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“A silent revolution is underway in 
how Medicare is administered 
in the states,” said John V. Cox, 

DO, chair of ASCO’s Clinical Prac-
tice Committee, speaking at the 14th 
Annual Oncology Presidents’ Retreat 
(for more, see page 42). 

In 2006, CMS began re-organiz-
ing the administrative structure for 
Medicare’s fee-for-service programs. 
Through Medicare contracting reform, 
CMS will integrate the administration 
of Medicare Parts A and B fee-for-
service benefits to new entities called 
Medicare Administrative Contractors. 
State Carrier Advisory Committees 
(CACs) may be subsumed by these 
new MACs, which are organized 
geographically by multistate regions. 
The aim is to integrate Medicare 
Part A fiscal intermediaries (FIs) and 
Part B carriers so that one group will 
adjudicate all Medicare fee-for-service 
claims that come from Part A and Part 
B. The administrative structure is to 
be transitioned into place in stages, 
starting in 2005 and ending in 2011. 
Twenty-three MACs, 15 of which 
primarily service Part A/B (see Table 
1), will be awarded through a competi-
tive bidding process. Four specialty 
MACs will service durable medical 
equipment (see Table 2) and four will 
service home care and hospice benefits. 

“Although the goal is to increase 
organization efficiencies and, 
thereby, save money, the risk is 
that services may not be adequately 
coordinated across service areas,” 
said Mary Lou Bowers, MBA, vice 
president of ELM Consulting. 

“Every region has different policies, 
and no one knows exactly how these 
different polices will be merged or 
brought together.” 

“There are a number of risks 
involved in this new process, includ-
ing coordinating services across 
different geographical areas,” contin-
ued Bowers. “But perhaps the most 
concerning change is the lack of a 
defined structure for physician input 

into medical decision making.”
Bowers went on to say that these 

changes are “a big deal” for hospi-
tals because they will no longer be 
able select their fiscal intermediar-
ies. In addition, the final rule does 

not mention what role (if any) the 
existing CACs or the carrier medi-
cal directors will play. In its Request 
for Proposal (RFP), CMS makes no 
mention of a medical director; the 

	 	 RFP	 Contract 
Jurisdiction	 Included States	 Released	 Awarded

1	 CA, HI, NV	 Sept. 2006	 Sept. 2007
2	 AK, ID, OR, WA	 Sept. 2006	 Sept. 2007
3	 AZ, MT, ND, SD, UT, WY	 Sept. 2005	 June 2006
4	 CO, NM, OK, TX	 Sept. 2006	 Sept. 2007
5	 IA, KS, MO, NE	 Sept. 2006	 Sept. 2007
6	 IL, MN, WI	 Sept. 2007	 Sept. 2008
7	 AR, LA, MI	 Sept. 2006	 Sept. 2007
8	 IN, MI	 Sept. 2007	 Sept. 2008
9	 FL, Puerto Rico, 	 Sept. 2007	 Sept. 2008
	 U.S. Virgin Islands 
10	 AL, GA, TN 	 Sept. 2007	 Sept. 2008
11	 NC, SC, VA, WV	 Sept. 2007	 Sept. 2008
12	 DE, DC, MD, NJ, PA	 Sept. 2006	 Sept. 2007
13	 CT, NY	 Sept. 2006	 Sept. 2007
14	 ME, MA, NH, RI, VT	 Sept. 2007	 Sept. 2008
15	 KY, OH	 Sept. 2007	 Sept. 2008
Source: Centers for Medicare & Medicaid Services. www.cms.hhs.gov.

 Jurisdiction	 Included States	 DME MAC

A	 CT, DE, DC, ME, MD, MA, 	 National Heritage	
	 NH, NJ, NY, PA, RI, and VT	 Insurance Company
B	 IL, IN, KY, MI, MN, OH, 	 AdminaStar Federal	
	 and WI
C	 AL, AR, CO, FL, GA, LA, 	 Palmetto Government	
	 MS, NM, NC, OK, Puerto 	 Benefits	
	 Rico, SC, TN, TX, U.S. Virgin 	 Administrator	 	
	 Islands, VA, and WV
D	 AK, American Samoa, AZ, 	 Noridian  	 	
	 CA, Guam, HI, ID, IA, KS,	 Administrative	
	 MO, MT, NE, NV, ND, 	 Services	
	 Northern Mariana Islands, 	
	 OR, SD, UT, WA, and WY

Source: Centers for Medicare & Medicaid Services. www.cms.hhs.gov.

From CACs to MACs

continued on page 10

Table 1: Proposed Roll-out of MACs

Table 2: Durable Medical Equipment MACs
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agency only asks competing organi-
zations to identify the individual who 
will make medical necessity coverage 
determinations. 

As CMS’s RFP only requires 
organizations to offer “transactional 
analysis,” another concern is that 
MACs may be awarded to companies 
outside of the healthcare arena, such 
as American Express. However, the 
four new Durable Medical Equipment 
(DME) MACs, which were awarded 
in December and which go into effect 
on July 1, are all organizations with 
extensive healthcare experience (see 
Table 2).  

