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In April 2015, Congress passed the Medicare Access and CHIP Reauthorization 

Act (MACRA), which represents the most sweeping set of changes to 

Medicare’s physician payment methodology since the current system was 

put in place 25 years ago.  MACRA has made headlines because it repeals 

the sustainable growth rate (SGR) formula, thereby averting the planned 

21% across-the-board cut in Medicare’s provider payments.  Perhaps more 

importantly, it represents for Medicare a dramatic step away from traditional 

fee-for-service (FFS) reimbursement and toward value-based payments for 

physician services.

During the next 5 years, the Centers for Medicare and Medicaid Services (CMS) will implement a new 

reimbursement system under which providers will be rewarded for delivering high-quality, cost-effective 

care and encouraged to shift toward alternative payment methodologies.  As such, hospitals and 

health systems must reevaluate their existing financial relationships with physicians, whether they 

are employed or operating through Professional Services Agreements.  This assessment will need to 

include not only a review of physician compensation itself, but also an evaluation of the organization’s 

ability to implement and track the multitude of quality and resource-related metrics that CMS will use 

to establish physician reimbursement rates.

It is critical for providers to appreciate that the post-MACRA landscape will be essentially a zero-sum 

game that rewards certain providers at the expense of others.  Although many of the changes outlined 

in MACRA will not take effect until 2019, providers who hope to be the most successful under the 

new payment methodology will need to start the process of planning for and implementing structural 

changes long before then. 

The purpose of this article is to outline the key elements of MACRA and its impact on providers that 

bill Medicare for physician services.  This will be the first in a multipart series exploring the impact of 

MACRA as it unfolds and highlighting ways for hospitals and other providers to stay ahead of the curve.
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Background
Since the late 1980s, Medicare has reimbursed physician services using the Medicare Physician Fee 

Schedule (MPFS), which encompasses 10,000 procedure codes.  Each code is assigned resource-based 

relative value units (RVUs), which are designed to reflect physician work, practice expense, and malpractice 

expense.  To adjust for local differences in cost of living, each RVU is modified using geographic practice cost 

indexes (GPCIs) and then converted to dollars using a “conversion factor.”  This system rewards physicians 

who produce a high volume of services; not surprisingly, Medicare Part B expenditures have grown rapidly.

In FY 1998, the SGR was introduced as an attempt to better manage this spending growth by taking into 

account several factors, including the expansion of the overall economy.  However, because this system 

didn’t fundamentally change the economics of the program, it did not achieve its original objective.

With enactment of the Medicare Modernization Act (MMA) in 2003, Medicare began moving toward 

value-based payments, and the introduction of Affordable Care Act (ACA) in 2010 meant that Medicare 

accelerated its use of value-based payments as a means of improving outcomes and managing overall costs.

While the rollout of 
MACRA is a long-term 
project, positioning 
your organization 
for payment change 
needs to begin well 
before the initial 
effects are felt. 
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Key Elements of Legislation
MACRA substantively reforms the way that Medicare reimburses for physician services.  Beginning as 

soon as 2019, there will be a two-track system whereby providers can be reimbursed on an FFS basis, with 

enhanced incentives, or they can participate in alternative reimbursement models.  It is important to note 

that the substance of the legislation is provided in broad terms, and that the federal agencies have been given 

tremendous discretion in fleshing out the details over the coming years.

This track most closely resembles the existing Medicare Physician Payment System and is the more fully 

defined of the two.  In lieu of the SGR, MPFS rates will increase by 0.5% each year from July 2015 to 2019 and 

then will remain static (0%) through 2025.  Starting in 2026, payment rates will again be increased by 0.25% 

annually.  In effect, annual increases will be flat over the next 10 years.  However, while the base rate will change 

relatively little, beginning in 2019 a merit-based incentive payment system (MIPS) will introduce opportunities 

as well as risks based on value criteria.  MIPS is designed to replace three existing performance programs:  

Physician Quality Reporting System(PQRS), EHR meaningful use (MU), and the physician value-based modifier 

(VBM).  This will be phased in over a 4-year schedule and will essentially be budget-neutral; that is, there will 

be winners and losers under this program.  The penalty/reward structure will be phased in over time, such that 

by 2026, the maximum payment penalty will be 9% and maximum reward will be 27%.  However, because this 

is intended to be budget-neutral, a maximum upside will likely never be realized.  Instead, it is expected that 

a significant number of providers will be paid less.  An additional $500 million will be provided each year from 

2019 to 2024 for providers demonstrating exceptional performance (i.e., the top quarter).

The rollout of payment updates and risk/reward is shown in the illustration below.

Track 1:  Enhanced FFS Model — Merit-Based Incentive Payments
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Performance will be assessed using MIPS’s following four 

categories, which have been assigned relative weighting:  

• Clinical Quality (30%)
Clinical quality performance will be assessed 

against the following subcategories:  clinical care, 

safety, care coordination, patient and caregiver 

experience, and population health and prevention.  

In addition to replacing CMS’s current quality 

performance programs (i.e., PQRS, VBM, and MU), 

CMS will be soliciting comments on the new clinical 

quality measures as well as providing funding to 

develop further measures.

