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Ambulatory Payment Classifi cations 
(APCs) represents CMS’s prospective 
payment system for hospital outpatient 
services, which was implemented in 
2000.1 APCs are quite complex and require 
the precise use of CPT and HCPCS codes 
along with many associated modifi ers. 
The mantra of APCs is, “No code, no 
payment”. Unless services are coded, 
there will be no payment at all. If services 
are incorrectly coded, then there will 
be incorrect payment. There are many 
facets to APCs that can and do create 
compliance concerns. Auditors must 
be careful to appropriately review and 
audit various aspects of APCs to both 
ensure proper reimbursement and then 
compliance with complex and sometimes 
ambiguous guidelines.

Introduction
Ambulatory Patient Classifi cations 
represent a complex prospective payment 
system addressing most hospital 
outpatient services. Part 1 of this article 
discussed some, but not all, of the salient 
features of APCs, particularly those that 
generate compliance concerns. In this 
second part, we will discuss some of the 
areas that are appropriate for auditing. 
Many of these areas are directly derived 
from the characteristics of APCs discussed 
in the fi rst part of this article. 

The categorization of issues in this 
article should not be construed to be 
comprehensive or exhaustive. At your 
facility there may be additional concerns 
that arise due to the way in which 
services are provided, the supporting 
documentation system, the way in 
which cases are coded, the structuring 
of the chargemaster, the billing system, 
and claims transaction processing 
mechanisms. Thus, auditors must be 

watchful to determine how to apply 
auditing resources to those areas where 
there is the most compliance exposure for 
the given organization.

Coding Related APC Audit and 
Compliance Issues
Correct CPT and HCPCS Coding–
Payments under APCs are driven by the 
CPT and HCPCS codes that appear on the 
claims. These codes, and any associated 
modifi ers, are grouped into one or more 
APCs from which payment is made. Thus, 
correct coding is imperative for the APC 
payment system. 

Routine outpatient coding audits should 
be performed across all service types 
covered by APCs. Outpatient surgical 
coding is of prime interest. Keep in mind 
that surgical coding can span a number 
of service areas including provider-based 
clinics, cardiovascular interventional 
radiology, surgical interventional 
radiology and other areas by which the 
surgical codes may be generated through 
the chargemaster. Regardless of the 
coding process, be certain that audits 
are comprehensive and/or stratifi ed 
appropriately. Correct coding is the 
primary compliance concern for APCs.

Modifi er “-59”, ‘Separate Procedure’–The 
“-59” modifi er2 is used to circumvent a 
series of edits that CMS has developed. 
These edits, some 200,000, are formalized 
in the National Correct Coding Initiative 
(NCCI) which you may see referred to 
as just ‘CCI’. These are pairs of codes or 
code combinations that are not to be used 
together. A number of these code pairs 
are ‘absolutely’ bundled, that is, they can 
never be used together. Most of the edits 
are ‘relatively’ bundled, that is, under 
certain conditions the codes can be used 
together. However, the codes must be 

separated by using the “-59” modifi er. 
The use of this modifi er attests to the fact 
that documentation is on fi le that justifi es 
the use of this modifi er.

Auditors face several challenges with 
this modifi er. It is easy enough to select 
claims that have the “-59” and then check 
the documentation. However, what about 
the claims that should have had the “-59” 
but do not? Also, be certain to look at the 
process for determining whether or not 
there should be a “-59” modifi er attached. 
In other words, who and where in the 
coding/billing fl ow is the decision being 
made to use the “-59” modifi er and is 
this decision being made based upon the 
supporting documentation?

There are different ways in which the 
determination to use the “-59” modifi er 
is made. For surgical cases coded by 
professional coding staff, the decision will 
be based upon the written documentation. 
However, in service areas in which the 
coding is driven directly through the 
chargemaster, the decision to use a “-59” 
may be made by service area personnel 
at the beginning of the process or even by 
claims transaction personnel at the end 
of the process. Auditors should be careful 
to review not only the end product, that 
is, the claim with the “-59” modifi er, but 
auditors should also review the decision 
process for using the “-59” modifi er.

“Auditors should 
also examine 

and assess the 
competency of 
coding staff.”

