Congress Fails to Pass Bill Postponing Medicare Physician Payment Cuts
On October 21, 2009, the Senate failed to move forward
on Senate Bill 1776, the “Medicare Physician Fairness
Act of 2009”,1 which would have avoided cuts in the
Medicare physician fee schedule of 21.2%2 for 2010 and
further cuts between 5.3 and 5.7% for 2011-2014.3
Instead, S.R. 1776 would have provided for a 0% base
change in physician payments for the next 10 years
starting in 2010 and would have eliminated
consideration of the Sustainable Growth Rate (SGR) in
future Medicare fee schedules.4 The Sustainable Growth
Rate formula is a controversial measure stemming from
the Balanced Budget Act of 1997 that adjusts the
Medicare physician payment rate by comparing the
cumulative actual expenditures of covered Part B
Medicare services from 1996 to the current date to a
target expenditure level calculated using the SGR.5
Although other factors are involved, the covered fee
schedules, including the Medicare Part B Physician Fee
Schedule, are then altered to more closely match future
total expenditures to target expenditures for the next
year. 6
Due to increasingly large projected cuts in the annual
update to the Medicare physician fee schedule, a series
of legislative initiatives altered the percentage change in
the SGR conversion factor. For 2004 and 2005, the
Medicare Modernization Act created a minimum update
of 1.5%.7 In 2006, the Deficit Reduction Act resulted in
a change to the conversion factor for the physician fee
schedule of 0.2%, which was followed by a 0% change
in the physician fee schedule update for 2007 under the
Tax Relief and Health Care Act of 2006.8 Most
recently, the Medicare Improvements for Patients and
Providers Act (MIPPA) and the Medicare, Medicaid,
and SCHIP Extension Act set the update at 0.5%, with
MIPPA additionally requiring an update of 1.1% in
2009.9 Each of these updates has statutorily changed the
update to the physician fee schedule without requiring
fundamental changes to the SGR methodology.10 This
has resulted in a large increase in the differential
between actual expenditures and target expenditures,
thereby driving up the amount by which the SGR
formula should be reducing physician payments each
year.11 Medicare payment rates for hospitals are not tied
to the Sustainable Growth Rate formula, and received a
base 2.1% increase for 2010.12
Throughout the recent history of the SGR formula, there
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has been concern that facing reduced reimbursement,
physicians would opt out of the Medicare program,
threatening Medicare beneficiaries’ ability to access care
through a decreasing number of providers.13 Although
this concern has prompted short term changes, the
substantial cost of reforming the SGR system—S.R.
1776 would have cost $247 billion over the next 10
years14—has made legislators hesitant to change it and
continues to impede current legislative proposals.15
Senators Kent Conrad and Chuck Grassley are
reportedly drafting a new bill similar to previous
measures that would update the physician fee schedule
with a 0.5% increase for the next two years at a cost of
$25 billion.16 Although several of the major health care
reform bills being considered by Congress, including the
recently voted on America’s Affordable Health Choices
Act of 2009,17 contain measures to permanently or
temporarily change updates to the physician fee schedule
under the SGR, a separate measure that addresses
payment cuts would reduce the cost of each reform
initiative, making them more appealing to members of
Congress concerned about the expenditures projected for
each bill.18
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