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3  Hospital 
Insurance  

  KEY TERMS  
   •  Advance Benefi ciary Notice of 

Noncoverage (ABN)  
   •  benefi t period  
   •  carriers  
   •  cash deductible  
   •  Civilian Health and Medical Program 

of the Veterans Administration 
(CHAMPVA)  

   •  coinsurance days  
   •  coordination of benefi ts (COB)  
   •  covered days  
   •  covered services  
   •  durable medical equipment (DME)  
   •  employer group health plans (EGHPs)  
   •  end-stage renal disease (ESRD)  
   •  excluded (noncovered) services  
   •  fi scal intermediary (FI)  

  LEARNING OUTCOMES 
 After completing this chapter, you will be able to defi ne the key terms and: 

  �  Compare primary, secondary, and supplemental insurance. 
  �  Describe the way in which an insurance company controls payment to a 

benefi ciary who has more than one insurance plan. 
�    Briefl y describe the coverage that the two main parts of the Medicare program 

provide to benefi ciaries. 
�    Describe the purpose of the Medicare Secondary Payer program. 
�    Discuss the eligibility requirements and coverage of the Medicaid, TRICARE, 

and CHAMPVA programs. 
�    Discuss the purpose of workers’ compensation.  

   •  Hospital-Issued Notice of Noncoverage 
(HINN)  

   •  lifetime reserve days (LRDs)  
   •  local coverage determinations (LCDs)  
   •  Medicaid  
   •  Medicare administrative contractor (MAC)  
   •  Medicare Part A  
   •  Medicare Part B  
   •  Medicare Secondary Payer (MSP)  
   •  Medicare Summary Notice (MSN)  
   •  Medigap  
   •  national coverage determinations (NCDs)  
   •  primary insurance  
   •  secondary insurance  
   •  supplemental insurance  
   •  TRICARE  
   •  workers’ compensation    
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58 Part 1 The Hospital Billing Environment

$ $ Billing Tip $ $
 Automatic Secondary Billing 

Patient accounting software 
programs often have a secondary 
billing feature. With this feature, 
an electronically transmitted 
remittance advice automatically 
updates the account and creates 
the proper claim for the secondary 
insurance. This claim can then be 
checked by the patient account 
specialist and transmitted to the 
secondary payer.

 Chapter 3 provides basic, essential information about hospital insurance. There are a number 
of different types of medical insurance coverage. Because one of the main jobs of a patient 

account specialist is to handle patients’ questions about what their insurance has paid, how 
much money they owe, and why, an experienced patient account specialist needs to know the 
basic facts about medical insurance coverage. 
  Many patients have coverage through one of the    employer group health plans (EGHPs)    
offered by their employers. Some patients—perhaps a third of acute care patients—have Medi-
care coverage. Other patients have medical insurance through another government-sponsored 
program. This chapter compares the coverage of the two parts of the Medicare program, Part A 
and Part B, and also discusses Medicaid, TRICARE, CHAMPVA, and workers’ compensation. 
  Insurance companies restrict patient benefi ts to no more than 100 percent of a bill. The 
chapter describes the methods used to control payments to benefi ciaries who have more than 
one insurance plan, whether they hold two private plans or Medicare and other coverage. 

    Patients’ Insurance Coverage  

 To keep up to date, patient account specialists store the following information 
about popular plans in the patient accounting system’s insurance database: 

  •   Plan name and type—managed care organization (MCO), indemnity 
(fee-for-service), or other  

  •   Payer contact information—where claims are to be sent and a contact 
for queries and follow-up  

  •   Payer turnaround time (the number of days between claim receipt and 
payment) according to a contract or other rules  

  •      Covered services   —the types of services and prescription drugs that are 
covered, including    covered days   —the number of days of hospitalization 
the plan covers  

  •   Eligibility verifi cation contact  

  •   Precertifi cation and referral requirements  

  •   Patient copayment, deductible, and/or coinsurance requirements     

 Primary Patient Coverage 

 Some patients have two or more plans, as these cases show: 

  •   A person with insurance coverage from an employer who is also covered 
as a dependent under a spouse’s insurance  

  •   An employed person over sixty-fi ve who is covered by both Medicare 
and an employer’s plan  

  •   A person who is insured by both an employer group health plan and a 
policy from union membership    

    When patients have more than one health care plan, the    primary insur-
ance    must be determined by facility staff. Deciding which policy is primary 
is important, because that third-party payer receives the fi rst claim. The    sec-
ondary insurance    is billed after the primary payer sends its remittance advice 
for the account. The secondary payer pays, according to its guidelines, any 
balance left over after the primary payer has paid. 
       Supplemental insurance    may be purchased by people who want insurance 
to cover their fi nancial responsibilities under their primary insurance. Supple-
mental plans are designed by insurance companies to pay for costs that the pri-
mary (or secondary) plan does not cover, such as coinsurance and deductibles.   
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Chapter 3 Hospital Insurance 59

 Coordination of Benefi ts 

 Insurance policies contain a clause called    coordination of benefi ts (COB).    
The coordination of benefi ts rules state that when a patient is covered under 
more than one policy, benefi ts paid by all policies are limited to 100 percent 
of the charge. This clause prevents people from having a number of plans and 
collecting 100 percent from each one. For this reason, patients are required 
to list all their insurance plans during the admission process. If the facility is 
fi ling the claim for the patient, as is usually the case, it supplies the informa-
tion about other insurance coverage on the claim sent to the primary payer.   

 Facility Participation and
Assignment of Benefi ts 

 Many third-party payers establish networks of providers that their members 
are encouraged or required to use. Medicare also requires hospitals to be in 
its provider program in order to serve Medicare benefi ciaries. To increase the 
number of patients who use their services, most facilities elect to join—to 
participate in—various health plans’ networks of providers. 
    Participation requires the facility to follow the payer’s rules in a number 
of areas, such as fi ling claims and billing. Many plans require facilities to 
submit claims on behalf of patients. For example, Medicare-participating hos-
pitals agree to fi le claims for patients. Facilities often must limit what they 
charge patients. Under Medicare, for example, facilities agree not to charge 
patients extra for items and services that Medicare covers, even if the  facility’s 
costs are greater than the amount paid by Medicare. 
    To compensate providers for the work of fi ling claims and the limits they 
set on their charges, provider participation also offers the advantage of direct 
payments from third-party payers. Patients who receive services from par-
ticipating facilities sign a form that authorizes the third-party payer to pay 
the provider directly for medical services, rather than sending a check to the 
patient who then pays the provider. This procedure reduces the amount of 
accounts receivable that facilities must collect from patients.    

  The Medicare Program  

 Medicare is a federal medical insurance program that was established in 1965 
under Title XVIII of the Social Security Act. There are two main parts, Medi-
care Part A and Medicare Part B. To receive benefi ts, individuals must meet 
certain eligibility requirements. The Medicare program, managed by the Cen-
ters for Medicare and Medicaid Services (CMS) under the Department of 
Health and Human Services (HHS), has many rules and regulations that often 
set price controls. Generally, the same price controls are adopted by com-
mercial carriers. 
    To receive benefi ts, individuals must be eligible under one of the following 
categories: 

  •   Individuals sixty-fi ve or older who have paid FICA taxes or Railroad 
Retirement taxes for at least forty calendar quarters  

  •   Disabled adults who have been receiving Social Security disability ben-
efi ts or Railroad Retirement Board disability benefi ts for more than two 
years; coverage begins fi ve months after the two years of entitlement  
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60 Part 1 The Hospital Billing Environment

  •   Spouses of deceased, disabled, or retired individuals who were or still 
are entitled to Medicare benefi ts  

  •   Individuals disabled before age eighteen who meet the disability criteria 
of the Social Security Act  

  •   Retired federal employees enrolled in the Civil Service Retirement 
 System (CSRS) and their spouses  

  •   Patients of any age who receive dialysis or renal transplants for    end-
stage renal disease (ESRD).    Coverage typically begins on the fi rst day 
of the month following the start of dialysis treatment. For a transplant 
case, entitlement begins the month the individual is hospitalized for the 
transplant, which must be completed within two months. The donor is 
covered for services related to the donation of the organ only.     

