
Part 1 

Denials Management for Physician Advisors 

Understanding Denials, Payer Logic, and the 

Physician Advisor’s Role 

Purpose of This Section 

Denials management is a core function of the Physician Advisor (PA) role. While many 

departments touch denials administratively, Physician Advisors are most often engaged 

when a denial challenges medical necessity, level of care, or clinical judgment. 

This section establishes the conceptual foundation for denials work. It is designed to define 

what denials are, clarify which denials typically fall within the PA’s scope, explain why 

denials occur even when care is appropriate, distinguish how denials are evaluated across 

payer types, and establish the correct mindset before discussing appeals or peer-to-peer 

reviews. 

This section provides context and orientation, not tactics. It answers why denials occur 

before addressing what to do about them. 

What Is a Denial? 
A denial is a payer payment determination, not a clinical verdict. It reflects a payer’s 

conclusion that some or all of the care provided does not meet that payer’s requirements for 

coverage under medical necessity standards, policy rules, or contractual terms. 

A denial does not mean the care was unsafe, unnecessary, or inappropriate. Confusing 

payment decisions with clinical appropriateness leads to defensive practice and poor 

strategy. 

Categories of Denials 
Denials generally fall into three broad categories: 

1. Medical necessity denials 

2. Technical or administrative denials 

3. Coverage or contractual denials 

Physician Advisors are primarily involved in medical necessity denials, where clinical 

reasoning, documentation, and physician-to-physician communication can influence 

outcomes. 

Medical Necessity Denials: The Core PA Domain 

Most Physician Advisor denials work centers on medical necessity, particularly Inpatient 

versus Observation determinations. These denials dominate PA involvement because 

admission decisions are inherently prospective, standards allow for clinical judgment, 



documentation often lags behind clinical reasoning, and payers apply retrospective logic to 

forward-looking decisions. 

Prospective Judgment vs. Retrospective Outcome 
A critical principle in denials management is the difference between prospective clinical 

judgment and retrospective outcome assessment. 

Traditional Medicare Perspective 

Under Traditional Medicare, the decision to admit a patient as an inpatient is evaluated 

based on the information available to the physician at the time the admission decision is 

made, not on how the patient ultimately responds to treatment. 

CMS regulations and guidance establish that the admission decision is based on the 

physician’s reasonable expectation of the need for hospital-level care, even if that 

expectation later proves incorrect due to rapid improvement or a shorter-than-anticipated 

length of stay. 

This principle is embedded in CMS regulations (42 CFR §412.3(d)(1)) and reinforced 

through Two-Midnight Rule guidance. Traditional Medicare evaluates decisions 

prospectively, not with hindsight. 

Medicare Advantage and Commercial Perspective 

In contrast, Medicare Advantage and commercial payers frequently assess admissions using 

retrospective outcomes, such as rapid improvement, limited interventions, short length of 

stay, or absence of complications. 

In these environments, a patient who improves quickly may be cited as evidence that 

inpatient care was unnecessary, even when significant risk and uncertainty existed at the 

time of admission. 

The Three Payer Environments and Denials Behavior 

Traditional Medicare (TMCR) 

Traditional Medicare denials are regulatory-driven, based on public standards, more 

structured and predictable, and lower in volume. Medical necessity denials typically focus 

on Two-Midnight benchmark application, documentation of physician expectation, and 

justification of exceptions. 

Medicare Advantage / Medicare Replacement (MR) 

Medicare Advantage plans generate the highest volume of PA-involved denials. They are 

governed by both regulation and contract, rely on internal medical policies, and frequently 

require peer-to-peer reviews. 



Commercial (Under-65) Plans 

Commercial plans are primarily contract-driven, lack a Two-Midnight benchmark, and rely 

heavily on proprietary criteria. Outcomes often carry disproportionate weight, and denial 

reversals may be less predictable. 

Why Denials Occur Even When Care Is Appropriate 
Denials occur due to retrospective reinterpretation of clinical data, documentation gaps, 

payer-specific policies, contractual constraints, and cost-containment strategies. A denial 

reflects payer behavior, not necessarily clinical error. 

The Physician Advisor’s Role in Denials Management 
Physician Advisors reconstruct clinical reasoning at the time of care, interpret 

documentation in context, communicate physician-to-physician, and determine whether 

pursuit of a denial is warranted or futile. 

What Denials Management Is—and Is Not 

• Denials management is: 

• Clinical defense of reasonable decisions 

• Pattern recognition and feedback 

• A quality and education opportunity 

• A structured response to payer behavior 

• Denials management is not: 

• A referendum on physician competence 

• A mandate to overturn every denial 

• A purely administrative exercise 

Setting the Proper Mindset Moving Forward 
Some denials are defensible and reversible. Some are predictable and strategic. Some are 

simply cost-containment decisions. The Physician Advisor’s responsibility is to recognize 

the difference and respond appropriately. 
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