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PROCEEDTINGS [9:28 a.m.]

MR. HACKBARTH: Okay. It's time to begin.

Welcome to our guests in the audience. This is, as you

know, our first session of a new MedPAC cycle with new

Commissioners.

On today's and tomorrow's agenda, we have three

sessions that are related to reports that Congress has

specifically requested from us. Those pertain to the

geographic adjustment for the work value in the Physician

Payment System, payment for ambulance services, and the

outpatient therapy benefit under Medicare.

In addition to those three issues —- which will

reappear repeatedly through the fall with the goal of our

making recommendations in response to the Congress' reqguest

before the end of this calendar year. 1In addition to those

issues, we will over the next two days discuss our annual

chapter on the Medicare context spending trends and the

like, bundling for post-acute care services, hospital

readmissions, and what we refer to as "competitively

determined plan contributions."

As always, we will have a public comment period at

the end of each session, so there will be one at the end of
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our morning session before we break for lunch, then one at

the end of the day, then another at the end of tomorrow

morning's session. And when we get to those, I will remind

you what the ground rules for the public comment period are.

Let's see. Our first topic is the context

chapter, context for Medicare payment policy, and Kate and

Kahlie are going to lead the way. Who is going first?

Kahlie?

MS. DUFRESNE: Good morning. So Kate and I would

like to start by reviewing the Commission's congressional

mandate and how this presentation fits into our annual work

cycle.

Each year, the Commission is required to review

Medicare payment policies and the health care delivery

system, to make recommendations on those topics, and to

review the budgetary ramifications of those recommendations.

As a part of its work to fulfill that mandate, the

Commission's March report contains a chapter describing the

context for Medicare payment policy, and in fact, it

establishes the Commission's understanding of the

environment in which it makes recommendations. This

involves reviewing the current and future challenges for the
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Medicare program in light of the federal budget and the

health care system as a whole.

In today's presentation, we will discuss each of

the items listed on this slide. Due to time constraints, we

will keep our narrative brief; however, there is bountiful

detail in your mailing materials, and we're happy to flesh

out any points on question.

In addition to each of these items, we'll take a

quick look at some of the policy changes that are taking

effect at the end of this calendar year, including the

federal budget sequester and changes to physician payments

under the SGR, as well as a few more.

First, Kate will start us off loocking at health

care spending growth.

MS. BLONIARZ: Health care spending growth has

grown on a per capita basis faster than economic growth for

many years, rising from 9 percent of GDP to nearly 18

percent of GDP in the past 30 years. However, the past two

years saw a rapid slowdown in health care spending. There's

a lot of conjecture about why this slowdown occurred and

whether it's permanent.

Potential structural factors explaining the
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slowdown could include the changing pace of technology,
changes in care delivery models, or cost pressures driving
individuals and employers to seek out more efficient health
care. There are also cyclical factors, such as the recent
recession and financial crisis.

Even if the changes are structural, there is still
the potential for a reacceleration of health care spending
growth. For example, during the late 1990s, low medical
inflation and managed care kept health care spending at very
low levels, but then it rapidly reaccelerated in the early
2000s. And whether that pattern will be repeated here is
still an open question.

Some recent evidence include CBO's statement, in
their August 2012 budget outlook, that they were revising
downward their Medicare projections for 2012. But both CBO
and the Medicare actuaries assume that Medicare spending
will rebound somewhat over the next ten years, but not to
historical highs.

In the private market, investor indices of the
health care sector show the slowdown continuing into 2012
but forecast a rebound, and some insurers have noted an

increase in outpatient and doctor visits.
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Medicare combines this larger trend in health care
spending with enrollment and legislative changes that also
affect spending. Medicare's share of GDP has also tripled
from 1980 to 2010, and Medicare's share of federal spending
more than doubled over that time frame.

Enrollment growth will start playing a more
significant role as the baby-boom generation attains
Medicare eligibility. For example, the Medicare population
is projected to double by 2050. As the number of workers
supporting the program through payroll and income taxes will
shrink and the share of individuals of retirement age will
increase, the worker-to-beneficiary ratio will drop from 3:1
today to 2:1 in 20 years.

This figure shows Medicare's spending growth
broken down between per beneficiary growth, which is the top
bars, and enrollment growth, which is the bottom bars.

During 2007 through 2009, growth per beneficiary
was around 4 to 6 percent per year, and you can see the
significant slowdown in 2010 and 2011, corresponding to a
similar slowdown in health care spending more broadly.
Enrollment growth was generally around 2 percent over this

time frame.
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Over the next decade, enrollment growth will be

higher, the number of beneficiaries rising more than 3

percent per year, and even 4 percent in the coming one. And

while the story in prior years was more about per

beneficiary growth, over the coming decade both enrollment

and per beneficiary growth play a role.

