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Hospitals Face Admission Denials for 
Stents, but May Prove Medical Necessity

Claim denials for cardiac stent insertions have been alarmingly high in some 
states, which should be a wake-up call for hospitals everywhere, medical-necessity 
experts say.

As more Medicare administrative contractors (MACs) begin to intensify their 
review of these cases — and recovery audit contractors (RACs) generally rev up 
their audit engines — there may be a rush to recoup payments for inpatient stent 
insertions that purportedly could have been done on an outpatient basis.

And things could get worse because CMS may soon drop the subset of carotid 
stents from Medicare’s inpatient-only list, which would open the door to more deni-
als over admissions that may or may not be medically necessary. But it’s possible 
some MAC overpayment determinations won’t hold up because they could fail to 
account for the varying circumstances of the procedures and patients in each case, 
according to physicians Thomas McCarter and Michael Taylor. These physicians say 
they have already successfully challenged many stent claims denials on appeal by 
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First RAC DRG Validations Are Underway; 
DRG Pairs, Lung Biopsies Are Targets

The first DRG coding audits by a recovery audit contractor (RAC) were unveiled 
in early December. On first blush, hospitals may feel overwhelmed that 24 DRGs are 
facing scrutiny, but many are clustered around variations of the same DRG (i.e., pairs 
and trios that can be upcoded based on principal diagnosis selection and/or compli-
cations and comorbidities, known as CCs).

For example, the RAC will audit MS-DRGs 989, 988 and 987 — all versions of non-
extensive operating room (OR) procedures unrelated to a principal diagnosis. The 
RAC also appears focused on procedures — in particular, lung biopsies — that might 
have been bumped up from a medical to a higher-paying surgical DRG.

This audit is known as DRG validation and does not address medical necessity 
of inpatient admissions. It’s the first complex medical review by any RAC, which 
means it requires hospitals to submit medical records. The RAC audits already un-
der way — called automated reviews — don’t require medical record production. 
Connolly Consulting, the RAC for Region C (which includes Texas, New Mexico, 
Florida, Georgia and 12 other states), is conducting the DRG validation, but the DRGs 
targeted by Connolly may be ripe for scrutiny by all RACs.

DRG validation is the process of evaluating whether documentation supports the 
diagnosis, procedure and discharge disposition codes and making sure codes have 
been grouped to the correct DRG. As Connolly Consulting states on its Web site, 
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proving the admissions met Medicare guidelines for a 
medically necessary inpatient admission.

A cardiac stent is a device used to prop open a 
blocked artery. After cardiologists identify a blockage 
through cardiac catheterization, they often perform an 
angioplasty and insert stents (or drug-eluting stents) 
so blood can pass to damaged or at-risk heart muscle. 
For most of the 1990s, stent placement was performed 
on an inpatient basis, with backup from a cardiac by-
pass team in case complications were to occur. When 
CMS implemented the outpatient prospective payment 
system in 2000, policymakers determined that cardiac 
stent insertion could be performed on an inpatient 
or outpatient basis depending on the circumstances. 
Now hospitals and physicians must make a convincing 
medical-necessity case for admissions; otherwise, pay-
ers probably consider outpatient the default setting.

Recently, a number of MACs have blown 
hospital DRGs for stents out of the water. For ex-
ample, Trailblazer Health Enterprises, the MAC for 
Jurisdiction 4 (which includes Colorado, New Mexico, 
Oklahoma and Texas), audited 250 inpatient cardiac 
stents. The result: TrailBlazer reports “an astounding” 
98.8% payment error rate, says McCarter, chief clinical 
officer at Executive Health Resources, a Philadelphia-
based firm that works with hospitals on medical-neces-
sity compliance. But there’s a potentially serious flaw 
with these and other MAC audits, McCarter and Taylor 
contend. Many of the overpayments may be identified 
by nurses or other non-physicians using admission 
screening criteria (e.g., InterQual or Milliman) — the 
first level of medical-necessity review — without any 
appropriate second-level physician review, they say.

