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The Medicare Payment Advisory Commission (MedPAC) is an independent
congressional agency established by the Balanced Budget Act of 1997 (P.L. 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. Appointments are
staggered; the terms of five or six Commissioners expire each year. The Commission
is supported by an executive director and a staff of analysts, who typically have

backgrounds in economics, health policy, and public health.

MedPAC meets 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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The Honorable JD Vance
President of the Senate
U.S. Capitol
Washington, DC 20510

The Honorable Mike Johnson
Speaker of the House

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

Room H-232

Washington, DC 20515

Dear Mister President and Mister Speaker:

[ am pleased to submit the Medicare Payment Advisory Commission’s March 2025 Report to the
Congress: Medicare Payment Policy. This report fulfills the Commission’s legislative mandate to evaluate
Medicare payment issues and make recommendations to the Congress. This report also satisfies
additional legislative mandates to report on payments to rural emergency hospitals and on Medicaid
use and spending in nursing homes.

The report contains 13 chapters:

a chapter that provides a broad context for the report, including Medicare’s overall financial situation
and factors contributing to Medicare spending growth;

a chapter that describes the Commission’s analytic framework for assessing fee-for-service (FFS)
Medicare payment adequacy;

seven chapters that describe the Commission’s recommendations on FFS Medicare payment-rate
updates and related issues to ensure that beneficiaries have access to high-quality care and the
program achieves good value for taxpayers and beneficiaries;

a chapter that describes FFS Medicare beneficiaries’ access to care in ambulatory surgical centers;

a chapter that describes the Medicare Advantage program, including recent trends in enrollment,
plan offerings, and Medicare’s payments to plans, and discusses related issues such as coding
intensity, favorable selection, and market concentration;

a chapter about Medicare’s pharmacy benefit, Part D, that updates trends in enrollment and plan
offerings and includes information about the effects of significant changes happening in 2025, as
implementation of the Inflation Reduction Act of 2022 continues; and



* achapter that describes the Commission’s recommendation to improve beneficiaries’ access to inpatient
psychiatric care by eliminating both the 190-day lifetime limit on covered days in freestanding inpatient
psychiatric facilities (IPFs) and the reduction of the number of covered inpatient psychiatric days available
to some beneficiaries during their initial benefit period.

Our statutory charge is to evaluate available data to assess whether FFS Medicare payments, in aggregate,
are sufficient to support the efficient delivery of care and ensure access to care for Medicare’s beneficiaries.
In this report, we make recommendations aimed at supporting access to high-quality care for Medicare
beneficiaries while giving providers incentives to constrain their cost growth and thus help control program
spending. For 2026, we recommend FFS payment updates above current law for acute care hospitals and
for physician and other health professional services; the payment update specified in current law for
outpatient dialysis providers; no payment update for hospice providers; and payment reductions for skilled
nursing facilities, home health agencies, and inpatient rehabilitation facilities. We also recommend targeting
additional resources to Medicare safety-net hospitals (as well as redistributing current disproportionate-
share and uncompensated-care payments) and to clinicians who furnish care to FFS Medicare beneficiaries
with low incomes.

In addition, we recommend eliminating two long-standing coverage limits on days in freestanding IPFs. If
enacted, this recommendation would improve access to inpatient behavioral health care for some of the most
vulnerable Medicare beneficiaries.

I hope you find this report useful as the Congress continues to grapple with the difficult task of supporting
Medicare beneficiaries’ access to high-quality care while obtaining good value for the program’s expenditures.

Sincerely,

Pl fnS

Michael E. Chernew, Ph.D.
Chair
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Executive summary

The Commission’s goals for Medicare payment policy
are to ensure that Medicare beneficiaries have access
to high-quality care and that the program obtains good
value for its expenditures. To achieve these goals, the
Commission supports payment policies that encourage
efficient use of resources. Payment system incentives
that promote the efficient delivery of care serve the
interests of the taxpayers and beneficiaries who
finance Medicare through their taxes, premiums, and
cost sharing.

By law, the Medicare Payment Advisory Commission
reports to the Congress each March on the Medicare
fee-for-service (FFS) payment systems. We evaluate
the adequacy of FFS Medicare’s payments and

make recommendations for how those payments
should be updated for the policy year in question (in
this report, 2026). For each recommendation, the
Commission presents its rationale, the implications
for beneficiaries and providers, and how spending
for each recommendation would compare with
expected spending under current law. The spending
implications are presented as ranges over one-year
and five-year periods. Unlike official budget estimates
used to assess the impact of legislation, these
estimates do not consider the complete package of
policy recommendations or the interactions among
them. Although we include budgetary implications,
our recommendations are not driven by any single
budget or financial performance target, but instead
reflect our assessment of the payment rates needed
to ensure adequate access to high-value care for FFS
beneficiaries while promoting the fiscal sustainability
of the Medicare program. In this report, we make
recommendations for the following FFS payment
systems: acute care hospital inpatient and outpatient
services, physicians and other health professional
services, outpatient dialysis facilities, skilled nursing
facilities, home health agencies, inpatient rehabilitation
facilities, and hospice providers.

The Commission is also required by law to report to the
Congress each March on the Medicare Advantage (MA)
program (Medicare Part C) and the Part D prescription
drug program. In this report, we provide a status report
on MA, including recent trends in enrollment, plan
offerings, and Medicare’s payment to plans, and we

discuss issues such as MA coding intensity, favorable
selection, and market concentration. We also provide
a status report on Part D that, in addition to providing
information on recent trends in enrollment and plan
offerings, describes the expected effects of significant
changes happening in 2025, as implementation of the
Inflation Reduction Act of 2022 continues.

In this year’s report, we also include a status report

on ambulatory surgical centers and a chapter

that describes our recommendation to improve
beneficiaries’ access to inpatient psychiatric care by
eliminating both the 190-day lifetime limit on covered
days in freestanding inpatient psychiatric facilities
and the reduction in the number of covered inpatient
psychiatric days available to some beneficiaries during
their initial benefit period.

In Appendix A, we list all of this year’s recommendations
and the commissioners’ votes. The Commission’s full
inventory of recommendations, with links to relevant
reports, is available at medpac.gov/recommendation/.

Context for Medicare payment policy

Chapter 1 provides context for this report, and
MedPAC’s work more broadly, by describing Medicare’s
overall financial situation and highlighting factors that
contribute to growth in Medicare spending.

Both national health care spending and Medicare
spending tend to grow more quickly than the U.S.
gross domestic product (GDP)—causing spending in
both sectors to consume growing shares of GDP over
time. In 2023, $4.9 trillion was spent on health care in
the U.S. (equivalent to 17.6 percent of GDP); Medicare
spending made up about S1.0 trillion of this spending
(equivalent to 3.7 percent of GDP).

Total Medicare spending grew at a slower-than-usual
pace during the first year of the coronavirus pandemic
in 2020. Although Medicare spending increased on
COVID-19 testing and treatment and on services that
were made more widely available through waivers of
Medicare’s usual payment rules, this increase was more
than offset by decreased spending on non-COVID-19
care. Since then, Medicare beneficiaries’ health care
spending has generally returned to more typical levels.
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Looking ahead, CMS expects Medicare spending to
grow by about 4 percent per year between now and
the early 2030s, after accounting for economy-wide
price inflation. This increased spending is driven by
Medicare enrollment growth and growth in the volume
and intensity of services that clinicians deliver per
beneficiary. FFS Medicare prices are not a significant
driver of spending growth since they are projected

to grow more slowly than inflation. The shift in
beneficiary enrollment from traditional FFS Medicare
to MA also contributes to Medicare spending growth
since the program pays an estimated 20 percent
more for MA enrollees than it would spend if those
beneficiaries were enrolled in FFS Medicare.

Despite this projected spending growth, the Medicare
program finds itself in a better position financially
than it was a few years ago. After an initial economic
slowdown at the start of the pandemic, the U.S.
economy subsequently experienced strong growth,
yielding higher-than-expected Medicare payroll tax
revenues. At the same time, Medicare beneficiaries
used a lower volume of Part A services than expected
during the pandemic, and future Part A spending (on
hospital inpatient and skilled nursing facility care) is
now projected to be lower than previously estimated.
As a result, the balance in Medicare’s Hospital
Insurance Trust Fund is now projected to be able to
pay for its share of Part A services for a decade longer
than was projected before the pandemic—until 2036
according to the Medicare Board of Trustees, or until
2035 according to the Congressional Budget Office.

Yet pressure to restrain the growth in Medicare’s
overall spending remains. A growing share of general
federal revenues must be transferred to Medicare’s
Supplementary Medical Insurance (SMI) Trust Fund to
help pay for Part B clinician and outpatient services and
Part D prescription drug coverage. For example, the
share of personal and corporate income taxes collected
by the federal government that was transferred to

the SMI Trust Fund to pay for Part B and Part D was

17 percent in 2023 and is projected to increase to 22
percent by 2030, according to the Medicare Trustees.
Further, Medicare’s current rate of spending growth
causes beneficiaries to face higher premiums and cost
sharing over time. The Medicare Trustees estimate
that spending by FFS beneficiaries on Medicare Part B
and Part D premiums and cost sharing consumed

26 percent of the average Social Security benefit in

2024—up from 17 percent 20 years earlier, in 2004. It

is important for policymakers to consider the effect

of raising Medicare’s payments to providers and plans
on beneficiaries’ premiums and cost-sharing liabilities.
Restraining the annual growth in Medicare payments to
providers and plans can help beneficiaries afford their
health care.

One way the Medicare program has kept spending
growth relatively low is by setting payment rates in
certain sectors. Our annual March report recommends
updates to FFS Medicare payment rates for various
types of providers, which can be greater than, less
than, or equivalent to current law, depending on our
assessment of Medicare payment adequacy for each
sector. Our annual June report typically offers broader
recommendations aimed at restructuring the way
Medicare’s payment systems work.

Assessing payment adequacy and updating
payments in FFS Medicare

As required by law, the Commission annually
recommends payment updates for providers paid
under Medicare’s traditional FFS payment systems.
An update is the amount (usually expressed as a
percentage change) by which the base payment for all
providers in a payment system is changed relative to
the prior year. As explained in Chapter 2, we determine
updates by first assessing the adequacy of FFS
Medicare payments for providers in the current year
(2025), by considering beneficiaries’ access to care, the
quality of care, providers’ access to capital, and how
Medicare payments compare with providers’ costs. As
we detail in Chapter 2, we consider several different
types of provider margins, in combination with other
metrics, when assessing these domains. As part of
that process, we examine whether FFS payments will
support access to high-quality care and the efficient
delivery of services, consistent with our statutory
mandate. Finally, we make a recommendation about
what, if any, update is needed for the policy year in
question (in this report, 2026).

This year, we consider recommendations in the
following sectors: acute care hospital inpatient and
outpatient services, physicians and other health
professional services, outpatient dialysis facilities,
skilled nursing facilities, home health agencies,
inpatient rehabilitation facilities, and hospice providers.
The Commission’s goal is to use consistent criteria
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across settings, but because data availability, conditions
at baseline, differences in the external pressures on
each sector, and anticipated changes between baseline
and the policy year may vary, we do not have a standard
formula for producing recommendations based on
these criteria, and our recommended updates vary.

We use the best available data to examine indicators

of payment adequacy and reevaluate any assumptions
from prior years, to make sure our recommendations
for 2026 accurately reflect current conditions. Because
of standard data lags, the most recent complete data
we have are generally from 2023. We use preliminary
data from 2024 when available.

In considering updates to FFS payment rates, we may
make recommendations that redistribute payments
within a payment system to correct biases that may
make treating patients with certain conditions or in
certain areas financially undesirable, make certain
procedures relatively more profitable, or otherwise
result in differences that could undermine access to
care for some beneficiaries. We may also recommend
changes to improve program integrity.

Payment rates set to cover the costs of relatively
efficient delivery of care help induce all providers to
control their costs. Furthermore, FFS Medicare rates
have broader implications for health care spending
because they are used in setting payments for other
government programs and private health insurance.
Thus, while setting prices intended to support efficient
provision of care directly benefits the Medicare
program, it can also affect health care spending across
payers.

Hospital inpatient and outpatient services

General acute care hospitals (ACHs) primarily provide
inpatient medical and surgical care to patients
needing an overnight stay, as well as outpatient
services, including procedures, tests, evaluation and
management services, and emergency care. To pay
hospitals for the facility share of providing these
services, FF'S Medicare generally sets prospective
payment rates under the inpatient prospective
payment systems (IPPS) and the outpatient prospective
payment system (OPPS). In 2023, the FFS Medicare
program and its beneficiaries spent nearly $180 billion
on IPPS and OPPS services, including $6.7 billion in
uncompensated-care payments made under the IPPS.

As described in Chapter 3, indicators of hospital
payment adequacy were mixed. Beneficiary access to
care remained good overall, and hospitals’ all-payer
margin was positive and improved. However, quality
indicators were mixed, and aggregate FF'S Medicare
payments remained well below hospitals’ costs.

Beneficiaries’ access to care—Indicators of beneficiaries’
access to hospital inpatient and outpatient services
suggest that FFS Medicare beneficiaries maintained
good access to care. From fiscal year (FY) 2022 to FY
2023, hospital employment and the number of inpatient
beds increased. The aggregate hospital occupancy rate
of ACH beds remained at 69 percent, and the median
percentage of emergency department patients who

left without being seen remained near 2 percent. The
supply of hospitals was relatively steady, though about
10 more hospitals closed than opened in both 2023

and 2024, and others converted to rural emergency
hospitals. The volume of both inpatient and outpatient
services per FFS Medicare beneficiary increased from
2022 to 2023 (by 1 percent and 2 percent, respectively).
We estimate that hospitals’ FFS Medicare marginal
profit on IPPS and OPPS services—an indicator of
whether hospitals with excess capacity have an
incentive to treat more Medicare beneficiaries—
remained positive in FY 2023.

Quality of care—Hospital quality indicators were mixed.
In FY 2023, FFS beneficiaries’ risk-adjusted hospital
mortality rate was 7.6 percent, an improvement relative
to the 2019 and 2022 level of 7.9 percent. FFS Medicare
beneficiaries’ risk-adjusted readmission rate was 15.0
percent, worse than the previous year (14.6 percent),
but improved relative to the rate in 2019 (15.5 percent).
Most patient-experience measures improved in 2023
but remained below prepandemic levels by at least 1
percentage point.

Providers’ access to capital—From FY 2022 to FY 2023,
hospitals’ all-payer operating margin (the percentage
of revenue from all payers and sources exclusive of
investments and donations that is left as profit after
accounting for all costs) increased from 2.7 percent
to 5.1 percent. However, within this aggregate, there
continued to be substantial variation: A quarter of
hospitals had an all-payer operating margin greater
than 10 percent, and a quarter had an all-payer
operating margin less than -4 percent. In addition,
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the all-payer operating margin continued to be lower
among hospitals with higher values of the Commission-
developed Medicare Safety-Net Index (MSNI). Other
measures of hospitals’ access to capital were positive in
2023: Hospitals’ all-payer total margin (the percentage
of revenue from all payers, sources, and lines of
business that is left as profit after accounting for all
costs) increased over 4 percentage points, hospitals’
borrowing costs increased by less than the general
market, and mergers and acquisitions continued.
Preliminary data suggest further improvement in
hospitals’ access to capital in FY 2024.

FFS Medicare payments and providers’ costs—FFS
Medicare payments for inpatient and outpatient
services continued to be below hospitals’ costs in FY
2023. From 2022 to 2023, exclusive of coronavirus relief
funds, hospitals’ FFS Medicare margin (the percentage
of revenue from FFS Medicare that is left as profit after
accounting for the allowable costs of providing services
to FFS Medicare patients) was stable (from -13.1 percent
to -13.0 percent). Nonetheless, some hospitals—which
we refer to as “relatively efficient”—consistently
achieved much lower costs while still performing
relatively well on a specified set of quality metrics.

The 2023 median FFS Medicare margin among these
relatively efficient hospitals was -2 percent, exclusive
of coronavirus relief funds. For 2025, we project that
hospitals’ FFS Medicare margin will remain stable

at about -13 percent. Similarly, we project that the
median FFS Medicare margin among relatively efficient
hospitals will remain stable at about -2 percent.

Recommendation—The current-law updates to payment
rates for 2026 will not be finalized until summer 2025,
but CMS’s current 2024 forecasts and other required
updates are projected to increase the IPPS and OPPS
base rates by over 2 percent.

The Commission recommends that the Congress
should (1) for 2026, update the 2025 Medicare base
payment rates for general ACHs by the amount
reflected in current law plus 1 percent and (2)
redistribute existing disproportionate-share-hospital
and uncompensated-care payments to hospitals
through the Commission’s MSNI and increase the
MSNI pool by $4 billion (which would be distributed
to hospitals for both their FFS and MA patients). This
recommendation would better target limited Medicare
resources toward those hospitals that are key sources

of care for low-income Medicare beneficiaries and are
facing particularly significant financial challenges.

Rural emergency hospitals—The Consolidated
Appropriations Act (CAA), 2021, requires the
Commission to report annually on payments to rural
emergency hospital (REHs). In 2023, 21 hospitals
converted to REHs. FFS Medicare paid about $10 million
for outpatient hospital services at these REHs and
about $30 million in fixed monthly payments to cover
standby costs. FF'S Medicare’s monthly fixed payments
are three times as high as claims-based payments,
which underscores the importance of fixed payments
for the viability of REHs.

Physician and other health professional
services

Medicare’s physician fee schedule pays for about
9,000 types of medical services—ranging from office
visits to surgical procedures, imaging, and tests—that
are delivered in physician offices, hospitals, nursing
homes, and other settings. The clinicians who are paid
to deliver these services include not only physicians,
advanced practice registered nurses (APRNSs), and
physician assistants (PAs) but also chiropractors,
podiatrists, physical therapists, psychologists, and
other types of health professionals. In 2023, the
Medicare program and its beneficiaries paid $92.4
billion for services billed by about 1.4 million clinicians
and delivered to 28.2 million FFS beneficiaries,
accounting for just under 17 percent of FFS spending.
As described in Chapter 4, most physician payment-
adequacy indicators have remained stable or improved
in 2023 and 2024, but clinicians’ input costs are
estimated to have grown faster than the historical
trend.

Beneficiaries’ access to care—In the Commission’s 2024
survey, Medicare beneficiaries continued to report
access to clinician services that was comparable

with or, in most cases, better than that of privately
insured people. In response to a request from the
House Committee on Appropriations, our survey
began asking respondents to quantify wait times this
year. We found that the number of weeks Medicare
beneficiaries reported waiting for appointments with
new clinicians was comparable with or better than the
wait times reported by privately insured people. Our
findings are consistent with those of other national
surveys, which have found that people ages 65 and

(4 .
XVI Executive summary



older (almost all of whom have Medicare coverage)
report better access to care than younger adults and
that Medicare beneficiaries of any age are more likely
than privately insured people to rate their insurance
coverage positively. Surveys also indicate that the share
of clinicians accepting Medicare is comparable with
the share accepting private insurance, despite private
health insurers paying higher rates. Almost all clinicians
who bill Medicare accept physician fee schedule
amounts as payment in full and do not seek higher
payments from patients for fee schedule services.

The supply of most types of clinicians billing FFS
Medicare has been growing in recent years, although
the composition of the clinician workforce continues to
change, with a rapid increase in the number of APRNs
and PAs, a steady increase in the number of specialists,
and a slow decline in the number of primary care
physicians. For each year between 2016 and 2021, the
number of clinicians who began billing the fee schedule
for the first time was larger than the number who
stopped billing the physician fee schedule.

The number of clinician encounters per beneficiary has
increased over time, with faster growth from 2022 to
2023 (4.3 percent) compared with the average annual
growth rate from 2018 to 2022 (0.5 percent). Growth
rates varied by clinician specialty and type of service.
From 2022 to 2023, the number of encounters per
beneficiary with primary care physicians declined by 0.1
percent while encounters per beneficiary with specialist
physicians increased by 2.7 percent and encounters with
APRNs and PAs increased by 10.1 percent.

Quality of care—We report three population-based
measures of the quality of clinician care: risk-adjusted
ambulatory care-sensitive (ACS) hospitalization rates,
risk-adjusted ACS emergency department (ED) visits,
and patient-experience measures. In 2023, risk-
adjusted rates of ACS hospitalizations and ED visits
remained below (that is, better than) prepandemic
levels and continued to vary across health care
markets. Between 2022 and 2023, patient-experience
scores in FFS Medicare were relatively stable.

Clinicians’ revenues and costs—Clinicians do not
submit annual cost reports to CMS, so we are unable to
calculate their profit margins from delivering services
to Medicare beneficiaries. Instead, we rely on indirect
measures of how Medicare payments compare with the
costs of providing services.

In 2023, payment rates paid by private preferred
provider organization (PPO) health plans for clinician
services were 140 percent of FF'S Medicare’s payment
rates, up from 136 percent in 2022. Survey data suggest
that providers are increasingly consolidating into larger
organizations to improve their ability to negotiate
higher payment rates from private insurers (and to gain
access to costly resources and help complying with
payers’ regulatory and administrative requirements).

Physician fee schedule spending per FFS beneficiary
grew for most types of services in 2023, despite
declines in payment rates for many types of services
from 2022 to 2023. Among broad service categories,
growth rates were 4.2 percent for evaluation and
management services, 4.2 percent for imaging, 3.7
percent for other (i.e., nonmajor) procedures, 7.2
percent for treatments, and 4.9 percent for tests.
Spending per FFS beneficiary declined by 0.1 percent
for major procedures. Growth in clinicians’ input costs
as measured by the Medicare Economic Index (MEI)
has moderated from recent highs reached during the
coronavirus pandemic and is expected to moderate
further in the coming years. MEI growth is projected to
be 3.3 percent in 2024 and 2.8 percent in 2025.

Recommendation—Under current law, in 2026, payment
rates are expected to increase by 0.75 percent for
clinicians in advanced alternative payment models

(e.g., accountable care organization models that involve
some financial risk) and 0.25 percent for all other
clinicians. Given recent high inflation, cost increases in
2026—which are currently projected to be 2.3 percent—
could be difficult for clinicians to absorb. Yet current
payments to clinicians appear to be adequate, based on
many of our indicators.

Given these mixed findings, for calendar year 2026, the
Commission recommends that the Congress replace
the current-law updates to Medicare payment rates
for physician and other health professional services
with a single update equal to the projected increase in
the MEI minus 1 percentage point. Based on CMS’s MEI
projections at the time of this publication, the update
recommendation would be equivalent to 1.3 percent.
Our recommendation would be built into subsequent
years’ payment rates, in contrast to the temporary
updates specified in current law for 2021 through 2024,
which have each increased payment rates for one year
only and then expired.
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To promote adequate access to care for all Medicare
beneficiaries, the Commission also reiterates its March
2023 recommendation that the Congress also should
establish new, permanent safety-net add-on payments
for clinician services furnished to FFS Medicare
beneficiaries with low incomes. The amount of the
add-on payments would differ by clinician specialty.
We estimate that the recommended safety-net add-on
policy would increase the average clinicians’ fee
schedule revenue by 1.7 percent.

We estimate that the combination of the recommended
update and safety-net policies would increase fee
schedule revenue for the average clinician by 3.0
percent above current law, but the effects would differ
by provider specialty and share of services furnished

to low-income beneficiaries. We estimate that the
combined effect of the two policies would increase

fee schedule revenue by an average of 5.7 percent for
primary care clinicians and by an average of 2.5 percent
for other clinicians.

Outpatient dialysis services

Outpatient dialysis services are used to treat the
majority of individuals with end-stage renal disease
(ESRD). In 2023, about 262,000 beneficiaries with ESRD
and on dialysis were covered under FFS Medicare and
received dialysis from more than 7,700 dialysis facilities.
In 2023, the FFS Medicare program and its beneficiaries
spent $8.1 billion for outpatient dialysis services. As
described in Chapter 5, measures of the capacity and
supply of outpatient dialysis providers, beneficiaries’
ability to obtain care, and changes in the volume of
services suggest that Medicare payments are adequate.

Beneficiaries’ access to care—The capacity of dialysis
facilities appears to exceed demand. Between 2022
and 2023, the number of in-center treatment stations
was steady, while the number of FFS and MA dialysis
beneficiaries declined (due to several factors, including
the excess mortality among ESRD patients during the
public health emergency, the decline in the adjusted
rate of new ESRD cases during the last decade, and

the increase in treatments furnished in-home). The 11
percent decline in FFS treatments in 2023 was largely
due to ending the statutory provision that prevented
most dialysis beneficiaries from enrolling in MA plans.
The share of beneficiaries on dialysis enrolled in FFS
Medicare fell by 18 percent in 2021—the first year of the

statutory change—and by about 12 percent annually
between 2021 and 2023. An estimated 17 percent FFS
marginal profit in 2023 suggests that dialysis providers
with excess capacity have a financial incentive to
continue to serve Medicare beneficiaries.

Quality of care—FFS dialysis beneficiaries’ rates of
all-cause hospitalization, ED use, and mortality held
relatively steady between 2022 and 2023, as did
measures of their experience receiving in-center
hemodialysis. The share of beneficiaries dialyzing
at home, which is associated with better patient
satisfaction, continued to grow.

Providers’ access to capital—Information from
investment analysts suggests that access to capital
for dialysis providers continues to be strong. Under
the ESRD prospective payment system (PPS), the two
largest dialysis organizations have grown through
acquisitions of and mergers with midsize dialysis
organizations. In 2023 and 2024, facility closures and
consolidations by each of the two largest dialysis
organizations aimed to reduce overcapacity related to
the increasing use of home dialysis and the decline in
patient census in some markets.

FFS Medicare payments and providers’ costs—FF'S
Medicare payment per treatment in freestanding
dialysis facilities (which provide the vast majority of FFS
dialysis treatments) grew by 3 percent, while cost per
treatment rose by 2 percent between 2022 and 2023.

In 2023, a decline in cost growth was observed across
most cost categories, including capital, ESRD drugs,
and labor. Consequently, the FFS Medicare margin (the
percentage of revenue from FFS Medicare that is left

as profit after accounting for the allowable costs of
providing services to FFS Medicare patients) rose from
-1.1 percent in 2022 to -0.2 percent in 2023. We project
a 2025 aggregate Medicare margin of 0 percent. This
projection does not account for the add-on payments
for new ESRD drugs and phosphate binders in 2024
and 2025, which may increase FFS Medicare payments
relative to facilities’ costs and thus increase the margin.

Recommendation—Under current law, the Medicare
FFS base payment rate for dialysis services is projected
to increase by 1.7 percent in 2026. Though the FFS
Medicare margin is low, other indicators of payment
adequacy are generally positive. Thus, the Commission
recommends that, for calendar year 2026, the Congress
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update the 2025 base payment rate for outpatient
dialysis services by the amount determined under
current law.

Skilled nursing facility services

Medicare covers short-term skilled nursing and
rehabilitation services for beneficiaries in skilled
nursing facilities (SNFs) after a recent inpatient
hospital stay. Most SNFs also furnish long-term care
services not covered by Medicare. In 2023, about
14,500 freestanding SNFs furnished about 1.6 million
Medicare-covered stays to 1.2 million FFS beneficiaries.
In that year, the FF'S Medicare program and its
beneficiaries spent $30 billion on SNF services. As
described in Chapter 6, the indicators of Medicare
payment adequacy for SNF care are mostly positive,
indicating sufficient beneficiary access to SNF care.

Beneficiaries’ access to care—Changes in the indicators
of access to SNFs were mostly positive. The number

of SNFs declined by about 1 percent in 2024, but given
that Medicare is a small share of most nursing homes’
business and that its payment rates are high relative
to costs, it is unlikely that the closures reflect the
adequacy of Medicare’s payments. In 2023, 88 percent
of Medicare beneficiaries lived in a county with three
or more SNFs or swing-bed facilities (rural hospitals
with beds that can serve as either SNF beds or acute
care beds), and this share has remained the same since
2018. Between 2022 and 2023, Medicare-covered SNF
admissions per 1,000 FFS beneficiaries decreased by
12 percent, and Medicare-covered SNF days per 1,000
FFS beneficiaries decreased by 8 percent. In 2023, FFS
Medicare marginal profit (an indicator of whether SNFs
have an incentive to treat more Medicare beneficiaries)
averaged 31 percent for freestanding facilities. This
profit is a strong positive indicator of beneficiary
access to SNF care, though factors other than the

level of payment (such as bed availability or staffing
shortages) could challenge access.

Quality of care—In fiscal years 2022 and 2023, the mean
facility risk-adjusted rate of successful discharge to

the community from SNFs was 50.9 percent, similar

to the rate for the 2021 and 2022 two-year period

(50.7 percent). The mean facility risk-adjusted rate of
hospitalizations was 10.4 percent, similar to the rate

in the 2021 and 2022 period. Lack of data on patient
experience and concerns about the accuracy of

provider-reported function data limit our set of SNF
quality measures.

Providers’ access to capital—The sector continues to
be attractive to investors. In the first six months of
2024, there were 144 publicly announced merger and
acquisition transactions, on pace for record transaction
volume. In 2023, the all-payer total margin—the
percentage of revenue from all payers, sources, and
lines of business that is left as profit after accounting
for all costs—improved from -1.3 percent in 2022 to 0.4
percent in 2023. Total margins may be understated,
given the complex arrangements many nursing homes
have with third parties.

FFS Medicare payments and providers’ costs—From
2022 through 2023, FF'S Medicare payments per day

to freestanding SNFs increased 2.4 percent, while
growth in costs per day increased 3.8 percent. The FFS
Medicare margin for freestanding SNFs (the percentage
of revenue from FFS Medicare that is left as profit
after accounting for the allowable costs of providing
services to FFS Medicare patients) was 22 percent in
2023. Margins varied greatly across facilities, reflecting
differences in costs per day, economies of scale, and
cost growth. We project a FFS Medicare margin for
freestanding SNFs of 23 percent for 2024.

Recommendation—Based on our assessment of the
payment-adequacy indicators above, Medicare’s FEFS
payment rates need to be reduced to align aggregate
payments more closely with aggregate costs. However,
some uncertainty remains about the impact of new
nurse staffing requirements on SNF costs in 2026. The
Commission therefore proposes a modest reduction to
the payment rates and recommends that, for fiscal year
2026, the Congress reduce the 2025 Medicare base
payment rates for SNFs by 3 percent.

Medicaid trends—As required by the Affordable Care
Act of 2010, we report on Medicaid use and spending
and non-FFS Medicare margins in nursing homes.
Almost all SNFs are also long-term care nursing
facilities, and Medicaid finances most long-term care
services provided in SNFs. Between December 2023
and October 2024, the number of Medicaid-certified
facilities declined 1.1 percent, to about 14,300 facilities.
In 2023, FFS Medicaid spending (federal and state)
was $42.5 billion, 5.6 percent more than in 2022. The
average non-FFS Medicare margin (the percentage of
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revenue from all payers, sources, and lines of business
except FFS Medicare SNF services that is left as

profit after accounting for costs) was —-4.1 percent, an
improvement from 2022. The improvement reflects
the increases in Medicaid base payment rates made by
many states.

Home health care services

Home health agencies (HHAs) provide services to
beneficiaries who are homebound and need skilled
nursing care or therapy. In 2023, about 2.7 million
Medicare FFS beneficiaries received care, and the
program spent $15.7 billion on home health care
services. In that year, over 12,000 HHAs were certified
to participate in Medicare. As described in Chapter 7,
the indicators of Medicare payment adequacy for home
health care are generally positive.

Beneficiaries’ access to care—Supply and volume
indicators show that FFS beneficiaries have good
access to home health care. The number of HHAs
participating in the Medicare program increased by

3.4 percent in 2023. However, this increase was due
almost entirely to growth in the number of HHAs in Los
Angeles County, California. Excluding this county, the
number of participating HHAs declined by 2.8 percent.
Still, in 2023, over 98 percent of Medicare beneficiaries
lived in a ZIP code served by at least two HHAs, and

88 percent lived in a ZIP code served by five or more
HHAs. The number of 30-day periods per FFS Medicare
beneficiary declined by 1.8 percent in 2023. This decline
was driven by a decrease in the use of home health care
after acute care hospital discharge, which increased in
2020 and then began to decline, although it remained
higher in 2023 than in prepandemic years. The number
of full 30-day periods per FFS user of home health

was stable at 3.1. The average number of in-person
visits per 30-day period has declined since 2020, but
the decline slowed in 2023. (Due to anomalies related
to cost allocation on the home health cost report, we
were unable to compute the FFS Medicare marginal
profit for 2023.)

Quality of care—During the two-year period from
January 1, 2022, to December 31, 2023, the median risk-
adjusted rate of discharge to the community from HHAs
was 80.6 percent, an increase (improvement) of 1.3
percentage points relative to the median from January
1, 2021, to December 31, 2022. The median rate of

potentially preventable readmissions after discharge was
3.8 percent from January 1, 2021, to December 31, 2023.

Providers’ access to capital—Access to capital is a less
important indicator of Medicare payment adequacy
for home health care because this sector is less capital
intensive than other health care sectors; still, with an
all-payer margin for freestanding HHAs of 8.2 percent
in 2023, many HHAs yield positive financial results

that could appeal to capital markets. Recent years have
seen substantial interest in HHAs by private-equity
and health insurance companies. According to industry
reports, investor interest in home health care services
has slowed since 2023, but the slowdown comes after a
peak period for HHA mergers and acquisitions in prior
years.

FFS Medicare payments and providers’ costs—HHAS’
cost growth exceeded payment growth in 2023, but
FFS Medicare margins for freestanding agencies (the
percentage of revenue from FFS Medicare that is left
as profit after accounting for the allowable costs of
providing services to FFS Medicare patients) remained
high, averaging 20.2 percent. In aggregate, FFS
Medicare’s payments have always been substantially
more than costs under prospective payment: From
2001 to 2022, the FFS Medicare margin for freestanding
HHAs averaged 17.1 percent. The projected FFS
Medicare margin for 2025 is 19 percent.

Recommendation—The Commission’s review of
payment adequacy for Medicare home health services
indicates that FFS Medicare payments are substantially
in excess of costs. Home health care can be a high-
value benefit when it is appropriately and efficiently
delivered. However, FFS Medicare’s current payment
rates far exceed the cost of delivery, and that cost is
largely borne by taxpayers and beneficiaries paying
Part B premiums. On this basis, the Commission
recommends that, for calendar year 2026, the Congress
should reduce the 2025 base payment rate for home
health agencies by 7 percent.

Inpatient rehabilitation facility services

Inpatient rehabilitation facilities (IRFs) provide
intensive rehabilitation services to patients after
illness, injury, or surgery. Inpatient, interdisciplinary
care provided in IRFs is supervised by rehabilitation
physicians and includes services such as physical
and occupational therapy, rehabilitation nursing, and
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speech-language pathology. In 2023, the FFS Medicare
program and its beneficiaries spent $9.6 billion on
404,000 IRF stays in about 1,200 IRFs nationwide. The
FFS Medicare program accounted for about 51 percent
of all IRF discharges. As described in Chapter 8, IRF
payment-adequacy indicators were positive in 2023.

Beneficiaries’ access to care—Between 2022 and 2023,
the number of IRF beds increased by 3 percent. Similar
to the previous year, the aggregate IRF occupancy rate
was 69 percent in 2023, indicating that, in markets with
IRFs, capacity is more than adequate to meet demand.
From 2022 to 2023, the number of FFS Medicare stays
in IRFs increased by about 7 percent, and stays per FFS
beneficiary increased by about 10 percent. Marginal
profit, an indicator of whether IRFs with excess
capacity have an incentive to treat more Medicare
beneficiaries, was 18 percent for hospital-based IRFs
and 40 percent for freestanding IRFs—a very strong
indicator of access.

Quality of care—For the two-year period of 2022
through 2023, the median facility risk-adjusted rate of
successful discharge to the community from IRFs was
67.2 percent, essentially stable from the prior period of
2021 through 2022. The median facility risk-adjusted
rate of potentially preventable readmissions was also
relatively stable at 8.8 percent and was higher (worse)
for freestanding and for-profit providers than hospital-
based and nonprofit providers.

Providers’ access to capital—Between 2022 and

2023, freestanding IRFs’ all-payer total margin (the
percentage of revenue from all payers, sources, and
lines of business that is left as profit after accounting
for all costs) rose from 8 percent to about 10 percent.
For-profit corporations continued to open new IRFs
and enter joint ventures with other organizations,
suggesting strong access to capital. Hospital-based
IRFs access capital through their parent hospitals.

FFS Medicare payments and providers’ costs—In 2023,
IRFs’ average payment per stay increased by less than
1 percent, while average cost per stay declined slightly
after several years of higher growth. As a result, IRFs’
FFS Medicare margin (the percentage of revenue from
FFS Medicare that is left as profit after accounting

for the allowable costs of providing services to FFS
Medicare patients) rose to 14.8 percent, up from 13.7
percent in 2022.

Recommendation—FFS Medicare’s payments to IRFs
must be reduced to more closely align aggregate
payments with aggregate costs. The Commission
recommends that, for fiscal year 2026, the 2025 base
payment rate for IRFs be reduced by 7 percent.

Hospice services

The Medicare hospice benefit covers palliative and
support services for beneficiaries who are terminally ill
with a life expectancy of six months or less if the illness
runs its normal course. When beneficiaries elect to
enroll in the Medicare hospice benefit, they agree to
forgo Medicare coverage for conventional treatment
of their terminal illness and related conditions. FFS
Medicare pays for hospice care for beneficiaries
enrolled in either traditional FFS Medicare or MA. In
2023, more than 1.7 million Medicare beneficiaries
(including more than half of decedents) received
hospice services from about 6,500 providers, and
Medicare hospice expenditures totaled $25.7 billion.

As described in Chapter 9, the indicators of Medicare
payment adequacy for hospice services are positive.

Beneficiaries’ access to care—In 2023, indicators of
beneficiaries’ access to hospice were positive. In 2023,
the number of hospice providers increased by more
than 10 percent as more for-profit hospices entered
the market, a trend that has extended for more than a
decade. The overall share of Medicare decedents using
hospice services increased from 49.1 percent in 2022 to
51.7 percent in 2023, similar to the prepandemic high
of 51.6 in 2019. The number of hospice users and total
days of hospice care also increased. For decedents,
average lifetime length of stay increased by about 1 day
in 2023 to 96.2 days. Between 2022 and 2023, median
length of stay was stable at 18 days. In 2023, Medicare
payments to hospice providers exceeded marginal costs
by 14 percent. This rate of marginal profit suggests that
providers have a strong incentive to treat Medicare
patients and is a positive indicator of patient access.

Quality of care—Scores on the Hospice Consumer
Assessment of Healthcare Providers and Systems were
stable in the most recent period. Scores on a composite
of seven processes of care at admission were very high
and topped out for most providers (meaning scores are
so high and unvarying that meaningful distinctions and
improvement in performance can no longer be made).
The provision of in-person visits at the end of life was

Report to the Congress: Medicare Payment Policy | March 2025 xxi



stable or increased slightly between 2022 and 2023, but
the frequency of nurse visits remained lower than the
prepandemic level.

Providers’ access to capital—Hospices are generally

not as capital intensive as many other provider

types because they do not require extensive physical
infrastructure. Continued growth in the number of
for-profit providers (an increase of more than 10
percent in 2023) and reports of strong investor interest
in the sector suggest that capital is available to these
providers. Less is known about access to capital for
nonprofit freestanding providers, for which capital may
be more limited. Hospital-based and home health-
based hospices have access to capital through their
parent providers.

FFS Medicare payments and providers’ costs—Hospice
FFS margins are presented through 2022 because of
the data lag required to calculate cap overpayment
amounts. Between 2021 and 2022, average cost per day
increased by 3.8 percent. The FF'S Medicare margin
(the percentage of revenue from FFS Medicare that

is left as profit after accounting for the allowable
costs of providing services to FFS Medicare patients)
for 2022 was 9.8 percent, down from 13.3 percent in
2021. If Medicare’s share of pandemic-related relief
funds is included, the aggregate FFS Medicare margin
was about 10.4 percent. Cost growth slowed in 2023,
with hospices’ average cost per day increasing by

3.0 percent. We project a FFS Medicare margin for
hospices of about 8 percent in 2025.

Recommendation—Based on the positive indicators

of payment adequacy and strong margins, the
Commission concludes that current payment rates are
sufficient to support the provision of high-quality care
without an increase to the payment rates in 2026. The
Commission recommends that the Congress eliminate
the update to hospice base payment rates for fiscal
year 2026.

Ambulatory surgical center services:
Status report

Ambulatory surgical centers (ASCs) provide outpatient
procedures to patients who do not require an
overnight stay. As described in Chapter 10’s ASC status
report, in 2023, about 6,300 ASCs treated 3.4 million
FFS Medicare beneficiaries. FF'S Medicare program

spending and beneficiary cost sharing on ASC services
was about $6.8 billion.

The supply of ASCs and volume of services continued
to grow in 2023: The number of ASCs rose 2.5 percent,
and the number of ASC surgical procedures per FFS
beneficiary grew by about 5.7 percent. Numerous
factors have contributed to this sector’s growth

over the past few decades, including changes in
clinical practice and health care technology that

have expanded the provision of surgical procedures

in ambulatory settings. The most common service in
ASCs, which accounted for almost 19 percent of volume
and 19 percent of spending in 2023, was extracapsular
cataract removal with intraocular lens insertion.

Most ASCs are for profit, and geographic distribution
is uneven. The vast majority are located in urban
areas, and the concentration of ASCs varies widely
across states. About 68 percent of the ASCs that
billed Medicare in 2023 specialized in a single clinical
area, of which gastroenterology and ophthalmology
were the most common. The remainder were
multispecialty facilities, providing services in more
than one clinical specialty, of which pain management
and orthopedics were the most common. From 2018
to 2023, the ASC specialties that grew most rapidly
were pain management and cardiology. Relative to
hospital outpatient departments (HOPDs), ASCs

are less likely to provide surgical procedures to FFS
Medicare beneficiaries who are disabled, have Medicaid
coverage, or are age 85 or older.

Medicare spending per FFS beneficiary on ASC services
rose at an average annual rate of 7.8 percent from 2018
through 2022 and by 15.4 percent in 2023. However,
policymakers know little about the costs ASCs incur

in treating beneficiaries because Medicare does not
require ASCs to submit cost data, unlike its cost-

data requirements for other types of facilities. The
Commission contends that ASCs could feasibly provide
such information, as other small providers such as
home health agencies and hospices do. Beginning in
2010 through 2022, the Commission recommended
that the Congress require ASCs to submit cost data
and reiterated this recommendation in 2023 and 2024.
The Commission also encourages CMS to synchronize
measures in the ASC Quality Reporting Program with
measures included in the Hospital Outpatient Quality
Reporting Program to facilitate comparisons between
ASCs and HOPDs.
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The Medicare Advantage program:
Status report

The MA program gives Medicare beneficiaries the
option of receiving benefits from private plans

rather than from the traditional FFS Medicare
program. As described in Chapter 11, in 2024, the MA
program included 5,678 plan options offered by 175
organizations; enrolled about 33.6 million beneficiaries
(54 percent of Medicare beneficiaries with both

Part A and Part B coverage); and paid MA plans an
estimated $494 billion (not including payments for
drug coverage offered by MA plans). To monitor
program performance, we examine MA enrollment
trends, plan availability for the coming year, plan
generosity (including enhanced financial protections
and supplemental benefits), and payments for MA plan
enrollees relative to spending for beneficiaries enrolled
in FFS Medicare. We also provide updates on risk
adjustment, risk-coding practices, favorable selection
of enrollees into MA, the structure of the MA market,
and the current state of quality reporting in MA.

The Commission strongly supports the inclusion of
private plans in the Medicare program. Beneficiaries
should be able to choose among Medicare coverage
options since some may prefer to avoid the constraints
of provider networks and utilization management by
enrolling in FFS Medicare, while others may prefer
features of MA, like reduced premiums and cost-
sharing liability. As evidenced by rapid growth in
enrollment, these additional benefits are attractive
to beneficiaries. Because Medicare pays private plans
a partially predetermined rate—risk adjusted per
enrollee—rather than a per service rate, plans should
have greater incentives than FFS providers to deliver
more efficient care.

The MA program is quite robust, with growth in
enrollment, increased plan offerings, and a near
record-high level of supplemental benefits. From 2018
to 2024, the share of eligible Medicare beneficiaries
enrolled in MA rose from 37 percent to 54 percent. In
2025, the average Medicare beneficiary has a choice of
42 plans offered by an average of eight organizations.

In 2025, we estimate that Medicare will spend about
20 percent more for MA enrollees than it would spend
if those beneficiaries were enrolled in FFS Medicare, a
difference that translates into a projected $84 billion.
These higher payments vary significantly across MA

parent organizations and are not an estimate of plan
profits and administrative expenses. However, they

are the primary source of funding for supplemental
benefits, which include coverage of non-Medicare
services (services not covered by Part A and Part B) and
better financial protection for MA enrollees relative to
beneficiaries in FFS Medicare without supplemental
coverage. The rebates that plans use to finance these
benefits have nearly doubled since 2018 and account
for a projected 17 percent of payments to all MA plans
in 2025, equaling $2,255 annually per enrollee in
conventional plans (including $180 per enrollee for plan
administrative expenses and profit). However, CMS
lacks information about beneficiaries’ use of many of
these benefits.

The relatively higher payments to MA plans are
financed by the taxpayers and beneficiaries who fund
the Medicare program. Higher MA spending increases
Part B premiums for all beneficiaries, including those

in FFS Medicare; the Commission estimates that Part

B premium payments will be about $13 billion higher in
2025 because of higher Medicare payments to MA plans
(equivalent to roughly $198 per beneficiary per year).

The two largest factors responsible for higher
payments to plans in recent years are favorable
selection and coding intensity. “Favorable selection”
into MA occurs when beneficiaries with lower actual
spending relative to their risk score tend to enroll

in MA; it is the extent to which risk-standardized
spending of MA enrollees would be lower than the

FFS average without any intervention from MA plans.
“Coding intensity” refers to the tendency for more
diagnosis codes to be recorded for MA enrollees,
which causes risk scores—and payments—for the same
beneficiaries to be higher when they are enrolled in MA
than they would be if they were in FFS Medicare. Both
favorable selection and coding intensity lead to pricing
errors that cause CMS's risk-adjustment system to set
the payment rate too high for a given MA enrollee.

Favorable selection may stem from a variety of factors,
including differences in enrollees’ propensities for
using care for reasons unrelated to their health,
differences in enrollees’ health status that are not
accounted for by risk scores, and differences in
provider practice styles, among other reasons.
Similarly, MA coding intensity is driven by several
factors, including MA plans documenting diagnoses
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more comprehensively than providers in FFS Medicare
and, in some cases, submitting fraudulent diagnostic
data. Separately identifying all of these factors is
challenging and in many cases is not possible given
available data. However, regardless of the causes, higher
MA coding intensity and favorable selection of enrollees
in MA increase Medicare’s payments to plans. Higher
payments to MA plans fund more generous benefits,
but those higher payments increase Medicare spending
and create an imbalance between the MA and FFS
programs such that policymakers must weigh the added
cost with the unmeasured value of the added benefits.
Past experience with reductions in MA payments

has demonstrated that plans can adjust their bidding
behavior and lessen effects on plan participation

and beneficiary enrollment while achieving program
savings.

The Commission contends that important reforms
are needed to improve Medicare’s policies of paying
and overseeing MA plans. First, reforms are needed
to reduce the level of Medicare payments to MA
plans. Relatively higher levels of payment stem
largely from coding intensity and favorable selection.
Second, the program that is used to reward plans

for better quality is administratively burdensome,
adds significantly to program costs, and does not
meaningfully improve quality, nor does it provide
meaningful quality information for beneficiaries
choosing among MA plans. Third, MA benchmarks
generate a number of inequities, including “cliff”
effects from dividing counties into quartiles, caps on
benchmarks, and benchmarks that are skewed by the
inclusion of FFS-spending data for beneficiaries with
only Part A coverage. Fourth, Medicare must address
the challenges, burdens, and care disruptions for
beneficiaries that stem from the process of choosing
between plans and from changes to provider networks.
Finally, the Commission finds that plan-submitted
data about enrollees’ health care encounters are
incomplete, and we lack information about the use of
many MA supplemental benefits. Without these data,
policymakers cannot fully understand enrollees’ use of
services, which limits policymakers’ ability to oversee
the program and assess the value that enrollees get
from supplemental benefits.

Medicare payments to plans—In 2025, Medicare’s
payments to MA plans will total a projected $538 billion
(about S507 billion excluding projected payments for

enrollees with ESRD). As noted above, we project that
Medicare’s payments to MA plans in 2025 (including
rebates that finance supplemental benefits) will be $84
billion more, or about 20 percent higher, than if MA
enrollees were enrolled in FFS Medicare. This estimate
reflects higher MA coding intensity, even after the
annual CMS coding adjustment; favorable selection of
beneficiaries in MA; setting benchmarks—the maximum
amount Medicare will pay an MA plan to provide Part

A and Part B benefits—above FFS spending in low-
FFS-spending counties; and payments associated with
benchmark increases under the quality-bonus program,
which the Commission contends does not effectively
promote high-quality care.

Favorable selection—We estimate that favorable
selection increased MA payments in 2022 by roughly
10 percent above what the program would have paid
under FFS Medicare. We project that in 2025, favorable
selection will increase MA payments by roughly 11
percent above what the program would have paid
under FFS Medicare, or $44 billion of the $84 billion

in higher total payments to MA plans. We found
relatively little variation in favorable selection by MA
market penetration; that is, we estimate that favorable
selection persists as the share of MA enrollees in

a market increases. In addition, there were larger
favorable-selection effects in MA enrollees with higher
risk scores, implying that selection persists even as
beneficiaries with more expensive health conditions
enroll in MA. In fact, beneficiaries with higher risk
scores can exhibit greater selection because there is
more potential for overprediction. The Commission’s
estimates of favorable selection are reasonably robust
and in line with a growing body of research that also
estimates substantial effects from favorable selection
on Medicare payments to MA plans.

