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Medicare is a massive and essential safety healthcare net for the elderly in the United States. It covers 45 million people
in 2009 (almost one-sixth of the population) and projected to cover an increasing number of aged beneficiaries with a
decreasing number of workers paying into the system. Medicare spending is about 13% of the federal budget and 3.2% of
gross domestic product. A 7.4% annual growth rate in spending is expected to lead to potential insolvency by 2019.
Spending on physician services and other suppliers is about 20% of Medicare outlays. Payment updates for physician
services are insufficient in relation to the cost of providing services. The most serious issue remains a permanent fix for the
sustained growth rate formula used for calculating payment updates for physicians. Further procrastination of difficult
but essential decisions on funding has dire implications for Vascular Surgery and the patients we serve. ( J Vasc Surg

2009;50:453-60.)
HISTORY

Medicare and Medicaid (Title XVIII) was signed into
law as part of the Social Security Amendments of 1965 by
President Lyndon Johnson at the Truman Library with
former President Truman present. It was designed to pro-
vide health insurance to Americans at age 65. Over the
years, additional benefits have been incorporated into
Medicare including stay at extended care facilities, preven-
tive services, hospice coverage, and, more recently, pre-
scription drug coverage. Initially, President Johnson esti-
mated that Medicare would cost about $500 million
annually. In its first year (1967), expenditures were close to
$4.2 billion. To pay for the program, employers’/employees’
assessment escalated from 0.3% of payroll to 2.9% and a
co-insurance share from beneficiaries from $3 to 16.5% of
all program expenditures.1

In 2009, Medicare covers 45 million people, of whom
38 million are aged 65 and above and the rest are disabled
and under age 65. It accounts for 13% of the federal budget
and 19% of total health expenditures. Funding of Medicare
comes from various sources, including 41% from payroll
taxes, 39% from general revenues of the federal govern-
ment, 12% from beneficiary premiums, and the rest from
the States, taxation of social security benefits, and interest.2

(Fig 1).
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PARTS OF MEDICARE

Various parts of the Medicare program are illustrated in
Fig 2 along with the funding sources and the common
programs covered by Medicare.

Part A or Hospital Insurance (HI) is primarily funded
by a 2.9% tax on wages, salaries, and other employment
related compensation. It covers health insurance coverage
for inpatient care in hospitals, skilled nursing facilities,
home health agencies, hospice, long term care hospitals,
rural health clinics, inpatient rehabilitation, and psychiatric
facilities and related services.

Part B or Supplemental Medical Insurance (SMI) primar-
ily covers Physician services and out-patient care but also pays
for ambulatory surgical centers, ambulance service, clinical
psychologists, nursing, therapists and other non-physician
practitioners, community mental health centers, outpatient
rehabilitation facilities, rented or purchased durable medical
equipment at home, prosthetic or orthotic devices, and end
stage renal facilities. Part B is funded by general revenues from
the Treasury (75%), premiums collected from beneficiaries
(25%), and a small amount by other sources.

Part C is the Medicare Advantage Plan. This is a managed
care option within Medicare where the plan is paid a capitated
amount based on the average expenditure per beneficiary
incurred for both Parts A and B. The companies wanting to
service these beneficiaries submit a bid to Medicare and since
most bids are below benchmarks, Medicare keeps part of the
savings to subsidize Parts A, B, and D. Enrollment in this plan
increased from 12.6% in 2003 to 14% of all Medicare benefi-
ciaries in 2006.3 However, with a recent change in adminis-
tration, it is likely that enrollment will decline.

Part D is also technically part of SMI and provides a
drug benefit to beneficiaries that cover about 25% of the
cost of the program through premiums. The program is

voluntary and run by private companies.
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Fig 1. Estimated sources of Medicare revenue. Source: “Estimated Sources of Medicare Revenue, FY2009”, Kaiser
Fast Facts, The Henry J. Kaiser Family Foundation, August 2008. Accesed March 4, 2009. This information was
reprinted with permission from the Henry J. Kaiser Family Foundation. The Kaiser Family Foundation is a non-profit
private operating foundation, based in Menlo Park, Calif, dedicated to producing and communicating the best possible

information, research, and analysis on health issues.
Fig 2. Various parts of the Medicare Program and source of funding.
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HOW MANY MEDICARE ENROLLEES
ARE THERE?

