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Abstract

Context: Medicare’s Incentive Payment (MIP) program provides a 10
percent bonus payment to providers who treat Medicare patients in rural and urban
areas where there is a federally designated shortage of generalist physicians.

Objective: This paper examines the experience of five states (Alaska, Idaho,
North Carolina, South Carolina, and Washington) with the MIP program. We
determined the program’s expenditures, utilization, and which types of physicians
received payments.

Design: The study involved a retrospective cohort design, utilizing complete
1998 Medicare Part B data. Physician specialty was determined through American
Medical Association Masterfile data. The business ZIP code of the physician defined
the location of the physician/patient encounter. Rural status was determined by
linking this ZIP code to its Rural-Urban Commuting Area Code (RUCA).

Results: There were 2,220,841 patients and 39,780 providers in the study
cohort, including 9,885 (24.9%) generalists, 21,292 (53.5%) medical and surgical
specialists, and 8,603 (21.6%) non-physician providers. Over $4 million in bonus
payments were made to providers in the Health Professional Service Area (HPSA)
sites, with a median overall payment of $173. Specialists and urban providers
received 58 percent and 14 percent of the bonus reimbursements respectively.
Nearly a third of the potential bonus payments ($2 million) were not distributed
because the providers did not claim them. Over $2.8 million in bonus claims were
distributed to providers who likely did not work in approved HPSA sites.

Conclusions: The MIP bonus payments given to providers are small. Many
providers who should have claimed the bonus did not, and many providers who
likely did not qualify for the bonus claimed and received it. For the program to be
improved, consideration should be given to focusing and enlarging the bonus
payments to specific providers, rather than rewarding all providers equally. In
addition, policy makers should consider a system that prospectively determines
provider eligibility.






Introduction

Medicare’s Incentive Payment (MIP) program for physicians began in 1987
with the aim of encouraging primary care physicians to work in underserved rural
areas and to improve access to care for Medicare beneficiaries. This program paid a
5 percent bonus on Medicare payments to primary care physicians who treated
patients in underserved areas.(l) In 1991, Congress expanded the program,
increasing the bonus to 10 percent and adding all medical and surgical specialists.
In addition, those who worked in underserved urban areas were also made
eligible.?) Since the late 1990s, Medicare has spent about $100 million per year on
this program, including $77 million in 1998.(3)

The bonus payments are available only for specific services. Inpatient and
outpatient care, as well as most procedures, are eligible, but portions of other bills
are not. In addition, some non-physicians, such as podiatrists, chiropractors and
oral surgeons can claim the bonus, while others, such as nurse practitioners, cannot.
Bonus payments are not made to practitioners who see Medicare patients enrolled
in HMOs.

To receive the bonus, the physician-patient encounter must occur in an area
defined as a geographic Health Professional Shortage Area (HPSA). Payments are
not made for work performed in Population or Facility HPSAs. A geographic HPSA
can be proposed by a community organization and/or state government. The
request is then forwarded to the Health Resource Services Administration (HRSA)
for federal approval. Geographic HPSAs require distinct areas that have a
population to physician ratio of greater than 3,000-3,500:1. In 1998, there were over
1,800 geographically designated HPSA sites nationwide.4) Quarterly updated
HPSA information is given to Medicare Carriers, insurance companies that process
and pay claims from physicians for services rendered to Medicare beneficiaries.
The Carriers are responsible for disseminating the HPSA information to providers
and for using these data for auditing the program.()

The HPSA bonus is not an automatic payment. To claim the bonus,
physicians must add a specific modifier to each bill submitted. At the end of each
fiscal quarter, Medicare Carriers send reimbursements to all physicians who
requested the bonus payments.(5)

This paper examines the experience of five states with the MIP program:
Alaska, Idaho, South Carolina, North Carolina, and Washington. These states were
chosen because they have large rural populations and areas that might be eligible for
payments, and because detailed geographic information regarding their HPSA
locations was available to us. We were interested in knowing about the MIP



reimbursement amounts for the five states, whether there was broad utilization of
the program and which types of physicians were receiving the payments.

