
IP vs. Observation – Knowledge Check 

Concept Reinforcement for Physician Advisor Training 

This knowledge check reinforces core concepts related to Inpatient (IP) versus Observation 

(OBS) level of care determination. It emphasizes clinical judgment, regulatory intent, and 

defensible decision-making rather than memorization. This is a learning tool, not a test. 

Questions 
1. In the Medicare program, which statement best describes Observation? 

• A. Observation is a hospital admission status under Part A 

• B. Observation is a service provided to an outpatient billed under Part B 

• C. Observation is a temporary inpatient status 

• D. Observation automatically converts to inpatient after 24 hours 

2. Which factor is most important when determining inpatient status under Traditional 

Medicare? 

• A. The final diagnosis at discharge 

• B. The actual length of stay 

• C. Physician expectation at the time of admission 

• D. The payer’s retrospective criteria 

3. Under Medicare guidance, most reasonable and necessary observation services typically 

last: 

• A. Less than 12 hours 

• B. Less than 24 hours 

• C. Less than 48 hours 

• D. Exactly 2 midnights 

4. Prolonged observation approaching or exceeding 24–48 hours should trigger: 

• A. Automatic inpatient conversion 

• B. Coding review only 

• C. Physician Advisor review 

• D. Case closure without further action 

5. The Two-Midnight Rule benchmark requires the admitting physician to consider: 

• A. Time spent after the inpatient order only 

• B. Time spent in the hospital starting with initial outpatient services 

• C. Only time spent in observation 

• D. Only the diagnosis-related group (DRG) 



6. Which of the following is a recognized exception allowing inpatient admission with an 

expected stay of less than two midnights? 

• A. Bed availability issues 

• B. Delayed diagnostic testing 

• C. Mechanical ventilation 

• D. Social admission needs 

7. Which principle governs whether an inpatient admission remains appropriate if the 

patient improves faster than expected? 

• A. Final length of stay determines appropriateness 

• B. Retrospective outcome overrides initial judgment 

• C. Original physician expectation governs 

• D. Observation should always be used instead 

8. Which statement about Utilization Review (UR) is correct under Medicare Conditions of 

Participation? 

• A. UR is optional for hospitals 

• B. Only denied cases must be reviewed 

• C. All claims must be accurate and supported by a compliant UR process 

• D. UR decisions may be finalized by non-physicians 

9. Which documentation element is most critical for supporting inpatient medical necessity? 

• A. Lengthy progress notes 

• B. Use of symptom-based diagnoses only 

• C. Clear articulation of risk, severity, and treatment intent 

• D. Copying prior notes forward 

10. Why is overuse of observation status problematic? 

• A. It always increases hospital revenue 

• B. It inflates LOS and mortality metrics and increases patient financial burden 

• C. It eliminates audit risk 

• D. It simplifies documentation requirements 

11. The Physician Advisor’s primary role in IP vs. OBS determination is to: 

• A. Enforce criteria rigidly 

• B. Retrospectively justify status decisions 

• C. Provide early clinical judgment and risk-based guidance 

• D. Replace the treating physician’s decision 

 



Answer Key and Explanations 
Question 1: Correct Answer – B 

Explanation: Observation is not a status under Medicare; it is a service provided to an 

outpatient and billed under Part B. 

Question 2: Correct Answer – C 

Explanation: Traditional Medicare bases appropriateness on the physician’s reasonable 

expectation at the time of admission. 

Question 3: Correct Answer – C 

Explanation: Observation services are usually less than 24 hours and only rarely exceed 48 

hours. 

Question 4: Correct Answer – C 

Explanation: Prolonged observation is a key signal for Physician Advisor involvement. 

Question 5: Correct Answer – B 

Explanation: The Two-Midnight benchmark includes cumulative hospital time beginning 

with initial outpatient services. 

Question 6: Correct Answer – C 

Explanation: Mechanical ventilation is a strong indicator of inpatient-level care even with a 

short LOS. 

Question 7: Correct Answer – C 

Explanation: Faster-than-expected improvement does not invalidate a reasonable initial 

inpatient expectation. 

Question 8: Correct Answer – C 

Explanation: Medicare requires accurate claims supported by a compliant UR process. 

Question 9: Correct Answer – C 

Explanation: Clear documentation of acuity, risk, and intent supports medical necessity. 

Question 10: Correct Answer – B 

Explanation: Overuse of OBS distorts metrics and increases patient financial burden. 

Question 11: Correct Answer – C 

Explanation: The PA provides early, prospective, risk-based clinical guidance. 
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