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What’s Up with OPPS, Fee Schedules and 

Incident To?
Your facility should be paying attention to these CMS changes for 2014

By Duane C. Abbey, PhD, CFP

B
eginning with calendar year 2014, CMS has made 

significant changes for the Outpatient Prospective 

Payment System (OPPS).1 The changes involve 

Ambulatory Payment Classifications (APCs). For 

payment purposes in 2008, CMS started an initiative toward 

more bundling of services. This trend is growing rapidly and 

further bundling should be anticipated in the next several 

years.

CMS is moving APCs toward a prospective payment system, 

that is, more like Diagnosis Related Groups (DRGs). Ambulatory 

Patient Groups (APGs) were implemented in the late 1990s. APGs 

represented outpatient payment in which there was significant 

bundling or consolidation. Now, APCs are being moved to a 

closer alignment with APGs.

Whenever major changes are made, there are always 

compliance and auditing concerns. The major changes for 

APCs include:

 • All of the clinic visit CPT codes (99201-99215) have been 

collapsed into only one E/M code, namely G0463, for 

hospital clinic visits.

 • The two composite APCs for observation services (8003 

and 8004) have been collapsed into a single observation 

composite, 8009.

 • CMS is introducing the concept of comprehensive APCs 

for implementation in CY2015.

 • Increased packaging of a number of what CMS considers 

inclusive supplies and/or services.

1  See December 10, 2013 Federal Register, 78 FR 74825.

Increased packaging includes:

 • Drugs, biologicals and radiopharmaceuticals that 

function as supplies when used in a diagnostic test or 

procedure

 • Drugs and biologicals that function as supplies when 

used in a surgical procedure

 • Certain clinical diagnostic laboratory tests

 • Certain procedures described by add-on codes

 • Device removal procedures

The specific details can be found in Addendum P to APCs.

The development of a single hospital clinic visit code is 

certainly welcome for compliance purposes. In past years, 

the proper choice of the E/M codes for hospital clinic 

visits has been of real concern.2 However, there could be 

significant financial shifts for hospital clinic services.

Similarly, going to a single composite observation3 APC with 

a single payment may also have significant financial impacts.

You should be very sensitive to both compliance and 

proper reimbursement with all of these rather major 

changes. Be certain to review the revenue cycle and make 

certain that APC reimbursement is monitored and verified 

for accuracy.

2  Note that the RAC auditors could still go back three years relative to proper 

E/M coding for hospital clinic visits.
3  Technically, the new APC 8009 is for Extended Assessment and Management 

and is not titled as Observation.
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Medicare physician fee schedule

The Federal Register entry for the Medicare Physician Fee 

Schedule update was also a long entry with extensive 

discussions of a number of topics.4 New CPT and HCPCS 

codes and modifiers must always be addressed. Policy 

changes for telemedicine were also discussed.

Probably the most visible change is that through the 

Sustainable Growth Rate (SGR), the payment rate, through 

the conversion factor, should be going down about 20%.

However, as in past years, Congress has intervened. 

The bill entitled Pathway for SGR Reform Act of 2013 is 

actually increasing the conversion factor by 0.50%. The 

new conversion factor for CY2014 is $35.8228 up from 

$34.0230. Note that in the past when the conversion 

factor was adjusted upwards, there was a small 

percentage taken from both inpatient and outpatient 

Medicare payments.

Incident-to billing for physicians and hospitals

Incident-to billing and incident-to services were discussed in 

both the OPPS Update Federal Register and the MPFS update 

Federal Register. The use of the phrase "incident-to" is used 

for very different purposes in the Social Security Act. (See 

§1861(s)(2)(A) for physicians and §1861(s)(2)(B) for hospitals.)

For physicians in freestanding (i.e., not provider-based) 

clinics, incident-to billing involves the physician, or other 

qualified practitioner, billing for what subordinate staff 

performs under direct supervision. The subordinate staff 

must be employed by the physician or clinic. The change 

that the Medicare program has made is to require any 

subordinate staff meet state laws, rules and regulations.5

On the hospital side, hospitals are paid for services 

provided incident to those of a physician or other qualified 

practitioner. This is a major benefit category for hospitals. 

When services are provided on an incident-to basis, then the 

personnel performing these services must also meet state 

laws, rules and regulations.6 

Keep in mind that on the hospital side, personnel 

performing incident-to services need not be employed by 

the hospital. Any services performed by anyone that are 

incident-to services are paid to the hospital.

4  See December 10, 2013 Federal Register, 78 FR 74229.
5  See 78 FR 74410.
6  See 78 FR 75060.

While this requirement for subordinate staff, either in the 

physician-clinic setting or the hospital setting, may seem 

innocuous, as a healthcare auditor you should review any 

circumstances in which services are being provided by a 

multitude of healthcare personnel. There may be personnel 

who are otherwise qualified, but their designation does not 

fall under any state laws.

Note that this change by CMS comes just a year after CPT 

has introduced language for qualified healthcare professional 

and clinical staff member.7

From the CPT perspective, qualified healthcare personnel 

are those individuals who can separately report their 

services. Clinical staffs are healthcare providers who can 

provide services under the supervision of a physician or 

qualified healthcare professional. In general, the use of CPT 

codes requires that all such personnel, both professional and 

clinical, must meet applicable education, training, licensure, 

regulation and facility privileging.

While questions may be raised (e.g., what does supervision 

involve?), but clearly anyone providing healthcare services, 

whether or not they are under the supervision of someone 

else, must meet all applicable standards.

Now, what if we are dealing with a clinic staff member 

for whom there are no applicable rules or regulations? 

Who makes the determination as to whether they have 

the proper training, education and experience in order to 

provide services, even if under the supervision of a physician 

or qualified nonphysician practitioner?

As a healthcare auditor, you should carefully review any 

circumstances in their setting relative to physician incident-

to billing and hospital payment for incident-to services. NP

7  See the AMA publication 2013 CPT Changes: An Insider’s View page 3.

Whenever major changes are made, there are always compliance and auditing 

concerns.
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