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Chairman Baucus, Ranking Member Grassley, and members of the committee, 

my name is Byron Thames.  I am a member of AARP’s Board of Directors and a 

physician.  Thank you for inviting AARP to testify on reforms to Medicare’s 

payment for physician services.   

 

AARP believes that physicians are central to the delivery of health care, and that 

Medicare’s payment system should encourage quality and affordable care.  

Today’s hearing focuses on the sustainable growth rate (SGR) system, which 

has been widely recognized as flawed.  The SGR does not distinguish between 

those doctors who provide Medicare beneficiaries with high quality care and 

those who provide unnecessary or inappropriate services.  Moreover, the SGR 

has not been effective at controlling the volume or intensity of services, which 

has led to higher Medicare spending and greater out-of-pocket costs for 

beneficiaries.   

 

AARP believes that ultimately the SGR should be replaced with a system that 

encourages physicians to provide beneficiaries and the Medicare program with 

greater value for the health care dollar.  Medicare beneficiaries need and expect 

their doctors to provide effective treatment.  Payment incentives should 

encourage high quality, not unnecessary quantity.  A truly sustainable payment 

system will be built on a foundation that emphasizes four key elements:  

information technology; greater use of comparative effectiveness research; 
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performance measurement including physician resource use; and enhanced care 

coordination.  

 

The Doctor-Patient Relationship:  What AARP Members Say 

 

AARP recently conducted a survey asking older Americans – current and future 

Medicare beneficiaries – about their experience with physicians.  The vast 

majority of those surveyed report good access to and high levels of satisfaction 

with their physicians, but the cost of care remains a concern for people.  

 

Medicare beneficiaries are beginning to feel the impact of the large Part B 

premium increases caused, in part, by the many legislative changes that have 

overridden the SGR.  Of those surveyed, fourteen percent of beneficiaries said 

that they had to give up something to pay for an increase in their Medicare 

premium.  Twenty one percent said they had to cut back on groceries.  

 

The AARP members surveyed are among the over 43 million Americans who rely 

on Medicare for their health care.  Physicians are central to the delivery of that 

health care.  AARP believes physicians who treat Medicare patients should be 

paid fairly.  But as we have learned from our members, the program must be 

affordable for beneficiaries as well.  Determining how to balance these two needs 

is a complex, yet critical, policy problem that must be solved for the Medicare 

program to remain strong for future generations. 
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AARP supports long-term reform of the physician payment system.  Annual 

short-term fixes simply exacerbate spending growth and only delay needed 

discussions about how to control rising expenditures.  AARP believes the time 

has come to move toward a payment system that rewards physicians for 

providing greater value for health care spending.  A recent Institute of Medicine 

report, Rewarding Provider Performance: Aligning Incentives in Medicare, 

concluded that “because the current basic payment systems reward overuse of 

services, use of high-cost complex procedures, and do not acknowledge the wide 

variations in quality across providers, . . . payment reforms are needed now to 

recognize care that is of high clinical quality, patient-centered, and efficient.”  

 

We couldn’t agree more.  All Medicare beneficiaries must have access to 

physicians who provide high quality care.  At the same time, beneficiaries need 

to be protected from extraordinary out-of-pocket costs.   

 

Overriding the SGR:  Direct Financial Consequences for Beneficiaries 

 

The SGR system, designed to keep spending in line with an overall target, was 

viewed as necessary to address unchecked increases in the volume of physician 

services.  Since 2002, actual spending on physician services has exceeded the 

SGR target, thereby triggering reductions in physician updates.  With the 

exception of 2002, however, Congress has consistently voted to override this 

mandated reduction in response to physician concerns.  
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Unfortunately, each time Congress overrides the SGR there is a direct cost for 

Medicare beneficiaries. That’s because by law, the monthly Medicare Part B 

premium is set at 25 percent of Part B spending. The Part B premium has 

doubled since 2000 – due in part to the payment increases for physicians (see 

chart).  

 

Part B Premiums More than Double Since 2000
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Beneficiaries again face large increases in their 2008 premiums due to a 

convergence of three factors.  First, the congressional action taken late last year 

to avert a physician pay cut in 2007 will not affect the beneficiary Part B premium 

until next year because the 2007 premium had already been calculated.  Second, 

other factors will put additional upward pressure on Part B premium cost growth 

for 2008 (e.g., growth in Medicare outpatient spending, expenditures for 

physician-administered drugs, and Medicare Advantage payments, which exceed 
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costs in traditional Medicare by approximately 12 percent, on average).  Third, if 

Congress acts again this year to prevent a reduction in physician payments – 

estimated by the Congressional Budget Office at 10 percent – these additional 

costs could also be rolled into the 2008 beneficiary premium.   

 

Increased costs to beneficiaries are not limited to premiums.  Cost-sharing 

obligations – which usually reflect 20 percent of Medicare’s payment – also jump 

each time provider reimbursement rates increase.  For each increase of $10 

billion in physician payments, beneficiary coinsurance amounts increase roughly 

$2 billion.  In addition, the increased Part B spending also leads directly to a 

higher Part B deductible.  Since 2005, the annual deductible has increased along 

with per capita Part B expenditures.  

