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Objectives 

• Understand potential benefits 

• Operational considerations 

• Coding and billing 

• Documentation 



The Problem 
• Average ED LOS Nationally = 5.5 hours 

• Average Hospital LOS = 3-5 days 

• Increased RAC scrutiny of <24 hour hospital admits 

• Defines subset of 6 – 24 hour patients 

Three Choices 

1. Prolonged ED stays 

2. Inpatient bed anywhere in the hospital under 
outpatient observation status 

3. Place in dedicated observation unit 

• Accelerated Diagnostic or Therapeutic Protocol 



Evolution of ED Observation Units 
• Initial ED Observation Units = 30 years ago 

• 2003 National Survey (Graff): 

– 19% of US hospitals with ED Observation Units 

– 12% planning 

• 2003 Survey of Academic Centers: 

– 36% of US hospitals with ED Observation Units 

– 45% planning 

• 2007 National Ambulatory Care Survey 

– 36% of US hospitals with ED Observation Units 

– 50% of those managed by the ED 

• Current ACEP policy recognizes that dedicated ED Observation 
Units (rather than general inpatient beds or ED acute care 
beds) is best practice 

• Requires commitment of staff and resources 



Emory Study 

Characteristics of the 18 Participating 
Hospitals 
•Total Number ED visits – 1.28 million 

•Total Number Hospital Responders – 18 

•Average Number Hospital Beds – 602 (+/- 213) 

•Hospital Inpatient Occupancy Rate – 82.3% (+/- 

8.5%) 

•Average ED Visits in 2007 – 75,570 (+/- 24,895) 

•Average Number ED Beds – 59 (+/- 19) 

Dr. Ross, et, al, Emory University 



Emory Study Continued 

Average  Number of Beds in 
the EDOU 

13.3 (+/- 7.4) 

Percent of ED census that 
is observed 

7.2% (+6.7) 

Number of EDOU beds per ED 
beds 

4.25 ED beds / 1 
EDOU bed 

Number of EDOU beds per ED 
visits 

1 EDOU bed / 
7,461 ED visits 

Daily number of EDOU 
patients / EDOU bed 

1.14 patient / 
bed / day 

Average Number ED Patients 
Observed 

4,430 (+/- 3,478) 

Dr. Ross, et, al, Emory University 



What Is Observation? 



CMS Definition 

Observation services is a well-defined set of specific, 
clinically appropriate services, which include ongoing short 
term treatment, assessment and reassessment before a decision 
can be made regarding whether patients will require further 
treatment as hospital inpatients or if they are able to be 
discharged from the hospital. Observation services are commonly 
ordered for patients who present to the emergency department 
and who then require a significant period of treatment or 
monitoring in order to make a decision concerning their 
admission or discharge. Must be reasonable and necessary. 

 

Clinical determination usually made within 24 hours; although 
can sometimes span two or even three calendar days 

Observation is an outpatient hospital status; not inpatient 

 Two Overnight Rule to be effective in 2014 



Observation Services Are Those Services: 

a) Furnished on a hospital’s premises 

b) Includes use of a bed/periodic monitoring by 
nursing and other staff 

– Location of the bed is not important 

c) Reasonable and necessary 

d) To evaluate a patient’s condition 

e) Determine the need for possible admission as an 
inpatient 

f) Ordered by a physician 

g) Usually to not exceed one day – but may go up to 

48-72 hours 



Services Not Qualified for Observation 
Status 

• Observation services for the convenience of the 
patient or physicians that are not medically 
necessary and do not qualify 

• Outpatient treatment procedures 

• Routine pre or post operative services related to an 
ambulatory procedure visit 

• Planned overnight stays after surgery 

• Stay waiting for extended care facility placement 

• Concurrent observation care with other outpatient 
encounters like chemotherapy, radiation therapy or 
dialysis 

• Observation prior to planned procedure or surgery 



Observation Must Be Ordered 
Prospectively 

• Can retrospectively assign due to 
long delays or does not meet admit 
criteria 

• Time is a diagnostic tool to 
determine stability of the patient or 
diagnosis 

• For facility, Condition Code 44 is 
exception 



Gwinnett Medical Center - Lawrenceville 
• Annual ED Volume (2012): 

– Adult = 71,500 

– Pediatric = 30,037 

• Admission Rate: 

