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RAC 

HDI Medicare Recovery Audit Contractor Provider Outreach Meeting Summary- May 4, 2009, San Francisco  

RAC Automated Review Process 

 
Å RACs use many of the same policies as do the FI/Carriers & MACs: NCD, LCD, and CMS manuals 
Å Automated Reviews automatically deduct payments from Remittance Advices (RAs) with remark code N432: “Adjustment 
Based on Recovery Audit” 

Å Unlike complex claim reviews, medical record not required - focus is on billing & coding errors from the data mining software 
Å No notice will be given for automated reviews and payment recoveries – so watch your RAs 
Å Unlike complex claim reviews, CMS does not limit the number of automated reviews that a RAC can perform 
Å Automated reviews are now in process or will be within 30 days following RAC Provider Outreach Information meeting being 

held in your state 
 

RAC Complex Review Process 

Å Limit to Medicare RAC look-back is three years, beginning with claims paid on or after October 1, 2007  
Å Maximum patient medical records that can be requested per 45-day period (applies to “complex” reviews only): 

1. Hospital/SNF/IRF/Hospice – 10% of monthly average claims filed up to 200 total maximum 
2. Other Part A (Outpatient Hospital/Home Health) – 1% of monthly average services billed up to 200 total maximum 
3. Physicians – varies from maximum of 10 records for solo practitioners to 50 for large (16+ physicians) groups 
4. Other Part B (Lab/DME/etc) – 1% of monthly average services billed 

Å RAC will accept paper, scanned or electronic medical records on CD/DVD and must pay copying costs per CMS guidelines 
Å If RAC loses at any level of appeal, the RAC must return their contingency fee to CMS 
Å RAC validation contractor will provide annual accuracy score (except for first base year of the permanent program). 
Å RAC must use a CMS-approved Quality Management program to evaluate medical necessity claims: McKesson, InterQual, 

Milliman, etc. (guidelines used only for clinical review criteria applied to support claim payment or denial decision) 
Å RAC may not request and review records for claims that are currently or have previously been audited by another 

government agency, or contractor (CMS, MAC, OIG, DOJ, etc.), or if provider internally audited same claim which resulted in 
a repayment to Medicare 

Å RAC  communication with other RACs on continuing basis to identify trends in claims payment error rates 

Provider Options on RAC Claims Reviews 
 

 If provider agrees with RAC findings: 
Å Allow recoupment on day 41 of recoupment notice date  and do not appeal 
Å Pay on or before day 30 of recoupment notice date  to avoid additional interest penalty 
Å Request or apply for a repayment plan (interest will accrue and be added to repayment amount) 

  
 If provider disagrees with RAC findings: 
Å Submit rebuttal directly to RAC within 15 days of initial determination; if RAC refuses to reverse determination, then 
Å Allow recoupment on day 41 and file appeal directly to your FI/Carrier/MAC by day 120 of recoupment notice date, or 
Å Pay by check before day 30 and file appeal by day 120 of recoupment notice date, or 
Å Stop recoupment by filing an appeal prior to day 31 of recoupment notice date, or 
Å Request or apply for an extended repayment plan (accrued interest will be added to repayment amount, but will be credited 

back to provider if RAC determination is overturned)

Recommendations 
 
Å Send in Point of Contact (POC) information to CMS, FI/Carrier/MAC & RAC 
Å Don’t bill until medical chart is complete 
Å Medical Record has to clearly document when services are provided and evidence must support billing 
Å Send all correspondence and record copies via certified mail or other means that can be tracked and receipt of delivery 

confirmation is obtained 
Å Set up RAC claims review tracking procedures 
Å For more RAC  for Region D info go to: www.healthdatainsights.com  

 

http://www.healthdatainsights.com/


Also see FCAW Fraud audit presentation overview available at: http://www.fcawreimbursement.com/links.html ǘƛǘƭŜŘ άHDI 

sections RAC/Fraud Audit presentation”. 

