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THIS CA UPDATE HAS BEEN 
SENT TO THE FOLLOWING: 

COUNTIES: 
Imperial ☒ 
Riverside/San Bernardino ☒ 
Los Angeles ☒ 
Orange ☒ 
Sacramento ☒ 
San Diego ☒ 

 
LINES OF BUSINESS: 

Molina Medi-Cal 
Managed Care 

☒ 

Molina Medicare ☒ 
Molina Marketplace  
(Covered CA) 

☒ 

 
PROVIDER TYPES: 

Medical Group/ 
IPA/MSO 

☒ 

Primary Care  
IPA/MSO ☒ 
Directs ☒ 
Specialists 

Directs ☒ 
IPA ☒ 
Hospitals ☒ 
Ancillary  

CBAS ☒ 
SNF/LTC ☒ 
DME ☒ 
Home Health ☒ 
Other ☒ 

 

 

Payment Integrity – Policy 34 Appropriate Level of 
Care Reimbursement 

This is an advisory notification to Molina Healthcare of California (MHC) network 
providers on reimbursement policy for level of care.  

PURPOSE 

This policy is intended to ensure correct provider reimbursement and serves 
only as a general resource regarding Molina Healthcare’s reimbursement policy 
for the services described in this policy. It is not intended to address every 
aspect of a reimbursement situation, nor is it intended to impact care decisions. 
This policy was developed using nationally accepted industry standards and 
coding principles. In the event of a conflict, federal and state guidelines, as 
applicable, as well as the member’s benefit plan document supersede the 
information in this policy. Additionally, to the extent there are any conflicts 
between this policy and the provider contract language, the Provider contract 
language will prevail. Coverage may be mandated by applicable legal 
requirements of a State, the Federal government or the Centers for Medicare 
and Medicaid Services (CMS). References included were accurate at the time of 
policy approval.  

OVERVIEW 

The use of observation is an alternative to inpatient admission that allows for a 
period of treatment or assessment, pending a decision regarding the need for 
additional care. This will determine if inpatient admission is necessary or 
whether observation services would have sufficed. Proper use of observation 
status and inpatient admission will ensure that the appropriate level of care is 
used for the medically necessary care that was given.  

PROCESS 
Molina Healthcare or designee may perform clinical and claim validation reviews 
both pre-payment and post-payment to confirm DRG assignments and 
appropriate payment for facility stays. This helps to ensure that claims 
represent the services provided to our members, and that billing and 
reimbursement is compliant with federal and state regulations as well as 
applicable standards, rules, laws, policy, and contract provisions. 

The level of care, not the physical location of the bed, dictates admission 
status. Hospitals can use specialty areas (including CCU or ICU) to provide 
observation services. Continuous monitoring, such as telemetry, can be 
provided in an observation or inpatient status. In determining admission status, 
overall severity and intensity of the services will be considered rather than any 
single or specific intervention. In the absence of a designated outpatient 
observation unit, outpatient observation members may be placed in any  
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available acute care bed. A member status can change from outpatient observation to inpatient 
without actually changing beds. Care and treatment in outpatient observation status can be the 
same as inpatient care, and an outpatient observation member may progress to inpatient status 
when it is determined that the member’s condition requires an inpatient level of care. Conversion 
from observation status to inpatient status must meet medical necessity. 

Observation care is a well-defined set of specific, clinically appropriate services, which include 
ongoing short-term treatment, assessment, and reassessment before a decision can be made 
regarding whether a member will require further acute inpatient treatment in the hospital or if they 
are able to be discharged. Observation care spans the gap between outpatient and inpatient care. 
Observation care may be appropriate when time beyond outpatient or emergency department care 
is required for continued assessment of the member. For example: 

• Testing or reevaluation is needed to determine the member’s diagnosis and care needs 
• The initial history, symptoms, signs and/or diagnostic tests are inconclusive, but the member 

is clinically stable 
• To determine whether the member’s response to treatment is adequate 
• The member’s immediate condition is not life-threatening and initial response to treatment is 

favorable 
• The member shows initial and progressive improvement with treatment suggesting rapid 

resolution of the presenting problem 
• The member requires medication adjustments or hydration management 
• The member requires pain management 
• The member has post procedural complications which do not require an inpatient level of 

care but necessitate ongoing monitoring 

Observation or inpatient orders must be in writing by a physician or other individuals authorized by 
hospital staff by-laws. CMS does not consider the use of inpatient or observation as a convenience 
of the member, the member’s family, or a physician to be appropriate. Inappropriate use of 
inpatient status includes: 

