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FEATURE ARTICLE

 he  Health  Information Department
(Medical Records Department)
usually performs diagnostic and

procedural coding from closed medical
records.  Coded data can present challenges
in interpretation.  This article will assist
you in understanding the basic concepts of
ICD-9-CM  (Internal Classification of
Diseases, 9th revision, Clinical Modification
[for use in the United States]), and CPT-4
(Current Procedural Terminology).

ICD-9-CM

The International Classification of
Diseases, Ninth Revision, Clinical
Modification (ICD-9-CM) is based on the
official version of the World Health
Organization’s Ninth Revision,
International Classification of Diseases
(ICD-9).  ICD-9 classifies morbidity and
mortality information for statistics purposes
and for hospital record indexing by disease
and operations/procedures, for data storage
and retrieval.

Diagnostic & Procedural
Coding Demystified

The idea of utilizing the International
Classification of Diseases for use in medical
record indexing was developed in order to
create a more efficient methodology for
storage and retrieval of diagnostic and
procedural data.  In 1950, the U.S. Public
Health Service and the Veterans
Administration initiated independent tests
of the Internal Classification of Diseases
for indexing and retrieval uses.  In 1951,
Columbia Presbyterian Medical Center in
New York City adapted the International
Classification of Diseases, Sixth Edition for
use.  Following this, the Commission on
Professional and Hospital Activities
(CPHA) in Ann Arbor, Michigan, adopted
the International Classification of Diseases
with some modifications for use in hospitals
participating in the Professional Activity
Study.

In 1956, a study was performed to
evaluate the use of coding systems for
diagnostic indexing.  The study indicated
the International Classification of Diseases
provided an appropriate framework for
hospital indexing purposes.  Chief users of
the system combined their experiences and
an adaptation was published in 1959.  In
1962 a revision was issued, and the first
“Classification of Operations and
Treatments” was included.

In 1966, the international conference
reviewed the eighth revision of ICD.  It was
felt that the basic classification would
provide appropriate detail for some
countries, but there was the recognition that

the structure did not provide enough
specificity for other countries.  A consulting
group recommended that further detail be
provided.  The American Hospital
Association developed the proposals.  This
adaptation became ICDA-8, and beginning
in 1968, became the basis of coding
diagnostic and procedural data for
American Hospitals.

Physicians have been required to
submit diagnosis codes for Medicare
reimbursement since 1988.  Physician
offices must include the appropriate
diagnosis codes when billing for services
provided to Medicare beneficiaries after
April 1, 1989.  The Health Care Financing
Administration, now the Center for
Medicare and Medicaid Services designated
ICD-9-CM as the coding system that
physicians must use.

ICD-9-CM CHARACTERISTICS

ICD-9-CM exceeds its forerunners in
the number of codes.  The classification has
been expanded to include conditions related
to health status, and provides greater
specificity with fifth digit level of detail.
It should be noted that the use of fifth digits
is mandatory.

Volume I of ICD-9-CM contains five
appendices.

Appendix A:  Morphology of Neoplasms
Appendix B:   Glossary of Mental Disorders
Appendix C: Classification of Drugs
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Appendix D: Classification of Industrial
Accidents According to Agency
Appendix E:  List of Three-Digit Categories

Volume 2 (alphabetic index) of ICD-
9-CM contains many diagnostic terms that
do not appear in Volume I since the index
includes most diagnostic terms currently in
use.

Volume 3 (procedure index and
procedure tabular) of ICD-9-CM contains
codes for operations and procedures.  The
format for the tabular is the same as Volume
1 disease tabular.  The ICD-9-CM system
is updated every October.

1984 – DIAGNOSIS RELATED
GROUPS (DRG)

In 1984, ICD-9-CM Diagnosis and
Procedural Coding took on a new focus.
With the advent of the Prospective Payment
System, the completeness and accuracy of
coding became a focal point for Medicare
reimbursement through Diagnostic Related
Groups.  The DRG System groups patients
who had similar diagnoses and/or similar
procedures into defined payment groups.
Many of the DRGs are “paired;” where
there are two DRGs for the same principal
diagnosis or principal procedure.  This type
of DRG will be numbered sequentially, i.e.
148 and 149.  Each DRG is assigned a
weight, which corresponds to an assigned
patient acuity.  The higher the acuity, the
higher weighted the DRG.  In the paired
DRGs, the higher number will be the lower
weighted DRG.

