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Blue KC has developed medical policies that serve as one of the sets of guidelines 
for coverage decisions. Benefit plans vary in coverage and some plans may not 
provide coverage for certain services discussed in the medical policies. Coverage 
decisions are subject to all terms and conditions of the applicable benefit plan, 
including specific exclusions and limitations, and to applicable state and/or federal 
law. Medical policy does not constitute plan authorization, nor is it an explanation 
of benefits.   

When reviewing for a Medicare beneficiary, guidance from National Coverage 
Determinations (NCD) and Local Coverage Determinations (LCD) supersede the 
Medical Policies of Blue KC.  Blue KC Medical Policies are used in the absence of 
guidance from an NCD or LCD. 

Policy 
Blue Cross and Blue Shield of Kansas City (Blue KC) will provide coverage for 
Observation Room Services when it is determined to be medically necessary 
because the criteria shown below are met.  

This medical policy relates only to the services or supplies described herein. Please 
refer to the Member's Benefit Booklet for availability of benefits. Member's benefits 
may vary according to benefit design; therefore member benefit language should 
be reviewed before applying the terms of this medical policy. 

When Policy Topic is covered 
In order for an observation stay (a period not to exceed 48 hours) to be 
considered medically necessary, the following conditions must be met: 

 The patient is clinically unstable for discharge; And
 Clinical monitoring, and/or laboratory, radiologic, or other testing is

necessary in order to assess the patient’s need for hospitalization; Or
 The treatment plan is not established or, based upon the patient’s condition,

is anticipated to be completed within a period not to exceed 48 hours; Or
 Changes in status or condition are anticipated and immediate medical

intervention may be required.
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Observation Services may be categorized as follows: 

 Patient evaluation: When the patient arrives at the facility in an unstable
medical condition, an observation stay pending determination of a definitive
treatment plan may be considered appropriate.

 Outpatient surgery: Observation service coverage is restricted to
situations where a patient exhibits an inordinate or unusual reaction to the
surgical procedure, such as difficulty in awakening from anesthesia, a drug
reaction, or other post-surgical complications which require monitoring or
treatment beyond that customarily provided in the immediate postoperative
period. Routine pre-operative preparation and recovery room services are
not to be billed as observation services.

 Diagnostic testing: For scheduled outpatient diagnostic tests which are
invasive in nature, the routine preparation before the test and the
immediate recovery period following the test is not considered as an
observation service. However, when a patient has a significant adverse
reaction (above and beyond the usual or expected response) as a result of
the test that requires further monitoring, outpatient observations services
may be reasonable and necessary. Observation services would begin at that
point in time when the reaction occurred and would end when it is
determined that the patient is either stable for discharge or appropriate for
inpatient admission.

 Outpatient therapeutic services: When the patient has been scheduled
for ongoing therapeutic services as a result of a known medical condition, a
period of time is often required to evaluate the response to that service. This
period of evaluation is an appropriate component of the therapeutic service
and is not considered an observation service. Observation service would
begin at that point in time when a significant adverse reaction occurred, that
is above and beyond the usual and expected response to the service.
Observation status does not apply when a beneficiary is treated as an
outpatient for the administration of blood only and receives no other medical
treatment. The use of the hospital facilities is inherent in the administration
of the blood and is included in the payment for administration.

When Policy Topic is not covered 
When the medical criteria and guidelines listed above are not met. 

Observation services that extend beyond a 48 hour period are not covered. 
Providers must contact Blue KC and obtain approval for inpatient status for any 
services beyond the initial 48 hour period. 

The following is a list of services that are not considered appropriate for 
observation room services (this list is not all inclusive): 

 services that are not reasonable or necessary for the diagnosis or treatment
of the patient

 outpatient blood product administration
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 lack of/delay in patient transportation
 provision of a medical exam for patients who do not require skilled support
 routine preparation prior to and recovery after diagnostic testing
 routine recovery and post-operative care after ambulatory surgery
 when used for the convenience of the physician, patient or patient’s family
 while awaiting transfer to another facility
 when an overnight stay is planned prior to diagnostic testing
 standing orders following outpatient surgery
 services that would normally require inpatient stay
 observation following an uncomplicated treatment or procedure
 services that are not reasonable and necessary for care of the patient
 services provided concurrently with chemotherapy
 when inpatient is discharged to observation status

Considerations 
When in receipt of clinical data requesting hospital authorization, if inpatient status 
is medically necessary, and inpatient status is requested by the attending 
physician, inpatient status shall be authorized, regardless of anticipated length of 
stay (LOS). 

If inpatient status is medically necessary, but observation status is requested 
by the attending physician, observation status shall be authorized. 

If clinical data at the time of hospital presentation does not support inpatient 
status, regardless of the attending physician’s request, inpatient status will 
be denied and observation status will be recommended. 

Medicare designated, inpatient only surgeries will be given an inpatient status. 

