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(1) 

OPTIONS TO IMPROVE QUALITY AND 
EFFICIENCY AMONG MEDICARE PHYSICIANS 

THURSDAY, MAY 10, 2007 

U.S. HOUSE OF REPRESENTATIVES, 
COMMITTEE ON WAYS AND MEANS, 

SUBCOMMITTEE ON HEALTH, 
Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:00 a.m., in 
room 1102, Longworth House Office Building, Hon. Fortney Pete 
Stark (Chairman of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 
FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

CONTACT: (202) 225–3943 FOR IMMEDIATE RELEASE 
May 10, 2007 
HL–10 

Chairman Stark Announces a Hearing on Options 
to Improve Quality and Efficiency Among Medi-
care Physicians 

House Ways and Means Health Subcommittee Chairman Pete Stark (D–CA) an-
nounced today that the Subcommittee on Health will hold a hearing on options to 
improve quality and efficiency among Medicare physicians. The hearing will take 
place at 10:00 a.m. on Thursday, May 10, 2007, in Room 1100, Longworth 
House Office Building. 

In view of the limited time available to hear witnesses, oral testimony at this 
hearing will be from the invited witness only. However, any individual or organiza-
tion not scheduled for an oral appearance may submit a written statement for con-
sideration by the Committee and for inclusion in the printed record of the hearing. 

BACKGROUND: 

Medicare spending for physician services will likely exceed $60 billion in 2007, 
more than 14 percent of spending on program benefits. Spending for physician serv-
ices has grown considerably in recent years, largely due to the 5.5 percent average 
annual increase in the number of services provided per beneficiary (volume) and the 
increase in the average complexity and costliness of services (intensity). Analyses 
by the Medicare Payment Advisory Commission (MedPAC) and the government Ac-
countability Office (GAO) have suggested that some of the higher volume and inten-
sity that drives spending growth may not be medically beneficial. In fact, the wide 
geographic variation in Medicare spending per beneficiary—unrelated to beneficiary 
health status or outcomes—provides evidence that health needs alone do not deter-
mine spending. Furthermore, recent analyses by GAO, MedPAC and others indicate 
the growth in volume and intensity of physician services varies dramatically across 
providers and specialties. Excessive volume and intensity not only increase program 
spending, but also may represent unnecessary services that can put beneficiaries at 
greater risk. 

Strategies to evaluate growth in volume and intensity, and address unnecessary 
spending are currently being explored. One such strategy would bundle services in 
the physician fee schedule to create a global fee for patient care management. Bun-
dled payments are used for most of part A through various Prospective Payment 
Systems that use Diagnostic Related Groups and other similar mechanisms. In Part 
B, Medicare bundles payments for End Stage Renal Disease and for certain sur-
geries. Bundled payments could facilitate more careful patient management, while 
reducing administrative burden for physicians. 

Another strategy being used to address growth in volume and intensity relies on 
providing feedback to individual physicians about how their practice patterns com-
pare with their peers. This approach is intended to generate dialog so that Medicare 
physicians can learn from each other how to achieve the highest quality outcomes 
with efficient use of resources. Such programs have been used effectively in the pri-
vate sector. 

In announcing this hearing, Chairman Stark said: ‘‘As Medicare’s steward, 
Congress needs to ensure that Medicare resources are being used effi-
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ciently and effectively to achieve high quality outcomes. This hearing will 
bring out some concrete actions we can take to achieve this important 
goal.’’ 

FOCUS OF THE HEARING: 

The hearing will focus on potential methods to improve efficiency among physi-
cians in Medicare. In particular, witnesses will review the potential of bundling 
services in the physician fee schedule and the effect of providing feedback to physi-
cians on how their clinical practice patterns and resource use compare to their 
peers. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS: 

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee 
website and complete the informational forms. From the Committee homepage, 
http://waysandmeans.house.gov, select ‘‘110th Congress’’ from the menu entitled, 
‘‘Committee Hearings’’ (http://waysandmeans.house.gov/Hearings.asp?congress=18). 
Select the hearing for which you would like to submit, and click on the link entitled, 
‘‘Click here to provide a submission for the record.’’ Once you have followed the on-
line instructions, completing all informational forms and clicking ‘‘submit’’ on the 
final page, an email will be sent to the address which you supply confirming your 
interest in providing a submission for the record. You MUST REPLY to the email 
and ATTACH your submission as a Word or WordPerfect document, in compliance 
with the formatting requirements listed below, by close of business Thursday, May 
24, 2007. Finally, please note that due to the change in House mail policy, the U.S. 
Capitol Police will refuse sealed-package deliveries to all House Office Buildings. 
For questions, or if you encounter technical problems, please call (202) 225–1721. 

FORMATTING REQUIREMENTS: 

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee. 
The Committee will not alter the content of your submission, but we reserve the right to format 
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response 
to a request for written comments must conform to the guidelines listed below. Any submission 
or supplementary item not in compliance with these guidelines will not be printed, but will be 
maintained in the Committee files for review and use by the Committee. 

1. All submissions and supplementary materials must be provided in Word or WordPerfect 
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official 
hearing record. 

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. 
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material 
not meeting these specifications will be maintained in the Committee files for review and use 
by the Committee. 

3. All submissions must include a list of all clients, persons, and/or organizations on whose 
behalf the witness appears. A supplemental sheet must accompany each submission listing the 
name, company, address, and telephone and fax numbers of each witness. 

Note: All Committee advisories and news releases are available on the World 
Wide Web at http://waysandmeans.house.gov. 

The Committee seeks to make its facilities accessible to persons with disabilities. 
If you are in need of special accommodations, please call 202–225–1721 or 202–226– 
3411 TTD/TTY in advance of the event (four business days notice is requested). 
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above. 

f 
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Chairman STARK. Good morning. We’ll proceed with a hearing 
that we hoped would build on our recent hearing with MedPAC, 
trying to outline the possibilities to reform or change the physician 
payments in Medicare, and we’ll focus today on possible long-term 
solutions to improve efficiency among the Medicare physicians. 

Hoping, our goal is to move from the sustainable growth rate, 
henceforth SGR, to a more refined system that still contains vol-
ume control but may direct us toward improve quality. Physicians 
play a critical role in caring for us seniors and people with disabil-
ities, and paying them appropriately is an important part of I think 
any delivery system such as Medicare. 

When I last chaired this Subcommittee, we created the Physician 
Fee Schedule to replace the cost-based reimbursement for physi-
cians, and I was pleased at that time to work closely with the phy-
sician community to find a bipartisan consensus on that approach. 
The system was successful. Many private payers have adopted it 
since. But despite the success of the fee schedule, the solution to 
growth and volume and intensity still eludes us. 

Analysis by GAO, MedPAC and others have shown us that the 
growth in volume and intensity of physician services varies dra-
matically across regions, providers and specialties. Even worse, we 
find that regional variations in volume and intensity of physician 
services don’t relate to higher quality care or better outcomes. To 
the contrary, beneficiaries may be put at greater risk when they’re 
subjected to more and more complicated procedures. 

These trends should be a cause of serious concern for bene-
ficiaries and taxpayers alike. Unfortunately, as MedPAC testified 
before our Committee in March, the solutions today won’t solve all 
the problems for tomorrow. In 2007, tomorrow is here. There are 
several strategies to revise Medicare physician payment to more ef-
ficiently reward appropriate medical care, and that’s what we’re 
here to discuss today. 

We’re pleased to be joined by experts who have spent years 
studying ways to improve physician spending in Medicare as well 
as by practicing physicians who have many years of experience car-
ing for Medicare beneficiaries. Our witnesses will review some tan-
gible steps we can take to improve the current situation. Specifi-
cally, we’ll hear testimony about whether Medicare should imple-
ment a system to feedback to physicians on how their practice pat-
terns compare with their peers. Witnesses will also discuss whether 
Medicare should develop bundled payments for services in the phy-
sician fee schedule, both for coordinated management of chronic ill-
ness, such as a medical home, or as well as for episodes of highly 
specialized care. I look forward to working with my colleagues, the 
physician community and other health professionals, the adminis-
tration and patients in the coming weeks. 

I’d like to make one personal comment. We’ll hear this morning 
from my friend and constituent, Dr. Mahal. He’s here from 
Freemont, California to testify before us on behalf of the California 
Medical Association, and I want to take this moment to welcome 
Dr. Mahal and thank him for all the work that he’s undertaken, 
along with his colleagues in the California Medical Association to 
help us come to a reasonable solution. Mr. Camp, would you like 
to comment? 
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Mr. CAMP. Thank you very much, Mr. Chairman, and thank you 
for holding this hearing. The Medicare payment formula known as 
a sustainable growth rate or SGR, is scheduled to reduce payments 
to physicians by 10 percent in 2008. It will also cause physician 
payments to be reduced by approximately 5 percent for each of the 
next 9 years. The SGR formula is obviously unsustainable. The 
SGR does not reward physicians for high quality or cost effective 
care. Under the SGR, physicians are paid more for the number of 
services they provide. This rewards physicians for the quantity but 
not the quality of their services. 

We know that under the current system that the total number 
of procedures performed and images taken have increased, but it 
cannot tell us if patients are receiving better care. We need a bet-
ter system that creates incentives for individual physicians to pro-
vide comprehensive, efficient and high-quality care. 

In this hearing, we will look into two potential ideas to reform 
the physician payment system. One is the idea to provide resource 
use data to physicians and to compare their practice data with 
their peers. Private plans are already using this data in setting 
payments for physicians. 

The second idea involves the bundling of payments. CMS did a 
demonstration in 1991 on bundling payments for cardiac bypass 
surgery. The demonstration was found to save money, but it was 
discontinued after 5 years. This hearing will hopefully examine 
these and other ideas for reform. I appreciate the witnesses being 
with us today, and I’m interested to know their views on these and 
other possible payment systems. While I’m eager to discuss long- 
term changes to the SGR, I recognize that we must still solve the 
immediate problem of the impending cuts. 

From past experience, we’ve learned that short-term fixes don’t 
always work. Sometimes they only exacerbate the problem. That 
being said, I look forward to working with the Chairman on an at-
tempt to reform Medicare so that physicians are paid appropriately 
for their services and seniors get access to high-quality, affordable 
care. 

Thank you, Mr. Chairman, and I yield back the balance of my 
time. 

Chairman STARK. Thank you. Any other Members have an ur-
gent statement to make? If not, I’d like to recognize our first panel 
and welcome back A. Bruce Steinwald, the Director of Health Care 
for the government Accountability Office, fondly known as GAO; 
Mr. Herb Kuhn, the Acting Deputy Administrator of the Centers 
for Medicare and Medicaid Services, CMS, and Mr. Glenn 
Hackbarth, Chairman of the Medicare Payment Advisory Commis-
sion, again, fondly known as MedPAC. 

I want to first of all thank all of these gentleman for the help 
you’ve given the Subcommittee and the Members. In addition to 
these hearings, I think spending countless hours counseling and 
advising and educating us on the problems of the matter before us 
and other problems in the Medicare arena. We deeply appreciate 
it. There’s a lot of work ahead of us, and the extra time that you 
take has been invaluable to the Members. 

Why don’t we start with Mr. Steinwald and run down the line, 
and you may proceed to inform us. If you care to summarize, we 
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have your written testimony, which without objection will appear 
in the record. If you care to summarize your testimony, we will 
then be able to inquire for more information. Mr. Steinwald. 

STATEMENT OF A. BRUCE STEINWALD, DIRECTOR, HEALTH 
CARE, GOVERNMENT ACCOUNTABILITY OFFICE (GAO) 

Mr. STEINWALD. Thank you, Chairman Stark and Mr. Camp 
and Members of the Subcommittee. Thank you for inviting me here 
today as you consider ways to encourage Medicare’s physician pay-
ment system to be more efficient. 

The Medicare Modernization Act required us conduct a study of 
the SGR system that’s used to update physician fees from year to 
year, and to also conduct a study of physician compensation more 
generally. 

Our SGR study concluded that the annual growth over the past 
several years and the volume and complexity of services delivered 
to Medicare beneficiaries has been the underlying reason that the 
SGR system has been, to put it mildly, problematic. This trend gen-
erates spending increases that are excessive under the SGR for-
mula, which requires offsetting reductions in physicians fees and 
an annual headache for the Congress. 

The SGR is a blunt instrument that treats every Medicare doctor 
the same, regardless of whether the doctor is conserving of re-
sources or profligate. When we were planning our second MMA- 
mandated study, we wanted to investigate approaches that could 
look at individual doctor behavior, and this led us to profiling. 
Under profiling, the health care resources provided or ordered by 
a physician and consumed by that physician’s patients can be com-
pared to the average for similar doctors and patients. The doctors 
who appear to be practicing an efficient style of medicine can be 
identified individually. 

We conducted an analysis of Medicare claims data pertaining to 
services provided to Medicare beneficiaries in 12 metropolitan 
areas to determine whether we could identify doctors who appeared 
to be practicing medicine inefficiently. I won’t go into the details 
of the study at this time. But it will come as no surprise to you 
that we found evidence of inefficiency in all 12 areas. 

We also concluded that if inefficient doctors’ practices were 
brought into the normal range with their peer groups, Medicare 
could realize substantial savings. We also looked at outside of 
Medicare for other payers who are profiling doctors to see if there 
might be lessons for Medicare in what other organizations are 
doing to improve the efficiency of health care delivery. 

We reported on 10 organizations ranging from traditional insur-
ers to government payers who collect data on patient’s health care 
expenditures at the physician or physician group level, and com-
pared those expenditures to an average for comparable physicians. 
Among other things, we found that nearly all of these organizations 
established standards for quality as well as efficiency. They exam-
ined total health expenditures, not just physician service expendi-
tures. The educate doctors about their profiling programs and how 
their performance compares to standards for efficiency and quality, 
and they created financial and other incentives for doctors to 
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change their behavior or for patients to seek care from the more 
efficient doctors. 

Medicare currently has the tools necessary to conduct physician 
profiling on a large scale. It has a comprehensive claims database 
that can be used to calculate individual doctor’s patients expendi-
tures. It has enough physicians participating in Medicare in most 
geographic areas to ensure statistically valid comparisons, and it 
has experience in using methods to account for differences in pa-
tient health status, which is a central ingredient for profiling to be 
meaningful. 

Medicare also faces some limitations which will need to be ad-
dressed. For example, in its comments on our draft report, CMS 
noted that profiling on a broad scale would be resource-intensive. 
We agree that any effort likely to improve efficiency program-wide 
would have to be adequately funded. 

Second, CMS lacks the authority to use profiling results in some 
of the ways that the 10 payers that we studied to, such as varying 
patient copayments or physicians’ fees, depending on whether qual-
ity and efficiency standards are met. Thus, to achieve the full po-
tential that profiling offers to improve program efficiency will al-
most certainly require Congressional action. 

CMS does have the authority to provide feedback to doctors who 
care for Medicare patients on how their care compares to peer 
groups. Provided that such an effort could get underway soon, 
showing doctors evidence that their practice styles may be ineffi-
cient compared to a peer group is a promising step to encourage 
them to conserve Medicare’s resources. Such feedback may, if im-
plemented program-wide, achieve some program savings in its own 
right. 

However, to realize the full potential for profiling to affect physi-
cian behavior and to moderate the spending trend, financial incen-
tives will almost certainly have to be imposed. 

Mr. Chairman, this concludes my remarks, and I would be happy 
to answer your questions. 

[The prepared statement of Mr. Steinwald follows:] 
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Chairman STARK. Thank you. 
Mr. Kuhn. 

STATEMENT OF HERBERT B. KUHN, ACTING DEPUTY ADMINIS-
TRATOR, CENTERS FOR MEDICARE & MEDICAID SERVICES 

Mr. KUHN. Chairman Stark, Mr. Camp, Members of the Sub-
committee, thank you for inviting me here today to discuss quality 
and efficiency in Medicare physician payment. The fee-for-service 
Medicare Program has largely been a passive payer of health-care 
services. Given the size and impact of Medicare, it is a top priority 
at the Centers for Medicare & Medicaid Services to transform 
Medicare from a passive payer to an active purchaser of high qual-
ity, efficient care. 

Medicare payment systems should encourage reliable, high qual-
ity and efficient care, rather than payment based simply on the 
quantity of services provided and resources consumed. CMS has 
taken a leadership role in a multi-pronged approach to addressing 
value-based purchasing for physician services. Strategies to meas-
ure and encourage quality services, to understand appropriate re-
source use, and to examine current value-based purchasing models 
are all at the heart of CMS efforts to help modernize the physician 
payment system. 

One such method would be to refine the payment system, includ-
ing the additional use of bundled payments for physician services. 
As with other payment systems, Medicare supports efforts to iden-
tify opportunities for paying physicians and providers a single or 
bundled amount to take care of the patient for the range of services 
that are necessary to manage the patient through an episode of 
care. This contrasts to the current fee schedule and physician pay-
ment system where we typically pay for the individual services. 

We have limited experience in this area for physician services. 
Accordingly, it would take additional research and analytical work 
before we could make substantive changes in this area. However, 
we have had experience with bundling, and our results are mixed. 
I’d like to share with you some of those results. 

For example, one, we have established national definitions for 
global surgical packages so that the payment is made consistently 
for all pre-and post-operative visits. We believe this has promoted 
efficiency in the delivery of surgical services and fostered continuity 
of care by the surgeon. It has also led to greater payment predict-
ability for the surgeon and for the Medicare beneficiary in terms 
of their copayments. However, there are issues about how accurate 
we are at estimating the number and the level of services in the 
bundle. 

We also would pay physicians a monthly capitated payment for 
managing the care of ESRD patients receiving dialysis services. At 
one time this was a single payment for the visits and services the 
physician performed during the month of care. However, based on 
concerns that physicians were not performing the visits during the 
month, we split the Codes, and payment now varies depending on 
the number of visits provided. 

In general, bundling works very well, but it’s more problematic 
in the physician payment setting. Bundled payment approaches 
rely upon a system of averages. This can work very well for pro-
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viders, such as hospitals or large physician groups or clinics, that 
provide a wide range of services for a diverse mix of patients. But 
bundling can be problematic for small physician groups that tend 
to specialize or treat a more limited set of patients. 

While there are certainly limitations to bundling for physician 
services, there are areas where additional research on bundling op-
tions could be considered in the physician payment area. One are 
might be to develop a more comprehensive office visit package. An-
other payment option might allow for bundling to eliminate incen-
tives for physicians to furnish services on different days in order 
to avoid the current Medicare payment discounts for multiple serv-
ices furnished on the same day. 

It is important, however, as we move in this area of payment re-
form, that we make sure that we provide the safeguards against 
any misalignments of payment incentives could diminish the level 
of care of Medicare beneficiaries, and this is important to all of us. 

A second area of payment reform deals with the extensive vari-
ation of physician use of resources to treat a given condition, par-
ticularly geographic variation. Studies show that greater volume of 
services does not appear to correlate with high-quality care or im-
proved outcomes. 

Measuring physician resource use in Medicare is an ambitious 
undertaking. Nearly 700,000 physicians receive Medicare pay-
ments, and those physicians submit about 800 million claims per 
year. As with the development of the Medicare payment systems, 
which typically are multi-year, multi-step processes, so too will the 
measurement of physician resource use take some time. 

A tool used in assessing resource use for an episode of care is the 
episode grouper, which organizes the different services furnished to 
the beneficiary into clinical meaningful episodes using the diag-
nosis and other information that are present on the physician 
claim. When services are grouped, the total cost of all services in-
volved with treating the condition or illness can be compiled and 
then compared. 

CMS is currently evaluating two commercial and proprietary epi-
sode grouper software products currently on the market and used 
by other payers. Episode groupers have a great promise as a way 
to organize Medicare data to make meaningful resource use com-
parisons among physicians. However, there are multiple issues 
that we need to sort through as we look at this to make sure that 
we accurately measure physician resource use. This includes attri-
bution. This includes patient characteristics, such as severity ad-
justments. Finally, it really is to make sure that we have appro-
priate comparison groups. 

We have also begun the effort to engage physicians on the use 
of these tools, including asking physician groups to share with us 
clinical scenarios that then we can pass through the groupers to 
see if we come out with the same outcome as they do when they 
do it manually; again, a validation process. Also we’d be taking 
some of the reports we’ve gotten from these groupers and sharing 
them with physicians and focus groups to make sure that they’re 
meaningful, that they’re accurate, and that they can be actionable 
for physicians as they move forward. 
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We hope to have more information for all of you later this year 
in terms of our evaluation. 

Mr. Chairman, thank you again for this opportunity to testify on 
quality and efficiency in Medicare physician payment. We look for-
ward to working with Congress, the physician community, MedPAC 
and other stakeholders as we continue to analyze the various ap-
propriate to physician payment. 

We look forward to answering any questions the Committee 
might have. 

[The prepared statement of Mr. Kuhn follows:] 
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Chairman STARK. Thank you. 
Glenn, would you like to enlighten us? 

STATEMENT OF GLENN M. HACKBARTH, J.D., CHAIRMAN, 
MEDICARE PAYMENT ADVISORY COMMISSION 

Mr. HACKBARTH. Thank you, Mr. Chairman, Mr. Camp, other 
Members of the Subcommittee. It’s good to see you again. The med-
ical care provided to Medicare patients, indeed, all Americans, is 
often amazing. It saves lives, reduces pain and disability, yet as 
has been alluded to already, there’s growing evidence of uneven 
quality in the care provided. The care is often too fragmented and 
often more expensive than perhaps it needs to be. However, hard 
experience has taught us that the momentum toward more sophis-
ticated, costly and fragmented care is very, very powerful and it 
will not be easily reversed. 

Today we’re discussing a number of polices that hold some prom-
ise, we believe, for redirecting the system’s momentum, thus in-
creasing the value that Medicare beneficiaries and taxpayers re-
ceive for their substantial investment in the Medicare Program. 

In this opening statement, I want to highlight four policies of 
particular interest to MedPAC. First is profiling physicians, al-
ready discussed at some length by Bruce, we refer to it as a meas-
uring resource use. 

In 2005, MedPAC recommended that CMS provide physicians 
with confidential feedback on their practice patterns and how those 
patterns compare with their peers. With additional study over the 
last couple of years, we’re even more convinced that this is a doable 
and worthwhile effort. I might add it’s one that’s enthusiastically 
endorsed by all of the physician members of MedPAC. Like GAO, 
we believe confidential feedback is the first step. Ultimately, the in-
formation should be used to adjust payments for physicians based 
on their cost and quality. 

A second policy direction that I want to highlight is improving 
pricing accuracy for physician services meaning doing everything 
we can to get the price right for individual services. Last year 
MedPAC made a series of recommendations about how the current 
process for updating physician relative values might be improved. 
If payments, the prices we pay are too high, a service may be pro-
vided too often. On the other hand, if they’re too low, the service 
may be underprovided. If errors persist over long periods of time, 
they may even begin to affect decisions about choice of specialty 
among medical students. 

Getting prices exactly right is impossible, and indeed there are 
some important conceptual issues about how you define what the 
right price is. Nevertheless, MedPAC sees evidence of some fairly 
large errors in the physician payment system that are skewing the 
system toward the production of costly services at the expense of 
basic services of very high value. 

A third policy direction is care management and coordination. 
Medicare patients, especially those with multiple chronic condi-
tions, may see eight, ten, a dozen or more physicians in a given 
year. Without a concerted effort to coordinate and integrate that 
care, there’s a great risk of patient confusion, unnecessary duplica-
tion and waste, important matters falling through the cracks, or 

VerDate Nov 24 2008 23:52 Apr 08, 2009 Jkt 046971 PO 00000 Frm 00041 Fmt 6633 Sfmt 6602 E:\HR\OC\A971A.XXX A971Ajb
el

l o
n 

P
R

O
D

1P
C

69
 w

ith
 H

E
A

R
IN

G



38 

even dangerous interactions among treatments. Yet Medicare does 
not properly reward physicians for taking the time and effort to 
manage the care of these complex patients. Indeed, Medicare’s pay-
ment system is contributing, we fear, to the steady, even accel-
erating erosion of the nation’s primary care workforce. In our June 
2006 report, we discussed potential models for improving care co-
ordination in Medicare. 

The final policy direction I wanted to mention is comparative ef-
fectiveness. As you know all too well, the U.S. spends a very large 
share of its national wealth on health care, yet we often know very 
little about how alternative treatments compare in their effective-
ness. There’s too little incentive for private parties to invest in such 
research, and when they do, the results may be compromised by 
proprietary interests. MedPAC believes that knowledge about what 
works in medicine is a public good that will always be underpro-
duced by the private marketplace. Therefore, we believe a signifi-
cant increase in public investment is required. 

In our June 2007 report, we recommended that Congress charge 
an entity with expanding our knowledge base while taking steps to 
assure the entity’s independence as well as adequate and secure 
funding. 

In conclusion, let me state the obvious. None of these steps is a 
panacea for the problems facing the Medicare program. Some of the 
proposals are technically complex, and all of them are probably po-
litically complex. There is, however, no silver bullet for Medicare’s 
cost and quality problems. There’s much work to be done on many 
fronts. 

CMS has many important projects underway, including several 
important demonstrations and pilots that Congress has specifically 
requested. The problem is that it currently takes too long to de-
velop, implement and refine new payment policies, despite heroic 
efforts by CMS staff. Because there’s so much to be done, and be-
cause we feel growing urgency about getting it done, we urge Con-
gress to give serious consideration to a substantial increase in its 
investment in CMS’s capacity for innovation. 

Thank you, Mr. Chairman. 
[The prepared statement of Mr. Hackbarth follows:] 

Statement of Glenn M. Hackbarth, Chairman, Medicare Payment Advisory 
Commission 

Chairman Stark, Ranking Member Camp, distinguished Subcommittee members, 
I am Glenn Hackbarth, Chairman of the Medicare Payment Advisory Commission 
(MedPAC). I appreciate the opportunity to be here with you this morning to discuss 
ways that Medicare can improve its physician payment system. 

Since 2000, total Medicare spending for physician services has climbed more than 
9 percent per year (Figure 1). Slowing the increase in Medicare outlays is important; 
indeed, it is becoming urgent. Medicare’s rising costs, particularly when coupled 
with the projected growth in the number of beneficiaries, threaten the sustainability 
of the program. The Medicare Trustees’ warn that even their unrealistically con-
strained estimate of Part B spending growth (due to multiple years of fee reductions 
mandated under current law) will still significantly outpace growth in the U.S. econ-
omy. Part B and total Medicare spending growth will continue to put pressure on 
the federal budget. That pressure puts other national priorities, such as homeland 
security and education, at risk. 
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FIGURE 1. FFS MEDICARE SPENDING FOR PHYSICIAN SERVICES, 1996—2006 

Note: FFS (fee-for-service). Dollars are Medicare spending only and do not include 
beneficiary coinsurance. 

Source: 2006 annual report of the Boards of Trustees of the Medicare trust funds. 

Rapid growth in expenditures also threatens to make the program unaffordable 
for beneficiaries. It contributes, directly and indirectly, to higher out-of-pocket costs 
through increased copayments, premiums for Medicare Part B, and premiums for 
supplemental coverage. As beneficiaries receive more services, they are required to 
make more copayments. Growth in copayments, in turn, pushes up the cost of sup-
plemental insurance. In addition, because the monthly Part B premium is deter-
mined by average Part B spending for aged beneficiaries, an increase in expendi-
tures affects the premium directly. From 1999 to 2002, the premium grew by an av-
erage of 5.8 percent per year, but the cost-of-living increases for Social Security ben-
efits averaged only 2.5 percent per year. Since 2002, the Part B premium has in-
creased even faster—by 13.5 percent in 2004, 17.3 percent in 2005, and 13.2 percent 
in 2006 (Figure 2). 
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FIGURE 2. MONTHLY PART B PREMIUMS, 1999—2007 

Note: Beginning in 2007, monthly Part B premiums are income-adjusted. The 
standard premium for 2007 is $93.50. 

Source: Congressional Research Service. 2004. Medicare: Part B premiums. Wash-
ington, DC: CRS; CMS press release, dated September 12, 2006, Medicare premiums 
and deductibles for 2007; and CMS press release, dated September 16, 2005, Medi-
care premiums and deductibles for 2006. 

Spending for physician services has grown largely because of increased volume— 
the number of services furnished and the complexity, or intensity, of those services. 
Some observers have hypothesized that new technology, demographic changes, and 
shifts in site of service spur growth in the volume of physician services. Changes 
in medical protocols and a rise in the prevalence of certain conditions may also play 
a role. But analyses by MedPAC and others suggest that much of the rise in volume 
is unexplained. A RAND study found that technological advances and changes in 
medical protocols that are specific to particular illnesses do not fully account for vol-
ume growth. Other studies suggest that, after controlling for input prices and health 
status, differences in the volume of physician services are driven in large part by 
practice patterns and physician supply and specialization. As Elliott Fisher and oth-
ers described in a series of articles, in geographic areas with more health care pro-
viders and more physician specialists, beneficiaries receive more services but do not 
experience better quality of care or better outcomes, nor do they report greater satis-
faction with their care. John Wennberg identified some discretionary services that 
can be overprovided as preference-sensitive care because they involve significant 
trade-offs and should be selected only by patients capable of making an informed 
decision. This suggests that some services may be unnecessary, exposing some bene-
ficiaries to needless risk and generating unwarranted costs for beneficiaries and the 
program. At the same time, evidence shows that beneficiaries do not always receive 
the care they need, and too often the care they do receive is not high quality. 

To help address Medicare’s growing financial crisis, MedPAC focuses much of its 
work on improving efficiency—getting more in terms of quality and outcomes for 
each Medicare dollar spent. Increasing the value of the program to both bene-
ficiaries and taxpayers will require efforts to improve the incentives inherent in 
Medicare’s fee-for-service (FFS) physician payment system. 

Ideally, payment systems will give providers incentives to furnish better quality 
of care, to coordinate care (across settings, for chronic conditions), and to use re-
sources judiciously. However, Medicare pays its providers the same regardless of the 
quality of their care, which perpetuates poor care for some beneficiaries, misspends 
program resources, and is unfair to providers who furnish high-quality care and use 
resources judiciously. Medicare’s payment system does not reward physicians for co-
ordinating patients’ care across health care settings and providers, and it does little 
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to encourage the provision of primary care services, even though such actions may 
improve the quality of care and reduce costs. Further, inaccurate prices may inap-
propriately affect physician decisions about whether and what services to furnish. 
And Medicare’s FFS method of paying for physician services contributes to volume 
growth by giving physicians a financial incentive to increase volume. 

