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CMS Releases Proposed Updates 2017 Medicare Physician Fee Schedule and Hospital 

Outpatient Prospective Payment System 

 

In early July, the Centers for Medicare and Medicaid Services (CMS) published the 2017 

Medicare Physician Fee Schedule Proposed Rule (NPRM) for public review and comment. This 

annual regulation is CMS’ opportunity to propose adjustments to Medicare reimbursement rates 

for services paid under the Physician Fee Schedule (PFS) as well as other payment policy 

changes required by Congress. According to CMS, there are over 1 million physicians, other 

practitioners, and medical suppliers that receive Medicare payment under the PFS. 

 

To calculate how much money CMS will reimburse health professionals for Medicare Part B 

services, CMS assigns each medical service a Relative Value Units (RVU) which is then 

multiplied by a conversion factor (CF) to calculate the service’s dollar value. RVUs are 

comprised of three components: physician work, practice expense and malpractice. An American 

Medical Association (AMA) run committee (The Relative Value Unit Committee or RUC) 

makes recommendations to CMS on RVU values but CMS makes the final determination in 

updates to RVUs. Additionally, Congress requires CMS to identify misvalued codes that must be 

revalued. The PFS is where CMS formally proposes changes to RVUs and the CF for the coming 

year. 

 

The Medicare Access and CHIP Reauthorization Act of 2015 (MACRA), which repealed and 

replaced the Medicare Sustainable Growth Rate Formula (SGR) applies a 0.5 percent update to 

the CF in 2017, and for several more years, until a provider’s participation in the new Merit-

https://www.federalregister.gov/articles/2016/07/15/2016-16097/medicare-program-revisions-to-payment-policies-under-the-physician-fee-schedule-and-other-revisions


based Incentive Payment System (MIPS) or Alternative Payment Models (APM) determine their 

payment update.  

 

Although Congress mandated a 0.5 percent update to the CF in Calendar Year 2017, that update 

is negated by other payment adjustments also mandated by Congress.  As a result, the CF for 

2017 will actually go down by -0.08 percent.  In dollar terms, this results in a CF for 2017 of 

$35.7751.  The CF for 2016 was $35.8043 which equates to a $0.03 reduction per RVU from 

2016’s CF.  

 

This decrease occurs as a result of a combination of formula changes and other Congressionally-

mandated adjustments that require CMS to identify savings through identification of misvalued 

codes and a change to the Multiple Procedure Payment Reductions (MPPR) initiative 

 

 

 

The 2017 PFS also refines several proposals from last year’s PFS such as delaying by at least a 

year the date for when an ordering professional will be required to consult a Qualified Clinical 

Decision Support Mechanism (CDSM) for advanced diagnostic imaging (diagnostic magnetic 

resonance imaging, computed tomography, and nuclear medicine, including positron emission 

tomography). 

 

CMS originally proposed that ordering professionals would be required to consult CDSM by 

January 1, 2017 however CMS is delaying that date until January 1, 2018. CMS is also 

proposing to establish a new modifier code to document the Congressionally-passed technical 

component payment reduction for film x-rays that will take effect on January 1, 2017.  

 

CMS if proposing a number of new provisions such as expanding the Diabetes Prevention 

Program from the testing phase to the full Medicare program. CMS is also putting greater 

emphasis on primary care and care management. The agency is also introducing a new approach 

to covering behavioral health through a collaborative care coordination approach.  

 

In addition to the PFS, the Agency also released the 2017 Hospital Outpatient Prospective 

Payment System (HOPPS) proposed rule which proposes annual updates to hospital outpatient 

department (HOPD) and Ambulatory Surgical Center (ASC) payment policies. CMS is 

proposing to update HOPD payments by 1.6 percent and ASC payments by 1.2 percent.  

 

Calculation of the Proposed CY 2017 PFS Conversion Factor  

Conversion factor in effect in CY 2016   35.8043 

Update Factor 0.50 percent (1.0050) 
 

CY 2017 RVU Budget Neutrality Adjustment −0.51 percent (0.9949) 
 

CY 2017 Target Recapture Amount 0 percent (1.0000) 
 

CY 2017 Imaging MPPR Adjustment −0.07 percent (0.9993) 
 

CY 2017 Conversion Factor 
 

35.7751 

https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2016-Fact-sheets-items/2016-07-06.html


Most notably, the HOPPS proposed rule implements a congressionally-mandated site-neutral 

payment policy for all “new” off-campus HOPDs.  For purposes of this initiative, a “new” off-

campus HOPD is defined as a facility that began submitting Medicare claims on or after 

November 2, 2015. It should be noted that Congress is actively considering legislation that 

would change the definition of “new” to include facilities that were under construction at the 

time the site-neutral legislation was passed (November 2, 2015).   

 

Services billed to Medicare under the HOPPS are typically paid at a much higher reimbursement 

rate than what would be paid for that same service under the MPFS. This site-neutral payment 

policy is intended to reduce the trend of hospitals purchasing physician offices and classifying 

them as HOPDs to be eligible for the higher HOPPS reimbursement rates.  

 

CMS also reduced the reporting period for all 2016 EHR Meaningful Use (MU) participants 

(hospitals and physicians) from a full year to a 90-day reporting period. This is welcome news to 

the provider community which generally was never in favor of a full year reporting period.  

 

Although the industry has largely been focusing on the Merit-based Incentive Payment System 

(MIPS) and Alternative Payment Models (APM) brought on by the Medicare Access and CHIP 

Reauthorization Act of 2015 (MACRA), providers will still have to participate in the existing 

Medicare quality programs such as MU until MACRA reporting begins in 2017 for the 2019 

reimbursement year.  

