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SUMMARY
In April 2015, a divided Congress almost unanimously 
passed a landmark law that will permanently change 
the way physicians and other health care providers are 
paid for Medicare services. The Medicare Access and 
CHIP Reauthorization Act of 2015 (MACRA) replaced the 
sustainable growth rate formula with physician payments 
tied to quality. Providers must choose either significant 
performance-based payments tied to fee-for-service 
or accept population-level risk. The direct impact on 
physicians and the delivery system may ultimately be 
greater than that of the Affordable Care Act. The law 
will cause physicians to alter the way they deliver care 
and shift their focus toward value-based outcomes and 
population health management. New payment incentives 
will lead to provider organization reconfiguration including 
consolidation, novel partnership models, and the creation 
of new risk-bearing entities. Regulators still need to define 
many details of the program through upcoming regulation. 
Providers, though, must take steps to critically evaluate 
their organizational capabilities, determine the appropriate 
payment model to pursue, and gain the necessary 
resources and experience to be prepared when MACRA 
goes into effect in 2019. 

OVERVIEW
In 2010, the polarizing Affordable Care Act (ACA) was 
signed into law, marking the beginning of major shifts in 
the health care landscape across the nation. Large scale 
spending to add more people to the Medicaid roles and 
to subsidize the purchase of insurance resulted in major 
strides in health care access, directly affecting insurance 
payers and members of the general public. The law also 
targeted health care providers, encouraging the shift 
from volume- to value-based care through the creation of 

Medicare-backed accountable care organizations (ACOs) 
and implementing programs that provided incentives for 
hospitals and physicians to improve the quality of care they 
provide to patients. Despite these important delivery-
focused changes, the ACA was principally health insurance 

reform, focusing on how we as a country pay for health 
care at the macro level, not how we deliver health care. 
Micro-level reform—how physicians and providers are 
paid—was not addressed until the Medicare Access and 
CHIP Reauthorization Act of 2015 (MACRA) was signed on 
April 16, 2015.1

MACRA emerged during an era of considerable 
congressional polarization and gridlock.2 In spite of this 
political environment, it passed through the legislature 
almost unanimously. This landmark legislation permanently 
alters the way physicians are reimbursed for Medicare Part 
B services by replacing the disliked sustainable growth rate 
(SGR) formula with moderate physician fee increases and 
two payment model options that tie physician payments to 
individual quality performance.

Merit-Based Incentive Payment System
The default payment model is the Merit-Based Incentive 
Payment System (MIPS), in which most physicians 
are required to participate, unless they qualify for the 
Alternative Payment Model (APM) pathway. MIPS uses a 
set of four performance measures to incentivize physicians 
and other medical professionals; it also incorporates and 
consolidates three current physician incentive programs—
Physician Quality Reporting System (PQRS), Electronic 
Health Record (EHR) Meaningful Use, and the Value-Based 
Modifier Programs—which will end upon implementation 
of MIPS (see Figure 1). Providers will receive positive, 
negative, or no payment adjustments depending on their 
performance in four categories, compared to the average 
of their peers in the MIPS program (see Figure 2).
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MACRA may ultimately  
have a larger impact on how 

providers deliver care than the 
Affordable Care Act.

Legislative Details

Bill: H.R. 2: Medicare Access  
and CHIP Reauthorization  
Act of 2015
Law: Pub. L. 114-10
Sponsor: Michael Burgess (R-TX)
Passed House: March 26, 2015 
Vote: 392-37
Passed Senate: April 14, 2015 
Vote: 92-8
Signed by President: April 16, 2015
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Figure 2: MIPS Payment Details
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Figure 1: Provider Pathway—MIPS vs APM



Alternative Payment Model 
As an alternative to the MIPS model, providers may 
instead choose to participate in an eligible APM, under 
which they are excluded from MIPS payment adjustments. 
Providers participating in an eligible APM will be rewarded 
an annual 5% bonus through 2024, in addition to any 
awards they may receive from the alternative model itself 
(e.g., shared savings). It is expected that CMS policymakers 
will seek to set the bar high to qualify for an eligible APM, 
though details of the requirements have not yet been 
defined. Providers that participate in an APM that is not 
considered “eligible” will still be subject to MIPS and will 
not receive the 5% bonus payment or higher fee schedule 
rate. However, they will automatically receive higher scores 
for some of the MIPS performance measures.

