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Exploring the in-office ancillary exception to the physician self-
referral law

ISSUE: A provision in the physician self-referral law allows physicians to provide certain services—
such as imaging, physical therapy, radiation therapy, and pathology tests— to patients in their offices (the
in-office ancillary exception). In the proposed rule for the 2008 physician fee schedule, CMS noted the
growth of ancillary services in physician offices and asked for comment on whether this exception should
be changed. In this session, staff will discuss the in-office exception.

KEY POINTS: Several studies provide evidence that physicians order more ancillary services when
they have a financial interest in those services. The physician self-referral law prohibits physicians from
referring Medicare or Medicaid patients for “designated health services” (DHS)—such as imaging,
hospital services, radiation therapy, and physical therapy—to entities with which they have a financial
relationship, unless the relationship fits within an exception. The in-office ancillary exception allows
physicians and group practices to provide most DHS in their own offices, as long as they comply with
rules for supervision, location, and billing. GAO, CMS, MedPAC, and others have reported on the rapid
growth of imaging and other tests in physician offices in recent years, due to a number of factors.

ACTION: Commissioners should provide feedback to staff on future work.
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