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Today’s Discussion 

Review the various settings, definitions, code 
systems, terminology and reimbursement used 
to submit:

Physician Professional services 

Hospital Technical services

Highlight common pitfalls
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Medicare Fee of Service

Documentation Errors
– YR 2001 = 42.9%
– YR 2000 = 36.4%

Medically Unnecessary Services
– YR 2001 = 43.2%
– YR 2000 = 43.0%

Coding Errors
– YR 2001 = 17.0%
– YR 2000 = 14.7%

Non-covered Services and Miscellaneous Errors
– YR 2001 = -3.1%
– YR 2000 =  5.9%

Source: DHHS, 2/15/2002, Improper Fiscal Year 2001 
Medicare Fee-for-Service Payments (A-17-01-02002)

FY 01 Improper Payment
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Coding Errors FY 01

8.5%

14.7%

18.0%

15.8%
14.7%

17.0%

0.0%

5.0%

10.0%

15.0%

20.0%

FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY 2001

Source: Improper FY 01 Medicare Fee-for-Service Payment

(Estimated total of $2 Billion)
Physician and PPS claims were 90% of coding errors of the 6 year period
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Physician Professional Services Discussion

Hospital Outpatient vs Free-Standing Office 
Claim Process
Part B Carrier Process
Coding Systems Overview
Common Nomenclature and Terminology
CMS 1500 Form
Common Pitfalls
Questions/Answers
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Hospital Outpatient Claim Process  

Claims

Physician

Hospital 
Clinic

Patient

UB
92

Professional 
Fee

Facility
Fee

Place of Service “22” Hospital Outpatient Clinic

Site of Service
Differential

UB
92

CMS
1500
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Free-Standing Claim Process  

Claim

Physician

Physician
Clinic

Patient

Professional 
Fee

Place of Service “11” Outpatient Clinic

No Site of Service
Differential 

CMS
1500
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Physician Professional Services

Understanding Physician Professional Services 

Part B Carrier processes
Coding Classifications

– CPT 4
– ICD-9-CM
– HCPCS Level II

CMS 1500 Form
Place of Service
Type of Service



9

Part B Carrier Processes

The Medicare Program is divided into two parts: Part 
A or Hospital/Inpatient and Part B or Physician or 
Outpatient Services
Part B covers physician services, DME, outpatient 
hospital services, x-rays, lab tests, home health, 
ambulance, etc.
Medicare Part B covers individuals 65 years of age and 
older (also covers patients with certain disabilities) and 
is voluntary for those individuals willing to pay a small 
premium
Develop Local Medical Review Policies (LMRP)
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CPT-4: Overview

CPT-4 is the American Medical Association’s 
Current Procedural Terminology, Fourth 
Edition (first level of HCPCS codes)

Published annually by the AMA - proprietary
Transforms medical services and procedures into 5 
digit numeric codes
Communicates “what” service was provided
Divided into 6 major sections
CPT 2003 contains 8,262 codes 

– 428 code changes in 2003
Contains 2-digit numeric modifiers
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ICD-9-CM: Overview
ICD-9-CM is the International Classification of 
Diseases, Ninth Revision, Clinical Modification

Updated annually in October by CMS and public domain
Contains 3, 4 and 5 digit codes
Contains diagnosis and procedure codes
Arranged by diseases, injuries, and causes of death according to
established criteria 
3 Volumes

– Volume 1 contains the Tabular List of Diseases and Injuries
– Volume 2 contains the Alphabetic Index of Diseases and Injuries
– Volume 3 includes the Tabular List and Alphabetic Index to 

Procedures - used for facility billing
Only Volumes 1 and 2 are used for physician professional services
Communicates “why” the service was provided
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HCPCS Level II: Overview

HCPCS Level II is the acronym for Healthcare Financing 
Administration Common Procedure Coding

National codes published annually CMS and public domain
Codes consist of an alphanumeric code – a letter from A 
through V followed by four digits

– J1160, injection digoxin, up to 0.5 mg

Grouped by the type of supply or service they represent
– Home Health, Rehabilitation
– Injections-Chemotherapeutic Drugs
– Orthotics/Prosthetics
– Durable Medical Equipment

