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Accounting Matters

What Hospital Administrators  
Need to Know About Healthcare Reform
By Eddie Adkins, Larry Goldberg, David Simonetti, and Dustin Stamper

Much of the recently-enacted healthcare 
reform laws has yet to take effect, but will 
profoundly affect hospitals and most other 
healthcare providers. Most importantly, the 
new laws include substantial changes that 
will affect how hospitals are reimbursed 
under the Medicare and Medicaid 
programs. There are also new rules 
specifically targeted at tax-exempt hospitals. 

As employers, hospitals will face changes 
to rules for health coverage and potentially 
stiff penalties if they fail to offer adequate 
coverage. For example, young adults can 
now remain on their parent’s insurance 
plan until their 26th birthday. 

What do these changes mean for your 
organization? What follows are some 
frequently asked questions and answers 
about how key aspects of healthcare 
reform will affect your organization.

Implications for Hospitals as 
Employers

What is required from employers?

Beginning in 2014, large employers—
those with 50 or more full-time workers—
could face federal fines for not providing 
insurance coverage or for providing 
inadequate coverage. The penalty for 
not offering coverage is $2,000 per year 
for all employees (after subtracting the 
first 30) regardless of how many receive 
federal subsidies (as long as at least one 
receives a subsidy). If an employer offers 
inadequate coverage, the penalty is $3,000 
for each employee, but applies only for 
each employee who actually receives a 
federal subsidy. The penalty for providing 
inadequate coverage is capped at the 
penalty amount that applies when no 
coverage is offered. 

What is “inadequate” coverage? 

Coverage is inadequate for purposes of 
the penalty if the cost to the employee 

exceeds 9.5 percent of household income, 
or the plan’s share of the costs is below 60 
percent.

How is the number of full-time employees 
determined? 

For determining if an employer is a 
“large employer,” hence potentially 
subject to penalties, all employees who 
work on average at least 30 hours per 
week are counted as full-time employees. 
For employees who work less than this 
amount, the employees are aggregated 
and a calculation is made to determine 
the number of full-time equivalent 
employees. The number of full-time 
employee equivalents is calculated 
and counted towards the 50-employee 
threshold. Independent contractors are 
not counted.

What is the excise tax on so-called “Cadillac” 
plans?

Beginning in 2018, insurance companies 
will pay a 40-percent excise tax on 
“Cadillac” high-end insurance plans. The 
tax is paid on the “excess benefit,” which 
is the amount by which family coverage 
exceeds an annual cost of $27,500, and 
single coverage exceeds a cost of $10,200. 
Higher thresholds will apply for high-risk 
workers and retired workers who are not 
yet eligible for Medicare. Dental and vision 
plans are exempt and will not be counted 
in the total cost of a plan. The employer 
is responsible for calculating the amount 
of the excess benefit and communicating 
the amount to the insurance company. The 
threshold amounts will be indexed for 
inflation, starting in 2019. 

What are the new rules regarding the coverage 
of nondependent adult children, and when do 
the rules go into effect? 

Plans must offer coverage for adult 
children up to age 26, instead of the 
current state-by-state rules. The current 

state rules often eliminate insurance 
coverage for children at age 18 or 19. The 
new requirement applies regardless of 
whether the child is a dependent of the 
employee, and regardless of whether 
the child is married. This provision goes 
into effect for plan years beginning after 
September 23, 2010. Thus, for calendar-
year plans, this provision goes into effect 
on January 1, 2011. The value of the 
coverage is not taxable to the employee, 
even if the child is not a dependent of the 
employee. 

Are there other new rules that apply to health 
coverage?

Yes, a number of additional new 
requirements apply for plan years 
beginning after September 23, 2010. These 
include the following:

• Children under age 19 may not be 
excluded for pre-existing conditions.

• Lifetime maximum coverage 
amounts for “essential” benefits 
are prohibited. Essential benefits 
include ambulatory patient services, 
emergency services, hospitalization, 
maternity and newborn care, 
mental health and substance use 
disorder services, prescription 
drugs, rehabilitative services, 
laboratory services, preventive and 
wellness services, chronic disease 
management, and pediatric services, 
including oral and vision care.

• Annual dollar limits are prohibited 
on essential benefits. However, prior 
to January 1, 2014, a “restricted 
annual limit” on essential health 
benefits is permitted. The Secretary 
of Health and Human Services is to 
issue guidance on the definition of 
“restricted annual limit.” 