1 See the April 7, 2000 Federal Register as the baseline document for APC implementation.
2 See the CPT Manual or the HCPCS Manual for a complete description of any of the modifi ers referenced in this article.
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While the CCI edits can be viewed as 
just edits that must be checked, auditors 
should be prepared to address the need 
for coding and billing staff to understand 
the basis for these edits. Note that the 
proper use of the “-59” modifi er is a key 
compliance issue for APCs because the use 
of this modifi er directly affects payment.3

Modifi er “-25”, ‘Signifi cant, Separately 
Identifi able’–The use of the “-25” 
modifi er represents another troublesome 
issue. Many outpatient encounters involve 
some sort of evaluation or assessment of 
the patient. This is particularly true in the 
Emergency Department, provider-based 
clinics and also with patient care units 
within the hospital. The “-25” modifi er 
must be used only on Evaluation and 
Management (E/M) codes. Additionally, 
this code should be used when the E/M 
service must be separated from a surgical 
or medical procedure, which includes 
diagnostic tests such as radiology. If the 
“-25” modifi er is not used, then payment 
for the E/M service will be bundled into 
the payment for the associated surgical or 
medical procedure.

As with the “-59” modifi er, auditors 
face a dual challenge with the “-25” 
modifi er. Pulling a sampling of claims 
with the “-25” modifi er and reviewing 
for proper use is straightforward. The 
question of whether there should be an 
E/M level which would then require the 
“-25” modifi er is very much a different 
issue. For example, a patient presents 
to an outpatient area for one of a series 
of injections. The nurse performs an 
assessment and determines that the 
patient can appropriately receive the 
injection. The injection is then provided. 
Should an E/M level be charged in 
addition to the injection? If so, the “-25” 
modifi er will be necessary.

Thus, auditors will be drawn into 
discussions concerning the use of E/M 
codes in a variety of circumstances. If the 
E/M codes are to be used, then there is 
also the need to check for the proper use 
of the “-25” modifi er.4

Other Modifi ers–CPT and HCPCS have 
hundreds of modifi ers. Most of these 
modifi ers are informational in nature 
and do not affect payment or, for APCs, 
do not enter into the grouping process. 
Auditors should still be sensitive to these 
additional modifi ers. As with the “-59” 

and “-25” modifi ers, the decision to use a 
modifi er may be made in different ways 
and within different coding/billing fl ows.

The “-52”, ‘Reduced Services’ has recently 
become a payment modifi er. When this 
modifi er is used, payment is reduced 
by 50%. Typically, the “-52” modifi er is 
used with radiological services although 
there are no delimitations on the use of 
the “-52” modifi er. Auditors should at 
least check to see how often this modifi er 
is used and then determine whether a 
review should be made relative to this 
modifi er.

Modifi ers “-73” and “-74” are used 
for discontinued procedures. The fi rst 
modifi er for procedures discontinued 
before application of anesthesia 
and the second when anesthesia 
has been provided. For coding and 
billing purposes, conscious sedation 
is considered to be anesthesia. 
Circumstances involving these modifi ers 
can become complex. Auditors should 
check to make certain that policies and 
procedures are in place directing the 
way in which coding is to take place 
relative to these modifi ers. For instance, 
a patient may be provided anesthesia, 
but before the procedure can even be 
started, the patient’s condition requires 
that the procedure be terminated. If 
several procedures were planned, 
but not performed, which procedure 
should be coded with the “-74” 
modifi er? Another example might be a 
non-coronary vascular interventional 
radiology service. The patient is brought 
to the catheterization laboratory, but 
before anesthesia can be provided, the 
procedure must be discontinued. Because 
the planned service involves a catheter 
placement along with a radiological 
service, is it proper to code both and use 
the “-73” modifi er?

Auditors should check for written 
policies and procedures involving the 
use of the many informational modifi ers. 
For instance, in therapeutic coronary 
catheterizations there are three modifi ers 
that identify the coronary vessel in which 
services were provided. In general, 
modifi ers should be used in order to meet 
quality standards for both coding and 
billing services. In other words, code to 
the highest level of specifi city with all 
appropriate information, which certainly 
includes modifi ers.

Coding Organization and Related 
Issues
Because the CPT and HCPCS coding 
process, along with the development 
of modifi ers, is so very important for 
APCs, auditors should also examine 
and assess the competency of coding 
staff. This also involves examining 
training requirements, resources through 
computer based knowledge systems, 
computer based encoder systems and any 
other resources that should be available. 
For APCs, coding staff does need to have 
access to the APC grouper and editing 
software relative to CCI edits and the 
possible use of modifi ers.

