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A BSTRACT 
Prospective Paymem System DRCs are designed to limit/he Ol1l01l1lf of poymenl fO (J hospital for (JIIY particular 

diagnosis, and the Peer Review Organi;,olions are 10 police hospital activities. In every stole, {here isa PRO having (1 

COn/racl with the Health Care Financing A dmilliSlrafiOIl to perform the /ollowing junctions: 
(I) Review 0/ reasonableness. necessilY. (Jnd appropriateness of hospital admissions. 
(2) Valida/ioll of diagnosis/or determinatioll oj Medicare reimbursemelll. 
(3) Review of completeness and QualifY of care provided. 
(4) Review oj completeness and appropriafeness of ourlier cases. 

Getting Q po/jellt admitted 10 the hospital isn 't aseosy as if used to be. and;1 is going ro become increasingly diffi­
cult. For a physician, it all adds up to another level of interference with which we haven't had to deal before. 

The overall PRO program, including preadmission certification and the rerrosJ,H'Ctive review process, is discussed 
in this article. Thefocus is on recommendalionsfor physicians of " How 10 survive under thl! ,r')rospective Payment 
System and the PRO program . .. 

Introduction 
Many studies have shown tremendous variation in 

medical care from one region to another and from 
one city to another. Residents of some cities are up to 
20 times morc likely to be hospitalized for certain 
medical problems than residents of other cities in the 
same state. This variation in medical practice suggests 
to the Health Care Financing Administration 
(HCFA) officials and Congress that there are unnec­
essary admissions to hospitals and probably, in some 
instances, unnecessary treatment being provided to 
patients. Unnecessary treatment is treatment which 
has no reasonable probability of improving the pa­
tient's condition. HCFA believes that in areas of high 
utilization, a vcry substantial amount of care cou ld be 
shifted out of the hospitals. The best way to ac­
complish this, they believe, is by penalizing those who 
admit patients to the hospital either for unnecessary 
treatment or for conditions which cou ld be taken care 
o f safely and effectively on an outpatient basis. 

The federal government is elearly commilled to 
minimizing differences in medical care as much as 
possible to assure inpatient admissions on ly ror those 
patients who really need to be in the hospital for the 
management of their illness. For example, according 
to federal estimates, over the next twO years 65,000 
Missourians will be treated in doctors' offices or in 
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outpatient clinics for medical problems that unlilnow 
would have meant admission to acute-care hospitals. 

Medicare. the federal health in surance program for 
the elderly and di sabled. pays nearly 40 percent of the 
nation's medical bills. There are new federally financed 
agencies call Peer Review Organizations (PROs) in 
every slale whose jobs are to review the care given to 
Medicare patients. These agencies, staffed by doc­
tors, nurses, and medical records technicians exisl to 
assure that federa l money is spent properly and that 
the patients get quality care. Each state PRO has 
recently signed a contract with the federal govern­
ment in which they agree to reduce hospital admis­
sions for Medicare patients by a specific percentage 
over the next two years. They wi ll do thi s by institut­
ing preadmission certification and retrospective 
review programs. 

Preadmission Certificatio n Progrn ms 
In all states PROs are required to perform pre­

admission certification on certain elective hospital 
admissions. We have reviewed the preadmission certi­
fication programs in several states. The mechanism 
for most of these programs is the same. but specifics 
vary greatly. Generally, the requests for admission 
are received and are reviewed by a nurse. Based on the 
established criteria, a decision is made either to ap­
prove the admission or to refer that particular case to 
the physician advisor, who in turn makes a decision 
whether the admission is necessary. In some states, 
decisions to approve are made by non-physicians 
(RNs). However, in all states, denial decisions are 10 

be made by physicians. 
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Following is the procedure for preadmission certifi­
cation: 

• Initial requests for approval are customari ly 
made by phone to the PRO area office by the 
physician or the office stafr. The requests are 
received by a review coordinator who is 
available at the PRO office between the hours 
of9:00 a.m. and 4:00 p.m. each working day. 