 

The HBMA Government Relations Committee is currently in the process of analyzing the PFS 

and will be developing comments that will be submitted to CMS in response to the proposed 

changes.   
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Annual Report on Medicare and Medicaid Integrity Programs Shows Solid ROI 

 

On July 20, 2016 CMS released its annual report on the Medicare and Medicaid integrity 

programs. According to the report Medicare saved $12.40 for every dollar that it invested into 

program integrity during Fiscal Years 2013 and 2014. In total, the program integrity efforts 

saved Medicare roughly $40 billion over the two years covered by the report ($21.1 billion in 

FY2013 and $18.1 billion in FY 2014).  

 

CMS spent $1.5 billion on Medicare program integrity in FY2013 and $1.6 billion in FY 2014.  

 

In a press release announcing the results of this initiative, CMS acknowledged that moving their 

efforts away from the “pay-and-chase” method of fraud recovery and transitioning to proactively 

preventing fraud and improper payments has been increasingly effective. 

 

file:///C:/Users/Intern2/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/QLA2WDDX/CMS%20Medicare%20Program%20Integrity%20Report%20(002).pdf
https://blog.cms.gov/2016/07/20/42-billion-saved-in-medicare-and-medicaid-primarily-through-prevention/


CMS calculated the return on investment by using an amalgamation of results from a variety of 

integrity programs:  

 

 Prevention of improper payment integrity activities accounted for the majority of 

integrity savings: $14.4 billion in FY 2013 (68.4% of 2013 total) and $13.4 billion in FY 

2014 (73.7% of 2014 total). Examples of prevention savings activities are: Systematic 

Edits, Provider Revocations, Prepayment Reviews, and Payment Suspensions. In FY 

2013 CMS had 484 active payment suspensions, and in FY 2014 had 507 active payment 

suspensions. 

 Recovery of overpayment integrity activities accounted for the remainder of the savings: 

$6.7 billion in savings in FY 2013, and $4.8 billion in savings in FY 2014. Examples of 

recovery of overpayment activities are: Reviews and Audits, Recovery Audit Collections, 

and Law Enforcement Referrals.  

 

This $40 billion figure was unusually high compared to previous integrity program reports. Some 

experts have cited large pharmaceutical settlements as a significant source of additional savings.  

 

Savings figures from FY 2015 are expected to be released later this year, and CMS has stated 

preliminary figures from 2015 indicate a continued accruement of savings of the FY 2013-2014 

magnitude, with an increasing portion of savings attributed to prevention.  
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DOJ Files Lawsuits Challenging Anthem-Cigna, Aetna-Humana Mergers 

 

On July 21, 2016 the United States Department of Justice (DOJ) filed requests for preliminary 

injunctions to block the Anthem-Cigna and Aetna-Humana proposed mergers. In their 

complaints the DOJ cited reduced competition “in numerous markets” and the resulting potential 

harm to American consumers as the cause for filing. If approved, the mergers will turn the five 

largest health care insurers in the United States into three. 

 

The mergers, which were each announced roughly one year ago, have been embattled for 

months, but the DOJ’s injunctions mark the first official action taken by the federal government 

to stop the mergers from occurring. A number of states had previously expressed competition-

based concerns about the mergers despite, in some cases, approving them. As recently as mid-

July it seemed the $37 billion Aetna-Humana merger was on-track to be approved, but the $48 

billion Anthem-Cigna merger had been experiencing significant difficulties in acquiring the 

necessary support from individual state insurance regulators. At the time of the filing of the 

lawsuits, Aetna had secured 18 of 20 of their necessary state approvals, while Anthem had 

secured only 10 of 24. 

 

Before the filings Aetna presented two divestiture plans to the DOJ to try and assuage their anti-

competition concerns, and had released statements saying they believed the transaction would be 

https://www.justice.gov/opa/pr/justice-department-and-state-attorneys-general-sue-block-anthem-s-acquisition-cigna-aetna-s
https://www.justice.gov/opa/file/877886/download
https://www.justice.gov/opa/file/877881/download
http://www.insurance.ca.gov/0400-news/0100-press-releases/2016/upload/LetterUSDOJAnthem-Cigna06-16-16.pdf


completed in the second half of 2016. The DOJ filing focuses on the reduction of competition in 

the Medicare Advantage market, for which it says the Aetna-Humana merger would undermine 

competition in 21 states in this market. Assistant Attorney General Bill Baer commented on 

Aetna’s proposals, that the DOJ has “zero confidence” that Aetna’s divestiture proposals come 

close to meeting DOJ’s standard of maintaining the same degree of competition prior to the 

potential merger.  

 

Aetna and Humana responded in a joint-statement released on July 21 that they were each “fully 

committed to challenging the DOJ’s decision in court,” and have remained firm in their position 

that the merger is in the best interest of consumers. If the merger were to eventually fail Aetna 

would owe Humana a fee of $1 billion. 

 

The Anthem-Cigna merger had experienced notable pushback from the DOJ prior to the official 

lawsuit filing, and the merger now appears even-more doubtful. The DOJ has stated that if 

approved the merger would hurt competition for millions of consumers in 35 metropolitan areas 

that receive their insurance from their employers. Interestingly, the two insurers issued 

conflicting statements in response to the filing, with Anthem vowing to challenge the DOJ’s 

filing in court and Cigna stating its belief that the transaction would likely not “close in 2016 and 

the earliest it could close is 2017, if at all.” (emphasis added) 

 

Under the terms of the merger, Cigna would be owed $1.85 billion from Anthem if the deal fails 

provided that Cigna does not make a “willful breach of its obligations” to attempt to complete 

the deal to the best of its ability. If the Anthem-Cigna merger were to be approved the combined 

insurer would be the largest insurance provider, by membership, in the United States. 

