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Hospitals Are Still Confused About 
Inpatient vs. Observation
Two-Midnight Rule didn’t reduce the gray areas

The Centers for Medicare & 
Medicaid Services (CMS) issued 
the Two-Midnight Rule four 

years ago as part of the 2014 Inpatient 
Prospective Payment System final rule, 
but hospitals still struggle 
with determining 
whether some patients 
should be admitted as 
inpatients or receive 
observation services as 
an outpatient.

In a report issued 
in December 2016, 
the Health and 
Human Services’ 
Office of Inspector 
General (OIG) 
concluded that a 
significant number 
of hospital stays are 
classified as outpatient 
when they should be inpatient and vice 
versa, and that 39% of the short stays 
were potentially inappropriate.

However, the OIG study is limited, 
uses old data, and may not reflect 
what hospitals are doing now, says 
Kurt Hopfensperger, MD, JD, vice 
president of compliance and education 

at Optum Executive 
Health Resources, 
a healthcare 
consulting firm in 
Newtown Square, 
PA. (For details on 
the report and its 
recommendations, see 
related article on page 
66.)

Despite all the 
efforts to clarify 
patient status and to 
educate clinicians, 
the difference 
between inpatient 

and observation still is 
“clear as mud,” says Mark Clemens, 
RN, senior managing consultant with 
Berkeley Research Group.

DESPITE ALL 
THE EFFORTS 
TO CLARIFY 

PATIENT STATUS, 
THE DIFFERENCE 

BETWEEN 
INPATIENT AND 
OBSERVATION 

STILL IS “CLEAR 
AS MUD.”
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EXECUTIVE SUMMARY

It’s been nearly four years since the Centers for Medicare & Medicaid Services 

announced its Two-Midnight Rule, but hospital staff still are grappling with 

the gray areas in the rule .

• Some hospitals classify patients as receiving observation services if their 

status isn’t clear-cut, potentially increasing patients’ out-of-pocket expenses 

and making them ineligible for a skilled nursing stay .

• Hospitals should have case managers at all entry points to ensure that 

patient status is correct up front .

• Case managers should conduct self-audits of short-stay patients before the 

bill drops, make corrections, track the self-denials, and educate physicians on 

where the mistakes are .

• Case managers should work with physicians to ensure documentation is 

complete on all patient records, but especially those with short inpatient 

stays .

“We are still seeing significant 
issues with the Two-Midnight Rule 
and observation services versus 
inpatient admissions,” he adds.

In fact, physicians who attend 
educational sessions about the 
Two-Midnight Rule have so many 
questions about patient status that 
Clemens and his colleagues at 
Berkeley shortened their hospitalist 
training sessions to make more time 
for the questions.

“People don’t understand the 
Two-Midnight Rule and the 
difference in inpatient admissions 
and outpatient observation services. 
When we discuss it during training 
programs for hospital staff, we get a 
lot of deer-in-the-headlights looks. 
Many times, nobody knows what 
we’re talking about,” he says.

Medicare has tried to make the 
difference between inpatient and 
observation straightforward, but it 
has become an administrative burden 
for hospital staff, adds Wanda Pell, 
MHA, BSN, a director with Novia 
Strategies, a national healthcare 
consulting firm.

“There are a lot of patients whose 
status is clear-cut, such as high acuity 

patients whose need for admission 
is obvious, and patients who will 
definitely go home. The problem is 
those in the middle,” Pell says.

It’s no wonder there is confusion, 
since the CMS instructions on 
observation versus inpatient has 
been scanty at best, says Deborah 
K. Hale, CCS, CCDS, president of 
Administrative Consultant Services, a 
Shawnee, OK, healthcare consulting 
firm.

“First, CMS issued guidance that 
patients who receive care for longer 
than 24 hours should be admitted 
as inpatients, and beginning in fiscal 
2014, they said it is two midnights, 
beginning with the clock time care 
began in the outpatient setting. There 
are so many gray areas that hospital 
staff are unsure what to do,” she says.

But CMS didn’t clarify the 
confusion in the Benefits Policy 
Manual until February 2017, Hale 
points out. It merely changed “24 
hours” to “two midnights,” she says.

Case management leadership 
doesn’t have time to research the 
various CMS opinions or to sit down 
and read the lengthy rules that CMS 
posts in the Federal Register, Hale 
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says. “And if they do read the rules, 
they may still be confused because the 
guidance is confusing,” she adds.

Meanwhile, hospitals are spending 
enormous amounts of time and 
money in an effort to get patient 
status right, Clemens says. “Some 
hospitals have an entire department 
that does nothing but work on issues 
surrounding status,” he adds.

“Every client I work with is 
grappling with how to deal with 
patient status. They continue to 
be confused, even with the Two-
Midnight Rule,” Pell says.

The staff at some hospitals take 
the path of least risk and choose 
observation services for patients 
whose status may be questionable, 
she adds.

“Hospitals are risk-averse. They 
are afraid they will be reviewed on 
the back end if they admit patients 
who fall into the gray area between 
inpatient and outpatient status. For 
years, we told physicians that if they 
are in doubt, to order observation 
services — and that’s what is 
happening,” she says.

