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THE NEW REVENUE RECOGNITION STANDARD AS 
IT APPLIES TO HEALTH CARE ENTITIES

The new revenue recognition standard, 
Revenue from Contracts with Customers, 
issued by the Financial Accounting 
Standards Board (FASB) is likely to 
have a significant impact on how and 
when health care entities recognize 
revenue. The standard goes into effect 
for periods beginning Jan. 1, 2018 
for publicly traded entities and Jan. 1, 
2019 for non-public entities. The AICPA 
has established a Health Care Entities 
Revenue Recognition Task Force that 
is charged with identifying revenue 
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recognition implementation issues and 
to provide practical suggestions and 
illustrative examples on how to apply 
the new standard. So far, this task 
force has identified eight potential 
implementation issues (and expect 
many more). These issues have been 
submitted to the AICPA Financial 
Reporting Executive Committee for 
review, but so far there has been 
nothing published to assist health 
care providers in implementing the 
standard.

Health care organizations should begin 
thinking about and planning for these 
changes. Since there are so many 
variations depending on the type of 
health care organization you are, it is 
virtually impossible to cover all potential 
applications in this article. The following 
is a general overview of the standard and 
possible applications to the health care 
industry.

OVERVIEW
The standard replaces current guidance 
with a principle-based approach to 
recognizing revenue. The FASB has not 
changed its definition of what constitutes 
revenue. Revenue continues to be defined 
as inflows from delivering goods or 
providing services. 

The new standard identifies five steps to 
be followed in recognizing revenue:

1. Identify the contract with a customer.
2. Identify the separate performance 

obligation(s) in the contract.
3. Determine the transaction price.
4. Allocate the transaction price to the 

performance obligation(s).
5. Recognize the revenue when (or as) 

the entity satisfies the performance 
obligation.

Continued on Page 2...
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IDENTIFYING THE CONTRACT 
WITH A CUSTOMER
First, you have to identify whether or not 
a contract exists. In general, a contract 
must be enforceable, and probable that 
you will collect the consideration to 
which you are entitled. In the healthcare 
industry, there may be several parties to 
each transaction – the patient (generally 
the customer), the service provider, 
and, sometimes, a third party payer 
(insurer, managed care company, or 
government program, such as Medicare 
or Medicaid). So, in addition to having 
a contract with the patient, you may 
also have a contract with the payer. 
And the contract with the patient does 
not necessarily have to be in writing. It 
can be oral or evidenced by standard 
business practices. To be enforceable, 
however, there must be an expectation 
that all parties to the transaction have 
the intent and ability to uphold their 
respective obligations.

IDENTIFYING THE PERFORMANCE 
OBLIGATION
The performance obligation is generally 
defined as the promise in a contract to 
deliver or transfer a good or service. 
A contract may have one or more 
performance obligations. An example 
of a single performance obligation 
may be a routine doctor’s office visit. 

An example of multiple performance 
obligations may be when the health care 
entity receives a bundled payment for 
an episode of care that involves different 
services to be provided over an extended 
period of time. The health care provider 
needs to determine how many distinct 
goods or services have been promised, 
and then to recognize revenue when 
each performance obligation is satisfied.

In the case of contracts with third party 
payers, the type of arrangement will 
dictate how the revenue is recognized. 
In a fee for service arrangement, 
revenue will be earned as the services 
are provided. If the payment is made on 
a predetermined basis (per diem, per 
case, or per episode), revenue might be 
earned ratably over the time period of 
performance. In the case of a capitated 
payment, where the health care provider 
is paid to “be ready” to provide services, 
the revenue will likely be recorded based 
on the passage of time.

IDENTIFYING THE 
TRANSACTION PRICE
The transaction price is generally 
defined as the amount of consideration 
the health care provider expects to be 
entitled to in exchange for the services 
provided. Part of the determination of 
transaction price is the threshold of the 

probability of collection before you can 
recognize revenue from the contract. 
Probable is defined as the “likely to 
occur.” If you are unable to evaluate 
the patient’s ability to pay at the time of 
service, you may have to delay revenue 
recognition until the evaluation can be 
completed.

So what happens in a hospital 
emergency department? Under current 
revenue recognition criteria, the hospital 
generally treats first and seeks payment 
second. So the hospital must determine 
whether an uninsured patient’s 
nonpayment for emergency services 
constitutes a bad debt or charity care. 
If there is no expectation of collection 
(i.e. charity care), then the hospital 
does not record the revenue (nor does 
it record a bad debt). However, if there 
was an expectation of payment, then 
the revenue would be recorded, and the 
subsequent noncollection recognized as 
a bad debt.

