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Continuing rise in health care costs in the United States, the Affordable Care Act (ACA), and a
multitude of other regulations impact providers in 2013. Despite federal spending slowing in the
past 2 years, the Board of Medicare Trustees believes that cost savings are only achievable if health
care providers are able to realize productivity improvements at a quicker pace than experienced
historically. Consequently, the re-engineering of U.S. health care and bridging of the divide
between health and health care have been proposed beyond affordable care.

Thus, the Medicare Payment Advisory Commission (MedPAC) envisions alignment of Medicare
payment systems to eliminate variable rates for the same ambulatory services provided to similar
patients in different settings, such as the physician’s office, hospital outpatient departments (HOPDs),
and ambulatory surgery centers (ASCs). MedPAC believes that if the same service can be safely provided
in different settings, a prudent purchaser should not pay more for that service in one setting than in
another. MedPAC is also concerned that payment variations across settings encourage arrangements
among providers that result in care being provided in high paid settings. MedPAC recommends that
payment rates be based on the resources needed to treat patients in the most efficient setting, adjusting
for differences in patient severity, to the extent the severity differences affect costs.

MedPAC has analyzed the costs of evaluation and management (E&M) services and the differences
between providing them in a HOPD setting compared to a physician office setting, echocardiography
services, and multiple services provided in ASCs and HOPDs. MedPAC has shown that for an
established patient office visit (CPT 99213) provided in a free-standing physician’s office, the program
pays the physician 70% less than in HOPD setting with a payment for physician practice of $72.50
versus $123.38 for HOPD setting. Similarly, for a Level Il echocardiogram, HOPD costs 141% more for
the same service than a free-standing office ($188.31 versus $452.89). For interventional techniques,
Medicare payments vary from physician office to HOPD setting, with $211.96 in an office setting,
$407.28 in ASC setting, and $655.62 in HOPD for procedures such as epidural injections.

The MedPAC proposal for changing HOPD payment rates for services would reduce program
spending and result in beneficiary cost sharing by $900 million in one year. On average, hospitals’
overall Medicare revenue will decline by 0.6% and HOPD revenue would fall by 2.7%. Further,
MedPAC provided a specific example that aligning payment rates between HOPDs and free-
standing offices only for cardiac imaging services would reduce program spending and beneficiary
cost sharing by $500 million in one year. In estimating the savings that would be realized by
equalizing payment rates between HOPDs and ASCs for certain ambulatory surgical procedures,
MedPAC have shown potential Medicare program spending and beneficiary cost savings to be
about $590 million per year.

The impact of the proposed policies that are discussed in this manuscript would result in savings
of approximately $1.5 billion per year for Medicare. MedPAC also has recommended a stop-loss
policy that would limit the loss of Medicare revenue for those hospitals.

Key words: Medicare, health care delivery system, Medicare Payment Advisory Commission
(MedPAC), hospital outpatient departments (HOPDs), ambulatory surgery centers (ASCs), physician
office practices
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.S. health care costs are not only high, but

continuing to rise. U.S. health care has been

described as a growing burden on families
and businesses and a threat to the fiscal stability of
the government (1). Despite the slowing of health care
expenditures and growth, it is estimated that for the
fiscal year 2012, national health spending will total $2.2
trillion, or 18% of the gross domestic product (GDP)
(2). With the Affordable Care Act (ACA), expansions
in health insurance coverage and an increase in the
number of people on Medicare resulting from the
ongoing retirement of the baby boomer generation
(3,4), it is expected that by 2021, national health
spending will account for nearly one-fifth of the U.S.
economy (1). The Affordable Care Act (ACA), also
known as ObamacCare, expands eligibility for Medicaid,
creates new subsidies for coverage for large numbers
of the uninsured, and changes the terms under which
insurance can be sold to persons in the non-group
market (1,3,4).

ObamacCare contains roughly 165 provisions affect-
ing the Medicare program by reducing costs, improving
benefits, combating fraud and abuse, and initiating a
major program of research and development to identify
alternative provider payment mechanisms, health care
delivery systems, and other changes intended to improve
the quality of health care and reduce costs (5,6). The new
federal spending amount of $1.2 trillion through 2022 is
offset primarily through reductions in Medicare provider
payments (7). The Board of Medicare Trustees’ estimates
assume that the various cost reduction measures — the
most important of which are the reductions in the an-
nual payment rate update for most categories of Medi-
care providers by the growth in economy-wide multifac-
tor productivity — will occur as the Affordable Care Act
requires (5). However, the trustees also believe that this
outcome is only achievable if health care providers are
able to realize productivity improvements at a faster
rate than experienced historically. Consequently, if the
health sector cannot transition to more efficient models
of care delivery and achieve productivity increases that
are commensurate with economy-wide productivity, the
financial outlook for Medicare is uncertain because some
provisions of the current law that are designed to reduce
expenditures may be difficult to sustain. Thus, proposals
for the re-engineering of U.S. health care (8) and bridg-
ing the divide between health and health care delivery
(9) go beyond what is included in the ACA.

In addition to continued changes beyond Obam-
aCare and the re-engineering of health care in the Unit-

ed States, the Medicare Payment Advisory Commission
(MedPAC) presented its legislative mandated annual
report on June 14, 2013, to the president of the Senate
and speaker of the House of Representatives (10). This
report focused on competitively determined plan con-
tributions (CPCs), Medicare payment differences across
ambulatory settings, bundled payments for hospital-
ization episodes, options for refining Medicare’s new
hospital readmission reduction program, hospice pay-
ment policy issues, and care needs for dual-eligible ben-
eficiaries, and included 3 issues mandated by Congress
in the Middle Class Tax Relief and Job Creation Act of
2012 (11). These 3 issues consist of Medicare ambulance
add-on payments and other aspects of the payment sys-
tem, geographic adjustment of payments for the work
of physicians and other health professionals under the
physician fee schedule (PFS), and Medicare payment for
outpatient therapy services.

Some of these recommendations, are impacted
by Medicare payment differences across ambulatory
settings and Medicare payment for outpatient therapy
services, and include interventional pain physicians and
chronic pain patients.

The objective of this review is to assess the impact
of the MedPAC report on interventional pain manage-
ment (IPM), both positive and negative.

CURRENT STATUS

U.S. health care in 2014 and beyond is mired in
uncertainty. Defying historical patterns, it is estimated
that the medical costs trend in 2014 will be lower than
in 2013. Aggressive and creative steps by employers,
new venues and models for delivering care, and mul-
tiple elements of ACA are expected to exert continued
downward pressure on the health sector. The extension
of the employer mandate announced on July 2, 2013,
will exert a negative impact (12). Regardless, the news
of insurance premium increases dominates headlines in
all types of markets, primarily in the individual market
(13,14).

