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APPENDIX D-MEDICARE PAYMENT POLICIES 
 

INTRODUCTION 
 

Medicare is the nationwide health insurance program for the aged and 
disabled. It consists of two parts.  Part A of the program, the Hospital Insurance 
program, covers inpatient hospital services, up to 100 days of post-hospital 
skilled nursing facility services and home health visits, and hospice services.  
Part B, the Supplementary Medical Insurance program, covers a broad range of 
medical services including physician services, laboratory services, durable 
medical equipment, outpatient hospital services and home health visits.  Part C 
provides managed care options for beneficiaries who are enrolled in both Parts 
A and B.   

Medicare has established specific rules governing payment for all covered 
services.  For example, the program pays for most acute inpatient and outpatient 
hospital services, skilled nursing facility services, and home health care under a 
prospective payment system (PPS); under PPS, a predetermined rate is paid for 
each unit of service adjusted for diagnosis or patient care needs.  Payment for 
physician services, clinical laboratory services, and durable medical equipment 
is made on the basis of fee schedules.  Certain other services are paid on the 
basis of reasonable costs or reasonable charges.  In general, the program 
provides for annual updates of the payment amounts to reflect inflation and 
other factors.  In some cases, these updates are linked to the consumer price 
index for all urban consumers (CPI-U) or to a provider-specific market basket 
(MB) index which measures the price of goods and services purchased by the 
provider.  

There are also rules regarding the cost-sharing which must be borne by 
beneficiaries.  For Part A, these costs are coinsurance and deductibles which are 
established annually.  For Part B, beneficiaries are responsible for a  
$100 deductible and a coinsurance payment of 20 percent of the established 
Medicare payment amounts. 

For most services there are also rules on amounts beneficiaries may be 
billed over and above Medicare’s recognized payment amounts.  Under Part A, 
providers agree to accept Medicare’s payment as payment in full and cannot bill 
beneficiary’s amounts in excess of the coinsurance and deductibles.  Under Part 
B, most providers and practitioners are subject to limits on amounts they can bill 
beneficiaries for covered services.  For example, physicians and some other 
practitioners may choose whether or not to accept assignment on a claim.  When 
a physician accepts assignment, Medicare pays the physician 80 percent of the 
approved fee schedule amount.  The physician can only bill the beneficiary the 
20 percent coinsurance plus any unmet deductible.  When a physician agrees to 
accept assignment of all Medicare claims in a given year, the physician is 
referred to as a participating physician.  Physicians who do not agree to accept 
assignment on all Medicare claims in a given year are referred to as 
nonparticipating physicians.  Nonparticipating physicians may or may not accept 
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assignment for a given service.  If they do not, they may charge beneficiaries 
more than the fee schedule amount on nonassigned claims; for physicians, these 
balance billing charges are subject to certain limits.  For some providers such as 
nurse practitioners, physician assistants, and clinical laboratories, assignment is 
mandatory; these providers can only bill the beneficiary the 20 percent 
coinsurance and any unmet deductible.  For other Part B services, such as 
durable medical equipment, assignment is optional; providers may bill 
beneficiaries for amounts above Medicare’s recognized payment level and may 
do so without limit. 

Because of its rapid growth, both in terms of aggregate dollars and as a 
share of the U.S. budget, the Medicare program has been a major focus of deficit 
reduction legislation considered by Congress in recent years.  With a few 
exceptions, reductions in program spending have been achieved largely through 
reductions in payments to providers, primarily hospitals and physicians that 
together represent about 63 percent of total program payments.  These 
reductions stemmed, but did not eliminate, year-to-year payment increases or 
overall program growth. 

The Balanced Budget Act of 1997 (BBA 97, P.L. 105-33) achieved 
significant savings to the Medicare program by slowing the rate of growth in 
payments to providers and by enacting structural changes to the program.  A 
number of health care provider groups stated that actual Medicare benefit 
payment reductions resulting from BBA 97 were larger than were intended, 
leading to facility closings and other limits on beneficiary access to care.  In 
November 1999, Congress passed a package of funding increases to mitigate the 
impact of some BBA 97 provisions on providers.  This measure, the Medicare, 
Medicaid, and SCHIP Balanced Budget Refinement Act of 1999 (BBRA), is 
part of a larger measure known as the Consolidated Appropriations Act for 2000 
(P.L. 106-113).  Further adjustments were made by the Medicare, Medicaid, and 
SCHIP Benefits Improvement and Protection Act (BIPA), part of the larger 
Consolidated Appropriations Act, 2001 (P.L. 106-554).  In addition to 
increasing Medicare payment rates, the subsequent legislation mandated the 
development or refinement of PPSs for different Medicare covered services. 