Patients receiving observation 
services may have significant out-
of-pocket expenses if they don’t 
have secondary insurance, Beverly 
Cunningham, RN, MS, consultant 
and partner at Oklahoma-based Case 
Management Concepts, points out. 
In addition, observation stays don’t 
count toward the three-day stay 
requirement for Medicare to cover a 
skilled nursing facility stay, she adds.

“We shouldn’t put patients at 
risk for copays by designating them 
as observation patients when they 
meet inpatient criteria. At the same 
time, we should not be billing 
for short inpatient stays when the 
patients should not be admitted,” 
Cunningham says.

Differentiating between inpatient 
admissions and observation 

services continues to be difficult 
for providers, says Debra Primeau, 
MA, RHIA, FAHIMA, president 
of Primeau Consulting Group in 
Torrance, CA.

That’s why hospitals need to have 
case managers at all entry points to 
determine whether patients meet 
criteria. “What is happening in many 
hospitals is that they have to fix 
patient status on the back end. To 
avoid this, I recommend that they get 
case managers involved as much as 
possible on the front end,” Primeau 
says.

Case managers don’t necessarily 
have to be on the premises 24/7, but 
they should be accessible, Primeau 
says. She suggests providing the on-

call case managers with secure access 
to the electronic medical record so 
when there is a question, they can 
be contacted to review the patient 
information and collaborate with the 
physician on the appropriate status.

“Hospitals need to have case 
management coverage of all access 
points where patients enter the 
hospital, whether it’s the emergency 
department, the same-day surgery 
area, or a community physician 
office,” she says.

“Hospitals can avoid some of 
the problems with patient status if 

they have an admissions nurse who 
conducts a utilization management 
review as the patient comes in and 
before the physician writes an order,” 
Pell says.

“With the 2014 Inpatient 
Prospective Payment System final 
rule, case management departments 
found that the presence of case 
managers in the admitting 
department and the ED was critical 
to provide gatekeeping functions,” 
Cunningham says.

“Case managers should review 
planned admissions, urgent 
admissions, direct admissions, and 
transfers for potential breaches of 
compliance, especially with the Two-
Midnight Rule,” Cunningham says.

“Avoiding denials because of 
patient status is still all about 
documentation. The reason for 
the inpatient stay has to be well 
documented and it’s up to the busy 
physicians to document,” Pell says.

Clemens advises case managers 
to work admitting physicians and 
ED physicians to provide detailed 
documentation, particularly in 
instances where the physician feels 
the patient needs to stay more 
than two midnights, regardless of 
the screening criteria used by case 
management staff.

“Case managers should make sure 
the admitting physicians understand 
and comply with the regulations in 
the Two-Midnight Rule and that 
the documentation is complete,” 
Hopfensperger says. For instance, 
if a physician believes a patient will 
stay two midnights or longer and the 
patient has an unexpected clinical 
improvement, the case manager 
should ensure the improvement is 
thoroughly documented.

“Physicians must warrant and 
document that short inpatient stays 
are medically necessary,” he says. In 
the 2016 OPPS, CMS declared that 

“EVERY CLIENT 
I WORK WITH IS 

GRAPPLING WITH 
HOW TO DEAL 
WITH PATIENT 
STATUS. THEY 

CONTINUE TO BE 
CONFUSED, EVEN 
WITH THE TWO-

MIDNIGHT RULE.”
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an inpatient admission of less than 
two midnights would be payable 
under Medicare Part A on a case-
by-case basis, based on physician 
judgment, he adds.

Hale points out that CMS 
has clarified that hospitals don’t 
need to create a separate physician 
certification statement, but that the 
documentation in the medical record 
should reflect the physician’s rationale 
for an inpatient admission.

She cautions case managers to 
stop the common practice of cutting 
and pasting from the patient history 
and having the physician sign off 
on it as a substitute for a physician 
certification statement.

“Information on the patient’s 
acuity is already in the medical 
record. What needs to be in the 
certification statement is the risks 
of providing care in a non-hospital 
setting and the reasons the physician 
believes the patient will require care 
for more than two midnights. Only 
the attending physician can provide 
those answers,” Hale says.

“It’s a mistake to think that an 
auditor would review a record and 
not notice that the certification 
statement was copied and pasted 
from existing documentation in the 

medical record but doesn’t provide a 
rationale,” Hale says.

“A dedicated observation unit 
can help hospital staff avoid lengthy 
observation stays, but it won’t work 
unless it’s a closed unit that is fully 
staffed with clinicians who are 
trained to watch the patients closely 
for changes in their conditions,” 
Clemens says. (For details on a 
successful observation unit, see related 
article on page 68.)

“In some busy emergency 
departments, admitted patients are 
placed in the observation unit or 
observation patients are placed on the 
inpatient unit because that’s where 
there is an empty bed. It ends up 
defeating the purpose of the unit,” 
Clemens says.

Hopfensperger recommends 
that case managers review every 
observation patient whose stay is 
approaching two midnights or has 
exceeded two midnights to determine 
if they are appropriate for an 
inpatient admission.

“If case managers aren’t reviewing 
patients on a regular basis, they’ll 
miss identifying observation patients 
who meet inpatient criteria. Case 
managers need to know when 
patients qualify for an inpatient 

admission and get the order written,” 
Pell says.

