
Severity adjustment tools 
enhance documentation
Tools help explain variations in care

Health care providers have used severity adjustment tools at the
state level since the 1980s. From both a cost-accounting and a
planning standpoint, these statistical tools have helped provi-

ders define patterns of illness, establish accepted treatment protocols,
and cut costs. The next step, says Darice Grzybowski, MA, RHIA,
FAHIMA, is increasing the use of severity adjustment tools.

According to Grzybowski, national industry relations manager for 
3M Health Information Systems in Salt Lake City, severity of illness
adjustment allows health care providers to compare apples to apples.
For example, “you can compare patients with clinically similar charac-
teristics and similar resource consumption to see if they had similar 
outcomes,” she says. “By using a severity adjustment software system,
health care organizations can differentiate and distinguish a patient’s
severity of illness and risk of mortality in comparison with other patients
and help pinpoint variations in care.”

One such software system is 3M’s proprietary All Patient Refined
Diagnosis-Related Groups (APR-DRG) software, which Grzybowski
says is currently being used by more than half of the states in the coun-
try to develop comparative provider report cards that help consumers
evaluate local health care systems.

In Indiana, for example, APR-DRGs are utilized by the state hospi-
tal association but are also finding adherents at the point-of-care level.
Carol Fridlin, RN, CPHQ, director of quality of management for St.
Vincent Hospital in Indianapolis, is both a user and a proponent of
severity adjustment software. St. Vincent uses both 3M’s APR-DRG
and Care Management Science’s Manager product to sort and handle
patient data. According to Fridlin, “severity adjustment lets us focus
on the largest norm population rather than the extremes of the most ill
or [the] very low-risk patients.”
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Because the larger group represents the major-
ity of patients, understanding the data generated
there can help practitioners establish better care
paths. In addition, scrutiny of data also could
help hospitals compare practitioners, such as
comparing cardiologists to other cardiologists or
to other types of physicians, says Grzybowski. 

Because severity adjustment tools allow their
users to account for degrees of illness, such as dif-
ferentiating between an otherwise healthy patient
who needs a knee replacement and one who has
diabetes and needs a knee replacement, they give
physicians a tool to explain why the first patient’s
length of stay might be shorter than the second
patient’s. Severity adjustment also takes into

account varying mortality rates as they relate to
patients’ overall health.

Fridlin recommends that hospitals looking to
integrate severity adjustment tools approach it
from two directions: “Look for your physician
champions, and look for high case volume,” she
says. “If you don’t have a friendly practitioner
group associated with the highest-volume popula-
tion, start with the second-highest one.” Happily
for St. Vincent, the high-volume area of orthope-
dics also offered physician groups that were open
to severity adjustment.

Physician participation is a must in order to
establish a severity adjustment program that
works, says Fridlin. Once physicians understand
that severity adjustment tools provide usable
data, they tend to support the tools, she says.
“Physicians like [severity adjustment] because it
provides comparison outcomes in like patients
and gives added value to improved documenta-
tion,” she explains. 

The Chicago-based American Health
Information Management Association (AHIMA)
lists improved documentation as one of the
“Characteristics of Best Practice Efforts” in the
organization’s “Practice Brief: Best Practice in
Medical Record Documentation and Completion.”
This brief encourages “transcriptionists and/or
coders to translate information into structured
(standardized) data,” emphasizing that “univer-
sally coded patient data, as opposed to free text, 
is ideal because it makes each element of patient
documentation available for both concurrent deci-
sion support and retrospective analysis of practice
patterns.” (The brief is available on-line at http://
library.ahime.org/xpedio/groups/public/
documents/ahima/pub_bok1_000043.html.)

After getting the physician champions on
board and deciding on a focus area, hospitals
new to severity adjustment still have to decide
which proprietary tools to use. Fridlin suggests
forming a team to research vendors and software
while also seeking to answer critical questions
about how your hospital plans to use the system.
Such a team should include physicians, nurses,
quality/performance improvement personnel,
and computer services people, among others.

While she recommends looking at lots of soft-
ware options, Fridlin encourages search groups 
to see what capabilities they may already have in-
house. “Some of the hospitals in Indiana already
had the APR-DRGs in their hospital but didn’t
know it was there,” says Fridlin. Needless to say,
adding to existing systems can be much less
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Improving productivity
starts with education 
Incentives also may help with performance

Who doesn’t want to do things better?
Reducing errors and completing more

charts means increasing both the speed and the
amount of reimbursement. But improving pro-
ductivity is easier said than done. 

Productivity is most often measured by how
many charts per day a coder can complete accu-
rately. “A new coder with no experience should
be able to code one outpatient chart every four 
to five minutes, or 120 charts per day. An experi-
enced coder should be able to code one outpa-
tient chart every two to three minutes, or 250 per
day,” says Steve Verno, CMBS, compliance direc-
tor for the Las Vegas-based Medical Association
of Billers and director of reimbursement for
Emergency Medicine Specialists, which has loca-
tions in Miami and Boca Raton, FL.

It’s not the volume, however, that is important,
says Verno; it’s accuracy. “You can have a coder
processing 120 charts per day, but when 30% to
40% or more of your claims are denied due to
coding issues, then you have an issue.”

Measuring productivity can be a positive
thing for HIM managers, providing benchmark
data as well as information that can point to
problems. It also can create problems if misused.

“Measuring productivity has a huge impact on
morale,” says Verno. “I’ve seen coders end up 
in tears when they can’t meet the productivity
deadline. I’ve seen them quit in less than a day
on the job. Those that can take the challenge and
make it will make excellent coders.”

