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SECTION 15
BAD DEBTS
Regulation Reference:  §405.420

GENERAL:
Bad debts are amounts considered to be uncollectible from accounts and notes receivable which were created or acquired in providing services.  The Medicare Program recognizes that there are instances where a provider should not be held accountable for bad debts attributable to beneficiaries who received services covered by the program.  Therefore, under the Medicare program, bad debts resulting from deductible and coinsurance amounts for provider services which are uncollectible from beneficiaries are considered in the program's calculation of reimbursement to the provider. However, the uncollectible amounts are not includable as such in the provider's allowable cost.

OBJECTIVE:
1.
To determine that allowable bad debts resulted from uncollectible deductibles and coinsurance amounts for provider services.

2.
To determine that unrecovered costs attributable to Medicare bad debts are properly computed in the program's calculation of reimbursement to the provider.

3.
To determine that a proper credit was made for the recovery of bad debts.

4.
To determine the allowability of Title XIX (Medicaid) bad debts if included in the calculation of allowable bad debts.

5.
To assure that bad debts for deductibles and coinsurance amounts applicable to the professional services of provider based physicians are not included in Medicare bad debts.

OTHER REFERENCES:
HCFA-Pub. 15-I, §300

Cost Report Forms:
HCFA 2552-83, Worksheet E
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15.01
The auditor should review the provider's policies and procedures to obtain an understanding of the method used to determine bad debts, bad debt collection effort and the method used to record the recovery of bad debts previously written off.  After reviewing bad debt policies and procedures, the auditor should determine that only uncollectible deductible and coinsurance amounts are included in the calculation of reimbursable bad debts.

15.02
Obtain documentation to support the amount claimed for bad debts applicable to Medicare beneficiaries.  Verify the mathematical accuracy of the amount claimed for the year under review.

15.03
From the documentation obtained in step 15.02,

select a sample of patient accounts receivable

ledger cards.  Prepare a worksheet listing the

patient's name, health insurance number, date of

billing, dates of services, date of write-off

and amounts of deductible and coinsurance claimed for bad debts.  Based upon this analysis, perform the following audit steps:

A.
Determine that the bad debt relates only to

deductibles and coinsurance for provider

services and that bad debts related to 

deductibles and coinsurance for the pro-

fessional patient care services of provider

based physicians are not included.

B.
Ascertain that the provider made reasonable

collection efforts to collect the bad debt

by reviewing documentation such as bills

issued to the patient or, if deceased, to the

person responsible for the patient's financial

obligations, and records of telephone or

personal contacts with the beneficiary.

C.
Determine that the period of time from the

first billing to the write-off date is at
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least 120 days unless the patient is considered

indigent or medically indigent.

D.
Determine if any title XIX (Medicaid) bad debts

are included in the amount claimed for bad

debts.  If Medicaid bad debts are included, 

perform audit step 15.08.

E.
Determine if the bad debt was for services

which are not covered by Medicare or for

services to non-Medicare patients.  If so,

disallow the amount claimed and consider

expanding the sample.

15.04

Where a provider utilizes the services of a 

collection agency, the provider need not refer

all uncollected patient charges to the agency,

but it may refer only uncollected charges above

a specified minimum amount.  If reasonable

collection effort was applied, fees the collection agency charges the provider are recognized as an allowable administrative cost of the provider.  To determine the acceptability of collection agency services, perform the following audit steps.

A.
Review provider contracts with the collection

agency to determine that both Medicare and

non-Medicare uncollectible amounts are handled

in a similar manner.

B.
Determine that the patient's file is properly

documented to substantiate the collection

effort by reviewing the patient's file for

copies of the agency's billing, follow-up

letters and reports of telephone and

personal contacts.

C.
Determine that bad debt amounts recovered by

the collection agency are properly recorded

by verifying that the full amount collected

is credited to the patient's account and the

collection fee is charged to administrative

expense.
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15.05
Obtain a list of prior year bad debts claimed and ascertain that the same bad debts have not been claimed in the current year.

