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10/8/2010   

Appellant at ALJ Level 

Radiological Associates of Sacramento 
Medical Group, Inc. 

ALJ Appeal Number 

1-879086821 + 7 others 

Beneficiary (if not the Appellant)   List attached 

Multiple 

ALJ Decision Date 

March 28, 2012 
Health Insurance Claim Number (HICN)* 

Multiple 

Specific Item(s) OR Service(s) 

Diagnostic tests (70551, 70553, 72141, 
72158, 74181) 

Provider, Practitioner OR Supplier 

Radiological Associates of Sacramento 
Medical Group, Inc. 

  Part A   Part B  

Basis for referral 

Any Case 

   Error of law material to the outcome of 

the claim  

   Broad policy or procedural issue of 

public interest 

CMS as a Participant 

   Decision not supported by the 

preponderance of evidence 

   Abuse of discretion 

Pre-BIPA 

   Decision not supported by 

substantial evidence 

   Abuse of discretion 

Rationale for Referral:  

Radiological Associates of Sacramento Medical Group, Inc. (Appellant) billed Medicare 

for magnetic resonance imaging (MRI) tests furnished to seven Medicare beneficiaries 

who had been admitted to the hospital as outpatients.1 Medicare initially paid for the 

tests but a Recovery Audit Contractor (RAC) subsequently determined payment was 

made in error because global payment cannot be made when these services are 

provided in a [hospital] facility. In all cases, the denials were upheld at the first two 

levels of appeal. 

On further appeal, the Administrative Law Judge (ALJ) allowed payment for the 

technical component of the MRI because, “The appellant has relied on the 

‘arrangement’ between the hospital and the appellant’s owned equipment to provide the 

outpatient diagnostic services, and, therefore, both the technical and professional 

components are sufficiently documented for Medicare reimbursement payable under 

Part B since the imaging was performed on an outpatient basis by the Radiological 

Associates, which owns the equipment…” ALJ decision at 9-15. 

The ALJ erred in allowing payment to a physician for the technical component of 

diagnostic tests furnished to hospital outpatients. Regardless of whether the Appellant 

used its own equipment to perform the tests, medical equipment used to perform the 

tests is a cost included in the outpatient payments made to the hospital.  

Radiology and other diagnostic services furnished to hospital outpatients are paid under 

the Outpatient Prospective Payment System (OPPS) to the hospital. Medicare Claims 

                                            
1
 In addition to the appeals of MRI services furnished to seven beneficiaries, the ALJ decision also 

addresses one appeal of a denial of hospice services that is not included in our request for review. We 
are sending all eight files to keep the administrative record intact.  
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Processing Manual (MCPM) (CMS Pub 100-4), Chapter 13, § 20.2.1; see also 42 

C.F.R. § 419.2(b)(4) (explaining costs included in the hospital outpatient prospective 

payment rates include “operating and capital-related costs that are directly related and 

integral to performing a procedure or furnishing a service on an outpatient basis 

[including] … medical and surgical supplies and equipment”). 

In addition, comments to the final rule implementing the physician fee schedule, 

instructions in the 2010 and 2011 physician fee schedules, and CMS manuals state Part 

B Medicare does not pay physicians for the technical component of the services at 

issue when furnished to patients in a facility setting. See 56 FR 59514, November 25, 

1991 (“If [diagnostic testing] services are performed in a hospital setting, the physician 

bills only for the professional component”); 74 FR 62015, November 25, 2009 and 75 

FR 73628, November 29, 2010 (“Services that have an ‘NA’ in the ‘Facility PE RVUs’ 

column of Addendum B are typically not paid using the PFS when provided in a facility 

setting. These services (which include … the technical portion of diagnostic tests) are 

generally paid under either the outpatient hospital prospective payment system or 

bundled into the hospital inpatient prospective payment system payment”).  

