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300. PRINCIPLE 
Bad debts, charity, and courtesy allowances are deductions from revenue and are not to be included 
in allowable costs; however, bad debts attributable to the deductibles and coinsurance amounts are 
reimbursable under the Program. 
 
 
302. DEFINITIONS 
 
302.1 Bad Debts.--Bad debts are amounts considered to be uncollectible from accounts and notes 
receivable which are created or acquired in providing services. "Accounts receivable" and "notes 
receivable" are designations for claims arising from rendering services and are collectible in money 
in the relatively near future. 
 
302.2 Allowable Bad Debts.--Allowable bad debts are bad debts of the provider resulting from 
uncollectible deductibles and coinsurance amounts and meeting the criteria set forth in Section 308.  
Allowable bad debts must relate to specific deductibles and coinsurance amounts. 
 
302.3 Charity Allowances.--Charity allowances are reductions in charges made by the provider of 
services because of the indigence or medical indigence of the patient. 
 
302.4 Courtesy Allowances.--Courtesy Allowances are reductions in charges by the provider in 
the form of an allowance to physicians, clergy, members of religious orders, and others as approved 
by the governing body of the provider, for services received from the provider.  Reductions in 
charges made as employee fringe benefits, such as hospitalization and personnel health programs are 
not considered courtesy allowances. 
 
302.5 Deductible and Coinsurance Amounts.--Deductible and coinsurance amounts are amounts 
payable by beneficiaries for covered services received from providers of services, excluding medical 
and surgical services rendered by physicians and surgeons.  These deductibles and coinsurance 
amounts, including the blood deductible, must relate to inpatient hospital services, post-hospital 
extended care services, home health services, out-patient services, and medical and other health 
services furnished by a provider of services. 
 
 
304.  BAD DEBTS UNDER MEDICARE 
 
Bad debts resulting from deductible and coinsurance amounts which are uncollectible from 
beneficiaries are not includable as such in the provider's allowable costs; however, unrecovered costs 
attributable to such bad debts are considered in the Program's calculation of reimbursement to the 
provider. 
 
The allowance of unrecovered costs attributable to such bad debts in the calculation of 
reimbursement by the Program results from the expressed intent of Congress that the costs of 
services covered by the Program will not be borne by individuals not covered, and the costs of 
services not covered by the Program will not be borne by the Program. Payment for 
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deductibles and coinsurance amounts is the responsibility of the beneficiaries.  However, the inability 
of the provider to collect deductibles and coinsurance amounts from beneficiaries of the Program 
could result in part of the costs of covered services being borne by others who are not beneficiaries 
of the Program.  Therefore, to assure that costs of covered services are not borne by others because 
Medicare beneficiaries do not pay their deductibles and coinsurance amounts, the Medicare Program 
will reimburse the provider for allowable bad debts, not to exceed the total amount of unrecovered 
costs of covered services furnished to all beneficiaries.  In the determination of unrecovered costs 
due to bad debts, the Medicare Program is considered as a whole without distinction between Part A 
and Part B of the Program. 
 
 
305. EFFECT OF THE WAIVER OF LIABILITY PROVISION ON BAD DEBTS 
 

A. Beneficiary Liability.--The waiver of liability provision of the law protects a beneficiary 
from liability for payments to a provider for noncovered services when (l) the services are found to 
be not reasonable and necessary or to involve custodial care (i.e., excluded from coverage under 
section l862(a)(l) or (9) of the Social Security Act), and (2) the beneficiary did not know or could not 
reasonably be expected to have known that the services were not covered.  Where the beneficiary had 
knowledge that the services were not covered, liability will remain with the beneficiary. 
 

B. Provider Not Accountable.--The program will reimburse the provider for the services if the 
provider did not know and could not reasonably be expected to have known that the services were 
not covered and the beneficiary had no knowledge as described n paragraph A.  If the provider has 
such knowledge, it will assume accountability for the noncovered services.  Where neither the 
provider nor the beneficiary is found accountable, the provider's charges for the services and the 
patient days are recorded as Medicare charges and Medicare patient days.  The provider is entitled to 
collect from the beneficiary the amounts that would have represented the deductible and coinsurance 
amounts.  If these amounts are not collected, they can be reimbursed under the Medicare bad debt 
provision (see 304) since the effect of the waiver of liability provision is to reimburse the provider as 
it would have been reimbursed had the services been covered. 
 