Used by Medicare and private payers
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Physician Professional Services

Common Nomenclature & Terminology 

Relative Value Units
Professional, Technical and Global Services
Global Surgery Package
Correct Coding Initiative
Level of Service and E/M Codes
Unbundling
Upcoding
Medical Necessity
Linking/Sequencing Diagnosis Codes
Starred procedures
Modifiers
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Resource Based Relative Value System

RBRVS was developed by Harvard University’s 
Public Health Department and was developed to 
produce uniform, nationwide policies, a national fee 
schedule and new CPT codes (E/M)

Compares the time, effort, risk and related overhead costs 
of providing patient medical care and performing surgical 
procedures
There are three separate values: physician work, practice 
expense and malpractice insurance
The Medicare Fee Schedule is made up of the relative 
value units for each service, a geographic adjustment factor 
and a national conversion factor (enacted by Congress on a 
yearly basis)
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Relative Value Units (RVU)

Medicare Physician Fee Schedule
Federal Register
Relative Value Units 

Work, Practice Expense, Malpractice
Conversion Factor $36.1992
GPCIs (Geographic Practice Cost Indices)

Professional, Technical and Total Component
Facility vs. Non-facility setting
Status Indicators
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Professional, Technical and Global Services

Certain procedures have both a professional and 
technical component and many of these 
procedures have companion codes.

-26 (Professional Component) identifies only the 
physician’s work
-TC (Technical Component) contains everything except 
that portion that must be reported by the physician (ie., 
facility charges, equipment, supplies, technicians)
Global Service – both the professional and technical 
component



17

Key Definitions

Facility
POS “22” Outpatient Hospital
A portion of the hospital which provides diagnostic, 
therapeutic (both surgical and nonsurgical), and 
rehabilitation services to sick or injured persons who do 
not require hospitalization or institutionalization.

Non-facility
POS “11” Office
Location, other than a hospital, skilled nursing facility 
(SNF), military treatment facility, community health 
center, State or local public health clinic, or intermediate 
care facility (ICF), where the health professional routinely 
provides health examinations, diagnosis, and treatment of 
illness or injury on an ambulatory basis.
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Provider Based Status
Relationship between a main provider and a 
provider based-entity or a department of a provider, 
remote location of a hospital, or satellite facility, 
that complies with the provisions.

Requirements for all:
1. Same licensure (if available in State)
2. Integrated clinical services
3. Financial integration
4. Public awareness
5. Meets obligation of hospital outpatient 

departments
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Provider Based Status (continued)
Requirements if off-campus:

Ownership and control
Administration and supervision
Location in immediate vicinity

Additional criteria if facility is “off-campus” and 
operated under management contract

Joint venture must be:
Partially owned by at least one provider 
Located on main campus of a provider that is an owner
Provider-based to provider whose campus the facility is 
located 



20

Evaluation and Management Services with 
Place of Service Differential
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PC/TC and Global Values
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Payment Formula

Payment = [(RVU work x GPCI work) + 

(RVU practice expense x GPCI practice 
expense) + 

(RVU malpractice x GPCI malpractice)] 
x Conversion Factor ($36.1992)
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Example of Payment Calculation

Simple Laceration Repair.  CPT code 12001

Physician Office
Work RVU (1.70) + Year 2001 Non-facility 
Practice Expense (1.89) + Malpractice RVU 
(.13) x conversion factor (38.2581) = $142.32.