MEDICAL NECESSITY COMPLEX REVIEWS NOT TO BEGIN UNTIL 2010 
 
RACs were set to begin select Complex Reviews involving coding and DRG validation by fall of 2009, although due to the challenges of 
Complex Reviews, RACs will not be handling medical necessity claims until 2010. CMS does not cap the number of Automated 
Reviews a RAC can perform, and unlike Complex reviews there is no limit to the number of records a RAC can request, whereas in the 
Complex Reviews the RAC can only request a select number of records every 45 days. 
 
CMS warrants the delay due to concerns about the RAC accurately identifying medical necessity claims, as seen in the demonstration 
project: 32% of claims were denied for medical necessity, however CMS discovered a 40% error rate from the California recovery 
audit contractor involving this type of claim. 80-90% of the medical necessity denials are due to poor or lack of physician 
documentation supporting services provided. 
  

RACS MAY EXTRAPOLATE OVERPAYMENT FINDINGS 

CMS states that Recovery Audit Contractors will be paid full contingency fees on overpayments identified through extrapolation. 

Concerns are that the RAC will be encouraged to extrapolate payment errors from small samples of large claim pools, and the 

recoupments from small or modest size audits not only could be significant, but also exaggerate overpayment errors that may 

actually exist. 

Several large hospital chains have objected to such RAC extrapolation methodologies and successfully appealed the suspension of the 

resulting unfair payment recovery practices citing that the RAC’s application of sampling and extrapolation methods was far more 

onerous than CMS’ methods. 

A RACΩǎ MESSAGE TO PROVIDERS: 

A recent warning issued by Connolly Consulting Associates, the RAC for Region C:  DON’T RESPOND TO A RECORD REQUEST BY 

SENDING A BOX OF BLANK PAPER IN A DUNKIN’ DONUTS BOX! It is probably not a good idea to emulate the hospital that sent its 

medical records to their RAC in this manner.  A more secure method is advisable, preferably in a tamper-proof package that has a 

tracking number according to a Connolly representative (not to mention the HIPAA compliance requirements that should be 

considered).  “We once received records in a Dunkin’ donut box all taped up, and we also received medical records in a box of Staples 

paper, which was ok but the provider shipped the entire box of Staples papers too.”  Talk about claim payment denied due to lack of 

medical documentation!   

Connolly also advises providers to review their RAC point of contact forms, emphasizing the importance of completing these forms 

promptly and accurately.  “If we don’t get a completed form, we will rely on the address provided by the FI or MAC, and a lot of times 

these addresses are just P.O.  boxes.  Our concern is *that the RAC letters+ may not get to the right person.” 

TOP TEN LESSONS LEARNED FROM RAC DEMONSTRATION HOSPITALS 

1. Diligently track and monitor all correspondence to and from the RAC. Send everything via certified mail with a return receipt, 
and make sure you are educating your entire facility, not just the mailroom, on what the RAC documents will look like so 
that correspondence will get to the right person or department. 

2. Track appeals and prioritize according to due date. 
3. Have a strong physician advisor program, not just having the concept on paper, but an available and active physician 

participant reviewing and interceding when appropriate -- is critical for surviving RACs. 
4. Regularly assess the effectiveness of your concurrent Medicare admission review processes. Establish a strong utilization 

review plan that follows Medicare’s Conditions of Participation. 
5. Remember that RAC contractors are authorized to refer cases for investigation to the OIG when fraud or abuse is suspected  
6. Take advantage of the 15-day RAC initial determination rebuttal period prior to initiating the actual appeals process 

(provides additional time to prepare your appeal). 
7. Follow up voice mail messages with official letters if you don’t receive a phone call back within the allotted time (and make 

sure to document date/time and nature of all communications made between your facility and the RAC). 

http://www.fcawreimbursement.com/links.html


8. Physician education and collaboration is important. Many physicians working in hospitals do not have a firm understanding 
of the regulatory guidelines for inpatient versus observation status certification and, more importantly, the ramifications of 
getting the patient’s status wrong. It is your hospital’s responsibility to educate your physicians on the importance of 
documenting all of their concerns and findings to provide supporting evidence that clearly demonstrates medical necessity 
for all inpatient admissions. A strong collaborative relationship between treating physicians, case management and 
physician advisors is critical to correctly certify each and every Medicare admission, ensuring that your hospital will be in 
compliance with the law and reimbursed appropriately, minimizing your risk for a RAC recoupment later on. 