Verno offers tips on helping to increase pro-
ductivity without scaring coders off:

• Pay coders based on the number of charts
coded with 100% accuracy. “Paying a coder an
hourly wage holds no incentives,” he says. “With
an hourly wage, it doesn’t matter if you code one
chart or 5,000.” The disadvantage, he points out,
is coders picking up the pace but losing accuracy,
which will result in lost reimbursement. The
other disadvantage may be that coders use codes
that pay less because the coder does not want to
lose time tracking down documentation that sup-
ports a higher-paying code.

• Make sure charts are documented legibly
and contain all the information needed to code
the chart. This may entail reminding clinicians —
or even teaching them how — to provide clear
and detailed documentation.

• Keep interruptions to a minimum, which
includes everything from meetings to personal
phone calls. Verno also suggests providing flexi-
ble schedules. “A coder can code any time, not
just from 9 a.m. to 5 p.m. Consider having most
of your coders work from 3 p.m. to 11 p.m. or
from 11 p.m. to 7 a.m.,” Verno suggests. You can
have one or two coders on hand during normal
business hours to handle claims denials.
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expensive than buying a new system.
Also remember that the finest system in the

world won’t deliver if people don’t know how to
use it. “When you’re purchasing, make sure you
budget for ongoing education,” Fridlin says.

St. Vincent began using severity adjustment
tools to evaluate orthopedic patients in the early
1990’s. As a result, the hospital has been able to
reduce average length of stay from eight days to
three days for a majority of patients undergoing
major joint surgery. Along the way, “we have
improved our care paths and seen an improve-
ment in documentation,” says Fridlin.

Although Fridlin says she can’t imagine not
using severity adjustment tools, she says the tools
work better in some areas than others. “We are
using severity adjustment to improve care and
outcomes for heart failure, stroke, and orthope-
dics,” she says. However, “a place where severity

adjustment systems are not popular is obstetrics.
OB is already standardized,” she notes.

Despite the potential and actual benefits of
severity adjustment tools, they haven’t yet taken
hospitals by storm. Grzybowski suspects that 
at least part of this hesitancy stems from users’
bad experiences with earlier models, which were
created as “black boxes,” meaning that the logic
behind the formulas was hidden and unavail-
able to users. “Physicians found these types of
systems to be unacceptable. They want to be
able to scrutinize the logic behind the severity
ratings for their patients,” she says. “APR-DRGs
are a completely open system. Users receive a
three-volume definitions manual that contains
all the logic. Today’s tools also have sophisti-
cated report-writing engines to help users pre-
sent the data in an understandable and valuable
fashion,” says Grzybowski.  ■



• Assign points to coding. “Let’s say a com-
pleted chart with 100% accuracy pays $4. This
equals 100 points. Each point is worth four cents.
If a code is incorrect, take away 30 points, or
$1.20. If it took six minutes to code a chart and it
should have taken three minutes, take away 30
points.” At the end of a specified period, coders
could be awarded a bonus based on the number
of points earned.

Education and beyond

There are electronic tools that can be used not
only to track the volume of work being com-
pleted but also to verify coding accuracy. “A
company called The Coding Edge Inc. [based in
Sanford, FL] developed coding auditing software
called CodePlus. Coders use it to enter CPT and
ICD-9 codes, and the software checks for accu-
racy,” says Verno.

3M Health Information Systems’ Coder
Productivity Reporter provides information on 
a coder’s volume, number and types of codes
assigned, time it takes to code a chart, and reim-
bursements associated with the coder.

But if the coder doesn’t know what he or she
needs to know, technology will not improve per-
formance. That’s where education comes in.
There are innumerable coding seminars and con-
ferences available to get coders up to speed on
everything from ICD-9 codes to the most recent
CPT codes released by the American Medical
Association. 

The Alpharetta, GA-based Medical Manage-
ment Institute offers certifications as a registered
medical coding associate, registered medical
coder, and registered medical manager, as does
the American Health Information Management
Association (AHIMA) in Chicago. AHIMA also
has accredited the Michigan Health and Hospital
Association’s corporate certificate program
offered in partnership with Davenport University
in Grand Rapids, MI. Going a step further is BJC
Health System in St. Louis, which initiated a
tuition reimbursement plan for coders pursuing
the associate’s degree in health information tech-
nology at two local colleges.

Even physicians seem to be taking education
more seriously. “More are taking the time for
training,” says Kristine Eckis, CMM, CPC, presi-
dent of The Bottom Line Medical Administrative
Consultants in Lake Wales, FL. In addition to
complaining about working more and more
while receiving less and less money, Eckis says

doctors are hearing horror stories related to cod-
ing errors that resulted in charges of fraud and
abuse. This aggressive enforcement climate is
causing physicians to be more concerned about
coding correctly.

If coders aren’t self-motivated to further their
education, Verno suggests giving them an incen-
tive: Assign a pay scale based on education and
experience. “A new coder would be a Coding
Technician 1, the next level would be Coding
Technician 2, and so on. To attain the next-higher
level, the coder would be required to code X
number of charts per minute and per day. Each
higher level requires a certain level of education
and experience.”

Regardless of how you measure productivity
or what tools you use to improve it, the goal is
reimbursement, says Verno. “The truest test of
coding productivity improvement measures is
when the claim is paid.”  ■

Kaiser makes move 
to automated records
Electronic records keep caregivers connected

One day soon in a Kaiser Permanente facility
near you, Kaiser patients will no longer be

able to take a peek in the chart that the nurse
leaves behind on the desk. No, it’s not because 
of the Health Insurance Portability and Account-
ability Act (HIPAA); Kaiser is going all digital, 
all the time.

Earlier this year, Kaiser began what will be a
three-year process of moving from the traditional
paper chart to an electronic record of patient vis-
its, progress notes, lab results, and hospital care.

