 33 47 53
13 MI 54 25 63 37 34 66
14 OH 54 25 65 35 36 64
15 IN, KY 56 18 83 17 41 59
16 WI 54 15 66 34 33 67
17 IL 55 19 87 13 38 62
18 MO 62 12 71 29 35 65
19 AR 61 9 83 17 45 55
20 MS 65 6 90 10 54 46
21 LA 62 13 67 33 49 51
22 TX 57 15 71 29 45 55
23 OK 60 8 80 20 38 62
24 KS 61 7 85 15 29 71
25 IA, MN, MT, NE, ND, SD, WY 66 9 74 26 27 73
26 NM 62 8 63 37 39 61
27 CO 59 13 49 51 29 71
28 AZ 61 12 43 57 31 69
29 NV 56 13 47 53 28 72
30 OR, WA 57 11 60 40 31 69
31 ID, UT 57 11 59 41 28 72
32 CA 69 10 52 48 39 61
33 HI 66 4 48 52 29 71
34 AK 39 25 97 3 61 39

Note: PDP (prescription drug plan), RDS (retiree drug subsidy), MA–PD (Medicare Advantage–Prescription Drug [plan]), LIS (low-income subsidy). Definition of regions 
based on PDP regions used in Part D.

Source: MedPAC analysis of Part D enrollment data from CMS.
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11 

9 Since Medicare does not 

10

T A B L E
13–5 MA–PD enrollees more likely to be in enhanced plans with no deductible, 2011

PDP MA–PD

Number (in millions) Percent Number (in millions) Percent

Total 17.0 100% 8.6 100%

Type of benefit
Defined standard   1.3   8 0.1  1
Actuarially equivalent* 12.6 74 0.6  7
Enhanced   3.0 18 7.9 92

Type of deductible 
Zero   7.3 43 7.8  91
Reduced   2.1 13 0.5    6
Defined standard**   7.6 45 0.2    3

Note: PDP (prescription drug plan), MA–PD (Medicare Advantage–Prescription Drug [plan]). The enrollment described here excludes employer-only plans, plans offered in 
U.S.territories, 1876 cost plans, special needs plans, demonstrations, and Part B-only plans. Totals may not sum due to rounding.

 *Includes “actuarially equivalent standard” and “basic alternative” benefits.
 **$310 in 2011.

Source: MedPAC analysis of CMS landscape, plan report, and enrollment data.
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Benefit offerings for 2012

Use of Part D benefits and share of enrollees 
reaching the coverage gap

PDP enrollees are less likely to have benefits in the coverage gap

Note: PDP (prescription drug plan), MA–PD (Medicare Advantage–Prescription Drug [plan]). 

Source: MedPAC analysis of CMS landscape and enrollment data.
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Benefit designs

9

Number of plans remains relatively stable in 
2012

14

16

Notable changes for 2012 in benefit design

F IGURE
13–2 Part D enrollees with spending  

in the coverage gap and  
catastrophic phase, 2009 

Note: ICL (Initial coverage limit), LIS (low-income subsidy). For LIS enrollees, the 
cost-sharing subsidy effectively eliminates the coverage gap. In 2009, Part 
D enrollees reached the ICL at $2,700 in gross drug spending. If they had 
no supplemental coverage, an enrollee reached the annual out-of-pocket 
(OOP) threshold at $4,350 of OOP spending. Some non-LIS enrollees 
who reached the catastrophic phase of the benefit may have had some 
gap coverage. Sums may not add to totals due to rounding.

Source: MedPAC analysis of Part D prescription drug event data and Part D 
denominator file from CMS.
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Part D plans remain stable, but slightly fewer  
premium-free plans for LIS beneficiaries in 2012

Note: LIS (low-income subsidy), PDP (prescription drug plan), MA–PD (Medicare Advantage–Prescription Drug [plan]. Qualifying PDPs are plans for which LIS enrollees 
pay no premium because the plans’ premiums are at or below a regional premium threshold. De minimis plans are plans that CMS permitted to retain their LIS 
enrollees because the plan premium was within a certain variance from the regional LIS premium threshold.

Source: CMS landscape and plan report files.
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T A B L E
13–6 PDPs are more likely to have a deductible, 2012

PDP MA–PD

Number Percent Number Percent

Total 1,041 100% 1,541 100%

Type of benefit
Defined standard     95   9     37  2
Actuarially equivalent*   446  43     86  6
Enhanced   500  48 1,418 92

Type of deductible 
Zero    488  47 1,372  89
Reduced    108  10      98   6
Defined standard**    445  43      71   5   

Note: PDP (prescription drug plan), MA–PD (Medicare Advantage–Prescription Drug [plan]). The MA–PD enrollment described here excludes employer-only plans, plans 
offered in U.S. territories, 1876 cost plans, special needs plans, demonstrations, and Part B-only plans. Figures are not weighted by enrollment. Totals may not sum 
due to rounding.

 *Includes “actuarially equivalent standard” and “basic alternative” benefits.
 **$310 in 2011.

Source: MedPAC analysis of CMS landscape and plan report data.
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Plan formularies 

MA–PDs are more likely than PDPs to offer benefits in the coverage gap

Note: PDP (prescription drug plan), MA–PD (Medicare Advantage–Prescription Drug [plan]). Figures are not weighted by enrollment.

Source: MedPAC analysis of CMS landscape and plan report files.
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Costs of Part D

Aggregate program costs

T A B L E
13–7 Formularies for stand-alone PDPs with highest 2011 enrollment

Stand-alone PDPs with  
the highest 2011 enrollment

Enrollment, 2011 
(in millions)

Percent of drugs  
on formulary

Percent of formulary  
drugs with any  

utilization management*

2011 2012 2011 2012

AARP MedicareRx Preferred 4.7 94% 92% 27% 34%
Community CCRx Basic 1.7 76 76 41 46
Humana PDP Enhanced 1.4 94 91 35 41
CVS Caremark Value 1.3 75 75 41 45
First Health Premier 1.0 83 83 36 39
Humana-Walmart 1.0 85 84 33 40
WellCare Classic 0.7 69 70 27 30

Note: PDP (prescription drug plan). Enrollment figures are based on September 2011 and exclude employer plans and territories. The number of drugs on the formulary 
for 2011 is 1,168; for 2012, the number is 1,180.  