Methods

We employed a retrospective cohort design, collecting complete 1998
Medicare Part B data for the five study states. These data include all final and
reconciled billing information for Medicare inpatients and outpatients aged 65 and
older who were seen in the fee-for-service arena during the study year. This
includes patients who were seen during1998 but whose billing may have occurred in
1999. In addition, we also obtained information directly from the Carriers regarding
the amount of MIP payments in each state.

Medicare's Part B files consist of a series of line items, with each line
representing a discrete service for which a payment claim was made to Medicare for
an individual patient. Each billing line has information regarding the physician
providing the care, the ZIP code of the location of that physician, the type of service
performed, the amount of reimbursement paid by Medicare for the service, whether
or not a MIP bonus payment was requested (inclusion of a QU (urban) or QB (rural)
modifier), as well as other demographic information about the patient.

We estimated MIP incentive payment amounts by calculating 10 percent of
the total payments made for each claim that contained a QU or QB modifier regard-
less of whether the encounter occurred in a geographic HPSA site. We felt that this
was accurate because the Carriers do not audit payments until after they have been
sent out. Since MIP payments are only made for the professional component of the
physician fee schedule, payments for technical components of certain claims, such as
diagnostic or therapeutic radiology, pathology services, and other diagnostic tests
that involve a physician’s interpretation, were excluded from this calculation. Our
estimate of total MIP payments was very close to the estimate calculated by the
Carriers. While our total dollar figure was 7.8 percent less than the Carriers’, this
was probably because we excluding providers who did not match in the American
Medical Association (AMA) database, but were nonetheless paid by Medicare.

We determined physician specialty by using data from the 2000 AMA
Masterfile, which has information on residency experience and board certification,
and from Medicare. For physicians, Medicare’s Unique Physician Identification
Number (UPIN) was used to match data from the AMA Masterfile in a process
described previously.(®) For the purposes of this study, generalists were considered
those whose primary AMA specialty was general internal medicine, general



practice, family practice, general surgery, obstetrics and gynecology, and general
pediatrics. Other physician providers were categorized into two groups: medical
and surgical specialists (See Table 1 for specialty detail). For non-physician
providers, including podiatrists, optometrists, chiropractors, osteopaths, and oral
surgeons, we used their self-reported Medicare specialty.

We used the Zone Improvement Plan (ZIP) code of the physician to define
where a provider/patient encounter took place. This information is contained on
each billing line and represents the ZIP code of the provider’s practice setting at the
time he/she saw the patient. If the provider worked at more than one site, then the
ZIP codes reflected this. This information is maintained and updated by Medicare’s
Carriers. A separate billing ZIP code (location of where reimbursement checks are
sent) is also available but was not used. More detailed information, including the
actual street address of the provider, is collected by Medicare Carriers. However,
these data are not keyed into the national data collection system and were not
available to us.

We obtained detailed information on geographic HPSAs from the Division of
Shortage Designation, Bureau of Primary Health Care, HRSA and confirmed these
data with state health officials in all five states. HPSA designations are requested by
community organizations or state governments in a process that requires federal
approval. New sites are created on an ongoing basis, but once they are approved,
they are supposed to be federally reassessed every three years. However, in recent
years the reviews have been delayed. The review can result in an extension of a
designation or its removal. Carriers receive quarterly reports of HPSA locations to
be used for auditing.

For the purposes of this study, we used the HPSA boundaries that were
designated as of November 1st, 1998 because of availability of data on or near that
date. Geographic HPSA boundaries are most often defined based on Census tract,
county and minor civil division boundaries. These boundaries do not often line up
with ZIP code boundaries. For each of the five states, we painstakingly compared
these boundaries with the use of detailed maps, census tract and ZIP code
population data, and in consultation with state officials responsible for HPSA
designation. In some cases involving minor civil divisions we had to make our best
estimate based on maps, town population, and road networks. Because ZIP codes
often straddle HPSA boundaries, we divided the claims into three categories, those
where the physician ZIP code was entirely in a HPSA, those where the ZIP code was
entirely outside a HPSA site, and crossover ZIP codes that straddle HPSA /Non-
HPSA boundaries. These crossover ZIP codes were further described by obtaining
detailed census data which allowed us to determine the percent of those over age 64
in the ZIP code that were living in the HPSA portion.



