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Billing and Reimbursement

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

Keeping Up With Coding, Billing 
and Reimbursement Auditing

The Cost Report and Devices

CMS is moving forward with updating 
the hospital cost reporting process. 
The new form is the CMS-2552-10 that 
incorporates a change in Line 55 for 
differentiating inexpensive supply items 
from expensive supply items. Due to the 
structure of the revenue code sequence 
for supplies, see the 027X sequence, 
expensive implants (revenue code 0278) 
are lumped in with routine supply items 
generally using 0271 and 0272. Because 
hospitals tend to mark up inexpensive 
supply items more than they mark up 
expensive items, the cost-to-charge ratio 
(CCR) for supplies is not accurately 
refl ective and charge compression occurs.

For instance, a hospital may take an 
expensive device costing $10,000.00 and 
decide to mark it up by only ten percent 
(10%) while less expensive, and more 
voluminous, supplies are marked up 
by something like two hundred fi fty 
percent (250%). This might produce 
an overall CCR in the neighborhood 
of 0.50. Thus, when CMS receives the 
$11,000.00 charge for the expensive 
device, CMS will multiply the 0.50 times 
the charge to obtain, what CMS thinks 
is a cost of $5,500.00, which is totally 
inaccurate.

To address this situation, CMS has 
decided to separate Line 55 into two 
parts:1

Medical Supplies Charged to Patients•	

Devices Charged to Patients•	

Generally, the latter category includes: 
0275 (Pacemaker), 0276 (Intraocular 
Lens), 0278 (Other Implants), and 0624 
(Investigational Device).

For auditors there are several concerns. 
First, only separately chargeable supply 
items should be included. Identifying 
supply items that are separately 
chargeable2 has been a challenge for 
many years. Language such as routine vs. 
non-routine or ancillary vs. non-ancillary 
has been discussed by the Medicare 
Administrative Contractors (MACs) at 
some length. Auditors should ensure 
that the hospital’s chargemaster and cost 
reporting process accurately address this 
issue.

The second, even more diffi cult issue, is 
what should be included in the category, 
devices charged to patients. While CMS 
proposed a device defi nition that would 
defi ne devices only as those that remain 
in the patient after a procedure,3 CMS 
has now deferred to the more general 
National Uniform Billing Committee’s 
(NUBC’s) defi nitions in this area.4 Again, 
for auditors, be certain to work with your 
cost reporting personnel to ensure proper 
categorization within this guidance. For 
instance, the NUBC guidance will need to 
be interpreted in the following categories:

Permanent Devices•	

Minimally Invasive Devices•	

Wound Glues•	

Cutting Tools•	

Endoscopic Alternatives•	

Note that this is a challenging area in 
which auditors can provide signifi cant 
assistance.

Observation: Some Welcome Changes

Over the past decade CMS has repeatedly 
discussed observation services in rather 
lengthy Federal Register entries.5 Hospitals 
have repeatedly requested guidance 
on exactly when observation services 

commence and when observation services 
cease, that is, start and stop times. A major 
part of the observation issue is whether 
these services are tied to the concept 
of an observation bed or involve the 
establishment of observation status.

In Transmittal 1760, dated June 23, 
2009, CMS updates Publication 100-04, 
Medicare Claims Processing Manual. This 
transmittal is the regular quarterly update 
to Ambulatory Payment Classifi cations 
(APCs) for implementation on July 1, 
2009. While CMS side steps the concept 
of observation status by indicating that 

This new language is a major step toward being 
able to accurately and knowingly report the 

number of observation hours. 

1 See Transmittal 20, July, 2009, to the Provider Reimbursement Manual, Part 2.
2 See 74 FR 43782.
3 See 73 FR 48459.
4 See 74 FR 43781 and NUBC Meeting Minutes from August 11-12, 2009.
5 For instance, see 69 FR 50534 or 69 FR 65831 or 70 FR 68693.
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status applies to either being an inpatient 
or being an outpatient, there is now clear 
language that observation is not strictly 
tied to the observation bed concept.

The revised language in Chapter 4, 
§290.2.2, Reporting Hours of Observation, 
now reads:

“Observation time begins at the clock 
time documented in the patient’s 
medical record, which coincides with 
the time that observation care is initiated 
in accordance with a physician’s 
order.”

For hospital personnel and auditors this 
new language is a major step toward 
being able to accurately and knowingly 
report the number of observation hours. 
Observation is often initiated through the 
Emergency Department of a hospital and 
there can be a delay in actually placing 
the patient into an observation bed. For 
some hospital situations this delay can 
be significant. However, the patient is 
receiving observation services and the 
hospital has assumed medical/legal 
liability for the proper care of the patient 
during this time period before arriving at 
the observation bed.