 

The DOJ filing against Aetna-Humana has the additional support of eight states and the District 

of Columbia, the filing against the Anthem-Cigna merger has the additional support of eleven 

states and D.C.  The American Medical Association and the American Hospital Association have 

also announced their support for the government’s lawsuit opposing the mergers. Of note, the 

DOJ filings express concerns that both mergers will hurt competition in the Affordable Care Act 

health-insurance Exchanges.  

 

Attorney General Loretta Lynch said in a press-conference regarding the DOJ’s lawsuits that if 

the mergers were to take place, “the competition among these insurers that has pushed them to 

provide lower premiums, higher quality care and better benefits would be eliminated.” If taken to 

court, both lawsuits will likely lead to months of litigation. 

 

In response to the lawsuits, Anthem-Cigna and Aetna-Humana have filed for their cases to be 

fast-tracked; Aetna-Humana has cited its merger deadline of December 31, as just cause for fast-

tracking. Anthem has remained firm in its position that its acquisition of Cigna will not only 

increase consumer access to care, but will also strengthen the government run Affordable Care 

Act marketplace Exchanges. 

 

http://ir.antheminc.com/phoenix.zhtml?c=130104&p=irol-newsArticle&ID=2187204
http://ir.antheminc.com/phoenix.zhtml?c=130104&p=irol-newsArticle&ID=2187204
http://www.cigna.com/newsroom/news-releases/2016/cigna-comments-on-doj-position-regarding-proposed-transaction-with-anthem
https://www.justice.gov/opa/speech/attorney-general-loretta-e-lynch-delivers-remarks-press-conference-announcing-justice
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ONC Releases MACRA Interoperability Measures 

 

On July 1, 2016 representatives from the Office of the National Coordinator (ONC) for Health IT 

published a blog post announcing and explaining HHS’ newly established metrics to evaluate 

EHR interoperability under the Medicare Access and CHIP Reauthorization Act of 2015 

(MACRA). MACRA require ONC to develop interoperability measures by July 1
st
 of this year 

and set-forth specific parameters regarding how the measures should be created (which ONC has 

said they adhered to). 

 

The two metrics that will measure interoperability under MACRA are: 

 

 Measure #1: Proportion of health care providers who are electronically engaging in the 

following core domains of interoperable exchange of health information: sending; 

receiving; finding (querying); and integrating information received from outside sources. 

 Measure #2: Proportion of health care providers who report using the information they 

electronically receive from outside providers and sources for clinical decision-making. 

 

The ONC received over 100 comments from the public on how the measures should be created, 

and the comments generally focused on four main areas: reducing reporting burden, broadening 

the scope of measurement, identifying outcomes in addition to the exchange of health 

information, and acknowledging the complexity of reporting. The ONC stated, "Ultimately, these 

metrics will help inform the wide range of efforts underway to achieve a learning health system 

where information flows seamlessly and securely." 

 

To make reporting as easy as possible on these measures, the ONC has stated it will use national 

representative provider surveys to obtain the data needed to evaluate providers on their 

adherence to these measures, and on their eventual progress in doing so. Providers’ will not need 

to report additional data as the data will be extracted from two existing surveys: 

 

 The American Hospital Association's survey of hospitals' health IT usage; and, 

 The Center for Disease Control and Prevention's National Center for Health Statistics' 

survey of office-based physicians. 

 

In the effort to expand interoperability to a wider base of providers, CMS selected surveys that 

reach providers beyond just those in the Medicare and Medicaid EHR Incentive Programs.  The 

ONC has stated it will be expanding its “measurement efforts to include populations across the 

care continuum in the near-term, as well as an increased focus on outcomes in the longer-term.” 

 

If HHS determines that the measures have not done enough to create widespread interoperability 

by December 31, 2018 it will publish a report on the same day the following year discussing the 

obstacles that continue to inhibit interoperability, and possible solutions to the ongoing problems. 

https://www.healthit.gov/buzz-blog/electronic-health-and-medical-records/interoperability-electronic-health-and-medical-records/measuring-interoperability-listening-learning/
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ACA CO-OP Program Dwindles Further 

 

On July 12th Illinois’ CO-OP the Land of Lincoln Mutual Health Insurance Co., was ordered to 

close by state regulators. The closing of Land of Lincoln comes in the wake of the closure of two 

other CO-OPs within the same month.  

 

The failure of the Illinois CO-OP means that out of the original 23 CO-OPs established by the 

Affordable Care Act (ACA), only seven still remain. 

 

The Consumer Operated and Oriented Plan (CO-OP) program was established by the ACA with 

the purpose of bringing qualified nonprofit health insurance issuers to individual and small group 

markets, in order to foster greater competition and choice in these markets.  

 

Since the CO-OP program was established in 2014, the Federal government has spent a total of 

$2.4 billion on the program and has spent roughly $1.7 billion of that investment on CO-OPs that 

have already failed. Only one year ago one million Americans were enrolled in CO-OPs but due 

to the closures, the number of CO-OP enrollees now stands at approximately 350,000 

individuals. An unfortunate side-effect of the high rate of CO-OP closures has been the creation 

of thousands of individuals having to find new coverage for the remainder of the plan year.  

 

One of the primary reason the CO-OPs have been so wildly unsuccessful is related to the ACA’s 

risk-corridor program.  