• An individual’s health insurance 
coverage cannot be rescinded, except 
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in the case of fraud or material 
misrepresentation

The following additional requirements 
apply, starting in 2014:

• No individual may be excluded 
from coverage due to pre-existing 
conditions, regardless of age.

• A plan cannot have an eligibility 
waiting period of more than 90 days. 

Implications for Hospitals as 
Providers

The new laws will require more public 
reporting of medical errors such as 
hospital-acquired infections. The federal 
law also attempts to encourage better 
patient outcomes through various 
incentives and restrictions, particularly to 
Medicare and Medicaid payments. 

What are the Medicare incentives geared 
toward improving patient outcomes? 

Beginning in 2014, the Centers for 
Medicare & Medicaid Services will 
report each hospital’s record for medical 
errors and infections involving Medicare 
patients. Beginning in October 2012, 
non-rural acute care hospitals that exceed 
federal performance standards for at least 
five measures, including certain hospital-
acquired infections, will receive higher 
Medicare payments from a pool of money 
collected from all hospitals. Thus, all 
hospitals will incur lower reimbursement 
to pay for those that improve the quality 
of patient care.

What are the Medicare restrictions geared 
toward improving patient outcomes? 

The new laws require HHS to track 
certain hospital-acquired conditions 
occurring at each hospital. Beginning 
October 2014, the federal government will 
reduce Medicare payments by one percent 
for those hospitals with the highest 
rates of medical “harm” as measured 
by hospital-acquired conditions. These 
include certain preventable infections and 
medical errors, such as serious bedsores, 
catheter-associated urinary tract infections 
and certain types of falls and trauma. 

How will Medicaid payments be restricted 
based on preventable infections and medical 
errors? 

The federal government will expand to 
Medicaid a policy of restricting payments 
to hospitals for extra care required due to 
certain preventable infections and medical 
errors. This policy was already in place 
for Medicare prior to the new law, but 
now will also be applied to Medicaid. 

What types of gifts from medical device and 
pharmaceutical companies must be reported 
by physicians and teaching hospitals? 

Beginning in March 2013, device 
and drug manufacturers must begin 
reporting to the Secretary of HHS, 
details about gifts and payments over 
$10 to doctors and teaching hospitals. 
After a provider receives more than 
$100 from a company in one year, all 
payments and gifts must be reported. In 
September 2013, detailed information 
will be available on a searchable public 
website. 

Implications for Hospitals as Tax-
Exempt Organizations 

Under the new law, hospitals must 
satisfy additional requirements in order 
to qualify as tax-exempt section 501(c)
(3) charitable hospital organizations. The 
new rules are intended to differentiate 
tax-exempt hospitals from their for-profit 
counterparts and provide transparency 
related to how tax-exempt hospitals 
fulfill their charitable mission.

What are the requirements related to 
community needs assessments? 

Each hospital must conduct a community 
health needs assessment at least once 
every three years, effective March 23, 
2012. An excise tax penalty of $50,000 will 
be imposed on any tax-exempt hospital 
that fails to meet the community health 
needs assessment in any given year. 
Continued noncompliance could result in 
loss of tax-exempt status.

Do we need a financial assistance policy? 

Hospitals are required to adopt, 
implement, and publicize a written 
financial assistance policy that includes 
eligibility criteria for financial assistance, 
details about free or discounted care, 
and methods for applying for financial 
assistance. This new requirement is 
effective for tax years after March 24, 
2010.

What are the new limitations on charges to 
indigent patients? 

Hospitals have new limitations on charges 
to indigent patients. For individuals 
eligible for assistance under the financial 
assistance policy, hospitals are permitted 
to bill no more than the lowest rates 
charged to individuals with insurance 
coverage. This new requirement is 
effective for tax years after March 24, 
2010.

What are the new billing and collections 
requirements? 

Effective for tax years after March 24, 
2010, hospitals have new billing and 
collection requirements that ensure 
hospitals do not take extraordinary 
collections actions before making efforts 
to determine whether the individual is 
eligible for financial assistance under the 
hospital’s financial assistance policy.