• If the patient meets the screening criteria, the 
admission is certified. If not, the case is 
referred to a physician consultant. 

• The physician consultant may approve the ad­
mission based on the information provided by 
the coordinator, or he may contact the attend­
ing physician for further information if 
deemed necessary. Every effort is made by a 
PRO physician to contact the attending physi­
cian prior to making a denial decision. 

• Generally, the decision is communicated by 
telephone to both the physician and the hospi­
tal within 24 hours of receipt of the request. 

• In the case of a positive decision, written con­
firmation is provided to the hospital, with a 
copy sent to the attending physician. When the 
decision is a denial, written confi rmation is 
mailed to the hospital, with copies sent to the 
attending physician and the patient. 

• The attending physician may ask for a recon­
sideration of a denial decision. In all such 
cases, the PRO provides review by another 
physician advisor. 

• All cases which were denied but where an ad­
mison took place are subject to a full chart 
review for admission, quality, and DRG 
validation. If justification can still not be 
established, the denial is made and the hospital 
is not reimbursed for that admission. 

Table I shows the result s of the preadmission cer­
tificat ion program. According to the Health Care 
Financing Administ ration, the overall denial rate for 
preadmission certification is 1.14 percen!. 

Ret rospective Review 
After a Medicare patient has been treated at a 

hospital and discharged and the allending physician 
has attested to the principal and other diagnoses and 
procedures, the hospital can submit the bill to Blue 
Cross, which aclS as the fiscal intermediary (Ft) for 
Medicare. Unless it is one of the relatively few condi­
tions where prepayment review by the PRO is required, 
the bill is paid by the FI once it is processed. A tape of 
paid Medicare claims is prepared by the FI and for­
warded to the PRO on a regular basis. It is from such 
tapes of paid claims that PROs draw their monthly 
samples of caSeS, by hospital, for review in the next 
month . 

After monthly samples of the cases are selected for 
review, worksheets are generated for each case. (The 
sample may equal 100 percent of Medicare cases for 
that month if the hospital has lost its favorable waiver 
and is under intensified review.·) The PRO office 
notifies each hospital in its area of the records to be 
pulled for review and schedu les an on-site visit. The 
only exception to scheduling an on-site visit is where 
the hospital has fewer than ten cases to be reviewed 
for that momh, in which case the hospital is required 
to mail copies of the records to the PRO office. PRO 
review coordinators, generally comprised of nurses 
and medical records technicians, perform the reviews 
of thOSe selected cases. 

Using criteria approved by the PRO Board , the 
review coordinators review the charts for medical 
necessity, ORG validation, potential quality con­
cerns, and determination of which, if any, cases 
should be referred to a local physician for medical 
review. Most PROs either develop their own criteria 
o r use ISO-A criteria developed by ImerQual which 
are based on severity of illness and intensity of 
service. 

Those cases referred by a review coordinator are 
forwarded for review to a physician who makes an 
initial determination based upon his/her own medical 
expertise and on what is in the medical record. If the 
reviewing physician (caUed a physician advisor) deter· 
mines that the patient cou ld have been treated as an 
outpatient, a leller (known as a pending denial) is sent 
to the attending physician informing him/her of the 
review findings and providing the attending physician 
an opportunity to submit additional information 
justifying the need for inpatient services for the case 
in question. The attending physician has fifteen calen­
dar days to respond with additional information. If 
there is no additional information· submitted, the 
pending denial becomes a final denial'althe end of the 
fifteen days, and a letter to that effect is sem to the 
patient, the hospital, the attending physician, and the 
FJ. Depending on the hospital's waiver status, it is 
possible the hospital will not be paid the DRG for that 
patient. 