C. Provider Accountable.--Where the provider is found accountable, any bad debts the 
provider experiences from such a program decision (i.e., those charges the provider cannot collect 
from the beneficiary) cannot be reimbursed under the Medicare bad debt provision as defined in 
§302.  Provider costs attributable to these noncovered services furnished a beneficiary where the 
beneficiary's liability to the provider has been waived must be included in a provider's total costs for 
cost report purposes.  The provider's charges for the services and the patient days must be shown as 
non-Medicare charges and non-Medicare patient days.  The provider is nevertheless entitled to 
collect from the beneficiary the amounts that would have represented the deductible and coinsurance 
amounts had the services been covered.  If these 
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amounts are not collected, however, they cannot be reimbursed under the Medicare bad debt 
provision since they apply to services held to be not covered. (See §306 below.) 
 
306. BAD DEBTS RELATING TO NONCOVERED SERVICES OR TO 

NONBENEFICIARIES 
 
If a beneficiary does not pay for services which are not covered by Medicare, the bad debts 
attributable to these services are not reimbursable under the Medicare program. Likewise, bad 
debts arising from services to non-Medicare patients are not reimbursable under the program. 
 
Services which are not covered are defined generally in the following Health Insurance Manuals: 
 

CMS-Pub. 10 Hospital Manual - §260 
CMS-Pub. 11 Home Health Agency Manual - §§230 and 232 
CMS-Pub. 12 Skilled Nursing Facility Manual - §240 

 
308. CRITERIA FOR ALLOWABLE BAD DEBT 
 
A debt must meet these criteria to be an allowable bad debt: 
 

1. The debt must be related to covered services and derived from deductible and 
coinsurance amounts.  (See §305 for exception.) 
 

2. The provider must be able to establish that reasonable collection efforts were made. 
 

3. The debt was actually uncollectible when claimed as worthless. 
 

4. Sound business judgment established that there was no likelihood of recovery at any 
time in the future. 
 
310. REASONABLE COLLECTION EFFORT 
 
To be considered a reasonable collection effort, a provider's effort to collect Medicare deductible 
and coinsurance amounts must be similar to the effort the provider puts forth to collect 
comparable amounts from non-Medicare patients.  It must involve the issuance of a bill on or 
shortly after discharge or death of the beneficiary to the party responsible for the patient's 
personal financial obligations.  It also includes other actions such as subsequent billings, 
collection letters and telephone calls or personal contacts with this party which constitute a 
genuine, rather than a token, collection effort. The provider's collection effort may include using 
or threatening to use court action to obtain payment. (See §312 for indigent or medically indigent 
patients.) 
 

A. Collection Agencies.--A provider's collection effort may include the use of a 
collection agency in addition to or in lieu of subsequent billings, follow-up letters, 
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telephone and personal contacts.  Where a collection agency is used, Medicare expects the 
provider to refer all uncollected patient charges of like amount to the agency without regard to 
class of patient.  The "like amount" requirement may include uncollected charges above a 
specified minimum amount.  Therefore, if a provider refers to a collection agency its uncollected 
non-Medicare patient charges which in amount are comparable to the individual Medicare 
deductible and coinsurance amounts due the provider from its Medicare patient, Medicare 
requires the provider to also refer its uncollected Medicare deductible and coinsurance amounts 
to the collection agency. Where a collection agency is used, the agency's practices may include 
using or threatening to use court action to obtain payment. 
 

B. Documentation Required.--The provider's collection effort should be documented in 
the patient's file by copies of the bill(s), follow-up letters, reports of telephone and personal 
contact, etc. 
 
310.1 Collection Fees.--Where a provider utilizes the services of a collection agency and the 
reasonable collection effort described in §310 is applied, the fees the collection agency charges 
the provider are recognized as an allowable administrative cost of the provider. 
 
When a collection agency obtains payment of an account receivable, the full amount collected 
must be credited to the patient's account and the collection fee charged to administrative costs.  
For example, where an agency collects $40 from the beneficiary, and its fee is 50 percent, the 
agency keeps $20 as its fee for the collection services and remits $20 (the balance) to the 
provider.  The provider records the full amount collected from the patient by the agency ($40) in 
the patient's account receivable and records the collection fee ($20) in administrative costs.  The 
fee charged by the collection agency is merely a charge for providing the collection service, and, 
therefore, is not treated as a bad debt. 
 
