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O
nce again, physicians are buzz-
ing over the new 5.1 percent
across-the-board cuts projected
for 2007. If these go through
and Medicare payment rates

decrease according to plan, by 2015 physi-
cians will be earning 40 percent than they
are now. The cuts are merely a symptom of
a systemic problem within Medicare; it’s
the factors that lead to it (i.e., the “patho-
physiology” of Medicare’s illness) that real-
ly need to be targeted. A remission like we
had last year is welcome, but it will take a
full reform of the way payment is calculat-
ed to give physicians a fair deal. Let’s look
at the economic “health” of the Medicare
fee system to determine how much CMS
thinks quality health care is worth. 

Natural History of the Disease
Since the adoption of the Resource Based
Relative Value Scale (RBRVS) in the early
1990s, Medicare has paid for physician
services under a fee schedule that specifies
payments for more than 7,000 health care
services and procedures ranging from rou-
tine office visits to complex surgical proce-
dures. The fee schedule is based on nation-
al proxies for three components that
approximate the respective resources uti-
lized in providing the service: physician
work expense, practice expense, and mal-
practice relative value units (RVUs).

Payment rates in the physician fee
schedule are then based on the RVUs for a
particular service multiplied by both local
geographic adjustment indices (GPCIs)
and a standard national conversion factor.
In an effort to curb the spiraling growth of
Medicare outlays for professional services,
Congress developed a target update to the

conversion factor, called the sustainable
growth rate (SGR),  based on a combina-
tion of factors including medical inflation,
projected growth in the domestic econo-
my, projected growth in number of bene-
ficiaries in fee-for-service Medicare, and
changes in Medicare laws or regulations.

The proposed rule for 2007 includes
changes to two provisions under the
Deficit Reduction Act of 2005 (DRA)
that may affect payments for imaging serv-
ices. The first addresses payment for some
multiple imaging procedures with full
payment for the first procedure and a 25
percent reduction in payment for addi-
tional imaging procedures completed on
contiguous body areas during the same
session. The second proposal limits the
payment amount to what the outpatient
department would be paid for the techni-
cal component of certain imaging services.
Under this provision, the payment
amount for some imaging procedures
would not exceed the amount paid to a
hospital outpatient department.

Imaging procedures have two parts: a
technical and a professional component.
The technical component covers the actu-
al recording of the image and the profes-
sional component reimburses the interpre-
tation of that image. Medicare pays for
both components separately when the
technical component is for one provider
and the professional component by anoth-
er provider. Medicare makes a single glob-
al payment when both components are
with one provider. This single payment is
equal to the sum of the payment for each
of the components. Medicare’s multiple
imaging payment applies only to the tech-
nical component payment. In order to

avoid duplicate payments, MedPAC rec-
ommended reducing the technical com-
ponent of the physician fee schedule pay-
ments for multiple imaging services per-
formed on contiguous body parts.

After the physician fee schedule final
rule became effective in 2006, the DRA
was enacted. It also included two provi-
sion affecting imaging services. The first
provision eliminated the requirement to
apply the multiple imaging payment
adjustment in a budget-neutral manner;
this provision will become effective begin-
ning in 2007. However, the 0.3 percent
increase in practice expense relative values
slated for 2006 wasn’t changed. This
means the increase in relative values under
the physician fee schedule resulting from
the savings realized from the multiple
imaging payment policy are to be elimi-
nated in 2007. 

In the second provision, the DRA caps
the physician fee schedule payment for the
technical component of some imaging
services at the hospital outpatient payment
amount for the same service. As for the
professional interpretation component,
this DRA provision does not affect it. For
imaging services subject to both the mul-
tiple imaging reduction policy and the
outpatient hospital cap, the rule proposes
to first apply the multiple imaging adjust-
ment and then apply the outpatient cap as
this approach results in higher payments
than if the cap were applied first.

Systemic Therapy
On June 21st of this year, CMS released a
449-page notice proposing changes to the
Medicare physician fee schedule to im-
prove the accuracy of physician payments
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for services provided to beneficiaries. The
notice includes changes to two elements of
physician payment: physician work RVUs
and practice expenses (PE). The changes
will apply for services to Medicare benefi-
ciaries furnished on or after Jan. 1, 2007. 

