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There are rumors 
we will go directly 

to ICD-11.

Claim Filing Changes
The paper format of both the 1500 claim 
form (CMS-1500 for Medicare) and the 
UB-04 (CMS-1450) will be updated late in 
March, 2007. Some providers are already 
using and/or accepting these new paper 
formats. Auditors should carefully review 
the changes in the paper format as well 
as changes in the associated electronic 
formats. Claims transaction software 
must be updated and extensively tested 
to make certain that claims are being 
properly generated and that all the 
various report generating interfaces are 
adjusted.

The UB-04 has a number of changes, 
many of which will help accommodate 
the Severity Refi ned DRGs that CMS is 
currently considering. Additionally, the 
data format for the diagnosis codes has 
been expanded to eight alphanumeric 
characters. This expanded data format 
will accommodate the ICD-10 or ICD-
11 diagnosis and procedure coding 
systems that require seven alphanumeric 
characters. 

Note: The United States is so far 
behind in implementing ICD-10 that 
there are rumors that we will go directly 
to ICD-11. Considering the fact that 
implementation of either ICD-10 or 
ICD-11 will take at least two years due 
to HIPAA TSC (Transaction Standard/
Standard Code Set) rule considerations, 
the timing may be such that ICD-11 makes 
more sense.

Note that the data format for 
diagnosis codes is eight alphanumeric, 
but that the new ICD-10 or ICD-11 codes 
require only seven alphanumeric. What 
about the eighth character position? This 
is for the Present on Admission or POA 
indicator that is attached to the diagnosis 
codes on the UB-04, or in the Form 837I 
electronic format. This is basically a 
‘yes’, ‘no’, ‘don’t know’ fi eld that coding 

staff will need to determine based upon 
the documentation. The guidelines for 
the POA indicator will need to be fully 
established and then coding audits will 
need to be conducted to assure that the 
POA indicators are being appropriately 
developed.

There will be many questions 
surrounding the POA indicator. For 
instance, a condition may be diagnosed 
after the admission or encounter with a 
patient. How will coding staff determine 
how to code the POA? For that matter, 
will there be difference between 
outpatient POA coding and inpatient POA 
coding?

The changes to the 1500 claim form 
are not quite as extensive as the UB-04. 
Changes to accommodate the new format 
for the diagnosis codes have certainly 
been made. Also, the TOS or Type of 
Service code set is apparently being 
dropped. TOS has been an irregularly 
used code set. CMS does not require the 
use of this fi eld on the CMS-1500 claim 
form. CMS does use the data set, but 
the TOS indicators are attached by the 
adjudication software after the claim 
is received. How dropping the TOS 
indicator will impact claims adjudication 
and/or auditing for claim correctness 
is an open question. Many third-party 
payers have not used this fi eld on the 
1500 claim form.

Technical Component E/M Coding 
Guidelines
CMS has now started the public 
discussion process for the development 
of E/M (Evaluation and Management) 
coding documentation guidelines for 
hospital outpatient services under APCs 
(Ambulatory Payment Classifi cations). 
This is an opportunity for healthcare 
auditors working in the coding, billing 
and reimbursement areas to participate 

in this process. Note that the E/M code 
sequences are used in the Emergency 
Department and then for various 
provider-based clinic situations. The 
E/M coding guidelines will most likely 
differentiate the ED from provider-based 
clinics. Also, there is the possibility 
that slightly different guidelines will be 
developed for primary care clinics versus 
specialty clinics.

Currently, hospitals are simply 
required to develop their own mapping 
of resources utilized into the different 
E/M levels. This process of using self 
formulated mappings has been going 
on since 2000. Potentially, every hospital 
across the country could have a slightly 
different mapping. From an auditing 
perspective, this type of situation is 
somewhat frustrating. An auditor must 
judge the propriety of the mapping being 
used as well as whether or not the coding 
process is following the mapping.

