
Medical Director Dialogue 
 
REVIEW CONCEPTS:  
OBSERVATION LEVEL OF CARE
By Anthony J. Beisler, MD, MBA, FACS, FABQAURP, CHCQM

Medical Director, HMS-Permedion

A recent quality assurance examination of our chart reviews at Permedion indicates 
that some facilities may still not be fully familiar or facile with the application of the rules 
surrounding the observation level of care. So, for this issue’s newsletter Medical Director 
Dialogue, let’s review some concepts.

In a case involving an Ohio Medicaid beneficiary, where the issue being considered is 
whether or not the inpatient level of care was justified, it is inappropriate to base a decision 
on the amount of time the person actually spent in the hospital. Rather, did they meet the 
severity of illness criteria for inpatient admission? 

As I am a general surgeon, I’ll use a common scenario seen in surgical practice. On May 15,  
a 17 year-old male presents at 9 p.m. with progressive abdominal pain localizing to the right 
lower quadrant. CT scan confirms acute appendicitis. WBC=12.2, T=98.4, HR=98, BP=120/78, 
RR=16. At 6 a.m. on May 16, the patient undergoes an uneventful laparoscopic appendectomy 
with no perforation or abscess. He receives intravenous antibiotics and oral pain meds on May 
16 and is discharged to home on May 17, at 9 a.m. The patient’s total stay is less than 48 hours 
but encompasses three consecutive calendar days. However, in reviewing this chart, note that 
time in-house isn’t the driving factor determining the appropriate level of care to assign. The 
issue is that severity of illness did not mandate the inpatient level of care as practiced in the 
community was not satisfied and thus the observation level of care is appropriate to assign. 
The medical necessity for the inpatient level of care was not established.

Furthering this example, let’s say the patient came in at 9 p.m., May 15 and was found to 
have perforated appendicitis with a peritoneal abscess and spiked a fever. The patient 
underwent the appendectomy with abscess drainage and then defervesced. He was started 
on adequate oral antibiotics and was discharged on May 17. He would have met medical 
necessity for an inpatient admission level of care and the admission would be approved.

SUMMER 2021

UTILIZATION REVIEW
OHIO DEPARTMENT OF MEDICAID

®



 ODM Utilization Review Newsletter / 2

Now let’s say it’s the same situation as above but the time frame is as follows: The patient 
came in at 4 a.m. on May 16, has the operation at 6 a.m. and went home later that very same 
day at 8 p.m. Even though he might have satisfied inpatient admission criteria based on 
severity of illness,  he would not qualify for the inpatient level of care as he did not actually 
spend a night in the hospital. Technically, a patient must stay past midnight for the claim to 
be billed as an inpatient stay. The patient does not have to stay 24 hours.   

All right, let’s review one final scenario. This time it is the same patient but he has a history 
of severe asthma and history of congenital aortic stenosis with arrhythmias. He presents 
with appendicitis and undergoes an uneventful laparoscopic appendectomy. The surgeon 
recognizes the potential for complications in a high-risk patient such as this one and makes 
the decision to keep them in observation instead of sending them home immediately. 
If the risks and complications do not materialize by the end of observation time period 
and the surgeon feels it is safe for the patient, the patient should be discharged. If the 
surgeon still feels that it is not safe for the patient to be discharged, then the patient can 
be maintained in observation status or converted to inpatient status with the appropriate 
clinical documentation and rationale as to why they need an extended period of monitoring 
for risks/complications. 

Now, as with everything in life, nothing is absolute. We have on occasion approved a stay 
for inpatient status even if the patient was not there overnight. It is difficult to deny a stay for 
that reason if the patient presented in a very critical condition, was admitted, and received 
intensive treatment on a nursing unit, but died before midnight or was transferred to a 
tertiary care center before midnight. The Medicaid definition of an outpatient “… includes a 
patient admitted as an inpatient whose inpatient stay does not extend beyond midnight of 
the day of admission, except in instances when, on the day of admission, a patient dies or 
is transferred to another inpatient unit within the hospital, to another hospital, or to a state 
psychiatric facility.” Permedion often interprets the part that says “… is transferred to another 
inpatient unit within the hospital, to another hospital, or to a state psychiatric facility” rather 
liberally, depending on the medical necessity of an inpatient level of care.

Please remember, the amount of time the patient is in the hospital does not impact whether 
or not a patient is observation or an inpatient. The determination for inpatient admission 
must be based upon admission criteria/severity of illness only. 

Additionally, please do NOT cite the number of hours a patient was in-house as a criterion 
to justify the level of care. Instead, state why either a given patient encounter meets 
the established medical necessity or it does not. A common error that we see is saying, 
“Inpatient level of care based upon the Two-Midnight rule.” The Two-Midnight rule applies  
to Medicare patients only, not Medicaid patients in Ohio.