The proposed changes to the physician
work RVUs mainly affect services related
to evaluation and management. CMS
made the proposed changes to better re-
flect the work and time required of a
physician in E&M. These are the largest
revisions ever proposed for services related
to patient evaluation and management.
For example, the work component for
RVUs associated with an intermediate
office visit (CPT code 99213) will increase
by 37 percent. To maintain budget neu-
trality with these proposed changes, CMS
anticipates making a 10 percent across-
the-board cut to all work RVUs.

The PE element of the physician pay-
ment equation accounts for physician and
practitioner expenses in furnishing servic-
es, such as office rent and payroll, but not
medical malpractice expenses. The pro-
posed changes to the PE-calculation
method are designed to provide accuracy
and clarity to health care professionals and
create year-to-year stability for physician
payments. These methods used include
supplemental survey data, as well as: (1) a
bottom-up method for calculating direct
costs, as opposed to the current top-down
approach, (2) elimination of the non-
physician work pool, and (3) development
of a new method to calculate indirect PE. 

CMS intends to implement these pro-
posed changes over a four-year period,
weighted by 25 percent in 2007, 50 per-
cent in 2008, 75 percent in 2009 and 100
percent from 2010 on. During the transi-
tion, CMS will calculate PE RVUs using a
blend of current and proposed methods.
PE RVUs for new procedure codes will be
calculated using the proposed method.
The impact of this proposed rule creates
significantly fewer disparities among med-
ical specialties than previous plans.

The new bottom-up calculation

method for direct costs simply means
adding the costs of resources (clinical staff,
equipment and supplies) typically required
to provide specific services. The proposed
change to a bottom-up method would not
result in a weighted average of the direct-
cost inputs to create the direct PE RVUs.
As a result, the direct PE RVUs for the
professional and technical components
would sum to the global component. This
would apply in a similar manner for med-
ical facilities and ambulatory services;
however, each would be applied separately
to produce individual PE RVUs.

Prospects for Neuroprotection?
CMS is proposing to calculate indirect
medical practice expenses by applying a
specialty-specific indirect percentage fac-
tor to the direct expense to recognize the
different proportions of indirect costs
among the total costs per specialty. CMS
suggests calculating the indirect percent-
age factor and the indirect scaling factor so
that the technical and professional compo-
nents sum to the global component. 

The notice also proposes the use of
weighted averages for all specialties that
perform the global, technical and profes-
sional components when calculating the
indirect PE scaling factor. Finally, there is
a provision stating that when the clinical
labor portion of the direct PE RVU is
greater than the physician-work RVU for a
given service, the allocation will occur for
the direct cost and the clinical labor costs. 

To ease the administrative burden,
CMS will continue to use the specialty-
specific indirect scaling factor. The agency
proposes developing an index that would
link medical specialties’ indirect scaling
factors and the overall indirect scaling fac-
tors for the entire Medicare physician fee
schedule. Neurologists will see a one per-
cent increase with the combined impact of
the proposed notice but a five percent
decrease with the rate adjustments, for a
net decrease of four percent. Practitioners
in internal medicine received a five percent
raise in the notice, so with the five percent

decrease they lose nothing. Radiologists
will see the biggest loss, as they lose 11 per-
cent with the notice and five percent with
the calendar year for a combined 16 per-
cent cut in their rates. 

Long-Term Prognosis
Physicians will continue to lobby for a
change in the perpetuation in the use of
the “flawed” SGR model, specifically for
its disproportionate reliance on year-to-
year changes in the overall economy (i.e.,
GDP) over manifested changes in physi-
cian expenditures, including both in-
creased patient volume and the higher cost
of doing business. 

But there is hope for this coming year.
On September 28 the House Energy and
Commerce Committee promised physi-
cians they would work to pass legislation
that would eliminate the five percent cut
for this coming year. Both parties prom-
ised to craft the legislation during a “lame
duck” session expected to begin on
November 13, although this could likely
be another “quick fix” instead of a long-
term solution.

While Medicare alone generally
accounts for 20 to 35 percent of the typi-
cal physician’s and a good proportion of
neurologists’ revenues, the impact of the
SGR formula is more pronounced when
considering that many commercial payers
link their payment rates directly to
Medicare rates. As a result, up to two-
thirds or three-fourths of a physician’s
reimbursement is often tied to the
Medicare fee schedule and its controversial
dependence on the sustainable growth rate
model. This is too much for it to be set on
an unreliable formula that is calculated
independently from the costs of practicing
medicine. PN
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