As discussed in our March 2007 report on Assessing Alternatives to the Sustain-
able Growth Rate System, Medicare needs to change the incentives of the payment 
system by ensuring that its prices are accurate, furnishing information to providers 
about how their practice styles compare with their peers’ practice styles, encour-
aging coordination of care and provision of primary care, and bundling and pack-
aging services where appropriate to reduce overuse. In addition, Medicare should 
promote quality by instituting pay for performance, encouraging the use of compara-
tive-effectiveness information, and, where appropriate, imposing standards for pro-
viders as a condition of payment. If Medicare’s FFS program is to function more effi-
ciently, the Congress needs to provide CMS with the necessary time, financial re-
sources, and administrative flexibility. CMS will need to invest in information sys-
tems; develop, update, and improve payment systems and measures of quality and 
resource use; and contract for specialized services. 
Ensuring accurate prices 

Misvalued services can distort the price signals for physician services as well as 
for other health care services that physicians order, such as hospital services. Some 
overvalued services may be overprovided because they are more profitable than 
other services. Conversely, some providers may opt not to furnish undervalued serv-
ices, which can threaten access to care, or they may opt to furnish other, more prof-
itable services instead, which can be costly to Medicare and to beneficiaries. 

A service can become overvalued for a number of reasons. For example, when a 
new service is added to the physician fee schedule, it may be assigned a relatively 
high value because of the time, technical skill, and psychological stress that are re-
quired to perform it. Over time, the time, skill, and stress involved may decline as 
physicians become more familiar with the service and more efficient at providing it. 
The amount of physician work needed to furnish an existing service may decrease 
when new technologies are incorporated. Services can also become overvalued when 
practice expenses decline. This can happen when the costs of equipment and sup-
plies fall, or when equipment is used more frequently, reducing its cost per use. 
Likewise, services can become undervalued when physician work increases or prac-
tice expenses rise. CMS—with the assistance of the American Medical Association/ 
Specialty Society Relative Value Scale Update Committee (RUC)—reviews the rel-
ative values assigned to some physician services every five years. But many services 
likely continue to be misvalued. 

In recent years, per capita volume for different types of services has grown at 
widely disparate rates, with volume growth in imaging and non-major procedures 
(e.g., endoscopies) outpacing that for office visits and major procedures. Volume 
growth differs across services for several reasons, including variability in the extent 
to which demand for services is discretionary and subject to the judgment of a phy-
sician or beneficiary, as well as advances in technology that expand access and can 
improve patient outcomes. The Commission and others have voiced concerns, how-
ever, that differential growth in volume is due in part to differences in the profit-
ability of furnishing services. One reason that different services have varying oppor-
tunities for profit is their prices. In some instances, prices for services have been 
set too high relative to costs. For example, MedPAC and CMS have raised issues 
about the equipment use rate assumptions for imaging services. This rate may be 
set too low for some imaging services, meaning that Medicare’s payment rate is set 
too high for these services. 

To the extent that the Medicare’s sustainable growth rate (SGR) system limits 
growth in aggregate physician spending, differences in the rate of volume increases 
across services mean that certain types of services—such as imaging—are capturing 
a growing portion of Medicare physician spending at the expense of other services. 
As discussed below, the Commission has expressed particular concern about the 
tendency of primary care services to become undervalued relative to procedural 
services over time. This creates disincentives to furnish primary care services and 
over time can affect the willingness of physicians to enter the primary care special-
ties. (For more discussion of this issue, see p. 13.) Based on the 

RUC’s recommendation, CMS recently increased the work relative values of many 
evaluation and management services. Because the fee schedule changes are imple-
mented in a budget-neutral manner, their impact is partially limited. 

Given the importance of accurate payment, the Commission concluded in the 
March 2006 report to the Congress that CMS must improve its process for reviewing 
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the work relative values of physician services. CMS looks to the RUC to make rec-
ommendations about which services should be revalued. But the RUC’s three re-
views—completed in 1996, 2001, and 2006—recommended substantially more in-
creases than decreases in the relative values of services, even though one might ex-
pect many services to become overvalued over time. We have noted that physician 
specialty societies have a financial stake in the process and therefore have little in-
centive to identify overvalued services. Although we recognize the valuable contribu-
tion the RUC makes, we concluded in our 2006 report that CMS relies too heavily 
on physician specialty societies, which tend to identify undervalued services without 
identifying overvalued ones. We found that CMS also relies too heavily on the soci-
eties for supporting evidence. 

To maintain the integrity of the physician fee schedule, we recommended that 
CMS play a lead role in identifying overvalued services so that they are not over-
looked in the process of revising the fee schedule’s relative weights; we also rec-
ommended that CMS establish a group of experts, separate from the RUC, to help 
the agency conduct these and other activities. This recommendation was intended 
not to supplant the RUC but to augment it. To that end, the new group should in-
clude members who do not directly benefit from changes to Medicare’s payment 
rates, such as physicians who are salaried, retired, or serve as carrier medical direc-
tors and experts in medical economics and technology diffusion. The Commission 
has also urged CMS to update the data and some of the assumptions it uses to esti-
mate the practice expenses associated with physician services. 

In addition, we recommended that the Secretary, in consultation with the expert 
panel, initiate reviews of services that have experienced substantial changes in vol-
ume, length of stay, site of service, and other factors that may indicate changes in 
physician work. For example, when a service becomes easier, quicker, or less costly 
to perform, physicians may be able to provide more of it. Rapid growth in volume 
for a specific service may therefore signal that Medicare’s payment for that service 
is too high relative to the time and effort needed to furnish it. The Secretary could 
examine services that show rapid volume increases per physician over a given pe-
riod. Volume calculations would need to consider changes in the number of physi-
cians furnishing the service to Medicare beneficiaries and in the hours those physi-
cians work. CMS could use the results from these analyses to flag services for closer 
examination (by CMS or by the RUC) of their relative work values. The RUC could 
also conduct such volume analyses when making its work value recommendations 
to CMS, but its current process (every five years) may not be timely enough to cap-
ture services with rapid increases in volume. 

Alternatively, the Secretary could automatically correct such misvalued services, 
and the RUC would review the changes during its regular five-year review. In this 
scenario, CMS would identify specific service codes with volume increases exceeding 
a standard, such as average historical growth. The Secretary of Health and Human 
Services would then automatically adjust work values for these codes down. The 
RUC would consider the changes as part of their next five-year review. 

Corrections to the practice expense values may also be in order. MedPAC is cur-
rently studying the impact of CMS’s recent changes to the fee schedule practice ex-
pense calculation, including the use of newer practice cost data from some, but not 
all, specialties. We are also analyzing equipment pricing assumptions that are used 
to derive the practice expense values, particularly for imaging services. Ensuring 
that practice expense values are accurately priced reduces market distortions that 
make some services considerably more profitable than others, thus creating finan-
cial incentives to provide some services more than others. 

Finally, revisiting the conceptual basis of the resource-based Relative Value Scale 
system may be in order. Some observers suggest that the pricing of individual serv-
ices should account not just for time, complexity, and other resources but also for 
the value of the service and the price needed to ensure an adequate supply. 
Measuring resource use and providing feedback 

Elliott Fisher and others have found that Medicare beneficiaries in regions of the 
country where physicians and hospitals deliver many more health care services do 
not experience better quality of care or outcomes, nor do they report greater satis-
faction with their care. Thus, the nation could spend less on health care, without 
sacrificing quality, if physicians whose practice styles are more resource intensive 
reduced the intensity of their practice. 

In the March 2005 report to the Congress, the Commission recommended that 
CMS measure physicians’ resource use over time and share the results with physi-
cians. Physicians would then be able to assess their practice styles, evaluate wheth-
er they tend to use more resources than their peers or what evidence-based research 
(when available) recommends, and revise their practice styles as appropriate. More-
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over, when physicians are able to use this information in tandem with information 
on their quality of care, they will have a foundation for improving the value of care 
beneficiaries receive. 

Private insurers increasingly measure physicians’ resource use to contain costs 
and improve quality. Evidence on whether measuring resource use contains private 
sector costs is mixed and varies depending on how the results are used. Providing 
feedback on use patterns to physicians alone has been shown to have a statistically 
significant, but small, downward effect on resource use. However, John Eisenberg 
found that, when feedback is paired with additional incentives, the effect on physi-
cian behavior can be considerably larger. 

Medicare’s feedback on resource use has the potential to be more successful than 
previous experience in the private sector. As Medicare is the single largest pur-
chaser of health care, its reports should command greater attention. In addition, be-
cause Medicare’s reports would be based on more patients than private plan reports, 
they might have greater statistical validity and acceptance from physicians. Con-
fidential feedback of the results to physicians might induce some change. Many phy-
sicians are highly motivated individuals who strive for excellence and peer approval. 
If identified by CMS as having an unusually resource-intensive style of practice, 
some physicians may respond by reducing the intensity of their practice. However, 
confidential information alone may not have a sustained, large-scale impact on phy-
sician behavior. 

Using results for physician education would provide CMS with experience using 
the measurement tool and allow the agency to explore the need for refinements. 
Similarly, physicians could review the results, make changes to their practice as 
they deem appropriate, and help shape the measurement tool. Once greater experi-
ence and confidence were gained, Medicare could use the results for payment—for 
example, as a component of a pay-for-performance program (which rewards both 
quality and efficiency). Alternatively, Medicare could use the results to create other 
financial incentives for greater efficiency or could make the results public to enable 
beneficiaries to identify physicians with high-quality care and more conservative 
practice styles. Eventually, collaboration between the program and private plans 
could result in the development of a standard report card. 

MedPAC has been conducting research using episode grouping tools for the past 
two years and has found that they may be a promising tool for measuring resource 
use among physicians. We have found that the vast majority of Medicare claims can 
be assigned to an episode, and that most episodes can be attributed to a responsible 
physician. Once episodes are assigned to a responsible physician, each physician’s 
spending for a given episode can be compared to that of his or her peers and the 
results aggregated into an overall ‘‘score.’’ Episode groupers also permit analysis of 
the reasons for higher or lower resource use: Each episode can be subdivided into 
its component costs (e.g., hospital inpatient admissions, diagnostic testing, physician 
visits, post-acute care). 

Additional research remains, however, to ensure that resource use measurement 
consistently groups claims into episodes and attributes episodes to physicians in a 
manner that correctly classifies physicians as high, average, or low users of re-
sources. We also want to integrate quality measures into our comparisons of re-
source use. Adequate risk adjustment is crucial to ensure that episode grouping 
tools are measuring actual variation in resource use rather than variation in the 
health status of the beneficiaries being treated. Further, we and others have found 
significant variations in practice patterns for some conditions across the nation. As 
a first step it may be prudent to hold physicians to a local standard (e.g., metropoli-
tan statistical area or state) rather than a national one and to compare physicians 
only to others in the same specialty. For example, in our March 1 report to the Con-
gress on the SGR, we compare a selected cardiologist in Boston to his local peers 
for his treatment of a specific condition (Table 1). In this way, we control for some 
of the differences in practice patterns and patient health status that can drive re-
source use. 
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TABLE 1. HYPERTENSION EPISODE RESOURCE USE AND SCORES BY TYPE OF SERVICE 

Note: E&M (evaluation and management). Stage indicates the progression of the 
disease, with 1 being the mildest form. Resource use score is the ratio of the cardi-
ologist’s resource use to the average for cardiologists in Boston. 

Source: MedPAC analysis of 100 percent sample of 2001—2003 Medicare claims 
using the Medstat Episode Group grouper from Thomson Medstat. 
Encouraging coordination of care and the use of care management processes 

The Commission has explored multiple strategies to provide incentives for high- 
quality, low-cost care and thus improve value in the Medicare program. However, 
even if individual providers are efficient, a beneficiary may still receive less-than- 
optimal care if providers do not communicate well with each other or if they do not 
monitor patient progress over time. To address this problem, we have considered 
ways to promote care coordination and care management by creating incentives for 
providers to share clinical information with other providers, monitor patient status 
between visits, and fully communicate with patients about how they should care for 
themselves between physician visits. 

While many patients could benefit from better coordination of care and care man-
agement, the patients most in need are those with multiple chronic conditions and 
other complex needs. Gerard Anderson found that, in 2001, 23 percent of Medicare 
beneficiaries had five or more chronic conditions and accounted for 68 percent of 
program spending. But according to researchers at RAND, beneficiaries with chronic 
conditions do not receive recommended care and may have hospitalizations that 
could have been avoided with better primary care. Studies attribute this problem 
to poor monitoring of treatment—especially between visits—for all beneficiaries and 
to a general lack of communication among providers. Physician offices, on their own, 
struggle to find time to provide this type of care, and few practices have invested 
in the necessary tools—namely, clinical information technology (IT) systems and 
care manager staff. At the same time, beneficiaries may not be educated about steps 
they can take to monitor and improve their conditions. Coordinated care may im-
prove patients’ understanding of their conditions and compliance with medical ad-
vice and, in turn, reduce the use of high-cost settings such as emergency rooms and 
inpatient care. Ideally, better care coordination and care management will improve 
communication among providers, eliminating redundancy and improving quality. 

Research suggests that, without the support of IT and nonphysician staff, physi-
cians can only do so much to improve care coordination. Individual physicians may 
not have the time or be well suited to provide the necessary evaluation, education, 
and coordination to help beneficiaries, especially those with multiple chronic condi-
tions. One study found that older patients with select conditions that require time- 
consuming processes, such as history taking and counseling, are at risk for worse 
quality of care. Further, physicians may lack training or resources that would allow 
them to educate patients about self-care or to set up systems for monitoring between 
visits. Physicians’ use of basic care management tools is low, even in group practices 
where building the infrastructure for care coordination, including the use of clinical 
IT, may be more feasible. 

Care coordination is difficult to accomplish in the FFS program because it re-
quires managing patients across settings and over time, neither of which is sup-
ported by current payment methods or organizational structures. Further, because 
patients have the freedom to go to any willing physician or other provider, it is dif-
ficult to identify the practitioner most responsible for the patient’s care, especially 
if the patient chooses to see multiple providers. The challenge is to find ways to cre-
ate incentives in the FFS system to better coordinate and manage care. 

In our June 2006 report to the Congress, the Commission outlined two illustrative 
care coordination models for complex patients in the FFS program: (1) Medicare 
could contract with providers in large or small groups that are capable of inte-
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grating the IT and care manager infrastructure into patient clinical care, and (2) 
CMS could contract with stand-alone care management organizations that would 
work with individual physicians. In the second model, the care management organi-
zation would have the IT and care manager capacity. 

In either model, payment for services to coordinate care would depend on nego-
tiated levels of performance in cost savings and quality improvements. Given that 
Medicare faces long-term sustainability problems and needs to learn more about the 
most cost-effective interventions, the entities furnishing the care managers and in-
formation systems should initially be required to produce some savings as a condi-
tion of payment. However, demonstrating continued savings may not be necessary 
or feasible once strategies for coordinating care are broadly used. 

To encourage individual physicians to work with care coordination programs, 
Medicare might pay a small monthly fee to a beneficiary’s personal physician or 
medical group for time spent coordinating with the program. As with other fee 
schedule services, these expenditures would be accommodated by reallocating dol-
lars among all services in the fee schedule. 

In either model, patients would volunteer to see a specific physician or care pro-
vider (e.g., a medical group or other entity) for their care. CMS could help bene-
ficiaries identify the physician or physicians who provide most of their care. Bene-
ficiaries could then designate the practitioner they wanted to oversee most aspects 
of their care to be the contact with the care management program. The physician 
and the beneficiary would agree that the beneficiary would consult first with that 
physician but would not be restricted to seeing only that physician. The physician, 
or the medical group on behalf of the practitioner in the case of a provider-based 
program, would receive the monthly fee when the beneficiary enrolls in the care 
management program. This designated physician (which need not be a primary care 
physician, because a specialist might be the appropriate person for patients with 
certain conditions) would serve as a sort of medical home. 

These models do not represent the only ways care coordination might work in 
Medicare. The American College of Physicians recently advocated using advanced 
medical homes. In addition, other strategies, such as pay for performance, com-
plement care coordination models by focusing on improving care. In addition, adjust-
ing Medicare’s compensation to physicians to reflect the longer time spent caring for 
patients with complex issues may be warranted if the current fees do not com-
pensate for this extra time. (For example, CMS could apply a multiplier to the rel-
ative value of certain services for identified patients with multiple chronic condi-
tions.) Medicare could also establish billing codes to enhance payments for chronic 
care patients for services such as case management. The Medicare Health Care 
Quality Demonstration, which tests the ability of innovative payment arrangements 
for providers in integrated delivery systems to improve quality, may provide further 
models for improving coordination of care. 

Evidence shows that care coordination programs improve quality, particularly as 
measured by the provision of necessary care. Evidence on cost savings is less clear 
and may depend on how well the target population is chosen. When cost savings 
are shown, they are often limited to a specific type of patient, the intervention used, 
or the time frame for the intervention. Indeed, researchers at Mathematical have 
suggested that cost and quality improvements are more likely to be achieved if pro-
grams are specifically targeted and the interventions are carefully chosen to benefit 
the targeted patient group. If care coordination programs work, annual spending 
may decrease, but beneficiaries may live longer with a better quality of life—a posi-
tive outcome for Medicare beneficiaries, but the Medicare program may not spend 
less than it otherwise would have. This possibility argues for assessing programs 
on the basis of whether they provide the interventions known to be effective or 
achieve certain quality improvements rather than on the basis of cost savings. 
Promoting the use of primary care 

Research shows that geographic areas with more specialist-oriented patterns of 
care are not associated with improved access to care, higher quality, better out-
comes, or greater patient satisfaction. Cross-national comparisons of primary care 
infrastructures and health status have demonstrated that nations with greater reli-
ance on primary care have lower rates of premature deaths and deaths from treat-
able conditions, even after accounting for differences in demographics and gross do-
mestic product. Increasing the use of primary care in the United States, therefore, 
and reducing reliance on specialty care, could improve the efficiency of health care 
delivery without compromising quality. 

But many observers worry that the United States is not training enough primary 
care physicians. Indeed, the growth in the supply of physicians in recent decades 
has occurred almost solely due to growth in the supply of specialists, while the sup-
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ply of generalists—family physicians, general practitioners, general internists, and 
pediatricians—has remained relatively constant. A study by Perry Pugno and others 
found that the share of U.S. medical graduates choosing family medicine fell from 
14 percent in 2000 to 8 percent in 2005. A 2006 study by Colin West and others 
found that 75 percent of internal medicine residents become subspecialists or 
hospitalists. There are many reasons why an increasing number of physicians 
choose to specialize, but one factor may be differences in the profitability of services. 

Historically, Medicare’s payment system has valued primary care services less 
highly than other types of services. For example, according to a recent Annals of 
Internal Medicine article by Thomas Bodenheimer and others, the 2005 fee for a 
typical 30-minute physician office visit in Chicago was $90 while the fee for an out-
patient colonoscopy, also about 30 minutes, was $227. In addition, primary care 
services also may be more likely than other services to become undervalued over 
time. While other types of services become more productive with the development 
of new techniques and technology, primary care services do not lend themselves as 
easily to these gains. Primary care is largely composed of cognitive services that re-
quire that the physician spend time with the beneficiary. In addition, many bene-
ficiaries have multiple chronic conditions and a compromised ability to communicate 
with and understand their physician, both of which increase the time required for 
visits. It is difficult to reduce the length of these visits without reducing quality. 
(For that reason, physicians also find it difficult to increase the volume of primary 
care services furnished in a work day.) Over time, the specialties that perform those 
services may become less financially attractive. 

Some Commissioners have argued that the relative value units of the physician 
fee schedule should be at least partly based on a service’s value to Medicare. Such 
an approach would focus on primary care services as well as other valuable services. 
For example, if analysis of clinical effectiveness for a given condition were to show 
that one service were superior to an alternative service for a given condition, then 
Medicare’s process of setting relative values might reflect that. This process would 
be a significant departure from the established method of setting relative values 
based only on the time, mental effort, technical skill and effort, psychological stress, 
and risk of performing the service. 

In the longer term, the Commission is concerned that the nation’s medical schools 
and residency programs are not adequately training physicians to be leaders in 
shaping and implementing needed changes in the health care system. Physician 
training programs must emphasize a new set of skills and knowledge. For example, 
programs need to train residents to measure their performance against quality 
benchmarks, use patient registries and evidence-based care guidelines, work in mul-
tidisciplinary teams, manage the hand-off of patients, and initiate improvements in 
the process of caring for patients to reduce medication and other costly errors. Pol-
icymakers may want to consider tying a portion of the medical education subsidy 
to specific programs or curriculum characteristics that promote such educational im-
provements. In addition, policymakers may want to consider policies that promote 
the education of primary care providers and geriatricians. Bear in mind that physi-
cians’ motivations to enter certain specialties go beyond income, including lifestyle 
concerns and professional interests. 

Medicare’s cost-sharing requirements provide no encouragement for beneficiaries 
to seek services, when appropriate, from primary care practitioners instead of spe-
cialists, unlike most cost sharing in the under-65 market, where primary care copay-
ments are often lower than those for specialists. Medicare’s payment policies and 
cost-sharing structure need to be aligned to encourage the use of primary care. The 
Commission’s pay-for-performance and care coordination recommendations could 
also encourage the use of primary care. 
Bundling to reduce overuse 

A larger unit of payment puts physicians at greater financial risk for the services 
provided and thus gives them an incentive to furnish and order services judiciously. 
Medicare already bundles preoperative and follow-up physician visits into global 
payments for surgical services. Candidates for further bundling include services 
typically provided during the same episode of care, particularly those episodes for 
conditions with clear guidelines but large variations in actual use of services, such 
as diabetes treatment. 

Bundled payments could lead to fewer unnecessary services, but they could also 
lead to stinting or unbundling (e.g., referring patients to other providers for services 
that should be included in a bundle). Medicare should explore options for increasing 
the size of the unit of payment to include bundles of services that physicians often 
furnish together or during the same episode of care, similar to the approach used 
in the hospital inpatient prospective payment system. 
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The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 
(MMA) changed the way Medicare pays for dialysis treatments and dialysis drugs. 
However, the MMA did not change the two-part structure of the outpatient dialysis 
payment system. One part is a prospective payment called the composite rate that 
covers the bundle of services routinely required for dialysis treatment; the other 
part includes separate payments for certain dialysis drugs, such as erythropoietin, 
iron, and vitamin D analogs that were not available when Medicare implemented 
the composite rate. Providers receive the composite rate for each dialysis treatment 
provided in dialysis facilities (in-center) or in patients’ homes. 

The Commission has recommended that the Congress broaden the payment bun-
dle to modernize this payment system. Medicare could provide incentives for control-
ling costs and promoting quality care by broadening the payment bundle to include 
drugs, laboratory services, and other commonly furnished items that providers cur-
rently bill separately and by linking payment to quality. 

A bundled rate would create incentives for providers to furnish services more effi-
ciently. For example, a bundled rate would remove the financial incentive for facili-
ties to overuse separately billable drugs under the current payment method. In ad-
dition to an expanded bundle, changing the unit of payment to a week or a month 
might give providers more flexibility in furnishing care and better enable Medicare 
to include services that patients do not receive during each dialysis treatment. 

MedPAC is examining bundling the hospital and physician payments for a se-
lected set of diagnosis related groups (DRGs), which could increase efficiency and 
improve coordination of care. This approach to bundling could be expanded in the 
future to capture periods of time (e.g., one or two weeks) after the admission but 
likely to include care (e.g., post-acute care, physician services) strongly related to 
the admission, further boosting efficiency and coordination across sites of care. Bun-
dled payments could be adjusted to provide incentives for hospitals and physicians 
to avoid unnecessary readmissions. Bundling services could be structured so that 
savings go to the providers, the program, or both. The Commission is also examining 
bundling physician payments with payments for other providers, such as hospital 
outpatient departments and clinical laboratories. In addition, MedPAC plans to ex-
amine the physician services furnished to patients before, during, and after inpa-
tient hospitalizations for medical DRGs to assess whether a global fee should be ap-
plied to these services, as it is for surgical DRGs. 

Hospital readmissions are sometimes indicators of poor care or missed opportuni-
ties to better coordinate care. Research shows that specific hospital-based initiatives 
to improve communication with beneficiaries and their other caregivers, coordinate 
care after discharge, and improve the quality of care during the initial admission 
can avert many readmissions. Medicare does not reward these efforts. In fact, the 
program generally pays for readmissions, creating a disincentive to avoid them. To 
encourage hospitals to adopt strategies to reduce readmissions, policymakers could 
consider requiring public reporting of hospital-specific readmission rates for a subset 
of conditions and adjusting the underlying payment method to financially encourage 
lower readmission rates. 

Episode grouper software, which is used to measure physician resource use and 
was discussed earlier, could also serve as a platform for bundling services for se-
lected conditions. 
Linking payment to quality 

Medicare, the single largest payer in the U.S. health care system, pays all health 
care providers without differentiating on the basis of quality. Those providers who 
improve quality are not rewarded for their efforts. In fact, Medicare often pays more 
when poor care results in complications that require additional treatment. 

To rectify this situation, MedPAC has recommended that Medicare change the in-
centives of the system by basing a portion of provider payment on performance. We 
recommended that CMS start by collecting information on structural measures asso-
ciated with use of IT, such as whether a physician’s office tracks whether patients 
receive appropriate follow-up care, and claims-based process measures for a broad 
set of conditions important to Medicare beneficiaries. At the outset, CMS should 
base rewards only on the IT structural measures, with claims-based process meas-
ures being added to the pay-for-performance program within two to three years. Two 
other structural measures—certification and education—could become part of a 
measure set, but the link with improved care would need to be clear. The program 
should be funded initially by setting aside a small portion of budgeted payments— 
for example, 1 percent to 2 percent. The program should be budget neutral; all mon-
ies set aside would be redistributed to those providers who perform as required. 

The Institute of Medicine (IOM) and MedPAC have stated that, ideally, pay-for- 
performance measures should be developed and used for all physician service pro-
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viders to create incentives to provide better quality care. However, currently we do 
not have well-established measures for all providers of physician services. Thus, ini-
tially, policymakers might consider prioritizing the implementation of some pay-for- 
performance measures over others. Focusing measures on high-cost, widespread, 
chronic conditions (e.g., congestive heart failure) might be a good short-term strat-
egy that will maximize benefits to the Medicare program and to beneficiaries. Fur-
ther, measures that reflect coordination between health sectors will encourage and 
reward communication between providers, which may improve patient outcomes and 
reduce Medicare costs. The Commission considers that pay-for-performance initia-
tives would be implemented in a budget-neutral manner. 

IOM and MedPAC assessments of the current state of quality measurement are 
similar. The indicators that are available now could form a starter quality measure-
ment set. However, the measures that are currently available are fragmented across 
different users for different purposes and cannot be tied explicitly to the over-
arching, national goals laid out by IOM. Composite scores that could bring together 
multiple measures of different aspects of quality into a meaningful summary are 
needed, but judging the relative value of competing goals that would underpin such 
a summary is a challenge. 

Both IOM and MedPAC have recommended that a national entity is needed to: 
• set and prioritize the goals of the health care system; 
• monitor the nation’s progress toward these goals; 
• ensure the implementation of data collection, validation, and aggregation; 
• coordinate public and private efforts at local, state, and national levels; 
• establish public reporting methods; 
• identify and fund development of the measures; and 
• evaluate the impact of quality improvement initiatives. 

Encouraging the use of comparative-effectiveness information 
Increasing the value of the Medicare program to beneficiaries and taxpayers re-

quires knowledge about the costs and health outcomes of services. Comparative-ef-
fectiveness information, which compares the outcomes associated with different 
therapies for the same condition, could help Medicare use its resources more effi-
ciently. Comparative effectiveness has the potential to identify medical services that 
are more likely to improve patient outcomes and discourage the use of services with 
fewer benefits. CMS already assesses the clinical effectiveness of services when 
making decisions about national coverage and paying for certain services. But to 
date FFS Medicare has not routinely used comparative information on the costs of 
services, although Medicare Part D plans and other payers and providers, such as 
the Veterans Health Administration, do use comparative information (e.g., in drug 
formulary decision-making processes). 

Medicare could use comparative-effectiveness information in a number of ways to 
improve the quality of care beneficiaries receive. Medicare could use such informa-
tion to inform providers and patients about the value of services, since there is some 
evidence that both might consider comparative-effectiveness information when 
weighing treatment options. Medicare might also use the information to prioritize 
pay-for-performance measures, target screening programs, or prioritize disease man-
agement initiatives. In addition, Medicare could use comparative-effectiveness infor-
mation in its rate-setting process or in coverage decisions. 

Given the potential utility of comparative-effectiveness information to the Medi-
care program, an increased role of the Federal Government in sponsoring the re-
search is warranted. In our forthcoming June report, MedPAC will recommend that 
the Congress should establish an independent entity whose sole mission is to 
produce and provide information about the comparative effectiveness of health care 
services. The entity should set priorities and standards for new clinical- and cost- 
effectiveness research, examine comparative effectiveness of interventions over time 
and disseminate information to providers, patients, and federal and private health 
plans. The entity could be funded jointly by the Federal Government and the private 
sector, with an independent board of experts overseeing the development of research 
agendas and ensuring that research is objective and methodologically rigorous. 
Using standards to ensure quality 

CMS has set standards to ensure minimum qualifications for various types of pro-
viders (e.g., hospitals and skilled nursing facilities), but there are few examples of 
federal standards that apply to physician offices. The Commission has recommended 
that such standards be implemented for physicians who perform and interpret imag-
ing studies. This recommendation was motivated by rapid growth in the volume of 
imaging. This growth was driven in part by imaging being increasingly provided in 
physician offices rather than in facility settings. (The growth is not fully offset with 
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a corresponding decrease in imaging use in facilities.) The lack of quality standards 
for imaging conducted in physician offices raises a number of quality concerns. 
Therefore, the Commission recommended standards for physicians, facilities, and 
technicians that perform imaging studies. In the future, other types of services may 
be candidates for such standards. 

f 

Chairman STARK. Thank you all. If I can divide this discussion 
into two parts. We have the question of the payment per procedure 
and then volume. Glenn, you suggested that if we had the wrong 
payment for a procedure we can influence volume up or down, de-
pending on where it is. Mr. Steinwald talks about whether we have 
enough information to really identify individual physician’s behav-
ior relative to volume. Is that what you told us? 

Mr. STEINWALD. Yes, sir. Primarily through the 800 million 
claims that Herb Kuhn referred to earlier. 

Chairman STARK. Now, Mr. Kuhn, are those 800 million 
claims—that’s a year? 

Mr. KUHN. That is correct. Every year. 
Chairman STARK. Are they all digitized? I mean, can you slice 

and dice those on your laptop so you could give me all kinds of in-
formation in specifics, down to specific physicians in specific neigh-
borhoods? Is it a pretty comprehensive database? 

Mr. KUHN. It is that comprehensive, and we hope to be able to 
do exactly what you said, be able to get it down by physician and 
area. 

Chairman STARK. Then let me make a suggestion and see 
whether you agree or disagree. I think we’re a lot closer to identi-
fying or being able to accept both by the providers and us and CMS 
and the taxpayers the individual procedure payments, recognizing 
that we may get it wrong. But there’s been a lot more agreement— 
what disagreement comes, and we can let physicians fight that out 
among themselves. Certainly we’re not capable of deciding that. 
That the bigger problem that has occurred me is how do we control 
what’s referred to as volume? 

