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REVENUE RECOGNITION; CONSIDERATIONS 
FOR HEALTH CARE PROVIDERS

Accounting Standards Update 
2014-09, “Revenue from Contracts 
(Topic 606)” was issued in 2014 
and eliminates industry-specific 
revenue recognition guidelines and 
replaces it with a single, principles-
based standard that applies to most 
industries, with exceptions. Although 
these changes went into effect in 
2018 (for early adopters and public 
filers), many health care providers 
are only now understanding how to 
implement these new standards for 
their year-end financial statements. 
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With these new standards, health 
care providers may need to make 
changes to accounting systems, 
develop documentation, review 
contracts and add new disclosures to 
financial statements. Topic 606 creates 
additional considerations for health 
care providers to take into account 
when evaluating revenue.

Contract existence
The new standard includes criteria 
to determine whether a contract 
is within the scope of Topic 606. 

In the health care industry, the most 
relevant considerations will surround 
the requirement that the parties 
have approved the contract and are 
committed to perform their respective 
obligations as well as the requirement 
that the entity will collect all of the 
consideration to which it is entitled. In 
health care, the patient’s agreement 
to the contract may not always be 
apparent (i.e. in the case of emergency 
care; when the patient is unconscious; 
or suffers from mental health issues). 

The portfolio approach
Topic 606 allows health care providers 
to apply the “portfolio approach” to 
account for patient contracts as specific 
groupings, rather than individually 
if the financial statement effects are 
not expected to materially differ from 
the individual contract approach. 
With as many patients as health care 
providers serve in any given accounting 
period, most providers are expected 
to utilize this “shortcut”. Factors to 
consider include the type of service 
provided, payor types, and geographic 
area(s) which services are performed. 
Additional considerations should include 
historical cash collections and changes 
to established reimbursement rates 
when developing estimates of price 
concessions and collectability. It is at the 
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provider’s discretion to determine if they 
will apply a portfolio at a system-wide 
basis or use a separate approach for 
each facility, state, division, etc. within 
their network.

When applying the portfolio approach, 
management will need to use 
judgement when determining proper 
“portfolios”. Patient characteristics may 
be used to establish portfolios such as: 
“patients with Medicare”, “patients 
with commercial insurance”, “uninsured 
patients”, etc. Of course there may be 
other portfolios such as service type 
(inpatient, outpatient, home health 
care, etc.). Providers should not use 
an aging of service date to recognize 
explicit and implicit price concessions 
as these should be recognized when 
revenues are recorded. That being said, 
providers will likely continue to monitor 
aging information within individual 
portfolios to evaluate the adequacy of 
the estimate of the transaction price of 
a portfolio.

Determining the payor for a service 
may not happen until several weeks 
after services have been rendered. For 
example, some patients may be initially 
classified as “Medicaid pending” 
then be reclassified as Medicaid, 
charity care or self-pay once eligibility 
is determined. Past experience may 
be used for the Medicaid-pending 
population to estimate the outcome 
and related revenue recognition. 
If a health care entity has no past 

experience to estimate the outcome for 
a pending Medicaid account prior to 
receiving the eligibility determination, 
it may determine that a contract does 
not exist because it doesn’t meet the 
requirements of FASB ASC 606-10-25-1. 

Implicit price concessions
Like most of the other variable pricing 
arrangements in provider contracts with 
payors, amounts expected to be paid 
by patients are subject to fluctuation 
which may be based on amount of 
billed charges relative to a patient’s 
financial status and other factors. It 
must be determined if there has been 
an implicit price concession provided 
to a patient with a self-pay balance. 
Criteria for the existence of an implicit 
price concession is whether (1) the 
patient expects that the entity will 
accept less than the stated price, or (2) 
facts and circumstances would point to 
the entity offering a price concession 
to the customer. Providers should 
consider whether a credit evaluation 
is performed prior to providing service 
and whether the entity will continue 
to provide services to patients in 
certain classifications even when past 
experience shows that 
there is not a high probability of 
collecting the entire billed amount.

Example of implicit price 
concessions 
A hospital treats an uninsured patient 
and is not in a position to, and does 
not, assess the patient’s ability to pay 

at the time of service. The hospital bills 
the patient $10,000. Although the 
hospital expects to pursue collection of 
that amount, its experience with similar 
patients indicates that it will only collect 
$1,000. 

The hospital estimates that the 
transaction price is $1,000 when 
considering the guidance on variable 
consideration and the constraint. The 
$9,000 that it does not expect to 
receive is an implicit price concession as 
opposed to a bad debt; this is because 
the hospital was willing to provide 
services without performing a credit 
assessment before providing the service. 
Patient service revenue of $1,000 is 
recognized. 