The development of national 
guidelines is of extreme importance. We 
must all participate in this process in 
order to develop reasonable guidelines 
that are appropriately established 
and for which we can easily audit 
for conformance. Developing technical 
component E/M coding guidelines will be very 
diffi cult!

Looking at the counterpart E/M 
coding guidelines on the physician side 
indicates the potential confusion that can 
ensue. When the E/M codes were fi rst 
developed in 1991 and then implemented 
in 1992, basic guidelines were developed 
and included in the CPT Manual. CMS 
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then further developed more extensive 
guidelines in 1995. In 1997, even more 
extensive guidelines were developed and 
implemented only to be withdrawn after 
signifi cant complaints from physicians 
around the country. Even today, the 
professional component E/M coding 
guidelines are controversial. For instance, 
the basic guidelines in CPT do not appear 
to adequately address specialty physician 
services to any reasonable extent.

NDC versus J-Codes for Pharmacy 
Items
Auditors should carefully monitor the 
hospital revenue cycle relative to the 
interface of NDC (National Drug Codes) 
to the HCPCS J-Codes and Q-Codes. The 
HCPCS J-Codes have been designed to 
contain two data elements: 

the identify of the drug, and 

then a quantitative dosage.

For the NDC code set, the drug is 
identifi ed by the NDC itself and then the 

!

!

dosage or amount used is reported in 
a separate data fi eld. Since pharmacies 
use the NDC system, there is a need to 
translate the NDC code along with the 
amount dispensed into the appropriate 
J-Code or Q-Code with the correct units.

For instance, the J-code might 
identify the drug and then list “per 1,000 
units”. The pharmacy will report the drug 
with an NDC and indicate that 3,000 units 
were dispensed. This should be translated 
into the J-Code and then indicate 3 units, 
that is, 3 times the 1,000 unit dosage in the 
J-Code.

While this process seems to be 
straightforward, there are signifi cant 
problems with interfacing the pharmacy 
computer systems with hospital billing 
systems. Auditors should keep this area 
in mind when reviewing policies and 
procedures and in verifying that claims 
are being correctly generated.

Note that just recently we all had 
the chance to drop the J-Codes and go to 
the NDCs under the HIPAA TSC. Due to 
industry complaints, CMS decided not 
to make this change. So, this NDC versus 
J-Code situation will continue to be a 
problem area and appropriate audits will 
need to be routinely performed. NP

Duane C. Abbey, PhD, CFP, is president 
of Abbey & Abbey Consultants, Inc., special-
izing in healthcare consulting and related 
areas. He also teaches workshops and makes 
presentations to hospital associations and 
medical societies. He is a leading expert na-
tionally on APGs/APCs. He may be contacted 
at Duane@acciweb.com.

Developing 
technical 

component E/M 
coding guidelines 
will be diffi cult!

invested 1/10th as much in compliance 
activities as they fi nally did in reactive 
activities, both their wallets and nerves 
would have survived the 3-6 months of 
investigation, worry and self-doubt in 
better condition. What they learned, the 
hard way, is that compliance can equal 
prevention, and; a provider unprepared to 
face scrutiny is nearly helpless to defend 
her/himself against even suspected 
compliance violations. NP

Derek Jansen, PhD, MPH – Compliance 
Analyst, Practice Management Alternatives, 
LLC, has more than 30 years experience as 
provider, administrator, teacher and author 
in all aspects of healthcare related delivery sys-
tems. Dr. Jansen’s practice specialty is forensic 
medical record review in support of defendant 
providers and institutions. He may be reached 
at: Practice Management Alternatives, LLC, 
Bellevue, Washington 98004 Tele. 1 (866)-
388-2686.

Donald Jones, PhD, MHA, CCP- Re-
imbursement and Health Policy Analyst, 
Practice Management Alternatives, LLC, has 
reviewed more than 50,000 medical records in 
the past 25 years regarding billing, coding and 
documentation compliance. He may be reached 
at: Practice Management Alternatives, LLC, 
Bellevue, Washington 98004 Tele. 1 (866)-
388-2686.
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