For IPM, the issues are multi-fold with an increas-
ing prevalence of chronic pain; escalating health care
costs, specifically of interventional techniques; opioid
usage and fatalities; and continuing disability second-
ary to musculoskeletal disorders in spite of exploding
health expenditures (15-33). The estimations of health
care expenditures and utilization in the U.S. adult
population has been shown to be $86 billion in 2005
(21). The Institute of Medicine (IOM) (23) estimated the
costs of chronic pain to be approximately $100 billion
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in patients with moderate and severe pain based on
the study by Gaskin and Richard (24). Manchikanti et al
(15), in the analysis of utilization trends and Medicare
expenditures from 2000 to 2008 for spinal interven-
tional techniques, showed overall increases of 186.8%
for interventional techniques, with 120.7% for epidural
procedures, 322.5% for facet joint interventions, and
331% for sacroiliac joint injections per 100,000 Medi-
care population. They also showed estimated costs of
all spinal interventional techniques in the Medicare
population to be $362,347,025 in 2000 increasing to
$1,231,180,420 in 2008, a 240% increase. Manchikanti
et al (16-19), in multiple manuscripts assessing the utili-
zation patterns and analysis of various factors, showed
overall increases of IPM techniques of 177% per 100,000
Medicare beneficiaries (16). They also have shown the
highest increases for sacroiliac joint blocks with a total
increase of 331% per 100,000 Medicare beneficiaries
(19), followed by 308% for facet joint interventions (18),
and finally 130% for epidural procedures (17). Of inter-
est in these statistics is that lumbosacral transforaminal
epidural injections increased 665% and lumbosacral ra-
diofrequency neurotomy increased 554% (17,18). With
this type of explosive growth, it is perhaps not surpris-
ing that IPM seems to be in the crosshairs of many policy
experts.

As Davis et al (31) showed, between 1999 and 2008
the mean inflation-adjusted annual expenditures on
medical care for ambulatory services increased by 95%,
with most of the increase accounted for by increased
costs for medical specialists, as opposed to primary care
physicians, with physical therapy being the most costly
service overall. Dagenais et al (32,33), in an assessment
of the costs of illness studies of low back pain in the
United States and internationally, showed that the larg-
est proportion of direct medical costs for low back pain
were spent on physical therapy, 17%; inpatient services,
17%; pharmacy 13%; and family care, 13%.

ALicGnmEnNT oF MIEDICARE PAYMENTS IN
AMBULATORY SETTINGS

Traditionally, Medicare payment rates vary for the
same ambulatory services provided to similar patients
in different settings, such as physicians’ offices, hospital
outpatient departments (HOPDs), and ambulatory sur-
gery centers (ASCs) (10,34-55). However, since 2012 Med-
PAC has been recommending that if the same service
can be safely provided in different settings, a prudent
purchaser should not pay more for that service in one
setting than in another (10). MedPAC is concerned that

payment variations across settings may encourage ar-
rangements among providers that result in care being
provided in high paid settings, thereby increasing total
Medicare spending and beneficiary cost sharing (10).
Overall it is the philosophy of MedPAC that Medicare
should base payment rates on the resources needed to
treat patients in the most efficient setting, adjusting
for differences in patient severity, to the extent the
severity differences affect costs.

CMS sets payment rates for physicians and other
practitioner services in the fee schedule for physicians
and other health professions, also known as the PFS
(34-43,52,53), payment rates for most HOPD services
in the outpatient prospective payment system (OPPS)
(44-51), and payment rates for ASC services in the ASC
payment system (44-51). Thus, for services provided in
HOPDs or ASCs, Medicare makes 2 payments that in-
volve physicians’ professional fees under the PFS and
a facility fee for the HOPD or ASC under the OPPS or
ASC payment system. Further complicating the under-
standing of these issues is that an outpatient facility
that has provider-based status is considered part of
the hospital and provider-based status is available for
hospital-owned entities that meet criteria rules, such as
being located on the hospital campus, or off campus
but within 3 or 5 miles of the hospital campus. In gen-
eral, the non-facility rate is higher than the facility rate
in the PFS because physicians’ practice costs are higher
when physicians provide care in their offices instead
of facilities due to direct costs such as equipment, sup-
plies, and staff resulting in higher overhead costs. Thus,
when a service is provided in a facility, Medicare makes
a payment to the facility in addition to the payment
to the physician. In contrast, a physician is provided a
single payment for all the services provided in an of-
fice that includes the facility or overhead expenses and
physician fee itself.

MedPAC has explored the differences between
payments for evaluation and management (E&M)
services and multiple other services provided in a free-
standing physician office compared to HOPD showing
an over 50% higher payment in an HOPD than in of-
fice services for E&M services and 141% more in HOPD
payments than in a free-standing office for certain
echocardiogram services.

MedPAC also explored the policy that would
equalize payment rates for certain ambulatory surgi-
cal procedures between HOPDs and ASCs. For multiple
procedures, specifically interventional procedures,
there are substantial variations between ASCand HOPD

www.painphysicianjournal.com
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payment rates. ASCs are reimbursed approximately at
52% of the HOPD payment for multiple interventional
techniques (51,55,56).

The hospital industry believes that Medicare should
pay higher rates for all services provided in HOPDs be-
cause the additional payments subsidize hospital stand-
by capacity, access to care for low-income patients,
efforts to improve care coordination, and community
outreach. Contrary to the hospital industry opinions,
MedPAC believes that billing of indirect subsidies for
these activities into the payment rates for all services
does not directly target resources to these activities and
can distort prices, which could have unintended conse-
quences. MedPAC also believes that paying high rates
for services provided in HOPDs is an inefficient way to
reward hospitals for improving care because it does not
distinguish between hospitals that improve care and
reduce spending and those that do not. Even though
some hospitals that benefit from the higher rates that
Medicare pays for services delivered in HOPDs relative
to free-standing offices have lower Medicare spending
per episode of care, others have higher spending per
episode (10). In addition, in reference to the hospital
costs that are associated with community benefits,
but are hard to quantify, such as the cost of standby
capacity, these costs are taken into consideration in
MedPAC’s annual assessment of payment adequacy.
MedPAC believes that Medicare payments to hospitals
are adequate to cover costs efficient hospitals incur. In
addition, MedPAC also considers beneficiaries’ access
to care, hospitals’ access to capital, and changes in the
quality of care.

The MedPAC assessment shows that payment
variations across settings encourage the migration of
multiple services from physicians’ offices and from ASCs
to usually higher paid HOPD settings, and employment
of physicians continues to rapidly increase with the for-
mation of Accountable Care Organizations (ACOs), as
the majority of these are controlled by hospitals or with
hospital-physician partnerships (10,51-90).

Based on the survey of the American Hospital As-
sociation (AHA), the number of physicians and dentists
employed by hospitals was relatively constant from
1998 to 2003, with a great surge by 55% from 2000 to
2011 (91). In addition, a survey conducted by the Ameri-
can College of Cardiology (ACC), found that the share
of cardiologists who are employed by hospitals tripled
between 2007 and 2012, from 11% to 35% (92). During
the same period, the proportion of cardiologists who
worked for physician-owned practices fell from 59% to

36% (92). Furthermore, in most of the 12 health care

markets examined by the Center for Studying Health

System Change, hospitals have increased the number of

employed physicians over the last 3 years (57). In addi-

tion, the majority of ACOs are controlled by hospitals

(64-90).

The increase in hospital employment and loss

of private practice or physician-owned practices is a

disturbing trend. Multiple factors have been cited for

the trend toward greater physician employment by
hospitals.

1. Increasing operating costs of private practice, in-
cluding new technologies with electronic health
records and the administrative cost of dealing with
separate insurers (58).

2. Increasing desire for lifestyle flexibility with differ-
ent work-life balance (59).

3. Medicare and many private insurers pay higher
rates for many services provided in outpatient
departments relative to physicians’ offices or ASCs
(58-61).

4. Hospitals prefer to employ physicians to ensure a
stable stream of tests, admissions, and referrals to
specialists.

5. Hospitals are interested in acquiring physician
practices to prepare for ACOs.

Thus, as more physicians become employed by
hospitals, service billing is shifting from free-standing
physicians’ offices and ASCs to HOPDs.

