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RESEARCH MEMO 
TIC INTERNATIONAL CORPORATION 

 
TO: MANAGERS, CONSULTANTS, OTHER PROFESSIONALS 
 
FROM: DAVID LIVINGSTON, DIRECTOR OF RESEARCH 
 
RE: CENTERS FOR MEDICARE AND MEDICAID SERVICES (CMS) ANNOUNCE 
 STANDARD UNIQUE IDENTIFIER FOR HEALTH CARE PROVIDERS 
 
 EFFECTIVE DATE IS MAY 23, 2007 FOR LARGE PLANS – MAY 23, 2008 FOR 
 SMALL PLANS 
 
 
On January 23, 2003 the CMS within the Department of Health and Human Services published 
final regulations in the Federal Register establishing a unique health identifier for health care 
providers to use in the electronic transmission and receipt of health care data.  The identifier is 
referred to as the National Provider Identifier (NPI). 
 
These regulations also establish implementation specifications which must be satisfied by health 
care providers, health plans, and health care clearinghouses for obtaining and using the NPI.  The 
text of these regulations (35 pages) may be downloaded at: 
 
 http://www.gpoaccess.gov/fr/index.html  Under 2004 (Volume 69) only, in the “Quick 

Search” box, enter “page #3434” and click on “Submit.” 
 
For a quick overview of the NPI requirements, see the CMS News Release, dated January 22, 
2004 at http://www.cms.hhs.gov/media/press/release.asp?Counter=946 
 
The basic purpose of this Memo is to answer the following questions about the January 23rd 
regulations: 
 
1. What Is The National Provider Identifier (NPI)? 
2. What Is A “Health Care Provider?” 
3. What Entities Constitute An NPI? 
4. How Will The NPI Affect Group Health Plans? 
5. What Is The Effective Date(s) Of The NPI Requirements? 
 



2 

 

1. WHAT IS THE NATIONAL PROVIDER IDENTIFIER (NPI)? 
 
In Research Memo 2004-6 (1/22/04) it was noted that CMS is still working on the EDI standards 
that must be used to identify individual participants, health care plans, and health care 
providers when claims are being transmitted or received electronically but that no target date 
had yet been established for their release.  Surprise!  Surprise!  CMS just released final 
regulations setting forth an EDI standard for the identification of health care providers 
(defined below) called the National Provider Identifier (NPI). 
 
The NPI will be issued by the National Provider System (NPS) which is being set up by the CMS 
with a private contractor called the “enumerator.”  The enumerator will be responsible for 
receiving and assisting health care providers with applications, assigning a unique NPI to each 
requesting provider, deactivating and reactivating NPIs as appropriate, updating information, and 
handling any problems that may develop with the assignment of NPIs. 
 
Each health care provider, as defined in section 160.103 of the final regulations (middle column, 
p. 3440) must obtain by application if necessary an NPI.  In addition, each provider must use the 
assigned NPI whenever HIPAA requires claims-related data to be transmitted or received 
electronically.  Each provider may have only one NPI and once assigned, an NPI will never be 
used again. 
 
 
2. WHAT IS A “HEALTH CARE PROVIDER?” 
 
Section 160.103 of the regulations defines a “health care provider” as: “. . . a provider of medical 
or health services as defined in section 1861(u) of the Act [HIPAA] and any other person or 
organization who furnishes, bills, or is paid for health care in the normal course of business.”  
(Preamble, middle column, near top, p. 3437). 
 
The preamble goes on to cite as examples: Physicians, hospitals and other institutional 
providers; suppliers of durable medical equipment; supplies related to health care, prosthetics 
and orthotics; pharmacies; and group practices.  Other examples are HMOs which are considered 
to be health care providers as well as health care plans if they provide health care directly to 
participants. 
 
Excluded from the definition of a health care provider under HIPAA are providers of certain 
non-health care services that may be related to patient care but are not considered to be medical 
services such as senior taxi service, respite services, home and vehicle modification services, etc. 
 
Also excluded as a health care provider are entities which provide strictly billing services, that 
is, individuals or organizations that bill for medical services (i.e., act as an agent for bill 
payment) but do not provide any medical treatment or medical services.  (right-hand column,  
p. 3437)  Generally the health care provider that furnishes health care is also the “billing 
provider” on the X12N837 transaction and would identify itself as an NPI. 
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Non-service providers may also request an NPI if they are involved with the electronic 
transmission of claims-related data but the regulations politely request that they hold off 
submitting an application for an NPI until well after May 23, 2005, the opening day for receipt of 
NPI applications. 
 
