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EXECUTIVE SUMMARY 
Major challenges face the U.S. Medicare program, 
which is projected to grow from 69 million to 82 
million beneficiaries by 2033 amid a growing burden 
of chronic disease, pressure on health care access, and 
financial strains. Consider: 

• As of 2025, 69 million Americans will be qualified 
for Medicare, a number that will rise to a projected 
82 million in 2033.1

• The high and growing prevalence of chronic 
disease and disability among older Americans 
portend considerable demands on the U.S. health 
care system, at a time of widespread provider 
shortages and growing challenges in accessing 
care. 

• Health care costs continue to rise faster than the 
growth in the nation’s economy, with affordability 
challenges especially acute for the half of Medicare 
beneficiaries with annual incomes below $36,000 
and savings of less $103,800.2

• Much of U.S. health care spending, including in 
Medicare, goes toward low-value or “no value” 
health care, even as pressures grow for financing 
treatments that may truly benefit patients.

Two Program Arms: The Medicare program, which is 
projected to spend nearly $1.15 trillion in 2025,3 offers 
two options for beneficiaries: traditional fee-for-service 
Medicare, which allows wider provider access but 
entails higher out-of-pocket costs for beneficiaries, 
and Medicare Advantage (MA), which offers lower 
costs and additional benefits but in which plans have 
defined provider networks. The differences between 
the two arms of the program create unique challenges 
and opportunities for beneficiaries, provider groups, 
and the nation, as detailed in the body of this report. 

As one example, MA enrollment is growing faster 
than enrollment in traditional Medicare as more 
beneficiaries appear drawn to both the broader 
benefit structure and limited out-of-pocket cost 

exposure in MA. Building on the successes of MA 
in delivering superior health outcomes 

to beneficiaries represents an 
important opportunity 

for the nation.4 

At the same time, the reality of a growing MA program 
poses a challenge in calculating how much MA 
plans should be paid to provide Medicare benefits. 
The reason is that the current formula for doing so 
depends on costs in traditional Medicare, which is 
likely to be a shrinking and increasingly less relevant 
share of the program.

Core Issues: This report from America’s Physician 
Groups (APG) analyzes the core issues behind many 
of these challenges and opportunities and makes 
recommendations for addressing them. APG is 
particularly well suited to advance these proposals. 
This national organization represents roughly 360 
physician groups that have led the nation’s move 
to taking greater accountability for the quality and 
costs of health care. The expertise that APG groups 
have developed in both parts of Medicare — first, in 
Accountable Care Organizations and other alternative 
payment models in the traditional program, and 
second, in caring for Medicare Advantage patients in 
at-risk arrangements — makes APG particularly well 
qualified to advance ideas for reforming the overall 
program to improve health outcomes and deliver 
greater value for the dollars expended on health care. 

The costs of not undertaking reforms to drive greater 
accountability and improve both arms of the program 
cannot be understated. A growing imbalance within 
the program will worsen beneficiaries’ health and 
access to care will suffer, the nation will spend even 
more on health care that is at best of indeterminate 
value, and at worst is wasteful and even harmful. 
What’s more, APG believes, competition between 
two strong arms of the Medicare program could drive 
superior financial and operational performance, as 
innovations in one portion could set new standards for 
the other. 

This report lays out two sets of recommendations for 
near-term steps to deliver on the promise of Medicare 
and adapt it to the evolving realities of this century. 
These recommendations for the two parts of the 
program are summarized below. 

 

There is a need 
to drive  greater 
accountability in both parts of 
the Medicare program
Medicare cannot be understated.



Recommendations for Traditional Medicare
Increasing Accountability

1. To maintain the momentum toward accountable care and 
help lay the groundwork for needed reforms, the Trump 
administration should recommit itself to having every Medicare 
beneficiary in accountable relationships with care providers. 
Only through greater accountability of the health care sector 
will Americans’ health outcomes improve and rates of growth in 
spending remain sustainable.

2. To enhance accountability in traditional Medicare, the Trump 
administration and Congress should work together to maintain 
and improve existing Medicare alternative payment models — 
both those fully in law, such as the Medicare Shared Savings 
Program, as well as the model experimentation under way under 
the auspices of CMS’s Innovation Center. The greatest emphasis 
should be on large population-based alternative payment 
models that appear likely to be the most transformational.

3. Congress and the new administration should examine policies 
that would provide a stronger incentive to participate in 
accountable care in traditional Medicare — including the 
possibility of imposing “non-accountability penalties” on health 
systems and large physician practices that decline to participate in at least one two-sided risk MSSP ACO or 
other designated accountable care model. 

Equalizing Benefits With Medicare Advantage In Accountable Care Organizations 

1. To create a more equal benefits structure between traditional Medicare and Medicare advantage, Congress 
and the new administration should develop a conceptual pathway, and enact legislation, that would phase 
in comprehensive dental, vision, and hearing benefits in traditional Medicare within alternative payment 
models. Such benefits would be made available to enrollees who agreed voluntarily to be attributed — that 
is, assigned to a provider group to manage these patients’ health — to two-sided risk MSSP ACOs, direct 
contracting models, or other designated accountable care models on the basis of their affiliation with a 
primary care clinician. 

2. In tandem with improving traditional Medicare benefits, Congress and the new administration should take 
steps to move away from, if not terminate, the current method of attributing Medicare beneficiaries to 
ACOs based on medical claims and and strengthen the process of, and incentives for, voluntary beneficiary 
alignment within two-sided risk accountable care models. 

Increasing the Sustainability of Accountable Care Models 

1. To make MSSP and other accountable care models more sustainable over the long run, Congress and the 
new administration should revisit current methodologies for setting spending benchmarks that effectively 

punish model participants that achieve savings, and/or regions of the country that achieve lower Medicare 
spending. CMS should continue to model and test alternative methodologies and share results 

with stakeholders. 

2. Because the “direct contracting”5 approach in Medicare continues to hold 
promise in advancing accountable care, the CMS Innovation Center 

should create a new ACO model that builds on the lessons 
learned from the ACO Realizing Equity, Access, 

and Community Health (REACH) model.

FACT #1

Health care costs 
continue to rise faster 
than the growth 
in the nation’s 
economy, posing 
acute affordability 
challenges for 
many Medicare 
beneficiaries.



Adopting Site-Neutral Payments

The Centers for Medicare & Medicaid Services  should 
enact a suite of site-neutral payment reforms as 
identified by MedPAC.6 The commission has identified 
66 ambulatory procedures (listed by their ambulatory 
payment classifications, or APCs) for which payment 
could be aligned across hospital-based and non-
hospital-based settings while still ensuring safety and 
appropriateness of care and supporting the ability of 
hospitals and health systems to deliver emergency 
care and retain standby capacity. MedPAC’s proposal 
is budget-neutral, so it would also increase payment 
rates for 108 primarily hospital-based services. As a 
result, according to MedPAC, “aggregate Medicare 
spending in the short term would be unchanged,” 
but providers would have better incentives to “make 
site-of-care decisions based on financial rather than 
clinical factors, which could eventually result in lower 
aggregate spending.”  

Restructuring Cost and Quality Incentives in 
Traditional Medicare 

To accelerate the movement toward greater 
accountability in health care, Congress and the 
new administration should begin the process of 
reauthorizing the 2015 MACRA legislation with the aim 
of adopting changes no later than fiscal 2026-2027. 
In the context of MACRA reform legislation, Congress 
and the new administration should draft provisions 
for the following: 

1. Abolishing the Merit-Based Incentive Payment 
System (MIPS) program and establishing a new 
voluntary quality payment program along the 
lines proposed by MedPAC.

2. Creating a revised Advanced Alternative Payment 
Model bonus program that is not based on a 
percentage of fees but rather links bonuses to the 
number of attributed Medicare beneficiaries in 
the AAPM model in which a clinician participates. 

3. Incorporating a regular annual inflation factor 
update into the MPFS — at minimum, at the rate 

of the Medicare Economic Index minus one 
percentage point. 

4.  Incorporating hybrid payment arrangements into 
the MPFS for benefit of primary care clinicians. 

Recommendations for Medicare 
Advantage

Advancing At-Risk Payment Arrangements 
With Providers 

Recognizing the superior performance of at-risk 
relationships between Medicare Advantage plans 
and providers as documented in the literature,7 policy 
makers should actively encourage and incentivize 
more of these relationships within the MA program. 

Improving Risk Adjustment 

Because risk adjustment is essential in risk-based 
models, policymakers should develop and test new 
approaches that will better tie assessments of Medicare 
Advantage enrollees’ health conditions with funding 
that reflects realistic costs of their care. Requisite steps 
in the near term should be taken as follows: 

1. Evaluation of the full effects of implementation of 
the current risk adjustment model. 

2. Maintenance of robust federal audits of coding 
practices and data and continued enforcement 
actions in instances of fraud and abuse

3. Preservation of the use of tools such as Health 
Risk Assessments and chart reviews under 

 new guardrails. 

4. Investment of federal time and resources in better 
understanding the actual resource use necessary 
to care appropriately for Medicare beneficiaries 
with various health conditions. 

Improving Prior Authorization 

Because prior authorization is an essential tool in 
utilization management, and an important safeguard 
for patients and society, policymakers should take 
several steps to improve it. Key steps are as follows: 

1. Speeding the move to electronic prior 
authorization enhanced by proven technologies.

2. Standardizing prior authorization criteria across 
MA plans and making them transparent.

3. Requiring MA health plans and their partnered 
providers to increase the quality and timeliness 
of their communications with patients regarding 

prior authorization requests and denials.Policymakers 
should encourage more
at-risk payment relationships 
between MA payers and providers.



4. Incentivizing or, if such efforts fail, requiring MA 
pans to devise and adopt “gold card” programs for 
their contracted providers. 

Improving the Quality Bonus Program 

Star Ratings are designed to help Medicare 
Advantage enrollees choose their health plans, and 
as such, they underpin the Medicare Advantage 
Quality Bonus Program that financially rewards top-
scoring MA plans. But it is not at all clear the ratings 
capture higher quality in terms of improved health 
outcomes for MA enrollees — even as changes in the 
methodology of computing the ratings have recently 
shaved revenues to many MA plans. As a result, APG 
recommends the following: 

1. CMS should test new aspects of the Quality Bonus 
Program before it implements them, to afford 
time for plans and providers alike to understand 
the implications, and 

2. CMS should continue its process of seeking input 
ahead of time from stakeholders via requests for 
information before adopting new measures. 

3. The agency should also redouble its focus on 
a relatively parsimonious list of “measures 
that matter” along the lines of the Universal 
Foundation, and prioritize measurement of 
outcomes that matter to MA enrollees and 
demonstrably improve their health. 

4. CMS should refine the current methodology of 
calculating Star Ratings to ensure that all MA 
plans are included in comparisons and that scores 
are predictable and transparent each year. 

Evaluating Supplemental Benefits 

Most Medicare Advantage plans provide supplemental 
benefits — both the traditional ones covering dental, 
vision, and hearing care, as well as other benefits 
linked to addressing enrollees’ health-related social 
needs, such as food or transportation. Yet not enough 
is known about the use of these benefits nor the 
degree to which they improve health. 

APG recommends that policymakers proceed to seek 
greater evaluation of, and transparency around, the 

costs and value of these benefits. Such an expanded 
knowledge base should be a prerequisite for 
continuing them within MA, as well as for extending 
them into the alternative payment models in the 
traditional Medicare program as this report has 
also recommended. 

Conclusion
This report has described multiple issues in both 
the traditional Medicare program and in Medicare 
Advantage, drawing on the expertise that APG 
groups have developed in both parts of Medicare: 
first, in Accountable Care Organizations and other 
alternative payment models in the traditional 
program, and second, in caring for Medicare 
Advantage patients in at-risk arrangements. If many 
of the recommendations in this report are enacted, 
both arms of the program will be improved, and the 
nation, the health care system, and patients alike 
will all benefit. 

The alternative to not moving forward on many of 
these recommendations is that the current adverse 
trends in Medicare will only be exacerbated further, 
to the detriment of national wellbeing. The growing 
imbalance in enrollment between traditional 
Medicare and Medicare Advantage will become 
greater. Accountability for quality and costs among 
health care providers will not grow and will arguably 
decline. Medicare beneficiaries’ health outcomes will 
not improve as they should. 