Subsequently, the hospital collects 
only $950 of the $1,000 it expected 
to collect. The difference of $50 is 
accounted for as an increase in the 
implicit price concession (reduction 
of patient service revenue), if there 
has been no patient-specific event 
indicating the patient no longer has the 
ability and intent to pay. 

Alternatively, if there was a patient-
specific event that is known to the 
hospital suggesting that the patient 
no longer has the ability and intent to 
pay the amount due (e.g. the patient 
had a job at the time of service but 
subsequently lost it), the amount not 
collected ($50) would be recognized as 
bad debt expense.

 No patient specific event occurring  Patient specific event occurring
 indicating the patient can no longer pay indicating the patient can no longer pay

Standard billing for service provided $10,000 $10,000

Expected collection based on similar 
patients treated $1,000 $1,000

Implicit price concession $9,000 $9,000

Patient service revenue recognized $1,000 $1,000

Actual collection $950 $950

Increase in implicit price concession
and reduction of patient service revenue $50 —

Amount written off to bad debt — $50

Total Patient service revenue $950 $1,000
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It is expected that many health care 
organizations will see a significant decrease 
in revenue (before the allowance for 
bad debts) and the provision for bad 
debts for services provided to uninsured 
and insured patients with co-payments 
and deductibles, compared to historical 
treatment, as amounts not expected to be 
collected based on historical experience 
will often be treated as an implicit price 
concession. Alternatively, when a health 
care organization determines that it is 
probable that it will collect substantially all 
of the amount that it bills a patient (and no 
implicit price concession is recognized), 
bad debt expense may be recorded. 

Timing for recognition of 
price concessions
This concept looks to the ultimate 
collection expectation for an individual 
contract or established portfolio of 
contracts. It is important for health care 
providers to ensure that the practices 
utilized to establish allowances for 
implicit price concessions are designed 
to appropriately record implicit price 
concessions as revenue is recognized. 
Detailed collection and analysis of data 
may indicate a pattern in collection 
experience. 

Collections may be minimal within the 
first 30 days as bills are prepared and 
submitted, followed by a period of 
stronger collections as payors process 
claims and explanation of benefits 
documents are distributed as well as bills. 
Collections will taper off as the remaining 
amounts pursued generally will be due 
from secondary payors, in ongoing 
litigation or negotiation, or patients with 
varying levels of financial accountability. 
Swings in collection should be considered 
as price concessions and recorded in 
connection with revenue so that only the 
ultimate amount expected to be collected 
is recognized. Providers will likely not want 
to give up their practices of analyzing 
receivables as they age, but cumulative 
allowances should be adequate so that 
receivables are recorded to only the extent 
that collection is ultimately expected at 
any point in the revenue cycle. The timing 
of implicit price concession may create an 
adoption impact for some providers.

Continued on Page 4...

Variable consideration
Variable consideration should be 
recognized as part of transaction price 
only to the extent that it is probable 
that a significant reversal will not 
occur. Under the standard, contractual 
adjustments (i.e. the difference 
between what was billed and what 
was approved), and other revenue 
adjustments (e.g. discounts) result 
in variable consideration. A health 
care organization should consider 
using either the “most likely amount” 
method or “expected value” method. 
Management should determine which 
method will be a better predictor of 
the amount of consideration the entity 
will be entitled. 

Most likely amount method
Single most likely amount in a range 
of possible consideration amounts. 
Appropriate if a contract has only two 
possible outcomes, however it may 
also be used in situations that present 
more than two possible outcomes.

Example of estimating variable 
consideration using the most likely 
amount method
An intensive care rehabilitation facility 
determines that using the most likely 
amount method would best predict 
the amount of consideration to which 
it will be entitled because it has a 
large number of contracts that have 
similar characteristics and manner of 
achieving a result.

For example, the organization 
discovered that in over 95% of its 
patients, legal professionals are 
utilized to pursue past due balances 
for services rendered. historical results 
also indicate that each patient’s legal 
outcome yielded different results. In 
this scenario, the organization used 
the industry and legal expertise of its 
legal counsel to determine what the 
most likely amount should be for each 
patient (and therefore the variable 
consideration and patient revenue 
to record).

Expected value method
A probability-weighted approach 
which lends itself to situations that 
may have multiple outcomes. There 
may be four possible outcomes, using 
this method each possible outcome 
is assigned a probability in order to 
determine the amount to be recorded.