• Resource Utilization (30%)
This category will scale up over the first few years.  

Congress has directed the Secretary of Health and 

Human Services to base this category on the cost 

parameters under the current physician value-

based payment modifier (Section 1848(p)) that also 

takes into account socioeconomic, demographic, 

and other risk factors.

• Meaningful Use (15%)
MU incentives will be based on the same require-

ments that are currently in place, with the differ-

ence being in how they will translate to the differen-

tial Medicare payments.  Providers who report MIPS 

quality measures through certified EHR systems 

will be deemed, de facto, to meet the MU clinical 

quality component.

• Clinical Practice Improvement (25%)
This component seeks to engage providers in 

clinical practice improvement activities, which 

will be established by CMS in collaboration with 

professionals.  Activities must be applicable to all 

specialties and attainable for small practices and 

professionals in rural and underserved areas.  This 

is going to be challenging for some specialties with 

little or no real patient contact, such as radiology 

and pathology.

Providers’ performance in each of these categories will 

be compiled into a composite score on a scale of 0 to 100.  

This score will in turn be used to differentiate between 

the best and worst performers.  The precise scoring 

mechanism, as well as the means of translating the score 

into differential payments, is yet to be defined.  However, 

it is expected that because this is budget neutral, a 

significant number of providers in the system will be paid 

less.

Track 2:  Alternative Payment Models
As an alternative to participation in the underlying 

physician  fee schedule, providers who have a significant 

Medicare population can participate in a second track, 

which represents a more dramatic departure from the 

historical reimbursement model.  It is important to note 

that this track is not as clearly defined under MACRA, 

although CMS has been charged with defining the details 

over time, with input from stakeholders.

Under this track, providers will participate in alternative 

payment models (APMs) such as accountable care 

organizations (ACOs), patient-centered medical homes 

(PCMHs), and other models that have been vetted by the 

Center for Medicare and Medicaid Innovation (CMMI).  

Stakeholders can propose other models that meet criteria 

that will be posted by CMS/HHS for comment.  In order 

to incentivize physicians to enter into APMs, MACRA 

offers an additional 5% in annual bonuses for services in 

2019 to 2024 and a higher cumulative payment update 

(0.75%) beginning in 2026.  Like Track 1, APMs will also 

have quality reporting requirements, in which additional 

increases or decreases may apply.  Providers will have the 

ability to phase into the APM track over several years.  

The criteria for APMs will be based on a notice and 

comment process, affording an opportunity to provide 

input on the alignment of incentives for evidence-based 

outcomes payment methods.
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By the introduction of this track, Congress is giving providers a clear choice:  stick with the current system, 

with modifications, and accept essentially flat reimbursement, or move into alternate models with a greater 

opportunity for both potential and risk.

The illustration below shows the timing of implementation for APMs.

Resource Use Management
As part of the process for developing the resource-based metrics for the two incentive payment tracks, 

MACRA also includes a separate section directing the Secretary to collaborate with physicians and other 

stakeholders to improve resource use management for physician services.  This provision (found in subsection 

(f) of Section 101) is a bit of a “sleeper,” but physicians ought to bear close attention for what it portends for 

the future, as it is likely indicative of the next round of payment changes after 2020, if not sooner.  The bill 

establishes an ambitious schedule for the development of episode groups, aligned with other factors that are 

to account for one-half of Medicare Part A and Part B expenditures.

Beginning in October, CMS will post the first of a series of lists around episode groups, building on the current 

list.  At the same time, the Secretary will develop a set of “patient relationship” codes, with opportunity for 

stakeholder comment, to be aligned with patient condition groups.  After further opportunities for public 

comment, CMS will by 2018 post a revised set of episode groups, patient condition groups, and physician-

patient relationship codes aligned with payment codes.  This development will require careful attention and 

stakeholder input over the next few years.  Ultimately, we can expect to see Congress and CMS turn to these 

new episode/patient groupings to drive payment.
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Finalizing the Details
While the exact timing of the regulatory and administrative rollout process has not been provided, it can be 

reasonably inferred from past experience.  We expect that these new programs will, as much as possible, “ride” 

the annual MPFS payment rule, rather than being implemented through separate rule-making.  Under the 

most simple scenario, the development of each year’s MPFS is, as a practical matter, a full year process—that 

is, in order to get an issue “on the table,” stakeholders need to engage CMS in the fall (if not sooner) to make 

it into the internal briefing and decision-making processes for the next year’s rule.  Given the complexity and 

likelihood for controversy, some provisions, such as the MIPS measures, will take more time.  This means 

that although the implementation of 2019 seems far off, the timeline for implementation is actually highly 

compressed by government standards, particularly for an agency that is already very resource-constrained.

The illustration below provides a graphical representation of the process and timing for developing the details 

of MACRA.

Implications and Considerations for Providers
Overall, MACRA represents a significant shift away from FFS as we currently know it, in favor of a greater 

emphasis on value and APMs.  This places even greater importance on providers’ efforts at building the 

capability to understand and manage the cost of care and to demonstrate value to patients and payors.  

