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adjustment if more than 1 year has
elapsed since the last geographic
practice cost index revision. The
geographic practice cost indices were
first implemented in 1992 and were not
reviewed until 1994. We implemented
one half of the adjustment in 1995 and
will implement the second half of the
adjustment in 1996.

The Act requires that payments vary
among fee schedule areas according to
geographic indices. In general, the fee
schedule areas that existed under the
prior reasonable charge system were
retained under the fee schedule. A
detailed discussion of fee schedule areas
can be found in the June 5, 1991
proposed rule (56 FR 25832) and in the
November 25, 1991 final rule (56 FR
59514). We are required by section
1848(e)(1)(A) of the Act to develop
separate indices to measure relative cost
differences among fee schedule areas
compared to the national average for
each of the three fee schedule
components. While requiring that the
practice expense geographic practice
cost indices and malpractice geographic
practice cost indices reflect the full
relative cost differences, the Act
requires that the work indices reflect
only one-quarter of the relative cost
differences compared to the national
average.

B. Published Changes to the Fee
Schedule

We published a final rule on
November 25, 1991, (56 FR 59502) to
implement section 1848 of the Act by
establishing a fee schedule for physician
services furnished on or after January 1,
1992. In the November 1991 final rule
(56 FR 59511), we stated our intention
to update RVUs for new and revised
codes in the American Medical
Association’s Physicians’ Current
Procedural Terminology (CPT) through
an “interim RVU” process every year.
The updates to the RVUs and fee
schedule policies follow:

* November 25, 1992, as a final notice
with comment period on new and
revised RVUs only (57 FR 55914).

« December 2, 1993, as a final rule
with comment period (58 FR 63626)
announcing revised payment policies
and RVUs for 1994. (We solicited
comments on new and revised RVUs
only.)

« December 8, 1994, as a final rule
with comment period (59 FR 63410) to
revise the geographic adjustment factor
values, fee schedule payment areas, and
payment policies and RVUs for 1995.
The final rule also discussed the process
for periodic review and adjustment of
RVUs not less frequently than every 5

years as required by section
1848(c)(2)(B)(I) of the Act.

Prior Federal Register Documents

The information in this final rule with
comment period updates information in
the following Federal Register
documents:

e June 5, 1991, proposed rule entitled
“Fee Schedule for Physicians’ Services”
(56 FR 25792).

*« November 25, 1991, final rule
entitled ““Fee Schedule for Physicians’
Services” (56 FR 59502).

« September 15, 1992, correction
notice for the 1992 fee schedule (57 FR
42491).

* November 25, 1992, final notice
with comment period entitled “Fee
Schedule for Physicians’ Services for CY
1993 (57 FR 55914).

e June 7, 1993, correction notice for
the 1993 fee schedule (58 FR 31964).

e July 14, 1993, proposed rule
entitled “‘Revisions to Payment Policies
Under the Physician Fee Schedule” (58
FR 37994).

* December 2, 1993, final rule with
comment period entitled ““Revisions to
Payment Policies and Adjustments to
the Relative Value Units under the
Physician Fee Schedule for Calendar
Year 1994” (58 FR 63626). (There were
two correction notices published for the
1994 physician fee schedule (July 15,
1994, 59 FR 36069) and (August 4, 1994,
59 FR 39828).)

e June 24, 1994, proposed rule
entitled ““Refinements to Geographic
Adjustment Factor Values and Other
Policies Under the Physician Fee
Schedule” (58 FR 32754).

* December 8, 1994, final rule with
comment period entitled “Refinements
to Geographic Adjustment Factor
Values, Revisions to Payment Policies,
Adjustments to the Relative Value Units
(RVUs) Under the Physician Fee
Schedule for Calendar Year 1995, and
the 5-Year Refinement of RVUs” (59 FR
63410). (There were two correction
notices published for the 1995
physician fee schedule (January 3, 1995,
60 FR 46) and (July 18, 1995, 60 FR
36733).)

e July 26, 1995, proposed rule
entitled ““Revisions to Payment Policies
Under the Physician Fee Schedule for
Calendar Year 1996 (60 FR 38400).

This final rule would affect the
regulations set forth at 42 CFR part 400,
which consists of an introduction to,
and definitions for, the Medicare and
Medicaid programs; part 405, which
encompasses regulations on Federal
health insurance for the aged and
disabled; part 410, which consists of
regulations on supplementary medical
insurance benefits; part 414, which

covers regulations on payment for Part
B medical and other health services; and
new part 415, which contains
regulations on services of physicians in
providers, supervising physicians in
teaching settings, and residents in
certain settings. We are making
technical and conforming amendments
to parts 411, 412, 413, 417, and 489.

C. Components of the Fee Schedule
Payment Amounts

Under the formula set forth in section
1848(b)(1) of the Act, the payment
amount for each service paid for under
the physician fee schedule is the
product of three factors: (1) A nationally
uniform relative value for the service;
(2) a geographic adjustment factor for
each physician fee schedule area; and
(3) a nationally uniform conversion
factor for the service. There are three
conversion factors (CFs)—one for
surgical services, one for nonsurgical
services, and one for primary care
services. The conversion factors convert
the relative values into payment
amounts.

For each physician fee schedule
service, there are three relative values:
(1) An RVU for physician work; (2) an
RVU for practice expense; and (3) an
RVU for malpractice expense. For each
of these components of the fee schedule
there is a geographic practice cost index
for each fee schedule area. The
geographic practice cost indices reflect
the relative costs of practice expenses,
malpractice insurance, and physician
work in an area compared to the
national average.

The general formula for calculating
the Medicare fee schedule amount for a
given service in a given fee schedule
area can be expressed as:
Payment=[(RVUwork X GPClwork) +

(RVUpractice expense X GPCIprar:tice
expense) T (RVUmalpractice X
GPCImaIpractice)] x CF
The conversion factors for calendar year
1996 appear in Addendum A. The RVUs
for calendar year 1996 are in Addendum
B. The GPCls are in Addendum D.

Section 1848(e) of the Act requires the
Secretary to develop geographic
adjustment factors for all physician fee
schedule areas. The total geographic
adjustment factor for a fee schedule area
is equal to a weighted average of the
individual GPCls for each of the three
components of the service. Thus, the
geographic practice cost indices reflect
the relative costs of practice expenses,
malpractice insurance, and physician
work in an area compared to the
national average. In accordance with the
law, however, the geographic
adjustment factor for the physician’s