 

Most CO-OPs used the millions they received in Federal startup grants to enter the ACA 

marketplace exchanges at below-average premium rates, to try to penetrate the market against 

more well-known competition. While most CO-OPs were able to secure robust enrollment, they 

often did so while running sizable negative margins.  In many instances, those who were the least 

healthy in the CO-OPs markets chose these plans creating a dangerous combination of lower 

than average revenues and higher than average expenses. 

 

This unusual business model was originally deemed economically viable because these plans 

were told by federal authorities that if they incurred higher than average costs, their excessive 

losses would be covered by the ACA’s risk-corridor program. The risk-corridor program was 

expected to stabilize ACA marketplaces by providing qualified health plans (QHPs) who had 

higher than average losses, with an end-of-year subsidy collected from those QHPs who had 

higher than average profits.    

 

The risk-corridor program made sense in theory, but after it became budget-neutral as a result of 

subsequently-passed legislation, there was a massive shortfall in risk corridor payments. This 

undermined the financial projections of many CO-OPs and their youth meant that they did not 

have any capital reserves built up to weather such a storm.  

https://www.cms.gov/CCIIO/Programs-and-Initiatives/Insurance-Programs/Consumer-Operated-and-Oriented-Plan-Program.html


Unfortunately, the money available from those health plans with “higher than average” profits 

were far smaller than those health plans with “higher than average” losses and the government 

was only able to provide a subsidy that covered roughly 12% of losses rather than the full 

coverage these plans were expecting.   

 

The few remaining CO-OPs that are not entirely defunct are attempting a myriad of solutions to 

avoid meeting the same fate as the other 16. Most of the solutions involve raising premiums, 

typically by over 10 percent. Other means of survival being tested by the few surviving CO-OPs 

include: 

 

 New Mexico Health Connection trying to raise money from investors using a newly 

granted authorization from the administration to do so; and, 

 Maryland’s Evergreen Health suing the federal government for millions of dollars they 

are being asked to pay under the ACA’s risk-adjustment program. 

 

The House Committee on Oversight and Government Reform Subcommittee on Health Care, 

Benefits, and Administrative Rules held a hearing on July 13, 2016 to discuss features of the 

ACA, including the many failures of the CO-OPs. Chairman of the Subcommittee Rep. Jim 

Jordan (R-OH-4) expressed his belief that every single CO-OP would fail. Kevin Counihan, 

CEO of the ACA marketplace, stated that six of the seven remaining functioning CO-OPs were 

on corrective action plans and asserted his belief that the CO-OPs did indeed produce more 

choice and add competition to the marketplace. 
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New Bundled Payments for Heart Attacks, Bypass Surgery and Leg Fractures 

 

In its latest foray into development of alternative payment models, the Centers for Medicare and 

Medicaid Services (CMS) released a new proposal that would significantly expand its bundled 

payment model portfolio. Under the proposal, CMS will select 98 metropolitan areas for which 

all hospitals in that area will be subject to a brand new bundled payment reimbursement 

methodology for heart attack (acute myocardial infarction) and bypass surgery (coronary artery 

bypass graft). In addition to these two new bundled payment models, CMS is expanding the 

existing Comprehensive Joint Replacement (CJR) bundled payment model to also include 

surgical treatment for hip and femur fractures. CJR initially was developed for hip and knee 

replacement.  

 

Under the proposal for cardiac care, all hospitals in a selected area will be reimbursed based on a 

bundled payment for an episode of cardiac care. The bundled payment will cover all inpatient 

care related to the episode as well as 90 days post-hospital discharge associated with that cardiac 

episode.  

 

https://oversight.house.gov/hearing/from-premium-increases-to-failing-co-ops-an-obamacare-checkup/
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2016-Fact-sheets-items/2016-07-25.html?DLPage=1&DLEntries=10&DLSort=0&DLSortDir=descending


The proposed bundled payment models will begin on July 1, 2017. The addition of surgical 

treatment for hip/femur fracture would apply to the existing 67 geographic areas that were 

previously selected for the CJR model. 

 

However, the “bundled payment” moniker is somewhat misleading. The bundled payments are 

retrospective in that participating hospitals and physicians will still be paid under existing 

payment methodologies (PPS for hospitals and PFS for physicians) at the time of service 

delivery. However, these payments will be adjusted at the end of the performance year to reflect 

what their price-per-episode should have been had they been given a bundled payment upfront 

for each episode. CMS believes this is the least administratively burdensome way to implement a 

bundled payment system.  

 

For each performance year, CMS proposes to continue paying hospitals and other providers 

according to the usual Medicare fee-for-service (FFS) payment systems. However, after the 

completion of a performance year, CMS will examine claims data from that year to identify each 

episode of care including the services provided and the cost of providing that care. CMS will 

then compare the actual costs against what it would have paid that hospital had the hospital been 

paid upfront with a bundled payment. If CMS underpaid the hospital under FFS compared to 

what it could have earned from a bundled payment, CMS will reimburse the hospital the 

difference – assuming the hospital also meets the specified quality measure performance. 

However, if the hospital was paid more under FFS than the bundle would have paid them, the 

hospital would have to reimburse CMS a percentage of the difference.  

 

Under the proposal, CMS is encouraging hospitals to enter into financial arrangements to 

coordinate care with other types of health professionals such as skilled nursing facilities and 

physicians. Those arrangements would allow hospital participants to share reconciliation 

payments, internal cost savings, and the responsibility for repayment to Medicare with other 

providers and entities who choose to enter into these arrangements.  