 Medicare Claim Processing 

 The federal government does not pay Medicare claims directly; instead, it hires 
insurance organizations to process its claims. Insurance companies that process 
facility claims such as hospital bills are known as    fi scal intermediaries (FIs).    
Insurance companies that process claims for physicians, other providers, and 
suppliers are called    carriers.    These Medicare program contractors issue    local 
coverage determinations (LCDs)    that help hospitals and physicians under-
stand current guidelines and regulations for services that are not governed by 
national policy. LCDs apply only within the contractor’s geographical area. 
    Guidelines and regulations that are governed by national policy, known as 
   national coverage determinations (NCDs),    are available on the CMS web-
site. There are over a hundred NCDs describing coverage criteria for services 
such as blood transfusion, intestinal bypass surgery, and MRIs. These deter-
minations list diagnosis codes that support the medical necessity of a par-
ticular procedure or service. In some cases, NCDs also list diagnoses for 
which tests are not payable. If a screening is for a diagnosis of depression, 
for example, it may not be payable.   

 Medicare Part A 

    Medicare Part A    pays for inpatient hospital care and skilled nursing facility 
care, and for home health, respite, and hospice care.  

 Coverage 
 Part A coverage includes: 

  •    Hospital stays:  Semiprivate room, meals, general nursing, and other hos-
pital services and supplies. This includes care in critical access hospitals 
and inpatient mental health care. It does not include private duty nursing 
or a television or telephone in the room. It also does not include a private 
room unless medically necessary.  

  •    Skilled nursing facility (SNF) care:  Semiprivate room, meals, skilled 
nursing and rehabilitative services, and other services and supplies (fol-
lowing a related three-day hospital stay).  

  •    Home health care:  Intermittent skilled nursing care, physical therapy, 
occupational therapy, speech-language pathology, home health aid ser-
vices, and    durable medical equipment  ( DME)    such as wheelchairs and 
oxygen, but not prescription drugs.  

  INTERNET RESOURCE  
Information on A/B 
MACs: Medicare 
Contracting Reform 

  www.cms.hhs.gov/
MedicareContractingReform/   

 F Y I 
  Medicare Administrative 
Contractors (MACs) 
 The Medicare Modernization Act 
of 2003 mandated that CMS 
replace the numerous FIs and 
carriers that currently administer 
the Medicare Part A and Part B 
fee-for-service programs with 
entities known as    Medicare 
administrative contractors 
(MACs).    Under this mandate, 
fi fteen MACs will process and pay 
Part A and Part B claims within 
specifi ed multistate jurisdictions. 
The transition to MACs (also 
referred to as A/B MACs) began 
in 2007 when the fi rst MAC 
contract was awarded to the 
Noridian insurance company for 
jurisdiction 3, which includes 
Arizona, Montana, North Dakota, 
South Dakota, Utah, and 
Wyoming. CMS expects to have 
all fi fteen A/B MACs fully 
operational by late 2009.  

$ $ Billing Tip $ $
  LCDs and NCDs 

 Patient account specialists must 
stay up to date with the LCDs 
that are issued by their fi scal 
intermediaries or MACs so that 
they can transmit correct claims. 
LCDs are usually posted on the 
FI’s or MAC’s website and are 
also compiled and posted along 
with NCDs on the CMS website.  

  INTERNET RESOURCE 
NCDs and LCDs: 
Medicare Coverage 
Database 

  www.cms.hhs.gov/mcd/   
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F Y I
SNF Versus Nursing Home
At a skilled nursing facility (SNF), 
skilled nursing and rehabilitation 
care are provided, in contrast to a 
nursing home, which provides 
custodial care.

$ $ Billing Tip $ $
Billing for DME

DME is defi ned as equipment 
that serves a medical purpose, 
can endure repeated use, and is 
suitable for use in the home. 
Usual examples include hospital 
beds, walkers, and wheelchairs. 
When such equipment is used 
by patients in the hospital, it is 
classifi ed simply as equipment, 
since DME, by defi nition, must 
be used in the home. For this 
reason, hospitals cannot bill for 
DME on the UB-04 hospital 
insurance claim.
 If hospitals supply DME for 
patients at home, however, 
they may bill their DME regional 
carrier (DMERC) using the CMS-
1500 insurance claim—the claim 
form physicians use for billing.

INTERNET RESOURCE
Basic Medicare 
Information: Part A and 
Part B Benefi ts

A privately operated 
(nongovernment) website with 
information about Medicare.
www.medicare.org

INTERNET RESOURCE
Medicare Benefi t Policy 
Manual: Pub. No. 100-02

www.cms.hhs.gov/Manuals/IOM/
list.asp

  •    Psychiatric inpatient care.   

  •    Hospice care : Pain and symptom relief and supportive services from a 
Medicare-approved hospice for people with terminal illnesses.  

  •    Blood : Pints of blood received in a hospital or skilled nursing facility 
during a covered stay (after a three-pint deductible).     

    Eligibility and Costs 
 Anyone who receives Social Security benefi ts is automatically enrolled in 
Part A as a benefi ciary with no premium payment. People age sixty-fi ve or 
older who are not eligible for Social Security benefi ts may enroll in Part A, 
but they must pay a premium for the coverage. 
  Services covered under Medicare Part A are measured in benefi t periods. 
A    benefi t period    begins when a patient fi rst receives Medicare-covered inpa-
tient hospital care and ends when that patient has been discharged from the 
hospital or SNF for sixty consecutive days. Benefi ciaries have unlimited ben-
efi t periods, but must pay the following: 

  •   An inpatient hospital deductible called the    cash deductible    once during 
each benefi t period. The deductible amount changes annually. The 2008 
deductible is $1,024.  

  •   A coinsurance amount for the sixty-fi rst through the ninetieth days of 
a hospital stay during a benefi t period. These thirty days are referred to 
as    coinsurance days.    The 2008 coinsurance amount is $256 a day.  

  •   A coinsurance amount for each    lifetime reserve day (LRD).    Lifetime 
reserve days are a total of sixty days of additional coverage under Medi-
care Part A. These days can be used when the patient is hospitalized for 
more than ninety days in one benefi t period. The coinsurance rate for 
each lifetime reserve day in 2008 is $512.  

  •   A blood deductible for the fi rst three pints of unreplaced blood (subject 
to state rules).  

  •   An inpatient coinsurance for the twenty-fi rst through the hundredth days 
of a Medicare-covered stay in a SFN. The 2008 rate is $128 per day.  

  •   Charges for    excluded (noncovered) services,    such as eye exams, foot 
care, eyeglasses, hearing aids, cosmetic surgery, custodial care, and per-
sonal comfort items.     

           Medicare Part B 

    Medicare Part B    covers physicians’ visits and procedures as well as supplies.  

