
Denial
Management in
Medical Billing
A STRATEGIC FRAMEWORK FOR
REVENUE RECOVERY

Healthcare claim denials have
become a significant threat to the
financial stability of hospitals and
physician practices. 

This whitepaper outlines a strategic
framework for denial management
that focuses on preventing denials,
analyzing root causes, accelerating
appeals and recovery, and
continuously improving processes.



Introduction

Root Causes of Claim
Denials

Front‑End Registration and Eligibility

Denial management in medical billing refers to the systematic
processes providers use to mitigate potential claim denials and recover
payment when claims are rejected. 

Denials may occur when an insurer decides that a service is not
reimbursable because the claim lacks required information, proper
authorization, correct coding, or compliance with coverage rules.
Denials differ from rejections in that a denied claim is processed by the
payer and assigned a reason code, whereas a rejected claim is returned
without processing due to missing data or format errors.

Effective denial management is more than a back-end activity. It
requires a proactive, cross‑functional approach that integrates patient
registration, eligibility verification, prior authorization, clinical
documentation, coding accuracy, and continuous analytics. Modern
denial management programs leverage technology to identify trends,
automate routine tasks, and guide staff on high‑value appeals. 

Nearly half of denials occur during front‑end processes. Understanding
root causes is critical to designing effective interventions.

Accurate registration: Manual workflows, unreliable patient-supplied
information, and a lack of automated checks contribute to errors. 



24 % of denials originate in registration or eligibility due to inaccurate
coordination of benefits, lack of visibility into a patient’s benefit
maximum, or inconsistent coverage verification. 

A systematic registration process should verify patient demographic
data 
Ensure coordination of benefits 
Integrate identity and coverage validation tools.

Eligibility verification: Denials often occur when coverage has expired
(e.g., denial code CO27) or when the provider is out-of-network. 

To minimize these denials, staff should verify insurance eligibility at
each visit, maintain updated insurance information, and educate
patients about network limitations.

Prior Authorization and Medical
Necessity

Prior authorization: Denials related to prior authorization are increasing. 

pre‑authorization issues. Providers should automate the authorization
process, monitor payer requirements, and document approvals within
the electronic health record to prevent lapses.

Medical necessity: Denials for lack of medical necessity occur when
payers determine that a service is not medically necessary. Ensure
thorough documentation of medical necessity and implementing
pre‑authorization for procedures often denied on medical necessity
grounds. Denials for experimental or investigational treatments can be
minimized by staying updated on clinical evidence, obtaining
pre‑authorizations, and providing peer‑reviewed literature with appeals.

of healthcare finance leaders see prior authorization
as a priority area. Nearly 13 % of denials stem from67 % 



Denial Code &
Description Root Cause Prevention Strategies

CO11 – Diagnosis
inconsistent with
the procedure

Incorrect diagnosis
or procedure codes

- Train coders on proper
code linkage
- Use coding software that
flags mismatches
- Conduct regular internal
coding audits

CO16 – Claim lacks
information or has
submission errors

Missing signatures,
modifiers, or
supporting
documentation

- Implement claim scrubbing
tools
- Train staff on
documentation requirements
- Continuously update billing
software to match payer
rules

CO18 – Duplicate
claim/service

Claim submitted
more than once

- Use claim-tracking systems
to prevent resubmissions
- Audit billing processes
regularly to identify duplicate
patterns

Coding and Documentation Errors

Coverage and Policy Issues
Capitated and bundled services: Denials like CO24 (services covered
under a capitation agreement) and CO97/CO234 (services bundled into
other paid procedures) require staff to understand payer contracts and
bundling rules. 

Flag capitated services before billing, use software to identify bundling
issues, and regularly update charge capture processes.



Eligibility dependent status: Denial codes CO31 (patient cannot be
identified as insured) and CO32 (dependent not eligible) can be
avoided by double‑checking patient demographics, scanning insurance
cards, and verifying dependent eligibility.

Payer Tactics and External Factors

1. Prevention and Front‑End
Optimization

Payers increasingly use artificial intelligence to automate claim reviews,
resulting in higher denial volumes and complexity. 

Nearly 15 % of claims are initially denied, even when prior authorization
was obtained, and 54 % of appealed denials are ultimately overturned
after costly appeals. Providers must prepare for changing payer rules,
regulatory mandates, and social determinants of health considerations.

Effective denial management requires an enterprise‑wide strategy that
addresses prevention, detection, appeals, and continuous
improvement. 

Robust registration and eligibility workflows: Standardize patient
intake, use electronic verification tools, and cross‑check payer rules.
Nearly 24 % of denials arise from registration/eligibility issues.

Strategic Framework for
Denial Management

Automated pre‑authorization: Implement electronic prior authorization
solutions that integrate with electronic health records, track payer
criteria, and provide real‑time status updates. 



Educate clinicians about payer‑specific requirements and maintain a
database of procedures requiring pre‑authorization.

Clinical documentation integrity: Provide physicians and coders with
templates that prompt for necessary documentation. Encourage timely
completion of notes, review provider documentation, and link
diagnoses to procedures to avoid coding discrepancies.

Coding education and auditing: Conduct regular coding audits, invest
in coder education on ICD‑10‑CM/PCS and CPT updates, and use
natural‑language processing tools to flag inconsistencies.

Patient education: Engage patients early on about insurance coverage,
network status, and financial obligations. For example, verifying
network status can prevent CO22 denials for out‑of‑network services.

