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TELEMEDICINE

Medicare Reimbursement  
For Telemedicine
One reason telemedicine has been slow to catch on is that regulatory agencies still have 
a rotary-dial mindset in a broadband world.

By W. James Mac Naughton, Esq.

A large and growing body of clinical 
evidence shows that telemedicine 
improves health care outcomes and saves 

money.1 Common sense dictates that putting 
patients in front of doctors electronically instead 
of physically whenever possible saves time (and 
therefore money) as long as the quality of care is 
not compromised. Indeed, there is no technical 
reason in today’s connected world that most 
visits to a doctor’s office should be any more 
time-consuming or complicated than making a 
Skype call. However, most doctor visits remain 
time-consuming and complicated because the 
insurance coverage to pay for telemedicine is as 
antiquated as a rotary phone. 

All current health insurance programs came 
into existence during an era when interactions 
between health care professionals and patients 
were face-to-face and rotary phones were used to 
make appointments. Remote interactions were 
considered legitimate only when the distances 
were so great that there was no meaningful 
possibility for personal contact between a rural 
patient and an urban specialist. Thus insurance 
coverage for telemedicine currently covers only 
rural patients, and it covers them only under 
certain circumstances. 

Medicare is a case in point. The federal 
government is the Big Dog in financing medical 
care. Even before the advent of the Affordable 
Care Act, the federal government paid more than 
40 percent of all health care costs in the U.S. 

through Medicare, Medicaid and health care 
coverage for federal workers and the military. 
Medicare, which covers most Americans 65 and 
older, pays for about 20 percent of the national 
health care bill every year. This accounts for half 
of all federal expenditures. 

Medicare greatly influences the standard for 
what Medicaid does and does not cover and, to 
a lesser extent, influences what private insurance 
does and does not cover. 2 Medicare pays for the 
delivery of telemedicine only in rural areas. This 
sets the current level of expectations for other 
insurance reimbursements for telemedicine.

Medicare’s payment rules are set by 
federal regulation. The relevant regulation (47 
C.F.R. §410.78) authorizes reimbursement 
for telemedicine services to Medicare-eligible 
patients depending on (1) where the service 
is provided, (2) who provides the service, 
(3) what service is provided, and (4) what 
telecommunications facilities are used to 
provide the service.

LOCATION OF SERvICE 
Medicare will reimburse for medical services 
provided to Medicare-eligible patients located 
in a Health Professional Shortage Area (HPSA) 
or in a county outside a Metropolitan Statistical 
Area (MSA). These are, generally speaking, 
rural areas. HPSAs can be identified at http://
hpsafind.hrsa.gov/. Counties outside MSAs can 
be identified by downloading OMB Bulletin No. 

http://hpsafind.hrsa.gov/
http://hpsafind.hrsa.gov/
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10-02 from www.whitehouse.gov/sites/
default/files/omb/assets/bulletins/b10-
02.pdf. The OMB Bulletin identifies 
only counties located in MSAs, so a user 
needs to search a county name in the 
OMB Bulletin to determine whether the 
county is outside an MSA. 

Medicare reimbursement further 
depends on the nature of the place 
where the patient is located, known 
as the “originating site.” The location 
of the person providing the services 
is defined as the “distant site.” 
(Confusingly, physician-centric people 
in the telemedicine field call distant 
sites “hubs” and originating sites 
“spokes.”) The location of a distant site 
is irrelevant for determining eligibility 
for Medicare reimbursement, provided 
it is not on the same campus as the 
originating site. The location of the 
distant site may determine the amount 
of payment for services when there are 
geographic differences in Medicare 
reimbursement rates. 

Moreover, the originating site must 
be one of the following: the office of 
a physician or practitioner, a hospital, 
a critical access hospital, a rural 
health clinic, a Federally Qualified 
Health Center3, a renal dialysis center 
(including satellites) based in a hospital 
or critical access hospital, a skilled 
nursing facility or a community mental 
health center. With the exception of 
physician/practitioner offices and renal 
dialysis centers, originating sites are 
defined by federal law. An originating 
site may not be a home or an assisted 
living or senior housing facility unless a 
physician or practitioner has established 
an office at the location.

