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Billing and Reimbursement Column

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

MS-DRGs, NPIs, Claim Forms, 
& MACs

DRGs–A New Severity Refi nement
On April 13, 2007, CMS) released the 
examination copy of the Federal Register 
entry addressing the proposed update 
to the hospital inpatient prospective 
payment system (IPPS). The actual 
Federal Register entry is dated May 
3, 2007. This Federal Register entry is 
massive!

There are a number of issues discussed, 
but CMS is implementing a severity 
refi nement to the venerable DRG payment 
system. The new offi cial acronym is MS-
DRGs (Medicare Severity DRGs). This 
same process was commenced in 1994 
with the so-called SR-DRGs (Severity 
Refi ned DRGs). CMS dropped the 1994 
proposal but now appears to be serious 
about implementing a severity adjusted 
DRG system.

Currently, hospital inpatient coding 
staff concentrates on determining the 
correct principal diagnosis and then, if 
possible, identifying a CC (complication 
or comorbidity) diagnosis that can 
elevate the DRG assignment relative to 
the principal diagnosis. Under the new 
system we will also have MCCs (major 
complications or comorbidities). Thus, 
there will be more DRG categories and a 
greater emphasis on secondary diagnosis 
coding.

Rand Health has issued a working paper, 
“Evaluation of Severity-Adjusted DRG 
Systems: Interim Report”, which compares 
various DRG systems. A fi nal report will 
be issued late in 2007 and will include 
the new MS-DRGs in the evaluation. 
However, their fi nal report will probably 
not be ready before CMS implements the 
MS-DRGs. CMS is indicating possible 
additional changes in the coming years.

The OIG and CMS have been concerned 
with the process of upcoding or other 
gaming of the DRG payment system. 

Most likely this new severity adjustment 
to DRGs will increase compliance 
apprehension. Thus, healthcare auditors 
should prepare themselves for increased 
auditing, more technical auditing, and 
possible operational glitches as we 
implement this refi ned DRG system. Also, 
other private third-party payers using 
DRGs as a basis for inpatient payment 
will also be affected by this change. Be 
sure to watch for the fi nal Federal Register 
entry that should appear about August 1, 
2007.

National Provider Identifi ers–NPIs
May 23, 2007 was supposed to be the 
offi cial start for every healthcare provider 
to begin using the new National Provider 
Identifi ers. Here are a few key points 
about this new provider identifi cation 
system.

Mandated by the HIPAA 
Administrative Simplifi cation statute.

Intended to replace all of the variable 
legacy provider identifi cation 
systems including the Medicare 
Provider Identifi cation Number and 
the UPIN or Unique Physician/
Practitioner Identifi cation Number 
along with the many private third-
party payer numbers.

Requires providers to obtain an 
NPI through a national enumerator 
system by registering and providing 

•

•

•

key information which must be kept 
up to date.

Uses a provider taxonomy code 
system that identifi es the type or 
types of services provided.

Requires a careful analysis on the 
part of institutional providers to 
properly identify any organizational 
subunits that need to have separate 
NPIs.

Requires that the standard claim 
forms 1500 (CMS-1500 for Medicare) 
and the UB-04 (CMS-1450 for 
Medicare) must be signifi cantly 
updated to accommodate the new 
NPI code format.

A key element in this whole process 
is that the national enumerator is to 
develop a database of the NPIs with 
various crosswalks for a given new NPI 
number back to the old legacy numbers. 
Providers, such as hospitals, need to 
have access to the new NPIs for virtually 
every physician on the hospital’s medical 
staff. Thus, the database of NPIs and the 
various crosswalks must be available and 
easily accessible.

Early in 2007, the healthcare provider 
community, including health plans, 
indicated that the new NPI system could 
not be put into place by May 23, 2007. 
The primary reason for not being ready is 
that access to the national NPI database 
would not be available on a timely basis, 
meaning, before the implementation date. 
Although the implementation date is fi xed 
in law, CMS as the federal administrative 
agency for the HIPAA Administrative 
Simplifi cation statutes has indicated 
that there is a one year period in which 
contingency plans can be developed and 
used while the new NPIs are fully put 
into place. Theoretically, CMS is required 
to enforce this law, but CMS has indicated 
that any enforcement will be based only 
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“The switch from a current 
Fiscal Intermediary to a new 
regional MAC may involve 
making changes in the way 
services are coded, billed, 

and claims are fi led.”
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on complaints. Operationally, CMS is 
giving the healthcare community up to an 
extra year to fully prepare and implement 
the NPI system.

Healthcare auditors should plan to 
include an assessment of a given 
provider’s progress or lack of thereof 
relative to NPI implementation. NPIs are 
closely related to billing privileges from 
Medicare, Medicaid, and other third-
party payers, thus healthcare auditors 
may want to integrate appropriate audits 
and reviews to address both the provider 
identifi cation number issues along with 
the more encompassing billing privileges 
issue.

Update UB-04 and 1500 Claim Forms
The new UB-04 and 1500 claims forms are 
now generally available. While the vast 
majority of claims are fi led electronically 
using the more extensive Form 837I 
and 837P, the paper based forms still 
have uses. Most of the changes involve 
increased data fi eld size for the new NPIs 
(National Provider Identifi ers) and also 
for diagnosis codes with the eventual 
move to ICD-10. The new diagnosis 
fi elds on the UB-04 also have a trailing 
position for the POA or Present on 
Admission Indicator. Whether the POA 
information will eventually be used in the 
DRG grouping process is an interesting 
question. Note also that many more 
secondary diagnoses can be reported on 
the UB-04, but CMS has indicated that the 
current number of diagnosis codes will 
continue to be used in the DRG grouping 
process.

Medicare Administrative 
Contractors–MACs
CMS continues the consolidation process 
for establishing some fi fteen regional 
MACs (Medicare Administrative 
Contractors). Thus, the current Fiscal 
Intermediaries and Carriers will be 
combined and regionalized. While this 
process will take several years, healthcare 
auditors should be assessing any potential 
impacts this process might have on 
hospitals, clinics, physicians, and other 
types of healthcare providers.

Of course, there will be operational 
impacts for coding and billing. Currently, 
the various Fiscal Intermediaries 
and Carriers have some latitude in 
establishing local policies. Thus, taking 
a hospital as an example, the switch 
from a current Fiscal Intermediary to a 
new regional MAC may involve making 
changes in the way services are coded, 
billed and claims are fi led.

There are more subtle changes that 
healthcare auditors should consider. For 
instance, both hospitals and physicians 
will have their claims processed by the 
same MAC, and, most likely, by the same 
computer-based adjudication system. 
While the adjudication logic may be 
quite different (e.g., APCs for hospital 
outpatient and RBRVS for physicians), 
the MAC’s computer system will now 
have full access to physician and hospital 
coding for common services. Currently, 
physician claims and hospital claims even 
for the same services cannot be correlated 
easily.

Thus, a concern for healthcare auditors 
is to establish auditing mechanisms 
now, to check for the correlation of 
physician coding with hospital coding 

for common services. The primary area 
of concern is with surgical services 
provided by physicians in the hospital 
setting. Outpatient surgical services are 
of prime interest because the physician 
and the hospital both report these surgical 
services using the CPT coding system. If 
surgical procedures are performed, it is 
reasonable to conclude that generally the 
physician and the hospital are reporting 
the same CPT codes. NP
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