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Billing and Reimbursement Column

Keeping up with MS-DRGs, 
Changes in APCs and ASCs

Appreciating Medicare-Severity 
Diagnosis Related Groups

CMS decided to implement the new 
Medicare Severity Diagnosis Related 
Groups (MS-DRGs) on October 1, 2007. 
The Federal Register entry appeared 
on August 22, 2007 and this entry is 
more than a thousand pages long. This 
change means that hospital auditors, 
both internal and external, will need to 
completely reconsider the process for 
conducting inpatient DRG audits. While 
it will probably be a year before we start 
auditing the new MS-DRGs the changes 
are so signifi cant that we will all have 
to adjust the way we think about DRGs. 
Also, there are a number of associated 
changes that are being implemented along 
with the new MS-DRGs. Here are a few 
salient points about the new MS-DRGs 
and associated changes.

The number of MS-DRGs has 
increased to 745.

The new MS-DRGs are completely 
renumbered.

There is only a conceptual crosswalk 
from the old CMS-DRGs to the new 
MS-DRGs.

There is now a Major Complication 
or Co-morbidity (MCC) as well as 
the previous Complication or Co-
morbidity (CC).

The categorization of diagnosis codes 
into the CCs and MCCs has been 
completely reworked.

The statistical calculation for the MS-
DRG weights is being switched from 
charge-based to cost-based.

A new POA or ‘Present on 
Admission’ indicator is being added 
to the diagnosis codes appearing on 
the UB-04.
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MS-DRGs will continue to use the 
same number of secondary diagnoses 
as did the old CMS-DRGs even 
though the UB-04 has room for more 
secondary diagnoses.

CMS is reducing overall payment to 
hospitals for the fi rst three years of the 
new MS-DRGs as a behavioral offset.

The new MS-DRGs are really a 
reincarnation of essentially the same 
process that was proposed by CMS (then 
HCFA) in 1994. The proposed SR-DRGs 
(Severity Refi ned DRGs) from 1994 were 
never implemented. The fi nal decision by 
CMS to use the MS-DRGs as opposed to 
a modifi ed proprietary DRG system is a 
signifi cant change in previous discussions 
appearing in the Federal Register. What’s 
more, the changes CMS is making in this 
area will in addition affect private third-
party payers who also use some form 
of DRGs to make payment for inpatient 
services.

For auditors, some changes are very 
visible while others are more subtle. For 
instance, the old CMS-DRG 088, ‘Chronic 
Obstructive Pulmonary Disease’, has 
generally been considered to be a problem 
DRG and, thus, specialized audits have 
included this DRG. Under the new 
MS-DRGs, the services that previously 
grouped to DRG 088 now group to three 
different MS-DRGs:

MS-DRG 190—COPD w/MCC 

MS-DRG 191—COPD w/CC 

MS-DRG 192—COPD w/o MCC/CC 

The simple fact is that this old CMS-DRG 
is now divided into three new MS-DRGs. 
This three-way severity split is surprising 
and gives some indication as to why this 
was a problem DRG. Most likely, COPD 
will no longer be categorized as a problem 
area for DRGs. However, only time will 
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tell what areas with the new MS-DRGs 
will be problems requiring special audit 
consideration.

CMS Changes Directions on APCs

CMS issued an extensive Federal Register 
entry on August 2, 2007 providing 
proposed changes to the Hospital 
Outpatient Prospective Payment System, 
Ambulatory Payment Classifi cations 
(APCs) for calendar year 2008. Note that 
in addition to the typical evolutionary 
changes that occur from year to year, 
CMS is proposing some rather signifi cant 
changes concerning increased packaging 
or bundling of payments. The specifi c 
proposals should be viewed as a starting 
point for a further acceleration of 
increased packaging.

CMS adopted the majority of the 
proposed changes for calendar year 2008 
with relatively minor modifi cation. The 
fi nal specifi c proposals appeared in the 
November 27, 2007 Federal Register which 
was, again, a voluminous document.

In order to appreciate this change in 
direction, a little historical background 
is helpful. In the mid-1990’s CMS 
contracted for the development of 
APGs or Ambulatory Patient Groups. 
APGs involve a great deal of bundling 
including the concept of ‘signifi cant 
procedure consolidation’ that provided 
for a single payment for a group of 
associated surgeries. Similarly, Evaluation 
and Management (E&M) services were 
bundled if there was some other service 
provided. The APG payment system 
also may use a three-day period of time 
to establish an ‘encounter’ along with 
multiple procedure discounting.

When CMS released APCs, much of 
the bundling found in APGs was not 
included. APCs had a number of features 
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that were much closer to being a fee 
schedule. Now CMS is proposing to start 
significantly increasing the bundling 
process so that APCs will now move 
closer to the APG payment system. CMS 
is citing this move based on the fact that 
APCs are intended to be a prospective 
payment system and not a fee schedule.

Even with increased packaging, APCs 
represents one of the most complicated 
payment systems developed by CMS. 
Auditing staff should carefully consider 
how this increased packaging can and 
will affect various APC audits.

Payment Changes for Ambulatory 
Surgery Centers

CMS is in the process of moving 
Ambulatory Surgery Centers (ASC) 
payment from a relatively simple nine 
payment category system over to APCs 

with some RBRVS (Resource Based 
Relative Value System). For ASCs, and 
auditors who work with ASCs, this is a 
major change and a significant increase in 
the level of complexity for coding, billing, 
and associated reimbursement. While 
CMS is using a four year phase-in process, 
ASCs will eventually receive 65% of the 
APC payment that would be generated 
for the services.
An additional complicating factor is that 
the lower acuity surgeries, namely those 
that are ‘office-based’ are now being 
included on the official ASC surgery list. 
However, these office-based surgeries are 
paid at the lesser of the APC payment 
or the non-facility Practice Expense (PE) 
RVU (Relative Value Unit). Also, CMS 
is now breaking out certain ancillary 
services that were a part of the previous 
APC payment categories. Given the 
significant increase in complexity for this 

payment system, audit approaches will 
need to be modified.

ASCs were slated to go to some form of 
APGs prior to the change for hospitals 
in 2000. However, the change for ASCs 
has been significantly delayed. See the 
August 2, 2007 Federal Register for more 
information on the final payment system 
changes. You will also need to study 
the November 27, 2007 Federal Register 
concerning the final payment rates. ASC 
payment and hospital outpatient APC 
payments are now inextricably joined. NP
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