Adverse consequences: Without this accountability, 
the nation will spend more than ever on health care 
that, at best, is of indeterminate value, and at worst, is 
wasteful and even harmful to Medicare beneficiaries 
and others. The resulting opportunity costs will mean 
that fewer resources than ever will be devoted to 
other activities that society values, such as education, 
which have also been shown to be integral to long-
term health. 

APG looks forward to working with policymakers of all 
political persuasions and at all levels to advance these 
recommendations further. America’s Physician Groups 
believe that the American people deserve no less.



PART II

INTRODUCTION



A perfect storm is brewing in U.S. health care, with 
the nation’s Medicare program at the center of the 
tempest. Consider: 

• As of 2025, 69 million Americans will be qualified 
for Medicare, a number that will rise to a projected 
82 million in 2033.8

• The high and growing prevalence of chronic 
disease and disability among older Americans 
portend considerable demands on the U.S. health 
care system, at a time of widespread provider 
shortages and growing challenges in 

 accessing care. 

• Health care costs continue to rise faster than the 
growth in the nation’s economy, with affordability 
challenges especially acute for the half of Medicare 
beneficiaries with annual incomes below $36,000 
and savings of less $103,800.9

• Much of U.S. health care spending, including in 
Medicare,10 goes toward low-value or “no value” 
health care, even as pressures grow for financing 
treatments that may truly benefit patients.

The structure of Medicare faces financial challenges, 
with spending from the Part A trust fund now 
projected to exceed revenues in 2030 and the fund 
itself — which generally pays for hospital and other 
institutional care for Medicare beneficiaries — 
expected to be depleted in 2036. More broadly, the 
entire Medicare program is growing rapidly as a share 
of domestic output, with uncertain benefits in terms 
of enrollees’ health.11

Crucial differences: Beneath these broad challenges 
are multiple issues specific to other aspects of 
Medicare itself. Medicare today is not one program, 
but two — and as of today, the two parts have evolved 
into fundamentally very different programs. This 
report from America’s Physician Groups examines 
the fundamental differences between the programs; 
the policy issues raised by these differences; and 
the opportunities for improving both arms of the 
programs that can lead to greater quality of care and 

better value for the dollars expended for both 
Medicare beneficiaries and 

the nation.

One part of Medicare is the original, traditional fee-
for-service Medicare program, which in general covers 
hospital (Part A) and physician (Part B) services plus 
a separate (Part D) insurance program for outpatient 
prescription drugs. Another main part is Medicare 
Advantage (MA), also known as Part C, under which 
private health plans receive payment from the 
government to provide Medicare benefits to enrollees. 
The plans then typically offer enrollees an expanded 
package of benefits not available in traditional 
Medicare — including dental, vision, and hearing 
coverage, often at low or no additional premiums — 
as well as lower cost-sharing for beneficiaries 
compared to traditional Medicare.

The existence of these two distinct and fundamentally 
different parts of Medicare creates multiple challenges 
and opportunities for patients, providers, taxpayers, 
and the government broadly. For example, Medicare 
beneficiaries themselves face tradeoffs in choosing to 
enroll in traditional Medicare versus MA, as follows:

• Enrolling in traditional Medicare gives 
beneficiaries wide latitude to see any 
“participating” provider that accepts Medicare 
payment, which as a practical matter means 
virtually all U.S. hospitals and most physicians. By 
contrast, MA plans typically contract with specific 
hospitals and doctors to create either exclusive or 
preferred provider networks and will generally not 
pay for care provided outside these networks. 

• Because traditional Medicare is built on an 
older model of insurance coverage dating back 
to the 1960s, it requires beneficiaries to pay 
significant deductibles and coinsurance — for 
example, in 2025, a $1,676 deductible for a hospital 
stay, and coinsurance of $419 for days 61-90 of 
hospitalization.12 There is also no annual cap on 
beneficiaries’ out-of-pocket spending, which can 
expose very sick beneficiaries to excessive costs.

• To the degree that traditional Medicare coverage 
“works” for people, it is because 90 percent 
of beneficiaries have some form of additional 
coverage, such as Medigap (42%), at an out-of-
pocket cost of $50 to $300 per month; employer or 
union-sponsored retiree health benefits (31%); or 
Medicaid (16%). However, 11 percent (three million 
Medicare beneficiaries) have no 

 additional coverage.13

Medicare is at the 
center of the perfect 
storm brewing in U.S. 
health care.



• MA enrollees on average incur 
as much as 24 percent less in 
out-of-pocket costs than those 
in traditional Medicare, with 
many MA plans offering low or 
no co-pays for seeing in-network 
providers.14 All MA plans are 
required to cap total annual out-
of-pocket costs for in-network 
services at $9,350 in 2025, and 
many plans offer even lower 
caps to enrollees. MA enrollees 
thus have little need for, 

 and cannot buy, Medigap 
coverage plans. 

• At the same time, as noted 
above, MA plans typically offer 
additional benefits not available 
in traditional Medicare, such 
as comprehensive dental, 
vision, and hearing coverage 
as well as many “supplemental” benefits such as 
assistance for transportation and food. Meanwhile, 
to control costs and assure appropriate use, MA 
plans also actively manage enrollees’ care, such 
as by requiring their providers to receive prior 
authorization approvals to deliver certain types 

 of care.15

For the nation, the two parts of Medicare also pose 
opportunities and challenges, as follows:

• MA enrollment is growing faster than enrollment 
in traditional Medicare as more beneficiaries 
appear drawn to both the benefit structure and 
limited out-of-pocket cost exposure. As of 2025, 
52 percent of all Medicare beneficiaries will be 
enrolled in MA plans, a share that is expected to 
rise to 57 percent in 2033. This reality will present 
growing difficulties in calculating how much MA 
plans should be paid to provide Medicare benefits, 
as the current formula for doing so depends 
on costs in traditional Medicare, which will be a 

shrinking and increasingly less relevant share 
of the program. 

• Through a combination 
of deliberate 

program design features and 
market responses, MA costs 
more on a per-beneficiary basis 
than does traditional Medicare 
— although many experts 
consider this relationship an 
apples-to-oranges type of 
comparison. The exact amount 
of the cost difference is subject 
to debate; some estimates 
peg it at about 10 percent per 
beneficiary and others at 22 
percent.16 A 2021 Milliman study 
noted that 9 percent and 2.5 
percent of the higher amounts 
paid to MA plans compensates 
them for administrative costs 
and profits, two forms of 
expenses not borne by the 
government in financing fee-
for-service Medicare.17

• The differential in costs between the two arms 
of the program stems from multiple sources, 
including adjustments to the benchmarks against 
which plans must bid; efforts by MA plans to 
gain higher risk-adjustment payments through 
assiduous coding of diagnoses; and payment of 
quality bonuses to plans through the Star Ratings 
program. Although MA plans may capture some of 
this surplus as profit, the higher payment levels to 
plans also enable them to provide more generous 
benefits than does traditional Medicare.18

A key question for the nation is what to do about this 
difference in costs between the two parts of Medicare: 
Increase benefits and raise costs in the traditional 
Medicare program, to bring them more in line with 
Medicare Advantage; cut costs and lower benefits in 
Medicare Advantage, which would expose enrollees to 
significantly higher cost burdens and fewer benefits; 
or accept the fact that the two parts of the programs 
are fundamentally different, and potentially let the 
disparity in benefits and costs between them continue 
to exist and probably grow. Choosing any of these 
courses of action will require serious national debate, 
and changing direction will demand far-reaching 
policy actions. 

FACT #2

Medicare 
Advantage enrollees 
on average incur 
as much as 24 
percent less in out-
of-pocket costs 
than do enrollees in 
traditional Medicare.



In the meantime, there are also multiple other issues that require examination and action, including the roles of 
risk adjustment and prior authorization in Medicare Advantage; the role of quality bonuses or Star Ratings; and 
how best to harness the capabilities of MA plans and providers working together to achieve optimal outcomes 
for patients. 

America’s Physician Groups’ Perspective
America’s Physician Groups is a national organization representing approximately 360 medical groups caring for 
approximately 1 in 4 Americans. Our primary and multi-specialty groups are committed to being held responsible 
for providing high quality, coordinated, and patient-centered care that is accountable for its costs and value to 
patients and society. 

Nearly all APG member groups, except for our pediatric-focused members, care for Medicare patients in both the 
traditional and MA parts of the program. In traditional Medicare, APG member groups have been heavily engaged 
in Medicare’s Accountable Care Organization models such as the Medicare Shared Savings Program, with many 
of them among the top performers in terms of achieving quality outcomes for beneficiaries and shared savings 
for themselves and the nation’s taxpayers (citation here). At the same time, many APG members contract with 
MA plans to provide care to MA enrollees, providing that care to roughly 1 in every 3 MA enrollees nationwide. 

Differences within Medicare Advantage: MA plans are not monolithic and take multiple different forms, 
the three largest of which are so-called Health Maintenance Organization (HMO) plans, Preferred Provider 
Organization (PPO) plans, and Special Needs Plans (SNPs). In general, MA plans themselves do not provide much 
if any actual health care, but most contract with hospitals, physician groups such as APG members, and other 
provider organizations to deliver most of the care. 

The various types of MA plans have different contractual arrangements with provider groups, particularly with 
respect to payment. For example, PPO-type plans engage broader networks of providers and typically pay them 
on a fee-for-service basis, at rates roughly at or below typical Medicare rates. HMO-type plans have narrower 
networks of providers and typically pay them so-called capitation rates — in effect, a lump annual sum for each 
MA patient. In these arrangements, providers are subject to “two-sided risk,” meaning that they are financially 
responsible for both the costs and quality of care that they provide to patients and must pay the plan if they fail to 
meet agreed-upon goals. These arrangements are sometimes referred to as “delegated” payment arrangements 
from MA plans, and in effect, are a form of sub-capitation through which both financial risk and accountability for 
meeting quality goals are fully shared between an MA plan and a given medical group. 

Growing evidence: APG groups have compiled substantial evidence that outcomes for MA enrollees are superior 
under these risk-based models, compared to MA enrollees in non-risk-based arrangements or to traditional 
Medicare enrollees. For example, in a study of the experience of more than 1 million patients cared for by APG 
member groups from 2016 to 2019, superior outcomes were obtained for MA patients in at-risk arrangements in 
18 of 20 measures when compared to MA patients in fee-for-service MA arrangements (see Exhibit).19 In particular, 
lower hospitalization rates for these MA patients with chronic conditions such as diabetes, high blood pressure, 
and heart failure signaled that patients were being well cared for by their primary care doctors and other 
clinicians, and avoiding the frequently debilitating hospital stays that may otherwise result. 

Additional research focused on care provided by APG member groups has shown that when groups adopt the 
advanced primary care models made possible through MA, the benefits can “spill over” onto patients in 

traditional Medicare who are also cared for by these groups.20 This research showed that substantial 
reductions in hospitalization and emergency department visits, as well as increases in 

medication adherence, were among the important improvements in the quality 
and costs of care. An as-yet unpublished, high-level estimate by APG is 

that potential savings to traditional Medicare could be as much as 
$22.4 billion annually.21

Evidence shows 
superior outcomes  for 
MA patients in at-risk 
pay arrangements.



Why APG?
The expertise that APG groups have developed in both parts of Medicare — first, in Accountable Care Organizations 
in the traditional program, and second, in caring for MA patients in at-risk arrangements — makes APG particularly 
well qualified to advance ideas for reforming the overall program. The nation, the health care system, and patients 
alike will all benefit from having two strong arms of the Medicare program that offer coverage alternatives for 
beneficiaries and payment alternatives for providers. What’s more, competition between the two arms can drive 
superior financial and operational performance as innovations in one portion can set new standards for the other. 

In following sections of this report, APG lays out its analysis of key issues in both arms of the program and its 
recommendations for change. APG hopes that the report will serve as a useful guide for policymakers and others 
seeking to achieve lasting improvements in a program vital to the health and wellbeing of tens of millions of older 
adults, disabled individuals, and their families, friends, and communities who also care for them. 