Risk adjustment and coding intensity—We estimate
that in 2023, MA risk scores were about 17 percent
higher than scores for similar FFS beneficiaries due
to higher coding intensity. We project that in 2025,
MA risk scores will be about 16 percent higher than
scores for similar FFS beneficiaries after accounting
for the phase-in of the V28 risk-adjustment model.
CMS reduces all MA risk scores by the same amount
to make them more consistent with FFS coding; CMS
has the authority to impose a larger reduction than
the minimum required by law but has never done so.
In 2025, the adjustment will reduce MA risk scores by
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the minimum amount, 5.9 percent, resulting in MA
risk scores that will remain about 10 percent higher
than they would have been if MA enrollees were in

FFS Medicare. In 2025, higher scores due to coding
intensity will result in a projected $40 billion of the $84
billion in higher total payments to MA plans.

Coding intensity for MA and FFS beneficiaries can
arise for several reasons. We previously identified
mechanisms that contribute to coding differences,
such as health risk assessments and chart reviews, and
we continue to examine why coding practices differ.

In response to a congressional request, we examined
the differing incentives in MA and FFS Medicare

to document diagnoses, and we estimated rates of
documenting chronic conditions in subsequent years
in MA and FFS Medicare. However, because the risk-
adjustment model is calibrated on FFS claims, relatively
higher MA coding intensity—regardless of the reason—
increases payments to MA plans above FFS spending.

In addition, we continue to find that coding intensity
varies significantly across MA plans; 15 percent of MA
enrollees are in plans that have coding intensity that
falls below the 5.9 percent reduction (and even below
FFS levels), and others are in plans that code far above
that amount, including 16 MA organizations with
average coding intensity that is more than 20 percent
higher than FFS levels. Higher coding intensity allows
some plans to offer more supplemental benefits—and
attract more enrollees—than other plans. That result
distorts both the nature of plan competition in MA and
plan incentives to improve quality and reduce costs.

The Commission previously recommended changes

to MA risk adjustment that would exclude diagnoses
collected from health risk assessments, use two

years of MA and FFS diagnostic data, and apply an
adjustment to MA risk scores to address any residual
impact of coding intensity. The Commission expects
that our recommendation, along with the exclusion of
chart reviews from risk adjustment, would reduce the
heterogeneity in estimated coding intensity across MA
organizations.

Quality in MA—The MA quality-bonus program
increases MA payments by about $15 billion annually.
In 2025, 69 percent of MA enrollees are in a plan that
received a quality-bonus increase to its benchmark.
At the same time, beneficiaries in MA and FFS report
similar satisfaction with their coverage. Enrollees

in both MA and FFS tend to rate their coverage and
access to care highly—a trend that has held over time.
For example, scores for all MA and FFS Consumer
Assessment of Healthcare Providers and Systems
survey measures, except annual flu vaccine, were above
80 percent from 2018 to 2023.

The Medicare prescription drug program
(Part D): Status report

As described in Chapter 12, in 2024, Part D paid for
outpatient drug coverage on behalf of more than 54
million Medicare beneficiaries. In 2023, Medicare

and beneficiaries enrolled in Part D made payments

to stand-alone Part D plans (known as PDPs) and
Medicare Advantage-Prescription Drug plans (MA-
PDs) totaling $128.2 billion (about 12 percent of total
Medicare expenditures). Of that amount, Medicare
paid $68.2 billion in subsidies for basic benefit costs
and $43.9 billion in extra financial support for enrollees
who received the low-income subsidy (LIS), while

Part D enrollees paid $16.1 billion in premiums for basic
benefits. Not included in this total is an additional
$18.8 billion in cost sharing paid by enrollees and S0.5
billion in retiree drug subsidies paid by Medicare to
employers who provide drug coverage to their retirees.
Surveys and focus-group findings suggest high overall
satisfaction with Medicare Part D.

Significant changes happening in 2025—The passage

of the Inflation Reduction Act of 2022 (IRA) brought
many changes to the Part D program. One of the most
important changes, the redesign of the Part D benefit
structure, occurs in 2025. The redesign includes key
elements of the Commission’s 2020 recommendations
intended to restore the plan incentives to manage drug
spending that were in place at the start of the program.
Notably, the redesign reduces the role of Medicare’s
reinsurance payments—the cost-based reimbursement
that had paid for most of the costs incurred by
enrollees with high spending—while increasing the role
of capitated direct-subsidy payments.

By adding cost-sharing protections such as the $2,000
annual limit on out-of-pocket costs, the redesign also
substantially shifts liability for drug spending from cost
sharing paid by beneficiaries at the point of sale (POS)
to plans (which increases both enrollee premiums and
the premium subsidies paid by Medicare). By lowering
POS costs and increasing premiums, the redesign
spreads the cost of the prescription drug benefit more
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broadly among enrollees. Because the IRA also places a
limit on the annual increase in average premiums paid
by enrollees, Medicare’s share of program spending has
automatically increased to just over 83 percent (from
the original 74.5 percent) in 2025.

Changes taking place in 2025 and subsequent years are
expected to have wide-ranging impacts on Part D plan
sponsors and their enrollees as well as participants

in the pharmaceutical supply chain. For 2025, the
national average plan bid rose by nearly 180 percent.
The redesign’s increase in plan liability was expected
to raise premiums and Medicare’s upfront payments
for capitated direct subsidies while decreasing the
share of spending paid by Medicare’s reinsurance

and beneficiaries’ costs at the POS. However, greater
variation in bids submitted by Part D plans for 2025
compared with previous years was likely driven by
plans’ uncertainty regarding the effects of the IRA on
benefit costs, for which plans now bear a substantial
portion of the insurance risk.

The Premium Stabilization Demonstration that CMS
implemented for 2025 reduced some of the largest
premium increases observed among the PDPs but will
increase program spending by an estimated S5 billion
in 2025; large variations in premiums remain. Over the
coming years, we expect plan sponsors to adjust to the
redesigned benefit as they gain claims experience while
adapting to the new market dynamics.

Historical trends and concerns about the long-term
stability of the PDP market—Historical data has
continued to show Part D enrollment shifting from
PDPs to MA-PDs. In 2024, PDPs accounted for less
than 43 percent of all Part D enrollees, down from 53
percent in 2020. Trends through 2024 also showed
stable average premiums but significant differences
between PDPs and MA-PDs, in part due to MA-PDs’
ability to use Part C rebates to lower Part D premiums:
The average PDP premium in 2025, weighted by 2024
enrollment, is estimated at $44, while the average MA-
PD premium (including both special-needs plans and
conventional plans) is $14. In 2023, Medicare’s spending
on cost-based reinsurance and the LIS continued to
grow.

Some of the recent trends have raised concerns about
the long-term stability of the PDP market, which
provides drug coverage for FFS beneficiaries and,

critically, ensures that premium-free plan options are
available for individuals with low income and assets.
The shift in Part D’s enrollment from PDPs to MA-PDs
is consistent with the shift in enrollment from FFS to
MA in the broader Medicare program. At the same
time, however, MA-PDs’ ability to offer more generous
prescription drug coverage at lower premiums using
Part C rebate dollars may affect insurers’ willingness
to participate in the PDP market. Misalignment
between Medicare’s payments to Part D plans and their
enrollees’ drug costs could also create disincentives
for insurers to participate in the PDP market. Part D’s
risk adjustment has historically paid MA-PDs relatively
more compared with their actual average costs while
paying relatively less to PDPs compared with their
actual average costs. Those inaccuracies may result
from differences in management of drug spending,
differences in coding behavior, or some combination
of the two. To try to address the inaccuracy in Part

D’s risk-adjustment model, CMS is using a separate
normalization factor for MA-PDs and PDPs in 2025.
Despite a significant drop in PDP offerings across the
country, in 2025 each beneficiary continues to have

at least 12 PDPs from which to choose and roughly 30
MA-PDs.

Eliminating Medicare’s coverage limits on
stays in freestanding inpatient psychiatric
facilities

In Medicare, coverage of treatment in freestanding
inpatient psychiatric facilities (IPFs) is subject to
limitations—a 190-day lifetime limit on days in IPFs
and a reduction of inpatient psychiatric benefit days
available in the initial benefit period for beneficiaries
who are in freestanding IPFs on their first day of
Medicare entitlement. (Under Part A, a beneficiary’s
initial Medicare benefit period can span 150 days: 60
full-benefit days, 30 days with Part A coinsurance,
and 60 lifetime reserve days.) These provisions were
established in 1965 (with the implementation of
Medicare), when most inpatient psychiatric care took
place in state- and locally run freestanding facilities.
However, the landscape has changed substantially

in the last 60 years, and the provision of inpatient
psychiatric services has shifted away from longer-
term custodial-type care in government-run facilities
to acute psychiatric care in privately owned facilities.
In 2023, only 4 percent of Medicare-covered IPF days
were in government-run freestanding IPFs, while 35

(4 .
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percent were in privately owned freestanding IPFs. The
remaining 60 percent of Medicare inpatient psychiatric
days took place in hospital-based IPFs, which are not
subject to these limitations.

A small but highly vulnerable group of beneficiaries is
affected by Medicare’s coverage limits on freestanding
IPFs. As of January 2024, since their initial enrollment
in Medicare, about 40,000 Medicare beneficiaries

had exhausted their coverage in freestanding IPFs.

An additional 10,000 Medicare beneficiaries were
within 15 days of the 190-day limit. In 2023, among the
Medicare beneficiaries who were near or at the 190-
day limit, over 70 percent were under 65 (disabled)

and 84 percent had low incomes. Eighty percent of

FFS Medicare beneficiaries near or at the limit had

a diagnosis of schizophrenia in the prior year; these
beneficiaries also were more likely than other IPF users
to have “dual” diagnoses of schizophrenia or depressive
order with substance abuse disorder.

Medicare beneficiaries reaching the limit may still
obtain psychiatric care from hospital-based IPFs

or general acute care hospitals, but an alternative
setting may be difficult to find, be disruptive to care,
and potentially be a less appropriate setting for the
beneficiary. We compared beneficiaries who were near
or at the 190-day limit with a group of beneficiaries
who were further away from the limit but had a similar
history of previous freestanding IPF use. We found that
beneficiaries affected by the limit had an average of
2.4 covered days in a freestanding IPF compared with
7.6 covered days for the comparison group, suggesting

that freestanding IPF days could increase by about 5
days on average if the limit were removed. However,
beneficiaries affected by the limit had 5.0 covered days
in a hospital-based IPF compared with 2.8 days for
those in the comparison group, indicating that some
substitution away from hospital-based IPFs would
occur in the absence of the limit. Beneficiaries affected
by the limit had an average of 2.2 fewer days of covered
inpatient psychiatric care than beneficiaries in the
comparison group, indicating that overall covered days
for inpatient psychiatric services would likely increase
if the limit were removed.

The Commission recommends that the Congress
eliminate the 190-day lifetime limit on covered days

in freestanding IPFs and the reduction of the number
of covered inpatient psychiatric days available

during the initial benefit period for new Medicare
beneficiaries who received care from a freestanding IPF
on and in the 150 days prior to their date of Medicare
entitlement. Eliminating the limits on psychiatric
services in freestanding IPFs would improve access

to inpatient psychiatric care for some of the most
vulnerable Medicare beneficiaries and would better
align Medicare’s coverage of inpatient psychiatric
services with coverage for other types of medical care.
Continued work to ensure that Medicare beneficiaries
are receiving high-quality inpatient psychiatric care
and are transitioned appropriately to the community
upon discharge is critically important. The Commission
will continue to monitor access and quality of care for
beneficiaries who use IPF services. B
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Chapter summary

Each March, the Commission reports to the Congress on Medicare’s
various fee-for-service (FFS) payment systems, the Medicare Advantage
(MA) program, and the Medicare Part D prescription drug program. To
provide context for the information presented in this report, this chapter
describes Medicare’s overall financial situation and highlights factors

contributing to growth in Medicare spending.

Trends in national health care and Medicare spending

Both national health care spending and Medicare spending tend to

grow more quickly than the U.S. gross domestic product (GDP)—causing
spending in both sectors to consume growing shares of GDP over time. In
2023, $4.9 trillion was spent on health care in the U.S. (equivalent to 17.6
percent of GDP); Medicare spending made up about $1.0 trillion of this
spending (equivalent to 3.7 percent of GDP).

During the first year of the recent coronavirus pandemic, Medicare
spending grew more slowly than usual (if short-term loans paid by
CMS to providers are not included). Although spending increased on
COVID-19 testing and treatment and on services that were made more
widely available through waivers of Medicare’s usual payment rules, the

increase was more than offset by decreased spending on non-COVID-19
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care. Since then, Medicare beneficiaries’ health care spending has generally
returned to more typical levels. Looking ahead, CMS expects Medicare
spending to grow by about 4 percent per year between now and the early
2030s, after accounting for economy-wide price inflation. This increased
spending is driven by Medicare enrollment growth and growth in the volume
and intensity of services clinicians deliver per beneficiary. Medicare prices
are not a significant driver of spending growth since they are projected to

grow more slowly than inflation.

Alonger-term trend contributing to increased Medicare spending is the
growing enrollment in MA plans. MA plans may be attractive to beneficiaries
because they can offer reduced cost sharing for many services, a cap on
enrollees’ annual out-of-pocket spending for covered services, and coverage
of some items and services that are not covered by FFS Medicare—often

at no additional premium beyond beneficiaries’ Part B premiums. But the
Commission estimates that in 2025 Medicare will spend an estimated 20
percent more for MA enrollees than it would spend if those beneficiaries were
enrolled in FFS Medicare. The features of MA payment policy that drive those
relatively higher payments may contribute to increased Medicare spending in

the future.

Medicare’s financial outlook has recently improved despite
challenges

Although Medicare spending is projected to grow in the coming years, the
program finds itself in a better position financially than a few years ago. After
an initial economic slowdown at the start of the pandemic, the U.S. economy
subsequently experienced strong growth, yielding higher-than-expected
Medicare payroll-tax revenues. At the same time, Medicare beneficiaries used
a lower-than-expected volume of Part A services during the pandemic, and
future Part A spending (on hospital inpatient and skilled nursing facility care)
is now projected to be lower than previously estimated. As a result, the Part A
trust fund is now projected to be able to pay for its share of Part A services for a
decade longer than was projected before the pandemic—until 2036, according
to the Medicare Board of Trustees, or 2035, according to the Congressional
Budget Office.

Yet pressure to restrain the growth in Medicare’s overall spending remains.
A growing share of federal revenues must be transferred to Medicare’s
Supplementary Medical Insurance (SMI) Trust Fund to help pay for spending

on Part B (clinician services and outpatient fees) and Part D (prescription drug
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coverage). For example, the share of personal and corporate income taxes
collected by the federal government that was transferred to the SMI Trust Fund
to pay for Part B and Part D was 17 percent in 2023 and is projected to increase
to 22 percent by 2030, according to Medicare’s Trustees.

Increasing Medicare spending puts pressure on beneficiaries

In 2023, Medicare spent an average of $16,710 per beneficiary on Part A, Part
B, and Part D benefits—almost $3,000 more than in 2019 according to the
Medicare Trustees. As Medicare spending grows, it affects beneficiaries’
ability to afford health care by raising their premiums and cost sharing. The
Medicare Trustees estimate that spending by FFS beneficiaries on Medicare
Part B and Part D premiums and cost sharing consumed 26 percent of the
average Social Security benefit in 2024—up from 17 percent 20 years earlier,
in 2004. Although only 6 percent of Medicare beneficiaries reported having
problems paying a medical bill according to CMS’s 2022 Medicare Current
Beneficiary Survey (which includes enrollees in both FFS Medicare and MA),
some subpopulations experience affordability issues at higher rates. For
example, among beneficiaries under the age of 65 (most of whom are disabled),
18 percent reported problems paying a medical bill. Among partial-benefit
dually eligible beneficiaries (who do not qualify for the same Medicaid benefits
that full-benefit dually eligible beneficiaries receive), 28 percent reported

this problem. And among beneficiaries enrolled in FF'S Medicare with no
supplemental coverage, 12 percent reported this difficulty. Since a notable
share of beneficiaries already report having a hard time affording health care,
it is important for policymakers to consider the effect of raising Medicare’s
payments to providers and plans on beneficiaries’ premiums and cost-sharing
liabilities. Restraining the annual growth in Medicare payments to providers

and plans can help beneficiaries better afford their health care.

The Commiission’s recommendations aim to obtain good value
for the program’s expenditures

One way the Medicare program has kept spending growth relatively low is

by setting payment rates in certain sectors. The Commission’s annual March
report recommends updates to Medicare payment rates for various types

of providers for a given year. These recommended updates can be positive,
neutral, or negative, depending on our assessment of the adequacy of Medicare
payments in a given sector. Our annual June report typically offers broader
recommendations aimed at restructuring the way Medicare’s payment systems

work. For example, we have recommended changing how payments for MA
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plans are calculated and adopting site-neutral payments for services that can
safely be provided in more than one clinical setting. A list of the Commission’s
recommendations, with links to relevant report chapters, is available at www.
medpac.gov/recommendation. The Commission’s recommendations are based
on our review of the latest available data and aim to obtain good value for
expenditures—which means maintaining beneficiaries’ access to high-quality

services while encouraging efficient use of resources. m
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Every March, the Commission reports to the Congress
on Medicare’s various fee-for-service (FFS) payment
systems, the Medicare Advantage (MA) program, and
the Medicare Part D prescription drug program. To
provide context for the information presented in

this report, this chapter describes Medicare’s overall
financial situation and highlights factors contributing
to Medicare’s spending growth.

National health care spending usually
grows faster than GDP

In 2023, the U.S. spent $4.9 trillion on health care
(Martin et al. 2025). Since national health care spending
usually grows faster than the U.S. gross domestic
product (GDP), it has made up an increasing share of
GDP over time (Figure 1-1, p. 8).

National health care spending temporarily diverged
from this historical trend during the recent coronavirus
pandemic—sharply increasing as a share of GDP in
2020 before falling just as sharply in 2021 and 2022
(reflected in the spike in Figure 1-1, p. 8). The sharp
increase in 2020 occurred because national health
care spending increased by 10.4 percent that year—
largely due to one-time federal spending for vaccine
development and health facility preparedness and to
provide additional support for health care providers—
while the country’s GDP shrank (Hartman et al. 2024,
Martin et al. 2025). In 2021 and 2022, national health
care spending as a share of GDP then fell as GDP grew
rapidly and pandemic-related funding tapered off
(Martin et al. 2025).

In 2023, spending trends began to return to historical
norms, with national health care spending growing
faster (7.5 percent) than GDP (6.6 percent)—causing
health care spending to rise from 17.4 to 17.6 percent of
GDP (Martin et al. 2025). Health care spending growth
accelerated in 2023 in part because the share of the
population with health insurance reached an all-time
high of 92.5 percent (Martin et al. 2025). Coverage
gains were driven by a substantial increase (5.8 million
people) in the number of people with direct-purchase
Marketplace plans from 2020 to 2023, which was

facilitated by the availability of enhanced subsidies
beginning partway through this period. An even larger
number of people (15.5 million people) gained coverage
through Medicaid from 2020 to 2023 due to a change
in law that allowed states to keep people continuously
enrolled in Medicaid during the pandemic.! The overall
share of the U.S. population with health insurance

is expected to decline by 1 percentage point to 2
percentage points in coming years as this Medicaid
policy expires and as subsidies for direct-purchase
Marketplace plans are scaled back (Centers for
Medicare & Medicaid Services 2024i, Fiore et al. 2024).2

Another driver of growth in national health care
spending in 2023 was the increasing volume and
intensity of health care services used per patient that
year (particularly hospital care and clinician services)
among both Medicare beneficiaries and the privately
insured (Martin et al. 2025). Consumers also used a
more expensive mix of retail prescription drugs in 2023,
with more higher-cost and newer brand-name drugs,
and drug prices increased faster in 2023 than in 2022,
in general (Martin et al. 2025). Consistent with most
years in the prior decade and a half, in 2023 spending
per person grew faster for privately insured people (9.7
percent) than for Medicare beneficiaries (5.9 percent)
(Centers for Medicare & Medicaid Services 2024h).

Looking ahead, national health care spending is
projected to continue to outpace growth in GDP during
the next decade, in part because medical prices are
expected to grow faster than economy-wide prices
over the period (Fiore et al. 2024). (For a discussion of
the role played by provider consolidation in increasing
health care prices, see the text box (pp. 9-11).) Other
drivers of growth in health care spending in the
coming decade are the aging of the U.S. population and
demand for health care that is expected to outpace
income growth (Fiore et al. 2024).

Medicare spending is projected to
double in the next 10 years

During the first year of the coronavirus pandemic,
Medicare spending grew more slowly than usual (by

3.7 percent) (Martin et al. 2025). Although spending
increased on COVID-19 testing and treatment and on
services that were made more widely available through
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Health care spending has grown as a share of the country’s GDP
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waivers of Medicare’s usual payment rules, the
increase was more than offset by decreased spending
on non-COVID-19 care (Boards of Trustees 2024,
Hartman et al. 2022). Medicare spending then grew
at higher rates in subsequent years (by 7.3 percent in
2021, 6.4 percent in 2022, and 8.1 percent in 2023), as
Medicare beneficiaries’ use of most types of health
care services rebounded (Martin et al. 2025). In 2023,
growth in Medicare spending was also driven by
provisions in the Inflation Reduction Act of 2022 (IRA)
that increased the generosity of the Part D benefit

by limiting beneficiary cost sharing for insulins and
requiring coverage of vaccines with no cost sharing
(Martin et al. 2025). (We say more about the expected

effects of this law’s changes to Part D later in this
chapter.) Other factors that contributed to Medicare
spending growth in 2023 were increasing use of
outpatient hospital services, increases in Medicare’s
payment rates for inpatient and outpatient hospital
services, and a rapid increase in the use of brand-
name antidiabetic drugs (Martin et al. 2025).

In recent years, FF'S Medicare enrollment has declined
and enrollment in MA plans (which cost the Medicare
program more per beneficiary than FFS coverage) has
rapidly increased. As a result of this shift, by 2023 MA
plans covered 48 percent of Medicare beneficiaries and
constituted 52 percent of Medicare spending (up from
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Health care providers continue to consolidate and obtain higher prices

ver the last several decades, health care

providers have pursued horizontal mergers

and vertical acquisitions—in part to obtain
higher payment rates both from Medicare and
private payers.

Consolidation can lead to higher payment rates

from Medicare because when a hospital acquires a
clinician practice, the hospital can sometimes bill a
“facility” fee (in addition to the physician’s fee) each
time a Medicare beneficiary is seen in the hospital-
owned practice located on the hospital campus. The
combination of the facility fee and the physician’s fee
results in hospitals’ on-campus physician practices
receiving higher Medicare rates than independent
physician practices. The Commission has
recommended eliminating this payment differential
by applying “site-neutral” payment rates for certain
services provided in hospitals’ on-campus practices,
which would reduce incentives to shift the billing of
Medicare services from low-cost settings to high-
cost settings and would result in lower Medicare
program spending and lower beneficiary cost
sharing. Hospitals and physician practices could still
vertically integrate if they believed integration would
create true efficiencies that improve quality or lower
provider costs.

Consolidation can also lead to higher payment

rates from private payers, by increasing a provider’s
market power. Consolidated providers are often in a
stronger bargaining position when negotiating rates
with private insurers (Baker et al. 2014, Beaulieu

et al. 2023, Beaulieu et al. 2020, Cooper et al. 2015,
Gaynor and Town 2012, Medicare Payment Advisory
Commission 2020, Medicare Payment Advisory
Commission 2017, Whaley et al. 2022). When
hospitals acquire physician practices and create a
vertically integrated entity, it can also make it more
difficult for competing hospitals to enter the market
since the new hospital does not have a built-in
network of practices referring patients to them.
Some have also argued that tying physician and
hospital services together can create shared market
power and thus increase commercial payment

rates (Curto et al. 2022). While market power and
commercial-insurer payment rates vary widely from
market to market and even from hospital to hospital
within a market, commercial hospital prices average
more than twice Medicare rates, and commercial
physician rates are in the range of 20 percent to

60 percent above Medicare rates (Chernew et al.
2020, Congressional Budget Office 2022, KFF 2020,
Medicare Payment Advisory Commission 2017,
Whaley et al. 2024, Whaley et al. 2022).

Obtaining higher payment rates is not the only
reason providers consolidate. According to a 2022
survey by the American Medical Association (AMA),
physicians also sell practices to hospitals or health
systems to gain access to costly resources and to
get help meeting regulatory and administrative
requirements (Kane 2023).

While market forces have resulted in commercial
insurers’ prices being significantly above Medicare
rates, physicians nevertheless accept Medicare and
commercial patients at comparable rates (American
Medical Association 2023b, Schappert and Santo
2023). Clinicians may accept fee-for-service (FFS)
Medicare despite lower payment rates because

FFS Medicare patients make up a large share of
physicians’ patients and clinicians often face fewer
administrative burdens from FFS Medicare than
from private payers. A recent AMA survey found
that physicians complete an average of 45 prior
authorization requests per week, requiring 14 hours
per week of staff time, and 35 percent of physicians
have dedicated staff who work exclusively on
completing prior authorizations (American Medical
Association 2023a). In contrast, FFS Medicare
generally requires no prior authorization for
services and is known as a prompt payer since it is
required to pay “clean” claims within 30 days and
must pay providers interest on any late payments.
The relative lack of utilization management and the
administrative simplicity of billing FFS Medicare
may help offset the program’s lower payment

rates. Another factor that may boost Medicare’s
acceptance rates is that almost all hospitals accept

(continued next page)
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Health care providers continue to consolidate and obtain higher prices (cont.)

Medicare patients, and hospitals may expect their
employed physicians to take Medicare patients given
the important role these patients play in hospitals’
missions and revenue streams.

An increasing array of entities are
acquiring provider organizations

In previous decades, provider consolidation mainly
involved like-types of provider organizations (e.g.,
hospitals merging with other hospitals) or different
types of provider organizations that had referral
relationships between them (e.g., hospitals acquiring
physician practices in their area). As we noted in our
March 2020 report to the Congress, the share of
hospital markets that were “super” concentrated—
with a single dominant health system that accounted
for a majority of hospital discharges—rose from 47
percent in 2003 to 57 percent in 2017 (Medicare
Payment Advisory Commission 2020).> And by 2021,
52 percent of all physicians were affiliated with

a health system (Contreary et al. 2023). Hospitals
have also been consolidating across markets, which
could also increase market power with common
customers across markets (Fulton et al. 2022).

In recent years, nonprovider organizations have also
acquired provider organizations. Private insurers
have acquired physician groups, medical centers,
and urgent care facilities as well as their own

pharmacy benefit managers, pharmacies, and data
analytic firms (Herman 2022). UnitedHealth Group’s
Optum Health is now reported to be the largest
employer of clinicians in the U.S., with 130,000
employed or aligned clinicians (Emerson 2023,
UnitedHealth Group 2023). By employing physicians,
insurers may be able to better coordinate care and
gain physician cooperation in cost-control efforts
such as prescribing generic drugs. They also may be
able to generate more extensive diagnosis coding,
which can yield higher payments to both insurers
and physicians in some capitated payment models.
In addition, buying physician practices could allow
insurers to shift profits to owned physician practices
as a way to avoid being constrained by medical-loss-
ratio regulations that limit the share of premiums
that insurers are allowed to keep as profit (Frank and
Milhaupt 2023).

Companies that have not traditionally participated

in health care, such as Amazon, have also begun
acquiring primary care practices and providing
telehealth visits (Landi 2022). It remains to be seen
whether these types of nontraditional players

will remain in the health care industry long term.
Walmart recently closed all of its primary care
clinics, stating that it did not “see a path to achieving
an acceptable level of profitability” (McMillon 2024).

(continued next page)

covering 37 percent of enrollees and constituting 39
percent of Medicare’s spending in 2019 (Martin et al.
2025, Martin et al. 2021)).4

Looking ahead, Medicare spending is projected to grow
faster than spending by all other types of payers over
the next decade: Between now and the early 2030s,
CMS expects Medicare spending to grow by 7 percent
to 8 percent per year (Fiore et al. 2024). This increase
will cause Medicare spending to nearly double over a

10-year period—growing from $1.0 trillion in 2023 to
$1.9 trillion in 2032 (Figure 1-2, p. 12). (These amounts
include Medicare program spending and beneficiaries’
premiums but not beneficiaries’ cost sharing.)

A number of factors are expected to affect Medicare
spending in the coming years. For one, Medicare
enrollment in Part A and Part B will increase by about
2 percent per year as the baby-boom generation
continues to age into the Medicare program
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Health care providers continue to consolidate and obtain higher prices (cont.)

Private-equity funds have been investing in provider
organizations as well, targeting certain specialties

in certain geographic markets. One report suggests
a dramatic increase in private-equity deals, from

75 practice acquisitions in 2012 to 484 deals in 2021
(Scheffler et al. 2023). That study found that in

108 markets, a private-equity company’s physician
practices had a 30 percent or larger market

share. It is possible that the so-called “roll-up” of
small practices in specific specialties (combining
independent practices into a larger group) could
result in greater market power and profits. However,
past efforts of private equity to employ emergency
department physicians have not always been
financially successful (Knauth 2023).

Effect of provider consolidation on
quality is unclear

There is limited information on the effects of
horizontal consolidation and vertical integration
on quality. Most of the older literature suggests
that consolidation increases prices without
improving quality. Some literature suggests a
lack of competition may hurt quality (Gaynor

et al. 2017). However, the effect of horizontal
consolidation and vertical integration on quality

is less clear than the effect of consolidation on
price. A study that examined the longitudinal
effects of hospital mergers on quality found that
“hospital acquisition by another hospital or hospital
system was associated with modestly worse

patient experiences and no significant changes in
readmission or mortality rates. Effects on process
measures of quality were inconclusive” (Beaulieu et
al. 2020). Meanwhile, a cross-sectional comparison
of vertically integrated practices and independent
physician practices found that physicians employed
by a hospital system received substantially higher
prices from commercial insurers (12 percent to

26 percent higher, on average, depending on the
service) and had “marginally better” performance
on clinical process and patient-experience
measures than independent practices (Beaulieu

et al. 2023). For example, 77.3 percent of system
physicians’ patients rated their physician a 9 or a 10
on a 10-point scale compared with 76.0 percent of
patients seeing independent physicians (a difference
that was statistically significant (p < 0.001)). Given
the design of the study, we do not know whether
the large systems’ slightly better performance on
process and patient-experience measures is due to
the structure and size of the integrated systems or
due to the systems’ selection of clinicians. m

(Table 1-1, p. 13). During this same period, the number
of people with private health insurance is expected to
decline and Medicaid enrollment is expected to grow
slightly (Fiore et al. 2024)).

Medicare spending is also expected to grow due to

an increase in the volume and intensity of services
delivered per beneficiary, which is projected to rise by
an average of 2.8 percent per year in the coming years
(Table 1-1, p. 13). An example of increasing volume and
intensity of service delivery is when newer, higher-
resolution computed tomography (CT) scans identify
potential issues that might not have been identified

by lower-resolution CT scans, and those issues are
then pursued through additional clinical workup.
Intensity can also increase when providers furnish
more complex, higher-priced services in place of less
complex, lower-priced services. For example, analyses
of claims data show an increase in recent years in the
share of visits billed as involving a “moderate” level of
medical decision-making rather than a “low” level of
medical decision-making, shown in Figure 1-3 (p. 13).

The demographic mix of beneficiaries in the program is
not expected to cause a significant increase in spending
over the next 10 years (shown in Table 1-1, p. 13). To the

Medpac
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Medicare spending is projected to double in the next 10 years
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Source:2024 annual report of the Boards of Trustees of the Medicare trust funds, Table V.H4; CBO’s June 2024 baseline projections for the Medicare

program.

contrary, the average Medicare beneficiary has been
getting younger and healthier in recent years, as the
baby-boom generation ages into Medicare (Boards

of Trustees 2024). And the Medicare beneficiaries
who survived the recent coronavirus pandemic are
now healthier, on average, than beneficiaries before
the pandemic began—which has lowered actuaries’
projections of Medicare’s per capita spending through
2029 (Boards of Trustees 2024).

But in the 2030s, as the baby-boom generation

begins to reach older ages, this demographic shift

will contribute to increased spending per beneficiary
since spending generally increases with age (Medicare
Payment Advisory Commission 2024a). The aging

of the baby-boom generation will contribute to

increased spending per beneficiary through about
2045 (Boards of Trustees 2024).

Medicare spending projections are also influenced

by the IRA's prescription drug provisions—some of
which are expected to increase Medicare spending and
some of which are expected to decrease it.5 In 2025,
the redesigned Part D benefit is expected to lower
beneficiaries’ out-of-pocket costs, on average—which
is expected to put upward pressure on Medicare
spending and premiums. Other changes in this law
increase plan sponsors’ share of insurance risk, which,
in turn, could result in stronger incentives for plans to
manage drug spending. (For a detailed status report
on the Part D program, see Chapter 12.) In addition,
beginning in 2026, the point-of-sale prices paid by
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TABLE

1-1 Factors contributing to Medicare’s projected spending
growth, 2024-2033 (after subtracting economy-wide inflation)

Average annual percent change in:

Beneficiary Volume and Medicare’s
Medicare Medicare prices Number of demographic intensity of projected spending
Part (minus inflation) beneficiaries mix services used (minus inflation)
Part A 0.1% 19% -0.2% 1.6% 3.4%
Part B -0.9 2.0 01 37 4.8
Part D -0.4 2.7 -0.2 2.8 31
Total -0.4 N/A* -0 28 4.1

Note:  N/A (not applicable). Includes Medicare Advantage enrollees. “Medicare prices” reflects Medicare's annual updates to payment rates (not
including inflation, as measured by the Consumer Price Index), total-factor productivity reductions, and any other reductions required by law
or regulation. "Beneficiary demographic mix” adjusts for age, sex, and time to death. “Volume and intensity” refers to the residual after the
other three factors shown in the table (growth in Medicare prices, number of beneficiaries, and beneficiary demographic mix) are removed.
“Medicare’s projected spending” is the product of the other columns in the table. The “total” row is the sum of the other rows of the table, each
weighted by its part's share of total Medicare spending in 2023.

* Not applicable because there is beneficiary overlap in enrollment in Part A, Part B, and Part D.

Source: MedPAC analysis of data from the 2024 annual report of the Boards of Trustees of the Medicare trust funds.

Clinicians increasingly use billing code 99214 instead of 99213
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Note: Current Procedural Terminology (CPT) codes 99213 and 99214 pertain to office/outpatient visits with established patients that involve a
medically appropriate history and/or examination; CPT code 99213 refers to visits involving a “low” level of medical decision-making and/
or 20-29 minutes of practitioner time, while CPT code 99214 refers to visits involving a “moderate” level of medical decision-making and/or
30-39 minutes of clinician time. Before 2021, code definitions were more prescriptive about the content of these visits and did not allow time
alone to justify the use of one of these codes.

Source: Part B National Summary Data Files, 2011-2022, from CMS.
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Expanded coverage of GLP-1drugs is expected to increase Part D spending

class of drugs called glucagon-like peptide-1
A receptor agonists (GLP-1s) is garnering
increased attention from the public
and policymakers, with several products in the
class recently approved by the Food and Drug
Administration (FDA) to support weight loss and
reduce the risk of adverse cardiovascular events
(NovoMedLink 2024c). The first GLP-1 prescription
medication was initially approved in 2005 to assist
with glycemic control in individuals with Type 2
diabetes. Over time, several more GLP-1s were
approved, and developers realized that at higher
doses, these products could assist with weight loss.
Currently, there are three drugs that have both a
low-dose version for glycemic control in patients
with Type 2 diabetes and a second, higher-dose
version (typically with a different name) approved
for weight loss.”

In clinical trials, patients on newer versions of these
medications have achieved an average weight loss of
between 17 percent and 21 percent compared with

7 percent for the first GLP-1 drug (Lilly Medicine
2024, NovoMedLink 2024a, NovoMedLink 2024b,

Rodriguez et al. 2024). Early evidence, however,
suggests that some patients may stop use of such
products before achieving clinically meaningful
results.®

By statute, Medicare Part D is prohibited from
covering drugs for weight loss, so GLP-1s have been
available only for the treatment of Type 2 diabetes
so far (P.L. 108-173).° However, recent approvals of
new indications by the FDA are expected to increase
access to GLP-1s for Part D enrollees. The new
indications would allow Medicare to cover GLP-1s
when used to reduce the risk of cardiovascular
death, heart attack, and stroke and to treat
moderate to severe obstructive sleep apnea in adults
with obesity or overweight (Cubanski et al. 2024,
Food and Drug Administration 2024a, Food and
Drug Administration 2024b, Frieden 2024). Medicare
coverage of GLP-1s could be expanded to other
indications in the coming years: A recent clinical trial
showed significant risk reduction for major kidney
disease (American Diabetes Association 2024), and
another study has shown a reduction in the risk

of developing various obesity-related cancers in

(continued next page)

Part D plans and coinsurance paid by beneficiaries

for drugs selected under the Medicare Drug Price
Negotiation Program will reflect discounts negotiated
by the Secretary of Health and Human Services (see
text box, pp. 437-439, in Chapter 12). Medicare’s
Trustees expect the net effect of the various provisions
in this law to lower Part D spending from 2031 onward.
Beginning in 2028, spending on drugs administered

by clinicians (covered under Part B) is also expected to
decline (Boards of Trustees 2024).

Future growth in Part D spending will also be affected
by new developments in coverage policies or therapies
that treat conditions that affect Medicare beneficiaries.
One such case is a class of drugs called glucagon-

like peptide-1 receptor agonists (GLP-1s) (Centers for

Medicare & Medicaid Services 2024e, Congressional
Budget Office 2024b). For years, GLP-1s have been

used to treat patients with Type 2 diabetes, although
they have recently gained attention for their weight-
loss effectiveness. Recent approval of new indications
for some GLP-1 drugs, including to reduce the risk of
adverse cardiovascular events, is expected to increase
these drugs’ uptake among Part D enrollees, even if the
statutory exclusion of weight-loss drugs from coverage
under Part D remains in place (see text box on coverage
of GLP-1drugs). Clinical guidelines and coverage
policies concerning GLP-1s are changing rapidly, and
we will continue to monitor and update in future work.

Alonger-term trend contributing to increased
Medicare spending is the growing enrollment in MA
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Expanded coverage of GLP-1drugs is expected to increase Part D spending (cont.)

adults with obesity or overweight (Lin et al. 2024).
Given that tens of millions of Medicare beneficiaries
have been diagnosed with diabetes, heart disease,
obesity, or kidney disease, the number of potential
users of such medicines is sizable (Centers for
Disease Control and Prevention 2024b).!%!! Changes
in Medicare’s policy to allow Part D plans to cover
GLP-1s for weight loss would further expand access
to these drugs (Assistant Secretary for Planning and
Evaluation 2024, Centers for Medicare & Medicaid
Services 2024e).

Part D enrollees’ increased use of GLP-1s (with list
prices of roughly $1,000 per month) is expected

to put upward pressure on Part D spending (Amin
et al. 2023, Congressional Budget Office 2024b).

In fact, the Medicare Trustees noted in their 2024
report that overall drug expenditures in 2023 were
4.4 percent higher than anticipated because of
the unexpected and rapid increase in the use of
antidiabetic drugs, which includes GLP-1s (Boards
of Trustees 2024). Further, true demand may have
been dampened by the shortages of many of these
products (Food and Drug Administration 2024c).

Spending on these drugs could be partially offset by
savings if patients who take these drugs lose weight
and consequently do not need more expensive
medical care, though these drugs are relatively

new and respective spending data are limited. Last
year, CBO raised its projection of Medicare Part D
outlays for the 2025 to 2034 period by $36 billion,
in part because of a newly approved indication

that expanded coverage of GLP-1s under Part D
(Congressional Budget Office 2024d).

At the same time, spending on GLP-1s will also be
affected by rebates and discounts negotiated by

Part D plans as well as discounts negotiated by the
Secretary of Health and Human Services under the
Medicare Drug Negotiation Program (see text box on
the program in Chapter 12, pp. 437-439).

Part D plans may apply utilization management such
as prior authorization to ensure that the drug is
covered only for FDA-approved indications. Beyond
price, length of treatment and adherence will also
be major factors in overall spending on GLP-1 drugs
(Congressional Budget Office 2024a). m

plans, noted earlier (Martin et al. 2025). MA plans

may be attractive to beneficiaries because they can
offer reduced cost sharing for many services, a cap

on enrollees’ annual out-of-pocket spending for
covered services, and coverage for some items and
services that are not covered by FFS Medicare—often
at no additional premium beyond beneficiaries’ Part B
premiums. (For information on MA plan benefits, see
text box on p. 24.) But Medicare spends an estimated
20 percent more for MA enrollees than it would spend
if those beneficiaries were enrolled in FFS Medicare—a
difference that translates into a projected S84 billion
in additional spending in 2025 alone. (For more on MA,
see Chapter 11.) That extra spending is financed by

taxpayers and by beneficiaries enrolled in FFS Medicare
and MA in the form of higher Part B premiums.

Two main factors contribute to the Commission’s
estimate of higher spending on MA: (1) the increased
number of diagnoses recorded by MA plans (which
increases payments to the respective MA plan) and
(2) the favorable selection that MA plans experience
because MA payments are based on beneficiary
predicted costs and beneficiaries with lower-than-
predicted spending are more likely to enroll in these
plans—potentially because such beneficiaries are
less averse to plans’ limited networks and utilization
management efforts. The Commission has made
several recommendations to improve the MA

Medpac
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People born

in 1980 are projected to have several more years

of life expectancy at age 65 than people born in 1940
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Source:The 2024 annual report of the Boards of Trustees of the Federal Old-Age and Survivors Insurance and Federal Disability Insurance Trust Funds.

program and believes a major overhaul of MA policies
is needed (Medicare Payment Advisory Commission
2024c).

Looking to the more distant future, increasing

life expectancy is projected to increase Medicare
spending later in this century (Figure 1-4). Among
the cohort of people born in 1940 (who are currently
Medicare beneficiaries), women who reach the age
of 65 are projected to have 14.7 years of additional life
expectancy and men are projected to have 12.7 years
of life expectancy (meaning they are expected to

live until ages 80 and 78, respectively). Among those
born in 1980 (future Medicare beneficiaries), women
who reach 65 are projected to have 18.8 years of life
expectancy and men are projected to have 14.7 years
of life expectancy (meaning they are expected to live
until about ages 84 and 80, respectively).

The entire baby-boom generation will be old enough
to enroll in Medicare by 2029 (Fiore et al. 2024). By
that time, Medicare is projected to have 75 million
beneficiaries—up from 65 million beneficiaries in
2022 (Figure 1-5a). Meanwhile, the ratio of workers
helping to finance Medicare through payroll and
income taxes relative to the number of Medicare
beneficiaries has been declining over time and is
expected to continue to do so. As shown in Figure
1-5b, around the time of Medicare’s creation, there
were 4.5 workers for each Medicare beneficiary, but
by 2023 there were only 2.8 workers per beneficiary,
and by 2029 there are expected to be only 2.5 workers
per beneficiary.
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m Medicare enrollment is rising, while the number of

workers per Medicare beneficiary is declining
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The declining ratio of workers to Medicare (Boards of Trustees 2024). At that point, Part A services
beneficiaries creates a financing challenge for the would be paid only from annual trust-fund revenues,
Medicare program. Medicare Part A (which covers which would be sufficient to cover only 89 percent
inpatient hospital stays, post-acute care following of scheduled benefits (Boards of Trustees 2024).

those stays, and hospice care) is mainly financed (The Congressional Budget Office (CBO) also tracks
through current workers’ Medicare payroll taxes, which  the trust fund’s financial status and projects that

are deposited into Medicare’s Hospital Insurance (HI) it will be depleted in a similar time frame—by 2035
Trust Fund.’*® In some years, Medicare has spent (Congressional Budget Office 2024c).)

more on Part A services than it has collected through
HI Trust Fund revenues—creating annual deficits

that cause the trust fund’s year-end account balance
to decline. In other years, trust-fund revenues have
exceeded Part A spending (including in 2023)—creating
annual surpluses that increase the trust fund’s account _ o
balance. Medicare’s Trustees currently estimate that estimated and Part A spending is expected to be

the trust fund’s balance will rise through 2029 and lower than previously estimated. On the revenue
then decline from 2030 on, and by 2036 the trust side of the ledger, Medicare’s Trustees predict that
’ more Medicare payroll-tax revenues will be collected

These time horizons are a decade longer than were
projected before the pandemic (Boards of Trustees
2019, Congressional Budget Office 2019). The
projection changed because trust-fund revenues
are now expected to be higher than previously

fund will no longer carry a positive year-end balance
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TABLE
1-2

Higher Medicare payroll tax or lower Medicare Part A spending

needed to extend solvency of Medicare’s Hospital Insurance Trust Fund

To extend Hospital Insurance
Trust Fund solvency for:

Increase 2.9% Medicare payroll tax to: or

Decrease Part A spending by:

25 years (2024-2048) 3.35%

10.6%

Note: Part A spending includes spending on inpatient hospital, skilled nursing facility, home health agency, and hospice services and includes
spending for beneficiaries in fee-for-service Medicare and Medicare Advantage.

Source: MedPAC analysis of Table 111.B8 in the 2024 annual report of the Boards of Trustees of the Medicare trust funds.

in coming years due to both the number of workers
paying payroll taxes and their average wages being
higher than previously projected. (For the third year

in a row, the Trustees have increased their projections
of the amount of payroll-tax revenues that will be
collected in the coming years.) On the spending side
of the ledger, the Trustees expect Part A spending

to be lower than previously estimated due to (1) a
correction to MA benchmark calculations (which now
excludes medical education expenses associated with
MA enrollees from the FFS per capita costs used in the
determination of MA payments) and (2) lower projected
spending on inpatient hospital and home health
services, based on recent utilization trends (Boards of
Trustees 2024).1

To extend the solvency of the HI Trust Fund beyond
the mid-2030s, there are a number of options
available to policymakers. Two that are mentioned by
Medicare’s Trustees are to (1) increase the Medicare
payroll tax from its current rate of 2.9 percent to 3.35
percent or (2) reduce Part A spending by 10.6 percent
(Table 1-2), which is equivalent to a reduction of about
$45 billion in 2025, which would then need to be
maintained in subsequent years (Boards of Trustees
2024). Either of these approaches would extend the
solvency of the trust fund by an additional 25 years. A
combination of more moderate spending reductions
and revenue increases is another option. Another way
to raise revenue for the HI Trust Fund is through the
type of broad economic growth experienced in the
past few years; as mentioned, the trust fund’s solvency
has recently been extended due to more people
working (and paying Medicare payroll taxes) and

people earning higher-than-expected wages (which
results in more wages being taxable).

The rest of Medicare spending—under Part B (which
covers clinician and outpatient services) and Part D
(which covers retail prescription drugs)—is financed
through the Supplementary Medical Insurance (SMI)
Trust Fund. Part B spending, in particular, has been
consuming a growing share of Medicare spending
over time, as care has shifted from the inpatient
setting (paid for by Part A) to the outpatient setting
(paid for by Part B). For example, spending on Part

B consumed 44 percent of Medicare spending in
2014 but is estimated to have grown to 49 percent of
Medicare spending in 2024; by 2032, it is projected
to make up 53 percent of Medicare spending (Figure
1-6). The shift from inpatient to outpatient settings
is in part related to CMS removing certain services
from its “inpatient-only” list thanks to technological
advancements (such as the use of cameras and
robots) that have allowed procedures to be conducted
using smaller incisions and less invasive approaches
in a wider array of settings.

Part B and Part D benefits are paid for by the SMI
Trust Fund, which in turn is mainly financed through
transfers from the general fund of the Treasury (which
made up 69 percent of this trust fund’s revenues in
2023) and premiums paid by beneficiaries (which
made up 24 percent of revenues) (Boards of Trustees
2024).55 Although there is no risk of the SMI Trust
Fund becoming insolvent (since premiums and
revenue transfers are intentionally set to cover the
following year’s estimated spending), there are other
reasons to try to limit growth in the spending paid

18 context for Medicare payment policy



The share of Medicare spending on Part B has been increasing

as care has shifted from the inpatient to the outpatient setting
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for through this trust fund. As spending on Part B
grows, the federal revenues that are transferred to

the SMI Trust Fund grow: In 2023, 17 percent of all
personal and corporate income taxes collected by the
federal government were transferred to Medicare’s
SMI Trust Fund to pay for Part B and Part D, and this
share is projected to increase to 22 percent by 2030
(Boards of Trustees 2024). As the amount of general
revenues needed to finance Medicare increases, fewer
government resources will be available for other
priorities, such as deficit reduction or investments
that could expand future economic output (e.g., federal
investments in education, transportation, and research
and development).

The increasing amount of general revenues spent on
the Medicare program (as shown in Figure 1-7, p. 20)
is also a problem because the federal government

already spends more than it collects in revenues

each year (Figure 1-8, p. 21). The line at the top of
Figure 1-8 represents total federal spending as a share
of GDP; the line below it represents total federal
revenues. The difference between these two lines
represents the budget deficit, which must be covered
by federal borrowing. The stacked layers in Figure

1-8 depict federal spending by program. By 2044,
federal spending on Medicare and the other health
insurance programs shown in the figure (Medicaid,
Children’s Health Insurance Program (CHIP), etc.) plus
Social Security and interest payments are projected
to exceed federal revenues. At that point, all other
federal spending will need to be financed through
federal borrowing.

While these projections are sobering, CMS actuaries
caution that they may actually be “overly optimistic”
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Medicare’s three main funding sources are general tax revenues,
Medicare payroll-tax revenues, and beneficiary premiums
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(Office of the Actuary 2024). Medicare spending as

a share of GDP is projected to grow rapidly through
2040, then grow at a slower rate in subsequent
decades because of various cost-reduction measures
specified in current law.!® CMS actuaries note that

if these cost-reduction measures are replaced with
more generous payment policies, Medicare spending
from 2040 onward will increase at a higher rate that
is more in line with past spending growth. Such
growth would mean that by 2060, Medicare spending

would constitute 6.8 percent of GDP, rather than 6.0
percent (Boards of Trustees 2024). It would also mean
that a larger payroll-tax increase or Part A-spending
decrease would be needed to extend the solvency of
Medicare’s HI Trust Fund (shown earlier in Table 1-2,
p. 18). The Medicare Trustees’ long-term spending
projections therefore “should not be interpreted

as the most likely expectation of actual Medicare
financial operations in the future,” according to CMS
actuaries (Office of the Actuary 2024).
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m Spending on Medicare, Medicaid, CHIP, premium tax credits, Social Security,
and interest is projected to exceed total federal revenues by 2044

30

Total federal spending

25 — \
‘///'/A;er—/

— federal spending

Total federal revenues \

~——

Social Security

Share of GDP (in percent)

Medicaid, CHIP, and premium tax credits

Medicare

Note: CHIP (Children’s Health Insurance Program), GDP (gross domestic product). “Premium tax credits” were referred to as “ACA [Affordable Care Act
of 2010] Marketplace subsidies” in previous years.

