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Re:  Hispanic American Endoscopy Center (Proj. No. 10-088)

Dear Mr. Galassie:

Pursuant to Section 1130.670, I am writing on behalf of Hispanic-American Endoscopy
Center (“Hispanic-American”) to submit additional information in connection with Health
Facilities and Services Review Board (“HFSRB”) Project No. 10-088 (the “Proposal”). During
the March 21, 2011 HFSRB meeting, the Proposal, which seeks to add urology services to an
existing single specialty surgery center received four votes in favor of approval, one opposed and
one member was absent. This letter and the attached materials provide additional information
supporting the applicant’s case for approval of the Proposal.

Surgery centers have and continue to produce benefits that extend far beyond the patients
who choose to have surgery in them. In fact, many important advances in outpatient surgery,
such as laparoscopic and endoscopic techniques and faster-acting anesthesia drugs, were either
pionecred in surgery centers or gained widespread acceptance because of their use and
refinement in surgery centers. Surgeries that only a few years ago required major incisions and
extended stays in a hospital are now routinely performed in easily accessible Jocal surgery
centers. As the technology and stdndards of care evolve, patients having surgery at hospitals or in
physician offices also benefit as the result of the role played by surgery centers in the
advancement of more convenient, higher quality and less costly outpatient care.

Impact on Existing Health Care System

The Proposal positively impacts health care delivery in the relevant market. It does not
add surgical capacity to the market because it is an existing surgery center which does not
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propose to increase its operating room capacity. The facility has a single procedure room and is,
in fact, landlocked in an urban neighborhood environment with no ability to expand its footprint.
The volume of cases at issue in this matter is relatively minor compared to the volume of
surgical utilization in the Chicago planning area (HSA 6) as most recently reported in 2009,
Specifically, the proposal impacts approximately 300 surgical cases a year. The 2009 Iilinois
Department of Public Health (“IDPH”) Health Systems Development profile for HSA 6 (the City
of Chica,go) indicates that the surgical cases performed in Chicago facilities in 2009 were
240,436.

Importantly, surgery centers, like Hispanic American, provide high quality, low cost
health care compared to hospital outpatient departments (“HOPDs”). With payors moving
towards more outcomes-based payment and health care reform aimed at reducing costs, delivery
of health care that is appropriate in the outpatient setting is moving away from the traditional
acute institutional care delivery model to an ambulatory care based setting. In fact, the Medicare
Payment Advisory Commission (“MedPAC”), the agency charged with advising the U.S.
Congress on Medicare issues, has articulated that the movement of surgical procedures from
HOPDs to surgery centers can reduce aggregate Medicare spending and beneficiary cost
sharing.2 Accordingly, the movement of surgical procedures from HOPDs to surgery centers is a
judicious use of scarce health care resources.

Moreover, studies show that patients prefer surgery centers over HOPDs. The most
important factors influencing g)aticnt decisions are ease of scheduling, shorter wait times, greater
comfort and less bureaucracy.” Additionally, a recent survey showed over 90% of surgery center
patients reported high satisfaction with procedures performed at surgery centers.’

Finally, as physicians face ever increasing reimbursement pressure, increased efficiency
is important. Physicians value the reliability of scheduling in surgery centers where elective
surgical procedures will not be postponed by procedures that come through the hospital
emergency department5 or by other urgent cases. Surgery centers are significantly more efficient

' According to these profiles, HSA 6 hospital surgical cases totaled 199,645 and HSA 6 surgery
cases totaled 40,791.

2 MEDPAC, REPORT TO THE CONGRESS: MEDICARE PAYMENT POLICY 99-116 (Mar. 2011)
%cfillable at http://www.medpac.gov/documents/Mar11_EntireReport.pdf (last visited Apr. 13,

3 1d. at 108; Barbara O. Wynn et al, Medicare Payment D}'ﬁ’erentials Across Ambulatory Settings
43 (Rand Health, Workin I"ﬁ){crg] available at http://www.rand.org/content/dam/rand/pubs/
working _paperSIZbOS/RAN ' WR602.pdf (last visited Apr. 13, 2011).

4 KNG HEALTH CONSULTING LLC, AN ANALYSIS OF RECENT GROWTH OF AMBULATORY
SURGICAL CENTERS FINAL REPORT 19 (Jun. 2009).

5 MEDPAC, REPORT TO THE CONGRESS: MEDICARE PAYMENT PoLICY 99-116 (Mar. 2011); AM.
HosP. ASS’N, TRENDWATCH, THE MIGRATION OF CARE TO NON-HOSPITAL SETTINGS: HavE

REGULATORY STRUCTURES KEPT PACE WITH CHANGES IN CARE DELIVERY? (Jul. 2006); KNG
HEALTH CONSULTING LLC, AN ANALYSIS OF RECENT GROWTH OF AMBULATORY SURGICAL

CENTERS FINAL REPORT (Jun. 2009).
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in terms of controlling a physician’s time and providing consistent, qualified staff. They are
geared for very short turnover and are efficient and user-friendly. HOPDs typically cannot offer
the same ease of scheduling, predictability, and service to physicians.” As a result, surgery
centers are often a more viable alternative to HOPDs for short, uncomplicated cases.

Change in Scope of Services

While Hispanic-American acknowledges that some surgical facilities within the
geographic service area are operating below the HFSRB’s 80% utilization standard, it is
important to note that one of the underutilized facilities is Hispanic-American. This project is
designed to increase utilization at Hispanic-American and will not create additional capacity in
the planning area. Moreover, as physicians face increasing reimbursement pressure, it is
becoming more important that they increase efficiency when providing services. Physicians find
it more efficient to practice in a surgery center. A community can get more services from the
same number of surgeons when a surgery center is available. With the impending shortages of
surgeons predicted and increasing surgical demands, this will become even more important.
Scheduling multiple procedures at a single surgery center is one way to increase efficiency by
reducing physician travel time, consistently working with the same staff, and having predictable
scheduling. Additionally, most patients treated at Hispanic-American are patients of Garcia
Medical Center. They are familiar with the facility’s Jocation adjacent to the medical office and
with its staff.

Limited Access to Lower Cost Surgery Centers in Chicago

Chicago residents deserve high quality, low cost alternatives to HOPDs. Many
vulnerable population groups in Chicago lack adequate access to critical health care services.
Over 20% of Chicagoans are living below the federal poverty level and more than 27% identify
themselves as Hispanic.7 Surgery centers provide high quality surgical care, excellent outcomes,
and high levels of patient satisfaction at a lower cost than HOPDs.

There are currently only 21 surgery centers with 52 operating rooms in the HSA 6, which
is defined as the City of Chicago. This figure is approximately only one-third of the number of
surgery centers and operating rooms in HSA 7 consisting of the more affluent suburban Cook
and DuPage Counties where in 2009 there were 43 surgery centers and 148 operating rooms. 8
This is especially striking given the population of suburban Cook and DuPage Counties is only
20% higher than the City of Chicago. Additionally, one surgery center in Chicago will be
closing this year, however, the HFSRB has only approved two surgery centers in Chicago in the

;ANII;iDle%Cl,z}i’ublic Meeting Dec. 4, 2008, Commentary from Commissioner Karen R. Borman,

71J.S. Census Bureau, 2009 Population Estimates

8 There were only 525 urolo% Krocedurc_:s performed in ASCs in Chicago in 2009 compared to
6,015 in the suburban area | 7). This 1s striking given that the population of HSA 7 is less
than 20% bigger than the City of Chicago.
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past seven years; one project involves the conversion of a HOPD to a surgery center and the
other project is for a limited specialty surgery center. During this same time, 11 surgery centers
were approved for HSA 7.° Expansion of the scope of services at Hispanic-American is needed
to ensure the underserved populations of Chicago have adequate access to critical health care
services. As noted in the CON application for the Proposal, the number of operating rooms per
patient in the City of Chicago is much lower than most other areas of the State.

Thank you for your time and consideration of this supplemental information.

Sincerely,
O,n..- qu-. Ca:'r—
Anne M. Cooper
Enclosures
cc: Ramon Garcia, M.D.

° In the past seven years there has been a net increase of 1 OR in the City of Chicago
{)Southwestem Medical Center (-3), South Loop Endoscopy (+1 Swedish Covenant (+3§).
uring the same time there have been 23 operating rooms added in HSA 7.
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Medicare
M E A‘ Payment Advisory
Commission

The Medicare Payment Advisory Commission {MedPAC) is an independent congressional
agency established by the Balanced Budget Act of 1997 (PL. 105-33) to advise the U.S.
Congress on issues affecting the Medicare program. In addition to advising the Congress on
payments to health plans participating in the Medicare Advantage program and providers in
Medicare’s traditional fee-for-service program, MedPAC is also tasked with analyzing access

to care, quality of care, and other issues affecting Medicare.

The Commission’s 17 members bring diverse expertise in the financing and delivery of health
care services. Commissioners are appointed to three-year terms (subject to renewal) by the
Comptroller General and serve part time. Appeintments are staggered; the terms of five or six
Commissioners expire each year, The Commission is supported by an exccutive director and
a staff of analysts, who typically have backgrounds in economics, health policy, and public

health.

MedPAC mecets publicly to discuss policy issues and formulate its recommendations to

the Congress. In the course of these meetings, Commissioners consider the results of staff
research, presentations by policy experts, and comments from interested parties. {(Meeting
transcripts are available at www.medpac.gov.) Commission members and staff also seek input
on Medicare issues through frequent meetings with individuals interested in the program,
including staff from congressional committees and the Centers for Medicare & Medicaid

Services (CMS), health care researchers, health care providers, and beneficiary advocates.

Two reports—issued in March and June each year—are the primary outlets for Commission
recommendations. In addition to annual reports and occasional reports on subjects requested
by the Congress, MedPAC advises the Congress through other avenues, including comments
on reports and proposed regulations issued by the Secretary of the Department of Health and

Human Services, testimony, and briefings for congressional staff.
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March 15, 2011

The Honorable Joseph R. Biden
President of the Scnate

U.S. Capitol

Washington, DC 20510

The Honorable John A. Boehner
Speaker of the House

U.S. House of Representatives
U.S. Capitol

Room H-232

Washington, DC 20515

Dear Mr. Vice President and Mr. Speaker:

1 am pleased to submit the Medicare Payment Advisory Commission’s March 2011 Report 1o the Congress:
Medicare Payment Policy. This report fulfills the Commission’s legislalive mandate to evalualc Medicare payment
issues and to make recommendations to the Congress.

The report contains 13 chapters:

« achapier that provides context for those that follow by documenting the rise in Medicare and total health care
spending.

« a chapter that describes the Commission’s analytical framework for assessing payment adequacy.

« nine chapters that describe the Commission’s recommendations on rate updates and rclated issues, such as
distribution of payments and program integrity, for nine payment systems used by traditional Medicare.

» achapter with updated statistics on enrollment, plan offerings, and payments in Medicare Advantage plans.
« achapter with updated statistics on enrotiment and plan offerings for plans that provide prescripiion drug coverage.

T hope you find this report useful as the Congress continues to grapple with Lhe difficult task of controlling the growth
of Medicare spending while preserving beneficiaries’ access to high-quality care and providing sufficient payment
for cfficient providers.

Sincerely,

/%%.M\

Glenn M. Hackbarth, 1.
Chairman

Enclosure
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Executive summary

The Medicare Payment Advisory Commission reports to
the Congress each March on the Medicare fee-for-service
(FFS) payment systems, the Medicare Advantage (MA)
program, and the Medicare prescription drug program
(Part D). In this year’s report, we:

+  Consider the context of the Medicare program in
terms of its spending and the federal budget and
national gross domestic product (GDP).

»  Evalualc payment adequacy and make
recornmendations concerning Medicare FFS payment
policy in 2012 for: hospital inpatient, hospital
outpatient, physician and other heaith professional,
ambulatory surgical center, outpatient dialysis, skilled
nursing, home health, inpatient rehabilitation, fong-term
care hospital, and hospice. :

*  Review the status of the MA plans beneficiaries can
join in lieu of traditional FFS Medicare.

+ Review the status of the plans that provide prescription
drug coverage.

The goal of Medicare payment policy is to get good

value for the program’s expenditures, which means
maintaining beneficiaries’ access to high-quality services
while encouraging efficient use of resources. Anything
less does not serve the interests of the taxpayers and
beneficiaries who finance Medicare through their taxes
and premiums. Although this report addresses many topics
to increase value, its principal focus is the Commission’s
recommendations for the annual rate updates under
Medicare’s various FFS payment systems.

We rccognize that managing updates and relative payment
rates atone will not solve the fundamental problem with
current Medicare FFS payment systems—that providers
are paid more when they deliver more services without
regard to the quality or value of those additional services.
To address this problem directly two approaches must

be pursued. First, payment reforms, such as penalties for
excessive readmission rates and linking some percentage
of payment to quality outcomes, need to be implemented.
Second, delivery system reforms, such as medical homes,
bundling, and accountable eare organizations, need to be
tested and successful models adopted on a broad scale.

In the interiim, it is imperative that the current FFS
payment systems be managed carcfully. Medicare is likely

to continue using its current payment systems for some
years into the future. This alone makes Medicare payment
rates—their overall level, the relative payment rates of
different services in a sector, and the relative payment rates
of the same services across sectors—an important topic.

In addition, if payment rates were constrained, that could
create pressure on providers to control their own costs and
to he more receptive to ncw payment methods and delivery
system reforms.

Each chapter presents the payment adequacy information
that informs our FFS update recommcndations. We present
each recommendation; its rationale; and its implications
for beneficiaries, providers, and program spending. The
spending implications are presented as ranges over one-
and five-year periods and, unlike official budget estimates,
they do not take into account the complete package of
policy recommendations or the interactions among them.
In Appendix A, we list all recommendations and the
Commissioners’ votes.

Context for Medicare payment policy

Between 2009 and 2035, according to projections under
current law, Medicare’s share of total economic output
(GDP) is projected 1o rise from 3.5 percent to 5.5 percent.
As we discuss in Chapter 1, Medicare’s cost growth does
not occur in a vacuum; it is linked to other forces that drive
growth in health care spending at rates well in excess of
GDP. Health care spending has risen faster than GDP for
over four decades. The reasons for this growth in health
care spending are well established: advances in technology,
which include changes in the practice of medicine to help
providers diagnose or treat illness and the diffusion of
reatments to a wider population; changes in insurance; and
changes in household income and demographics.

Medicare’s spending growth has resulted in Medicare
consuming a significant share, 18 percent, of all income
tax revenue (in addition to Medicare’s dedicated payroll
tax revenues, premiums, and cost sharing). Further
complicating Medicare's long-term outlook is a large
non-Medicare federal fiscal burden. Total debt held by the
public is expected to near 70 percent of GDP within the
next decade, a ievel not seen since World War I1,

In their 2010 report, the Medicare Board of Trustees
project that growth in Medicare spending will be slower
for the coming decade than in the previous decade. They
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estimate that total Medicare spending will grow by 6.0
percent annually from 2010 through 2019, compared with
9.7 percent from 2000 to 2009. Part of the reason for this
slowdown arc changes made by the Patient Protection

and Affordabie Care Act (PPACA} and the Health Care
and Education Reconciliation Act of 2010. The Centers
for Medicare & Medicaid Services (CMS) Office of the
Actuary estimates that the Medicare provisions in PPACA
will reduce spending by $575 billion over 10 years,
resulting in Medicare spending that is 9 percent lowcr by
2019, compared with prior law.

Assessing Parement adequacy and updating
payments in fee-for-service Medicare

The Commission makcs payment update recommendations
annually for FES Medicare. An update is the amount
(usually expressed as a percentage change) by which the
base payment for all providers in a prospective payment
system is changed. In Chapter 2, we lay out our general
approach for determining an update. We first assess the
adequacy of Medicare payments for providers in the
current year (2011) by considering beneficiaries’ access to
care, the supply of providers, service volume, the quality of
care, providers’ access to capital, and Medicare payments
and providers’ costs. Next, we assess how those providers’
costs are likely to change in the year the update will take
effect (the policy year—2012). As part of the process, we
examine payment adequacy for the “efficient” provider to
the extent possible. Finally, we make a judgment on what,
if any, update is needed.

This year, we make update recommendations in 10 FFS
sectors: hospital inpatient, hospital outpatient, physician
and other health professional, ambulatory surgical center,
outpatient dialysis, skilled nursing, home health, tnpatient
rehabilitation, long-term care hospital, and hospice. These
update recommendations can significantly change the
level of revenues providers receive from Medicarc and
help create pressure on providers to contain their cost
through efficiencies and to participate in broader reforms
to address the fundamental problem in FFS payment
systems—that providers are¢ paid more when they deliver
more services without regard to the quality or value of
those additional services.

We also consider changes that:

*  Redistribute payments within a payment system to
improve equity among providers or to correct any
biases that may make patients with certain conditions
financially undesirable or make particular procedures

unusually profitable. For example, we recommend
rebalancing skilled nursing facility (SNF) payments
between therapy and nontherapy services.

» Improve program integrity—for example, we
recommend reviewing aberrant patterns of utilization
in home health agencies and hospices.

» Link payment to quality through pay-for-performance
initiatives.

Each year the Commission looks at all the indicators of
payment adequacy using the most recent data available to
make sure its recommendations accurately reflect current
conditions.

Hospital inpatient and outpatient services

In 2009, the 3,500 hospitals paid under the hospital
inpatient prospective payment system received $148 billion
for roughly 10 million Medicare inpatient admissions

and 147 million outpatient services. From 2008 to 2009,
Medicare payments per FFS beneficiary for hospital
inpatient and outpatient services grcw by 6 percent.

In Chapter 3, we present our assessment of payment
adequacy for these services. We find:

«  Access measures are positive. The supply of hospitals,
range of services offercd, and the number of hospital
employees all continue o grow. The volume of hospital
outpatient services per Medicare FES beneficiary grew
by 4 percent per year from 2005 to 2009 as inpaticnt
admissions per beneficiary declined 1 percent per year.
Hospital-based outpatient physician office visits grew
by 9 percent from 2008 to 2009, representing a quarter
of all outpatient volume growth.

«  Quality continues {0 improve on most measures.
Hospitals reduced in-hospital and 30-day mortality
rates across 5 prevalent clinical conditions. Patient
experience measures have shown a slight improvement
in recent years. However, patient safety indicators and
readmission rates have not improved significantly.

*  Access to capital has been volatile over the past three
years but appears adequate at this time.

» In 2009, Medicare margins improved. Medicare
payment growth outpaced cost growth for two reasons.
First, Medicare inpatient payments per discharge
grew by 5.3 percent, which was the highest growth in
payments in over a decade. The high increase in the
average payment rate reflects the update in payment

i
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rates and the effect of hospitals’ documentation and
coding improvements. Second, costs per discharge
grew by 3.0 percent, which was the lowest cost growth
since 2000. The lower cost growth reflects the hospital
industry’s response to the financial crisis that occurred
in fall 2008, which in¢reased pressure on hospitals to
constrain their cost growth in 2009,

+ In 2009, the Medicare margin for the median efficient
hospital was 3.0 percent. (We define efficient hospitals
as those that consistently perform relatively well on
cost, mortality, and readmission measures.) While
most of these relatively efficient hospitals generate
profits on Medicare patients, about one-third do not.

The Commission recommends an update of 1 percent for
both the inpatient and outpatient prospective payment
systems for 2012. In its update recommendation, the
Commission has struck a balance among several competing
factors. On the one hand, average total Medicare margins
are ncgative, On the other hand, our other payment adequacy
indicators are positive. Furthermore, the negative Medicare
margins reflect in part the lack of private financial pressure
for cost containment, and the set of hospitals identified as
efficicnt have a positive median Medicarc margin. Based
on these circumstances the Commission contemplated an
update of 2.5 percent.

However, for inpatient services, changes in documentation
and coding following the implementation of Medicare
severity—diagnosis related groups in 2008 have created
overpayments 10 hospitals. Current law does not allow

full recovery of past overpayments and no action has been
taken to stop the ongoing overpayments. The Commission
maintains that all overpayments should be recovered

and recommends that the Congress require the Secretary

of Heatth and Human Services to make adjustments

to payment rates in future years to do so. Stopping the
ongoing overpaymcnts is a crucial first step. Therefore, the
Comnmission would reduce the ongoing overpayment by 1.5
percentage points in 2012—that is, the difference between
its contemplated update of 2.5 percent and its recommended
update of 1 percent. In addition (o this 1.5 percent
adjustment in 2012, a further 2.4 percent adjustment will be
needed in future years to fully prevent further overpayments.

For outpatient hospital services, the Commission is
concerned that significant payment disparities among
Medicare’s ambulatory care settings (hospital outpatient
departments, ambulatory surgical centers (ASCs), and
physicians’ offices) for similar serviees are fostering

L

undcsirablc financial incentives. Physician practices and
ASCs are being reorganized as hospital outpatient entities

in part to reccive higher reimburscments, Medicare should
seek to pay similar amounts for similar services, taking into
account differences in quality of care and in the relative risks
of the paticnt populations. The Commission is concermed

by the incentive 1o reorganize for higher reimbursement and
will cxaming this issue. Howcver, in the interim, the modest
update of 1 percent is warrantcd in the hospital outpatient
setting to limit the growing payment rate disparities among
ambulatory care scitings.

Physician and other health professional
services

Physicians and other health professionals perform a
broad range of services, including office visits, surgical
procedures, and a variety of diagnostic and therapeutic
services furnished in all health care settings. In 2009, FFS
Medicare spent about $64 billion on physician and other
health professional services.

In Chapter 4, we find that most indicators of Medicare’s
payment adequacy for fee-schedule services are positive
and stable, suggesting that, at current payment levels, most
beneficiaries can obtain care on a timely basis.

»  Overall, beneficiary access to physician services 1s
good or better than that reported by privately insured
patients age 50 to 64. For example, in 2010, 75
percent of beneficiaries reported that they had no
problem scheduling timely routine-care physician
appointments.

«  Multiple surveys show that most physicians are
accepting Medicare patients. For example, the 2008
National Ambulatory Medical Care Survey found that
90 percent of physicians with at least 10 percent of
their practice revenue coming from Medicare accepted
at least some new Medicare patients.

»  Service volume per beneficiary continued to grow in
2009. Overall volume (including both service units
and intensity) grew 3.3 percent per beneficiary.

»  Most claims-based indicators for ambulatory quality
that we examined for the elderly improved slightly or
were stable from 2007 to 2009,

» Medicare’s payment for physician fee-schedule
services in 2009 averaged 80 percent of private insurer
payments for preferred provider organizations, a figure
unchanged from the preceding year.
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In light of these positive indicators and the modest expecled
growth in physicians’ and other health professionals’ costs,
the Commission recommends an update of [ percent for
physician fee-schedule services in 2012.

We also consider two key issues. The first is beneficiary
access lo pnmary care. While our analysis finds that
access to physician and other health professional
services is good nationally, a small share of the Medicare
population continues to report problems finding a new
primary care physician—an essential component to a
well-functioning delivery system. In addition, a recent
study found that in 2007, hourly compensation rates

for some specialties were more than double the rate

for primary care. The Commission has recommended
enhancements to primary care, such as incrcasing
Medicare payments for primary care services provided
by primary care practitioners. The Congress’s adoption
of this policy marks an important step toward ensuring
beneficiaries’ access to primary care. The Commission
will explore other levers to promote primary care
including other payment approaches and maximizing
the use of health professionals such as advanced nurse
practitioners.

The second issue centers on the sustainable growth rate
(SGR) system, the budgetary mechanism designed to
address growth in Medicare spending for physician and
other health professional services. In previous reports, the
Commission has discussed the flaws of the SGR system,
while recognizing that having an expenditure target can
provide some restraint on updates.

A main flaw of the SGR is it neither rewards individual
providers who restrain unnecessary volume growth nor
penalizes those who contribute most to inappropriate
volume increases. Indeed, volume growth has been a
major factor in the prescribed SGR payment cuts—cuts
expected to be at least 25 percent in 2012,

There is general consensus that fee cuts of that magnitude
would be detrimental to beneficiary access to care, and
legislative overrides of the SGR have averted payment
cuts in recent years. However, these overrides are merely
temporary, leading to mounting frustration among
physicians, other health professionals, and their patients
and to a desire for a longer term remedy. However, the
high budgetary cost of eliminating some or all of the
scheduled fee cuts in the longer term has prevented such
proposals from becoming law. The Commission plans to
continue to work on SGR payment policies and consider

various approaches for updating the Medicare physician
fec scheduje.

Ambulatory surgical centers

ASCs furnish outpatient surgical services to patients not
requiring hospitalization and for whom an overnight stay
is not expected after surgery. In 2009, Medicare combined
program and beneficiary spending on ASC services was
$3.2 billion ($2.6 billion in program spending), an increase
of 5.1 percent per FFS beneficiary over 2008.

In Chapter 5 we find that most of the available indicators
of payment adequacy for ASC services are positive:

+  Qur analysis of facility supply and volume of services
indicates that beneficiaries’ access to ASC care has
generally been adequate. There were 5,260 Medicare-
certified ASCs, an increase of 2.1 percent (109 ASCs)
over 2008. In 2009, volume increased by 3.4 percent.

+  CMS does not require ASCs to submit data on the
quality of care they provide. Consequently, we do not
have sufficient data to assess ASCs’ quality of care.

+  ASCs’ access to capital appears to be adequate as the
number of ASCs has continued to increase.

»  Medicare payments per FFS beneficiary increased by
5.1 percent in 2009. ASCs do not submit data on the
cost of care they provide to the Medicare program.
Therefore, we cannot calculate a margin as we do in
other sectors to assist in assessing payment adequacy.

The Commission recommends an increase of 0.5 percent
for ASC payments in 2012, concurrent with a requirement
that ASCs submit cost and quality data.

Outpatient dialysis services

Outpatient dialysis services are used to treat individuals
with end-stage renal disease (ESRD). In 2009, about
340,000 dialysis beneficiaries were covered under FFS
Medicare, and Medicare expenditures for outpatient
dialysis services, including separately billable drugs
administered during dialysis, were $9.2 billion, an increase
of 7 percent from 2008 spending levcls.

The payment adequacy indicators for outpatient dialysis
services we discuss in Chapter 6 are gencrally positive:

« Dialysis facilities appear to have the capacity to mcet
demand. Growth in the number of dialysis treatment




stations has generally kept pace with growth in the
number of dialysis patients.

+  Between 2008 and 2009, the number of FFS dialysis
beneficiaries and dialysis treatments grew by 4
percent. Use of dialysis drugs also increased between
2008 and 2009.

+ Dialysis quality has improved over time for some
measures, such as use of the recommended type of
vascular access—the site on the patient’s body where
blood is removed and returned during dialysis. Other
measures suggest that improvements in quality are still
needed.

»  Access to capital for dialysis providers continues to
be adequate. The number of facilities, particularly for-
profit facilities, continues to increase.

» In 2009, the Medicare margin for composite rate
services and dialysis drugs for freestanding facilities
was 3.1 percent,

The Commisston recommends an update of 1 percent

for outpatient dialysis services in 2012. Consistent with
the Commission’s long-standing recommendation, a

new dialysis prospective payment method began in 2011
that includes dialysis drugs in the payment bundie and
requires that CMS implement a quality incentive program
beginning in 2012,

Skilled nursing facility services

SNFs furnish short-term skilled nursing and rehabilitation
services to beneficiaries after a stay in an acute care
hospital. Most SNFs are part of nursing homes that
fumish long-term care, which Medicare does not cover.
In fiscal year 2010, Medicare spent $26.4 billion on SNF
care.

Most indicators of payment adequacy for SNFs are
positive, as we discuss in Chapter 7:

«  Aecess to SNF services remains stable for most
beneficiaries, though minorities use SNF services
less than other beneficiaries. The number of SNFs
has increased gradually since 2001. Available SNF
bed days increased 4 percent between 2008 and 2009.
However, since 2004, the share of SNFs admitting
medically complex patients decreased. As a result,
some bencficiaries may have to wait to be placed in a
SNF that will take them.

Days and admissions on a per FFS beneficiary basis
decreased slightly between 2008 and 2009. This decline
reflects fewer hospital admissions (a prerequisite for
Medicare coverage). However, despite these reductions,
use rates were higher in 2009 than in 2006.

SNF quality of care in 2008 was basically unchanged
from the prior year.

Because most SNFs are part of a larger nursing home,
wc examine nursing homes’ access to capital. Access
to capital has improved since 2009 but some investors
are wary of the impact of states’ budget difficulties.
Any uncertainties in lending do not center on the
adequacy of Medicare payments; from all accounts,
Medicare remains a sought-after payer.

Increases in payments between 2008 and 2009
outpaced increases in provider costs, reflecting the
conlinued concentration of days in the highest payment
case-mix groups. In 2009, the average Medicare margin
for freestanding SNFs was 18.1 percent.

Financial performance continued to differ substantially
across the industry-—a function of distortions in the
prospective payment system (PPS) and cost differences of
providers. Compared to SNFs with relatively low margins,
SNFs with the highest margins had higher shares of days
in intensive rehabilitation case-mix groups and lower
shares of days in the medically complex groups. We also
examined relatively efficient SNFs and found that it is
possible to have costs well below average, above-average
quality, and more than adequate Medicare margins.

In light of these findings, the Commission recommends
no update for SNFs in 2012. In addition the Commission
reiterates its recommendation to:

revise the SNF PPS (0 base payments on patient care

" needs, not on therapy provision,

establish a quality incentive payment policy for SNFs,

improve quality measurement for SNFs by adding
the risk-adjusted rates of potentially avoidable
rehospitalizations and community discharge, and

report more accurate diagnostic and service-use
information.

PPACA requires that we report on Medicaid utilization,
spending, and non-Medicare margins for SNFs beginning
in 2012. Medicaid finances mostly long-term care services
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provided in nursing homes but also covers the copayments
for dual-eligible beneficiaries who stay 21 or more days in a
SNE. Our initial investigation finds the number of Medicaid-
certified facilities decreased between 2000 and 2009 but
Medicaid-covered days and spending increased during this
period. Non-Medicare margins (for all lines of business)
were ncgative between 2000 and 2009, but total margins (for
all payers and all lines of business) were positive.

Home health services

Home health agencies provide services to beneficiaries
who are homebound and need skilled care (nursing or
therapy). In 2009, about 3.3 million Medicare beneficiaries
received home health services from about 11,000 home
health agencies. Medicare spent $19 billion on home
health services in 2009.

As we describe in Chapter 8, the indicators of payment
adequacy for home health are generally positive:

»  Access to home health care is generally adequate.
Ninety-nine percent of beneficiaries live in a ZIP code
where a Medicare home health agency operates and 98
percent live in a ZIP code with two or more agencies.

«  The number of agencies continues to increase, with
over 650 new agencies in 2010. The total number
of agencies exceeds 11,400, surpassing the peak of
10,917 agencies in 1997. Most new agencies have
been for profit and concentrated in a few states.

»  The volume of services continues to risc. The average
number of episodes per user increased by 25 percent
from 2002 to 2009 and the share of FFS bencficiaries
using home health care increased as well.

»  The Home Health Compare quality measures for
2010 are similar to those for previous years, showing
improvemcnt in the functional measures and mostly
unchanged rates of adverse events. Howcver, the
Commission believcs that supplemental measures of
quality that focus on specific conditions are needed
to assess home health quality and has a project under
way to develop new measures.

»  The major publicly traded for-profit home health
companics have sufficient access to capital markets
for their credit needs, The significant number of new
agencies in 2010 suggests that smaller agencies also
have access to capital necessary for start-up.

» In prior years, payments have consistently and
substantially exceeded costs in the home health PPS.
Medicare margins for freestanding providers in 2009
were 17.7 percent. Two factors have contributed
to payments exceeding costs: Fewer services are
delivered than is assumed in Medicare's rates, and
growth in cost per episode has been lower than what is
assumed in the market basket.

In consideration of these findings, the Commission
recommends that the Congress ¢liminate the market basket
update for 2012 and direct the Secretary to implement

a two-year rebasing of home health rates beginning in
2013. In addition, the Commission finds that the home
health benefit has significant vulnerabilities that need

to be addressed urgently and recommends policies to
strengthen program integrity, improve payment accuracy,
and establish beneficiary incentives.

» Recent trends in several parts of the nation suggest
that fraud has become a significant concern in the
home health benefit. The Commission recommends
that the Secretary and the Office of Inspector General
review areas with aberrant home health utilization
and that the Secretary implement suspensions of
enrollment and payment in areas with widespread
fraud.

»  The Commission finds the current home health
payment system is flawed and creates incentives for
patient sclection. Analysis by the Commission and
the Urban Institutc suggests that the current case-mix
system may, in effect, overvalue therapy services and
undervalue nontherapy services. The Commission
recommends that the Seeretary implement a revised
payment system that addresses these flaws.

¢ The lack of cost sharing in Medicare for home health
services is unusual, as most services in Mcdicare’s
traditional FFS program include some form of
beneficiary liability. The Commission recommends
adding a cost-sharing requirement, which would make
the beneficiary more apt to consider the value of the
benefit and share in decision making about when to
use home health services.

Inpatient rehabilitation facility services

Inpatient rehabilitation facilitics (TRFs) provide intensive
rehabilitation services 1o patients after an injury, illness,
or surgery. In 2009, almost 360,000 Mcdicare FFS
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beneficiancs received care in IRFs. Medicare FFS
expenditures for IRF services were about $6 billion in 2009,

Our indicators of Medicare payment adequacy for IRFs,
discussed in Chapter 9, are generally positive:

«  Our measures of access to care suggest that
beneficiaries have sufficient access to IRF services.
The supply of IRFs, occupancy rates, and volume
were stable in 2009. In addition, the decline in the
number of rehabilitation beds since 2005 tapered off
in 2009,

+  From 2004 to 2010, IRF patients’ functional
improvement between admission and discharge
increased, suggesting improvements in quality.
However, changes over time in patient mix make it
difficult to draw definitive conclusions about quality
trends.

» Hospital-based units, through their parent institutions,
have adequate access to capital. The largest chain of
freestanding facilities also appears to have adequate
access to capital. We are not able to determine the
ability of independent freestanding facilities to raise
capital.

» The IRF aggregate Medicare margin for 2009 was 8.4
percent. :

The Commission recommends a zero update to payments
for IRFs in 2012. We conclude that IRFs will be able

to absorb cost increases and continue to provide care to
clinically appropriate Medicare cases under this update.

Long-term care hospital services

Long-term care hospitals (LTCHs) furnish care to patients
with clinically complex problems—such as multiple acute
or chronic conditions—who need hospital-level care for
relatively extended periods. Medicare is the predominant
payer for LTCH services, accounting for about two-thirds of
LTCH discharges. In 2009, Medicare spent $4.9 billion on
care furnished by roughly 400 LTCHs nationwide. About
116,000 beneficiaries had almost 131,500 L'TCH stays.

Our analysis of payment adequacy indicators in Chapter
10 finds:

*  The number of LTCHs increased 6.6 percent between
2008 and 2009, despite a limited moratorium on new
LTCHs and new beds in existing LTCHs from July

2007 until December 28, 2012. New LTCHs were
able to enter the Medicare program because they met
specific exceptions to the moratorium.

«  Beneficiaries’ use of services suggests that access
has not been a problem. Controlling for the number
of FFS beneficiaries, we found that the number of
LTCH cases rose 0.9 percent between 2008 and 2009,
suggesting that access to care was maintained during
this period.

+  Unlike most other health care facilities, LTCHs do
not submit quality data to CMS. Our claims-based
analysis found stable or declining rates of readmission,
death in the LTCH, and death within 30 days of
discharge for most of the top 20 diagnoses in 2009.

«  The moratorium on new beds and facilities reduces
opportunities in the near future for expansion and
need for capital, although the largest LTCH chains
continued with construction of new LTCHs that were
already in the pipeline and thus exempt from the
moratorium. In addition, these chains, which together
own slightly more than half of all LTCHs, continued
in 2010 to acquire other LTCHs, as well as other post-
acute care providers.

« Payments per case increased 6.4 percent between 2008
and 2009. Cost per case rose less than 2 percent. The
2009 Medicare margin for LTCHs was 5.7 percent.

The Commission recommends a zero update for LTCHs
in 2012.

PPACA mandates that CMS implement a pay-for-
reporting program for LTCHs by 2014. The quality
measures LTCHs report should include process, patient
safety, and outcome measures. Ideally, those measures
should be comparable to measures used in other post-
acute settings. Ultimately, policymakers should be able
to compare patient safety and outcomes across the post-
acute care spectrum to measure value; that is, whether
beneficiaries are receiving high-quality care in thc least
costly setting consistent with their clinical conditions.

Pay for reporting is a first step. The next step should be
pay for performance. Linking a portion of LTCH payment
to quality will create stronger incentives to improve care
delivery. We are exploring measures for LTCHs that will
contribute to a strong pay-for-performance program.
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Hospice

The Medicare hospice benefit covers palliative and support
services for beneficiaries with a life expectancy of six
months or less who choose to enroll in the benefit. In
2009, nearly 1.1 million Medicare beneficiaries received
hospice services from nearly 3,500 providers, and
Medicare expenditures totaled $12 billion.

The indicators of payment adequacy for hospices are
generally positive, as we discuss in Chapter 11:

*  Hospice use among Medicare decedents has grown
substantially in recent years, suggesting greater
awareness of and access to hospice services. In 2009,
hospice use increased across almost all demographic
and beneficiary characteristics examined.

»  The supply of hospices increased 50 percent from
2000 to 2009—growing on average 5 percent per year
from 2000 to 2008 and 3 percent from 2008 to 2009.
For-profit providers accounted almost entirely for the
increase in the number of hospices.

»  Use of Medicare hospice services continues to increase,
with growth in both the number of hospice users and
average length of stay. In 2009, 42 percent of Medicare
decedents used hospice, up from 40 percent in 2008
and 23 percent in 2000. Between 2000 and 2009,
average slay grew from 54 days to 86 days, reflecting
longer stays among patients with the longest stays.

» At this time, we do not have sufficient data to assess
the quality of hospice care provided to Medicare
beneficiaries, as information on quality of care is very
limited. PPACA mandates that CMS publish quality
measures in 2012. Beginning in fiscal year 2014,
hospices that do not report quality data will receive a
2 percentage point reduction in their annual payment
update.

» Hospices are not as capital intensive as some other
provider types because they do not require extensive
physical infrastructure. The continued influx of new
providers suggests access to capital is adequate.

s  The aggregate Medicare margin was 5.1 percent in
2008. The margin estirnate ¢cxcludes nonreimbursable
costs associated with bereavement services and
volunteers (at most 1.5 percent and 0.3 percent of total
costs, respectively).

The Commission recommends an update of 1 percent
for hospices in 2012. The chapter also reiterates previous
Commission recommendations concerning:

« improving the accuracy of the PPS by increasing
payments for days at the beginning and end of the
episode relative to days in the middle of the episode,

+ increasing program integrity by having the Office
of Inspector General investigate the prevalence of
financial relationships between hospices and long-
tcrm care facilities, differences in patterns of nursing
home referrals to hospice, cnrollment practices at
hospices with aberrant utilization patterns, and hospice
marketing and admissions practices and their relation
to length of stay.

Status report on the Medicare Advantage
program

In Chapter 12, we provide a status report on the MA
program. The MA program allows Medicare beneficiaries
to receive benefits from private plans rather than from
the traditional FFS Medicare program. The Commission
supports private plans in the Medicare program;
beneficiaries should be able to choose between the
traditional FFS Medicare program and the alternative
delivery systems that private plans can provide. Private
plans have greater potential to innovate and to use care
management techniques and, if paid appropriately, would
have more incentive to do so.

In 2010, MA enrollment increased to 11.4 million
beneficiaries (24 percent of all Medicare beneficiaries).
Enrollment in HMOs, the dominant form of MA plan,
grew by 7 percent. Preferred provider organizations
(PPOs) exhibited rapid enrollment growth, with local
PPO enrollment growing about 40 percent and enrollment
in regional PPOs more than doubling between 2009 and
2010. Enrollment in private FFS (PFFS) plans declined
from about 2.4 million to about 1.6 million enrollees as
plans reduced their PFES service areas in anticipation of
new network requirernents for PFES beginning in 201 1.

In 2011, virtually all Medicarc bencficiaries have access
to an MA plan and 99 percent have access to a network-
based coordinated care plan (CCP). Ninety percent of
beneficiaries have access to an MA plan that includes

Part D drug coverage and has no premium (beyond the
Medicare Part B premium). Beneficiaries can choose from
an average of 12 plans, including 8 CCPs.




We estimate that, on average, 2011 MA benchmarks,
bids, and payments will be 113 percent, 100 percent,
and 110 percent of FFS spending, respectively-—similar
to the ratios in 2010. That is, on average, Medicare will
spend 10 percent more for beneficiaries enrolled in MA
plans than if those beneficiaries were in FFS Medicare,
MA plan benchmarks were frozen in 2011 and further
PPACA changes to the benchmarks will be fully phased
in by 2017. This new method of setting MA payment
benchmarks may need some technical adjustments to
correct intercounty benchmark inequities.

For 2010, quality measures have been stable with some
improvement in clinical process measures over the
preceding year. At an aggregate level, vaccination rates
and measures of patient experience are comparable to the
rates in FFS Medicare, although the comparison is limited
by differences in population demographics and geographic
location. Measures of patient outcomes in MA are stable
and not significantly changed from earlier years. There
continues to be wide variation in quality indicators across
MA plans.

PPACA introduced a pay-for-performance program that,
beginning in 2012, would provide bonus payments to
higher quality plans under a five-star rating system. The
number of stars is based on measures of clinical quality,
patients’ care experience, and contract performance. Under
the PPACA provisions, plans with the highest ratings (four
or more stars) would have been the plans receiving quality
bonuses. However, from 2012 through 2014, CMS is
replacing the PPACA bonus system with a program-wide
demonstration that will incur higher program costs. Under
the demonstration, plans with as few as three stars will be
eligible for bonus payments and administrative measures
will have a higher weight in the scoring. Giving bonuses to
three-star plans dampens incentives for good performance;
heavy reliance on administrative measures may not give
sufficient weight to clinical outcomes. The Commission
does not favor demonstrations that add program costs
without furthering legitimate policy aims.

Status report on Part D

In Chapter 13, the Commission provides a status report on
Part D that provides information on beneficiaries’ access
to prescription drugs—including enrollment figures and
benefit design—program costs, and the quality of Part D
services.

In early 2010, about 60 percent of the 46.5 million
Medicare beneficiaries were enrolled in Part I plans,

slightly over 30 percent had other sources of drug coverage
at least as generous as Part D’s defined standard benefit, and
10 percent had no drug coverage or coverage less generous
than Part D. Among those in Part D plans, about 10

million (about 36 percent of Part D enrollecs) received the
low-income subsidy (LIS). Roughly two-thirds of Part D
enrollees are in stand-alone prescription drug plans (PDPs);
the rest are in Medicare Advantage—Prescription Drug plans
(MA-PDs). Most enrollees report high satisfaction with the
Part D program and with their plans,

For 2011:

= Sponsors are offering fewer stand-alone PDPs
and MA-PDs than in 2010. The reduction in plan
offerings is primarily the result of CMS guidance
to differentiate between basic and enhanced benefit
plans as well as to reduce the number of plans with
low enrollment and a decline in PFFS plans. These
declines should not decrease access, as beneficiaries
on average have from 28 to 38 PDP options to choose
from, along with many MA-PDs, and more PDPs are
available to LIS enrollees at no premium.

»  The structure of drug benefits for both PDPs and
MA-PDs held fairly steady—the share of plans with
no deductible remains at about 40 percent for PDPs
and close to 90 percent for MA-PDs. A larger share of
PDPs will provide gap coverage—33 percent compared
with 20 percent in 2010—while the share of MA-FDs
with gap coverage remains at about 50 pcrcent.

»  For the basic portion of the benefit, CMS estimates an
actual average monthly premium of $30, which would
be an increase by $1 over the average in 2010.

In 2009, Part D spending totaled $52.5 billion, and the
Medicare Board of Trustees estimated it will have reached
$56 billion in 2010. These expenditures cover the direct
monthly subsidy plans receive for their Part D enrollecs,
reinsurance for very high-cost enrollees, premiums and
cost sharing for L1S enrollees, and payments to emplayers
that continue to provide drug coverage to their retirees
who are Medicare beneficiaries. In 2009, LIS payments
continued to be the largest component of Part D spending.

CMS publishes 19 performance metrics aggregated into a
five-star rating system. To date, the metrics focus mostly
on customer service and enrollee satisfaction. Although
the metrics now include some quality measures, additional
measures on patient safety and appropriate medication use
could provide further information on quality. @
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R ECOMMENDATI ON

The Congress should implement a (.5 percent increase in payment rates for ambulatory
surgical center services in calendar year 2012 concurrent with requiring ambulatory

surgical centers Lo submit cost and quality data.
COMMISSKONER VOTES: YES 15 « NO 1 » NOT VOTING O » ABSENT 1




CHAPTER

Ambulatory surgical centers

Chapter summary in this chapter

Ambulatory surgical centers (ASCs) furnish outpatient surgical services to «  Are Medicare payments

patients not requiring hospitalization and for whom an overnight stay is not adequate in 20117

expected after surgery. In 2009,
« How should Medicare
+  ASCs served 3.3 million fee-for-service (FFS) Medicare beneficiaries, an payments change in 20127

increase of 1.2 percent over 2008;

« there were 5,260 Medicare-certified ASCs, an increase of 2.1 percent (109
ASCs) over 2008; and

» Medicare combined program and beneficiary spending on ASC services

was $3.2 billion, an increase of 5.1 percent per FES beneficiary over 2008.

-Assessment of payment adequacy

Most of the available indicators of payment adequacy for ASC services,
discussed below, are positve and exhibit little change from 2008. The Patient
Protection and Affordable Care Act of 2010 did not change the basic structure
of the ASC payment system, and Medicare still does not require ASCs to

submit cost or quality data.

Beneficiaries’ access to care—Qur analysis of facility supply and volume of
services indicates that beneficiaries’ access to ASC care has generally been

adequate,
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¢ Capacity and supply of providers—From 2004 through 2009, the number
of Medicare-certified ASCs grew by an average annual rate of 5.1 percent.
However, the growth slowed to 2.1 percent in 2009. The slower growth in 2009
may reflect the downturn in the U.S. economy. Also, the ASC payment system
underwent a substantial revision in 2008 (see online Appendix A from Chapter
2C of our March 2010 report at http://medpac.gov/chapters/Mar10_Ch02C_
APPENDIX .pdf), and investors may be responding to the large change in
payment rates that occurred under that revision. '

*  Volume of services—From 2004 through 2009, the volume of services per
beneficiary grew by an average annual rate of 8.1 percent; in 2009, volume

increased by 3.4 percent.

Quality of care—CMS does not require ASCs to submit data on the quality of care
they provide. Consequently, we do not have sufficient data to assess ASCs’ quality

of care.

Providers’ access to capital—ASCs’ access to capital appears to be adequate as the

number of ASCs has continued to increase.

Medicare payments and providers’ costs—From 2004 through 2009, ASCs’
Medicare revenue increased from $2.5 billion to $3.2 billion. Also, from 2004
through 2008, Medicare payments per FFS beneficiary increased at an average annual
rate of 7.2 percent and in 2009 by 5.1 percent. ASCs do not submit data on the cost of
carc they provide to the Medicare program. Therefore, we cannot calculatc a margin

as we do in other sectors to assist in assessing payment adequacy. B
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An ambulatory surgical center (ASC) is a distinct entity
that furnishes outpatient surgical procedures to patients
who do not require an overnight stay following the
procedure. Most ASCs are freestanding facilities rather
than part of a larger facility, such as a hospital. About one-
quarter of ASCs in 2008 were jointly owned by physicians
and hospitals (Medical Group Management Association
2009). In addition to receiving ambulatory surgical
procedures in ASCs, beneficiaries may also receive such
procedures in hospital outpatient departments (HOPDs)
and, in some cases, physicians’ offices.

Since 1982, Medicare has made payments for surgical
procedures provided in ASCs. Physicians who perform
procedures in ASCs or in other facilities receive separate
payments for their professional services. In addition,
about 90 percent of ASCs have at Jeast one physician
owner {Ambulatory Surgery Center Association 2008).
Physicians who perform surgery in an ASC that they own
receive a share of the ASC’s facility fees in addition to
their professional fees.

To receive payments from Medicare, ASCs must meet
Medicare’s conditions of coverage for ASCs, which
specify standards for administration of anesthesia, quality
evaluation, operating and recovery rooms, medical staff,
nursing services, and other areas.

Medicarc pays for a bundle of facility services provided
by ASCs, such as nursing, recovery care, ancsthetics, and
supplies. This payment system underwent substantial
revisions in 2008 (see onting Appendix A from Chapter 2C
of our March 2010 report at http://medpac.gov/chapters/
Marl0_Ch02C_APPENDIX.pdf). The most significant
changes included a substantial increase in the number

of surgicat procedures covered under the ASC payment
system, allowing ASCs to bill separately for certain
ancillary services, and large changes in payment rates for
many procedures, To help ASCs adjust to the changes in
payment rates, CMS phased in the new payment system
over four years, from 2008 through 2011; 2011 is the first
year ASC payment rates will be based entirely on the
revised rates, Beneficianes are responsible for paying 20
percent of the ASC payment rate,

Medicare covers about 3,500 surgical procedures under

the ASC payment system. For most covered surgical
procedurcs, the relative weight is based on its relative weight
under the outpatient prospective payment system (PPS)—

the system Medicare uses to set payments for most services
furnished in HOPDs. This linkage to the outpatient PPS is
consistent with a previous Commission recommendation o
align the relative weights in the outpatient PPS with the ASC
payment system {Medicare Payment Advisory Commission
2004). For most covered surgical procedures, the payment
rate is the product of its relative weight and a conversion
factor set at $41.94 in 2011, Because the outpaticnt PPS
conversion factor for 2011 is $68.88, payment rates are
lower in ASCs than in HOPDs.

The reason for the difference in conversion factors is that
CMS set the ASC conversion factor so that total ASC
payments in 2008 would equal what the program spent on
ASC services in 2007, the year before CMS implemented
the revised ASC payment system. In the outpatient PPS,
CMS sets the conversion factor so that payments in

that system equal what the program spent on hospital
outpaticnt services the year before CMS implemented the
outpatient PPS. CMS updates both the ASC and outpatient
PPS conversion factors over time to reflect changes in
input prices. Because of the lower payment rates in ASCs,
movement of surgical services from HOPDs to ASCs can
reduce aggregate program spending and beneficiary cost
sharing provided that the growth of ASCs does not result
in an increase in the overall number of surgicai services.

Lower payment rates for ASCs relative to HOPDs are
appropriate because, according to prior Commission
analysis, ASCs likely incur lower costs than HOFDs, as
HOPDs must meet additional regulatory requircments and
treat patients who are more medically complex (Mcdicare
Payment Advisory Commission 2003, Medicare Payment
Advisory Commission 2004). Unlike ASCs, hospitals

are subject to the Emergency Medical Treatment and
Active Labor Act, which requires outpatient departments
to stabilize and wansfer patients who believe they are
experiencing a medical emergency, regardless of the
patients’ ability to pay. In addition, patients treated in
HOPDs are, on average, more medically complex than
patients treated in ASCs, and these more coniplex patients
are likely more costly (Medicare Payment Advisory
Commission 2003). A comparison of ASC costs and
HOPD costs by the Government Accountability Office
confirmed that ASC costs are, on average, lower than
HOPD costs (Government Accountability Office 2006).
However, it is not clear how much lower ASC payment
rates should be relative to HOPD rates because we lack
adequate cost data from ASCs to make that determination.

An important exception to the link between the relative
weights in ASCs and HOPDs is the procedures that are
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performed predominantly in physicians’ offices and that
were first covered under the ASC payment system in
2008 or later. In ASCs, payment for these “office-based”
procedures is the lesser of the amount derived from the
outpatient PPS relative weights or the nonfacility practice
expense amount from the Medicare physician fee schedule
(MPFS). CMS set this limit on the rate for office-based
procedures to prevent migration of these services from
physicians’ offices to ASCs for financial reasons. Because
CMS updates payment rates in the outpatient PPS and the
MPFS independently of each other, it is possible for the
ASC payment rate for an office-based procedure to be
based on the outpatient PPS rate in one year and on the
MPFS rate the next year {or vice versa).

The ASC payment system generally parallels the
outpatient PPS in terms of which ancillary services are
paid separately and which are packaged into the payment
of the associated surgical procedure. Starting in 2008,
ASCs receive separate payment for these anciliary
services:

» radiology services that are integral to a covered
surgical procedure if separate payment is made for the
radiology service in the outpatient PPS,

*»  brachytherapy sources implanted during a surgical
procedure,

+  all pass-through and non—pass-through drugs that
are paid separately under the outpatient PPS when
provided as part of a covered surgical procedure, and

¢ devices with pass-through status under the outpatient
PPS.

The links between the ASC payment system, the
outpatient PPS, and the MPFS raise broader questions
about how Medicare should pay for the same services
that are provided in different settings. Should Medicare
pay the same amount regardless of where a service is
delivered? If so, how should that amount be determined?
Alternatively, should the payment vary based on the cost
of efficient providers in each setting, with an adjusttnent
for the quality performance of providers? The current
ASC payment system exhibits elements of each approach.
Payments for many office-bascd procedures performed

in ASCs are equal to the nonfacility practice expense
amount in the MPFS, and ASCs and HOPDs receive

the same amount for pass-through drugs and devices. In
contrast, payments for most ASC services are less than the
comparable payment under the outpatient PPS.

Are Medicare payments adequate in
2011?

To address whether payments for the current year (2011)
are adequate to cover the costs of efficient providers

and how much payments should change in the coming
year (2012), we examine several measures of payment
adequacy. We assess beneficiaries’ access to care by
examining the supply of ASC facilities and changes over
time in the volume of services provided, providers' access
to capital, and change in revenue from the Medicare
program. Unlike our assessments of other provider types,
we could not use quality data in our analysis because CMS
does not require ASCs to submit data on quality measures.
Likewise, we cannot examine Medicare payments relative
to providers’ costs because CMS does not require ASCs
to submit cost data.! Finally, we caution that the cffect

of Medicare payments on the financial health of ASCs is
limited because, on average, Medicare spending accounts
for only about 17 percent of an ASC’s overall revenue
{Medical Group Management Association 2009).2

Our results show that heneficiaries have at least adequate
access to care in ASCs, although there is some variation
among subgroups of beneficiaries (see text box). In
addition, ASCs have adequate access to capital, and
Medicare payments to ASCs have grown strongly.
Together, these measures suggest that payment rates have
been at least adequate.

Beneficiaries’ access to care: Supply of
ASCs and volume growth indicate access is
adequate

Increases in the number of Medicare-certified facilities
and volume of services provided to Medicare beneficiaries
suggest growing access to ASCs. This growth may be
beneficial to patients and physicians because ASCs

can offer them convenience and efficiency relative to
HOPDs—the sector with the greatest overlap of surgical
services with ASCs. For patients, ASCs can offer more
convenient locations, shorter waiting times, and easier
scheduling relative to HOPDs; for physicians, ASCs
may offer more control over their work environment,
customized surgical environments, and specialized staff.
In addition, Medicare has lower payment rates and
beneficiaries generally face lower coinsurance in ASCs
than in HOPDs. Therefore, as long as this growth in
ASCs does not lead to inappropriate use of services, the
Commission recognizes the benefits that ASCs offer.
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Differences in types of patients treated in ambulatory surgical centers and

hospital outpatient departments

here is evidence that ambulatory surgical centers
I {ASCs) wreat different types of patients than
hospital outpatient departments (HOPDs). ASCs
are less likely than HOPDs to serve medically complex
patients, Medicaid patients, African Americans, and
Medicare beneficiaries who are older or eligible for

Medicare because of disability.

