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Agenda 

 

• 8:00 – 8:05  Welcome 

• 8:05 – 9:00  Healthcare Industry Trends and Financial Planning/   

                        Decision Support – Pam Ott 

• 9:00 – 10:00  Accounting and Reporting – Cori Schoenke 

• 10:00 – 10:15   Break 

• 10:15 – 11:15  Revenue Cycle Management – John Bartell 

• 11:15 – 12:15  Healthcare Legal Compliance 101 – Lisa Gingrich 
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Healthcare Industry Trends -- 2018 

• Payment Reform – Value-Based Purchasing, 
Bundled Payments, MACRA, ACO’s, Policy 
Landscape, etc… 

• Provider Market – Finances, Volumes, M &A, 
Physician Supply, ASC’s, Primary Care Network, 
Telehealth, etc…  

• Purchaser Behavior – Exchanges, Commercial, 
Medicare, Medicaid, etc… 

• Provider Selection – Consumerism, Loyalty, etc… 
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Source: Health Care Advisory Board interviews and analysis.  

1) Anticipated to open for participation in 2018. 

Bundled 

Payments 
Shared Savings 

Shared  

Risk 

Full  

Risk 

• Hospital VBP Program 

• Hospital Readmissions 

Reduction Program  

• HAC Reduction 

Program  

• Merit-Based Incentive 

Payment System 

• MSSP Track 1 

(50% sharing) 

• MSSP Track 1+1 

• MSSP Track 2 

(60% sharing) 

• MSSP Track 3 

(up to 75% sharing) 

• Next Generation 

ACO Model  

(80-85% shared 

savings option) 

• Next Generation  

ACO Model  

(full risk option) 

• Medicare  

Advantage (provider-

sponsored) 

Pay-for-

Performance 

• Bundled Payments  

for Care  

Improvement  

Initiative (BPCI) 

• Comprehensive 

Care for Joint 

Replacement  

(CJR) Model 

• Episode Payment 

Models 

Increasing Financial Risk 

Continuum of Medicare Risk Models 
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Plenty of Open Policy Questions  

What to Watch: 2017 and Beyond  

1 2 3 
Will President Trump use additional 

executive actions and regulations to 

advance the GOP’s health reform 

agenda?  

Will the administration use waivers 

to enable broad flexibility or to 

double-down on core conservative 

principles? 

Will Congress hold off on 

legislation until 2019 or revisit it in 

2018 (e.g., either through tax reform 

or bipartisan effort)? 

Leading Indicators:  

• Issued 49 executive orders to-

date; very first executive order 

was focused on health care 

• Has issued several health-

care related actions since 

FY2017 legislative effort 

stalled 

Leading Indicators:  

• Inconsistent in speed, criteria 

for approving 1332 waivers  

• Pending 1115 waivers could 

enact broad Medicaid 

changes 

Leading Indicators:  

• 2018 budget resolution 

focused on tax reform  

• Sens. Lamar Alexander (R-

Tenn.) and Patty Murray (D-

Wash.) leading bipartisan 

stabilization efforts  

Source: Health Care Advisory Board interviews and analysis. 
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Nine Price and Cost Pressures Squeezing Margins  

Source: Health Care Advisory Board interviews and analysis.  
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Volumes Continuing to Shift Outpatient 

Source: “Report to the Congress: Medicare Payment Policy,” MedPAC, March 

2017, available at: www.medpac.gov; Advisory Board Company Market Scenario 

Planner; Market Innovation Center interviews and analysis. 

1) Outpatient services represent entire market regardless of site of 

service (includes hospital-based settings, ASCs, other 

freestanding providers and physician offices) 

All Payer Volume Growth Projections1 

2016-2021 

23% 

18% 

19% 

10% 

3% 

4% 

-9% 

-11% 

Inpatient Outpatient

Cardiac 

Services 

Vascular 

Services 

Orthopedics 

Obstetrics 

Medicare Volume Growth 

Cumulative Percent Change 

Outpatient Services per FFS Part B Beneficiary

Inpatient Discharges per FFS Part A Beneficiary

(47.4%) 

(19.5%) 

2006 2015 

http://www.medpac.gov/
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M&A Activity Continues at a Steady Clip 

…But Consolidation Drives Price Advantage, Not Cost Advantage  

Source: Kaufmann Hall, “2017 in Review: The Year M&A Shook the Healthcare Landscape,” January 2018; Evans, M., “Data suggest hospital 

consolidation drives higher prices for privately insured,” Modern Healthcare, Dec. 15, 2015; AHIP, “Data Brief: Impact of Hospital Consolidation on 

Health Insurance Premiums,” June 2015; Neprash, H. et al., “Association of Financial Integration Between Physicians and Hospitals With Commercial 

Health Care Prices,” JAMA Internal Medicine, Dec. 2015; Kaufmann Hall, Hospital Merger and Acquisition Activity Continues Upward Momentum, 

According to Kaufman Hall Analysis; American Hospital Association, “2018 Edition, AHA Hospital Statistics;” Health Care Advisory Board interviews and 

analysis. 

Hospital M&A Activity 
Total Deal Volume 

Hospitals Part of a Health System 

2,176 3,213 
In 2005 In 2016 

Hospital, Physician Integration  

Correlated with Increased Price 

$2,000 
Per-admission price differential between 

markets with one hospital and markets 

with four or more hospitals 

Hospital Prices Increase with  

Reduced Competition 

12% 

34% 

Average price increase by 

primary care physicians 

Physicians Practice Prices Increase  

After Health System Acquisition 

Average price increase by 

specialists (e.g. cardiologists)  
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Expanding Network of Options Available 

Providers Competing  to Draw Patients Upstream  

 

1) Federally Qualified Health Center. 

Ambulatory 

Care 

Options 
Primary 

Care Office 

Worksite 

Clinic 

FQHC1 

Freestanding 

Emergency 

Department 

Retail  

Clinic 

High Acuity Low Acuity 
Emergency  

Department 

Urgent Care 

Center 
Source: Market Innovation Center interviews and analysis.  

Virtual 

Visits 

Mobile Apps 

In-store 

Kiosk 

Remote 

Monitoring 

Email 
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Price-Exposed Workers Sway the Demand Economy 

Source: Health Care Advisory Board interviews and analysis.  

Near-Term  

Volume Impact 

Long-Term  

Market Share Impact 

Decreased 

Demand 

Extreme 

Seasonality 
Increased 

Shopping 

Reduced 

Collections 

Large out-of-

pocket obligation 

leading to 

deferral of care 

across all 

services 

Delaying high-

acuity elective care 

until out-of-

maximum 

achieved, 

accentuating 

volume shifts to the 

end of the year 

Growth of 

transparency 

apps facilitating 

price 

comparisons, 

shifting 

preference to 

lower-priced 

providers 

Inability to pay 

out-of-pocket 

obligation 

leading to 

decline in patient 

collections 

1 2 3 4 

Near-Term  

Pricing Impact  

The Near-Term and Long-Term Impact of Increased Employer Cost-Shifting  



11 

31 States and DC Have Approved Expansion 

Federal Medicaid Funding Set to Phase Down  
 

 

Source: Mitchell, A., “Medicaid’s Federal Medical Assistance Percentage (FMAP),” Congressional Research Service, Feb. 9, 2016; Maness, R., 

“Thirty-One States Face Revenue Shortfalls for the 2017 Fiscal Year,” Multi-State, Jan. 3, 2017; O’ Donoghue, J., “Medicaid could make up 

close to half of Louisiana's state budget,” nola.com, April 5, 2017; Mitchell, A., “Medicaid Disproportionate Share Hospital Payments,” 

Congressional Research Service, June 17, 2016; Health Care Advisory Board interviews and analysis.  

Expansion 

by Waiver 

Not Currently 

Participating 
Participating 

As of October 2017 

$4.3B 
State spending on Medicaid 

expansion population, FY2015 

$68B 
Federal spending on Medicaid 

expansion population, FY2015 

Impending Federal Cuts to Safety Net Spending 

Threaten Stability 

31 
States face revenue 

shortfalls, Jan. 2017 

$43B 
Cut to federal Medicaid 

DSH payments, 2018-2026 

“Medicaid could make up close to half 

of Louisiana's state budget” 
“‘We can't control our costs. We're growing 

out of control,’ said state Rep. John 

Schroder, R-Covington.” 