310.2 Presumption of Noncollectibility.--If after reasonable and customary attempts to collect a 
bill, the debt remains unpaid more than 120 days from the date the first bill is mailed to the 
beneficiary, the debt may be deemed uncollectible. 
 
312. INDIGENT OR MEDICALLY INDIGENT PATIENTS 
 
In some cases, the provider may have established before discharge, or within a reasonable time 
before the current admission, that the beneficiary is either indigent or medically indigent.  
Providers can deem Medicare beneficiaries indigent or medically indigent when such individuals 
have also been determined eligible for Medicaid as either categorically needy individuals or 
medically needy individuals, respectively.  Otherwise, the provider should apply its customary 
methods for determining the indigence of patients to the case of the Medicare beneficiary under 
the following guidelines: 
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A.  The patient's indigence must be determined by the provider, not by the patient; i.e., a 
patient's signed declaration of his inability to pay his medical bills cannot be considered proof of 
indigence; 
 

B.  The provider should take into account a patient's total resources which would include, but 
are not limited to, an analysis of assets (only those convertible to cash, and unnecessary for the 
patient's daily living), liabilities, and income and expenses.  In making this analysis the provider 
should take into account any extenuating circumstances that would affect the determination of the 
patient's indigence; 
 

C.  The provider must determine that no source other than the patient would be legally 
responsible for the patient's medical bill; e.g., title XIX, local welfare agency and guardian; and 
 

D.  The patient's file should contain documentation of the method by which indigence was 
determined in addition to all backup information to substantiate the determination. 
 
Once indigence is determined and the provider concludes that there had been no improvement in the 
beneficiary's financial condition, the debt may be deemed uncollectible without applying the §310 
procedures.  (See §322 for bad debts under State Welfare Programs.) 
 
 
314.  ACCOUNTING PERIOD FOR BAD DEBTS 
 
Uncollectible deductibles and coinsurance amounts are recognized as allowable bad debts in the 
reporting period in which the debts are determined to be worthless.  Allowable bad debts must be 
related to specific amounts which have been determined to be uncollectible.  Since bad debts are 
uncollectible accounts receivable and notes receivable, the provider should have the usual accounts 
receivable records-ledger cards and source documents to support its claim for a bad debt for each 
account included.  Examples of the types of information to be retained may include, but are not 
limited to, the beneficiary's name and health insurance number; admission/discharge dates for Part A 
bills and dates of services for Part B bills; date of bills; date of write-off; and a breakdown of the 
uncollectible amount by deductible and coinsurance amounts.  This proposed list is illustrative and 
not obligatory. 
 
316.  RECOVERY OF BAD DEBTS 
 
Amounts included in allowable bad debts in a prior period might be recovered in a later reporting 
period.  Treatment of such recoveries under the program is designed to achieve the same effect upon 
reimbursement as in the case where the amount was uncollectible. 
 
Where the provider was reimbursed by the program for bad debts for the reporting period in which 
the amount recovered was included in allowable bad debts, reimbursable costs in the period of 
recovery are reduced by the amounts recovered.  However, such reductions in reimbursable costs 
should not exceed the bad debts reimbursed for the applicable prior period. 
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Where the provider was not reimbursed by the program for bad debts for the reporting period in 
which the amount recovered was included in allowable bad debts, reimbursable costs in the period of 
recovery are not reduced. 
 
320.  METHODS OF DETERMINING BAD DEBT EXPENSE 
 
320.1 Direct Charge-Off.--Under the direct charge-off method, accounts receivable are analyzed 
and a determination made as to specific accounts which are deemed uncollectible.  The amounts 
deemed to be uncollectible are charged to an expense account for uncollectible accounts.  The 
amounts charged to the expense account for bad debts should be adequately identified as to those 
which represent deductible and coinsurance amounts applicable to beneficiaries and those which are 
applicable to other than beneficiaries or which are for other than covered services.  Those bad debts 
which are applicable to beneficiaries for uncollectible deductible and coinsurance amounts are 
included in the calculation of reimbursable bad debts.  (See §§300, 302.2, 314, and 316.) 
 