You can also see that the Medicare actuaries

assume that per beneficiary spending will start to rise

again towards the end of the ten-year window, on the right

of the slide, due to a projected economic recovery.

The Medicare program receives financing from a

number of different sources. Starting from the bottom of

this chart, the hospital insurance payroll tax makes up

about 40 percent of revenue today. Then taxes on Social

Security benefits and a fee on drug manufacturers make up

about 3 percent. Next is the Part B monthly premium that

beneficiaries pay, and that's about 13 percent. Transfers

from states for the cost of drugs for dually eligible

beneficiaries is next; that's about 1 percent. And then the

next largest share in yellow is transfers from the general

fund of the Treasury. In 2010, this was about 44 percent of

the program's finances —-- the largest single share. And it



10

11

12

13

14

15

16

17

18

19

20

21

22

is projected to grow to about 50 percent in 2040.

The top line is Medicare's total spending, and the
difference between that line and the sources of revenue is
the hospital insurance trust fund deficit. The large and
growing share of Medicare's financing coming from general
revenues means that the government's budget picture is an
important consideration in the Medicare program's financial
outlook.

So what is that financial outlook or that budget
outlook? By the end of this fiscal year, debt as a share of
GDP is projected to be 73 percent -- the highest level since
1950 and about twice what it was at the end of 2007, before
the financial crisis and recent recession. Medicare,
Medicaid, and Social Security are projected to grow
significantly over the next quarter century —-- totaling 16
percent of GDP by 2040. In contrast, the entire federal
government over the past 40 years has amounted to around
18.5 percent of GDP.

Under the Budget Control Act of 2011, spending for
all other parts of the budget other than Medicare, Medicaid,
Social Security, and interest payments on the debt are

projected to be flat in real terms over the next ten years.
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A final consideration when talking about the
fiscal picture is the changes in taxes and spending
scheduled for this year.

As you all are well aware, the sustainable growth
rate formula, or SGR, 1is projected to take effect at the
beginning of calendar year 2013, reducing physician payments
by about 30 percent. There are also other Medicare
provisions that will expire at or around the same time
frame, and Congress has requested that the Commission look
at three of these: the exceptions process for the caps on
the outpatient therapy benefit, payment adjustments to
ambulance providers, and the floor on the work GPCI for
physician payments, all of which expire at the end of this
calendar year. And as Glenn mentioned, you'll be talking
about this today and tomorrow.

Also occurring at the same time frame are a host
of other policy changes scheduled to go into effect at the
end of this calendar year that cut spending and increase
taxes. In total, these provisions are projected to reduce
the federal budget deficit by between $500 and $600 billion
in 2013 alone. These include expiring tax rate reductions

for individuals and the sequester of government spending
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under the Budget Control Act of 2011.

So these are the things that Congress may contend

with at the same time that the SGR is scheduled to go into

effect.

I am not going to turn it back to Kahlie to talk

about the effect of health care spending growth on families

and beneficiaries.

MS. DUFRESNE: Growth in health care costs has the

most direct impact on individuals and families. Median

family income has been stagnant over the past ten years.

Some evidence points to health costs as a significant

roadblock to family income growth as the increase in

premiums has far outweighed changes in average wages.

Medicare beneficiaries are not exempt from these

financial challenges. Premiums and cost sharing for Parts B

and D are consuming an increasing share of the average

Social Security benefit, and the growth in premiums is set

to outpace the growth in those benefits.

With the recent economic downturn, adults under

the age of 65 have seen more unemployment and decreasing

home values, and many will have seen their retirement

savings take a financial hit. As such, adults approaching
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Medicare eligibility may have smaller assets and income, and

they are more likely to participate in the labor force after

age 65.

As the baby-boom generation ages into Medicare

eligibility, the Medicare population is projected to grow by

a third within the next ten years. With this expansion, the

population attaining coverage will differ in key ways from

the current Medicare population.

First, the average age of Medicare beneficiaries

will slightly decline over the next two decades when nearly

a third of all beneficiaries will be between the ages of 65

and 69. In addition to a shift in age, the Medicare

population will become more diverse. Over time, the program

will see increasing shares of Hispanic, African American,

and Asian American beneficiaries.

Second, adults approaching Medicare eligibility

are at heightened risk for chronic conditions than preceding

generations. For example, baby boomers are more likely to

be overweight or obese and will have spent more time

overweight or obese over the course of their lives. The

prevalence of obesity could spark heightened risk of chronic

diseases like type II diabetes, heart disease, certain
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cancers, and possibly even mental health challenges like

Alzheimer's.