This report provides a guide to Medicare payment rules by type of benefit.  
It includes a summary of current payment policies and basic rules for updating 
payment amounts.  It also provides the most recent update information for each 
type of service.  
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at
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ra
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.  
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co
in

su
ra

nc
e 

ap
pl

ie
s. 
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C
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 p
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w
in

g 
pr

oc
ed

ur
es

 fo
r t

he
 e

ar
ly

 
de

te
ct

io
n 

of
 c

ol
on

 c
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 p
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 p
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 c
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r f
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e 

si
gm

oi
do

sc
op

y 
or

 sc
re

en
in

g 
co

lo
no

sc
op

y 
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 b
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s p
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 p
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 p
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 p
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 c
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 b
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r r
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r f
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t b
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 c
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 c
os

t-s
ha

rin
g 

ap
pl

ie
s;

 
ba

la
nc

e 
bi

lli
ng

 li
m

its
 a

pp
ly

 o
n 

no
n-

as
si

gn
ed

 c
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 p
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 p
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ra
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 p
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 C
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r c
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 d
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 p
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 p
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s m
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 c
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 p
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 p
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 b
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at
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 p
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 p
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 p
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6.
 D
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ab
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ed
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al
 E
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D

M
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D
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al
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m
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D

M
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 p
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d 
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m
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 c
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e 
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f 
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g 
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e 
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en

ts
:  
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d 
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en
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t o
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s r
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s c
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, f
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l l
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 fl
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 p
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 p
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 b
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r o
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 b
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 p
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 c
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t o
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 p
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pe
rc

en
t o

f 
th

e 
fe

e 
sc

he
du

le
 ra

te
s a

nd
 6

0 
pe

rc
en

t o
f t

he
 fe

e 
sc

he
du

le
 ra

te
s a

nd
 

60
 p

er
ce

nt
 o

f c
os

t o
r c

ha
rg

e 
ra

te
s. 

 
In

 2
00

6,
 th

e 
pa

ym
en

t w
ill

 b
e 

ba
se

d 
en

tir
el

y 
on

 th
e 

fe
e 

sc
he

du
le

.  
 

 Th
e 

fe
e 

sc
he

du
le

 e
st

ab
lis

he
s s

ev
en

 
ca

te
go

rie
s o

f g
ro

un
d 

am
bu

la
nc

e 
se

rv
ic

es
 a

nd
 tw

o 
ca

te
go

rie
s a

re
: 

ba
si

c 
lif

e 
su

pp
or

t (
B

LS
), 

em
er

ge
nc

y 
an

d 
no

ne
m

er
ge

nc
y;

 a
dv

an
ce

d 
lif

e 
su

pp
or

t L
ev

el
 1

 (A
LS

1)
, b

ot
h 

em
er

ge
nc

y 
an

d 
no

ne
m

er
ge

nc
y;

 
ad

va
nc

ed
 li

fe
 su

pp
or

t l
ev

el
 2

 
(A

LS
2)

; s
pe

ci
al

ty
 c

ar
e 

tra
ns

po
rt 

(S
C

T)
; a

nd
 p

ar
am

ed
ic

 A
LS

 
in

te
rc

ep
t (

PI
). 

 T
he

 a
ir 

am
bu

la
nc

e 
ca

te
go

rie
s a

re
: f

ix
ed

 w
in

g 
ai

r 
am

bu
la

nc
e 

(F
W

) a
nd

 ro
ta

ry
 w

in
g 

ai
r 

am
bu

la
nc

e 
(R

W
). 