EquAaLizing PHysiciAn OFFICE AND
OuTtPATIENT DEPARTMENT PAYMENTS

Due to the changing landscape, physicians are be-
ing hired by hospitals with increasing frequency. Most
services receive higher payment rates when provided
in HOPDs rather than in free-standing offices. This mi-
gration of services to HOPDs results in higher program
spending and beneficiary cost sharing without change
in patient care.

Among E&M office visits, echocardiograms, and
nuclear cardiology, for example, the volume of services
decreased in free-standing offices and increased in
HOPDs from 2010 to 2011 (Table 1).

As shown in Table 2, if an established patient
office visit (CPT 99213) is provided in a free-standing
physician’s office, the program pays the physician 80%
of the non-facility payment rate from the PFS and the
beneficiary is responsible for the remaining 20% (10). In
2013, the PFS non-facility rate for CPT 99213, including
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Table 1. Evaluation and management office visits and cardiac imaging services migrated from free-standing offices to hospital

outpatient departments.

ambulam? services
performed i

Per beneficiary volume growth,

Share of 2010-2011

n OPDs,

Type of service 2011 Freestanding office OPD
E&M office visits [CPT codes 99201-99215) Q7% -0.2% 7.8%
Echocardiograms without contrast (APCs 269, 270, 697) 29.6 -6.3 17.6
Nuclear cardiology [APCs 377, 398) 330 -12.0 13.6

Mate:  E&M [evaluation and management), OFD (hospital cutpatient department], CPT (Current Procedural Terminclogy], APC [ambulatory payment classification).

Source(s): MedPAC analysis of Standard Analytic Claims Files from 2010 and 2011 and Medicare Payment Advisory Commission. Report to
the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/

Jun13_EntireReport.pdf (10).

Table 2. Medicare and beneficiaries pay more for a 15-minute evaluation and management office visit provided in an outpatient

department than in a free-standing physician’s office, 2013.

Service provided
in freestanding
physician practica®

Program payment $58.00
Beneficiary cost sharing 14.50
Tetal payment 72.50

Service provided in OPD

Physician OPPS Total,
facility rate* rate OPD rate
$39.76 $58.94 $9B.70
294 14.74 24,68
4970 7368 123.38

Mole:  E&M levaluation aond managemens], OPD (hospital cutpatient department), OPPS |oulpatient prospective payment system]. The Current Procedural

Terminclogy code for this visit is 99213,
*Paid under the Madizare physician fes schaduls

Source(s): MedPAC analysis of payment rates in the 2013 physician fee schedule and OPPS and Medicare Payment Advisory Commission.
Report to the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/docu-

ments/Junl3_EntireReport.pdf (10)

an E&M office visit with an approximately 15-minute
time utilization is $72.46, with Medicare paying $57.97
and the patient being responsible for $14.49. However,
if the same service is provided in an HOPD, the program
pays 80% of the PFS facility rate and 80% of the rate
from the OPPS with the patient being responsible for
20% of both rates. The PFS facility rate in 2013 is $46.75
and the OPPS payment is $72.46, for a total payment of
$119.21 - 65% more than in-office service. The program
pays $95.37 and the patient is responsible for $23.84.

The authors wish to be explicit on the following
point. In many cases, a physician’s practice that is
purchased by a hospital stays in the same location and
treats the same patients (62,63,93). However, if the
hospital converts a practice to an outpatient depart-
ment and begins billing under the OPPS, Medicare and
beneficiaries pay more for the exact same services. The
growth in hospital employment of physicians and the
associated increased payment rates also affects private
plans and their enrollees.

From 2010 to 2011 the share of E&M office visits
provided in HOPDs of OPPS hospitals increased by 9%.
It has been estimated that at this rate of increase from
2011 to 2021, 20% of E&M visits would be provided
in HOPDs in 2021. However, with increasing hospital
employment, this number could increase to as high
as 50%. Using the current payment paradigm, even a
shift of 20% would increase Medicare spending by $1.2
billion per year and beneficiary cost sharing by $300
million per year.

From 2010 to 2011, the share of echocardiograms
provided in HOPDs increased by about 15% and the
share of nuclear cardiology tests provided in HOPDs
increased by about 22% (10). Consequently, even
without further increases in utilization if these annual
rates of increase continue from 2011 to 2021, virtually
all of these services currently provided in ambulatory
settings would be provided in HOPDs (10). This shift
would increase Medicare costs by $1.1 billion per year
and beneficiary cost sharing by $290 million per year.

www.painphysicianjournal.com
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As an example, for a Level Il echocardiogram,
counting the professional and facility fee, payment
differences in 2013 for Medicare are 141% more in
HOPD than in a free-standing office. In fact, MedPAC
described 66 groups of services provided in HOPDs and
physicians offices that meet ‘edPAC's principles for
aligning payment rates across settings. They also fo-
cused on a subset of the 66 groups: 3 groups of cardiac
imaging services that have been migrating rapidly from
free-standing offices to HOPDs.

While hospitals continue to make arguments that
there are legitimate factors supporting the difference
between payments, Medicare has developed a pre-
cedence for equalizing payments: they pay the same
amount for outpatient therapy services, mammography
tests, dialysis services, and clinical lab tests regardless
of the setting. MedPAC has admitted that for certain
services there may be higher level of payments required
for outpatient departments due to emergency patients
who may need to be transferred, increased complexity
of patients and services, licensing and accreditation re-
quirements, and the fact that hospitals tend to combine
ancillary services and supplies into a single payment.

Equalizing Medicare Payment Rates for
Evaluation and Management Office Visits
across Settings

MedPAC, in its March 2012 report, focused on E&M
office visits, which are similar across settings (94). Med-

PAC provided the following details in their proposal to

equalize payments:

1. Hospitals do not require any additional expenses to
provide E&M visits in elective settings.

2. Complex patients are reflected in their coding
structure, which classifies visits based on their
length and complexity (95,96).

3. The package with ancillary services is similar across
all payment settings.

MedPAC has outlined 5 criteria for equalizing pay-
ment rates between HOPDs and free-standing office
E&M visits. These criteria also apply for other services
identified:

e Services are safe and appropriate and frequently
performed in physicians’ offices (more than 50% of
the time).

e Services have minimal packaging differences across
payment systems.

e When furnished in an outpatient department,
these services are frequently provided with an

emergency department visit.

e Patient severity is similar in both settings.

e Services do not include 90-day global surgical
codes.

MedPAC identified 24 ambulatory payment classifi-
cations (APCs) that met the 5 criteria for equal payment
rates.

Other Services Meeting the Alignment
Criteria

Utilizing the criteria as described above for E&M
services, multiple other services were also identified. As
an example, the difference in payment rates for Level
Il echocardiogram without contrast provided in a physi-
cian’s office and HOPD are shown in Table 3.

MedPAC assessed OPPS payment rates by adjusting
at the APC level rather than CPT level, due to variations
in differences for each CPT code compared to APC as a
group. When a Level Il echocardiogram without con-
trast is provided in a free-standing office, the payment
to the physician equals $188.31 in 2013; in contrast, if
the service is provided in an outpatient department the
total payment equals $452.89. If the OPPS rate is set
equal to the difference between the non-facility prac-
tice expense (PE) rate and the facility PE rate, the OPPS
rate would drop to $125.91 and the total payment
would fall to $188.31, which is the same rate paid in a
free-standing office.

