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EDUCATIONAL SERIES:  
8 HR / 24 HR / 72 HR / 1 DAY / 2 MIDNIGHT / 3 DAY RULE 

 
With all the different names (8 hour, 24 hour, 72 hour, 1 day, 2 midnight, 3 day), it 
can be very tedious for providers to keep track of the guidelines for each observation 
and/or admit rule.  Most were created for CMS to issue guidance to Medicare 
Administrative Contractors (MACs) for determining the appropriateness of inpatient 
hospital admissions and the correct place of service (POS) used for the billing  of 
subsequent encounters.  Below is an outline of the various rules including the 
different names for each to assist providers in understanding and adhering to the 
correct rules depending on each patients situation.  
 
 
8 Hour Rule (Observation)  
Observation care is a well-defined set of specific, clinically appropriate services, which include ongoing short 
term treatment, assessment, and reassessment, that are furnished while a decision is being made regarding 
whether patients will require further treatment as hospital inpatients or if they are able to be discharged from the 
hospital. Observation services are commonly ordered for patients who present to the emergency department 
and who then require a significant period of treatment or monitoring in order to make a decision concerning their 
admission or discharge. 
 
Observation status refers to the classification of hospital patients as "outpatients" receiving observation services 
even though, just like inpatients, observation patients receive medical and nursing care, diagnostic tests, 
treatments, medications, and food.  Patients in observation status may, and increasingly do, spend multiple 
days (nights) in the hospital. (Source: Center for Medicare Advocacy, Inc.) 
 
Although care for observation is often indistinguishable from the care provided to individuals who are classed as 
inpatients, the implications of outpatient status for Medicare beneficiaries are substantial.  At present, hospital 
stays that are classified as observation, no matter what types of services are provided and as long as a 
minimum of 8 hours (but typically less than 24 hours), are considered outpatient and should be billed with 
supporting outpatient E&M CPT codes  (ordering provider: 99217-99220, 99224-99226, consulted/specialty 
care providers: 99201-99215) and place of service (POS) 22. 
 
See slides below from the May 13, 2015 Medicare Symposium: 
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24 Hour Rule = 1 Day Rule   -OR-   72 Hour Rule = 3 Day Rule 
Medicare’s 3-day (1-day) payment window applies to outpatient services furnished by hospitals and hospitals 
wholly owned or wholly operated Part B entities.  The rule requires that hospitals bundle the technical 
component of all outpatient diagnostic services and related non-diagnostic services (e.g. therapeutic) with the 
claim for an inpatient stay when services are furnished to a Medicare beneficiary in the 3 days (or, in the case 
of a hospital that is not a section (d) hospital, during the 1-day) preceding an inpatient admission. 
NOTE: Psychiatric hospitals and units, inpatient rehabilitation hospitals and units, long-term care hospitals, 

children’s hospitals, and cancer hospitals are subject to a 24 hour (1 day) payment window. 
 
Modifier PD (Admission – related item or service provided in hospital wholly owned/operated to patient) 
should be used on claims for hospital admission related services within the 72 hour window.  This includes 
services provided in POS:22 and office POS:11. 
 
Related non-diagnostic services subject to the payment window include any non-diagnostic service that is 
clinically related to the reason for the patient’s inpatient admission, regardless of whether the inpatient and 
outpatient diagnoses are the same.  Diagnostic services include any examination or procedure to which the 
patient is subjected or which is performed on materials derived from a hospital outpatient, to obtain 
information to aid in the assessment of a medical condition or the identification of a disease.  Diagnostic 
services include diagnostic laboratory services such as hematology and chemistry, diagnostic x-rays, isotope 
studies, EKGs, pulmonary function studies, thyroid function tests, psychological tests and other tests given to 
determine the nature and severity of an ailment or injury. 
 
The 72 hour (3 day) payment window applies to services provided on the date of admission and the 3 calendar 
days preceding the date of admission that will include the 72 hour time period that immediately precedes the 
time of admission but may be longer than 72 hours because of the ‘calendar’ day policy. 
 
The 24 hour (1 day) payment window applies to the date of admission and the entire calendar day preceding 
the date of admission and will include the 24 hour period that immediately precedes the time of admission but 
may be longer than 24 hours due to the ‘calendar’ day policy.  In either case, it is the admitting hospitals 
responsibility to notify the wholly owned/operated entity of an inpatient admission of a MC patient who 
received services during the payment window. 
 
The 24 hour (1 day) / 72 hour (3 day) payment window does NOT apply: 

• If the hospital and the physician office or other Part B entity are both owned by a third party such as a 
health system. 

• If the hospital is not the sole (100%) owner of the entity, i.e., if the hospital has a financial or 
administrative partner or if the providers or other practitioners have an ownership interest in the hospital, 
physician practice or Part B entity. 