100% 

95% 94% 93% 
90% 

2016 2017 2018 2019 2020

Federal Matching Rate for Expansion Population 



Source: 2015 Primary Care Physician Consumer Loyalty Survey, 

Market Innovation Center interviews and analysis. 

Most Patients Are Not Loyal to PCP Percent of Consumers Highly Loyal in Each of Three 

Loyalty Measures 

9% 

If your primary care moved 

to another clinic or practice, 

how likely are you to follow 

him/her to another clinic or 

practice? 

(On a scale of 0 to 10, with 0 

being “definitely would not follow” 

and 10 being “definitely follow”) 

How likely are you to stay 

with your primary care 

physician over the next 12 

months? 

(On a scale of 0 to 10, with 0 

being “definitely not staying” and 

10 being “definitely staying”) 

How likely are you to 

recommend your primary 

care physician to friends or 

family members? 

(On a scale of 0 to 10, with 0 

being “not at all likely” and 10 

being “extremely likely”) 

53% 36% 
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Average Patient Visits More Than Two Systems in Five Years 

Source: Market Innovation Center interviews and analysis.  

 

21.3% 

30.0% 

48.7% 

One 

system 

Two 

systems 

Three 

systems 

or more 

Percentage of Consumers Using:  

Across Five Years 

Average number of systems used 

by the most loyalty-predisposed 

population 

2.8 

Nearly 80% of Consumers Using Multiple Systems 



Financial Planning and Decision Support  

Agenda 

• Financial Planning 

• Strategic Planning 

• Forecasting and Projections 

• Operating and Capital Budgets 

• Variance Reporting 

• Decision Support 

• Productivity 

• Cost Accounting 

• Financial Analysis and Proformas 
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Importance of Financial Planning 

• Today’s Challenges -- Significant Pressures in 
Healthcare 

• Revenue – Downward pressure on reimbursement 

• Expenses – Inflationary pressure on costs 

• External Environment – Industry Trends 

• Strengthen the Financial Health of the Organization 

• Sound Operational Processes 

• Identification and Execution of Strategic Initiatives 

• Critical Role of Financial Planning 
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Strategic Planning Cycle 
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Financial Planning:  Strategic Plan 

• Develop a Three to Five Year Strategic Plan  

• SWOT Analysis 

• Identify strategic gap  

• Determine strategic initiatives that will move the organization forward 

• Allocate capital and/or operating $’s to each initiative 
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Financial Planning – Projection and 
Forecasts 

• Current Year Projection – How does the rest of the 
current year financial results look? 

• Five Year Forecast – Once the current year 
projection has been developed, this serves as the 
basis for the five year forecast. 

• Next Year’s Budget and Target Development – 
Targets are developed for the next fiscal year after 
the current year projection is complete. 
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Steps in Budget Process 

• Development of Growth Plans/Opportunities 

 

• Capital Budget Development 

 

• Operating Budget 
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Budget Process – Growth Plan 

• Identify strategic growth initiatives 

• New providers 

• New services 

• Develop operational plan and financial analysis to 
support the initiative 

• Throughout the year, results to be measured.   

• Is the initiative achieving the financial results 
anticipated or budgeted? 
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Budget Process -- Capital Budget 

• Development of Capital Budget 

• By capital project request size 

• By service line 

• Capital Request, including quotes and financial 
analysis reporting incremental financial impact 

• Organization Capital Funding  

• Funded Depreciation Approach 

• Funding Formula 

• Prioritization 
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Budget Process -- Operating Budget 

• Different Approaches – Top-Down, Bottom-Up, or 
Mixed…or no budget at all! 

• Volume and Gross Revenue Budget 

• Net Revenue Budget 

• Staffing Budget 

• Fringe Benefit Budget 

• Non-Labor Expense Budget 
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Financial Planning -- Variance 
Reporting 

• Value of Variance Analysis 

• Evaluate current financial performance to budget 

• Guides the organization in achieving strategic and 
financial goals 

• Variance Reporting Form and Communication 

• Establish action plans where unfavorable budget 
variances 
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Decision Support -- Managing Labor 
Cost 

• Productivity Measures: 

• Labor Cost Efficiency 

• Worked Hours per Unit of Service 

• Worked Dollars per Unit of Service 

• Staffing Ratio -- # of Patients per Nurse 

• Staffing Mix 

• CNA versus RN 

• Full-time versus Part-time 
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Decision Support – Financial Analysis 
and Proformas 

• Proformas and Business Plan Development: 

• Capital Investment ROI  

• Addition of New Providers 

• New Services  

• New Procedures 

• Impact of Reimbursement Changes 
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Proforma – New Provider 

    2018     2019 2020 2021 

    

Year 1 - Projection -- 

Ophthalmologist 

25% Volume increase 

for new provider Price and cost Increase 

Year 2 - Projection -- 

Ophthalmologist 

Projection -- 

Ophthalmologist 

Projection -- 

Ophthalmologist 

                

INPATIENT REVENUE                                            -                                                -                                       -                                       -    

OUTPATIENT REVENUE                                7,390,578                          1,076,766                             362,138                              8,829,482                          9,262,127                          9,715,971  

                                   7,390,578                          1,076,766                             362,138                              8,829,482                          9,262,127                          9,715,971  

          19.5% 4.9% 4.9% 

CONTRACTUAL DEDUCTIONS                                4,738,731                             695,791                             270,961                              5,705,483                          6,031,363                          6,375,479  

                

NET PATIENT SERVICE REVENUE                                2,651,847                             380,976                              91,177                              3,123,999                          3,230,764                          3,340,492  

                

BAD DEBT                                58,264.23                            8,488.78                                2,855                                   69,608                              73,019                              76,597  

NET PATIENT SERVICE REVENUE AFTER BAD DEBT                                2,593,582                             372,487                              88,322                              3,054,391                          3,157,746                          3,263,895  

    35.1% 34.6% 24.4% 34.6% 34.1% 33.6% 

OTHER REVENUE                                            -                                       -                                       -                                            -                                       -                                       -    

                

TOTAL REVENUES                                2,593,582                             372,487                              88,322                              3,054,391                          3,157,746                          3,263,895  

          17.8% 3.4% 3.4% 

EXPENSES:             

  Salaries                                   510,424                              74,366                              15,313                                 600,102                             618,105                             636,648  

  Fringe Benefits                                   148,875                              21,690                                4,466                                 175,032                             180,283                             185,691  

  Professional Fees                                            -                                       -                                       -                                            -                                       -                                       -    

  Supplies                                   455,903                              66,423                              22,339                                 544,665                             561,005                             577,835  

  Depreciation                                            -                                       -                                       -                                            -                                       -                                       -    

  Interest                                            -                                       -                                       -                                            -                                       -                                       -    

  Other Expense                                            -                                       -                                       -                                            -                                       -                                       -    

                

  Total Expenses                                1,115,202                             162,479                              42,118                              1,319,799                          1,359,393                          1,400,175  

          18.3% 3.0% 3.0% 

OPERATING INCOME (LOSS)                                1,478,380                             210,008                              46,204                              1,734,592                          1,798,353                          1,863,721  

                

NONOPERATING INCOME (LOSS)                                            -                                       -                                       -                                            -                                       -                                       -    

MINORITY INTEREST                                            -                                       -                                       -                                            -                                       -                                       -    

                

NET INCOME (LOSS)                                1,478,380                             210,008                              46,204                              1,734,592                          1,798,353                          1,863,721  

                

Operating Margin 57.0% 56.4% 52.3% 56.8% 57.0% 57.1% 

26 



Other Functions in Financial 
Planning/Decision Support 

• Cost Accounting 

• Medicare Cost Reporting 

• Public Reporting 

• Wisconsin Hospital Association 

• Insurers 
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Decision Support and Financial 
Planning 

 

 

Questions?? 
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© Wipfli LLP 

Fundamentals of Healthcare 

Financial Reporting 



© Wipfli LLP 

Agenda 

30 

• Balance Sheet 

− Assets 

− Liabilities 

− Net assets 

● Statement of Operations 

● Statement of Changes in Net Assets 

− Unrestricted 

− Temporarily restricted 

− Permanently restricted 

● Statement of Cash Flows 

● Footnote Disclosures 
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Balance Sheet 

31 

Assets 2017 2016

Current assets:

Cash and cash equivalents 15,472$          32,418$          

Accounts receivable - Net 68,775            68,294            

Other receivables 2,819             4,867             

Current portion of assets limited as to use and investments 4,000             3,000             

