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Feature

Laboratory Pricing:  
Charge Master Risks and Rewards
By Mike Kovar and Erik Shannon, CPA

Each year, hospital and independent 
laboratories lose millions of dollars 

in revenue and run the risk of mistakes 
in Medicare outpatient billing and 
compliance procedures, due to an 
inaccurate or out-of-date charge master. 
The charge master—also called the 
charge description master—is essentially 
the price book for the hospital. It is a 
master price list of supplies, devices, 
medications, services, procedures, and 
other items that can be billed to a patient 
or insurer. 

The charge master includes information 
such as price, current procedural 
terminology (CPT) codes, and the UB-04 
revenue codes. The charge master is not 
a static document and requires continual 
review and maintenance. Additionally, 
CPT codes can change on a yearly basis, 
when a new CPT code book is published 
by the American Medical Association each 
January.

The charge capture process at most 
organizations looks like this example: 
The physician or nurse puts in an order 
for a particular test. Once the laboratory 

test is performed, the laboratory 
information system indicates that the 
test is completed, records the laboratory 
test result, and sends a charge master 
transaction to the billing system.

The charge master is at the center of 
any healthcare organization’s revenue 
cycle. Keeping an up-to-date and correct 
charge master is essential to receiving 
proper reimbursement from insurers and 
maintaining a healthy revenue cycle. 
Errors in CPT coding of the individual 
charge master line items lead to incorrect 
billing, resulting in either underpayments 
or overpayments. 

The complexities of outpatient 
laboratory coding

Like other areas of a hospital, the 
laboratory has its own section of charge 
master line items and CPT codes within 
the charge master. But unlike many of 
the other clinical areas of the hospital, the 
laboratory section of the charge master 
is very large. A typical laboratory charge 
master can consist of more than 5,000 
different charge master line items. Each of 
these line items requires the appropriate 
assignment of CPT codes and UB-04 
revenue codes.

Appropriate assignment of CPT codes 
requires the active involvement of 
clinical laboratory management in the 
charge master maintenance process. 
Knowledge of the clinical procedures 
performed is critical to ensure accurate 
assignment of the CPT codes. Most 
finance departments, where the charge 
master maintenance function resides, do 
not have this required clinical expertise. 
Therefore, a collaborative effort between 
the laboratory and finance is essential. 

Additionally, accurate coding requires 
knowledge of the specific coding 
guidelines provided by the CPT manual. 
These coding guidelines require using 
the CPT code that describes the specific 
constituent tested, if one is listed in the 
CPT code manual. The methodology 
used to perform the test is to be used only 
when there is no specific constituent listed 
in the CPT manual. 

For example, if the laboratory performs 
a quantitative blood glucose test using 
spectrophotometry, the blood glucose 
test must be assigned as CPT code 82947 
with a Medicare 2011 Fee Schedule 
Payment in Virginia of $5.52, since the CPT 
manual lists CPT code 82947 as “Glucose; 
quantitative, blood.” The blood glucose test 
cannot be assigned as CPT code 84311 with 
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a Medicare 2011 Fee Schedule Payment 
in Virginia of $9.83, which is described in 
the CPT manual as “Spectrophotometry, 
analyte not elsewhere specified” merely 
because spectorphotometry was used. It is 
important to use the constituent-specific 
CPT code of 82947. Special attention is 
required here, since a person not familiar 
with CPT code guidelines may want to 
assign CPT code 84311 to the glucose test, 
since the Medicare payment is $9.83, versus 
the correct payment of $5.52 for CPT code 
82947. 

Moreover, the laboratory has some unique 
outpatient billing issues. The laboratory 
is divided into two distinct areas based 
on whether the tests are performed in the 
clinical laboratory versus the pathology 
laboratory. The clinical laboratory consists 
of the following areas: hematology, 
urinalysis, chemistry, immunology, and 
microbiology. In the clinical laboratory 
area, Medicare pays the lower of the fee 
schedule amount or the charge amount. 
For example, if the hospital charges $5 and 
the fee schedule reimburses $10 for that 
procedure, Medicare reimburses only $5. 

The pathology area of the laboratory 
consists of cytopathology, cytogenetics, 
and surgical pathology. However, in the 
pathology section of the laboratory, along 
with the various blood-bank products 
such as packed red cells, Medicare 

reimbursement is based solely on the 
Medicare Outpatient Prospective Payment 
(OPPS) fee schedule. So, if the hospital 
charges $50, and the OPPS fee schedule 
pays $100 for that procedure, Medicare 
still reimburses $100, regardless of what 
the actual charge reflects. 

For all clinical laboratory CPT codes, 
it is critical to ensure that the charge 
for the test constituent is at or above 
the Medicare Fee Schedule amount. 
The Medicare Clinical Laboratory Fee 
Schedule can be found on the hospital’s 
Medicare Administrative Contractor’s 
(MAC) website. It is possible to compare 
the amounts and identify any items in 
your charge master that are below the 
Medicare Fee Schedule using Excel. 
Alternatively, for hospitals that have 
charge master maintenance software, the 
software has that capability built in, and 
should be used to perform this analysis.