 

The Medicare program must be kept affordable to remain true to its intent.  When 

it was created in 1965, more than half of older Americans were uninsured and 

they were the population most likely to be living in poverty.  Today, about 50 

percent of Medicare beneficiaries have incomes below $15,000, and the median 

income for an individual between the ages of 65 and 69 is less than $30,000.  

The average older person already spends about one quarter of his/her income on 

health care.  This does not include the additional, and often substantial, costs of 

services that Medicare does not cover – including long-term home and nursing 

home care.  If Part B premiums and cost-sharing continue to escalate, many 

more beneficiaries will find it increasingly difficult to pay for the care they need.  
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Each time the SGR is overridden, the price tag beneficiaries pay in the long run 

increases.  Due to the cumulative nature of the targets, physician payment 

updates in future years must be lowered to offset the accumulated excess 

spending and to slow expected spending for the coming year.  As a result, under 

the SGR methodology, physician fees are expected to be reduced each year at 

least until 2012.  Under this scenario, we can expect to continue the now annual 

cycle of physician groups lobbying Congress to avoid these payment cuts, 

doctors threatening to stop taking Medicare patients, and Congress overriding 

the SGR at the last minute.  We must find a better approach.  

 

Alternatives to the SGR:  MedPAC’s Report to Congress  

 

Today, MedPAC releases a new report that examines alternatives to the current 

SGR.  The Senate Finance Committee asked AARP to respond to this report.  As 

requested by Congress, MedPAC studied the implications of moving from a 

single, national SGR to five potential sub-national target systems that would be 

based on:  geography, type of service, group practice, hospital medical staff, and 

outliers.  We commend MedPAC for providing a thorough examination of each 

alternative’s advantages and disadvantages.  

 

From the beneficiary perspective, we believe the outlier option holds the most 

promise for higher quality at a lower cost to the Medicare program.  One of the 

major advantages of the outlier approach is that it would allow the Medicare 
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program and others to learn from those physicians who use fewer resources 

while maintaining a high level of quality.  It is important to better understand the 

differences between inappropriate volume growth and appropriate growth (e.g., 

from technology changes that improve care for patients).  This information could 

be used to identify best practices for the treatment of specified patients and 

conditions.  An outlier policy could also promote individual physician 

accountability.  It does not require a large scale restructuring of the existing 

physician marketplace and could be used to measure most physicians in the 

United States.  

 

Similarly, as MedPAC notes, encouraging specific actions, such as care 

coordination or investment in information technology, may be more successful 

than varying reimbursement levels based on a physician’s specialty, or region, or 

practice type.   

 

MedPAC presents two alternative paths for Congress to consider for paying 

physicians in the Medicare program.  The first path would be to repeal the SGR 

and pursue policy approaches for improving the value of the Medicare physician 

payment system.  The second path would be to retain some type of expenditure 

target – applied to all Medicare providers, calculated at a geographic level.  

 

Medicare’s experience with the SGR has not proven to be successful and 

beneficiaries have borne the financial penalty in higher out-of-pocket-costs.  As 
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MedPAC noted, it is a flawed system that inappropriately influences clinical 

decisions about where and how many services are provided.   

 

Clearly, the SGR has not been effective at controlling the volume of physician 

services.  According to the Government Accountability Office, from 2000-2005, 

while Medicare physician fees rose by 4.5 percent, program spending on 

physician services grew by nearly 60 percent.  On a per beneficiary basis, 

spending for physician services grew by approximately 45 percent.  

 

Many experts have concluded that one of the SGR system’s fundamental flaws is  

its assumption that physicians would act collectively – on a national level – to 

control the volume of service.  MedPAC concluded in 2002 that, “if anything, an 

individual physician has an incentive to increase volume under such a system.”  

 

The SGR does not distinguish between those doctors who provide high quality 

care to beneficiaries and those who provide unnecessary services.  In fact, 

physicians providing the most efficient care are penalized under Medicare’s 

current payment system while a physician who orders more tests or performs 

more procedures than are indicated is paid more.   

 

The volume performance standard, which was used to set Medicare fee updates 

from 1992-1997, was eliminated because of concerns about how it distorted 

payments for one service relative to another.  It is not clear that a new form of 
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expenditure target will be any better for beneficiaries or Medicare, and another 

administratively-complex formula could lead us down yet another time-

consuming and failed path of unintended consequences.  As MedPAC warns in 

its executive summary, “the risk that a formulaic expenditure target will fail and 

have unintended consequences is substantial.”  

 

For these reasons, the first path outlined by MedPAC may have more promise.  

AARP believes Congress and CMS should focus their efforts on redesigning the 

payment incentives to promote quality and encourage efficiency.  Congress 

should not abandon its emphasis on controlling expenditures, but it should put its 

energy into finding strategies that encourage better, more efficient, and patient-

centered care.  

 

There are a number of factors to consider.  First, ultimately repealing the SGR 

would be quite costly.  A transition to a value purchasing framework must not be 

financed at beneficiary expense.  Therefore, some kind of transition may be 

necessary.  Second, we need to make sure beneficiaries are protected from 

extraordinary out-of-pocket expenses as the Part B payment system is reformed.  

One such protection would be a cap on Part B premium increases.  Congress 

could stipulate that the Part B premium could only increase by a certain 

percentage, dollar amount, or a five-year average.  While beneficiary premiums 

would still increase, the increases would be limited, and beneficiaries would be in 

a better position to plan their monthly expenses.   