Example of estimating variable 
consideration using the expected 
value method
A health care organization determines 
that using the expected value method 
would better predict the amount 
of consideration to which it will be 
entitled than using the most likely 
amount method because it has a large 
number of contracts that have similar 
characteristics, but historically have 
had differing reimbursement rates. 
See illustration below:

 Revenue billed Estimated collectable  Total patient
  amount from historical  service revenue
  data and reimbursement rates   

Payor Group A $1,000  75% $750 

Payor Group B $500  50% $250 

Payor Group C $300  25% $75  

 $1,800   $1,075 
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Under the expected value method, 
the health care organization estimates 
variable consideration of $1,075 
((1,000 x 75%) + (500 x 50%) + (300 
x 25%)) (See table on page 3). The 
organization must then consider the 
effect of applying the constraint on 
variable consideration. Constraints 
could include, but are not limited to, 
new service lines, expansion of nexus, 
change in payor mix and large growth 
in companywide activity. To do this, 
the organization considered the factors 
that could increase the likelihood of 
a revenue reversal in ASC 606-10-32-
12 and concluded that it has relevant 
historical experience with similar types 
of contracts and that the amount of 
consideration is not highly susceptible 
to factors outside of its influence.

After variable consideration is 
implemented, health care providers 
may see a difference in the amount 
recorded. Even if there are no 
differences in the amounts, entities 
should plan to document their 
analysis of the variable consideration 
constraint implications, and the 
underlying documentation supporting 
these estimates should be prepared 
using the method described in the 

standard, which is the better predictor 
of expected compensation. Variable 
consideration will also apply to many 
risk-sharing arrangements. In addition 
to considering the probability of a 
revenue reversal, providers will need 
to identify performance obligations 
within contracts, including any 
implied promises to patients. Distinct 
performance obligations entail the 
transfer of a good or service to a 
patient or another customer. Certain 
activities, like care coordination may 
be considered administrative and 
would not constitute a distinct 
performance obligation.

Financial statement display 
of revenues
Once a provider has completed an 
analysis to address the aforementioned 
criteria for Topic 606, they will be 
well positioned to consider financial 
statement display of revenues. All price 
concessions are expected to be netted 
within the patient service revenue line 
on financial statements. If a health 
care entity evaluates the credit risk of 
a customer, the entity may determine 
that it has not provided an implicit 
price concession but that it has chosen 
to accept the risk of default by the 

patient. Further defaults would be 
considered impairment losses and 
reported as bad debts within expenses 
on the financial statement. 

For most providers, the new standard 
implies that most (or all) bad debt 
expenses shall be included on the 
net revenue line on the face of the 
financial statement. Details regarding 
price concessions may be disclosed in 
the provider’s notes to the financial 
statements. Disaggregation of revenue 
may be disclosed separately on the 
face of, or in the notes to the financial 
statement; however there is no 
requirement to display this revenue 
separately from net patient service 
revenue if service lines have similar 
characteristics. 

While this is a brief overview of the 
new revenue recognition standard, 
there are many other considerations 
and specific situations that will 
impact implementation within your 
organization. Contact your UHY LLP 
Health Care professional for more 
information. 

By David Thrush, Manager 
(Sterling Heights, MI) 

Continued from Page 3...
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The IRS issued Notice 2019-45, which 
adds 14 new preventive care items to 
the list of benefits that may be 
reimbursed by high deductible health 
plans without meeting any deductible 
amount. Specifically, Notice 2019-45 
identifies items that may be considered 
preventive care for those with chronic 
illnesses.

Generally, under Sec. 223(c)(2)(A), a high 
deductible health plan may not provide 
benefits for any year until the minimum 

deductible for that year is satisfied. The 
one exception is preventive care services. 
To qualify as a preventive care benefit, 
the benefit must either be described as 
preventive care under Section 1861 of 
the Social Security Act or be determined 
to be preventive care in guidance issued 
by the IRS.  