Rural status was determined by linking the physician ZIP code to its Rural-
Urban Commuting Area Code (RUCA).(7) This rural-urban taxonomy was selected
because it is a more precise subcounty alternative to county-based alternatives such
as the Office of Management and Budget's “Metropolitan Areas.” In addition,
RUCAs are now being used in a wide range of applications including eligibility for
federal rural-based programs (e.g., Critical Access Hospitals, Rural Outreach
Grants).

RUCAs use Census Bureau information to differentiate areas based on their
city/town size and functional relationships (i.e. work commuting patterns) to larger
cities and towns. The 30 RUCA designations were aggregated into four categories:
Urban (RUCA =1.0,1.1,2.0,2.1,2.2,3.0,4.1,5.1,7.1, 8.1, 10.1), Large Rural City (in
or associated with a large rural city of 10,000 to 50,000, RUCA = 4.0, 5.0, 6.0), Small
Rural Town (in or associated with a rural town of 2,500 to 10,000, RUCA = 7.0, 7.2,
7.3,7.4,80,8.2,8.3,8.4,9.0,9.1,9.2), and Isolated Smaller Rural Town (in or
associated with a rural town of fewer than 2,500, RUCA = 10.0, 10.2, 10.3, 10.4, 10.5).
Non-city/town areas were aggregated with the city/town where they had a strong
commuting relationship.

Descriptive analyses of the data were performed using graphical displays and
summaries of the data, such as means and standard deviations.

Results

There were 2,220,841 patients and 39,780 providers in the cohort. Of the
providers, 9,885 (24.9%) were generalists, 21,292 (53.5%) were medical and surgical
specialists, and 8,603 (21.6%) were non-physician providers. Over 7 percent of the
patient encounters occurred in ZIP codes that were entirely within HPSA sites, 80.4
percent of patients were seen in ZIP codes that were entirely outside HPSA sites,
and 12.5 percent of patients were seen in crossover ZIP codes.

Table 1 shows the MIP payments by rural/urban location, physician specialty
status, and by state for those providers whose ZIP codes where entirely within a
HPSA and therefore were eligible for the MIP bonus. In addition, it reports the
amount of lost MIP revenue; that is, the reimbursement these providers could have
billed for but did not. Of the over $4 million paid out in MIP bonuses, only 14
percent went to providers in urban areas. Over half of the bonus payments went to
medical and surgical specialists. Nearly a third of the time, physicians did not
request the bonus payment for an eligible visit. This amounted to nearly $2 million



in unclaimed MIP payments. These missed opportunities were higher among
generalists, in urban areas, and in Alaska and Idaho.

Table 2 shows the median MIP payments to physicians in ZIP codes entirely
within a HPSA site. Overall, the median annual payment to physicians was $173,
with the 75" percentile receiving $1,448. Specialists received more than generalists,
and those in small and isolated small rural areas received more than those in more
populated areas. The median payment in Washington was nearly eight times that in
North Carolina.

If all the providers who worked in HPSA areas received the bonus for eligible
services, regardless of whether or not they billed for it, median MIP payments
would rise by over $800 per physician and by nearly $3,000 for physicians at the 75"
percentile. Specialists, both urban and rural would increase their median
reimbursement to nearly $2,000. In addition, those in large rural areas, and those in
North and South Carolina would receive large increases in bonus dollars.

Table 3 shows the cost of the MIP program using a variety of payment
options. The total amount of actual bonus payments in the five study states in ZIP
codes that were entirely in a HPSA site was just over $4.1 million. This figure would
have increased to over $6 million if the reimbursements were automatic, that is, if
every eligible provider in these HPSA ZIP codes were paid the bonus (see Figure 1).
However, if the bonus payments were only made to rural generalists, the total
payments would be $1.92 million. These figures do not take into account the
changes in the program’s cost that would occur in non-HPSA ZIP codes or
“crossover” ZIP codes under automatic reimbursement. If the HPSA requirement
were removed and payments were made to all generalists in small and isolated rural
areas (based on RUCA status), they would amount to $5.77 million.

Table 4 shows the experience of providers whose ZIP codes are entirely in
non-HPSA sites. In total, $1.37 billion was paid to providers in these sites and 2.1
percent of bills requested the HPSA bonus. Thus, $2.88 million in bonus payments
were paid out to providers who probably were not eligible.