So, I guess I’d start with Mr. Steinwald. Do we have enough in-
formation and do we have the mechanical or computer ability to ac-
tually adjust volume on a basis of individual practitioners? Can we 
get down that fine? 

Mr. STEINWALD. My first response is yes, I think we have suffi-
cient information certainly to begin a process of providing feedback 
to physicians. And—— 

Chairman STARK. I didn’t say the feedback. How about money? 
Mr. STEINWALD. Well, the first question is, will the feedback 

in itself create a behavioral response that will achieve program 
savings? I’d like to think that if the program were rolled out in 
large scope and conducted properly that it would. But I think the 
other shoe that has to drop is that if you want to get the full ben-
efit, there need to be incentives that go with the profiling. 

Chairman STARK. Okay. Let me just say it a little bit different 
way. We could probably go back to the old volume performance, 
and let’s assume that we’re about close enough for government 
work to the procedural payment, per procedure. So, that if volume 
is our big—and particularly in things like diagnostic imaging, 
things like that, which seem to go off the charts, we could take 
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groups, physicians in a state—let’s take radiologists, across the 
country. We could narrow it, I suppose, to statistical areas. Or we 
could drill down to the individual radiologist. My guess is that 
we’re not quite ready to do that in the next few months for us to 
legislate. 

But would it make sense to—are we at a place where we could 
start that? Get out immediately the information to groups of physi-
cians such as peers are doing in terms of volume, and then begin 
to refine that to see whether we could get a more sophisticated 
method than just every radiologist in the country, if they go above 
a certain amount, cutting the fees by a certain amount, perhaps ad-
justing that so that those who are—become outliers get a large re-
duction than those who perhaps are judicious in their utilization? 
Is that—do we have the data and the technical ability to approach 
that? 

Mr. STEINWALD. I believe we do. There are those who will 
argue that our system for adjusting for patient health status is im-
perfect and needs to be improved. But our position is that there is 
sufficient data and tools there to begin the process. 

Chairman STARK. Mr. Kuhn, can—are you ready to do that for 
us next week? 

Mr. KUHN. We’ve been doing a lot of work in this area and on 
evaluation, and I would like to think that, with the proper author-
ity and resources, we could be in a position sometime mid-’08 to 
begin putting that kind of information—— 

Chairman STARK. You’re kidding? 
Mr. KUHN. Yeah. I don’t want to have a sense of bravado here 

that, you know, we can perform miracles, but I think—— 
Chairman STARK. What kind of resources would you need from 

us—— 
Mr. KUHN. I’m not sure—— 
Chairman Stark [continuing]. Or legislation even? 
Mr. KUHN. I’m not sure of the resources. I think that’s some-

thing we’d like to talk to the Committee, about but to give you a 
sense here, I mean, to churn the data is probably the smallest part. 
Really, we’ve got to clean the data and make sure it’s good. It’s the 
old issue of ″garbage in, garbage out. So, we’ve got to make sure″ 
it’s good, clean data and it works. 

The fact that we’ve got 700,000 physicians, depending on how 
fast and how frequently we want to give reports—is it monthly, is 
it quarterly? That cost to get the resources out to them, and then, 
ultimately, get it in the hands of physicians. You just don’t want 
to drop it at their doorstep. There’s got to be some kind of edu-
cational program around that. 

It’s what Bruce—and I think, Glenn—have both talked about— 
How do they compare to their peers, and what kind of program. 
Are there educational tools we can provide? Are there educational 
tools that will help facilitate data exchange and physician special-
ists can provide? Do we engage the QIOs, for example, to come in 
and work with physicians so they can understand it so that it’s ac-
tionable once they are able to receive it? 

So, I think we’re talking a package like that, and that’s some-
thing we’d like to talk further with you and the Committee about. 
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Chairman STARK. Glenn, I know you’re not in as much—in 
terms of volume containment, but how does this strike you? 

Mr. HACKBARTH. Well, we did recommend a couple of years 
ago now that Medicare move down this path of using tools that are 
widely used in the private sector to assess physician practice pat-
terns. We think they can be an effective tool for altering those pat-
terns, both initial information feedback, but ultimately through 
changes in payment. So I largely agree with what Bruce and Herb 
have said on that. 

The other point that I would like to raise, Mr. Chairman is that 
looking at price adjustments can be an important tool in addressing 
the volume issue. Let me take the area of imaging. As you well 
know, as the Committee well knows, a lot of the growth in imaging 
is great stuff. It’s improving care for patients, and for sure we don’t 
want to stop that. On the other hand, there is some reason for con-
cern that some of the growth is not very high value care. 

There are ways that we might approach the pricing of imaging 
services that would automatically result in some price reductions 
on rapidly growing services and create a rebuttal presumption, if 
you will, that the costs of providing those services are falling with 
the rapid growth. That’s what happens in most parts of the econ-
omy. What happens now in Medicare is prices are set at a given 
level for new stuff, and they often stay at a high level and they’re 
never adjusted downward. 

So, building some mechanisms into the program that would fa-
cilitate price adjustment, and there is a rapid growth and rapid 
dispersion of new technology, we think would be the fairer system 
in relative prices and help address volume. 

Chairman STARK. Do you have the resources at MedPAC to 
monitor this as—enough to create a system. I know you can study 
it from time to time, but do you have the resources to continuously 
monitor that and adjust for what I would call productivity gains in 
areas where we should be getting a lower price because it takes 
less time or it’s done? 

Mr. HACKBARTH. Well, ultimately, we think that the responsi-
bility for ongoing monitoring needs to reside in CMS. 

Chairman STARK. Yes. 
Mr. Hackbarth. We’ve made some proposals, in fact, on how to 

augment their resources and their process, bring in some experts 
to help them do that. 

Chairman STARK. I thank you. I thank all of you. Mr. Camp? 
Mr. CAMP. Well, thank you, Mr. Chairman. Again, thank you all 

for coming. Obviously, Mr. Steinwald, you’ve said that health needs 
alone haven’t been determining spending, and clearly with Medi-
care spending on physicians increasing at 9 percent per year and 
certain distortions based upon the value of services occurring in the 
market, you’re suggesting that an analyzation of claims data will 
help address this issue. 

I guess my question for all of you is if you look at claims data 
alone, that can tell us the volume of services provided certainly, 
but how do we address the issue of medical necessity? If you each 
want to answer that. 

Mr. STEINWALD. It’s essential in a profiling system to recognize 
variations in patient needs. But the point that we made in our re-
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port and the testimony to you is that there are tools that enable 
one to do that. In a study that we conducted, for example, we di-
vided patients into 30 cohorts based on their health status. Their 
health status was measured in terms of their diagnoses, their 
chronic diseases and some demographic characteristics. 

So, when we examine—we identified physicians who appear to be 
practicing medicine inefficiently, we were attempting to hold health 
status constant. Health status is our measure of the degree of pa-
tient need. So, we think that the tools are there and sufficient to 
at least go forward with a feedback program, and then during the 
time that the feedback program is in effect, these tools can be re-
fined. 

Mr. CAMP. All right. Mr. Kuhn. 
Mr. Kuhn. I agree with Bruce. I think the necessity issue is there 

in terms of the Codes that we use, the Codes that we have, and 
the way we have to go back and look at the claims that come 
through the system. 

Obviously, we have opportunities with both the QIOs and with 
our contractors to go back and follow up with providers to make 
sure that the care that is given appropriate and necessary. But I 
agree with him. The fact that once you begin to put together these 
episodes and begin to look at them, I think that it gets to the core 
function of—Are we having a lot of overuse of services here, and 
do we have people who are operating outside the norm? I think 
that would give us additional tools to be able to look at that. 

Mr. CAMP. You’re really thinking of practice patterns here, I 
think, is what I hear you saying? 

Mr. KUHN. I think, it’s kind of a two-part. One would be on evi-
dence-based guidelines and certainly practice patterns based on 
good evidence. But at the same time, you don’t want to be so re-
strictive that you eliminate the art of medicine and don’t allow 
physicians to deal with different patients who have different char-
acteristics. So, finding that fine line is going to be key for us here, 
but I think we could do that. 

Mr. CAMP. All right. Mr. Hackbarth. 
Mr. HACKBARTH. Yeah. I have a couple of points, Mr. Camp. 

One is that what MedPAC envisions, recommends is that the sys-
tem look not just at the cost of the care provided, but also integrate 
into the system quality measures. So, what we want to do ulti-
mately is to award physicians who are truly efficient; namely, pro-
viding high quality care at a lower cost. So, we need to have both 
cost and quality in the analysis. 

Second, as an initial step, what we envision is that the compari-
son could be to peers by specialty within their geographic area to 
increase the comfort level among physicians that they’re being com-
pared to a reasonable target. So, it would be a cardiologist in Bos-
ton compared to other cardiologists in Boston. Here’s how you fare. 
We’ve actually provided some examples of how those data look in 
some of our reports. 

The third point I make is that we do need to, for the long run, 
find research on what works so we can better evaluate practice pat-
terns so we know what’s good and what’s bad. That’s a long-term 
project, and that’s why we think it’s important to increase funding 
for that effort as soon as possible. 
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Mr. CAMP. All right. Thank you. Mr. Kuhn, where is the CMS 
physician quality reporting initiative implementation going? How is 
that going? 

Mr. KUHN. We’re moving along very well on that. As I think 
people know, it begins in July and will allow physicians to report 
quality measures. We have 74 measures that we’ve posted on the 
website already, with good descriptors on each, and we’re ahead of 
the timeline on that. Physicians will be reporting in July for the 
6 months till the end of the year, and then with a payment dif-
ferential of up to 1.5 percent in the next year. 

So far, I think development of the measures, the good collabora-
tion of the physicians has gone well. Where we’re spending most 
of our time right now is in developing good educational information 
and outreach to the physician community. We don’t want anybody 
to be left behind or to not understand how to participate in this 
program. So we think with our ten regional offices, good support 
from the AMA and the other physician specialty groups out there, 
we’ve done some extensive outreach. So I feel pretty good about 
where we are at this stage. As the issues come up, we try to ad-
dress them. I think the real test will probably be in September or 
October when we start to get the initial reports back and see how 
many physicians are reporting and whether we have any glitches 
in system. But for right now, we feel very secure about where we 
are in the development and implementation. 

Mr. CAMP. Thank you. Thank you very much. Thank you, Mr. 
Chairman. 

Chairman STARK. Ms. Tubbs Jones, would you like to inquire? 
Ms. TUBBS JONES. Mr. Chairman, yes I would. Thank you very 

much. Good morning, gentlemen. This is my first service on the 
Subcommittee on Health, and I’m reading through one of the re-
ports. It, for some reason, some of this stuff seems to make it out 
like it’s rocket scientist. We all understand that primary care to a 
senior is what will make them hopefully live longer and the coordi-
nation of their benefits will hopefully make the dollar go through— 
stretch out or have greater value. Is this rocket scientist you’re put-
ting forth in this report or is it something that we’ve always known 
but we’ve not been able to reach it in the Medicare Program? 

Mr. Hackbarth, I think this is your report I’m referring to. 
Mr. HACKBARTH. Yeah. Well, I suppose sometimes we do try 

to make things complicated, but we try to be precise and analytic. 
There is a lot of evidence that good primary care improves results 
to patients and perhaps even saves money. I think the real chal-
lenge is how to operationalize that. 

Ms. TUBBS JONES. Would you say, then, that in the United 
States where we have the greatest health care in the world, is it 
the delivery of the health care that we’re not able to put our arms 
around to provide the kind of health care that people need in the 
United States? 

Mr. HACKBARTH. Yeah. American health care is wonderful in 
its sophistication, the technology that’s used to provide it. But 
there are large-scale problems in the delivery of services, problems 
in getting the right services to the right patients at the right time, 
large problems with equity and access and the like. So, yeah, our 
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problems are delivery problems. The financing system often shapes 
delivery. 

Ms. TUBBS JONES. Obviously. My next question is, there is a 
discussion of a lot of friends that are physicians, a lot of friends 
that are dentists, and on and on and on, who are saying that the 
undervaluation of their services is driving them away from ren-
dering care to Medicare beneficiaries. What are we doing to ad-
dress that particular area? Anybody can answer that question. Mr. 
Kuhn, I didn’t mean that leave you all out. 

Mr. KUHN. No, not a problem. You’re right. The undervaluation 
of services also creates a real severe problem in terms of making 
sure physicians get the correct resources they need and bene-
ficiaries have access to those services. 

What happened was—— 
Ms. TUBBS JONES. Say that again? 
Mr. KUHN.One of the things we did last year is that every 5 

years by statute, we’re supposed to go back and look at the physi-
cian payment system to make sure that the relative values are set 
appropriately. It’s called the 5-year review. It’s managed by the 
AMA’s Relative Value Update Committee, also known as the RUC. 

The good thing and the exciting thing that happened last year 
is they came back with a set of recommendations that we had 
never seen before to actually reward what we call E&M codes or 
evaluation and management codes—basically, those used predomi-
nately by primary care physicians, people who are doing family 
medicine and others. We increased those substantially, basically 
saying ″let’s pay physicians more for spending time with the pa-
tients, talking with the patients, meeting with them.″ And we ac-
cepted 100 percent of those recommendations as we went forward. 

So, I hope that we’ll see this year and next year—we’ll move for-
ward the results of that charge because it was probably one of the 
most significant changes out there in terms of payment in the last 
decade. It represented real realignment. So, we’re making those 
changes. They’re probably not as aggressive as some probably 
thought they were or should be. But that was a good, significant 
move and one we were happy to adopt and implement last year. 

Ms. TUBBS JONES. Mr. Steinwald, I don’t want to leave you. 
I have one little other area I want to go real quick so we’ve got 
probably seconds. So, go ahead. 

Mr. STEINWALD. Yes ma’am. In general, the number of services 
performed for Medicare beneficiaries is up in almost every specialty 
area and in every part of the country. The trend over this decade 
has been for more beneficiaries to receive services and each bene-
ficiary getting more services in a period of time. 

I won’t dispute what Glenn said about the relative valuation of 
primary care versus specialty care. But the data generally shows 
that Medicare beneficiaries are receiving services and there are 
very few places where you can identify what you would regard as 
an access problem. 

Ms. TUBBS JONES. But the real problem, however, may well be 
the coordination of the services. You’ve got seniors and doctors who 
are not talking to one another, and delivery of service is a real 
problem. I’m probably out of time, but I think—my biggest concern 
is that we do all this research and all these studies, which are real 
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important to me, and my seniors are not getting the services that 
they need. So, somehow I’m asking you to do both. Study but de-
liver. 

Chairman STARK. Mr. Ramstad, would you like to inquire? 
Mr. RAMSTAD. Thank you, Mr. Chairman. Chairman 

Hackbarth, both in your written testimony and in your colloquy 
today with Mr. Camp, you mentioned—discussed what I think is 
the obvious, that Medicare does not pay providers based on quality 
or efficiency of care. 

I’d like to ask you to elaborate or the other two distinguished 
panelists, this is nowhere better exemplified than in my home state 
of Minnesota where physicians provide some of the highest quality 
and lowest priced, lowest cost care in the country, and instead of 
being rewarded for providing high quality and low cost care, they’re 
penalized consistently through inequitable payments pursuant to 
the archaic, arcane, outrageous and unfair AAPCC formula for 
managed care, and also the geographic adjustments in traditional 
fee-for-service Medicare. 

In my judgment, this—well, both payment systems are perverse, 
because they perversely reward high cost and inefficiency. Isn’t it 
time—and, again, I welcome your input, Chairman Hackbarth, and 
you, Mr. Kuhn, and you, Mr. Steinwald—isn’t it time to scrap this 
arcane payment system? Isn’t it time for Congress, working with 
experts like you, to develop a system where we finally are able to 
reward providers for high quality and lower cost care? 

Mr. HACKBARTH. Absolutely. We’ve over the years proposed a 
lot of different ways that you might go about doing that. We talked 
about several of them this morning. 

I would say, Mr. Ramstad, though, that given Medicare’s long- 
term financing issues, what we need to do is not bring the low cost, 
high quality areas up in terms of their expenditure, but rather 
bring the high cost areas down to where they are. It’s an under-
standable reaction for people to say, well, we’re being efficient with 
the low cost and high quality and those other guys are getting all 
the money, and we should be getting that money. But a terrible 
long-term financing problem requires that we move down and not 
go up. 

Mr. RAMSTAD. Recognizing that—pardon my interruption. Rec-
ognizing that fact, on that point, there isn’t enough money—God 
doesn’t have enough money to do it that way. Certainly Medicare 
doesn’t. So, my fundamental question, the only way we’re going to 
resolve this, isn’t it true to say, isn’t it fair to say, is by scrapping 
the present system? We can’t do it pursuant to the current system. 

Mr. HACKBARTH. Which system? 
Mr. RAMSTAD. The AAPCC formula for managed care and the 

geographic adjustments in traditional fee-for-care. 
Mr. HACKBARTH. Well, the Medicare Advantage issue is a sep-

arate topic that we’ve discussed a lot. Again, the basic point that 
MedPAC made, for example, in our report on the SGR in March, 
is that if we’ve got geographic disparities in aggregate expendi-
tures, what we need to do is squeeze the high-cost states down, not 
bring the low-cost states up. That’s what the long-term financing 
does. 
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Mr. RAMSTAD. But how do we do that short of scrapping the 
present formula? How do we do that? That’s what I’ve heard for 12 
years here, and then I’ve heard we can’t scrap the present formula 
because there are more Members, more votes from Florida and 
New York and California than there are from Minnesota and Iowa 
and North Dakota and Wyoming, the states that are penalized. So, 
how we do that short of scrapping the formula? 

Mr. HACKBARTH. Well, it would involve scrapping the formula 
and making significant changes, yes, absolutely. 

Mr. RAMSTAD. That’s the answer I was looking for, and I appre-
ciate your candor and your recognition of that fact. Do either of you 
have anything to add? 

Mr. KUHN. Just one thing I’d add to that, Mr. Ramstad, is 
you’re absolutely right. The judicious use of resources is absolutely 
essential to the Medicare Program and how we can put together 
payment systems that drive us in that direction is key. The issue 
of the wage index that you raised, one of the things for this Com-
mittee to look forward to which will be arriving soon, is that part 
of the tax relief bill was passed last year was a mandate for a re-
port to Congress on how we develop other alternatives to the wage 
index. 

MedPAC has taken the lead on that. They’re going to produce a 
report I think in June that will be handed off to us, and then we 
will take that work that they’ve done and subsequently give a re-
port to Congress. So, the opportunity for further dialog on that 
issue with some options coming forward is near. 

Mr. RAMSTAD. Thank you. Briefly. 
Mr. STEINWALD. Back to fee-for-service Medicare. The blunt in-

strument I referred to earlier that the SGR system poses. If we 
were able to replace that with programs that recognize individual 
doctor’s adherence to the practice standards, those doctors who do 
adhere to practice standards will be better off than those that are 
costing us these big payment increases. 

Mr. RAMSTAD. Well, thank you for your expertise, and thank 
you for your candor. Thank you, Mr. Chairman. 

Chairman STARK. Mr. Becerra, I think we’ll have time for two 
more Members to inquire before we have to go vote. Would you like 
to inquire? 

Mr. BECERRA. Yes, Mr. Chairman. Thank you. Gentlemen, 
thank you for your testimony. Let me step back a second ask you 
to help me compare what we do in this country with other coun-
tries that offer their seniors a universal system of health care. 

Tell me what you see as the differences between our system from 
its initial starting point versus another system that’s perhaps com-
parable. I’m not sure what country would have a system com-
parable in terms of its population profiles and it’s way of admin-
istering services and its level of sophistication in services. 

So, let’s say whether it’s Great Britain or Canada, are there any 
countries that you can use as a base model to compare both our 
population and our system for providing health care to our seniors? 
I’d ask you to be as brief as possible so I can then follow up. 

Mr. HACKBARTH. Yeah. I’d hesitate to choose any one par-
ticular country. I can make some general statements. As is well 
known, we tend to spend significantly more per capita than even 
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other wealthy countries. The growth in expenditures, though, tend 
to be about the same. So, it’s not like we’re growing dramatically 
faster than others. They’re pretty similar. 

There has been some research that shows the major reason for 
the difference in cost in the U.S. versus other countries is the 
prices paid for services, prices paid for physician services and hos-
pitals and drugs and the like, tend to be significantly higher, and 
those translate into a higher income for physicians and all health 
care professionals in the U.S. than in foreign countries. 

Mr. BECERRA. Utilization rates, are they similar? 
Mr. HACKBARTH. You know, they vary somewhat. The research 

I was just referring to about price differences says that, you know, 
on most important issues of utilization, access to the care and the 
like, lower-cost countries compare favorably to the U.S. They get 
access to new technology, et cetera. The big difference is price dif-
ferentials. 

Mr. BECERRA. Mr. Hackbarth, my understanding is, it’s sort of 
what you’ve just said, is that we typically start our baseline at a 
higher level than other advanced countries do when it comes to 
what they’re paying for a service. We seem to have a higher utiliza-
tion rate in some cases of some of the more expensive services that 
are provided than do other countries. So, we start off already, be-
fore the first dollar is out the door, paying more than other ad-
vanced countries do for health care for seniors, and we seem to find 
that the more expensive services are used more often in this coun-
try. 

Mr. HACKBARTH. Yeah. Perhaps—— 
Mr. BECERRA. Perhaps our seniors are no better off, in some 

cases worse off, than the population of seniors in those other coun-
tries. 

Mr. HACKBARTH. Yeah. We’re really generalizing here, and 
there’s always risks in doing that. But often, the U.S., there will 
be faster access to the new technology, lower thresholds on who 
qualifies for an expensive new technology, and in many cases, 
that’s a difference and it increases costs in the Medicare system. 

Mr. BECERRA. I thank you for that. I hope we explore more 
what other countries are doing, because other countries have had 
long-term experience in the ways we have to some degree, in pro-
viding universal health care to our seniors. But they certainly seem 
to do it for a lot less and in many cases, they’re outcomes seem to 
be as good if not better than ours. So, they’re getting far more bang 
for the buck for our seniors. 

The other question is, this whole description of the primary phy-
sician, gatekeeper, or what’s the other term, home? 

Mr. HACKBARTH. Medical home. 
Mr. BECERRA. The medical home. I know when you talk to 

some physicians, especially the specialists and they hear the word 
″gatekeeper,’’ they get somewhat concerned about what—or how we 
describe that primary care physician, and they tend to think more 
in terms of a gatekeeper versus a medical home. 

Can you give us a sense of how you get the physician community 
to feel comfortable that we may move more toward a system of a 
medical home or gatekeeper? 
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Mr. KUHN. I’m not sure. You know, this is going to be a matura-
tion process for all of us as we go forward here. We are trying to 
put together a demonstration on a medical home model right now, 
and we’ve been meeting with a lot of the physician groups to help 
them help us describe what a medical home is. I’ll tell you, every 
physician group you talk to has a different idea. As some people 
describe it, it almost sounds like a medical lean-to. On the other 
side of the spectrum, it’s almost a medical mansion. But what is 
a ″medical home″? It’s somewhere in the middle. How can you get 
a good description of that so that you have the coordination of care 
that you’re after? 

Mr. BECERRA. Let me ask one last question. My time has ex-
pired. Do any of you believe that we can move forward in a produc-
tive way with Medicare without coming up with some definition of 
a ″medical home″ or a gatekeeper system? 

Mr. KUHN. I think the ″medical home″ as Glenn laid out 
through, in his opening remarks, about four different initiatives. 
It’s going to be one of many things we’re going to need to explore. 
I don’t think there’s a silver bullet here anywhere. But it’s one of 
many things that I think will be helpful to us. 

Mr. BECERRA. Thank you very much. Thank you, Mr. Chair-
man. 

Chairman STARK. Ron, do you want to ask a question? 
Mr. KIND. Yes. Thank you, Mr. Chairman. We just have a few 

minutes before we have to run to vote, but we appreciate your tes-
timony today. I personally kind of went through medical home type 
of process myself, having walked through with my older sister, 
breast cancer treatment in my hometown in La Crosse. They called 
it the integrated team approach, but it sounds very comparable 
where the patient is taken and then instead of just being handed 
off to physician to physician, there was that team that was formed 
around her so there was no slipping through the cracks. Let me tell 
you, for her confidence and reassurance and the whole family, it 
worked marvelously. Of course the quality of care standards have 
improved dramatically as well. It’s been a real model that they’re 
trying to help other providers throughout the country. 

But I just echo and ditto what my friend from Minnesota said 
earlier in regards to the high quality, low reimbursed areas and 
the frustration many of our providers have over that. I assume 
you’re all looking at states to see what type of innovative practices 
they’re making to improve quality and reporting requirements. In 
Wisconsin, for instance, we have since 2004, hospital quality re-
porting program called Checkpoint. It’s a voluntary consortium of 
providers throughout the state and 128 hospitals are participating. 
This reflects 99 percent of the hospital admissions, and it’s getting 
information out to the public, and they’re holding themselves to 
some very high standards of care. 

Then a year earlier in 2003, Wisconsin formed for the Collabo-
rative for Health Care Quality, which again is another voluntary 
consortium on establishing quality standards and then a self-re-
porting mechanism that’s available to the public. It seems to be 
helping drive competition but increasing quality of care. So, I’m 
hoping that we’re paying very close attention to what states are 
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doing innovatively and creatively to come up with some of the solu-
tions themselves. 

The question I have for you, however, and taking a step back 
from this conversation, something a little more fundamental, be-
cause, again, a lot of my providers back home are doing it, is 
they’re instituting lean programs in their hospitals to increase effi-
ciency. Because as I visited a lot of them, and as they tell me, 
there’s a lot of low-lying fruit out there just to increase the way 
service is being provided and getting doctors to think more effi-
ciently in how they’re handling their own practice areas. 

Are we looking at that? Or perhaps the better question is, what 
can we do to incentivize that so more providers are implementing 
or instituting programs like lean, which seems to be easier to do 
than Six Sigma, which requires a few more hurdles to do? 

Mr. HACKBARTH. Yeah. Actually, we had panel on that very 
topic I guess a year or so ago and heard from some people actively 
involved in trying to streamline their system, and heard a couple 
of things. They think is a potential for both improving quality and 
patient satisfaction while reducing cost is very large. A significant 
barrier that they run into, however, is the payment system, not 
just the one used by Medicare, payment systems used by private 
payers as well. 

Often if you change, you make the system more efficient over 
here, you may increase costs somewhat over there, and the pay-
ment systems don’t really properly adjust. So what you end up with 
is you don’t reap rewards of your efforts to improve efficiency. 

A generic approach, a generic way of thinking about how to cre-
ate stronger incentives, is increase the size of the bundles. The 
larger the bundle the provider has responsibility for, the more flexi-
bility they have to change the mix of inputs, change their processes 
and still benefit from improvements in efficiencies. If you have nar-
row bundles, then there’s a lot of leakage, and they’re not rewarded 
for their efforts. 

Mr. KIND. Well, I’d like to—given the time, we’ve got to run and 
go to vote—just follow up with you on that. I’m very interested in 
trying to pursue it. So, the problem with the reimbursement sys-
tem that creates disincentives for them to increase their own effi-
ciency, we’ve got to address that as well. Because the feedback 
we’re getting from our providers who do institute these programs 
is they are efficient, more efficient. It frees up physician time. 
They’re able to spend more time with their patients, see more pa-
tients. The quality of care is being increased, because medical er-
rors are also being reduced at the same time. 

So, I think there’s a lot of win-win-win as to why we should be 
doing this. But if there is a disincentive in the reimbursement sys-
tem, we need to be taking a look at that, too. So, I’d like to just 
follow up with you at some point, probing this conversation. 

Thank you again for being here. Thank you, Mr. Chairman. 
Chairman STARK. I want to thank the panel. I’m sorry to rush 

off. I wish we could—well, I know we’ll be back talking with each 
of you and all of you some more as we try to resolve this. We will 
recess, subject to the call of the chair, it will be another 20 minutes 
I guess, and then we’ll, for the benefit of the second panel, we’ll re-
convene. 
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Thank you very much, gentlemen. We’re in recess 
[Recess until 12:20 p.m.] 

AFTERNOON SESSION 
Chairman STARK. Thank the panel for their patience as we pro-

ceed to salvage small business from bankruptcy. We’ll proceed. 
We’re pleased to have you here. Bob Berenson, Dr. Bob Berenson 
from the Urban Institute. Dr. Rick Kellerman from the American 
Association of Family Physicians. Dr. John—you got out of order 
there, didn’t you? Dr. John Mayer, and Dr. Anmol Mahal, my con-
stituent and neighbor in Freemont, California, who is President of 
the California Medical Association and the Society of Thoracic Sur-
geons represented by Dr. John Mayer. 

If you gentleman would like to proceed to, starting with Dr. 
Berenson, summarize your printed testimony, I’d ask unanimous 
consent that your entire testimony will appear in the record. If 
you’d summarize it in any way you care, and my colleagues will try 
and weasel more information out of you in the questioning period. 

Bob. 

STATEMENT OF ROBERT A. BERENSON, M.D., SENIOR FELLOW, 
THE URBAN INSTITUTE 

Dr. BERENSON. Thank you, Mr. Stark, Mr. Camp and Mem-
bers—well, no other Members of the Committee. 

[Laughter.] 
Dr. BERENSON. I appreciate the opportunity to provide testi-

mony to the Subcommittee on Health on a subject I have been 
deeply involved with through most of my professional career as a 
practicing internist, medical director of a PPO, a senior official at 
TMS, and now as a researcher and policy analyst. 

I believe that this is an important hearing because the focus of 
the hearing is not on how to use marginal dollars, 1 to 2 percent, 
to try to influence physician performance, or on paying third-party 
disease management organizations that are separate from the phy-
sicians actually providing the medical care to beneficiaries with 
chronic conditions, but rather explores how the program might bet-
ter spend 100 percent base of physician spending to include quality 
and efficiency. 

Many policymakers still use the—or commonly use the term ″fee- 
for-service Medicare’’ to designate the original Medicare Program 
and to distinguish it from the various kinds of Medicare Advantage 
products. However, this convenient shorthand actually 
mischaracterizes how the traditional Medicare Program pays pro-
viders. In fact, the physician fee schedule is one of the last pay-
ment approaches in Medicare that remains truly fee-for-service. Ac-
cumulated evidence documents that prospective payments based on 
episodes of care have moderated cost increases in the traditional 
Medicare Program. 

In contrast, the physician payment system remains fee-for-serv-
ice, although even the fee schedule, there are significant examples 
of bundled or packaged payments, as Herb Kuhn discussed in his 
testimony earlier. These longstanding approaches to bundling can 
be looked to for guidance on how to expand episode-based pay-
ments to physicians. 
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The program is now experiencing an explosion of volume and in-
tensity growth in some clinical areas. For the first decade or so of 
the Medicare fee schedule, the evolving expenditure target ap-
proach has actually worked reasonably well to constrain spending 
growth. The situation has clearly changed in the last 6 years, and 
Congress, with the exception of 2002, has acted to override the 
across-the-board fee reductions called for under the SGR mecha-
nism. 