ELIgIBLE SERvICE PROvIDER
The person providing the service must 
be a physician, a physician’s assistant, 
a nurse practitioner, a clinical nurse 
specialist, a nurse-midwife, a clinical 
psychologist, a clinical social worker 
or a registered dietitian or nutrition 
professional. 

The person also must be licensed to 
provide those services at the originating 
site. So a California psychologist 
providing telemedicine services to an 
Oklahoma patient needs to be properly 
licensed in Oklahoma.

The medical examination of the 
patient is under the control of the 
physician or practitioner at the distant 
site. A health care professional is not 
required to be physically present with 
the patient at the originating site as 
a condition of payment. However, 
if the physician or practitioner at 
the distant site determines that 
the physical presence of another 
health care professional is medically 
necessary at the originating site, then 
that additional person will also be 
reimbursed by Medicare.

Note that registered nurses, speech 
pathologists, physical therapists and 
occupational therapists are not eligible 
for Medicare reimbursement of services 
provided by telemedicine.

ELIgIBLE SERvICES
Medicare reimburses for the following 
services: emergency department or 
initial inpatient consultations in 
hospitals and skilled nursing facilities 
(SNFs), follow-up inpatient telehealth 
consultations in hospitals and SNFs, 
office or other outpatient visits, 
subsequent hospital care services (but 
not more frequently than once every 
three days), subsequent nursing facility 
care services (but not more frequently 
than once every 30 days), individual 
psychotherapy4, pharmacologic 
management, psychiatric diagnostic 
interview examination, end stage renal 
disease–related services, individual 
and group medical nutrition therapy, 
individual and group diabetes self-
management training services, 
neurobehavioral status exam, 
individual and group health and 
behavior assessment and intervention, 
and smoking cessation. The details of 
billing codes and related matters are 
found in a fact sheet prepared by the 

Department of Health and Human 
Services, which can be downloaded 
from www.cms.gov/Outreach-and-
Education/Medicare-Learning-
Network MLN/MLNProducts/
downloads/TelehealthSrvcsfctsht.pdf.

TELECOMMUNICATIONS 
FACILITIES 
The telemedicine services must 
be provided by means of an 
“interactive telecommunications 
system,” defined as “multimedia 
communications equipment that 
includes, at a minimum, audio and 
video equipment permitting two-way, 
real-time interactive communication 
between the patient and distant site 
physician or practitioner.” Telephones, 
facsimile machines and electronic 
mail systems are specifically excluded 
from the definition of an interactive 
telecommunications system.

A televisit must occur in real 
time. The use of store-and-forward 
technology is limited to test sites in 
Hawaii and Alaska. The connection 
must be secure to comply with the 
Health Insurance Portability and 
Accountability Act (HIPAA).

PAyMENTS TO PROvIDERS 
Medicare pays the professionals who 
provide their services via telemedicine 
at the same rates as if they were 
meeting patients face-to-face. 
Medicare reimburses physicians or 
practitioners with the Physician Fee 
Schedule payment using the standard 
billing codes – Current Procedural 
Terminology (CPT) or the Healthcare 
Common Procedure Coding System 
(HCPCS) – appropriate for the service. 
The payment is based on the physical 
location of the distant site, or where the 
doctor is located.