This policy may apply to the following codes. Inclusion of a code in this section 
does not guarantee that it will be reimbursed.  

Applicable service codes: 99217, 99218, 99219, 99220, 99224, 99225, 99226, 
99234, 99235, 99236, G0378 

When reviewing appropriateness of observation status, Blue KC may request 
medical records for determination of medical necessity. When medical records are 
requested, letters of support and/or explanation are often useful but are not 
considered sufficient unless all specific information needed to make a medical 
necessity determination is included. 

Documentation should include the following information: 

 the attending physicians order for observation care with clock time (or clock
time can be noted in the nurse’s observation admission note)

 the physician admission and progress notes confirming the need for
observation care
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 the supporting diagnostic and/or ancillary testing reports
 the admission progress notes (with the clock time) outlining the patient’s

condition and treatment
 the discharge notes (with clock time) with discharge order and nurses notes

Description of Procedure or Service 
Observation services are defined as the use of a bed, periodic monitoring and/or 
short term treatment by a hospital’s nursing or other staff. These services are 
considered reasonable and necessary to evaluate a patient’s condition to 
determine the need for possible inpatient admission. Observation care provides a 
method of evaluation and treatment as an alternative to inpatient hospitalization. 

The services may be considered eligible for coverage only when provided under a 
physician’s order or under the order of another person who is authorized by state 
statute and the hospital’s by laws to admit patients and order outpatient testing. 

The observation services must be patient-specific and not part of a standard 
operating procedure or facility protocol for a given diagnosis or service. 

***Note: This Medical Policy is complex and technical. For questions concerning 
the technical language and/or specific clinical indications for its use, please consult 
your physician. 

Rationale 
References: 
1. 9/96 Medical Director’s Committee
2. 3/99 Vice President of Healthcare Management
3. 3/99 Medical Policy Advisory Group Review
4. Medical Policy Advisory Group - 3/1/2001
5. Specialty Matched Consultant Advisory Panel - 9/2002
6. Medical Policy Advisory Group - 10/2003
7. Medical Policy Advisory Group - 9/2005
8. Centers for Medicare & Medicaid Services. Medicare Benefit Policy Manual. 20.5-Outpatient

Observation Services. Effective 1/1/06. Retrieved 8/29/06 from
http://www.cms.hhs.gov/manuals/Downloads/ bp102c06.pdf

9. Centers for Medicare & Medicaid Services. LCD for Outpatient Observation Bed/Room Services
(L1158). Effective 6/21/06. Retrieved 8/29/05 from
http://www.cms.hhs.gov/mcd/viewlcd.asp?lcd_id=1158

10. Coffey RM, Barrett ML, Steiner S. Final Report Observation Status Related to Hospital Records.
2002. HCUP Methods Series Report #2002-4. ONLINE September 27, 2002. Agency for
Healthcare Research and Quality. Available: http://www.hcup-us.ahrq.gov

11. Specialty Matched Consultant Advisory Panel- 3/2011
12. Centers for Medicare & Medicaid Services. LCD for Outpatient Observation Bed/Room Services

(L1158). Effective 6/21/06 and revision effective date 9/30/2010. Retrieved 1/22/13 from
http://www.cms.gov/medicare-coverage-database

13. Specialty Matched Consultant Advisory Panel- 2/2013
14. Centers for Medicare & Medicaid Services. LCD for Outpatient Observation Bed/Room Services

(L1158). Retrieved 1/30/14 from: https://www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/downloads/bp102c06.pdf

15. Specialty Matched Consultant Advisory Panel- 2/2014
16. Specialty Matched Consultant Advisory Panel- 2/2015
17. Specialty Matched Consultant Advisory Panel- 2/2016
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18. Specialty Matched Consultant Advisory Panel review 2/2020

Billing Coding/Physician Documentation Information 
99217 Observation care discharge day management (This code is to be 

utilized to report all services provided to a patient on discharge from 
outpatient hospital "observation status" if the discharge is on other 
than the initial date of "observation status." To report services to a 
patient designated as "observation status" or "inpatient status" and 
discharged on the same date, use the codes for Observation or 
Inpatient Care Services [including Admission and Discharge Services, 
99234-99236 as appropriate.]) 

99218 Initial observation care, per day, for the evaluation and management 
of a patient which requires these 3 key components: A detailed or 
comprehensive history; A detailed or comprehensive examination; and 
Medical decision making that is straightforward or of low complexity. 
Counseling and/or coordination of care with other physicians, other 
qualified health care professionals, or agencies are provided consistent 
with the nature of the problem(s) and the patient's and/or family's 
needs. Usually, the problem(s) requiring admission to outpatient 
hospital "observation status" are of low severity. Typically, 30 minutes 
are spent at the bedside and on the patient's hospital floor or unit. 

