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EXECUTIVE SUMMARY

Introduction and Purpose

e : : Key Background Facts
Osteoporosis is a disease that is characterized by y g

low bone mass and a deterioration of bone = Due to Deficit Reduction Act and Medicare
structure that results in bone fragility and an Physician Fee Schedule (MPFS) cuts:
increased risk of fracture. The disease affects 10 o DXA payment was reduced from $139
million older Americans and is associated with to $82 and further to approximately
significant mortality and morbidity. An $35 in 2010.

additional 34 million individuals have osteopenia e VFA payment was reduced from $40
(low bone mass) and are at increased risk of to less than $25 and further to
fracture at some time in their lives. approximately $19 in 2010.

= At least two million individuals experience

In order to reduce the impact of osteoporosis, it an osteoporotic fracture each year, with

is most important to diagnose it prior to fracture direct health care costs estimated to be
and initiate treatment for those at high risk. approximately $16.9 billion.

Dual—epergy x—ray”absorpuometr?’l (DXA) is = By 2025, the number of osteoporotic
rgcogngd as the golsi standard .for‘ fractures is estimated to be over three
diagnosing osteoporosis and monitoring the million and result in costs of approximately
response to therapy. $25 billion.

Numerous clinical trials document that the use * Less than 20% of eligible Medicare

beneficiaries receive a DXA scan within the

of FDA approved drugs in women with .
recommended two year interval.

osteoporosis significantly reduce fracture

risk.123 Despite these findings, other studies = By 2010, 93% of physicians said that they
have highlighted the underutilization of DXA would no longer be performing DXA in their
testing for osteoporosis in the high-risk group offices, based on the proposed payment.

of females older than 65 years of age.* = Patient access to DXA testing could be

severely compromised if DXA
reimbursement is undervalued.

There have been several important Federal

initiatives to promote the use of DXA. CMS has

incorporated central DXA testing as a key preventive service, and it is now part of the
“Welcome to Medicare” exam. The 2002 United States Preventive Services Task Force
recommends screening for all women over the age of 65, and those 60-65 years of age with a
body mass less than 70 kilograms.5 The 2004 Surgeon General’s report on Bone Health and
Osteoporosis cited bone mass measurement as “one of the most significant advances in the last

1 Harris ST, Watts NB, Genant HK, et al. (1999). (Effects of risedronate treatment on vertebral and nonvertebral
fractures in women with postmenopausal osteoporosis: a randomized controlled trial. JAMA 282: 1344-1352.

2 Kanis J, Barton I, Jonell O. (2005). Risedronate decreases fracture risk in patients selected solely on the basis of prior
vertebral fracture. Osteoporosis Int. 16:475-482.

3 Quandt S, Thompson D, Schneider D, et al. (2005). Effect of alendronate on vertebral fracture risk in women with
bone mineral density T-scores of -1.6 to -2.5 at the femoral neck: The Fracture Intervention Trial (FIT). Mayo Clin
Proc 80(3): 343-349.

4 Patton E, Fischer H. (2005). Screening for Osteoporosis in Postmenopausal Women: Adherence to the 2002 USPSTF
Guidelines. Presented at the Sixth International Symposium on Osteoporosis: Current Status, Future Directions.
Washington D.C.

5 Nelson H, Helfand M, Woolf SH, Allan J. (2002). Screening for postmenopausal osteoporosis: A review of the
Evidence for the U.S. Preventive Services Task Force. Annals of Internal Medicine 137(6), pp. 529-541.
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quarter century.”® The August 2006 Federal Register revisions to Coverage of Bone Mass
Measurement restricted reimbursement to central DXA as the only technology to monitor
response to FDA approved drug therapy.

Vertebral fracture assessment, or VFA, is a recent advance which permits imaging of the spine to
identify vertebral fractures. The software that permits one to do this can be placed on a DXA
machine. Two thirds of vertebral fractures are clinically unappreciated but convey a significant
increased risk for future osteoporotic fractures, not only at the spine but also hip and wrist. Thus
VFA paired with DXA allows for identification of those who are at high fracture risk and who
need medical therapy.

Reductions in Medicare reimbursement of DXA and VFA in the non-facility or physician office
setting recently have been enacted. MedPAC asserts that when services are undervalued,
providers cease furnishing them, threatening beneficiaries” access to care.” The Deficit Reduction
Act of 2005 (DRA) limited technical component reimbursement for imaging services that are
performed in physician offices to the lesser of either the payment under the Medicare Physician
Fee Schedule (MPFS) or that under the hospital Outpatient Prospective Payment System (OPPS).
Methodological changes to the MPFS from CMS-1321-FC resulted in further Medicare payment
reductions over a four year transition period beginning in CY 2007.8 Due to DRA and MPFS
changes effective January 1, 2007, payment for DXA dropped by 40%, from approximately $139 to
$82, and will drop to approximately $35 (an overall 75% reduction) when the MPFS is fully
implemented in 2010. Reimbursement for VFA in 2007 also will drop from approximately $40 to
less than $25, a 38% reduction. By January 2010, VFA reimbursement will have dropped
approximately 50% from the 2006 payment to $19.

Evaluation and treatment rates for osteoporosis in older individuals with fractures currently fall far
below national recommendations,'? suggesting that a reduction in the availability of DXA will
exacerbate access problems further. Since approximately two-thirds of all DXA scans are performed
in the non-facility setting, patient access to bone mass measurement and assessment will be
compromised severely if physicians discontinue providing these tests in their offices. Barriers to the
use of DXA that have been cited in the literature include cost, availability of services, travel time
and transportation, and health system factors like intake procedures, facility open times, and
appointment availability. These factors tend to erect greater barriers to access at the hospital
outpatient departments than in the local physician offices.!* Furthermore, for preventive services,

6U.S Department of Health and Human Services. "Bone Health and Osteoporosis. A Report of the Surgeon General".
Rockville, MD: U.S. Department of Health and Human Services, Office of the Surgeon General, 2004.
www.surgeongeneral.gov/library

7 Medicare Payment Advisory Commission: Report to the Congress. Promoting Greater Efficiency in Medicare. June 2007.

8 CMS-1321-FC finalized methodological changes to the calculation of Practice Expense RVUs under the Medicare
Physician Fee Schedule.

9 DXA payments modeled with budget neutrality adjustor of 10.1% to work RVU and SGR reduction of 5% per year
through 2010. We assumed conversion factor of $30.85 for 2011 and 2012 as it was felt that assumptions beyond
2010 would not be credible.

10 Feldstein A, Elmer PJ, Orwoll E et al. (2003) Bone mineral density measurement and treatment for osteoporosis in
older individuals with fractures: A gap in evidence-based practice guideline implementation. Arch Int Med
163(18):2165-2172.

11 Scheppers E, van Dongen E, Dekker J, et al. (2006). Potential barriers to the use of health services among ethnic
minorities: a review. Family Practice 23(3):325-348.
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the perception that it is not needed urgently also may represent a major obstacle.’2 Research on
mammography shows that delayed referral was associated independently with patient age over
65 and the presence of more than one chronic illness.1?

The American Association of Clinical Endocrinologists (AACE), the International Society for
Clinical Densitometry (ISCD), the American College of Rheumatology (ACR), and The Endocrine
Society (TES), commissioned The Lewin Group to survey office-based providers of DXA, in order
to develop estimates of the costs associated with providing DXA services to Medicare
beneficiaries. There have been concerns that current and future levels of reimbursement for both
DXA and VFA are below operating costs, but a detailed cost analysis previously had not been
performed. Given the new methodology employed by CMS in the last five-year review and the
provider cost data being somewhat dated, this study assumes greater importance. This study
should assist policymakers and others to determine whether the current Medicare reimbursement
for DXA approximates real world operating costs.

Through a mixed mode distribution (i.e., internet, mail and fax with telephone follow-up) of a
multi-specialty survey, Lewin collected cost information from 163 physician practices. Lewin then
estimated all costs associated with providing DXA and VFA, including practice expense,
malpractice expense, and physician work. Practice expense and malpractice expense estimates were
developed using financial information collected through The Lewin Group survey. Physician work
estimates were based on information that had been collected previously by the ISCD in a clinical
survey of densitometry professionals concerning the time required for clinical input (in minutes) for
all aspects of DXA provision. The three types of costs (practice expense, malpractice expense, and
physician work) were summed to yield total costs. Finally, Lewin compared the total costs to the
global reimbursement for DXA and VFA services in the office-based setting.

In addition, Lewin was asked to develop a cost estimate for a policy proposal to maintain
payment for DXA in physician offices at the 2006 MPFS amount. Supported by analyses of
secondary data and expert judgment, The Lewin Group used a cost accounting methodology
similar to that used by the Congressional Budget Office (CBO), to determine the budgetary impact
to Medicare over one and five years of restoring DXA reimbursement to the 2006 payment of
$139.46.14 The purpose of this report is to present the findings of both sets of activities.

Summary of Findings

Study findings are organized into two sections. First, we present our median total cost per
procedure for DXA and VFA, based on information from our survey of 163 providers and other
study activities. Second, we present an estimate of the five-year gross and net costs to Medicare of
implementing the proposal to restore DXA reimbursement to the 2006 MPFS amount of $139.46.

12 Strickland J, Strickland DL. (1996). Barriers to Preventive Health Services for Minority Households in the Rural
South. | Rural Health, 22 (4): 367-374.

13 Gimotti et al. (2002). Delivering Preventive Health Services for Breast Cancer Control: A Longitudinal View of a
Randomized Controlled Trial. Health Services Research 37 (1): 63-83.

14 We used multiple sources of data for this analysis, including secondary Medicare claims and preliminary Part B
Extract and Summary System File (BESS) data for 2006, the results of a clinical survey of multi-specialty
densitometry professionals conducted in early 2007, the 2007 Medicare Trustees Report, CMS changes to
physician payment under Part B rulemaking, and the Medicare Fee Schedule contained in the 2006 Federal
Register. In addition, we used evidence contained in the peer-reviewed literature.
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1. Cost of Performing DXA and VFA in Office-based Setting - Survey Results
a. Cost of Performing DXA

We found a 2007 median total cost per DXA Key Findings

procedure of $134.13, which is $5 less than the = The median cost per DXA procedure is
2006 MPFS reimbursement and about $50 more $134.13, $5 less than the 2006 Medicare
than the 2007 Medicare reimbursement. This reimbursement.

flndlng represents the costs of performing DXA in = Unlike other imaging equipment, DXA
a practice that may or may not perform VFA as machines have a utilization rate of 13%
well. Costs are developed per practice and are for DXA (15% for DXA and VFA).
reflective of each practice’s individual procedure-
mix. The 2007 rglmbursement of $82 represents currently reimbursed by Medicare at or
61% of our median cost. The median number of above their costs. No provider will be
DXA procedures performed per year was 768. See adequately reimbursed for DXA in 2010.
Figure ES-1.

= Only 14% of survey respondents are

Figure ES-1: Ratio of 2007 Payment to Cost per DXA Procedure
by 25th, 50th and 75th Percentile

Loss per Ratio

Percentile 2007 Cost 2007 Payment | Procedure Payment:Cost
25th percentile $95.07 $82 $13.07 86%
50% (median) $134.13 $82 $52.13 61%
75th percentile $195.02 $82 $113.02 42%

An inverse relationship between the average cost per procedure and the number of DXA
procedures performed in a year would be anticipated under basic economic theory. However, this
does not extend beyond 1500 procedures per year. As Figure ES-2 below demonstrates, there is a
steady decrease in the average cost per procedures as practices increase the number of procedures
performed per year, until they reach 1500 procedures per year. The increased cost per procedure
at this volume possibly may be attributed to the extra fixed costs and overhead that are associated
with operating a high capacity practice.
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Figure ES-2: Relationship between Number of DXA Procedures Performed and
Average Cost per Procedure
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Across all practices represented in the survey, there is an overall utilization rate for DXA machines
of 13%, defined as total annual hours equipment is used for patient care, divided by total annual
hours equipment is available for DXA.1> This is substantially lower than the CMS assumption that
all imaging equipment is utilized 50% of the time the machine is available for patient care. Unlike
advanced imaging services, such as MRI and CT which are used for multiple disease states, DXA is
used for just a single disease. Rather than being located in a stand alone imaging center, DXA
machines usually are located in the primary care or specialty provider’s office. Furthermore, DXA is
not subject to overuse since its indications are legislated in the Bone Mass Measurement Act. DXA
and VFA tests are integral to providing quality care to patients, as they support both initial
diagnosis as well as ongoing monitoring of osteoporosis therapies.

After accounting for cost inflation and the continual decline of DXA payments through 2010, very
few providers will be financially able to deliver DXA services to Medicare beneficiaries in the
coming years. No provider will be reimbursed by Medicare at or above their costs in 2010. In the
course of our data collection, we found that a number of large providers either have closed their
doors or totally eliminated DXA as a provided service. If the very largest providers who know
their costs best discontinue DXA service, others are

likely to follow. Key Findings
b. Cost of Performing VFA = The median cost per VFA
. ) procedure (as a tandem procedure
Our analysis produced a 2007 median total cost per to DXA) is $65.83, $26 more than
VFA procedure of $65.83, almost $26 more than the the 2006 Medicare reimbursement.