Of the $146.8 million total payments made in crossover ZIP codes, 72 percent
were in urban areas, 18 percent were in large rural, 8 percent were in small rural,
and 2 percent were in isolated small rural areas. A total of $514,000 in HPSA
payments were made in these crossover ZIP codes, mostly in South Carolina
($253,000) and North Carolina ($220,000).
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Discussion

Our results reveal that there were missed opportunities in the MIP program.
While over $4 million was paid out to physicians in the program in the five study
states, providers working in HPSA sites failed to claim the bonus nearly one third of
the time, foregoing an additional $2 million in incentive payments. Conversely, the
program paid almost $3 million to providers who were probably not working in
approved geographic HPSA sites.

Our results are consistent with several other reports (348910 that have
analyzed the HPSA program. In 1999, the Government Accounting Office (GAO)
issued a report suggesting that the HPSA program was not “an effective mechanism
for improving Medicare beneficiaries’ ability to obtain health care” as the average
payment to providers was quite small. Furthermore, most of the HPSA payments
went to specialists, for whom shortages were not determined. A more recent RAND
report focused on the regional variation of the MIP’s impact and found that while
the percent of bonus payments going to primary care providers had decreased over
time, the percent of payments for primary care services actually increased.

Our study extends these results, as we used a more accurate definition of
physician specialty. Prior studies were unable to fully differentiate those providers
who practiced internal medicine from other medical specialists. Using AMA data,
we were able to be more accurate when analyzing this variable. In addition, by
determining geographic HPSA sites in detail and comparing them to physician
practice locations, we are able to make statements about the appropriateness of
claims unavailable to others.

Within the HPSA areas, about 14 percent of the bonus payments went to
providers in urban areas. However, these providers were the least efficient when it
came to requesting the bonus. If all providers were given the bonus in these areas,
regardless of whether they requested it, urban areas would have received 18 percent
of the total payments. This differs significantly from earlier reports suggesting that
more than half of the MIP payments went to providers in urban areas.(4) These
findings likely represent the influence of several factors. Rather than relying on
physician self-report, or the home address of the patient to locate the physician-
patient encounter, we used the provider location from the billing data. In addition,
we used a different, more accurate categorization of rural /urban status. Finally,
while we included five states in our detailed analysis, a higher percentage of urban
payments might be made in states not included in our study. Indeed, when
examining the population over age 64, 63 percent of those in the study states lived in
an urban area, compared to 75 percent of those in the rest of the country.
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Using our definition of generalist provider, we found that generalists re-
ceived 36 percent of the total MIP payments. If the payments were made automati-
cally and all appropriate providers were given the bonus regardless of whether they
requested it, the distribution of funds between provider types would not change
significantly: generalists would still receive only 37 percent the payments.

There are likely several reasons for our findings. Although the MIP program
pays out nearly $100 million/year, it is a relatively small Medicare program and
may not receive the attention it warrants either by the Medicare Carriers that
monitor it, or the physicians that might benefit from it. This is compounded by the
fact that the regulations behind HPSA designations are complex; defining
geographic HPSA boundaries in difficult, even for committed experts.

Policy Implications

Our findings have several policy implications. First of all, the median MIP
bonus payment to a provider in a HPSA site was $173, although 25 percent received
more than $1,400. This relatively small sum is unlikely to be a strong incentive for a
provider to move to or stay in an underserved area. However, there may be ways to
increase the median payment substantially, without violating an assumption of
overall budget neutrality. Table 3 provides a framework for policy development in
this area. For instance, if the payments were restricted to only generalists in rural
areas, their bonus could be doubled—to 20 percent—and the total bonus payments
would still decrease from $4.2 to $1.9 million.

The high number of missed opportunities by providers who did not bill for
the bonus when they could have, as well as claim payments that appear to be
erroneous, suggest that a new design for the system should be considered. Given
the complexity and changing nature of HPSA designations, depending on physician
initiated payment does not seem prudent. One alternative would be to make the
payment “automatic.” In this way, all those working in a geographic HPSA would
receive payments regardless of whether they requested it on each bill.

