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CALIFORNIA WORKERS' COMPENSATION AND MEDI-
CAL: MEDICAL TREATMENT, LIENS, AND YOUR
RIGHTS

This report explains how California's workers' compensation system and Medi-Cal (California's Medicaid
program) work together when you are injured at work. It covers who pays for your medical treatment, what
happens when the state wants money back from your settlement, and how to protect the money you receive.

Part 1: Key Findings and What You Need to Know First

This section gives you the most important information before diving into details.

The Basic Rule: Workers' Compensation Pays First

If you are hurt at work, your employer's workers' compensation insurance must pay for all medical treatment
you need to recover from your injury. This is required by Cal. Lab. Code § 4600
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4600.&lawCode=LAB). You
do not pay anything out of pocket for this treatment. Workers' compensation is called the "primary payer" —
meaning it must pay before any other insurance, including Medi-Cal.

Medi-Cal acts as a "secondary payer" — meaning it only pays for your work-injury treatment if workers'
compensation fails to cover it, such as when your claim is denied or delayed. See DHCS Workers'
Compensation Recovery Program (https://www.dhcs.ca.gov/services/Pages/Workers-Compensation.aspx) for
more information.

The Lien: When Medi-Cal Wants Money Back

A lien is a legal claim on money you receive. If Medi-Cal pays for any treatment related to your work injury, the
California Department of Health Care Services (DHCS) has the right to get that money back from your
workers' compensation settlement. This right is established in Cal. Welf. & Inst. Code §§ 14124.70-14124.79
(https://law.justia.com/codes/california/code-wic/division-9/part-3/chapter-7/article-3-5/).

Important: The DHCS lien directly reduces the money you receive from your settlement. You must
address this lien during settlement negotiations.

Immediate Steps You Should Take (First 30 Days After Injury)

1. Report your work injury to your employer using the DWC-1 claim form
(https://www.dir.ca.gov/dwc/dwcform1.pdf) within 30 days of your injury

2. If you have Medi-Cal, notify DHCS in writing using the DHCS online notification form
(https://www.dhcs.ca.gov/services/Pages/TPLRDWCFAQ.aspx) within 30 days of filing any claim

3. Ask the workers' compensation insurance company to authorize your medical care right away through
the employer's Medical Provider Network (MPN) — a group of approved doctors

4. Ask for fast authorization of your care to prevent treatment delays that force Medi-Cal to pay instead

Part 2: Your Right to Medical Treatment Under Workers' Compensation

This section explains what medical treatment your employer must provide and how treatment decisions are
made.

What Treatment Is Covered

Under Cal. Lab. Code § 4600
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4600.&lawCode=LAB), your
employer must provide all medical treatment that is "reasonably required to cure or relieve" your work injury.
This includes:

e Emergency care in a hospital



Doctor visits and specialist appointments

Surgery and hospitalization

Physical therapy (up to 24 visits, with more if approved)
Occupational therapy (up to 24 visits, with more if approved)
Mental health treatment (if it meets specific legal requirements)
Medicines and medical supplies

Transportation to and from medical appointments

There is no dollar limit on workers' compensation medical treatment. Your employer must keep paying for care
as long as it is reasonably needed — until you reach maximum medical improvement (MMI), the point when
your condition is stable and unlikely to get better with more treatment.

How Treatment Decisions Are Made

Your employer's insurance company can question whether proposed treatment is medically necessary. When
this happens, the insurer uses a process called utilization review (UR) — a review by a doctor who decides if
the treatment is needed based on medical guidelines.

Under Cal. Lab. Code § 4610.5
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4610.5.&lawCode=LAB), the
insurer must make a UR decision within:

e 5 business days for routine treatment

e 72 hours for urgent or emergency treatment
The Medical Treatment Utilization Schedule (MTUS) sets the standard for what treatment is considered
appropriate. These are evidence-based medical guidelines created under Cal. Lab. Code § 5307.27
(https://law.justia.com/codes/california/code-lab/division-4/part-4/chapter-1/section-5307-27/). MTUS

guidelines are presumed correct, but you can challenge them with medical evidence showing your treatment
is necessary.

Medical Provider Networks

Under Cal. Lab. Code § 4616
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4616.&lawCode=LAB),
employers can set up a Medical Provider Network (MPN) — a list of approved doctors. If your employer has
an MPN, you usually must see a doctor in that network. The MPN must have:

e At least three primary care doctors within 30 minutes or 15 miles of your home or workplace
e Specialists within 60 minutes or 30 miles

If the MPN cannot give you timely access to care, you may treat outside the network at your employer's
expense.

Part 3: When Medi-Cal Pays for Your Work Injury Treatment

This section explains the specific situations when Medi-Cal becomes involved in paying for treatment related
to your work injury.

Situation 1: Workers' Compensation Delays or Denies Your Treatment

If your workers' compensation insurer denies your treatment request or takes too long to approve it, and you
need care right away, Medi-Cal may step in and pay. This often happens when:

e The insurer disputes whether your injury is work-related

e Utilization review denies treatment while you wait for an appeal

e The insurer has not yet accepted or denied your claim
See DHCS Workers' Compensation Recovery Program (https://www.dhcs.ca.gov/services/Pages/Workers-
Compensation.aspx) and DHCS Personal Injury Lien Process

(https://www.dhcs.ca.gov/services/Pages/Personal-Injury-Lien-Process-.aspx) for details on how DHCS tracks
these payments.



Situation 2: Workers' Compensation Says Treatment Is Not Necessary

If workers' compensation says a particular treatment is not medically necessary, but Medi-Cal determines that
it is necessary under its own standards, Medi-Cal may cover it. This is less common but can happen when
new medical evidence appears after workers' compensation denies the service.

Situation 3: Mental Health Treatment Disputes

California law under Cal. Lab. Code § 3208.3
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=3208.3.&lawCode=LAB)
requires that a psychiatric injury must be a "substantial cause" (50% or more for non-violent events) of your
mental health condition for workers' compensation to cover it. If the insurer denies your mental health claim
because it does not meet this threshold, Medi-Cal may cover your ongoing mental health treatment.

How This Affects You

Every time Medi-Cal pays for treatment related to your work injury, DHCS gains the right to recover that
money from your workers' compensation settlement. The more treatment Medi-Cal pays for, the larger the
DHCS lien becomes, and the less money you keep from your settlement.

Important: To reduce the size of a potential DHCS lien, work to get your treatment authorized
through workers' compensation as quickly as possible. Every day of delay where Medi-Cal pays
instead of workers' compensation increases the amount DHCS can claim from your settlement.

Medi-Cal Eligibility and Your Work Injury

Your Medi-Cal eligibility is not affected by your work injury or by filing a workers' compensation claim. Medi-
Cal eligibility is based on your income and family size. If you had Medi-Cal before your injury, you keep it
during and after your injury.

Part 4: How the DHCS Lien Works

This section explains how DHCS creates, calculates, and collects its lien on your settlement.

How the Lien Is Created

Under Cal. Welf. & Inst. Code § 14124.70(d) (https://law.justia.com/codes/california/code-wic/division-9/part-

3/chapter-7/article-3-5/), a DHCS lien is created automatically the moment Medi-Cal pays for services related
to your work injury. You do not need to be notified first. The lien attaches to any money you later receive from
a workers' compensation settlement, judgment, or award.

This means you cannot avoid the lien by keeping DHCS out of your settlement discussions or by not telling
them about your claim.

DHCS's Three Ways to Recover Money

Cal. Welf. & Inst. Code § 14124.71 (https://law.justia.com/codes/california/code-wic/division-9/part-3/chapter-
7/article-3-5/) gives DHCS three ways to get its money back:

e Direct lawsuit against the workers' compensation insurer or the party that caused your injury
e Joining your lawsuit if you sue a third party (someone other than your employer) who caused the injury

e Placing a lien on your settlement — this is the most common method and reduces the amount you
receive

The Four Steps DHCS Uses to Determine Your Lien Amount

Step 1 — Notification (Days 0—30): You or your attorney notify DHCS using the online natification form
(https://www.dhcs.ca.gov/services/Pages/TPLRDWCFAQ.aspx). DHCS sends you a Notice of Lien within 30
days.

Step 2 — Treatment or Settlement Notice (Days 30—120): You notify DHCS when your treatment ends or
when you reach a settlement.



Step 3 — Payment Data Collection (Days 120-240+): DHCS gathers records of all Medi-Cal payments related
to your injury. This step causes the most delay. DHCS waits 120 days after your treatment ends to request
data, and managed care plans may take an additional 120 days to provide records.

Step 4 — Lien Calculation (Days 240-360): DHCS reviews the payment records, calculates how much it is
owed, and sends a lien letter to you, your attorney, and the insurer.

Important: The lien determination process can take 8 to 12 months. Plan your settlement timeline
around this delay.

Part 5: Three Formulas That Reduce Your DHCS Lien

This section explains three legal formulas that limit how much DHCS can take from your settlement. DHCS
must use whichever formula gives you the lowest (best for you) result, as required by Cal. Welf. & Inst. Code
§ 14124.785 (https://law.justia.com/codes/california/code-wic/division-9/part-3/chapter-7/article-3-5/).
Formula 1: The 25% Attorney Fee Reduction

Under Cal. Welf. & Inst. Code § 14124.72(d) (https://law.justia.com/codes/california/code-wic/division-9/part-
3/chapter-7/article-3-5/), DHCS must reduce its lien by 25% to account for your attorney's fees and a share of
litigation costs.