9. Invest in the care management department – historically this department has had a difficult time in justifying their existence 
because they were seen as a non-revenue generating cost center – on the contrary, a strong case management program 
would not only help minimize your facility’s risk for RAC payment recoveries, but also help ensure that your patients are 
receiving the most appropriate level care at your facility.  

10. Scan all documentation sent to and received from your RAC (including your medical records) – copies of these documents 
should be maintained in a secure and organized manner as part of your facility’s audit tracking procedures.  

HOSPITAL:  INPATIENT ADMISSION vs. OBSERVATION ADMISSION 

Patients Discharged from Observation Status, and/or Transferred to Inpatient Status  
 
When a patient under observation is admitted to inpatient status, discharged from the facility, or at the time that observation 
services and treatment interventions end (whichever comes first), the date and time must be noted in the patient’s medical record 
and will constitute as the end of the observation period: 
 

 A patient under observation can be admitted to inpatient status at any time, if the decision to admit is medically necessary 
and the order is documented appropriately by the patient’s attending physician.  
 

 Even in the presence of a serious underlying illness, the medical documentation should clearly show that a patient must 
require and receive a level of care that can only be administered in an inpatient setting in order to be considered an 
appropriate admission. 
 

 For billing purposes, the date and time of inpatient admission begins (and the observation period ends) at the time that the 
physician order to admit is delivered and signed. The observation period must be billed as outpatient service, only if it 
occurred on a different day prior to inpatient admission, and should be documented within 24 hours of the patient’s 
change of status, to insure billing accuracy and regulatory compliance. 

 

CONDITION CODE 44: DETERMINING WHEN AN INPATIENT ADMISSION SHOULD BE CHANGED TO OUTPATIENT STATUS  

CMS created the policy of Condition Code 44 for use in the rare instances (e.g., weekend or holiday patient admissions occurring 
without a case manager or utilization review nurse available to assist the admitting physician with Medicare inpatient admission 
guidelines to determine the most appropriate facility setting for patient placement and related level of care that needs to be 
rendered). Patients who have been admitted as inpatients, then later deemed ineligible for this level of care and transferred to 
outpatient per Medicare and hospital admission criteria can reflect this change in patient status by billing an outpatient claim using 
condition code 44. However CMS expects the use of Condition Code 44 to correct unnecessary inpatient admissions should rarely 
occur, and with education and appropriate staffing coordination eventually become nonexistent in all hospitals. 

When billing for Condition Code 44, hospitals must meet the following criteria: 

Å The change in patient status from Inpatient (IP) to Outpatient (OP/Observation) is changed prior to discharge and before the 
patient leaves the facility 

Å The facility has not submitted an IP claim to Medicare 
Å A physician has reviewed and agreed with the Utilization Review committee’s decision for admission 
Å The physician’s accordance with the UR committee is documented in the medical record 

In cases where it is appropriate to admit a patient to an observation setting, the patient’s attending physician should clearly 
document in the patient’s medical record the order to do so, and document assessment of patient risk that justifies the physician’s 
admitting decision, the date and time of admission to observation status took place, and the physician’s signature. Documentation 
must reflect that specific criteria supporting observation level of care were met.   

 



EVALUATION and MANAGEMENT (E&M CODING UPDATE (EMERGENCY ROOM) 

Since the implementation of Medicare Outpatient Prospective Payment System (OPPS) in 2000, analysis of ER claims data indicates a 

trend of  variations in the assignment of E&M coding, particularly since these codes reflect the extent of clinical staff (physicians, 

technicians, nurses, etc) involvement with a patient. Resulting payments ranged from $63 to $408 for the medical component of a 

hospital-based outpatient visit or observation admission, indicating revenue lost due to undercoding, or overpayments due to 

overcoding – both scenarios should be considered serious fraudulent billing and compliance issues that require immediate attention 

and corrective action. 

In a study conducted by American Hospital Directory (AHD) of 2002 Medicare ER claims, findings indicated that systemic undercoding 

or overcoding of Emergency Department encounters may explain the cause of such billing variations observed between the hospitals 

that were selected.  Facilities should analyze and graph their ER billing patterns to determine if they might have a coding problem.  