Third, soon-to-enroll Medicare beneficiaries

experienced a different private insurance market than their

predecessors, so they will be more familiar with different

types of insurance products. For example, more will have
been insured under a high-deductible plan —- a plan type
that has only been available since 2005. FEven more,

premiums and cost sharing under private health insurance

have steadily increased over the past ten years —-

experience that will affect rising beneficiaries' financial

stability and expectations for health care cost sharing.

So as we discussed on the previous slide, the

prevalence of chronic conditions in Medicare may increase as

the at-risk baby-boom generation ages —-- possibly putting

more budgetary pressure on the Medicare program.

One piece of information that you have asked us

about was the prevalence of and spending for chronic

conditions in the current Medicare population. We reviewed

the prevalence and cost per beneficiary of a few common

chronic conditions.

In this table, you can see that chronic kidney
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disease is by far the fastest growing chronic disease in

terms of the number of beneficiaries who have it -- growing

at 9 percent per year. 1In contrast, while the incidence of

congestive heart failure has declined, the cost per

beneficiary has grown 9 percent per year.

There is evidence that some of the dollars spent

on health care may be misallocated or inefficiently spent.

First, different regions consume widely varying amounts of

health care services that do not correspond to higher

quality, to higher satisfaction, or to better outcomes.

Compared to countries in the Organization for

Economic Cooperation and Development, the level of health

spending in the United States is notably higher. This is

likely a reflection of the higher prices for services in the

U.S. and not significant differences in utilization.

Second, many experts question the value of health

care spending. Researchers believe that while the aggregate

increase in health spending has produced value, the marginal

value of health spending is decreasing over time.

Utilization of improper or improperly applied services also

puts beneficiaries at health and financial risk and results

in inefficient spending.
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Finally, despite years of attention to health

disparities, outcomes are still worse for individuals who

are of racial or ethnic minority and those who are low-

income. Further, some compelling evidence suggests that

these beneficiaries often receive care from poorer—-quality

providers.

So that concludes our presentation. As I

mentioned in the beginning of our talk, the point of this

chapter is to establish the Commission's understanding of

the environment in which it makes its recommendations. So

in light of that goal, Kate and I would appreciate your

guidance on the scope, substance, and tone of the chapter,

and, of course, we are happy to answer any questions.

MR. HACKBARTH: Okay. Thank you very much, Kate

and Kahlie. Let's begin with a round of clarifying

gquestions. For the new Commissioners, just a reminder what

we mean by that is, "Slide 8, second column, what does that

number mean?" is a clarifying question. Once we go through

our clarifying gquestions, we will have another round where

people can make broader comments and suggests.

DR. SAMITT: My only question is: As it pertains

to the slowdown in spending, do we have more information on
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whether there's any variability in the slowdown of spending
by market or by any other type of distinguishing feature?

MS. BLONIARZ: So we have some aggregate
information right now about the slowdown, but, you know, in
the fall, when Kevin does some of the analyses of physician
payment, we'll be able to break it down by imaging versus
procedures and things like that. Actually, a lot of the
action has been in outpatient settings, so physician and
other ambulatory settings, so we'll have more information on
that as the fall proceeds.

DR. SAMITT: Thank you.

MR. BUTLER: Slide 12. You have this also
expressed in the draft chapter in dollar terms, and if I add
it up, it was something over $400 billion in these chronic
diseases. So I want to understand if I'm interpreting this
right, recognizing you may have more than one of these, but
it looks like 86 percent of beneficiaries are associated
with a chronic disease, and i1if I look at the dollar numbers,
it looks like about a similar amount of dollars in Medicare
are spent on beneficiaries with these chronic diseases. 1Is
that the right conclusion?

MS. BLONIARZ: So it is key that this is not
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unigque —-- these are not unique categories. People can be in
multiple categories, and so you can't add them up. And what
I'd intended to do --

MR. BUTLER: What do you mean? I just did, maybe
not --

[Laughter.]

MS. BLONIARZ: What I intend to do over the next
couple of months is pull out some common combinations so you
can see that chronic kidney disease co-exist with congestive
heart failure, and for that group of kind of very complex
individuals, the spending is this. But that's why it adds
up to, you know, 80 percent of the spending or 80 percent of
the dollars. 1It's because people are in different
categories, and so you can't really add them together to get
a unigue count.

MR. BUTLER: Where the overlap occurs 1is
important, too, but it does reinforce the point that if you
don't have -- well, now I'm making round two.

DR. CHERNEW: Can you go to Slide 6? Are these
numbers inflation adjusted?

MS. BLONIARZ: They are not.

DR. CHERNEW: They're not, so they're nominal. So
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do you know what the -- when I look at, say, the 3 percent,

which is the gap above —-- the 3 percent growth in spending

above the number of people, so that would be sort of the per

person spending is 3 percent. But that's nominal, so the

real amount would be less inflation. And then if you knew

what GDP was —-- and I don't know if you do —-— a lot of times

people think in terms of excess spending, beneficiary growth

above GDP. And I'm trying to put this in that real --

relative to GDP. And I think 3 percent is really low.