– 15% all patients 

– 21% adult only 

• Level II Trauma Center 

• Certified Stoke Center 

• Certified Chest Pain Center 

Gwinnett Medical Center - Duluth 
• Annual ED Volume (2012): 

– Adult and Pediatric = 39,296 



ED Observation Unit 
• Closed unit (ED physicians only – Protocol driven) 

• 10 bed unit on the 4th floor 

• Private rooms with remote telemetry 

• Volume = 2,803 (FY13 – billed patients) 

• Average daily census = 7.68 

• Average length of stay = 10.93 hours 

• Hours of operation = 24/7 

• Staffing: 

– Nursing = Flex 5:1 ratio 

– Tech/Secretary = 1 at all times 

– 1 dedicated Midlevel (8a-4p) (+ PI Rad Reviews) 

– 1 ED supervising Physician 24/7 



Potential Benefits of ED Observation 

ED and ED 
Physicians 

Hospital 

• Improved 
throughput 
• Risk management – 

less  
   inappropriate 
discharges 
• Reduced LWBS 
• Improved patient 
satisfaction 
• Decreased ALOS 
• Decreased patient 
boarding 

• Decreased unnecessary 
admissions 
   - time to decide 
• Free up inpatient beds 
• Improve efficiency and 
LOS 
   - for short term cases 
• Avoid EMS diversion: 
   15% volume accounts 
for 34% of  
    admissions 
 Decreased patient costs 













A Justifiable Concern Over 1-Day 
Stays 

Clinical Advisory Board Interview and Analysis, March 12, 2009 



Observation Visit Lengths-Of-Stay Across Three Study Groups.  

Ross M A et al. Health Aff 2013;32:2149-2156 

©2013 by Project HOPE - The People-to-People Health Foundation, Inc. 



Emory Study  
Type I Observation Unit 

• 23%-38% shorter length of stay 

• 17%-44% lower probability of subsequent inpatient 
admit 

• $950 million in potential national cost savings 
per year 

• 11.7% of short stay inpatients nationwide could be 
treated in Type I Observation Unit 

• Savings of $5.5-$8.5 billion annually 

 

 
Health Affairs December 2013, Dr. Michael Ross, et al. 



Medicare Readmission Penalties 

• ACA 2010 effective October 2012 

• Frequency of 30 day readmission for 3 conditions 

– CHF, AMI and Pneumonia 

• Hospital is compared to national readmission rates 

• Outliers penalized (all Medicare payments): 

– Oct 2012: 1% 

– Oct 2013: 2% 

– Oct 2014: 3% 



Observation Care Potential  
Negative Impact on Medicare 

Beneficiaries 
• Medicare beneficiaries liable for approximately 

20% of outpatient services, including observation 

• In some situations, the full cost of self 
administered drugs provided  

• Prolonged outpatient encounters do not count 
towards statutory 3 day minimum for SNF placement 



What Conditions May Benefit 

Diagnostic 
Uncertainty 

Therapeutic Intensity – 

Short Term 

• Single System 
Complaint R/O 
• More precise 
diagnosis needed 
   to determine 
inpatient versus  
   discharging home 
• Further 
diagnostic or  
   monitoring 
needed 

• Diagnosis established 
• Single system disease 
process 
• Reasonable expectation 
that intensive  
   short term treatment 
may prevent  
   admission 
• Requires treatment 
beyond length of   
   typical ED stay 



Gwinnett Medical Center 
Observation Protocols 

1. Abdominal Pain / Possible Appendicitis, Colitis, Enteritis, Diverticulitis 

2. Allergic Reaction Orders 

3. Anemia 

4. Asthma 

5. Atrial Fibrillation 

6. Cellulitis 

7. Chest Pain / Cardiac Syncope 

8. Dehydration 

9. Drug Overdose 

10. Hyperemesis 

11. Hyperglycemia 

12. Hypertensive Urgency 

13. Pneumonia 

14. Pyelonephritis 

15. Renal Colic (Kidney Stone) 

16. Vertigo 



Other Possible Observation Protocols 
1. Back Pain 

2. Congestive Heart Failure 

3. TIA 

4. DVT 

5. Croup 

6. Hypoglycemia 

7. Seizure 

8. GI Bleed 

9. Headache 

10. COPD 

11. Snake Bite 

12. Minor Head Injury 

13. Rectal Bleeding 



Common Pediatric Conditions  
Managed in ED Observation Units  

1. Asthma 

2. Dehydration 

3. Gastroenteritis 

4. Pneumonia 

5. Abdominal Pain 

6. Seizures 

7. Fever 

8. Bronchiolitis 

9. Croup 

10.Poisonings 





Type of Unit 

Closed Unit 

• Admitting physicians 
limited  
  to ED or ED/Hospitalist 
• Patients in a 
designated area 
• Dedicated staff 

