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Healthcare costs represent a large portion of the U.S. economic pie.  Each year 
healthcare spending continues to increase beyond any other goods and services – the 
slice of the pie continues to grow larger.  Additionally, cost increases have 
negatively impacted households, businesses, and federal, state, and local 
government budgets.  Often times, as a result of the high cost, individuals put off 
receiving care that they need.  For taxpayers, government programs such as 
Medicare and Medicaid comprise a large portion of the federal and state budgets 
and because of increasing costs, could require government officials to seek 
additional revenue or reductions in benefits, eligibility, or payment rates to balance 
their budgets.  The Affordable Care Act, is one approach to address the rising 
healthcare costs. 
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Different healthcare coverage options exist.  Medicare, Medicaid, and Veterans 
benefits are all government sponsored programs that exist for the elderly, disabled, 
low-income, or veteran population.  Employer or private insurance is another option 
that can be supplied by an employer or purchased by an individual.  Self-pay refers 
to patients who do not have any form of insurance and assume the entire healthcare 
cost liability.
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Medicare, the largest insurance product in the world, was signed into law by 
President Johnson in July 1965.  It is funded by payroll taxes deducted from 
employees’ paychecks.  Originally, Medicare was intended for only those persons 
greater than 65 years of age.  As time went on, Medicare coverage extended to those 
younger people with disabilities, and for people with end-stage kidney disease.  
Since Medicare does not cover 100% of the costs, many purchase private insurance 
to cover the gap.  
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There are four parts to Medicare.  Medicare Part A is primarily used to cover 
hospital care.  Whereas, Part B covers doctor visits and other medical services, 
including screenings for heart disease, diabetes, and some types of cancer.  Part C, 
usually referred to as Medicare Advantage plans, are plans offered by Medicare-
approved private insurance companies.  It provides the same coverage as Medicare 
Part A and B, as well as, in most instances, prescription drug coverage.  Part D, 
provides some coverage for prescription drugs for those who have Parts A & B.  
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Prior to the ACA, most employers provided employer sponsored or private 
insurance to their employees.  Meaning that the employer selected an insurance 
company to cover the healthcare costs of their employees.  The employer would 
identify a given plan or provide more than one plan option (with varying benefit 
options and associated employee costs) employees could choose from.  The 
employer and the employee shared the cost of the insurance.  With the advent of the 
ACA, some employers are choosing not to offer private/employer sponsored health 
plans and as a result, employees are required to sign up with a plan offered through 
the ACA.  
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There are two types of employer sponsored or private health plans – managed care 
plans or indemnity plans.  Managed care plans are the majority of plans offered.  
Managed care plans limit (to varying degrees) the providers a patient see to those 
who are in-network or approved by the health plan.  The patient bears a higher out-
of-pocket expense if they choose to see a provider out-of-network.  Indemnity plans 
are very rare and offer greater flexibility in what providers the patient can see, but 
usually cost the patient more.  
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Self-pay refers to patients without health insurance.  The ACA is one approach 
being utilized by the government to provide affordable coverage – limiting the 
number of patients without health insurance as a result of lack of sufficient funds to 
purchase health insurance.  Despite not having insurance coverage, patients, by law, 
are entitled to be treated for emergent conditions.  With that being said, patients are 
still responsible for the expenses related to the care provided.  Hospitals have 
developed policies and procedures to assist patients in meeting their financial 
obligations.  Hospitals deemed to be not-for-profit are required to provide a level of 
appropriate charity care in order to maintain their not-for-profit status.  A not-for-
profit hospital is not required to pay property or sales taxes – a valuable benefit that 
most do not want to lose.  
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Healthcare is different from most other businesses.  The process by which hospital 
get paid is very complex.  There are multiple sources of payment – Medicare, 
Medicaid, private, employer sponsored, and self pay.  Most payers do not reimburse 
hospitals for the cost of delivering the care.  Medicare and Medicaid pay what they 
have decided is a reasonable amount – not what it actually costs to provide the care.  
Since Medicare and Medicaid comprise the largest portion of revenue source for 
most hospitals, financial viability can be a challenge. 

39



Different healthcare coverage options exist.  Medicare, Medicaid, and Veterans 
benefits are all government sponsored programs that exist for the elderly, disabled, 
low-income, or veteran population.  Employer or private insurance is another option 
that can be supplied by an employer or purchased by an individual.  Self-pay refers 
to patients who do not have any form of insurance and assume the entire healthcare 
cost liability.

40



41



Employer groups or privately insured individuals will attempt to negotiate 
discounted payment rates in order to save them money.  In turn, the employer may 
put additional cost on to the employee to cover the costs of the insurance.  This 
could be in the form of a higher out-of-pocket expense.  For example, the employer 
sponsored health insurance may pay 80% and the employee would be responsible 
for 20% of the bill.  Although private insurance rates generally do not cover the 
costs of the care, they are higher than what Medicare and Medicaid pays.  
Uncompensated care includes the shortfall or underpayments from what the hospital 
receives from Medicare, Medicaid, or other payers and the actual cost of providing 
the care.  It also includes the debt that is not recovered when patients do not pay 
their portion of the bill.  And lastly, uncompensated care also includes the charity 
care provided to patients who cannot pay or discounted rates that do not cover the 
costs of care.
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Since Medicare and Medicaid, in most instances, do not cover the costs of hospital 
care, hospitals negotiate payment rates with insurance companies to compensate for 
the lost revenue associated with underpayments or no payment.  This is necessary to 
balance hospital budgets and to remain open and available to the communities they 
serve.
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With the enactment of the Affordable Care Act, payment to hospitals for care of the 
Medicare and Medicaid population has shifted to a performance-based model where 
quality and service are rewarded.  As a result of the ACA a portion of the hospital’s 
Medicare reimbursement is withheld.  Hospitals have the opportunity to earn back 
the withheld reimbursement based on their performance with clinical, quality, 
financial, and patient satisfaction measures.  If the hospital performs better than 
other hospitals, they can earn back a portion or all of the withheld reimbursement.  
If they score lower than other hospitals, they are at risk of losing the withheld 
reimbursement.  
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The nursing unit budget is comprised of two major sections – Revenue or income 
generation and expenses.  Furthermore, the expense section is generally divided into 
salary expenses and non-salary expenses.  Nurses can play a role in contributing to 
revenue enhancement as well as expense reduction.
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With passage of the ACA, nurses can contribute to revenue generation by 
minimizing revenue losses related to poor quality outcomes.  Since hospitals are not 
paid if a patient suffers an adverse outcome (never events), nurses can minimize 
losses by utilizing infection control practices, answering lights in a timely fashion.  
Furthermore, nurses need to feel comfortable asking for help when they feel 
overwhelmed in order to minimize their overtime use and provide patient care in a 
timely manner.  Patient satisfaction is a component of the performance-based 
reimbursement model and therefore, treating a patient as if they were a family 
member will aid in receiving a positive patient satisfaction survey.  There are many 
ways in which a nurse can contribute the the financial success of the organization, 
these are just a few.  

47



48



1.F

2.T

3 T

49



50



51