Consistently compliant billing practices are normally reflected in the form of a bell-curved graph. However, the AHD study indicates 

that this may not be the industry norm since many more facilities are undercoding ER services than overcoding, evident of defensive 

coding practices. Are you loosing reimbursement in your emergency room?  

Please contact FCAW at (907) 790-1026, or e-mail us at fcaw@fcawreimbursement.com for more information on CMS observation 

coverage and ER coding guidelines. 

Long Term Care 

QUALITY OF CARE CORPORATE INTEGRITY AGREEMENTS 

The OIG recently reported that all 15 nursing home companies that entered into Quality-of-Care Corporate Integrity Agreements 

(CIAs) from June 2000 to December 2005 enhanced their quality structures and processes overall. All of the participating long term 

care facilities monitored quality by means of internal assessment tools and by tracking complaints, but also faced challenges in 

implementing the CIAs, including ensuring consistency at all levels of their organization. The OIG further reported that it is 

considering more timely response to noncompliant nursing home companies, specifying requirements for documentation from 

facilities’ quality committees, and sharing lessons learned by CIA-participating facilities but stopped short of making any 

recommended changes to the program. The entire report can be viewed at: http://www.fcawreimbursement.com/links.html titled 

άLong Term Care Corporate Integrity Agreements”. 

PHYSICIAN 

STARK ANTI-KICKBACK COMPLIANCE UNDER THE FRAUD ENFORCEMENT RECOVERY ACT (FERA) 

With FERA signed into law on May 20, 2009, effective immediately, there are serious implications for providers when considering how 

their Stark anti-kickback compliance measures fare under the new rule. 

 

With new vigor on combating fraud, CMS and HHS are aggressively pursuing Stark violations – as a precaution, hospitals should 

conduct annual audits and regular reviews of their physician business relationships. The following suggestions are recommended to 

safeguard your facility against possible Stark anti-kickback compliance violations: 

 

V Engage the hospital’s financial department, and track all payments to and from physicians 

V Look at the fair market value (FMV) of business arrangements/contracts with physicians 

V Determine which physician contracts are exempt from Stark laws, and if non-exempt, audit payments to physicians and 

physician agreements for consistency 

V Look at how non-monetary compensation to physicians is recorded, and document all gifts and benefits 

V Educate hospital Board members and hospital compliance teams regarding outcomes of each Stark Compliance Review 

MEDTRONIC INC. VOLUNTARY DISCLOSURE of PHYSICIAN PAYMENT DATA 

In a related industry development, medical technology company, Medtronic, recently announced that it will begin capturing payment 

data for consulting fees, royalties and honoraria paid to physician associates who receive payments of $5,000+, starting in January 

mailto:fcaw@fcawreimbursement.com
http://www.fcawreimbursement.com/links.html


2010, with the intent of making such information publicly available. Medtronic plans on retaining a third party auditor to verify the 

accuracy of the information to be posted and released by March 2011 for CY 2010.  

PHYSICIAN DISCIPLINARY ACTIONS on the RISE 

The Federation of State Medical Boards recently reported that 2008 saw a slight 1% increase in punitive actions brought  against 

physicians, compared to 2007 – however serious sanctions against physicians such as license revocation and forced retirement 

actually went down in comparison to prior years. The statistics gathered by the Federation of State Medical Boards document a 

significant decline of 10% from 6,213 such actions brought against doctors in 2005 to 5,574 reported for 2007.  

OFFICE OF INSPECTOR GENERAL 

OIG SEMIANNUAL REPORT TO CONGRESS 

In its recent semi-annual report to Congress, the OIG outlined its findings and projections for the first half FY 2009: 

 Over 2.4 billion expected in recoveries from fraud, waste, and abuse of Federal healthcare programs  

 1,415 individuals and entities excluded from federal healthcare programs due to fraudulent activities 

 293 criminal charges brought against individuals or entities defrauding HHS 

 243 civil actions, including False Claims Act, and provider self-disclosure suits 

The OIG further reported that the top areas of focus for the coming year are: 

1. Medicare Part D Oversight 
2. Medicare Integrity 
3. Medicaid and State Children’s Health Insurance Program (SCHIP) Integrity 
4. Quality of Care 
5. Emergency Preparedness and Response 
6. Oversight of Food, Drugs, and Medical Devices 
7. Grants Management 
8. Integrity of Information Systems and the Implementation of Health Information Technology 
9. Ethics Program Oversight and Enforcement 

The entire report may be viewed at: http://www.fcawreimbursement.com/links.html titled “OIG Semiannual Report to Congress”. 

