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Agenda

» Observation models of care

» Financial rationale of observation units for the hospital
» Professional observation fees

» Professional staffing models

» Negotiating for financial success
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Expectations from the C-Suite: Hiestand’s 4 C’s

Clinical Excellence

Calm and Contentment

Compliance (especially relevant to observation care)
Contribution to Margin

= 82
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Settings of Observation Care
EXMIBIT 1
Hospital Settings In Which Observation Services Am Provided
Setting  Description Characteristics
Type |  Protocol driven, observation Highest level of evidence for favorable
unit outcomes

Care typically drected by ED
Type 2 Discretionary care, observation  Care directed by a variety of spedialists

unit Unit typically based in ED

Type 3 Protocol driven, bed in any Often caled a “virtual observation unit”
location

Type 4  Discretionary care, bed in any Most common practice
location Unstructured care

Poor alignment of rescurces with
patients’ needs

Ross, Health Affairs, December 2013
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M
npatient Management of Observation Patients

Ovgtost Inswstygation | HEALTH CARS SKFORM

Hospitalized but Not Admitted

Characteristics of Patients With "Observation Status” at an
Academic Medical Center
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$3,000

Margin per visit
$2,000
51,000
(- / Type 4 observation care
5(1,000)
$(2,000) Inpatient All Obs Medicine

Obs

JAMA Internal Medicine, July 8, 2013
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How to Add Capacity

Two main options:

Build beds
Takes time (months/years) and money
(S millions)

Reduce length of stay
Pull the observation patients out of the
inpatient beds and manage them using
a different model
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First Author
Rydman(35)

Gaspoz(36)
Sayre(37)
Field(38)
Mikhail(39)
Roberts(40)
Stomel(41)
Robinson(42)
Chang(11)
Chang(11)
Miller(43)

Roberts(44)

Listernick(12)
Greenberg(45)

Benjamin(46)
Ross(47)

Longstreth(48)

Year

1998

1994
1994
1995
1997
1997
1999
2002
2008
2008
2010

1997

1986
2006

2000

2007

1995

Total Cost Savings of Observation Unit vs.
Inpatient Admission

$1,726

$1,322
$2,745
$2,645
$2,505
$966
$2,387
$1,675
$653
($1,219)
$605

$1,746

$6,641*
$426

$968
$748

$1,795

Type 1 observation care

Baugh et. al. Health Affairs. 2012
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1 Stats Table

' Currant Results v Meaults
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Modeled Savings:
Hospital Level

1 Sephen Bt

By Doyt W Seagh Ajs K iatasn. Dtue A Wi, Puoe A Sevms, lnwss O S wd

Making Greater Use Of Dedicated

Hospital Observation Units
For Many Short-Stay Patients
Could Save $3.1 Billion A Year

Mean avoided admissions: 3,600

Mean savings: $4.6 million
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Real Options

Econamec Exparsion
Probability = 3 %

Profi =35,000000

Loge = £3,000,000

Econamac Confmehizn

// Probtadlity = 50 %

Ecanamze Exparsion
Prebtadlity = 50 %5

Profit ="12,000,000

Lose = 1000000

Eronamie Contmchon

Frohaadlity = 50 %
13
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Back to Observation Medicine
Default care
without an
observation unit
14
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Value of an Observation Unit Stay

Saves $1,528 in direct costs
Saves hospital bed hours

&

Default cost

i

Observation unit
= investment

15
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1Y Mass General Brigham
TOtal Value Per Estimating Observation Unit Profitability with
L ittt SO
Patient
Direct Profit of Obsenvation Unit
= Avoidance of Loss on Admission
= Saved Opportunity Cost
16
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You Say “Observation?” Ehe Netw Jork Bimes

Under ‘Observation, ' Same Hospital Pativsts Fave Big Biils
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Why Oomg Under Observanon Can Cost You
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You may think you're an inpatient, but you're not
Haospitals call it being under observation
It's a real problem Here's how to prevent It

Bhis festr e ¢ by Lew cwvnen pay the It C

nee-s k[-wlu cowa uf mrvicos that an
e Aromind Cost You
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Source: AARP
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Policy Reform: SAM and SNF

SN COST-EFFECTIVE ST -
| ——— CARE SERIES

What’s Your Policy on Home
Meds for Observation Patients?

Home medications: Medicare should reimburse for
home medications administered while in
observation status (self-administered medications)

Qualifying inpatient minimum for SNF benefit:
Midnights in observation status should count toward
3-night minimum for SNF benefits

19
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OIG Report — Inpatient vs. Observation Expense
$800
$700
2% Self administered medicati
$500 / Increased to $207 in 2014
2400 $725
$300
$200 $401
$100
S0
Short stay inpatient Observation
94% of observation beneficiaries had a lower expense
than the inpatient deductible
2013 OIG data
20
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SNF Expense Real But Rare

Subsequent sNFﬁ(\1.7;%)/ No Medicare 1 in 714 visits

care, 25,24 benefit for SNF
care, 2,097
(0.14%)

Subsequent
inpatient
admission,
617,702

(41%)