If additional information is submitted by the 
attending physician, the case will again be reviewed by 
the physician advisor to determine if the original deci­
sion is still justified. If the pending denial decision is 
reversed , the attending and hospital are notified, and 
the case is certified for payment. If the physician 
advisor upholds the pending denial, a final denial is 
issued as discussed in the previous paragraph. (Figure 
2) 

After a denial has been made, a physician, patient, 
or the hospital may ask for reconsideration of the 
determination. When a reconsideration is sought, the 
medical record, along with any additional informa­
tion submitted by the attending physician, is for­
warded to anot her physician nOt involved in the initial 
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determination. Based on the decision of that physi­
cian or physicians. a fina l decision is made either to 
overturn the denial or to uphold the initial denial. 
Table 2 shows the resuh of retrospective review. 
Although wide variations exist in the denial rate. the 
overall denial rate nationwide is 2.48 percent. 

Since the PRO has very litt le nexibility in this entire 
process , there are certai n troublesome spots of which 
physicians need to be aware: 

(I) By the time you get a pending deniallener, the 
case may already be five or six months old, and 
you may not remember all the details relating 
to diagnosis and treatment . 

(2) The PRO reviews only the records of the 
palient after discharge from the hospital and 
has the benefit of 100 percent hindsigh t. 

(3) There are differences in the practice of 
medicine among physicians within the same 
area and certainly within different 
geographical areas. Some physicians admit 
most of their patients; others attempt to treat 
their patients with si milar problems as out­
patients. 

(4) Some procedures, we all agree, can be done in 
an outpatient sett ing; but there are others that 
are much less clear. To what degree shou ld w( 
expose our patient to a risk of poor outcome 
for budgetary restraints, and how much risk 
should a physician take in making that deci­
sion'? This is a challenge. 

(5) In the past three years wh ile the increase in lhe 
gross national product has been 12.3,4.0, and 
7.7 percent, the national health expenditures 
have increased at 15 . 1, 12.5, 12.4 percent. 
HCFA is serious about reducing health care 
costs, and we believe the review program is go­
ing 10 be wilh us for a number of years. 

With these thoughts in mind, what must physicians 
do to avoid unnecessary denials'? 

(I) Understand the System - This is perhaps the 
most critical point - "What you don't know 
elln hurl you." Physicians must understand 
the proces~. as well as the criteria, and par­
ticipate in the review process as a reviewer if 
you have not done so in the past. 

(2) Fully Document Each Case - Poor documen­
tation is a major cause of referrals and denials. 
You have probably heard the axiom, "If it is 
not in the record, it didn't happen." From a 
review coordinator's or reviewing physician's 
perspective, that is in faci the case. To avoid 
an adverse decision, the reasons for admission 
to an acute care facility shou ld bc adequately 
and appropriately documented. 

(3) Know Ihe Criteria - The criteria developed by 
your PRO and the ISD-A criteria published by 
InterQual are guidelines for review coordi­
nalars to perform screening of the charts. 

Most Medicare patients admitted to hospitals 
meet these critcria; however, documentation is 
not always adequate. Charts meeting the cri­
teria will generally not be referred by review 
coordinators, and there will be no need for a 
physician advisor to revicw, and possibly 
deny, the case. Therefore, it is imponant to be 
intimately familiar with the criteria and to 
make sure that you document the appropriate 
clements of that criteria on the medical 
records. 

(4) Document Reason ror Admission - If your 
admission does nOI meet PRO-established 
criteria, document the specific medical reasons 
for admission of the patient (0 the hospital to 
enable review by the physician advisor in the 
event of a referral. 

(5) Participate in the Development of the Criteria 
- If you have problems with the criteria or 
think they are inappropriate, please contact 
the PRO Director with your proposed changes 
so that he/she can refer them to the appropri­
ate committee (the Quality Assurance/Criteria 
Committee of the PRO) for appropriate ad­
justment. 