A strong physician advisor 
program is essential for hospitals to 
ensure that patient status is correct, 
Clemens says. He recommends 
that the case management 
physician advisor be knowledgeable 
about Medicare documentation 
requirements and stay current on 
changes in the rules. “Some hospitals 
do not have a strong physician 
advisor program in place and they 
rely on physicians who are not 
trained on status,” he says.

“To be effective, the physician 
advisor should be an expert in 
determining patient status so that 
when there is a question, he or she 
can be part of the conversation 
with the ED physician and/or the 
admitting physician,” Clemens says. 
“This works out much better for 
hospitals and patients,” he says.

More information is available 
through the on-demand webinar, 
“Compliance Measures for the Case 
Manager’s Daily Practice,” presented 
by Toni Cesta, PhD, RN, FAAN, and 
Beverly Cunningham MS, RN, partners 
in Case Management Concepts. For 
more information on the webinar, visit: 
http://bit.ly/2n7fQdk.  n

Be Proactive: Review Your Short Stays 
Before They Are Billed
Self-audits of short inpatient stays help avoid denials

Case management directors 
should take a proactive 

approach to managing denials 
and monitor their short inpatient 
stays, watch for trends, and prevent 
inappropriate short-stay admissions, 
says Beverly Cunningham, RN, MS, 
consultant and partner at Oklahoma-

based Case Management Concepts.
“The oversight of short inpatient 

stays is not going to go away. The 
Office of Inspector General [OIG] 
spent a lot of time and effort 
studying the medical necessity 
for short stays, and the audits are 
going to continue. CMS requires 

that hospitals perform self-audits of 
short stays, and case management 
leadership should be following the 
requirement,” she adds.

A report issued in December by 
OIG concluded that hospitals are 
billing for many short inpatient stays 
that are inappropriate.
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The Top 10 Potentially Inappropriate 
Short Inpatient Stays:

• irregular heartbeat;
• chest pain;
• digestive disorders;
• loss of blood flow to brain;
• coronary stent insertion;
• fainting;
• nutritional disorders;
• irregular heartbeat (medium severity);
•circulatory disorders;
• red blood cell disorders.

The Top 10 Potentially Inappropriate 
Long Inpatient Stays:

• chest pain;
• digestive disorders;
• fainting;
• General signs and symptoms;
• nutritional disorders;
• circulatory disorders;
• back problems;
• dizziness;
• kidney and urinary tract infections;
• coronary stent insertion.

SOURCE
• OIG Analysis of CMS data, 2016

The OIG report included a list of 
the top 10 potentially inappropriate 
short inpatient stays, and the top 
10 long outpatient stays. Five of 
the items — chest pain, digestive 
disorders, fainting, coronary stent 
insertion, and circulatory disorders 
— are on both lists, Cunningham 
says. (For more on the lists, see the box 
below.)

“Those are just giveaway denials 
that could be corrected by self-
auditing,” she says.

Case management leadership 
should read the OIG report and share 
a summary of the study with the 
utilization management committee 
and physician advisor, Cunningham 
suggests.

Case management leadership 

should compare the short stays of 
2013 and 2014 (the years analyzed 
by the OIG) to the short stays in 
2015 and 2016 to determine if the 
number is increasing, she says.

In addition, she suggests, 
case management leaders should 
institute a self-audit process to 
review short-stay cases on a regular 
and timely basis. The review group 
could include the utilization review 
committee, or the case management 
physician advisor and the hospitalist 
group medical director. “Only a 
physician can deny a Medicare 
stay. Case managers can make 
recommendations, but a physician 
has to sign off on it,” she says.

Cunningham recommends asking 
the business office to hold the bills 

for the short inpatient stays until 
the self-audits are completed. “The 
business office doesn’t like holding 
the bill, but they dislike having to 
rebill even more,” she says.

She reports that one hospital 
client began the self-audits after their 
Quality Improvement Organization 
(QIO) denied 80% of the claims 
it reviewed during the first rounds 
of audits. Most of the denials were 
for documentation. When the QIO 
audited again, all of the claims were 
upheld, she says.

The hospital team conducts the 
self-audit of short stays the week 
after patients are discharged. Every 
Tuesday, the appeals coordinators 
review all short stays discharged the 
week before and meet with their 
physician advisor and the hospitalist 
team’s medical director on Friday to 
discuss them.

“The medical director of the 
hospitalist group sends out emails 
each week, as cases are reviewed, 
to the hospitalist who treated each 
patient identified during the self-
audit. Since the patient had been 
discharged only a week earlier, 
the physician remembers the 
circumstances and can make changes 
in his or her practices based on the 
feedback. This wouldn’t happen if 
the audit was conducted two months 
later,” she says.

When the coordinators began the 
process they had a lot of self-denials, 
but as the hospitalists changed their 
practices based on feedback, they’re 
down to only a few each week, she 
says.

“We know that good processes 
can make a huge difference. This 
is an easy process once it is put in 
place. It takes time to get it going, 
but then it works like a dream,” she 
says.

In addition to managing denials 
as they occur, hospital leadership 
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should look for trends, provide 
education and training, and establish 
processes to prevent future denials, 
says Debra Primeau, MA, RHIA, 
FAHIMA, president of Primeau 
Consulting Group in Torrance, CA.

