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Session Summaries 
 
Session 1: Mandated Report: Medicare Payment for Ambulance Services 
 
In this session, staff reviewed the framework the Commission has applied in evaluating 
policy options for all three of the mandated reports. They presented two draft 
recommendations that arose out of the Commission’s discussions last month. The 
formal due date of this report is June 15, 2013; however, the temporary add-on policies 
will expire at the end of the year. Thus, the Commission has been working toward 
providing Congress information to assist lawmakers in making a decision about whether 
to end, extend or amend these policies by the end of 2012. 
 
Staff provided a brief overview of GAO’s October Report on ambulance industry 
margins. A key finding was that current add-ons are not well directed to isolated, low-
volume rural areas. Most of the spending from the short-mileage ground add-on and the 
super-rural add-on goes to a small set of ZIP Codes with large populations.  
 
To remedy this, staff suggested that Medicare needs a better method of directing 
payments to isolated low-volume areas and proposed to identify rural ZIP Codes with a 
population density of 20 people per square mile or less, or with a population of 4,000 or 
less. These parameters mean that the areas included would be expected to generate 
less than 600 transports a year and would have an average population of less than 
1,500.  
 



Recommendations: 
 
Draft Recommendation #1: Congress should: 

• Allow the three temporary ambulance add-on policies to expire;  
• Direct the Secretary to rebalance the relative values for ambulance services 

by lowering the relative value of base life support nonemergency services and 
increasing the relative values of other ground transports. Rebalancing should 
be budget neutral relative to current law and maintain payments for other 
group transports at their level prior to expiration of the temporary ground 
ambulance add-on;  

• Direct the Secretary to replace the permanent rural short-mileage add-on for 
ground ambulance transports with a new budget-neutral adjustment directing 
increased payments to ground transports originating in geographically 
isolated, low-volume areas to protect access in those areas. 

 
Implications 
This recommendation will be budget neutral. Taking the components of the 
recommendation piece by piece, the expiration of the add-ons is current law and will not 
increase spending. It will maintain Medicare beneficiaries’ access to emergency and 
advanced life support transports as well as transports in isolated areas with low 
populations. The draft recommendation will have no implications for quality of 
ambulance care and have no implications for reforming the payment system.  
 
Draft recommendation #2: Congress should direct the Secretary to: 

• Promulgate national guidelines to more precisely define medical necessity 
requirements for both emergency and nonemergency ground ambulance 
transport services; 

• Develop a set of national edits based on those guidelines to be used by all 
claims processors; and  

• Identify geographic areas and/or ambulance suppliers and providers that 
display aberrant patterns of use, and use statutory authority to address 
clinically inappropriate use of basic life support nonemergency ground 
ambulance transports. 

 
Implications 
This recommendation would save money, but the amount is difficult to determine. 
Medicare beneficiaries’ access to ambulance services would be maintained and would 
have no implications on quality of ambulance care. There would also be no implications 
for reforming the payment system.  
 
***Commissioners voted in the affirmative on both recommendations*** 
 
 
Session 2: Reducing the Hospitalization Rate for Medicare Beneficiaries 
Receiving Home Health Care 
 



Staff examined hospitalizations by reviewing the causes of hospitalization and took a 
brief look at the interventions available to reduce them. They looked at the recent 
experience with hospitalization rates in home health. Finally, staff examined some key 
design decisions for a payment policy to reduce hospitalizations in home health care. 
 
Hospitalization rates in home health care have not declined since 2004, remaining at 
about 30 percent. To remedy this, MedPAC staff suggests aligning incentives with other 
provider types. 
 
The top three reported causes of hospitalization include respiratory infection, urinary 
tract infection and heart failure. These conditions are all considered ambulatory care 
sensitive conditions, which mean that hospitalizations should be avoidable through 
community-based care. Studies often cite problems with home care services provided 
(e.g., poor assessment, inadequate plans of care). In addition, CMS efforts to lower 
hospitalization rates through demonstrations have had mixed or limited impact. 
 
Staff found that advanced practice nurses, patient coaches to improve beneficiary 
engagement, front-loaded visits at the beginning of a stay, and improved medication 
management protocols reduce hospitalization in home health care. Staff suggested 
measuring hospitalizations in home health care. For instance, claims should be used for 
tracking hospitalizations, which would include hospitalizations that occur up to 30 days 
after home health. It should exclude some hospitalizations for unrelated or planned 
admissions. 
 