The majority of services in these APC groups meet-
ing the criteria of equalizing payments were diagnostic
tests. These include:

e APC 269: Level Il echocardiogram without contrast
e APC209: Level Il extended electroencephalography

(EEG), sleep, and cardiovascular studies
e APC 288: Bone density: axial skeleton
e  APC 382: Level Il neuropsychological testing
e  APC698: Level Il eye tests and treatment

Services to Reduce the Gap Between the
Settings

In this group, MedPAC considered 42 APCs that
have a significantly higher level of packaging in the
OPPS than the PFS, but they also met the other 4
criteria for equal payment rates between HOPDs and
free-standing offices. Consequently, MedPAC felt that
Medicare could allow the HOPD payment rate for these
services to exceed the free-standing office rate by an
amount equal to the cost of additional packaging in
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Table 3. Differences in payment rates for Level 11 echocardiogram without contrast provided in physician’s office and outpatient

department, 2013

Paymant amaunt

Current payment rates
Service in pﬁy:.;cl'nn': office
Payment to physician

Service in OFD
Payment to Flh}r.!il:i-::ln
Payment to h:l:pi1|:||
Total payment

Palicy that aligns rates acress settings
Sarvice in OFD

Payment ko physician

Payment to hospital

Talal payment

Caleulatian

$188.31 Wark ($) + LI [§] + nenfaciline PE ($)
$462.40 Wk |$) + PL [$] + facility PE [§)]
4% OPPS rate [§]
$452.89
$42.40 Wark () + PLI[§] + facility PE [§]
£125.9] Maonfacility PE |$] - tacility PE (%)

£188.31

Mess:  OPD (hospitel cutpatiant department), PU (perofessional liability insurance], PE (practice axpanse), OPPS |cutpatient prespective payment system). Payments include
baoth pregrom spending and beneficiary cost shoring, The services in this toble are in ambulatery payment dassification [APC) 269, When the services in this
AP are provided Ina physiclan’s office, the overoge poyment amcunt for physicion work is $44.31, the PU amaent Is $1.72, and the nonfacility PE amound Is
$142.28, When the services in this APC are peovided inan OFD, the overage poyment amount for physicion work is $44.31, the PU amount i $1.72, and the

lacility PE amount is $16.37

Source(s): MedPAC analysis of physician fee schedule and OPPS payment rates for 2013 and Medicare Payment Advisory Commission. Report
to the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/

Jun13_EntireReport.pdf (10).

Table 4. Differences in payment rates for Level 111 echocardiogram without contrast provided in physician’s office and outpatient

department, 2013.

Payment amount

Calculatien

Current payment rates
Service in physician’s office
Payment to physician

Service in OPD
Payment to physician
Payment to hospital
Total payment

$278.61 Work (3} + PLI {$) + nonfacility PE ($)
$94.82 Work ($) + PLI [$) + facility PE ($)

$558.66 OPPS rate (3]

$653.48

Policy that aligns rates across settings and adjusts for packaging

Service in OPD
Payment to physician
Payment to hospital for primary service
Payment to hospital for packaged services
Total payment

$04.82 Work ($) + PLI ($) + facility PE ($]
$183.79 Nenfacility PE ($) - facility PE ($)
$166.15
$44476

MNaote: OPD ﬂhaspihﬂ outpatient depclrfmant], PL [professiona| |ic|bi|ily insl.llr\:mce]r PE ﬂpructice expens«a], COPPS |0|.rrpc|1ianl prospective payment sysrem]. Pclymenls include
bath program spending and benefic iary cost shaling. The services in this table are in ambulclh}ry payment classification |APC] 270. When the services in this APC
ara pr\:wided ina physiciun's office, the average payment amount for physician wiork is $68.95, the amount for PLI is $§3.14, and the m:»n|:\:|ci|it:|-I PE amount is
$206.49. When the sarvices in this APC are pr\:widad in an OPD), the average payment amount for physician work is $68.95, the amount for PU is $3.16, and the

Fuci|i|'y PE emount is $22.70.

Source(s): MedPAC analysis of physician fee schedule and OPPS payment rates for 2013 and Medicare Payment Advisory Commission. Report
to the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/

Jun13_EntireReport.pdf (10

the OPPS. They considered Level Il echocardiogram
without contrast (APC 270) as an example for which
about 30% of its HOPD costs are related to packaged
ancillaries, such as pharmaceuticals, supplies, and re-
lated imaging services. Table 4 shows payment details
and modifications. This reduces the total hospital

payment to $444.76 instead of the current payment
of $653.48.
APCs in this category cover a broad spectrum of
services:
e APC 12: Minor procedures such as Level | debride-
ment and destruction
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e APC 142: More advanced procedures such as small
intestine endoscopy

e APC 383: Advanced imaging such as cardiac com-
puted tomographic imaging

e APC 344: Tests such as Level IV pathology

Effects of Equalizing or Limiting Differences
in Payment Rates

For services with equal payments, MedPAC estimat-
ed a substantial decline of spending and cost sharing,
whereas for others the decline would be small, and for
a few it would increase -- specifically when the HOPD
rate is currently below the physician office rates as
shown in Table 5.

Overall, changing the OPPS payment rates for
APCGCs in both categories would, on net, reduce program
spending and beneficiary cost sharing by a total of
$900 million in one year. Beneficiary cost sharing sav-
ings would range from $140 million to $380 million,
depending on how OPPS copayments are determined.
APC 207 includes multiple interventional techniques, all
types of epidural injections, facet joint interventions,
and sympathetic blocks.

In this category, they have included Level Ill nerve
injections (APC 207), which include minor nerve blocks
such as peripheral nerve blocks, trigeminal nerve blocks,
trigger point injections, and intraarticular injections
with a reduction of $170.3 million, and Level | nerve in-

Table 5. Ten APCs with the largest reduction in program spending and beneficiary cost sharing and 10 APCs with the largest increase
in spending and cost sharing due to reducing differences in payment rates across settings, 2012.

Change in program spending and cost sharing
APC APC description e o
10 APCs with largest reduction
269 Level IT echocardiogram without contrast -$308.5 -$61.7
377 Level II cardiac imaging -168.5 -33.7
209 Level II extended EEG, sleep, and cardiovascular studies -55.5 0.0
15 Level ITI debridement and destruction -45.9 -9.2
440 Level V drug administration -31.1 -6.2
20 Level II excision/biopsy -30.0 -6.0
74 Level IV endoscopy upper airway -28.1 0.0
160 Level I cystourethroscopy and other genitourinary 256 51
procedures
10 APCs with largest increase
126 Level I urinary and anal procedures 0.6 0.0
692 Level III electronic analysis of devices 0.6 0.1
678 External counterpulsation 0.7 0.1
1 Level I photochemotherapy 0.8 0.2
383 Cardiac computed tomographic imaging 0.9 0.2
300 Level I radiation therapy 2.0 0.4
288 Bone density: axial skeleton 6.1 0.0
96 Level II noninvasive physiologic studies 9.3 0.0
344 Level IV pathology 39.1 0.0
412 IMRT treatment delivery 159.6 31.9

Note: APC (ambulatory payment classification), EEG (electroencephalography), IMRT (intensity-modulated radiation therapy). We modeled cost-
sharing changes based on current law: Copayments for APCs that are currently higher than 20 percent of the total payment rate would stay the
same even if the total payment rate declines. APCs with copayments that equal 20 percent of the total payment rate would stay at 20 percent, but

the copayment amount would be smaller if the total payment rate declines.