 *Any utilization management includes the use of prior authorization, quantity limit, and step therapy requirements.  

Source: NORC/Georgetown University/Social & Scientific Systems analysis for MedPAC of formularies submitted to CMS. 
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National average bid 

Low-income subsidy continues to be the 
largest share of Part D costs 

T A B L E
13–8  Medicare’s reimbursement amounts for Part D on an incurred basis

Calendar year Average 
annual  
percent 
change 

2007–20112006 2007 2008 2009 2010 2011*

In billions of dollars
Direct subsidy $17.6  $18.1 $17.7  $18.9  $19.7  $20.0 2.6%
Reinsurance 6.0       8.0  9.4      10.1      11.3 12.8 12.5
Low-income subsidy 15.1 16.8 18.0 19.6 21.0 22.4 7.5
Retiree drug subsidy         3.8         3.9         3.8         3.8         4.0         4.0         0.7 
Total $42.5  $46.7 $48.9 $52.4 $56.1 $59.2 6.1

Note: The numbers above reflect reconciliation amounts. Most enrollees paid premiums directly to Part D plans and those amounts are not included above. On a cash 
basis, the Board of Trustees estimates that premiums paid by enrollees totaled $3.5 billion in 2006, $4 billion in 2007, $5 billion in 2008, $6.1 billion in 2009, 
$6.6 billion in 2010, and $7.2 billion in 2011. Totals may not sum due to rounding.

 *Estimated.

Source: MedPAC based on Table IV.B.10 of the Medicare Board of Trustees’ report for 2011.
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Beneficiaries with high drug spending under Part D

I

T A B L E
13–9 Characteristics of Part D enrollees  

with high drug spending, 2009

Type of enrollees

High cost Non high cost

Enrollees (in millions) 2.4 26.3

By plan type
PDP 86% 63%
MA–PD 14 37

By subsidy status
LIS 83% 34%
Non-LIS 17 66

By institutionalized status
Institutionalized 14% 4%
Community 86 96

Note: PDP (prescription drug plan), MA–PD( Medicare Advantage–
Prescription Drug [plan]), LIS (low-income subsidy). Totals may not sum 
to 100 percent due to rounding. A beneficiary is classified as LIS if 
that individual received Part D’s LIS at some point during the year. For 
individuals who switch plan types during the year, classification into 
plan types is based on a greater number of months of enrollment.

Source:  MedPAC analysis of Medicare Part D denominator file and MBD/
CMS Medicare Entitlement file.

T A B L E
13–10 Part D spending and  

utilization by high-cost and  
non-high-cost enrollees, 2009

Type of enrollees

High 
cost

Non  
high cost

Enrollees (in millions) 2.4 26.3

Aggregate utilization
Gross drug spending* (in billions) $29.2 $44.6
Prescriptions (in millions) 264 1,074

Average prescriptions per enrollee 111 41

Average spending per prescription $110 $42

Note: Prescriptions standardized to a 30-day supply. Components may not 
sum to totals due to rounding. We also calculated the drug spending 
and utilization excluding enrollees residing in institutions. Excluding 
the institutionalized enrollees did not substantially change the results.

 *Gross drug spending includes all payments made to pharmacies 
by Part D plans, enrollees, and other payers for the costs of drugs, 
dispensing fees, and sales tax.

Source:  MedPAC analysis of 2009 Part D prescription drug event data and 
MBD/CMS Medicare Entitlement file.
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Average Part D premiums
 

19

Beneficiaries with high drug spending under Part D (cont.)

■

T A B L E
13–11 Use of brand-name drugs by  

high-cost and non-high-cost  
enrollees for selected  

drug classes, 2009

Percent of prescriptions 
represented by  

brand-name drugs,  
by type of enrollees

High  
cost

Non  
high cost

Diabetic therapy 62% 33%
Asthma/COPD therapy agents 90 91
Analgesics (narcotic) 14 5
Peptic ulcer therapy 44 25
Antihyperlipidemics 58 36
Antihypertensive therapy agents 38 26

Total, all therapeutic classes 42 26

Note: COPD (chronic obstructive pulmonary disease). Shares are calculated 
as a percent of all prescriptions standardized to a 30-day supply. 
Therapeutic classification based on the First DataBank Enhanced 
Therapeutic Classification System 1.0.

Source:  MedPAC analysis of 2009 Part D prescription drug event data.



356 S ta tus  repor t  on  Par t  D,  wi th  focus  on bene f ic ia r ies  wi th  h igh drug spending 

Plans’ cost-sharing requirements

T A B L E
13–12 National average bid and components of average prospective  

monthly payments per enrollee for basic coverage

2006a 2007b 2008c 2009d 2010 d 2011d 2012d

Amounts in dollars
National average monthly bid

Base beneficiary premium $32.20 $27.35 $27.93 $30.36 $31.94 $32.34 $31.08
Monthly payment to sponsors 60.10 53.08 52.59 53.97 56.39 54.71 53.42
Subtotal 92.30 80.43 80.52 84.33 88.33 87.05 84.50

Expected individual reinsurance       33.98       26.82       29.01       34.73       36.92       39.77       37.38

Total average benefit cost 126.28 107.25 109.53 119.06 125.25 126.82 121.88

Annual percent change
National average monthly bid

Base beneficiary premium N/A –15% 2% 9% 5% 1% –4%
Monthly payment to sponsors N/A –12 –1 3 4 –3 –2
Subtotal N/A –13 0 5 5 –1 –3

Expected individual reinsurance N/A –21 8 20 6 8 –6

Total average benefit cost N/A –15 2 9 5 1 –4

Note: These amounts reflect averages based on bids to provide basic Part D benefits; they do not net out subsequent reconciliation amounts with CMS. They were 
calculated from bids by plans to provide the defined standard benefit or actuarially equivalent basic benefits, as well as the portion of enhanced Part D coverage 
attributable to basic benefits. Enrollees in plans with enhanced coverage must pay the full price of benefits that supplement basic coverage. The combination of 
monthly payments to plans and expected payments for individual reinsurance make up 74.5 percent of total average monthly benefit costs. 

 a. Since Part D began in 2006, Medicare law directed CMS to weight the bids of stand-alone drug plans equally (with an aggregate weight representing 
enrollment in traditional Medicare) and weight bids from Medicare Advantage (MA) drug plans by their prior-year MA enrollment.

 b. CMS used its general demonstration authority to calculate these values using 20 percent enrollment weighting and 80 percent weighting as in the 2006 
approach.

 c. CMS used its general demonstration authority to calculate these values using 60 percent enrollment weighting and 40 percent weighting as in the 2006 
approach.

 d. Bids are fully weighted by prior-year enrollment as called for by law.

