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Billing and Reimbursement

By Duane C. Abbey, Ph.D., CFP

Here Come National Drug Codes, ICD-10, 
Modifi er 25, and RAC Extrapolation

Moving to National Drug Codes and 
ICD-10

We are fi nally going to move to NDCs 
and we have a fi rm date for implementing 
ICD-10. Movement to these two code sets 
is long overdue. 

The offi cial date for ICD-10 is October 1, 
2013. While the overall impact is yet to 
be determined, this will herald another 
set of changes to the MS-DRG payment 
system. Also, all healthcare providers 
will need to undertake extensive training 
programs not only for coding, but also to 
understand terminology and defi nitional 
changes.

The NDCs are embedded in the 
implementation of the new Pharmacy 
Claims transaction standard. While 
the implementation of NDCs will be a 
signifi cant challenge for information 
technology personnel, for auditors this 
is a very welcome change. Perhaps we 
can even move to billing pharmacy items 
with the correct number of units and bid 
farewell to the J-codes.

The ‘-25’ Modifi er Moves into the 
Limelight

The ‘-25’ modifi er is attached to E/M 
(Evaluation and Management) codes 
to indicate that the E/M service should 
be paid in addition to payment for a 
diagnostic or therapeutic service. This 
modifi er is used by both physicians 
on the professional side under the 
Medicare Physician Fee Schedule (MPFS) 
and on the technical side under APCs 
(Ambulatory Payment Classifi cations). 
The CPT description of the ‘-25’ modifi er 
is essentially the same for physicians and 

hospitals. However, for hospitals we must 
translate the language somewhat.

The basic language is that a ‘signifi cant, 
separately identifi able’ E/M service 
has been provided that goes above and 
beyond that which would be normally 
provided with the diagnostic or 
therapeutic service. Back in 1999 the AMA 
inserted language indicating that there 
did not have to be a different condition 
or different diagnosis in order to use 
the ‘-25’ modifi er. In other words, if the 
documentation supports E/M services 
that go beyond the normal services 
provided with the associated procedure, 
then there did not have to be a separate 
reason.

The ‘-25’ modifi er has long been a 
compliance issue for physicians. The OIG 
has audited the use of the ‘-25’ modifi er 
on the physician side.1 Now the use of 
this modifi er is being challenged on 
the hospital, technical component side. 
Unfortunately, CMS has provided very 
little guidance on the use or non-use of 
this modifi er.

When APCs were offi cially implemented 
on August 1, 2000, CMS indicated that 

E/M codes could be paid separately by 
using the ‘-25’ modifi er. This decision was 
a distinct departure from the precursor 
system, APGs (Ambulatory Patient 
Groups), in which E/M levels were 
bundled if there was some other service. 
Additionally, CMS provided no guidance 
on using the different E/M levels. Instead, 
CMS in the April 7, 2000 Federal Register2 
simply indicated each hospital should 
develop their own mapping of resources 
utilized into the different levels.

With the decision to pay separately for 
E/M levels by using the ‘-25’ modifi er, 
hospitals immediately raised questions 
about properly using this modifi er. 
If there was some sort of diagnostic 
or therapeutic procedure performed, 
there would be some level of resource 
utilization involving evaluation and 
management in connection with the 
associated service. Thus, hospitals needed 
to know precisely how to separate the 
general E/M services from the E/M 
services that were a part of the associated 
procedure.

CMS did issue minimal guidance on this 
issue in two program memorandums:

1 See the report at: www.oig.hhs.gov/oei/reports/oei-07-03-00470.pdf. 
2 65 FR 18451

If this guidance is 
accurate, the whole 
landscape of using 
the ‘-25’ modifi er 

has just dramatically 
changed.
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A-00-40—July 20, 2000•	

A-01-80—June 29, 2001•	

Both of these program memorandums 
indicated that the use of the ‘-25’ 
modifier depended upon documentation 
separating the extra E/M resource 
utilization.

While the healthcare community 
anticipated that CMS would issue 
national guidelines on technical 
component E/M levels, there have been 
no national guidelines developed. As a 
result the proper use of the ‘-25’ modifier, 
which is inextricably related to the E/M 
levels, has never been further addressed 
for the past eight years.

