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Session Objectives

• What is the Cost Report? 

• Understanding Cost-Based Reimbursement

• Understanding How the AIR is calculated

• RHC Services versus non-RHC Services

• Common Cost  Report Errors that you can help avoid

• Cost Report Recordkeeping

• What should the manager or director’s involvement be in cost-report?
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What is a Cost Report? 
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The cost report contains provider information such as 

facility characteristics, utilization data, cost and charges by 

cost center (in total and for Medicare), Medicare settlement 

data, and financial statement data. CMS maintains the cost 

report data in the Healthcare Provider Cost Reporting 

Information System (HCRIS).

For an RHC, the cost report is where the next calendar 

year’s AIR is calculated,  where any settlement from the last 

year is determined and where reimbursement for services 

outside the rate is established. 



What are some of the key components of the cost 

report? 

• Total Qualified Encounters (all payers)

• Total Allowable Costs

• Visits by Provider Type

• Allocation of Provider Time (RHC versus non-RHC)

• Carve outs for non-RHC services

• Medicare Immunization Expenses & Utilization

• Medicare Bad Debt
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Cost-based Reimbursement Methodology

▪ For traditional Medicare and Medicaid, RHCs are paid based on 

a cost-based methodology.

▪ We are not paid per CPT code except for a few FFS services.

▪ RHCs are paid per encounter for RHC services.

▪ For traditional Medicare, the All-Inclusive rate (AIR) is 

calculated on the cost report annually.



Medicare AIR Calculation

Allowable Costs (Direct Expenses)

# of Qualified Encounters
(all payers)

AIR
All Inclusive 

Rate



All-Inclusive Rate is Calculated on Worksheet M-3



What is an encounter? 



Reimbursement for 

an encounter is 

based off the  All-

Inclusive Rate which 

is calculated each 

year on the cost 

report.

CMS reimburses 

80% of the AIR after 

the deductible is met 

and there is an 

additional patient 

responsibility 

amount/coinsurance 

which is 20% of the 

total charges. 

A

Medically 
Necessary 

Service

Qualified 
Provider 
Face-to-

Face

RHC 
Encounter

(Visit)

Mental Health encounters 

may be furnished via 

telehealth beginning 2022 

are considered face to 

face.

Medicare 

LCD/NCD

Covered 

Services



Qualified RHC Encounter

• Face to face between a patient and a provider

• Physician, NP, PA, CNM as medical providers. Not all advanced 
practice nurses.

• Psychiatrist, Clinical Psychologist, LCSW, and mental health 
professional (Master’s level, licensed with required clinical hours). 

• Medically necessary per Medicare coverage determinations

• Requires the skill level of a provider

• Can be a mental health distant site telehealth encounter

• Some Medicaid programs allow encounter which are outside of what 
Medicare allows.  These must be adjusted off the Medicare cost 
report.



What about nurse visits? 

BP Check
Injection/Immunization Only 
Bandage Change   
Suture Removal

The direct expenses for performing  RHC services which do not 
meet the encounter definition are included in the allowable costs 
on the cost report. Since there is no offsetting encounter, the AIR 
has the potential of being higher. 



Medicare AIR Calculation

Allowable Costs (Direct Expenses)

# of Qualified Encounters
(all payers)

AIR
All 

Inclusive 
Rate

Includes nursing 
time, supplies and 
drugs. 

Nurse Visits and 

Medical Telehealth 

Visits are NOT in the 

denominator,



NO
VISIT

DOES 
NOT PAY 

AIR 

If the services does not  or would not pay the all-
inclusive RHC encounter rate, it is not counted as a 

visit.

Nurse Only Visits
No provider seen
Medical Telehealth Visits
Lab or Technical Component Only Visits
Non-RHC Services



Non-RHC Services

Before you begin a new service or consider a 

new service, please consult your RHC tribe. 
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https://www.cms.gov/regulations-and-
guidance/guidance/manuals/downloads/bp102c13.pdf

60.1 - Description of Non RHC/FQHC Services

(Rev. 13133; Issued: 03-20-25; Effective: 01-01-25; 

Implementation: 04-21-25)

Certain services are not considered RHC or FQHC services 

either because they 1) are not included in the RHC or FQHC 

benefit, or 2) are not a Medicare benefit.