 Th
e 

fe
e 

sc
he

du
le

 p
ay

m
en

t f
or

 a
n 

am
bu

la
nc

e 
se

rv
ic

e 
eq

ua
ls
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 b
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e 

ra
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r t

he
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ve
l o

f s
er

vi
ce

 p
lu

s  
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Pa
ym

en
t f

or
 m

ile
ag

e.
  G

eo
gr

ap
hi

c 
ad

ju
st

m
en

ts
 a

re
 m

ad
e 

to
 a

 p
or

tio
n 

of
 

th
e 

ba
se

 ra
te

 to
 re

fle
ct

 th
e 

re
la

tiv
e 

co
st

s o
f p

ro
vi

di
ng

 se
rv

ic
es

 in
 

va
rio

us
 a

re
as

 o
f t

he
 c

ou
nt

ry
.  

A
dd

iti
on

al
ly

, t
he

 b
as

e 
ra

te
 is

 
in

cr
ea

se
d 

fo
r a

ir 
am

bu
la

nc
e 

tri
ps

 
or

ig
in

at
in

g 
in

 ru
ra

l a
re

as
 a

nd
 

m
ile

ag
e 

pa
ym

en
ts

 a
re

 in
cr

ea
se

d 
fo

r 
al

l t
rip

s o
rig

in
at

in
g 

in
 ru

ra
l a

re
as

.  
R

eg
ul

ar
 P

ar
t B

 c
os

t-s
ha

rin
g 

ap
pl

ie
s. 

 
A

ss
ig

nm
en

t i
s m

an
da

to
ry
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1.
 H

om
e 

H
ea

lth
 

 
 

 
 H

om
e 

H
ea

lth
  

H
om

e 
he

al
th

 a
ge

nc
ie

s (
H

H
A

s)
 a

re
 

pa
id

 u
nd

er
 a

 p
ro

sp
ec

tiv
e 

pa
ym

en
t 

sy
st

em
 th

at
 b

eg
an

 w
ith

 F
Y

20
01

.  
O

ay
m

en
t i

s b
as

ed
 o

n 
60

-d
ay

 
ep

is
od

es
 if

 c
ar

e 
fo

r b
en

ef
ic

ia
rie

s, 
su

bj
ec

t t
o 

se
ve

ra
l a

dj
us

tm
en

ts
, w

ith
 

un
lim

ite
d 

ep
is

od
es

 o
f c

ar
e 

in
 a

 y
ea

r. 
Th

e 
pa

ym
en

t c
ov

er
s s

ki
lle

d 
nu

rs
in

g,
 

th
er

ap
y,

 m
ed

ic
al

 so
ci

al
 se

rv
ic

es
, a

nd
 

ai
de

 v
is

its
 a

nd
 m

ed
ic

al
 su

pp
lie

s. 
 

D
ur

ab
le

 m
ed

ic
al

 e
qu

ip
m

en
t i

s n
ot

 
in

cl
ud

ed
 in

 th
e 

H
H

 P
PS

. 
 Th

e 
ba

se
 p

ay
m

en
t a

m
ou

nt
 is

 
ad

ju
st

ed
 fo

r: 
(1

) d
iff

er
en

ce
s i

n 
ar

ea
 

w
ag

es
 u

si
ng

 th
e 

ho
sp

ita
l w

ag
e 

in
de

x;
 (2

) d
iff

er
en

ce
s i

n 
th

e 
ca

re
 

ne
ed

s o
f p

at
ie

nt
s (

ca
se

 m
ix

) u
si

ng
 

“h
om

e 
he

al
th

 re
so

ur
ce

 g
ro

up
s”

 
(H

H
R

G
s)

; (
3)

 o
ut

lie
r v

is
its

 (f
or

 th
e 

ex
tra

or
di

na
ry

 c
os

tly
 p

at
ie

nt
s)

; (
4)

 a
 

si
gn

ifi
ca

nt
 c

ha
ng

e 
in

 a
 b

en
ef

ic
ia

ry
’s

 
co

nd
iti

on
 (S

C
IC

) w
he

n 
th

e 
ca

re
 

ne
ed

s o
f a

 b
en

ef
ic

ia
ry

 in
cr

ea
se

  

 T
he

 b
as

e 
pa

ym
en

t a
m

ou
nt

, o
r 

na
tio

na
l s

ta
nd

ar
di

ze
d 

60
-d

ay
 

ep
is

od
e 

ra
te

, i
s i

nc
re

as
ed

 a
nn

ua
lly

 
by

 a
n 

up
da

te
 fa

ct
or

 th
at

 is
 

de
te

rm
in

ed
, i

n 
pa

rt,
 b

y 
th

e 
pr

oj
ec

te
d 

in
cr

ea
se

 in
 th

e 
ho

m
e 

he
al

th
 m

ar
ke

t 
ba

sk
et

 in
de

x.
  T

hi
s i

nd
ex

 m
ea

su
re

s 
ch

an
ge

s i
n 

th
e 

co
st

s o
f g

oo
ds

 a
nd

 
se

rv
ic

es
 p

ur
ch

as
ed

 b
y 

H
H

A
s. 

