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THE VOICE FOR HEALTH CARE CONSUMERS

The Nuts and
Bolts of Medicare
Physician Payment

— And Why It
Needs Reform

Introduction

All families and people across our nation should have access to the health care they need at

a price they can afford. But our health care system is currently designed to rake in the highest
possible profits for big health care corporations rather than deliver the highest-quality care for the
lowest possible cost. The way the U.S. pays for health care drives large health care corporations to
buy up community doctors’ offices to form medical monopolies, set inflated prices, and generate
high volumes of the highest-priced services with no accountability for health care affordability or
health outcomes.*? The business model of these large health care corporations fundamentally
relies on and takes advantage of fee-for-service payments, which serve as the predominant
reimbursement model for health care services delivered by our country’s physicians and other
health care professionals.?

Simply put, how health care providers and physicians are paid directly impacts how our health
care system delivers care, including the quality of care that patients receive and the extent to
which health care services are integrated and coordinated across multiple providers and care
settings to effectively meet patients’ needs.“ And far too often, decisions about physician payment
incentives are dominated by the health care industry and specialty interests focused on preserving
their status quo business model at the expense of advancing pro-consumer payment reforms.

We need a new approach to health care payment, one that is reoriented to meet the health and
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affordability needs of consumers and patients. Consumer advocates and allied stakeholders have

an important role to play in providing a meaningful counterweight to health care industry interests
and influence on health payment policy. U.S. health care payment and delivery systems should be
meaningfully designed to provide the affordable, high-quality health care and health that all of our
nation’s families deserve.

The failings of a fee-for-service health system

Fee-for-service (FFS) payments incentivize health care providers to make money by performing

more high-profit or high-margin procedures rather than by allowing providers to generate revenue
based on keeping people healthy and reducing disparities.s The U.S. health care system incentivizes
specific procedures and services that generate higher fees — like surgeries, hospital admissions and
medical tests — without any real link to the quality of care or health outcomes.® At the same time, it
disincentivizes services that make care more accessible and effective, such as care coordination or
patient education services, which are often priced too low or not reimbursed at all.” Moreover, under
FFS, patients can be billed for each additional service that is delivered, leaving them vulnerable to
receiving high volumes of low-value services that can directly harm their financial well-being, and
ultimately leading to higher copays and out-of-pocket costs for all of our nation’s families.®

By its very definition, FFS payment provides a very narrow view of health and health care and signals
to providers they should prioritize delivering the kind of clinical care that determines only 10% to 20%
of health while limiting them from helping patients address the multitude of social, economic, lifestyle
and other factors that drive a person’s overall health? The U.S. health care payment system actually
works against the professional responsibility and desires of clinicians and health care professionals
who strive to improve patients’ health and reduce health disparities.

The effects of these broken FFS payment incentives are amplified through physician payment across
our entire health care system in two critical ways:

1. Fee-for-service economics are the basis for physician payment from one of the largest and
most important payers in U.S. health care: Medicare, which predominantly pays physicians
through the Medicare Physician Fee Schedule.

2. The Medicare Physician Fee Schedule is the model for most other health care payers’ fee
schedules.

The U.S. health care system incentivizes specific procedures
) and services that generate higher fees, without any real link
to the quality of care or health outcomes.
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As a result, FFS payment incentives predominate in all forms of health insurance, including
Medicare Advantage, Medicaid managed care, private insurance and traditional Medicare and
Medicaid, including the majority of current value-based payment models.

This means that Medicare payment policy — and specifically the Medicare Physician Fee
Schedule (MPFS) is perhaps the most critical lever health advocates have to advance needed
reforms. By addressing the problems inherent to MPFS and its misaligned incentives, we can
move physician payment across the country away from FFS economics and toward a value-
based payment system that drives whole-person health. Importantly, because MPFS is often
a core component of value-based payment, it is critical for these efforts to be viewed as
complimentary and advanced together.

The complexity of Medicare physician payment

To fully explore how Medicare payment can be leveraged to enact meaningful health care payment
reform, it is important to ground any discussion about potential changes in an understanding of
how Medicare payment works currently.

