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Final Report 

The Urban Institute and its subcontractor Social & Scientific Systems, Inc. were awarded the 

contract by the Office of the Assistant Secretary for Planning and Evaluation (ASPE) in 

September 2010.  The overall objective of this project was to identify and conduct research 

studies that could be applied to the Medicare Physician Fee Schedule to address issues related 

to promoting access to primary care providers, addressing rapidly rising health care costs and 

improving its value. Although the ASPE request-for-quote focused on the Medicare Resource 

Based Relative Value Scale (RBRVS) fee schedule, this project also considered studies that might 

improve access to primary care and, by extension, help promote cost containment and improve 

value by fundamentally changing the way primary care is paid for.  The project included two 

phases.  During Phase 1, the developmental phase included literature reviews, expert 

interviews, technical panel consultations and work plan development to identify up to four 

projects that could be conducted.  The research phase of the project (Phase 2) involved 

completing three of the studies developed in Phase 1. The results of one of these studies 

showed that alternative methods for allocating RVUs related to practice expenses would not 

result in a major shift of payments to primary care providers. A second study examined a 

potentially important issue related to the introduction of new codes and the effects of 

physician productivity changes on the distribution of work RVUs across services.  The final study 

looked beyond RBRVS and examined other approaches to payment reform in order to promote 

primary care services. 

The Development Phase 

During the first phase of the project, the research team: 

 developed a background reference guide about physician payment and workforce 

issues; 

 convened a technical expert panel (TEP) composed of leading experts on physician 

payment, as shown in the list in Appendix A; and 

 developed a list of eight potential studies to be conducted in Year 2. 

The topics of the potential studies were developed as the result of interviews with physician 

payment experts, review of the literature and recent policy reports by the Medicare Payment 

Advisory Commission (MedPAC) and others, and assessments of relevance and feasibility to the 

current study.  Three broad themes emerged in this process:1)  potential misallocation within 

the current RBRVS that may disadvantage primary care; 2) creation or revision of service 

definitions to focus on primary care activities within RBRVS; and 3) payment strategies for 
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primary care beyond the RBRVS.  When the TEP met in May 2011, the eight proposed studies 

included (brief descriptions of each are in Appendix B): 

 Role of Time in the RBRVS 

 Practice Expense (PE) Relative Value Units (RVUs)  

 Multiple Procedures and Component Coding 

 What Services are Actually Provided During 90-day or 10-day Global Periods and Who is 

Billing for Them?  

 RVU Revisions Suggested by Learning-by-Doing  

 New Approaches to Defining Visits 

 New Primary Care Services 

 Alternatives to Primary Care Physician Compensation 

During the TEP meeting, the project team asked the TEP to consider the potential for each 

study to be completed within the timeframe and resources of this study and to result in policy-

relevant information as they reviewed each topic.  As a result of their recommendations, ASPE 

asked the research team to develop more detailed analysis plans for potential studies on 

practice expense RVUs, global periods, RVU revisions suggested by learning-by-doing, and 

primary care payment, both within the RBRVS construct and, possibly, outside of RBRVS.  After 

developing refined proposals for each of these four studies and reassessing their potential to 

inform ongoing policy development, ASPE directed the research team to conduct studies on: 

the effect of practice expense allocation rules on primary care services, potential for changing 

default assumptions about productivity growth at the service level, and improving how primary 

care services are described and valued within RBRVS and potential payment for these services 

outside RBRVS.  The second phase of the project was devoted to conducting these three 

studies. 

The Research Phase 

During the second phase of the project, the project team conducted the three studies chosen 

by ASPE.  This section summarizes each of the three studies briefly; all project reports and key 

memos are included as Appendices. 

Practice Expense 
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Under the Medicare Physician Fee Schedule, practice expenses are paid for based on data 

about direct costs incurred when providing services – staff time, medical supplies, and medical 

equipment – and on indirect cost allocation rules to account for practice overhead costs that 

physicians incur regardless of the specific services they provide – office rent, administrative 

staff, administrative supplies. Stakeholders and analysts have questioned whether the indirect 

cost allocation basis currently used is appropriate and fair.  Under current policy, indirect costs 

are allocated based on a combination of services’ direct costs and physician work.  Many have 

argued that the inclusion of physician work and of specialty-specific adjustment factors in the 

allocation of indirect practice expenses directs an inappropriate share of Medicare physician 

payments toward some services and away from others, including primary care services.  Some 

experts are also concerned about the use of specialty-specific survey data that are increasingly 

out of date and for which new data are not expected. 

For this study (complete report is included as Appendix C),  the research team developed a 

detailed history of practice expense RVUs within fee schedule policy, a description of the 

current method used to allocate practice expenses across services, and a series of simulations 

of alternative approaches. A number of simulations were conducted: 

 Replace work with time in the indirect cost allocation basis in the current algorithm.   

 Replace work with time and remove an unintended effect of the current algorithm that 

rescales directs.   

 Change indirect allocation to be based only on directs (no time or work)  

 Change indirect allocation to be based only on time (no directs) 

 Remove specialty-based factors, retaining rescaling effect of indirect-to-direct ratio.  

 Remove specialty-based factors, removing the rescaling effect of indirect-to-direct ratio 

 Remove specialty-based factors, retaining rescaling effect of indirect-to-direct ratio, and 

substitute time for work.  

 Remove specialty-based factors, removing the rescaling effect of indirect-to-direct ratio, 

and substitute time for work.  

For each simulation, we examined the effect on the distribution of payments across specialties. 

There is no way to know which of these various approaches is “right”; these simulations cannot 

identify the most appropriate approach, but simply reveal the likely implications of each  

alternative.  
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The simulation results suggest that current policy may slightly disadvantage primary care 

specialties relative to some commonly suggested alternatives.  The changes in the specialty 

share of PE RVUs for each alternative relative to the current approach suggest that primary care 

specialties (family practice, general practice, internal medicine, and geriatrics) overall benefit 

from those approaches that reduce the role of directs (either by removing them or removing 

the rescaling effect created by the indirect-to-direct ratio) and those that replace work with 

time.  Among these four specialties, this effect is weakest (or negative) for family practice and 

strongest for geriatrics and internal medicine.  For example, geriatrics gains about 10 percent 

and internal medicine 7 percent in their share of total PE RVUs when work is replaced with time 

and directs are no longer rescaled in the allocation basis, general practice is unaffected but 

family practice gains about 1 percent of their PE RVU share.   These effects are nearly identical 

when the two specialty-specific factors are also removed. 

Given the zero-sum nature of the PE algorithm, these gains for primary care specialties clearly 

come at the expense of other specialties.  For example, replacing work with time and removing 

the rescaling of directs creates gains for primary care physicians at the expense of 

allergy/immunology physicians, which lose about 9 percent of PE RVUs, as well as radiation 

therapy centers (13 percent decline), independent labs (11 percent decline), and diagnostic 

testing facilities (16 percent decline). Increasing the role of direct costs in the PE algorithm – 

whether by using them as the allocation basis for indirects or by rescaling them (as in current 

policy) when combining with work or time -- moves RVUs away from primary specialties.   

Changes in Physician Work Over Time  

The Medicare fee schedule is, essentially, an effort at capturing the production function that 

underlies each medical service and procedure.  By establishing service-level relative values for 

physician work, practice expense, and malpractice expense, it reflects the fact that each service 

requires a different mix of these inputs.  The challenge is how to keep this system up to date as 

these production functions change.  Of particular concern to stakeholders is the fact that new 

services are given physician work values when they are not well-mastered by physicians and 

before specialized equipment and clinical staff expertise are developed, yet these values are 

not typically reduced for most services over time.  

While some aspects of Medicare payment policy explicitly acknowledge that productivity 

changes over time, and that these changes are not consistent for all sectors and services, the 

fee schedule is built around an implicit assumption that the physician work required to provide 

each service doesn’t change over time.  Instead, work values are only changed when evidence is 

available.   
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This report (included as Appendix D) describes a policy alternative in which new services, and 

possibly other categories of services, are assumed to enjoy productivity gains, and therefore 

RVU reductions, unless evidence is available that such gains cannot or have not occurred.  The 

approach is based on the simple notion that the underlying assumption of NO productivity 

growth is likely to be wrong and so could be changed, helping to maintain the internal integrity 

of the work relative value scale in a simple, dynamic fashion.  

Primary Care Services within RBRVS and Other Payment Approaches 

This study aimed to examine  questions about aspects of primary care that are not included in 

current codes of the fee schedule and whether there are better ways to pay for some primary 

care elements than under the current fee schedule.  This examination included expert 

interviews, a literature review, and careful study of how these issues are addressed in other 

payment systems, both within the United States and abroad.  In the course of the project, ASPE 

staff worked closely with the project team to keep the project focused on current policy 

developments. This meant that the project moved from surveying recent efforts at identifying 

new primary care services, redefining existing services and analyzing new payment approaches 

toward direct consideration of defining and paying for advanced primary care as identified in 

the 2012 Notice of Proposed Rulemaking for the 2013 Medicare physician fee schedule.  

Four written products were delivered in the course of this part of the project (included as 

Appendices E, F, G, H) and are summarized here: 

 Design Issues in Medicare Payment for Advanced Primary Care.   

o This paper examines a range of issues associated with defining advanced primary 

care and paying for it.  Informed by different care delivery models currently 

being tested across the country and mindful of the inability of Medicare to alter 

the benefit design to establish a formal linkage between beneficiaries and a 

particular physician/practice, many of the design options that were discussed 

appear to be precluded without legislative action.  However, the ongoing 

demonstrations and evaluations are likely to identify a preferred payment model 

to use nationally and, at that point, CMS could seek any necessary statutory 

authority.  

o One option is to proceed to provide some targeted additional payments for high 

value primary care activities, but the objectives for doing so inherently are 

limited.  The most readily available approach would be to recognize particular 

codes within fee-for-service payment, building on the precedent set in creating 

and paying for a transitional care code. The clear candidate for a new payment 
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code would be creation of a new HCPCS code(s) or recognition of the recently 

introduced CPT codes for complex chronic care coordination (CCCC), with the 

various implementation requirements discussed in the paper. These include 

code application only for qualified practices, specification of requisite patient 

clinical characteristics needed for the care coordination services, physician 

documentation that patients for whom payment is requested qualify to receive 

the service, and documentation that the activities performed by various staff 

under physician direction satisfy the requirements for CCCC. 

 New Approaches to Defining Visits and Paying For Primary Care Services.  

o This paper examines what has been described as inconsistencies between new 

concepts of good primary care and how Medicare defines and pays for primary 

care services.  In particular, there is growing consensus that comprehensive 

primary care includes activities that are not captured by current service codes.  

The paper assesses the costs and benefits of changing fee schedule payments, 

revising code definitions, creating new codes, and developing payments outside 

of the fee schedule. 

 Preliminary findings from an international review of approaches to improve primary 

care payment.   

o This memo summarizes primary care payment approaches in several Western 

European countries, Australia, and Canada and then identifies key themes that 

might inform Medicare payment.  It notes that primary care payment is a current 

topic of concern and innovation in most, if not all, countries examined, with a 

number of models emerging. 

 Mid-level providers and primary care in OECD countries.   

o This memo examines the role of non-physician providers in primary care in OECD 

countries.  It describes the role these professionals play as complements to 

physicians, particularly in chronic care. 

Conclusion 

The analyses included in this project show that there is not a simple or obvious solution that 

would realign Medicare payment incentives to promote primary care services.  Although we 

initially considered several approaches to making changes within the RBRVS (e.g., altering 

global surgical periods or changing payments for component coding), the study of practice 

expense RVU methods seemed most promising to the technical panel.  However, detailed 
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simulations of alternative methods for deriving practice expense RVUs suggested relatively 

minor gains for primary care specialties were feasible. In a second study, we addressed the 

passive devaluation of work RVUs for existing services that occurs when new services are added 

to the fee schedule. We examined a potentially important approach to automatically reducing 

work RVUs for new codes to reflect likely gains in physician productivity, unless there was 

evidence to the contrary, and to preserve the distribution of work RVUs across services.  

As the policy debate has unfolded over the course of this project, there has been a growing 

interest in moving beyond the current set of services and payment policies upon which RBRVS 

is based.  One option involves defining and paying for a level of care termed “advanced primary 

care.”  This will require considering which providers might qualify for these payments – and for 

which patients, how large these additional payments should be, and how to assure that 

providers are actually delivering advanced primary care.   
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Technical Expert Panel 

 

This technical expert panel was convened to advise the Urban Institute and Social & Scientific 

Systems, Inc. on their Research Contract with HHS/ASPE: Realign Physician Payment Incentives 

in Medicare to Achieve Payment Equity Among Specialties, Expand the Supply of Primary Care 

Physicians, and Improve the Value of Care for Beneficiaries. 

 

Peter Braun, MD 

Consultant 

 

Paul B. Ginsburg, PhD 

President 

Center for Studying Health System Change 

 

Tim Hoff, PhD 

Associate Professor 

University at Albany, School of Public Health 

 

Peter A. Hollmann, MD 

Associate Chief Medical Officer, Provider Relations 

Blue Cross & Blue Shield of Rhode Island 

 

Robert L. Phillips, Jr., MD, MSPH 

Director 

The Robert Graham Center: Policy Studies in Family Medicine and Primary Care (AAFP) 

 

William L. Rich, III, MD, FACS 

(former Chair of the RUC) 

Medical Director of Health Policy 

American Academy of Ophthalmology 

 

Paul Rudolf, MD, JD 

Partner 

Arnold & Porter LLP 
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Description of Eight Potential Studies Reviewed at the TEP Meeting 

Theme A: Identify and Correct Misallocation within the RBRVS that May Disadvantage 

Primary care 

Project 1: Role of Time in the RBRVS 

Purpose 

Several studies (McCall et al. 2006; Cromwell et al. 2006), suggest that there are potential flaws 

in estimates of time associated with pre-, post- and intra-service work.  These analyses 

demonstrated that the time estimates used by the RUC and CMS exceed actual times when 

objectively measured for many services. A major concern about the process the RUC uses is 

that specialty societies survey as few as 35 physicians to estimate the time component of work. 

There is no reason to believe that these estimates are unbiased because the physicians who 

participate in the surveys are told the purpose of the survey – to form the basis for RVU 

calculation, where longer times are known to result in higher payment. Although not part of 

past studies, some participants in the RUC process believe that time estimation for services 

with short times may be particularly problematic; yet, small errors in very high-frequency, low 

work RVU services, e.g. for histologic, pathology evaluation, can result in major overpayments. 

This also affects practice expense relative values, which require the time data for normalizing 

survey data on practice expenses by specialty. Revisions to time estimates for work would also 

alter practice expense allocations.  

MedPAC has started to analyze whether there are practical approaches to obtaining objective 

time data from surgery logs, appointment schedules, and productivity reports from 

organizations that might be considered reasonably representative of the diverse practices for 

which average resource costs are to be calculated. For services for which there are no ready 

data sources, MedPAC staff has discussed approaches to efficient time-in-motion studies and is 

looking into whether health care or other industries have perfected self-reporting accounting 

for time, aided by PDA-type apparatuses that facilitate self-reporting.  

The lack of clear, consistently obtained time data across all services may distort service relative 

values in several ways.  First, by definition, the amount of time that a physician spends 

providing a service is one of the key determinants of the service’s relative work values, a 

relationship that is empirically supported.  Time estimates are also used directly in the 

calculations that allocate indirect practice expenses and result in the practice expense RVUs. To 

the extent that, as many observers believe, errors in the time data currently used overstate 

RVUs for tests, imaging and procedures, this directly suppresses the value of other services, 

including primary care.   
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Rationale/Policy Question 

The goal of a project looking at the role of time in the RBRVS would be to comprehensively 

identify the various ways that time directly affects RBRVS so that policy makers can understand 

the potential effects of improving the accuracy of time estimates. The project would address 

these questions: 

 What role do time estimates currently play in deriving RVUs in RBRVS? 

 Where do time data currently used come from and how are they modified over time? 

 Are there other potential uses for time data in the RVU processes, such as the allocation 

basis for indirect costs (which are currently based on physician work) or as the basis for 

defining certain visits instead of relying on the documentation guidelines? 

Approach 

This policy analysis project would use several different approaches: detailed policy review; 

expert interviews; and quantitative analysis.  First, we would document the use of time 

estimates throughout the RVU-making process, including both work and practice expense 

RVUs.  We would carefully examine BOTH enabling legislation and current regulations to 

identify every place that physician time is explicitly referred to as well as those where it is 

referenced as a resource for another policy element. Second, we will talk to experts from CMS, 

the RUC, and others to understand how time estimates are developed and updated. Finally, as 

appropriate, we would conduct targeted quantitative analyses of specific issues using 

summarized utilization and other Physician Fee Schedule data to understand the effect of, for 

example, changes in time values or in using them in new ways in the RVU development process. 

Key Product(s) 

The key product of this project would be a policy paper that carefully describes the role that 

time plays in establishing work and practice expense relative values, the process used to 

produce time estimates, and other potential uses of time data in Medicare’s rate-setting 

processes. 

Budget: TBD 

Timeframe: TBD 
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Project 2: Practice Expense RVUS 

Purpose 

The Medicare Physician Fee Schedule includes three separate relative value scales, one of 

which is for the practice expenses (PE) associated with providing each individual service.  

Despite the fact that the practice expense component of the fee schedule drives the 

distribution of over $35 billion annually, it is based on complex calculations and therefore 

receives little public discussion and refinement.  There may be improvements to the PE RVUs 

that would better reflect relative resource needs and, possibly, improve relative payment for 

primary care services.   

Practice expense RVUs are based on the notion that practice expenses can be thought of as 

being either direct costs, related to the provision of a particular service to an individual patient, 

or indirect costs, related to the maintenance of a medical practice.  Currently, direct costs are 

captured through the Direct Practice Expense Input (DPEI) database, which includes estimates 

of the amount and cost of non-physician staff time, medical supplies, and medical equipment 

used to provide specific physician services.  Indirect costs (e.g., office rents and administrative 

staff time) are allocated across services based on service-level direct costs plus physician work, 

as well as specialty-specific estimates of indirect costs per hour.  Overall, the practice expense 

RVU calculation process involves key inputs from several different sources: the DPEI, specialty-

specific expense-per-hour survey data, service-level time estimates, physician work RVUs, and 

Medicare service volumes by specialty.   

There are several aspects of the PE RVU data and calculation processes that some experts 

believe could be changed to improve accuracy.  The key issues raised focus on various aspects 

of indirect costs, which are spread across services based on a specific allocation basis.   

Rationale/Policy Question 

A project aimed at improving practice expense RVUs could examine the following questions: 

 Could the current distinction between direct and indirect costs be revised to expand the 

costs measured directly, thereby reducing the role of whatever method of allocating 

indirect costs is used? 

 Are there feasible alternatives to the current indirect cost allocation using direct costs 

plus physician work and how would they affect the distribution of payments by 

specialty? 

 What is the effect of using a specialty-specific adjustment factor in the calculation of 

indirect costs on the distribution of RVUs across specialties? 
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Approach 

The project would include a clear, thorough description of the current PE RVU derivation and 

potential improvements as well as empirical estimates of alternatives.  First, the data and 

process used to create PE RVUs will be carefully examined, both through enabling legislation 

and current regulation.  Then, we will use publicly available data to calculate the effect of 

alternatives to current policy, as shown through the distribution of PE payments by specialty.  

As implied by the questions of defining more costs as direct and reconsidering the allocation of 

indirect costs, one simulation could demonstrate the effect of using only direct costs to allocate 

PE across services.  Other indirect cost allocation bases, such as the use of time rather than 

work, have been proposed in the past and could be explored, as will the effect of removing the 

specialty-specific adjustment factor currently used in the indirect cost allocation process. 

Key Products 

The project would produce a report that includes an analysis of indirect cost definition and 

allocation, including empirical estimates of alternatives to the current indirect allocation basis 

and the use of a specialty-specific adjustment factor. 

Budget: TBD 

Timeframe: TBD 
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Project 3: Multiple Procedures and Component Coding 

Purpose 

When “multiple procedures” are provided at the same time there maybe a tendency to 

overstate RVUs related to certain aspects of work and/or practice expenses.  There are also 

many services that are described in an essentially modular fashion, since the exact elements 

within “a service” vary across patients.  In this “component coding” approach, any single 

“service” provided to a patient is represented through several different codes which, in 

combination, accurately reflect the specific service provided.   Component coding exists since 

some services provided by a single physician used to be provided by multiple physicians, who 

each needed to be able to bill for their component of the service. There is concern, however, 

that this approach leads to fees that is too high relative to single codes that reflect similarly 

complex services.  While multiple procedures and component coding represent slightly 

different issues, they both raise questions of the notion of “a service” and how payment should 

be established when different services are provided in combination. 

In the case of multiple procedures, CMS has adopted a rule of thumb that reduces the payment 

for the second and subsequent procedures performed at the same time by 50 percent. This 

approach has been in place for at least two decades. A report by the GAO (2009) explored this 

issue and the CMS approach and concluded that there are additional efficiencies to be realized 

when services are commonly furnished together. Currently, the RUC and CMS are examining 

the issue – initially, having looked at services that are performed 95% of the time together, and, 

currently, services that are performed 75% of the time together.  Failure to apply this policy 

more broadly means that many services could be overpaid. GAO estimated that annual savings 

from reducing payments further within the most costly service pairs could be over $500 million. 

Some work by the RUC supports the conclusion that when a service is broken up into 

incremental pieces, as reflected in component coding, it leads to significant overestimation of 

RVUs, resulting from duplicate counting of pre- and post-service work and from distortions in 

the basic RBRVS approach of “magnitude estimation” – the short pieces of a service added up 

as a “building block” valuation that overstates the work compared to estimating the total in a 

comprehensive code descriptor. The RUC is aware of the problem but does not have a sound 

basis for revaluing work that is based on the magnitude estimation of the components. 

Rationale/Policy Questions 

We link the Multiple Procedure Payment Reduction (MPPR) and component coding within the 

Medicare physician fee schedule because they both involve potential adjustments in RVUs for 

services that are provided at the same time.    One remedy for component coding would be to 

eliminate the components by defining a new service, especially for services that are no longer 
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often performed by different physicians. These would then be revalued, presumably at lower 

RVU work estimates. However, recoding and revaluing would be a lengthy process. The 

questions we propose to address here are: 

 How have the original policies related to these issues evolved over time? 

 How well does the current 100-50-50 MPPR rule-of-thumb comport with data on time 

or expenses, either as currently measured or from new data sources?  Does a rule-of-

thumb work well for most services, or are there significant variations in the time – and 

work – reduction across specific services?  Is the RUC’s current work related to MPPRs 

based on potentially flawed time estimates? 

 What share of services is affected by these two issues and what is the potential 

magnitude of inter-specialty payment differences of changing either the universe of 

services affected by them OR their effect on RVUs? 

 Are there ways that policies related to MPPRs and component coding should be 

modified, either with regard to how they affect (or don’t affect) RVUs or tothe services 

affected?  Are there changes that are required to simplify service definitions and 

payment policy that would reduce the role of historical coding practices on current 

payments?  For example, should the MPPR be applied to services provided on 

consecutive days if these services are subject to the MPPR when they are done 

together?  Similarly, should MPPR rules be applied to services that are routinely 

provided together and are currently billed using component coding?   

Approach 

We would use the results in the 2009 GAO report for guidance to frame the literature review of 

this issue. In addition, we would build on the GAO data analysis with our own analysis to 

identify the most important services to consider.  In dealing with both MPPRs and component 

coding, we would likely need to rely on a panel process involving clinicians to reach a consensus 

on the appropriate number of RVUs to pay for a particular combination.  This process could be 

informed by available data on service times.  An alternative to recruiting and using a panel of 

informed individuals would be to design and field surveys, but that could require large samples 

and more resources than might be available to this project. 

 Proposed Funding Level - TBD 

Estimated Timeframe - TBD 

Deliverable 
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This would yield a report aimed at providing concrete options for extending MPPR rules and 

developing a policy approach aimed at component coding.  This report would contain literature 

review, data analysis describing the scope of MPPR and component coding, and policy options.  

These would support an ongoing process but would not provide a complete and comprehensive 

set of policies.  
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Project 4: What Services Are Actually Provided During 90-Day or 10-Day Global Periods and 

Who is Billing for Them? 

Purpose 

This project would be distinctly different than efforts to identify misvalued RVUs for specific 

CPT codes.  Instead, it would raise questions about how services with global periods are billed 

and documented before payments are made. Some of the experts we consulted suggested that 

the primary surgeon who receives the payment for the global period may not always provide all 

of the follow-up visits that are assumed to be part of the package.   In addition, we were told 

that some of these visits paid for as part of the global period may be provided by other 

physicians and billed for separately. This could be reflected in the rise of the use of hospitalists 

to provide inpatient post-operative care or in a greater reliance on primary care physicians for 

post-discharge care.  Either of these would suggest that Medicare is double paying for visits 

include in surgical global periods.   

This could identify billing practices that are fraudulent to the extent that services are paid for 

through the global period fee but are not being provided.  A key issue would be to determine 

how frequently surgeons report modified claims that indicate another physician in providing 

follow-up care. Although not directly related to how RVUs are established, policies that define 

how much a surgeon receives for doing a surgery and providing all of the follow-up care during 

a global period have a great influence over how Medicare physician payments are distributed. 

Rationale/Policy Questions 

To the extent that some post-op visits are not routinely being provided by the surgeon, that 

would imply that global period RVUs are overstated.  Any opportunity to reduce RVUs 

associated with procedures could result in an opportunity to increase RVUs for E&M services 

and improve payments for primary care physicians. This project would have both qualitative 

and quantitative tasks and address the following questions: 

 Which services are included in the global period and is there any process for monitoring 

if these services are provided?  

 How is the specific mix of evaluation and management services included in each global 

service determined and how does it change over time?  Is the mix of services in each 

global period regularly reviewed?  

 Is there a clear source of information on the work and practice expenses associated 

with the index service, independent of the associated E&M codes? 
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 What is the number and mix of providers delivering E&M services to individual 

beneficiaries during a global period? 

Approach 

This project would review how the components of global period payments were developed and 

expectations about whether or not all of the services are assumed to be provided to each and 

every patient or if the services are only assumed to be provided to patients on average.  We 

would also review claims data to determine if visits that are likely assumed to be part of the 

global period are being provided and billed for separately.  However, because some of the visits 

we might observe in claims could be for visits that are not part of the global period and because 

surgeons do not submit claims for follow-up visits, a claims analysis can only be suggestive of 

potential problems.   We would also need to interview experts, possibly in geographic regions 

that seemed to have high rates of visits in post-operative periods billed by physicians who were 

not the primary surgeon, to better understand the number and mix of E&M services provided 

during global periods 

Proposed Funding Level - TBD 

Estimated Timeframe - TBD 

Deliverable 

The report form this project would present background information on the derivation of 90-day 

and 10-day global periods, evidence of potentially inappropriate patterns of claims and some 

estimate of the magnitude of the extra payments that Medicare might be making.  This could 

lead to recommendations about the need to revise the services included in global periods or to 

instruct carriers about the need to screen claims differently to determine if service modifiers 

might be missing.  The tone of this study could seem more like the tone of a Report for the 

Inspector General.  
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Project 5: RVU Revisions Suggested by Learning-by-Doing 

Purpose 

Evidence suggests that the current RUC review process rarely results in work RVU reductions, 

despite the likely efficiency gains that develop as new services become widely used and 

mastered. Maxwell, Zuckerman, and Berenson (2007) report that in the first five-year review, 

conducted in 1997, only 2.4 percent of the 932 codes reviewed had their work values reduced, 

and the reductions were typically quite modest.  At the second review five years later, less than 

1 percent of the nearly 700 codes reviewed had work RVU reductions.  Since new codes are 

likely to be introduced with RVUs that are higher than may be expected once the service has 

diffused into practice, this lack of subsequent reductions likely leads to an overall devaluation 

of older codes, including the office visit codes that constitute the core of primary care billed 

services. 

The RUC has recognized that new services frequently have a “learning curve” such that even 

accurate estimates of time for services at the time they are first introduced may overstate time 

significantly after the learning curve for physicians’ adoption and routine application takes 

place – perhaps over a 3 to 5 year period. Increased efficiency for new services not only applies 

to work but also, presumably, to aspects of practice expenses, especially direct practice 

expenses associated with clinical labor. One question that would help to inform policy in this 

area is whether there are standard efficiency gains in relation to time and work from adoption 

across most services or whether the efficiency gains vary across technologies. If the former, 

making objective assessments of the reduction of work (initially it might not only include time, 

but other components of work as well, especially intensity) might be performed for a sample of 

services and then adjustments could be applied to all similar services automatically after a 

designated period of time. If efficiency gains are variable, the current RUC approach of re-

surveying after a defined period would make more sense, except that the resurvey would need 

to be based on objective time data as described above, rather than just a re-estimate by the 

affected specialty. 

If analysis established that the time and work associated with a new technology fall after, say, 

five years, CMS could automatically reduce RVUs unless evidence is presented to indicate why 

this is inappropriate.  This approach reflects the power of policy defaults in influencing 

behavior, as described in Nudge: Improving Decisions About Health, Wealth, and Happiness 

(Thaler and Sunstein 2010).  This would be a strong approach to avoiding overpayments and 

would likely prevent the erosion of the share of payments going to established services that has 

been documented.  This could protect payments for primary care providers’ services in the 

absence of more fundamental changes in how primary care is defined and paid for. 
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Rationale/Policy Question 

We will address the following questions: 

 Is there evidence that technological change that allows for services (especially, tests) to 

be automated lead to reductions in physician work or time?   

 Over time, when the direct inputs – equipment, supplies, non-physician labor -- used in 

providing services are increased in the Direct Practice Expense Inputs database, is there 

a corresponding reduction in physician time or work estimates?  

 What changes (work, PE or malpractice RVUs) has the automatic review of new 

technology services by the RUC lead to?   

 Is the evidence of learning-by-doing strong enough to support default reductions of 

work or PE RVUs?  If so, what do simulations suggest would be the magnitude of inter-

specialty payment shifts over time from these reductions? 

Approach 

This project would identify research evidence, other than the RUC consensus, related to the 

learning-by-doing phenomenon. It would use both expert opinion and data to explore the 

notion of how the physician “production function” evolves over time, in general and for specific 

groups of services.  First, we will examine the literature on innovation, technology diffusion, 

and evolving “standard practice”, following up with experts through interviews.  One of the 

important issues will be to determine whether it is feasible to identify a “typical” rate of 

evolution with regard to physician work, which would justify institution of an automatic 

reduction in physician work values over time once a service is included in the fee schedule.   

We will also examine evidence in the literature and among experts about the whether non-

physician inputs (clinic staff, medical equipment, medical supplies) substitute for physician 

work over time.  Conceptually, once a new service is accepted for payment and starts to be 

more broadly provided, there is subsequent innovation in the use of other inputs in providing 

the service.  Presumably, these innovations lead to substitution away from physician time 

required to provide the service, so increases in direct inputs should be associated with declines 

in physician work.   