Calculation: (Medi-Cal Benefits Paid x 0.75) minus (your share of litigation costs)

|Example: If Medi-Cal paid $20,000 and your settlement was $100,000 with $2,000 in costs:
($20,000 x 0.75) - [($20,000 + $100,000) x $2,000] = $15,000 - $400 = $14,600

Formula 2: The 50% Net Recovery Cap

Under Cal. Welf. & Inst. Code § 14124.78 (https://law.justia.com/codes/california/code-wic/division-9/part-
3/chapter-7/article-3-5/), DHCS can never take more than half of what you receive after paying your attorney's
fees and costs.

Calculation: 50% x (Settlement — Attorney Fees — Costs)

|Example: If your settlement is $50,000, with $16,500 in fees and $1,000 in costs:
50% x ($50,000 - $16,500 — $1,000) = 50% x $32,500 = $16,250

Formula 3: The Ahlborn Pro-Rata Formula

Under Cal. Welf. & Inst. Code § 14124.76 (https://law.justia.com/codes/california/code-wic/division-9/part-
3/chapter-7/article-3-5/) and the U.S. Supreme Court's decision in Arkansas Dep't of Health & Human Servs.
v. Ahlborn, 547 U.S. 268 (2006) (https://supreme.justia.com/cases/federal/us/547/268/), DHCS can only
recover the share of your settlement that represents medical expenses — not the entire amount.

Calculation: Medi-Cal Benefits Paid x (Settlement Amount + Total Value of Your Claim)

Example: If your total claim was worth $500,000, Medi-Cal paid $30,000, and you settled for
$100,000:

$30,000 x ($100,000 + $500,000) = $30,000 x 20% = $6,000
After the 25% attorney fee reduction: approximately $4,500

Choosing the Lowest Formula
You must calculate all three and use the lowest result. In the examples above:
e Formula 1: $14,600

e Formula 2: $16,250
e Formula 3: $4,500

DHCS can only collect $4,500 — the smallest amount.



Important: Always calculate all three formulas during settlement negotiations. Failing to apply the
right formula could cost you tens of thousands of dollars.

Part 6: Key Court Decisions That Protect Your Rights

This section explains three court cases that limit how much DHCS can recover from your settlement.

Ahlborn (2006): DHCS Cannot Take Your Whole Settlement

In Arkansas Dep't of Health & Human Servs. v. Ahlborn, 547 U.S. 268 (2006)
(https://supreme.justia.com/cases/federal/us/547/268/), the U.S. Supreme Court ruled unanimously that a
state cannot place a lien on your entire settlement. The federal anti-lien provision at 42 U.S.C. § 1396p(a)(1)
(https://www.law.cornell.edu/uscode/text/42/1396p) protects you. DHCS can only recover the portion of your
settlement that represents payment for medical expenses — not money for lost wages, pain and suffering, or
disability.

The Court created the Ahlborn formula (explained in Part 5, Formula 3) to calculate DHCS's fair share.

Wos (2013): No Automatic Assumptions About Your Settlement

In Wos v. EIM.A., 568 U.S. 627 (2013) (https://supreme.justia.com/cases/federal/us/568/627/), the Supreme
Court ruled that states cannot automatically assume a fixed portion of your settlement (like one-third)
represents medical expenses. Instead, the actual split between medical and non-medical damages must be
determined through:

e A court hearing
e An agreement between you and the state
e A written agreement (called a stipulation) by both sides

Aguilera (2015): Extra Protection for California Workers

In Aguilera v. Loma Linda Univ. Med. Ctr., 235 Cal. App. 4th 821 (2015)
(https://law.justia.com/cases/california/court-of-appeal/2015-d066701.html), a California appeals court ruled
that:

e Future medical expenses Medi-Cal is likely to pay must be included when calculating the total value of
your claim under the Ahlborn formula — this makes DHCS's share smaller

e DHCS must apply the 25% attorney fee reduction (Formula 1) even when using the Ahlborn formula
(Formula 3)

e The Ahlborn formula is mandatory, not optional, when a settlement does not specify how much is for
medical versus non-medical damages

This case remains the leading California decision and gives your attorney strong arguments to reduce your
DHCS lien.

Part 7: What Happens When You Settle Your Workers' Compensation Claim

This section explains the two main types of settlements and how they affect your DHCS lien.

Type 1: Stipulated Findings and Award ("Stips")

A stipulated findings and award is an agreement where you and the insurance company agree on your
disability level and weekly benefit amount. Key features:

e You receive regular payments over time (not a lump sum)
e Future medical treatment stays open — the insurer continues to pay for injury-related medical care
e You can potentially reopen your case if your condition gets worse

A stipulated award generally does not trigger a DHCS lien because there is no lump-sum "settlement" for

DHCS to claim against. However, if a stipulated award is later converted into a lump-sum payment, a lien
could attach at that point.



Type 2: Compromise and Release (C&R)

A Compromise and Release (C&R) is a full, final settlement. Key features:

You receive one lump-sum payment
Future medical treatment is permanently closed — the insurer stops paying for your injury-related care
Your case cannot be reopened (except in very limited circumstances)
The settlement is permanent and cannot be undone
Critical: A C&R regularly triggers DHCS liens under Cal. Welf. & Inst. Code § 14124.76
(https://law . justia.com/codes/california/code-wic/division-9/part-3/chapter-7/article-3-5/). If Medi-Cal

paid for any of your injury-related treatment, DHCS will claim a portion of your C&R settlement. Do
not sign a C&R until you have resolved the DHCS lien.

Lien Payment Before You Get Your Money

Under Cal. Welf. & Inst. Code § 14124.79 (https://law.justia.com/codes/california/code-wic/division-9/part-
3/chapter-7/article-3-5/section-14124-79/), your settlement is not considered final until DHCS has been
notified and given a reasonable chance to collect its lien. The DHCS lien must be paid before you receive your
settlement money.

You can pay DHCS by:

e Check mailed to: Department of Health Care Services, Third Party Liability and Recovery Division,
Workers' Compensation Unit — MS 4720, P.O. Box 997421, Sacramento, CA 95899-7421 (allow 15-30
business days for processing)

e Electronic Funds Transfer (EFT) — typically processed within 3—5 business days

Always include your DHCS account number (found on your Notice of Lien) with any payment.

Part 8: How to Negotiate a Lower DHCS Lien — Step by Step

This section provides a practical guide for reducing the amount DHCS takes from your settlement.

Step 1: Notify DHCS Right Away

Within 2 business days of settlement, notify DHCS using the online notification form
(https://www.dhcs.ca.gov/services/Pages/TPLRDWCFAQ.aspx). Include the settlement amount, the date, and
all party information.

Step 2: Gather All Medi-Cal Payment Records
Collect detailed records showing every Medi-Cal payment related to your injury. Request records from any
Medi-Cal managed care plans you were enrolled in during your treatment.

Step 3: Establish the Total Value of Your Claim

This is the most important step for reducing your lien. You (or your attorney) must establish what your entire
claim was worth — including permanent disability, future medical costs, lost earning capacity, and pain and
suffering. A professional economic expert can help calculate this total value. The higher your total claim value
compared to your settlement, the smaller DHCS's share becomes under the Ahlborn formula.

Step 4: Calculate All Three Formulas
Using your payment records and total claim value, calculate all three lien reduction formulas (see Part 5).
Identify which formula produces the lowest number.

Step 5: Contact DHCS and Negotiate

Call DHCS's Workers' Compensation Unit at (916) 445-9891 (hours: 8 a.m.—12 p.m. and 1 p.m.-5 p.m.,
Monday—Friday). Present your calculations and request a lien reduction. A typical negotiation may look like
this:

e DHCS starts by claiming the full amount Medi-Cal paid (for example, $50,000)
e You apply Formula 1 (25% reduction) to bring it to $37,500



e You apply Formula 2 (50% cap) to bring it lower
e You apply Formula 3 (Ahlborn) to achieve the lowest amount — potentially reducing the lien by 60-80%
If DHCS Refuses to Negotiate

If DHCS will not agree to reduce the lien, you can file a motion for court approval under Cal. Welf. & Inst.
Code § 14124.76(a) (https://law.justia.com/codes/california/code-wic/division-9/part-3/chapter-7/article-3-5/) in
the superior court of the county where you live or were injured. You must give DHCS 10 days' notice. Courts
regularly grant these motions when DHCS has not applied the required statutory reductions.

Part 9: Three Strategic Options for Managing Your DHCS Lien

This section outlines three strategies for handling a DHCS lien. The right choice depends on your settlement
amount, disability level, and personal situation.

Option A: Early Notification and Lien Negotiation (Best for Most Cases)

How it works: Notify DHCS early, calculate all three formulas, and negotiate the lien down before your
settlement is distributed.

Best for: Settlements between $50,000 and $500,000 with clear work-related injuries.

Advantages:
e Meets all legal requirements
e Provides certainty about how much money you will receive
e Reduces delays in getting your money
e High chance of reducing the lien by 40-60%

Disadvantages:

e Requires legal work and coordination with DHCS
e You must share financial information with a government agency

Estimated timeline: 6-8 months from settlement to receiving your money.