Source: MedPAC based on CMS releases of Part D national average monthly bid amounts and base beneficiary premiums for 2006 through 2012, as well as other data 
provided by CMS.
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Per capita spending and use

T A B L E
13–13  Cost-sharing amounts for stand-alone PDPs with highest 2011 enrollment

Stand-alone PDPs with the 
highest 2011 enrollment

Enrollment, 
2011 

(in millions)

Generic
Preferred 

brand
Nonpreferred 

brand Specialty

2011 2012 2011 2012 2011 2012 2011 2012

AARP MedicareRx Preferred* 4.7 $7 $4/$8 $45 $41 $79 $95 33% 33%
Community CCRx Basic 1.7 2 2 31% 25% 60% 46% 25 25
Humana PDP Enhanced 1.4 7 7 $39 $38 $73 $73 33 33
CVS Caremark Value 1.3 5 6 $39.75 $45 $95 $95 25 25
First Health Premier 1.0 8 5 17% 20% 36% 36% 29 26
Humana Walmart-Preferred* 1.0 2/5 1/5 20% 20% 35% 35% N/A N/A
WellCare Classic 0.7 0 0 $42 $41 $92 $95 25 25

Note: PDP (prescription drug plan), N/A (not applicable). Enrollment figures are based on September 2011 and exclude employer plans and territories. In cases where 
plans vary cost-sharing amounts across regions, we report unweighted median cost-sharing amounts.  
*Indicates plans with two tiers, preferred and nonpreferred, for generic drugs in 2011 and/or 2012.

Source: NORC/Georgetown University/Social & Scientific Systems analysis for MedPAC of formularies submitted to CMS.
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Part D drug prices

T A B L E
13–14 Average per capita spending and use per month for Part D–covered drugs, 2007–2009

Part D spending and utilization per enrollee

Average spending
Average annual  

change, 2007–2009 Average prescription use
Average  
annual 

percent change, 
2007–20092007 2008 2009 In dollars In percent 2007 2008 2009

All Part D $212 $221 $228 $8 3.6% 3.9 4.1 4.1 2.8%

By plan type
PDP 239 250 260 11 4.3 4.1 4.3 4.4 2.8
MA–PD 151 162 169 9 5.8 3.4 3.6 3.7 4.1

By LIS status
LIS 301 324 339 19 6.1 4.6 4.9 5.0 4.3
Non-LIS 156 159 163 3 2.2 3.4 3.6 3.6 3.3

 Note: PDP (prescription drug plan), MA–PD (Medicare Advantage–Prescription Drug [plan]), LIS (low-income subsidy). Part D prescription drug event (PDE) records 
are classified into plan types based on the contract identification on each record. For purposes of classifying the PDE records by LIS status, monthly LIS eligibility 
information in Part D’s denominator file was used. Estimates are sensitive to the method used to classify PDE records to each plan type and LIS status. Gross drug 
spending includes all payments to pharmacies, including payments by drug plans, Medicare’s LIS, and beneficiary out-of-pocket. Prescriptions standardized to a 
30-day supply.

Source: MedPAC analysis of Medicare Part D PDE data and denominator file from CMS.
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Availability of generics, rather than protected status,  
key to slower price growth under Part D

Note:  Chain-weighted Fisher price indexes. 

Source: Acumen, LLC, analysis for MedPAC.
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Generic substitution and role of the low-
income cost-sharing subsidy

Measuring plan performance in Part D



361 R epo r t  t o  t h e  Cong r e s s :  Med i ca r e  Paymen t  P o l i c y  |  Ma r ch  2012

 

 



362 S ta tus  repor t  on  Par t  D,  wi th  focus  on bene f ic ia r ies  wi th  h igh drug spending 

T A B L E
13–15 Example of a change to LIS  

cost-sharing structure to encourage  
the use of generic drugs

Drug class:

With  
generic 

substitute(s)

With no 
generic  

substitutes

Current LIS cost-sharing
Generic drug $1.10 $1.10
Brand-name drug  

on preferred tier $3.30 $3.30
Brand-name drug  

on nonpreferred tier $3.30 $3.30

Alternative LIS cost-sharing
Generic drug $0

Same as  
under 
current  

law

Brand-name drug  
on preferred tier $6

Brand-name drug  
on nonpreferred tier ≥$6

Note: LIS (low-income subsidy). Copay amounts are for 2011 and apply to 
noninstitutionalized LIS beneficiaries with incomes at or below 100 
percent of poverty.
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R A T I O N A L E  1 3R E C O M M E N D A T I O N  1 3

The Congress should modify the Part D low-income 
subsidy copayments for Medicare beneficiaries with 
incomes at or below 135 percent of poverty to encourage 
the use of generic drugs when available in selected 
therapeutic classes. The Congress should direct the 
Secretary to develop a copay structure, giving special 
consideration to eliminating the cost sharing for generic 
drugs. The Congress should also direct the Secretary to 
determine appropriate therapeutic classifications for the 
purposes of implementing this policy and review the 
therapeutic classes at least every three years. 

States’ mandatory generic substitution laws and generic drug use by enrollees 
receiving the low-income subsidy

S

■
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High use of drugs and quality of 
pharmaceutical care

I M P L I C A T I O N S  1 3

Spending

Beneficiary and provider

An illustrative example of how beneficiary out-of-pocket costs may change under 
an alternative cost-sharing structure

T

■
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Medication therapy management programs

Problems associated with high use of 
prescription drugs
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Chapter 1:  Context for Medicare payment policy
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Chapter 2:  Assessing payment adequacy and updating payments in fee-for-service 
Medicare

No recommendations

Chapter 3:  Hospital inpatient and outpatient services

3-1 
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Chapter 4:  Physician and other health professional services
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well as the cost of temporary reprieves, grows inexorably. It will never be less expensive to repeal 

the SGR than it is right now. 