Medicare pays for physician and other professional medical services based on a list of health
care services and their associated payment rates called the Medicare Physician Fee Schedule.
This includes a broad range of services, such as office visits and surgical procedures that are
delivered across a variety of care delivery sites: physicians’ offices, hospitals, ambulatory
surgical centers, skilled nursing facilities and other post-acute care settings, hospices,
outpatient dialysis facilities, clinical laboratories, and beneficiaries’ homes.* Of the 1.3 million
clinicians who bill Medicare, 55% are physicians.” The remaining 45% are nurse practitioners,
physician assistants and other types of nonphysician practitioners, such as clinical social
workers and certified nurse midwives.”? These professionals either bill Medicare independently
or provide services under physician supervision.

Physician services are paid for under Part B of the Medicare program along with hospital
outpatient services, physician-administered drugs and other outpatient services. Importantly,
spending on physician services and other Part B services now accounts for the largest share of
total Medicare benefit spending, growing from 41% to 48% between 2011 and 2021.2 As of 2023,
physician services were the largest category of spending within Medicare Part B, accounting for
more than $70 billion in spending annually.*

MORE THAN

$70 BILLION

is spent every year
on physician services
within Medicare Part B.
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What is an RVU? Determining the “relative value” of a health care service

The Medicare Physician Fee Schedule sets the payment rate for each health care service by
utilizing the resource-based relative value scale (RBRVS), which starts by setting the “relative
value” of each of the almost 14,000 services reimbursed under the MPFS.® These relative value
units attempt to account for the cost of the inputs used to provide a given medical service relative
to all other services. By statute, the relative value of each coded service is calculated based

on three components: physician work, practice expenses and professional liability insurance,
considered together to arrive at the relative value unit (RVU) for each service:*

e Physician work accounts for the level of time, effort, skill and stress associated with
providing each service.

e Practice expenses account for things like the cost of renting office space, buying supplies
and equipment, and hiring administrative and clinical staff.

e Professional liability insurance accounts for the cost of a provider’s professional liability
insurance, including monthly or annual premiums.

Once the RVU for each service is calculated, it is multiplied by a conversion factor, which adjusts
for geographic variation, to arrive at a dollar amount, or fee, for each service.” For hilling
purposes, each service is assigned a Healthcare Common Procedure Coding System (HCPCS)
code. Notably absent from these statutory components are elements that reflect the value of the
care provided to meet the needs of the Medicare population, and the statute does not require
any consideration of workforce shortages in specific professional categories, such as geriatrics or
primary care.®

What Happens Next? The Role of the RUC in Setting Physician Payment Rates

Critical to understanding how physician payment rates are set under the MPFS is knowing

how specific RVU components, such as physician work and practice expenses, are calculated.
The Centers for Medicare & Medicaid Services (CMS) relies on the health care industry itself

to determine RVU components under the Physician Fee Schedule — specifically through the
American Medical Association (AMA) and its Relative Value Scale Update Committee (RUC). The
RUC s a panel of physicians that the AMA convenes to provide recommendations to CMS on how
to value health care services.” The RUC has 31 members, the majority of whom are appointed by
medical specialty societies.2 While CMS is not required under federal law or regulation to adopt
the RUC’s recommendations, CMS adopts the vast majority of the RUC’s recommendations with
limited vetting or follow-up, since there is no alternative data source for how CMS should value
physician services.?+??

The RUC develops its recommendations by partnering with medical specialty societies to collect
survey data from physician practices to estimate practice expenses and physician work, and
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The role of the RUC in setting Medicare payment rates for
physician services results in payments that are in the best
interests of specialty care providers rather than what is in the
best interest of consumers and families.

those data are used to inform the RVUs for new and revised codes.? Specifically, physician
specialty associations conduct these surveys with random samples of their own members to
estimate the time, complexity and intensity, and the total work associated with a given service

or services.? The heavy reliance on these surveys raises serious concerns that the survey data
overrepresents specialty provider interests and directly undermines the accuracy of the RUC's RVU
recommendations. Critically, this means that as a nation we are allowing entrenched specialty
interests from the physician and health care professions to determine their own payment rates,
clearly creating profound conflicts of interest in how Medicare prices are established.