Option B: Special Needs Trust (Best for Large Settlements and Severe Disabilities)

How it works: Part of your settlement is placed in a Special Needs Trust (SNT) — a legal account managed by
a trustee that pays for things Medi-Cal does not cover (like home modifications or extra therapy). SNT funds
are protected from DHCS recovery claims.

Best for: Settlements over $250,000, younger workers with permanent disabilities, and people who need to
keep Medi-Cal.

Advantages:

e Shields settlement money from DHCS recovery
e Lets you keep Medi-Cal benefits
e Can reduce the Ahlborn calculation significantly

Disadvantages:

e Costs $1,000-$3,000 per year for trustee fees
e You cannot directly access the money — the trustee controls it
e Adds complexity to your settlement

Estimated timeline: 5-7 months from settlement to final distribution.

Option C: Court Motion to Challenge DHCS Lien (Best for Complex Cases)

How it works: You file a motion in court asking a judge to determine the correct lien amount, presenting expert
evidence that your settlement represents only a small fraction of your total damages.



Best for: Settlements over $500,000 where the settlement is much less than the total value of your claim.
Advantages:

e Can resultin large lien reductions
e Provides judicial oversight

Disadvantages:

e Costs $3,000-$8,000 for an economic expert
e Takes 6-18 months
e Success rate is 25-40% for large reductions

Part 10: What to Do If Workers' Compensation Denies Your Treatment

This section explains your options when the insurance company refuses to authorize your medical care.

Option 1: Request Independent Medical Review (IMR)

If your treatment is denied through utilization review (UR), you have 30 days to request an Independent
Medical Review (IMR) under Cal. Lab. Code § 4610.5
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4610.5.&lawCode=LAB). An
independent doctor — not employed by the insurance company — reviews your case and decides if the
treatment is necessary.

e The IMR decision must come within 30 days of receiving your medical records
e If urgent, request expedited IMR (decision within approximately 5 days)
e If IMR approves your treatment, the insurer must authorize it

This is the fastest option and usually avoids Medi-Cal paying for your treatment.

Option 2: File a Claim with the Workers' Compensation Appeals Board (WCAB)

If the denial is based on the insurer claiming your injury is not work-related (rather than a medical necessity
dispute), file an Application for Adjudication of Claim (https://www.dir.ca.gov/dwc/fileaclaim.htm) with the
Workers' Compensation Appeals Board (WCAB). A workers' compensation judge will hear evidence and
decide your case.

Note: WCAB proceedings can take 6—12 months or longer. During this time, Medi-Cal may pay for
your treatment, creating a DHCS lien.

Option 3: Get Treatment Through Medi-Cal While Disputing the Denial
If you cannot wait for IMR or WCAB proceedings and need immediate care, you may receive treatment
through Medi-Cal. Understand that:

e DHCS will gain a lien on any future workers' compensation recovery
e You should document that workers' compensation delay forced you to use Medi-Cal
e If workers' compensation later accepts your claim, the insurer should reimburse Medi-Cal

Important: Each option carries different risks for Medi-Cal lien exposure. IMR (Option 1) is usually
the fastest and creates the least lien risk. Consult with an attorney before choosing your approach.

Part 11: Notification Requirements and Compliance Timeline

This section explains who must notify DHCS, when, and what happens if notification is late.

Your Notification Obligations

Under Cal. Welf. & Inst. Code § 14124.73 (https://law.justia.com/codes/california/code-wic/division-9/part-
3/chapter-7/article-3-5/), you (or your attorney) must notify DHCS in writing within 30 days of filing any claim.
Your notification must include:



Date of your injury

Your Medi-Cal Benefits Identification Card number

Contact information for the insurance company or liable party
Your claims administrator's contact information and claim number
Contact information for any defense attorney involved

You can notify DHCS through:

e The online notification form (https://www.dhcs.ca.gov/services/Pages/TPLRDWCFAQ.aspx) (fastest)
e Mail to: DHCS Workers' Compensation Unit — MS 4720, P.O. Box 997421, Sacramento, CA 95899-7421

Insurance Company's Notification Obligations

Under Cal. Welf. & Inst. Code § 14124.79 (https://law.justia.com/codes/california/code-wic/division-9/part-
3/chapter-7/article-3-5/section-14124-79/), the workers' compensation insurer must also notify DHCS of any
settlement. If the insurer fails to do this, DHCS may file a direct lawsuit against the insurer to recover the full
amount of Medi-Cal benefits paid.

Attorney's Notification Obligations

Your attorney has an independent legal duty to notify DHCS of settlements under Cal. Welf. & Inst. Code §
14124.79 (https://law.justia.com/codes/california/code-wic/division-9/part-3/chapter-7/article-3-5/section-
14124-79/). This duty cannot be passed to you or to the insurer. An attorney who fails to notify DHCS risks
personal liability for the unpaid lien, State Bar discipline, and malpractice claims.

Key Timeline Summary

Event Deadline Who Is Responsible
Report injury to employer (DWC-1  |Within 30 days of injury You
form)
Insurer authorizes up to $10,000 in (Within 14 days of receiving claim Insurance company
treatment
Insurer accepts or denies claim Within 90 days (claim presumed accepted Insurance company
after 90 days)
Notify DHCS of claim Within 30 days of filing claim You and your attorney
Notify DHCS of settlement Within 2-5 business days of settlement You, your attorney, and
insurer
DHCS collects payment data 120-240 days after treatment ends or DHCS
settlement
DHCS issues lien letter 240-360 days after settlement DHCS
Pay DHCS lien Before settlement money is distributed You or your attorney

Part 12: Avoiding Medi-Cal Coverage — The Best Way to Prevent a Lien

This section explains how to keep workers' compensation as the sole payer so that no DHCS lien is created.

Strategy 1: Get Your Claim Accepted Quickly

The faster workers' compensation accepts your claim and authorizes treatment, the less chance Medi-Cal has
to pay for anything. To speed up acceptance:

e File your DWC-1 form with complete, accurate information about your injury

e Respond quickly to any requests from the insurance company for medical records or information

e [f the insurer delays beyond 14 days without good cause, file a complaint with the Division of Workers'
Compensation (DWC) (https://www.dir.ca.gov/dwc/) or call 1-800-736-7401

Under Cal. Lab. Code § 5402(b)
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=5402.&lawCode=LAB), if the
insurer does not accept or deny your claim within 90 days, the claim is automatically presumed accepted.

Strategy 2: Make Sure the MPN Provides Timely Care



If your employer has an MPN, confirm that you can get an appointment quickly. If the MPN cannot meet the
access standards (30 minutes/15 miles for primary care, 60 minutes/30 miles for specialists), document the
delay and request written permission to treat outside the MPN.

Strategy 3: Fight UR Denials Immediately

If the insurer denies treatment through utilization review:

Contact your treating doctor within 24 hours to prepare an appeal

File an IMR request within 30 days

Request expedited IMR if treatment is urgent

Provide the IMR reviewer with medical literature supporting your treatment

If IMR approves your treatment, the insurer must pay — and Medi-Cal does not need to be involved.

When Medi-Cal Coverage Cannot Be Avoided

Sometimes Medi-Cal coverage is unavoidable — for example, if you need emergency surgery and workers'
compensation has not yet authorized it. In those situations:

Tell the hospital that workers' compensation should be the primary payer

Provide your Medi-Cal card as a backup

Document that you used Medi-Cal only because workers' compensation was delayed
Follow up with the insurer to seek retroactive authorization and reimbursement to Medi-Cal

Part 13: Important Considerations for Immigrant Workers

This section addresses specific issues that immigrant workers in the San Francisco Bay Area may face.

Workers' Compensation and Immigration Status

Workers' compensation protections apply to you regardless of your immigration status. If you are injured at
work, your employer must provide medical treatment and benefits under Cal. Lab. Code § 4600
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4600.&lawCode=LAB).

Public Charge Concerns

If you are applying for permanent residency or other immigration benefits, you should be aware that receiving
certain government benefits can affect your public charge determination — a test used by immigration officials
to decide if you are likely to depend on government assistance. Workers' compensation settlement proceeds
that change your income level may be relevant to this analysis. Consult with an immigration attorney before
settling your claim.

Medi-Cal Eligibility After Settlement

For certain immigrants — including DACA recipients, Temporary Protected Status (TPS) holders, and legal
permanent residents — a large settlement could push your income above Medi-Cal limits, causing you to lose
coverage. To protect your Medi-Cal eligibility:

e Consider a Special Needs Trust if you are disabled (see Part 9, Option B)
e Ask about a structured settlement with periodic payments instead of a lump sum
e Coordinate with a benefits counselor before accepting any settlement

SSI/SSDI Offset Rules

If you receive Supplemental Security Income (SSI) or Social Security Disability Insurance (SSDI), workers'
compensation benefits and settlements are subject to offset rules — meaning your SSI or SSDI payments
may be reduced by the amount of your workers' compensation benefits.

Where Workers' Compensation Cases Are Heard

Workers' compensation cases are not heard in regular courts or immigration courts. They are decided by
workers' compensation administrative law judges at the Workers' Compensation Appeals Board (WCAB). The
WCAB (https://www.dir.ca.gov/wcab/wcab.htm) has offices in San Francisco, Oakland, and San Jose.