To qualify for the APM option beginning in 2019, providers 
must meet a threshold of 25% of their Medicare payments 
coming through eligible APMs. The qualifying threshold 
then increases to 50% in 2021 and 75% in 2023. However, 
as early as 2021, providers have the option of including 
eligible APM payments from all payers (Medicare, 

commercial, and Medicaid), rather than just Medicare, to 
reach the threshold (see Figure 3). This nuanced provision 
is significant, as it implies that a strong Medicare bonus 
payment (5% bonus) can be achieved by moving non-
Medicare payments toward risk, which will incent APM 
adoption across all payers.  

Before providers begin assessing which payment model 
to pursue, many important details about the APM 
option must still be determined by regulation. Of high 
importance is the amount of financial risk that a provider 
must bear for its APM to be eligible. The legislation states 
that the financial risk must be “more than nominal”, likely 
meaning that providers will be subject to some downside 
risk. Currently, most Medicare population-level contracts 
do not have downside financial risk. The APM option 
will consequently require many of the current models to 
mature to allow providers to move toward greater levels 
of risk-sharing, and may even necessitate the creation of 
additional Medicare APMs.3 It will likely not be sufficient 
for providers to merely enter into a risk-based contract 
unless it provides for a significant magnitude of  
financial risk. 
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Figure 3: Provider Payment Options to Qualify Under an Eligible APM
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DISCUSSION

By defining mandatory quality-based physician payment 
models, MACRA provides a strong government policy 
toward ending fee-for-service (FFS) payments that are not 
tied to quality and cost outcomes. By changing payments 
to reflect the outcomes of care, MACRA will give providers 
powerful, tangible incentives to improve care delivery. 
Because reimbursements are tied to effective resource 
use and measurable quality outcomes, providers will be 
financially incented to monitor and improve how they care 
for individuals and populations. MACRA will affect how 
individual providers deliver care, and consequently, the 
delivery of care across the entire health care system. 

MACRA’s provider-directed approach to reform care 
delivery will accelerate provider participation in APMs, 
prompt provider organizational restructuring, and place 
continuous focus on the development of effective 
outcome measures. Ultimately, MACRA may be viewed as 
the most important federal legislation, to date, to impact 
health care delivery. 

Provider Impact
MACRA will most directly impact providers through 
reimbursements. Providers will need to choose between 
trying to perform well with the MIPS program and 
pursuing the APM model, where they are bearing “more 
than nominal” financial risk. In either case, a significant 
portion of Medicare revenue will be tied to performance 
and not just the volume of services rendered. 

In the first few years, we expect many physicians—
especially physicians not aligned with physician group 
practices, IPAs, or health systems—to participate in MIPS 
due to lack of provider experience in APMs and current 
availability of eligible models. However, MIPS will likely 
serve as a stepping stone to encourage providers to 
participate in APMs. Because it is a performance-improved 
volume-based payment system, MIPS gives providers 
experience in outcome-based payments before taking 
on significantly more risk tied to those outcomes. Over 
time, as providers mature in outcome-based payment 
experience, there will be a strong incentive for providers to 
transition to the APM track. 

Beginning in 2026, the fee schedule will grow at 0.25% 
for MIPS providers and 0.75% for those in APMs. This 
divergent increase signifies to providers that APMs 
will be increasingly lucrative relative to traditional FFS 
Medicare. Although the differential does not happen for 
quite some time, and legislation may change before then, 

the message it sends to providers is clear that APMs are 
valued over the pay-for-performance model of MIPS, and 
CMS is willing to compensate providers more generously 
for such participation.

Some providers may expect to do well with MIPS and 
receive a maximum, or close-to-maximum, adjustment, 
and these providers may feel that the potential 9% bonus 
payments outweigh the advantage of the eligible APM. 
However, a provider that excels in MIPS is likely well-
positioned to also perform well in an APM model, through 
which some providers have earned over 10% bonus 
payments. Thus, it may ultimately make financial sense for 
many providers to pursue the APM model, especially if the 
5% bonus can be achieved in the first six years. 

System Impact
While the direct impact of MACRA is on physician 
payment, the law will also have a significant impact on the 
broader health system. We believe MACRA will hasten the 
end of traditional FFS payments based on volume, lead to 
structural changes in the organization of the health care 
system, including consolidation and novel partnerships, 
and lead to the further development and use of new 
quality and efficiency measures, especially measures which 
do not rely upon claims data.