Because of the volume growth of services that are inherently dis-
cretionary in nature and increasingly where physicians have a fi-
nancial interest, in my opinion there is little question that bun-
dling payments for episodes of care needs to be a primary objective 
of physician payment reform, just as it has been successful when 
applied to other providers in Medicare. 

I will provide one important example of why moving to bundled 
payments for physicians, in contrast to fee-for-service, makes good 
policy sense. The work of Dr. Edward Wagner at the MacColl Insti-
tute in Seattle makes this clear. He describes a chronic care model 
in which the proper management of patients with one or more se-
vere chronic conditions, such as diabetes and congestive heart fail-
ure, involves lots of communication with patients outside of stand-
ard office visits by phone, and possibly e-mail, care by multidisci-
plinary professional teams, active use of patient registries and en-
hanced coordination among professionals and providers practicing 
in many locations. 

In my view, for reasons that are in my written statement, it 
would be foolhardy to try to pay for most of these additional serv-
ices on an a la carte basis as fee-for-service does. Episode-based 
payment not only for primary care physicians but specialists caring 
for a variety of acute and chronic health care medical problems has 
an inherent appeal. There will be important in implementation 
issues that will need be worked through. 

I think it is time to recognize that a one-size-fits-all physician 
payment system may no longer work properly to support the in-
creasing diversity of physician activity that has resulted from sub-
specialization. Medicare should develop and maintain different pay-
ment approaches for real and virtual multi-specialty groups able 
and willing to believe accountable for cost and quality, rather than 
pay them on the lowest common denominator approach that would 
apply to a solo practitioner. 

At the same time, fee-for-service will be with us a long time, for 
those physicians unable or unwilling to accept bundled places that 
places them at significant financial risk and for physicians outside 
of large groups who provide specialized, one-time services. 

Therefore, I would like to make a couple of comments about 
Medicare physician fee schedule. The Resource-Based Relative 
Value Scale approach first implemented in 1992 and still a work 
in progress, is a marked improvement over the charge-based use 
schedule that preceded it in Medicare. For all of RBRVS’s com-
plexity, the right institutions are in place to make important and 
overdue improvements to the fee schedule refinement process. To 
use a sports metaphor, attempting to get the prices right is the 
blocking and tackling of a fee schedule. Yet in recent years, fee 
schedule prices have become distorted, but without much notice. 
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1 Rick Mayes and Robert A. Berenson, Prospective Payment and the Shaping of U.S. Health 
Care, (Baltimore: Johns Hopkins University Press, 2006) 

These pricing distortions have occurred in Medicare but even more 
so in most commercial health plan fee schedules which are based 
on Medicare’s. Prices have been allowed increasingly to deviate 
from the underlying costs of production, producing unfortunate be-
havioral responses by physicians, contributing to the explosion in 
volume of services in areas such as imaging. 

In my view, it would be relatively straightforward technically to 
correct many of these distorted prices, if there were the political 
will and support to do so. Correcting distorted prices would help 
control the utilization of services that are leading to the expendi-
ture problems and the need for an SGR fix. 

With that, I will pass it on to the next witness. Thank you. 
[The prepared statement of Dr. Berenson follows:] 

Statement of Robert A. Berenson, M.D., Senior Fellow, the Urban Institute 

Chairman Stark, Mr. Camp, and members of the Committee: 
I appreciate the opportunity to provide testimony to the Health Subcommittee on 

a subject I have been deeply involved with through most of my professional career. 
I practiced internal medicine for over twenty years, twelve of which were in a group 
practice just a few blocks from here. I was the first representative of the American 
College of Physicians to the American Medical Association’s Resource-Based Rel-
ative Value Scale (RBRVS) Update Committee (RUC). In the last part of the Clinton 
Administration, I had operational responsibility for the Medicare Physician Fee 
Schedule at the Centers for Medicare and Medicaid Services (CMS). Finally, in re-
cent years as a Senior Fellow at the Urban Institute, I have had a chance to study 
how well the Medicare Physician Fee Schedule has worked and what might be done 
to improve it. 

I believe that this is an important hearing—because the focus of the hearing is 
not on how to use marginal dollars—1–2 percent—to try to influence physician per-
formance or on paying third-party disease management organizations that are sepa-
rated from the physicians actually providing the medical care to beneficiaries with 
chronic conditions—but rather explores how the program might better spend the 
100 percent base of physician spending, which is now approaching $60 billion. It is 
important to explore the likely effects of these newer approaches to improving qual-
ity and efficiency on beneficiaries, physicians, and the Medicare program overall. 

The hearing is also important because it signifies that the budgetary pressure of 
finding a solution to the shortfall created by the cumulative deficit produced by the 
sustainable growth rate (SGR) formula should not occupy all of the time and atten-
tion of health policy makers. Indeed, as I will try to make clear, I believe that great-
er attention to how we spend the base of $60 billion can provide both short-term 
and long-term improvement to the financial bottom-line and ease off some of the 
SGR pressure that currently exists. In recent months, very constructive ideas, in-
cluding some presented at today’s hearing, have been raised. I hope to contribute 
to that discussion in my remarks today. 

Many policy makers use the term ‘‘fee-for-service Medicare’’ to designate the origi-
nal Medicare program and to distinguish it from the various kinds of Medicare Ad-
vantage products. However, this convenient short-hand actually mischaracterizes 
how the traditional Medicare program pays providers. Indeed, in a book on Medicare 
prospective payment that I co-authored with Rick Mayes last year, I emphasize that 
the Medicare Fee Schedule (MFS) is one the last payment approaches in Medicare 
that remains truly fee-for-service (FFS).1 Initially, with the Hospital Inpatient Pro-
spective Payment System and then subsequently with a series of prospective pay-
ment systems created in the Balanced Budget Act of 1997 and later legislation, pro-
viders typically receive bundled payments for an episode of care, appropriately case- 
mix adjusted to take into account patient severity. Under these bundled payment 
approaches, providers have an incentive to provide services more efficiently, for less 
than the average costs on which payment amounts are based. Accumulated evidence 
documents that prospective payments based on episodes of care have moderated cost 
increases in the traditional Medicare program. 

In contrast, the physician payment system remains FFS, although even in the fee 
schedule there are significant examples of bundled or packaged payments, most no-
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2 Goroll, HA, Berenson RA, Schoenbaum SC, Gardner, LB. Fundamental Reform of Payment 
for Adult Primary Care: Comprehensive Payment for Comprehensive Care. Journal of General 
Internal Medicine, 22(3):410–415, 2007. 

tably the 90-day global fees for surgical procedures under which routine pre- and 
post-operative services are included into the global payment amount, and the 
monthly payment to renal physicians overseeing renal dialysis for patients with End 
Stage Renal Disease. These long-standing approaches to bundling can be looked to 
for guidance on how to expand episode-based payments to physicians. 

Because the physician payment system is almost purely FFS, it was understand-
able that Congress, in OBRA 1989, placed a volume expenditure target—then called 
the Volume Performance Standard—as an admittedly crude approach to containing 
spending growth under the MFS that began in 1992. It is interesting to note that 
the 1989 Physician Payment Review Commission Report thought that the expendi-
ture target mechanism could work only for a few years and that organized medicine 
needed to actively develop clinical practice guidelines, with accompanying physician 
education efforts, as a needed long-term solution to constrain volume growth. Unfor-
tunately, efforts to find alternatives to the top-down expenditure target approach 
were not sustained. And the program is now experiencing an explosion of volume 
and intensity growth in some clinical areas. 

Yet, for the first decade or so of the MFS, the evolving expenditure target ap-
proaches actually worked reasonably well to constrain spending growth. The situa-
tion has clearly changed in the past 6 years, and Congress, with the exception of 
2002, has acted to override the across-the-board fee reductions called for under the 
SGR mechanism. In the absence of broad-based clinical practice guidelines and be-
cause of the volume growth of services that are inherently discretionary in nature 
and, increasingly, under physicians direct control, in my opinion there is little ques-
tion that bundling payments for episodes of care needs to be a primary objective of 
physician payment reform, just as it has been successful when applied to other pro-
viders in Medicare. 
Examples of Bundled Services 

I will provide one important example of why moving to bundled payments for phy-
sicians, in contrast to fee-for-service, makes good policy sense. The work of Dr. Ed-
ward Wagner, at the MacColl Institute for Healthcare Innovation in Seattle, Wash-
ington, on what he calls the Chronic Care Model makes clear that the proper man-
agement of patients with one or more severe chronic conditions, such as diabetes 
and congestive heart failure, involves lots of communication with patients outside 
of standard office visits by phone and, possibly, email; care by multi-disciplinary 
professional teams; active use of patient registries; and enhanced coordination 
among professionals and providers practicing in many locations. In my view, it 
would be foolhardy to try to pay for most of these additional services on an a la 
carte basis, as FFS does. 

Consider, as an example, phone calls. The transaction costs of billing and col-
lecting would be more than the reimbursement for most of the individual services; 
program integrity concerns would abound; and the inevitable explosion of volume on 
easily provided and well-appreciated phone calls would become financially prohibi-
tive. The alternative that MedPAC and others have discussed is a chronic care man-
agement fee for primary and principal care physicians who would agree to be ac-
countable for providing the array of services in the Chronic Care Model, much as 
the American Academy of Family Practice, the American College of Physicians and 
others have envisioned in the patient-centered medical home. My own preference 
would be to provide a ‘‘per beneficiary per month’’ fee not only for care coordination 
but also for some or all of the actual medical services provided by the same prac-
tice.2 The right approach, which should be tested in multi-payer demonstrations, 
might actually be a mixture of reduced fee-for-services combined with monthly fees 
for specified bundles of services. 

The medical home concept presents a number of specific operational challenges, 
which I am prepared to discuss, but the main point to make is that it is the concep-
tually right thing to do. The approach not only should improve the care provided 
to beneficiaries with chronic health problems, but importantly, would provided in-
volved practices with improved incentives to avoid unnecessary downstream utiliza-
tion by other providers. In this context, pay-for-performance to reward efficiency and 
to protect against under-provision of important primary and secondary preventive 
services might play a useful, supportive role. 

Episode-based payment not only for primary care physicians but also for special-
ists caring for a variety of acute and chronic health care medical problems has in-
herent appeal. There, are, however, important implementation issues regarding spe-
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cialist bundling as well. In particular, given the documented problem of inappro-
priate procedures producing unjustifiable and costly practice variations, any epi-
sode-based payment system should not incorporate an inherent bias for performance 
of procedures, as already exists in the RBRVS-based fee schedule. Although the 
costs of an episode need to recognize that there are direct physician expenses associ-
ated with the procedure provision itself, the valuation of condition-specific episodes 
should minimize payment differentials that reward clinical decisions to provide the 
procedural intervention. 

Further, as with all episode or period of time based payment approaches, clini-
cally sophisticated case-mix adjustment is needed to prevent perverse effects, such 
as physicians giving preference to less severe patients within a cohort with a par-
ticular condition or over-diagnosing relatively minor complaints to generate compen-
sable episodes. All payment systems offer ‘‘gaming’’ opportunities. The work on de-
veloping payment bundles and episodes needs to protect against such behavior. For-
tuitously, in recent years, we now have much more sophisticated approaches to case- 
mix adjustment such that payment approaches, such as capitation, that often 
foundered when used by private health plans in the past, now might be much more 
successful. 
One size no longer fits all 

It is time to recognize that a ‘‘one size fits all’’ physician payment system may 
no longer work properly to support the increasing diversity of physician activity that 
has resulted from sub-specialization. Primary care physicians and particular sub- 
specialists typically care for patients over many years, and much of their value de-
rives from continuity and consistency. As already noted, an immediate Medicare 
challenge is to develop a payment approach to support robust chronic care coordina-
tion and management. At the other end of the physician spectrum, some physicians, 
including radiologists, pathologists, anesthesiologists, and emergency room physi-
cians, mostly provide one-time, discrete services and typically do not have ongoing 
responsibilities regarding individual patients. For these physicians, FFS would seem 
to be an appropriate reimbursement mechanism for a third-party payer, such as 
Medicare, which does not employ physicians and thus are unable to pay a salary. 
In the middle of the spectrum, many physicians provide both discrete, one-time 
services and have ongoing care responsibilities. 

Ideally, all specialties would work together, either in real multi-specialty group 
practices or in virtual multi-specialty collaborations, with payment made to the or-
ganization on a per beneficiary per month basis for ‘‘medical home’’ services, with 
payment adjustments for episodes of illness that require highly specialized services. 
The current physician group practice demonstration is a very important one in rec-
ognizing the opportunity to compensate large real and virtual groups differently 
from the payment approaches that apply to individual physicians or single specialty 
groups. Further, physician pay-for-performance, generally should attempt to meas-
ure group-level, rather than individual, physician performance. 

In sum, Medicare should develop and maintain different payment approaches for 
multi-specialty groups and collaboratives able and willing to be accountable for costs 
and quality, rather than pay them on the lowest common denominator approach 
that would apply to a solo practitioner. At the same time, FFS will be with us for 
a long time—for those physicians unable or unwilling to accept bundled payments 
that places them at significant financial risk and for physicians outside of large 
groups who provide specialized, one-time services. 
Improving the RBRVS System to Promote Efficiency 

I have recently co-authored medical journal articles critiquing recent implementa-
tion of the MFS, especially the RBRVS component.3 But I do not want these pub-
lished comments and concerns to be misunderstood. The RBRVS approach, first im-
plemented in 1992 and still a work in progress, was a marked improvement over 
the charge-based fee schedule that preceded it in Medicare. And for all of RBRVS’s 
complexity, the right institutions are in place to make important and overdue im-
provements to the fee schedule refinement process. Unfortunately, the MFS, I be-
lieve, has suffered from a relative lack of attention in recent years by Federal policy 
makers—at CMS, at MedPAC, and in Congress, as policy interest has focused else-
where. As a result, the program has spent unnecessarily because of a failure to an-
ticipate and guard against highly inflationary increases in the volume and intensity 
of many physician services. 
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4 Ginsburg and Berenson 
5 Berenson RA, Bodenheimer T and Pham, HH. Specialty-Service Lines: Salvos in the New 

Medical Arms Race, Health Affairs 25:w337-w343, 2006. 

To use a sports metaphor, attempting to get the prices right is the blocking and 
tackling of a fee schedule. Yet, in recent years, fee schedule prices have become dis-
torted, but without much notice. These pricing distortions have occurred in Medicare 
but even more so in most commercial health plan fee schedules, which are based 
on Medicare’s. Prices have been allowed, increasingly, to deviate from the under-
lying costs of production, producing unfortunate behavior responses by physician, 
which I will detail in a moment. Yet, in my view, it would be relatively straight- 
forward technically to correct the distorted prices, if there were the political will and 
support to do so. 

In the recent articles, colleagues and I have attempted to explain some of the 
technical reasons why the prices became distorted. I will emphasize two issues here. 
Keeping the relative values accurate requires an effective process that reflects 
changes in medical practice and trends in physician productivity. But, for the most 
part, relative values have defied gravity—going up or staying the same but rarely 
coming down.4 Because physician time spent is a crucial element in estimating both 
the work and practice expense components that make up the RBRVS approach, it 
is time to base time elements for high frequency services on objective time data, 
rather than on surveys of self-interested specialty groups. In that way, time esti-
mates can be kept more current and accurate than under the five-year review proc-
ess that is now used. 

Second, problems with accurate estimation of relative values for practice expenses 
have worsened as physicians in some specialties have billed for more ancillary serv-
ices associated with high equipment expenses. CMS has used unrealistically low as-
sumptions about rates of use if equipment and unrealistically high assumptions 
about amortization rates for large equipment purchases. Furthermore, the payment 
of average costs for services whose variable costs are low encourages physicians to 
order more services and to view the services as profit centers. These services include 
imaging and clinical tests, which are among the fastest growing services in Medi-
care. In short, because of the failure to consider that the cost of providing a service 
such as an MRI scan is reduced with every scan performed, Medicare’s reimburse-
ments overpay and create an incentive for ordering and providing too many such 
scans. 

During site visits to twelve nationally representative metropolitan areas through 
work conducted by the Center for Studying Health System Change, my colleagues 
and I have observed increasing numbers of physicians building capacity to compete 
with hospital outpatient departments by offering these lucrative services.5 Indeed, 
such market-based developments provide a direct signal to policy-makers of dis-
torted payment levels, pointing to priority targets for price error corrections. 

It is not by simple chance that CMS and MedPAC find the volume and intensity 
of imaging, tests, and minor procedures—all discretionary services which ostensibly 
produce little or no patient harm—are growing much faster than the categories of 
major surgical procedures and evaluation and management services. The latter serv-
ices provide much less opportunity for physician-induced demand. 

We now see that single specialty groups are merging to have the size and scope 
to purchase or lease imaging equipment, such as MRI and PET scans. This behavior 
suggests that the prices for advanced imaging services, such as MRI and PET scans 
are too high and can be safely reduced without compromising patient access to these 
important services. (Conversely, other imaging services, such as screening mammo-
grams and DEXA scans for osteoporosis, where access problems appear to exist are 
likely under-priced.) 

There are many technical reasons for why the RBRVS system has gotten off track. 
The Congress can play an important role in assuring that the technical experts 
within organized medicine, at MedPAC, and at CMS make the needed corrections 
to currently distorted prices. And while work proceeds to adopt bundled-based pay-
ments for physician services, in my opinion there remains a strong policy rationale 
for expenditure targets, but specifically targeted to discretionary services that are 
growing rapidly. In sum, in the long-term we need fundamental reform of how phy-
sicians are paid in traditional Medicare. In the short-term, greater attention to cor-
recting incorrect prices and more carefully targeting expenditure targets can 
produce savings and produce the climate needed to accomplish the needed funda-
mental reforms that the witnesses have discussed at this hearing. 

f 
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Chairman STARK. Thank you. 
Dr. Kellerman. 

STATEMENT OF RICK KELLERMAN, M.D., PRESIDENT, 
AMERICAN ACADEMY OF FAMILY PHYSICIANS 

Dr. KELLERMAN. Chairman Stark and Mr. Camp, I’m Dr. Rick 
Kellerman of Wichita, Kansas, and I am president of the American 
Academy of Family Physicians representing 93,800 members na-
tionwide. On behalf of the Academy, thank you for this opportunity 
to discuss proposals that we believe are important elements of phy-
sician payment reform under Medicare. 

The Academy appreciates the work that the Subcommittee has 
undertaken to examine how Medicare pays for the services physi-
cians deliver to Medicare beneficiaries, and we share the Sub-
committee’s concerns that the current system is inefficient, inac-
curate and outdated. For those reasons, the Academy supports the 
restructuring of Medicare payments to reward coordination of 
health care and quality improvement. 

Medicare should focus attention on how a coordinated physician 
can integrate the health care patients receive from different pro-
viders in different settings with the goal of preventing duplication 
of tests and procedures and assuring comprehensive patient care, 
not unlike a network administrator keeps a computer system func-
tioning efficiently. 

More than 20 years of evidence shows that having a health care 
system based on primary care reduces costs and benefits the pa-
tient’s health. By using a system of health care that is not predi-
cated on primary care physicians coordinating patients’ care, the 
U.S. health care system pays a steep economic price, and our Medi-
care beneficiaries pay a steeper price in terms of their quality of 
care. 

Currently, 82 percent of the Medicare population has at least one 
chronic condition, and two-thirds have more than one chronic con-
dition. Moreover, 20 percent of beneficiaries have five or more 
chronic conditions and account for two-thirds of all Medicare spend-
ing. 

There is strong evidence that adopting the chronic care model 
that Dr. Berenson referred to would improve health care quality 
and cost effectiveness, integrate patient care and increase patient 
satisfaction. This well known model is based on the fact that most 
health care for the chronically ill takes place in primary care set-
tings such as the offices of family physicians. 

The chronic care model focuses on several essential components: 
Enhanced self-management by patients of their disease; 
An organized and sophisticated delivery system; 
Evidence-based support for clinical decisions; 
Information systems; and 
Links to community support organizations. 

This model with its emphasis on care coordination, has been test-
ed in dozens of studies and has repeatedly shown its value. Be-
cause of the prevalence of chronic disease among the elderly, apply-
ing the chronic care model to Medicare is appropriate. Thus the 
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Academy proposes a new Medicare physician payment system that 
includes: 

Application of the chronic care model through adoption 
of the patient-centered medical home; 
Provision of a monthly care management stipend for recog-
nized physician practices designated by beneficiaries as their 
medical home; 
Continued use of the resource-based relative value scale using 
a conversion factor updated annually by the MEI; and 
Creation of an oversight entity to make recommendations to 
the Secretary about the appropriate value of services. 

Medicare should compensate physicians for coordinating care, a 
concept supported by both the Institute of Medicine and MedPAC. 
In addition, this concept is supported by ample literature and is 
being advanced jointly by the AAFP, the American Academy of Pe-
diatrics; the American College of Physicians; and the American Os-
teopathic Association. 

In order to be recognized as a medical home, practices would sub-
mit to a voluntary recognition process by an appropriate non-
governmental entity to demonstrate that they have the capability 
to provide patient-centered services consistent with the model. Cur-
rently, the Academy and other primary care specialty societies are 
in discussion with the National Committee for Quality Assurance 
on creating such a recognition program for the patient-centered 
medical home. 

Herb Kuhn characterized in his testimony, testimony that the 
medical home has been defined. I want the Subcommittee to know 
that the four medical societies that I mentioned have agreed on the 
principles of a patient-centered medical home. Payment of a month-
ly stipend to the medical home for care coordination and other des-
ignated activities would reflect the value of work that falls outside 
of face-to-face visits, such as ongoing coordination of care within a 
given practice, as well as with consultants, ancillary providers and 
community resources. 

In conclusion, the Academy believes it is time to stabilize and 
modernize Medicare by recognizing the importance of appropriately 
valuing primary care, and by embracing the patient-centered med-
ical home model as an integral part of the Medicare program. 

[The prepared statement of Dr. Kellerman follows:] 

Statement of Rick Kellerman, M.D., President, American Academy of 
Family Physicians, Shawnee Mission, KS 

Chairman Stark, and members of the subcommittee, I am Dr. Rick Kellerman of 
Wichita, Kansas, and I am president of the American Academy of Family Physicians 
representing 93,800 members nationwide. On behalf of the Academy, thank you for 
this opportunity to share with the subcommittee the proposals that AAFP believes 
to be important elements of physician payment reform under Medicare. 

The AAFP appreciates the work this subcommittee has undertaken to examine 
how Medicare pays for services physicians deliver to Medicare beneficiaries and we 
share the subcommittee’s concerns that the current system is inefficient, inaccurate 
and outdated. Finding a more efficient and effective method of reimbursing physi-
cians for services delivered to Medicare beneficiaries with a large variety of health 
conditions is a necessary but difficult endeavor, and one that has tremendous impli-
cations for millions of patients and for the Medicare program itself. 
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We particularly appreciate your asking us to discuss what we are calling the Pa-
tient-Centered Medical Home as a component of a Medicare program that offers bet-
ter health care more efficiently. Family physicians believe that the restructuring of 
Medicare payment should be done with the needs of Medicare patients foremost in 
mind. Since most of these patients have two or more chronic conditions that call for 
continuous management and that depend on differing pharmaceutical treatments, 
Medicare should focus on how physicians integrate the health care these patients 
receive from different providers and settings, with the goal of preventing duplicative 
tests and procedures and assuring the availability to each provider of the most accu-
rate and complete information regarding each patient. We do not believe that the 
Patient Centered Medical Home is business as usual, but rather a significant step 
toward added value for the patient, for the complex array of health care providers 
and for the Medicare program. 
Current Payment Environment 

The environment in which U.S. physicians practice and are paid is challenging at 
best. Medicare has a history of making disproportionately low payments to family 
physicians, largely because its payment formula is based on a reimbursement 
scheme that rewards procedural volume and fails to foster comprehensive, coordi-
nated management of patients. This formula has produced payment rates that have 
declined, except for Congressional intervention, by 5–7 percent annually for the last 
five years. As a result, the Medicare payment rate for physicians has fallen to the 
2001 level. These steep annual cuts resulting from the flawed payment formula 
serve to undermine confidence in the Medicare program. In this current environ-
ment, physicians know that, without annual Congressional action, they will face a 
10-percent cut in the Medicare payment rate for 2008 and cuts in the 5-percent 
range annually thereafter. Clearly, the Sustainable Growth Rate (SGR) formula be-
lies its name and simply is not sustainable. 
Primary Care Physicians in the U.S. 

This persistent payment imbalance has led to a decline in the numbers of grad-
uates from U.S. medical schools choosing primary care medicine. As a result, while 
other developed countries have a better balance of primary care doctors and sub-
specialists, primary care physicians make up less than one-third of the U.S. physi-
cian workforce. Compared to those in other developed countries, Americans spend 
the highest amount per capita on healthcare but have some of the worst healthcare 
outcomes. 

However, more than 20 years of evidence shows that having a health care system 
based on primary care benefits the economy and the patients’ health. Three years 
ago, a study comparing the health and economic outcomes of the physician work-
force in the U.S. reached this conclusion (Health Affairs, April 2004). By using a 
system of health care that is not predicated on primary care physicians coordinating 
patients’ care, we the U.S. health care system pays a steep economic price and our 
Medicare beneficiaries pay a steeper one in terms of their quality of life. 

The businesses that purchase health insurance for their employees are recog-
nizing the value of a health care system based on primary care. For example, Mar-
tin-Jose Sep veda, MD, who is the Vice President for Global Well-being Services and 
Health Benefits for IMB, Corp., recently wrote ‘‘Why should major companies sup-
port patient-centered primary care? Because research shows that patient-centered 
primary care results in better health care, lower costs, greater satisfaction with the 
health-care system and more equal access to health care for all citizens.’’ 
A Chronic Care Model in Medicare 

If we do not change the Medicare payment system, the aging population and the 
rising incidence of chronic disease will overwhelm Medicare’s ability to provide 
health care. Currently, 82 percent of the Medicare population has at least one 
chronic condition and two-thirds have more than one illness. However, the 20 per-
cent of beneficiaries with five or more chronic conditions account for two-thirds of 
all Medicare spending. 

There is strong evidence the Chronic Care Model (Ed Wagner, Robert Wood John-
son Foundation) would improve health care quality and cost-effectiveness, integrate 
patient care, and increase patient satisfaction. This well-known model is based on 
the fact that most health care for the chronically ill takes place in primary care set-
tings, such as the offices of family physicians. The model focuses on six components: 

• self-management by patients of their disease 
• an organized and sophisticated delivery system 
• strong support by the sponsoring organization 
• evidence-based support for clinical decisions 
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• information systems; and 
• links to community organizations. 
This model, with its emphasis on care-coordination, has been tested in some 39 

studies and has repeatedly shown its value. While we believe reimbursement should 
be provided to any physician who agrees to coordinate a patient’s care (and serve 
as a medical home), generally this will be provided by a primary care doctor, such 
as a family physician. According to the Institute of Medicine, primary care is ‘‘the 
provision of integrated, accessible health care services by clinicians who are account-
able for addressing a large majority of personal health care needs, developing a sus-
tained partnership with patients, and practicing in the context of family and com-
munity.’’ Family physicians are trained specifically to provide exactly this sort of co-
ordinated health care to their patients. 

The AAFP advocates for a new Medicare physician payment system that embraces 
the following: 

• Adoption of the ‘‘Medical Home’’ model which would provide a per month care 
management fee for physicians whom beneficiaries designate as their ‘‘Patient- 
centered Medical Home;’’ 

• Continued use of the resource-based relative value scale (RBRVS) using a con-
version factor updated annually by the Medicare Economic Index (MEI); 

• No geographic adjustment in Medicare allowances except as it relates to identi-
fied shortage areas; 

• A phased-in voluntary pay-for-reporting, then pay-for-performance system con-
sistent with the IOM recommendations. 

Care Coordination and a Patient-Centered Medical From the outset, the 
Medicare program has based physician payment on a fee-for-service system. As a 
result, Medicare currently is a system of misaligned incentives which rewards indi-
vidual physicians for ordering more tests and performing more procedures. The sys-
tem provides no incentive for physicians to coordinate the tests, procedures, or pa-
tient health care generally and it puts very little emphasis on preventive services 
and health maintenance. This payment method has produced an expensive, frag-
mented Medicare program. 

To correct these inverted incentives, the AAFP recommends that beginning in 
2008, Medicare compensate physicians for care coordination services The Institute 
of Medicine (IOM) has repeatedly praised the value of, and cited the need for, care 
coordination as has the Medicare Payment Advisory Commission (MedPAC). And 
while there are a number of possible methods to build this into the Medicare pro-
gram, AAFP recommends a blended model that combines fee-for-service with a per- 
beneficiary, per-month stipend for care coordination in addition to meaningful incen-
tives for delivery of high-quality and effective services in the Patient-Centered Med-
ical Home. 

The patient-centered, physician-guided medical home is being advanced jointly by 
the AAAFP, the American Academy of Pediatrics (AAP), the American College of 
Physicians (ACP) and the American Osteopathic Association (AOA). This model 
would include the following elements: 

• Personal physician—each patient has an ongoing relationship with a personal 
physician trained to provide first contact, continuous and comprehensive care. 

• Physician directed medical practice the personal physician leads a team of 
individuals at the practice level who collectively take responsibility for the ongo-
ing care of patients. 

• Whole person orientation—the personal physician is responsible for pro-
viding for all the patient’s health care needs or taking responsibility for appro-
priately arranging care with other qualified professionals. This includes care for 
all stages of life; acute care; chronic care; preventive services; and end of life 
care. 

• Care is coordinated and/or integrated across all providers and settings of the 
health care system (e.g., subspecialty care, hospitals, home health agencies, 
nursing homes) and the patient’s community (e.g., family, public and private 
community-based services) facilitated by registries, information technology, 
health information exchange and other means to assure that patients get the 
indicated care when and where they need and want it in a culturally and lin-
guistically appropriate manner. 

• Quality and safety are hallmarks of the patient-centered medical home. 
Evidence-based medicine and clinical decision-support tools guide decision mak-

ing. Physicians in the practice accept accountability for continuous quality improve-
ment through voluntary engagement in performance measurement and improve-
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ment. Patients actively participate in decision-making and feedback is sought to en-
sure patients’ expectations are being met. 

Information technology is utilized appropriately to support optimal patient care, 
performance measurement, patient education, and enhanced communication. 

Practices go through a voluntary recognition process by an appropriate non-gov-
ernmental entity to demonstrate that they have the capabilities to provide patient- 
centered services consistent with the medical home model. To this end, the AAFP, 
AAFP, ACP and AOA are in discussions with the National Committee for Quality 
Assurance (NCQA) on creating such a recognition program for the Patient-Centered 
Medical Home. 