Hospital Based Clinic
Work RVU (1.70) + Year 2001 Facility Practice 
Expense (.79) + Malpractice RVU (.13) x 
conversion factor (38.2581) = $100.24
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Global Surgical Package

Payment for surgical procedures includes a 
“package” of services.
Medicare includes:

Evaluation or consultation after decision to perform surgery
One day preoperative period covered under global surgical 
period
All operative services that are considered to be usual and 
necessary
90-day postoperative period for major surgical procedures
10-day postoperative period for minor surgical procedures
Any treatment of the same diagnosis or surgical encounter by 
the surgeon not requiring a return to the OR is include
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Correct Coding Initiative (CCI)

The CCI provides correct coding methodology and 
controls improper coding that leads to increased 
payments
Implemented in two phases

Phase I contained 87,000 coding edits
Phase II released an additional 16,000 edits

Version 9.0 effective 1/1/03
20,265 changes in Version 9.0
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Unbundling

Unbundling/Fragmenting occurs when 
multiple procedure codes are billed for a 
procedure that is covered by a single code

Two types: unintentional and intentional
Fragmenting one service into component parts and 
billing each component
Reporting separate codes for related services
Breaking out bilateral procedures when one code is 
appropriate
Downcoding a service so an additional code can be 
billed
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Level of Service and E/M Codes

Evaluation and Management (E/M) Codes
Referred to as visit codes
All begin with “99” and are 5 digits
Various categories and levels of service
Defines the level of “intensity” of care
Comprised of key components

– History
– Exam
– Medical Decision Making

Two sets of documentation guidelines currently 
in use (1995 and 1997)
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Upcoding

Upcoding continues to be a problem 
Addressed in OIG Workplan for FY02
OIG Final Report to HCFA FY00 (dated 
2/5/01) states:
“Incorrect coding is the third highest error category this 

year, representing $1.7 billion in improper payments 
(the net of upcoding and downcoding)”

E/M upcoding 
Level and/or category of service

Procedure upcoding
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ICD-9-CM: Medical Necessity

Defined by Centers for Medicare and Medicaid 
Services (CMS) as a “service that is reasonable 
and necessary for the diagnosis or treatment of 
illness or injury, or to improve the functioning 
of a malformed body member”

Demonstrated by relationship of procedure 
codes (CPT-4) and diagnosis codes (ICD-9-
CM) to support each other

Example: Biopsy for neoplasm of uncertain behavior
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Linking/Sequencing Diagnosis Codes

The primary diagnosis should indicate the 
reason the patient presented

Link a single diagnosis code with a procedure 
code

Medicare does not have the capability to link more 
than one diagnosis code to a procedure

Diagnosis codes must be taken to the highest 
level of known specificity
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Starred (*) Procedures/Minor Surgical Procedures

Medicare characterizes as:

Those procedures taking 5 minutes or less

Those involving relatively little medical decision-
making once the need has been determined

Example: suturing of a small, simple laceration

CPT characterizes as:
The service includes the surgical procedure only

Associated pre- and postoperative services are not 
included in the service
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Modifiers

Two character (numeric, alpha-numeric, or alpha) code 
appended to an E/M code or to a surgical procedure to 
provide specific information about that service (CPT 
Levels I, II, and III)

Modifiers provide the means by which the reporting 
physician can indicate that a service or procedure that 
has been performed has been altered by some specific 
circumstances but not changed in its definition or code 

31 numeric modifiers in CPT 2003
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CMS 1500 Form
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Common Pitfalls

Submitting claims with the incorrect Place of 
Service (POS) “11” versus “22”
Submitting claims for both global types of services 
when there is a physician professional component 
only service (ie., chest x-ray interpretation, 71020-
26)
Submitting claims for services provided by 
ancillary personnel in POS “22” who are 
employees and included on the cost report
Billing physician professional services “incident-
to” billing in POS “22” which is not allowed
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Common Aberrant Billing Practices

Improper reporting of 
units on a 
surgical/medical 
procedure as if it were an 
anesthesia service

Routinely reporting a 
higher level of service 
than was provided (e.,g 
reporting code 90937 
“hemodialysis requiring 
repeated evaluation(s) 
when the patient is only 
evaluated once during 
dialysis”

Improper use of procedure 
codes (e.g, critical care 
codes reported when 
patient is not critically ill 
and the physician was not 
in constant attendance)

Deliberate efforts to 
circumvent Medicare 
guidelines (e.,g reporting 
false diagnosis and findings 
in order to obtain payment 
for routine foot care)

Source: CIGNA Medicare Part B 
Chapter Five: Program Safeguards
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Humana Says…
Focus review on outlier physicians for high intensity E/M 
claims effective October 1, 2000.