She suggests creating 
an interdisciplinary denials 
management team to analyze the 
denials and establish changes to 

minimize or eliminate future denials. 
The team should include case 
managers, physicians, representatives 
from coding, billing, and patient 
registration.

“Healthcare providers are 
becoming data-rich, but most 
are not using the information to 
minimize future risk. In addition to 
collecting the data, hospitals need to 

do something with it,” she says.
She recommends beginning by 

ensuring the data being collected 
are accurate and that all areas of the 
hospital collecting data in different 
information technology systems are 
defining the data the same way. This 
way, people will trust the data they 
are using and feel comfortable about 
its accuracy.  n

OIG: Hospitals Are Still Getting Patient 
Status Wrong
QIO audits of short stays are continuing

A report by the U.S. Department  
 of Health and Human 

Services Office of Inspector General 
(OIG), released in December 
2016, concluded that hospitals 
are billing for short inpatient stays 
that are inappropriate under the 
Two-Midnight Rule and for long 
outpatient stays.

The problem with the report is 
that it was based on data from fiscal 
2013 before the Two-Midnight Rule 
went into effect, and from 2014, 
the first year of implementation, 
a time when many hospitals had 
not yet received education on 
how to follow the rule, points out 
Kurt Hopfensperger, MD, JD, 
vice president of compliance and 
education at Optum Executive Health 
Resources in Newtown Square, PA.

“The OIG analysts did not review 
a single chart. They looked at claims 
data and had no idea about any 
unexpected clinical changes that 
could have affected patient status,” he 
says.

In addition, the report 
doesn’t reflect the current rule, 
Hopfensperger points out. For 
instance, in the 2016 Outpatient 

Prospective Payment System final 
rule, CMS said that short stays may 
qualify for reimbursement on a case-
by-case basis, based on the admitting 
physician’s judgment.

The OIG auditors eliminated 
cases where patients received a 
procedure on the Inpatient Only 
list, were on mechanical ventilation, 
left against medical advice, or died. 
All other short-stay cases were called 
“potentially inappropriate,” he says.

The report showed variability 
among the nation’s hospitals in the 
way they assigned patient status, 
Hopfensperger says.

For instance, an average of 3.4% 
of all stays were short inpatient stays. 
The percentages ranged from 1% at 
some hospitals and more than 5% at 
others. Outpatient stays greater than 
48 hours ranged from 2% to 11%.

“This variability among hospitals 
is of significant concern. The OIG 
report stresses the importance of 
compliance and consistency. If 
hospitals aren’t consistent in the 
utilization review process, they may 
not be compliant,” he says.

The variability means that a 
patient could have a 1% chance of 

being admitted for a short stay at one 
hospital and a 5% chance of a short 
admission at a hospital a few miles 
away. This could mean a difference in 
the patient’s out-of-pocket expenses 
for the copay and the deductible, he 
adds.

In the report, the OIG 
recommended that CMS analyze 
hospital billing and target hospitals 
for review if they have potentially 
inappropriate short inpatient stays 
and turn the information over to the 
Beneficiary Family Centered Care-
Quality Improvement Organization 
(BFCC-QIO) to target the hospitals 
for larger samples or more frequent 
reviews.

The OIG also suggested that 
CMS analyze the effect of counting 
observation stays toward the three-
night requirement for skilled nursing 
services and that the agency explore 
methods of protecting patients from 
paying more for observation services 
than they would have for an inpatient 
stay.

Since Oct. 1, 2015, the two 
BFCC-QIOs, Livanta and KEPRO, 
have been responsible for conducting 
reviews of hospital inpatient claims 
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for stays of less than two midnights to 
determine if they are appropriate for 
payment under Medicare Part A. But 
when CMS reviewed the work of the 
two QIOs, the agency concluded that 
the QIOs were not following CMS 
guidance, according to Deborah 
K. Hale, CCS, CCDS, president of 
Administrative Consultant Services, a 
Shawnee, OK, healthcare consulting 
firm.

“CMS told the hospitals to 
disregard the denials and that they 
would be paid for the claims the 
QIOs denied. They retrained the 
QIOs and resumed the audits early in 
2017,” Hale says.

CMS has directed the QIOs to 
request 10 records for zero to one-
day stays from small hospitals and 25 

records for larger hospitals.
After the initial review, the QIOs 

will provide one-on-one education for 
hospitals with high error rates, Hale 
says. “CMS has directed hospitals to 
delay any appeals until after the one-
on-one meeting,” Hale says.

 She speculates that CMS is 
attempting to avoid the huge backlog 
in appeals that occurred when the 
RAs were conducting the audits. “My 
guess is that CMS hopes that once the 
hospital staff understands the error, 
they won’t try to appeal,” she says.

The QIOs are charged with 
completing a round of short-stay 
audits every six months. They are 
expected to complete the audits they 
started last fall and start Round 2 in 
spring, Hopfensperger says.

“We’ve been seeing denials for 
reasons similar to the denials in 
earlier audits. So far, we have not 
been able to discern a significant 
pattern of differences between 
the audits before the QIOs were 
retrained and more recent audits,” 
Hopfensperger says.

After the hospitals receive the 
education from the QIOs, the 
auditors will review the hospital’s 
claims again and if they haven’t 
improved, they can refer the hospital 
to the Recovery Auditors for further 
action.