This review of literature and expert opinion will prepare us to develop specific expectations of 

how work values might naturally decline over time and in concert with increases in other direct 

inputs.  We will then turn to fee schedule data to document changes in service-level work over 

time and in conjunction with changes to the direct inputs associated with each service.  These 
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data will show whether work RVUs have changed consistently with these expectations and may 

reveal opportunities for improving the work RVU updating process over time. 

One of the challenges this project will face is that most of the expertise and data on these 

issues resides within the RUC process.  We would try to work with the RUC to acquire access to 

appropriate information and individuals, but would also aim to identify non-RUC experts. 

Key Products 

This task would produce three key products: 

 An analysis of technology diffusion and adoption through the specific lens of physician 

work and the other direct inputs required to provide physician services; 

 An empirical analysis of changes in physician work and associated direct inputs over 

time ; 

 A policy options paper that would consider the implications of the first two products for 

current practices for establishing work values for new services and revising work values 

over time. 

Budget: TBD 

Timeframe: TBD 
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Theme B: Create or Revise Services to Focus on Primary Care Activities within RBRVS 

PROJECT 6: NEW APPROACHES TO DEFINING VISITS 

Purpose 

Given how large a share of primary care physicians’ services are billed under the visit codes, it 

seems natural to consider how these services are defined or could be redefined.  In the 

increasingly more common clinical situation related to management of established chronic 

conditions, rather than evaluation and treatment of acute, new problems, the complexity and 

time for the physician is associated with decision-making, not with the history and physical. 

Further, the chronic care model involves much greater attention to teaching patient self-

management skills, doing more proactive care coordination and anticipation of health care 

needs. Many experts believe that he current definitions do not capture these activities well. 

Although there is a provision for increasing the level of the code if “counseling” constitutes 

more than 50% of time in the visit, this way of encouraging these activities tends to undervalue 

them. 

The extent of the disconnect between what is reflected in actual primary care office visits and 

the definitions of the CPT is perpetuated in the Documentation Guidelines that CMS adopted in 

the late-1990s.  Critics have argued that the Guidelines will cause physicians to place undue 

emphasis on the documentation of what they did during a patient office visit instead of their 

actual patient care activities (e.g., Brett 1998; Kassirer and Angell 1998; and Iezzoni 1999).  A 

fundamental concern is that the Documentation Guidelines put too much emphasis of the 

taking of histories and the provision of physical examinations and detracted from broader care 

management activities.  In addition, the Guidelines could limit electronic health records’ ability 

to improve patient care if they are used in a way that overemphasizes documentation. 

Rationale/Policy Questions 

This project would address a number of questions related to visits: 

  Are all visits using the same code really the same?   

 Are post-op visits in 90-day or 10-day global periods typically less complicated than a 

visit for a new acute condition?   

 Are visits requiring the management of multiple chronic conditions different than visits 

that are focused on a single acute or chronic condition?   

 Is it appropriate to use the same code and pay the same rate for primary care as for 

acute or chronic care --  do these involve different amounts of work?   
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 Are there visit definitions other than those used in CPT that might be considered? 

ACA introduced a primary care fee differential in Medicare and Medicaid to increase payments 

for visits provided by specialties identified as having a primary care focus. This approach does 

not directly address how visits are defined, but does begin to introduce the notion that not all 

physician visits need to be compensated at the same rate for all specialties. Policy makers may 

be signaling that visits billed using a given CPT code are not all the same and that fees could 

vary with the nature of the visit.  This ACA policy may achieve a result qualitatively similar to 

what might occur with new visits definitions without actually taking on that issue.  This 

approach, however, only affects Medicare and Medicaid services; a revision to (and expansion 

of) visit codes within RBRVS would likely affect change in relative payments more broadly, since 

RBRVS is widely used by private payers, who are not governed by these ACA provisions. 

Approach 

The project would primarily be qualitative in nature, relying on interviews with clinical and 

other experts. We would  review documents related to the creation of the current visit codes in 

the late 1980’s/early 1990’s to identify the key issues that shaped that debate and led to the 

current codes to help frame our discussions and analysis. In addition, we would examine 

alternative visit definitions from non-CPT sources that could be used to reshape the CPT 

definitions and rules. As appropriate, we would conduct limited descriptive analyses of 

summary claims data if, for example, volume trends over time of various codes would help 

inform or focus the analysis.  A key dimension of the quantitative analysis would be to show 

how visit codes that are embedded with 90-day and 10-day global periods affect the 

distribution of Medicare spending across specialties. 

Proposed Funding Level - TBD 

Estimated Timeframe - TBD 

Deliverable 

The product from this study would be an in-depth white paper on the development of the visit 

codes in the Medicare payment system and how they may be affecting the distribution of 

Medicare payments across specialties.  We would also present alternative paths that could lead 

to changes from the present visit definitions and their reliance on the Documentation 

Guidelines. 
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PROJECT 7: NEW PRIMARY CARE SERVICES 

Purpose 

There are a number of services that are increasingly viewed as key to high-quality primary care 

but that do not require a face-to-face encounter with the patient.  As these services grow in 

importance, the gulf between what primary care physicians do and get paid for continues to 

grow.  As a result, it may be sensible to try to develop codes for some of these services that 

physicians can use to bill for this type of care and to expand coverage to these codes.  This 

project would be related to the idea of reconsidering how visits are defined and the possible 

need to identify and pay for specific primary care activities. To some extent, these activities are 

similar to activities reflected in the medical home concept and we could draw on that literature 

in this project.   

Rationale/Policy Questions 

The goal would be to review the available studies of primary care physicians to identify 

activities that are routinely performed but are not explicitly paid for within the current visit and 

service definitions. 

 Is it be possible to establish “coordination-of-care” services to cover discussions with 

other providers or patients’ families?  These “coordination-of-care” codes could be 

defined by the length of time for the interaction (<5 minutes, 5-10 minutes).   

 Is it possible to establish codes for care provided directly to patients “outside-of-visits?”  

This might involve long or short phone calls or email exchanges. 

 Once these codes are defined, how would Medicare, Medicaid, and other payers 

establish coverage decisions and payment rules (including documentation provisions)?  

 Would payers allow non-primary care physicians to provide and bill for these services?  

If not, would some specialists be providing unnecessary face-to-face visits for these 

purposes? Although the focus would be on describing services typically provided by 

primary care physicians, it may be the case that these services are also provided by 

other physicians. 

Approach 

This project would be qualitative in nature, relying on discussions with clinical and other experts 

to both describe carefully what is involved in providing good primary care and then consider 

potential ways to map those activities into sensible, well-defined codes.  One way to collect this 

information would be to recruit a focus group of physicians to facilitate a discussion.  To recruit 
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a geographically diverse set of physicians, it might make sense to plan to conduct this focus 

group during a national meeting of physicians.  We would also examine other primary care 

initiatives, such as the medical home model and the American Academy of Family Practice’s 

Transformation initiative, to identify the focal primary care activities that are being promoted 

and consider how new codes might help facilitate provision and payment for these activities. 

Proposed Funding Level - TBD 

Estimated Timeframe - TBD 

Deliverable 

The goal would be to go beyond merely producing an analysis of primary care activities and 

actually present a set of new, well-defined primary care services that could be considered by 

the CPT editorial board and the RUC.  We would also present a thorough discussion of the 

strengths and weaknesses of choosing to pay for these new services and how they may be used 

to shift payments toward primary care. 
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Theme C: Moving Beyond RBRVS  

Project 8: Alternatives to Primary Care Physician Compensation 

Purpose 

Recent discussions raise broad questions about how primary care should be structured and paid 

for. Casalino [2010] posits that primary care physicians should, in fact, probably see very few 

patients face-to-face each day.  Instead, he argues, they should spend more time with a few 

patients and communicate via phone and email with other patients, physicians, and other 

providers to play an active role in coordinating care for a larger group of patients.  As a result, 

we could approach paying for primary care physician services as if the current Medicare Fee 

Schedule and the concept of fee-for-service compensation did not exist.  This project could ask 

the question “given what a primary care physician should do during a typical day in the office, 

what might be the best approach to compensation?” 

This project would provide information about primary care compensation arrangements at a 

time when considerable organizational change is underway.  New forms of practice that are 

based on concepts such as the patient-centered medical home (or, advanced primary care) and 

Accountable Care Organizaations (ACOs) will be developing and likely exploring news ways to 

compensate physicians.  The medical home concept has been developed as one way to 

recognize critical primary care activities that may not lend themselves to fee-for-service 

payments and there are a range of alternative approaches to paying for these medical home 

functions.  Practices may consider primary compensation arrangements that separate an 

individual physician’s ability to generate billings from the salary he or she is paid by developing 

internal cross-subsidies from specialists to primary care physicians or creating bonus 

arrangements based on pay-for-performance models. 

This could get around the difficult challenge that RBRVS faces of needing to be confident that 

the RVU differences between office visits and surgical procedures or tests is accurate and likely 

to produce equitable earnings differences across specialties.  Almost 20 years under RBRVS has 

not produced the types of relative compensation changes that had been promised and looming 

primary care shortages suggest that new approaches may be necessary.  Just as 

anesthesiologists had a strong argument for having a payment system that was not embedded 

within the RBRVS, it may be that primary care is sufficiently different from other more well-

defined physician services that it cannot be appropriately compensated within RBRVS.  

Rationale/Policy Questions 

This project would examine: 
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 How do primary care physicians get paid if they are working in integrated delivery 

systems (IDSs) and not submitting FFS claims directly?   

 What lessons are coming out of current PCMH demonstrations about how practices use 

non-FFS payments and the effectiveness of non-FFS payments in promoting primary 

care service provision? 

 To what extent are physicians aware of relative service payments from FFS payers if 

they are not in small, freestanding practices? 

Approach 

This project would use a series of case studies to identify real-world alternatives to fee-for-

service compensation for primary care physicians, integrated with evolving studies of the 

various demonstrations currently underway.  The key challenge will be to find and elicit 

participation by as broad a variety of organizations and payment approaches as possible. 

Based on the preliminary interviews we have done, there was a suggestion that we should try 

to document primary care physician compensation arrangements in IDSs where the 

organization is paid on a FFS basis, as opposed to organizations that receive capitation.  

Interviewees felt that capitated health plans might not provide useful lessons for building on 

Medicare FFS payment, but this may be a restriction that warrants further consideration by the 

project’s Technical Expert Panel. 

Key Products 

This project would produce a written report that summarizes the cases studies and then 

synthesizes them to identify key themes, particularly those that could inform Medicare policy. 

Budget: TBD 

Timeframe: TBD 
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Practice Expenses under the Fee Schedule: Would Changes Within the Current 

Method Enhance Payment for Primary Care? 

Payments under the Medicare Physician Fee Schedule are based on three relative value scales, 

representing the relative amounts of physician work, practice expense (PE) and professional 

liability insurance (PLI) required to provide each service.  Practice expenses, in this context, 

encompass all costs associated with maintaining a medical practice, including clinical and 

administrative staff, supplies, and equipment.  Physician total revenues are typically 

categorized as PLI premiums, practice expenses, and physician income, so practice expenses are 

empirically taken as total revenues less the sum of PLI costs and physician income. 

The PE component of the Medicare fee schedule affects the allocation of over $50 billion but is 

not well understood.  Some observers have wondered whether some aspects of the current 

way that PE relative value units (RVUs) are calculated disadvantage payment for primary care 

services.  This study aimed to examine whether the current approach, primarily the allocation 

of indirect costs, could be improved both substantively and with regard to the share of 

resources used for primary care services.  Any examination of the practice expense 

methodology is limited by the available practice expense data and the fact that there is no gold 

standard for the allocation of indirect costs.   

As shown in the simulation results below, some frequently suggested alternatives within the 

current framework would result in modest increases in the share of practice expense payments 

that are made to primary care specialties.  Overall, those approaches that reduce the role of 

direct costs and substitute service-level physician time for physician work in the indirect 

allocation basis tend to redirect practice expense payments toward primary care specialties.  

For example, if the current de facto rescaling of direct costs in the indirect basis was removed 

and work was replaced with time in allocating indirect costs, geriatricians would realize an 

increase of about 10 percent in their PE share, with gains of 7 percent for internal medicine, 1 

percent for family medicine, and no effect for general practitioners. Given the zero-sum nature 

of the PE algorithm, these gains for primary care specialties must be weighed against declines in 

PE payments for other specialties.   

This report begins with a brief review of the evolution of practice expense payments under the 

Medicare Physician Fee Schedule, including a detailed description of the current approach.  The 

following section describes several improvements to the current PE RVU derivation that have 

been proposed by analysts. The final section analyzes the simulation results in the context of 

potential policy improvements and their likely effect on primary care physicians’ share of 

practice expense RVUs. 

Background of Practice Expense Relative Values Under the Medicare Fee Schedule 
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Since the inception of the fee schedule, there have been three different methods used to 

develop PE RVUs. This section summarizes each of the three, including their primary data 

needs. 

Original Charge-based PE RVUs: 1992-1998 

When the notion of a resource-based fee schedule for Medicare physician payments became 

law under the Omnibus Budget Reconciliation Act of 1989 (OBRA89), recent research 

conducted by Hsiao and colleagues at Harvard University provided a sensible starting point for 

developing the physician work component.  However, there was no information available about 

how practice expenses or PLI costs varied at the service level.  Although OBRA89 called for 

development of “resource-based” practice expense RVUs, the fee schedule as initially 

implemented used pre-fee schedule allowed charges at the service level to develop PE and PLI 

RVUs.   

As described in the legislation, the original charge-based PE RVUs were calculated based on 

practice expenses as a share of total revenue by specialty.  At the service level, a volume-

weighted average of this practice expense share was calculated and multiplied by the historical 

allowed charge for the service to derive a PE RVU value.  The required data elements for 

calculating PE RVUs under this approach were: 

 Service-level Medicare volume by specialty; 

 Specialty-level PE revenue shares; and 

 Service-level allowed charges. 

The Centers for Medicare & Medicaid Services (CMS, the former Health Care Financing 

Administration (HCFA)) had the volume and charge data and used the American Medical 

Association’s (AMA’s) Socioeconomic Monitoring System (SMS) data for the revenue share data 

by specialty.  The charge-based PE RVUs for selected services are reported in Table 1.  For 

example, the PE RVU for an intermediate office visit with an established patient (99213) was 

0.39 and that for a complete chest x-ray (71020) was 0.73.  The reported values are for the 

ultimate charge-based values, not the transition amounts that were used in 1992. 

Table 1: Practice Expense Relative Values for Selected Service Under Three Different Methods 

Service Charge-based 
PE RVU 
(1992) 

“Top-Down” 
PE RVU 
(1999) 

“Bottom-up” 
PE RVU 
(2007) 

99213: Established office visit, 
nonfacility 

0.39 0.51 0.76 
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Service Charge-based 
PE RVU 
(1992) 

“Top-Down” 
PE RVU 
(1999) 

“Bottom-up” 
PE RVU 
(2007) 

33533: CABG, single arterial, facility na 22.94 12.81 

71020: Chest xray, nonfacility 0.73 0.74 0.54 

Technical only 0.63 0.64 0.48 

Professional only 0.10 0.10 0.06 

93000: ECG, complete, nonfacility 0.61 0.61 0.34 

93005: ECG, tracing, nonfacility 0.45 0.47 0.27 

93010: ECG, report, nonfacility 0.16 0.14 0.07 
*Fully-implemented value, not transitional values. 

 

As HCFA prepared for implementation of these charge-based PE RVUs, the Physician Payment 

Review Commission (PPRC) focused on designing an approach for creating resource-based 

values, as called for in OBRA89.   In its 1991 annual report to Congress, PPRC described a 

framework for PE RVUs that involved separating practice expenses into direct costs, 

attributable to providing a specific service to a specific patient,  and indirect costs, associated 

with maintaining a medical practice but not with a specific service.  Under the Commission’s 

approach, data were needed on: 

 Service-level Medicare volume; 

 The share of total physician practice expenses attributable to direct costs; 

 Service-level direct costs; 

 Service-level measure of whatever basis was to be used to allocate indirect such as, as 

the Commission envisioned, physician time.   

PPRC conducted a small study to test the feasibility of its approach, using service-level direct 

cost data from several multi-specialty practices and SMS estimate of direct costs’ share of total 

costs. The approach split the total pool of PE RVUs into two pools, direct and indirect, based on 

the national SMS data, and then allocated the direct pool based on service cost data and the 

indirect pool based on an allocation basis. The Commission considered a number of indirect 

cost allocation bases, including physician work, physician time per service, or either work or 

time combined with direct costs, and concluded that physician time was the most appropriate 

basis for allocating indirect costs, since it would avoid distorting incentives to provide some 

services instead of others by ensuring that physicians would be covering indirect costs at the 

same rate per minute spent with Medicare patients. PPRC’s analyses also provided some initial, 

rough estimates of the likely redistribution of payments across specialties that might occur 

under a resource-based approach. 



C-5 
 

In 1993, PPRC recommended that Congress replace charge-based PE RVUs under the fee 

schedule with resource-based values based on its direct/indirect framework, starting in 1997 

when the initial fee schedule phase-in would be complete.  Congress adopted this 

recommendation in the Social Security Act Amendments of 1994, calling for implementation of 

new values in 1998. The Balanced Budget Act of 1997 (BBA) delayed implementation of a 

resource-based PE RVU system until January 1, 1999 and added additional requirements to the 

methodology. 

“Top-Down” Resource-Based PE RVUs: 1999-2006 

When resource-based PE RVUs were introduced in 1999, they were based on what became 

referred to as the “top-down” model, because it relied primarily on allocating aggregated pools 

of costs across services rather than being built up from service-level cost information.  There 

are three basic steps in the top-down approach: 

1.  Total practice expense for each specialty were broken into six separate practice 

expense categories (clinical labor, medical supplies, medical equipment, administrative 

labor, administrative supplies, and other costs)  

2. Each pool was allocated across services provided by the specialty, resulting in service-

level specialty-specific practice expenses 

a. For the three direct cost categories, this allocation was based on service-level 

resource requirements 

b. The three indirect categories were allocated based on the direct costs (2a) 

combined with each service’s physician work RVUs 

3. These service-level estimates were averaged, weighted by volume, across specialties to 

calculate  the PE RVU for each service. 

This method required three key data sources: 

 Service-level Medicare volume by specialty; 

 Specialty-specific expense shares by specialty; 

 Service-level resource requirements by type of expense. 

The AMA’s SMS data were used for the specialty-specific expense shares, while the service-level 

cost estimates were developed by the Clinical Practice Expert Panel (CPEP), a series of 15 

specialty panels convened by HCFA in the mid-1990s to develop estimates of service-level 

clinical staff, supply, and equipment costs. 
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The resulting PE RVUs for selected services are shown in Table 1. Under this new approach, PE 

RVUs for the mid-level office visit increased to 0.51, while that for the complete chest x-ray 

dropped to 0.73. The reported values are for the fully-implemented amounts, not the transition 

values that were actually paid for the first several years under the new approach.  As required 

by law, the final rule that described the 1999 fee schedule included estimates of the expected 

effect of the new practice expense approach on the distribution of payments across specialties, 

as shown in Table 2.  These estimates suggest that primary care specialties overall (family 

practice, general practice, geriatrics, and internal medicine) gained a little with implementation 

of resource-based values, as had been anticipated by analysts and stakeholders.  For instance, 

family practice share of total PE RVUs increased 7 percent under the new values, while internal 

medicine gained an estimated 2 percent.  Again, the reported effects are based on the fully-

implemented values, not the transition amounts. 

Table 2: Expected Effect on Payments by Specialty Under Two Practice Expense Transitions 

Specialty Expected Change From 
Charge-Based to Top-Down 
(11/2/98 FR, Table 8, col 2) 

Expected Change From Top-
Down to Bottom Up 

(12/1/06 FR, Table 34, col 4) 

TOTAL 0% 0% 

Allergy/Immunology  6 

Anesthesiology 0 -4 

Cardiac Surgery -12 -2 

Cardiology -9 -4 

Colon and Rectal Surgery  3 

Critical Care  0 

Dermatology 20 13 

Emergency Medicine -10 -1 

Endocrinology  0 

Family Practice 7 1 

Gastroenterology -15 6 

General Practice 4 1 

General Surgery -7 1 

Geriatrics  0 

Hand Surgery  -4 

Hematology/Oncology 6 -1 

Infectious Disease  3 

Internal Medicine 2 0 

Interventional Radiology  0 

Nephrology -7 -4 

Neurology -1 0 

Neurosurgery -11 -2 

Nuclear Medicine  9 
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Specialty Expected Change From 
Charge-Based to Top-Down 
(11/2/98 FR, Table 8, col 2) 

Expected Change From Top-
Down to Bottom Up 

(12/1/06 FR, Table 34, col 4) 

Obstetrics/Gynocology 4 -1 

Ophthalmology 4 -3 

Orthopedic Surgery -1 -2 

Otolaryngology 9 0 

Pathology -13 -2 

Pediatrics  -1 

Physical Medicine  -2 

Plastic Surgery 2 1 

Psychiatry 1 2 

Pulmonary disease -4 2 

Radiation Oncology -6 6 

Radiology -10 -1 

Rheumatology 16 -3 

Thoracic Surgery -12 -2 

Urology 5 0 

Vascular Surgery -11 2 

Audiologist  -3 

Chiropractor -8 -3 

Clinical Psychologist  -7 

Clinical Social Worker  -6 

Nurse Anesthetist  -1 

Nurse Practitioner  1 

Optometry 27 -2 

Oral/Maxillofacial Surgery  4 

Physical/Occupational 
Therapy 

 6 

Physicians Assistant  1 

Podiatry 9 7 

Diagnostic Testing Facility  -5 

Independent Laboratory  20 

Portable X-Ray Supplier  4 

Nonphysician Practitioner 2  

Suppliers -6  
Note: Specialty categories used in reporting the impacts changed over time.  Any specialty with a blank value in 
one of the columns was included as part of another specialty in that year but was reported separately in the other 
year. 
Source: “Medicare Program; Revisions to Payment Policies and Adjustments to the Relative Value Units Under the 
Physician Fee Schedule for Calendar Year 1999; Final Rule and Notice”. Federal Register 63(211): 58813-59187, 
Nov. 2, 1998; “Medicare Program; Revisions to Payment Policies, Five-Year Review of Work Relative Value Units, 
Changes to the Practice Expense Methodology Under the Physician Fee Schedule, and Other Changes to Payment 
Under Part B; Revisions to the Payment Policies of Ambulance Services Under the Fee Schedule for Ambulance 
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Services; and Ambulance Inflation Factor Update for CY 2007; Final Rule with Comment Period”. Federal Register 
71(231): 69623–70274, Dec. 1, 2006. 

  

“Bottom-Up” Resource-Based PE RVUs: 2007+ 

In 2006, CMS revised the methodology, introducing what became referred to as a “bottom up” 

methodology.  It is based on these data: 

 Service-level Medicare volume by specialty (CMS) 

 Specialty-level practice expenses by category (survey data: PPIS) 

o Because these data are expressed as costs/hour, another data resource is 

needed 

 Service-level physician time (CMS/RUC) 

 Service-level direct costs (clinical labor, medical supplies, medical equipment) 

(CMS/RUC) 

 Service-level work values (CMS/RUC) 

The key calculations in the PE RVU algorithm are: 

1. Create direct and indirect PE RVU pools: 

a. Calculate base PE pool as volume-weighted sum of last year’s PE RVUs 

b. Calculate share of total PE due to direct costs, based on specialty-level expenses 

by category – calculate time-volume weighted sum of direct and total costs 

across specialties 

c. Apply direct share of total PE (1b) to PE RVU pool (1a) to get direct pool; subtract 

from total pool to get indirect pool 

2. Allocate the direct pool across services: 

a. Calculate the sum of service-level clinical staff, medical supplies, and medical 

equipment costs 

b. Calculate the volume-weighted sum of service-level direct costs (2a) 

c. Calculate adjustment factor to scale directs for target direct pool size by dividing 

direct RVU pool (1c) by direct cost pool (2b) 
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d. Multiply service-level direct costs (2a) by direct adjustment factor (2c) 

3. Allocate indirect pool across services: 

a. Calculate the service-level volume-weighted share of costs that are direct and 

indirect, across specialties  

b. Calculate the service-level indirect allocation base as the sum of: 

i. Service-level direct costs multiplied by the ratio of the service-level 

indirect and direct shares (3a) 

ii. The larger of service-level physician work RVU and clinical labor 

costs/conversion factor, rescaled by the direct adjustment (2c) 

c. Rescale the indirect base (3b) by multiplying values by the ratio of the indirect 

pool to the volume-weighted sum of the indirect base (3b) 

d. Calculate specialty-specific indirect pools as volume-weighted sums of indirects 

(3c) 

e. Calculate specialty-specific indirect cost pools as time-volume-weighted sums of 

indirect costs per hour 

f. Calculate a specialty-specific and national scalar as the ratio of their respective 

indirect cost pool (3e) to the indirect values pool (3d) 

g. Calculate specialty-specific indirect practice cost index as the ratio of each 

specialty’s scalar to the national scalar (3f) 

h. Calculate service-level volume-weighted average of specialty indirect practice 

cost index (3g) 

i. Adjust indirect value (3c) by service indirect practice cost index (3h) for final 

indirect value 

4. Create final PE RVU as the sum of the direct value (2d) and indirect value (3i), adjusted 

as needed to ensure that the volume-weighted sum equals the base PE RVU pool. 

Table 3 provides a more detailed description of this approach, mapping these steps to the 

algorithm as described in the Federal Register notice of each year’s fee schedule.
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This table presents the PE RVU algorithm described above in more detail.  The first column of the table refers to the approach as 

described above and the second refers to the algorithm as described by CMS in the annual fee schedule rule announcement in the 

Federal Register.  The algebra below uses the following subscripts: 

 i  denotes a particular HCPCS service code 

 s denotes a particular specialty 

 t denotes the time period -- for simplicity, the current time period, t, is assumed so only the subscript t-1 is used, as 

appropriate 

Table 3: Detailed Description of Current CMS PE RVU Algorithm 

Step in 
Above  
Descripti
on 

Step 
in 
CMS 
PFS 
Rule 

Description 

  Step 1: Create Total, Direct, and Indirect PE RVU Pools 

(1a) 2 Goal: Establish Total PE RVU Pool 
Approach:  Multiply each service’s PE RVU value in the previous year and its total volume and sum these across 
all services 

𝑇𝑜𝑡𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙 =  ∑ 𝑃𝐸 𝑅𝑉𝑈𝑖,𝑡−1 × 𝑉𝑜𝑙𝑢𝑚𝑒𝑖,𝑡−1

𝑛

𝑖=1

 

(1b) 2 Goal: Establish the share of the Total PE RVU pool that is due to direct costs, based on specialty cost/hr data 
and create the Direct PE RVU pool 
Approach:  Create pool of all direct costs incurred in providing Medicare services as the product of each 
service’s physician time, volume, and direct PE cost for the specialty that provided it and divide this by the pool 
of all costs incurred based on total PE costs/hour 
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Step in 
Above  
Descripti
on 

Step 
in 
CMS 
PFS 
Rule 

Description 

𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑆ℎ𝑎𝑟𝑒 =  
𝑇𝑜𝑡𝑎𝑙 𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑠

𝑇𝑜𝑡𝑎𝑙 𝑃𝐸 𝐶𝑜𝑠𝑡
=

(∑ (∑ 𝑇𝑖𝑚𝑒𝑖  × 𝑉𝑜𝑙𝑢𝑚𝑒𝑠,𝑖 
𝑛
𝑖=1 ) × (

𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑠
𝐻𝑜𝑢𝑟 )

𝑠

𝑛
𝑠=1 )

(∑ (∑ 𝑇𝑖𝑚𝑒𝑖  × 𝑉𝑜𝑙𝑢𝑚𝑒𝑠,𝑖 
𝑛
𝑖=1 ) × (

𝑇𝑜𝑡𝑎𝑙𝑃𝐸 𝐶𝑜𝑠𝑡𝑠
𝐻𝑜𝑢𝑟

)
𝑠

𝑛
𝑠=1 )

 

 

𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙 =  (𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑆ℎ𝑎𝑟𝑒  (1𝑏) × 𝑇𝑜𝑡𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙  (1𝑎)) 

 
 
 

(1c) 2, 9 Goal:  Create the Indirect PE RVU pool 
Approach: Subtract the Direct PE RVU Pool (1b) from the Total PE RVU Pool (1a) 
 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙=𝑇𝑜𝑡𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙 (1𝑎) − (𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙  (1𝑏)) 

 

  Step 2: Allocation of Direct Pool Across Services 

(2a) 1 Goal:  Create service-level estimate of direct costs 
Approach:  Sum the three direct cost elements from the Direct Practice Expense Inputs (DPEI) database for 
each service 
 

𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑠𝑖 =  𝐶𝑙𝑖𝑛𝑖𝑐𝑎𝑙 𝑆𝑡𝑎𝑓𝑓𝑖 + 𝑀𝑒𝑑𝑖𝑐𝑎𝑙 𝑆𝑢𝑝𝑝𝑙𝑖𝑒𝑠𝑖 + 𝑀𝑒𝑑𝑖𝑐𝑎𝑙 𝐸𝑞𝑢𝑖𝑝𝑚𝑒𝑛𝑡𝑖 
 

(2b) 3 Goal:  Calculate total direct costs implied by the service-level values 
Approach: Multiply each service’s volume with its direct costs (2a) and sum across all services 
 

𝑇𝑜𝑡𝑎𝑙 𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑠= ∑ 𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑠𝑖(2𝑎) × 𝑉𝑜𝑙𝑢𝑚𝑒𝑖

𝑛

𝑖=1
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Step in 
Above  
Descripti
on 

Step 
in 
CMS 
PFS 
Rule 

Description 

 

(2c) 4 Goal:  Determine the adjustment needed to service-level direct costs so they sum to the Direct PE RVU Pool   
Approach:  Calculate the  Direct Adjustment Factor as the ratio of the Direct PE RVU Pool (1b) to Total Direct 
PE costs (2b) 
 

𝐷𝑖𝑟𝑒𝑐𝑡 𝐴𝑑𝑗𝑢𝑠𝑡𝑚𝑒𝑛𝑡 𝐹𝑎𝑐𝑡𝑜𝑟 (𝐷𝐴𝐹)=

𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙  (1𝑏)

𝑇𝑜𝑡𝑎𝑙 𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑠  (2𝑏)
 

 

(2d) 5 Goal:  Adjust service-level directs so they sum to the Direct PE RVU Pool 
Approach: Multiply service-level direct costs (2a) by the Direct Adjustment Factor (2c) 
 

𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈𝑖 = 𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑖(2𝑎) × 𝐷𝐴𝐹 (2𝑐) 
 

  Step 3: Allocation of Indirect Pool Across Services 

(3a) 6 & 7 Goal:  Create a service-level measure of % of costs due to indirect and to direct costs 
Approach: Calculate a volume-weighted average of specialty direct and indirect costs for each service 