Any physician whose high intensity E/M claims coding practice 
are above the 75% percentile for their specialty 

Review of the 8 specific high intensity E/M codes:

– New patient exams (99204-99205)
– Established patient exams (99214-99215)
– Consultations (99244 and 99245)
– Emergency Room Services (99284-99285)

Review bi-annually the list of participating and non participating 
physicians on the outlier list

Source: http://www.humana.com/providers/bulletins.asp
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Medicare Pays

Providers must maintain 
records that contain sufficient 
documentation to justify 
diagnoses, admissions, 
treatments performed and 
continued care.

42 CFR 482.24 (c)



Hospital Technical Services
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Today’s Discussion 

Technical coding:
Brief technical coding system overview
Review the basics of the Medicare 
Prospective Payment Systems
Don’t teach me how to code, just tell me 
what I need to know
Performing data analysis or what am I 
looking for?
Questions/Answers



40

Hospital Technical Coding

Understanding Hospital Technical Services 

Hospital facility 
Coding Classifications
– CPT 
– ICD-9-CM
– HCPCS Level II 
Hospital Acute Care Inpatient, Outpatient and 
Inpatient Rehabilitation Services
CMS UB-92
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Hospital Technical Coding

Coding is the process of extracting clinical information from 
the medical record for services rendered. This simple process 
includes:

– Proper documentation by the medical staff; 
– Interpreting a myriad of coding guidelines that 

constantly change;
– Various coding guidelines and prospective 

payment systems complexities; 
– A shortage of qualified coders and management 

personnel; 
– Billing system integrity issues; 
– Everything else
– Sounds simple, right?
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Hospital Technical Coding

Hospital Inpatient Acute Care – Utilizes the 
ICD-9-CM coding scheme to assign a single 
DRG  per encounter for services rendered

Inpatient Acute Rehabilitation Services – Utilizes 
a combination of ICD-9-CM coding, 
Rehabilitation Impairment Categories (RICs), 
functional measurements and age to determine 
the CMG to assign a single four-tier CMG per 
encounter for services rendered

Hospital Outpatient Services- Utilizes CPT 
procedural coding scheme to assign a APC per 
encounter with possible multi-APC assignment 
per encounter for services rendered
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Hospital Technical Coding

Inpatient Acute Care
• Single setting
• Tightly organized 

structure
• Single unit of 

payment per claim –
DRG

• Average 5-9 LOS
• Manageable number 

of 
• Claims
• Codes
• Registration points

• Higher cost per unit
• Strong historical data

Outpatient Care
• Multiple settings
• Often decentralized
• Possible multiple 

units of payment per 
claim - APCs

• 24 Hours or less
• Large to huge number 

of 
• Claims
• Codes
• Registration points

• Relatively small cost 
per unit

• Poor historical data

Inpatient Rehab
•Single setting
•Often fragmented 
structure
•Single unit of 
payment per claim –
CMG
•Longer LOS
•Relatively Fewer 
number of 

•Claims
•Codes
•Registration 
points

•Higher cost per unit
•Poor historical data
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UB-92 Billing Form 

Bill Type
From and through Dates
Date of Birth
Sex
Condition Codes
Revenue Codes
Revenue Code Description
HCPCS/CPT Code
Date of Service
Number of Units
Line item charge
Diagnoses Codes
Procedure Codes
HIPAA standardization
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Medicare Prospective Payment Systems 

Hospital Acute Inpatient Care
One DRG is assigned to each inpatient stay.

Relative Weight (RW): Each DRG is assigned 
a RW to reflect resource consumption. 
Base Rate: Dollar figure assigned by CMS to 
each hospital that is multiplied by the RW to 
determine the amount of reimbursement to the 
hospital per DRG.

Example:
Description Rel Wt Base Rate  Est. Payment
DRG 4 Spinal procedure 2.3184  X $5,000 =   $11, 592



46

Medicare Prospective Payment Systems 

Inpatient Rehabilitation Services
One CMG is assigned to each inpatient Rehab 

stay.
Relative Weight (RW): Each CMG is assigned 
a RW to reflect resource consumption.  
Federal Prospective Payments: Each CMG has 
a separate reimbursement rate.