“Our major impetus was to make sure that no
person is ever cared for with information miss-
ing,” says Andrew Wiesenthal, MD, associate
executive director of the Permanente Foundation.
Wiesenthal, along with Louise Liang, MD, senior
vice president of Kaiser Foundation Health Plan,
is taking point on the conversion. “Take the emer-
gency room, for example: The sickest people in
America go to the ER, and generally speaking, 
ER physicians have no information on the people
they are seeing,” Wiesenthal notes. Electronic
records will give Kaiser docs access to Kaiser
patients’ medical history, regardless of the
patient’s home base, he explains.
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The move to electronic patient records is not 
a new idea to the health care system. Ancillary
providers such as laboratories and radiology are
already using electronic records, as is Kaiser’s
Colorado facility, which has been on-line for six
years, and its Northwest facilities, which have
used electronic health records for nine years. 

The conversion will transition the balance of
Kaiser patients, some 7.5 million, to an auto-
mated system.

The electronic footprints will start at the check-
in desk. “There will be computers in all treatment
rooms, nurses will record vital signs via com-
puter, and physicians will input progress notes
on computer,” says Wiesenthal.

The electronic conversion is not going to be
easy or cheap. The cost of outfitting all 423 medi-
cal offices and 29 medical centers over 10 years —
which includes software licenses and mainte-
nance, equipment, training, and lost productivity
while learning — is around $1.8 billion.

The backbone of the system was developed by
Epic Systems of Madison, WI, which specializes
in electronic information technology. The system
allows Kaiser to schedule patient appointments,
record patient information and clinician diag-
noses, order and view lab tests/results, place pre-
scription orders from the treatment room, and bill
patients and co-insurers. 

Training will take many forms, including class-
room, computer-based, and one-on-one. 

Clinicians from any part of the United States
will be able to access patient records. “If non-
Permanente physicians require access, they could
be granted a view into the patient record via the
Internet as needed for care,” says Wiesenthal. 

Kaiser patients can already schedule appoint-
ments and refill prescriptions via the Internet.
The migration to electronic record-keeping will
allow them to view test results, review advice
their doctor or nurse gave them, communicate
with their care team, and receive reminders
regarding preventive care and care for chronic 
illness via the internet.

The system is HIPAA-compliant, Wiesenthal
notes. “The system controls what you can see and
do based on your professional role,” he explains.
“There’s also an audit trail so we know who did
what and who looked at what.”

Not only is information safe from prying eyes,
it’s also safeguarded from electronic disasters.
“There are several levels of redundancy. Copies
will be made of the data every night to mitigate
against loss,” Wiesenthal says.  ■

Nurse documentation can
boost your bottom line
Improved documentation also can reduce legal risk

If the nursing documentation in your emergency
department is lacking key information, your

facility may not be getting all the reimbursement
it deserves. More important, inadequate nursing
documentation can open the door for costly legal
action down the road.

Candace E. Shaeffer, RN, MBA, RHIA, vice
president of coding/quality management at Lynx
Medical Systems in Bellevue, WA, says appropri-
ate nursing documentation is especially impor-
tant when it comes to the Centers for Medicare &
Medicaid Services’ (CMS) outpatient prospective
payment system (OPPS), which includes signifi-
cant increases in payment for some procedures.
“Capture of these charges depends on sufficient
documentation,” she notes.

“You can look at documentation from two 
perspectives,” Shaeffer says. “They should be
blended into one. There’s clinical documentation:
What’s required for the medical/legal aspects 
of delivering care for the patient? The other is,
what’s required for coding? They’re usually just 
a little bit different, although they shouldn’t be.”

There is no national guideline to specify the
documentation needed for correct coding or for
reimbursement, she adds. “CMS has told each
facility to develop their own system,” she notes.

In 2000, when ambulatory payment classifica-
tions were introduced as part of the OPPS, CMS
in its final rule said facilities were expected to
develop a system that met certain criteria that
would ensure the facility was in compliance with
OPPS guidelines. Requirements include:

— that the services furnished be documented
and medically necessary;

— that the system maps the services to the dif-
ferent levels of effort represented by the codes;

— that the code assigned should reasonably
relate the intensity of hospital resources used.

“Beginning at that time,” Shaeffer says, “every-
body scrambled to try to put a charging mecha-
nism in place so they could capture all the
resources that were expended during an emer-
gency department [ED] visit. We were directed 
to use the CPT, which is applicable to physicians.
And the descriptors for the various codes —
99281 through 99285 — weren’t clearly applicable
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to the facility side. So you’ve got some very inter-
esting systems out there.”

Because every facility currently has its own
system, “adequate documentation is going to be
predicated on whatever system a site chooses,”
she says. “For instance, if a site has developed 
a point system, and part of the point system is
dependent on the mode of arrival [i.e., a patient
who arrives by ambulance is assigned more
points than someone who walked in the door],
then, for that site, it’s going to be critical that
they document the mode of arrival.”

Furthermore, facilities must ensure that what-
ever system they’ve developed meets accredita-
tion requirements from their state and from the
Joint Commission on Accreditation of Healthcare
Organizations, Shaeffer says.

Currently, an expert panel is meeting to put
together recommendations to CMS about a uni-
form model for facility coding, which could be 
in place as soon as 2004. Although it’s unclear
exactly what that model will look like, it could
resemble the system developed by the American
College of Emergency Physicians (ACEP) and
backed by the American Hospital Association and
the American Health Information Management
Association (AHIMA).

“I believe that they’re still looking at that
model and trying to tweak it,” Shaeffer says.
“CMS’ big concern was that there were separately
billable procedures included in the ACEP model,
so of course you have the concern of double-
billing. If you’re charging for a procedure sepa-
rately — say, an IV infusion — and you’re also
including it in a category of interventions that
would be used to evaluate and calculate the visit
level, then you’re essentially using it in a double-
billing mode. They have to go through and elimi-
nate that double-billing issue.”