With this assessment, the Commission recommends that the Congress repeal the SGR system and 

replace it with a 10-year schedule of specified updates for the physician fee schedule. The Commission 

drew on three governing principles to form our proposal. First, the link between cumulative fee-schedule 

expenditures and annual updates is unworkable and should be eliminated. Second, beneficiary access to 

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

From these principles, we recommend complete repeal of the SGR system and propose a series of 

updates that would no longer be based on an expenditure- or volume-control formula. These 

legislated updates would allow total Medicare expenditures for fee-schedule services to increase 

annually—roughly doubling over the next ten years. Approximately two-thirds of this increase 

would be attributable to growth in beneficiary enrollment and one-third would be attributable to 

growth in per beneficiary service use. Although our proposed updates reduce fees for most 

services, current law calls for far greater fee reductions and could lead to potential access problems 

under the SGR. The Commission finds it crucial to protect primary care from fee reductions, 

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

As is our charge, each year MedPAC will continue to review annually whether payments to 

physicians and other health professionals are adequate. To this end, we will continue to survey 

beneficiaries, conduct physician focus groups, track physician and practitioner participation in 

Medicare, and examine changes in volume and quality of ambulatory care. If, through these 

analyses, we determine that a future increase in fee-schedule rates is needed to ensure 

beneficiary access to care, then the Commission would submit such a recommendation to the 

Congress. Enacting our recommendation would eliminate the SGR and would alter the trajectory 

of fee-schedule spending in Medicare’s baseline. Therefore, future fee increases relative to this 

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

Our recommendation for repealing the SGR carries a high budgetary cost. The Congress, of 

course, may seek offsets for repealing the SGR inside or outside of the Medicare program. 

Because MedPAC was established to advise the Congress on Medicare policies, we are offering 

a set of savings options that are limited to the Medicare program. We do not necessarily 
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recommend that the Congress offset the repeal of the SGR entirely through Medicare. The steep 

price of this effort, and the constraint that we imposed on ourselves to offset it within Medicare, 

compels difficult choices, including fee-schedule reductions and offsets that we might not 

otherwise support. 

The Commission is also proposing refinements to the accuracy of Medicare’s physician fee 

schedule through targeted data collection and reducing payments for overpriced services. Even 

with improvements to the fee schedule’s pricing, moreover, Medicare must implement payment 

policies that shift providers away from fee-for-service (FFS) and toward delivery models that 

reward improvements in quality, efficiency, and care coordination, particularly for chronic 

conditions. The Commission is also recommending incentives in Medicare’s accountable care 

organization (ACO) program to accelerate this shift because new payment models—distinct from 

FFS and the SGR—have greater potential to slow volume growth while also improving care 

quality. Similarly, incentives for physicians and health professionals to participate in the newly 

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

Respectfully, we submit the recommendations described below. Several of them are interrelated. 

Our willingness to recommend difficult measures underscores the urgency we attach to repealing 

the SGR. The cost of repealing the SGR, as well as the cost of any short-term reprieves, will only 

increase. Meanwhile, the opportunities for offsetting that cost by reducing Medicare 

expenditures will only shrink if Medicare savings are used for other purposes (such as, to help 

finance coverage for the currently uninsured or for deficit reduction). Our concern is that 

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

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

Repealing the SGR formula ultimately severs the link between future payment updates and 

cumulative expenditures for services provided by physicians and other health professionals. In 

place of the SGR, the Commission proposes a 10-year path of legislated updates (Figure 1). This 

path is consistent with the principles of an affordable repeal of the SGR, continued annual 

growth in Medicare spending for physician services, and maintaining access to care. For primary 

care, which we define more specifically later in this section, the Commission recommends that 
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payments rates be frozen at their current levels. For all other services, there would be reductions 

in the fee schedule’s conversion factor in each of the first three years, and then a freeze in the 

conversion factor for the subsequent seven years.1 While there would be decreases in payment 

rates for most services, projected growth in the volume of services—due to increases in both 

beneficiary enrollment in Medicare and per beneficiary service use—would lead to continued 

annual increases in total Medicare expenditures for fee-schedule services. We describe previous 

spending trends in Appendix Figure A-1. 

 
 

The rationale for exempting primary care from fee-schedule cuts comes from recent research 

suggesting that the greatest threat to access over the next decade is concentrated in primary care 

services.2 In both patient surveys and physician surveys, access to primary care providers is more 

                                                 
1Alternative update paths with the same approximate cost are possible. For example, fees for non-primary care 
services could receive smaller reductions over more years. Under this alternative, however, by year 10, the 
conversion factor for non-primary care services would be lower than that proposed in Figure 1. 
 
2Medicare Payment Advisory Commission. 2011. Report to the Congress: Medicare payment policy. Washington, 
DC: MedPAC; Friedberg, M. et al. 2010. Primary care: A critical review of the evidence on quality and costs of 
health care. Health Affairs 29, no. 5 (May): 766-772; Vaughn, B. et al. 2010. Can we close the income and wealth 
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problematic than access to specialists. These findings hold for both Medicare and privately 

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

One example of this research comes from MedPAC’s annual patient survey that we use to obtain 

the most timely data possible for analyzing access to physician services. This survey interviews 

Medicare beneficiaries age 65 and over and privately insured individuals age 50 to 64. (For more 

details on the survey’s methodology, please see Chapter 4 our March 2011 Report to the 

Congress.) Results from this annual survey consistently find that both Medicare beneficiaries and 

privately insured individuals are more likely to report problems finding a new primary care 

physician compared with finding a new specialist (Appendix Table A-2). For instance, in 2010, 

although only 7 percent of beneficiaries reported looking for a new primary care physician in the 

past year, among those looking, 79 percent stated that they experienced no problems finding one. 

In contrast 87 percent of the beneficiaries who were looking for a new specialist reported that 

they had no problems finding one. Among privately insured individuals looking for a new 

primary care physician, 69 percent reported no problems finding one compared with 82 percent 

of those looking for a new specialist.  

