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More on Observation, Catheterization and 
Provider-Based Issues
Billing for services rendered never gets easier
By Duane C. Abbey, PhD, CFP

O
ne of the favorite issues for the Recovery Audit 
Contractors (RACs) is short-term inpatient 
hospital stays that are not medically necessary. 
When a case is found, the recoupment is for the 

entire inpatient stay. Significant recoupments have occurred 
since the beginning of the RAC Demonstration.

Hospitals have appealed a number of these cases, 
recognizing that if an inpatient admission was not justified, 
then the case should have been paid on an outpatient 
observation basis.

One appealed case, the O’Connor Hospital appeal from 
2004,1 has made its way through the appeals process to 
the Medicare Appeals Council (MAC). The MAC upheld the 
Administrative Law Judge’s ruling supporting that while 
the inpatient admission was not justified, observation was 
justified and the Medicare contractor should work with the 
hospital to file an outpatient observation claim.

A careful reading of the O’Connor ruling shows there are 
a number of findings that are quite contrary to the way 
CMS interprets the rules and regulations. While CMS has 
apparently followed the specific directions from this ruling, 
as well as similar rulings for individual cases, it has made no 
pronouncements concerning any shift in CMS’s stance about 
recoupment for these types of cases.

On March 13, 2013, CMS’s silence was broken when it issued 
a ruling and a Federal Register entry in examination format:

 • CMS-1455-R – Ruling

 • CMS-1455-P – Federal Register Proposed Rule

1 See www.hhs.gov/dab/divisions/medicareoperations/macdecisions/ 
oconnorhospital.pdf.

The actual publication of this Federal Register entry 
occurred on March 18. Further, Transmittal 1203OTN was 
issued on March 22 concerning implementation of the 
interim ruling although the implementation date is listed 
as July 1, 2013.

Hospital auditors should work with their RAC coordinators to 
assess how these short-stay inpatient admissions should be 
handled if there is a RAC medical necessity denial. Any final 
rule will probably not be issued until mid-2013. Meanwhile, 
the interim ruling provisions need to be followed.

There are two sets of related activities in this area. First, 
CMS has decided to terminate the Part A to Part B Rebilling 
Demonstration. The demonstration project was a partial 
answer to this issue of short-stay inpatient admissions that 
should have been billed as outpatient Part B services. With 
the interim ruling, this demonstration project became 
irrelevant.

Second, CMS did solicit comments concerning outpatient 
versus inpatient status during the annual APC update 
Federal Register process for CY2013.2

CMS indicated that there were many comments relative 
to this overall issue although there was no indication of 
any impending rules resulting from this Federal Register 
process.

APCs – Cardiovascular catheterization services
Healthcare auditors should be aware that there are 
a number of CPT coding changes being made in the 
cardiovascular catheterization services area. The changes 

2 See July 30, 2012 Federal Register (77 FR 45155), and November 15, 2012 
Federal Register (77 FR 68426)
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appear to be a multi-year process that will probably not be 
completed until 2014 at the earliest. The changes started 
occurring in CY2011. For CY2013 there are a number of new 
codes and modified coding guidelines.

Cardiovascular catheterization services represent a 
significant growth area because the baby boom generation 
is reaching Medicare eligibility. In addition, this is a relatively 
high dollar area where proper coding and billing must be 
fastidiously pursued. In terms of coding, it is a complex area 
very much dependent on proper documentation.

Auditors should be sensitive to all of the possible impacts 
from this extensive set of changes. Besides the new codes 
themselves and the associated coding logic, the new 
guidelines bundle many associated activities into the new 
code sets. For instance, when there is a femoral puncture, 
many hospitals will deploy a vascular plug as part of the 
arterial closure process. There are HCPCS codes for the plug 
as a device and a code for the process of deploying the plug. 
However, for most of the new codes, this use of vascular 
plugs, when performed, is an included service and should 
not be reported separately.

While these changes may be viewed only as coding changes, 
there are other associated processes needing consideration 
as well. For instance:

 • Charge capture

 • Chargemaster pricing

 • Chargemaster coding interface

 • Cost report

Charge capture is always an issue. The process of charge 
capture will be affected by the way the chargemaster is 

established. The proper setup for the chargemaster will 
depend on the coding process, specifically whether or not 
coding is driven through the chargemaster.

Proper charging for cardiovascular catheterization 
procedures must be reevaluated in view of the increased 
bundling occurring with these revised code sets. Be certain 
the charges being made reflect all of the services and items 
that are now being bundled into the codes. Also, pay special 
attention to proper charging for coronary stents, particularly 
the drug eluting stents.

Provider-based issues
The Provider-Based Rule (PBR) is found at 42 CFR §413.65. 
While this rule is rather encompassing, many hospitals 
are interested in it relative to establishing and properly 
maintaining provider-based clinics.

Over the last two decades, many hospitals have established 
various types of provider-based clinics. The main intent 
may be to increase the quality of care within the hospital’s 
community. However, there is also a strong financial 
incentive because overall reimbursement can be increased 
by organizing a clinic as provider-based. This increased 
reimbursement results from the fact that two claims forms 
are filed, one for the professional component and one for 
the facility component.

The increased interest in provider-based clinics has certainly 
been noticed by CMS and associated federal entities. The 
OIG has indicated there should be no payment differential 
relative to the place of service. In other words, a given 

Hospital auditors should work with their RAC coordinators to assess how 
these short-stay inpatient admissions should be handled.

There are a number of CPT 
coding changes being made in 

the cardiovascular catheterization 
services area.

Pay special attention to proper 
charging for coronary stents, 
particularly the drug eluting stents.
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service should receive the same payment regardless of 
where performed.3

The Medicare Payment Advisory Committee (MedPAC) has 
also weighed in on this issue. In their March 2012 Report, 
Recommendation 3-2:

The Congress should direct the Secretary of Health 
and Human Services to reduce payment rates for 
evaluation and management office visits provided 
in hospital outpatient departments so that total 
payment rates for these visits are the same whether 
the service is provided in an outpatient department or 
a physician office.

3 See the OIG reports:” HCFA Management of Provider-Based Reimbursement 
to Hospitals,” August 2000 OEI-04-97-00090 and “Hospital Ownership of Physi-
cian Practices,” September 1999 OEI-05-98-00110.

Note that the MedPAC recommendation is only for E/M 
codes, but these codes often reflect the majority of visits.

Provider-based clinic financial projections relating to 
changes to the reimbursement process should be made 
including contingency planning for possible future 
associated issues. Also, auditors should determine that all 
PBRs and conditions are being properly observed. NP
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