With all of these unknowns, the 
oncology community will closely 
monitor the first primary A/B 
jurisdiction scheduled to be rolled 
out—Jurisdiction 3. 

States Challenge Medicare’s 
Part D “Clawback” Provision

C alifornia and four other states 
plan to file a lawsuit against 
the new Medicare Part D 

drug program, announced California 
Attorney General Bill Lockyer on 
Feb. 1. (The four other states have 
since been identified as Kentucky, 
New Jersey, Missouri, and Texas.) 
Specifically, the lawsuit is challenging 
the so-called “clawback” provision of 
the federal law, which requires states 
to pay the federal government a por-
tion of the state’s estimated savings 
under the new prescription drug plan. 

Under the “clawback” provision 
of the drug benefit, Medicare will 
assume the prescription drug costs for 
dual eligibles, but states will have to 
pay the federal government as much 
as 90 percent of the estimated amount 
they would have spent on Medicaid 
coverage for dual eligibles. (This rate 
will decrease to 75 percent over time.) 

The lawsuit alleges that the federal 
government is overbilling states for 
drug costs because of flaws in the 
formula for calculating the payments, 
reported the Los Angeles Times on 
Feb. 2, 2006. The Los Angeles Times 
article went on to say that, “Con-
gress had assured states that the new 
program would lower their costs of 

providing drug coverage by 10 per-
cent, [California] state officials esti-
mate that, by the middle of next year, 
California will have paid $161 million 
more than it would have under the 
old system.”

Lockyer is expected to appeal 
directly to the U.S. Supreme Court.

MedPAC Recommends 
Continued Payment Cuts for 
Hospitals, 2.8 Percent Hike 
for Physicians in 2007

During its Jan. 10, 2006, public 
meeting, the Medicare Pay-
ment Advisory Commission 

(MedPAC) recommended continued 
Medicare payments cuts in fiscal year 
2007 for hospital outpatient depart-
ments (HOPD), while physicians 
would receive a 2.8 percent increase 
in the FY 2007 update. The recom-
mendations will appear in MedPACs 
2007 March report to Congress.

Currently, hospitals are scheduled 
to receive the full market basket 
increase of 3.4 percent for FY 2007. 
However, MedPAC’s recommended 
payment update for dialysis services 
and the hospital inpatient and out-
patient prospective payment system 
(HOPPS) would equal the projected 
increase in the market basket minus 
0.45 percent, or 2.95 percent. This 
would reduce HOPD payments by 
$50-200 million in FY 2007 and 	
under $1 billion over five years. 

Despite forecasted 2006 Medi-
care margins of -2.2 percent in 2006, 
MedPAC’s analysts suggested that 
continued beneficiary access to care, 
increases in volumes of services, satis-
factory quality of care, and continued 
hospital access to capital indicate that 
Medicare payments to hospitals are 
generally adequate.

The recommended update for 	

physician services would increase 
Medicare spending by less than 	
$1.5 billion in FY 2007 and $5 billion 
to 10 billion over five years. 

MedPAC commissioners also 	
approved a recommendation that 
would require the Secretary of the 
Department of Health and Human 
Services (HHS) to establish an expert 
panel to identify overvalued physi-
cian services and review recommen-
dations from the Relative Value Scale 
Update Committee (RUC) of the 
American Medical Association. The 
RUC makes determinations on the 
values of physician services, known 
as relative value units (RVUs).

HHS would be required to con-
sult the expert panel and initiate the 
five-year review of services that have 
experienced substantial changes in 
lengths of stay, site of service, volume, 
expense, and other factors that may 
indicate changes in physician work. 
Some new physician services also 
would be referred to the RUC for 
review as soon as practicable and not 
postponed until the next five-year 
review. To ensure the validity of the 
physician fee schedule, all services 
should be reviewed periodically, the 
recommendations stated.

 MedPAC’s analysts also issued 
a critical overview of the payment 
problems associated with the sustain-
able growth rate (SGR). SGR is a cu-
mulative target for Medicare spend-
ing growth over time and is widely 
cited as the cause of scheduled cuts 
in physician payments over the next 
several years. According to Jennifer 
Podulka, a MedPAC analyst, SGR is 
a “one size fits all” method that treats 
all physician specialties and volume 
increases the same and creates little 
incentive for individual physicians to 
control volume.

Instead, the analysts suggested 
applying SGR to smaller target pools 
could be more effective. Examples 
cited included differentiating be-
tween geographic regions, types of 
services, membership in both orga-
nized group practices and hospital 
medical staffs, and physicians who 
are “outliers” in terms of volume, 
possibly due to the health conditions 
of their patients.

The pending budget reconciliation 
legislation (S.1932) would require 
MedPAC to submit a report to 	
Congress on alternative mechanisms 
by March 2007. 
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