Consistent with this patient survey, physician surveys have also found that primary care 

physicians are less likely than specialists to accept new patients. Again, this discrepancy holds 

for both Medicare and privately insured patients. For example, the 2008 National Ambulatory 

Medical Care Survey finds that 83 percent of primary care physicians accept new Medicare 

patients, compared with 95 percent of specialists (Appendix Table A-3). Acceptance rates are 

lower for patients with other insurance as well. Specifically, 76 percent of primary care 

physicians accepted new patients with private (non-capitated) insurance compared with 81 

percent of specialists. In a 2008 survey conducted by the Center for Studying Health System 

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

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

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

Exempting primary care from the reductions would mean that Medicare payments for those 

services would not be based entirely on resource-based relative values. Although resources used 

to furnish a service (e.g., the time and intensity of effort or practice expenses incurred) are 

appropriately considered in establishing the fee schedule, other considerations may also be 

important, including ensuring access or recognizing the value of the services in terms of 

improving health outcomes or avoiding more costly services in the future. Market prices for 

goods and services outside health care often reflect such factors. The Congress has demonstrated 

precedent for this approach in the Medicare fee schedule, such as through the primary care and 

general surgery bonuses included in the Patient Protection and Affordable Care Act of 2010 

(PPACA), as well as floors established for work and practice expense values and bonuses for 

services provided in health professional services shortage areas. 

Regarding the proposed updates included in our recommendation to repeal the SGR, we specify 

a definition of primary care that focuses on protecting the practitioners and services which make 

up the core of primary care. The Commission limits the primary care update path to physicians 

and other health professionals who meet both of the following criteria: 

 Practitioner specialty designation: Physicians who—when enrolling to bill Medicare—

designated their specialty as geriatrics, internal medicine, family medicine, or pediatrics. 

Eligible practitioners would also include nurse practitioners, clinical nurse specialists, 

and physician assistants. 

 Practice focused on primary care: Physicians and practitioners who have annual allowed 

Medicare charges for selected primary care services equal to at least 60 percent of their 

total allowed charges for fee-schedule services. Primary care services used to determine 

eligibility are: office visits, home visits, and visits to patients in nursing facilities, 

domiciliaries, and rest homes.  

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

when provided by eligible primary care practitioners: office visits, home visits, and visits to 
                                                 
3Boukus, E. et al. 2009. A snapshot of U.S. physicians: Key findings from the 2008 Health Tracking Physician 
Survey. Data bulletin no. 35. Washington, DC: HSC. 
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patients in hospitals, nursing facilities, domiciliaries, and rest homes.4 MedPAC analysis of 

claims data finds that under these specifications, about 9 percent of fee-schedule spending would 

be protected from fee reductions each year. For eligible primary care practitioners, these 

protected services typically account for the vast majority of their Medicare billing. Payment rates 

for other services—such as laceration repairs and endoscopies—furnished by all fee-schedule 

providers, including primary care practitioners, would be subject to the fee reductions in the first 

three years.5  

 

Primary care Other services Annual
payments
(billion)Year

Payment rate
change

Conversion
factor

Payment rate
change

Conversion
factor

Y1 0.0% $33.98 5.9% $31.99 $64
Y2 0.0 33.98 5.9 30.11 66
Y3 0.0 33.98 5.9 28.34 68
Y4 0.0 33.98 0.0 28.34 75
Y5 0.0 33.98 0.0 28.34 83
Y6 0.0 33.98 0.0 28.34 91
Y7 0.0 33.98 0.0 28.34 98
Y8 0.0 33.98 0.0 28.34 106
Y9 0.0 33.98 0.0 28.34 113
Y10 0.0 33.98 0.0 28.34 121

 
Note: The current (2011) conversion factor is $33.98. 
Source: MedPAC analysis of Part B fee-for-service spending per beneficiary, enrollment growth, and growth in the volume of fee-
schedule services per beneficiary 2004-2009.

 
Medicare fees for non-primary care services would be reduced by 5.9 percent each year for 3 

years (Table 1). We arrive at this path after satisfying two requirements: protecting core primary 

care services that are furnished by primary care providers from payment reductions, and 
                                                 
4Expanded definitions of primary care are possible. For example, the range of specialties could be expanded. 
However, protecting more services from the fee reduction will result in either a higher cost (and the need for more 
offsets) or a deeper fee reduction for the non-primary care services. Alternative definitions of protected services are 
also possible, such as using the number of unique diagnosis codes that a provider sees over the course of a year to 
distinguish between highly specialized providers and those that provide a more comprehensive range of care. 
5The freeze on payment rates for primary care could be implemented either with a separate conversion factor, or 
with a claims-based payment modifier. If the freeze is implemented with a claims-based payment modifier, a single, 
reduced conversion factor would apply to all services; but, for eligible primary care services, the payment modifier 
would increase the fee and effectively reverse the conversion factor reduction.  
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achieving a total estimated 10-year cost that is no more than $200 billion. If the update paths 

depicted in Figure 1 were implemented in 2012, the conversion factor for non-primary care 

would decrease over a period of three years from the current level of $33.98 to about $28.34. It 

would then stay at that level for the remaining seven years of the budget window. By contrast, 

under current law, the conversion factor would be $24.27 at the end of the budget window. 

Taking into account the increase in the number of Medicare beneficiaries over the next 10 years 

and growth in the volume of services provided per beneficiary, total practitioner payments from 

Medicare would rise from $64 billion to $121 billion. On a per beneficiary basis, practitioner 

payments would continue to rise at an average rate of 2.2 percent per year. The $200 billion 

estimated cost of this proposed update path accounts for the cost of eliminating the significantly 

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

A freeze in payment levels for primary care is not sufficient to support a robust system of 

primary care. Payment approaches that recognize the benefits of non-face-to-face care 

coordination between visits and among providers may be more appropriate for primary care, 

particularly for patients with chronic conditions. The Centers for Medicare & Medicaid Services 

(CMS) is embarking on several projects to examine the results (patient health and total spending 

outcomes) of monthly per-patient payments to primary care providers for their care coordination 

activities. These include the Comprehensive Primary Care Initiative, the Multipayer Advanced 

Primary Care Initiative, and the Federally Qualified Health Center Advanced Primary Care 

Practice Demonstration. Issues that this work will help to inform include patient involvement in 

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

 
Recommendation 1:  
 
The Congress should repeal the sustainable growth rate (SGR) system and replace it with a 
10-year path of statutory fee-schedule updates. This path is comprised of a freeze in 
current payment levels for primary care and, for all other services, annual payment 
reductions of 5.9 percent for three years, followed by a freeze. The Commission is offering 
a list of options for the Congress to consider if it decides to offset the cost of repealing the 
SGR system within the Medicare program. 
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Collecting data to improve payment accuracy 

In addition to a conversion factor, the physician fee schedule includes relative value units 

(RVUs). These RVUs account for the amount of work required to provide each service, the 

expenses that practitioners incur related to maintaining a practice, and malpractice insurance 

costs. To arrive at the payment amount for a given service, its RVUs are adjusted for variations 

in the input prices in different markets, and then the total of the adjusted RVUs is multiplied by 

the conversion factor. 

