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MENDING MEDICARE THROUGH SITE-NEUTRAL PAYMENTS

Medicare covers about 23 percent of U.S. personal health expenditures, and is the second largest source of financing
behind private health insurance, which funds about 33 percent.! Medicare spending has increased over time due to
numerous factors, including the program reimbursing providers differently across settings (site-based payments) for
the same service. The Medicare site-based payment model has led to increased market concentration through
hospital acquisitions of physicians and, because hospitals charge higher prices for same services, overpayment for
services that does not translate to better patient care. Congress should reform Medicare’s payment model to a site-
neutral reimbursement structure that would encourage greater provider competition, lower prices, increase quality of
care, and improve the financial solvency of the program.

BACKGROUND

e Medicare has grown to the second largest funding source for U.S. health care expenditures.

» Health care costs in the U.S. have increased substantially over time. In 1960, national health
expenditures as a share of the U.S. economy totaled about 5 percent and by 2021 has risen to over 18
percent (Figure 1).

= Hospital care services is the largest expenditure in the nation’s healthcare system, with upwards of
37 percent of personal health spending in hospital care settings. The next largest percentage was
spent on physician and clinical services (24 percent).?

= Prices for hospital care services have also risen faster than physician prices, with one study
showing hospital prices growing 42 percent between 2007 and 2014 compared to 18 percent for
physicians.?

= Overall, health and medical care services is one of the most highly regulated industries in the U.S.,
and cost inflation in these industries has significantly outpaced general inflation (Figure 2). (For
more information, see RPC guide titled “Regulatory Costs Worsen Inflation”)*

» Medicare represents the largest federal health program, and is the second largest source of financing of
personal health expenditures in the U.S., second to private health insurance coverage.’

» Medicare has increased to account for about 12 percent of the federal budget® (3.1 percent as a
percent of the economy’) and upwards of 21 percent of national health spending.®°-1°

» The Medicare Board of Trustees reports that about 65 million people— comprising of
approximately 57.1 million persons 65 years of age and older and 7.9 million disabled persons—
were enrolled in Medicare as of 2022.!'! In 2022, Medicare net expenditures totaled $747 billion,
and spending per beneficiary increased to $15,727, up about $10,000 per person over the past two
decades.!>!3

= 48 percent of Medicare spending is for Part B benefits (primarily physician and hospital outpatient
services), 40 percent for Part A benefits (hospital inpatient services), and 12 percent for Part D
(prescription drugs).'*
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e Increased market concentration and reduced competition from hospital-acquired physician integration.

» Current law and regulation allows different reimbursement to providers in Medicare depending on
where the service is performed and billed.!” This reimbursement structure is referred to as “site-based”
payments, where Medicare uses different reimbursement rates for the same service (e.g.,
echocardiography and chemotherapy) depending on the facility where care is provided (e.g., physician-
owned practice versus an off-campus hospital-owned physician office or hospital-based outpatient

department). '

= The 2015 Bipartisan Budget Act!® established site-neutral payments in Medicare for services
received at off-campus outpatient departments, but the bill exempted most hospitals by excluding
all current and those under construction (at the time) off-campus Hospital-based Outpatient
Departments (HOPDs), ambulatory service centers (ASCs), stand-alone emergency departments,

and on-campus HOPDs.?°

* Because of the exemptions, the Medicare site-based payments structure allows providers at hospital-
acquired off-campus outpatient sites to charge higher hospital rates for the same service, and higher
than the same service performed for an identical patient at a non-hospital physician-owned site.
Thus, Medicare overpays for certain services, allowing medical care providers to charge different
amounts for the same service to an identical patient depending on the care setting.

» In the 2023 Report to Congress, Medicare states that the higher payment rates to HOPDs embeds
indirect subsidies to certain activities into the payment rates for all services and gives hospitals incentive

to acquire physician practices.?!??

* The market concentration arising through hospital acquisitions of physician-owned practices shows
in the shift in billing of services from physician fee schedule (PFS) to Outpatient Prospective

Payment System (OPPS).?

* In important ambulatory billing services, the share in OPPS has increased significantly between 2012
and 2021. Between 2012 and 2021, OPPS share of billing has increased from 9.6 percent to 12.8
percent for office visits, from 35.2 percent to 51.9 percent in chemotherapy administration, from 33.9




percent to 47.6 percent in nuclear cardiology, and from 31.6 percent to 43.1 percent in
echocardiography.?*

* Broadly, the percentage of physicians that were part of practices at least partially owned by hospitals
or that were employees of hospitals increased from 29.0 percent to 39.8 percent between 2012 and
2020.%

e Site-based payments have resulted in higher prices and costs across care settings for same services.
» Medicare site-based reimbursement payments have resulted in industry concentration from hospital
acquisitions of physician-owned practices, which has reduced competition and pushed up costs.

* Economic research has shown that hospitals can charge higher prices, especially in highly
concentrated markets with limited competition,® that are double Medicare payments on average.?’
In several hundred hospitals across the nation, hospital prices in the commercial market are at least
triple Medicare.?%%’

» Higher prices paid at certain health care sites does not translate to higher quality of care and, in some
settings, may represent an impediment to higher quality of care.

* The high prices paid at hospitals do not translate to higher quality. In a study using Center for
Medicare and Medicaid Services (CMS) Hospital Value-Based Purchasing (HVBP) administrative
data shows that industry concentration tends to correspond negatively with total performance,
clinical care and patient experience, particularly at facilities with government oversight and higher
government reimbursement which perform even worse across HVBP metrics.*°

» The overpayments that occur in site-based payments structure cost taxpayers billions and, absent reforms,
will add to any financial solvency concerns projected in Medicare.

» The Congressional Budget Office (CBO) estimates that site-based Medicare reimbursements to
hospital outpatient departments and off-campus hospital-owned physician offices has resulted in
overpayment totaling $141 billion compared to physician office rates, which has added to the
financial strain that the government oversight agencies project will occur in Medicare in the next
decade.?!+3

» The Medicare Board of Trustees reports that projected spending will exceed income by $38.5 billion
in 2031 and $136.5 billion in 2032 in the Medicare Part A Hospital Insurance Trust Fund.>* They
report that projected revenues will meet spending obligations in the Medicare’s Supplemental
Medical Insurance (SMI) Trust Fund, which covers payments for outpatient services, including
physicians’ services.>*

POLICY SOLUTIONS

e Congress needs to address cost challenges in our nation’s healthcare system, which must include reforms that
protect the financial security of the Medicare program. It is crucial that Congress take steps to eliminate
overpayments in Medicare that undermines the financial solvency of the program and forces seniors to pay
higher prices. Implementing reforms that align payments for site-neutrality across care settings, on- and oft-
campus hospital services and post-acute care, could save and protect the financial integrity of the Medicare
program as much as $220 billion over 10 years.?>36:37

e Congress should pass reforms such as the Site-based Invoicing and Transparency Enhancement Act (SITE
Act)*® that align payment rates across care settings and move Medicare to site-neutral payment model.
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