Inventory 6,099             6,211             

Prepaid expenses and other 3,950             3,804             

Total current assets 101,115          118,594          

Investments 230,902          208,873          

Assets limited as to use 42,069            37,244            

Property and equipment - Net 263,632          245,566          

Other assets:

Interest in net assets of foundations 16,995            15,837            

Intangibles - Net 4,905             4,452             

Other  810                935                

Total other assets 22,710            21,224            

TOTAL ASSETS 660,428$        631,501$        

In Thousands
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Balance Sheet (Continued) 

32 

Liabilities and Net Assets 2017 2016

Current liabilities:

Current maturities of long-term debt 4,910$            4,597$            

Current portion of capital lease obligations 915                1,196             

Accounts payable 14,248            13,737            

Accrued liabilities 29,969            29,869            

Amounts payable to third-party reimbursement programs 375                512                

Total current liabilities 50,417            49,911            

Long-term liabilities:

Long-term debt, less current maturities 162,730          167,845          

Capital lease obligations, less current portion 755                1,036             

Deferred compensation 40,437            33,416            

Residency fees on deposit and other 911                982                

Interest rate swap 1,978             2,927             

Total long-term liabilities 206,811          206,206          

Total liabilities 257,228          256,117          

Net assets:

Unrestricted 384,829          357,029          

Temporarily restricted 16,884            15,868            

Permanently restricted 1,487             2,487             

Total net assets 403,200          375,384          

TOTAL LIABILITIES AND NET ASSETS 660,428$        631,501$        

In Thousands
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Statement of Operations 
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2017 2016

Unrestricted net assets:

Revenue:

Patient service revenue - Net of contractual allowances 

and discounts 484,775$      472,982$      

Provision for bad debts (14,690)        (16,837)        

Net patient service revenue, less provision for bad debts 470,085          456,145       

Other operating revenue 9,869             10,085

Total revenue 479,954          466,230          

 

Operating expenses:

Salaries and wages 186,778          175,648          

Fringe benefits 28,063            27,003            

Professional fees and purchased services 90,491            87,573            

Supplies and other 111,078          105,270          

Maintenance and utilities 27,742            26,667            

Depreciation and amortization 26,858            26,035            

Interest 6,508             6,593             

Total operating expenses 477,518          454,789          

Income from operations 2,436             11,441            

Nonoperating income (expense)

Investment income 8,831             8,327             

Income taxes 30                 283                

Loss on disposal of property and equipment (33)                (106)               

Total nonoperating income, net 8,828             8,504             

Excess of revenue over expenses 11,264$          19,945$          

In Thousands
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Statement of Changes in Net Assets 

34 

2017 2016

Changes in unrestricted net assets

Excess of revenue over expenses 11,264$          19,945$          

Net asset transfer (280)               (4,120)            

Change in net unrealized gains (losses) on investment securities 13,139            (17,810)          

Change in value of interest rate swap 950                (730)               

Contributions for property and equipment 831                159                

Net assets released from restrictions for capital 1,896             105                

Increase (decrease) in unrestricted net assets 27,800            (2,451)            

Temporarily restricted net assets:

Contributions 747                1,297             

Change in interest in net assets of foundations 3,136             2,181             

Other 272                11                 

Net assets released from restrictions:

For capital (1,896)            (105)               

For operations (1,243)            (2,329)            

Increase in temporarily restricted net assets 1,016             1,055             

Increase (decrease) in permanently restricted net assets - 

Change in interest in net assets of foundations (1,000)            1                   

Change in net assets 27,816            (1,395)            

Net assets at beginning 375,384          376,779          

Net assets at end 403,200$        375,384$        

In Thousands
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Statement of Cash Flows 

35 

2017 2016

Increase (decrease) in cash and cash equivalents:

Change in net assets 27,816$            (1,395)$            

Adjustments to change in net assets to net cash 

provided by operating activities:

Provision for bad debts 14,690              16,837              

Depreciation and amortization 26,858              26,035              

Amortization of deferred financing fees 70                    82                    

Amortization of bond premium (255)                 (255)                 

Net realized gain on sale of investments (3,493)              (3,087)              

Change in net unrealized losses on investment securities (13,139)            17,810              

Loss on disposal of property and equipment 33                    106                  

Change in interest in net assets of foundations (3,411)              (2,182)              

Distribution of interest in net assets of foundations - For operations 1,243                2,329                

Change in value of interest rate swap (950)                 730                  

Deferred compensation 7,021                439                  

Contributions for property and equipment (831)                 (159)                 

Contribution related to acquisitions (6,289)              (1,891)              

Contribution to Congregation of Sisters of St. Agnes of Fond du Lac, 

Wisconsin 5,000                6,000                

Changes in operating assets and liabilities:

Accounts receivable and other receivables (12,465)            (25,157)            

Inventory 171                  7                      

Prepaid expenses and other (137)                 52                    

Other assets 1,577                (608)                 

Accounts payable (1,114)              (1,732)              

Accrued liabilities (225)                 2,063                

Amounts payable to third-party reimbursement programs (137)                 54                    

Total adjustments 14,217              37,473              

Net cash provided by operating activities 42,033              36,078              

In Thousands
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Statement of Cash Flows (Continued) 
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2017 2016

Cash flows from investing activities:

Purchase of investments and assets limited as to use (93,201)$          (51,624)$          

Sale of investments and assets limited as to use 81,980              49,365              

Purchase of intangibles (471)                 (549)                 

Purchase of property and equipment (36,744)            (24,930)            

Cash received from affiliations 324                  628                  

Contribution to Congregation of Sisters of St. Agnes of Fond du Lac, 

Wisconsin (5,000)              (5,000)              

Proceeds from sale of property and equipment 14                    20                    

Net cash used in investing activities (53,098)            (32,090)            

Cash flows from financing activities:

Principal payments on long-term debt (7,975)              (4,072)              

Principal payments on capital lease obligations (562)                 (1,623)              

Contributions for property and equipment 831                  159                  

Distributions of interest in net assets of foundations - For capital 1,896                105                  

Collection (refunds) of residency fees on deposit and other (71)                   68                    

Net cash used in financing activities (5,881)              (5,363)              

Net decrease in cash and cash equivalents (16,946)            (1,375)              

Cash and cash equivalents at beginning 32,418              33,793              

Cash and cash equivalents at end 15,472$            32,418$            

Supplemental cash flow information:

Cash paid for interest (net of amount capitalized) 6,266$              6,635$              

Cash paid for interest capitalized with property and equipment 333                  302                  

Cash paid for income taxes 117                  204                  

Noncash investing and financing activities:

Accounts payable related to purchase of property and equipment 868                  2,374                

In Thousands
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BALANCE SHEET 
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Balance Sheet - Assets 

• Cash and equivalents 

− Equivalents are typically money market or exchange traded funds 

− Equivalents also include any highly liquid debt instruments with original 

maturity of 3 months or less 
 

• Accounts receivable 

− Contractual allowances – discounts from gross charges to net realizable value 

Gross vs. net – does your system contractualize at time of billing or at time 

of payment?   

Medicare/Medicaid 

Commercial 

Private pay 

− Allowance for bad debts  

Hindsight 

Percentage of aging 
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Balance Sheet - Assets 

• Inventory 

− Observation of physical counts 

− Price testing 
 

• Assets limited as to use 

− Investments/cash that may be restricted for use by management, contractual 

agreements, or donors 

− Recorded at fair value 

− Broken out by current/non-current 

− Management: 

Future capital projects/depreciation 

Funding of deferred compensation agreements 

− Contractual agreements: 

Bond trust indenture agreements 

− Donors 

Fund restricted donations 

 39 
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Balance Sheet - Assets 

• Investments 

− Broken out by current and noncurrent 

− Recorded at fair value 

− Typically not restricted as to use 

− Available for sale vs. trading portfolio 
 

• Property & equipment 

− Construction in progress 

− Capitalized interest – net of interest earned on funds while on-going 

construction 

− Land held for sale 

− Impairment 
 

• Pledges receivable/split-interest agreements 

− Revocable vs. irrevocable 

− If over 1 year – temporarily restricted  

− Actuarial estimates – life of donor 
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Balance Sheet - Assets 

