
Patient Transfers Billed as Discharges
Could Be Next Justice Department Target

By Richard L. Gundling, FHFMA, CMA

Incorrect reporting of Medicare pa-
tient transfers billed as discharges
continues to be a problem for over-
payments, states the Office of In-
spector General (OIG) in a recent
report. Under Medicare’s prospec-
tive payment system (PPS) for in-
patient services, hospitals are reim-
bursed at a higher rate when a pa-
tient is discharged as opposed to
transferred. Payment is made at the
full prospective payment rate to the

discharging hospital. The transferring hospital’s payment is
based on a graduated per-diem rate. The Health Care Financing
Administration’s (HCFA’s) policy on payment is based on the ra-
tionale that the transferring hospital will, generally, provide a
limited amount of treatment in comparison to the final discharg-
ing hospital. Under this policy, discharges are paid at a higher
rate.

Although the OIG could not precisely identify the cause of
the problem, it noted that HCFA’s control system does detect in-
correctly reported PPS transfers. However, fiscal intermediaries
(FIs)  may not be following HCFA’s instructions when processing
those transfers. The OIG identified 43,012 incorrectly reported
transfers that potentially could result in approximately $127.3
million in overpayments for the period of January 1,1992, through
December 3 1,1994. To give some perspective, for the same three-
year period, Medicare expenditures on hospital inpatient services
approximated $228.9 billion. Thus, the error rate due to incor-
rectly reported transfers would be 0.0556 percent. In its report,
the OIG recommended that HCFA:

. advise intermediaries that the PPS transfer instructions must
be followed;

. assist OIG in identifying the cause of the problem; and

. cooperate with the Department of Justice (DOJ) to recoup
past overpayments.

HCFA concurred with the OIG’s  recommendations.
The DOJ is reviewing whether the problem of PPS hospitals

billing Medicare for a discharge when the patient is actually trans-
ferred is widespread. Presently, DOJ is questioning whether there
is in fact a pattern of false billing. The next step will be to evalu-
ate whether providers were adequately informed that they were
submitting false bills for discharges that should have been billed
as transfers. If DOJ finds that a pattern exists and that providers
were warned, they could conduct another nationwide investiga-
tion.

The Rules

Federal rules clearly delineate the difference between dis-
charges and transfers (42 CFR 412.4). A determination of pay-

ment for inpatient hospital services under the prospective payment
system (PPS) differs, depending on whether the patient is classi-
fied as a “discharge” or a “transfer.” A distinction is made be-
tween discharges in which patients have completed treatment and
those discharges in which patients are transferred to other insti-
tutions for related care. A release of a patient to another PPS
hospital or a leave of absence from the hospital is not a discharge
for PPS purposes.

An inpatient is considered discharged when the patient:

1. is formally released from the hospital;
2. dies in the hospital; or
3. is transferred to a PPS-excluded hospital or a distinct

part unit.

An inpatient is considered transferred when the patient is:

1. moved from one PPS hospital area or unit to another;
2. moved from one PPS hospital to another;
3. moved from a PPS hospital to a hospital excluded from

PPS because of a state-wide cost control program or dem
onstration project; or

4. moved to a hospital whose first PPS cost reporting period
has not yet begun.

The potential incorrect billing of transfers as discharges has
been identified for at least six years. As far back as November
1990, HCFA sent a program memorandum to fiscal intermediaries
concerning actions that it was taking about incorrect hospital cod-
ing of discharge status. In the memorandum, it stated that a then-
recent OIG study suggested that PPS hospitals frequently code
Patient (discharge) Status incorrectly when an inpatient claim
(HCFA Form 1450) is submitted. HCFA stated that the usual er-
ror is to code “discharge to home status” when “discharge/transfer
to another short-term hospital” is appropriate. This results in an
incorrect full DRG payment to the first (transferring) hospital in-
stead of a per-diem transfer payment. The basis for the conclusion
was that the code is considered wrong if there is another claim for
an admission to a second hospital on the same day as the discharge
from the first hospital. HCFA noted that it is updating its systems
to alert the FI to notify hospitals of the error. In the memorandum,
HCFA noted that the discharge status coding errors occur as a
result of inadequate coordination between discharge records and
billing systems.

How are discharges or transfers coded in your facility?

Frequently, the persons putting the discharge code into the
hospital’s information system are not aware of the requirements of
Regulation 412.4. Therefore, they are unaware of the difference
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between a transfer and discharge. In your facility, you need to
make sure that whichever department is responsible for discharge
status coding understands the difference. The nursing unit, medi-
cal record/utilization review, or billing office must designate who
is responsible for the correct determination about whether a pa-
tient is discharged or transferred. It is not enough just to know
that a patient was discharged or transferred to another hospital but
whether that patient was then admitted to a PPS or PPS-excluded
hospital or unit. If the patient is discharged to a PPS-excluded
unit then it should be properly billed as a discharge. If it is coded
and billed as a transfer, your facility will receive the smaller trans-
fer payment instead of the appropriate DRG payment.

To investigate if this problem exists in your organization,
you should draw a sample of discharges and transfers from your
billing/claims system. Then review discharge reports in the pa-
tient medical record to ensure that the proper coding occurred. In
many hospitals, the nursing unit initially enters a discharge status
to allow the registration area to know that a patient bed is avail-

able. Later, the medical records or billing department would re-
view the discharge status to ensure that the code correctly differen-
tiates between a discharge or transfer. All areas responsible for
the discharge record should be educated about the proper classifi-
cations. You must decide which department in your facility is best
able to code the discharge record correctly and develop the sys-
tems to make sure this happens.

It appears to be a fairly simple procedure to code the dis-
charge/transfer status of a patient but, because of the prospective
payment system rules, it is not as clear cut as one would think.
You must ensure that your facility is properly coding its discharge
records and that all persons responsible for this activity are fully
aware of the ramifications of their duty.
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