Source(s): MedPAC analysis of 100 percent Standard Analytic Claims files from 2010. MedPAC analysis of payment rates in the 2010 physician fee
schedule and outpatient prospective payment system (OPPS) trended forward to 2012 using updates to the physician fee schedule and OPPS and
Medicare Payment Advisory Commission. Report to the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC.
June 2013. http://www.medpac.gov/documents/Jun13_EntireReport.pdf (10).
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jections (APC 204), which include 20526, 20527, 20550,
20551, 20552, 20553, 20600, 20605, 20610, 20612,
64400, 64402, 64408, 64410, 64455, 64505, 64508,
64566, 64611, 64612, 64615, 64632, 64650, 64653,
64999 with a reduction of $46.7 million.

Alignment of Specific and Limited Services
MedPAC also has evaluated the alignment of

targeted APC groups, of which only 3 out of 66 APCs

essentially meet the criteria, either to equalize or re-
duce the payments. This approach focused on cardiac
imaging since these services have been migrating from
free-standing offices to HOPDs where the payment
rates are substantially higher (Table 1). An important
factor driving this migration continues to be the
rapid growth in hospitals’ employment of cardiologists

(91,92,97). MedPAC based this assessment on available

sources including a survey conducted by the ACC, which

showed the share of cardiologists who are employed by
hospitals tripling between 2007 and 2012, from 11% to

35% (91,92,97). In Washington State alone, the share

of cardiologists employed by hospitals grew between

2007 and 2012 from 2% to 42% (97). MedPAC opined

that the shift in volume towards HOPDs is consistent

with the financial incentives in Medicare's payment
systems:

e APC 269: The payment rate for a Level Il echocar-
diogram without contrast is 141% higher in HOPDs
than in physicians’ offices.

e APC 270: The payment rate for a Level Il echocar-
diogram without contrast is 47% higher in HOPDs
than in physicians’ offices, even after adjusting for
differences in packaging.

e APC 377: The payment rate for Level Il cardiac im-
aging is 19% higher in HOPDs than in physicians’
offices, even after adjusting for differences in
packaging.

EquALIZING OUTPATIENT SURGERY AND
AMBULATORY SURGERY CENTER PAYMENTS

MedPAC looked at HOPD and ASC procedures for
equalizing payment rates. This will compare the proce-
dures that are performed in ASCs to hospital outpatient
surgery rather than in an office setting. The relative
weights for most procedures in the ASC payment sys-
tem are based on the relative weights in the OPPS, but
the ASC system uses a lower conversion factor (average
payment amount). In contrast, for PFS payments they
are calculated with a different PE component rather
than a facility component. Consequently, payment

rates for all procedures are much higher in the OPPS

— for 2013, with most Medicare rates for most services

being 78% higher in HOPDs than in ASCs. Similarly, pay-

ment rates are higher in ASCs compared to physicians’
offices. Manchikanti et al (15), in their analysis of the
growth of spinal IPM techniques along with expendi-
tures from 2000 to 2008, showed overall increases from
$362,347,025 to $1,231,180,420, a 240% increase. How-
ever, per patient increases were $833.17 to $1,188.93,
a 43% increase, with per visit increases of 28% and per
procedure code increases of 3%, from 2000 to 2008. To-
tal expenditures in ASCs including facility and physician
fee were $360,693,700 in 2008, $408,134,340 in HOPD
settings and $362,352,380 in office settings. Costs per
visit was 11% less from 2000 to 2008 in ASC settings,

83% higher for HOPD settings, and 6% higher for phy-

sician offices.

In addition, beneficiary cost sharing is also much
greater in HOPDs than in ASCs or office settings, which
are the same in office settings, and ASCs. The gap in
payment rates between the 2 settings has increased
over time, which has influenced some ASC owners to
sell their facilities to hospitals and some health care
systems to expand their HOPDs rather than establish
new ASCs (98,99). The migration of procedures from
HOPDs to ASCs from 2006 to 2010 appears to have
stalled, perhaps because of higher payment rates in
HOPDs (10) and hospitals employing more physicians
and purchasing facilities. MedPAC has opined that this
change could signal the beginning of a movement of
procedures from ASCs to HOPDs.

Similar to E&M services as well as cardiology and
other services, MedPAC used 3 criteria to select services
for which payment rates could be equalized between
outpatient departments and ASCs.

e Safe and appropriate services that are frequently
performed in ASCs (more than 50 percent of the
time), which indicates that they are likely safe and
appropriate and the ASC payment amounts are
sufficient to ensure beneficiaries’ access.

¢ Infrequently provided with an emergency depart-
ment visit when furnished in an HOPD.

e Similar payment severity, i.e., difference in pay-
ment rate between the systems.

MedPAC identified 12 APCs that met the 3 criteria
for making payment rates equal between HOPDs and
ASCs (Table 6). These APCs included 9 eye procedures
groups, 2 nerve injection groups (Group Il was included
in the equalization of office and HOPD payments), and
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Table 6. Reduction in outpatient department payments from equalizing payment rates across settings for 12 APCs commonly

performed in ambulatory surgery centers.

APC APC description Reduction in payments (in millions)
137 Leval ¥ skin repair $26.5
203" Level IV nerve injechions 13.2
207" Level Il nerve injections 1475
233 Leval Il ameriar sagment aye procaduras 39
234 Level Il anterior segment eye procedures o9
239" Level Il repair and plastic eye procedures 1.3
240 Level Il repair and plastic eye procedures 14.4
241 Level IV repair and plostic eye procedures 5.2
244 Corneal and amnictic membrane transplant 2.5
243 Level | cotaract procedures without 101 insertion 0.2
244 Catored procedures with 100 insertion 341.2
247 Laser eye procedures 13.6
Total 588.4
Meta:  OFD (haspital sutpatiaet dapanmens), APC [ambulotory poymant classificotion], ASC (ambulatary surgical conser], 101 [intrascular lars)

" Thesr APCs alsa appear in Group 2. See online-anly Appendix 24 for the Rl list of APCs in Group 2, awailable at hitp:/ fvwaw medpac. gow.

Source(s): MedPAC analysis of 100 percent Standard Analytic Claims File from 2010 and Medicare Payment Advisory Commission. Report
to the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/

Jun13_EntireReport.pdf (10).

one skin repair group. Overall, 3 of these 12 APC groups
also appeared in previous discussions of reduction in
payments with none appearing in discussions of equal-
izing payments between hospitals and physicians. Con-
sequently, if policy makers were to adapt criteria for
aligning payment rates between HOPDs and physicians’
offices, along with the criteria for aligning payment
rates between HOPDs and ASCs, they would have to
decide whether to use the physicians’ office or ASC pay-
ment rate as the basis for determining HOPD rates for
APCs that meet both sets of criteria. MedPAC estimated
that equalizing payment rates between HOPDs and
ASCs for these 12 APCs would reduce program spend-
ing and beneficiary cost sharing by a total of about
$590 million in one year.

IPM techniques include equalizing payments for
offices and outpatient surgery. APC 207 with Level IlI
nerve injections and APC 204 with Level | nerve injec-
tions were included with savings of $170.3 million and
$46.7 million. In equalizing payments between ASCs
and HOPDs they have also included APC 203 Level IV
nerve injections (percutaneous adhesiolysis and all neu-
rolytic codes), along with APC 207 Level Ill nerve injec-
tions (all epidural, facet joint, and sympathetic blocks).
APC 204 is included in-office and HOPD equalization.
For Level Il nerve injections, a savings of $170.3 million
is created through equalizing physicians’ offices to pay-

ments to hospitals, whereas, these savings are $147.5
million with the equalization of ASCs and hospitals, a
difference of $22.8 million. This approach is balanced in
reference to the intensity of the services provided, the
place of service provided, and accreditation require-
ments. Table 7 illustrates various payment groups per
procedure in APC 203, 204, and 207.