In any case, ED professionals can’t simply
wait for CMS to decide on a final model before
taking steps to improve their documentation.
Whatever system you have in place at the
moment, whether it’s a point system, an acuity
system, or something else, chances are there are
things you could be doing with your documenta-
tion to more fully optimize reimbursement and
minimize legal liability.

“The overarching policy would be to thoroughly
document all of the services provided and make
sure the nurses know about those procedures that
are separately billable so they can document all of
them if they have some type of template or form,”
Shaeffer says.

Patti Muller-Smith, RN, EDd, a consultant
with Administrative Consulting Service in
Shawnee, OK, says the most common reason for
inadequate documentation in the ED is the fast-
paced environment. While ED nurses may com-
monly document what they do, “they’re not
necessarily supporting the why of what they’re
doing,” Muller-Smith says. “If you go back and
perform a chart review on a document, what 
it should do is paint an absolute picture or pro-
vide a road map for the course of action that 
the nurse took at each point in the treatment of
the patient. Sometimes it’s not clear why they
chose to do something, [perhaps] because the
changing patient status wasn’t documented or
the fact that they notified a physician was not
documented, those types of things. Now, they’ve
done them; it just was not documented.”

Visit level depends on documentation

Nursing documentation must be thorough to
make sure all appropriate charges are captured.
Inadequate documentation also can cause your
ED to lose out on the appropriate visit level.
Shaeffer explains that if you are using a point sys-
tem to calculate the facility visit level, resource
points are added to arrive at the total number of
points, which is compared with the minimum
point requirement for each visit level. Additional
resource points are added for specific tasks or
services, such as a visit from social services.

Therefore, if a service was performed but not
documented, a lower level of service would have
to be assigned, she says. For example, if addi-
tional points are earned when the patient arrives
by advanced life support transport, then you
must document this means of arrival. “Likewise,
if additional points are earned when a patient is
placed in restraints, this should be documented,”
Shaeffer says. 

To encourage thorough nursing documentation
for whatever system your ED is using, it’s neces-
sary to establish a set of documentation guide-
lines that incorporate requirements from your
state, the Joint Commission, and recommenda-
tions from other groups. For example, “AHIMA
recommends certain documentation be present
for quality,” Shaeffer says. She adds that facilities
“should take a look at all that information and
make sure they have an internal policy that speci-
fies the things that need to be documented. And
of course you have to have some guidelines
before you can audit. You’d audit based on the
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standards that you’ve established.” (For a brief
documentation checklist, see above.)

Whatever methods of documentation and cod-
ing are implemented, the records should be
audited for documentation as well as for coding
quality, Shaeffer notes. That means developing an
audit checklist. “They would take whatever cod-
ing system they had and determine what drives
the payment,” she says. Is it a point system? If it
is, what criteria are on it? “Develop a checklist
with each of those points on there and have them
take a look at their actual documentation and
audit and give the nurses feedback. Let the nurse
manager give them a report about how much
money was left on the table.”

For example, a focused audit of injections could
examine documentation to find out how many
injections were documented appropriately so as to
allow charging. “If the route [of administration]

wasn’t there and they couldn’t charge for it, then
quantify the loss in dollars, and that will really
impress the nurses — to let them know, ‘Hey, we
could have billed X dollars but instead we only
billed Y dollars for the month of March.’ And if
you annualize that, it’s probably a huge chunk of
change,” Shaeffer says.

Shaeffer also recommends that whoever’s
doing the coding examine physician documenta-
tion in addition to nursing documentation. “It’s 
a good idea that the coder look at the physician
documentation as well to use it as a kind of cross-
reference to make sure that they’ve completely
coded or charged for all of the specific proce-
dures that are separately billable and that were
done during the encounter,” she says.

An example of this is the case of lacerations.
“You can assign lacerations on the facility side,
but oftentimes [the nurse] may not clearly say
that there was a laceration repair done.” All of 
the laceration codes define specific body area and
lengths, Shaeffer notes. “And if the length isn’t
there, you can’t code it. So a coder would either
have to go back to the nurse or go back to the
physician to find out what the length is. And
nurses rarely if ever would document that.”

Finally, Muller-Smith notes that in addition 
to issues of reimbursement and liability, thorough
documentation by nurses helps “demonstrate 
the skill and competence that you bring to that
particular patient that cannot be provided by
another provider.”  ■

New strategies boost 
reimbursement under APCs
ED administrators must be actively involved

By Caral Edelberg, CPC, CCS-P
President/CEO
Medical Management Resources/Team Health
Jacksonville, FL

[Editor’s note: This is the first part of a two-part
series on improving emergency department reimburse-
ment under ambulatory payment classifications. This
month, we cover nursing assessment criteria, emer-
gency department chargemasters, billing for evalua-
tion and management services, and observation
services. Next month, we’ll cover staff physicians,
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Use this checklist 
when you document

You should include the following items in your
medical record documentation, according to

Candace E. Shaeffer, RN, MBA, vice president 
of coding/quality management at Lynx Medical
Systems in Bellevue, WA:

• timed and initialed entries;
• means of arrival;
• a triage note or presenting problem and perti-

nent history of the illness or injury;
• allergies and current medications;
• important factors that put the patient at high

risk per hospital policy (such as suspected child,
elder, or spousal abuse);

• weight, visual acuity, or other factors (if
appropriate for age and presenting problem);

• initial vital signs and a reassessment if abnor-
mal or changed during the emergency department
course of treatment;

• all interventions and patient responses;
• some type of pain assessment scale;
• orders noted and initialed per hospital policy;
• an assessment of the patient’s psychosocial

needs and ability to understand teaching and
instructions;

• discharge status;
• disposition and time;
• referrals and communications with other care-

givers or providers regarding the patient;
• a patient’s leaving against medical advice;
• nurses’ signatures.



supplies and medications, local medical review poli-
cies, and proper use of modifiers.]

