
©
iS

to
ck

ph
ot

o.
co

m
/j

va
nn

ic
e

What’s Happening with Inpatient Part B 
Admission Requirements, IPPS and MSP?
There is a lot happening and internal auditors need to remain abreast of it
By Duane C. Abbey, PhD, CFP

W
e have all been waiting for the final rule, 
namely the CMS-1455-F, Federal Register. This 
rule was to finalize a number of proposed 
requirements relative to the propriety of 

inpatient admissions and billing for outpatient services 
when an audit revealed that an inpatient admission was not 
medically necessary.

Much of this activity was invoked with a number of 
Administrative Law Judge (ALJ) rulings in which an inpatient 
admission was not medically necessary, but the associated 
observation and outpatient services were determined to 
be medically necessary. One of the rulings in this area is the 
O’Conner Hospital ruling in which the Medicare Appeals 
Council (MAC) upheld the ALJ’s findings.1

While we were expecting CMS-1455-F, these final rules 
were issued in the IPPS update Federal Register on August 
19, 2013. The pages devoted to this issue run from 50906 
through 50954—almost 50 pages of small print are devoted 
to this topic.

Healthcare auditors should study this Federal Register entry 
with care; this is heavy reading at best! Here is a listing of the 
main topics:

1. Hospitals are solely responsible for correct coding and 
billing

2. What constitutes an inpatient admission

1 See www.hhs.gov/dab/divisions/medicareoperations/macdecisions/ 
oconnorhospital.pdf

3. What documentation and physician signatures are 
necessary

4. Over 2-Midnights Rule

5. Use of Condition Code 44

6. Part B Inpatient Billing

7. Billing when inpatient admission is determined not 
medically necessary after the patient is discharged

8. Federal auditor scope of review

9. The 1-year timely filing requirement

10. CMS acquiescence to rulings like the O’Connor Hospital 
Ruling

11. Categorization of services requiring outpatient status

Note that the overall context for CMS’s development of 
these regulations is embedded in the first statement, that 
is, hospitals are solely responsible for correct coding and 
billing, including what constitutes an inpatient admission.

Of course, as auditors you should immediately recognize 
that to differentiate outpatient observation from an 
inpatient admission requires nationally recognized and 
adopted guidelines for inpatient criteria. The Medicare 
program has not adopted national standards in this area so 
that the medical necessity of any inpatient admission can be 
questioned by federal auditors.

As you study this Federal Register entry, ask yourself the 
following questions:

 • Did CMS actually acquiesce to all of the directives in the 
rulings such as the O’Connor Hospital ruling?
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 • Does CMS presume that Utilization Review staff will be 
available 24/7/365?

 • Does CMS believe that observation services are distinctly 
different from inpatient services?

For all personnel, including the auditing staff, there is a great 
deal of information to be assessed and mastered. With this 
new rule, auditing staff should work with hospital personnel 
at the operational level to establish policies and procedures. 
Audits can then be established to determine compliance 
with these policies and procedures.

What is happening with the IPPS for FY2014?
The Medicare Inpatient Prospective Payment System 
continues to evolve. There are now several DRG spin-offs for 
long-term care hospitals, inpatient rehabilitation facilities 
and inpatient psychiatric facilities. Healthcare auditors have 
a number of issues that should be carefully reviewed.

Here are two issues of special concern:

 • Implementation of ICD-10

 • Increase in the number of cost centers

Barring some sentinel event, ICD-10-CM and ICD-10-PCS 
will be implemented for FY2015. The United States is well 
behind other countries in this area and perhaps we should 
be looking at ICD-11. While coding staff at hospitals have 
had years to prepare, physicians are probably the most 
important group for training.

The needed documentation changes are significant, 
particularly for ICD-10-PCS, in that this procedure coding 
system is significantly more detailed than the previous 
procedure coding under ICD-9. Thus, internal auditors 
should review the preparation for implementing ICD-10 and 
also assure that physician training is taking place.

The increase in the number of cost centers is a cost reporting 
issue that may also affect the hospital’s chargemaster. 
Increasing the number of cost centers is important in order 
to generate proper payment and appropriate recalibration 
of the MS-DRGs. This is a very technical area, but one that 
should be addressed by internal auditors.

Two particular areas are implantable medical devices 
and blood and blood products. At the very least, internal 
auditors should review the necessary changes with cost 
reporting and chargemaster personnel.

Medicare Secondary Payer (MSP) program
MSP continues as a significant issue with the Medicare 
program. Coding, billing and gaining proper reimbursement 
can become a protracted process involving months and 
even years. CMS recovery auditors are active for MSP. 
Hospitals and physicians must have well-written policies and 
procedures in this area.

Internal auditors should carefully review the processes for 
addressing MSP and then check for possible problem areas. 
Collecting accurate and complete data at the beginning of 
an encounter ensures accuracy in filing claims related to 
MSP. Thus, any questionnaires and the personnel utilizing 
questionnaires must be fully trained to understand the 
overall intent and purpose of the information that must be 
gathered. NP

At the very least, internal auditors should review the necessary cost center 
changes with cost reporting and chargemaster personnel.   
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