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Medicaid Begins Coverage for Hospital 
Emergency Room Observation Services 

Effective April 1, 2011, New York State Medicaid, including Medicaid 

managed care and Family Health Plus (FHPlus) plans, will provide separate 

payment in certain situations for hospital observation services provided in a 

distinct observation unit, in addition to payment for the emergency room 

medical visit.  Payment will be made under Ambulatory Patient Group 450 

(APG).  Medicaid payment for observation services is limited to patients who 

are seen, evaluated and admitted to the Observation Unit via the hospital’s 

emergency service and for whom a diagnosis and a determination concerning admission, discharge or transfer cannot be 

accomplished within eight hours of admission to observation status, but can reasonably be expected within 24 hours. In 

order to be reimbursed for observation services, a patient must be in observation status for a minimum of eight hours 

(with clinical justification).  This is in addition to any time that the patient spent in the Emergency Room prior to admission 

to the observation unit.  Hospitals may bill up to 24 hours of observation services, at which time the patient must be 

admitted as an inpatient or discharged.  Medicaid will not reimburse for direct admits to observation (CPT/HCPCS code 

G0379).   

 The Department of Health is in the process of adopting regulations governing the operation of Observation Units.  In the 

interim, to obtain Medicaid payment for such observation services, facilities must have a waiver approved by the Office of 

Health Systems Management (OHSM), Division of Certification and Surveillance (to initiate this process, please contact 

OHSM staff at 518-402-1003).  Waivers are issued on a site specific basis.  The OHSM waiver criteria are listed at the end 

of this article.  Medicaid will not reimburse for observation services provided at hospital facilities that have not received a 

Department of Health waiver to provide such services.     -continued on page 3-                                                                                        

          T H E  O F F I C I A L  N E W S L E T T E R  O F  T H E  N E W  Y O R K  M E D I C A I D  P R O G R A M   
 

New York State
 visit us online: www.health.ny.gov 

M A Y  2 0 1 1  
VOLUME 27 - NUMBER 6    

 

Andrew M. Cuomo 
GOVERNOR 
State of New York  

Nirav R. Shah, M.D. 
COMMISSIONER 
New York State DOH   

Jason A. Helgerson 
MEDICAID DIRECTOR & DEPUTY COMMISSIONER 
Office of Health Insurance Programs 

The Medicaid Update is a monthly publication of 
the New York State Department of Health. 



 

 

 
 MAY 2011 MEDICAID UPDATE  
 
IN THIS ISSUE … 
POLICY AND BILLING GUIDANCE 
Medicaid Begins Coverage for Hospital Emergency Room Observation Services ……………………………………………………cover – page 6 
Procedure Code and Modifier Requirements when Submitting Claims to Both Medicare and Medicaid ………………….page 7 
Medicaid Reimbursement Rates for Smoking Cessation Counseling (SCC) ……………………………………………………………page 8  
SPARCS Expanded Outpatient Data Collection Program Update ……………………………………………………………………………page 9 
Attention Ambulance Providers: Report Enrollee Abuse of Emergency Medical Services ………………………………………..page 10-11 
Revised Ambulette Transportation Fees Implemented by the Medicaid Redesign Team ………………………………………...page 12 
Attention Dental Providers: New Policy and Procedure Manual and Fee Schedule Available …………………………………..page 13 
 

PHARMACY UPDATES 
Clinical Drug Review Program (CDRP) Fax Options and Requirements …………………………………………………………………..page 14 
Preferred Drug Program (PDP) Update …………………………………………………………………………………………………………………page 15 
Medicaid Benefit Changes for Durable Medical Equipment, Prosthetics, Orthotics and Supplies (DMEPOS) ……………page 16 
Medicaid Drug Rebate Program Update ……………………………………………………………………………………………………………….page 17 
 

ALL PROVIDERS 
Provider Directory ……………………………………………………………………………………………………………………………………………….page 18 

 
 
 

 
 

 
 
 
 
 
 



 

 

 
   

 
( c o n t i n u e d  f r o m  c o v e r )   
M e d i c a i d  B e g i n s  C o v e r a g e  f o r  H o s p i t a l  E m e r g e n c y  R o o m  O b s e r v a t i o n  S e r v i c e s   

The following Medicaid payment policy and reimbursement criteria will apply concerning Medicaid payment 

for observation services in an observation unit.  Required documentation for Medicaid payment for 

observation unit services includes: 

    a clinical justification for observation status; 
    a working diagnosis; 
    any tests or treatments administered while the patient is in observation status; 
    progress notes by a responsible Physician, PA or NP; and  
    final disposition of the patient from the observation unit.   

 

Billing Guidelines and Requirements 

Observation services should be billed under APG rate code 1402 and CPT/HCPCS code G0378 (hospital 

observation service, per hour). The number of hours in observation status must be coded in the units of 

service field of the claim line on which G0378 is coded. The appropriate CPT/HCPCS codes for all ancillary 

services provided to the patient while in observation status should also be reported on the claim. Facilities 

should code G0378 only when the length of stay in the observation unit is for 8 or more hours. If the length of 

stay in the observation unit is less than 8 hours, the observation portion of the stay is not reimbursable by 

Medicaid and the observation code should not be reported on the APG claim.   

Only those hours that the patient is actually in the observation unit may be billed with G0378.  Significant 

procedures or high intensity ancillaries (MRI, PET scans, CT scans) will cause G0378 to package, meaning it 

will not be paid separately.  Low level ancillaries (X-rays, laboratory tests) and drugs will not cause G0378 to 

package and observation will be paid separately.    