Implications for Reimbursement 

There are a number of reimbursement 
changes that will affect hospitals. The 
new laws call for reductions in rates 
of increase that will affect market 
basket rates for hospital inpatient 
and outpatient reimbursement, 
skilled nursing facilities, long-term 
care hospitals (LTCHs), psychiatric 
hospitals, inpatient rehabilitation 
facilities (IRFs), home health agencies, 
and hospice care.

What are the changes to hospital inpatient 
market basket rates of increase? 

The new law reduces the market 
basket rates of increase to the Inpatient 
Prospective Payment System (IPPS) as 
follows: 

• FY 2010-2011: The market basket 
update is reduced by 0.25 percent 
effective April 1, 2010. 

• FY 2012-2013: The market basket 
update is reduced by 0.10 percent 

• FY 2014: The market basket update is 
reduced by 0.30 percent. 

• FY 2015-2016: market basket update 
reduced by 0.20 percent. 

• FY 2017-2019: The market basket 
update is reduced by 0.75 percent.

Effective for 2012 and each subsequent 
fiscal year, a productivity adjustment 
will be set that is equal to the 10-year 
moving average of changes in annual 
economy-wide private nonfarm business 
multi-factor productivity (as projected 
by the Secretary of HHS for the 10-year 
period ending with the applicable fiscal 
year, year, cost reporting period or other 
annual period). Updates, especially when 
coupled with a productivity adjustment 
that is applicable beginning in 2012, can 
result in payments being less than in prior 
year.

What are the changes to hospital outpatient 
market basket rates of increase?

These rates are the same as IPPS, 
except for CY 2010. In CY 2010, the 0.25 
percent is effective January 1, 2010. For 
rate year 2012 and each subsequent 
rate year, rates are adjusted by the 
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productivity adjustment described 
above.

What are the reimbursement changes affecting 
skilled nursing facilities? 

For fiscal year 2012 and each subsequent 
fiscal year, the Secretary shall reduce 
such market basket updates by the 
productivity adjustment (noted above for 
IPPS). 

What are the changes to inpatient 
rehabilitation facilities (IRFs) market basket 
rates of increase? 

The new law reduces the market basket 
rates of increases. The reductions 
are the same as for IPPS above. For 
rate year 2012 and each subsequent 
rate year, rates are adjusted by the 
productivity adjustment described 
above.

What are the changes to long-term care 
hospitals (LTCHs) market basket rates of 
increase? 

The new law reduces the market basket 
rates of increases. The reductions are the 
same as IPPS above. For rate year 2012 
and each subsequent rate year, rates are 
adjusted by the productivity adjustment 
described above.

What are the changes to psychiatric hospitals 
market basket rates of increases? 

The new law reduces the market basket 
rates of increases as follows: Updates can 
result in payments being less than in prior 
year.

• Rate year 2010: The market basket 
update is reduced by 0.25 percent.

• Rate year 2011: The market basket 
update is reduced by 0.50 percent.

• Rate years 2012-2013: The market 
basket update is reduced by 0.10 
percent.

• Rate year 2014: The market basket 
update is reduced by 0.30 percent.

• Rate years 2015-2016: The market 
basket update is reduced by 0.20 
percent.

• Rate years 2017-2019: The market 
basket update is reduced by 0.75 
percent.

For rate year 2012 and each subsequent 
rate year, rates are adjusted by the 
productivity adjustment described above.

What are the changes to home health agencies 
reimbursement? 

For 2015 and each subsequent year, home 
health agencies rates are adjusted by the 
productivity adjustment described above. 
For each of 2011, 2012 and 2013, these 
rates are adjusted by reducing the market 
basket rate of increase by 1.0 percentage 
point.

How will hospice care reimbursement be 
affected? 

Beginning fiscal year 2013 and each 
subsequent fiscal year, hospice care 
rates are adjusted by the productivity 
adjustment described above. For each of 
fiscal years 2013 through 2019, rates are 
adjusted by 0.3 percentage point.

There are many more reimbursement 
changes in the laws in addition to the 
ones noted here. When added together, 
these changes are projected to reduce 
provider payments including Medicare 
Advantage plans by approximately $500 
billion over the next 10 years.

The near-term reimbursement changes are 
likely to take effect. However, as Congress 
and others understand the financial 
impact of the many changes in these laws, 
it reasonable to expect modifications to 
take place, particularly to reimbursement 
rates. NP
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