 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 %𝑖 = ∑

𝑛

𝑠=1

𝑉𝑜𝑙𝑢𝑚𝑒 𝑖,𝑠

𝑇𝑜𝑡𝑎𝑙 𝑉𝑜𝑙𝑢𝑚𝑒𝑖
×

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡𝑠𝑠

𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑠𝑡𝑠𝑠
 

 

𝐷𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 %𝑖 = ∑

𝑛

𝑠=1

𝑉𝑜𝑙𝑢𝑚𝑒 𝑖,𝑠

𝑇𝑜𝑡𝑎𝑙 𝑉𝑜𝑙𝑢𝑚𝑒𝑖
×

𝐷𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡𝑠𝑠

𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑠𝑡𝑠𝑠
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Step in 
Above  
Descripti
on 

Step 
in 
CMS 
PFS 
Rule 

Description 

(3b) 8 Goal:  Define the service-level measure that will be used to allocate the indirect pool across services 
Approach:  Adjust the service-level direct cost value  (2a) by the ratio of service-level indirect (3a)  to direct 
share (3a) and add to the physician work value (or adjusted direct clinic costs (2c), as appropriate) 
 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒𝑖

=  (𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝐶𝑜𝑠𝑡𝑖(2𝑎) ×
𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 %𝑖

𝐷𝑖𝑟𝑒𝑐𝑡 %𝑖(3𝑎)
) + max(𝑊𝑜𝑟𝑘 𝑅𝑉𝑈𝑖 ,

𝐶𝑙𝑖𝑛𝑖𝑐𝑎𝑙 𝐿𝑎𝑏𝑜𝑟 𝐶𝑜𝑠𝑡𝑠𝑖

𝐶𝑜𝑛𝑣𝑒𝑟𝑠𝑖𝑜𝑛 𝐹𝑎𝑐𝑡𝑜𝑟
× 𝐷𝐴𝐹 )(2𝑐)) 

 

(3c)  10-11 Goal:  Rescale the indirect allocation basis so that it sums to the Indirect RVU Pool 
Approach: Calculate the ratio of the Indirect RVU Pool  (1c) to the weighted sum of the Indirect Base (3b) and 
multiply the Indirect Base for each service (3b) by this adjustment factor 

𝑆𝑐𝑎𝑙𝑒𝑑 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒𝑖 = 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒𝑖(3𝑏) ×
𝑇𝑜𝑡𝑎𝑙 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙 (1𝑐)

∑ 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒𝑖 ∗ 𝑉𝑜𝑙𝑢𝑚𝑒𝑖(3𝑏)𝑛
𝑖=1

 

 

(3d) 12 Goal:  Develop specialty-specific pools of Scaled Indirect Base values for creating the Indirect Practice Cost 
Index (IPCI) 
Approach: Calculate a volume-weighted sum of the Scaled Indirect Base (3c) 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒 𝑃𝑜𝑜𝑙𝑠 =  ∑

𝑛

𝑖=1

 𝑉𝑜𝑙𝑢𝑚𝑒𝑖,𝑠 × 𝑆𝑐𝑎𝑙𝑒𝑑 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒𝑖(3𝑐) 

 

(3e) 13 Goal:  Develop specialty-specific pools of total indirect costs based on specialty survey data 
Approach:  Calculate a time-and-volume-weighted sum of indirect costs per hour for each specialty 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑃𝑜𝑜𝑙𝑠 =  ∑ 𝑉𝑜𝑙𝑢𝑚𝑒𝑖,𝑠 × 𝑇𝑖𝑚𝑒𝑖 × (
𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡𝑠

𝐻𝑜𝑢𝑟
)

𝑠

𝑛

𝑖=1

 



C-14 
 

Step in 
Above  
Descripti
on 

Step 
in 
CMS 
PFS 
Rule 

Description 

 

(3f) 14  Goal:   Specialty-specific and national indirect cost scalars to calculate the IPCI 
Approach: Calculate the ratio of the Indirect Cost Pool (3e) to the Indirect Base Pool (3d) for each specialty and 
for all specialties together 
 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑆𝑐𝑎𝑙𝑎𝑟𝑠 =
𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑃𝑜𝑜𝑙𝑠(3𝑒)

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒 𝑃𝑜𝑜𝑙𝑠(3𝑑)
  

 

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑆𝑐𝑎𝑙𝑎𝑟𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙 =
∑ 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑃𝑜𝑜𝑙𝑠

𝑛
𝑠=1  (3𝑒)

∑ 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒 𝑃𝑜𝑜𝑙𝑠
𝑛
𝑠=1 (3𝑑)

 

 

(3g) 15 Goal:  Develop the IPCI to adjust indirect values to reflect inter-specialty differences in indirect costs 
Approach: For each specialty calculate the ratio of the Indirect Cost Scalar (3f) for the specialty to the national 
Indirect Cost Scalar (3f) 
 

𝑆𝑝𝑒𝑐𝑖𝑎𝑙𝑡𝑦 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝑃𝑟𝑎𝑐𝑡𝑖𝑐𝑒 𝐶𝑜𝑠𝑡 𝐼𝑛𝑑𝑒𝑥 (𝐼𝑃𝐶𝐼)𝑠 =  
𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑆𝑐𝑎𝑙𝑎𝑟𝑠(3𝑓)

𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐶𝑜𝑠𝑡 𝑆𝑐𝑎𝑙𝑎𝑟𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙(3𝑓)
  

 

(3h) 16 Goal:  Develop a service-level IPCI 
Approach: At the service level calculate the volume-weighted average of the IPCIs of the specialties that 
provide the service 

𝑆𝑒𝑟𝑣𝑖𝑐𝑒 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝑃𝑟𝑎𝑐𝑡𝑖𝑐𝑒 𝐶𝑜𝑠𝑡 𝐼𝑛𝑑𝑒𝑥 (𝐼𝑃𝐶𝐼)𝑖 =  ∑
𝑉𝑜𝑙𝑢𝑚𝑒𝑖,𝑠

𝑇𝑜𝑡𝑎𝑙 𝑉𝑜𝑙𝑢𝑚𝑒𝑖
× 𝐼𝑃𝐶𝐼𝑠

𝑛

𝑠=1

 (3𝑔) 

 



C-15 
 

Step in 
Above  
Descripti
on 

Step 
in 
CMS 
PFS 
Rule 

Description 

(3i) 17 Goal:  Adjust the Scaled Indirect Base by the service-level IPCI 
Approach: Multiply the Scaled Indirect Base (3c) by the IPCI (3h) 
 

𝐹𝑖𝑛𝑎𝑙 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈𝑖 = 𝑆𝑐𝑎𝑙𝑒𝑑 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝐵𝑎𝑠𝑒𝑖(3𝑐) × 𝐼𝑃𝐶𝐼𝑖(3ℎ) 
 

  Step 4: Final Service-Level Practice Expense RVU 

(4)  
18 

Goal:  PE RVU! 
Approach: Sum the direct (2d) and indirect (3i) values to create a preliminary final PE value for each service 
and then adjust these values to ensure budget-neutrality relative to the Total PE RVU Pool 
 

𝑃𝑟𝑒𝑙𝑖𝑚𝑖𝑛𝑎𝑟𝑦 𝐹𝑖𝑛𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈𝑖 = (𝐷𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈𝑖 (2𝑑) + 𝐼𝑛𝑑𝑖𝑟𝑒𝑐𝑡 𝑃𝐸 𝑅𝑉𝑈𝑖 (3𝑖)) 

 
𝐹𝑖𝑛𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈𝑖

=  
𝑇𝑜𝑡𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈 𝑃𝑜𝑜𝑙  (1𝑎)

∑ (𝑉𝑜𝑙𝑢𝑚𝑒𝑖 × 𝑃𝑟𝑒𝑙𝑖𝑚𝑖𝑛𝑎𝑟𝑦 𝐹𝑖𝑛𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈𝑖(4))𝑛
𝑖=1

 

× 𝑃𝑟𝑒𝑙𝑖𝑚𝑖𝑛𝑎𝑟𝑦 𝐹𝑖𝑛𝑎𝑙 𝑃𝐸 𝑅𝑉𝑈𝑖(4)  
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The top-down PE RVUs for selected services are reported in Table 1 and the anticipated effect 

on the distribution of payments across specialties is shown in Table 2, as calculated by CMS for 

the final rule for the 2007 fee schedule.  The effect was another increase in PE RVUs for 

intermediate office visits to 0.76 and further decline for complete x-rays to 0.54 (Table 1).  

Primary care specialties overall were not very much affected by the change, experiencing no 

change (Geriatrics and IM) or a 1 percent increase (FP and GP).  

Potential Changes to the PE RVU Algorithm 

Since its implementation, stakeholders and analysts have called for changing the PE algorithm 

in a number of ways, but have not agreed on the types of changes that should be made.  

Because all changes are redistributive between services and specialties, any change to the 

methodology creates winners and losers.  Some areas for proposed modification include: 

 Allocation basis for indirect costs.   

o As mentioned earlier, there is no gold standard for the allocation of indirect 

costs. Within the current framework, indirect costs are allocated based on both 

direct costs and physician work values.  The most commonly proposed options 

include: 

 direct costs only,  

 physician time, or 

 time plus direct costs.  

o As mentioned above, most analysts recommend using an allocation basis that 

minimizes incentives to distort behavior.  The inclusion of physician work or time 

is thought to reassure physicians that they will recover their rent and other 

indirect costs on a consistent basis as they provide care, while inclusion of direct 

costs reflects the notion that the clinical staff and medical supplies and 

equipment included in these costs are associated with additional indirect costs.   

o These alternatives all represent specific discrete changes within the existing PE 

algorithm and so can easily be examined through simulating the effect of 

substituting each into the current algorithm. A number of analysts and 

stakeholders have raised questions about the validity of the service-level time 

estimates currently used in the MFS, especially with regard to primary care 

services.  In fact, CMS, ASPE, and others are currently conducting studies to 

validate time values and, perhaps, identify new sources for time data.  If there 

are important errors in the time data that are systematic by service type, then 
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any simulation of indirect costs based on the current data will misrepresent the 

potential effect of time as an allocation basis.  

 Elimination of specialty-specific data from the indirect cost calculation.   

o The use of survey data on specialty practice expenses per hour raises two 

distinct concerns.  First, many argue that use of any specialty-specific data is 

inconsistent with the underlying goal of the fee schedule of eradicating the 

specialty-specific differences in the previous CPR payment system that were 

widely criticized.  Second, they are based on a survey process that some thought 

was flawed and advantaged some specialties at the expense of others and that, 

perhaps more importantly, is not scheduled to be repeated.  As a result, there is 

no mechanism in place to update these increasingly out-of-date data.  The 

specialty-specific data are used at two different steps in the indirect cost 

calculation.  First, in step 3a, service-level indirect and direct shares are 

calculated as weighted averages of the indirect and direct shares of the 

specialties that provide each service.  These resulting values are multiplied by 

the direct RVU in step 3b.  Second, these data are used to create the indirect 

practice cost index (IPCI) in steps 3d-3g which is then used in 3h to create a 

service-level practice cost index based on each service’s specialty mix.  It is fairly 

straightforward to simulate the effect of removing these specialty-specific data 

elements from the algorithm and analyzing the implications for the distribution 

of PE payments across specialties.  

 Change indirect cost definition and treatment.   

o Some have suggested that PE RVUs could be improved by reducing the share of 

the values that are allocated as indirect costs, especially to the extent that there 

are costs that clearly vary across services based on specific service 

characteristics.  Administrative costs, in particular, have been identified as likely 

to vary with services, since some services require extensive follow-up 

administrative tasks such as scheduling, coordinating, and communicating tasks, 

while others do not.  The absence of available data on administrative costs at the 

service level leaves this task beyond the scope of the current analysis.  Any 

improvement along these lines, however, is likely to reduce the importance of 

the strategy used to allocate indirects. 

 Limit the variation introduced through either direct costs or the indirect cost allocation 

method.   
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o Some analysts have questioned whether it makes sense for RVUs to reflect the 

entire range of direct costs, arguing that it would be appropriate to reduce the 

amount of across-service variation that the arbitrary allocation method can 

create.  While the redistributive effect of compressing the variation of directs or 

indirects or of capping either could easily be studied through simulations, such 

studies do not seem fruitful in the absence of compelling cut points to consider.  

Such modifications could be easily simulated and implemented if policymakers 

are interested in this approach and are prepared to provide some guidance on 

how to motivate a particular variance-compressing strategy. 

Of these various issues, the first two represent straightforward simulation exercises that do not 

require additional data or creation of arbitrary new policy parameters so will be the focus of 

the rest of this analysis.  Taken together, these two issues suggest a number of simulations, a 

few of which address a very specific technical issue related to the notion of removing the 

specialty-specific aspects of the algorithm.   

As mentioned above, there are two places where specialty-specific survey data are used:  in the 

creation of service-level indirect and direct shares and in creation of the IPCI.  As suggested by 

its name, the IPCI is a typical index normed to 1.00, so that it serves solely to create variance 

without changing the magnitude of anything it is multiplied by.  As shown in Table 4, 

Allergy/Immunology has an IPCI of 0.90 and that for Gastroenterology is 1.31, but the overall 

volume-weighted value is 1.00. However, in the current algorithm where the direct RVUs are 

multiplied by the ratio of the service indirect percent to the direct percent, this ratio is NOT 

normed to 1 like an index, so it both creates variation based on the specialty data and changes 

the magnitude of the direct cost part of the indirect cost allocation basis.  Table 4 shows the 

volume-weighted average of the service-level indirect-to-direct ratio by specialty.  So, for 

example, the average of this ratio is 2.44 for services provided by Allergy/Immunology, 

compared to 3.85 among services provided by Neurology.  These service-level differences 

clearly reflect the specialty  
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Specialty 

Indirect 

Costs per 

Hour 

Specialty 

Direct 

Costs 

per 

Hour

Ratio of 

Specialty 

Indirect 

Costs to 

Direct 

Costs

Mean 

Service 

Indirect 

Percent

Mean 

Service 

Direct 

Percent

Mean 

Ratio of 

Indirect 

to Direct 

Service 

Percent

All 100.00 100.00 1.00 96.46 39.96 2.41 0.75 0.25 3.54
01-ALLERGY/IMMUNOLOGY 1.18 0.24 0.90 162.39 78.21 2.08 0.71 0.29 2.44
03-CARDIAC SURGERY 0.11 0.45 0.78 67.82 13.58 4.99 0.75 0.25 3.19
04-CARDIOLOGY 7.72 8.29 0.90 88.04 47.51 1.85 0.71 0.29 2.54
05-COLON AND RECTAL SURGERY 0.07 0.18 0.99 90.56 21.95 4.13 0.77 0.23 3.38
06-CRITICAL CARE 0.22 0.33 1.19 86.35 30.59 2.82 0.76 0.24 3.30
07-DERMATOLOGY 3.96 3.44 1.64 184.56 80.23 2.30 0.71 0.29 2.49
08-EMERGENCY MEDICINE 2.52 3.52 0.49 38.48 2.46 15.64 0.85 0.15 7.74
09-ENDOCRINOLOGY 0.47 0.53 1.00 84.34 31.04 2.72 0.74 0.26 2.93
10-FAMILY PRACTICE 7.67 7.03 1.03 89.33 28.60 3.12 0.75 0.25 3.11
11-GASTROENTEROLOGY 1.34 2.19 1.31 96.77 31.56 3.07 0.75 0.25 3.05
12-GENERAL PRACTICE 0.87 0.82 0.88 77.33 34.59 2.24 0.76 0.24 3.49
13-GENERAL SURGERY 1.27 2.73 0.97 82.45 17.76 4.64 0.76 0.24 3.31
14-GERIATRICS 0.24 0.26 0.82 54.16 19.27 2.81 0.76 0.24 3.15
15-HAND SURGERY 0.10 0.14 1.37 139.26 40.85 3.41 0.77 0.23 3.46
16-HEMATOLOGY/ONCOLOGY 2.67 2.43 1.36 145.77 101.81 1.43 0.69 0.31 2.35
17-INFECTIOUS DISEASE 0.71 0.78 1.49 83.92 26.53 3.16 0.75 0.25 3.06
18-INTERNAL MEDICINE 13.49 13.82 1.12 83.61 26.36 3.17 0.75 0.25 3.05
19-INTERVENTIONAL PAIN MGMT 0.47 0.54 1.42 145.02 61.75 2.35 0.76 0.24 3.33
20-INTERVENTIONAL RADIOLOGY 0.26 0.24 0.67 82.52 18.98 4.35 0.72 0.28 2.5821-MULTISPECIALTY 

CLINIC/OTHER PHY 0.11 0.11 0.69 64.75 13.46 4.81 0.76 0.24 3.59
22-NEPHROLOGY 1.65 2.55 0.86 66.00 16.99 3.88 0.76 0.24 3.28
23-NEUROLOGY 1.67 1.93 1.21 109.33 16.71 6.54 0.78 0.22 3.85
24-NEUROSURGERY 0.24 0.73 1.25 114.93 16.68 6.89 0.78 0.22 3.73
25-NUCLEAR MEDICINE 0.08 0.07 0.39 40.14 12.20 3.29 0.71 0.29 2.49
27-OBSTETRICS/GYNECOLOGY 0.67 0.82 1.07 99.04 49.44 2.00 0.72 0.28 2.65
28-OPHTHALMOLOGY 4.27 6.66 1.66 170.05 72.60 2.34 0.72 0.28 2.55
29-ORTHOPEDIC SURGERY 2.89 4.24 1.26 124.16 29.56 4.20 0.76 0.24 3.37
30-OTOLARNGOLOGY 1.37 1.23 1.23 141.29 48.05 2.94 0.74 0.26 2.93
31-PATHOLOGY 2.24 1.45 1.27 74.98 26.46 2.83 0.64 0.36 1.80
32-PEDIATRICS 0.11 0.09 0.89 75.87 34.54 2.20 0.74 0.26 3.16
33-PHYSICAL MEDICINE 1.39 1.19 1.31 99.69 18.95 5.26 0.78 0.22 3.82
34-PLASTIC SURGERY 0.18 0.39 1.53 131.97 46.35 2.85 0.75 0.25 3.16
35-PSYCHIATRY 1.61 1.52 0.48 30.15 2.02 14.93 0.86 0.14 9.82
36-PULMONARY DISEASE 1.94 2.25 0.78 55.26 19.06 2.90 0.75 0.25 3.04
37-RADIATION ONCOLOGY 1.18 2.51 1.01 165.10 126.20 1.31 0.59 0.41 1.51
38-RADIOLOGY 9.54 5.57 0.90 95.60 39.23 2.44 0.71 0.29 2.46
39-RHEUMATOLOGY 0.65 0.67 0.87 97.47 48.77 2.00 0.73 0.27 2.82
40-THORACIC SURGERY 0.11 0.44 0.78 67.73 13.56 4.99 0.76 0.24 3.41
41-UROLOGY 1.75 2.46 0.89 96.94 36.08 2.69 0.73 0.27 2.78
42-VASCULAR SURGERY 0.45 0.90 0.60 83.77 30.56 2.74 0.74 0.26 2.89
43-AUDIOLOGIST 0.17 0.07 1.34 72.22 12.70 5.69 0.80 0.20 4.07
44-CHIROPRACTOR 2.30 0.93 0.82 65.33 10.70 6.11 0.86 0.14 6.10
45-CLINICAL PSYCHOLOGIST 0.74 0.81 0.31 20.61 1.55 13.30 0.94 0.06 16.13
46-CLINICAL SOCIAL WORKER 0.51 0.42 0.26 17.86 0.55 32.47 0.94 0.06 17.4447-DIAGNOSTIC TESTING 

FACILITY 0.49 1.08 0.73 479.21 482.13 0.99 0.67 0.33 2.22
48-INDEPENDENT LABORATORY 1.29 1.34 0.47 68.32 116.65 0.59 0.57 0.43 1.44
49-NURSE ANES / ANES ASST 0.40 0.82 0.44 29.36 6.47 4.54 0.82 0.18 4.50
50-NURSE PRACTITIONER 0.01 0.00 0.65 57.30 11.23 5.10 0.84 0.16 5.11
51-OPTOMETRY 1.13 1.10 0.91 88.00 26.75 3.29 0.73 0.27 2.6652-ORAL/MAXILLOFACIAL 

SURGERY 0.03 0.05 1.51 160.02 76.08 2.10 0.72 0.28 2.7553-PHYSICAL/OCCUPATIONAL 

THERAPY 8.38 3.01 0.65 57.31 11.26 5.09 0.84 0.16 5.10
54-PHYSICIAN ASSISTANT 0.01 0.00 0.65 57.69 11.36 5.08 0.84 0.16 5.10
55-PODIATRY 3.34 2.34 0.63 73.69 15.96 4.62 0.80 0.20 4.03
56-PORTABLE X-RAY SUPPLIER 0.52 0.12 1.53 479.21 482.13 0.99 0.64 0.36 1.9757-RADIATION THERAPY 

CENTERS 0.00 0.00 1.00 86.36 30.60 2.82 0.57 0.43 1.32
98-OTHER 0.05 0.02 1.73 79.82 27.27 2.93 0.74 0.26 3.11

TABLE 4: Specialty Volume, Indirect Practice Cost Index, Survey Costs, and Mean Service Ratios

SPECIALTY

Share of 

Total 

Medicare 

Volume

Share of 

Total 

Medicare 

Fee 

Schedule 

Payments

Specialty 

Indirect 

Practice 

Cost Index

From Specialty Survey Volume-weighted Average of Services
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ratios, which suggest that indirects are roughly twice directs for Allergy/Immunology but six 

times directs for Neurology.  Overall, the volume-weighted service-level ratio of indirects to 

directs is about 3.5, which means that when direct RVUs are multiplied by this ratio in step 3b, 

directs are being rescaled by a factor of about 3.5 overall.   

This raises an issue for constructing simulations that aim to remove the specialty-based aspects 

of the algorithm.  In particular, if the indirect-to-direct ratio is simply removed, then the 

simulation results reflect two distinct effects – removing the variance introduced by the ratio 

and eliminating this scaling factor of directs before they are combined with work to create the 

indirect allocation basis.  As a result, pairs of simulations were created in which the indirect-to-

direct ratio is removed and, in one version, directs are multiplied by 3.5, retaining the overall 

rescaling effect, and in the other they are NOT rescaled by 3.5.  This also suggests a nuanced 

simulation not previously suggested by commenters, which is to remove this scaling factor of 

directs from the present algorithm. 

To examine these various issues – work versus time, directs only, specialty-specific data, and 

the implicit rescaling of directs – the following simulations were conducted: 

 Replace work with time in the indirect cost allocation basis in the current algorithm.   

o To conduct this simulation, it is necessary to rescale service-level time values so 

that they account for the same aggregate pool of RVUs that work values create.  

This time scalar was calculated as the ratio of the volume-weighted sum of work 

RVUs to the volume-weighted sum of time and multiplied by service-level time 

values to create, in a sense, time RVUs.  These adjusted time values were then 

used instead of work RVUs in step 3b of the algorithm as summarized above. 

 Replace work with time and remove rescaling of directs.   

o By dividing the indirect-to-direct ratio by its overall mean of 3.5, the simulation 

retains the variation introduced by the specialty-specific data but removes the 

scaling effect of this ratio before combining scaled directs with time to serve as 

the indirect allocation basis in step 3b. 

 Change indirect allocation to be based only on directs (no time or work).   

o Again, this simulation is simple since no scaling is required in the case of a single 

argument in the indirect allocation function.  

 Change indirect allocation to be based only on time (no directs).  
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o This simulation is simple, since the absence of directs removes the issue of the 

indirect-to-direct ratio. 

 Remove specialty-based factors, retaining rescaling effect of indirect-to-direct ratio.  

o In this simulation, the indirect-to-direct ratio is removed from 3b and the IPCI 

and related elements are removed from 3d-3g.  The overall rescaling effect of 

the indirect-to-direct ratio is retained by multiplying the direct RVU by 3.5 in the 

indirect allocation basis in 3b. 

 Remove specialty-based factors, removing the rescaling effect of indirect-to-direct 

ratio.  

o This simulation removes both of the specialty-based factors and does not retain 

the rescaling effect of the indirect-to-direct ratio, so indirects are allocated 

based on the sum of direct RVUs and work RVUs.  

 Remove specialty-based factors, retaining rescaling effect of indirect-to-direct ratio, and 

substitute time for work.  

o In this simulation, the indirect-to-direct ratio is removed from 3b and the IPCI 

and related elements are removed from 3d-3g and service-level time (rescaled as 

described above) is used instead of work RVUs. The overall rescaling effect of the 

indirect-to-direct ratio is retained by multiplying the direct RVU by 3.5 before it is 

added to the time ‘RVU’. 

 Remove specialty-based factors, removing the rescaling effect of indirect-to-direct ratio, 

and substitute time for work.  

o This simulation removes both specialty-based factors, does not retain the 

rescaling effect of the indirect-to-direct ratio, and replaces work with time in the 

indirect allocation basis.  This simulation is essentially equivalent to the method 

proposed by PPRC 20 years ago. 

The resulting distributions of PE RVUs by specialty under each of these alternatives are shown 

in Table 5 while Table 6 shows the percent change in specialty share for each alternative 

relative to the current approach.  For example, Table 5 shows that Cardiac Surgery currently 

accounts for about 0.31 percent of total PE RVUs, a share that would increase to 0.37 percent if 

indirect costs were allocated based only on time and would fall to 0.20 percent if indirect costs 

were allocated based on direct costs.  According to Table 6, this means that Cardiac Surgery’s 

share would increase 19 percent under time-based indirects and decline 35 percent under 

direct-only PE allocation. 
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Analysis of the Simulations and their Policy Implications  

The simulation results suggest that current policy may be disadvantage primary care specialties 

relative to some commonly suggested alternatives.  The changes in specialty share of PE RVUs 

for each alternative relative to the current approach suggest that, relative to current policy, 

primary care specialties (family practice, general practice, internal medicine, and geriatrics) 

overall benefit from those approaches that reduce the role of directs (either by removing them 

or removing the rescaling effect created by the indirect-to-direct ratio) and those that replace 

work with time.  In the simulations of these types of changes, the effect is generally weakest 

(even negative, in one simulation) for family practice and consistently strongest for geriatrics 

and internal medicine.  By replacing work with time in the allocation basis and removing the 

rescaling of directs, geriatrics gains about 10 percent and internal medicine 7 percent in their 

share of total PE RVUs; general practice is unaffected but family practice gains about 1 percent 

of their PE RVU share.  These effects are nearly identical when the two specialty-specific factors 

are also removed, as shown in the rightmost column of Table 6, although under this approach 

family practice loses about 1 percent of PE RVU share. Given the zero-sum nature of the PE 

algorithm, these gains for primary care specialties clearly come at the expense of other 

specialties.  For example, replacing work with time and removing the rescaling of directs 

creates gains for primary care physicians at the expense of allergy/immunology physicians as 

well as radiation therapy centers, independent labs, and diagnostic testing facilities. Increasing 

the role of direct costs in the PE algorithm – whether by using them as the allocation basis for 

indirects or by rescaling them (as in current policy) when combining with work or time -- moves 

RVUs away from primary specialties.   