MedPAC also estimated that equalizing payment
rates between settings for these 12 APCs would reduce
their overall Medicare revenue by 0.4% and HOPD rev-
enue by 1.7%. The effect of these policies would vary
among types of hospitals, with 10% of hospitals not
losing overall Medicare revenue and 10% losing at least
1.4% of Medicare revenue. In addition, rural hospitals
would lose 0.7% of their overall Medicare revenue
while urban hospitals would lose 0.3%.

MedPAC also described and illustrated the same
stop-loss policy model earlier in the context of revising
payment rates for APCs and physician office payments.

PHysicAaL THERAPY SERVICES

MedPAC issued a report on improving Medicare's
payment system for outpatient therapy services. They
also provided 3 recommendations to the Congress
which would direct the Secretary to reduce the certi-
fication period for the outpatient therapy plan of care
from 90 days to 45 days, to avoid caps without excep-
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Table 7. Illustration of various 2013 payment groups per procedure in APC 203, 204, and 207.

Facility Payment Rates ($)

Physician Payment

HCPCS Descriptor APC
HOPD ASC Office overhead Rate ($)
62263 Epidural lysis mult sessions 0203 856.68 480.71 365.41 357.24
62264 Epidural lysis on single day 0203 856.68 480.71 199.03 241.22
62281 Treat spinal cord lesion 0203 856.68 480.71 88.80 161.27
62282 Treat spinal canal lesion 0203 856.68 480.71 148.00 146.30
62319 Inject spine w/cath Imb/scrl 0203 856.68 480.71 76.56 96.97
62355 Remove spinal canal catheter 0203 856.68 480.71 0 267.76
63746 Removal of spinal shunt 0203 856.68 480.71 0 612.75
64600 Injection treatment of nerve 0203 856.68 480.71 182.36 219.45
64620 Injection treatment of nerve 0203 856.68 480.71 34.36 177.26
64635 Destroy lumb/sac facet jnt 0203 856.68 480.71 189.85 218.77
64680 Injection treatment of nerve 0203 856.68 480.71 154.80 171.14
64681 Injection treatment of nerve 0203 856.68 480.71 168.07 198.35

20526 Ther injection carp tunnel 0204 182.61 29.25 20.07 56.48
20550 Inj tendon sheath/ligament 0204 182.61 22.25 17.35 41.17
20551 Inj tendon origin/insertion 0204 182.61 23.75 18.03 42.53
20600 Drain/inject joint/bursa 0204 182.61 16.50 12.25 35.04
20605 Drain/inject joint/bursa 0204 182.61 20.75 12.93 52.74
20610 Drain/inject joint/bursa 0204 182.61 21.50 14.29 45.93
64400 N block inj trigeminal 0204 182.61 60.25 56.14 69.75
64402 N block inj facial 0204 182.61 55.75 47.97 76.55
64408 N block inj vagus 0204 182.61 34.00 26.54 73.15
64410 N block inj phrenic 0204 182.61 102.47 53.76 75.19
64491 Inj paravert f jnt c/t 2 lev 0204 182.61 102.47 36.40 61.24
64492 Inj paravert fjnt ¢/t 3 lev 0204 182.61 102.47 36.06 61.92
64494 Inj paravert f jnt /s 2 lev 0204 182.61 102.47 37.43 52.06
64495 Inj paravert f jnt 1/s 3 lev 0204 182.61 102.47 36.74 53.08
64505 N block spenopalatine gangl 0204 182.61 40.75 18.37 86.76
64634 Destroy c/th facet jnt addl 0204 182.61 102.47 121.80 66.69
64650 Chemodenerv eccrine glands 0204 182.61 73.50 86.42 41.17
64653 Chemodenerv eccrine glands 0204 182.61 85.00 100.37 53.42

G0260 Inj for sacroiliac jt anesth 0207 565.75 317.46 84.38 85.74
62268 Drain spinal cord cyst 0207 565.75 317.46 0.00 263.68
62273 Inject epidural patch 0207 565.75 317.46 62.94 114.66
62280 Treat spinal cord lesion 0207 565.75 317.46 167.73 177.26
62292 Injection into disk lesion 0207 565.75 317.46 0.00 601.19
62310 Inject spine cerv/thoracic 0207 565.75 317.46 141.54 110.23
62311 Inject spine lumbar/sacral 0207 565.75 317.46 122.14 89.82
62318 Inject spine w/cath crv/thrc 0207 565.75 317.46 140.17 100.03
64416 N block cont infuse b plex 0207 565.75 317.46 0.00 77.57
64421 N block inj intercost mlt 0207 565.75 317.46 62.94 95.60
64430 N block inj pudendal 0207 565.75 317.46 57.84 82.00
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Table 7 (cont.). Ilustration of various 2013 payment groups per procedure in APC 203, 204, and 207.

HCPCS Deseriptor APC Facility Payment Rates ($) Physician Payment
HOPD ASC Office overhead Rate ($)
64445 N block inj sciatic sng 0207 565.75 60.50 66.34 71.79
64446 N blk inj sciatic cont inf 0207 565.75 317.46 0.00 77.57
64449 N block inj lumbar plexus 0207 565.75 317.46 0.00 81.66
64479 Inj foramen epidural c/t 0207 565.75 317.46 111.94 136.43
64483 Inj foramen epidural I/s 0207 565.75 317.46 117.38 115.00
64490 Inj paravert fjnt ¢/t 1 lev 0207 565.75 317.46 91.86 110.23
64493 Inj paravert fjnt1/s 1 lev 0207 565.75 317.46 89.48 93.22
64510 N block stellate ganglion 0207 565.75 317.46 57.50 74.51
64517 N block inj hypogas plxs 0207 565.75 317.46 60.56 123.50
64520 N block lumbar/thoracic 0207 565.75 317.46 112.28 81.32
64530 N block inj celiac pelus 0207 565.75 317.46 105.81 94.92
64630 Injection treatment of nerve 0207 565.75 317.46 33.68 181.34
64633 Destroy cerv/thor facet jnt 0207 565.75 317.46 194.27 221.83
64636 Destroy /s facet jnt addl 0207 565.75 317.46 111.26 58.52
64640 Injection treatment of nerve 0207 565.75 68.00 42.19 95.94

tions, and prohibit the use of V codes as the principle
diagnosis on outpatient therapy claims.

Medicare’s outpatient therapy benefit covers ser-
vices for physical therapy, occupational therapy, and
speech-language pathology. The Middle Class Tax Relief
and Job Creation Act of 2012 (1) required MedPAC to
study outpatient therapy services provided under Medi-
care Part B and make recommendations for reforming
Medicare’s payment system for these services by June
15, 2013. The focus of the examination was (1) how to
better document patients’ functional limitations and
severity of condition and thus better assess patients’
therapy needs, and (2) private sector initiatives to man-
age outpatient therapy.

In 2011, Medicare spending on outpatient therapy
totalled $5.7 billion, with services provided to 4.9 mil-
lion beneficiaries. In 2011, about 45,000 physical thera-
pists, occupational therapists, and speech-language
pathologists billed Medicare independently for outpa-
tient therapy services. Outpatient therapy services were
delivered in skilled nursing facilities incurring 37% of
total spending, HOPDs incurring 16% of total spending,
outpatient rehabilitation facilities and home health
agencies with 11% of expenses, and other settings with
7% of the expenses. In office-based settings, physical
therapists in private practice accounted for 30% of
spending.