• Interest in net assets of Foundation 

− Can be both affiliated and non-affiliated 

− Variance power 

− Agency funds 

− Changes typically go through temporarily restricted net assets 
 

• Intangibles 

− Indefinite useful lives vs. definite life 

− Indefinite life (goodwill) not amortized, but analyzed annually for impairment 

− Other intangibles (patient lists, medical records, trade names) amortized over 

life 
 

• Investments in unconsolidated affiliates 

− Cost vs. equity method investment 
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Balance Sheet - Liabilities 

• Accounts payable 

− > 365 days 

− Debit balance 
 

• Third party payables/receivables 

− Settlements from cost reports 

− PPS hospitals – typically only Medicare bad debts, unless teaching hospital 

− CAH – still cost reimbursed 
 

• Long-term debt (break out between current and noncurrent) 

− Interest earned is typically tax free for bond holders – at least federal taxes 

− Typically bank debt or WHEFA debt 

− Conduit bond obligations 

− Obligated groups 

− Deferred financing costs 

− Debt covenants 
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Balance Sheet - Liabilities 

• Lease obligations 

− Capital vs. operating 

− After 2019 or 2020, all leases greater than 1 year in duration will be capitalized 
 

• Deferred compensation 

− Typically 457 (b) or (f) plans 

− Asset and liability recorded only if entity “owns” the funds 
 

• Asset retirement obligations 

− Typically asbestos 

− Record asset and liability if known, reasonably estimated, and length of time to 

fix 
 

• Residency fees/trust funds (if long-term care included) 

− Funds of residents held 

− Security deposits 
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Balance Sheet - Liabilities 

• Interest rate swaps 

− Typically converts variable rate debt to fixed rate 

− Recorded at fair value 

− Meet hedge accounting rules 

− If hedge accounting met: 

Effective portion - change in net assets 

 Ineffective portion – operating indicator 

Once hedge accounting fails, all change in fair value runs through operating 

indicator and cumulative change in net assets would be amortized over 

remaining life of swap through operating indicator 

 If interest rate swap terminated, cumulative amount recorded in net assets 

from beginning of swap would be reclassified to operating indicator. 

− If hedge accounting not met – all changes in fair value run through operating 

indicator 
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Balance Sheet - Liabilities 

• Guarantees 

− In footnotes 

− If entity that has debt cannot make payments, guarantor records debt that they 

will have to act on 
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Balance Sheet – Net Assets 

• Unrestricted 

− No donor restrictions placed on assets 

− Can include board restricted (capital improvements, funded depreciation) 

− Contributions for capital 

− Net assets released from restrictions: 

For operations 

For capital 
 

• Temporarily restricted 

− Donor has placed restrictions on what assets to be used for 

− Purpose restricted vs. time restricted 

− If restriction met in same year as given – unrestricted 

− First dollar rule 
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Balance Sheet – Net Assets 

• Permanently restricted 

− Donor has given money where corpus (original amount given) cannot be used 

− Typically investment income can be used. 

− UPMIFA 

47 
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Statement of Operations 

 Patient and resident service revenue 

− Inpatient and outpatient revenue 

 PPS rate 

 Cost reimbursement  

 Fee schedule 

− SNF/CCRC revenue 

 Rate per resident day 

 Rate formula 

− Home health 

 Predetermined rate (episodic for Medicare) 

− Contractual allowances 

 Third party settlements 

− Charity care/community care 

 Bad debts vs. charity care 
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Statement of Operations 

 Provision for bad debts 

− Currently, shown as part of net patient service revenue 

− After revenue recognition guidance adopted, will be part of operating 
expenses 

− Will become a much smaller number 
 

 Other revenue 

− Operating vs. nonoperating 

 Operating – revenue/losses that is associated with operating purpose 

 Gift shop/rental income/cafeteria/day care/occupational health 

 Nonoperating – revenue/losses that is outside operating purpose 

 Unrestricted contributions 

 Income taxes 

 Gain/loss on disposal 

− Investment income – operating/nonoperating 

− Income from equity method investments 
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Statement of Operations 

 Operating expenses 

− Natural classifications 

 Salaries and wages 

 Benefits 

 Interest 

 Utilities 

 Purchases services 

 Miscellaneous 

− Functional classifications 

 Program services 

 General and administrative 

 Fund-raising 

− Depreciation  

− Amortization 
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Statement of Operations 

 Revenue in excess of expenses 

− Operating indicator 

− In for-profit entities – called net income 
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STATEMENT OF 

CHANGES IN NET 

ASSETS 
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Statement of Changes in Net Assets 

 Unrestricted net assets 

− Revenue in excess of expenses 

− Typical changes in unrestricted net assets: 

 Change in net unrealized gains/losses on investments other than trading 
securities 

 Change in value of interest rate swap (if met hedge accounting 
requirements) 

 Contributions for capital 

 Net assets released from restrictions for capital 
 

 Temporarily restricted net assets 

− Typical changes in temporarily restricted net assets: 

 Change in net unrealized gains/losses on investments other than trading 
securities 

 Contributions 

 Change in interest in Foundations 

 Net assets released from restrictions (both operating and capital) 
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Statement of Changes in Net Assets 

 Permanently restricted net assets 

− Typical changes in permanently restricted net assets: 

 Change in net unrealized gains/losses on investments other than trading 
securities 

 Contributions  
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STATEMENT OF 

CASH FLOWS 
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Statement of Cash Flows 

 Indirect vs. direct method 
 

 3 sections: 

− Operating activities 

− Investing activities 

− Financing activities 
 

 Operating activities (indirect method): 

− Start with change in net assets or revenue in excess of expenses 

− Add back: 

 Non-cash items 
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Statement of Cash Flows 

 

 Operating activities (indirect method) (Continued): 

 Cash flows that go into other sections (investing/financing): 

 Realized/unrealized gains/losses on investments 

 Gain/loss on disposal of property & equipment 

 Depreciation/amortization 

 Provision for bad debts 

 Change in interest in foundations 

 Change in value of interest rate swap 

 Contributions for capital 
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Statement of Cash Flows 

 Operating activities (direct method): 

− Cash received from patients, residents, and third-party payors 

− Cash paid to employees 

− Cash paid for interest 

− Other cash receipts/payments 
 

 Investing activities: 

− Purchases/sales of investments 

− Purchase of intangibles 

− Purchase of property and equipment 

− Proceeds from sales of property and equipment 
 

 Financing activities: 

− Principal payments on long-term debt and capital lease obligations 

− Contributions for property and equipment 

− Distributions of interest in net assets of Foundation for capital 
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Footnote Disclosures 

 Materiality is key 
 

 Comparative footnotes for same period as financial statements 
 

 Description of entity 
 

 Significant accounting policies 
 

 Cash 

− Cash paid for interest (on face of cash flow or in notes) 

− Cash paid for income taxes (on face of cash flow or in notes) 

− Concentration of credit risk – cash not insured by FDIC 
 

 Accounts receivable 

− Disclosure of allowance for bad debts (on face of balance sheet or in notes) 

− If hospital – disclosure on increase/decrease in allowance for bad debts 
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Footnote Disclosures 

 Investments/Assets limited as to use 

− Investment return – and where on statement of operations 

− What assets limited as to use are restricted for 

− If investment portfolio is designated available for sale – table needed showing 
fair value and unrealized losses broken out between less than 12 months, 12 
months or more, and total 

− Description of valuation methodologies for assets and liabilities measured at 
fair value 

− Fair value measurements – level 1, level 2, and level 3 – in table 

− Rollforward of level 3 investments 

− Any investments using net asset value as practical expedient need 
investment strategy for each investment, and need table showing (by 
investment): 

 Unfunded commitments 

 Redemption frequency 

 Redemption restrictions 

 Redemption notice period 
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Footnote Disclosures 

 Investments/Assets limited as to use 

− Investment return – and where on statement of operations 

− What assets limited as to use are restricted for 

− If investment portfolio is designated available for sale – table needed showing 
fair value and unrealized losses broken out between less than 12 months, 12 
months or more, and total 

− Description of valuation methodologies for assets and liabilities measured at 
fair value 

− Fair value measurements – level 1, level 2, and level 3 – in table 

− Rollforward of level 3 investments 

− Any investments using net asset value as practical expedient need 
investment strategy for each investment, and need table showing (by 
investment): 

 Unfunded commitments 

 Redemption frequency 

 Redemption restrictions 

 Redemption notice period 
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Footnote Disclosures 

 Property and equipment 

− Broken down by type (buildings, fixed equipment, vehicles, software, etc.) 
(can be on face of balance sheet) 