320.2 Reserve Method.--Bad debt expenses computed by use of the reserve method are not 
allowable bad debts under the program.  However, the specific uncollectible deductibles and 
coinsurance amounts applicable to beneficiaries and charged against the reserve are includable in the 
calculation of reimbursable bad debts.  (See §308.) 
 
Under the reserve method, providers estimate the amount of bad debts that will be incurred during a 
period, and establish a reserve account for that amount.  The amount estimated as bad debts does not 
represent any particular debts, but is based on the aggregate of receivables or services. 
 
322.  MEDICARE BAD DEBTS UNDER STATE WELFARE PROGRAMS 
 
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 furnished through 
December 31, 1967.  Any such deductible or coinsurance amounts not paid by the State were not 
allowable as a bad debt. 
 
Effective with the 1967 Amendments, States no longer have the obligation to pay deductible and 
coinsurance amounts for services that are beyond the scope of the State title XIX plan for either 
categorically or medically needy persons.  For example, a State which covers hospital care for only 
30 days for Medicaid recipients is not obligated (unless made part of the State title XIX plan) to pay 
all or part of the Medicare coinsurance from the 61st day on.  For services that are within the scope 
of the title XIX plan, States continue to be obligated to pay the full deductible and coinsurance for 
categorically needy persons for most services, but can impose some cost sharing under the plan on 
medically needy persons as long as the amount paid is related to the individual's income or resources. 
 
Where the State is obligated either by statute or under the terms of its plan to pay all, or any part, of 
the Medicare deductible or coinsurance amounts, those amounts are not 
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allowable as bad debts under Medicare.  Any portion of such deductible or coinsurance amounts that 
the State is not obligated to pay can be included as a bad debt under Medicare, provided that the 
requirements of §312 or, if applicable, §310 are met. 
 
In some instances, the State has an obligation to pay, but either does not pay anything or pays only 
part of the deductible or coinsurance because of a State payment "ceiling."  For example, assume that 
a State pays a maximum of $42.50 per day for SNF services and the provider's cost is $60.00 a day.  
The coinsurance is $32.50 a day so that Medicare pays $27.50 ($60.00 less $32.50).  In this case, the 
State limits its payment towards the coinsurance to $15.00 ($42.50 less $27.50).  In these situations, 
any portion of the deductible or coinsurance that the State does not pay that remains unpaid by the 
patient, can be included as a bad debt under Medicare, provided that the requirements of §312 are 
met. 
 
If the State is not participating under title XIX, but State or local law requires the welfare agency to 
pay the deductible and coinsurance amounts, any such amounts are not includable in allowable bad 
debts.  If neither the title XIX plan nor State or local law requires the welfare agency to pay the 
deductible and coinsurance amounts, there is no requirement that the State be responsible for these 
amounts.  Therefore, any such amounts are includable in allowable bad debts provided that the 
requirements of §312 or, if applicable, §310 are met. 
 
 
324. PROVIDER-BASED PHYSICIANS--PROFESSIONAL COMPONENT NOT A BAD 

DEBT 
 
The professional component of a provider-based physician's remuneration is not recognized as an 
allowable bad debt in the event the provider is unable to collect the charges for the professional 
services of such physicians.  Bad debts are recognized only if they relate to a provider's "allowable" 
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costs.  "Allowable" costs pertain only to covered services for which the provider can bill on its own 
behalf under Part A and Part B.  They do not pertain to costs of services the provider might bill on 
behalf of the provider-based physician.  Technically, the professional component is a physician 
charge, not a provider cost.  Thus, considering physician reimbursement as a provider cost in 
determining allowable bad debts would not be in conformance with the law. 
 
326. APPLYING COLLECTIONS FROM BENEFICIARIES 
 
When a beneficiary or a third party on behalf of the beneficiary makes a partial payment of an 
amount due the provider, which is not specifically identified as to which debt it is intended to satisfy, 
the payment is to be applied proportionately to Part A deductibles and coinsurance, Part B 
deductibles and coinsurance and noncovered services.  The basis for proration of partial payments is 
the proportionate amount of amounts owed in each of the categories. 
 