As the complexities of outpatient billing
increase under the ambulatory payment clas-

sification (APC) payment system, emergency
departments (EDs) are becoming more and more
vulnerable to the pressures of shrinking dollars
resulting from financial losses that are preventable.

The list of the critical components of this sys-
tem grows longer with each Centers for Medicare
& Medicaid Services (CMS) memorandum that is
published. However, unlike in years past, when
the hospital business office had the major respon-
sibility for ensuring payment, ED administrators
must be actively involved in coordinating and
monitoring this system that has a major affect on
ED revenues. 

Here are some effective strategies: 
• Review your nursing assessment criteria. 
The element of APCs getting the most atten-

tion is Medicare’s desire to standardize the crite-
ria that define facility nursing assessment levels
for ED and clinic services. EDs are responsible
for developing internal definitions and coding
guidelines to identify the tiered levels of resource
consumption for services provided to patients in
the ED.

As ongoing analysis of hospital billing patterns
for ED services continues at the national level,
CMS encourages recommendations from hospi-
tals and other interested parties in an effort to
develop and implement a national standard for
nursing assessment levels by 2004. CMS data cur-
rently indicate that hospitals are identifying the
majority of nursing assessment levels and ED
resources at the low-to-middle range, and ED
physician distribution data indicate a middle-to-
high range distribution of resources and acuity. If
CMS seeks to develop national criteria to reflect
this low- to mid-level resource consumption,
many EDs can expect to see a significant drop in
revenues for evaluation and management (E/M)
services. 

Managers at each hospital need to review the
entire process for developing, coding, and moni-
toring the E/M coding system to ensure it accu-
rately reflects the ED resources expended on each
patient. 

• Maintain a complete and up-to-date ED
chargemaster.

The ED chargemaster is a unique listing of all of
the services and products that may be performed
for or provided to ED patients. ED services are

performed by medical staff consultants as well 
as ED physicians. The medications and supplies
maintained in the ED that are provided to and
used for ED patents also must be identified for
billing purposes. 

This menu of services requires that a complex
chargemaster be developed and routinely
reviewed for accuracy. Generally, more than 450
procedures are performed in the ED by ED staff
or other members of the medical staff. These
procedures must be coded through the charge-
master in order to migrate over to the UB-92
billing form. 

Keep uncommon procedures updated too

Due to staffing shortages, some hospital man-
agers feel that maintaining infrequently performed
procedures on a chargemaster is not a wise use of
staff resources. It takes time to research the codes
and descriptions, determine the appropriate fee,
assign the internal “charge” code, and enter them
into the hospital computer system accurately.
However, significant revenue for the hospital is
related to those high-end procedures, whether or
not they are performed on a frequent basis. Thus,
they must be maintained in the chargemaster if
they can be performed in the ED. Procedures not
listed on the ED chargemaster are not likely to go
through the review and fee assignment process in
time to be billed. 

• Bill for E/M services in addition to surgical
procedures.

Hospitals are instructed to bill for procedures
performed in the ED as well as separately identifi-
able E/M services also performed in conjunction
with the ED visit. The controversy surrounding
the billing of both of these services at the same
visit centers on how E/M services are differenti-
ated from other cognitive services associated with
the preoperative and intraoperative services
directly related to the procedure. 

In two significant communications outlining
billing requirements for E/M and surgical proce-
dures performed at the same visit, CMS provides
detailed instructions and clarifications to hospi-
tals. Both CMS Transmittal A-01-80, dated June
29, 2001, and Program Memorandum Transmittal
A-00-40, dated July 21, 2000, include examples
for separately identifying these services. (To
access the memorandums, go to www.cms.gov/
manuals. Under “Program Memoranda,” click
on the year of publication and scroll down for
the correct document.)
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In addition, in both of these documents CMS
outlines the requirement for appending modifier
-25 to the E/M level to designate it as a sepa-
rately identifiable and payable service, without
which the payment for the ED E/M level is
denied. 

• Ensure adequate documentation for obser-
vation services. 

Medicare continues to revise rules for billing
of observation services. Currently, observation
services are paid for three conditions, on the con-
dition that certain diagnostic tests are performed
and allowable ICD-9-CM diagnosis codes are
listed. 

A new twist recently was added to the obser-
vation dilemma when Medicare added codes to
identify patients that circumvent the ED workup
and are directly admitted to observation. This
class of observation also is restricted to certain
clinical conditions, diagnostic tests, and diagnosis
codes. 

All require that specific documentation
address certain elements of the observation pro-
cess, the patient’s condition, and discharge.
Without meeting these requirements, observation
billing may be vulnerable to audits and repay-
ment. This already has happened to many EDs,
and it promises to continue as a significant audit
risk.  ■

Retention: The pound 
of cure for recruiters
Why hire, when keeping them is so much easier?

If the cost of replacing a typical employee is 
up to twice the annual salary of that worker,

why don’t organizations spend more time and
resources trying to retain their employees? It’s 
a question that Beverly Kaye, EdD, CEO and
founder of CareerSystems International in
Sherman Oaks, CA, thinks about often. “If you
walked into your office and found a computer
stolen, you would rant and rave,” she says. “But
if a $100,000-a-year employee walks out your
door, you don’t blink an eye.”

Kaye says when she talks to groups or clients
about retention, most react the same way: by
telling her they know all this stuff already. “But
sometimes, even if the intentions are in the right
place, actions don’t always match up. The day’s

work, the day’s problems, get in the way,” she
says.

Those who do think about it often seem to
think keeping staff is all about money. “Most of
what it takes to keep your top talent isn’t about
money or perks. Most of it is in a typical man-
ager’s control.”