There is no way to know which of these various approaches is “right” -- the simulation results 

simply reveal the likely implications of each but cannot prove that one approach is better than 

another.  Practical concerns, such as the lack of updated data on specialty practice expenses by 

hour required under the current method, or philosophical ones, such as the removal of all 

specialty-based considerations in PE allocation, may compel policymakers to consider adopting 

one of these alternatives, or another one not studied here.  Clearly, these simulations do not 

exhaust the universe of ways the present method could be reformed and they do not examine 

any improvements outside the architecture of the current approach.  There are other 

strategies, such as the OPPS-based approach studied by RAND in an ASPE-sponsored study that 

would move away from the current method. (The report is available at 

http://www.rand.org/content/dam/rand/pubs/technical_reports/2011/RAND_TR979.pdf.) If, 

however, any  
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Retaining Direct 

Rescaling in 

Indirect 

Allocation 

Formula

Removing Direct 

Rescaling in 

Indirect 

Allocation 

Formula

Retaining 

Direct 

Rescaling 

and Using 

Sum of 

Direct and 

Time to  

Allocate 

Indrects

Removing 

Direct 

Rescaling 

and Using 

Sum of 

Direct and 

Time to  

Allocate 

Indrects

01- ALLERGY / 

IMMUNOLOGY 1.18 0.24 0.34 0.35 0.31 0.49 0.24 0.36 0.29 0.35 0.29
03-CARDIAC SURGERY 0.11 0.45 0.31 0.29 0.3 0.2 0.37 0.32 0.39 0.29 0.33
04-CARDIOLOGY 7.72 8.29 8.6 8.63 8.5 10.33 8.54 9.5 9.08 9.3 8.91
05-COLON AND RECTAL 

SURGERY 0.07 0.18 0.17 0.16 0.16 0.12 0.16 0.14 0.16 0.14 0.15
06-CRITICAL CARE 0.22 0.33 0.22 0.2 0.22 0.11 0.27 0.22 0.27 0.2 0.24
07-DERMATOLOGY 3.96 3.44 4.69 4.69 4.53 4.77 3.28 3.94 3.52 3.92 3.6
08- EMERGENCY 

MEDICINE 2.52 3.52 1.51 1.34 1.46 0.37 2.53 2.03 2.88 1.61 2.08
09-ENDOCRINOLOGY 0.47 0.53 0.5 0.5 0.51 0.44 0.51 0.47 0.49 0.48 0.49
10-FAMILY PRACTICE 7.67 7.03 6.9 6.96 6.96 5.97 7.06 6.47 6.73 6.59 6.83
11-GASTROENTEROLOGY 1.34 2.19 1.89 1.84 1.94 1.03 1.99 1.59 1.87 1.58 1.79
12-GENERAL PRACTICE 0.87 0.82 0.79 0.79 0.79 0.7 0.81 0.75 0.78 0.76 0.79
13-GENERAL SURGERY 1.27 2.73 2.4 2.37 2.44 1.77 2.55 2.23 2.47 2.21 2.38
14-GERIATRICS 0.24 0.26 0.21 0.21 0.23 0.12 0.26 0.19 0.22 0.2 0.23
15-HAND SURGERY 0.1 0.14 0.17 0.18 0.18 0.14 0.14 0.14 0.13 0.14 0.14
16- HEMATOLOGY / 

ONCOLOGY 2.67 2.43 2.81 2.82 2.69 3.39 2.35 2.91 2.66 2.8 2.57
17-INFECTIOUS DISEASE 0.71 0.78 0.53 0.55 0.65 0.19 0.77 0.48 0.62 0.52 0.65
18-INTERNAL MEDICINE 13.49 13.82 11.82 11.96 12.59 8.71 13.58 11.1 12.33 11.49 12.56
19- INTERVENTIONAL 

PAIN MGMT 0.47 0.54 0.6 0.62 0.58 0.58 0.53 0.53 0.51 0.55 0.54
20-INTERVENTIONAL 

RADIOLOGY 0.26 0.24 0.27 0.27 0.25 0.35 0.25 0.3 0.28 0.29 0.27
21-MULTISPECIALTY 

CLINIC/OTHER PHY 0.11 0.11 0.11 0.11 0.11 0.12 0.11 0.11 0.11 0.11 0.11
22-NEPHROLOGY 1.65 2.55 2.12 2.13 2.18 1.69 2.51 2.1 2.31 2.16 2.34
23-NEUROLOGY 1.67 1.93 2.05 2.06 1.96 1.69 1.82 1.76 1.8 1.76 1.79
24-NEUROSURGERY 0.24 0.73 0.63 0.58 0.61 0.28 0.53 0.48 0.58 0.43 0.48
25-NUCLEAR MEDICINE 0.08 0.07 0.07 0.08 0.07 0.1 0.07 0.09 0.08 0.09 0.08
27- OBSTETRICS / 

GYNECOLOGY 0.67 0.82 0.87 0.87 0.87 0.89 0.83 0.86 0.85 0.86 0.84
28-OPHTHALMOLOGY 4.27 6.66 7.7 7.59 7.6 6.17 5.29 5.98 5.89 5.67 5.48
29-ORTHOPEDIC SURGERY 2.89 4.24 4.4 4.35 4.37 3.41 3.69 3.63 3.75 3.57 3.63
30-OTOLARNGOLOGY 1.37 1.23 1.45 1.44 1.38 1.42 1.14 1.27 1.19 1.26 1.2
31-PATHOLOGY 2.24 1.45 1.38 1.42 1.51 1.76 1.79 1.66 1.62 1.78 1.78
32-PEDIATRICS 0.11 0.09 0.08 0.08 0.08 0.07 0.08 0.08 0.08 0.08 0.08
33-PHYSICAL MEDICINE 1.39 1.19 1.11 1.14 1.15 0.82 1.2 0.97 1.04 1.04 1.12
34-PLASTIC SURGERY 0.18 0.39 0.43 0.44 0.46 0.3 0.37 0.33 0.35 0.34 0.35
35-PSYCHIATRY 1.61 1.52 0.93 0.97 1.03 0.46 1.9 0.99 1.26 1.28 1.59
36-PULMONARY DISEASE 1.94 2.25 1.71 1.69 1.83 1.09 2.07 1.65 1.93 1.65 1.87
37- RADIATION 

ONCOLOGY 1.18 2.51 3.37 3.38 3.33 6.86 2.71 4.73 3.64 4.49 3.58
38-RADIOLOGY 9.54 5.57 5.9 5.86 5.9 7.4 5.72 6.76 6.43 6.44 6.07
39-RHEUMATOLOGY 0.65 0.67 0.76 0.76 0.71 0.85 0.62 0.74 0.69 0.72 0.67
40-THORACIC SURGERY 0.11 0.44 0.3 0.29 0.31 0.2 0.36 0.32 0.38 0.29 0.33
41-UROLOGY 1.75 2.46 2.5 2.48 2.39 2.95 2.25 2.62 2.46 2.55 2.4
42-VASCULAR SURGERY 0.45 0.9 1.06 1.06 0.97 1.41 0.91 1.18 1.07 1.13 1.02
43-AUDIOLOGIST 0.17 0.07 0.07 0.08 0.09 0.04 0.09 0.05 0.05 0.07 0.08
44-CHIROPRACTOR 2.3 0.93 0.72 0.72 0.72 0.39 0.97 0.68 0.83 0.72 0.85
45-CLINICAL 

PSYCHOLOGIST 0.74 0.81 0.26 0.26 0.26 0.17 0.93 0.5 0.66 0.6 0.77
46-CLINICAL SOCIAL 

WORKER 0.51 0.42 0.18 0.17 0.17 0.11 0.61 0.34 0.46 0.4 0.51
47-DIAGNOSTIC TESTING 

FACILITY 0.49 1.08 1.87 1.89 1.57 3.67 1.18 2.43 1.79 2.24 1.7
48-INDEPENDENT 

LABORATORY 1.29 1.34 2.07 2.02 1.85 4.37 1.7 3.03 2.33 2.84 2.26
49-NURSE ANES / ANES 

ASST 0.4 0.82 0.01 0.01 0.01 0 0.01 0.01 0.01 0.01 0.01
50-NURSE PRACTITIONER 0.01 0 1.48 1.52 1.59 1.05 1.82 1.39 1.56 1.49 1.66
51-OPTOMETRY 1.13 1.1 1.53 1.59 1.54 1.42 1.14 1.27 1.2 1.26 1.1952- 

ORAL/MAXILLOFACIAL 

SURGERY 0.03 0.05 0.07 0.07 0.07 0.07 0.05 0.06 0.05 0.06 0.0653-

PHYSICAL/OCCUPATION

AL THERAPY 8.38 3.01 3.24 3.24 3.26 3.75 4.59 3.44 3.28 4.23 4.41
54-PHYSICIAN 

ASSISTANT 0.01 0 1.1 1.1 1.13 0.8 1.16 1.01 1.12 1 1.08
55-PODIATRY 3.34 2.34 2.83 2.88 2.72 3.32 2.73 2.83 2.57 2.98 2.85
56-PORTABLE X-RAY 

SUPPLIER 0.52 0.12 0.22 0.22 0.21 0.34 0.13 0.25 0.2 0.22 0.17
57-RADIATION THERAPY 

CENTERS 0 0 0.16 0.16 0.14 0.38 0.11 0.24 0.17 0.22 0.16
98-OTHER 0.05 0.02 0.02 0.02 0.02 0.01 0.02 0.01 0.02 0.02 0.02

PE RVUs Without Specialty-based Factors and:

TABLE 5: Distribution of Practice Expenses across Specialties Under Alternative Allocation Methods

SPECIALTY

Specialty Share of Total:

Medicare Volume

Medicare Fee 

Schedule Payments

Current PE 

RVUs

Allocate 

Indirects 

Based on 

Time and 

Directs

Allocate 

Indirects 

Based on 

Time and 

Unscaled 

Directs

Allocate 

Indirects 

Based on 

Directs Only

Allocate 

Indirects 

Based on 

Time Only
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Retaining 

Direct 

Rescaling in 

Indirect 

Allocation 

Formula

Removing 

Direct 

Rescaling in 

Indirect 

Allocation 

Formula

Retaining 

Direct 

Rescaling 

and Using 

Sum of 

Direct and 

Time to  

Allocate 

Indrects

Removing 

Direct 

Rescaling 

and Using 

Sum of 

Direct and 

Time to  

Allocate 

Indrects

01-ALLERGY/IMMUNOLOGY 1.18 0.24 0.34 3% -9% 44% -29% 6% -15% 3% -15%
03-CARDIAC SURGERY 0.11 0.45 0.31 -6% -3% -35% 19% 3% 26% -6% 6%
04-CARDIOLOGY 7.72 8.29 8.6 0% -1% 20% -1% 10% 6% 8% 4%
05-COLON AND RECTAL SURGERY 0.07 0.18 0.17 -6% -6% -29% -6% -18% -6% -18% -12%
06-CRITICAL CARE 0.22 0.33 0.22 -9% 0% -50% 23% 0% 23% -9% 9%
07-DERMATOLOGY 3.96 3.44 4.69 0% -3% 2% -30% -16% -25% -16% -23%
08-EMERGENCY MEDICINE 2.52 3.52 1.51 -11% -3% -75% 68% 34% 91% 7% 38%
09-ENDOCRINOLOGY 0.47 0.53 0.5 0% 2% -12% 2% -6% -2% -4% -2%
10-FAMILY PRACTICE 7.67 7.03 6.9 1% 1% -13% 2% -6% -2% -4% -1%
11-GASTROENTEROLOGY 1.34 2.19 1.89 -3% 3% -46% 5% -16% -1% -16% -5%
12-GENERAL PRACTICE 0.87 0.82 0.79 0% 0% -11% 3% -5% -1% -4% 0%
13-GENERAL SURGERY 1.27 2.73 2.4 -1% 2% -26% 6% -7% 3% -8% -1%
14-GERIATRICS 0.24 0.26 0.21 0% 10% -43% 24% -10% 5% -5% 10%
15-HAND SURGERY 0.1 0.14 0.17 6% 6% -18% -18% -18% -24% -18% -18%
16-HEMATOLOGY/ONCOLOGY 2.67 2.43 2.81 0% -4% 21% -16% 4% -5% 0% -9%
17-INFECTIOUS DISEASE 0.71 0.78 0.53 4% 23% -64% 45% -9% 17% -2% 23%
18-INTERNAL MEDICINE 13.49 13.8 11.82 1% 7% -26% 15% -6% 4% -3% 6%
19-INTERVENTIONAL PAIN MGMT 0.47 0.54 0.6 3% -3% -3% -12% -12% -15% -8% -10%
20-INTERVENTIONAL RADIOLOGY 0.26 0.24 0.27 0% -7% 30% -7% 11% 4% 7% 0%
21-MULTISPECIALTY CLINIC/OTHER PHY 0.11 0.11 0.11 0% 0% 9% 0% 0% 0% 0% 0%
22-NEPHROLOGY 1.65 2.55 2.12 0% 3% -20% 18% -1% 9% 2% 10%
23-NEUROLOGY 1.67 1.93 2.05 0% -4% -18% -11% -14% -12% -14% -13%
24-NEUROSURGERY 0.24 0.73 0.63 -8% -3% -56% -16% -24% -8% -32% -24%
25-NUCLEAR MEDICINE 0.08 0.07 0.07 14% 0% 43% 0% 29% 14% 29% 14%
27-OBSTETRICS/GYNECOLOGY 0.67 0.82 0.87 0% 0% 2% -5% -1% -2% -1% -3%
28-OPHTHALMOLOGY 4.27 6.66 7.7 -1% -1% -20% -31% -22% -24% -26% -29%
29-ORTHOPEDIC SURGERY 2.89 4.24 4.4 -1% -1% -23% -16% -18% -15% -19% -18%
30-OTOLARNGOLOGY 1.37 1.23 1.45 -1% -5% -2% -21% -12% -18% -13% -17%
31-PATHOLOGY 2.24 1.45 1.38 3% 9% 28% 30% 20% 17% 29% 29%
32-PEDIATRICS 0.11 0.09 0.08 0% 0% -13% 0% 0% 0% 0% 0%
33-PHYSICAL MEDICINE 1.39 1.19 1.11 3% 4% -26% 8% -13% -6% -6% 1%
34-PLASTIC SURGERY 0.18 0.39 0.43 2% 7% -30% -14% -23% -19% -21% -19%
35-PSYCHIATRY 1.61 1.52 0.93 4% 11% -51% 104% 6% 35% 38% 71%
36-PULMONARY DISEASE 1.94 2.25 1.71 -1% 7% -36% 21% -4% 13% -4% 9%
37-RADIATION ONCOLOGY 1.18 2.51 3.37 0% -1% 104% -20% 40% 8% 33% 6%
38-RADIOLOGY 9.54 5.57 5.9 -1% 0% 25% -3% 15% 9% 9% 3%
39-RHEUMATOLOGY 0.65 0.67 0.76 0% -7% 12% -18% -3% -9% -5% -12%
40-THORACIC SURGERY 0.11 0.44 0.3 -3% 3% -33% 20% 7% 27% -3% 10%
41-UROLOGY 1.75 2.46 2.5 -1% -4% 18% -10% 5% -2% 2% -4%
42-VASCULAR SURGERY 0.45 0.9 1.06 0% -8% 33% -14% 11% 1% 7% -4%
43-AUDIOLOGIST 0.17 0.07 0.07 14% 29% -43% 29% -29% -29% 0% 14%
44-CHIROPRACTOR 2.3 0.93 0.72 0% 0% -46% 35% -6% 15% 0% 18%
45-CLINICAL PSYCHOLOGIST 0.74 0.81 0.26 0% 0% -35% 258% 92% 154% 131% 196%
46-CLINICAL SOCIAL WORKER 0.51 0.42 0.18 -6% -6% -39% 239% 89% 156% 122% 183%
47-DIAGNOSTIC TESTING FACILITY 0.49 1.08 1.87 1% -16% 96% -37% 30% -4% 20% -9%
48-INDEPENDENT LABORATORY 1.29 1.34 2.07 -2% -11% 111% -18% 46% 13% 37% 9%
49-NURSE ANES / ANES ASST 0.4 0.82 0.01 0% 0% -100% 0% 0% 0% 0% 0%
50-NURSE PRACTITIONER 0.01 0 1.48 3% 7% -29% 23% -6% 5% 1% 12%
51-OPTOMETRY 1.13 1.1 1.53 4% 1% -7% -25% -17% -22% -18% -22%
52-ORAL/MAXILLOFACIAL SURGERY 0.03 0.05 0.07 0% 0% 0% -29% -14% -29% -14% -14%
53-PHYSICAL/OCCUPATIONAL THERAPY 8.38 3.01 3.24 0% 1% 16% 42% 6% 1% 31% 36%
54-PHYSICIAN ASSISTANT 0.01 0 1.1 0% 3% -27% 5% -8% 2% -9% -2%
55-PODIATRY 3.34 2.34 2.83 2% -4% 17% -4% 0% -9% 5% 1%
56-PORTABLE X-RAY SUPPLIER 0.52 0.12 0.22 0% -5% 55% -41% 14% -9% 0% -23%
57-RADIATION THERAPY CENTERS 0 0 0.16 0% -13% 138% -31% 50% 6% 38% 0%
98-OTHER 0.05 0.02 0.02 0% 0% -50% 0% -50% 0% 0% 0%

Allocate 

Indirects 

Based on 

Time 

Only

PE RVUs Without Specialty-based Factors and:

TABLE 6: Change in Distribution of Practice Expenses across Specialties Under Alternative Allocation Methods
Specialty Share of Total: Change in Specialty Share of Total PE RVUs Relative to Current Method:
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of the studied alternatives are viewed as more appropriate than current policy, the changes 

estimated in Table 6 suggest not only the likely effect of changing the PE method moving 

forward but also the amount of misallocation that has been occurring under current policy. 

References 

U.S. Congress, Medicare Payment Advisory Commission. Report to the Congress, June 2007. 

MedPAC: Washington, DC (06/2007).  

U.S. Congress, Physician Payment Review Commission. Annual Report to Congress, 1992.  PPRC: 

Washington, DC (1992).  

“Fee Schedule for Physicians’ Services; Final Rule”. Federal Register 56(227):59502-59819, Nov. 

25, 1991. 

“Medicare Program; Revisions to Payment Policies and Adjustments to the Relative Value Units 

Under the Physician Fee Schedule for Calendar Year 1999; Final Rule and Notice”. Federal 

Register 63(211): 58813-59187, Nov. 2, 1998. 

“Medicare Program; Revisions to Payment Policies, Five-Year Review of Work Relative Value 

Units, Changes to the Practice Expense Methodology Under the Physician Fee Schedule, and 

Other Changes to Payment Under Part B; Revisions to the Payment Policies of Ambulance 

Services Under the Fee Schedule for Ambulance Services; and Ambulance Inflation Factor 

Update for CY 2007; Final Rule with Comment Period”. Federal Register 71(231): 69623–70274, 

Dec. 1, 2006. 

Wynn, BO, Hussey, PS, Ruder T.  “Policy Options for Addressing Medicare Payment Differentials 

Across Ambulatory Setting.” RAND for ASPE/DHHS (2011).  



  

APPENDIX D: Task Report: Can Medicare Policy Better Reflect 

Changes in Physician Work Over Time? 



D-1 
 

 

TASK REPORT 

CAN MEDICARE POLICY BETTER REFLECT CHANGES IN 
PHYSICIAN WORK OVER TIME? 

 

MAY 29, 2013 
 

SUBMITTED BY: 
Katie Merrell 

Social & Scientific Systems, Inc. 
8757 Georgia Avenue, 12th Floor 

Silver Spring, Maryland  20810 
 

SUBMITTED TO: 
Stephen Zuckerman, PhD 

Urban Institute 
2100 M Street NW 

Washington, DC 20037 
 

FUNDED BY: 
Office of the Assistant Secretary for Planning and Evaluation, DHHS 

“Realign Physician Payment Incentives in Medicare to Achieve Payment Equity” 
 DHHS Contract Number: HHSP23320095654WC, Task Order HHSP23337016T



D-2 
 

Can Medicare Policy Better Reflect Changes in Physician Work Over Time? 

Embedded in current Medicare physician payment policy is the notion that medical services are 

created from some combination of physician work (defined as time, expertise, and stress), 

practice expenses, and malpractices expenses.  Physician work is based on work relative value 

units (RVUs) that have been developed for all physician services covered by Medicare.  A work 

RVU value is created whenever a new service is added to the Medicare fee schedule.  One of 

the key challenges in that current payment policy is conducting periodic reviews of these work 

values to make sure they accurately reflect the relative amount of physician work across 

services.  This challenge is of particular concern for new services, for which the physician work 

value assigned when they are first introduced may be high relative to their long-term values, 

but these values might not get reduced over time as physicians gain experience with and 

perfect service provision.  

When innovation, such as a new medical service, occurs, it diffuses from the innovator into 

broader practice over time.  This diffusion happens both as information about the innovation 

passes to others and as the innovation itself is refined and matures, since many medical 

innovations are made using supplies and equipment designed for other uses. Once the new 

technique is well established, not only do physicians gain understanding and familiarity with it, 

but supplies and equipment are often developed that make it even simpler and more accessible 

to more physicians A classic example of a service that underwent dramatic changes in 

technology is cataract surgery, which had been performed for centuries.  The introduction of a 

new technique forty years ago led to “improvements in instruments and surgical technique 

[that] have now made it the procedure of choice for all routine cataract surgery “, accounting 

for over 85 percent of US and UK cataract surgeries in 2000 (Spalton and Koch, 2000). In 

general, the amount of physician work associated with a once-new service likely falls over time 

either through expertise or substitution of clinical staff or equipment for physician work.  

Indeed, many of the activities performed by non-physician clinical staff or equipment today 

were likely performed by a physician 60 years ago while physicians spend most of their time 

doing things that didn’t exist.  In the case of cataract surgery, the procedure moved almost 

entirely from hospital operating theaters to outpatient clinics equipped with tools that hadn’t 

existed just a few decades earlier. 

The Centers for Medicare and Medicaid Services (CMS) is responsible for overseeing the 

Medicare fee schedule.  To establish work values for new services and to review existing values, 

it receives input from the Relative Value Update Committee (RUC), which was formed by the 

American Medical Association to provide fee schedule policy recommendations supported by 

expert opinion.  The RUC has recognized that new services frequently have a “learning curve” 

so that even accurate estimates of time, much less work, for services when they are first 
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introduced may significantly overstate time after the learning curve for physicians’ adoption 

and routine application takes place – perhaps over a 3- to 5-year period.  As services mature, 

not only does non-physician labor get substituted for physician labor, but specialized supplies 

and equipment may be developed that further reduce the physician work required to provide 

the service. Overall, it seems likely that the level of physician time, expertise, and stress 

associated with providing a new service changes as physicians gain experience with that 

service.  The share of overall resource use accounted for by physician work may also decline as 

the result of new resources developed to facilitate providing the service.  

 However, evidence suggests that the current RVU review process rarely results in work RVU 

reductions, despite the likely efficiency gains that develop as new services become widely used 

and mastered. Maxwell, Zuckerman, and Berenson (2007) reported that in the first five-year 

review, conducted in 1997, only 2.4 percent of the 932 codes reviewed had their work values 

reduced, and the reductions were typically quite modest.  At the second review five years later, 

less than 1 percent of the nearly 700 codes reviewed had work RVU reductions.  Since new 

codes are likely to be introduced with RVUs that are higher than may be expected once the 

service has diffused into practice, this lack of subsequent reductions likely leads to an overall 

devaluation of older codes, including the office visit codes that constitute the core of primary 

care billed services. 

The current work RVU review and update process is based on a notion that the typical change 

in work associated with each specific service is zero until evidence is provided that it has 

changed.  The likelihood that work is changing, particularly for new services as they diffuse into 

broad use, suggests that it may be sensible to adopt a policy of small default reductions in work 

unless evidence is provided that a service has in fact NOT benefitted from productivity gains.   

This simple change in the default assumption of service-level productivity change from zero to 

some small amount could be a low-cost approach to help maintain the integrity of the 

Medicare fee schedule.  As described by Thaler and Sunstein (2010), using information to set 

sensible defaults can be a very low-cost way to improve public policy.  In this instance, the RUC 

and CMS work under the assumption that work values are unchanged unless compelling 

evidence becomes available that a service’s work has declined (or risen).  Tailoring the general 

assumption of productivity gains that underlies other aspects of policy to set default work 

reductions for some categories of services could remove the influence of the various factors, 

such as status quo bias, that Thaler and Sunstein categorize in their analysis of behavior and the 

importance of smart defaults. 

This paper briefly reviews the production of physician services and the importance to the 

Medicare fee schedule of service-level productivity changes.  It concludes by describing a policy 

approach that moves productivity change assumptions from the macro level to individual 
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services in an effort to create Medicare payment policy incentives that more likely reflect the 

dynamic changes in physician productivity over time. 

Physician Services: Their Production and How it Changes Over Time 

The three relative value scales of the Medicare fee schedule represent an effort to capture the 

production function that underlies physician services.  By reflecting the relative amounts of 

physician work, practice expense, and malpractice expense associated with each service, the 

Medicare fee schedule is an empirical estimate of the inputs needed to produce each service.   

When the physician work RVUs are reviewed every five years, the process essentially tries to 

identify those services for which the underlying production function is likely to have changed, 

particularly with regard to the amount physician work required.  As described above, physician 

work can change for two different reasons: knowledge and understanding of the service 

becomes more widespread and other resources, such as clinical staff or specialized equipment, 

are substituted for physician work.  While either phenomenon could appear as a measurable 

increase in physician productivity over time, the former would occur even if other inputs and 

their productivity remains unchanged while the latter would be associated with increased use 

of or productivity of other inputs.  Identifying and analyzing these phenomena is typically done 

through models of the underlying production function. 

In economic terms, the idea that physician work for a particular service might decline over time 

could reflect substitution of inputs in the medical services production function, with staff, 

equipment, and supplies substituting for physician time and expertise, or simply improvements 

in physician productivity, through which physicians can produce more output (or medical 

services) with the same inputs (clinical labor, supplies, and equipment) as knowledge and 

experience increase.  Research in this area has struggled with both conceptual and empirical 

issues of measuring productivity for physician services broadly, including all inputs, and for 

physicians as a specific productive input.  

For decades, researchers have tried to develop models of the physician service production 

function, which in turn could be used to identify those with important changes in the 

production process.  These studies (e.g., Reinhardt (1972), Escarce & Pauly (1998), Thurston & 

Libby (2002), Gunning and Sickles (2011)) address questions like the marginal cost of services 

and the cross-price elasticities of service inputs such as clinical labor and equipment.  They 

suggest that it is feasible to develop empirical estimates of such a production function and that 

the results could sensibly be used within the concept of a resource-based payment system, 

rather than the accounting-based approach currently used in the Medicare Fee Schedule. 

However, such production function models have not been developed at the service (or service 

family) level, as would be needed to support the fee schedule as currently constructed.  The 
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literature suggests that developing such disaggregated estimates would be difficult, and may be 

quite sensitive to underlying assumptions that they would require. The same issues plague 

efforts to develop disaggregated estimates of physician productivity. 

For example, Fisher (2007) aimed to develop estimates of physician office multi-factor 

productivity to determine if it was feasible to replace the economy-wide productivity estimates 

currently used in policy with sector-specific estimates.  Fisher concludes that the strong 

assumptions and proxy data he had to rely on make the resulting estimates unsuitable for 

policy use.  Poisal (2007), Newhouse and Sinaiko (2007a), Newhouse and Sinaiko (2007b), and 

Dyckman et al. (2007) address the issues of using economy-wide productivity estimates and the 

challenges in developing more specific medical care and physician services measures.  

There is increasing interest in understanding the effect of recent system-wide technology 

changes in physician practice on physician productivity.  Liederman et al (2005) examine the 

effect of web messaging on productivity while Bhargava and Mishra (2011) analyze the 

relationship between electronic medical records (EMR) and physician productivity.  In a 

treatment-control study of two primary care practices, Liederman et al conclude that web 

messaging increased physician productivity, at least in the presence of strong financial 

incentives to increase patient contacts. 

The analysis of the effect of EMRs on physician productivity by Bhargava and Mishra (2011) 

concludes that this type of technological innovation affects productivity differently both during 

the period of technology adoption and across specialties.  They identify differences in the role 

of information acquisition and entry versus information synthesis for various specialties, 

positing that weaker productivity gains are realized by those who still need to spend time 

acquiring and entering lots of data during patient encounters.  Perhaps most important for the 

purpose of refining Medicare work RVUs, their analysis raises a very important challenge to 

analyzing the potential relationship between productivity growth and physician work values, 

since it uses work RVUs as the measure of physician output.  If it is true that there are fairly 

systematic improvements in service-level productivity that are not reflected in physician work 

RVUs in real time, then studies that use work RVUs as the output measure risk misattributing 

this service-level productivity growth to other factors.  

Medicare policy does reflect the notion that productivity does change over time with explicit 

adjustments for overall productivity growth in the definition of the Medicare Economic Index 

(MEI).  This in turn can affect the overall rate of growth of the Medicare physician budget if the 

MEI factors into the conversion factor update.  As a result, there have been a number of 

analyses considering the role of productivity adjustments in payment policy and the best 

measures to use. The use of a single, sector-wide productivity factor suggests that changes in 

productivity over time are important to consider but belies the likely variation in productivity 
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changes across the many types of services physicians provide.  This sector-wide productivity 

adjustment would be more appropriate if physician work values reflected real-time changes in 

physician productivity across services.  Research in this area highlights the challenge of 

developing sensible estimates of physician productivity, which could inform updates to work 

RVUs, rather than physician-service sector productivity, which are used for overall adjustments. 

The notion that productivity differs across qualitatively different services is reflected by the 

2012 Medicare Trustees Report.  Based on advice it received from its Medicare Technical 

Review Panel, CMS used an assumption of zero productivity growth for the home health, skilled 

nursing facility (SNF), and hospice sectors, among others, while hospital and physician sectors 

are assumed to exhibit average rates of productivity growth. The role of non-caregiver inputs is 

very limited in home health, SNF, and hospice, so the zero productivity growth reflects the fact 

that it will take roughly the same amount of labor to produce each service as it does currently.  

The notion that these labor-intensive sectors cannot experience the same productivity growth 

as hospitals and physicians may be salient to establishing productivity assumptions for different 

groups of physician services, which differ with regard to the opportunities for substituting other 

inputs for physician time and effort.  For example, a 30 minute therapy session will always take 

30 minutes to provide, while changes in technique, equipment, and supplies has led to dramatic 

declines over the past three decades in the time and effort it takes a physician to perform 

cataract surgery. 

Implications for the Medicare Fee Schedule  

In the absence of comprehensive, reliable analytic tools that describe the underlying physician 

services production function or how it changes over time, the fee schedule continues to reflect 

specific work values based on expert judgment and practice expense and malpractice expense 

values based on allocation rules.  Therefore, it is difficult to know how the values in the fee 

schedule should change over time, in response to changes in other services’ values and other 

factors, such as increased physician expertise, availability of staff substitutes, or newly available 

equipment.   

The various productivity studies described above deploy different measures of physician 

output, from days to visits to work RVUs.  In the context of the fee schedule, the question of 

physician productivity relates directly to the relationship between physician work and service 

time.  Physician work is defined to include the time, expertise, and stress associated with 

providing a service to a patient.  While time is easily measured, the other factors are not.  As a 

result, the RUC, CMS, and others often analyze the ratio of work to time – intuitively, the notion 

of intensity – to calibrate and refine work values across services.  If physician work is 

determined by time and intensity, then the question of work changing over time can be 

decomposed into whether time or intensity change over time.  If, for example, service times 
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drop but there’s an offsetting increase in intensity then work could be unchanged; conversely, 

even if service time doesn’t change, intensity could decline as physicians become more 

experienced with a service and as other more specialized resources – clinical staff or equipment 

–  develop to support service provision.  

Service time is much more easily documented than intensity. Many argue that the service times 

underlying current work RVUs are wrong for entire groups of service and that the time data do 

not capture declining service times as physicians master new services.  A number of recent 

studies, some summarized below, analyze the time estimates underlying the work RVUs and 

conclude that the current data are inaccurate and that there are a number of methods that 

could be used to improve them.  

Several years ago, Cromwell, Hoover, and McCall (2006) used data from the National 

Ambulatory Medical Care Surveys (NAMCS) to assess the current fee schedule times.  They 

noted that the CMS times were typically higher, with the discrepancy largest among surgeons 

and dermatologists.  They conclude that, given the role of time in establishing work RVUs, the 

time errors lead to overstatement of physician work that vary with type of service. 

McCall et al (2006) undertook a similar analysis of CMS service times, this time comparing them 

to intra-service time estimates based on operating room logs for over 80,000 procedures 

performed between 1993 and 1999.  They concluded that intra-service time was substantially 

overstated in the CMS estimates for the 60 studied procedures.  While they note several factors 

that might lead the log data to be somewhat low estimates, they conclude with a call for 

improving the method for updating physician work values to reflect productivity gains. 

Based on these previous two studies, Braun and McCall (2011) examine the possibility of using 

existing data and designing focused primary data collection efforts to develop alternative time 

estimates to those currently used in establishing physician work.  They recommend a multi-

modal approach to collecting time data and include a number of specific recommendations 

about the appropriate methods. 

Finally, Cromwell et al (2010) argue that the disconnect between procedure-specific 

productivity gains and physician work has undermined the integrity of the relative-value 

payment system.  They recommend adjusting payments more explicitly for productivity gains, 

citing the above studies of overstated service times and another that suggests that surgeons 

who receive global fees often hand patients off to other physicians for some of the care that is 

included in the global period. They assert that without such a change to Medicare payment 

rates, the program is encouraging overinvestment in new technology and underinvestment in 

cognitive services. 
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The conclusion of Cromwell et al (2010) that without more timely adjustments to work RVUs for 

changes in productivity Medicare payment policy undermines investment in cognitive services 

reflects what is often referred to as passive devaluation of services.  As summarized by MedPAC 

(2006, p. 138):  

When more work relative values are increased than decreased—as was the case in 

previous five-year reviews—the budget neutrality requirement results in the passive 

devaluation of services whose relative values were not increased. 

The phenomenon of passive devaluation is thought to occur both as the result of RVU reviews 

that result in more increases than decreases, as described by MedPAC, and because new codes 

tend to have relatively high RVUs.  Every year, CPT/HCPCS codes are included in the Medicare 

Physician Fee Schedule that were not present the previous year.  There are two different types 

of new codes: those that represent newly defined services and those that redefine existing 

services.  In either case, the new service codes need to be assigned work values in the fee 

schedule.  Once these values are established, they remain in place unless they are subsequently 

revised by CMS, typically based on input from the RUC.   