Three percent nominal is a really, really low number.

DR. MARK MILLER: Just to be clear, 3 percent is

the enrollment.

DR. CHERNEW: ©No. I'm looking at the 2012 number.

That was my —--

DR. MARK MILLER: Oh, 2012. I'm sorry. I thought

you were looking at —-

DR. CHERNEW: There's a lot of numbers. I

apologize, and many of them are 3.

[Laughter.]

DR. CHERNEW: TI'll try and be clear. The gap, the

yellow part I think is actually pretty low if you think

about it in terms of historically the way we think about
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excess spending growth, which is relative to GDP growth.

And I just wanted to make —-

MS. BLONIARZ: So from a process standpoint, we

could take out, you know, either CPI or some other measure

of inflation, we could take out GDP. Generally the ten-year

projections are around GDP growth, maybe a little higher,

and I did want to note that this is not assuming that the

SGR takes effect. If you assume the SGR takes effect, the

projections are actually a little below GDP growth over the

next ten years. But we can do all that and kind of give

that to you if that's helpful.

MR. HACKBARTH: Let's focus on that 2012 per

beneficiary growth number of 3 percent. I think most

forecasters are projecting GDP growth of less than 2 percent

for the year.

DR. CHERNEW: Real [off microphone].

MR. HACKBARTH: Fair enough. And so probably

about equal -- so the 3 percent is about equal to nominal

GDP growth for 2012, roughly.

DR. CHERNEW: So in the GDP plus X framework of

thinking about spending growth, we're at about, at least for

many of these years —- even ignoring the SGR footnote part,
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we're at about zero. I think. That's what I was trying to

figure out.

MR. HACKBARTH: Yeah.

DR. NERENZ: Same slide actually that's up there.

Just a couple of sharp discontinuities. I'm curious if we

know anything more about their meaning. There's the per

beneficiary growth change from 2009 to 2010 and then the

enrollment growth from 2011 to 2012. 1Is there a story there

that we should be paying attention to, either one of those?

MS. BLONIARZ: So the 2010 per beneficiary growth,

this also tracked with what happened in the private sector

where demand for health care was very, very low, and GDP

growth actually over the 2008-2009 period into 2010 was

negative. It was about negative 3 or negative 4 percent.

So you saw a big slowdown in health spending across all

payers.

On the bump-up in 2012 for enrollment, I think

that's just a baby-boom effect, and there's just a lot of

variability across years and the number of people turning 65

in that year.

DR. HALL: Going back to page 12, the prevalence

numbers, are these changes from 2006 to 2010 in keeping with



10

11

12

13

14

15

16

17

18

19

20

21

22

21

historical trends before that period of time? Or is there

some reason that you picked that particular segment of time?

Is this an exception or are we looking at an aging

population or a change in coding philosophy? I'm trying to

see the underlying meaning of this.

MS. BLONIARZ: It was more a convenience sample

because we had a uniform definition of incidence using the

Medicare claims. We will look into what we can say about

trends over a much longer time period.

DR. HALL: Okay. Thank you.

DR. NAYLOR: Slide 10. On the issue of the

economic downturn and continued participation in the labor

force after 65, we also have —-- well, maybe you should tell

me. Do we have a significantly higher rate of people

unemployed in their 50s, early 60s who enter Medicare in

poverty?

MS. DUFRESNE: So we can't answer that right now,

but I think we can answer that going forward.

DR. NAYLOR: Okay.

MS. DUFRESNE: The general trend, it has been

increasing over time that more people over the age of 65 are

participating in the labor force. So that trend is just
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expected to continue to increase. In terms of how many have

been unemployed like approaching Medicare eligibility, we

can find out for you.

DR. NAYLOR: I think that is really important,

especially as the use of Social Security dollars to support

health care and other things increases.

On the same slide, 12, you mention in the report

the numbers of people obviously living with multiple

conditions, and you're going to go deeper into that. But I

hope that we can also in doing that not just look at

clusters but how many people have multiple conditions and

how that increases over age over time, because I think that

that will help us to get to the complexity of the

challenges.

MR. GEORGE MILLER: Yeah, two questions. The

chapter did a very nice job of saying that we’ve got both

sides of the position on the slowdown in health care

spending. But I'm wondering if the slide on page six —-

what it would like if it reflected that health care spending

may be permanent versus it may rebound.

So is this slide showing the rebound? Or what

would that slide look like if the chapter mentioned that the
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recent slowdown could be permanent? How would that look?

MS. BLONIARZ: So this chart is based on what the

Medicare trustees assume.

MR. GEORGE MILLER: Oh.