Now the ‘-25’ modifier is being 
moved into the limelight and is being 
investigated by the OIG. Also, we are 
now seeing some guidance that is very 
different from the guidance provided 
by the two program memorandums 
referenced above. For instance, from the 
Medicare Alert Bulletin 2255, February 
17, 2009, pages 9–10, issued by Georgia 
Medicare, there is language to the effect:

“Only in those instances where a 
medical visit (E&M) on the same date 
as a diagnostic or therapeutic procedure 
(‘S’ or ‘T’ APC status indicator code) is 
separately identifiable service for an 
unrelated problem should the facility 
receive separate reimbursement for the 
evaluation and management service.” 
(Emphasis as found in document.)

If this guidance, which was proffered as 
a reminder, is accurate, then the whole 
landscape of using the ‘-25’ modifier 
has just dramatically changed. If this 
suddenly becomes a clarification in 
guidance, that is, not a change, then the 
whole ‘-25’ modifier will become a major 
RAC audit issue.

Hospital and clinic auditing staff should 
follow the development of this issue over 
the coming months and years. Be certain 

to take a look at your institution’s E/M 
mapping and documentation support 
for using the ‘-25’ modifier. Arguably 
this is a major change in policy, but CMS 
will probably maintain that it is just 
a clarification and thus Section 903 of 
MMA 2003 does not prevent them from 
applying this clarification retroactively.

The RACs can Extrapolate
Auditors should take careful note that the 
RACs (Recovery Audit Contractors) are 
allowed to use the extrapolation process. 
Also, as the RACs go nationwide, all 
coding, billing and reimbursement issues 
for all types of providers will be on the 
table. RACs address the fee-for-service 
payment system which is about the only 
delimitation on their activities. There are 
three claim RACs and two MSP RACs.

The extrapolation process is a technical 
statistical process that the auditors can 
use to determine overpayments, and, 
theoretically, underpayments, by auditing 
a statistically valid sample and then 
extending or extrapolating the results to 
the entire universe under consideration.3 
This is a formal process that generally 
requires:

Identification of a specific issue •	

Consultation with a statistical expert •	
to determine the statistical process

Generally, a probe audit to determine •	
error rate to calculate the sample size 

Selection of the sample•	

Audit of the sample•	

Analysis of the results to determine •	
the amount of overpayment

Needless to say, this is a very general 
synopsis of a complex process that uses 

special statistical software such as the 
OIG’s RAT-STATS program.4

The extrapolation process as discussed by 
the OIG and CMS was not used during 
the RAC demonstration. However, with 
the significantly increased RAC activities, 
at some point the RACs will want to use 
this process. If for no other reason, with 
a delimitation on the number of records 
that can be requested from providers, an 
issue that is systematic in nature and that 
affects thousands of cases will lend itself 
to the extrapolation process.

Auditors, please note that an individual 
healthcare provider can also use this 
process and possibly preempt a RAC 
from this process. If, as an auditor, you 
identify a problem that is systematic and 
pervasive, then the organization may 

want to have a study conducted by an 
Independent Review Organization (IRO) 
and make appropriate repayment before 
a RAC does so. If you perform such a 
study, these cases can be excluded from 
consideration by the RAC, at least for the 
given issue.

There are many questions surrounding 
this process including the question of 
what to do if both overpayments and 
underpayments are encountered. In other 
words, is it proper to offset overpayments 
with underpayments? NP

Duane C. Abbey, PhD, CFP is president of 
Abbey & Abbey Consultants, Inc., specializ-
ing in healthcare consulting and related areas. 
He also teaches workshops and makes presen-
tations to hospital associations and medical 
societies. He is a leading expert nationally 
on APGs/APCs. Duane may be contacted at 
Duane@acciweb.com.

3 See Program Memorandum B-03-022, March 21, 2003 or FAQs Related to OIG CIAs at: http://oig.hhs.gov/fraud/cia/faq.asp
4 This is freely available software that can be downloaded from: www.oig.hhs.gov/organization/oas/ratstats.asp

Implementation of NDCs will be a significant  
challenge for information technology personnel.


