
 

www.kmcuniversity.com                                                                           (855) 832-6562                                                                           ©2017 KMC University All Rights Reserved 

 1 

Proper Use of Code S1001-Luxury Item, Patient Aware 

Often, providers that participate with various third-party payers find that the allowable fee schedule agreed to by 
contract may be lower than the cost of the Durable Medical Equipment item dispensed. In the case of orthotics for 
example, the fee schedule may allow $98/pair but the orthotics cost $150/pair. The fee schedule doesn’t allow for even 
a minimal profit on this or any other fixed costs the provider has. 

Participating providers may be able to use the HCPCS code S1001 - Deluxe item, patient aware (listed in addition to the 
code for basic item). If appropriate and with advance patient notice and agreement, the patient can opt for the higher 
level, luxury item (e.g., a Foot Levelers’ orthotic) and agree to pay the difference between the allowed amount and the 
provider’s actual charged fee.  

Every provider agreement is different; however, we believe that the components of the HIPAA Omnibus Updates 
published in 2013 clearly allows a patient to direct how a provider deals with the carrier. Figure 1 below is an example of 
a provider agreement with language explaining that an arrangement between a patient and the provider is permitted. 
This arrangement should allow the patient to use insurance benefits toward the total cost of the orthotics, then, with 
agreement up front, to pay the difference between that amount and the provider’s actual fee.  

 

If you want to consider occasionally using the S1001 billing option, we recommend taking the following steps: 

1) Check with your Provider Relations Department for any carriers with which the provider has a contract. Find out 
whether S1001 usage is addressed in the agreement or in the medical review policies. If possible, get all answers 
in writing.  

2) Consider writing to the Provider Relations Department to request an amendment to your agreement with them 
to permit billing for upgraded products that include advance-notice cost-sharing by the patient. A letter with 
sample language can be found on page 11 of the Foot Levelers Reference Tool titled Billing and Coding for 
Functional Orthotics. 

3) Create an Advance Notice document to be signed by patients in this situation. Outline the details and include 
the circumstances, the products, and the costs. Have this available for your patient to review and OK prior to 
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charging anything above the allowed amount and billing the S1001 code to the carrier. A sample template letter 
can be found on page 11 of the Foot Levelers Reference Tool titled Billing and Coding for Functional Orthotics.  

Note: KMC University clients can find a customizable letter to use in the KMC University Library. Ask your coach or 
account manager if you need assistance locating and/or customizing the letter.  

4) Submit the billing to the carrier using the correct HCPCS codes and amounts as in any other billing situation. 
Include the S1001 code on the same date of service with a .00 or .01-dollar amount charged (this amount 
depends on the requirements of your software or electronic billing service). See Figure 2 below for an example.  

5) Collect the correct amount from the patient, reflecting the difference between the actual charged fee and the 
amount paid by the carrier.  
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