In general, new codes have relatively high work RVUs, as shown in Table 1.  For example, in 

2001, the 153 new codes had an average work RVU of 5.51, compared to the 0.67 RVUs 

associated with a mid-level established patient office visit; in 2013 new codes had an average 

6.21 work RVU, compared to the office visit’s 0.97 RVUs . Many stakeholders have argued that 

these initial work values for new codes are unlikely to reflect the long-term level of work 

required to perform these services, once they are well-established and widely performed but, 

as shown by Maxwell, Zuckerman, and Berenson (2007), they are rarely reduced.  As a result, 

critics claim, the continued use of these initial work values leads to overpayment for these 

services, at the expense, in the budget-neutral framework of the fee schedule, of older services.  

Many suggest that E&M codes suffer from this form of ‘passive devaluation’ through the 

constant introduction of new codes, whose initial work values are rarely reduced.  In part 

because of this argument, E&M codes have themselves received work RVU increases twice in 

the past fourteen years, in 2007 and in 2010.  If the passive devaluation argument is correct, 

such periodic changes in the E&M work values will remain necessary and essentially 

institutionalize work RVU inflation. 

Table 1:  New CPT/HCPCS Codes in MFS, Number and Mean Work RVU, 2001-2013 

Year Number New 
Codes 

Mean Work RVUs of 
New Codes 

Work RVU, 99213 
Office Visit 

2001 153 5.51 0.67 

2002 126 8.03 0.67 
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Year Number New 
Codes 

Mean Work RVUs of 
New Codes 

Work RVU, 99213 
Office Visit 

2003 143 7.31 0.67 

2004 97 9.65 0.67 

2005 129 4.85 0.67 

2006 148 7.06 0.67 

2007 175 9.11 0.92 

2008 97 8.33 0.92 

2009 149 6.13 0.92 

2010 133 6.62 0.97 

2011 138 5.84 0.97 

2012 105 4.59 0.97 

2013 113 6.21 0.97 
 

The question of whether there are services with persistently high RVU values, which is a natural 

consequence of passive devaluation, was examined as part of a 2008 study by RAND and the 

Urban Institute funded by ASPE (Buntin et al., 2008).  Researchers investigated the sources of 

volume growth of ten high-volume, fast-growing services to see if the growth was the result of 

factors exogenous to Medicare payment policy, such as changes in disease incidence or new 

evidence of additional conditions for which the service is indicated, or of payment levels that 

make the service financial attractive to providers.  They conclude that provider uptake and 

financial factors (payment levels and coverage policies) contributed to the fast growth of all ten 

studied services and that “[p]rovider uptake and financial factors appeared synergistic, such 

that providers shifted toward providing more profitable services rather than alternatives”. The 

report concludes by suggesting that the across-the-board link between volume and payment 

built into the SGR system has not led to efficiency but that it would be sensible and feasible to 

examine high-growth (typically new) services as candidates for RVU review, in an effort to 

maintain the integrity of the RVU system. 

Changing the Assumption of Zero Productivity Growth in Physician Work RVUS 

The challenge of measuring service-level productivity changes and the effect on the relative 

value system of persistently high RVUs for some services suggests that a cost-effective strategy 

for a more dynamic system of RVU revision may be called for.  The current process of periodic 

review requiring extensive expert opinion is built on the notion that work remains unchanged. 

However, if the physician work associated with a new service typically falls during, say, the first 

five years after it is introduced,  RVUs could be automatically reduced unless evidence is 

presented to indicate why this is inappropriate.   
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This approach reflects the power of defaults in influencing behavior, as described by Thaler and 

Sunstein (2010).  They exploit research in psychology, decision making, and other areas to 

highlight the effect of “choice architecture” in various arenas, from enrolling in 401k plans to 

environmental policies.  Several different aspects of human behavior – inertia, status quo bias, 

and others – all highlight the importance of defaults.  As they assert, “[d]efaults are ubiquitous 

and powerful….there must be an associated rule that determines what happens to the decision 

maker if she does nothing.” Under their proposed approach, policymakers should embed 

sensible defaults into policy but create a mechanism for the default to be overridden in certain 

instances.   

In this case, those whose behavior is being influenced are those responsible for establishing and 

refining work values, which includes both the RUC and CMS. They would be able to determine 

that some services warrant an exemption from the default, but without such an exemption new 

codes would be subject to systematic reductions in work values over time. This would be a 

strong approach to reducing overpayments, to the extent that they are associated with newer 

codes for which initial work values are high relative to the work required after the service has 

become more widely used and perfected or with codes for which new technology represent 

substitution away from physician work.  It would help prevent passive devaluation and the 

associated erosion of the share of payments going to established services that has been 

documented.  

While it may be tempting to use the absence of service-specific productivity estimates as an 

argument against setting a default reduction in physician work values for new codes, it is 

important to ask whether the current implicit assumption that there are NO such gains is 

defended by empirical evidence.  In Thaler and Sunstein’s framework, there is a current implicit 

default of zero, which is not evidence based, either. 

In this approach, the work values for new codes would not be assumed to be constant over 

time, as under current policy, but would be assumed to decline slightly for the first years of the 

code’s life. While the right rate of decline cannot be empirically derived from existing data, a 

number of arguments suggest that it is not zero.  Under a default decline policy, work RVUs for 

new services would be decreased some set amount each year for a certain number of years.  

A simple version of such a policy could reduce work RVUs by 1 percent for each of the first five 

years of a new code’s life.  Simulations using Medicare Part B claims data and work RVUs show 

that if this policy had been in place since 2000, it would have reduced new codes’ RVUs by an 

amount equal to about 0.5 percent of total work in 2013.  In the budget-neutral math of the fee 

schedule, the spending that would have gone to this ‘freed up’ work is allocated across all 

services, including E&M services.  Over the life of the policy, this share of ‘freed up’ work would 

trend toward 5 percent of total work, but would never reach that level unless all codes were 
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eventually ‘new’ under it.  The key effect of the policy is in avoiding persistent overvaluation of 

specific services relative to others, rather than creating savings. 

Such a default decrease in work values is the natural reflection of efficiency gains assumed in 

other aspects of Medicare policy.  There are services, however, for which such gains are unlikely 

to, or by definition cannot, apply, such as, for example, a one-hour psychiatric session.  It would 

be necessary, therefore, for an exceptions policy to be developed under which new codes could 

be exempted from the default decrease in work RVUs or for codes to be grouped based on the 

likelihood of productivity growth over time. 

Indeed, there is likely to be variation across services in the degree to which physician work 

declines after the introduction of a new service.  As suggested above, this may reflect the other 

inputs required to provide the service and the degree to which they can eventually substitute 

for physician work.  As a result, it may be important to create several groups of services to 

which different reductions are applied, including, perhaps, a group of services, presumably 

those with high cognitive demands on the physician and no (or few) additional clinical inputs, to 

which no reduction applies. It may be possible to develop ex ante expectations of the actual 

potential for efficiency gains of services and establish different categories of services to which 

different levels of default reductions are applied.  For example, new services that have just 

been developed and for which specialized equipment and widespread provider knowledge do 

not yet exist are likely to realize much steeper efficiency gains than services that are based on 

slight modifications or refinements to existing services.  It may be appropriate to create several 

levels of default work reductions based on these and similar considerations, with new services 

expected to experience productivity growth subjected to, perhaps, 3 percent declines over five 

years while refined services with less room for productivity gains experience 0.5 percent 

declines over that period.   

The notion of default declines to work RVUs could also be extended to established codes that 

exhibit certain characteristics.  For example, it may be appropriate to link work RVU declines 

directly to increases in direct costs, as reflected in CMS’s Direct Practice Expense Inputs (DPEI) 

database used for developing practice expense relative values.  Increases in direct costs, 

whether for clinical labor, medical equipment, or medical supplies, suggest substitution away 

from physician work inputs toward other resources which in turn suggests that work RVUs 

should decline.  Similarly, the RAND/Urban analysis suggests that established codes that have 

relatively rapid volume growth over, say, a three year period, are codes for which a modest 

default reduction in the work RVU may be appropriate. (Buntin et al. 2008) The notion of 

automatic reductions in such cases has been raised by others, such as in MedPAC’s 

Congressional testimony in May 2007 (Hackbarth, 2007): “Rapid growth in volume for a specific 

service may therefore signal that Medicare’s payment for that service is too high relative to the 



D-12 
 

time and effort needed to furnish it… Alternatively, the Secretary could automatically correct 

such misvalued services…” 

A policy of automatic work RVU reductions could be developed and implemented.  It would 

likely focus on several groups of services, for which different levels of reductions may be 

appropriate: 

1.  New services, with services representing completely new technologies receiving 

steeper reductions than those that are modest revisions of existing services, based on 

the notion described above that there are likely to be greater productivity gains as the 

completely new services diffuse into widespread use; 

2. Services, regardless of age, for which additional direct costs are added to the DPEI, 

reflecting the notion that the additional clinical staff, equipment, and supplies likely 

substitute for physician work; and 

3. Services, regardless of age, which experience sustained rapid volume growth over 

several years. 

There are likely categories of codes, even within each category, for which such automatic 

reductions should never be applied, particularly those that are essentially defined based on a 

fixed amount of physician time or input.  

Automatic reductions to the work RVUs of new services will not be effective if the presence of 

the policy influences the level of the initial work RVU values themselves.  Presumably, those 

establishing work RVUs would be aware of the automatic reduction policy and could therefore 

inflate the initial value to achieve the desired long-run value.  Such potential for upward bias in 

initial values would have to be considered in the work RVU development process. 

Current Medicare policy uses sector-wide productivity estimates to adjust the total budget for 

physician services.  The fact that this overall productivity growth is the result of relatively large 

productivity gains for some services and modest (or no) gains for others can be exploited to 

generate a system of default RVU reductions that would help the Medicare fee schedule better 

reflect the production function of the thousands of physician services it includes.  The key 

decisions that would need to be made to design such a default reduction policy include: 

 Identifying groups of services to which default reductions apply.   

o From an economic perspective, these groups would reflect different levels of 

potential (or revealed) substitution away from physician work as an input, so 

that those that are likely to retain their current level of physician work (such as 

cognitive services) are in one group and those for which there is high potential 
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(or revealed) substation of clinical labor or equipment for physician work are in 

another (or several others).  As suggested above, potential groups could be: 

cognitive services, new services, services with increases in direct costs, services 

with rapid volume growth, and all other services. 

 Setting the reduction parameters for each service group.  

o There are two key parameters in the default reduction approach: the size of the 

annual reduction to work RVUs and the number of years it is applied.  These 

parameters differ across the groups – in the groups suggested above, cognitive 

services would have a default reduction of 0 percent, “all other” would likely 

have a fairly modest (if any) reduction, and the other three might have similar 

sized reductions but they could be applied for different periods of time, with the 

new services having the longest period.   

 Describing the process for overriding the default.   

o It is essential that there is a simple, clear way to override the default.  For 

example, as suggested by the RAND/Urban study (Buntin et al., 2008), there are 

instances when rapid volume growth is triggered by new information about the 

efficacy of a service for new indications or populations, so if rapid volume 

growth was included as a trigger for default work RVU reductions it would be 

important that evidence of such new information as the cause of the volume 

growth could override the reduction, leaving the work RVU unchanged.  

The absence of complete, consistent information about how to group services and set the 

reduction parameters will make it easy for people to criticize any proposed policy along these 

lines.  Policymakers must remind themselves that under current policy there are default 

values in place --- the current default decline for all services’ work values is 0 percent -- which 

are not supported by available research.
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There is a lot of interest in developing and financially supporting with increased payments what 

are variously labeled patient-centered medical homes, health care homes, advanced primary 

care practices, and comprehensive primary care.  Although many pilots of advanced primary 

care use a payment approach that provides a monthly care management fee on top of the 

applicable, unadjusted fee schedule, and may or may not add performance incentive bonuses, 

the details of even this approach reveal important differences in specific designs.  To date the 

various pilots demonstrate a lack of consensus on a preferred payment approach. In fact, as the 

accompanying appendix which summarizes approaches used internationally and among the 

eight states in the Medicare and Medicaid supported Multi-payer Advanced Primary Care 

Practice (MAPCP) demonstration document, payment approaches vary. 

Variations in the design of payment approaches across countries and states are to be expected 

because there simply is no gold standard for how best to pay for primary care physician services 

(or specialists’ services for that matter).  All payment approaches have desirable and 

undesirable attributes.  Different choices are inevitable in the absence of settled views on 

relative merits of the different payment approaches.  

Further, decisions on how to pay depend on context to a large extent. For example, salary in 

the hands of the Permanente Medical Group or Geisinger apparently works very differently 

from salary when hospitals buy entrepreneurial practice physicians and make them employees 

– the cultures and management-line clinician relationships are quite different. Further, the 

specific design features of the payment approach importantly influence clinicians’ behavioral 

responses. For example, a relatively low per member per month payment for an enrolled 

population to a primary care physician may cause stinting on services and promote avoidable 

specialist referrals, but only if there are no penalties for high referral rates, whereas a relatively 

generous capitation payment may not produce these responses, yet will obviously provide 

more front end payments.  Similarly, fee schedules that recognize for payment virtually all 

procedures, tests, and imaging but restrict evaluation and management services mostly to 

those involving face-to-face visits create different behavioral responses than would a fee 

schedule that pays less for tests and procedures less and identifies more “cognitive” activities 

for payment.  

The recognition that context varies and leads naturally to different payment approaches 

presents a particular challenge for Medicare payment as Medicare pays on a uniform national 
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basis, with only exceptions for the current wave of demonstrations and for waivers, such as the 

Maryland all-payer, hospital rate review approach.1 While Medicare payment levels for 

physicians may vary in recognition of geographic variations in input costs the payment 

approach is uniform nationally. One of the early decisions that need to be made in designing a 

payment model for advanced primary care is whether the commitment to a uniform national 

approach remains a core principle or whether there can be differences based on the maturity 

or performance of different regions. 

Methodology 

Our analysis of the MAPCP demo relies on notes from semi-structured interviews conducted in 

the states participating in the demonstration during its first year and a review of an early draft 

of the national evaluation team’s first annual report.  The impressions included in this memo 

are ours and have not otherwise been published. 

Further, a meeting was convened of experts on advanced primary care at ASPE to discuss a 

previous draft of this memo on February 26, 2013.  A wide range of design issues related to 

creating a new Advanced Primary Care Payment for traditional Medicare were discussed at the 

meeting including statutory constraints, practice eligibility and qualification, payment methods, 

and operational issues with implementation.  Meeting participants included state and private 

payer policy experts. 

Most or relatively few primary care practices? 

To improve payment for primary care services in Medicare, it will be important to first clearly 

establish the purpose for providing any additional funding.  At the one end of the spectrum, a 

case can be made that additional payments should be made to most primary care practices, 

asking them to meet fairly basic, but important, qualifications and/or thresholds of 

performance. A rationale here is that it has been exceedingly difficult to re-distribute relative 

value units (RVUs) to increase RVUs -- and fees -- for evaluation and management services by 

correcting potential errors in current RVU valuations that seem to favor tests, imaging, and 

procedures. Even if more redistribution were easier, E&M services are performed by many 

specialties, such that increasing RVUs for standard E&M services, would not be well-targeted to 

primary care practices. And having even basic expectations for primary care practices could 

produce care improvement given the current mixed adherence to the principles of primary 

care.  

                                                           
1
 Medicare Payment Advisory Commission (MedPAC). 2012. Medicare Background: Payment Basics. Washington, 

DC: MedPAC, http://www.medpac.gov/payment_basics.cfm. 
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Thus, creating additional avenues for increasing primary care payments, budget neutral or not, 

would bypass the current barriers to redistribution, arguably, providing a long-needed funding 

infusion for most primary care practices.  Further, if the criteria for qualifying primary care 

practice for additional revenues were relatively easy to meet – but in many cases not being met 

today by many primary care practices -- it likely would be easier for CMS to implement and 

administer, raising fewer program integrity concerns.  However, CMS is working under the 

assumption that the additional payments would have to be budget neutral under current law, 

such that adopting a payment approach that provided additional funds to most primary care 

practices would produce major fee redistributions.2 

At the other end, additional payments could be made based largely on merit such that 

Medicare would be seeking to buy identifiable, additional primary care value for the additional 

dollars spent. If this objective was primary, logically CMS would need to separate practices 

based on whether that enhanced value of increased quality and decreased costs is somehow 

demonstrated, as a trigger for the additional payment.  Considerations of how to impute higher 

value to a subset of practices would need to be core design elements if this objective were 

primary.  Presumably, relatively few practices would qualify at first, with additional payments 

targeted only to those practices that achieve advanced primary care status. This approach 

would produce less payment redistribution and likely be more manageable in a fee schedule 

constrained by budget neutrality.  However, the requirement to be more selective about which 

practices qualify for the additional financial support would likely be operationally challenging 

for CMS, its contractors, and auditors. In comparison, across-the-board payments based on 

straight-forward, objective criteria to establish designation as a qualified primary care practice 

would be more straight-forward operationally.  

We note that CMS does not believe it has the legal authority in general to pay differential 

amounts to physicians based simply on their specialty, if they are otherwise qualified. Indeed, 

the ACA’s provision to provide 10 percent bonuses for primary care practices required specific 

statutory language. 3,
4  That is, CMS will need to have criteria to qualify practices, which 

                                                           
2
 Medicare Payment Advisory Commission (MedPAC). 2012. Physician and Other Health Professionals Payment 

System. Washington, DC: MedPAC, October. 
http://www.medpac.gov/documents/MedPAC_Payment_Basics_12_Physician.pdf. 
3
 U.S. Congress. Patient Protection and Affordable Care Act, H.R. 3590. Public Law 111-148. 111th cong., March 23, 

2010. See Sec. 5501. 
4
  In this regard, we would observe, first, that the ACA’s criteria based on percentage of claims dollars represented 

by E&M services for determining which practices qualify as primary care practices for bonuses leaves out some 
practices that probably should be included; for example, some rural family physicians perform enough procedures 
to miss the E&M threshold. An alternative approach would also include the physicians ICD-9 claims profile 
demonstrating the physician cares for a variety of clinical problems. With this the percentage threshold for E&M 
services could be reduced. The expert panel convened by the AAFP suggested in a letter to CMS an approach that 
appears to be a more reliable basis for identifying primary care practices than the ACA’s language.  See: Certner, 
David. (Legislative Counsel and Legislative Policy Director of AARP), Letter to Marilyn Tavenner, September 4, 2012. 
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distinguish practices eligible for extra advanced primary care payments that do not explicitly 

limit the payment only to primary care practices.   

Clearly, it is possible to design an approach intermediate between the two polar ends 

described. The basic point is that there is a need to be clear up front about the specific 

objective to be achieved. To a large extent, the clear articulation of the objective will inform 

decisions on the numerous discrete payment design decisions that would need to be made in 

developing a workable payment model. Based on discussions at the ASPE meeting, the policy 

preference at this time would favor more limited eligibility, in order to achieve higher value and 

to provide achievable improvement for other primary care practices to strive for.  

 Needed clarity about “value-based” payment 

Although the payment choice for policy makers is often posed as one contrasting volume-based 

vs. value-based payment, that dichotomy is not particularly useful in considering design 

features for supporting advanced primary care practices.   People mean different things by 

value-based payment – for some it means actually measuring quality and costs in real time and 

rewarding higher value. For others it mostly means adopting payment methods that are likely 

to produce better results, especially reduced spending, whether or not we can measure those 

results in real time.5 The current medical home/advanced primary care demonstrations display 

different attitudes and approaches to obtaining actual performance data in real time as an 

important element in making “value-based payments.” 

A further problem in relying on the volume vs. value distinction is that it is possible to improve 

value within a volume-based payment system, such as the Medicare Fee Schedule. As will be 

detailed in the design choices below, policy makers can include per person per month 

payments into a fee schedule, and they can develop and pay fee-for-service for desired 

activities that would alter the mix of services Medicare beneficiaries receive, producing higher 

value, despite the constraint of reliance on a fee schedule. Similarly, to accomplish policy 

objectives related to obtaining higher value for beneficiaries and taxpayers, one can modify 

payment rates, whether through more accurate determination of resource costs, as under the 

current RBRVS fee schedule construct, or by having authority to modify fees to accomplish 

desired physician behavioral change outside of RBRVS constraints. In short, although volume 

based payment usually presented as the opposite of value-based payment, it is nevertheless 

possible to improve value in the volume-based Medicare Fee Schedule for physicians.  

                                                                                                                                                                                           
http://www.aarp.org/content/dam/aarp/politics/advocacy/2012-09/aarp-comm-re-phys-fee-schedule-nprm-9-4-
12.pdf.  
5
 Berenson, Robert A. 2010. “Moving Payment from Volume to Value: What Role for Performance Measurement?” 

Washington, DC: The Urban Institute, December. Available at: http://www.urban.org/uploadedpdf/412344-
moving-payment-volume-value-performance-measurement.pdf. 

http://www.aarp.org/content/dam/aarp/politics/advocacy/2012-09/aarp-comm-re-phys-fee-schedule-nprm-9-4-12.pdf
http://www.aarp.org/content/dam/aarp/politics/advocacy/2012-09/aarp-comm-re-phys-fee-schedule-nprm-9-4-12.pdf
http://www.urban.org/uploadedpdf/412344-moving-payment-volume-value-performance-measurement.pdf
http://www.urban.org/uploadedpdf/412344-moving-payment-volume-value-performance-measurement.pdf
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An overview of payment design issues  

The accompanying appendix details design decisions that were made in the MAPCP 

demonstration in 8 states.  No two states provided the payment for advanced primary care 

precisely the same way.  For CMS other payment design decisions may arise. For CMS, the 

following major categories of design decisions include: 

 How to qualify practices (or physicians within practices) as advanced primary care and 

thus eligible for additional payment; 

 Whether to recognize specialty practices that provide principal care to patients with  

chronic conditions for additional payments; 

 Whether to make additional payments not only under the Medicare Fee Schedule but 

also to hospitals as part of the hospital outpatient prospective payment system (OPPS) 

and to critical access hospitals; 

 Which beneficiaries or patients somehow associated with a practice trigger extra 

payments and whether practice or patient characteristics produce any adjustments in 

payment levels; 

 The specific payment method as the vehicle for additional payments; 

 How generous to be with additional payments and whether to make some amount of 

additional payments contingent on performance;6  

 Whether to provide one-time, start- up funding to practices to become equipped to 

perform as advanced primary care; 

 Restrictions, if any, on the practice’s use of additional funding; 

 Whether additional funding to support advanced primary care should be made entirely 

to practices or, alternatively, some portion should support intermediary or community-

based organizations set up to provide some of the specific elements of advanced 

primary care in collaboration with clinical practices;  

 Approaches to monitoring/auditing to assure the program integrity of the use of new 

funds. 

                                                           
6
 It is possible to fund new payment streams to fund advanced primary care practices by reducing Fee Schedule 

payments for practices qualifying as advanced primary care practices in order to better balance monthly payments 
with fee schedule, mostly office visit, payments, as is done in some European countries. Given the general view 
that primary care practices are relatively undercompensated, this option apparently has not been adopted in any 
of the US demonstrations.   
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We will review each design decision with a delineation of the operational decisions to be made 

and some associated pros and cons. 

1. How to qualify physicians as eligible for additional payments 

CMS works under a statutory constraint that under the physician fee schedule, payments are 

made for services physicians or mid-level practitioners deliver, with the latter dependent on 

state scope-of-practice laws.7 The statute doesn’t recognize practice qualifications as relevant 

to the determination of payments. Yet, virtually all of the various medical home 

demonstrations view the practice as the relevant entity to evaluate to determine qualification 

for advanced primary care payments. Indeed, a common, virtually ubiquitous, approach to 

qualifying practices in the various pilots has been to use an assessment instrument to 

determine whether a practice has the capacity to function as an advanced primary care 

practice.  It could be possible to address this constraint by having physicians qualified based on 

their attestation that their practice’s capacity to provide advanced primary care services is such 

that CMS can consider the practice the relevant factor for qualifying physicians for additional 

payments.   

The practice capacity determination can stand alone as the qualification approach or be 

combined with performance measurement as a complementary approach to qualifying 

practices. Indeed, at least two of the states in the MAPCP demo have specific plans to migrate 

recertification of eligible practices to reliance mostly on performance measures, rather than 

assessment of practice capabilities.  A common assessment instrument in use by private plans 

and in most, but not all, of the MAPCP states is the NCQA PPC (Physician Practice Connections), 

2011 version.8 For medical home and health home pilots in states not part of the MAPCP demo, 

a number of states have developed their own assessment instruments.9   

Yet, many physician and health plan participants in the MAPCP demo think the NCQA and some 

of the other national assessment instruments, such those of URAC and the Joint Commission, 

have focused too much on infrastructure and are too burdensome for many practices, 

especially small ones. In the CMMI-sponsored demonstration, the Comprehensive Primary Care 

Initiative (CPCI), CMS will be developing its own assessment instrument for qualifying practices, 

                                                           
7
 Social Security Act § 1848(j)(3), 42 U.S.C. § 1395w-4. 

8
 National Committee for Quality Assurance. “Physician Practice Connections Recognition Program (PPC).” 

http://www.ncqa.org/Programs/Recognition/PhysicianPracticeConnectionsPPC.aspx. 
9
 Some states have added state-specific qualifications to NCQA’s assessment, while a number of states have 

developed their own medical home qualification standards, based on concerns that national standards are too 
demanding and costly, and thus would discourage participation. See Kaye et al. “Building Medical Homes: Lessons 
from Eight States with Emerging Programs.” National Academy for State Health Policy, December 2011.  
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more closely aligned with the five specific domains emphasized in this demonstration: risk-

stratified care management, access and continuity, planned care for chronic conditions and 

preventive care, patient and caregiver engagement, and coordination of care across the 

medical neighborhood.10  We would observe that the NCQA PPC assessment instrument has 

more than 200 elements adopted to define the seven principles of the patient-centered 

medical home promulgated jointly by four primary care physician specialty societies.11  Having 

only five core elements, as with the CPCI, does necessarily produce a simple assessment to 

qualify practices.  

In considering the use of qualifying advanced primary care practices nationally as part of a 

broad payment policy, rather than just in demonstrations, it is desirable to first clarify its 

objectives, as discussed earlier. If the objective is to be relatively selective in qualifying 

practices, one could adopt a national instrument, such as NCQA’s,12 or alternatively develop its 

own practice expectations, with a relevant assessment instrument -- more specific to specific 

objectives the agency is seeking to accomplish, for example, in its enunciation of 

comprehensive primary care practice principles 

Operational feasibility is a clear issue  in deciding on an approach to qualifying practices based 

on capacity to function as an advanced primary care practice. Reliance on determination as 

qualified practices by outside entities, such as NCQA, the Joint Commission, and URAC, would 

reduce the burden  to qualify practices themselves but raise questions about the content of the 

instruments themselves. A related decision would be whether or not to rely on practice self-

assessment against an established instrument, or, alternatively, require an outside appraisal. 

The former clearly would be more practical,  but questions of reliability of self-appraisals arise, 

especially as the payments would now be made nationally to qualified practices as part of the 

regular program, not in the relatively protected environment of a demonstration in which a 

spotlight shines on the participating practices. An option here, used by NCQA, is self-

assessment without requirement for full documentation of the practice’s capacities but subject 

to audit.  In NCQA’s words, “Even though some elements do not require a practice to submit 

                                                           
10

 Center for Medicare and Medicaid Innovation. “Comprehensive Primary Care Initiative.” 
http://innovation.cms.gov/initiatives/comprehensive-primary-care-initiative/. 
11

 American Academy of Family Physicians, American Academy of Pediatrics, American College of Physicians, and 
American Osteopathic Association. March 2007. “Joint Principles of the Patient-Centered Medical Home,” 
http://www.acponline.org/running_practice/delivery_and_payment_models/pcmh/demonstrations/jointprinc_05
_17.pdf. 
12

 It should be noted that MAPCP states varied in which tier of 3 of NCQA performance was required for inclusion 
in the demonstration and whether practices were expected to achieve higher tiers  over time. 
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documentation, the practice must be able to provide documentation if it is selected for 

audit.”13 

Another option would be for CMS to develop its own assessment instrument but have outside 

contractors administer it, much as the Joint Commission is “deemed” to administer hospital 

conditions of participation developed by CMS.  Presumably organizations such as NCQA, URAC, 

and Joint Commission would be willing to do so and probably are more appropriate to the task 

than the Medicare Administrative Contractors, although using the MACs remains an option as 

well.   

There is sentiment among the various stakeholders participating in advanced medical home 

demos to move qualification for additional payments as advanced primary care practices, more 

to measured performance rather than relying largely on assessment of a practice’s capacity to 

function.  (Note that here we are discussing using measured performance for qualifying 

practices, not providing incentive bonuses based on performance.)  A natural progression of 

relying initially on practices demonstrating the requisite  capacities  to gain entry but then 

having to perform  to remain as qualified is a logical approach, assuming that, as experience has 

accrued, the needed data for performance measures is being submitted and found useful to 

distinguish among practices.  

Although most of the demos make a yes/no decision to qualify practices for additional 

payments, some demonstrations vary the generosity of additional payments based on the level 

attained using assessment instruments, usually NCQA’s three tiers, presumably on the theory 

that greater capacity requires more resources and/or is more likely to produce higher value. As 

discussed below, it is more common to vary additional care management payments with the 

health status of patients than with the varying capacity of practices, but both approaches are 

available.  

 

2. Specialty practices eligibility for additional payments 

 It should be noted that assessment instruments do not necessarily restrict their application 

only to primary care practices.  Indeed, a few specialty practices have qualified as NCQA 

medical homes.  Outside of Medicare, payers are able to determine whether eligible practices 

would be limited to primary care and define primary care as they choose. It has long been 

recognized that specialists are often the “principal” physicians for patients for with chronic 

conditions, including heart failure, diabetes, chronic pulmonary disease, neuro-degenerative 
                                                           
13

 National Committee for Quality Assurance, “NCQA’s Patient-Centered Medical Home (PCMH) 2011: Upgrade & 
Renewal Requirements to PCMH 2011 & FAQs,“ July 24, 2012. Available at: 
http://www.ncqa.org/Portals/0/Programs/Recognition/PCMH_2011_Upgrade-Renewal_Table_7-24-12.pdf.  

http://www.ncqa.org/Portals/0/Programs/Recognition/PCMH_2011_Upgrade-Renewal_Table_7-24-12.pdf
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diseases, and cancer in active treatment.14  Some specialists might be well positioned to qualify 

their practices as medical homes, although probably not as advanced primary care practices 

unless they are willing and able to also meet that patient’s general health care needs.15  

Research literature has found that compared to specialty care or systems dominated by 

specialty care, primary care seems to produce poorer quality of care for individual diseases, as 

measured mostly through process measures, yet similar functional health status at lower cost 

for people with chronic disease and actually better quality and health, with greater equity and 

lower costs for individuals overall and for populations.16 Other literature suggests that while 

specialists did well within their specialty expertise, when they functioned as the de facto 

primary care physician taking responsibility for patients’ overall health and well-being they did 

not function as well as primary care physicians.17 Specialists tended to refer to others for 

problems that primary care physicians can handle directly, producing even greater care 

fragmentation.  

