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Billing and Reimbursement Column

By Duane C. Abbey, Ph.D., CFP

Auditing Payment System Interfaces 
and Billing Privileges

While the different Medicare 
payment systems continue to expand in 
both number and complexity, you will 
want to be certain to include audits for 
the sometimes ragged interfaces between 
the payment systems. For instance, 
Ambulatory Surgery Centers (ASCs) 
will be formally moved to a slightly 
modifi ed form of Ambulatory Payment 
Classifi cations (APCs) in 2008. This 
change for ASCs is long overdue. This 
change will highlight the already existing 
payment differential between the hospital 
prospective payment system, APCs, and 
the ASC payment system. In this case, 
the concern involves increased revenue 
generation without due regard to the 
medical necessity of providing services in 
one setting versus another setting.

Medicare Payment System Interfaces
A quick review of the various Medicare 
payment systems will show that there 
are similar interfaces for a number of 
the payment systems. Because these 
payment systems are independently 
developed using different methodologies, 
signifi cantly different payment amounts 
may result for the same services or 
procedures. The Offi ce of the Inspector 
General (OIG) recognizes a number of 
these interfaces as possible areas for 
compliance concern, and thus there is a 
need to audit for proper compliance.

Here is a sampling of compliance 
concerns that can generate the need to 
audit for proper coding, billing, and 
reimbursement.

Hospital Outpatient versus 
Physician Payment — For Medicare, 
hospital outpatient services are paid 
under APCs. Physician payment is 
accomplished through a complex fee 
schedule, namely Resource Based Relative 
Value System (RBRVS). Both of these 
payment systems are extremely complex. 
Additionally, these two systems have 

been developed independently based 
upon remarkably different criteria. While 
there are a number of different concerns, 
one concern occurs with provider-based 
clinics. (See 42 CFR §413.65). When 
physicians provide services in a provider-
based clinic, or what may be called a 
facility setting, then there is a payment 
reduction to the physicians. This payment 
reduction, the so-called site-of-service 
differential, is driven by the Place of Service 
(POS) on the physician’s professional 
claim form. While hospitals may maintain 
that this is a physician claims fi ling issue, 
CMS has indicated that the hospital is 
still responsible for the physician fi ling 
the claim correctly using the proper POS 
indicator. (See 65 FR 18519)

Three-Day Inpatient Stay Prior 
to Skilled Nursing Facility (SNF) 
Admission — This is an example of 
a patient moving from one setting, 
that is, the hospital under DRGs, to 
the SNF setting which is paid under 
Resource Utilization Groups (RUGs) 
and consolidated billing. While this is a 
payment issue, there are also coverage 
issues. For the SNF stay to qualify under 
Medicare, the patient must be in the 
hospital for three days. Thus, the question 
becomes whether or not the three days 
was really medically necessary versus 
keeping the patient in the hospital in 
order that the patient could qualify for 
SNF services under Medicare.

One-Day Inpatient Hospitalization 
versus Observation — Observation 
services for both the Medicare program 
and other private third-party payers 
is a major, ongoing issue for virtually 
every hospital across the country. 
Hospitals should carefully audit one-day 
hospital inpatient stays to assure that 
the services were not really observation 
services. Note that this is both a billing 
issue and also a process issue involving 
utilization review activities. With CMS 

extending the requirements for the use of 
Condition Code 44 beyond the defi nition 
provided by the National Uniform 
Billing Committee (NUBC), the process 
for changing an inpatient admission to 
observation status must be performed 
while the patient is still in the hospital.

Outpatient versus SNF Coverage and 
Payment — SNF patients often present 
to the hospital for outpatient services. 
Great care must be taken by hospitals 
to know when to bill the SNF directly 
versus billing the Medicare program. For 
example, a hospital may start offering 
Hyperbaric Oxygen Therapy (HBOT) 
services. The community physicians may 
start prescribing the HBOT services to 
their patient in the skilled nursing setting. 
However, HBOT is considered to be 
included in the SNF payment process so 
that the hospital cannot bill the Medicare 
Program. At least a periodic probe audit 
of outpatient cases for SNF residents 
should be considered.

These four issues are really just 
the tip of the iceberg when considering 
auditing opportunities in connection with 
payment interfaces.