 

On top of the bundled payments for heart attacks and bypass surgery, CMS is also proposing to 

test a new model to encourage the use of cardiac rehabilitation services. The model would test 

the impact of providing an incentive payment to hospitals (where beneficiaries are hospitalized 

for a heart attack or bypass surgery) which would be based on beneficiary utilization of cardiac 

rehabilitation and intensive cardiac rehabilitation services in the 90-day care period following 

hospital discharge. Hospitals would use this incentive payment to coordinate cardiac 

rehabilitation and support beneficiary adherence to the cardiac rehabilitation treatment plan. 

Standard Medicare payments for cardiac rehabilitation services to all providers of these services 

for model beneficiaries would continue to be made directly to those providers throughout the 

model. 

 

CMS expects these new models to result in savings to Medicare of $170 million over the five 

performance years of the models. CMS plans to incorporate tracks within the new cardiac 

bundled payment methodology and the existing CJR model for these models to qualify as 



Advanced Alternative Payment Models (APM) for purposes of the MACRA incentive payments 

for APM participation.  
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GOP Senators Introduce Meaningful Use Reform Bill 

 

On July 13, 2016 a group of Republican Senators introduced a bill S. 3173 – The Electronic 

Health Regulatory Relief Act, which is intended to reduce the burden of the Medicare 

“Meaningful Use” (MU) payment adjustments. It is safe to assert that many providers have been 

struggling to find success in the MU program. The MU program has often been criticized for 

putting an undue reporting burden on physicians and hospitals, particularly those in small or 

rural markets.  

 

As has been previously reported, the Medicare Access and CHIP Reauthorization Act of 2015 

(MACRA) replaced EHR MU program beginning with the 2017 reporting year and 2019 

payment year. However, eligible providers are still subject to EHR MU reporting requirements in 

2016 for the 2018 payment year. Even though this will be the final year of the EHR MU 

program, these Senators are trying to make this last year easier on providers.  

 

The bill sets forth three main proposals to reform meaningful use reporting: 

 

 The bill removes the all-or-nothing approach of meaningful use, and instead implements 

a threshold where eligible entities would be required to meet a threshold of 70 (or 

somewhere between 50-70) percent to receive reimbursement, and not face a penalty.  

 Changes the meaningful use 2016 reporting period from 365 days to an abbreviated 

reporting period of 90 consecutive days. The proposal also changes the EHR reporting 

period under MIPS from 356 days to 90 consecutive days.  

 Provides more flexibility in hardship exceptions which primarily face small-scale 

providers including: insufficient internet connectivity, inability to finance an EHR 

system and lack of face-to-face patient interaction. 

 

Currently, rural and small-market providers face a high degree difficulty in meeting the 

meaningful use reporting requirements.  Meeting the MU requirements often necessitates a 

sizable amount of capital to purchase EHR technology and a significant amount of time to input 

all the data. Although the authors use rural examples to justify the proposed legislative changes, 

the bill is not exclusive to rural and small-market providers.  

 

The Senators sponsoring the bill are: Senator Thune (R-S.D.), Senator Alexander (R-Tenn.), 

Senator Enzi (R-Wyo.), Senator Roberts (R-Kan.), Senator Burr (R-N.C.), and Senator Cassidy 

(R-La.). At this point, it is unlikely the bill will be considered by the Senate Finance Committee, 

where it is currently pending further action.  

 

https://www.congress.gov/bill/114th-congress/senate-bill/3173?q=%7B%22search%22%3A%5B%22s+3173%22%5D%7D&resultIndex=1
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National Health Expenditures Projected to Grow Steadily Over Next Decade 

 

On July 13, 2016 the CMS Office of the Actuary (OACT) released its 2015-2025 projections of 

national health expenditures data. According to the report, total health care spending is expected 

grow at an average annual rate 5.8 percent over the next decade (2015-2025). Total national 

health spending is estimated to have increased by 5.5 percent in 2015 and is believed to have 

reached a total of $3.2 trillion in 2015.  

 

Of significant interest, the data projects that health care spending is projected to grow 1.3 

percentage points faster than GDP per year over this same time period (2015-2025). This means 

that the share of health spending in America’s GDP is expected to rise from 17.5 percent in 2014 

to 20.1 percent by 2025. While the above projections may raise initial red flags, a number of 

figures in the report are cause for optimism, including: 

 

 Projected national health spending growth is lower than the average rate of growth over 

the two decades prior to 2008; 

 In 2016 growth in health spending is projected to lessen by 0.7 percent as the enrollment 

in Medicaid and ACA marketplace plans slows; 

 The share of health expenses paid out-of-pocket is projected to decline form 10.9 percent 

in 2014 to 9.9 percent in 2025; 

 Insured share of the population is expected to rise from 89 percent in 2014 to 92 percent 

by 2025 (this would lower the number of uninsured to a projected 28.4 million 

individuals). 

 

The projections include estimates on the Medicare and Medicaid programs. Medicaid is expected 

to spend an average of nearly $12,500 a year per beneficiary in 2025, up from about $8,000 per 

beneficiary in 2015.  

 

By 2025 it is projected that one out of every five Americans will be on Medicare, and the 

program will be spending an additional $6,000 per year per beneficiary in 2025 over the $12,000 

per beneficiary spent in 2015. For comparison, private insurers are expected to spend roughly 

$8,600 per beneficiary in 2025, compared to the $5,400 they spent per beneficiary in 2015.  

 

From 2020 to 2025, Medicare is expected to grow faster than all other comparable payers as its 

spending expands at a rate of 7.6 percent; of note is the rising age of the baby-boomer generation 

which will dramatically expand the number of Medicare eligible individuals. 