The role of the charge master manager

On a regular basis, the charge master 
manager should verify that charges in 
the clinical laboratory are at or above 
the Medicare fee schedule and that the 
CPT codes are accurately assigned in 
the charge master. While this seems 
straightforward, in practice, not nearly 
enough laboratories or their charge 
master managers, take the time to do 
these important steps. If they are using 
incorrect CPT codes or if they are billing 
below the fee schedule, they are either 
creating a potential compliance risk for 
the hospital or leaving money on the 
table. 

Frequently, there is also a disconnect between 
the clinical department, where professionals 
understand the supplies, procedures, drugs 
and other services provided in their area, and 
those with the required billing and coding 
expertise to maintain the charge master. An 
effective charge master manager must be 
able to understand the lab clinically, in order 
to translate this into the correct CPT codes. 
The challenge for the charge master manager 
is to work collaboratively with the clinical 

departments in an ongoing way to develop 
a clear and consistent charge master with 
accurate CPT codes and pricing.

The charge master manager must ask a 
number of key questions:

• Are the clinical laboratory charges at 
or above the Medicare fee schedule?

• How do other payors pay for 
outpatient laboratory tests? If the payor 
has a lower of charge or fee schedule 
provision, are the charges at or above 
that payor’s fee schedule amount?

• Are the CPT and revenue codes 
accurate for each charge master line 
item? 

• If panel tests are billed by the 
laboratory, are charge explosions 
used, and if so, are the charge 
explosions accurate?

• Does the laboratory communicate all 
charge master revisions, additions, 
and deletions in a timely manner?

• If the hospital uses a charge master 
maintenance software tool, are its full 
capabilities used?

• Is the hospital promptly updating its 
charge master and training to reflect 
the new CPT codes released each 
January?

Scrutiny related to outpatient 
laboratory unbundling

Medicare has a single reimbursement 
rate for a group of clinical laboratory 
procedures commonly performed 
together. These are known as test panels 
and include the basic metabolic panel 
and other panels listed in the CPT code 
manual in the range of CPT codes 80047 
through 80076. These panels list the 
individual tests that must be performed in 
order to bill for the panel. 

For example, in order to bill the 
electrolyte panel with CPT code 80051, the 
laboratory must perform the following 
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tests: sodium (CPT 84295), potassium 
(CPT 84132), chloride (CPT 82435), and 
carbon dioxide (CPT 82374). When 
all four test constituents are reported, 
the CPT code 80051 must be used. The 
hospital cannot unbundle the tests and 
bill CPT codes 84295, 84132, 82435 and 
82374. This laboratory unbundling can 
result in the hospital receiving more 
Medicare reimbursement by billing the 
four constituent CPT codes than the 
reimbursement received from billing the 
one panel CPT code (80051). 

The extent to which clinical laboratories 
inappropriately unbundle laboratory 
profile or panel tests to maximize Medicare 
payments is the focus of investigation by 
the OIG in its 2011 Work Plan. Additionally, 
the Work Plan sets out to examine 
laboratory utilization trends, due to a 92% 
increase in Medicare payments for lab 
services from 1998. In 2008, Medicare paid 
$7 billion for clinical laboratory services. 

The Work Plan sets forth the initiatives 
and priorities of the Office of Inspector 

General for the 2011 Federal fiscal year, 
which the OIG will pursue through 
audits, investigations, inspections, 
industry guidance and enforcement 
actions, and gives providers insight into 
what issues the OIG believes are areas 
prone to fraud, waste, and abuse. 

Lab unbundling is far from a new issue. 
In fact, the government pursued this 
issue in the 1990s. Beginning in 1997, the 
Office of Inspector General, in conjunction 
with the Department of Justice and 
United States Attorneys' Offices, began to 
pursue criminal, civil, and administrative 

sanctions (including prosecution under 
the False Claims Act), against hospitals 
that had submitted unbundled claims. 
The investigations targeted claims for 
outpatient laboratory tests submitted as 
early as 1990. As a result of this earlier 
OIG probe, hospitals were obligated to 
pay back millions of dollars to Medicare. 

Looking ahead

Coding appropriately for reimbursement 
for healthcare services is an intricate 
process for any healthcare system, but 
laboratory reimbursement is one of 
the areas of the greatest complexity. If 
laboratory coding is incorrect, hospitals 
are misrepresenting the services they 
are providing and being reimbursed 
incorrectly—either as an overpayment or 
an underpayment. Given the continued 
scrutiny related to laboratory unbundling 
and test utilization, hospitals would 
be well served to pay close attention to 
maintaining an accurate charge master 
with correct CPT coding and pricing. NP

Panels list the 
individual tests that 
must be performed  
in order to bill for  

the panel.
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