Hopefully, this review will help to clarify this conceptual issue when it comes to making 
a determination about what is the correct level of care to assign to a particular patient 
encounter. It really is a billing issue and has no impact on the actual provision of care. As an  
example, observation status can be billed for a patient in the ICU. The core of the issue is 
the way billing is done by the hospital. So don’t worry, we are not denying the provision of 
care–we are trying to ensure that correct level of care is assigned when billing. Inpatient 
level of care or observation level of care, either way, the hospital gets paid for what it does. 

Please do not hesitate to contact me at abeisler@hms.com if you encounter any difficulties  
or have any questions.

It really is a 
billing issue 
and has no 
impact on 
the actual 
provision  

of care.

mailto:abeisler%40hms.com?subject=Questions
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Selection of Documentation is Key: Guidelines for Principal and  
Secondary Diagnoses 
The Uniform Hospital Discharge Data Set (UHDDS) defines the principal diagnosis as,  
“that condition established after study to be chiefly responsible for occasioning the admission 
of the patient to the hospital for care.” Other/secondary diagnoses are defined as those 
conditions that coexist at the time of the admission or develop subsequently or affect patient 
care for the current hospital episode. Diagnoses that have no impact on patient care during 
the hospital stay are not reported even when they are present. Diagnoses that relate to an 
earlier episode and have no bearing on the current hospital stay are not reported. Complete 
and accurate physician documentation in the medical record is key to assigning and billing the 
appropriate principal and secondary diagnoses for the hospital. When reviewing the medical 
record, all aspects of the record need to be utilized to accurately assign the diagnosis codes. 
Some examples are vital signs, laboratory tests (blood and urine cultures), radiology results, 
operative reports, physician progress notes, and consultation reports. If at any time you are 
unsure of a diagnosis, then the attending physician needs to be queried. It is the coder’s 
responsibility to query the physician to accurately assign the correct ICD-10-CM code. A joint 
effort between the healthcare provider and the coder is essential to achieve complete and 
accurate documentation, code assignment and reporting of diagnoses and procedures.  
If at the time of code assignment the documentation is unclear as to whether a condition  
was present on admission or not, it is appropriate to query the provider for clarification.

POA: Present on Admission Indicator (POA Reporting)
The POA indicator is required for all Medicaid hospital admission claims. Hospitals are 
required to submit POA information on diagnosis codes for inpatient discharges. POA is 
defined as present at the time the order for inpatient admission occurs. Conditions that 
develop during an outpatient encounter including emergency department, observation 
services, or outpatient surgery are considered POA. The POA indicator is assigned to the 
principal and secondary diagnoses. 

Incorrectly reporting of the POA indicator is a billing error, whether or not it affects 
reimbursement, and will result in a claim being denied. Permedion will issue finding letters 
when a possible error in POA indicator reporting has been identified. Following all appeal 
rights, payment will be recouped and providers will be allowed to rebill the claim with the 
corrected POA indicator. 
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Single Submissions for Hospital UR Appeals as of July 1, 2021
Starting on July 1, HMS-Permedion began accepting SURS appeal-level submissions.  
This change allows providers to submit all first- and second-level appeals to the same 
location. An electronic submission via the DOTS Provider Portal is preferred. To obtain 
access for DOTS submissions please contact DOTSquestions@HMS.com. HMS-Permedion 
letters have been updated to provide the new instructions. 

SURS will continue to accept utilization review appeals submitted directly to SURS by fax  
or USPS mail.

New Substance Use Disorder (SUD) Prior Authorization Form
The Ohio Department of Medicaid (ODM), in collaboration with the Ohio Department 
of Mental Health and Addiction Services, behavioral health providers, Ohio Medicaid’s 
managed care organizations, and other stakeholders, has developed a new substance 
use disorder (SUD) prior authorization form to be used by providers when requesting 
authorization for those SUD services that require prior authorization. Goals of the Substance 
Use Disorder Services Prior Authorization Request form include minimizing administrative 
burden, increasing consistency in the prior authorization process, and standardizing 
required documentation for review. The form (#10276) is available on the ODM website  
at Medicaid Forms.

On July 29, training took place about use of the new form. A recording of the training 
session will be available at https://bh.medicaid.ohio.gov.  

OhioRISE, An Integral Part of the Next Generation of Managed Care
As part of the Ohio Department of Medicaid’s effort to procure new managed care contracts 
that focus on the individual rather than the business of managed care, Aetna Better Health 
of Ohio was selected to partner with the state, providers, and community organizations to 
serve youth with complex behavioral health and multi-system needs. OhioRISE (Resilience 
through Integrated Systems of Excellence) is an integral part of the state’s next generation 
of managed care aiming to grow capacity and new access to in-home and community-
based services. OhioRISE at its core is about coordinating care across multiple state and 
local systems to improve behavioral health outcomes and prevent custody relinquishment 
while serving youth in the community and keeping families together. The youth and family 
voice are at the heart of care coordination and service planning to ensure engagement and 
continued success. 

mailto:DOTSquestions%40HMS.com?subject=DOTS%20request
https://medicaid.ohio.gov/wps/portal/gov/medicaid/stakeholders-and-partners/legal-and-contracts/forms/forms
https://bh.medicaid.ohio.gov/
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OhioRISE Eligibility 