Denial categorization: Classify denials by code, payer, service line, and
root cause. Use denial dashboards that display trends and allow users
to drill down into high‑impact categories.

Key performance indicators (KPIs): Monitor metrics such as 

Denial rate 
Avoidable denial rate 
First‑pass yield 
Appeals success rate 
Write‑off rate 
Average days in accounts receivable 
Cost per denial. 

Benchmarks include maintaining overall denial rates below 5 %,
write‑offs under 1 % of net patient revenue, and targeted recovery rates.

2. Detection, Analytics, and
Root‑Cause Analysis



Root‑cause analytics: Beyond high-level denial codes, perform
root‑cause analysis to identify underlying process breakdowns. For
example, a “medical necessity” denial may stem from missing
documentation or failure to update payer coverage policies. Use data
mining and machine learning to detect patterns and predict denials.

Prioritize high‑value denials: Rank denials based on potential
reimbursement and likelihood of success. Using exception‑based
workflows and focusing staff on appeals with high cash value.

Standardized appeal processes: Establish a central denial
management team responsible for preparing appeal packages. Use
pre‑populated payer‑specific forms and templates to reduce cycle time.

Timeliness: Act quickly, many payers impose strict timelines for
submitting appeals. Acting on denials within 48 hours and leveraging
electronic submission tools to speed resolution.

Comprehensive documentation: Include clinical rationale, medical
necessity evidence, prior authorization approvals, and any additional
records. For experimental or investigational procedures (CO55/CO56),
include peer‑reviewed literature and FDA approvals.

Escalation paths and payer relations: Develop escalation protocols for
policy-based denials, monitor payer performance, and collaborate with
payers to understand denial patterns. 62 % of prior authorization
denials and 50 % of initial claim denials that were appealed were
overturned, indicating the importance of persistent follow‑up.

3. Appeals and Recovery

4. Continuous Improvement and
Technology Adoption



Automation and AI: Invest in automation to streamline eligibility
verification, prior authorization, claim scrubbing, and appeal
submission. The U.S. healthcare system could save 

$16.3 billion by automating outdated processes. 
AI-driven denial prediction models

Cross-functional collaboration: Engage finance, clinical, registration,
and IT teams to share insights and coordinate improvements.
Encourage regular feedback loops to refine workflows.

Education and training: Provide ongoing training for registration staff,
coders, clinicians, and billing personnel. Promote awareness of payer
changes, new coding guidelines, and regulatory requirements.

Policy advocacy: Partner with professional associations to advocate for
standardized prior authorization processes and transparent payer
policies. Support regulatory reforms that reduce administrative burden
and protect patients from inappropriate denials.

Common Codes: CO22, CO27, CO31, CO32

Examples:

CO22 – Service not covered when performed by this provider (often
due to out-of-network care).

Denial Categories,
Examples, and
Recommended Actions
1. Registration & Eligibility Denials



CO27 – Expenses incurred after coverage terminated.
CO31/CO32 – Patient or dependent not eligible.

Recommended Actions:

Verify patient insurance coverage and network status before every
visit.
Ensure referring providers are credentialed.
Regularly update insurance and demographic information.
Educate patients on their plan rules and limitations.

Common Codes: CO50, CO55, CO56

Examples:

CO50 – Service not deemed medically necessary.
CO55/CO56 – Procedure considered experimental or unproven.

Recommended Actions:

Implement strict pre-authorization and pre-certification workflows.
Document medical necessity comprehensively in the clinical record.
Stay updated on payer-specific medical necessity criteria.
Gather and maintain clinical evidence or published literature
supporting new or experimental procedures.

Common Codes: CO11, CO16, CO18

Examples:

2. Authorization & Medical Necessity
Denials

3. Coding & Documentation Denials



CO11 – Diagnosis inconsistent with procedure.
CO16 – Claim missing information or containing submission errors.
CO18 – Duplicate claim submission.

Recommended Actions:

Train coders on accurate diagnosis-to-procedure linkage.
Conduct periodic coding audits and validation checks.
Use claim-scrubbing and error-flagging software.
Track claims systematically to avoid duplicate submissions.

4. Coverage & Policy Denials

Common Codes: CO24, CO97, CO234, CO119, CO150

Examples:

CO24 – Charges covered under the capitation plan.
CO97/CO234 – Service included in payment for another procedure
(bundling).
CO119 – Benefit maximum reached.
CO150 – Documentation does not support the billed level of service.

Recommended Actions:

Understand payer contracts, bundling, and capitation policies.
Flag capitation services before billing to avoid redundancy.
Track patient benefit usage for annual or lifetime limits.
Audit documentation to ensure it supports the billed level of service.
Use billing software that detects bundling conflicts automatically.



CapMinds partners with hospitals, health systems, and government
agencies to modernize healthcare IT, helping CIOs and CFOs align
technology, finance, and compliance for long-term success.

With our expertise in cloud migration, AI-driven analytics,
interoperability, cybersecurity, and EHR modernization, we help you:

Streamline operations and reduce costs
Enhance patient experience with digital-first care models
Achieve full compliance with evolving regulations
Build scalable, future-ready IT ecosystems

Transform Your
Billing Process into a
Revenue Engine

👉 Take the next step toward a denial-free revenue cycle.

Schedule a Free Consultation using this

Let’s build a financial ecosystem that minimizes write-offs,
maximizes collections, and drives measurable ROI for your practice.

Link

https://calendly.com/capminds_demo/quick-call
https://calendly.com/capminds_demo/quick-call