 



PART III

TRADITIONAL
MEDICARE



SUMMARY: The traditional Medicare program serves as a critical option for many eligible Americans. Although 
the program has notable benefits, it also presents significant challenges, particularly related to its benefits 
structure and financial framework. Research commissioned by APG highlights how traditional Medicare 
beneficiaries navigate their choices and are often heavily reliant on supplementary forms of coverage such 
as Medigap. 

This section also explores other notable issues, including the impact of fee-for-service payment in Medicare; the 
structure of the Medicare Physician Fee Schedule; the role of alternative payment models; and the need for broad 
reforms in Medicare physician payment.

The traditional Medicare program remains an important enrollment option for many eligible Americans, who 
include those age 65 and older as well younger people with disabilities, patients with end-stage renal disease, and 
those with ALS.22 Although the program has many positive attributes, it also has drawbacks, and its structure poses 
increasing challenges for beneficiaries and the nation. 

This section of this report will focus primarily on two sets of challenges: (1) The benefits structure of the traditional 
Medicare program and the resulting issues for enrollees, and (2) the multiple problems that stem from the 
program’s underlying financial structure; and (3) issues arising from payment in the program, or the way that 
providers are compensated for services provided to beneficiaries.

Benefits Structure Challenges
Traditional Medicare coverage — first created through 
legislation in 1965 and modified multiple times 
through legislation over the intervening years — can 
be described as an indemnity insurance model onto 
which other parts, such as prescription drug coverage 
operated through private health plans, have also 
been attached. It is funded through a combination of 
federal payroll and income taxes and premiums paid 
by enrollees. 

As noted, the benefits structure in traditional 
Medicare is in many respects not at all generous, 
requiring a deductible payment of $1,676 in 2025 for 
inpatient care during a benefit period; coinsurance 
of $419 in 2025 for days 61-90 of hospitalization; 
coinsurance for skilled nursing facility and hospice 
care; Part B premiums of $185 per month in 2025 
($2,200 for the year), plus a $257 deductible; 20 
percent coinsurance for physician visits and other 
outpatient care, including drugs administered in a 
physician’s office; no out-of-pocket maximum on all 

out-of-pocket care costs; and no automatic coverage 
for prescription drugs, and dental, vision, 

and hearing care, all of which must 
be purchased separately. 

What’s more, the 

average enrollment-weighted monthly premium for a 
Medicare Part D stand-alone plan in 2025 is projected 
at $45, with a new limit of $2,000 on beneficiary 
out-of-pocket costs as of 2025 limit23; dental, vision, 
and hearing plans can vary widely in cost based on 
benefits and location, but the average cost for a 
dental, vision, and hearing plan is between $30-$45 
per month.24

Cost exposure: The result is that enrollees are 
exposed to potentially large out-of-pocket costs of 
more than $7,000 annually, and thus the need to 
have or to purchase supplemental coverage. In 2019, 
for example, people with traditional Medicare spent 
an average of $6,663 on out-of-pocket spending 
for medical premiums and services; that sum 
represented about 38 percent of the average annual 
Social Security retirement benefit ($17,460).25

Unless enrollees have access to Medicaid or retiree 
health coverage from previous employers, their main 
source of protection against some or most of these 
out-of-pocket costs will be the array of Medicare 
supplemental plans known as Medigap.26 

To understand how Medicare beneficiaries make 
enrollment choices in the face of these realities, APG 
commissioned a study by the Berkeley Research 
Group that examined the coverage options available 
to Medicare enrollees in five illustrative markets: 
Tampa, Florida; Dallas, Texas; Reno, Nevada; Brooklyn, 

Traditional 
Medicare enrollees face 
potentially large out-of-pocket 
costs  Medigap coverage 
supplemental coverage.



New York; and New Orleans, Louisiana. The study also developed three different “personas” of individuals of different 
ages and with different health issues, to illustrate how these issues may affect enrollees’ choices (see graphs below).

Fundamentally, each of these personas must weigh their optimal coverage options as between (1) traditional 
Medicare coverage, most likely supplemented by Medigap and purchase of a standalone Part D prescription drug 
benefit (PDP) plan, and (2) a Medicare Advantage (MA) plan, which either may include Part D benefits or also 
require purchase of a standalone PDP plan. Although their traditional Medicare Parts A and B benefits would be 
consistent nationwide, their PDP and MA plan choices will depend to 
some degree on their county of residence and the private plan options 
available to them in different locations. Beneficiaries’ choices will also be 
affected by their income status, and as noted, the degree to which they 
are eligible for Medicaid, Supplemental Security Income, and special 
forms of assistance to low-income beneficiaries such as the Medicare 
Savings Programs27 or Extra Help.28

Array of choices: The resulting BRG analysis shows that the spread 
of choices available to beneficiaries is daunting. Chief among them is 
the range of costs for Medigap, depending on their underlying health 
status and the plan option that they select. (In most states, beneficiaries 
applying for Medigap plans may be subject to underwriting unless they 
are applying during a special enrollment period (SEP), such as the 7 
months surrounding their initial Medicare eligibility date. Outside of SEP 
enrollment, Medigap carriers may charge a higher premium or refrain 
from offering coverage based on the results of the underwriting process.)

The Medigap plan selected for the purposes of this analysis is the 
Medigap G plan, which is the most popular and most generous plan 
available and covers all the Part A deductible and all Part A coinsurance 
and hospital costs; Part A hospice care coinsurance and copayments; all 

Part B coinsurance and copayments (although not the Part B 
deductible); and any Part B “excess charges,” which are 

additional fees that providers not accepting 
Medicare “assignment” can charge — of up to 15 percent more than Medicare will 

pay — for services covered by Medicare Part B.)29

PERSONA AGE & SEX HEALTH STATUS & 
CONDITIONS MEDICATIONS EXPECTATIONS FOR 

COMING YEAR

#1: “Healthy” Female, 75 Non-smoker; 
1-2 Chronic 2 generics Remain healthy

#2: “Episodic” Male, 70 Non-smoker; 
3-5 Chronic 4 generics Short hospitalization

#3: “Chronic” Female, 65 Non-smoker; 
6+ Chronic

4 generics, 1 brand;
1 physician-

administered 
brand

Multiple episodes of 
hospitalization

Fig. #1

FACT #3

Traditional Medicare 
enrollees can face 
daunting choices in 
their coverage – chief 
among them the 
range of costs for 
Medigap plans, which 
are based on their 
underlying health 
status and the plan 
that they select.



Fig. #2

Given these Medigap costs, and the prospect of buying additional private insurance for hearing, dental, and vision, 
it is little wonder that more Medicare beneficiaries elect to enroll in Medicare Advantage plans. The BRG analysis 
also examined the MA options available to the various “personas” in the five different markets selected and showed 
a range of estimates, both as to their MA plan options and the potential out-of-pocket costs that they could face 
even after enrolling in these plans. (As noted, MA plans have a mandatory cap on out-of-pocket costs of $9,350 in 
2025, with some plans having lower OOP caps). The analysis assumes that the various personas selected the most 
popular MA plan available in each market. 

Range of costs: Figure #3 below illustrates the wide range of out-of-pocket costs the various personas could face, 
from a low of $105 for the healthiest enrollee (persona #1) in Tampa, Florida, to a high of $5,697 for the sickest 
enrollee (persona #3) in Brooklyn, New York. In no case did any of these personas face the total out-of-packet 
maximums for all MA plans of $9,350 in 2025, and in fact, the most popular plans in each area set the allowable 

out-of-pocket maximums well below that level (for example, at $2,400 in Tampa and at $6,700 in Brooklyn). In 
addition, it bears noting that all these MA plans charge no premium for enrollees beyond the monthly 

Part B premium of $185 monthly in 2025, and include both Part D coverage and dental, vision, 
and hearing benefits at no additional premium. 

According to BRG, depending on the market and the individual, annual Medigap premiums for a Medigap G plan 
can vary by more than two-fold, from $1,872 in 2025 to $3,900. (For purposes of comparison, household median 
income for those age 65 and older was estimated at $54,710 in 2023.30 Enrollees who selected Medigap would thus 
face these premium rates, in addition to premiums for Part B and Part D plans. (It is also bears noting that some 
Medigap plans require payment of deductibles and may offer high-deductible plan options as well.)



Fig. #3

Given the disparities in potential costs to beneficiaries, it is perhaps no surprise that so many opt for MA plans 
that will insulate them from greater costs without necessitating the purchase of additional Medigap coverage. 
Many MA enrollees are willing to accept the tradeoff of choosing plans with specified provider networks versus 
the open-ended arrangements in traditional Medicare, under which they can be treated by any provider 
accepting Medicare assignment. In practice, this reality means that while MA provider networks are more 
limited, traditional Medicare beneficiaries have covered access to the vast majority of U.S. hospitals (more than 
7,000) and to more than 98 percent of all non-pediatric U.S. physicians (although perhaps disturbingly, nearly 2 
in 5 psychiatrists, more than 1 in 5 family medicine physicians, and nearly 1 in 8 internal medicine physicians have 
now opted out of Medicare).31

A central issue is whether the differences in benefits between traditional Medicare and Medicare Advantage are 
so great that they distort enrollment between the two programs. There is growing evidence that this is so. 

Income differences: Relatively little information is available about the income distribution of enrollees in 
traditional Medicare, but it is known that, as of 2023, 5 percent had incomes above $138,500 and 1 percent 
had incomes above $259,150. Individuals with incomes at these levels are probably more likely to be able 
to afford purchase of Medigap plans and thus to remain in traditional Medicare. By contrast, 50 percent of 
Medicare beneficiaries have incomes of $36,000 or below, and many are perhaps more likely to prefer the more 
predictable costs and diverse benefits of MA plans. Further research to document these potential realities would 
be instructive.



Fig. #4

Congressional Democrats have in the past proposed that benefits in traditional Medicare be expanded to include 
some Medicare coverage of dental, vision, and hearing care — specifically, for (1) routine dental cleanings and 
exams, basic and major dental services, emergency dental care, and dentures; (2) routine eye exams, eyeglasses, 
and contact lenses; and (3) routine hearing exams, hearing aids, and exams for hearing aids.32 In 2020, the 
Congressional Budget Office estimated that adding these benefits would increase federal spending by $358 
billion between 2020 and 2029.33 Although adding these benefits would more clearly equalize the choices 
available to Medicare enrollees, the proposed changes to date have been dismissed as too costly and have not 
moved forward in Congress. (A small exception has been that a modest amount of dental coverage was added to 
traditional Medicare in 2023–4 through CMS rulemaking.34

Source: https://www.kff.org/medicare/issue-brief/income-and-assets-of-medicare-beneficiaries-in-2023/#:~:text=Income%20among%20Medicare%20
Beneficiaries,incomes%20below%20%2421%2C000%20per%20person

https://www.kff.org/medicare/issue-brief/income-and-assets-of-medicare-beneficiaries-in-2023/#:~:text=Income%20among%20Medicare%20Beneficiaries,incomes%20below%20%2421%2C000%20per%20person
https://www.kff.org/medicare/issue-brief/income-and-assets-of-medicare-beneficiaries-in-2023/#:~:text=Income%20among%20Medicare%20Beneficiaries,incomes%20below%20%2421%2C000%20per%20person


Traditional Medicare’s Financial 
Structure and Challenges
A separate set of issues arises from the financial 
underpinnings of the traditional Medicare program. 
Key components of this structure are how the 
program is financed through taxes and beneficiary 
contributions; the composition of the U.S. population; 
and the projected growth in health expenditures, 
among others. 