The Secretary lacks current, objective data needed to set the fee schedule’s RVUs for practitioner 

work and practice expenses.6 The fee schedule’s time estimates are an example. The RVUs for 

practitioner work are largely a function of estimates of the time it takes a practitioner to perform 

each service. However, research for CMS and for the Assistant Secretary for Planning and 

Evaluation of the Department of Health and Human Services has shown that the time estimates 

are likely too high for some services. In addition, anecdotal evidence and the experience of 

clinicians on the Commission suggest problems with the accuracy of the time estimates. 

Furthermore, under CMS’s recent potentially misvalued services initiative, time estimates for a 

number of services have been revised downward after consultation with the Relative Value Scale 

Update Committee (RUC). These revisions suggest that current time estimates—which rely 

primarily on surveys conducted by physician specialty societies that have a financial stake in the 

process—are subject to bias. 

Reliable, objective data are also needed for the fee schedule’s practice expense RVUs. CMS’s 

methodology for determining these RVUs relies on various types of data: time estimates for 

clinical employees who work in practitioners’ offices, prices for equipment and supplies used in 

practitioners’ offices, and total practice costs for each physician specialty. The Commission 

questions the accuracy and timeliness of these data.7 

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

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

                                                 
6Medicare Payment Advisory Commission. 2011. Report to the Congress: Medicare and the health care delivery 
system. Washington, DC: MedPAC. 
7Medicare Payment Advisory Commission. 2011. Report to the Congress: Medicare and the health care delivery 
system. Washington, DC: MedPAC. 
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would be costly, too, and they are subject to bias. And mandatory data reporting—analogous to 

the cost reports submitted by institutional providers—would raise issues of administrative burden 

on practitioners. 

Instead of these approaches, the Secretary could collect data on a recurring basis from a cohort of 

practitioner offices and other settings where practitioners work. Participating practices and other 

settings could be recruited through a process that would require participation in data reporting 

among those selected. The cohort would consist of practices with a range of specialties, 

practitioner types, patient populations, and furnished services. Further, the cohort should consist 

of practices with features that make them efficient (e.g., economies of scale, reorganized delivery 

systems). If necessary, practices could be paid to participate. The Commission is working with 

contractors to assess the potential of using electronic health records, patient scheduling systems, 

cost accounting, and other systems as sources of data in physician practices and integrated 

delivery systems. 

 
Recommendation 2:  
 
The Congress should direct the Secretary to regularly collect data—including service 
volume and work time—to establish more accurate work and practice expense values. To 
help assess whether Medicare’s fees are adequate for efficient care delivery, the data 
should be collected from a cohort of efficient practices rather than a sample of all practices. 
The initial round of data collection should be completed within three years. 
 
 
 
Identifying overpriced services 

Moving forward from the SGR could also include a change in the process for identifying 

overpriced services in the physician fee schedule. The current process for identifying potentially 

misvalued services is time consuming, occurring over several years. In addition, the process has 

inherent conflicts. The process relies on surveys conducted by physician specialty societies. 

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

To accelerate the review process, the Secretary should be directed to analyze the data collected 

under recommendation 2, identify overpriced services, and adjust the RVUs of those services. 

Further, the Congress should direct the Secretary to achieve an annual numeric goal equivalent to 
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a percentage of fee-schedule spending. This would be a goal for reducing the RVUs of 

overpriced services. These adjustments should be implemented in a budget neutral manner. 

Therefore, while payments could decrease considerably for any given overpriced service, they 

would increase slightly for all other services.  

As mentioned earlier, the RUC and CMS have started a potentially misvalued services initiative, 

and there is some evidence that this effort has drawn attention to inaccurate pricing. As an 

example, for fee schedule payments in 2011, CMS received work RVU recommendations from 

the RUC for 291 billing codes and made decisions after considering all of those 

recommendations.8 In some cases, comprehensive billing codes were established that bundled 

component services, thereby recognizing that efficiencies can arise when multiple services are 

furnished during a single patient encounter. Other recommendations did not include a change in 

billing codes. Instead, the RUC had addressed the question of whether current RVUs are too high 

or too low for certain services because of a change in technology or other factors. The net effect 

of the increases and decreases in work RVUs—had the changes not been budget neutral, as 

required by statute—would have been a reduction in spending under the fee schedule of 0.4 

percent. Previously, the net effects of work RVU changes had been smaller: 0.1 percent per year 

in both 2009 and 2010. 

The American Medical Association’s (AMA’s) position is that the process for identifying 

potentially misvalued services has been broader in scope than that suggested by these budget 

neutrality adjustments.9 The AMA reports that in addition to about $400 million that was 

redistributed for 2011 due to changes in work RVUs, another $40 million was redistributed due 

to changes in the RVUs for professional liability insurance, and $565 million was redistributed 

due to changes in practice expense RVUs. 