 Coverage 
 Medicare Part B focuses on the following: 

  •   Physicians’ services other than routine physical exams  

  •   Outpatient medical and surgical services and supplies, diagnostic tests, 
ambulatory surgery center facility fees for approved procedures, and 
durable medical equipment  

  •   Second surgical opinions, outpatient mental health care, and outpa-
tient physical and occupational therapy, including speech-language 
therapy  
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62 Part 1 The Hospital Billing Environment

  •   Clinical laboratory services, such as blood tests, urinalysis, and more  

  •   Home health care, including intermittent skilled nursing care, physical 
therapy, occupational therapy, speech-language pathology, home health 
aid services, and durable medical equipment  

  •   Hospital services and supplies received as an outpatient as part of a 
physician’s care  

  •   Pints of blood given to outpatients or as part of a Part B covered service     

        Eligibility and Costs 
 Individuals entitled to Part A benefi ts automatically qualify for Part B ben-
efi ts. U.S. citizens and also permanent residents over the age of sixty-fi ve 
are eligible. Part B is a voluntary program; eligible persons must enroll for 
coverage. The premium is based on the income of the benefi ciary. In 2008, 
depending on the benefi ciary’s income, Part B coverage costs between 
$96.40 and $238.40 per month. The patient’s deductible for the year in 2008 
is $135.00. 
  The Original Medicare Plan (OMP) is a fee-for-service plan. For its ben-
efi ciaries, Medicare pays 80 percent of approved charges after the patient has 
paid the deductible, and the patient or a secondary payer pays the remaining 
20 percent. Other payment rules apply for people who enroll in one of the 
other Medicare plans, such as Medicare managed care plans.  
   Medicare managed care plans, called Medicare Advantage plans, are also 
known as Medicare Part C. These plans provide all Medicare-covered ser-
vices, except hospice care, in return for a predetermined capitated payment. 
Private health insurance companies contract with CMS to offer Medicare 
Advantage plans as alternatives to the Original Medicare Plan.  
   The fourth part of Medicare, Medicare Part D, which was authorized under 
the Medicare Modernization Act of 2003, provides voluntary Medicare pre-
scription drug plans that are open to people who are eligible for Medicare. 
Private companies provide the coverage, and benefi ciaries choose the drug 
plan and pay a monthly premium.    

 Medicare Health Insurance Card 

 Each Medicare enrollee receives a health insurance card issued by the Social 
Security Administration (see  Figure 3.1  on page 63). This card lists the bene-
fi ciary’s name, sex, effective dates for Part A and Part B coverage, and Medi-
care number. The number is assigned by CMS and consists of nine digits (on 
older cards, this number is usually a Social Security number) followed by a 
numeric or alphanumeric suffi x. The suffi x indicates whether the benefi ts are 
drawn from the patient’s work history or someone else’s work history. Com-
mon suffi xes are:               

COMPLIANCE GUIDE
Medicare Coverage of 
Preventive Services

By law, Medicare does not cover 
general preventive services, such 
as routine annual examinations and 
tests, or most screening tests, such 
as a blood test to rule out the 
presence of cancer. However, each 
year Congress passes exceptions 
to these general rules to cover 
screening examinations that have 
proven to be very important. Some 
examples include screening 
mammography for breast cancer 
and a prostate specifi c antigen 
(PSA) test for prostate cancer. 
More recent screening procedures 
that are covered include a one-time 
physical exam for new Medicare 
enrollees, screening blood tests for 
cardiovascular disease, screening 
colonoscopies, and tests for people 
at risk for diabetes.

F Y I
Collecting Medicare Payments
Under Medicare law, it is illegal 
not to attempt to collect a 
required payment from a 
Medicare patient.

F Y I
Capitated Payment
A capitated payment is a 
prepayment from a payer to a 
provider that covers all services 
rendered to a member of a 
managed care plan for a specifi ed 
period of time, usually a month. 
The provider receives the payment 
even if the plan member receives 
no services during that time 
period. The contract between the 
payer and the provider specifi es 
the amount and frequency of the 
capitated payment—for example, 
a provider may receive $25 a 
month for each of his or her 
patients enrolled in the plan.

A Primary wage earner (male or female)

B Aged wife, fi rst claimant (female)

B1 Husband, fi rst claimant (male)

C1–C9 Child or grandchild, disabled/student

D Aged widow, fi rst claimant

T Federal employee

$ $ Billing Tip $ $
Counseling Services

Medicare covers smoking and 
tobacco-use cessation counseling 
services.
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Chapter 3 Hospital Insurance 63

    When the benefi ciary’s card shows a prefi x (such as A, MA, WA, or WD), 
instead of a suffi x, the patient is eligible for railroad retirement benefi ts, and 
claims must be submitted to the Railroad Medicare Part B claim offi ce in 
Augusta, Georgia.   

 Advance Benefi ciary Notices 

 Medicare does not pay for some services unless certain conditions are met. 
These conditions usually involve the relationship of the diagnosis and the 
service. For example, a vitamin B 12  injection is covered only for patients with 
certain diagnoses, such as pernicious anemia, but not for a diagnosis of 
fatigue. If the patient does not have one of the specifi ed diagnoses, the B 12  
injection is not covered because Medicare considers it not medically neces-
sary. Local and national coverage determinations provide the details of what 
is covered for specifi c services and diagnoses. 
    Based on these determinations, when the facility judges that Medicare is 
not likely to pay for a planned service, an    Advance Benefi ciary Notice of 
Noncoverage (ABN)    must be given to the patient for signature. In 2007, CMS 
revised the standard ABN form that has been in use since 2002.  Figure 3.2  
shows the revision that was available for testing at the time this text went to 
print. The changes to the form are designed to make it more user-friendly, 
while permitting customization for general as well as laboratory-specifi c use. 
The form shown in  Figure 3.2  is customized for general use. 
    An ABN (also called a waiver of liability) explains why payment is likely 
to be denied by Medicare and includes a statement that the patient agrees to 
pay for the service when Medicare denies payment. A signed ABN is not 
required for services that are categorically excluded by Medicare—only for 
services that are noncovered under the given circumstances. A provider who 
could have been expected (by Medicare) to know that a service would not be 
covered and who performed the service without informing the patient could 
be liable for the charges.  

 ABN Modifi ers 
 Procedure codes on insurance claims explain the details of the procedures the 
patient received. If a procedure is likely to be a noncovered Medicare service, 
a modifi er may be appended to the procedure code to indicate to the payer 

COMPLIANCE GUIDE
ABN Form

An ABN form must be signed and 
dated every time a patient 
receives a noncovered service.

COMPLIANCE GUIDE
Do Not Use Blanket or 
Blank ABNs

•  Medicare prohibits the use of 
blanket ABNs given routinely to 
all patients just to be sure 
of payment. The ABN must be 
specifi c to the service and date, 
signed and dated by the patient, 
and fi led. It is a good practice to 
give the patient a copy of the 
signed document and to note 
this on the fi led copy.

•  Never have a patient sign a 
blank ABN for the physician to 
fi ll in later. The form must be 
fi lled in before the patient 
signs it.

Figure 3.1
Medicare Card Showing Medicare Number 
and Eligibility
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64 Part 1 The Hospital Billing Environment

Figure 3.2
Medicare Advance Benefi ciary Notice of Noncoverage (ABN)—Draft Version

Notifi er(s):
Patient Name: Identifi cation Number:

ADVANCE BENEFICIARY NOTICE OF NONCOVERAGE (ABN)

NOTE: If Medicare doesn’t pay for items or services below, you may have to pay.
Medicare does not pay for everything, even some care that you or your health care provider have good reason to 
think you need. We expect Medicare may not pay for the items or services below.