MS. BLONIARZ: They assume an economic recovery,

which is why you see the number going up towards the end of

the decade. I don't believe that over the long term they

assume that Medicare spending will go back to its historical

highs. So I think they have a mix of —-

MR. GEORGE MILLER: So this is —-

MS. BLONIARZ: —-— some recovery, but not to the

peaks that have been seen in the past decades. And maybe

Mike wants to jump in, too.

DR. CHERNEW: No. We should talk about it.

MR. GEORGE MILLER: Okay.

DR. CHERNEW: I'm happy to talk about it, but it's

probably better elsewhere.

MR. GEORGE MILLER: All right. And then,

secondly, on Slide 13, do you have any quantifying numbers

for the third bullet, the persistent disparities in care,

what that costs the system? If minorities were to get the

same level of care as the others in the population, what is
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that delta? What's the difference? What does it cost the

Medicare program for the fact that disparities persist in,

obviously in a profound way, since they persist.

MS. BLONIARZ: We can look —-- we'll look at that

and see if somebody has quantified that. It would be the

interaction of a bunch of different variables, but we can

look into that.

MR. GEORGE MILLER: Okay. Thank you.

MR. HACKBARTH: So can I just pick up on George's

first question about the future trends and whether there's

going to be a bounce back and if so, how much. There was a

piece in the New England Journal of Medicine within the last

few weeks that tried to look at the historical data and

identify if the slowing of the rate of increase in cost was

concurrent with the recession or whether it began before,

and unfortunately, I'm blanking on who the authors were, but

the gist of the article was that there was evidence of a

change in the trend dating back to 2005. I didn't see that

piece cited here, and there may be reasons for that, but it

seems quite pertinent to this question of whether this is a

recession-only phenomenon or a reflection of preexisting

changes.
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DR. DEAN: I guess this is round one, but it's

more general, because we constantly cite things in terms of

a percentage of GDP and we sort of take that as a measure of

health care costs, and yet GDP fluctuates, too. So you've
got fluctuation in the denominator and it's —-- and I've
always wondered how reliable those numbers are. Do they

really tell us what we think they tell us?

MS. BLONIARZ: Well, and actually going to the

point that Glenn just made, in this paper in the New England

Journal, they talk about how GDP growth just varies very
much, and so health care spending as a share of GDP can look
low or high for multiple reasons, either the numerator or
the denominator. So I think we're generally just using it
kind of as a benchmark, but there are issues around it and
we can clarify that.

DR. DEAN: It's usually used as kind of the
standard measure, either of what we do or what's done
internationally, and yet it just always troubled me. 1Is
that really a reliable -- does it really tell us what we
think it tells?

MR. HACKBARTH: Your point is absolutely right,

Tom. I think some people use it as a way of assessing,
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albeit crudely, affordability, you know, what percentage of

our nation's wealth are we investing in this activity. And

so, of course, it is influenced by what's happening with the

denominator, but as a measure of where we're spending our

money as a society, I think it has some utility.

DR. DEAN: As a sort of general, broad indicator,

I'm sure that's true. If we measure it year to year, I

wonder.

MR. HACKBARTH: Yes. I have another clarifying

question. This one pertains to the paper as opposed to the

slides. On page 21 in the paper, there's a heading,

"Medicaid Dominates Many States' Fiscal Outlooks." 1In the

first sentence there, it says Medicaid accounts for almost

24 percent of all State spending. And my question is, is

that just the States' share alone, or does that include the

Federal match?

MS. BLONIARZ: I believe that's just the States'

share alone. We can double-check.

MR. HACKBARTH: Okay. Can we check that?

MS. BLONIARZ: Absolutely.

MR. HACKBARTH: Thank you. I appreciate that.

Okay. Round two comments, beginning with Scott.
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MR. ARMSTRONG: Yes, just very briefly, I wanted
to acknowledge that this is excellent work and creates
context that I think is going to be very valuable to MedPAC.
Given that this does create a context for the work that
we're going to be doing, the only feedback I would have is I
feel like —— my sense has been that, reading this, the tone
is a little rosier than it should be, and that here, we're
talking about some of these projections and so forth, but
the truth is that the trust fund is depleted in the future.
The only debate is which year is it depleted at.

And I think that this chapter becomes an
opportunity to create an imperative for the work that we
have to be doing going forward in that even just —— I don't
want to pick on words, but in the very last sentence, we
talk about we need to ensure that Medicare is a wise
purchaser of health care. Well, I think what we need to
ensure is that the Medicare program and MedPAC's role in
this is driving transformational change, because if not,
this is going to go bankrupt. So I just think there is a
tone that we could put into this that creates an imperative
that will help us to drive forward more quickly some of the

work that we have going on our agenda in the coming year.
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And then the last comment I would make is just

that nowhere in the report do we acknowledge that the

Medicare program and the payment policy and its financial

effectiveness actually has an impact far beyond just

Medicare, but also on the commercial and Medicaid and other

aspects of the health care industry, and I think that that's

an important point to make in this chapter on the industry

context for the work that we do.