Medicare reimburses telemedicine 
expenditures only under certain highly 
restrictive conditions – and private insurers 
tend to follow Medicare’s lead. 

http://www.whitehouse.gov/sites/default/files/omb/assets/bulletins/b10-02.pdf
http://www.whitehouse.gov/sites/default/files/omb/assets/bulletins/b10-02.pdf
http://www.whitehouse.gov/sites/default/files/omb/assets/bulletins/b10-02.pdf
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TELEMEDICINE
ThE SITE FACILITy FEE – A TOkEN gESTURE 
Of course, telemedicine visits incur costs other than physician 
fees. These include the costs of video monitors at the 
originating and distant sites and remote diagnostic tools such 
as stethoscopes, blood pressure cuffs and virtually any other 
device a doctor might use in the office to examine a patient. 
Bandwidth costs and the costs of installing and maintaining a 
network are also incurred. 

Medicare does not make any meaningful payment for 
connection costs. The originating site (not the provider of 
the service or the distant site) is reimbursed for a “telehealth 
originating site facility fee” that is intended to cover all 
the connection costs. The facility fee is currently capped at 
$24.24 per visit. As they used to say in the days of rotary 
phones, that and a subway token will get you downtown. This 
reimbursement model essentially asks the originating site to 
finance the connection costs out of its profit margin, which, 
in almost all cases, is very slim or nonexistent. It comes as 
no surprise, then, that telemedicine is not in widespread use, 
even in rural areas of the country.

A MODEST BOOST FROM ThE FCC
Last year, the Federal Communications Commission 
introduced the Healthcare Connect Fund, which will fund 65 
percent of the cost of installing high-speed telecommunications 

facilities and pay for ongoing monthly service charges in 
rural facilities, many of which are also eligible for Medicare 
reimbursement as originating sites.5 The FCC requires that a 
recipient of Healthcare Connect Funds be an eligible health 
care provider that pays 35 percent of the costs. Thus the $24.24 
reimbursed by Medicare as a facility fee for a telemedicine 
consult can garner an additional $45 in Healthcare Connect 
Fund monies. Stated another way, each telemedicine consult 
can generate $69.24 in federal subsidies for an originating 
site that meets both Medicare and Healthcare Connect Fund 
criteria. Time will tell whether this gives telemedicine the 
financial incentives it needs to flourish, even in the rural U.S.

ROOM FOR IMPROvEMENT
The current Medicare model for reimbursement for 
telemedicine needs to change if telemedicine is to realize its 
full potential. Many lessons can be learned by looking at the 
transition from rotary phones to VoIP. The most important 
lesson is that politics – not technology – is the driving force 
in the early stages of bringing new telecommunications 
technologies to the public. Today’s broadband community is 
healthy and robust because of technological innovation and the 
competition it brings. However, the change from the rotary dial 
status quo first started when MCI broke AT&T’s monopoly 
on telephony in the 1970s. MCI did that by changing the rules 
of the game at the FCC, not by inventing a better mousetrap. 
The federal government nurtured that change by financing the 
invention and deployment of Internet Protocol.

If, as the advocates of telemedicine claim, telemedicine 
brings efficiency to the delivery of health care, then that 
efficiency can be quantified and has a legitimate claim for 
reimbursement. Telemedicine will not achieve widespread use 
unless and until the stakeholders in telemedicine – the health 
care and broadband communities – join forces to lobby for 
change in health insurance policies and practices that actually 
encourage telemedicine, starting with the Medicare rules. The 
American Telemedicine Association has already done a great 
deal of work in this arena. (See www.americantelemed.org/
get-involved/public-policy-advocacy/policy-issues.) It is now 
time for the broadband community to step up and join  
that effort. v

ENDNOTES
1 See www.americantelemed.org/learn/telemedicine-case-studies.
2 Medicare is administered by the federal Centers for Medicare and 

Medicaid Services (CMS). For more information about CMS and 
telemedicine, go to www.cms.gov/Medicare/Medicare-General-
Information/Telehealth/index.html.

3 There are some restrictions on Federally Qualified Health Centers.
4 A clinical psychologist cannot bill for psychotherapy services that 

include medical evaluation and management services.
5 Entities eligible for Healthcare Connect Funds include rural public or 

not-for-profit hospitals, health clinics, community health centers and 
community mental health centers.
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