• Enhanced access to care through systems such as open scheduling, ex-
panded hours and new options for communication between patients, their 
personal physician, and office staff. 

A reimbursement system with appropriate incentives for the patient and the phy-
sician recognizes the time and effort involved in ongoing care management. 

The AAFP commends the Congress for incorporating the medical home dem-
onstration into the Medicare physician payment provisions of the Tax Reform and 
Health Act. However, the statutory composition of the provision including the re-
quirement of the development of a procedural code and establishing a value for 
same, will unduly delay the implementation of the medical home. Code development 
and valuation alone can take two plus years. Thus the results from a three-year 
demonstration will not be available until well beyond 2011. Because of the strength 
of the existing literature describing the effectiveness (both health and economic) of 
the medical home, AAFP would urge the committee to authorize the Centers for 
Medicare and Medicaid Services (CMS) to adopt the Patient-centered Medical Home 
as an interim component of physician payment while awaiting the implementation 
of and results from the demonstration project. 

Payment of the care management fee for the medical home would reflect the value 
of physician and non-physician staff work that falls outside of the face-to-face visit 
associated with patient-centered care management, and it would pay for services as-
sociated with coordination of care both within a given practice and between consult-
ants, ancillary providers, and community resources. 
Patient-Centered Medical Home: A Gateway, not a ‘‘Gatekeepter’’ 

It is important to note that the patient-centered Medical Home differs from the 
so-called ″gatekeeper’’ model employed in the ?80s and ?90s. The PC–MH model ex-
pands access rather than decreases it as a capitated gatekeeper model could. The 
PC–MH model does not interfere with patient choice or patient self-referral but it 
offers appropriate incentives for physicians and patients to use resources more ap-
propriately. The Academy believes this is what patients want and need and the 
mechanism that can improve quality of care and quality of life for beneficiaries and 
increase cost-effectiveness for the Medicare program. 

In fact, patients and payers alike want a medical ‘‘network administrator’’ for 
their employees, beneficiaries and patients. AAFP, AAP, ACP and AOA have also 
conferred with major employers, like IBM, in determining what these employers en-
vision as an appropriate medical home for their employees. The primary care physi-
cian organizations have been working with IBM in Austin, Texas, to create a dem-
onstration project for their employees that will examine the characteristics of a suc-
cessful patient-centered medical home. And AAFP, ACP, AOA and the National As-
sociation of Community Health Centers have joined with the ERISA Industry Com-
mittee, the National Business Group on Health and several major employers to form 
the Patient Centered Primary Care Collaborative to advance the medical home as 
a way to improve the health care system generally. 
The Cost-Effectiveness of the Medical Home 

We understand the very difficult budget constraints that Congress faces as you 
try to determine how to improve Medicare. The restructuring of payment that we 
are suggesting will include an additional investment in the short term. But there 
is ample evidence already that the potential savings are large and near-term. Com-
munity Care of North Carolina (CCNC) is a state-wide health care delivery program 
developed by Allan Dobson, MD, Assistant Secretary for the North Carolina Depart-
ment of Health and Human Services. The program provides a primary care medical 
home for all the Medicaid recipients in the state. It joins health care providers, like 
hospitals and nursing homes, and necessary social service providers, like substance 
abuse and mental health services, with the local physicians. The system pays the 
physician practice an additional per-patient, per-month fee to coordinate the care of 
the Medicaid patients, while also paying a regional network administrator, who 
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makes sure the necessary technical and ancillary services (like transportation, 
health education counselors and trained translators) are available within the region. 

The state legislature has received a report from an independent audit by Mercer 
that showed from July 1, 2003 to June 30, 2004 the state spent $10.2 million on 
the CCNC program, but saved $124 million compared to the previous fiscal year and 
$225 million if the same population was served by the fee-for-service only system. 
The conclusion is that for every Medicaid dollar spent on the medical home in North 
Carolina, the state is saving $8. We realize that the Congressional Budget Office 
is reluctant to include savings in how it calculates the cost of a program, but a real-
istic view of what Medicare patients need shows that a medical home will provide 
them their health care at less cost to them and to the system. Somehow, CBO 
should take that into account. 
Information Technology in the Medical Office Setting 

An effective system emphasizing coordinated care is predicated on the presence 
of health information technology, i.e., the electronic health record (EHR) in the phy-
sician’s office. Using advances in health information technology (HIT) also aids in 
reducing errors and allows for ongoing care assessment and quality improvement in 
the practice setting—two additional goals of recent IOM reports,. We have learned 
from the experience of the Integrated Healthcare Association (IHA) in California 
that when physicians and practices invested in EHRs and other electronic tools to 
automate data reporting, they were both more efficient and more effective, achieving 
improved quality results at a more rapid pace than those that lacked advanced HIT 
capacity. 

Family physicians are leading the transition to EHR systems in large part due 
to the efforts of AAFP’s Center for Health Information Technology (CHiT). The 
AAFP created the CHiT in 2003 to increase the availability and use of low-cost, 
standards-based information technology among family physicians with the goal of 
improving the quality and safety of medical care and increasing the efficiency of 
medical practice. Since 2003, the rate of EHR adoption among AAFP members has 
more than doubled, with over 30 percent of our family physician members now uti-
lizing these systems in their practices. 

In an HHS-supported EHR Pilot Project conducted by the AAFP, we learned that 
practices with a well-defined implementation plan and analysis of workflow and 
processes had greater success in implementing an EHR. CHiT used this information 
to develop a practice assessment tool on its Web site, allowing physicians to assess 
their readiness for EHRs. 

In any discussion of increasing utilization of an EHR system, there are a number 
of barriers, and cost is a top concern for family physicians. The AAFP has worked 
aggressively with the vendor community through our Partners for Patients Program 
to lower the prices of appropriate information technology. The AAFP’s Executive 
Vice President serves on the American Health Information Community (AHIC), 
which is working to increase confidence in these systems by developing rec-
ommendations on interoperability. The AAFP sponsored the development of the 
Continuity of Care Record (CCR) standard, now successfully balloted through the 
American Society for Testing and Materials (ASTM). We initiated the Physician 
EHR Coalition, now jointly chaired by ACP and AAFP, to engage a broad base of 
medical specialties to advance EHR adoption in small and medium size ambulatory 
care practices. In preparation for greater adoption of EHR systems, every family 
medicine residency will implement EHRs by the end of this year. 

To facilitate accelerate care coordination, the AAFP joins the IOM in encouraging 
federal funding for health care providers to purchase HIT systems. According to the 
U.S. Department of Health & Human Services, billions of dollars will be saved each 
year with the wide-spread adoption of HIT systems. While the Federal Government 
has already made a financial commitment to this technology, only a few dollars 
trickle down to where the funding, unfortunately, is not directed to these systems 
that will truly have the most impact and where ultimately all health care is prac-
ticed—at the individual patient level. We encourage you to include funding in the 
form of grants, low interest loans or tax credits for those physicians committed to 
integrating an HIT system in their practice. 

Measures of quality and efficiency should include a mix of outcome, process and 
structural measures. Clinical care measures must be evidence-based. Physicians 
should be directly involved in determining the measures used for assessing their 
performance. 
Aligning Incentives 

In replacing the outdated and dysfunctional SGR formula, Congress should look 
to a method of determining physician reimbursement that is sensitive to the costs 
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of providing care, creates a stable and predictable economic environment, and aligns 
the incentives to encourage evidence-based practice and foster the delivery of serv-
ices that are known to be more effective and result in better health outcomes for 
patients. Just as importantly, the reformed system should facilitate efficient use of 
Medicare resources by paying for appropriate utilization of effective services and not 
paying for services that are unnecessary, redundant or known to be ineffective. Such 
an approach is endorsed by the IOM in its 2001 publication Crossing the Quality 
Chasm. 

Another IOM report released in autumn of 2006 entitled Rewarding Provider Per-
formance: Aligning Incentives in Medicare states that aligning payment incentives 
with quality improvement goals represents a promising opportunity to encourage 
higher levels of quality and provide better value for all Americans. The objective of 
aligning incentives through pay-for-performance is to create payment incentives that 
will: (1) encourage the most rapidly feasible performance improvement by all pro-
viders; (2) support innovation and constructive change throughout the health care 
system; and (3) promote better outcomes of care, especially through coordination of 
care across provider settings and time. The Academy concurs with the IOM rec-
ommendations that state: 

• Measures should allow for shared accountability and more coordinated care 
across provider settings. 

• P4P programs should reward care that is patient-centered and efficient. And 
they should reward providers who improve performance as well as those who 
achieve high performance. 

• Providers should be offered (adequate) incentives to report performance meas-
ures. 

• Because electronic health information technology will increase the probability of 
a successful pay-for-performance program, the Secretary should explore ways to 
assist providers in implementing electronic data collection and reporting to 
strengthen the use of consistent performance measures. 

Aligning the incentives requires collecting and reporting data through the use of 
meaningful quality measures. AAFP is supportive of collecting and reporting quality 
measures and has demonstrated leadership in the physician community in the de-
velopment of such measures. It is the Academy’s belief that measures of quality and 
efficiency should include a mix of outcome, process and structural measures. Clinical 
care measures must be evidence-based and physicians should be directly involved 
in determining the measures used for assessing their performance. 
Quality Reporting 

AAFP is supportive of collecting and reporting quality measures and has led the 
physician community in the development of meaningful measures. Consistent with 
the philosophy of aligning incentives, the reward for collecting and reporting data 
must be commensurate with the effort and processes necessary to comply and must 
be sufficient to obtain the desired response from providers. The Academy is skep-
tical that the incentive of 1.5 percent of a physician’s covered charges for collecting 
and reporting quality measurement data will be sufficient to cover the actual cost 
of operationalizing such a program. However, we are generally and conceptually 
supportive of the policy and will monitor its implementation closely. 
A Framework for Pay-for-performance 

The following is a proposed framework for phasing in a Medicare pay-for-per-
formance program for physicians that is designed to improve the quality and 
safety of medical care for patients and to increase the efficiency of medical prac-
tice. 

• Phase 1 
All physicians would receive a positive update in 2008, consistent with rec-
ommendations of MedPAC. Congress should establish a floor for such up-
dates in subsequent years. 

• Phase 2 
Following the implementation of the Physician Quality Reporting Initiative, 
Medicare would encourage structural and system changes in practice, such 
as electronic health records and registries, through a ‘‘pay for reporting’’ in-
centive system such that physicians could improve their capacity to deliver 
quality care. The update floor would apply to all physicians. 

• Phase 3 
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Pay-for-reporting transitions to pay-for performance and particular effort is 
made to ensure that the quality bonus is sufficient to cover the costs of ad-
ministration as well as providing sufficient incentive to participate. Medi-
care continues to encourage reporting of data on evidence-based perform-
ance measures that have been appropriately vetted through mechanisms 
such as the National Quality Forum and the Ambulatory Care Quality Alli-
ance. The update floor would apply to all physicians. 

• Phase 4 
Contingent on repeal of the SGR formula and development of a long term 
solution allowing for annual payment updates linked to inflation, Medicare 
would encourage continuous improvement in the quality of care through in-
centive payments to physicians for demonstrated improvements in outcomes 
and processes, using evidence-based measures. 

This type of phased-in approach is crucial for appropriate implementation. While 
there is general agreement that initial incentives should foster structural and sys-
tem improvements in practice, decisions about such structural measures, their re-
porting, patient registries, threshold for rewards, etc., remain to be determined. 

The program must provide incentives—not punishment—to encourage continuous 
quality improvement. For example, physicians are being asked to bear the costs of 
acquiring, using and maintaining health information technology in their offices, 
with benefits accruing across the health care system—to patients, payers and insur-
ance plans. Appropriate incentives must be explicitly integrated into a Medicare 
pay-for-performance program if we are to achieve the level of infrastructure at the 
medical practice to support collection and reporting of data. 
Conculsion 

It is time to stabilize and modernize Medicare by recognizing the importance of, 
and appropriately valuing, primary care and by embracing the patient-centered 
medical home model as an integral part of the Medicare program. 

Specifically, the AAFP encourages Congressional action to reform the Medicare 
physician reimbursement system in the following manner: 

• Repeal the Sustainable Growth Rate formula at a date certain and replace it 
with a stable and predictable annual update based on changes in the costs of 
providing care as calculated by the Medicare Economic Index. 

• Adopt the patient-centered medical home by giving patients incentives to use 
this model and compensate physicians who provide this function. The physician 
designated by the beneficiary as the patient-centered medical home shall re-
ceive a per-member, per-month stipend in addition to payment under the fee 
schedule for services delivered. 

• Phase in value-based purchasing by starting with the Physician Quality Report-
ing Initiative. Analyze compensation for reporting and ensure that it is suffi-
cient to cover costs associated with the program and provide a sufficient incen-
tive to report the required data. 

• Ultimately, payment should be linked to health care quality and efficiency and 
should reward the most effective patient and physician behavior. 

The Academy commends the Subcommittee for its commitment to identify a more 
accurate and contemporary Medicare payment methodology for physician services. 
Moreover, the AAFP is eager to work with Congress toward the needed system 
changes that will improve not only the efficiency of the program but also the effec-
tiveness of the services delivered to our nation’s elderly. 

f 

Chairman STARK. Thank you. 
Dr. Mahal. 

STATEMENT OF ANMOL S. MAHAL, M.D., PRESIDENT, 
CALIFORNIA MEDICAL ASSOCIATION 

Dr. MAHAL. Chairman Stark, Mr. Camp, I am Anmol Mahal, 
the president of the 150-year-old California Medical Association, 
representing 35,000 physicians dedicated to the health of Califor-
nians. 
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Thank you for this opportunity to testify on this most important 
issue, the issue of having a viable health care system for the most 
treasured part of our society, our elderly. The Chairman and his 
staff and I have had the privilege of engaging in discussions, as 
Mr. Stark is my congressman, and he has requested me to com-
ment on a profiling system that is used in my community that I 
participate in in Northern California that compares my practice 
pattern to that of my peers in my community. 

Providing for the purposes of comparative effectiveness is a pro-
gram that I participate in in my community. This is a rather com-
prehensive program that has multi—or elements, and is a multi- 
pronged program. Very briefly, sir, there are six elements to the 
program. 

There is a utilization profile that the program uses that not only 
looks at professional services, but I have to stress also importantly 
looks at ancillary services and pharmacy costs and also looks at fa-
cility costs and hospital services as an overall cost of care. 

It looks at clinical profiles, mostly using HEDA’s criteria. For ex-
ample, breast cancer screening, diabetic and cholesterol screening. 

It uses the participation profile criteria, which includes regular 
participation in educational sessions held by the group. It looks at 
prescribing, et cetera. 

There is a satisfaction profile that is added on to the profiling 
criteria that looks at results from a patient survey that is very well 
crafted to meet some minimum thresholds. 

It looks at patient risk adjustment, so that physicians are not 
averse to taking care of the sickest and the most elderly folks with 
the most chronic conditions. 

Finally, a very important aspect of this program is a stop loss ad-
justment so that a physician who desires to take care of patients 
with HIV/AIDS, oncology patients, patients on dialysis and expen-
sive procedures like colonoscopy are all bundled in and spread the 
risk in the entire group rather than the risk being adjusted to the 
individual physicians. 

In summary, the physicians in my community, Mr. Chairman, 
I’m certain in California and indeed in the entire United States, do 
what they think is right in their hearts and in their experience and 
training as to what is required for their given patients. 

Physicians are constantly enhancing their education, and I feel 
that education based on profiling and peer comparison provided in 
a confidential way would be received well by physicians. It would 
result, in my case, in my personal case, perhaps even increased uti-
lization in some areas where I may not be doing appropriate stud-
ies compared to my peers, and in other areas, more modulation of 
utilization where I’m out of the bell curve when compared to my 
peers for similar patient mix. 

But the key, sir, is to have risk adjustment and to have stop loss 
adjustment to have the total cost of care looked at. Because a ma-
jority of the cost of care, while it’s ordered by physicians, it’s really 
not in the physician’s hands. It’s on pharmaceutical, it’s on hos-
pitals, it’s on devices, and all of that should be taken into consider-
ation as we put a profiling educational program together. 

Done in the way that I have mentioned, we have to be careful 
that we craft this program so that we do not incentivize physicians 
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to withhold care, but rather to do what’s right for their patients. 
We do not want to take the art form of medicine, at least the way 
I practice medicine, Mr. Chairman, today, I think it’s as much of 
art as delivery of technology and science to my patients. We need 
to maintain that element. Physicians in my community will look 
positively at peer data provided for educational purposes, provided 
in a confidential way, and we look forward to working with you on 
such a program. 

Thank you. 
[The prepared statement of Dr. Mahal follows:] 

Statement of Anmol S. Mahal, M.D., President, California Medical 
Association, Freemont, CA 

Mr. Chairman and Members of the Committee, on behalf of the California Medical 
Association, I want to thank you for inviting me to testify before the Committee on 
the important Medicare issues facing our nation. I hope to provide some insights 
about our California experiences to help the Committee in its deliberations. 

I also want to extend a special greeting to my Congressman, Mr. Stark. Mr. 
Chairman, we sincerely appreciate your efforts to work with us to design a Medicare 
physician payment system that will appropriately reimburse physicians and ensure 
the highest quality medical care for our Medicare patients. 
I. Introduction 

Mr. Chairman and Members of the Committee, California physicians are keenly 
aware that Medicare is in precarious financial condition and we are extremely con-
cerned about the program’s ability to continue fulfilling its mission. We understand 
that Congress faces competing goals for the Medicare program. The government 
must rein-in Medicare spending at a time when the baby boomers will begin enroll-
ing in the program—thereby increasing the volume of services. But Congress must 
also fix the physician payment system to ensure those same baby boomers have ac-
cess to doctors in the future. 

Physicians face similar challenges on an individual level. Eighty-three percent of 
Medicare patients have chronic conditions and the numbers are growing. In ten 
years, physicians will spend nearly half their time treating Medicare patients with 
multiple chronic conditions. Physicians are concerned about their capacity to appro-
priately treat these increasingly sick patients with diminishing resources and reim-
bursement. 

As California physicians, we agree we must do our part to provide the highest 
quality care in the most efficient possible manner. We must join Congress in being 
responsible stewards of the Medicare program, just as we are stewards and advo-
cates for our patients. We at the CMA are committed to working with Congress to 
improve the Medicare program by sharing our knowledge of evidence-based medi-
cine and our experience with programs that attempt to manage costs and care— 
such as the physician peer comparison programs in California. 
II. California Medical Association SGR Overhaul Plan 

To that end, the California Medical Association recently unveiled a long-term plan 
to overhaul the SGR system. Included in the plan are recommendations for Con-
gress to establish a series of demonstration projects that would test different sys-
tems for appropriately managing costs, incenting the efficient use of resources, and 
better coordinating patient care. Ultimately, the successful programs would replace 
the SGR as the volume control mechanism. We fully understand that the Committee 
is searching for better tools to control the growth in the volume of physician serv-
ices, such as the physician peer comparison programs. 

The Chairman has asked me to comment on a program in which I participate in 
Northern California, which compares my practice patterns to my peers. The pro-
gram is educational in nature and physician performance on utilization, quality and 
patient satisfaction are rewarded through bonus payments. Many safeguards would 
be necessary before such a complex program could be considered in the Medicare 
fee-for-service system. 

I also should make clear at this point that the California Medical Association has 
not yet taken a position regarding physician peer comparison programs. We are cur-
rently in the process of thoroughly evaluating the peer comparison programs oper-
ating in California. We certainly believe that peer comparison information provided 
to physicians on a confidential basis for educational purposes would be beneficial 
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to physicians and the Medicare program in general. However, peer comparison pro-
grams that tie reimbursement to utilization performance should be examined 
through Medicare demonstration projects because of their complexity and potential 
impact on patient care. 
III. A California Physician Peer Comparison Program 

As a primary care physician, I participate in a physician peer comparison program 
through a large Independent Practice Association (IPA) in northern California. The 
IPA provides confidential comparative information to individual doctors on how 
their quality, utilization, and patient satisfaction compare to their peers. The IPA’s 
program is called the Primary Care Management Program. 

Many California medical groups and IPAs who run sophisticated managed care 
systems employ utilization profiling methods, but the vast majority of these groups 
use them only for educational purposes. The educational aspect of comparative infor-
mation is vital to the success of these programs. Such information has helped physi-
cians better understand their practice patterns compared to their peers and allowed 
many physicians to improve their practice. 

Overall, the group in which I practice employs two tools to manage the care of 
its patients. The first tool is a physician peer comparison tool that fosters self-im-
provement. The second tool is a financial reward for meeting quality measures and 
utilizing services consistent with one’s peers. Such financial incentives have proven 
crucial to maintaining access to primary care physicians in my community and in 
helping physicians begin to invest in health information technology. 

Compensation—Primary care physicians (PCPs) affiliated with the group receive 
compensation in two distinct ways. They receive fees for the services they provide 
to patients (fee-for-service payments), and also receive a quarterly fee that rewards 
the effective management of their patient population. As for the fee-for-service pay-
ments, PCPs are paid for the services they actually provide, so there is no incentive 
to underutilize, and they also receive a per member payment that is based on their 
performance on specific metrics. 

The quarterly fee for effective management is called the Primary Care Manage-
ment Fee (PMF), and is based on many different metrics specific to the physician’s 
practice. These metrics reside in one of four profiles: The Utilization Profile, the 
Clinical Profile, the Participation Profile, and the Satisfaction Profile. I will describe 
each of the four. 

Utilization Profile—The Utilization Profile measures the cost of all health care 
services used by the group’s physician members. Its components include physician 
professional services, pharmacy and facility costs. PCPs with fewer than 200 ad-
justed members are not considered statistically relevant and are excluded from the 
calculation. 

The Pharmacy component of the Utilization Profile includes a synopsis of the 
PCP’s prescribing patterns and resulting PMPM costs. The cost reported here rep-
resents 50 percent of the actual total pharmacy costs. By contrast, facility costs are 
reported at the group level due to statistical unreliability at the individual level. 
The facility costs assigned to each physician represent 50 percent of the total facility 
cost. Admission rates and lengths of stay are included in the calculation. The total 
cost figure is the sum of professional, pharmacy and facility costs, and the final cal-
culation shows where the physician’s utilization costs stand relative to the panel av-
erage. 

Clinical Profile—The second profile—the Clinical Profile—measures the group’s 
clinical initiatives. These metrics report individual performance against that of the 
physician’s panel, region and system, and holds the physician to the system average. 
There are currently eight clinical measures included in the profile. They are de-
signed to maintain a high standard of care and to improve patient outcomes. The 
eight measures include: Breast Cancer Screening, Cervical Cancer Screening, Diabe-
tes HbA1c, Use of Appropriate Asthma Medication, Childhood Immunizations, 
Comvax and Pediatric Use, Cholesterol Screening, and Chlamydia Screening. 

Participation Profile—With respect to the Participation Profile, physicians earn 
points for participating in the group’s activities. 

Satisfaction Profile—The fourth and final profile is the Satisfaction Profile. As its 
name suggests, the Satisfaction Profile is based on a Patient Assessment Survey in 
which physicians are rated by their patients. Patients are randomly selected to par-
ticipate in the survey. In order for a physician’s scores to be counted, at least 20 
surveys must be returned. The most heavily weighted question asks the patient if 
he or she would recommend the doctor to family or friends. 

Patient Calculations—Because the costs associated with treating patients in a 
given practice are calculated on a per-member basis, it is essential to acknowledge 
that not all members are the same. Accordingly, the program makes adjustments 
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based upon the demographics of the physician’s patient population, including an ad-
justment based upon the number of Medicare patients the physician is treating. On 
this last point I think it is important to note that Medicare patients are weighted 
as four commercial private patients. Adjustments for age and sex are computed 
based on system wide data. 

Stop Loss Adjustment—There are some costs that are shared among an entire re-
gion rather than assigning them at the physician level. Maternity, HIV/AIDS, 
wellness (i.e., screenings and immunizations) dialysis, oncology, colonoscopy, and 
ophthalmology costs are allocated to all PCPs equally. This Stop Loss Adjustment 
was created to prevent a few very costly patients from inappropriately overstating 
the total cost in a PCP’s profile. 
IV. Recommendations for Physician Peer Comparison Programs 

Based on California physician experiences, I would like to offer the Committee a 
few recommendations to consider when implementing a Physician Peer Comparison 
Program. 

I would also like to differentiate between a physician peer comparison program 
that provides confidential, educational feedback to physicians as a tool for self-im-
provement and a comparison program that ties reimbursement to efficiency. CMA 
physicians are interested in self-improvement and we believe that the educational 
aspects of peer comparison can be extremely helpful to physicians and effective in 
improving practice patterns. We would support such programs. 

However, as you can see from the background we provided to the Committee, com-
parison programs are extremely complex if implemented appropriately. Therefore, 
we would prefer to see any comparison programs that are tied to performance pay-
ments to be examined in a Demonstration Project environment before being adopted 
by Medicare. 

The CMA recommendations for Peer Comparison Programs are set forth below: 
1. Overall, Physician Peer Comparison Programs are not a panacea for Medi-

care’s financial problems. However, they could be an effective tool for identi-
fying outliers and encouraging the efficient use of resources. These programs 
can also produce accountability at the individual physician level, which has 
been a source of criticism for the SGR. Some California programs have pro-
duced a savings and allowed physicians to further invest in meeting quality 
measures and adopting health information technology. 

The Medicare program should not focus myopically on whether physicians 
are doing too much. Instead, it should assess whether they are doing enough 
of the right things, such as providing evidence-based care and preventive care. 
If physicians are providing preventive care, hospitalizations will be reduced, 
patient outcomes will improve, and Medicare will gain significant savings. 

2. Physician education must be the focus of the program. Comparative informa-
tion is a strong tool to foster self-improvement. California peer comparison 
programs have been effective in educating physicians and helping them to im-
prove. 

3. Programs that provide positive incentives are the most effective. Medicare’s 
goal should be to encourage all physicians to participate. In many commu-
nities, Medicare cannot afford to lose primary care physicians. 

4. Paramount to a successful program is reliable data that can be verified. 
The data must also be statistically valid based on the number of patients 

per physicians. 
5. The program must couple utilization and clinical/quality criteria. 

An extremely important and positive component of the California program 
is that it combines utilization criteria with clinical/quality measures. Physi-
cians should not be inappropriately incented to withhold preventive care 
merely because it would drive up their utilization scores. Physicians providing 
more preventive services will have higher utilization, but their overall hos-
pital costs will be less. This is a major point on which we disagree with the 
GAO. Utilization and efficiency cannot be viewed independent of clinical qual-
ity. It is important to note that in California, preventive quality measures are 
the general focus of all physician profiling programs and their associated 
bonus payments. 

6. The program must examine the total cost of care provided to a patient—facility 
costs, pharmacy costs and physician services—for both primary care and spe-
cialty care. 

An important component of the California program in which I participate 
is that it calculates the total cost of care for each patient. Lower physician 
utilization is not necessarily better for the patient and—ultimately—may not 
save money. For instance, patients with asthma should see a doctor often to 
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manage their disease. As physician office visit utilization goes up, the total 
cost of care goes down by reducing unnecessary ER visits and hospitalizations. 

On the other hand, many physicians have criticized the profiling program 
in which I participate because it is difficult to hold a primary care physician 
responsible for the services provided by a specialist to whom they referred a 
patient, or a hospitalist caring for a patient upon admission to the hospital 
or during home health visits. Primary care physicians cannot control patient 
care beyond their practice and, therefore, it is not appropriate to hold them 
accountable for such utilization. 

The utilization to which a physician is held accountable requires precise and 
complex evaluation tools. Nonetheless, the educational aspects of such infor-
mation is extremely beneficial. 

7. All data must be risk-adjusted for age, sex and health status. 
However, it is important to note that risk adjustment methods are still in-

adequate to fully capture differences in patient health status. Patient compli-
ance issues must also be considered. Most sophisticated managed care groups 
in California only do risk adjustment for age and sex. It is important to note 
that my IPA attributes four commercial patients to one Medicare patient. 

8. There must be a ‘‘stop-loss’’ type of adjustment for HIV/AIDS, oncology, mater-
nity, screenings and immunizations, dialysis, colonoscopy so the costs are 
spread out across the entire system. It would be truly perverse to penalize 
individual physicians for treating seriously ill patients. 

9. Patient Satisfaction Surveys are an important component of any program. 
10. Specialty Referral Issues Must Be Carefully Considered 

The Specialty Referral tracking system in my group is controversial. The 
group tracks referrals to specialists and accounts for those referrals in a phy-
sician’s overall score. Some specialty referrals are more ‘‘costly’’ to the primary 
care physician than others. In some instances, referrals to specialists are ap-
propriate and result in lower costs. In other instances, they may be unneces-
sary. But some physicians and patients have questioned whether the specialty 
referral incentive system has inappropriately denied patient access to special-
ists. One positive aspect of the program is that primary care physicians re-
ceive credit for referring patients to specialists to receive treatments included 
in the set of clinical/quality measures. This sort of primary care gatekeeper 
approach would be extremely difficult to replicate in the Medicare Fee-for- 
Service program, where patients can directly access specialists. 

11. Physician-Designed and Directed 
Programs that involve clinical utilization and quality information must be 

designed and directed by physicians to ensure that the highest quality care 
is provided. 

12. Demonstration Programs To Protect Patients 
For all of the reasons I have discussed, CMA would support programs that 

soley focus on confidential education. However, programs that financially re-
ward certain practice patterns must include safeguards against incentives 
that would reward physicians for withholding care to the detriment of their 
patients. Therefore, efficiency programs tied to payment should be tried on a 
Demonstration basis first. 

V. Geographic Variation 
One further note, the CMA recommends that the Committee not only examine 

practice variations between individual physicians, but also variations in care be-
tween geographic regions. There are dramatic and costly variations in care across 
the country. We need to better understand why this occurs through careful dem-
onstration programs, and work together to reduce inappropriate differences. 
VI. Conclusion 

Physician Peer Comparison Programs can work if the emphasis is on confidential 
physician education and self improvement. Such programs must couple both utiliza-
tion and clinical/quality criteria. They must also examine the total costs of providing 
care to patients—physician, hospital and pharmacy—and should be risk-adjusted. 

While the CMA has not officially endorsed peer comparison programs that tie pay-
ment to efficiency, we support the educational aspects of such programs. If Congress 
is interested in going one step further by adopting pay-for-performance based on uti-
lization, we would recommend demonstration programs. Because of the sophisti-
cated quality and clinical issues, it is essential that physicians are involved in the 
design and implementation. Many safeguards must be included to protect appro-
priate patient care. 
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Mr. Chairman and Members of the Committee, I hope this California information 
will prove helpful to the Committee. On behalf of the California Medical Association, 
I thank you for your time. We look forward to working with you. Thank you. 

f 

Chairman STARK. Thank you very much. 
Dr. Mayer. 