 

Background:  

Between November 8, 2010 and March 9, 2011, the Appellant furnished diagnostic tests 

to seven Medicare beneficiaries while the beneficiaries were hospital outpatients. The 

Appellant billed the Medicare contractor with the following Current Procedural 

Terminology (CPT) codes: 

70551 – Magnetic resonance (eg, proton) imaging, brain (including brain stem); without 

contrast material 

70553 – Magnetic resonance (eg, proton) imaging, brain (including brain stem); without 

contrast material, followed by contrast material(s) and further sequences 

72141 – Magnetic resonance (eg, proton) imaging, spinal canal and contents, cervical; 

without contrast material 

72158 -  Magnetic resonance (eg, proton) imaging, spinal canal and contents, without 

contrast material, followed by contrast material(s) and further sequences; lumbar 

74181 – Magnetic resonance (eg proton) imaging, abdomen; without contrast material(s) 

The claims paid initially. Later, HealthDataInsights Inc., the RAC for the Appellant’s 

billing area, determined payment was made in error because the “technical component 

is not payable to this provider under Part B when the patient is in a hospital inpatient or 

outpatient setting.” ALJ Appeal 1-879086821, Exh 2 at 4.2 In its July 27, 2011 request 

for redetermination, the Appellant argued, “You have asked for technical portion 

                                            
2
 We cite the administrative record in appeal 1-879086821. The bases for denial and appeal are 

substantially similar in all seven cases.  
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refunded. We should be reimbursed at a global rate since we have used our equipment 

& read the films. E/R does not have their own MRI facility & must use ours. Pls 

reprocess.”  Id. at 5. On September 29, 2011, the contractor affirmed the overpayment 

for the technical component of the test furnished to a hospital patient, explaining:  

Medicare guidelines state that Part B payment may not be made for a service billed in an 

office setting that falls on or within the admission and discharge date of a covered hospital 

outpatient visit. Medicare records show the beneficiary was treated as an outpatient on this 

date of service. An adjustment was done to allow the professional component of the 

procedure with a 26 modifier. 

This decision is based on the Medicare Claims Processing Manual (Pub. 100-04, Ch. 12, 

Section 20.4.2 and 100-04, Ch 13, Section 20.1 to 20.2.1). These policies provide the 

coverage criteria that determine whether payment for a service can be made.  

Exh 4 at 16. 

In its request for reconsideration, the Appellant asserted, “We are due the global rate of 

reimbursement as we has (sic) performed both the technical and professional portion of 

MRI. Please reprocess for technical portion as this was recouped by Medicare.” Exh 3 

at 11. In its December 12, 2011 unfavorable reconsideration decision, the QIC upheld 

the denials of the technical component, finding “the records do show the patient had an 

outpatient hospital stay on this date of service. The claim was billed for the technical 

component and only the professional component can be covered by Medicare Part B 

when the patient is in the hospital.” Exh 3 at 4. 

In its request for ALJ hearing, the Appellant again argued the “MRI unit is wholly owned 

& licensed as an imaging office & operated by RAS within that facility. We are due the 

global rate of reimbursement.” Exh 4 at 1. On March 28, 2012, the ALJ issued a 

favorable decision finding the Appellant may be paid the global rate for the services. 

The ALJ explained:  

Although Medicare payments for diagnostic radiology services in hospitals have two 

components: a technical component which is paid by Part A, and a professional component, 

paid by Part B, these services were performed by an independent diagnostic concern under 

an arrangement with the facility and the regulations on Part B services apply. The appellant 

is an independent imaging office, which is physically located at a hospital, and has an 

arrangement with the hospital to perform services to the hospital patients consistent with the 

regulatory definition of such arrangement and also performs diagnostic studies independent 

of the hospital. The appellant has relied upon the “arrangement” between the hospital and 

the appellant’s owned equipment to provide the outpatient diagnostic services, and, 

therefore, both the technical and professional components are sufficiently documented for 

Medicare reimbursement payable under Part B since the imaging was performed on an 

outpatient basis by the Radiological Associates, which owns the equipment. 

… the services at issue are sufficiently documented for Medicare reimbursement at the 

global rate, as rendered and as billed. 
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ALJ decision at 9-15.  

 

Applicable Law, Regulation, and Medicare Policy:  

I. Payment Under the Physician Fee Schedule  

Section 1848 of the Social Security Act (the Act) governs payment for physicians’ 

services under Medicare Part B, including establishment of fee schedules and 

instructions for determining relative values for physicians’ services. Payment is 

computed based on the relative value units (RVUs), geographic adjustment factor and 

conversion factor for each service. 42 C.F.R. § 414.20. To implement the physician fee 

schedule, CMS establishes uniform national definitions of services, codes to represent 

services, and payment modifiers to the codes, as well as uniform national ancillary 

policies necessary to implement the fee schedule. 42 C.F.R. § 414.40. Section 

1848(i)(1) prohibits review of “the establishment of the system for the coding of 

physicians' services under this section” as well as CMS’ determination of “relative 

values and relative value units” for services paid under the fee schedule. 