 Th
e 

O
m

ni
bu

s C
on

so
lid

at
ed

 a
nd

 
Em

er
ge

nc
y 

Su
pp

le
m

en
ta

l 
A

pp
ro

pr
ia

tio
ns

 A
ct

 (O
C

ES
A

) o
f 

19
99

 a
nd

 B
IP

A
 p

ro
vi

de
 fo

r t
he

 
fo

llo
w

in
g 

up
da

te
s:

 
 FY

20
01

 =
 M

B
 

FY
20

02
 =

 M
B

 –
 1

.1
 

FY
20

03
 =

 M
B

 –
 1

.1
 

FY
20

04
 a

nd
 su

bs
eq

ue
nt

 y
ea

rs
 =

 M
B

 
 

 F
or

 F
y2

00
4 

th
e 

up
da

te
 is

 th
e 

fu
ll 

m
ar

ke
t b

as
ke

t o
f 3

.3
 p

er
ce

nt
. 

 A
s r

eq
ui

re
d 

by
 B

IP
A

, p
ay

m
en

ts
 

w
er

e 
in

cr
ea

se
d 

by
 1

0 
pe

rc
en

t f
or

 
H

H
A

s s
er

vi
ng

 ru
ra

l b
en

ef
ic

ia
rie

s 
un

til
 M

ar
ch

 3
1,

 2
00

3.
  T

he
 

te
m

po
ra

ry
 ru

ra
l a

dd
-o

n 
be

ga
n 

A
pr

il 
1,

 2
00

1 
an

d 
co

nt
in

ue
d 

un
til

 
M

ar
ch

 3
1,

 2
00

3.
 

 In
 a

dd
iti

on
, a

s r
eq

ui
re

d 
by

 B
IP

A
, 

th
e 

so
-c

al
le

d 
15

 p
er

ce
nt

 re
du

ct
io

n 
w

en
t i

n 
to

 e
ff

ec
t o

n 
O

ct
ob

er
 1

, 
20

02
.  

Se
ct

io
n 

18
64

(b
)(

3)
(A

)(
i)(

II
I)

 o
f t

he
 S

oc
ia

l 
Se

cu
rit

y 
A

ct
 re

qu
ire

d 
th

at
 fo

r 
FY

20
03

, t
he

 p
re

-P
PS

 sy
st

em
 o

f 
co

st
 li

m
its

 b
e 

re
du

ce
d 

by
 1

5 
pe

rc
en

t a
nd

 th
en

 P
PS

 ra
te

s 
ad

ju
st

ed
 a

cc
or

di
ng

ly
, r

es
ul

tin
g 

in
 

an
 a

ct
ua

l d
ec

re
as

e 
of

 7
 p

er
ce

nt
 in

 
th

e 
PP

S 
pa

ym
en

t r
at

es
. 
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Su
bs

ta
nt

ia
lly

; (
5)

 a
 p

ar
tia

l e
pi

so
de

 
fo

r w
he

n 
a 

be
ne

fic
ia

ry
 tr

an
sf

er
s 

fr
om

 o
ne

 H
H

A
 to

 a
no

th
er

 d
ur

in
g 

a 
60

-d
ay

 e
pi

so
de

; (
6)

 b
ud

ge
t 

ne
ut

ra
lit

y;
 a

nd
 (7

) a
 lo

w
 u

til
iz

at
io

n 
pa

ym
en

t a
dj

us
tm

en
t (

LU
PA

) f
or

 
be

ne
fic

ia
rie

s w
ho

 re
ce

iv
e 

fo
ur

 o
r 

fe
w

er
 v

is
its

.  
Th

er
e 

is
 n

ot
 a

 
di

st
in

ct
io

n 
be

tw
ee

n 
ur

ba
n 

an
d 

ru
ra

l 
ba

se
 p

ay
m

en
t a

m
ou

nt
s. 