If you do get a denial, the following is recom ­
mended: 

(I) Have your chart reviewed by the hospital 
Uti lization Review Commiuee to determine 
whether there is reason 10 believe the case 
should be reconsidered by the PRO. If so, let 
the committee, either on your behalf or on 
behalf of the hospital, write a letter to the PRO 
for the denial reconsideration with their 
reasons for the request. 

(2) If you have information in your office that is 
not a part of the original medical record that 
will justify the admission, provide that infor­
mation with the record. 

(3) You have sixty days from the date of the denial 
letter to ask for a reconsideration. Ask 
promptly for reconsideration while the PRO 
st ill has the chart at hand and the case is fresh 
in everybody's mind. Requests for recon­
sideration received after sixty days are not 
honored. 

(4) If you feel you have been treated unfairly or 
that your local physicians are too st rict in 
denying your cases, you can ask for recon­
sideration outside your area by writing to the 
PRO Medical Director. 

(5) Do not take a deniallightly . The implications 
of a denial are far-reaching for the institution 
where you practice and for you. Physicians 
who continuously receive denials are subject to 
100 percent review of all Medicare cases. Ifun­
necessary admissions continue to be a prob­
lem, then preadmission certification beyond 
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what is presently required of all physicians 
might be invoked to address the situation with 
both the physician and the hospital involved. 
This would mean that prior to admission of a 
Medicare patient, the physician would need to 
get approval from the PRO office. Jfthe prob· 
lem st ill continues unabated, then HCFA may 
impose sanctions such as excluding that par· 
ticular practitioner from participation in 
Medicare. 

We are very concerned about the extraordinary 
powers and authority granted to the Hea1th Care 
Financing Administration to impose punitive actions 
on physicians. Some hospitals where the denial rate 
has gone as high as 20 percent have been losing 

money . Under current economic conditions, not be· 
ing paid for services provided for Medicare patients 
creates an extensive burden on the hospital and puts 
the future of that hospital in jeopardy. During the 
past ten months, there has been a considerable decline 
in the number of Medicare cases admitted to hospi. 
tals. Denial of payment for even a small number of 
cases could put a small hospital out of business. 

It is important, therefore. that the physician and 
hospital cooperate in making su re that only those 
patients needing inpatient care are admitted to the 
hospital , 

· £Nnial Q/ 01 IfilS/ Ihrn faHS wilh 1.5" 0/10/01 C'aHS r~~kwtd in 
Ih~ pr~v/Ous fQl~ndar qua,," Iuds 10 inl~nsifitd "v/~w and loss 
o/ wal~r. 

FIGURE I 
PREADMISSION CERTIFICATION PROCESS ________ --, 

PII,..;.. .... _ 
.,..ioN ...... ....... 
• ptoo. ....... r;. '0 
b<""f ... _ 

1 

<..::." J 
=~>-:---~l 

"_. 
"""""-OIioo ... ,­
_"",iOIr 

""""" .. "",, 

PII,........ and 

~"OI. 
.... ,fOld of ---

,-
Ph""',.", 

1* ..... ,II/1II 
.....".&1 "",lflod 

or_ .. 

.. 
~ -

,-

'M" -~ 

The Journal of IMA-Vol. 18- Jan. -June J986-Page II 



-, --" -.I"" , .. ""Ik 
rOlf ....... 

PItOofr .... 
........ Ptt_ .... 

• <" ......... '" 

for ad .. , ........ ORG. 
0'" quoll,y 

~ 
It ...... pot..,.,...! 

«'fuly .......... 
<OmrMo' , ....... 
"."",~ .... 

! 
It ...... pot ..... ...t 
hold .,,' ,""" ..... ,. 

I , 
1I ....... pn_ 
P .. p." •• OId 

'''' .... d , .. "" 

r"",,' ' " 
""'pilol 

( ) 

1Ie> .... pn_ 
'of ........ ' .. 
p/1f"C'.n .. h_ 

FIGU RE 2 

REVIEW PROCESS 

'-----' 

c .. "rlO'd 

~>,_._~\ A 

A 

\)nI1.1 f"' .... d<d 
10 p/I)~ .. ft. 

pol_, ..... 