Staff developed an illustrative penalty policy to help resolve the issue. They based their 
policy on four key principles: size of penalty, period of home health stay to include in the 
measure, clinical conditions to include/exclude and integrity of data. The base payment 
for all episodes would be reduced for agencies that had risk-adjusted hospitalization 
rates above the national average. Agencies above the national average would be 
ranked into deciles based on their hospitalization rate, and the penalty would increase 
from the bottom to top decile by half a percent. The measure of hospitalization, as 
mentioned above, would be risk adjusted using patient characteristics and the patient 
assessment tool.  
 
Under this policy, all agencies with above-average hospitalization rates receive penalty, 
with a maximum penalty of 5 percent for agencies with highest rates. By design, 50 
percent of agencies would be subject to the penalty, and the average penalty would be 
2.1 percent. For-profit agencies would be subject to a slightly higher penalty. Facility-
based providers would have few agencies subject to the penalty and slightly lower 
penalty amounts. Rural areas had slightly more agencies subject to the penalty and a 
higher average rate of penalty. 
 
 
Session 3: Mandated Report: Improving Medicare’s Payment System for 
Outpatient Therapy Services 
 



In this session, staff discussed the Commission’s final recommendation on how to 
reform the therapy system under Part B to better reflect the therapy needs of the 
patient. The mandated report is due June 15, 2013, and will include a full discussion of 
the issues, the Commission’s analyses and the final recommendations. The 
Commission discussed these draft recommendations during the October meeting, but 
staff has gone back and made adjustments based on the Commission’s feedback. 
 
Draft Recommendation #1: 

• The Congress should direct the Secretary to reduce the certification period for 
the outpatient therapy plan of care from 90 days to 45 days and develop national 
guidelines for therapy services, implement payment edits at the national level 
based on these guidelines that target implausible amounts of therapy, and use 
PPACA-granted authorities to target high-use geographic areas and aberrant 
providers. 
 

Implications 
Based on the experience of recent program integrity activities with respect to outpatient 
therapy, staff would expect that reduced, unexplained geographic variation in the 
provision of outpatient therapy should reduce unnecessary program spending. But the 
amount has not been confirmed by the CBO. Staff expects this recommendation to have 
an adverse impact on beneficiaries’ access to necessary outpatient therapy services. 
There are no agreed upon quality measures to assess this recommendation’s impact on 
quality. This draft recommendation does not move us from fee-for-service to a more 
integrated delivery system. 
 
Draft Recommendation #2: 

• To avoid caps without exceptions, the Congress should reduce the therapy cap 
for physical therapy and speech language pathology services combined and the 
separate cap for occupational therapy to $1,270 in 2013. These caps should be 
updated each year by the Medicare Economic Index; should direct the Secretary 
to implement a manual review process for requests to exceed cap amounts and 
provide the resources for CMS for this purpose; and should permanently include 
services delivered in hospital outpatient departments under therapy caps. And, 
they should apply a multiple procedure payment reduction of 50 percent to the 
practice expense portion of outpatient therapy services provided to the same 
patient on the same day. 
 

Implications 
Reducing the cap to $1,270 in 2013 accommodates the needs of most therapy users. 
Sixty-seven percent of physical therapy/speech language pathology users as well as 
occupational therapy users would be unaffected by the cap. That is, two-thirds of all 
therapy users would not spend an amount that reaches this threshold under each 
category. For the one-third of users whose spending reaches the cap amount, they 
could incur up to 14 visits for each therapy category in a calendar year before they 
would need medical review to determine if additional services are medically necessary. 
When beneficiaries reach 14 visits under each category, the manual medical review 



process at this point would assure access to an additional block of visits while providing 
some scrutiny for the medical necessity of those additional services. CMS should 
streamline this process by developing a system to electronically accept requests for 
medical review in addition to the current mail and fax options. Requests should be 
processed within 10 days, and within that time frame the Congress could allow two 
additional visits for beneficiaries for which the therapist would bear financial 
responsibility while CMS considers the medical necessity of those additional requests.  

 
Staff expects this recommendation will result in an increase in Medicare spending 
relative to current law under which the expectations process would sunset at the end of 
the year. However, the spending impact has not been confirmed by the Congressional 
Budget Office. It will also require an increase in CMS’s administrative budget to conduct 
manual reviews of requests for exceptions to cap limits. Staff expects an increase in the 
number of outpatient therapy series provided relative to current law, because 
beneficiaries who need higher amounts of outpatient therapy will be able to receive it via 
the manual exceptions process. However, utilization is expected to be lower than it 
would be if an automatic exceptions process were to be extended. This 
recommendation had no implications for quality or the delivery system reform. 
 