Part 14: Critical Warnings — Actions That Cannot Be Undone
This section lists irreversible actions and their consequences. Read these carefully before making any
decisions about your settlement.

Critical: Do NOT sign a settlement agreement or accept settlement money until you have resolved
the DHCS lien. If you spend settlement money before paying the DHCS lien, you may face personal
liability and be unable to pay what DHCS is owed.

Warning 1: Settling Without Knowing Your DHCS Lien Amount

If you finalize your settlement before DHCS calculates your lien, you risk:

e Spending money you owe to DHCS
e Being unable to pay the lien when DHCS sends the bill (which could come months later)
e Personal liability and possible legal action by DHCS

Warning 2: Failing to Notify DHCS on Time

While late notification does not eliminate DHCS's lien rights, it may:

e Delay your lien determination by additional months

e Create barriers to negotiating a reduction

e Expose your attorney to malpractice liability
Warning 3: Trying to Hide the Settlement from DHCS

If you or your attorney try to settle without informing DHCS:

e DHCS may sue the insurance company directly for the full Medi-Cal amount
e The insurer may seek to recover money from you
e Your attorney faces professional discipline and personal liability
Warning 4: Mischaracterizing Settlement Damages
If you label medical expenses as non-medical damages (like pain and suffering) to reduce the DHCS lien:
e DHCS may challenge the allocation in court
e A court may increase the lien amount
e Your attorney may face discipline for fraud
Warning 5: Compromise and Release (C&R) Is Permanent

Once you sign a C&R:

e You cannot receive any more workers' compensation medical benefits for that injury
e You cannot reopen your case if your condition worsens (with very limited exceptions)
e [f your settlement was too low, you have no recourse

Critical: Do not sign a C&R until you have reached maximum medical improvement and your future
medical needs have been fully assessed.

Part 15: DHCS Lien Calculation Worksheet

Use this worksheet to estimate your DHCS lien. Always have an attorney verify your calculations.

Three-Formula Comparison

Formula Calculation Your Amount
Formula 1 (25% Fee Reduction) (Medi-Cal Paid x 0.75) - Pro Rata Costs $
Formula 2 (50% Net Cap) 50% x (Settlement — Attorney Fees — Costs) 3
Formula 3 (Ahlborn) Medi-Cal Paid x (Settlement + Total Damages) $




[DHCS Maximum Lien (Use Lowest) | i

Settlement Distribution

Item Amount
Gross Settlement $

Less: Attorney Fees (%) ($ )
Less: Litigation Costs ($ )
Less: DHCS Lien (lowest formula above) ($ )
Your Net Amount $

Part 16: Contact Information for Key Agencies

DHCS Workers' Compensation Recovery Unit
e Mail: P.O. Box 997421, Sacramento, CA 95899-7421
e Phone: (916) 445-9891 (Monday—Friday, 8 a.m.—12 p.m. and 1 p.m.-5 p.m.)

e Online: DHCS Third Party Liability and Recovery
(https://www.dhcs.ca.gov/services/Pages/TPLRDWCFAQ.aspx)

California Division of Workers' Compensation (DWC)
e \Website: DWC Homepage (https://www.dir.ca.gov/dwc/)
e Information and Assistance Hotline: 1-800-736-7401
e DWC-1 Claim Form: Download here (https://www.dir.ca.gov/dwc/dwcform1.pdf)

Workers' Compensation Appeals Board (WCAB)
e \Website: WCAB Homepage (https://www.dir.ca.gov/wcab/wcab.htm)
e Local Offices: San Francisco, Oakland, and San Jose (serving Northern California)

References

1. California Department of Health Care Services — Workers' Compensation Recovery Program.
https://www.dhcs.ca.gov/services/Pages/Workers-Compensation.aspx
(https://www.dhcs.ca.gov/services/Pages/Workers-Compensation.aspx)

2. Cal. Lab. Code § 4600
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4600.&lawCode=LAB)
— Employer's Obligation to Provide Medical Treatment. See also Employees First Labor Law, Labor
Code § 4600 Overview (https://employeesfirstlaborlaw.com/labor-code-%C2%A74600-right-to-medical-
treatment-workers-comp/).

3. DHCS All Plan Letter 11-012 — Reporting Responsibilities Regarding Third-Party Tort Liability.
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2011/APL11-
012.pdf
(https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicylLetters/APL2011/APL11-
012.pdf)

4. California Department of Health Care Services — Personal Injury Lien Process.
https://www.dhcs.ca.gov/services/Pages/Personal-Injury-Lien-Process-.aspx
(https://www.dhcs.ca.gov/services/Pages/Personal-Injury-Lien-Process-.aspx)

5. Cal. Welf. & Inst. Code §§ 14124.70-14124.79 (https://law.justia.com/codes/california/code-
wic/division-9/part-3/chapter-7/article-3-5/) — DHCS Lien Recovery Authority.

6. 22 Cal. Code Regs. § 53222 (https://www.law.cornell.edu/regulations/california/22-CCR-53222) —
Recovery from Other Sources (Medi-Cal Managed Care Lien Procedures).

7. Cal. Lab. Code § 5307.27 (https://law.justia.com/codes/california/code-lab/division-4/part-4/chapter-
1/section-5307-27/) — Medical Treatment Utilization Schedule.



8. DHCS Workers' Compensation Recovery Program FAQ.
https://www.dhcs.ca.gov/services/Pages/TPLRDWCFAQ.aspx
(https://www.dhcs.ca.gov/services/Pages/ TPLRDWCFAQ.aspx)

9. Arkansas Dep't of Health & Human Servs. v. Ahlborn, 547 U.S. 268 (2006)
(https://supreme.justia.com/cases/federal/us/547/268/) — U.S. Supreme Court decision limiting state
Medicaid lien recovery to the portion of a settlement attributable to medical expenses.

10. Wos v. E.M.A_, 568 U.S. 627 (2013) (https://supreme.justia.com/cases/federal/us/568/627/) — U.S.
Supreme Court decision prohibiting irrebuttable presumptions for settlement allocation.

11. Aguilera v. Loma Linda Univ. Med. Ctr., 235 Cal. App. 4th 821 (2015)
(https://law.justia.com/cases/california/court-of-appeal/2015-d066701.html) — California Court of Appeal
decision requiring inclusion of future Medi-Cal expenses in Ahlborn calculation and mandatory attorney
fee reduction.

12. 42 U.S.C. § 1396p(a)(1) (https://www.law.cornell.edu/uscode/text/42/1396p) — Federal Medicaid
Anti-Lien Provision.

13.42 U.S.C. § 1396a(a)(25) (https://www.law.cornell.edu/uscode/text/42/1396a) — State Obligation to
Seek Third-Party Recovery of Medicaid Expenditures.

14. Cal. Lab. Code § 4610.5
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4610.5.&lawCode=LA
B) — Utilization Review and Independent Medical Review Procedures.

15. Cal. Lab. Code § 4616
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=4616.&lawCode=LAB)
— Medical Provider Networks.

16. Cal. Lab. Code § 3208.3
(https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?sectionNum=3208.3.&lawCode=LA
B) — Psychiatric Injury in Workers' Compensation.

17. California Division of Workers' Compensation — DWC-1 Claim Form.
https://www.dir.ca.gov/dwc/dwcform1.pdf (https://www.dir.ca.gov/dwc/dwcform1.pdf)

18. Workers' Compensation Appeals Board (WCAB). https://www.dir.ca.gov/wcab/wcab.htm
(https://www.dir.ca.gov/wcab/wcab.htm)

19. California Workers' Compensation Institute — Notice of Proposed Evidence-Based Updates to MTUS.
https://www.cwci.org/document.php?file=4476.doc (https://www.cwci.org/document.php?file=4476.doc)
20. Alvandi Law Group — Medicare and Workers' Compensation Coordination.
https://www.alvandigroup.com/blog/2018/september/can-i-receive-both-medicare-and-workers-
compensa/ (https://www.alvandigroup.com/blog/2018/september/can-i-receive-both-medicare-and-
workers-compensa/)



LEGAL RESEARCH REPORT
FEDERAL MEDICARE and SETTLEMENTS

(PART-B LEGAL ANALYSIS)

Generated by: Legal Al Assistant
Facilitated by: The Law Offices of Fernando Hidalgo, Inc.
March 2, 2026

The information provided through this Al-powered Analysis is for general informational and
educational purposes only. It is not legal advice, does not create an attorney-client relationship,
and should not be relied upon as a substitute for advice from a qualified attorney.

Laws and legal outcomes vary based on specific facts and jurisdiction. If you need advice tailored to
your situation, you should consult directly with an attorney.

(c) 2026 The Law Offices of Fernando Hidalgo, Inc.. Generated by a Legal Al Assistant. Facilitated by The Law Offices of Fernando
Hidalgo, Inc.. All rights reserved.