As an example of issues in tax-based financing of 
Medicare — in other words, of money coming into 
the program  — Part A of Medicare is financed almost 
entirely through payroll tax contributions, whereas 
other components of the program (Parts B and D) are 
financed through general revenues and beneficiary 
premiums. Because payroll taxes are borne by 
workers and their employers, the share of people of 
working age in the population will help to determine 
the revenues that can be raised. The fact that the U.S. 
population is projected to become older, on average, 
over the 2025–2055 period, and that the growth in the 
number of people aged 65 or older will outpace the 
growth of younger age groups is therefore critical.35

Looming shift: Absent other variables — such as rates 
of fertility, immigration, and labor force participation, 
among others — the ratio of older adults to working-
age adults, also known as the old-age dependency 
ratio, has been rising and will continue to rise. In 2020, 
for example, there were about 3.5 working-age adults 
for every person 65 and older; by 2060, that ratio 
will fall to just two-and-a-half working-age adults 
for every retirement-age person. This likely shift will 
constitute a major change with large consequences 
for the payroll tax component of financing for 
Medicare and Social Security.36

As an example of issues arising from Medicare 
spending — in other words, money flowing out of the 
program — current projections from CMS actuaries 
are for annual Medicare expenditure growth to shift 

from 8.4 percent in 2023 and 6.1 percent in 2024 
to 7.1 percent in 2025-6 and 7.6 percent in 

2027-32.37 These projected growth 
rates are all multiples 

of projected 

real U.S. economic growth for all those years.38 As a 
result, Medicare spending is projected to rise from 
3.2 percent of U.S. gross domestic product in 2024 
to 4 percent of GDP in 2035 (citation). Absent major 
changes in policy, this increase will occur against the 
backdrop of steep U.S. federal budget deficits and 
rising levels of federal debt.39

Funding issues: Within this broader context, 
individual aspects of the Medicare program face 
specific challenges. Medicare Part A spending is 
financed through the Hospital Insurance Trust Fund, 
to which the Medicare component of payroll taxes 
is dedicated. Part A spending is currently projected 
to exceed incoming revenues in 2030, which means 
that the trust fund will have to draw on its reserves 
— essentially IOUs from the government — to pay 
benefits. Those reserves are projected to be depleted 
in 2036, again absent any policy changes to decrease 
spending or shore up revenues, such as through a 
payroll tax increase.40

To state the issues succinctly, a rapidly growing share 
of older, sicker Americans — many of them likely to 
obtain health care in the costliest health care system 
in the world — portends major fiscal challenges 
for the nation. What is equally worrisome is that, 
without substantial policy changes, there could be 
extraordinary difficulties in ensuring that Medicare 
beneficiaries receive needed care — not only through 
failure to address the fiscal challenges, but also due 
to the structure of much of Medicare payment, as the 
next section of this report details.

Challenges Arising From Provider 
Payment in Traditional Medicare 
Medicare, the largest purchaser of health care 
services in the United States, pays providers through 
multiple payment systems, some of which are 
classified as “prospective” — that is, they are based on 
predetermined payment regardless of the intensity 
of services provided.41 The methodologies behind 
payment systems to different types of providers vary, 
however. Physicians and other clinicians are paid 
through a fee schedule that is set annually by CMS, 
operating under the authority of Congress. This fee 

A growing share 
of older, sicker adults 
portends challenges.



schedule is perhaps the clearest example of so-
called fee-for-service payment: Because providers 
receive set fees for specific services, their overall 
payments are driven by the volume and intensity of 
services provided.42

All payment methods, including fee-for service, have 
strengths and weaknesses, but the U.S. version of 
fee-for-service payment is criticized for two principal 
reasons: It “creates an incentive for physicians 
to prescribe more services, including more low‐
value services,” and it distorts the relative prices of 
different types of services because of the way in 
which the various fees are set. Thorough critiques 
of this system of setting fees through the Medicare 
Physician Fee Schedule have been covered by others 
and reforms have been proposed.43

Payment bias: An especially compelling critique 
focuses on the inherent bias created in the fee 
schedule that rewards procedures at the expense of 
more cognitive aspects of medicine. The Medicare 
Physician Fee Schedule is also poorly suited for 
paying adequately for primary care, which “requires 
ongoing care coordination and relies upon routine 
activities that are under- or non-reimbursed in the 
Fee Schedule.”44

Although APG agrees with many of these critiques, 
many specific suggestions for major reforms in 
the MPFS are beyond the scope of this report. 
This section will focus instead on two aspects of 
Medicare physician payment that warrant attention: 
(1) ongoing efforts to spread alternative payment 
models, some of which are still based on fee-for-
service payment; and (2) efforts to redress cuts in the 
Medicare Physician Fee Schedule, reform the 2015 
MACRA law, and address longer-term concerns that 
declining physician payment may adversely affect 
beneficiaries’ access to care.

Alternative Payment Models in 
Medicare 
There is a substantial literature on the movement 
in recent years to institute and test alternatives to 
fee-for-service payment in Medicare to improve 
the quality of health care and curb cost growth.45 
The preponderance of these alternative payment 
models (APMs), such as the Medicare Shared 
Savings Program, have still been based on fee-for-
service payment, but with provisions that incentivize 
participants to achieve quality improvements and 
cost savings.

Overall evaluations have found that these 
accountable care organization (ACO) models have 
produced small net savings in Medicare.46 Factors 
that have been identified as limiting these savings 
include “relatively weak incentives for ACOs to 
reduce spending, a lack of the resources necessary 
for providers to participate in ACO models,” and the 
fact that the models are voluntary — thus, providers 
can “selectively enter and exit the program on 
the basis of the financial benefits or losses they 
anticipate from participating.”47 Other disincentives 
to participate have also been described at length by 
experts such as Harvard Medical School economist J. 
Michael McWilliams.48

Key exceptions: There are two important exceptions 
to the general assessment of low savings from 
APMs, however. The first is that ACOs led by ACOs 
led by independent physician groups, as well as 
those with a larger proportion of primary care 
providers (PCPs), are associated with greater savings 
than other ACOs, such as those led by hospitals. A 
simple explanation is that such organizations have 
been more successful in lowering avoidable use of 
costly hospitalization for beneficiaries. A second 
exception cited to the general assessment that 
APMs have produced little savings for Medicare is 
that most evaluations have not captured so-called 
spillover effects, which occur when changes in 
health care practice spurred by APMs “spill over” 
to more generalized patient care. Some spillover 
effects can be clearly quantified,49 whereas others 
are backed by qualitative evidence that nonetheless 
suggests that APMs can lead to broader system 
transformation beyond those organizations that 
were direct participants in each model.50 



America’s Physician Groups’ Perspective
As organizations committed to being held accountable for quality 
and costs of health care, multiple APG members have participated 
for years in MSSP, and in Innovation Center models such as the ACO 
Realizing Equity, Access, and Community Health (ACO REACH) and 
Kidney Care Choices models, among others. More than 20 APG 
members have participated in MSSP, and a comparable number 
have participated in ACO REACH. Some of these ACOs have been 
among the top performers in terms of savings and improved quality 
metrics achieved.51

As an example, several APG members have participated in High 
Needs Population ACOs, a variant of the ACO REACH model that 
serves older adults whose significant chronic or other serious 
illnesses and signs of frailty. These patients are typically at high 
risk of hospitalization, including near the end of life. However, 
participating High Needs members helped to achieve a more 
than 5 percentage point improvement in the model’s quality 
score for average days at home in 2023.52 This result suggests that 
participating organizations had become even more successful 
than previously in keeping these ailing beneficiaries as healthy as 
possible and avoiding costly hospital stays. Other APG members 
participating in two-sided risk MSSP arrangements have also 
achieved savings that they have reinvested into substantial practice improvements, such as hiring nurse care 
coordinators to help manage chronically ill patients’ care.

Case for APMs: Notwithstanding the correct observation that overall savings for Medicare have been relatively 
low, APG disagrees with the conclusions of some analysts that Medicare’s alternative payment models have been 
a failure. As noted, policy constraints over the models — including that participation in them is voluntary for both 
providers and beneficiaries — have limited the degree of system transformation that might otherwise have been 
achieved. Multiple financial aspects of these models have also made participation difficult for many providers, 
and these can and should be addressed, and the overall stability of models improved. In addition, incentives 
for providers to participate in these models should be maintained and, for newer entrants, increased. There are 
also important opportunities to create hybrid payment models that blend fee-for-service and population-based 
payments. APG provides its perspective on these needed changes with respect to alternative payment models in 
the Traditional Medicare Recommendations section of this report.

The bottom line: APG member groups know that additional opportunities exist for saving more money in 
traditional Medicare. Based on research involving APG member groups on the “spillover” effects of actively 
managing the care of Medicare Advantage patients in two-sided risk arrangements with MA plans, the savings 
from similar management of traditional Medicare patients could save Medicare $22.4 billion a year (unpublished 
estimates by APG).53

Addressing Medicare Physicians’ Fees 
Although many APG members embrace population-based payment — that is, when 

providers are paid a set amount to manage the health of a group of patients — it 
is understood that there is a role for fee-for-service payment in the health 

care system. It is also the case that multiple alternative payment 
models based on fee-for-service are likely to remain in 

place for some time. Therefore, it is critical to 

FACT #4

Policy constraints 
have limited  the 
participation of 
many providers and 
patients in traditional 
Medicare’s alternative 
payment models – 
and therefore, the 
Medicare savings.



address some key aspects of the MPFS, as well as 
other aspects of Medicare physician payment that 
merit reform. 

One central issue is the ongoing declines in Medicare 
physician fees, which have dropped an average 
of 33 percent between 2001 and 2024.54 Payment 
constraints within the MPFS stem from multiple 
sources, including a requirement for budget 
neutrality within the fee schedule and de facto 
limits imposed by the 2015 MACRA law on raising 
fees until 2026.55 In recent years, Congress has acted 
to moderate some scheduled fee cuts that were 
adopted in annual rule changes put forward by 
CMS. A new round of scheduled fee cuts went into 
effect on January 1, 2025, and as of the publication of 
this report, Congress has not acted to moderate or 
reverse them.

An additional constraint on physician fees has 
been the lack of an inflation update in the MPFS, 
in contrast to other forms of Medicare provider 
payment such as to inpatient hospitals.56 This failure 
to build in a mechanism to compensate for rising 
practice costs is a special problem at a time when 
labor costs are rising, and providers must also make 
substantial investments in information technology 
and other infrastructure. The Medicare Payment 
Advisory Commission has recommended a one-
time, one year increase in the MPFS at the level 
of the Medicare Economic Index for 2026 minus 1 
percentage point.57 If enacted by Congress, such a 
step would be helpful, but it will also be necessary 
to look at more permanent ways to address rising 
practice costs in the context of the MPFS.

Grim forecasts: For two years running, in 2023 and 
2024, the annual reports published by the Medicare 
Trustees — the Secretaries of the Departments of 
Health and Human Services, the Treasury, and Labor, 
and the Commissioner of Social Security — have 
warned that declining real Medicare payment to 
physicians could ultimately lead to a serious lack of 

access to care by Medicare beneficiaries.58,59 
This perspective further strengthens 

the case for a wholesale 
reexamination of the 

MPFS, most 

likely to occur in the context of a major reform of the 
MACRA law.

MACRA Reform 
For several years, members of Congress have 
discussed a reauthorization and update of the 
2015 MACRA law that would revisit aspects of the 
fee schedule and other of the law’s features. APG 
believes that a reexamination and recalibration of 
the law will be important, both to discard sections of 
the law that have not proven effective, and to extend 
and buttress other sections to stimulate the ongoing 
move into alternative payment models in Medicare.

The MACRA law instituted a Quality Payment 
Program in Medicare based on a Merit-Based 
Incentive Payment System, known as MIPS.60 MIPS 
was based on a hopeful but deeply flawed premise 
that motivating individual physicians to improve 
their quality of care by measuring their performance 
in a few chosen metrics will lead to broad quality 
improvement systemwide. The Medicare Payment 
Advisory Commission has recommended since 2018 
that this system be jettisoned and replaced with 
a new voluntary value program in fee-for-service 
Medicare in which clinicians could elect to be 
measured as part of a voluntary group and qualify for 
a value payment based on their group’s performance 
on a set of population-based measures.61

Bonuses: Another provision of MACRA created 
Advanced Alternative Payment Model bonuses for 
clinicians participating in a specified list of APMs, 
and meeting specified thresholds in terms of the 
share of Medicare payments received or patients 
seen through these APMs. The bonuses were 
designed to incentivize clinician participation in 
these payment models; however, the bonuses have 
not been sufficient to overcome other limitations 
of participation in ACOs.62 What’s more, the already 
limited value of these APMs — initially set at 5 
percent on top of regular Medicare fee-for-service 
payment — has fallen considerably. For the 2024 
performance year, Congress set the bonus at 1.88 
percent, and as of the publication of this report, there 
is no bonus in place for the 2025 performance year. 
Ironically, clinicians can now receive substantially 

Declining real 
Medicare payment to 
physicians could ultimately 
lead to a serious lack of access to care.