− Depreciation period by type 
 

 Other assets 

− Composition of other assets, if material 
 

 Third party settlements 

− Date of last audited Medicare/Medicaid cost reports 
 

 Long-term debt 

− Listing of all debt, including lender, interest rate, maturity, and monthly/annual 
payments 

− What is security for bonds 

− Who is part of obligated group 

− Covenants 

− Required principal payments for next 5 years, then thereafter 
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Footnote Disclosures 

 Leases 

− Broken out by capital and operating 

− If capital, need value of building/equipment leased and accumulated 
amortization 

− Table showing 5 years of payments and thereafter, less amount representing 
interest 
 

 Interest rate swaps 

− Notional amount  

− What swap does 
 

 Guarantees 

− What is guaranteed and amount 
 

 Temporarily restricted net assets 

− Listing of what temporarily restricted net assets are restricted for 

− Listing of amounts released from restrictions 
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Footnote Disclosures 

 Permanently restricted net assets 

− UPMIFA disclosures: 

 Description of endowments, spending policy, investment policy 

 Composition of endowments (unrestricted, temporarily restricted, and 
permanently restricted) 

 Rollforward of endowments 
 

 Malpractice insurance 

− Policy limits 

− Claims made vs. occurence coverage 

− Renewed through date 
 

 Retirement plans 

− Deferred benefit vs. deferred compensation 

− Description of plans 

− Amount of expense 

− Significant disclosure requirements for deferred benefit plans 
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Footnote Disclosures 

 Functional expenses 

− Can be in separate financial statement or in note 
 

 Concentration of credit risk 

− Composition of accounts receivable 

− Cash in excess of FDIC limits 
 

 Related party transactions 

− Description and amount of transactions 

− Broken out by affiliates 
 

 Patient and resident service revenue, net of contractual allowances and 
discounts (only for hospitals) 

− Composition of patient service revenue and contractual allowances 

− Patient service revenue by major payor sources 
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Footnote Disclosures 

 Lines of credit 

− Amount of lines 

− If any borrowed 
 

 Subsequent events 

− Description, if any 

− When subsequent events were evaluated through 
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• Introduction to Revenue Cycle 

– Concept Zero to Zero 

– Definitions 

– Processes 

– Components of the Revenue Cycle 

– Charge Capture and Required Elements 

– Metrics and Reimbursement 

• Market Conditions 

– Healthcare Costs/Benefits 

– Point of Service Collections/Charity Care 

• Modern Day Bounty Hunters (RACs) 

• Health Care Industry Impact 

• Future with Health Care Reform 
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 The Healthcare Financial Management Association 
(HFMA) defines revenue cycle as "All administrative and 
clinical functions that contribute to the capture, 
management, and collection of patient service revenue." In 
other words, it is a term that includes the entire life of a 
patient account from creation to payment. 

 

 Revenue Cycle is the process that begins when a patient 
comes into the system and includes all those activities that 
have occurred in order to have a zero balance. In other 
words, think… 

        Zero to Zero! 
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What is Revenue Cycle?   
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Why is the Revenue Cycle Important? 

 

Hospitals exist in a very uncertain time. 

Reimbursement risk runs high, and receiving 

payments from patients is not guaranteed. The 

ability to capture lost revenue and improve the 

ability to forecast actual revenue received to the 

budget is necessary for hospitals' and other 

service providers' survival and vitality.  

      
Source:  Wall Street 2010 
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Definitions 

 Charges are the amount the provider lists as the price 

for services. Very few payors reimburse this “sticker 

price.” 

 Payment or Reimbursement is the amount the 

provider actually receives in cash for its services. 

 Government insurers, commercial insurers, self payors 

and and the uninsured all pay different amounts for the 

same services. Payment can be either more or less than 

what it costs the provider to render a given service. 

 Cost is the provider’s monetary valuation of effort, 

material, resources, time and other expenses to render 

the services.  
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PROCESS 

CULTURE 

TOOLS 

PEOPLE 

BILLING 

CDMP 

SCHEDULING 

REGISTRATION 

INSURANCE 
VERIFICATION 

FINANCIAL 
COUNSELING 

CASE MGMT/QR 

CDM/CHARGE 
CAPTURE MEDICAL 

RECORDS 

CUSTOMER  
SERVICE 

THIRD PARTY 
FOLLOW- UP 

SELF PAY 
COLLECTIONS 

PROGRAM 
ADMINISTRATION 

CASH POSTING 

POST 
PAYMENT REVIEW 

POINT OF SERVICE  

COLLECTIONS 

DENIALS 

MANAGEMENT 

FINANCIAL 

CLEARANCE 

Process Flow - Overview  
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Process Flow by Department  
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Process Flow…Really? 
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Typical Process Flow - Overview 

Medical Billing 

Process 

1. Pre-Registration 

Insurance Verification 
2. Registration and 

Patient Care 

3. Charge Entry 

4. CPT/HCPCS and 

ICD-10 Coding 

5. Claims 

Submission 

9. Monitoring/ 

Reporting 

8. Denial 

Management 

7. A/R Follow-up 

6. Payment Posting 
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 The “Front Door” to the hospital and the first step in the revenue 
cycle process for the majority of patients. 

 The important functions and information gathered in Access 
include: 

 Scheduling services (surgery not included) 

 Verifying of Insurance 

 Obtaining Authorizations and certifications 

 Gathering patient demographics and insurance information 

 Pre-Services/Point of Service collections 

 Identifying the referring physician 

 Informing the patient on instructions for the date of service, referral 
process, etc. 

 Informing patient of referral process 

 Financial Counseling 

 Medicaid Eligibility/Charity Care 

 Responsible for 50% of claims data 

Patient Access 
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Health Information Management (HIM) 
 

 Health Information Management (HIM) is the practice of maintenance and care of 
health records by traditional and electronic means in hospitals, physician's office 
clinics, health departments, health insurance companies, and other facilities that 
provide health care  

 The important functions and information gathered in HIM include: 

 Providing and Managing Transcription Services 

 Coding services documented by Physicians 

 CPT codes (procedures, visits)  

 ICD-10 (diagnosis)  

 HCPCS (supplies, drugs, etc.)  

 Modifiers, GCS/NIHSS codes 

 Ensure codes accurately reflect patient services 

 Acts as a Liaison between all areas 

 Serves as Subject Matter Experts in HIPAA, Documentation and Coding 

 Educates, presents, and trains on opportunities to improve  

 Case Mix Index (CMI) 

 Oversees and responds to Defense Audits 

 Manages storage and retrieval of medical records 

 Implementation of Electronic Health Record (EHR) System  

 Building the Compliant Documentation Management Program (CDMP) 
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Patient Financial Services (PFS) 

 Patient Financial Services is the “cash machine” of the hospital.  

 The important functions and information gathered in PFS include: 
 Charge Master/Revenue Integrity 

 Billing 

 Overseeing Claims Edits to ensure “Clean Claim Submissions” 

 Employing tools to ensure accuracy in charge capture 

 Follow-Up with insurance companies 
 Appeals 

 Denials 

 Un-paid Claims 

 Customer Service 

 Collections 

 Cash Posting 

 Subject Matter Experts 
 Government Billing 

 Commercial and Managed Care Billing 

 Employs and Oversees systems and vendors to enhance 
 Services provided to patients 

 Revenue  

 Cost-to-Collect 

 Positive Customer Service 
 

 

 

 



 A comprehensive listing of hospital charges 

 The Revenue Integrity team are a critical component to billing compliance 
and charge capture and is often considered the "life blood" to a Hospital's 
Revenue Cycle by touching almost every department within the facility.  

 Standardization of charge master  

 Department level review of all processes and charges with management 
staff to ensure all billable charges are represented on the CDM  

 CDM reviews and updates to ensure compliance for all payors  

 Market pricing, transparency and defensibility strategies  

 Revenue cycle system mapping to ensure charge capture and compliant 
billing  

 Acuity-based charging methodology development and implementation  

 Maintenance strategies, controls and tools for maintaining an accurate and 
compliant CDM  

 Educational and training tools  
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Charge Description Master (CDM) 
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Why Charge Capture is Critical 

 A key part of the Revenue Cycle but does not report to Revenue Cycle 

 “Bill what you do” – the process where services provided are entered into 
the system; charges and expected reimbursements are calculated 

 Get clinicians involved with an active role in charge capture 

 The important functions and information gathered in Charge Processing 
include: 

 Keyers and coders enter data automatically from a charge master or 
manually input 

 Claims Manager software scrubs entries for correctness 

 Problems sent to department work file for processing or corrections 

 Reconciliation performed to insure all entries received and entered 
into the system 

 Accuracy of service and charge 

 Appropriate edits to scrub data 

 Charge entered timely for prompt payment 

 Daily Charge Logs Reviewed 
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What information is needed? 