Primary FFS payments have always been independent 
of outcomes. However, MACRA will accelerate the trend 
toward tying payments to outcomes, not only in Medicare, 
but across all payers. The majority of Medicare physician 
payments will be tied to performance. In addition, allowing 
providers to qualify for APMs based on commercial 
contracts greatly raises the impact. Such a move 
encourages commercial payers to similarly tie payments  
to outcomes. 

MACRA will also lead to realignment within the health 
care system. To qualify for APM payments and to improve 
performance on MIPS measures, health care providers 
will need to change how they deliver care. In many cases 
physicians and other providers will feel that their current 
organizational structure is inadequate and resources 
are too scarce to make the necessary technological and 
process-based changes. We believe that this will lead to 
some consolidation as physician groups merge or join 
larger health systems, as well as to new non-ownership 
partnership arrangements between different medical 
specialties. In addition, we expect that there will be 
significant structural changes as provider groups pursuing 
APMs increasingly focus on population management.
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To effectively modify payments based on performance, 
quality and outcome measures will need to improve and 
become more varied. While many measures exist, there 
is little consensus regarding which ones are appropriate 
and adequately adjust risk for the underlying health of 
the served population. MACRA will provide the necessary 
incentive to further the development and adoption of 
improved measures and will provide an opportunity to 
move toward EHR-based measures instead of relying 
primarily on medical claims-based measures.

READINESS
There are still many preparatory tasks to complete for 
both regulators and providers before the new physician 
payment models go into effect in 2019. Timing will be 
important for both parties if a smooth transition is to  
be achieved. 

Regulators
Though the framework of the new Medicare payment 
system has now been initiated through legislation, there 
are still many details to finalize. Recently, CMS sought 
public comment on various provisions of the law relating 
to physician payment adjustments, MIPS, and APMs, 
among others.  Public feedback will help regulators 
determine critical details that could be the crux of these 
payment models. Some key components that future 
regulation will define is what constitutes “greater than 
nominal risk” and the type of alternative payment models 
that will be considered eligible for the 5% bonus payment. 
The level of leniency or stringency on definitions such as 
these will have a large influence upon the number or type 
of providers who will opt for APM versus MIPS. 

It is expected that proposed regulations that address 
many of the lacking program details and definitions will be 
released by the end of the first quarter of 2016. Although 
final regulations could theoretically be released as early 
as May, a September release is more likely. Timing of 
the release is important in order to allow enough time 
for provider preparation and federal implementation. 
With 2016 being a presidential election year, if the final 
rules are not released by the middle of September 2016, 
there is a higher likelihood of them being delayed until 
after the election or until the following year, which would 
significantly reduce preparation time. 

There are countless factors that impact the timing of 
new regulation, but Figure 4 outlines an approximate 
regulatory timeline.
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Upcoming Rules 
Many definitions and terms  
critical to MACRA implementation 
and interpretation have not yet been 
defined. Some of these terms that 
will be defined in future rules include: 

• Nominal financial risk

• Eligible APM entity

• Low-volume threshold

• “Use” of certified EHR technology

• Eligible state Medicaid medical  
home model

• Participation in an APM (as 
it relates to MIPS clinical 
improvement activities)

• Specific MIPS-reported measures

• Services furnished through an 
eligible APM entity

• Qualifying APM participants

• APM quality measures 
comparable  
to MIPS

• Physician-focused payment 
model

• Percentage calculation of  
all-payer revenue in APMs
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Figure 4: Approximate Regulatory Timeline

Broad policy changes are difficult when many stakeholders 
and their respective viewpoints are involved. Some 
constituencies are likely to seek to delay or modify the 
statute as it stands. Although MACRA garnered much 
support from political parties and stakeholders alike, 
it is still likely that there will be some pushback on 
specific provisions. For instance, implementation is set 
for 2019, with 2017 being the first performance year 
(PY) against which physicians will be measured. If this 
implementation date and the timeline in Figure 4 holds 
true, providers will have only a few months to prepare. It 
is likely that stakeholders will pressure CMS to move the 
implementation date back one or more years. CMS may 
also receive pressure to lower the level of risk providers 
must take to receive the eligible APM bonus payment, or 
lessen the magnitude of the negative payment adjustment 
providers receive under MIPS. Whether or not requests for 
delay or modification will be successful depend on many 
factors, some of which may include the magnitude of 
savings identified, health of the economy, and the ability 
of the nation to borrow at low rates. If these factors have a 
positive standing, the likelihood of seeing modifications to 
the law are reduced.