RVUs for practice expenses of a particular service vary depending on whether the 

service was furnished to patients in a facility (e.g., a hospital or SNF) or performed in a 

non-facility location (e.g. a physician’s office). 42 C.F.R. § 414.22(b)(5)(i)(A-B). In 

commentary to the final rule for the 2009 physician fee schedule, CMS explained, “The 

difference between the facility and nonfacility RVUs reflects the fact that a facility 

typically receives separate payment from Medicare for its costs of providing the service, 

apart from payment under the PFS.” 73 FR 69730, November 19, 2008.  

The final rule implementing the physician fee schedule discusses services that include 

both a professional and technical component: 

There are three types of physicians' services that have both professional and technical 

components. One group is diagnostic and therapeutic radiology services; the second is 

certain diagnostic tests that involve a physician's interpretation; and the third is made up of 

physician pathology services. If services are performed in a hospital setting, the physician 

bills only for the professional component. If a physician pathology service is performed in an 

independent laboratory, a global billing for both components is submitted.  

56 FR 59514, November 25, 1991.  

Chapter 13, §§ 20-20.2.3 of the MCPM set forth payment conditions for the professional 

component and the technical component of radiology services billed under Part B. The 

MCPM explains in pertinent part: 

20.1 - Professional Component (PC)  

Carriers must pay for the [professional component] of radiology services furnished by a 

physician to an individual patient in all settings under the fee schedule for physician services 

regardless of the specialty of the physician who performs the service. … 
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20.2 - Technical Component (TC)  

Carriers may not pay for the technical component (TC) of radiology services furnished to 

hospital patients. Payment for physicians’ radiological services to the hospital, e.g., 

administrative or supervisory services, and for provider services needed to product the 

radiology service, is made by the fiscal intermediary (FI)/AB MAC to the hospital as a 

provider service. 

FIs/AB MACs include the TC of radiology services for hospital inpatients, except Critical 

Access Hospitals (CAHs), in the prospective payment system (PPS) payment to hospitals. 

… 

Radiology and other diagnostic services furnished to hospital outpatients are paid under the 

Outpatient Prospective Payment System (OPPS) to the hospital. This applies to bill types 

12X and 13X that are submitted to the FI/AB MAC. 

  

II. Hospital Outpatient Prospective Payment System; Hospital Outpatient 

Services 

42 C.F.R. § 419.1(a) implements § 1833(t) of the Act “by establishing a prospective 

payment system for services furnished on or after July 1, 2000 by hospital outpatient 

departments to Medicare beneficiary who are registered on hospital records as 

outpatients.”  Under the hospital outpatient prospective payment system (OPPS), 

predetermined amounts are paid for designated services furnished to Medicare 

beneficiaries. 42 C.F.R. §419.2(a). 42 C.F.R. § 419.2(b) discusses costs included in the 

hospital outpatient prospective payment rates: 

The prospective payment system establishes a national payment rate, standardized for 

geographic wage differences, that includes operating and capital-related costs that are 

directly related and integral to performing a procedure or furnishing a service on an 

outpatient basis. In general, these costs include, but are not limited to— 

(1) Use of an operating suite, procedure room, or treatment room; 

(2) Use of recovery room; 

(3) Use of an observation bed; 

(4) Anesthesia, certain drugs, biologicals, and other pharmaceuticals; medical and surgical 

supplies and equipment; surgical dressings; and devices used for external reduction of 

fractures and dislocations; 

(5) Supplies and equipment for administering and monitoring anesthesia or sedation;  

(6) Intraocular lenses (IOLs); 

(7) Incidental services such as venipuncture; 

(8) Capital-related costs; 
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(9) Implantable items used in connection with diagnostic X-ray tests, diagnostic laboratory 

tests, and other diagnostic tests; 

(10) Durable medical equipment that is implantable; 

(11) Implantable prosthetic devices (other than dental) which replace all or part of any 

internal body organ (including colostomy bags and supplies directly related to colostomy 

care), including replacement of these devices; and 

(12) Costs incurred to procure donor tissue other than corneal tissue. 