2006 MPFS payment amount for VFA performed in the Y . .
ffice setting, and about $30 more than the 2007 " About 17% of providers are being
0 3 & ) reimbursed adequately for VFA in

reimbursement. This represents the costs of 2007, while only 1% will be
performing VFA as a tandem procedure to DXA. The reimbursed adequately in 2010.

15 We found the overall utilization rate for DXA machines used both for DXA and VFA procedures to be 15%.
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2007 payment of $35 represents 53% of our median cost estimate (See Figure ES-3.) With a
median number of procedures of only 180 per year, it is evident that most DXA procedures are
not accompanied by a VFA.

Figure ES-3: Ratio of 2007 Payment to Cost per VFA Procedure
by 25th, 50th and 75th Percentile

Loss per Ratio

Percentile 2007 Cost 2007 Payment | Procedure Payment:Cost
25th percentile $43.59 $35 $8.59 80%
50% (median) $65.83 $35 $30.83 53%
75th percentile $119.88 $35 $84.88 29%

c. Sensitivity Analysis

In developing the Notice of Proposed Rule Making (NPRM), CMS assumed indirect practice
expenses account for 63% of the total practice expense. Indirect and direct practice expenses are
defined in Figure ES-4 below. The 2007 MPFS indicates that practice expense represents
approximately 70% of the total DXA per procedure cost and 78% of the total VFA per procedure
cost, based on the allocation of relative value units (RVUs) across practice expense, malpractice
expense, and physician work.16

Figure ES-4: Components of Practice Expense, Indirect and Direct

Indirect Practice Expenses Direct Practice Expenses
Non-clinical (administrative) labor Direct labor for clinical personnel
Office space Equipment expenses

All other expenses not related to

directly performing the procedures Medical supplies and equipment

Results of the Lewin survey show a median indirect percentage for DXA of 37% ($34) of the
total practice expense cost and 47 % ($24) of the VFA total practice expense cost.

As a sensitivity test, we applied the CMS indirect proportion (63%) to our direct practice
expense cost of $60.12, resulting in total practice expense costs of $162.50. Combining the costs
of practice expense, physician work, and malpractice expense produces a total per procedure
DXA cost of $202.33, higher than our base analysis of $134.13. See Figure ES-5.

16 Medicare procedure payments often are used as a proxy for cost.
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Figure ES-5: Allocation of Practice Expense by Allocation Methodology for DXA,
Lewin Survey vs. CMS NPRM Inputs

Median Total Practice Expense Physician Work Malpractice
Methodology Cost Indirect Direct Total Total Total
Lewin Survey $134.13 $34.17 $60.12 $94.29 $38.49 $1.34
CMS NPRM $202.33 $102.37 $60.12 $162.50 $38.49 $1.34

Using the same methodology for VFA, we calculate a total practice expense cost of $73.40 and a
total per procedure cost of $87.63, as compared to our base analysis of $65.83.

2. CBO-style Estimate of the Costs and Potential Savings to Medicare of a
Proposal to Restore DXA Reimbursement to the 2006 MPFS Payment Amount

Per CBO scoring convention, our analysis consisted of the following three steps:

*  Develop a baseline estimate of Medicare spending for DXA under the current
reimbursement for the five years, 2008-2012.

*  Develop an estimate of Medicare spending under a proposal to restore payment for
DXA to the 2006 MPFS amount of $139.46.

*  Develop an estimate of potential savings to the Medicare program of avoiding
osteoporotic fractures by identifying beneficiaries at-risk using DXA and treating them
with pharmaceutical therapy.

First, we present the estimated one- and five-year gross costs of the proposal to restore DXA
reimbursement to the 2006 level under Medicare. Then, we present our estimates of the
potential cost offsets (savings) from identifying and treating beneficiaries at-risk of an
osteoporotic fracture. Potential savings accrue from the avoided cost of treating osteoporotic
fractures for a subset of the identified population, net of the costs of implementing the proposal
and the costs of providing pharmaceutical treatment to the identified at-risk individuals.

a. Estimated Cost to Medicare of Restoring DXA Reimbursement to the 2006
Level for 2008-2012"

*  The one-year estimate (2008) of net costs Key Findings
(with Part B premium offsets) to Medicare
of reimbursing DXA at the 2006 level is * The five-year estimate (2008-2012) of
approximately $94 million. (See Figure ES- costs to Medicare of reimbursing DXA

at the 2006 level is approximately
$648 million.

= About 4,256,510 DXA procedures
would be “recovered” between 2008-
2012 if the 2006 payment level was
maintained.

6, where Medicare outlays are indicated
by brackets.)

17 We estimated 10 year baseline Medicare spending at $220 million; incremental Medicare spending under the
proposal of $1.9 billion, with a 10 year net cost of the proposal of $1.5 billion. The baseline estimate of DXA
procedures is 6.1 million (4 million over five years), with the proposal recovering 11.8 million DXA procedures.
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*  The five-year estimate (2008-2012) of costs (with Part B premium offsets) to Medicare of
reimbursing DXA at the 2006 level is approximately $648 million (See Figure ES-6.)

= We estimate that the volume of DXA procedures will remain at 1.6 million in 2008, with
8.3 million procedures over the five years, 2008-2012, if DXA reimbursement is restored
to the 2006 level. About 4,256,510 DXA procedures would be “recovered” over the five-

year period.18

Figure ES-6: Estimated Cost of Proposal

| 2008 | 2009 | 2010 | 2011 | 2012 Total

Estimated Baseline Medicare Spending for DXA Under DRA and Changes to Physician Part B Payment (in millions)

Uses data from CMS Preliminary Part B

Extract and Summary System File, 2006 [$74] [$39] [$18] [$16] [$15] [$162]

Total Estimated Medicare Spending for DXA Under Proposal to Restore DXA Reimbursement to 2006 Levels (in millions)

Uses data from CMS Preliminary Part B
Extract and Summary System File, 2006, [$199] [$202] [$205] [$208] [$212] [$1,026]
also Medicare Trustees Report, 2007

Incremental Medicare Spending for DXA Under Proposal Relative to Baseline Spending

Calculated [$125 [$164] [$187] [$192] [$196] [$864]

Estimated Net Cost of Proposal (in millions)

Medicare spending minus the 25% premium

adjustment [$94] [$123] [$140] [$144] [$147] [$648]

Our baseline estimate of Medicare spending under the DRA and other cuts for DXA for 2008 is
$74 million, and for the five-year period of 2008-2012 is $162 million. We estimate that the
annual volume of DXA procedures under the DRA and other cuts will decline to 1,236,298 in
2008 and to 4,048,103 over the five years 2008-2012.19

A March 2007 ISCD multi-specialty survey found that 8% of physicians already had discontinued
providing DXA in their offices due to cuts in reimbursement, and 36% reported that they would
discontinue the procedures over the next year. By 2010, 93% of respondents said that they no
longer would be performing DXA in their offices. We used this data to model a decline in DXA
testing in the non-facility setting of 25% for 2008 and 2009, and 10% for 2010 through 2012.

If the proposal to restore DXA reimbursement to the 2006 level is implemented, we estimate
Medicare spending for DXA to be $199 million in 2008 and $1,026 million over five years 2008-
2012. After netting out baseline Medicare spending and a 25% premium adjustment, the 2008

net cost of the proposal is $94 million. For 2008-2012, the net cost of the proposal is $648 million.

18 Per CMS correspondence, office-based DXA volume in 2006 was 1.55 million procedures.

19 We assumed that volume would decline by 25% per year in 2008, 2009, and 2010, and 10% in 2011 and 2012. Our
25% rate is based on conversations with providers who felt that some physicians would be able to shift costs and
would continue providing services to Medicare beneficiaries as a clinical accommodation and despite fiscal loss.
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b. Estimated Cost Offsets of Avoided Osteoporotic Fractures due to
Increased DXA under Proposal for 2008-2012%

*  The estimated cost offsets (gross savings) to

Key Findings
Medicare of avoiding increased osteoporotic y g
fractures from the recovery of approximately " The estimated savings to Medicare for
4,256,510 DXA procedures under the proposal using DXA o identify at-risk

individuals and avoiding fractures by

is $175 million in 2008 and $2.1 billion over o
: maintaining the 2006 payment rates
the five years 2008-2012. from 2008 to 2012 is $2.1 billion.
=  Performing approximately 360,951 more = Considering the cost of the proposal
DXA procedures in 2008 and 4,256,510 more and the cost of treating identified
DXA procedures over the five-year period individuals with drug therapy, the
would allow for identification and five-year estimate of net savings to

Medicare of preventing fractures is

treatment of patients with osteoporosis, approximately $1.144 billion.

preventing approximately 18,048

osteoporotic fractures in 2008 and 212,826
fractures over the five years 2008-2012. Approximately 3,406,877 individuals could
receive treatment over the five years at a cost to Medicare Part D of $25 million in 2008
and $294 million over the five years.?!

= After the cost of the proposal and the resulting increased DXA utilization ($94 million)
and the cost of treating identified individuals for osteoporosis with drug therapy ($25
million), the one-year estimate (2008) of potential savings (after Part D premium
offsets) to Medicare is approximately $56 million (see Figure ES-7).

= After the cost of the proposal and the cost of treating identified individuals for
osteoporosis with drug therapy, the five-year estimate (2008-2012) of net savings (after
Part D premium offsets) to Medicare of preventing fractures by identifying and
treating at-risk beneficiaries using DXA is approximately $1.144 billion.

20 Our 10 year estimate of recovered DXA procedures under the proposal is 11.8 million procedures. We estimate
preventing 586,000 osteoporotic fractures, saving Medicare $4.5 billion over 10 years. We estimate treatment costs to be
$810 million. We estimate a net savings to Medicare over 10 years after treating at-risk beneficiaries to be $3.7 billion.

21 Based on results of the FRAME study (Fracture Reduction Affects Medicare Expenditures), we assumed that, for
every 100 scans, five fractures would be prevented.
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Figure ES-7: Estimated Cost Offsets Using DXA for Identifying and Treating
Individuals At-Risk of Osteoporotic Fractures

| 2008 | 2009 | 2010 | 2011 | 2012 | Total

Number of DXA Procedures “Recovered” Under Proposal (in thousands)

Number of DXA procedures not lost due to

DRA and other cuts 361 694 950 1,069 1,182 4,256

Number of Fractures that Could Be Prevented by DXA (in thousands)

Assumes a 1/20 fracture/scan ratio 18 35 48 53 59 213

Savings to Medicare Under the Proposal to Restore DXA Reimbursement (in millions)

Assumes $9,699 per fracture cost after
beneficiary co-payments and deductibles in $81 $214 $320 $381 $442 $1,438
2008 inflated to 2012

Estimated Net Cost of Proposal (in millions)

Difference between spending under DRA and

other cuts and Act [$94] [$123] [$140] [$144] [$147] [$648]

Cost to Medicare of Treating At-risk Individuals (in millions)

Annual cost to Medicare of $900 incurred by
each at-risk individual for drug therapy
after cost management factor, beneficiary
premium, and availability of generic drug

[$25] [$48] [$66] [$74] [$81] [$294]

Savings to Medicare of Avoided Osteoporotic Fractures after Cost of Proposal to Restore DXA Reimbursement and Treatment of
Identified At-risk Individuals (in millions)

Net savings to Medicare of maintaining

payment for DXA at 2006 rates $56 $166 $254 $308 $360 $1,144

Discussion

Osteoporosis care has become a focus worldwide as the population ages. CMS recognizes the
impact of osteoporosis on beneficiary health by providing osteoporosis testing at the “Welcome to
Medicare” physical exam for qualified beneficiaries and by covering osteoporosis testing at least
every two years.??

Given the importance of DXA and VFA as integral to the prevention of osteoporotic fractures, the
results of this study indicate that the recent Medicare payment reductions for DXA and VFA are ill
advised on several grounds.

First, the level of payment reduction is such that physician costs averaging about $135 to
perform DXA no longer will be covered, and the losses will be too large to be cross-subsidized
within their practices. When larger practices with low unit DXA costs indicate that they no
longer are able to provide DXA services, it suggests that the payment rates are too low. This
finding is particularly troublesome, because it means that typical practices with generally low

22 DHHS press release dated January 10, 2005: HHS Promotes New Medicare Preventive Benefits for Better Senior
Health. www.hhs.gov/news/ press/2005pres/20050110.html
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DXA volume where services are provided as part of ongoing patient care will find that
providing DXA is no longer feasible.

Second, if physicians discontinue DXA services in their offices, beneficiary access to DXA will be
reduced significantly. Currently less than 20% of eligible Medicare beneficiaries receive a DXA
study within a two-year interval, despite the efforts of providers and the Medicare program to
promote the service. Even for patients who sustain fractures, within one to two years after the
fracture, only 12%-24%22* had undergone DXA testing.

Third, because approximately 63% of DXA and VFA services currently are provided in physician
offices, the loss of these services will be significant. Other sites of service (i.e., hospital outpatient
departments) will not be able to meet demand. Furthermore, introducing barriers such as
complicated intake procedures and/or additional time and travel expense will hinder patient
compliance with obtaining the recommended DXA test.

Finally, given the evidence that identification of at-risk individuals using DXA, together with
treatment of these individuals, can reduce osteoporotic fractures, the loss of DXA services could
mean an increase in osteoporotic fractures, if access to DXA by Medicare beneficiaries is reduced.