Providers
Although the final rules and regulations will not 
be available for almost another year, there is much 
preparation needed if providers are going to be ready 
for implementation. The first decision that needs to be 
made is whether to participate in MIPS or an APM. If 
APM is the goal, additional steps will need to be taken in 
order to adequately prepare. However, both models share 
some common priorities that will lay the groundwork 
for successful performance. A few of the key practice 
components that will determine the level of readiness for 
physicians participating in either model include provider 
participation in federal physician incentive programs, 

health information technology (HIT) capabilities, and 
practice redesign needs. A provider wishing to transition 
to an APM by 2019 will need to start planning soon.

CMS currently has three programs that give providers 
experience in value-based payments: EHR Meaningful 
Use, Physician Quality Reporting System, and Value-Based 
Modifier Programs. Because MIPS incorporates these 
programs, providers who actively participate in them can 
expect to be better prepared to transition and succeed in 
both MIPS and APMs. MIPS providers who do not have 
any experience in these programs will likely take penalties 
in the initial MIPS performance years if effort isn’t made to 
become acquainted. 

Health Information Technology (HIT)
Of all preparation components, HIT development will 
take the most time. A robust IT infrastructure that can 
communicate with other systems and execute actionable 
population management analyses is critical. Although 
many physician groups and systems have an EHR system, 
many of them are used only for documentation and 
coordination of care,  and many others do not have the 
needed capabilities and automation to provide useful 
and efficient measurement reporting that will ultimately 
be required under MACRA. Such capability is especially 
important for successful participation in an APM. 
Unfortunately, the cost for such a system will be a major 
obstacle for smaller and individual practices. 

Practice Redesign
Practice redesign is another challenge providers will face in 
preparations. Success in both MIPS and APMs will require 
an operational shift toward efficiently providing high-
quality care. Providers will need to assess their current 
capabilities and identify specific areas of improvement. 
To fill in those gaps, providers will need to create an 
operational improvement plan or identify partners with 
whom they can work. In addition, fundamental changes 



MACRA: QUALITY INCENTIVES, PROVIDER CONSIDERATIONS, AND THE PATH FORWARD      7

in processes, patient flow, and practice focus will likely be 
needed to achieve desired patient outcomes. If a provider 
has decided to participate in an APM, external redesign 
may also be necessary. Provider partners will need to be 
identified, coordination efforts among them established, 
and legal and payment structures determined. 

Timing
If a provider wishes to participate in—or transition to—an 
APM, timing will be very important. A provider can expect 
an 18–24 month commitment to adequately prepare for 
APM participation. If providers have previous experience 
in an APM, they may be ready to transition to an eligible 
APM in 2017, the performance year in order to receive the 
APM bonus in 2019. However, providers new to APMs will 
likely need more time to transition (see Figure 5). Because 
the 5% bonus is only awarded in the first six years of the 
program, an early transition will allow a provider to gain 
the maximum reward. Additionally, the early years of the 
program will have the lowest threshold—25% of Medicare 
payments—for providers to qualify for bonuses. Because 
the threshold grows over time, joining an APM later 
requires a higher bar to be met with initial efforts. 

While the APM pathway may ultimately be the better 

financial option, there is still much to consider before 
committing; a swift transition must be balanced with 
proper preparation. If providers are not prepared to 
effectively manage a population, they may receive a bonus 
payment but perform poorly with their APM contracts, 
leading to poor net performance. Care must be taken 
to determine if key components, such as those listed 
above, are in place, and if the appropriate experience in 
an APM or other value-based payment structure has been 
achieved. 

CONCLUSION
Whether providers choose to participate in MIPS or 
APMs, MACRA will have a direct impact upon provider 
payment and care delivery—possibly more than the ACA. 
As a provider-directed delivery system reform attempt, 
MACRA will incentivize an extra drive toward quality 
and population health management, facilitating an 
emergence of new partnerships and continuing provider 
consolidation. There are still many details to be fleshed out 
in both models that will influence which payment model 
physicians will choose, but because there are greater 
incentives for participation in the eligible APM 

Figure 5: Approximate Provider Timeline
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