Admission Hinges on Procedure, Patient
In many cases, whether a stent procedure should 

be performed on an inpatient or outpatient basis re-
quires a more sophisticated assessment than a screen-
ing tool can provide, because Medicare patients often 
have complicating medical conditions, says Taylor, se-
nior medical director for government appeals and reg-
ulatory affairs at Executive Health Resources. In fact, 
Medicare manuals do not declare InterQual, Milliman 
or other admission screening tools to be “disposi-
tive” regarding the issue of medical necessity, he says. 
Instead, the Medicare Benefit Policy Manual states that 
admitting an inpatient is a “complex medical decision” 
that only the physician can make after considering 
these factors: medical history; current medical needs; 
facilities available to meet these needs (inpatient and 
outpatient); hospital bylaws and admission policies; 
severity of signs and symptoms; predictability of ad-
verse happening; and findings of diagnostic studies 
that could assist in decision making.

In other words, admissions decisions depend 
on both the nature of the procedure and the circum-
stances of the patient, Taylor and McCarter say. Is the 
stent being placed in a left main artery, which is riskier, 
or a smaller vessel? Is the patient a relatively healthy 
65-year-old, or a 75-year-old with kidney trouble and 
liver disease? “The procedure alone doesn’t determine 
the setting,” McCarter asserts.

Their position is gaining traction. “Of the stent de-
nials that we appealed on behalf of hospitals, we have 
overturned a significant number,” Taylor says.

A study by Masspro, the Medicare quality im-
provement organization (QIO) for Massachusetts, also 
lends credence to the importance of considering all the 
evidence before determining whether the stent should 
be inserted on an inpatient or outpatient basis. The 
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QIO conducted an audit of one-day stays for insertion 
of drug-eluting coronary artery stents and initially 
declared a very high error rate based on screening cri-
teria; it said 95% of the 300 cases reviewed “met neither 
the criteria for severity of illness nor those for intensity 
of service,” according to a report on the study. Because 
the error rate was so high, Masspro took a closer look, 
which included input from cardiologists. Ultimately, 
the QIO determined that site of service hinges on a 
variety of factors. “Masspro determined that it would 
not instruct or recommend that hospitals routinely bill 
elective [percutaneous coronary interventions] with 
coronary artery stent insertion to the OPPS. Inpatient 
cases selected randomly during the regular course of 
Masspro’s Medicare case review, however, would be 
determined based on the documentation presented in 
the medical record as well as the circumstances of the 
admission,” the QIO stated.

There’s no question this area needs more attention 
from hospitals, McCarter and Taylor contend. “Stents 
haven’t gotten enough attention from case managers 
because traditionally stents have been viewed as pro-
cedures that have been appropriately done in an in-
patient setting,” Taylor says. “Hospitals may be in the 
habit of letting their doctors admit a high number of 
stents. But now that MACs are getting more aggressive 
and RACs are here, hospitals can’t just certify what the 
doctors order” without more scrutiny.

Hospitals should follow Medicare guidelines on 
utilization review and implement appropriate UR 
processes, which involve case managers and physician 
reviewers, Taylor and McCarter say. “Some of these 
stents should be done in inpatient settings, and some 
should be done in outpatient settings, and the only 
way to assign appropriate status is through a second-
level physician review for medical necessity,” Taylor 
says.

Ensure Documentation With Stent Transfers
Documentation obviously is pivotal in establishing 

medical necessity for the appropriate site of service of 
any procedure. An underestimation of risk associated 
with stents might occur if there’s a failure to document 
the seriousness of the patient’s condition when he or 
she is transferred from another hospital for stent in-
sertion, McCarter says. Patients having a heart attack 
might present at a hospital that doesn’t perform stent 
insertion. So the patient, who is obviously very sick, is 
transferred to a second hospital for the procedure and 
admitted as an inpatient. However, if the second hos-
pital neglects to secure documentation from the first 
hospital on the extent of the patient’s illness (e.g., suf-
fered heart attack) and the risk of adverse outcomes if 
he or she is sent home, Medicare auditors may assume 

the stent insertion was an elective, low-risk procedure, 
McCarter says.