HEALTH CARE FRAUD and ABUSE CONTROL BUDGET UPDATE 

In related news, the Office of Management and Budget (OMB) announced that President Obama has authorized an increase in the 

2010 budget by more than $300 million in an effort to fight fraud and waste in healthcare spending. The Health Care Fraud and 

Abuse Control Program (HCFAC) received $311 million for FY 2010, totaling mandatory allocations of $1.7 billion for FYs 2010-2014. 

Top focus areas for these funds will go towards improving oversight and program integrity activities for the Medicare Prescription 

Drug Program, Medicare Advantage and Medicaid. 

STATE OF ALASKA MEDICAID BILLING AUDITS 

Myers & Stauffer, the State of Alaska’s contracted firm responsible for auditing approximately 80 providers each year has begun 

Cycle Five audits. Providers selected are awaiting final approval from the Department of Health and Social Services Commissioner’s 

office. Those providers that have been selected should begin receiving notification letters requesting claims-related medical 

documentation. 

The Department of Health and Social Services stated that approximately 40% of Cycle Four audits have been finalized and released.  

Indian Health Service facilities are now included in the Myers & Stauffer billing audits. 

Our Firm has an impressive record of assisting facilities with Medicare and Medicaid reimbursement issues and also defending them 

when faced with a Medicare Fraud Audit or Medicaid Fraud Audit. Over the past five years, Financial Consultants of Alaska 

http://www.fcawreimbursement.com/links.html


&Washington has reversed $26 million of proposed take-backs and penalties demanded by Medicare and Medicaid on behalf of our 

facilities. Recently our firm overturned $8,000,000 on a fraud audit on an acute care facility.  We have assisted acute care hospitals, 

long term care centers, physicians, pharmacies, and mental health organizations reduce paybacks, penalties and interest that are 

associated with the audits. 

Most audits could have better outcomes if you and your staff are well prepared. We can assist you with training and creating audit 

manuals which lays out an Audit Response Plan, policies, and procedures to ensure organizational compliance. FCAW is offering a 

two-hour presentation held at your facility with invaluable information on getting prepared for the fraud audits, including relevant 

experiences and tips that we have gained over the years.   As an added bonus, our staff will provide your organization with a one 

hour complimentary consulting review on a compliance plan or overview of patient’s medical records & claims.   

REGULATION UPDATES 

CRITICAL ACCESS HOSPITALS (CAH) CO-LOCATION AND CAH PROVIDER BASED LOCATIONS 

Revised June 12, 2009 CMS Transmittal #49 states that: it is never allowable for a Critical Access Hospital (CAH) that is not designated 

as a necessary provider to be co-located with another facility or CAH because of distance requirements, although it was possible for 

CAHs that were designated as necessary providers to be co-located up until January 1, 2006.  

As of January 1, 2008, CAHs with a necessary provider designation cannot have a co-location arrangement with another CAH or 

hospital, although CAHs that had co-location status prior to this date, may continue with the arrangement pending none of the “type 

and scope of services” offered by the facility co-located with the CAH change.  

The entire transmittal can be found at: http://www.fcawreimbursement.com/links.html titled “Critical Access Hospital Regulation 

Update”. 

OTHER HEALTHCARE NEWS 

HEALTHCARE REFORM HIGHLIGHTS 

In his address to the American Medical Association (AMA) on June 15, President Obama expressed his support for expanding the 

Medicare Payment Advisory Commission’s (MedPAC)  role as an oversight agency and “fast-tracking” many recommendations 

proposed over the years that would have saved $200 billion in Medicare expenditures, but never made into law.  

