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News Bulletin: Update- Senate Votes to Rescind Medicare Physician Payment Cut

For the past several years (2003 through 2009),
Congress has intervened each year to postpone
threatened cuts to the Medicare Physician Fee Schedule.
In 2010, however, Congress has, as of yet, failed to
suspend the imminent -21.3% payment cut for the
typical year, instead putting off the cut it for a period of
one to three months since the first intervention in
November 2009. But as of May 20, 2010, Congress will
consider legislation that would intervene to stop the
scheduled cut through 2011.

Overview of the Sustainable Growth Rate Formula

The Sustainable Growth Rate (SGR) method replaced
the Medicare Volume Performance Standard (MVPS)
provision in 1997 to provide annual target updates to the
physician fee schedule for Medicare Part B. The SGR
formula is designed to control aggregate growth in
Medicare expenditures by raising or lowering the
proposed payment target to reflect actual cumulative
expenditures." The calculation of SGR relies upon four
factors, according to the Centers for Medicare &
Medicaid Services (CMS):

(1) “The estimated percentage change in fees for
physicians’ services,

(2) The estimated percentage change in the
average number of Medicare fee-for-service
beneficiaries;

(3) The estimated 10-year average annual
percentage change in real GDP per capita;
and,

(4) The estimated percentage change in
expenditures due to changes in law or
regulations. 2

The purpose of instituting the SGR formula was two-
fold: (1) to ensure patient access to physician services;
and, (2) to predictably control federal spending on
Medicare part B.® Since its enactment, actual Medicare
expenditures remained below target expenditures
through 2001. However, every year since 2002, actual
expenditures have exceeded target expenditures, with a
65 percent increase in per-beneficiary expenditures on
Medicare services between 1997 and 2005.* Despite this,
Congressional action to suspend the impending cuts to
payments for physician services every year since 2003
has resulted in a widening gap between the cumulative
spending and cumulative target each year the proposed
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cuts were overridden.” Table I, below, illustrates the
proposed and actual physician fee schedule conversion
factor (CF) updates for the years 1997 through 20009.

Table 1. Proposed and Actual Annual updates to the
physician fee schedule conversion factor, 1997-2009°

Year CF Update
1997 0.6%
1998 2.3%
1999 2.3%
2000 5.5%
2001 5.0%
2002 -4.8%
2003 1.7%
2004 1.5%
2005 1.5%
2006 0.2%
2007 0.0%
2008 0.5%
2009 1.1%

According to estimates by the CBO, under the current
SGR mechanism, the cumulative gap between target and
actual expenditures will continue to grow, perhaps
increasing to a peak deficit of approximately 40 percent,
until 2014, when it is predicted that actual spending will
dip below target levels once again.’

Current Congressional Status Regarding the SGR: “Fix”
or “Repeal”

The recently enacted health reform bills did not include
language to permanently repeal or change the SGR
formula. However, on November 19, 2009, the U.S.
House of Representatives passed a bill by a vote of 243
to 183, which would permanently repeal the SGR,
replacing it with a framework that would update the
Medicare physician payment schedule by GDP + 2 for
evaluation and management services, and GDP + 1 for
other services.? In anticipation of the Senate vote on this
legislation, Congress has temporarily postponed the
2010 cut, originally set to come into effect on January
31, 2010. Upon reconvening on April 12, 2010, the
Senate decided to temporarily fix the planned 21.3
percent Medicare physician fee cut by delaying
implementing the SGR formula until June 1, 2010.°

On May 20, 2010, text of the “American Jobs and
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Closing Tax Loopholes Act of 2010” was introduced to
Congress. On May 28, 2010, the House of
Representatives chose to separate the text regarding the
postponement of the Medicare physician payment cut
from the remainder of the bill text and subsequently
approved the physician payment legislation by a vote of
245 to 171. While this bill will not repeal the SGR, it
would delay the scheduled June 1 cut to physician
payment rates under Medicare until 2012, providing a
2.2% increase to rates from June 1 to December 31,
2010, a 1% increase for 2011, with the rate for 2012 to
be, once again, determined depending on a targeted
growth rate.*

To avoid disruption in the delivery of health care
services to beneficiaries and payment of claims for
physicians, on May 27, CMS directed its contractors to
hold claims for services paid under the MPFS for the
first 10 business days of June (i.e., through June 14,
2010)."* This hold only applies to MPFS claims with
dates of service of June 1, 2010, and later. With the
expectation of Congressional action in the near future,
CMS directed its contractors to continue to hold June 1
and later claims through Thursday, June 17, and planned
to lift the hold on Friday, June 18.*