There are many reasons why good performers
leave, says Kay Robinson, SPHR, director of
human resources consulting services at the con-
sulting firm RSM McGladrey in Wilmington, NC.
First, they don’t see a link between their perfor-
mance and their pay, and they see no differentia-
tion between a good employee’s treatment and
the treatment a mediocre employee gets. “They
see no opportunity for advancement, they don’t
see their contributions as valued, and they don’t
get to use their natural talents. Sometimes they
leave because there are unclear or unrealistic
expectations, which means the company has
failed to communicate well. But most impor-
tantly, good talent leaves because they refuse 
to tolerate abusive managers.”

In coming up with performance appraisals,
look at a manager’s or supervisor’s vacancy and
turnover rates, Kaye says. Be sure you ask them
why they think they lost certain talent and what
they are going to do to prevent future losses.
Make sure you also get feedback — anony-
mously is best — from employees about their
managers. And rather than focusing on exit
interviews for employees who are leaving, have
“staying” interviews with those who remain.

Kaye explains what she does with her own
team. “I take a dozen core people on a retreat
each year and take them one by one for a walk 
on the beach. I ask each one to tell me what it will
take to keep him or her on the team for another
year. It usually takes about an hour for them to
answer.”

In a tight economy, some of what they want
may be hard to give. “But I always learn some-
thing about them — something they want that is
easy and that I wouldn’t have even guessed at on
my own.” One person wanted a new title because
it would please her mother. “I never dreamed a
title would have any importance to her,” Kaye
says. Another person wanted the chance to be on
a specific project; a third wanted to be in on the
brainstorming session for Kaye’s latest book. “If
you don’t ask, you can’t know. And in health
care, where there is so much stress and so little
appreciation, you might be surprised at how far
finding ways to say ‘thank you’ will go. Just
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acknowledging that a patient was really hard 
on a nurse means a lot.”

Three things make a difference in retention,
says Kaye: 

• knowing the importance of supporting the
growth and development of your staff; 

• knowing that that how you treat people one-
on-one matters and is a key builder of loyalty; 

• knowing that it is possible to build an envi-
ronment in which people truly want to work.

A top-down issue

If leaders aren’t committed to employee reten-
tion, then you can’t expect those on the front line
to pay that much attention to it, says Roger
Herman, chief executive officer of The Herman
Group in Greensboro, NC, and author of many
books on employee retention. Once the leader-
ship is engaged in the process, then you can
ensure that your organizational culture reflects
that belief.

Senior management then makes sure the lead-
ership’s statements about retention are put into
action, Herman says, and that employees are
really cared about, empowered, and given mean-
ingful work. “Human resources is in the middle
of all of this, but I think it’s not an HR issue, but 
a management issue,” he says. “HR can advise,
teach, coach, and equip the managers, but the
managers themselves have to do the retaining.
There is plenty of research that has been done
which shows conclusively that the most influen-
tial factor in how long someone stays in a posi-
tion is the relationship between an employee 
and his or her immediate supervisor.”

Kaye agrees that the role of human resources
staff is not to focus on retention themselves but 
to instill in the manager the importance of having
a “talent mindset.” Talking it up isn’t enough,
either. “You have to invent accountability systems
that say you won’t tolerate managers who don’t
treat people well. If they lose talent, if they don’t
try to keep talent happy, then you’ll ding them.
It’s only about profit in that the way to profit is
through your people.”

Robinson concurs with her peers that reten-
tion must be a core issue for an organization. 
“If an organization is truly focused on being 
the employer of choice, everything that you do,
from selection and orientation to training, man-
agement, and rewards will focus on employees
as an asset,” says Robinson, who works exten-
sively with health care clients.

Almost every mission statement says some-
thing about the importance of an organization’s
people, Kaye notes. “But then they don’t walk the
talk. Senior leaders have to model the behavior,
and every single manager should have a reten-
tion plan in place for their talent. Once they have
the plan written down, senior management has to
have tight systems in place to ensure it is carried
through.” After all, she adds, most managers
focus on what is inspected, not what is expected.

Robinson says having retention plans written
down can be a great help. “People have to see
and hear about the importance of retention all
the time,” she says. “It has to be listed in your
core values and be part of the way you do busi-
ness. It’s not a policy or a guideline but the very
essence of who you are.”

Put together a team of people to work on
retention, Robinson recommends. “Have a cross-
section of people from management to mainte-
nance and ask them what it would take to keep
them within the organization. Brainstorm about
the things you want to do, be it training courses,
bonuses, nonmonetary rewards, or other kinds
of recognition. Often it is the little things that
count, like loans for computers or buying lunch
at the end of a big project. This doesn’t have to
be expensive stuff.”
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Further Reading 
on Employee Retention

• Keeping the People Who Keep You in
Business: 24 Ways to Hang on to Your Most
Valuable Talent by F. Leigh Branham, American
Management Association, November 2000.

• Keeping Good People: Strategies for
Solving the Dilemma of the Decade by Roger
E. Herman, McGraw-Hill, December 1991.

• How to Become an Employer of Choice 
by Roger E. Herman and Joyce L. Gioia, Oak Hill,
April 2000.

• Love ‘em or Lose ‘em: Getting Good
People to Stay by Sharon Jordan-Evans and
Beverly Kaye, Berret-Koehler, April 2002. 

• 1001 Ways to Reward Employees by Bob
Nelson and Kenneth H. Blanchard, Workman
Publishing Company, January 1994.

• First, Break All the Rules: What the
World’s Greatest Managers Do Differently 
by Marcus Buckingham and Curt Coffman,
Touchstone Books, May 1999. 