Massage Therapy

Supplements/Vitamins

Diet Food





Floorplan: https://rosemedicalbuildings.com/floor-plan-category/medical-healthcare-buildings/

All Patients

Massage Acute Injury



If you are doing all of these things at the same time, 
using the same rooms, using the same staff, using 
the same supplies and mixing it all up……

How will be able to separate RHC from Non-RHC 
visits and costs appropriately and accurately?

That is the problem!



You must exclude or carve out any 
expenses or direct costs you had 
that were used to perform 
services that were non-RHC 
services. This includes:

Drugs
Supplies
Equipment
Nursing Time
Staff Salaries
Administrative Costs

If you leave these expense in your allowable costs, then you have overstated what it cost you to 
perform RHC services.  You inflate your cost report expense and potentially inflate your AIR.



What could be included in non-allowable 
costs?

Direct costs are expenses—the things that your clinic pays for while 
doing business:  supplies, salaries, drugs, office supplies, insurance, and 
other operating expenses with some limitations.

These expenses, as they relate to anything that is not an RHC-service or 
a service does not pay the AIR (medical telehealth, care management, 
virtual communication services), are NOT included in the costs used to 
calculate the AIR.  



Medicare AIR Calculation

Total Costs LESS non-
allowable costs

Total Visits LESS Visits which 
are not qualified encounters

AIR
All 

Inclusive 
Rate

Expenses Related to non-
RHC services are excluded 
in the rate calculation.

Visits for non-RHC services are 
excluded in the visit 
count/productivity standard.



OTHER ISSUES WITH NON-RHC SERVICES
• Remember that you are a CMS facility type with a specific clinical footprint and physical address.

• LOOP IN YOUR COST REPORT PREPARER OR CONSULTANT BEFORE YOU BEGIN ANY NEW SERVICE 
LINE.  JUST ASK!

• You may need additional bookkeeping or record-keeping processes to separate RHC from non-
RHC services.  

• If you run RHC and non-RHC services concurrently, you may need a separate door or distinct 
treatment areas.  All situations are different.

• Monitor your productivity standards and allowable costs.

• Having non-RHC hours is probably the cleanest way to do some of these things.

• Do your providers have adequate training for new services? Do you have adequate malpractice?

• Be careful about marketing and advertising.  You cannot have a clinic within a clinic. You are one 
RHC.  You can have hours or appointment types for different services.  Social media and web 
advertising can raise questions.



Non-RHC Services and Cost Reporting

• The visits for non-RHC services are not included on the cost report in either 
the productivity standard or the rate calculation.

• Any cost (direct operating expenses, bills you pay, etc.) related to a non-
RHC service is not included in allowable costs used in the rate calculation.  
These are carved out. 

• Even the direct expenses of the services which you split-bill are removed 
from allowable costs.

• Anything that you aren’t paid your AIR for are also removed—Medicare 
medical telehealth (G2025), CCM (G0511), Virtual Communication (G0071).

• Reducing allowable costs could negatively impact your rate.

• Reducing encounters could also negatively impact your rate. 



RHC Hours versus Non-RHC Hours

• You may designate non-RHC hours.

• These are hours that the clinic is not operating as an RHC.

• This must be disclosed to the patients.

• No RHC services are done at all during non-RHC hours. All providers must 
operate the same RHC versus non-RHC hours. 

• Services are billed as fee-for-service during non-RHC hours.

• ALL COSTS ARE NON-ALLOWABLE

• AVOID LOOKING LIKE SWISS CHEESE

• PATIENTS WILL HAVE A DIFFERENT COST SHARE



Record-Keeping for Cost Reporting



28

Your cost report preparer should give you a list of items  they need and the format in 
which the data needs to be given.  It is important to know in advance what 
recordkeeping is needed.  It is difficult to reconstruct or recreate some data if it has 
not been collected all year.   You need a relationship with your cost report preparer.