“The QIOs are the gateway to 
the Recovery Auditors. We don’t 
know when they’ll start referring 
hospitals to the RAs for review,” 
Hopfensperger says.  n

Why the Two-Midnight Rule Is ‘Clear as Mud’
Sometimes the patients don’t fit the criteria

The right patient status is not 
always obvious, says Wanda 

Pell, MHA, BSN, a director with 
Novia Strategies, a national healthcare 
consulting firm.

There are patients whose condition 
and circumstances put them in 
the shadowy area between meeting 
criteria for an inpatient stay and 
being an outpatient with observation 
services, she adds.

“Patient status is so confusing 
because there are so many shades of 
gray,” Pell says.

Whether a patient stays two 
midnights often hinges on the time 
of day he or she comes in, Pell points 
out. Patients who come in at 10 p.m. 
are much more likely to stay over two 
midnights than those who come in at 
3 a.m., she points out.

“If you take the stand that if a 

patient is in the hospital for two 
midnights, it has to be an inpatient 
stay, you would include patients who 
were waiting for a test or procedure or 
who were waiting for the physician to 
read the results,” she says.

Pell points out that many times 
when patients need to be placed in a 
bed, there isn’t enough information 
from test results to admit them as 
inpatients. If a consulting physician 
is called in, it also extends the length 
of time the patient is in the hospital. 
First, the consultant has to come 
to the hospital. Then, he or she 
orders tests, waits for the results, and 
interprets them. All of this lengthens 
the stay, Pell adds.

She points out that many hospitals 
don’t operate on a 24/7 basis and 
don’t provide cardiac stress tests, 
cardiac catheterizations, ultrasounds, 

and other tests and procedures on 
weekends, extending the ED stay of 
patients who present on weekends.

For instance, if a patient arrives at 
the ED with chest pain on Saturday 
morning and has to wait until 
Monday morning for a stress test, 
her or she will be in the hospital over 
two midnights but still won’t meet 
inpatient criteria.

“You end up with a lot of down 
time between those two midnights. 
This adds time and cost to the episode 
of care without adding value,” she 
says.

The practical solution would be to 
check the cardiac enzymes and if they 
aren’t elevated, send the patient home 
and schedule the test as an outpatient 
when the lab is open. “Physicians 
are reluctant to send patients home 
in these situations for fear that 
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something might go wrong — and 
then the hospital has a liability 
problem and patient relations issue,” 
Pell says.

In the long run, the solution 
would be for the hospital to expand 
the hours of its ancillary departments, 
Pell says. “Some hospitals are looking 
at their volume on weekends, the cost 
of keeping patients over the weekend, 
and determining if expansion would 
be a cost-effective investment,” she 
says.

Meanwhile, case managers should 
review the charts of patients receiv-
ing observation services every four to 
six hours to determine if they meet 
admission criteria.

Another situation is patients who 
don’t meet inpatient criteria, but can’t 
be discharged safely because they live 
alone and need assistance. If they stay 
in the hospital as an outpatient, they 
won’t meet the three-day stay needed 
for Medicare to cover a skilled nurs-
ing facility admission, if that becomes 
appropriate. On the other hand, if 
they are admitted, the stay is likely 
to be denied because they don’t meet 
inpatient criteria.

Many hospitals don’t have a 

psychiatric unit, or if they have one, 
it’s usually filled, Pell says. There may 
be patients with mental health issues 
who can’t be discharged from the ED 
safely, but they don’t qualify for an 
inpatient stay. “The only option is to 
put them in a bed as an outpatient 
and know that they will have a long 
stay,” she says.

It’s important for case managers 
to track patients who have long stays 
and determine why the long stay oc-
curred, Pell says. Many times, they are 
waiting for testing or consultations.

“Case managers need to develop 
categories and assign avoidable days 
to those patients just as they would 
for an inpatient stay,” she says.

Pell suggests that case managers 
report the results to the leadership 
and the utilization management 
committee.

 “Case managers should keep in 
mind that InterQual or Milliman 
Care Guidelines are merely guide-
lines, and that there will be patients 
who are exceptions,” adds Mark Cle-
mens, RN, senior managing consul-
tant with Berkeley Research Group.

Clemens gives the example of a pa-
tient who comes in with sharp chest 

pains and is found to have hypergly-
cemia. Both chest pain and hypergly-
cemia typically qualify for an observa-
tion stay, not an admission. But if the 
physician indicates, with supporting 
documentation, that it will require 
two midnights to diagnose and treat 
the patient, the patient would qualify 
for an inpatient admission under the 
Two-Midnight Rule, Clemens says.

The case manager or physician ad-
visor should make sure the physician 
provides detailed documentation of 
the reasoning behind the admission, 
Clemens says.

Or there may be a patient with 
pulmonary edema and comorbid 
cardiac issues who has to be intu-
bated, but recovers quickly and can 
be extubated. “The patient has a short 
inpatient stay. It should not be denied 
if the documentation is explicit and 
clear,” Clemens says.