The net result, as we have indicated in this study, is the unintended consequence that reductions
in payment for DXA actually cost, rather than save, Medicare dollars. This appears to be an
instance in which prevention serves the role society asks of it - that is, to reduce morbidity and
health care expenditures. Medicare is not serving its beneficiaries well to essentially eliminate
office-based DXA services.

From this perspective, the Medicare goal of increasing beneficiaries” use of preventive services is
undercut by the large reduction in DXA payment rates. To reduce DXA payment by 75%, thereby
reducing access to services, can only exacerbate this already low attainment of an important public
policy goal.

23 National Institutes of Health Consensus Development Panel on Osteoporosis Prevention, Diagnosis, and Therapy.
(2001). JAMA 285:785-795.

24 Cuddihy MP, Gabriel SE, Crowson C, et al. (2002) Osteoporosis intervention following distal forearm fracture. Arch
Int Med 162: 421-426.
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. INTRODUCTION

Osteoporosis is a disease that is characterized by low bone mass and a deterioration of bone
structure that results in bone fragility and an increased risk of fracture. The disease affects 10
million older Americans and is associated with significant mortality and morbidity. An
additional 34 million individuals have osteopenia (low bone mass) and are at increased risk of
fracture at some time in their lives.

Osteoporosis-related fractures represent a serious illness burden and are a major cause of
disability among Medicare beneficiaries. Fractures occur at multiple sites, not only the lumbar
spine, hip, wrist, and forearm, but also the humerus, clavicle, patella, and hands/fingers.2>

At least two million individuals experience an osteoporotic fracture each year, with
approximately 70% of fractures occurring in people aged 65 and over. Direct health care costs
currently associated with osteoporotic fractures are estimated to be approximately $16.9 billion
each year.2e By 2025, the number of osteoporotic fractures is estimated to be over three million
and will incur costs of $25.3 billion.

Osteoporotic fractures in the United States each year lead to more than half a million
hospitalizations, over 800,000 emergency room encounters, more than 2,600,000 physician office
visits, and the placement of nearly 180,000 individuals into nursing homes. Hip fractures are by far
the most devastating type of fracture, accounting for about 300,000 hospitalizations each year.?”

In order to reduce the impact of osteoporosis, it is most important to diagnose it prior to fracture
and initiate treatment for those at highest risk. Dual-energy X-ray Absorptiometry (DXA) is the
“gold standard” for diagnosing osteoporosis, using World Health Organization (WHO) criteria.2
Numerous clinical trials have shown that fractures can be reduced if an individual knows their
individual fracture risk and is able to initiate drug therapy, if needed.2% 30,31

Vertebral fracture assessment, or VFA, is a recent advance which permits imaging of the spine to
identify vertebral fractures through imaging the spine. The software that permits one to do this
can be placed on a DXA machine. While two-thirds of vertebral fractures are clinically
unappreciated, they convey a significant increased risk for future osteoporotic fractures, not only
at the spine, but also the hip and wrist. Thus, VFA paired with DXA allows for identification of
those who are at the very highest risk for future fracture and who need pharmaceutical therapy.

%5 Burge R, Dawson-Hughes B, Solomon DH, et al. (2007) Incidence and economic burden of osteoporosis-related
fractures in the United States, 2005-2025. Journal of Bone and Mineral Research 22(7): 465-475.

26 Tosteson A, Jonsson B, Grima DT, et al. (2001). Challenges for model-based economic evaluations of
postmenopausal osteoporosis interventions. Osteoporosis Int. 12: 849-857.

27 Department of Health and Human Services. (2004) Bone Health and Osteoporosis. A Report of the Surgeon General, 2004.

28 Blake GM, Fogelman I. (2007). The role of DXA bone density scans in the diagnosis and treatment of osteoporosis.
Postgrad Med ] 83(982): 509-517.

29 Harris ST, Watts NB, Genant HK, et al. (1999). (Effects of risedronate treatment on vertebral and nonvertebral
fractures in women with postmenopausal osteoporosis: a randomized controlled trial. JAMA 282: 1344-1352.

30 Kanis J, Barton I, Jonell O. (2005). Risedronate decreases fracture risk in patients selected solely on the basis of prior
vertebral fracture. Osteoporosis Int. 16:475-482.

31 Quandt S, Thompson D, Schneider D, et al. (2005). Effect of alendronate on vertebral fracture risk in women with
bone mineral density T-scores of -1.6 to -2.5 at the femoral neck: The Fracture Intervention Trial (FIT). Mayo Clin
Proc 80(3): 343-349.
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Recent cuts to Medicare payment for imaging services enacted as part of the DRA of 2005,
coupled with changes in the Medicare Physician Fee Schedule (MPFS), have resulted in
reductions in Medicare reimbursement of DXA from $140 to $82 in 2007 and to approximately
$35 when fully implemented in 2010. Reimbursement for VFA in 2007 also will drop from
approximately $40 to less than $25, a 38% reduction. By January 2010, VFA reimbursement will
have dropped approximately 50% to $19. These reductions in Medicare payment mean that
physicians no longer will be able to offer DXA in their offices, resulting in significant reductions
in access.

If physicians are not able to perform DXA, Medicare costs for treating osteoporotic fractures
will likely rise significantly. Osteoporotic fractures result in significant pain and disability.
Approximately 20% of hip fracture patients die. The mortality rate for osteoporotic fractures in
women is greater than the combined mortality rates from breast and ovarian cancers.?2
Implementation of a proposal to restore DXA reimbursement to the 2006 MPFS payment
amount could result in net savings to Medicare through the avoidance of osteoporotic fractures,
even taking into account the treatment of identified at-risk individuals.

32 Hanley DA, Josse RG. (1996) Prevention and management of osteoporosis: consensus statements from the Scientific
Adpvisory Board of the Osteoporosis Society in Canada. CMA] 155: 921-923.
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II. SCOPE OF WORK

The American Association of Clinical Endocrinologists (AACE), the International Society for
Clinical Densitometry (ISCD), the American College of Rheumatology (ACR), and The
Endocrine Society (TES), commissioned The Lewin Group to survey office-based providers of
DXA and VFA to develop estimates of the costs associated with providing DXA and VFA
services to Medicare beneficiaries.

Amid recent changes in Medicare reimbursement methodology, providers had become concerned
that payment for DXA and VFA was below operating costs. However, a systematic study of the cost
to perform a DXA procedure had not been conducted.

The Lewin Group surveyed providers across specialties and collected cost information from 163
physician practices. Lewin then estimated all costs associated with providing DXA and VFA,
including practice expense, malpractice expense, and physician work. Practice expense and
malpractice expense estimates were generated using financial information collected through
The Lewin Group survey. Physician work estimates were based on information that had been
collected previously by the ISCD in a clinical survey of densitometry professionals concerning
the time required for clinical input (in minutes) for all aspects of DXA and VFA provision. The
three types of costs (practice expense, malpractice expense, and physician work) were summed
to yield total costs. Finally, Lewin compared these costs to the global reimbursement for DXA
and VFA in the physician office-based setting.

In addition, Lewin was asked to develop a cost estimate for a policy proposal to restore
Medicare payment for DXA in physician offices to 2006 levels. The Lewin Group used a cost
accounting methodology similar to that used by the Congressional Budget Office (CBO) to
determine the budgetary impact to Medicare over one and five years if DXA reimbursement
was restored to $139.46. (We also developed estimates of the 10-year gross and net costs to
Medicare of the proposal. Results are in Appendix C.)

Our cost offsets are associated with the avoidance of increased osteoporotic fractures by
detecting at-risk individuals and treating them with medication. Consistent with CBO cost
accounting rules, Part B, and Part D premium offsets are calculated.

After a discussion of the methodologies employed in each of the two parts of the study, this
report provides both sets of findings.
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[ll. METHODOLOGY

The work for this study involved two different sets of activities, both of which are described in
detail in this section of the report. A mixed mode survey of DXA and VFA providers was
administered to collect information on each individual practice’s cost to perform DXA and VFA.
Using the survey information, we first estimated total aggregate DXA and VFA costs for each
practice, then generated a practice expense and malpractice expense cost per DXA and VFA
procedure for each practice. We then derived physician work using information from an earlier
2006 clinical survey of multi-specialty densitometry professionals that had been administered
by the ISCD.

The second set of activities involved developing CBO-style estimates of the cost and potential
savings to Medicare that could result from restoring reimbursement for DXA to the 2006 MPFS
payment amount, or $139.46. We used multiple sources of data, including secondary Medicare
claims and BESS data, the results of a 2007 ICSD industry survey, the 2007 Medicare Trustees
Report, CMS changes to physician payment under Part B under rulemaking, and the Medicare
Fee Schedule contained in the 2006 Federal Register. In addition, we used evidence contained in
the peer-reviewed literature.

A. Provider Survey

1. Practice Expense and Malpractice Expense
a. Lewin Survey Administration

The Lewin Group survey was distributed electronically to 14,537 members of AACE, ISCD,
ACR, and TES. The survey was accessible via the Internet, with the option of completing the
survey on paper and faxing a copy to The Lewin Group. The survey collected information on
the characteristics of the practice and physician (e.g., specialty, geographic region, hours
practice is open and available to perform DXA), as well as equipment expenses and financial
information (e.g., total salaries, office expenses, malpractice insurance). See Appendix A for the
survey instrument.

One hundred sixty-three useable surveys were received, representing approximately 1% of the
sample. Respondents who provided incomplete survey data were contacted via telephone for
needed clarification. Any respondent who was not able to be contacted was excluded from our
analysis. As an incentive to complete the survey, The Lewin Group offered to provide each
individual practice their calculated cost of providing DXA and VFA. An e-mail was sent out at
the end of the study with the overall study findings, as well as their individual cost for 2007.

b. Generating Practice Expense and Malpractice Expense Cost Components

The Lewin survey collected expenses for each entire practice.3® The analyses consisted first of
estimating total aggregate costs, then generating a practice expense and malpractice cost per
DXA and VFA procedure for each practice. We report the median cost, 25th percentile, and 75t
percentile statistics. Lewin also investigated the range of expenses for different cost categories,

3 For the purpose of this survey, “practice’s expenses” are defined as all expenses that are captured in a Profit and
Loss (Income) Statement for all services the practice provides. Respondents were not to differentiate between
divisions that provide DXA and all other services provided.
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as well as the effect procedure volume has on per DXA procedure costs. Consistent with CMS
methodology, Lewin presents the median as our metric of central tendency, to reduce the effect
of data outliers.

Financial and utilization measures were collected for the most recent complete fiscal year. To
make the costs comparable to the current 2007 payments for DXA and VFA, practice expense and
malpractice expense cost categories were inflated by the Consumer Price Index for urban
consumers (CPI-U), approximately 4.1% for 2007.

Total practice and malpractice expense per procedure was calculated based on the sum of the
three cost components, divided by the proportion of time the costs are allocated to DXA versus
VFA procedures. For example, if a practice performed a total of 1000 procedures per year on a
DXA machine, of which 60% were DXA and 40% were VFA, practice expense and malpractice
expenses would be allocated to DXA and VFA proportionately. Each proportion of costs (DXA
proportion and VFA proportion) then was divided by the number of procedures (DXA or VFA)
performed annually for each practice. Since DXA and VFA were performed on the same machine,
the methodology was the same for allocating DXA and VFA practice expense. We describe each
component below:

=  Equipment costs
*  Space allocated to DXA

*=  Anallocation of overhead expenses attributed to DXA and VFA (e.g., malpractice
expense, non-clinical labor and expenses, medical supplies and materials)

Equipment Costs

Equipment costs contained expenses that practices incur annually in the maintenance and
upkeep of their DXA machines. These expenses for DXA machines included: 1) cost of interest
on loans used to purchase the machine; 2) cost of service contracts; 3) costs of software
upgrades; and 4) the cost of the last picture archiving communication (PAC)/Digital Imaging
and Communications in Medicine (DICOM) software upgrades. These expenses were totaled at
the practice level for all machines reported.

Space Allocated to DXA

Respondents indicated the total amount of square footage in their practice, as well as the square
footage attributed to providing DXA and VFA. Again, the square footage and space allocation
was the same for DXA and VFA. Respondents were to include only areas of their practice that
were solely used for DXA (i.e., area where the machines were located, and exam rooms reserved
for DXA patients). The square footage allocated to DXA multiplied by the indicated lease per
square foot was included in the cost for providing DXA, to be allocated back to the procedure
cost. As noted below, we also used the proportion of square feet attributed to DXA service
provision to allocate indirect expenses back to DXA procedures.

Allocation of Overhead Expenses Attributed to DXA and VFA

Practices incurred numerous indirect expenses that need to be allocated back to DXA and VFA.
Based on the proportion of square feet attributed to DXA to the total number of square feet in
the practice, overhead expenses were allocated. Costs in this allocation included:
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Professional medical liability /malpractice insurance
»  Galaries for administrative and clerical staff

= Non-clinical office expenses

®=  Medical materials and supplies

= Al other indirect expenses

Survey respondents additionally provided total clinical non-physician payroll expenses

(i.e., radiology technicians and registered nurses) and total provider (i.e., physician, physician
assistants) payroll expenses. To eliminate the potential for “double-counting” salary expenses for
personnel who provided direct labor in DXA procedures, the “non-clinical non-physician payroll
expense” category was excluded in its entirety, due to the inability to indicate which percent of
the expenses were attributed to indirect supports. Additionally, total provider payroll expenses
were excluded, with the assumption that time spent by the physician would be captured in
“physician work” on a per-task basis.