Patient Demographic Data 
 Patients last name, first name, and middle initial 

 Patient address 

 Birth date 

 Gender 

 Marital Status 

 Admission Date or Start of Care Date 

 

Encounter Specific 
 Hour patient was admitted for inpatient or outpatient care  

 Occurrence Codes 

 Code indicating the priority of admission--1 indicates emergency; 2 urgent; 

3 elective; 4 newborn; and 9 information not available.   

 Code indicating the source of admission or outpatient service 

 Provider has patient signature on file permitting release of data (Y or N)  

 Principal Diagnostic Coding (ICD-10-CM code)  

 Admitting Diagnostic Coding (ICD-10-CM code) 

 

Insurance Information 
 The name and number identifying each payer that payment is expected  

 Assignment of benefits (Y) yes; (N) no 

 The name of the patient or insured individual 

 Relationship of the insured (person having insurance) to the patient 

 Insured’s identification number assigned by the payer organization 

 The group name/plan through which the insurance coverage is provided 

 The insurance group number 

 Employment status code 

 Employer’s name and address 

Required Billing Elements  - Where do they come from? 

50% - Patient Access, Registration       15% - Charge Entry Areas 

15% - Medical Records                          20% - Billing 

Sample Required Elements: 
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Are We Making Progress? 

Hospitals and health systems need metrics to determine their progress in 

moving toward a pay-for-performance model, according to a report by the 

American Hospital Association's Health Research & Educational Trust and 

Hospitals in Pursuit of Excellence. 

 

"Metrics for the Second Curve of Health Care" expands on four strategies 

originally identified in the report, “Hospitals and Care Systems of the 

Future.”  These strategies were identified as major priorities for hospitals 

and health care organizations moving from the volume-based first curve to 

the value-based second curve. 

1. Aligning hospitals, physicians and other clinical providers across the 

continuum of care 

2. Utilizing evidence-based practices to improve quality and patient safety 

3. Improving efficiency through productivity and financial management 

4. Developing integrated information systems 

 HPOE 2013 
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Metrics: Access 

 

 Registration accuracy rate 

 Denials 

 No Authorization 

 No Medical Necessity 

 Coding Errors 

 Telephone Statistics 

 Hold Times 

 Abandonment Rates 

 Other 

 Point of Service Collections 

 “Red Flags” – Incorrect Claim Demographics  
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Metrics: HIM 

 Discharges Not Final Billed (DNFB) 

 Turnaround Times 

 Dictation/Transcription 

 Errors (Types, Frequency, Provider) 

 Record Requests 

 CDMP  

 Queries Rate 

 Response Rate 

 Error Rate by Category/Provider 

 RAC 

 Audits & Timeliness 

 Responses 

 Successful Appeals 
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Metrics: PFS 

 Cash Expected Reports 

 Days in A/R 

 Aging Analysis by Payer  

 Unbilled Accounts Receivable  

 Late Charge Postings by Service Area  

 Claim Denial Volumes / Amounts / Types  

 Bad Debt / Bad Debt Recovery Levels  

 Cost to Collect  
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Reimbursement Methodologies (w/o incentives) 

 Hospitals 

 Percent of Charge 

 Per Diems 

 Case Rate Payment 
 Diagnosis Related 

Groups (DRGs) 

 Medical Severity (MS) 
DRGs  

 Global payments 

 Ambulatory Patient 
Groupings (APGs) 

 Ambulatory Payment 
Classifications (APCs) 

 Other  
 Value-Based 

 Episode of Care 

 Shared Savings 

 Capitation 

 

 Professional Services 

 Fee For Service 
discounts 

 Fee Schedules 

 Payment based on 
Resource Based Relative 
Value Based System 
(RBRVS) 

 Capitation 
 Withholds 

 Pools 

 Case Rates 

 Value-Based 

 Shared Savings 

 Episode of Care 

 Global Budget 
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Point of Service (POS) Collections 

1. Engage patients at point of service. Even in the ED, which is subject to 

restrictions under the federal EMTALA law, hospital personnel can ask for 

money as long as it does not delay the provision of on-time services. For 

example, the bill could be discussed when the patient is waiting for test 

results. Simply sending a bill to the patient afterwards reduces the odds of it 

being paid. For a planned hospital visit, it's even better to talk about the bill 

before the point of service, at preregistration, so patients can be sure to bring 

the payment with them.  

 

2. Set expectations about payment. The patient needs to know how much 

a service will cost before it is provided. It’s human nature: people who do not 

know the cost of a service are less likely to pay for it.  In every other industry, 

people don’t buy something if they don’t know the cost.  Patients who know 

the exact cost can make a commitment on how much they will pay 

immediately and how they will pay over time, and they are more likely to 

comply with an agreed-upon payment schedule.  
Becker’s 2010 
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Point of Service (POS) Collections 

3. Make sure billing data is accessible. Being able to estimate what a 

patient owes right at the point of service requires access to billing data from 

both payers and the hospital's own systems. This means having an 

advanced IT structure with relatively seamless dataflow. Some payers, 

however, may still require a phone call. 

 

4. Get clinical staff's buy-in. Patients will be less likely to pay their bills if 

they are confronted with mixed messages about the necessity of payment. 

It's important to have buy-in from clinical staff.  But don’t require clinical staff 

to discuss charges. They have a different priorities and skill sets.  

 

5. Use trained financial counselors. Clinical staff should send patients to 

financial counselors in the billing department. Billing staff without experience 

in financial counseling will need training in such matters as asking for money, 

which can be awkward for untrained individuals.   

Becker’s 2010 
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Charity Care/Uncompensated Care 

3-7 percent of revenue on a 

variety of community benefit 

and charity care activities is 

likely adequate. 

An IRS study found that 9 percent of 

revenue was spent on community 

benefit. 

Nearly 60 percent of the hospitals 

surveyed provided less than or 

equal to 5 percent of revenue on 

uncompensated care 

Twenty percent of hospitals 

surveyed reported total community 

benefit spending of less than 2 

percent of revenue. 

Source:  Kaiser Daily Health Policy Report  Feb 2009 
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Administrative Costs 

 Pre-Authorizations 

 Complex Benefit Designs 

 Limitations of Network 

 Denials 

 Coordination of Benefits 

 Audits 
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Healthcare Costs/Benefits 

2001 MMI Components of Spending 2017 MMI Components of Spending 

MMI May 2017 
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Healthcare Costs/Benefits 
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Healthcare Costs/Benefits 
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Bounty Hunters in Health Care? 

 RAC: Recovery Audit Contractors 

 Medicare FFS Recovery Audit Program   

 MAC: Medicare Administrative Contractors 

 Process Part A and Part B FFS Claims 

 MIC:  Medicaid Integrity Contractors 

 Audit, Review, Education 

 Managed Care Audits 

 Targeted Medical Reviews 
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Bounty Hunters in Health Care? 

 Recovery audit contractors review medical records of participating 

providers and find instances of where Medicare is paying too much 

money. 

 

 The CMS pays RACs a contingency fee every time they identify an 

overpayment. 

 

 RACs have recouped $8 billion in improper payments since the program 

started in 2009. 

 

 RACs now receive payment only after a provider's challenge has 

passed the second level of a five-level appeal process. 