Advanced Alternative Payment Model Bonus 
By Provider Classification, 2021-2023
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higher bonuses for participating in MIPS than for participating in AAPMs — no surprise given that the current year 
AAPM bonuses are now zero.

Not only is a paltry or nonexistent bonus of little help in motivating clinicians to participate in AAPMs, but it is 
also true that the underlying AAPM bonus formula has been deeply flawed. As a percentage on top of standard 
Medicare fees, it inherently directs the greater bonuses to better-paid specialists versus lower-paid clinicians, 
including those in primary care, as seen in the exhibit below. Even within specialties, the bonus amounts received 
are highly variable, according to as-yet unpublished research that APG commissioned from David Muhlestein, 
founder and CEO of Simple Healthcare.  APG therefore presents recommendations for reauthorizing MACRA and 
addressing Medicare physician fees in the section below.

Advanced Alternative Payment Model Bonus by Provider Classification, 2021–2023

Fig. #5
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With APG’s member groups and their patients 
participating in both arms of the Medicare program, 
APG strongly believes that the nation benefits from 
having both parts of the program offer viable pathways 
for beneficiaries to be in accountable relationships with 
their health care providers. However, as noted above, 
the fact that Medicare Advantage is growing rapidly 
in enrollment also means a dwindling traditional 
Medicare program.63

The analysis above illustrates that the relatively poorer 
benefits structure of traditional Medicare is routinely 
augmented by millions of enrollees with the costly 
additional protections of supplementary coverage 
— especially Medigap. It is likely that this suboptimal 
benefits structure will be shunned increasingly by 
many patients accustomed to richer benefits packages. 

At the same time, an unmanaged, unaccountable 
fee-for-service Medicare program is not in anyone’s 
best interests. It is critical to add benefits to 
strengthen traditional Medicare, but only in the 
context of accountable care models that are even 
stronger themselves. 

Below, APG sets forth its recommendations for both 
strengthening and inducing greater accountability into 
traditional Medicare. 

Increasing Accountability 

1. To maintain the momentum toward accountable 
care and help lay the groundwork for needed 
reforms, the Trump administration should commit 
itself to having every Medicare beneficiary in an 
accountable relationship with care providers by 
2035. This new commitment should transcend 
both arms of the Medicare program — traditional 
Medicare as well as Medicare Advantage (as 
discussed further in the MA section below). 

2. To enhance accountability in traditional Medicare, 
the Trump administration should maintain and 
improve existing Medicare alternative payment 
models — both those fully in law, such as the 

Medicare Shared Savings Program, as well 
as the model experimentation 

under way under the 
auspices of CMS’s 

Innovation Center. Simply because these models, 
as currently designed, have not achieved greater 
savings for Medicare is not a sufficient reason to 
abandon them; rather, this reality constitutes an 
opportunity to improve them further. Under no 
circumstances should provisions for accountable 
care models that are currently in law be scrapped, 
nor should the CMS Innovation Center be 
eliminated or defunded. 

3. Congress and the Trump administration should 
examine policies that would provide a stronger 
incentive to participate in accountable care in 
traditional Medicare — including the possibility of 
imposing “non-accountability penalties” on health 
systems and large physician practices that decline 
to participate in at least one two-sided risk MSSP 
ACO or other designated accountable care model. 

Equalizing Benefits With Medicare Advantage in 
Accountable Care Organizations 

1. To create a more equal benefits structure between 
traditional Medicare and Medicare Advantage, 
congress and the Trump administration should 
develop a conceptual pathway, and enact 
legislation, that would phase in comprehensive 
dental, vision, and hearing benefits to traditional 
Medicare for enrollees who agreed voluntarily 
to be attributed to two-sided risk MSSP ACOs or 
other designated accountable care models. (This 
proposal would be tied to changes in beneficiary 
attribution as described further below.) Similar to 
Part D, these additional benefits could be available 
as a package available through private health plans 
that would compete to offer a specified set of 
benefits. Medicare enrollees would pay a premium, 
with the balance of the cost of benefits paid by 
taxpayers — but linked to projections of savings 
derived from the performance of more highly 
accountable ACO arrangements and voluntary 
attribution by beneficiaries. 

2. Congress and the new administration should revise 
aspects of law and regulation to move away from, if 
not terminate, claims-based beneficiary alignment 
and strengthen the process of, and incentives 
for, voluntary beneficiary alignment within two-
sided risk accountable care models.64 The ability 
to purchase dental, vision, and hearing benefits 

at relatively modest premiums would be one 
incentive, but expanding Beneficiary 

Incentive Program offerings65 
should also 

be considered.

The administration 
should commit to having 
all Medicare beneficiaries in 
accountable care models. 



Increasing the Sustainability of Accountable Care Models 

1. To make MSSP and other accountable care models more 
sustainable over the long run, Congress and the new 
administration should revisit current methodologies for setting 
spending benchmarks that effectively punish model participants 
that achieve savings, and/or regions of the country that achieve 
lower Medicare spending.66 CMS should continue to model and test 
alternative methodologies, such as administrative benchmarks, 
in demonstrations prior to adoption. Benchmarks methodologies 
should be developed based on stakeholder input, and these 
methodologies and amounts must be shared transparently and in 
a timely manner so that participants and potential participants can 
make decisions based on predictable targets. 

2. Because the “direct contracting” approach in Medicare continues 
to hold promise in advancing accountable care, the CMS Innovation 
Center should create a new ACO model that builds on the lesson 
learned from ACO REACH. If necessary, the Innovation Center 
should first extend the ACO REACH program, which will currently 
expire with the end of the 2026 performance year, through at 
least the 2027 performance year while the Innovation Center 
develops a replacement model that would take effect with the 2028 
performance year. 

Adopting Site-Neutral Payments

CMS should enact a suite of site-neutral payment reforms for selected services as identified by the Medicare 
Payment Advisory Committee (MedPAC).67,68 The commission has identified 66 ambulatory procedures (listed by 
their ambulatory payment classifications, or APCs) for which payment could be aligned across hospital-based and 
non-hospital-based settings while still ensuring safety and appropriateness of care and supporting the ability of 
hospitals and health systems to deliver emergency care and retain standby capacity. MedPAC’s proposal is budget-
neutral, so it would also increase payment rates for 108 primarily hospital-based services. As a result, according to 
MedPAC, “aggregate Medicare spending in the short term would be unchanged,” but providers would have better 
incentives to “make site-of-care decisions based on financial rather than clinical factors, which could eventually 
result in lower aggregate spending.”

Restructuring Cost and Quality Incentives in Traditional Medicare 

To further accelerate the move to accountability in health care, Congress and the Trump administration should 
begin the process of MACRA authorization to be enacted no later than fiscal 2026-2027. The process should begin in 
earnest in calendar 2025 with a broad request for information from stakeholders similar to what has been conducted 
in the past with respect to the 21st Century CURES Act of 2016 and the subsequent proposed CURES 2.0 Act.69

In the context of MACRA reform legislation, Congress and the new administration should draft provisions for 
the following:

1. Abolishing the MIPS program and establishing a new voluntary quality payment program 
along the lines proposed by MedPAC. 

FACT #5

MedPAC has identified 
potential site-neutral  
and budget-neutral 
payment reforms that 
would align payment 
for 66 ambulatory 
procedures across 
hospital-based and 
non-hospital settings 
and increase rates for 
108 others.  



2. Creating a new Advanced Alternative Payment Model bonus program that ties bonuses to the number 
of attributed Medicare beneficiaries in the AAPM model in which a clinician participates. In essence, the 
bonus would become a flat dollar amount per assigned beneficiary, independent of a participant’s Part B 
revenue and not variable with provider revenue. Such an approach would make the bonus “analogous to a 
benchmark increase for APM participants.”70

3.  Incorporating a regular annual inflation factor update into the MPFS at the rate of the Medicare Economic 
Index minus one percentage point, as MedPAC has recommended for 2026 only. An inflation factor update 
will be essential to maintaining physician payment at a level that will sustain physicians in practice and 
forestall an access crisis for Medicare beneficiaries. It will be sustainable within the context of the broader 
reforms described above that will accelerate the move to accountable care. 

4. Incorporating hybrid payment arrangements into the MPFS for benefit of primary care doctors, as proposed 
by Sen. Sheldon Whitehouse (D-RI) and other lawmakers.71 Hybrid payments would afford primary care 
providers upfront payments for under-reimbursed activities such as care coordination, while maintaining 
some traditional fee-for-service payments for certain other services. They would constitute a good transition 
pathway for smaller primary care practices in particular that are not yet ready to take on the risk inherent in 
alternative payment models but could develop more of these skills and capabilities over time.

5. Diversify the input into CMS about relative value units and other factors that feed into the Medicare Physician 
Fee Schedule. One option could be a new advisory committee within CMS that would advise on ways to 
correct distortions that lead to inappropriate levels of reimbursement for various activities. As proposed, 
again by Sen. Whitehouse, the new agency’s input to CMS would supplement the work of the AMA/Specialty 
Society RVS Update Committee (RUC). 



PART V

MEDICARE
ADVANTAGE



SUMMARY: In a popularity contest between the traditional Medicare program and Medicare Advantage (MA), 
the latter appears to be pulling ahead in its appeal to beneficiaries. This section of the report examines the 
reasons behind the enrollment growth in MA; the fundamental cost issues arising from this growth; and multiple 
other issues in the MA program, including risk adjustment, prior authorization, Star Ratings, and the fundamental 
relationships between MA plans and health care providers that can influence beneficiaries’ health outcomes.

MA’s Growth
As previously noted, as of 2025, 35.7 million people 
— 52 percent of all Medicare beneficiaries — will be 
enrolled in MA plans, a share that is expected to rise 
to 57 percent in 2033. However, these percentages 
of enrollment pertain to all Medicare enrollees, a 
number that includes individuals enrolled in Part A 
only and who have not elected to pay premiums to 
enroll in Part B. By contrast, beneficiaries who wish to 
enroll in MA must be enrolled in both Parts A and B. 
When this alternative group is examined — Medicare 
beneficiaries enrolled in both Parts A and B, and 
therefore “eligible” to enroll in MA — a total of 55 
percent will be enrolled in MA in 2025.

There are many reasons for the growing popularity of 
MA, largely having to do with the expanded benefits 
and lower cost-sharing available to beneficiaries 
through MA plans. In this regard, MA has been an 
essential avenue for updating Medicare’s benefit 
structure to bring it more in line with benefits 
commonly offered to the non-Medicare population 
through commercial health plans and employer-
provided coverage. As previously noted, adding 
benefits such as hearing, vision, and dental coverage 
to Medicare, for example, would require an act of 
Congress, a goal that has been proposed in the past 
but not yet achieved (although as noted, a modest 
amount of dental coverage was added to traditional 
Medicare via CMS rulemaking). By contrast, if MA 
plans offer the benefits prescribed in Medicare Parts 
A and B, they can add other benefits to tailor their 
offerings to appeal to potential enrollees.

Lower costs: One key reason MA plans have been 
able to add benefits beyond is that, on average, they 

provide Part A and B benefits for less money 
than these benefits cost the U.S. 

government to provide 
through traditional 

Medicare, judging by the fact that almost 100 percent 
of MA plans bid below Medicare fee-for-service 
spending benchmarks for Parts A and B in 2024.72 
One well-regarded study found that, adjusting for 
enrollee mix, health care spending per enrollee 
in MA is 9 to 30 percent lower than in traditional 
Medicare,73 almost entirely because of lower health 
care utilization by MA enrollees. This lower spending 
due to lower health care utilization is partly due to 
the active management of care by MA plans and 
their contracted providers, and partly due to some 
“selection” into MA plans by relatively healthier 
employees. However, given that MA enrollment has 
shown particular appeal to specific racial and ethnic 
groups and is now “the dominant form of Medicare 
coverage for Black, Hispanic, and Asian or Pacific 
Islander beneficiaries” and, increasingly, for the 
dually eligible population,74 it is unclear how large a 
selection effect exists.