Additionally, MACRA will have implications in ways that are not as obvious, several of which are listed below.
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Changes to CMS’s payment methodologies for 
nonphysician services should be expected as 
well.

CMS’s decision to measure and pay differently for 

physician resource utilization will affect costs in every 

setting where physicians provide services.  A real change 

should be expected in physician behavior regarding 

ordered services, which will in turn transform how those 

services are paid for.  We anticipate changes will begin to 

occur around 2022, once CMS has several years of data 

under this program.

Understanding the relationship between 
Medicare Parts A and B will become more 
complicated.

Providers will need to be able to become more 

sophisticated in understanding how performance under 

Part B—particularly the resource utilization incentive—

will impact reimbursement under Part A.  Therefore, 

providers must evaluate their Medicare strategy and 

participation in various programs (e.g., MIPS, APMs, 

Medicare Advantage), as it may not be effective simply to 

be a passive participant in Medicare FFS.

Physician practice consolidation and 
acquisitions will continue.

Many smaller physician practices are unlikely to have 

the internal resources necessary to take full advantage 

of, and manage their performance against, MIPS 

or participate in an APM.  This will likely accelerate 

consolidation into larger freestanding physician practices 

or integrated delivery systems.  Additionally, given the 

impact that MIPS’s resource utilization feature will have 

on hospital reimbursement, health systems may be even 

more motivated to employ physicians in order to shape 

their incentives appropriately.

Physician compensation and service agreements 
will need to evolve.

Physician compensation arrangements, as well 

as professional services agreements, will need to 

include physician incentives that reflect those being 

implemented by CMS.  There will need to be a strategy 

to address the disparate performances of different 

physicians; certain physicians will have the potential 

for much lower or higher reimbursement rates.  The 

question of who (i.e., the physician or the health system) 

bears the risk and reaps the reward will be a hot topic, 

especially considering the cost associated with ramping 

up technology capabilities for tracking the quality metrics 

built into MIPS.

While these changes will not happen overnight, they will 

begin to take place within just a few years.  Therefore, 

assessing the implications of MACRA upon any long-term 

physician contracts that are currently in negotiation or 

up for renegotiation should happen in the near future.  

If necessary, flexibility should be built into the contract 

language in order to accommodate future payment 

incentives.

Commercial contracts will need to be amended.

Many commercial payor contracts contain language 

that defines reimbursement in terms of a percentage of 

Medicare.  While that has worked well in the traditional 

FFS world, it will not translate with the introduction 

of MIPS, and many commercial contracts do not have 

sufficient flexibility in them to accommodate this new 

feature.  Therefore, commercial payor contracts should 

be reviewed in order to determine their compatibility with 

MACRA and language should be adjusted as necessary.

Providers can have a voice in shaping the final 
product.

MACRA involves an extraordinary degree of delegation 

to CMS in fleshing out the details of the plan, and it 

mandates that stakeholder input be considered in 

developing these finer points.  Therefore, providers 

should take advantage of the opportunity to make their 

voices heard during the stakeholder comment and review 

process.
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More to Come
The introduction and rollout of MACRA will span several years. 

While this is a long-term project, the need to think about 

the future implications for your organization is immediate. 

Positioning your organization and planning for the payment 

changes needs to begin long before the initial effects are felt. 

Because of MACRA’s complexity, it is not possible to provide a 

comprehensive assessment of its implications within a single 

document.  Accordingly, you can expect additional insights and 

in-depth analyses of the law and its impact on hospitals and health 

systems in the near future. Stay tuned for articles that dive deeper 

into alternative payment models, operational and technological 

considerations, the impact on health system and physician 

alignment, developing payor strategies, and other related topics. 
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About ECG
ECG offers a broad range of strategic, financial, operational, and technology-related consulting services to healthcare 
providers.  As an industry leader, ECG is particularly known for providing specialized expertise regarding the complexities 
of the academic healthcare enterprise, strategic and business planning, specialty program development, and hospital/
physician relationships.  ECG has offices in Boston, Chicago, Dallas, San Diego, San Francisco, Seattle, St. Louis, 
Washington, D.C.  For more information, visit www.ecgmc.com.

About Hooper, Lundy & Bookman, PC
Founded in 1987, Hooper, Lundy & Bookman, PC, is the largest full service law practice in the country dedicated solely 
to the representation of health care providers and suppliers. With offices in Los Angeles, San Francisco, San Diego, and 
Washington, D.C., and clients in all 50 states, we meet the regulatory, litigation and business needs of a broad array of 
health care providers and suppliers--ranging from the largest national health care organizations to community hospitals 
and individual physician practices. For more information, visit www.health-law.com.

For more information:

GARY EDMISTON
Principal

gedmiston@ecgmc.com 
(858) 436-3220

DAVID WOFFORD
Senior Manager

dwofford@ecgmc.com 
(858) 436-3220

CHARLES OPPENHEIM
Partner

coppenheim@health-law.com 
(310) 551-8110

MARTY CORRY 
Chair, Government Relations & Public Policy

mcorry@health-law.com 
(202) 580-7707
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