 

 RACs asking for contingency rates as high as 20% compared to the 

current rates of between 9.5% to 12%,  

 

 Previously, RACs could review inpatient claims that are up to three 

years old. Now, claims can't be more than six months old.  
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RAC Findings 

Average Automated Denials, Complex Denials and Medical Record 

Requests Per Participating Hospital, through 3rd Quarter 2016 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Percent of Completed Complex Reviews with and without Overpayment or 

Underpayment Determinations for Participating Hospitals, by Region,  

through 3rd Quarter 2016 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Percent of Participating Hospitals by Top Reason for Automated Denials by 

Dollar Amount for Medical/Surgical Acute Hospitals with RAC Activity, 3rd 

Quarter 2016 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Percent of Participating Hospitals by Top Reason for Automated Denials by 

Dollar Amount for Medical/Surgical Acute Hospitals with RAC Activity, 3rd 

Quarter 2016, Region B 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Percent of Participating Medical/Surgical Acute Hospitals with RAC Activity 

Experiencing Complex Denials by Reason, through 3rd Quarter 2016 

Inpatient 

Coding 

Discharge 

Status 

Other 

Medically 

Unnecessary 

Short Stay  

Medically  

Unnecessary 

Less Than 2-

Midnights 

Medically 

Unnecessary 

Greater than 

or Equal To 2-

Midnights 

No 

Documentation 
Outpatient 

Coding 

Other 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Percent of Participating Hospitals by Top Reason for Complex Denials by 

Dollar Amount for Medical/Surgical Acute Hospitals with RAC Activity, 3rd 

Quarter 2016 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Percent of Participating Hospitals by Top Reason for Complex Denials by 

Dollar Amount for Medical/Surgical Acute Hospitals with RAC Activity, 3rd 

Quarter 2016, Region B 

Source: AHA. (October 2016). RACTRACSurvey 
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RAC Findings 

Source: AHA. (October 2016). RACTRACSurvey 

Total Number and Percent of Automated and Complex Denials Appealed 

by Hospitals with Automated or Complex RAC Denials, by Region, through 

3rd Quarter 2016 

Total Number of 

Denials Available 

for Appeal 

Total Number of 

Denials Appealed 

57,474 27,095 
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RAC Findings 

Percent of Participating Medical/Surgical Acute Hospitals Reporting RAC 

Appeals by Denial Reason, 3rd Quarter 2016 

Inpatient 

Coding 

Discharge 

Status 

Other 

Medically 

Unnecessary 

Short Stay  

Medically  

Unnecessary 

Less Than 2-

Midnights 

Medically 

Unnecessary 

Greater than or 

Equal To 2-

Midnights 

No 

Documentation 

Outpatient 

Coding 

Other 

Source: AHA. (October 2016). RACTRACSurvey 

Outpatient 

Billing 

Duplicate 

Payments 
Other 

Complex 

Review 
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RAC Findings 

Summary of Appeal Rate and Determinations in Favor of the Provider, for 

Hospitals with Automated or Complex RAC Denials, through 3rd Quarter 2016 

Source: AHA. (October 2016). RACTRACSurvey 

Appealed % of 

Denials 

Appealed 

# Denials 

Awaiting 

Appeals 

Determination 

# Denials 

Not 

Overturned  

in Appeals 

# Denials 

Over-turned 

in Appeals 

% Appealed 

Denials 

Overturned 

Nationwide 144,033 45% 36,949 33,497 54,188 62% 

Region B 27,095 47% 4,327 8,269 12,012 59% 



 Record spending on health information technology  

 Significant changes in benefit plan design, plan pricing and the health 

plan landscape  

 New risks and opportunities may emerge as payment models shift from 

fee-for-service to new models that focus on performance, health 

outcomes and shared cost savings  

 Health organizations may feel the trickle down effect of decreased 

utilization by price sensitive consumers.  

 A further uptick in merger and acquisition activity to share administrative 

burdens and IT investments, gain market share and fill strategic gaps.  

 Pharmaceutical companies see an opportunity to increase their visibility 

with consumers, influence health outcomes and reduce healthcare costs 

while increasing revenue using digital strategies and technology.  

 The use of mobile health and wireless technologies by all health 

organizations is expected to continue to surge.  
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Factors Influencing the Health Care Industry 

Source:  PwC  2010 
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Must-Do Strategies to Succeed in the Future 

2011 AHA Committee on Performance Improvement Report (October 2011) 

1. Aligning hospitals, physicians and other providers across the care 

continuum 

2. Utilizing evidence-based practices to improve quality and patient safety 

3. Improving efficiency through productivity and financial management 

4. Developing integrated information systems 

5. Joining and growing integrated provider networks and care systems 

6. Educating and engaging employees and physicians to create leaders 

7. Strengthening finances to facilitate reinvestment and innovation 

8. Partnering with payers 

9. Advancing through scenario-based strategic, financial and operational 

planning 

10.Seeking population health improvement through pursuit of the “triple aim” 
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Organizational Core Competencies for the Future 

1. Design and implementation of patient-centered, integrated care 

2. Creation of accountable governance and leadership 

3. Strategic planning in an unstable environment 

4. Internal and external collaboration 

5. Financial stewardship and enterprise risk management 

6. Engagement of full employee potential 

7. Collection and utilization of electronic data for performance improvement 

2011 AHA Committee on Performance Improvement Report (October 2011) 
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QUESTIONS? 



Health Legal Compliance 101 

 

July 2017 
Lisa M. Gingerich – lgingeri@vonbriesen.com 

 
414-287-1507 

mailto:lgingeri@vonbriesen.com


 

115 

Road Map for Today 

• Why compliance matters 

• What can happen as a result of compliance 
breakdown 

• Overview of the laws the government uses to 
combat fraud in health care and recover 
payment  

• How to identify compliance risk  

• How to avoid compliance breakdowns and 
tools for success 

 

 



Importance of Legal Compliance 

“Every day, dedicated attorneys, investigators, 

analysts, and support staff at … the Justice 

Department are working to root out fraud and 

hold accountable those who violate the law 

and exploit critical government programs,” 

said Acting Assistant Attorney General Chad 

A. Readler of the Justice Department’s Civil 

Division.  “The recoveries announced today 

are … a message to those who do business 

with the government that fraud and dishonesty 

will not be tolerated.” December 21, 2017 
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Consequences for Non-Compliance  

• Whistleblowers get their noisemakers 

• Bad actors = personal $ liability 

• Treble damages + $$/claim 

• Medicare exclusion = practitioner/executive death sentence  

• Corporate Integrity Agreements 

– Implementation of comprehensive compliance program 

– Independent audit and oversight 

– Annual reporting requirements 

– Internal monitoring 

• Loss of Tax Exemption/Excise Taxes 
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Crack Down = $ 

• “While we encourage voluntary 

reporting of suspected federal violations 

through self-disclosures, compliance 

guidance, and corporate integrity 

agreements, the False Claims Act holds 

accountable those health care 

organizations unwilling to comply with 

law,” said Daniel R. Levinson, Inspector 

General of the U.S. Department of 

Health and Human Services.  “Large 

health care recoveries benefit vulnerable 

Medicare and Medicaid beneficiaries as 

well as the taxpayers who support these 

programs.” 

• December 21, 2017 

Justice Department Recoveries (FY) 

• 2017 = $2.4 billion 

• 2016 = $2.5 billion 

• 2015 = $2.4 billion 

• 2014 = $2.3 billion 

• Federal health care fraud recoveries 

have exceeded $2 billion for 8 

consecutive years.   

• Wisconsin Medicaid recovered $137M 

between FY 2013-15; $32 recovered 

for every $1 spent. 
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Enforcement Gets Personal (Yates Memo) 

• Margaret L. Hutchinson, who leads the civil division for the U.S. Attorney’s Office in the 

Eastern District of Pennsylvania, said “We must now follow the Yates memo. It’s still in 

place, and it’s still in effect.”   

• The “ Yates Memo” (https://www.justice.gov/archives/dag/file/769036/download) outlines 

the importance of individual accountability in DOJ enforcement under the FCA.   