MR. KUHN: I, too, want to thank Kate and Kahlie

for a job well done. My only comment or observation is on

page ten of the written report where you start the

conversation about growth in Medicare spending and a couple

of good points. You look at those areas that are coming

down, notably, at least in 2009 and 2010, hospital inpatient

and physician, but those areas that we're seeing some

sizeable growth. One would be hospital outpatient, which

makes sense. If inpatient is coming down, outpatient will

probably go up, which is probably a good thing. Hopefully,

migrating to lower—-cost settings is part of the process.

So that's about all we say about those. So I was

wondering if two things we might be able to look at a little

bit more. One is, are there any projections in the CMS
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Actuaries Report that gives us a sense of where some of

these trends might be going in the future, because as you

said, this paper sets the context for our work, so if we

could get a sense of where they think those particular

areas, whether it's SNF, physician, hospital, inpatient,

outpatient, whatever the case may be. And then if we could

also maybe get some context for some historical growth in

those areas.

I don't know whether that fits in this paper or

whether that would be each in the individual chapters when

we do the updates in December, but having that information,

I think, would help set context better. Thanks.

MS. UCCELLO: I think this is a fantastic chapter.

I think, every year, it is a fantastic chapter. I want to

agree with Scott that I think one of the key take-aways from

this is that still more needs to be done to improve the

long-term solvency and sustainability of the program.

And if we go back, and kind of building off what

Mike was saying from Slide 6, if these projections —- I

mean, these are short-term and they include the productivity

adjustments and there is some question about whether in the

long-term those are going to be sustainable, and we've
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talked a lot about this. Mike can correct me if I'm

misstating things. But in the Medicare Technical Panel, it

talked a lot about how these can be more sustainable in a

system that moves more toward alternatives to fee-for-

service. And I think as a Commission, we can really help

provide and encourage and provide insights on how to do

that, how to move away from fee-for-service to more cost

effective ways of delivering payment.

MR. HACKBARTH: Could I just pick up on Cori's

comment, because I think it's an important one. So take the

issue of physician payment. If your unit of service 1is, you

know, the 15-minute office wvisit, the opportunities for

improving the production of the 15-minute office visit are

limited. 1If, on the other hand, your unit of production is

a physician, an internal medicine physician that cares for a

panel of 2,000 patients and you're not looking at just

individual office visits but you're providing care over a

year for a defined panel, there are many more opportunities

for improving the production of that physician's services.

So the unit of payment really does, I think, strongly

influence the opportunity for productivity improvement.

DR. MARK MILLER: Can I just add one quick point?
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I understand what you said. I agree with it. I'm not

trying to disagree. But there's also the other argument

that we've run across in the hospital setting where what you

pay on a unit basis does influence what the cost growth is

over time. So there's sort of a couple of different

evidence points on this issue. So if we get into it, we'll

probably have to paint a little bit of a, on the one hand,

on the other hand, kind of thing.

DR. SAMITT: I think this was a compelling

overview. Thank you. I want to tag onto Scott's comments.

I think he must have been in a better mood than I was when I

read this, because this kind of depressed me.

[Laughter.]

DR. SAMITT: It didn't seem rosy. And the part

that I was looking for that I would suggest is I was hoping

for something at the end that would pull me out of my

depression. I don't think it talks about opportunity. And

so the slide that I think really points to opportunity is

Slide 13. 1I'm very curious about —-- and intrigued by
variations. And so I wonder if we would benefit from
elaborating on the value of the variations. So if we really

eliminated the variation or diminished it, what is the
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potential there for the regional variation, the
international variation, the disparity variation, the
declining value. Maybe we want to point to and suggest that
while the picture isn't very rosy, here are some of the
avenues and paths that we could take to improve the
situation based upon a more in-depth analysis.

DR. COOMBS: So I know with the private insurers
and patients who are covered in that venue, there were a lot
of patient benefits designed, and I wonder if you could
correlate this with some of the things that were happening
in the private sector, as well, because it may be that, as
many of my colleagues have expressed, that a copay change or
some micro dynamics that occurred with more, as they say,
patient skin in the game impacts may result in less cost per
beneficiary. So I was thinking about some of the other
things that might contribute to what we see on the Graph 6.
Thank vyou,

MR. BUTLER: So if you could put 6 on one more
time, Slide 6. So just for a reminder, if this comes to
pass, is it —- this is like a round one question, I guess,
but IPAB would not be necessary, 1s that right? I know in

the short run, so IPAB would not —-
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MS. BLONIARZ: I believe right now it takes effect
in the last year or the last two years of the budget window.

