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Original “fee-for-service” Medicare has several risks or coverage  
gaps that a new enrollee can mitigate in typically one of two ways:

1. Purchase one of several MediGap plan options along with an
appropriate Part D prescription drug plan that work with Original
“fee-for-service” (“FFS”) Medicare.  Premiums for these plans are
based upon the level of coverage you choose and where you live, or

2. Enroll into a Medicare Advantage plan which may have a
monthly premium as low as $0 per month.

Medicare Advantage plans essentially replace Original FFS Medicare. In FFS Medicare, the government  
pays the medical provider a fee for each service or procedure.  In Medicare Advantage, the government 
pays an insurance company one amount per member per month to manage their healthcare expenses.   
This payment model is called “capitation” which pays a set amount for each enrolled person whether  
or not that person seeks care.

HOW MEDICARE ADVANTAGE PLANS GET PAID
The government pays Medicare Advantage plans on a “per-member-per-month” (PMPM) basis. 
PMPM payments vary based on location, member health, and quality bonuses.

First, the federal government assigns a benchmark rate to each county to account for differences in 
costs of care. For example, New York City has a higher benchmark rate than Puerto Rico.

Next, plans calculate a “risk score” for each member based on his or her health status. The less healthy 
an enrollee is, the higher their risk score will be.

Plans can also receive bonus payments based on “Star” ratings given to them 
by the government. Star ratings are on a 5-star scale, reflecting member 

health and satisfaction. Plans with 4 or more stars receive a 5% Quality 
Bonus Payment (QBP). Small plans and new plans that have existed 

for less than 3 years receive a 3.5% QBP.

The benchmark rate, average risk score for patients in a plan, and 
QBP rate are then multiplied to determine a plan’s PMPM rate.

As of January 2019 the federal government currently pays insurers 
between $10,000 and $14,000 per year for each Medicare Advantage 

member on average.
Excerpts taken from Medicare.gov and cbinsights.com
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