Under the new guidance, the transaction 
price is the amount the provider expects 
to be entitled to. Transaction price may 
vary as a result of discounts, refunds, 
price concessions, etc. In the emergency 
department example, the transaction 
price may be determined based on 
each separate patient visit, or using 
a “portfolio” of similar “contracts.”  
The portfolio could be based on an 
average of amounts historically collected 
from that patient class, thus creating 
an implicit price concession for the 
uninsured patient population. The 
amount of revenue to be recognized 
may result in a more realistic amount 
being recorded (and, thus, lower 
amounts of bad debts). And the health 
care entity may separate multiple 
portfolios into different buckets – self-
pay patients who have insurance versus 
self-pay patients without insurance, to 
cite two.

ALLOCATION OF THE TRANSACTION 
PRICE TO THE PERFORMANCE 
OBLIGATION(S)
In order to allocate transaction price, 
you need to look at the various 
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performance obligations. As we noted 
above, some types of revenue need 
to be “unbundled,” with components 
recognized separately and at different 
times. Examples of this would include an 
entity that provides a surgical procedure 
followed by rehab for a fixed fee price, or 
a health care entity receiving a bundled 
payment for a lengthy episode of care 
that involves providing different services 
over an extended time period. In these 
cases, there are several promises in each 
contract. Allocation of the transaction 
price is typically based on the standalone 
selling prices of each performance 
obligation. However, in the bundled 
payment scenario, it may be difficult to 
determine the individual prices for each 
service. 

Another sector of the health care 
community where it will be difficult 
to allocate transaction price is in a 
Continuing Care Retirement Community 
(CCRC). CCRCs are senior living 
communities that provide residential 
services in various settings depending on 
a resident’s needs (independent living, 
assisted living, skilled nursing care, 
etc.). Resident agreements (contracts) 
may span several years and promise 
various care and use of the facilities 
(performance obligations). 

The new revenue recognition standard 
is expected to have a very significant 
impact on the CCRC industry for 
several reasons. Under current practice, 
nonrefundable and partially refundable 
fees and monthly service fees are 
looked at separately. Nonrefundable/
partially refundable fees are amortized 
into income over the estimated 
residency period. Monthly service 
fees are recognized in income as they 
become due. Under this new standard, 
nonrefundable/partially refundable fees 
may have to be aggregated with monthly 
fees in order to estimate the transaction 
price, and recognized over the pattern of 
transfer of benefits. 

In addition, there may be several 
implicit performance obligations, such 
as housing, meals, social activities, 

housekeeping, assistance with daily living 
activities, etc. And if the purpose of the 
entrance fee is to provide interest free 
financing to the CCRC, then the time 
value of money concept will have 
to be applied, and the financing 
aspect will be considered a separate 
performance obligation. In this case, 
the transaction price would be grossed 
up for the imputed interest, and the 
imputed interest expensed over the life 
of the contract.

RECOGNITION OF REVENUE WHEN 
THE PERFORMANCE OBLIGATIONS 
ARE SATISFIED
As noted previously, the revenue 
recognition depends on the type of 
performance obligation(s) implicit in the 
contract (single or multiple obligations, 
expectation of collection, etc.) and 
the pattern of transfer of benefits. 
Revenue might be recognized when 
a patient receives a specific service, 
whereas revenue would be recognized 
as a patient is undergoing a course of 
treatment that is part of a bundled 
care payment.

PAYMENTS FROM GOVERNMENT 
PROGRAMS
Federal and state governments act as 
third party payers for programs such 
as Medicare and Medicaid. Payments 
may be subject to audit and retroactive 
adjustments for several years beyond 
the year of the performance obligation. 
Thus, the amount ultimately earned may 
not be known for several years. Because 
of this uncertainty, these amounts can 
be considered “variable consideration.”  
Under this new revenue standard, 
the amount of variable consideration 
recognized is limited to the amount 
deemed probable.

Under current practice, management 
makes its best estimate of what these 
third party adjustments might be. Under 
the new standard, management needs to 
comply with the probability or expected 
value guideline. Therefore, no significant 
reversal of the amount of cumulative 
revenue would be expected after all 
the uncertainties have been resolved. 

The amount of the estimated third 
party settlements may not change, but 
the process to determine the amounts 
arrived at will.

