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REIMBURSEMENT

Reimbursement
Reimbursement is the financial compensation that healthcare providers receive for 
providing patient services. This process uses various payment mechanisms, including fee-
for-service, capitation, bundled payments, and value-based reimbursement models. The 
reimbursement method is determined by payer policies, contractual agreements, and the 
type of healthcare services provided.

•	 Fee-for-service reimbursement compensates providers based on the quantity and 
complexity of services provided, as documented through medical coding. This model 
rewards service volume and intensity, potentially incentivizing providers to offer 
more treatments. 

•	 Capitation involves fixed payments per enrolled individual, regardless of the volume 
of services used. This model encourages providers to prioritize preventative care and 
cost-effective treatments. 

•	 Value-based reimbursement models connect compensation to quality metrics and 
patient outcomes, aligning financial incentives with providing high-quality, efficient 
care. These models aim to improve patient care while keeping costs low by rewarding 
providers for keeping patients healthy and reducing unnecessary interventions. 

Accurate medical coding is critical for determining appropriate reimbursement for services 
rendered and ensuring healthcare providers’ financial stability.

Resource-Based Relative Value Scale (RBRVS)
The Resource-Based Relative Value Scale (RBRVS) is a system used to determine how 
much health care providers should be paid for services they render, particularly under 
the U.S Medicare Program. The RVRVS was introduced in 1992 by the Centers for 
Medicare & Medicaid Services (CMS) and has since become the standard model for setting 
reimbursement rates. It is used by CMS and other payers. 1 
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The RBRVS assigns a relative value unit (RVU) to each medical service based on 
three main components:

1.	Physician work: Accounts for the time, effort, experience, and mental stress due to 
the potential risk to the patient required to perform a service. The physician work RVU 
is updated annually. 

2.	Practice Expense: This represents the operational costs of providing care, such as 
rent, equipment, supplies and staff salaries. It differentiates between expenses for 
services rendered in a facility (e.g. hospital) versus non-facility setting (e.g. doctor’s 
office). There is also a distinction between allocable and non-allocable expenses:

•	 Allocable expenses: Expenses that can be directly assigned to a specific service, 
department, or cost center, including,

•	 Medical supplies used specifically for a service

•	 Clinical equipment costs (e.g. X-ray machine)

•	 Labor costs (e.g. salaries for medical staff directly involved 
in delivering a service)

•	 Facility specific expenses such as operating rooms or labs 2  

•	 Non-allocable expenses: Expenses that benefit the entire practice or facility and 
cannot be directly linked to a specific service, patient, or department. These might 
include general administrative salaries, utilities and rent, and office supplies. 

3.	Professional Liability Insurance: This captures the cost of professional 
liability insurance, reflecting the level of risk and legal exposure associated with 
providing the service. 



CTRC Digital Health Payment Guide
DOOR 1 | August 2024

The California Telehealth Resource Center (CTRC) and all resources and activities produced or supported 
by the CTRC are made possible by grant number U1UTH42520-01-01 from the Office for the Advancement 
of Telehealth, Health Resources and Services Administration, DHHS. This information or content and 
conclusions are those of the CTRC and should not be construed as the official position or policy of, nor 
should any endorsements be inferred by HRSA, HHS, or the U.S. Government. 

3

Calculating Reimbursement 
The reimbursement rate for a particular service is calculated by multiplying the total RVUs 
for that service by a conversion factor (CF) (dollar amount set annually by CMS) and then 
adjusting for regional variations in costs that are referred to as geographic practice costs 
indices (GPCI). 3 The formula looks like this: 

Total RVUs = Physician Work RVU + Practice Expense RVU + Liability Insurance RVU

Payment = Total RVUs x RVUs conversion factor (CF) x GPCI

To see the most current Medicare RVU conversion factor and geographic practice costs 
index (GPCI) for your location, see the latest Physician Fee Schedule here. 

Differences Among Payers 

Relative Value Units (RVUs) can differ among payer types. Medi-Cal may use a modified 
version of the Medicare RVU or establish its own reimbursement methodology.  Updates 
may reflect budget changes, policy adjustments, or shifts in state priorities. See current 
Medi-Cal rates here. 

While many private insurers use the Medicare RVU system, they may also adjust the RVUs, 
conversion factors, or both. 

Differences Among Provider Types

•	 Physicians: Standard RVUs used in the RBRVS system are generally designed with 
physicians in mind. These RVUs account for the physician’s time, skill, and overhead. 

•	 Non-Physician Providers: Nurse practitioners (NPs), physician assistants (PAs), and 
physical therapists (PTs) may use the same RVU system, but their reimbursement 
rates are often adjusted to a percentage of the physician’s rate, such as 85% for NPs 
and PAs under Medicare. 

•	 Specialty Providers: Certain specialties that involve complex procedures, surgeries, or 
high-intensity care may have higher work RVUs assigned to the services they provide. 

•	 Primary Care Providers: Routine check-ups or managing chronic conditions tend to 
have lower work RVUs because they are generally less intensive and involve less 
risk. However, there is a growing trend to adjust RVUs to better reflect the value of 
primary care in supporting the health of populations. 4  

https://mcweb.apps.prd.cammis.medi-cal.ca.gov/rates?tab=rates
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