Average monthly enrollment in 2009 for Part A is 44.9
million, including 10.9 million in the managed Medicare
Advantage plan. Additionally, there are 41.8 million enroll-
ees in Part B, 33 million in Part D, and 9.8 million enrolled
in the low-income subsidized Part D plan.4

SERVICES NOT COVERED BY MEDICARE

Most vaccinations, routine eye and foot care, routine
physical examinations, screening tests or examinations,
hearing tests, most dental care, custodial care, cosmetic
surgery or procedures, care received outside the U.S (with
a few exceptions), acupuncture, and orthopedic shoes are
not covered. Some preventive services, such as screening
ultrasound for people at risk for Abdominal Aortic Aneu-

Table I. Medicare-covered services in 2009

Service

PART A Hospitalization
Hospitalization, per benefit period*
Hospitalization includes semiprivate room

and board, general nursing, and
miscellaneous hospital services and
supplies

First 60 days
61st to 90th day
91st to 150th day�

Beyond 150 day

Post hospital skilled nursing facility
care, per benefit period.*

You must have been in a hospital for at
least three days, enter a facility approved
by Medicare within 30 days after hospital
discharge, and require skilled care.

First 20 days
Additional 80 da
Beyond 100 day

Hospice care For as long as
doctor certifie
need

PART B
Medical expenses such as physician services,

inpatient and outpatient medical and
surgical services and supplies, physical
and speech therapy, diagnostic tests,
durable medical equipment, and other
services

Clinical laboratory services such as blood
tests

Home health care
Part-time or intermittent skilled care, home

health aide services, durable medical
equipment and supplies, and other
services

Outpatient hospital treatment

Note: As required in the Medicare Modernization Act, in 2009, means test
over $85,000 and married couples with incomes over $170,000 will pay a h
*A benefit period begins on the first day you are admitted to the hospital and
in a row.
�Once you have been hospitalized for 90 days, Medicare will provide you w
Medicare will pay all but $512 per reserve day.
DME, Durable medical equipment.
Source: 2008 Medicare Benefits Chart. Available at http://www.medicare.
rysm, are covered if there is a referral for it as a result of a
one-time “Welcome to Medicare” physical exam. The So-
ciety for Vascular Surgery is advocating for opening up this
program to enrollees beyond the one-time examination.

BENEFICIARY ENROLLMENT

Eligibility for premium free Medicare Part A involves
reaching age 65 and being insured based on an individual’s
earnings or the earnings of a spouse, parent, or child for
forty quarters of coverage (approximately 10 years). The
quarters of coverage are earned through payment of payroll
taxes under the Federal Insurance Contributions Act
(FICA). Those not eligible because of insufficient work
(1%) may purchase Medicare HI coverage. People with
certain disabiities and those in the end-stage dialysis pro-
gram are eligible for the program prior to reaching age 65.

Covered services in general are restricted to in-patients

Medicare pays for Patient pays

All but $1,068
All but $267 a day
All but $534 a day
Nothing

$1,068
$267 a day
$534 a day
All costs

100% of covered services
All but $133.50 a day
Nothing

Nothing
$133.50 a day
All costs

All but limited costs for
outpatient drugs and
inpatient respite care

Limited cost-sharing for outpatient
drugs ($5 co-pay) and inpatient
respite care (5% co-pay)

80% of approved amount
(after $135 deductible)

$135 deductible plus 20% of
approved amount and limited
charges above approved amount

100% of approved amount $0

100% of approved amount
and 80% of same of
durable medical
equipment

$0 for the service and 20% of
approved amount for durable
medical equipment

Paid to hospital as per
Medicare arrangements,
generally 100% after a
coinsurance or co-pay
amount

A coinsurance or co-pay amount
which may vary according to the
service

uires that single beneficiaries with annual adjusted modified gross incomes
percentage of the cost of Medicare Part B coverage.
after you have been out of the hospital or skilled nursing facility for 60 days

reserve days. Each reserve day can only be used once during your lifetime.

ublications/Pubs/pdf/10050.pdf. Accessed March 7, 2009.
s

ys
s

s

ing req
igher
ends

ith 60
and the complex rules and restrictions are shown in Table I.

http://www.medicare.gov/Publications/Pubs/pdf/10050.pdf
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For those ineligible for premium free Part A, the 2009
premium amount for people who buy Part A is $443 each
month.5

All those eligible for Part A are also eligible to partici-
pate in the Part B (SMI) plan and indeed 94% do. Since this
plan is voluntary, even those ineligible for Part A because of
an insufficient work history may participate.