Nevertheless,  some specialty physicians and practices provide excellent principal care for a 

condition while also serving as strong primary care physicians. Even if they adopt an approach 

of sharing – or co-managing – care with the patient’s primary care practice, the patient-

centered approach that is central to the patient-centered medical home and advanced primary 

care practice concepts should be adopted in specialty practices. Indeed, some specialty 

practices have been formally recognized as medical homes,18 while NCQA proceeds with a 

specialty-oriented, specialty recognition process.19  

Most of the issues relevant to whether and how to provide additional payments for advanced 

primary care would pertain to making additional payments for advanced principal care, 

specialty practices.  A case could be made that providing additional funding for practice 

activities that are similar to those envisioned under advanced primary care models of care 

would serve a comparable purpose of refocusing how care is provided in specialty practices. 

Yet, there are numerous policy issues that would need to be considered before embarking on a 

                                                           
14

 Aiken LH , et al. 1979 . “The contribution of specialists to the delivery of primary care,” New England Journal of 
Medicine 300 (24 ): 1363 - 1370. 
15

 Berenson, Robert A. 2010. “Is There Room for Specialists in the Patient-Centered Medical Home?” Chest 137 (1): 
10-11; Kirschner N  and Barr MS. 2010. “Specialists/subspecialists and the patient-centered medical home,” Chest 
137 (1): 200 - 204. 
16

 Stange KC  and Ferrer RL. 2009. “The paradox of primary care,” Annals of Family Medicine 7 (4): 293 - 299. 
17

 Rosenblatt RA , et al. 1998. “The generalist role of specialty physicians: is there a hidden system of primary 
care?” JAMA 279 (17): 1364 - 1370. 
18

 Sprandio, John D. 2010. “First Oncology Practice in the Nation Earns ‘Medical Home’ Recognition,” Medical 
Home News 2(7): 1-7. 
19

 National Committee for Quality Assurance. “Patient-Centered Specialty Practice Recognition.” 
http://www.ncqa.org/Programs/Recognition/PatientCenteredSpecialtyPracticeRecognition.aspx 
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strategy of providing additional funding streams to specialists for care management and 

associated activities – issues beyond the scope of this analysis.  

3. Application beyond the physician fee schedule 

The objectives of promoting advanced primary care extend to all practices, not just 

independent physician practices that receive payments off of the Medicare Fee Schedule. Some 

of the current pilot sites are in hospital-based practices. Providing additional payments to 

hospitals offering primary care outpatient services seems a logical objective of promoting 

advanced primary care.  

 Yet, there are a few considerations which might lead to limitation of the payment 

enhancement to services under the physician fee schedule and not hospital-based physician 

services. First, as already discussed, one of the reasons for initially limiting the reach of the 

additional payments to a relatively small subset of practices is the budget neutrality approach 

that permits these additional payments to be made without new budget outlays. There is no 

comparable budget neutrality protection for OPPS payments – such payments would constitute 

new spending. Second, currently the site-of-service differential already pays hospitals about 80 

percent more than independent physician practices for evaluation and management services.  

MedPAC has called for elimination of the site-of-service differential for physician services, 

starting with E&M services.20 Applying the enhanced payments to hospitals for primary care 

would run counter to the emerging interest in reducing or eliminating the site-or-service 

differential.  

On the other hand, in many hospitals, especially academic teaching hospitals, primary care is 

relatively undervalued and under-resourced.  Excluding primary care practices owned by 

hospitals could contribute to perpetuating that current imbalance in the perceived value of 

primary care in comparison to specialty care.  From a policy perspective, a coherent approach 

might be to extend additional payments for advanced primary care to all sites in which it is 

provided but also seek to reduce or eliminate the site-of-service differential for standard E&M 

and other services for those hospitals to which it applies (critical access hospitals, for example, 

are paid differently).  

4.  Associating patients with practices to trigger additional payments 

A number of related issues arise with regard to assignment of patients to practices for purposes 

of triggering payments. For CMS an important issue is whether additional payments should be 

made for all Medicare beneficiaries associated with a practice or whether additional payments 

                                                           
20

 Medicare Payment Advisory Commission (MedPAC). 2012. Report to the Congress: Medicare Payment Policy. 
Washington, DC: MedPAC, March. http://www.medpac.gov/document_TOC.cfm?id=664. 
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should be made on behalf of particular patients for whom financial and quality benefits are 

more likely.  Focusing on patients with multiple chronic diseases and functional disabilities and 

with a history of high spending, would be a way to target and, some argue, more likely to be 

cost-effective than providing advanced primary care for all patients in a practice, including   all 

Medicare beneficiaries. On the other hand, virtually all of the current activities to encourage 

advanced primary care seek to redesign practices and care processes for all patients in a 

practice, based on the view that many practice-wide, work process improvements cannot 

readily be limited only to particular patients.  

However, some practice enhancements inherently would be targeted even if the overall 

practice redesign attempts to alter work processes for all patients. In particular, providing 

access to a care manager for patients with complex health problems and care coordination 

needs is an example of a prominent initiative built on an advanced primary care platform, 

(although as discussed below, there can be different approaches in the locus of care 

coordination activity.) It would be necessary to decide whether all Medicare beneficiaries 

would be associated with a particular practice for purposes of providing additional payments 

or, alternatively, whether the additional payments should be reserved for a subset of complex 

patients for whom advanced primary care would be particularly beneficial. 

If adopting the former approach, as in most current demonstrations, there would still be an 

opportunity to vary the additional payments to the practice based on patient characteristics.  

The MAPCP demos use various payment adjustment approaches, including number of chronic 

conditions physicians identified, patient age, limited English, presence of mental health 

problems, as well as modifying payments for differential capacity against an assessment 

instrument, as discussed above.   

A form of the CMS-HCC risk adjuster could be used to vary payments according to patient 

health status. The risk adjustment for primary care practices might be simpler than for 

Medicare Advantage plans because the varying payments based on patient characteristics for 

primary care need to reflect only varying efforts, especially related to care coordination, for 

different patients, not the overall spending differences these patients will have; the practice is 

only at risk for their own efforts, not overall spending. In short, there can be 2 or perhaps 3 

levels of payment associated with patient complexity, as in many of the pilots, rather than a 

continuous adjustment based on the specific combination of conditions, as under the HCC 

adjustment for MA plans.  

Further, because reliance on the Medicare Fee Schedule would continue as the major source of 

practice revenue, there would be even less need for sophisticated risk adjustment. One of the 

positive attributes of fee-for-service payment is that this form of payment itself serves as a 

form of risk adjustment.  That is, under fee-for-service patients with greater health care needs 
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will generate more services for which payments will be made under the Medicare Fee Schedule. 

Again, the payment adjustment need only to cover the marginal costs associated with the 

particular practice activities for these more complex patients, not the differences in health care 

spending they produce.  

Another major issue to address in triggering additional payments relates to how to assign, 

attribute, register or in some way associate a particular patient with a particular practice to 

know where additional payments are directed. This is a challenging issue because research 

shows that many Medicare beneficiaries see physicians in different practices, even for primary 

care.21 The association process is straight-forward when a health plan, usually an HMO, uses a 

gatekeeper type program that either requires access to routine services via a designated 

primary care physician or, in a PPO, relies on a tiered benefit structure that varies cost-sharing 

based on whether seeing a specialist was via a designated primary care clinician or self-

referred.  

However, the traditional Medicare program currently does not use such a gatekeeper-like 

designation, which leads instead to the use of statistical methods to determine the primary 

care physician who is most likely to function as the patient’s primary care home. This constraint 

– the absence of a designated primary care physician as the access point for patients to the 

health system and the accompanying unrestricted freedom of choice patients enjoy in 

traditional Medicare – has major implications for the choice of payment method, as discussed 

in the next section.  

The various MAPCP states and payers have taken different approaches to associating patients 

with practices.  Some seek formal patient designation, which, on the one hand, adds to 

transparency and, arguably , to greater practice-patient engagement to better achieve the 

purposes of an enhanced relationship. But this approach would likely may reduce patient 

participation of all those who, for various reasons, would not choose to register with a 

particular physician or practice. Other state advanced primary care initiatives do rely on 

statistical attribution and do not require patient registration or even acknowledgement.  

CMS has extensive experience with statistically-based attribution because of its use first in the 

Physician Group Practice demonstration and now in the Shared Savings Program for ACOs, 

which found a middle ground of reliance on statistical attribution combined with prior 

notification of the patient-practice association.  However, there is an important difference 

between the use of attribution in Shared Savings and its potential use for providing additional 

payments to advanced primary care practices.  Under the Medicare fee schedule, beneficiaries 

                                                           
21

 Pham, HH, et al. 2007. "Care Patterns in Medicare and Their Implications for Pay for Performance," The New 
England Journal of Medicine 356 (11): 1130–9. 
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(or their supplemental insurer) must contribute 20 percent of allowable charges, whereas 

under shared savings to ACOs patients do not contribute to the calculated shared savings. 

Under shared savings to ACOs, then, beneficiaries do not face consequences if the statistical 

attribution is erroneous, e.g., beneficiaries have relocated or have otherwise selected a 

different practice from which they currently seek care.  However, for application in the fee 

schedule statistical attribution is problematic because many patients would be billed cost-

sharing for services/activities they did not receive from physicians they were no longer seeing 

on an ongoing basis.  This requirement to financially assess patients their share of all services 

makes the attribution discussion somewhat academic – as discussed in the next section, it 

points Medicare toward use of fee schedule services rather than use of monthly payments for 

patients attributed to a practice, as can be done for ACOs, although attribution would still be 

required under some approaches to fee schedule enhancements but not others.  

5. Selecting the payment method(s) 

It is revealing that a uniform payment approach has not emerged in medical home/advanced 

primary care pilots. Although some had anticipated that the most logical and straight-forward 

payment method would be a hybrid model combining established fee schedule rates, a monthly 

care management/advanced primary care payment, and some element of pay-for-

performance, actual demos use interesting variations on this approach or even reject this 

model altogether. No consensus, “best” approach has emerged. 

The alternative elements of possible payment methods, usually in some combination, are 

reviewed here. 

A. Enhanced Fee-for-Service Payment 

Increasing payments for standard fee schedule services  

There are two potentially complementary approaches to enhancing fee-for-service payment to 

designated primary care practices for associated patients.  The most straight-forward and 

easiest to implement and administer simply pays more for established evaluation and 

management services, possibly limited to the commonly billed office visit codes. This  would 

require a different schedule of allowed charges for the designated physicians in qualified 

practices, just as is now done to provide qualified primary care practices a 10% add-on called 

for by the Affordable Care Act. 22  

                                                           
22

 Rather than administering a separate, higher fee schedule for qualified practices, CMS could theoretically 
recognize a modifier for standard E&M visit codes that generated a higher payment associated with particular, 
complex patients and/or qualified practices.  
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The payers that have adopted this approach apparently think it is an efficient way to provide 

additional funding that the practice will use to cross-subsidize activities that are not specifically 

paid for under the Medicare Fee Schedule. The approach is consistent with a selective  

determination of eligible practices in that the practices that have proved advanced capacity and 

the accompanying requirements of receiving advanced practice payments may be more likely 

to actually use the extra funds to perform as desired, that is, to actually cross-subsidize patient-

centered activities not specifically paid for.   

The conceptual problem with this approach, of course, is that the marginal financial incentive 

on clinicians is to perform more, now even more lucrative, office visits and not the advanced 

primary care activities.  Influencing the decision of whether to rely on this approach is a 

judgment about the ability of either assessing the capacity to function as an advanced primary 

care practice or monitoring actual performance to assure that the payments made actually 

support desired, additional activities.  If able to distinguish practices,  even though the 

mechanism for providing additional payments is through higher office visit payments, practices 

that do not use the additional revenues to cross-subsidize provision of advanced primary care 

activities would lose their qualification to receive  the additional fee schedule dollars.  

A  problem with the approach of making more generous fee schedule payments for office visits 

and other E&M services is a practical one – beneficiaries would face different co-payment 

amounts from different physicians for services seemingly  unrelated to the objectives of 

advanced primary care.  That is, while arguably a qualified, advanced primary care practice 

would provide enhanced patient-centered activities, these might not manifest in many of the 

office visits for which patients seek care.  It is certainly true that patient liability for E&M 

services varies now based on the geographic practice cost index variations and, indeed, the 

coding practices of different clinicians.  Perhaps the broad prevalence of supplemental 

insurance that shields beneficiaries from financial liability and the existing lack of transparency 

of patient cost-sharing liability would combine to minimize the concern about CMS making 

differential payments for the same services. 

Paying for new fee schedule codes 

A different but complementary approach to raising fee schedule fees for standard office visit 

codes would be to develop and/or recognize new reimbursable codes that capture particular 

advanced primary care activities. Codes worthy of particular consideration are the recently 

introduced CPT codes for complex chronic care coordination.   

Some have expressed concern that at least some of the desired advanced primary care 

activities, such as payment for more frequent communications between patients and practices 

and among clinicians, cannot be readily paid for under a fee schedule mechanism because of 
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concerns about relatively high transaction costs related to service costs and likely service 

volume increases, with accompanying program integrity issues related to  clinical record 

documentation of relatively “soft,” but important, activities, such as phone calls and emails.23 

 Nevertheless, at least some of the envisioned advanced primary care activities are amenable to 

coding and payment without raising quite the same level of concerns, as with the recently 

developed transitional care code.   In the Michigan MAPCP demo insurers BCBSM and BCN have 

adopted use of G codes to define specific care coordination activities on the view  that 

documenting that actual care coordination of a certain type is being performed is preferable to 

providing a monthly, capitation-like payment not tied to specific activities, the approach used in 

many other demos. BCBSM also recognizes group education and telephone assessment codes 

submitted by qualified practices.24   

CPT now has two “complex care coordination codes” – 99487 and 99488. The former defines 

one hour of care coordination per calendar month where there is no face-to-face visit during 

that month, whereas the latter defined care coordination per calendar month with at least one 

face-to-face visit. 99489 is an add-on code that represents each additional 30 minutes beyond 

the first hour of either care coordination code. Importantly, the code descriptions make clear 

that while the physician “directs” the care, the actual activities are performed by clinical staff.  

Recognizing for payment new codes, such as for complex chronic care coordination (CCCC), 

should require that the physician who is directing the staff make an assessment that the patient 

would benefit from CCCC and that the patient, who will be assessed a co-payment, agrees to 

receive these services from the practice staff.  The actual activities provided during the month 

for which a claim is submitted need to be documented in the medical record. 

Expanding the codes for which payment will be made, rather than reliance on the other sources 

of additional payments discussed below, provides a definite advantage with regard to the 

obligation to apply patient cost-sharing. Assessing routine patient cost-sharing should be 

relatively straight-forward, assuming that additional G-codes and/or newly recognized CPT 

codes pass the patient “smell test” as services patients (and supplemental insurers) readily 

identify and value.  Again, for the CCCC code discussed above, the physician would be expected 

to obtain the patient’s concurrence that the described activities would take place on the 

patient’s behalf.  Applying cost-sharing to other payment streams, especially a monthly care 

management fee, would seem much more problematic in comparison. 
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 Berenson, Robert A and Jane Horvath. 2003. “Confronting The Barriers To Chronic Care Management In 
Medicare,” Health Affairs, web exclusive: w3-37.  
24

 Blue Cross Blue Shield of Michigan. 2012. “Provider Delivered Care Management: Payment Policy and Billing 
Guidelines for Medicare Advantage.” https://www.medadvgrp.com/sites/default/files/filepicker/86/MA-
PDCM%20billing%20guidelines%20FINAL.pdf. 
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Using well-defined codes, such as CCCC, raises an issue related to qualifying practices to receive 

the additional payment. As discussed earlier, qualifying practices as capable of being an 

advanced primary care practice requires an assessment of practice capabilities, on a range of 

primary care competencies, yet, the ability to provide a specific service such as CCCC arguably 

might not require all of those competencies, but rather only the ones directly involved with 

care coordination.  One position would be that all of the competencies that comprise the 

qualification of practices as advanced practices are relevant to the ability to provide chronic 

care coordination.  Such a position would be more difficult to sustain for certain other services 

that might be considered for payment, such as telephone assessment and management 

services (CPT 98966-98968) and on-line medical evaluation (98969), which do not necessarily 

require advanced primary care capabilities.  For that reason in addition to others discussed 

earlier, the CPT CCCC codes or newly developed G codes, as Blue Cross of Michigan has done, 

have the most immediate appeal as a newly recognized service for payment.25 

B. Care Coordination/Management Fees 

Medical home pilots commonly provide a monthly care management fee to cover the range of 

advanced primary care activities not specifically recognized under the current Medicare Fee 

Schedule. All of the MAPCP state demonstrations use such fees but with significant variations. 

In some the add-on fee does not delineate what the care management fee is for – it is a vehicle 

for providing additional revenues for qualified practices. In other states, the fee is designated 

more concretely, for example, in Pennsylvania there are two per person per month26 

payments, one for “physician coordinated care oversight services” and another for 

“coordinated care.”  Indeed, sometimes the care coordination payment can be used only for 

support of a dedicated care coordinator targeted to complex, high cost patients. Furthermore, 

some states vary the monthly payment based on the level of advancement of the primary care 

practice, while others vary payment levels based on patient characteristics. 

A major design element is whether monthly care coordination fees are made directly to 

practices or to another entity. A separate entity may function as an intermediary and provide 

certain medical home activities thought better centralized than provided by the individual 

practices, or may be an organization based in the community to provide care coordination, with 

an emphasis on mobilization of community resources. The eight MAPCP states demonstrate 
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 We leave to care coordination experts and CMS the details of what the required elements of complex chronic 
care coordination activities should be, for example, whether a formal care plan needs to be created and updated. 
(The discussion in the CPT manual does not emphasize development of care plans, for example.). See: American 
Medical Association (AMA). 2012. “Current Procedural Terminology (CPT) 2013, Standard Edition.” Chicago: AMA, 
pages 35-36.  
26

 Although commonly referred to as per member per month payments, connoting their origin in commercial 
health insurance, we choose to use the term per person per month because under traditional Medicare, individuals 
are referred to as beneficiaries, not members.  
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variation in whether the practice itself or another entity is the recipient of some or all of the 

monthly care management payments. In some states all the additional payment goes to the 

practices; in others there is a physician organization or a “pod” that retains some of the added 

payment; and yet in others, especially for less populated rural areas, payments support a 

regional center meant to work collaboratively with the advanced primary care practice.  

One additional variation should be recognized. Rather than pay practices or another entity a 

care coordination, per person per month payment, sometimes a large payer “embeds” one or 

more nurse care coordinators in a practice to care for its members and pays for the 

professional activity directly.  

Clearly, the most straight-forward approach  in providing payments as part of a national 

strategy to support advanced primary care is to make a single monthly payment directly to a 

practice for a range of activities rather than separate payments to other entities which it would 

have to identify, approve, and monitor. How to hold the practices receiving what could be risk-

adjusted, monthly payments accountable for care would be a challenge.  As discussed above, 

the policy choice would seem to come down to whether additional payments should be made 

only for specific care coordination activities, or should be provided to qualified practices which 

would be trusted with additional payments to perform advanced primary care activities it 

prioritizes itself.  

In essence, this approach represents a hybrid payment approach of adding a capitation-like 

monthly payment on top of regular fee-for-service payments.27 Many advocate this approach 

because, as discussed above, some advanced primary care activities cannot practically be paid 

for using payment codes.  A monthly payment provides some practice support and the 

opportunity for the practices themselves to deploy resources as it deems appropriate.  

Although commonly used in the demonstrations, the constraints in considering adopting 

additional payments to primary care on a national basis outside of demonstration authority are 

1) the requirement to assess beneficiaries cost-sharing for physician services and 2) the lack of 

authority to “lock-in” a patient with a particular primary care physician or practice. In short, 

CMS has no sound way to assure that monthly payments would be made to the correct 

physician as beneficiaries change their provider preferences at will.  Inevitably, often payments 

would be directed to a physician the beneficiary does not consider her medical home physician; 
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beneficiaries then would be assessed for services they did not receive from practices with 

which they have no current relationship. Again, the assignment of beneficiaries to ACOs does 

not raise this concern. Here, attribution to ACOs is used only for determining whether the 

entity is eligible for shared savings bonuses, to which beneficiaries do not make contributions. 

Patients changing practices do not have the same consequences in terms of the patient cost-

sharing that apply here. 

The results of the various medical home and primary care practice demonstrations should help 

policy makers decide whether using capitation-like payments is a preferred approach to 

supporting advanced primary care.  Legislative changes might be required to permit some 

forms of “soft lock-ins,” with benefit design changes to encourage beneficiaries to align with a 

particular practice, and possibly waiving of some cost-sharing.    

C. Incentive-based payments 

Quality 

Earlier we pointed out that measurement of performance – on quality and/or costs – is being 

proposed as a primary way to certify or, more commonly, recertify practices that have been 

already designated for extra payments as advanced primary care practices.   

Some demonstrations also plan to use performance measures to provide incentive payments in 

addition to the other additional payment streams.  CMS already has in place the Physician 

Quality Reporting System, which includes a few quality measures relevant to primary care 

physicians. The number of measures applied to advanced primary care practices over time 

could be expanded thereby relying more on demonstrated performance, rather than either 

enhanced fee schedule or care coordination payments, to differentially compensate practices. 

In so doing, it would be necessary to either develop and use measures that capture particular 

processes that the advanced primary care practice attempt to achieve or, instead, rely on 

outcome measures that are relevant to some of the objectives of advanced primary care – 

reduced use of avoidable emergency department visits and hospital admissions, and better 

patient experiences with care, as determined by patient surveys such as CAHPs.  Whether the 

current state of performance measures and measurement supports use of assessment of 

performance as an important basis for determining whether the practices should receive 

additional payments is in dispute. 

Another approach to incentive-based payments would be to provide additional payments for 

practices that develop their own quality improvement activities (an expectation in some 

medical home assessment instruments) and demonstrate measured improvement. For 

example, some practices might attempt to better integrate physical and behavioral health in 

the context of a primary care practice. The problem, of course, with approaches that encourage 
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practices to take on unique QI projects – and receive payment for success -- relates to 

operational feasibility.  

Spending 

The current, common approach to addressing costs using incentive-based payments relies on 

“shared savings.”  In this approach, qualified practices are able to receive extra payments if 

total health care spending for patients associated with the practice are less than a target 

amount.  A threshold design decision, then, is whether to include shared savings opportunities 

for practices.  Some health plans include separate incentive payments to advanced primary care 

practices for quality and for spending restraint. The CMS Shared Savings Program for ACOs has 

a variation in that the quality assessment and the availability of shared savings are directly 

linked -- threshold performance against quality measures makes the ACO eligible to share 

savings, and the actual performance affects the level of shared savings received.  

Incentive payments for primary care physicians to hold down total spending below target levels 

was used widely in the US in the 1980s and ‘90s, although not in traditional Medicare. In the 

east coast US Healthcare model, 20 or 25 percent of primary care gatekeeper’s capitation 

payments typically were placed into a “risk pool” that represented the actuarially determined, 

projected spending for the health plan members in the physician’s panel. The capitation 

payments and the estimated spending allocations then were adjusted but typically only for age 

and gender. At the end of an accounting period, which permitted enough time for submission 

of IBNR (incurred but not reported) claims -- usually 3-6 months after the end of the calendar 

year, an assessment of actual expenses was compared to the amount in the risk pool.28 If actual 

spending was less than the pool, the physician received back some, or all, of the withheld 

amount.  (The physician was not at risk for more than the “withhold.”)  

This approach, which represents a legacy form of shared savings, has been largely but not 

completely abandoned. Problems included lack of health status risk adjustment, need to 

address stop loss-type protections in the calculations of spending, and reliance on actuarial 

determination of target spending that did not recognize the variations in physicians’ baseline 

spending profiles (actuarially-set targets proved unrealistic for high cost practices.)  

The current iteration of shared savings generally does not use normative, actuarially-based data 

to determine target spending but rather accepts historic spending as the base and then either 

uses that base or the base trended forward by some index of medical inflation to set the shared 

savings target.   This approach is simpler because the spending target is based on a practice’s 

own spending on the patients who, mostly, continue in the practice.  In some medical home 
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demonstrations, medical homes are eligible to receive a bonus in the form of a higher fee 

schedule based on a relatively simple calculation of whether year 2’s risk-adjusted spending is 

less than the base risk-adjusted spending in year 1.  

Using a practice’s own historical spending rather than actuarially projected spending as the 

target provides an opportunity for more costly practices to lower the spending curve and 

achieve shared savings bonuses. On the other hand, such an approach perversely does not 

provide much opportunity for efficient practices to share in savings because they have less 

room for improvement. To this criticism, some counter that very few practices lack 

opportunities to reduce the spending associated with their patients.   

Theoretically, shared savings calculations could actually combine the use of historic and 

normative determination of target spending to try to balance the “level playing field” notion of 

using normative standards with the practical concern about giving inefficient practices an 

opportunity to share in savings through improvement. For example, for practices with lower 

baseline spending, their share of savings could be larger than would be available to higher 

spending practices. Or, the target could be a blend of historic and normative per capita 

spending which over time would evolve to a greater emphasis on normative targets. 

At this time, again because of the lack of any formal way of linking a beneficiary to a physician 

or practice, it is hard to see how to introduce shared savings as an incentive payment for 

advanced primary care practices. Without specific statutory authority, it seems that 

beneficiaries would have to be assessed a cost-share on bonuses received for reducing 

spending growth, raising the specter of rewards to physicians for “rationing” care.  Even if cost-

sharing could be waived, physicians would correctly observe that without control over patient 

referrals, in traditional Medicare, they would have little ability to control overall spending 

associated with the patients they are responsible for. Perhaps more palatable and practical 

would be use of performance measures related to utilization, such as avoidable ER visits, as a 

surrogate for spending.  

D. Mixed models 

To re-emphasize a point made earlier, virtually all approaches to paying additionally for 

advanced primary care practices adopt mixed approaches – combinations of standard fee 

schedule payments with a variety of approaches that provide additional payment streams.  

Because of current law constraints, especially the obligation to include patient-cost sharing for 

any physician service, these mixed payment models may not be applicable today, but could be 

considered in the future with requisite statutory authority. 

An ambitious approach to paying for primary care would involve reducing the fee schedule 

payments for established, mostly office visit, services, and provide relatively more in 
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complementary payments, possibly for additional, currently non-coded activities that would be 

paid on the fee schedule, whether with new codes for discrete activities such as transitional 

care and complex chronic care coordination or as a monthly capitation-like payment to cover a 

range of advanced practice activities.29 Incentive payments based on performance could be part 

of the mixed model.  A primary objective would be to maintain but reduce the importance of 

office visits in generating primary care practice revenue.  

One challenge is to find the right balance between including complementary incentives brought 

by use of multiple payment methods and the increased complexity involved. The recent 

adoption of a mixed fee-for-service and capitation payment for dialysis in the Medicare Fee 

Schedule is an example of a mixed payment model in which the monthly payments vary by the 

number of office visits.  CMS would have the best read on the behavior change this coding 

modification has had on what had been pure monthly capitation payments made to renal 

physicians responsible for overseeing ESRD patients receiving dialysis.  

6. Generosity of payments 

There is no established amount of additional payments to support advance primary care 

practices or even the basis for determining how much they should be.  Nor, as discussed earlier, 

is there settled wisdom on whether payment amounts should vary based either on the 

capabilities of the practice or patient characteristics. 

The levels of the additional payments are inter-related with all of the issues described already. 

If the policy objective lies more in the area of providing extra payments to a broad swath of 

primary care physicians with relatively modest expectations for achieving important practice 

improvements, determination of the payment level will largely be constrained by budgetary 

considerations.  If the objective is to reward a relatively few physician practices to support 

them in achieving advanced primary care practice status, the determination of payment 

generosity more likely needs to follow an assessment of how much activity is bought with 

different levels of payment.  

Further, because it is plausible that advanced primary care practices become more efficient and 

also are able to generate additional fee-for-service revenues (e.g., through outreach using the 

registries to generate additional face-to-face office visits) there may be important offsets to the 

need for additional revenues, which would be considered in determining the needed level of 

additional payment. To our knowledge there is little evidence on these three items: the 
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incremental costs of being an advanced primary care practice30, whether advanced practices 

achieve greater efficiency that reduces practice costs, and whether advanced primary care 

practice can generate additional revenues from their activities.31  Research on these elements 

of costs and revenues would aid future policy-making regarding the level of additional 

payments for practices. 

Given all of the medical home and advanced/comprehensive primary care activities CMS has 

undertaken, it probably has a fairly good read on current levels of additional payments, 

including medical home payment amounts proposed by the RUC and payment levels agreed to 

in the various demonstrations.  The accompanying attachment provides detail about the 

payment levels provided in MAPCP. 

7.  One-time, start-up funds to develop capacity 

As the attachment on international experience demonstrates, one approach to supporting 

practices is to provide practices “lump-sum” payments, that is, payments made unrelated to 

either activity or performance.  The payments generally provide core support to practices and 

can be viewed as start-up funding to support capacity expansion, although it is possible to 

phase in the lump sum payments periodically, especially if advanced practice capabilities come 

on line incrementally. The approach is epitomized by the extra payments practices receive for 

achieving thresholds of “meaningful use” in adoption and implementation of electronic health 

records.  

Few, if any, advanced primary care demonstrations, to our knowledge provide initial or ongoing 

lump-sum payments to support infrastructure capacity, although in North Carolina for the State 

Employee Plan, community care networks do receive an annual lump sum based on a ratio of 

nurse case managers to high risk patients . Nevertheless, the option is available and might be 

directed to practices in circumstances where ability to become self-sufficient through 

established revenue streams is questionable.  

8.  Restrictions, if any, on use of additional payments  

Payers would prefer that practices would use any additional payments, whatever the payment 

stream, to enhance service delivery directly. In some of the MAPCP states, there has been 

discussion about whether somehow to limit the practice’s use of additional payments. This 
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interest has arisen mostly in the context of the use of care management fees.  As already 

discussed, one of the rationales for using G codes or CPT codes defining specific activities rather 

than provide a monthly payment is to better assure that the additional payments support 

activities for which the need and the actual activities performed is documented.  

In at least one MAPCP state, dollars directed for care management must be spent supporting 

salaries for care managers.  The cleanest approaches to assuring that care management 

payments do not simply enter into general practice revenues, are to make separate payments 

to other entities for care coordination or to have health plans pay directly for care managers 

embedded in practices. Yet, having financial control over the use of additional payments seems 

to some like an undue restriction on practice autonomy to determine the best use of additional 

funds – as long as the practice meets performance expectations.  Unrestricted money permits 

practices to determine how best to achieve the purposes of advanced primary care, with a 

recognition that different practices may choose different approaches consistent with their own 

circumstances. 