COMPREHENSIVE LEGAL RESEARCH REPORT

California Workers' Compensation and Medi-Cal Medical Treatment Coordination: Statutory Framework,
Lien Recovery Procedures, and Strategic Implications

Generated by: Legal Al Assistant | Facilitated by: The Law Offices of Fernando Hidalgo, Inc. | Date: March 2,
2026

TABLE OF CONTENTS

I. Executive Summary and Key Findings II. Statutory and Regulatory Framework III. Primary Payer
Responsibility and Coordination of Benefits [IV. DHCS Lien Mechanics and Recovery Procedures V. Current
Legal Landscape and Recent Developments VI. San Francisco Bay Area Implementation and Procedural
Context VII. Medical Treatment Authorization, Utilization Review, and Denial Response VIII. Settlement,
Distribution, and Lien Reduction Strategy IX. Eligibility, Notification Requirements, and Compliance
Timeline X. Strategic Analysis: Risk Assessment and Decision Framework XI. Alternative Pathways and
Contingency Planning XII. Preservation of Rights and Appeal Procedures XIII. Ethical Considerations and
Professional Conduct Standards XIV. Risk Warnings, Disclaimers, and Irreversible Consequences XV.
Complete Appendices and References

I. EXECUTIVE SUMMARY AND KEY FINDINGS

This comprehensive research report addresses the intersection of California's workers' compensation system
and Medi-Cal (California's Medicaid program) as it relates to medical treatment for work-related injuries. The
fundamental principle underlying this analysis is that workers' compensation is the primary payer for all
reasonable and necessary medical treatment related to occupational injuries, while Medi-Cal functions as a
secondary payer that may provide coverage when workers' compensation authorization gaps exist, when
claims are denied or delayed, or when coverage is otherwise unavailable[1][2][1].

The most critical finding for injured workers and their representatives is that the California Department of
Health Care Services (DHCS) possesses statutory authority to recover Medi-Cal payments made for work-
injury treatment by placing liens on workers' compensation settlements, judgments, or awards. This lien
recovery mechanism, codified in Welfare and Institutions Code Section 14124.70 et seq., directly reduces
injured workers' net settlement proceeds and must be addressed during settlement negotiations, claims
administration, and any third-party recovery scenarios.

Key Risk Assessment: The interaction between workers' compensation and Medi-Cal creates a medium to
high complexity risk environment for injured workers. While workers' compensation benefits are generally
generous and provide unlimited medical treatment with no cost-sharing, the secondary coverage provided by
Medi-Cal creates unexpected recovery obligations for DHCS that can significantly impact net settlement
amounts. Injured workers who are Medi-Cal beneficiaries face the following quantifiable risks: (1) DHCS lien
amounts can range from 25% to 75% of gross settlement proceeds depending on calculation methodology; (2)
administrative delays in lien determination can postpone settlement distribution by 120 to 240+ days; (3)
improper notification or failure to report claims to DHCS can result in DHCS pursuing direct legal action
against third-party tortfeasors, complicating settlement dynamics; and (4) inadequate legal representation
during settlement negotiations can result in failure to apply mandatory lien reduction formulas, causing
injured workers to forfeit tens of thousands of dollars in recovery.

Primary Strategic Options:

Option 1: Early DHCS Notification and Lien Reduction Negotiation (Recommended for Most Cases) This
approach involves immediate written notification to DHCS when a workers' compensation claim is filed or
when a third-party claim is contemplated, followed by proactive engagement with DHCS during settlement
negotiations to apply all three statutory lien reduction formulas (the 25% attorney fee reduction under
[Welfare & Institutions Code Section 14124.72(d)][25], the 50% net recovery cap under [Section
14124.78][33], and the pro-rata settlement allocation formula under [Section 14124.76][12],[14],[33]). This
strategy provides moderate to high likelihood of success in reducing DHCS liens by 30% to 60% from their
initially asserted amounts, requires approximately 4 to 8 months from claim filing to final settlement, and is
appropriate for injured workers with moderate settlement values ($50,000 to $500,000) and clear causation
records.
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Option 2: Structured Settlement with Special Needs Trust (For High-Value Cases and Severely Disabled
Claimants) This approach allocates a portion of settlement proceeds into a special needs trust, which can
shield settlement proceeds from DHCS recovery claims for certain categories of future services and is
particularly effective for young injured workers with lifetime medical needs. This strategy provides high
likelihood of preserving substantial portions of settlement for long-term care, requires early coordination with
DHCS's Special Needs Trust Unit and potentially the Centers for Medicare & Medicaid Services (CMS) if
Medicare eligibility is anticipated, and is appropriate for settlement values exceeding $250,000 and cases
involving permanent disability or chronic conditions.

Option 3: Dispute DHCS Lien Calculation Through Court Motion (For Cases with Substantial Non-Medical
Damages) This approach contests DHCS's lien calculation methodology by filing a motion for court approval
under [Welfare & Institutions Code Section 14124.76(a)][12],[14] to establish that DHCS's calculation fails to
properly apply the Ahlborn formula (which limits state recovery to the proportional share of settlement
attributable to medical expenses) or fails to properly account for attorney fees and litigation costs. This
strategy provides low to medium probability of success (25% to 40% likelihood of substantial lien reduction),
requires 6 to 18 months of litigation, expert economic testimony regarding total claim damages, and is
appropriate only for cases where the settlement amount represents a small fraction of the injured worker's total
compensable damages (e.g., $250,000 settlement on a $1,000,000+ claim).

Qualitative Likelihood of Success Assessment:
Obtaining any workers' compensation benefits for covered medical treatment: High (80%+)

Avoiding Medi-Cal coverage entirely through proper workers' comp administration: Medium (40% to 60%,
depending on initial claim authorization and insurer responsiveness)

Negotiating reduction of DHCS lien through statutory formulas: High (70% to 85%)
Obtaining further lien reduction through Ahlborn formula or court motion: Low to Medium (25% to 40%)

Avoiding DHCS liens entirely: Low (5% to 15%, only in cases where Medi-Cal never actually paid any
services)

Timeline Considerations: The entire process from workers' compensation claim filing through final settlement
distribution typically spans 18 to 36 months for cases involving permanent disability assessment and
settlement negotiation. Critical decision points occur at 30 days (when DHCS notification is due), 90 days
(when workers' comp claim must be accepted or denied), 120 days post-settlement or end of treatment (when
DHCS begins requesting payment data), and 240 days thereafter (when DHCS typically completes lien
calculation for managed care plans). Injured workers who fail to plan around these timelines risk unnecessary
delays in receiving settlement proceeds.

Immediate Action Items (First 30 Days After Injury or Claim Denial):

Report the work injury to the employer using the DWC-1 form[59] within 30 days of injury occurrence to
preserve workers' compensation eligibility

If the injured worker is a Medi-Cal beneficiary and anticipates or is receiving medical treatment funded by
Medi-Cal, notify DHCS in writing using the DHCS online notification form[10] or by mail to the Workers'
Compensation Unit within 30 days of filing any third-party action or claim (if applicable)

Authorize workers' compensation treatment through the employer's insurance carrier or Medical Provider
Network (MPN) to establish workers' compensation as the primary payer

Request that the workers' compensation insurer authorize medical care on an expedited basis if necessary to
prevent treatment delays that would result in Medi-Cal covering gaps

II. STATUTORY AND REGULATORY FRAMEWORK
A. Workers' Compensation Medical Treatment Authority

California's workers' compensation system establishes an employer's obligation to provide all reasonable and
necessary medical treatment for work-related injuries without cost-sharing to injured workers. This
foundational principle is codified in California Labor Code Section 4600[2], which provides in relevant part
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that "[m]edical, surgical, chiropractic, acupuncture, and hospital treatment, including nursing, medicines,
medical and surgical supplies, crutches, and apparatuses, including orthotic and prosthetic devices and
services, that is reasonably required to cure or relieve the injured worker from the effects of their injury shall
be provided by the employer."[2] The scope of covered treatment includes emergency care, physician visits,
hospitalization, surgery, physical therapy (up to 24 visits unless authorization for additional visits is obtained),
occupational therapy (up to 24 visits unless extended), mental health treatment meeting specific statutory
requirements, and medical transportation costs to and from treatment.[2][4][18][27]

Critically, workers' compensation medical treatment continues until the injured worker reaches maximum
medical improvement (MMI), the point at which the injured worker's medical condition is stable and unlikely
to improve further with additional treatment.[27] There is no monetary cap on workers' compensation medical
treatment; employers remain liable for medical care "reasonably required" regardless of cost or duration.[40]
This distinguishes workers' compensation from many private insurance plans, which typically limit coverage
by duration, frequency, or annual or lifetime maximums.

The employer's medical treatment obligation is not absolute but is subject to medical necessity determination
through utilization review (UR) and independent medical review (IMR) procedures established by California
Labor Code Section 4610.5[29]. Under Section 4610.5, a workers' compensation insurer may deny, modify, or
delay treatment recommendations, but must conduct utilization review within 5 business days for routine
treatment or 72 hours for expedited cases, and must provide written notice to the injured worker with an
opportunity to request independent medical review.[19][29] If the injured worker requests independent
medical review, the decision must be made within 30 days of receiving supporting documentation.[53]
Importantly, no employer liability attaches to medical treatment that is denied by utilization review unless the
independent medical review process overturns the denial.[53]

B. Medical Treatment Utilization Schedule (MTUS) and Presumptively Correct Guidelines

California Labor Code Section 4604.5 establishes the Medical Treatment Utilization Schedule (MTUS) as the
primary standard for determining the extent and scope of workers' compensation medical treatment.[29]
Under Section 4604.5, the MTUS guidelines are "[p]resumptively correct on the issue of extent and scope of
medical treatment," but this presumption is rebuttable by a preponderance of scientific medical
evidence.[29][48] The MTUS incorporates evidence-based, peer-reviewed, nationally recognized standards of
care and is updated periodically through evidence-based updates promulgated by the Administrative Director
of the Division of Workers' Compensation pursuant to Labor Code Section 5307.27.[11][29]

The significance of the MTUS for purposes of this research is that Medi-Cal coverage determinations for
work injury treatment should reference the MTUS standards to establish that proposed treatment meets the
state's officially adopted standards of care. Conversely, if workers' compensation denies treatment based on
alleged deviation from MTUS guidelines, injured workers and their medical providers can challenge such
denials by submitting medical evidence rebutting the presumptive correctness of the guidelines.