Hospitals now have clarity when it comes to ca-
rotid stents, which are on the inpatient-only list. That 
means Medicare won’t pay for carotid stents unless 
they are performed on an inpatient basis. But some-
time in the near future that procedure may fall off the 
inpatient-only list, McCarter says. That means case 
managers and physician reviewers may soon have to 
determine whether patients undergoing carotid stents 
should be considered inpatients or outpatients.

Contact McCarter at tmccarter@ehrdocs and 
Taylor at mtaylor@ehrdocs. G

Pfizer Settlement Includes Valuable 
Lessons for Providers and Suppliers

As part of its new precedent-setting corporate 
integrity agreement (CIA), Pfizer Inc. must “proac-
tively” identify risks with the help of compliance and 
business personnel, according to a top lawyer for the 
HHS Office of Inspector General. The experience of the 
pharmaceutical manufacturer, which paid a whopping 
$2.3 billion in September to settle criminal and civil 
allegations, is instructive for providers and suppliers.

Perhaps the “most dramatic new provision” in 
Pfizer’s CIA is the requirement that it detect potential 
risks in its products, Mary Rierdon, an OIG senior 
counsel, said at a Dec. 7 Web conference sponsored by 
the Health Care Compliance Assn. and the Society of 
Corporate Compliance and Ethics. Once compliance 
and business officials have identified risk areas, the 
company must specify the steps it will take to mini-
mize risks and then ensure implementation.

“This can be helpful for all providers because what 
this means is [a] company should be thinking [about 
the] big picture,” Rierdon said. “It’s a way to identify 
and evaluate what incentives are in place for people 
within the organization and whether those incentives 
are consistent or inconsistent with the compliance mes-
sage that you may otherwise be trying to convey,” she 
explained. Are those messages being implemented and 
effective?

Pfizer and its subsidiary, Pharmacia & Upjohn, 
agreed to pay $2.3 billion to resolve criminal and civil 
liability stemming from the alleged illegal promo-
tion of certain drugs (RMC 9/7/09, p. 3). Pharmacia & 
Upjohn pleaded guilty to violating the Food, Drug and 
Cosmetic Act for misbranding the anti-inflammatory 
drug Bextra with the intent to mislead or defraud, and 
paid a record-breaking $1.195 billion criminal fine. The 
feds alleged that Pfizer promoted Bextra for uses and 
dosages for which it had not received FDA approval 
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due to safety concerns, and settled false claims allega-
tions related to promoting four drugs for uses that 
were not medically accepted. Also, the government al-
leged that Pfizer paid kickbacks to providers to induce 
them to prescribe the drugs.

Pfizer’s CIA has some unusual provisions. It lets 
OIG choose up to three additional areas per year for 
examination by an independent review organization 
(IRO), Rierdon said. Pfizer can propose substituting 
its internal audits for one or more of these “additional-
items reviews,” but OIG ultimately has the final say.

“The idea behind these reviews is that they allow 
for flexibility and variability as to the subject of an 
audit,” she explained. “It also will help avoid compla-
cency in auditing. We certainly expect that [when] the 
same type of review, or subject of a review, remains 
the same from year to year, then hopefully there will 
be fewer and fewer compliance issues in that area. In 
contrast, I think that if you change the focus of the 
audit, it keeps everybody on their toes a little better,” 
Rierdon added.

The requirements in Pfizer’s CIA are designed to 
increase the accountability of its board of directors, its 
audit committee and certain top managers. They have 

direct oversight of the compliance program. It requires 
that the board meet on a quarterly basis to review the 
program, pass a resolution certifying that it is effective, 
and explain to OIG anything that is not effective. These 
provisions are “consistent with the message that OIG 
has been conveying for years…that in order for a com-
pliance program to be most effective, it must have the 
buy-in and support of the top managers of the organi-
zation,” Rierdon said.

But when the top managers submit their annual 
certifications to OIG about the company’s compliance 
in their specific functional areas, they also must state 
specifically that they understand this information is 
being relied upon by the federal government. This is 
“the first time [these certifications] have had that ex-
plicit recognition,” Rierdon explained.