Draft Recommendation #3: 

• The Congress should direct the Secretary to prohibit the use of V-codes as 
principal diagnosis on outpatient therapy claims, and to collect functional status 
information on therapy users using a streamlined standardized assessment tool 
that reflects factors such as patients’ demographic information, diagnoses, 
medications, surgery and functional limitations to classify patients across all 
therapy types. The Secretary should utilize the information collected using this 
tool to measure the impact of therapy services on functional status and provide 
the basis for development of an episode-based or global payment system. 

 
Implications 
There would be some administration costs to develop the tool and collect the data, but 
this framework would have no impact on program spending. Staff does not expect this 
recommendation would have an adverse impact on beneficiaries’ access to needed 
care, but over the long term will allow clinicians and the program to better assess the 
effects of these services on functional outcomes and to tie reimbursement to those 
outcomes. Further, this recommendation is consistent with the Commission’s goal of 
reforming the delivery system by allowing Medicare to construct larger payment units for 
outpatient therapy services and eventually tie payments for these services to the 
patient’s functional outcomes. 
 
Session 4: Mandated Report: Geographic Adjustment of Payments for the Work 
of Physicians and Other Health Professionals  
 
Building off October’s session, staff found a geographic adjustment in the physician 
work component of the fee schedule is warranted. There is variation in the cost of living 
and in physician earnings. The work GPCI, however, is flawed in concept and 



implementation. First, the market for the services of physicians and other health 
professionals appears to differ from the markets in the GPCI’s reference occupations. 
Second, there is insufficient data to validate the GPCI, because physician earnings data 
have many flaws. Staff did not see an impact on access to care from the work GPCI, 
and are unable to evaluate whether it has an effect on quality.  
 
Staff discussed options of developing a new GPCI formula. The first option is that the 
Medicare program could directly collect data on earnings of physicians and other health 
professionals. The benefits of this approach are that CMS could specify what types of 
data to collect, such as the earning of employed physicians. But these data would still 
be subject to biases, namely the profitability of the practice, provider and insurance 
consolidation, and the volume of services provided. 
 
The second option is to use market fees for a specific service or set of services. 
Advantages of this option include that they are more likely to be obtainable from public 
sources and could address the volume incentives. Disadvantages include that they are 
still subject to market consolidation factors and the profitability of the practice. 
 
The third option is to base the GPCI on an alternative such as a cost-of-living index or 
the hospital wage index. These indices are already established, and in the case of 
hospital wage indices are used to adjust other Medicare payments. But disadvantages 
include that it’s unclear whether these other indices are truly a good match for the work 
effort of physicians and other health professionals.  
 
Chairman’s Draft Recommendation 
 
Medicare payments for work under the fee schedule for physicians and other health 
professionals should be geographically adjusted. The adjustment should reflect 
geographic differences across labor markets for physicians and other health 
professionals.  
 
The Congress should allow the GCPI floor to expire per current law and, because of 
uncertainty in the data, should adjust payments for the work of physicians and other 
health professionals only by the current one-quarter GPCI while the Secretary develops 
an adjuster to replace it. 
 
Implications 
Because it is current law, it has no effect on program spending. Staff does not expect 
that the recommendation would affect beneficiaries’ access to the services of physicians 
and other health professionals nor the willingness of those providers to serve Medicare 
beneficiaries. The recommendation will have no implications on the quality of care 
provided to Medicare beneficiaries or with respect to advancing the delivery system 
reform.  
 
 



Session 5: Benefit Redesign: The Role of Provider Prices in Determining the Cost 
of Private-Plan Medicare Insurances Relative to Fee-For-Service Medicare 
 
In this session, staff examined the rates private Medicare Advantage (MA) plans pay 
hospitals and how these rates can affect the cost of private plans. They discussed the 
rates MA plans pay hospitals relative to the rates commercial insurance plans pay 
hospitals, as well as factors that may affect the rates MA plans pay hospitals.  
 
Data from the American Hospital Association show that Medicare fee-for-service 
hospital rates are roughly 30 percent lower on average than private insurer rates. On 
average, commercial rates are much higher than fee-for-service rates. Also, hospital 
payments represent 30 percent of fee-for-service Medicare expenditures. Because 
payments to hospitals are a material share of an insurer’s costs, the rates insurers pay 
hospitals can affect MA plan premiums. Therefore, if MA plans paid commercial rates to 
hospitals, MA plans would be at a significant competitive disadvantage with fee-for-
service. Beneficiaries would not choose MA plans if MA premiums were significantly 
higher than premiums for fee-for-service benefits and supplemental insurance. So, staff 
sought to find out the rates MA plans pay hospitals. 
 