Open Unit 

• All physicians can 
admit 
• May not be in one 
geographical area 
• Patients may be taken 
care of by  
   inpatient nursing 



Dedicated Unit Model 
• Benefits 

– Protocol driven 

– Get needed tests quicker 

– Decreased length of stay 

– Ongoing costs potentially lower 

– Improved patient satisfaction 

• Downside 

– Expensive to create 

– Requires increased staff 

– Requires dedicated space and resource allocations 



Inpatient Scattered Model 
• Benefits 

– No increased cost for the start-up 

– Easy to implement 

– No increased staffing 

– Use existing beds 

• Downside 

– Inconsistency in checking results 

– Inconsistency in documenting appropriately 

– Delays in care 

– Increased length of stay 

– Decreased patient satisfaction 

– Resource intensive 



Why ED Closed Unit 

• Physician accountability and 
availability 

• ED Mindset 

– Goal is to discharge as soon as patient 
is ready 

• Inpatient bed = One stop shopping 

• Most observation patients come from 
the emergency department 



 
Dept Name 

 
# Accounts 

 
OBV Charges 

Average OBV Hours 
Per Case 

Average  
Daily Census 

Average  
Length of Stay 

Medical – PCU 82 $           
80,383.00 

24.56 .22 1.02 

Medical – Tel 862 $        
790,738.00 

22.86 2.36 .95 

Medical 291 $        
279,996.00 

23.96 .80 1.00 

Ortho – Surgical 317 $        
318,198.00 

25.25 .87 1.05 

Surgical 143 $        
128,049.00 

21.62 .39 .90 

Medical – Oncology 221 $        
239,246.00 

26.51 .61 1.10 

Medical Unit 192 $        
216,266.00 

28.37 .53 1.18 

Cardio ICU 7 $             
5,741.00 

18.29 .02 .76 

ICU 5 $             
3,474.00 

16.20 .01 .68 

Labor and Delivery 2 $             
2,771.00 

16.00 .01 .67 

Total Non ER 2,098 $    2,064,862.00 24.47 5.75 1.02 

ED Observation Unit 2,803 $    1,545,654.00 10.93 7.68 .46 



Policy and Procedures 
• Clearly defined Inclusion and Exclusion Criteria 

to the unit in general and diagnosis specific 

• Clearly defined standards of which physician 
and/or midlevel is responsible for each patient in 
the area 

• Delineation of emergency physician and nursing 
staff responsibilities throughout the day and 
transfer of care between providers 

• Circumstances that require notification of the 
responsible physician 

• Maximum allowable LOS and means to handle outliers 

• Description of how utilization and quality 
measures will be monitored and reported 



Exclusion Generally 

• Indecision – No clear diagnosis or 

plan 

– Rounding rule 

• Unwanted patients – Clearly needs to 

be admitted but admitting service 
does not want 

• Elderly with intensity of nursing 
issues – Multiple medications or 

mobility issues 















Staffing 
• Physician and/or Midlevel: 

– May be dedicated physician or midlevel provider depending on volume 
in the unit. 

– Must have responsible provider 24/7 when occupied 

– Must be immediately available to the unit 

– May have several duties 

• Nursing: 

– 2003 Survey reported units were staffed with an average 4.2 patients 
per nurse. 

– In reality, 5 patients per nurse 

– American Journal of Emergency Medicine (MACE, et, al.) 

– Flexible staffing 



Metrics 

• LOS by diagnosis 

• Percent of observation to inpatient conversion 

• ICU admissions 

• Number of patients / ED Observation beds / Day 

• Financial measures 

– RVU per patient 

– Collections per patient 

• PI review for appropriateness of admission 



Coding and Billing 



Facility Coding 
Outpatient Prospective Payment System (OPPS) 

APC 8002 – Level I Extended Assessment and 

Management Composite 
Requires a level 99205 or 99215 clinic visit on the day of or the day before 
observation or a direct admission to observation.   
 