Auditors should ensure that proper 
policies and procedures are in place to 
accurately report the number of hours 
for observation services. CMS instructs 
hospitals to round to the nearest 
hour. Additionally, such policies and 
procedures should include situations in 
which a patient is provided services that 
are not part of observation. For instance, 

a patient may be removed from their 
observation bed and taken to another 
part of the hospital for diagnostic or 
therapeutic services.6 The counting of 
observation hours should be suspended 
in this case and there should be policy 
and procedure directives on how to 
measure the time period for observation 
services.

Condition Code 44: Establishing 
Policies and Procedures

As discussed above, observation services 
were a major topic in Transmittal 1760 
updating the APC payment system for 
July 1, 2009. Another, very thorny issue 
for observation is the proper use or 
non-use of Condition Code 44. Auditors 
should work closely with coding, billing 
and utilization review staff to ensure that 
proper policies and procedures are in 
place to address Condition Code 44.

The basic idea is that a physician may 
admit a patient as an inpatient and 
at some later time Utilization Review 
determines that inpatient admission 
criteria were not met. Condition Code 44 
is then used to indicate that the admission 
was changed to an outpatient status. CMS 
uses a much more stringent definition 
for using Condition Code 44 relative to 
what should be the official definition from 
the National Uniform Billing Committee 
(NUBC). For the Medicare program, the 
physician must concur with the decision 
in writing and the patient must still be in 
the hospital.

In reading Chapter 1, §50.3 of the 
Medicare Claims Processing Manual, you 
will find some interesting language that 
helps to define CMS’s approach in this 
area. Consider the following statement:

“Patients are admitted to the 
hospital as inpatients only on the 
recommendation of a physician or 
licensed practitioner …”

Note the use of the word recommendation. 
Apparently, from CMS’s perspective, the 
physician recommends and then hospitals 
make the final determination. Also, CMS 
presumes that Utilization Review and 
Case Management are almost always 
monitoring admissions in real time. 
Consider:

“CMS set the policy for the use of 
Condition Code 44 to address those 
relatively infrequent occasions, such as 
a late-night weekend admission when 
no case manager is on duty to offer 
guidance …”

While CMS has provided helpful 
guidance for using or not using Condition 
Code 44, auditors will find that rather 
extensive policies and procedures need 
to be developed in this area to handle a 
variety of situations. For example, what if 
the physician goes to Utilization Review 
and indicates that an inpatient admission 
made yesterday was a mistake and the 
patient’s status should be changed to 
outpatient? Does a physician-initiated 
change obviate the use of Condition Code 
44?7

Injections and Infusions…Yet Again

Injections and infusions continue to 
present significant challenges to hospitals. 
While chemotherapy and dedicated 
infusion center coding and billing are 
not generally a problem, patients in 
observation on a medical/surgical floor 
or in outpatient care units in which there 
are only occasional injections and infusion 
services, do present challenges for proper 
charge capture and coding.

Auditors are placed in the position of 
not only identifying this as a problem 

6  See Chapter 4, §290.2.2 of Publication 100-04, Medicare Claims Processing Manual.
7 Also, look for the converse, that is, cases in which observation was ordered and at the end of a one or two day stay the status is suddenly changed to inpatient.

To address this 
situation, CMS has 
decided to separate 
Line 55 into two 
parts:

Medical Supplies •	
Charged to 
Patients
Devices Charged •	
to Patients
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area, but auditors should also make 
recommendations for resolving and/or 
improving coding and billing in this area. 
The challenge for nursing staff is that 
they may be doing the coding through 
charge entry which then drives through 
the chargemaster to pick up the codes. 
Given the rather convoluted logic used 
for injections and infusions, particularly 
for an extended observation stay, a very 
complete understanding of the coding 
logic is required.

While there can be a number of different 
approaches to addressing this challenge, 
whoever is doing the coding must fully 
understand the coding logic. Auditors 
may need to break through departmental 
barriers in order to address this situation. 
Consider the following approach:

Nursing staff simply documents each 1. 
drug provided, including route of 
administration, start and stop times 
for infusions and hydration. That is, 
nursing staff provides the necessary 
clinical documentation that should be 
made anyway.

Coding staff reviews the clinical 2. 
documentation and develops the 
appropriate injection, infusion, and 
hydration code combinations.

Coding staff then enters the charges 3. 
from the chargemaster correlating to 
the codes developed.

Auditors should be aware that 
suggesting that coding staff enter 
(or even check) charges may be 
controversial! No matter what  
approach you take, significant 
compliance issues are involved in this 
area. NP
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