328. CHARITY, COURTESY, AND THIRD-PARTY PAYER ALLOWANCES--COST 

TREATMENT 
 
Charity, courtesy, and third-party payer allowances are not reimbursable Medicare costs. Charges 
related to services subject to these allowances should be recorded at the full amount charged to all 
patients, and the allowances should be appropriately shown in a revenue reduction account.  The 
amount reflecting full charges must then be used as applicable to apportion costs and in determining 
customary charges for application of the lower of costs or charges provision. 
 
Example - The provider entered into an agreement with a third-party payer to render services at 25 
percent below charges.  Accordingly, for an X-ray service with a charge of $40, the provider billed 
the third party payer $30.  The charge of $40 would be used to apportion costs and the $10 allowance 
would be recorded in a revenue reduction account. 
 
331. CREDIT CARD COSTS 
Reasonable charges made by credit card organizations to a provider are recognized as allowable 
administrative costs.  Credit card charges incurred by a provider of services represent costs incurred 
for prompt collection of accounts receivable.  These charges have come to be recognized as a 
substitute for the costs that would otherwise be incurred for credit administration (e.g., credit 
investigation and collection costs). 
 
332. ALLOWANCE TO EMPLOYEES 
Allowances, or reduction in charges, granted to employees for medical services as fringe benefits 
related to their employment are not considered courtesy allowances.  Employee allowances are 
usually given under employee hospitalization and personnel health programs. 
 
The allowances themselves are not costs since the costs of the services rendered are already included 
in the provider's costs.  However, any costs of the services not recovered by the provider from the 
charge assessed the employee are allowable costs. 
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332.1 Method for Including Unrecovered Cost.--The unrecovered cost of services furnished to 
employees as fringe benefits may be included in allowable costs by treating the amount actually 
charged to the employees as a recovery of costs.  Where the cost of the service exceeds the amount 
charged to the employee, the amount charged to the employee would be applied as a reduction in the 
costs of the particular department(s) rendering the services.  If costs should be apportioned by the 
RCCAC Method, all charges related to employees' services would be subtracted from the total 
charges used to apportion such costs, so that unrecovered costs relating to employees' allowances 
would be apportioned between Medicare patients and other patients.  Likewise, where an average 
cost per diem is used to apportion costs, the days applicable to the employees who received the 
allowances should be removed from the total days used to apportion costs. 
 
Where the amount charged to an employee exceeds the costs of the services provided, there is no 
unrecovered cost and, therefore, no cost of fringe benefit.  In this case, the amount charged to the 
employee is not offset against the department costs and the charges for the services given to the 
employee are not deleted from the total charges. The services furnished to employees are treated the 
same as services furnished to any other patients. 
 

A. Example (Where Departmental Costs are Equivalent to 90% of Charges).- 
 

Gross Charges Costs 
 
Other than Employees 

Medicare---------------------------- $   900 
Non-Medicare----------------------   1,800 

$2,700 
Employees      300 

Total--------------------------------- $3,000 $2,700         
        
 Computation of employee fringe 

benefit (30% discount): 
To be collected--70% of $300  ($210) 
Cost applicable to service 

provided (90% x $300)       270 
Unrecovered Cost---------------------  $     60     
 
Total charges-------------------------- $3,000 Total costs $2,700 
Less: Employee charges--------------      300 Employee payment      210 

           (Amount charged) 
Adjusted charges---------------------- $2,700 Adjusted cost $2,490  
 
Payment by Medicare--900/2700 x $2,490 = $830 
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The unrecovered cost of $60 remains in the departmental costs and is apportioned among the 
users of the department other than employees. 
 

B. Example (Where Departmental Costs are Equivalent to 50% of Charges).-- 
 

Gross Charges   Costs 
 
Other than Employees 

Medicare----------------   $   900 
Non-Medicare----------    1,800 

 $2,700 
Employees--------------------       300 

 _____ 
Total-----------------------  $3,000   $1 500 

 
Computation of employee 

fringe benefit (30% 
discount): 

To be collected--70% of $300     ($2l0) 
Cost applicable to service 
  provided (50% x $300)        l50  
Excess of amount charged 

to employees over cost      $   60  
Unrecovered Cost-----------        None 
Payment by Medicare 

