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Two people with Medicare go to the doctor for the same issue. They have identical 

procedures, but one gets a bill for thousands of dollars more than the other. Why 

would this happen? Location, location, location. One was treated in an independent 

physician’s office, the other at a physician’s office that is owned by a hospital system 

and classified as a “hospital outpatient department” or HOPD.  

When it comes to bills, this is a distinction with a big difference. Where a person gets 

their health care, in particular for Part B outpatient services, can be as important in the 

price as what care they get. Medicare typically pays HOPDs more than freestanding 

physicians’ offices,i even when the services are the same.ii  

As explained below, payment differences like this create incentives for hospitals to buy 

up physician practices, ultimately shifting routine services to more expensive sites and 

driving up Medicare, taxpayer, and beneficiary spending.iii 

How Providers are Paid 

The Physician Fee Schedule 

Medicare pays independent providers who see patients with Original Medicare 

through the Physician Fee Schedule (PFS),iv a compendium of payment rates for various 

visits, tests, supplies, and procedures.v Despite its name, the PFS covers other types of 

providers than just physicians. For example, the PFS is also used to determine how 

Medicare will pay nurse practitioners or marriage and family therapists.  

Each year, the Centers for Medicare & Medicaid Services (CMS) proposes additions, 

deletions, and adjustments to the PFS and finalizes it after receiving public comment. 
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The list, and any changes, are intended to account for the labor of the provider, as well 

as overhead office costs like supplies and equipment.  

PFS In-Office Visits 

When providers see patients in freestanding 

offices, they receive the provider rate plus 

reimbursement for office expenses.vi  

For illustration, let’s assume the provider 

labor for a visit is $75 and the expected 

office expenses are $25.  

The total for that visit is $100. The default 

Medicare cost-sharing is 20%, so a Medicare 

beneficiary would generally be expected to 

pay $20 for this office visit. 

PFS Visits in Facilities 

When providers see Medicare patients in 

facilities, Medicare still pays for their labor 

using the PFS. But the providers do not get Medicare payment for overhead office 

costs because the services are not in the office and are assumed not to increase 

expenses for the office.vii Instead, the provider gets the out-of-office PFS rate, also 

called the “facility rate,” and another payment system usually comes into play.  

When the setting is a HOPD or an Ambulatory Surgical Center (ASC), the rest of the 

rate is controlled by the Outpatient Prospective Payment System (OPPS). 

The OPPS 

The OPPS is the standard for how Medicare pays for services provided in HOPDs and 

ASCs.viii As with the PFS, CMS adjusts the OPPS each year to account for changes in 

expected costs for these departments, including overhead, supplies, and equipment. 

While these rates cover the same types of expenses as those the PFS covers, there is a 

key difference: Medicare assumes it is more expensive to perform medical services in 

Provider Labor ($$)

Office Expenses ($)

PFS 

In Office

Provider Labor 
($75)

Office Expenses 
($25)

PFS 

In Office



© 2025 Medicare Rights Center                    Helpline: 800-333-4114                    www.medicarerights.org 

hospitals (including HOPDs) 

and ASCs than in a 

freestanding provider’s office 

and sets its rates accordingly.ix  

When providers work in 

facilities like HOPDs, they 

receive the PFS out-of-office 

rate, and the facility receives 

the higher OPPS rate. This 

means that even when the services and patient needs are otherwise the same,x care in 

a HOPD triggers a higher—even two or three times higher—total payment from 

Medicare than care in the same provider’s office.xi 

For example, in 2023, HOPDs were reimbursed an average of $332.62 for 

chemotherapy infusion, 2.5 times more than the $132.16 for in-office providers.xii The 

spread in other cancer treatments can be even greater.xiii 

As above, let’s assume that the provider labor for a visit is $75. But this time, the 

beneficiary is going to a HOPD for their visit. Instead of $25 for the provider’s office 

expenses, Medicare pays $105 for 

the HOPD’s expenses. This brings 

the total visit to $180 instead of 

$100 and hikes the beneficiary’s 

20% share from $20 to $36. 

What Is a Hospital 
Outpatient Department 
Anyway?  

A HOPD is a part of a hospital 

system that provides care that does 

not require an overnight stay. 

Generally, outpatient services are 

less complex than inpatient 
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services—those that require an overnight stay—and people can return home after the 

service or procedure.xiv 

HOPDs can be “on-campus” or “off-campus.” An on-campus HOPD is one that is close 

to the rest of the hospital, often in the same or an adjacent building. Off-campus 

HOPDs are farther away from the main body of the hospital. Sometimes, these off-

campus sites started as freestanding provider offices that a hospital system purchased 

and designated as an HOPD.xv 

What About Ambulatory Surgical Centers? 

ASCs provide outpatient surgical care. As with other outpatient services, ASC 

procedures do not require an overnight stay, so patients can go home the same day as 

their procedure.  

Like HOPDs, ASC rates are set in the OPPS.xvi In general, these rates are lower than 

those of HOPDs but higher than the PFS in-office rate.xvii Because ASCs are generally 

less expensive for patients, they can often compete effectively against HOPDs for these 

outpatient procedures. Provider payment is equivalent between the two facility types; 

for both HOPDs and ASCs, providers are reimbursed at the PFS out-of-office rate.  