Source: Congressional Budget Office's long-term budget projections, published March 2024.

. . . The average annual cost of Part D prescription drug
As Medicare spending increases, so too

plan premiums in 2024 was $516 for stand-alone drug

do beneficiaries’ costs plans and $180 for drug coverage through an MA plan
................................................................................... (since MA plans can use Part C rebates to “buy down”
In 2023, the Medicare program spent an average of enrollees’ Part D premiums) (Medicare Payment
$16,710 per beneficiary on Part A, Part B, and Part D Advisory Commission 2024a).

benefits—almost $3,000 more than in 2019 (Boards

of Trustees 2024, Boards of Trustees 2020). As Cost-sharing liabilities for beneficiaries in FFS
Medicare spending grows, it affects beneficiaries’ Medicare averaged $396 for Part A services and $1,621
ability to afford health care by raising their premiums for Part B services in 2021 (the most recent year

and cost sharing. Medicare beneficiaries typically available for this information) (Medicare Payment

do not pay premiums for Part A coverage, but the Advisory Commission 2024a). (The amount of cost
annual cost of Part B premiums was $2,096 in 2024 sharing that beneficiaries actually pay is lower
(Centers for Medicare & Medicaid Services 2023a). when they have supplemental coverage such as a
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Most Medicare beneficiaries

reduced their cost sharing through
supplemental coverage or enroliment
in a Medicare Advantage plan in 2021

6%
FFS with no

supplemental coverage
pp g 3%

FFS with
Medigap

48%
MA and

other 16%
managed FFS with
care plans* employer-
sponsored

supplemental

6% coverage

FFS with
Medicaid

0.2%
FFS with other
public sector
coverage

Note: FFS (fee-for-service), MA (Medicare Advantage). Our analysis
assigned beneficiaries to the supplemental coverage category
they were in for the most time in 2021; beneficiaries could have
had coverage in other categories during 2021. The analysis
includes only beneficiaries not living in institutions such as
nursing homes who were enrolled in Medicare for at least one
month in 2021. It excludes beneficiaries who were not in both
Part A and Part B throughout their Medicare enrollment in
2021 or who had Medicare as a secondary payer. The number of
beneficiaries represented in this chart is 52.5 million.

* Includes plans for beneficiaries who are also eligible for
Medicaid and plans sponsored by employers.

Source: MedPAC analysis of Medicare Current Beneficiary Survey, Survey
file, 2021.

Medigap plan.) Average annual cost sharing for retail
prescription drugs in 2022 was $480 for beneficiaries
with stand-alone Part D plans and $276 for those with
drug coverage through an MA plan, but these amounts
are expected to be lower in coming years (Medicare
Payment Advisory Commission 2024a)."” (Starting in
2024, beneficiaries are no longer required to pay cost
sharing when they reach the catastrophic phase of the
Part D benefit; in 2025, out-of-pocket costs in Part D
will be capped at $2,000.)

The typical Medicare beneficiary has relatively modest
resources to draw on when paying for premiums and
cost sharing: Researchers estimate that in 2023, the
median Medicare beneficiary had an annual income of
$36,000 and savings of $103,800 (Cottrill et al. 2024).

Another way of looking at the affordability of
Medicare’s premiums and cost sharing is by comparing
them with the average Social Security benefit received
by people ages 65 and over. The Medicare Trustees
estimate that spending per FFS beneficiary on
Medicare Part B and Part D premiums and cost sharing
consumed 26 percent of the average Social Security
benefit in 2024—up from 17 percent 20 years earlier, in
2004 (Boards of Trustees 2024).'8

Most beneficiaries reduce their out-of-pocket
spending by obtaining supplemental insurance
coverage or by opting out of FFS Medicare and into an
MA plan. In 2021, nearly half of all community-dwelling
beneficiaries had FFS Medicare plus supplemental
coverage (commonly obtained through Medicaid,

a former employer, and /or a Medigap plan they
purchased themselves). Another 48 percent were
enrolled in an MA plan or other managed care plan
(including some who were dually eligible for Medicare
and Medicaid). Only 6 percent of beneficiaries were in
FFS Medicare without any supplemental coverage to
reduce their cost sharing (Figure 1-9).1

Approximately one in five Medicare beneficiaries
receives help paying their Part B premium (and, in some
cases, their cost sharing) through their state’s Medicaid
program (Boards of Trustees 2024, Centers for
Medicare & Medicaid Services 2024b). Approximately
one in four Medicare Part D enrollees receives

help with their out-of-pocket retail prescription

drug costs through the Part D low-income subsidy
(Boards of Trustees 2024, Medicare Payment Advisory
Commission 2024a). For more information on the
various types of coverage that Medicare beneficiaries
can enroll in, see text box (pp. 24-26).

Cost sharing is a barrier for some beneficiaries. Among
all Medicare beneficiaries, 6 percent reported having
problems paying a medical bill, according to our analysis
of CMS’s 2022 Medicare Current Beneficiary Survey, but
some subpopulations experienced affordability issues at
notably higher rates. For example:
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* Among beneficiaries under the age of 65 (most of
whom are disabled), 18 percent reported problems
paying a medical bill. Beneficiaries under age 65
tend to require more health care services than
beneficiaries ages 65 and over, have lower incomes,
and generally face higher Medigap premiums
than beneficiaries who have reached Medicare’s
eligibility age of 65 (Cottrill et al. 2024, Cubanski et
al. 2016, Medicare Payment Advisory Commission
2024a).

* Among partial-benefit dual-eligible beneficiaries,
28 percent reported problems paying a medical bill.
(These beneficiaries receive Medicaid assistance
with premiums and, in some cases, cost sharing,
but do not qualify for additional Medicaid benefits
that full-benefit dual-eligible beneficiaries receive,
such as dental care and nonemergency medical
transportation.)

* Among beneficiaries enrolled in FFS Medicare with
no supplemental coverage, 12 percent reported
problems paying a medical bill.

Given these findings, it is important to keep in mind
that when Medicare payment rates for providers
increase, premiums and cost sharing also increase for
Medicare beneficiaries—some of whom already have a
hard time affording health care. Restraining the annual
growth in Medicare spending can help beneficiaries
afford their health care since it results in lower
premiums and cost sharing.

Differences in beneficiaries’ access to
care and health outcomes

In response to commissioner interest, the Commission
reports on differences in Medicare beneficiaries’ access
to care and health outcomes. Research has shown that
some beneficiaries have more difficulties accessing
care and experience worse outcomes than others.

In this section, we take a closer look at the extent to
which there are differences among beneficiaries with
different income levels and among those of different
races and ethnicities (focusing on the three largest
racial and ethnic groups, due to data availability).

Medicare beneficiaries with incomes and assets low
enough to qualify for Part D’s low-income subsidy

(LIS) report more problems accessing care than other
beneficiaries, according to CMS’s Medicare Current
Beneficiary Survey. (Beneficiaries qualify for the LIS
if they receive full or partial Medicaid benefits and/
or, in 2024, had incomes below $22,590 (or $30,660 if
married) and liquid assets below $17,220 (or $34,360
if married).)?® In an analysis of CMS'’s beneficiary
survey from 2019 (before the recent coronavirus
pandemic temporarily disrupted care patterns), we
found that much higher shares of LIS beneficiaries
reported forgoing care that they thought they should
have gotten (18 percent) compared with non-LIS
beneficiaries (6 percent), and much higher shares of
LIS beneficiaries reported delaying care due to cost
(29 percent) compared with non-LIS beneficiaries (8
percent) (Medicare Payment Advisory Commission
2023b).

We also observed differences between LIS and non-
LIS beneficiaries in our analysis of health outcomes
using 2019 claims data. For example, LIS beneficiaries
had higher rates of ambulatory care-sensitive
hospitalizations (55.9 per 1,000 FFS beneficiaries)
than non-LIS beneficiaries (41.7). LIS beneficiaries had
higher rates of ambulatory care-sensitive emergency
department visits (89.6 such visits per 1,000 FFS
beneficiaries) compared with non-LIS beneficiaries
(61.7). Among beneficiaries discharged from a hospital,
LIS beneficiaries were more likely to experience a
readmission (17.2 percent) than non-LIS beneficiaries
(14.6 percent). And among beneficiaries with a skilled
nursing facility stay, LIS beneficiaries had lower rates
of successful discharge to the community (defined as
not having an unplanned hospitalization or death in
the next 30 days) (35 percent) compared with non-LIS
beneficiaries (54 percent) (Medicare Payment Advisory
Commission 2023a).

Concerns about access to care for LIS beneficiaries
motivated the Commission to recommend in 2023
and 2024 and in this year’s report that the Congress
increase Medicare payment rates to many providers
who serve LIS beneficiaries, including beneficiaries
who receive full or partial Medicaid benefits
(Medicare Payment Advisory Commission 2024c,
Medicare Payment Advisory Commission 2023b).
These recommendations would address problems
with the formulas currently used to distribute
safety-net payments to hospitals and would help
address the issue that clinicians who serve Medicare
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Medicare beneficiaries have numerous enroliment options

nce an individual becomes eligible for
O Medicare—either because they are age 65,

they have received Social Security Disability
Insurance payments for two years, or they have
been diagnosed with end-stage renal disease or

amyotrophic lateral sclerosis (ALS)—they must make
a number of enrollment decisions.

Initially enrolling in coverage

Individuals can choose to enroll in Medicare Part A,
which helps pay for inpatient hospital stays, post-
acute care following those hospital stays, and
hospice care. Part A is available to 99 percent of
Medicare beneficiaries without a monthly premium
because they or their spouse paid Medicare payroll
taxes for at least 10 years (Centers for Medicare &
Medicaid Services 2023a).

Individuals can also enroll in Medicare Part B, which
helps pay for clinicians’ services and outpatient
fees. For most beneficiaries (including those in

a Medicare Advantage (MA) plan), the premium

for Part B is deducted from their monthly Social
Security checks.?! In 2024, the standard Part B
premium was $174.70 per month for beneficiaries
with a modified adjusted gross annual income of up
to $103,000 for a single person or $206,000 for a
married couple; beneficiaries with higher incomes
pay higher Part B premiums (Centers for Medicare &
Medicaid Services 2023a).

Prescription drug coverage is available through
Part D, either through stand-alone plans or MA
plans that include drug coverage. Part D enrollees
with higher incomes are also required to pay higher
premiums, based on the same thresholds noted for
Part B coverage.

Late-enroliment penalties Individuals who do

not enroll in Part B or Part D when they reach
Medicare’s eligibility age will usually owe late-
enrollment penalties if they eventually do enroll in
coverage.? For example, late Part B enrollees have a
life-long surcharge added to their Part B premiums
that adds 10 percent for each year that they could

have signed up but did not (Centers for Medicare &
Medicaid Services 2024a).

Annual enroliment options

Beyond the initial decision of whether to enroll in
Medicare, beneficiaries also make an annual decision
about how to receive their benefits.

Fee-for-service Medicare Unless they opt into an
MA plan (described below), Medicare beneficiaries
are covered through fee-for-service (FFS) Medicare,
which allows them to obtain care from any health
care provider who accepts Medicare. In 2024,
beneficiaries in FFS Medicare owed 20 percent
cost sharing for clinician services after they met
their annual Part B deductible of $240; they also
owed $1,632 for the first 60 days of each hospital
admission, plus additional amounts if they required
a longer hospital stay or a skilled nursing facility
stay that exceeded 20 days (Centers for Medicare &
Medicaid Services 2023a).

Beneficiaries in FFS Medicare can obtain subsidized
prescription drug coverage by purchasing a stand-
alone Medicare Part D plan. In 2024, the average
premium for this type of plan was $43 per month
(see Chapter 12 for more on Part D).

Medigap Beneficiaries who want to reduce their
cost-sharing liability while maintaining broad access
to providers can obtain a Medigap plan, which wraps
around FFS Medicare coverage. Medigap plans

can be purchased by employers for their retired
workers or by individuals for themselves. There are a
number of standardized Medigap plans (e.g., Plan A,
Plan B) that private insurers can offer, which must
include the same benefits but can vary in price. The
average monthly premium among current Medigap
policyholders was $217 in 2023 (Freed et al. 2024).
(Subsidized supplemental coverage is available to
low-income FF'S beneficiaries through Medicaid,
described later.) Beneficiaries who purchase a
Medigap plan when they first reach age 65 are
guaranteed the right to purchase any Medigap plan
an insurer offers and the insurer cannot factor in

(continued next page)
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Medicare beneficiaries have numerous enroliment options (cont.)

the beneficiary’s health status when setting the
premium;* beneficiaries who enroll in a Medigap
plan when they first turn 65 can renew that plan
indefinitely (Centers for Medicare & Medicaid
Services 2023b). In general, beneficiaries who are
under the age of 65 or who are over 65 and missed
the six-month guaranteed-issue period are subject to
underwriting in most states, which means they can
face higher Medigap premiums or be denied a policy.

Medicare Advantage As an alternative to FFS
Medicare, beneficiaries can opt to receive their
Medicare benefits through an MA plan, which allows
beneficiaries to lower their cost-sharing liability
and receive additional benefits while often paying
a relatively low or no additional monthly premium
for their MA plan. (Aside from MA plan premiums,
MA enrollees also pay the same Part B premium
that beneficiaries in FFS Medicare pay.) MA plans
typically offer lower cost sharing if a beneficiary
seeks care from a provider in a plan’s network

and higher out-of-pocket costs or no coverage

if they seek care from a provider outside of the
plan’s network.?* MA plans also have an annual
out-of-pocket limit on cost sharing for Part A and
Part B services and, as of 2024, for Part D. To try

to hold down costs, MA plans commonly engage in
utilization-management strategies such as requiring
beneficiaries to obtain a referral from a primary
care clinician before seeing a specialist, requiring
clinicians to obtain prior authorization from an
insurer before furnishing certain services, and
denying payment for some claims. MA plans often
also offer beneficiaries prescription drug coverage
as well as supplemental benefits not available in
FFS Medicare such as vision, dental, and hearing
benefits and non-health care benefits such as gym
memberships.

Medicare beneficiaries who wish to switch from an
MA plan to FFS Medicare during Medicare’s annual
open enrollment period can do so but will likely face
higher Medigap premiums and fewer plan options
than individuals who enroll in a Medigap plan when
they first reach age 65. Most states’ insurance

regulations allow Medigap insurers to deny coverage
or vary premiums based on a beneficiary’s health
status if the beneficiary is buying a Medigap plan
after age 65 (Centers for Medicare & Medicaid
Services 2023b).%

Employers can subsidize coverage for Medicare
beneficiaries Some employers help pay for their
retired employees’ health insurance by paying for
Medigap plans, sponsoring their own Medigap-

like coverage that wraps around the FFS Medicare
benefit package, sponsoring their own prescription
drug plans, or sponsoring their own MA plans
(which can include or exclude prescription drug
coverage). Medicare beneficiaries who served in the
military can receive health care services subsidized
by the Department of Veterans Affairs (VA) or the
Department of Defense (Department of Veterans
Affairs 2024, TRICARE 2024).

Additional assistance for low-income beneficiaries
Medicare beneficiaries with very low incomes

and liquid assets can apply for Medicaid coverage
that will pay their Medicare premiums (and, in

some cases, their cost sharing).?6 Most individuals
dually enrolled in Medicare and Medicaid qualify

for additional benefits that are not available under
FFS Medicare, such as long-term services and
supports (e.g., nursing home care), vision and dental
care, and nonemergency medical transportation

to appointments. Dually eligible beneficiaries

can obtain their Medicare benefits through FFS
Medicare or an MA plan and can receive their
Medicaid benefits through a FF'S Medicaid program
or a Medicaid managed care plan (depending on
which option their state offers). Some dual enrollees
receive coordinated Medicare and Medicaid benefits
through a single plan, although such plans are not
widely available.

Low-income beneficiaries can also get financial
assistance paying for their prescription drugs
through Medicare’s Part D low-income subsidy (LIS),
which pays for a beneficiary’s Part D premium and
deductible and reduces their cost sharing for drugs.

(continued next page)

Medpac

Report to the Congress: Medicare Payment Policy | March 2025 25




Medicare beneficiaries have numerous enroliment options (cont.)

Medicare beneficiaries are automatically enrolled Medicaid, Black beneficiaries were four times more
in this program if they are enrolled in Medicaid or likely to enroll in an MA plan than FFS coverage,
another state program that pays their Medicare Part B Hispanic beneficiaries were three times more
premium or if they receive Supplemental Security likely to enroll in MA rather than FFS, and White
Income benefits due to low income. If they are not beneficiaries were twice as likely to enroll in MA
automatically enrolled in the Part D LIS, Medicare rather than FFS.%” There were not meaningful
beneficiaries can apply for it if they have an income differences in the shares of White, Black, and
below $22,590 (or $30,660 if married) and liquid assets ~ Hispanic beneficiaries who had FFS Medicare with
below $17,220 (or $34,360 if married) in 2024 (Centers no supplemental coverage, but beneficiaries with
for Medicare & Medicaid Services 2024c). FFS and no supplemental coverage were more
likely to be under age 65, live in a rural area, and
Beneficiaries’ enroliment decisions vary by race have a relatively low income of between 125 and
and ethnicity According to our analysis of CMS's 200 percent of the federal poverty level (Medicare
2022 Medicare Current Beneficiary Survey, White Payment Advisory Commission 2024a). Differences
beneficiaries were much more likely than Black and in White, Black, and Hispanic beneficiaries’
Hispanic beneficiaries to have FFS Medicare with enrollment selections lead to differences by race and
some type of private health insurance (obtained ethnicity in the average amount beneficiaries spend
through an employer or purchased individually, on their health insurance premiums: According to
such as a Medigap plan): 42 percent of White CMS'’s 2022 survey, White beneficiaries spent $3,853,
beneficiaries had this combination of coverage, on average, for their health insurance premiums,
compared with 15 percent of Black beneficiaries while Hispanic beneficiaries spent $2,935 and Black
and 13 percent of Hispanic beneficiaries. (Medigap beneficiaries spent $2,704.
is also more common among beneficiaries who
have high incomes, are in excellent or very good The Commission has recommended
health, are eligible for Medicare due to age rather redesigning the FFS Medicare benefit
than disability, and live in a rural area (Medicare package
Payment Advisory Commission 2024a).) Meanwhile, The Commission has recommended capping FFS
enrollment in MA plans was more common among beneficiaries’ total out-of-pocket spending for Part
Black and Hispanic beneficiaries: 67 percent of A and Part B services and replacing beneficiaries’
Black beneficiaries and 65 percent of Hispanic coinsurance liabilities with copayments that could
beneficiaries were in MA plans, compared with 46 vary by type of service and provider (and could be
percent of White beneficiaries. Black and Hispanic reduced or eliminated for high-value services). We
beneficiaries were also more likely to be dually have also recommended imposing an additional
enrolled in Medicare and Medicaid and /or receiving charge on supplemental insurance (e.g., Medigap
the Part D LIS. For example, nearly half of Black and plans) since such plans shield beneficiaries from
Hispanic beneficiaries received the LIS, compared cost sharing and thus may contribute to overuse of
with 12 percent of White beneficiaries. And among services (Medicare Payment Advisory Commission
beneficiaries dually enrolled in Medicare and 2012). m
beneficiaries who are also enrolled in Medicaid are but typically do not cover the full amount, and
often unable to collect the cost-sharing amounts they clinicians cannot bill beneficiaries for any remaining
otherwise would. (State Medicaid programs can cover unpaid amounts.) Specifically, the Commission has
cost sharing for most dually eligible beneficiaries recommended overhauling how safety-net payments
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to hospitals are distributed and increasing them: A
new add-on payment would be applied to payments
for hospital inpatient and outpatient services and
would vary in size based on a hospital’s position on the
Medicare Safety-Net Index, which is a new measure
developed by the Commission that would factor in the
degree to which a hospital serves beneficiaries who
are dually enrolled in Medicare and Medicaid and /or
receive the LIS.?® Our other recommendation would
increase Medicare’s payment rates for physician fee
schedule services by different percentages, depending
on a clinician’s specialty: Primary care providers’

rates would increase by 15 percent, and all other
clinicians’ rates would increase by 5 percent when
they furnish services to Medicare beneficiaries who
are also enrolled in Medicaid and /or receive the LIS.
(This recommendation would likely give health care
providers an incentive to make their low-income
Medicare patients aware of, and help them enroll in,
Medicaid and the LIS.) Targeted payment increases
can improve access to care for beneficiaries with
lower incomes; they can also be used to influence the
size and composition of the health care workforce (see
text box, pp. 29-33).

The data show fewer differences in reported access
to care among beneficiaries of different races and
ethnicities. For example, in CMS’s 2022 Medicare
Current Beneficiary Survey, we found no statistically
significant differences between the shares of White,
Black, and Hispanic beneficiaries who had a usual
source of care, saw their usual care provider in the
previous 12 months, had trouble getting health care,
reported forgoing care that they thought they should
have gotten, or were satisfied with the ease with
which they could get to a doctor from where they live.
Similarly, in the Commission’s 2024 survey, which was
fielded among about 5,000 Medicare beneficiaries,
we found that Black and Hispanic beneficiaries had
similar care experiences as White beneficiaries,
according to most questions in our survey. (For more
detailed results from our survey, see Chapter 4.)

One of the few differences found in CMS’s survey was
that higher shares of Black beneficiaries (12 percent)
and Hispanic beneficiaries (9 percent) reported
problems paying a medical bill compared with White
beneficiaries (6 percent). This finding is likely related to

Medicare beneficiaries’ differing access to funds to pay
for health care (Cottrill et al. 2024).

Despite similarities in reported access to care, Medicare
beneficiaries of different races and ethnicities have
different health outcomes. Differences in mortality
rates are particularly pronounced: After adjusting

for age, there were 1,263 deaths per 100,000 people
among Black men in 2022, compared with 972 deaths
among White men and 774 deaths among Hispanic men
(Kochanek et al. 2024). (Death rates for women followed
this same trend but were all lower (Kochanek et al.
2024).) We also observed differences in health outcomes
among beneficiaries of different races and ethnicities

in our analysis of 2019 claims data. For example, Black
beneficiaries had higher rates of ambulatory care-
sensitive (potentially preventable) hospitalizations (57.7
per 1,000 FFS beneficiaries) compared with Hispanic
beneficiaries (48.6) and White beneficiaries (44.9). Black
beneficiaries had higher rates of ambulatory care-
sensitive emergency department visits (96.2 per 1,000
FFS beneficiaries) compared with Hispanic beneficiaries
(84.7) and White beneficiaries (67.1). Among beneficiaries
who had recently been admitted to the hospital, Black
beneficiaries had higher 30-day readmission rates (17.1
percent) compared with Hispanic beneficiaries (16.3
percent) and White beneficiaries (15.0 percent). Among
beneficiaries with a skilled nursing facility stay, Black
and Hispanic beneficiaries had lower rates of successful
discharge to the community (defined as not having

an unplanned hospitalization or death in the next 30
days) (45 percent) compared with White beneficiaries
(48 percent). And among beneficiaries treated by home
health agencies, lower shares of Black beneficiaries (72
percent) and Hispanic beneficiaries (73 percent) were
successfully discharged to the community compared
with White beneficiaries (75 percent) (Medicare
Payment Advisory Commission 2023a).

The Commission’s recommendations to
slow the growth in Medicare spending
and improve beneficiary access to care

Several aspects of Medicare’s payment systems hamper
the program’s ability to promote program efficiencies
and beneficiaries’ access to care. The Commission
regularly makes recommendations to address these
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issues. Our annual March report recommends updates
to Medicare payment rates for various types of
providers, which can be positive, neutral, or negative,
depending on our assessment of the adequacy of
Medicare payments in a given sector. Our annual June
report typically offers broader recommendations aimed
at restructuring the way Medicare’s payment systems
work. For example, we have recommended changing
how payments to MA plans are calculated and adopting
site-neutral payments for services that can safely be

provided in more than one clinical setting. A list of

the Commission’s recommendations, with links to
relevant report chapters, is available at medpac.gov/
recommendation. The Commission’s recommendations
are based on our review of the latest available data and
are aimed at obtaining good value for the Medicare
program’s expenditures—which means maintaining
beneficiaries’ access to high-quality services while
encouraging efficient use of resources. m
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The health care workforce and Medicare’s role in shaping it

edicare has a role—albeit, a somewhat

indirect one—in assuring access to high-

quality health care through an adequately
sized and well-trained workforce. The supply of
health care workers has been found to affect quality
of care. For example, the number of registered nurses
in hospitals has been documented to affect outcomes
such as mortality and readmissions (Lasater et al.
2024, Lee and Dahinten 2020, McHugh et al. 2021),
and studies find that performance on hospital quality
measures such as mortality and hospital-acquired
infections is influenced by the number of nurses a
hospital employs (Oner et al. 2021). At the population
level, the supply of primary care physicians has also
been documented as affecting health outcomes (Basu
et al. 2019, Pierard 2014).

Is the size of the current health care workforce
sufficient to meet the goal of providing Medicare
beneficiaries with access to high-quality health care?
Even counting the number of health care workers

is complicated. Sources differ; counts can be based
on full-time-equivalent positions, professional
licenses, or individual workers. (Figure 1-10 provides
one estimate of the number of selected health care
workers in 2022.) And due to variability in geographic
and specialty distributions of health care workers,
national totals can mask shortages in particular
geographic areas or medical specialties.

Half a century ago, health care workers’ roles were
generally differentiated, but today, some of their
responsibilities overlap. Physicians can diagnose,

(continued next page)

National counts of selected types of health care workers in 2022
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Note: APRN (advanced practice registered nurse), PA (physician assistant), RN (registered nurse), LPN (licensed practical nurse), NA (nursing
assistant or nursing aide). The physician count is the number of active physicians; most other bars (APRNs, PAs, pharmacists, RNs, LPNs)
are the number of workers active in the workforce, which consists of people working and people actively seeking employment; the NA
count is a count of persons employed in the field. The number of practicing physicians shown above (per the Association of American
Medical Colleges) is different from the number that the Health Resources and Services Administration (HRSA) counts as professionally
active (897,000); among HRSA's count of professional active physicians, 777,000 provide patient care.

Source: Association of American Medical Colleges, 2024. U.S. physician workforce data dashboard, https:/Awww.aamc.org/data-reports/report/us-
physician-workforce-data-dashboard; HRSA's Workforce projections, https://data.hrsa.gov/topics/health-workforce/workforce-projections;
Bureau of Labor Statistics’ Nursing assistants and orderlies, https:/Awvww.bls.gov/ooh/Healthcare/Nursing-assistants.htm.
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The health care workforce and Medicare’s role in shaping it (cont.)

order testing, and treat patients, which can

include performing invasive procedures. Physician
assistants (PAs) and advanced practice registered
nurses (APRNs, which includes nurse practitioners,
certified registered nurse anesthetists, clinical
nurse specialists, and nurse midwives) can also
perform these functions, including a range of
invasive procedures, but sometimes with physician
supervision. Pharmacists’ roles have begun to
overlap with traditional physician and NP/PA roles:
Pharmacists can administer some vaccines without
physician supervision, and in some states they

can prescribe medications for certain conditions
(Adams et al. 2023). Pharmacists bill Medicare for
administering vaccines; their other services are
included in payments for medications they dispense
or are paid as “incident-to” services (although some
Medicaid programs will pay pharmacists for patient
care services in the ambulatory setting).

The responsibilities of different types of nursing
professionals also overlap now. Registered nurses
(RNs) organize care for patients and provide

direct patient care; they also can order tests with
physician, NP, or PA authorization, although they
typically do not bill directly for their services. RNs
have completed either a bachelor of science degree
in nursing or a registered nurse associate-degree
program or other credential; RNs must also pass

a national examination to become licensed. RNs
can supervise licensed practical nurses (LPNs—
also known as licensed vocational nurses in a few
states), home health aides, and nursing assistants
(NAs—also known as nursing aides); alternatively,
RNs in some settings such as home health care
can be responsible for care at all levels. LPNs can
perform some of the same duties as RNs, such as
recording vital signs, collecting samples, providing
wound care, and, in some states, administering
medications. LPNs complete a certificate

program and are licensed after passing a national
examination. NAs provide care that requires less
medical knowledge, such as measuring a patient’s
pulse or temperature, repositioning a patient in bed,

or feeding and bathing patients; NAs typically are
required to complete a formal training program, and
many states use examinations to determine their
competency; Medicare requires 75 hours of training
for certified NAs (RegisteredNursing 2024).

To understand whether the health care workforce

is adequately sized and allocated across settings,

we need to understand where different types

of health care personnel work (Bureau of Labor
Statistics 2023b). Nurses work in all health care
settings. RNs seem to work in the widest range of
settings, from schools and public health agencies

to hospitals, nursing facilities, physician offices,

and other outpatient settings; they also work for
home health agencies, hospices, and home infusion
suppliers. Data from the Bureau of Labor Statistics
on nurses’ most common employment settings
show that hospitals employ about 56 percent of RNs,
but physician offices, home health agencies, and
outpatient centers account for another 17 percent,
and nursing homes another 4 percent (Bureau of
Labor Statistics 2022). Among LPNs, 27 percent
work in nursing homes, 13 percent work in hospitals,
and 12 percent work in home health care (Bureau

of Labor Statistics 2023a). Among NAs, 34 percent
work in nursing homes and another 21 percent

work in hospitals (Bureau of Labor Statistics 2023b).
Physicians, APRNs, and PAs work in all types of
health care settings. Among pharmacists, 65 percent
work in retail locations and 32 percent work in
hospitals (Bureau of Labor Statistics 2023c).

Overlapping scopes of practice complicate efforts
to assess whether there is an insufficient number
of health care workers to meet the demand for
services. For example, some sources report a
shortage of physicians in the U.S. (Health Resources
& Services Administration 2023). The Health
Resources and Services Administration (HRSA) has
projected a shortage of 107,850 physicians in 2026
and an expected shortage of 134,000 physicians by
2031, but the number of APRNs and PAs has been
growing rapidly, thus supplementing the physician

(continued next page)
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workforce (Bruza-Augatis et al. 2024). The most
critical shortages of physicians are in primary care
(family practice, internal medicine, pediatrics, and
geriatrics) and psychiatry (Association of American
Medical Colleges 2024, Medicare Payment Advisory
Commission 2023b). The shortage of psychiatrists is
exacerbated by fewer psychiatrists accepting health
insurance than other physicians (Carlo et al. 2024).
While HRSA data show that nonmetropolitan areas
have shortages of physicians (Health Resources &
Services Administration 2024b), APRNs and PAs have
filled this gap to some extent by locating in rural
and underserved areas (National Center for Health
Workforce Analysis 2024b, Zhang et al. 2020). HRSA
data suggest essentially no nationwide shortages

in the total number of RNs and LPNs, but some
states have apparent excesses, and nine states have
shortages of 20 percent or more, so the aggregate
numbers provide an incomplete picture (National
Center for Health Workforce Analysis 2024a).
Foreign-trained nurses add an estimated 500,000
to the supply (Pillai et al. 2024). HRSA does not track
the demand or supply of NAs, but employment data
from the Department of Labor show over 200,000
job openings for NAs, suggesting a mismatch
between the demand and supply of this type of
worker (Bureau of Labor Statistics 2024). A complete
description of worker shortages requires local data
and an understanding of the potential substitution
among the professions. Further, it remains to

be seen what impact interprofessional teams,
telehealth, and even artificial intelligence could have
on workforce shortages.

The number of health care workers is affected by
the resources available to train them. Over the past
four decades, the number of first-year students

in allopathic medical schools has grown relatively
slowly (increasing from 17,000 in 1980 to 23,000

in 2022). The number of first-year students in
osteopathic medical schools has grown quickly

but is still a smaller share of physicians (rising

from 1,500 first-year students in 1980 to 10,000 in
2022) (Medicare Payment Advisory Commission

2024b). Currently, including all years of medical
school students, about 94,000 students are enrolled
in allopathic medical schools and 35,000 are in
osteopathic schools (American Association of
Colleges of Osteopathic Medicine 2024, Association
of American Medical Colleges 2022a). Federal
support for physician training typically begins

after graduation from medical or osteopathic
school through residency programs at hospitals,
health centers, and other health care provider
organizations. Physicians can be licensed after
completing medical school plus one additional year
of clinical training (referred to as their “internship”
or “first-year residency”) and passing a national
licensure examination, but most go on to pursue
multiple years of residency training, and some
obtain additional training through fellowships

after residency. Physicians educated in American
and Canadian medical schools filled 77 percent

of residency positions in 2023; the remainder

were filled by graduates of international medical
schools (Association of American Medical Colleges
2023). The residency programs that have the most
difficulty filling all their available positions tend

to be lower-paid specialties—like family medicine,
internal medicine, and pediatrics—as well as
emergency medicine; these specialties end up filling
many of their residency positions with international
medical school graduates (Murphy 2024, National
Resident Matching Program 2024).

Medicare contributes to the cost of

physician training at the residency and

fellowship levels through two funding mechanisms.
Hospitals and certain other provider organizations
that train physicians receive direct graduate
medical education (DGME) payments, which are
generally based on the product of three factors:
their historic per resident amount (updated for
inflation), their historic number of residents, and
their current Medicare (fee-for-service (FFS) and
Medicare Advantage (MA)) share of patient days.

In addition, certain types of teaching hospitals
receive a percentage increase in their prospective

(continued next page)
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The health care workforce and Medicare’s role in shaping it (cont.)

payment system rates for care provided to FFS and
MA beneficiaries, referred to as indirect medical
education (IME) payments, which are based on
allowed residents per bed or per occupied bed.
Medicare paid $19 billion for DGME and IME in
2022.%° Medicare generally does not try to influence
which specialties should be trained with these funds
or in which parts of the country these physicians
should be trained. Additional support for training
physicians comes from Medicaid, the Department of
Veterans Affairs, the Department of Defense, HRSA,
and teaching hospitals themselves.

Medicare does not currently support APRN or PA
training.3® APRNs and PAs both typically require

a master’s degree. APRNs are required to obtain

a minimum of 500 hours of clinical training, with
many programs requiring at least 750 hours, and
states have variable additional requirements. APRNs
with doctoral degrees obtain 1,000 hours of clinical
training. PAs generally have 1,500 hours or more

of clinical training. Medicare’s payment rates for
services provided by APRNs and PAs are 85 percent
to 100 percent of physicians’ payment rates, but
provider organizations generally pay these types

of clinicians much less than physicians, which
creates strong incentives for organizations to hire
(and, if needed, train) APRNs and PAs (Medicare
Payment Advisory Commission 2023b). This financial
incentive may help explain the strong growth
observed in the number of APRNs and PAs in recent
years. For example, from 2017 to 2022, the number
of APRNs and PAs who billed Medicare for more
than 15 FFS Medicare beneficiaries climbed more
than 40 percent, increasing from 218,000 to 308,000
(Medicare Payment Advisory Commission 2024c). As
a result of this rapid increase, HRSA has estimated
that the supply of APRNs and PAs now exceeds the
demand for this type of clinician (Health Resources
& Services Administration 2024b).

Medicare does not provide financial support for
pharmacist training, which typically involves a
bachelor’s or prepharmacy degree and a four-year

doctorate in pharmacy; pharmacists must also

pass a national licensure examination and then
meet additional requirements for state licensure
(Virginia Health Workforce Development Authority
2024). HRSA projects that the supply of pharmacists
almost fully met the demand for this type of health
care professional in 2024 and will continue to

do so in the future (Health Resources & Services
Administration 2024b).

Beyond training an adequate supply of health
professionals is the challenge of maintaining

them in the workforce and in shortage locations.
Physicians and RNs in the workforce are aging. The
average age of practicing physicians was 54 in 2023
(DefinitiveHealthcare 2023); almost half of active
physicians were 55 or older in 2021 (Association of
American Medical Colleges 2022b), and 20 percent
were 65 or older. A third of nurses are age 55 or
older, so retirement will be a predictable drain

on the workforce (Health Resources & Services
Administration 2024a).

Several sources express concerns that health
professionals are leaving the health care workforce
midcareer. In 2022, the surgeon general created

an advisory and video to inform the public of his
concern about burnout in health care workers
(Department of Health and Human Services 2022). A
recent study using U.S. census data on health care
workers reported that the exit rate in 2018 was 6
percent per quarter, but this increased to 7.7 percent
per quarter by the end of 2021, with variation among
states and specific demographic groups (Frogner
and Dill 2022, Shen et al. 2024).

Commentators report that physician and nurse
shortages predated the coronavirus pandemic but
have continued to increase. Stresses during the
pandemic included shortages of staff and supplies
(especially personal protective equipment), lack of
knowledge and experience in treating a condition
with high mortality, and concern about the spread of
COVID-19 to health care workers and their families

(continued next page)
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(Biber et al. 2022, Park et al. 2023, Prasad et al.

2021). A variety of stresses that existed before the
pandemic and have continued in the postpandemic
period may be contributing to workers leaving their
health care positions. Changes in the structure

of the health care system that started well before
the pandemic have led to increased pressure for
documentation and other tasks besides providing
direct care to patients. Physicians increasingly have
contractual obligations tied to their employment
that create pressures beyond simply providing

good patient care (Mayes et al. 2024). For their part,
nurses often express concerns about patient-to-
nurse staffing ratios that they believe are unsafe
(New York State Nurses Association 2024). In recent
years, nurses and medical residents are increasingly
unionizing, with the expectation that unions can
more effectively represent their interests to the
organizations employing them. Shortages of NAs
may be linked to the availability of jobs in other
industries that pay similar, or better, wages (Snyder
et al. 2023), but these workers might return to health
care jobs for higher salaries. In 2024, CMS finalized a
rule that revised the nurse staffing requirements for
nursing homes, with implementation beginning in
May 2026 (Centers for Medicare & Medicaid Services
2024f). Many providers will need to hire additional
nursing staff to meet the new requirements and
improve retention of the staff they currently employ.

In addition to Medicare’s substantial investment in
training physicians, the program has taken some
limited steps to try to incentivize physicians to
practice in shortage areas. Medicare pays a 10
percent bonus on physician fee schedule payments
to physicians serving in HRSA-designated health
professional shortage areas, and some of Medicare’s
advanced payment models provide financial
incentives to practitioners in rural and underserved
areas. Hospitals also receive additional payments

when located in underserved areas, but it is unclear
whether these increased payments to hospitals lead
to better nurse staffing, higher salaries, or greater
retention.

The Commission reviewed Medicare payments

for DGME and IME in 2010 and 2021. In 2010,

the Commission recommended that the

Secretary analyze the number of residents needed
by specialty and whether all specialties should

be supported equally; establish standards for
distributing funding for medical education, including
goals for practice-based learning and integration of
community-based care; and use a reduction in IME
payments to empirically justified levels to fund a new
performance-based GME program tied to institu-
tions’ performance on these standards. In 2021, the
Commission recommended that IME payments

be restructured to be made for both inpatient

and outpatient services and to be transitioned to
empirically justified levels.

But Medicare has relatively few tools with which

to influence the health care workforce. Since our
past analyses have found no clear relationship
between changes to Medicare payment rates and
the number of people who apply to medical school
(Medicare Payment Advisory Commission 2024b),
increasing payment rates for all clinicians is not
likely to increase the supply of in-demand types of
health care professionals. One approach might be
to increase Medicare funding for medical education
or implement more targeted Medicare policies
aimed at clinicians in particular medical specialties
or working in particular geographic areas, but such
efforts to shape the composition of the workforce
or alleviate personnel shortages could take years
to reach fruition, given education and training
requirements and the fact that Medicare is just one
payer among many. m
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Endnotes

The number of people with different types of health
insurance in the U.S. in 2023 was as follows: 175.6 million
people had private insurance obtained through an employer;
16.2 million people had an individual health insurance plan
purchased through a Marketplace; 4.0 million had some other
type of individual insurance plan; 99.0 million had coverage
through Medicaid or the Children’s Health Insurance Program
(CHIP); 65.1 million people had coverage through Medicare
(including some who were also enrolled in Medicaid and 12.4
million who supplemented their Medicare coverage with a
Medigap plan); 14.6 million people had some other type of
public insurance (e.g., through the Department of Veterans
Affairs or the Department of Defense); and 24.9 million people
had no health insurance (Centers for Medicare & Medicaid
Services 2024h).

The American Rescue Plan Act of 2021 increased federal
subsidies of Marketplace plans in 2021 and 2022. The Budget
Reconciliation Act of 2022 (P.L. 117-169) then extended these
enhanced subsidies through 2025. These laws also created
and extended a new monthly special enrollment period (SEP)
for people eligible for advance payment of the premium tax
credit who have a projected household income of 150 percent
of the federal poverty level or less. The so-called “150% SEP”
is available to consumers in states that operate under the
Health Insurance Marketplace and use HealthCare.gov or an
approved direct enrollment or enhanced direct enrollment
platform,; state-based Marketplaces that operate their own
eligibility and enrollment platforms also have the option to
offer this special enrollment period. Consumers who qualify
for the 150% SEP can sign up for coverage in any calendar
month through 2025, rather than being eligible to sign up
for coverage only during the annual open enrollment period
(November 1 through December 15) or following a qualifying
life event (e.g., having a baby).

“Super” concentrated markets have a Herfindahl-Hirschman
Index above 5,000.

Among beneficiaries eligible to receive their coverage
through an MA plan (because they were enrolled in both
Medicare Part A and Part B), 52 percent were in an MA plan in
2023. For more information on MA, see Chapter 11.

We do not see dramatic shifts in the use of other, less
frequently used codes in the office /outpatient evaluation and
management code set for new and established patients.

The Budget Reconciliation Act of 2022 (P.L. 117-169) is often
referred to as the Inflation Reduction Act of 2022 (or IRA).

Victoza/Saxenda; Ozempic/Wegovy; Mounjaro/Zepbound.

Patients may discontinue use for various reasons, including,
for example, undesirable side effects, cost, or supply
shortages (BlueCross BlueShield 2024, Cohen 2024, Do et al.
2024).

Statutory text excludes Medicare coverage of drugs that may
be excluded under the Medicaid drug-rebate program, which
includes, among others, drugs for anorexia, weight loss, or
weight gain.

In 2022, 26 percent of FFS Medicare beneficiaries had a
claim for diabetes, 22 percent had one for ischemic heart
disease, 20 percent had one for obesity, 19 percent had one
for chronic kidney disease, and 6 percent had one for stroke
(Centers for Medicare & Medicaid Services 2024d, Chronic
Condition Warehouse 2024).

This analysis does not distinguish between Type 1and Type 2
diabetes, but the Centers for Disease Control and Prevention
estimates that 90 percent to 95 percent of people with
diabetes have Type 2, and Type 2 diabetes is much more likely
to develop in older individuals (Centers for Disease Control
and Prevention 2024a, Centers for Disease Control and
Prevention 2024c, Chronic Condition Warehouse 2024).

Workers and their employers split the cost of the Medicare
payroll tax (workers pay 1.45 percent and employers pay the
remaining 1.45 percent). Meanwhile, self-employed people
pay both the worker’s and the employer’s share of this tax,
totaling 2.9 percent of their net earnings. High-income
workers pay an additional 0.9 percent of their earnings above
$200,000 for single workers or $250,000 for married couples
(Boards of Trustees 2024).

The HI Trust Fund’s income derives from several sources,
including payroll taxes (which made up 88 percent of the
trust fund’s income in 2023), taxation of higher-income
individuals’ Social Security benefits (8 percent), interest
earned on trust fund investments (1 percent), and premiums
collected from voluntary participants (1 percent) (Boards of
Trustees 2024).

The Trustees have made three pandemic-related adjustments
to their Medicare spending projections. These adjustments
account for (1) the improved morbidity in the surviving
population; (2) the ending of a waiver regarding the three-day
inpatient stay requirement to receive skilled nursing facility
(SNF) services, which they expect to decrease SNF spending
and increase inpatient spending; (3) home health spending
that is significantly lower than was estimated before the
pandemic (Boards of Trustees 2024).
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17

18

19

20

General revenues primarily consist of individual and
corporate taxes but also include customs duties, leases of
government-owned land and buildings, the sale of natural
resources, usage and licensing fees, and payments to
agencies (Department of Treasury 2022).

Medicare’s Trustees assume that starting in 2026, clinicians
who are not in advanced alternative payment models (A-
APMs) will receive lower annual updates to their Medicare
physician fee schedule payment rates (0.25 percent per year)
than clinicians who are in A~APMs (0.75 percent per year)
and that these updates will not be replaced with updates that
are more reflective of medical inflation (which is projected

to average 2 percent per year in the long term). Medicare’s
Trustees also assume that bonuses that clinicians currently
receive for participating in A-APMs will end after 2025 and
that positive adjustments to payment rates that clinicians
receive if they demonstrate “exceptional” performance under
the Merit-based Incentive Payment System will end after
2024—and not be extended through legislative intervention.
The Trustees also assume that annual updates to payment
rates under certain Medicare payment systems will continue
to be discounted by an adjustment reflective of economy-
wide productivity, rather than an adjustment reflective of the
lower productivity gains achieved in the health care industry
(Boards of Trustees 2024).

These amounts do not include cost-sharing liability paid by
Medicare on behalf of Part D enrollees who receive the low-
income subsidy.

Although most people ages 65 and over supplement their
Social Security benefits with income from pensions,
withdrawals from individual retirement accounts, or other
assets, a sizable minority rely on Social Security benefits as
their primary source of income. For one in five people ages
65 and over, Social Security benefits make up three-quarters
or more of their family income, and for one in seven, Social
Security benefits make up 90 percent or more of their family
income (Dushi and Trenkamp 2021).

The share of community-dwelling Medicare beneficiaries
who report having FFS coverage with public or private
supplemental coverage has declined from nearly three-
quarters of beneficiaries in 2000 to nearly half of
beneficiaries in 2021, according to our analysis of CMS’s
Medicare Current Beneficiary Survey data (Medicare
Payment Advisory Commission 2024a, Medicare Payment
Advisory Commission 2003).

Beneficiaries dually enrolled in Medicare and Medicaid are
automatically enrolled in Part D and receive the low-income
subsidy (LIS), but other LIS-eligible individuals must apply for
the LIS through the Social Security Administration.

21

22

23
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25
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27

MA plans can reduce the amount deducted from enrollees’
checks by “buying down” some or all of the standard Part B
premium amount, but most enrollees are in plans that do not
offer this benefit.

Individuals who do not qualify for premium-free Part A are
also subject to a late-enrollment penalty, if the individual
does not buy Part A when the individual is first eligible for
Medicare. Medicare beneficiaries are exempt from Part A and
Part B late-enrollment penalties if they delayed enrolling in
Medicare because they had comparable coverage through
another source (e.g., an employer, TRICARE) or they missed

a chance to sign up because they were impacted by a natural
disaster or declared emergency, they were given inaccurate
or misleading information from their health plan or employer,
they were incarcerated, or because they experienced other
exceptional conditions (Centers for Medicare & Medicaid
Services 2024;).

The initial six-month open enrollment period for Medigap
starts the first month that a beneficiary is age 65 or over and
has Medicare Part B.

MA enrollees in preferred provider organization plans or
HMO point-of-service plans generally have some out-of-
network coverage with up to 50 percent coinsurance, but
out-of-network care is generally not covered in HMO plans
except for emergency and urgently needed services. In cases
where medically necessary care is not obtainable in network,
all MA plans must allow enrollees to go out of network and
pay in-network cost sharing. See Chapter 11 of this report for
more information on MA plan types.

However, we note that in the Medicare Advantage initial trial
period, Medicare beneficiaries who were initially enrolled in
a Medigap plan and switch to MA may return to FFS Medicare
and their Medigap plan before the end of their first year of
MA coverage without being subject to medical underwriting.

Beneficiaries with less than $15,300 in annual income and
$9,430 in liquid assets (or $20,688 in income and $14,130 in
assets if married) can sign up to have Medicaid pay their
Medicare Part A (if needed) and Part B premiums and cost
sharing. Slightly higher-income beneficiaries with income or
assets above these limits but with an income below $20,580
(or $27,840 if married) can sign up to have Medicaid pay their
Medicare Part B premiums (Centers for Medicare & Medicaid
Services 2024g).

The enrollment statistics in this paragraph are based on our
analysis of the 2022 Medicare Current Beneficiary Survey’s
survey file for noninstitutionalized beneficiaries enrolled in
both Part A and Part B. The statistics in this paragraph are
calculated using a different, simpler approach compared with
the statistics shown earlier in Figure 1-9 (p. 22).
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Each hospital's Medicare Safety-Net Index value would

be computed using three components: (1) the share of its
Medicare volume associated with beneficiaries enrolled in the
LIS and /or Medicaid; (2) the share of all-payer revenue the
hospital spends on uncompensated care; and (3) half of the
share of total volume associated with Medicare beneficiaries.

In 2022, Medicare made DGME payments of $5.6 billion
and IME payments of $13.4 billion; these amounts include
costs for training dentists and podiatrists. Both DGME
and IME payments are made on behalf of both FFS and MA
beneficiaries and paid directly to organizations such as

30

teaching hospitals (rather than included in payments made
to MA plans). DGME payments are funded through both

the Hospital Insurance (HI) and Supplementary Medical
Insurance Trust Funds, while IME payments are funded only
through the HI Trust Fund.