9. Making additional advanced primary care payments to other entities  

Pursuing this approach likely would present a major, practical challenge for Medicare as it 

attempts to provide additional advanced primary care practice payments in a very diverse 

health care system.   In the MAPCP demo, North Carolina, Maine, Vermont, and the Adirondack 

setting of the New York all provide funding for some advanced primary care activities to a 

community-based entity rather than the practice itself partly in order to achieve some 

economies of scale, based on the recognition that small, often rural, practices, simply lack the 

patient base or practice size to support the requisite advanced practice infrastructure. A 

particular argument favoring separate payments to other entities is that for activities related to 

care coordination, a community-based organization may be better able to provide the needed 

coordination, at least for accessing often overlooked community resources, such as Meals-on-

Wheels and services of Area Agencies on Aging.   

In a demonstration, it is relatively easy  to support some level of Medicare funding that the 

demonstration collaborative determines are better made to an entity other than the practice 

itself.  That determination would be much more difficult with the absence of such an “on-the-

ground” perspective, even if it had obtained statutory authority to pay entities other than 

physicians.  Theoretically, MACs could be given the assignment of determining whether to 

direct additional funding entities other than practices themselves. Further, administering and 

monitoring such payments to these other entities would be very challenging. Still, many solo 

and small, non-solo practices might not be able to use additional funding for activities like care 

coordination very effectively or efficiently.   
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Theoretically, Medicare could make payments to the physician in a qualified practice, 

consistent with statutory authority. The practice in turn could contract with community entities 

for specific care coordination services. That would ease the burden  to decide which entities 

other than the practice should receive the payments as part of a virtual advanced primary care 

practice.  Yet,  for the small practices that contract with and pay the outside entities, this 

expectation that practices subcontract with outside agencies to provide support services might 

be unrealistic , at least when the program expanded beyond a relatively small number of early 

adopters of the advanced primary care practice. 

Given current statutory limitations, it is also difficult to envision an easy way for CMS to do 

what commercial health plans increasingly are doing – embedding and paying for complex 

chronic care coordination nurses in practices. Yet, Medicare patients would likely benefit 

greatly from embedded care coordinators. The practical alternative in the short-term, is for 

Medicare to pay for CCCC to qualified practices as part of the Medicare Fee Schedule, providing 

the capital practices need to support their increased staffing needs. One of the important 

lessons from multi-payer medical home demos will be how practically to combine commercial 

payer, Medicaid, and Medicare support for care coordinators that can work with practice 

patients regardless of their source of insurance.  

10.  Program integrity issues 

Program integrity issues have been considered all along as an important element in the choice 

of design elements in the payment model. Again, if the primary purpose of the program is to 

make relatively small additional payments to a broad range of primary care practices based on 

commitment to core, but often ignored, elements of traditional primary care, reliance on self-

attestation about the practice’s commitment to becoming an advanced primary care practice 

might suffice initially.  The small additional payments across a range of primary care practices 

would likely represent a relatively small program integrity problem. Further, over time, with 

development and implementation of patient experience surveys and important measures of 

performance, such as rates of avoidable emergency room visits and hospitalizations, self-

attestation to core principles of primary care could evolve into a performance-based model, 

perhaps with differential payments based on levels of performance. However, given the current 

poor rates of practice participation in PQRS reporting, complexity of reporting for practices 

should not be underestimated.  

If the primary purpose, however, is to provide more substantial payments to a relatively small 

subset of practices considered truly advanced, program integrity concerns would be greater.  

Reliance on self-assessment to qualify practices, using one of the available assessment 

instruments administered by organizations like NCQA, URAC, and the Joint Commission might 

then be considered.  In the Pennsylvania MAPCP demonstration, participating practices 
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complete annual self-assessments and monthly update narratives to assure continued 

participation.  

Many participants in advanced primary care pilots question the usefulness of many of the 

elements of common assessment instruments, believing they emphasize fairly rigid structural 

requirements, while crowding out core “patient-centered” activities that need more emphasis 

and financial support. An option here is  to develop its own assessment instrument and 

contract out its implementation, including both random audits and audits for cause, if 

information provided suggests abuse through false claims of compliance with qualification 

standards.  

If creating and paying for a complex chronic care coordination code becomes the primary 

approach to providing additional funding to advanced primary care practices, it will be 

important to carefully delineate the requirements for billing such a code. First, because 

payments under the Medicare Fee Schedule cannot be limited only to certain specialties, 

payments might be limited only to physicians in practices that have qualified as advanced 

primary care practices – presumably the qualification requirements will weed out most non-

primary care practices. Second, basic parameters of patient characteristics could be established 

for making particular beneficiaries eligible to receive CCCC services, such as having moderate to 

severe chronic conditions, limitations in activities of daily living and a history of unplanned 

hospitalizations.32 Third, clinical records should demonstrate that the directing physician has 

determined that a patient meeting the eligibility criterion would benefit from the CCCC services 

and has agreed to receive it on an ongoing, monthly basis. Fourth, the clinical records would 

also document the specific CCCC services provided.  

Given all of these elements to support payment for CCCC services, the approach described 

would present fewer program integrity concerns than many other services currently paid for 

under the Medicare Fee Schedule. Indeed, from a policy perspective, the concern is that while 

assuring proper use of governmental funds, this approach would be too restrictive and would 

not lead to sufficient financial support to entice many practices to seek to become advanced 

practices.  

Conclusion 

Given the various constraints in designing a workable payment approach that can be adopted in 

traditional Medicare as part of the Physician Fee Schedule, particularly the requirement for 

standard, patient cost-sharing and the inability to alter benefit design to establish a formal 
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linkage between beneficiaries and a particular physician/practice, many of the design options 

discussed in this paper are precluded without legislative action.  At the same time, given the 

range of advanced primary care options and the current lack of consensus about a preferred 

payment approach, it may be premature to seek statutory changes.  The ongoing 

demonstrations and evaluations are likely to identify a preferred payment model to use 

nationally.  

At this time, then, it would be possible to proceed to provide some targeted additional 

payments for high value primary care activities, but the objectives for doing so inherently are 

limited.  The most readily available approach would be to recognize particular codes for fee-for-

service payment, building on the precedent set in creating and paying for a transitional care 

code.33 The clear candidate for a new payment code would be creation of a new HCPCS code(s) 

or recognition of the recently introduced CPT codes for complex chronic care coordination, with 

the various implementation requirements discussed above. These include code application only 

for qualified practices, specification of requisite patient clinical characteristics needed for the 

care coordination services, physician documentation that patients for whom payment is 

requested qualify to receive the service, and documentation that the activities performed by 

various staff under physician direction satisfy the requirements for CCCC.  

A decision to limit additional payment now to a CCCC code has implications regarding the 

interest of practices in qualifying as advanced primary care practices.  Many small practices may 

have few patients who would meet the criteria for receipt of care coordination services and, 

therefore, would likely see little gain in achieving qualification, especially if the qualification 

criteria are onerous. Payment for a CCCC code contingent on practice qualification would likely 

appeal mostly to relatively larger practices and to geriatric practices, in which most patients 

cared for are likely to qualify for the defined care coordination activities.   

Accordingly, if qualification currently provides practices access to payment for care 

coordination activities under one or more newly recognized payment codes, CMS might want to 

develop a somewhat simpler and more straight-forward qualification/assessment instrument, 

focusing on those capabilities most directly related to provision of complex chronic care 

coordination, namely, 24/7 access, treatment plans for complex patients, and fostering patient 

self-management skills, rather than other capabilities that advance care for a broader patient 

population, e.g., active use of patient registries, EHR-based decision-support, adherence to 

evidence-based standards of care, and quality improvement initiatives.  In short, CMS should 

consider developing its own qualification instrument but then contracting its implementation to 

outside contractors.   
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There may be other activities that could be captured in a payment code descriptor to provide 

additional revenue to support recognized advanced primary care practices, but, as discussed, 

some of the activities physicians are seeking payment for, such as telephone and email 

communication, raise cost and program integrity concerns. Further, many of these activities, 

including more robust non-face-to-face communications would seem to apply to more than 

high value primary care practices.   

One position is that qualification as an advanced primary care practice serves to assuage cost 

and program integrity concerns and so could be provided only to physician services in such 

practices.  Unfortunately, there seem to be few other uniquely primary care activities that are 

amenable to code specification and payment, without engendering the cost and program 

integrity concerns discussed.  

Furthermore, support for advanced primary care practices may need to encompass some 

provision of start-up and periodic, capitation-like payments to support practice infrastructure 

and activities that are not specific to particular patients.  In the long-run, it is not likely that 

defined fee schedule services can support the range of patient-centered activities envisioned 

for advanced primary care practices.  It is possible that ACOs will be in a position to provide that 

financial support to primary care practices if supported either by global payments or substantial 

shared savings payments. The question of how much Medicare payment made directly to 

primary care physicians to transform their practices remains unsettled at this time.  



 
 

APPENDIX F: Report: New Approaches to Defining Visits and 

Paying for Primary Care Services 



  

F-1 
 

New Approaches to Defining Visits and Paying for Primary Care Services 

Robert Berenson and Stephen Zuckerman, The Urban Institute 

Katie Merrell, Social & Scientific Systems, Inc. 

June 26, 2012 
 

Given how large a share of primary care physicians’ services are billed under visit codes, it 

seems natural to consider how these services are defined or could be redefined in order to 

increase primary care compensation.  In addition, there are a number of services that are 

increasingly viewed as key to high-quality primary care but that do not require a face-to-face 

encounter with the patient.  As these services grow in importance, the gulf between what 

primary care physicians do – or should do – during visits and what they get paid for continues 

to grow.  The current codes also promote upcoding, most charitably to permit physicians to 

cross-subsidize non-reimbursable activities, thereby compromising program integrity, while 

penalizing physicians who play by the rules.  As a result, it seems important to review Medicare 

coverage rules for some existing non-face-to-face codes and to determine if additional codes 

should be created.  These non-face-to-face activities are similar to activities reflected in the 

medical home concept and could draw on that literature.   

It makes sense to reassess how visits are defined because it is becoming increasingly more 

common for primary care physicians to manage multiple established chronic conditions rather 

than to evaluate and treat acute, new problems. The complexity and time for the physician is 

more often associated with decision-making, care coordination, and counseling and motivating 

patients, than with the history-taking and physicals that are core to caring for acute care 

patients. Further, the chronic care model involves much greater attention to teaching patient 

self-management skills, doing more proactive care coordination, and anticipating health care 

needs. 34 Many experts believe that the current visit code definitions do not capture these 

activities well. Although Medicare physician payment policy allows physicians to increase the 

level of the payment code they claim if “counseling” constitutes more than 50% of the time in 

the visit, the counseling exception is not used very often, and many desirable activities do not 

constitute counseling. In short, this way of encouraging activities like care coordination tends to 

undervalue them.  New codes for some non-face-to-face activities have been developed but 

have not been widely covered by Medicare and other payers, largely because of concerns that 

these codes would lead to increasing costs without accountability. 
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The extent of the gap between what is reflected in primary care office visits and CPT definitions 

is perpetuated in the Documentation Guidelines that CMS adopted in the late 1990s.35 Critics 

have argued that the Guidelines cause physicians to place undue emphasis on the 

documentation of what they did during a patient office visit instead of their actual patient care 

activities.36  A fundamental concern is that the Documentation Guidelines put too much 

emphasis of the taking of histories and the provision of physical examinations and detract from 

broader care management activities.  In addition, the Guidelines limit electronic health records’ 

ability to improve patient care if they are used in a way that overemphasizes documentation.  A 

recent report by HHS’s Inspector General found that between 2001 and 2010, physicians 

increased their billing of higher-level evaluation and management (E&M) codes across all types 

of E&M services, suggesting up-coding and coding misuse.37  

Before turning to new approaches for defining visits and other primary care services, we 

recognize that there is support for maintaining the current set of visit codes for all physicians.  

The codes may be imperfect for describing primary care, but they have become accepted by 

physicians and mid-level clinicians and accomplish one of the objectives of the 1992 fee 

schedule changes – payment without specialty differentials for specific services.  Even people 

who realize the current codes are flawed may resist difficult modifications of current fee-for-

service problems, because past efforts suggest that there are no easy alternatives and that 

reform should move beyond fee-for-service. However, aspects of these strengths of the status 

quo obscure some obvious weaknesses.  First, there actually are meaningful differences in the 

work of different specialties during the same type of CPT-defined visit. Second, increasing visit 

relative value units (RVUs) does not solely target primary care, because visits codes are billed 

for by many non-primary care specialties.  Finally, research38 and anecdotal experience suggest 

that specialists may up-code across visit categories more than primary care physicians.   

One set of options that deviate from this status quo may still involve retaining visits codes but 

defining and paying for them differently.  However, it also seems likely and inevitable that some 

of the potential outcomes of this investigation of options for promoting primary care (e.g., an 

expansion of specialty-specific visit codes or valuations; new billable primary care service codes; 
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or new payment rules for codes that are already defined) will seem to be outside the 

established structure of the RBRVS payment system, but that is precisely the point.  These 

options will not be mutually exclusive.  For example, Medicare could consider adding new 

primary care service codes at the same time that it is adopting a primary care conversion factor 

as a way of varying payments for existing visit codes across specialties. Unless there is some 

effort to reassess the current payment system and its rules, it is unlikely that there will be much 

success in altering payment differentials across specialties that seem to be discouraging primary 

care supply and retarding the development of multispecialty group practice formation as the 

basis for accountable care organizations 

Policy Options for Modifying Medicare Physician Payment to Encourage Primary Care  

In the remainder of this draft memo, we present a comprehensive set of options derived from 

our review of available evidence of the history of the current visit codes, recent efforts at 

reforms, and evidence from outside a purely fee-for-service framework.  The options for paying 

more to primary care physicians range from: 

 increasing the rates primary care physicians are paid for existing services; 

 redefining current visits to better reflect primary care activities; 

 changing the basis of how visits are coded and then valued by relying primarily on  the 

time required for the visit; 

 developing and paying for new codes for services uniquely associated with primary 

care; and  

 introducing patient-based care coordination fees or a partial capitation approach that 

would begin to break the link between payments and face-to-face visits. 

As a group, these options can be viewed as ranging from paying more for what primary care 

physicians are currently doing to paying explicitly or implicitly for new activities. For each of the 

options, we present the motivation for considering it and outline its strengths and weaknesses. 

However, it is beyond the scope of this memo and this project to directly consider the returns 

to increasing primary care payment in terms of improved health or downstream savings from 

reduced spending on other services. These visits and payment options are quite separate from 

physician profiling, public reporting of physician quality, and pay-for-performance approaches.  

However, they all can be adapted to work in concert with these monitoring and incentive 

systems and so we won’t be considering those here.   

1. Maintain the current set of E&M visit codes for all physicians, but apply a different 

conversion factor for primary care physicians. 
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The most direct way to increase the fees paid to primary care physicians would be to allow 

payments for specific services (most likely, the current visit codes) to differ between primary 

care and other physician specialties. This would be accomplished by setting a higher RVU 

conversion factor for visits billed by primary care physicians as opposed to other physicians. 

There is precedent for this approach in the Affordable Care Act (ACA) bonus for primary care 

(Sec. 5501).  In addition, MedPAC’s proposed SGR fix supports this approach also, although 

MedPAC recommended keeping fees for primary care E&M services flat while reducing those 

for all specialist codes, including E&M services.39  

This option (and any other option that pays primary care physicians differently for services 

provided by all physicians) requires that there be an approach for identifying primary care 

physicians.  Unless policy makers can develop a credible method for accomplishing this, it will 

be difficult to claim the extra primary care payments are being efficiently targeted to the 

appropriate providers. The ACA defined primary physicians as being  in a primary care specialty 

(general internal medicine, family practice, pediatrics, and geriatrics) and having a substantial 

portion (60 percent) of their Medicare allowable charges for the primary care services eligible 

for a bonus (mainly, office-and other outpatient visits). The American Academy of Family 

Physicians proposed an alternative method for identifying primary care providers based on core 

definitional elements of primary care.  This approach identifies primary care physicians using 

Medicare claims data to establish first contact (based on specialty), comprehensiveness (based 

on the range of services provided), continuity (based on providing a plurality of care for a 

patient) and care coordination (based on seeing a patient at least every six months); it has the 

promise of improving both the specificity and sensitivity of identifying primary care physicians.  

Advantages: 

 Avoids the substantive and political challenges of major changes to CPT coding and 

consequent valuation of E&M services. 

 Administratively straight forward,  although there is some operational difficulty   

identifying who should qualify for getting the higher, primary care conversion factor. 

 Easy to adjust differential payments to try to accomplish specific payment objectives. 

 Correctly adjusts conversion factors and resulting fees for policy considerations, 

maintaining the integrity of the resource-based relative value scale itself (although 

many believe that there is little integrity left in current valuations because of flawed 

CMS/RUC procedures for estimating work and practice expenses). 

                                                           
39

 Medicare Payment Advisory Commission (MedPAC). 2012. Report to the Congress: Medicare Payment Policy. 
Washington, DC: MedPAC, March. http://www.medpac.gov/documents/Mar12_EntireReport.pdf.  

http://www.medpac.gov/documents/Mar12_EntireReport.pdf
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 Recognizes that resource-costs are not the only basis for determining fees. 

Disadvantages: 

 Does not address the negative impact of current code descriptors. 

 Provides increased revenues for primary care physicians without assuring improved 

primary care. 

 One can expect disagreement related to the designation of primary care physicians, 

although the recent proposal of the AAFP Task Force seems to address the flaws in the 

current designation formula reasonably well. 

 Other “cognitive” specialties can make reasonable claims that they deserve similar 

consideration;  other specialties will resent the favoritism shown to primary care 

 Exposes fee-setting to overtly political considerations by undercutting the logic of a 

resource-based relative value scale if not the actual operational mechanics, as this 

introduces policy considerations in determining fees unrelated to resource costs. Could 

put the fee schedule on a slippery slope of even greater divergence from the basic 

concept of the resource-based relative value scale, and therefore compromise the 

theoretical discipline produced by relying on resource cost determinations. 

 By not addressing the visit definitions or the RVUs, this approach may not affect 

payments by private payers which rely on the RBRVS to set their own fee schedules. 

2. Develop new CPT code definitions for visits for all physicians that correct flaws in the 

current definitions described above.  

Many new procedures and diagnostic tests have been added to CPT and existing CPT codes 

have been revised or redefined since the RBRVS was put in place in 1992, but the current 

descriptors for the CPT visit codes are over 20 years old.  In addition, the Documentation 

Guidelines that are intended to help physicians bill correctly for visits have not been reviewed 

and updated in 15 years.  This stability may mean that the current code descriptors deviate 

from what is considered standard clinical practices in many specialties.  Therefore, payment can 

be reformed by new visit code descriptors that would, in the words of the PPRC 1991 Report, 

make the descriptors “more concise and the distinction between adjacent levels more 

precise.”40  

                                                           
40

 Physician Payment Review Commission (PPRC). 1991. Annual Report to the Congress. Washington, DC: PPRC, 
March.   
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The CPT Editorial Board attempted a multi-year effort to redefine visit codes in the early part of 

the last decade and failed. They based the effort on coding against typical vignettes rather than 

relying primarily on code descriptors and found a lack of consistent valuation of levels of work 

across specialties.  However, involving CPT in crafting new visit definitions, given how 

ubiquitous they are and how much spending they involve, might be necessary.  CMS might be 

able to adopt new Healthcare Common Procedure Coding System (HCPCS) codes for care 

coordination for Medicare beneficiaries, fundamental changes to visit code descriptors would 

likely have to be accomplished with the full engagement and support of CPT ifdesired to 

influence private payers as well. 

Advantages: 

 There are problems with current visit codes that are much broader than those related 

to the level of payment primary care physicians receive as can be addressed by a 

separate conversion facto. 

 There is broad consensus within the physician community that the current definitions 

and accompanying CMS Documentation Guidelines are outdated and lead to 

undesirable physician behavior, while compromising the medical record as a source of 

communication to support patient care. 

 The current code descriptors are over 20 years old and the Documentation Guidelines 

15 years old, while the nature of clinical practice has changed for many reasons; time to 

revisit the codes, especially their reliance primarily of elements of histories and physical 

examinations rather than decision-making (including shared decision-making), 

counseling, educating, following-up, etc. 

Disadvantages: 

 As suggested by the CPT Editorial Board (check correct terminology) experience with 

new code definitions with E&M codes, there is a lack of consensus on the right 

approach to developing new code descriptors. Everyone’s second best choice seems to 

be the status quo. 

 May be inconsistent with the broad goal of moving away from fee-for-service and, 

therefore, not worth the difficult effort to find consensus across a fractured profession; 

there is a reason that everyone’s second choice is the status quo. 

3. Reduce the number of code levels to produce clearer demarcations between them. 

This would be a somewhat more targeted variant of option 2. Instead of considering revising 

the descriptors of all visit codes that are currently in use, the goal here would be to reduce the 
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number of codes and create more intuitive distinctions across the levels of visit codes.  Moving 

to perhaps 3 levels of codes for office visits, emulating the three CPT levels for hospital visits, 

theoretically could address current up-coding incentives and obviate the need for counter-

productive documentation requirements 

Advantages: 

 Having fewer levels for office visits (e.g. 3) would permit cleaner demarcations, 

especially if levels 1 and 3 were defined as equivalent to current levels 1 and 5. Most of 

the billed claims currently billed at levels 2-4 would collapse into a new level 2, 

permitting easier coding and auditing, and addressing many of the problems identified 

above. 

Disadvantages: 

 This approach would address program integrity issues with the current coding scheme 

but would not address the adequacy of primary care payment per se. 

 Arguably a scheme such as having 3 levels with narrow application  of 1 and 3 would 

make payment inequity even worse as low level specialty visits would be coded at the 

same level as more complex primary care visits and cognitive specialty visits. 

 A number of medical specialties, e.g., neurology and rheumatology, argue that they 

typically produce longer visits and that the coding system needs to maintain granularity 

for different levels of work in visits by different specialties. 

 With decades of use of 5 levels of decades (albeit with different code descriptors), 

imposing this approach to simplify program integrity might be resented by the 

profession and would impose major transition costs. 

 Although 3 levels of codes, with cleaner definitions, could reduce up-coding, at the 

margin up-coding would still be possible, or maybe even increased, as PPRC argued in 

its 1989 report.41 

4. Use time as the dominant element that determines level of code. 

The original Harvard RBRVS study and subsequent MedPAC and other analyses have found that 

intra-service time explains most of the work involved in each class of visits, e.g., office visits and 

hospital visits PPRC (1989) recommended “incorporating time” in the definitions for levels of 

service. CPT code definitions do provide times as guidance, but the actual code descriptors 

                                                           
41

 PPRC. 1989. Annual Report to the Congress. Washington, DC: PPRC, April.   
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require code level determination through specific clinical activities rather than time. This 

approach would make time the dominant or sole basis for establishing the appropriate level of 

service. Note that the approach would not pay directly for time spent (which would 

approximate a salary) but rather for code levels based on time.  

Advantages: 

 Time is a reliable predictor of work for visits, and better than current code descriptors 

(with or without the Documentation Guidelines). 

 Time is used with survey data on practice costs per hour to develop code-level 

estimates of indirect practice expenses; given its centrality to the RBRVS 

determinations, using time in code descriptions would be a consistent approach. 

 Time may also be related to the non-physician personnel component of direct practice 

expenses, but the relationship will depend on the perception of this input as a 

complement or a substitute for physician time. 

 Time spent would provide a more objective basis for correct coding and should permit 

easier auditing. 

 In previous proposals for using time as a primary determinant of code levels, all time is 

not considered equal; that is, because there are fixed costs associated with visits, there 

would be greater intensity of time associated with shorter visits than longer ones, 

thereby mitigating an incentive for inefficient, lengthy visits. 

 Time spent, rather than the elements of current CPT code descriptors, i.e., history 

taking, physical examination, and decision-making, is probably more useful in 

encouraging appropriate care for patients with multiple chronic conditions and all their 

attendant complexity. 

 Physicians are best able to decide what should be done during a visit; time-based 

payment provides the broadest flexibility for physician determination of professional 

activities. 

 Time-based visits would most broadly undo the negative effect on the content of 

medical records of current code descriptors and the Documentation Guidelines. 

Disadvantages: 

 Paying for visits based primarily on time spent is viewed by many as penalizing efficient 

providers. 
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 Time-based codes for face-to-face office visits could generate more visits, without 

increasing the provision of other, often more useful non-face-to-face forms of patient 

communication, including telephoning, emails, and more active engagement of care 

givers. 

 While theoretically easier to audit a time-based system, if surveillance is not seriously 

carried out, time-based visits can be easily gamed by clinicians – perhaps even more 

than currently. 

 Office visits are frequently interrupted, making correct assignment to the correct time 

level perhaps less objective than might appear at first; physicians might naturally err by 

not excluding interruptions from the time assessment. 

 Although the current content of code descriptors can be improved, at least there is 

some assurance that payment to physicians is associated with patient care activities; 

that assurance would be lost with time-based visits.  

5. Specify additional cognitive activities that could become reimbursable CPT/HCPCS codes 

outside of the current visit codes. 

Recently, an AAFP workgroup has proposed paying for some existing CPT codes that are not 

currently recognized for payment by Medicare.  These services have been identified as 

important components of primary care, but are outside the structure of face-to-face visits or 

other services that are eligible for Medicare payment.  Specifically, AAFP recommends paying 

for CPT codes covering telephone evaluation and management services; collection and 

interpretation of physiologic data; domiciliary, rest home, or home care plan oversight services; 

anticoagulant management;  and medical team conferences.42 Other groups have 

recommended other codes for payment including: community physician activities to support 

hospital and/or post-acute care facility-to-home transitions, family palliative care conferences, 

and “e-consultations.”  

Advantages: 

 While some of these activities currently are considered part of visit as pre- and, 

especially, post- service work, many of these activities are carried out for patients 

without a reference office visit and therefore are not currently paid for. 

                                                           
42

 Goertz, Roland A. (Board Chair of AAFP), Letter to Marilyn Tavenner, March 12, 2012. 
http://www.aafp.org/online/etc/medialib/aafp_org/documents/policy/fed/statements/cms031212.Par.0001.File.d
at/AAFPtoCMS031212.pdf. 

http://www.aafp.org/online/etc/medialib/aafp_org/documents/policy/fed/statements/cms031212.Par.0001.File.dat/AAFPtoCMS031212.pdf
http://www.aafp.org/online/etc/medialib/aafp_org/documents/policy/fed/statements/cms031212.Par.0001.File.dat/AAFPtoCMS031212.pdf
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 At least some of these activities are performed disproportionately by primary care 

physicians, so additional payments could be targeted better than a broad increase in 

fees for visit codes. 

 There is a growing recognition that care coordination cannot be accomplished 

satisfactorily just during an office visit; these and other activities better support chronic 

care management and coordination as well as, some argue, acute medical care for 

minor and repeated acute care problems. 

 Many of the recommended activities for payment already have been defined by CPT. All 

that is needed operationally is a decision to recognize the codes for Medicare payment. 

Disadvantages: 

 Unpacking services into discrete, reimbursable codes runs against the current desire to 

package/bundle more, not less. 

 Unpack aging many of these services and paying for them separately could be costly 

and inefficient, as the transaction costs of billing and paying may be disproportionately 

high relative to the payment for the actual service being paid. 

 Unpacking would create new program integrity concerns and promote moral hazard in 

some cases, e.g., compensating for phone calls and emails other than in unique 

circumstances. 

 Suggestions for protecting against abuse in the use of these codes, e.g., establishing a 

minimum of 10 minutes duration before telephone evaluation and management 

services can be reimbursed, would be correctly criticized as arbitrary and 

counterproductive – a 10 minute call would be paid for separately but five 2 minute 

calls not paid for? – and could lead to overly broad array of paid for additional activities.  

6. Develop a separate set of office codes specific to primary care, which would be separately 

valued and used by designated primary care physicians.  A related approach to developing 

new codes that would replace existing codes would be to have new primary care codes 

that are used only in particular circumstances, augmenting rather than replacing existing 

codes. 

The AAFP workgroup has proposed codes as full replacements for the current office visit codes 

that could only be used by primary care physicians.43  A variant of this approach would be to 

define additional visit codes that could be used by primary care physicians for complex visits 

                                                           
43

 Ibid. 
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(i.e., those with patients with multiple chronic conditions) alongside the current visit codes, 

acknowledging that not all visits with primary care physicians involve a high level of complexity.  

Either of these approaches requires the ability to identify primary care physicians, as discussed 

in option 1 above.   The work of primary care increasingly involves coordinating the care of 

patients with multiple, chronic conditions, the professional activities for whom are different 

from those currently captured in CPT office visit code descriptors; while specialists also see 

more patients with multiple chronic conditions, their work generally does not specifically 

attempt to coordinate and manage the complexity produced by multiple conditions.  

The AAFP approach seems to be based on the view that patient complexity not only adds more 

time to a visit (which can be accommodated through other changes to current visit codes used 

by all physicians) but adds to the intensity of the work such that primary care work per unit 

time should be more highly valued than E&M work for other specialties.  

Advantages: 

 Payment increases could be well targeted to primary care physicians rather than spread 

across all physicians performing evaluation and management services. 

 The current RUC-based process for surveying physicians about time and work 

associated with specific codes would permit upgrading the work per unit of time 

assignment for primary care, as has been recommended by the AAFP Workgroup. 

 Valuing a separate set of primary care codes would permit targeted inclusion of pre- 

and post- service work specific to primary care practices. 

Disadvantages: 

 The current RUC approach for valuing work is flawed so should not be held out as a 

model for reform. 

 Two or more sets of office codes add significant complexity to the coding and payment 

system. 

 While they may not have primary responsibility for managing the chronic care patient 

complexity, specialists will assert that they also treat patients with multiple chronic 

conditions, also requiring work not captured by current codes. 

 Physicians other than primary care physicians will likely not agree that the intensity of 

their E&M visit work is “easier” than that of primary care physicians. 



F-12 
 

 Many office visits for primary care physicians in Medicare (and surely other payers) are 

for acute conditions in which physician work is not affected by whether or not patients 

have multiple chronic conditions. 

 This approach reinforces the importance of office visits as a revenue generator, running 

counter to approaches to complement office visits with other, non-face-to-face 

activities as in the Wagner Chronic Care model of care.  

7. Provide a monthly care-management fee for activities associated with care of only those 

patients who would benefit from practice-based activities associated with the Wagner 

Chronic Care Model or some other versions of medical homes. 

The first 6 options presented all rely on the notion that primary care payment can be improved 

by reforms to the fee-for-service payment model.  However, paying for the ability to provide 

comprehensive primary care in which the physician is directly involved in care coordination may 

require going beyond setting fees for specific services, no matter how they are defined or used.  

There may always be a component of the necessary care management that needs to be 

provided at the physician’s discretion and cannot efficiently be identified or billed as a direct 

service provided to the patient. A prototype care management fee could assume that current 

visit codes and fee amounts remain intact such that a care management fee would be a 

relatively modest add-on to primary care practice revenues. The care management fee 

approach could also be adapted to other fee-for-service code and payment reform approaches 

described above; that is, care management fees could accompany new code descriptors for 

office visits or new primary care services.  

