
How a Medicare Physician Payment Is Calculated

Medicare Physician Fee Schedule (MPFS) — the payment formula, step by step

Payment  =  [ (Work RVU × Work GPCI)  +  (Practice Expense RVU × PE GPCI)  +  (Malpractice RVU × MP GPCI)  ]  ×  
Conversion Factor

WORK

Component 1

Work RVU  ×  Work GPCI

The physician's time, skill, and effort to 
perform the service.

PRACTICE EXPENSE

Component 2

PE RVU  ×  PE GPCI

Clinical staff, rent, supplies, and 
equipment used to deliver care.

MALPRACTICE

Component 3

MP RVU  ×  MP GPCI

Professional liability (malpractice) 
insurance cost.

+ +

Add the three geographically adjusted components  →  a bracketed subtotal

[  Sum of the 3 components  ]
total adjusted RVUs × Conversion Factor

national $ per RVU, set yearly = PAYMENT
amount Medicare pays

RVU = Relative Value Unit      GPCI = Geographic Practice Cost Index      PE = Practice Expense      MP = Malpractice
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According to CMS' specialty impact table, the cuts in this rule will have an outsized impact on 
orthopaedic surgeons:

• CMS released the CY2027 Medicare Physician Fee Schedule (MPFS) Proposed Rule on July 14

• The qualifying APM CF will be $33.1693 (a -1.19 percent reduction from CY 2026)

• The nonqualifying APM CF will be $32.8409 (a -1.68 percent reduction from CY 2026)

• According to CMS’s specialty impact table, this rule will have an outsized impact on orthos
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We will be closely examining several policies and how they contribute to this cut:

• CMS is proposing to reduce payment when a separately identifiable office/outpatient evaluation 
and management (E/M) visit is furnished by the same physician (or a physician in the same 
practice) on the same day as a 0-, 10-, or 90-day global procedure. The most expensive service 
(either surgical or E/M visit) would be paid at 100% and all other surgical procedure(s) or E/M 
visit(s) furnished on the same day would be paid at 50%.

• Changes to the final step of the PE RVU calculation methodology that would reduce reliance on 
the 2007 practice expense per hour (PE/HR) data by phasing in a PE stabilizer.

• CMS valuation reductions to key orthopaedic CPT codes (see table of the top 10 highest volume 
ortho codes attached from our consultants at Hart Health Strategies).
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AAOS will be

• drafting a robust comment letter pushing back hard on these policies (due September 14)

• requesting meetings with the Administration to discuss our concerns with the total joint 
arthroplasty codes devaluations and the modifier 25 proposal

• educating Capitol Hill on these impacts and asking them to weigh in with CMS

Individual AAOS members can 
• write Congress and CMS at this link
• Access our toolkit at this link
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