15.06
There could be instances where the provider may have established that the beneficiary is either indigent or medically indigent.  Determine if the provider has a listing of patients determined to be indigent.  If so, select a sample of these patients' accounts receivable ledger cards and perform the following audit steps:

A.
Ascertain that the patient's indigence was

determined by the provider.

B.
Determine if the provider took into account

the patient's total resources which would

include an analysis of assets (but only those

which are convertible to cash and

unnecessary for the patient's daily living),

liabilities and income and expenses.

C.
Ascertain that no other source such as title

XIX, local welfare agency or guardian would

be legally responsible for the patient's

medical bill.

D.
Ascertain that the patient's file contains

documentation of the method by which

indigence was determined in addition to

all back-up information to substantiate

the determination.

E.
If there is not sufficient documentation

to conclude that the patient is indigent,

disallow the amount claimed for the bad debt.

15.07
Amounts included in allowable bad debts in a prior period could be recovered in a later reporting period.  The auditor should verify that recoveries of such bad debts are properly offset.  To determine if bad debt recoveries were properly handled, perform the following steps:

Rev. 16
5-179


EXHIBIT 15 (Cont.)


HOSPITAL AUDIT PROGRAM
                                    12-85

AUDITOR'S
 PROCEDURE
   INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
                                                                                                                                              ____   
A.
Obtain a listing from the provider of bad

debts recovered during the period under

review.

B.
From the listing obtained, select a

sample of patients' accounts receivable

ledger cards.

C.
From the account receivable ledger card or

other source documentation, determine the

amount of bad debt that was originally 

reimbursed by the program.  Ascertain if

there was any recovery of the bad debt.

Where a recovery was made, determine if

reimbursable bad debts for the year of

recovery were reduced by the amounts

recovered.  However, such reductions in

reimbursable bad debts for the year of

recovery should not exceed the bad debts

reimbursed for the applicable prior period.

D.
Where the provider was not reimbursed by

the program for bad debts for the reporting

period in which the amount recovered was

includable in allowable bad debts, ascertain

that reimbursable bad debts in the period of

recovery were not reduced.

E.
Determine if the provider records

recoveries of previously written off accounts

in a separate revenue account.  Where this is

done, analyze the revenue account to determine

if any amounts relate to Medicare deductibles

and coinsurance.  If the provider cannot

provide support for deposits made into the

account, then make an adjustment based upon

the following formula.

TOTAL MEDICARE BAD DEBTS FOR CURRENT AND PRIOR YEAR 

Total Bad Debts for Current and Prior Year

x Total Recoveries = Adjustment
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15.08
Prior to 1968, title XIX State plans under the Federal medical assistance programs were required to pay the Part A deductible and coinsurance amounts for inpatient hospital services.  Effective January 1, 1968, State title XIX plans are no longer required to pay these amounts, but instead have the option to do so.  Therefore, to the extent that State plans do not provide for payment of the Medicare deductible and coinsurance amounts for patients eligible for title XIX benefits, such unpaid amounts are allowable as bad debts provided that the requirements relative to indigent or medically indigent patients are met.  To determine if title XIX deductible and coinsurance amounts for individuals entitled to benefits under title XIX are allowable bad debts, perform the following steps:

A.
Where the Medicare deductible and coinsurance

amounts for patients eligible for title XIX

benefits were paid by the State or Welfare

agency, insure that those amounts are not 

included in the claimed bad debts.

B.
Review the provider's policies and procedures

for billing the State for the deductible and

coinsurance amounts.  If the provider does not

have an ongoing billing system or if there is a

system but it has not operated properly, disallow related bad debts for deductible and coinsurance amounts claimed under Medicare.

C.
If the State is being billed correctly and has

accepted liability, ascertain that title XIX

deductible and coinsurance amounts are not in-

cluded in the claimed bad debts.

D.
If the State has been billed, but did not pay the amount due, determine if there is a written notice of rejection in the patient's file.  Review the rejection notice and if it is found to be acceptable allow the bad debt for Medicare purposes.

15.09
Write a conclusion on audit procedures performed.
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