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

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

                                                 
8Centers for Medicare and Medicaid Services, Department of Health and Human Services. 2010. Medicare program; 
payment policies under the physician fee schedule and other revisions to Part B for CY 2011. Final rule. Federal 
Register 75, no. 228 (November 29): 73169-73860. 
9American Medical Association. undated. The RUC Relativity Assessment Workgroup Progress Report. 
http://www.ama-assn.org/resources/doc/rbrvs/five-year-progress.pdf. 
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payment accuracy. For example, such a goal should focus the effort on high-expenditure services, 

thereby making a time-consuming and resource-intensive review process more efficient. In 

addition, collecting objective data to improve payment accuracy—the data collection addressed by 

recommendation 2—will make the process more effective. As to the level of the numeric goal, 

judgment is required. If the AMA’s estimates are accurate, RVU changes for 2011 led to a 

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

 
Recommendation 3:  
 
The Congress should direct the Secretary to identify overpriced fee-schedule services and 
reduce their relative value units (RVUs) accordingly. To fulfill this requirement, the 
Secretary could use the data collected under the process in recommendation 2. These 
reductions should be budget neutral within the fee schedule. Starting in 2015, the Congress 
should specify that the RVU reductions achieve an annual numeric goal—for each of five 
consecutive years—of at least 1.0 percent of fee-schedule spending. 
 
 
 
Accelerate delivery system changes to emphasize accountability and 
value over volume 
 
Even with more accurate RVU assignments, the FFS payment system inherently encourages 

volume over quality and efficiency. Indeed, rapid volume growth in the last decade is due, in 

large part, to the underlying volume incentives in FFS reimbursement. New payment models, 

such as the ACO program and new bundled payment initiatives, present an opportunity to correct 

some of the undesirable incentives in FFS and reward providers who are doing their part to 

control costs and improve quality. 

Repealing the SGR provides an opportunity for Medicare to implement policies that encourage 

physicians and other health professionals to move toward delivery models with better 

accountability for quality and value. With this shift, we should see a greater focus on population 

health and care coordination—thereby improving patient experience and aligning incentives for 

beneficiaries to become more engaged with their own care management. Through the ACO 

program and bundled payment approaches, Medicare is taking important steps in this direction—

embarking on new payment models that can encourage providers to work together across sectors 

to maximize quality and efficiency. 
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Within the ACO program, incentives for these improvements are strongest for ACOs which bear 

financial risk, often called two-sided risk ACOs. These ACOs are eligible for both rewards and 

penalties based on their performance on quality and spending measures. In contrast, bonus-only 

ACOs are not subject to performance-based penalties. Therefore, the Commission recommends 

aligning policies related to Medicare’s fee schedule with incentives for physicians and health 

professionals to join or lead two-sided risk ACOs.  

Specifically, the Commission recommends that physicians and health professionals who join or 

lead two-sided risk ACOs should be afforded a greater opportunity for shared savings compared 

to those in bonus-only ACOs and those who do not join any ACO.  The greater opportunity for 

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

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

More precisely, assuming the initial reduction in fee-schedule rates outlined in our first 

recommendation, the Commission recommends that the spending benchmarks for assessing the 

performance of two-sided risk ACOs be calculated using a freeze in fee-schedule rates, rather 

than the actual fee reductions. Under this circumstance, two-sided risk ACOs would have a 

greater opportunity to produce spending that is below their benchmark, and thus be more likely 

to enjoy shared-savings payments from Medicare.10 

This recommendation might increase the willingness of physicians and other health professionals 

to join or lead two-sided risk ACOs. In doing so, it would accelerate delivery system reform 

toward models with greater accountability for health care quality and spending. As ACO models 

develop and make strides in improving quality and efficiency, the volume-based FFS 

environment should be made increasingly less attractive for Medicare providers. Accordingly, 

the advantage offered to the two-sided risk ACOs would increase in the second and third year 

that the fee-schedule reductions are in place.  

                                                 
10One issue to examine under this policy would be to monitor the effect of differential payments for services 
provided by ACO and non-ACO providers. The differential shared savings opportunities are intended to hasten 
improvements in our delivery system and shift payments away from FFS. The incentives should be revisited as 
enrollment increases to ensure that ACOs are having the desired effect of encouraging more organized care delivery 
and lowering overall spending growth. 
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Final regulations on the ACO program are not yet completed. Therefore, it is difficult to 

determine the effects of this recommendation, relative to current law. Theoretically, by offering 

providers a greater opportunity to share in Medicare savings, the Commission’s recommendation 

could reduce total Medicare savings. However, more importantly, if more providers decided to 

join two-sided risk ACOs as a result of greater shared savings opportunities in this 

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

 
Recommendation 4: 
 
Under the 10-year update path specified in recommendation 1, the Congress should direct the 
Secretary to increase the shared savings opportunity for physicians and health professionals 
who join or lead two-sided risk accountable care organizations (ACOs). The Secretary should 
compute spending benchmarks for these ACOs using 2011 fee-schedule rates. 
 
 
 
The Secretary could also consider developing analogous pricing incentives in Medicare’s new 

bundled payment initiatives. That is, in the context of fee-reductions, bundled pricing would assume 

a rate freeze across all fee-schedule services. In testing this approach for improvements in quality 

and efficiency, the Secretary could, at the same time, assess the effect that bundled payments have 

on growth in the total number of episodes. 

 
 
Offsetting the cost of the SGR package 
 
The Commission describes a budget-neutral package for repealing the SGR, offsetting the cost 

within the Medicare program (Appendix Table A-4). Under current law, the SGR calls for a very 

large fee reduction (30 percent on January 1, 2012) and the budget score associated with 

repealing the SGR has grown exponentially. Given the high cost of repealing the SGR and the 

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

The list of options offered by the Commission spreads the cost of repealing the SGR across 

physicians and other practitioners, as well as other providers and Medicare beneficiaries. Under 

the Commission’s approach, physicians and other practitioners who provide non-primary care 

services will experience a series of Medicare fee reductions, followed by a freeze in payment 
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rates.  Primary care physicians and other primary care practitioners would experience a freeze in 

rates for the primary care services they provide.  Through these reductions and freezes, 

physicians and other health professionals are shouldering a large part of the cost of repealing the 

SGR.  The cost of repealing the SGR and replacing it with a complete freeze in fee-schedule 

payment rates would be approximately $300 billion over ten years, but the Commission’s 

approach would cost approximately $200 billion, with most physicians and practitioners 

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

To offset this $200 billion in higher Medicare spending relative to current law (which applies the 

SGR fee cuts), the Congress may seek offsets inside or outside of the Medicare program. 

Because MedPAC was established to advise the Congress on Medicare policies, we are offering 

a set of savings options that are limited to the Medicare program. We do not necessarily 

recommend that the Congress offset the repeal of the SGR entirely through Medicare. Also, we 

offer this set of options with the express purpose of assisting the Congress in evaluating ways to 

repeal the SGR. The steep price of this effort, and the constraint that we are under to offset it 

within Medicare, compels difficult choices, including fee-schedule payment reductions and 

offsets that we might not otherwise support. 

