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“Doc-Fix” Appears Doomed: SGR Saga Continues

With eleven days remaining until the current payment
freeze expires, the outcome of Congress’s annual “doc-
fix”” remains uncertain, and the looming 27.4 percent cut
to Medicare reimbursement may now be inevitable.
With the Senate and House on the cusp of holiday
recess, as well as the House’s vote to re-open
negotiations, effectively rejecting on the Senate version
of the “doc-fix” bill, Congress may be unable to delay
the physician Medicare reimbursement cuts required by
the Sustainable Growth Rate (SGR) formula. The
current physician Medicare reimbursement rate avoided
a similar 25 percent cut in 2011, as a result of the
Medicare and Medicaid Extenders Act of 2010. The
payment freeze implemented by the act was passed 409-
2 in the House and unanimously in the Senate.? The
solutions against the 2012 cuts suggested by the House
and Senate have not experienced such undisputed
support.

On December 13, the House approved H.R. 3630 “The
Middle Class Tax Relief and Job Creation Act of 2011,”
a spending bill that primarily extends payroll tax cuts
and unemployment insurance, and also includes a
provision to delay the reduction of the 2012 Medicare
Physician Fee Schedule (MPFS) called for by the SGR.?
The House bill proposed to postpone the 2012
reimbursement cuts for two years, and instead
implemented a one percent positive update to Medicare
physician payments in 2012 and 2013.* The House bill
funded this delay in MPFS cuts through changes to other
health care policies, including a reduction in spending
for the Affordable Care Act Prevention and Public
Health Fund, and increasing Medicare premiums for the
wealthiest beneficiaries.”

During a rare Saturday session, on December 17, the
Senate passed H.R. 3630 “Temporary Payroll Tax Cut
Continuation Act of 2011,” significantly changing the
House version of the bill by providing a mere two-
month reprieve from the mandated SGR cut.® Under the
Senate amended bill, which passed by a vote of 89-10,
the Medicare payment cuts would again be poised to go
into effect on March 1, 2012."

The House was scheduled to review the Senate bill on
December 19 and 20, but a standoff seems inevitable:
House leaders say they intend to defeat the Senate bhill,
while Senate leaders refuse to call Senate members back
from holiday recess.? In a “Meet the Press” interview on
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Sunday, December 18, House Majority Leader, John A.
Boenher (R-OH), expressed the House’s opposition to
the Senate two-month proposal, stating the plan was
“just kicking the can down the road.” House
disapproval of the Senate plan has widened the divide
between Republicans and Democrats, particularly in
light of the tax increase nearly 160 million American
will face without the bill. White House Communications
Director, Dan Pfeiffer, commented on the turmoil:
stating, “The shenanigans of the last 48 hours from the
House GOP leadership are why 43 percent of
Americans think this is the worst Congress in history.”*

If Congress does not come to an agreement postponing
the SGR formula-based MPFS adjustments before the
holiday recess, the negative update will take effect on
January 1, 2012, resulting in a 27.4 percent cut in
Medicare reimbursement payments to physicians.** In
anticipation that a compromise will be reached, the
Centers for Medicare and Medicaid Services (CMS)
announced on December 19, that all claims from 2012
services will be held for the first 10 business days of
2012, from January 1 — 17. CMS further assuaged
provider worries, noting that since electronic claims are
not paid prior to 14 days after submission; the hold will
likely have limited impact of provider cash flow. This is
not the first time CMS has used these tactics to aid
Congress, and their actions suggest that providers should
simply wait and see what Congressional actions are
taken over the next 28 days.*

BRIEF BACKGROUND ON THE SGR DEBATE

Enacted as part of the Balanced Budget Act of 1997, the
SGR was designed to control aggregate growth in
Medicare spending by setting annual spending targets
based on inflation, Medicare enrollment, national gross
domestic product, and regulatory developments.® The
statutory SGR formula mandates yearly adjustments to
the MPFS based on the relationship between actual
spending and targeted spending: if actual spending does
not exceed targets, the physician fee schedule update
would result in increased physician reimbursements for
Medicare services; if actual spending exceeds the
targets, the physician fee schedule update would result
in a reduction in Medicare reimbursements. Spending
has exceeded targets every year since 2002, yet each
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year Congress has overridden the spending cuts called
for by application of the SGR formula leading to
constant debate between policy holders over the correct
action.**

Each time Congress offers legislative relief from
pending SGR reimbursement cuts for Medicare
providers, the fix must be funded by billions in budget
offsets.’> Many commentators have been pushing for a
permanent solution to the SGR formula. On September
15, 2011, The Medicare Payment Advisory Committee
(MedPAC) suggested completely repealing the SGR
resulting in a ten year payment freeze for primary care
providers and a 17 percent reduction in specialist
payments.’® Without a long-term solution the Medicare
program may face significant financial challenges over
the coming years."” For more information on the current
SGR debate see HC Topics Article: The Sustainable
Growth Rate Saga Continues, Volume 4, Issue 10
(October 2011).
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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. HCC’s accredited
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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as President of HEALTH CAPITAL CONSULTANTS (HCC), a nationally
recognized healthcare financial and economic consulting firm headquartered in
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regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
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Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of Chartered
Surveyors); Master Certified Business Appraiser (MCBA - Institute of Business Appraisers);
Accredited Valuation Analyst (AVA — National Association of Certified Valuators and Analysts); and,
Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition Advisors). He
has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, the
author of several books, the latest of which include: “The U.S. Healthcare Certificate of Need
Sourcebook™ [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical
Practice Valuation” [2002 — AICPA], and “A Guide to Consulting Services for Emerging Healthcare
Organizations” [1999 John Wiley and Sons].
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“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.
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Business Appraisers, of which he is a member of the College of Fellows.
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Mr. Zigrang has significant physician integration and financial analysis
experience, and has participated in the development of a physician-owned
multi-specialty MSO and networks involving a wide range of specialties;
physician-owned hospitals, as well as several limited liability companies for
the purpose of acquiring acute care and specialty hospitals, ASCs and other
ancillary facilities; participated in the evaluation and negotiation of managed
care contracts, performed and assisted in the valuation of various healthcare
entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia, and is a Fellow of the American College
of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the
Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its
Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the
Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry
valuation related research papers before the Healthcare Financial Management Association; the
National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast
Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of
America.

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL
CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need
(CON); regulatory compliance, managed care, and antitrust consulting. Ms.
Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law
Certificate from Saint Louis University School of Law, where she served as an
editor for 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 and the National Association of
Certified Valuation Analysts and co-authored chapters in “Healthcare
Organizations: Financial Management Strategies,” published in 2008.
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