Based on a three-step approach, staff failed to find a strong relationship between 
commercial prices, private prices and MA plan bids. This implies that MA plans do not 
pay the same rates as other private insurers. In addition, staff found that profit margins 
on MA patients were roughly equal to profits on fee-for-service patients. This suggests 
that MA rates, on average, are close to fee-for-service rates. MA plans appear to pay 
hospitals rates that are roughly 30 percent lower than the average rate paid by 
commercial insurers.  
 
Staff suggested that this differential was a result of competing with fee-for-service under 
the current system. If MA plans paid commercial rates, they would have to raise 
Medicare Advantage premiums. If this bid was above the MA benchmark, then 
beneficiaries would have to pay more to join the MA plan than they would to stay in fee-
for-service. So, to keep the prices beneficiaries pay competitive with fee-for-service, MA 
plans must keep prices they pay hospitals close to fee-for-service prices. 
 
Additionally, MA plans are in a strong negotiating position to keep the hospital payment 
rates close to fee-for-service. By statute, if a hospital does not come to terms with an 
MA plan, that MA plan only has to pay the hospital Medicare fee-for-service rates for 
out-of-network emergency services. 
 
The net effect of these two factors strengthens the MA plan’s bargaining position and 
weakens the hospital’s bargaining position relative to the position they are in when 
negotiating commercial rates. 
 
Finally, competition tends to result in lower prices, but it’s not clear that we can generate 
enough competition to bring market prices down to the level paid by MA plans. 
Hospitals with large market shares tend to get higher rates from insurers. So, if there 



were a reduction in each hospital system’s market share, rates would be expected to 
decline. 
 
Session 6: Medicare Advantage Special Needs Plans (SNPs) 
 
Unless Congress acts, the statutory authority that enables special needs plans (SNPs) 
to enroll only certain categories of Medicare beneficiaries expires at the end of 2013. 
Under current law, if there is no change in the statute, special needs plans must decide 
by the first half of 2013 whether they wish to continue in the MA program in 2014. If the 
statutory authority allowing exclusive enrollment of special needs individuals does 
expire, these plans can continue in the Medicare Advantage program, but they will no 
longer be able to limit their enrollment to only special needs individuals. 
 
Staff began their presentation with a brief review of the current status of special needs 
plans. They then talked about each of the three SNP categories and presented the draft 
recommendations by SNP category. 
 
Staff discussed three draft recommendations, which pertain to I-SNPs, C-SNPs and D-
SNPs. 
 

1. I-SNPs serve a very distinct, identifiable population with specific needs resulting 
from their institutionalization or their risk of being institutionalized. Enrollment in I-
SNP is not large, and it is concentrated in urban areas, primarily in two states. I-
SNPs perform well on an important measure of care for this population, the rate 
of readmissions to hospitals, as well as certain other measures tracked at the 
SNP-specific level, such as functional status assessments and pain screening. 

 
Draft Recommendation #1: The Congress should permanently reauthorize institutional 
specific needs plans. 

 
This recommendation would result in a small increase in Medicare spending 
relative to current law. It will not have an adverse impact on beneficiaries or 
plans. Current beneficiaries can remain in their plans, new beneficiaries can be 
enrolled, and plans no longer have the uncertainty associated with being in a 
program operated under temporary statutory authority. 
 

2. C-SNPs offer tailored benefit packages to beneficiaries with chronic illnesses; 
however, the most frequently covered C-SNP condition — diabetes — is 
common among the population enrolled in general MA plans. The vast majority of 
C-SNPs are offered through organizations that also have a companion general 
MA plan. C-SNPs as a whole do not have better quality results than non-SNP MA 
plans, with the exception that several C-SNPs that are HMOs perform well on a 
number of quality measures, though the measures are not disease-specific 
measures. Enrollment in C-SNPs is concentrated in the South, the enrollment is 
growing and the number of such plans being offered in 2013 suggests that there 
will be additional growth. 



 
Draft Recommendation #2: Congress should: allow the authority for chronic care SNPs 
to expire; direct the Secretary, within three years, to permit MA plans to enhance benefit 
designs so that benefits can vary based on the medical needs of individuals with 
specific chronic or disabling conditions; and permit current C-SNPs to continue 
operating during the transition period as the Secretary develops standards, but impose 
a moratorium on new enrollment in those plans as of Jan. 1, 2014. 

 
This draft recommendation folds the C-SNP approach into the general MA 
program by allowing all MA plans to fashion alternative benefit packages and 
care models tailored to a set of specific chronic or disabling conditions, and to 
make the models of care that C-SNPs use more widely available. It would 
increase Medicare spending relative to current law, because some beneficiaries 
would otherwise have been in fee-for-service Medicare. There would be a limited 
impact on beneficiaries and a limited impact on plans in that we anticipate that 
the large majority of C-SNPs will be able to operate under the new rules after the 
transition period. 