Cautionary Tale in Employee Behavior
Providers can also learn from Pfizer employees’ 

behavior before and during the investigation and 
settlement. First, the investigation focused on the 
company’s marketing, including its market research, 
use of surveys and messages to sales representatives, 
according to Sara Miron Bloom, chief of affirmative 
litigation at the U.S. Attorney’s Office for the District of 
Massachusetts. The sales reps would then promote the 
drugs for uses for which they had not been approved, 
she said.

Investigators also looked at the company’s use of 
drug samples, which were allegedly given to physi-
cians who normally did not treat conditions for which 
the medications were approved, Bloom added.

Moreover, a former Pfizer district manager was 
convicted of obstruction because he allegedly modified 
dates on a company computer to try to cover up certain 
conduct that would be used as evidence. When another 
employee reported the conduct up through the chain 
of command at Pfizer, the company did its own inter-
nal investigation and informed the government. Its 
cooperation ultimately affected the resolution, Bloom 
said.

A major aspect of the case was alleged kickbacks 
paid to providers to induce them to prescribe Pfizer’s 
medications. Federal investigators scrutinized trips 
and fees provided to practitioners for mentoring, 
speeches, conferences, etc., Bloom explained.

“One of the issues [the investigation] really fo-
cused on was the purpose of an event or program….
Was it an inducement to the doctor?” Bloom said. 
“While you can pay for their consulting time, you can’t 
take them to the Bahamas.”

There isn’t a dollar figure for consulting that will 
raise a red flag, Bloom continued. “Physicians can 
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be paid for services that are truly needed…. But if 
the purpose [of the payments] is to induce them to 
use or prescribe” a drug, you may be in trouble, she 
said. “When it comes to prosecutions, the glitzier [the 
event], the better for our case. So we really appreciate 
when they go to really nice resorts, and we can play 
that video for the jury to see what it’s like to go to that 
resort. It makes it easy to argue that [the trip] wasn’t 
pure business.”

No physicians have been criminally prosecuted in 
connection with this case. But Bloom said that if physi-
cians know they are being paid or induced to prescribe 
a medication, they are also liable.

For more information, visit www.hcca-info.org or 
www.corporatecompliance.org. G

Ohio Hospital Settles CMP Case 
Involving MD Payments for $240,000

Medina General Hospital in Ohio has agreed to 
pay $240,298 to settle a civil monetary penalty (CMP) 
law case with the HHS Office of Inspector General 
stemming partly from unsigned physician contracts. 
Cleveland Clinic, the new owner of the hospital, self-
disclosed the problems to the OIG after discovering 
them during a pre-acquisition due diligence review.

According to the settlement, obtained through a 
Freedom of Information Act request, Medina Hospital 
allegedly had several arrangements with physicians 
that could trigger CMPs for Stark and kickback law 
violations. Medina General did not admit liability in 
the settlement. “It all happened prior to our taking 
over the hospital,” says Eileen Sheil, a spokeswoman 
for Cleveland Clinic.

What follows is a brief description of the deals 
that allegedly violated the CMP laws, according to 
the settlement. Neither Medina’s original lawyer nor 
Cleveland Clinic would elaborate.
u Between 2003 and 2008, Medina General Hospital 
paid physicians for interpreting diagnostic tests for a 
hospital department called On the Clock Care. As an 
occupational health program, On the Clock Care serves 
local businesses; its patients are not covered by Medicare 
and Medicaid. But according to the settlement, the physi-
cians who interpreted diagnostic tests for On the Clock 
Care also referred Medicare and Medicaid patients to 
the hospital. The hospital’s failure to establish written 
agreements with these physicians put their Medicare and 
Medicaid referrals in Stark harm’s way, the settlement 
states.

u The hospital made payments to a pathologist who 
was medical director of the hospital lab that were 

“inconsistent with the terms of the applicable services 
agreement,” according to the settlement. This allegedly 
went on from 2003 to Dec. 26, 2008, during which the 
pathologist’s spouse, also a physician, referred patients to 
the hospital, the settlement contends.

u From Oct. 1, 2004 to Dec. 4, 2008, a physician prac-
ticed in office space owned by Medina General. Until 
March 2007, the physician leased the space directly from 
the hospital. After that, the physician’s employer made 
the lease payments. The alleged problem began on Oct. 
1, 2006, and continued through Dec. 4, 2008, when “the 
parties operated under an expired lease,” according to 
the settlement. Also, the settlement states, the physician 
failed to pay the rent increase — $100 a month more — 
that was owed pursuant to the lease from Oct. 1, 2005, 
through March 2007.

