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Revenue cycle, reimbursement, and patient financial services teams must ensure rigorous, compliant, and timely documentation
standards are met for each patient encounter.

The Medicare Administrative Contractor (MAC) assigned to review your cost report is determined by your location. Although tasked
with following the same regulations, auditor interpretation of these rules can vary. Centers for Medicare and Medicaid Services (CMS)
places the burden of supporting cost report information squarely on providers. Consistent internal practices for collecting and
maintaining patient documentation are essential. Although many things can lead to gaps between revenue cycle and reporting
operations teams, creating a culture of financial accountability and compliance can bridge these gaps. Explaining the “why” to
essential staff will shift mindset from viewing the cost report as nothing more than additional paperwork, to a critical driver of overall
financial health.

A 2025 Office of Inspector General (OIG) report noted that MACs did not consistently meet cost report oversight requirements. There
were multiple issues cited, however, among the top five noted was “Inadequate Review of Medicare Bad Debts.” In fact, OIG
recommended that CMS should clearly define Medicare Bad Debt thresholds to trigger audits.

So, what can hospitals do to avoid audit disallowances? It may be time for a refresher training for responsible staff. Connecting daily
operational tasks to overall financial outcomes will illustrate how accurate documentation impacts Medicare reimbursement.

» Staff Expectations: Require staff to review and understand Financial Assistance, Billing & Collection Policies, and CMS
Regulations.
Implement regular procedural training for staff: Front-end inefficiencies equate to lost revenue. Ensure that billing, clerical, patient
financial services, and administrative staff are well versed in documentation requirements for Medicare Bad Debt /
Uncompensated Care.
Strengthen Records Management: Maintain clear, organized, and complete records for patient encounters, collection efforts, and
financial assistance determinations.
Implement Internal Audit spot-checks: Conduct mock audits to identify deficiencies and vulnerable areas before an official CMS
desk review or audit. Assuring compliance can significantly reduce revenue loss.

» Post audit improvement strategy sessions: Conduct regularly as this will help determine root causes of any disallowances.

Documentation and / or process gaps equate to leaving money on the table. Auditors can make multiple requests for documentation
during a review. A simple patient encounter documentation checklist can ensure that your bases are covered so when audit sample
requests come in, it will not be a heavy lift.

Four Non-Negotiable Documentation & Record
Criteria for Allowable Keeping Essentials Checklist
Medicare Bad Debt

Establish a “Documentation Lead’ who can take point on audit
requests.

(42CFR 413.89 & PRM 15-1 Chapter 3 §308)

1.Covered Services: The debt must be related to covered
services and derive from the beneficiaries required
deductible and coinsurance.

2.Reasonable Collection Efforts: Genuine, rather than
token efforts must be made and these must be the
same used for non-Medicare patients.

3.Worthlessness: The debt must be uncollectible when
claimed on the cost report.

4.Sound Business Judgment: You must establish there is
no future likelihood of recovery at any time.

Create a detailed log containing accurate patient encounter details
(must be Exhibit 2A compliant.)

Check that no other payers, aside from the beneficiary, are legally
responsible for the medical bill.

Verify whether patients participate in a Medicare Savings Program
such as QMB or SLMB.

Make the covered services determination.
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Indigency determinations are fully documented.
o Financial Assistance Applications
o Income and Asset Verification
o Complex Claims (deceased and / or bankruptcy)

The Primary Causes of
Medicare Bad Debt
Disallowances

Internal collection efforts have been documented in the patient file.

Assignment to and return from the collection agencies are well
documented in the patient file.

Timely billing requirements are met (120 day rule.)

1.Lack of Proper Documentation or Presumptive
Indigence Determinations: It is imperative to collect and
maintain proper documentation in each patient’s file.

2.Improper Collection Process: This needs to be
documented in the patient’s files through billings, notes,
calls, follow-up letters, etc.

3.Premature Write Off: Accounts must not be claimed
until they are returned from a collection agency.

4.Timely Billing: This is commonly referred to as the 120-
day rule. A bill must be issued on or before 120 days
after the date of the Medicare or secondary payer (if
any) remittance OR the notification that the secondary Tip: Scan all items into a single PDF per account and name the files

payer does not cover the services. MRN-Acct#-Bad Debt.pdf

A copy of the patient’s first bill is maintained.

For dual eligible beneficiaries, a valid Medicaid Remittance Advice is
on file.

Medicare bad debts are mapped properly on the general ledger.

Ensure the debt was not claimed on any prior cost reports.
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Ensure your FAP is being followed.
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	We can help with that! Let us do a deep dive into your policies and/or review recent audit adjustments to identify areas for improvement. For any questions, email our Audit Manager at maryclaire.osegueda@meduitrcm.com.
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