Further, the nonpartisan experts at the Government Accountability Office (GAO) and the Medicare
Payment Advisory Commission (MedPAC) have repeatedly expressed concerns that specialists
sitting on the RUC have a financial interest to inflate their numbers, leading to biased estimates of
RVUs and distorted fees.?2¢ It should not be surprising then that the evidence demonstrates that
fees for procedures, imaging and tests are priced too high, and fees for time spent with patients,
referred to as evaluation and management services and office-based services, are priced too low,
creating a damaging distortion in the Medicare Physician Fee Schedule.?” Research also confirms
that changes to RVUs often keep payment rates for specialty services artificially high by not
considering developments in technology and increased utilization of midlevel practitioners that
would otherwise warrant decreases in payments for high-cost procedures, such as surgeries.282
At the same time, RVU changes often do not account for increasing resource demands associated
with providers’ ability to deliver effective primary care, including the time-intensity required to
meet patients’ needs and critical thinking and judgement required to manage the health and well-
being of an increasingly medically complex and aging population — factors that would otherwise
warrant increases in primary care payments.3°3* Simply put, the role of the RUC in setting Medicare
payment rates for physician services results in payments that are in the best interests of specialty
care providers rather than what is in the best interest of consumers and families.??
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These payment distortions are not only blind to what consumers actually need, they often

run counter to the interests of Medicare beneficiaries and families across the nation. This is
particularly true for establishing payment rates for services that address social drivers of health.
It is well-established that the social drivers of health (SDOH) are one of the most significant
influences on an individual’s health, yet the Medicare Physician Fee Schedule provides little to
no payment for services that address social needs. While CMS has taken steps to incentivize
the delivery of equitable and whole-person care, such as creating new payments for SDOH risk
assessments and community health integration services, there is considerably more work to do
to ensure these payments are adequate to meet provider and patient needs .43 As a result, the
social needs that drive racial and economic disparities in health outcomes continue to go unmet
while marginalized patients — specifically, Black, Hispanic, American Indian and Alaska Native
communities — experience significantly worse health outcomes and shorter lifespans than their
white counterparts.3

This flawed system of determining the value of services that are needed by patients, in turn,
creates a perverse incentive in the Medicare Physician Fee Schedule, where physicians may
provide a mix of services that often do not align with the needs and wishes of their patients. For
example, patients want more time with their physicians, such as longer office visits, but instead
often are sent off for more lucrative tests and procedures.?” Importantly, because the MPFS serves
as the benchmark for most other payers’ fee schedules, many experts acknowledge that the
majority of alternative payment models (which we will discuss in more detail below) will continue
to be built on top of the MPFS, making it even more important to improve the accuracy of the
MPFS so that policymakers do not unintentionally perpetuate these distortions in efforts to shift to
value-based payments.s®

One more complication: Budget neutrality

The health care industry’s influence over the MPFS, including through the RUC, and the distortions
it creates for physician payment are complicated even further by certain budgetary restrictions
that CMS must follow when setting physician payment rates in the MPFS.

When CMS proposes changes to physician payment levels each year, they are subject to budget
neutrality rules. By law, CMS cannot make any changes to RVUs and payment levels within the
Physician Fee Schedule that are estimated to change total Medicare spending by more than $20
million per year.? This dollar amount is otherwise known as the budget neutrality threshold.#°
Importantly, budget neutrality serves as a critical tool to manage the growth in Medicare spending
for physician services over time. As a result, if CMS increases payment rates for a subset of
services or adds entirely new services that are expected to result in increases in total Medicare
spending, CMS is required to offset the financial impact of those changes with decreased
payments elsewhere in order to achieve budget neutrality. Alternatively, and most commonly,
CMS would need to put in place across-the-board payment adjustments for all services through
changes in the underlying conversation factor used to determine rates.“4
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Importantly, these budget neutrality rules essentially create a zero-sum game where medical
specialties are in a constant battle for the largest share of Medicare payment increases every year
— battles that almost always result in winners and losers. Since the RUC itself is biased toward
increasing RVUs and payments for procedure-based services associated with specialty care as
outlined above, increased payments for specialty services, combined with budget neutrality

rules, lead to payments for services critical to the delivery of primary care being systematically
undervalued and diluted over time (that is, their relative prices become too low because the
prices for other services have become artificially high).%> As a result, MedPAC has found that total
RVUs for certain primary care services actually decreased over certain periods of time, contributing
to drastic pay differences by specialty.“ In 2021, compensation for specialty providers such as
radiologists was 83% higher than for primary care.*