Pittsburgh attorney William Maruca, who was 
not involved in the case, says it’s unclear how OIG 
calculated Medina’s settlement amount. “Assuming 
these were all Stark violations, the hospital would be 
potentially liable for refunding all payments received 
from Medicare for any services ordered or referred by 
the physicians who received payments or participated 
in transactions which did not meet an exception — in-
cluding all admissions, tests, etc.,” he says. “That can 
add up fast.”

Maruca, with the law firm of Fox Rothschild LLP, 
says, “arguably, Medina got off cheaply.” On Oct. 30, 
South Texas Health System shelled out $27.5 million to 
settle a false claims lawsuit alleging physicians were 
paid for referrals disguised as a series of sham con-
tracts, such as leases and medical directorships (RMC 
11/9/09. p. 3). The hospital denied the allegations. 
“Note that [the South Texas] case was brought by a 
whistleblower, as contrasted with Medina’s self-disclo-
sure,” Maruca says. “You’re usually better off coming 
forward and disclosing violations, although there is no 
guarantee of leniency.”

Contact Maruca at wmaruca@foxrothschild.com. G

RAC DRG Coding Audits Underway
continued from p. 1

“DRG Validation requires that diagnostic and proce-
dural information and the discharge status of the ben-
eficiary, as coded and reported by the hospital on its 
claim, matches both the attending physician descrip-
tion and the information contained in the beneficiary’s 
medical record.”

Many of the DRGs are familiar from years of 
HHS Office of Inspector General audits and the CMS 
Hospital Payment Monitoring Program. That means 
hospitals have already self-audited many of these 
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DRGs, says Marion Kruse, a director at FTI Healthcare. 
And because some of the DRGs on the RAC list come 
in pairs or trios, they are more manageable in terms of 
internal reviews. If, for example, “you know through 
your quality monitoring process that you correctly as-
sign nonextensive OR procedure DRGs, then probably 
you are OK for all three levels of that DRG,” she says. 
Therefore, your only risk is the correct documentation 
and coding of the CCs and/or major CCs (MCCs), she 
notes.

However, sometimes hospital errors are simple 
and indisputable, says consultant Robert Jacobs, 
president of Health/ROI in Lake Success, N.Y. Some 
DRG coding errors are caused when the hospital mis-
takenly keypunched the wrong procedure code. But 
many times RACs make misguided decisions, Jacobs 
contends. For example, during the RAC demonstra-
tion, Connolly made misstatements, he says, such as 
telling providers they can’t use addendums, “which 
is not true” because they can be used under specific 
circumstances.

Document the Collection of Lung Tissue
Kruse and Jacobs say one target of Connolly’s DRG 

validation audit is lung biopsies (Other Respiratory 
System O.R. Procedures without CC/MCC: MS-DRG 
168). A bronchoscopy — in which the surgeon passes 
a scope through the bronchus (the pathway to the 
lungs) — is not a surgical procedure and therefore 
triggers a medical DRG, Kruse says. But if surgeons 
pass through the bronchus and into the lungs in order 
to collect lung tissue for a biopsy, that’s a surgical DRG, 
she says. To validate the surgical DRG, documentation 
must specify the scope passed through the bronchus 
and into the lungs and that lung tissue was obtained, 
Kruse notes.