Physicians are practicing
more defensive medicine

Anew survey of physicians, nurses, and hos-
pital administrators suggests that malprac-

tice concerns are leading to the practice of more
and more defensive medicine. Large numbers 
of medical doctors report that they order more
tests, refer more patients, prescribe more medica-
tion, and suggest biopsies more often than is nec-
essary because of concerns about malpractice.

Large majorities of physicians, nurses, and hos-
pital administrators say they believe that defensive
medicine leads to provision of unnecessary or
excessive care. Most doctors say fear of liability dis-
courages open discussions of ways to reduce medi-
cal errors and is a primary reason why hospitals do
not share the results of inquiries into patient injury

cases. Large majorities of doctors and hospital
administrators do not trust the current justice sys-
tem to achieve reasonable results, and large majori-
ties of doctors, nurses, and hospital administrators
favor replacing the current lay court system with
special medical courts staffed by medical experts.

Those are some of the results of a nationwide
Harris Interactive survey of 300 practicing physi-
cians, 100 hospital administrators, and 100 nurses
in March 2002. The survey was conducted for
Common Good, an organization that advocates
reform of the civil justice system, including mal-
practice reform.

The survey found that, because of the fear of lia-
bility, 79% of physicians say they order more tests
than are medically needed, 74% of physicians say
they refer patients more often than they would if
based only on their professional judgment, 51% of
physicians suggest invasive procedures such as
biopsies more often than they would if based only
on their professional judgment, and 41% of physi-
cians prescribe medications more often than they
believe is medically necessary.

Overall, 94% of physicians, 66% of nurses, and
84% of hospital administrators say they believe
unnecessary or excessive care is provided because
of the fear of malpractice. The survey also found
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■ Internal marketing
improves staff morale

■ Tips from the pros on
influencing physicians to
document better

■ Computerized
documentation in the ED

■ Is reimbursement on the
way for illegal alien care?

COMING IN FUTURE MONTHS

Indeed, Kaye says, there are several books that
have many ideas for inexpensive yet powerfully
effective tools for keeping your good employees.
(For a list of some of this reading material, see
box, p. 58.)

The retention committee should have a bud-
get and a bottom-line stated strategy of what it
hopes to achieve, such as keeping turnover low
or reducing a high rate, says Robinson.

The current shortages in health care are
expected to last well over a decade. But even
when they end, and for positions for which there
is no crisis in hiring and retention, this is some-
thing you should have in place, says Kaye. “It is
your people who deliver your service to your
patients. If you have employees who are treated
badly, they can’t deliver good service to patients.
So if patient care is important, and if your mission

is to take care of sick people, then you better learn
to take care of your own employees the same way
you take care of patients.” 

Robinson says it is vital to care about retention,
regardless of the recruiting climate. “When you
do need to recruit, if you don’t show you care
about keeping your employees and keeping them
happy, then people won’t come to you. Turnover
is costly, and not just because of the costs of
bringing in a new person. It costs you in produc-
tivity, low morale, overtime, and training. And in
a health care setting, it can even impact outcomes
and quality of patient care. When you lose peo-
ple, you aren’t losing the worst of your team, you
are losing the best and brightest.”

Employees are smart, she says. “If you want to
attract and keep the best, you have to treat them
that way, and it has to be a forever strategy.”  ■



that 43% of medical doctors now practicing say
they have considered leaving medicine because of
the malpractice liability system. Furthermore,
most physicians (59%), but only minorities of
nurses (22%) and hospital administrators (25%),
say they believe fear of liability discourages medi-
cal professionals from thinking of and discussing
ways to reduce medical errors.

Only small minorities of physicians (17%)
and hospital administrators (28%) — but almost
half (48%) of nurses — say they feel they can
trust the justice system to achieve reasonable
results. As a result, very large majorities of doc-
tors (94%), nurses (75%), and hospital adminis-
trators (81%) favor medical courts “presided
over by independent medical professionals and
other experts.”  ▼

Most appeals deal with
coverage, not necessity

The majority of preservice appeals to health
insurers are disputes over choice of provider

or contractual coverage, rather than medical
necessity, according to a new study from the
Harvard School of Public Health and RAND.

The study, published in the Journal of the
American Medical Association, examined appeals
during a 30-month period at two major HMOs.
[Studdert DM, et al. Enrollee appeals of preser-
vice coverage denials at two health maintenance
organizations. JAMA 2003; 289:864-870.]

“Medical necessity disputes proliferate not
around lifesaving treatment but in areas of soci-
etal uncertainty about the legitimate boundaries
of insurance coverage,” the study says.

Among the findings: About a third of the
appeals (36.6%) centered on the scope of contrac-
tually covered benefits. An additional 19.7%
involved out-of-network appeals.

Medical necessity disputes (36%) were con-
centrated on relatively few services and thera-
pies that generally are not considered to be
essential, as opposed to life-sustaining thera-
pies. The five most common disputes — surgery
for obesity or related conditions, breast alter-
ations, varicose vein removal, bone density and
sleep studies, and treatment of scars of benign
lesions — accounted for 40% of appeals.

“Greater transparency about the coverage 

status of specific services, through more precise
contractual language and consumer education
about benefits, may help to avoid a large propor-
tion of disputes in managed care,” the researchers
concluded.  ▼

Bill to help hospitals 
fund immigrant care

In what is likely to be welcome news for hospi-
tals burdened with the cost of caring for undoc-

umented aliens, federal legislation has been
introduced that would reimburse providers for
the cost of emergency care for these people.

A bill introduced by Sen. Jon Kyl (R-AZ), and 
a companion bill introduced by Rep. Jim Kolbe
(R-AZ), would reimburse hospitals $1.45 billion
annually for the costs of adhering to the provi-
sions of the Emergency Medical Treatment and
Labor Act.

A coalition of health care providers in Arizona,
California, New Mexico, and Texas worked with
lawmakers on the legislation.