Even when CMS attempts to correct for longstanding disparities in Medicare payment through
rulemaking, the required payment cuts to all other services lead to industry backlash and
ultimately congressional intervention. For instance, when CMS proposed to increase payments
to primary care through the creation of a new add-on HCPCS code (G2211) in its CY 2021 MPFS
final rule, Congress — under heavy lobbying from the American Medical Association and specialty
medical associations — intervened and barred implementation of the new code for at least three
years, instead implementing an across-the-board payment increase of 3.75% to offset the budget
neutrality payment cuts to certain specialists.4®47 Despite a modest increase for primary care
services, this intervention essentially protected the entrenched business interests of specialty
providers, preserving the historical imbalances in payment between primary care physicians and
specialists that CMS had attempted to correct.

Ultimately, budget neutrality rules, combined with the RUC’s outsized industry influence, helps to
lock in the misaligned payment incentives that drive the delivery of high-priced, low-value care at
the expense of high-value primary care and behavioral health services that are critical to a high-
functioning and high-quality health care system for our nation’s families.

Progress or faux reform? A closer look at MACRA and the Quality
Payment Program

Policymakers and academic experts have long been concerned about the role that fee-for-service
economics plays in driving up health care spending with little accountability for the quality or
efficiency of care delivery. The Medicare Access and CHIP Reauthorization Act of 2015 (MACRA)
aimed to address these challenges by repealing the Medicare Sustainable Growth Rate (SGR),

a formula previously used by CMS to determine annual updates to the MPFS.48 Medicare SGR
triggered overall physician payment reductions if spending targets were not met, but physician
groups repeatedly and successfully lobbied Congress to override and delay any payment
reductions for well over a decade, resulting in a tumultuous and unsustainable approach to
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physician payment. In repealing Medicare SGR, Congress created new financial incentives that
aimed to shift physician payment toward value through the creation of the Quality Payment
Program (QPP).

The QPP allowed CMS to reward clinicians who deliver high-value, high-quality care to Medicare
beneficiaries with payment increases while also reducing payments to those clinicians who
failed to meet performance standards.® Specifically, the QPP incentivizes health care providers
to control costs and improve care quality in order to receive payments through one of two tracks:
the Advanced Alternative Payment Model (AAPM) or the Merit-based Incentive Payment System
(MIPS) .5 Beginning in 2019, clinicians participating in the AAPM track, including accountable care
organizations (ACOs), received a bonus payment of 5% of their professional services payments.
This bonus fell to 3.5% for 2023 and 1.88% for 2024.5* The purpose of the AAPM bonus was to
provide clinicians an added payment incentive to participate in value-based payment models
that shift away from FFS payment incentives toward population-based payment incentives with
accountability for health outcomes and cost.! But as that bonus payment dropped, so did the
incentive for providers to participate.

Under MIPS, clinicians receive a MIPS score and either a positive payment, a payment penalty or
no payment adjustments based on how well they performed across four performance domains:
quality, improvement activities, promoting interoperability and cost.>? The theory behind these
payment adjustments was that they would motivate higher performance among clinicians, and
over time as providers performed better under MIPS, they would eventually be ready to shift into
payment models under the AAPM track. Essentially, MIPS would serve as on-ramp to participating
in alternative payment models, allowing physician practices to became more experienced in
meeting the care delivery, data and technology, and administrative requirements needed to be
successful under payment models with greater accountability for cost and health outcomes 53