(900/3,000 x $l,500)--      $ 450  
 
 
334. EXAMPLES:  COMPUTATION OF BAD DEBTS REIMBURSABLE UNDER THE 

PROGRAM 
 
334.1 Computation under Part A.-- Under Part A, deductible and coinsurance amounts are 
subtracted from the program's share of allowable costs in determining the amount reimbursable.  
Therefore, any uncollectible deductible and coinsurance amounts under Part A represent 
unrecovered costs to the provider.  Bad debts reimbursable under the program are included in 
Medicare reimbursement under part A as follows: 
 
Cost of covered services for Medicare 

patients------------------------     $160,000  
Deductible and coinsurance billed 

to Medicare patients (from provider's 
records)------------------------   $8,500 

Less: Allowable bad debts for 
deductible and coinsurance less 
amount recovered in excess of 
costs under Part B------------    1,500     7,000  

Balance due provider for covered 
services------------------------     $153,000  

 
(See § 334.2, Example C, for offset to allowable bad debts.) 
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334.2 Computation Under Part B.-- Under Part B, the amount reimbursable by the program 
(exclusive of bad debts) is determined by applying 80% to the reasonable cost of covered 
services furnished to beneficiaries, after application of the deductible provisions. The remaining 
20% of the reasonable cost should be recovered from the beneficiary through the coinsurance 
amount of 20% of the charges.  Where the provider's charges exceed costs, coinsurance amounts 
contain an amount in excess of costs.  Where charges are lower than costs, coinsurance amounts 
are less than the equivalent percentage of costs.  Since the program reimburses the provider for 
the unrecovered costs resulting from beneficiaries' allowable bad debts, a calculation must be 
made to determine whether or not there are any such unrecovered provider costs and whether and 
to what extent the provider may be reimbursed for bad debts in order to offset any such 
unrecovered costs. 
 
Where the provider recovers an amount in excess of the total Part B costs of the Medicare 
program reimbursement by the program, together with deductibles and coinsurance amounts 
collectible from beneficiaries, allowable bad debts under Part A are reduced by the amount of 
this excess. 
 
The cost reports provide a special schedule for making this calculation. 
 
The following examples illustrate the method to be used and the results that could be obtained 
under the different conditions. 
 

A. Example:  Provider Charges Higher Than Costs--Part B Services.-- 
 
  1. Total gross charges, all patients ----------------------------------------     $180,000 
  2. Total program charges--------------------------------------------------          45,000 
  3. Percent of program charges------------------------------------------- --             25% 
 
  4. Total cost of covered services ------------------------------------------     $150,000 
 
  5. 25% of cost applicable to beneficiaries -------------------------------     $  37,500 
  6. Less:  Deductibles billed to beneficiaries -----------------------------           2,000 
  7. Net Cost --------------------------------------------------------------------     $  35,500 

 
  8. 80% of net cost applicable to program --------------------------------     $ 28,400 
  9. Less: Amount received or receivable from contractor 

or SSA ---------------------------------------------------------------------        25,560 
10. Balance due provider or program --------------------------------------     $   2,840 
11. Add: Reimbursable bad debts (line 20 below) -----------------------          2,500 
12. Balance due provider or program (line 20 plus 11)------------------     $   5,340 
 

Computation of Reimbursable Bad Debts 
 
13. Total costs applicable to Part B ----------------------------------------     $  37,500 
14. Less: 80% of net costs applicable to Part B --------------------------         28,400 
15. Balance of costs to be recovered from beneficiaries ----------------     $    9,100 

 
 
 
 
 
 
 
 
 
3-12 Rev. 435 



03-08 BAD DEBTS, CHARITY, AND COURTESY ALLOWANCES 334.2 (Cont.) 
 
16. Deductible and coinsurance to beneficiaries ($2,000  

plus $8,600) -----------------------------------------------------------------------------     $  10,600 
17. Less: Uncollectible deductible and coinsurance -----------------------------------           4,000 
18. Net deductible and coinsurance billed to beneficiaries 

(if line 18 is equal to or greater than line 15, do 
not complete lines 19 and 20) ---------------------------------------------------------     $    6,600 

19. Unrecovered costs from program ($9,100 minus $6,600) 
(line 15 less line 18) --------------------------------------------------------------------     $    2,500 