MR. BUTLER: Okay. So then the other point is
that in the chapter, we begin by saying the lower—-growth
projections are largely due to savings policies in the
Patient Protection and Affordable Care Act. So embedded in
this numbers is PPACA savings, and, of course, there's all
kinds of noise in the —-- everywhere. Maybe by the time this
chapter is published in March, everything will be a lot
clearer. But we don't articulate anywhere in our charts the
savings attributable in this due to the PPACA cuts, which,
you know, this famous $700 billion is mostly reflected in
here.

So one could argue in the other slide on the
legislative things happening at year end, what would be the
impact of a repeal of PPACA and everything associated with
it? These numbers would go up significantly. Now, nobody
thinks that all of those provisions are going to be
abandoned, but, you know, we don't really kind of peel out
that piece of -- we talk about SGR and other things, but not
the PPACA provisions as something that is at least going to

be debated.
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MR. HACKBARTH: Just on Peter's first point about

IPAB, just a clarification for people who haven't followed

that really closely. The trigger —-—- IPAB goes into effect,

as it were, 1f there is a target that is exceeded and it's

GDP plus one percent. So the point that Peter was making is

that in the first part of this window, the projected growth

would be under that threshold. You know, it would only be

towards the end of the window that we would be above the

target, 1s that right, Kate? Okay.

DR. CHERNEW: Yes, so two things. First, just to

say something about Peter's comment, you didn't take the

real current law. You took the alternative current law.

But it still is a current law projection. I think in the

chapter, it would be useful to note that they're not making

projections in the way that people think about projections.

They're doing it under the rules that it has to be done,

which is current law. Even when they use the alternative,

as you footnoted, they only are changing some very specific

legislative aspects of current law. But that's minor.

The bigger point is, you mention this in the

presentation, it's not emphasized at all —-- in fact, I had a

hard time finding it when I went back in the chapter —-- this
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issue of the number of workers relative to the number of

beneficiaries. And there's a tendency to present some of

that information as just, oh, by the way, this is what's

going on, the three-to-one versus the two-to-one number.

But, in fact, I think it would be useful to put that into

some very basic mathematical context, which is if we want to

give people the same amount of benefit -- if we want to give

the beneficiaries the same amount of benefits but we're

cutting the workers per beneficiary less, by definition, in

a pay-as-you—-go system, and I know we have trust funds, so

there's some play here, but at least in a pay—-as-you-go

system, by definition, the current workers have to pay more.

And that's ——- there's a lot of opportunities and

policy stuff we could try and do to become more efficient,

but if we don't, the math is what the math is because of

that and it's not a policy —- in some ways, it's a great

policy success that we have more beneficiaries still alive,

you know. But it does create some financial challenges and

I think the chapter could put that math part in starker

contrast, because the per beneficiary spending growth

portion is only a small portion of the basic demographics

challenge that we face.
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DR. BAICKER: I was just going to build on that,

that I think it's really useful to think of the total growth

in spending as decomposed into the different parts, and I

thought it was really helpful to have the increasing disease

burden and the aging of the population and understanding all

of those underlying trends because we have different policy

levers to act on them. We're not going to slow time,

although that would be nice. But we are possibly going to

improve the disease state at which people enter the program

and how those diseases are managed. So that breakdown is

really helpful for thinking about policy levers.

But the total spending, and I kind of like the "as

a share of GDP measures over the long run," taking Tom's

point, that in any given year, the denominator is changing

and that makes it hard to interpret. But over the long run,

it's the total spending that drives the share of GDP that

has to go to finance the program and the sustainability of

that and the implications for the Federal situation. So I

like having that as the overarching backdrop, that there's

this enormous spend under the current program and it breaks

down into parts we can effect and parts we can't effect and

let's focus on the parts we can effect and try to change the
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program in a way to improve the value of care that's

delivered through those avenues so that then the total

picture will be sustainable going forward. I thought that

was —— all the useful pieces were there and I'd encourage us

to continue with that framing.

DR. CHERNEW: Yes. Again, I'd repeat some of the

thanks, comments about the clarity of the chapter. 1It's

very well written. The points are made very succinctly and

I certainly appreciate its main focus on the content of the

Medicare program itself.

If there's just one other request or suggestion,

it might be to say a little more, if you can, about the

delivery system context or what's happening outside

Medicare. If the goal of the chapter is to talk about

context, I think we just have to recognize that for

providers, Medicare is one payment stream among several, and

if there are major trends that are out there, either in the

private insurance arena or in Medicaid or anywhere else, it

may be worth just mentioning those. I don't have a specific

suggestion, but just raise the general point for your

consideration because the Medicare decisions eventually in

some way or other take into account what's happened outside
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the Medicare system.