STATEMENT OF JOHN E. MAYER, JR., M.D., PRESIDENT, 
SOCIETY OF THORACIC SURGEONS 

Dr. MAYER. Chairman. Stark, Mr. Camp, thank you for inviting 
me to testify. My name is John Mayer. I’m a heart surgeon at the 
Children’s Hospital in Boston and Professor of Surgery at Harvard 
Medical School, and the current president of The Society of Tho-
racic Surgeons. 

I wish to begin with the fundamental concept that if we are to 
succeed in addressing our health care cost and quality problems, 
physicians must be engaged not just with economic incentives, but 
for the first time, as a profession. From this perspective, I want to 
emphasize four main points: 

First, measurement and feedback of performance to physicians is 
the most effective way of improving physician performance; 

Second. feedback and profiling are really two very different con-
cepts, with differing goals and effects; 

Third, bundling of payments is a critical step toward aligning in-
centives for better quality and more appropriate care; and 

Fourth, if we measure both patient outcomes and the cost of care 
in the right way, we can rapidly improve quality while simulta-
neously reducing cost. 

We base these recommendations on our specialty’s experience 
with the use of outcomes data to drive improvements in quality. 
We’ve been willing to invest our volunteer time and resources in 
these efforts as part of our professional responsibility to our pa-
tients. However, you should recognize that physicians are being 
pulled in opposite directions by their professional responsibilities 
on the one hand, and the perverse incentives in the current reim-
bursement system on the other. You have already heard how Medi-
care still pays more if we perform more services but does little to 
support quality improvement. 

The two mechanisms you’re investigating today, information 
feedback to physicians and bundling payments to align incentives 
with patient needs, can help resolve these conflicts. Collection and 
analysis of data on the quality of care, patient outcomes, is what 
should drive the health care system. 

There are many examples of how this works from our cardiac 
surgical experience, including programs in the veterans hospitals 
in Northern New England, Virginia, as well as Michigan, and at 
the national level using the STS database. In each case, collection 
of outcomes data, risk adjustment and feedback to the local level 
has resulted in lower mortality rates, less variation and fewer com-
plications. The American College of Cardiology has developed a 
heart cath outcomes registry, and we are working with them to 
link our databases to measure the quality and long-term effective-
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ness of interventions in patients with coronary disease. We think 
this is the way of the future. 

However, there is a critical distinction between feedback and 
profiling. Feedback is the use of data by the profession to improve 
physician performance. Profiling uses data to steer patients, as-
suming that economic carrots and sticks can best change physician 
behavior. We believe that professional feedback, not profiling, will 
be most likely to improve care on a systemwide basis. 

Bundling of payments is a critical step toward aligning incen-
tives for better quality and more appropriate care. Surgeons have 
always been paid this way, which includes both the surgical proce-
dure and the post-operative care. As noted earlier, major proce-
dures accounted for only a very small percentage of Medicare phy-
sician spending growth. 

I agree with Dr. Berenson that bundled payments reward more 
effective care, not just more care. Any system that pays a la carte 
for each service or test only encourages more to be performed. A 
single payment for the care of a patient’s condition for a defined 
period of time would free physicians to practice their profession in 
the most efficient and effective way. It would provide incentives to 
keep patients more involved in their own care; would allow physi-
cians to use e-mail, telephone or home monitoring, physician ex-
tenders or whatever other methods resulted in better outcomes. In 
high-cost conditions, this approach should be the norm. 

You have heard a little bit about the concerns about under-utili-
zation. We think that if you couple bundled payments with outcome 
measurement, we can help prevent under-utilization and encourage 
efficiency and innovation. 

Finally, combining information on quality and cost can save 
money. Our Virginia cardiac surgeons merged their STS clinical 
outcomes data with hospital cost data, worked together to identify 
and adopt best practices and reduced complications that save lit-
erally millions of dollars in Virginia every year. 

We are currently trying to combine our outcomes and quality 
data with cost data from private health insurers and with Medi-
care, and if we can do this, we’ll have a more powerful tool to im-
prove quality and reduce costs for treating heart disease, which is 
still the number one killer in the United States. 

In conclusion, I wish to recommend four steps that Congress 
could take to allow and encourage the medical profession to fulfill 
our responsibilities to patients and our responsibility to self-regu-
late: 

First, recognize that the medical profession must be an integral 
part of any solution; 

Second, provide Medicare support for the development of spe-
cialty or condition-based clinical electronic databases which are fo-
cused on patient outcomes; 

Third, provide bonuses for measuring and analyzing patient out-
comes to improve quality; and 

Fourth, realign the reimbursement system to focus on integrated 
care based on specific patient needs by bundling payment for treat-
ment of the conditions. 
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If these options are implemented carefully, they could be a major 
step toward improving quality and reducing costs in Medicare, and 
in health care nationwide. 

Thank you for the opportunity to share my views with you. 
[The prepared statement of Dr. Mayer follows:] 

Statement of John E. Mayer, Jr., M.D President, Society of Thoracic 
Surgeons 

Chairman Stark, Ranking Member Camp, members of the Subcommittee, thank 
you for inviting me to testify before you today regarding methods to improve both 
quality and efficiency among physicians treating Medicare beneficiaries. I am a 
heart surgeon at Children’s Hospital in Boston and Professor of Surgery at Harvard 
Medical School, and I currently serve as the President of the Society of Thoracic 
Surgeons. 

I’d like to make four main points for you here today which have a unifying theme 
of engaging medicine as a profession in addressing our healthcare cost and quality 
problems: 

Measurement and Feedback of performance to physicians is the most effec-
tive way of improving physician performance, and we have many examples. 
Feedback and profiling are two very different concepts, with differing goals 
which must be understood to achieve desired results. Bundling of payments 
is a critical step toward aligning incentives for better quality and more ap-
propriate care. The ultimate goal is to measure both patient outcomes and 
cost of care, which will rapidly improve quality while simultaneously reduc-
ing cost. 

Feedback as the most effective way to change how physicians make deci-
sions 

Cardiothoracic surgeons have an extensive history and culture of focusing on and 
improving the clinical outcomes of our patients, and based on our 3 million patient 
cardiac surgical database, we believe that we can legitimately claim to have pro-
longed millions of lives. We have done this because we believe that this is part of 
our professional responsibility without resorting to profiling, public reporting, or 
monetary incentives. We also have data indicating that improvements in clinical 
outcomes, such as reducing complications, result in cost reductions as well. How-
ever, as I will outline for you in a moment, physicians are now being pulled in oppo-
site directions by our professional responsibilities to our patients and to society on 
the one hand and by the perverse incentives in the current reimbursement system 
in the other. We believe that the two main mechanisms you are investigating 
today—information feedback to physicians and bundling to align payment incentives 
with patient need, can help to address these conflicts. These two changes, if imple-
mented correctly and executed carefully, can realign the incentives to enlist the 
medical profession in a rapid and continuous quality improvement cycle that can 
drive down costs while treating patients better. We believe our experience can serve 
as a guide for the Medicare program and physicians to get there. 

To date, physician payment in Medicare has been set based on budget targets. 
Whether it is the ‘‘Sustainable’’ Growth Rate (SGR), or the Volume Performance 
Standards (VPS) before it, budget targets can look good to CBO or on a balance 
sheet. But budgetary targets don’t help patient care. What’s worse, the looming 
SGR-mandated payment reductions do not affect individual physician decision-mak-
ing. And perhaps most tragic, budget driven reductions put off the more important 
work of replacing poor care with high quality care, avoiding unnecessary treat-
ments, and preventing expensive complications. 

What does help patients is clinical expertise, technical skill, and physician respon-
sibility—and these are the province of the Profession of Medicine. The incentives in 
the Medicare program today are perverse, and are contrary to our professional re-
sponsibility as doctors. Medicare currently pays more if you perform more services, 
order more images, schedule more office visits. Hospitals are paid more if patients 
have more complications, and more ER visits. The primary care physician who does 
the best at keeping his or her patients healthy struggles because prevention is not 
rewarded at all. So in a sense, the Medicare reimbursement system encourages 
worse outcomes for patients. Our professional responsibility to society as physicians 
dictates otherwise. 

We believe the changes in policy you are examining have been successful because 
they align with one very powerful motivator for all physicians: their responsibility 
as a profession to provide societal benefit in treating patients and responsibly shep-
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herding scarce resources. I strongly believe changes in policy must be made to re- 
engage medicine as a profession in helping to solve some of the major quality and 
financial issues facing healthcare in the U.S., in general, and the Medicare program, 
in particular. 

You may be thinking that we are simply saying ‘‘Trust us, leave it to the profes-
sional responsibility of physicians and all will be well,’’ but what we are really sug-
gesting is a ‘‘trust, but verify’’ scenario. Collection of data on quality of care—patient 
outcomes—is what should drive the healthcare system. We believe that a system of 
bundled payments coupled to feedback of outcomes information to physicians will 
help to do so. So trust physicians, but we also need to collect the data. 

In surgery, we have historically focused primarily on quality improvement be-
cause our professional responsibility is foremost to improve patient care. However, 
we now recognize that this focus on quality can also reduce costs and that our pro-
fessional responsibility to society requires that we wisely use societal resources. 

The impact of feedback to physicians—of both the quality of their outcomes 
and their resource use—will be helpful. It has been said that, ‘‘You will improve 
that which you measure.’’ We have found this to be true. If we measure process com-
pliance, process compliance improves. If we measure patient results—or outcomes— 
that is what will improve. We should avoid measuring only cost, for the cheapest 
care is no care, and the least costly outcome may be death. Though feedback of data 
on resource utilization is likely to improve those utilization rates, we must be very 
careful in doing so. We believe that cost is most appropriately measured only in con-
junction with outcomes so that we can provide care that is of value to the patient. 

The STS experience with 18 years of quality measurement in cardiac surgery 
shows that feedback to physicians on both quality and efficiency may well be the 
most effective means of changing physician behavior to improve patient care and in-
crease efficiency. 

Perhaps the earliest example of feedback improving quality and reducing vari-
ation was the Northern New England Cardiovascular Study Group project in the 
late 1980’s—using variation in outcomes as a tool for improvement, not as a means 
to profile. The surgeons in those states met to discuss results and implement the 
best practices. The mortality rate in cardiac surgery became the lowest in the coun-
try in those states, and variation among institutions disappeared. This is the goal 
of feedback. 

In the VA system, cardiothoracic surgeons have been using an outcomes measure-
ment/feedback system and have evaluated the observed-to-expected mortality rates 
in open heart surgery for two decades. While patients have been arriving older and 
much more ill, the results have steadily improved. Thus the ratio of the observed 
mortality rate to the expected mortality rate has declined continuously. The Amer-
ican College of Surgeons has adopted the VA methodology for their National Sur-
gical Quality Improvement Program (NSQIP). These exemplify the type of Contin-
uous Quality Improvement we could expect in Medicare if all of medicine could 
measure results and feed the data back to physicians. 
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It was an STS leader who performed the landmark clinical trial based upon the 
STS database with a grant from AHRQ. This was the largest Continuous Quality 
Improvement (CQI) trial in medicine where Dr. Bruce Ferguson was able to docu-
ment that intervention in the form of education and formal CQI led to changes in 
physician practice that produced rapid improvements in care. Within 18 months of 
receiving feedback and education on two practices that improved outcomes in heart 
surgery patients, we saw a dramatic improvement. 

The recently completed second part of this study focused on how surgeons can pre-
vent further heart disease following bypass surgery (CABG). Basically answering 
‘‘Can the STS influence our surgeons to use the ″teachable moment″ of hospitaliza-
tion to get patients on correct medications following CABG?’’ And once again, there 
were no incentives other than the knowledge that it is probably the right thing to 
do. 

This was a huge trial with 234 Control Sites, and 224 Treatment sites across the 
country. They measured the rates at which four separate medications were pre-
scribed at discharge after coronary surgery. Every treatment site showed a signifi-
cant increase in the rate these medicines were prescribed vs control groups in 18 
months. They even created a patient web site created with ″steerage″ of patients 
at discharge to the Web site for additional information. This is an example of physi-
cians taking responsibility for managing patient care beyond the treatment period. 

This national RCT demonstrated that a professional society CQI program could 
speed adoption of these prevention therapies. Patients as well as physicians were 
successfully engaged in the CQI process and the results will improve the long-term 
patient outcomes following contemporary CABG. 
Feedback and Profiling are two distinct concepts and will achieve vastly 

different results 
This distinction is one that will be critical for all to understand. Feedback is the 

use of data to improve physician behavior, while profiling is use of data to discrimi-
nate among physicians and steer patients—without affecting the behavior of the 
provider. Physicians who may have had patients steered away from them by man-
aged care, but have not improved their performance through feedback will continue 
to treat patients in the same way, and that benefits neither patients nor Medicare. 
The quality improvement driven by data collection and feedback promotes system- 
wide quality improvement and is not focused at the care of a single patient. 

To take it one step further, and really achieve costs savings, we must bring costs 
of care into the equation with quality, and determine the ‘‘value’’ of care provided. 
In Virginia, cardiothoracic surgeons matched their STS quality data with Medicare’s 
cost data, and calculated the value that each hospital and practice was delivering. 
But rather than using this information for profiling and competition, they shared 
the data, shared the methods for improving complication rates, and saved millions 
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of dollars each year by producing better outcomes for patients statewide. This is the 
best way to save money in Medicare—through higher quality results. The most re-
cent results here show that doctors in Virginia reduced the incidence of sternal 
wound infections by 67 percent below the historically expected rates. Each pre-
vented infection of this type saves $73,000.00. Rates of heart arrhythmia (each oc-
currence costing over $3,000) have been reduced statewide by 5 percent. Together 
these two improvements save millions of dollars each year, not to mention saving 
hundreds of lives. 

In Michigan, all cardiothoracic surgeons in the state and all 31 hospitals (that 
perform cardiac surgery) voluntarily submit data to the STS database for analysis. 
Blue Cross/Blue Shield of Michigan has agreed to fund this data collection for not 
only their covered patients, but for all Medicare, Medicaid, and uninsured patients. 
The data are audited and fed back to the surgeons. The surgeons have shared re-
sults, and discuss with the top performers how they achieved their results. This 
Michigan QI project has reduced variation between sites in the most critical out-
comes including mortality, atrial fibrillation, and kidney failure. Participants know 
that it has improved quality of care for the patients, and are confident that it will 
also save money. Moreover, focus on outcomes accelerates improvement well beyond 
what you would achieve from rewarding static process measures. In fact, the focus 
on measurement and improvement in outcomes has caused them to seek out and 
find new innovative processes worldwide that improve quality and reduce complica-
tions. By focusing on outcomes, they found discrete new methods in use in Australia 
that they are now implementing in Michigan. If they had focused solely on compli-
ance with static process measures, these innovations may not have been sought nor 
found. 

STS believes that similar approaches in other specialties will work in most areas 
of medicine and will help improve the quality and appropriateness of care and 
thereby reduce costs. STS is now teaming up with the American College of Cardi-
ology (ACC) who have built their own database of 5 million patients undergoing 
heart catheterization. By doing so, we will measure the quality of care in patients 
with cardiovascular disease over the patient’s entire history of the disease. We are 
beginning to work with health plans and payers, including United, Wellpoint, Blue 
Cross, and Aetna to combine the robust STS–ACC quality data with the plans’ cost 
data including treatments, drug costs, and hospital costs. These efforts are not 
for the primary purpose of profiling, and steering patients, but to actually 
improve the care provided while reducing costs. We are asking Medicare to 
work with us to combine Medicare’s claims data with our clinical data. If we can 
do this, we will have the total picture of what quality delivered at what cost in the 
treatment of heart disease—the number one killer of Americans, and by far the 
major cost center for Medicare. 

All physicians believe they are giving the highest quality, most efficient care— 
until they are shown otherwise. The critical issues are high quality clinical data, 
a statistically valid method for risk-adjustment, and feedback of data to the local 
institution or practice level. We are all trained in science, and data doesn’t just talk, 
it speaks very loudly. Once professionals know the truth, behavior shifts easily. 
Bundling of payment is a critical step toward aligning incentives for better 

quality and more appropriate care. 
The second focus of this hearing is on how bundled payments in Medicare might 

realign incentives from rewarding ‘‘more care’’ to rewarding ‘‘more effective care’’. 
To align payment with quality and efficiency, care delivery must be focused on pa-
tient need. Which is to say, payment should be organized around the disease or con-
dition of the patient. 

In my field of pediatric heart surgery, interdisciplinary teams of specialists come 
together for the benefit of children with congenital heart disease. This needs to be 
the norm in medicine, particularly in the high intensity, high risk areas of medical 
care. 

Care delivery teams should be organized around major conditions, as well as 
around wellness and prevention. In the future, I believe we will have teams of pro-
viders who are expert in caring for specific conditions, as well as experts in keeping 
patients healthy. The question is, when will that future be realized? 

Payment for treatment of Medicare beneficiaries ultimately should be made on the 
basis of a period or episode for treating each condition. Most in medicine are far 
from that point today, but there are areas of Medicare where it is working well to 
control spending growth and encourage only the most appropriate care. In 
cardiothoracic surgery, as well as nearly all major surgical procedures under Medi-
care, physicians are paid one fixed fee (in a bundle) for the care they provide. If 
I perform open heart surgery for a Medicare beneficiary, Medicare pays me one fee 
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for the procedure, patient visits, intensive care, and recovery care for 90 days re-
gardless of what additional needs arise. If the patient requires me to spend more 
time with them, if I need to speak with the family and meet with the patient, or 
if the procedure requires more time in the operating room or more time in the inten-
sive care unit, and there are other costs involved in the treatment of that specified 
condition, so be it. Medicare only pays one fixed fee. This may well be the reason 
why, in 2003, office visits in Medicare accounted for 29 percent of increased physi-
cian spending, minor procedures that are not paid in a bundle accounted for 26 per-
cent of growth, and imaging (also not paid in a bundle) accounted for 18 percent 
of spending growth. Major procedures, frequently paid under bundled (or global) 
payments, were the smallest contributor to growth, accounting for only 3 percent of 
Medicare physician spending growth. 

A bundled payment for treatment of many medical conditions under Medicare 
would shift the incentives from the current system that pays ‘‘a la carte’’ for each 
service or test, thus encouraging ever more to be performed; to an incentive to keep 
the patient healthy while performing only the most appropriate and helpful tests 
or procedures. Medicare should seriously consider a bundled payment model for the 
care of beneficiaries with the most costly diseases—especially chronic conditions. 

The current incentive under a la carte Medicare fee for service payment urges 
professionals to perform as many services on each patient as possible, when instead, 
we should have a system that enables professionals to regulate themselves based 
upon what is most effective and most appropriate for the patient. 

Exercise caution however, as a bundled payment without a measure of patient 
outcomes (or results), could reward underutilization. The coupling of outcome meas-
ures with bundled payment would align incentives, prevent underutilization, and 
encourage efficiency and innovation. 
Conclusion 

If we are able to successfully implement a system of measurement of results, out-
come data feedback loops to physicians, and aligned incentives through bundled 
payment, we will have made major strides toward a system that will improve care 
continuously, and drive dramatic costs reductions. 

So, how can such a system be operationalized? What can the Congress do now to 
allow and encourage the medical profession to help solve the current healthcare 
problems? We recommend four steps: 

1. Recognize that the medical profession must be an integral part of any solution. 
2. Provide Medicare support for the development of specialty or condition-based 

electronic clinical databases focused on patient outcomes, building on the ef-
forts of groups such as the STS, the ACS, and the ACC. 

3. Provide bonuses for the very difficult work of measuring the actual patient out-
comes. This will become a critical check against underprovision of services in 
a bundled payment environment. 

4. Realign the reimbursement system to focus on integrated care based on specific 
patient needs by bundling payment for treatment of the condition. 

The options you are exploring today are important pieces of realigning incentives 
in Medicare. If they are implemented carefully, they could be a major step toward 
improving quality for patients while reducing costs in not only Medicare, but in our 
health care system nationwide. 

Thank you for the opportunity to share my views and experience with you today. 

f 

Chairman STARK. I want to thank you. We have about 15 min-
utes till our rent expires on the room at one o’clock. I’ve talked 
with Mr. Camp, and if we are not able to let you expand in the 
time remaining, we might meet informally with any of you who 
have some time who aren’t starving to death to talk a little more. 

But I wanted to just cover a couple of points here. Dr. Berenson, 
you point out that 80 percent of what we spend in Medicare is on 
chronically ill, and by that I assume you mean they’ve got a couple 
of diseases and they are much sicker than average. 

To the extent that, as Dr. Mayer said, you can quantify some re-
search for cost, we have a problem in that if there’s evidence—we 
have a problem getting the Congressional Budget Office often to 
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score savings for us, prospective savings, and particularly in new 
programs. 

To the extent that you can help us, any of you, in providing em-
pirical data that would help us convince the Congressional Budget 
Office where we talk about plans that save, that would be helpful 
to what we have to do in this pay-as-you-go problem in planning 
reimbursement for physicians. 

But another comment is that it seems to me, and for those of you 
who are primary care docs, a primary care doc gets paid for basi-
cally face-to-face encounters. It would seem to me that at some 
point it’s just simpler for the primary care doc to refer me off to 
a bunch of specialists than get involved with having to do research 
and get back to me and get me back again for another $65 encoun-
ter when you’ve got a waiting room full of people who’ve got flu and 
my incipient heart attacks. We’re just not set up to reimburse the 
family care physicians. 

I was importuned recently by a group that shall remain nameless 
who said they’ve got a business that will take care of managing 
care, or individual care, disease management. They are in an ancil-
lary business. They said that the real reason they wanted to be 
identified as somebody providing disease management is that their 
stock would go from 10 times earnings to 20 times earnings by the 
New York analyst because they find that disease management is 
far sexier than providing home health care, which I think was their 
underlying business. 

I would be leery of sort of putting this idea of bundling or man-
agement or the medical home out into the marketplace with people 
with less than the training that you gentlemen have had. But—and 
I get to a question—on the other hand, I wonder how many of you, 
particularly those of you in primary care, have the training in man-
agement programs and information technology, kind of business 
management, if you will. 

It isn’t necessarily—I mean, once you’ve determined that you 
want to check my weight and am I taking my Zocor and am I exer-
cising, then the question becomes more like bill collectors. Do you 
call me at home during dinnertime to make sure, just before I’m 
about to have that second dessert? Or do you—once a month, do 
you check to make sure I’ve filled by Zocor prescription? Also it 
seemed to me to be unique to medical schools, that’s the question, 
is do they train you in medical schools today, those of you who 
would go into family practice or internal medicine, to manage 
through the use of nurses and other practitioners, are you guys 
ready to do this? 

Dr. KELLERMAN. Well, I think that’s part of the medical home 
concept. For example, with our medical school, we have a rotation 
in ambulatory care geriatrics to try to teach some of those prin-
ciples. But I think you’re making a good point that right now we’re 
paid fee-for-service to see somebody face-to-face, and the idea of the 
medical home is to look at information and better manage the pa-
tient. 

Let me give you an example of something that we could do with 
health information technology. If I have an electronic health record 
in my office, some people think, well, that’s a paperless office. The 
real value is a registry where I can see who my hundred patients 
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are with diabetes. I’ve got these fifty over here that are under good 
control. I don’t need to worry about them as much. But what about 
these twenty-five over here that under poor control, and maybe I 
do want to call them at lunchtime and see if they’re having the 
extra dessert? Or work with my team, which could be my nurses, 
potentially a social worker with community support organizations. 
So that’s the thing that we need to get to with the medical home. 
Right now we don’t have a reimbursement system that incentivizes 
me to do that. 

Chairman STARK. Bob. 
Dr. BERENSON. You’ve asked a very good question. Dr. Wagner, 

who I referred to, wrote one of the best articles I’ve ever read about 
10 years ago in Millbank why primary care physicians don’t do 
these activities now, and describes things like the tyranny of the 
urgent, when you’ve got a waiting room full of people who are sick, 
dealing with an elderly person with chronic problems, none of 
which seem to be urgent today, is pushed to the side. He does refer 
to the problems in medical education which focuses on solving 
problems rather than managing problems. So, there is an education 
element here to physicians to want to take this on. So, that is a 
challenge. 

The other challenge I guess I would make is if a typical small 
practice, I was in a practice at the time of four internists. We had 
maybe 20 or 25 percent of our patients were Medicare patients, and 
let’s say we picked 10 or 15 percent of those patients were in this 
category of needing chronic care management, you’re now down to 
2 or 3 percent of a patient population for whom this special care 
management would be needed, and are doctors going to redesign 
how they patient for that subpopulation? Which is why I’m per-
suaded we need to maybe consider a new payment model for that 
Medicare and private payers do for medical homes, that don’t just 
focus on the small percentage of patients but large percentage of 
dollars represented by the Medicare population. 

I actually think in this area if we had new payment models, you 
could—this isn’t rocket science for physicians. They understand if 
they were in an environment that paid for these activities, the role 
of teams, I think primary care physicians are pretty accustomed to 
working in teams if that becomes the norm. So I think while there 
would be an education process, it’s something that has to be taken 
on. 

Chairman STARK. Are we just in effect trying to make each of 
you as primary care docs a little bit of a staff model managed care 
plan? In other words, are you going to be a one doc or a small 
group managed care plan with the same kinds of resources let’s say 
in our are, Dr. Mahal, that Kaiser has with hundreds of thousands 
of people in our county, they had teams of people to call and get 
people back into see whomever they should see. But for a small of-
fice to do that takes, I would think, some kind of a—— 

Dr. BERENSON. Let me—could I take the first shot at that one? 
Chairman STARK. Yeah. 
Dr. BERENSON. I think it would be desirable if more physicians 

did go into multi-specialty group practices, and I think it’s reason-
able to try to figure out a tilt in payment policy to encourage that. 
But most physicians won’t be in those practices. So, one of the in-
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teresting models in the physician group practice demonstration 
that Medicare is—CMS is sponsoring right now in it’s either Mid-
dlesex or Middletown, Connecticut. I keep for getting the name. 
The physicians are in ones and twos practices, but the care coordi-
nation is done in the local level by what used to be a physician hos-
pital organization that was formed for managed care contracting. 
It is now the entity that provides the nurse support, the computer 
support, a lot of the activities. Case finding is in the hospital. 
There’s a referral. In some cases, the nurse goes with the patient 
to the doctor’s office. 

So, the infrastructure is not in the doctor’s office. It’s a different 
model. But it’s also not with some third-party disease management 
company two states over. It is community-based. I actually think 
that is a model that has some potential for what’s—for small prac-
tices that really don’t have the scale to take this on themselves. 

Dr. MAHAL. Congressman, I’m a solo practitioner, and I have 
been coordinating the care of my patients for the 30 years that I’ve 
been in practice in our community in Freemont. It is possible to co-
ordinate care. It is a question of the priorities that we set for our-
selves. I totally agree with my two colleagues who have spoken ear-
lier that advancing information technology for which a practicing 
doctor needs assistance in would advance the care coordination. 

I think a vast majority of care should be coordinated through a 
primary care physician. There are some exceptions to that. As a 
gastroenterologist as well, I feel that I do a lot better at coordi-
nating the care of the patient with active ulcerative colitis. For ex-
ample, I have developed intuitions over the years by doing so much 
work with these patients that I catch their problems, if you may, 
with that sixth sense, the art form that I referred to earlier, Con-
gressman, to keep them out of the hospital. I can really take care 
of my ulcerative colitis patients, seeing them very frequently, their 
emotional needs, their medical needs, their social needs, and re-
duce the hospitalization. 

Another example would be a patient who is going through an 
oncological treatment. They’re going through a six to 8 month 
chemotherapy period. Their best medical home, their best family 
care source at that time, is the oncologist that they are seeing, not 
me, who referred them to the oncologist. 

So, there are several permutations of this process. Kaiser does a 
wonderful job of coordinating care, but from time to time, I see Kai-
ser patients who come over to get a second opinion because they 
are not getting what they think. So, you know, Americans will have 
their special needs, that—some of them are medical, some of them 
are emotional. But I think a multi-pronged approach to finding a 
mental home for patients is a good idea. 

Dr. KELLERMAN. I just wanted to mention that what you’re 
talking about also applies in the rural areas where resources are 
somewhat limited, but—and we have a lot of elderly patients in 
rural areas, but with the physician working with the hospital, with 
the home health agency, and, again, working as a team, we can 
better provide that than the current system. 

Chairman STARK. With modern technology, you can really scan 
images 100 miles away over the Internet. But I want to let Mr. 
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Camp have a chance. I want to talk to Mayer about what the tho-
racic surgeons are doing, but Dave? 

Mr. CAMP. Thank you, Mr. Chairman. Thank you all for your 
testimony. Dr. Mayer, there was a bundled payment demonstration 
in the early ’nineties, and can you tell me the reaction of thoracic 
surgeons to that demonstration? 

Dr. MAYER. Well, there were obviously a number of centers that 
did apply and did find some advantages of being involved in that 
sort of thing, in that sort of program. There were the concerns that 
if you got better that you might actually be penalized for it because 
the reimbursement came down. I think if there was any complaint 
about the program it was probably that.I think all of us would like 
to get a reward on expenditure of intellectual capital, and I think 
in most of those situations, those were surgeon-led efforts, with the 
help of the hospital administration and the nursing, et cetera. 

So, I think it was a reasonable notion to do that. We’ve recently 
proposed to do something similar in Virginia, again. It’s the same 
group that I mentioned earlier where they actually looked at and 
they were proposing what was termed quality sharing, so that if 
the surgeons and everyone else involved in the care of post-coro-
nary bypass patients could reduce complications and acquire sav-
ings for the institution, some of that ought to be shared with the 
surgeons who were leading that effort. That actually got hung up 
in CMS with worries about problems with Stark violations and 
other issues and that initiative has died. 

Mr. CAMP. The Society actually has worked hard to encourage 
surgeons to improve quality and health outcomes, but the Society 
also has its national adult cardiac surgery database. Are surgeons 
participating in that? 

Dr. MAYER. Yes. There are over 800 cardiac surgical units in 
the country that are participating. We estimate that that’s over 75 
percent of the cardiac surgical programs in the country. I think this 
has been embraced not only—primarily as a quality improvement 
tool. There is nothing more powerful than having your data fed 
back to you and see how you compare with everyone else. 

We’re a pretty competitive lot, and we certainly work pretty hard 
when we’re not doing as well as our peers. 

Mr. CAMP. Right. Thank you. I just have one last question. I ap-
preciate all of your testimony. Dr. Berenson, obviously we’re here 
to try to make sure that services are appropriately compensated. 
Several physician services are overvalued, but they’re only reevalu-
ated on an every 5-year period, and rarely are they decreased in 
price. So, what can we do to make sure that services are appro-
priately valued and reimbursed? 