While the professional coding staff is 
fairly visible and can be appropriately 
assessed, there are many other service 
area personnel actually coding under 
APCs as well. Depending on how the 
chargemaster is organized, there are 
service areas that actually develop CPT 
and HCPCS codes through charge entry 
which then drives the code that has been 
placed statically in the chargemaster. 
Typically this process is used in service 
areas such as diagnostic radiology and 
clinical laboratory. Areas of this type 
generally may not represent undue 
challenges. 

However, there can be service areas such 
as cardiovascular interventional radiology 
in which some of the codes, if not all 
the codes, that appear on the claims, 
are developed by charge entry. As an 
example, cardiovascular interventional 
radiology currently represents one of the 
most complex coding areas in the hospital 
setting. If some or all of the coding in this 
service area is through the chargemaster, 
then extra consideration should be 
given to auditing a sample of claims, the 
itemized statements, and the supporting 
documentation.

When assessing the coding infrastructure, 
auditors may encounter problem areas 
that will require careful analysis and 
changes may need to be recommended. 
Hospitals have developed multiple 
ways in which to code, bill, establish the 
chargemaster, and then to eventually 
generate claims. With the advent of APCs, 
payment now depends upon proper 
coding and generation of good, clean, 
complete, and accurate claims. Thus, 
dedicated coding staff as well as service 

3 The Offi ce of Inspector General (OIG) has studied the use of the “-59” modifi er on the physician side, which is not dissimilar to the hospital side. See “Use of Modifi er 59 
to Bypass Medicare’s National Correct Coding Edits”, November 2005 OEI-03-02-00071.

4 Again the OIG has studied the use or misuse of the “-25” modifi er on the physician side which correlates fairly directly to the hospital side. See “Use of Modifi er 25”, 
November 2005 OEI-07-03-00470.
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area personnel who actually code through 
charge entry must be considered when 
assessing personnel competency for 
correct coding.

Billing, Claims Filing, and 
Chargemaster Issues
Encounter Driven Issues–As discussed 
in Part 1 of this article, APCs are an 
encounter driven system. A patient 
comes to a provider, receives services, 
and then leaves. Typically encounters 
are of a brief duration. There is no global 
surgical package with APCs, there is only 
the encounter. However, there is a global 
surgical package for physicians and the 
physician package can be inadvertently 
carried over into the hospital outpatient 
setting. For instance, a patient may have 
presented to the Emergency Department 
for repair of a laceration. The patient 
returns fi ve days later to have the sutures 
removed. The physician (in this case the 
ED physician group) has already been 
paid for the post-operative care. However, 
under APCs the hospital has a new 
encounter that should be coded and billed 
even though there is no physician claim 
fi led.

This same type of situation occurs with 
provider-based clinics. For instance, in 
a dermatology clinic, a lesion is excised 
that requires closure. The patient returns 
several days later for post-operative 
care. There is no professional component 
billing or claim generated, but for the 
hospital, this is a new encounter and an 
appropriate claim should be generated 
which will probably involve an E/M 
level.

There may also be multiple encounters 
on the same date of service. For many 
hospitals, certain patients may present to 
the Emergency Department on a regular 
basis including more than once per day. 
The APC payment system considers these 
multiple encounters to be separate, but 
the claim must be developed using the 
“-27” modifi er, ‘Multiple Visits’ and also 
the “G0” condition code. Auditors should 
check to see that this process is working 
for the ED coding and billing.

Similarly, there may be multiple provider-
based clinic visits. For hospitals that 
have several different types of provider-
based clinics, a given patient may come 
to more than one clinic on a given date 
of service. This is a more diffi cult billing 
issue because the registration personnel 
at the different clinics may not know that 
the patient has also been to a different 

clinic on the same date of service. Thus, 
audits should be performed to determine 
if the multiple visits are being correctly 
captured, coded, and billed. Again, this 
requires the use of the “-27” modifi er and 
the “G0” condition code.