“We are grateful to Arizona’s congressional del-
egation for acknowledging that this federal man-
date should be backed up with federal funds,”
says John Rivers, president and CEO of the
Arizona Hospital and Healthcare Association.  ■
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Payment error prevention programs ongoing

Medicare trustees released their annual
report in mid-March, and the picture they

painted was not pretty. Costs are projected to
triple over the next 75 years, and if the gap
between revenues and expenditures doesn’t nar-
row, at worst the fund will be depleted; at best,
benefits will be significantly reduced. The Office
of Inspector General (OIG) issued its own report
in March, “Review of Potentially Excessive
Medicare Payments — United Government
Services.” That report found that billing errors
on 13 outpatient claims cost taxpayers nearly
$400,000, and another $1.3 million for incorrectly
billed pharmacy charges was paid. 

Medicare solvency concerns not new

The OIG’s anecdotal info and the data con-
tained in its and the trustee’s report are not reve-
latory. Questions about Medicare solvency have
been on the minds of program administrators,
political leaders, and the general population for a
number of years. After a 1998 OIG report revealed
that the program lost $12.6 billion in improper
payments, the Payment Error Prevention Program
(PEPP) was created. 

The national initiative, launched in 1999,
reviewed thousands of medical records from all
over the country to determine what percentage
of claims contained coding errors, particularly
those that resulted in overpayment by Medicare.
The goal was to pinpoint problem areas and
develop tools to reduce the error rate by 50% 
by 2002. 

Two years into the PEPP program, quality
insurance organizations (QIOs) contracted to

oversee data collection and analysis found that
there were indeed errors in coding. Most of the
errors fell into one of four primary areas:

• coverage issues;
• insufficient documentation of services 

provided;
• medical necessity issues;
• incorrect coding/DRG assignment.
Late last summer PEPP morphed into the

Hospital Payment Monitoring Program. The
name changed, but the mission remained the
same: to reduce billing/coding errors. Based on
the data collected and analyses provided by state
QIOs, tools were developed that could be used to
track trends and reduce coding errors. 

30% of Oregon records had potential errors

OMPRO, a Portland, OR-based nonprofit health
care quality improvement organization that works
with Oregon’s Medicare recipients, was one of the
first state organizations to engage in PEPP activi-
ties. OMPRO reviewed 305 records over a two-
year period and found that 30% of them had
potential coding errors. There were 10 errors in
particular that consistently came up in the records
reviewed by OMPRO. (See table, p. 2.) According
to the federal Department of Health and Human
Services, OMPRO’s findings were consistent with
patterns found nationally. OMPRO created educa-
tional materials such as tip sheets for coders and
physicians and DRG audit tools for Medicare com-
pliance programs. 

One area in which a number of QIOs have
found billing errors is short-stay admissions.
“Short-term stays were being billed using an
inpatient DRG instead of an outpatient care with
observation DRG,” says Christopher Richards,
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RHIA, program integrity liaison and manager for
MassPRO, a health care quality improvement
organization based in Waltham, MA. MassPRO
adapted the Texas Medical Foundation’s short-
stay admission tree and distributed the adapted
tool to providers.

Free tool aids in medical record review

The Texas Medical Foundation also created
PEPP DAT, a free electronic data abstraction tool
designed to help hospitals perform inpatient
medical record review and trend data for pay-
ment errors. The tool, programmed in MedQuest,
allows users to generate reports based on type of
billing errors, accuracy of DRG assignment, and
appropriateness of admissions data. The program
is free (go to www.tmf.org/pepp/peppdat.html
to get more details).

Health Care Excel, the Medicare QIO for
Indiana and Kentucky, took full advantage of
technology, creating documentation tip sheets for
hand-held computers on diagnoses such as acute
chest pain and angina, cerebrovascular/cardio-
vascular accident, transient ischemic attack, pneu-
monia, and septicemia. The tip sheets also are
available in PDF and Word formats (you’ll find
them at www.hce.org/Medicare/mcareHPMP.
html#Educational).

[Editor’s note: The “2003 Annual Report of the
Boards of Trustees of the Hospital Insurance and
Supplementary Medical Insurance Trust Funds” 
can be accessed at www.cms.hhs.gov/publications/
trusteesreport/. “Review of Potentially Excessive
Medicare Payments — United Government Services”
(A-01-02-00516) can be found at http://oig.hhs.gov/
oas/reports/region1/10200516.htm.]  ■
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DRG

DRG 014

DRG 015

DRG 089

DRG 124

DRG 125

DRG 415

DRG 416

DRG 468

DRG 477

DRG 483

DRGs Susceptible to Coding Errors
Definition

Specific cerebrovascular disorders except transient
ischemic attack (TIA)

TIA and precerebral occlusions

Simple pneumonia and pleurisy, age 18 or older, with 
complications and comorbidities

Circulatory disorders except acute myocardial infarction
(MI), with cardiac catheterization and complex diagnosis

Circulatory disorders except acute MI, with cardiac 
catheterization without complex diagnosis

Operating room procedure for infectious and parasitic 
diseases

Septicemia, age 18 or older

Extensive operating room procedure unrelated to principal
diagnosis

Non-extensive operating room procedure unrelated to 
principal diagnosis

Tracheostomy, except for face, mouth, and neck diagnoses

Reason for inclusion

History of upcoding

History of downcoding

History of downcoding

History of upcoding

History of downcoding

History of upcoding

History of upcoding

Pattern analysis suggest errors 
in diagnosis code assignment

Pattern analysis suggest errors 
in diagnosis code assignment

Pattern analysis suggest errors 
in diagnosis code assignment

Source: OMPRO, DRG Validation Project Year Two (2001) Coding Accuracy, Portland, OR.