In addition, at least 8 units of G0378 (Observation services, per hour) 
 
For 2013, the APC 8002 payment is $440.07  

APC 8002 – Level II Extended Assessment and 

Management Composite 
Requires a level 99284 or 99285 Type A ED visit or level 99225 Type B ED visit 
or Critical Care on day, or day before, observation status. 
 
Reimbursed as a single payment for the combination of an ED visit and 
observation. 
 
For 2013, the APC 8003 payment is $798.47. 



Medicare Outpatient Code Editor 

• Physician order to place in observation 

• A HCPCS 99284, 99285 or critical care code or 
GO384 ED code billed same day or day before. 

• Minimum of 8 hours excluding off floor/monitored 
procedure time. 

• Under the care of a physician or midlevel during 
the time of observation care and documented 
appropriately in medical record with documentation 
of placing patient in observation status, progress 
note, discharge note, timed and signed. 



Calculating Observation Time 
Facility and Professional 

• Starts: Time physician writes order to place in 
observation status. 

• Ends (facility): When ALL clinical or medical 
interventions are completed including nursing follow up 
care after discharge orders are written (not time 
waiting for transportation). 

• Ends (professional): When physician writes discharge 
order. 

• Must exclude any time patient out of observation area 
without accompaniment of RN. 

• Must exclude any time that a separately billable 
procedure was performed that required active 
monitoring.  



Same Day Observation: 99234-99236 
CPT Code Code Description Criteria for Use 

99234 Observation or inpatient hospital 
care, for the evaluation and 
management of a patient including 
admission and discharge on the same 
date. Usually presenting problem(s) 
requiring  admission are of low 
severity. 

1. Requires these 3 key components: detailed or 
comprehensive history; detailed or comprehensive 
examination; medical decision making is straightforward 
or of low complexity. 
2. Counseling and/or coordination of care with other 
providers or agencies are provided consistent with the 
nature of the problem(s) and the patient’s and/or 
family’s needs. 

99235 Observation or inpatient hospital 
care, for the evaluation and 
management of a patient including 
admission and discharge on the same 
date. Usually presenting problem(s) 
requiring  admission are of 
moderate severity. 

1. Requires these 3 key components: comprehensive 
history; comprehensive examination; medical decision 
making of moderate complexity. 
2. Counseling and/or coordination of care with other 
providers or agencies are provided consistent with the 
nature of the problem(s) and the patient’s and/or 
family’s needs. 

99236 Observation or inpatient hospital 
care, for the evaluation and 
management of a patient including 
admission and discharge on the same 
date. Usually presenting problem(s) 
requiring  admission are of high 
severity. 

1. Requires these 3 key components: comprehensive 
history; comprehensive examination; medical decision 
making of high complexity. 
2. Counseling and/or coordination of care with other 
providers or agencies are provided consistent with the 
nature of the problem(s) and the patient’s and/or 
family’s needs. 

Medical record must clearly state that the patient is in “observation status” and 
clearly indicate that the patient was “observed” and “discharged from observation.” 

 
History, Examination & Medical Decision Making MUST be met for EACH of these three 
levels. 



Initial Observation: 99218-99220 
CPT Code Code Description Criteria for Use 

99218 Initial observation care, per day, 
for the evaluation & management of 
a patient. Usually the problem(s) 
requiring OBS status are of low 
severity 

Requires these 3 key components: detailed or 
comprehensive history; detailed or 
comprehensive examination; and medical 
decision making is straightforward or of low 
complexity. 

99219 Initial observation care, per day, 
for the evaluation and management 
of a patient. Usually, the 
problem(s) requiring OBS status are 
of moderate severity. 

Requires these 3 key components: 
comprehensive history; comprehensive 
examination; medical decision making of 
moderate complexity 

99220 Initial observation care, per day, 
for the evaluation and management 
of a patient. Usually the 
problem(s) requiring OBS status are 
of high severity. 

Requires these 3 components: comprehensive 
history; comprehensive examination; and 
medical decision making of high complexity. 