When patients have long outpa-
tient stays, the case manager should 
consult the physician advisor for 
guidance in determining appropriate 
status, Clemens suggests. He recom-
mends that hospitals have processes 
for reviewing all short stays for proper 
documentation.  n

Observation Unit Cuts Length of Stay, 
Lowers Costs
Dedicated staff closely monitors patients

P atients who were transferred 
to the Outpatient Observation 

Unit at Rockford (IL) Memorial 
Hospital experienced lower lengths 
of stay and lower costs than patients 
who were candidates for observation 
services but were treated on an 
inpatient unit. The 16-bed unit 
opened in 2012.

In December 2015, the average 

length of stay for patients discharged 
from the Outpatient Observation 
Unit was 25.58 hours, compared to 
32.72 hours for patients discharged 
from inpatient units, according to 
Rhonda Meuris, RN, BSN, nurse 
manager for the Outpatient Observa-
tion Unit at the 376-bed tertiary care 
hospital.

Patients in the Outpatient Obser-

vation Unit, on average, contribute 
$587 more to the hospital’s bottom 
line than patients who qualify for the 
Outpatient Observation Unit but are 
placed on an inpatient unit, Meuris 
says. The figure is determined by 
subtracting the per-patient variable 
expense from payments and sub-
tracting the average for Outpatient 
Observation Unit patients from ones 
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who were not on the unit.
“Even though payments are lower 

for patients in the Outpatient Obser-
vation Unit, the result is still a higher 
contribution margin for Outpatient 
Observation Unit patients. The unit 
had 1,708 patients in calendar year 
2014. This adds up to a $1 million 
improved contribution margin for the 
year,” she adds.

Lengths of stay are shorter because 
the unit uses standardized protocols 
and provides standard care, Meuris 
says. Cost of care for patients in the 
Outpatient Observation Unit are 
lower because of reduced testing, 
pharmacy, and nursing time, Meuris 
says. The Observation Unit staff work 
only on the unit, which is staffed 
with one nurse for every four to five 
patients.

The hospital named the unit the 
“Outpatient Observation Unit” so 
patients and family members will 
understand that they are not in an 

inpatient unit, Meuris says.
The majority of patients trans-

ferred to the Outpatient Observation 
Unit come through the ED, Meuris 
says. The unit can take patients who 
are admitted directly but does not 
take postoperative patients, patients 
with psychiatric issues, patients who 
have undergone cardiac catheteriza-
tion, or obstetrical/gynecological 
patients. Even with those patients 
excluded, 79% of all observation 
patients receive services in the Outpa-
tient Observation Unit, she adds.

Chest pain is the No.1 diagnosis 
for patients in the Outpatient Obser-
vation Unit, Meuris says. “The unit 
has full cardiac monitoring, and our 
nurses are stroke and EKG certified,” 
she says. The unit is overseen by two 
hospitalists and two independent 
specialist physicians.

All physicians with admitting 
privileges have been educated on 
observation unit eligibility guidelines. 

The guidelines specify that physicians 
must believe the patients need obser-
vation services and that their stay will 
be less than two midnights.

Other criteria include functional 
baseline mental status, functional 
baseline physical status except for 
chronically bedbound patients, and 
less than 20 weeks gestation for preg-
nant women. The guidelines specify 
vital signs, including systolic and dia-
stolic blood pressure readings, heart 
rate, and oxygen saturation rate.

In addition, the unit has guide-
lines for the diagnoses/complaints for 
the majority of patients who receive 
services in the unit. For instance, 
guidelines for chronic obstructive pul-
monary disease/asthma specify that 
patients must be unresponsive to ED 
treatment and have oxygen satura-
tions greater than 90%.

“The emergency department phy-
sicians do not have admitting privi-
leges, so they call on the hospitalists 
when they need to admit a patient or 
place them in the observation unit,” 
she says.

The ED case managers work with 
the physicians to determine if patients 
meet medical necessity criteria for an 
inpatient stay. Physicians can call on 
nurses on the observation unit for as-
sistance in determining patient status 
when the case managers are off duty.

“The nurses on the observation 
unit are savvy and understand 
inpatient criteria. In addition to 
helping with initial status, the nurses 
can alert physicians if it appears that 
patients in the observation unit are 
meeting inpatient criteria,” Meuris 
says.

The case managers review patients 
in the observation unit every day to 
ensure correct status and participate 
in rounds at 8:30 each morning on 
the inpatient unit.

Meuris reviews the hospital census 
every day to ensure correct patient 

CMS Delays Start of Cardiac 
Bundled Payment Initiative
Expansion of joint replacement program also postponed

CMS has delayed the effective date of two bundled payments initiatives 
from July 1 to Oct. 1.

In announcing the delay, CMS issued a statement saying that more 
time was needed to review and prepare for changes in the Comprehensive 
Care for Joint Replacement pilot and the implementation of the Cardiac 
Rehabilitation Incentive Payment Model.

The Comprehensive Care for Joint Replacement program began in April 
2016 in 67 metropolitan areas and pays providers a flat fee for all costs of 
total hip replacement and total knee replacement surgery during a 90-day 
period. The program was scheduled to expand in July to include repairs of 
hip and femur fractures.

The cardiac bundled payment program is a five-year demonstration 
project that provides a lump sum payment for coronary artery bypass graft 
surgery and heart attacks.