The offset options listed in Appendix Table A-4 would spread the impact of the reductions 

across other providers and Medicare beneficiaries. They are grouped in two categories. Those in 

Tier I— about $50 billion— are MedPAC recommendations not yet enacted by the Congress. 

Those in Tier II—about $168 billion—are informed by analyses done by MedPAC, other 

commissions, and government agencies. Several of the options in Tier II are designed to make 

changes to Medicare payments to encourage the use of more cost effective care. The estimates of 

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

The Commission has not voted on each individual item in the Tier II list, and their inclusion 

should not be construed as a recommendation. Tier II does not include all of the proposals that 

have been offered for reducing long-term Medicare spending—e.g., increasing the age of 

eligibility, or requiring higher contributions from beneficiaries with higher-than-average 

incomes, or premium support. The exclusion of such policies should not be construed as a 
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AAGR
AAKP
AAN
ACCF
ACH
ACO
ADE
AHRQ
ALOS
AMA  American Medical Association

AMI  acute myocardial infarction

APC
ARRA

ASC
ASPE
AST
AV  arteriovenous

BBA
BLS
BMI
CAH
CAHPS®

and Systems

CAHPS®–MA

CARE

CBO
CBSA
CC
CCP
CDC
CEO
CHC
CHIP
CMG
CMI
CMS
COP
COPD
CPI–U
CPT

Acronyms

CT
CY  calendar year

DCI
DME
DOPPS
DRG
DSH
E&M
EBITDA

ED
EGHP
EHR
eRx
ESA
ESRD
FDA
FFS
FIMTM TM

FY  fiscal year

g/dL
GAO
GDP
GDR
GI
H–CAHPS®

Providers and Systems

HCPCS
HEDIS®

Set

HFMA
HHA
HHS
HI
HMO
HOS
HPSA
HRET
HSC
HUD
HWH
ICL
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NIDDK

NIH
NORC
NQF
NSAS
NTA
OASIS
OBQM
OECD

OIG
OOP
OPD
OPPS
OR
PAC
PB
PDE
PDP
PE
PET
PFFS
PFS
PHC4

PLI
PPACA

PPO
PPS
PQRS
PSI
QIP
RDS
RN
RUC
RUG
RVU  relative value unit

SCH
SGR
SMI

SNF
SNP

ICU  intensive care unit

IOL  intraocular lens

IOM  Institute of Medicine

IPPS
IPS
IQI
IRF
IRF–PAI 

Assessment Instrument

IV  intravenous

KFF
LIS
LTCH
MA
MACIE

Elderly

MACPAC

MA–PD 
MCC
MDH
MedPAC
MedPAR
MEI
MGMA
MIPPA

MMSEA

MRI
MSA
MS–DRG
MS–LTC–DRG

MTMP
N/A 
N/A 
NALTH
NCHS
NCQA
NCSL
NDC
NFP
NHPCO
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URR  urea reduction ratio

U.S. United States

USRDS
VBP
VTE

SSI
SSI
SSO
TEFRA
TEP
TMA





More about MedPAC
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Commission members

Glenn M. Hackbarth, J.D., chairman

Robert Berenson, M.D., F.A.C.P., vice chairman
Urban Institute

Term expires April 2014

Peter W. Butler, M.H.S.A.
Rush University

Michael Chernew, Ph.D.
Harvard Medical School

Bill Gradison, M.B.A.
Fuqua School of Business, Duke University

William J. Hall, M.D., M.A.C.P.
University of Rochester School of Medicine 

George N. Miller, Jr., M.H.S.A.
Okmulgee Memorial Hospital

Term expires April 2012

Mitra Behroozi, J.D.
1199SEIU Benefit and Pension Funds

Robert Berenson, M.D., F.A.C.P.

Karen R. Borman, M.D., F.A.C.S.
Abington Memorial Hospital

Ronald D. Castellanos, M.D.
Southwest Florida Urologic Associates

Glenn M. Hackbarth, J.D.

Bruce Stuart, Ph.D.
The Peter Lamy Center on Drug Therapy 
and Aging at the University of Maryland 
Baltimore

Term expires April 2013

Scott Armstrong, M.B.A., 
F.A.C.H.E.
Group Health Cooperative
Seattle, WA

Katherine Baicker, Ph.D.
Harvard School of Public Health

Thomas M. Dean, M.D.
Horizon Health Care, Inc.

Herb Kuhn
Missouri Hospital Association

Mary Naylor, Ph.D., R.N., 
F.A.A.N.
University of Pennsylvania, School of 
Nursing

Cori Uccello, F.S.A., M.A.A.A., 
M.P.P.
American Academy of Actuaries
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Commissioners’ biographies

Scott Armstrong, M.B.A., F.A.C.H.E.,

Katherine Baicker, Ph.D.,

Mitra Behroozi, J.D.,

Robert A. Berenson, M.D., F.A.C.P.,

Medicare Payment Policy and 
the Shaping of U.S. Health Care

Karen R. Borman, M.D., F.A.C.S., is senior associate 
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American Journal of Managed Care and is a senior 
associate editor of Health Services Research

University of Pennsylvania and a doctorate in economics 

Thomas M. Dean, M.D., 

Bill Gradison, Jr., M.B.A., D.C.S.,

Peter W. Butler, M.H.S.A.,

Ronald D. Castellanos, M.D.,

Michael Chernew, Ph.D.,
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George N. Miller, Jr., M.H.S.A.,

Mary Naylor, Ph.D., R.N., F.A.A.N.,

Bruce Stuart, Ph.D.,

Glenn M. Hackbarth, J.D., M.A.,

William J. Hall, M.D., M.A.C.P.,

Herb B. Kuhn
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Cori E. Uccello, F.S.A., M.A.A.A., M.P.P., 
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Commission staff

Mark E. Miller, Ph.D.
Executive director

James E. Mathews, Ph.D.
Deputy director

Analytic staff

Research assistants

Assistant director

Communications and policy assistant

Administrative staff

  Executive officer

Staff consultants
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