As aresult, the percent of indirect costs allocated back to DXA may be conservative, for we expect
some personnel in these categories to provide DXA services that were not identified in the task
breakdown. Bad debt expense also was excluded from the analysis, consistent with CMS’
methodology for identifying reimbursable expenses.

Additionally, in order to provide VFA services in the office-based setting, providers must
purchase VFA software which is used with the DXA machine. For practices that provided VFA,
the cost of purchasing this software was included into the survey category of “all other indirect
expenses”. This line item, however, only would be included in the survey if they purchased the
software in fiscal year 2006. Otherwise, this line item may be excluded. The inability to separate
the VFA software expense from the rest of the indirect expenses results in an allocation of the
software to both DXA and VFA services. As a result, our VFA figures may be slightly
conservative.

2. Physician Work and Clinical Labor
a. Survey Administration

Physician work and clinical labor was derived from a 2006 clinical survey of multi-specialty
densitometry professionals. Administered by the ISCD, this survey was distributed
electronically to 2884 office-based providers of DXA who were members of AACE, ACR, ISCD,
TES, American Society for Bone and Mineral Research (ASBMR), or North American
Menopause Society (NAMS). The survey collected information on the characteristics of the
practice and the average time and personnel required to perform each task associated with
performing a single DXA and VFA procedure. Four hundred fifty-three useable responses were
received, or about a 15% response rate.

Survey data on the average time it took to perform each task were analyzed, resulting in an
estimate of a median time per task (in minutes). The proportion of instances where personnel
types were performing indicated tasks was calculated as well (i.e., what percent of the time are
technicians performing this task as opposed to registered nurses?).
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b. Generating Labor Costs Attributed to Providing DXA and VFA

To cost the labor associated with physician and other clinical work, The Lewin Group analyzed
the raw data from the 2006 clinical survey of multi-specialty densitometry professionals that had
been conducted earlier. Personnel salary data were obtained from the United States Department
of Labor, Bureau of Labor Statistics (BLS), May 2006, “National Occupations Employment and
Wage Estimates”. Benefit costs also were provided by BLS in their “Employer Costs for Employee
Compensation” survey, September 2006, and included in the salary estimates. A weighted
average annual salary was generated based on the proportion of time each personnel category
was responsible for performing an indicated task within a DXA procedure. The annual weighted
salary then was calculated as a per-minute cost (based on the number of hours the practice was
open) and multiplied by the median number of minutes reported for each task. All tasks were
totaled to generate a total “labor cost” per DXA procedure.

Since VFA often is performed in tandem with DXA, it was necessary to remove select tasks from
the VFA calculation of labor costs and only include those tasks that were performed
independently both for the VFA and the DXA procedure. These tasks include:

* Positioning patient and acquiring images

*= Reviewing images, comparing with prior study(s), manually correcting any errors in
acquisition, and performing image analyses

The remainder of the tasks were only performed one time, even if a VFA was performed in
tandem with a DXA. These tasks were included in the DXA cost, but not the VFA cost.

Physician work time was calculated based on these data as well. The survey collected the
amount of time (in minutes) that physicians spent for patient care per DXA procedure. The total
cost for physician work was based on the same methodology as the labor costs, but based solely
on the annual salary for physicians. To capture the physician work value for VFA, it was
important to include only the physician work that was directly related to the mutually exclusive
tasks for VFA. This time estimate was collected through a separate survey of thirty-one
physicians who provided VFA services in the office-based setting.3

This labor costing methodology generated a conservative estimate for the cost per procedure.
Some practices indicated that they were open in excess of eight hours per day. In theory, this
could require two staff members, rather than one. Dividing the annual salary per staff member
by fewer hours open would result in a higher cost per minute, and ultimately a higher cost per
task and procedure. Being unfamiliar with the structure of each practice and the number of staff
members providing the service, we assumed one staff member per task, regardless of the
number of hours the practice was open.

34 Physician work for VFA was collected through a separate on-line survey distributed to 300 office-based providers
of DXA. A random sample was drawn the attendee list of a series of ISCD sponsored VFA courses given in the
United States in 2006 and 2007. Physicians were e-mailed a survey with two questions: “Do you provide VFA?”
and “How much of your own time (in minutes) do you spend reading a typical VFA?” It was imperative that we
excluded any technologist time or any physician time that related to pre-service and post-service activities.
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3. Generating a Per Procedure DXA and VFA Cost

Survey respondents indicated an average number of DXA procedures and VFA procedures
performed per month per DXA machine. Lewin calculated the average number of DXA procedures
per year for each practice. This calculation was used to denominate the sum of the practice expense,
malpractice, and physician work costs to calculate cost per DXA and VFA procedures.

4. DXA Equipment Utilization Rate

Lewin calculated an overall utilization rate for DXA machines based on the number of hours
DXA equipment was used to provide patient care and number of hours equipment was
available for DXA:

= Total available equipment hours: We calculated total available equipment hours for
each practice by multiplying the reported hours available each week by the total
indicated hours per year the practice was open.

=  Total patient-use equipment hours: We calculated the hours for total patient-use by
multiplying the number of DXA procedures performed per year by the RUC approved
time per procedure (15 minutes). Due to the inability to estimate the amount of time
DXA machines were used in each practice, this estimate may be conservative.

=  Utilization Rate: Total patient-use equipment hours divided by total available
equipment hours.

5. Sample Characteristics

Responses to The Lewin Group survey were received from eight different specialties.
Rheumatology represents 37% of the sample while primary care (internal medicine, family
medicine, and gynecology) collectively represent 39% of the responses. Additionally, we
compared our sample of respondents to the distribution of respondents to the ICSD 2006 multi-
specialty provider survey.

In order to determine the extent to which our sample was representative of the universe of
providers, we analyzed the 2004 Medicare standard analytic file (SAF) carrier claims and found that
28% of DXA claims are from internal medicine and 24% are from radiology. As a test for
representativeness, we re-weighted the final results of our study based on the CMS claims data
distribution by specialty and obtained comparable median costs per DXA procedure. This ensured
that specialty distribution did not affect our analytic results. Figure 1 contains these distributions.
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Figure 1: Distribution of Specialty for Lewin and Multi-specialty Survey Compared
to 2004 CMS SAF Claims Analysis

Multi-Specialty
Lewin Survey Densitometry Study CMS Claims Analysis
Specialty (2007) (2006) (Office-based in 2004)
Rheumatology 37% 37% 12%
Internal Medicine 20% 11% 28%
Endocrinology 13% 22% 5%
Family Practice 10% 7% 11%
OB/GYN 9% 9% 7%
Other 6% 6% 14%
Radiology 3% 5% 24%
Orthopedics 2% 3% -

Responses from the 2006 clinical survey of multi-specialty densitometry professionals represented
18 specialties, which are presented in Figure 1. Rheumatology represents 37% of the sample
(identical to the Lewin survey), whereas Endocrinology represents 22%. Primary Care (Internal
Medicine, Family Medicine, and Gynecology) collectively represents 27% of the total sample.

B. CBO-style Cost Accounting Study

In this study, The Lewin Group used a cost accounting methodology similar to that used by the
CBO to determine the impact of a proposed action (payment proposal) on the federal budget.
This methodology entailed first estimating both the price and volume of the services that were
or would be provided under the baseline scenario. In this analysis, the baseline scenario
reflected the cuts made in DXA reimbursement from both the DRA and the changes in the
methodology underlying the MPFS. Figure 2 contains the reimbursement rates for DXA that
were used in the baseline scenario.

Figure 2: Baseline Reimbursement for DXA®

Year DXA Reimbursement
2007 $82.33
2008 $81.66
2009 $56.82
2010 $35.48
2011 $35.48
2012 $35.48

Using a combination of secondary data and expert judgment, we developed an algorithm to
determine the budgetary impact to Medicare if DXA reimbursement was restored to $139.46.
Our methodology is presented in two sections. First, we present the methods used to estimate

35 DXA payments modeled with budget neutrality adjustor of 10.1% to work RVU and SGR reduction of 5% per year
through 2010. We assumed conversion factor of $30.85 for 2011 and 2012, as it was felt that assumptions beyond
2010 would not be credible.
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one and five year costs of the proposal to restore DXA payment. Then, we present the methods
used to estimate the potential cost offsets from identifying and treating beneficiaries at-risk of
an osteoporotic fracture. Potential savings accrue from the avoided cost of treating osteoporotic
fractures for a subset of the identified population, given the costs of implementing the proposal
and the costs of providing pharmaceutical therapy to the identified at-risk population.

1. Step One: Estimate Medicare Spending Under DRA and Other Cuts for
2008-2012

*  Number of procedures: Uses CMS Preliminary Part B Extract and Summary System File
(BESS), 2006 and Q1 2007. Approximately 60% of procedures were performed in
physician offices, and 40% in hospital outpatient departments. Reduction in the number
of procedures beginning in 2007 was estimated using the results of an ISCD Task Force
Survey, dated March 2007. The survey reported that 8% of respondents already had
stopped providing DXA in their offices due to cuts in Medicare reimbursement.
Approximately 36% of respondents reported that they would stop providing DXA by
the end of 2007. By 2010, 93% of respondents would not provide these services in their
offices. We reduced the number of procedures by 25% each in 2009 and 2010 and by 10%
each in of 2011 and 2012. We assumed that some practices would continue to provide
DXA as an accommodation to existing patients.

=  Baseline Medicare spending: Uses BESS, 2006 and Q1 2007. Reimbursement rates for
2008-2010 from MPFS contained in Figure 2 above were multiplied by the number of
estimated procedures. (See Figure 3.)

Figure 3: Medicare Spending under DRA and Other Cuts 2008-2012

2008 2009 2010 2011 2012 Total

Global DXA payments under physician
fee schedule 2008-2010, flat in 2011 $81.66 $56.82 $35.48 $35.48 $35.48
and 2012

Estimated number of DXAs (uses CMS
BESS 2006 and Q1 2007 data as base, 1,236,298 927,223 695,418 625,876 563,288 4,048,103
then modified ISCD survey results)

Total estimated baseline Medicare
spending for DXA under the DRA and | $74,000,808 | $38,617,982 | $18,085,613 | $16,277,051 | $14,649,346 | $161,630,800
other cuts

2. Step Two: Estimate Medicare Spending under a Proposal to Restore
Medicare Reimbursement for DXA to 2006 Levels

*  Number of procedures: uses CMS BESS, 2006 and Q1 2007 inflated at projected rates of
beneficiary population growth (1.5% per year until 2011, when rate increases to 3% from
Medicare Trustees Report, 2007).

* Estimated Medicare spending: uses CMS BESS, 2006 and Q1 2007. Reimbursement
rates for 2006 restored through 2012 per proposal. (See Figure 4.)
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Figure 4: Estimated Medicare Spending Under Proposal

2008 2009 2010 2011 2012 Total
Global DXA payments under proposal
2008-2010, flat in 2011/2012 $139.46 $139.46 $139.46 $139.46 $139.46
Estimated number of DXAs (uses CMS
BESS 2006 and Q1 2007, then escalationf ) ;o7 5 1,621,208 1,645,526 1,694,892 1,745,738 8,304,613

proportionate to growth in beneficiary
population

Total estimated Medicare spending

$199,114,370 | $202,101,086 | $205,132,602 | $208,209,591 | $211,332,735 | $1,025,890,385
for DXA under proposal

3. Step Three: Estimate Net Medicare Spending Under Proposal to Restore DXA
Reimbursement to 2006 Levels and Number of Procedures “Recovered’”3®

*  Determine cost of the proposal by taking the difference in spending for DXA between
the baseline scenario in Step One and the estimates in Step Two.

*  Deduct Part B premium adjustment equal to 25% of new spending.
= Determine net cost of proposal.
= Determine number of DXA procedures that will be “recovered” under proposal.

(See Figure 5.)

Figure 5: Cost of Proposal

2008 2009 2010 2011 2012 Total

Baseline spending for DXA under DRA

$74,000,808 $38,617,982 $18,085,613 $16,277,051 $14,649,346 $161,630,800
and other cuts

Total estimated Medicare spending

$199,114,370 | $202,101,086 | $205,132,602 | $208,209,591 | $211,332,735 | $1,025,890,385
for DXA under proposal

Gross cost of proposal $125,113,563 $163,483,104 $187,046,990 $191,932,540 $196,683,389 $864,259,585

Net cost of proposal after Part B

premium of 25% $93,835,172 $122,612,328 $140,285,242 $143,949,405 $147,512,542 $648,194,689
b

Number of DXA procedures

360,951 693,984 950,108 1,069,016 1,182,450 4,256,510
recovered under proposal

4. Step Four: Determine Potential Cost Offsets from Reduced Osteoporotic
Fractures using Peer Reviewed Literature®’

= Determine both current and 2008-2012 number and cost of osteoporotic fractures
among Medicare beneficiaries. Approximately 70% of the 2 million osteoporotic
fractures are among individuals aged 65 and older. These calculations were based on
the compound rate of growth in peer-reviewed literature of 0.0459 corroborated with

36 We estimated 10 year baseline Medicare spending at $220 million; incremental Medicare spending under the
proposal of $1.9 billion, with a 10 year net cost of the proposal of $1.5 billion. The baseline estimate of DXA
procedures is 6.1 million (4 million over five years), with the proposal recovering 11.8 million DXA procedures.