Dr. BERENSON. Yeah. Well, first go more than every 5 years. 
But this current process still basically requires specialty societies 
to survey members to estimate the time, and then the associated 
sort of difficulty associated with time, to determine the relative val-
ues. I think we’ve a major stake at this point in getting objective 
data. There’s I think plenty of evidence that many of those prime 
estimates are overestimates. I was talking to Dr. Mayer earlier. 
The STS actually came forward in that process with actual objec-
tive data and recommended some devaluation of services. 
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I think either the AMA’s ROC or the CMS should have the abil-
ity to actually for the top 50 or 100 procedures, that’s where I 
would start, to actually get objective data, to get other sources of 
input from the NIH, from VA doctors, from others, so that we actu-
ally identify overpriced procedures. 

Overpricing can happen because, as I’ve said in some of my arti-
cles, because CMS has some unrealistic values for how to—for 
practice expenses, and I can get into those details, because spe-
cialty societies don’t come forward to identify their overpriced—the 
work value in their procedures. It would be a new approach, but 
I think it’s one that is doable if there were some prodding from the 
Congress to make it happen. 

Mr. CAMP. All right. Thank you. Thank you all for your testi-
mony. Thank you, Mr. Chairman. 

Dr. MAYER. Well, I would just say it’s one of those other spinoff 
things from having this 3 million patient record database. We actu-
ally use data on operative time, how long patients were in the hos-
pital, how long they were in the ICU, how long they were on the 
ventilator. That was the basis for our submission. We submitted all 
the cardiac surgical codes to the five-year review. As Bob described, 
most went up but actually some went down. We think that’s the 
way it ought to work. But it’s based on objective data. It’s not a 
subjective opinion sort of thing. I think there’s a great opportunity 
for trying to use that kind of approach throughout the rest of the 
Codes. 

Chairman STARK. Well, I want to thank all of you. I’m sorry 
again that we didn’t have more time, but I know we’ll be seeing 
a lot of you again as we wind through this and try and come, one, 
to basically a short-term solution to a problem facing physicians, 
and build into that a longer term program that may be a better so-
lution than just the 1-year fixes we’ve been doing in the past. 

Thank you all very much, and the Committee will adjourn. 
[Whereupon, at 1:00 p.m., the hearing was adjourned.] 
[Submissions for the Record follow:] 

Statement of American Academy of Ophthalmology 

Introduction 
Recent studies by the Government Accountability Office (GAO) and MedPAC 

raised valid issues about how to reform Medicare as an alternative to the sustain-
able growth rate (SGR) used in fee for service Medicare. Our statement focuses on 
two major recommendations they discussed at the May 10 hearing—that Medicare 
should move to profile physicians and to bundle or group services to beneficiaries. 
Policy leaders say that to make these tools effective, they must be tied to physician 
payment under Medicare. 
Profiling 

The GAO report released this month called for a link of Medicare physician pay 
to efficiency—defined as providing and ordering a level of services that meets the 
patient’s health care needs, but is not excessive, given the patient’s health status. 
The document claims the Centers for Medicare and Medicaid Services (CMS) has 
the tools available today to profile physician practices for efficiency. 

Profiling is the collection of data to compare doctors on their costs of providing 
services and to rate them on the basis of the ratio of their actual costs to the ex-
pected costs for delivering a specified service or the care of a patient’s condition over 
a defined period of time. Private purchasers have had recent experience with 
profiling. 

Key problems with profiling are: 1) who defines the ‘‘expected’’ costs 2) how is the 
patient population risk adjusted and 3) what is the appropriate number of episodes 
of care required to evaluate efficiency 
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GAO says that if CMS had additional authority, it could pay physicians similarly 
to private sector plans which use profiling. A recent report conducted for the Massa-
chusetts Medical Society on a recent private sector experience, gives us concern 
about the real value of linking Medicare payment to profiling. The Massachusetts 
study found questions about the accuracy of the data particularly related to patient 
diagnosis which is critical to determining patient risk or severity of illness. In addi-
tion, the report found that physician profiling at the individual level caused in-
creased administrative burdens for insurers and unintended consequences for both 
physicians and their patients that affected quality of care. 

• Profiles must differentiate between sub-specialists and patients sever-
ity of illness 

While we acknowledge the increased demand by consumers and payers for more 
transparency in order to enable them to value the delivered services, the use of bill-
ing profiling by CMS is today unable to differentiate sub-specialists from generalists 
and among patients with differing co-morbidities. Grouper software often used in 
profiling, which purports to be able to compare doctors on the basis of cost on simi-
lar patient populations, makes assumptions of risk adjustment on the basis of ad-
ministrative claims data which have never been validated because they are propri-
etary. 

In particular, there needs to be adjustments for age, case mix and levels of chron-
ic or acute conditions within the practice’s patient population. Many ophthalmol-
ogists treat a high percentage of elderly patients with diabetes and the eye condi-
tions associated with the disease. The number of years with the disease should be 
taken into account when formulating any profile. Furthermore, within the specialty 
of ophthalmology, those who are further trained within a subspecialty will likely see 
more severe or chronic patients. 

In December 2006, CMS provided the first confidential feedback reports con-
taining reporting and performance rates to the physicians who submitted reports on 
measures in early 2006. CMS also intends to give physicians who participate in its 
new Physicians Quality Reporting Initiative (PQRI), a larger bonus reporting pro-
gram, confidential feedback on their performance on quality measures. This early 
attempt at profiling will be received by the individual physicians in mid 2008. At 
that time, the Academy and other medical groups will work with CMS to analyze 
the usefulness of the data. 

• CMS data will need significant refinement and validation before link-
ing payment to profile 

Strategies to measure and encourage quality services and understand resource 
use must be crafted carefully to avoid serious unintended consequences. We applaud 
CMS’s goal of encouraging physicians to provide the right care at the right time and 
in the right setting. Demonstrations that are underway through CMS will give us 
much of the analysis we need in order to proceed correctly. Congress should keep 
in mind that CMS is in the very early stages of an effort to properly measure physi-
cian resource use. 

• Even as a feedback mechanism, after data issues have been addressed, 
impact and value should be evaluated. 

Data used as part of a quality improvement program for educational purposes or 
feedback on review of medical record documentation should be presented to physi-
cians in a user-friendly manner. The methods for collecting and analyzing the pro-
file data must be fully disclosed to both the physician and the consumer. The meth-
odology for determining the profiles must be explained to both providers and con-
sumers in easily understandable language, because complex statistical analysis is 
the methodology often used. 

Any established norms should be based on valid data collection and profiling 
methodologies, and must use a sample size that is of sufficient statistical power. In-
terpreting results that are based on insufficient sample size may lead to erroneous 
conclusions and inappropriate actions. 

Data sources used to develop profiles of physicians have many limitations. This 
is especially true of surveys, medical records, and claims data because of their lim-
ited ability to assess patients’ health status and wellness. These limitations must 
be clearly identified and acknowledged by Medicare or any other payer and other 
reviewers to itself, its patients, and its enrollees. Additionally, standards, guide-
lines, or practice parameters used for any physician profiling must be derived from 
the evidence-based publications that are developed and approved by the specialty 
organization that is the primary specialty of that physician. 
Bundling to Reduce Overuse 

MedPAC proposes payment reform that puts physicians at greater financial risk 
for services—giving physicians incentives to furnish and order services more effi-
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ciently. Medicare already bundles preoperative and follow-up physician visits into 
global payments for surgical services. Specifically, MedPAC suggests a bundled rate 
that includes separately billable drugs and laboratory services under the current 
payment method. In fact, MedPAC is in the process of examining bundling the hos-
pital and physician payments for a selected set of diagnostic related groups (DRGs) 
to increase efficiency and coordination of care. For example, they plan to examine 
the physician services furnished to patients before, during and after inpatient hos-
pitalizations for medical DRGs to assess whether a global fee should be applied, 
similar to surgical DRGs. 

The Academy, as a surgical specialty, has a lot of experience with bundling pay-
ment for surgical services and the disincentives under this approach for over utiliza-
tion of ancillary services and visits related to a surgery. Bundling an episode of care 
for medical diagnoses can be done if the tools are there—Ophthalmologists have 
done that for diabetic retinopathy laser surgery with a global fee. 

The Academy, however, has concerns about linking physician payments to hos-
pital services because of adverse experience physicians have with the way hospitals 
allocate costs for the provision of services. Furthermore, it is unclear about how 
such a payment would work and whether or not it would place physicians at finan-
cial risk when it comes to allocation of payments. 
Conclusion 

We do not believe Medicare should move at this time to tie payment to physician 
profiles and efficiency measures. Data issues and the lack of adequate severity of 
illness adjustment currently threaten the relevance and the accuracy of a physician 
profile under Medicare. Because of this, we suggest pilot testing before proceeding 
on linking payment to profiles and measures. Even as a feed back mechanism, the 
impact and unintended consequences need to be studied before devoting significant 
resources to this endeavor. 

For more information go to the Academy’s Web site at www.aao.org 

f 

Statement of American College of Physicians 

ACP strongly believes that Medicare and other health plans should be reformed 
to advance the patient-centered medical home, a model of health-care delivery that 
has been proven to result in better quality, more efficient use of resources, reduced 
utilization, and higher patient satisfaction. The College greatly appreciates Sub-
committee Chairman Stark and Ranking Member Camp convening today’s hearing 
which will provide an opportunity to focus on key advantages of the patient-centered 
medical home. 

In March, 2007, ACP, the American Academy of Family Physicians, American 
Academy of Pediatrics, and the American Osteopathic Association released a joint 
statement of principles that defines the characteristics of a patient-centered medical 
home. These four organizations represent 333,000 physicians and medical students. 
The joint principles are attached to this statement. 

As described in the joint principles, a patient-centered health care medical home 
is a physician practice that has gone through a voluntary qualification process to 
demonstrate that it: 

• Provides continuous access to a personal primary or principal care physician 
who accepts responsibility for treating and managing care for the whole patient 
through an a patient-centered medical home, rather than limiting practice to a 
single disease condition, organ system, or procedure, 

• Supports the specific characteristics of care that the evidence shows result in 
the best possible outcomes for patients. 

• Recognizes the importance of implementing systems-based approaches that will 
enable physicians and other clinicians to manage care, in partnership with their 
patients, and to engage in continuous quality improvement, 

• Introduces transparency in consumer decision-making and accountability for 
getting better results by reporting on evidence-based quality, cost and patient 
experience measures of care. 

The patient-centered medical home has the support of a broad collaborative of 
physician organizations, employers and other stakeholders. The Patient-Centered 
Primary Care Collaborative, of which ACP is a founding member, has submitted a 
statement to the record of this hearing that endorses the patient-centered medical 
home. The Collaborative includes employers that collectively employ more than 50 
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1 Dartmouth Atlas of Health Care, Variation among States in the Management of Severe 
Chronic Illness, 2006 

2 Starfield, presentation to The Commonwealth Fund, Primary Care Roundtable: Strength-
ening Adult Primary Care: Models and Policy Options, October 3, 2006 

3 Commonwealth Fund, Chartbook on Medicare, 2006 

million Americans and primary care organizations that represent the physicians 
that provide primary care to the vast majority of Americans. Representatives of con-
sumer organizations have been participating in the Collaborative’s ongoing discus-
sions and are expected to endorse and join the Collaborative in the near future. The 
Collaborative’s joint statement of support for the patient-centered medical home has 
been submitted separately for the record of this hearing. 

Evidence that a Patient-Centered Medical Home Will Improve Quality and 
Lower Costs 

There is substantial and growing evidence that a health care system built upon 
a foundation of patient-centered medical home will improve outcomes, result in 
more efficient use of resources, and accelerate systems-based improvements in phy-
sician practices. 

According to an analysis by the Center for Evaluative Clinical Sciences at Dart-
mouth, States that relied more on primary care: 

• have lower Medicare spending (inpatient reimbursements and Part B pay-
ments), 

• lower resource inputs (hospital beds, ICU beds, total physician labor, primary 
care labor, and medical specialist labor) 

• lower utilization rates (physician visits, days in ICUs, days in the hospital, and 
fewer patients seeing 10 or more physicians), and 

• better quality of care (fewer ICU deaths and a higher composite quality score).1 

Starfield’s review of dozens of studies on primary-care oriented health systems 
found that primary care is consistently associated with better health outcomes, 
lower costs, and greater equity in care. 

• Primary care oriented countries, such as Australia, Canada, New Zealand, and 
the United Kingdom are rated higher than the United States on many aspects 
of care, including the public’s view of the health care system not needing com-
plete rebuilding, finding that the regular physicians’ advice is helpful, and co-
ordination of care. ‘‘The United States rates the poorest on all aspects of experi-
enced care, including access, person-focused care over time, unnecessary tests, 
polypharmacy, adverse effects, and rating of medical care received.’’ An orienta-
tion to primary care reduces sociodemographic and socioeconomic disparities. 

• Overall, primary care-oriented countries have better care at lower cost. 
• Within the United States, adults with a primary care physician rather than a 

specialist had 33 percent lower cost of care and were 19 percent less likely to 
die, after adjusting for demographic and health characteristics. 

• Primary care physician supply is consistently associated with improved health 
outcomes for conditions like cancer, heart disease, stroke, infant mortality, low 
birth weight, life expectancy, and self-rated care. 

• In both England and the United States, each additional primary care physician 
per 10,000 population is associated with a decrease in mortality rates of 3 to 
10 percent. 

• In the United States, an increase of one primary care physician is associated 
with 1.44 fewer deaths per 10,000 population. 

• The association of primary care with decreased mortality is greater in the Afri-
can-American population than in the white population.2 

Another analysis found that when care is managed effectively in the ambulatory 
setting by primary care physicians, patients with chronic diseases like diabetes, con-
gestive heart failure, and adult asthma have fewer complications, leading to fewer 
avoidable hospitalizations.3 

Patient-centered primary care will also accelerate the transformation of physician 
practices by making the business case for physicians, including those in small prac-
tice settings, to acquire and implement health information technologies and other 
systems-based improvements that contribute to better outcomes. 

‘‘Patient-centeredness, shared decision-making, teaming, group visits, open access, 
outcome responsibility, the chronic care model, and disease management are among 
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4 Sidorov, Health Affairs, Volume 25, Number 4, 2006 
5 Commonwealth Fund study, ‘‘Adoption of Patient-Centered Care Practices by Physicians: Re-

sults from a National Survey’’ (Archives of Internal Medicine, Apr. 10, 2006) 

the proposals intended to transform medical practice. The electronic health record’s 
greatest promise arguably lies in the support of these initiatives. . .’’ 4 

Reform of Medicare Payment Policies to Support a Patient-Centered Med-
ical Home 

Many physicians would like to redesign their own practices to become a patient- 
centered medical home, but are discouraged by doing so by Medicare payment poli-
cies that reward physicians for the volume of services rendered on an episodic basis, 
rather than for comprehensive, longitudinal, preventive, multi-disciplinary and co-
ordinated care for the whole person. The authors of a recent survey found that ‘‘a 
gap exists between knowledge and practice—between physicians’ endorsement of pa-
tient-centered care and their adoption of practices to promote it. Physicians reported 
several barriers to their adoption of patient-centered care practices, including lack 
of training and knowledge (63 percent) and costs (84 percent). Education, profes-
sional and technical assistance, and financial incentives might facilitate broader 
adoption of patient-centered care practices. With the right knowledge, tools, and 
practice environment, and in partnership with their patients, physicians should be 
well positioned to provide the services and care that their patients want and have 
the right to expect.’’ 5 

Congress should enact legislation that leads to a fundamental redesign of Medi-
care payment policies to support a patient-centered medical home. Such redesign 
should include the following five key elements: 

1. Eliminate the SGR and provide stable, positive and predictable updates com-
bined with performance-based additional payments for reporting on quality 
measures relating to care coordination and patient-centered care. 

The sustainable growth rate (SGR) formula must be eliminated. Unless Congress 
acts, the SGR will cause a cut of almost 10 percent in physician services in 2008, 
and a cut of almost 40 percent over the next several years. Cuts of this magnitude 
will make it impossible for physicians to invest in the systems and technologies 
needed to become a patient-centered medical home, will accelerate the trend of phy-
sicians turning away from primary care medicine, and create access problems as pri-
mary care physicians leave medicine in increasing numbers and fewer young physi-
cians go into primary care. 

Specifically, Congress should enact legislation that would lead to elimination of 
the SGR and replace it with an alternative update framework that will: 

• Assure stable, positive and predictable baseline updates for all physicians. 
• Set aside funds for a separate physicians’ quality improvement pool that would 

allocate dollars to support voluntary, physician-initiated programs that have the 
greatest potential impact on improving quality and reducing costs, and allow for 
a portion of savings in other parts of Medicare (such as reduced hospital ex-
penses under Part A) that are attributable to programs funded out of this pool 
to be allocated back to the physicians’ quality improvement pool. Congress 
should direct that priority be given to those applications for funding under the 
quality pool that are most likely to improve care quality and efficiency by accel-
erating and supporting the ability of physicians to organize care processes to 
deliver patient-centered services through a medical home. Priority would also 
be given to programs that address regional variations in quality and cost of 
care. Our specific recommendations for revamping Medicare’s Physician Quality 
Reporting Initiative are presented below. Revamp the Physicians Quality Re-
porting Initiative to focus on clinical and structural measures related to coordi-
nation of chronic diseases and other ‘‘high impact’’ interventions. 

2. Revamp the Physicians Quality Reporting Initiative to focus on clinical and 
structural measures related to coordination of chronic diseases and other ‘‘high 
impact’’ interventions. 

The PQRI pays physicians a ‘‘performance bonus’’ of up to 1.5 percent for report-
ing on measures of care that are applicable to their specialty and practice. Physi-
cians will receive the same reporting bonus without regard to the impact of the 
measures on quality or cost of care, the costs to the practice associated with report-
ing on the measures, or the number of measures that apply to their specialty or 
practice. ACP believes that Congress should redesign the PQRI to: 
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• Assure that funding for the program is sufficient to offset the costs to physi-
cians for reporting on the measures. 

• Focus on structural (health information technologies) measures associated with 
patient-centered care through a medical home. 

• Place priority on clinical measures for chronic diseases. 
• Pay physicians on a ‘‘weighted basis’’ for reporting on structural and clinical 

measures that will have the greatest potential impact on quality and cost, so 
that physicians who are reporting on measure that will have a greater impact, 
or that require a greater investment in health information technologies, will re-
ceive a proportionately higher payment than physicians who report on lower im-
pact measures that do not require a substantial investment in HIT. 

3. Create incentives for physicians to acquire the health information technologies 
and systems to support patient-centered care in a medical home. 

Medicare should create payment incentives to encourage physicians to acquire 
specific structural enhancements and tools that are directly related to care manage-
ment in the ambulatory setting, such as patient registry systems, secure email, and 
evidence based clinical decision support, which can be measured and reported on. 
(That is, paying doctors for acquiring the systems needed to become medical homes). 
This recommendation would be implemented by the National Health Information In-
centive Act of 2007, H.R. 1952, introduced on April 19, 2007 by Representatives 
Charles Gonzalez and Phil Gingrey. The bill has been referred to the Ways and 
Means Committee. ACP urges the Health Subcommittee and full Committee to re-
port the bill favorably. This legislation is based on the Bridges to Excellence pro-
gram, which uses a scoring system that provides higher payments for having a fully 
functional EMR system than having a very basic registry system, and a similar 
scoring model, with tiered payments, could be used for Medicare: 

• Tier 1—the reporting on evidence-based standards of care; the maintenance of 
patient registries for the purpose of identifying and following up with at-risk 
patients and provision of educational resources to patients; 

• Tier 2—the use of electronic systems to maintain patient records (EHRs); the 
use of clinical-decision support tools; the use of electronic orders for prescrip-
tions and lab tests (e-prescribing), the use of patient reminders; use of e- 
consults (communication between patient/physician or other provider) when an 
identifiable medical service is provided; and managing patients with multiple 
chronic illnesses; [Practices can qualify that utilize three or more incentives]. 

• Tier 3—whether a practice’s electronic systems interconnect and whether they 
are ‘‘interoperable’’ with other systems; whether it uses nationally accepted 
medical code sets and whether it can automatically send, receive and integrate 
data such as lab results and medical histories from other organizations’ sys-
tems. 

Such tiered payments for systems improvements could either be in the form of a 
tiered ‘‘add on’’ to the Medicare office visit payment that would increase as the prac-
tice achieves a higher tier, or in the form of a la carte coding and payment mecha-
nisms to allow physicians to report when they use individual elements inherent to 
patient-centered care, such as use of a registry and use of clinical decision support. 
Congress should allocate funding to pay physicians when they appropriately use and 
report these tools and/or direct HHS to exempt the expenditures associated with 
these tools from the budget neutrality requirement pertaining to payments for Medi-
care Part B services. 

4. Provide oversight of the Medicare Demonstration Project on Patient Centered 
Medical Homes 

The Tax Relief and Health Care Act of 2006 mandates that CMS implement a 
demonstration project of a Medicare medical home in up to eight states nationwide. 
ACP supports and appreciates Congress’s support for the Medicare Medical Home 
demonstration project but urges this Subcommittee to exercise oversight to assure 
that CMS implements it in a timely manner and provides sufficient funding for phy-
sician practices that choose to participate. 

5. Require that CMS develop and implement additional changes in Medicare pay-
ment methodologies to support patient-centered primary and principal care for 
(a) practices that qualify as patient-centered medical homes and (b) practices 
that are not fully qualified as PC–MHs but are able to provide defined services, 
supported by systems improvements, associated with patient-centered care. 

Physicians in practices that qualify as a patient-centered medical home should be 
given the option (based on standards to be established in statute) of being paid 
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under an alternative to traditional Medicare fee-for-service. This alternative model 
would consist of the following: 

• Bundled, severity-adjusted care coordination fee paid on a monthly basis for the 
physician and non-physician clinical staff work required to manage care outside 
a face-to-face visit and the health information technology and system redesign 
incurred by the practice. 

• This bundled payment would be combined with per visit FFS payment for office 
visits and performance based bonus payments based on evidence based meas-
ures of care 

Yesterday, Representative Gene Green and Senator Blanche Lincoln introduced 
the Geriatric Care Improvement Act of 2007, which will create a new Medicare ben-
efit for geriatric assessments of patients with multiple chronic disease and/or de-
mentia and monthly care management fees to physicians who enter into an agree-
ment with HHS to provide ongoing care coordination services to such patients. ACP 
strongly supports this bill and urges that it be reported out favorably by the Sub-
committee. 

For physicians who are not practicing in a qualified patient-centered medical 
home, Medicare should be directed to pay separately for the following CPT/HCPCS 
codes that involve coordinating patient care for which Medicare currently does not 
make separate payment. 

• Physician supervision of nurse-provided patient self-management education 
• Physician review of data stored and transmitted electronically, e.g. data from 

remote monitoring devices 
• Care plan oversight of patient outside the home health, hospice, and nursing 

facility setting—this is reported through CPT 99340, which is described in item 
#3, ‘‘Create a specific, new alternative and optional patient centered medical 
home benefit. . .’’ 

• Anticoagulant therapy management 
• New physician team conference codes 
• New telephone service codes (scheduled to appear in CPT in 2008) 

Conclusion 
The 110th Congress has an historic opportunity to join with ACP, other physician 

organizations, employers, and health plans to redesign the American health care 
system to deliver the care that patients need and want, to recognize the value of 
care that is managed by a patient’s personal physician, to support the value of pri-
mary care medicine in improving outcomes, and to create the systems needed to 
help physicians deliver the best possible care to patients. The College’s policy rec-
ommendations and implementation road map are offered today as a comprehensive 
plan for Medicare to realign payment policies to support comprehensive, coordi-
nated, and longitudinal care for beneficiaries through a physician-directed, patient- 
centered medical home. 

American Academy of Family Physicians (AAFP) 

American Academy of Pediatrics (AAP) 

American College of Physicians (ACP) 

American Osteopathic Association (AOA) 

Joint Principles of the Patient-Centered Medical Home 

March 2007 

Introduction 
The Patient-Centered Medical Home (PC-MH) is an approach to pro-

viding comprehensive primary care for children, youth and adults. The PC- 
MH is a health care setting that facilitates partnerships between individual 
patients, and their personal physicians, and when appropriate, the pa-
tient’s family.The AAP, AFFP, ACCP, and AOA, representing approximately 
333,000 physicians, have developed the following joint principles to 
describew the characteristics of the PC-MH. 
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Principles 
Personal physician—each patient has an ongoing relationship with a personal 

physician trained to provide first contact, continuous and comprehensive care. 

Physician directed medical practice —the personal physician leads a team of in-
dividuals at the practice level who collectively take responsibility for the ongoing 
care of patients. 

Whole person orientation—the personal physician is responsible for providing for 
all the patient’s health care needs or taking responsibility for appropriately ar-
ranging care with other qualified professionals. This includes care for all stages 
of life; acute care; chronic care; preventive services; and end of life care. 

Care is coordinated and/or integrated across all elements of the complex health 
care system (e.g., subspecialty care, hospitals, home health agencies, nursing 
homes) and the patient’s community (e.g., family, public and private community- 
based services). Care is facilitated by registries, information technology, health 
information exchange and other means to assure that patients get the indicated 
care when and where they need and want it in a culturally and linguistically 
appropriate manner. 

Quality and safety are hallmarks of the medical home: 
• Practices advocate for their patients to support the attainment of optimal, pa-

tient-centered outcomes that are defined by a care planning process driven by 
a compassionate, robust partnership between physicians, patients, and the pa-
tient’s family. 

• Evidence-based medicine and clinical decision-support tools guide decision mak-
ing 

• Physicians in the practice accept accountability for continuous quality improve-
ment through voluntary engagement in performance measurement and im-
provement. 

• Patients actively participate in decision-making and feedback is sought to en-
sure patients’ expectations are being met 

• Information technology is utilized appropriately to support optimal patient care, 
performance measurement, patient education, and enhanced communication 

• Practices go through a voluntary recognition process by an appropriate non-gov-
ernmental entity to demonstrate that they have the capabilities to provide pa-
tient centered services consistent with the medical home model. 

• Patients and families participate in quality improvement activities at the prac-
tice level. 

Enhanced access to care is available through systems such as open scheduling, ex-
panded hours and new options for communication between patients, their per-
sonal physician, and practice staff. 

Payment appropriately recognizes the added value provided to patients who have 
a patient-centered medical home. The payment structure should be based on the 
following framework: 

• It should reflect the value of physician and non-physician staff patient-centered 
care management work that falls outside of the face-to-face visit. 

• It should pay for services associated with coordination of care both within a 
given practice and between consultants, ancillary providers, and community re-
sources. 

• It should support adoption and use of health information technology for quality 
improvement; 

• It should support provision of enhanced communication access such as secure 
e-mail and telephone consultation; 

• It should recognize the value of physician work associated with remote moni-
toring of clinical data using technology. 

• It should allow for separate fee-for-service payments for face-to-face visits. (Pay-
ments for care management services that fall outside of the face-to-face visit, 
as described above, should not result in a reduction in the payments for face- 
to-face visits). 

• It should recognize case mix differences in the patient population being treated 
within the practice.It should allow physicians to share in savings from reduced 
hospitalizations associated with physician-guided care management in the office 
setting. 

• It should allow for additional payments for achieving measurable and contin-
uous quality improvements. 

VerDate Nov 24 2008 23:52 Apr 08, 2009 Jkt 046971 PO 00000 Frm 00101 Fmt 6633 Sfmt 6621 E:\HR\OC\A971A.XXX A971Ajb
el

l o
n 

P
R

O
D

1P
C

69
 w

ith
 H

E
A

R
IN

G



98 

Background of the Medical Home Concept 
The American Academy of Pediatrics (AAP) introduced the medical home concept 

in 1967, initially referring to a central location for archiving a child’s medical record. 
In its 2002 policy statement, the AAP expanded the medical home concept to include 
these operational characteristics: accessible, continuous, comprehensive, family-cen-
tered, coordinated, compassionate, and culturally effective care. 