Notice 2019-45 is effective July 17, 2019.  
The following services were added to the 
definition of preventive care – 

GUIDANCE EXPANDS DEFINITION OF PREVENTIVE CARE

By Jenna Lamb, Principal 
(Sterling Heights, MI)

Preventive care for specified conditions: For individuals diagnosed with:

Angiotensin Converting Enzyme (ACE) inhibitors Congestive heart failure, diabetes, and/or coronary artery disease

Anti-resorptive therapy Osteoporosis and/or osteopenia

Beta-blockers Congestive heart failure and/or coronary artery disease

Blood pressure monitor Hypertension

Inhaled corticosteroids Asthma

Insulin and other glucose lowering agents Diabetes

Retinopathy screening Diabetes

Peak flow meter Asthma

Glucometer Diabetes

Hemoglobin A1c testing Diabetes

International Normalized Ratio (INR) testing Liver disease and/or bleeding disorders

Low-density Lipoprotein (LDL) testing Heart disease

Selective Serotonin Reuptake Inhibitors (SSRIs) Depression

Statins Heart disease and/or diabetes
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In an age of digital communications, 
cloud storage and automated processes, 
health care looks to be the next industry 
to experience “disruption” as health IT 
and telemedicine will revolutionize the 
way providers render services and keep 
records, and the way patients receive 
consultation and treatment. Health 
care providers will need to familiarize 
themselves with these two terms as 
they will become more and more 
prevalent as more development 
is made.

What is health IT?
Health information technology or 
“health IT” is the area of information 
technology that involves design, 
development, creation, use and 
maintenance of information systems 

to improve the health care industry. 
This concept is becoming an important 
discussion as providers look to 
improve medical care and public 
health, lower patient/provider cost, 
improve operational efficiency, and 
ultimately provide patients with a 
better experience while optimizing the 
reimbursement for ambulatory and 
inpatient health care providers. 

The central component of health IT 
is the electronic health record (EHR) 
system. Other components of the 
infrastructure are personal health 
records (PHR), the health information 
exchange and patient portals. Picture 
archiving and communications systems 
(PACS) and vendor-neutral archives 
(VNAs) are two health IT instruments 

that medical professionals use to 
store and manage medical images. 
These instruments are helping 
integrate radiology into the main 
hospital workflow and other specialty 
departments (cardiology, neurology, 
etc.) have become producers of clinical 
images. VNAs have been implemented 
as a way to merge the imaging data 
from separate departments across 
a multi-facility health care network. 
Patient portals, while not a new 
concept, are being improved and 
redesigned to enable patients to see lab 
results, schedule appointments, pay bills 
and communicate with their physicians. 

While some argue that the 
implementation of EHRs has led to less 
face to face interaction with patients 

HEALTH IT AND TELEMEDICINE: THE FUTURE OF HEALTH CARE?
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and more time entering data, there are 
notable benefits of embracing health IT 
including:

• Use of data analytics to manage 
population health management 
programs and reduce the occurrence of 
expensive chronic health conditions

• Shared information between academic 
researchers to develop new therapies 
and drugs

• The rights of patients to obtain and use 
their own health data to collaborate 
with service providers in their own care

More on telemedicine
Telemedicine and telehealth are often 
used interchangeably, however they are 
two different things. Telehealth includes 
both remote clinical service delivery and 
nonclinical elements of the health care 
system (continuing education, provider 
training and administrative meetings). 
Telemedicine refers specifically to the 
exchange of medical information to 
improve a patient’s health. It pertains to 
the use of electronic communications 
to provide clinical services to a patient 
without requiring them to come into a 
doctor’s office or hospital.

As telemedicine progresses experts are 
exploring scenarios including, telemedicine 
chat bots being the initial point of contact 
that discusses symptoms during a video 
call on a smartphone, and based on 
the bot’s interpretation could provide 
recommendations or patch the patient 
through to an actual physician. Beyond 
that, smart speakers and smart home units 
could also become part of the equation 
with a patient simply saying to the speaker 
“I need to talk to a doctor about my sinus 
pressure”, the speaker would then search 
for telemedicine services. 

Telemedicine could also change the way 
provider facilities are set up, with rooms 
being designated for telemedicine services 
with high-res cameras, lights, speakers and 
monitors to offer premium care remotely. 
This new technology offers benefits 
for both parties (patient and provider). 
Patients do not have to travel or take 
time off work to get to an appointment, 
and patients from all over including rural 
areas and underserved communities will 

have increased access to care that they 
might not otherwise have. On the provider 
side, telemedicine can cut down on 
cancellations and no-shows. Providers can 
send patients reminders more easily, and 
can encourage healthy lifestyle changes 
for their patients, ultimately cutting costs 
for both parties. 
 
Sources:
https://searchhealthit.techtarget.com/definition/Health-IT-
information-technology
https://searchhealthit.techtarget.com/definition/telemedicine
https://www.medicaid.gov/medicaid/benefits/telemed/index.html
https://www.healthleadersmedia.com/innovation/4-ways-
telemedicine-changing-health care

The central 
component of 
health IT is the 
electronic health 
record (EHR) 
system.
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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 

PROVIDING VALUE TO THE HEALTH CARE INDUSTRY

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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