37 Our 10 year estimate of recovered DXA procedures under the proposal is 11.8 million procedures. We estimate
preventing 586,000 osteoporotic fractures, saving Medicare $4.5 billion over 10 years. We estimate treatment costs
to be $810 million. We estimate a net savings to Medicare over 10 years after treating at-risk beneficiaries to be
$3.7 billion.
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growth in beneficiary population from Medicare Trustees Report (2007) with the cost
of fractures inflated at CP1.38

=  Estimate number and cost of osteoporotic fractures avoided through “recovered”
procedures. This calculation was based upon evidence contained in the peer reviewed
literature® wherein, in 2008, if approximately 361,000 additional individuals were
scanned, approximately 18,048 fractures could be prevented because identified at-risk
individuals would receive a medication to improve bone density. (In essence, we assume
that for every 100 DXA scans, five fractures will be prevented.) This calculation is
dependent upon the mix of individuals with osteoporosis/osteopenia who are screened,
and also the compliance rate of those individuals given a prescription. Compliance rates
have been observed to be generally low for patients who are prescribed medication to
prevent or treat osteoporosis. Furthermore, we expect that because alendronate will be
available in generic form in 2008, compliance rates will improve significantly, further
improving the chance of preventing osteoporotic fractures.

=  Estimate total cost savings from avoiding an increase in osteoporotic fractures. Per
fracture cost calculated using peer reviewed literature (net $9,699 after beneficiary
co-payment and deductible of 20%).40 (See Figure 6.)

Figure 6: Potential Cost Offsets from Identifying Individuals At-risk for
Osteoporotic Fracture, 2008-2012

2008 2009 2010 2011 2012 Total

Number of annual osteoporotic
fractures among patients aged 65 and 1,592,181 1,665,262 1,741,698 1,821,642 1,905,255 8,726,039
older (71% of total of 2 million)

Per fracture cost after beneficiary co-

_ 9,699 9,695 9,690 9,829 9,970
payment and deductible of 20% ¢ & & $ $
Number of DXA scans “recovered 360,951 693,984 950,108 1,069,016 1,182,450 4,256,510
under proposal
Number of fractures prevented by eachf g (g 34,609 47,505 53,541 59,123 212,826

scan: .05 (King et al, 2005)

Gross savings to Medicare of avoiding
osteoporotic fractures through DXA
before cost of proposal and treatment
of at-risk individuals

$175,040,214 $336,397,008 $460,350,535 $525,392,608 $589,477,113 | $2,086,657,478

Net savings to Medicare after cost of

Rl $81,205,042 | $213,784,180 | $320,065,293 | $381,443,203 | $441,964,571 | $1,438,462,789

Sensitivity Analysis

We performed a sensitivity analysis on the rate of fracture prevention for each scan and re-
calculated it using a 4% rate. There is no available literature concerning the number of fractures
that could be prevented if a population of at-risk individuals is screened, with the exception of a

38 Burge R, Dawson-Hughes B, Solomon D, et al. (2007) Incidence and economic burden of osteoporosis-related
fractures in the United States, 2005-2025. Journal of Bone and Mineral Research 22(3): 465-475.

39 King AB, Saag KG, Burge RT (2005). Fracture reduction affects Medicare economics (FRAME): impact of increased
osteoporosis diagnosis and treatment. Osteoporosis Int. 16: 1545-1557.

40 Burge ibid.
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single peer-reviewed study.#! In this study, entitled FRAME (Fracture Reduction Affects
Medicare Economics), the rate of fracture prevention varied in proportion to the fracture risk of
the population tested, treatment rate, and adherence to therapy.

During several telephone conversations with the principal investigator of the FRAME study, we
learned that the fracture prevention rates cited in the study were conservative, and that a 4 %-
5% rate was likely more realistic than the rate used when the study was first published. Under
our sensitivity analysis using 4%, the number of avoided fractures declined to 170 million from
213 million. Medicare savings after the cost of the proposal would be reduced to $1 billion from
$1.4 billion in the base case. See Figure 7.

Figure 7: Sensitivity Analysis - Potential Cost Offsets from Identifying Individuals
At-risk for Osteoporotic Fracture

2008 2009 2010 2011 2012 Total
Number of DXA scans “recovered 360,951 693,984 950,108 1,069,016 1,182,450 4,256,510
under proposal

Number of fractures prevented by each| 50 27,759 38,004 42,761 47,298 170, 260

scan: .04 (King et al, 2005)

Gross savings to Medicare of avoiding
osteoporotic fractures through DXA
before cost of treatment of at-risk
individuals

$140,032,172 $269,117,606 $368,280,428 $420,314,086 $471,581,690 | $1,669,325,985

Net savings to Medicare after cost of

proposal $46,197,000 | $146,505,279 | $227,995,186 | $276,364,685 | $324,069, 149 | $1,021,131,294

5. Step Five: Determine Cost of Treating ldentified At-risk Individuals

*  Determine gross cost of medications for beneficiaries found to be at-risk of osteoporotic
fractures under Medicare Part D. We used evidence from the FRAME study that showed
that, for one million individuals screened, 440,000 would be treated with a bone-specific
medication. Annual cost of treatment was assumed to be $900 per individual (assumed
each individual filled the prescription and took the medication). In our base analysis, if
360,951 individuals were screened and treated, 18,048 fractures would be avoided.

*  Reduce gross cost of medications under Part D for enrollment (approximately 58% of
beneficiaries enrolled in Part D) and for the plan cost management factor (which is a
27% discount on branded drugs achieved by Part D plans in 2007).42

*  Part D premium adjustment equal to 25.5% of new spending per CBO.

* Reduce net cost of generic medications beginning in 2008 by 60%,** when alendronate
goes off patent and the generic is available. (See Figure 8.)

41 King et al, 2005.

42 Congress of the United States: Congressional Budget Office. A Detailed Description of CBO’s Cost Estimate for the
Medicare Prescription Drug Benefit. July, 2004.

4 Statement of Lester M. Crawford, D.V.M., P h H.D. Acting Commissioner of Food and Drugs before the Committee
on the Judiciary, United States Senate on “The Law of Biologic Medicine”. June 23, 2004: “Generic drugs cost 50-
70% less than their brand-name counterparts.”
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Figure 8: Estimated Cost of Treating At-risk Individuals, 2008-2012

2008

2009

2010

2011

2012

Total

Cost of treatment if .44 individuals are

under Part D

given Rx and all beneficiaries are covered

$142,936,697

$274,817,843

$376,242,932

$423,330,315

$468,250,309

$1,685,578,096

Cost of medications for the 58.5% of

alendronate is available (60% discount)

t me $83,617,968 | $160,768,438 | $220,102,115 | $247,648,234 | $204,075,191 | $734,617,074
beneficiaries covered under Part D
Cost of medications after Part D premium of) - o0 595 386 | 119,772,486 | $163,976,076 | $184,497,934 | $204,075,101 | $734,617,074
25.5% per CBO
Cost of medications once generic $24,918,154 | $47,908,995 | $65,590,430 | $73,799,174 | $81,630,076 | $293,846,830

6. Step Six: Determine Net Cost (Savings) from Reduced Osteoporotic
Fractures through “Recovered” DXA Procedures Minus the Cost of

Treatment

= Subtract cost of proposal and cost of treatment from the cost of the avoided fractures.

(See Figure 9.)

Figure 9: Estimated Net Savings to Medicare after Cost of Proposal and Cost of

Treating At-risk Individuals, 2008-2012

2008

2009

2010

2011

2012

Total

Gross savings to Medicare of avoiding
osteoporotic fractures through DXA
before cost of proposal and treatment
of at-risk individuals

$175,040,214

$336,397,008

$460,350,535

$525,392,608

$589,477,113

$2,086,657,478

Net savings to Medicare after cost of

individuals

proposal $81,205,042 | $213,784,180 | $320,065,203 | $381,443,203 | $441,964,571 | $1,438,462,789
Cost of medicati i

0st oF medications once generic $24,918,154 | $47,908,995 | $65,590,430 | $73,799,174 | $81,630,076 | $293,846,830
alendronate is available (60% discount)

Net savings to Medicare after cost of

proposal and cost of treating at-risk | $56, 286,888 | $165,875,686 | $254,474,862 | $307,644,029 | $360,334,495 | $1,144,615,960
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IV. FINDINGS

Findings are organized into two sections. First, we present the median total cost per procedure for
DXA and VFA based on information from our survey of 163 providers and other study activities.
Second, we present an estimate of the one- and five-year gross and net costs to Medicare of
implementing a proposal to restore DXA reimbursement to 2006 levels. Then, we present our
estimates of the potential cost offsets from identifying and treating beneficiaries at-risk of an
osteoporotic fracture. Potential savings accrue from the avoided cost of treating osteoporotic
fractures for a subset of the identified population, given the costs of implementing the proposal
and the costs of providing pharmaceutical treatment to identified at-risk individuals.

A. Cost of Performing DXA and VFA in Office-based Setting: Survey Results

1. Cost of Performing DXA

We found a 2007 median total cost per procedure for DXA of $134.13, which is $5 less than the
2006 MPFS reimbursement for DXA performed in the office setting and about $50 more than the
2007 Medicare reimbursement. This represents the costs of performing DXA in a practice that
may or may not perform VFA as well. In other words, the cost represents the reality that some
practices provide DXA and VFA, while others only perform DXA. Costs are generated per
practice and are reflective of their individual procedure-mix. The 2007 reimbursement of $82
represents 61% of our median cost. The 2007 payment level represents 86% of the 25t percentile
cost ($95.07) and 42% of the 75t percentile costs ($195.02). Furthermore, we found that, in 2007,
only 14% of survey respondents are being reimbursed by Medicare at or above their costs. Our
findings suggest that no provider will be reimbursed adequately at the fully implemented
payment rates in 2010 of $35. (See Figure 10.)

Figure 10: Ratio of 2007 Payment to Cost per DXA Procedure, by
25th, 50th and 75th Percentile

Loss per Ratio

Percentile 2007 Cost 2007 Payment Procedure Payment:Cost
25th percentile $95.07 $82 $13.07 86%
50% (median) $134.13 $82 $52.13 61%
75th percentile $195.02 $82 $113.02 42%

We also found considerable variation in the cost of providing DXA procedures, with a minimum
value of $42.57 and a maximum value of $788.09. (See Figure 11.) The median number of DXA
procedures performed per year was 768 (25t percentile number of procedures performed = 360
procedures; 75t percentile number of procedures performed = 1572 procedures).
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Figure 11: 2007 Median Cost per DXA Procedure

Median # of Cost per Procedure
Procedures per
Procedure Year Median Minimum Maximum
DXA 768 $134.13 $42.57 $788.09

In addition, we found that there is an inverse relationship between average cost per procedure
and the number of DXA procedures performed in a year, until the number of procedures
performed exceeds 1500 procedures per year. Providers with high procedure volume are typically
thought of as being efficient and operating with lower costs per procedure. However, for a
number of reasons, DXA is different. As Figure 12 demonstrates, there is a steady decrease in the
average cost per procedures as practices increase the number of procedures performed per year,
until they reach 1500 procedures per year. Procedures in excess of 1500 per year have a higher per
procedure cost, possibly attributable to the extra fixed costs and overhead associated with
operating a practice that can handle the capacity.

Across all practices represented in the survey, there is an overall utilization rate for DXA
machines of 13%, defined as total annual hours equipment is used for patient care, divided by
total annual hours equipment is available for DXA.# This is substantially lower than the CMS
assumption that all imaging equipment is utilized 50% of the time the machine is available for
patient care. This difference in the utilization rate is attributable to the use of DXA machines as
only one aspect of patient care, and the fact that physicians from a number of specialties who
provide DXA also typically are evaluating and treating patients who have a variety of diseases in
addition to osteoporosis. Furthermore, DXA is not subject to overuse since its indications are
legislated in the Bone Mass Measurement Act.

Of those practices that have unit DXA costs under $82, they perform, on average, 2125 procedures
per year. This high average number of procedures per year is influenced by a small number of
practices performing DXA in excess of the 90t percentile of the number of procedures performed
in a year by respondents. This procedure volume is significantly higher than the median number
of procedures performed per year of 768, or approximately 3 procedures per day. The vast
majority (86%) of providers have costs that are not covered by Medicare reimbursement.

After accounting for cost inflation and the continual decline of DXA payments through 2010, very
few providers will be financially able to deliver DXA services to Medicare beneficiaries in the
coming years, with no provider being reimbursed by Medicare at or above their costs in 2010. In
the course of our data collection, we found that a number of large providers either have closed
their doors or totally eliminated DXA as a provided service. If the very largest providers, who
know their costs best, discontinue DXA service, others likely are to follow.