"",,,,,01 

f", ... ,!Iod 10 

r""lIlln' .. 

~ I _ , .. 

"')."_", _,,,f,,,m, 
.....".,01."" 
r"" ...... _ 

Page 12-The Journal oj IMA - Vol. IS-Jan.-June 1986 

,,,,,OIdaoiooo 

,,,r,,, .. """""'" 
phy, ....... """ 
~~ 

) 



'". " " •• w, 
cr 
M' 
'" " '" OC .,. 
" " w. 
" " '" " M' 
"" '" '" " " M' 
M' 
OM W, 

" U 

'M ., 
" " " M. 
" '" "' ,. 
so 

"' W, 
" CA 

"' "" 

PROID 

''''00 ... 
00.00 

ow .. 
,croo 
IMBXl 
INltro 

""" ,~ 

,<>COO 
,""" " .. " .. 
'W~ 
~"'I.OO 

""" ""'" "<00 
~MSOO 

.~ 

.ocro 
"..., 
""" "..., 
'M"" ,M..., 
>OHOO 

'W"" 
M ' OO ......., 
"'..., 
""00 
nxoo 

" .. 
""" 7MOOO 
1NEOO 

""" • .m 

'"''''' ~oro 

MOO 
8W'o'OO 
,,zoo 

"' .. 
'""" ,,<00 

· · TOT ... !. ·· 

TABLE 1 

PREADMISSION REVI EW SUMMARY 
START-U P THROUGH APRIL 198.5 

"., 

OISCII .., , ... 
"'" (0):IoIJ 

"m 
""~ -"'" mM 
,~ 

,.~ 

""" lJoII.) 
,~~ 

,.,,~ 

SSOIIoi 
:117191 
174716 
119JJ7 -107m 
2Jmo -19S111 
UD' 
IMI6J 
... n 
IMI~ 

l~m6 

1'5M2 

"''' 101696 
~ll8oIl 

I~Sll9 

l2l1l1 

""" 614506 
om 
)),1S 
11HI ..., 
"'" Inss -"­'U» .", 

TOT ... L 
REYIEW 

COMf'l.b"Tt1l 

", 
"" "'" J1601 1 

I2.5J9 
.~ 

"'" lOll) ... 
,," ,-, 

'}<I'2 .... -2lmll 
",. 

1000Jl 

'''''' ",.. -4'J)4 

... " 
"'" .. '" 
"'" 1<10172 ,­,." 
~" mil 

." 
"'" HXlI1! 
61241 
J,76) 
61026 
m69 

"'" 10176 
1)926 

~" 
ISU7 

'''' 14129 
,~. 

~, 

,u, 

'''''''' 

PR"' ... D!'ol 
RE"'\[W5 

""" " • ,., 
"'" "" " un 

'" ,~ 

'" '" "" "" -... .. , 
". .... 
un 

"" .. , 
"'" ". ... 
".1 

UII7 

"." "." 
~, 

" "" ",. ,,,,. 
'IS' ". 1111 

"'" " "" "'" u .. 

" '" ,m 
... " 
"' "" 

Jl7S16 

. "., 

I'II""",DM 
IlIiYIEWS 

1.42 
.U 
7,71 

,." 
4,61 

'" 4.41 

'.M 
4." .. " , ... ,. , .. 
2.47 

4191 

'" ,.~ 

•• 
\.14 
,.~ .. " ". , .. .. " 
1.U 

." 
~16 

". ", ,ro 
I.IJ 

'" ,." ,." 
•. U 

0." u, , ... 
." 
7.n 
OJ , ... 
'" J.J7 
7.11 
2. 17 
on 

PR"' ... OM 
REYIEW 

OEI' IALS , , 
" " " • , 
" , 
" ., , , ... 
" '" " • 
~, 

• m 

" ,., ,. 
"" ", 

"" " , 
" " , ,. 
" " 
, 
• , , , 
~ 

", 

" • 

"' PR[..ADM 
REYIEW 

OENIAU 
lUI 
' .00 
0.57 
U1 
0.'1 .. " 
0.19 .. " 
0.17 
0,17 
UI 

' .M , ... 
'3' 
0.71 

'3' ,." ,m 
0.21 
us 
am 
I .• ) 