Section 5508 of the Affordable Care Act of 2010 authorized

a five-year demonstration of support for graduate nursing
education. The demonstration occurred at five sites for five
years between 2012 and 2017. A report to the Congress was
sent in 2017. A final evaluation released in 2019 is on the CMS
website, and legislation has been proposed to continue this
program.
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Chapter summary In this chapter

As required by law, the Commission annually makes payment-update e The Commission’s principles

recommendations for providers paid under Medicare’s traditional fee- for assessing payment
for-service (FFS) payment systems. An update is the amount (usually adequacy

expressed as a percentage change) by which the base payment toall s =
. . , ) , * Payment-adequacy analytic
providers in a payment system is changed relative to the prior year. To

framework
determine an update recommendation, we assess the adequacy of FFS
Medicare payments to providers using the most recently available data, * Anticipated payment and
by considering beneficiaries’ access to care, the quality of care, providers’ cost changes in 2025
access to capital, and how Medicare payments compare with providers’ c MegummEndht e e TS
costs. As part of that process, we examine whether FFS payments will Medicare payment in 2026

support access to high-quality care and the efficient delivery of services,
consistent with our statutory mandate. We then make a recommendation
about what, if any, update to payments is needed in the policy year

in question (for this report, 2026) to efficiently support beneficiaries’
access to high-quality services. This year, we consider the adequacy of
payments in FFS payment systems for the following sectors: acute care
hospitals, physician and other health professional services, outpatient
dialysis facilities, skilled nursing facilities, home health agencies, inpatient

rehabilitation facilities, and hospice.
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Our goal is to identify the update to payment for each sector that will ensure
both beneficiary access and good stewardship of taxpayer resources. We
examine consistent criteria across settings, but because data availability,
conditions at baseline, and forthcoming changes between baseline and the
policy year may vary, the exact criteria used for each sector, how they are
incorporated into our deliberations, and therefore our recommended updates
vary. We use the best available data to examine indicators of payment adequacy
and update information and estimates from prior years to make sure our
recommendations for 2026 accurately reflect current conditions. Because of
standard data lags, our assessments for the current year are based on estimates
from the most recent complete data we have, generally from two years prior

to the current year (for this report, 2023). We use preliminary data from 2024

when available.

In considering updates to FFS payment rates, we may make recommendations
that address specific concerns within the payment systems, such as problems
that may make treating patients with certain conditions or in certain areas
financially undesirable, make certain procedures unusually profitable, or
otherwise result in access issues for beneficiaries or inequity among providers.
We may also recommend changes to improve program integrity. Importantly,
our focus is on assessing appropriate payment for the Medicare program; we
do not adjust our update recommendations based on the payment rates of

other health insurers.

The recommendations in this report, if adopted, could significantly change
Medicare payment rates to providers. Ideally, payment rates will be set

at a level that supports access to high-quality care provided by relatively
efficient providers—that is, those with lower costs and higher quality—and
provides incentives for all providers to control their costs and improve
quality, thereby helping the Medicare program achieve greater value for its
spending. Further, while our intent is to recommend FFS payment rates that
support FFS beneficiaries’ access to care, the Commission acknowledges
that FFS Medicare rates have broader implications for health care spending
because they are often used in setting payment rates for other federal and
state government programs and private health insurance. Consequently, if
Medicare payments are too low to support efficient provision of high-quality
care, broader access to care and provider solvency could be affected over
time. At the same time, maintaining appropriate fiscal pressure on health

care providers through payment-rate updates can benefit not only the
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Medicare program (and the beneficiaries and taxpayers who support it) but

also the overall health care system.

This chapter reviews our approach to analyzing payment adequacy and making
payment-update recommendations in FFS Medicare. The Commission also
assesses Medicare payment systems for Part C (Medicare Advantage) and

Part D (outpatient prescription drug coverage) in the March report each year
and makes recommendations as appropriate. Part C and Part D, however, are

outside the scope of this chapter. m
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The Commission’s goal for Medicare payment policy

is to support beneficiary access to high-quality

care while obtaining good value for the program’s
expenditures, which entails encouraging the efficient
use of resources funded through taxes and beneficiary
premiums. Appropriate payment begins with base
payment rates that reflect the costs of efficiently
delivering care to the average beneficiary, followed by
adequate adjustments for differences in cost due to
market-, service-, and patient-level variations. Payment
policy can also be a mechanism for encouraging
improvements in quality of care, ensuring access for
beneficiaries, and pursuing other policy objectives such
as ensuring program integrity.

Per statute, the Commission annually undertakes a
systematic assessment of payment in sectors that
provide services to Medicare beneficiaries.! We
consider recommendations in seven fee-for-service
(FFS) payment systems: acute care hospitals, physician
and other health professional services, outpatient
dialysis facilities, skilled nursing facilities, home health
agencies, inpatient rehabilitation facilities, and hospice.
Our annual analysis leads to recommendations for
updates to FFS Medicare payments in the upcoming
year (this year, for 2026). For each sector, we analyze
the most recently available data (2023 in most cases)
on beneficiary access and quality of care, provider
margins and access to capital, and other contextual
factors to determine the adequacy of FFS Medicare
payment rates. We then consider forthcoming policy
and anticipated cost changes to project FFS Medicare
payments and provider costs for 2025. Finally, we
recommend how FFS Medicare payments for a given
sector should change in aggregate for 2026, including
whether payments should increase, decrease, or
remain the same relative to current law.

The Commission updates its payment
recommendations annually, and we reflect any changes
that may affect provider revenues or costs in future
assessments of Medicare payments. We make our
recommendations relative to current law at the time
we record our votes and avoid speculating on whether
and how changes in external circumstances might lead
to different recommendations.

Beyond questions of payment updates, within each
payment system we examine how payment rates may
affect providers’ ability to serve Medicare beneficiaries,
taking into consideration geographic, demographic,
and other characteristics. We contemplate whether
payment adjustments are necessary to address
differences in access, incentivize quality of care,

or otherwise fairly distribute FFS payments across
providers in a sector. We also identify program-
integrity concerns and potential remedies.

We compare our update and other policy
recommendations for 2026 with the base FFS Medicare
payment rates specified in law to understand the
implications for beneficiaries, providers, and the
Medicare program. This chapter details our analytic
framework for assessing payment adequacy, as well as
our principles underlying that framework.

Notably, our update work and related recommendations
are setting specific. That said, the Commission

has maintained that, subject to risk differentials,
payment for the same services should be comparable
regardless of where the services are provided. Such
“site neutrality” helps to ensure that beneficiaries
receive appropriate, high-quality care in the least
costly setting consistent with their clinical conditions.
For example, the Commission recommended in 2023
that the Congress more closely align payment rates
across ambulatory settings (e.g., hospital outpatient
departments, ambulatory surgery centers, and
physicians’ offices) for selected services that are safe
and appropriate to provide in all settings and when
doing so does not pose a risk to access. Because the
analytic issues related to cross-setting analysis are
more complex, this work is generally outside the scope
of our sector-specific payment-adequacy analyses and
thus is not discussed in this chapter.

Recent policy changes and environmental
context

In any year, factors unrelated to the adequacy of FFS
Medicare’s payment rates can affect indicators of
access to care, quality of care, access to capital, and
Medicare payments and providers’ costs in the settings
where Medicare beneficiaries seek care. The previous
chapter discussed the wider health care landscape

and policy context. Here, we discuss how that context
shapes our payment-adequacy analysis.
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Lingering effects of the public health emergency
and coronavirus pandemic

The public health emergency (PHE) related to the
coronavirus pandemic officially expired on May

11, 2023. For the past several years, the direct and
indirect effects of the pandemic on beneficiaries, PHE-
related policy changes, and emergency funding for
providers have made it difficult to interpret some of
our indicators of the adequacy of Medicare’s payment
rates. The Commission recognizes that the coronavirus
pandemic has had tragic effects on beneficiaries, as
well as damaging impacts on the nation’s health care
workforce, as clinicians and other health care workers
faced burnout and risks to their health and safety.

Macroeconomic trends in the wake of the pandemic—
including inflation exceeding market basket updates,
high interest rates, and high labor and supply costs—
continue to affect providers’ finances. However, our
most recent measures of payment adequacy, using data
primarily from 2023, indicate that the most pronounced
effects of the pandemic have passed. When comparing
indicators using 2023 data with indicators from earlier
years that were more affected by the pandemic, we
take care to interpret those changes in the appropriate
context. Further, certain changes in practice patterns in
response to the pandemic may prove to be long lasting.
For instance, in 2020 and 2021, we saw an increase in
the use of telehealth, which initially expanded as an
alternative to face-to-face appointments (Medicare
Payment Advisory Commission 2023a). In our 2024
survey of Medicare beneficiaries ages 65 and over,
telehealth continued to be widely used, with 33 percent
of beneficiaries reporting using telehealth in the past
year.? As telehealth claims outside the context of the
PHE become available for analysis, we will continue

to monitor the impacts of the temporary telehealth
expansions.

Growth of Medicare Advantage

Enrollment in Medicare Advantage (MA) plans
continued to increase in 2024, with more than half of
eligible Medicare beneficiaries enrolled in an MA plan.
The extent to which the growth in MA might affect the
provision of care to FFS Medicare beneficiaries is not
yet clear, nor is the appropriate relationship between
MA and FFS payment rates. Generally, we do not adjust
our update recommendations based on payment rates
of other health insurers, including MA plans. Instead,

in separate work, we address issues related to the
adequacy of MA payments. Chapter 11 of this report
presents our current assessment of the MA program.

The Commission’s principles for
assessing payment adequacy

The Commission has long maintained that Medicare
should institute payment policies that improve the
program’s value to beneficiaries and taxpayers.
Historically, FFS Medicare policies created strong
incentives to increase the volume of services without
regard to their value and disincentives for providers to
work together toward common goals. The introduction
of new prospective payment systems (PPSs),
alternative payment models such as accountable care
organizations, and pay-for-performance programs has
shifted provider incentives toward the provision of
high-value, coordinated care, yet disjointed, inefficient,
and low-value care remains a concern.

Payment rates should be sufficient to provide high-
quality care for beneficiaries but also be based on
efficient delivery of services. We assess the adequacy
of FFS Medicare payments for relatively efficient
providers where possible. Efficiency is greater if the
same inputs are used to produce a higher-quality
output or if fewer inputs produce an output of the
same quality. The Commission judges the extent

to which payment rates are adequate for relatively
efficient providers to achieve high value. Thus, our
recommendations may indicate an increase, decrease,
or no change in payment rates relative to the updates
specified in current law.

The Commission is also committed to the accuracy
of payments, which might lead us to make
recommendations that redistribute payments within
a sector. These recommendations aim to better
target FF'S Medicare payments. For instance, in 2018,
the Commission recommended that the payment
weights in the skilled nursing facility (SNF) PPS be
adjusted to increase payments for medically complex
patients and decrease payments for patients receiving
rehabilitation therapy unrelated to their care needs
(Medicare Payment Advisory Commission 2018b). In
2020, we recommended that CMS replace existing
adjustments in the end-stage renal disease PPS for
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low-volume and rural facilities with a single payment
adjustment that would direct additional payments to
dialysis facilities that are isolated and have low volume
(Medicare Payment Advisory Commission 2020). In
2023, we recommended that current disproportionate-
share-hospital and uncompensated-care payments

be redistributed using the Commission-developed
Medicare Safety-Net Index (MSNI) and that additional
funding for Medicare safety-net payments be authorized
to support hospitals that are key sources of care for
low-income Medicare beneficiaries (Medicare Payment
Advisory Commission 2023b). We continue to use the
MSNI when evaluating payment adequacy and equity.

Finally, we note that our primary concern is the
appropriateness of FFS Medicare payments to support
FFS beneficiaries’ access to care, not the adequacy of
payments across all payers. We situate our analysis in
the wider health care and economic context, but we do
not seek to set FFS Medicare payments based on over-
or underpayments by other payers.

The Commission bases its payment update
recommendations on an assessment of the adequacy
of current FFS Medicare payments. For each sector,

we make an assessment by examining indicators of

the following: beneficiaries’ access to care, quality of
care, providers’ access to capital, and FFS Medicare
payments and providers’ costs. The direct relevance,
availability, and quality of each type of information

vary among sectors, and no single measure provides

all the information needed for the Commission to
judge payment adequacy. We use a combination of
administrative data, surveys, and other sources to
inform our assessments, aiming to incorporate as many
high-quality data sources as possible. Figure 2-1 (p. 52)
illustrates our payment-adequacy framework, including
examples of the types of indicators used for each
sector (as available and applicable).

Beneficiaries' access to care

Access to care is an important signal of providers’
willingness to serve Medicare beneficiaries and the
adequacy of Medicare payments. Poor access could
indicate that Medicare payments are too low. The
measures we use to assess beneficiaries’ access to care

depend on the availability and relevance of information
in each sector. Broadly speaking, we consider provider
capacity and staffing, service volume, and FFS
Medicare marginal profit as measures of access. Much
of our analysis uses claims and other administrative
data, but we also use results from several surveys to
assess the willingness of physicians and other health
professionals to serve FFS Medicare beneficiaries and
FFS beneficiaries’ ability to access physician and other
health professional services when needed. However,
factors unrelated to Medicare’s payment policies may
also affect access to care, such as Medicare’s coverage
policies, changes in the delivery of health care services,
local market conditions and barriers to access, and
supplemental insurance, so we exercise judgment when
interpreting information for this domain.

Provider capacity, supply, and staffing

FFS Medicare beneficiaries’ access to care depends

in part on providers’ ability to meet demand with
current supply. Low provider capacity, long wait times,
and difficulty maintaining staffing levels can indicate
inadequate payment rates. By contrast, rapid provider
entry into a sector may indicate that payments are too
high. Technological changes are a factor in that they
can increase capacity in ways that reduce costs. For
example, as a surgical procedure becomes less invasive,
it might be more frequently performed in lower-cost
outpatient settings, freeing up some inpatient hospital
capacity. Likewise, as the prices of new technologies
fall, providers can more easily purchase them,
increasing the capacity to provide certain services.

We have observed that providers have modulated
excess capacity in response to payment-policy
changes. For example, in 2016, many long-term

care hospitals (LTCHs) closed following a significant
reduction in Medicare payment rates for certain cases.
However, the closures occurred primarily in market
areas with multiple LTCHs, indicating that closures
were a result of excess capacity rather than a cause

of access issues. But provider capacity is not always

a clear indicator of payment adequacy. For instance,

if FFS Medicare is not the dominant payer for a given
provider type (e.g., ambulatory surgical centers),
changes in the number of providers may be influenced
more by other payers and their enrollees’ demand for
services and less indicative of the adequacy of FFS
Medicare payments.
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The Commission’s framework for assessing FFS Medicare payment adequacy

Access to care

Quality of care

Access to capital

FFS Medicare payments
and providers' costs

- Occupancy rates

- Supply of providers
- Staffing levels

- Volume of services
- FFS Medicare

- Rates of mortality,

readmission, and
discharge to community

- Patient experience

- All-payer total and/or
operating margin

- Financial reports

- Cost of capital

- Investment activity

- FFS Medicare margin
- Median efficient-provider

margin

- Projected FFS Medicare

margin

marginal profit

Update recommendations for prospective payment system base rates

Note:  FFS (fee-for-service). We use multiple measures of margins for different purposes in our payment-adequacy analysis (see text box). We define
“FFS Medicare marginal profit” as ((FFS Medicare payments — costs that vary with volume) / FFS Medicare payments). This marginal profit is
an indicator of beneficiaries’ access to care. The “all-payer total margin,” defined as ((payments from all payers and sources — costs of providing
services) / payments from all payers and sources), is a measure of a sector's access to capital. For the hospital sector, we also evaluate the “all-payer
operating margin,” which is defined as ((payments from all payers and sources except investments and donations — costs of providing services) /
payments from all payers and sources except investments and donations). “FFS Medicare margin,” defined as ((FFS Medicare payments for services
— allowable costs of providing services) / FFS Medicare payments for services), is a sector-wide measure of the relationship between FFS Medicare's

payments and providers' costs for services.

Source: MedPAC.

The PHE and related policies had both positive

and negative impacts on provider capacity and
supply. On the one hand, waivers of payment rules,
expansion of telehealth access, and supplemental
payments supported the expansion of supply in some
areas. On the other hand, critical staffing shortages
constrained supply, including the ability to use existing
infrastructure, in others. Changes in the capacity and
supply of providers during the acute phase of the
pandemic were not uniform and did not necessarily
indicate inadequate FFS Medicare payment rates.

We will continue to monitor any long-term changes
resulting from pandemic policy or practice patterns.

Volume of services

The Commission analyzes the volume of services
provided to FFS beneficiaries as another indicator
of access. A stable or increasing volume of services
relative to the number of FFS beneficiaries can

indicate adequate access to services and, by extension,
payment. However, it does not necessarily demonstrate
that those services are necessary or appropriate. A
more rapid increase in volume relative to the number
of FFS beneficiaries could suggest that FFS Medicare’s
payment rates are too high. By contrast, reductions

in the volume of services per capita can sometimes

be a signal that revenues are inadequate for providers
to continue operating or to provide the same level of
service. In sectors whose services can be substituted
for one another, changes in volume by site of service
may suggest distortions in payment and raise questions
about payment equity.

It is important to note that changes in the volume of
services are not direct indicators of access; increases
and decreases can be explained by factors such as
population changes, changes in disease prevalence
among beneficiaries, dissemination of new and
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MedPAC uses several definitions of “margin” when assessing FFS Medicare

payment adequacy

argins are a measure of profitability and
Mare calculated as the difference between

revenue and cost, divided by revenue
((revenue - costs) / revenue). A positive margin
indicates that a line of business is profitable, while
a negative margin indicates a financial loss on a line
of business. Unless otherwise indicated, all margins
reported by MedPAC are calculated in aggregate
across all included providers. The Commission uses
several definitions of “margin” when assessing FFS
Medicare payment adequacy:

Fee-for-service Medicare margin

The percentage of revenue from fee-for-service
(FFS) Medicare that is left as profit after accounting
for the allowable costs of providing services to FFS
Medicare patients.

FFS Medicare marginal profit

The percentage of revenue from FFS Medicare
that is left as profit after accounting for the
allowable variable costs of providing services to

FFS Medicare patients. Variable costs are those
that vary with the number of patients treated. By
contrast, fixed costs are those that are the same in
the short run regardless of the number of patients
treated (e.g., building costs). If the FFS Medicare
marginal profit is positive, a provider with excess
capacity has a financial incentive to care for an
additional FFS beneficiary; if the FFS Medicare
marginal profit is negative, a provider may have a
financial disincentive to care for an additional FFS
beneficiary.

All-payer total margin

The percentage of revenue from all payers and
sources that is left as profit after accounting for all
costs.

All-payer operating margin

The percentage of revenue from all payers and
sources exclusive of investments and donations that
is left as profit after accounting for all costs. m

improved medical knowledge and technology,
deliberate policy interventions, and beneficiaries’
preferences. A change in aggregate volume, for
instance, could be attributable either to a change in
services per beneficiary or a change in the number of
beneficiaries. We analyze per beneficiary service use
as well as the total volume of services to isolate these
effects.

FFS Medicare marginal profit

Another factor we consider when evaluating access

to care is whether providers have a financial incentive
to expand the number of FFS Medicare beneficiaries
they serve. In deciding whether to treat a patient, a
provider with excess capacity compares the marginal
revenue it will receive (e.g., the FFS Medicare payment)
with its marginal costs. That is to say, the FFS Medicare
marginal profit reflects the costs to treat Medicare

beneficiaries that vary with volume in the short term.
Although we believe Medicare FFS payment should
support an appropriate portion of fixed cost of efficient
care delivery, we acknowledge that if FF'S Medicare
payments are larger than the marginal costs of treating
an additional beneficiary, a provider with excess
capacity has a financial incentive to increase its volume
of FFS Medicare patients. In contrast, if payments do
not cover the marginal costs, the provider may have a
disincentive to care for FFS Medicare beneficiaries.

Quality of care

It is important for Medicare payment policy to support
beneficiaries’ access to high-quality care. However, the
relationship between quality of care and the adequacy
of Medicare payment is not direct. Simply increasing
payments through an update for all providers in a
sector is unlikely to influence the overall quality of
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care that beneficiaries receive because there is no
imperative for providers to devote the additional
revenue to actions that are known to improve quality.
Thus, within our framework, we consider whether
changes in FF'S Medicare’s rates would meaningfully
affect the quality of care that beneficiaries receive in
a particular sector. Indeed, historically, FFS Medicare
payment systems created little or no incentive for
providers to spend additional resources on improving
quality. Over the past decade or more, the Medicare
program has implemented FFS quality-reporting
programs for almost all major provider types and
several pay-for-performance programs that tie FFS
payment to a provider’s performance on quality
standards. Throughout the years, measures developed
and used in public and private quality programs

have proliferated, which has created confusion and
increased reporting burden. The Commission is
concerned that many of these measures focus on
processes that are not associated with meaningful
outcomes for beneficiaries.

In our June 2018 report to the Congress, we formalized
principles for designing Medicare quality-incentive
programs that address these issues (Medicare Payment
Advisory Commission 2018a). In 2019, we applied these
principles to recommend a hospital value-incentive
program that scores a small set of outcome, patient-
experience, and cost measures (Medicare Payment
Advisory Commission 2019). In 2021, we made related
recommendations for Medicare to eliminate the
current SNF value-based-purchasing program and to
establish a new SNF value-incentive program (Medicare
Payment Advisory Commission 2021b).

Providers’ access to capital

Providers must have access to capital to maintain and
modernize their facilities and to improve patient-care
delivery. One indicator of a sector’s access to capital

is its all-payer profitability, reflecting income from all
sources. We refer to this amount as the sector’s all-
payer margin, which is calculated as aggregate income,
minus costs, divided by income. All-payer margins can
inform our assessment of a sector’s overall financial
condition and hence its access to capital.

Widespread ability to access capital throughout a
sector may reflect the adequacy of FFS Medicare
payments, but it is more indicative in some sectors

than others. For instance, hospitals require large
capital investments, and the ability to finance those
investments can indicate the adequacy of payment.
Other sectors, such as home health care, are not as
capital intensive, so access to capital is a more limited
indicator. Similarly, when FFS Medicare represents a
relatively small share of a sector’s volume, access to
capital is a weak indicator of FFS Medicare payment
adequacy. In recent years, access to capital may be
more reflective of turbulent credit markets or other
macroeconomic phenomena.

FFS Medicare payments and providers’
costs

While we do consider all-payer margins as an indicator
of providers’ financial health, we primarily assess

the adequacy of FFS Medicare payments relative

to the costs of treating FFS beneficiaries, and the
Commission’s recommendations address a sector’s
FFS Medicare payments, not total payments. For
providers that submit cost reports to CMS—acute
care hospitals, SNFs, home health agencies, outpatient
dialysis facilities, inpatient rehabilitation facilities, and
hospices—we estimate total Medicare-allowable costs
and assess the relationship between FFS Medicare’s
payments and those costs for FFS beneficiaries. This
report uses cost-report data from 2023 (2022 for
hospices, due to data lags).

The coronavirus pandemic and PHE-related policy
changes primarily affected FFS Medicare payments
and providers’ costs from 2020 until the expiration

of the PHE in May 2023.2 However, MedPAC has not
considered relief funds as Medicare revenue under
the relevant payment system because they are not
specifically tied to FFS Medicare payments per case.
As a result, FFS Medicare margins in those years could
appear lower than they would, all else equal, if relief-
fund revenue were considered Medicare payment. In
contrast, supplemental payments or policies to waive
Medicare’s payment rules during the PHE may have
subsidized providers that would have otherwise exited
the market. In sectors where relief-fund revenue

was substantial, we calculate a FFS Medicare margin
exclusive of PHE relief funds (assuming all else equal),
as well as a FF'S Medicare margin inclusive of relief
funds. To make this latter calculation, we allocated

to FFS Medicare payments a portion of relief funds
received by a provider, using measures of Medicare’s
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market share in 2019 (such as the ratio of FFS Medicare
to all-payer revenue).

Use of FFS Medicare margins

We typically express the relationship between
payments and costs as a FFS Medicare margin, which
is calculated as aggregate FF'S Medicare payments

for a sector, minus the allowable costs of providing
services to FFS Medicare patients, divided by FFS
Medicare payments.* Margins for individual providers
will always be distributed around that aggregate, and
a judgment of payment adequacy does not mean that
every provider has a positive FFS Medicare margin. To
assess the distribution of payments and any need for
targeted support, we calculate FFS Medicare margins
for certain subgroups of providers that have unique
roles in the health care system or that receive special
payments. For example, because location and teaching
status enter into the payment formula used to pay
acute care hospitals under the inpatient prospective
payment systems, we calculate FFS Medicare margins
based on where hospitals are located (in urban or rural
areas) and their teaching status (major teaching, other
teaching, or nonteaching).

Multiple factors can contribute to changes in the FFS
Medicare margin, including changes in providers’
efficiency, changes in coding that may influence
payments, and other changes in the delivery of a
product or service that may affect a provider’s overall
pool of patients (e.g., reduced lengths of stay at
inpatient hospitals). Knowing whether these factors
have contributed to margin changes may inform
decisions about whether and how much to recommend
changes to a sector’s base payment rate.

In sectors where the data are available, the Commission
makes a judgment when assessing the adequacy of

FFS Medicare payments relative to costs. No single
standard governs this relationship for all sectors,

and margins are only one indicator for determining
payment adequacy. Moreover, although payments can
be ascertained with some accuracy, there may be no
“true” value for the portion of reported costs that are
attributed to providing care for FFS Medicare patients.
Attributing reported costs to FFS Medicare patients

is challenging and reflects in part the accounting
choices made by providers (such as allocations of costs
to different services) and the relationship of service

volume to capacity in a given year. Further, even if
costs are accurately reported, they reflect strategic
investment decisions of individual providers, and
Medicare—as a prudent payer—may choose not to
recognize some of these costs or may exert financial
pressure on providers to encourage them to reduce
their costs.

Assessing current costs

Our assessment of the relationship between

FFS Medicare’s payments and providers’ costs is
complicated by differences in providers’ efficiency,
responses to changes in payment incentives, the
introduction of new technologies, and cost-reporting
accuracy. Assessing the efficiency of costs is
particularly difficult in new payment systems, where
past performance cannot be used as a benchmark.
Solutions to some policy problems can generate new
ones. For example, in 2020, the PPSs for home health
services and SNF services were modified to improve
payment accuracy. In both settings, the new payment
systems (the home health Patient-Driven Payment
Model and the SNF Patient-Driven Groupings Model)
were intended to be budget neutral; that is, they were
not intended to raise or lower payments relative to
what would have been paid under the former payment
systems. However, in both settings, CMS estimated that
implementation resulted in payments higher than the
budget-neutral amount because of changes in provider
behavior. To assess whether reported costs reflect the
efficient provision of service, we examine recent trends
in the average cost per unit, variation in standardized
costs and cost growth, and evidence of changes in the
products and services delivered during a unit of care.

Our analysis focuses on the appropriateness of FFS
Medicare payment rates, but ascertaining whether
payments are adequate to cover the costs of efficiently
providing high-quality care for Medicare beneficiaries
is challenging. Assessing payments relative to costs

is complicated because costs can change in response
to financial pressure and strategic decisions made by
providers. Analyses by MedPAC and other researchers
have found that providers that face financial pressure
to constrain costs generally have lower costs than
those who face less pressure (Medicare Payment
Advisory Commission 2011, Robinson 2011, Stensland
et al. 2010, White and Wu 2014). Providers might also
strategically make costly investments in an effort to
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appeal to higher-paying privately insured patients.
Studies have shown that hospitals with more revenue,
or more potential revenue, from private patients tend
to have higher costs (Garthwaite et al. 2022, Wang

and Anderson 2022). As a result, providers with higher
revenues can have higher cost structures and, all other
things being equal, lower margins on FFS Medicare
patients.® Those providers with high revenues and high
costs often have lower margins on their FFS Medicare
patients (because of their higher costs) but higher all-
payer margins (because their higher revenues from
non-Medicare patients more than offset those higher
costs) (Medicare Payment Advisory Commission 2021a).
That view stands in contrast to arguments that costs
are largely outside the control of providers and that
providers (for example, hospitals) shift costs onto
private insurers to offset FFS Medicare losses.

Lack of fiscal pressure is more common in markets
where a few providers dominate and have negotiating
leverage over payers. This situation is becoming more
common as providers continue to consolidate. The
Commission generally does not recommend lowering
FFS Medicare payments because payments from
private plans are higher or raising them if other payers
(e.g., Medicaid) pay less. Moreover, we recognize that
in some sectors, FFS Medicare itself can, and should,
exert greater pressure on providers to reduce costs.
We rely on our other indicators of payment adequacy,
especially beneficiary access to and quality of care, to
ensure that FFS beneficiaries are not adversely affected
by policy responses aimed at constraining costs.

Efficient-provider analysis

In accordance with our authorizing statute, the
Commission also, when feasible, computes a FFS
Medicare margin for relatively efficient providers.®

In the sectors for which this analysis is possible, we
identify a group of providers—for instance, hospitals—
that perform relatively well on a set of quality metrics
(e.g., measures of mortality and readmissions) while
keeping unit costs relatively low. We refer to the group
of hospitals identified by our method as “relatively
efficient” because these hospitals had to perform
relatively better than their peers on selected measures
of quality and cost for inclusion.

However, our method does not seek to identify all
efficient providers. For example, we screen out

hospitals that have few Medicare or Medicaid patients
or that have poor performance on our measures

in a single year, even though these hospitals may

be relatively efficient. In addition, we note that the
hospitals we identify as relatively efficient perform
relatively well in the domains we are measuring. Use of
other quality and cost measures (e.g., hospital-acquired
conditions, transition to post-acute care, or spending
per episode) to identify relative efficiency likely would
yield a different set of hospitals. Still, the median
margin for our group of relatively efficient hospitals
provides one source of information about whether FFS
Medicare’s payments are adequate to cover the costs of
providing efficient hospital care.

Anticipated payment and cost changes
in 2025

For most payment sectors, we estimate FFS Medicare
payments and providers’ costs for 2025 to inform

our update recommendations for 2026. In general, to
estimate payments, we first apply the annual payment
updates specified in law for 2024 and 2025 to our base
data (2023 for most sectors). We then model the effects
of other policy changes that will affect the level of FFS
Medicare payments in 2025.

Next, for each sector, we review evidence about the
factors that are expected to affect providers’ costs.

To estimate 2025 costs, we consider the rate of input
price inflation or historical cost growth, and, as
appropriate, we adjust for changes in the intensity of
the unit of service (such as fewer visits per episode of
home health care) and trends in key indicators (such

as changes in the distribution of cost growth among
providers). When considering the change in input price
inflation, we refer to the price index that CMS uses for
that sector.” For each sector of facility providers (e.g.,
hospitals, SNFs), we start with the forecasted increase
in a sector-specific index of national input prices,
called a “market basket index” For physician services,
we start with a CMS-derived weighted average of price
changes for inputs used to provide physician services
(the Medicare Economic Index). Forecasts of these
indexes approximate how much providers’ costs are
projected to change in the coming year if the quality
and mix of inputs they use to furnish care remains
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constant—that is, if there were no change in efficiency.
Other factors considered may include the trends in
actual cost growth, which could be used to inform our
estimates if they differ significantly from the projected
market basket.

Recommendations for FFS Medicare
payment in 2026

The Commission’s assessments about payment
adequacy, policy changes in the intervening years,
and expected cost changes result in an update
recommendation for each FFS payment system. The
Commission does not start with any presumption
that an update is needed or that any increase in

costs should automatically be offset by a payment
update. An update is the amount (usually expressed
as a percentage change) by which the base payment
for all providers in a FFS payment system is changed
relative to the prior year. For example, if the statutory
base payment for a sector was $100 in 2025, an update
recommendation of a 1 percent increase for a sector
means that we are recommending that the base
payment in 2026 for that sector be 1 percent greater,
or $101.

The Commission’s recommendations may be to
increase, decrease, or maintain payment levels relative
to current law. When indicators of payment adequacy
are positive and Medicare’s payments are substantially
above costs, the Commission often recommends a
reduction in payment levels relative to current law

to promote greater value for Medicare program
resources. Alternatively, if indicators of payment
adequacy are mixed or negative, the Commission may
recommend increased payments to ensure beneficiary
access to high-quality care. These recommendations
inherently involve judgment and weighing many factors
and pieces of information.

When our recommendations differ from current law
or regulation, as they often do, the Congress or the
Secretary of Health and Human Services must actively
change law or regulation to implement them. The
Congress and the Secretary are under no obligation
to adopt the Commission’s recommendations; in the
absence of other action from the Congress and/or the
Secretary, current law will continue to apply.

Budgetary consequences

The Medicare Prescription Drug, Improvement,

and Modernization Act of 2003 (MMA) requires the
Commission to consider the budgetary consequences
of our recommendations. Therefore, this report
documents how spending for each recommendation
would compare with expected spending under current
law. The Commission contends that FFS Medicare
payment rates should achieve access to high-quality
care for FFS beneficiaries by efficiently allocating

the resources funded by taxpayers and beneficiary
premiums. Our recommendations are not driven by
any specific budget target but instead reflect our
assessment of the level of payment to ensure that FFS
beneficiaries have access to high-quality, appropriate
care delivered efficiently. m
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Endnotes

1 The Medicare Payment Advisory Commission is authorized 5 For-profit providers may prefer to keep costs low to
under Title XVIII of the Social Security Act. maximize returns to stockholders and, indeed, often
have higher FFS Medicare margins than similar nonprofit
2 The results of this survey are described in more detail in providers.

Chapter 4 of this report.
6 Section 1805(b)(2)(B) of the Social Security Act [42 U.S.C.

3 Some policies have been extended beyond the expiration of 1395b-6]:

the PHE.
Specifically, the Commission shall review payment

4 In most cases, we assess FFS Medicare margins for the policies under parts A and B, including—
services furnished in a single sector (e.g., SNF or home health
care services) and covered by a specific payment system. (i) the factors affecting expenditures for the efficient
However, in the case of hospitals, we include in our FFS provision of services in different sectors, including the
Medicare margin all services paid under either the inpatient process for updating hospital, skilled nursing facility,
or outpatient prospective payment systems (see Chapter physician, and other fees, (ii) payment methodologies,
3 for more detail). The hospital update recommendation and (iii) their relationship to access and quality of care for
in Chapter 3 applies to hospital inpatient and outpatient Medicare beneficiaries.
payments; the updates for other distinct units of the hospital,
such as SNFs, are covered in separate chapters. 7 These indexes are estimated quarterly; we use the most

recent estimate available when we do our analyses.
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Hospital inpatient and
outpatient services



R E C O MMENDATI ON

The Congress should:
» for 2026, update the 2025 Medicare base payment rates for general acute care

hospitals by the amount specified in current law plus 1 percent; and

redistribute existing disproportionate-share-hospital and uncompensated-care
payments through the Medicare Safety-Net Index (MSNI)—using the mechanism
described in our March 2023 report—and add $4 billion to the MSNI pool.

COMMISSIONER VOTES: YES 15 « NO 2 - NOT VOTING 0 - ABSENT O




CHAPTER

Hospital inpatient and
outpatient services

Chapter summary In this chapter

General acute care hospitals primarily provide inpatient medical and «  Are FFS Medicare payments

surgical care to patients needing an overnight stay and outpatient adequate in 2025?

SerVICGS, lncludlng procedures, teStS, evaluatlon and management .........................................................................

* How should FFS Medicare
payments change in 2026?

services, and emergency care. To pay hospitals for the facility share of
providing these services, fee-for-service (FFS) Medicare generally sets
prospective payment rates under the inpatient prospective payment
systems (IPPS) and the outpatient prospective payment system (OPPS). In
2023, the FFS Medicare program and its beneficiaries spent nearly $180
billion on services paid under the IPPS and OPPS, including $6.7 billion in

uncompensated-care payments made under the IPPS.

Assessment of payment adequacy

In 2023, FFS Medicare payment-adequacy indicators for general acute
care hospitals were mixed. Beneficiary access to care remained good
overall, and hospitals’ all-payer margin was positive and improved.
However, quality indicators were mixed, and FFS Medicare payments

remained well below hospitals’ costs.

Beneficiaries’ access to care—Indicators of beneficiaries’ access to hospital
inpatient and outpatient services suggest that FFS Medicare beneficiaries

maintained good access.
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e Capacity and supply of providers—From fiscal year (FY) 2022 to FY 2023,
hospital employment increased 3 percent to 4.7 million and the number
of hospitals’ inpatient beds increased 1 percent to 674,000. In addition,
hospitals’ occupancy rate remained at about 69 percent, and the median

percentage of emergency department patients who left without being seen

remained near 2 percent. The supply of hospitals was relatively steady,

though about 10 more hospitals closed than opened in both 2023 and 2024,

and others converted to rural emergency hospitals.

e Volume of services—From FY 2022 to FY 2023, the number of inpatient

stays per beneficiary increased over 1 percent, to 205.3 stays per 1,000 FFS

Medicare beneficiaries. In addition, from calendar year (CY) 2022 to CY

2023, the number of hospital outpatient services per beneficiary increased

over 2 percent, up to 5.2 services per FFS beneficiary.
* FFS Medicare marginal profit—We estimate that hospitals’ marginal

profit on inpatient and outpatient services provided to FFS Medicare

beneficiaries remained positive in FY 2023. This finding suggests that most

hospitals continued to have a financial incentive to serve FFS Medicare

beneficiaries.

Quality of care—In FY 2023, FFS Medicare beneficiaries’ risk-adjusted hospital
mortality rate was 7.6 percent, an improvement relative to the 2019 and 2022
level of 7.9 percent. FFS Medicare beneficiaries’ risk-adjusted readmission rate

was 15.0 percent in 2023, worse than the previous year but an improvement

compared with the prepandemic rate of 15.5 percent. Most patient-experience

measures improved in 2023 but continued to be at least 1 percentage point

below prepandemic levels.

Providers’ access to capital—From FY 2022 to FY 2023, hospitals’ all-payer

operating margin increased from 2.7 percent to 5.1 percent, despite a decline in

coronavirus relief funds. However, within this aggregate, there continued to be

substantial variation: A quarter of hospitals had an all-payer operating margin
greater than 10 percent, and a quarter had an all-payer operating margin less
than -4 percent. In addition, the all-payer operating margin continued to

be lower among hospitals with higher values of the Commission-developed
Medicare Safety-Net Index (MSNI). Other measures of hospitals’ access to

capital were positive in 2023: Hospitals’ all-payer total margin increased over
4 percentage points, hospitals’ borrowing costs increased by less than the
general market, and mergers and acquisitions continued. Preliminary data

suggest further improvement in hospitals’ access to capital in FY 2024.




FFS Medicare payments and providers’ costs—FF'S Medicare payments for
inpatient and outpatient services continued to be below hospitals’ costs in FY
2023. From 2022 to 2023, exclusive of coronavirus relief funds, hospitals’ FFS
Medicare margin was stable (from -13.1 percent to -13.0 percent). Nonetheless,
some hospitals—which we refer to as “relatively efficient’—consistently achieved
lower costs while still performing relatively well on a specified set of quality
metrics. The 2023 median FFS Medicare margin among these relatively efficient
hospitals was -2 percent, exclusive of coronavirus relief funds. For 2025, we
project that hospitals’ FFS Medicare margin will remain stable at about -13
percent. Similarly, we project that the median FFS Medicare margin among

relatively efficient hospitals will remain stable at about -2 percent.

How should FFS Medicare payments change in 2026?

The current-law updates to payment rates for 2026 will not be finalized until
summer 2025, but CMS’s current forecasts and other required updates are
projected to increase the IPPS and OPPS base rates by over 2 percent.

Based on our assessment of the payment-adequacy indicators listed above,

the Commission recommends that the Congress (1) for 2026, update the

2025 Medicare base payment rates for general acute care hospitals by the
amount reflected in current law plus 1 percent and (2) redistribute existing
disproportionate-share-hospital and uncompensated-care payments to
hospitals through the MSNI—using the mechanism described in our March
2023 report—and increase the MSNI pool by $4 billion. The MSNI funds

would be distributed to hospitals across their FFS and Medicare Advantage
patients. This recommendation would better target limited Medicare resources
toward those hospitals that are key sources of care for low-income Medicare

beneficiaries and are facing financial challenges.

Mandated report: Rural emergency hospitals

The Consolidated Appropriations Act (CAA), 2021, created a new rural
emergency hospital (REH) designation, effective January 2023. The CAA
requires the Commission to report annually on payments to REHs, beginning in
March 2024.

During CY 2023, 21 hospitals converted to REHs. FFS Medicare paid about $10
million for outpatient hospital services at these REHs and about $30 million
in fixed monthly payments to cover standby costs. FFS Medicare’s monthly
fixed payments were three times as high as claims-based payments, which

underscores the importance of fixed payments for the viability of REHs. m
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General acute care hospitals primarily provide
inpatient medical and surgical care to patients needing
an overnight stay and outpatient services, including
procedures, tests, evaluation and management
services, and emergency care. To pay hospitals for

the facility share of inpatient and hospital outpatient
services, fee-for-service (FFS) Medicare generally

sets prospective payment rates under the inpatient
prospective payment systems (IPPS) and outpatient
prospective payment system (OPPS).! This chapter uses
the term “general acute care hospital” or just “hospital”
to refer to hospitals paid under the IPPS and OPPS.?

In setting these prospective rates per inpatient stay

or primary outpatient service, CMS adjusts IPPS

and OPPS national base payment rates for factors
generally outside of hospitals’ control, such as regional
wage rates and patient characteristics. Both the

IPPS and OPPS also include separate payments not
tied to the base payment rates: The IPPS includes

uncompensated-care payments to help support
hospitals’ costs of treating the uninsured, and the OPPS
sets payments for separately payable drugs based on
the manufacturer’s average sales price.’

In 2023, the FFS Medicare program and its beneficiaries
spent nearly $180 billion on services paid for

under the IPPS and OPPS, including $6.7 billion in
uncompensated-care payments made under the

IPPS and $20.4 billion for separately payable items,
mainly drugs, made under the OPPS (Table 3-1). FFS
beneficiaries’ cost-sharing liability totaled 7 percent of
IPPS payments and 17 percent of OPPS payments.

Services paid under the IPPS and OPPS
were a sizable share of hospital services
and accounted for a sizable share of
hospital revenue

While hospitals provide a wide range of services to
both FFS Medicare beneficiaries and other patients,
services paid under the IPPS and OPPS continued to
be a sizable share of hospital services. In FY 2023, 23
percent of all acute inpatient stays were FFS Medicare

In 2023, FFS Medicare spent nearly $180 billion on hospital

services paid for under the IPPS and OPPS

Medicare payment system

IPPS OPPS
Number of hospitals 3145 3110
Number of users (in millions) 4.2 15.9
Volume of services (in millions) 6.6 123.8
Total Medicare payments (in billions) $109.3 $70.0
Payments for base-rate-covered services (in billions) $102.6 $49.6
Other payments (in billions) $6.7 $20.4
Beneficiary cost-sharing liability
as share of total Medicare payments 7% 17%

Note:

FFS (fee-for-service), IPPS (inpatient prospective payment systems), OPPS (outpatient prospective payment system). The number of hospitals

that provided IPPS services is higher than the number that provided OPPS services primarily because Indian Health Services hospitals are

paid under the IPPS but not OPPS and data are limited to Subsection (d) hospitals. (OPPS data on other hospitals, such as post-acute care
hospitals, are not included.) “Total Medicare payments” includes the FFS Medicare program amount and beneficiary cost-sharing liability
(which may be paid by the beneficiary or the beneficiary's supplemental insurance, or it may become hospital bad debt). “Other payments”
refers to uncompensated-care payments (in the case of the IPPS) and to payments for separately payable drugs, devices, blood products, and
brachytherapy sources (in the case of the OPPS). The given year (2023) refers to fiscal year for inpatient services and calendar year for outpatient

services, consistent with when CMS updates these payment systems.

Source: MedPAC analysis of Medicare Provider Analysis and Review file, IPPS final rule, and outpatient claims data.
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TABLE

3-2 Hospital employment and inpatient beds increased in 2023
Fiscal year Percent change
Capacity measure 2019 2020 2021 2022 2023 2019-2023 2022-2023
Employment (millions) 45 4.4 45 45 4.7 41% 3.0%
Beds (thousands) 663 669 670 667 674 15 1.0

Note: Data include all Subsection (d) and critical access hospitals that provided inpatient services to at least one fee-for-service Medicare beneficiary.
Employment figures and numbers of beds differ from those published in prior years because this year we limited employment to Subsection (d)
and critical access hospitals and included all inpatient beds, regardless of what share of time the beds were used for swing-bed or observation
services. Data were imputed for hospitals that had not yet submitted 2023 cost reports at the time of our analysis. Percentage changes were

calculated on unrounded data.

Source: MedPAC analysis of hospital cost reports.

stays paid under the IPPS. In addition, 18 percent of all
outpatient services (as measured by charges) were FFS
Medicare services paid under the OPPS.

Similarly, services paid under the IPPS and OPPS
accounted for a sizable share of hospitals’ revenue. Of
the over $1.2 trillion in hospitals’ operating revenue in
FY 2023, about 14 percent came from services provided
to FFS Medicare beneficiaries paid under the IPPS or
OPPS. (The share of hospitals’ operating revenue from
FFS Medicare across all service lines, such as physician
services, is higher.)

Furthermore, like other FFS Medicare payment rates,
IPPS and OPPS payments have implications beyond FFS
Medicare because both Medicare Advantage and other
payers use FFS payment rates in setting their rates (see
Chapter 2).

Are FFS Medicare payments adequate
in 2025?

Based on the most recently available data, indicators
of the adequacy of IPPS and OPPS payments have been
mixed. In FY 2023, FFS Medicare beneficiaries’ access
to hospital inpatient and outpatient services remained
adequate: Hospitals continued to have the capacity

to care for FFS Medicare beneficiaries and a financial

incentive to provide inpatient and outpatient services.
In addition, hospitals’ access to capital improved:
Hospitals’ all-payer operating margin increased in 2023,
and preliminary data suggest further improvement in
2024. However, FF'S Medicare payments continued to
be lower than hospitals’ costs in 2023: Excluding relief
funds, hospitals’ FFS Medicare margin was -13 percent,
and the median FFS Medicare margin was -2 percent
for relatively efficient hospitals. For FY 2025, we project
stable FFS Medicare margins.

Beneficiaries maintained good access to
hospital inpatient and outpatient services
in 2023

Indicators of hospital capacity and supply and FFS
Medicare beneficiaries’ use of services all suggest that
FFS Medicare beneficiaries maintained good access to
hospital inpatient and outpatient services in FY 2023.
Hospital employment and the number of hospital

beds both increased, and hospitals’ occupancy rate
remained steady at 69 percent. The supply of hospitals
was also relatively steady. Looking more specifically at
FFS Medicare beneficiaries, the number of inpatient
stays and outpatient services per beneficiary increased.
In addition, hospitals’ FFS Medicare marginal profit
remained positive—that is, FFS Medicare payments for
inpatient and outpatient services continued to exceed
estimates of hospitals’ costs of providing an additional
inpatient or outpatient service to FFS Medicare
beneficiaries.




TABLE

Hospitals maintained available inpatient and emergency department

capacity in 2023, but considerable variation remained

Percentage point change

Available capacity measure 2019 2020 2021 2022 2023 2019-2023 2022-2023
Occupancy rate
Aggregate 67% 64% 68% 69% 69% 2 0
5th percentile 13 13 13 13 12 -1 -1
95th percentile 87 83 88 89 89 2 -1
Left ED without being seen
Median 1% 1% 2% 2% TBD TBD TBD
5th percentile 1 1 2 2 TBD TBD TBD
95th percentile 4 4 6 7 TBD TBD TBD

Note:

ED (emergency department), TBD (to be determined). “Occupancy rate” refers to the share of bed days that were occupied by a patient

(regardless of whether the patient was receiving inpatient, observation, or swing-bed services); bed days may be higher than staffed bed
days. Data include all Subsection (d) and critical access hospitals that had a complete cost report with a midpoint in the fiscal year and had
non-outlier data as of our analysis. Results differ from those published last year because of newer data and methodological updates, such as
identification of statistical outliers. Years are fiscal except for ED data, which are reported on a calendar-year basis. ED data for 2023 were not
available at the time of our analysis. Percentage point differences were calculated on unrounded data.

Source: MedPAC analysis of hospital cost reports and CMS timely and effective care data.

Hospital capacity increased, relative to both 2022
and 2019

From FY 2022 to FY 2023, two measures of hospital
capacity increased: hospital employment and the
number of inpatient beds (Table 3-2). Hospital
employment increased 3 percent to 4.7 million full-
time-equivalent staff. The number of inpatient beds
increased 1 percent, to 674,000. Both measures of
capacity were higher than they were in the immediate
prepandemic period.

Hospitals maintained available capacity

In FY 2023, hospitals continued to have available
inpatient and emergency department (ED) capacity
(Table 3-3). Hospitals’ occupancy rate was 69 percent
in FY 2023, similar to the level in 2022. While the
occupancy rate was 2 percentage points higher

than in the immediate prepandemic period, it was
still indicative of available capacity. Hospitals also
continued to have adequate ED capacity: At the median
hospital, about 2 percent of ED patients left without
being seen in CY 2022 (the most recent year of data
currently available).

However, as in past years, there was significant
variation within these aggregates, with some hospitals
having substantially higher available capacity while
others faced capacity constraints. In FY 2023, 5 percent
of hospitals had an occupancy rate under 12 percent,
while another 5 percent had an occupancy rate over

89 percent. Similarly, in CY 2022, 5 percent of hospitals
had over 7 percent of ED patients leave without being
seen. Hospital EDs that have a high share of patients
who leave without being seen may not have the staff or
resources to provide timely and effective ED care.

