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The Latest on Observation, Provider-Based 
Clinics and MedPAC Reports
Familiarize yourself with these new requirements
By Duane C. Abbey, PhD, CFP

O
n August 6, 2015, the President signed the 
NOTICE Act (H.R. 876) into law.1 NOTICE 
stands for Notice of Observation Treatment 
and Implication for Care Eligibility. It is a 

short amendment to the Social Security Act Title XVIII, and 
the provisions of the act go into full effect one year after 
enactment. Beginning August 1, 2016, hospitals, including 
Critical Access Hospitals (CAHs), must be in compliance.

The main provision in this new law is that Medicare 
beneficiaries must be informed regarding their status as an 
inpatient versus outpatient observation, no later than 36 
hours after the beneficiary starts receiving services. From the 
perspective of the Medicare beneficiaries, the distinction is 
important for a number of reasons including inpatient days 
counting toward skilled nursing facility (SNF) coverage and 
the possible payment for self-administrable drugs if they are 
classified as outpatients.

CMS should provide additional instructions on the form, 
format and signature requirements. The type of regulatory 
guidance or even subregulatory guidance is not known. 
Internal auditors should work with utilization review (UR) 
staff, patient financial services staff and clinical staff to 
work through the various types of situations that may arise. 
Although this law seems straightforward, its application to 
real-world situations is likely to become complex.

For instance, consider a case in which a patient is nearing 
the end of her second day in the hospital. The patient was 
admitted as an inpatient and was so informed. Just before 

1 See www.govtrack.us/congress/bills/114/hr876

she is to be released, UR staff indicates the stay should have 
been classified as outpatient observation and that Condition 
Code 44 will be used on the claim to indicate the status was 
changed before the patient was discharged.2

Processes will be needed for informing the Medicare 
beneficiary and for informing the patient about any change 
in patient liability.

Be sensitive to the many different types of situations that 
can arise when policies and procedures are developed. 
These policies and procedures, along with the concomitant 
audits, should be broad enough to include clinical staff 
being aware of the status of the patient. Particularly for 
nursing staff there may be differences in charge capture 
processes depending upon whether the beneficiary is an 
inpatient or an outpatient.

Hospital off-campus clinic billing
Effective January 1, 2016, CMS requires hospitals or other 
main providers3 to start reporting the billing of off-campus 
provider-based clinics in a special way. Note that the word 
clinic is used in a broad sense. The requirement also appears 
to affect any off-campus provider-based operations even if 
only a UB-04 claim form is filed.

For provider-based clinics in which both a professional CMS-
1500 claim form and a facility UB-04 (CMS-1450) claim form 

2 Note that the CMS requirements for using Condition Code 44 and the official 
NUBC (National Uniform Billing Committee) requirements are quite different.

3 See the Provider-Based Rules at 42 CFR §413.65. Main Providers are generally 
hospitals but can, in theory, also include providers such as skilled nursing 
facilities.
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are filed, there are new coding and billing requirements for 
off-campus operations. Here are the new requirements:

 • On the UB-04 the modifier PO is to be used at the line-
item level

 • On the CMS-1500, the POS (Place of Service) should be 19

POS 19 is new and will be effective as of January 1, 2016. 
POS 19 and 22 form a pair of codes with POS 19 addressing 
off-campus sites. The description for POS 22 has been 
modified to include only on-campus outpatient sites of 
service.

CMS has implemented these changes to gather data 
concerning off-campus provider-based clinics. This data 
collection has been prompted by continuing pressure from 
the Office of Inspector General (OIG) and MedPAC (Medicare 
Payment Advisory Commission). Why CMS has chosen to 
collect data only for off-campus operations is not known. 
Many hospitals have provided-based clinics on campus and 
sometimes even inside the hospital itself.

You should take the necessary steps to assure the billing 
requirements are being properly addressed. When checking 
for these two new requirements, you should also consider 
expanding your audit to confirm your organization is 
meeting all the requirements of the Provider-Based Rule4 
and the proper documentation of physician supervision.5

4 42 CFR §413.65.
5 42 CFR §410.27.

MedPAC
Internal auditors and compliance staff should routinely 
review the reports issued by MedPAC. While the 
recommendations from MedPAC are advisory in nature and 
not binding upon the Medicare program, these reports go 
to Congress and are carefully reviewed by governmental 
entities like the Office of the Inspector General.

MedPAC publishes reports three to four times annually and 
these reports can help you understand various compliance 
and payment issues that need further action. For instance, 
concern about the increased payment for provider-based 
clinics6 or MedPAC’s concern about hospital short-stay 
issues.7 NP

6 June 2013 MedPAC Report to Congress, page 36.
7 June 2015 MedPAC Report to Congress, page 173.

Processes will be needed for informing the Medicare beneficiary and for 
informing the patient about any change in patient liability.
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