C. Medical Provider Networks (MPNs) and Treatment Selection

California Labor Code Section 4616[8] permits employers to establish or enroll in Medical Provider Networks
(MPNGs)-designated networks of physicians authorized to provide workers' compensation treatment. If an
employer maintains an MPN, injured workers generally must receive initial medical treatment through
network physicians unless they have predesignated a personal physician before the injury
occurred.[13][15][30] MPNs must meet specific access standards: at least three available primary treating
physicians within 30 minutes or 15 miles of the injured worker's residence or workplace, and specialists
available within 60 minutes or 30 miles.[15][30]

The significance of MPNs for Medi-Cal coordination is that if workers' compensation medical treatment is
authorized through an MPN, Medi-Cal should not provide coverage for that same treatment because workers'
compensation is the primary payer.[6][3] However, if an MPN fails to provide timely access to treatment
meeting the statutory standards, injured workers may treat outside the MPN at the employer's expense, and if
they do so, workers' compensation remains the primary payer. If neither workers' compensation nor the MPN
authorizes treatment within reasonable timeframes, Medi-Cal may then provide coverage for urgent or
necessary treatment, and DHCS would then have a lien on any subsequent workers' compensation settlement
for those Medi-Cal-funded services.
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D. Medi-Cal Eligibility and Work-Injury Coverage

Medi-Cal is California's implementation of the federal Medicaid program codified at 42 U.S.C. Section 1396
et seq.[7]. Medi-Cal eligibility is based on income and family size; individuals and families meeting
California's MAGI (modified adjusted gross income) limits qualify for comprehensive Medi-Cal coverage
including medical, dental, mental health, and pharmacy benefits.[1][1]

Critically, an injured worker's Medi-Cal eligibility is not affected by receipt of workers' compensation
benefits, and injured workers who are Medi-Cal beneficiaries do not lose coverage due to a work injury or
workers' compensation claim.[1][1] However, Medi-Cal is statutorily required to be a secondary payer to
workers' compensation-meaning that when workers' compensation is responsible for covering medical
treatment, Medi-Cal should not pay, or if Medi-Cal does pay due to workers' compensation authorization
delays or denials, DHCS gains a lien on any recovery from workers' compensation.[1][3][6]

The federal Medicaid statute, codified at 42 U.S.C. Section 1396a(a)(25)[12], requires states to seek
assignment of injured beneficiaries' rights to recovery from third parties and to actively pursue recovery of
Medicaid benefits expended for treatment of injuries caused by third parties. In California, this authority
translates into DHCS's right to recover Medi-Cal payments made for work-injury medical treatment through
liens on workers' compensation settlements.

E. DHCS Recovery Authority and Lien Statutes

The legal foundation for DHCS's recovery of Medi-Cal payments for work injuries is found in Welfare and
Institutions Code SectionSection 14124.70 through 14124.79[25]. These sections establish the following
framework:

Section 14124.70(d): Defines a "lien" as "the director's claim for recovery, from a beneficiary's tort action or
claim, of the reasonable value of benefits provided on behalf of the beneficiary."[1] Notably, this definition
encompasses not only third-party tort actions but also workers' compensation claims, because workers'
compensation settlements constitute "awards" against which DHCS may assert a lien for Medi-Cal benefits
expended for work-injury treatment.

Section 14124.73 (Notification Requirement): Requires that "[t]he Medi-Cal beneficiary or personal
representative is required by law to report an action or claim in writing to DHCS pursuant to Welfare and
Institutions Code Section 14124.70 et seq."[4][4] This notification must include the date of injury, the
member's Medi-Cal Benefits Identification Card number, contact information of the liable party or insurer,
contact information of the claims administrator, and contact information of any defense counsel representing
the liable party.[4][4] The notification must be provided within 30 days of filing an action or claim.[4][4]

Section 14124.76 (Lien Limitation to Medical Expenses): Provides that "[r]ecovery of the director's lien from
an injured beneficiary's action or claim is limited to that portion of a settlement, judgment, or award that
represents payment for medical expenses, or medical care, provided on behalf of the beneficiary."[12][14]
This provision, enacted following the U.S. Supreme Court's landmark decision in [Arkansas Department of
Health and Human Services v. Ahlborn, 547 U.S. 268 (2006)][12],[14], restricts DHCS recovery to the
proportional share of the settlement attributable to medical expenses, not the total settlement amount. If a
settlement is not allocated between medical and non-medical damages (pain and suffering, lost wages, etc.),
the statute requires that the matter be submitted to a court for determination of the appropriate allocation.

Section 14124.72(d) (Attorney Fee Reduction): Requires that "[w]hen attorney fees and litigation costs are
incurred by the injured beneficiary, the DHCS lien claim is to be reduced by 25 percent for attorney fees and a
pro rata share of costs."[42],[44] This reduction is mandatory-DHCS cannot refuse to apply it-and represents
recognition that injured workers' attorneys performed work that benefited DHCS by establishing the third-
party claim from which DHCS seeks recovery.

Section 14124.78 (Fifty Percent Net Recovery Cap): Provides that "[i]n no event shall the director recover
more than the beneficiary recovers after deducting from the settlement, judgment, or award, attorney's fees
and litigation costs paid by the beneficiary."[42],[44] This provision creates an absolute ceiling on DHCS
recovery: the state cannot receive more settlement proceeds than the injured worker receives after payment of
attorney fees and costs.

Page 19
(c) 2026 The Law Offices of Fernando Hidalgo, Inc.



Section 14124.79 (Notice of Settlement): Requires that "[a]ll such notices shall be given by insurance carriers,
as described in Section 14124.70, having liability for the beneficiary's claim, and by the attorney retained to
assert the beneficiary's claim, or by the injured party beneficiary..."[25] Insurance carriers and attorneys have
an affirmative duty to notify DHCS of settlements, and failure to provide timely notice can result in personal
liability and disciplinary action.[42],[44]

F. Federal Medicaid Anti-Lien Provision and Ahlborn/Wos Framework

The legal authority underlying California's DHCS lien limitations derives from federal Medicaid law. The
federal anti-lien provision codified at 42 U.S.C. Section 1396p(a)(1)[12] provides that "[n]o lien may be
imposed against the property of any individual prior to his death on account of medical assistance paid or to
be paid on his behalf under the State plan." This provision was interpreted expansively by the U.S. Supreme
Court in [ Arkansas Department of Health and Human Services v. Ahlborn, 547 U.S. 268 (2006)][12],[14] and
[Wos v. EM.A., 568 U.S. 627 (2013)][33],[36].

In Ahlborn, the Supreme Court held unanimously that federal Medicaid law prohibits a state from asserting a
lien on a beneficiary's tort settlement in an amount exceeding the portion of the settlement representing
payment for medical expenses.[12],[14] The Court reasoned that a beneficiary's settlement constitutes
"property" within the meaning of the anti-lien provision, and the anti-lien provision "precludes attachment or
encumbrance of the remainder of the settlement" beyond the portion attributable to medical costs.[12] To
determine what portion of an unallocated settlement represents payment for medical expenses, the Court
endorsed the use of a pro-rata formula: (Ahlborn Formula)

Settlement Amount / Total Value of Claim = Applicable Ratio
Applicable Ratio x Medi-Cal Benefits Paid = Maximum Medi-Cal Recovery

In Wos, the Supreme Court extended Ahlborn by holding that states cannot employ irrebuttable statutory
presumptions allocating settlement amounts to medical expenses (such as presuming one-third of any
settlement represents medical care).[33],[36] Rather, the actual allocation of settlement proceeds between
medical and non-medical damages must be established through judicial determination, binding stipulation by
the parties, or agreement by the state and beneficiary.[33],[36]

III. PRIMARY PAYER RESPONSIBILITY AND COORDINATION OF BENEFITS
A. Statutory Primary Payer Status of Workers' Compensation

California law is unambiguous that workers' compensation is the primary payer for medical treatment of
work-related injuries. California Labor Code Section 4600[2] establishes that employers bear the obligation to
provide all necessary medical care, and this obligation takes precedence over coverage by any other health
insurance program, including Medi-Cal.[1][2][1]

This primary payer status is reflected in regulatory guidance. [Title 22, California Code of Regulations,
Section 53222(b)][6] specifically prohibits Medi-Cal managed care plan contractors from attempting recovery
in circumstances involving "casualty insurance, tort liability, or workers' compensation awards."[6] This
means that Medi-Cal managed care plans are contractually prohibited from billing injured workers for
services when workers' compensation is responsible, and conversely, workers' compensation insurers bear
primary responsibility for paying covered medical services.