Items or Services: Reason Medicare May Not Pay: Estimated Cost:

WHAT YOU NEED TO DO NOW:
• Read this notice, so you can make an informed decision about your care.
• Ask us any questions that you may have after you fi nish reading.
• Choose an option below about whether to receive the items or services listed above.

Note:  If you choose Option 1 or 2, we may help you to use any other insurance that you might have, but 
Medicare cannot require us to do this.

OPTIONS: Check only one box. We cannot choose a box for you.

 OPTION 1. I want the items or services listed above.  You may collect money from me now, but I also 
I want Medicare billed for an offi cial decision on payment, which is sent to me on a Medicare Summary 
Notice (MSN). I understand that if Medicare doesn’t pay, I am responsible for payment, but I can appeal 
to Medicare by following the directions on the MSN. If Medicare does pay, you will refund any payments 
I made to you, less co-pays or deductibles.

 OPTION 2. I want the items or services listed above, but do not bill Medicare. You may ask to be 
paid now as I am responsible for payment. I cannot appeal if Medicare is not billed.

 OPTION 3. I don’t want the items or services listed above. I understand with this choice I am not 
responsible for payment, and I cannot appeal to see if Medicare would pay.

Additional Information:
This notice gives our opinion, not an offi cial Medicare decision. If you have other questions on this notice or 
Medicare billing, call 1-800-MEDICARE (1-800-633-4227/TTY: 1-877-486-2048).
Signing below means that you have received and understand this notice. You also receive a copy.

Signature: Date:

According to the Paperwork Reduction Act of 1995, no persons are required to respond to a collection of 
information unless it displays a valid OMB control number. The valid OMB control number for this information 
collection is 0938-0566.  The time required to complete this information collection is estimated to average 
7 minutes per response, including the time to review instructions, search existing data resources, gather the data 
needed, and complete and review the information collection.  If you have comments concerning the accuracy of 
the time estimate or suggestions for improving this form, please write to: CMS, 7500 Security Boulevard, Attn: 
PRA Reports Clearance Offi cer, Baltimore, Maryland 21244-1850.

Form CMS-R-131 (XX/07) - SAMPLE G   Form Approved OMB No. 0938-0566
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whether an ABN is on fi le or needed. The modifi er helps the payer determine 
who is responsible for the payment—the provider or the patient. Three mod-
ifi ers used with ABNs are: 

   1.    GA:  Used when an item or service is expected to be denied as not 
reasonable or necessary and when a waiver of liability statement (ABN) 
is on fi le. This indicates that if the claim is not paid by Medicare, the 
patient is responsible for payment of the charges.  

   2.    GZ:  Used when an item or service is expected to be denied as not 
reasonable or necessary but the provider does not have a signed ABN 
from the patient. This might occur in an emergency care situation, 
or it might be used for a noncovered screening test or if a patient 
refuses to sign an ABN. This indicates that if the claim is not paid 
by Medicare, the patient cannot be billed for the service because no 
ABN was signed.  

   3.    GY:  This modifi er is used to speed Medicare denials so the amount due 
can be collected from the patient (or a secondary payer if the patient 
is covered by two plans). It is used when an item or service is statuto-
rily excluded or does not meet the defi nition of a Medicare benefi t. 
This type of service, such as a routine physical or cosmetic surgery, is 
never covered by Medicare and therefore does not require an ABN.     

     Consent Forms 

 Patients must give their written consent to hospitals for a variety of reasons. 
Under the HIPAA Privacy Rule, a hospital must present a patient with a copy 
of its privacy practice at registration and have the patient sign an acknowledg-
ment that he or she has received the notice. In addition, hospitals obtain the 
following other types of consent: 

  •   Consent for medical treatments and procedures the patient will receive  

  •   Acceptance of responsibility for payment  

  •   Assignment of benefi ts  

  •   Statement covering the conditions under which the facility is responsible 
for the patient’s personal possessions  

  •   Advance directives, also called living wills, or the appointing of a medical 
power of attorney     

 Medicare-Specifi c Consent Forms 
 In addition to these types of consent, hospitals must obtain written consent 
from Medicare inpatients, in particular, acknowledging that they have been 
informed of their Medicare rights. Hospitals must use a specially designated 
two-page CMS form called “Important Message from Medicare About Your 
Rights” (see  Figure 3.3 ). Page 1 of the Important Message states the 
patient’s rights as a hospital inpatient, as well as his or her appeal rights 
regarding hospital discharge. If a patient decides to appeal a discharge deci-
sion from the hospital, page 2 lists step-by-step instructions for calling the 
QIO and fi ling a discharge appeal. According to recent CMS regulations, the 
Important Message form must be presented to the benefi ciary twice—once 
during admission and once before discharge. During admission, the hospital 
obtains the patient’s acknowledgment of receipt at the bottom of page 1. Dur-
ing discharge, a copy of the signed form is presented again as a follow-up. 
Hospitals are expected to review the notices with benefi ciaries, answer any 

$ $ Billing Tip $ $
ABN Modifi ers and

Hospital Claims
Although ABN modifi ers can be 
used on outpatient hospital claims 
(UB-04 forms), they are more 
frequently used on physician 
claims (CMS-1500 forms). For 
hospital claims, these modifi ers 
are optional, as other condition 
and occurrence codes usually take 
precedence. For example, 
occurrence code 32 is used on 
hospital claims to indicate the 
date an ABN was signed.
 On certain outpatient hospital 
bills, however, the use of the 
optional modifi ers in combination 
with the required condition and 
occurrence codes provides more 
precise billing and may therefore 
reduce the risk of mistaken 
allegations of fraud and abuse. 
For example, occurrence code 
32 is used to indicate the date an 
ABN was signed in connection 
with the bill; however, the code 
is not attached to a particular 
procedure. If other services 
provided on the same day must 
be billed on the same claim, 
modifi er GA is used to identify 
the particular items or services for 
which an ABN was given.
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66 Part 1 The Hospital Billing Environment

Figure 3.3

Patient Name: DEPARTMENT OF HEALTH & HUMAN SERVICES 
Patient ID Number: Centers for Medicare & Medicaid Services
Physician: OMB Approval No. 0938-0692 

AN IMPORTANT MESSAGE FROM MEDICARE ABOUT YOUR RIGHTS

AS A HOSPITAL INPATIENT, YOU HAVE THE RIGHT TO:

•  Receive Medicare covered services. This includes medically necessary hospital services and services you 
may need after you are discharged, if ordered by your doctor. You have a right to know about these 
services, who will pay for them, and where you can get them. 

• Be involved in any decisions about your hospital stay, and know who will pay for it.
•  Report any concerns you have about the quality of care you receive to the Quality Improvement 

Organization (QIO) listed here MetaStar, (608) 274-1940 or toll-free at (800) 362-2320.

YOUR MEDICARE DISCHARGE RIGHTS

Planning For Your Discharge: During your hospital stay, the hospital staff will be working with you to 
prepare for your safe discharge and arrange for services you may need after you leave the hospital. When 
you no longer need inpatient hospital care, your doctor or the hospital staff will inform you of your planned 
discharge date.

If you think you are being discharged too soon:

•  You can talk to the hospital staff, your doctor and your managed care plan (if you belong to one) about 
your concerns.

•  You also have the right to an appeal, that is, a review of your case by a Quality Improvement 
Organization (QIO). The QIO is an outside reviewer hired by Medicare to look at your case to decide 
whether you are ready to leave the hospital. 

