
APPENDIX H: OBSERVATION SERVICES

Appendix H

Observation Services

1. MHS Observation Care Policy Updated 
A new Health Affairs memorandum titled “Policy for the Reporting and Billing of                                 Observation Services,” dated August 11, 2010 is in effect and replaces the March 17, 1999 policy “Interim Policy for the Reporting and Billing of Observation Care Services.”  Highlights of this policy specify that: 
· Observation services can only occur in two locations within the hospital: on the nursing unit/ward or in the Emergency Department (ED). 
· Patients requiring observation services (other than in the ED) must be administratively “admitted” to the hospital in CHCS and placed in a bed in a nursing unit/ward, and 

· The use of functional cost code B**0 is no longer needed. 

The new policy acknowledges that while not a perfect solution from a coding and billing perspective, the volume of patients in observation status is very small. For continuity of patient care it is best to accommodate observation care services on the nursing unit/ward.  This policy change brings with it very specific coding guidance below for observation services. 
A significant change involves capturing a facility HCPCS code for each hour in observation in addition to the physician’s professional E/M services (plus any other code-able services performed).  Refer to the pathways below and note the separate sections in this appendix. 

These instructions will also serve as guidance for coding SIDRS as a result of a CHCS-generated admission involving an observation status episode of care (Sections 7.2 and 9.2).

General guidance is outlined in Sections 2-6.  Three clinical “pathways” were created to define the appropriate code ranges.  Detailed guidance for episodes of observation care that occur on the nursing unit/ward, in the ED, or when a patient is subsequently converted to inpatient status (from ward or ED) is outlined in Sections 7, 8, and 9.      
2. Overview of Hospital Observation Status
Observation care is a well-defined set of specific, clinically appropriate services which include ongoing short term treatment, assessment, and reassessment, that are furnished while a determination is being made regarding whether the patient’s evolving condition warrants a true admission to the hospital, whether the patient should be transferred to another facility, or whether the patient should be released and be sent home.  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. In the majority of cases, the decision whether to discharge a patient from the hospital following resolution of the reason for the observation care or to admit the patient as an inpatient can be made in less than 48 hours, usually in less than 24 hours.  In only rare and exceptional cases do reasonable and necessary outpatient observation services span more than 48 hours.
Because these patients are technically being treated in a hospital outpatient setting, but are “administratively admitted” via CHCS when observation care is rendered on the nursing unit/ward, the organizational workflows for these patients provide challenges.  
NOTE: For additional detail regarding obstetrical-related observation status services, see section 6.10.4.1.1.1 of the Military Health System Coding Guidance: Professional Services and Specialty Coding Guidelines. 
3. Services Generally Not Qualified for Observation Status
It is ultimately the attending privileged provider who determines whether to place a patient into observation status or to admit as a “true” admission. Practice patterns can be easily analyzed and clinical decision making should be easily defensible.  Services that are not qualified as outpatient observation status services include:

· Those that exceed 48 hours, unless an exception is deemed necessary after a medical necessity review.  
· Those not reasonable or necessary for the diagnosis or treatment of the patient but which are provided simply for the convenience of the patient, his or her family, or for a physician or other provider (e.g., after an uncomplicated treatment or procedure; physician is busy when patient is ready for discharge; patient awaiting placement in a long-term care facility)
· Inpatient services
· Services associated with ambulatory procedure visits 

· Services for postoperative monitoring.  
· Routine preparation services furnished prior to testing and afterwards during recovery (e.g., patients undergoing diagnostic testing in a hospital outpatient department).

· Observation status concurrent with treatments such as chemotherapy.

· Any substitution of an outpatient observation status service for a medically appropriate inpatient admission.

· Services ordered as inpatient services by the admitting physician or provider but reported as outpatient observation status services by the hospital.

· Standing orders for observation status following outpatient services.