Making the program automatic will not be easy. Medicare’s billing data were
not designed to geographically locate the patient/provider encounter with complete
accuracy. However, one possibility could be to determine, prospectively, eligible
providers by having them apply on a regular basis. Claims submitted by providers
who see patients in multiple sites could be distinguished by separate, site-specific
provider numbers (these “PIN numbers” already exist). The drawback of this
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system is that the responsibility remains on the providers to apply for the bonus,
and some providers are still likely to be overlooked.

Another option would be to use the same provider ZIP code we used in our
analysis to determine the location of service. This would work well for those ZIP
codes that are entirely in or outside of a HPSA area. However, this method would
be problematic in the crossover ZIP codes (where only part of the ZIP code is in the
HPSA site). Overall, there were $147 million in total billings in the crossover ZIP
codes in our study, but only $500,000 in bonus payments, suggested only a limited
number of eligible physicians. If one were generous and assumed that all the
billings warranted a HPSA bonus (this is unlikely given the limited amount that was
actually requested), $14.7 million would have to be paid out in the five study states,
nearly twice the current total MIP payments for the five study states. Alternatively,
the Carriers, perhaps in collaboration with the state Primary Care Officers involved
in HPSA designation, could prospectively certify qualified physicians in crossover
ZIP codes on a yearly basis.

Another option would be to use current Census data and determine the
percent of patients in a particular crossover ZIP code that live within the HPSA
portion of that ZIP code. This is relatively easy to do. We performed this in our
study states and then categorized the crossover ZIP codes based on this percentage.
We found that 70 percent of the total payments ($105 million) went to providers
who worked in crossover ZIP codes where less than 25 percent of the population
lived in a geographic HPSA site. In addition, we found that potential MIP payments
in the crossover ZIP codes would be $2.5 million if only those providers who
worked in ZIP codes where the majority (>/= 50%) of the population lived in the
HPSA portion were paid the bonus, and $475,000 if only those in ZIP codes where at
least 75 percent of the population was in the geographic HPSA portion. The
advantage of this system is that it requires much less administrative time and energy
to update the system and to keep it running. The drawback is that it will create a
new set of winner and losers. It is likely that this system may pay some providers
who are not working in a HPSA site and it may not pay others who are.

A more drastic alternative would be to eliminate the geographic HPSA
eligibility requirement altogether and use a geographic criterion that is more stable
and targeted. For instance, bonus payments could be paid for services rendered in
all small and isolated small rural areas based on RUCA status alone, irregardless of
HPSA status (see bottom of Table 3). In this scenario, if only generalists were given
the bonus payment, the total amount of bonus payments would be only slightly
more that the current spending in HPSA only ZIP codes, but less than if the current
program were made “automatic.”
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There are several limitations to our study. First of all, this was a study of five
states and the experience of other areas of the country may be different. In addition,
our data are several years old and may not reflect current trends. However,
program expenditures have been fairly stable over the past few years and there have
been no recent administrative changes to suggest that the results of analyses of more
current data would yield different results. We relied on the provider business ZIP
code in the billing data as an indicator of the site where patients were seen. To our
knowledge, no one has performed a validation study of this variable, however, it is
considered the most accurate source of practice location when compared with other
AMA and UPIN Registry data.(®/11) Finally, because of the availability of data, and
the ambiguity about the timing of certain changes, we based our analyses on the
HPSA locations as of November 1, 1998. However, the Medicare Part B data
employed in this study are for services rendered throughout the entire year. This
may have resulted in misclassification regarding bonus payment eligibility and
payment. Examination of the information available to us indicates that, during the
study year, approximately five percent or fewer of the geographic HPSAs changed
designation status. Thus, while there may be some misclassification, we believe that
is not substantial and certainly not of a magnitude which might influence the nature
of our results.

Despite these limitations, our study provides one of the most detailed
examination of the MIP program to date. We found that many providers who
should have claimed the bonus did not, and that many providers who may not have
qualified for the bonus claimed and received it. For the program to be improved,
consideration should be given to focusing and enlarging the bonus payments to
specific providers, rather than rewarding all providers equally. In addition, policy
maker should consider implementing a system that prospectively determines the
provider eligibility.
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TABLE 4
100% Non-HPSA ZIP Codes Incorrect Bonus Payments
AK $ 14,079
ID $ 93,766 |
NC $ 517,397
SC $ 1,325413
WA $

933,975 |

 Towal $ 2,884,630 |
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