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MedPAC: Keep Specialty Hospitals on Hold

BY JENNIFER SILVERMAN

Associate Editor, Practice Trends

WASHINGTON — Congress should ex-
tend the Medicare Modernization Act’s
moratorium on the construction of physi-
cian-owned specialty hospitals for anoth-
er 18 months, a federal advisory panel has
recommended.

The Medicare Payment Advisory Com-
mission in draft recommendations had set
the extension for 1 year. But MedPAC lat-

er changed it to 18 months after commis-
sion members decided that more time
was needed to study the full impact of
these hospitals, often deemed as “cream
skimmers” for attracting more profitable
patients away from community hospitals.

MedPAC data indicate that specialty
hospitals tend to concentrate on certain di-
agnosis-related groups (DRGs), treating
relatively lower-severity patients within
them, and provide care for lower shares of
Medicaid patients.

So far, they've had little financial impact
on community hospitals, MedPAC ana-
lysts claim.

Commissioners at a January meeting de-
cided to forgo tougher language that
would have eliminated the “whole hospi-
tal” exemption, a provision in the self-re-
ferral regulations that allows physicians to
refer patients to a hospital in which they
have an investment interest as long as the
interest is in the entire hospital.

Eliminating the exemption “is not the
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right step to take at this time due to the
limited amount of data we have at this
point on specialty hospitals and their per-
formance,” MedPAC chairman Glenn
Hackbarth said.

To date, there’s only a small sample of
institutions to work on, and “we don’t
have a strong analytic foundation [on
which] to base efficiency. With regard to
quality, we haven't looked at that at all,”
he said.

MedPAC should readdress the issue in
the future, however, “so that we could
craft rules to get us the best competition
without compromising clinical judgment,”
Mr. Hackbarth said.
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In a statement, Rick Pollack, executive
vice president of the American Hospital
Association, commended MedPAC for ex-
tending the moratorium.

“This decision sends an important mes-
sage to Congress that physician ownership
and self-referral can cause serious
conflict-of-interest concerns,” he said.

In other recommendations slated for
MedPAC’s March report to Congress,
commissioners voted on several mea-
sures to refine the DRGs used to deter-
mine hospital payments to better account
for differences in severity of illness among
patients:

» The Department of Health and Human
Services should base the DRG relative
weights on the estimated cost of provid-
ing care rather than on charges, and on the
national average of hospitals’ relative val-
ues in each DRG.

» Congress should amend the law to give
the Department of Health and Human
Services secretary authority to adjust the
DRG relative weights to account for dif-
ferences in the prevalence of high-cost
outlier cases. In addition, case-mix mea-
surement and outlier policies should be
developed over a transitional period.

» HHS should also have the authority to
regulate gainsharing arrangements be-
tween physicians and hospitals so that
quality of care is protected and financial
incentives that could affect physician re-
ferrals are minimized.

Gainsharing has the potential benefit of
better aligning hospital and physician fi-
nancial incentives, but could be structured
to have fewer risks than outright physician
ownership of hospitals, according to Med-
PAC analyst Ariel Winter. u
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