· Discharges to outpatient observation status after an inpatient hospital admission.
Reference: CMS IOM 100-04, Ch.12, Section 30.6.8: Payment for Hospital Observation Services  
4. The Need for Privileged Provider’s Orders
The attending privileged provider must write an order to place a patient into observation status.  Observation status cannot be initiated based on standing orders. Typical orders might read:

· “Admit to observation”

· “Admit to observation unit”

· “Place patient into observation status”
· “Pt. to OBS”

If the patient is subsequently admitted to an inpatient status from observation status,  

physician orders must be appropriately documented using similar language above   


(i.e., substitute “inpatient” for “observation” in orders) to clearly define the status change.
5. Observation CPT/HCPCS Codes
5.1 CPT Observation Codes for Provider Professional Services 
	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 the presenting problem(s) requiring admission are of low severity.  
	-Requires these 3 key components: detailed or comprehensive history; detailed or comprehensive examination; medical decision making that is straightforward or of low complexity. 

-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 the presenting problem(s) requiring admission are of moderate severity.  
	-Requires these 3 key components: comprehensive history; comprehensive examination; medical decision making of moderate complexity. 

-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 the presenting problem(s) requiring admission are of high severity.  
	-Requires these 3 key components:  comprehensive history; comprehensive examination; medical decision making of high complexity. 

-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. 

	99218
	Initial observation care, per day, for the evaluation and management of a patient. Usually, the problem(s) requiring admission to "observation 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 admission to "observation 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 admission to "observation status" are of high severity.
	Requires these 3 key components:  comprehensive history; comprehensive examination; and medical decision making of high complexity.

	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 on other than the initial date of "observation status."  

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

	**99224

*new 2011 CPT code  
	Subsequent observation care, per day, for the evaluation and management of a patient. Usually, the patient is stable, recovering, or improving. Physicians typically spend 15 minutes at the bedside and on the patient’s hospital floor or unit.
	Requires at least 2 of these 3 key components: problem focused interval history; problem focused examination; medical decision making that is straightforward or of low complexity. 
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.

	**99225

*new 2011 CPT code  
	Subsequent observation care, per day, for the evaluation and management of a patient.  Usually, the patient is responding inadequately to therapy or has developed a minor complication. Physicians typically spend 25 minutes at the bedside and on the patient’s hospital floor or unit.
	Requires at least 2 of these 3 key components: expanded problem focused interval history; expanded problem focused examination; medical decision making of moderate complexity. 

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.

	**99226

*new 2011 CPT code  
	Subsequent observation care, per day, for the evaluation and management of a patient.   Usually, the patient is unstable or has developed a significant complication or a significant new problem. Physicians typically spend 35 minutes at the bedside and on the patient’s hospital floor or unit.
	Requires at least 2 of these 3 key components: detailed interval history; detailed examination; medical decision making of high complexity. 

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.

	
	
	


** Once the new 2011 code range below (99224-99226) is available in the various MHS information systems, these codes will be used to report such “intervening days” for service dates effective in 2011.  
  *Until the codes spanning 99224-99226 above are available in 2011, utilize E/M codes 99211- 99215 for interval day observation E/M services.    
 5.2 Additional HCPCS Code to Capture Total Hours in Observation Status 
	HCPCS Code
	Code Description
	Criteria For Use

	G0378
	Hospital observation service, per hour
	-This code is used to report the total number of hours a patient is in observation status.  

-Units of Service for patients in Observation status are measured in increments of one hour; the last unit is rounded up to the next full hour when documentation indicates at least 31 minutes of time.
-The code is sequenced after the physician’s E/M code with the appropriate number of hours in the Units of Service field.

	-This method of accounting for the correct number of hours the patient is in observation status is coded in addition to the appropriate observation care E/M CPT code(s) related to the observation status services.


5.3   Additional HCPCS Code to Report if Bypassing the ED or MTF Clinic

	HCPCS Code
	Code Description
	Criteria For Use

	G0379
	Direct referral for hospital observation care  


	-This code is used to report direct placement of a patient into observation status without an associated ED visit, hospital outpatient clinic visit, or critical care service on the day of initial observation status services.