Supply of hospitals held relatively steady in
2023, though slightly more hospitals closed than
opened

In FY 2023, the supply of hospitals as measured by
provider numbers was relatively steady, declining 0.2
percent to 4,556 (Table 3-4, p. 70). However, changes

in the count of hospital provider numbers do not
necessarily reflect changes in access; for example, they
can also reflect mergers and acquisitions. Of the 4,556
hospitals that provided at least one inpatient service
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In 2023, the number of hospitals held relatively stable, though slightly more
closed than opened, and others converted to rural emergency hospitals

Fiscal year Percent change
Supply measure 2019 2020 2021 2022 2023 20192023 2022-2023
Unique provider numbers 4,645 4,603 4572 4,563 4 556 -1.9% -0.2%
Openings 12 18 1 17 7 N/A N/A
Metropolitan 12 15 10 13 5 N/A N/A
Rural micropolitan 0 0 2 0 N/A N/A
Other 0 2 1 2 2 N/A N/A
Closures 46 25 1 17 19 N/A N/A
Metropolitan 28 14 7 12 1 N/A N/A
Rural micropolitan 4 6 5 5 N/A N/A
Other 14 5 3 0 3 N/A N/A
Conversions to rural
emergency hospital N/A N/A N/A N/A 17 N/A N/A

Note:

Source:

N/A (not applicable). Data include all Subsection (d) and critical access hospitals that provided inpatient services to at least one fee-for-service
Medicare beneficiary. “Unique provider numbers” are those that provided at least one inpatient service to a fee-for-service Medicare beneficiary.
A change in unique provider numbers does not necessarily reflect a change in access; for example, it can reflect mergers and acquisitions.
“"Openings” refers to a new location for inpatient services, while “closures” refers to a hospital that ceased inpatient services and did not convert
to a rural emergency hospital. The counts of openings and closures do not include the relocation of inpatient services from one hospital to
another under common ownership within 10 miles, nor do they include hospitals that both opened and closed within a five-year period. The
number of hospital closures and openings in a given year can change from prior publications as hospitals reopen and newer data become
available. Percentage changes were calculated on unrounded data. “Metropolitan” refers to counties that contain an urban cluster of 50,000 or
more people; “rural micropolitan” refers to counties that contain a cluster of 10,000 to 50,000 people; all other counties are classified as “other.”

MedPAC analysis of Medicare Provider Analysis and Review file, Provider of Services files, census data on metropolitan and micropolitan areas,

and internet searches.

to FFS Medicare beneficiaries in FY 2023, 7 opened
at some point in the year, while 19 ceased to offer
inpatient services. In addition, 17 hospitals converted
to REHs in FY 2023 (see text box on rural emergency
hospitals, pp. 72-73).

In FY 2024, an additional 4 hospitals opened, 15 closed,
and 17 converted to REHs (data not shown). Of the
four hospitals that opened, all were in metropolitan
areas, one is reopening as a critical access hospital,
and the distance to the nearest hospital ranged from
less than 2 miles to about 26 miles. Of the 15 hospitals
that closed, 10 were located in metropolitan areas,

8 had fewer than 50 beds, and 5 were critical access
hospitals. In addition, four of the closures were in two
hospital systems. The average distance to the next-
nearest hospital was 16 miles; four rural closures were
more than 25 miles from the next hospital. According

to hospital press releases and news reports, FFS
Medicare payment rates did not appear to be the main
contributor to the financial difficulties of the hospitals
that closed in 2024. Rather, many hospitals that closed
in 2024 cited other financial reasons; low patient
volume was the most common.”

FFS Medicare beneficiaries’ use of inpatient
services per capita increased but remained
substantially below prepandemic level

In FY 2023, inpatient stays per FFS Medicare
beneficiary increased 1.5 percent, up to 205 stays

per 1,000 FFS Medicare beneficiaries (Table 3-5). The
increase in stays per capita primarily resulted from
increases in inpatient stays for circulatory conditions,
infectious diseases, and musculoskeletal conditions,
which collectively more than offset a decrease

in respiratory conditions; together these shifts




TABLE

FFS Medicare beneficiaries’ inpatient stays per capita increased
in 2023 but remained substantially below prepandemic level

Fiscal year Percent change
Inpatient volume measure 2019 2020 2021 2022 2023 2019-2023 2022-2023
Inpatient stays per 1,000 beneficiaries 2445 213.6 207.7 202.3 2053 -16.0% 1.5%
Inpatient stays (millions) 9.2 79 7.4 7.0 6.9 -25.0 -13
Average length of stay (days) 49 51 55 5.6 53 7.9 -4

Note: FFS (fee-for-service). Data include all Subsection (d) and critical access hospitals. FFS Medicare beneficiary enrollment is limited to those who
resided in the U.S. and had Part A. Percentage changes were calculated on unrounded data.

Source: MedPAC analysis of Medicare Provider Analysis and Review file and Common Medicare Environment files.

contributed to a 4.1 percent decrease in the average
length of stay. (Overall, inpatient stays by FFS Medicare
beneficiaries declined 1.3 percent in 2023 because the
decrease in FFS Medicare beneficiaries was larger than
the increase in stays per beneficiary.)

Despite the increase in 2023, the number of inpatient
stays per capita remained 16 percent below that of the
immediate prepandemic period, and the length of stay
remained nearly 8 percent longer. These findings could
reflect a continuation of the prepandemic decline in
stays per capita, driven by the shift of some types of
care (such as joint replacements) from inpatient to
outpatient settings.

FFS Medicare beneficiaries’ use of hospital
outpatient services per capita increased but
remained below prepandemic level

In CY 2023, hospital outpatient services per FF'S
Medicare beneficiary increased 2.4 percent, up to 5.2
services per FFS Medicare beneficiary (Table 3-6). The
increase in outpatient services per capita primarily
resulted from small volume increases in a broad range
of evaluation and management, imaging, and procedure
services that collectively more than offset a large
drop in the number of COVID-19 specimen collection
services. (Overall, outpatient services provided to FFS
Medicare beneficiaries declined 1.3 percent in 2023,
to 145 million, because the decrease in FFS Medicare

TABLE
3-6

Calendar year

FFS Medicare beneficiaries’ hospital outpatient services per
capita increased in 2023 but remained below prepandemic level

Percent change

Outpatient volume measure 2019 2020 2021 2022 2023 2019-2023 2022-2023
OQutpatient services per beneficiary 53 43 52 51 52 -2.8% 2.4%
Outpatient services (millions) 173.3 136.6 157.6 146.9 145.0 -16.3 -1.3

Note: FFS (fee-for-service). Data include all Subsection (d) and critical access hospitals. FFS Medicare beneficiary enrollment is limited to those who
resided in the U.S. and had Part B. Outpatient results differ from the results previously published because we modified the way we capture
changes in policies for packaging ancillary items under the outpatient prospective payment system and because of the effects of expanded
uses of comprehensive ambulatory payment classifications that occur over time. Percentage changes were calculated on unrounded data.

Source: MedPAC analysis of hospital outpatient claims and Common Medicare Environment files.
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Mandated report: Rural emergency hospitals

ince 1983, when Medicare moved from

paying hospitals on the basis of their costs to

prospectively determined rates, policymakers
have sought ways to support rural beneficiaries’

focused on making inpatient hospital services
more profitable. However, inpatient volume has
declined dramatically over the past 40 years,
especially at rural hospitals, reducing the impact of
Medicare’s inpatient-centric support of hospitals
and contributing to an increase in rural hospital
closures. This situation led the Commission, in
2018, to recommend that Medicare create a new
category of hospital: an outpatient-only facility
with a 24 /7 emergency department (ED). Rather
than being paid on a purely fee-for-service (FFS)
basis, the new outpatient-only hospitals would
receive a fixed monthly payment to help support
the standby costs of maintaining an ED in addition
to outpatient prospective payment system (OPPS)
rates for each outpatient service. Consistent with
the Commission’s recommendation, the Congress
enacted the new rural emergency hospital (REH)
designation in the Consolidated Appropriations Act
(CAA), 2021. As an REH, a hospital will:

* not furnish inpatient care,

access to hospital services. Historically, this support

* have an emergency department that is staffed
24/17,

* receive fixed monthly payments from Medicare,

* Dbe paid 105 percent of standard OPPS rates for
emergency and outpatient services, and

* meet other criteria (e.g., have a transfer
agreement with a Level I or Il trauma center).

Becoming an REH is voluntary, meaning that hospitals
can choose whether they want to transition to an
REH. Hospitals eligible to transition to an REH are
those that, as of December 27, 2020, were critical
access hospitals or Subsection (d) hospitals with 50
or fewer beds in a rural county. Hospitals began to
transition to REHs starting in 2023.

The CAA requires the Commission to report annually
on payments to REHs. In its March 2024 report

to the Congress, the Commission described the
historical context that led to the creation of REHs
and the characteristics of the first cohort of REHs
(Medicare Payment Advisory Commission 2024).

In this report, we provide updated information

on the number of REHs and payments made from
FFS Medicare to REHs in the first full year that the
designation was available.

(continued next page)

beneficiaries was larger than the increase in services
per beneficiary.)

Despite the increase in 2023, the number of outpatient
services per capita in 2023 remained 2.8 percent lower
than in the immediate prepandemic period (Table 3-6,
p. 71). While the volume of many types of hospital
outpatient services rebounded to near prepandemic
levels, other types of services remained well below the
level in 2019. In particular, ED visits per FFS Medicare
beneficiary remained about 13 percent below the level
in 2019 (data not shown). This shift could reflect FFS

Medicare beneficiaries seeking certain types of care in
other settings, such as urgent care centers.

Hospitals continued to have a financial incentive
to provide services to FFS Medicare beneficiaries

We estimate that, on average, FFS Medicare payments
exceeded hospitals’ marginal costs of treating an
additional FFS Medicare beneficiary in 2023, indicating
that hospitals continued to have a financial incentive
to provide services to FF'S Medicare beneficiaries.

It is difficult to use hospital cost reports’ cost-

center accounting to precisely estimate the share of




Mandated report: Rural emergency hospitals (cont.)

In calendar year (CY) 2023, 21 hospitals converted to
REHs. In 2024, the number of active REHS increased
to 36.% Because complete CY 2024 claims data were
not available at the time of our analysis, we analyzed
2023 claims data for the 21 REHs in 2023.

In CY 2023, FFS Medicare paid about $10 million
for outpatient hospital services at REHs.” Over $8
million was paid through the OPPS. Because REHs
get paid 105 percent of standard OPPS rates, in
aggregate, these payments were about $400,000
higher than they would have been using standard
OPPS rates. The OPPS services that accounted for
the highest share of spending at REHs were ED
visits, drug-administration services, intraocular
procedures (e.g., cataract surgery), and imaging
services.

The remaining payments to REHs were for non-
OPPS services, such as physical therapy and clinical
laboratory fee schedule services. Non-OPPS services
are not paid enhanced rates at REHs but are instead
paid standard rates (e.g., physical therapy services
are paid at the standard physician fee schedule rate).

In addition to claims-based payments, REHs also
receive fixed monthly payments from Medicare.
In CY 2023, fixed payments were about $267,000

per month per REH after incorporating the effects
of the sequester. In CY 2023, we estimate that,

in aggregate, REHs received about $30 million in
monthly fixed payments. Monthly fixed payments
were three times as high as FF'S Medicare’s claims-
based payments, which underscores the importance
of fixed payments for the viability of REHs.

The Commission continues to monitor the
implementation and uptake of the new REH
designation. In the summer of 2024, the Commission
conducted site visits at REHs and other rural
hospitals to discuss the new REH designation

and other payment issues. As in our site visits in
2023, we heard from rural hospitals that Medicare
Advantage (MA) plans tend to match FFS’s claims-
based payment rates for REHs but do not pay REHs
fixed monthly payments. However, Medicare’s

fixed monthly payments to REHs are included in
MA benchmarks. In the March 2024 report to the
Congress, the Commission noted that excluding
REH fixed payments from MA benchmarks would
promote equity between FFS and MA because plans
would not be paid (through higher benchmarks)

for doing something they are not expected to do
(i.e., match the fixed payments to REHs) (Medicare
Payment Advisory Commission 2024). m

hospitals’ costs that increase with each additional
patient. For example, the share of administrative costs
that are fixed can vary substantially by hospital and
the planning horizon. We therefore looked at how
hospitals’ aggregate costs varied from year to year
and estimated that between about 75 percent and 85
percent of costs varied as volume changed.® Since IPPS
and OPPS payments amounted to about 85 percent

of hospitals’ costs, we estimate that hospitals’ FFS
Medicare marginal profit continued to be positive in
2023.9 (See the text box in Chapter 2 on the different
margin measures MedPAC uses to assess provider
profitability.)

Direct financial incentives are not the only factors that
affect hospital decision-making on whether to provide
services to FFS Medicare beneficiaries. For example,
hospitals may also choose to serve FFS Medicare
patients to maintain their nonprofit status and support
hospitals’ missions.

Quality of hospital care in 2023 was mixed

In 2023, the quality of hospital care was mixed, relative
to both 2022 and 2019. FF'S Medicare beneficiaries’
risk-adjusted hospital mortality rate improved 0.3
percentage points in 2023, and it improved relative
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FFS Medicare beneficiaries’ risk-adjusted hospital mortality
rate improved in 2023 and relative to prepandemic level

Fiscal year Percentage point change
Mortality rate 2019 2020 2021 2022 2023 2019-2023 2022-2023
Risk adjusted 7.9% 8.4% 7.9% 7.6% -0.3 -0.3
Unadjusted 8.2 9.8 10.6 9.4 1.2 -1.2

Note: FFS (fee-for-service). “Mortality rate” refers to the share of inpatient stays that result in death during or within 30 days after the inpatient stay.
Results differ from those published in prior years because of methodological updates, including removing critical access hospital stays.

Source: MedPAC analysis of Medicare Provider Analysis and Review file.

to the prepandemic level. FFS beneficiaries’ risk-
adjusted readmission rate was slightly worse in 2023
than in 2022 but about 0.5 percentage points better
than the immediate prepandemic period. Most
patient-experience measures improved in 2023 but
continued to be at least 1 percentage point lower than
prepandemic levels.

Hospital mortality rate improved in 2023 and
relative to prepandemic level

In FY 2023, FFS Medicare beneficiaries’ risk-adjusted
hospital mortality rate—defined as the share of
inpatient stays that result in death during or within

30 days after the inpatient stay—improved to 7.6
percent, 0.3 percentage points lower than the level

in 2022 and in 2019 (Table 3-7). Since the start of the
pandemic in 2020, the risk-adjusted mortality rate has

been increasingly lower than the unadjusted mortality
rate because beneficiaries admitted to hospitals in
recent years tend to have more comorbidities and

a higher risk of mortality, and patients with a lower
risk of mortality (such as knee-replacement patients)
are increasingly moving out of the inpatient setting
and thus no longer factor into the average mortality
rate. However, from 2021 to 2023, FFS Medicare
beneficiaries’ hospital mortality rate improved on both
an unadjusted and risk-adjusted basis.

In 2023, hospitals in rural nonmicropolitan areas had

a higher risk-adjusted mortality rate (9.2 percent)
compared with hospitals in rural micropolitan (8.3
percent) and hospitals in urban areas (7.5 percent) (data
not shown).!? From 2021 to 2023, hospitals in rural
nonmicropolitan areas had the most improvement in
risk-adjusted mortality rates (1.7 percentage points). In

FFS Medicare beneficiaries’ risk-adjusted hospital readmission
rate worsened in 2023 but improved relative to prepandemic level

Fiscal year Percentage point change
Readmission rate 2019 2020 2021 2022 2023 2019-2023 2022-2023
Risk adjusted 15.5% 15.0% 14.8% 14.6% 15.0% -0.5 0.4
Unadjusted 15.7 15.6 15.9 15.6 15.7 0.0 0.1

Note: FFS (fee-for-service). “Readmission rate” refers to the share of inpatient stays that result in a readmission for any condition within 30 days after
the initial inpatient stay. Results differ from those published in prior years because of methodological updates, including removing critical

access hospital stays.

Source: MedPAC analysis of Medicare Provider Analysis and Review file.




TABLE
3-9 Most hospital patient-experience measures improved

in 2023 but remained below prepandemic levels

Percentage point

Calendar year change
H—CAHPS measure 2019 2020 2021 2022 2023 20192023 2022-2023
Share of patients rating the hospital 73% 72% 72% 70% 72% =1 2
a9 or10 out of 10
Share of patients who would definitely 72 71 70 69 70 -2 1
recommend the hospital
Share of patients giving top ratings for:
Communication with nurses 81 80 80 79 80 =1 1
Communication with doctors 82 81 80 79 80 -2 1
Responsiveness of hospital staff 70 67 66 65 66 —4 1
Communication about medicines 66 63 62 62 62 —4 0
Cleanliness of hospital environment 76 73 73 72 73 -3 1
Quietness of hospital environment 62 63 62 62 62 0 0
Understanding their care when they left 54 52 52 51 52 -2 1
the hospital (care transitions)
Share of patients who received discharge 87 86 86 86 86 -1 0
information

Note: H—-CAHPS (Hospital Consumer Assessment of Healthcare Providers and Systems). H-CAHPS is a standardized 29-item survey of patients'
evaluations of hospital care. The survey items are combined to calculate measures of patient experience for each hospital. The H—CAHPS
measures included in the table are “top box,” or the most positive, response to H-CAHPS survey items. Each year's results are based on a sample
of surveys of hospitals’ patients from January to December. Results in 2020 include surveys only from patients discharged July to December
2020 rather than the customary full year. These results encompass all hospitals that received H-CAHPS scores. National H—-CAHPS response
rates from 2019 to 2023 ranged from 23 percent to 25 percent.

Source: CMS summary of H—CAHPS survey results tables.

2023, for-profit hospitals had higher mortality rates (7.8  areas (14.2 percent) (data not shown). From 2021 to

percent) than nonprofit hospitals (7.5 percent). 2023, hospitals in rural nonmicropolitan areas had the
most improvement in risk-adjusted readmission rates

Hospital-readmission rate worsened in 2023 but (1.3 percentage points). In 2023, for-profit hospitals had

remained better than the prepandemic level higher readmission rates (15.7 percent) than nonprofit

In FY 2023, FFS Medicare beneficiaries’ risk-adjusted hospitals (15.0 percent).

hospital-readmission rate worsened (higher is worse)

by 0.4 percentage points to 15.0 percent; however, it Most patient-experience measures improved in

remained better than the 15.5 percent rate in 2019 (Table ~ 2023 but remained below prepandemic levels

3-8). Although unadjusted readmission rates were stable Most hospital patient-experience measures improved

from 2019 to 2023, risk-adjusted readmission rates from 2022 to 2023, but performance remained at least 1

decreased because beneficiaries admitted to hospitalsin ~ percentage point below prepandemic levels for almost
recent years tend to have more comorbidities and thusa  all measures (Table 3-9). Hospitals collect Hospital
higher expected rate of readmission. Consumer Assessment of Healthcare Providers

and Systems (H-CAHPS) surveys from a sample of
admitted patients, which CMS uses to calculate results
for 10 measures of patient experience included in

In 2023, hospitals in urban areas had a higher risk-
adjusted readmission rate (15.1 percent) compared with
hospitals in rural micropolitan and nonmicropolitan
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hospitals’ overall ratings. The H-CAHPS measures key
components of quality by assessing whether something
that should happen during a hospital stay (such as
clear communication) actually happened or how often
it happened. In 2023, 72 percent of surveyed patients
rated their overall hospital experience a 9 or 10 on a
10-point scale, an improvement of 2 percentage points
from 2022 but still a percentage point below 2019."
Receipt of discharge information had the highest score:
86 percent of surveyed patients answered with the
most positive response. The care-transition measure
continued to get the lowest score, with only 52 percent
of surveyed patients “strongly agreeing” that they
understood their care plan when they left the hospital.

Hospitals in rural areas have higher H-CAHPS results
than hospitals in urban areas (Centers for Medicare

& Medicaid Services 2024). For example, 74 percent

of surveyed patients who received care in a rural
hospital rated their overall hospital experience a 9 or
10, while 69 percent of surveyed patients who received
care in an urban hospital rated their overall hospital
experience highly (data not shown). Nonprofit hospitals
have higher H-CAHPS results than for-profit hospitals
on all but the measure of quietness in the hospital.
Larger hospitals (by number of beds) have higher H-
CAHPS results than smaller hospitals.

While H-CAHPS surveys a sample of all hospital
patients, not just Medicare patients, the patient-
experience metrics are inversely correlated with FFS
Medicare beneficiaries’ risk-adjusted mortality and
readmission rates. This relationship suggests that the
quality measures are consistent: Hospitals with higher
patient-experience ratings tended to have better (that is,
lower) FF'S Medicare mortality and readmission rates.

Hospitals’ access to capital improved
in 2023

The main way that hospitals access capital to maintain,
modernize, and expand their facilities is through
operating profits, and these improved in FY 2023.
Hospitals’ all-payer operating margin increased to 5.1
percent in 2023, and the majority of hospitals had a
positive operating margin, indicating that hospitals had
net operating profits that could be used for hospital
capital projects. Other measures of hospitals’ access

to capital were positive in 2023, with a larger increase
in hospitals’ all-payer total margin but also higher

borrowing costs. Preliminary data suggest further
improvement in hospitals’ access to capital in 2024.

Hospitals’ all-payer margin increased in 2023

Hospitals’ primary source of access to capital—
operating profits—increased in FY 2023. Hospitals’
all-payer operating margin increased to 5.1 percent in
2023, up from 2.7 percent in 2022 (Table 3-10). (See the
text box in Chapter 2 on the different margin measures
MedPAC uses to assess provider profitability.) The

2.4 percentage point increase in hospitals’ all-payer
operating margin occurred despite a decrease in
coronavirus relief funds. In 2023, hospitals reported
about $3 billion in coronavirus relief funds, down

from $9 billion in 2022 (data not shown). Nonetheless,
hospitals’ operating revenue increased about 8 percent
in 2023—the second-highest growth rate in the past

10 years. In comparison, their costs increased about

5 percent—similar to the levels in the immediate
prepandemic period.

As in prior years, there was significant variation within
this aggregate. A quarter of hospitals had an all-payer
operating margin below -4 percent, while another
quarter had a margin above 10 percent. The majority of
hospitals had a positive operating margin. While there
was variation within each group of hospitals, the 2023
all-payer operating margin continued to be much higher
for hospitals located in urban areas than for hospitals
located in rural nonmicropolitan areas. In addition,

the all-payer margin remained lower among hospitals
that had higher values on the Commission-developed
Medicare Safety-Net Index (MSNI) (see text box, p. 78),
and the MSNI continued to be a better predictor of
hospitals’ all-payer operating margin than the current
disproportionate-share-hospital (DSH) metric.!

Other indicators of access to capital were positive

Hospitals’ other sources of capital were positive in FY
2023 relative to FY 2022:

e Hospitals’ all-payer total margin increased. In
FY 2023, hospitals’ all-payer total margin was 6.4
percent, up from 2.3 percent in 2022. (See the text
box in Chapter 2 on the different margin measures
MedPAC uses to assess provider profitability.) The
total margin includes operating income as well
as investment and donation income. The total
margin increased more than the operating margin
because hospitals received about $13 billion in




TABLE
3-10 Hospitals’ all-payer operating margin increased in 2023,
and significant variation across hospitals persisted

Fiscal year

Group 2019 2020 2021 2022 2023

Including relief funds

All
Aggregate 6.7% 55% 8.8% 2.7% 51%
25th percentile -15 -1.2 0.9 -55 -4.0
Median 4.3 4.6 7.2 1.6 2.8
75th percentile 1.0 1.3 14.9 9.8 10.4
Ownership
For profit 12.5 13.0 15.4 129 129
Nonprofit 6.2 4.8 83 1.0 4.4
Geography*
Metropolitan 6.9 55 8.8 2.8 53
Micropolitan 51 57 9.0 1.2 32
Other rural 0.9 39 7.7 0.9 -0.5
MSNI
Lowest quartile NS NS 1.6 59 7.6
2nd quartile NS NS 9.7 3.4 7.1
3rd quartile NS NS 8.7 4.3 57
Highest quartile NS NS 4.9 31 37

Excluding relief funds

All
Aggregate 6.7 2.1 7.4 2.0 4.9
25th percentile -15 -6.6 -1.8 -7 -4.5
Median 43 0.8 4.6 0.5 25
75th percentile 1.0 8.4 13.0 8.8 10.1
Ownership
For profit 125 10.7 14.3 125 127
Nonprofit 6.2 1.2 7.0 0.2 4]
Geography*
Metropolitan 6.9 21 7.5 22 5.0
Micropolitan 51 1.2 6.5 -0.7 29
Other rural 0.9 -17 27 -25 -1.0
MSNI
Lowest quartile NS NS 10.5 5.4 7.4
2nd quartile NS NS 8.5 2.8 7.0
3rd quartile NS NS 7.3 3.4 53
Highest quartile NS NS 27 22 33

Note: MSNI (Medicare Safety—Net Index), NS (not shown). Data are for hospitals paid under the inpatient prospective payment systems that had a
complete cost report with a midpoint in the fiscal year and had non-outlier data as of our analysis. The all-payer operating margin excludes
investment and donation income. “Relief funds” refers to federal or other coronavirus relief funds. Results differ from those published last year
because of newer data and methodological updates, such as identification of statistical outliers and inclusion of other coronavirus relief funds.
*Metropolitan (urban) counties contain an urban cluster of 50,000 or more people; rural micropolitan counties contain a cluster of 10,000 to
50,000 people; all other counties are classified as “other rural.”

Source: MedPAC analysis of hospital cost reports, census geographic files, and MSNI data sources.
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The Commission-developed Medicare Safety-Net Index

he Commission developed the Medicare
I Safety-Net Index (MSNI) to identify financially

vulnerable hospitals that serve large shares of
low-income Medicare beneficiaries. Our conceptual
framework for the development of the MSNI is
detailed in our June 2022 report to the Congress
(Medicare Payment Advisory Commission 2022).
These hospitals are particularly vulnerable to
unforeseen circumstances (such as misestimates of
input price inflation) (Medicare Payment Advisory
Commission 2023b, Medicare Payment Advisory
Commission 2022).

We found that the MSNI was an important predictor
of hospitals’ all-payer margins and risk of closure—
and a better predictor than the metric used in
current disproportionate-share-hospital (DSH)
payments.

Calculating each hospital’'s MSNI

Each hospital's MSNI is calculated as the sum of
three components:

¢ low-income share of Medicare volume,

* uncompensated-care costs as share of all-payer
revenue, and

* Medicare share of all-payer volume (divided
by 2).

For more details on the principles for each
component, see our March 2023 report to the
Congress, Chapter 3, Table 3A-1.

This year we incorporated additional data sources
so that, where possible, the MSNI calculation is
based on both inpatient and outpatient data and on
fee-for-service (FFS) and Medicare Advantage (MA)
beneficiaries.”®

Using the MSNI to reform Medicare’s
support of Medicare safety-net hospitals

The Commission’s view is that Medicare safety-

net payments should be used primarily to support
Medicare safety-net hospitals, which are hospitals
that provide care to large shares of low-income
Medicare beneficiaries. This measure of “safety-net”
status is Medicare-centric by design; safety-net
definitions used by Medicaid and other payers would
likely differ.

In contrast to current Medicare payments

to support safety-net hospitals (DSH and
uncompensated-care payments), the Commission’s
proposed new MSNI payments would be:

* targeted to hospitals with higher Medicare
dependency, measured on a sliding scale;

* calculated as a percentage add-on for both
Medicare inpatient and outpatient services; and

* made to hospitals for both their FFS and MA
beneficiaries and carved out of MA benchmarks.

The current DSH and uncompensated-care
payments would be replaced with payments
distributed using the MSNI, and, if needed, new
funds could be added using the MSNI to target
hospitals most in need (Medicare Payment Advisory
Commission 2024). In our simulations of replacing
DSH and uncompensated-care payments with
payments based on the MSNI, some hospitals would
receive more payments and others would receive
less. Phasing in changes (and adding additional MSNI
funds) would help ease the transition for hospitals
that would receive lower safety-net payments under
the MSNI m

investment income in 2023, compared with S7
billion in investment losses in 2022. Donation
income was steadier at between $2 billion and $3
billion in both years.

*  Hospitals’ borrowing costs increased but by less
than in the general market. In FY 2023, hospitals’
borrowing costs increased. The yield on hospital
municipal bonds increased from about 3.6
percent in 2022 on average to 4.4 percent in 2023
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(S&P Global 2024). However, the spread between
hospitals’ borrowing costs and borrowing costs in
the general market declined. The yield on hospital
bonds fell from 1.2 percentage points above the yield
of 10-year treasury bonds in 2022 to 0.6 percentage
points in 2023, suggesting that bond investors see
little risk of hospital defaults on their bonds.

Hospital mergers and acquisitions also continued,
indicating that investors continue to be willing to put
capital into acquiring hospitals. Our analysis of Levin
Pro HC data for hospitals paid under the IPPS and the
OPPS found that about 110 hospitals were acquired in
FY 2022, and an additional 90 hospitals were acquired
in FY 2023.

Preliminary data suggest that hospitals’ access to
capital continued to improve in 2024

Preliminary data from selected hospitals and rating
agencies suggest that hospitals’ all-payer operating
margin continued to increase in 2024, and for-profit
hospitals continued to have higher operating margins
than nonprofit hospitals. The all-payer operating
margin among six large hospital systems increased
about 1 percentage point in 2024.1 Among the three
largest for-profit health systems, the all-payer
operating margin increased by about 0.9 percentage
points from the quarter ending September 30, 2023,
to the quarter ending September 30, 2024, though
the individual all-payer operating margins varied
widely, from 6.0 percent to 13.8 percent (Community
Health Systems 2024, HCA Healthcare 2024, Tenet
Health 2024). To explain what drove their improved
margin, these systems cited reasons such as increased
admissions and revenue per admission (from 2024
contract negotiations and Medicaid supplemental
revenue, among other reasons) and decreased
contract-labor costs. Among the three selected large
nonprofit hospital systems, the all-payer operating
margin increased by about 1 percentage point from
the year ending July 30, 2023, to the year ending July
30, 2024, ranging from -5.3 percent to 0.3 percent
(Ascension 2024, CommonSpirit 2024, Trinity Health
2024). This gradual improvement in these three
nonprofit hospitals’ all-payer operating margin is
consistent with rating agencies’ findings for 2024. The
agencies attribute some of the increase in nonprofit
hospitals’ all-payer operating margin in 2024 to easing
labor costs and to one-time payments, such as those to
offset lower payments for drugs acquired through the

340B Drug Pricing Program from 2018 to 2021 (Fitch
Ratings 2024, Moody’s Investors Service 2024, S&P
Global Ratings 2024).

Hospitals’ borrowing costs through the bond markets
were steady between 2023 and 2024. However, the
spread between hospitals’ borrowing costs and
borrowing costs in the general market declined, with
the yield on hospital bonds falling to 0.2 points above
that of 10-year treasury bonds in 2024 (S&P Global
2024).

Looking forward to 2025, rating agencies project a
continued slow and sustained recovery for nonprofit
hospitals’ access to capital, including a projected
gradual improvement in nonprofit hospitals’ all-payer
operating margin and more favorable than unfavorable
outlooks (Fitch Ratings 2024, Moody’s Investors Service
2024, S&P Global Ratings 2024).

FFS Medicare payments to hospitals were
lower than hospitals’ costs in 2023

In FY 2023, hospitals’ FFS Medicare margin remained
negative but with substantial variation. (See the text
box in Chapter 2 on the different margin measures
MedPAC uses to assess provider profitability.) The FFS
Medicare margin remained stable from 2022 to 2023
when coronavirus relief funds were excluded. Among
the subset of hospitals we identified as relatively
efficient, the median FF'S Medicare margin was higher
than among other hospitals but still negative. Like last
year, we project that hospitals’ FFS Medicare margin in
2025 will remain negative and near the level in 2023.

The FFS Medicare margins we present this year reflect
updates from our most recent periodic methodology
reviews. The results under the updated methodology
were generally similar to the prior methodology: For
each of the past 10 years (2014 to 2023), hospitals’ FFS
Medicare margin was always within 0.8 percentage
points of results using the prior methodology and
mostly within 0.3 percentage points. The largest
change stemmed from limiting our margin analysis
to payments and costs for services paid under the
IPPS and OPPS.!® Hospitals’ FFS Medicare margin on
other service lines affects the overall financial effect
on hospitals of providing services to FFS Medicare
beneficiaries and could affect hospitals’ margin

on inpatient and outpatient services. However, we
concluded that the most relevant margin for this
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TABLE

3-11 Hospitals' FFS Medicare 'ma.rc_:_jin exclugin.g relief funds remained stable
between 2022 and 2023, but significant variation persisted (cont. next page)
Fiscal year
Group 2019 2020 2021 2022 2023
Including relief funds
All
Aggregate -8.0% -82% -6.3% -1.9% -12.6%
25th percentile -17.1 -17.2 -15.2 -21.5 -22.0
Median =57 4.4 =27 -8.7 9.7
75th percentile 4.8 7.7 9.2 38 2.8
Ownership
For profit 1.4 4.3 5.6 11 0.4
Nonprofit 9.4 -10.2 -8.1 -13.6 -13.8
Geography*
Metropolitan -8.4 -8.8 -6.9 -12.3 -12.8
Micropolitan -4.6 2.7 -15 -8.7 -9.8
Other rural 0.4 51 81 0.1 -3.2
Fiscal pressure**
Low pressure -10.6 -10.8 -89 -13.9 -14.6
High pressure 4.0 7.5 5.8 2.6 -4.3
MSNI
Lowest quartile NS NS -10.0 -16.1 -16.8
2nd quartile NS NS -95 -14.3 -14.7
3rd quartile NS NS 4.2 -8.7 -10.1
Highest quartile NS NS 32 -36 -4.8

chapter on assessing the adequacy of FFS Medicare
payments for services paid under the IPPS and OPPS
is a margin limited to those services. If FF'S Medicare’s
payments for other service lines are too high or too
low, the adequacy of payments for those services is
best addressed through updates to FFS Medicare
payments for those service lines. We made other
minor changes, including updating our method of
trimming data for statistical outliers and identifying
swing-bed costs.

Hospitals’ FFS Medicare margin exclusive of
coronavirus relief funds remained stable but
lower than prepandemic level

In FY 2023, hospitals’ FF'S Medicare margin including
coronavirus relief funds fell to -12.6 percent, but
exclusive of these funds it remained steady at about
-13 percent (Table 3-11)."” The 0.7 percentage point

decline in hospitals’ FFS Medicare margin from 2022
to 2023 when including coronavirus relief funds

was exclusively due to a decline in relief funds. The
steady FFS Medicare margin exclusive of relief funds
reflects offsetting pressures. For example, both the
reinstatement of sequestration on Medicare payments
and higher-than-expected inflation decreased
hospitals’ FFS Medicare margin.!”® On the other hand,
the continued growth in profitable, separately payable
drugs increased hospitals’ FFS Medicare margin.!”
While there are analytic challenges to calculating

FFS Medicare margins separately for services paid
under the IPPS and OPPS, we approximate that, after
excluding uncompensated-care payments, hospitals’
FFS Medicare margin in 2023 was roughly similar for
FFS Medicare patients across inpatient and outpatient
settings.?’




TABLE
3-11 Hospitals' FFS Medicare margin excluding relief funds remained
stable between 2022 and 2023, but significant variation persisted (cont.)

Fiscal year
Group 2019 2020 2021 2022 2023
Excluding relief funds
All
Aggregate -8.0% -12.3% -8.3% -131% -13.0%
25th percentile =171 222 -17.2 —22.7 225
Median -57 -8.6 -52 -10.2 -10.1
75th percentile 4.8 33 6.4 2.0 23
Ownership
For profit 1.4 1.7 4] 0.5 0.1
Nonprofit 9.4 -14.6 -10.1 —14.7 -14.3
Geography*
Metropolitan -8.4 -12.8 -8.7 -13.3 -13.2
Micropolitan -4.6 -7.8 -4.7 -1.3 -10.4
Other rural 0.4 -1.1 2.8 41 -39
Fiscal pressure**
Low pressure -10.6 —14.4 -10.6 -14.9 -15.0
High pressure 4.0 1.4 25 4.2 =51
MSNI
Lowest quartile NS NS -1n.7 -16.9 -17.2
2nd quartile NS NS -1.3 -15.2 -15.0
3rd quartile NS NS -6.1 -99 -10.7
Highest quartile NS NS 0.4 -52 5.4

Note: FFS (fee-for-service), MSNI (Medicare Safety-Net Index), NS (not shown). Data are for hospitals paid under the inpatient prospective payment

systems (IPPS) that had a complete cost report with a midpoint in the fiscal year and had non-outlier data as of our analysis. The “FFS Medicare
margin” is limited to revenue and costs for services included under the IPPS or outpatient prospective payment system (OPPS), including
uncompensated-care payments and revenue and costs of separately payable drugs, including any reported discounts to drug costs under the
340B Drug Pricing Program. “Relief funds” refers to FFS Medicare's share of federal and other coronavirus relief funds. Results differ from those
published last year because of newer data and methodological updates, such as limiting the set of included services to IPPS and OPPS services.
*Metropolitan (urban) counties contain an urban cluster of 50,000 or more people; rural micropolitan counties contain a cluster of 10,000 to
50,000 people; all other counties are classified as “other rural.”
***“Low [fiscal] pressure” hospitals are defined as those with a median non-FFS Medicare margin greater than 5 percent over five years and a net
worth that would have grown by more than 1 percent per year over that period if the hospital's FFS Medicare profits had been zero. “High [fiscal]
pressure” hospitals are defined as those with a median non-FFS Medicare margin of 1 percent or less over five years and a net worth that would
have grown by less than 1 percent per year.

Source: MedPAC analysis of hospital cost reports, census geographic files, and MSNI data sources.

Hospitals’ FFS Medicare margin remained about 5 As in prior years, there was significant variation
percentage points lower than in 2019 (Table 3-11). within this aggregate: A quarter of hospitals had a FFS
This finding reflects in part a decline in Medicare’s Medicare margin below -22 percent, while a quarter
uncompensated-care payments from over $8 billion in had a margin above 2 percent (Table 3-11). While

2019 to about S$7 billion in 2023, as well as substantially there was variation within each group of hospitals, in
higher-than-expected input price inflation in 2022 aggregate:

(data not shown).
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e For-profit hospitals’ FFS Medicare margin remained
positive and much higher than nonprofit hospitals’
margin but fell in 2023. For-profit hospitals’ FFS
Medicare margin remained positive and over 10
percentage points higher than nonprofit hospitals’
margin, primarily because they have been able to
constrain costs. This relationship held despite for-
profit hospitals’ margin declining in 2023.%!

*  Rural hospitals’ FFS Medicare margin remained
higher than urban hospitals’ margin but became
negative in 2023. Hospitals in rural nonmicropolitan
areas continued to have a FFS Medicare margin
higher than urban or rural micropolitan hospitals’
margin primarily because most of these hospitals
benefit from one or more special designations that
provide additional FFS Medicare payments above
standard IPPS and/or OPPS payments. However,
rural hospitals also received targeted coronavirus
relief funds; as these payments continued to
decrease, so did rural hospitals’ margin, which fell
from 0.1 percent in 2022 to -3.2 percent in 2023.%2

e FFS Medicare margin remained higher at hospitals
under high fiscal pressure. The FFS Medicare
margin continued to be higher at hospitals
consistently under higher fiscal pressure, though
the spread between the margin at high- and low-
fiscal pressure hospitals has been declining. By
definition, hospitals under higher fiscal pressure—
that is, with a median non-FFS Medicare margin
of 1 percent or less over five years and a net worth
that would have grown by less than 1 percent per
year if the hospital’s FF'S Medicare profits had been
zero—have more constraints on their costs.??

e FFS Medicare margin remained higher at hospitals
with higher MSNI values. The FF'S Medicare margin
also continued to be higher among hospitals with
higher values on the Commission-developed
MSNIL. This finding primarily reflects how, in
general, these hospitals receive some additional
FFS Medicare payments from existing Medicare
safety-net payments (DSH and uncompensated-
care payments). However, as we noted previously,
the MSNI would better target scarce Medicare
resources to hospitals that treat large shares of
low-income Medicare beneficiaries (Medicare
Payment Advisory Commission 2024, Medicare

Payment Advisory Commission 2023b, Medicare
Payment Advisory Commission 2022).

Medicare should move toward site-neutral payments
The FFS Medicare payment rates for services provided
in hospital outpatient departments (HOPDs) are
generally higher than the payment rates for the

same services provided in other ambulatory settings
(ambulatory surgical centers and freestanding
physician offices). These payment differences
encourage arrangements among providers—such as
consolidation of physician practices with hospitals—
that result in care being billed from settings with the
highest payment rates, which increases total Medicare
spending and beneficiary cost sharing without material
improvements in patient outcomes. The Commission
contends that the Medicare program should not pay
more for services provided in a high-cost setting when
it is safe and appropriate to provide those services in a
lower-cost setting and when doing so does not pose a
risk to access (Medicare Payment Advisory Commission
2023a). For example, the Commission recommended
aligning FF'S Medicare payment rates across ambulatory
settings for certain services that CMS deems safe and
appropriate to provide outside of a hospital setting.

To illustrate this concept, the Commission modeled
the effect of aligning payment rates across ambulatory
settings in a budget-neutral manner for 66 ambulatory
payment classifications (APCs) (Medicare Payment
Advisory Commission 2023a).

In the Bipartisan Budget Act (BBA) of 2015, the Congress
took an approach to site-neutral payments between
freestanding offices and hospitals that differs from
the method recommended by the Commission. The
approach in the BBA of 2015 has had a modest effect
because it is largely limited to off-campus provider-
based departments (PBDs) owned by hospitals that
were not open when the Congress passed the BBA

of 2015. We evaluated the effects of expanding this
method to all off-campus PBDs (see text box on
expanding the site-neutral payment policy, pp. 84-85).

Relatively efficient hospitals continued to have
higher quality, lower costs, and higher margins
in 2023

Each year, as part of our assessment of payment
adequacy, the Commission calculates a median FFS
Medicare margin for a group of hospitals that perform




relatively well on a set of quality metrics (measures

of mortality and readmissions) while keeping unit
costs relatively low. We refer to the group of hospitals
identified by our method as “relatively efficient”
because hospitals had to perform better on selected
measures of quality and cost for inclusion than

other hospitals. We define “efficiency” as the level

of resources needed to provide a certain quality and
quantity of services. However, our method does not
seek to identify all hospitals that efficiently deliver
hospital care. For example, we exclude from our
analysis hospitals that have few Medicare or Medicaid
patients or that have poor performance on our
measures in a single year, even though these hospitals
may be relatively efficient. In addition, we note that
the hospitals we identify as relatively efficient perform
relatively well in the domains we are measuring. Use of
other quality and cost measures (e.g., hospital-acquired
conditions, transition to post-acute care, or spending
per episode) to identify relative efficiency likely would
yield a different set of hospitals. Still, the median
margin for our group of relatively efficient hospitals
provides one source of information about whether
Medicare’s payments are adequate to cover the costs
of providing hospital care efficiently (see text box on
method to identify relatively efficient hospitals, p. 87).

This year, we used 2019, 2021, and 2022 historical
performance to identify relatively efficient hospitals
and found that about 6 percent met our criteria for
costs and quality (Table 3-13, p. 86). One reason for

the small number of hospitals meeting the criteria is
related to the requirement of achieving relatively high
performance (higher quality and lower standardized
costs) across all three years of the baseline period. In
this year’s analysis, the baseline period covered 2019,
2021, and 2022, which was a more difficult time for
hospitals to perform consistently well because of the
exclusion of 2020 when the coronavirus pandemic
started and the pandemic’s continuing impacts in

2021 and 2022. Loosening the requirements (such

as by requiring less consistency over three years or
broadening the quality or cost thresholds) would
increase the share of hospitals meeting the criteria but
would include hospitals with worse quality outcomes
and/or higher standardized costs in the baseline years.
The baseline period will continue to shift forward by a
year in future analyses, and we will continue to monitor
the number and characteristics of the relatively
efficient hospitals identified.

The hospitals we identified as historically relatively
efficient continued to have lower costs and higher
quality in 2023. In terms of quality, the relatively
efficient hospitals had lower mortality and readmission
rates (90 percent of the national median and 93
percent, respectively) and higher patient satisfaction
scores (104 percent of the national median). They also
had lower standardized FFS Medicare costs per unit,
at 91 percent of the national median. These lower
standardized costs allowed them to generate higher
FFS Medicare margins than the comparison group.

When including relief funds, in 2023 the median
relatively efficient hospital had an all-payer operating
margin of 7 percent and a FFS Medicare margin of -1
percent (-2 percent when excluding relief funds).?
Both of these margins were improvements relative to
2022.

As in past years, relatively efficient hospitals were
spread across the country and included different
categories of hospitals. For example, among for-

profit and nonprofit hospitals, the shares of hospitals
categorized as relatively efficient were similar.
Although for-profit hospitals tend to have lower costs,
nonprofit hospitals tend to have higher quality metrics.

FFS Medicare margin is projected to remain near
2023 level in 2025

We project that hospitals’ FFS Medicare margin in
2025 will be about -13 percent, similar to the level

in 2023 exclusive of coronavirus relief payments.
Similarly, we project the median FFS Medicare margin
among relatively efficient hospitals to remain about
-2 percent. These projections are based on actual
payments and costs in the most recent year of
complete data (2023), FFS Medicare payment policies
for 2024 and 2025, and environmental changes that
took place in 2024 and are anticipated in 2025.

Our projected margin reflects roughly offsetting
pressures, the largest of which are:

* Declines in coronavirus relief support. While
hospitals continued to record some federal and
other coronavirus relief funds in their 2023 cost
reports, the overall amounts—and therefore FFS
Medicare’s share—declined in 2023, as expected.
We do not project any federal or other coronavirus
relief funds in 2025.
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Effects of expanding the Bipartisan Budget Act of 2015’s site-neutral

payment policy

observed that Medicare’s payment rates

often differ for the same service across
different ambulatory settings (hospital outpatient
departments, ambulatory surgical centers, and
freestanding physician offices). These payment
differences encourage arrangements among
providers—such as consolidation of physician
practices with hospitals—that result in care being
billed from settings with the highest payment
rates, which increases total Medicare spending
and beneficiary cost sharing without material
improvements in patient outcomes. To address this
issue, the Commission has twice recommended
aligning Medicare payment rates for selected
services that are safe and appropriate to provide
in all settings when doing so does not pose a risk
to beneficiary access to care (Medicare Payment
Advisory Commission 2023b, Medicare Payment
Advisory Commission 2014).

For over a decade, the Commission has

In Section 603 of the Bipartisan Budget Act (BBA)
of 2015, the Congress took a different approach to
aligning Medicare payment rates (referred to as
“site-neutral payments”). The BBA of 2015 focused
on outpatient prospective payment system (OPPS)-
covered services provided in off-campus provider-
based departments (PBDs) of hospitals, which are
departments of a hospital that are not located on
the campus of the hospital or within 250 yards of
a remote location of the hospital facility. Under
this statute, OPPS payment rates for all services
provided to Medicare beneficiaries in certain off-
campus PBDs must be aligned with payment rates
in the Medicare physician fee schedule (PFS) for
services provided in freestanding physician offices.
The locations that are subject to this statute are
generally those that became off-campus PBDs

of hospitals after the date that the BBA of 2015

was passed by the Congress, November 2, 2015.
Off-campus PBDs that were established before
November 2, 2015, are exempt from this statute
and are allowed to bill at standard OPPS payment
rates. While the Commission recommended

aligning payments for specific services provided

in any hospital outpatient department (HOPD)

that is covered under the OPPS, the BBA of 2015
requires that all services provided in certain hospital
outpatient departments (that is, specified off-
campus PBDs) are subject to site-neutral payments.
In addition, where the Commission recommended
that site-neutral payments be coupled with a
budget-neutral adjustment that would increase the
OPPS payment rates for the services that are not
subject to the site-neutral payments, which results
in no change in Medicare FFS spending under the
OPPS, the BBA of 2015 has no accompanying budget-
neutrality adjustment, which results in lower overall
Medicare FFS spending.

To satisfy the requirements in the BBA of 2015, CMS
set payment rates for the OPPS-covered services
provided in the off-campus PBDs that are subject
to the rules of the BBA of 2015 to 40 percent of

the standard OPPS payment rates. Under Sections
1833(t)(1)(B)(v) and 1833(t)(21) of the Social Security
Act, the affected services are no longer considered
HOPD services for the purpose of payment under
the OPPS and are instead paid under the PFS.
Initially, these lower payment rates resulted in a
small reduction in total spending in the OPPS of
$170 million because most off-campus PBDs were
exempt from the site-neutral requirements in the
BBA of 2015. In 2023, total spending in the OPPS was
reduced by $500 million as the number of services
provided in these off-campus PBDs increased.

In 2019, CMS substantially increased the breadth of
services that are subject to the site-neutral payment
rates resulting from the BBA of 2015 by specifying
that all clinic visits (specified by Healthcare Common
Procedure Coding System (HCPCS) code G0463)
provided in any exempt off-campus PBD must be
subject to site-neutral payments. Because clinic
visits specified by HCPCS G0463 are by far the most
common service provided in off-campus PBDs, this
policy change substantially increased the effects of
the site-neutral payments.

(continued next page)
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Effects of expanding the Bipartisan Budget Act of 2015’s site-neutral

payment policy (cont.)

CMS did not extend site-neutral payments to all
services in the exempt PBDs, but the Commission
evaluated the effects of doing so. The Commission
found that, without a budget-neutrality adjustment,
expanding this site-neutral policy to all OPPS-
covered services (excluding separately payable drugs
but including drug administration services) would
reduce payments to hospitals for OPPS services by
3.2 percent. Therefore, applying a budget-neutral
adjustment would require a uniform increase of 3.2
percent to the payment rates for all OPPS-covered
services that would not be affected by the site-
neutral policy.

We found that applying this policy to services
furnished in 2023 without a budget-neutrality
adjustment would have lowered combined inpatient
and outpatient FFS Medicare revenue by 0.9 percent,
Medicare spending under the OPPS would have
been $1.3 billion lower, and beneficiary cost-sharing
obligations would have been $0.3 billion lower.

After applying a budget-neutrality adjustment,

there would be no change in aggregate inpatient

and outpatient revenue, but there would be
distributional effects such as urban hospitals losing a
small amount of revenue and rural hospitals gaining
a small amount (Table 3-12). m

TABLE
3-12

Expanding existing site-neutral payment policy to all OPPS-covered
services provided in off-campus provider-based

departments would have varying effects, 2023

Change in combined inpatient and outpatient revenue,

with budget neutrality

Hospital category

Dollar change (in millions)

Percent change

All hospitals $0 0.0%

Urban -50 <-01

Rural 50 0.4

For profit 80 0.4

Nonprofit -50 <-01

Government -30 =01

Note: OPPS (outpatient prospective payment system). “Inpatient and outpatient revenue” includes payments under the relevant inpatient

and outpatient prospective payment systems. Data are for hospitals that had a complete cost report with a midpoint in the fiscal year as

of our analysis.

Source: MedPAC analysis of outpatient standard analytic claims files, hospital cost reports, and census geographic files.

Declines in uncompensated-care payments.