Higher payments: The flip side of this coin — that 
health care spending is lower for each MA enrollee 
than each traditional Medicare enrollee — is that 
MA plans are paid more per beneficiary to provide 
care than the U.S. government currently spends on 
care for each traditional Medicare enrollee. Much 
of the reason for this disparity stems from explicit 
government decisions to subsidize MA plans and 
encourage their expansion.75

For example, the so-called “benchmarks” against 
which MA plans bid to provide Parts A and B coverage 
have been explicitly set higher than county-level fee-
for-service spending in traditional Medicare in select 
counties, largely to encourage expansion of plans 
into lower-spending rural areas of the country. To 
encourage MA plans to deliver higher quality care and 
enable enrollees to comparison shop among plans, 
the Star Ratings program awards quality bonuses 
to plans that achieve high ratings; these bonuses 
amounted to $11.8 billion in 2024.76 

MA has been 
essential to updating 
Medicare’s benefits structure.



Risk Adjustment in 
Medicare Advantage 
Additional increases in government payments made 
to MA plans come from the risk-adjustment system 
established for MA by the U.S. government. This 
system is designed to ensure that plans and providers 
have incentives to care for sicker individuals rather 
than just healthier, less costly patients. Under risk 
adjustment, the per-enrollee payments made by 
the government to MA plans are adjusted upward or 
downward based on each enrollee’s diagnoses and 
demographic characteristics. In principle, then, plans 
are paid more to care for an MA enrollee who suffers 
from multiple chronic illnesses than for one who does 
not. As such, risk adjustment is a critical mechanism 
that “evens the playing field,” as the Centers for 
Medicare & Medicaid Services describes it, and 
removes any incentive that plans would otherwise 
have to avoid enrolling or caring for sicker patients.77

Diagnosis-based system: How much plans receive 
in risk adjustment payments depends in part on 
the diagnoses — and specifically, the diagnostic 
codes that map to so-called Hierarchical Condition 
Categories — that are captured by providers and 
plans about the MA enrollees for whom they care. 
Typically, when MA enrollees join plans, they select 
a primary care provider who conducts an initial 
visit, examines them thoroughly, and records any 
diagnoses that they enrollees have. Providers, and 
sometimes plans, may also send clinical teams to 
visit patients —often in their homes— to conduct so-
called health risk assessments that can help surface 
other health problems and diagnoses that may not 
have been discussed or disclosed in a regular office 
visit. Detailed records of the health care provided to 
MA enrollees — including clinical diagnoses, care, and 
treatments, and known collectively as “encounter 
data” — are then sent to CMS to determine 
appropriate risk adjustment payments. 

No comparable system of thoroughly documenting 
beneficiaries’ diagnoses exists in traditional 

Medicare — other than for total cost of 
care models in the traditional 

Medicare program, 
so a fully 

accurate comparison of diagnoses between enrollees 
in the two parts of the program isn’t possible. The 
claims data used to generate payment to providers in 
traditional Medicare “do not accurately capture many 
diagnoses and risk factors and reflect care patterns 
not necessarily representative of care in accountable 
health care organizations,” notes a recent report from 
the Duke-Margolis Institute of Health Policy.78

Nonetheless, the fact that MA plans have clear 
financial and operational reasons to thoroughly 
document diagnostic codes constitutes the incentive 
“to vigorously code diagnoses,” as various policy 
analysts have noted79,80; There is a built-in mechanism 
to adjust annually for increases in “coding intensity,” 
in that CMS is required by law to impose a coding 
intensity adjustment of a minimum of 5.9 percent, 
which effectively reduces risk scores by at least that 
amount annually.81 CMS retains the authority to raise 
the coding intensity adjustment further, as some 
analysts have argued is advisable.

The fundamental structure of the existing risk 
adjustment model in Medicare Advantage has been 
in place for nearly two decades and has undergone 
multiple revisions over the years to add or subtract 
HCC codes and alter the numerical weights assigned 
to them for the purposes of computing risk scores. 
In addition, CMS in 2023 adopted the latest major 
revisions to the risk adjustment model that dropped 
nearly 2,300 of some 74,000 diagnostic codes for 
various reasons, including its finding that many of the 
dropped codes did not accurately predict costs.

New model: This new, current risk adjustment model, 
known as Version 28 (V28), is being phased in during 
2024-2026 and has resulted in lower risk scores for 
MA enrollees and, as a result, lower risk adjustment 
payments to plans for many enrollees. To date, most 
MA plans appear to have adjusted to the changes 
by modestly increasing beneficiaries’ cost sharing or 
withdrawing from markets in which operations were 
deemed less attractive. Even as this version of the MA 
risk adjustment model is in its second year of a three-
year phase in, however, CMS has indicated that is 
preparing the next version of the model. As indicated 
in its Advance Notice of 2026 MA rate changes 
published in January 2025,82  it intends to use MA 
encounter data — the diagnoses, cost, and use data 
submitted by CMS to MA plans — to calibrate the 

next version of the model, and phase it in as early 
as 2027.Unlike MA, no 

broad system for 
recording diagnoses exists in
traditional Medicare.



Amid the recent risk adjustment changes and discussions about 
further refinements to the model, a fierce policy debate continues to 
rage about how much MA plans are still “overpaid” relative to traditional 
Medicare, and how much of this “overpayment” results from excessive 
diagnostic coding for the purposes of risk adjustment. To reduce the 
“overpayment,” meanwhile, some policy analysts have recommended 
specifically disallowing diagnostic coding for the purposes of risk 
adjustment that derives from approaches used by MA plans and 
providers, such as the health risk assessments or so-called chart 
reviews. (cite MedPAC recommendations here).

Beyond the annual coding intensity adjustment and the shift to V28, 
other measures have been contemplated to broadly attack the issues 
of upcoding or excessive coding. Organizations such as the Medicare 
Payment Advisory Commission and the Office of the Inspector General 
of the Department of Health and Human Services have pointed to 
tactics such as health risk assessments and chart reviews as a source of 
overpayment, allegedly because diagnoses coded for risk adjustment 
purposes are not always matched by clear documentation of any 
treatment that was provided.83

Evolution needed: More fundamentally, multiple parties have 
recommended evolving the current system of risk adjustment, and in 
general, refining the HCC-based coding system originally set up for 
the purposes of risk adjustment more than two decades ago. There 
are ample opportunities to improve the system and create less contentious “sources of truth” about MA enrollees’ 
conditions and health risks, and the realistic costs of caring for people and keeping them as healthy as possible.

America’s Physician Groups’ Perspective
As noted above, many APG member organizations are engaged in close partnerships with MA plans in which they 
are paid on a capitated basis by plans to care for MA enrollees. Because the amounts that they are paid by MA plans 
are derivatives of what MA plans receive from the government, they thus have a major stake in risk adjustment.

APG vigorously opposes inappropriate upcoding or overcoding of diagnoses purely for the purposes of boosting 
payment to MA plans and has advocated for increased resources for the federal government to prosecute 
fraudulent and abusive activity as well as to maintain a thorough set of Risk Adjustment Data Validation audits. 

At the same time, APG is also concerned about conflating the issues of inappropriate coding with coding that is 
necessary for capturing a 360-degree view of the patient’s present, and likely future, health status, particularly if 
adequate prevention and secondary prevention strategies are not carried out to prevent exacerbations of existing 
disease. APG is also concerned that the discussion of “overpayment” to MA plans neglects the realities of what is 
required to provide optimal care to the Medicare population — in particular, advanced primary care — and in ways 
that simply are not economically viable in the traditional Medicare program.

Physicians and other clinicians participating in Medicare are typically paid under the Medicare Physician 
Fee Schedule (MPFS), which compensates them on a fee-for-service basis for aspects of care that 

they provide. For various reasons, and as noted above, after adjusting for practice cost 
inflation, payment levels in the MPFS have fallen by a third since 2001. More 

broadly, the structure of the MPFS skews heavily in favor of procedures; 
rewards more cognitively oriented areas such as primary 

care less generously than procedure-oriented 
care such as surgery; and omits payment 

altogether for many services and 
service providers, such as 

FACT #6
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counseling by social workers, that are increasingly 
seen as integral to the provision of advanced 
primary care.

By contrast, APG member organizations operating 
in close partnerships with MA plans have different 
contractual relationships that essentially de-link 
payment from the MPFS and substitute for that 
capitated, per-beneficiary payments. The benefits of 
risk adjustment, in the form of higher payments for 
sicker enrollees, thus flow through to them directly 
from plans as part of these per-beneficiary payments. 
These relatively higher payments then afford APG 
member organizations the wherewithal to assemble 
broad primary care teams, including employment of 
personnel who can’t recoup payment directly from 
Medicare, such as pharmacists and social workers; 
develop the capacity to better coordinate care for 
enrollees, such as by employing designated care 
coordinators to ensure that patients secure needed 
tests or appointments with specialists; and develop 
the infrastructure to ensure that patients’ needs are 
met, such as creation of registries to track patients 
with specific chronic conditions and contact them 
proactively to bring them in for office visits.84

Benefits for patients: In this context, APG groups 
working in these partnerships with plans believe 
that they are best able to serve patients, and in ways 
that are not financially possible in the traditional 
fee-for-service Medicare program. They also believe 
that they achieve superior outcomes for patients, as 
demonstrated by the study referenced earlier (repeat 
citation here) and the lower hospitalization rates 
and other positive outcomes that result. From this 
perspective, if MA plans and consequently providers 
are being “overpaid” relative to traditional Medicare, 
the result is at least in part the provision of superior 
care to patients. Stated differently, what is often 
labeled “overpayment” is in fact more appropriate 
payment, and risk adjustment is part of making that 
appropriate payment possible.

APG groups also note that tactics such as health 
risk assessments and chart reviews that 

have come under fire for helping 
to generate inflated 

risk scores and 

overpayments are in fact used differently — and 
commonly — by medical groups themselves when 
they are in close partnership with MA plans. APG 
member organizations in at-risk relationships with 
MA plans will frequently send their own clinical 
teams to patients’ homes to conduct health risk 
assessments, and find these instrumental to 
uncovering some diagnoses, such as for behavioral 
health conditions, that are not always evident in a 
relatively brief office visit. They also point to many 
instances when it is important to capture diagnoses 
for conditions even if specific treatment is not 
immediately provided — for example, coding a cancer 
patient undergoing chemotherapy for neutropenia, 
in part to signal the need to be on guard against 
a patient developing other infections. Similarly, 
because of the complexities of coding, these medical 
groups also rely on internal chart reviews to ensure 
that their own providers have accurately captured MA 
enrollees’ diagnoses and therefore paved the way for 
patients to achieve appropriate risk scores.

Improvements needed: Nonetheless, APG groups 
agree that features of risk adjustment in MA can 
and should be improved, while preserving the 
fundamental principle that payment should be 
adjusted appropriately relative to patients’ conditions 
and relative costs of care. Aspects of risk adjustment, 
such as health risk assessments and chart reviews, 
can and should be preserved while at the same time 
bringing risk scores more clearly in line with actual 
and expected costs. Recommendations for how to 
achieve this goal follow in the “Recommendations” 
section below.

Prior Authorization
Prior authorization is a process through which 
health care providers obtain approval from a health 
insurance plan before a designated medical service 
or prescription drug to a patient. It is a standard 
feature of all commercial health insurance in the 
United States, including MA, especially for high cost 
services such as inpatient hospital and skilled nursing 
facility stays. But this key utilization management 
tool is used much less in traditional Medicare, where 
the so-called Medicare Administrator Contractors 
(MACs) — the nonprofit organizations that administer 
traditional Medicare claims — are charged with 

reviewing only a relatively narrow list of services for 
pre-authorization purposes.85 Health risk 

assessments and chart 
reviews can be important tools 
members in at-risk relationships 
with MA health. 