• Members maintained on-site due to socioeconomic factors 
• Members held at physician convenience for later testing or examination 
• Members on-site in preparation for, or in routine recovery from, ambulatory procedures 
• Members on-site for routine outpatient procedures (i.e. Transfusion or chemotherapy) 
• Services routinely performed in the emergency department or outpatient setting 
• Custodial care 

When performing inpatient and observation status reviews, Molina Healthcare applies an evidenced 
based clinical criteria guideline, as long as the methodology complies with Federal or State 
regulations and the Hospital or Provider Services Agreement. The role for observation is included in 
well recognized national criteria sets. The patient receiving observation services may improve and 
be released or be admitted as an inpatient. Guidelines, such as InterQual and MCG, may serve as 
guidance and clinical screening criteria of the appropriate use of observation care versus inpatient 
care. Guidelines are screening tools and are not intended to be a substitute for clinical judgment. 
Molina’s Medical Director reviewers may refer to guideline criteria in reaching the determination but 
are not required to adhere to any single published criteria. Molina Healthcare follows these 
standards in making a determination regarding the payment methodology to be used. All Molina 
Healthcare professionals reviewing cases for medical necessity need sufficient clinical information to 
make the appropriate medical necessity determination. 

For Medicare members, an inpatient admission for a surgical procedure specified by Medicare as 
Inpatient Only under 42 C.F.R.§ 419.22(n) is generally appropriate for inpatient payment, 
regardless of the expected duration of care. 
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Should an admission be identified for reimbursement review, the provider will be requested to 
supply documentation to support the claim submitted. This information includes but is not limited to 
complete medical charts, itemized bills, and consent forms. 

Obtaining authorization does not guarantee payment. The plan retains the right to review benefit 
limitations and exclusions, beneficiary eligibility on the date of the service, correct coding, and 
billing practices and whether the service was provided in the most appropriate and cost-effective 
setting of care. 

REFERENCES 

1. Medicare Program Integrity Manual: https://www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/Downloads/pim83c06.pdf 

2. Medicare Benefit Policy Manual: https://www.cms.gov/regulations-and-
guidance/guidance/manuals/downloads/bp102c06.pdf 

3. MHC Inpatient vs. Observation Policy: 
https://www.molinahealthcare.com/~/media/Molina/PublicWebsite/PDF/providers/ca/Duals/J
TF-07-01-2016-Inpatient-vs-Observation-IE-IM-LA-SAC-SD.pdf 

4. Code of Federal Regulation 24: https://www.law.cornell.edu/cfr/text/42/412.3 
5. CMS Manual System: https://www.cms.gov/Regulations-and-

Guidance/Guidance/Transmittals/2018Downloads/R2109OTN.pdf 

SUPPLEMENTAL INFORMATION: 

DEFINITIONS 

• Acceptable Clinical Information – includes but not limited to: history and physical, 
emergency room notes, medication records, physician orders, laboratory values and any 
supporting clinical documentation for the requested level of care. Hospital case management 
reviews cannot take the place of clinician’s documentation.  

• Observation – is an alternative to inpatient admission (and consequently it is considered an 
outpatient status). CMS stipulates that "observation care is a well-defined set of specific, 
clinically appropriate services...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.” 

What if you need assistance? 
If you have any questions regarding the notification, please contact your Molina Provider Services 
Representative below: 
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Service County Area  Provider Services 
Representative 

Contact 
Number 

Email Address 

California Hospital 
Systems 

Deletha Foster 909-577-4351 Deletha.Foster@molinahealthcare.com 

Los Angeles 
Clemente Arias 562-517-1014 Clemente.Arias@molinahealthcare.com 

Christian Diaz 562-549-3550 Christian.Diaz@molinahealthcare.com 

Los Angeles / Orange 
County 

Maria Guimoye 562-549-4390 Maria.Guimoye@molinahealthcare.com 

Sacramento Jennifer Rivera Carrasco 562-542-2250 Jennifer.RiveraCarrasco@molinahealthcare.com 

San Bernardino Luana McIver 909-501-3314 Luana.Mciver@molinahealthcare.com 

San Bernardino / 
Riverside County 

Vanessa Lomeli 909-577-4355 Vanessa.Lomeli2@molinahealthcare.com 

Riverside County Mimi Howard 562-549-3532 Smimi.Howard@molinahealthcare.com 

San Diego / Imperial 
County 

Briana Givens 562-549-4403 Briana.Givens@molinahealthcare.com

Carlos Liciaga 858-614-1591 Carlos.Liciaga@molinahealthcare.com 

 

Salvador Perez 562-549-3825 Salvador.Perez@molinahealthcare.com
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