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This guideline is to provide Network Health’s reimbursement process related to services that
are covered when Medicare coverage criteria are met. All outpatient hospital observation
services must be reasonable and necessary to be covered.

I.  In the majority of cases, the decision whether to discharge a patient from the hospital
following the resolution of the reason for the observation care or to admit the patient as
an inpatient can usually be made in less than 24 hours.

A.  The criteria is based on:

1. The time when observation care is initiated and ended in accordance
with a physician’s order and documented in the patient’s medical record.

2. All the hours for the entire time period of observation, even if the period

spans more than 1 day, and the date of service reported is the date

observation care begins.

The number of units reported must equal or exceed 8 hours.

4. The patient must be in the care of a physician during observation,
documented in the medical record by outpatient registration, discharge
and progress notes that are timed, written and signed by the physician.
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B.  Outpatient observation services should not be billed for routine or concurrently
with diagnostic or therapeutic services and outpatient surgery/procedures. If a
procedure interrupts observation services, the hospital determines the most
appropriate way to account for the time.

C.  Observation is provided hourly for a minimum of 8 hours. Observation services
with less than 8 hours of observation are not eligible for Medicare
reimbursement and would be billed with the appropriate E/M level.

D.  No procedure with a “T” status indicator can be reported on the same day or day
before observation care is provided.



II.

None

None

None

In only rare and exceptional cases do reasonable and necessary outpatient observation
stay exceed 48 hours. 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, but not more than 72 hours. Claims billed with observation over 72
hours will denied.
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