•  If you want to appeal, you must contact the QIO no later than your planned discharge date 
and before you leave the hospital. 

•  If you do this, you will not have to pay for the services you receive during the appeal (except for 
charges like copays and deductibles).

•  If you do not appeal, but decide to stay in the hospital past your planned discharge date, you may 
have to pay for any services you receive after that date. 

• Step by step instructions for calling the QIO and fi ling an appeal are on page 2. 

To speak with someone at the hospital about this notice, call .

Please sign and date here to show you received this notice and understand your rights.

 
Signature of Patient or Representative Date

CMS-R-193 (approved 05/07)

Important Message from Medicare—Page 1
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Chapter 3 Hospital Insurance 67

questions, and help benefi ciaries request review of a discharge decision by 
contacting a QIO if they decide to make an appeal. 
  Benefi ciaries who choose to appeal a discharge decision will receive a 
second, more detailed notice entitled “Detailed Notice of Discharge,” which 
explains why, based on Medicare coverage policies and the patient’s medical 
condition, the hospital believes that the patient’s inpatient hospital services 
should end. If the patient intends to stay in the hospital past the deadline to 
appeal, or past the discharge date determined by the appeal, the hospital may 
charge the patient for services received after these dates. The hospital then 
issues a HINN 12—Noncovered Continued Stay notice informing the patient 
of his or her responsibility for the continued stay together with the estimated 
cost. When patients sign the form, they are acknowledging that they are 
responsible for the charges of the continued stay.  

 HINN (Hospital-Issued Notice of Noncoverage) 
 The hospital provides a    Hospital-Issued Notice of Noncoverage (HINN)    to 
a benefi ciary prior to admission, at admission, or at any point during an 
inpatient stay if the hospital determines that the care the benefi ciary is receiv-
ing, or is about to receive, is not covered. The care is considered noncovered 
because it is not medically necessary, is not delivered in the most appropriate 
setting, or is custodial in nature. A HINN, sometime referred to as a hospital 
ABN, is used for noncovered inpatient stays the way an ABN is used for 
noncovered outpatient services. 
  Different versions of HINNs are used depending on the circumstances. 
When a Medicare benefi ciary is planning to be hospitalized for services that 
Medicare usually pays for, but that are not considered to be reasonable and 
necessary in the particular situation, the hospital delivers a Preadmission/
Admission HINN informing the patient of the cost of the noncovered stay. 
The HINN-12, a slightly different version of the same form, is used in asso-
ciation with a hospital discharge appeal notice as described above.     

 Medicare Secondary Payer Program 

 The    Medicare Secondary Payer (MSP)    program contains CMS guidelines 
about which insurance pays fi rst when Medicare benefi ciaries have additional 
plans. Many patients are classifi ed as “MSP accounts” at registration. These 
patients are Medicare benefi ciaries, but Medicare is the secondary payer. For 
example, Medicare requires automobile insurance companies to pay for 
patients’ care after car accidents, no matter who is at fault. In these cases, the 
claim is sent fi rst to the primary payer and then to Medicare with the remit-
tance advice. Facilities must make every attempt to ensure that this claim 
sequence is followed for patients with insurance from a plan that is primary 
to Medicare—and almost all plans are primary to Medicare. 
    CMS supplies an MSP questionnaire that providers can use to determine 
the primary payer. It consists of six parts and lists questions to ask Medicare 
benefi ciaries during each inpatient or outpatient admission. The question-
naire is used as a guide to help identify other payers that may be primary 
to Medicare. Facilities may also use their own version to gather the same 
information. Under the MSP program, every ninety days, hospitals have to 
ask Medicare benefi ciaries about other insurance coverage they may have. 
For example, if a Medicare outpatient had surgery on October 1 and at that 
time reported only Medicare insurance, the admissions department would 
have to ask the patient about additional coverage for a subsequent procedure 
done in January.   

INTERNET RESOURCE
MSP Questionnaire—
Part A: Other Insurer 
Intake Tool

The MSP questionnaire may be 
downloaded from the CMS 
website: www.cms.hhs.gov/
ProviderServices/Downloads/
pro_othertool.pdf
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68 Part 1 The Hospital Billing Environment

 Medigap Insurance 

    Medigap    is private insurance that benefi ciaries may buy to fi ll in some of the 
“gaps”—unpaid amounts—in Medicare coverage. These gaps include the annual 
deductible, any coinsurance that is required, and payment for some noncovered 
services. Even though private insurance carriers offer Medigap plans, cover-
age and standards are regulated by federal and state law. Medigap plans can 
legally be sold only to people who are covered by the Original Medicare Plan. 
Patients covered by a Medicare managed care plan or by Medicaid do not need 
Medigap policies. 
    A number of different options are available when choosing a Medigap 
policy. These plans are labeled A through J. The following benefi ts are com-
mon to all Medigap plans: 

  •   Part A daily coinsurance amount for days sixty-one to ninety of 
hospitalization  

  •   Part A daily coinsurance amount for each of Medicare’s sixty lifetime 
reserve days  

  •   100 percent of covered hospital charges once all Medicare hospital ben-
efi ts have been used  

  •   Part B coinsurance amount (usually 20 percent of approved charges) 
after the deductible ($135 in 2008)  

  •   First three pints of blood per calendar year    

   Plans B through J also pay the Part A hospital deductible for each 
hospitalization.   

 Medicare Summary Notice 

 At the same time the accounting department receives the Medicare remittance 
advice, the patient receives a    Medicare Summary Notice (MSN).    This doc-
ument (see  Figure 3.4 on page 69 ) replaces the previously issued Explanation 
of Your Medicare Part B Benefi ts (EOMB), the Medicare Benefi t Notice (Part 
A), the Explanation of Medicare Benefi ts (Part A), and benefi t denial letters. 
        The MSN tells patients what Medicare covered on claims sent on their 
behalf and what they are going to be billed. The facility then sends a bill for 
this balance. Patients also have the right to request an itemized bill from the 
facility. Patients often call after they compare the Medicare document and the 
facility bill. There are typically questions that patient account specialists 
must be prepared to answer or to research. 

COMPLIANCE GUIDE
Medicare Fraud Watch

Under a special program, 
Medicare benefi ciaries can earn 
rewards of up to $1,000 if they 
turn in providers who are proven 
to have committed fraud against 
the program. A Medicare 
benefi ciary has the right to ask 
a provider for an itemized 
statement for any item or service 
for which Medicare has paid. The 
program instructs Medicare 
recipients to verify that they have 
received the services listed on 
the MSNs.

     Medicaid  

 The    Medicaid    program was established under Title XIX of the Social Secu-
rity Act of 1965 as an entitlement program to pay for the health care needs 
of low-income individuals and families. Medicaid is jointly funded by the 
federal government and state governments.  

 Eligibility 

 Individuals who apply for Medicaid benefi ts must meet minimum federal 
requirements and any additional requirements of the state in which they live. 
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Figure 3.4
Medicare Summary Notice

Medicare Summary Notice
June 23, 2009

BENEFICIARY NAME
STREET ADDRESS
CITY, STATE, ZIP CODE

HELP STOP FRAUD: Protect your Medicare
Numbers as you would a credit card number.

This is a summary of claims processed from 5/15/2009 through 6/15/2009.

PART A HOSPITAL INSURANCE—INPATIENT CLAIMS

Explanation of numbered items:
1 The date the MSN was sent.
2 Patient’s Medicare contact information.
3 Patient’s Medicare number.
4 Patient’s name and address.
5 Help Stop Fraud message.
6 Description of the services the patient received, and whether the service is Medicare Part A, Part B, or DME. 
7 Dates of patient service.
8 Claim number assigned by Medicare.
9 Description of services provided.