MedPAC is a special independent multidisciplinary commission that was established by Congress under the Balanced Budget Act 

(BBA) of 1997, and began its work under the Bush administration. MedPAC’s is tasked with proposing improvements that can be 

implemented by the Centers for Medicare and Medicaid Services (CMS) to help reduce Medicare costs while improving program 

efficiency and patient quality outcomes by changing the current provider reimbursement system from a volume-driven, fee-for-

service (FFS) model, to a model that aligns financial incentives with performance-based outcomes.  

On June 15, 2009, Medicare Payment Advisory Commission (MedPAC) released its 2009 semiannual report to Congress: Improving 

Incentives in the Medicare Program. In the report, the Commission discusses several opportunities for modifying incentives to change 

the way care is delivered in the Medicare program. Following are some of the key highlights of the report: 

Accountable Care Organizations – Current incentives in traditional Medicare reward volume and do not encourage coordination 

among providers. MedPAC recommends exploring how Accountable Care Organizations (ACOs) have the potential to promote care 

coordination, increase quality, and lower cost growth. An ACO as a set of providers held responsible for the quality and cost  of 

healthcare for a population of Medicare beneficiaries. An ACO could consist of primary care physicians, specialists, and at least one 

hospital, and can be formed from an integrated delivery system, a physician–hospital organization (PHO), or an academic medical 

center. MedPAC proposes an outcomes-focused, risk-based payment model for ACOs: if the ACO achieves both quality and cost 

targets, its members could receive a bonus, however, if it fails to meet both quality and cost targets, its members could face lower 

Medicare payments. MedPAC believes that such financial incentives would lead the ACO to judiciously constrain the use of health 

care services and capacity in contrast to the incentive in the fee-for-service (FFS) payment systems to always increase the volume of 

services. The report discusses two variations on the ACO model, one in which providers volunteer to form an ACO and one in which 

http://www.fcawreimbursement.com/links.html


participation is mandatory. In a voluntary, bonus-only ACO model, FFS rates throughout the program would be restrained in order to 

fund the bonuses for those providers undertaking the difficult tasks of organizing care and changing practice patterns. 

 

Benefit design in traditional Medicare – MedPAC found that beneficiary spending for premiums and cost sharing varied as a function 

of supplemental coverage (i.e., MediGap), and beneficiaries with high health care costs and no supplemental coverage generally 

spent a larger share of their incomes on health care than those with supplemental coverage. The report concludes that these 

supplemental policies that fill in most or all of Medicare’s cost sharing can lead to higher use of services and Medicare spending and 

prevents cost sharing from being used as a cost-containment policy tool. MedPAC recommends that in the future, cost sharing may 

be used as a tool to complement various policy goals such as improving financial protection for Medicare beneficiaries, distributing 

cost-sharing liability more equitably among individuals with differing levels of health care costs, encouraging use of high-value 

services and discouraging use of low-value ones, and reinforcing payment system reforms that seek better value for health care costs. 

 

Medicare Advantage Payments – As mandated by the Medicare Improvements for Patients and Providers Act (MIPPA) of 2008, 

MedPAC reported on different approaches to reforming the Medicare Advantage (MA) program. Under the current payment system, 

in FY2009, Medicare is paying about $12 billion more for the beneficiaries enrolled in MA plans than it would have spent if they were 

in FFS Medicare. Four proposed options (all financially neutral to FFS Medicare in the first year) were analyzed for setting MA 

payment benchmarks administratively and encouraging efficient plans and reward quality. For example, one option would set the 

benchmark using a blend of local and national spending levels. Another would use local input prices to determine county 

benchmarks. For each scenario, the report offers insight into the options’ first year impact on availability of plans by type and quality 

and the level of extra benefits. The report also discusses an approach to setting benchmarks through competitive bidding and the 

fundamental decisions that would have to be made when designing a competitive bidding system, outlining some possible ways that 

health plans might respond. 

 

Graduate Medical Education – In a study of internal medicine residency programs, the MedPAC found that formal curricula are not 

well aligned with the objectives of proposed healthcare delivery system reform. Of particular concern is the relative lack of training 

and experience in multidisciplinary teamwork, cost awareness in clinical decision making, comprehensive health information 

technology, and patient care in ambulatory settings. It was also noted that inherent financial incentives and Medicare regulations 

strongly encourage teaching hospitals to confine their residents’ learning experiences to within the hospital inpatient setting. 