Patients are assigned the higher
weighted DRG if there is an additional
diagnosis that is called a “comorbid”
diagnosis.  A “comorbid” diagnosis is an
additional diagnosis that is felt to increase
the patient’s length of stay by at least one
day in 75 percent of similar cases.  It is
important to understand that the ICD
system was originally designed as a
nomenclature for diagnoses and
procedures, and was not designed to
determine financial reimbursement.  The
DRG system was originally designed
utilizing the coded data in the Medicare
Billing System; so where there are fairly
specific DRG’s for medical and surgical

care, the DRGs for maternal and child
diseases are far less specific.

The reimbursement for a Medicare
patient is calculated by multiplying the
blended reimbursement rate by the DRG
weight.  Obviously, the higher the DRG
weight, the higher the reimbursement.
It therefore becomes more and more
important to ensure that all diagnoses in
the medical record are reflected accurately
in the coding.

It is important to remember that the
number of DRG’s have increased
significantly since 1984.  Some DRG’s have
been “split apart” over the years.  A
diagnosis that was originally assigned to
one DRG may now be part of another.  This
is extremely important to remember if
performing analysis of DRG patterns over
a period of years.

As accurate coding became more and
more important to reimbursement, rules
and regulations concerning coding became
more and more visible.  Coding is often
known to be very subjective.  Studies have
been done with copies of the same medical
record being given to 25 expert coders, only
to obtain 25 different sets of ICD-9-CM
codes.  Coding Clinic, published quarterly
by the American Hospital Association, has
been the national arbitrator of correct
coding.  The Coding Clinic provides
interpretation on how “new” diagnoses or
procedures should be coded.  It should also
be noted that certain  interpretations on how
to code specific diagnoses have changed
over the years.

A good example of this is diabetes.
Initially, a patient who was diabetic but who
normally did not use insulin could be coded
as ‘insulin-dependent’ if he or she required
some insulin injections while hospitalized.
Now, a patient who is not defined as
“insulin-dependent” cannot be coded as
“insulin dependent,” if he or she received
injected insulin while hospitalized.  Insulin
dependent diabetes is a comorbid condition;
non-insulin dependent diabetes is not a
comorbid condition.

Another factor which influences
diagnostic and procedural coding is specific

payer interpretation.  Various third party
payers may have their own interpretations
on how a diagnosis or procedure should be
coded, and may base their reimbursement
and contract decisions on that
interpretation.

It is extremely important that any
hospital or hospital system be aware of how
ICD coding can affect contract language.
Be sure to involve your Health Information
Department Professionals in any contract
language pertaining to DRGs, ICD-9-CM
codes or CPT Codes.

CPT-4

Current Procedural Terminology
(CPT-4) is a coding system initially utilized
by physician offices to reflect care or other
procedures performed on their patients.
CPT is procedural terminology only.  CPT
is defined as a listing of descriptions, terms
and identifying codes for reporting medical
services and procedures performed by
physicians.  The terminology provides a
consistent language which accurately
describes medical, surgical and diagnostic
services.  The system is designed to provide
an effective method for consistent
communication between physicians,
patients, and payers.  Unlike ICD-9-CM,
it is a coding system specifically designed
for medical care reimbursement.  The
American Medical Association owns
CPT-4.

An important issue is that CPT-4 is
updated every January, with specific codes
being replaced with others.  Often one code
may be replaced by another code, but there
are many occasions when one code is
replaced by multiple codes.  An example
of this would be a CPT-4 code for a test for
A or B bacteria, which gets replaced by a
CPT-4 code for a test for A bacteria and a
CPT-4 code for a test for B bacteria.

Although there are “crosswalks”
between ICD-9-CM and CPT-4, there is no
real correlation between the two coding
systems.  The logic used to apply
appropriate codes is very different as well.
CPT codes generally do not address
diagnoses, but are far more specific in
describing procedures than ICD-9-CM.
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CPT-4 codes are the basis for APC’s – the
Outpatient Medicare Prospective Payment
System.  APCs are often known as “outpatient
DRGs,” but this is not really accurate, in that
a patient can have multiple APCs.  The hospital
can receive reimbursement for each APC
billed, unlike DRGs, where additional
diagnoses may not make a difference to the
reimbursement.