	-Often called a “community” referral since the patient bypasses the MTF clinic or ED.

-Code with the Units of Service entered as one (1).  
-It is reported in addition to the G0378 code (with the proper total of the total number of Units of Service indicated for G0378 – see Section 6 below) when applicable.



6. Observation Status Time

Observation status time begins at the clock time appearing on the nurse’s initial observation status “admission” or observation status note. Observation status time ends at the clock time documented in the attending privileged provider’s “discharge”/release orders.  If there is no time on the attending privileged provider’s discharge/release orders, the time the nurse signs off on the attending privileged provider’s shall be used.  
	DoD Rule: 
Units of Service for patients in Observation status are measured in increments of one hour; the last unit is rounded up to the next full hour when documentation indicates at least 31 minutes of time.


oD Rule:  appropriate services,































































































7. Coding Observation Status Services When Rendered on the Nursing Unit/Ward and Patient is Discharged Home (or to an external location outside the MTF) 

This section provides coding guidance for the CAPER/Rounds encounters as well as the       inpatient SIDR record.  The upcoming table summarizes the appropriate use of various E/M       codes for observation care as well as the SIDR coding guidance when observation care begins       and ends without a conversion to inpatient status.  It’s important to realize that any observation       status stay over twenty-four hours will straddle at least two and possibly as much as three       calendar days. Coding of the attending provider’s observation E/M CPT is dependent on        documentation for each date, whereas coding of the G0378 HCPCS code on the “A”        CAPER/Rounds record is entered for the total facility observation time documented for each      calendar date that the patient is in observation status.      

Depending on the date span, the pathway tables below (7.1, 8.1, and 9.1) are designed to assist the      coder with selecting the appropriate codes in the code categories in the top row, with the “X”      serving as an indicator that codes from this range are applicable, dependent on documentation      and this guidance.  
NOTE:   A Rounds encounter (“A” MEPRS) is created in CHCS for every calendar date a      patient is in “admission” status, regardless of the patient’s actual status as receiving either      outpatient observation care or inpatient services.  

The ED or clinic encounter preceding the order for observation status should be coded and                                                                                                                                           closed out with a Disposition Type of “Admitted”.
An “Admission” in CHCS triggers an ADT transaction and creates a SIDR and a Rounds encounter.  The medical record associated with the observation service will be coded as an inpatient record with specific SIDR coding instructions outlined below (Section 7.2).  The following are the instruction for coding the Rounds encounter.  
If a patient is placed in observation status on the nursing unit/ward, a separate record (i.e., inpatient record, ambulatory record) is required and coding for the actual professional services and facility observation hours is reported on the Rounds encounter. 
Clinical Pathway 1 examples:  

· Patient seen in Internal Medicine clinic in MTF with complaints of shortness of breath and dizziness.  The provider orders the patient into observation status on the nursing unit.  Additional workup determines no need for admission to inpatient and patient is discharged home after 40 hours of observation spanning 3 calendar days.  
· A maternity patient at 37 weeks gestation is experiencing epigastric pain and occasional contractions.  She is seen in the ED and subsequently placed in observation status on the ward.  After 4 hours in observation care, patient is diagnosed with reflux and false labor, and is discharged home. 

· Patient seen in the ED after a head injury with a one minute loss of consciousness.  Placed in observation status on the ward under a neurologist and discharged home after workup and 29 hours of observation care over a two calendar day period.        
7.1. Clinical Pathway 1:  From ED or Clinic ( Placed in Observation Status on Nursing        Unit/Ward ( Discharged Home (or other location external to MTF) 
	Length of Stay
	99234 -99236 

Admit/

Discharge  same calendar day-OBS or IP E/M 
	99218 -

99220 

Admit to OBS 
	99217 Discharge from OBS  
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interval day - OBS E/M  
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Facility OBS - per hour
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	- The ED or clinic encounter preceding the order for Observation status should be coded and closed out with a Disposition Type of “Admitted” on the “B” CAPER. 