E/M Levels – The development of 
Evaluation and Management levels 
may appear to be a coding issue rather 
than a billing or claims fi ling issue. 
The choice of an E/M level is often 
developed by service area personnel as 
opposed to professional coding staff. 
Thus, this process is categorized in the 
billing, claims fi ling, and chargemaster 
issues.

The choice of E/M code has been a 
longstanding compliance issue for 
physicians ever since the implementation 
of Resource-Based Relative Value Scale 
(RBRVS) in 1992. In choosing an E/M 
level, physicians have formal guidelines 
through CPT and additional guidelines 
from CMS relative to the Medicare 
program. When APCs were implemented 
on August 1, 2000, CMS made a very brief 
statement that for E/M levels, hospitals 
were to develop their own mapping 
of resources utilized into the different 
levels. Thus, every hospital across the 
country developed some sort of mapping 
for the Emergency Department and for 
any provider-clinics that are part of the 
hospital.5

Needless to say, hospitals have many 
different ways for mapping resources 
into the E/M levels. The two general 
approaches involve:

Point System, or

Narrative System.

Auditors may also encounter hybrids of 
these two basic approaches. There two 
distinct challenges for auditing in this 
area.

Is the mapping, as developed and 
documented by the given hospital, 
appropriate and correct?

Is the mapping being followed by 
hospital personnel developing the 
E/M level?

In theory, there should be a normal 
distribution of E/M levels across the 
sequence of E/M codes being used. Thus, 
for established patient clinic visits, there 
are fi ve levels, 99211 through 99215, so 
that there should be mainly mid-level 
visits (99212-99214) with fewer 99211 and 
99215 codes. However, the frequency 
distribution will depend much more on 

•

•

1.

2.

the type of patients and services being 
provided. The diffi culty in this case 
is whether or not the mapping itself 
may be skewing the distribution of 
E/M codes or whether it is the type of 
patient encounters that may skew the 
distribution

Auditing for the correct level of E/M 
based upon the specifi c mapping is 
straightforward as long as the mapping 
is well defi ned. Auditors may also want 
to check the coding development fl ow 
and determine if the use of the mapping 
is based upon documented events and 
services.

Chargemaster–Hospitals’ chargemasters 
have become increasingly complex 
under payment systems such as APCs. 
Chargemasters must now be examined 
as a separate compliance issue in and of 
themselves. There is the static form of 
the chargemaster as a large, complicated 
fi le within the billing system. There are 
also dynamic considerations with the 
chargemaster serving as a lynchpin within 
the overall billing and claims generation 
system.

5 See the April 7, 2000 Federal Register page 18451 (65 FR 18451).

Notes: 

As this article is written, CMS is 
working on developing a set of 
national guidelines for technical 
component E/M coding. 
Considering the controversy 
on the physician side relative 
to E/M coding guidelines, the 
hospital outpatient guidelines 
may also prove to be diffi cult to 
implement.

The physician coding and 
associated concepts for E/M 
levels may also incorrectly 
transfer over to the hospital, 
outpatient side. For instance, 
CPT code 99211 is for nursing 
services on the physician side. 
Physicians would not ordinarily 
use 99211; codes 99212-99215 are 
for physicians. However, on the 
outpatient side, nursing services 
will be a primary component 
of any of the levels that are 
developed and coded. Thus, 
the mapping is the key element 
as opposed to the descriptions 
within CPT itself, which are 
directed more toward physician 
coding.

1.

2.
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The formal audit or even informal review 
a hospital’s chargemaster is a major task. 
There are many considerations involving 
issues such as:

Proper Line Item Descriptions

Appropriate Revenue Codes

Alignment of CPT/HCPCS Codes to 
Revenue Codes

Appropriate Charges and Overall 
Pricing

Again, payment under APCs is driven 
by CPT and HCPCS coding. For certain 
departments the coding process is driven 
directly through the chargemaster. Thus 
signifi cant attention must be given to 
the coding interface and thus the overall 
coding and billing fl ow generating the 
fi nal claim. Auditing and reviewing 
this coding interface is particularly 
complicated because different fl ow 
processes are typically used for different 
service areas. Each service area and the 
associated coding and billing fl ow must be 
considered individually in order to verify 
that claims are being properly generated 
and that charges are being captured and 
that the coding is complete and correct.
Hospital pricing of services has recently 
been elevated to a very public status. 
Setting aside the public concerns, there 
are statutory rules and regulations along 
with contractual obligations that hospitals 
must address when establishing charge 
structures. APCs become involved with 
establishing proper charges for two 
reasons:

The charges made for items and 
services from the chargemaster are 
converted into costs which CMS then 
uses to establish APC payments. 
This is accomplished through a 
complicated statistical process. This 
process is very dependent upon 
hospitals having consistent pricing 
mechanisms based upon costs.
Certain items are paid directly on 
a pass-through basis. This means 
that the actual payment for certain 
expensive supply items and certain 
radiopharmaceuticals is calculated 
by taking the hospital’s cost-to-
charge ratio, as determined from the 
cost report, times the charge that is 
made. If the hospital inappropriately 
elevates the charge for these pass-
through items, then overpayments 
may result.

Thus, reviewing the hospital’s 
chargemaster is a major compliance 
consideration for the APC payment 
system.

•

•

•

•

1.

2.

Billing Organization and Related 
Issues

As with the infrastructure that supports 
the coding process, the same 
concerns are evident for billing and 
claims development. While the 
generation of proper claims depends 
upon proper coding, correctly establishing 
the chargemaster, and proper pricing, 
these elements are typically upstream of 
the actual generation of the claims and 
itemized statements. However, auditors 
should examine the qualifi cations of 
billing and claims transaction staff. 
Appropriate education, access to 
appropriate knowledge 
bases, claims editing software and any 
other mechanisms that can improve 
claims quality should certainly be 
considered.

Because of the complexity of APCs 
there are many billing and claims fi ling 
issues. In some cases, CMS has provided 
guidance, in other areas guidance is 
yet to be fully enunciated. For instance, 
the national guidelines for technical 
component E/M coding were mentioned 
above. Billing and claims transaction 
personnel, as with coding staff, must 
make decisions regarding proper billing. 
As these issues are encountered great 
care should be taken to develop written 
policies and procedures to document the 
decision-making processes and the basis 
upon which decisions were researched 
and eventually determined. Thus, 
auditing staff should review billing and 
chargemaster policies and procedures 
both for being correct and complete.

Special Issues and Service Areas

The APC payment system generates 
numerous special issues. APCs depend 
upon correct coding that cuts across all 
of the service areas. However, there are 
several areas to which auditing staff 
should devote special attention and 
dedication of sometimes scarce resources.

Emergency Department – The ED is 
probably the single most heavily affected 
department under APCs. Services in the 
ED form a microcosm of evaluations, 

assessments, surgical, and medical 
procedures. Services are often provided 
under stressful circumstances and there 
are other special compliance concerns 
such as EMTALA (Emergency Medical 
Treatment and Labor Act). Almost all of 
the aspects that we have discussed are 
present in the ED including correct coding, 
E/M coding, surgical coding, use of the 
“-59” and “-25” modifi ers, and multiple 
visits on the same date of service. The ED 
typically deserves separate auditing and 
review activities relative to APCs.

Observation – Observation services 
really transcend APCs to be an issue that 
is larger and more troublesome than a 
single payment system. APCs simply do 
not pay for most observation services, 
particularly post outpatient surgery 
services. Currently, APCs do make 
separate payment for three conditions, 
namely, asthma, congestive heart failure, 
and chest pain. These observation services 
are generally provided through the ED 
although there can be direct observation 
admissions from physician clinics. Thus, 
for APCs, observation services should 
be included in audit planning although 
hospitals will typically have more 
extensive audits of observation services 
that may go beyond APCs.

Infusions and Injections – In 2007, CMS 
adopted the full range of the new (as of 
2006) CPT codes for injections, infusions, 
and chemotherapy. The logic developed 
by CPT is rather complicated and is 
based upon the concept of an encounter. 
Professional coding staff can certainly 
handle injection and infusion coding. 
However, for many service areas such 
as observation or general outpatient 
service areas, the coding of injections and 
infusions is performed through charge 
entry which then drives through the 
chargemaster to obtain the CPT codes. 
Thus service area personnel must also 
become knowledgeable about the CPT 
coding logic. This means that hospitals 
must develop special training programs 
to educate service area personnel relative 
to charge capture and coding. This area 
thus becomes an area for careful review 
and appropriate audits to assure proper 
charge capture and coding.