MedPAC recommends increased funding of Residency programs to expand into nonhospital and community-based settings since 

most medical conditions that practicing physicians confront should be managed in nonhospital settings. 

 

Physician Resource Use Measurement – MedPAC passed legislation in 2005 instructing CMS to begin measuring and reporting 

physician resource use in 2008. The report elaborates on guiding principles for CMS to ensure that physicians are able to actively 

modify their behavior on the basis of the feedback provided, risk adjusting clinical data to ensure fair comparisons among physicians, 

obtaining feedback from the physician community, and adopting a methodology that is transparent to all physicians.  

 

Physician Imaging Self-Referrals – Diagnostic imaging has rapidly advanced over the past ten years enabling physicians to better 

diagnose and treat patients; findings from MedPAC’s report cited self-referral episodes had higher use of imaging than non-self-

referral episodes, suggesting that when a physician has a high financial stake in imaging equipment they are more likely to order 

tests and incur higher overall spending on their patient’s care. 

 

Follow-on Biologicals (FOBS) – MedPAC reports that Medicare spending on biologics is substantial and is expected to grow 

significantly. In 2007, Medicare spending on biologics was about $13 billion, with the top six biologics account for 43% of spending on 

separately billed drugs in Medicare Part B. MedPAC suggests that the establishment of a process to approve FOBs is necessary to 

promote price competition and rein in costs of biologic products. 

 

Chronic care management - Congress and CMS initiated a number of demonstration and pilot programs to test different approaches 

to improve care coordination for Medicare beneficiaries under MIPPA, requiring MedPAC to evaluate feasibility and advisability of 

establishing a Medicare Chronic Care Practice Research Network (MCCPRN) for testing new models of care coordination and other 



approaches to care for chronically ill patients. MedPAC reviewed the results of CMS demonstrations and found some modest gains in 

quality, but no real cost savings (and indeed some increases in spending).  

 

Review ƻŦ /a{Ωǎ ǇǊŜƭƛƳƛƴŀǊȅ ŜǎǘƛƳŀǘŜ ƻf the physician update for 2010 ς In CMS’s annual letter to MedPAC on the update for 

physician services, the agency’s preliminary estimate of the 2010 update is a reduction of 21.5 percent. The reduction is a 

combination of three factors:  

 

Å  The first factor is the Medicare Economic Index, which CMS is estimating to be 1.0 percent 

Å The second factor is the expiration of temporary bonuses enacted over several years; this factor will not change (the bonuses 

were overrides of negative payment updates for 2007, 2008, and 2009 under the sustainable growth rate formula) 

Å The third factor is the update adjustment of –7.0 percent for 2010. MedPAC analyzed CMS’s calculations and have 

concluded that these factors are unlikely to change significantly before the publication of the final rule, and thus conclude 

that CMS’s preliminary estimate of –21.5 percent, is accurate 

 

In a previous letter issued to CMS, MedPAC proposed additional rule changes to the FY 2010 Rate Year for aŜŘƛŎŀǊŜΩǎ Hospital 

Inpatient Prospective Payment System for Acute Care Hospitals and Long-Term Care Hospital Prospective Payment System. The 

following are MedPAC’s comments regarding those proposed changes to the current Medicare payment system (May 22, 2009): 

 

 Adjusting the level of payments to offset the effects of the hospitals documentation and coding improvements 

 Improving the accuracy of payments by addressing the charge compression within hospital revenue centers in calculating 

MS-DRG relative weights 

 Improving accuracy of payments by revising the charge standardization process used in constructing MS-DRG weights 

 Improving accuracy of payments by revising the basis and calculation of the hospital area wage index 

 Expanding incentives to improve the quality of care 

All Medicare providers are encouraged to review the MedPAC report and recommendation to determine the potential impact of these 

proposed reimbursement changes to your bottom line. 

MedPAC’s recommendations may be viewed in more detail at: http://www.fcawreimbursement.com/links.html titled “MedPAC 

releases comments to CMS on reform” and to read the report in its entirety click “MedPAC June 2009 Report to Congress”. 
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