The growing number of prior authorization requests 
in MA in recent years86 has been a special pain point 
not only for beneficiaries, who may experience 
delays in receiving necessary care, but also for 
many of the nation’s health care providers, many of 
whom view PA as a major source of administrative 
burden.87 Numerous CMS regulations and proposed 
Congressional legislation have sought improvements 
in various aspects of PA, especially in the timeliness 
and efficiency of the process. APG has been 
supportive of many of these changes, in addition to 
bringing its unique perspective to bear on the utility 
of this essential tool.88,89

As noted above, multiple APG member organizations 
are engaged in close partnerships with MA plans 
through at-risk or “delegated” relationships. As these 
medical groups seek to manage risks and achieve 
quality metrics, they take on responsibility for prior 
authorization as well on behalf of both the MA 
enrollees whom they serve and their own providers 
giving the care. In APG member organizations’ 
view, it is essential to preserve PA as a utilization 
management tool, drastically improve its efficiency, 
and reduce administrative burden on providers. 
Further recommendations for improving PA are in 
the MA Recommendations section of this report.

Quality Bonuses and Star Ratings 
Medicare Advantage Star Ratings were introduced in 
2007 to help measure the quality performance of MA 
plans and to help potential enrollees choose a plan. 
Based on a five-star system, with five being the top, 
the ratings have undergone substantial evolution 
over the years, as various quality components were 
added to the measures while others have been 
retired. With the enactment of the Affordable Care 
Act, the ratings gained substantial value for MA 
plans, with CMS now using the ratings to adjust 
the benchmarks against which plans bid, as well as 
the share of the “rebate” (the difference between 

the benchmark and the plan bid) that plans can 
retain. The resulting bonus payments 

to plans totaled $12.9 billion in 
202390 before falling 

substantially in 

2024 due to changes made by CMS.

There are multiple issues with the quality bonuses 
and Star Ratings that are beyond the scope of this 
paper and its recommendations, beginning with the 
reality that it is not at all clear that the ratings capture 
higher quality in terms of improved health outcomes 
for MA enrollees. For example, CMS has made 
several recent major changes in its methodology for 
calculating the Star Ratings that have produced “an 
unprecedented decline in Quality Bonus Payments” 
and thus revenue cuts estimated to reach $5 billion 
in 2030.91 These revenue decreases for MA plans 
will ultimately affect both beneficiaries — most 
likely through plans’ benefits structure — and the 
provider groups contracted to care for MA enrollees, 
most likely through contractual arrangements for 
payment. The revision in Star Ratings could thus be 
deleterious to quality, but if this were to happen, it is 
doubtful that the existing set of ratings could even 
begin to capture this result.

For the purposes of this paper, APG thus focuses 
primarily on a more limited issue: the underlying 
quality metrics that make up the Star Ratings, 
which ultimately bear largely on the performance of 
medical and other provider groups contracted with 
MA plans.

At present, these metrics92 fall into five domains: 
“Staying Healthy “(screenings, tests, vaccines); 
managing chronic conditions (e.g., blood sugar 
control for patients with diabetes); member 
experience with health plan; member complaints 
and changes in the health plan’s performance; and 
health plan customer service, such as making timely 
decisions on appeals.93 Three new measures were 
added for 2026: Kidney Health Evaluation for Patients 
with Diabetes, Improving or Maintaining Physical 
Health, and Improving or Maintaining Mental Health.

Problematic measures: Although many of 
these aspects of MA plans probably do warrant 
measurement, their inclusion in the Star Ratings 
means that the ratings are mainly focused on health 
plan operations. To the degree that the measures 
focus on enrollees’ health, they are mainly process 
measures (e.g., were screenings performed, and tests 
administered), rather than being a more discrete set 
of outcomes measures that demonstrate improved 
health — and especially the health outcomes that 

matter most to patients. Since it is ultimately 
clinicians’ responsibility not just to carry 

Not all Star Ratings 
capture higher quality 
in terms of improved health 
outcomes.



out most of the interventions that underlie the 
measures, but also to “deliver” improved health, 
this paper offers recommendations for how CMS 
can better test and consult with stakeholders as it 
contemplates adding new measures to Star Ratings 
and retiring older ones.

In addition to recommending new Star Ratings 
measures, APG also offers recommendations for 
changes in the methodology that CMS uses to 
calculate its current ratings. These are contained in 
the next section of this paper.

Supplemental Benefits 
The additional benefits available to MA enrollees are 
clearly a draw for many beneficiaries who sign up for 
MA plans, with the value of these benefits currently 
estimated at $64 billion annually (roughly 17 percent 
of total government payments to plans).94 The most 
longstanding benefits offered have been for dental, 
vision, and hearing coverage, but in recent years, CMS 
has added such benefits as in-home support services 
by home health aides and caregiver supports, while 
Congress authorized so-called Special Supplemental 
Benefits for the Chronically Ill (SSBCI) such as food 
and produce benefits, transportation for non-
medical appointments, and financial support for 
living expenses, such as rent or utilities. These SSBCI 
benefits must be targeted to enrollees with specific 
health conditions, ranging from autoimmune 
disorders, to dementia, HIV AIDS, and other 
chronic conditions.95 

Benefits value: In general, APG’s member 
organizations, particularly those participating in 
at-risk contracts with MA plans, have appreciated 
the ability to offer some of these benefits. Several of 
them, such as provision of food, are directly related 
to patients’ health. Yet despite the apparent value 
of these benefits to many enrollees, it is in fact the 
case that less is known than would be desirable 
about which enrollees use these benefits, nor which 

of these benefits is most useful in achieving 
improved beneficiary health.

CMS in its various statements, requests for 
information, and rulemaking, has indicated that it 
seeks far more information on supplemental benefits 
— for example, by requiring MA plans to provide the 
agency with evidence of the efficacy of services that 
the plans offer as special supplemental benefits for 
the chronically ill (SSBCI).96 Congressional lawmakers 
have also introduced bills that would require MA 
plans to submit data to CMS on enrollees’ use of 
these benefits, as well as costs and payments for 
their use.97 APG has concurred with the thrust of 
much of CMS’s rulemaking and related proposals to 
require more transparency and evaluation of the role 
of supplemental benefits. 

Two-Sided Risk And Delegation 
From MA Plans to Providers 
As discussed, a growing body of evidence indicates 
that APG member organizations engaged in 
at-risk relationships with MA plans deliver superior 
outcomes for the MA enrollees who are cared for 
under these relationships.98 Yet the fastest growth 
to date in the MA marketplace is occurring 
among Preferred Provider Organization-type 
MA plans that pay providers on a fee-for-service 
basis, and at rates that are sometimes below those 
paid in traditional Medicare. 

These non-risk-based payment relationships are 
far easier for MA plans to administer, but far less 
satisfactory for the many APG member organizations 
that would prefer deeper partnerships and the more 
aligned incentives with MA plans that have also 
been shown to deliver superior results for patients. 
As noted earlier, the capitated/delegated payment 
relationships in which many APG groups participate 
with MA plans reenforce the benefits of MA.  These 
benefits include the dedicated resources available 
to them through risk adjusted payments that make 
possible advanced primary care strategies that can 
help avoid costly hospitalization, as well as utilization 
management tools such as prior authorization that 
help to weed out low-value care. 

Need for incentives: Thus, in the view of APG 
member groups, incentivizing more capitated/
delegated relationships between MA plans and 
providers should be seen as a core strategy for 
moderating excessive growth in Medicare 

spending while also improving outcomes 
for beneficiaries.



CMS has historically taken a hands-off approach to contractual 
issues between MA plans and providers, pointing to a so-called 
noninterference clause in federal law governing Medicare Advantage. 
Specifically, Section 1854(a)(6)(B)(iii) of the Social Security Act (the 
Act), commonly known as the “non-interference clause,” “prohibits 
CMS from requiring an organization to contract with a particular 
health care provider or to use a particular price structure for payment 
under such a contract.99 As CMS has previously noted, this stricture 
means that “the MA program today effectively functions as an 
[alternative payment model]-like arrangement” between CMS and 
MA plans, and that “the value-based incentives for insurers under MA 
may not always reach the provider(s) of care.”100

APG has long argued that CMS could operate within that stricture 
and still incentivize, although not require, more two-sided risk 
arrangements between MA plans and providers in the interests of 
having aligned payment models that reinforce accountability for 
quality and costs. An obvious way to encourage more two-sided risk 
arrangements between MA plans and providers would be to create 
an add-on to Star Ratings that rewarded plans that forged such 
arrangements with provider organizations. Alternatively, Congress 
could also change the law to give CMS more latitude in this direction. 
Additional recommendations in this vein appear in the Medicare 
Advantage Recommendations section of this report below.

FACT #7
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PART VI

RECOMMENDATIONS 
FOR MEDICARE

ADVANTAGE



Given the analysis above about key issues in Medicare Advantage, 
APG proposes the following recommendations for making substantial 
improvements in the program. 

Advancing At-Risk Payment Arrangements With Providers 

Recognizing the superior performance of at-risk relationships between 
MA plans and providers, CMS should actively encourage more of these 
relationships to form within the MA program. It should also reflect 
these arrangements as central to the strategy of having most Medicare 
beneficiaries in accountable relationships with providers. In 2019, for 
example, the Health Care Payment Learning and Action Network —the 
group of public and private health care leaders working to accelerate 
the growth of alternative payment models — set a goal of having 100 
percent of both traditional Medicare and Medicare Advantage enrollees 
receiving their health care under two-sided risk alternative payment 
models by 2025.101 Six years later, the nation remains well short of that 
goal — but staying on course to achieve it within a decade is more 
important than ever.

As noted, APG has periodically commented to CMS on the desirability 
of incorporating some measure of this type of accountability into 
the Star Ratings program. CMS should seek to have its legal counsel 
determine whether doing so would run afoul of the non-interference 
clause. If counsel determines that it does not, CMS could proceed to develop such a Star Rating, which would 
increase the financial incentives for MA plans to move in this direction. Alternatively, should examine alternative 
means for incentivizing these relationships and spreading the two-sided risk, or “delegated” model.

Improving Risk Adjustment 

Again, as noted in the above analysis, risk adjustment is at once fundamental to Medicare Advantage; an avenue for 
sending more funds into the program to deliver optimal care to enrollees; and a possible source of “overpayments” 
when the tactic is subject to abuse. In APG’s view, it is imperative to move to a new system of risk adjustment in 
which less contentious “sources of truth” about MA enrollees’ conditions and health risks are matched by funding 
that reflects the realistic costs of caring for these enrollees.

To achieve this new system, while taking steps in the interim to make the current system more viable and fully 
credible, APG recommends the following:

1.  Evaluate the effects of full implementation of V28. 
 CMS adopted the major revisions to the previous risk adjustment model, known as V24, in 2023, and scheduled 

a three-year phase in of the new model, V28, which will be fully in effect as of 2026. MA plans have responded 
to the first two years of the phase-in, 2024 and 2025, as well as to changes in Star Ratings, by scaling back some 
benefits for enrollees and exiting unprofitable markets. It is unclear what additional steps they will take for the 

fully-phased-in year 2026. 

 Because changes in payment to MA plans flows through to their contracted provider groups, 
APG member organizations have not been immune from the resulting payment 

pressures. At a time of rapid practice cost inflation, particularly for labor, any 
worsening of these payment pressures may imperil the ability of 

APG member organizations to retain robust primary care 
capabilities for their most chronically ill 

MA enrollees. 

FACT #8

The nation remains 
well short of the 
goal set in 2019 of 
having all Medicare 
beneficiaries — 
including those in 
MA   in two-sided risk 
alternative payment 
models by 2025.



 APG recommends that CMS undertake of full 
implementation of V28 before making further 
large changes in the risk adjustment model. 
This evaluation should include a determination 
of whether clinical outcomes have worsened for 
diagnoses in which codes were eliminated and 
therefore revenue removed. A full evaluation report 
should be published and shared with stakeholders 
even as discussions and possible demonstrations 
proceed to test new risk adjustment models.

2.  Maintain robust Risk Adjustment Data 
Validation (RADV) audits and continue 
enforcement actions in instances of fraud 
and abuse. 

 There have been enough documented instances 
of actual fraud and abuse in MA risk adjustment102 
to warrant increased vigilance in this important 
area of payment integrity. Although the Risk 
Adjustment Data Validation audits carried out by 
CMS have been an important tool for identifying 
instances of inappropriate coding, the capacity 
to carry out these audits is underfunded and 
therefore, underutilized, recouping only a fraction 
of potentially recoverable amounts. Congress 
should appropriate double or triple the amount 
currently dedicated to the audits — limited to 
just $43 million in 2023 — while the OIG, the 
Department of Justice and other federal agencies 
should continue and even ramp up their efforts to 
find and prosecute coding-related fraud.