Our analysis of Medicare elaims from 2009 found that
the following groups are less likely to receive care in
ASCs than in HOPDs: Medicare beneficiaries who
also have Medicaid coverage (dual eligibles), African
Americans (who are more likely to be dual eligibles),
bencficiaries who are eligible because of disability
(under age 65), and bencficiaries who are age 85 or
older (Table 5-1).3'4 The smaller share of disabled and
older beneficiaries treated in ASCs may reflect the
healthier profile of ASC patients relative to HOPD
patients. In addition, the smaller share of African
American patients in ASCs relative to HOPDs may be
linked to where ASCs and hospitals are located.

Research by the Commission has shown that
compared with HOPDs, ASCs treat Medicare patients
who are less medically complex, as measurcd by
differences in average risk scores (Medicare Payment
Advisory Commission 2003).% Undcr a contract

with the Commission, RAND Health compared the
characteristics of Medicare beneficiaries who had
cataract surgery or a colonoscopy in an ASC with
benchiciaries who received these procedures in an

Medicare patients treated
in ASCs differ from patients
treated in HOPDs, 2009

Percentage of beneficiaries

Characteristic ASC HOPD
Medicaid stalus
Nat Medicaid 86.7% 78.0%
Medicaid 13.3 22.0
Race/ethnicity
White 88.8 84.9
Alrican American 6.6 10.0
QOther 4.6 51
Age {in years)
Under 65 13.3 20.8
65 1o 84 79.2 8.4
85 ar older 7.5 10.8
Sex
Male 41.8 43.4
Female 58.2 56.4

Note: ASC |ambulatary surgical centar}, HOPD {hospital outpatient
department]. All of the differences between ASC and HOPD
beneficiaries are statistically significont (p<0.05). The onalysis
excludes beneficiaries who received services that are not cavered in
the ASC payment systam.

Source: MedPAC analysis of 5 percent carrier and autpatient standerd
analylie claims fites, 2009,

{continued next page)

From 2004 through 2008, the number of Medicare-
certified ASCs increased by 5.8 percent per year, However,
the growth rate slowed to 2.1 percent in 2009. This slow
growth continued into 2010, as the number of ASCs
increased by 0.6 percent to 5,291 during the first three
quarters of 2010 (an annual growth rate of 0.8 percent).
The relatively slow growth in 2009 and the first three
quarters of 2010 may reflect the downturn in the economy
that occurred in 2008 and 2009 and the relatively slow
rccovery from that downturn, The substantial changes to
the ASC payment system that occurred in 2008 also may

have contributed to the slower growth, as investors may
have waited to see how the new system affected the overall
ASC market before deciding to open new facilities.

Capacity and supply of providers: Number of ASCs
grew rapidly over last several years, but growth
has slowed

The number of Medicare-certified ASCs has increased
substantially over the last several ycars. From 2004
through 2009, an average of 307 new facilities entered
the program each year, while an average of 66 closed
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Differences in types of patients treated in ambulatory surgical centers and

hospital outpatient departments (cont.)

HOPD. RAND found that ASC patients were less
likely to have certain comorbidities, such as dementia
and chronic obstructive pulmonary disease (Sloss et al.
2006). Sicker patients may be trcated in HOPDs instead
of ASCs because hospitals offer emergency services
and access to onsite specialists if complications arise.

According to data from Pennsylvania on all patients,
ASCs are less likely than HOPD:s to serve Medicaid
patients. In 2009, Medicaid patients accounted for
4.1 percent of diagnostic and surgical procedures in
ASCs in Pennsylvania, compared with 11.0 percent
of procedures in HOPDs (Pennsylvania Health

Care Cost Containment Council 2010) (Figure
5-1).% Commercially insured and Medicare patients
represented a higher share of ASC procedures than
HOPD procedures (87.6 percent vs. 79.5 percent).
Although the Pennsylvania data may not be nationally

representative, national estimates from the National
Survey of Ambulatory Surgery (NSAS), conducted by
the Centers for Disease Control and Prevention (CDC),
also show that ASCs treat a smaller share of Medicaid
patients than hospitals. According to NSAS data
compiled for the Commission by CDC, ambulatory
surgery visits by Medicaid patients accounted for 3.9
percent of total visits to freestanding ASCs in 2006,
compared with 8.1 percent of total visits to hospital-
based surgery centers.’

Several factors could explain why ASCs treat a smaller
share of Medicaid paticnts {(including dual eligibles)
than HOPDs. A study by Gabel and colleagues suggests
that physicians refer their more lucrative patients to
ASCs and the less lucrative ones to hospitals (Gabcl

et al. 2008). This study examined referral patterns for
physicians in Pennsylvania who sent most of their

(continued next page)

ASCs
4.1%
8.3% Medicaid
Chher

33.8%
Medicare

53.8%
Commercial

Distribution of outpatient procedures by payer at ASCs and
general acute care hospitals in Pennsylvania, tiscal year 2009

General hospitals

11.0%
Medicaid

46.8%
Commercial

32.7%
Medicare

Nate:  ASC {ambulatery surgical center). Oulpatient procedures include diagnostic and surgicol services. Other payers include outa insurance, workers’

compensation, and ather governmant progroms.

Source: Pennsybonic Health Care Cost Containment Council 2010.
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Differences in types of patients treated in ambulatory surgical centers and

hospital outpatient departments (cont.)

patients to physician-owned ASCs rather than HOPDs.
These physicians were much more likely to refer their
commcreially insured and Medicare patients than

their Medicaid patients to a physician-owned ASC.
They sent more than 90 percent of their commercial
and Mcdicare patients—but only 55 percent of their
Medicaid patients—to an ASC instead of a hospital.
ASCs’ location decisions may also result in a smaller
share of Medicaid patients; for example, they may

choose to locate in areas with a high proportion of
commercially insured patients. In addition, many state
Medicaid programs do not pay Medicare’s cost sharing
for dual eligibles if the Medicare rate for a service
minus the cost sharing is higher than the Medicaid

rate for the service (Medicare Payment Advisory
Commission 2010a}. If states do not pay the cost
sharing for ASC services used by dual eligibles, ASCs
could be discouraged from treating these patients. B

or merged with other facilities (Table 5-2). The average
annual growth rate during this period was 5.1 percent.

To provide a more complete picture of capacity in ASCs,
we also examined the change in the number of operating
rooms, From 2003 through 2009, the mean number of
operating rooms per ASC increased slightly from 2.5

to 2.6, although the median number of operating rooms
remained the same at 2. This finding indicates that the
growth in the number of operating rooms has been similar

changed over time (Table 5-3, p. 108). Beneficiaries who do
not have access to an ASC may receive ambulatory surgical
services in HOPDs and, in some cases, in physicians’
offices. In addition, beneficiaries who live in rural areas
may travel to urban areas to receive care in ASCs.

Steady growth in the number of Medicare-certified ASCs
may indicate that Medicare’s payment rates have been at
least adequate, despite the fact that there were no positive
updates to ASC payment rates from 2004 through 2009.

However, Medicare payments are not a substantial source
of revenue for ASCs. According to a survey conducted by
the Medical Group Management Association, Medicare
accounted for only 17 percent of ASC revenue, on average,
in 2008 (Medical Group Management Association 2009).
In addition, other factors have likely influenced the growth
in the number of Mcdicare-certified ASCs:

to the growth in the number of ASCs.

Our analysis also indicates that ASCs are concentrated
geographically. As of 2009, Arizona had the most ASCs
per beneficiary followed by Washington, Tdaho, and
Maryland, with each state having more than 30 ASCs per
100,000 beneficiaries. Meanwhile New York had the fewest
ASCs per beneficiary, followed by Vermont and West
Virginia, with each state having fewer than 5 per 100,000. .
In addition, in 2009, most Medicare-certificd ASCs were

for profit and located in urban areas, a patiern that has not

Changes in clinical practice and health care
technology have expanded the provision of surgical
procedures in ambulatory settings.

Number of Medicare-certified ASCs has grown by 28 percent, 2004-2009

2004 2005 2006 2007 2008 2009

Number of centers 4,106 4,404 4,654 4,932 5,151 5,260

New canters 369 355 332 347 273 164

Exiting centers 77 57 82 69 54 55
Net percent growth in number of centers from previous year 7.7% 7.3% 57% 6.0% 4.4% 2.1%

Note:  ASC {ombulatory surgicol center}.

Source; MedPAC analysis of Provider of Services file from CMS, 2009,
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Most Medicare-certified ASCs
are urban and for profit

B

ASC type 2004 2009
Urban 87% 88%
Rural i3 12
For profit 26 96
Nonprofil 4 3

Note:  ASC {ambulatory surgical center]. Numbers may net sum to 100 percent
due fo rounding.

Source: MedPAC analysis of Provider of Services file from CMS, 2009.

»  Medicare began covering colonoscopy for colorectal
cancer screening in 1998, increasing beneficiary use
of the service in ASCs (and other settings).

»  ASCs may offer palients greater convenience than
HOPDs in terms of better locations, the ability to
schedule surgery more quickly, and shorter waiting
times.

»  For most procedures covered under the ASC payment
system, beneficiaries’ coinsurance is lower in ASCs
than in HOPDs.?

* Physicians may find it more efficient to perform
procedures in ASCs because they often have
customized surgical environments and specialized
staffing.

»  Physicians who invest in ASCs can increase their
revenue by receiving ASC facility payments. The
federal anti-self-referral law (also known as the Stark
Law) does not apply to surgical services provided in
ASCs.

»  Because physicians can probably perform more
procedures in ASCs than in HOPDs in the same
amount of time, they can earn more professional fees.

Number of services grew during 2004-2009;
newly covered services contributed to growth in
number of services during 2007-2009

Our examination of growth in service volume in ASCs
focused on the number of surgical services provided

per FFS beneficiary. We used this measure rather than
aggregate service volume because enrollment in FFS
Medicare has been declining in recent years due to large

increases in Medicare Advantage enrollment. We believe
that growth in aggregate service volume would understate
the extent to which FFS beneficiaries are receiving care in
ASCs. Also, our analysis includes only surgical procedures
that are covered under the ASC payment system, even
though the ASC payment system now provides separate
payment for some radiology services. We limited the
analysis to surgical services because before 2008 the
ASC payment system provided separate payment only
for surgical procedures. From 2004 through 2009, the
volume of surgical services per FFS beneficiary increased
by an average of 8.1 percent per year (47 percent overall),
including a 3.4 percent increase in 2009 over 2008 (Table
5-4).

The 2008 revision to thc ASC payment system
substantially increased the number of covered services,
and these newly covered services contributed 41 percent
of the overall volume growth from 2007 through 2009. We
evaluated the effect of the increased number of covered
services by breaking down the growth in service volume
from 2007 through 2009 into two parts: the portion due

to surgical services newly covered after 2007 (that is,
Medicare began paying for these services in ASCs in 2008
or 2009) and the portion due to surgical services covered
in both 2007 and 2009. Our analysis indieates that ASC
service volume per FFS beneficiary increased by 6.6
percent per year from 2007 through 2009 (Table 5-4)°
Services newly covered in 2008 or 2009 accounted for 2.7
percentage points of the increase in service volume per

TABLE
5-4 Volume of ASC services per FFS
beneficiary has continued to grow
Average annual
volume growth
per FFS
Time period beneficiary
2004 to 2009 B.1%
2007 to 2009 6.6
2008 to 2009 34
Services covered in 2007 2.4
Services newly covered in 2008 and 2009 23.7

Male: ASC {ombulatery surgical center], FFS [feefor-service).

Source: MedPAC onalysis af 5 percent carrier stondard onalytic cloims files,
2004, 2007, 2008, and 2009,
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Most frequently provided ASC services in 2009 were similar in 2007

2007 2009
Surgical service Percent of volume Rank Percent of volume Rank
Catarect surgery w/ IOL insert, 1 stage 19.9% 1 18.1% 1
Upper Gl endoscopy, biopsy 7.9 2 8.0 2
Diagnostic colonoscopy 59 3 4.6 4
Colonoscopy and biopsy 5.5 4 55 3
After cataract laser surgery 5.4 5 4.4 5
Lesian removal colonoscopy 4.8 6 4.4 6
Injection spine: lumbar, sacral {caudal) 4.3 7 3.6 7
Inject foromen epidurol: lumbar, sacral 31 8 3.6 8
Inject paravertebral: lumbar, sacral add on 2.9 9 2.8 ?
Inject poravertebral: lumbar, sacral 1.9 10 1.9 1
Lesion remove colonoscopy 1.7 H 1.3 15
Calon cancer screen, not high-risk individual 1.7 12 1.3 16
Inject foromen epidural odd on 1.6 13 2.0 10
Upper Gl endoscopy, diognosis 1.5 14 1.3 14
Colorectal sereen, high-isk individuol 1.4 15 1.6 12
Cystoscopy 1.3 16 1.2 17
Destruction paravertebral nerve, add on 1.1 17 1.4 13
Revision of upper eyelid 0.9 18 1.0 19
Cotaract surgery, complex 0.9 19 1.2 18
Inject spine, cervical ar thoracic 0.8 20 0.9 21
Total 74.6 70.0
Nate:  ASC {ombulatery surgical center], IOL fintraocular lans), G [gasirointestinal).

Saurce: MedPAC analysis af 5 percent carrier standard anclytic claims files, 2007 and 2009.

FFS beneficiary, while services covered in both 2007 and

2009 accounted for the remaining 3.8 percentage points.10

Moreover, the volume of surgical services newly covered
in 2008 or 2009 increased by 23.7 percent in 2009, but
these services were still a small share—35.3 percent—of
total ASC volume in 2009.

Although newly covered services contributed much of
the growth in service volume after 2007, the services
that have historically contributed the most to overall
volume continued to comprise a large share of the total
in 2009. For example. cataract removal with intraocular
lens insertion had the largest volume in both 2007 and
2009, accounting for 20 percent of volume in 2007 and
18 percent of volume in 2009. Moreover, 19 of the 20
most frequently provided services in 2007 were among
the 20 most frequently provided in 2009 (Table 5-5). For
these 20 services, service volume per FFS beneficiary

increased by 3.2 percent per year from 2007 through
2009, However, these 20 services accounted for a smaller
share of total volume in 2009 than in 2007: 70.0 percent
versus 74.6 percent. The fact that the most frequently
provided services make up a smaller share of the total
than previously may indicate that ASCs are diversifying
their operations in response to the payment and coverage
revisions made in 2008,

Evidence that surgical services have migrated from
HOPDs to ASCs

The growth in service volume provided in ASCs may
reflect, in part, migration of services from HOPDs to
ASCs. We compared volume growth for services provided
in ASCs with the growth of ASC-covered services
provided in HOPDs. We limited this analysis to services
that were covered in the ASC payment system in 2004,

as the inclusion of services covered in the outpatient
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L I A
TABLE
Volume of surgical services grew faster in ASCs than in HOPDs, 2004-2009
Average annual percent change, 2004-2009
Measure ASCs HOPDs
Number of services per FFS beneficiary 6.8% 0.1%
Number of beneficiaries served 3.6 -1.7
Services per beneficiary served 31 1.8

Note:  ASC [ambulatory surgical center}, HOPD {hospitol outpatieni depariment), FFS (fes-forservice). To ensure comparability across sectors, the services analyzed consist
of the same set of ambufatory surgical services. This set consists af services that were payoble by Medicare when pravided in an ASC in 2004.

Saurce: MedPAC analysis of 5 percent carrier and outpatient standard analylic claims fites, 2004 and 2009.

PPS in 2004 that became covered in the ASC payment
system after 2004 would have biased the results. From
2004 through 2009, the number of ASC-covered surgical
services per FF'S beneficiary grew by 6.8 percent per
year in ASCs but by only 0.1 percent per year in HOPDs,
which suggests that these surgical services may have
migrated fromm HOPDs to ASCs during that period

{Table 5-6). However, the difference in the rate of growth
between ASCs and HOPDs narrowed in 2009: Surgical
services per FFS beneficiary grew by 2.4 percent in ASCs
compared with 1.1 percent in HOPDs. Therefore, the pace
of migration of services from HOPDs to ASCs may be
slowing.

Other data also suggest a shift in surgical services to
ASCs. In Pennsylvania, ASCs’ share of outpatient
diagnostic and surgical procedures performed on all
patients rose from 10 percent to 33 percent between 2000
and 2009, Moreover, most of the growth in outpatient
diagnostic and surgical procedures during those years
occurred in ASCs (Pennsylvania Health Care Cost
Containment Council 2010).

However, factors other than migration to ASCs may

have contributed to the relatively slow growth of surgical
services in HOPDs. First, some HOPD services may have
migrated to physicians’ offices. Second, HOPDs may have
found that services not covered under the ASC payment
system, such as diagnostic imaging, are more profitable
than surgical services. From 2004 through 2009, volume
per FES beneficiary of services not covered under the ASC
payment system grew by 4.5 percent annually in HOPDs,
compared with only 0.1 percent growth in ASC-covered
services in HOPDs. !

Assuming there is no change in aggregate service volume,
a shift in surgical services from HOPDs to ASCs would
slow the growth of program spending because (starting in
2008) the payment rates for all surgical services are lower
in the ASC payment system than in the outpatient PPS.12
Our analysis comparing the number of cataract surgeries
with intraocular lens insertion provided in ASCs with
those in HOPDs illustrates this point. We found that, from
2004 through 2009, the proportion of these procedures
provided in ASCs increased from 59 percent to 69 percent.
Meanwhile, the payment rate for these procedures in 2009
was $965 in ASCs compared with $1,605 in HOPDs.

Most ASCs have some degree of physician ownership;,
physicians” investment in ASCs could give them an
incentive to perform more surgical services than they
would if they provided outpatient surgery only in HOPDs.
This additional volume could partially offset the effect of
comparatively lower ASC rates on Medicare spending.
Recent studies offer limited evidence that physicians

with an ownership stake in an ASC perform a higher
volume of certain procedures than nonowning physicians
(Hollingsworth et al. 2010, Mitchell 2010, Strope et al.
2009). One study, using a proxy measure of physician
ownership of ASCs in Florida, found that physicians

who invested in ASCs increased their volume of four
common surgical procedures in all settings more rapidly
than nonowning physicians (Hollingsworth et al. 2010)."
Although this study had limitations (it was based on a
single state, used a proxy measure of physician ownership,
and did not examine whether the additional procedures
were inappropriate), it does suggest that the growth in
ASCs may have resulted in greater overall volume of
surgical procedures and not simply a migration of services
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m Medicare payments to ASCs have grown, 2004-2009

2004 2005 2006 2007 2008 2009
Medicare poyments (billions of dollars) $2.5 $2.7 $2.8 $29 $3.1 $3.2
Medicore payments per FFS beneficiary $73 $78 $85 $90 $97 $102
Percent change per FFS beneficiary 10.9% 6.8% 8.5% 5.6% 8.1% 51%

Note:  ASC lombulatary surgical center), FFS (fee-forsarvice). Medicare payments include program spending aad beneficiary cost sharing for ASC focility services.

Source; CMS, Office of the Actuary.

from one setting to another. Consequently, the reductions
in Mcdicare spending due to lower payment rates in ASCs
could be partially offset by a higher overall number of
procedures.

Moreover, there is evidence that physician-owned specialty
hospitals are associated with higher volume in a market.
The Commission found that the entrance of a cardiac
hospital in a market was associated with a greater increase
in coronary artery bypass graft surgeries than would be
expected (Medicare Payment Advisory Commission
2006). Specialty hospitals and ASCs are different, but the
relationship between physician ownership and volumc of
services in specialty hospitals may be similar for ASCs.
Because it is probably easier to generate demand for some
of the low-risk procedures typically provided in ASCs
than for the higher risk procedures furnished in specialty
hospitals, the influence of physician ownership on volume
may be stronger in ASCs than in specialty hospitals.

Providers’ access to capital: Growth in
number of ASCs and ASCs’ financial
performance suggest adequate access

Owners of ASCs require capital to establish new facilities
and upgrade existing ones. The change in the number of
ASCs is the best indicator available of ASCs’ ahility to
obtain capital. The number of ASCs continued to increase
in 2009, although at a slower rate than in prior years
(Table 5-2, p. 107). The downturn in credit markets that
occurred in the latter part of 2008, the economic slowdown
that occurred in 2008 and 2009, and the sluggish pace of
the economic recovery likely reduced providers” access

to capital and may have had a role in slowing the growth
in the number of new ASCs. Because these economic
changes were unrelated to changes in Medicare payments,
changes in access to capital in 2009 may not be a good
indicator of Medicare payment adequacy. In addition,

Medicare accounts for a relatively small share of ASCs’
overall revenue, and thus other factors may have a larger
impact on access to capital for this sector.

Data on the financial performance of publicly traded ASCs
also provide evidence of the sector’s access 1o capital.
From 2009 through 2010, earnings per share (EPS) of
stock were expected 1o be largely unchanged for one of the
two publicly traded ASC chains (Deutsche Bank 2010a).
EPS for the other publicly traded chain was projected

to fall by 8 percent from 2009 through 2010, but it is
expected to increase by 11 percent in 2012 (Deutsche
Bank 2010b). The camings produced by thesc ASCs

are one source of capital they can use to establish new

facilities or expand existing ones. We caution, however,

that the publicly traded ASC chains represent only 4
percent of all Medicare-certifted ASCs, so their growth in
garnings may not be indicative of thc ASC industry.

Medicare payments: Payments have
increased rapidly

In 2009, ASCs received about $3.2 billion in payments from
Medicare and beneficiaries’ cost sharing (Table 5-7). From
2004 through 2008, spending per FFS beneficiary increased
by an average of 7.2 percent per year and by 5.1 percent

in 2009. From 2007 through 2009, spending per FFS
beneficiary increased by 6.6 percent per year, with services
newly covered after 2007 accounting for 2.4 percentage
points of that increase; services covered in both 2007 and
2009 accounted for the remaining 4.2 percentage points.

Earlier, we showed that services newly covered aficr
2007 accounted for 41 percent of the service volume
growth from 2007 through 2009. Some may be concerned
that payment rates for these newly covered services are
inadequate when they are equivalent to the nonfacility
praclice expense amount from the MPFS. However, the
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growth in spending and volume in 2009 suggests that ASC
payment rates for these newly covered services were at
least adequate. It is plausible that ASCs will furnish more
of the newly covered services in succeeding years as more
ASCs modify their operations to furnish those services. As
evidence, the volume of services that were newly covered
after 2007 increased by 23.7 percent in 2009 (these
services still represented a small share—>5.3 percent—of
total ASC volumc in 2009).

How should Medicare payments change
in 20127

Our payment adequacy analysis indicates that the supply
of Medicare-certified ASCs has increased, beneficiaries’
use of ASCs has increased, and access to capital has been
adequate. In addition, CMS increased the ASC conversion
factor by 1.2 percentin 2010 and by 0.2 percent in 2011.
The update for 2011 was based on a 1.5 percent increase
in the consumer price index for all urban consumers
(CPI-U), which CMS uses to update ASC rates, minus a
1.3 percent deduction for multifactor productivity growth,
as mandated by the Patient Protection and Affordable
Care Act of 2010 (PPACA). Howcver, our information for
assessing payment adequacy is limited because, unlike
other facilities, Medicare does not require ASCs to submit
cost or quality data.

Update recommendation

As the Commission considers an update to the ASC
conversion factor for 2012, several goals should be
balanced:

+ Maintain beneficiaries’ access to ASC services.
«  Pay providers adequately.

+ Hcld down the burden on the beneficiaries, workers,
and firms who finance Medicare.

= Maintain the sustainability of the Medicare program
by appropriately restraining spending in the ASC
sector.

»  Keep providers under financial pressure to constrain
COsts.

»  Require ASCs to submit cost and quality data.

Ensuring payment adequacy for ASCs is important to
Medicare. The providers with the greatest overlap of
surgical services with ASCs are HOPDs, and ASCs

can offer advantages over HOPDs that are beneficial to
maintain. Medicare’s cost per service is lower in ASCs,
and beneficiaries generally have lower coinsurance in
ASCs than in HOPDs for each procedure covered under
the ASC payment system (Government Accountability
Office 2006). Also, ASCs likely offer efficiencies to
beneficiaries and physicians that are not available in
HOPD:s. For patients, ASCs can offer morc convenient
locations, shorter waiting times, and easier scheduling;
for physicians, they can offer customized surgical
environments and specialized staffing. Thus, it is vital that
ASCs be paid adequately to ensure that beneficiaries have
this option available.

ASCs may still be in the process of adjusting to the
revised payment systern that CMS implemented in 2008.
However, indications based on data from 2008 and 2009
suggest that the revised payment system is not detrimental
and may be beneficial to ASCs' long-term future:

*  ASCs’ revenue and volume from Medicare-covered
services increased from 2007 through 2009, and much
of this growth was from scrvices newly covered after
2007.

s+ The volume of services that were newly covered under
the revised payment system increased by 23.7 percent
in 2009, but we caution that these services made up
only 5.3 percent of total surgical volume in ASCs in
2009.

¢ The number of ASCs increased in 2008, 2009, and
the first three quarters of 2010 despite an economic
slowdown and sluggish recovery.

However, to fully assess the effccts of the revised payment
systemn and make informed decisions about the ASC
update, we nced cost and quality data. Cost data are also
needed to examine whether an alternative input price index
would be an appropriate proxy for ASC costs or an ASC-
specific market basket should be developed (Medicare
Payment Advisory Commission 2010b). The Commission
has previously expressed concern that the market basket
index that CMS uses to update ASC payments (the
CPI-U) may not reflect ASCs’ cost structure (Medicare
Payment Advisory Commission 2010b). Quality data
would enable CMS to assess ASCs’ performance and
reward high-performing providers and allow beneficiaries
to compare quality among providers.
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Medicare does not require ASCs to submit cost or quality
data despite the Commission’s recommendations in
previous reports that ASCs submit such data to CMS
(Medicare Payment Advisory Commission 2004,
Medicare Payment Advisory Commission 2009, Mcdicare
Payment Advisory Commission 2010b). Although CMS
has the authority to require ASCs to submit quality data
and to reduce the annual update by 2.0 percentage points
for ASCs that fail to do so, the agency has decided to
postpone collection of those data to allow ASCs time to
adjust to the revised payment system and give CMS time
1o identify the most appropriate quality measures. CMS
has also raised concems about its resource constraints. We
are encouraged, however, that CMS intends to propose

an ASC quality measure reporting program in the 2012
proposcd rule for HOPDs and ASCs (Centers for Medicare
& Medicaid Services 2010).

Those who argue against ASCs submitting cost data
contend that ASCs typically are relatively small facilities
and have limited resources for supplying the data.

The Commission maintains, however, that ASCs are
businesses, and businesses typically keep records of

their costs for purposes such as filing taxes. Moreover,
other small providers, such as home health agencies

and hospices, are required to submit cost data to CMS.
Because collecting and vetting cost reports from the more
than 5,000 Medicare-certified ASCs would be burdensome
for CMS and because total Medicare spending on ASCs is
small relative to other sectors ($3.2 billion), CMS should
streamline the collection of cost data relative to other
sectors.

One data collection mechanism could be an annual survey
of a random sample of ASCs—for example, a randomly
selected set of facilities (with mandatory response).
Advantages of a random samnple are that all ASCs would
not have to furnish data each year and that CMS would

. have to process data from only a fraction of them. A
second mechanism could be cost reports from all ASCs
that are more streamlined than hospital cost reports but
still have enough information to fully assess the adequacy
of ASC payment rates and develop an ASC market basket.
An advantage of a streamlined cost report is that ASCs
would not face the uncertainty presented by a random
sample; each ASC would know that it has to submit a
cost report each year, In addition, a complete set of cost
data would be available for assessing payment adequacy
and developing a market basket. The burden on CMS
from auditing cost reports could be reduced by randomly
selecting a fraction of ali cost reports to audit.

RECOMMENDATION 5

The Congress should implement a 0.5 percent increase in
payment rates for ambulatory surgical cenfer services in
calendar year 2012 concurrent with requiring ombulatory
surgical centers to submit cost and quality data.

RATIONALE 5

On the basis of our payment adequacy indicators, the

lack of data on the cost and quality of ASC services,

and our concerns about the potential effect of ASC

growth on overall program spending, we believe that a
moderate update of 0.5 percent is warranted for 2012. The
Commission does not support a positive update for ASC
services unless the Congress requires ASCs to submit cost
and quality data to CMS.

A number of factors indicate that Medicare payments

to ASCs have been at least adequate. The Commission

has found continued growth in the number of Medicare-
certified ASCs as well as fairly strong growth in the
volume of services to Medicare beneficiaries, number

of beneficiaries receiving care in ASCs, and number of
services per beneficiary treated in ASCs. This growth
occurred despite no positive updates to ASC payment
rates from 2004 through 2009. In addition, the number of
services covered under the ASC payment system increased
substantially in 2008, providing ASCs with an opportunity
to enhance their Medicare revenue. Data suggest that
ASCs arc adapting to the opportunities presented by the
increase in covered services. From 2007 through 2009,
the newly covered services contributed 41 percent of the
growth in service volume and 37 percent of the growth in
spending. Moreover, in 2009, the volume per beneficiary
of these newly covered services increased by 23.7 percent.
Finally, the growth in the number of ASCs indicatcs

they have at least adequate access to capital. Therefore,
although we lack cost and quality data, the indicators we
do have suggest that payments have been adequate.

It is vital that CMS begin collecting cost and quality

data from ASCs without further delay. The lack of cost
and quality data for ASCs is a major reason why our
recommended update for ASCs is lower than that of the
other two sectors that perform ambulatory surgeres—
physicians’ offices and HOPDs. Cost data from ASCs
would enable analysts to determine the costs of an efficient
provider, which would help inform decisions about the
ASC update. All else being equal, continued growth in
the volume of Medicare services, number of beneficiaries
treated in ASCs, and number of Medicare-certified ASCs
signal that payments are at least adequate. However, data
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on the financiat performance of ASCs are important to
give the Congress a more complete picture of payment
adequacy. Cost data are also needed to examine whether
an alternative input price index would be an appropriate
proxy for ASC costs or whether an ASC-specific market
basket should be developed. Not all ASCs would be
required to submit cost information if CMS decided to
collect cost data by surveying a random sample of ASCs.

Quality data from ASCs would enable CMS to assess
performance and reward providers through payment
adjustments based on quality and allow beneficiaries

to compare providers and sites of care on the basis of
quality. Because CMS will require time to develop a
method for collecting cost and quality data and to select
quality measures, we recognize that ASCs may not begin
submitting data during 2012. However, the Congress
should require ASCs to submit these data as soon as
possible so that CMS can begin preparing to collect the
data. We are encouraged that CMS intends to propose

an ASC quality measure reporting program in the 2012
proposed rule for HOPDs and ASCs (Centers for Medicare
& Medicaid Services 2010).

We believe that a 0.5 percent increase in ASC payments
for 2012 will enable ASCs to continue fumnishing services
to beneficiaries, thereby maintaining beneficiaries” access
to ASC care. Under current law established in PPACA, the
update in 2012 for ASCs would be the currently projected
increase in the CPI-U of 2.1 percent less the currently
forecast multifactor productivity growth of 1.3 percent, for
a net update of 0.8 percent (IHS Global Insight 2010).

In developing this recommendation, we considered

the advantages that ASCs offer relative to HOPDs.
Specifically, ASCs can offer greater efficiency and
convenience to patients and providers. In addition,
program spending and beneficiary cost sharing are
generally lower in ASCs than in HOPDs on a per
service basis. Therefore, migration of surgical services
from HOPDs to ASCs could reduce agprepate program
spending and beneficiary cost sharing.

However, such an impact on aggregate spending and cost
sharing is not certain. If ASCs are drawing services away
from settings where payment rates typically are lower,
such as physicians’ offices, the expansion in the number
of ASCs would increase Medicare spending. In addition,
HOPDs may be increasing their provision of nonsurgical
services to offset the migration of surgical procedures to
ASCs. Finally, the prevalence of physician ownership

of ASCs may give physicians an incentive to perform
more surgical services than they would if they provided
outpatient surgical services only in HOPDs. Recent studies
offer limited evidence that physicians with an ownership
stake in an ASC perform a higher volume of certain
procedures than nonowning physicians. To the extent that
physicians act on this financial incentive, a higher overall
number of procedures could offset some of the reductions
in program spending and beneficiary cost sharing that
result from ASCs’ lower payment rates and coinsurance.

IMPLICATIONS 5

" Spending

s Because the projected update under current law for
2012 would be 0.8 percent, our recommended update
of 0.5 percent would decreasc federal spending by less
than $50 million in the first year and by less than $1
billion over five years.

Beneficiary and provider

«  Because of the growth in the number of Medicare-
certified ASCs and the number of beneficiaries
treated in ASCs, we do not anticipate that this
recommendation will diminish beneficiaries’ access
to ASC services or providers’ willingness or ability to
provide those services.

+  ASCs will incur some administrative costs to submit
cost and quality data, B
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Endnotes

The Medicare Prescription Drug, Improvement, and
Modemization Act of 2003 eliminated a requircment that the
Sceretary collect cost data from ASCs cvery five years.

Medicare’s share of total ASC revenue varies by type of
ASC, ranging from 7 percent for ASCs that specialize in
orthopedic procedures to 43 percent for ASCs that specialize
in ophthalmology cases (Medical Group Management
Association 2009),

Because ASCs are disproportionately located in some states
(such as California, Florida, Georgia, Maryland, and Texas),
we weighted beneficiarics so that in each state the percentage
of beneficiaries recciving care in ASCs maiched the national
percentage. This process prevented idiosyncrasics in states
that have high concentrations of ASCs from biasing the
results, The analysis excluded beneficiaries who received
services that are not payable by Medicare in ASCs.

Some of the discrepancies we sec between the profile of ASC
patients and the profile of HOPD patients are not as large as
they appear becausc of interactions with other variables. For
cxample, Medicare patients who also have Medicaid coverage
(dual cligibles) are less likely (o receive care in ASCs than in
HOPDs. The smaller share of African Americans treated in
ASCs is influcnced by the fact that they are more likely than
other races and cthnicities to be dual cligibles. If we control
for differences in the percent of dual cligibles in ASCs and
HOPDs, the share of African Americans treated in ASCs rises
from 6.6 percent to 7.6 percent, compared with 10.0 percent
in HOPDs.

Risk scores represent beneficiaries’ cxpected service use
given their health status relative to that of the national average
beneficiary. For the 10 categories of procedurcs with the
highest share of Medicare payments to ASCs, paticnts treated
in ASCs in 1999 had somewhat lower average risk scores than
HOPD palients.

These data are based on 262 ASCs and 171 hospitals.

The sample of frecstanding ASCs in the NSAS includes
facilitics listed in the 2005 Verispan Freestanding Outpatient
Surgery Center Database and Medicare-certified ASCs from
CMS’s Provider of Services file (Cullen et al. 2009). Thus, at
least some of the ASCs in the sample may not be Medicare-
certificd ASCs.

10

il

12

13

By statute, coinsurance for a service paid under the outpatient
PPS cannot exceed the hospital inpatient deductible (1,132
in 2011). The ASC payment system does not have the

same limitation on coinsurance, and for a few services the
ASC coinsurance exceeds the inpaticnt deductible. In these
instances, thc ASC coinsurance cxceeds the outpatient PPS
coinsurance.

Our analysis of service votume in 2009 included surgical
procedures only, as nearly all these procedures had Current
Procedural Terminology codes in the range 10600069999, Our
analysis of 2009 service volume did not include nonsurgical
scrvices, such as radiology services, brachytherapy sources,
drugs, and pass-through devices. In addition, it did not include
services that are packaged in 2009.

Office-based procedures accounted for most of the growth
from newly covered scrvices. These procedures accounted for
2.4 percentage points of the average annual volume increase
from 2007 through 2009.

In Chapter 3 of this repori, we repori an average annual
growth rate for hospital cutpaticnt services from 2004 through
2009 of 4.3 percent. The growth rate of 0.1 percent for
HOPD services that we report in this chapter is much fower
because it rclers to growth in surgical services covered in the
ASC payment system as of 2004, The growth rate reported

in Chapter 3 is for all surgical scrvices and all nensurgical
services provided in HOPDs. Surgical services covered in the
ASC payment system in 2004 make up only 5.6 percent of
total volume in HOPD:s.

Before 2008, ASC rates could be above, below, or cqual to
HOPD ratcs.

This study assumed that physicians who performed at lcast 30
percent of their outpatient surgeries at a given ASC within a
year were ASC owners, The four procedures for which there
was a significant relationship between ASC ownership and
volume in the time series analysis were carpal tunnel release,
cataract excision, colonoscopy, and knce arthroscopy. There
was no significant relationship for myringotomy with tubec
placement.
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PREFACE

Separate payment systems are used in each ambulatory setting where care
is provided to Medicare beneficiaries: hospital outpatient departments,
ambulatory surgical centers and physician offices. For most services, Medicare
pays different amounts for the facility-related component of providing
comparable services in the different settings. The payment differentials have
raised guestions about what types of potentially perverse financial incentives
exist that could influence a provider’'s choice of ambulatory setting and
whether Medicare is paying a premium for services that could appropriately be
provided in a less costly setting (MedPAC, 2004) .

The Office of the Assistant Secretary for Planning and Evaluation, U.S.
Department of Health and’ Human Services asked RAND to analyze issues related
to modifying Medicare payment policy for health care services delivered in
various ambulatory settings so that payment rates reflect the costs of
delivering the services in each setting. This report describes our findings
with respect to the payment and cost differentials for a set of high volume
procedures provided in multiple ambulatory settings and discusses potential
policy options. The study should be of interest to health policymakers.

This study was funded under HHS contract number 1003001%. The research
was conducted by RAND Health, a division of the RAND Corporation. A profile of
RAND Health, abstracts of its publications, and ordering information can be

found at www.rand.org/health. Comments on this report should be directed to

Barbara Wynn, the principal investigator {wynn@rand.org) .
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Separate payment systems are used in each ambulatory setting where care
is provided to Medicare beneficiaries: hospital outpatient departments
(HOPDs), ambulatory surgical centers (ASCs) and physician offices {PO8) . For
most services, Medicare pays different amounts for the facility-related
component of providing comparable services in different settings. The payment
differentials have raised guestions about what types of potentially perverse
financial incentives exist that could influence a provider’s choice of
ambulatory setting and whether Medicare is paying a premium for services that

could appropriately be provided in a less costly setting (MedPAC, 2004).

PURPOSE

The Office of the Assistant Secretary for Planning and Evaluation asked
RAND to analyze issues related to modifying Medicare payment policy for health
care services delivered in various ambulatory settings so that payment rates
reflect the costs of delivering the services in each setting. The study had
three main objectives: (1) document the payment differentials for equivalent
facility services provided to Medicare beneficiaries in different ambulatory
settings; (2) inform the peolicy debate con whether the differentials reflect
cost differences that should be accounted for in the payment systems; (3)
develop potential policy options to reduce or eliminate inappropriate

differentials.

STUDY DESIGN

The study was an exploratory analysis of the issues using a set of high-
volume services that are performed in multiple ambulatory settings. We used
the selected services to document at the procedure-code level the differences
in the 2008 Medicare fee schedule rates across HOPDs, ASCs, and POs. These
rate comparisons are indicative of the differences in Medicare payments across
gsettings, but do not necessarily provide an accurate measure the payment
differentials for some procedures because the definition of the items and
services that are included in the unit of payment are ncot necessarily
consigtent across settings. We supplemented our analysis of Medicare payment
differentials with an analysis of private insurance payment differentials for

the study procedures. To explore differences in the costs of providing




services across settings, we drew on the available data and methods used in
the hospital outpatient prospective payment system {OPPS) and physician fee
schedule rate-setting processes to examine procedure-level cost differences in
both total estimated cost and the percentage attributable to indirect costs.
For ASCs, data limitations reguired that we take a different approach. We used
administrative data and financial reports from ASCs collected by the
California Office of Statewide Health Planning and Development to estimate an
overall cost level that could be compared to HOPD cost level implicit in the
OPPS conversion factor.

After documenting the payment and cost differentials across settings for
the study procedures, our next task was to explore the factors beyond the
rate-setting methodologies that might account for the differences. Based on a
review of earlier studies, we identified four factors in addition to the
underlying infrastructure differences that might explain differences in the
cost of providing services: patient characteristics, accreditation and
regulation, service content, and coding. We used an approach that combined
analysis of data where possible and extensively supplemented these data with
opinions of professionals providing the services selected for further study.
We used a semi-structured interview approach to obtain this information.

Our selection of the study procedures and methodological approach was
guided by a technical expert panel. We used the input of panel members and the
findings from our interviews and cost analyses to frame the options for
potential policy changes and to identify areas where additional research is

needed.

SUMMARY OF FINDINGS

With the implementation of payment policy changes in 2008 that set ASC
payment rates for most procedures at 67 percent of the amounts paid te ASCs,
payment differentials have been largely standardized between HCPDs and ASCs.
Some differentials remain because ASC services that are commenly furnished in
POs are paid at the lower PQ rate. The payment differential between HCPDs and
BSCg will change over time due to different conversion factor update methods
and separate budget-neutrality adjustments for recalibration of the relative
weights. Payment rates for similar services vary widely between HOPD/ASCs and

POs, with the size of the differential varying by service. Measuring these




differentials, however, is problematic because of differences in the related
gervices that are packaged into the payment for a given procedure.

Private payer payment differentials are generally less than the Medicare
payment differentials between HOPD and PO services. There are also substantial
differences in the distribution of some of the study procedures across
settings, with a higher percentage of non-Medicare patients receiving services
in the PO setting and a lower percentage receiving services in the ASC
setting.

Measurement of costs is extremely hampered by available data sources.
Using the current fee schedule cost finding methods to compare HOPD and PO
costs at the procedure-level, cost differentials between settings are also
large, although smaller than the payment differentials. Payment differentials
are larger than cost differentials chiefly because of budget neutrality
provisions. Using California ASC data, the overall payment differential
between HOPD and ASC costs appears roughly comparable to the cost
differentials.

Our interviews and literature review found several differences between
settings that may justify some of the observed cost and payment differentials.
Patient comorbidity is seldom the primary reason for referral to HOPDs;
patients receiving the study procedures are typically at low risk for adverse
outcomes in all settings. However, patients requiring more resource-intensive
procedures {e.g., additional equipment or medications) may be referred more
frequently to the HOPD because the payment rate is perceived to be
insufficient to cover the costs of providing care in the ASC/P0 setting.

The physicians that we interviewed expressed a strong preference of the
efficiency of ASCs relative to HOPDs, due to newer physical plants, shorter
patient turnover time, dedicated resources in close proximity, as well as
differences in “culture” that can promote slowness and inefficiency in the
HOPD. The regulatory burden is much lower in POs than ASCs or especially
HOPDs. However, HOPDs may benefit from being able to spread costs across more

service lines. HOPDs also provide more charity care than ASCs and POs.

DISCUSSION
our findings suggest that payment differentials between settings are
large and variable among procedures to an extent that do not appear justified

by factors we examined. What policies could be used to establish payment




differences consistent with “value-based” purchasing concepts? There is no
obvious answer to this question. Indeed, the question raises several major

policy issues:

+ Medicare is paying more for services provided in HOPDs that could be
appropriately provided in less resource-intensive settings. As a prudent
buyer, when ig it appropriate for Medicare pay more than the amount
applicable to the “least costly” setting for comparable services?

« policies that “level the playing field” across ambulatory settings could
either decrease payments to HOPDs and/or increase payments to ASCs and
POs. Under either approach, services are likely to shift to non-hospital
settings and hospitals will face lower revenues for HOPD services that
can be appropriately provided in other settings. What is likely to occur
if hospitals lose their ability to cross-subsidize services that can
only be provided in the hospital setting?

+ While the differentials for particular services vary widely, they are an
integral part of different payment systems for HOPD/ASC gervices on one
hand and PO services on the other. Is it appropriate to deviate from
site-specific fee schedules for particular services?

ADDRESSING ASC/HOPD PAYMENT DIFFERENTIALS

payment differentials between ASCs and HOPDs have largely been
standardized in 2008 but will begin to diverge because of differences in the
update policies. There are several “tweaks” to the existing policy that could
help to make payments more consistent with cost and maintain the relationship

in the future.

s Determine ASC conversion factor based on cost. The ASC conversion
factor was set at 67% of the OPPS conversion factor in order to be
budget neutral with estimated ASC payments under the prior system. If
ASC payment levels differ widely from actual ASC costs, it could lead to
distortions in where services are provided. State databases containing
both utilization and financial data could be used to measure differences
in overall cost levels between the twc settings.

s+ Same update factor for ASC/HOPD. Since ASCs and HOPDs will use
different methods for updating the conversion factor, the payment
differential (currently set at 67% on a budget-neutrality basis} will
change over time in unpredictable ways. A legislative change to allow
the same update factor would eliminate this source of variability in
payment differentials between the two settings.

¢ Maintain same OFPS/ASC relative weights over time. The relative weights
for 0PPS procedures will be updated annually on a budget -neutral basis
separately for HOPDs and ASCs. Consolidating the budget neutrality
calculations or making the ASC budget neutrality adjustment to the
conversion factor rather than the relative weights will preserve a
consistent relationship between HOPD and ASC relative weights, but may
also require legislative change.

ADDRESSING PO/HOPD PAYMENT DIFFERENTIALS
pPayment differentials between POs and HOPDs are products of two different
rate-getting approaches and are larger than between ASCs and HOPDs, sco that

addressing them would regquire more substantial policy changes. There are

xiidi




several potential ways that PO/HOPD payments could be made more consistent,

including:

¢ Same bundling policies for PO as other settings. A first step toward
more consistent payments would be to apply the OPPS bundling rules to
the PO setting to the extent practical. This may not be practical for
two separate procedures involving two different physicians during the
same encounter but should be feasible for items and supplies that are
billed by the physician providing the service in a PO, such as contrast
media and drugs that are bundled into the OPPS payment.

s Conasistent policies for multiple procedure discounting. Discounting for
imaging services applies only to services provided in the PO. The
rationale for discounting is equally applicable to imaging services
provided in the HOPD setting.

e Reduce the differential for commonly performed PO services. The payment
differential between HOPDs and POs could be standardized for appropriate
procedures, similar to how HOPD/ASC differentials were standardized.
This could be done by blending the rates for HOPDs and POs or by capping
the HOPD payment rates at a percentage of PO PE payment rates for
services that could appropriately be performed in either setting and are
not likely to vary in clinical content across settings. Either method
could recegnize the higher HOPD cost structure.

AREAS FOR ADDITIONAL RESEARCH

This exploratory study was performed using available data and a small set
of study procedures chosen in part to maximize comparability. The
interpretation of the results on payment and cost differentials is limited by
differences in the comparability of services and methods between settings and
by lack of a measure of efficient costs. The generalizability of the results
is limited by the sample of study procedures. Further research could address

these issues.

. Comparability of services across settings. Analysis of administrative
data for services provided in physician offices and other non-facility
settings is needed to inform the extent to which services that are
bundled in the HOPD/ASC settings are separately paid in POs. This
information is needed to fully understand the payment differentials
between the settings. Analysis of 2008 or later utilization data would
provide information on differences in the distribution of procedures
within AFCs between ASCs and HOPDs and whether there are differences
in procedure mix between the two settings after the ASC policy changes
are implemented.

. Comparability of coets across settings. Comparability of costs across
settings could be addressed by conducting resource-based costing
studies on selected procedures across all three settings. The findings
from the non-Medicare payment analyses could be used to target
candidate procedures.

. Efficlency of care across settinga. While there is general agreement
that Medicare should cover the costs of efficiently delivered care,
there is no consensus on how to measure efficiency and the extent to
which efficiency measures should consider not only cost but quality
outcomes (McGlynn, 2008}. The issue of whether ambulatory care is more
efficiently delivered in cne setting than another could be further
addressed by expanding the unit of analysis to the episode of care
that would include related services and follow-up care.




Generalizability. Because one criterion in selecting the study
procedures was that the procedures were unlikely to vary by patient
characteristics and clinical content, our findings are not
generalizable to the range of services provided in multiple ambulatory
settings. Generalizability could be addressed by extending the
analyses to more complex and invasive procedures.
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APC ambulatory payment classification

RARHC Accreditation Association for Ambulatory Health Care
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CCR Cost-to-charge ratio
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1. INTRODUCTION

Many health care services are provided in multiple ambulatory settings.
For example, a colonoscopy can be performed in a hospital ocutpatient
department (HOPD), ambulatory surgical center ({ASC), or physician office (PO).
Due in part to improvements in technology and health care delivery, many
services that previously required an overnight hospital inpatient stay have
migrated to ambulatory care settings. As a result, the volume of ambulatory
care procedures has increased while inpatient procedure volume has
progressively declined (Figure 1.1). Prospective payment for hospital
inpatient care, implemented by Medicarxe in 1983 and subsequently adopted by
other payers, also provided an incentive to provide services outside the
traditional inpatient setting.

Separate Medicare payment systems are used in each ambulatory setting.
For most services, Medicare pays different amounts for the facility-related
component of providing comparable services in different settings (other payers
using similar reimbursement schemes would do the same). The payment
differentials have raised questions about what types of potentially perverse
financial incentives exist that could influence a provider’s cheice of
ambulatory setting and whether Medicare is paying a premium for services that

ecould appropriately be provided in a less costly setting (MedPAC, 2004).




Figure 1.1
Inpatient vs. Outpatient Surgery Volume, 1381-2005
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PURPOSE AND OBJECTIVES

The purpose of this study is to analyze issues related to modifying
Medicare payment policy for health care services delivered in various
ambulatory settings so that payment rates reflect the costs of delivering the
gervices in each setting. The study has three main objectives: (1) document
the payment differentials for equivalent services provided to Medicare
beneficiaries in different ambulatory settings; (2) inform the policy debate
on whether the differentials reflect cost differences that should be accounted
for in the payment systems; (3) develop potential policy options to reduce or

eliminate inappropriate differentials.

BACKGROUND

Overview of Current Medicare Payment Pollicy for Ambulatory Services
Medicare payment for physician professional services, based on the
physician fee schedule, is the same in all ambulatory settings. However,
payment differentials exist between settings for the facility-related
components of care, such as nursing and other staff salaries, eguipment,
buildings, and supplies. 1In this study, when we discuss payment
differentials, we are referring to differentials in the facility payments

between settings. In HOPDs and ASCs, separate payments are made to cover the




facility portion of the service. Payment for the facility costs of services
provided in POs (ag well as independent diagnostic testing facilities or
IDTFs) is made through the practice expense component of the physician fee
schedule.

Physician Offices. Each service in the physician fee schedule is
asgigned relative value units (RVUs) for three components: physician work,
practice expense (PE), and malpractice liability costs. PE RVUs are based on
the costs of resource inputs usSed in providing a service including facility
rent, non-physician personnel labor, equipment, and supplies. The estimates of
resource inputs used for each procedure were originally provided by the
Clinical Practice Expert Panel (CPEP}. The CPEP estimates for most
procedures have been refined based on supplemental data and recommendations of
the Practice Expense Advisory Committee (PEAC). A revised methodology for
calculating PE RVUs was adopted in 2007 and is being implemented over a four-
year transition.

PE RVUs are calculated separately for the same service provided in
facility {e.g., HOPD, ASC) and non-facility (e.g., PO, independent diagnestic
testing facility such as a freestanding imaging center) settings since
separate facility payments to an HOPD or ASC may cover many expenses that a
physician incurs in a non-facility setting. PE payments are made for services
provided in the facility setting because physicians use some of their own
resources in delivering services in a facility, including pre- and post-
procedural care and administrative expenses {e.g.., scheduling and billing
costs).

Hospital Outpatient Departments. The OPPS uses an ambulatory payment
classification (APC) system to group clinically coherent sets of procedures
that require similar resources. The service or item with highest median cost
in an APC may not be more than twice as costly as the service or item with the
lowest median cost in that APC, subject to certain exceptions {the "2 times
rule”). Fach APC has a relative weight based on the median cost for the
procedures in the group relative to the median cost for a mid-level clinic
visit. Costs are determined using data from hospital Medicare claims and cost
reports. APC groupings and relative values are updated annually based on the
most recent available data and recommendations of the APC Advigeory Committee.

Payment is based on the APC relative weight multiplied by a dollar

conversion factor and is adjusted for differences in wage levels across




geographic areas. Within each APC, payments for services and items that are
considered an integral part of the primary procedure are packaged into the

payment for the primary procedure. Separate payments are made for:
e Corneal tissue acgqguisition costs

s Brachytherapy sources furnished before July 1, 2008!
¢ Blood and bloecd preducts
¢ Expensive drugs (those with a per day cost of $60 or more in 2008)

¢ Certain new technoleogy drugs, biologicals, and devices

Ambulatory Surgical Centers. Medicare coverage for services provided by
an ASC is limited to items and services that are an integral part of a
surgical procedure that does not pose significant safety risk when performed
in an ASC and is not expected to require an overnight stay. Beginning in 2008,
Medicare expanded the list of approved surgical procedures and revised the
payment system to parallel the OPPS, 2 ASCs are paid using the OPPS APCs. The
2008 APC relative weights are the same as those under OPPS. The 2008
conversion factor (calculated to result in aggregate payments under the new
system equal to aggregate payments under the old rate methodology) equals 67%
of the OPPS standard conversion factor. The hospital wage index is used as
the geographic adjustment factor and is applied to 50 percent of the standard
payment . Because the labor-related share for HOPDs is 60 percent under the
0PPS, the geographic-adjusted conversion factor deviates from 67% of the QPFPS
rate at the MSA-level. In addition, the APC relative weights used for CPPS
and ASC payment will diverge in the future because the annual budget
neutrality calculation used in recalibrating the relative weights will be
performed separately for HOPDs and ASCs. The ratioc between the OPPS and ASC
conversion factors will also change in the future because of different
convergion factor update methodologies (consumer price index update for ASCs
vs. hospital market basket update for OPPS}.

Prior to 2008, the approved list of ASC procedures excluded procedures
that are commonly performed in a PO. These procedures are now covered when
performed in an ASC but the ASC payment rate is capped at the non-facility
practice expense payment amount in the physician fee schedule. The purpose of

4

1 The Medicare Medicaid, and SCHIP Extension Act requires Medicare to pay
hospital outpatient departments for brachytherapy sources at charges adjusted
to costs for sources furnished before Julyl, 2008.

2 There ig a four-year transition from the old payment system to the new
payment system for procedures that were on the approved list in 2007.




the cap is to reduce the incentive to convert POs to ASCs or to move office-

based surgery into ASCs. Even with the cap, CMS estimates that 15 percent of
gurgical procedures will move from POs to ASCs (CMS, 2008).

If a non-covered service (such as a procedure on the HOPD “inpatient
only” list) is provided in an ASC, the physician is paid for professional
services based on the facility-setting PE. No additional payment is made to
either the ASC or the physician for the facility-related costs of providing

the service. 2

Importance of Payment Differentials

The payment differentials between HOPDs, ASCs, and POs could simply be
artifacts of the unique ways by which each payment system was developed and
may not reflect actual differences in the cost of providing services (Wynn,
2004) . Adding to the uncertainty is the fact that in some cases, the various
care settings are virtually indistinguishable: a freestanding ASC may be
similar to an outpatient surgical center that is part of a hospital, or it may
closely resemble a PO. Some hospital systems have purchased FOs and operate
them as provider-based ocutpatient clinics.

The financial incentives created by payment differentials could
potentially lead to two main types of unintended consequences that would be of
concern. First, Medicare costs (as well as beneficiary cost sharing) might be
increased by a lack of efficiency in payment for ambulatory care services,.
Second, the quality of care could potentially be decreased by inappropriate
delivery of some services in ASCs and POs, where there is less capacity
compared to hospitals to address serious complications that might arise. The
extent to which either of these unintended consegquences is occurring is not
clearly understood. The recent rate of increase in the volume and costs of
ambulatory care services provided to Medicare beneficiaries (MedPAC, 2006)
highlights the importance of efficient payment arrangements for high-gquality
ambulatory care.