In the interim rule, CMS asked for comments on the appropriateness of 
delaying the implementation of both initiatives until Jan. 1, 2018.  n
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status. “We are looking for patients 
on other units whose status can be 
flipped to observation. Sometimes, 
when the hospitalist sees a patient a 
couple of hours after admission, his 
or her condition would indicate that 
a transfer to the observation unit is 
appropriate,” she says.

In 2015, 18.4% of the patients 
in the Outpatient Observation Unit 
were converted to inpatient status, 
she says.

Meuris collects data every month 
on the percentage of observation 
patients who are converted to 
inpatient and admitted to other 
units; patients who are admitted 

to inpatient but discharged as 
observation patients; which changes 
were due to case management 
intervention and which changes 
were instituted by coding and 
billing; missed opportunities for 
patients who could have been on the 
observation unit; and length of stay 
for observation patients by diagnosis 
and for all diagnoses.

“I look at where the observation 
patients end up if they aren’t on my 
unit,” Meuris says. She also collects 
financial data, including payer mix 
and reimbursement amounts.

Meuris presents the information 
to the administration and finance 

department officials and suggests 
changes that could improve the 
hospital’s bottom line.

Meuris and the medical director of 
the observation unit review the data 
to identify potential causes for trends 
and practice patterns that indicate 
opportunities for improvement, 
and use the information in their 
educational activities.

“The patients that were admitted 
to the inpatient unit and discharged 
from the inpatient unit in observation 
status is a problem population. We 
are drilling down to determine why 
they weren’t placed in observation in 
the first place,” Meuris says.  n

Behavioral Healthcare in ED Improved 
With Telepsychiatry

Quality of care for behavioral 
health patients in the ED 

has been dramatically improved at 
Rideout Regional Medical Center in 
Marysville, CA, with a program that 
aims to get professional help to people 
in need as soon as possible. In addi-
tion, the ED dramatically reduced its 
length of stay for these patients.

By serving mentally ill patients bet-
ter, the hospital also benefits with less 
overcrowding in the ED, decreased 
violence from frustrated patients, and 
less need to warehouse patients until a 
doctor can see them.

Prior to implementing a program 
that involves telepsychiatry services, 
the Rideout ED struggled with the 
same issue seen in most hospitals 
across the country: Patients needing 
behavioral healthcare appeared in 
the ED often and would be cleared 
medically, but they then had to wait 
until a psychiatrist could see them, 
and that meant keeping them in the 
ED and dealing with disruptions or 
even violence from some patients, 

says Theresa Hyer, RN, director of 
emergency services at Rideout. Simply 
finding space for them to wait also 
was an issue and some would stay for 
days until they could be admitted to a 
mental health facility.

“Patients sat and waited and didn’t 
get a true mental health assessment 
from a psychiatrist until they were 
admitted to a facility,” Hyer says. “We 
did our best, but it wasn’t good for 
the patient and it was a functional 
problem for the ED.”

That was the situation in most 
EDs, says Scott Zeller, MD, vice pres-
ident of psychiatry with CEP Amer-
ica, a company based in Emeryville, 
CA, that provides staffing and other 
services to EDs across the country. 
Zeller is the former chief of psychiat-
ric emergency services of the Alameda 
Health System in California, where he 
led one of the busiest psychiatric EDs 
in the country, and he is past presi-
dent of the American Association for 
Emergency Psychiatry.

“I find this strange and frustrat-

ing because this is the only illness 
where the default treatment plan is 
admission,” Zeller says. “But if you 
go to the ED with an asthma attack, 
they’re going to give you the treatment 
you need and send you home. We 
should be treating people in the ED 
and resolving their problems in the 
emergency setting, just like any other 
emergency.”

Most psychiatric emergencies can 
be resolved within 24 hours, Zeller 
says. The lack of beds, leading to 
backup and long waits, is because of 
the automatic decision to admit the 
patient, he says.

“If you admitted everybody who 
came to the hospital with chest pain, 
you’d run out of beds very quickly. 
But only 10-15% are admitted,” 
Zeller says. “There are similar numbers 
with psychiatry indicating that if you 
get these patients the help they need 
in the emergency setting, you’ll end 
up admitting only 20-30%.”

Rideout addressed the problem 
by making it possible for patients to 
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be evaluated without delay by county 
mental health workers in the ED, 
and when necessary the patient can 
receive a full mental health assessment 
in the ED through telemedicine. The 
hospital contracted with a company 
that provides access to psychiatrists at 
all hours through telemedicine.

“The ED had become just a hold-
ing ground for psychiatric patients. 
Instead of waiting for that elusive 
mental health bed, we now use our 
county health workers to start the 
behavioral screening, and then if they 
need to, the patient can talk to a psy-
chiatrist within minutes rather than 
waiting for a bed they might not even 
need,” Hyer says. “They might be able 
to get the patients on medications that 
will clear them and they don’t even 
need to be admitted.”

The county mental health work-
ers and the telepsychiatry provider 
also work to develop a plan for a safe 
discharge back home, another process 
that previously would not have begun 
until the patient reached a mental 
health facility.

Hyer says the effects have been 
significant.