• Enrolled in Ohio Medicaid – either managed care or fee for service

• Under the age of 21

•  Meet criteria as identified by the Child and Adolescent Needs and Strengths (CANS) 
assessment tool

•  Children and youth may also enroll under an urgency exception through the  
following circumstances:

1.  An inpatient in a hospital with a primary diagnosis of mental illness or substance  
use disorder

2. An inpatient in a psychiatric residential treatment facility; or 

3.  Have an immediate need for OhioRISE services due to a behavioral health crisis, 
as indicated by a CANS assessment completed by a mobile response stabilization 
service provider, that demonstrates: 

(a) The need for action or immediate intensive intervention to ensure that the identified 
behavioral health needs, risk behaviors, and life functioning are addressed; and 

(b) The youth demonstrates at-risk behaviors or other psychosocial factors, which place 
the youth at high likelihood for out-of-home treatment or psychiatric hospitalization. 

The CANS is a support tool in the clinical decision-making process to determine eligibility 
into OhioRISE and level of care and service planning. The Ohio CANS assessment tool is 
being developed for wide application across multiple systems including youth involved 
in child protection, developmental disability, department of youth service, mental health 
and addiction, and more. This ensures youth only need to go through one assessment 
across multiple providers. The tool gathers all dimensions of the youth and family story to 
determine needs and strengths and integrates multiple storytellers capturing the voice of 
the youth and family to produce a full consensus-based assessment. The CANS is updated 
routinely over the course of treatment to continue ongoing care planning. 
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OhioRISE Services

New and enhanced services available through OhioRISE include:

•  Intensive, Moderate, and Limited Care Coordination: Two levels of this coordination 
(intensive and moderate) will provide structured service planning and care coordination 
utilizing consistent principles of High-Fidelity Wraparound and be delivered by a Care 
Management Entity-qualified agency. Limited care coordination will be delivered by Aetna 
Better Health of Ohio.

•  Intensive Home-Based Treatment (IHBT): This is a comprehensive behavioral health 
service provided to a child/adolescent with serious emotional disturbance (SED) and their 
family for the purpose of preventing out-of-home placement or facilitating a successful 
transition back home. Existing IHBT services will align with the Family First Prevention 
Services Act (FFPSA).

•  Psychiatric Residential Treatment Facility (PRTF): This service is an inpatient level, 
intensive multi-disciplinary residential treatment provided in a non-acute setting for youth 
with complex needs. It is aimed at keeping youth with the most intensive behavioral 
health needs in-state and closer to their families and support systems.

•  Mobile Response and Stabilization Service (MRSS): The future program will provide 
youth in crisis and their families with immediate behavioral health services to ensure they 
are safe and receive necessary supports and services (this new service will be available 
to children who are enrolled in Medicaid but not enrolled in OhioRISE).

•  Behavioral Health Respite: OhioRISE will provide short-term, temporary relief to the 
primary caregiver(s) of an OhioRISE plan-enrolled youth to support and preserve the 
primary caregiving relationship.

OhioRISE will also feature a new 1915(c) Medicaid waiver for youth with a diagnosis 
of serious emotional disturbance and who are at risk of custody relinquishment or of 
institutional placement in an acute care facility. Youth who enroll through the waiver will 
have access to all OhioRISE services and the OhioRISE waiver services. The state must 
submit a proposed waiver capacity, or number of “slots,” to CMS for approval. From year 
one to year five, slots will start with 1,000 and increase to 1,844 through year five. 
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OhioRISE Stakeholder Engagement

Using a collaborative approach, significant stakeholder engagement work is taking place 
to develop and implement OhioRISE. An advisory council and workgroups have convened 
since the start of the year to draft Ohio Administrative Code (OAC) rules to shape OhioRISE 
policies including eligibility and enrollment, the new and enhanced services, and other 
components of the initiative. To date, stakeholders have participated in 29 meetings to 
discuss OhioRISE resulting in 24 OAC draft rules receiving over 400 comments prior to the 
official rule filing process to help draft the first versions of the OhioRISE rules.

The key ingredient to ensuring OhioRISE meets it goals is building with partners that 
represent local child-serving systems, state agencies, Aetna Better Health of Ohio, and the 
Child and Adolescent Behavioral Center of Excellence (the state’s new training entity to 
support implementation of OhioRISE services and the use of the new CANS). The primary 
goals of OhioRISE are to better serve youths with complex behavioral needs and to prevent 
custody relinquishment through coordination across multiple entities. 

For those interested, all OhioRISE meetings are open to the public and we welcome you to 
join and participate. You can find upcoming meeting dates and links to attend all OhioRISE 
meetings by visiting the OhioRISE webpage.

OhioRISE

Ohio Department  
of Medicaid and Child-
Serving State Agencies

Aetna Better Health  
of Ohio

Advisory Council  
and Workgroups

Child and Adolescent 
Behavioral Health  

Center of Excellence

https://managedcare.medicaid.ohio.gov/wps/portal/gov/manc/managed-care/ohiorise/
http://hmspermedion.com/oh-medicaid/