10 Provider’s charge for noncovered services as submitted to Medicare.  
11 Patient’s deductible and coinsurance responsibility.
12 Amount that the provider can bill the patient; it takes into account the deductibles, coinsurance, and 
      noncovered services.
13 Reference to Notes about the claim.
14 Provider’s name and address.

See
Notes

Section

You
May be
Billed

Deductible
and

Coinsurance

Non-
Covered
Charges

Benefit
Days
Used

Dates
of
Service

Claim number 12345–84956–84556–45621
Care Hospital, 124 Sick Lane
Dallas, TX 73555 14

Referred by: Paul Jones, M.D.
b ,a00.677$00.677$00.0$syad 4190/51/6 – 90/1/6

CUSTOMER SERVICE INFORMATION

Your Medicare Number: 111-11-1111A

If you have questions, write or call:
Medicare
555 Medicare Blvd.
Suite 200
Medicare Building
Medicare, US XXXXX-XXXX

Local:  (XXX) XXX-XXXX
Toll-free:  1-800-XXX-XXXX
TTY for Hearing Impaired:  1-800-XXX-XXXX

131211109

7

6

5

4
3

2

1

8
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70 Part 1 The Hospital Billing Environment

HIPAA TIP

HIPAA Rules Apply
The Privacy Rule, the 
Transactions and Code Sets 
Rule, and the Security Rule 
apply to institutional providers 
who are treating Medicaid 
patients.

A person eligible in one state may be denied coverage in another state. Cov-
erage also varies; each state determines coverage and coverage limits and sets 
payment rates, subject to the federal guidelines. 
    To receive federal matching funds, states must cover certain services, 
including inpatient and outpatient hospital services and emergency services. 
Some services covered under Medicaid require prior authorization before they 
are performed. If the provider does not obtain preauthorization, the plan may 
refuse to pay the claim. Rules regarding services not covered under Medicaid 
vary from state to state.   

 Medicaid Plans and Participation 

 In most states, Medicaid offers both fee-for-service and managed care plans. 
Medicaid clients enrolled in fee-for-service plans may be treated by the 
provider of their choice, as long as the provider accepts Medicaid. The 
provider submits the claim to the state Medicaid fi scal agent and is paid 
directly by Medicaid. Medicaid managed care plans restrict patients to a 
network of physicians, hospitals, and clinics. Providers in capitated man-
aged care plans who are paid fl at monthly fees must still fi le claims with 
the Medicaid payer, since the payer uses the claim data to assess utilization. 
Utilization reviews examine the necessity, appropriateness, and effi ciency of 
services delivered. 
    Facilities participating in Medicaid sign a contract with the Department 
of Health and Human Services. They must agree to accept payment 
from Medicaid as payment in full for services; they may not bill patients 
for an additional amount. The difference must be entered into the billing 
system as a write-off. States may require a Medicaid recipient to make 
small payments in the form of a deductible, coinsurance, or copayment. 
These patient payments are referred to as  cost-sharing . If Medicaid does 
not cover a service, the patient may be billed if certain conditions are met, 
such as prior notifi cation that the bill would not be covered under the 
program.   

 Medicaid as the Payer of Last Resort 

 Before fi ling a claim with Medicaid, it is important to determine whether the 
patient has other insurance coverage. If the patient has coverage through any 
other insurance plan, or if the claim is covered by another program such as 
workers’ compensation, the other plan is billed fi rst, and the remittance advice 
from that primary payer is forwarded to Medicaid. For this reason, Medicaid 
is known as the payer of last resort, since it is always billed after another 
plan has been billed, if other coverage exists.   

 Medicare-Medicaid Crossover Claims 

 Some individuals are eligible for both Medicaid and Medicare (Medi-Medi) 
benefi ts. Claims for these patients are fi rst submitted to Medicare. Then they 
are sent to Medicaid along with a copy of the Medicare remittance advice. 
Some Medicare carriers forward crossover claims to the state Medicaid payer 
automatically.        

HIPAA TIP

PHI and Medi-Medi 
Benefi ciaries
The HIPAA Privacy Rule, since 
it permits sharing PHI for 
payment purposes, allows 
Medicare plans and state 
Medicaid agencies to exchange 
enrollee information.

F Y I
Medicaid Benefi ciaries
Federal guidelines mandate 
coverage for individuals referred 
to as “categorically needy”—
persons with low incomes and few 
resources and certain Medicare 
benefi ciaries with low incomes.
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    TRICARE    is the Department of Defense health insurance plan for mili-
tary personnel and their families. All military treatment facilities, including 
hospitals and clinics, are part of the TRICARE system. The TRICARE 
program brings the resources of military hospitals together with a network 
of civilian facilities and providers to offer increased access to health care 
services. 
    Information about patient eligibility is stored in the Defense Enrollment 
Eligibility Reporting System (DEERS). Sponsors may contact DEERS to 
verify eligibility; providers may not contact DEERS directly because the 
information is protected by the Privacy Act.      

 TRICARE Plans and Participation 

 TRICARE pays only for services rendered by authorized providers that are 
certifi ed by TRICARE regional contractors. Participating providers agree to 
accept the TRICARE allowable charges as payment in full for services and 
to fi le claims on behalf of patients. Claims are submitted to the regional 
contractor based on the patient’s home address, not the location of the facil-
ity. The regional TRICARE contractor sends payment directly to the provider, 
and the provider collects the patient’s deductible and cost-share—the amount 
of the charges that are the responsibility of the patient.  

 TRICARE Standard 
 TRICARE Standard is a fee-for-service program that covers medical services 
provided by a military treatment facility (MTF). When an individual cannot 
be treated by a military treatment facility, the individual seeks treatment from 
a civilian provider, and TRICARE Standard benefi ts go into effect. 
  Formerly, if an individual lived near a military hospital that was unable to 
admit the patient, that hospital had to transmit a  nonavailability statement 
(NAS)  to the DEERS database before the patient could be covered for inpa-
tient nonemergency care at a civilian hospital. Currently, under the 2002 
National Defense Authorization Act, the requirement to obtain an NAS is 
eliminated, except for nonemergency inpatient mental health care services. 
However, some military treatment facilities have been given an exemption and 
may still require an NAS. Benefi ciaries of TRICARE Standard, therefore, 
should be advised to check with the Benefi ciary Counseling and Assistance 
Coordinator at the nearest military treatment facility. 
  Emergency services do not require a nonavailability statement. For outpa-
tient services, TRICARE Standard does not require the statement other than 
for outpatient prenatal and postpartum maternity care. Many procedures, how-
ever, do require authorization.       

 TRICARE Prime 
 TRICARE Prime is a managed care plan. Each individual is assigned a 
primary care manager (PCM) who coordinates and manages that patient’s 
medical care. Enrollees receive the majority of their health care services 
from military treatment facilities and receive priority at these facilities. 
A family member whose sponsor is not an active-duty service member must 
pay an annual enrollment fee. There is no deductible, and no payment is 
required for outpatient treatment at a military facility. All active-duty service 

  TRICARE  

F Y I
TRICARE Benefi ciaries
Members of the uniformed 
services and their families are 
eligible for TRICARE. The 
uniformed services member is 
referred to as a sponsor, since the 
member’s status makes other 
family members eligible for 
TRICARE coverage.