HOW IS MEDICARE FUNDED?

For HI (Part A), the major source of financing is payroll
taxes on earnings that are paid by employees and their
employers (Fig 2). For 2007, 168 million people had
earnings that qualified for Medicare withholding, and taxes
for Medicare are paid on total earnings in contrast to Social
Security taxes. The self-employed pay the equivalent of the
combined employer (1.45%) and employee tax rates
(1.45%). About 75% of SMI Part B (Physician Services and
DME) and Part D (Drug Benefits) expenditures are paid
from federal general fund revenues and the rest from by
monthly premiums charged to enrollees (Table II). In
2004, Medicare paid less than half of the $12,763 in total
medical expenses per beneficiary, while beneficiaries paid
19% out of pocket not including Medicare Part B premiums
and for supplemental insurance, Part C, or Part D.6

COST OF MEDICARE

The Medicare Trustees report states that total expendi-
tures on Medicare in 2007 were $432 billion, which is 3.2%
of Gross Domestic Product (GDP).2 (Fig 3) Medicare
spending as a share of federal outlays in 2009 is 14% of the
total of $3 trillion.7 Medicare Part A is expected to grow by
an average of 7.4% annually for the next ten years and
expected to be insolvent by 2019.8 (Fig 4) Medicare Part B

Table II. Medicare beneficiary cost sharing: deductibles
and premiums

Deductible (calendar year, in dollars) 2009 2010

Part A (per hospital admission) $1060 $1096
Part B (per year) $135 $144
Part D (per year) $295 $320
Monthly premium (calendar year, in

dollars)
Part A (for voluntary enrollees)* $443 $548
Part B# $96.40 $97.30
Part D (on average)� $30.36 $30.60

*Persons 65 and older are entitled to Part A coverage (they do not pay a
monthly Part A premium) if they are eligible for Social Security or Railroad
Retirement monthly cash benefits. Persons 65 and who are not entitled
(fewer than 29 quarters of social security coverage) may obtain Part A
coverage by paying a monthly premium equal to the full actuarial cost of that
coverage.
#Monthly premium for beneficiaries not subject to the income-related
surcharge.
�Part D premiums may vary from plan to plan depending on the relationship
between each plan’s bid and the national average of all plan bids.
Source: Congressional Budget Office’s March 2008 Baseline: MEDICARE.
Available at http://www.medicare.gov/Publications/Pubs/pdf/10050.
pdf. Accessed March 3, 2009.
has grown by an average of 9.6% annually over the past five
years. Future projections are bound to be significantly
higher since Congress will have to come to grips with fixing
the flawed Sustainable Growth Rate (SGR) fiasco at some
point.8

MEDICARE PREMIUMS

Premiums and deductibles for 2009-2010 are listed in
Table II. In 2009, the Part B standard monthly premium
paid by most enrollees is $96.40. By law, both Part B and D
premiums increase periodically depending on the costs of
these programs. In 2008, the Part D “base monthly pre-
mium” was $27.93, although the exact premium varied
depending on the type of program recipients are enrolled
in. States also fund about 14% of Part D costs.

In 2008, as part of the Medicare Modernization
Act (MMA), single beneficiaries with annual incomes
�$82,000 and married couples with incomes �$164,000
paid a higher percentage of the cost of Medicare Part B
coverage. These beneficiaries paid a monthly premium
equal to 35%, 50%, 65%, or 80% of the total cost, depending
on their income, by the end of the 3-year transition period.5

Currently, about 4% of Medicare beneficiaries pay a higher
premium.