Example:
Description Rel Wt Tier      Est. Payment
CMG 0106 Stroke 1.1267  X None =   $13,737.85
CMG C0106 Stroke 1.3951  X    Tier 1  =   $17,010.45
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Medicare Prospective Payment Systems 

Outpatient Services
Multiple APCs are assigned for a single visit if multiple 
services are delivered in that visit.

Relative Weight (RW): Each APC is assigned a  
relative payment rate based on the median costs of the 

services within the APC.
Payment amounts will be discounted when more then one 

surgical service is performed during a single encounter.  The 
APC with the highest weight will be reimbursed at 100% and 
all other procedures will be reimbursed at 50%.  

Certain O/P services are paid off of an established 
fee schedule (I.e. Laboratory)
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What you need to know
Hospital Inpatient Services
Coding and Documentation Practices - Medicare Case Mix Index

Recent trends have depicted hospitals CMI are decreasing

Various OIG DRG-Creep investigations may have 
contributed to “coder conservatism”

For most hospital providers a decrease in Medicare CMI 
by 1-3% will have significant bottom line impact

Documentation practices and coding quality are critical to 
success

Successful organizations have established Case Mix 
Management Committees in recent years
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What you need to know- Case Mix Index 
Committee

To get a firm handle on CMI, hospitals’ need a strong CMI 
Committee and solid information for analysis

CMI Committee should be composed of the following team 
members

CFO (or designee)

HIM Director

Case Management Director

Physician Champion

V.P. Nursing

Compliance Officer

Decision Support
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What you need to know - CMI Considerations Before 
You Start

What is the history of the CMI (Total and 
Medicare) ?
What are the politics surrounding having an 
effective Case Mix Management structure 
(departmental reporting, etc) 
What information is currently available to 
evaluate CMI from your decision support 
team/HIM (Doctor, Service Line, Illness 
Severity, etc)
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What you need to know – CMI Management 
Committee

First Step Considerations before you draw 
conclusions:

Prove out financial opportunity for improved revenue 
performance (impact of better coding versus physician 
documentation or both) and identify compliance risks

Check your ego at the door !  Define roles for everyone’s 
involvement, solicit outside facilitation if needed

Isolate one time events or changes in CMI that are 
sometimes beyond your control (I.e  increases in 
Tracheostomies, new service lines, etc)

Know your volume changes between Medical vs. Surgical 
caseload (Generally Medical will decrease CMI – Surgical 
will increase)
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What you need to know – Getting Started
How to get started:

Assess current/historical information
• Top 25 DRGs on annual basis
• CC capture rates
• OIG compliance benchmarks
• Coding/documentation audits
• Changes in surgical admissions
• Changes in medical admissions

Assess current coding and documentation practices
• 50-100 records will provide sufficient information
• Evaluate clinical/coding clinical documentation and coding
• Evaluate query process
• Quantify opportunity for improvement
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What you need to know 

Hospital Outpatient Services
APC Coordination / CDM Maintenance / Coding

Hospitals (in general) have not responded quickly enough to address 
APCs

• Difficulty with pass-thru updates

• Difficulty making updates

• Charge tickets
• Clinical information systems
• Charge description masters
• Back-end scrubbers

LMRP denials at some hospitals are materially significant
Hospitals have seen significant increases in denials

• Modifiers
• LMRPs
• CCI edits
• Etc.
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What you need to know- APC/CDM 
Coordination

Timely updates to CDM
Dissemination of bulletins to impacted parties
Identifying “impact” to patient care activities

– Charge tickets 
– Charge entry screens

Monthly meetings with CDM Committee
– Updates
– Action Plans
– Testing
– Follow-up

Annual Updates of CDM
Evaluations of denial trends and “Priorities For” follow up
Monitor improvement
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What you need to know- HIM Coding Quality Program

HIM Coding Quality
Does your HIM department have an internal coding quality 
review process?
Does the HIM department utilize a technology tool to identify 
potential coding errors?
Do they target certain DRGs for review?
What are the results of the reviews?
What types of DRG changes are they making?