Average SNF patient
expense = $10,503

2013 OIG data
21
=
1Y Mass General Brigham
Supplemental Insurance Reduces Patient Expense
85% of Medicare
TABLE 1. Insurer Payments and Beneficiary Out-of- beneficiaries have
Pocket Costs supplemental insurance
Medicare Stays, N = 408 -MedPAC 2016
Mean (SD}  Median IOR) Range
Paymens by Medicare $2533 288y  $1521(1838) S4-829633
Payments by suppiemestal nsurers
Privae psuress (N = 351) $454 (384} $324 332) $0-82530
State-basad nsurers N = 29 $221402) #3002 §2-§1.229
Beneficiary out-of-pocket cosls
Wtost supplemental isurer (N = 118)  $537 (1,557 SZ86 1440) $0-516,196"
Wt private supplemental SS4gt 039018 $0-§7,670°
isurer (N = 351)
Wem siate-based supplemenmal S163 (412 N15En $0-1870°
srerN=2
l Doyle et. al. Supplemental Insurance Reduces Out-of-Pocket Costs in Medicare
Observation Services. Journal of Hospital Medicine Vol 11 | No 7 | July 2016
22
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Lower Expense for the
Commercially-Insured
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Adusted sut-olpacket spending per shert-stay hespitalization (Inpatsent) and ob lon care stay (sutpationt), by
diagrosia, 2009-13

_— huy .
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Qutpatient:

Canac dysrhythimiss
Chest pain
Jyncog

% Abcaminal pain
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Adrion et. al. Rising Use Of Observation Care Among The Commercially Insured May Lead to Total And Out-Of-Pocket Cost
Savings. Health Affairs 36, NO. 12 (2017): 2102-2109.
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Back to Professional Billing and Staffing

Shifting Gears

Tioo rueat wabt Fask off €0 o gl proes (€0 TubR : v
Ml‘;l.*'..l‘h—-l“lm e or Ridar L e R e s | R T S e L
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Billing Models: One versus Two Service

cpt
RO

*CPT/Payers: cannot bill two E&M codes on the same calendar date from the
same specialty and group

eStark Law: self-referral risk

25
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Billing Models: One versus Two Service

Can’t control the date of service, so there are two options to get paid for
both the ED visit and observation visit on the same date if you staff with a
separate physician:

Different group (Tax ID number)

Different specialty (NPI number)

One Service Two Service

F

)

10O

4

=il =il

26
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Staffing Model for One Service Dedicated Unit

2 Nurses 1 Medical 1 Physician (rounds and PRN) 1 Unit Secretary 1 Case Manager (shared)
Assistant 1 Advanced Practice Provider

Rty ¥y ¥y ¥ oy
R ¥ oy oy g

10 beds

Key collaborators: Physical therapy, social work, pharmacy, IS, radiology, consulting services

Leadership: Medical director, APP leader and nurse manager

)
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One Service Cash Flow Model

$8,000

$7,000 Revenue = marginal difference between
observation and ED E&M payments

$6,000

$5,000

$4,000

$3,000

$2,000

$1,000

S0
0 1 2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
Daily Patient Throughput

= == o Fixed APP cost

Fixed EM attending cost === \V/ariable EM attending cost e Total daily cost === Total daily revenue

14
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Net Loss at All Levels of Patient Throughput

$8,000

$7,000

$6,000

$5,000

$4,000

$3,000

$2,000

$1,000

$0

0 1 2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
Daily Patient Throughput

= @ oFixed APP COSt e Fixed EM attending cost === Variable EM attending cost == Total daily cost === Total daily revenue

29
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Simulation — Annual Net Loss from One Service Model
610% ’ Net loss = $315,382 +/- $89,635 ‘
Assumes 10 bed EDOU with
5.0% throughput of 9 patients/day
12h of APP staffing
2 4.0%
2 2.5 hours of EM attending
2 2o coverage
3 3%
E 2.0%
oox 1 ..I||| | | ||||..
Q@é’@@ @Q@Q@@@@é’@@@ @e@&o@@@@@,jg@@@o@g
g S L?"° oS B N S S & ST TS TS
30
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Staffing Model for Two Service Dedicated Unit

5 Nurses 2 Medical 1 Physician (dedicated) 1 Unit Secretary 1 Case Manager (dedicated)

. N N _ _ Assistants. 1-2 Advanced Practice Providers
2O 03 899 n~9 - o
L '_l L, g’ ._ Wy :J)) ;ﬂl ﬁn L5 0

25 beds
Key collaborators: Physical therapy, social work, pharmacy, IS, radiology, consulting services
Leadership: Medical director, APP leader and nurse manager
—_
1
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Two Service Cash Flow Model

$8,000
Revenue = recaptured ED

$7,000

$6,000

$5,000

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
Daily Patient Throughput

@@= oFixed APP cost === Total daily cost === Total daily revenue e Fixed EM attending cost

16
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Breakeven Potential Over 20 Patients/Day

$8,000

$7,000

$6,000

$5,000

$4,000

$3,000

$2,000

$1,000

Y it L

/

T T Ty

0 1 2 3 45 6 7 8 9 10111213 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35
Daily Patient Throughput

@ @» o Fixed APP OSt s Total daily cOst === Total daily revenue s Fixed EM attending cost

33
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Simulation — Annual Net Cash Flow in Two Service

Model

’ Net profit = $37,569 +/- $359,583 ‘

3.0%

2.5%

~
=}
=x

Percent of Iterations
»—\ n
Q u
=X ES

o
@
=

J uhinhi

Assumes 25 bed EDOU with
throughput of 22 patients/day

24h of APP staffing

12 hours of EM attending
coverage
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Why Should You Own Observation?
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Pros
Expand reach/footprint of department
Increase department resources
Strengthens interdepartmental relationships
Political “win”
Access to research and training setting
Gain experience and expertise in rapidly growing area

Cons
Practice creep
“Not what | signed up for”
Observation is not a profit center
Vulnerable to policy changes

ST

RENGTHS
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Summary
» Observation has been around for decades and isn’t going away

» Benefits of observation come from protocol use in dedicated units
» Observation unit staffing model will dictate need for hospital subsidy

» Observation care is an opportunity for emergency physicians,
hospitalists and specialists to collaborate

18
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cbaugh@bwh.harvard.edu
% @DrChrisBaugh
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