3. Preserve HRAs and chart reviews under 
new guardrails, with clinician-certified 
documentation of both any resulting 
diagnoses and required care plans in 
enrollees’ electronic health records. 

 As noted in the above analysis, to correct 
inappropriate coding intensity in Medicare 
Advantage, MedPAC and others have proposed 
excluding diagnoses from risk adjustment that are 

documented only on health risk assessments 
(HRAs).103 Chart reviews have also 

been criticized as well as a 
means of generating 

inappropriate coding, particularly when these 
reviews have been carried out not by clinicians 
directly involved in the care of patients, but rather 
by outside entities retained by MA plans.104

 APG disagrees with proposals to disallow all coding 
for the purposes of risk adjustment that emerges 
from HRAs and chart reviews, and recommends 
that the ability to use these tools continue, but 
under a new set of guardrails, as follows:

 a. In general, clinicians directly involved in the care 
  of MA enrollees should conduct both HRAs and 
  chart reviews. To the degree that HRAs and 
  chart reviews are undertaken by any outside 
  entities — either those retained by MA health 
  plans or by provider groups themselves — a 
  clinician directly involved in the care of a given 
  enrollee should be required to certify approval 
  in the enrollee’s electronic health record of 
  any change or addition to diagnostic coding  

 that results from the HRA or chart review. 

 b.  Diagnoses captured through these mechanisms 
  must be matched in patients’ electronic health 
  records with care plans that spell out clearly 
  what will happen because of diagnosis capture.

 c.  The diagnoses, clinician certifications, and care 
  plans crafted to match them should be 
  auditable as part of an expanded set of  
  RADV audits.

4.  Transition to a new system that aligns 
risk adjustment with direct performance 
reporting from electronic health records or 
other achievable methodology, and better 
determinations of the actual costs inherent 
in caring for MA enrollees with various 
health conditions.

 In moving to a new risk adjustment model, CMS 
should develop alternatives transparently with 
stakeholders and test them prior to adoption. 

5.  Building on the recommendation above, 
policymakers should refine the current 

 risk adjustment model, developing 
 various proposals to succeed the current 

system and testing them transparently 
before adoption.

It is essential to 
transition to a new risk 
adjustment system in 
Medicare Advantage.



As noted above, even as the current Version 28 of the MA risk 
adjustment model is in its second year of a three-year phase in, 
CMS has indicated that is preparing the next version of the model. 
Specifically, it intends to use MA encounter data — the diagnoses, 
cost, and use data submitted by MA plans to CMS — to calibrate the 
next version of the model, and phase it in as early as 2027. 

APG concurs with the recommendations of other organizations 
that the goal should be having “aligned, accurate electronic data 
for modernized risk adjustment and performance measurement” 
across Medicare Advantage and alternative payment models, 
such as Medicare Shared Savings Program (MSSP) ACOs.105 Various 
alternatives to current practices have been proposed, such as 
inferring diagnoses through analysis of Medicare claims and 
assigning risk scores to enrollees106 or drawing data directly from 
electronic health record systems to calibrate risk adjustment 
models.107 Policymakers should explore these and other proposals 
for modifying risk adjustment, testing the most promising ones in 
demonstrations and reporting the results transparently, as APG has 
previously recommended.108

Pilot tests needed: In addition, in recognition of an important reality 
— that “No well-established data standards exist for estimating the 
spending associated with valid clinical diagnoses for beneficiaries in 
non-FFS care delivery systems”109 — CMS should also invest time and 
resources in better understanding the actual resource use necessary 
to care appropriately for Medicare beneficiaries with various health conditions. APG submits that these appropriate 
resources will approximate what is currently spent in two-sided risk models to care for MA beneficiaries, but this 
proposition should be tested further. Toward this end, APG concurs with Duke-Margolis that CMS should “design 
and launch a pilot program through one or more independent contractors to use electronic health data from a 
range of accountable care providers in MA and [MSSP] to develop more representative measures of beneficiary 
resource use.”110

Because it could take multiple years to accomplish these objectives, an appropriate interim strategy would be to 
continue HCC diagnostic coding as a basis for risk adjustment, subject (1) to the guardrails described above for 
health risk assessments and chart reviews, and (2) to a requirement that any diagnosis captured for the sake of 
risk adjustment must be accompanied by a “care plan” documented in the electronic health record and subject to 
expanded RADV audits. Although it may seem that such a requirement would increase the administrative burden 
on provider groups, APG believes that it would be an appropriate interim step to assuage concerns that diagnostic 
coding does not always match up with treatment. Documented care plans can and should include specific 
discussions and rationales for circumstances in which a diagnosis does not necessarily lead to immediate action 
— such as when a diagnosis instead calls for “active surveillance” of a condition and plans for ongoing monitoring, 
rather than an intervention.

Improving Prior Authorization 
As discussed above, prior authorization is an essential tool in utilization management, and an 

important safeguard for patients and society alike. Used wisely, this tool can help secure 
the “right care for the right patient at the right time,” while also preventing 

the provision of low-value or no-value care that will be of minimal 
benefit, or even harm patients, while also driving up costs 

unnecessarily. But the tool must be used wisely; 
excessive burdens on providers and 

FACT #9

There are no well-
established ways 
of estimating the 
spending associated 
with valid clinical 
diagnoses in payment 
models that are not 
based on fee-for-
service — but these will 
be critical to devising 
better risk-adjustment 
systems in the future 



patients must be reduced; and rationales for care denials must be communicated transparently and quickly to both 
providers and patients by clinically competent professionals. 

Several important steps are needed, as follows: 

a. To improve the efficiency of the prior authorization process, the Improving Seniors’ Access to Care Act should be 
adopted into law, with the following provisions: For plan years beginning on or after January 1, 2027, MA plans 
that impose any PA requirements would have to establish an electronic PA program that provides for the secure 
electronic transmission of both PA requests from health care providers and suppliers to the MA plan, as well as 
the corresponding response from the plan to the provider or supplier.

b. Although CMS has adopted regulations to shorten the standard response time to prior authorization requests 
as of 2026 and is standardizing the electronic exchange of PA information as of 2027111 more should be done to 
induce greater efficiencies in prior authorization processes. The U.S. government is sending mixed messages to 
MA plans and provider groups engaged in prior authorization by simultaneously demanding greater efficiencies 
in the PA process, but with some lawmakers decrying the use of artificial intelligence to enable those greater 
efficiencies. It is well established that, used correctly, AI systems can uniquely recognize patterns in data and 
exceed human capacities to process gigabytes of data efficiently. Both the Congress and the agencies need to 
coalesce around a plan to spur the use of AI in prior authorization with appropriate audits and other guardrails.

c. There should be greater transparency and standardization of prior authorization criteria across MA plans and 
delegated providers to minimize excessive burden on providers and unwarranted delays and denials for patients. 
Congress should enact the provisions contained in the “Improving Seniors’ Timely Access to Care Act” that would 
require substantial reporting about prior authorization from MA plans to CMS.112 With this reporting in hand, 
CMS should conduct an audit across MA plans and delegated providers of the prior authorization required for 
the costliest services and medicines. A useful proposal in this regard is proposed legislation introduced by Sen. 
Sheldon Whitehouse (D-RI), which could be the basis of further discussions to shape a final proposal.113

d. Because patients are frequently flummoxed by prior authorization denials, both MA health plans and providers 
alike should take steps to increase the quality and timeliness of their communications with patients regarding 
the disposition of prior authorization requests and denials. These efforts would follow through on requirements 
of the Improving Seniors’ Timely Access to Care Act, which would require “adoption of transparent programs 
developed in consultation with enrollees and contracted providers and suppliers.”114

e. Medicare Advantage plans should be first, incentivized, and if such efforts are insufficient, required, to devise 
and adopt “gold card” programs for their contracted providers. Such programs simplify the approval process for 
designated medical services for providers who are in-network with insurance plans, and who have consistently 
maintained a high prior authorization approval rate over a period. 115 Approximately eight states now require 
gold card programs116; at least two MA organizations, including United Healthcare,117 have adopted them. and 
legislation has been introduced in Congress to require adoption at the federal level.118 CMS could incentivize 
the adoption of gold card programs via Star Ratings or require them via regulation. The agency should also 
encourage via incentives standardization of the parameters of gold card programs across MA plans — for 
example, agreement on the number and type of services covered under gold carding, as well as a pathway to 
increasing the number of services governed over time. 

Improving The Quality Bonus Program/Star Ratings 
As discussed above, although Star Ratings underpin the Medicare Advantage Quality Bonus Program, it is 

not at all clear that the ratings capture higher quality in terms of improved health outcomes for 
MA enrollees. Even so, the quality bonuses based on Star Ratings flow to MA plans, and 

any changes in these bonuses and ratings ultimately affect both beneficiaries 
and providers. As a result of changes in Star Ratings, MA enrollees 

may see changes in the benefits that they are offered by MA 
plans, while providers — including APG member 

organizations — can experience changes in 

MA plans should 
be incentivized to adopt 
more ‘gold card’ programs.



the payments they receive to provide care. Multiple recent changes 
in the Quality Bonus Program and Star Ratings have recently shaved 
revenues to many MA plans and are likely to do so in coming years.

APG recommends that CMS test new aspects of the Quality Bonus 
Program before it implements them, to afford time for plans 
and providers alike to understand the implications and adapt — 
including to the likely payment changes that frequently follow. 
Particularly with respect to the underlying quality measures, 
CMS should continue its process of seeking input ahead of time 
from stakeholders via requests for information before adopting 
new measures. It should also redouble its focus on a relatively 
parsimonious list of “measures that matter” along the lines of the 
Universal Foundation and prioritize measurement of outcomes that 
matter to MA enrollees and demonstrably improve their health. 

There is also a need to refine the underlying methodology of 
calculating Star Ratings, as is clear from ongoing legal disputes 
between MA plans and CMS. CMS should ensure that all MA plans 
are included in comparisons and that scores are predictable and 
transparent each year.

Evaluating Supplemental Benefits 
In general, APG’s member organizations, particularly those participating in at-risk contracts with MA plans, have 
appreciated the ability to offer some of these benefits. Several of these benefits, such as provision of food, are 
directly related to patients’ health. Yet despite the apparent value of these benefits to many enrollees, it is in fact 
the case that less is known than would be desirable about which enrollees use these benefits, nor which of these 
benefits is most useful in achieving improved beneficiary health. 

APG concurs with perspectives voiced by CMS and members of Congress that far greater understanding is needed 
on the role of supplemental benefits in improving beneficiaries’ health. APG recommends greater evaluation 
of and transparency around the costs and value of these benefits, which should be a prerequisite not just for 
continuing them within MA, but also for extending any benefits into the traditional Medicare program through 
ACOs, as this report discussed above. 

Conclusion
This report has described multiple issues in both the traditional Medicare program and in Medicare Advantage, 
drawing on the expertise that APG groups have developed in both parts of Medicare first, in Accountable 
Care Organizations and other alternative payment models in the traditional program, and second, in caring 
for Medicare Advantage patients in at-risk arrangements. If many of the recommendations in this report are 
enacted, both arms of the program will be improved, and the nation. the health care system, and patients alike 
will all benefit. 

The alternative to not moving forward on many of these recommendations is that the current adverse trends 
in Medicare will only be exacerbated further, to the detriment of national wellbeing. The growing imbalance 
in enrollment between traditional Medicare and Medicare Advantage will become greater. Accountability for 
quality and costs among health care providers will not grow and will arguably decline. Medicare beneficiaries’ 
health outcomes will not improve as they should. 

Without this accountability, the nation will spend more than ever on health care that, at best, is of indeterminate 
value, and at worst, is wasteful and even harmful to Medicare beneficiaries and others. The resulting opportunity 
costs will mean that fewer resources than ever will be devoted to other activities that society values, such as 
education, which have also been shown to be integral to long-term health. 

APG looks forward to working with policymakers of all political persuasions and at all levels to advance these 
recommendations further. America’s Physician Groups believe that the American people deserve no less.

FACT #10

A far greater 
understanding is 
needed about the 
impact of many 
MA supplemental 
benefits on patients’ 
health and outcomes. 
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