Medicare Billing Privileges 
CMS is in the process of operationally 
formalizing the billing privilege process. 
The rules and regulations for Medicare 
billing privileges are addressed at 42 
CFR §424. CMS recently added a new 
subsection to this rule. (See Federal 
Register 68 FR 22063 (April 25, 2003) 
and 71 FR 20753 (April 21, 2006) You 
may see this rule referred to as the 
Conditions for Payment or CfPs. Gaining 
and maintaining billing privileges for 
Medicare is accomplished through 
the CMS-855 forms. (See the CMS 
website, http://www.cms.hhs.gov/
MedicareProviderSupEnroll to obtain 
these forms). There are fi ve different 
versions of this form:
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1. CMS-855-A — Institutional Providers

2. CMS-855-B — Clinics/Group 
Practices and Certain Other Suppliers

3. CMS-855-I — Physicians and Non-
Physician Practitioners

4. CMS-855-R — Reassignment of 
Medicare Benefi ts

5. CMS-855-S — Durable Medical 
Equipment, Prosthetics, Orthotics, 
and Supplies (DMEPOS) Suppliers

For many healthcare providers, there 
will be a number of different, interrelated 
CMS-855 forms used. For example, a 
hospital that employs physicians or non-
physician practitioners and has clinics 
may have dozens of the CMS-855 forms to 
maintain.

As might be imagined, these forms 
are long and complex. Sometimes highly 

sensitive information is required. For 
example, the board members of a hospital 
are required to provide their personal 
Social Security Numbers. Also, CMS really 
wants to know about the ownership, 
managerial control, and fi nancial control 
for any healthcare provider that will bill 
the Medicare Program.

From an auditing perspective, the 
accuracy of the information on these 
forms themselves can be reviewed. 
However, the more serious issue is 
whether or not the healthcare provider 
has a systematic process and the 
associated organizational infrastructure 
in place to handle the CMS-855 forms. 
Note that the information on these 
forms must be updated within certain 
time frames. For ownership and control 
information the timeframe is 30 days. 
For other changes, the time period is 60 

days. For even modest sized healthcare 
organizations, such as hospitals, the big 
question is who is in place to know all of 
the changes taking place.

Starting May 1, 2006, the newly 
revised CMS-855 forms are available. 
The new forms have been streamlined 
by eliminating some of the instructional 
material. Auditors are recommended to 
obtain the forms prior to May 1, 2006, 
to use as reference when dealing with 
reviews of the CMS-855 forms. NP

Duane C. Abbey, Ph.D., CFP, is presi-
dent of Abbey & Abbey Consultants, Inc., 
specializing in healthcare consulting and 
related areas. He also teaches workshops and 
makes presentations to hospital associations 
and medical societies. He is a leading expert 
nationally on APGs/APCs. He may be con-
tacted at Duane@acciweb.com.

Have you made time to check out 
what those folks in risk management are 
up to? Certainly as the name implies there 
is a lot of risk there—fi nancial, quality, 
and reputation. Probably worth putting 
on next year’s audit plan if you have not 
already been there. Kathy Wire provides a 
clear path for how to approach that area. 
And of course reimbursement is changing 
all the time. APCs are one of the most 
complex fi nancing mechanisms our friends 
in Washington have ever devised. Who 
knows what they’ll come up with up next 
time. However, auditing the outpatient 
area now would be a good use of your 
audit time. The more you understand 

about how APCs really work the easier it 
will be to learn the changes when current 
mechanisms go the way of those really cool 
wide whitewalls. If you don’t remember 
them you surely did miss something.

Before you run out of time be sure to 
check out our great line-up of columnists. 
These are really terrifi c people who take 
time from their busy schedules to crank 
out four columns a year. When I read their 
contributions I am sincerely impressed 
with the great wealth of knowledge they 
freely share with us. 

Yes, I do know where Elvis is. I 
sure wish for 18 cent per gallon gasoline 

again, but that is something we won’t see 
coming back either. What we do have is 
time, some of us more than others, it does 
things for us and to us. Inevitably our 
lives represent various investments and 
commitments of time which can be used 
wisely or unwisely, productively, and 
unproductively. We hope this issue of New 
Perspectives will be a wise and productive 
investment of your time. NP

Well, until next time I wish you good 
reading.

Kenneth E. Spence, CFE

Editor, New Perspectives

From the Editor — continued from page 2
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