HIPAA TIP

HIPAA Rules Apply
The Military Health System and 
the TRICARE health plan are 
required to comply with the 
HIPAA Privacy Rule. The 
Electronic Health Care 
Transactions and Code Sets and 
Security Rules also apply.

$ $ Billing Tip $ $
TRICARE Fiscal Year Different

Check the date when collecting 
TRICARE deductibles; TRICARE’s 
fi scal year is from October 1 
through September 30, so annual 
deductibles renew based on this 
cycle.

COMPLIANCE GUIDE
Preauthorization

Most high-cost procedures need 
preauthorization. Patient 
account specialists should 
contact the TRICARE contractor 
in their region for specifi c 
information.
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72 Part 1 The Hospital Billing Environment

members are automatically enrolled in TRICARE Prime and do not have 
the option of choosing from among the additional TRICARE options.   

 TRICARE Extra 
 TRICARE Extra is an alternative managed care plan for individuals who want 
to receive services primarily from civilian facilities and physicians rather than 
from military facilities. Since TRICARE Extra is a managed care plan, indi-
viduals must receive health care services from a select network of health care 
professionals. TRICARE Extra is more expensive than TRICARE Prime, but 
less costly than TRICARE Standard. There is no enrollment fee, but there is 
an annual deductible.   

 TRICARE Reserve Select 
 Due to the large number of military reservists who have been called up for 
active duty, the Department of Defense implemented TRICARE Reserve 
Select (TRS). This program is a premium-based health plan available for 
purchase by certain members of the National Guard and Reserve activated on 
or after September 11, 2001. TRS provides comprehensive health care cover-
age similar to TRICARE Standard and TRICARE Extra for members and 
covered family members.   

 TRICARE for Life 
 TRICARE for Life is designed for individuals over age sixty-fi ve who are 
eligible for both Medicare and TRICARE; it enables those who would like 
to continue to receive health care at a military treatment facility, rather 
than a civilian network facility, to do so. TRICARE for Life acts as a 
secondary payer to Medicare; Medicare pays fi rst, and TRICARE pays for 
the remaining out-of-pocket expenses. All enrollees in TRICARE for Life 
must be enrolled in Medicare Parts A and B. (Individuals already enrolled 
in a Medicare HMO may not participate in TRICARE for Life.) Other than 
Medicare costs, TRICARE for Life benefi ciaries pay no enrollment fees 
and no cost-share for inpatient or outpatient care at a military facility. 
Treatment at a civilian network facility requires a copayment at the time 
of service.    

 TRICARE and Other Insurance Plans 

 If the individual has other health insurance coverage that is primary to 
TRICARE, that insurance carrier must be billed fi rst. TRICARE is a sec-
ondary payer in almost all circumstances with a few exceptions, such as 
Medicaid.    

  CHAMPVA  

 The    Civilian Health and Medical Program of the Veterans Administration 
(CHAMPVA)    is the government’s health insurance program for veterans with 
100 percent service-related disabilities and their families. Under the program, 
health care expenses are shared between the Department of Veterans Affairs 
(VA) and the benefi ciary. Veterans with a 100 percent disability must be 
enrolled in the program to receive benefi ts.     
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F Y I
CHAMPVA Benefi ciaries
The Department of Veterans 
Affairs is responsible for 
determining eligibility for the 
CHAMPVA program.

    CHAMPVA provides coverage for most medically necessary services, 
including inpatient services, room and board, hospital services, surgical pro-
cedures, physician services, anesthesia, and blood and blood products. Some 
procedures must be approved in advance. The patient, not the provider, is 
responsible for obtaining this preauthorization. CHAMPVA enrollees do not 
need to obtain nonavailability statements, since they are not eligible to receive 
service in military treatment facilities. A VA hospital is not considered a 
military treatment facility.  

 CHAMPVA Participation 

 For most services, CHAMPVA does not contract with providers. Benefi ciaries 
may receive care from the providers they choose, as long as those providers 
are properly licensed to perform the services being delivered and are not on 
the Medicare exclusion list. Providers cannot charge more than the CHAMPVA 
allowable amounts. Providers agree to accept CHAMPVA payment and the 
patient’s cost-share payment as payment in full for services. Most CHAMPVA 
claims are fi led by the provider and sent to the centralized CHAMPVA claims 
processing center in Denver, Colorado.   

 CHAMPVA and Other Insurance Plans 

 When the individual has insurance benefi ts in addition to CHAMPVA, 
CHAMPVA is almost always the secondary payer. Two exceptions are Medi caid 
and supplementary insurance. Persons under age sixty-fi ve who are eligible for 
Medicare benefi ts and who are enrolled in Medicare Parts A and B may also 
be enrolled in CHAMPVA.  

 CHAMPVA for Life 
 CHAMPVA for Life extends CHAMPVA benefi ts to enrollees who are age 
sixty-fi ve and over. Similar to TRICARE for Life, CHAMPVA for Life ben-
efi ts are payable after payment by Medicare or other third-party payers. Eli-
gible benefi ciaries must be sixty-fi ve or older and must be enrolled in Medi-
care Parts A and B. For services not covered by Medicare, CHAMPVA acts 
as the primary payer.     

  Workers’ Compensation  

    Workers’ compensation    is a government-supervised and employer-sponsored 
program for compensating employees for injury or disease in connection with 
employment, whether or not the employer was at fault. It provides employees 
who are injured while on the job with compensation for their injuries, and it 
protects employers against liability for employees’ injuries. Workers’ compen-
sation insurance covers injuries, illnesses, and job-related deaths. Injuries are 
not limited to on-the-job occurrences; they may occur while performing an 
offsite service for the employer. Benefi ts include necessary medical and hos-
pital services, medicines, transportation, equipment, nursing care, rehabilita-
tion, and retraining.  

INTERNET RESOURCE
Employment Standards 
Administration (ESA)

To locate programs administered 
by the OWCP, go to the 
Employment Standards 
Administration (ESA) home page 
on the Department of Labor 
website. www.dol.gov/esa/
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74 Part 1 The Hospital Billing Environment

 Federal and State Programs 

 Work-related illnesses or injuries suffered by civilian employees of federal 
agencies are covered under various programs administered by the Offi ce of 
Workers’ Compensation Programs (OWCP) of the Department of Labor. 
    Each state administers its own workers’ compensation program and has its 
own statutes governing workers’ compensation, so coverage varies from state 
to state. However, all states provide two types of workers’ compensation ben-
efi ts. One type pays the employee’s medical expenses that result from the 
work-related injury, and the other type pays the employee for lost wages while 
he or she is unable to return to work.   

 Handling Workers’ Compensation Cases 

 Workers’ compensation cases follow special procedures. When an employee 
is injured on the job, the injury must be reported to the employer within a 
certain time period. Most states require notifi cation on a specifi c form. Once 
notifi ed, the employer must notify the state workers’ compensation offi ce and 
the insurance carrier within a specifi ed period of time. In some cases, the 
employee is given a medical service order to take to the physician who pro-
vides treatment. 
    When handling workers’ compensation cases, facility staff members must 
be sure to collect the appropriate insurance information, employer informa-
tion, the claim number assigned by the workers’ compensation program, and 
the date of injury. In most cases, workers’ compensation is primary to other 
plans. 

HIPAA TIP

First Report of Injury 
Transaction Standard
The fi rst report of injury 
transaction will be one of 
the HIPAA EDI standard 
transactions. The format and 
rules for the report must be 
HIPAA-compliant after the 
uniform transaction standard is 
mandated under federal law.