FFS Medicare’s uncompensated-care pool (and
supplemental payments to hospitals located in
Puerto Rico and Indian Health Services hospitals)
was $7.0 billion in 2023 and will decline to $5.8
billion in 2025. These decreases are largely due to
the decline in the national uninsured rate, which

CMS projects will fall from 9.2 percent in 2023 to
7.6 percent in 2025.

*  Hospitals’ input costs grew slightly faster than
expected. Based on actual market basket data
through the second quarter of 2024, hospitals’
input costs increased 3.7 percent in FY 2024;
however, FFS Medicare payments for FY 2024
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TABLE

3-13 Relatively efficient hospitals performed better than other hospitals
but still had a negative median FFS Medicare margin in FY 2023

Relatively
efficient Other

Metric hospitals hospitals
Number of hospitals 123 1,852
Share of hospitals in our study sample 6% 94%
Historical performance, average over 2019, 2020,
2022 (percentage of national median)

FFS Medicare mortality rate 87% 101%

FFS Medicare readmission rate 92 101

Standardized FFS Medicare costs per unit 92 101
Current-year performance, 2023 (percentage of national median)

FFS Medicare mortality rate 90% 101%

FFS Medicare readmission rate 93 100

Share of patients rating the hospital a 9 or 10 (out of 10) 104 99

Standardized FFS Medicare costs per unit 91 101
Current-year margins, 2023 (median percentage)

All-payer operating margin, including coronavirus relief funds 7% 3%

All-payer operating margin, excluding coronavirus relief funds 7 2

FFS Medicare margin, including coronavirus relief funds* -1 -9

FFS Medicare margin, excluding coronavirus relief funds* -2 -10

Note: FFS (fee-for-service), FY (fiscal year). Data are for hospitals paid under the inpatient prospective payment systems (IPPS) that had a complete cost
report with a midpoint in the fiscal year and had non-outlier data as of our analysis. “Relatively efficient” and “other” hospitals were identified based
on their performance during 2019, 2021, and 2022. (For more details, see text box on our identification methodology.)

*The "FFS Medicare margin” is limited to revenue and costs for services included under the IPPS or outpatient prospective payment system,
including uncompensated-care payments and revenue and costs of separately payable drugs, and is reported with and without FFS Medicare's

share of federal or other coronavirus relief funds.

Source: MedPAC analysis of hospital cost reports, claims data, data to standardize costs, and CMS's summary of H—CAHPS survey results tables.

included only a 3.3 percent increase for hospitals’
input costs. Actual inflation for the rest of 2024
and 2025 is not yet known; we use CMS’s current
estimates of input price inflation because they
represent the best estimates available at this time.

e Continued increase in profitable, separately
payable drugs. Consistent with historical trends,
we project continued growth in aggregate FFS
Medicare payments for separately payable drugs
and their share of hospitals’ FFS Medicare inpatient
and outpatient revenue. Because FFS Medicare
payments for separately payable drugs are set at

the average sales price plus 6 percent, which is
higher than hospitals’ aggregate costs of acquiring
these drugs, growth in separately payable drugs
increases hospitals’ FF'S Medicare margin.

Like all projections, ours are subject to uncertainty.
For example, the inflation figure in 2025 is uncertain.
Uncertainty unique to this time period exists about
how hospitals will spend the $9 billion in one-time
remedy payments they received in 2024 to offset the
reduced payment rates for drugs obtained through the
340B Drug Pricing Program from CY 2018 to CY 2021
To the extent that hospitals spend those funds in ways




Identifying relatively efficient hospitals

The Commission follows two principles when
identifying a set of relatively efficient hospitals:

* hospitals must perform relatively well on both
quality and cost metrics, and

* the performance has to be consistent.

Our assessment of efficiency is not in absolute terms
but, rather, relative to a comparison group of other
hospitals.

Categorizing hospitals as relatively
efficient

We categorize a hospital as relatively efficient

if, over the previous three years, it consistently
performed at a relatively high level on either
fee-for-service (FFS) Medicare mortality rates or
standardized inpatient and outpatient costs, and it
never performed at a relatively low level on mortality
rates, readmission rates, or costs.? Specifically, we
categorized a hospital as relatively efficient if it met
the following criteria:

* FEither FFS Medicare risk-adjusted mortality
rates or standardized inpatient and outpatient
cost per unit was among the best one-third of
hospitals in each of the prior three years.

*  FFS Medicare risk-adjusted mortality rates, risk-
adjusted readmission rates, and standardized

costs per unit were never in the bottom third of
all hospitals in any of the prior three years.

* Atleast half of the hospitals’ patients rated it
a 9 or 10 on the 10-point scale in the previous
year (per the Hospital Consumer Assessment of
Healthcare Providers and Systems survey).

¢ FFS Medicare and Medicaid volume metrics met
required minimums.?®

Implications

There is no single way to identify hospitals that

are operating efficiently, and we do not seek to
identify all efficient hospitals, nor do we conclude
that all hospitals that did not meet our criteria are
inefficient. For example, lower-volume hospitals
have more variation in their costs, volume, and

mix of patients and are therefore less likely to

have consistent performance over three years.
Still, the median FFS Medicare margin among the
set of hospitals we identified as relatively efficient
provides some insight about whether FFS Medicare
payments to hospitals are adequate to cover the
cost of providing inpatient and outpatient hospital
care efficiently. This analysis is a complement to
other metrics we use to assess the adequacy of FFS
payments. B

that increase hospital costs (more than revenue) in
2025, our projected margin would be lower.

Looking forward to 2026, there are additional
uncertainties as well as known policy changes. We do
not yet know what the uncompensated-care pool will
be in 2026. As finalized by CMS in rulemaking, in 2026
CMS will begin implementing an annual 0.5 percentage
point decrease to the OPPS conversion factor to

offset the increased payments for nondrug items

and services from CY 2018 through CY 2022. This 0.5
percent reduction in outpatient revenue would reduce

the overall Medicare margin by less than 0.2 percent.
While factors such as the outpatient adjustment will

cause small shifts in hospitals’ FF'S Medicare margin,

we expect hospitals’ 2026 FFS Medicare margin to be
similar to the projected 2025 Medicare margin of -13
percent if current law holds.

We will update data on actual experience in our next
recommendation cycle. We will also continue to look
for additional measures of payment adequacy to
include in future cycles.
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How should FFS Medicare payments
change in 2026?

Under current law, CMS sets the percentage update
to IPPS and OPPS payment rates based on its
forecasts of market basket increases less a forecasted
increase in productivity, as well as any other statutory
or policy updates. The final hospital updates for 2026
will not be set until summer 2025. However, based on
current CMS forecasts through the third quarter of
2024, the 2026 updates would include:

e a 2.5 percent increase in the IPPS operating rate
(resulting from 3.1 percent growth in the market
basket less 0.6 percentage points in productivity);

* a 2.5 percent increase in the IPPS capital base
rate, plus a forecast-error adjustment; and

* a2.0 percent increase in the OPPS base rate (the
same estimated 3.1 percent market basket less 0.6
percentage point productivity adjustment as the
inpatient operating rate, less the first year of 0.5
percentage point reductions to offset increased
payments for nondrug items and services from
2018 to 2021, following a Supreme Court decision).

Since 2006, the Commission has made a single
update recommendation for FF'S Medicare’s payment
rates for services provided under the IPPS and OPPS.
Primarily we do so because we cannot adequately
apply some of the Commission’s payment-adequacy
indicators separately for hospital inpatient and
outpatient services since hospitals typically provide
both types of services. Allocating costs to inpatient
and outpatient services is conceptually challenging
and subject to data limitations and variation in
hospitals’ accounting practices. Access to capital is
also fundamentally a hospital-specific, not service
line-specific, measure. Moreover, at this time we do
not see evidence of significant differences between
inpatient and outpatient settings in FF'S Medicare
beneficiaries’ access to care or hospitals’ FFS
Medicare margins.?’

That said, the Commission has long recognized that
Medicare’s payments in any sector should reflect

the potential to deliver the service in other settings,
suggesting the importance of considering the
relationship of prices across sectors. That work, such

as the Commission’s recommendation for site-neutral
payments (see text box on site-neutral payments,

pp. 84-85), raises complex issues beyond the scope of
our update criteria. For that reason, we address such
issues in separate workstreams.

Our hospital payment-adequacy indicators were
mixed and suggest that combined FFS Medicare
payments across inpatient and outpatient services
were below costs for most hospitals, including the
median “relatively efficient” hospital. We also project
that this gap between payments and costs will persist
under current-law updates.

In considering how hospital base payment rates
should change in 2026, the Commission contends
that scarce Medicare resources should be used
efficiently. To meet this goal, Medicare should aim to
balance several objectives:

e support hospitals with payments high enough to
ensure beneficiaries’ access to care;

* maintain payments close to hospitals’ cost of
providing high-quality care efficiently to ensure
value for taxpayers;

* maintain fiscal pressure on hospitals to constrain
costs; and

e limit the need for large across-the-board
payment-rate increases by directing a portion
of the increase in Medicare funds to safety-net
hospitals that treat large shares of vulnerable
Medicare patients.

Balancing these objectives continues to be difficult.

RECOMMENDATION 3

The Congress should:

« for 2026, update the 2025 Medicare base
payment rates for general acute care hospitals
by the amount specified in current law plus 1
percent; and

« redistribute existing disproportionate-share-
hospital and uncompensated-care payments
through the Medicare Safety-Net Index
(MSNI)—using the mechanism described in our
March 2023 report—and add $4 billion to the
MSNI pool.




RATIONALE 3

Our indicators of the adequacy of FFS Medicare
payments to hospitals continued to be mixed, though
a subset improved relative to last year. Beneficiaries
maintained good access to hospital care, and hospitals’
access to capital improved in 2023. However, indicators
of the quality of care experienced by patients
continued to be mixed, FFS Medicare payments were
below hospitals’ costs—even among the small subset
of relatively efficient hospitals—and we project that
the median FFS Medicare margin among relatively
efficient hospitals will remain slightly negative into
2025 and 2026 under current law. Therefore, for 2026,
the Commission recommends increasing payments by
more than current law.

Hospitals that treat larger shares of low-income
Medicare patients continue to face larger financial
challenges. Therefore, this recommendation reiterates
last year’s recommendation that the Congress
redistribute existing safety-net payments to the MSNI
and add $4 billion to the MSNI pool. As specified in
more detail last year, this action would involve:

e atransition from DSH and uncompensated-care
payments to payments through the MSNI;

e scaling FFS MSNI payments in proportion to
each hospital's MSNI and distributing the funds
through a percentage add-on to payments under
the inpatient and outpatient prospective payment
systems;

e paying commensurate MSNI amounts for services
furnished to MA enrollees directly to hospitals and
excluding them from MA benchmarks; and

* expanding the MSNI pool in future years. For
example, the pool could be expanded by the same
rate as Medicare’s base payment rates to hospitals.

The MSNI would better target limited Medicare
resources toward those hospitals that are key sources
of care for low-income Medicare beneficiaries

and are facing financial challenges. However, even
with an additional roughly $2 billion in FFS MSNI
payments in 2026 (since about half of the $4 billion

in additional MSNI funds would go toward services
for FFS beneficiaries and about half toward services

for MA beneficiaries), aggregate Medicare FFS safety-
net payments would still be below the 2019 level
because, from 2019 to 2025, there was a roughly

$3 billion decline in FFS uncompensated-care and DSH
payments.

Combined, we estimate that the 1 percentage point
increase above current law and the approximately

$2 billion in additional FFS MSNI payments would
increase FFS Medicare base payment rates to hospitals
by about 2.2 percentage points above current law.
However, while the 1 percentage point increase above
current law to hospital base rates would affect all
hospitals equally, the shift from the current DSH and
uncompensated-care payment model to the MSNI
model—and the addition of $4 billion dollars to the
MSNI pool—would have distributional impacts. The
hospitals that would benefit most from the new

MSNI approach are hospitals with large shares of
Medicare patients—in particular, large shares of low-
income Medicare patients. We estimate that all major
categories of hospitals (e.g., teaching, nonteaching,
rural, urban, for profit, nonprofit, government,

small, large) would have some hospitals that see

lower and some that see higher Medicare payments
under our recommendation compared with current
law, but in aggregate, most categories of hospitals
would see increased Medicare payments under our
recommendation. The largest gains would be for rural
hospitals because they tend to have larger Medicare
shares and larger shares of low-income Medicare
patients. We expect that the recommendation would
increase rural hospitals’ FFS Medicare margin by nearly
7 percentage points over current law, almost three
times the percentage point increase across all hospitals.
In contrast, we expect that the recommendation
would decrease government hospitals’ FFS Medicare
margin by about 1 percentage point relative to current
law because some large government hospitals have
relatively few Medicare patients and currently very
high uncompensated-care payments.

We anticipate that a 2025 update to hospital payment
rates of current law plus 1 percent and roughly $2
billion in FFS MSNI funds would generally be adequate
to maintain FFS beneficiaries’ access to hospital
inpatient and outpatient care. These funds would raise
hospital payment rates close to the cost of delivering
high-quality care efficiently.
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IMPLICATIONS 3 Beneficiary and provider

Spending *  We expect that this recommendation will help
ensure Medicare beneficiaries’ access to care by
increasing hospitals’ willingness and ability to treat
beneficiaries, especially those with low incomes. m

e Current law is expected to increase IPPS operating,
IPPS capital, and OPPS payment rates by over 2
percent. This recommendation would increase
spending relative to current law by $5 billion to $10
billion in one year and by $25 billion to S50 billion
over five years.
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Endnotes

1 Clinicians who provide inpatient and outpatient services
at hospitals are paid separately under the physician fee
schedule. FFS Medicare uses other payment systems for
certain types of hospitals, such as critical access hospitals,
hospitals participating in demonstrations, and hospitals
that provide care to a specific population (e.g., children’s
hospitals) or, for inpatient services, a limited set of diagnoses
(e.g., psychiatric hospitals, rehabilitation hospitals, and long-
term care hospitals). An assessment of the adequacy of these
payment systems is beyond the scope of this chapter.

2 However, when discussing indicators of beneficiaries’ access
to care, we use the term “hospital” to also include other
Subsection (d) hospitals that FFS Medicare pays for inpatient
and outpatient services under alternative methodologies
(such as demonstrations), as well as critical access hospitals.
These hospitals can provide care similar to care received at
hospitals paid under the IPPS and OPPS.

3 A more detailed description of the IPPS and OPPS can be
found in our Payment Basics series at https: //www.medpac.
gov/document-type/payment-basic/.

4 Unless otherwise noted, all years referring to inpatient
services are fiscal years, while those referring to outpatient
services are calendar years, consistent with when CMS
updates these payment systems.

5 We reviewed the press releases, websites, and regulatory
documents of closing hospitals to identify the factors that
facilities listed as contributing to their decision to close.
When those sources were not available or did not provide
sufficient detail, we considered popular-press coverage that
included quotations from hospital representatives. We did
not independently verify all the factors cited by each facility.

6 Not included in this count are two hospitals that converted
to REHs but subsequently closed or had their REH status
revoked. The count of active REHs was determined as of
January 28, 2025, and is subject to change.

7 This figure does not include services beyond outpatient
hospital services billed by REHs or affiliated entities, such as
services billed under the physician fee schedule or services
provided by rural health clinics or distinct-part skilled
nursing facilities.

8 This range was derived from the confidence interval of our
regression estimates.

10

1

12

13

In calculating the FFS Medicare marginal profit on services
paid under the IPPS and OPPS, we exclude FFS Medicare
uncompensated-care payments since each hospital’s annual
amount does not vary with volume.

The hospital mortality- and readmission-measure results
include only hospitals paid under the IPPS because that is
the focus of the Commission’s work on payment adequacy
in this chapter. CAHs are not included for this reason. Also,
CAHs (which are paid on costs) have less incentive to code
comorbidities because they do not affect payment, which
affects the risk adjustment of measure results.

The H-CAHPS national response rate for 2023 was 23
percent. The response rate for other provider-focused
CAHPS surveys is similar (e.g., the Home Health Care CAHPS
response rate was 24 percent, and the Hospice CAHPS
response rate was 29 percent).

In 2023, the all-payer operating margin among the hospitals
in the highest quartile of the DSH metric was 4.7 percent (1
percentage point higher than the 3.7 percent among those
in the highest quartile of MSNI). In addition, the spread in
all-payer operating margin between the highest and lowest
quartile was wider for the MSNI than the DSH metric.

The low-income share of Medicare volume was previously
based on FFS Medicare inpatient and outpatient volume. This
year, on the inpatient side, we calculated the percentage

of FFS and MA Medicare inpatient stays that were for low-
income beneficiaries using the Medicare Provider Analysis
and Review and inpatient encounter data. On the outpatient
side, we continued to use the percentage of Medicare FFS
outpatient volume that was for low-income FFS beneficiaries,
but we plan to incorporate MA outpatient data in the future.
The Medicare share of all-payer volume now incorporates
both FFS- and MA-covered inpatient and outpatient volume
using data from the Medicare cost reports. This component
of the MSNI was previously based only on FFS- and MA-
covered inpatient volume.

We reviewed the most recent financial statements for six
large hospital systems: three for-profit systems (Community
Health Systems, HCA Health Care, and Tenet Health) and
three nonprofit systems (Ascension, CommonSpirit, and
Trinity Health). Together, these six systems represent

about 20 percent of all hospitals. In calculating the all-

payer operating margin, we define operating expenses

such as salaries, supplies, lease and rent, depreciation and
amortization, and other operating expenses that are not one-
time expenses unrelated to same-store operations.
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16
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19

20

As described in the Commission’s March 2024 report, Chapter
3, text box on p. 70, CMS changed payment policies in
response to a 2022 Supreme Court ruling. CMS reprocessed
CY 2022 claims for drugs that hospitals obtained through

the 340B Drug Pricing Program and provided lump-sum
payments for 340B drugs provided in 2018 to 2021.

The payments and costs for IPPS and OPPS services include
those for services determined by IPPS and OPPS base rates as
well as uncompensated-care payments made under the IPPS
and payments and costs for separately payable drugs under
the OPPS.

Like last year, we report a FFS Medicare margin including a
portion of coronavirus relief funds (based on FFS Medicare’s
share of 2019 all-payer operating revenue) because
coronavirus relief funds were intended to help cover lost
revenue and higher costs—including lost revenue from FFS
Medicare patients and costs to treat these patients. Under
the prior methodology, hospitals’ FFS Medicare margin in
2023 was -12.4 percent when including relief funds and -12.7
percent exclusive of relief funds.

The Congress suspended the 2 percent sequestration on
Medicare payments from May 1, 2020, through March

31, 2022; applied a 1 percent reduction from April 1, 2022,
through June 30, 2022; and then reverted to the full 2
percent reduction beginning July 1, 2022. Therefore, a smaller
sequester reduction to Medicare payments was in effect for
part of hospitals’ FY 2022 cost-reporting period, but the full
sequester reduction applied to all (or virtually all) of their
2023 cost-reporting period.

The growth in FFS Medicare spending on separately payable
drugs reflects both the continued historical trend of

faster growth and a policy change. Effective CY 2022, CMS
increased the payment rate for non-pass-through separately
payable drugs acquired through the 340B Drug Pricing
Program from average sales price minus 22.5 percent to
average sales price plus 6 percent. Because the average sales
price plus 6 percent is higher than hospitals’ aggregate costs
of acquiring these drugs, growth in separately payable drugs
increases hospitals’ FFS Medicare margin.

The FFS Medicare margin on inpatient services is bolstered
by inpatient-centric add-on payments for hospitals with
certain characteristics (i.e., teaching hospitals, DSH hospitals,
and certain rural hospitals). Conversely, the FFS Medicare
margin on outpatient services is bolstered by the inclusion of
separately payable drugs, which are paid at the average sales
price plus 6 percent, and of which a subset—drugs through
the 340B Drug Pricing Program—can be obtained by hospitals
at significantly reduced prices. However, cost reports only
measure drug-acquisition costs jointly across inpatient

21

22

23

24

25

and outpatient services. Therefore, we cannot precisely
differentiate between inpatient and outpatient margins.

Using the prior methodology, in 2023 for-profit hospitals’ FFS
Medicare margin including relief funds was 0.8 percent (0.4
percentage points higher than under the new methodology)
and nonprofit hospitals’ FFS Medicare margin was -13.9. (0.1
percentage point lower than under the new methodology)
(data not shown).

Using the prior methodology, in 2023 rural nonmicropolitan
hospitals’ FFS Medicare margin including relief funds was
-74 percent (4.2 percentage points lower than under the
new methodology), while urban hospitals’ FFS Medicare
margin was -12.5 percent (0.3 percentage points higher than
under the new methodology) (data not shown). The higher
rural nonmicropolitan FFS Medicare margin under the new
method in part reflects how hospital-based post-acute care
services—which generally have low FFS Medicare margins—
are a larger share of FF'S Medicare revenue for rural than
urban hospitals. In addition, this higher FFS Medicare margin
among rural nonmicropolitan hospitals reflects a change in
how we allocated costs for routine bed days across inpatient,
observation, and swing-bed services. This change in swing-
bed cost allocation has a larger effect on rural hospitals since
only hospitals in (or reclassified as) rural areas can have
swing beds. Previously, we followed the method CMS uses to
estimate and carve out swing-bed costs for PPS hospitals: to
assume they are equal to regional Medicare skilled nursing
facility rates and state Medicaid nursing facility rates. Under
the new method, we allocate costs evenly across all routine
bed days, regardless of how the bed was used, given that
hospitals must staff and equip inpatient beds at inpatient-
service levels. If we were to have included swing-bed services
in the new methodology, rural hospitals’ FFS Medicare margin
excluding relief funds would have been over 2 percentage
points lower.

In 2023, about 11 percent of hospitals in our FFS Medicare
margin analysis met the definition of “high fiscal pressure”
and about 49 percent met the criteria of “low fiscal pressure”
(those with a median non-FFS Medicare margin greater than
5 percent over five years and a net worth that would have
grown by more than 1 percent per year over that period if the
hospital’s FFS Medicare profits had been zero).

Although we updated our margin methodology, the results
would have been the same under the prior methodology.

We risk adjust our mortality and readmission rates but do not
adjust for patient income, consistent with the Commission’s
prior recommendations. We do not adjust our costs per

unit for economies of scale; however, we exclude from our
analyses all hospitals with fewer than 300 FFS Medicare




inpatient stays or fewer than 900 outpatient services.

We standardized inpatient and outpatient costs per unit

by (1) average patient severity; (2) relative labor costs (as
measured by the Commission’s recommended alternative
wage index); (3) low-income status (as measured by the
share of FFS Medicare patients who received the Part D low-
income subsidy or were eligible for Medicaid); (4) teaching
intensity; and (5) a portion of a hospital’s outlier index (as
measured by FFS Medicare outlier payments’ share of total
FFS base payments) since high outlier costs can indicate
either unmeasured differences in illness severity or high cost
structures.

26 We exclude from our analyses all hospitals with fewer

than 300 FFS Medicare inpatient stays or fewer than 900
outpatient services. We also exclude hospitals with low
shares of Medicaid inpatient days (lower than 5 percent).

27 We approximate that, after attempting to allocate costs

across inpatient and outpatient services, excluding
uncompensated-care payments, hospitals’ FFS Medicare
margin in 2023 was roughly similar for FFS Medicare patients
across inpatient and outpatient settings. The FFS Medicare
margin on inpatient services is bolstered by inpatient-centric
add-on payments for hospitals with certain characteristics
(i.e., teaching hospitals, DSH hospitals, and certain rural
hospitals). Conversely, the FFS Medicare margin on
outpatient services is bolstered by the inclusion of separately
payable drugs, which are paid at the average sales price plus
6 percent, and for which a subset—drugs purchased through
the 340B Drug Pricing Program—can be obtained by hospitals
at significantly reduced prices. However, cost reports
measure drug-acquisition costs jointly across inpatient

and outpatient services. Therefore, we cannot precisely
differentiate between inpatient and outpatient margins.
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R EC O MMENDA AT O N

The Congress should:

e for calendar year 2026, replace the current-law updates to Medicare payment
rates for physician and other health professional services with a single update
equal to the projected increase in the Medicare Economic Index minus 1
percentage point; and
enact the Commission’s March 2023 recommendation to establish safety-net
add-on payments under the physician fee schedule for services delivered to
low-income Medicare beneficiaries.

COMMISSIONER VOTES: YES 17 - NO 0 - NOT VOTING 0 - ABSENT O




CHAPTER

Physician and other health
professional services

Chapter summary In this chapter

In 2023, traditional fee-for-service (FFS) Medicare’s physician fee schedule +  Are FFS Medicare payments

paid for about 9,000 types of medical services provided across a variety adequate in 2025?

of care settings. These services included office visits, surgical procedures, =~
e How should FFS Medicare

payments change in 2026?

imaging, and tests delivered in physician offices, hospitals, skilled nursing
facilities, and other settings. The clinicians who are paid to deliver these
services include not only physicians, advanced practice registered nurses
(APRNS), and physician assistants (PAs), but also chiropractors, podiatrists,
physical therapists, psychologists, and other types of health professionals.
The Medicare program and its beneficiaries paid $92.4 billion in 2023 for
fee schedule services billed by about 1.4 million clinicians and delivered

to 28.2 million FFS beneficiaries, accounting for just under 17 percent of
spending in FFS Medicare. Spending on clinician services by FFS Medicare
and its beneficiaries was $0.7 billion higher in 2023 than in 2022, representing
a 0.7 percent increase in total spending. This increase is largely attributable
to a 3.3 percent decrease in the number of beneficiaries enrolled in FFS

Medicare and 4.2 percent growth in spending per FFS beneficiary.

Assessment of payment adequacy

In 2023 and 2024, most clinician payment-adequacy indicators remained
positive or improved, but clinicians’ input costs are estimated to have

grown faster than the historical trend.
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Beneficiaries’ access to care—In the Commission’s 2024 survey, Medicare
beneficiaries reported access to clinician services that was comparable to or,

in most cases, better than that of privately insured people.

In response to a request from the House Committee on Appropriations,

our survey began asking respondents to quantify wait times this year. We
found that the number of weeks Medicare beneficiaries reported waiting for
appointments with new clinicians was comparable to or better than the wait
times reported by privately insured people. Our findings are consistent with
those of other national surveys, which have found that people ages 65 and
older (almost all of whom have Medicare coverage) report better access to care
than younger adults and that Medicare beneficiaries of any age are more likely

than privately insured people to rate their insurance coverage positively.

Other surveys also find that Medicare beneficiaries report having relatively
good access to care. But some subgroups of beneficiaries report more access
problems. In our analysis of CMS’s 2022 Medicare Current Beneficiary Survey,
we found that beneficiaries under age 65 and those with low incomes were
more likely to report having trouble getting health care and to report delaying

care due to cost compared with other Medicare beneficiaries.

Other surveys indicate that the share of clinicians accepting Medicare is
comparable to the share accepting private insurance, despite private health
insurers’ higher payment rates. And almost all clinicians who bill Medicare
accept physician fee schedule amounts as payment in full and do not seek

higher payments from patients for fee schedule services.

The supply of most types of clinicians billing Medicare’s physician fee schedule
has been growing in recent years, although the composition of the clinician
workforce continues to change. Over the last several years, the number of
primary care physicians has slowly declined, the number of specialists has
steadily increased, and the number of APRNs and PAs has climbed rapidly. The
number of clinicians per FFS beneficiary has grown, partially attributable to a

decline in the number of FFS beneficiaries.

Interest in becoming a clinician remains high. Over the last 40 years, the
number of applicants to U.S. medical schools has grown, exceeding population
growth, and has picked up in recent years. The number of APRNs and PAs has
grown rapidly, suggesting robust interest in becoming these types of clinicians.

In addition, for each year between 2016 and 2021, the number of clinicians who
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began billing the fee schedule for the first time was larger than the number

who stopped billing the fee schedule.

The number of clinician encounters per FFS beneficiary has increased over
time, with faster growth from 2022 to 2023 (4.3 percent) compared with the
average annual growth rate from 2018 to 2022 (0.5 percent). Growth rates
varied by clinician specialty and type of service. From 2022 to 2023, the number
of primary care physician encounters per FFS beneficiary declined by 0.1
percent, specialist physician encounters increased by 2.7 percent, and APRN

and PA encounters increased by 10.1 percent.

Quality of care—We report three population-based measures of quality of
clinician care: risk-adjusted ambulatory care-sensitive (ACS) hospitalization
rates, risk-adjusted ACS emergency department (ED) visits, and patient-
experience measures. In 2023, risk-adjusted rates of ACS hospitalizations

and ED visits remained below (that is, better than) prepandemic levels and
continued to vary across health care markets. Between 2022 and 2023, patient-

experience scores in FFS Medicare were relatively stable.

Clinicians’ revenues and costs—Clinicians do not submit annual cost reports to
CMS, so we are unable to calculate their profit margins from delivering services
to Medicare beneficiaries or to their full panel of patients. Instead, we rely

on indirect measures of how clinicians’ payments compare with the costs of

providing services.

To assess clinicians’ incentives to treat Medicare beneficiaries versus patients
with other types of insurance, we compare Medicare payment rates with
private-insurance rates. In 2023, preferred provider organizations’ (PPOs)
payment rates for clinician services were, on average, 140 percent of FFS
Medicare’s payment rates—up from 136 percent in 2022. A 2022 survey by

the American Medical Association suggests that providers are increasingly
consolidating into larger organizations to improve their ability to negotiate
higher payment rates from private insurers (and to gain access to costly
resources and help complying with payers’ regulatory and administrative

requirements).

Since the Commission lacks data that would allow us to determine whether
providers’ revenues are greater than their costs and whether delivering
clinician services is therefore profitable, we examine clinician compensation

levels as a rough proxy for all-payer profitability. Clinician compensation levels
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suggest that providing clinician services is profitable. In 2023, the median
physician earned $352,000, according to SullivanCotter compensation data.
Median compensation for advanced practice providers (e.g., nurse practitioners
(NPs), PAs) was lower, at $138,000, but has been growing more quickly than
physician compensation in recent years. From 2019 to 2023, advanced practice
providers’ compensation grew by 4.4 percent per year, on average, while
physicians’ compensation grew by 3.3 percent per year. (As a point of reference,
inflation averaged 4.5 percent per year over this period.) We note, however,
that Medicare constitutes only a portion of the revenue most clinicians

receive since clinicians usually accept a variety of types of insurance and many
employed physicians’ compensation may not be directly tied to fee schedule
payments—making clinician compensation an indirect measure of Medicare’s
payment adequacy. Compensation remained much lower for primary care
physicians ($296,000) than for most specialists in 2023 (e.g., $496,000 for
surgical specialties)—a disparity that may help explain why the share of

physicians pursuing primary care in the U.S. has been declining.

Physician fee schedule spending per FFS beneficiary grew for most types of
services in 2023, despite payment rates for many types of services declining
from 2022 to 2023. Among broad service categories, growth rates were 4.2
percent for evaluation and management services, 4.2 percent for imaging, 3.7
percent for other (i.e., nonmajor) procedures, 7.2 percent for treatments, and
4.9 percent for tests. Spending per FFS beneficiary declined by 0.1 percent for

major procedures.

Growth in clinicians’ input costs as measured by the Medicare Economic Index
(MEI) has moderated from recent highs during the coronavirus pandemic and
is expected to moderate further in the coming years. Currently, MEI growth

is projected to be 3.3 percent in 2024 and 2.8 percent in 2025. Nevertheless,
we anticipate that increases in clinicians’ input costs in 2024 and 2025 will be
larger than the increases in FF'S Medicare payment rates that are scheduled
under current law. Although past updates have not kept pace with the growth
in clinicians’ input costs, the volume and intensity of clinician services per FFS
beneficiary have increased substantially over time, suggesting (along with the
Commission’s broader findings on access to care) that below-MEI updates have
not impeded access to date. Increased volume and intensity have also resulted
in markedly higher physician fee schedule spending over time.
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How should payment rates change in 2026?

Under current law, Medicare fee schedule payment rates are scheduled to
increase by 0.75 percent for clinicians in advanced alternative payment models
(e.g., accountable care organization models that involve some financial risk) and
0.25 percent for all other clinicians. Given recent inflation, input-cost increases
in 2026—which are currently projected to be 2.3 percent—could be difficult for
clinicians to absorb. Yet current payments to clinicians appear to be adequate,

according to many of our indicators.

Given these mixed findings, the Commission recommends, for calendar

year 2026, that the Congress replace the current-law updates to Medicare
payment rates for physician and other health professional services with a single
update equal to the projected increase in the MEI minus 1 percentage point.
Based on CMS’s MEI projections at the time of this publication, the update
recommendation for 2026 would be equivalent to 1.3 percent, which is above
current-law updates of 0.75 percent or 0.25 percent. The recommendation
would be a permanent update that would not expire at the end of 2026 and
therefore would be built into subsequent years’ payment rates. This approach
differs from the temporary updates specified in current law for 2021 through
2024, which have each increased payment rates for one year only and then

expired.

To promote adequate access to care for all Medicare beneficiaries, the
Commission also recommends that the Congress enact our March 2023
recommendation to establish new, permanent safety-net add-on payments for
clinician services furnished to FFS Medicare beneficiaries with low incomes.
(We define “low-income” beneficiaries as those dually enrolled in Medicaid

and Medicare or receiving the Part D low-income subsidy (LIS).) These add-on
payments would increase Medicare payment rates by 15 percent for primary
care clinicians and by 5 percent for all other clinicians for fee schedule services
furnished to FFS Medicare beneficiaries with low incomes. The Commission
has determined that providing this additional financial support is warranted
since clinicians often receive less revenue for treating low-income beneficiaries
because of how Medicare’s cost-sharing policies interact with state Medicaid
payment policies. Yet the cost to clinicians of treating low-income Medicare
beneficiaries is likely to be at least as much as, if not higher than, the cost of
caring for other beneficiaries. As a result of less revenue and potentially higher
treatment costs, these beneficiaries are likely to be less profitable to care for

and therefore could have difficulty accessing care.
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All else being equal, we estimate that the Commission’s recommended safety-
net add-on policy would increase the average clinician’s fee schedule revenue
by 1.7 percent. The increase for each clinician would vary by specialty and
share of services furnished to beneficiaries with low incomes. Because primary
care clinicians would receive higher add-on payments than non-primary

care providers, safety-net payments would increase fee schedule revenue for
primary care clinicians by an average of 4.4 percent and for non-primary care
clinicians by an average of 1.2 percent. (These add-on payments would be paid
entirely by the Medicare program; LIS beneficiaries would not owe higher cost
sharing.)

We estimate that the combination of the recommended update and safety-net
policies would increase fee schedule revenue for the average clinician by 3.0
percent. The effects would vary by provider specialty. We estimate that the
combined effect of the two policies would increase fee schedule revenue by
an average of 5.7 percent for primary care clinicians and by an average of 2.5

percent for other clinicians.

This recommendation would balance the need to provide adequate payments
to clinicians with the need to limit growth in beneficiaries’ cost sharing and

premiums. m
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To determine fee-for-service (FFS) Medicare
payment rates under the physician fee schedule,
CMS establishes relative values for a wide range of
services. In 2023, Medicare’s physician fee schedule
paid for about 9,000 types of medical services.!
Services' relative values are multiplied by the
physician fee schedule’s conversion factor (a fixed
dollar amount equal to $32.35 in 2025) to produce a
total payment amount for each service.? Medicare’s
physician fee schedule pays for a wide range of
clinician services for FFS beneficiaries, including
office visits, surgical procedures, imaging, and tests.
When these services are delivered in certain facilities,
such as hospitals or ambulatory surgical centers,
CMS makes an additional payment through a separate
facility payment system to pay for nonclinician costs
like nursing services, medical supplies, equipment,
and rooms (discussed in separate chapters of this
report). In such instances, the physician fee schedule
payment rate is reduced, but it is normally more than
offset by the additional fee Medicare pays through
the other payment system (e.g., through the hospital
outpatient prospective payment system), resulting in
higher spending than if the service were delivered in
a nonfacility setting.

Physician fee schedule spending constituted just
under 17 percent of spending in FFS Medicare (Boards
of Trustees 2024).% In 2023, the FFS Medicare program
and its beneficiaries paid $92.4 billion for physician
fee schedule services, which is $0.7 billion more than
in 2022. This figure represents a 0.7 percent increase
in total spending, which is a function of a 3.3 percent
decrease in the number of beneficiaries enrolled in
FFS Medicare and 4.2 percent growth in spending per
FFS beneficiary.

In 2023, just over 1.4 million clinicians, including
physicians, advanced practice registered nurses
(APRNS), physician assistants (PAs), chiropractors,
podiatrists, physical therapists, psychologists,

and other types of health professionals, billed the
Medicare physician fee schedule for services. The
number of clinicians billing the fee schedule in 2023
was higher than the previous year.

Are FFS Medicare payments adequate
in 2025?

To assess whether FFS Medicare payments for
clinician services are currently adequate, we examine
indicators in three categories: beneficiaries’ access

to care, the quality of their care, and clinicians’
revenues and costs. In 2023 and 2024, most indicators
of physician payment adequacy remained positive or
improved, but clinicians’ input costs grew faster in
this period than the historical trend.

Medicare beneficiaries’ access to care is
comparable to that of the privately insured

Although directly measuring access to care is
challenging, most of our indicators suggest FF'S
Medicare beneficiaries have relatively good access
to care. In the Commission’s 2024 survey, Medicare
beneficiaries continued to report access to care that
is comparable to or, in most cases, better than that
of privately insured people. The share of clinicians
accepting Medicare is high and comparable to

the share accepting private insurance. Almost all
clinicians who treat FFS Medicare beneficiaries
accept the physician fee schedule’s payment rates

as payment in full, although they have the option,

as “nonparticipating” providers, to balance bill
beneficiaries for higher amounts. If they elect to “opt
out” of the program, clinicians treating FF'S Medicare
beneficiaries can also choose to forgo all FFS Medicare
payments and set the price they charge patients—
yet few choose to do this. The overall number of
clinicians billing FFS Medicare has grown in recent
years. The composition of the clinician workforce
billing the fee schedule continues to change, with the
number of primary care physicians slowly declining,
the number of specialists growing at a modest rate,
and the number of APRNs and PAs growing rapidly.
The number of clinician encounters per beneficiary
increased in 2023 for most types of services.

Most beneficiaries report relatively good access to
clinician services in surveys and focus groups

One way we assess Medicare beneficiaries’ access to
care is by examining data from our annual survey of
Medicare beneficiaries ages 65 and over and privately
insured people ages 50 to 64. Our 2024 survey was
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completed by over 10,000 respondents in the summer
of 2024 and, as with prior years, was weighted to
produce nationally representative results.? The
Commission’s survey includes Medicare beneficiaries
in both FFS Medicare and in Medicare Advantage (MA)
plans. We believe this group is representative of the
experiences of FFS beneficiaries because in our and
others’ analyses of data from CMS’s Medicare Current
Beneficiary Survey, FFS beneficiaries and MA enrollees
tend to report comparable experiences accessing care
(Koma et al. 2023, Ochieng and Fuglesten Biniek 2022).

Consistent with last year, our 2024 survey found that
Medicare beneficiaries reported access to care that
was comparable to or, in most cases, better than that
of privately insured people. (Throughout this section,
the shares of Medicare beneficiaries and privately
insured people who reported a given experience are
statistically significantly different from each other

at the 95 percent confidence level unless otherwise
noted, consistent with prior years.) (See Table 4-Al,
p. 135, in this chapter’s appendix for some of our key
findings for Medicare beneficiaries versus privately
insured people.)

We also draw on findings from local focus groups
that we conduct to ask beneficiaries and clinicians
about their experiences with health care.® New in this
year’s focus groups, we held separate groups with
beneficiaries enrolled in traditional FF'S Medicare and
those enrolled in MA plans and, where relevant, we
highlight similarities or differences in experiences.

Relatively high satisfaction with overall access to

care Our 2024 survey found that the vast majority of
Medicare beneficiaries ages 65 and over (95 percent)
and privately insured people ages 50 to 64 (91 percent)
had received some kind of health care in the past 12
months. Among these survey respondents, a higher
share of Medicare beneficiaries was satisfied with their
ability to find health care providers who accepted
their insurance (97 percent) compared with privately
insured people (93 percent). In addition, among
beneficiaries who had received health care, a higher
share of Medicare beneficiaries was satisfied with
their ability to find health care providers that had
appointments when they needed them (88 percent)
compared with privately insured people (79 percent).
In our focus groups, Medicare beneficiaries in both
FFS Medicare and MA plans reported high satisfaction

with their insurance coverage, with the vast majority
of participants rating their coverage as “excellent” or
“good” (NORC at the University of Chicago 2024).

Nearly all Medicare beneficiaries have a primary care
provider In our 2024 survey, 96 percent of Medicare
beneficiaries reported having a primary care provider
(PCP) compared with 91 percent of privately insured
people. This finding is consistent with what we
gathered from our focus groups, in which nearly all
beneficiaries we spoke with reported having a regular
source of primary care.

Our survey found that Medicare beneficiaries were
slightly less likely to report receiving all or most of their
primary care from a nurse practitioner (NP) or PA (19
percent) compared with privately insured people (23
percent). In our focus groups, beneficiaries reported a
mix of physicians, NPs, and PAs as their designated PCP.
Some beneficiaries reported that they go to practices
that employ a mix of clinician types and said that they
alternate their appointments among different clinicians
or see whoever is available.

Medicare beneficiaries report fewer problems finding

a new clinician than privately insured people In our
2024 survey, 11 percent of Medicare beneficiaries

and 16 percent of privately insured people reported
looking for a new primary care provider. Among

those respondents, a smaller share of Medicare
beneficiaries reported experiencing a “big” or “small”
problem finding a new one (52 percent) compared with
privately insured people (66 percent) (Figure 4-1). These
amounts are equivalent to 5 percent of all Medicare
beneficiaries and 10 percent of all privately insured
people experiencing difficulty finding a new primary
care provider. In our survey and focus groups, reasons
beneficiaries cited for looking for a new PCP included
that (1) their former PCP retired, stopped practicing,

or moved away; (2) their PCP’s practice had changed
ownership and the beneficiary’s experience of care had
been negatively affected; (3) the beneficiary had moved,
(4) a PCP was no longer in network; or (5) a PCP had
switched to a concierge model.

About a third of respondents reported looking for a
new specialist in the past 12 months, and among those
looking, a smaller share of Medicare beneficiaries
reported experiencing a “big” or “small” problem
finding a new specialist (36 percent) compared with

104 Physician and other health professional services: Assessing payment adequacy and updating payments

MEJpPAC



Fewer Medicare beneficiaries reported problems finding a new clinician
compared with privately insured people in MedPAC's 2024 survey

Among survey respondents who tried to get a new [primary care provider/specialist] in the past 12 months...

How much of a problem was it finding a
primary care provider who would treat you?

How much of a problem was it finding a
specialist who would treat you?

100 100

90 | M Medicare beneficiaries ages 65+ 90 —| M Medicare beneficiaries ages 65+

80 [ Privately insured people ages 50-64 80 | [0 Privately insured people ages 50-64

70 — 70 649+
= 60 — w60 —
& S 529+
2 50 48%" 2 50
a a

40 — 0 o/% 40 —

706 . 34% 34% o0
30 - o494 0 30 — 4%
o/*
20 — 20 — 18%
1N%*
0 | | 0 | |
A big A small Not a A big A small Not a
problem problem problem problem problem problem

Note: We received completed surveys from 4,926 Medicare beneficiaries and 5,200 privately insured individuals. Sample sizes for individual questions
varied. Surveys were completed by mail or online and in English or Spanish, depending on the respondent’s preference. Survey data are
weighted to produce nationally representative results. Components may not sum to 100 percent due to rounding.

* Statistically significant difference between Medicare and private-insurance groups (at a 95 percent confidence level).

Source: MedPAC's 2024 access-to-care survey, fielded by Gallup from July 25 to September 9, 2024.

privately insured people (48 percent) (Figure 4-1).
These figures are equivalent to 11 percent of Medicare
beneficiaries and 16 percent of privately insured people
experiencing a problem finding a specialist, since more
people look for a specialist than a PCP in a given year.

Most patients looking for a new mental health
professional experience problems finding one In our
2024 survey, only a small share of people tried to

get a new mental health professional in the past 12
months—3 percent of Medicare beneficiaries and 8
percent of privately insured people. However, among
those looking for a new mental health professional,

a majority experienced problems finding one (62
percent of Medicare beneficiaries and 74 percent of

privately insured people—not a statistically significant
difference, given how few people looked for this type of
clinician). These figures are equivalent to an estimated
2 percent of Medicare beneficiaries and 6 percent

of privately insured people experiencing a problem
finding a mental health professional. Findings from

our survey and other sources suggest that a sizable
share of mental health professionals do not accept
Medicare or private insurance (Ochieng et al. 2022). For
example, a 2024 survey of psychologists found that 34
percent did not accept any type of insurance (American
Psychological Association 2024). That survey also found
that 53 percent of psychologists did not have openings
for new patients.

Medpac
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Shorter waits for appointments for an iliness or

injury compared with routine care Among survey
respondents who needed an appointment for
regular or routine care, a smaller share of Medicare
beneficiaries reported that they “usually” or “always”
had to wait longer than they wanted to get such an
appointment (13 percent) compared with privately
insured people (22 percent). Survey respondents

had less difficulty getting an appointment for an
illness or injury: Among those needing this type of
appointment, only 7 percent of Medicare beneficiaries
reported “usually” or “always” waiting longer than
they wanted, compared with 14 percent of privately
insured people. One theory for our finding is that
Medicare beneficiaries are more likely to be retired
and thus may have more scheduling flexibility, which
might allow them to be seen sooner than privately
insured people who work full time.

In our focus groups, most beneficiaries described
having timely access to primary care. For acute
issues, beneficiaries reported that they could typically
get in faster than they could for a routine visit. We
asked beneficiaries about their experiences dealing
with urgent medical issues or how they would handle
one in the future. Some beneficiaries explained that
their approach would depend on the severity of the
issue, when it happened (i.e., during or outside of
regular business hours), and the distance to different
options for care.

For more findings about wait times for different
types of appointments, see text box on Medicare
beneficiaries’ access to care.

Patients sometimes forgo care but not necessarily

due to difficulties accessing it In our 2024 survey,

a smaller share of Medicare beneficiaries reported
forgoing care that they thought they should have
received in the past 12 months (18 percent) compared
with privately insured people (27 percent). The most
common reasons Medicare beneficiaries did not obtain
such care were that they did not think the problem
was serious or they just put it off (cited by about

half of those who reported forgoing care). Medicare
beneficiaries were much less likely to report forgoing
care because they thought it would cost too much (7
percent of those reporting forgoing care) compared
with privately insured individuals (23 percent of those
reporting forgoing care)—equivalent to 1 percent of all

Medicare beneficiaries and 6 percent of all privately
insured people. Among people who reported forgoing
care, comparable shares of Medicare beneficiaries and
privately insured people reported doing so because
they could not get an appointment soon enough

(22 percent of Medicare beneficiaries who reported
forgoing care and 21 percent of privately insured
people who reported forgoing care, equivalent to 4
percent of all Medicare beneficiaries and 6 percent of
all privately insured people).

Few differences in access by race/ethnicity in

our survey White, Black, and Hispanic Medicare
beneficiaries reported similar experiences accessing
care, according to most questions in our survey. We
did, however, find differences on a few questions.
Black beneficiaries were more likely to report
“never” waiting longer than they wanted to get an
appointment for regular or routine care (60 percent)
compared with White beneficiaries (50 percent)
and Hispanic beneficiaries (52 percent). And among
beneficiaries who had tried to get a new primary
care provider, Black beneficiaries were much more
likely to report that the reason they did so was that
they had switched health insurance plans (e.g., had
switched into a new MA plan) and therefore needed
to find a provider who participated in the new plan
(26 percent) compared with White beneficiaries (7
percent) and Hispanic beneficiaries (5 percent). (See
Table 4-A2 (p. 136) in the appendix for additional
survey results for White, Black, and Hispanic
beneficiaries.)

Few differences between rural and urban
beneficiaries’ reported access to care Urban and

rural Medicare beneficiaries reported comparable
experiences and satisfaction levels on most questions
in our survey. That said, there were some differences
between these two groups. A higher share of rural
beneficiaries reported receiving all or most of

their primary care from an NP or PA (30 percent)
compared with urban beneficiaries (17 percent). A
lower share of rural beneficiaries reported looking for
a new specialist (26 percent) compared with urban
beneficiaries (33 percent). Among those who needed
an appointment for regular or routine care in the past
year, rural beneficiaries were more likely to report
“never” having to wait longer than they wanted to get
an appointment (57 percent) compared with urban
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Congressional request on Medicare beneficiaries’ access to care

he House Committee on Appropriations
I requested that the Commission report

on Medicare beneficiaries’ access to care,
including the share of primary care providers that
refuse to accept or limit the acceptance of new
Medicare patients and Medicare patients’ wait
times for visits with new primary care providers.
We report findings on these key access-to-care
indicators in this text box and discuss other access-
to-care indicators elsewhere in this chapter (pp.
103-106 and pp. 112-120).

Commiittee report language

Medicare Beneficiaries’ Access to Care.—The
Committee is concerned that despite MedPAC’s
conclusion in its March 2024 Report to the Congress,
Medicare and Medicare Advantage patients

report longer wait times for routine health care
appointments than patients with private health
insurance plans. The Committee requests a report on
Medicare beneficiaries’ access to care, including the
share of primary care providers that refuse to accept
or limit the acceptance of new Medicare patients and
data on Medicare patients’ wait times for visits with
new primary care providers.

Medicare beneficiaries’ wait times for
appointments

For many years, the Commission’s annual survey
has asked beneficiaries and privately insured
people how often they experienced excessive waits
for various types of appointments (see p. 106). In
2024, we added new questions to our survey that
asked respondents to quantify how long their waits
were for appointments. We found that among
Medicare beneficiaries who tried to get a new
primary care provider in the past year, 34 percent
reported waiting two weeks or less for their first
appointment, another 29 percent waited three

to eight weeks, and 18 percent waited more than
eight weeks (Figure 4-2, p. 108). Among Medicare
beneficiaries who tried to get a new specialist, 33
percent reported waiting two weeks or less for their

first appointment, 44 percent waited three to eight
weeks, and 16 percent waited more than eight weeks
(Figure 4-2).