 

The OACT also said that prescription drug spending growth is expected to slow from 2015 to 

2016, from 8.1 percent to 6.3 percent. By 2025, prescription drug spending is expected to 

consume 10.9 percent of total health care spending; this is an increase of only 1.1 percent from 

2014’s figures. 

https://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2016-Press-releases-items/2016-07-13.html


 

The report states that the primary drivers of national health spending and coverage trends over 

the next decade will be:  

 

 the initial effects of the Affordable Care Act (ACA) on health care spending and 

insurance coverage;  

 increases in economic growth;  

 faster growth in medical prices, and  

 population aging. 

 

Federal, state, and local governments are projected to finance 47 percent of national health 

spending in 2025, up from 45 percent in 2014. 

 

CMS’ Acting Administrator Andy Slavitt stated his belief that provisions of the Affordable Care 

Act have been helping keep health spending growth at modest levels, while enabling more 

Americans to have access to coverage. He continued proclaiming, “Per-capita spending and 

medical inflation also remain at historically very modest levels, demonstrating the importance of 

continuing to reform our delivery systems.” In 2015, Congress passed the Medicare Access and 

CHIP Reauthorization Act which is set to significantly reform the Medicare payment system.  

 

CMS’ OACT will be closely monitoring the effects of the Act to determine if the ACA will have 

positive effects on national health expenditures. 
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CMS Releases Controversial Hospital Star Rating System 

 

On July 27, 2016 CMS released its hospital star ratings. Despite multiple attempts from hospital 

advocacy groups and lawmakers to stop the publication of the ratings, CMS went ahead with 

publishing the ratings, which were placed on the Medicare Hospital Compare website. 

 

The rating system awards hospitals with either one, two, three, four, or five stars, with a five star 

rating being the highest possible. Hospitals receive their composite star rating based on an 

average score that derives from 64 existing quality measures, which were previously public on 

Hospital Compare; the measures vary in focus, with some based on routine care while others 

focus on more specific issues such as hospital-acquired infections. The percentage of hospitals 

that received each rating, out of a total of 4,599 hospitals, are as follows: 

 

 2.2 percent earned five stars; 

 20.3 percent earned four stars; 

 38.5 percent earned three stars; 

 15.7 percent earned two stars; 

 2.9 percent earned one star; 

https://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2016-Press-releases-items/2016-07-13.html
https://blog.cms.gov/2016/07/27/helping-consumers-make-care-choices-through-hospital-compare/
https://www.medicare.gov/hospitalcompare/search.html


 20.4 percent of hospitals were deemed ineligible to be ranked due to a lack of reported 

data. 

In its statement, CMS asserted it received numerous letters from patient and consumer advocacy 

groups encouraging the publication of the ratings; nonetheless, a number of lawmakers and 

hospital advocacy groups who lobbied against the eventual release of the ratings have expressed 

their discontent that the ratings are now public. The ratings, which were originally set to be 

released in April. In mid-April, a large, bi-partisan, group of House Members (225 

Representatives) sent a letter to CMS Acting CMS Administrator Slavitt signed seeking a delay 

the release of the Star Ratings which CMS did do - temporarily.   

 

Despite industry opposition to the rating system, CMS remains firm in their assertion that the star 

rating system will help “millions of patients and their families learn about the quality of 

hospitals, compare facilities in their area side-by-side, and ask important questions about care 

quality when visiting a hospital or other healthcare provider.” 

 

Other Medical facilities, such as nursing homes and dialysis centers, have been receiving star 

ratings from CMS prior to the publication of hospital star rating system, a practice CMS claims 

has helped improve patient access to information. CMS has stated it is continuing to reach out to 

hospitals to improve the ratings system in any way possible. 

 

Additional noteworthy points generated by the ratings include: 

 

 The ratings tend to give an edge to small hospitals and hospitals with lower-risk 

populations; 

 Safety net hospitals on average earned lower ratings than non-safety net hospitals (2.88 

stars to 3.09 stars); and, 

 The majority of teaching hospitals received below-average scores, and a third of the 

hospitals that received only one-star were teaching hospitals. 
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House Ways and Means Committee Holds Hearing on ACA Premiums 
 

On July 12th, 2016 the House Ways and Means Committee held a hearing on Rising Health 

Insurance Premiums under the Affordable Care Act (ACA). The Committee discussed the 

remaining barriers to health care access and debated how the rising premiums will affect 

American citizens. Although the Committee Members stopped short of using this hearing as a 

forum to call for a repeal of the ACA, the Members were in general agreement that some 

changes need to be made. 

 

The witness panel testifying before the Committee was comprised of Joel White, President of 

Council for Affordable Health Coverage; Christopher Condeluci, Principal of CC Law & Policy; 

Tom Harte, President of Landmark Benefits; and Peter Lee, Executive Director of Covered 

California (the ACA Exchange in California).  

https://www.aamc.org/download/458978/data/houselettertocmsonhospitalcomparestarratings.pdf
http://waysandmeans.house.gov/event/hearing-rising-health-insurance-premiums-affordable-care-act/


 

Much of the hearing focused on identifying factors that may have led to high insurance 

premiums for plans sold on the federal and state exchanges and the extent to which high 

premiums are preventing consumers from purchasing insurance and harming competition. 

According to witness Joel White, health costs continue to rise faster than the economy while 

premiums increase about three times faster than wages. 

 

Another focal point throughout the hearing was the issue of coverage versus access. Although 

the national uninsured rate is now at a historical low of 9.1 percent, many insured individuals 

still lack proper access to health care. Additionally, some individuals are considered to be 

enrolled in insurance programs but have not completed payment for their plans. Witness Tom 

Harte stressed to the Committee Members that affordable care not only involves reasonable 

premium costs but also reasonable out-of-pocket obligations such as co-pays and deductibles.  