Under Medicare, there are 2 per beneficiary annual
spending limits (caps) on outpatient therapy services to

restrain excessive spending and utilization. There is one
cap for physical therapy and speech-language patholo-
gy services combined and another cap for occupational
therapy services. Each cap equals $1,900 in allowed
charges for 2013. Caps have been permanent; however,
the exceptions process expires periodically under cur-
rent law unless explicitly reauthorized by Congress and
was extended by the American Taxpayer Relief Act of
2012 to December 31, 2013 (100).

Therapy services may be furnished by physicians
or by physical therapists, occupational therapists,
and speech-language pathologists in their respective
disciplines. These services also may be furnished by
physician assistants, nurse practitioners, and clinical
nurse specialists, if permitted by the state in which the
provider practices. Qualified physical and occupational
therapy assistants may also provide therapy services
when supervised by physical and occupational thera-
pists, respectively (101). Athletic trainers, chiroprac-
tors, nurses, and nurse aides do not meet Medicare’s
qualification and training requirements for therapists
and therefore can neither provide nor bill Medicare for
therapy services.

In reference to chronic pain management, stretch-
ing, strengthening, and structured physical therapy
exercises can improve symptoms associated with
chronic low back pain (102). Further, physical therapy
can reduce a beneficiary’s risk of falling (103). However,
while physical therapy shows extensive application in
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chronic pain accounting for 17% of overall revenues
spent (32,33), a cost utility analysis of physical therapy
approaches has shown highly variable results (104-123).
Furthermore, the majority of patients undergoing ei-
ther interventional techniques or surgical interventions
has undergone conservative management including
physical therapy and/or have received opioids (104-
109,124-130). Overall, it is well known that physical
therapy assists the patients in improving functional
status and mobility in conjunction with other modali-
ties of treatments.

In accordance with the Balanced Budget Act (BBA)
of 1997 (131), outpatient therapy services are paid
under the fee schedule for physicians and other health
professional services regardless of whether the services
are provided in facilities or in professional offices. Un-
der the fee schedule, most physical therapy and occu-
pational therapy codes are defined in 15-minute incre-
ments, but most speech language pathology services
are not. Therapy services may be covered under Part B
when they are provided in various settings, such as an
outpatient rehabilitation facility, a therapist’s office, a
hospital, a critical access, or a beneficiary’s residence.

Overall, the local coverage determinations (LCDs)
allow broad coverage for the most common type of
therapy services and their coverage rules are usually
consistent with one another (132-140). The most com-
monly billed outpatient therapy service is “therapeutic
exercises to develop strength and endurance, range of
motion, and flexibility” (CPT 97110), and is considered
medically necessary for many types of conditions. The
second most common therapy service is therapeutic
activities (CPT 97530) which is considered medically

necessary for patients needing a broad range of reha-
bilitation techniques. HOPDs were initially excluded
from the caps with the rationale that beneficiaries with
high care needs would receive therapy services in that
setting, but eventually they were included in the caps
as well (141). These concerns led Congress to suspend
the caps from 2000 to 2005.

Medicare spending on outpatient therapy has been
significant and continues to increase. In 2011, Medicare
spending on outpatient therapy totaled $5.7 billion for
services provided to 4.9 million beneficiaries, as shown
in Table 8. More importantly, spending on physical
therapy ($4.1 billion) accounted for about two-thirds of
all therapy services, with 27% of physical therapy ser-
vices provided for back pain. In 2011, about 15% of Part
B beneficiaries used therapy services, and the average
Part B payment per therapy used was just under $1,200.
The number of days of an episode of care averaged
33 across all therapy types. The sites where outpatient
therapy services are furnished as shown in Figure 1 has
shifted somewhat from 2004 to 2011. In 2004, Medicare
spent about $4.3 billion on outpatient therapy services
increasing to $5.7 billion in 2011 (32.6%). Payments to
physical therapists and private practice accounted for
almost one-quarter of Medicare spending in 2004. From
2004 to 2011, the shares of spending grew for physi-
cal therapists in private practice and nursing facilities,
while shares shrank in physicians’ offices, outpatient
rehabilitation facilities, home health agencies, and
hospitals secondary to stricter implementation of
Stark regulations and Anti-Kickback statutes (142-144).
Overall, as shown in Table 9, annual growth in spend-
ing on therapy services has been highly variable since

Table 8. Spending for and utilization of Medicare outpatient therapy services, 2011.

Spending Utilization

Number of Per user Mean number Mean length

beneficiaries Total Share Per service of visits episode

(in millions) (in billions) by type user counts per user (in deays)
Physical therapy 4.3 $4.1 1% $942 47 13 34
Occupational therapy 1.1 1.1 19 1,026 48 14 28
Speech—language pathology 0.6 0.5 10 281 18 12 34
Total 4.9 5.7 100 1,173 54 16 33
Mote:  Totals inclede beneficiaries who use multiple therapy types. Total number of beneficiaries is an vnduplicated count. Service counts are miles/fime /units/services

[Medicare physician fee schedule] and revenue center unit (facility) counts. Per user service counts show the number of 15-minute service codes billed per user for
occupational and physical therapy. Most speech—language pathology service codes are not defined in 15-minute timed increments. An episode begins with the first
therapy service provided during the year and ends after a 30-day period during which there are no additional therapy services.

Source(s): MedPAC analysis of 100% Medicare Part B therapy claims, 20100 and Medicare Payment Advisory Commission. Report to the Con-
gress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. www.medpac.gov/documents/Jun13_EntireReport.

pdf (10).
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2004
17%
ORF, CORF, 23%
and HHA FT private

practice

1%

ot private
practice

10%
Physician and

2011

1%
ORF, CORF,
and HHA

0%
PT private

practice

3%
OT and SLP

nonghysician 37% private practice
29% private practice Mursing
Mursing facility 4%
facility Physician and
nonphysician
20% 16% private practice
Hospital Hospital

Note:  ORF [ocutpatient rehabilitation facility), CORF |[comprehensive culpatient rehabilitation facility), HHA (home health agency|, PT (physical therapy), OT (occupational

therapy], SLP (speech-language pathalogy). Totals may not sum to 100 percent due to rounding

Jun13_EntireReport.pdf (10).

Fig. 1. Distribution of outpatient therapy spending by setting, 2004 and 2011.

Source(s): MedPAC analysis of 100% Medicare Part B therapy claims, 2004 and 2011 and Medicare Payment Advisory Commission. Report
to the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/

Table 9. Medicare spending for outpatient therapy services, 2004—2011.

Medicare Share of all FFS Average Annual change

spending Part B beneficiaries spending in per user
Year (in billions) who used therapy per user spending
2004 $4.3 13% $004
2005 N/ A N/A N/ A N/ A
2006 4.1 13 926 NSA
2007 4.4 14 09 8%
2008 4.8 14 1,057 4
2009 53 14 1,165 10
2010 5.6 15 1,182 1
2011 5.7 15 1,173 4]
Maote:  FFS (feeforservice|, N/A [not available).

Source(s): MedPAC analysis of Medicare claims data and CMS contractor reports and Medicare Payment Advisory Commission. Report to
the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/

Jun13_EntireReport.pdf (10).