Different factors may account for cost differences across ambulatory
settings. Patient selection could result in differences in the costs of

delivering the same procedure in different setfings. For example, physicians

3 This policy was effective in 2008. Previously, the physician payment
for services that were not ASC covered-services was based on the PE for the
non-facility setting.




may decide to perform procedures that are approved in multiple settings in an
HOPD if the patient is determined to be at high risk for complicaticns.
Procedures may be more costly to deliver if patient risk factors, such as
comorbidities and age, require more careful or intensive treatment. There may
also be differences in the clinical content of the procedure between settings.
Differences in infrastructure costs and regulatory regquirements among the

three care settings may also lead to differences in the costs of procedures.

Reducing Payment Differentials: A Brief History

The appropriateness of the payment differentials between ambulatory
gettings has been a long-standing Medicare payment policy issue. Under the
prior cost-based reimbursehent system for hospital outpatient services,
blended payment rates applied to surgical procedures and to radiology and
other diagnostic tests based on a the hospital’s aggregate Medicare costs for
these services and Medicare’'s payment rates for similar services in other
ambulatory settings. Reducing differences in payment across ambulatory
settings was an articulated policy goal when the hospital outpatient
prospective payment system (OPPS) was being developed (Wynn, 2005).
Nevertheless, when the system was actually implemented in 2000, the blended
payment rates were dropped and with a few notable exceptions, payment for
services provided in multiple ambulatory settings are based on different
methods of estimating the costs of providing services in each setting. The

major exceptions are:
» A single fee schedule applies to clinical diagnostic laboratory tests
furnished by HOPDs, POs, and independent diagnostic clinical
laboratories;

e Durable medical eguipment, prosthetics, and orthotics furnished under
Part B are paid under the same fee schedule;

s A single fee schedule applies to outpatient therapy services (physgical
therapy, occupatiocnal therapy, and speech-language pathology) .

Because hospitals are assumed to have a higher cost structure than ASCs
or POs, Medicare payments for most procedures are higher when they are
furnished in HOPDs than in other ambulatcry settings. Provisions in the
Deficit Reduction Act of 2005 addressed particular situations where this has

not been the pattern:

e Section 5102 capped the *“technical” component of the physician fee
schedule for imaging services {such as X-rays and magnetic resonance
imaging) performed in POs and independent diagnostic testing
facilities at the rates paid to HOPDs;




e Section 5103 capped the ASC rate for ambulatory surgery under the
prior payment system at the rate paid to EOPDs.

OVERVIEW OF DATA AND METHODS

Our study involves an exploratcory analysis of the issues using a set of
high-volume services that are performed in multiple ambulatory settings. The
services (which we defined by APC) and the method we used to select them are
described in the next section. We used the selected services to document at
the procedure-code level the differences in the 2008 Medicare fee schedule
rates across HOPDs, ASCs, and POs. These rate comparisons are indicative of
the differences in Medicare payments across settings, but do not necessarily
provide an accurate measure the payment differentials for some procedures
pecause the definition of the items and services that are included in the unit
of payment are not necessarily consistent across settings. We reviewed
Medicare policy instructions and coding guidance to identify where there may
be comparability issues. However, we did not adjust the rate comparisons
becauge doing so requires analyses of claims data that are beyond the scope of
this study. We supplemented our analysis of Medicare payment differentials
with an analysis of private insurance payment differentials for the study
procedures. Our data source was Thomson Medstat’s Market$can® Database of
commercial insurance claims in 2005.

To explore differences in the costs of providing services across
eettings, we drew on the available data and methods used in the OPPS and
physician fee schedule rate-setting processes to examine procedure-level cost
differences in both total estimated cost and the percentage attributable to
indirect costs. For ASCs, data limitations required that we take a different
approach. We used 2005 administrative data and financial reports from ASCs
collected by the California Office of Statewide Health Planning and
Development to estimate a cost per relative weight analogous to the OPPS
conversion factor.

After documenting the payment and cost differentials across settings for
the study procedures, our next task was to explore the factors beyond the
rate-setting methodologies that might account for the differences. Based on a
review of earlier studies, we identified four factors in addition to the
underlying infrastructure differences that might explain differences in the

cost of providing services: patient characteristics, accreditation and




regulation, service content, and coding. Although data would be optimal to
determine the contributions of each of these factors, in most situations such
data were unavailable or their use was infeasible for the current study.
Therefore, we used an approach that combined analysis of data where possible
and extensively supplemented these data with opinions of professicnals
providing the services selected for further study. We used a semi-structured
interview approach to obtain thisg informatien.

our selection of the study procedures and methodological approach was
guided by a technical expert panel that convened at an all-day meeting at the
beginning of the study and met once again by phone after cur interviews and
cost analyses were completed. We used the input of panel members and the
findings from our interviews and cost analyses to frame the options for
potential policy changes and to identify areas where additional research is

needed.
OVERVIEW OF STUDY PROCEDURES

Methodology for selecting study procedures

For the purpose of selecting service categories for further analysis, we
first identified three sets of Medicare high-volume services: one for those
performed in the HOPD and PO, one for those performed in the HOPD and ASC, and
the other for those performed in all three settings. To estimate volume and
total payments for Medicare services, we used CMS administrative files?
containing payment rates and aggregate counts of services for the three
settings. The payment rates for procedure selection were based on 2007
Medicare policy (before ASCs were paid on the basis of APCs) . We used 2007
APCs to group clinically related services for analysis (for all three settings
even though only the HOPD was actually paid in this manner in 2006 and 20Q7).
We then identified APCs for further analysis considering the following

criteria:
¢ High Medicare veolume

¢ Performed at least 10 percent of the time in each of at least two
ambulatory settings

4 The files included two files published with the OPPS Final Rule
("Median Costs for Hospital Outpatient Services by APC Group” and “Addendum
A"; two files published with the Physician Fee Schedule {(*Utilization” and
spddendum B”); and two files published with ASC payment rates {“*Supporting
Data” and “ASC HCPCS").




® Services for which the site-of-service payment differential has
substantial impact on Medicare expenditures, but with varying pizes of
payment differentials because they may lead to different policy
alternatives

eDifferent types of services {e.g., diagnostic procedures, surgical
procedures)

e¢Services with payment differentials that indicate higher payment rates
in each of the three settings (HOPD, ASC, and PO) than in the other
settings. This criterion is limited in applicability because ASC
procedures were capped at the HOPD rate {and are now paid based on &7
percent of the OPPS rate) and the technical component of imaging
gervices paid under the physician fee schedule are capped by the HOPD
rate.

® The gervices are likely to be comparable across settings in terms of
patient mix and outcomes. This criterion led tc the selection of
lower-acuity surgical procedures and non-invagive procedures that
typically involve little follow-up.

The final set of study procedures was chosen based on these criteria with

input from the project officers and a technical expert panel.

Study Procedures

Sixteen APCs were chosen for analysis (Table 1.1). Within each APC, we
selected only those procedures (defined by CPT code) that represented more
than five percent of the total volume for all services in the APC in 2006 in
order to have a manageable aroup of procedures. Tabkle 2.1 summarizes the
study procedure volume in each setting by APC. Within each APC, there was
considerable variation in the frequency each procedure was performed in
different settings; the procedure-level data are listed in Appendix A. Of the
16 APCs studied, seven were primarily performed in HOPDs and POs, four were
primarily performed in HOPDs and ASCs, and three were performed at least ten
percent of the time in each of the three settings. The two drug infusion APCs
each have one very high volume procedure that is performed only in the PO
setting. When these procedures are excluded, the remaining procedures assigned
to APC 440 and APC 441 are performed in HOPDs nine percent and 15 percent of

the time, respectively.




Table 1.1
Volume of Selected Procedures in 2006 by APC by Setting

Volume of . L
. . Selected %' % %
APC APC Description. : IO L
- Procedures, = HOPD ASC PO
2006 ) '
20 Level Il Excision/ Biopsy 620,976 14 0 86
[22 Level [V Excision/ Biopsy 71,046 52 22 26]
41 Level | Arthroscopy 193,635 65 35 1
(100 Cardiac Stress Jests 3,246,335 24— 0 76]
143 Lower G| Endoscopy 2,427,206 55 40 6
[158 Coldrectal Cancer Screening: Colonoscopy 351642 50 " 45 5)
206 Level || Nerve Injections 1,01”9,135 20 20 60
[207 Level lIT Nerve Injections 2,392,645 3127 42]
2i§ Cataract Procedures with IOL Insert 1,807,569 34 62 5
[260 Level | Plain Film Except Teeth 12,913,807 61 0 39]
280 Level [l Angiography and Venography 356,731 85 0 15
Level | Therapeutic Radiation Treatment

304 Preparation 2,479,132 51 0 49
Leve! || Therapeutic Radiation Treatment

305 Preparation 462,987 63 0 37
Magnetic Resonance Imaging and Magnetic

337 Resonance Angiography without Contrast 1,205,867 2 0 %

440 Level V Drug Infusion 1,?48,10(_] 2 0 98

[441 —Level VI Drug Infusion 2,397,055 - 1 0 99]

We considered but after consultation with the technical expert panel
decided not to include an evaluation and management service as a study
procedure. The lack of standardization in definitions for how HOPD visits are
coded is problematic. HOPDs are instructed to develop their own rules to
determine the level for an HOPD clinie visit so that there is lack of
consistency across hospitals and with PO level visits, for which the

physician’s professional services determine the practice expense.

ORGANIZATION OF THE REPQRT

The remainder of this report is organized as follows. Chapter 2
discusses Medicare payment differentials for the selected procedures and
compares them to the differentials in the private insurance sector. Chapter 3
presents estimates of the cost of providing the study procedures in each of
the three settings. Chapter 4 discusses potential factors accounting for the

cost differentials. Chapter 5 presents policy options for Medicare.
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2. PAYMENT DIFFERENTIALS

In this chapter, we first describe the differences in the package of
services covered by the units of Medicare payment for ambulatory services that
affect the comparisons of payment rates across settings. We then present data
on payment differentials in Medicare and compare them to private sector

payment differentials for the study procedures.

DIFFERENCES IN PACKAGE OF SERVICES COVERED BY MEDICARE FAYMENT FOR AMBULATORY
SERVICES

As noted in Chapter 1, the units of payment used by Medicare for
ambulatory care services are APCs for HOPDs and ASCs (except for those ASC
services that are paid under the practice expense component of the physician
fee schedule) and procedures for POs. Each of these units of payment
represents a package® of various component services and items. Medicare
packaging rules differ between physician offices and HOPD/ASCs. These
differences in the units of service are the main methedological limitation in
comparisons of payment rates across settings.

Packaging in Hospital Outpatient Department Payments. Until 2008, the
OPPS used only “minimal” packaging of services into APC payments. Services
and items were packaged if they were considered to be an “integral part” of a
major service. For example, anesthesia, surgical supplies, inexpensive drugs
(those that cost less than $60 per day in 2008), and the ugse of recovery and
observation facilities were packaged services. Implanted devices and
prosthetics were packaged as well. In 2008, CMS increased the number of
ancillary and supportive services that are packaged as an integral part of a
primary service. The newly packaged services include guidance, image
processing, imaging supervision and interpretation, intraoperative services,
diagnostic radiopharmaceuticals, contrast media, and observation. However,
many services furnished on the same day are still paid separately, including

most ancillary services (e.g., imaging, diagnostic laboratory tests, expensive

5 In this paper, we refer to all of the service components included in a
single unit of Medicare payment as “packaged.” Sometimes a distinction is
drawn between services provided before and after the main service, potentially
by different providers in different settings, that are "bundled” into the unit
of payment and services that are provided in conjunction with the major
service that are “packaged.”




drugs (those with per diem costs of $60 or more in 2008) and vigsits to the
emergency department and clinics. In addition, certain new drugs and
technologies and the acquisition costs of corneal tissue are paid for
separately via “pass-through” payments.

Packaging in Ambulatory Surgical Center Payments. As described in
Chapter 1, ASCs are paid only for services that are on the approved list of
surgical procedures. With the changes in the ASC payment methodology in 2008,
the packaging rules for ASCs generally parallel those used in the QPPS. Minor
ancillary services, implanted devices, inexpensive drugs and biclegicals are
packaged when provided in an ASC to the same extent they are packaged under
orpS (although BSCs receive an additional payment for new technology
intraocular lens and HOPDs do not). For device-intensive APCs, the portion of
the APC payment attributable to the device is paid the same amount as under
OPPS; the remaining service-related portion of the APC payment is paid using
the ASC conversion factor (67% of the OPPS conversion factor in 2008). ASCs
are paid separately for a covered ancillary service if separate payment is
alsoc made under the OPPS and the service is provided on the same day as an
integral part of the approved surgical procedure. A covered ancillary
radiclogy service is integral to a primary surgical procedure if it is
required for successful performance of the surgery and is performed in the ASC
immediately preceding, during, or immediately following the surgery. Payment
for the technical component of covered radiclogy services is capped at the
physician fee schedule amount. Corneal tissue acguisition costs are reimbursed
based on invoice costs. New drugs and devices that are paid under the OPPS new
technology pass-through are paid a contractor-priced rate when furnished by an
ASC.

Packaging in Physician Office Payments. Physician office “facility”
payments are paid via the physician fee schedule. There are two important
differences between HOPD/ASC packaging policies. First, less “packaging”
occurs for some PO services that are furnished during the same encounter.
Generally, supplies and equipment are bundled intoc the practice expense
component of the fee schedule. Exceptions are pharmaceutical or
radiopharmaceutical diagnostic imaging agent, pharmacologic stressing agent,
and therapeutic radionuclide that are used in conjunction with diagnostic
tests, brachytherapy procedures and therapeutic nuclear medicine procedures.

Unlike HOPDs and ASCs where only drugs exceeding the cost thresheld are




separately payable, all drugs regardless of cost are separately payable when
provided in the PO. Second, payment for surgical services are bundled into a
*global surgical period.” Each surgical procedure is assigned a global
surgical period of ¢, 10, or 90 days. All pre-, intra-, and post-operative
care provided during the global period by the surgeon, including supplies and
treatment for complications and pain, is bundled into a single payment. In
the 10 and 90 day post-operative periocd, the PE component assumes that any
follow-up visits occur in the PO regardless of whether the surgical procedure
was performed in a facility or PO. Some services, including diagneostic tests,
the initial consult to determine the need for major surgery, and unplanned
returns to the operating room, are paid separately. Services provided by
other physicians during the surgical procedure are also paid separately. As a
result, some procedures that are bundled for payment as an integral part of
the primary procedure when performed in an HOPD/ASC setting are paid as

separate procedures under the physician fee schedule.

The packaging rules for the three payment systems are summarized by type

of service and site of care in Table 2.1.
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Implications for Payment Differential Comparisons for Study Procedures

Our comparisons of Medicare payment rates across ambulatory settings are
based on a one-to-one comparison at the procedure code level of the fee
schedule payment rates in each of the settings. Analysis of administrative
data that reflect the incidence of related services is needed to understand
the full implications of the different packaging policies on the comparisons.
However, we note that the impact will vary across procedures and in some cases
may significantly affect the comparison. We provide some examples below of
packaging and other policies that affect the comparisons.

ADPC 41 (Level I Arthroscopy). Because very few arthroscopies are
performed on Medicare patients in physician offices, there is no non-facility
PE for these services. The Medicare ratio payment differential is based on the
ratio of the HOPD payment to the physician fee schedule facility PE payment.

APC 100 {(Cardiac Stress Tests).® During a cardiac stress test, a
patient either walks on a treadmill or is given an intravenous medicaticn that
simulates exercise while connected to an electrocardiogram machine. The drug
that is administered to “exercise” a patient pharmacologically may or may not
be bundled intoc the APC payment. For example, dipyridamele and adenosine are
both vasodilators; the former is bundled while the latter is payable
separately when the stress test is performed in an HOPD. The radictracer that
is injected during the simulated exercise portion is considered integral to
the procedure and is bundled into the APC payment. The vasodilator and
radiotracer are separately payable when the stress test is performed in a PO.

APCs 206 and 207 (Nerve Injections, Levels II and III}. Nerve
injections typically include a lecal anesthetic such as lidocaine and an anti-
inflammatory drug such are cortisone. Both drugs are inexpensive and are
included in the HOPD and ASC payment rates but are separately payable when the
injections are performed in a PO. In addition, the nerve injection may be
performed under fluoroscopic guidance using contrast media for precise needle
placement. When the nerve injection is performed in an HOPD or ASC, payments
for the fluoroscopic guidance and contrast material are bundled into the APC

payment for the injection. Separate payments are made for fluoroscopic

6§ Unlike most diagnostic tests, different codes are used for cardiac
stress tests performed in a facility-setting (CPT code 93017) and in a PO (CPT
code 93015). We have assigned the latter code to APC 100 in order to compare
payments across settings. :




guidance and for the contrast material when the nerve injection is performed
in a PO.

APC 246 (Cataract Procedures with IOL Insert). The intraocular lens
(IOL) inserted during a cataract procedure is bundled into the APC payment. No
distinetion is made in the HOPD payment between new technology IOLs and other
I10Ls. However, an additional $50 payment is made to an ASC when a new
technolegy IOL is inserted. Nearly 5 percent of cataract procedures with IOL
insertions are performed in a PO or other freestanding facility. There are no
non-facility setting PE RVUs for this procedure and payment ig based on the
facility-setting PE RVUs when it is performed outside an instituticnal
setting. A separate Medicare fee schedule payment is made for IOLs inserted
during cataract surgery in a PO.

APC 280 (Level III Angiography and Venography}. Angiography and
venography are invasive imaging procedures that use a contrast dye to make the
blood vessele/veins visible to an xray. The service begins with vascular
catheterization and injection of contrast media followed by the radiology
procedure. The services included in this APC are covered only in the HOPD and
PO; however, under the new OPPS policies, payment for angiography and
venography procedures, including the vascular injection procedure, is bundled
into the payment for the primary procedure. A separate OPPS payment is made
only if no significant procedure is performed on the same day. The vascular
injection and cost of the contrast media are bundled and included in the APC
payment for the angiogram but are separately payable when the procedure is
performed in a PO. Because of the different bundling policies, the procedure--
code level comparison of the payment rates for these gervices is particularly
problematic.

APC 337 (Magnetic Resonance Imaging (MRI) and Magnetic Resonance
Angiography (MRA) without Contrast followed by Contrast)}. Two policies might
affect the comparison of the payment rates for these procedures. First,
contrast media used during a radiclogical procedure are bundled into the APC
payment but are separately payable when the procedure is performed in a PO (or
an IDTF). The implications for payment comparisons depend on the costliness of
the contrast material that is used for the procedure. Although the payment for
the procedures is capped at the OPPS rate, the limit applies to only to the
payment for the procedure and does not take into account the differences in

bundling policies. With separate billing for the contrast media, the total




payment for the service may be higher in a PO when a single MRI or MRA is

performed. Second, under the physician fee schedule, the technical component
is reduced 25 percent if multiple MRI/MRA procedures are performed on
contiguous bedy areas (this reduction is applied before the comparison is made
to the OPPS rate). No reduction is made under the OPPS when multiple MRI/MRA

procedures are performed.

MEDICARE PAYMENT DIFFERENTIALS FOR 3TUDY PROCEDURES

Data and Methoda

In making the comparisons, we compared 2008 payment rates at the
procedure code level without adjustment for differences in bundling peolicies.
Analysis of administrative data to determine the utilizaticn patterns for
services provided in POs that are bundled into the APC payments would be
needed to make this adjustment.

For A5Cs, we used the fully implemented 2008 ASC payment rates rather
than the actual 2008 payment rates that reflect the transition policies under
the new payment system. Similarly, we used the fully-implemented PE RVUs from
the physician fee schedule rather than the actual 2008 PE RVUs that reflect
the transition to the revised method to setting the PE RVUs. We used these PE
RVUs both to determine the physician payment rate and the rate applicable to
ASC services that are paid under the physician fee schedule.’ Where
applicable,.we limited the physician payment for radiology services to the
OPPS payment rate. We used the total PE payment the physician receives for
performing services in a PO (i.e., the non-facility setting PE) to compare tco
the facility payments to hospitals and ASCs. An alternative approach would
have been to compare the difference between the physician fee schedule
payments for a service in a facility vs. non-facility setting to the HOPD and
ASC paym;nts. The difference represents the additional payment that a
physician receives for performing the service in the PO and arguably could be
more comparable to facility payments in ASCs and HOPDs because it does not
include any practice expense associated with the professicnal services.

The APC-level ratios in the sections that follow are weighted averages,

using the total procedure volume across HOPDs, ASCs, and POs as the weight to

7 The physician fee schedule payments are based on the rates effective
January 1, 2008,




standardize for inter-procedure differences in volume between the settings.
The payment differentials vary within APCs by procedure; the procedure-level
data are listed in Appendix A. The study procedures were selected based on the
2007 APCs and we summarize the findings based on the 2007 APCs. Some
procedures were reassigned under the OPPS toc a different APC in 2008. In
particular, most study procedures assigned to APC 280 in 2007 were reassigned
te APC 279 in 2008. Our findings are based on the 2008 payment rates for the
selected procedures, so that the average 2008 HOPD payment rate shown for APC
280 is a mix of OPPS rates for APC 279 (51839.41) and APC 280 ($2847.85) .

The ratios measure the payment differential between the two settings. The
closer the ratio is to 1.0, the smaller the payment differential is between
the two settings. For example, a ratio of 1.5 for the HOPD/ASC setting means

that the average HOPD payment is 50 percent higher than the average ASC

payment.

Hospital Outpatient Departments Compared to Ambulatory Surgical Centers

The Medicare payment differential in 2008 between HOPDs and ASCs for the
study procedures is summarized in Figure 2.1 by APC. In 2008, ASCs are paid
for most study procedures that are primarily performed in ASCs and HOPDs at
£7% of the OPPS rate. For this reascn, the 2008 payment differential for most
APCs is 1.5. Two APCs - 20 (Level II-Excision/Biopsy) and 206 (Level II Nerve
Injections} - included procedures for which ASCs are paid at the PO rate. The

payment differentials are higher for these two APCs.
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Figure 2.1
Medicare Payment Rates for Selected Procedures in Hospital OQutpatient
Departments and Ambulatory Surgical Centers, 2008
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Hoapital Cutpatient Departments Compared to Physician Offices

The Medicare payment differential between HOPDs and POs for the study
procedures without adjustment for differences in packaging rules is summarized
in Figure 2.2 by APC.

The payment differentials between HOPDs and POs are much larger than
between HOPDs and ASCe. The size of the differential varies widely between
APCs. HOPD payment ranges from a maximum of 14.3 times the PO payment (APC
280, Level III Angiography and Venography) to a minimum of 0.7 times the PO
payment (APC 305, Level II Therapeutic Radiation Treatment Preparation). As
noted in the preceding section, the payment comparison for APC 280 is
particularly problematic becausze of the differences in packaging rules. Using
CPT code 75671 (Angiography, carotid, cerebral, unilateral, radiolegical
supervision and interpretation) as an example, the PE for the technical

component when the service is provided in a non-facility setting is $169.87




compared to $2847.85 under the OPPS. However, the separate PE payment for

inserting a needle or intracatheter intc the carotid artery {CPT code 36100}
adds an additional $428.48 to the physician payment, producing an adjusted
ratio of 4.8 (%2,847.85/6598.35) for this particular procedure before
consideration of the additional PO payment for contrast media.

The HOPD payment rate is higher than the PO rate for 14 of the 16 APCs.
The PO rate is higher only for APC 305. Reflecting the'cap on radiology
procedures, the PO rate for APC 337 (Magnetic Resonance Imaging and Magnetic
Resonance Angiography without Contrast followed by Contrast} is the same as
the HOPD rate before consideration of the payment policy differences discussed
in the preceding section; without the cap, the average HOPD payment would have
been less than the PO rate (0.8).

Figure 2.2
Medicare Payment Rateg for Selected Procedures in Hospital Outpatient
Departments and Physician Offices, 2008

280

Level IIl Angiography and Venography 143

Level | Arthroscopy 7

—

Calaract Procedures with [OL Insert

|
1
1

|

Level IV Excisicn/ Biopsy

!

o
(5

Level Il Nerve Injecticns

Level (Il Nerve Injections

|

Level Il Excision/ Biopsy

!

Cardiac Siress Test

Lovel | Plain Film Excepl Teeth

I

Colorectal Cancer Screening: Colonoscop - 21

|

1
Lower G Endoscﬂ_ 26
Lavel | Therapeulic Radiation Treatment Preparaliogn- 1.8 '
Level v Drug |m'usion! 1.8

Leve! VI Drug Infusicn _ 11

Magnetic Resonance Imaging and Magnetic Resonance Angiography 10
without Contrast -

Level Il Therapeutic Radiation Treatment Preparation

|
|
b
'
1
1
]
1
1
'
1
i
1
|
]
i
)
|
1
'
]
1
]
¥
]
'
]
1
]
1
1
]
1
1
'
1
|
|
i
1
t
'
'

305 | 337 | 441 | 440 | 304 | 143|158 | 260 | 100 | 20 |207 | 206) 22 |246| 11

]
]
1
'
]
1
|
1
1
|
|
I
|
]
1
'
[
I
|
|
t
'
]
1
1
]
]
1
1
]
1
3
|
]
'
1
'
1
r
4
u

0.7

9 10 11 12 13 14 15 18

7.
1
1
1
|
|
|
|
'
'
|
|
]
'
'
i
|
'
|
1
|
'
|
t
]
I
|
|
i
]
1
]
1
I
'
'
!
1
;
B

Ll

1 2 3 4 6 7

L)

Ratio of HOPD to PO Payment Rate, 2008




Ambulatory Surgical Centers Compared to Physiclan Offices

The Medicare payment differentials between ASCs and PCs for the study
procedures without adjustment for differences in packaging rules are
summarized in Figure 2.3 by APC.

The PO payment rates for the two procedures with the largest
differentials are based on a facility-setting PE. The contrast between an ASC
payment that is 3.4 times the PO payment for APC 22 (Level IV Excision/Bicpsy)
and is the same as the PO payment for APC 20 {Level II Excision/Biopsy}
reflects the difference between ASCs being paid based on the OPPS methodology
(aB¢ 22) and the Medicare physician fee schedule (APC 20). The ASC payment
rate is 3.0 times the physician payment rate for both APCs for nerve
injections. The PE payment for the technical component of fluoroscopic
guidance (CPT code 77003) adds $23.61 to the PC PE payment, resulting in
adjusted payment differential ratios of 1.0 and 2.4 for APC 206 (Level II
Nerve Injecticns) and APC 207 (Level III Nerve Injections}, respectively,
before taking into account a separate payment for contrast media. The ASC
payment rate is 1.3 times the PC payment rate for both APC 158 {Colorectal

Cancer Screening Colenoscopy) and APC 143 (Lower GI Endoscopy) .
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Figure 2.3
Medicare Payment Ratea for Selected Procedures in Ambulatory Surgical Centers
and Physician Offices, 2008
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COMMERCIAL INSURANCE PAYMENT DIFFERENTIALS

In this section, we describe our analyses comparing Medicare’'s payment
for the facility component of the study procedures to the average payments for
facility services made by commercial insurers used by large employers.
Medicare’s regulated prices are determined through payment formulas that may
not reflect the market prices for services. Commercial insurance average
payments for the facility component serve as a benchmark for market prices. We
were particularly interested in whether market-based prices differentiate
between settings for similar services since those findings could inform policy
choices regarding Medicare site-of-service differentials. We investigated
patterns in the number of services, total payments, and average payments
across HOPD, ASC and physician offices at the CPT-code level but summarize the

results by APC.




Data and Methods
Thomson Medstat maintains a proprietary dataset that contains commercial
health claims for over 30 million employees and their dependents. The

® Database for outpatient services includes, among other items,

MarketScan
the primary procedure (CPT code plus modifier}), the number of procedures
performed, the place of service, the type of claim (facility or professional)
and the paid amount (prior to application of patient cost-sharing amounts). We
limited our data set to 2005 claims for the non-Medicare population that
reported one of the study procedures as the primary procedure and were paid on
a fee-for-service basis. We excluded encounter claims and claims for Medicare
beneficiaries (both fee-for-service and encounter). Because a claim may
include more than one procedure, we selected only records that reported a
single procedure. However, the packaging policies are likely to be more
inclusive for commercial insurance plans than for Medicare {e.g., laboratory
tests are likely to be included in the claims) so we did not make a direct
comparison of Medicare payment rates to the non-Medicare average payment
amounts. Instead, we computed payer-specific payment ratios between settings.

We used the type of ¢laim and place of service codes to determine where

each service was provided.
e We defined HOPD claims as any facility claims that reported the place of
service as outpatient hospital or emergency department.

e We defined ASC claims as any facility claims that reported the place of
service as ambulatory surgical center.

e We defined PO claims as any claims that reported the place of service as
office or independent clinic. We used the modifier to identify the
technical and professional component of diagnostic tests. We eliminated
any claims with a professional services only modifier.

We aggigned each c¢laim to a Metropolitan Statistical Area based on the
state and county in which the provider was located. We standardized for
geographic differences in the costs of providing services using the hospital
wage index for HOPD and ASC services and the geographic adjustment factor for
PO services. For each procedure code, we generated counts of the number of
services and total payments by site of service by gecgraphic area. We
calculated an average payment only if there were at least ten procedures
performed in a given setting. For physician services (other than those for
technical component only), we needed to allocate the payment between the

facility and the professional/malpractice components. To do so, we applied the




ratio of the PE RVUs to total RVUs under the 2008 Medicare fee schedule to the
total payment.

The APC-level payment ratios are weighted averages, using the total
Medicare procedure volume across HOPDs, ASCs, and POs as the weight to
standardize for inter-procedure differences in volume between the settings and
populationa. The payment differentials can vary by procedure; the procedure-
level data are listed in Appendix B for HOPDs and POs. 8 We are not reporting
the payment differentials for ASCs because the ratios of the average HOPD
payment to the average ASC payment were unreascnably low for many procedures,
suggesting that even though we selected only facility claims, the ASC claims
may include the payment for professional services as well as facility
services.

We also explored how much competition there was between settings in a
given geographic area. Appendix B provides information by procedure code on
the number of markets that had at least 10 procedures provided in a particular

setting.

Results

Distribution of Services across Ambulatory Settings

In total, there were 1,318,038 commercial fee-for-service claims that
reported one of the study procedures as the primary procedure (Table 2.2).
Generally, the HOPD is used less frequently as the site of service in the non-
Medicare population than in the Medicare population and the PO is used more
frequently. Across all study procedures, 23.0 percent and 64.9 percent of the
non-Medicare procedures were performed in the HOPD and PO, respectively; in
comparison, 42.9% and 47.7 peicent of the Medicare procedures were performed in
the HOPD and PO, respectively. The non-Medicare population had 6.0 percent of
procedures pefformed in an ASC compared to 9.5 percent for the Medicare
population. However, the higher Medicare ASC percentage is largely
attributable to the Medicare high-velume APC 100 (Cataract procedure with IOL
insertion), which is performed 61.5% of the time in an ASC; if this APC is
excluded, the percentage of Medicare procedures performed in an ASC falls to

6.5 percent but remains higher than the non-Medicare percentage. Arthroscopy

8 The study procedures were selected based on the 2007 APCs. as noted
previocusly, some procedures, particularly in APC 280, were reassigned to a
different APC in 2008.
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procedures were performed in ASCs more often for the non-Medicare population
than the Medicare population. Nerve injection procedures were performed in POs
more often for non-Medicare population; the Medicare population had a higher
percentage of these gervices performed in ASCs or HOPDs.

Table 2.2
Number and Distribution of Non-Medicare Services and Distribution of Medicare
Services by APC

Non-Medicare Services MedicareServices
APC Description Number % HOPD % ASC % PO_|% HOPD % ASC % PO
20 Level Il Excision/ Biopsy 51,883 42 1.8 940 14.4 00 856
22 Level IV Excision/ Biopsy 5,821 334 228 437 51.8 217 264
41 Level | Arthroscopy 14,413 499 440 6.2 646 349 06
100 Cardiac Stress Tests 33,638 75.6 0.0 243 75.6 00 244
143 Lower Gl Endoscopy 128,267 455 366 178 547 398 55
158 Colorectal Cancer Screening: Colonoscopy 2,366 438 439 123 502 453 46
206 Leve! Il Nerve Injections 14,736 5.9 7.3 868 246 179 65786
207 Level It Nerve Injections ‘ 90,960 191 176 633 31.0 27.2 418
246 Cataract Procedures with 1OL Insert 11,285 339 499 162 336 615 49
260 Level | Plain Film Except Teeth 802,800 27.4 01 725 606 00 394
280 Level lll Angicgraphy and Vencgraphy 1,117 822 15 163 g6 0.0 134
304 Level } Therapeutic Radiation Treatment Preparatiof 55,695 26.1 00 739 509 0.0 491
305 Leve! |l Therapeutic Radiation Treatment Preparatio 17,437 29.8 00 701 62.7 0.0 373
337 MRI and MRA 91,958 274 00 726 518 00 482
440 Level V Drug Infusion 125 30.4 0.0 6986 22 00 978
441 Level VI Drug infusion 1,209 17.9 02 818 0.9 0.0 991
ALL APCs 1,323,710 29.1 6.0 649 462 100 43.8

Competitive Markets

The study procedures were covered by the commercial insurance plans in
400 MSAs or market areas. APC 143 (Lower GI Endoscopy) had the largest number
of markets where at least 10 procedures were provided in each of the three
settings. For example, there were 160 markets with competition between ASCs
and HOPDs in performing diagnostic colonoscopies. There was also competition
between POs and HOPDs {115 markets) and between ASCs and POs (81 markets} in
providing this procedure. APC 207 (Level III Nerve Injections) was also
performed in all three settings in a number of markets.

APC 260 {(Level I Plain Film Except Teeth) had the most services. In all
400 market areas, there was competition between POs and HOPDs in providing
these services to non-Medicare patients. POs and HOPDs also competed to
provide services in APC 337 {Magnetic Resonance Imaging and Magnetic Resonance
Angiography without Contrast followed by Contrast) .

Nearly all services in APC 41 (Level I Arthroscopy) occurred in markets
where HOPDs and ASCs competed to provide these services. Most markets where

cataract surgeries were performed also had competition between HOPDs and ASCs.




A few markets had knee arthroscopies and cataract surgeries with IOL insertion
performed in physician offices as well. Finally, most therapeutic radiation
treatment preparation services (APCs 304 and 305) and cardiac stress tests

(APC 100) were provided in markets that had competition between HOPDs and POs.

Comparative Payment Differentials

Figure 2.4 compares by APC the average ratio of HOPD payment to PO
payment under the commercial insurance plans and Medicare. With a few notable
exceptions, the commercial insurance payment differentials follow the same
general pattern as Medicare’s payment differentials. Across all procedures,
the non-Medicare ratio of HOPD to PO payment is somewhat higher than the
Medicare ratio (3.5 vs. 2.8}, indicating that the commercial insurance plans

pay HOPDs relatively more than POs compared to Medicare.
e The non-Medicare ratioc for APC 280 (Level III Angiography and Venography)
is much less than Medicare’s and is more in line with the overall ratio of
HOPD to PO payments. It reflects both a lower average payment to HOPDs and

a higher payment to POs. Because the MarketScan® Database reports the
total payment for the procedure, the PO payment is likely to include
payments for related procedures (the vascular injection procedure and
contrast material).

s The non-Medicare ratio for APC 41 (Level I Arthroscopy) is considerably
lower and reflects both a lower average payment to HOPDs and a higher
payment to POs than under Medicare.

¢ The non-Medicare ratios for APC 206 and 207 (Level II and III nerve
injections) are lower than Medicare’'s. The ratios reflect relatively
higher payments to POs than under Medicare and may include payments for
fluoroscopic gquidance.

e The non-Medicare ratios for APC 20 and 22 (Level II and IV
Excision/Biopsy) are higher than Medicare's and may be attributable to
inclusion of the pathology services in the nen-Medicare payments.




Figure 2.4
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3. COST DIFFERENCES

In this chapter, we present estimates of the costs of the study
procedures in each of the three settings and compare them to the payment
differentials. Our analyses should be considered exploratory because cost

comparigons across settings are complicated by the lack of consistent data.

OVERVIEW OF FEE SCHEDULE CQST FINDING METHODS
For HOPD services, Medicare uses accounting costs to reflect differences

in resource costs. Accounting costs refers to a method of determining the
costs of outpatient services using annual cost reports filed by hospitals.
Direct and indirect costs are allocated to each ancillary service department
through a cost finding methodolagy and then apportioned to Medicare based on a
ratio of Medicare charges to total charges for the ancillary service
department. The methodelogy relies on accurate cost finding and on charges
that are consistently related to costs. However, studies have found that in
response to the inpatient prospective payment system, hospitals shifted costs
to ancillary services so that accounting cests overstate the economic costs of
providing services (Miller et al., 1990; Miller et al., 193%5. Moreover, there
is evidence that charging practices are influenced by a number of factors,
including competition, payer mix, and cost allocation practices and that
charges have become less meaningful measures of cost over time (Dobson et al.,
2005} . |

For services paid under the physician fee schedule, the PEAC makes
recommendations regarding the specific resources required to perform a
particular service. The RVUs are based on the cost of specific items and
services consumed when a service is provided. However, the accuracy of the
estimations is hampered by the lack of current information on indirect
practice expenses for many specialties and, as physician billing for more
ancillary services such as imaging has increased, estimation of the per use
costs of high cost equipment has become increasingly problematic (Ginsburg and
Berengon, 2007). Further, there is evidence that the Relative Value Update
Committee’s median intraservice time estimates for surgical procedures are

significantly longer than intraservice times from operative logs, leading to




an overstatement of the practice expense costs of surgical procedures relative
te non-invasive procedures {McCall et al., 2006).

With respect to ASC services, sources of data that can be used to
estimate the costs of specific procedures in ASCs are scarce. The General
Accountability Office (2006) performed a survey of ASC costs in order to
evaluate the applicability of APCs tc ASC payments, but the data are not
available for public use. The Medical Group Management Acsociation (MGMA}
publishes a survey (2206} of approximately 100 single- and multi-specialty
ASCs including aggregate financial data. Some states, such as California,
also collect and make available as public use data files some aggregate
financial data on ASCs that can be linked to ASC administrative data.

Ideally, resource costs would be used to measure the cost difference
across settings. Resource costing identifies each component of a health care
activity, the type and amount of resources used for each component, and
attaches unit costs to each resource so that the cost of each component and
the overall cost of the activity can be calculated. It is an expensive cost
finding methodology that may not be feasible for broad scale use in a payment
system. Studies (Miller et al., 1990; Miller et al., 1995) conducted during
the 1990's by the Center for Health Policy Studies used resource-costing
techniques to look at differences in the costs of selected procedures in
different ambulatory settings. The researchers found that hospital rescurce
costs were actually lower than ASC costs. The researchers identified two
reasons for this: higher productivity (staff handle more cases and space is
used more productively) and procedure volume. The ASCs were operating at less
than full capacity and were not able to achieve the same economies of scale as
hospitals. Sample size limitations meant that the findings‘were suggestive but
not definitive. Moreover, the studies were conducted when ASCs were in their
infancy; higher volume and specialization are likely to have enhanced ASC

productivity in more recent years.
METHODOLOGY FOR MEASURING COST DIFFERENTIALS

Physician Offices

We based our methods on those used by CMS to estimate of the cost of
services in setting physician PE relative values in the physician fee
schedule. CMS instituted a new “bottom-up” method for determining the direct

costs in the 2007 physician fee schedule final rule. The old method used a




*top-down” process to allocate aggregate specialty-specific pools of direct
and indirect cost to specific services. Under the “bottoms up method”, CMS
determines the direct PE by adding the CPEP service-specific direct cost
estimates for non-physician labor, egquipment, and supplies. CMS then adjusts
for budget neutrality so that the aggregate direct cost pool remains the same
and divides by the conversion factor to determine the adjusted direct PE RVU.
The direct cost budget neutrality factor in 2008 was .532.

Indirect costs are allocated using the “top-down” process to services
based on the direct costs and physician work used to produce that service. CMS

calculates procedure-specific indirect costs as follows:

1. For each service, determine the percentages of indirect and direct
costs using weighted averages of specialty-specific data from the
American Medical Association’s Socioeconomic Monitoring System data
from 1999 and supplementary surveys.

2. Create the “indirect allocator” to determine how much in indirect
costs should be allocated to the service. First, use the service-
specific percent indirect and direct cost from the previous step to
estimate indirect costs based on direct PE RVUs [({percent
indirect/percent direct)*PE RVU]. Then add the physician work RVUs
for that service. If the clinical labor component of the PE RVU is
greater than the physician work RVU, substitute it for the physician
work RVU. For glcbal services, add both the clinical component of the
PE RVU and the physician work RVU.

3. Adjust the indirect allocator for budget neutrality so that the
aggregate indirect cost pool is unchanged. The 2008 budget neutrality
factor for indirect costs was .362.

4. Multiply by the Indirect Practice Cost Index to adjust for the
relative use of indirect costs by specialties providing that service.

In this study, we used this method to measure the costs of services in
POs, with some modifications.

Direct Costs

We estimated direct costs by adding the revised CPEP direct cost
estimates for each service for non-physician labor, equipment, and supplies.
The difference between this value and the value used to produce the direct PE
RVU is that the budget neutrality adjustment was not applied. This assumes
that the revised CPEP estimates of the amount of labor, equipment, and
supplies and the prices used in the RVU calculations lead to a realistic
estimate of actual costs. We performed a sensitivity analysis using a
different assumption about the utilization of equipment in setting its price.

Indirect costs

Unlike direct costs, the indirect allocator used by CMS in the

calculation of indirect PE RVUs reflects only the relative costs of services

and is not a good estimate of actual indirect costs. We based our calculation




of actual indirect costs on the direct cost estimate and the percentage of
direct costs for each service implicit in the total PE RVU. To calculate the
percentage of direct costs, we first converted the direct costs to RVUs by
applying the budget neutrality adjustment and dividing by the cenversion
factor and then divided the direct cost RVU by the total PE RVU. DNext, we
calculated indirect costs by multiplying the amount of (non-budget-neutrality-
adjusted) direct costs by the percentage of indirect costs {1-percentage of
direct costs).

Hospital Outpatient Departments

We uszed a modified version of the method used by CMS to calculate service
costs in the APC rate-setting process. CMS recalibrates the APC relative
value weighte every year to reflect changes in the relative costs of services
based on analysis of the most recent claims and cost reports data. In its
annual cost calculations, CMS first calculates cost-to-charge ratios {CCRs) at
the cost center and overall hespital level for every hospital submitting an
OPPS claim using data from Medicare cost reports. Claims are flagged for
hospitals with nonsense or outlier CCRs. outlier CCRs are also removed at the
cost center level., All revenue codes appearing in OPPS claims are then mapped
to cost centers using a four-level matching hierarchy, with the overall
hospital CCR being the last (default) layer of the hierarchy. The mapped CCRs
are then used to convert the charges listed with each revenue code to costs.

All claims are then separated into five groups using status indicators:
{1) claims with a single procedure payable under OFPS; {2) claims with
multiple procedures payable under OPPS; (3) claims with a single procedure
packaged and not separately reimbursed under CPPS; (4) claims with multiple
procedures packaged and not separately reimbursed under OPPS; (5) claims with
no procedures payable under OPPS. Categories 3, 4, and 5 are set aside.
Multiple-procedure claime (category 2) are split into “pseudo” single-
procedure claims where possible using the line-item dates and other methods.
Multiple-procedure claims that could not be split are excluded. The costs of
any packaged services appearing on the claims are then packaged with the major
procedure.

all claims are adjusted for geographic wage differences by applying the
60% labor portion of costs by a geographic wage index. The median costs for
each procedure are then calculated and procedures were reallcocated to

different APCs if flagged by the “2 times rule” {(the median cost of any




significant service cannot be more than 2 times the median cost of any other
significant service in that APC). Finally, the median cost of each APC is
calculated.

We used the OPPS data file that was used in the annual calibration of the
APC relative weights for 2007. First, we filtered the file for claims
coptaining the procedure codes of interest. We then split multiple-procedure
claims into pseudo-single claims, following the CMS methodology. CMS has
added the cost estimates of each procedure by revenue code, based on CCRs, Lo
the OPPS claime, but additional analysis was used to differentiate between
direct and indirect costs. First, we calculated the provider-specific
percentages of direct and indirect costs for each cost center using Medicare
cost reports, differentiating between several additional categories of costs
such as salaries, movable egquipment, benefits, and capital. We filled in
wmissing values using CCRs from related cost centers, or if unavailable, a
hospital-wide value. If no data were available for a hospital, the average
CCE for the cost center across all hospitals was used.

Sspecifically, the following values were calculated using the Medicare
cost report files:

Direct Costs
s Salaries (before step-down allocation): Worksheet A, Column 1, Lines 37-63

s Other direct costs (before step-down allocation): Worksheet A, Column 1,
Lines 37-63

¢ Movable Equipment {directly assigned): Worksheet B Part I, Columns 2+4,
Lines 37-63

e Net Expenses for Allocation: Worksheet A, Column 7, Lines 37-63
Indirect Costs

e Capital Related Costs {minus directly assigned movable egquipment, after
step-down allocation): Worksheet B Parts II and III, Column 27, Lines 37-63

e Employee Benefits: Worksheet B Part I minus Parts il and III, Column 5,
Lines 37-63

s Other Indirect Costs: Total Costs minus costs in all other categories

We then applied the percentages of costs in each category to the OQPPS
claims. Using a cost-center-to-revenue-code crosswalk, we split the costs on
the OPPS claims into direct, indirect, and subcategories. We then calculated
the median of each category by APC across claims.

Ambulatory Surgical Centers

We uped California data for ASCs to compare the average cost of

procedures in ASCs to HOPDs. The financial data includes aggregate information




on the number of surgical procedures, coperating expenses by major categories
(staff, contract professional, supplies, depreciation and other}, and revenues
by categories (gross patient revenues, contractual allowances and charity care
allowances, net patient revenues, , other revenues). It does not contain
information on the volume of specific procedures performed in ASCs or
allocation weights that would allow calculation of allocation of total
expenses to specific procedures.

Using the California OSHPD administrative data for ambulatory surgery in
2005, we assigned APCs to the procedures on each record and determined the
relative weights (RWs) applicable to each record based on the APC assignments.
We summed the total RWs performed in each ASC during the year. We linked the
facility-level utilization information on total RWs to the wage-adjusted total
operating costs for each California ASC from the financial data. We were able
to link the financial and utilization 2005 data for 429 licensed ambulatory
surgery centers. We found inconsistencies between the number of records in the
administrative data and the number of encounters in the financial data that we
addressed by scaling the RWs to match the encounter volume in the financial
data.? We then calculated a standard cost per RW “conversion factor” which we
compared to an adjusted OPPS conversion factor to provide a rough overall cost
comparison. In 2005, the average Medicare margin for hospital outpatient
services was -9.2 percent (MedPAC, 2008). We estimated the hospital cutpatient
cost per RW by multiplying the 2005 conversion factor ($56.98) by 1.092.

The financial data include professional contracts as a separate item. We
were concerned that this item may include physician services such as payments
to anesthesiologists that would be separately payable under the Medicare
physician fee schedule. Therefore, we calculated the cost per RW including and
excluding the contract professicnal services. We also classified ASCs into
single-specialty and multi-specialty facilities based on the types of services
provided by the ASC during the year from California utilization data and
examined whether multi-specialty ASCs have a different cost structure than

single-specialty ASCs.

9 The mean ratio of claims in the utilization data to encounters in the
financial data was .94 with a median of 1.0. To scale the RWs, we divided the
RWs in the utilization data by the facility-specific ratio of ratio of claims
to reported encounters.
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PROCEDURE COSTS IN HOSPITAL OUTPATIENT DEPARTMENTS COMPARED TO PHYSICIAN
OFFICES

The results of the comparison of study procedures costs in HOPDs and POs
are summarized in Figure 3.1 by APC. Procedure-level cost data are listed in
Table A3 in Appendix A. Costs were higher in HOPDs than POs for 10 of the 12
ADCs with cost data available in both settings.® However, the magnitude of
the differential varied widely between the APCs examined. In general, the
cost differentials are not as large as the payment differentials (see Figure
3.2). APC 206 (Level II Nerve Injections) is the only APC where the average
payment differential between the two settings is less than the average cost
differential. For the remaining procedures, the average payment differential
ranged from about 150 percent of the cost differential (APC 100 Cardiac¢ Stress
Tests) to 280 percent higher (APC 280 Level III Angiography and Venography) .
The differences between the cost and payment differentials are largely
accounted for by the budget neutrality adjustments under both payment systems
{(particularly the PE compecnent of the physician fee schedule) and the use of
conversion factors that are updated for inflation using different price

indices rather the average increase in actual costs.

10 Ccost data were unavailable for the remaining 4 study APCs because the
procedure is not performed in POs or because of data unavailability resulting
from procedure or APC coding changes between years.
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Figure 3.1
Ratio of Hospital Qutpatient Department to Physiclan Office Eatimated Costs
for Selected Study Procedures
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Figure 3.2
Comparison of Ratios of Hospital Qutpatient Department to Physician Office
Payments and Estimated Costs for Selected Study Procedures
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These data should be interpreted as preliminary, exploratory findings
only. There is low comparability in the costing methods and data sources used
in the two settings. The results are also not adjusted for differences in

packaging/bundling between the two settings discussed in Chapter 2.

Direct ve. Indirect Costs

We also examined the percentage of direct and indirect costs for the
study procedures in the two settings. The Center for Health Policy’'s
resource-costing study had found that direct costes comprised a higher portion
of total costs in HOPDs (58%) than ASCs (48%). The researchers concluded that
indirect costs are spread over a lower volume of procedures in ASCs and that
many hospitals provide ambulatory surgery as a joint product with inpatient
surgery and are able to realize more efficiencies with indirect costs.
Indirect costs also had less impact on hospital radiology costs relative to
physician offices.

We also found that the estimated percentages of direct costs were higher
in HOPDs than POs for all 12 APCs (Figure 3.3). The percentage of direct costs

in HOPDs was remarkably similar across APCs, despite the use of hospital cost
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center-specific data in constructing the estimates. The estimated percentage
of direct costs in POs varied much more than in HOPDs, ranging from a high of
63% for APC 305 (Level II Therapeutic Radiation Treatment Preparation) to a
low of 35% for APC 143 (Lower GI Endoscopy) and APC 22 (Level IV
Excision/Biopsy).

Figure 3.3
Direct Costs as a Percentage of Total Costs for Selected Procedures in
Physician Offices and Hospital Qutpatient Departments
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PROCEDURE COSTS IN AMBULATORY SURGICAL CENTERS COMPARED TO HOSPITAL OUTPATIENT
DEPARTMENTS

We found that the average expense per RW in 2005 was $41 net of expenses
for profesgional contracts and $44 based on total expenses. In the same year,
the conversion factor used for HOPD payment under OPPS adjusted to estimated
cost was $62. Using this estimate, California ASCs costs were 66-71% of
estimated HOPD costs. In 2008, ASCs are paid at 67% of the HOPD OPPS rate
based on the budget neutrality reguirements under the new payment system.
Multi-specialty California ASCs had higher costs per relative value unit than

single-specialty ASCs, but the differences were slight.
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Flgure 3.3
Eestimated Cost per Relative Value Unit in California Ambulatory Surgical
Centers vs, Hospital Outpatient Departments, 2005
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These data should be interpreted as preliminary, exploratory findings.
The results are for one state and measure compare the overall costliness of
services provided to all patients in ASCs with that provided to Medicare

patients in HOPDs.
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4, POTENTIAL EXPLANATIONS FOR COST DIFFERENTIALS

METHODS

We used a number of strategies to examine four types of factors beyond
differences in infrastructure that may lead to the differences in costs
{patient cliniecal characteristics, service content, charity care, and
accreditation and regulation). Although definitive, objective data would be
optimal to determine the contributions of each of these factors, in most
situations such data were unavailable or their use was infeasible for the
current study. Therefore, we used an approach that combined analysis of data
where possible and supplemented these data with opinions of professionals
providing the services selected for further study and a scan of the literature
on the topics that were most likely to affect costs.

Clinical 8pecialty Society Professional Interviews

The four factors described above naturally aggregate into two groups,
clinical and administrative. Engaging clinical (medical) specialty societies
provided insights primarily, although not exclusively, into botential
differences in patient characteristics and service content. We engaged in
discussions with specialty societies whose members provide the study

procedures?!:
¢ American College of Cardiology

¢ American Academy of Orthopaedic Surgeons

e American Gastroenterological Association

e RAmerican Academy of Ophthalmology

e American Soclety of Cataract and Refractive Surgery
s American Society of Anesthesioclogists

¢ American College of Radiology

» American College of Radiation Oncology

The physicians interviewed had experience in multiple practice settings,
offering insight into potential differences in patient mix, complexity and
content of the services provided. Questions regarded their analysis of the

differences in reimbursement by location, petential reasons for those

11 ye were unsuccessful in obtaining insights particular to the
dermatology procedures in APC 20 and 22.
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differences, and specific suggestions regarding strategies to better
understand the extent to which the differences reflect practice differences or
simply represent artifacts resulting from different evolution of the payment
schemes. We provided each group with gpecialty-specific CPT procedure codes
and data on service volume and payment rates in multiple settings. We asked
whether within any code patients are likely to be relatively homogeneous or,
if not, the reasons and clinical situations why there would be differences.
For those individuals that participated in the discussion who have managerial
oversight responsibilities within their practice settings, we probed in
greater depth about the administrative and regulatory burdens associated with
their practices.

Our interviews were conducted in the Fall of 2007 after the proposed
rules revising Medicare payment policies were issued but before the changes

were finalized and implemented effective January 1, 2008.
RESULTS OF THE INTERVIEWS AND LITERATURE REVIEW

Patient Clinical Differences

Themes from Literature

Several previous studies suggest that patients with higher average risk
for complications are treated more often in HOPDs than in ASCs and POs
(discussed in more detail below). All three settings are expected to treat
“routine” patients, but patients with higher level of risk might be more
likely to be referred to HOPDs from the non-hospital venues. The HOPD patient
mix is a hybrid of patients who usually seek their ongoing routine care from
the HOPD and patients referred toc an HOPD by POs or ASCs because of their
{presumed) increased complexity.

Several studies have compared the health status of patients treated
across ambulatory settings using claims data. One rationale for the studies is
that lower-risk patients might be less expensive to treat, so that systematic
differences in patient qharacteristics between settings could justify payment
differentials. These studies characterized patients treated in each getting
following two basic approaches: (1) identifying patient risk factors, and (2)
identifying complications or adverse events fellowing treatment.

Winter (2003) measured patient risk using Medicare claims data and
Hierarchical Condition Categories {HCCs), a risk adjustment score used in

Medicare Advantage capitated payments. The rate of complications/adverse
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events associated with a procedure was not measured. The analysis showed that
patients treated in HOPDs had higher average HCCs than those treated in ASCs
for ten procedures commonly performed in both settings. The author concluded
that services provided in ASCs were likely to cost less than those provided in
HOPDs in part because of lower patient complexity.

Wynn et al. (2004) used Medicare claims data to measure risk factors and
adverse events for three procedures: cataract surgery, coloncscopy, and MRI of
the head/neck/brain. The authors first conducted a literature review to
identify measures that could be used to compare the nature of the services and
outcomes between ambulatory settings. They convened expert panels of
physicians to rate which measures identified in the literature review would be
most appropriate for investigating differences in patients and cutcomes by
setting for each study procedure, and then constructed the measures using
Medicare claims data. For the three procedures, the expert panels generally
did not believe that patient characteristics such as comorbidities should
affect the appropriateness of one setting over another. The analysis of
Medicare claims data indicated that for cclonoscopy and cataract surgery, a
larger share of patients treated in hospital outpatient departments tended to
have hypertensicn and/or diabetes, comorbidities that had been identified as
risk factors. For all three procedures, patients treated in HOPDs had higher
HCC risk scores than patients treated in other settings, indicating that they
might be more medically complex;

In a follow-up study, Sloss et al. (2006) conducted further analysis of
data on the same three procedures, incorporating risk adjustment. The authors
used clinical expert opinion to identify both general medical conditions and
procedure-specific conditions that were likely to increase the cost of
performing the procedure.l? Analysis of Medicare claims data found that the
incidence of most patient conditions that might increase the cost of
performing one of the three procedures were very low in all settings; the vast
majority of conditions were present in fewer than ten percent of patients.