- Provider must document orders for patient to be placed in “observation status”.

-Patient will be given a Disposition Type of “Continued Stay”.
- Code the appropriate observation E/M service.
- Code any separately reportable outpatient CPT procedures.
- Also code the HCPCS Level II code G0378 Hospital observation service, per hour with the appropriate units of service to report the total number of hours the patient was in observation status for a given day (e.g. G0378 with a quantity of 12 for a twelve hour observation stay).   


7.2   Coding the Inpatient SIDR by Sequencing V71.9 in the First-Listed Position When         Patient is Discharged from Observation Status to Home (or other external location outside the MTF)    
The ability to separate out patients placed into and discharged from observation status, by coding the observation status with diagnosis V71.9 in the first-listed code position in the SIDR, is essential to data quality and population health metrics that impact various trends in hospital utilization and workload measures. By coding the attending physician’s E/M observation services and the facility observation hours (G0378, and G0379 as applicable) on the “A” CAPER in the Rounds module in CHCS, the ability to track and trend the ability to track and trend the actual observation services rendered on the nursing unit is preserved.  
NOTE:  When “admitting” a patient in CHCS into observation status, Admissions Staff are requested to enter V71.9 as the admitting diagnosis.  This allows for tracking of outpatient observation status services separately.       
From a billing perspective, inpatient claims and invoices are linked to a coded SIDR and are automatically generated in various MHS systems. The presence of V71.9 in the first-listed diagnosis code position, with an associated MS-DRG of 951 on the SIDR, will serve as a code-set flag to assist UBO/MSA staff responsible for appropriately billing third party and interagency (e.g., Coast Guard) payers.  Because the patient is not technically an inpatient, the inpatient charges associated with the SIDR must be closed out and a new claim/invoice generated.  In order to produce a correct claim/invoice, the CPT and HCPCS codes on the “A” Rounds CAPER will be the source code set used by billing staff.
8. Coding Observation Status Services When Rendered in the ED and Patient is Discharge Home (or other external location outside the MTF) 

While most observation services tend to occur on the nursing unit/ward, the ED is the other approved location where these services can be initiated.  For a patient receiving observation care in the ED, the provider must write an order to place the patient under "observation." This order will enable the patient to receive the necessary services required. A separate observation record must be documented in addition to the ED record that contains dated and timed provider's admitting orders, hours of observation reported as "units of service," nursing notes, and progress notes prepared by the provider.   

Usually, only one CAPER is generated for an episode of care in the ED, even if the care spans separate calendar days by virtue of arrival or departure times.  Follow your Service-specific guidance regarding the creation of separate CAPERs for one episode of ED care.  The coding of related yet separate observation services can occur on the same or separate CAPERs.  Ensure that all ED E/M codes (99281-99285), procedures, infusions, etc. are coded in addition to the appropriate observation E/M codes and the facility-specific code G0378 with the number of hours in observation status entered. 

Clinical Pathway 2 examples: 

· The ED physician orders outpatient observation services for a patient with a head injury. The observation occurs in the ED and a separate record is created for this care.  Prior to being placed in observation status, the physician repairs a scalp laceration in the ED.  Code the laceration repair and append modifier -25 to the observation code. 

· The ED physician orders ED observation for a patient with chest pain and requests a cardiologist for cardiac evaluation.  The ED services, observation E&M, observation facility code (G0378), and other services associated with the combined ED and ED observation care are coded on the ED CAPER.  The cardiologist would generate a CAPER in their respective MEPRS code to report the separate professional services rendered.   
8.1 Clinical Pathway 2:  From ED( Placed in “Observation Status” in the ED(       

      discharged home (or other location external to MTF) 
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9. When Patient is in “Observation Status” on Nursing Unit/Ward or ED and Subsequently Admitted to “Inpatient Status”
The above guidance prior to Section 9 provides direction on coding observation care.  If admission to inpatient status subsequently occurs, the biggest change to this section of guidance is with the inpatient diagnosis code sequencing rule outlined in Section 9.2 and also reflected in the last row of the clinical pathway table in Section 9.1.    