PHYSICIAN ENROLLMENT

To receive reimbursement from Medicare, physicians
have to enroll and indicate their ‘participation’ status be-
tween mid-November and December 31st each year for the
following calendar year. The three contractual options
(good for one year) for getting reimbursed by Medicare are
as follows:

1. Physicians can participate (‘par’), which means they
accept Medicare’s allowed charge as payment in full for
all services (determined by Medicare payment sched-
ule). This is called accepting ‘assignment’ and payments
are sent directly to the physician. Under Part B (SMI)
co-insurance of Medicare, the beneficiary pays 20% of
physician services considered reasonable by Medicare.
Physicians may charge more than what Medicare con-
siders ‘reasonable’ but if they accept assignment, they
may not bill the patient for the difference between the
charged amount and the amount approved by Medicare
(called balanced billing). Medicare gives physicians a
small incentive to ‘participate’ by allowing a 5% higher
fee schedule compared to non-participating physicians.
In addition, their names are included in a Physician
Directory available to beneficiaries.

2. The physician can decline to participate (non-participating
or ‘non-par’) and may accept assignment on a case-by-
case basis. As indicated their approved amounts for
services are set at 95% of Medicare amounts for ‘par’
physicians. These physicians are also limited in the max-
imum amount they can charge a Medicare patient,
which is 115% of the approved rate for ‘par’ physicians
(limiting charge). (Table III) A decision to become a
‘par’ or a non-par’ physician is complicated and depends

partly on the volume of Medicare patients (high in an

http://www.medicare.gov/Publications/Pubs/pdf/10050.pdf
http://www.medicare.gov/Publications/Pubs/pdf/10050.pdf
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arterial practice, low in an exclusively vein practice), and
the collection rate. As disincentives for not accepting
assignment grew, most physicians accepted the certainty

Fig 3. Hospital insurance (HI) fund or Part A; Medicar
Trustees Report. Available at http://www.cms.hhs
March 8, 2009.

Fig 4. Annual growth rates for components of benefits p
CBO’s March 2008 Baseline: MEDICARE. Available at h
Accessed March 8, 2009.

Table III. Physician reimbursement from Medicare for a

Contractual arrangement Payment rate

PAR physician 100% Medicare fee schedule � $100

Non-PAR/assigned claim 95% Medicare fee schedule � $95

Non-PAR/unassigned
claim

Limiting charge/109.25% Medicare
fee schedule � $109.25

Non-PAR, Non-participating; PAR, participating.
of getting paid 80% of the allowed amount.
3. The final option is to totally opt out of the Medicare
program, sign a specific contract with patients, and bill
the patient directly. In this case, they cannot choose to

rt B); and Medicare drug benefit (Part D). Source: 2008
reportstrustfunds/downloads/tr2008.pdf. Accessed

nts including physician fee schedule (Medicare). Source:
www.cbo.gov/budget/factsheets/2008b/medicare.pdf.

approved amount

ayment from medicare Payment from patient

(80%) direct to physician $20 (20%) paid by patient or
supplemental insurance

(80%) direct to physician $19 (20%) paid by patient or
supplemental insurance

$0 $76 (80%) paid to patient � $19
(20%) paid by patient or
supplemental insurance

� $14.25 balance bill paid by patient
e (Pa
.gov/
ayme
ttp://
$100

P

$80

$76
accept payments case-by-case and cannot submit any

http://www.cms.hhs.gov/reportstrustfunds/downloads/tr2008.pdf
http://www.cbo.gov/budget/factsheets/2008b/medicare.pdf
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claims to Medicare for two years. An exception is pro-
vided for emergency or urgent care.

Certain services are always subject to assignment such
as ambulatory surgery services, ambulance services, physi-
cian services to those with dual enrollment in Medicare and
Medicaid, and services provided by some non-physician
providers (Physician Assistant, Nurse Practitioners, Clinical
Social Workers, etc.).

Medicare selects ‘contractors’ to administer the pro-
gram throughout the country. A new physician should visit
http://www.cms.hhs.gov/MedicareProviderSupEnroll/.
To enroll, the practice should contact the contractor on the
website and fill out form CMS-885. Individual physicians
fill out Form CMS-885I and group practices must com-
plete Form CMS-855B. You should have available your
National Provider Identifier (NPI) number before enroll-
ing. This is the standard unique health identifier for health
care services. If you do not have one, visit https://nppes.
cms.hhs.gov or call 1-800-465-3203. Most claims for ser-
vices are filed electronically and rarely by completion of
Form CMS-1500. In addition, you must submit the Elec-
tronic Funds Transfer Authorization Agreement (CMS-
588/EFT) as well as Form CMS-460 if you agree to accept
assignment and the Standard Electronic Data Interchange
(EDI) enrollment form if you intend to submit electronic
billing at the same time. All the forms are available at
http://www.cms.hhs.gov/CMSForms/CMSForms/list.
asp. The enrollment process should take no more than 60
days.