Looking across all three services and settings, no single setting had

12 por example, 22 conditions were examined for cataract surgery,
including general medical conditions such as age over 85 years, dementia,
acute episode of COPD, prescription drug dependence, alcohol abuse,
schizophrenia and tremor, and ophthalmologic conditicons such as
peeudoexfoliation of lens capsule, progressive high myopia, dislocation of
lens, and posterior synechiae.




consistently higher incidence of conditions that might increase the cost of
the procedure. Two statistical differences were found: HOPD patients had
gignificantly higher incidence of cost-increasing conditions than ASC patients
for cataract surgery and cclonecscopy, but patients treated for MRI of the
head, neck, and brain in POs and independent diagnostic testing facilities had
higher rates of certain cost-increasing conditions than those treated in
HOPDs. Risk-adjusted rates of adverse outcomes following the three procedures
were very low in all settings, and the magnitudes of significant differences
among settings were quite small.

Several other studies have focused on the rate of complications and
adverse events in different settings. Fleischer et al. (2004) used Medicare
claims to examine mortality and inpatient admission after 16 surgical
procedures commonly performed in ASCs, HOPDs, and POs. The authors found that
risk-adjusted rates of mortality and inpatient admission were highest
following procedures performed in HOPDs. Procedures performed in ASCs were
least likely to result in these adverse events: the rate of risk-adjusted
mortality and admission within seven days of the procedure was higher in POs
than in ASCs. The authors concluded that the differences were reflective of
selection of HOPDs by physicians for riskier patients, and that risk-
adjustment using claims data did not adequately control for these differences.
The metrics used also cannot determine the extent of differences in the
gquality of care delivered.

Themes from Interviews

Interview participants largely agreed that referrals are primarily driven
by payers rather than patient acuity. The interviewees believe that, for the
conditions examined, the majority of patients can be served safely and
adeguately in all three settings, especially with the recent technological
advancements that have allowed procedures to move out of the hospital. The
interviewees suggested that payers influence referral patterns in two ways.
First, some private payers contract with hospitals for an entire service
package including ambulatory surgery and do not cover surgical services
provided in ASCs. Second, physicians/ASCs risk losing money on more intensive
patients when they perform the surgery outside the hospital set;ing because of
the lower payment rates in these settings. As a result, they may refer more
resource-intensive patients to the HOPD. For instance, the interviewees

suggested that some patients may reguire additicnal supplies, medication,




implants, or other ancillary services that in their view would not be
sufficiently reimbursed by the ASC or PC payment. Examples of patients that
are more likely to be referred to the HCOPD included cancer patients with
chronic pain, patients receiving pharmacologically-induced stress tests, and
those likely to require multiple hardware implants during shoulder
arthroscopy. As one physician elucidated, “practices would perform the
procedures in the safest and most convenient location unless the facility
payments received were insufficient to cover the cost of the service or
insurance regquirements mandated physicians to redirect.”

Regardless of what factors influence referrals, the respondents almost
unanimously agreed that most patient differences affecting the cost of the
study procedures among the settings are insignificant. Sick patients are a
very small percentage of the total patient population for ambulatory services.
Additionally, our study surgical procedures were elective procedures that wvery
sick patients are unlikely to undergo in the first place, or would at least
delay surgery until underlying conditions were addressed.

Surgery settings are also largely determined by availability. Some
geographical regions have few or no ASCs, thereby increasing the percentage of
procedures performed in HOFDs.

The respondents furthermore believe that patients would prefer to undergo
surgery in an ASC or PO cver an HOPD, “because of the speed with which they

receive service, greater comfort, and less bureaucracy.”

Clinical Content Differences

Another potential justification for payment differentials is a difference
in how procedures are performed in the three different settings. Once again
we turned to previcus research as well as interviews with members of
professional societies to examine this possibility. We found consensus that
clinical service content does not noticeably vary across settings, but ASCs
are more efficient than HCPDs, due to their ability to specialize in certain
procedures.

Themes from Literature

The resource cost studies conducted by the Center for Health Policy
Sstudies (Miller et al., 1990; Miller et al., 19395) found that HOPDs and ASCs
used similar staff and supplies for surgical procedures. The researchers

found no substantial differences in nursing salaries or fringe benefits and




concluded that there were no reasons why costs would vary systematically since
the actual procedures are performed similarly in both settings. With respect
to physician offices, the small sample size did not provide sufficient
confidence levels to support conclusions for most procedures. However, lower
costs were consistently tied to the use of fewer and often lower salaried
gtaff to perform supportive services. Physicians also have less equipment and
overhead costs. Surgical procedures performed in a physician’s office (such as
excision) were mere costly when performed in an ASC or HOFD. The researchers
attributed the higher costs in non-physician office settings to differences in
care patterns, such as two nurses in the operating room and facility protocols
for post-operative care prior to discharge.

Using data from the Center for Studying Health System Change's Community
Tracking Study as well as expert interviews, Casalino, Devers and Brewster
(2003) concluded that ASCs increase productivity, decrease CoOsts, and improve
overall qguality. While the procedures are similar in each setting, ASCs have
more specialized staff and quicker turnaround time than HOFDs, allowing them
to serve as “focused factories”.

Themes from Interviews

The members of the specialty societies we interviewed echoed the findings
of Casalino's team. They indicated that the staff and resources needed for
the study procedures are the same in all three settings and reiterated that
the main situation in which they would prefer an HOPD over an ASC igs one where
the patient required additional resources that would not be captured in the
ASC reimbursement rate.

The interviewees noted that with respect to most services, ASCs develop
economies of scale by having staff dedicated to a certain set of operatiocns,
and materials in closer proximity than HOPDs, which have generalist staff and
larger facilities. One potential area where an ASC/PO might be disadvantaged
is with respect to precedures such as fluoroscopic guidance where a dedicated
technician in those settings may not be as productively utilized as a hospital
technician that serves a larger patient population with more diverse clinical

conditiens.

Charity Care
Another petential justification for payment differentials that we

investigated was charity care. Because of cafety net laws pertaining to




hospitals, we expected that HOPDs would deliver more uncompensated services.
Te confirm this assumption we looked at existing literature, spoke to the
major specialty societies, and cbserved national data as well as state
statigtics from California and Pennsylvania.

Themes from Literature

Hospitals - particularly public hospitals, academic medical centers, and
other mission-based hospitals - are likely to have higher numbers of medically
underserved patients with either Medicaid or no insurance. The Emergency
Medical Treatment and Active Labor Act requires acute care hospitals offering
emergency medical services to provide emergency medical treatment to all
patients, including the uninsured and underinsured. After being stabilized, an
uninsured or underinsured patient requiring additional care may be transferred
to another care facility (e.g., a public hospital) provided that needed
services are available. With increased demand for public services and limited
funding to provide that care, hospitals and their emergency departments are
finding transfer for definitive care to be increasingly difficult.

HOPDs, therefore, are expected to provide more safety net services to
medically underserved populaticns than ASCs or PCs. In addition tc being a
financial risk, these patients may also bring more comorbidities and
management complications to the HOPD. For these hospitals, higher payment for
HOPD vs. ASC or PO services represents in part necessary cost-ghifting to
support uncompensated or undercompensated care. ASCs and FCs, by selectively
treating well-insured, more-profitable patients, could cause a decrease in
profitable volume in HOPDs and thereby limit the extent to which hospitals are
able to cost ghift between payers. Hospitals are also compensated for safety
net services in several other ways, including non-profit tax status,
disproportionate share payments, and state and local indigent care pools in
some states. Approximately 1100 teaching hospitals in the U.S. also receive
indirect medical education (IME} payments for inpatient care that arguably
supports charity care as well as teaching activities. However, the amount of
safety net care and support through the IME mechanism varies widely between
hospitals.

Hospitals are concerned about the cost implications of patient selectiocn
by physicians with a financial relationship to an ASC. The concern is that
physicians will selectively refer less complicated, profitable patients to an

ASC in which they have an ownership interest (RHA, 2006} . ASCs are exempt
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from the federal self-referral prohibition (the ®Stark law”) against
physicians making a referral to an entity with which they have a financial
relationship for designated health services for which Medicare or Medicaid
would otherwise pay and are also a “safe harbor” under the federal Anti-
Kickback Statute {FASA website). Several states have considered (but not
passed) laws designed to limit physician self-referral to ASCs. Gabel and
colleagues (2008) recently found that physicians are more likely to send well
insured patients to ASCs and Medicaid patients to HOPDs.

There ig little information available from previous studies on the extent
te which HOPDs treat charity care or Medicaid patients compared to ASCs or
POs. Based on an analysis of MGMA survey data, the AHAreported that 3.5% of
ASC patients were on Medicaid and 0.3% were given charity care (AHA, 2006).

In comparison, the AHA reports that Medicaid represents 14.6% of hospitals’
revenue (inpatient and outpatient). Charity care is often provided in POs. In
1996, B6% of ambulatory visits by uninsured participants in the Medical
Expenditure Panel Survey were to POs, compared to 8% to HOPDs and 6% to
emergency rooms.

Themes from Interviews

In terms of charity care, our respondents acknowledged that HOPDs are
more likely to bear the brunt of uncompensated care. However, they maintained
that such cases are a small percentage of total procedures performed. Further,
they noted that scme states require a certain amount of charity care on the
part of ASCs, or prohibit financial diserimination in accepting patients as a
condition of licensure or certificate of need.

Findings from Data

The National Ambulatory Medical Care Survey, the National Hospital
Ambulatory Medical Care Survey and the California and Pennsylvania data all
indicate that HOPDs have more “self pay” patients, and provide more
uncompensated care. Figure 5.1 compares the findings from the surveys and our

analysis of the CA ASC data.




Figure 4.1
Parcent of Patients Who are Self-Pay in Ambulatory Surgical centers, Physician
Offices, and Hospiltal Outpatient Departments
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Regulation and Accreditation

Because hospitals have more comprehensive regulations guiding their
practice, we looked to Medicare conditions of participation, state licensure
regquirements, accreditation criteria and certificate of need laws affecting
gervices provided in HOPDs, ASCs, and PCs to explore potential reasons for
cost differentials.

Themes from Literature

State Licensure Reguirements

All mtates require hospitals to be licensed, whereas only 43 states
require the same of ASCs. State licensure requirements for ASCs vary in the
extent to which they are comparable to Medicare requirements. Only seven
states enforce regulations for physician offices that perform outpatient
surgery (AHA, 2006; Hochstadt, 2003). New York recently enacted a law that
requires effective July 2009 that office-based surgery and other invasive
procedures requiring moderate sedation, deep sedation, or general anesthesia,
and certain liposuction procedures be performed in a setting that has obtained
and maintained accreditation from an entity approved by the state Health
Commissioner (NY website). The state has recognized three organizations-

Accreditation Association for Ambulatory Health Care (AARHC), American




Association for Accreditation of Ambulatory Surgery Facilities (AAAASF), and
The Joint Commission {TJC) - as accreditation entities for office-based
surgery. The law also mandates reporting of adverse events.

Medicare Participation Requirements

Medicare participating hospitals and ASCs must meet any applicable state
licensing requirements and either meet additional Medicare standards or he
accredited by an organization that CMS has determined has standards that meet
Medicare requirements. 13

Medicare's requirements regarding governing bodies, qualifications for
staff, physical examination of patients, anesthesia administration, fire
safety, lighting, medical services, radiology and laboratory services are
gsimilar for hospitals and ASCs (to the extent they provide the relevant
services). However, in other areas, requirements for hospitals and ASCs differ
significantly, largely because of the hospital’s broader mission to provide
inpatient care. Patient discharge plans are more complicated in the hospital,
where a social worker must create a care plan. Hospitals must have an
organized medical staff, as well as utilization review, requirements that do
not apply to ASCs. Hospitals are obligated to maintain a facility-wide
quality assurance program with written plans of implementation, whereas ASCs
only have to conduct informal self-assessments. Hospitals have stricter
guidelines regarding patient’s rights, such as informed consent, as well as a
grievance process. In terms of infection control, both ASCs and HOPDs are
required to provide a “sanitary environment”, but only hospitals must have an
infection control officer. Hospitals also have more stringent standards in
terms of drug administration and pharmaceutical services than ASCs.
Additionally, hospitals must have radioclegical and food services available,
which are not requirements for ASCs.

Regarding emergency egquipment, however, an ASC has arguably a greater
burden relative to the burden borne by an HOPD (as opposed to the overall
hospital burden). The ASC must purchase and possess items such as cardiac
defibrillators and tracheostomy sets for itself. Unlike the ASC, hospital

operating suites need not have dedicated eguipment, but rather can share

13 npproximately 85 percent of ASCs are Medicare approved. We assume that
some of the study procedures performed on Medicare patients in physician
offices that are typically done in a facility setting such as cataract surgery
and arthroscopy are performed in ASCs that have chosen not to participate in
Medicare but which may be licensed or accredited.




equipment already present at the hospital for inpatient care. Additicnally,
an ASC must have a written transfer agreement with a local, Medicare
participating hospital or all the physicians operating at the ASC must have a
formal arrangement to transfer patients to such a hospital.

Table 4.1 lists the differences between the hospital conditions of
participation and ASC conditions for coverage specific to surgical services.
The hospital conditions apply to ambulatory surgery provided in both operating
guites that are integrated with inpatient surgery and to dedicated ambulatory
surgery units that may be housed on the main campus of the hospital or are

owned and operated by the hospital in a different location.
Table 4.1

Surgical Service Requirements in Hospital Conditions of Participation and for
Conditions for Coverage of ASCs

Surgical Services

Hospital Conditions of
Participation

ASC Conditions for
Coverage

Supervision

Operating room must be
supervised by a doctor of
medicine or osteopathy, or a
an experienced registered
nurse

N/A

Patient Records

Must have complete history
and physical prior to surgery

N/A

Informed Consent

Must have informed consent
prior to surgery

No specific requirement
but may be required by
state law

Equipment

Emergency call system,
cardiac monitor, resuscitator,
defibrillator, aspirator and
tracheostomy set must be
available to operating rcom
suites

Emergency call system,
oxygen, ventilator,
cardiac defibrillator,
cardiac monitor,
tracheostomy,
laryngoscopes and
endctracheal tubes,
suction equipment

Post-operative care

Must have "adequate
provisions for immediate post-
operative care”

Patients must be
discharged in the
company of respensible
aduft

CMS (2007) has issued a proposed rule to alter ASC Conditions for

Coverage that would bring the ASC requirements closer to hospital standards.

The proposed changes include implementing a stricter guality assurance

performance improvement reguirement, establishing patients’ rights provisiocns,

and designating an infection control officer in all ASCs.

these changes would narrow the differences between the participation

requirements for hospitals and ASCs
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Medicare does not have standards other than state licensure that must be
met by POs. However, there are requirements for IDTFs that primarily provide
diagnostic testing. An IDTF must have at least one supervising physician who
is responsible for the direct and ongoing oversight of the gquality of the
testing performed, the proper operation and calibration of equipment used to
perform tests, and the gualifications of non-physician IDTF personnel who use
the equipment. The supervising physician must evidence proficiency in the
performance and interpretation of each type of diagnostic procedure performed
by the IDTF. Each non-physician (cften referred to as a technician or
technologist) who performs the diagnostic tests must be state licensed or
certified by a recognized national credentialing body. All technicians must
meet the standard of a state license or certification or a national
credentialing body. With respect to services requiring direct physician
supervision, such as the procedures assigned to APC 337 (MRI and MRA without
Contrast followed by Contrast), a physician must be physically eon the IDTF
premises and in the suite of offices where the tests are being performed. In
the office setting, the physician must be present in the office suite and
immediately available (‘within earshot’}.

Accreditation

Hospitals accredited through The Joint Commission (TJC) or the American
Osteopathic Association are deemed to comply with Medicare Conditions of
Participation. Three organizations - ARAASF, AARHC, ©Or TJC- have deemed status
accreditation processes for ASCs. These crganizations also accredit other
ambulatory surgical centers that do not elect to become Medicare certified
(such as plastic surgery centers that perform few Medicare-covered services).
Es with the state laws regarding licensure, requirements for ASCs vary among
the competing accrediting organizations.

Certificate of Need

Certificate-of-Need {CON) laws require hospitals and in some states, non-
hospital entities to demonstrate that new or expanded services or facilities
would meet an unmet need. The intent is to control health care costs through
coordinated planning, but some argue that the laws restrain price competition.
Currently 37 states have CON laws for hospitals and many regulate non-hospital
services ag well. With respect to the study procedures, the number of states

with relevant CON laws (NCSL website} are:
e ASCs, 28 states;
¢ MRI, 21 states;
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® Cardiac catheterization, 26 states;
» Radiation therapy, 25 states.

There has been renewed attention to CON laws with the growth of ASCs and
IDTFs. Not surprisingly, the proliferation rates are higher for these
facilities in states that do not have CON.

Themes from Interviews

The interview respondents noted the higher overall regulatory burden for
hospitals but did not share a common agreement on how this might impact the
cost of the study procedures. They also noted the increased attention given
to accreditation of both ASCs and physician offices as well as the likely
impact of the proposed revisions in the Medicare ASC conditions feor coverage,
both of which are likely to reduce the differences in requlatory burden with
respect to the study procedures.

Some interviewees contended that in some respects non-hespital gettings
actually have a greater burden in meeting regulatory regquirements. For
instance, the physician supervision requirements are more burdengome for an
IDTF than a hospital or PQ. Furthermore, while the hospital participaticen
(accreditation) processes are more burdensome, the costs are allocated to all
service lines whereas all the costs are allocated solely to the surgical

procedures in an ASC.
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5.SUMMARY AND DISCUSSION

SUMMARY OF FINDINGS

pPayment differentials have been largely standardized between HOPDs and
ASCs with the implementation of the 2008 payment policy changes. However, the
gize of the differentials still vary for some procedures because ASC services
that are commonly performed in POs are paid at the PO rate, which is usually
much lower than the OPPS rate. The payment differential between HOPDs and
ASCs will also change over time due to different conversion factor update
methods and separate budget-neutrality adjustments for recalibration of the
relative weights., Payment rates for similar services vary widely between
HOPD/ASCs and POs, with the size of the differential varying by service.
Measuring these differentials, however, is problematic because of differences
in packaging pelicies.

Private payer payment differentials are generally smaller than the
Medicare payment differentials. There are also differences in the distribution
of some of the study procedures across settings, with a higher percentage of
non-Medicare patients receiving services in the PO setting and a lower
percentage receiving services in the ASC setting.

Measurement of costs is extremely hampered by available data sources. As
a repult, it is difficult to determine how well Medicare payment rates reflect
the actual costs of services. Using the current fee schedule cost finding
methods to compare HOPD and PO costs at the procedure-level, cost
differentials between settings are also large, although typically smaller than
the payment differentials. Payment differentials are higher than cost
differentials largely because of budget neutrality provisions. Using
California ASC data to compare overall differences in HOPD and ASC costs, the
overall payment differential between these providers appears roughly
comparable to the cost differentials.

our interviews and literature review found several differences between
settings that may justify some of the observed cost and payment differentials.
Patient comorbidity is seldom the primary reason for referral to HOPDs;
patients receiving the study procedures are typically at low risk for adverse

outcomes in all settings. However, patients requiring more resource-intensive




services {e.g., additional equipment or medications) may be referred more
frequently to the HOPD because the payment rate is perceived to be
insufficient to cover the costs of providing care in the ASC/PO setting. With
the expansion of the ASC list of covered procedures and the payment policy
changes, no conclusions are possible at this time regarding whether the mix of
procedures covered by an APC payment will be comparable between the two
settings.

The physicians that we interviewed expressed a strong preference of the
efficiency of ASCs relative to HOPDs, due to newer physical plants, shorter
patient turnover time, dedicated rescurces in close proximity, as well as
differences in “culture” that can promote slowness and inefficiency in the
HOPD. The regulatory burden is much lower in POs than ASCe or especially
HOPDs. However, HOPDs may benefit from being able to spread costs across more
gervice lines. HOPDs also provide more charity care than ASCs and POs.

There are several important limitations that should be considered when
interpreting these results. The payment and cost differentials do not reflect
differences in the units of service between settings that arise due to
differences in packaging and bundling rules. The cost estimates were based on
available data, using different data sources and methods for each setting.

The interviews were conducted with a limited number of clinical experts and

may reflect their unique perspectives.

DISCUSSION

In the sections that follow, we first provide an overview of different
approaches that could be used by Medicare to pay for ambulatory services in
multiple settings, and then discuss specific policy changes which might be

considered.

Approaches to Medicare Payment for Ambulatory Services in Multiple Settings
One approach to Medicare payment is to base payment rates on the costs of
providing the procedure in each setting. This approach assumes that the cost
differences between settings are due to factors that are of value to the
Medicare program and should be compensated. This is, in principle, the basis
of the current Medicare payment policy for ambulatory services (Winter, 2003) .
The relative payment rates for services in each payment system are based on
estimates of service costs in each setting. Yet, the distinctions between the

settings and the nature of the services that they provide are blurred. Many




hospitals have established ambulatory care centers that operate gseparately
from the inpatient product lines and resemble community-based ambulatory care
settings. ASCs range from large multi-specialty centers providing a range of
surgical procedures similar to those provided to hospital outpatients to
single-specialty centers that more closely resemble a physician office.
Further, as our study illustrates, different methods are used to estimate
costs in each setting, and many of the cost data and methods used in these
estimates are limited. Better measurement of resource costs would enable the
elimination of profit differentials between care settings, where they exist.

The policy question is the extent to which the cost differences between
settings are due to factors that are of value to the Medicare program and
should be compensated. The difficulty in answering this question is judging
which cost differences (for each type of service) are “justified” differences
related to patient mix, service, content, etc. that should be reimbursed,
rather than "inefficiencies” or other unjustified costs that should not. An
alternative would be to base payment rates on costs in the least expensive
setting (Winter, 2003). Under this type of system, after controlling for
patient risk factors, service content, etc. - either by selecting services
without meaningful differences, or by adjusting payments to reflect these
factors - payment levels would be set in relation to the cost of providing the
services in the most efficient setting. For example, Medicare caps payments
to ASCs for procedures that are commonly provided in POs at the PO payment
rate. The underlying assumption is that services that are commonly provided
in POs are effectively delivered there, and that there is no justification for
additional costs related to providing these services in ASCs. This encourages
ASCs that are more costly than POs to either improve their efficiency or not
provide the service.

Delivery of outpatient care within a hospital infrastructure that is
designed and maintained for inpatient care has both cost and payment
implications. What may seem like “inefficiencies” when compared to service
delivery in community-based settings may be an unavoidable consequence of the
joint production of inpatient and outpatient care to a broader mix of patient.
Furnishing HOPD services that can also be provided in a less costly setting
helps cover the fixed costs of providing services that are most appropriately
provided in a hospital setting. Serving a broader patient population generates

inefficiencies on one hand for particular services, but also has the potential




to spread fixed costs over more services and to use the haospital’s equipment
and facilities more productively on the other. Shifting services to non-
hospital settings would raise the cost of these “hospital-only” services.
Paying based on a “least costly setting” approach would mean that hospitals
would have less ability to cross-subsidize more costly “hospital only”
services. Under either scenario, the underlying issue is the extent to which
general cutpatient care should subsidize the cost of specialized care and
standby services appropriately provided only in a hospital setting.

Despite the study limitations, our findings suggest that payment
differentials between settings are large and variable among procedures to an
extent that do not appear justified by factors we examined. What policies
could be used to establish payment differences consistent with “value-based”
purchasing concepts? There is no obvious anawer to this question. Indeed, the

question raises several major policy issues:

« Medicare is paying more for services provided in HOPDs that could be
appropriately provided in less resource-intensive settings. As a prudent
buyer, when is it appropriate for Medicare pay mere than the amount
applicable to the “least costly” setting for comparable services?

« policies that “level the playing field” across ambulatory settings could
either decrease payments to HOPDs and/or increase payments to ASCs and
POs. Under either approach, services are likely to ghift to non-hospital
settings and hospitals will face lower revenues for HOPD services that
can be appropriately provided in other settings. What is likely to occur
if hospitals lose their ability to cross-subsidize services that can
only be provided in the hospital setting?

. While the differentials for particular services vary widely, they are an
integral part of different payment systems for HOPD/ASC services on one
hand and PO services on the other. Is it appropriate to deviate from
site-specific fee schedules for particular services?

Addressing ASC/HOPD Payment Differentials

Payment differentials between ASCs and HOPDs have largely been
standardized in 2008 but will begin to diverge because of differences in the
update policies. There are several “tweaks” to the existing policy that could
help to make the payment differentials between the two settings consistent

with costs and maintain the relationship in the future.

¢ Determine ASC conversion factor based on cest. The ASC conversion
factor was set at 67% of the OPPS conversion factor in order to be
budget neutral with estimated ASC payments under the prior system. If
the payment levels differ widely from actual ASC costs, it could lead to
distortions in where services are provided. The availability of
national data on ASC costs has limited comparisons of HOPD and ASC costs
in the past. Our exploratory analyses using the California ASC data
could be expanded to other state databases that contain both utilization
and financial data. While this approach does not account for
differences in the costs of specific preocedures, it does provide a
measure of differences in overall cost levels between the two settings.
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Same update factor for ASC/HOPD. Since ASCs and HOPDs will use
different methods for updating the conversion factor, the payment
differential (currently set at 67% on a budget-neutrality basis) will
change over time in unpredictable ways. A legislative changes to allow
the same update factor would eliminate this source of variability in
payment differentials between the two settings.

Maintain same OPPS/ASC raelative welghts over time. The relative weights
for OPPS procedures will be updated annually on a budget-neutral hasis
separately for HOPDs and ASCs. The result will be differences in APC
relative weights between ASCs and HOPDs. Harmonizing the budget
neutrality calculation for recalibration into a single calculation or
making the ASC budget neutrality adjustment to the conversion factor
rather than the relative weights will preserve a consistent relationship
between HOPD and ASC relative weights.

Addressing PO/HOPD Payment Differentials

Payment differentials between POs and HOPDs are products of two different

rate-setting approaches and are larger than between ASCs and HOPDs, so that

addressing them would require more substantial peclicy changes. There are

several potential ways that PO/HOPD payments could be made more consistent.

Same bundling policies for PO as other settings. There are substantial
differences in the bundling of services between settings. These
differences increased in 2008 when additional services were bundled
into the OPPS payments, making the actual differentials less
transparent. A first step toward more congistent payments would be to
apply the HOPD bundling rules to the FO setting to the extent
practical. This may not be practical for two separate procedures
involving two different physicians during the same encounter but could
be feasible for items and supplies that are billed by the physician
providing the service in a PO, such as contrast media and drugs below

the OPPS cost threshold for separate payment.

consistent policles for multiple procedure discounting. Policies for
multiple procedure discounting for surgical procedures apply to beth
settings, but discounting for imaging services applies only to services
provided in the PO/IDTF. The raticonale for discounting is egually
applicable to imaging services provided in the HOPD setting.

Conaider ways to level payments for commonly performed PO services. The
payment differential between HOFDs and POs could be standardized for
appropriate procedures, similar to how HOPD/ASC differentials were
standardized. There are several ways this could be implemented:

- Blended rate {pre-OPPS policy for HOPDs). HOPDs and PUs could
each be paid a blended rate of the OPPS and physician fee schedule
payment amcounts for services commonly performed in both settings.
The blend could differ by setting (so that it would reduce the
differential but retain higher payments for HOPD services) or the
same payment could apply to both settings.
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- Payment Cap. HOPD payment rates could be capped at a percentage
of PO PE payment rates for services that could appropriately be
performed in either setting and are not likely to vary in c¢linical
content across settings. The cap could recognize that relatively
higher cost structure of HOPDs (e.g., 150 percent of the amount
payable for services performed in the PO) and would retain the
underlying structure of the OPPS for services unaffected by the

cap.

AREAS FOR ADDITIONAL RESEARCH

This exploratory study was performed using available data and a small set
of study procedures chosen in part to maximize comparability. The
interpretation of the results on payment and cost differentials is limited by
differences in the comparability of services and methods between settings and
by lack of a measure of efficient costs. The generalizability of the results
is limited by the sample of study procedures. Further research could address

these issues.

. Comparability of services across settings. Analysis of administrative
data for services provided in physician offices and other non-facility
settings would inform the extent to which gservices that are bundled in
the HOPD/ASC settings are separately paid in POs. This information is
needed to fully understand the payment differentials between the
settings. Analysis of 2008 or later utilization data would provide
information on differences in the distribution of procedures within
APCs between ASCs and HOPDs and whether there are differences in
procedure mix between the two settings after the ASC policy changes
are implemented. Because the billing instructions do not require
coding of bundled procedures, it is unlikely that administrative data
will be usable to examine whether ASCs are steering more expensive
patients to HOPDs for a given procedure.

* Comparability of costs across settings, APC relative weights are
currently set using cost estimates derived from claims data and
hospital cost reports. Physician fee schedule relative values are set
using direct cost estimates from physician expert groups and indirect
cost estimates from specialty surveys. Both metheods have shortcomings
and were criticized in our interviews. The APC weight-setting process
is viewed as inaccurate because of limitations in the cost report and
claims data. It is also not very transparent because the calculations
leading to the costs are complicated and hard to follow. The
variation in cost estimates for procedures between hospitals is very
large. On the other hand, the physician expert input method used in
PE relative value-setting process was criticized as peolitically
motivated and leading to overestimates of direct costs. However, the
estimates are transparent since all of the supplies, equipment, and
labor estimated for each procedure are listed in the public domain.
The indirect costing methodology was criticized asg inaccurate.
Comparability of costs across settings could be addressed by
conducting resource-based costing studies on selected procedures
across all three settings. The findings from the non-Medicare payment
analyses could be used to target candidate procedures,

. Efficiency of care across settingsa. While there isg general agreement
that Medicare should cover the costs of efficiently delivered care,
there is no consensus on how to measure efficiency and the extent to
which efficiency measures should consider not only cost but quality
outcomes (McGlynn, 2008). The issue of whether care is more




efficiently delivered in one ambulatory setting than another could be
further addressed by expanding the unit of analysis to the episode of
care. Instead of examining only the procedure-level cost differences,
an episode analysis would also account for differences in the
provision of related services and follow-up care.

Generalizability. Because one criterion in selecting the study
procedures was that the procedures were unlikely to vary by patient
characteristice and clinical content, our findings are not
generalizable to the range of services provided in multiple ambulatory
settings. Generalizability could be addressed by extending the
analyses to more complex and invasive procedures.
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Comparison of HOPD/PO Payment

Table B.3

Differentiale

CPT Ratio of PO to HOPD Payment |
APC Codo Description Non- “- - Medicare
Medicare
20 11403 Exc tr-ext b+marg 2.1-3 cm 77 57
20 11422 Exc h-f-nk-sp b9+marg 1.1-2 7.3 6.0
22 20680 Removal of supportimplant 36 4.3
41 29881 Knee arthroscopy/surgery 29 7.8
100 93017 Cardiovascular stress test-tracing 3.2 28
only
143 45378 Lower Gl Endoscopy 21 23
143 45380 Colonoscopy and biopsy 1.8 1.9
143 45384 Lesion remove colonoscopy 1.4 21
143 45385 Lesion removal colonoscopy 1.8 1.8
206 64472 Inj paravertebral ¢/t add-on 2.4 58
207 62310 Inject spine ci 25 3.9
207 62311 Inject spine I/s (cd) 23 4.4
207 64475 Inj paraverebral Ifs 2.2 10.7
207 64483 Inj foramen epidural ifs 23 31
207 64484 |Inj foramen epidural add-on 36 4.2
207 64523 Destr paravertebral n add-on 2.1 7.0
246 66084 Cataract surg wfiol, 1 stage 7.8 6.2
260 71010 Chest x-ray 3.2 31
260 71020 Chest x-ray 33 23
304 77280 Sbrt management 20 c6
304 77300 Radiation therapy dose plan 3.5 22
304 77331 Special radiation dosimetry 39 3.2
304 77336 Radiation physics consult (non-FAC 17 23
only)

305 77290 Setradiation therapy field 1.9 0.5
305 77315 Teletx iscdese plan complex 23 3.2
305 77321 Special teletx port plan 3.5 43
337 70553 Mribrain w/o & widye 1.4 08
337 72158 Mri lumbar spine wi/o & w/dye 1.3 0.8
337 74183 Mri abdomen w/o & w/dye 14 08







REFERENCES

American Association of Ambulatory Surgical Centers (AAASC). “Fact
Sheet: ASC Physician Ownership and Referral.” Available at:
‘htrp:f/www.aaasc.org/advocacv/ASCFachhcet-Stark.htm, acceased February 2007.

American Hospital Association. The Migration of Care to Non-hospital
Settings: Have Regulatory Structures Kept Pace with Changes in Care
Delivery? Washington, DC: American Hospital Association, 2006.

California Office of Statewide Health Planning and Development,
Healthcare Quality & Analysie Division. Clinics Annual Utilization
Data. Available at: heep//www.oshpd.ca.gov/HQAD/Clinics/clinicsutilhem,

accessed February 2007.

Casalino, Lawrence P., Kelly J. Devers and Linda R. Brewster Focused Factories?

Physician-Owned S$pecialty Facilities, Health Affairs, 22, no. 6
(2003): 56-67

Centers for Medicare and Medicaid Services. Medicare Claims Processing
Manual. Available at:

998&sortByDID= 1&sortO:dex-asccndmg&ltemiD CMSO[89]Z&thumPerPagc 10,

accessed February 2007.

Dobson, Allen, Joan DaVanzo, Julia Doherty, and Myra Tanamor, A Study of
Hospital Charge Setting Practices. Study conducted by the Lewin Group
for MedPAC, 2005. No. 05-4.

FASA. The Regulation of Ambulatory Surgery Centers.
heep://www.fasa. org/ascs/ascregulations. hunl

Fleischer, Lee A., Reuven Pasternak, Robert Herbert, Gerard Anderson.
“Inpatient Hospital Admission and Death After Outpatient Surgery in
Elderly Patients: Importance of Patient and System Characteristics and
Location of Care.” Archives of Surgery 139, 2004: 67-72.

Jon R. Gabel, Cheryl Fahlman, Ray Kang, Gregory Wozniak, Phil Kletke,
and Joel W. Hay, “Where Do I Send Thee? Does Physician-COwnership
Affect Referral Patterns To Ambulatory Surgery Centers?”Health Affairs
27( 3): 2008: wle5-wl74 (published online 18 March 2008;
10.1377/hlthaff.27.3 . w165} .

Ginsburg, Paul D. and Rocbert A. Berenson, "Revising Medicare's Physician
Fee Schedule —Much Activity, Little Change,” New England Journal of
Medicine, 356(12), 2007:1203.




Government Accountability Office (GAO). Medicare: Payment for Ambulatory
Surgical Centers Should Be Based on the Hospital Outpatient Payment
System. Washington, DC: GAO-07-86, 2006. ’

Hochstadt, Adrian. “How states regulate office surgery--a primer,” Plastic Surgery Nursing,
22(3), 2002: 133-6.

Lynk, William J. and Carina S. Longley. “The Effect Of Physician-Owned
Surgicenters On Hospital Outpatient Surgery.” Health Affairs 21(4),
2002: 215-21.

McCall, Nancy, Jerry Cromwell and Peter Braun, “Validation of Physician
Survey Estimates of Surgical Time Using Operating Room Logs”, Medical
Care and Regearch Review. Vol 63: 764 (2006} .

McGlynn, Beth, Steven M. Asch, and John Adams. "“The quality of health
care delivered to adults in the United States,” New England Journal of
Medicine 348, no. 26 (June 26): 2635-2645.

McGlynn, Elisabeth et al., Identifying, Categorizing and Evaluating
Health Care Efficiency Measures. Final Repert (prepared by the
Southern California Evidence-based Practice Center- RAND Corporation,
under Contract No. 282-00-0005-21. AHRQ Publication No. 0B-0030.
Rockville, MD: Agency for Healthcare Research and Quality. April 2008.

Medical Group Management Association (MGMA). “Ambulatory Surgery Center
Performance Survey: 2006 Report Based on 2005 Data.”

Medicare Payment Advisory Commission (MedPAC), Report to the Congress:
Medicare Payment Policy, Washington, DC: MedPAC, March 2004.

Medicare Payment Advisory Commission (MedPAC), Report to the Congress:
Medicare Payment Policy, Washingteon, DC: MedPAC, March 2006.

Medicare Payment Advisory Commission (MedPAC), Healthcare Spending and
the Medicare Program, Washington, DC: MedPAC, June 2008.

Miller, Henry, Brian Balicki, and Maureen Nuschke, “Replication of 1982
Study of Resource Costs in 25 Hospitals, Final Report”. Columbia, MD:
Center for Health Policy Studies, April 6, 1980. Supported by Cffice
of the Assistant Secretary for Planning and Evaluation, HHS, Contract
No. DHHS-100-88-0038.

Miller, Henry, William Kelly, Horen Boyagian, John McCue and JoAnna
Burnette, “Qutpatient Resource Costing Final Report”, Columbia, MD:
Center for Health Policy Studies, August 7, 1995. Supported by HCFA
grant 18-c-90123/3-02.

National Conferences of State Legislatures {NCSL) website.
-ograms/ healch/cerc-nced hem#Facilities as of June 1, 2008.




Sless EM, Fung C, Wynn BCQ, Shugarman LR, Ashwood JS, Stoto MA. Further
Analyses of Medicare Procedures Provided in Multiple Ambulatory
Settings. RAND: Santa Monica, CA. WR-349, May 2006.

Winter, Ariel. “Comparing the Mix of Patients in Various Outpatient
Settings.” Health Affairs 22{6), 2003: 63.

Wynn, Barbara 0., Medicare Payment for Hospital OQutpatient Services: A
Historical Review of Policy Options. Santa Monica, CA: RAND WR-267-
MEDPAC, 2005.

Wynn, Barbara 0., Elizabeth M. Sloss, Constance Fung, Lisa R. Shugarman,
J. Scott Ashwood and Steven M. Rsch, Services Provided In Multiple
Ambulatory Settings: A Comparison Of Selected Procedures, Santa
Monica, CA: RAND WR-157, 2004.




g e
LanelKoenigAPhD

JJ5iaiDoherty MBI SAY

fJenniferdDrey FUsEMBAY
J)udyXanthopoulos! |

| Prepare Fors
ﬂﬁ@ﬂm

)unel5%$2009

0 gal e !

Einal[Repor .

HEALTH

CONSULTING LLC

onswering foday’s heolth policy questions




Table of Contents

ABOUL the AUIRNOTS ...vvciitiiiriies ettt eb ettt en ke e e ee s i
EX@CUNIVE SUMMGIY ...ttt et e b e e ii
[, PUPPOSE OF STUAY ..eoveiieeiecec ettt e s 1
. Growth of the Number of Ambulatory Surgical Centers: An Introduction to the Issues............... 1
a. Characteristics of the ASC INUstry ...........cccooiiiiiiceiecre e e 1
b. Policy Issues around Ambulatory Surgical Centers ..........cccoouieiiiiniiiiniiinie e, 7
ll. Conceptual Model and Methods ..., 8
Q. Lileralure REVIEW. .. ...cooiiiiiiiiiie s et 9
b, EXPEr INEIVIEWS.......ceceeeeteeeceees et et 9
¢.  Quantitative ANGIYSEs ..........ccveriiverrier i e b 10
IV. ASC Growth Factors: Findings from a Literature Review & Expert Interviews ...........ccocoeneen. 1
a. Factors Affecting Overall Use of Healthcare Procedures ..., 11
b. Fadors Affecting the Migration of Services from Inpatient to Outpatient Settings ............. 17
¢. Faclors Affecting the Ambulatory Surgery Site of Service........oooovivreriiieieiiies 18
V. Medicare ASC Services: Which Types of Services Have Driven Growth®.............c..cc.ccco.... 21
a. Colonoscopy and Upper GI Endoscopy .........cccooouiinimiiiiiniieic e 25
b. Cataract and Other Eye Surgieries. ... ... 28
C.  Pain Management....... ...t 30
VI. impact of Changes in Service Volume, Comparative Value, Price, and Shikt in Site of Care on
ASC GrOWHh <.ttt ettt s e anee 32
Vil. The Role of Demographics, Provider Supply, and Technological Change........ccovvvoeiiiiiniaes 35
VAL DISCUSSION 1--.c.vveoeervvessssseasesnesasseessseammesseeeoeoesoess s sssssasss s sesssoss s SO 42
REFEIENCES .. .ottt et 44
Detailed Methods APPEnixX .........ccvviireiieciriinicnrecr et es et 49
Appendix Charts: Results by Specialty ... 55

KNG Health Consulting, LLC




List of Tables

Table 1. ASC Medicare Market Share by Specialty (Based on Allowed Services) ..........cccooeennn.n. 6
Table 2. Contribution to Growth in Medicare Allowed ASC Charges by Service Category ............. 25
Table 3. Prevalence of Cataracts among Adults 40 Years and Older in the United States .............. 29
Table 4. Percent of Growth in ASC Services due to Shift in Site of Service for Select Service Groups

AN TIME PEAOAS .....o.ocviietiiiee ettt et s sb s e s bbb 34
Table 5. Trends in Growth of ASCs and State-level Characteristics.........ccvcrcrniiniiinniinireen 37

Table 6. Estimated Effects of ASCs, Provider Supply, and State Characteristics on Total Medicare
Services per 1,000 Beneficiaries by BETOS ... 38

Table 7. Estimated Effects of ASCs, Provider Supply, and State Characteristics on Total Medicare
Services per 1,000 Beneficiaries by Specialty ..........cooooiiuiiiniice 39

Table 8. Estimated Effects of ASCs, Provider Supply, and State Characteristics on ASC Market Share
BY BETOS ...t ieie e et ea et e et s bbb b bbb 40

Table 9. Estimated Effects of ASCs, Provider Supply, and State Characteristics on ASC Market Share
BY SPECIAMY ...ttt e b 41

KNG Health Consulting, LLC




List of Figures

Figure 1. Percent of Outpatient Surgeries by Facility Type ..........cccoooeivirimiieieiiic 2
Figure 2. Percent of ASCs by Specialty .......ccccovereiiriiriirir it 3
Figure 3. Annual Net Growth Rate in Medicare-Certified ASC Facilities ............ccoorerrriicniineinnnce, 4
Figure 4. Percent Growth in Medicare Allowed Charges and Allowed Services for ASCs.................. 5
Figure 5. Share of Medicare ASC Allowed Charges by Specialty ..., 5
Figure 6. Conceptual Model: the Growing use of ASCs and Place of Service Defermination............. 9
Figure 7. General Population Estimates as a Percent of Total Population, Distributed by Gender and

Selected Age Groups, July 1, 2007.......covimmminiiiiiiece b 12
Figure 8. Self-Reported Health Status, 1998 and 2008 ...........cccveiiiiiiiiirr e 14
Figure 9 Percent of US Population with Selected Health Conditions, Selected Years........................ 14
Figure 10. Percent of Persons in the United States Overweight or Obese, Selected Years............... 15
Figure 11. ASC Share of Medicare Allowed Charges by Type of Service, 2007 ...........cc.ccconnneee. 22
Figure 12. Average Annual Growth per Capita in Medicare Allowed ASC Services...........cccc...... 23

Figure 13. Contribution to Growth in Medicare Allowed Charges by Type of Service, 2000 to 2007
24

Figure 14. Average Annual Change in Total ASC Medicare Charges, Population, Number of
Allowed Services, Average Relative Weights and Price for Select Years .......cooooeviininncnnnin 33

Figure 15. Percent of Growth in ASC Services due to Shift in Site of Service by Selected Category . 34

KNG Health Consulting, LLC




About the Authors

Lane Koenig, Ph.D., President of KNG Health Consulting, LLC, is a healthcare economist with
experience in the public and private sectors. He specializes in conducting data-driven analyses to
study a broad range of healthcare issues, including Medicare reimbursement policy, provider
efficiency, healthcare spending growth, and the costs and benefifs of medical interventions. Prior to
starting KNG Health, Dr. Koenig was a chief economist in the Office of Policy at the Centers for
Medicare and Medicaid Services [CMS) and a Senior Scientist at The Lewin Group. He graduated
with Honors from the University of Florida, Gainesville and eamed his Ph.D. in Economics from the
University of Maryland, College Park.

Julia Doherty, MHSA, is the Senior Research Director at L&M Policy Research, a woman/minority
owned small business dedicated to research on the health issues of underserved populations. Ms.
Doherty has 24 years experience in healthcare management, policy and research. With 19 years in
the American healthcare system, she has held executive posts in a health maintenance organization,
major academic hospital, community health center and management consulting firm. She has
published in multiple American and European journals.

Jennifer Dreyfus, MBA, is the principal and founder of Competitive Health Strategies, LLC. For the
past 10 years, Ms. Dreyfus hos worked with ambulatory surgical centers, professional associations,
large physician groups and other providers as she reviews Medicare regulations and assesses the
impact of regulatory changes on providers. She also negotiates managed care agreements on
behalf of her clients, given her strong financial background and her understanding of the payer and
provider communities. Her 25 years of experience in healthcare has led to a strong foundation in
payer, physician, hospital and ancillary provider issues. Prior to establishing Competitive Health
Strategies, LLC, Ms. Dreyfus held management positions in two managed care organizations, a
hospital, and a multi-hospital system. Ms. Dreyfus was a Kaiser fellow and earned her MBA from
The Wharton School.

Judy Xanthopoulos, Ph.D., is a principal in Quantria Strategies, LLC where she works developing
micro simulation models for tax and pension policy analysis. Prior to founding her own businesses,
she spent nearly 10 years with the Joint Committee on Taxation of the U.S. Congress as an economist
analyzing tax policy and legislative proposals, with particular emphasis on healthcare and employer
pension plan issves. In addition, she has approximately 5 years combined experience working for
the National Center for Health Services Research and MedPAC. She earned a PhD in economics
from the University of Maryland, College Park.

KNG Health Consulting, LLC (KNG Health) is a health economics and policy firm specializing in
objective and data-driven analyses that address real-world challenges. KNG Health contributes to
improving the efficiency and effectiveness of healthcare by applying economic concepts and rigorous
analytic techniques to understand healthcare markets. The company pravides a broad array of
consulting services to health provider and insurer associations, health plans, and Federal and State
governments.

KNG Health Consulting, LLC |i




Executive Summary

This study assesses the factors that have contributed to growth in the number of ambulatory surgical
centers [ASCs). ASCs are facilities that provide surgical procedures exclusively on an outpatient
basis. ASCs and other ambulatory settings, which include hospital outpatient departments (HOPDs)
and physician offices, offer alternative sites of service for certain surgical procedures that do not
require an overnight stay.

Conceptual Model and Approach

The potential causes of growth in ASCs are numerous and may include changes in population
demographics, disease prevalence, new surgical techniques, Medicare and other payer coverage
and reimbursement decisions, and differences in reimbursement levels for ambulatory surgery across
care seffings. Because of the complexity of the issue, we developed a conceptual model to guide our

analysis.

Our conceptual model recognizes three levels of factors that determine the volume of surgical
procedures provided by ASCs.

o Level 1: Relates to the overall need for healthcare procedures, including both inpatient and
outpatient care, and includes factors that are largely related to characteristics of the
population or changes in diagnostic screening recommendations. However, technological
change, including new surgical and diagnastic techniques, is also a significant contributor to
overall use of surgical procedures.

o Level 2. Relates to whether a procedure is performed on an inpatient basis or done in an
outpatient setting. This level is concerned primarily with technologically-driven substitution as
a result of improvement in surgical fechniques and anesthesia.

o Level 3: Relates to site-of-service decisions. This level addresses how providers and patients
select one site of service over another.

Guided by this conceptual model, our technical approach includes both qualitative and quantitative
methods. We first conducted a literature search of PubMed for studies published in the last 10 years
for each of the three levels of ASC-use determination. In addition, the project team conducted
interviews with five experts and stakeholders in the ambulatory surgery community. The purpose of
these interviews was to enhance our understanding of the growth factors associated with ambulatory
surgery, the changing healthcare and ambulatory environment, and private payment trends.

We conducted a number of quantitative analyses to assess the factors responsible for the growth in
services provided in ASCs. These analyses relied on Medicare data and primarily included: o
decomposition of Medicare spending, an anolysis of shift in site of ambulatory surgery, and
regression modeling.

Our decomposifion analysis determines the share of growth in total Medicare ASC spending
attributable to changes in:
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Medicare fee-for-service {FFS) population;

Average number of services {NOS) per beneficiary;
Average relative weights {or comparative value); and
Medicare reimbursement levels.

A=

To complete the analysis of a shift in ambulatory surgical setting, we determined what ASC service
volume would have been had it grown at the same rate across all ambulatory surgical settings. We
then compared the actual growth to this “expected” growth rate. We attributed any ASC volume
growth above the “expected” growth to a shift in sefting (from HOPDs and physicion offices).

Finally, we used regression modeling to test the induced-demand hypothesis and quantify the
contribution of specific demand and supply factors to ASC growth. The regression models assessed
the impact of ASCs on the total provision of services across ambulatory settings and identified the
factors that drive ASC market share.

These three quantitative approaches complement each ather. The decomposition of growth and site-
of-service, analyses allow far statements about the contributions several broad factors make to ASC
growth, including population growth, changes in the number of services per beneficiary, and shifts in
sife of service. The regression models allow us to test whether we can rule out induced demand as o
significont growth factor.

Growth of Ambulatory Surgical Centers: An Introduction ta the Issues

The number of Medicare-certified ASCs grew at an average annudl rate of 7.3 percent from 2000
through 2007, with Medicare payments to ASCs increasing by an average of 11.4 percent per year
over this period (MedPAC, 2008). By contrast, Medicare spending for hospital outpatient services
grew, on average, by 6.9 percent onnually over the same time period {MedPAC, 2008). As a result
of the relatively rapid growth of ASCs, some policymakers have raised concerns about the potential
overuse of ASCs. Because the factors influencing ASC growth are not well understood, the extent to
which the increase in ASC use reflects an appropriate response to patient needs and an efficient
allocation of healthcare resources is unclear.

The increased use of ASCs could benefit patients and providers. According to MedPAC, ASCs may
offer more convenient locations, shorter waiting times, and easier scheduling for patients (MedPAC
2009). Beneficiary coinsurance amounts are lower for services provided in ASCs as compared to
HOPDs as are Medicare program payments for services. A review of the literature by Chukmaitov et
ol. suggests that the speciclized, “focused factory” characteristics of many ASCs could improve
patient outcomes {Chukmaitov, et. al., 2004); additional studies in this review of other setfings
confirm a relationship between procedural volume and quality. Finally, the ASC setting gives
patients access to the most recent technologicol advances {ibid).

Moving volume to ASCs from HOPDs could result in savings to the Medicare program. Medicare’s
payments to ASCs were at 86.5 of HOPD in 2003. Several subsequent policy changes lowered ASCs
payments even further relative to the HOPD.  The Deficit Reduction Act of 2005 {DRA) limited
Medicare ASC reimbursement rates fo the lesser of the standard ASC rate or the rate under the
hospital outpatient prospective payment system. Less than 11 percent of ASC-eligible services were
affected by this policy. These affected services represented 7 percent of the ASC surgical volume in
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2007, indicating that most ASC services were already being paid at or below the HOPD Medicare
rate (MedPAC 2009).

In 2008, the Centers for Medicare and Medicaid Services revised its Medicare payment system for
ASCs. The new system reduced payments for many high volume ASC services while increasing
payments for other ASC services. CMS also changed the criteria for determining which

procedures Medicare would cover in the ASC setting, based upon a MedPAC recommendation. This
change resulted in about 800 more procedures being covered in ASCs.! According to MedPAC, the
new payment system and other changes are expected to result in ASCs receiving an average 59
percent of HOPD payment rates in 2009, a significant reduction from the 86.5 percent in 2003.

Because ASCs offer a lower-cost alternative to HOPDs for surgical services, it is possible that growth
in ASC use has slowed the growth in Medicare spending. MedPAC and others point to two factors,
however, that may offset the cost-reducing effects of ASCs. First, 91 percent of ASCs have at least
one physician owner (ASC Association 2008). Some policymakers are concerned that physicion
ownership of ASCs could provide a financial incentive for physicians to perform more surgical
services than they would if they could provide outpatient surgical services only in an HOPD (ie.,
“induced demand”). Second, growth in ASCs expands the overall capacity for outpatient surgery,
which could lead to a higher overall volume of surgery.

Evidence points to a number of possible reasons why surgical volume may increase with access fo
ASCs, unrelated to physician ownership. Evidence indicates that physicians prefer ASCs to HOPDs,
because ASCs offer physicians better control over their work environment: surgeries are not
“bumped” due to demands from the hospital while short turnaround times and specialized focus by
nurses and other support staff at ASCs increase the efficiency of the surgeon (Haugh, 2006; AHA,
2006). In addition, ASCs may offer patients more convenient locations, ease in scheduling
surgeries, shorter waiting times, and overall higher patient satisfaction with their experience
(MedPAC 2009). Consequently, more access to ASCs may increase the demand for surgical services
and cancer screening. These factors could contribute fo an observation that the number of ASCs is
associated with higher surgical volumes. Regression modeling is used to test the hypothesis that
ASCs increase overall surgical volumes.

Eindings

In 2007, Medicare payments to ASCs totaled approximately $2.8 billion or $88 per Medicare
beneficiary. The distribution of Medicare ASC payments by service category in 2007 is presented in
Figure ES1 below. Forty-six percent of Medicare payments to ASCs were for eye procedures, with
most of that for cataract removal/lens insertion procedures (40 percent). Colonoscopy and upper Gl
procedures accounted for 25 percent of Medicare ASC payments in 2007. Cataract removal and
colonoscopies, two services essential to the Medicare population, accounted for 57 percent of total
Medicare payments to ASCs. In 2007, Medicare ASC spending for pain monagement and
orthopedic services were 10 and 7 percent, respectively.

! It shauld be noted that this report does not reflect changes in use of ASCs as a result of the 2008 changes as the most
recent ASC data are from 2007 and this system did nat begin unfil 2008 and will not be fully phased in until 2011.
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Figure ES1. ASC Share of Medicare Allowed Charges by Service Category, 2007
Source: KNG Health analysis of PSPS files. includes FFS Medicare claims only.
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On a per Medicare beneficiary basis, Medicare ASC spending grew ot an average annual rate of
9.7 percent between 2000 and 2007, with allowed services? growing by 13.3 percent annually.
The growth in Medicare spending for ASCs slowed between 2002 and 2007, from a high of 14
percent fo a low of 5 percent in 2007. The moderating growth of Medicare payments to ASCs
reflects, in large part, low-reimbursed services, such as colonoscopies, becoming a greater share of
total ASC services.

Accounting for the growth in Medicare ASC spending

In Figure £52, we show the average annual growth per capita in Medicare allowed services for select
types of service from 2000 to 2007. Although eye procedures represent the largest share of
Medicare spending for ASCs, these services experienced the slowest growth since 2000, with eye

+ procedures growing by 5 percent a year in ASCs. Colonoscopy and endoscopic upper Gl
procedures increased by an average annual rate of 15 and 14 percent, well above the growth rate
for these groups of services across all ambulatory setfings. Orthopedic services increased by 13
percent per year in ASCs. Pain management services grew the fastest for ASCs and across all
ambulatory settings at 27 and 23 percent, respectively.

2 |y this paper, allowed services refer to services that are allowed for payment purposes under Medicare.
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Figure ES2. Average Annual Growth in Medicare Allowed Service per Beneficiary
by Place of Service, 2000 to 2007
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Source: KNG Health analysis of Medicare PSPS files. Includes FFS Medicare cloims only.