 

Committee Members shared anecdotes about constituents who were happy with their coverage 

prior to ACA implementation, but now face issues with cost, location, and narrow network 

options. This has led to consumers either paying more money for less coverage or deciding not to 

buy coverage at all. In response, Covered California Executive Director Lee stated that 90 

percent of Americans have access to at least three coverage options under the ACA. Further-

more, he confirmed that premiums were increasing even before the ACA was enacted and 

defended the new marketplaces for having influenced competitive prices.  

 

Despite these disagreements the general consensus on how to reduce rising insurance costs is to 

recruit healthy young people to the market. Witness Christopher Condeluci said this tactic would 

stabilize risk pools and relieve some of the financial burden placed on the insurers.  

 

Republican Committee Members, who are opponents of the ACA, criticized the lack of 

competition in the marketplace and minimum standards on Exchange plans. Additionally, they 

cited the rising premiums as a factor in the failure of the state CO-OP programs. Fewer than one-

third of the original 23 CO-OPs will be open this fall. Defending the ACA, Democrats pointed to 

insurer’s misjudgment of prices, a lack of bipartisan decision making, and the high cost of health 

care as the main contributors to the CO-OP struggles. 

 

The Republican alternative to the ACA was proposed by Chairman Brady (R-TX) in his opening 

statement, and mentioned by other representatives throughout the hearing. This alternative, 

entitled A Better Way, addresses what GOP lawmakers believe to be the flaws of the ACA and 

includes a strategy for “bringing patient focused care back to the American people.” Ranking 

Member Levin (D-MI) deems ‘A Better Way’ an incomprehensive substitute for the ACA and 

considers it an attack on the millions of Americans who have benefited from the expansion of 

health care brought about by the ACA. 
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Medicare to Allow Qualified Entities to Sell their Medicare Claims Data 

 

http://abetterway.speaker.gov/_assets/pdf/ABetterWay-HealthCare-PolicyPaper.pdf


On July 7, 2016 the Centers for Medicare and Medicaid Services (CMS) released a final rule, 

“Expanding Uses of Medicare Data by Qualified Entities,” which describes the circumstances 

under which certain “qualified” entities will be allowed to exchange Medicare claims data.  

 

Authorized by the Medicare Access and CHIP Reauthorization Act (MACRA), the primary 

feature of the final rule is that organizations approved as Qualified Entities are now able to 

“confidentially share or sell analyses of Medicare and private sector claims data to providers, 

employers, and other groups.”  

 

The Qualified Entity Program was created under the Affordable Care Act to enable organizations 

that meet rigorous qualifications to have access to protected Medicare data that would enable 

them to produce public reports (to share or sell). The hope is the encouraged data sharing would 

inherently empower providers to give more efficient and successful care, as they would have 

more access to Medicare data to guide their clinical decisions.  

 

Qualified Entities are already required to combine their Medicare data with other claims data, 

and subsequently produce public quality reports that detail how providers and suppliers perform 

for various types of payers. Under the final rule they now also have the ability to use their 

combined public-private data for non-public analyses that they can sell to third-party “authorized 

users.” As of this writing, 15 organizations have applied and received approval from CMS to be 

qualified entities. 

 

While the final rule encourages data sharing, it retains existing stringent Health Insurance 

Portability and Accountability Act (HIPAA) patient-privacy requirements for both the provider 

of the data and the hypothetical purchaser. The final rule asserts that if a Qualified Entity 

breaches its data use agreement, it will be the subject of up to a $100 fine per impacted 

individual. Qualified Entities are also now subject to new reporting requirements, which are 

expected to help CMS measure program compliance (only if they are buying or selling data). 

 

CMS hopes the final rule will expand “access to analyses and data that will help providers, 

employers, and others make more informed decisions about care delivery and quality 

improvement.” Experts anticipate Qualified Entities with access to Medicaid data will soon be 

able to sell analyses of that as well.  
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Congress Passes Opioid Abuse Legislation 

 

On Wednesday July 13, 2016 the Senate, by a vote of 92 – 2, passed S. 524 – the Comprehensive 

Addiction and Recovery Act (CARA) of 2016 and sent the bill to President Obama who signed it 

into law.  

 

https://www.federalregister.gov/articles/2016/07/07/2016-15708/medicare-program-expanding-uses-of-medicare-data-by-qualified-entities
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2016-Press-releases-items/2016-07-01.html
https://www.congress.gov/bill/114th-congress/senate-bill/524?q=%7B%22search%22%3A%5B%22s524%22%5D%7D&resultIndex=1
https://www.congress.gov/bill/114th-congress/senate-bill/524?q=%7B%22search%22%3A%5B%22s524%22%5D%7D&resultIndex=1


CARA represents the increasingly urgent priority for Congress to address the issue of opioid 

abuse and addiction head-on and treat the health issue as a serious disease as opposed to a crime. 

Democrats had previously threatened to vote against the measure due to what they deemed 

inadequate funding for the bill’s proposals. Senate Democrats, backed by the White House, 

initially withheld support for the bill in hopes of tethering their support to an additional $900 

million in emergency funding but they eventually supported the bill despite the lack of the extra 

funding. 

 

The bill significantly strengthens prevention, treatment, and recovery efforts in the fight against 

heroin and prescription opioid abuse and addiction. Notable provisions in the bill are expanded 

access to the drug naloxone for emergency medical professionals, providing alternatives to 

prison for opioid abusers, and giving states funding to develop community treatment programs.  

