
UNDERSTANDING PRINCIPAL DIAGNOSIS CODES FOR 
DENIAL PREVENTION

COMPREHENSIVE EDUCATIONAL RESOURCE

UB-04 (CMS-1450) Principal Diagnosis Code   
The principal diagnosis is the condition primarily responsible for a patient’s admission or encounter. It determines reimbursement, 
drives DRG assignment and must accurately reflect the main reason for treatment. 

Incorrect use such as reporting manifestation codes, external cause codes or most Z codes as principal often leads to claim denials 
and compliance risks. The principal diagnosis is reported on the UB-04 (CMS-1450) claim form for inpatient hospital billing, making 
proper selection and sequencing essential for accurate claims and regulatory compliance.

Why this Matters 
Accurately coding the principal diagnosis on an inpatient claim is critical because it directly impacts reimbursement, compliance 
and data integrity. The principal diagnosis determines the Diagnosis Related Group (DRG) assignment, which drives payment under 
Medicare and many other payers. If the code is incorrect or invalid, claims can be denied, delayed or underpaid, leading to revenue 
loss and increased administrative burden. 

Additionally, accurate coding ensures compliance with ICD-10-CM guidelines and CMS regulations, reducing audit risk and 
supporting accurate clinical and financial reporting. In short, proper selection and sequencing of the principal diagnosis is essential 
for financial accuracy, regulatory compliance and quality metrics.

What Causes Denials?
	 •	 Using codes that cannot be principal (e.g., manifestation codes, external cause codes, most Z codes)
	 •	 Missing or invalid principal diagnosis
	 •	 Incorrect sequencing of underlying and manifestation conditions
	 •	 Failure to follow AMA and ICD-10-CM guidelines



Compliance Best Practices
	 •	 Review ICD-10-CM Official Guidelines annually to stay current with coding rules.
	 •	 Document thoroughly to support the selected principal diagnosis and ensure audit readiness. Perform internal audits  
		  regularly to identify and correct coding issues.

Common Denial Reasons
	 •	 Invalid code for principal diagnosis
	 •	 Manifestation code reported without underlying condition
	 •	 External cause code listed first

Summary
Accurate principal diagnosis coding ensures correct reimbursement, compliance and data integrity. Identify the condition chiefly 
responsible for admission, follow ICD-10-CM sequencing rules and validate against NCCI guidelines to prevent denials and 
maintain financial accuracy.

Comparison Table: Acceptable vs. Unacceptable Principal Diagnosis Codes

CODE TYPE CAN BE PRINCIPAL? EXAMPLE

Z Codes (Family History) No Z82.49 – Family history

Manifestation Codes No E11.65 – Diabetes with complication

External Cause Codes No V43.52 – Car accident

Sequela Codes No I69.351 – Hemiplegia post stroke

Z Codes (Pregnancy Supervision) Yes Z34 – Supervision of normal pregnancy

Z Codes (Liveborn Infants) Yes Z38 – Liveborn infants

Z Codes (Elective Termination) Yes Z33.2 – Elective termination of pregnancy

Diabetes Codes No E11.9 – Type 2 diabetes mellitus without complications

External Cause Codes Range No V00–V99 – Transport accidents

Sequela Codes Range No I69 series – Sequelae of cerebrovascular disease