Advantages: 

 In contrast either to establishing entirely new office visit codes for primary care 

physicians or a monthly capitation payment for all patients, a care management fee 

could be better targeted to  where it is most needed and thus would be more cost-

effective than providing care management fees for all patients.  

 Much care coordination is performed in primary care practices; this approach therefore 

potentially serves to target revenue increases to primary care practices but targeted to 

specific care management activities that are not well compensated today. 

 The approach for determining patient eligibility for the additional payment to the 

practice would be straight-forward, assuming use of CMS’s Hierarchical Condition 

Categories (HCC) risk adjuster, or some other objective method for stratifying patients 

into a high-risk category (e.g., by identifying patients with frequent hospitalizations). 
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 A care management fee approach correctly recognizes that the practice activities as 

part of high-quality primary care cannot be readily paid for on a fee-for-service basis for 

reasons explored earlier. 

 The approach does not require “transformation” of a practice, something that has been 

a difficult challenge for small to moderate size practices. Rather, the approach to 

targeting beneficiaries for care management is consistent with approaches that embed 

an advanced practice nurse in a primary care practice to work with the subpopulation 

of high risk patients;  

 If successful as a complement for primary care practices, care management fees might 

then be adopted for application to other clinical circumstances, e.g., care coordination 

for patients undergoing rigorous cancer therapy. 

Disadvantages: 

 Monthly care management payments to practices do not guarantee that care 

management will actually take place. 

 To assure that care management takes place, a form of accreditation of qualified 

practices eligible to receive the supplemental payments and/or assessment of 

performance might be needed, adding to administrative complexity. 

 A care management fee for only a subpopulation, such as Medicare patients with 

multiple chronic conditions, would essentially preserve the fee-for-service incentives 

that plague current practice; it is unlikely to be transformational at the practice level. 

 Although determining whether a particular patient/beneficiary would be eligible for 

additional, care management payments might be straight-forward, associating the 

patient with the right practice would be more challenging and may lead inevitably to a 

“soft lock-in” in which beneficiaries identify, and commit to seeing, a preferred primary 

care physician. 

 Other specialties will plausibly assert that care coordination fees are as important for 

patients under their care as for those under the care of primary care physicians, thereby 

potentially losing this approach’s ability to target enhanced revenue to primary care 

providers. 

8. Implement a partial capitation payment method for primary care physicians, based on 

reduced fee-for-service payments using existing or revised E&M codes and a risk-adjusted 

monthly capitation payment for all patients. 
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The key difference between this approach and the care management approach above is that 

there would be monthly capitation payments for all patients, not just those who might benefit 

from approaches borrowing from the Wagner Chronic Care Model.  Payments still need to be 

adjusted in some way to account for the financial risk to the primary care practice of being paid 

on a capitated basis to treat different patients. However, because this financial risk would 

mostly be related to providing primary care services, as opposed to having practices take on 

broad insurance risk for other types of services, and because of the maintenance of fee-for-

service payments, the risk adjustment required for this approach probably does not need to be 

as sophisticated as would be needed in full capitation. This approach is in common use, 

apparently with success, in Denmark, and more recently adopted in the Netherlands. In 

Denmark, fee-for-service represents about two-thirds of revenue and capitation one-third. 

Advantages: 

 To the extent that the fee-for-service payment approximates the marginal cost of 

providing an additional office visit, incentives for generating fee-for-service volume 

would be mitigated. 

 The approach attempts to find the right balance between the incentives for over-use in 

fee-for-service with the incentives for stinting in pure capitation; this option’s partial 

capitation approach has long been championed by numerous policy experts, 

particularly Joe Newhouse. 

 This approach can be implemented in a budget-neutral way, with fee schedule 

reductions for E&M services funding the partial capitation payments, or can involve 

enhanced payments to primary care physicians if desired. 

 Medical home  or comprehensive primary care concepts assume a range of new 

activities not well supported by fee-for-service will be provided for all patients, not just 

particularly high-risk ones; this approach is more consistent with promoting practice 

transformation than all the others (except perhaps pure capitation, which is not 

discussed in this memo). 

Disadvantages: 

 Added complexity from two payment approaches functioning concurrently with two 

major funding streams. 

 While theoretically the incentives balance each other out creating incentive neutrality, 

in fact, physicians might choose to respond to the payment incentives separately, 

continuing to churn fee-for-service office visits and performing unneeded but 
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reimbursed ancillary services, while not providing the medical home-type activities as 

envisioned; this raises the same need for accrediting practices in some way or assessing 

basic performance as under the care management fee approach described above.   

 Patients would have to be assigned to practices to accompany monthly capitation 

payments, a much more daunting task for all patients rather than a subset of high need 

patients as in the care management fee model above. 

 It puts major payment reform at the level of primary care physicians rather than at an 

aggregated, comprehensive level, such as with the ACO-supporting payment 

approaches, where there may be greater success achieving the Triple Aim.   

 Would need to get buy-in from other payers to adopt the same model as Medicare; this 

approach is unlikely to be successful if it is only used by Medicare. 
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As part of our project for ASPE we plan to provide a short report with a more systematic 

analysis to be prepared over the next 4 weeks. In the meantime, given the time pressure 

related to preparing a CMS-issued NPRM, I have provided some initial comments that seem 

particularly relevant to the issues ASPE and CMS have been discussing.  The focus is on payment 

to primary care physicians in Western European countries, Canada and Australia, which have 

social insurance systems rather than national health systems, in which compensation through 

salary is common. However, we do comment on the UK, which has an evolving payment 

approach to primary care compensation in a national health system context.  

The plan is to provide some country-specific observations and then some tentative findings that 

attempt to tie it together in terms of relevance to Medicare. Please note that many of the 

observations come from notes from an analyst at the Caisse Nationale d'Assurance Maladie 

(CNAM), the major sickness fund in France, which has been studying the same topic and 

interviewing people in a number of countries. I don’t have her permission to publish this 

material at this point.   

The major relevant theme is the growth of hybrid payment approaches to compensate GPs.  

Here follows a brief summary of country-specific developments drawn from various sources 

(cites will be in final paper). 

Austria   
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GPs receive a combination of “lump sum,” capitation, and fee-for-service (FFS) payment, with 

the proportions differing depending on the payer.  On average, capitation accounts for 21% of a 

physician’s total remuneration, lump sum payments for 28%, and FFS for just over half the 

total.  (A lump sum payment is a fixed payment made to physicians that is unrelated to the 

number of patients or services provided. The goal of these payments is to contribute to the 

fixed costs of running a physician practice.) 

Denmark  

Most GPs are paid a mixture of capitation and FFS, with the capitation payment comprising 

about one-third of the GP’s remuneration. FFS payments include special fees for after-hours 

care, telephone consultations and home visits. GPs run private practices, either on their own as 

sole practitioners (1/3 of all GPs) or in collaboration with other GPs, which resemble group 

practices. By sharing the on-call load, the collaboratives also function to provide 24 hour 

services, as required by the health authorities. Karen Davis has written glowingly about the 

Danish primary care system. (see attached) 

The Netherlands.   

GPs receive a mixture of capitation and FFS rates.  Rather than a planned policy approach, this 

approach developed largely as a result of the major health reform of 2006 which introduced a 

single compulsory insurance scheme, abolishing the distinction between mandatory sickness 

fund insurance (which paid 100% capitation for each registered patient) and voluntary private 

insurance (which paid FFS for covered patients.) The merger resulted in a hybrid FFS/capitation 

model for all.  The split looks to be about capitation 40%: FFS 60%.  

The Netherlands has a major experiment in place testing episode-based physician payment for 

diabetes. (see attached NEJM paper). The current design is to include in the episode those 

preventive and surveillance services appropriate for diabetes management (e.g., periodic check 

of Hemoglobin A1C, retina examination) and not all of the physician care or overall health care 

that diabetics might experience, so not the way episode-based payment has been envisioned 

here in the CMS demos and Prometheus. However, I understand the Dutch designers in the 

Health Ministry may extend the concept not only to other conditions but also to a greater share 

of spending, as here.  

The Netherlands has developed GP cooperatives as the recipients of the episode-based 

payments, although the main purpose of the cooperatives is to provide after-hours care, with 

the practices in the cooperative sharing the obligation and sharing clinical information through 

electronic data exchange. The cooperatives have also entered into contracts with insurers to 

provide care management services for patients with chronic conditions, with reliance on 

practice-based nurses performing telephonic and in-person care management relying on 
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national evidence-based clinical guidelines.  In this approach health insurers provide extra 

dollars for practices for “delegation of tasks to practice nurses, in accordance with the Wagner 

Chronic Care Model (which is widely known internationally), per patient with chronic disease.” 

Germany 

Physicians are paid a quarterly lump sum payment for each registered patient and FFS for 

services not included in the quarterly payments; these might include: public health services, 

including routine check-ups and preventive screening, after-hours services and home visits and 

some medical procedures not included in the quarterly lumps.  For family physicians, quarterly 

lump sum payments represent 70% of remuneration. (So far we have not clarified whether 

these lump sum payments represent capitation payments with some risk adjustment or not).  

Physicians may also sign contracts, for additional payment, to function in gatekeeper models 

and integrated care schemes. In such gatekeeper arrangements, patients face reduced or 

eliminated out-of-pocket costs in return for agreeing to this gatekeeping. Finally, sickness funds 

administer practice-based disease management programs for conditions such as diabetes and 

COPD. All revenues except those provided by the sickness funds are subject to a very complex 

individual level expenditure cap (so an SGR-type expenditure cap being operationalized at the 

individual doctor level); physicians assert that after receiving a certain level of activity in the 

quarter, they have to work without remuneration, which may result in physicians putting off 

some patient care to the subsequent quarter, among other side-effects of the approach.  

Canada 

There is substantial development of alternative payment methods in provincial health 

insurance programs, with trends to mixed payment systems combining FFS with a salary or 

capitation component. An example is Quebec. Here the basic payment system is FFS, which 

now represents about 72% of total clinical payments to family physicians. The other main part 

of clinical payments consists of payment per time period, ranging from specific payments for 

each clinical session worked to salary, to cover after-hours care and care delivery in remote 

areas. Since 2009, patient registration with an FP was supported with the introduction of a 

small capitation fee per registered patient paid to the physician. (Currently somewhat more 

than 50% of Quebec residents are registered.)  Overall in Quebec, for FPs 72% of compensation 

comes from FFS, 17% from sessional payments, 5% from salary, and 6% from capitation fees for 

registered patients. But the distribution of these payments varies significantly based on type of 

practice with the following categories recognized: private solo/group, family medicine groups, 

community care centers and family health unit, long-term care institutions, hospital, ICU, ED.  

Of interest, the fees for primary care physicians depend on the location where the visit 

(generally referred to as “consultations” in most countries, including Canada) takes place, the 
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age of the patient and the content of the visit. There are three levels of visits – “ordinary,” 

“complete” and “major complete.” The major complete consultation should be 45 minutes or 

more and can be billed only once per year per patient.   

Australia   

In many ways Australia’s approach is closest to ours in its reliance on a “Medicare Benefits 

Schedule (MBS)” and relatively detailed definitions of services provided by primary care 

physicians. (Instead of “evaluation and management services,” they are called “attendances.” 

There are many categories of attendances, including regular GP attendances (visits), after-hours 

care, and multidisciplinary care plans.  94% of MBS spending claimed by GPs in 2009 were for 

attendances, with most of the rest for therapeutic procedures. There is one important 

difference between the Australian system and Medicare’s.  Physicians can set their own fees, 

with the MBS providing the government contribution for the services; in short, physicians can 

balance bill beyond the MBS which determines patient rebates. There is a system equivalent to 

being a Medicare participating physician, referred to as “bulk billing” in which case the 

physician must bill according to the MBS. Bulk billing is becoming standard.  

Of note, Australia has implemented an approach analogous to that recommended by MedPAC 

in addressing the SGR overhang. That is, Medicare generally reimburses 100% of MBS fees for 

services by a GP, while reimbursing 85% of MBS fees for specialists (although, again, specialists 

may choose to balance bill).   

The MBS has 4 levels of attendances with code definitions comparable, although not quite as 

complex as that in CPT, to distinguish among the 4 levels.  For example, level B which is by far 

the most frequently billed attendance items requires taking a patient history, performing a 

clinical examination, arranging necessary investigation, implementing a management plan and 

providing appropriate preventive health care, in  relation to 1 or more health related issues. 

And similar to the US, “the MBS has been criticized for not reflecting the comprehensive nature 

and quality of care that patients receive from their GP. In addition, the current fee schedule 

does not encourage investments in new technologies and procedures to improve continuous 

and comprehensive primary care provision. Furthermore, the administrative burden is 

perceived to be very high.” (this is from the CNAM notes referenced above)  

In response to concerns about short visits, in 1998, the Practice Incentive Programme (PIP) was 

introduced primarily as an effort to improve primary care in supporting activities like 

prevention, home visits and after-hours care.  The PIP has evolved since its inception to include 

a broad range of incentives related to quality, capacity and rural coverage. Practices are free to 

choose the incentives they wish to participate in, under the condition that they qualify. Quality 

incentives are related to using medications endorsed by the National Prescribing Service, a one-
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time payment for committing to a diabetes patient register, and recall and reminder system, 

cervical cancer screening for particular populations, a one-time payment for implementing a 

cycle of care for patients with asthma, and chronic care management for indigenous 

populations. Capacity incentives offer resources for computerization or to expand access, such 

as providing after-hours care and providing care in senior care facilities, and practicing in 

remote areas. These extra payments in general are not performance based – they are based on 

practice commitment to the activities. About two-thirds of practices participate in PIP 

payments, and overall the additional payments represent 4-7% of total practice income. In 

addition, patient registration has been attempted but has been actively opposed by the 

Austrian Medical Association and watered down or postponed. The extra payments have 

permitted practices to employ practice nurses to handle more routine clinical and nonclinical 

tasks in the practice.  

The UK   

The story of the Quality and Outcomes Framework (QOF) has been well publicized. In this case, 

as much as 25-30 percent extra is provided based on quality performance on top of capitation. 

Currently, the UK uses about 130 primary care measures in the QOF. Of note, there are about 

the same number of measures in CMS’s PQRS, but they are spread across dozens of specialties 

such that any specialty has about three measures, which makes the approach problematic.  

Less well appreciated is that the UK selectively uses FFS to promote “enhanced services,” such 

as childhood immunizations. Further, infrastructure funding is available for practices to pay for 

HIT, and assistance with recruitment and retention is shortage areas.  What is not generally 

known is that negotiations with physician associations over the details of the QOF resulted in an 

agreement that GPs no longer have to be responsible for after-hours coverage for their 

patients, but rather can arrange for it through nurse advice lines, etc. (About 90% of practices 

now arrange for after-hours services rather than provide them directly.) Some UK policy 

analysts think that losing this core element of primary care – 24/7 responsibility for patients -- 

was an unfortunate tradeoff in implementing the QOF program. While other countries have 

been working to increase the role of physician practices in after-hour coverage by paying extra 

on a FFS basis for such care and supporting practice cooperatives to share the load, the UK has 

gone the other direction. As discussed below, there is a lot of activity in other countries to 

provide practice-based afterhours coverage while addressing primary care physicians’ desires 

for better work hours.  

France   

French GPs basically operate under a FFS system, but may, in addition, be paid an additional 

care management fee for patients for whom they act as gatekeepers. Office-based 
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“consultations” form the basis of GPs’ work, but home visits represent about 15% of their work 

on average. There is one level of office consultation, no matter the length, and so there is little 

detail about what is supposed to be provided in the visit. Physician associations have asked for 

development of multiple levels of consultations, but CNAM has resisted, concerned about the 

cost implications, expecting code creep if they introduce multiple levels of consultations. 

The care management payments were to be offered to physicians committing to a number of 

straight-forward requirements, including  accepting fee schedule prices (thereby protecting 

patients from direct payment), agreeing to maintain medical records (which had never been a 

requirement), participating in public prevention programs, following practice guidelines, and 

prescribing cheaper drugs as specified. The care management payment was modest – 46 euros 

in 2001, but more than two times the price of a consultation at that time.  Few GPs and fewer 

patients participated – about 10% and 1%, respectively.  

To replace this system, in 2004 a new approach called medecin traitant (preferred doctor) was 

introduced, a less strict form of gatekeeping in that direct access to a number of specific 

specialists, including gynecologists, ophthalmologists, and psychiatrists was maintained and the 

approach relied on financial incentives rather than strict non-payment for non-authorized 

referrals. This system is backed by incentives mainly directed to patients – essentially 

differential cost-sharing for seeing a specialist without referral, with the doctors’ commitments 

and incentives far less than in the prior system.  In this new system, care management 

payments are made only for physicians taking care of patients registered by the statutory 

health insurance fund as having particular chronic diseases. Physicians taking care of these 

patients receive an annual per capita payment of 40 euros for drafting a coordinated care 

protocol. Using this modified approach, the large majority of French citizens have chosen a 

preferred GP physician.  

From 2005, as part of the national agreement between health professionals and the statutory 

health insurance fund, doctors were asked to annually commit to medically based cost-

containment goals. The logic behind all these agreements is to obtain professionals’ 

commitment to improve their practice in return for higher fees or specific lump sum payments. 

Additional individual P4P contracts were offered to GPs in 2009 (known as Contrat 

D'amélioration des Pratiques Individuelles -- CAPI), with mixed results. The CAPI contract, which 

the GPs can sign individually on a voluntary basis, has two dimensions: preventive care and 

follow up of chronic diseases; and "optimization of medicine prescriptions." The preventive care 

and chronic diseases component makes up 60% of the reward maximum and the medicine 

prescription component 40%. The preventive care and chronic disease component focuses on 

five dimensions: influenza vaccination coverage for population over 65 years; breast cancer 

screening; diabetes care and follow up; blood pressure and prevention of adverse effects of 
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medicine use. Three of the conditions are followed with one indicator, adverse effects of 

medicines is followed by two (the level of prescription of vasodilators and benzodiazepine) and 

the diabetes component has four indicators linked to it. The drug prescription component is 

composed of seven indicators. The total number of indicators in the CAPI contract is thus 

sixteen. GPs receive a year end incentive bonus that depends on their aggregate performance 

score and number of patients registered. As of 2010, 55 percent of primary care physicians had 

signed up for CAPI and received extra payments representing about 5 percent of their overall 

compensation. 

Switzerland and Luxembourg  

Switzerland and Luxembourg have social insurance systems in which GPs are primarily self-

employed and paid FFS. (We have not been able yet to explore how this apparent commitment 

to FFS interacts with the managed competition approach to delivery for which Switzerland is 

known.)  

Major Findings 

1. Virtually all countries reviewed have moved to hybrid payment systems, some still not 

fully developed to accompany a remaining dominant payment approach, but increasingly 

with multiple, substantial streams of physician practice revenue. No standard or “best” 

approach to hybrid payment has emerged.  

In some countries, there is full-fledged partial capitation with a mix of capitation (or lump sum 

payment) and FFS and in others either capitation or FFS with significant P4P. Some countries 

manage to combine FFS, capitation, and P4P in various mixes, as they have evolved from a base 

payment model. These approaches all differ and derive from the particular historical and 

political context of the individual countries, and some have evident flaws, such as apparent 

overspending in P4P in the UK. 

In this international comparison, the US seems to be the outlier, with most physicians receiving 

just FFS, perhaps with a smattering of P4P, such as planned in Medicare. Lacking in the US is the 

use of care management/capitation/lump sum payment, which is becoming common in 

countries with dominant FFS payment systems to complement FFS.   

2. Most of the activity related to physician payment and performance measurement in these 

countries is squarely on primary care.   

While not summarized above, there seems to be much less activity around specialist 

compensation or specialty performance. The clearest example is the comparison between the 

UK QOF and the US Medicare PQRS framework. Both systems have 130-140 measures, but the 
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UK concentrates them on GP performance whereas Medicare spreads them out across all 

specialties so has little ability to measure performance reliably or to have much impact. The 

clear focus in most of these countries is to build up primary care and, through primary care, 

achieve specific system improvement objectives. 

3. The countries advancing primary care payment generally do not invoke a broad concept 

like medical homes that they envision as a new organizational model of care. Rather, they 

are attempting to achieve specific practice improvements to respond to specific perceived 

flaws, such as the lack of after-hour primary care availability for patients. 

My view is that they are all attempting to reinforce traditional primary care rather than 

reinvent it, as the patient-centered medical home advocates claim. The Urban Institute’s 

analysis of 10 medical home recognition tools for CMS suggests that these assessment 

instruments over-specify the medical home, emphasizing elements that seem peripheral to the 

core attributes of primary care – 24/7 access, longitudinal continuity, coordination, and 

comprehensiveness – but may be relatively easy to measure. It seems that many of the payers, 

including CMMI demos, seem to agree and are trying to implement a more straight-forward 

approach to practice improvement targeting current deficiencies in primary care delivery, 

rather than maintaining adherence to PCMH specifications.   

Yet, I remain concerned that US payers have ignored reinforcing the core primary care 

attributes while emphasizing “enhanced primary care.” For example, in the Commonwealth 

2009 international patient survey, the Netherlands and the UK rate 90% on arrangements for 

after-hours care compared to US at 30%. Yet the common PCMH recognition tools place 

virtually no emphasis on after-hours care, while emphasizing things like managing test results. 

The attached literature review that was produced as part of an EU-sponsored collaborative 

based in the Netherlands Institute for Health Services Research, provides positive evidence for 

the core dimensions of primary care identified above. Our analysis suggests that these 

evidence-based dimensions get relatively little attention in medical home pilots. 

The relevance to payment policy is that in many of these countries extra payments, usually in 

the form of monthly care management payments either as lump sum or tied to individuals as 

capitated payments, are tied to practice commitments to particular primary care-oriented 

activities and not to elaborate assessments or performance metrics. 

4.  With CPT, the US seems to have by far the most complex set of reimbursement codes for 

evaluation and management services, which increasingly is viewed as producing 

dysfunctional behavioral responses by physicians, including up-coding and perversion of 

the potential of electronic medical records to emphasize documentation rather than 

communication.   
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Some of these countries, even the UK that primarily uses capitation, find it useful to develop 

FFS reimbursement codes to reward performance of particular activities, such as 

immunizations, home visits, and after-hour care. There is some tentative interest in reimbursing 

for telephone and email “consultations,” which seem to be focused on consultations that 

replace a face-to-face office visit, and not for the myriad, short communications with patients 

and other health professionals that typically occur frequently in primary care practices.  

Implicitly, countries such as Denmark and the Netherlands, use partial capitation to support 

non-face-to-face time with the FFS reimbursement basically closer to paying the marginal cost 

of the face-to-face encounter.   

Attachment 
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Attachment 

The Danish Health System Through an American Lens, Health Policy 59 (2): 119-132, 2002. See: 

http://www.commonwealthfund.org/Publications/In-the-Literature/2001/Mar/The-Danish-

Health-System-Through-an-American-Lens.aspx.   

J.N. Struijs and C.A. Baan, Integrating Care through Bundled Payments — Lessons from the 

Netherlands, N Engl J Med 364: 990-991, 2011. See: 

http://www.nejm.org/doi/pdf/10.1056/NEJMp1011849. 

 

http://www.commonwealthfund.org/Publications/In-the-Literature/2001/Mar/The-Danish-Health-System-Through-an-American-Lens.aspx
http://www.commonwealthfund.org/Publications/In-the-Literature/2001/Mar/The-Danish-Health-System-Through-an-American-Lens.aspx
http://www.nejm.org/doi/pdf/10.1056/NEJMp1011849
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Mid-level providers play an increasing role in the provision of primary care in OECD countries, 

somewhat in complementing physicians in preventive and routine care, but most centrally in 

chronic care coordination and management.  

The United Kingdom (UK), the Netherlands, Canada, Australia, and New Zealand have all 

established nurse practitioner roles that are similar to that found in the US.  These university-

trained professionals typically carry out traditional nursing functions but also assume 

responsibility that would traditionally be physician duties, such as prescribing prescription 

drugs and administering less complex treatments.1 

Germany, for example, has also introduced a type of nurse practitioner—referred to as 

community nurses—who are specifically tasked with conducting home visits in rural areas, and 

are responsible for basic aspects of primary care.  These nurses are not independent providers, 

nor are they allowed to prescribe.  Rather, they act more as supplemental providers who are 

available to conduct certain services in areas where there are a limited number of physicians.2  

A number of countries have introduced nursing roles focused around care coordination and 

transition. These roles are typically referred to as “nurse liaisons” and “nurse case managers,” 

and they provide a range of services, including medication supervision, follow-up after hospital 

discharge, needs assessment, and service navigation.2 
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This expanded role for nurses is most prominent in countries that have health systems paid 

through general taxes, such as the UK and Sweden, where strong primary care teams already 

exist, and where patients typically do not have free choice of provider. In general, these 

systems that have government-run delivery systems have found it easier to implement 

organizational innovations that involve nurses providing coordination across different types of 

providers. Social insurance systems, on the other hand, including Germany, France, and the 

Netherlands, which rely on payroll tax financing and sickness funds or insurers to administer 

insurance seem to have more difficulty implementing approaches to care involving nurse 

coordinator. This is attributable partly to having a tradition of strict separation between 

ambulatory and inpatient sectors, limiting the ability for comprehensive care coordination.3  

Also, health systems with a tradition of patient choice of provider, little or no gatekeeping, 

and/or fee-for-service payment have faced the greatest challenges in adapting their payment 

arrangements to provide effective chronic care that relies on team-based care that includes 

nurses and health professionals other than physicians.4 

UK, Sweden, and the Netherlands have all established nurse-led clinics, which are typically 

focused on managing chronic conditions such as diabetes, COPD, and heart disease.2 In the UK, 

nurses perform a broad range of services. NHS Direct, a 24-hour telephone referral service, is 

nurse-led, and many GP practices and hospitals employ nurse practitioners to provide services 

ranging from minor illness care to disease management.2 “Community matrons,” senior nurses 

who provide case management services for chronic disease patients, are responsible for both 

providing and coordinating care for a panel of high-need patients at risk of hospitalization. In 

this role they may also work with pharmacists to conduct medication review.  District nurses 

are registered general nurses who provide skilled nursing for patients in their own homes. 

Clinical nurse specialists provide consultation and diagnosis, consistent with their training and 

competency. Advanced nurse practitioners, most with Master’s level degrees, assume the same 

tasks as clinical nurse specialists but are more oriented toward medical consultations, often 

replacing doctors.5  Most of these activities had been under the auspices of primary care trusts 

(PCTs), but that literature predates the recent NHS reforms that have deemphasized PCTs. 

Sweden has established roughly 7,000 clinics for maternal and child health, physiotherapy, and 

rehabilitation, all of which are managed by nurses, midwives, and other health professionals. At 

the local level, hospitals have also established nurse-led clinics for a range of chronic 

conditions, as part of an effort to establish “chains of care” that link community, primary care, 

and hospital care.  

In the Netherlands, which is a social insurance country that now relies on regulated competition 

among private insurers, nurses have played an increasingly prominent role in arrangements for 

“transmural care,” which since the early 1990s has sought to improve the transition between 
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secondary care in-hospital and post-acute care settings for those unable to return to the 

community. Transmural care arrangements have often involved specialized nurses, who have 

been trained to care for patients with specific chronic conditions and discharge liaison nurses 

who work specifically around transitions 

More recently, there has been a move toward practice-based disease management models in 

the Netherlands, with a nurse-led clinic as their core, as in Maastricht model, which resulted in 

the Maastricht Diabetes Care Group.  In this model, all patients are registered with a GP, 

supported by a core team comprising a GP, an endocrinologist, and specialist diabetes nurse. 

The nurse specialists, who are supervised by the endocrinologists, supervise and act as a 

consultant to the GP in relation to diabetes care. Patient treatment is based on a protocol, 

which comprises specific diabetes guidelines. Patients have quarterly consultations with the 

nurse specialists. Members of the core teams cooperate with other providers, such as 

dieticians, community nurses for patient needs than diabetes care, podiatrists and 

ophthalmologists. So while GPs remain responsible for diagnosis, early treatment, co-morbidity 

and complications, the care group model shifts primary responsibility for people with some 

minor illnesses and those with chronic diseases to nurses.6  In recent years, the Netherlands 

has started to experiment with bundled episode payment to care groups for expenses 

associated with guideline-based care for diabetes, with the view of expanding to other chronic 

conditions in the future.7 

Germany, France, Denmark, and Australia have all struggled to develop and implement new 

professional responsibilities for mid-level providers. There are a number of factors that 

contribute to this difficulty, including the greater separation between ambulatory and inpatient 

care that exists in these systems, the tendency for physicians to practice as single providers 

with relatively few support staff, and in some cases because of the legal structures in place.3  

In France, for example, changes to professional responsibilities require changes in the law, and 

the predominantly FFS payment structure provides no incentives for coordination of care 

between physicians and nurses. In Australia, nurses provide a large but unmeasured amount of 

primary care in GP clinics, in public health centers, and other venues. Advanced practice nurses 

and nurse practitioners is a recent development and still limited, generally to specific secondary 

or tertiary services, or practice independently in rural and remote areas. In addition, “liaison 

nurses” recently have been more widely used to focus on care transitions for patients following 

discharge.   

Canada is notable for its decentralized governance in which individual provinces have 

responsibility for health services organization, within a national framework of entitlements.  

Examples of enhanced chronic care with increased collaboration among health professionals 
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can be found in Ontario, Quebec, Alberta, Calgary and British Columbia. Some of the initiatives 

were influenced by The Wagner Chronic Care Model, developed in the US in Seattle.  

For example, since the early 2000s, Ontario has introduced both family health teams (FHTs) and 

local health integration networks (LHINs).8 FHTs, implemented across the province since 2004 

were part of an initiative to promote patient-centered, integrated care, reduce wait times, and 

increase access.3  Based on a perception that Ontario was not well supporting patients with 

chronic conditions, especially in educating patients on self-management, FHTs were developed 

to provide comprehensive, coordinated, interdisciplinary primary care services to a defined 

population with physicians working as part of a team with nurse practitioners, mental health 

staff and social workers. Among the core services to be provided include chronic disease 

management, and self-management support. Patient enrollment is voluntary. Further, since 

2005, Ontario has begun to regionalize community health care, through establishment of 14 

LHINs, which are tasked with planning, coordinating, and funding health services through 

agreements with health care providers, including not only hospitals but also long-term care 

institutions. Several LHINs have included chronic disease management and prevention as 

priority areas, with Cancer Care Ontario an example of one of the most detailed approaches for 

addressing a single, but complex chronic condition.  Finally, through Teleheath Ontario, 

residents now have access to a registered nurse 24/7 for health-related queries.   

(For further reading on the countries mentioned here, see the respective country chapters in 

Nolte et al. 2008, cited below, as well as Nolte and McKee 2008. Caring for people with chronic 

conditions: a health system perspective. Maidenhead, Open University Press.) 
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