2004. As shown in this table, Medicare spending per
therapy user grew by 10% between 2008 and 2009 but
remained constant between 2010 and 2011. The share
of fee-for-service (FFS) beneficiaries who used therapy
grew slightly from 13% in 2004 to 15% in 2011. The
number of FFS beneficiaries using outpatient therapy

increased by 10% between 2004 and 2011 even though
FFS enrollment overall was virtually unchanged during
this period. The decrease in spending growth from 2009
to 2011 compared to prior years reflects recent trends
in the overall growth rate of Part B spending and health
care spending in general (10).

432

www.painphysicianjournal.com



MEDPAC Recommendations on Health Care Delivery System: The Impact on IPM

There also has been substantial geographic varia-
tioninspendinginoutpatienttherapy.In2011, Medicare
spending on therapy services averaged $1,173 per user,
but the top-spending counties spent 5 times as much
per user as the bottom-spending counties, adjusting for
differences in health status with an expense of $2,588
versus $513 as shown in Table 10. Further assessment
of these counties shows that 7 of the 20 counties were
located in Louisiana, and another 8 of 20 were located
in Texas, with 2 of 20 being located in New York. All
other states were involved with only one county, which
included Pennsylvania, Mississippi, and Florida. Medi-
care spent almost $3,600 per beneficiary on outpatient
therapy services in St. Mary's County in Louisiana, more
than 3 times the national average of $1,173. Spending
on outpatient therapy services in Kings County and
Queens County, New York, was also above the national
average in 2011, accounting for $2,798 and $2,278 per

user respectively. Some of the counties that were shown
to be high spenders in earlier years such as Miami-Dade
County, Florida, were not high spending areas in 2011,
due to extensive investigations and coverage and press
for therapy services and abuses.

The caps, while providing reductions in Medicare
spending in some years, in later years had no effect as
shown in Figure 2 (145,146). In fact, in 2010, the Office
of Inspector General (OIG) at the Department of Health
and Human Services (HHS) (146) reported on the growth
in spending on outpatient therapy in the Miami-Dade
area. Furthermore, OIG recommended that CMS and
Medicare administrative contractors (MACs) monitor
claims from high-use areas and perform further reviews
and target claims with questionable billing practices,
review claims with questionable billing based on geo-
graphic location, and revise the therapy caps exception
process.

Table 10. Twenty counties with the highest spending on ouipatient therapy, 2011

Share of FFS beneficiaries

Per user Number of therapy iving in county
State County spending beneficiaries wheo used therapy
National $1,173 4.9 million 15%
1 LA St. Mary's 3,582 759 10
2 X Jim Wells 3,293 515 11
3 LA Avoyelles 2,799 685 10
4 NY Kings 2,798 41,973 24
5 X Rusk 2,696 731 10
& PA, Lawrence 2,653 1,193 14
7 T® San Patricio 2,600 852 14
8 M3 Lincoln 2,581 781 13
9 X Hardin 2,550 662 10
10 LA Lincoln 2,501 656 13
11 X Alascosa 2,492 521 12
12 X Angeling 2,490 1,385 11
13 FL Okeechobee 2,478 763 146
14 X Upshur 2,461 537 e
15 LA Iberia 2,328 1,067 10
16 LA Ouachita 2,323 1,939 10
17 LA Livingston 2,294 1,070 14
18 ™ Cherokee 2,285 684 9
19 NY Gueens 2,278 34,753 21
20 LA Caddo 2,261 3,919 12

Note:  FFS [feeforservice). These counties had of least 500 Part B beneficiaries with spending for outpatient therapy services in 201 1. Spending is risk adjusted for county

health siatus using hierarchical condition calegories risk scores.

Source(s): MedPAC analysis of 100% Medicare Part B therapy claims, 2011 and Medicare Payment Advisory Commission. Report to the Con-
gress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/Jun13_Entir-

eReport.pdf (10).
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the Congress. Medicare and the Health Care Delivery System. Washington, DC: MedPAC. June 2013. http://www.medpac.gov/documents/
Jun13_EntireReport.pdf (10).

Following the extensive review, MedPAC made the

following recommendations to be implemented: in-
crease physician oversight of the patients’ plan of care.
This incorporates the following:

Reduce the certification period for the outpatient
therapy plan of care from 90 days to 45 days
Develop national guidelines for therapy services,
implement payment edits at the national level
based on these guidelines that target implausible
amounts of therapy, and use authorities granted
by the Patient Protection and Affordable Care Act
of 2010 to target high-use geographic areas and
aberrant providers.

MedPAC, while believing that a policy of hard caps

on therapy spending without an exception may unduly
compromise beneficiaries access to medically necessary
services, also believes that the current automatic excep-

tions process may be too loose and permit the delivery
of excessive amounts of therapy without any way to es-
tablish the necessity of these treatments. Consequently,
MedPAC recommended the following:

Reduce the therapy cap for physical therapy and
speech-language pathology services combined
and the separate cap for occupational therapy to
$1,270in 2013. These caps should be updated each
year by the Medicare Economic Index (MEI).

Direct the Secretary to implement a manual review
process for requests to exceed cap amounts, and
provide the resources to CMS for this purpose.
Permanently include services delivered in HOPDs
under therapy caps.

Apply a multiple procedure payment reduction
of 50% to the PE portion of outpatient therapy
services provided to the same patient on the same
day.
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MedPAC also recommended that due to the lack
of adequate data with which to evaluate the medical
necessity of therapy services, diagnostic codes and col-
lection of information about functional status during
the course of therapy should be improved.

The Congress should direct the Secretary to:

e  Prohibit the use of V codes as the principal diagno-
sis on outpatient therapy claims, and

e Collect functional status information on therapy
users using a streamlined, standardized, assessment
tool that reflects factors such as patients’ demo-
graphic information, diagnoses, medications, sur-
gery, and functional limitations to classify patients
across all therapy types. The Secretary should use
the information collected using this tool to mea-
sure the impact of therapy services on functional
status, and provide a basis for the development of
an episode-based or global payment system.

Overall, MedPAC estimated that the implications
of these measures will not have any substantial effect
on access, but will reduce spending and improve quality
by reforming the delivery system. MedPAC has provided
information for a streamlined standardized tool to mea-
sure functional status for outpatient therapy services.

SuMMARY

This manuscript describes various policy sugges-
tions put forth by MedPAC in its report to the Congress
on Medicare and the health care delivery system in
2013, affecting the payment rates by Medicare beyond
the ACA. MedPAC has undertaken these recommen-
dations based on the fact that Medicare pays 141%
more for a Level Il echocardiogram in an HOPD than
in a free-standing physician’s office. For interventional
techniques, Medicare payments vary from $211.96 in an
office setting, to $407.28 in ASC setting, and $655.62
in an HOPD for procedures such as epidural injections.
Consequently, these variations raise questions about
how Medicare should pay for the same service when it
is delivered in different settings. MedPAC asserts that
a prudent purchaser should not pay more for that ser-
vice in one setting than in another. Payment variations
across settings may encourage arrangements among
providers that result in care being provided in higher
paid settings, thereby increasing total Medicare spend-

ing and beneficiary cost sharing. In general, MedPAC
maintains that Medicare should base payment rates on
the resources needed to treat patients in the most effi-
cient setting, adjusting for differences in patient sever-
ity to the extent that severity differences affect costs.
MedPACs role is advisory and these recommendations
do not necessarily result in policy changes.

In summary, MedPAC identified multiple groups of
services provided in different settings and proposed to
equalize payments resulting in approximate savings of
$1.5 billion per year.
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