Here is commentary from Kruse on a few MS-DRG 
validation targets, a complete list of which appears on 
p. 7:
u Septicemia without Mechanical Ventilation 96+ 
Hours without MCC (MS-DRG 872) and Septicemia 
without Mechanical Ventilation 96+ Hours with MCC 
(MS-DRG 871): This is a long-running CMS audit target. 
Kruse says there are several potential angles here. For 
one thing, if physicians documented urosepsis (which 
codes to the lower-paying urinary tract infection DRG) 
and sepsis interchangeably but the coder failed to query 
what the physicians really meant, RACs may seize on 
the ambiguity to demand repayment. Another angle: Is 
the sepsis linked to an infected device? If so, the device 
complication would become the principal diagnosis and 
group to a lower-paying DRG. The RAC may also look at 
whether ventilator hours were correctly calculated. The 

DRG assigned depends partly on whether the patient 
was on a ventilator for more or less than 96 hours. Finally, 
Kruse advises hospitals to ensure their documentation 
makes it clear whether the sepsis was present on admis-
sion (POA) or hospital-acquired, and assigns a POA indi-
cator accordingly.

u Cirrhosis and Alcoholic Hepatitis with MCC (MS- 
DRG 432): Kruse says cirrhosis and alcoholic hepatitis 
are usually sequenced as the principal diagnosis — 
which drives the DRG — only when the patient is first 
diagnosed. Otherwise, these are chronic conditions, 
which don’t usually occasion an admission in the absence 
of an acute condition (e.g., dehydration, which is DRG 
640). “Maybe the RAC is looking to make sure coders 
don’t assign higher-paying chronic conditions instead of 
lower-paying acute conditions,” she says.

u Respiratory System Diagnosis with Ventilator 
Support 96+ Hours (MS-DRG 207): The RAC “may be 
looking to validate that the respiratory diagnosis is the 
principal diagnosis so the higher-paying ventilator DRG 
was appropriately assigned,” Kruse says.

u Nonextensive O.R. Procedure Unrelated to 
Principal Diagnosis without CC/MCC (MS-DRG 989), 
Nonextensive O.R. Procedure Unrelated to Principal 
Diagnosis with MCC (MS-DRG 987) and Nonextensive 
O.R. Procedure Unrelated to Principal Diagnosis with 
CC (MS-DRG 988): When patients present with two 
diagnoses requiring equal treatment, coders often choose 
either one as principal diagnosis (giving hospitals some 
DRG assignment latitude). Suppose a patient has a sei-
zure, which is from major diagnostic category (MDC) 1, 
and a fractured wrist, which is from MDC 8. The hospital 
performs diagnostic tests and medication administration 
as part of treatment for the seizure and an open reduction 
internal fixation (ORIF) to treat the wrist. Some hospitals 
choose to sequence the seizure as the principal diagnosis 
and assign the surgical DRG from MS-DRGs 979 to 989, 
reasoning that both diagnoses were present at admission, 
contributed to the need for admission, and were treated. 
The hospitals believe either diagnosis can be sequenced 
as principal, even if it means assigning MS-DRG 987-989, 
Kruse says. (One of these DRGs would need to be as-
signed because there isn’t a surgical DRG within MDC 
1 that describes an ORIF of the wrist.) However, some 
hospitals believe DRGs 987-989 should only be assigned 
as a last resort, and not when another diagnosis is pres-
ent that would assign to a standard surgical DRG within 
the same MDC as the fractured wrist, she notes. Though 
Kruse says she is not aware of any rules that explicitly 
prohibit the sequencing and use of DRGs 987 to 989 in 
this scenario, she wonders if RACs may deny these kinds 
of claims on the grounds that one of the diagnoses did 
not meet the definition of principal diagnosis or did not 
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require inpatient care. Compliance officers may want to 
talk to the health information management department 
about their interpretation of these scenarios and the po-
tential compliance risk and RAC vulnerability.

u Major Gastrointestinal Disorders and Peritoneal 
Infections with CC (MS-DRG 372): Kruse speculates 
that the RAC wants to validate that the C. difficile results 

— a lab value for antibiotic-associated diarrhea — were 
linked to the colitis. The reason: This DRG pays more than 
the DRG that non-infectious or viral colitis are assigned 
to. And, she emphasizes, hospitals should ensure their 
CCs are supported by documentation.