 
3. WHAT ENTITIES CONSTITUTE AN NPI? 
 
CMS has spent almost five years trying to develop an identification system that would 
accommodate millions of service providers and have considered the use of tax ID numbers, 8 to 
12 digit numbering, and alpha-numeric identification. 
 
After exhaustive study, the CMS has decided that the NPI will be a 10-position numeric 
identifier with the 10th digit serving as an ISO “standard check digit.”  The use of a 10-digit 
numeric NPI will allow for 200 million unique NPIs.  The CMS estimates that 200 million will 
be enough to last for approximately 200 years, allowing for health care provider growth and 
periodic updates. 
 
The NPI will be issued by the National Provider System (NPS) which is being set up by the 
CMS with a private contractor called the “enumerator.”  The enumerator will be responsible for 
receiving and assisting service providers with applications, assigning a unique NPI to each 
requesting provider, deactivating and reactivating NPIs as appropriate, updating information, and 
handling any problems that may develop within the NPS.  CMS currently plans no charge for the 
processing of applications for an NPI. 
 
The regulations define two categories of health care providers “for enumeration purposes” (i.e., 
for assigning an NPI).  NPIs with an “Entity type code” of 1 will be issued to identify health care 
providers who are “individual human beings.”  Examples of health care providers with an 
Entity type code of 1 are physicians, dentists, nurses, chiropractors, pharmacists, and physical 
therapists.  (middle column, near bottom of p. 3440). 
 
NPIs with an “Entity type code” of 2 will be issued to health care providers other than 
individuals, that is, to organizations or group practices.  Examples of type 2 entities are: 
hospitals, home health agencies, clinics, nursing homes, residential treatment centers, 
laboratories, ambulance companies, group practices, HMOs, suppliers of durable medical 
equipment, providers of prosthetics and orthotics, and pharmacies.  (right-hand column, near the 
top of p. 3440) 
 
If an individual is a health care provider who participates in a group practice, he or she is 
required to obtain an NPI as an individual (Code 1) but the group health practice must also 
obtain an NPI as a Code 2.  An example would be a physician who is also a member of a group 
practice.  Both (the individual and the group) are health care providers and therefore, both should 
apply for an NPI but the physician would receive a Code 1 while the group practice would 
receive a Code 2. (right-hand column near bottom of p. 3440 and top of p. 3441) 
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CMS has decided that the NPI will not contain any “intelligence” or “embedded traits” or 
“attributes” of the entity identified by Code 1 or 2.  In other words, the digits assigned to 
fields 2-9 will NOT be a code for a doctor’s specialty or address or the state in which he or she is 
licensed or other personal attributes.  Similarly, in the case of Code 2 for organizations or group 
practices, field positions 2-9 will NOT be used to classify the group practice by staff size or 
specialty, or location, or mortality rates, etc. 
 
It is not clear yet how numbers will be assigned (other than Code 1 and 2 and the check digit) – 
whether randomly using a Monte Carlo technique or in straight numeric sequence based on the 
date on which an application is first received or some other technique.  It really doesn’t matter as 
long as Codes 1 or 2 are accompanied by other digits that permit the identification of a particular 
individual or a particular group service provider by name. 
 
Although not reflected in the NPI, a great deal of administrative data will be compiled on the 
application form of each service provider, such as locations and/or mailing addresses.  These 
“Data Elements” appear in the charts on page 3456-3560 of the final regulations.  Some of this 
information will be made available on a CMS website.  The CMS is “reviewing the issue of 
charging fees [for disbursement of this information] and intends to consider charging fees to the 
extent our authority permits.”  According to CMS: “Our data dissemination strategy and the 
process by which it will be carried out will be described in detail at a later date and published in 
a notice in the Federal Register.” (right-hand column, p. 3456 at bottom) 
 
The CMS claims that completion of the application will take only 10 minutes(?) by a clerical 
staff member being paid $11 per hour(?).  The TIC Research Department will send you a 
copy of the application form(s) as soon as it is available. 
 
Entities that already participate in the Medicare and/or Medicaid programs are required to have 
an NPI.  CMS promises to facilitate the process of applying for an NPI for such service providers 
by accepting listings that already exist for Medicare and Medicaid providers and to assign either 
an individual or organizational code number (1 or 2) to such entities without requiring 
completion of a formal application. 
 