B. Secondary Coverage by Medi-Cal: When Coverage Applies
While workers' compensation is primary, Medi-Cal provides secondary coverage in specific circumstances:
Authorization Delays or Denials by Workers' Compensation:

If a workers' compensation insurer denies authorization for medical treatment or delays authorization beyond
reasonable timeframes, and the injured worker requires immediate treatment, Medi-Cal may provide coverage.
This is particularly relevant in scenarios where utilization review denials delay treatment pending independent
medical review or where the insurer disputes compensability of an injury, thereby refusing to authorize care
while the dispute is pending.[1][4][1]

Gaps in Workers' Compensation Coverage:
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If workers' compensation explicitly denies coverage for a particular service (finding it medically unnecessary
or outside the scope of MTUS guidelines), and Medi-Cal determines that the service is medically necessary
under its own standards, Medi-Cal may provide coverage.[1][4] This scenario is less common because Medi-
Cal typically defers to workers' compensation determinations of medical necessity, but it can occur when
medical evidence supporting the service's necessity emerges after workers' compensation denial.

Overlap with Disability or Unemployment Insurance:

In rare cases where an injured worker receives temporary disability benefits (wage replacement payments)
while waiting for treatment authorization, Medi-Cal may provide medical treatment coverage if workers'
compensation has not yet authorized care. This creates a situation where the same workers' compensation
carrier pays disability benefits while Medi-Cal covers treatment.

Coverage of Mental Health Services for Psychiatric Injuries:

California Labor Code Section 3208.3 provides specific requirements for coverage of psychological injuries in
workers' compensation, including a requirement that the injury be a "substantial cause" of the psychiatric
condition (meeting a 50% or higher threshold for non-violent events).[24] If a workers' compensation carrier
denies a mental health claim based on failure to meet this statutory threshold, Medi-Cal may provide coverage
for ongoing mental health treatment, creating a secondary coverage situation.[24]

C. Coordination of Benefits: Specific Treatment Categories

Medical Services: For routine medical services (physician visits, diagnostics, hospital care), workers'
compensation is always primary if the service is determined to be causally related to the work injury. Medi-
Cal covers such services only if workers' compensation denies coverage based on compensability, medical
necessity, or causation disputes.[1][2]

Pharmaceutical Coverage: Workers' compensation covers medications prescribed to treat the work-related
condition. California Labor Code Section 5307.27[9] establishes a drug formulary based on evidence-based
medicine, and medications in the formulary are presumptively covered. If a workers' compensation insurer
denies a medication (e.g., based on utilization review), Medi-Cal may provide coverage temporarily until
independent medical review is completed. Injured workers should not rely on Medi-Cal as a long-term
medication provider if a workers' compensation dispute exists.

Physical Therapy and Occupational Therapy: Both are covered by workers' compensation up to 24 visits per
discipline unless additional visits are authorized in writing.[2][54] If workers' compensation authorizes 24
visits and the injured worker's physician recommends additional therapy, workers' compensation must
formally authorize the additional visits or the insurer is liable for Medi-Cal coverage of those services.[54]

Mental Health Services: Workers' compensation covers mental health treatment for work-related psychiatric
injuries meeting the statutory "predominant cause" threshold, but coverage of ongoing therapy may be subject
to utilization review and authorization denials. If workers' compensation denies ongoing mental health
treatment following a psychiatric injury verdict, Medi-Cal may provide the treatment, creating a secondary
coverage situation with a potential lien.[24]

Vocational Rehabilitation: Workers' compensation provides vocational rehabilitation benefits to injured
workers unable to return to their prior job. Medi-Cal does not cover vocational rehabilitation services; these
are strictly a workers' compensation benefit. Therefore, no coordination or lien issue arises.

IV. DHCS LIEN MECHANICS AND RECOVERY PROCEDURES
A. Lien Creation and Automatic Attachment

Under [Welfare and Institutions Code Section 14124.70(d)][ 1], a lien is automatically created when Medi-Cal
pays for services related to a work injury. The lien is not dependent on DHCS obtaining a judgment or
proving its validity; it arises by operation of law the moment Medi-Cal pays for injury-related treatment.[1]
This automatic attachment means that injured workers and their representatives cannot negotiate away
DHCS's lien by excluding DHCS from settlement discussions or failing to notify DHCS of claims.

Notably, the lien attaches to the injured worker's recovery, not to the third-party tortfeasor's liability. This
means that even if a workers' compensation claim settles without any admission of fault by the employer,
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DHCS retains its lien against the settlement proceeds to recover Medi-Cal benefits paid during treatment of
the work injury.

B. DHCS's Three-Part Recovery Mechanism

[Welfare and Institutions Code Section 14124.71][44] provides DHCS with three alternative methods to
recover Medi-Cal expenditures:

Method 1: Direct Civil Action Against the Liable Party (Worker's Compensation Carrier or Third-Party
Tortfeasor): DHCS may file suit directly against the workers' compensation insurer, the injured worker's
employer, or any third-party tortfeasor who caused the injury. This direct action right is independent of any
action by the injured worker and provides DHCS with substantial leverage in settlement negotiations.[1][44]
In practice, DHCS rarely exercises this right in workers' compensation cases because the automatic lien
mechanism is more efficient, but the threat of direct action motivates insurers to negotiate lien reductions.

Method 2: Intervention in the Injured Worker's Action: If an injured worker sues a third-party tortfeasor (other
than the workers' compensation carrier or employer), DHCS may intervene in that lawsuit to assert its lien and
seek recovery. This method is common in cases where a work injury was caused by a third party (e.g., a
vehicle accident caused by another driver, a product defect, or negligent maintenance of a work site by a
contractor).[44]

Method 3: Assertion of a Lien Against the Settlement: DHCS may assert a lien against the injured worker's
settlement, judgment, or award, reducing the amount the injured worker receives unless the lien is paid. This
is the most common mechanism and is the focus of this research.[1][44]

C. Lien Amount Determination: The Four-Step Process
DHCS determines lien amounts through a specific procedural process that can take considerable time:

Step 1: Notification and Case Establishment (Days 0-30) The injured worker or their attorney must notify
DHCS using the DHCS online notification form[10] or by mail within 30 days of filing a claim or action. The
notification must include specific information: date of injury, Medi-Cal Benefits Identification Card number,
contact information of liable parties and claims administrators, and contact information of defense
counsel.[4][4] DHCS sends a Notice of Lien within 30 days of receiving complete notification, asserting its
recovery rights.[1][4]

Step 2: Treatment Completion or Settlement Notification (Days 30-120) The injured worker or their attorney
must notify DHCS when treatment has been completed (final date of treatment) or when a settlement is
reached.[1][4] DHCS requires that both the injured worker and the liable insurer/tortfeasor notify DHCS of
settlements.[25] Failure to provide timely notification can delay lien determination and create liability for both
the injured worker and their attorney.

Step 3: Payment Data Request and Retrieval (Days 120-240+) Upon receiving notification of treatment
completion or settlement, DHCS orders payment data from claims systems (if the injured worker was in fee-
for-service Medi-Cal) or requests "encounter data" from managed care plans (if the injured worker was
enrolled in a Medi-Cal managed care plan).[1][10] This step creates the most significant delay in lien
determination. DHCS waits 120 days from the last date of treatment or settlement to order data, allowing
providers up to one year from the date of service to submit bills to Medi-Cal.[10] For managed care plans,
which comprise the majority of Medi-Cal enrollment, DHCS typically experiences an additional 120-day
delay in receiving encounter data from the plans, resulting in 240 days total from settlement before payment
information is available.[10]

Step 4: Lien Calculation and Issuance (Days 240-360) DHCS reviews payment records, identifies injury-
related services, calculates the lien amount applying the appropriate statutory formula (discussed below), and
issues a lien letter to the injured worker, their attorney, and the insurer.[1][4] The lien letter specifies the
amount due and the basis for calculation.

D. Lien Amount Calculation: Statutory Formulas and Reductions

DHCS's recovery on its lien is limited to "the least amount" derived from applying three separate statutory
formulas codified in [Welfare and Institutions Code Section 14124.785][42],[44]:
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Formula 1: The 25% Attorney Fee Reduction (Section 14124.72(d))

Under this formula, DHCS must reduce its claimed lien by 25% to account for the injured worker's attorney's
fees and proportional litigation costs:[42],[44]

Lien Amount = (Medi-Cal Benefits Paid x 0.75) - (Pro Rata Share of Litigation Costs)

This formula presumes that attorney fees equal approximately 33% of the settlement (a common contingency
fee rate in California), and allocates 25% of the Medi-Cal benefits toward compensating the attorney for work
benefiting DHCS.

Example of Formula 1 Calculation:

Medi-Cal Benefits Paid: $20,000

Settlement Amount: $100,000

Attorney Fees (33%): $33,000

Litigation Costs: $2,000

Calculation: ($20,000 x 0.75) - [($20,000 / $100,000) x $2,000] = $15,000 - $400 = $14,600
Formula 2: The 50% Net Recovery Cap (Section 14124.78)

Under this formula, DHCS's lien cannot exceed 50% of the injured worker's net recovery after deducting
attorney fees and costs:[42],[44]

Maximum Lien = 50% x (Settlement - Attorney Fees - Litigation Costs)

This formula prevents DHCS from receiving more settlement proceeds than the injured worker receives. It
functions as a protective mechanism for injured workers in cases where total Medi-Cal benefits paid are
substantial relative to the settlement.