“It has taken between three and 
five hours off the length of stay for 
every single mental health patient, 
but on top of that is has improved 
the quality of care big time for those 
patients,” she says. “The mother of a 
long-time psychiatric patient came 
up to me and told me that she had 
never seen treatment like and just 
raved about the care he received in our 
emergency room. She said it was un-
like anything she had ever seen before, 
and he had been to quite a few really 
well-known healthcare organizations.”

The improvement in turnaround 
time to discharge is a major benefit 
for the ED, Hyer says. The effect is 
felt throughout the ED because fewer 
mental health patients waiting in the 
ED means more staff, space, and other 

resources are available.
“Each one of those people require 

a sitter to stay with them to make sure 
they’re safe and the staff are safe, so all 
the resources are affected when you 
decrease length of stay,” Hyer says. 
“But the best part about this is that 
it’s really treating the human needs of 
the psychiatric patient. A lot times an 
emergency room will come up with 
ways to push people through quicker, 
but it’s not always getting them 
what they need. This gets you both 
benefits.”

The program relies on build-
ing a good relationship with county 
mental health workers, Hyer says. She 
encouraged and empowered them to 
assess and treat mental health patients 
with the same approach that the ED 
provides for physical illness or injury 
— timely assessment, treatment, and 
discharge or on to the appropriate 
place. Urgency is warranted some-
times because a person on the edge of 
a psychotic episode may actually need 
care just as quickly as someone having 
a heart attack.

“They see the patients the second 
they come through the door and get 
telepsychiatry involved right off the 
bat,” Hyer says. “These are master’s-
level mental health professionals and 
they focus on spotting the patient 
with a mental health issue and provid-
ing care as quickly as possible, which 
is a big turnaround from when we 
had to just hold on to them a while, 
sometimes a long while.”

The county workers created a 
three-way pathway they use to make 
decisions from the beginning about 
how they will try to help the patient. 
They place each patient on a clinical 
pathway intended to result in the pa-
tient being discharged home, sent to 
a psychiatric bed, or given a medical 
bed because there are physical condi-
tions also needing care.

Zeller says providing mental health 

access as quickly as possible changes 
everything.

“If you can get a psychiatrist to a 
patient with a psychiatric emergency 
quickly, you’re going to change the 
course of what’s happening and their 
chance of being able to go home goes 
through the roof,” Zeller says. “You’re 
giving them better care and taking a 
strain off the system.”

Getting the patient out of the ED 
as soon as possible can be the best 
quality care, even though the hospital 
benefits as well, Zeller says. A typical 
ED setting can be a bad place for a 
person with psychiatric issues to stay a 
while, he says.

“If you’re having paranoid 
hallucinations or are despondent and 
suicidal, two very common diagnoses, 
being in a noisy, confining ED is not 
going to be helpful for you and might 
make your situation much worse,” 
Zeller says. “The noises, sounds of 
people in pain, people rushing by, 
police present, lots of blinking lights 
and strange buzzers. In many cases, 
getting them out of that environment 
as soon as possible is in their best 
interest.”

The program has improved 
quality of care without the hospital 
investing much money, Hyer notes. 
The telepsychiatry service’s monthly 
fee is the biggest expense, with a fee 
for each encounter with a psychiatrist. 
The county pays their mental health 
workers and for some psychiatric care. 
The program has been in place for less 
than a year, so the financial benefit 
hasn’t been formally calculated yet.

“The win for the hospital is that 
even though there are some expenses, 
beds are opened up,” Hyer says. “Our 
normal turnaround time for a medical 
patient is only 140 to 150 minutes, so 
you can imagine how many times we 
could have moved a patient through a 
bed that a single mental health patient 
is occupying for four or five days.”  n
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CE INSTRUCTIONS

CE OBJECTIVES
After reading each issue of Hospital Case Management, the nurse will be able to do the 

following:

1. identify the particular clinical, administrative or regulatory issues related to the profession 
of case management

2. describe how the clinical, administrative or regulatory issues particular to the profession 
of case management affect patients, case managers, hospitals or the healthcare industry 
at large 

3. discuss solutions to the problems facing case managers based on independent 
recommendations from clinicians at individual institutions or other authorities.  

CE QUESTIONS

1. According to Deborah K. 

Hale, CCS, CCDS, president 

of Administrative Consultant 

Services, CMS has clarified that 

hospitals don’t need to create a 

separate physician certification 

statement, but that the 

documentation should reflect 

the physician’s rationale for an 

inpatient admission.

a . True

b False

2. When the two Beneficiary and 

Family Centered Care-Quality 

Improvement Organizations 

(BFCC-QIOs), Livanta and 

KEPRO, conduct initial reviews 

of hospital inpatient claims 

for stays of less than two 

midnights, how many records 

can they request?

a . 10 from each hospital

b . 25 from each hospital

c . 10 from small hospitals; 25 from 

large hospitals

d . Up to 50 records

3. According to Wanda Pell, 

MHA, BSN, how often should 

case managers review patients 

who are receiving observation 

services?

a . Every four to six hours .

b . Every eight hours .

c . First thing every morning .

d . Depends on the patient .

4. What is the nurse-patient ratio 

on the Outpatient Observation 

Unit at Rockford Memorial 

Hospital?

A . One nurse for every three to 

four patients .

B . One nurse for every four to five 

patients .

C . One nurse for every six to eight 

patients .

D . One nurse for every 10 

patients .