$ $ Billing Tip $ $
Turnaround Times

Track the date a workers’ 
compensation claim is fi led. 
Insurance carriers must pay 
workers’ compensation claims 
within a specifi ed amount of time, 
usually thirty to forty-fi ve days, 
depending on the state. If the 
claim is not paid within the time 
specifi ed, the claimant may be 
eligible for interest on the 
payment, or a late fee may apply.

mag20896_ch03_057-078.indd Page 74  12/3/07  6:14:18 PM epg1 /Volumes/208/MHIL087/mhmag2%0/mhmag2ch03%



Chapter 3 Hospital Insurance 75

CHAPTER SUMMARY    �   Primary insurance is the fi rst payer of a claim. Secondary insurance 
covers the balance due after the fi rst-payer payment, based on the 
insurer’s guidelines. Supplemental insurance is purchased to cover 
costs that primary and secondary insurance do not cover, such as 
deductible and coinsurance amounts.  

  �   When a benefi ciary has more than one insurance plan, the coordination 
of benefi ts clause prohibits collecting more than 100 percent of 
the charges.  

  �   Medicare Part A covers inpatient hospital care, skilled nursing 
facility care, and home health, respite, and hospice care. Services 
covered under Medicare Part A are measured in benefi t periods. A 
benefi t period begins when a patient fi rst receives Medicare-covered 
inpatient hospital care and ends when that patient has been 
discharged from the hospital or SNF for sixty consecutive days. 
Benefi ciaries have unlimited benefi t periods but are responsible for 
certain deductibles.  

  Medicare Part B covers physicians’ visits and procedures as well as 
supplies. For Original Medicare Plan (OMP) benefi ciaries, Medicare 
pays 80 percent of approved charges after the deductible is met, and the 
patient or a secondary payer pays the remaining 20 percent. For people 
who enroll in one of the other Medicare plans, such as the Medicare 
managed care plans, other payment rules apply. Medicare managed care 
plans, called Medicare Advantage plans, make up Medicare Part C. 
Medicare Part D provides voluntary Medicare prescription drug plans 
that are open to people who are eligible for Medicare.  

  �   The Medicare Secondary Payer program controls Medicare benefi ts 
when Medicare benefi ciaries are covered by other plans. A claim is 
sent fi rst to the primary payer and then to Medicare with the 
remittance advice.  

  �   Medicaid is an entitlement program that pays for the health care 
needs of individuals and families with low incomes and few 
resources. The program is jointly funded by the federal 
government and state governments. Individuals who apply for 
Medicaid benefi ts must meet minimum federal requirements and 
any additional requirements of the state in which they live. 
To receive federal matching funds, states must cover certain 
services, including inpatient and outpatient hospital services and 
emergency services.  

  TRICARE is the Department of Defense health insurance plan 
for military personnel and their families. All military treatment 
facilities, including hospitals and clinics, are part of the TRICARE 
system. TRICARE also contracts with civilian facilities and 
physicians to provide more extensive services to benefi ciaries. 
TRICARE plans include Standard, Prime, Extra, Reserve Select, 
and TRICARE for Life.  

       REVIEW AND APPLICATIONS CHAPTER 3
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  CHAMPVA is the government’s health insurance program for 
veterans with 100 percent service-related disabilities and their 
families. The Department of Veterans Affairs (VA) is responsible 
for determining eligibility for the CHAMPVA program. CHAMPVA 
provides coverage for most medically necessary services, including 
inpatient services, room and board, hospital services, surgical 
procedures, physician services, anesthesia, and blood and blood 
products.  

  �   Workers’ compensation provides employees who are injured while 
on the job with a means of receiving compensation for their injuries, 
and it protects employers against liability for employees’ injuries. 
Workers’ compensation insurance covers injuries, illnesses, and job-
related deaths.    

✔ CHECK YOUR UNDERSTANDING 

Write  T  or  F  to indicate whether you think the statement is true or false.

      1.  Patients usually buy secondary insurance and have supplemental insurance through 
their spouses.   

   2. The primary insurance carrier is sent the fi rst claim.   

   3. Participating facilities can charge Medicare patients whatever the costs for their services are.   

   4. Medicare is primarily a medical insurance plan for people over age sixty-fi ve.   

   5. Medicare Part A covers the work of physicians, such as surgeons or dermatologists.   

   6. The Medicare Part A cash deductible is due once a year.   

   7.  The Medicare Modernization Act mandated that CMS replace the numerous LCDs and NCDs with 
Medicare administrative contractors (MACs).   

   8.  HINN, also known as a hospital ABN, stands for Hospital-Issued Notice of Noncoverage.   

   9.  The Medicare Secondary Payer program establishes the primary payer when the patient has 
another insurance plan.   

  10. Medicaid coverage is provided to people with low income and few resources.   

  11.  CHAMPVA is coverage for active members of the uniformed services, whereas TRICARE is 
for disabled veterans.   

  12.  Workers’ compensation covers injuries or illnesses associated with employment.      
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 Choose the best answers. 

   13.   The contractors hired by Medicare to process Part A claims are called 

   a.   either fi scal intermediaries or A/B MACs  

   b.   either carriers or A/B MACs  

   c.   LCDs  

   d.   DMEs     

   14.   Under Medicare Part A, a benefi t period ends when the patient has 
been discharged for 

   a.   twenty days  

   b.   sixty days  

   c.   sixty-one days  

   d.   ninety days     

   15.   DME is defi ned as equipment that is 

   a.   designed to be disposable  

   b.   noncovered under Medicare Part B  

   c.   used in the home  

   d.   used in hospitals     

 1  6.   What document do Medicare benefi ciaries receive to explain their 
benefi ts? 

   a.   MSP  

   b.   LCD  

   c.   COB  

   d.   MSN     

   17.   Which clause in insurance policies limits total payments to 100 
percent of charges? 

   a.   COB  

   b.   MSP  

   c.   MSN  

   d.   none of the above     

   18.   Medicare Part A benefi ciaries are responsible for paying 

   a.   charges for excluded services  

   b.   cash deductibles  

   c.   coinsurance days  

   d.   all of the above     

   19.   The Important Message from Medicare notice is given to Medicare 
inpatients 

   a.   to obtain consent for surgery  

   b.   to inform them of their Medicare rights  

   c.   for MSP development  

   d.   to establish advance directives     
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   20.   Eligible benefi ciaries for the CHAMPVA for Life program must be 

   a.   enrolled in a prescription drug program  

   b.   age sixty-fi ve or under  

   c.   enrolled in Medicare Part A and B  

   d.   active duty members of the armed forces       

  COMPUTER EXPLORATION   

Internet Applications  
  1.    Locate the Medicare fi scal intermediary (FI) or Medicare administrative 

contractor (MAC) for your state. Also locate the Part B carrier or Part B 
MAC.  

  2.    On the website for your FI or MAC, locate a local medical review 
policy (LCD). What service or procedure does it describe? What diag-
noses does it list that support the medical necessity for the service or 
procedure?  

  3.    The deductible amounts required for Medicare Part A and Part B change 
annually. Visit the CMS website, and fi nd this year’s (a) Part A cash 
deductible and (b) coinsurance rate. How do these rates compare with 
last year’s rates?  

  4.    The MSP questionnaire may be downloaded from the CMS website at 
the following address:  www.cms.hhs.gov/ProviderServices/Downloads/
pro_othertool.pdf . Read through the form. How many pages does the 
form contain? What is the primary purpose of the form and how does 
the format of the questionnaire accomplish this purpose.  

  5.    Locate the address and telephone number of the TRICARE regional 
contractor for your state.                                                        
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