44 The overall utilization rate for DXA machines based on DXA and VFA procedures is 15%.
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Figure 12: Relationship Between Number of DXA Procedures Performed and
Average Cost per Procedure
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2. Cost of Performing VFA

Our analysis yielded a 2007 median total cost per procedure for VFA of $65.83, almost $26 more
than the 2006 MPFS reimbursement for VFA performed in the office setting and about $30 more
than the 2007 reimbursement. This represents the costs of performing VFA as a tandem procedure
to DXA. Regardless of whether or not the VFA procedure is performed with a DXA, MPFS
requires that the payment for VFA remains the same. Since VFA often is performed in tandem to
DXA (more than 50% of the time), the relative values (RVUs) that determine payment are reduced
to reflect only the aspects of care that are not captured within the DXA procedure. As a result,
practices that do perform VFA as a separate procedure are likely to have their cost per procedures
far exceed the Medicare payment.

For a tandem procedure, 2007 payment of $35 represents 53% of our median cost estimate. This
payment level also represents 80% of the 25th percentile cost ($43.59) and 29% of the 75th
percentile costs ($119.88) (See Figure 13).

Figure 13: Ratio of 2007 Payment to Cost per VFA Procedure, by
25th, 50th and 75th Percentile

Loss per Ratio

Percentile 2007 Cost 2007 Payment | Procedure Payment:Cost
25th percentile $43.59 $35 $8.59 80%
50% (median) $65.83 $35 $30.83 53%
75th percentile $119.88 $35 $84.88 29%

In 2007, only 17% of respondents were being reimbursed by Medicare at or above their costs. In
2010, only one provider (1% of sample) will be reimbursed adequately at the fully implemented
payment rate of $19.
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Similar to the cost of providing DXA, there is wide variation in the cost of providing VFA
procedures, with a minimum value of $18.03 and a maximum value of $545.67. With a median
number of procedures of only 180 per year (25t percentile = 96 procedures; 75th percentile = 600
procedures), it is evident that most DXA procedures are not accompanied by a VFA.

There continues to be an inverse relationship between the average cost per procedure and the
number of VFA procedures performed per year. There is a decrease in the average cost per
procedure as practices increase the number of procedures (total procedures and/or number of
VFA procedures) performed per year. The few practices that have costs below the Medicare
payment for 2007 perform, on average, 904 VFA procedures per year.

A practice both with high VFA procedure volume and high DXA procedure volume will have
more procedures over which to allocate their indirect expenses. Alternatively, practices with
low VFA procedure volumes but proportionately more DXA procedures also could have low
VFA costs per procedure. In this situation, there is only a proportionately small amount of the
indirect costs allocated to VFA. The only additional costs to be allocated per procedure would
be the direct labor for the procedure that is separate from DXA. For example, a practice with
only 100 VFA procedures per year but 2000 DXA procedures per year would have only 0.5% of
the practice expense and malpractice expense allocated to VFA.

3. Sensitivity Analysis

In developing the Notice of Proposed Rulemaking (NPRM), CMS assumed indirect expenses
account for 63% of the total practice expense. Indirect and direct expenses are defined in Figure
14 as the following:

Figure 14: Components of Practice Expense, Indirect and Direct

Indirect Practice Expenses Direct Practice Expenses

Non-clinical (administrative) labor Direct labor for clinical personnel

Office space Equipment expenses

All other expenses not related to

Medical li i
directly performing the procedures edical supplies and equipment

The 2007 MPFS indicates that practice expense represents approximately 70% of the total DXA
per procedure cost and 78% of the total VFA per procedure cost, based on the allocation of
RVUs for practice expense, malpractice expense, and physician work.45 Results of the Lewin
survey show a median indirect percentage for DXA of 37% of the total practice expense cost, or
$34 of the approximately $94 of practice expense (our median total cost was $134.13). For VFA,
results of The Lewin Group survey show a median indirect percentage of 47%, or $24 of the
approximately $52 of practice expense (our median total cost was $65.83).

As a sensitivity test, when we apply the CMS indirect proportion (63%) to our direct practice
expense cost for DXA of $60.12, we calculate total practice expense costs of $162.50. Adding

45 Medicare procedure payments often are used as a proxy for cost.

"L EWIN GROUP 29

INGENIX PCDocs # 443466




Final Report

Assessing the Costs of Performing DXA Services in the Office-based Setting

physician work of $38.49 and malpractice of $1.34 produces a total cost per DXA procedure of
$202.33. (See Figure 15.) Overall, this sensitivity analysis produces a higher total cost per DXA
procedure of $202.33, as compared to our base analysis of $134.13.

Figure 15: Allocation of Practice Expense by Allocation Methodology for DXA,
Lewin Survey vs. CMS NPRM Inputs

Median Total Practice Expense Physician Work Malpractice
Methodology Cost Indirect Direct Total Total Total
Lewin Survey $134.13 $34.17 $60.12 $94.29 $38.49 $1.34
CMS NPRM $202.33 $102.37 $60.12 $162.50 $38.49 $1.34

When we perform a sensitivity test for VFA using the same methodology, we calculate a total
practice expense cost of $73. Adding physician work of $13.11 and malpractice of $1.12
produces a total cost per VFA procedure of $87.63. (See Figure 16.) Overall, this sensitivity
analysis produces a higher total cost per VFA procedure of $87.63, as compared to our base
analysis of $65.83.

Figure 16: Allocation of Practice Expense by Allocation Methodology for VFA,
Lewin Survey vs. CMS NPRM Inputs

Median Total Practice Expense Physician Work Malpractice
Methodology Cost Indirect Direct Total Total Total
Lewin Survey $65.83 $24.44 $27.16 $51.60 $13.11 $1.12
CMS NPRM $87.63 $46.24 $27.16 $73.40 $13.11 $1.12

B. CBO-style Estimate of the Costs and Potential Savings to Medicare of a Proposal
to Restore DXA Reimbursement to 2006 Levels

Using multiple sources of secondary data, our analysis consisted of the following three steps:

*  Develop a baseline estimate of Medicare spending for DXA under the current
reimbursement for the five years, 2008-2012.

* Develop an estimate of Medicare spending under a proposal to restore payment for
DXA to not less than 100% of the reimbursement rate as of December 31, 2006 for the
five years 2008-2012 ($139.46).

*  Develop an estimate of potential savings to the Medicare program of avoiding
osteoporotic fractures through identifying and treating those beneficiaries at-risk using

DXA.

First, we present the estimated one- and five-year gross costs of the proposal to restore DXA to
the 2006 MPFS payment amount. Then, we present our estimates of the potential cost offsets
(savings) from identifying and treating beneficiaries at-risk of an osteoporotic fracture. Potential
savings accrue from the avoided cost of treating osteoporotic fractures for a subset of the
identified population, net of the costs of implementing the proposal and the costs of providing

pharmaceutical treatment to the identified at-risk individuals.
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1. Estimated Cost to Medicare of Restoring DXA Reimbursement to 2006
Levels for 2008-2012

*  The one-year estimate (2008) of net costs (with Part B premium offsets) to Medicare of
reimbursing DXA at 2006 levels is approximately $94 million. (See Figure 17, where
gross and net costs to Medicare are indicated by brackets.)

*  The five-year estimate (2008-2012) of costs (with Part B premium offsets) to Medicare
of reimbursing DXA at 2006 levels is approximately $648 million (See Figure 17.)

= We estimate that the volume of DXA procedures will remain at 1.6 million in 2008,
with 8.3 million procedures over the five years, if DXA reimbursement is restored to
2006 levels. About 4,256,510 DXA procedures would be “recovered” over the five-year
period if 2006 payment levels are maintained.

Figure 17: Estimated Cost of Proposal

| 2008 | 2009 | 2010 | 2011 | 2012 Total

Estimated Baseline Medicare Spending for DXA Under DRA and Changes to Physician Part B Payment (in millions)

Uses data from CMS Preliminary Part B

Extract and Summary System File, 2006 [$74] [$39] [$18] [$16] [$15] [$162]

Total Estimated Medicare Spending for DXA Under Proposal to Restore DXA Reimbursement to 2006 Levels (in millions)

Uses data from CMS Preliminary Part B
Extract and Summary System File, 2006, [$199] [$202] [$205] [$208] [$212] [$1,026]
also Medicare Trustees Report, 2007

Incremental Medicare Spending for DXA Under Proposal Relative to Baseline Spending

Calculated [$125 [$164] [$187] [$192] [$196] [$864]

Estimated Net Cost of Proposal (in millions)

Medicare spending minus the 25% premium
adjustment

[$94] [$123] [$140] [$144] [$147] [$648]

Our baseline estimate of Medicare spending under the DRA and other cuts for DXA for 2008 is
$74 million, and for the five-year period of 2008-2012 is $162 million. We estimate that the
annual volume of DXA procedures under the DRA and other cuts will decline to 1,236,298 in
2008 and to 4,048,103 over the five years, 2008-2012. A March 2007 ISCD industry survey found
that 8% of physicians had already discontinued providing DXA in their offices, and 36%
reported that they would discontinue the procedures over the next year. By 2010, nearly all
respondents said that they no longer would be performing DXA in their offices. These
estimates, while large, are in line with the level of Medicare’s DXA payment reductions.

If the proposal to restore DXA reimbursement to 2006 levels is implemented, we estimate
Medicare spending for DXA to be $199 million in 2008 and $1,026 million over the five years
2008-2012. After netting out baseline Medicare spending and a 25% premium adjustment, the
2008 cost of the proposal is $94 million and for 2008-2012 is $648 million.
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2. Estimated Cost Offsets of Avoided Osteoporotic Fractures due to
Increased DXA Under Proposal for 2008-2012

*  The estimated cost offsets (gross savings) to Medicare of avoiding increased osteoporotic
fractures from the recovery of approximately 4,256,510 DXA procedures under the
proposal is $175 million in 2008 and $2.1 billion over the five years 2008-2012.

»  Performing approximately 360,951 additional DXA procedures in 2008, 4,256,510 more
DXA procedures over the five-year period under the proposal would prevent
approximately 18,048 osteoporotic fractures in 2008 and 212,826 fractures over the five
years, 2008-2012. Approximately 158,818 individuals could receive pharmaceutical
treatment in 2008 at a cost to Medicare Part D of $25 million, $294 million over the five
years, 2008-2012.4¢6

= After the cost of the proposal ($74 million) and the increased utilization and cost of
treating identified individuals for osteoporosis with drug therapy ($25 million), the
one-year estimate (2008) of potential savings (after Part D premium offsets) to
Medicare of preventing fractures by identifying and treating at-risk beneficiaries using
DXA is approximately $56 million. (See Figure 18).

= After the cost of the bill and the cost of treating identified individuals for osteoporosis
with drug therapy, the five-year estimate (2008-2012) of potential savings (after Part D
premium offsets) to Medicare of preventing fractures by identifying and treating at-
risk beneficiaries using DXA is approximately $1.14 billion (See Figure 18).

46 This assumption is based upon the FRAME study in which the .44 of people tested were given a prescription.
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Figure 18: Estimated Cost Offsets of Identifying and Treating Individuals At-risk of
Osteoporotic Fracture using DXA

| 2008 | 2009 | 2010 | 2011 | 2012 Total
Number of DXA Procedures “Recovered” Under Proposal (in thousands)

Number of DXA procedures not lost due 361 694 950 1,060 1,182 4,256
to DRA and other cuts

Number of Fractures that Could Be Prevented by DXA (in thousands)
Assumes a 1/20 Fracture/Scan Ratio 18 35 48 53 59 213

Savings to Medicare Under the Proposal to Restore DXA Reimbursement (in millions)
Assumes $9,699 per fracture cost after
beneficiary co-payments and $81 $214 $320 $381 $442 $1,438
deductibles in 2008 inflated to 2012
Estimated Net Cost of Proposal (in millions)
Difference between spending under
4 12 14 144 147 4
DRA and other cuts and proposal [$94] [$123] [$140] [$144] [$147] [$648]
Cost to Medicare of Treating At-risk Individuals (in millions)
Annual cost to Medicare of $900
incurred by each at-risk individual for
drug therapy after cost management [$25] [$48] [$66] [$74] [$81] [$294]
factor, beneficiary premium, and
availability of generic drug
Savings to Medicare of Avoided Osteoporotic Fractures After Cost of Proposal to Restore DXA
Reimbursement and Treatment of Identified at-risk Individuals (in millions)

Net savings to Medicare of Restoring
Payment for DXA to 2006 Rates $56 $166 $254 $308 $360 $1,144

Appendix B contains the full model for the five-year estimates and Appendix C contains the full
model for the 10-year estimates.
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V. DISCUSSION

The results of this analysis support concerns that the marked reduction in Medicare
reimbursement for DXA and VFA may be ill advised. At a median cost of $135 to perform a
DXA study, and an estimated reimbursement of $35 by 2010, no physician will be able to cover
their operating costs regardless of the volume of DXA studies performed. Indeed, the losses
incurred performing DXA will be too large to be cross-subsidized within physician practices. At
a current reimbursement rate of approximately $81, a number of large practices with high DXA
volume and very low unit costs have already closed their doors. This runs counter to current
dictum that higher volumes are associated with greater efficiency and thus lower operating
costs.

