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Check Out New Changes in E/M Codes, 
Extrapolation, Site of Service and CoPs
Billing for services should be getting easier, but don’t count on it
By Duane C. Abbey, PhD, CFP

T
he Office of the Inspector General (OIG) issued a 
report in May concerning physician Evaluation 
and Management (E/M)1 coding accuracy. The 
OIG audits involved cases from CY2010. While 

parsing all the specific statistics is not straightforward, one 
of the basic findings is that in 42 percent of the cases the 
E/M level was not correct. This includes overcoding as well as 
undercoding.

The OIG also found that high-coding physicians (physicians 
that have relatively high frequencies of high-level E/M 
codes) were also more likely to upcode and/or have 
insufficient documentation.

Based on audit findings, the OIG estimates Medicare 
inappropriately paid $6.7 billion just for CY2010. This figure, 
extended over three years, results in an amount certain 
to receive Recovery Audit Contractors (RACs) attention 
and increase their incentive to address the issue because 
they are paid on a percentage of overpayments and 
underpayments.

Conducting audits for proper E/M-level coding must be 
performed on a reasonably sized population of cases. 
For E/M audits, the process of statistical extrapolation is 
often used. This formal process must be used with great 
care. Thus, the RACs will need to invest some resources in 
establishing the protocols for addressing the propriety of 
E/M levels.

1 See http://oig.hhs/gov - OEI-04-1-00181. See the CPT code sequences 99201-
99205, new patient, and 99211-99215, established patient.

Note that the issue of proper E/M level for hospitals under 
the OPPS (Outpatient Prospective Payment System) is now 
moot because CMS has collapsed the ten E/M levels (99201-
99215) into a single code, G0643. Probably CMS will also 
simplify the ER levels (99281-99285) in coming years. As 
such, proper coding of E/M levels for hospitals is rapidly 
becoming a nonissue.

Statistical extrapolation
Statistical extrapolation is a formal mathematical process 
that involves auditing a sample of cases from a much larger 
universe of cases and then expanding the findings from the 
sample to the entire universe. When statistical extrapolation 
is used, great care must be taken to ensure that all of the 
formal requirements are being fulfilled. Because there are  
very different types of cases, the use of statistical extrapo-
lation must be explicitly designed for the given type of case 
at hand.

While statistical extrapolation is generally used by federal 
auditors to determine overpayment amounts, healthcare 
providers can likewise use this process to calculate the 
refund of overpayment amounts.

For instance, a hospital may determine there was an 
inappropriate use of a modifier that in some cases resulted 
in overpayments to the hospital. The situation may have 
occurred over a number of years and the claims population 
could go into the tens of thousands of cases. The hospital 
could apply statistical extrapolation by auditing a statisti-
cally valid sample to determine the amount to refund for the 
entire universe of cases.
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Internal auditors should carefully study the overall statistical 
extrapolation process.2 There can be instances where 
federal programs will attempt to inappropriately utilize 
this process. As an auditor, you may not fully understand 
the technicalities of the process, but you should be able 
to identify situations in which the process is improperly 
applied.

For instance, on June 2, 2014, the American Hospital 
Association issued a ten-page letter to Health and Human 
Services claiming improper extrapolation by Medicare 
Administrative Contractors relative to OIG audits. There are 
a number of different issues raised in this letter, but the 
bottom line is that if statistical extrapolation is to be used, 
then it must be used properly.

Site of service payment
The matter of having a single payment for a given service 
regardless of the site of service keeps arising. For instance, 
the payment for a clinic visit to a provider-based clinic is 
paid at a higher amount by Medicare than the same type 
visit to a freestanding, physician-based clinic. The OIG has 
studied this situation in the past and has included further 
consideration in their FY2014 Work Plan.

A recent example of this concept was raised by the OIG in 
a May 2014 report, A-05-12-00020. The report carries the 
rather impressive title:

Medicare and Beneficiaries Could Save Billions if CMS 
Reduces Hospital Outpatient Department Payment 
Rates for Ambulatory Surgical Center-Approved Surgical 
Center Payment Rates

The thesis of the report is that hospitals should receive 
the lower ASC payment rate for surgeries that could have 
been safely performed at an ASC even though surgeries 
were provided in a hospital setting. While CMS rejected 
this recommendation, you should be watchful for further 
examples of this concept that equalizes payment across 
different sites of service.

Update to Conditions of Participation
On May 12, 2014, CMS issued a final Federal Register 
entry3 concerning the streamlining of the Conditions of 
Participation along with other associated changes. The entry 
is Part II with the initial Federal Register issued on May 16, 

2 See http://oig.hhs/gov for information on RAT-STATs and Corporate Integrity 
Agreements (CIAs).

3 See 79 FR 27105-27157.

2012. Both of these entries address a wide range of different 
topics. Careful reading by compliance and internal audit 
personnel is required.

Something is included for almost everyone, but a main area 
of concern relates to medical staff, particularly Medical Staff 
Organizations at multi-hospital systems.

Critical Access Hospitals (CAHs) are addressed at several 
points in the Federal Register discussions. There was a 
requirement that when developing CAH patient care 
policies there must be one participant who is not a CAH staff 
member. This requirement is being dropped. CAHs were 
finding that there was great expense in recruiting, training 
and retaining a nonmember.

Dieticians are now allowed to actually order patient diets 
within the approval of medical staff and any state laws that 
might apply. CMS does note that there is somewhat variable 
terminology is this area. Distinguishing between registered 
dietician, qualified dietician and nutrition professional is not 
always straightforward. Another definition addressed is the 
concept of a therapeutic diet.

Proficiency testing relative to CLIA (Clinical Laboratory 
Improvement Act) is addressed. A specialized area addressed 
deals with long-term care facilities and automatic sprinkler 
systems. Rural Health Clinics are given special attention in 
identifying barriers to providing services. The discussions 
include telehealth, hospice, home health and other services.

Internal auditors, along with compliance personnel, should 
read this Federal Register entry with care. Some of the 
issues will apply for a given provider while others will not. 
Be certain to review the actual language changes in the 
numerous CFR sections. Although the preamble discussions 
can be enlightening, it is the language in the CFR that 
ultimately applies. NP
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