FILING CLAIMS

Medicare fee-for-service claims must be filed on or
prior to December 31st following the year in which service
was rendered. All claims are filed electronically via the EDI
(Electronic Data Interchange) governed by the Health
Insurance Portability and Accountability Act (HIPAA) to
the Medicare Contractor. Medicare carriers pay most
‘clean’ electronic claims on the 14th day of filing. All
deductibles, co-insurances, and co-payments must be col-
lected from the patient as required by law as routinely
waiving these or treating non-Medicare patients differently
may be regarded as program ‘abuse.’ Coverage determina-
tions to address coding and billing are addressed on a
national level (National Coverage Determination or NCD)
and at the local level (Local Coverage determination or
LCD). Whether a service is reasonable and necessary and
therefore eligible for payment is made by the Secretary of
the Department of Health and Human services (HHS)
under NCD. LCDs are developed by local contractors to
provide guidance issues not addressed by NCDs.

FEE SCHEDULES AND PAYMENT
FOR PHYSICIANS

Centers for Medicare & Medicaid (CMS) administer a
price schedule for about 7500 physician services. The
Resource-Based Relative Value Scale (RBRVS) is the basis

for the physician fee schedule. Hospitals on the other hand,
are primarily reimbursed under the diagnosis related group
(DRG) system. The Medicare Fee Schedule is based on
national relative value units (RVUs) according to resource
utilization. The value attached to each RVU is based on
work, practice expense, and malpractice expenses. Medi-
care fees have always been lower than private insurance
carriers, although the gap narrowed between 1994 and
2004. In the 1990s, Medicare rates for all services and area
were 66% of private carriers and this has increased to 83% in
2004.9

The 2009 final fee schedule announced by CMS in-
cludes potential bonuses of up to 5.2% for physicians in-
cluding incentive payments of 2% of total allowed charges
for physicians who e-prescribe and another 2% incentive to
report measures under the Physician Quality Reporting
Initiative (PQRI) for their Medicare patients. After 2009,
the 2% e-prescribing bonus decreases to 1% for the next two
years, half of a percent by 2013, followed after 2013 by
penalties for not e-prescribing.

In a series of surveys looking at the public’s willingness
to limit the choice of physicians in exchange for lower
out-of-pocket costs, elderly Americans (�65 years) repre-
sent the only age group where a majority is less willing to
sacrifice choice in lieu of costs.10 How about the physicians
caring for the elderly, which is the majority of Vascular
Surgeons? With repeated cuts in reimbursement, there has
been justified concern about specialists not accepting new
Medicare patients. The percentage of physicians accepting
new Medicare patients increased slightly from 71% in 2000-
2001 to 72.9% in 2004-2005.11 Surgical specialists’ accep-
tance of all new Medicare patients in 2004-2005 was 73.1%
(down from 81.5% in 1996-1997) compared with 79.4%
for medical specialists and 65.3% for primary care physi-
cians. For the 3.4% of physicians not accepting new pa-
tients, inadequate reimbursement was the most common
reason (69%).

USE OF THE ADVANCE BENEFICIARY
NOTICE (ABN)

This written notice must be given to the Medicare
patient if you believe that the item or service you are
about to furnish may not be covered by Medicare. A
perfect example is a post-operative duplex scan on a vein
graft in the infra-inguinal position when you have a
clinical reason to obtain a scan prior to the time frame
specified in the Medicare guidelines. The ABN explains to
the patient the reason for the scan and why Medicare may not
cover the test. Then, the patient makes an informed decision
whether to agree to the scan. If the ABN is not signed and
Medicare denies the appropriateness of the test, the patient is
financially liable. The form is available at http://www.cms.
hhs.gov/BNI/02 ABNGABNL.asp.

WHAT IS THE SUSTAINABLE GROWTH
RATE (SGR)?

