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Introduction

It is the purpose of this brief report to describe and explain how

4pdicare pays for medical and other health services furnished by physicians

to patients.,covered by the Supplementary Medical Insurance, or Part B,

portion of the program.

Users of this brief summary may also wish to review a companion

multilith report entitled "How Medicare Pays Hospitals", 72-236 ED.
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How Medicare Pays for Doctors' Services

1. The Requirements of Law

Under the provisions of the Social Security Act, payments may be made

to or on behalf of persons insured under the supplementary medical insurance

program for expenses incurred by them for covered medical and other health

services furnished by physicians.

Sec. 1833(a) of the Act stipulates that, except for certain deductible

and coinsurance amounts that must be paid by beneficiaries, benefit payments

shall be made (with certain exceptions) on the basis of the "reasonable

charges" for the covered services. Sec. 1842 of the Act, which deals with

the use of carriers to administer the supplementary program, sets forth the

criteria to be used in arriving at the "reasonable charges" for specified

services. Regulations -establishing the criteria for the determination of

"reasonable charges" are contained in Subpart E, Part 405, Chapter III,

Title 20 of the Code of Federal Regulations.

2. Criteria for Determining "Reasonable Charges"

The "reasonable charge" for a specific service, in the absence of unusual

medical complications or certain other circumstances, can be--

(1) no higher than the individual practitioner's customary charge
for that service;

(2) no higher than the prevailing charges made for similar services
in the locality; and,

(3) no higher than the actual charge of the individual physician
rendering the service.

The law further provides that the."reasonable charge" for a service may

not exceed the charge applicable for a comparable service under comparable

circumstances to the policyholders or subscribers of the carriers which
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administer the supplementary program. The application of these criteria re-

quires that individual determinations must be made for each medical event,

taking into account the charges of the individual physician along with the

charges of the other physicians in the locality.

A charge that exceeds either the customary charge of the practitioner or

the prevailing charge in a locality, or both, may still be found to be reason-

able, if there are unusual circumstances or medical complications requiring

additional time, effort or expense to support such a charge, and if it is

acceptable practice in the locality to make such an extra charge.

3. The "Customary Charge"

The term "customary charge" refers to the uniform amount which a physician

charges the majority of cases for a specific medical procedure or service. In

determining this uniform amount, token charges for charity patients and sub-

standard charges for low-income patients are excluded. Likewise, exceptionally

high fees that are attributable to a patient's unusual ability to pay should

also be excluded. If a physician varies his'charges for a particular procedure

or service such that no one amount is charged in the majority of cases, the

carrier is required to exercise judgment to establish a customary charge for

such service and such physician. The customary charge for a specific service,

therefore, may vary from one physician to another.

The customary charges of a physician are not necessarily static amounts.

When a practitioner revises his patterns of charges, new customary charges for

specific procedures and services develop. When a carrier determines, on the

basis of adequate evidence, that a physician has changed his charges to the

public in general, the customary charges for that physician resulting therefrom

are recognized in subsequent reasonable charge determinations for his services.
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The revised charges become effective with the fiscal year beginning July 1, and

are based on the charge data developed by the carrier for the prior calendar

year.

4. The "Prevailing Charges"

The term "prevailing charges" refers to those charges for a procedure or

service which fall within the range of charges most frequently and most widely

used in a locality. The top of this range sets the overall limit on the

charges for such procedures or services that the carrier will accept as reason-

able for payment purposes, unless there are unusual circumstances or medical

complications. The prevailing charges are derived from the overall pattern

of charges existing in a locality and prevailing charges may differ from one

area to another.

By regulation, the prevailing limit on the reasonable charge for a service

has been set at a level no higher than is necessary to embrace the 75th per-

centile of the cases charged for that service in a locality. To illustrate,

if customary charges for an appendectomy in a locality were at five levels, with

10% of the services rendered by physicians whose customary charge was $150, 40%

rendered by physicians who charge $200, 40% rendered by physicians who charge

$250 and 5% by physicians charging in excess of $300, the prevailing limit would

be $250, since this is the level that, under regulations, would cover at least

75% of the cases.

Under provisions contained in P.L. 92-603, the prevailing charges recog-

nized for a locality can be increased in FY 1974 and thereafter only to the

extent justified by indices reflecting changes in the operating expenses of

physicians and in earnings levels.

The range of prevailing charges in a locality may differ for physicians

who engage in specialty practice compared with other practitioners. For example,

a cardiologist may charge $25 for a specific examination while a general
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practitioner's charge is $15 for a similar examination. Both charges may be

customary for each physician and fall within their respective prevailing charge

ranges in the locality. Each of these charges, therefore, might be accepted

as reasonable charges.

5. Examples of "Reasonable Charge" Determinations

Situation: the prevailing charge for a specific procedure ranges from
$80 to $100 in a certain locality.

--Dr. A's bill is for $75, although he customarily charges $80.
--Dr. B's bill is his customary charge of $85.
--Dr. C's bill is for $100, although he customarily charges $80, and

there are no special circumstances in the case.
--Dr. D's bill is his customary charge of $125.

The reasonable charge for Dr. A would be limited to $75, since under the
law the reasonable charge cannot exceed the actual charge, even
if it is lower than the customary charge and below the prevail-
ing charge.

The reasonable charge for Dr. B would be $85, because it is his customary
charge and it falls within the range of prevailing charges for
the locality.

The reasonable charge for Dr. C would be $80, because that is his customary
charge. Even though his actual charge falls within the range
of prevailing charges, the reasonable charge cannot exceed his
customary charge in the absence of special circumstances.

The reasonable charge for Dr. D could not be more than $100, the top of
the prevailing charges in the locality.