Blood, Blood Products, and Transfusion 
Medicine – In 2005, CMS fi nally issued 
long awaited guidance on coding for 
blood, blood products, and associated 
transfusion medicine services. During 
the early years of APCs, blood, and blood 
products were signifi cantly underpaid. 
CMS did investigate and found that 
there were cost reporting problems that 

“The ED is 
probably the single 

most heavily 
affected department 

under APCs.”
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generated incorrect cost-to-charge ratios. 
Thus auditing in this area involves the 
routine charge capture and proper coding 
for blood and transfusion along with a 
need to verify that the cost reporting and 
associated accounting in this area is being 
properly maintained.

Cardiovascular Interventional Radiology 
– CVIR is the most complicated coding 
area for outpatient services under 
APCs. This coding challenge arises 
because of component coding, that 
is, there is a surgical component and 
then also a radiological supervision 
and interpretation (S&I) component. 
For coronary catheterization services 
such as heart catheterizations, the 
coding structure is fairly succinct with 
all the component codes appearing 
in the same section of CPT. Thus for 
heart catheterizations and associated 
therapeutic services such as stent 
placements, coding and billing is 
generally performed correctly. Audits in 
this area should be performed, but the 
results typically indicate correct coding. 

However, for non-coronary or vascular 
catheterizations, that is, catheterization 
services in the legs, arms, thoracic arch, 
carotids and the like, the component 
coding structures come from completely 
different sections of CPT and the coding 
guidelines are based on different 
approaches. Coding and billing error 
rates in this area can be quite signifi cant. 
Due to the baby boom generation 
rapidly maturing to the point of needing 
signifi cant cardiovascular services, this is 
a high priority for auditing. This is both a 
high volume area as well as a high dollar 
area. Due consideration should be given 
to including this service area in APC audit 
plans.

Hospital to Physician Coding 
Correlation – Because APCs use the CPT 
and HCPCS coding systems to determine 

payment, both physicians and hospitals 
are using the same coding systems. When 
physicians provide services in the hospital 
setting, particularly surgical or medical 
procedures, both the physicians and the 
hospital will report the same services 
using the same coding system. The 
physician fi les a claim with the Medicare 
Carrier while the hospital fi les claims 
with the Medicare Fiscal Intermediary. 
Thus, the coding on claims for common 
services is not easily correlated by the 
Medicare program. However, with the 
development of the regional MACs 
(Medicare Administrative Contractors), 
Medicare will easily be able to check for 
proper correlation. The Offi ce of Inspector 
General (OIG) has identifi ed this as an 
issue 6 and auditing staff should certainly 
include checking for proper correlation as 
part of an APC audit program. This can be 
a diffi cult issue because hospital auditors 
may not have access to the physician 
claims.

Summary and Conclusion
APCs represent the most complicated 
prospective payment system developed 
and implemented by CMS. APCs are 
encounter driven and payment depends 
upon complete and correct coding. This 
involves both the CPT coding system and 
CMS’ HCPCS codes. Both of these code 

sets have numerous modifi ers that must 
be used with full understanding and care. 
When modifi ers are used, the hospital is 
attesting to the fact that documentation 
is on fi le supporting the use of the given 
modifi er. Two of the most important 
modifi ers are:

“-59”, ‘Separate Procedure’ modifi er 
which is used to circumvent the CMS 
CCI or Correct Coding Initiative edits 
which now number approximately 
200,000, and

“-25”, “Signifi cant, Separately 
Identifi able’ modifi er which is used 
the E/M codes to separate them 
from associated surgical or medical 
procedures.

Additionally, there are several special 
areas that should be considered including:

The Emergency Department

Observation Services

The Chargemaster

Infusions and Injections

Cardiovascular Interventional 
Radiology

Additionally, auditors should look not 
only at the fi nal claims and the process 
to generate the claims, but look also at 
the organizational infrastructure and the 
competency of personnel in the coding 
and billing area.

This article, along with Part 1, represents 
just the beginning of developing an APC 
Integrity Program. NP
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6 See the OIG FY2003 Work Plan, page 7.

“Cardiovascular 
Interventional 

Radiology is the 
most complicated 

coding area for 
outpatient services 

under APCs.”

Give a person a fi sh and you feed them for a day; teach 
that person to use the Internet and they won’t 

bother you for weeks.
~Anonymous