Per CPT, only the provider who is listed as the physician of record can report the 
initial observation E&M code. 
 
Documentation must include the four components. 
1 – Notation that the patient was placed in “observation status” 
2 – Notations of periodic patient reassessments 
3 – A discharge from observation evaluation 
4 – A post-discharge from observation care plan 



Discharge from Observation: 99217 
CPT Code Code Description Criteria for Use 

99217 Observation care discharge day 
management. 

Utilized by the physician to report all services 
provided to a patient on discharge from 
“observation status” if the discharge is other 
than the initial date of “observation status.” 

 
Documentation should support that the provider 
was personally present and performing this 
service. 

Per CPT, coding of the discharge from observation “…is to be utilized by the 

physician to report all services provided to a patient on discharge from 
“observation status….” 

 
In order to code, there should be personal documentation by the “observing” provider 

indicating their presence and face-to-face service were provided. 
 
Final decision of patient status or PE 
Discontinuation of OBS care 
Final diagnosis 
Follow up instructions 
Discharge instructions 
 
Used with Codes 99218-99220 



Subsequent Days: 99224-99226 

CPT Code Code Description Criteria for Use 

99224 Low severity – 15 minutes Level 2 H&P 
and 
Low MDM plus OBS 

99225 Moderate severity – 25 

minutes 
Level 3 H&P 
and 
Moderate MDM plus OBS 

99226 High severity – 35 minutes Level 4 H&P 
and 
High MDM plus OBS 

New Codes in 2011 
 
All require 2 of 3 components 



LOS Criteria – CMS 8 Hour Rule 

Professional Codes – Medicare 

• Same day codes (99234-99236) 

– Must stay 8 hours 

– ED time is not included 

– Time of observation order to time discharged 

• If same day, but less than 8 hours 

– May use initial day codes 99218-99220 

– Do not use 99217 with them 

• CPT specifies mandatory 40-55 minutes as 
guidelines but no specific constraints 



CPT Codes List “Typical” Times 

CPT Code 

99218 Initial observation care 30 minutes at bedside/unit/floor. 

99219 Initial observation care 50 minutes at bedside/unit/floor. 

99220 Initial observation care 70 minutes at bedside/unit/floor. 

99234 Same day observation care 40 minutes at bedside/unit/floor. 

99235 Same day observation care 50 minutes at bedside/unit/floor. 

99236 Same day observation care 55 minutes at bedside/unit/floor. 

Observation Times Provider “could” spend bedside or on Unit in direct care. 



Medicare (8 hour rule) 
If a patient is admitted to OBS status… 

• and discharged on the same calendar day AND the time in OBS 
status is less than 8 hours, use codes 99218-99220. Do not assign 
discharge code 99217. 

• and discharged on the same calendar day AND the period of time is 
greater than 8 hours, use codes 99234-99236, as they represent a 
full day of care. 

• on one calendar day and discharged on the following calendar day, 
you may use codes 99218-99220 for the initial day of observation, 
and 99217 for the day of discharge. 

• and then admitted to the hospital on the same calendar day, you 
may code OBS codes 99234-99236 IF the period of time in OBS 
status is >8 hours. If the time is <8 hours, use codes 99218-
99220. 

• on one calendar day and admitted to the hospital on a subsequent 
calendar day, it is appropriate to code both the initial OBS code 
99218-99220 for the initial day and 99217 for the day of 
discharge. 

• on one calendar day and remains in OBS status for more than two 



Documentation 



99234-99236: Observation Same Day 

Level HPI ROS PSFH PE MDM 

99234 Detailed 
(4) 

Extended 
(2-9) 

Pertinent 
(1) 

5-7 Low 

99235 Detailed 
(4) 

Complete 
(10) 

Complete 
(3) 

8 Moderate 

99236 Detailed 
(4) 

Complete 
(10) 

Complete 
(3) 

8 High 



Observation MDM Criteria 

3 out of 3 History, Exam and MDM determine level 

History Type: Detailed or 
Comprehensive 

Comprehensive Comprehensive 

Examination Type: Detailed or 
Comprehensive 

Comprehensive Comprehensive 

Decision Making:: Straightforward/Low Moderate High 

Obs CPT / Codes 99218 99219 99220 

Observation Admit 
Discharge (same 
day) 