Notes: Chart includes mix of BETOS categories {eye procedure - cataract removal/lens insertion (P4B),
Endoscopy - colonoscopy (PBD), Endoscopy - upper Gl (P8B), Eye procedure — other (P4E)) and specialty
(Pain Manogement Orthopedics). Mapping of procedure codes to specialty provided by the ASC
Associotion.

The rapid growth of pain management services in ASCs and other ambulatory seffings may reflect
the recent development of techniques (some pain management capabilities are only ten years old)
and a growing recognition by providers and Medicare beneficiaries that pain is a treatable
condition. In these respects, pain management could be characterized as a relatively new medical
service. [n contrast, cataract surgeries have been accepted and provided in an inpatient sefting since
the 1970s and began moving in significant numbers to the oulpatient setting in the 1980s. As the
base rate of use for a medical service grows, growth rates fend to stabilize. Pain management also
differs from procedures such as cataract surgery or colonoscopy because therapeutic protocols often
require mulfiple injection procedures over the course of freatment; thus the number of pain
management procedures can be expected to grow more rapidly than procedures involving a single
intervention.

We defermined the contribution of each service category to overall ASC service volume growth. Two
factors determine a service category’s contribution to growth: {1} its growth rate; and {2) the share of
ASC spending accounted for by the service group. A service's contribution to overall growth
increases with its share of total spending and its growth rate. Based on our data analysis, the
following observations can be made:

1. Despite its relatively modest growth rate, the category Eye Procedure — Cataract
Removal/Lens Insertion accounted for the largest share of Medicare spending growth for
ASCs between 2000 and 2007. This finding is a function of the large share of Medicare
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ASC spending for these services. Eye procedures [i.e. cataract removal/lens insertion and
Eye — Other) accounted for a combined 29 percent of the growth since 2000.

2. Endoscopic procedures represented the next largest contributor to growth. Together,
colonoscopy and upper Gl endoscopic procedures were the largest drivers of ASC growth,
accounting for 32 percent of the total change in Medicare payments.

3. Although they accounted for 10 percent of total Medicare spending for ASCs, pain
management services explained 17 percent of the growth in Medicare allowed charges, as a
result of their rapid growth over the time period studied.

Changes in Service Volume, Comparative Valve, Price, and Site of Service

In Figure ES3, we report findings from our decomposition analysis. This analysis examined the
extent to which growth in Medicare population, number of services (NOS) per beneficiary,
comparative value, or price changes explain the overall growth in Medicare spending for ASC
services. Our measure of comparative value is based on the relative average Medicare payment for
a service after holding constant any year-to-year price fluctuations. Changes in price over time are
captured in the price index.

Our findings indicate that almost all of the growth in total Medicare spending {allowed charges) for
ASC services was due to growth in the number of services per beneficiary. This can be observed by
the high growth rates for number of services [NOS) per beneficiary and low rates af growth for all
other explanatory factors. Medicare population growth and price changes account for a small but
positive amount of the growth. Reductions in average comparative values for ASC services offset
some of the growth due to service, population, and price increases. The average Medicare payment
for a service fell by around 11 percent between 2000 and 2007, reflecting the growing share of
screening services provided by ASCs, which receive relatively low reimbursements as compared to

cataract surgery.
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Figure ES3. Average Annual Change in Total ASC Medicare Charges, Medicare Population, Number of
Allowed Services, Average Relative Weights and Price for Select Years

20%
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w— Allowed Charges 17% 13% 7%
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——NOS/Pop 15% 12% 14%
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Source: KNG Health analysis of Medicare data. Includes FFS Medicare claims only.

Notes: NOS = Number of services. Papulation = Medicare FFS beneficiaries. Average relative weight
reflects service mix. Decreasing average relative weights indicates that lower reimbursed services are
increasing as a share of alt services performed in an ASC. The price index reflects yeor-to-year changes in
average Medicare reimbursement rates for ASC payment groups holding constant the mix of services.

Given the role the number of services per beneficiary played in driving growth in Medicare ASC
spending, we determined the portion of growth in NOS per beneficiary that was due to care shifting
either from for to) HOPDs or physicians’ offices. We estimated that 70 percent of the growth in the
total volume of ASC services per beneficiary between 2000 and 2007 can be afiributed to increased
ASC market share (i.e., services shifing toward ASCs and away from other seftings). The remaining
30 percent is due to general growth in ambulatory services. Most of the growth in ASC market share
came from HOPD:s. For colonoscopy and upper Gl services, for example, HOPD share fell from 75
to less than 60 percent between 2000 and 2007, while physicians’ offices share remained at 5
percent,

The growth due to shift in site of service showed some variation across types of services. On
average, 75 percent of the volume growth in colonoscopy and endoscopic Gl procedures was due to
a shift in site of service. Ninety-four percent of the growth in cataract and other eye procedures was
accounted for by the same shift in site of service from HOPDs to ASCs. By confrast, we estimated
that 15 percent of the growth in pain management services was due to site of service changes. This
result is consistent with the general pattern of growth observed for pain management procedures
across all ambulatory surgical settings, including ASCs.
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Figure ES4. Percent of ASC Growth in Allowed Servicas due fo Shift in Site of Service
for Select Service Categories, 2000-2007
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Source: KNG Health analysis of Medicare PSPS files. Includes FFS Medicore claims only.

Notes: Table includes o mix of BETOS categories {eye procedure - cataroct removal/lens insertion (P48}, Endoscopy -
colonascopy (PBD), Endoscopy - upper Gl {PBB), Eye procedure - other (P4E}) and specialty {Poin Management
Orthopedics). Mapping of procedure codes to specialty provided by the ASC Associotion.

The Role of Demogrophics, Provider Supply, and Technological Change in ASC Growth

To assess how much issues like provider supply, demographics, and technological advancements
may have fueled ASC growth, we estimated state-leve! regression models using cross-sectional, time-
series data. Separate models were developed for each of the top volume service categories. Two
specifications were used. First, we examined the effects of state-level provider supply and Medicare
population demographics on the total number of services per 1,000 beneficiaries. The dependent
variable, total volume of procedures per 1,000 beneficiaries, includes volume for all ambulatory
seftings. This model fests the induced demand hypothesis by examining whether the number of ASCs
is associated with total ambulatery service volume. Second, we estimated a state-level regression
model in which the dependent variable was the share of Medicare procedures done in the ASC. This
two-step strategy tfo the regression modeling is consistent with our conceptual model. Each model
was estimated using state and year fixed effects and included the following explanatory variables:

e ASCs per 100,000 population

e Short-term general hospitals per 100,000 population

¢ Office-Based Physicians per 10,000 population

« Number of surgical physicians os a share of total number of physicians
» % Population Age 75 to 84

s % Papulation Age 85+

» % Population Male

+ % Population Hispanic
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e % Population African American

+ % Population 65+ Reporting Fair or Peor Health
» Medicare Disabled Share

+ Median Household Income

Afer controlling for population demographic factors and provider supply, we generally found no
statistically significant relationship between the number of ASCs and total Medicare service volume
per beneficiary, with the exception of pain management. Thus, we conclude that induced demand is
not an important driver of ASC volume. For pain management, we found that each additional ASC
per 100,000 people would increase the number of Medicare pain management services by 26
percent. While we cannot rule out that induced demand may have confributed to the growth in pain
management services for ASCs, there are likely other factors involved in the observed growth. These
services have grown ropidly across all ambulatory settings and are the subject of public efforts to
improve the trealment of pain. We are unable to separately identify any effects associated with
physician and patient preference for ASCs. Also, pain management differs from procedures such as
catoract surgery or colonoscopy because a patient may require multiple injection procedures over the
course of a standard treatment protocol.

In addition, we found that eoch additional ASC per 100,000 people would increase ASC market
share for colonoscopies and upper Gl endoscopies by roughly 22 and 30 percent, respectively.
Much smaller market share effects from an additional ASC were found for pain management {6%).

Discussion

We conducted a comprehensive study of the growth factors for ASCs. Although our qualitative
analyses, including literature review and expert interviews, covered Medicare and non-Medicare
populations, we were primarily limited to Medicare data in conducting our quantitative analyses. We

highlight the major study findings below.

Growih in surgeries performed in ASCs parallels the historic shift away from hospital inpatient
surgeries foward outpatient seftings.

« A number of factors account for the growth in ASCs including population health guidelines for
disease screening (e.g., colorectal cancer screening), shift in site of services away from the
hospital outpatient setting to ASCs, payer incentives to pay for care in the most cost-effective
sefting, demographic changes, and consumer and physician preferences.

»  Much of the growth in outpatient surgeries was made possible by technological improvements
that have allowed for faster patient recovery times. These advances include improved surgical
techniques, anesthesia, and pharmaceuticals to better manage post-operative pain.

e Patients may prefer ASCs because they offer lower copayments, more convenient locations,

shorter waiting times, and easier scheduling for patients.

e Physicians report preferring to freat patients in an ASC because it provides an opportunity to
better control staffing decisions, equipment selection decisions, and process and scheduling
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decisions (FASA, 2007). The ability to manage their work environment, along with short
turnaround times and specialized focus by nurses and other support stoff at ASCs {Haugh, 2006;
AHA, 2006) creates the potential for higher professional revenue through increased productivity.
Physicians with an ownership interest in the facility may derive a portion of their income through
ownership equity.

o Eye procedures represent the largest share of Medicare spending for ASCs, but these services
have experienced the slowest growth since 2000. Colonoscopy procedures increased by 15
percent per year, on average.

e Colonoscopy and upper gastrointestinal endoscopic (Gl) procedures accounted for almost a third
of Medicare ASC spending growth between 2000 and 2007. This finding is consistent with
growing demand for essential cancer and other screening services among Medicare
beneficiaries.

e Almost all of the growth in Medicare spending for ASC services was due to growth in the number
of services per beneficiary. Medicare population growth and price changes account for a smalll
but positive amount of the growth. The average price of procedures performed in the ASC fell by
around 11 percent between 2000 and 2007, reflecting the growing share of screening services
provided by ASCs.

o We estimate that 70 percent of the growth in ASC service volume per Medicare beneficiary
between 2000 and 2007 can be atiributed to ASCs capturing market share from HOPDs (also
referred to as o shift in site of service). The remaining 30 percent is attributed to overall growth in
outpatient surgical services across all settings.

s We find little evidence that induced demand is a driver of ASC service volume. After controlling
for population demographic foctors and provider supply, we generally find no statistically
significant relationship between the number of ASCs and the total Medicare service volume per
beneficiary. For pain management, we are not able fo reject the hypothesis of induced demand,
although physician and consumer preferences along with treatment protocols that require
multiple injection procedures for ASCs may contribute to the finding that the number of ASCs is
positively correlated with the total volume of poin management services.

The number of ASCs has grown significantly since 2000, along with the number of Medicare services
provided in these facilities. We found that most of the growth in Medicare services since 2000
resulted from @ movement of services from the HOPD to the ASC. Almost 60 percent of the growth in
Medicare spending for ASCs since 2000 was due to growth in cataract surgeries, colonoscopies,
and upper gostrointestinal procedures. These procedures are strongly associated with age and
represent essential services to Medicare beneficiaries. These findings along with the observation that
ASCs have been paid less than HOPDs, on average, suggest that the Medicare program may have
spent less os a result of the movement of services to ASCs.

Despite the strong growth over the last several years, increases in the number of Medicare-certified
ASCs have slowed recently. Whether this trend will continue is uncertain, but @ number of foctors
point to this possibility. In the short term, the economic environment is likely to discourage the
establishment of new ASCs. The transifion to a new Medicare payment system is reducing payment
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for some high-volume services, while rafes are increasing for many low volume services. Although
the net effect of these reimbursement changes on ASC growth may be mixed, the large differential
between Medicare payments to ASCs and HOPDs may have altered the incentives for development
of ASCs. Even more fundamentally, physician supply constraints may limit the growth rates in future
years.
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I. Purpose of Study

This study assesses the factors that have contributed to growth in ambulatory surgical centers {ASCs).
ASCs are facilities that provide surgical procedures exclusively on an outpatient basis. ASCs and
other ambulatory seftings, which include hospital outpatient departments {HOPDs) and physician
offices, offer alternative sites of service for certain surgical procedures that are not expected fo
require an overnight stay.

The number of Medicare-certified ASCs grew at an average annual rate of 7.3 percent from 2000
through 2007, with Medicare payments to ASCs increasing by an average of 11.4 percent per year
over this period (MedPAC, 2008). By comparison, Medicare spending for hospital outpatient
services grew, on average, by 6.9 percent annually over the same time period (MedPAC, 2008). As
a result of the relatively rapid growth of ASCs, some policymakers have roised concems about the
potential overuse of ASCs. The factors influencing ASC growth, however, are not well understood,
Consequently, the extent to which the increase in ASC use reflects an appropriate response to patient
needs is unclear.

The ASC Coalition, consisting of ASC associations and companies, engaged KNG Health Consulting,
LLC to conduct a comprehensive review of the factors that have led to the growth of ASCs. A better
understanding of the factors that have contributed to ASC growth is essential to inform policy
discussions. Our empirical analyses focuses primarily on Medicare spending, although we consider
factors that encourage the use of ASCs by all patients.

. Growth of the Number of Ambulatory Surgical Centers: An Introduction to
the Issues

To provide context for the rest of the paper, we present background on the growth of ASCs and
review some of the policy issues.

a. Characteristics of the ASC Industry

The first ASCs were estoblished in the early 1970s, with Medicare first offering coverage for ASC
services under Part B in 1982. At that time there were only 30 surgical procedures that met
government guidelines for coverage. Since the 1980s, the share of surgeries performed in outpatient
settings has grawn significantly. In 1981, approximately 81 percent of surgeries were performed in
hospitals on an inpatient bosis. By 1999, inpatient surgeries represented only 37 percent of all
surgeries, compared fo 63 percent for outpatient surgeries. These shares have remained stable for
the past several years.

At the same fime, there has been a steady movement of surgery away from hospital outpatient
seftings foward ASC and physician offices (Figure 1; the labels for this figure come from the data
source. Freestanding facilities are primarily ASCs). In 1981, the vast mojority (93 percent) of
outpatient surgeries were performed in hospital outpatient departments. The share of surgeries
performed in HOPD:s {or hospital-owned facilities) fell fo 45 percent by 2005, with the share of
surgeries performed in freestanding facilities increasing almost four-fold.
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Figure 1. Percent of Oufpaffent Surgeries by Facility Type

Source:; AHA, Trendwatch Chartbook, 2008, Supplementary Data Tables, Organizational
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In 2008, there were approximately 5,149 Medicare-certified ASCs in the United States.® This
number has increased steadily over the past ten years. The vast majority of ASCs remain under
private ownership. The number of HOPDs, on the other hand, has remained fairly stable over the
years, despite an overall increasing frend in the number of outpatient surgeries. There were slightly
more than 4,800 HOPDs in 2008. ASCs are concentrated heavily in California, Florida, and Texas,
with 694, 387, and 347 kacilities in each state in 2008, respectively (See Maps 1 and 2 at the end
of the document).

ASCs offer a variety of surgical services (Figure 2). Thirty-five percent of ASCs are multi-specialty
providers in that they provide a mix of surgical services. A number of facilities were identified as

specializing in either gastrointestinal procedures or ophthalmolegy.

? Excluding 23 ASCs located in Puerto Rico and 2 in Guam.
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Figure 2. Percent of ASCs by Specialty
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Source: 2007 PSPS file.

The number of Medicare-certified ASCs grew at an average annual rate of 7.1 percent from 1997 to
2008 (Figure 3). Since 2000, an average of 341 new Medicare-certified ASCs entered each year,
with a net gain of 273 ASCs after accounting for closures and mergers (MedPAC, 2008). Although
the growth rate has varied from year fo year, the trend since 2001 is downward. In 2001, the ASC
growth rate reached its highest point of 11.3 percent {since 2000). In 2008, the number of ASCs
grew by 3.6 percent, its lowest rate since 2000.
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Figure 3. Annuol Net Growth Rate in Medicare-Certified ASC Facilities

Source: CMS Provider of Service Files {various years) and MedPAC
March Report 2003
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Medicare ASC spending per beneficiary grew at an average annual rate of 9.7 percent between
2000 and 2007, with allowed services* growing by 13.3 percent annually {Figure 4). This rate is
higher than the growth in Medicare spending for hospital outpatient services, which grew by an
average annual rate of 6.9 percent over the same period (Chart 8-6 and 8-13, MedPAC, 2008}.
Nevertheless, with the exception of 2006, the rate of growth in Medicare spending for ASC services
has follen each year since 2002,

The rate of growth in Medicare spending varied significantly across states, with 16 states having
annual growth rates of more than 14 percent {See Map 7 at end of document).

The moderatfing growth of ASC Medicare payments reflects two factors. First, ASC payment rates
under Medicare were frozen from 2003 through 2009. With the transition to the new ASC payment
system, rates for individual procedures changed, but these changes were implemented in a budget
neutral manner so no overall increase occurred. In addition, payment rates for 11 percent of
services {7 percent of service volume) decreased in 2007 as a result of provisions in the Deficit
Reduction Act of 2005 {DRA), which limited Medicare payments for ASC services to no more than
Medicare payments under the OPPS for the same service. Although not observed in the data
analyzed for this report, payments for nearly all of the most common ASC procedures were reduced
in 2008 and are scheduled for further reductions through 2011 as the revised payment system is
phased in.

4 In this paper, allawed services refer to services that are allowed for payment purposes under Medicare.
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Figure 4. Percent Growth in Medicare Allowed Charges and Allowed Services for ASCs
Source: KNG Health analysis of the PSPS file
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Second, and more importantly for the moderating growth in Medicare payments, ASCs are
providing more low-reimbursed services to Medicare beneficiaries. For example, ophthalmology
services such as cataract surgery, for which ASCs receive a relafively high payment, fell from 43 to
47 percent as a share of total ASC Medicare spending between 2000 and 2007. At the same time,
gastrointestinal {Gl) services, such as colonoscopy which are paid at a lower rate, increased from 19
to 27 percent (Figure 5).

Figure 5. Share of Medicare ASC Allowed Chorges by Specialty
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Source: KNG Health analysis of Medicare PSPS file.

Pain management services as a share of total Medicare ASC spending increased by 6 percentage
points, growing from 4 to 10 percent of Medicare spending between 2000 and 2007. Medicare
spending for orthopedic and dermatological services as a share of total ASC spending increased
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only a small amount in absolute percentage terms over this time period, although their relative
growth rates were robust.

With respect to Medicare, ASCs have increased their market share for most service types (Table 1).
We defined a market as the total number of services provided in either physician’s offices, HOPDs,
or ASCs. The growth in Gl services since 2000 has been the most notable: ASCs provided almost 37
percent of all Gl services performed on Medicare beneficiaries in 2007, an increase of 19.4
percenfage points from 2000. 2007, ASCs provided roughly 30 percent of ophthalmology and pain
management Medicare services.

Most of the growth in ASC market share came from HOPDs. For colonoscopy, for example, HOPD
share fell from 73 percent to 54 between 2000 and 2007, while physicians’ offices share remained
at 5 percent. For pain management, the share of services done in physicians’ offices grew from 47
to 52 percent, while the HOPD share fell from 29 to 19 percent. Similar patterns were observed for
other service types whereby HOPD shares fell while the share of services done in physicians’ offices
remained stable or increased.

Based on our review of the characteristics of the ASC industry, we conclude:

1. Growth in the number of Medicare-certified ASCs averaged around 7 to 8 percent since
2000, but the growth has slowed in recent years.

2. Medicare growth in spending for ASCs has also slowed, primarily as a result of a changing
mix of services performed ot ASCs, fending toward lower reimbursed services.

3. ASCs are capturing greater market share for a number of services, particularly for G
procedures (e.g., colonoscopy).

Toble 1. ASC Medicara Market Share by Specialty {(Based on Allowed Services)

Specially 2050}? ASC 2007 ASC Share
are Share Change
Gastrointestinal (Gl) 17.3% 36.6% 19.4%
Ophthalmology (OP) 28.2% 30.6% 2.4%
Pain Management (PM) 237% 29.2% 5.5%
Orthopedics (OR) 2.6% 3.9% 1.4%
Dermatology (DR} 0.3% 0.6% 0.3%
Other 0.1% 0.4% 0.3%

Source: KNG Health analysis of Medicare PSPS file. Mapping of procedure codes to specially provided by the

ASC Association,
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b. Policy Issues around Ambulatory Surgical Centers

Although subsequent sections explore the potential reasons for ASC growth, it is worth considering
issues and possible implications of the increasing use of ASCs for the Medicare program and its
beneficiaries. The increased use of ASCs could benefit patients and the Medicare program.
According to MedPAC, ASCs may offer more convenient locations, shorter waiting times, and easier
scheduling for patients (MedPAC 2009). Beneficiary coinsurance amounts are lower for services
provided in ASCs as compared to HOPDs as are Medicare program payments for services. A
review of the literature by Chukmaitov et al. suggests that the specialized, “focused factory”
characteristics of many ASCs could improve patient outcomes {Chukmaitov, et. al., 2004); additional
studies in this review of other seffings confirm a relationship between procedural volume and quality.
Finally, the ASC seffing gives patients access to the most recent technological advances (ibid).

Moving volume to ASCs from HOPDs could result in savings fo the Medicare program. Medicare's
payments to ASCs were at 86.5 of HOPD in 2003. Several subsequent policy changes lowered ASCs
payments even further relative to the HOPD. The Deficit Reduction Act of 2005 (DRA) limited
Medicare ASC reimbursement rates to the lesser of the standard ASC rate or the rate under the
hospital outpatient prospective payment system. Less than 11 percent of ASC-eligible services were
affected by this policy. These affected services represented 7 percent of the ASC surgical volume in
2007, indicating that most ASC services were already being paid at or below the HOPD Medicare
rate (MedPAC 2009).

In 2008, the Centers for Medicare and Medicaid Services revised its Medicare poyment system for
ASCs. The new system reduced payments for many high volume ASC services while increasing
payments for other ASC services. CMS also chonged the criteria for determining which

procedures Medicare would cover in the ASC setting, based upon a MedPAC

recommendation. This change resulted in about 800 more procedures being covered in

ASCs.s According to MedPAC, the new payment system and other changes are expected to result in
ASCs receiving an average 59 percent of HOPD payment rates in 2009.

Because ASCs offer a lower-cost alternative to HOPDs for surgical services, it is possible that growth
in ASC use has slowed the growth in Medicare spending. MedPAC and others point o two factors,
however, that may offset the cost-reducing effects of ASCs. First, 91 percent of ASCs have at least
one physician owner [ASC Association 2008). Some policymakers are concerned that physician
ownership of ASCs could provide a financial incentive for physicians fo perform more surgical
services than they would if they could provide outpatient surgical services only in an HOPD (i.e.,
“induced demand®). Second, growth in ASCs expands the overall capacity for outpatient surgery,
which could lead to a higher overall volume of surgery.

Evidence points to a number of possible reasons why surgical volume may increase with access to
ASCs, unrelated to physician ownership. Evidence indicates that physicians prefer ASCs to HOPDs,
because ASCs offer physicians better control over their work environment: surgeries are not
“bumped” due to demands from the hospital while short turnaround times and specialized focus by
nurses and other support staff at ASCs increase the efficiency of the surgeon {(Haugh, 2006; AHA,
2006; RAND, 2008). In addition, ASCs may offer patients more convenient locations, ease in

5 It should be noted that this report does not reflect changes in use of ASCs as a result of the 2008 changes as the most
recent ASC data are from 2007 and this system did not begin untit 2008 and will nat be fully phased in until 2011.
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scheduling surgeries, shorter waiting times, and overall higher patient satisfaction with their
experience (MedPAC 2009; RAND, 2008). Consequently, more access to ASCs may increase the
demand for surgical services and cancer screening. These factors could coniribute to an observation
that the number of ASCs is associated with higher surgical volumes. Regression modeling is used to
test the hypothesis that ASCs increase overall surgical volumes.

We focus on identifying factors behind the growth in services provided in ASCs and attempt to
quantify their contribution to growth. The issue of the potential impact of ASCs an overall volume of
surgical services is an important one. However, disentangling the effects of any patentially induced
demand from other demand {patient preference) and supply {physician preference) factors is difficult.
We used regression modeling to attempt fo shed some light on the relationship between access to
ASCs and surgical volumes.

While we examine the impact of ASCs on Medicare surgical volume and market share in the
empirical sections of this paper, some of the issues raised in the literature regarding surgical centers
are outside the scope of this study. Specifically, we do not address the issue of the adequacy of
Medicare reimbursement for ASCs. In addition, research has examined how the types of patients
treated in ASCs differ from those treated in HOPDs in terms of medical complexity {Winter, 2003)
and insurance coverage (e.g., Medicaid versus private insurance) (MGMA 2006). These issues are
outside the scope of the current study.

. Conceptual Model and Methods

The potential causes of growth in ASCs are numerous and may include changes in population
demographics, disease prevalence, new surgical techniques, Medicare and other payer coverage
decisions, and differences in reimbursement levels for ambulatory surgery across care settings.
Because of the complexity of the issue, a conceptual model is helpful in guiding the analysis and in
systematically classifying potential contributors to growth.

Figure 6 presents our conceptual model of ASC growth. This model served as a guide in developing
and implementing our technical approach. The model identifies essentially three levels of factors that
determine the volume of surgical procedures provided by ASCs. The first level relates to the overall
need for healthcare procedures, including both inpatient and outpatient care. The factors that
determine the need for healthcare procedures in general are largely related to characteristics of the
population, changes in screening protocols, and technological change in the form new surgical and
diagnostic techniques. The second level relates to whether a procedure is performed on an inpatient
basis or done in an outpatient setting. This level relates primarily to technologically-driven
substitution as a result of improvement in surgical techniques and anesthesia, although inpatient
capacity may also be an important consideration. The third level relates to site-of-service decisions
as to which ambulatory setting the surgical service is to be performed (e.g., HOPD, ASC, or
physician office).

Within each level, the factors that determine the use of ASCs can be further categorized into
demand-side and supply-side factors. Demand-side factors are those elements that result in the need
for healthcare and/or the reasons people seek care. Examples include an aging population,
increased disease prevalence, or an increase in screening for specific diseases or conditions.
Supply-side factors are those elements that affect the availability of ambulatory surgery and,
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specifically, ASCs. Examples of supply-side factors include relative price (reimbursement) changes
and insurance coverage of new procedures.

Figure 6. Conceptual Model: the Growing use of ASCs and Place of Service Determination
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Shift in Site of Ambulatory Services

Guided by our conceptual model, our technical approach included both qualitative and quantitative
methods to address the three levels of ASC-use determination.

a. Literature Review

We conducted a literature review to assess the factors affecting overall use of healthcare, the shift
from inpatient fo outpatient settings, and the issues associated with the decision to provide or obtain
services in specific ambulatory care settings. The literature review included a PubMed search as well
as Google searches and searches of the Federal Register and key websites reloted to ambulatory
surgery, including the websites of the Centers for Medicare and Medicaid Services, and the
MedPAC.¢

b. Expert Interviews

In addition to performing a literature review, the project team conducted interviews with five experts
and stakeholders in the ambulatory surgery community. The purpose of the interviews was to
enhance our understanding of the growth factors associated with ambulatory surgery, the changing
healthcare and ambulatory environment, and private-payer reimbursement trends.

¢ The PubMed search was limited fo studies published in English during the last 10 years.
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We developed an interview protocol, which guided the discussions with the experts. The protocols
asked interviewees to identify and rank the most import drivers of ASC use. We then asked
interviewees about specific types of services, such as colonoscopy and orthopedic surgery.

c. Quantitative Analyses

We conducted a number of quantitative analyses to assess the factors responsible for the growih in
ASC service volume. These analyses relied on Medicare data and included: a decomposition of
Medicare spending growth, an analysis of shift in site of ambulatory surgery, and regression
modeling.

In reporting our findings on ASC volume, we generally used either Medicare allowed charges or
allowed services. Allowed charges are the fee schedule amounts, which include eligible payments to
providers from the Medicare program and from beneficiaries. All Medicare data relate to services
for Medicare fee-for-service enrollees and exclude claims for Medicare Advantage enrollees.

The primary data source for the quantitative analyses was the Medicare Physician/Supplier
Procedure Summary [PSPS) file for the years 2000 through 2007. The PSPS summarizes all Medicare
fee-for-service carrier-paid claims for each calendar year, by Healthcare Common Procedure Ceding
System (HCPCS} code, modifier, carrier and locality, provider specialty and place of service (e.g.,
physician office, HOPD, ASC) [See the Methods Appendix for a description of the data sources.)

Decomposition of Medicare Growth Factors, Our decomposition approach characterizes Medicare
spending as the product of: :

1. Number of Medicare beneficiaries;

2. Average number of services NOS) per beneficiary;
3. Average relative weight (or comparative value); and
4. Price (dollars per payment weight}

The sum of the percentage change in each factor is approximately equal to the percentage change in
total Medicare spending. Therefore, we can use this approach to defermine what percent of the
growth in Medicare spending for ASCs is due to Medicare beneficiary population growth, growth in
the number of services per beneficiary, or growth in relative payment weights. Prior to 2008,
Medicare did not establish relative weights for ASC services. Instead, the Medicare ASC payment
system grouped services into nine payment groups. We developed a relative weight for each service
by dividing the payment amount for a service {using the average payment amount from 2000 to
2007) by the overall average payment amount across all services.

Shift in Site of Ambulatory Surgery Model. We assessed the amount of growth in Medicare ASC
procedures due fo a shift in site of service using the PSPS file. We determined the effects of a shift in
site of service on ASC service growth overall and for select groups of services. To implement the
approach we estimated the distribution of services across ambulatory seftings in a base year and
then projected the number of services in following years, assuming the distribution across seftings
had remained unchanged. Put another way, we dllowed ASC services to grow at the same rate
observed across all ambulatory settings and then determined the extent to which the actual growth
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rate differed from this “expected” growth rate. We attributed any difference between the expected
and actual growth rates as the growth due to a shift in site of service. For example, consider a
service for which ASCs have 10 percent market share and for which there were 100 units of service
provided across all ambulatory seftings in a base year. If the number of units in the following year
were 120, we would expect ASCs to provide 12 of these (or 10 percent). IF ASCs provided more
than 12, we would attribute these additional services to a shift from HOPDs or physicians’ offices to
ASCs.

State-level, Time-Series Regression Model, The decomposition of growth and site-of-service analysis

allow us to make stetements about the contributions to ASC growth for selected broad factors, such
as growth in population, number of services per beneficiary, and shifts in site of service. To quantify
the contribution of specific demand and supply factors to growth, we used regression analysis. We
estimated state-level regression models using cross-sectional, time-series data with state and year

fixed effects.

The data source for the Medicare service counts is the PSPS files. The dependent variable, the log of
the number of procedures per 1,000 Medicare beneficiaries, is not specific to ASCs but includes
volume for all ambulatory surgical settings. Technological change and other temporal changes are
captured through a series of time dummy variables. We estimated a second state-level regression
model where the dependent variable was the share of Medicare procedures done in the ASC setting.
Each equation is estimated for the top graups of services performed in an ASC.

IV. ASC Growth Factors: Findings from a Literature Review & Expert
Interviews

The following sections provide background and supporting information on the factors influencing
ASC growth, We organize these sections around the three primory categories of growth factors -
overall healthcare growth, migration of procedures from inpatient ta outpatient settings, ond shift in
site of ambulatory surgical settings.

a. Factors Affecting Overall Use of Healthcare Procedures

Technological and clinical advances are factors that researchers consistently identify as important
drivers of healthcare spending. Most anclysts conclude that the majority of long-term increase in
spending arises from the use of new medical services that were made possible by technological
advances or what same analysts term the “increased capabilities of medicine” (CBO Testimony,
2008; CBO, 2007).

Other factors thought to influence the growth in medical spending include the aging population,
personal income increases, changes in insurance, prices in the healthcare sector, and the grawing
prevalence af obesity [CBO, 2007). These factars, however, appear fo explain less than half of the
grawth in lang-term spending for healthcare {CBO Testimony, 2008).

Population Growth and Aging. Many believe that averall population growth and the gradual
aging of the populatian contributes to the growth in healthcare expenditures. A recent study by
Health System Change (HSC) estimates that annual per capita health spending increases by about
$74 on average (2001 dallars) for each year between ages 18 and é4. Healthcare spending
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increases more rapidly after age 50 (approximately $152 for each additional year between ages 50
and 64). Per capita health spending for people age sixty-five or older tends to average three to five
times that for younger people (Reinhardt, 2003). Despite the growth in the US population and
increased spending with age, analysts have concluded population changes alone are not large
enough to be a major cost driver of healthcare spending (Strunk end Ginsberg, 2002; Reinhardt,
2003). The literature suggests that aging of the population can account for roughly 2 percent of
historic growth in Medicare spending {Smith, Heffler, and Freeland, 2000; Cutler, 1995; Newhouse,
1992).

Figure 7 displays the relafive percentage of men and women by age class. The percentages for each
age and each gender class are the percentage of the total population. As the graph shows, age
classes below 45 years of age (under 15 and 15 to 44 years) have a relative larger proportion of
males to females than those age classes above 45 years of age (45 to 64, 54 to 74, and 75 yrs or
older). In these older age classes, the relative proportion of females exceeds that of males. The
greater proportion of females is particularly pronounced as women age {due to longer life
expectancies).

Although population growth and aging have had a small effect of healthcare spending overdll, the
impact may accelerate as a result of the aging of the “baby boom” generation. The aging of this
segment of the population can be expected to have a predictable impact on the volume of ASC
services, particularly because colon cancer screening guidelines and cataracts are age related.
Between 2000 and 2010, for example, the U.S. Census estimated that the population age 50 to 75,
the age recommended for regular colon cancer screening, grew by 2.7 percent per year, on
average. This growth was faster than the growth rate for the general population.

Figure 7. General Population Estimates as a Percent of Total Population, Distributed by Gender and
Selected Age Groups, July 1, 2007

Source: US Census Bureau, National Population Estimates
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Median Incomes. Income is one factor that influences the demand for healthcare services, with
demand for health services increasing with income. However, in empirical studies income is often
associated negatively with healthcare spending, as higher incomes are usually correlated with better
access to care and higher health status. [n summarizing the literature, CBO stated that increasing
incomes accounted for 5 to 20 percent of long-term healthcare spending growth (CBO January
2008).

Changes in Health Status. Some of the underlying factors influencing the increase in medical
spending include the increase in chronic diseases or the increased prevalence of certain diseases.
Trends in health status, population health guidelines, shifting diagnosis ond reporting patterns, and
general lifestyle changes impact the prevalence of chronic diseases (Thorpe and Ogden, 2008). As
population health guidelines change to reflect improved ability to screen for certain conditions, this
may increase detection and result in a greater proportion of the population reporting those
conditions. Similarly, as general lifestyle behavior improves [e.g., nufrition and exercise} disease
rates may improve or general health status may improve {Thorpe, 2008). Over the past ten years, the
overall trend in health status demonstrates mixed results. Figure 8 displays the self-reported hedlth
stotus for 1998 and 2008.

Individuals self-reporting very good or good health status increased modestly. In these years, those
reporting very good health increased from 34 to 35 percent and those reporting good health
increased from 28 to 30 percent. However, the percentage reporting excellent health declined and
the percent reporfing fair or poor heolth increased. The most significant change in health status
appears in the percent of individuals reporting excellent health, where the percent declined from 24
to 20 percent. The increases in fair or peor health were modest {from 10 to 11 percent and 3 to 4
percent, respectively).

We observe a downward trend in the overall health status. However, the trend reflects the growing
diversity in the US and the related health and healthcare needs of the changing population (DHHS,
2008). In addition, the trend may reflect the chonging hedlth guidelines ond the associated
awareness of the need for screening and regulor medical exams.

Changes in Disease. The three mast common chronic diseases — diabetes, high serum total
cholesterol ond hypertension - are associoted with other more serious condifions such as heart
disease or chronic kidney disease.

Figure 9 displays the percent of the US populotion with the selected chronic conditions. The percent
of the population reporting diabetes ond hypertension has increased over the twenty year period
displayed in Figure 9. Diabetes increased from 8 to 10 percent of the US population, while
hypertension increased from 26 to 31 percent. However, the percent of the populotion reporting
high serum cholesterol declined from 21 to 14 percent for the same period.

The growth in the population with diobetes may hove contributed fo the growth in the volume of
services provided by ASCs over the lost several years. People with diabetes are 60 percent more
likely to develop o cataract (Americon Diabetes Association, 2009). In addition, cataracts develop
earlier in those with diabetes and moy be more severe than for non-diabetics. People with dicbetes
olso are 40 percent more likely to develop glaucoma (American Diabetes Association, 2009). Thus,
growth in the number of diabetics in the U.S. resulted in increase demand far cataract and other eye
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surgeries. With the growth in the percent of American that is overweight or obese, the number of
people with diabetes is expected to grow, which could contribute to growing use of healthcare
services, including necessary surgical services offered by ASCs.

Figure 8. Self-Reported Heolth Status, 1998 and 2008

Source: Centers for Disease Control and Prevention (CDC},
Behavioral Risk Factor Surveillance System Survey Data
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Figure 9 Percent of US Population with Selected Health Conditions, Selected Years

Source: CDC/NCHS, National Health and Nutrition Examination Survey
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General Lifestyle Changes. Lifestyle choices can influence a person’s health and overall wellness.
Three important choices include the use of tobacco products, maintaining appropriate weight, and
incorporating physical acfivity into a regular routine.

Tracking the trends in lifestyle choices provides an indicator of potential health risks (DHHS, 2008).
As with the other health indicators, the results are mixed. The trends show significant reductions in
the percent smoking and modest increases in the percent incorporating any exercise into their
lifestyle. However, efforts to maintain an appropriate weight have fallen short.

Excess body weight is associated with excess morbidity and mortality. Obesity is correlated with
excess mortality as well as increasing the risk of heart disease, diabetes, osteoarthritis, and disability.
(NIH Guidelines, 1998) Unfortunately, the proportion of American adults who are obese confinues
fo increase, rising to approximately one-third of all American adults. Figure 10 depicts the increase
in the US population reporfing that they are either overweight or obese. As the graph indicates, the
trend is increasing, but appears fo slow somewhat in the most recent periods. According to CBO
estimates, changes in body weight can explain about 4 percent of the growth in healthcare spending
{CBO 2008).

There is strong evidence associating a higher body-mass index with increased risk of age-related
cataract, glaucoma, and other conditions of the eye (Weintraub et al., 2002; Cheung and Wong,
2007). In addition, obesity has been linked to increased prevalence of colon polyps and cancers
(Wilkins and Reynolds, 2008; Siddiqui et al, 2009). Therefore, the rise in number of people who
are overweight and obese is a contributing factor to the growth in ASCs.

Figure 10. Percent of Persons in the United States Overweight or Obese, Selected Years

Source: CDC/NCHS, Nationa! Health and Nutrition Examination Survey
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Regular Physical Activity. In recent years, American adults have made only modest progress
towards achieving recommended levels of physical activity or strength fraining. (DHHS, 2008) less
than three percent introduced some physical activity into their lifestyle.

Physical activity guidelines from the DHHS encourage incorporating exercise, because of the
importance to overall health. Studies suggest that regular exercise may reduce the risk of premature
mortality and reduce risks of coronary heart disease, diabetes, colan cancer, hypertension, and
osteoporosis (CDC, 1996},

Population Health Guidelines. Evaluating health guidelines for disease screening and clinical
practice changes is an ongoing pracess. As the population demographics change and technological
and clinical advances emerge, guidelines are adapted. The U.S. Preventive Services Task Force
(USPSTF) is the leading independent panel of private-sector experts in prevention and primary care,
The USPSTF conducts impartial assessments of scientific evidence for the effectiveness of a broad
range of clinical preventive services, including screening, counseling, and preventive medications.
The USPSTF evaluates the benefits of individual services based on age, gender, and risk factors for
disease. They make recommendations about which preventive services should be incorporated
routinely into primary medical care and far which populations, as well as identify a research agenda
for clinical preventive care.

The NGC is an initiative of the Agency for Healthcare Research and Quality (AHRQ, US DHHS) and
was created originally by AHRQ in partnership with the American Medical Association and the
America's Health Insurance Plans {formerly AAHP). The NGC with ifs associated pragrams - Health
Care Innovations Exchange and the National Quality Measures Clearinghouse — provides detailed
information regarding {current and historical) health guidelines for patient education, disease and
condition screening, as well as changes in treatment for diseases and conditions. The NGC catalogs
thousands of guidelines by disease, condition, treatment, and interventions. In addition they provide
an ongoing update far guidelines in progress (currently 499 guidelines in progress). One example
of changes in health guidelines includes colorectal cancer screening.

The current clinical guidelines indicate that patients 50 years old {or if African American, 45 years
old) with no personal history of polyps, inflammatory bowel disease, or colorectal cancer should
begin regular screening for colorectal cancer. Patients with a (single first-degree] relative diagnosed
with colorectal cancer before age 60 may put the patient at a slightly increased risk and may
indicate earlier colorectal cancer screening. These guidelines replace the original guidelines
released in 1995. Those original guidelines ore subject to annual updates as additional research
becomes available.

The percent reporting that they ever had a colonoscopy or sigmoidoscopy increased from 41 to 59
percent between 1997 and 2008. Nevertheless, the percent of people age 50 or older who report
having calon cancer screening in the last 5 years varies across states  (See Map 4 at the end of the

document).

Health Insurance Coverage Statistics. The vast majority of people with private coverage receive this
coverage through employer-provided plans. A recent Census Bureau survey indicates that 52
percent of people in the U.S. have employer-provided health insurance coverage. Employer plans
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provide an important source of health insurance. However, the proportion of US workers with
coverage has declined slightly over the past ten years. (BLS, various years) In addition, the cost fo
employees associated with this coverage continues fo increase over time (KFF, 2008). Twenty-five
percent reported having public insurance coverage fincluding Medicare, Medicaid, and Military
programs). Approximately 14 percent had no insurance, public or private, in 2006. Although
changes in insurance coverage can be an important determinant of healthcare spending, we do not
believe that this was an important driver of ASC service volume since 2000.

b. Factors Affecting the Migration of Services from Inpatient to Outpatient Settings

Payment Policies. As the Medicare inpatient prospective payment system (PPS) was introduced
during mid-1980s, hospitals began to shift more surgeries to hospital outpatient departments (Poole,
1999). Since its infroduction, many private insurers subsequently adopted systems similar to the
Medicare inpatient PPS to pay for inpatient services. Thus, the financial incentives inherent in an
inpatient PPS to encourage shifting of services from the hospital inpatient to outpatient settings
extends well beyond the Medicare program. In addition, the growth of managed care during the
late 1980s and 1990s further encouraged providers fo perform more surgery in a less-costly
outpatient setting rather than on an inpatient basis (Detmer and Gelijns, 1994).

Technological Advances.” Much of the growth in outpatient surgeries would not be possible
without technological improvements that have allowed for faster recovery {AHRQ, 2003; MedPAC
2006).% These advances include many new surgical techniques, using micro-instrumentation
resulting in fewer and smaller wound sites. Improvements in anesthesia and pharmaceuticals include
new drugs that minimize nausea and fatigue following administration, more localized and regional
approaches to anesthesia resulting in less frequent use of general anesthesia for certain procedures,
better monitoring systems for all anesthesia {including pulse oximetry), and better muscle relaxants
that wear off sooner. Recovery time immediately following surgery and healing time for many
procedures has been significantly reduced.

The introduction of new surgical approaches such as laparoscopic procedures over the past decades
has resulted in surgeries taking significantly less time with lower infection rates and less need for
wound management. One example of the remarkable advances in surgery is gallbladder surgeries.
“Gallbladder surgeries performed in the 1990s would often result in significant scarring and a
lengthy recovery period as an inpatient, whereas now pafients can go to an ASC and be bock at
work two days later” {Expert Inferviews). Over the past several decades, these laparoscopes have
become smaller and more flexible and are now being used for hysterectomies and appendectomies.

Colonoscopies are now performed routinely in ASCs. In additien, more frequent colon cancer
screening using colonoscopies has resulted in more ancillary treatments such as the removal of

7 Specifics about technological improvements and medical advances were communicated during the expert interviews. See
Section Il for a description of methods.

8 The influence af technological and clinical advences is well documented. See for example, the Medicare Payment
Advisory Commission, Further onalyses of Medicare procedures provided in multiple ambulatary seftings: An introduction,
Oclober 2006 and the Health Care and Utilization Project, Fact Book %, *Ambulatory Surgery in U.S. Hospitals, 2003
documents four procedures that were exclusively performed on an inpatient basis, but now are performed primarily on an
outpalient basis.
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nodules and hemorrhoid ligations. Scopes are also used rautinely in gastrointestinal surgery to
address issues such as acid reflux as well as esophageal reflux in pediatric patients.

There have also been significant improvements in the hardware used, such as fusion screws, better
plates and other equipment, primarily for orthopedic procedures such as shoulder and knee repairs
as well as bone replacements. The volume of these procedures in ASCs has increased as odvances
have been made. The advent of regional and localized anesthesia combined with these advances
has allowed hip replacements to be performed on an outpatient basis in carefully selected patients.

These advances have also resulted in a significant increase in spine surgeries in the oulpatient sefting
over the past five years. These surgeries are expected fo increase further as medical advances occur
and further diffuse throughout the country. The primary factors contributing to the growth in spinal
surgeries and shift fo the outpatient sector have been the faster recovery and earlier mobility of
patients following the infroduction of micro-instrumentation, minimally invasive procedures, and
improvements in anesthesia.

These advances have had a significant impact on improving convalescence and quality of life for
patients. In the past decade, these surgeries “have been the result not so much of new procedures as
new approaches to surgery.”? '

Changes in technology interact with patient {(and physician) preferences to further drive the use of
outpatient surgery. Surgeries that would have earlier been delayed or avoided by patients have
become more appealing and manageable. For example, the advent of laser surgery and new
technology for cataracts has cut down the surgical and recovery time. These changes may result in
increased patient demand for surgery as well as increased willingness of physicians to perform
surgery on patients who were previously considered poor candidates prier to the improvements in
freatment.'® Patient satisfaction appears to be higher for surgery when performed in the most
convenient and least intimidating settings, such as ASCs {Press Ganey Associates, Inc., 2008).

c. Factors Affecting the Ambulatory Surgery Site of Service

Consumer preference. As technology and innovations have led o a safer ambulatory surgery
experience, patients have been quick to show their preferences. In a RAND, 2008 paper prepared
for the Assistant Secretary for Planning and Evaluation at CMS, a specific note was made of a recent
survey indicating that patients would prefer to undergo surgery in an ASC or physicians’ office over
an HOPD. The most important factors influencing patient preferences were shorter waiting periods
(because of the speed with which they receive service), greater comfort, and less bureaucracy
{RAND, 2008).

9 Expert interviews. See Section Il for a description of methods.
0 Expert interviews.
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Patients value the convenience, aesthetics and non-institutional setting offered by ASCs (AHA, 2006;
Haugh, 2006). One recent survey of outpatient surgery patient satisfaction indicated that in excess
approximately 90 percent of patients had high satisfaction (Press Ganey Associates, Inc., 2008).
Patient satisfaction is seen as a critical competitive advantage of most freestanding surgical centers.
Over time, as consumers have become better informed and increasingly health conscious, consumer
preference is likely to continue to play an important role in the use of ASCs.

Physician preference. No single explanation exists for the increasing physician preference for
performing procedures in a freestanding ambulatory surgical center. A RAND survey participant
noted that “practices would perform the procedures in the safest and most convenient location unless
the facility payments received were insufficient fo cover the cost of the services or insurance
requirements mandated physicions to redirect.” {RAND, 2008}

ASCs offer a predictability and efficiency in scheduling that HOPDs da not. Physicians value the fact
that scheduled surgeries are not “bumped” or delayed by procedures that come through the hospital
emergency department. Short turnaround times and specialized focus by nurses and other support
staff at ASCs further increase the efficiency of the surgeon. {Haugh, 2006; AHA, 2006).

In addition to avoiding the inefficiencies that may arise from using an operating suite which must
also meet inpatient and emergency needs, other simple conveniences available in a freestanding
center may also save both physicians’ and patients’ time. For example, both physicians and patients
often need to park further away from the surgical area when arriving at o hospital-based center. In
addition, patients may need to take more time off of work to navigate the larger hospital
bureaucracy in place for basic business operations such as registration,

Another factor contributing fo this shift in care from hospitals to freestanding facilities may be that
physicians face increased reimbursement pressure as Medicare reimbursement increases have often
not kept pace with their increasing business expenses. One way for physicians to compensate for
this decreased margin is to increase efficiency when providing services. Many ASCs offer increased
efficiency without sacrificing quality. “If 'm a surgeon and I do a high volume of procedures that
lend themselves to ambulatory surgery, it is hugely more efficient for me in terms of controlling my
time and in having staff responsive to my needs to be part of an ASC, generally speaking, because
they are geared to be very short turnover, very efficient, very user-friendly. The demands upon
operating endoscopy facilities in large hospitals are numerous and it is virtually impossible for many
of them to offer that same level of scheduling, predictability, and service to users” (MedPAC, Public
Meeting 12/4/08. Commentary from Commissioner Karen R. Borman, M.D., p. 120-121).

Hospitals are often partners in ASC joint ventures with physicians. Hospitals undertake such joint
ventures or other partnerships for a multitude of reasons. Some hospitols seek to attract more
business and stronger collaboration with their staff physicions through strengthening partners and
developing more satisfied physicians [Haugh, 2006) Hospitals also may be seeking to improve their
community image and presence through centers seen as more “patient friendly” or convenient. Joint
ASC ventures between hospitals and physicians can also be part of vertical integration strategies with
the goal of further tying physicians info an infegrated delivery system. Another reason for joint
ventures may also be to avoid the possibility of having physicians competing directly with hospitals
should the physicians express interest in establishing their own ASC. Finally, the hospitals may seek
to ease the overburden on hospital based operating suites that serve emergency, inpatient and
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outpatient surgical cases. Moving ambulatory surgery patients out of the hospital-based suites may
provide the necessary extra capacity for inpatients and emergency department services.

Insurer policies including Medicare payment policy. Many commercial payers recognize that
ASCs affer significant savings fo their members and are, thus, less restrictive than Medicare has been

in the types of services covered in on ASC. As described below, commercial payers have had
several tools at their disposal to facilitate the movement of patients from HOPDs to ASCs.

e Many commercial payers offer reimbursement opportunities for freestanding centers. Where
a physician is a partner in the center, this reimbursement opportunity may represent a second
avenue of compensatian for their services, above the reimbursement currently received for
professional services.

« Some payers have moved towards monitaring the cost efficiency of their provider network,
including offering reports to physicians on their performance. Where freestanding ASCs are
considered efficient, quality providers, physicians are incentivized fo mave patients fo this
sefting in order to achieve higher performance scores and be recognized as quality and “cost
efficient” providers.

o Select payers in specific markets offer improved professional compensation for those
physicians that move patients to freestanding ASCs. These payers expect the increased
expenditure for professional services will be more than offset by the savings that are realized
by moving patients from the HOPD 1o o freestanding ASC.

Where physicians have been successfully incentivized to move some or all of their commercial
patients to ASCs, often their other patients are moved to the freestanding center as well to maintain
their practice efficiency. Thus, when possible, a physician will schedule all surgeries for a given day,
regardless of the payer, in one venue. As a result, all payers, regardless of whether they offer an
incentive to physicians to use ASCs, often benefit from the movement of patients to a freestanding
center,

The ability of commercial payers fo continue o drive this growth has became increasingly limited.
Much of the copacity has already been moved through the established financial incentives. Where
additional procedures could be shifted from hospitals to freestanding facilities, physician supply,
CON laws, other regulations or other market forces limit the ability for supply to grow.

Prior to 2008, Medicare did not pay ASCs for procedures that were commonly performed in a
physician office. These procedures are now covered when performed in an ASC, although the ASC
payment is capped at the non-facility practice expense payment amount in the physician fee
schedule. With the 2008 payment rule, CMS has shifted its policy from one where the burden was
on providers and others to demonstrate that a service could be safely provided in an ASC fo be
cavered under Medicare to one in which procedures covered in the HOPD are covered in the ASC
unless CMS finds them to be unsafe in ASCs or require an overnight stay. CMS itself estimates that
this will cause 15 percent of surgical procedures to move from the physician’s office to the ASC.
{RAND, 2008)
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In summary, Medicare designed a freestanding ASC payment system that saves Medicare funds
when services are moved from the HOPD to the ASC. This is driven by the payment differential
between HOPDs and ASCs.

State regulations. Differing state regulatory requirements have led to varying penetration of ASCs in
each state. ASCs are more prevalent in states lacking CON requirements (See Map 3 at end of
document). {AHA, 2006). Currently, there are 27 states with CON laws that cover freestanding
ASCs: 10 with CON laws that do not include ASCs; and 14 with no CON laws (data from the ASC
Coalition) {See Map 3 at the end of the document]. In addition, CON regulations and state practice
of medicine regulations may be written in such a manner as fo permit ambulatory surgical services to
be provided in settings with much in common with traditional freestanding centers but that are
governed outside of the CON regulations.

Based on the literature review and expert interviews, we conclude that there are a number of
important reasons for the growth of ASCs, some of which are hard to quantify. Overdll healthcare
drivers, parficularly changes in disease prevalence and aging population, are likely to have had a
consistent, although relative small, affect on ASC growth rates. Specific examples include growth in
diabetes and obesity rates, which increase the incidence of cataracts and other eye problems as well
as colon cancer and pre-cancerous polyps. Technological advances that have allowed surgical
services to move from inpatient to outpatient settings have also been important. The impact of
advances in surgical techniques, instrumentation, pharmaceuticals fo manage post-operative pain,
and anesthesia seem likely to exert a significant impact on the future demand for care provided in
ASCs. Finally, patient and physician preferences for ASC may account for some growth in the use of
ASCs, but the impact of these effects is hard fo quantify.

V. Medicare ASC Services: Which Types of Services Have Driven Growth?

In this section, we consider the types of services that have been responsible for the growth in
Medicare allowed charges. In reporting growth rates, we consider two approaches to classify
services. The first classification system is the Berenson-Eggers Type of Service (BETOS) groupings.
The BETOS coding system was developed primarily for analyzing the growth in Medicare
expenditures. It covers all HCPCS codes and consists of readily understood and stable clinical
categories. The second approach is based on the type of service specialty. The mapping of services
to specially categories was provided by the ASC Association. While there is some overlap between
the BETOS categories and ASC specialty assignment, important differences exist in how they classify
the types of services typically provided in an ASC. For example, the BETOS system divides
endoscopy services info many subcategories, including Endoscopy - Colonoscopy (P8D) and
Endoscopy — Upper Gl {P8B), while the ASC specialty groups these services under GI. The ASC
specialty groups break out Pain Management services and Orthopedics into their own category,
where the BETOS system does not. Therefore, we report the results by combining the BETOS and
select ASC specialty groupings.

In 2007, Medicare payments to ASCs totaled approximately $2.8 billion or $88 per 1,000
Medicare beneficiaries. The distribution of Medicare ASC payments by type of service is presented
in Figure 10 below. Forty-six percent of Medicare payments for ASCs were for eye procedures, with
most of that going to cataract removal/lens insertion procedures {40 percent} {Figure 11).
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Endoscopy, including colonoscopy and upper Gl procedures, collectively accounted for 25 percent of
ASC Medicare payments in 2007. Medicare spending on pain management procedures and ll
other services were 10 and 12 percent, respectively.

Figure 11. ASC Share of Medicare Allowed Charges by Type of Service, 2007
Source: KNG Health analysis of PSPS files. Includes Medicare FFS claims only.
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In Figure 12, we show the average annual growth per capita in Medicare allowed services from
2000 to 2007. Although eye procedures represent the largest share of Medicare spending for ASCs,
these services experienced the slowest growth since 2000, with eye procedures growing by 5 percent
a year in ASCs. Colonoscopy and endoscopic upper Gl procedures increased by an average onnual
rate of 15 and 14 percent, well above the growth rate for these groups of services across all
ambulatory settings. Orthopedic services increased by 13 percent per year in ASCs. Pain
management services grew the fastest for ASCs and across all ambulatory settings at 27 and 23
percent, respectively. :
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Figure 12. Average Annual Growth per Capita in Medicare Allowed ASC Services
by Category, 2000 to 2007
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Source: KNG Health analysis of Medicare PSPS files. Includes Medicare FFS claims only.