Emphasis added. Section 1883(t) of the Act authorizes the Secretary to determine 

which services are included in payment under OPPS (with the exception of ambulance 

services which are paid under a separate fee schedule). MCPM, Chapter 4, §10.1.   

 

Discussion:  

Throughout the appeals process, the Appellant contended that payment was warranted 

because the Appellant used its equipment and read the films. Exh 2 at 5, 3 at 11. The 

ALJ found services payable because the Appellant: 

relied upon the “arrangement” between the hospital and the appellant’s owned equipment to 

provide the outpatient diagnostic services, and, therefore, both the technical and 

professional components are sufficiently documented for Medicare reimbursement payable 

under Part B since the imaging was performed on an outpatient basis by the Radiological 

Associates, which owns the equipment. 

ALJ decision at 9-15.  

The ALJ erred in allowing payment for the technical component of the MRI. CMS 

regulations, fee schedules and program instructions indicate Part B Medicare does not 

pay physicians for the technical component of the services at issue when furnished to 

patients in a facility setting. Similarly, instructions regarding OPPS state that radiology 

and other diagnostic services furnished to hospital outpatients are paid under the 

Outpatient Prospective Payment System to the hospital. MCPM, Chapter 13, § 20.2.1. 

Medicare pays for physician services based on a fee schedule. Section 1848(a) of the 

Act. The 1991 final rule implementing the physician fee schedule explains that 

diagnostic tests are one type of physicians’ service that has both professional and 

technical components. The final rule states, “If services are performed in a hospital 

setting, the physician bills only for the professional component. If a physician pathology 

service is performed in an independent laboratory, a global billing for both components 

is submitted.” 56 FR 59514, November 25, 1991.  

The Appellant billed for the services at issue with CPT codes 70551, 70553, 72141, 

72158 and 74181. The services were billed without modifiers, indicating Appellant was 

billing both professional and technical components. Addendum A to the 2010 and 2011 

physician fee schedules explains: 
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A modifier is shown if there is a technical component (modifier TC) and a professional 

component (PC) (modifier-26) for the service. If there is a PC and a TC for the service, 

Addendum B contains three entries for the code. A code for: the global values (both 

professional and technical); modifier-26 (PC); and, modifier TC. The global service is not 

designated by a modifier, and physicians must bill using the code without a modifier if the 

physician furnishes both the PC and the TC of the service. 

74 FR 62015, November 25, 2009; 75 FR 73628. Fee schedules also located at 

http://www.cms.gov/PhysicianFeeSched/PFSFRN/list.asp#TopOfPage. Addendum B to 

the 2010 physician fee schedule contains separate entries for 70551, 70553, 72141, 

72158 and 74181 when billed globally, with a TC modifier and with a 26 modifier. 

Addendum A to the 2010 physician fee schedule explains: 

Services that have an “NA” in the “Facility PE RVUs” column of Addendum B are typically 

not paid using the PFS when provided in a facility setting. These services (which include 

“incident to” services and the technical portion of diagnostic tests”) are generally paid under 

either the outpatient hospital prospective payment system or bundled into the hospital 

inpatient prospective payment system payment.  

Id. (emphasis added). Language in Addendum A to the 2011 physician fee schedule is 

identical to language in Addendum A of the 2010 physician fee schedule. See 75 FR 

63628, November 29, 2010. 

Whether the hospital chooses to outsource the testing or purchase and maintain the 

equipment itself is a financial consideration for the hospital. However, the hospital is 

responsible for furnishing the services (directly or under arrangement). Where the 

patient is in a covered outpatient stay, the hospital is obligated to furnish these services 

either directly or under arrangements, and Part B Medicare pays the physician only for 

the professional component of the test.  

Since the primary issue in this case was whether global payment could be made to the 

physician under PFS, the limitation on liability protection under § 1879 of the Act does 

not apply. Because payment made to the physician under the PFS (for the professional 

component) and to the hospital under OPPS (for the technical component) constitutes 

payment in full for the tests, the Appellant may not bill the beneficiaries for the costs of 

the tests.   

http://www.cms.gov/PhysicianFeeSched/PFSFRN/list.asp#TopOfPage
http://www.cms.gov/PhysicianFeeSched/PFSFRN/list.asp#TopOfPage