When inpatient admission occurs and the patient was in observation status in the ED, make sure to code and close out the “B” CAPER with a Disposition Type of “Admitted”. 
In the event a patient in observation status in the ED, for example, is subsequently identified as requiring major surgery (defined as a procedure with a 90-day global period), and the surgeon sees the patient while the patient is in observation status prior to admission, append the “-57” modifier to a new/established office/outpatient E/M code as appropriate to indicate that the decision for surgery was made during the evaluation; the patient was not an inpatient when seen by the surgeon.   Only the physician who ordered hospital observation services can use the observation care E/M codes.  

If the same provider who ordered observation services also admits the patient to inpatient status (usually the patient is in the nursing unit/ward observation location), code the appropriate initial hospital admission E/M code for the day of admission and append modifier “-AI” (Principle Physician of Record) to the admission code.  Do not code an observation E/M code since all E/M services provided and documented on the day of admission are included in the initial hospital visit. 
9.1. Pathway 3: Inpatient Admission from “Observation Status” in ED or on Nursing    Unit/Ward( Converted to “Inpatient Status” on the Nursing Unit/Ward        
	Length of Stay
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9.2. Coding the Inpatient SIDR by Sequencing V71.9 in the Last-Coded Position When        Patient is Originally Placed in Observation Status and Subsequently Converted to        Inpatient Status 

The ability to separate out inpatient admissions that originated from an observation status during the same episode of care will be accomplished by coding admissions with diagnosis V71.9 in the last-listed code position in the SIDR.  The observation status services provided prior to a clinically indicated “true” admission are rolled up into the inpatient coding protocols and the appropriate first-reported diagnosis and procedures performed during the entire episode of care will be coded on the SIDR.  This is essential to data quality and population health metrics that impact various trends in hospital utilization and workload measures. The codes on the “A” CAPER in the Rounds module in CHCS do not need to be changed as they accurately reflect the professional services provided to the patient, regardless of their original status of observation followed by inpatient status.  The ability to track and trend eventual inpatient admission that originated with observation status services is preserved when V71.9 is listed last in the SIDR diagnosis code set. 
NOTE:  When “admitting” a patient in CHCS into observation status, Admissions   Staff are requested to enter V71.9 as the admitting diagnosis.  This allows for tracking of outpatient observation status services separately.       

From a billing perspective, inpatient claims and invoices are linked to a coded SIDR and are automatically generated in various MHS systems. The presence of V71.9 in the last-listed diagnosis code position will serve as a code-set flag to assist UBO/MSA staff responsible for appropriately billing third party and interagency (e.g., Coast Guard) payers.  Because the patient converted to an inpatient status, the observation services portion, both professional and facility coding associated with the “A” CAPER/Rounds record can be reviewed and appropriate billing can occur. 
10. Other Clinical Scenarios Relating to Observation Status 
10.1 Inpatient Admission Status to Observation Status

Patients may not be discharged from an Inpatient admission to observation status except in rare and specific circumstances.  Such an example could be that after a clinical determination has been made that a patient actually does not meet Inpatient admission criteria, a change in status from Inpatient to observation status can be made—but  only while the patient is still admitted.  The provider must provide documentation outlining the circumstances surrounding the status change.  Such changes from Inpatient to observation status cannot occur retroactively after the patient is discharged.  

10.2 Observation Status to Ambulatory Procedure Visit (APV) Services
When a patient is referred from observation status to an ambulatory procedure unit (APU) the “A” CAPER/Rounds record for the observation status care is coded for the facility observation hours and provider professional services and closed out with Disposition Type of immediate referral.  
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