Notes: Chart includes mix of BETOS categories (eye procedure - cataract removal/lens insertion (P4B),
Endoscopy — calonoscopy {P8D), Endoscopy - upper Gl (P8B), Eye procedure — cther {P4E)} and speciolty
(Pain Management Orthapedics). Mapping of procedure codes to specially provided by the ASC
Association.

The rapid growth of pain management services in ASCs and in the larger ambulatory market as a
whole may reflect the recent development of techniques and a growing recognition by providers and
Medicare beneficiaries that pain is a treatable condition. In these respects, pain management can be
characterized as a relatively new service line. In contrast, cataract and other eye surgeries have
been accepted and provided in HOPDs and ASCs for many years. As a healthcare service area
becomes more established, growth rates tend fo stabilize.

In Figure 13, we show each category’s contribution fo the overall growth in Medicare allowed
charges for ASCs. Two factors determine a service category's contribution to growth: (1) its growth
rate; and {2) the share of ASC spending accounted for by a service group. A service's contribution
to overall growth increases with its share of total spending and its growth rate.

Despite its relatively modest growth rate, Eye Procedures — Cataract Removal/Lens Insertion accounts
for the largest share of growth in payment between 2000 and 2007. This finding is a funcfion of the
large share of Medicare ASC spending for these services. Endoscopy ~ Colonoscopy represents the
next largest contributor to growth. In fact, endoscopic procedures in general are the largest driver of
ASC growth, accounting for 32 percent of changes in Medicare payments. By comparison, eye
procedures account for a combined 29 percent of the growth since 2000.
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Figure 13. Contribution to Growth in Medicare Allowed Charges by Type of Service, 2000 to 2007
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Source: KNG Health anolysis of Medicare PSPS files. Includes Medicare FFS claims only.

Notes: Chart includes mix of BETOS cotegories (eye procedure - cataract removal/lens inserfion (P4B}, Endoscopy
— colonascapy (P8D}, Endoscopy - upper Gl {P8B}, Eye procedure — ather (P4E}) and specialty (Poin Management
Orthapedicsl. Mapping of procedure codes to specialty pravided by the ASC Associotion.

It is useful to examine how the contributions to growth by BETOS and specialty category have
changed over fime. In Table 2, we show the contributions to Medicare ASC spending for the period
from 2000-07, 2000-03, 2003-06, and 20064-07. The most notable findings from this table are that
the contribution to growth of pain management services have increased significantly over time, while
Eye Procedures — Other experienced a significant decrease in their contribution to growth. Pain
management went from representing 4 percent of Medicare ASC spending in 2000 to 10 percent in

2007.
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Table 2. Contribution to Growth in Medicare Allowed ASC Charges by Service Category

|
2003063 82006207,
Eye proc - cataract removal/lens insertion 27% 29% 23% 36%
Endoscopy - colonoscopy 22% 23% 19% 25%
Endoscopy - upper gastrointestinal 10% 9% 12% 10%
Eye procedure - other 2% 6% 4% -26%
Pain Management 17% 13% 19% 28%
Orthopedic 8% 8% 9% 7%
All other 14% 12% 14% 20%
Total 100% 100% 100% 100%

Source: KNG Health analysis of Medicare PSPS files. Includes Medicare FFS claims only.

Notes: Table includes mix of BETOS categories (eye procedure - cataract removal/lens insertion {P4B), Endoscopy —
colonoscopy (P8D), Endoscopy - upper Gl (PBB), Eye procedure ~ other (P4E)) and specialty {Pain Management
Orthopedics). Mapping of procedure codes to speciolty provided by the ASC Association,

a. Colonoscopy and Upper Gl Endoscopy

Colonoscopy. By specialty, gastrointestinal services have been the biggest contributor to ASC
growth since 2000 and, within GI, colonoscopy has been an important factor. In some states,
including Florida, Nevada, Tennessee, Washington and others, more than half of all colonoscopies
are performed in ASCs. The ASC penetration for upper Gl procedures is even higher, with 11 states
having more than half of these services performed in ASCs (See Maps 4 and 6 at end of document).

The growth in colorectal cancer screening is critically important from a public health perspective.
Colorectal cancer is the third most common type of non-skin cancer in men, following prostate ond
lung cancer, and in women, after breast and lung cancer (National Cancer Institute (NCl}, Colorectal
Cancer Screening). The median age for diognosis of cancer of the colon and rectum is 71 years,
with over 50 percent of the diagnoses being made in individuals 65 to 84 years old (NCI SEER,
Colon and Rectal Concer). The age-adjusted incidence rate from 2002 to 2006 was 49.1 per
100,000 men and women per year.

In January 2006 in the United States, there were approximately 1,104,102 individuals alive who
had @ history of colorectal cancer (SEER, p. 2). Colorectal cancer screening detects polyps and
lesions which can develop into colorectal cancer. With colonoscopy screening, diagnosis and
freatment occur concurrently with the removal of the potential problem areas. It may be one of the
most effective ways to prevent colorectal cancer development (NC, p. 3). In addition, colorectal
cancer is generally more amenable to treatment when discovered early in the disease process (NCI,
p. 3). Other forms af defection do not allow for concurrent treatment.

The National Cancer Institute cited a nearly 26 percent decline in colorectal cancer incidence rates
between 1984 and 2004, which it atiributed to cancer screening (NCI, Cancer Advances in Focus,
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Colorectal Cancer, p. 1. The National Cancer Institute remains concerned that less than half of
those fifty years or older are screened, noting the need to better encourage people fo take advantage
of the available methods for colorectal cancer screening (NCI, Cancer Advances in Focus, Colorectal
Cancer, p. 2). In 18 states, fewer than 46 percent of the population had received a colonoscopy or
sigmoidoscopy in the past 5 years (See Map 5).

Colorectal cancer is the second leading cause of concer death in the United States {Centers for
Medicare and Medicaid Services, Provider Resources: Colorectal Cancer Screening). Medicare has
provided coverage for colon and rectal cancer screening to high risk individuals since 1998, and in
2001 the benefit was extended to average risk individuals. Medicare itself noted “the use of this
benefit has been less than opfimal” with only 52% percent of Medicare beneficiaries being screened
between 1998 and 2004 {CMS, Provider Resources: Colorectal Cancer Screening). Currently, for
individuals not considered to be at high risk for colorectal cancer, Medicare covers one screening
colonoscopy every 10 years, but not within 47 months of a previous screening flexible
sigmoidoscopy. For those Medicare beneficiaries considered high risk, one screening colonoscopy
every two years is covered. -

For the past several years, there has been significant public health outreach initiatives focused on
reducing colorectal cancer incidence and mortdlity rates by increasing colorectal cancer
screening. One example of a national goal, as articulated by the Centers of Disease Control
(CDC) in Heolthy People 2010, is to reduce the colorectal cancer death rate by 34 percent and

increase the proportion of adults who receive a colorectal cancer screening exam.

Public hedlth efforts include a colorectal cancer screening demonstration program established by
the CDC at five sites across the US. This demonstration program is designed to increase
screening among low-income individuals with no or fimited health insurance coverage (CDC web
site, cde.gov/cancer/colorectal/ what_cdc_is_doing). In addition, the CDC is funding projects to
identify effective infervention techniques for increosing colorectal cancer screening. CMS has
joined with CDC in publishing several brochures on colorectal cancer entitled “Let's Break the
Silence, Colon Cancer Screening Saves Lives” and “Basic Facts on Screening”, each of which
encourages screening for colorectal cancer. To further support colorectal cancer screening,
Medicare waived the deductible for screening colonoscopy beginning in 2007 (CMS, MIN
Matters, MM5127). In addition, coinsurance for colonoscopy is now 25 percent when
performed in ambulatory surgical centers and in non-outpatient prospective payment system
hospital outpatient departments {CMS, MLN Matters, MM5387).

CDC also sponsors Screen for Life: Notional Colorectol Cancer Action Compoign which is a
multimedia initiative to promote colorectal cancer screening. Spokespeople for this campaign
include Golden Globe® and Academy Award® nominated actor Terrence Howard; Emmy®
Award winner Jimmy Smits; Academy Award® winning actress Diane Keaton; and Katie Couric.
As noted by the Agency for Healthcare Research and Quality, celebrity spokespersons can have
a substantial impact on cancer screening rates {ahrq.gov/research/nov03).) (Cram et al., 2003).
The example cited in this arficle is Ms. Couric’s campaign which resulted in a significantly higher
post-campaign colonoscopy rate that was sustained for nine months alter the compaign {1.3 per
1000 members in the 14 months prior fo the campaign versus 1.8 in the 9 months afterwards).
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The Screen for Life campaign also has parinerships with 50 state health departments, two fribal
organizations and the District of Columbia.

Clear recommendations for colorectal cancer screening have been established and were recently
updated in 2008 by the USPSTF."" The National Guideline Clearinghouse indicates that
colonoscopy is one recommended method of colon cancer screening (NGC Adult preventive
healthcare: cancer screening). The general guideline supported by the American College of
Gastroenterology (Rex et al, p. 740) is that all patients should be offered colonoscopy at age
50+ years with follow up exams every 10 years. Colonoscopy is the preferred colorectal
screening examination. The 2008 American College of Gastroenterology (ACG) Guidelines
updated its 2000 guidelines as follows:

o Screening should begin at age 45 for African Americans.

Screening tests are now divided into cancer prevention and cancer detection tests.
Colonoscopy is considered a cancer prevention test which is preferred over detection tests.

o Individuals with a single first degree relative with colorectal cancer or advanced adenomas
diagnosed at age 60 or greater can be screened every 10 years, instead of more frequently.

The strong preference for cancer prevention tests — colonoscopy - and the earlier age for
screening of African Americans have expanded the population to be screened. It is also
important to note that there is a compounding effect for screening colonoscopies. Once the
initial screening is done, the patient is advised to refurn for repeated screenings every fen years,
unless more frequent screening is clinically indicated. Patients who are screened earlier in their
lives receive more screening over their lifefime.

The National Commitiee on Quality Assurance (NCQA) set forth an effectiveness measure to
addresses colorectal cancer screening. The current NCQA standard indicates that adults should
receive a colonoscopy within the past ten years; double contrast enema in the past five years;
fecal occult blood test annually; or flexible sigmoidoscopy in the past five years. Commercial
payers are evaluated on their performance against the Healthcare Effectiveness Data and
Improvement Set (HEDIS) indicators. As a result, many commercial payers have established
outreach efforts designed to increase the use of effective colorectal screening fools. Outreach
efforts can be easily identified by reviewing the websites of many commercial plans.

Improvements in anesthesia techniques may have made colonoscopies more acceptable to
patients. Over the past 8 or 9 years, propofol has become increasingly popular for colonoscopy
sedation. More and more propofol sedation is used in ASCs. Several research studies have
indicated that sedation with propofol leads fo foster recovery after the procedure and higher
patient satisfaction when compared to the use of traditional drugs for sedation {Singh et al.,
2008). In the Cochrane Collaborative review, twenty randomized controlled trials were reviewed
to determine the relative effectiveness, patient acceptance and safety of propofol for colonoscopy
when compared to tradifional sedatives. The review of these randomized controlled trials
determined that recovery and discharge times were shorter with the use af propofol. In addition,
higher patient satisfaction was demonstrated.

1 See hﬂg;z[www,gnna|§,org{;gi(cantent[ﬁg 1/0000605-200811040-00243v]
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Upper Gl Endoscopy. Endoscopies of the upper gastrointestinal tract are known as EGDs. They
involve a medical procedure using a scope fo examine the upper part of the digestive tract to
both diagnose and treat a variety of problems, such as peptic ulcers and gastroesophageal reflux
(GERD or heartburn/acid reflux). The upper digestive system includes the esophagus, stomach,
duodenum and the beginning of the small intestine.

According to the American Gastroenterological Association, “upper Gl endoscopy can be helphul
in the evaluation or diagnosis of various problems, including difficult or painful swallowing, pain
in the stomach or abdomen, and bleeding, ulcers and tumors. Tiny instruments can be passed
through an opening in the endoscope to obtain tissue samples, coagulate {stop) bleeding sites,
dilate or streich a narrowed area, or perform other freatments.” '

Studies have found that early diagnosis with upper Gl endoscopy can improve care and
outcomes for an elderly population with peptic ulcer hemorrhage {Cooper et al., 2009), Barrett
esophagus (Cooper et al., 2002), and can be cost-effective in the diagnoses of cancer if used
appropriately.

b. Cataract and Other Eye Surgeries

Ophthalmology surgeries were one of the first to be moved o the outpatient sefting, due, in part, fo
change in Medicare coverage policy which denied payment for overnight stays for cataracts and
other eye surgeries. Today, cataract surgeries that took several hours to perform under general
anesthesia in an inpatient setting can now be performed on on outpatient basis in minutes. '2

As demonsirated from the above data, cataract removal and lens inserfion represent the largest
segment of all Medicare surgeries performed in ASCs. Nearly all cataract surgery in the United
States is performed in an outpatient sefting and has been for many years {AAO 2006).

Cataracts are the clouding of the lens in the eye that affects vision and are the leading cause of
blindness in the oging population, although they also can occur for various reasons at earlier ages
due to trauma and congenital conditions or as a secondary condition of diabetes, glaucoma, or
other conditions. They are also the most treatable cause of vision loss in older Americans. As noted
in Table 3 below, by age 80, more than half of all Americans either have a cataract or have had
cataract surgery.

12 This information was gathered during the expert interviews described in the methodology section of this report.
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Table 3. Prevalence of Catoracts among Adults 40 Years and Older in the United States

Age Cataract

Years Persons (%)
40-49 1,046,000 2.5%
50-59 2,123,000 6.8%
60-69 4,061,000 20.0%
70-79 6,973,000 42.8%

>80 6,272,000 68.3%

Totdl 20,475,000 17.2%

Source: Nafional Eye Institute (NEI), Summary of Eye Disease Prevalence
Dota from Archives of Ophthalmology, Volume 122, April 2004.

Symptoms of cataracts include decreased visual acvity, conirast sensitivity and color perception and
a glare disability. While certain non-surgical interventions can improve vision in people with
cataracts, surgery is commonly performed if the condition worsens (Rosenberg et al., 2008).

While increasing knowledge of toxic chemicals, cataract-causing drugs and harmful radiation may
enable physicians to reduce the incidence of cataracts over time, changes in the volume of cataract
procedures over time is likely to continue to increase. In 2004, 1.8 million cataract procedures alone
were performed on Medicare beneficiaries not enrolled in HMOs [AAO, 2006).
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Notwithstanding the volume data presented above, the magnitude of vision problems in the older US
population is not fully understood, since estimotes are based on “best corrected visual acuity and do
not reflect the burden of low vision and blindness due to uncorrected refractive error.” Individuals
with poor eyesight are also less likely to get necessary eye screening, thus affecting prevalence
estimates. Furthermore, state-based blindness registries have not been successful in documenting
prevalence, risk factors, or trends in vision loss (NEI, 2006).

Additional public education and screening efforts to reduce vision impairments in the United States
are likely to increase the number of eye surgeries. One of the goals of Healthy People 2010 is to
“improve the visual hedlth of the Nation through prevention, early defection, freatment, and
rehabilitation,” and it includes objectives to “reduce visual impairment due to glaucoma, cataract,
and diabetic retinopathy.” (NEI, 2006)

The increasing number of Americans who are obese as discussed earlier in this report, and resulting
future increases in the number of Americans with diabetes will likely lead 1o significant increases in
the number with cataracts, diabetic refinopathy and glaucoma. In fact, a recent series of projections
reported by the Archives of Ophthalmology related to eye disease projected that the number of
cataract cases in the US “among whites and blacks 40 years or older with diabetes will likely
increase 235% by 2050” (Saaddine et al., 2008).

c. Pain Management

Pain is one of the leading causes of disability in America. Pain affects more Americans than
diabetes, heart disease and cancer combined {American Pain Foundation, Pain Facts & Figures). To
draw additional attention to the issues of pain, the Centers for Diseose Control {CDC) in its annual
chartbook included a special feature on pain {National Center for Health Statistics 2006). Pain has
been recognized as an important national issue, and is perhaps best summed up in this 1998
statement by The National Institutes of Health:

“Pain is a significant national health problem. It is the most common reason individuals seek medical
care, with millions of medical visits annually; costing the American public more than $100 billion
each year in healthcare, compensation and litigotion. Some studies suggest that more than a third of
the American population suffers from a chronic pain condition at some point in their life. Pain-
related disability presents a significant and costly liability to workers, employers and society. In the
workplace, a significant proportion of employees, about 14 percent, take time off from their jobs due
to pain conditions.”

Pain in older adults is frequently underreported, “...possibly because of a reluctance to report pain,
resignation to the presence of pain, and skepticism about the beneficial effects of potential
freatments” (NCHS, 2006). For adults 20 years of age and older who reported pain, 14% percent
reported pain lasting 3 months to one year and 42% percent reported pain lasting more than one
year (NCHS, 2006). Those persons age 65 years and older reported pain lasting more than one
year 57% percent of the time. Sources of pain are wide ranging including arthritis, back problems,
cancer, headaches, muscle injuries, sports injuries, and trauma.

Several federal agencies and others have increased their educational efforts fo inform the public and
healthcare practitioners about pain related issues. Since 2000, The Joint Commission {JCAHO) has
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made pain assessment and management a priority in its national standards. JCAHO has also
published a brochure for patients entifled “What You Should Know About Pain Management.” Such
public health outreach efforts have both increased awareness of pain related issues and increased
the willingness of patients to seek pain relief.

A variety of treatment options are available for managing pain. The National Institute of
Neurological Disorders and Stroke has resources describing many aspects of pain and its
management. Specifically, the Institute notes that freatment options range from the noninvasive
(exercise, counseling, biofeedback) to minimally invasive {chiropractic, over the counter medication,
electrical stimulation) to more invasive techniques such as nerve blocks.

Pain management services provided in the ASC setting generally involve the use of nerve blocks,
which employ drugs, chemical agents or surgical techniques to interrupt the relay of pain messages
between an affected area and the brain. Local nerve blocks involve the injection of local anesthetics
into an area. Regional blocks affect a larger area. Neurolytic blocks use chemical agents to block
the pain messages and are used more frequently for freating cancer pain or to block pain in cranial
nerves. The American Pain Foundation, Treatment Options: A Guide for People Living with Pain
outlines in more detail the various injection and infusion therapies available for pain management.
Treatment protocols for pain may involve a series of treatments over weeks or months.

The difficulty in studying pain is that by its very nature pain is subjective. Cultural, social and
psychological factors influence perceptions of pain. The subjective nature of pain leads many to be
concerned about the potential for overutilization of pain management techniques, including nerve
blocks. According to industry experts interviewed about growth factors for this report, pain
management is the one area in which potential overutilization may be an important consideration, as
is evidenced by payers beginning to restrict authorization and payment for invasive procedures for
patients who have not yet tried less invasive means of pain management.

in 1997, the American Society of Anesthesiologists (ASA) developed Practice Guidelines for Chronic
Pain Management {Anesthesiology, V. 86, No 4, April 1997). Further, the rapid growth in the
number of pain management procedures in both HOPDs and ASCs has led to the establishment of
specific preauthorization criteria by many payers and other pre-approval techniques designed to
ensure that less invasive techniques are tried prior to the use of nerve blocks. The specialty itself has
begun to take on these issues by beginning to publish practice guidelines. These guidelines are
available on the website for the American Society of Interventional Pain Physicians

(htto: / /www.asipp.org/index. hml) and include evidence based guidelines for interventional

techniques used in treating chronic spinal pain.

It is important to note that growth in interventional pain management techniques is not as a result of
procedures shifting from the hospital outpatient department to freestanding centers; it is driven most
by a growth in the overall number of procedures across dll sites of service.

In September 2005, the American Society of interventional Pain Physicians and the World Institute of
Pain joined together to establish board cerfification for interventional pain manogement. This has led
fo an increased recognition of inferventional pain management as a formal specialty.
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VI. Impact of Changes in Service Volume, Comparative Value, Price, and Shift
in Site of Care on ASC Growth

In Figure 14, we report our findings from our decomposition of Medicare ASC spending growth.
This analysis examined the extent to which growth in the Medicare population, number of services
(NOS) per beneficiary, comparative value, or price changes explain the overall growth in Medicare
spending for ASC services. Our measure of comparative value is based on the average Medicare
payment for a service after holding constant any year-to-year price fluctuations. Changes in price
over time are captured in the price index.

Our findings indicate that almost all of the growth in Medicare spending for ASC services is due to
growth in the number of services per beneficiary. This is evident by the high growth in Medicare
allowed chorges and number of services per beneficiary {NOS/Pop) os show in Figure 14. The rate
of change in number of Medicare beneficiories, comparative values, and prices has been low or
negotive. Thus, these factors cannot account for the percent growth in Medicore spending for ASCs.
Medicare population growth and price changes account for a small but positive amount of the
growth. Prices paid by Medicare for ASC services increased between 2000 and 2006, but they fell
in 2007 as a result of the DRA provisions. Reductions in comparative values offset some of the
growth due to service, population, and price changes. falling by around 11 percent between 2000
and 2007. This reflects the growing share of screening services provided by ASCs.

Bosed on our decomposition of Medicare growth factors, we conclude that Medicare population
changes and changes in ASC prices accounted for 8 and 4 percent of the growth in Medicare
spending for ASCs between 2000 and 2007, respectively. Growth in service volume per beneficiary
accounted for 102 percent of the growth in Medicare spending, which was offset by 14 percent due
to falling comparative values for ASC services.

KNG Health Consulting, LLC | 32




Figure 14, Average Annual Change in Total ASC Medicare Charges, Population, Number of Allowed
Services, Average Relative Weights and Price for Select Years
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Source: KNG Health analysis of Medicare data.

Nates: NOS = Number of services. Average relafive weight reflects service mix. Decreasing average relative
weights indicates that lower reimbursed services are increasing as a share of all services performed in an ASC.
The price index reflects year-to-year changes in average Medicare reimbursement rates for ASC payment
groups holding constant the mix of services.

Given the role that the number of services per beneficiary played in driving growth in Medicare ASC
spending, we determined the portion of growth in NOS per beneficiary due to care shifting either
from {or to) the HOPD or physician offices. We estimate that 70 percent of the growth in the total
volume of ASC services per beneficiary between 2000 and 2007 can be attributed fo services
shifting foward ASCs and away from other settings. The remaining 30 percent is the “expected
growth” based on general growth in ambulatory services.

The growth due to shift in site of service showed some variation across types of services (Figure 15).
On average, 75 percent of the volume growth in colonoscopy and other endoscopic Gl procedures
were due fo a shift in site of service. Ninety-four percent of the growth in cataract and other eye
procedures was accounted for by the same shift in site of service from other settings to ASC. By
contrast, we estimated that 15 percent of the growth in pain management services was due fo site of
service changes. This result is consistent with the observation that much of the growth in pain
management procedures observed for ASCs was also occurring for other ambulatory settings (see
Figure 12).
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Figure 15. Percent of Growth in ASC Services due to Shift in Site of Service by Selected Category
2000-2007
Source: KNG Health analysis of Medicare PSPS files.
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In Table 4, we show how the impact of shift in site of service toward ASCs has changed over time.
Generally, we find that the growth due to services moving from the HOPD to the ASC has
accelerated over the period from 2000 to 2007. Pain Management shows the largest fluctuations
over time in the share of growth that resulted from the shift. The variation for pain management
services may be a reflection of the growth and variability in the market for these services.

Table 4. Percent of Growth in ASC Services due to Shift in Site of Service for Select Service Groups and
Time Periods

2000-07 2000-03 2003-06 2006-07

Endoscopy - upper gastrointestinal 75% 60% 63% 82%
Endoscopy - colonoscopy 75% 69% 68% 88%
Cataract removal/lens insertion 94% 73% 83% 120%
Eye procedure - other 5% 92% 112% 137%
Pain Management 15% 9% -27% 62%
Orthopedic 77% 74% 60% 86%

Source: KNG Health analysis of Medicare PSPS files.
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VIl. The Role of Demographics, Provider Supply, and Technological Change

To assess how much issues like provider supply, demographics, and technological advancements
may have fueled ASC growth, we estimated state-level regression models using cross-sectional, time-
series dota. Separate models were developed for each of the top volume service categories. Two
specifications were used. First, we examined the effects of state-level provider supply and Medicare
population demographics on total number of services per 1,000 beneficiaries. The dependent
variable, total volume of procedures per 1,000 beneficiaries, includes volume for all ambulatory
seftings. This model tests the induced demand hypothesis by examining whether the number of ASCs
is associated with total ambulatory service volume. Second, we estimated a second state-level
regression model in which the dependent variable was the share of Medicare procedures done in the
ASC. This two-step sirategy fo the regression modeling is consistent with our conceptual model.

Each model was estimated using state and year fixed effects. Fixed-effect models are widely used in
the econometric literature. The primary advantage of these types of model is that they allow
researchers to control for unobserved factors that affect the outcome of interest (volume of surgical
services or ASC market share in our case). By controlling for state and year fixed effects, we are
controlling for state- and time-relevant factors that may not be captured in our list of explanatory
variables but which may affect the number of surgeries. This makes our regression results more
robust.

We included the following explanatory variables in each of the regression models:

o ASCs per 100,000 population

Short-term general hospitals per 100,000 population
Office Based Physicions per 10,000 population
Number of surgical physicians as a share of total number of physicians
% Population Age 75 to 84

% Population Age 85+

% Population Male

% Population Hispanic

% Population African American

% Population 65+ Reporting Fair or Poor Health
Medicore Disabled Share

Median Household Income

These variables control for provider supply and demographic and other beneficiary characteristics
that ore thought to affect the provision of healthcare (See our review in Section iV of potential growth
factors). We recognize that this list of variables is not an exhaustive list of potential growth factors.
The use of a fixed-effects model, however, allows us to focus on the most relevant factors that vary
over fime and can be eosily measured.

In Table 5, we present national trends for ASC and state-level characteristics included in the
regression model. The number of ASCs per 100,000 people (Medicare and non-Medicare) grew
from 1.2 in 2000 10 1.7 in 2006, an increase of 42 percent. By contrast, the number of short-term
general hospitals per capita has remained almost unchanged. We find an increase of
approximately 1.4 office-based physicians per 10,000 people between 2000 and 2007. We
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observe little variation over time in the national measures of Medicare population demographics,
self-reported health status, or Median household income.

We present the regression model findings in Tables & through 9. Each model was run for the top
BETOS and specialty groups of services separately. We report the findings with respect to the total
ambulatory surgery volume in Table 6 and 7. Findings from the ASC market share models are
shown in Tables 8 and 9.

After cantrolling for papulation demographic foctors and provider supply, we generally found no
statistically significant relationship between the number of ASCs and the tatal Medicare service per
beneficiary, with the exceptian of pain management. Thus, we conclude that induced demand is not

a driver of ASC volume.

For pain management, we found that each additional ASC per 100,000 people was associated with
a 26 percent increase in the number of Medicare pain management services. {Although this effect
seems large, it is important to consider that an additional ASC per 100,000 is equivalent to a 59
percent increase in the number of ASCs per capita from 2007.) While we cannot rule out that
induced demand may have contributed to the growth in pain management services in ASCs, there is
reason fo believe multiple factors are invalved in the observed growth. This service sector has grown
rapidly across all ambulatory seftings evaluated, and against a backdrop of increased focus on the
importance of pain management both in the patient and provider communities. We are unable to
separately identify any effects associated with physician and patient preference for ASCs. In
addition, we found that eoch additional ASC per 100,000 people would increase ASC market share
far colonoscopies and upper Gl endoscopies by roughly 22 and 30 percent, respectively. Much
smaller market share effects from an additional ASC were found for pain management (6%).

Although not shown, we generally found statistically significant fime effects and that these effects
were either consistent or increasing over time. These findings demonstrate significant temporal
demand effects for the type of surgeries performed in ASCs, which are not captured by other
variables in the madels. These fime effects may be capturing changes in technology over time as well
as relative price changes between the HOPD and ASC.
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VIill. Discussion

We conducted a comprehensive study of the growth factors for ASCs. Although our qualitative
analyses, including literature review and expert interviews, covered Medicare and non-Medicare
populations, we were primarily limited to Medicare data in conducting our quantitative analyses. We
highlight the major study findings below.

o  Growth in surgeries performed in ASCs parallels the historic shift away from hospital inpatient
surgeries foward outpatient seftings.

o A number of factors account for the growth in ASCs including population health guidelines for
disease screening le.g., colorectal cancer screening), shift in site of services away from the
hospital outpatient setting to ASCs, payer incentives to pay for care in the most cost-effective
sefting, demographic changes, and consumer and physician preferences.

e Much of the growth in outpatient surgeries was made possible by technological improvements
" that have allowed for faster patient recovery times. These advances include improved surgical
techniques, anesthesia, and pharmaceuticals to befter manage post-operative pain.

o Patients may prefer ASCs because they offer lower copayments, more convenient locations,
shorter waiting times, and easier scheduling for patients.

o  Physicians report preferring to treat patients in an ASC because it provides an opportunity to
better control staffing decisions, equipment selection decisions, and process and scheduling
decisions {FASA, 2007). The ability to manage their work environment, along with short
turnaround times and specialized focus by nurses and other support staff at ASCs {(Haugh, 2006;
AHA, 2006) creates the potential for higher professional revenue through increased productivity.
Physicians with an ownership interest in the facility may derive a portion of their income through
ownership equity.

o Eye procedures represent the largest share of Medicare spending for ASCs, but these services
have experienced the slowest growth since 2000. Colonoscopy procedures increased by 15
percent per year, on average,

« Colonoscopy and upper gastrointestinal endoscopic (Gl) procedures accounted for almost a third
of Medicare ASC spending growth between 2000 and 2007. This finding is consistent with
growing demand for essential cancer and other screening services among Medicare
beneficiaries.

e Almost all of the growth in Medicare spending for ASC services was due to growth in the number
of services per beneficiary. Medicare population growth and price changes account for a small
but positive amount of the growth. The average price of procedures performed in the ASCs fell
by around 11 percent between 2000 and 2007, reflecting the growing share of screening
services provided by ASCs.
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s We estimate that 70 percent of the growth in ASC service volume per Medicare beneficiary
between 2000 and 2007 can be attributed o ASCs capturing market share from HOPD:s (also
referred to as a shift in site of service). The remaining 30 percent is atiributed to averall growth in
outpatient surgical services across all settings.

¢ We find little evidence that induced demand is a driver of ASC service volume. After controlling
for population demographic factors and provider supply, we generally find no statistically
significant relationship between the number of ASCs and the total Medicare service volume per
beneficiary. For pain management, we are not able to reject the hypothesis of induced demand,
although physician and consumer preferences for ASCs along with treatment protocols that
require multiple injection procedures may contribute to the finding that the number of ASCs is
positively correlated with the total volume of pain management services.

The number of ASCs has grown significantly since 2000, along with the number of Medicare services
provided in these facilities. We found that most of the growth in Medicare services since 2000
resulted from a movement of services from the HOPD to the ASC. Almost 60 percent of the growth in
Medicare spending for ASCs since 2000 was due to growth in cataract surgeries, colonoscopies,
and upper gastrointestinal procedures. These procedures are strongly associated with age and
represent essential services to Medicare beneficiaries. These findings along with the observation that
ASCs have been paid less than HOPDs, on average, suggest that the Medicare program may have
spent less as a result of the movement of services to ASCs.

Despite the strong growth over the last several years, increases in the number of Medicare-certified
ASCs have slowed recently. Whether this trend will continue is uncertain, but a number of factors
point to this possibility. In the short term, the economic environment is likely to discourage the
establishment of new ASCs. The transition to a new Medicare payment system is reducing payment
for some high-volume services, while rates are increasing for many low volume services. Although
the net effect of these reimbursement changes on ASC growth may be mixed, the large differential
between Medicare payments to ASCs and HOPDs may have altered the incentives for development
of ASCs. Even more fundamentally, physician supply constraints may limit the growth rates in future
years.
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Detailed Methods Appendix

This study reports on the factors of growth for ambulatory surgical centers. The quantitative analysis
consists of four components:

Descriptive analysis

Decomposition of Medicare-related growth in ASCs into o set of broad factors

Estimates of the impact of shift in site of ambulatory surgical care on ASC Medicare growth
Regression modeling to determine the effects of specific factors on ASC Medicare use

This Appendix provides a detailed description of the data sources and technical approach for each
of the components.

1. Data Sources

We utilized multiple data sources to complete this study. A description of these data sources and
how they were used in the study is provided in the table below.

The principal data sources, which we used to measure the growth in the use of ASCs in the Medicare
was the Physician/Supplier Procedure Summary Master File (PSPS). The PSPS file, which is produced
by the Centers for Medicare and Medicaid Service, summarizes all Medicare Part B carrier {and
DMERC) claims for Medicare fee-for-service enrollees. The summarized fields include total submitted
services and charges, total allowed services and charges, total denied services and charges, and
total payment amaunts. The PSPS is an annual file and contains information on ASC services and
physician-billed services provided in ambulatory care settings, including physician offices and
hospital cutpatient departments. We used the PSPS files for the years 2000 through 2007 (the most
recent year for which data are available at the time of this report).

The NSAS is a survey produced by the CDC, National Center for Health Stafistics. The NSAS is a
national survey of ASC care provided in hospital-based and freestanding facilities. Data are
available on patient, expected sources of payment, and patient diagnoses ond procedures
performed. The survey was initially fielded annually and collected data for 1994 through 1996.
After a period of inactivity, the survey was fielded again 2006. We use the 1996 and 2006 survey
data from the NSAS.
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2. Methods

a. Decomposition of Medicare-related Growth Factors

We decomposed the growth of Medicare spending for ASCs into broad categories following an
approach similar fo the “residual” approach used by CMS's Office of the Actuary to examine the
contribution of technological change fo overall healthcare spending growth. 1#  This approach
recognizes that Medicare spending can be estimated as the product of:

Medicare FFS population {Pop)

Average number of services (NOS) per beneficiary
Average relative weight (or comparative value) (RW)
Medicare prices (payment per relative weight) (Pr)

b

The decomposition analysis is based on the following relationship:

AC, = Pop: * (5 NOS:)/Pop: * {Prag*(Zi NOS: * RWiag))/ (i NOSy) ) * (Pri*(Zi NOS: * RWi)/(Proy (i
NOS; *RW;, og)),

where AC equals Medicare allowed charges, Pop equals Medicare FFS population, NOS equals
number of services, RW equals relative weight, Pr equals Medicare price or reimbursement level, t
equals year, i equals HCPCS, and avg. is average.

We define each component of the formula in the table below.

Components of Allowed Charges Formula

Components Formula
Medicare FFS Enrollment Pop
Number of Service per Beneficiary {5; NOS;}/Pap,
Average RW per Service Prow"{Zi NOS; * RW.ngl)/(Zi NOS;
Medicare Prices Pr* (i NOS: * RW:/(Prag [ Zi NOS; "RW, )

Until recently there were no Medicare relative weights for ASCs. Instead, ASC services were
grouped into a nine payment categories with each group having a separate payment amount. We
constructed relative weights by constructing an average payment amount using the 2006 distribution
of ASC services by payment group. Although the Medicare program changes Medicare prices for
groups of ASC services, this approach allows us to separate out the effects of a change in the mix of

13 Smith S, Heffler SK, Calfo S et al. National health projections through 2008. Health Care Financing Review.
1999;21:211-235.
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services fo either more or less resource intensive services from changes in Medicare price levels for
ASC services.

We constructed each component show in Table X for each analysis year and calculated the percent
of growth in allowed charges due to each component based on the following formula:

BAAC,1) = BAPop + BANOS/Beneficiary, + %A Relative Weight + %AMedicare Prices.

Where %A is the percent change in a variable. The percent of growth associated with, for example,
Medicare FFS population growth is calculated as %APop v1)/BAAC,;1), where BAAC,4yis derived
from the sum of the individual percent changes as shown in the formula above. As a result of this
decomposition analyses, we will report the percent of national growth in ASC services due to
changes in population, Medicare prices, number and relative weight.

For this analysis, the Medicare frequency of and allowed charges for ASCs services were developed
with the Physician/Supplier Procedure Summary Master File, We identified ASC services in the
PSPS based on codes for type of service, place of service, and specially. Type of Service = “F", Place
of Service ="24", and Specialty="49".

a. Shiftin Site of Ambulatory Care Model

We estimated the amount of growth in Medicare ASC procedures due to a shift in site of service
using the PSPS. We estimated effects of a shift in site of service on ASC service growth overall and at
the BETOS level. To implement the approach we estimated the distribution of where services were
performed in a base year and projected the number of services in a following year if the distribution
across seftings had remained the same. Put another way, we allowed an ASC service to grow at the
same rate as across all ambulatory settings and then determined the extent to which this “expected”
growth rate differed from the actual growth rate. We attributed any difference between the expected
and actual growth rates as the growth due to a shift in site of service.

Algebraically, the shift in site of service calculation required the construction of the following
measures:

ASC Actual Growth for Procedure i= Xasc,u1 — Xascin

ASC Share of Procedure i in Period t = Xascii / ¥j Xin , where j={ASC, HOPD, Physician Office}
ASC Expected Volume in Period t+1 = 5; Xt * (Xasca / % X ) = Xascim

ASC Growth Attributed to Shift in Ambulatory Site of Service =

¥ (Xasc,imr — Zasc,er}/ Zi [(Xascimer = Xasca),

where X is the volume of services, i is procedure, t is time period, and j is ambulatory setting.

We measured volume across all ambulatory sites of services using the 2007 ASC relative weights
derived in the cost decomposition analysis. We applied these weights to value services performed in
the hospital outpatient sefting and physician offices. The PSPS does not include claims submitted by
HOPD. It does, however, include physician-billed claims for service performed in an outpatient
sefting. We used these services to estimate the number of procedures performed in HOPDs.

b. State-Level, Time-Series Regression Model
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The decomposition of growth and site-of-service analysis allowed us to make statements about the
contributions to ASC growth of some broad factors, such as growth in population, number of services
per beneficiary, and shifts in site of service. To be able to quantify the contribution to growth of
specific demand and supply factors, we used regression analysis. It is worth emphasizing that a
regression-based approach to assessing the contributions to growth in ASCs has many challenges,
including issues of omitted variable bias {how can you caplure all relevant demand and supply
factors?) and difficulty in quantifying technological change.

That said, we estimated state-level regression models using cross-sectional, time-series data. We
regressed Medicare services per beneficiary against demand- and supply-side factors. The data
source for the Medicare service counts were the PSPS files. The dependent variable, volume of
procedures, is not specific to ASCs but, instead, included volume for all ambulatory settings.
Technological change was captured through a series of time dummy variables.

We estimated a second state-level! regression model where the dependent variable is the share of
Medicare procedures done in the ASC. This second model relates to shift in site of service and
included those supply-side variables identified as important for determining whether a procedure is
done in an ASC or another ambulatory setting. Notice that this two-step strategy to the regression
modeling tracks with our conceptual model.
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How the different methods and models fit together

Figure 1.
Relationship between ASC Study Models and Analyses

Growth in ASC Services

1. Descriptive

Analysis

c

]
= Population Price [nflation Number of Intensity of
g é_ Services Services
O §
o4 O
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|
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Shift in Site of General Growth
Ambulotery Service

3. Shift in Site
of Service

Gender
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Availability of HOPD/ASC
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Appendix Charts: Results by Specialty

Growth in Medicare Allowed Charges per Beneficiary for ASCs by Specialty from 2000 to
2007

Source: KNG Health analysis of Medicare PSPS files.

30% - 27%
25% A
20% A 18%
15%
15% - 13%
10% - ' '
5%
5% 4 . i
0% - T - T . T T 1
Ophthalmology  Qrthopedic  Gastrointestinal Dermatology Pain All

Management

Contribution fo Medicare ASC Growth in Alfowed Charges by Specialty

Contribution to Growth Betwsen:

Specialty 2000-07 2000-03 2003-06 2006-07
Gastrointestinal : 35% 7% 34% 7%
Ophthalmology 29% 35% 27% 10%
Pain Management 17% 13% 19% 28%
Orthopedic 8% 8% 9% 7%
Dermatology 4% 3% 7% -3%
Other . 6% 4% 4% 21%
Total 100% 100% 100% 100%

Source: KNG Health analysis of Medicare PSPS files.
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Growth in Medicare ASC Allowed Services from a Shift in Site of Service
Source: KNG Health analysis of Medicare PSPS files.

Ophthalmology 94%
Dermatology
Gaostrointestinal
Orthopedic
Pain Monogement
0% 20% A(I)% 60% 3(;% 1 010%
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The Migration of Care to Non-hospital Settings:
Have Regulatory Structures Kept Pace with Changes in Care Delivery?

growing number of increasingly

complex procedures are moving
from the inpatient to the outpatient
environment, and out of hospital
settings into physicians offices and
free-standing ambulatory surgery or

diagnostic facilities. Many of these care
settings involve physician ownership and
self-referral. This edition of Trend Watch
explores the impact these urends have on
health care utilization and costs, quality
of care and patient safery, access to care,

AMERICAN HOSPITAL ASSOCIATION
JULY 2006

NIBWATCH

and the health care system overall. it

also addresses whether oversight of these
facilities to ensure quality and safety has,
or has not, responded to the shift in care
from the hospital outpatient department

(HOPD) to non-hospital settings.

Services Provided Outside the Hospital Have Grown and Become Mare Complex

The number of surgeries, imaging studics
and diagnostic tests performed away
from HOPD:s is growing rapidly. These
procedures and services are primarily
moving to ambulatory surgery centers
(ASCs) which provide outpatient surgical
services not requiring an overnight stay,
independent diagnostic and testing facili-
ties, and physician offices. From 1997

o 2004, the volume of ASC procedures
provided to Medicare beneficiaries rose
145 percent while the number of ASCs
climbed 67 percent — on average, 240
additional ASCs per year between 1998
and 2004. The most common ASC pro-
cedures include those in ophthalmology,
gastroenterology and orchopedics.!

The number of procedures and tests
performed in physician offces also has
been increasing — particularly imaging
services. In 2004, physician offices
provided about 60 percent more imaging

American Hospital
Association

services than in 1996.% And since the early
1980s, the share of outpatient surgeries
performed in hospitals has fallen from
over 90 percent to 45 percent, while the
share performed in ASCs and physician
offices has grown from less than 5 percent
to 38 and 17 percent, respectively.?

Not only is the number of procedurcs

performed ourside of HOPDs rising,

$0 too is their complexity. When ASCs
first opened in the 1970s, procedures
were limited ~ simple breast biopsies,
cataract removals, etc. ASCs now handle
complex orthopedic, gastroenterological
and gynecological surgerics.*
Innovation in medical techniques
and technology, along with the prefer-
ences of multiple players in the health

Increasing numbers of surgical procedures are moving
from the inpatient to the outpatient setting.

Chare 1: Inpatient vs. Qutpatient Surgery Volume, 1981-2005
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care system, have driven the migration
of care to non-hospital scteings. Less
invasive surgical techniques and advances
in ancsthesia have made it possible for
more procedures to be performed in
outpatient settings where recovery time
is limited.

Physicians value the reliability of
scheduling procedures in non-hospital
settings where operating room schedules
are not interrupted by emergency patient
needs. Tn addition, many physicians
have ownership in ASCs which offers
them added income along with a role in
managerial decision-making. And some
patients prefer the convenience and
acsthetics of non-hospital settings.

Vendors of medical equipment and
technology have encouraged physician
investment as a part of their marketing
strategy. Companies such as General
Electric (GE) have increased their
marketing o physician offices and
tailored promotional messages to focus
on the return on investment in imaging
equipment, noting that physicians see
imaging as a new and porent source of
revenue. GE also hclps physicians with
financial concerns, and recently acquired
a company that specializes in financing
for physicians and dentists, helping to
ease purchase of in-office equipment.?

Finally, payers — both private and
public = want to pay the least amount

5%

Percentage of oulpatient
surgeries done in physicians’
o#fices or lreeslanding surgery

centers, 2005

Qutpatient surgeryhis quickly migrating to non-hospital settings...

Chart 2: Percent of Qurpatient Surgeries by Facilicy Type, 1981-2005
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...while imaging is growing faster in office-based
settings than in HOPDs.

Chart 3: Volume of Medicare Imaging Services Delivered, 1996-2004

® Physician Office W HOFD 52.2
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Souree: Avalere Health analysis of Pare B Physician/Supplier Pracedure Sammay Masier Reeord.

Lower copayments‘r{{ay make ASCsTﬁore
attractive to Medicare beneficiaries.

Chart 4: Medicare Required Procedure Coinsurance Rates for
ASCs and Hespital Quipatient Departments, 2006

$496
B Hospital Quipatient Coinsurance
0 ASC Coinsurance
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] $143 5105
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fRemovalllens  Laser Surgery Gastrointestinal Injectian
Inseriion Endoscopy

Source: Federal Register, Medicare Progrom; Updisse of Ambrdarary Sargical Coiter Lise of Covered Procedures: Insevin Final
Reel, May 4, 2005, and Cenrers far Medicare 8 Medicaid Scrvices. CMS- 1500 FC, Chrnga s Hogpstal Quipatien: rrs
Sor Citfendor Youe 2006, Addendum 8.




possible for each service and these

settings often, cthough not always, have
lower per-service rates.

The Centers for Medicare &
Medicaid Services (CMS) has long
allowed ASCs to serve Medicare patients,
hoping to save money on each episode
of care. Since 1990, CMS has approved
more than 1,100 procedures for ASCs
and set payment rates that in some cascs

exceed the rates paid o hospitals, Due
to the different payment systems for
the HOPD and ASC, benehciaries
often pay lower coinsurance at an ASC
than at an HOPD. Beneficiaries pay

20 percent of the Medicare payment for
care at an ASC, but Medicare requires
beneficiaries pay as much as 45 percent
of the total payment for care reccived

atan HOPD.

TRENDWATCH

However, the potential for increased
service use due to supply-induced and/or
physician-induced demand - particularly
in sclf-referral situations ~ has some payers
concerned that the shift in care is driving
overall costs for outpatient services #p,
not down.? In addition, as the procedures
performed in these settings have become
more complex, patient safery and quality
have come into queston.

Rapidly Rising Utilization Raises Concerns

The Medicare Payment Advisory
Commission (MedPAC), the indepen-
dent federal body that advises Congress
on issues affecting the Medicare pro-
gram, has expressed concern about rising
Medicare utilization and costs for both
ASCs and outpatient imaging. Growth
in the volume of services provided in
non-hospital settings has outstripped
growth in services performed in hospital
outpatient departments, From 2001 to
2004, the number of ambulatory surger-
ies delivered to Medicare beneficiaries
grew by only 5.7 percent annually for
HOPDs while increasing 15.4 percent
annually for ASCs.”

Medicare payments for services done
outside the hospital also have grown at
an extraordinary pace. Medicare expen-
ditures directed to ASCs nearly tripled
from 1995 to 2004 — from $849 million
to $2.5 billion. Additionally, payments
for physician office imaging more than
doubled berween 1996 and 2004.°

The growth in Medicare spending for outpatient surgery
in ASCs has raised concerns about excess utilization...

Chart 5: Average Annual Percent Change in Medicare Qutpatient
Surgical Volume, ASC vs. Hospital, 2001-2004
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...as the number of ASCs has increased rapidly.

Chart 6: Number of Medicare-approved ASCs, 1997-2004
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Capacity Growth Linked to Regulatory Policies

Differential regulation across care set-
tings at both the state and federal levels
has fostered the growth of procedures in
ASCs and physician offices.

The relaxation or outright elimination
of certificate of need (CON) laws at the
state level has allowed imaging and surgical
capacity growth, which in turn has helped
drive the migration of care out of hospitals.
CON laws require hospitals that wish ro
add beds, services or capital equipment, or
entities seeking o build new facilities, to
demonstrate that doing so would address
an unmet health care need. Today, 37
states have some CON oversight in place.”
But often those same restrictions are not
placed on other ambulatory settings. In
New York, for example, hospitals and
licensed centers must receive approval
under the state’s CON laws to purchase
imaging cquipment while physicians do
not face the same requirements when
purchasing equipment for their offices.™
ASCs are more prevalent in states having
minimal or no applicable CON rules.

The regulation of self-referral varies
across care settings, providing oppor-
tunities for physician investment in ASCs
and office-based surgery and diagnostics
that are precluded in many other settings.
At the federal level, the Ethics in Patient
Referrals Act (physician self-referral
law) prohibits physicians from referring
Medicare paticnts for designated health
services to entities with which they have
financial relationships. Designated health
services include clinical laboratory, radiol-
ogy, physical therapy, and inpatient and
outpatient hospital services. ASCs, how-
ever, ate not designated health services

«K »

[from the field

only the most appropriate people are being treated.

ASCs are more prevalent in states lacking CON requirements...

Chart 7: Number of ASCs Relative to CON Laws Governing ASCs, by State, 2005

@ Equals 15 ASCs

% CON Repulation By State
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Source: Federted Ambulatory Surgery Ascociation (FASA), Medivure Corrified ASCr 2005, available at wonw.fasa org, A
American Health Planning, Assnciation (AHPA), 2005 Relarive Seepe and Review Thresholds CON Regubated Seriives by Stase,
updared January 19, 2005,

...and 83 percent of ASCs are wholly- or
partly-owned by physicians.

Chart 8: Ownership Structures of ASCs, 2004
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“What concerns us most is whether doctors are keeping to the appropriate kinds of surgery,”

said Richard McGarvey, a spokesman for the Pennsylvania Health Department, “And whether
"2




under this law, To the extent that one of physician sclf-referral law which allow
the designated services is provided in an self-referral for services offered in a physi-
ASC owned by the referring physician, cian’s office or group practice, Exceptions
the physician self-referral statute does not  also permit self-referral in rural areas and
prohibit the rcferral as long as there is in the “whole hospital” setting.

no separate payment for the designated As of February 2004, physicians
scrvice (i.e., it is part of the bundled ASC ~ had ownership interests in 83 percent
Medicare payment). In addition, there of ASCs, and they owned 43 percent
arc a variety of exceptions under the outright.'® The number of physicians

Self-referral has been linked to increased
utilization of diagnostic services...

Chart 9: Numher of Imaging Services Ordered per

Physician-owner vs. Non-owner, 1990
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...and financial incentives influence where
physician-owners direct and treat patients.

Chart 10: QOrthopedic Surgeries Performed by Physician-owners ata
Full-service Hospital System Before and Afier ASC Opening,
October 1995 - Seprember 1998
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offering in-office diagnostic and surgical
services is rising.

Past research reveals that physician
sclf-referral contributes to higher usage
and total overall costs. One study found
that physicians who performed imaging
services in their own offices were 1.7 to
7.7 times more likely to utilize imaging
than physicians who referred patients
to radiologists. Average imaging charges
per cpisode of care were 1.6 10 6.2 times
greater for the self-referring physicians.'

Financial incentives also influence
where physicians direct referrals. Two
case studies in which ASCs entered
markets to compete with community
hospitals found that physician inves-
tors moved their patient caseloads from
HOPDs to the new ASCs but non-
owners did not. In both instances, the
number of surgerics that physician inves-
tors performed at the hospital dropped
drastically — by 50 to 75 percent,'?

More recent rescarch has found
increased urilization rates for inpatient
cardiac surgery associated with the
opening of physician-owned cardiac
hospitals, but limited data exist on
self-referral in the ASC secting.' Only
2 handful of states collect data on
procedures performed in ASCs and/or
require financial disclosure of physician
ownership intercsts.

83%

Percentage of ASCs
owned at leasl in part by
physicians, 2004
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States Consider Legislative and Regulatory Action on CON and Self-referral

Some state Jegislatures and regulatory
agencies have taken action in response
to what is believed to be supplier and/or
physician-induced demand.

In Pennsylvania, a state with no
CON requirements for ASCs, 48 new
ASCs opened between July 2003 and
May 2004, and patient visits during
that period jumped 83 percent, from
279,000 to more than 510,000." As
a result, Pennsylvania is considering
reinstating CON laws,

More states have considered reinstat-
ing or enhancing CON laws and others,
such as Indiana and Texas, have tricd to
pass laws to restrict or prohibit physician
rcferral of patients to facilities in which

they have ownership or investment inter-

ests. At least two states also proposcd
laws to require disclosure to patients of
physicians’ financial interests in entities
to which they refer paticnis.

Recent state measures aim to curb supply-induced and
physician-induced demand and growth in ASCs.

Chart 11: Proposed State Legislacive Efforts to Restrict Growth of ASCs

Massachusetts  Massachusetls legislators are debating HB 2711 which would ban physicians
and physician groups from referring patients to non-hospital-based facilities
in which they have an investment or ownership interest for MRI studies, PET
scans, of linear accelerator treatment.

tndiana Legislation effective July 1, 2005, requires that physicians make wrilten
disclosure to patients of their investments in health care entilies, inciuding
diagnostic and surgical services, before referring a paifent to thai entity.
The individual must be informed that he/she can request another referral,
This notice must be signed by the pallent except in emcrgcnucs

Pennsylvania Leg|s1at|on is expected 1o be |nlroduced in the scnate that would prohubll
virtually all physmlan self-referrats.

Texas Several bills were mtroduced in 2005, bul not passed, that would havs-
limited physician self-referral to ASCs. HB 3281 would have prohibited
physician refersal for designated health care services, including ASC and imag-
ing services fo facilities in which the provider has an interest. HB 3316 would
have required limited-service hospitals, ASCs, and imaging centers to disclose

the names of physicians with ownership interests via signs, notifications to

panents pnor to recemt of services, advert:smg and olher smular matenals

Source: FASA, Seatr Uipdare, JulyfAugust 2008, and Chowdbrs, 5, Choudhry, NK. and Brennan TA, “Specialty Venus
Coammunity Vaspialis Whae Rele for the Law?™ Folth Affairs, August 9, 2005, Web frclusive.

Quality and Patient Safety Standards Have Not Kept Up with Shift in Care

Hospirals and HOPDs are subject to
mare quality and safety regulation than
are ASCs or physician offices. Though
comparable surgical procedures may be
performed in an HOPD, ASC or physi-
cian office, Medicare standards are less
stringent for ASCs than for HOPDs, and
arc non-existent for office-based surgery.
State licensing requirements vary in the
degree to which they fill these gaps.
The majority of ASCs also seck
private accreditation. However, an
estimated 500 ASCs are not accredited.