Wait times reported by Medicare beneficiaries
were comparable to or, in some cases, shorter

than those reported by privately insured people. In
Figure 4-2, asterisks identify statistically significant
differences in the shares of Medicare beneficiaries
and privately insured people who reported wait
times of particular lengths. For example, Medicare
beneficiaries were slightly more likely to be seen by
a new primary care provider in one to two weeks
and slightly less likely to be seen in three to five
weeks compared with privately insured people.
Medicare beneficiaries were also slightly more likely
to be seen by a new specialist in less than one week
and slightly less likely to wait six weeks or more for
such an appointment.

These wait times suggest that a small but sizable
minority of patients are experiencing substantial
wait times for a first appointment with a new
clinician. One way to free up time for clinicians

to see more patients would be to reduce overly
burdensome administrative tasks that consume
clinicians’ time, such as fee-for-service (FFS)
Medicare’s Merit-based Incentive Payment System
(MIPS), which one study found consumed 202
hours of practice staff time (including 54 hours

of physician time) per physician per year (Khullar
et al. 2021). The Commission has recommended
eliminating MIPS in part because it is overly
burdensome and has not produced meaningful
quality data for patients or the Medicare program
(Medicare Payment Advisory Commission 2018b).
MIPS is not the only burdensome quality measure-
reporting program that clinicians face; one study
estimated that physicians and their staff spend, on
average, 785 hours per physician per year dealing
with various payers’ quality measure-reporting
programs and that physicians could care for an
additional nine patients per week if they did not
have these obligations (Casalino et al. 2016).

(continued next page)
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Congressional request on Medicare beneficiaries’ access to care (cont.)

Figure 4-2 also shows that among Medicare
beneficiaries who tried to get a new primary care
provider, 15 percent had not yet scheduled an
appointment with a new primary care provider. In

contrast, among those looking for a new specialist,
only 4 percent had not yet scheduled their first
appointment. (A similar difference was observed
among the privately insured.) As noted earlier,

(continued next page)

FIGURE

4-2

Medicare beneficiaries’ reported wait times for a first appointment with a new

clinician were comparable to or better than those of the privately insured, 2024

Among survey respondents who tried to get a new [primary care provider/specialist] in the past 12 months...
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Note:

These questions were asked of only the subsets of survey respondents who reported looking for a new primary care provider in the

past 12 months (552 Medicare beneficiaries and 816 privately insured people) and who looked for a new specialist (1,657 Medicare
beneficiaries and 1,913 privately insured people). Surveys were completed by mail or online and in English or Spanish, depending on
the respondent’s preference. Survey data are weighted to produce nationally representative results. Medicare beneficiaries surveyed
include both those with fee-for-service Medicare and those enrolled in Medicare Advantage plans since our analysis of the Medicare
Current Beneficiary Survey finds that these two groups of beneficiaries report comparable wait times and MedPAC's survey does not
differentiate between these two groups.
* Statistically significant difference between Medicare and private-insurance groups (at a 95 percent confidence level).

Source: MedPAC's 2024 access-to-care survey, fielded by Gallup from July 25 to September 9, 2024.




Congressional request on Medicare beneficiaries’ access to care (cont.)

other questions in our survey find that a much
higher share of Medicare beneficiaries report
problems finding a new primary care provider (52
percent of those looking) than report problems
finding a new specialist (36 percent of those
looking) (see Figure 4-1, p. 105).

Once beneficiaries find a new clinician and

establish a care relationship with them, subsequent
appointments seem to be easier to schedule,
according to our analysis of CMS’s 2022 Medicare
Current Beneficiary Survey (MCBS), which is a larger
survey fielded among Medicare beneficiaries of all
ages. The MCBS does not differentiate between
appointments scheduled with new versus existing
clinicians, and it finds that among Medicare

beneficiaries who recently had a doctor’s office

visit scheduled after the beneficiary reached out

to a doctor’s office to set it up, 39 percent of these
beneficiaries were seen in less than one week and 34
percent were seen in one to two weeks (Figure 4-3).%
Another 14 percent reported waiting three to

five weeks for their appointment, and 10 percent
reported waiting six weeks or longer. These are
much shorter wait times than those reported in our
survey (shown in Figure 4-2), which focused only on
wait times for a beneficiary’s first appointment with
a new clinician.

In our focus groups, beneficiaries’ experiences
accessing specialty care varied, with reported
wait times as a new patient ranging from a couple

(continued next page)

For doctors’ office visits with all types of clinicians (new and existing),

most Medicare beneficiaries reported wait times of two weeks

100

or less for their most recent appointment, 2022

90 —

70
60 —

Percent

39%

1to 2 weeks

Less than 1 week

3to 5 weeks

6 to 8 weeks More than 8 weeks

Note:

The graph reflects the experiences of 3,281 Medicare beneficiaries of all ages (including those under the age of 65) who reported

having a doctor’s office visit that was scheduled after they contacted a doctor’s office to set up an appointment; it does not include
appointments scheduled after a provider reached out to a beneficiary to schedule a visit, visits scheduled at a prior visit, or standing
appointments. Survey results are weighted to be nationally representative of continuously enrolled Medicare beneficiaries in 2022
(including both those with fee-for-service Medicare and those in Medicare Advantage plans, since our analysis of this survey finds that
these two groups of beneficiaries report comparable wait times and MedPAC's survey groups together these two types of beneficiaries).

Source: MedPAC analysis of CMS's 2022 Medicare Current Beneficiary Survey.
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Congressional request on Medicare beneficiaries’ access to care (cont.)

of weeks to multiple months, with the longest
wait times being between 6 and 12 months.
Several beneficiaries reported long wait times for
specialty care even when dealing with an acute
medical issue. Consistent with the survey findings
described above, many beneficiaries reported that
wait times as a new patient tended to be much
longer than as an established patient.

Our analysis of MCBS data also found that, among
beneficiaries who had recently scheduled a doctor’s
office visit, a higher share of beneficiaries reported
waiting less than one week for a visit with a primary
care physician (44 percent) compared with those
seen by a specialist (28 percent) (data not shown).
This difference may reflect primary care providers’
common practice of squeezing in existing patients
for same- or next-day appointments when patients
have an urgent health issue (since a core tenet of
primary care is providing “first-contact” care to
patients when they have a health issue (Starfield

et al. 2005)). In contrast, when we looked at visits
that had been booked at a prior appointment
(which are, presumably, nonurgent), there was no
difference by physician specialty in the shares of
beneficiaries who reported being seen within one
week (34 percent of beneficiaries were seen this
quickly, whether they were seen by a primary care
physician or a specialist) (data not shown).

Clinicians’ Medicare acceptance rates

Several data sources suggest that the share of
clinicians who accept Medicare is relatively high
and comparable to the share who accept private
health insurance, even though Medicare payment
rates are usually lower than private insurers’
payment rates.

In a 2022 survey by the American Medical
Association (AMA), among nonpediatric physicians
accepting new patients, 85 percent reported
accepting all new Medicare patients and another
11 percent reported accepting some new Medicare

patients; only 2 percent said they accepted only
new privately insured patients (American Medical
Association 2023b). The AMA survey found that
the acceptance of Medicare varied by clinical
setting and by medical specialty. Among those
accepting new patients, larger shares of physicians
in hospital-owned practices accepted Medicare
(98.6 percent) compared with physicians in

private practice (94.1 percent). And among those
accepting new patients, larger shares of specialists
accepted Medicare (e.g., 99.6 percent of internal
medicine subspecialists, 99.4 percent of general
surgeons, 98.7 percent of radiologists) compared
with family medicine physicians (94 percent). (One
specialty with notably low acceptance of Medicare
was psychiatry: Among psychiatrists taking new
patients, only 80.7 percent accepted new Medicare
patients.)

A survey that focuses on the subset of physicians
who work in office-based settings also found

that comparable shares of physicians accepted
Medicare and private insurance. In 2021, the
National Ambulatory Medical Care Survey found
that, among the 94 percent of nonpediatric office-
based physicians who reported accepting new
patients, 89 percent accepted new Medicare
patients and 88 percent accepted new privately
insured patients (Schappert and Santo 2023).

Looking from the perspective of patients trying
to find a new provider, a 2023 KFF survey found
that Medicare beneficiaries were less likely

than privately insured people to encounter
providers who did not accept their insurance.
Specifically, the survey found that 83 percent

of Medicare beneficiaries said they had not
encountered a doctor or hospital that was not
covered by their insurance in the past year. This
figure compares favorably with the 73 percent of
people with employer-sponsored insurance and
the 57 percent of people with individual health
insurance purchased through a Marketplace who

(continued next page)
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Congressional request on Medicare beneficiaries’ access to care (cont.)

reported not encountering this barrier. The KFF
survey also found that 76 percent of Medicare
beneficiaries said they had not encountered a
doctor who was covered by their insurance but
lacked available appointments in the past year; in
contrast, only 61 percent of people with employer-
sponsored insurance and 57 percent of people with
Marketplace insurance reported not encountering
this barrier (Pollitz et al. 2023).

Our own survey has found that Medicare
beneficiaries are less likely to encounter a doctor’s
office that does not accept their insurance
compared with privately insured people. In

2024, among Medicare beneficiaries who had
problems finding a new primary care provider in
the past year, 14 percent reported encountering

a doctor’s office that did not accept their
insurance (equivalent to 1 percent of all Medicare
beneficiaries). In contrast, among privately insured
people who had problems finding a primary care
provider, 27 percent encountered a doctor’s office
that did not accept their insurance (equivalent

to 3 percent of all privately insured people). A
similar trend was observed for specialists: Among
Medicare beneficiaries who had problems finding
a new specialist, 13 percent reported encountering
a doctor’s office that did not accept their
insurance (equivalent to 1 percent of all Medicare
beneficiaries), while among privately insured
people who experienced a problem finding a new
specialist, 27 percent encountered a doctor’s office
that did not accept their insurance (equivalent to 4
percent of all privately insured people).

CMS administrative data also confirm that a high
share of clinicians accept Medicare. In 2023, 98
percent of clinicians billing the physician fee
schedule were participating providers, meaning
that they agreed to accept Medicare’s fee schedule
amount as payment in full. Clinicians who wish to
collect somewhat higher payments (of up to 109.25
percent of Medicare’s payment rates) can “balance
bill” patients for additional cost sharing if they
sign up as a nonparticipating provider and choose

not to “take assignment” on a claim, but very few
clinicians choose this option. In 2023, 99.7 percent
of fee schedule claims were paid at Medicare’s
standard payment rate. If clinicians elect to opt
out of the program, they can choose the price
they charge patients and bill beneficiaries directly
for their services but receive no payment from
Medicare. The number of clinicians who opted
out of Medicare as of September 2024 (46,400)
was extremely low compared with the 1.4 million
clinicians who participated in the program in 2023
(Centers for Medicare & Medicaid Services 2024c).”

There are many reasons that clinicians may choose
to accept FFS Medicare despite payment rates that
are usually lower than commercial rates. A sizable
share of most clinicians’ patients are covered by FFS
Medicare, and if these clinicians opted to accept
only commercially insured patients, they might not
be able to fill their schedules. In addition, almost
all hospitals accept FFS Medicare patients, and
hospitals may expect their employed physicians

to take FFS Medicare patients given the important
role these patients play. And although commercial
insurers’ payment rates may be higher than FFS
Medicare’s rates, commercial insurers do not pay
all claims submitted to them. In contrast, FFS
Medicare pays all “clean” claims within 30 days of
their receiving a claim (and owes providers interest
on any late payments). Commercial insurers

also often impose burdensome requirements on
clinicians that take time to complete, such as
requiring clinicians to complete prior-authorization
paperwork. A 2023 survey by the AMA found

that physicians complete an average of 43 prior
authorization requests per week, requiring 12
hours per week, and 35 percent of physicians have
dedicated staff who work exclusively on completing
prior authorizations (American Medical Association
2023a). In contrast, FFS Medicare generally does
not require prior authorization. The relative lack

of utilization management and the administrative
simplicity of billing FFS Medicare may help offset
the program’s lower payment rates. m

Medpac

Report to the Congress: Medicare Payment Policy | March 2025 111




beneficiaries (49 percent). Rural beneficiaries were
also more likely to report that they were able to be
seen by a new primary care provider in one to two
weeks (34 percent) compared with urban beneficiaries
(among whom only 19 percent reported wait times of
this length). (See Table 4-A3 (p. 137) in this chapter’s
appendix for additional survey results for rural and
urban beneficiaries.)

Other surveys also find that Medicare beneficiaries
report having relatively good access to care Our 2024
survey's overall finding that Medicare beneficiaries
reported access to care that is comparable to or, in
most cases, better than that of privately insured people
is consistent with a 2023 KFF survey that compared the
experiences of Medicare beneficiaries (of any age) with
individuals who had employer-sponsored insurance,
Marketplace plans, and other coverage. KFF’s survey
found that, compared with privately insured people,
Medicare beneficiaries were more likely to rate their
insurance positively, less likely to report having a
problem with their health insurance, and less likely to
report issues affording medical bills (Pollitz et al. 2023).

Our survey findings are also consistent with several
federally funded surveys that find that Medicare-aged
people report better access to care than younger
adults—which could mean that gaining Medicare
coverage makes it easier for some people to access
health care. For example, data from the Medical
Expenditure Panel Survey and the National Health
Interview Survey have been combined to find that
around age 65, when most people gain eligibility for
Medicare, there are fewer reports of being unable to
get necessary care and being unable to get necessary
care because of cost (Jacobs 2021). Analysis of the
National Health Interview Survey has also found that
delaying or forgoing needed care due to cost was more
common among adults under the age of 65 than adults
over 65 (National Center for Health Statistics 2023).
And analysis of the Behavioral Risk Factor Surveillance
System survey has found that, compared with people
with employer-sponsored or individually purchased
private health insurance, Medicare beneficiaries are
more likely to have a personal physician, less likely to
have medical debt, and more likely to be very satisfied
with their care (Wray et al. 2021).

Our analysis of CMS’s 2022 Medicare Current
Beneficiary Survey (MCBS) also found that Medicare

beneficiaries reported good access to care. Because
the MCBS is an in-depth survey fielded among a large
sample of Medicare beneficiaries, this data source
allows us to isolate the experiences of FFS beneficiaries,
specifically (in contrast to our own survey, which does
not differentiate between FFS beneficiaries and MA
enrollees). In 2022, the MCBS found that 93 percent of
FFS beneficiaries (of all ages, not just those ages 65 and
over) reported having a usual source of care that was
not a hospital emergency department or an urgent care
center, 95 percent felt their customary care provider
usually or always spent enough time with them, and

90 percent were satisfied with the availability of care
by specialists. A relatively small share (8 percent)
reported experiencing trouble getting care in the past
year—more often due to cost than to clinicians not
accepting Medicare. Most beneficiaries (85 percent)
said they were satisfied with their out-of-pocket costs
for medical services, but a small share (4 percent) had a
problem paying a medical bill.

Beneficiaries under age 65 report worse access to care
than beneficiaries ages 65 and over One subgroup

of Medicare beneficiaries that reports notably worse
access to care in CMS’s survey is beneficiaries under
age 65 (most of whom have disabilities). For example,
our analysis of 2022 MCBS data found that beneficiaries
under the age of 65 were twice as likely as beneficiaries
ages 65 and over to report having trouble getting
health care (15 percent vs. 7 percent) and to report
forgoing care that they thought they should have
received (12 percent vs. 6 percent). They were over
three times more likely to report having a problem
paying a medical bill (18 percent vs. 5 percent) and

to report delaying care due to cost in the past year

(16 percent vs. 5 percent). Part of the reason for these
difficulties may be that beneficiaries under age 65 tend
to require more health care services than beneficiaries
ages 65 and over yet have lower incomes than the older
group (Cubanski et al. 2016, Medicare Payment Advisory
Commission 2023a).

Beneficiaries with low incomes report obtaining less
care In general, beneficiaries with low incomes report
worse access to care than higher-income beneficiaries
(Figure 4-4). Our analysis of 2022 MCBS data found that
9.4 percent of Medicare beneficiaries with incomes and
assets low enough to qualify for the Part D low-income
subsidy (LIS) reported forgoing care that they thought
they should have received in the past year, compared

12 Physician and other health professional services: Assessing payment adequacy and updating payments

MEJpPAC



Low-income Medicare beneficiaries report worse
access to care than higher-income beneficiaries, 2022

Had a health problem that they thought
they should see a doctor for but did not

|

9.4%*
6.0%*

Had trouble getting needed health care

|

11.0%*
7.5%*

Not satisfied with the ease with which they can
get to a doctor from where they live

I

6.5%*

4.0%*

Not satisfied with the quality of
medical care in the past year

|

7.4%*

4.6%*

Had problems paying a medical bill

12.5%*
4.8%*

Delayed care because of
cost in the past year

|

9.7%*
5.6%*

(@)

Bl Benefic

15
Percent

jaries receiving the Part D low-income subsidy [ All other beneficiaries

Note: Beneficiaries are eligible for the Part D low-income subsidy if

level or less or (2) they are dually enrolled in Medicare and Me

(1) they have limited assets and incomes of 150 percent of the federal poverty
dicaid. Survey results are weighted to be nationally representative of continuously

enrolled Medicare beneficiaries (including both those with fee-for-service coverage and those enrolled in Medicare Advantage plans).

* Statistically significant difference between beneficiaries elig
beneficiaries (at a 95 percent confidence level).

Source: MedPAC analysis of CMS's 2022 Medicare Current Beneficiary
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Survey.

with 6.0 percent of higher-income beneficiaries. LIS
beneficiaries were also more likely to report having
trouble getting health care compared with higher-
income beneficiaries (11.0 percent vs. 7.5 percent).

A greater share of LIS beneficiaries was unsatisfied
with the ease with which they could get to a doctor
from where they live (6.5 percent vs. 4.0 percent)

and unsatisfied with the quality of their medical care

(7.4 percent vs. 4.6 percent). They were much more

likely to report having problems paying a medical bill
(12.5 percent vs. 4.8 percent) and more likely to delay
care due to cost (9.7 percent vs. 5.6 percent).

Multiple factors may cause beneficiaries with low
incomes to report worse access to care than higher-
income beneficiaries, such as living in areas with fewer
clinicians or being unable to access clinicians (e.g., due
to cost concerns, transportation issues, local clinicians
not taking new patients). For example, studies have
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The Commiission’s recommendation to support clinicians when they care for

low-income Medicare beneficiaries

Commission recommended instituting a new

Medicare safety-net (MSN) add-on payment
for clinicians who treat low-income beneficiaries
(Medicare Payment Advisory Commission 2023c).
The Commission reaffirmed this recommendation
in its March 2024 report to the Congress (Medicare
Payment Advisory Commission 2024). Specifically,
the Commission recommended that the Congress
enact an add-on payment under the physician
fee schedule for services provided to Medicare
beneficiaries who are dually enrolled in Medicaid
and Medicare and to beneficiaries who receive the
Part D low-income subsidy (LIS) (as proxies for low
income).® The add-on payments would equal the
allowed charge amounts for physician fee schedule
services furnished to these beneficiaries multiplied
by 15 percent when provided by primary care
clinicians and 5 percent for all other clinicians. The
MSN add-on could be made as lump-sum payments
to clinicians, rather than applied to individual
claims, and should not be subject to beneficiary
cost sharing.

In our March 2023 report to the Congress, the

The Commission contends that Medicare should
provide additional financial support to clinicians
who care for beneficiaries with low incomes
because treating these beneficiaries can generate

less revenue, even though the costs required
to treat them are likely the same as for other
beneficiaries, if not higher.

The revenue for treating beneficiaries with low
incomes is often lower than the revenue clinicians
collect for treating other beneficiaries because
clinicians are prohibited from collecting cost-
sharing amounts (either the annual Part B deductible
or 20 percent coinsurance) from most beneficiaries
who are dually enrolled in Medicaid and Medicare.
In addition, state Medicaid programs are allowed to
pay less than the full Medicare cost-sharing amount
if paying the full amount would lead a provider to
receive more than the state’s Medicaid payment
rate for the service.? One study found that 42 states
limited Medicaid payments of Medicare cost sharing
when Medicaid’s fee schedule amount was lower
than Medicare’s rate (Roberts et al. 2020).

Using 2019 data, we estimate that providers were
unable to collect about $3.6 billion in revenue due to
these policies. Applying an MSN add-on to physician
fee schedule payments would help to make up for a
portion of clinicians’ lost cost-sharing revenue when
they treat these low-income beneficiaries, and it
would thus reduce the financial penalty involved in
treating these patients.

(continued next page)

found that the number of primary care physicians

and PAs per capita tends to be lower in low-income
counties compared with higher-income counties;

in contrast, NPs are more evenly distributed across
counties or even slightly more prevalent in counties
with lower incomes (Davis et al. 2018, Liu and Wadhera
2022, Xue et al. 2019).

Concerns about access to care among low-income
beneficiaries prompted the Commission to recommend
in March 2023 that the Congress enact a safety-net

add-on payment for fee schedule services delivered
to these beneficiaries (see text box on supporting
clinicians who furnish care to Medicare beneficiaries
with low incomes).

The number of clinicians billing Medicare has
increased, and the mix has changed

From 2018 to 2023, the total number of clinicians billing
the fee schedule increased by an average of 2.2 percent
per year, faster than FFS Medicare enrollment growth.
The mix of clinicians has also changed over time.




The Commiission’s recommendation to support clinicians when they care for

low-income Medicare beneficiaries (cont.)

Some clinicians treat a disproportionate share of
low-income beneficiaries. Nine percent of primary
care clinicians and 8 percent of non-primary care
clinicians who billed the physician fee schedule

in 2019 had more than 80 percent of their claims
associated with beneficiaries receiving Part D’s

LIS. Across all primary care physicians, 28 percent
of total allowed charges were associated with

LIS beneficiaries. The share of allowed charges
associated with LIS beneficiaries was slightly lower
for non-primary care physicians (25 percent) but
higher for nurse practitioners (41 percent). While
the Commission recognizes that all clinicians who
furnish care to beneficiaries with low incomes are
at risk of lower revenue, we support providing a
higher add-on rate for services furnished by primary
care clinicians (including providers such as nurse
practitioners and physician assistants) because

they typically serve as a beneficiary’s primary

point of contact with the health care system. In
addition, primary care clinicians generally receive
less Medicare revenue and total compensation than
specialists, and thus they have a greater need for
safety-net payments (Neprash et al. 2023). Concerns
have also been raised about the decline in the
number of primary care physicians who serve fee-
for-service beneficiaries and declining numbers of
new physicians choosing to specialize in primary
care, which safety-net payments could help address.

Using 2019 data, all else being equal, we estimate
that a 15 percent safety-net add-on payment for
primary care clinicians and a 5 percent add-on for
other clinicians would have increased the average
clinician’s fee schedule revenue by 1.7 percent in
2019. The increase for each clinician would vary

by their specialty and share of services furnished

to low-income beneficiaries: Safety-net payments
would increase total fee schedule revenue for
primary care clinicians by 4.4 percent and for non-
primary care clinicians by 1.2 percent. Because
Medicare does not have an existing program to
provide financial support to clinicians when they
furnish care to beneficiaries with low incomes and
because clinician payments are subject to relatively
low statutory annual updates in the near term, the
Commission asserts that the MSN add-on should
be funded with new spending and not offset by
reductions in fee schedule payment rates. The
Commission emphasizes that MSN add-on payments
should not be extended to Medicare Advantage (MA)
plans or included in MA benchmarks because (1)
many LIS beneficiaries are already enrolled in plans
designed for enrollees who are dually eligible for
Medicare and Medicaid and (2) plans can operate
their own initiatives to support clinicians who serve
low-income beneficiaries. m

We limited this part of our analysis to clinicians who
billed for more than 15 FFS Medicare beneficiaries in a
given year. This minimum threshold helps us (1) better
measure clinicians who substantially participate in
Medicare and therefore are likely critical to ensuring
beneficiary access to care and (2) avoid year-to-year
variability in clinician counts (i.e., because we exclude
clinicians who billed for one or two beneficiaries in
one year but may not have billed for any beneficiaries
the following year).l° As a point of reference, studies
suggest that primary care physicians’ patient panels

range from 1,200 to 2,500 patients per physician (Dai et
al. 2019, Raffoul et al. 2016).

Table 4-1 (p. 116) provides both the absolute number

of clinicians who billed the fee schedule for more than
15 beneficiaries and the number of clinicians who met
that threshold per 1,000 FFS Medicare beneficiaries. In
prior reports, when calculating clinician-to-beneficiary
ratios, we have included the total number of Medicare
Part B beneficiaries enrolled in either FFS Medicare

or MA in the denominator (i.e., the total number of
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TABLE

4-1 The number of clinicians billing Medicare’s physician fee schedule
has increased, and the mix of clinicians has changed, 2018-2023

Number (in thousands)

Number per 1,000 FFS beneficiaries

Physicians
Primary
care Other APRNs Other

specialty specialties and PAs practitioners Total

Physicians

Primary

care Other APRNs Other
Year specialty specialties and PAs practitioners Total
2018 139 462 237 174 1,012
2019 138 468 258 180 1,044
2020 135 468 268 172 1,043
2021 134 472 286 180 1,072
2022 133 477 308 184 1,102
2023 132 483 327 189 1131

4.2 139 71 52 30.4
4.2 14.2 7.8 5.4 31.6
4.2 14.5 8.3 53 323
4.3 153 9.3 58 34.8
4.5 161 10.4 6.2 372
4.6 16.8 .4 6.2 395

Note: APRN (advanced practice registered nurse), PA (physician assistant). “Primary care specialty” includes family medicine, internal medicine,
pediatric medicine, and geriatric medicine, with an adjustment to exclude hospitalists. Hospitalists are counted in “other specialties.” “Other
practitioners” includes clinicians such as physical therapists, psychologists, social workers, and podiatrists. This table includes only physicians
with a caseload of more than 15 fee-for-service beneficiaries in the year. Beneficiary counts used to calculate clinicians per 1,000 beneficiaries
include those enrolled in fee-for-service Medicare Part B. Numbers exclude nonperson providers, such as clinical laboratories and independent
diagnostic-testing facilities. Components may not sum to totals due to rounding.

Source: MedPAC analysis of Medicare claims data for 100 percent of beneficiaries and the 2024 annual report of the Boards of Trustees of the Medicare

trust funds.

Medicare beneficiaries). We included both groups of
beneficiaries because there was an assumption that

all clinicians furnished services to both FFS and MA
beneficiaries, so the clinician per beneficiary ratios
should reflect that assumption by including all Part B
beneficiaries. However, our analysis of MA encounter
data indicates that a small but growing number of
clinicians may see only MA beneficiaries and not
beneficiaries enrolled in FFS Medicare. Since our count
of clinicians is generated from FFS claims, MA-only
clinicians would not be included in the numerator (i.e.,
count of clinicians). Including MA enrollees but not
MA-only clinicians creates a mismatch between the
numerator and denominator in our ratio calculation.
Therefore, we have stopped including MA beneficiaries
in the denominator for these calculations and now
include only Part B beneficiaries enrolled in FFS
Medicare. Although this measure has shortcomings
because it does not provide the broadest view of how
many clinicians are caring for Medicare beneficiaries,

a FFS-only approach is consistent with the way we
calculate encounters, service units, and allowed
charges per 1,000 beneficiaries. In the future, we plan
to continue analyzing MA encounter data to identify
MA-only clinicians and possibly include them in future
analyses of access to care.

Using our threshold, we found that the total number
of clinicians billing the fee schedule between 2018 and
2023 grew from about 1.0 million to 1.1 million. Over the
same period, the total number of clinicians per 1,000
FFS Medicare beneficiaries increased from 30.4 to 39.5.

While the total number of clinicians billing the fee
schedule rose between 2018 and 2023, trends varied
by type and specialty of clinician. Since 2018, the
number of primary care physicians (which include
physicians specializing in family medicine, internal
medicine, pediatric medicine, and geriatric medicine,
with an adjustment to exclude hospitalists) billing the
fee schedule declined from 139,000 to 132,000—a net
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First-year enroliment and the number of medical school

applicants have increased over the last two decades

Doctor of medicine

Doctor of osteopathic medicine

70,000 70,000
60,000 — 60,000 —
50,000 —| Applicants 50,000 — First-year
5 o enrollment
Q | Q |
£ 40,000 [ 40,000
=] 3
Z 30,000 — Z 30,000 —
200004 lee=mmTTTTT 20,000 — X
___________________________ Applicants
10,000 — First-year enrollment 100004 I~ ___ A7
0 TTTTTTTTI T T T I T T I T I I I T T I T T I T T I T T T T T 0 _I—I_I—I_I_I_I—I_I—I_I—I—I_IIIIIIIIIIIIIIIIIIIIIIIIIIII
1980- 1986- 1992- 1998- 2004— 2010- 2016— 2022- 1980- 1986- 1992- 1998- 2004 2010- 2016—- 2022-
1981 1987 1993 1999 2005 2011 2017 2023 1981 1987 1993 1999 2005 2011 2017 2023
Note: Data were accessed on December 16, 2024. For the “doctor of medicine” figure, matriculants are referred to as “first-year enrollment” for

comparability across figures.

Source: Association of American Medical Colleges and American Association of Colleges of Osteopathic Medicine.

loss of about 7,000 primary care physicians by 2023

(an average annual decline of 1.0 percent). However,

the number of beneficiaries enrolled in FFS Medicare
also declined over this period. As a result, the number
of primary care physicians per 1,000 FFS Medicare
beneficiaries increased over the period from 4.2 to

4.6. The total number of specialist physicians grew
from 462,000 to 483,000, and the ratio of specialist
physicians to every 1,000 beneficiaries increased from
13.9 to 16.8. Over the same five-year period, the number
of APRNs and PAs billing the fee schedule grew rapidly
from about 237,000 to 327,000 (an average increase of
6.6 percent per year), or from 7.1 per 1,000 beneficiaries
to 11.4 per 1,000 beneficiaries.!! Meanwhile, the number
of other practitioners, such as physical therapists

and podiatrists, increased, as did the ratio of these
practitioners per 1,000 beneficiaries.

Interest in becoming a clinician remains high

In the long term, access to health care also depends on
new physicians and other types of clinicians entering
the workforce. While less immediately related to the
adequacy of fee schedule payment rates than some

of our measures, we examine applications to medical
school and first-year enrollment as proxies for
students’ interest in and ability to become a physician.
To supplement this analysis, we also examine the
growth of other clinician specialties, such as PAs, and
the extent to which clinicians started and stopped
billing FFS Medicare.

Physicians in the U.S. hold a degree as either a doctor
of medicine (MD) or doctor of osteopathic medicine
(DO). Despite year-to-year variations (e.g., an increase
in medical school applications during the coronavirus
pandemic), the long-term trend reflects an increasing
number of applicants and first-year enrollees at

both MD- and DO-granting educational institutions
(Figure 4-5). For example, from the 1980-1981 academic
year to the 2023-2024 academic year, the number of
applicants to MD-granting institutions rose from about
36,000 to 53,000, an average increase of 0.9 percent
per year, and the number of applicants to DO-granting
institutions climbed from about 4,000 to 23,000, an
average increase of 4.3 percent per year (Figure 4-5).
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In addition, growth in applications and first-year
enrollment has exceeded total U.S. population growth
and has been faster in more recent years. For example,
from the 1980-1981 academic year to the 2023-2024
academic year, first-year enrollment in MD or DO
programs combined increased by an average of 1.4
percent per year compared with total U.S. population
growth of 0.9 percent per year over the same period.
In the most recent decade (from the 2013-2014 to the
2023-2024 academic years), first-year enrollment in
MD or DO programs increased even faster (2.3 percent
per year), while the total U.S. population grew more
slowly (0.6 percent per year).

In addition to physicians, APRNs and PAs represent

an increasingly large share of the clinician workforce,
and the number of these clinicians has grown rapidly,
suggesting robust interest in becoming an APRN or PA.
For example, the number of certified PAs in the U.S. has
quadrupled over the last two decades, increasing from
about 43,500 in 2003 to 95,600 in 2013 to 178,7000

in 2023 (National Commission on Certification of
Physician Assistants 2023, National Commission on
Certification of Physician Assistants 2014).

After medical school, graduates complete a residency
(often at a teaching hospital) where they gain additional
practical training in delivering medical care. Data
suggest that residency programs that train physicians
to become specialists usually have an easy time

filling all of their available positions, while lower-paid
specialties—like family medicine, internal medicine,
and pediatrics—and emergency medicine have a harder
time filling all of their residency positions and end up
filling many positions with international medical school
graduates (Murphy 2024, National Resident Matching
Program 2024).

The Commission has examined trends in the number of
clinicians who stopped billing FFS Medicare, in addition
to new clinicians entering the workforce. Annual
changes in the number of clinicians who stop billing the
fee schedule (exiting clinicians) and start billing the fee
schedule (entering clinicians) could signal future access
problems for beneficiaries if the number of exiting
clinicians exceeds the number of entering clinicians

or if there is a large increase in exiting clinicians.

For each year between 2016 and 2021, the number

of entering clinicians, as a share of all clinicians, was
larger than the number of exiting clinicians (Medicare

Payment Advisory Commission 2023c). These trends
varied somewhat by specialty. In particular, the share
of primary care physicians who exited was higher than
the share who entered in multiple years. Nevertheless,
in the aggregate, the net growth in the overall number
of clinicians suggests that there is an adequate supply
to treat beneficiaries.

Academic research suggests that Medicare payment
rates have modest effects on physician retirements. For
example, one paper found that, among 55- to 70-year-
old physicians, a 10 percent increase in professional
earnings driven by changes in payment rates leads to

a 0.5 percentage point decline in the probability of
retirement that year (Gottlieb et al. 2023).

The total number of clinician encounters per FFS
beneficiary grew from 2018 to 2023

We use the quantity of beneficiaries’ encounters with
clinicians as another measure of access to care. We use
a claims-based definition of encounters.”? Clinicians
submit a claim when they furnish one or more services
to a beneficiary in FFS Medicare. For example, if a
physician billed for an evaluation and management
(E&M) visit and an X-ray on the same claim, we would
count that as one encounter. In 2023, about 98 percent
of beneficiaries enrolled in FFS Medicare had at least
one encounter.'®

The total number of encounters per FFS Medicare
beneficiary grew from 21.8 in 2018 to 23.2 in 2023
(Table 4-2), and the average annual growth rate was 1.3
percent over that period.

The change in the number of encounters per FFS
beneficiary varied by specialty and type of provider. For
instance, the number of encounters per FFS beneficiary
furnished by primary care physicians declined from
2018 to 2023, and the number of per beneficiary
encounters provided by other types of clinicians was
either stable or increased (Table 4-2).1 Encounters
with APRNs and PAs grew the fastest. Encounters with
all types of clinicians declined from 2019 to 2020 due to
the effects of the pandemic. These encounters started
increasing in 2021, except for encounters with primary
care physicians, which remained flat through 2023.

Encounters per beneficiary with primary care
physicians fell by an average of 5.9 percent annually
from 2018 to 2022. During this period, these
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TABLE
4-2 Total encounters per FFS beneficiary were higher in 2023 compared
with 2018, and the mix of clinicians furnishing them changed

Encounters per FFS beneficiary

Percent change

Average annual

Specialty category 2018 2019 2020 2021 2022 2023 2018-2022 2022-2023
Total (all clinicians) 21.8 223 19.8 216 223 232 0.5% 4.3%
Primary care physicians 4.0 35 31 31 31 31 -59 -0.1
Specialists 12.8 129 N4 12.3 12.4 12.8 -0.6 2.7
APRNSs/PAs 22 25 2.4 27 30 33 7.9 101
Other practitioners 33 3.4 29 35 37 4.0 31 8.6

Note:

FFS (fee-for-service), APRN (advanced practice registered nurse), PA (physician assistant). We define an “encounter” as a unique combination

of beneficiary identification number, claim identification number (for paid claims), and the national provider identifier of the clinician who
billed for the service. We use the number of FFS Medicare beneficiaries enrolled in Part B to define encounters per beneficiary. Numbers do
not account for “incident to” billing—meaning, for example, that encounters with APRNs/PAs that are billed under Medicare's “incident to” rules
are included in the physician totals. Components may not sum to totals due to rounding, and percent-change columns were calculated on

unrounded data.

Source: MedPAC analysis of Medicare claims data for 100 percent of beneficiaries and 2024 annual report of the Boards of Trustees of the Medicare trust

funds.

encounters declined by 12.7 percent from 2018 to
2019 and another 11.1 percent from 2019 to 2020; the
decline has remained flat since then, falling by just 0.1
percent in 2023.

After declining 11.8 percent from 2019 to 2020

(from 12.9 to 11.4), encounters per beneficiary with
specialists grew by 8 percent in 2021 (to 12.3). By 2023,
encounters with specialist physicians had almost
returned to prepandemic levels, after growing by 2.7
percent from 2022 to 2023.

The largest increase in encounters was among APRNs
and PAs, which grew by an average of 7.9 percent from
2018 to 2022 and by 10.1 percent in 2023. There was
broad growth across different types of services in APRN
and PA encounters: From 2022 to 2023, APRNs and PAs
delivered 10.6 percent more E&M services, 14.9 percent
more “other procedures,” 9.7 percent more treatment
services, 12.4 percent more imaging, and 12.7 percent
more tests (APRNs and PAs furnish services in both
primary care and non-primary care practices) (data not
shown).

The number of encounters with APRNs and PAs has
grown rapidly, yet we are likely undercounting the
number of fee schedule encounters provided by these
clinicians due to “incident-to” billing. Medicare allows
services furnished by APRNs and PAs to be indirectly
billed as “incident-to” a physician visit, using the
national provider identifier of a supervising physician
if certain conditions are met. One study used Medicare
claims data to estimate that in 2018, about 40 percent
of office visits provided by APRNs and PAs were
indirectly billed incident to a physician visit (Patel et al.
2022), which is consistent with the Commission’s own
research on this topic (Medicare Payment Advisory
Commission 2019). The Commission has previously
recommended that the Congress require APRNs and
PAs to bill Medicare directly, eliminating incident-to
billing for services they provide, which would allow

a more accurate count of the number of beneficiary
encounters with different types of clinicians (Medicare
Payment Advisory Commission 2019). These changes
would also enable policymakers to better understand
whether services provided by APRNs and PAs are
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TABLE
4-3

Encounters per FFS beneficiary

Encounters per FFS beneficiary across service types, 2018-2023

Percent change

Average annual

Type of service 2018 2022 2023 2018-2022 2022-2023
Total (all services) 21.8 223 232 0.5% 4.3%
Evaluation and management 129 13.0 13.5 0.2 34
Major procedures 0.2 0.2 0.2 -0.2 2.4
Other procedures 2.3 2.3 2.4 0.0 4.2
Treatments 2.5 29 32 35 9.0
Imaging 4.2 4. 4.3 0.1 35
Tests 2.0 2.0 21 0.0 4.9
Anesthesia 0.5 0.5 0.6 -0.3 2.6
Note: FFS (fee-for-service). We define an “encounter” as a unique combination of beneficiary identification number, claim identification number

(for paid claims), and national provider identifier of the clinician who billed for the service. We use the number of FFS Medicare beneficiaries
enrolled in Part B to define encounters per beneficiary. Values by type of service do not sum to totals because encounters with multiple service
types are counted separately for each type of service but counted only once for the total. For example, if an imaging service and a test were
billed in the same encounter, we count that as one encounter for imaging and one for tests (for a total of two encounters), but we count the
services as one encounter for the total row. All numbers in the table are rounded, but calculations were made on unrounded data.

Source: MedPAC analysis of Medicare claims data for 100 percent of beneficiaries and the 2024 annual report of the Boards of Trustees of the Medicare

trust funds.

substituting for physician primary care visits or
specialty care services.

After a period of relatively slow growth during the
pandemic, beneficiaries experienced a return to rapid
growth in the number of encounters for most types

of medical services. From 2018 to 2022, the number

of encounters per beneficiary increased for most
types of services, but growth was restrained by the
effects of the pandemic (Table 4-3). From 2022 to 2023,
encounters grew more rapidly, with some differences
across broad service categories. For example, the
number of E&M encounters per beneficiary (which
includes E&M office visits, hospital outpatient visits,
and services provided during an inpatient stay)
provided by all clinicians rose 3.4 percent, from 13.0

to 13.5. Over the same period, encounters for major
procedures grew at the smallest rate (2.4 percent),
while encounters involving treatment (such as physical
therapy, treatment for cancer, and dialysis)"® had the
highest growth rate (9.0 percent).

Quality of clinician care is difficult to assess

The quality of care provided by individual clinicians
is difficult to assess for a few reasons. First, Medicare
does not collect clinical information (e.g., blood
pressure, lab results) or patient-reported outcomes
(e.g., improving or maintaining physical and mental
health) at the FFS beneficiary level. Second, CMS
measures the performance of clinicians using the
Merit-based Incentive Payment System (MIPS),
which, in March 2018, the Commission recommended
eliminating because it is fundamentally flawed
(Medicare Payment Advisory Commission 2018Db).

For example, MIPS allows clinicians to choose what
measures to report from a catalog of hundreds

of measures, which makes it harder to compare
clinicians since only a few clinicians may report any
given measure. Also, many clinicians are exempt
from reporting quality data for MIPS (e.g., if they see
200 or fewer Medicare beneficiaries or bill Medicare
for $90,000 worth of services or less), so there is
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TABLE

4-4 Distribution of risk-adjusted rates of ambulatory care-sensitive hospitalizations
and emergency department visits across hospital service areas, 2023
Risk-adjusted rate per 1,000 FFS beneficiaries
10th 90th Ratio of
percentile 50th percentile 90th to 10th
(high performing) percentile (low performing) percentile
Ambulatory care-sensitive hospitalizations 22.3 3.4 4277 1.9
Ambulatory care-sensitive ED visits 38.2 60.5 89.6 23
Note: FFS (fee-for-service), ED (emergency department). Lower rates are better. To measure population-based outcomes for FFS Medicare

beneficiaries, we calculated the risk-adjusted rates of admissions and ED visits tied to a set of acute and chronic conditions per 1,000 FFS
Medicare beneficiaries in hospital service areas (HSAs). There are about 3,400 Dartmouth-defined HSAs. The average population of FFS Medicare
beneficiaries in each HSA is about 10,000 beneficiaries. We excluded any HSA with fewer than 1,000 FFS Medicare beneficiaries.

Source: Analysis of 2023 FFS Medicare claims data.

a sizable share of clinicians for whom CMS has no
quality information. Third, for claims-based measures,
Medicare’s incident-to policies obscure the ability to
determine who actually performed a service because

a substantial portion of services performed by APRNs
and PAs appear in claims data to have been performed
by physicians. As noted above, in June 2019, the
Commission recommended requiring APRNs and PAs to
bill the Medicare program directly.

We report on the quality of the ambulatory care
environment for beneficiaries in FFS Medicare using
outcome measures that assess ambulatory care-
sensitive (ACS) hospitalizations and emergency
department (ED) visits, as well as patient-experience
measures (using the Consumer Assessment of
Healthcare Providers and Systems (CAHPS)). This
approach is consistent with the Commission’s
principles for quality measurement (Medicare Payment
Advisory Commission 2018a).

Effectiveness and timeliness of care outside
the hospital: Ambulatory care-sensitive
hospitalizations and emergency department visits

The Commission worked with a contractor to
develop two claims-based outcome measures—ACS
hospitalizations and ED visits—to compare quality of
care within and across different populations (e.g., FFS
Medicare in different local market areas), given the

adverse impact on beneficiaries and high cost of these
events (RTI International 2024). Two categories of
ACS conditions are included in the measures: chronic
(e.g., diabetes, asthma, hypertension) and acute (e.g.,
bacterial pneumonia, cellulitis). Conceptually, an ACS
hospitalization or ED visit entails hospital use that
could have been prevented with timely, appropriate,
high-quality care. For example, if a diabetic patient’s
primary care physician and overall care team work
effectively to control the patient’s condition, an ED
visit for a diabetic crisis could be avoidable. However,
measure results may also reflect differences in health
care access, referral patterns, and specialist availability
across markets areas. The measures also may not
pinpoint the exact areas in ambulatory care where
improvements are needed.

Consistent with previous years, in 2023, the
distribution of risk-adjusted rates of avoidable
hospitalizations and ED visits per 1,000 FFS Medicare
beneficiaries varied widely across Dartmouth Atlas
Project-defined hospital service areas (HSAs).'® This
variation signals opportunities to improve the quality
of ambulatory care (Table 4-4). The HSA at the 90th
percentile of ACS hospitalizations had a rate that was
almost twice the HSA at the 10th percentile. The HSA at
the 90th percentile of ACS-ED visits had a rate that was
2.3 times the HSA in the 10th percentile. Relatively poor
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performance on a local market’s ACS-hospitalization
and ED-visit measures indicates opportunities for
improvement in those ambulatory care systems, while
relatively good performance on the measures can
indicate best practices for ambulatory care systems.

The median risk-adjusted ACS-hospitalization and
ED-visit rates per HSA increased (worsened) from 2021
to 2023 but remained below prepandemic rates (data
not shown). For example, in 2019 the median ACS ED-
visit rate per HSA was 75 per 1,000 FFS beneficiaries,
which declined to 54.2 per 1,000 FFS beneficiaries in
2021 but rose in 2023 with a median rate of 60.5 per
1,000 FFS beneficiaries in 2023. During the coronavirus
pandemic, there was a significant drop in overall ED
visits due to people avoiding hospitals for noncritical
issues, so we would expect some accompanying decline
in ACS ED visits. ACS ED-visit rates remain below
prepandemic levels, and it is difficult to untangle
whether and how much of the decline in these visits is
due to these and other changes in ED use or because of
improved access to or quality of care.

Consistent with prior years, we have found differences
in rates of ACS hospitalizations and ED visits across
groups of Medicare beneficiaries, which could
indicate differential access to high-quality ambulatory
care (Medicare Payment Advisory Commission

2023b). In 2023, beneficiaries receiving the Part D
low-income subsidy (a proxy for low income) had

ACS hospitalization and ED visit rates that were

1.3 times higher than those of other beneficiaries.
Black beneficiaries had a rate of ACS hospitalizations
that was 1.6 times higher than that of Asian/Pacific
Islander beneficiaries and a rate of ACS ED visits

that was almost two times higher than that of Asian/
Pacific Islander beneficiaries. Beneficiaries residing

in rural areas had about the same ACS hospitalization
rate as beneficiaries living in urban areas. However,
beneficiaries in rural areas had ACS ED-visit rates that
were 1.4 times higher than beneficiaries residing in
urban areas.

Patient-experience scores

The Agency for Healthcare Research and Quality’s
CAHPS surveys generate standardized and validated
measures of patient experience. CAHPS surveys
measure a key component of quality of care because
they assess whether something that should happen

in a health care setting (such as clear communication
with a provider) actually happened and how often

it happened, from the patient’s perspective. When
patients have a better experience, they are more

likely to adhere to treatments, return for follow-up
appointments, and engage with the health care system
by seeking appropriate care. CMS annually fields a
CAHPS survey among a subset of FFS beneficiaries

to measure beneficiaries’ experience of care with
Medicare and their FFS providers.

Between 2022 and 2023, FFS-CAHPS scores were
relatively stable. The 2023 FFS-CAHPS score for
“getting needed care and seeing specialists” was 80
(score on a scale of 0 to 100), which was the same as in
2022, but the score has been trending downward over
the past several years (Table 4-5). The score for “rating
of health plan (FFS Medicare)” was 83, and the score for
“rating of health care quality” was 85; both scores have
been stable over the past few years. In 2023, 73 percent
of surveyed beneficiaries reported receiving an annual
flu vaccine, which was a decline of 4 percentage points
from 2022. All 2023 FFS-CAHPS measure scores for
urban residents were similar to the national average
(Centers for Medicare & Medicaid Services 2024e).
FFS-CAHPS measure scores for rural residents were
similar to the national average, except for the annual
flu vaccine rate, which was below the national average
(data not shown).

Clinicians’ revenues and compensation
have increased, while inflation has been
higher than usual

Clinicians do not submit annual cost reports to CMS,
so we are unable to calculate their profit margins from
delivering services to Medicare beneficiaries or to their
full panel of patients more generally. Instead, we rely on
indirect measures of how clinicians’ payments compare
with the costs of providing services. We find that
clinician compensation has grown in recent years, but
that Medicare payment-rate updates have grown more
slowly than clinicians’ input-cost growth, especially

in the last few years. We also find that the volume

and intensity of clinician services per FFS beneficiary
have increased substantially over time, suggesting that
below-MEI updates have not impeded access to date.
Increased volume and intensity have also resulted in
markedly higher physician fee schedule spending over
time.
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TABLE

4-5 Medicare FFS-CAHPS performance scores, 2019-2023
Score
change,

CAHPS composite measure 2020 2021 2022 2023 2022-2023
Getting needed care and seeing specialists 83 81 80 80 0
Getting appointments and care quickly 78 76 75 82 N/A
Care coordination (e.g., personal doctor always 85 85 85 86 1

or usually discusses medication, has relevant

medical record, helps with managing care)
Rating of health plan (FFS Medicare) 84 83 83 83 0
Rating of health care quality 86 85 85 85 0
Annual flu vaccine 77 77 77 73 4

Note:

FFS (fee-for-service), CAHPS (Consumer Assessment of Healthcare Providers and Systems), N/A (not applicable). Questions in Rows 1to 3 have

response options of “never,” “sometimes,” “usually,” and “always.” CMS converts these responses to linear mean scores on a 0 to 100 scale.
Questions in Rows 4 and 5 have responses of 1to 10, which CMS also converts to a linear mean score on a O to 100 scale. The question in Row 6
is a yes/no response. “Plan” in Row 4 refers to the FFS Medicare program. FFS-CAHPS response rates from 2019 to 2023 range from 28 percent
to 29 percent. CMS halted collection of the 2019 beneficiary experience survey at the start of the coronavirus pandemic in 2020; thus we do not

include 2019 scores.

* CMS revised which CAHPS survey items are scored in the “getting appointments and care quickly” composite measure, which may cause
fluctuation in scores compared with prior years. Therefore, we do not report the change in scores over time.

Source: FFS-CAHPS mean scores reported by CMS.