The methodology used to determine reimbursement in the hospital outpatient department is
different from the non-facility/ office setting. The MPFS sets payment for both the professional
and technical component of procedures performed in the non-facility setting. In contrast, the
technical component of procedures performed in the hospital outpatient department is
determined by the Outpatient Prospective Payment System (OPPS) while the professional
component follows the MPFS. The hospital OPPS uses the Ambulatory Payment Classification
(APCs) in which similar procedures are grouped together and assigned a single payment that
includes the bundle of services associated with the procedure. The APC payment is designed to
cover the hospital’s capital and operating costs (facility fee). Although the most recent five-year
review of the MPFS set fees in the office setting through 2010, the OPPS announces their
reimbursement rates for the hospital and outpatient departments only one year at a time. Given
the recent trend of reducing Medicare reimbursements for imaging services, it is not
unreasonable to expect that DXA payments in the hospital and outpatient departments will
decrease as well in the coming years. This expectation will likely deter hospital providers from
increasing their DXA capacity.

Section 5102 of the DRA, which took effect on January 1st 2007, reimbursed the technical
component of advanced diagnostic imaging services such as CT, MRI, PET scans as well as
DXA at the lower of the MPFS or the OPPS reimbursement. This is why DXA reimbursement in
the office setting dropped 40% in one year to $81. If this legislation had not been in place, DXA
reimbursement from the MPFS would have been approximately $110 for 2007. In contrast, the
hospital outpatient payment remained relatively stable between 2006 and 2007 at $84 ($72.70
facility fee plus $11.30 professional fee).

When office practices close down their DXA units, patients may be referred to the hospital
outpatient department to obtain DXA testing. However, hospitals will likely not have the capacity
to absorb the potential influx of patients, creating access to care issues. Furthermore, the increased
complexities of receiving care in the hospital (i.e., receiving care from another provider at a
different location, and the need to send and receive medical records and test results) will likely
discourage some patients from visiting the hospital outpatient department to be tested.

The difference in co-payments for Medicare beneficiaries may also deter patients from the
hospital outpatient setting. 2006 payments resulted in a co-payment for DXA of $28 for a
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physician office and $40 for the hospital outpatient.#” Reductions in payment for office-based
procedures will decrease co-payments for both sites of service compared to 2006, but will result in
higher co-payments when patients are transferred from physician offices to the hospital
outpatient department (from $16 to $35 for each DXA procedure in 2007).48 These financial issues
will likely lead to a further decline in the number of qualified Medicare beneficiaries who are
diagnosed with osteoporosis using DXA.

Given the study’s findings, access to care will most likely be compromised if physicians are
unable to offer DXA services to patients in their office. Out-of-pocket costs, additional travel
time and expense, appointment availability, and the like have been shown to be barriers to
access, especially for preventive services that often are perceived as being “not needed,”
especially if costly to the patient. 4

Practices providing VFA services are also facing reductions in reimbursement from the MPFS
amounting to 50% by 2010. The rules of Section 5102 of the DRA do not apply to VFA as the
technical component for VFA is slightly higher in the MPFS than the OPPS. When VFA is
performed in tandem with DXA, losses will total approximately $83 ($52 loss for DXA and $31
loss for VFA).

One of the guiding principles for the MPFS is that services be appropriately valued. The
Medicare Payment Advisory Commission (MedPAC) advises Congress on Medicare payments.
In their March 2007 report they stated that “The Commission is concerned that differences in
the profitability across physician services create incentives for physicians to favor furnishing
some procedures and services over other, less profitable ones. In this environment, beneficiary
access to relatively undervalued services - and to the providers that perform them - may be
threatened. Misvalued services should be identified and payments corrected.”50

The Medicare goal of increasing beneficiaries” use of preventive services is undercut by the
large reduction in DXA and VFA payment rates. Despite CMS’ efforts to promote DXA testing
to detect osteoporosis, fewer than 20% of eligible Medicare beneficiaries had been tested within
a two-year interval. To reduce DXA reimbursement by 75% and VFA by 50% will only further
undervalue this service and undermine federal initiatives to improve recognition and treatment
of osteoporosis in the Medicare population.

The unintended consequence of the marked reductions in reimbursement for DXA and VFA will
serve to spend, rather than save, Medicare dollars. The case of DXA and VFA is an instance in
which prevention serves the role society asks of it - that is, to reduce morbidity and health care
expenditures. Medicare is not serving its beneficiaries well to essentially eliminate office-based
DXA and VFA services.

47In the physicians office for 2006, Medicare beneficiaries pay 20% of the global MPFS payment ($28), while
beneficiaries pay close to 40% of the DXA 2006 APC payment ($29) plus 20% of the physician fee schedule
amount ($11), resulting in a total out-of-pocket expense of $40 per procedure.

48 Co-payment for physician office is equal to 20% of $82. Hospital outpatient co-payment is equal to $29 plus 20% of the
physician fee schedule amount ($6), resulting in a total out-of-pocket expense of $35 per procedure. In 2008, the
physician office co-payment will stay roughly the same at $16, while the hospital outpatient co-payment will
increase to $36.

49 Scheppers E, van Dongen E, Dekker J, et al. (2006). Potential barriers to the use of health services among ethnic

minorities: a review. Family Practice 23(3):325-348.

50 MedPAC. (2007). Report to the Congress: Medicare Payment Policy. March 2007.
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Office Based (Non-Facility) DXA Cost
Survey Questionnaire
July 9, 2007

Thank you for agreeing to participate in this important survey to help understand DXA costs.
Instructions

To accurately assess DXA costs, we need to collect information on a variety of clinic operating
expenses. To ensure the most accurate information, we suggest that you share this survey with
your clinic administrator and/or business manager so they can assist you in its completion.
Please make sure you include all of your practice(s)’s expenses (unless specified), not just those
attributed to DXA. The time spent completing this will be invaluable in arriving at a true cost
analysis that may result in a more accurate reimbursement.

This survey will collect practice level information regarding procedure volume and equipment
costs and professional expenses for your most recently completed fiscal year.

To submit this paper survey:
e Print, complete and fax responses to Audrey El-Gamil at The Lewin Group at
703-269-5501, or
e Complete electronically and email responses to Audrey El-Gamil at The Lewin
Group at audrey.el-gamil@lewin.com.

Please make sure that you insert your log-in information at the
top of the first page of the survey!

Again, we assure you that The Lewin Group is treating all information as confidential.
Under no circumstances will individual practice information be reported or shared with
anyone. Furthermore, The Lewin Group will provide only aggregated data across providers.

If you have questions or wish to discuss any issues related to the survey, please call
Audrey El-Gamil at The Lewin Group between the hours of 9 am ET and 6 pm ET, or leave a
message, at (703) 269-5771. Alternatively, you can email Audrey at audrey.el-gamil@lewin.com.
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Information about You

(Please complete this survey only if you are not a hospital based practice billing under
the Hospital Outpatient Prospective Payment System (OPPS))

A-1

Your name:

A-2

City where practice is located:

State where practice is located:

A-4

Zip code of practice:

Location of practice: (check one)

Urban Suburban Rural

A-6

Specialty you practice: (check one)
______Endocrinology

____Family Practice
______Gynecology

______Internal Medicine

______ Orthopedics
_____Rheumatology

_____ Radiology

______ Other (specify: )

Years practicing specialty:
years

Are you ISCD Certified as a CCD (Certified Clinical Densitometrist)?
Yes
No

A-9

Is your practice based in a hospital?
Yes
No

If yes, do you bill for DXA using the Hospital Outpatient Department (HOPD) rate also
referred to as the Hospital Outpatient Prospective Payment System (OPPS)?

Yes

No
If you answered “yes” to both questions, please do not complete the rest of the survey.
This survey is only for office-based/non-facility based practices whose payment is

based on the Medicare Fee Schedule. Thank you for your time! Please fax your
responses to Ted Kirby at 703-269-5501.
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Information about Your Practice

How many:
physicians are in your practice?
of those physicians, how many are reading DXAs?
Do you have non-physician providers (NP, PA) who read DXAs?
B-1 Yes
No
If yes, how many?
non-physician providers
Which central sites do you routinely measure?
spine only
B one hip only
spine and one hip
spine and both hips
Do you do forearm DXAs?
B3 Yes
No* Skip to Question B-6
If you do forearm DXAs, do you do them:
B-4 in all patients having central DXA?* Skip to Question B-6
only in selected patients?
If only in selected patients, what percent of patients having central DXAs also have
forearm DXAs?
B-5 .
percent having central DXA and forearm DXA
percent having only forearm DXAs
How much of your DXA volume comes from your own practice and how much is referred
to you from outside of your practice? (total must equal 100%)
B- 6
% from your practice
% referred to you
When you bill for DXA, do you bill the global fee or the professional component?
B-7
global fee
professional component only (-26)
The
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What is the average number of hours per week that your office is open for business?
B-8
hours per week
How many days of the week is your office open for business?
B-9
days of the week
How many weeks of the year is your office open for business?
B-10
weeks of the year
What is the average number of hours per week that DXA is available/offered in your
office?
B-11
hours per week
How many central DXA procedures are performed in an average month per machine?
B-12
procedures

Information about VFA

Do you have VFA capability?
Yes
c-1 No
Do you read VFA?
o Yes
No* Skip to next section
How many VFA procedures are performed in an average month per machine?
Cc-3
procedures
How many machines are used for VFA?
C-4
machines
The
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For the next sections, we suggest that you share the questionnaire with your clinic
administrator and/or business manager so they can assist you. The time spent
completing this will be invaluable in arriving at a true cost analysis that may result in a
more accurate reimbursement for central DXA.

Information about Your Equipment Costs

Total number of DXA machines in your practice:
Please fill out one row in the following table for each DXA machine in your practice.
Please specify if the manufacturer is:
e Hologic,
e Norland/Cooper, or
e GE/Lunar
b-1 Days per Year
Annual Machine is
Machine Fan or Pencil Year Depreciation Down for
Number Manufacturer Beam Purchased Cost per Year | Maintenance
1
2
3
4
Cost per year of interest on loan(s) used to purchase your DXA machine(s):
7 s per year
Cost per year of any service contract(s) for your DXA machine(s):
-3
. $ per year
Cost per year of software upgrade(s) for your DXA machine(s):
s per year
Cost of the last PAC/DICOM upgrade(s) (ability to transmit radiographic images electronically):
D-5 $
The
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Information about Your Professional Expenses (your last full fiscal year)

Please answer the remaining sections based on your last full fiscal year.

Make sure to include your entire practice’s expenses, rather than those just attributed
to DXA. We will use this information to calculate the proportion of your clinic’s
overhead expenses that are attributed to DXA procedures.

For the purpose of this survey, “practice(s)’s expenses” are defined as all expenses that are captured on your
Profit and Loss (Income) Statement for all services your practice provides. Do not differentiate between DXA and
all other services provided. We list some examples of expenses you should and should not include in your totals:

Do include:
e Rent and utilities for your entire practice, not just areas attributed to DXA services
e Salary amounts (and benefits) for visiting physicians or support staff that are paid by your practice, but
also serve or support other practices

Do not include:
e Salaries for visiting physicians that use your clinic space but are not paid a salary from your practice
e Rent for neighboring practices that share space (i.e., waiting rooms)

If you have any further questions, please call Audrey EI-Gamil at The Lewin Group at (703) 269-5771

What is the start and end date of your last full fiscal year?

- Start Date: Month Year

End Date: Month Year

What is the total square footage for your practice? (If practice has more than one location
include total square footage of all offices) sq ft.

What is the total square footage attributed to DXA use? (If an exam room is set aside for
DXA only, then you would provide the square footage of the exam room itself. If part of the
E-2 | room where DXA machine is located is used for other purposes, then you would list the
square footage of that portion of the room reserved for DXA. If practice has more than one
DXA machine include square footage reserved for each machine.) sq ft.

What is the lease per square foot for your practice(s)? $

What was your practice’s professional medical liability or malpractice insurance premium
for your last full fiscal year, to the nearest thousand dollars?

E-3
$ Premium Amount
What were your practice’s non-clinical non-physician payroll expenses for your last full
fiscal year were solely for individuals involved with administrative, secretarial, or clerical
activities (to the nearest thousand dollars)? Include all sites for which your practice bears

- these costs (e.g. practice managers, schedulers, billing personnel, record clerks, clerical,
etc.).
$

The
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What were your practice’s total clinical non-physician payroll expenses for your last full
fiscal year, including fringe benefits (to the nearest thousand dollars)? Include all sites for
e.5 | which your practice bears these costs (e.g. nurses, technicians).

$

What were your practice’s total provider payroll expenses for your last full fiscal year,
including current or deferred compensation (to the nearest thousand dollars)? (Physicians,
Nurse Practitioners, Physician Assistants). Include all sites for which your practice bears
E-6 | these costs (e.g. salaries, bonuses, dividends, and pension funds).

$

What were your overall practice’s expenses for medical materials and supplies not
separately reimbursable that are used for clinical purposes for your last full fiscal year (to
the nearest thousand dollars)? Include all sites for which your practice bears these costs (e.qg.
g7 | X-ray films, processor chemicals, laundry and disposable medical supplies). Do not include
expenses for non-clinical office supplies or medicines which are separately reimbursable.

$

Information about Your Non-Clinical Expenses (your last full fiscal year)

What were your practice’s non-clinical office expenses for your last full fiscal year, including
non-clinical office equipment and supplies, rent, mortgage interest, depreciation and
maintenance costs on office and medical buildings, commercial property insurance, property
F.1 | taxes, utilities and telephone, supplies for billing, scheduling and business functions (to the
nearest thousand dollars)? Include all sites for which your practice bears these costs.