Growth in HOPD Services  

HOPD services have become more popular over the years, and this has significant 

ramifications for people with Medicare since most beneficiary spending is based on 

coinsurance that changes as rates change. From 2012 to 2022, Medicare and 

beneficiary spending on hospital outpatient services increased by 73%, an average of 

5.6% per year.xviii  

From January 2019 to January 2022, hospital employment of physicians increased by 

nearly 60,000, resulting in 52.1% of physicians working for hospitals and health systems 

rather than in independent practice, compared to 46.9% in 2019.xix More strikingly, by 

January 2022, hospitals and health systems owned 53.6% of physician practices, up 

from 38.8% in 2019.xx  

These acquisitions have influenced provider behaviors, and Medicare beneficiaries 

receive more services in HOPDs than they used to.xxi Studies have found that 
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independent providers and those that are vertically integrated with a hospital—

meaning they are owned by the hospital or by another entity that owns both—have 

different referral and treatment patterns. Vertically integrated providers are more likely 

to refer patients to or treat patients in their hospital than independent providers are, 

eschewing both ASCs and keeping patients in-office at a higher rate.xxii In one study, 

providers who became vertically integrated after beginning to practice drifted away 

from ASC use, shifting procedures to HOPDs about 18% of the time in the four years 

after acquisition.xxiii The effect is more stark for providers who were never 

independently employed; vertically integrated providers were 65% less likely to use an 

ASC at all.xxiv 

The drift toward HOPDs is not just for surgical procedures. One analysis showed that 

vertical integration both increased the raw number of five diagnostic imaging and five 

laboratory tests, and also shifted sites of care from nonhospital to hospital settings. 

Combined over a four-year period, the excess Medicare reimbursement from this shift 

was an average $6.38 per imaging test, adding up to $40.2 million, and $0.57 per 

laboratory test, adding up to $32.9 million.xxv This study highlights how the growing 

trend of vertical integration, combined with differences in Medicare payment between 

hospitals and nonhospital providers, leads to higher Medicare spending. 

While providers themselves do not necessarily directly gain from changing care settings 

because of how the PFS and OPPS interact, the shift from offices to HOPDs increases 

Medicare’s payments. In the study above, a shift from in-office to HOPD settings 

triggered a 29% increase in outpatient reimbursement with no increase in the 

frequency of treatment.xxvi And since beneficiaries generally pay a percentage of 

Medicare’s expenses as coinsurance, such hikes raise beneficiary costs. MedPAC 

highlighted the example of office visits where a modest increase from 9.6% in HOPDs 

in 2012 to 13.1% in 2019 led to a jump in Medicare spending by $615 million and 

beneficiary costs by $150 million.xxvii 

This increased reimbursement for HOPDs, as opposed to freestanding provider offices, 

has historically incentivized hospitals to buy up provider practices and call their former 

freestanding offices “HOPDs.” This allows hospitals to collect OPPS payments for 

services at those sites while baffling and enraging patients who receive surprise bills 
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that reflect higher hospital-based prices for what looks like a standard freestanding 

office visit.xxviii 

Discussion 

One possible solution for this problem is for Medicare to adopt site-neutral payments. 

Under such a system, CMS would pay the same rate for the same service, regardless of 

where it is provided. MedPAC, an independent government agency that advises 

Congress about Medicare issues, estimated that inflated site-based payments 

increased beneficiary costs by nearly $1.7 billion and Medicare’s by $6.6 billion in 2019 

alone.xxix 

There are important limits to site neutrality. Higher-cost facilities are appropriate when 

services are more complex or when patients are more medically fragile. But the 

underlying premise of this approach appropriately recognizes that Medicare should not 

pay more without cause.  

Policymakers have taken an interest in site-neutral payments,xxx but reforms have 

historically been limited.xxxi In the Balanced Budget Act of 2015, Congress took steps to 

align rates paid to some HOPDs—those located “off-campus” from the hospital—with 

the PFS. However, lawmakers made so many exceptions for so many facilities that the 

change affects less than 1% of hospital outpatient spending.xxxii The Congressional 

Budget Office (CBO) estimates that ending these exemptions would save Medicare 

approximately $40 billion over 10 years.xxxiii  

Other changes could have an even bigger effect. For instance, MedPAC has 

recommended paying HOPDs the lower PFS rate for services that can be safely 

delivered in an office setting, such as routine visits and imaging.xxxiv According to CBO, 

this would generate an additional $100 billion in savings.xxxv 

The Government Accountability Office (GAO) estimates site neutrality changes like 

those outlined above could save Medicare $141 billion over 10 years,xxxvi while others 

put the number slightly higher at $153 billion, including $94 billion in lower beneficiary 

costs.xxxvii And some take a broader view, accounting for potential savings beyond 

Medicare, since other payers—like commercial insurance—often follow Medicare’s lead 

and would also likely lower payments.xxxviii 
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Unequal and irrational payment affects Medicare spending and drives up costs for 

people with Medicare—through premiums and coinsurance for unnecessarily expensive 

care—and other taxpayers.xxxix 

While higher rates for HOPDs may be appropriate in some instances, such as where the 

services or patient status increase risk or complexity, the current billing system does not 

allow for that nuance. Increased site neutrality for certain low complexity services would 

improve Medicare payment accuracy and generate significant savings while making 

vertical consolidation less attractive.  
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