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Project Overview 

Medicare Physician Fee Schedule (PFS):  

Development of a Model for Valuing the Work Relative Value Units (RVUs) 
 

Purpose: The Centers for Medicare & Medicaid Services (CMS) has asked RAND to develop a 

validation model for the work component of the Medicare physician fee schedule and to test the 

model using a set of representative test codes.   

 

Background: In 2012, an estimated $87 billion in allowed charges will be paid under the 

physician fee schedule for services furnished to fee-for-service Medicare beneficiaries by 

physicians and other practitioners who bill independently for their services. The physician fee 

schedule uses relative value units (RVUs), a conversion factor ($34.04 per RVU in 2012), and 

various adjustments to determine the reimbursement for a given service. The relative resources 

that go into determining the RVUs for a given service are broken down into physician work, 

practice expense and malpractice expense.  The work component accounts for the practitioner’s 

effort through measures of time and intensity (i.e., cognitive effort and judgment, technical skill 

and physical effort, and stress due to potential patient risk) associated with providing a service.  

 

It is important that RVUs be accurately set under the physician fee schedule to assure access to 

medically appropriate services. If a procedure is overpriced, Medicare is wasting resources by 

paying more than it should and an incentive is created to provide unnecessary services. If a 

procedure is underpriced, it may be hard to obtain and lead to potential access problems. 

Moreover, systematic over- or underpricing of procedures furnished by particular specialties can 

distort overall compensation levels and affect the specialty choices made by new physicians.  

 

Under the current process for updating the relative value units (RVUs) for physician work, CMS 

considers recommendations for the American Medical Association’s Specialty Society Relative 

Value Update Committee (RUC), the Medicare Payment Advisory Commission (MedPAC) and 

others. Section 3134 of the Affordable Care Act requires that CMS establish a process to validate 

RVUs of physician fee schedule services and explicitly authorizes CMS to conduct the validation 

through surveys, other data collection activities, studies, or other analyses that would facilitate 

validation.  

 

Study Approach: During this two-year project, RAND will use available data to build a 

validation model to predict work RVUs and the individual components of work RVUs, time and 

intensity. The model design will be informed by the statistical methodologies and approach used 

to develop the initial work RVUs and to identify potentially misvalued procedures under current 

RUC and CMS processes. RAND will use a representative set of CMS-provided codes to test the 

model. RAND will consult with a technical expert panel on model design issues and the test 

results.    
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