99219 Initial observation care, per day, for the evaluation and management 
of a patient, which requires these 3 key components: A comprehensive 
history; A comprehensive examination; and Medical decision making of 
moderate complexity. Counseling and/or coordination of care with 
other physicians, other qualified health care professionals, or agencies 
are provided consistent with the nature of the problem(s) and the 
patient's and/or family's needs. Usually, the problem(s) requiring 
admission to outpatient hospital "observation status" are of moderate 
severity. Typically, 50 minutes are spent at the bedside and on the 
patient's hospital floor or unit. 

99220 Initial observation care, per day, for the evaluation and management 
of a patient, which requires these 3 key components: A comprehensive 
history; A comprehensive examination; and Medical decision making of 
high complexity. Counseling and/or coordination of care with other 
physicians, other qualified health care professionals, or agencies are 
provided consistent with the nature of the problem(s) and the patient's 
and/or family's needs. Usually, the problem(s) requiring admission to 
outpatient hospital "observation status" are of high severity. Typically, 
70 minutes are spent at the bedside and on the patient's hospital floor 
or unit. 

99224 Subsequent observation care, per day, for the evaluation and 
management of a patient, which 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 
physicians, other qualified health care professionals, or agencies are 
provided consistent with the nature of the problem(s) and the patient's 
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and/or family's needs. Usually, the patient is stable, recovering, or 
improving. Typically, 15 minutes are spent at the bedside and on the 
patient's hospital floor or unit. 

99225 Subsequent observation care, per day, for the evaluation and 
management of a patient, which requires at least 2 of these 3 key 
components: An expanded problem focused interval history; An 
expanded problem focused examination; Medical decision making of 
moderate complexity. Counseling and/or coordination of care with 
other physicians, other qualified health care professionals, or agencies 
are provided consistent with the nature of the problem(s) and the 
patient's and/or family's needs. Usually, the patient is responding 
inadequately to therapy or has developed a minor complication. 
Typically, 25 minutes are spent at the bedside and on the patient's 
hospital floor or unit. 

99226 Subsequent observation care, per day, for the evaluation and 
management of a patient, which requires at least 2 of these 3 key 
components: A detailed interval history; A detailed examination; 
Medical decision making of high complexity. Counseling and/or 
coordination of care with other physicians, other qualified health care 
professionals, or agencies are provided consistent with the nature of 
the problem(s) and the patient's and/or family's needs. Usually, the 
patient is unstable or has developed a significant complication or a 
significant new problem. Typically, 35 minutes are spent at the bedside 
and on the patient's hospital floor or unit. 

99234 Observation or inpatient hospital care, for the evaluation and 
management of a patient including admission and discharge on the 
same date, which requires these 3 key components: A detailed or 
comprehensive history; A detailed or comprehensive examination; and 
Medical decision making that is straightforward or of low complexity. 
Counseling and/or coordination of care with other physicians, other 
qualified health care professionals, or agencies are provided consistent 
with the nature of the problem(s) and the patient's and/or family's 
needs. Usually the presenting problem(s) requiring admission are of 
low severity. Typically, 40 minutes are spent at the bedside and on the 
patient's hospital floor or unit. 

99235 Observation or inpatient hospital care, for the evaluation and 
management of a patient including admission and discharge on the 
same date, which requires these 3 key components: A comprehensive 
history; A comprehensive examination; and Medical decision making of 
moderate complexity. Counseling and/or coordination of care with 
other physicians, other qualified health care professionals, or agencies 
are provided consistent with the nature of the problem(s) and the 
patient's and/or family's needs. Usually the presenting problem(s) 
requiring admission are of moderate severity. Typically, 50 minutes are 
spent at the bedside and on the patient's hospital floor or unit. 

99236 Observation or inpatient hospital care, for the evaluation and 
management of a patient including admission and discharge on the 
same date, which requires these 3 key components: A comprehensive 
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history; A comprehensive examination; and Medical decision making of 
high complexity. Counseling and/or coordination of care with other 
physicians, other qualified health care professionals, or agencies are 
provided consistent with the nature of the problem(s) and the patient's 
and/or family's needs. Usually the presenting problem(s) requiring 
admission are of high severity. Typically, 55 minutes are spent at the 
bedside and on the patient's hospital floor or unit. 

G0378 Hospital observation service, per hour 

Additional Policy Key Words 
N/A 

Policy Implementation/Update Information 
12/2020 New Policy. Considered Medically Necessary when criteria are met. 
12/2021 No policy statement changes. 
12/2022 No policy statement changes. 

State and Federal mandates and health plan contract language, including specific 
provisions/exclusions, take precedence over Medical Policy and must be considered first in 
determining eligibility for coverage.  The medical policies contained herein are for informational 
purposes.  The medical policies do not constitute medical advice or medical care.  Treating health 
care providers are independent contractors and are neither employees nor agents Blue KC and are 
solely responsible for diagnosis, treatment and medical advice.  No part of this publication may be 
reproduced, stored in a retrieval system or transmitted, in any form or by any means, electronic, 
photocopying, or otherwise, without permission from Blue KC. 
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