20. Reimbursable bad debts (lesser of line 17 or line 19 ------------------------------     $    2,500 
 

B.     Example:  Provider Charges Lower Than Costs--Part B Services.-- 
 
  1. Total gross charges, all patients ------------------------------------------------------     $180,000 
  2. Total program charges -----------------------------------------------------------------         45,000 
  3. Percent of program charges -----------------------------------------------------------             25% 
  4. Total cost of covered services --------------------------------------------------------     $200,000 
  5. 25% of cost applicable to beneficiaries ----------------------------------------------     $  50,000 
  6. Less: Deductibles billed to beneficiaries --------------------------------------------     $    2,000 
  7. Net Cost ----------------------------------------------------------------------------------     $  48,000 
  8. 80% of net cost applicable to program ----------------------------------------------     $  38,400 
  9. Less: Amount received or receivable from contractor 

of SSA ------------------------------------------------------------------------------------         34,560 
10. Balance due provider or program ----------------------------------------------------     $    3,840 
11. Add: Reimbursable bad debts (line 20 below) -------------------------------------           4,000 
12. Balance due provider or program (lines 10 plus 11) -------------------------------     $    7,840 
 
 

Computation of Reimbursable Bad Debts 
 
13. Total costs applicable to Part B -------------------------------------------------------     $  50,000 
14. Less: 80% of net costs applicable to Part B -----------------------------------------         38,400 
15. Balance of costs to be recovered from beneficiaries -------------------------------     $  11,600 
 
16. Deductible and coinsurance billed to program ($2,000 

plus $8,600) -----------------------------------------------------------------------------     $  10,600 
17. Less: Uncollectible deductible and coinsurance -----------------------------------           4,000 
18. Net deductible and coinsurance billed to beneficiaries 

(if line 18 is equal to or greater than line 15 do not 
complete lines 19 and 20) -------------------------------------------------------------     $    6,600 

19. Unrecovered costs from program ($11,600 minus $6,600) 
(line 15 less line 18) --------------------------------------------------------------------     $    5,000 

20. Reimbursable bad debts (lesser of line 17 or line 19) -----------------------------     $    4,000 
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334.2 (Cont.) BAD DEBTS, CHARITY, AND COURTESY ALLOWANCES 03-08 
 

C. Example:  Provider Charges Higher than Costs--Part B Services Collections by 
Provider Exceed Costs).-- 
 
  1. Total gross charges all patients -------------------------------------------------------     $180,000 
  2. Total program charges -----------------------------------------------------------------         45,500 
  3. Percent of program charges -----------------------------------------------------------             25% 
 
  4. Total cost of covered services --------------------------------------------------------     $150,000 
 
  5. 25% of cost applicable to beneficiaries ----------------------------------------------     $  37,500 
  6. Less: Deductible billed to beneficiaries ---------------------------------------------           2,000 
  7. Net Cost ----------------------------------------------------------------------------------     $  35,500 
 
  8. 80% of net cost applicable to program ----------------------------------------------     $  28,400 
  9. Less: Amount received or receivable from intermediary 

or SSA ------------------------------------------------------------------------------------         25,560 
10. Balance due provider or program ----------------------------------------------------     $    2,840 
11. Add: Reimbursable bad debts (line 20 below) -------------------------------------           -0---  
12. Balance due provider or program (lines 10 plus 11) -------------------------------     $    2,840 
 
 

Computation of Reimbursable Bad Debts 
 
13. Total costs applicable to Part B -------------------------------------------------------     $  37,500 
14. Less: 80% of net costs applicable to Part B -----------------------------------------         28,400 
15. Balance of costs to be recovered from beneficiaries -------------------------------     $    9,100 
 
16. Deductibles and coinsurance billed to beneficiaries 

($2,000 plus $8,600) -------------------------------------------------------------------     $  10,600 
17. Less: Uncollectible deductible and coinsurance -----------------------------------           1,000   
18. Net  deductible and coinsurance billed to beneficiaries ---------------------------     $    9,000 
 
19. Unrecovered costs from program (line 15 less line 18) ---------------------------     $    (500) 
20. Reimbursable bad debts (less of line 17 or line 19) -------------------------------           -0---  

 
* Amount collected in excess of costs in transferred to computation of reimbursable and bad 

debts under part A and reduces allowable bad debts under Part A.  (See § 334.1.) 
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