Cost Report Recordkeeping: Visits
• Total number of unique visits by financial class: This can be a difficult number to find depending on if 

your EHR can pull this. Sometimes an ad hoc report must be created and then reconciled to some 
other source document. 

• Sometimes managers are keeping a monthly reconciliation of visits by provider or payer, but no one 
asks them for their data.  Instead,  someone from administration or corporate runs system reports, 
often with the wrong parameters.  The result can be an inaccurate number of unique qualified visits.  

• Total number of non-RHC visits/services. Track medical telehealth, care management, virtual 
communication services, lab or imaging services.  The number of services should not be in the visit 
count on the cost report.  The associated direct expenses should be removed from allowable costs.

• Allocation of expenses and provider time for non-RHC services.  ER Visits, deliveries, surgeries, 
inpatient acute rounding, administrative time and PTO hours.

• Total number of mental health distant site telehealth encounters is included in the visit count since it 
reimburses at the RHC AIR.



Cost Report Recordkeeping: Provider Time

• Time Allocation or Time Studies for Provider Time spent out of 
the clinic for surgery, inpatient acute rounding, ER call, 
administrative time.

• Provider roster and time worked per provider



Provider Time Allocation



Productivity Standard Ends

• For RHCs with fiscal year ends 12/31, the current cost report is 
the last one to report visits for the purpose of meeting the 
productivity standard.  

• For RHC with fiscal year ends into 2025, the next cost report 
will be the last one to report visits for the purpose of meeting the 
productivity standard.

• HOWEVER, as far as we know visits will still be reported as a 
utilization standard.





https://portal.cms.gov/portal/

https://www.cms.gov/data-research/statistics-trends-and-
reports/provider-statistical-reimbursement-report



Financial Data



Cost Report Recordkeeping: Financial Data

• Trial Balance for the RHC/RHC Cost Centers

• RHC and non-RHC direct expenses 

• Bad Debt Log for Medicare deductibles and coinsurance written 
off in the cost report period.

• Other statistical data

• P S & R report





Bad Debt Allowance

• Traditional Medicare Unpaid Deductibles and Coinsurance

• After a reasonable collection effort

• Dual eligible patients are deemed indigent after the Medicaid claim is 

file

• Not given to a collection agency

• Taken in the year they are written off

• Must Have a Bad Debt Log

• Reimburses .65 on the unpaid $



Bad Debt Logs

https://www.cms.gov/files/document/rhc-cmhc-fqhc-esrd-snf-exhibit-1-medicare-bad-debt-specification.pdf



https://www.cms.gov/medicare/audits-compliance/part-a-cost-report/electronic-cost-report-
exhibit-templates



VACCINE COSTS  REPORTED ON WORKSHEET M-4



Cost Report Recordkeeping: Vaccines

• Flu Vaccine Log

• Pneumococcal Vaccine Log

• COVID-19 Vaccine Log

• Hep B

• Invoices for private stock vaccine

• Total number of private vaccines (above) given

• Total number of Medicare vaccines given (tied to logs)

Only Traditional Medicare  

Captured on Cost Report



Changes in Vaccines beginning July 1, 2025

• They may be reported on the UB-04 claim for a partial  FFS 
payment.

• Still reconciled on the cost report.

• Still need logs 

• Still need total number of vaccine from private stock

• Still need total number of RW&B Medicare immunizations

• Do not report MA immunizations on cost report

• CMS has issued a Change Request to the MACs, but we have 
no details on how to put on the claim. 
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☐ Number of Qualified Unique RHC Encounters
☐ Remove nurse visits and non-RHC services
☐ Remove medical telehealth and care management
☐ Remove Medicaid visits which do not align with Medicare
☐  Medicare Preventive Services
☐ Number of Visits by Provider Type

☐ P S & R report

☐ Allocation of Provider Time/non-RHC hours

☐ Bad Debt Log

☐ Medicare Vaccine Log, Invoices, Total #



Who will know where to 

get data and validate the 

numbers better than you?
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Questions & Comments
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Patty Harper, RHIA, CHC®

InQuiseek Consulting

Pharper@inquiseek.com

318-243-2687

mailto:Pharper@inquiseek.com
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