Contact Kruse at marion.kruse@ftihealthcare.com 
and Jacobs at rjacobs@health-roi.com. G

u Upper Limb and Toe Amputation for Circulatory 
System Disorders with MCC: MS-DRG 255 (At this 
time, Medical Necessity excluded from review).
u Cirrhosis and Alcoholic Hepatitis with MCC: MS- 
DRG 432 (At this time, Medical Necessity excluded 
from review).
u Septicemia without Mechanical Ventilation 
96+ Hours without MCC: MS-DRG 872 (At this time, 
Medical Necessity excluded from review).
u Nonextensive O.R. Procedure Unrelated to 
Principal Diagnosis without CC/MCC - MS-DRG 
989 (At this time, Medical Necessity excluded from 
review).
u Nonextensive O.R. Procedure Unrelated to 
Principal Diagnosis with MCC: MS-DRG 987 (At this 
time, Medical Necessity excluded from review).
u Other Respiratory System O.R. Procedures with-
out CC/MCC: MS-DRG 168 (At this time, Medical 
Necessity excluded from review).
u Extensive O.R. Procedure Unrelated to Principal 
Diagnosis without CC/MCC: MS-DRG 983 (At this 
time, Medical Necessity excluded from review).
u Other Respiratory System O.R. Procedures with 
CC: MS-DRG 167 (At this time, Medical Necessity 
excluded from review).
u Other Digestive System Diagnoses with CC: MS-
DRG 394 (At this time, Medical Necessity excluded 
from review).
u Inflammatory Bowel Disease with CC: MS-DRG 
386 (At this time, Medical Necessity excluded from 
review).
u Major Gastrointestinal Disorders and Peritoneal 
Infections without CC/MCC: MS-DRG 372 (At this 
time, Medical Necessity excluded from review)
u Other Respiratory System O.R. Procedures with 
MCC: MS-DRG 166 (At this time, Medical Necessity 
excluded from review).

u Major Small and Large Bowel Procedures with-
out CC/MCC: MS-DRG 331 (At this time, Medical 
Necessity excluded from review).
u Major Small and Large Bowel Procedures with 
CC: MS-DRG 330 (At this time, Medical Necessity 
excluded from review).
u Major Small and Large Bowel Procedures with 
MCC: MS- DRG 329 (At this time, Medical Necessity 
excluded from review).
u Major Chest Procedures without CC/MCC: MS-
DRG 165 (At this time, Medical Necessity excluded 
from review).
u Major Chest Procedures with MCC: MS-DRG 
163 (At this time, Medical Necessity excluded from 
review).
u Major Chest Procedures with CC: MS-DRG 164 
(At this time, Medical Necessity excluded from 
review).
u Respiratory System Diagnosis with Ventilator 
Support 96+ Hours: MS-DRG 207 (At this time, 
Medical Necessity excluded from review).
u Septicemia without Mechanical Ventilation 
96+ Hours with MCC: MS-DRG 871 (At this time, 
Medical Necessity excluded from review).
u Extensive O.R. Procedure Unrelated to Principal 
Diagnosis with MCC: MS-DRG 981 (At this time, 
Medical Necessity excluded from review).
u Extensive O.R. Procedure Unrelated to Principal 
Diagnosis with CC: MS-DRG 982 (At this time, 
Medical Necessity excluded from review).
u Nonextensive O.R. Procedure Unrelated to 
Principal Diagnosis with CC - MS-DRG 988 (At this 
time, Medical Necessity excluded from review).
u Coagulation Disorders: MS-DRG 813 (At this 
time, Medical Necessity excluded from review).

First RAC Complex Reviews: DRG Targets
The DRGs below are the first to face coding audits by Connolly Healthcare, a recovery audit contractor. Visit Connolly’s 
RAC Web site at www.connollyhealthcare.com/rac
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 u The Kerlan Jobe Orthopaedic Clinic in Los 
Angeles will pay $3 million to settle allegations 
that it received kickbacks from HealthSouth Corp., 
which led to the submission of false claims, the 
Department of Justice said Dec. 1. The clinic also 
entered a corporate integrity agreement with OIG. 
The feds allege that, in return for patient referrals, 
HealthSouth paid kickbacks to Kerlan Jobe in the form 
of stock-option grants, donations to the Kerlan Jobe 
foundation, loan forgiveness on an equipment lease 
and a disproportionately high ownership interest in 
an ambulatory surgery center. HealthSouth paid $14.7 
million in 2007 after self-reporting improper financial 
relationships with Kerlan Jobe and an Alabama sports 
medicine clinic (RMC 12/24/07, p. 1). An attorney rep-
resenting Kerlan Jobe could not be reached for com-
ment. Visit www.justice.gov.