 
 
2 Midnight Rule 
CMS generally will assume inpatient admissions that cross two midnights are 
medically necessary unless they are delayed on purpose, and auditors will turn 
their attention to shorter stays except for procedures listed on the inpatient-only 
list, according to the IPPS rule.  As a condition of payment under Part A, admitting 
providers/physicians must document the medical necessity of an admission, 
which includes a certification with an admission order, the reason for the inpatient 
services, the estimated time the patient will stay in the hospital, and plans for 
post-hospital care.   
 
The preamble to the regulation says that admission orders must include the word “inpatient” — either admit “as 
an inpatient,” “for inpatient services,” “to inpatient” or similar language. But physicians shouldn’t use specific 
destinations, such as “Admit to ICU” or “Admit to 4C.”  
 

http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/HospitalOutpatientPPS/Hospital-Outpatient-Regulations-and-Notices-Items/CMS-1613-FC.html?DLPage=1&DLSort=2&DLSortDir=descending


News Blast: 8 hr / 24 hr / 72 hr / 1 Day / 2 Midnight / 3 Day Rule Page 3 of 4 

    

The two-midnight stay and its certification don’t mean hospitals are home free in terms of medical necessity. 
The certification is a prerequisite for a two-midnight stay, and the documentation must support the medical 
necessity of the admission.  There is an advantage to the certification requirement, It will drive a lot more clinical 
documentation education toward physicians. Physicians use the chart as a communication tool, but Medicare 
views it as a billing tool. CMS wants it in a format and at a level of detail that is clear to a layperson. 
 
When a patient enters a hospital for a surgical procedure not specified by Medicare as inpatient only, a 
diagnostic test, or any other treatment, and the physician expects to keep the patient in the hospital for 0-1 
midnights, the services are generally inappropriate for inpatient admission and inpatient payment under 
Medicare Part A, regardless of the hour that the patient came to the hospital or whether the patient used a bed. 
CMS will direct MACs to deny these inappropriate admissions unless unforeseen circumstances shortened the 
stay or there are other rare or unusual circumstances that necessitate an inpatient admission.  
 
When a patient enters a hospital for a surgical procedure not on the inpatient only list, a diagnostic test, or any 
other treatment and the physician expects the beneficiary will require medically necessary hospital services for 
2 or more midnights (including inpatient and pre-admission outpatient time), the services are generally 
appropriate for inpatient admission and inpatient payment under Medicare Part A. CMS will direct MACs to 
approve these cases so long as other requirements are met. 
 
The 2-midnight benchmark is based upon the physician’s expectation of the required duration of 
medically necessary hospital services at the time the inpatient order is written and the formal admission 
begins. CMS will direct the MACs that in conducting patient status reviews, MACs should consider complex 
medical factors that support a reasonable expectation of the needed duration of the stay relative to the 2-
midnight benchmark.  
 
Inpatient Rehabilitation Facilities (IRFs) are specifically excluded from the 2-midnight inpatient admission and 
medical review guidelines. 
 
Sample admit form to meet certification requirements: 
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Resources: 
Medicare Claims Processing Manual, Pub 100-04 Ch 12, Sec 90.7 and Sec 30.6.8:  

http://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/Downloads/clm104c12.pdf 
 
Medicare Benefit Policy Manual, Pub 100-02, Ch 6, Sec 20.4.1:  

http://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/Downloads/bp102c06.pdf 
 
Novitas Presentation: Improve your Understanding of the 2 Midnight Rule and Observation: http://www.novitas-

solutions.com/webcenter/content/conn/UCM_Repository/uuid/dDocName:00082068 
 
CMS Hospital Center: http://www.cms.gov/Center/Provider-Type/Hospital-Center.html 
 
FeeCalc Action Alert, Nov 2013, Vol 22, Issue 11: http://feecalc.decisionhealth.com/Articles/Default.aspx 
 
Part B News, June 25, 2012, Vol 26, Issue 25: http://pbn.decisionhealth.com/ 
 
Cahaba FAQ, CR 7502: https://www.cahabagba.com/wp-content/uploads/2012/05/201202.pdf 
 
Cahaba – Three Day Payment Window: http://www.cahabagba.com/news/implementation-of-new-statutory-

provision-pertaining-to-medicare-3-day-payment-window-outpatient-services-treated-as-inpatient-18166/ 
 
Prepare Now for Modifier PD: http://news.aapc.com/index.php/2011/12/prepare-now-for-modifier-pd/ 
 
Medicare compliance article from AIS health:  
 aishealth.com/sites/all/files/marketplace_pdf_samples/samplermc.pdf 
 
Center for Medicare Advocacy: http://www.medicareadvocacy.org/cms-addresses-observation-status-again-and-

again-no-help-for-beneficiaries/ 
 
Contact Software Support for assistance or any questions via:  

Email:  support@medtronsoftware.com 
-OR- 

Phone:  (985) 234-0599 (local), (800) 978-0599 (toll free) 
-OR- 

Fax:  (985) 234-0609 
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