$

What were your practice expenses for all other expenses for your last full fiscal year,
including marketing expenses, legal fees, accounting, office management services,
contracted billing expenses, professional car upkeep and depreciation, professional
association memberships, professional journals, continuing education (CME), all employee-

F-2 | provided insurance other than malpractice, and other expenses that have not been listed (to
the nearest thousand dollars)?
$
What were your practice’s bad debts for services provided in your last full fiscal year (to the
nearest thousand dollars)?

F-3

$

Do you have any additional comments?
Congratulations, you have finished the survey!
Thank you for your responses.

To submit your complete survey, please fax it to
Audrey El-Gamil at the Lewin Group, 703-269-5501
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Cost Estimation of Keeping 2006 Medicare DXA Reimbursement

Total
2008 2009 2010 2011 2012 2008-2012
Baseline DXA Spending Under DRA and Other Cuts
Projected number of Medicare beneficiaries with outpatient claims 35,848,239 36,385,962 36,931,752 38,039,704 39,180,895
Decline from prior year 250 25% 25% 10% 10%
Number of central DXA procedures performed in physician offices 1,236,298 927,223 695,418 625,876 563,288 4,048,103
Global DXA payments 2007-2010 per Medicare physician fee
schedule $81.66 $56.82 $35.48 $35.48 $35.48
Allowed charges from CMS correspondence $100,956,082 $52,684,832 $24,673,414 $22,206,073 $19,985,465 $220,505,866
Total Medicare payment for DXA from CMS correspondence $74,000,808 $38,617,982 $18,085,613 $16,277,051 $14,649,346 $161,630,800
Estimated DXA Spending Under Proposal to Restore Rates at 2006 Levels (with proportionate escalation in procedure volume)
Global payment for central DXA under proposed freeze in rates to
2006 levels $139.46) $139.46 $139.46 $139.46) $139.46
Number of central DXA procedures in physician offices under
proposal holding 2006 payment levels with volume increases
proportionate to beneficiary population growth 1,597,249 1,621,208 1,645,526 1,694,892 1,745,738 8,304,613
Estimated Medicare spending in physician offices under freeze
with volume increases proportionate with growth in beneficiary
population $199,114,370 $202,101,086 $205,132,602 $208,209,591 $211,332,735 $1,025,890,385
Difference between estimated spending under DRA and other cuts
and spending under proposal to freeze rates (cost of proposal) $125,113,563 $163,483,104 $187,046,990 $191,932,540 $196,683,389 $864,259,585)
Total Estimated Medicare Spending for DXA Under Proposal
Total baseline Medicare spending for DXA under DRA and other cuts $74,000,808 $38,617,982 $18,085,613 $16,277,051 $14,649,346 $161,630,800
Total estimated Medicare spending in physician offices under
freeze with volume increases proportionate with growth in
beneficiary population $199,114,370 $202,101,086 $205,132,602 $208,209,591 $211,332,735 $1,025,890,385
Total difference in DXA spending under DRA and other cuts and
spending under freeze(Total cost of proposal) $125,113,563 $163,483,104 $187,046,990 $191,932,540 $196,683,389 $864,259,585
Net cost of proposal after beneficiary Part B premium $93,835,172 $122,612,328 $140,285,242 $143,949,405 $147,512,542 $648,194,689
The G
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Total
2008 2009 2010 2011 2012 2008-2012
Cost Savings from Reduced Fractures after Implementation of Proposal
Number of annual osteoporotic fractures among patients aged 65
and older (71%) inflated by .0459 per year beginning in 2006 per
Burge et al, 2007 1,592,181 1,665,262 1,741,698 1,821,642 1,905,255 8,726,039

Annual cost to Medicare of osteoporotic fractures with $16.9 billion
in 2005 dollars (87% of costs for age 65+) increased by CPI and
growth in beneficiary population = roughly equivalent to .0466
compound rate of growth per year per Burge et al, 2007

$19,302,867,272

$20,180,182,589

$21,097,371,888

$22,382,201,836

$23,745,277,928

$106,707,901,513

Per fracture cost calculated, as. $12,134 per Burge, Dawson-

Hughes, Solomon et al, 2007. $12,124] $12,118| $12,113| $12,287| $12,463

Net per fracture cost after beneficiary Part B copays and

deductibles (20%) $9,699 $9,695 $9,690 $9,829 $9,970

Number of DXAs performed under DRA cuts - from above 1,236,298 927,223 695,418 625,876 563,288 4,048,103
Number of central DXA procedures under proposal 1,597,249 1,621,208 1,645,526 1,694,892 1,745,738 8,304,613
Number of central DXA procedures lost under DRA and other

cuts if proposal not implemented 360,951 693,984 950,108 1,069,016 1,182,450 4,256,510
Total number of lost procedures under DRA 360,951 693,984 950,108 1,069,016 1,182,450 4,256,510
Number of fractures prevented by each screen: .05 assumption

of 75% women treated having osteoporosis and 25% having

osteopoenia per King et al sensitivity analysis 18,048 34,699 47,505 53,451 59,123 212,826

Total net cost to Medicare of increased fractures from losing DXA
procedures under DRA and other cuts - after beneficiary co-pay

$175,040,214

$336,397,008

$460,350,535

$525,392,608

$589,477,113

$2,086,657,478

Medicare savings from reduced fractures taking into account the
cost of proposal/cost of increased fractures minus cost of freeze -
2007 is a cost to Medicare, outyears are savings

$81,205,042

$213,784,680

$320,065,293

$381,443,203

$441,964,571

$1,438,462,789

Annual Cost of Treatment

@ $900 per Beneficiary under Part D

Cost to Medicare of medications under Part D if all beneficiaries
covered under Part D - for every scan (n=3,406,877), .44
prescriptions are written per King et al

$142,936,697

$274,817,843

$376,242,932

$423,330,315

$468,250,309

$1,685,578,096

Cost of medications with 58.5% beneficiaries in Part D - rest
uninsured or other plans

$83,617,968

$160,768,438

$220,102,115

$247,648,234

$273,926,431

$986,063,186

... and cost management factor per CBO - 27% discount on branded
drugs from the plans prior to 2008

$83,617,968

$160,768,438

$220,102,115

$247,648,234

$273,926,431

$986,063,186

... and 25.5% beneficiary Part D premium for average cost plan per
CBO

$62,295,386

$119,772,486

$163,976,076

$184,497,934

$204,075,191

$734,617,074

Generic discount averaging 60% beginning in 2008

$24,918,154

$47,908,995

$65,590,430

$73,799,174

$81,630,076

$293,846,830

Medicare savings from reduced fractures taking into account the|

cost of the treatment - these are savings

$56,286,888

$165,875,686

$254,474,862

$307,644,029

$360,334,495

$1,144,615,960
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Cost Estimation of Keeping 2006 Medicare DXA Reimbursement

Total Total
2008-2012 2013 2014 2015 2016 2017 2013-2017

Baseline DXA Spending Under DRA and Other Cuts

Projected number of Medicare beneficiaries with outpatient claims 40,356,322 41,567,012 42,814,022 44,008,443 45,421,396

Decline from prior year 10% 10% 10% 10% 10%

Number of central DXA procedures performed in physician offices 4,048,103 506,959 456,263 410,637 369,573 332,616 6,124,152
Global DXA payments 2007-2010 per Medicare physician fee

schedule $36.54 $37.64 $38.77 $39.93 $41.13

Allowed charges from CMS correspondence $220,505,866 $18,526,526 $17,174,090 $15,920,381 $14,758,194 $13,680,845 $300,565,903
Total Medicare payment for DXA from CMS correspondence $161,630,800 $13,579,944 $12,588,608 $11,669,640 $10,817,756 $10,028,060 $220,314,807

Estimated DXA Spending Under Proposal to Restore Rates at 2006 Levels (with proportionate escalation in procedure volume)

Global payment for central DXA under proposed freeze in rates to
2006 levels $143.64) $147.95) $152.39) $156.96 $161.67]
Number of central DXA procedures in physician offices under
proposal holding 2006 payment levels with volume increases
proportionate to beneficiary population growth 8,304,613 1,798,111 1,852,054 1,907,616 1,964,844 2,023,789 17,851,027

Estimated Medicare spending in physician offices under freeze
with volume increases proportionate with growth in beneficiary

population $1,025,890,385 $217,672,717 $224,202,899 $224,202,899 $230,928,986 $230,928,986 $2,153,826,872
Difference between estimated spending under DRA and other cuts
and spending under proposal to freeze rates (cost of proposal) $864,259,585  $204,092,773 $211,614,291 $212,533,259 $220,111,230 $220,900,926 $1,933,512,064

Total Estimated Medicare Spending for DXA Under Proposal

Total baseline Medicare spending for DXA under DRA and other cuts $161,630,800 $13,579,944 $12,588,608 $11,669,640 $10,817,756 $10,028,060 $220,314,807

Total estimated Medicare spending in physician offices under
freeze with volume increases proportionate with growth in

beneficiary population $1,025,890,385 $217,672,717 $224,202,899 $224,202,899 $230,928,986 $230,928,986 $2,153,826,872
Total difference in DXA spending under DRA and other cuts and

spending under freeze(Total cost of proposal) $864,259,585 $204,092,773 $211,614,291 $212,533,259 $220,111,230 $220,900,926 $1,933,512,064
Net cost of proposal after beneficiary Part B premium $648,194,689 $153,069,580 $158,710,718 $159,399,944 $165,083,422 $165,675,694]  $1,450,134,048
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Total Total
2008-2012 2013 2014 2015 2016 2017 2013-2017
Cost Savings from Reduced Fractures after Implementation of Proposal
Number of annual osteoporotic fractures among patients aged 65
and older (71%) inflated by .0459 per year beginning in 2006 per
Burge et al, 2007 8,726,039 1,992,707 2,084,172 2,179,835 2,279,890 2,384,537 19,647,179

Annual cost to Medicare of osteoporotic fractures with $16.9 billion
in 2005 dollars (87% of costs for age 65+) increased by CPI and
growth in beneficiary population = roughly equivalent to .0466
compound rate of growth per year per Burge et al, 2007

$106,707,901,513]

$25,191,365,354

$26,725,519,504

$28,353,103,641

$30,079,807,653

$31,911,667,939

$248,969,365,604

Per fracture cost calculated, as. $12,134 per Burge, Dawson-

Hughes, Solomon et al, 2007. $12,642 $12,823] $13,007 $13,194 $13,383

Net per fracture cost after beneficiary Part B copays and

deductibles (20%) $10,113 $10,258 $10,406 $10,555 $10,706

Number of DXAs performed under DRA cuts - from above 4,048,103 506,959 456,263 410,637 369,573 332,616 6,124,152
Number of central DXA procedures under proposal 8,304,613 1,798,111 1,852,054 1,907,616 1,964,844 2,023,789 17,851,027
Number of central DXA procedures lost under DRA and other

cuts if proposal not implemented 4,256,510 1,291,151 1,395,791 1,496,978 1,595,271 1,691,173 11,726,875
Total number of lost procedures under DRA 4,256,510 1,291,151 1,395,791 1,496,978 1,595,271 1,691,173 11,726,875
Number of fractures prevented by each screen: .05 assumption

of 75% women treated having osteoporosis and 25% having

osteopoenia per King et al sensitivity analysis 212,826 64,558 69,790 74,849 79,764 84,559 586,344

Total net cost to Medicare of increased fractures from losing DXA
procedures under DRA and other cuts - after beneficiary co-pay

$2,086,657,478

$652,898,194

$715,933,813

$778,847,580

$841,890,446

$905,302,268

$5,981,529,779

Medicare savings from reduced fractures taking into account the
cost of proposal/cost of increased fractures minus cost of freeze -
2007 is a cost to Medicare, outyears are savings

$1,438,462,789

$499,828,614

$557,223,095

$619,447,635

$676,807,024

$739,626,574

$4,531,395,731

Annual Cost of Treatment @ $900 per Beneficiary

under Part D

Cost to Medicare of medications under Part D if all beneficiaries
covered under Part D - for every scan (n=3,406,877), .44
prescriptions are written per King et al

$1,685,578,096

$511,295,895

$552,733,041

$592,803,475

$631,727,177

$669,704,630

$4,643,842,315

Cost of medications with 58.5% beneficiaries in Part D - rest
uninsured or other plans

$986,063,186

$299,108,099

$323,348,829

$346,790,033

$369,560,398

$391,777,209

$2,716,647,754

... and cost management factor per CBO - 27% discount on branded
drugs from the plans prior to 2008

$986,063,186

$299,108,099

$323,348,829

$346,790,033

$369,560,398

$391,777,209

$2,716,647,754

... and 25.5% beneficiary Part D premium for average cost plan per
CBO

$734,617,074

$222,835,534

$240,894,878

$258,358,574

$275,322,497

$291,874,020

$2,023,902,577

Generic discount averaging 60% beginning in 2008

$293,846,830

$89,134,213

$96,357,951

$103,343,430

$110,128,999

$116,749,608

$809,561,031

Medicare savings from reduced fractures taking into account the|
cost of the treatment - these are savings

$1,144,615,960

$410,694,401

$460,865,144

$516,104,206

$566,678,025

$622,876,966

$3,721,834,700
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