 
3. Financially integrated or D-SNPs tends to perform well on star ratings. Staff 

found that financially integrated D-SNPs or D-SNPs that are part of a managed 
care organization that offers a companion Medicaid plan are the only types of D-
SNPs where Medicare and Medicaid benefits are integrated. All other D-SNPs do 
not integrate Medicaid benefits, but some of those plans may try to coordinate 
them. 
 

Draft Recommendation #3: The Congress should permanently reauthorize dual-eligible 
special needs plans that assume clinical and financial responsibility for Medicare and 
Medicaid benefits and allow the authority for all other D-SNPs to expire. 

 
Under this draft recommendation, financially integrated D-SNPs and D-SNPs that 
are part of a managed care organization with a companion Medicaid plan would 
become permanent. Nonintegrated D-SNPs would not be reauthorized. However, 
framework would not preclude those plans from working with states to cover 
most or all Medicaid benefits and from operating as an integrated D-SNP.  
 
This draft recommendation would increase Medicare spending relative to current 
law. Integrated D-SNPs would continue permanently, and spending on 
beneficiaries enrolled in these plans is higher than fee-for-service spending. Staff 
do not expect this policy would have adverse impacts on beneficiaries. The dual-
eligible enrolled in integrated D-SNPs would be able to continue in those plans. 
The dual-eligibles enrolled in the nonintegrated D-SNPs could remain in those 
plans if they convert to general MA plans. 

 
Session 7: Addressing Medicare Payment Differences Across Settings: 
Ambulatory Care Services 
 



In October, staff analyzed the effects of the policies they presented on the hospitals that 
are under the inpatient PPS. Part of this analysis compares the 100 hospitals that would 
be most affected by those policies to overall PPS hospital population. Relative to the 
overall hospital population, the 100 most affected hospitals tend to have much lower 
DSH percentages. They have a lower percentage of major teaching hospitals, about the 
same percentage of rural hospitals and a much higher percentage of proprietary 
hospitals. Also, staff found that 53 of the 100 most affected are specialty hospitals.  
 
In this session, staff answered the Commissioners’ questions from the October session. 
 
One of the Commissioners asked about the profile of the 47 hospitals from the 100 most 
affected that are not specialty hospitals. Staff found that the 47 nonspecialty hospitals 
have a similar DSH percentage, a much higher percentage of rural hospitals, about the 
same percentage of proprietary hospitals and no major teaching hospitals.  
 
Another Commissioner asked about the DSH percentages above the median for all 
hospitals and that are among the 100 hospitals that are most affected by the E&M 
recommendation that staff made in the March 2012 report and among the 100 most 
affected hospitals staff discussed in October. Staff found that in the E&M policy, there 
are 50 hospitals with above-median DSH percentages that appear in the 100 most 
affected hospitals. And under the policies presented in October, there are 24 with 
above-median DSH percentages that appear in the 100 most affected hospitals. Finally, 
there are seven hospitals with above-median DSH percentages that are in the top 100 
most affected in both studies.  
 
Some Commissioners wanted to know the effects of combining the policies staff 
discussed in October with the changes in payments for E&M office visits that the staff 
recommended in the March report. The effect of the combined policy decreases 
hospitals’ outpatient department revenue by about 5.5 percent and the two policies have 
about equal impacts. In terms of overall Medicare revenue, these policies reduce it by 
about 1.2 percent. Staff disaggregated the results of the overall Medicare revenue to 
hospital categories, and the effects varied widely across hospitals. Ten percent would 
have revenue decline by 0.2 percent or less, and 10 percent would have a decline of 2.7 
percent or more. Rural hospitals would be affected more than urban hospitals, and 
major teaching hospitals would be affected more than other hospitals. Government-
owned hospitals would be affected more than voluntary or proprietary hospitals. 
 
The most affected hospitals would have a much greater loss of revenue from the 
combined policy. They tend to have lower DSH percentages. Also, they are less likely to 
be rural because of the hold-harmless payments. On average, they have fewer beds.  
 
Next Steps 
Staff will investigate a lower threshold for one of the criterion for equal payments across 
settings, that a service be frequently performed in physicians’ offices. The analyses that 
the staff have prepared require that the service be performed in a physician’s office at 



least 50 percent of the time, and staff is investigating the effects of dropping that 
threshold to 25 percent.  
 
 


