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The Bottom Line

+ The objective of EITF Issue 09-H' (ASU 2011-072) is to foster greater transparency
in the financial statements by requiring health care entities within the standard'’s
scope to change their presentation of, and provide additional disclosures about,
net patient revenue and the related bad-debt expense or allowance for doubtful
accounts.

« For example, Issue 09-H requires that certain health care entities present bad
debts associated with patient revenue in a separate line item as a deduction
from patient service revenue (net of contractual allowances and discounts) on
the face of the statement of operations. Entities will also now be required to
provide expanded disclosures that include both qualitative and quantitative
information about doubtful accounts related to patient accounts receivable.

« The updated standard applies only to health care entities that do not assess
a patient’s ability to pay at the time services are rendered even though they
recognize significant amounts of patient service revenue. All other entities will
continue to present bad-debt expense as an operating expense.

- For public entities, the amendments are effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2011. For
nonpublic entities, the amendments are effective for the first annual period
ending after December 15, 2012, and interim and annual periods thereafter.
Early adoption is permitted.

T EITF Issue No. 09-H, “Health Care Entities: Presentation and Disclosure of Patient Service Revenue, Provision for Bad Debts,
and the Allowance for Doubtful Accounts for Certain Health Care Entities.”

2 FASB Accounting Standards Update No. 2011-07, Presentation and Disclosure of Patient Service Revenue, Provision for Bad
Debts, and the Allowance for Doubtful Accounts for Certain Health Care Entities.
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Beyond the Bottom Line

On July 25, 2011, the FASB issued ASU 2011-07,which is based on the EITF's consensus
on Issue 09-H. The ASU ultimately changes the presentation and disclosure requirements
for certain health care entities.

Background on EITF Issue 09-H

In early 2010, the EITF began to discuss whether collectibility must be reasonably assured
before certain health care entities can recognize revenue. The health care entities in
question were those that were required by law to provide patient services, regardless

of their ability to collect (e.g., emergency care providers). In late 2010, after engaging

in numerous discussions, examining the feedback received in comment letters, and
observing the FASB’s and IASB’s ongoing joint project on revenue recognition, the Task
Force decided that current revenue recognition policies would remain the same for such
health care entities but that presentation and disclosure requirements would change.

At the time of the discussions, health care entities that did not assess a patient’s

ability to pay before recognizing revenue were recording patient service revenue and
simultaneously booking a relatively high bad-debt provision. The bad-debt provision was
classified as an operating expense in the statement of operations. In addition, such health
care entities were not required to disclose sufficient information, such as major payer
sources of revenue or details regarding the allowance for doubtful accounts, in their
financial statements.

Final Decisions

Presentation in the Statement of Operations

After further deliberating the comment letters, as well as feedback received as a result

of the FASB staff’s outreach, the Task Force reached a consensus on Issue 09-H. Health
care entities that are within the scope of the amendments, as described below, will be
required to reclassify, in the statement of operations, the provision for bad debts related
to recording revenue in connection with all patient services. This reclassification should
be from an operating expense to a separate line as a deduction from patient service
revenue (net of contractual allowances and discounts) in the statement of operations.
The Task Force believes that these changes will improve current requirements and result in
presentation of an amount of net patient revenue that more accurately reflects what the
health care entity expects to collect.

The only bad-debt expenses deducted from net patient revenue are those incurred
as a result of providing patient services. All other bad debts incurred by health care
entities should still be presented in the statement of operations as an operating
expense.

Expanded Disclosure Requirements

In addition to the presentation changes mentioned above, health care entities within the
scope of these amendments will be required to provide enhanced disclosures about their
revenue recognition policies and bad-debt assessment processes. Such health care entities
will also have to identify the major payer sources of revenue, in a manner consistent with
how they manage their business and credit risks. These enhanced disclosures, which
should be both qualitative and quantitative, should include (by major payer source of
patient service revenue):

+ The policy for assessing collectibility with respect to the timing and amount of
revenue (net of contractual allowances) and bad-debt expense recognized.

+ Revenue (net of contractual allowances and discounts) before any provision for
bad debt.