On Wednesday, June 16, the proposed nineteen month
fee fix was reduced to seven months in an attempt to
gain the 60 percent supermajority needed to pass the
legislation. However, even after shaving off twelve
months, the “test vote” on the measure failed to pass,
with every Republican and twelve Democrats voting
against the bill, in a 52-45 vote.”® Forced to restart the
process, Democrats gave doctors even shorter relief
from the impending one-fifth Medicare cuts in their
payments, by giving doctors only a 6 month reprieve in
the looming cuts, and only increasing the physician
reimbursement rate by 2.2% through November.**

However, Thursday night, the Senate was unable to pass
legislation that would have prevented the 21.3 percent
cut in physician reimbursement rates until November,
garnering only 56 of the 60 votes needed, despite scaling
back the original provision from 19 months to 6 months
in order to reduce the overall cost of the bill."®
Additionally, physicians will not be receiving the 2.2
percent increase to Medicare physician payment for
claims with dates of service of from June 1 through Nov.
30, a provision also called for in the bill.*® The Senate is
not expected to hold further votes this week, and the
steep cut in Medicare rates is scheduled to take effect
Friday."’

Updated

Moments ago, the Senate reached a deal and passed a
short-term six month physician pay cut, blocking the 21
percent reimbursement cut scheduled to go into effect
today.™® This update comes after failing on Thursday to
pass the larger H.R. 4213, which not only would have
provided the physician payment relief, but also included
provisions to extend tax and jobless benefits.*® Now that
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the measure has been approved by the Senate, it will also
need to be considered by the House. The House will be
unable to consider the measure before Monday,
however, as they have already broken for the weekend.
However, the House is expected to pass the bill, as, in
May, approved a previous version of the bill that stayed
the physician fee cuts until 2012. Once passed by the
House, this measure will block the expected 21.3 percent
cut to Medicare physician payments, as well as provide
the expected 2.2 percent increase for claims dated from
June 1 to November 30.%
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HEALTH CAPITAL CONSULTANTS
(HCC) is an established, nationally
recognized healthcare financial
and economic consulting firm
headquartered in St. Louis,
Missouri, with regional personnel
nationwide. Founded in 1993,
HCC has served clients in over 45
states, in providing services
including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCCOs accr e
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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participated in the evaluation and negotiation of managed care contracts,
performed valuations of a wide array of healthcare entities; participated in
numerous litigation support engagements; created pro-forma financials; written
business plans and feasibility analyses; conducted comprehensive industry research; completed due
diligence analysis; overseen the selection process for vendors, contractors, and architects; and,
developed project financing.

Mr. Zigrang holds a Masters in Business Administration and a Master of Science in Health
Administration from the University of Missouri at Columbia. He holds the Certified Healthcare
Executive (CHE) designation from, and is a Diplomat of, the American College of Healthcare
Executives and a member of the Healthcare Financial Management Association.

Anne P. Sharamitaro, Esq., Vice President. Ms. Sharamitaro focuses on the areas
of Certificate of Need (CON); regulatory compliance, managed care, and antitrust
consulting. Ms. Sharamitaro was admitted to the Missouri after graduating with
J.D. and Health Law Certificate from St. Louis University School of Law. At St.
Louis University, served as an editor and staff member of the Journal of Health
Law, published by the American Health Lawyers Association. She has presented
healthcare industry related research papers before Physician Hospitals of America
(f/k/a American Surgical Hospital Association) and the National
Association of Certified Valuation Analysts.

Rachel L. Seiler, MPH, is a Senior Research Associate at Health Capital
Consultants (HCC). Ms. Seiler holds a Masters in Public Health at Saint Louis
University. At HCC, Ms. Seiler serves as a Sr. Project Manager for consulting
services providing research for financial and economic analyses related to
provider, physician, and executive compensation; valuation of healthcare
enterprises, assets and services; healthcare industry trends and medical specialty
trends; market demographics and competition; and, various regulatory,
reimbursement and technology topics related to health policy and economic trends
regarding a wide and diverse array of healthcare industry topics. Ms. Seiler was co-author of the
study entitled “ Ma r k e t | mpact of Spec iPafitabilty ofGensr@ Shvra
Term Acut e C gublshedHmtls: Winter200& edition of the Journal of Health Care
Finance, and defended it at a poster presentation at Academy Health in Chicago.
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