CMS has not yet worked out the details yet on how this “bulk” application process will work but 
since Medicare already receives so many billings electronically from service providers for 
millions of Medicare beneficiaries, it is hoping to reduce the burden of having these service 
providers file separately for NPIs.  How this will work out in actual practice remains to be seen. 
 
 
4. HOW WILL THE NPI AFFECT GROUP HEALTH PLANS? 
 
Regardless of the method currently being used to identify a service provider, the identifier will 
need to be replaced by the 10-digit NPI for electronic transmissions.  As stated in section 
162.412 of the regulations: “A health plan must use the NPI of any health provider (or subparts, 
if applicable) that has been assigned an NPI to identify that health care provider on all standard 
[electronic] transactions where that health care provider’s identifier is required.”  (middle 
column near bottom of p. 3469) 
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CMS readily concedes that installation of the NPI by group health plans will not be a bed of 
roses when it states in the regulations that: “Disruption of claims processing and payment delays 
could result.… Conversion will require training for staff and will require changes to 
documentation, procedures, records, and software!”  (middle column near top of p. 3464 and 
middle column, near bottom of p. 3469) 
 
CMS estimates that it will cost group health plans about $147 million in 2007, $146 million 
in 2008, and $134 million in 2009 to make the changes necessary to incorporate the NPI 
into their claim processing systems. 
 
On the other hand, CMS is convinced that after a three-year period of implementation, the 
benefits for group health plans will far exceed the costs.  According to the CMS: 
 
 Upon NPI compliance, health plans’ coordination of benefits activities should be 

greatly simplified because all health plans will use a unique standard health care 
provider identifier for each health care provider.  In addition, utilization review and 
other payment safeguard activities will be facilitated since health care providers 
would use only one identifier and could be easily tracked over time and across 
geographic areas.  (emphasis added – middle column, p. 3468) 

 
 
A SUGGESTION 
 
Although health care plans are not directly involved with the application process, the regulations 
encourage such plans to undertake “outreach programs” with current service providers to 
encourage them to apply for an NPI on a timely basis.  (left-hand column, halfway down,  
p. 3468) 
 
It may be advisable, as soon as the CMS releases its application form, for every group health 
plan to send a letter to each service provider that it can readily identify in its current claims 
records urging the provider to file his or her application as soon as possible so that his or her 
claims can be processed as expeditiously as possible by the plans.  It would be appropriate to 
indicate that absent the 10-digit NPI, payment of a claim is likely to be delayed. 
 
This letter might also assist a service provider by referring to the appropriate web address for 
downloading the CMS or NPS application form and provide any other information that might 
facilitate the application process. 
 
The TIC Research Department will draft a sample letter for this purpose sometime in early 
April of 2005 (based on the assumption that initial filings may be made beginning on  
May 23, 2005 (see effective date below). 
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5. WHAT IS THE EFFECTIVE DATE(S) OF THE NPI REQUIREMENTS? 
 
The effective date of the final regulations is May 23, 2005.  Although no further changes are 
intended at this time, it is always possible that there will be some changes in these regulations 
before May 23, 2005 in response to public comments received by CMS on the final regulations 
(even absent a formal public comment period). 
 
Chances are the CMS system being designed to handle the millions of applications for NPIs will 
not be ready before May 23, 2005 so May 23, 2005 will be the first date on which health care 
providers may apply for NPIs.  According to the attached CMS News Release: “CMS will 
provide the health care industry with information relating to the NPI, including the application 
process and the availability of the NPI application forms, closer to the effective date.”  (emphasis 
added)  As a result, health care providers do not need to take any action to apply for NPIs 
at this time. 
 
Covered entities – group health plans, health care providers, and clearinghouses – must use 
NPIs in standard electronic transactions no later than the compliance dates.  The 
compliance dates for all but small plans is May 23, 2007. 
 
The compliance data for small plans is May 23, 2008.  Small health plans are considered by 
CMS to be those plans with annual claims expenses of less than $5 million during the most 
recent plan year (i.e., as reported on Form 5500). 
 
Notice here that the CMS is allowing two years for large plans and three years for small plans to 
be in complete compliance with the regulations (i.e., to obtain an NPI number) – from May 23, 
2005, the earliest date of application for an NPI to May 23, 2007 (large plan) to May 23, 2008 
(small plan) for operational compliance.  This time spread clearly indicates that the CMS 
recognizes what a monumental job collecting information from every service provider in the 
U.S. at one location is likely to be! 
 
 

#          #          # 
 
 




