
Medicare beneficiaries who undergo inpatient-only 

procedures frequently require significant time to recover 

before they can be safely discharged. If physicians do 

not write an admission order before an inpatient-only 

procedure is performed, the hospital cannot bill for that 

procedure or any ancillary procedures performed on the 

same day.

What’s at stake

Most facilities do not have a process in place to check 

scheduled surgical procedures against the inpatient-

only list. That’s where a case manager dedicated to the 

surgical unit can 

help, says Ronald 

Hirsch, MD, 

FACP, medical 

director of case 

management at 

Sherman Hospital 

in Elgin, IL. 

Case manage-

ment or someone 

trained in medical necessity criteria and CMS regulations 

should review all scheduled surgeries to be sure the pa-

tient is scheduled in compliance with Medicare guide-

lines, Hirsch says. 

“There is too much money at stake to not do this. 

Unfortunately, many hospitals will not learn this until 

the [Recovery Audit Contractors] start taking back the 

whole payment for surgeries done in the wrong setting,” 

he adds.

Some facilities, such as Port Huron (MI) Hospital, 

have a full-time case manager who scrutinizes the 

surgical schedule, and they have seen great results, 

says Rochelle Schiller, RN, MBA, director of care 

management at the facility. 

Physicians must assign the proper level of care to 

ensure appropriate reimbursement for all services pro-

vided. This is especially true when it comes to expensive 

surgical procedures that are on CMS’ inpatient-only list. 

According to Chapter 4 of the Medicare Claims Processing 

Manual, section 180.7:

CMS does not pay for an “inpatient-only” service fur-

nished to a person who is registered in the hospital as an 

outpatient and reports the service on the outpatient hospital 

bill type (TOB 13X). CMS also does not pay for all other ser-

vices on the same day as the “inpatient only” procedure.

Case management or 

someone trained in medical 

necessity criteria and CMS 

regulations should review 

all scheduled surgeries to be 

sure the patient is scheduled 

in compliance with Medicare 

guidelines, says Ronald 

Hirsch, MD, FACP.

Assign a surgery gatekeeper 
to ensure inpatient-only 
compliance
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After reading this article, you will be able to:

➤➤ Explain how a dedicated case manager can improve 

compliance with the inpatient-only regulations
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Investigate gray areas to improve patient status 
assignment

Not every patient status decision is difficult. Some are 

quite obvious. 

“I don’t think a hospital has ever received a request for 

a medical necessity review of a patient in the ICU intu-

bated on a dopamine drip,” said Ralph Wuebker, MD, 

MBA, vice president of audit, compliance, and education 

for Executive Health Resources, during the April 5  

HCPro, Inc., audio conference, “Short Stays: A Data-

Driven Approach to Medical Necessity.”

But Recovery Audit Contractors and Medicare Admin-

istrative Contractors (MAC) are not concerned with simple 

patient status decisions. They focus on the cases that fall 

into the gray area of patient status. 

Facilities that do not have a strong Medicare admis-

sion review process will struggle to get these cases cor-

rect and defend them should they come under scrutiny, 

Wuebker said.

Calculate observation rate

Facilities can look at admission statistics to get an idea 

of how well they are sorting out the gray-area cases. 

One key analytic is the Medicare medical observation 

rate. Divide your facility’s observation cases by the total 

number of observation and inpatient cases to get your 

observation rate. For example, 30 observation cases out 

of 1,000 combined cases would mean a 3% observation 

rate. The national average observation rate is between 

8% and 12%, according to Wuebker.

Facilities that feel they have a strong inpatient admis-

sion screening process but still have a high observation 

rate may need to look closely at their data, Wuebker said. 

Calculating observation rate according to payer may reveal 

that commercial payers are driving up the overall observa-

tion rate. That’s because many commercial payers are mod-

ifying their contracts to state that any hospital stay shorter 

than 24–48 hours is automatically an observation case.

Outpatient surgeries can also drive up the observation 

rate, so you may want to separate the medical observation 

cases from the surgical cases.

After completing those calculations, if your facility’s 

Medicare medical observation rate is still outside the 

national average, it may be a sign that you need to 

revamp your inpatient review process.

Evaluate patient screening process 

According to Wuebker, the following are common pro-

cesses that cause incorrect patient status assignment: 

➤➤ Decisions based solely on physician order

➤➤ Decision based solely on screening criteria

➤➤ Decisions based on screening criteria with RN case 

manager judgment

➤➤ Decisions based on screening criteria with attending 

or on-site physician advisor opinion

Admission decisions based solely on a physician or-

der can frequently lead to an overuse of inpatient and 

observation services depending on the medical staff’s 

regulation knowledge and bias, Wuebker said.

Most facilities have a solid Medicare review process 

that involves some type of review of the physicians’ 

orders, according to Wuebker. In many hospitals, screen-

ing criteria are applied to each case by a utilization 

review (UR) nurse or case manager to see whether the 

physician made the correct decision.

Process problems tend to come up following this 

point. If a case does not meet first-level screening crite-

ria, a facility must refer the case to a second-level physi-

cian review, Wuebker said.
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  Questions? Comments? Ideas?
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