Physician services are covered under Part B (SMI) and
the fee schedule for these services is updated annually. The

current system in place was an effort by Congress in 1997 to

http://www.cms.hhs.gov/MedicareProviderSupEnroll/
https://nppes.cms.hhs.gov
https://nppes.cms.hhs.gov
http://www.cms.hhs.gov/CMSForms/CMSForms/list.asp
http://www.cms.hhs.gov/CMSForms/CMSForms/list.asp
http://www.cms.hhs.gov/BNI/02ABNGABNL.asp
http://www.cms.hhs.gov/BNI/02ABNGABNL.asp
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directly control growth in spending so as to keep the
growth in line with the overall economy. The formula put
in place was based upon the estimate of change in:12

1. Estimated percentage change in physician fees;
2. Estimated change in the number of Medicare beneficia-

ries;
3. Estimated ten year average growth in real GDP per

capita; and
4. Estimated change in expenditures caused by regu-

lations.

All physicians are essentially placed in one large pool
and if one area of the country over-utilizes imaging, for
example, all the physicians suffer, since there is no individ-
ual incentive to control volume. Thus, Congress uses a
comparison of actual spending with a target, and then uses
the difference (usually subtracts) to input prices for physi-
cian services. Since 2002, this formula has led Congress to
consider a reduction in physician reimbursement each year.
Each year, Congress has overridden the formula by either
freezing payments or granting a minimal increase after
heavy lobbying by physician organizations. The problem is
that this action simply defers the ultimate reduction rather
than permanently eliminating the cuts. Ginsburg points
out that in contrast to the 21% increase in physician input
prices, a cumulative payment reduction of 41% is scheduled
through 2016.13 A further compounding problem is a
budget neutrality provision where any increase of more
than $20 million in Part B spending as a result of coding,
new services, or technology must be made up by cuts in the
prospective payment system. MedPAC, the primary agency
advising Congress on the SGR fix, has advised completely
scrapping the existing formula in favor of payment adjust-
ments based on input prices and productivity.14

Proponents have asked Congress to use the Medicare
Economic Index (MEI), which measures the medical infla-
tion rate (currently increasing by 2% per year) or the
Consumer Price Index (CPI) instead. The other solution
proposed is to freeze reimbursement at present levels per-
manently, which would add $3 trillion in expenditures over
the long term. The problem is that either alternative,
specially the MEI, would significantly increase Part B ex-
penses. Total outlays would be $72.1 billion higher after 10
years, including premium increases of an additional $19.6
billion higher, and contributions from the general fund of
the Treasury of an additional $55.0 billion.15

AGENCIES AND OFFICIALS
OVERSEEING MEDICARE

In Congress, the committees that consider Medicare
issues are: House of Representatives Ways and Means Com-
mittee, Appropriations Committee, and Energy and Com-
merce Committee; and in the Senate: Appropriations
Committee, Finance Committee, and Energy and Com-
merce Committee.

The Social Security Administration determines eligibil-
ity for Medicare benefits and enrolls beneficiaries in Parts A

and B, collects premiums, educates them about coverage,
makes address changes, and replaces lost or stolen Medicare
cards.16

The Medicare Payment Advisory Committee (MedPAC)
is the independent group appointed by Congress as part of
the Balanced Budget Act of 1997 (BBA) to review Medi-
care payment policies, and recommend changes to keep the
Medicare program solvent.

ADMINISTRATIVE COST OF
MEDICARE PROGRAM

As a percentage of total costs, administrative expenses
were 1.4% for Part A and 1.5% for Part B.2 However, this
does not include salaries of CMS workers or the legal
expense of adjudication of Medicare claims and appeals.

INITIATIVES TO COMBAT MEDICARE FRAUD

Numerous statutory prohibitions, both civil and crim-
inal, against healthcare fraud exist. Multiple organizations
including the State Medicaid Fraud Units, the Office of
Inspector General (OIG) in the Department of HHS, and
the Department of Justice (DOJ) with other federal law
enforcement agencies enforce these laws. The most com-
mon laws on the books to be used are the False Claims Act,
the Anti-kickback Statute,17 Stark law,18 and HIPAA. With
the massive size of the Medicare program, it is not surpris-
ing that dishonest individuals and companies attempt to
obtain payment for things like services not preformed,
kickbacks for services, falsifying records or billing codes,
etc. Fines depend on the statute violated and may include
fines, disbarment from Medicare, prison terms, and recoup-
ment of illegal gains. The appeal process is prolonged and
starts with an appeal at the Medicare Contractor level. A
hearing before an independent contractor and then before
an administrative law judge follows this. The next appeal is
to the Medicare Appeals Council review followed by a final
hearing before U.S District Court.