Medicare’s conversion factor has not grown in
recent years, but payment rates for E&M visits
have increased substantially

Payment rates are updated each year by updating

the fee schedule’s conversion factor."” (Increasing the
conversion factor by 1 percent, for example, results

in a 1 percent increase to payment rates.) In most
years, the update to the conversion factor reflects two
factors: (1) a percentage specified in statute (which
may be zero) and (2) a budget-neutrality adjustment if
necessary. The statutorily required budget-neutrality
adjustment is a percentage calculated by CMS to
ensure that any changes it has made to the relative
values of specific billing codes in the fee schedule do
not, in and of themselves, increase or decrease total fee
schedule spending. During years in which the relative
values for some services are increased, for example,
and CMS anticipates these changes would result in

an increase in total fee schedule spending, a negative
budget-neutrality adjustment is made to offset those

costs. The net effect of an increase in relative values
for some services and an across-the-board downward
adjustment in the conversion factor redistributes fee
schedule spending among different services but does
not increase or decrease expected total spending.

Statutory updates to the conversion factor are
currently specified in the Medicare Access and CHIP
Reauthorization Act of 2015 (MACRA) (shown in the
“Update” rows of Table 4-6 (p. 124)). MACRA specified
that clinicians’ payment rates were to be updated

by 0 percent from 2020 to 2025. Starting in 2026,
payment rates will increase by 0.75 percent per year for
qualifying clinicians in advanced alternative payment
models (A-APMs) and by 0.25 percent per year for

all other clinicians.”® (Examples of A~APMs include
accountable care organization models that require
providers to take on some financial risk.)

In 2021, CMS increased the payment rates for
many office and outpatient E&M visits upon the
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TABLE

Physician fee schedule payment-rate updates,
adjustments, and bonuses under current law

2026
2021 2022 2023 2024 2025 and later
A-APM clinicians
Update 0% 0% 0% 0% 0% 0.75%
A-APM bonus (not cumulative) 5% 5% 5% 5% 3.5% 1.88%"
Other clinicians
Update 0% 0% 0% 0% 0% 0.25%

MIPS adjustments (not cumulative)™ (7% to +1.8%) (9% to +1.9%) (-9% to +2.3%) (-9% to +8.3%) (-9% to TBD) (-9% to TBD)

All clinicians

Payment increase (not cumulative) 3.75% 3.0% 2.5% 1.25% and N/A N/A
then 2.93%
Sequestration (not cumulative) 0% 0% (3 months), 2% 2% 2% 2%

1% (3 months),
-2% (6 months)

Note: A-APM (advanced alternative payment model), MIPS (Merit-based Incentive Payment System), TBD (to be determined), N/A (not applicable).
“Not cumulative” adjustments apply in a given year only and are not included in subsequent years' payment rates. A~APM bonuses and MIPS
adjustments are based on clinicians’ A-APM participation and quality-measure performance from two years prior. The annual change to the
conversion factor (a fixed dollar amount) for Medicare's physician fee schedule is based on (1) the updates specified in law (e.g., O percent plus a
one-time increase of 2.93 percent in the latter part of 2024); (2) expiration of one-time increases (e.g., the one-time increase of 2.5 percent in 2023);
(3) CMS’s budget-neutrality adjustment (e.g., —2.2 percent in 2024), which ensures that changes to the relative values of particular billing codes
in the fee schedule do not change total physician fee schedule spending by more than $20 million (not shown); and (4) the -2 percent sequester
(which applies for one year at a time and is not built into subsequent years' payment rates). The fee schedule update in 2024 equaled 1.25 percent
from January 1, 2024, through March 8, 2024, and was replaced by an update of 2.93 percent from March 9, 2024, through December 31, 2024, at
which point the update expired.

*The A-APM bonus is worth 1.88 percent in 2026 and is then not available in subsequent years.
**The maximum positive MIPS adjustments shown for 2021 through 2024 are the highest adjustments actually made in those years, while the
maximum adjustments for 2025 and 2026 are yet to be determined.

Source: MedPAC analysis of the Medicare Access and CHIP Reauthorization Act of 2015 (MACRA); the Coronavirus Aid, Relief, and Economic Security
(CARES) Act; the Consolidated Appropriations Act, 2021; An Act to Prevent Across-the-Board Direct Spending Cuts, and for Other Purposes; the
Protecting Medicare and American Farmers from Sequester Cuts Act; and the Consolidated Appropriations Act, 2023; also CMS's final rules for the
physician fee schedule for the payment years shown.

recommendation of the AMA /Specialty Society Relative
Value Scale Update Committee. Increasing the payment
rates for these billing codes required an offsetting

-6.8 percent budget-neutrality adjustment to the fee
schedule’s conversion factor so that the change in
payment rates for E&M visits did not increase expected
spending under the fee schedule. To avoid a reduction of
this size to the conversion factor (and, thus, to payment
rates) in 2021, the Congress subsequently passed laws
that provided a series of temporary increases to the
conversion factor from 2021 through 2024 (shown in the
“Payment increase (not cumulative)” row of Table 4-6).

These increases effectively phased in the 6.8 percent
reduction to the conversion factor over time. As a result,
payment rates for office and outpatient E&M visits
(which are provided by a wide variety of clinicians) have
increased substantially (shown at left in Figure 4-6),
while the conversion factor has gradually declined
(shown at right in Figure 4-6).

In 2024, part of the 3.4 percent decline in the
conversion factor that year (captured at right in Figure
4-6) is also offsetting the cost of a new add-on code
that will add another $16 to the payment rate for
office /outpatient E&M visits provided by clinicians
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An increase to payment rates for office/outpatient E&M visits and

a new add-on payment for certain office visits required offsetting
decreases to the physician fee schedule’s conversion factor

Payment rate for a sample E&M visit

Conversion factor

(CPT code 99213) (used to calculate payment rates)
10 45
105 — New add-on code (G2211) KN 40 — ¢$35.89 $36.09
L ' u $34.89
adds $16 for certain visits ! $32.35
L / $104.49 35—
100 — starting in 2024 ——
/ 30 —
95 /I .
w $92.47 ' $88.96 = 25
8 90 = Offsetting reductions
o Q 20| )
a (a] to conversion factor
85 Increase in 15 —
80 — payment rates 10
$73.93 for office/outpatient _
757 E&M visits in 2021 5 —
707 T T T T T T T T 0 T T T T T T T T T
2017 2018 2019 2020 2021 2022 2023 2024 2025 2017 2018 2019 2020 2021 2022 2023 2024 2025
Note: E&M (evaluation and management), CPT (Current Procedural Terminology). The “office/outpatient E&M visit” code set refers to CPT codes

99202-99205 (new patients) and 99211-99215 (established patients). CPT code 99213 refers to a visit involving a low level of medical decision-
making; if time is used for code selection, 20-29 minutes are spent on the date of the encounter. Payment rates shown for 99213 are nonfacility
national payment rates. G2211 is an add-on code available to be billed with office/outpatient E&M visit codes when a clinician has a longitudinal

relationship with a patient and meets other requirements.

Source: CMS. Search the physician fee schedule (interactive billing code-payment rate look-up website), https:/Mmwww.cms.gov/imedicare/physician-fee-

schedule/search/overview.

who have an ongoing relationship with a patient (shown
as the dotted line in Figure 4-6). This add-on code is
expected to be used by primary care clinicians and

by specialists treating a patient’s serious or complex
medical condition (Centers for Medicare & Medicaid
Services 2023b).

Figure 4-7 (p. 126) shows net annual changes in the
conversion factor resulting from budget-neutrality
adjustments, temporary one-year increases over
the 2021 to 2025 period, and the expiration of those
temporary increases.

Figure 4-7 (p. 126) shows that in 2021, when CMS
substantially increased relative values for several
commonly performed E&M services, the increase in
payment rates for these services (combined with other
adjustments) required a budget-neutrality adjustment
of -$2.46. This adjustment was partially offset by

an increase of $1.26, resulting from the Congress'’s
temporary statutory increase of 3.75 percent in 2021,
for a net change in the conversion factor of -$1.20 that
year. In 2022, a net change in the conversion factor

of =$0.29 was due to the combined effects of the
expiration of the 2021 temporary increase (-S1.26), a
small budget-neutrality adjustment (-$0.03), and the
Congress’s temporary statutory increase of 3 percent
(S1.01). For 2023, a net change in the conversion factor
of =$0.72 resulted from the combined effects of the
expiration of the 2022 temporary increase (-$1.01), a
budget-neutrality adjustment (-S0.54) from additional
increases in E&M values, and the Congress’s temporary
statutory increase of 2.5 percent (50.83). In 2024, the
net $0.60 decline in the conversion factor resulted
from the expiration of the previous year’s temporary
increase (-$0.83), another temporary increase (50.97),
and a budget-neutrality adjustment (-$0.74) to offset
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Recent declines in the conversion factor result from several countervailing effects

$2.00
w
)
3 $1.00 —
T
= $1.26
< $1.01 $0.83 $0.97
9 $0.01
3]
0.00
& ~$0.03
c -$0.54
R -$0.95
ﬂ 'D O
g ~$100 — $2.46
o
c
)
c )
_tcu ~$2.00 —| ] Temporary statutory increase
o [] Budget-neutrality adjustment
Il Expiration of previous year's
statutory increase
-$3.00 | | T T T
2021 2022 2023 2024 2025
-$1.20 -$0.29 -$0.72 -$0.60 -$0.94

Net annual change in conversion factor

Note:
may not sum to totals due to rounding.

Changes shown for 2025 are based on information published in the final rule for the physician fee schedule for that payment year. Components

Source: Centers for Medicare & Medicaid Services 2024b, Centers for Medicare & Medicaid Services 2023a, Centers for Medicare & Medicaid Services 2022,
Centers for Medicare & Medicaid Services 2021, Centers for Medicare & Medicaid Services 2020.

the cost of a new add-on code that added $16 to the
payment rate for office /outpatient E&M visits provided
by clinicians who have an ongoing relationship with a
patient.

Under current law, there is no scheduled update to the
conversion factor for 2025. If there are no statutory
changes, in 2025 the conversion factor will be reduced
by $0.94, which would result from the expiration of
the temporary 2.93 percent increase in the latter part
of 2024 (-S0.95) and a very small positive budget-
neutrality adjustment (S0.01). In 2025, the conversion
factor will be $3.74 less than what it was in 2020 (data
not shown).

Allowed charges per FFS beneficiary grew at
a higher rate from 2022 to 2023 than during
previous years

Despite the recent reduction in the conversion factor,
the total payments that clinicians received per FFS
beneficiary grew from 2022 to 2023, in part because

of increases in the volume and /or intensity of services
they deliver. We measure the total payments a
clinician receives using allowed charges (which include
Medicare payments and beneficiary cost-sharing
liabilities) for services furnished to FFS beneficiaries
that are paid under the physician fee schedule.'

From 2022 to 2023, across all services, allowed
charges per beneficiary rose by 4.2 percent (Table 4-7).
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TABLE
4-7

Change in units of service
per FFS beneficiary

Growth in allowed charges per FFS beneficiary varied by type of service, 2018-2023

Change in allowed charges
per FFS beneficiary

Share
of allowed
Annual average Annual average charges,
Type of service 2018-2022 2022-2023 2018-2022 2022-2023 2023
All services 1.3% 5.4% 2.2% 4.2% 100.0%
Evaluation and management 0.3 35 2.8 4.2 517
Imaging 0.5 3.8 1.3 4.2 10.8
Major procedures -0.5 21 -0.5 -0.1 6.9
Other procedures 0.7 51 1.5 37 127
Treatments 5.8 1.5 4.4 7.2 10.2
Tests 0.3 52 11 4.9 4.8
Anesthesia -0.5 2.3 -0.9 0.3 25
Note: FFS (fee-for-service). We use the number of FFS Medicare beneficiaries enrolled in Part B to define units of service and allowed charges per

beneficiary. The Restructured BETOS Classification System (RBCS) is used to group clinically similar services into categories and subcategories.

Source: MedPAC analysis of Medicare claims data for 100 percent of FFS beneficiaries and the 2024 annual report of the Boards of Trustees of the

Medicare trust funds.

Among broad service categories, growth rates

were 4.2 percent for E&M services, 4.2 percent for
imaging services, 3.7 percent for other procedures
(i.e., procedures that are not considered major
procedures), 7.2 percent for treatments, 4.9 percent
for tests, and 0.3 percent for anesthesia. Allowed
charges per beneficiary for major procedures fell by
0.1 percent. Growth in all categories was higher in
2023 than it was during the 2018 to 2022 period. This
period included slow or negative growth during the
pandemic, but spending largely rebounded in 2021
and 2022. For most categories, the growth in allowed
charges in 2023 was also higher than the average
annual rate of growth in the years immediately prior
to the pandemic, which averaged 2.0 percent from
2015 to 2019 (data not shown). The exceptions were
major procedures and anesthesia, which declined or
grew more slowly from 2022 to 2023 than they did
over the 2015 to 2019 period.

We also present data on changes in units of service per
beneficiary. For most types of service, a unit represents
one individual service, such as an office visit, surgical

procedure, or imaging scan. As measured by units of
service per beneficiary, the volume of clinician services
grew more quickly over the 2022 to 2023 period (5.4
percent) than it did in 2018 to 2022 (1.3 percent per
year), which included the pandemic, during which
volume for various types of services experienced
relatively slow growth or declined (Table 4-7). Volume
growth during both periods varied by type of service,
but growth rates for all types of service were higher in
2023 than during the 2018 to 2022 period.

The similarity of overall volume and spending growth
in 2023 suggests that much of the growth that year
was driven by increased volume. Spending can also be
affected by increased intensity of the services being
delivered, which often does not result in changes in
volume. For example, if providers substitute computed
tomography (CT) scans with contrast for CT scans
without contrast, the allowed charges for imaging
services would increase at a higher rate than would
units of service for imaging. Differences in allowed
charges from volume may also be partly attributable to
increases or decreases in Medicare’s payment rates for
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certain services, such as the recent increases in rates
for E&M services. Decreases in allowed charges relative
to service volume can also be related to the shift of
services from freestanding offices to the outpatient
hospital setting, where fee schedule payments are
generally still made but payment rates are lower.

Among the broad service categories shown in Table 4-7
(p. 127), treatments had the highest rate of growth in
allowed charges and units of service. The treatments
category includes services such as administration

of dialysis and cancer treatments, physical therapy,
and spinal manipulation. Increases in physical,
occupational, and speech therapy services were the
primary drivers of growth: Spending per beneficiary
on these types of treatments rose by 13.5 percent
from 2022 to 2023 and grew by more than 60 percent
over the 2018 to 2023 period (data not shown). The
increase in allowed charges in the treatment category
is mirrored by increases in service units for these types
of services. The growth in volume and spending may
be related to provisions in the Bipartisan Budget Act
of 2018, which eliminated annual caps on spending

for therapy services for each beneficiary unless a
medical exemption was granted. Providers that exceed
a specified spending threshold are now permitted to
attest to medical necessity by including a modifier on
the claims.

Over the same five-year period, spending per
beneficiary for major procedures decreased. The
decline in spending among major procedures

was largely driven by changes in major digestive/
gastrointestinal procedures and vascular procedures
(average of -4.6 percent and -1.0 percent, respectively).
There was also a decline in spending per beneficiary
for other (i.e., nonmajor) vascular procedures

(average of -3.6 percent). The number of services

per beneficiary and payment rates for many of these
procedures have declined since 2018, but the number
of gastroenterologists and vascular surgeons billing FFS
Medicare has been stable.

Average payment rates of private-insurance PPOs
grew faster than, and remained higher than,
Medicare payment rates for clinician services

We compare rates paid by private-insurance plans with
Medicare rates for clinician services because extreme
disparities in payment rates might create an incentive
for clinicians to focus primarily on patients with

private insurance and avoid those with FFS Medicare
coverage. For this analysis, we used data on paid claims
for enrollees of preferred provider organization (PPO)
health plans that are part of a large national insurer
that covers a wide geographic area across the U.S.?°

In 2023, the average PPO payment rate for clinician
services was 140 percent of FFS Medicare’s average
payment rate, up from 136 percent in 2022.

The ratio in 2023, as in prior years, varied by type of
service. For example, private-insurance rates were 109
percent of Medicare rates for care-management and
coordination E&M visits but 203 percent of Medicare
rates for CT scans.

The gap between private-insurance rates and Medicare
rates has grown over time as Medicare rates have
increased more modestly than private-insurance rates:
In 2011, private-insurance rates were 122 percent of
Medicare rates. However, as we noted earlier, clinicians
accept Medicare at rates similar to those of private
insurance, and some academic research suggests

that increasing Medicare fee schedule rates might

not necessarily narrow the gap between Medicare

and private-insurance rates. Specifically, one paper
found that a $1.00 increase in Medicare rates led to a
corresponding S1.16 increase in private-insurance rates
(Clemens and Gottlieb 2017).

The growth in private-insurance rates may result in
part from greater consolidation of physician practices
and hospitals’ acquisition of physician practices,
which give providers greater leverage to negotiate
higher prices for clinician services with private plans
(Medicare Payment Advisory Commission 2020). In
recent years, the share of physicians in larger groups
and employed by hospitals has risen substantially (Kane
2023). For example, according to an AMA survey, from
2012 to 2022, the share of physicians who were either
directly employed by a hospital or part of a practice
with hospital ownership increased from about 29
percent to 41 percent (Kane 2023).

Studies have found that private-insurance prices for
physician services are higher in markets with larger
physician practices and in markets with greater
physician-hospital consolidation (Capps et al. 2018,
Clemens and Gottlieb 2017, Neprash et al. 2015).
Similarly, the Commission has found that independent
practices with larger market shares and hospital-
owned practices have received higher private-
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insurance rates for E&M visits than other practices in
their market (Medicare Payment Advisory Commission
2017). The AMA survey found that the most cited reason
physicians gave for selling their practice to a hospital
was to enhance their ability to negotiate higher
payment rates with payers (cited by 80 percent of
physicians working in practices acquired by hospitals);
other commonly cited reasons were to improve access
to costly resources and get help complying with payers’
regulatory and administrative requirements (cited by
about 70 percent of respondents in these practices)
(Kane 2023).2!

Compensation and productivity data indicate that
clinicians who work in hospital-owned practices

do not necessarily earn higher compensation, but

they do tend to see fewer patients and bill for fewer
services than clinicians in physician-owned practices
(Medical Group Management Association 2024, Medical
Group Management Association 2023, Medical Group
Management Association 2022, Whaley et al. 2021). A
Medscape survey of employed physicians found that
the most appealing aspects of working as an employed
physician were not having to run a small business,
having stable income, not having to pay for malpractice
insurance, good work-life balance, working with large
teams and staff, and having to spend less time on

rules and regulations. The top drawbacks cited were
having less autonomy, having to comply with more
workplace rules, having less income potential, having
to meet mandatory performance targets, lack of job
security, and not being as productive as they would like
(McKenna 2022).

Clinician compensation is increasing

Since the Commission lacks data that would allow us
to calculate clinicians’ all-payer profit margins from
delivering services, we use clinician compensation data
as a rough proxy for all-payer profitability. Clinician
compensation levels indicate that total revenues are
greater than costs and that providing clinician services
is therefore profitable. These compensation levels

also give some assurance that there is an incentive for
individuals to pursue careers as clinicians. We note,
however, that Medicare constitutes only a portion of
the revenue most clinicians receive since clinicians
usually accept a variety of types of insurance and
many employed physicians’ compensation may not

be directly tied to fee schedule payments—making

clinician compensation an indirect measure of
Medicare’s payment adequacy. That said, academic
research suggests that changes in Medicare fee
schedule payment rates directly affect physician
earnings. One study found that a 10 percent increase in
Medicare payment rates led to a 2.4 percent increase in
professional earnings of 40- to 55-year-old physicians
(Gottlieb et al. 2023).

According to SullivanCotter’s latest clinician
compensation and productivity surveys, after the

high rate of growth observed in median physician
compensation from 2021 to 2022 (9 percent), physician
compensation grew at a more typical rate from 2022 to
2023 (3 percent).?2%

Over a longer, four-year period from 2019 to 2023,
physician compensation grew by an average of 3.3
percent per year. (As a point of reference, inflation
averaged 4.5 percent per year over this period.) There
was substantial variation across physician specialties
over this period: Compensation grew more quickly
for a number of specialties that mainly provide E&M
office visits, such as family medicine (5.0 percent per
year, on average), rheumatology (4.8 percent), internal
medicine (4.7 percent), and neurology (4.6 percent).
Compensation grew more slowly for specialties like
pulmonology (1.2 percent), ophthalmology (2.2 percent),
nephrology (2.4 percent), radiology (2.5 percent), and
dermatology (2.5 percent).?

Median compensation for advanced practice providers
(e.g., NPs, PAs) grew twice as fast as physician
compensation from 2022 to 2023 (6 percent), in line
with the growth rate observed from 2021 to 2022

(5 percent). From 2019 to 2023, compensation for
advanced practice providers grew by an average of 4.4
percent per year (keeping pace with inflation).

By 2023, compensation for the median physician

was $352,000, and compensation for the median
advanced practice provider was $138,000.%° As shown
in Figure 4-8 (p. 130), physician compensation varied
substantially by specialty, with the median primary
care physician earning much less ($296,000) than the
median physician in a surgical specialty ($496,000).
In contrast, compensation differences for advanced
practice providers in different specialties were much
smaller, with only about $25,000 separating the median
clinician in the highest- and lowest-paid specialties
(data not shown).
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Compensation for primary care physicians is
lower than for most specialists, 2023
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Nonsurgical,
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Surgical Radiology

Physician specialties

Note: Figure includes all physicians who reported their 2023 annual compensation in the survey (n =115,610). All numbers are rounded to the
nearest thousand. “Compensation” refers to median total cash compensation adjusted to reflect full-time work and does not include
employer retirement contributions or payments for benefits. The “primary care” group includes family medicine, internal medicine, and
general pediatrics. The “nonsurgical nonprocedural” group includes psychiatry, emergency medicine, hospital medicine, endocrinology and
metabolism, nephrology and hypertension, neurology, physical medicine and rehabilitation, rheumatology, and other internal medicine/
pediatrics. The “nonsurgical procedural” group includes cardiology, dermatology, gastroenterology, pulmonology, and hematology/oncology. The
“surgical” group includes general surgery, orthopedic surgery, cardiovascular and cardiothoracic surgery, neurological surgery, ophthalmology,
otolaryngology, urology, obstetrics/gynecology, and other surgical specialties. Certain nonsurgical nonprocedural specialties (endocrinologists,
rheumatologists, psychiatrists) had lower median compensation than primary care physicians.

Source: SullivanCotter’s Physician Compensation and Productivity Survey, 2024.

The large compensation disparity between primary
care physicians and most specialists may help explain
why a declining share of physicians are pursuing
careers in primary care. However, primary care
physicians’ incomes have been increasing more
quickly than other specialties over the past few years,
perhaps due in part to recent increases to payment
rates for some billing codes commonly used by
primary care providers and new codes that have been
added to the Medicare physician fee schedule that
are geared toward primary care providers. Primary
care physicians’ compensation has the potential

to continue to increase in 2025, when new per
beneficiary payments will become available to pay for
a wide variety of advanced primary care management
services such as coordinating care transitions and
communicating with patients by email. These new
payments will range from S15 to $110 per beneficiary
per month, depending on a patient’s number of
chronic conditions and whether they are dually
enrolled in Medicare and Medicaid as a qualified
Medicare beneficiary. We will monitor the uptake of
these new codes.
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Physician fee schedule spending per FFS beneficiary grew substantially
faster than the MEI or fee schedule payment updates, 2000-2023
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Note: FFS (fee-for-service), MEI (Medicare Economic Index). The MEI measures the change in clinician input prices. MEI data are from the new version
of the MEI (based on data from 2017) and include updated total-factor productivity data that CMS released as part of the second quarter of 2024
market basket data. Spending per FFS beneficiary is based on incurred spending under the physician fee schedule. The graph shows updates
to payment rates in nominal terms. Fee schedule updates do not include Merit-based Incentive Payment System adjustments or bonuses for
participating in advanced alternative payment models. One-time payment increases of 3.75 percent in 2021, 3.0 percent in 2022, and 2.5 percent

in 2023 are included.

Source: MedPAC analysis of Medicare regulations, CMS market basket data, and reports from the Boards of Trustees of the Medicare trust funds.

Growth in input costs accelerated in recent years
but is moderating

MEI growth was 1 percent to 2 percent per year for
several years before the coronavirus pandemic and was

We report the growth in clinicians’ input costs because
it helps us understand the extent to which Medicare
payment-rate updates and clinician revenues are
keeping pace with increases in the costs associated
with running a practice. The Medicare Economic Index
(MEI) measures the average annual price change for the
market basket of inputs used by clinicians to furnish
services. Unlike many other market baskets, the MEI
has long been adjusted for a measure of productivity
growth. Therefore, reported MEI growth figures include
a built-in adjustment for total-factor productivity. The
MEI consists of two main categories: (1) physicians’
compensation and (2) physicians’ practice expenses (e.g.,
compensation for nonphysician staff, rent, equipment,
and professional liability insurance).

2.1 percent in 2020.26 MEI growth then increased to 2.3
percent in 2021 and 4.4 percent in 2022. MEI growth
slowed slightly to 4.0 percent in 2023 and is projected to
moderate further in the coming years—to 3.3 percent in
2024, 2.8 percent in 2025, and 2.3 percent in 2026.%

From 2000 to 2023, cumulative MEI growth has far
exceeded updates to physician fee schedule payment
rates (Figure 4-9). Over that period, the MEI increased
cumulatively by 52 percent compared with 14 percent
for fee schedule updates. However, the volume and
intensity of clinician services delivered each year has
increased, which has resulted in fee schedule spending
per FFS beneficiary growing by 101 percent over the
same time period.?® The substantial growth in volume
and intensity (and the Commission’s broader finding
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that Medicare beneficiaries report relatively good
access to care) suggests that below-MEI updates

have not impeded access and that simply comparing
changes in fee schedule updates with MEI growth is
insufficient to capture changes over time in clinicians’
ability to provide services to Medicare beneficiaries.

In the past, some research has found that increasing
fee schedule payment rates led to reductions in

the volume and intensity of fee schedule services

and, conversely, that declining payment rates led to
increased volume and intensity (Congressional Budget
Office 2007, Office of the Actuary 1998). Using this
logic, some stakeholders have suggested that the large
increases in volume and intensity that have driven the
growth in fee schedule spending per beneficiary over
more than two decades represent clinicians’ responses
to fee schedule payment rates that declined (after
adjusting for inflation) over that period. However,
more recent research suggests a positive relationship
between payment rates and volume and intensity: That
is, volume and intensity increase as payment rates
increase. For example, one study found that, among
40- to 55-year-old physicians, a 10 percent increase

in payment rates led physicians to bill 4.4 percent
more relative value units (RVUs)—3.9 percent more
procedures (nearly all of which is driven by performing
procedures on additional patients rather than doing
procedures more frequently for the same number of
patients) and additional shifts to relatively higher-paid
procedures (Gottlieb et al. 2023).?° Other research has
found that the relationship between payment rates and
the volume of care is greater for elective procedures,
such as cataract surgery, than less discretionary
services (Clemens and Gottlieb 2014). This evolving
body of research suggests that increasing fee schedule
rates will likely lead to an increased provision of

care, and it could increase Medicare and beneficiary
spending.

How should FFS Medicare payments
change in 20262

Under current law, Medicare fee schedule payment
rates are expected to grow by 0.75 percent for
clinicians in advanced alternative payment models
(e.g., accountable care organization models that involve
some financial risk) and 0.25 percent for all other

clinicians in 2026. Based on many of our indicators,
current payments to clinicians appear to be adequate
to ensure access to care. But given recent inflation,
ongoing cost increases that exceed payment updates
could be difficult for clinicians to absorb.

In addition, as discussed in our March 2023 report

to the Congress, the Commission is concerned that
clinicians often receive less revenue when treating low-
income beneficiaries because of the way Medicare’s
cost-sharing policies interact with state Medicaid
payment policies. Since these lower payments could
put clinicians who furnish care to low-income
beneficiaries at greater financial risk and reduce access
to care for low-income beneficiaries, Medicare should
provide additional support to clinicians who serve this
population.

RECOMMENDATION 4

The Congress should:

» for calendar year 2026, replace the current-
law updates to Medicare payment rates for
physician and other health professional
services with a single update equal to the
projected increase in the Medicare Economic
Index minus 1 percentage point; and

« enact the Commission’s March 2023
recommendation to establish safety-net
add-on payments under the physician fee
schedule for services delivered to low-income
Medicare beneficiaries.

RATIONALE 4

Overall, access to clinician services for Medicare
beneficiaries appears to be comparable to, or better
than, that of privately insured individuals, though
quality of care is difficult to assess. Clinicians’ fee
schedule payments per FFS beneficiary and their all-
payer compensation have continued to rise, but input
costs are projected to continue to grow faster than
Medicare’s payment rates in coming years.

Current law calls for payment rates to increase by 0.25
percent or 0.75 percent in 2026. The Commission is
concerned that these relatively low payment increases
may make it difficult for clinicians to absorb recent
and continued cost increases. Then again, aggregate
payments appear adequate on the basis of many of
our indicators. Therefore, given these mixed findings,
the recommendation is that the Congress replace the
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updates set to take effect in 2026 with the projected
increase in the MEI for 2026 minus 1 percentage point.

The MEI is currently projected to grow by 2.3 percent
in 2026, so this recommendation would yield an
estimated increase in payment rates of 1.3 percent
(2.3 percent minus 1 percentage point = 1.3 percent)
from 2025. These MEI growth figures are projections,
are subject to uncertainty, and could be larger or
smaller than actual MEI growth.

In addition to the recommendation for an across-
the-board increase, the Commission contends that,
for reasons set forth in previous years’ physician
update chapters, it is important to provide additional
financial support to clinicians who furnish care to
low-income beneficiaries (Medicare Payment Advisory
Commission 2024, Medicare Payment Advisory
Commission 2023c) (see text box, pp. 114-115). The
recommendation therefore calls for the Congress to
enact add-on payments to clinicians for physician fee
schedule services furnished to low-income Medicare
beneficiaries. The add-on payments would equal the
allowed charge amounts for physician fee schedule
services furnished to low-income beneficiaries
multiplied by 15 percent when provided by primary
care clinicians and 5 percent for all other clinicians.
These new add-on payments would be consistent with
the safety-net clinician recommendation in our March
2023 and March 2024 reports.

We estimate that the Commission’s recommended
safety-net add-on policy would increase the average
clinician’s fee schedule revenue by 1.7 percent. The
increase for each clinician would vary by their specialty
and share of services furnished to low-income
beneficiaries. Because primary care clinicians would
receive higher add-on payments than non-primary
care providers, safety-net payments would increase
fee schedule revenue for primary care clinicians by
an average of 4.4 percent and for non-primary care
clinicians by an average of 1.2 percent. (These add-on
payments would be paid entirely by the Medicare
program; low-income beneficiaries would not owe
higher cost sharing.)

We estimate that relative to payment rates in 2025,
the combination of our MEI minus 1 percentage

point update and our safety-net add-on payments
would increase the average clinician’'s Medicare fee
schedule revenue by 3.0 percent in 2026, with revenue

increasing by an average of 5.7 percent for primary care
clinicians and by an average of 2.5 percent for other
clinicians.

IMPLICATIONS 4

Spending

* Current law is expected to increase payment
rates by 0.75 percent for clinicians in advanced
alternative payment models and by 0.25 percent for
all other clinicians in 2026. This recommendation
would increase program spending relative to
current law by $2 billion to $5 billion in 2026 and by
$10 billion to $25 billion over five years.

Beneficiaries and providers

*  We expect that this recommendation will help
ensure FFS Medicare beneficiaries’ access to
care by maintaining clinicians’ willingness and
ability to treat them. This recommendation may
increase clinicians’ willingness and ability to treat
beneficiaries with low incomes. m
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APPENDIX

Key findings from the

Commission’s 2024
access-to-care survey




TABLE
4&-A1l Medicare beneficiaries reported access to care that is comparable to or,
in most cases, better than that of privately insured people, 2022-2024

Medicare beneficiaries Privately insured
(ages 65 and older) (ages 50-64)
Survey question 2022 2023 2024 2022 2023 2024

Providers that accept your insurance: Among those who received health care, “In the past 12 months, how satisfied or
dissatisfied have you been with your ability to find health care providers that accept Medicare/your insurance?”

Satisfied (“very” or “somewhat”) - 96%* 97%3 - 91%? 93%°°

Providers with timely appointments: Among those who received health care, “In the past 12 months, how satisfied or
dissatisfied have you been with your ability to find health care providers that have appointments when you need them?”

Satisfied (“very” or “somewhat”) - 87° 88? - 77° 79°

Long wait for an appointment: Among those who needed an appointment in the past 12 months, “How often did you have
to wait longer than you wanted to get a doctor’s appointment?”

For routine care

Never 552b 49° 512 40 37° 36°
Sometimes 322b 39 37° 40° 40 422
Usually 82 92 92 122 142 142
Always 48 48 48 82 82 82
For illness or injury
Never 67° 65° 65° 5gab 552 542
Sometimes 26° 272 28° 292 30° 32°
Usually 42 62 5a 82 10° 9@
Always 33 23 22 52 52 52

Tried to get a new provider: “In the past 12 months, have you tried to get a new ...?" (Share answering “yes")
Primary care provider 1@ 122 1@ 142 152 16°
Specialist 26° 32 31 29° 33 34

Problems finding a new provider: Among those who tried to get an appointment with a new primary care provider or
specialist in the past 12 months, “How much of a problem was it finding a primary care provider/specialist who would treat you?"
(Percentages in parentheses are the overall share of all respondents with this insurance.)

Primary care provider

Not a problem 46 (5) 452 (5) 482 (5) 38 (5) 322(5) 342 (5)

Small problem 32 (4) 32 (49) 28 (39) 33 (5) 35 (59) 34 (59)

Big problem 22 (29) 232(3%) 242 (2% 29 (49) 332 (59) 312 (59)
Specialist

Not a problem 682 (18) 642 (20%) 642 (209) 5920 (17) 542 (182) 522 (179)

Small problem 22 (6%°) 232 (7%) 242 (8 26 (72°) 282 (9) 302 (103)

Big problem 102 (32) 132 (49) 112 (33) 152 (420) 182 (6%) 182 (6%)

Forgoing care: “During the past 12 months, did you have any health problem or condition about which you think you should
have seen a doctor or other medical person, but did not?”
Yes 182 202 182 2430 272 272

Note: Totals may not sum to 100 percent because of rounding and because the table excludes the following responses: “don’t know" and “refused.”
Survey sample sizes are approximately 4,000 Medicare beneficiaries and 4,000 privately insured people in 2022, approximately 5000 of each
group in 2023, and approximately 5000 of each group in 2024; sample sizes for particular questions varied. Surveyed Medicare beneficiaries
include those enrolled in fee-for-service Medicare or Medicare Advantage. To account for the longitudinal nature of the data, all comparisons
were adjusted for multiple pairwise testing using a Bonferroni correction.

@ Statistically significant difference between Medicare beneficiaries and the privately insured in a given year (at a 95 percent confidence level).
b Statistically significant difference between 2024 and 2023 or between 2024 and 2022 within the same insurance group (at a 95 percent
confidence level).

Source: MedPAC's access-to-care surveys conducted in the summers of 2022, 2023, and 2024.
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TABLE

4-A2 Few statistically significant differences in White, Black,
and Hispanic Medicare beneficiaries’ access to care in 2024

Medicare beneficiaries Privately insured
(ages 65 and older) (ages 50-64)
Survey question White Black Hispanic White Black Hispanic

Received health care in past year: “Have you received any health care in the past 12 months in any type of setting, such as
a hospital, physician office, or clinic?”

Yes 95%° 94% 95%2 92%? 89% 87%3

Providers that accept your insurance: Among those who received health care in the past 12 months, “How satisfied or
dissatisfied have you been with your ability to find health care providers that accept Medicare/your insurance?”

Satisfied (“very” or “somewhat”) 972 97 95 922 95 95

Providers with timely appointments: Among those who received health care in the past 12 months, “How satisfied or
dissatisfied have you been with your ability to find health care providers that have appointments when you need them?”

Satisfied (“very” or “somewhat”) 882 92 89 792 85 81

Have a primary care provider: “A primary care provider is the doctor you see in an office or a clinic for routine medical
care, medical check-ups, or when you first experience a medical problem. Do you have a primary care provider that you go
to for this type of care?”

Yes 96° 97 97° 91® 92 90°

Long wait for an appointment: Among those who needed an appointment in the past 12 months, “How often did you
have to wait longer than you wanted to get a doctor’s appointment?”
For routine care

Never 50° 602 522 36° 442 322
Sometimes 37° 34 36 429 39 48
Usually 102 3ab 8 142 122 13
Always 42 4 3 8 5 8

For illness or injury

Never 652 66 6l 552 62 46
Sometimes 28 29 31 31 28 38
Usually 5a 3 6 92 6 12
Always 22 2 2 5a 4 4

Forgoing care: “During the past 12 months, did you have any health problem or condition about which you think you
should have seen a doctor or other medical person, but did not?”

Yes 1872 18 21 27° 23 32

Note: “White" refers to non-Hispanic White respondents, “Black” refers to non-Hispanic Black respondents, and “Hispanic” refers to Hispanic respondents
of any race. Totals may not sum to 100 percent because of rounding and because the table excludes the following responses: “don't know" and
“refused.” Sample consists of approximately 5000 Medicare beneficiaries and 5,000 privately insured people, but sample sizes for particular
questions varied. Surveyed Medicare beneficiaries include those enrolled in fee-for-service Medicare or Medicare Advantage. To account for the
longitudinal nature of the data, all comparisons were adjusted for multiple pairwise testing using a Bonferroni correction.

@ Statistically significant difference between Medicare beneficiaries and the privately insured within the same race/ethnicity category (at a 95
percent confidence level).

® Statistically significant difference between White and Black or White and Hispanic respondents within the same insurance group (at a 95 percent
confidence level).

Source: MedPAC's access-to-care survey conducted in summer 2024.
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TABLE

4-A3 Few statistically significant differences between urban
and rural Medicare beneficiaries’ access to care in 2024

Medicare beneficiaries Privately insured
(ages 65 and older) (ages 50-64)
Survey question Urban Rural Urban Rural

Tried to get a new provider: “In the past 12 months, have you tried to get a new ... ?" (Share answering "yes")
Primary care provider 11%? 10% 16%? 14%
Specialist 330 26° 35P 28°

Problems finding a new provider: Among those who tried to get an appointment with a new primary care provider or
specialist in the past 12 months, “How much of a problem was it finding a primary care provider/specialist who would
treat you?” (Percentages in parentheses are the overall share of all respondents with this insurance in this type of
geographic area.)

Primary care provider

Not a problem 472 (5) 53 (5) 342 (5) 36 (5)

Small problem 29 (39) 23 (29) 34 (59) 40 (69)

Big problem 24 (39) 24 (2) 33 (59) 23 (3)
Specialist

Not a problem 652 (21ab) 622 (16°) 5pa (18ab) 497 (13b)

Small problem 24 (89) 25 (6) 30 (109) 34 (9)

Big problem 112 (39) 13 (3) 182 (69) 18 (5)

Long wait for an appointment: Among those who needed an appointment in the past 12 months, “How often did you have to
wait longer than you wanted to get a doctor's appointment?”

For routine care

Never 4970 5720 3430 4530
Sometimes 387 33 432 37
Usually 92 8 152 10
Always 438 za g 7a

For illness or injury

Never 64° 67 532b (Jod
Sometimes 292 26 332 27
Usually 5a 52 92 102
Always 23 2 5a 4

Forgoing care: “During the past 12 months, did you have any health problem or condition about which you think you should
have seen a doctor or other medical person, but did not?”
Yes 182 202 272 og@

Note: “Urban” respondents reside in an urban or suburban part of a metropolitan statistical area (MSA); the Census Bureau defines MSAs as having
at least one urbanized area with a population of 50,000 or more and including adjacent territory that has a high degree of social and economic
integration as measured by commmuting ties. “Rural” respondents reside outside of an MSA. Totals may not sum to 100 percent because of
rounding and because the table excludes the following responses: “don’t know” and “refused.” Sample consists of approximately 5000 Medicare
beneficiaries and 5,000 privately insured people, but sample sizes for particular questions varied. Surveyed Medicare beneficiaries include those
enrolled in fee-for-service Medicare or Medicare Advantage. To account for the longitudinal nature of the data, all comparisons were adjusted for
multiple pairwise testing using a Bonferroni correction.
@ Statistically significant difference between Medicare beneficiaries and the privately insured within the same area type (at a 95 percent
confidence level).
b statistically significant difference between urban and rural respondents within the same insurance group (at a 95 percent confidence level).

Source: MedPAC's access-to-care survey conducted in the summer 2024.
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Endnotes

Our count includes unique Healthcare Common Procedure
Coding System codes for which Medicare made at least one
payment during the year. We treat codes that have modifiers
as a single code, and we do not include codes that clinicians
could have billed for but did not.

For further information, see the Commission’s Payment
Basics: Physician and Other Health Professional Payment
System at https: //www.medpac.gov/wp-content/
uploads/2024,/10/MedPAC_Payment_Basics_24_
Physician_FINAL_SEC.pdf.

Although most clinician services are paid under the physician
fee schedule, some are paid through federally qualified health
centers, rural health clinics, and critical access hospital
Method II billing.

Our survey is fielded among a sample drawn from the

Gallup Panel. The Gallup Panel is a probability-based panel
generated by random-digit-dial and address-based sampling.
Approximately 8 percent of people invited to join the Gallup
Panel do so. When they join, they specify which language
they would like to receive surveys in and through what mode
they would like to receive surveys. Our survey was fielded via
web or mail in English or Spanish, depending on panelists’
preferences. We paid respondents a $5 incentive to complete
the survey or $10 if they were a member of a subgroup whose
response rate we were trying to increase. Among eligible
individuals invited to participate in our survey, 48 percent
completed it. Questions asked of all Medicare beneficiaries
ages 65 and over (n = 4,926) have a margin of error of +/- 1.74
percentage points at the 95 percent confidence level, and
questions asked of all privately insured people ages 50 to 64
(n=5,200) have a margin of error of +/- 1.75 percent.

We annually conduct focus groups with beneficiaries

and clinicians in different parts of the country to provide
more qualitative descriptions of beneficiary and clinician
experiences with the Medicare program. During these
discussions, we hear from beneficiaries and providers about
variation in experiences accessing care. In summer 2024, we
conducted four focus groups with Medicare beneficiaries

in each of three urban markets. Two of the groups in each
market were composed of beneficiaries dually eligible for
Medicare and Medicaid. New for this year, we held separate
groups with beneficiaries enrolled in FFS Medicare and those
enrolled in MA for both the Medicare-only and dually eligible
beneficiary groups. We also conducted three virtual focus
groups with beneficiaries residing in rural areas. In addition,
we conducted three focus groups with clinicians in each of

10

1

12

the three urban markets: primary care physicians, specialist
physicians, and primary care nurse practitioners and PAs.

Other types of doctor’s office appointments asked about
in the MCBS are appointments scheduled after a provider
contacted a patient to schedule a visit, appointments
scheduled at a prior visit, and standing appointments.

Clinicians who opted out of Medicare were concentrated in
the specialties of behavioral and mental health (58 percent),
oral health (19 percent), and primary care (9 percent) (Centers
for Medicare & Medicaid Services 2024c).

The Commission’s definition of “low-income Medicare
beneficiaries” includes all beneficiaries who receive full or
partial Medicaid benefits and beneficiaries who do not qualify
for Medicaid benefits in their states but receive the Part D
LIS because they have limited assets and an income below
150 percent of the federal poverty level. Collectively, we refer
to this population as “LIS beneficiaries” because nearly all
Medicare beneficiaries who receive full or partial Medicaid
benefits are also automatically eligible to receive the LIS.
About 19 percent of Medicare FFS beneficiaries with Part B
coverage are LIS beneficiaries, but they account for roughly
25 percent of all allowed charges billed under the physician
fee schedule.

These policies are referred to as “lesser-of” policies because
state Medicaid programs pay the lesser of (1) Medicare’s
cost-sharing amount or (2) the difference between the state
Medicaid fee schedule and the Medicare program’s payment
for a service.

A substantial number of clinicians bill for 15 or fewer
beneficiaries in a given year, but they account for a small
share of services and allowed charges. For example, in 2023,
about 19 percent of clinicians who billed the fee schedule
billed for 15 or fewer beneficiaries, but these clinicians billed
for less than 1 percent of total allowed charges. Further,

we note that this threshold does not account for whether
clinicians are practicing on a full- or part-time basis.

APRNSs include clinical nurse specialists, nurse practitioners,
certified registered nurse anesthetists, and certified nurse
midwives.

We define an “encounter” as a unique combination of
beneficiary identification number, claim identification
number (for paid claims), and national provider identifier of
the clinician who billed for the service.
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14

15

16

17

18

This number is based on our count of beneficiaries who had
at least one encounter recorded in claims data, and the total
number of FFS Medicare beneficiaries enrolled in Part B is
found in the 2024 Medicare Trustees’ report.

Practitioners can submit claims under more than one
specialty. For those practitioners, we use the specialty
associated with the plurality of allowed charges billed to the
physician fee schedule.

Physical therapy includes stretching, strength training (with
or without weights), and heat or cold therapy. Medicare
beneficiaries are also eligible to receive occupational therapy
to treat hand and arm disorders and to help with activities of
daily living (such as getting dressed and bathing), and speech
therapy, which provides treatment to regain and strengthen
speech and language skills.

The roughly 3,400 Dartmouth Atlas Project-defined HSAs
are a collection of ZIP codes whose residents are hospitalized
chiefly in that area’s hospitals.

Payment rates for a service can also change because of
adjustments to the relative value units for that service.

MACRA also specified two types of additional payments

for clinicians: (1) an annual bonus for clinicians with a
sufficient share of patients or payments in A~APMs, and (2)
for clinicians not qualifying for the A~APM bonus, payment
adjustments through the Merit-based Incentive Payment
System (MIPS), which can be positive, neutral, or negative
depending on a clinician’s performance on measures of
quality, cost, participation in clinical-improvement activities,
and use of health information technology. Beginning in
2027, the A-APM bonus will no longer be available, but MIPS
payment adjustments will continue for clinicians not in A-
APMs. In 2024, about 386,000 clinicians (roughly 27 percent
of the clinicians who bill Medicare) received MACRA's A-
APM participation bonus (Centers for Medicare & Medicaid
Services 2024a). Another 493,000 clinicians received a
positive MIPS adjustment to their physician fee schedule
payments from Medicare, of up to 8.26 percent (about four
times the maximum in past years) (Centers for Medicare &
Medicaid Services 2024d). About 87,000 clinicians received
a negative MIPS adjustment to their payment rates, up to -9
percent (Centers for Medicare & Medicaid Services 2024d).
Another 44,000 clinicians received a neutral (O percent)
MIPS adjustment because their MIPS score was the same as
the MIPS performance threshold. We estimate that roughly
430,000 clinicians were ineligible for A~APM bonuses or
MIPS adjustments (e.g., because they saw a low volume of
Medicare beneficiaries).
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20

21
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25
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Allowed charges are a function of the physician fee schedule’s
relative value units and conversion factor plus other payment
adjustments, such as those determined by geographic
practice cost indexes.

The private insurer’s payments reflect the insurer’s allowed
amount (including allowed cost sharing). The data exclude
any remaining balance billing and payments made outside
of the claims process, such as bonuses or risk-sharing
payments. Only services paid under Medicare’s physician
fee schedule were included, and anesthesia services were
excluded. Data do not include MA claims.

Less commonly selected reasons for selling a practice to

a hospital in the AMA’s survey were to better compete for
employees, to increase availability of additional services that
patients need, and to make it easier to participate in risk-
based payment models.

The SullivanCotter compensation data are limited in that
a majority of the provider organizations that contributed
compensation data for this survey are affiliated with a
hospital or health system.

The growth rates reported in this statement were calculated
using a sample restricted to staff clinicians who were in
SullivanCotter’s sample in both 2022 and 2023.

The growth rates reported in this paragraph were calculated
using a sample restricted to staff clinicians who were in
SullivanCotter’s sample in both 2019 and 2023.

The dollar amounts reported in this sentence were calculated
using all staff clinicians in SullivanCotter’s 2023 sample.

MEI-growth data included in this chapter differ from

data published in physician fee schedule rules because of
methodological differences. MEI-growth data included in this
chapter reflect the MEI growth that occurred or is projected
to occur in a given year. In contrast, MEI-growth data in

fee schedule rules reflect the most recently available actual
historical data at the time of publication. For example, the
final rule for payment year 2025 uses MEI growth from the
second quarter of 2024 (i.e., actual historical MEI growth
from the third quarter of 2023 to the second quarter of 2024).
MEI growth reported in this chapter for 2025 is based on
projected MEI growth from the fourth quarter of 2025 (i.e.,
projected MEI growth from the first quarter of 2025 to the
fourth quarter of 2025). We also incorporate a productivity
adjustment to match the period from which MEI growth was
analyzed.

Report to the Congress: Medicare Payment Policy | March 2025 139



27

28

MEI-growth projections in this chapter are as of the third
quarter of 2024 and are subject to change.

The growth in fee schedule spending per beneficiary,
especially during the second half of this period, was
restrained by the shift of services from clinician offices

to hospital outpatient departments. For example, the
Commission found that from 2012 to 2017, had shifts in site

of service not occurred, average annual growth in the total
number of RVUs billed (RVU values multiplied by units of
service) would have been 1.5 percent per year instead of 1.1
percent, with larger differences for imaging services and tests
(Medicare Payment Advisory Commission 2019). These figures
represent lower-bound estimates of the effects of site-of-

29

service shifts for fee schedule services because we were
unable to adjust for shifts among certain types of services,
such as radiation therapy, chemotherapy injections, and other
tests. While this trend lowers fee schedule spending (because
fee schedule payment rates are lower when a service is
furnished in a facility), it increases Medicare’s total spending
generated by fee schedule services (fee schedule spending
plus associated hospital outpatient spending).

Research conclusions on the relationship between prices and
volume may vary for several reasons, such as the permanence
of the price increase and the population studied. For example,
the literature studying the effects of price on utilization for
Medicaid beneficiaries is mixed (Medicaid and CHIP Payment
and Access Commission 2025).
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