The American Academy of Family Physicians (AAFP) and the American College 
of Physicians (ACP) have since developed their own models for improving patient 
care called the ‘‘medical home’’ (AAFP, 2004) or ‘‘advanced medical home’’ (ACP, 
2006). 
For More Information: 

American Academy of Family Physicians 
http://www.futurefamilymed.org 
American Academy of Pediatrics: http://aappolicy.aappublications.org/pol-

icy_statement/index.dtl#M 
American College of Physicians 
http://www.acponline.org/advocacy/?hp 
American Osteopathic Association 

f 

Statement of American College of Radiology 

The American College of Radiology (ACR) representing more than 32,000 radiolo-
gists, radiation oncologists, and medical physicist members is pleased to submit this 
statement for the record regarding the hearing on options to improve quality and 
efficiency among Medicare physicians. 
Fundamental First Steps 

There are fundamental steps that need to be taken as Medicare strives to achieve 
the level of efficiency needed in order to maintain solvency into the future. First, 
the Federal Government must encourage and provide incentives for physicians to ac-
quire the necessary health information technology systems in order to deliver inte-
grated care across multiple provider settings. The upfront expense for many physi-
cian practices to purchase, integrate, and operate these systems is often too great 
an undertaking, resulting in little or no financial benefit for the physician compared 
to the benefit realized by Medicare and other insurers. In addition, while Medicare 
takes steps toward greater efficiency in the delivery of physician services, it must 
move away from the current methodology for reimbursing physicians under the Sus-
tainable Growth Rate (SGR) formula. However, we caution Congress not make 
major changes to the payment system without solid evidence-based solutions that 
have been proven to resolve the existing problems. Only with stable and predictable 
payments can doctors begin to invest resources in the technology and processes that 
lead to greater efficiency. 
Growth in Volume of Imaging Services 

The ACR believes that as the stewards of the Medicare program, Congress must 
ensure that beneficiaries continue to have access to the highest quality physician 
care and that this care is delivered in an efficient and safe manner. In the case of 
diagnostic imaging and image-guided therapy, increased volume and intensity has 
been shown, in specific clinical circumstances, to lower overall cost by reducing un-
necessary hospital admission and surgery. Overall growth in volume and intensity 
of imaging in the 21st century is appropriate, and may be appropriate at a higher 
level as compared to the average growth of all medical services, because that growth 
represents a natural evolution of health care delivery in which diagnosis and treat-
ment is made more rapidly and more accurately. (See Attachment A) 
Accreditation Requirement and Standards for Physicians Performing Imag-

ing 
There is no doubt that inappropriate growth of imaging exists and we share 

Congress’s desire to make certain that the Medicare dollar is spent wisely. The 
Medicare Payment Advisory Commission (MedPAC) has put forth numerous rec-
ommendations over the years on ways to improve quality and efficiency in the deliv-
ery of medical imaging services. In 2005 the Commission recommended that stand-
ards be implemented for physicians who perform and interpret imaging studies. 
MedPAC mentions how much of the recent growth in imaging has taken place in 
physician offices where there is less quality oversight than in the hospital or Inde-
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pendent Diagnostic Testing Facility (IDTF) setting. The ACR believes that in order 
to ensure that imaging services provided outside the hospital are appropriate, safe 
and cost effective, Medicare should require that complex procedures such as those 
in nuclear cardiology, MRI, CT, and PET are performed by experienced and quali-
fied physician specialists working with well trained technical staff in an accredited 
facility or physician office. Private insurers requiring accreditation for facilities pro-
viding advanced diagnostic imaging have witnessed an increase in quality of care 
and patient safety, as well as a reduction in repeat tests that have led to cost sav-
ings for their programs. In fact, UnitedHealthcare has recently announced that be-
ginning in March of 2008 all beneficiaries receiving advanced medical imaging 
(MRI, CT, PET, nuclear medicine, and nuclear cardiology) must go to an accredited 
facility for those services. 
Use of Appropriateness Criteria and Feedback for Physicians Ordering Im-

aging 
Beyond patient safety and quality measures such as accreditation, Medicare 

should implement programs to ensure that seniors are receiving appropriate imag-
ing—the right test, at the right time, for the right reason. Private insurers have 
found that a disproportionate number of imaging studies are being ordered by a rel-
atively small number of physicians. To that end, the ACR encourages the consulta-
tion of Appropriateness Criteria when determining if and when a patient should re-
ceive an imaging study. Over the years, the ACR has developed Appropriateness 
Criteria for use by primary care physicians as well as specialists consisting of evi-
dence-based, expert criteria for selecting the most appropriate imaging for patients 
depending on the symptoms they present and their medical history. Programs devel-
oped by Medicare should include a reporting and feedback component where refer-
ring physicians can see how their ordering patterns compare to their colleagues. 
When using Appropriateness Criteria within a program such as a Radiology Order 
Entry system (ROE), the ordering patterns of referring physicians can be success-
fully shifted through educational feedback reports, with the potential to result in 
savings for the payer. In the end, timely and appropriate imaging can produce bet-
ter patient outcomes, through more precise treatment and lowered morbidity and 
mortality. 
Bundled Payments 

In its mandated report to Congress on alternatives to the SGR, MedPAC pre-
sented the option of bundling physician payments in order to reduce overuse of serv-
ices. The Commission’s logic is that a larger unit of payment puts physicians at a 
greater financial risk and provides the incentive to order services judiciously. How-
ever, the ACR believes the strategy of bundling payments to physicians has the po-
tential to lead to more problems than it would solve as was witnessed when the pri-
vate sector experimented with capitation in the 1990s. Questions remain as to how 
services rendered by a physician in a consulting role, such as is the case with diag-
nostic radiology, would fit into the concept of bundling. It is not clear that the incen-
tive for a physician to judiciously order images is provided under this option, and 
in fact it may have the opposite effect. Furthermore, to extend the concept of bun-
dled payments beyond a single episode of care and fully integrate it into the general 
population of outpatients, in the multitude of complex patient care situations occur-
ring over variable time courses, at multiple locations and involving multiple and 
often independent provider decision makers would require a system design so com-
plex that it would likely be administratively unmanageable. The ACR asks that the 
Health Subcommittee explore this alternative only after careful evidence-based de-
liberation and in consultation with all provider stakeholders. It is our belief that im-
proving health care efficiencies must be approached from the standpoint of quality 
with a focus on utilization controls based on appropriateness of care and physician 
collaboration, with the ultimate goal of improving outcomes, rather than having the 
primary focus on achieving savings. 

The ACR looks forward to working with Congress this year towards the shared 
goals of improving quality and efficiency through ensuring that Medicare pays for 
the safest, highest quality, appropriate imaging services for beneficiaries. 
Attachment A 

1. Rao PM, Rhea JT, Novelline RA, Mostafavi AA, McCabe CJ. Effect of 
computed tomography of the appendix on treatment of patients and use 
of hospital resources. NEJM. 1998;338(3):141–146. 

The authors evaluated 100 patients who had CT for suspected appendicitis. Fifty- 
three had appendicitis; 47 did not. After the cost of CT, overall savings was $447 
per patient ($44,731). 
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2. Jordan JE, Donaldson SS, Enzmann DR. Cost effectiveness and outcome 
assessment of magnetic resonance imaging in diagnosing cord compres-
sion. Cancer. 1998;75(10):2579–2586. 

This article is both a retrospective review and literature review. The authors 
found that with the use of MR in imaging patients with diagnosed cord compression, 
costs were reduced by 65 percent. Imaging studies utilized prior to MRI for diag-
nosis included myelography, CT, plain film and nuclear medicine. The average cost 
for diagnosis in these groups dropped from $3664/patient to $2283/patient. The lack 
of hospitalization costs with myelography contributed significantly to the reduced 
cost with MRI diagnosis. 

3. Garcia Pena BM, Taylor GA, Lund DP, Mandl KD. Effect of computed 
tomography on patient management and costs in children with suspected 
appendicitis. Pediatrics. 1999:104:440–446. 

CT was obtained with three strategies: 1) obtain on all patients and discharge if 
nl, 2) obtain on all pts and admit all, 3) selectively obtain CT if wbc&gt;10,000. 

All strategies decreased the number of hospital days, negative laparotomies and 
the per patient cost. Savings for strategy 1 was $2018/patient, for strategy 2 $554/ 
patient, and for strategy 3 $691/patient. 

4. Rhea JT, Rao PM, Novelline RA, McCabe CJ. A focused appendiceal CT 
technique to reduce the cost of caring for patients with clinically sus-
pected appendicitis. AJR. 1997;169:113–118. 

Use of focused CT reduced both variable and total cost by $23,030 and $ 45,556 
respectively per 100 patients. Costs were reduced through decreased number of neg-
ative laparotomies and decreased number of hospital days (cost of one negative ap-
pendectomy equals the cost of 18 appendiceal CT scans). 

5. Rosen MP, Sands DZ, Longmaid HE 3rd, Reynolds KF, Wagner M, 
Raptopoulos V. Impact of abdominal CT on the management of patients 
presenting to the emergency department with acute abdominal pain. 
AJR. 2000;174:1391–1396. 

This is a review of fifty-seven patients who presented to the emergency room with 
acute abdominal pain of a nontraumatic origin. CT added significantly to the con-
fidence level of the emergency room physician’s diagnosis evaluated subjectively. 
The use of CT averted the admission of ten of 42 of these patients, approximately 
24 percent. Furthermore, patient management was altered in 60 percent of patients. 

6. Rosen MP, Siewert B, Sands DZ, Bromberg R, Edlow J, Raptopoulos V. 
Value of abdominal CT in the emergency department for patients with 
abdominal pain. Eur Radiol. 2003;13:418–424. 

Patients with abdominal pain who presented to a teaching facility were evaluated 
with CT when appropriate. This article demonstrated that 17 percent of hospitals 
admissions and 62 percent of surgeries were avoided based on the CT findings. 
There was also a significant benefit derived by the treating physician markedly im-
proving their confidence level with their diagnoses. 

f 

Statement of American Health Information Management Association 

Chairman Stark and Members of the Ways and Means Subcommittee on Health, 
thank you for holding a hearing on ‘‘Options to Improve Quality and Efficiency 
Among Medicare Physicians.’’ This is a critical issue and the American Health Infor-
mation Management Association (AHIMA) is honored to provide the subcommittee 
with information that we believe directly impacts the questions noted in your hear-
ing announcement. 

As you know, the emergence of health information technology as a key policy 
issue has helped move the healthcare quality issue to the forefront of healthcare pol-
icy discussions. To obtain more information for quality monitoring, healthcare 
claims forms have been changed to collect more information on the care provided 
to individuals. This has been done to improve the delivery of quality healthcare and 
to insure fair and equitable reimbursement for services provided. 

As the Subcommittee considers the hearing testimony, we urge you to consider 
how upgrading the ICD–9-CM classification system to ICD–10–CM and ICD–10– 
PCS could improve the information and knowledge contained in the Medicare sys-
tem, improve the efficiency of data collection and therefore reduce the cost of obtain-
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ing the information needed for Medicare processes. This will also reduce the costs 
incurred by the providers who must supply data to various contractors of the Cen-
ters for Medicare and Medicaid Services (CMS) for healthcare claims and other 
healthcare reporting requirements. 

In 2005, AHIMA testified before the Ways and Means Health Subcommittee on 
the need for and advantages of U.S. adoption and implementation of the ICD–10– 
CM (diagnoses) and ICD–10–PCS (inpatient procedures) classification systems. 
These systems were designed and produced by the Department of Health and 
Human Services (HHS) in the mid 1990’s and are still awaiting formal adoption and 
implementation. To date, neither the Congress nor the Secretary has taken action 
that would result in the actual implementation and use of these classification sys-
tems. Yet, in the case of physicians and in contrast to ICD–9-CM, ICD–10–CM 
adoption would provide the government with more accurate information to deter-
mine quality, severity, and payment. In addition, if quickly adopted, ICD–10–CM 
would allow physicians to implement new health information technology without the 
threat of having to make retroactive changes (much more expensive) to their HIT 
systems at some undetermined time in the future. 

Briefly, adoption of ICD–10–CM now would improve the situation for Medicare 
and its physicians by: 

• Providing the detail related to diagnoses that would allow CMS to judge the se-
verity of the patient, which in turn would better identify the proper Evaluation/ 
Management (E/M) level of care reported on the Medicare claim. 

• Providing the detail related to diagnoses that would point to the necessary med-
ical services not easily identified in the very vague and incomplete descriptions 
provided by ICD–9-CM, due to the rationing of ICD–9-CM codes that has had 
to occur in recent years because of the limited number of codes remaining. If 
CMS accepted all diagnoses codes that can be submitted electronically, then in 
many complicated situations—generally higher cost encounters and admis-
sions—complications and co-morbidities could be identified without the need to 
request additional information from the provider (usually in paper form)This 
would also alleviate the need to review such data manually. 

• Providing the detail necessary to identify not only complications, co-morbidities, 
or present on admission diagnoses, but also enough detail to permit more auto-
mated processing. The additional detail provided in ICD–10–CM will actually 
make it easier to identify fraud and abuse than currently because coders will 
not have to guess on what codes to enter and the additional detail will more 
clearly support or not support other codes and items on the claim form. 

• Providing more detail in the claim so that physicians will incur less costs by 
not having to provide additional information, either with the claim or in re-
sponse for more information from the Medicare contractor. 

As members of the Health Subcommittee recognize, the detail behind the ICD– 
9-CM upgrade and the need to implement the ICD–10–CM and ICD–10–PCS, is sig-
nificant. Had ICD–10–CM and ICD–10–PCS been implemented, the changes now 
being made to the Medicare inpatient prospective payment system would have been 
significantly easier for Medicare and the provider community to adopt. Costs will 
continue to increase for the Medicare program each year the implementation of 
ICD–10–CM and ICD–10–PCS is delayed. In 2002, CMS testified to the National 
Committee on Vital and Health Statistics (NCVHS) that it desired to move to ICD– 
10 as soon as possible. The NCVHS in turn recommended adoption at the end of 
its hearing review of the Rand study on the issue in 2003. The subcommittee needs 
to consider that our nation has dedicated funding to maintain ICD–10–PCS and 
ICD–10–CM since the mid 1990’s—CMS maintains ICD–10–PCS while the CDC has 
responsibility for ICD–10–CM—and yet we have received no benefit from the detail 
because of the implementation delays. 

The ICD–10 codes possess many additional and beneficial uses beyond the sub-
committee’s current discussion. AHIMA would be happy to respond to questions on 
these uses as well as address any questions or concerns the subcommittee members 
might have with our comments. We urge the subcommittee to consider recom-
mending the adoption and implementation of the ICD–10 classifications either as 
a stand alone legislation, or as a part of any health information technology or Medi-
care legislation Congress may consider. It is also important that the subcommittee 
ensure the adoption and implementation of the upgraded versions of the HIPAA 
transactions necessary to insure that such data can be carried in the claims system. 
Again, additional detail can be provided if the committee needs it. 

Action by the subcommittee and the Congress before the fall recess will allow the 
U.S. to make the conversion to ICD–10 classifications by October 1, 2011. Moving 
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to ICD–10–CM and ICD–10–PCS is already long overdue. Please take the necessary 
steps to ensure this date is not delayed any further. 

f 

Statement of American Occupational Therapy Association 

The American Occupational Therapy Association (AOTA) submits this statement 
for the record of the May 9, 2007 hearing. While the hearing is focused on potential 
methods to improve efficiency among physicians in Medicare, AOTA appreciates the 
opportunity to provide comment on what AOTA is doing in order to improve effi-
ciency among occupational therapists in Medicare. As the Committee looks at alter-
natives within the physician fee schedule, AOTA would also like to highlight some 
areas in Medicare where the Committee should focus, particularly in regard to 
AOTA’s efforts relating to the physician quality reporting initiative (PQRI) and the 
Medicare Part B outpatient therapy caps. 

The Balanced Budget Act of 1997 [Public Law 105–33] moved outpatient rehabili-
tation services, including occupational therapy, to the physician fee schedule. Occu-
pational therapists and occupational therapy assistants are subject to yearly pro-
posed cuts to the physician fee schedule. AOTA applauds past congressional action 
to avoid the proposed cuts to the physician fee schedule and is committed to work-
ing with Congress to avoid the proposed 10 percent cut for 2008. Simultaneously, 
therapists must also confront the uncertainty of the arbitrary therapy cap which lit-
erally prohibits care for high cost patients. 
Physician Quality Reporting Initiative (PQRI) 

The Tax Relief and Health Care Act (TRHCA) of 2006 included a provision that 
directed the Secretary of Health and Human Services to implement a system for the 
reporting by ?eligible professionals’ of data on quality measures. CMS has recog-
nized occupational therapists as professionals eligible to participate in the system, 
and AOTA is working diligently to address new quality and payment options for 
Medicare Part B outpatient therapy, which take effect July 1, 2007. 

AOTA is positioned to begin participation in the deliberations of the Ambulatory 
Care Quality Alliance (AQA), the National Quality Forum (NQF), and the Physician 
Consortium. These three consensus organizations recognized by Congress in the 
TRHCA inform the physician quality reporting initiative at CMS. 

AOTA is also developing outcomes measures for occupational therapy as part of 
its Centennial Vision and Strategic Plan. A committee of distinguished occupational 
therapy practitioners with experience in outcomes measures has been formed and 
is in the process of examining existing outcomes measurement tools and deter-
mining the most appropriate measures for occupational therapy. 

AOTA continues to rely on the work done as part of its Evidence-Based Literature 
Review Project. AOTA offers a series of Evidence Briefs to inform the practice of 
occupational therapy. These summaries of articles selected from scientific literature 
cover a wide variety of areas of occupational therapy practice including: attention 
deficit/hyperactivity disorder, brain injury, cerebral palsy, children with behavioral 
and psychosocial needs, chronic pain, developmental delay in young children, mul-
tiple sclerosis, older adults, Parkinson’s disease, school-based interventions, stroke, 
and substance use disorders. 

These documents offer a bridge between scientific research and clinical practice 
to aide occupational therapy practitioners in providing therapy that is based on evi-
dence in order to provide efficient and effective care and to improve patient out-
comes. 
Therapy Caps 

The annual cap on outpatient rehabilitation, commonly referred to as the ‘‘$1,500’’ 
cap, imposed by the Balanced Budget Act of 1997 and currently under an exceptions 
process through Congressional action, would, if implemented, limit access to occupa-
tional therapy that would enable an individual to fully recover from a stroke, to 
overcome limitations resulting from severe burns, or to achieve independence in self- 
care to enable living at home among other illnesses or injuries. AOTA has worked 
for many years to repeal this cap and appreciates Congress’ willingness to stop im-
plementation. Most recently, a 1-year extension of the exceptions process was in-
cluded in the Tax Relief and Health Care Act of 2006 [P.L. 109–432], however, that 
will expire on December 31, 2007 unless Congress takes action this year. 

MedPAC has expressed concerns with the therapy caps because they do not dis-
criminate between necessary care and unnecessary utilization. AOTA remains com-
mitted to working with Congress and CMS to deter unnecessary care or overutiliza-
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tion. AOTA has held discussions with Congress, CMS, and other provider and con-
sumer groups to determine ways to refine the exceptions process to ensure that pa-
tients continue to receive appropriate care. Efficient and effective delivery of ther-
apy services is also about ensuring access to services that have a proven impact on 
lifestyle choices, healthy living, and avoiding illness and injury (such as those re-
sulting from falling, poor driving, or limits in self-care). 

AOTA strongly supports the Medicare Access to Rehabilitation Services Act of 
2007 (S. 450/H.R. 748). AOTA supports passage of legislation that would repeal the 
caps, and is dedicated to working with CMS, Congress, and other provider and con-
sumer groups to find an appropriate long-term solution. Financial limitations to 
proper therapy services impede the therapists’ ability to care for their patients ap-
propriately and use professional judgment effectively, and ultimately hinder the 
ability of a therapist to provide high-quality, efficient care to Medicare beneficiaries. 

AOTA is the nationally recognized professional association of 36,000 occupational 
therapists, occupational therapy assistants, and students of occupational therapy. 
Occupational therapy is a health, wellness, and rehabilitation profession working 
with people experiencing stroke, spinal cord injuries, cancer, congenital conditions, 
developmental delay, mental illness, and other conditions. It helps people regain, de-
velop, and build skills that are essential for independent functioning, health, and 
well-being. Occupational therapy is provided in a wide range of settings including 
day care, schools, hospitals, skilled nursing facilities, home health, outpatient reha-
bilitation clinics, psychiatric facilities, and community programs. 

Occupational therapy professionals assist those with traumatic injuries—young 
and old alike—to return to active, satisfying lives by showing survivors new ways 
to perform activities of daily living, including how to dress, eat, bathe, cook, do laun-
dry, drive, and work. It helps older people with common problems like stroke, ar-
thritis, hip fractures and replacements, and cognitive problems like dementia. In ad-
dition, occupational therapists work with individuals with chronic disabilities in-
cluding mental retardation, cerebral palsy, and mental illness to assist them to live 
productive lives. Occupational therapy practitioners also provide care to Veterans 
who suffer from traumatic brain injuries, post-traumatic stress disorder, spinal cord 
injuries, and other conditions. By providing strategies for doing work and home 
tasks, maintaining mobility, and continuing self-care, occupational therapy profes-
sionals can improve quality of life, speed healing, reduce the chance of further in-
jury, and promote productivity and community participation for Veterans. 

f 

Statement of the Renal Physicians Association 

The Renal Physicians Association (RPA) is the professional organization of 
nephrologists whose goals are to ensure optimal care under the highest standards 
of medical practice for patients with renal disease and related disorders. RPA acts 
as the national representative for physicians engaged in the study and management 
of patients with renal disease. RPA greatly appreciates the interest of Ways and 
Means Health Subcommittee Chair Pete Stark and Ranking Minority Member Dave 
Camp in exploring new methodological options for enhancing the quality and effi-
ciency of care delivered by Medicare physicians. Further, we appreciate the Sub-
committee’s efforts to exercise its oversight authority as the Centers for Medicare 
and Medicaid Services carries out its fiduciary responsibility to maximize the effec-
tiveness of Medicare program spending. 

RPA believes it has a unique perspective to offer on the issues being considered 
by the Subcommittee, as nephrologists have been reimbursed through the use of a 
monthly capitated payment (MCP) system for the bundle of physicians’ services as-
sociated with the care provided to patients with end stage renal disease (ESRD) for 
over thirty years. Further, nephrologists have been involved in the gathering and 
reporting of clinical performance measure (CPM) data since 1994 through the CMS 
Core Indicators Project. As a result, provision of care to chronically ill patients 
under bundling and quality measurement structures that are just now being pro-
posed broadly across all specialties has been a way of life for nephrologists for many 
years, and thus RPA believes our insights would be of use to the Subcommittee. 

In this collaborative spirit, we offer the following recommendations for consider-
ation in the development of new methodologies to improve the quality and efficiency 
of the care provided by Medicare physicians. These recommendations are organized 
into two sections, the first addressing quality related issues and the second relating 
to the reimbursement structure issues involved in the development of bundled pay-
ment systems and similar models. 
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Quality Issues 
• RPA believes that in order to develop an effective and workable payment meth-

odology linking reimbursement to quality, Congress, CMS, MedPAC and other 
policymakers must actively involve and draw on the intellectual resources and 
experience of the physician community throughout the process. This will help 
to ensure that the development and final products emphasize the expected ben-
efits of a modified payment methodology and minimize negative unintended 
consequences. 

• RPA supports the development of performance-based payment system that con-
siders and separately rewards both high quality patient care and measurable 
improved performance. 

• RPA believes that for such a revised payment methodology to be effective longi-
tudinally, the system must not disrupt the resource-based relative value scale 
(RBRVS) system, and must for the purposes of the incentive payments have 
budget neutrality waived. Incentive payments should not be derived by decreas-
ing usual payments or establishing a withhold from the usual payments. 

• RPA believes that to effectively implement a payment methodology linking re-
imbursement to quality, Congress must consider fundamental change to the pol-
icy structure underlying the Medicare program, specifically assessing the deseg-
regation of the Medicare Part A and Part B funding pools. RPA believes that 
the artificial separation of inpatient and outpatient reimbursement does not 
allow for enhanced Medicare program cost efficiency through the investment of 
Part A savings in outpatient care services.. Physician activities that improve 
quality and produce savings by decreasing hospitalizations ought to be ac-
counted for in the adjudication of the funds available for physician incentive re-
imbursement. 

• RPA believes that Congress must support substantial research in both the perti-
nent basic science and health services arenas, especially related to outcomes re-
search, in order to strengthen the essential and necessary scientific evidence 
supporting a transition to a performance-based payment system. 

Reimbursement Structure Issues 
• RPA supports the use of bundled payment systems to provide medically appro-

priate care to specific patient sub-populations, and to promote efficient use of 
Medicare program resources. RPA believes that the reimbursement for bundled 
payment systems must not only cover the services included in the bundle but 
also be sufficient to promote the use of electronic medical records, integration 
of emerging technologies, and other innovations in medical practice. Further, 
RPA believes that a mechanism for periodic review of the bundle must be in-
cluded when the bundle is developed, with review of the reimbursement for the 
bundle being required if and when services are added to or removed from the 
bundle. 

• RPA believes that physician reimbursement system revisions should include as-
surance of reasonable payment that encourages the medically appropriate site 
of care to be utilized, including payment at all sites of care where services are 
provided. Such a policy revision would address situations where the patient is 
admitted to the hospital for services that are medically appropriate to be pro-
vided in the outpatient setting but are often provided in the inpatient setting 
due to the absence of a payment mechanism in the outpatient setting. For ex-
ample, in renal care, patients with acute kidney failure who are expected to re-
gain their renal function often cannot be dialyzed in the outpatient setting be-
cause of the difficulty that dialysis facilities and outpatient hospital depart-
ments experience in being reimbursed for the facility services related to dialy-
sis. Review and revision of such seemingly arbitrary reimbursement guidelines 
would facilitate more efficient use of Medicare program resources. 

• RPA believes that expanded coverage for medically appropriate utilization of 
services to maintain and improve quality of care should be provided. While the 
expansion of covered preventive services in the Medicare program in areas such 
as diabetes treatment represents a significant step forward, the potential for 
achieving greater cost-efficiency in this area is profound. For example, in kidney 
care there are a variety of interventions and treatment modalities specific to the 
ESRD patient population that would enhance the quality of care provided but 
for which there currently is either no Medicare reimbursement or such reim-
bursement is extremely difficult to obtain. Examples of these services include 
certain procedures related to monitoring and maintaining the patient’s vascular 
access, use of essential oral medications including phosphate binders and multi-
vitamins, and provision of nutritional supplements. Coverage of these services 
over time will likely lead to decreased per-patient costs over time. 
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• RPA believes that reimbursement for effort and practice costs associated with 
required quality improvement and patient safety services should be accounted 
for as payment system revisions are developed. Recognizing that programs such 
as the Physicians Quality Reporting Initiative (PQRI) and other CMS managed 
demonstration projects are currently only voluntary, before these programs are 
made mandatory, there should be corresponding consideration of the expenses 
to the physician’s practice of providing these services. In renal care, while it is 
appropriate that nephrologists should be expected to lead continuous quality 
improvement (CQI) processes in dialysis facilities and their own practices, as-
suming responsibility for the full cost of these services should not be part of 
that expectation. 

Conclusion 
RPA supports Congress’ efforts to seek improvement in the quality and efficiency 

of the care provided by Medicare physicians to program beneficiaries. We urge Con-
gress to approach these issues thoughtfully and deliberately in order to minimize 
the impact of any unforeseen negative consequences. In the area of quality improve-
ment, we urge Congress to (1) continue its efforts to include physicians in the devel-
opment of such a system; (2) direct CMS to develop a performance-based system 
that rewards both high performance and measurable improved performance; (3) en-
sure that such a system does not disrupt the RBRVS system and identifies separate 
funding for incentive payments; (4) assess desegregation of the Medicare Part A and 
Part B funding pools; and (5) support the basic research and health services re-
search necessary to make such change evidence-based. With regard to reimburse-
ment structures, Congress should (1) require periodic review of any bundled pay-
ment, and the bundle of services itself; (2) provide reasonable payment that encour-
ages the medically appropriate site of care to be utilized; (3) expand coverage for 
medically appropriate preventive services, especially in the treatment of chronic dis-
eases; and (4) account for the effort and practice costs associated with enhanced 
quality improvement and patient safety services. Once again, RPA appreciates the 
opportunity to provide our perspective on these issues to the Committee, and we 
make ourselves available as a resource to the Committee in its future efforts to en-
sure the best possible health outcomes and quality of life for all Medicare bene-
ficiaries, and especially those with kidney disease. 

f 

Statement of University of North Carolina at Chapel Hill 

In 1999, the state of North Carolina enacted landmark legislation, which licensed 
Clinical Pharmacist Practitioners as mid-level pharmacist practitioners with the 
North Carolina Medical Board. The Medical Practice Act (G.S. 90–18.4) states (a) 
any pharmacist who is approved under the provision of G.S. 90–18(c) 3a to perform 
medical acts, tasks, and functions may use the title ‘‘Clinical Pharmacist Practi-
tioner.’’ It further states that a CPP may implement drug therapy and order labora-
tory tests pursuant to a drug therapy agreement. The NC Pharmacy Practice Act 
90–85.3 defines CPP’s as having the authority to collaborate with physicians in de-
termining the appropriate health care for a patient. 

In order to qualify as a CPP, a pharmacist is required to complete advanced train-
ing and certification and be approved by both the NC Board of Pharmacy and Board 
of Medicine. This expands the scope of practice of a clinical pharmacist to allow for 
prescriptive authority and complex medical decision-making. This legislative action 
in the North Carolina General Assembly, allowed CPP’s to establish their own prac-
tices, often within a physician’s office or clinic, focusing only on the provision of clin-
ical services in collaboration with physicians. CPP’s deliver care and function as 
mid-level providers in a manner equivalent to nurse practitioners and physician as-
sistants. In all cases, CPP’s provide very detailed evaluation and management of ex-
tremely high risk patients with multiple co-morbidities who are at risk for bad out-
comes (i.e. hospitalization, ER visits, etc.) unless their clinical status for diabetes, 
CHF, COPD, anticoagulation, etc. is closely monitored. The attending physician pro-
vides direct oversight as required by the incident-to guidelines. 

Clinical Pharmacist Practitioners (CPPs) are North Carolina registered phar-
macists who have an advanced scope of practice, similar to Nurse Practitioners, who 
via collaborative practice agreements with supervising physicians, provide direct pa-
tient care under the supervision of a physician. Accordingly, CPPs are considered 
mid-level providers, however, pharmacists, at any practice level, are the only health 
care practitioners who are not recognized under Part B of the Social Security Act. 
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Why is that the case? Consequently, CPPs are not allowed to bill for seeing Medi-
care-eligible patients for provision of clinical care. Thousands of high-risk patients 
(i.e., hypertension, diabetes, CHF, anticoagulation, chronic pain) in North Carolina 
(and beyond) risk a critical interruption in care when they are not allowed access 
to the entire spectrum of health care providers. 

In 2004, HR 4724, which was intended to cover a higher level of a collaborating 
pharmacy practitioner which largely exists only in North Carolina and New Mexico 
at present. This piece of legislation, submitted in 2004 by then-Representative Rich-
ard Burr as a stand-alone bill, went nowhere, even though it was supported by all 
of the national pharmacy organizations and the American Medical Association. Such 
legislation, had it passed, would not have enabled all pharmacists, such as dis-
pensing pharmacists, to receive reimbursement for Part D-related activities, but 
only for those advanced practice pharmacists who provide patient care activities 
under Part B, such as through a collaborative agreement with a physician. At 
present, there are at least 41 states that have state legislation approved for ex-
panded clinical roles for pharmacists, such as noted above. The only barrier is our 
Federal government. 

In reading your e-mail message, we noticed that Rep. Stark suggested that a re-
view of the payment systems for fee-for-service providers, and that the majority of 
Medicare beneficiaries and payments are under the fee-for-service system. If you are 
looking for efficient and appropriate health care provision, then we would submit 
that you also take a look at the use of advanced practice pharmacists, to provide 
health care, decrease medication costs through application of pharmacotherapy, and 
monitor for and reduce the risk of adverse drug events. The attached document out-
lines the benefits of clinical pharmacists in managing care and it attendant costs, 
and while it is several years old, it delineates the value, both in patient outcomes, 
and in cost savings (e.g., $14 to $17 saved for each dollar spent) in the Medicare 
population. 

We have also noticed that the Chair of the Medicare Payment Advisory Commis-
sion testified at your hearing. We would respectfully suggest that you review the 
MedPAC report on Clinical Pharmacists, produced in 2002. 

We would love to talk to anyone who is interested in improving health care for 
our nation’s seniors, with a potential cost savings to the system. The Medicare re-
cipients in our state, and all others for that matter, depend upon your support of 
this request to consider including advanced practice pharmacists as approved health 
care providers under Medicare Part B. Just ask yourself one question: If the Federal 
government will not let pharmacists take care of America’s prescription drug use 
problem, then who will? Physicians are too overloaded to work on this issue, and 
there is a national shortage of nurses. Imagine how you could start to fix the Medi-
care Part D problems if you truly let pharmacists come to the table and do it. Most 
often, your best solutions are not related to more technology or regulations, but ac-
tually are right in front of you, in the communities across the country, where prob-
lems can be dealt with face-to-face. Please support advanced practice pharmacists, 
the most accessible health care provider in the community. 

Please enter these comments into the record, but more importantly, please call 
upon us to continue the conversation. 

Sincerely, 
Timothy J. Ives, Pharm.D., M.P.H., BCPS, FCCP, CPP 

Robb Malone, Pharm.D., CDE, CPP 
Betsy Bryant Shilliday, Pharm.D., CDE, CPP 

Æ 
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