99234 99235 99236 



Physician Documentation 

• Detailed History and PE (99218 & 99234) 
– HPI – 4 Elements 

– PFSH – 1 Area 

– ROS – 2 Systems 

– PE – 5-7 Organ Systems 

• Comprehensive History and PE 
(99219/99220/99235/99236) 
– HPI – 4 Elements 

– PFSH – 3 Areas 

– ROS – 10 Systems 

– PE – 8 Organ Systems 



Physician Documentation 
• Same Specialty / Same Group 

– Emergency visit H&P as usual documented to the standard 
of a 4 or 5 E&M level  

– ** Beware of 3 of 3 PFSMH criteria 

• Need past medical history 

• Need social history 

AND 

• Need family history 

• Timed and documented order to place in OBS status 

• ED Observation progress note – Not mandatory 

•  ED Observation transfer note 

– Decision to place in observation 

– Reason for observation 

– Plan and end-point 

– Progress notes as warranted 

– Observation discharge note 



Observation Discharge 

Documentation Requirements (Code 99217) 

• Discharge time does not need to be reported 

• Discharge summary should include: 

– Final exam of the patient 

– Dates of admission/discharge 

– Discharge diagnosis 

– Discharge medication 

– Disposition/follow up 

– Hospital course – chronological summary of events, 

treatments, x-ray/lab/other test results, consultations, 
response to treatment, treatment instructions after 
discharge and prognosis. 



Financials 



2013 RVU Rates 

ED E/M 
Service 

Total  
RVU 

Overnight 
Observation 

Total 
RVU 

Same Day 
Observation 

Total  
RVU 

99284 3.36 99217 2.08 99234 3.86 

99285 4.93 99218 2.84 99235 4.83 

99219 3.87 99236 6.24 

99220 5.30 

99217 + 99220 = 7.38 Total RVU 



Obs RVUs Increase over ED Visit 
Levels 



Economics of an Independent Obs Unit 

• 10 Bed Unit  

– Turned 1.3 times per day 

– Blend moderate and high = 5.5 RVU / case 

– 71 RVUs ….$34 per RVU…. $2,400 daily…. $100 per hour 

• Cost: Hourly salary, overhead 

• Difficult to cover off shifts 

• Midlevel coverage with physician oversight 

• Shared ED shift / Observation supervision 
responsibility 

• Need volume to be profitable 

• Flexible nurse / staff coverage 



Can I Bill for Both E&M and Observation? 

Can your medical group bill for ED services and 
observation services if two different physicians are 
involved or use of midlevels ? 

•Medicare: 
– If both physicians of the same specialty, same group – 

only one service may be billed – not both.  

– Answer is the same if one is a midlevel. 

•CPT: 

– Strictly speaking, same specialty/same group does not 
apply but in practice, most payors apply the same rules. 



The Observation Roll Up 
American Medical Association 

 “When observation status is initiated 

in the course of an encounter in 
another site of service (e.g., hospital 
emergency department) all evaluation 
and management services provided by the 
supervising physician in conjunction 
with initiating the observation status 
are considered part of the initial 
observation care when provided on the 
same date.” 

CPT 2013 



Billing for Both E&M and Observation 

• Staff the observation unit with a 
physician/midlevel who performs only the 
observation care 

– Not the same who provided the ED care 

• Bill observation under a separate Medicare Number 
(Tax ID Number) from all emergency care 

• Must have separate full history and physical, 
order for observation and discharge note 



Physician Rule Change 2011 
• Final OPPS rule added new classification of 

services (nonsurgical extended duration 
therapeutic services) 

– Last significant period of time 

– Low risk 

– Requires substantial monitoring 

– Medicare beneficiaries liable for approximately 20% of 
outpatient services, including observation 

• Direct supervision relaxed to general supervision 
once patient is stable as deemed by physician 

• Direct – Physician or midlevel immediately 

available for further assistance and direction 
throughout procedure – does not need to be in room 

• General – Care furnished under the physician’s 

overall direction and control 



Physician Documentation 

Separate Entity / Tax ID Number 

• Full history and physical exam to a level 5 ED 
visit PLUS 3 of 3 PFSMH by a physician or midlevel 
from the OBS service 

• Timed and dated order for observation from the 
admitting physician 

• Progress notes as warranted 

• ED observation discharge note 