«»

from the field

The standards for accreditation by these
private organizations also vary in the
degree 10 which they address gaps in the
Medicare standards for ASCs as com-
pared 10 hospitals, Three accrediting
bodies share most of the ASC segment: the
American Association for Accreditation
of Ambulatery Surgery Facilities
(AAAASF) zccredits approximately 2,000
ASCs; the Accreditation Association for
Ambulatory Health Care (AAAHC)
accredits more than 1,000 ASCs; and
the Joint Commiission on Accreditation

of Healthcare Organizations (JCAHO)
accredits more than 500 ASCs.**

State licensure is required for hospitals
everywhere and, in 43 states, for ASCs.
Few states require Heensure of physician
offices, just of physicians themselves — and
that licensure is nat procedure-specific. In
states that regulace office surgery, safety
and personnel standards are highly vari-
ahle. In the area of imaging, HOPDs are
held to hospital-level Medicare standards
for paticnt and staff safety, equipment
maintenance and staff qualifications, With

“If you run into complications, you don't have a diverse group of doctors right there for backup,”
said James Lyons, M.D., a plastic surgeon in Connecticut and member of a panel for the
Connecticut State Medical Society to define standards in free-standing ASCs.1?
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Medicare's standards for ASCs and physicians’ offices fall short of those required for hospitals...
Chare 12: Medicare Standards for Hospitals, ASCs and Physician Offices

Hospital Standard* ASC Standard** Physician Otfice'

Must have an infection control officer who develops No standard No standard
and implements policies governing infections and
communicable disease

Hospital must develop a system for identifying, Must establish a program for identifying and No standard
reporling, investigating, and controlling infections and preventing infections, maintaining a sanitary
communicable diseases of palients and personnel environment, and reporting results to the

appropriate authorities

Hospital CEO, medical staff. and director of nursing Nc standard No standard
must ensure that there Is a hospital-wide qualily
assurance and training program

Qperaling room must be supervised by an experienced No standard No standard
nurse or physician

There must be a complele history and physical workup No standard No standard
in the chart of every patien| prior to surgery, except in
enmergencies

An individual qualified to administes anesthesia must per- A physicizan musi examine the patient imme- No standard

form a pre-anesihesia evaluation within 48 hours prior to diately belore surgery 1o evaluate the risk of
surgery, and provide an intra-operative anesthesia record anesthesia and the procedure to be performed
A hospital must inform each patient or, when approprizte, No standard No standard

the patient's representative, of the patient's rights in
advance of furnishing care

© 42 CFR 482,42, 482,51, 292,52, 48213 *" 42 CFRL 41644, 41665 T No federal sundards govern surgery perlormed in physicizn offices,

...while states’ licensing requirements vary in filling in the gaps...
Chare 13; Federal and Stae Requirements for Hospitals and ASCs

State Requirement of ASC (Selected States)

Medicare Requirement of Hospital But Not ASC AZ co FL IL MD MI PA Rl sC X
OR supervised by experienced nurse or physician s
Roster of practitioners specifying surgicai v Y ’ Y

privileges of each

Complete history and physical workup in patient's
chart pre-surgery, except emergencies 7/ 7 7 ’ 7 ’ 7 7’ s 7

Designated infection cantrob officer develops,
implements policies / ’ d 7
Facility-wide quality assurance and training program 4 v i 7/ v/ g v re e

Source: 43 CFIL 482,42, 482,51, +82.52, 482,13, 42 CFR 416,44, 416.65: Avalere Health analysis of seate regulation and adminisirative gade.
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...as do accreditation requirements.

Chare 14; Accreditarion Requiremencs for ASCs

ASC Accreditation Requirements of Accrediting Organizations*

Medicare Requiremeni of AAAASF AAAHC

JCAHO

Hospitat But Nat ASC

OR supervised by experienced
nurse or physician

{# ASCs ~500+)

(# ASCs ~2,000)

(# ASCs ~1,000+)

Recommended supervision by No requirement

v anesthesiofogisl, physician, or dentist

Roster of practilioners specifying
surgical privileges of each

No requirement No requirement Mo requirement

Complete hisiory and physical

QOnly required for patients

workup in patieni’s chart undergaing major surgery or v v
pre-surgery, except emergencies minor surgery with risk factors

Designated infection control officer Nao reguirement v /
dovelops, implements policies

Facitity-wide quality assurance ', 7 /

and training program

Source: Avalere Health analysis of acereditation standarls for ambutatery care. ASC accreclitaion numbers frama phisne conversations with epresentaives of each organivasion: April 2006,
* Now: American Osteopathic Assechation (ADA) alse aceredits ASCs; currently fewsr than 10 ASCy nre nccrediced by AQA

the exception of mammography, there are
no federal standards governing physician
office imaging services. In response to
concerns about safety and technical qual-
ity, some private insurers have insticuted
their own inspections of freestanding
outpatient imaging facilitics*

MedPAC has recognized this varia-
tion in oversight and recommended
implementing quality standards for
physicians who receive payment for
performing and interpreting imaging
studies. MedPAC nortes that this policy
recommendation is justified by the rapid
growth in use of imaging studies, the
migration of imaging from the HOPD
to the physician office and freestanding
centers, and evidence of variation in the
quality of physician interpretations.
Further, MedPAC also recommends
strengthening rules that restrict physi-
cian investment in imaging centers to
which they refer patients.

A U.S. Department of Health and
Human Services Office of the Inspector

General (OIG) study on quality oversight
of ASCs found that states’ ability to over-
see ASCs on behalf of Medicare is eroding
because of the growth in ASCs and states’
limited resources. Of state-surveyed ASCs,
one-third (872) had not undergone a
recertification survey in over five years,

The OIG also found that CMS gives litde
oversight 1o ASC surveys and accredira-
tion, and CMS does not make findings
readily available to the public as it does for
hospitals and other types of providers.”
Despire the lack of oversight, recent
proposals by MedPAC and in Congress

Few states regulate surgeries performed in phyéicién offices...

Chart 15: Number of Stares Regulating Hospitals, ASCs, and Physician Offices

51
43
£
2
s
g
2 14 12
Hospital Regulation ~ ASC Regulation Physician Office Physician Office

Repulation Voluntary Guidelines

Sources: Accreditation Association for Ambulacary Health Care, Ambulatory Reguistions, Franka, FP “Seate Laws and

" Hochstade, A,

Regulaciens for Office-lased Surgery:” FASA. “The Regularion of Ambulatory Surgery Lemicrs
“Huw States Regolure Office Surgery - A Trioien” and Avalere Healrl analysis ol seree regulations,
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would eliminate the current approach

...and for those that do, regu'llation is variable.
of approving ASC procedures on a

Chart 16: Comparison of State Regulations of Physician Office-based Surgery pracedure-by-procedure basis and replace
it with a list of excluded procedures.
CA FL N RI TX Without an explicit process to determine

o ' T " what is safe, a list of excluded procedures
Reporting of adverse events d d d s likely to be based on where problems
Training and nualification of surgeon, 7 p oceur. This cha.ngc could pur Raticms at
nutse and other personnel risk of undergoing proccdures in ASCs

' o T T "=~ before those procedures are deemed safe
Personnel requirements 4 ﬂ/ ' v v specifically for ASCs.

Qualily assessmenl/improvement systems v v

Reslrictions on procedures performed v
£mergency prolocols v s v I /
v

Infection control practices

Equipment requirements v v 's

 Rece Medicare-certified ASCs
i s , e

Record keepe ’ e not undergaing recentilication
survey in gver five years

Sourees: Frako, B “State aws and Regulatians far Office-hased Singerys” Huchsiads, A, How Sures Repulae Office Surgery —
A Drimer:” Sutron, |1, *Office-based Surgery Regulaion: Irpeoving Pacient Satecy and Quabiey Care” and Avalere Healih analysis

of seawe regulations,

The Migration of Care May Weaken the Overall Delivery System

Patients and payers like aspects of ; - ;
ASC and physician office care, but the ASCs treat a less complex mix of Medicare patients...

migration out of HOPDs may hurt the Chart 17; Average Risk Score for Medicare Patients in HOPDs vs. ASCs, 1999
health care system as a whole, Physician

ownership of ASCs and in-office imag- BHOPD B ASCs 150

ing equipment not only sets up financial L5 '
incentives for physicians to increase 144
utilization but also encourages the
stecring of patients by acuiry and payer,
directing the more complex, costly and
less well-insured patients to hospitals.
A study of procedures with the highest
share of Medicare payments to ASCs
found that patients treated in ASCs

Average Risk Score

had lower average risk scores than those

treated in HOPDs.™ Findings from an Cataract  Cther Eye Colonoscopy  Other Upper Ambulatory  Cystoscopy
- . - Removalflens  Procedures Ambulatory Gastrointestinal  Procedures -
mdustry survey of ASCs illustrate their Inscriion Proccdures Endoscopy  Musculoskeletal

small share of Medicaid and chariry

carc PﬂliCnLq.zs Saurce: Winter, A. (2003}, “Comparing the Mix of Facienrs in Various Quipatiem Surgeey Seisings,” Hewlth Affiir, 22: 68-75.
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The loss of elective cases for healthicr
insured patients creates a financial chal-
lenge for full-service hospitals. Full-ser-
vice hospitals nced adequate volumes
of patients to support a wide range of
services and technologies for all paticnts
— inpatient and outpatient, elective and
emergency. They also depend on well-
paid services and patients to subsidize
care for low-income paticnes, 24-hour
access to care, disaster readiness, and
high-intensity standby resources such as
trauma centers and burn units.

Many hospitals also are facing
declining physician engagement as the
mipration of carc out of the hospital
scuting has made physicians less depen-
dent on hospitals as a pracrice site.
This trend is weakening che ability
of full-service hospitals to maintain
access to carc for their communities,
Hospitals struggle to hang onto special-
ists to provide on-call support, staff
clinics and teach medical students.

In a recent survey by the American
College of Emergency Physicians,

51 percent of emergency department
(ED) dircctors reported deficiencies in
on-call coverage because specialists left
their hospital to practice elsewhere.” The
top five specialties ciced were orthopedics;
plastic surgery; neurosurgery; car, nose,
and throat; and hand surgery. More than
one-third of hospitals report paying for
coverage in some specialty arcas.”

Ironically, ASCs rely on but gencrally
don't support the emergency standby
capabilities of hospicals. ASCs do not
typically maintin the complement of
resources to respond to the full range of
complications that can occur during a
ptacedure or post-discharge. When their
patients become unstable and require

«“K»
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for imaging, “Hospilals rely on the ability to perform diagnostic services for their community.

...and ASCs treat a smaller portion of low-income patients.

Chare 18: Percent of ASC Patients by Payer

In contrast, Medicaid is 14.6%
of hospitals' revenue

30.9%

Medirare

—7-~— 5.8% Workers' Compensation

—F 3.0% Seli-pay

2.5% Olher Federal Payers

3.5% Medicaid Low-income
0.3% Charity care: Patiants

Soure; Medical Groap Management Assaciation IMGMAY. Ambubsory Siogery Cenier Pecformance Suviey
20005 Repars, and AHA Annual Survey,

More than one-third of hospitals now pay for on-call
coverage in some specialty areas.

Chart 19: Percent of Hospitals Paying for Specialty On-call
Emergency Deparement Coverage, 2006

29%
Pay for Coverage in
Some Specialty Arcas

62%
Never Pay for
Specialty Coverage
5%

Pay for Coverage in
Mast Specialty Areas
4%

Pay for Coverage in
All Specialty Areas

Source: American | lnspital Association, T Satr of Amereas Hogiali: Toking rhe Pelse, 20016,

"There are two community hospitals in my district, and one is really struggling,” said Massachu-

setts State Rep. Paul Kujawski, author of HB 2711, which wouid restrict physician self-referral
nzE




emergency care they send them to a
hospital for stabilizadon. Hospirals have
obligations under EMTALA to screen
and stabilize patients presenting to their
EDs. That means that they must provide
back-up services w ASCs whose partients
develop complications, even though
ASCs have no obligation to support the
hospitals’ emergency capacity. Further,
under EMTALA 2 hespital must follow
a rigorous protocol when transferring

an unstabilized patient from the ED to
another hospital for services that they
can’t provide, but ASCs are not required
to follow any similar transfer protocols to
protect their patients’ safery when trans-
ferring them to a hospiral. ASC patients
suffering from complicarions can appear
in a hospital ED with no warning call,
no medical history, no operative report,
no information on the anesthesia used,
and often no ability to reach the ASC's

surgeon for consultation,

POLICY QUESTIONS

* In what ways, and to what degree, does
the migration of care to non-hospiral
setrings affect parient safety, quality of
care and patient ourcomes?

» Is the public aware of differences in
certificarion and quality standards across
settings of care including hospitals,

ASCs and physician offices?

» Is the public aware of the risk associated
with frequent radiological imaging or of
the standard safety procedures for which
they should watch?

» Should ASCs be required to disclose
the limitations of their service
capabilities to patients?

Post-Surgical Recovery Care Centers

Post-Surgical Recovery Care Centets (PSRCCs) provide medical and nursing
services for patients requiring short-term supervision following surgery. These
facitities predominantly serve individuals who have received care in an ASC.
A survey found PSRCCs in 34 states.” Many stares limit PSRCC stays to less
than 24 hours, though more than one-third of states permir patients to stay
longer. The maximum length of scay is typically 72 hours, or three days.* The
paticnts served by a combination of ASCs and PSRCCs - especially PSRCCs
allowed o keep patients up to three days - may look increasingly like hospital
inpatients whose average length of stay is not much longer. If PSRCCs are, in
essence, providing hospital-type inparient care, should they also meet hospi-
tal-level standards for inpatient care?

As more complex procedures are performed in ASCs, there is growing
demand for the longer duration of post-operative care delivered by PSRCCs.
Some patients may prefer the amenitics of PSRCCs but hospital post-opera-
tive units are more likely to be better equipped to handle complications from
surgical procedures.

Many private payers cover treatment in PSRCCs; Medicare docs not.
MedPAC found insufficient evidence that Medicare coverage of PSRCC

services would reduce the cost or elevate the quality of surgical care.”’

» Should the provisions of the federal
laws that allow physicians to profic
from self-referral in non-hespital
facilities be revisited, given new data
showing higher frequency of use by
physician-owncrs?

* What changes are required — in federal
or state statute, in regulation or policy,
and in accreditation protacols — o
ensure comparable patient safeguards
across all settings of care for like
procedures?

* In what ways should payment policy be
realigned to appropriately recognize the

» Whar is the cost to the health care
system s 2 whole of the migration of
services out of the hospital setting? varying roles of each of these settings

of care and the resources requited to

» How has the shift in care out of . . ..
provide care, particularly taking into

hospitals affected access to care for all

. account patient risk factors?
patients and the health care safery ne P

*» How might statc and federal regulation
of che creation and operaton of health
care facilities help to leve! the playing
feld for hospirals and non-hospital

providers of ambulatory services?

for patients of limited means?
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MS. BOCCUTI: Okay. Thank you. This presentation_
1s golng to covér three main topics. Filrst, I'm golng to
present an analysis of payment adeqguacy for physician
services. Then Ariel 1s going to discuss ways to improve
payment accuracy for MRI and CT services. And then Dan 1is
going to discuss trends 1in ASCs.

So we have a very limited time and we're going to
be going through these presentations very quickly, but if
you have questlons, certainly we'll have time to answer them
at the end.

So as you recall, MedPAC sponsors a phone survey
to obtaln the most current data possible on beneficiary
access to physiclan services. We completed this year's
survey just this past October. We survey both Medicare and
privately insured individuals age 50 to 64 to assess the
extent to which any access problems would be unigue to the
Medicare population. For our access analysis, we also look
at other national surveys, some of which are larger than
ours, but none are more current. And this year, we
increased our survey efforts substantially. We surveyed
roughly 10,000 people, including surveys 1in five local areas

that are suspected of access problems. So I Just want to
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take a second to recognize Hannah Weprash for her
meticulous, dedicated work on that survey.

So we will first lock at the ability for people to
schedule doctor appointments. We continue to find that
Medicare beneficiaries and privately insured people do not
regularly experience delays getting an appointment. Indeed,
Medicare beneficlarles are less likely to report getting
delays.

On this chart, looking down the 2008 columns for
each group, you can see that among those who try to schedule
a routine care appolntment, 76 percent of Medicare
beneficiaries and 6% percent of privately insured
individuals reported that they never experience delays.
These are in the top yellow circles. These are
statistically significant differences, so that suggest that
Medicare beneficilaries are, on average, a little more
satisfled with the timeliness of thelr routlne care
appolntments than the privately 1lnsured population.

And then locking down, as expected for 1llness or
injury, timely appolintments were more common for both
groups. Significantly greater shares of Medicare

beneficiaries reported that they never experience delays.
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We also analyzed these results by race and found
that access problems are more likely for minoritiles in both
the Medicare and privately 1lnsured populations. This slide
shows one example, but there's more in your malling
materials and there's going to be more in the chapter.

So in this example, among the Medicare
beneficlaries, mincorities were significantly more likely to
report always experiencing delays, and you can see that in
the red. Among privately insured patlents, minorities were
also significantly more likely than whites to report usually
experlencing delays. I put the ones in red because those
are statistically significant, so I wanted to highlight
that.

Although our sample shows some differences between
subgroups within the minorities, such as Hispanic and
African-American, we weren't able to pull them out
specifically because of sample slze. You lose some
statistical significance, so unfortunately we collapse them
into this group. But MedPAC will continue to track these
1ssues closely.

So back to the national results, we asked

respondents about their ability to find new physicians when
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needed. Although not shown on this chart, it is important
to reallze that only 6 percent of Medicare beneficlaries and
7 percent of privately insured patients reported that they
even needed to find a primary care physician 1In the year.

So this does suggest that most are satisfied with the
primary care physician that they have.

Among the small share of those looking for a new
PCP, the two groups, the Medicare and the privately 1lnsured
ones, were very similar, and that's the 71 and 72 percent
that you see at the top circles. Those percents reflect
people who sald that they have no problems.

But I do want to note one concern, of course,
which 1s 1in the red, which shows that 18 percent of those
people looking reported big problems. However, Keep 1n mind
that given the low share of people, that 18 percent
proportion comes to about 1 percent of the 3,000 Medicare
beneficlaries that we sampled.

So then looking down to the specialists, as in
previous years, we found that access to new speclalists was
generally better than access to primary care physicians, and
that goes for both populations. 88 percent of Medicare

beneficlaries reported no problems compared to 83 percent of
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privately insured.

Other organizations have .conducted surveys asking
similar questions, namely the Center for Studying Health
Systems Change, AARP, and CMS in the CAHPS fee-for-service
survey. In the interest of time, I'm not going to go
through the results that are summarized here on the screen,
but I do want to emphasize that theilr findings are very
analogous to MedPAC's.

This year, we examined beneficilary access in
market areas to gailn further insight into the circumstances
and issues that beneficilaries face in different markets of
this country. I think that the Commission has volced some
of these issues before, so we really thought that it would
be good to be getting out to some of the areas. So we
conducted telephone surveys and focus groups. Although we
found some differences from area to area, we really did not
discover a major access problems.

For our telephone surveys, we, 1ln fact, selected
five areas across the U.S. that had relatively poor access
according to the CRHPS fee-for-service survey. Desplte
selecting them for this relatively poor access, we found

their access rates to be quite similar to those found in the
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national population. For example, the share of

beneficiaries reporting that they never have problems
scheduling routine care appointments ranged from about 76 to
83 percent 1n those areas.

And also, as 1n our national survey, we found on
several questions that Medicare access appeared a little bit
better compared to the privately insured cohort that we
surveyed.

I also want to mention that CMS had a similar
experience when they targeted special areas that they
suspected of access problems. When they went back in and
asked more comprehensive surveys to those areas, they also
found that the results were more along the lines of the
national average results.

We also conducted nine beneficiary focus groups in
three markets, Richmond, Albany, and Albuquerque. Almost
all beneficiaries in these focus groups said they had a
regular physiclan, usually a primary care physiclan, and
they could get appointments with this doctor within a day or
two. We found some differences across the three markets.
For example, beneficlaries in Albany generally enjoyed the

best access to physiclan services. Problems were most
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frequently cited 1in Albuquerque, where participants reported
that privately insured people were also having problems.

In our analysis, we look at chénges in the use of
services per fee-for-service Medicare beneficlary. As we
look at claims data cumulatively, you can see that growth
has continued to ilncrease each year, but it has slowed a
little in recent years. Growth has been slower for E&M and
major procedures relative to the three other categories.

We analyzed claims data also from two large
insurers and compared thelr fees for physician services to
Medicare fees. Looking at the far right bar, forl2007,
Medicare rates were 80 percent of private rates. This is
averaged across all services and geographic areas. You can
see that this percent is just one.point lower than it was
last year.

So now for the second part of the adequacy
framework, changes in costs for 2010. CMS's preliminary
forecast for input price inflation is 2.4 percent. Within
this total, CMS sorts the inputs into two major categories:
Physician compensation —-- that's expected to increase by 2.8
percent; and physician practice expense -- that's expected

to increase by 1.9 percent.
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Calculated from BLS statistics, our analysis of
trends 1in multi-factor productivity suggest a goal of 1.3
percent. That's what we have discussed before.

Before we discuss the overall update
recommendation I'm going to shift gears for a moment and
reiterate the recommendation that you made in the June 2008
report. That recommendation was to increase payments for
primary care services that are provided by practitioners who
focus on primary care. We plan to rerun this recommendation
in the update chapter, so I just want to point that out,
that we're going to say 1t, have 1t put out in the chapter.

But aiso, before we get to the update
recommendation, there are two more points I want to make. I
want to mentlion bonuses that were put in place through
MIPPA. First, the PQRI bonus, which is on all allowed
charges, was increased to 2 percent. This program 1is
voluntary, so the bonuses only apply to those practitioners
who satisfactorlly Eomplete the reported requirements. In
2007, that was about 17 percent of eligible practitioners
submitted data and about half of those recelived the bonuses.

MIPPA also created a bonus program for electronic

prescribing. 8o for 2009 and 2010, practitioners are
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eliglble for an additional 2 percent on their allowed
charges 1f they satisfy electronic prescribing reguirements.
And again, thils 1s also a voluntary program.

So now onto the overall recommendation. Starting
with the recommendation that you made last year, the first
sentence amounted to a 1.1 percent update and the second
sentence, which is great out there, recommends the
confidential feedback program on resource use. As you know,
MIPPA overrode the SGR‘and in fact enacted a 1.1 percent
update for 2009, which is right 1in line with your
recommendation.

and to the second sentence, MIPPA also required
the Secretary to initlate a physiclan resource use program
that includes confidential feedback to physicians based on
Medicare claims. CMS has already begun work in this area,
so we no longer need thils as a part of the recommendation.
However, we do plan to reiterate in the chapter the
importance of designing effective education and outreach
tools in this feedback effort.

So for this year's recommendation number one, it
would really only be the first sentence and it would read,

for the record, The Congress should update payments for
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physician services in 2010 by the projected change in input
prices less the Commission's expectation for productivity
growth.

Since Arlel's presentation, coming next, 1s
inclusive of physiclan services, we're going to discuss the
implications of the recommendations after his portion.

MR. WINTER: As a you may recall from our November
meeting, there were concerns about whether Medicare 1s
paying accurately for the practice expense component of
imaging services in the physician fee schedule. The cost of
imaging equipment accounts for a significant portion of the
practice expense payment for CT and MRI services.

On this slide, we show how CMS estimates the costs
of medical equipment. The cost of the equipment per service
equals its cost per minute times the number of minutes 1t 1s
estimated to be used for that service. Cost per minute 1s
based on the number of minutes it 1s projected to be used
during its useful life, taking into account 1its purchase
price and other factors.

In this formula, CMS assumes that all equilpment is
used 50 percent of the time that a practice 1is open for

business, which equates to 25 hours per week. The main
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point here 1s that 1f equipment 1s actually operated more
frequently, the costs per service decline. This 1s because
the fixed cost of the machine is spread across more units of
service,

At the last meeting, we showed you results from a
survey conducted by NORC of 1imaging providers in six markets
which we sponsored in 2006. Today we‘re showlng you the
mean and medlian number of hours that MRI and CT equipment
was used by these providers. As you can see from both the
medians and the means, providers reported that they used
their eguipment for much more than the 25 hours per week

that CMS assumes.

In addition to the results of the NORC survey, We
also looked at data on the average number of scans pe;
machine from a 2004 survey conducted by a market research
firm called IMV. These numbers were published in a recent
health affalrs article by Laurence Baker. Thils survey's
results suggest that MRI and CT machines are used more than
25 hours per week.

If CMS were to increase the equipment use rate for

MRI and CT equipment to 90 percent without changing 1its

assumption that a practice 1is open 50 hours per week, this
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would imply the machines are used 45 hours per week. And if
you go back to the last previous slide, number 15, you'll
see that this is in line with the results from the NORC
survey.

The Commission has supported efforts to improve
payment accuracy in the fee schedule and has noted that as
certain services are overvalued, thils leads to undervaluing
of other services, such as primary care. Even though the
volume of MRI and CT services grew at a slower rate 1n 2007
than 1in previous years, this was preceded by several years
of rapid growth in volume and in growth of the number of the
machines on the market. Given the high level of market
penetration, we should be concerned about paying accurately
for these services, In addition, accurate payment rates
could help manage future volume growth by discouraging low-
volume providers from purchasing machilnes.

We recognize that improving payment accuracy will
not by itself be sufficlent to ensure approprlate use of
these services. Other policy tools should also be
considered, such as bundling and discouraging the use of
imaging that 1s inconsistent with approprlateness

guldelines.
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At the last meeting, concerns were ralsed about
access to 1lmaging in rural areas. We want to point out that
changing the eguipment use assumption would only affect
payments under the physiclan fee schedule and would not
affect outpatient hospital rates. Hospiltals are a source of
access to MRI and CT services for emergency as well as non-
emergency cases. According to the 2006 AHA Survey of
Hospitals, 95 percent of rural hospitals provide CT services
in thelr community and 79 percent of rural hospitals
provided MRI services in thelr community. So 1f rural areas
do not have physiclan offices or freestanding centers that
offer MRI and CT services, most of these areas do have
access to such services through a hospital.

Increasing the equipment use assumption for MRI
and CT machines in a budget neutral manner would decrease
practice expense RVUs for MRI and CT services and increase
RVUs for all other physicilan services. Based on 2005 volume
and the 2008 conversion factor, we estimate that payments
for other physlcian services would increase by almost $900
milliecn.

The higher payments would be funded by two

sources. First is lower payments for CT and MRI services,
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and second, additional money from the Part B Trust Fund.
This 1s because the Deficit Reduction Act mandated that
hospital outpatient rates act as a cap on fee schedule rates
for imaging services. Savings from this pollicy are returned
to the trust fund. But if the RVUs for MRI and CT codes
fall below the outpatient rates, the cap would not apply and
money that would have gone to the trust fund ilnstead stays
in the physician fee schedule. 1In other words, this would
expand the pool of dollars for physiclan services.

This takes us to draft recommendation two: The
Congress should direct the Secretary to lncrease the
equipment use assumptlon used to calculate practice expense
RVUs for MRI and CT machines from 50 percent to 90 percent.
This change should be made in a budget neutral manner. And
by budget neutrality, we mean that RVUs for MRI and CT codes
would be shifted to other services.

And here now are the implications for both
recommendations one and two. As you know, any lncrease in
physician payment would increase spendling relative to
current law because under existing law, the SGR calls for a
21 percent decrease 1n payments for 2010. Regarding

beneficiary provider implications, these recommendations
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would increase beneficiary cost-sharing and they would
maintaln the current supply of and access to physiclans.

Recommendat ion two would shift payments from MRI
and CT services to other physician services.

And now we will move on to Dan's portion of the
presentation.

DR. ZABINSKI: I'm golng to talk about important
trends that have occurred for ambulatory surgical centers in
recent years, or ASCs, but first I want to Just cover some
important attributes about ASCs.

First, an ASC 1s a distinct that exlsts
exclusively to furnish surgical services that don't redquire
an inpatient stay. Also, ASCs that are certified to
participate in the Medicare program have thelr own
prospective payment .system. Also, ASCs are a source of
revenue for many physicilans as most ASCs have some degree of
physician ownership. Moreover, research 1indlcates that
physicians who own ASCs may be referring thelr more
profitable patients to their own ASCs and less profitable
patients to hospitals. This connection between the ASCs and
physician revenue is the reason why we're considering them

along with the physician update today.
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Finally, 2010 is the first year since 2003 that a
positive update to ASC payment rates 1s allowed by law.

Now, for the next few slides, we'll present some
trends that reflect the financial health of ASCs. One trend
we analyzed 1s the growth in Medlcare spending for ASCs. We
found strong growth in spending per fee-for-service
beneficiary among ASCs, which increased by an average of 8.4
percent per year from 2002 through 2007. 1In addition, CMS
projects continued strong spending growth for ASCs,
increasing by $1 billion overall, from $2.9 billion 1in 2007
to $3.9 billion in 2009.

Another trend we analyzed 1is beneficilaries' access
to ASC services. We included in this evaluation the growth
in the number of Medicare certified ASCs and the growth i1in
the serviée volume per fee-for-service beneficiary. As you
can see in the first row of the first column on this
diagram, the number of ASCs has grown rapldly in recent
years, lncreasing by an average of 278 ASCs from 2002
through 2006, which translates to an annual growth rate of 7
percent per year. This growth has slowed slightly in recent
years, but 1t is still robust, increasing by 257 ASCs to

2007, which translates to a growth rate of 5.5 percent.
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We also found that the volume per fee-for-service
beneficliary has grown at a strong_rate. It has increased by
an average of 10.7 percent per year from 2002 to 2006, and
by 5.9 percent in 2007.

A note of interest 1s that this growth in the
supply of ASCs and the volume per beneficiary has occurred
despite ASCs having no update to their payment rates since
2003, That result 1s somewhat counterintuitive and ASCs
don't submit cost that we could use to do a thorough
evaluation of ASC financial health. Instead, the most
useful information we have 1s guarterly reports from
financial analysts on publicly traded ASC chains. These
financial analyses 1ndicate that the publicly owned ASCs
have been performing pretty well financlally. For example,
the most recently quarterly reports show that the
earnings-per—-share for the publicly traded ASC chains
increased by better than 10 percent from 2007 to 2008 and is
projected to increase by more than 10 percent again from
2008 to 2008.

‘An important 1ssue regarding ASCs is that in
contrast all other health care facilitles, ASCs do not

submit cost data to CMS. But cost data are important for
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determining the adequacy of Medicare payments and for
determining the extent to which payment rates should be
updated to malntaln benefilciaries' access to care.

As I mentioned on the first slide of my
presentation, 2010 1s the first year since 2003 that a
positive update to ASC payment rates 1s allowed by law. In
response, we have developed optilons for an ASC update and
cost reporting requirements in 2010 for the Commission's
conslderation. Optlons for an ASC update 1include, first, an
update that 1s equal to the CPI-U, which 1s the requirement
in current law and where the CPI-U 1ls projected to be 1.9
percent in 2010. A second optlion is CPI-U minus the
productivity adjustment of 1.3 percent. And the third
option 1s simply a zero update.

In March 2004, the Commission recommended that
the Congress should require the Secretary to collect cost
data to allow for a fully informed evaluation of the
adequacy of ASC payments. Here, we would like the
Commission to conslder an option that would make any
poslitive update to ASC payment rates contingent upon the ASC
submission of thelr cost data to the Secretary.

That concludes our presentation and we turn it
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over for your discussion.

DR. MARK MILLER: I'm just going to append a
couple of comments to the presentation on ASCs. Over the
last few days, when representa&ives of the ASC 1ndustry
learned that we were golng to be looklng at this agaln after
several years with no update, there were a few phone calls
in which they calmly related thelr points of view on that,
and I thought that there were a couple of them that I would
convey to you.

A couple of things. The 1industry 1s concerned
that the ASCs are moving from their current payment system
to a new payment system in which they're linked to —— they
have theilr own conversion factor, but they're linked to the
outpatient categories of service, and the concern there 1s
they're making this change and we should walt until the
change has been complete to see what some of the effects
are. It 1s decldedly true that some services will go up or
down as that -- specific reimbursements as that change 1is

made.
I would also point out, though, there has also
been an expansion in the number of services that can be done

in ASCs, which will create more opportunities for billing
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there, and some abllity to do ancillaries related to the
services that are being provided. But that's one concern.

A second concern that they've raised 1s that we
should be mindful and kind of on a global sense that
ambulatory surgery centers save money relative to other
providers. It's decldedly true that the payment rate
relative to, say, an outpatient department hospiltal 1s
considerably lower. But another thing to keep in mind is
that work 1n the past that we have done suggests that
ambulatory surgery centers take less complex patilents and
there's also a question, which we can't answer certainly
here today, of whether there's a net impact on volume if a
ambulatory surgical center enters a market, takes business
away from a outpatient department, does the outpatient
department compensate or 1s there any g¢generation of volume
from the presence of the ASC?

And then the final point 1s that there 1s some
concern that 1f this rate 1s cut, what ambulatory surgical
centers will do is basically try and reconstitute themselves
as hospitals so that they can get the higher rate, and
that's certainly an issue. But, of course, that also ralses

a whole question of like specialty types of hospitals and
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what Medicare's general policy should be there.

But at least a couple of arguments came up in
these phone calls since we prepared for this presentation
and I thought that people should know about them.

MR. HACKBARTH: Okay. Let me see hands for round
one clarification questions. We'll start over on this side
this time.

MS. BEHROCZI: Very guickly. I guess, Cristina, I
will ask you. In terms of the beneficiary survey, did you
collect any income level data®

MS. BOCCUTI: There 1is some income level data on
the survey and we can look into that.

MR. GEORGE MILLER: Thank you for the report and I
appreciate the information about the minority beneficiaries
not beilng able to get access to physiclans, but therefs no
statement made from a policy standpoint. Do you have any
recommendations, how do we do with this issue? I would just
suggest, and this would only be anecdotally, but the numbers
may be even higher than you reported, but that wouldn't be
data.

MS. BOCCUTI: That's a very good guestion and it's

hard to answer. We've been thinking about what we could do.
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I think the contribution that we make 1s to show
that this 1sn‘t just 1n Medicare --

MR. GEORGE MILLER: Right. Right.

MS. BOCCUTI: 1It's in private, too. It's hard for
Medlcare to solve the problem, but I think this 15 a
discussion that we should have. I think in this chapter, we
do not offer specific policy recommendations with respect to
that 1ssue and I would leave 1t to the Commission to discuss
that further.

MR. GEORGE MILLER: Editorializing just for a
second, fundamentally, if we're talking about equality for
all Americans, and I know how to frame 1t, but 1f you have
one program where one beneficiary gets a benefit and another
doesn't, that seems to be inequitable. Again, I agree, I
don‘t know how to solve the problem, because you said it
also was 1n the private sector.

My second qguestion goes to ASC, 1if I can. I guess
I had better come back.

MR. HACKBARTH: Go ahead.

MR. GEORGE MILLER: Okay. ©On the ASC
presentation, and I appreciate this information, can you

give me, and give me a second to get to the slide, the
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rl impact the ASC has had on outpatlient hospital services as
2 they move from -- I think it's slide number 23. You said a
3 percent increase volume per beneficilary. Have you been able
4 to compare that to the hospitals and what impact that would
5 have? Have they shifted from hospital? And do you have
& analysis 1if that has increased? If business has moved from
7 hospital outpatient services to an ASC, has the number of
8 procedures per beneficlary gone up or down?
9 DR. ZABINSKI: I'm going to tackle thilis first and
10 I hope —-- Ariel's been working on ASCs a lot longer than I
11 have, so he can step 1n any time. But here's what I Know.
12 On average, from 2002 to 2007, the average 1increase 1in ASC
‘ 13 services per beneficiary was 9.8 percent per year. In
14 contrast, when you look at the same set of services, 1in
15 other words, the ASC procedures that were also performed in
16 OPDs, the average increase from 2002 to 2007 was 1.3 percent
17 per year. So the much slower growth rate in the OFDs.
18 Whether that indicates that there's been some transfer or
19 migration from OPDs to ASCs, I guess 1t might indicate that
20 but I don‘t have anything to say that's certainly true.
21 Anything to add, Ariel?

22 DR. MARK MILLER: The overall volume 1n the OPD
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that we just went through —— and you've made the distinction
for kind of shared procedures, but the overall volume we
just went through in the hospital presentation, 1it's growing
overall. 1It's growling very aggressively.

DR. ZABINSKI: Right. That's true.

MR. HACKBARTH: It doesn't necessarily follow that
there's a substitution. There could be some substitution of
A to C for hospltal outpatient department, but there also
could be some induced growth, much as we found some evidence
of in the case of physician-owned specialty hospitals.

MS. HANSEN: Clarification for access to primary
care on thils. Perhaps there are only like 6 percent of
people who are going to be looking for that. Has 1t been
separated out to look at people who turn Medicare-eligible,
who already have coverage, you know, perhaps they're covered
because they're related to some program, Wwhether a
retirement program or all? I'm probably more curious about
the access for people who were uncovered and suddenly
because of Medicare they now have access, and that seems to
be always a more complex population. So 1s that separated
out so that we look at the access of coverage for that newly

covered group?
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MS. BOCCUTI: No, it's not separated there, and
that's a research question that people have looked into and
I can refer you to some articles on that. It's been called
sort of like the shelf, I think effect.

Whether it's looked at specifically about how that
affects thelr primary care services, I can't say off the top
of my head. But I'll refer you after this to a couple
articles that I know about that.

But through our survey, we are not able to
determine of the Medicare beneficiaries what their previous
insurance status was. Aand then it would only be getting to
that small share among the whole Medicare population that
just became Medlcare eligible.

I will say that people who newly come to Medicare
can be switching insurance, essentially, and may have to
find a new doctor for whatever reason. So they may be
overrepresented in the 6 percent. But in fact, because most
physicians are taking Medicare, that's not as much of a
problem as if they go the opposite direction, switching
employers or where you have to switch -- if you're switching
a different insurance type. Whether your physiclan takes

that insurance becomes a question.
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MS. HANSEN: Right. And this then tles then to
one of the recommendations here relatlve to access to
primary care and the fact that that still 1s potentilally a
problem as the numbers grow.

and then related to that same area with the CAHPS
study that shows that access —- there are two guestions
basically there, and it seems like because, I belleve, the
beneficiary number there that's done under the CAHPS 1is
about 100,000 to 120,000, would that be a place potentially
for a question on access to primary care? Because I think
we all have heard anecdotally that this is the case, that
people are beginning to feel the difficulty. And agailn,
this 1s anecdotally. But whether or not that can be built
in péssibly or as a recommendation to CMS to include that,
since that's such a routlne question on the routine surveys.

MS. BOCCUTI: I see what you're saying. Right. I
don't think they have a specific primary care physician
access question. It's more about medical care and getting
appointments and access to a specilialist.

But you are suggesting that we turn to this very
large survey and suggest that they really hone 1in on the

primary care aspect. We can talk about that.
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MS. HANSEN: And I just want to say thank you
agaln for the coverage on the issues of access, both here
and in the ED part, because I know we didn't discuss it
here, but it's in your chapter, and that's interesting also
in terms of the patterns of utilization by Medicare
beneficliaries.

MS. BOCCUTI: Yes. I will mention Nancy Ray
worked on that and we're hoping to be able to increase that
section maybe 1n the future reports. But we thought we'd
start investigating it in this venue.

MR. HACKBARTH: We're still on round one
clarifying questions.

MR. BERTKO: This 1s a clarifylng gquestion on the
draft recommendation on physician spending i1ncrease. When
you recommend this, 1s 1t a one-year bonus kind of
arrangement that you're suggesting or is 1t update to the
basgelline?

Then the second part of that would be 1s it 1in the
January meeting that you give us the spending rangés for how
much this would have an impact?

MS. BOCCUTI: The easy guestion first 1is the

latter part. Yes. The buckets that you're referring to
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come 1in at the next part of the meeting.

But the answer to the first part of your question
really gets into how this 1s scored and whether 1t's in the
baseline or it's a bonus, so then the SGR doesn't —— I would
say that we compare it to current law, so that's why we get
the 1ncrease. So no matter how yvou did it, it would be an
increase.

But 1t's a generally been the position that the
Commission hasn't gotten so involved with the scoring and
how this is going to be allocated, really more the bottom
line of what's going to happen with that sector and the
update for that coming year. But I'd turn to you if you
want to ——

MR. HACKBARTH: I think that's right, Cristina.

As you well know, John, there are big differences in scoring
effects based on whether you define this as a bonus that's
got to be pald back in essence the next year through a
bigger reduction or whether you just say it's an 1increase.
But that's really beyond our purview, I think. The message
that we want to send is for the fiscal year in question that
we think there ought to be an increase of X-percent.

MR. BERTKO: I completely agree with what you say,
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but it seems useful for us to comment on how much of a
deferred budget item, or whatever you would want to call 1it,
might be emerging when you do the bonus end of 1it, because
we keep pushing thils off into the future, and while again
it's not our purview to do 1t, just noting it might be
useful.

MR. HACKBARTH: The cuts implied either way 1in the
future are so beyond the scale of anything that's realistlic,
it really has become a game 1in how you play the budget
scoring system as opposed to a substantive policy debate.

DR. BORMAN: Could one of you or any other staff
member remind the me the year 1in which the screening
colonoscopy benefit became available as a covered service?

MR. WINTER: I think it was BBA 27, but we'll
check on that and get back to you.

DR. BORMAN: Okay. For obvious reasons, I just
would comment that we need to be a little bit careful about
the connotation of the term surgical. For folks like me, it
implies different things that it implies in this
designation, and this may include a number of interventional
activities that are not classic open surgery.

DR. CASTELLANOS: Thank you. I have three
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questions, sort of like what Nancy did the last time. The
first one I have 1s about indicators for payment for
physicians. Really, we're just loocking at access and we're
comparing with other private sectors and I think we're
somewhat limited in what we're looking at. I would like to
personally work with the staff, perhaps, and see if we can
look at some other indicators.

One of the indicators we're seeing now 1s access
to capltal and the cost. As you mentioned, yes, E-
prescription is going to be a bonus, but we have to buy the
equipment, and if we don't do it by 2014 we get penalized.
So it is a cost to the practice, especlally a one- or two-
man practice, and especially with EMR.

My second question is I'm somewhat bothered by the
tone of the subject of sustainabllity in Part B. My
guestion 1s that the physicians' part of Part B is only 40
percent, and shouldn't we look at the other 60 percent of
Part B, because that certainly drives that premiums and
sustainabillity.

And my third question is on ASCs. I'm Jjust a
little curlous to know why this isn't a separate chapter.

The reason is so we can expand the discussion to include
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more information on the differences between the hospital and
the ASC cost, satisfaction, efficiency, convenience,
quality, and savings to the Medlicare market.

MS. BOCCUTI: 1I'm just golng to mention a couple
of things. There are other analyses that we have that we
just couldn't present today but were in the chapter that we
do with physicians, like, for instance, participatlion rates.
Physician signing up for participation, those are in the 90s
and even went up slightly this year. The percentage of
claims that are taken on assignment, that 1s accepted
Medicare's payment in full rather than allowing a little
bump up for balance billing, those are in the mid-30
percent. There are other reasons why that's beneficial to
physicians in addition to payment. But there are other
factors that we examlned that we put 1n.

And with respect to access to capital, 1it's
challenging to do that for physiclan offices. So 1f you
have ideas on that, you know, we don't have cost reports for
physicians. It's hard to get a sense of what other factors
we could be examining that would give us information on
payment adequacy.

MR. HACKBARTH: &As for the other part of Part B,
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of course, there are other expenditures in Part B, a big one
being Part B drugs, although we don't approach that as an
update issue because the law isn't written that way. At
times 1n the past, we've spent a lot of time talking about
the payment methods for Part B drugs and how the level of
payment in the rate of growth might be slowed. In fact,
significant policy changes have been made in Part B drug
payment in recent years.

MR. BUTLER: Two polnts, or questions, I should
say. The first relates to a perception. You don't talk
much at all about payer mix for ASCs and there's a
perception and I know that there's data somewhere out there
that 1s related to this, that often they do not take
Medicald, reluctantly take Medicare, and obviously enjoy

private payers much more. So one question is, remind me

what data vou might have with respect to the range of

patients and is it reflective or not of the overall
population.

Second, on your recommendation on making the
updates contingent on supplying cost information, have you
practically thought about how that would be done? And could

it be done in a way that kind of makes sense, as good as the
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idea might be?

DR. MARK MILLER: The way 1t's happened in the
past, we have done some discussion about this. This 1is not
-- we don't have this all figured out. But there's been a
couple of efforts in the past in which surveys have been
done with ambulatory surgery centers. That could be a
starting polnt where you could begin to get that out and try
and get information back. They are probably not the level
of detail where you‘d like to be 1n terms of breaking things
down by the types of cost, but we feel that there's at least
a something there -- and I'm kind of looking at Ariel to
make sure I'm not completely talking about the wrong payment

area -- that something there that you could at least start

- with to get an instrument out and the information starting

to come back. But probably not the perfect thing.

DR. STUART: I have a clarifying question on slide
15. When we get to the discussion of recommendation two,
which 1s expressed in terms of a capacity utilization rate,
and my question 1s really what do we assume capacity 1s here
in terms of the number of operating hours? We have a mean
number of hours used per week for CT and MRI of 48 and 65.

Did the NORC survey ask the question of how many hours those
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units were open?

MR. WINTER: Yes they did. What we reported to
you last time was the percentage based on, so the number
down there for mean MRI providers would be the numerator.
The denominator was -- I forget the exact number, but the
resulting percentage was 90 percent, so maybe 1t was 70 or
75 with the hours they were open for business.

With CMS, there are two sort of parts to theilr
formula that we can look at. One 1s the standard hours a
practice 1is open for business, which they assume to be 50
based on AMA and MGMA data. . The other factor 1s what
percentage of the time 1is the equipment used that the
practice is open for business, and so they assume 50.

But the number that matters is the hours the
equlipment 1s used per week and per year. So what they get
is 25, half of 50 hours per week. So we're trylng to focus
on rather than the use percentage, what are the hours, or
what 1s the reasonable estimate of the hours per week the
equipment is used. That's why we're presenting hours at
this presentation, because last time we did the percentage.

DR. STUART: 1I agree, I think that‘s what we ought

to be doing, but the recommendation is 1in terms of percent
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and so there's kind of a disconnect between the facts here
and the recommendation.

MR. WINTER: An alternative would be increase the
estimate of number of hours per week used to 45, and that
would be the same mathematically as golng to 90 percent off
a 50-hour base. We could think about changing that.

DR. KANE: Two guestions. ©One is, since 1t 1is
apparently the practice expense way of doing equipment is
just to assume this 50 percent of a 50-hour week, why did we
just plck two large pieces of equipment and not all to apply
thls recommendation to?

MR. WINTER: We talked about last time expanding
it to things like nuclear medicine cameras or PET machines.
The reason we're focusing on MRI and CT here is because we
have done a survey on those providers and we're trylng to
focus more on an empirical basis for an estimate right now
than an efficiency expectation like we talked about last
time. So these are the data that we hawve done, that we have
been able to acquire. But on the AMA practice cost survey
that is in the field right now, it 1s asking about other
pleces of expensive equipment, not just these two. And sco

there may be information that comes out of that survey that
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would lead us to consider a similar recommendation for other
kinds of eguipment.

DR. KANE: I think we would want to be a little
more broad than just picking on two -~ anyway, the other
question 1s in trying to understand the access issues, have
we checked at all with the differential that MA plans pay,
say, primary care docs 1n the market and gotten a sense of
whether there 1s one, and if so, what that has meant 1n
terms of impact on avallability of doctors in those markets?

MS. BOCCUTI: You know, Carlos Zarabozo has been
thinking about thls and has some anecdotal information from
something that I read, but I'm not aware that we have a
systematic analysis on fees paid in this regard. As I_
understand it, with the MA payments, it's hard to dilscern
how much they're paying the physicians from that sort of box
of payments. So that makes 1t challenging, but we have
reports.

We trled a little bit 1n the access survey to
determine MA and fee-for-service, and 1t 1s very hard to
survey beneficlarles over the phone and have them know
whether they're in a MA plan, but 1t 1s just to, well, 1if I

knew an area had a certaln percentage, 1ls access different
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when you ¢get to aﬁ area with a high percent versus a low
percent and could we start thinking about maybe there's
differences in payment. It 1s very challenging to find out
that i1nformation, but 1it's a good guestion.

Is there anything you want to add Carlos? Okay.

MR. HACKBARTH: Any other initial questions?

We are at 12:05 and so we're five minutes behind
right now. What I would like to do is allot about 10
minutes more for this conversation. What I'd like to get
out of the next round is a better sense of where people are
on the three recommendations that are in this package. One
is for the physiclan update. Two 1s on the practice expense
RVUs for imaging. And third is on ASCs, and that actually
has two components with the update and the idea of requiring
cost reporting information.

and so what I'd like to do is have this round of
comments be focused on reservations that people have. If
you have reservations about one or more of those draft
recommendations, I would like to hear them and understand
them.

DR. CHERNEW: I do, and it's much easier when you

give us two or three recommendations and we can choose
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which, but my concern throughout is how this affects sort of
the access to primary care, and I have been skeptical in
this discussion that say changing or increasing the payment
rates would improve access one way or another. I think
there are other barriers, like capacity, and I.like to look
at other measures like hours worked.

So my concern that I had about the 1lmaging one was
I was curious to know, how much of the imaging 1is done -- in
the office-based imaging 1s done 1n primary care versus
specialists? If I knew the answer to that, it might
influence how I felt about that particular 1issue.

So I guess just to stay on the point that Glenn
asked, I'm skeptical of asking the ASC providers for costs
at this point because I think there are other indicators of
the health of the ASC industry that would transcend whatever
the cost numbers would show me, I guess 1s my general view.
But I do think --

DR. REISCHAUER: Such as?

DR. CHERNEW: They are growing at --

ME. HACKBARTH: The influx of capital into the

business.

DR. CHERNEW: Yes. People are getting huge
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amounts of stuff. So making them go through an
administrative exercise to f£ill out an elaborate set of cost
reports to show how well or not they are doing doesn't
strike me as where I would —- 1t 1s costly to do and I don't
think the answer, at least right now I would pretty much be
surprised —- if it showed —— a mentor of mine once said, I
don't think you're golng to find —— if you find what I think
you're going to find, I knew 1t anyway, and 1f you don't
find that, I'm nhot golng to believe it, and that's how I
feel about the cost —-

MR. HACKBARTH: Well, let me just ask you this.
The influx of capital into the field is a directional signal
that the payment rates may be relatively generous. It
doesn't help you much in terms of magnitude. How would you
think about the magnitude issue absent cost 1nformatlion?

DR. CHERNEW: Well, I guess the reason I said
there were the three ASC recommendations you had there, the
lower one was a zero update one and I would be comfortable
with that, and 1f you thought we needed to go lower than
that and wanted cost information to find that, I'm not sure

that would be worth 1t, but I don't think that's what you're

alluding to.
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DR. REISCHAUER: I don't want to take a second
position to anybody on the, do red flashing lights go off 1in
my head when I see very rapid increases in some service, and
particularly when it's provided by those 1in the for-profit
sector, but as Nancy and others have mentioned, many of
these services are provided 1in different venues and we
really don't know the answer to whether this 1s shifts out
of outpatieﬁt hospital or out of doctors' facllities. We
don't know about the relative safety 1in some of these areas.

and so I think we do need to begln collecting this
kind of information, the cost information,.especially
because we want to ask ourselves, you know, we know 1lt's
golng to take three or four years to get all of this stuff
going and are we going to need it three or four years from
now, and my answer would be yes.

MR. WINTER: O©On imaging payments, regarding Mike's
guestion about breakdown by specialty. So 1in terms of
imaging generally, and it's particularly true for advanced
imaging, most of the payments are going to freestanding
imaging centers, radiologlsts, and other specialties. A

minority goes to primary care. We can get you more detalled

in time for the next meeting.
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DR. CROSSON: I will speak to recommendation
number one, and I have a concern that I've raised I think in
the past, and it has to do with including productivity
growth expectation or reducing the update by the expectation
for productivity growth for physicians.

| Understanding that there 1s a glgantic subtext or
supertext to this entire discussion which is political and
has to do with SGR reform and other things that may take
place, I still have two 1lssues. Number one is the optics of
it, 1f you well, particularly agaln in comparison to the
recommendation that we've made for hospitals. I think 1f we
are golng to make this decision between physicians and
hospltals, we ought to at least have an explicit discussion
of why we think it's different.

The second concern I have, and I've expressed this
before, ls trying to understand what productivity growth
actually means when applled to physiclan practices. I have
a harder time —-- and this may be my failing -- I have a
harder time understanding that than I do, for example,
institutions. And my concern is, if we go to page six for a
moment, I think the thing that struck me here is the

increase 1in the "bilg problem™ in access in primary care
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compared with what appears to be —— and these are small
numbers I would assume —-- a decrease in the big problem in
access to speclalty care over the last few years.
Recognizing that we're only dealing with the
subset of individuals here who are looking for a new
physician, it strikes me that this is a laggilng indicator,
if anything, correct? And that jibes with what I see and
hear in actual life, which is that the expectation of the
crisis here in primary care access 1s gigantic. My concern
has to do with whether or not we really understand what
we're talking about when we're talking about increases in
productivity in the physicilan practices and whether there
is, in fact, a differential opportunity for productivity
increases depending upon what specialty you're talking

about.

And again, maybe this is that I don't understand
this very well, but it would just seem to me that
productivity increases are harder for an individual who's
working with nothing but hils or her hands and mind than it
is for someone who has a much more complex economic model

that they are operating in with multiple services and

diagnostic testing and things of that nature.
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And so the question 1ls are we, 1in fact,
exacerbating the problem here by using thils particular
slice, which 1s the productivity growth? BAnd is it possible
before we make this recommendation final to understand a
little bit more about what we mean by productivity growth as
it applies to physiclan practice?

MR. HACKBARTH: You've raised some important and
complex issues that we're not going to be able to resolve
today. Having said that, I think based on past discusslons
we've had, I think it's fair to say that the consensus 1is
that the productivity opportunities are not uniform across
physician practices, and in fact, some speclalties seem to
have greater abllity to increase their volume for a variety
of different reasons than primary care.

The policy question 1s where do you take that into
account? Do you 1Increase the size of the overall physician
payment pool based on the ability of the lowest group,
primary care physiclans, to increase their productivity? Or
do you say, what we ought to do is increase the overall pool
by a modest amount, but increase the relative payment for

primary care versus the high volume specialties?

I would be inclined to the latter, and 1in fact
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we've made a recommendation to do just that to the primary
care modifier. If you lncrease 1t across the board for
everybody, then the high volume people who are generating
all this stuff and making tons of money on Medicare are
goling to get the same increase. So that's the policy
questlion that I hear in your statement.

DR. MILSTEIN: With regard to recommendation one,
I support it as-stated. And addressing Jay's point, I
believe that same logic should apply to hospitals, as I
mentioned earlier for the reasons I mentioned earlier.

With respect to the overpayment due to the
underestimate on imaging hours used, but again for the same
logic as in the hospital discussion, I think it should be
returned to the Treasury and obviously benefit the
beneficliaries 1in the form of premium reduction.

And then I support the recommendation on ASCs that
is linking any update to provision of cost information,
although I believe we should increase the contingency so 1t
ls cost and guality information.

MR. EBELER: BAgain, supportive of one and two, I
think Nancy poses an lnteresting challenge in two about

whether we can make this specific recommendation but come up
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with some way of directing the Secretary to continue to do
this in other services. I thought that was a good point.
And three, I'm also supportive of the cost information. I
think quality is a good addition.

I would note is not necessarily to help us with
this particular update recommendation. Obviously, it won't
come in time for that. But I think over time, the
Commission has generally wanted data from those to whom we
maill money and it does provide helpful information to the
Congress and it keeps both the provider group as well as the
budget process honest in some ways, which I'd have to look
at this as but one component, not the only one, of a
financing problem.

_DR. BORMAN: Briefly, with regards to number one,
I, too, have some concerns about the productivity adjustment
propriety, perhaps for some different reasons from Jay, but
just leave 1t at that in the interest of time.

Secondly, with regards to number two and the
imaging recommendation, I would agree about the extension to
other services, but I think I'm comfortable with this as

written.

And then thirdly, with regards to the ASC updates,
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I think that the data that has been presented thus far
certainly make one lean to the expectation of a zero update.
I would maybe ask whether it's possible to have a negative
update, given the data. But since in fairness we consider
that 1n other sectors, and so I think we have to raise it in
fairness in this one.

And then I would like to point out, however,
because I have -- and maybe 1t's some sensitivity on my
part, I do sense a little bit perhaps more negativity about
ASCs than I think may be entirely justified in that there
are reasons for having an ASC that are not just a way for
physicians to generate alternative income. If I'm a surgeon
and I do a high volume of procedures that lend themselves to
ambulatory surgery, 1t is hugely more efficlent for me in
terms of controlling my time and in having staff responsive
to my needs to be part of an ASC, generally speaking,
because they are geared to be very short turnover, very
efficient, very user-friendly. The demands upon operating
endoscopy facilities in large hospitals are numerous and it
is virtuyally impossible for many of them to offer that same
level of scheduling, predictability, and service To users.