u Four California entities that are part of Kaiser 
Permanente will pay more than $3.7 million to 
resolve allegations that they submitted improper 
Medicare and Medicaid payments between 1996 
and 2002, the U.S. Attorney’s Office for the Northern 
District of California said Dec. 3. The company self-re-
ported the conduct through the OIG’s self-disclosure 
protocol. The government alleges that Kaiser falsely 
reported that services had been provided by teaching 
physicians when they actually had been provided by 
resident physicians without the teaching physicians’ 
physical presence. The Kaiser entities involved were 
Kaiser Foundation Hospitals, Kaiser Foundation 
Health Plan, Inc., The Permanente Medical Group and 
Southern California Permanente Medical Group. A 
spokesperson for Kaiser could not be reached for com-
ment. For more information, go to www.justice.gov/
usao/can.

u Mercy Medical Center in Sioux City, Iowa, will 
pay $400,000 to settle allegations that it inflated 
Medicare and Medicaid charges for heart pa-
tients in order to collect bonus payments, the U.S. 
Attorney’s Office for the Northern District of Iowa 
said Dec. 2. Medicare pays hospitals bonuses — called 
outlier payments — when the costs of treating patients 
are unusually high. The conduct occurred between 
March 1999 and August 2003, the feds say. The gov-
ernment also alleges that Mercy submitted “false and 
misleading statements” on cost reports for Oakland 
Mercy Hospital, which is part of the same health 
network. Mercy sought “non-allowable” costs in 

Oakland’s 2003 and 2006 reports, the feds say. Mercy 
says in a prepared statement that it “vigorously [de-
nies] the government’s allegations.” The health system 
settled to avoid further costs, it says. “The settlement 
is not an admission of liability because Mercy is abso-
lutely convinced it fully complied with all Medicare 
requirements during the time period in question,” the 
statement says. Visit www.justice.gov/usao/ian.

u Miami-Dade County accounted for 52% of the 
2008 home health outlier payments for the entire 
U.S. even though only 2% of Medicare beneficia-
ries who receive home health services live in the 
county, OIG said in an Office of Evaluations and 
Inspections report (OEI-04-08-00570) posted Dec. 
7. And out of home health providers that received 
outlier payments greater than $100,000 in 2008, 86% 
were located in Miami-Dade County, OIG reports. 
Twenty-three other counties nationwide also exhibit 
“aberrant home health outlier payment patterns, but 
not at the same level as Miami-Dade,” the report says. 
OIG recommends that CMS (1) Continue efforts to 
cap the total outlier payments an individual provider 
may receive in a year; (2) review providers that exhibit 
aberrant outlier patterns; and (3) continue efforts to 
strengthen enrollment standards for home health 
providers. CMS agreed with the recommendations. To 
read the report, go to AIS’s Government Resources at 
the Compliance Channel at www.AISHealth.com, and 
click on “OIG Office of Evaluations and Inspections.”

u Key controls were not implemented in many of 
CMS’s actions with contractors during fiscal year 
2008, and that can lead to improper payments, 
waste and mismanagement, the Government 
Accountability Office (GAO) said in a report (GAO-10-
60) released Nov. 24. CMS had a budget of $3.6 billion 
in FY 2008 for contracts covering administration, over-
sight and auditing of Medicare claims, among other 
services, the report says. Deficiencies in the contract-
ing process are due to a lack of agency-specific policies 
and procedures to ensure that control objectives are 
met, the report says. In 2007, GAO made nine recom-
mendations to improve internal control of CMS con-
tracts, but says CMS has not addressed seven of them. 
GAO makes 10 more recommendations in this latest 
report. CMS agreed with the new recommendations, 
but disagreed with GAO’s assessment of the 2007 
recommendations. Read the report at www.gao.gov/
new.items/d1060.pdf.
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