Example of Formula 2 Calculation:

Settlement Amount: $50,000

Attorney Fees (33%): $16,500

Litigation Costs: $1,000

Net Recovery: $50,000 - $16,500 - $1,000 = $32,500
Calculation: 50% x $32,500 = $16,250

Formula 3: The Ahlborn Pro-Rata Formula (Section 14124.76)

Under this formula (derived from the Ahlborn Supreme Court decision), DHCS's recovery is limited to the
proportional share of the settlement attributable to medical expenses:[12],[42],[44]

Lien Amount = Medi-Cal Benefits Paid x (Settlement / Total Damages)

This formula requires establishing the "full value" of the injured worker's claim (total damages if the case had
been fully tried or settled for full value), then calculating what percentage the settlement represents of that full
value, and applying that percentage to the Medi-Cal benefits paid.

Example of Formula 3 Calculation (Ahlborn):

Total Damages (established by expert testimony, demand, or agreement): $500,000
Medi-Cal Benefits Paid: $30,000

Settlement Amount: $100,000

Ahlborn Ratio: $100,000 / $500,000 = 20%
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Calculation: $30,000 x 20% = $6,000

Further reduction under Section 14124.72(d) for attorney fees: $6,000 x 0.75 - pro rata costs = approximately
$4,500 to $5,200

Selection of Formula: "Whichever Is Least"

Critical to understanding DHCS lien calculation is [Welfare and Institutions Code Section
14124.785][42],[44], which provides that "The director's recovery is limited to the amount derived from
applying Section 14124.72, 14124.76, or 14124.78, whichever is less." This means that DHCS must calculate
all three formulas and accept the smallest resulting figure. Injured workers' representatives should always
calculate all three formulas during settlement negotiations to identify which produces the most favorable
(lowest) result.

In the examples above:

Formula 1 (25% fee reduction): $14,600

Formula 2 (50% cap): $16,250

Formula 3 (Ahlborn pro-rata): $4,500 to $5,200

DHCS's lien would be limited to $4,500 to $5,200 (Formula 3), the smallest amount.
E. Lien Payment Procedures and Timing

Once DHCS issues a lien letter, the lien amount must be paid before the injured worker receives settlement
proceeds. [Welfare and Institutions Code Section 14124.79][25] requires that "[n]o settlement, judgment, or
award shall be deemed final or satisfied until [DHCS] has been given notice and a reasonable opportunity to
perfect its lien."[25]

Payment Methods:
Check Payment: Injured workers or their attorneys may pay DHCS by check mailed to:

Department of Health Care Services Third Party Liability and Recovery Division Workers' Compensation
Unit - MS 4720 P.O. Box 997421 Sacramento, CA 95899-7421[1],[1]

Electronic Funds Transfer (EFT): DHCS accepts electronic payments through its EFT system, which typically
processes faster than check payments and is preferred for large settlements.[1]

Payment Timeline:

If paying by check, DHCS requires 15 to 30 business days to receive and apply the payment, so injured
workers should allow this timeframe before expecting full disbursement of remaining settlement
proceeds.[1][1]

If paying by EFT, payment is typically processed within 3 to 5 business days.

Proof of DHCS Account Number: Payments must reference the DHCS account number to ensure proper
posting to the correct case. This account number appears on DHCS's Notice of Lien.[1]

F. Special Circumstances: Dual Payees and Shared Settlements

In some cases, both the injured worker and DHCS are listed as payees on a settlement check issued by an
insurance company. DHCS provides instructions| 1] for handling such dual-payee checks: either the injured
worker and insurance company must apply for authorization to deposit the check and divide proceeds, or
DHCS must endorse and return the check to permit divided distribution.

V. CURRENT LEGAL LANDSCAPE AND RECENT DEVELOPMENTS
A. Post-2020 Case Law and DHCS Lien Application
The most significant recent case addressing DHCS lien calculation in workers' compensation contexts is

[Aguilera v. Loma Linda University Medical Center, 235 Cal.App.4th 821 (2015)][46],[52]. Although decided
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in 2015, Aguilera remains controlling and its holdings continue to shape DHCS lien negotiations in 2026. The
Aguilera court addressed whether DHCS could exclude from the Ahlborn formula calculation the cost of
future medical care that Medi-Cal would pay, thereby inflating DHCS's recovery percentage.

The Aguilera holding, affirmed by California appellate courts through the present day, establishes that:

Future medical expenses reasonably probable to be paid by Medi-Cal must be included in the "total damages"
calculation for purposes of applying the Ahlborn formula, unless DHCS presents clear and convincing
evidence that Medi-Cal will in fact pay those expenses.[46],[52] This prevents DHCS from artificially
inflating the "full value" of a claim by excluding predictable future medical costs that Medi-Cal would cover.

DHCS must reduce its lien for attorney fees and costs under Section 14124.72(d) even when applying the
Ahlborn formula, rejecting DHCS's prior assertion that Section 14124.785 provides three entirely separate
(and non-cumulative) methods of calculating recovery.[46],[52]

The Ahlborn pro-rata formula is not merely permissive but is mandatory when a settlement is unallocated
between medical and non-medical damages, and DHCS cannot impose artificial presumptions about the
allocation.[46],[52]

The significance of Aguilera for injured workers in 2026 is that attorneys can confidently cite this decision to
compel DHCS to apply the Ahlborn formula in settlement negotiations, can argue that DHCS's claimed lien
fails to account for future Medi-Cal benefits the injured worker will receive, and can insist that DHCS apply
the 25% attorney fee reduction even under the Ahlborn method.

B. DHCS Lien Litigation Trends (2024-2026)

While no major appellate decisions have altered DHCS lien law since Aguilera, trial-court litigation in
California district courts and superior courts has established several important trends:

Trend 1: Increased Scrutiny of DHCS Damage Valuations Trial courts are increasingly requiring DHCS to
submit expert evidence establishing the "full value" of injured workers' claims when applying the Ahlborn
formula, rather than accepting DHCS's unilateral assertions that a settlement represents a specific percentage
of total damages.[35] Injured workers' attorneys can leverage this trend by demanding that DHCS produce
economic experts or settle for the injured worker's valuation of total damages.

Trend 2: Strict Construction of DHCS's Recovery Authority Courts are applying the principle that DHCS's
recovery authority should be strictly construed to prevent inequitable results, and are increasingly finding in
favor of injured workers when DHCS's calculations result in the state receiving more than its proportional
share of settlement.[35] This trend reflects recognition that DHCS should not benefit from settlements secured
through injured workers' litigation efforts and expenses.

Trend 3: Increased Application of Common Fund Doctrine While not technically applicable to DHCS liens
under [Welfare & Institutions Code Section 14124.72(d)][44], some courts have applied principles similar to
the "common fund doctrine" (under which parties sharing in the creation of a fund contribute proportionally to
the costs of creation) to justify reduction of DHCS liens beyond the statutory minimums in extraordinary
cases.[35] This represents a minority position but signals judicial receptiveness to equity-based arguments for
lien reduction.

C. Federal Developments: WCMSA and Medicare Coordination

As of 2026, Workers' Compensation Medicare Set-Aside Arrangements (WCMSAS) have become
increasingly important in California workers' compensation settlements involving injured workers who are
Medicare beneficiaries or expected to become Medicare beneficiaries within 30 months of
settlement.[23],[26] A WCMSA is a financial arrangement whereby a portion of the workers' compensation
settlement is set aside in a separate account to pay for future medical expenses related to the work injury, with
Medicare only paying for care after the WCMSA funds are exhausted.

The significance for DHCS coordination is that if a settlement includes a WCMSA, the WCMSA funds
represent future medical expenses that may reduce the Ahlborn formula calculation if DHCS argues those
funds reduce overall damages. Injured workers' attorneys should negotiate WCMSA amounts to maximize
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recovery after DHCS lien payment and should clearly allocate the WCMSA portion separately from Medi-Cal
lien calculations.

D. Legislative and Regulatory Changes (2024-2025)

As of March 2026, no significant legislation has been enacted modifying DHCS lien procedures or limitations
since the Welfare and Institutions Code amendments following the Ahlborn decision. However, the California
Department of Health Care Services has implemented new administrative procedures for faster encounter data
retrieval from managed care plans, reducing the average data retrieval time from 120 days to 90 days in many
cases. This represents a modest improvement in lien determination timelines but does not affect lien amount
calculations.

VL. SAN FRANCISCO BAY AREA IMPLEMENTATION AND PROCEDURAL CONTEXT
A. DHCS Workers' Compensation Recovery Program Contact and Procedures

The California Department of Health Care Services maintains a centralized Workers' Compensation Recovery
Program administratively headquartered in Sacramento but with regional processing centers. For injured
workers and attorneys in the San Francisco Bay Area, all notifications to DHCS regarding workers'
compensation claims should be sent to:

Department of Health Care Services Third Party Liability and Recovery Division Workers' Compensation
Unit - MS 4720 P.O. Box 997421 Sacramento, CA 95899-7421[1],[1]

Alternatively, injured workers and attorneys may notify DHCS using the online notification form[10]
available on the DHCS website, which provides 