+ Quantitative and qualitative information about significant changes in the
allowance for doubtful accounts related to patient accounts receivable.
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The Task Force believes that these additional disclosure requirements will improve
current GAAP because they will give financial statement users greater insight into the
health care entity’s net patient service revenue and the related allowance for doubtful
accounts. For this reason, the EITF concluded that the presentation and disclosure
requirements for public and private entities would be consistent.

Scope of the ASU

The groups of health care entities affected by this ASU are limited to those that
“recognize significant amounts of patient service revenue at the time the services are
rendered even though [the entities] do not assess the patient’s ability to pay.” Health care
entities that are within the ASU's scope must record all bad debts related to providing
patient services as a reduction of net patient service revenue, even if such entities have
assessed their ability to collect.

This amendment applies to all bad debts related to patient service revenues. For
example, if a hospital has an emergency room that, by law, is not allowed to assess
a patient’s ability to pay before providing service and to record revenue at the time
service is rendered, all bad debts related to providing patient services at the hospital
would be recorded as deductions from net patient service revenue. Such deductions
would include bad debts related to coinsurance, deductibles, outpatient services,
and elective procedures (i.e., not solely the bad debts associated with the emergency
room activity).

Health care entities that (1) assess their ability to collect revenues before recognizing
revenues or (2) do not recognize significant amounts of patient services revenue at the
time services are rendered without considering the patient’s ability to pay are outside the
scope of the ASU and will continue to present their bad debts as an operating expense.

Examples of health care entities that would be outside the scope of the ASU include
surgery centers or home health care providers that do not provide emergency care
services and that assess a patient’s ability to pay before recording revenue for services
provided. However, if an entity offering such services is part of a larger entity that
includes an emergency room unit, the entity would have to assess whether the
“significant” amount was triggered. If so, such an entity would no longer be outside
the scope of the ASU.

Since the finalization of the ASU, questions have arisen about how a reporting entity
(i.e., consolidated reporting unit) that consists of both subsidiaries that assess the
patient’s ability to pay before recording revenue and those that do not consolidate their
financial statements. Two views on such consolidation have developed on the basis of
the ambiguity in the accounting guidance: (1) that the consolidated reporting unit must
continue to present the stand-alone subsidiaries’ applicable expenses as it would have
presented them individually under the ASU or (2) that the consolidated reporting unit
reevaluates significance in determining whether it is within the scope of the ASU (i.e.,
whether the significance threshold is met on a consolidated basis).

The AICPA is expected to issue a TPA clarifying that the presentation of bad debts at the
consolidated reporting level should be a policy election. This accounting policy election
will be to either (1) retain, upon consolidation, the presentation accounting policy chosen
at the stand-alone subsidiary level or (2) make an entity-wide (or consolidated reporting
unit) assessment of significance and report all bad debts related to patient service revenue
on the basis of this assessment. The application of the disclosure requirements should be
consistent with the policy that is elected, and the accounting policy should be disclosed in
the notes to the financial statements.

The ASU does not define the term “significant.” Health care entities should document
how they determine significance and make this determination consistently.



The ASU will
become effective as
early as first quarter
2012 for some public
entities.

What Do the Changes Mean for Health Care Entities?

The amendments will require health care entities to provide investors and financial
statement users with more transparent information about revenue recognition and
related bad debts. In addition, the changes will most likely increase the comparability
between health care entities, which may help such entities manage their businesses. A
further benefit is that there are not expected to be significant costs associated with the
amendments.

However, the ASU can also be expected to result in certain challenges. For example, affected
health care entities will have to ensure that the qualitative and quantitative information
that the new ASU requires them to disclose is readily available through their current
systems and infrastructures and, if not, will need to determine how it can be obtained.
Further, health care entities should begin to consider the implications of the amendments
now, since the ASU is effective in the first quarter of 2012 for some public entities.

Thinking Ahead

The ASU will be effective for public companies for fiscal years, and interim periods within
those fiscal years, beginning after December 15, 2011, with early adoption permitted. For
nonpublic entities, the ASU will be effective for fiscal years ending after December 15,
2012, and interim and annual periods thereafter. Health care entities that are within the
ASU'’s scope and present comparative financials will be required to apply the presentation
changes retrospectively to all prior periods presented. The quantitative and qualitative
disclosure changes are only required for the period of adoption and subsequent reporting
periods.
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