NEXT STEPS
Stay tuned. Things are changing and 
the guidance above is subject to further 
interpretation. As noted above, the task 
force has yet to issue any guidelines 
or illustrative examples to assist in 
implementing this new standard. In 
the meantime, your UHY Health Care 
Professional can assist you in performing 
a preliminary assessment of how your 
organization may be affected as you 
implement the new standard, and 
what processes and systems need to 
be in place to collect the necessary 
information. 

By Richard Lipman, CPA
National Health Care Practice Leader

Your UHY Health 
Care Professional 
can assist you 
in performing a 
preliminary assessment 
of how your 
organization may 
be affected.
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UNDERSTANDING THE TRANSFORMATION OF MEDICARE 
PHYSICIAN PAYMENTS

The manner in which Medicare makes 
payments to physicians is undergoing 
a major overhaul. This is because – in 
2015 – Congress passed and the president 
signed the Medicare Access and CHIP 
Reauthorization Act of 2015 (MACRA).

The MACRA repealed the Medicare 
Sustainable Growth Rate (SGR) formula and 
replaced it with the Alternative Payment 
Model (APM) and the Merit-Based Incentive 
Payment System (MIPS). This will have a 
direct impact on how much physicians 
receive from Medicare payments. 

WHAT ARE ALTERNATIVE PAYMENT 
MODELS (APMS)?
APMs provide new ways to pay healthcare 
providers for the care they give Medicare 
beneficiaries.

To qualify for an APM, a physician must:
• Utilize quality measures comparable to 

those under the MIPS;
• Employ certified electronic health record 

technology;
• Bear financial risk or serve as a medical 

home under the Center for Medicare & 
Medicaid Innovation; and

• Have a growing percentage of payments 
linked to value through Medicare or all-
payer APMs.

An APM may include any of the following:
• Innovative payment model expanded 

under the Center for Medicare & 
Medicaid Innovation;

• Medicare Shared Savings Program 
accountable care organization; and

• Medicare Health Care Quality 
Demonstration Program or Medicare 
Acute Care Episode Demonstration 
Program, or any other demonstration 
program that federal law requires.

Under an APM, a physician will receive a five 
percent bonus on their Medicare payments 
from 2019 through 2024. Beginning in 
2026, physicians will qualify for a .75 
percent increase in payments each year. 

Continued on Page 5...
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WHAT IS MERIT-BASED INCENTIVE 
PAYMENT SYSTEM (MIPS)?
The MIPS is a new program that 
combines parts of the Physician Quality 
Reporting System (PQRS), the Value 
Modifier (VM or Value-based Payment 
Modifier), and the Medicare Electronic 
Health Record (EHR) incentive program 
into one single program.

The MIPS evaluates a physician and 
produces a merit score based on:
• Physician quality;
• Resource use;
• Use of electronic health record 

technology;
• Clinical practice improvement 

activities

Beginning in 2019, physicians who 
obtain a mean composite score will 
receive no payment adjustment. 
However, those who score above the 
mean will receive a positive payment 
adjustment and those who score 
below the mean will receive a negative 
payment adjustment. Beginning in 2026, 
all physicians participating in the MIPS 
will be eligible to receive up to a 0.25 
percent boost each year.

WHAT TO EXPECT MOVING 
FORWARD
The timeline for the MACRA’s 
implementation is as follows:
• 2015-2019 – Medicare physician 

payments increase by 0.5 percent 
annually;

• 2019 – Physicians enter APM or MIPS 
track, depending on their eligibility; 
and

• 2020-2025 – Medicare fee-for-service 
payments to physicians will remain at 
2019 levels with no updates.

To make the most of the changing 
Medicare payment system, contact your 
healthcare professional at UHY. Our 
experienced healthcare team has the 
insight to maximize the profitability of 
your medical practice during the entire 
MACRA implementation process. 

By Daniel Willingham 
Senior Tax Specialist
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Today’s growing and advanced health 
care industry is a fast-paced environment 
where regulatory issues, competition, and 
rapidly changing consumer expectations 
converge. Managing risks and realizing 
opportunities becomes a more important 
focus as health care organizations decide 
how they will adapt and evolve their 
business models for long-term survival.
 
Ensuring today’s actions will lead to 
achieving long-term goals can be a major 
challenge for anyone. Many health care 
organizations are unable to address the 
issues at hand and consider the “big 
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picture” because they are overwhelmed 
with urgent matters and patient care. 
UHY LLP’s National Health Care Practice 
brings an understanding of the industry 
together with innovative solutions that 
have a positive impact on bottom line. We 
understand the challenges facing health 
care providers and facilities.
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