 

While the programs themselves have received bipartisan support, Democrats have asserted the 

bill’s authorization of $181 million in new spending falls dramatically short of the figure needed 

to make the programs work. Of note, Republicans have asserted that the appropriations bill for 

fiscal year 2017 will include an additional $500 million for the opioid abuse programs 

established by CARA however there are doubts that an omnibus appropriations bill will be 

passed this year. 

 

The CDC reported that in 2014 alone, nearly 2 million Americans abused or were dependent on 

prescription opioids, and during that year 14,000 people died from overdoses involving 

prescription opioids. Regardless of any financial shortcomings, CARA is a definitive bright spot 

in addressing one of America’s fastest growing and most prominent health concerns. Opioid 

abuse and addiction have been a major election issue in many states that have been the most 

severely affected by this emerging epidemic.  
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CMS Transmittals 

 

The following Transmittals were released by CMS between July 1 and July 31
st
. 

 

Transmittal 

Number 
Subject 

Effective 

Date 

R3568CP Reopenings Update - Changes to Chapter 34 2016-09-30 

R1692OTN 

Remove Part B Batch Eligibility Process (HELG) from the Common 

Working File (CWF) 
2017-01-03 

R1688OTN Part B Detail Line Expansion – MCS Phase 2 2017-01-03 

R1693OTN 

Common Working File (CWF) to Remove Remaining Federal Tax 

Information (FTI) Received through the Internal Revenue Service 

(IRS), Social Security Administration (SSA), Centers for Medicare and 

Medicaid Services (CMS) Medicare Secondary Payer (MSP) Data 

2017-01-03 
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Transmittal 

Number 
Subject 

Effective 

Date 

Match Program from CWF. 

R1686OTN Part B Detail Line Expansion – MCS Phase 7 2017-01-03 

R1687OTN 

Common Working File (CWF) to Locate Medicare Beneficiary Record 

and Provide Responses to Provider Queries 
2017-01-03 

R1685OTN 

Update the Primary Insurer's Policy Number of the Insured Field to 17 

Bytes on the Health Insurance Master Record (HIMR) Screen Found in 

the Medicare Secondary Payer (MSP) Auxiliary File. 

2017-01-03 

R150DEMO 

Affordable Care Act Bundled Payments for Care Improvement 

Initiative - Recurring File Updates Models 2 and 4 October 2016 

Updates 

2016-10-03 

R1683OTN 

Shared Savings Program (SSP) Accountable Care Organization (ACO) 

Qualifying Stay Edits 
2017-01-03 

R3565CP 

Durable Medical Equipment, Prosthetics, Orthotics and Supplies 

(DMEPOS) Competitive Bidding Program (CBP): Additional 

Instructions for the Implementation of Round 2 Recompete of the 

DMEPOS CBP and National Mail Order (NMO) Recompete 

2016-10-03 

R3562CP 

Remittance Advice Remark Code (RARC), Claims Adjustment Reason 

Code (CARC), Medicare Remit Easy Print (MREP) and PC Print 

Update 

2016-10-03 

R1681OTN 

The Supplemental Security Income (SSI)/Medicare Beneficiary Data 

for Fiscal Year 2014 for Inpatient Prospective Payment System (IPPS) 

Hospitals, Inpatient Rehabilitation Facilities (IRFs), and Long Term 

Care Hospitals (LTCH) 

2016-08-16 

R663PI Denial Codes for Missing or Insufficient Documentation 2016-08-16 

R3560CP Correction of Remark Code Information 2016-10-17 

R3561CP 

Quarterly Update to the Correct Coding Initiative (CCI) Edits, Version 

22.3, Effective October 1, 2016 
2016-10-03 

R3563CP New Waived Tests 2016-10-03 

R270FM 

Notice of New Interest Rate for Medicare Overpayments and 

Underpayments -4th Qtr Notfication for FY 2016 
2016-07-18 

R26QIO  QIO Manual Chapter 2 - Eligibility 2016-07-08 

R25QIO  

QIO Manual Chapter 11 - Hospital Payment Monitoring Program 

(HPMP) 
2016-07-08 

R27QIO  

QIO Manual Chapter 12 – “Communications, Outreach, and Program-

related Information Activities” 
2016-07-08 

R3558CP 

Implement Operating Rules - Phase III ERA EFT: CORE 360 Uniform 

Use of Claim Adjustment Reason Codes (CARC), Remittance Advice 

Remark Codes (RARC) and Claim Adjustment Group Code (CAGC) 

Rule - Update from CAQH CORE 

2016-07-08 

R3555CP 

Medicare Part A Skilled Nursing Facility (SNF) Prospective Payment 

System (PPS) Pricer Update FY 2017 
2016-10-03 
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Transmittal 

Number 
Subject 

Effective 

Date 

R662PI Date and Timing Requirements 2016-08-01 

R3554CP 

Quarterly Update for the Durable Medical Equipment, Prosthetics, 

Orthotics and Supplies (DMEPOS) Competitive Bidding Program 

(CBP) - October 2016 

2016-10-03 

R3556CP 

Stem Cell Transplantation for Multiple Myeloma, Myelofibrosis, 

Sickle Cell Disease, and Myelodysplastic Syndromes 
2016-10-03 

R1679OTN 

Shared Savings Program (SSP) Accountable Care Organization (ACO) 

Qualifying Stay Edits 
N/A 

R3557CP 

July 2016 Update of the Hospital Outpatient Prospective Payment 

System (OPPS) 
2016-07-05 
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