And also, just some of the structural changes you

do mention in delivery systems, you know, integration,

formation of ACOs, things like that may be worth saying just

a bit more about because I think they do make up an

important part of the context.

DR. HALL: Again, kudos on the chapter. Just to

reemphasize what Scott brought up, I think the chapter has

to end on a slightly different note than it does. Wisdom is

in the eye of the beholder and I think that that particular

term is open to any kind of connotation that you might like.

And I think what you're really trying to say here is that

Medicare has to be vigilant in terms of ensuring cost

effective high—-quality care or something of that nature and

leave the "whys" part out of that. That's a little bit of

wisdom from me.

[Laughter.]

DR. NAYLOR: Kudos. Just terrific report. A

couple —-- some take-aways that I have, briefly. You make so

clear what's happening in terms of demand for services in

both the insured and uninsured, and yet prices are not

falling commensurately. So hitting home that critical
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opportunity here and need to have transparency and prices, I

think it's there in two different places, but it may be to

link them together.

I would really, if you could, focus on complexity,

that we have —- you mentioned three million people that are

going to be over 95 at some point in time. I mean, we're

talking about really needing to prepare for people living

with, long-term, with multiple complex conditions that will

require services. And so the notion —-- and everybody has

all of these records of 20 percent of the population

consuming 85 percent of our resources and so on. Now we're

going to see one percent consuming a huge amount of

resources, et cetera.

The declining value statement, I think, is a

really important one. You might want to add Craig's point

about all the evidence that we don't have the value, but

there are opportunities out there and so that might give

that a more balanced view.

And the last thing is, I really think the

beneficiary cost issue associated with paying for premiums

and coinsurance and the rise that we're going to see of ten

percent in 20 years of Social Security benefits in a
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population that's poor and relying entirely on Social

Security benefits for the other things that give us health

is a really important factor.

So I also walked away depressed, but feel that

this is a really critically important context for our work.

Thank you.

MR. GEORGE MILLER: Yes, just to echo the kudos.

It's an outstanding chapter, very informative reading. I

just want to highlight a couple of things very quickly. I,

like Craig, am very concerned about the variation in

utilization, especially regionally for the same services,

why Medicare pays so much differently from one part of the

country to the other.

And Mary mentioned in her earlier comments about

the different quality factors in the government dealing with

the quality that we may consider using evidence-based

medicine as a driver for really reducing the variation and

increasing the quality, and I would suspect there's enough

continuity with those different quality players that we

could use that really to make a huge difference in the —-

like Mary, I'm concerned about the rise in premiums with the

percentage of folks on fixed income, Social Security, and
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therefore, we've got to increase the value.

MR. GRADISON: My compliments, as well. Three

points. We've talked about the two-to-one ratio, which was

largely a ratio of people who are in the workforce and those

who aren't. I've sometimes found it more helpful, or at

least additionally helpful in an additional way, to take a

look at the dependency ratio with adding on the youngsters,

as well as those who are retired or potentially retired, as

compared to the number of workers. It doesn't make the

picture any prettier, but I think it does put it in a

broader budgetary context because there are legitimate

concerns in our society today about the resources that we're

devoting to the young versus the old. And since I'm in the

latter category, of course, I have an opinion on that, but I

won't express right now. But then having nine children, I

guess I have to take account the effect on younger people,

as well.

The second point I want to make, and I don't mean

to be piling on, but I'm going to pick up on Slide 6. Scott

and Craig and others have spoken about this. None of us

know what the GDP is going to look like in the future. With

what's been going on, at least speaking for myself, I think
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it would be what Shakespeare would call a consummation

devoutly to be wished if we had three percent growth, real

growth, at least, on a long-term basis in GDP. Now, what

that says to me is that even if there were no growth in the

per capita cost, per beneficiary cost, which isn't going to

happen, but even if that were the case, this program alone

would be increasing its share of GDP, modestly compared with

what we've experienced, but increasing it nonetheless with,

I think, very significant implications in terms of what I

want to make as my third point, which is there's an urgency

to this.

It's so easy sometimes —-- not only we're doing

this, but it's so easy to say, well, you know, we've got

another X years before the HI Trust Fund goes broke and

what's the big hurry. And I, having served in the Congress,

I'm well aware that it's sort of a crisis to activate an

organization, and in the case of Social Security, and I was

there then, and part of it, it was only when the trust fund,

the OASDI Trust Fund was about to —— literally did go broke,

it had to borrow money from the HI Fund to get the checks

out in the spring of 1983 —-- that some action was taken.

And I don't see anything in the exact mix here that would
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trigger that kind of an action.

All I'm saying is that since it takes years to

phase in the kind of changes that might be necessary to

provide a more sustainable future for this program, I

wouldn't want the fact that the next few years, let's say,

in this Chart 6, the first four years say, wow, you know,

our kind of total -- our tota