' .K 
,~ ,,, 
0.12 ,,, 
,~ 

1.2J 

' .n 
0 .'5 
0.18 

' .00 
, .~ 

0.11 ,." ,. 
,~ 

'.00 
,~ 

' .00 
2 •• 3 
' .00 •. ~ 
u, 
,,~ 

1.11 

Source: H(alth Care Financing Administration 

The Journal of IMA - Vol. 18-Jan .-June 1986-Page 13 



TABLE 2 

ADMISSION REVIEW SUMMARY 
START·UP THROUGH APRIL 198.5 

n>'" """ ""' REVIE ..... S . ""' REVIEW , REVIEW 

"0 0 '00< roM· 
,~ ltEVIEWS ~~U 0EN1",1.S .. - ., lUI " ."" 

'0 ,- "" . ~ .. ).61 

O. "'" "'" ll .n '" 17! ., 10lS41 "'" J6_U , .. 1.16 
cr 6JJS7 ,." 19.79 '" MI 
M' "'. "., '4.01\ ,ro ••• 
'" -, ,- n." •• ' .m 
" " .. 10211 ••• '" '.m 
~ ,." "'" " .. • , .. 
OX ,~ ". ,.,. 

.~ 

~ ,." , ... , •. m '" .ro 

" - ,:WSZ 11.40 'ti 3.67 ., 1)414) - n.n '" 0.S2 

•• ,~, .... "" ,., 6.'1 

" m," ""'" IOS.Of ,., o.n 

" S~I" """ 9. '1 ",. .n 
'" 107191 IOU)! .... "" 4061 

" 114716 '''''' 9). 11 " '''' '" 119))7 "'" ' .n ... , .. 
'" "''''' .'" IU) '"' '11 
'" 117IIZ1 4)))4 4Ul "' 0.'7 

'" 2"210 ... " lUI ... , .. 
" - '". n .• ". ' .n 

" '"I" ~, n .• .,,, • . 11 

'" ~, n,", , .. ,. u. 
'" 160S16) . .,m ••• ,~ .... 
OH .,." ,- 1609. 935 ". ., '998'4 ,~ U . , ., . .. '41716 ... 1'.11 ... , .. 
u """ 17)1) II.U no w 

'" U- n" . " '" , .. 
"" 101696 .- "".lJ '" U, 
TI< 4,;zt.I1 100111 ••• - , . 
" "11" ""' .0.'. m '.n 

" 111118 ,,'" 19.'1 .. , . 
MO -, .... ••• IUS '.00 
" .. .,. 11169 19.110 .. '.00 
ro "~ , ... 21.79 ,,., '.n 
~ ))'7' 10)16 •. ro • 0.'2 
'0 m" 'B. 17.07 ~ '.n 

'" 
..., .... n." '" 

, . ., 
~ ,,~ Inn lUI • O, IS W, 

'"'' "" ,,~ .~ 

'" "'" 1'719 lUI '" .. " e, .- """ 19.1' un "" "' lloll. '" ••• " IHI9 

"" ru" ,., '1.19 '" 4.11 
.. TOT"l • • 

~m ,- u .m. ,.~ 

EXPECTED_ rW/o Oualily Obj«l, ... 1tId 
"PM) ".~ 

Source: Hulin Care Financinl Administration 

Page J4- The Journal oj IMA - Vol. 18- Jan .-June 1986 