 Th
e 

H
H

R
G

 a
pp

lic
ab

le
 to

 a
 

be
ne

fic
ia

ry
 is

 d
et

er
m

in
ed

 fo
llo

w
in

g 
an

 a
ss

es
sm

en
t o

f t
he

 p
at

ie
nt

’s
 

co
nd

iti
on

 a
nd

 c
ar

e 
ne

ed
s u

si
ng

 th
e 

O
ut

co
m

e 
an

d 
A

ss
es

sm
en

t 
In

fo
rm

at
io

n 
Se

t (
O

A
SI

S)
.  

A
fte

r t
he

 
as

se
ss

m
en

t a
 b

en
ef

ic
ia

ry
 is

 
ca

te
go

riz
ed

 in
 o

ne
 o

f 8
0 

H
H

R
G

s 
th

at
 re

fle
ct

 th
e 

be
ne

fic
ia

ry
’s

 c
lin

ic
al

 
se

ve
rit

y,
 fu

nc
tio

na
l s

ta
tu

s, 
an

d 
se

rv
ic

e 
re

qu
ire

m
en

ts
. 

 H
H

A
s a

re
 p

ai
d 

60
 p

er
ce

nt
 o

f t
he

 
ca

se
-m

ix
 a

nd
 w

ag
e-

ad
ju

st
ed

 
pa

ym
en

t a
fte

r s
ub

m
itt

in
g 

a 
re

qu
es

t 
fo

r a
nt

ic
ip

at
ed

 p
ay

m
en

t (
R

A
P)

.  
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ay
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ol
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G
en
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 U
pd

at
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Po
lic
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M

os
t R

ec
en

t U
pd

at
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R

A
P 

m
ay

 b
e 

su
bm

itt
ed

 a
t t

he
 

be
gi

nn
in

g 
of

 a
 b

en
ef

ic
ia

ry
’s

 c
ar

e 
on

ce
 th

e 
H

H
A

 h
as

 re
ce

iv
ed

 v
er

ba
l 

or
de

rs
 fr

om
 th

e 
be

ne
fic

ia
ry

’s
 

ph
ys

ic
ia

n 
an

d 
th

e 
as

se
ss

m
en

t i
s 

co
m

pl
et

ed
.  

Th
e 

re
m

ai
ni

ng
 p

ay
m

en
t 

is
 m

ad
e 

w
he

n 
th

e 
be

ne
fic

ia
ry

’s
 c

ar
e 

is
 c

om
pl

et
ed

 o
r t

he
 6

0-
da

y 
ep

is
od

e 
en

ds
. 

 

  
  

 

  
2.

 M
an

ag
ed

 C
ar

e 
O

rg
an

iz
at

io
ns

 
 

 
 

 (a
) C

os
t C

on
tra

ct
s 

M
ed

ic
ar

e 
pa

ys
 c

os
t c

on
tra

ct
 h

ea
lth

 
m

ai
nt

en
an

ce
 o

rg
an

iz
at

io
ns

 (H
M

O
s)

 
an

d 
co

m
pe

tit
iv

e 
m

ed
ic

al
 p

la
ns

 
(C

M
Ps

) t
he

 a
ct

ua
l c

os
ts

 th
ey

 in
cu

r 
fo

r f
ur

ni
sh

in
g 

M
ed

ic
ar

e-
co

ve
re

d 
se

rv
ic

es
 (l

es
s t

he
 e

st
im

at
ed

 v
al

ue
 o

f 
re

qu
ire

d 
M

ed
ic

ar
e 

co
st

-s
ha

rin
g)

,  
 

 N
o 

sp
ec

ifi
c 

up
da

te
.  

C
os

t-b
as

ed
 

H
M

O
s a

re
 p

ai
d 

10
0 

pe
rc

en
t o

f t
he

ir 
ac

tu
al

 c
os

ts
. 

 N
o 

sp
ec

ifi
c 

up
da

te
.  

(H
ow

ev
er

, 
B

B
A

 in
cl

ud
ed

 p
ro

vi
si

on
s t

o 
ph

as
e-

ou
t c

os
t c

on
tra

ct
s. 