So please just know that there are some things behind
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utilizing an ASC for a falr chunk of your work that relate
to patient convenlence, predictabllity of scheduling, and so
forth, and I think that's an 1lmportant thing.

Relative to the cost reporting, agaln, I respect
Mike's point about needless imposition of work on people.
On the other hand, we do require information, as Jack has
pointed out, about people that we mail money to. And so in
fairness, there should be some expectation of data from
which to go forward, since this 1s an opening year of a
process.

MR. HACKBARTH: I would second what you sald about
the reasons for physicians wanting to use ASCs. 1 ran a
large group practice. The salaried physicians —-- this was
not a financlal matter whatsoever for them. But they really
welcomed the opportunity to do at least some of their
ambulatory cases in a freestanding facility as opposed to in
a hospital outpatient department.

DR. CASTELLANOS: As far as the updates go, I have
some very great concerns on this. As you know, we're trying
to get a primary care bonus and that's coming away from the

speclalist. That's golng to be 0.5 off that. So really, 1f

you look at what you are potentially recommending, you're




10

11

12

13

14

15

16

17

18

13

20

21

22

122

talking about a 1.1 percent update, but for non-primary care
you're going to have to take 0.5 off that again. So you're
really getting down to 0.6 percent update except for primary
care. I really have a significant concern, because 1t
doesn't even come close to our 1increase in our costs.

I have the same concerns Jay has about
productivity. Again, my concern on the first question was
basically the indicator we're using is access to care. And
again, I think there are cracks 1in the wall. I think
there's a crack in the wall with primary care. In the
material that was sent to the Commissioners, on page 16, the
Center for Studying Health System Changes, 1f you look at
that, when access to care -- you've got to look at trends,
and there's a trend here on every patient, whether 1t's
Medicare or not Medicare, for access to care. There 1s no
question that the minorities have had some problems with
access to care, even though they're supposed to have equal
access under law.

So I have a lot of concerns. I think we may be
able to do something by not taking a full productivity or no

productivity.

With respect to the practice expense, there's no
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guestion, we need to get reilmbursement closer to costs.
There's no question we need to do that. My concern on this
is two things. One, CMS came to the —-- I made this polint
last time. CMS came to the AMA about two years ago and
sald, we need a whgle study on practice expense. The AMA
went out to every specilalty soclety at a tremendous cost
both to CMS and to the AMA and to all speclalties. I
happened to fill out that, and it took me three hours, and
I'm supposed to know a little bit more of what I'm doing
than a lot ¢f the doctors.

The message here is we have a survey that will be
finished this year, and I can understand trying to get this,
but the NORC survey is only on six urban centers. It's not
a rural or countrywide survey. I'm not sure what the rush
is, but I guess that's one of the 1issues.

The other issue I really have on thls 1s that we
are focusing in on physiclan overutilization and increased
costs. I think all of you look at thils imaging study that
came out on Health Affairs, and they showed that 1in that
study that there was very little difference between
physician ownership and the HMO physiclan usage. In other

words, maybe there are other issues that we need to start
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looking af. Maybe we need to start looking at practice
patterns. We need to look at standards of care besides just
cost.

and the third issue on ASCs, I don't think we had
a long enough discussion. I would be very hesitant to be
able to make any declision on the few minutes of discussion
we had today.

DR. KANE: On recommendation two, I think we
should assume that it i1s possible to do a 90 percent across
most pleces of equipment and if not —- I mean, I'm not so
sure we had to walt to see what actual 1s for every plece of
equipment out there, and 1t's probably impossible anyway.
I'm not sure why we have to be sure that every single plece
of equipment 1s used at 90 percent. I think we should
assume it can be and that maybe you shouldn‘t buy it if you
can't Justify it at that level.

5o rather than walting for surveys and data, we
have shown that 1t can be done in 90 percent and I don't see
why we shouldn't just say that should be the standard rather
than 50. I don't know where the 50 came from, but I'm sure
it was a political compromise and maybe we should ;ust up

the compromise to 90 percent. So I'm happy to extend it now
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at 90 without waiting for a whole lot more data, because I
think we should be more normative than descriptive in these
kinds of standards.

And then for the ambulatory surgery, I don't think
we should make the submission of cost contingent on
anything. Either we want it or we don'‘t, and I think we do
want it for longer term purposes. I think we have a lot of
trouble already understanding the cost of physician
practice. This glves us a window into some practices that
actually have some shared overhead so they can actually
create a cost reporting system that would be relatively more
credible than the individual doctor's office. I think we
need more information about what practice expenses really
are 1n these different types of settings.

So I don't see why as to be contingent on a
positive update. I think we should be -- as one who try to
create a cost data, a cost reporting data set for physician
practices, that was a nightmare. I think 1it's great to take
an organization that actually has some administrative talent
there to try to get the cost data out of them and see how it
informs you not only on a ambulatory surgical centers but on

other costs that are changing for physician practice. So I
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don't see why it should be linked to any update. I would
just go ahead and say we should have it.

The update itself, I would say zero for the ASC,
given what's going on in the marketplace. Just as Mike
says, I don't need to know the cost data to say that, but I
think the cost data can be useful for other things.

MR. HACKBARTH: I have Peter and Bob and then we
need to go to the public comment period.

MR. BUTLER: Okay. With recommendation one, I can
support it. I think that I am highly sensitive to the
productivity issues. I think what's welghing on me is that
I do see volume increasesg and volumes ilhcentlvize still
under the system that 1s still a little bit making up for
the lack of a full update. So I'm kind of thinking, how do
you factor that in in some way? And I think in the bilgger
context, I think that the recommendation 1ls okay.

I do think with respect to George's and others'
points on access, not just minorities but poor and overall,
we just need to beef up the language in the chapter a little
bit more and say we're golng to redouble our efforts to kind
of monitor that and try to understand 1t.

With respect to two, I'm okay with it as it 1is.
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With respect to three, given the data I have
today, I would recommend a zero with not going after the
cost information because I do suspect it would be somewhat
of a burden. But I base that on the fact that we have, as
Mark pointed out, added in a lot of new procedures that can
now be done in ambulatory surgery centers. I would just as
soon see what happens in utilization with respect to that.

I'm open on, though, this third recommendation 1if
they have some data on the payer mix 1ssue that would, you
know, because I expect we're paylng tco low for Medicare.
If somebody was doing all Medicare, they're probably losing
their shirts. Yet in the absence of some of that data, I'm
inclined to support zero.

DR. REISCHAUER: With respect to recommendation
one and the productivity adjustment, I have sympathy for
what Jay says, but on the other side, I think some of this,
of his argument 1s related to the inefficient scale of much
of doctor services 1n onesles and twosles and threesies, and
I want to keep pressure on that sector to organize itself in
more efficient ways. And so I will go along with that
recommendation.

With respect to the second one, I'm basically
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where Nancy 1s in the sense that with respect to MRIs and
other advanced scanners for which we have data, I think we
should not be looking at what current behavior 1s, what the
average of the median is, but looking at_the top 10
percentile in terms of efficiency and saying what is
feasible, what 1s possible here, because what we're
reflecting 1s a supply of these machines that has responded
to probably an overpayment. And then we look at 1t and say,
well, we want to justify it. It's more than justified at
this point. But I would think particularly in urban areas
where there are lots of competing ones, sort of the last
thing we want to do is say that's the right amount to have.
There's a different probably problem probably in rural areas
and so you want to make sure there is access there.

With respect to the third recommendation, I guess
what I'd like to see 1s an analysls of the volume increase
procedure by procedure for all of Medicare and then that in
outpatient facilities, that in ASCs, that in doctors'
offices where we can see sort of what's happening. How much
of this is a shift one way or another? And untll you sort
of —— from one venue to another. And until we know that, I

guess I would stick with zero. And I'm for conditionality.
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MR. HACKBARTH: What about the other part of what
Nancy sald on imaging? She sald two things. One 1is go to a
normative standard. &And the second thing was don't Just do
it with MRI and CT. Do it for all of the —-

DR. REISCHARUER: I think 1t's a whole lot easier
task if you go to the normative by it because you don‘t have
to do this full sample. You can just look around at these
other things and say, who's the most efficlent 1in town?
Let's see what thelr practice is —--

MR. HACKBARTH: But you would extend 1t to —-

DR. REISCHAUER: -- and then we will apply 10
percent less than that to everybody.

MR. HACKBARTH: Okay. Thank you all. Good Jjob 1n
the presentations.

We will now have a brief public comment period.
The ground rules are these. Number one, please ldentify
yourself and your organization and limit your comments to no
more than two minutes. When this red light comes back on,
that means your two minutes are up and please wind up your
comments.

MR. FENIGER: Randy Fenliger for the American

Soclety for Gastrointestinal Endoscopy. I would like to




Ambulatory Surgery Centers

.—\‘I'OSI'I'I\-"E TREND IN HEALTH CARLE

Ambulatory surgery centers (ASCs) ave health care facilities which offer patients the opportunity to have selected surgical and procedural
services performed outside the hospital setting. Since their inception more than three decades ago, ASCs have demonstrated an exceprional
ability to improve quality and customer service while simultaneously reducing costs. At a time when most developments in healtl care
services and technology typically come with a higher price tag, ASCs stand out as an exception to the rule.

A PROGRESSIVE MODEL FOR SURGICAL SERVICES

As our nation struggles with how to improve a troubled health note is how many ASCs are jointly owned by local hospitals
care system, the experience of ASCs is a rare example of a that now increasingly recognize and embrace the value of the
successful transformation in health care delivery. ASC model. According to the most recent data available,
Thirty years ago, virtually all surgery was performed in hospitals. hospita]s:ave _:e]wnirsl:p ir}tt:lsrcit in 21% of all ASCs; 3%
Whits of weeks or months for an appointment were not uncommon, afe owned entirely Dy NOSpIES.

and parients typically spent several days in the hospital and SURGICAL TRENDS

= INPATIENT SURGERIES

several weeks our of work in recovery. In many countries,
— OUTPATIENT SURGERIES

surgery is still like this today, but not in the United States.

Physicians have led the development of ASCs. The first facility
was opened in 1970 by two physicians who saw an opportunity
to establish a high-quality, cost-effective alternaive to inpatient
hospital care for surgical services. Faced with frustrations like
scheduling delays, limited operating room availability, and

30,000

25,000
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15,000 °
challenges in obtaining new equipment due to hiospital budgets
and policies, physicians were looking for a better way - and 10,000 - -
developed it in ASCs.
5,000
Physicians continue to provide the impetus for the development ‘
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physicians gain the opportunity to have more direct control vEAR
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over their surgical practices.’ In the ASC setting, physicians

are able o schedule procedures more conveniently, assemble SURGICAL TRENDS

teams of specially-trained and highly skilled staff, ensure the — QUTPATIENT SURGERIES

. _ . . . — FREESTANDING OUTPATIENT SURGERY CENTER
equipment and supplies being used are best suited to their — PHYSICIAN OFFICE-BASED SETTING
technique, and design facilities railored to their specialties. 30,000

Simply stated, physicians are striving for, and have found in
ASCs, the professional autonomy over their work environment
and over the quality of care that has not been available ro them

25,000

in hospitals. These benefits explain why physicians who do not ‘§‘ 20,000
have ownership interest in ASCs {and therefore do not beneht ¥ 15000
finandially from performing procedures in an ASC) choose to g

work in ASCs in such high numbers. 10,000

5000 —

Given the history of their involvement with making ASCs a
reality, it is not surprising physicians continue ro have ownership
in virtually all (90%) ASCs. But whar is more interesting to
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ASC OWNERSHIP STRUCTURE

PHYSICIAN ONLY
61%

CORPORATE-PHYSICLAN
%

HOSPITAL-PHYSICIA
16%

CORPORATE-HOSPITAL
2%

CORPORATE ONLY
7%

HOSPITAL ONLY
I% 2004 ASC Salary and Benefm Survey, Frderared
Archulnecy Surgrry Anecitlan, 2004,

ASCS ALLOW PHYSICIANS TO WORK‘EFFI_C_:IE_NT_LY. o

A recent analysis examined the impact of the aging
population on the demand for surgical procedures and
attendant need for surgical subspecialists. This study
concluded that the aging population would be a major-
force in driving significant growth in the demand for

surgical services. The forecasted growth in work by the year ) -

2020 varied from 14 percent to 47 percent, depending on
specialty.? Meeting these surgical needs will be a challenge.
Solutions include increasing the number of surgical

res1dency posmons, increasing the workloads of surgeons in
the workforce, and im provmg the efficiency of surgeons.

Ut;hzmg semngs ‘thar allow physu:lans to practice efficiently
will help mmgate the impatt of the aging population on
the anticipated shortage in the surgery workforce. ASCs
offer physicians the ability to work more efficiently and are
" theréfore uniquely positioned to play an important role in
- managing the increased need for surgical services as it arises
. in the years'ahead.

FORECASTED DEMAND GROWTH IN THE
NUMBER OF PROCEDURES BY SPECIALTY
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ASCs ARE HIGHLY REGULATED TO ENSURE QUALITY AND SAFETY

Health care facilities in the United States are highly regulared an ambulatory patient who is discharged home immediately

by federal and state entities. ASCs are not excluded from this thereafter. In other words, ambulacory patients seen on
oversight. an ourpatient basis in an HOPD may utilize exacely the

same facilities used to provide services to patients who have
The safery and quality of care offered in ASCs is evaluated by been admitted to the hospital. Consequently, the inpatient
independent observers through three processes: srate licensure, standards for hospitals are applied to HOPDs.

Medicare certification and voluntary accredicacion.
On the other hand, ASCs provide services in facilities

Most states require ASCs to be licensed in order to operate. specifically designed to perform selected outpatient surgical
Each state determines the specific requirements ASCs must services. The different requirements developed by the federal
meer for licensure. Most state licensure programs require government appropriately reflect the fundamental differences
tigorous initial and ongoing inspection and reporting. in the hospital setting versus the ASC.?

All ASCs serving Medicare beneficiaries must be certified by ASCs consistently perform as well as, if not berter than,

the Medicare program. In order to be certified, an ASC must HOPDs when quality and safety is examined. A recent study’
comply with standards developed by the federal government included an examination of the rates of inpatient hospital

for the specific purpose of ensuring the safety of the parient admission and death in elderly patients following common
and the quality of the facility, physicians, staff, services outpatient surgical procedures in HOPDs and ASGs. Rates
and management of the ASC. The ASC must demonstrate of inpatient hospital admission and death were lower in
compliance with these Medicare standards inicially and freestanding ASCs as compared to HOPD:s. Even after

on an ongoing basis. controlling for factors associated with higher-risk patients,

ASCs had low adverse outcome rates.

In addicion o state and federal inspections, many ASCs choose
to go through voluntary accreditation by an independent
accrediting organization. Accrediting organizations for

ASCs include the Joint Commission on Accreditation of .
Healthcare Organizations (JCAHO), the Accreditation
Association for Ambulatory Health Care (AAAHQ), the
American Associarion for the Accreditation of Ambulatory
Surgery Facilities (AAAASF) and the American Osteopathic
Association {AQA). ASCs must meet specific standards
during on-site inspections by these organizations in order to
be accredited. All accrediting organizations require an ASC to
engage in external benchmarking, which allows the facility to
compare its performance to the performance of other ASCs.

RATE OF ADVERSE EVENTS: DEATH
W HOPD W ASC

RATE PER 100,000 PROCEDURES

DEATH, DATE OF PROCEDLUDTE DEATH, O-7 DAYR OEATH, &30 DaYT

In addition to requiring certification in order to participate e LA P L. Hithr Rt GF. oo i s nd st e e sy oty
in the Medicare program, federal regulations also limir the i mparsee of asient and sy charmerises snd locsion of cre. Ach S, 2004 Juns| 31)67-7%
scope of surgical procedures reimbursed in ASCs.* Generally, RATE OF ADVERSE EVENTS:

services are limited to elective procedures with short anesthesia ER VISIT OR INPATIENT ADMISSION

and operating times not requiring an overnighr stay. These N HOPD W ASC

limicarions do not apply to hospital ourparient departments

(HOPDs) ¢

The federal government views ASCs and HOPD: as distince
types of providers. As a result, the federal regulations governing
HOPDs and ASCs differ. Another reason for differing
regulations is thar, in a hospiral, the same operating room
may be used interchangeably to provide services to both
inpatients and outpatients. For example, a procedure room
in the HOPD may be used to perform a service for an
inpatient and then used to perform the same procedure for o

RATE PER 100,000 PROCEDURES

ER Eq INPATIENT ADMIT  INPATIENT ADMIT
D-7 DAYS 30 DAYS O=7 DAYS 8-I0 DaYS
Fletsher LA, Prnzrrak LR Herberr R, Andenion GF. Inpetiont hespitel sdmiuion and death after outpatient murgerp in ddedy
patients: lmpormenct of pathent and spstem chsrcterisdics and locarfon of care, Arch Sorg. 2004 Jan: 1 311:67-72.
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SPECIFIC FEDERAL REQUIREMENTS GOVERNING ASCs

In order to participate in the Medicare program, ASCs are
required to meet certain conditions set by the federal government
designed to ensure the facility is operated in a manner that
ensures the safery of patients and the quality of services. Some
of these requirements are highlighted in more detail below.

ASCs are required to maintain complete, comprehensive and
accurare medical records. The content of these records must
include a medical history and physical examination relevant
to the reason for the surgety and the type of anesthesia planned.
In addition, a physician must examine the patient immediately
before surgery to evaluate the risk of anesthesia and the procedure
to be performed. Prior to discharge each patient must be
evaluated by a physician for proper anesthesia recovery.

CMS requires ASCs to ensure patients do not acquire
infections during their care at these facilities. ASCs

must establish a program for identifying and preventing
infections, maintaining a sanitary environment, and
reporting outcomes to appropriate authorities. The program
must be one of acrive surveillance and include specific
procedures for prevention, early detection, control, and
investigation of infectious and communicable diseases in
accordance with the recommendations of the Centers for
Disease Control. In fact, ASCs have historically had very
low infection rates.”

A registered nurse trained in rthe use of emergency
equipment and in cardiopulmonary resusciration must

be available whenever a paticnt is in the ASC. To further
protect patient safety, ASCs are also required to have an
effective means of transferring paients to a hospital for
addirional care in the event an emergency occurs. Written
guidelines outlining arrangements for ambulance services
and transfer of medical information are mandatory. An ASC
must have a written transfer agreement with a local hospiral,
or all physicians performing surgery in the ASC must have
admirting privileges at the designated hospital. Although
these safeguards are in place, hospital admissions as a result
of complications following ambulatory surgery are rare.”"!

Continuous quality improvement is an impertant means
of assuring patients are receiving the best care possible.
ASCs are required ro implement and monitor policies
that ensure the facility provides quality health care in a
safe environment. An ASC, with the active participation
of the medical staff, is required to conduct an ongoing,
comprehensive assessment of the quality of care provided.

The excellent outcomes associated with ambulatory surgery
reflect the commitment that the ASC industry has made

to quality and safety. One of the many reasons that ASCs
continue to be so successful with patients, physicians and
insurers is their keen focus on ensuring the quality of the
scrvices provided.

Medicare Requirements for ASCs and Hospitals
Are The Same Where Services are Comparable

Required Standards ASC Hospital

Compliance with skate ficensure law [ £
- Govening body % 2%
* Surgical services % &
+ fvaluation of quality 5% %

Environment 4 I
" Medgical staff %} ]
* Nursing services % =
i Medical records i &
. Pharmaceutical services | lZ]
i Laboratory services 1} %]
k Radiologic services 1| %]

Source: 42 CFR 416, 42 CFR 482

L

THE ASC INDUSTRY IS COMMITTED
TO REPORTING QUALITY MEASURES

A fundamental change in the way the government assures
the quality of health care services is well underway. The
Department of Health and Human Services has launched
its Quality Initiative to assure quality health care through
accountability and public disclosure.

The ASC industry is excited to have the opportunity to make
its excellent outcomes more widely known to the public
through this initiative. Leaders from the ASC industry, along
with associations and related organizations with a focus on
health care quality and safety, have come together in a
collaborative effort to identify specific measures for

quality appropriate to ASCs. This group, the ASC Quality
Collaboration, strongly endorses the vision that measures of
quality which are appropriate to ASCs should be congruent
with measures utilized for other outpatient surgery settings.
The continued development of these measures will involve
a number of different stakeholders including ASC clinical

and administrative leaders, health policy researchers, CMS
and other key federal and state governmental agencies. The
group will also work with the National Quality Forum to
achieve consensus on the proposed qualiry measures.

PATIENT SATISFACTION

Patient sasisfaction is a hallmark of the ASC indusiry. This year,
mere than eighr million Americans will undergo surgery in an ASC.
Virtualiy all of those patients will retwrn home the same day and
will resume most normal activities within a maiter of days. Talk
10 these patienss and you will hear how overwhelmingly sarisfied
they are with their ASC experience. Recent surveys show average
parient satisfaction levels in ASCs exceeding 90 percent.” Safe and
high qualisy services, ease of scheduling, greater personal atention
and lower costs are among the main reasons cited for the growing
popularicy of ASCs as a place for having surgery.
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ASCs PROVIDE CARE AT SIGNIFICANT COST SAVINGS

Not only are ASCs focused on ensuring patients have the
best surgical experience possible, the care they provide is
also more affordable. One of the reasons ASCs have been
so successful is they offer valuable surgical and procedural
services ar 2 lower cost when compared to hospital charges
for the same services. Beginning in 2007, Medicare
payments to ASCs will be lower than or equal to Medicare
payments to HOPDs for comparable services for 100
percent of procedures.'?

In addition, patients typically pay less coinsurance for
procedures performed in the ASC than for comparable
procedures in the hospital setting. For example, a Medicare
beneficiary could pay as much as $496 in coinsurance for

a cataract exrraction procedure performed in a HOPD,
whereas that same beneficiary’s copayment in the ASC
would be only $195; a Medicare beneficiary could pay as
much as $186 in coinsurance for a colonoscopy performed
in a HOPD, whereas that same beneficiary’s copayment for
the same procedure performed in an ASC would be only

$89. By having surgery in the ASC the patient may save as
much as 61%, or more than $300, compared to their out-of-
pocket coinsurance for the same procedure in the hospiral.

Withouc the emergence of ASCs as an option for care, health
care expenditures would have been billions of dollars higher
over the past three decades. Studies have shown the Medicare
program would pay approximately $464 million more per
year if all procedures performed in an ASC were instead
furnished at a hospital.'> Private insurance companies tend
to save similarly, which means employers also incur lower
health care costs by ucilizing ASC services. Employers and
insurers, particularly managed care entities, are driving ASC
growth in many areas, because they recognize ASCs are able
to deliver consistent, high quality outcomes at a significant
savings. As the number of surgical procedures performed in
ASCs grows, the Medicare program may realize even greater
savings - and of course Medicare beneficiaries will realize
additional out-of-pocker savings as well."

MEDICARE COINSURANCE RATES ARE LOWER IN ASCs

B HOPD UNADJUSTED COINSURANCE
 ASC COINSURANCE
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MedPAC, Repor to the Congreat; Medicare Payment Policy, March 2004.

THE ASC INDUSTRY SUPPORTS DISCLOSURE OF PRICING INFORMATION

It is the general practice of ASCs to make pricing
information available to the patient in advance of surgery.
The industry is eager to make price transparency a reality,
not only for Medicare beneficiaries, but for all patients. To
offer maximum benefit to the consumer, these disclosures

should outline the total price of the planned surgical
procedure and the specific portion for which the patient
would be responsible. This will empower health care
consumers as they evaluate and compare costs for the same
service amongst various health care providers.
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ASCs IMPROVE PATIENT CHOICE, DEMAND FOR ASCS GROWS

Technological advancement has allowed a growing range
of procedures to be performed safely on an outpatient
basis. Faster acting and more effective anesthetics and less
invasive techniques, such as arthroscopy, have driven this
outpatient migration. Procedures that only a few years
ago required major incisions, long-acting anesthetics and
extended convalescence can now be performed through
closed techniques utilizing short-acting anesthetics, and with
minimal recovery time. As medical innovation continues
to advance, more and more procedures will be able to be
performed safely in the outpatient setting.

The number of ASCs continues to grow in response to
demand from the key participants in surgical care — patients,
physicians and insurers. This demand has been made
possible by technology, but has been driven by high levels of
patient satisfaction, efficient physician practice, high levels
of quality and the cost savings that have benefited all. The
number of Medicare certified ASCs has grown from 2786 in
1999 to 4506 in 2005, with an average annual growth rate
of 8.3%."

Further impetus to future ASC growth has been given
by MedPAC, which has recommended that the CMS list
of approved ASC procedures be expanded. This would

NUMBER OF MEDICARE-CERTIFIED ASCs

- ASCs
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MedPAC, Data Baok, June 2006,
allow a broader range of choice for patients and surgeons.
Specifically, MedPAC has recommended the procedures
approved for the ASC setting be revised so that ASCs
can receive payment for any surgical procedure, with the
exception of those surgeries requiring an overnight stay or
which pose a significant safety risk when furnished in an
ASC.8 Adoption of these recommendarions would allow
Medicare beneficiaries to access an extended range of surgical
services — a range of surgical services which is already
available to patients with private insurance."

ASCs WILL CONTINUE TO LEAD
INNOVATION IN OUTPATIENT
SURGICAL CARE

As leaders of the revolution in surgical care who led to the es-
tablishment of affordable and safe outpatient surgety, the ASC
industry has shown irself to be ahead of the curve in identifying
promising avenues for improving the delivery of health care.

With a solid track record of performance in stakeholder sads-
faction, safery, quality and cost management, the ASC industry
is already embracing the changes that will allow it to continue
to play a leading role in raising the standards of performance in
the delivery of outpatient surgical services.

As always, the ASC industry welcomes any opportunicy to
clarify the services it offers, the regulations and standards
governing irs operations, and the ways in which it ensures safe,
high~quality care for padents.

POLICY CONSIDERATIONS

Given the continued fiscal challenges posed by administering
health care programs, policy makers and regulators should
continue to focus on fostering innovative methods of health
care delivery that offer safe, high-quality care so progressive
changes in the nation’s health care system can be implemented.

Support should be reserved for those policies that promote
the utilization of sites of service providing more affordable
care while maintaining high quality and safety standards. In
light of the many benefits ASCs have brought to the nation’s
health care system, it will be important for future payment
and coverage policies to continue to strengthen access to and
utilization of ASCs.
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The Migration of Care to Non-hospital Settings:
Have Regulatory Structures Kept Pace with Changes in Care Delivery?

growing number of increasingly

complex procedures are moving
from the inpatient to the outparient
environment, and out of hospital
scitings into physicians’ offices and
free-standing ambulatory surgery or

diagnostic facilities. Many of these care
settings involve physician ownership and
self-refecral. This edition of Trend'Watch

explores the impact these trends have on

health care utilization and costs, qualicy
of carc and patient safecy, access o care,

AMERICAN HOSPITAL ASSOCIATION
JULY 2006

and the health care system overall. It
also addresses whether oversight of these
facilities to cnsure quality and safety has,
or has not, responded to the shift in care
from the hospital outparticnt department
(HOPD) to non-hospital sceings.

Services Provided Outside the Hospital Have Grown and Become More Complex

The number of surgerics, imaging studies
and diagnostic tests performed away
from HOPD:s is growing rapidiy. These
procedures and services are primarily
moving to ambulatory surgery centers
(ASCs) which provide oucpatient surgical
scrvices not requiring an overnighe stay,
independent diagnostic and testing facili-
ties, and physician offices. From 1997

to 2004, the volume of ASC procedures
provided ro Medicare beneficiaries rose
145 percent while the number of ASCs
climbed 67 percent — on average, 240
additional ASCs per year becween 1998
and 2004. The most common ASC pro-
cedures include those in ophdhalmology,
gastrocnterology and orthopedics.!

The number of procedures and tess
performed in physician offices also has
been increasing — particularly imaging
services. In 2004, physician offices
provided about 60 percent more imaging

American Hospital
Association

services than in 1996.% And since the carly
1980s, the share of ourpatient surgeries
performed in hospirals has fallen from
over 90 pereent to 45 percent, while the
share performed in ASCs and physician
offices has grown from less than 5 percent
to 38 and 17 percent, respectively?

Not only is the number of procedures
performed outside of HOPDs rising,

so too is their complexiry. When ASCs
first opened in the 1970s, procedures
were limited — simple breast biopsies,
cataract removals, etc. ASCs now handle
complex orthopedic, gastroenterological
and gynecological surgeries.*
Innovation in medical techniques
and technology, along with the prefer-
ences of multiple players in the health

Increasing numbers of surgical procedures are moving
from the inpatient to the outpatient setting.

Chart 1: Tnpatient vs. Outpatient Surgery Volume, 1981-2005
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care system, have driven the migration Outpatient surgery is quickly migrating to non-hospitai settings...
of care to non-hospital setrings. Less

invasive surgical techniques and advances Charr 2: Percent of Qutpatient Surgeries by Facility Type, 1981-2005

in anesthesia have made it possible for

more procedures to be performed in 100% Physician Offi
ysician Offices

outpatient settings where recovery time 5o%
is limited.
Physieians value the reliability of 60%

scheduling procedures in non-hospital

Freestanding Facilities

settings where operating room schedules 0%

arc not interrupted by emergency padent 20% Hospital-based
needs. In addition, many physicians Facilities

have ownership in ASCs which offers 0%

them added income along with a role in 8l 83 BS 87 89 81 93 95 97 99 Ol 03 05

managerial decision-making. And some
Source: Viesispan's Diagnostic Imaging Genter Pmfling Snlurion, 2004, 2005 values are escimates.

patients prefer the convenicnce and
aesthetics of non-hospital settings.

Vendors of medical equipment and ...while imaging is growing faster in office-based
technology have encouraged physician settings than in HOPDs.
investment as a part of their marketing

strategy. Companics such as General
Electric (GE) have increased their

Chart 3: Volume of Medicare Imaging Services Delivered, 1996-2004
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on the return on investment in imaging :aj
equipment, noting that physicians sce H 329 _ ol
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for physicians and dentists, helping to
ease purchase of in-office equipment.’ Source: Avalere Health analysis of Parc & Plysician/Supplier Procedure Summary Master Record.

Finally, payers — both private and

public — want to pay the least amount

5%

Lower copayments may make ASCs more
attractive to Medicare beneficiaries.

Chart 4: Medicare Required Procedure Coinsurance Rates for
ASCs and Hospital Outpatient Departments, 2006
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B Hospital Qutpatient Coinsurance

B ASC Coinsurance

Percentage of ouipatient
surgeries done in physicians'
offices or freestanding surgety

367

$89  $87 ¢,

centers, 2005 _ | . = e
Cataract Aftercataract  Colonoscopy Upper Epidural Cystoscopy
Removalllens  Laser Surgery Gastrointestinal Injaction
Insertion Endoscopy

Source; Pederal Reginer, Medicrre Pragivm: {pdatr of Ambuilatory Surgical Center List af Covererd Procedures; Interim Final
Rule, May 4. 2005, and Centers for Medivare & Medicaid Services, CMS-1501-FC, Changes ro Hosiral utpationt TS
Sfor Calendar Year 2000, Addendim B,




possible for each service and these
settings often, though not always, have
lower per-service rates.

The Centers for Medicare &
Medicaid Services (CMS) has long
allowed ASCs to serve Medicare patients,
hoping to save money on cach episode
of care. Since 1990, CMS has approved
more than 1,100 procedures for ASCs
and ser payment rates that in some cases

exceed the rates paid to hospitals. Due
to the different payment systems for
the HOPD and ASC, beneficiaries
often pay lower coinsurance at an ASC
than at an HOPD. Beneficiaries pay

20 percent of the Medicare payment for

care at an ASC, but Medicare requires
beneficiaries pay as much as 45 percent
of the tatal payment for care received
atan HOPD.

TRENDWATCH

However, the potential for increased
service use duc to supply-induced and/or
physician-induced demand — particularly
in self-referral situations — has some payers
concerned that the shift in care is driving
overall costs for outpatient services up,
not down.® In addition, as the procedures
performed in these settings have become
more complex, patient safety and qualicy
have come into question.

Rapidly Rising Utitization Raises Concerns

The Medicare Payment Advisory
Commission {MedPAC), the indepen-
dent federal body thar advises Congress
on issues affecting the Medicare pro-
gram, has expressed concern about rising
Moedicare utilization and costs for both
ASCs and outpaticnt imaging. Growth
in the volumc of services provided in
non-hospital setéings has outstripped
growth in scrvices performed in hospital
outpatient departments. From 2001 to
2004, the number of ambulatory surger-
ies delivered to Medicare beneficiaries
grew by only 5.7 percent annually for
HOPDs while increasing 15.4 percent
annually for ASCs.”

Medicare payments for services done
outside the hospital also have grown at
an extraordinary pace. Medicare expen-
ditures directed to ASCs nearly tripled
from 1995 to 2004 — from $849 million
to $2.5 billion. Additionally, payments
for physician office imaging more than
doubled between 1996 and 2004.”

The growth in Medicare spending for outpa;fient surgery
in ASCs has raised concerns about excess utilization...

Charr 5: Average Annual Percent Change in Medicare Qutpatient
Surgical Volume, ASC vs. Hospital, 2001-2004
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Source: The Maran Conpany znalysis of Part B Physician/Supplier Procedurc Summary Master Retord
and Hospital Qurpaticnt PPS Files.

...as the number of ASCs has increased rapidly.

Chart 6: Number of Medicare-approved ASCs, 1997-2004
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3887

Number of ASCs
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Source; MedPAC, A Daxa Book: Hralrlware Spending and the Medicare Proyram. June 2005,




TRENDWATCH: THE MIGRATION OF CARE TO NON-HOSPITAL SETTINGS

Capacity Growth Linked to Regulatory Policies

Differential regulation across care set-
tings at both the state and federal levels
has fostered the growth of procedures in
ASCs and physician offices.

The relaxation or outright climination
of certificate of need (CON}Y laws at the
state fcvel has allowed imaging and surgical
capacity growth, which in turn has helped
drive the migration of care out of hospicals.
CON laws require hospitals that wish to
add beds, services or capital equipment, or
entities seeking to build new facilities, to
demonstrare that doing so would address
an unmet health cre need. Today, 37
states have some CON oversight in place.’
But often those same restrictions are not
placed on other 2mbulatory setrings. In
New York, for example, hospitals and

0

licensed centers must reccive approval
under the state’s CON laws 1o purchasc
imaging equipment while physicians do
not face the same requirements when
purchasing equipment for their offices.”
ASCs are more prevalent in states having
minimal er no applicable CON rules.
The regulation of self-referral varies
across care setdngs, providing oppor-
tunitics for physician investment in ASCs
and office-based surgery and diagnostics
that are precluded in many other settings.
At the federal level, the Echics in Padent
Referrals Ace (physician self-referral
law) prohibits physicians from referring
Medicare patients for designated health
scrvices to entities with which they have
fnancial relationships. Designated health
services include clinical laberatory, radiol-
ogy, physical therapy, and inpatient and
outpatient hospiral services. ASCs, how-
ever, are not designated health services

K »
from the ficld

ASCs are more prevalent in states lacking CON requirements...

Chatt 7: Number of ASCs Relative to CON Laws Governing ASCs, by State, 2005

® FEquals 15 ASCs

CON Regulation By State

B No ASC CON
W ASC CON

Source; Federated Ambulatory Surgery Association (FASA), Medirare Cerrified ASCr 2005, available at www.fasa.nrg, and
Ametican Health Planning Association (AHPA), 2005 Relative Seape und Review Tinetholds: CON Regulated Services by S,
updated January 19, 2005,

...and 83 percent of ASCs are wholiy- or
partly-owned by physicians.

Chart 8: Ownership Structures of ASCs, 2004
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Source; American Association of Ambulatory Surgery Canters, ASC Qunersiip Survey, February 2004,
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“What concerns us most is whether doctors are keeping to the appropriate kinds of surgery,”
said Richard McGarvey, a spokesman for the Pennsylvania Health Department, “And whether
only the most appropriate people are being treated.”!?




under this law. To the extent that one of
the designated scrvices is provided in an
ASC owned by the referring physician,
the physician self-referral statute does not
prohibit the refertal as long as there is

no scparate payment for the designated
serviee (i.c., it is part of the bundled ASC
Medicare paymenr). In addition, there
are a variety of cxceptions under the

physician self-referral law which allow
self-referral for services offered in a physi-
cian’s office or group pracdice. Exceptions
also permit sclf-referral in rural areas and
in the “whole hospital” setting.
As of February 2004, physicians

had ownership interests in 83 percent
of ASCs, and they owned 43 percent
outright.'? The number of physicians

Self-referral has been linked to increased

utilization of diagnostic services..

Charr 9: Number of Imaging Services Ordered per
Physician-owner vs. Non-owner, 1990
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graphy
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Medicine
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# Physician-owners
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X-ray

Source: Unized States Government Accounuability Office, Aedinere Refersls to Physician Qwned Iraaging Farilivies

Warrams §{CFA} Seruriny, GAQOIHEHS-85.2. Qcrober 1994,

...and financial incentives influence where
physician-owners direct and treat patients.

Chart 10: Orthopedic Surgeries Performed by Physician-owners at a
Full-service Hospital System Before and After ASC Opening,

Ocrober 1995 - September 1998
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Source: Lynk W and Longley CS. {2002), “The Efect of Thysician-owned Surgicenters on

Hespital Qurpatient Surgery,” Health Affairs 21: 718.
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offering in-office diagnostic and surgieal
services is rising.

Past research reveals that physictan
self-referral contributes to higher usage
and total overall costs. One study found
that physicians who performed imaging
services in their own offices were 1.7 0
7.7 times more likely to utilize imaging
than physicians who referred patients
to radiologists. Average imaging charges
per episode of care werc 1.6 to 6.2 times
greater for the self-referring physicians.™

Financial incentives also influence
where physicians direct refereals. Two
case studies in which ASCs entered
markets to compete with communiry
hospitals found thar physician inves-
tors moved their patient caseloads from
HOPD:s to the new ASCs but non-
owners did not. In both instances, the
number of surgeries that physician inves-
tors performed at the hospital dropped
drastically ~ by 50 to 75 percent.'?

More recent research has found
increased utilization rates for inpatient
cardiac surgery associated with the
opening of physician-owned cardiac
hospitals, bur limited dara exist on
self-referral in the ASC setting.'® Only
a handful of states collect dara on
procedures performed in ASCs and/or
require financial disclosure of physician
ownership interests.

3%

Percentage of ASCs
owned at least in part by
physicians, 2004




TRENDWATCH: THE MIGRATION QF CARE TO NON-HOSPITAL SETTINGS

States Consider Legislative and Regulatory Action on CON and Self-referral

Some state legislatures and regulatory
agencies have taken action in response
to what is believed to be supplier and/or
physician-induced demand.

In Pennsylvania, a state with no
CON requirements for ASCs, 48 new
ASCs opened between July 2003 and
May 2004, and patient visits duting
that petiod jumped 83 percent, from
279,000 to more than 510,000." As
a result, Pennsylvania is consideting
reinstating CON laws.

More states have considered reinstat-
ing or enhancing CON laws and others,
such as Indiana and Texas, have tried to
pass laws to restrict or prohibit physician
referral of patiencs to facilities in which
they have ownership or investment inter-
csts. At least two states also proposed
laws to require disclosure ro patients of
physicians’ financial interests in entities
to which they refer patients.

Recent state measures aim to curb supply-induced and
physician-induced demand and growth in ASCs.

Chare 11: Proposed State Legislative Efforts to Restrict Growth of ASCs

Massachusetts Massachusetts legisiators are debating HB 2711 which would ban physicians
and physician groups from referring patients to non-hospital-based facilities
in which they have an investment or ownership interest for MR studies, PET
scans, o finear accelerator treatment.

Indiana

Legisiation effective July 1, 2005, requires that physicians make written

disclosure to patients of their investments in heaith care entities, including
diagnostic and surgical services, before referring a patient to that entity.
The individual must be informed that he/she can request another referral.
This notice must be signed by the patient except in emergencies.

Pennsylvania

Legislation i5 expected to be introduced in the senate that would prohibit

virtually all physician seff-referrals.

Texas

Several bills were introduced in 2005, but not passed, that would have

limited physician self-referral 1o ASCs. HB 3281 would have prohibited
physician referral for designated health care services, including ASC and imag-
ing services to facilities in which the provider has an interest. HB 3316 would
have required limited-service hospitals, ASCs, and imaging centers to disclose
the names of physicians with ownership interests via signs, natifications to
patients prior to receipt of services, advertising, and other simitar materials.

Source: FASA, Sure Update, July/Augusc 2005, ard Choudhry, §, Choudhry; NK, and Brennan TA, *Specialey Versus
Community Hospitals: Whas Relc for the Lawd™ Healeh Affzirs, August 9. 2005, Weh Exclusive.

Quality and Patient Safety Standards Have Not Kept Up with Shift in Care

Hospitals and HOPDs are subject to
more quality and safety regulation than
are ASCs or physician offices. Though
comparable surgical procedures may be
performed in an HOPD, ASC or physi-
cian office, Medicare standards are less
stringent for ASCs than for HOPDs, and
are non-existent for office-based surgery.
State licensing requirements vary in the
degree to which they fill chese gaps.

‘The majority of ASCs also seck
private accreditation. However, an

estimated 500 ASCs are not accredited.

K »n

fram the field

The standards for accredieation by these
private organizations also vary in the
degree to which they address gaps in the
Medicare standatds for ASCs as com-
pared to hospitals. Three accrediting
bodies share most of the ASC segment: che
American Association for Accreditadon
of Ambulatory Surgery Facilities
(AAAASF) accredits approximately 2,000
ASCs; the Accreditation Association for
Ambulatory Health Care (AAAHC)
accredits more than 1,000 ASGs; and
the Joint Commission on Accredirarion

of Healthcare Organizations (JCAHO)
accredits more than 500 ASCs."

State licensure is required for hospitals
everywhere and, in 43 states, for ASCs.
Few stares require licensure of physician
offices, just of physicians themselves - and
that licensure is not procedure-specific. In
states that regulatc office surgery, safety
and personnel standards are highly vaa-
ablc. In the area of imaging, HOPDs are
held to hospital-level Medicare standards
for padent and staff safecy, equipment
maintenance and staff qualifications. With

“if you run into complications, you don't have a diverse group of doctors right there for backup,”
said James Lyons, M.D., a plastic surgeon in Connecticut and member of a panet for the
Connecticut State Medical Society to define standards in free-standing ASCs. !
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Medicare's standards for ASCs and physicians’ offices fal! short of those required for hospitals...
Chart 12: Medicare Standards for Hospirals, ASCs and Physician Ofhces

Hospital Standard* ASC Standarg** Physician Office!

Must have an infection control officer who develops Mo standard No standard
and implemenis policies governing infections and
communicable disease

Hospital must develap a system for identifying, BMust establish a program for identifying and No standard
reporting, investigating, and controliing infections and preventing infections, maintaining a sanitary
communicable diseases of patienis and personnel environment, and reporting results to the

appropriale authorities

Hospital CED, medical staff, and director of nursing No standard No standard
' must ensure that there is a hospital-wide quality
assurance and raining program

Operating room must be supervised by an experienced Mo standard No standard
nurse or physician

There must be a complete history and physical workup No standard No standard
in the chart of every patient prior to surgery, except in
emergencies
| An individual qualified to administer anesthesia must per- A physician must examine the patient imme- No standard
! form a pre-anesthesia evaluation within 48 hours prior to diately before surgery to evaluate the risk of
surgecy, and provide an intra-operative anesthesia record anesthesia and the procedure to be performed
A hospital must inform each patient or, when appropriale, No standard No standard

the patient’s representative, of the patient's rights in
advance of furnishing care

* 42 CFR §82.42, 482,51, 482,52, 482,13 " 42 CFR 4§6.44, 416.65 " No Federal srandards govern surgery performed in physician offices.

...while states’ licensing requirements vary in filling in the gaps...
Chart 13: Federal and State Requirements for Hospitals and ASCs

State Requirement of ASC {Selected States)

Medicare Requirement of Hospital But Not ASC AZ co FL IL MD M! PA RI 5C T
OR supervised by experienced nurse or physician 4
Roster of practifioners specifying surgical
privileges of each v v v v
Complete history and physical workup in patient's
chart pre-surgery, except emergencies v / / v ’ v / v v v
Designated infection control officer develops,
implements policies / ’ ’ 7
Facility-wide quality assurance and training program 7 s v s 7 4 v 4 v

Source: 42 CFR 482,42, 482.51, 482,52, 482.13, 42 CFR £16.44, 416.65; Avalere Health analysis of state regulation and administrative code,
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...as do accreditation requirements.

Chart 14: Accreditation Requirements for ASCs

ASC Accreditation Requirements of Accrediting Organizations*

Medicare Requirement of
Hospital But Not ASC

AAAASF
{# ASCs ~2,000}

AAAHC
(# ASCs ~1,000+)

JCAHO
(# ASCs ~500+)

OR supervised by experienced
nurse or physician

Recommended supervision by
anesthesiologist, physician, or dentist

v

Na requirement

Roster of practitioners specifying
surgical privileges of each

No requirement

Mo requirement

Mo requirement

Camplete history and physical

Only required for patients

workup in patient's chart undergoing major surgery or /s v
pre-surgery, except emergencies minor surgery with risk factors
Designated infection control officer No requirement 7 y
develops, implements policics
Facility-wide quality assurance Y, 7 v
and iraining program

Source: Avalere Health analysis of accrediution standards for smbulacory cre. ASC accrediiation numbers from phone conversations with repre ives of each arganization; Aprit 2006.

* Note; American Qseapathic Association (AQA} also accredits ASCs; currendy fewer than 10 ASCs are aecreditat by AQA.

the exception of mammography, there are
no federal standards governing physician
office imaging services. In response to
concerns about safety and technical qual-
iy, some private insurers have insticuted
their own inspections of freestanding
outparient imaging facilicies.”

MedPAC has recognized this varia-
tion in oversight and recommended
implementing quality standards for
physicians who receive payment for
performing and interpreting imaging
studies. MedPAC notes that this policy
recommendation is justified by the rapid
growth in usc of imaging studies, the
migration of imaging from the HOPD
to the physician office and freescanding
centers, and cvidence of variation in the
quality of physician interpretations.™
Further, MedPAC also recommends
sttengthening rules cha restrice physi-
cian investment in imaging centers to
which they refer patients.

AU.S. Department of Health and
Human Services Office of the Tnspector

General (OIG) study on quality oversight
of ASCs found that states” ability to over-
sez ASCs on behalf of Medicare is eroding
because of the growth in ASCs and srates’
limited resources, Of state-surveyed ASCs,
one-third (872) had not undergonc a
recertification survey in over five years.

The OIG also found that CMS gives little
oversight to ASC surveys and accredita-
tion, and CMS does not make findings
readily available to the public as it docs for
hospirtals and other types of providers.”
Despite the lack of oversight, recent
proposals by McdPAC and in Congress

Few states regulate surgeries performed in physician offices...

Chart 15: Number of States Regulating Hospitals, ASCs, and Physician Offices

Number of States

51
I 43

Hospital Regulation

ASC Regulation

Physician Oflice Physician Office
Regulalion Voluntary Guidefines

Sonrces: Accreditation Asseciation for Ambulatory Healdh Care, Ambnlarary Regularions, Franke, FE, “Stacc Laws and
Regulations for Office-based Surgery:” FASA, “The Regulzrion of Ambulatery Surgery Centers;” Hochsuadr, A,
“Herw Stares Reputare Office Surpery = A Primen” and Avalere Healch analysis of smare regulations.
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would eliminate the current approach

...and for those that do, regulation is variable.
of approving ASC procedures on a

Chart 16: Comparison of State Regularions of Physician Office-based Surgery procedure-by-procedure basis and replace
it with a list of excluded procedures.®
CA FL NI RI T Without an explicit process to determine
Recorting of ad i p P P what is safe, a list of excluded procedures
ing of adverse evenis -
eporting o acver is likely to be based on where problems
Training and qualification of surgeon, ; / occur. This change could put patients at
nurse and other personngl risk of undergoing procedures in ASCs
. P P P before those procedures are decmed safc
Persannel requirements ' ' speciﬁ mlly for ASCs.
Quaiily assessmentimprovement syslems 7 s
Restrictions on procedures performed 4
Emergency protocals s /7 v | /
Infection control practices Vs
Equipment requirements s v e

Record keepin P P edicale-certified ASCs
cear ping not undergaing recertification
suivey in gver five years

Sourery: Franko, FR “Suare Lava and Regulations for Office-based Surgery;” Hochstado, A, “How Srares Regulare Odfice Surgery ~
A Primess* Surcon, JH, “Office-based Surgery Regulation: Improving Patiens Safery and Quality Care;” and Avalere Healih analysis
of stare regulations.

The Migration of Care May Weaken the Overall Delivery System

Patients and payers like aspects of N ; :
ASC and physician office care, but the ASCs treat a less complex mix of Medicare patients...

migration out of HOPDs may hurt the Chart 17: Average Risk Score for Medicare Patients in HOPDs vs. ASCs, 1999
health care system as a whole. Physician

ownership of ASCs and in-office imag- WHOPD W ASCs 150

ing equipment not only sets up financial
incentives for physicians to increase
utilization but also encourages the
steering of patients by acuiry and payer,
directing the more complex, costly and
less well-insured paticnts to hospitals.

A study of procedures wich the highest
share of Medicare payments to ASCs
found that patients treated in ASCs

had lower average risk scores than those

treated in HOPDs. % Findings from an Cataract Other Eye  Colonoseopy  Other Upper Ambulatory  Cystoscopy
: . . Removalilens Procedures Ambuialory Gastrointestinal  Procedures -
mdustry survey of ASCs illustrate their Insertion Procedures Endascopy  Musculoskeletal

small share of Medicaid and chariry

care paticnts.” Source: Wincer. A, (2003}, *Comparing the Mix of Patienzs in Various Outpatient Susgery Settings.” Health Affoirs, 22; 68-75.

Average Risk Score




TRENDWATCH: THE MIGRATIGN QF CARE TO NON-HOSPITAL SETTINGS

The loss of elective cases for healthier
insured patients creates a financial chal-
lenge for full-service hospitals. Full-ser-
vice hospitals need adequate volumes
of patients to support a wide range of
services and technologies for all patients
— inpatient and outpatient, clective and
emergency. They also depend on well-
paid services and patients to subsidize
care for low-income patients, 24-hour
access to care, disaster readiness, and
high-intensity standby resources such as
trauma centers and burn units.

Many hospicals also are facing
declining physician engagement as the
migration of care out of the hospital
setting has made physicians less depen-
dent on hospitals as a practice sice.

This trend is weakening the abilicy

of full-service hospirals to maintain
access to care for their communities.
Hospitals struggle to hang onto special-
ists to provide on-call support, sraff
clinics and teach medical students.

In a recent survey by the American
College of Emergency Physicians,

51 pereent of emergency department
(ED) direcrors reported deficiencies in
on-call coverage because specialists left
their hospital to practice elsewhere.? The
top five specialties cited were orthopedics;
plastic surgery; ncurosurgery; ear, nose,
and throat; and hand surgery. More than
one-third of hospitals report paying for
coverage in some specialcy areas.”

Tronically, ASCs rely on but generally
don't support the emergency standby
capabilitics of hospirals. ASCs do not
typically maincain the complement of
resources to respond to the full range of
complications that can occur during a
procedure or post-discharge. When their

patients become unstable and require

K »
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...and ASCs treat a smaller portion of low-income patients.

Chart 18: Percent of ASC Patients by Payer

tn contrast, Medicaid is 14.6%
of hospitals’ revenue

30.97%
WMedicare

5.8% ‘Workers' Compensation
3.0% Self-pay

A N 2.5% Qther Federal Payers
. 3.5% Medicaid Low-income
0.3% Charity care Patients

Source: Medical Group Management Association (MGMA), Ambulatery Surgery Cenzer Performance Sureoy
2003 Repors. and AHA Annaal Suevey.

More than one-third of hospitals now pay for on-call
coverage in some specialty areas.

Chare 19: Percent of Hospirals Paying for Specialey On-call
Emergency Department Coverage, 2006

29%
Pay for Coverage in
Some Specialty Areas

5%
Pay for Coverage in
Most Specially Areas

4%
Pay for Caverage in
All Speclalty Areas

62%
MNever Pay for
Specialty Coverage

Sourcr: American Hospital Asodstion. The Srate af Amerivat Hapitely: Taking che Pube, 2006.

“There are two community hospitals in my district, and one is really struggling,” said Massachu-
setts State Rep. Paul Kujawski, author of HB 2711, which would restrict physician self-referral
for imaging. “Hospitals rely on the ability to perform diagnostic services for their community. "8
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emergency care they send them to a
hospital for stabilization. Hospitals have Post-Surgical Recovery Care Centers
obligations under EMTALA 10 screen
and stabilize padents presenting to their
EDs. That means that they must provide
back-up services to ASCs whose patients

Post-Surgical Recovery Care Centers (PSRCCs) provide medical and nursing
services for patients requiring short-term supervision following surgery. These
facilities predominantly serve individuals who have received care in an ASC.
A survey found PSRCCs in 34 states.” Many states limit PSRCC stays to less
than 24 hours, though more than one-third of states permit patients to stay
longer. The maximum length of stay is typically 72 hours, or threc days.* The
patients served by a combination of ASCs and PSRCCs ~ especially PSRCCs
allowed to keep patients up to three days — may look increasingly like hospital
inpatients whose average length of stay is not much longer. If PSRCC:s are, in
essence, providing hospital-type inpatient care, should they also meet hospi-
tal-level standards for inpatient care?

As more complex procedures are performed in ASCs, there is growing
demand for the longer duration of post-operative care delivered by PSRCCs.
Some paticnts may prefer the amenidies of PSRCCs but hospital post-opera-
tivc units are more likely to be better equipped to handle complications from

develop complicadions, even though
ASCs have no obligation to support the
hospitals’ emergency capacity. Further,
under EMTALA a hospital must follow
a rigorous protocol when transferring
an unstabilized patient from the ED 10
another hospiral for services that they
can't provide, but ASCs are not required
to follow any similar cransfer protocols to
protect their patients’ safety when trans-
ferring them to a hospital. ASC. paticnts

suffering from complications can appear .
surgical procedures.

Many private payers cover treatment in PSRCCs; Medicare does not.
MedPAC found insufficient evidence that Medicare coverage of PSRCC
services would reduce the cost or elevate the quality of surgical care.*

in a hospital ED with no warning cali,
no medical history, no operative report,
no information on the ancsthesia used,

and often no ability to reach the ASC’s

surgeon for consultation,

POLICY QUESTIONS

* In what ways, and to what degree, does « What changes are required — in federal * Should the provisions of the federal

the migration of care to non-hospital or state starute, in regulation or policy, laws that allow physicians to profit
settings affect patient safety, quality of and in accreditation protocols — to from self-referral in non-hospital
carc and paticnt outcomes? ensure comparable patient safeguards facilitics be revisited, given new data

« Is the public aware of differences in across all sc}tﬂngs of care for like shov»:ir‘lg higher ﬁfquency of use by
certification and quality standards across procedures physician-owners!
settings of care including hospitals, * What is the cost to the health care » In what ways should payment policy be
ASCs and physician offices? system as a whole of the migradon of realigned to appropriately recognize the

services out of the hospital secting? varying roles of each of thesc settings

* {5 the public aware of the risk associatcd

with frequent radiological imaging or of = How has the shift in care ouc of of care and the resources required to

provide care, particularly taking into

the standard safety procedures for which hospitals affected access to care for all Lt oatient risk factors?
they should watch? patients and the health care safety ne dccount pa :
for patients of limited means? » How might statc and federal regulation

= Should ASCs be required to disclose
the limitations of their service

of the creation and operation of health
. C ' carc facilities help to level the playing

capabilitics 1o parients field for hospirals and non-hospital

providers of ambulatory scrvices?
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