Probably the largest cost savings program by CMS is
the Recovery Audit Contractor (RAC) program designed
to recover improper Medicare payments to providers. This
program has recovered over $1 billion in the past three
years and has significance for physicians. Hospitals are at
risk for up to 5% of Medicare revenue for improper coding
and documentation issues. The pressure to capture that
revenue then translates into making physicians comply with
coding requirements by tying part of their compensation
and bonuses to proper coding.

FUTURE OF MEDICARE AND
PROPOSED SOLUTIONS

There are six trustees for overall governance of the
Medicare program, four of whom are federal government
employees including the Labor Secretary, Treasury Secre-
tary, the Secretary of Health and Human Services, and the
Commissioner of Social Security. In addition, there are two
public members appointed by the President and confirmed
by the U.S Senate. Each year, the Trustees of the Medicare
Trust Fund issue a report, which clearly states that the

projected long-term costs of the program are not sustain-
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able given the existing financial arrangements. In 2007, the
Hospital Insurance (HI) Trust Fund paid out benefits that
exceeded revenues resulting in ‘borrowing’ from general
revenues to meet expenses. It is estimated that all HI
reserves will be exhausted by 2019 for two main reasons.2

First, the retirement of the baby boomers will boost the
number of people eligible for Medicare Part A. Not only
that but the spending per beneficiary will be greater due to
inflation and longevity. Second, the revenues funding the
program will decline due to fewer workers paying into the
system. As Morrisey points out, in 2005 there were 3.9
workers per beneficiary but in 2018 there are projected to
be only 3.0 workers per beneficiary.19 A similar fate lies
ahead for Medicare SMI, which pays for physician services
as part of Medicare Part B. If Congress continues to over-
ride the reductions in physician fees mandated under cur-
rent law, “actual Part B costs could be roughly 10 to 20
percent higher than projected, and a greater increase in
premium and general revenue financing would be required
to match program costs and maintain assets at the necessary
level.”20 A warning to this effect, required by law, the
“Medicare Funding warning” has been sounded two years
in a row triggered by the fact that general revenues are
projected to pay for Medicare cost over runs by more than
45%. If nothing is done, Medicare’s annual cost of 3.2% of
GDP in 2007 will increase to 10.8% in 2082 and Medicare’s
excess costs to be about $85.6 trillion.2

In terms of the long-term debt on taxpayers, this un-
funded obligation is estimated to top $35 trillion, which
equates to $320,000 per American household.20

It is also estimated that the Trustees Report may be under
estimating the shortfall in revenues due only partly to aging of
the population by magnitude of the problem by perhaps $3.0
trillion to $5.9 trillion.15 The Trustees have recommended
that program could be made solvent by an immediate 122%
increase in the payroll tax (from 2.9% to 6.44%), or even more
of a drastic step of an immediate 51% reduction in program
outlays or a combination of the two. Two-thirds of Medicare
spending goes towards 10% of fee for service Medicare bene-
ficiaries.21 This obvious target for massive cost savings will
have to be tackled sooner or later by difficult and unpopular,
consensus-based political decisions.

CONCLUSION

It is disturbing to realize that those of us planning to
utilize Medicare in the next two decades will see it consti-
tute 6%-8% of GDP instead of the 3.2% now. It is also
evident that the entire concept of incentive payments and
the rewards for the quality indicators specified in the Medi-
care program have not been adequate to inspire confidence
and need substantial input from physicians. With budget
neutrality as the basis for payment updates, specialties that
care for the elderly and are dependent on new technology,
such as Vascular Surgery, may be fighting an uphill battle
when the emphasis is on increasing reimbursement for
primary care physicians. The Society for Vascular Surgery
must continue to commit major resources on behalf of its

members to have its voice heard in Washington, D.C.
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