
42 C.F.R. § 413.89
Bad debts, charity, and courtesy allowances.

(a) Principle. Bad debts, charity, and courtesy allowances are deductions from revenue and are not to be
included in allowable cost. However, subject to the limitations described under paragraph (h) of this
section and the exception for services described under paragraph (i) of this section, bad debts attributable
to the deductibles and coinsurance amounts are reimbursable under the program.

(b) Definitions—(1) Bad debts. (i) For cost reporting periods beginning before October 1, 2020:

(A) “Bad debts” are amounts considered to be uncollectible from accounts and notes receivable that were
created or acquired in providing services.

(B) “Accounts receivable” and “notes receivable” are designations for claims arising from the furnishing of
services, and are collectible in money in the relatively near future.

(ii) For cost reporting periods beginning on or after October 1, 2020, “bad debts” are amounts considered to be
uncollectible from patient accounts that were created or acquired in providing services and are categorized as
implicit price concessions for cost reporting purposes and are recorded in the provider's accounting records as a
component of net patient revenue.

(2) Charity allowances. Charity allowances are reductions in charges made by the provider of services because of
the indigence or medical indigence of the patient. Cost of free care (uncompensated services) furnished under a
Hill-Burton obligation are considered as charity allowances.

(3) Courtesy allowances. Courtesy allowances indicate a reduction in charges 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. Employee fringe benefits, such as hospitalization and personnel health
programs, are not considered to be courtesy allowances.

(c) Normal accounting treatment: Reduction in revenue. (1) For cost reporting periods beginning before October 1,
2020:

(i) Bad debts, charity, and courtesy allowances represent reductions in revenue. The failure to collect charges
for services furnished does not add to the cost of providing the services as these costs have already been
incurred in the production of the services.

(ii) Medicare bad debts must not be written off to a contractual allowance account but must be charged to an
expense account for uncollectible accounts.

(2) For cost reporting periods beginning on or after October 1, 2020:

(i) Bad debts, also known as “implicit price concessions,” charity, and courtesy allowances represent reductions
in revenue. The failure to collect charges for services furnished does not add to the cost of providing the services
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as these costs have already been incurred in the production of the services.

(ii) Medicare bad debts must not be written off to a contractual allowance account but must be recorded as an
implicit price concession that results in a reduction in revenue.

(d) Requirements for Medicare. Under Medicare, costs of covered services furnished beneficiaries are not to be
borne by individuals not covered by the Medicare program, and conversely, costs of services provided for
other than beneficiaries are not to be borne by the Medicare program. Uncollected revenue related to
services furnished to beneficiaries of the program generally means the provider has not recovered the cost
of services covered by that revenue. The failure of beneficiaries to pay the deductible and coinsurance
amounts could result in the related costs of covered services being borne by other than Medicare
beneficiaries. To assure that such covered service costs are not borne by others, the costs attributable to the
deductible and coinsurance amounts that remain unpaid are added to the Medicare share of allowable
costs. Bad debts arising from other sources are not allowable costs.
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