CONCLUSION

In the performance of any analysis of
coding, it is extremely important to remember
that coding in both systems may be date
specific.  Be sure you are aware of what codes
were applicable in any specific time frame.
Your Health Information Department
Professionals will be able to provide you with
that information.

It is also important that there be a
correlation between what is coded with CPT
codes through the hospital coding and
abstracting system, and what CPT codes are
loaded in your hospital charge-master.  If the
hospital charge-master contains CPT codes
which are attached to various supplies and
implants, you may wish to be sure that this
does not conflict with the codes assigned by
the Health Information Department.  An
example of this follows.

A patient undergoes a surgical procedure
with the insertion of an implant.  Health
Information assigns a procedure code which
covers the surgical procedure and the implant.
Through the charging process, the Operating
Room enters a code for the implant.  Be sure
that the bill does not reflect both codes, or it
may appear to the payer that the hospital is
“unbundling” charges.

Your Health Information Department
Professionals have very specific compliance
requirements that they must follow to ensure
high quality coding.  You are strongly
encouraged to work with them.  They will be
happy to review coding policies and procedures
with you.

Adriana E. van der Graaf, MBA, RHIA, is
Director of Health Information Department at
Cedars-Sinai Medical Center.  Ms. van der Graaf
can be reached at (310) 423-3311.

Chairman, continued from page 3

applications for all open positions until August 31.  You can obtain an application
on the AHIA Website, from this issue of New Perspectives (see page 38) or by
calling AHIA headquarters at 888-275-2442.  If you have questions or would like
more information about service on the AHIA Board of Directors, please contact
any of the current officers or directors.  (Contact information is available on page
two or at www.ahia.org.)

As we as healthcare audit and compliance professionals continue our journey
through these tumultuous times, AHIA is delighted that you have chosen this
organization for your professional growth and development.  AHIA is proud to
stand beside and support individuals of such noble and esteemed professions.  I
salute you as professionals and colleagues and I look forward to seeing you in San
Antonio in September.

Laurisa Riggan, CPA, is AHIA Chairman of the Board, and can be reached at
lriggan@ahia.org.  Ms. Riggan is Vice President of Corporate Compliance and Internal
Audit at Children’s Mercy Hospitals and Clinics, in Kansas City, MO.

AHIA POSITION STATEMENT

CHALLENGES FACING THE ACCOUNTING AND AUDITING PROFESSIONS

As healthcare internal auditors, the majority of us work for nonprofit
organizations that are not directly affected by public trading, investor interests and
the requirements of the Securities and Exchange Commission.  As such, both we
and our Boards may feel somewhat removed from the issues of Enron, Global
Crossing and others.  However, as identified in a recent Wall Street Journal article
regarding the Baptist Foundation of Arizona, nonprofit organizations face similar
risks.  We are also well aware of the many significant compliance risks that could
significantly cripple both the financial well-being and community service missions.

The Association Board has been following the media related to these issues as
well as press releases and other statements issued by both the American Institute of
Certified Public Accountants and the Institute of Internal Auditors.  It appears likely
that significant changes lie ahead that may directly and indirectly affect both the
services we provide and the relationships we maintain with our Boards, management,
external auditors and other consultants.

In this regard, we support the comments and advice offered by the IIA in their
February 2002 edition of Tone at the Top*.  We also believe appropriate discussions
should be initiated regarding these issues with your Board, Audit Committee and
senior management.  We encourage you, our members, to initiate such discussions.
To the extent your current practice does not meet industry best practice, we encourage
you to take this opportunity to communicate and implement such best practices,
especially regarding your reporting relationship to your audit committee and the
oversight of external audit and consulting activities.

Like corporate compliance, Y2K and HIPAA, this situation represents yet
another challenge to which we are called to task.  As professional internal auditors,
it thereby represents another opportunity to prove our value and assist our
organizations in achieving their strategic objectives.

We look forward to supporting you in meeting these challenges.

*AHIA is pleased to reprint this article in its entirety beginning on page 31.
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