 

 
Defendant Penalty Date 

North American Health Care, Inc. NAHC ($28.5M); CEO ($1M); Sr. VP Reimbursement ($500K) 9/16/16 

Tuomey Healthcare System THS ($237M reduced to $72.4M); CEO ($1M and permanently 

excluded) 

9/27/16 

Life Care Centers of America, Inc. LCCA and Owner ($145M) 10/24/16 

Norman Regional Health System NRHS, CEO & 6 physicians ($1,618,750) 4/11/17 

Freedom Health FH ($31,695,593); COO ($750,000) 5/30/17 

eClinicalWorks eCW and CEO, COO & CMO ($154.92M); developer ($50K); 3 

project managers ($15K each) 

5/31/17 
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Fraud & Abuse 

Fraud: Intentional deception or misrepresentation that an 

individual knows to be false or does not believe to be true or 

makes, knowing that the deception could result in some 

unauthorized benefit to him/herself or some other person 

 See Medicare Carriers Manual (CMS Pub. 14), § 14001  

Abuse: Practices inconsistent with sound fiscal or medical 

practices. 
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Health Care Fraud & Abuse Laws 

• Federal False Claims Act  

• Stark Law 

• Anti-Kickback Statute 

• Exclusion and CMP Authorities 
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False Claims Act 

• False Claims Act (31 U.S.C. § 3729-3733) 

– Elements of a violation 

 Knowingly presenting, or causing to be presented 

 a claim 

 that is false or fraudulent 

– Criminal and civil (damages may be trebled, plus $5,500 

to $11,000 per claim) apply (plus program exclusion) 
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False Claims Act 

• Federal False Claims Act (31 U.S.C. § 3729) 

– “Qui Tam” allows private right of action to 
encourage assistance in combating fraud 

– Percentage of award available for Qui Tam “relators” 

 15% to 25% if government intervenes 

 25% to 30% if no government intervention 
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False Claims Act: Preferred Enforcement Tool  

• A larger “pool” of potential 

defendants (any person 

involved in the process of 

billing, setting policy or 

implementing a practice, 

determining levels of coding, 

preparing claim forms, 

certifying claims for 

reimbursement and/or actually 

submitting the claims for 

reimbursement are potential 

defendants) 

• The civil “knowingly” intent 

standard is easier to establish than 

the criminal “knowing and 

willful” intent standard 

• A general civil burden of proof is 

easier to meet than a criminal 

standard (“preponderance of 

evidence” v. “reasonable doubt”) 

• Significant financial penalties can 

be imposed 
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Basic Stark 

If a Physician (or immediate family member) has a direct or 

indirect Financial Relationship with an Entity, unless an 

exception applies: 

– the Physician may not refer any Designated Health Services 

(“DHS”) to the Entity; 

– the Entity may not bill for any DHS referred by the Physician; 

– no Medicare payments may be made for DHS referred by the 

Physician; and 

– the Entity must refund all moneys collected for DHS referred 

by the Physician (unless no actual  knowledge or reckless 

disregard regarding the Physician’s identity). 
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Basic Stark 
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Group or  

Hospital 
Physician 

X 
No DHS Referral 

without a Stark 

Exception 

Financial Relationship or Ownership Arrangement 



“Stand in the Shoes” Relationships 

Analysis: Physician owners stand in the shoes of their “physician 

organization,” creating a direct financial relationship. Physician employees 

or independent contractors do not stand in the shoes, but may give rise to 

indirect financial relationships if their compensation varies with physician 

referrals and hospital has knowledge.   
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Hospital Multi-Physician 

Group  

Physician Owners 

Services/Lease 



Designated Health Services 

• Inpatient and outpatient 
hospital services 

• Clinical laboratory services 

• Physical therapy services 

• Occupational therapy 
services 

• Outpatient speech-language 
pathology services  

• Radiology and certain other 
imaging services 

 

 

 

• Radiation therapy services 
and supplies 

• Durable medical equipment 
and supplies 

• Parenteral and enteral 
nutrients, equipment and 
supplies 

• Prosthetics, orthotics and 
prosthetic devices and 
supplies 

• Home health services 

• Outpatient prescription 
drugs 
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Yes No 

Indirect Direct 

Does Stark Apply? 

1) Fair market value and does not take into account volume 

or value of referrals or other business generated by the 

referring physician for the entity furnishing designated 

health services 

2) If compensation is based on a lease arrangement, rental 

fees may not be based on (a) percentage of revenues 

generated through use of the space or equipment, or (b) 

per-unit-of-service charges reflecting services to patients 

referred between the parties. 

3) In writing, signed by parties and sets out items or services 

covered by the arrangement 

4) In compliance with anti-kickback statute 

1) Rental of Office Space  
2) Rental of Equipment 
3) Bona fide employment 

relationship 
4) Personal Services Agreement 
5) Physician recruitment 
6) Isolated transactions 
7) Certain arrangements with 

hospital 
8) Group practice arrangements with 

hospital 
9) Payments by a physician 
10) Charitable donations by a 

physician 
11) Non-monetary compensation 

(<$300) 
12) Fair Market Value compensation 

Does physician refer patient(s) for designated health services that are covered by 

Medicare to a health care entity with which it has a financial relationship? 

What type of financial relationship? Stark law not implicated 

Does Hospital Meet Any Direct Compensation 

Exceptions? (42 CFR § 411.357) 

Does Hospital Meet Indirect Compensation 

Exception? (42 CFR § 411.357(p)) 

 

 
13) Medical staff incidental 

benefits 
14) Risk-sharing 

arrangements 
15) Compliance training 
16) Referral services 
17) Obstetrical malpractice 

insurance subsidies 
18) Professional courtesy 
19) Retention payments in 

underserved areas 
20) Community-wide health 

information system 
21) Electronic prescribing 

items and services 
22) Electronic health records 

items and services 
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The Anti-Kickback Statute 

Unlawful to: 

• Knowingly and willfully  

• Solicit or receive 

• Any remuneration (directly or indirectly, overtly or covertly, 

in cash or kind) 

• In return for: 

– referring for any item or service reimbursable by federal 

health care programs, or 

– purchasing, leasing, ordering or arranging for (or 

recommending any of the same) any good, facility or 

service reimbursable by federal health care programs 
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The Anti-Kickback Statute 

Unlawful to: 

• Knowingly and willfully  

• Offer or pay 

• Any remuneration (directly or indirectly, overtly or covertly, 

in cash or kind) 

• To induce: 

– referring for any item or service reimbursable by federal 

health care programs, or 

– purchasing, leasing, ordering or arranging for (or 

recommending any of the same) any good, facility or 

service reimbursable by federal health care programs 
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The Anti-Kickback Statute 

Three necessary elements: 

1. Intentional Act 

2. Direct or Indirect Payment of Remuneration 

3. To Induce or Reward the Referral of Patients or 
Business 
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AKS vs. Stark 

AKS 

• Criminal/Civil 

• Requires Proof of 
Improper Intent 

• Applies to Any Referral 
Source 

• Try to satisfy a Safe 
Harbor 

• OIG Advisory Opinions 

 

 

STARK 

• Civil Only 

• Strict Liability 

• Must be a Physician 
involved 

• Must satisfy an Exception 

• “Bright Line Statute” 
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Tax Exemption 

• Private Benefit  

– If a tax-exempt organization provides more than incidental 

benefits to employees/others, it is no longer organized and 

operated exclusively for exempt purposes  

• Private Inurement  

– No part of the net earnings of a tax-exempt organization may 

inure for the benefit of an "insider" (someone with a personal 

interest in the affairs of the organization)  
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Tax Exemption – Cont'd.   

• Excess Benefit - occurs when excessive 
compensation is paid by an exempt organization to 
a "disqualified person" 

– A "disqualified person" is a person in a position to 
influence an exempt organization  

– Determination on case-by-case basis  

 Government is likely to consider the following to be 

disqualified persons: Directors, President, COO, 

Compensation Committee members and family 

members of another disqualified person  
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Remuneration: What is it? 

• Anything of value 

• Compensation under a contract 

– Leases 

– Service arrangements 

• Gifts 

• Incidental items 

• Non-monetary compensation 
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 Threshold Questions (Radar Up) 

• Are there referrals between the parties (or a relative)?  

• Does the arrangement involve a health 
care facility providing a service (DHS) 
payable by Medicare and a physician/physician 
relative? 

• Is there a payment/any benefit to a referral source? 

• Which anti-kickback safe harbor/Stark exception 
applies?   
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• Arrangement is not documented in writing 

• Agreement expires, but arrangement continues 

• A party does not sign the document 

• Financial terms are inconsistent with FMV or CR 

Compliance Breakdowns 
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• Arrangement changes, but 
written document is not 
updated to reflect new terms 

• Overpayments not returned 
within 60 days 
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Tools for Compliance 

• Contract Checklists and Contract Management 
System 

• Provider Employment Agreements (templates) 

• Provider Compensation Plan (applied consistently 
and reviewed periodically) 

• Lease (templates)  

• Service/Purchase Agreements with providers 
reviewed by counsel 

• Pay attention to those identifying issues/concerns 

 
139 139 



Take-Aways 

• Fair Market Value is a key to compliance 

• Don’t forget Commercial Reasonableness  

• Reject any arrangement that is based on or rewards referrals 

(payment for and receipt of referrals) 

• Deviation from approved forms and process should be 

undertaken carefully and with appropriate review/approval 

• Be consistent and no changes for one year 

• Keep agreements current and accurate 

• Ask for help when there is doubt 
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Thank You! 
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