However, nearly a decade after implementation, there are significant concerns about whether the
QPP — and MIPS in particular — are meeting the intended goals to drive toward high-value health
care. One of the biggest criticisms of MIPS is that it allows providers to self-select many of the
performance measures on which they will be evaluated s This means that providers can skew their
results by reporting on the measures for which they expect to perform the best on, resulting in a
higher positive payment adjustment even if they exhibit little or no behavior change.® This makes
it nearly impossible to use MIPS scores as a meaningful tool to compare clinician performance or
motivate better outcomes as the program intended > Another challenge of the MIPS program is

"Population-based payment models are based on paying one health care provider — typically a primary care
organization or a health system — a single monthly payment that allows the organization or health system to pay for
some or most health care costs for a whole population. Such payment arrangements are coupled with strong quality
and outcome metrics to ensure that as providers’ economics change, patients’ health is thriving. In this way, providers
are “at risk” for care that is wasteful and does not improve or protect patients’ health.
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that the payment adjustments continue to be rooted in FFS economics, meaning that under the
MIPS program, the financial incentives still reward providers for higher care volume rather than
higher care quality and improved health. Ultimately, MIPS largely fails to deliver on its promise to
appropriately incentivize providers to shift into AAPMs that more effectively tie payment to quality.s”
Moreover, a robust evidence base has demonstrated that these types of payment bonus programs
— often referred to as pay-for-performance (P4P) programs — do little to nothing to reorient financial
incentives away from FFS and produce mixed results on improving care quality or affordability,
despite claims about values® In addition, several studies have shown that P4P approaches actually
reduce access to care for socioeconomically disadvantaged populations because they incentivize
providers to avoid treating low-income patients who may have unique, and more costly, barriers to
achieving their best health »

The pathway to true reform: Policy options to improve physician
payment

Reforming and strengthening the way physicians are paid is foundational to efforts to move our
health care system to one that delivers on the promise of affordable, equitable and high-quality
health care for our nation’s families. In the short term, policymakers should focus on policy solutions
that address the underlying distortions in the Medicare Physician Fee Schedule while continuing

to advance efforts that result in more health care providers participating in payment models with
greater accountability for health outcomes and costs, including the following solutions:

e Correct misvalued services in the fee schedule to increase the estimated value and
therefore the payment for services critical to meeting consumer needs, such as primary care
and behavioral health.°

e Reform the fee schedule payment setting process by:*

o Estimating relative resources using current, valid and reliable data.

o Reducing code redundancy by consolidating the more than 14,000 payment codes into
fewer payment codes.

o Reducing CMS’ overreliance on the RUC by establishing another advisory committee
to serve as a secondary data source for determining the time and intensity of relative
value units.
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e Make procedural changes in how CMS determines RVUs
by moving away from the existing RBRVS payment system
and overreliance on the RUC and specialty societies toward a
methodology based on empirical data that is routinely collected from
physician practices and under different forms of medical practice
ownership.®?

o Build alternative payment models into the MPFS such as the
primary care hybrid model or bundled payments for groups of
services. Through legislation like the Pay PCPs Act, Congress can
facilitate greater adoption of blended payment systems for primary
care providers that support regular, fixed payments for high-volume,
low-cost services while maintaining fees for irregular or high-cost
services.®

e Extend the original AAPM bonus of 5% to incentivize more
providers to move into alternative payment models.

All the while, policymakers should focus on creating new economic
incentives in the health care sector that align the financial interests of the
health care sector with the health and economic security of our nation’s
families. These efforts must focus on shifting away from broken FFS
economics and moving toward a health care system that pays for whole-
person health and is accountable for affordable, equitable, quality care
and health for all.

Conclusion

As key stakeholders and policymakers engage in discussion and
negotiation about the ways to reform and improve physician payment, it
is critical for consumer and patient advocates to be engaged and united in
centering the needs and interests of patients and health care consumers in
the fundamental design and economic incentives of health care payment.
Interest groups representing clinicians have demonstrated time and time
again that they will show up in force to influence those discussions, and
the only way to ensure true person-centered health care reform is to make
sure consumer advocates and allied stakeholders are right there with
them. These efforts are paramount to ensure that the business interests of
physicians and the health care sector more broadly are finally aligned with
the health and financial security of our nation’s families.

10

In the short term,
policymakers
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