– Principal diagnosis changes
– Secondary diagnosis changes 

What is the most frequent type of change?
Do they trend the results of the DRG re-assignments?
Is the internal program complimented by ongoing external 
coding reviews?
Are the activities and results of the quality review process 
shared with the compliance officer?



56

What you need to know- HIM Coding Quality Program

Physician query process
Does the HIM department have a physician query 
process?
How many cases are referred back to the physician 
due to documentation issues?
How many DRG changes are made after the 
physicians are queried?
What type of physician education is provided to the 
medical staff?
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What you need to know- DNFB

Coding quality Vs DNFB
DNFB activities almost always effects coding 
quality
Are the data quality reviewers performing the 
functions they where hired to do?
What percentage of medical records are actually 
reviewed for documentation and coding accuracy?
Most people do not understand what a case mix 
index of 1.3 means, but they surely know what 13 
million dollars of unbilled accounts are.
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What you need to know- Coder Education

Coder Education
Do the coders receive coding feedback and 
education on a regular basis.
Is the education sessions focused on the 
trends identified during the on-going coding 
quality reviews
Are the results of the education sessions 
monitored to determine if the education 
sessions were successful in correcting the 
coding issues?
Do we have a plan?
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Do We Have Plan

Because a coding professional has excellent technical skills, 
there is no guarantee they have excellent analytical skills. 
– Excellent technical coding skills
– Excellent analytical skills
– Excellent management skills
– Excellent people skills
– Excellent communicator
– Global thinker with an eye for detail

HIM departments sometimes are unable to focus on 
identifying, correcting and monitoring coding issues due to 
various constraints
Complement the technical skills of the coding staff by 
providing your expertise  
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Data Analysis

Who’s looking at the data and what are they 
looking for?

– Finance?
– Reimbursement?
– Clinical outcomes department?
– HIM?

–If you do not know what is included in the 
DRG assignments, you do not know the 
possible errors that may be occurring.

–Perform a base line assessment to establish a 
starting point.
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Data Analysis

Start with the following:
–OIG Work plan
–Complication /Comorbid (CC) Pairs
–OIG Targeted DRGs
–10 Post Acute Care DRG Discharge Dispositions
–High weighted DRGs with short LOS and/or charges
–DRGs with single CCs
–Trend single CCs to identify potential trends
–Perform comparative analysis against MedPAR file     
and similar institutions

–Include HIM coding expert in the data analysis and DRG 
trending

–Document the approach, finding and recommendations of the 
activities
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Data Analysis

Complication /Comorbid (CC) Pairs

Should we be concerned?
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Data Analysis

Review the details of the cases to identify a 
sample of medical records for a focused review

– Trend cases with single CCs
– Atelectasis
– Hyponatremia
– Dehydration

– Shorter LOS
– Lower charges

The documentation and coding may be 
appropriate or it may not, wouldn’t you want to 
know this?
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Data Analysis
OIG Targeted DRGs
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Data Analysis

Are you comfortable with these codes?

Perform a medical record review to verify the    
documentation and coding are appropriate
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Data Analysis
10 Post Acute Care DRGs

An 86 year old patient with an subdural bleed who was 
transferred to another acute care hospital after a 14 day LOS
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Data Analysis

What type of benchmarking will be helpful?
MedPAR
By DRG/APC/CMG
By physician
By Service
By edit
By denials

–Benchmark your data against yourself. 
–What are your norms?
–What are the aberrant coding issues?
–Know your data!!!!!!!!!!
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What you need to know- Know your data

Know your data!!!!!!!!!!
Before you can effectively make decisions 
based on your data, you better make sure your 
data is correct.

– Coding
– Documentation
– Charge capture
– Billing system integrity
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Questions and Answers

For More Information Contact:

Georgette Gustin (317) 860-2131
or

John Pitsikoulis (267) 330-2333



70

Pwc