 S
in

ce
 

th
e 

pa
ss

ag
e 

of
 B

B
A

, t
he

 c
on

tra
ct

s 
ha

ve
 b

ee
n 

ex
te

nd
ed

; c
ur

re
nt

ly
, t

he
 

Se
cr

et
ar

y 
ca

nn
ot

 e
xt

en
d 

or
 re

ne
w

 
a 

re
as

on
ab

le
 c

os
t r

ei
m

bu
rs

em
en

t 
co

nt
ac

t f
or

 a
ny

 p
er

io
d 

be
yo

nd
 

D
ec

em
be

r 1
3,

 2
00

4.
) 
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) M
ed

ic
ar

e+
C

ho
ic

e 
C

on
tra

ct
s 

su
bj

ec
t t

o 
a 

te
st

 o
f “

re
as

on
ab

le
ne

ss
.”

 
In

te
rim

 p
ay

m
en

t i
s m

ad
e 

to
 th

e 
H

M
O

/C
M

P 
on

 a
 m

on
th

ly
 p

er
 c

ap
ita

 
ba

si
s;

 fi
na

l p
ay

m
en

t r
ec

on
ci

le
s 

in
te

rim
 p

ay
m

en
ts

 to
 a

ct
ua

l c
os

ts
. 

 A
 M

ed
ic

ar
e+

C
ho

ic
e 

(M
+C

) p
la

n 
ca

n 
be

 a
 c

oo
rd

in
at

ed
 c

ar
e 

pl
an

 (s
uc

h 
as

 a
n 

H
M

O
, a

 p
re

fe
rr

ed
 p

ro
vi

de
r 

or
ga

ni
za

tio
n,

 o
r a

 p
ro

vi
de

r 
sp

on
so

re
d 

or
ga

ni
za

tio
n)

, a
 p

riv
at

e 
fe

e-
fo

r-
se

rv
ic

e 
pl

an
, o

r a
 h

ig
h 

de
du

ct
ib

le
 p

la
n 

of
fe

re
d 

w
ith

 a
 M

+C
 

m
ed

ic
al

 sa
vi

ng
s a

cc
ou

nt
 (a

lth
ou

gh
 

th
er

e 
ar

e 
no

 M
ed

ic
ar

e 
M

SA
 p

la
ns

). 
 Fo

r e
ac

h 
en

ro
lle

d 
be

ne
fic

ia
ry

, 
M

ed
ic

ar
e 

pa
ys

 M
+C

 c
on

tra
ct

or
s a

 
pr

os
pe

ct
iv

el
y 

de
te

rm
in

ed
 m

on
th

ly
 

ca
pi

ta
tio

n 
pa

ym
en

t, 
w

hi
ch

 is
 b

as
ed

 
on

 th
e 

M
+C

 c
ap

ita
tio

n 
ra

te
.  

Th
is

 
ra

te
 is

 se
t a

t t
he

 h
ig

he
st

 o
f o

ne
 o

f 
th

re
e 

am
ou

nt
s, 

ca
lc

ul
at

ed
 a

nn
ua

lly
 

fo
r e

ac
h 

pa
ym

en
t a

re
a 

(g
en

er
al

ly
 a

 
co

un
ty

): 
1)

 a
 b

le
nd

ed
 ra

te
, w

hi
ch

 is
  

 

       Th
e 

M
+C

 ra
te

s a
re

 re
ca

lc
ul

at
ed

  
an

nu
al

ly
 y

 th
e 

m
et

ho
d 

de
sc

rib
ed

 
un

de
r “

G
en

er
al

 R
ei

m
bu

rs
em

en
t 

Po
lic

y.
” 

 Th
e 

na
tio

na
l g

ro
w

th
 p

er
ce

nt
ag

e 
is

 
th

e 
pr

oj
ec

te
d 

pe
r c

ap
ita

 in
cr

ea
se

 in
 

to
ta

l M
ed

ic
ar

e 
ex

pe
nd

itu
re

s. 
 

In
iti

al
ly

, w
he

n 
th

e 
M

+C
 p

ro
gr

am
 

w
as

 e
st

ab
lis

he
d,

 a
dj

us
tm

en
ts

 w
er

e 
m

ad
e 

to
 th

is
 p

er
ce

nt
ag

e 
ea

ch
 y

ea
r, 

as
 fo

llo
w

s:
 

19
98

 =
 0

.8
 p

er
ce

nt
ag

e 
po

in
ts

; 
19

99
 =

 0
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