Observation unit services end when the patient is admitted as an inpatient, or is discharged from the 

hospital. If the patient is admitted to inpatient status, only the inpatient admission may be submitted for 

payment and the emergency room services and associated observation services should not be billed to 

Medicaid. If the patient must be transferred to another facility, the emergency room and observation services 

may be submitted for payment.  -continued on next page-                                                                                                                     
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( c o n t i n u e d  f r o m  p a g e  3 )   
M e d i c a i d  B e g i n s  C o v e r a g e  f o r  H o s p i t a l  E m e r g e n c y  R o o m  O b s e r v a t i o n  S e r v i c e s   
 

Managed care organizations (MCOs) may choose to utilize a criteria-based assessment tool for determining 

whether the observation stay is medically necessary.  Approval of observation services may be subject to 

either prior authorization or a retrospective review process.   

Observation Services Billing Examples  
 

Hours in ED Hours in Observation Unit Provider Billing 

3 hours 6 hours Payment for ED visit only - do not report 
observation services on the APG claim.  

3 hours 9 hours Payment for ED visit and Observation (9 units) 

8 hours 24 hours Payment for ED visit and Observation (24 units) 

8 hours 4 hours Payment for ED visit only - do not report 
observation services on the APG claim. 

 

Note: Medicare’s payment policy for observation services is different than that utilized by Medicaid.  

Nevertheless, Medicaid will continue to reimburse the Medicare Part B coinsurance amounts (to the extent 

permitted by State statute) for dually-eligible recipients. 

Questions? Please call the Division of Financial Planning and Policy at (518) 473-2160 for any additional 

information or questions about Medicaid coverage policy for observation services.   

 

 
 
 
 
 
 
 
 

POLICY & BILLING GUIDANCE  

               May 2011 Medicaid Update                                                                                                                                                    page 4 



 

 

 
 
 

 
 

EMERGENCY DEPARTMENT OBSERVATION UNIT SERVICES 
Application and Review Criteria For Regulatory Waiver of Eight-Hour ED Length of  

Stay Limitation for Patients Assigned to Observation Units 
 

 
The application must include a summary of the program proposed, that includes: 
 

1. Program goals and objectives for the observation unit, which must include use of the unit only for 
observation, diagnosis and stabilization of those patients for whom diagnosis and a determination 
concerning admission, discharge, or transfer cannot be accomplished within eight hours, but can 
reasonably be expected within twenty-four hours.  

 
2. Clinical Criteria/Indicators for Assignment and Discharge/Exclusion Criteria. 

 
3. Clear Statement/Description of Oversight and Accountability, which must provide for: 

a. Organization of the observation unit under the direction and control of the Emergency 
Service; 

b. The integration of the observation unit and its services with the emergency service and other 
related services of the hospital; and 

c. Medical staff adoption of policies and to assure appropriate use of the observation unit.  

 
4. Description of the Physical Space, which must include: 

a. The size and location of the unit and number of beds. The total number of observation unit 
beds in a hospital shall be limited to five percent of the hospital’s certified bed capacity, and 
shall not exceed forty, provided that in a hospital with less than 100 certified beds, an 
observation unit may have up to five beds.  

b. A distinct physical space separate from the rest of the emergency service, except in a hospital 
designated as a critical access hospital pursuant to subpart F of part 485 of Title 42 of the 
Code of Federal Regulations or a sole community hospital pursuant to section 412.92 of Title 
42 of the Code of Federal Regulations or any successor provisions. 

c. Whether or not construction is required, a certification from a licensed architect or engineer, 
in a form specified by the Department, that the space complies with the applicable provisions 
of Parts 711 and 712-2 and section 712-2.4 of 10 NYCRR (Chapter 2.2, "Specific 
Requirements for General Hospitals," of Part 2, "Hospitals," of Guidelines for Design and 
Construction of Health Care Facilities, 2010 edition). 

d. To the extent that construction is required for the observation unit, compliance with Part 710 
of 10 NYCRR.                     
                                                                                                                                                                                                                            -continued-  
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( c o n t i n u e d  f r o m  p a g e  5 )   
E m e r g e n c y  D e p a r t m e n t  O b s e r v a t i o n  U n i t  S e r v i c e s  
Application and Review Criteria For Regulatory Waiver of Eight-Hour ED Length of Stay Limitation for Patients Assigned to Observation Units 
 
 

 
5. Defined staffing plan that: 

a. Provides for staff appropriately trained and in sufficient numbers to meet the needs of 
patients in the observation unit; 

b. At a minimum, provides for oversight of the medical care of the patients assigned to the 
observation unit by a physician, nurse practitioner, or physician assistant.  The physician, 
nurse practitioner, or physician assistant assigned to oversee the observation unit must be 
immediately available to meet the needs of patients in the observation unit and must not be 
assigned concurrent duties that will interfere with such availability. 

 
6. Quality Review/Improvement Activities -- to be established by hospital, but may include: 

a. Tracking inpatient admissions from the observation unit; 

b. Reducing returns to the ED; 

c. Reducing any hospital admissions within 7 days of discharge from the observation unit; 

d. Sample chart reviews/review of all deaths following an observation unit stay; 

e. Patient satisfaction/assessment tool. 

 
7. Hospitals operating observation units pursuant to waivers granted by the Department prior to  

May 1, 2011, may continue to operate those units consistent with the terms of their waivers. 
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