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Hospitals have made significant 
progress in health information 
technology adoption. The American 
Recovery and Reinvestment Act 
provided Medicare and Medicaid 
incentive payments for the effective 
use of electronic health records 
(EHRs). As a result, the number 
of US hospitals with a basic EHR 
system has nearly tripled since 
2010, according to the Robert Wood 
Johnson Foundation’s 2013 Health 
Information Technology in the 
United States report.

Although a majority of hospitals 
are participating in the EHR 
incentive program, the number 
actually receiving payment is low. 
Hospitals—especially smaller and 
more rural facilities—are struggling 
to meet the first phase of the 
complex meaningful use criteria. 
According to the American Hospital 
Association, only 37 percent of 
hospitals met Stage 1 criteria and 
received payment in 2012.

With Stage 2 expected to take 

effect in 2014, only 5 percent of 
all hospitals can currently meet 
the standards, according to a July 
2013 study in Health Affairs. As the 
EHR incentive criteria increase in 
difficulty, it’s important to become 
familiar with the conditions and 
plan accordingly to benefit from the 
nearly $30 billion in incentives still 
available.

Meaningful Use Overview

According to the provisions of the 
Health Information Technology 
for Economic and Clinical Health 
Act, health care organizations must 
meet certain criteria to receive EHR 
incentive payments. The purpose 
is to encourage meaningful use 
of EHRs, which are expected to 
improve quality of care, safety, 
and efficiency and reduce health 
disparities.

Hospitals eligible for the Medicare 
EHR incentive program must 
initially meet meaningful use 
criteria by 2014. Beginning in 2015, 
Medicaid and Medicare providers 
who fail to meet the criteria will 
be subject to a payment reduction, 
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starting at 1 percent and increasing 
to a maximum of 5% for each year 
Medicare-eligible professionals 
don’t demonstrate meaningful use.

Acute care hospitals with at least 
10 percent Medicaid patient 
volume and children’s hospitals 
are eligible for the Medicaid EHR 
incentive program. This program 
is administered at the state level, 
and requirements vary from state 
to state. Qualifying hospitals may 
participate in both the Medicare and 
Medicaid EHR incentive programs.

Stage 1: Data Capture and 
Information Sharing

The first phase of the EHR incentive 
lays the foundation to help advance 
health care and patient outcomes. 
The primary goal of Stage 1 is 
to capture health information 
electronically and use it to track 
clinical conditions.

Stage 1 includes a set of core and 
menu objectives that providers 
need to achieve to demonstrate 
meaningful use. Hospitals eligible 
for Medicare EHR incentive 
payments must meet the following 
criteria for at least a 90-day period 
and for the entire year thereafter:

•	 Fourteen core objectives
•	 Five out of 10 menu objectives
•	 Fifteen clinical quality measures

The Centers for Medicare & 
Medicaid Services (CMS) provides 
meaningful use specification sheets 
that highlight critical information 
for each objective, including:

•	 Meeting the measure of each 
objective

•	 Calculating the numerator and 
denominator for each objective

•	 Qualifying for an exclusion to 
an objective

•	 In-depth definitions of terms that 
clarify objective requirements

•	 Requirements for attesting to 
each measure

Hospitals that qualify for the 
Medicaid incentive payments don’t 
need to meet the meaningful use 
objectives above in their first year of 
participation. However, Medicaid 
providers must either adopt, 
implement, or upgrade certified 
EHR technology or demonstrate that 
they’ve already met the meaningful 
use requirements.

State Medicaid programs can also 
add meaningful use requirements. 
The last year a hospital may initiate 
participation in the Medicaid EHR 
incentive program is 2016.

Stage 2: Advanced Critical Process

All hospitals must achieve 
meaningful use under the Stage 
1 criteria before moving to Stage 
2. In Stage 2 the requirements 
build on the objectives set in Stage 
1 and include increased health 
information exchange, higher 
reporting thresholds, additional 
e-prescribing conditions, and 
more patient-controlled data. The 
requirements are intended to further 
urge providers to actively use EHRs 
for patient management and allow 
patients to become more involved 
in their own care. To demonstrate 
meaningful use in Stage 2, eligible 
Medicare hospitals must meet 16 
core objectives and three out of six 
menu objectives.

New core objectives in Stage 
2 augment hospitals’ reporting 
requirements and include 
automatically tracking medications. 

Additionally, Stage 2 requires 
hospitals to allow patients to view, 
download, and transmit their health 
information online within four 
business days of the information 
being available. The final Stage 
2 rule also modifies the EHR 
certification program to make the 
certification process more efficient.

Although the states are the 
administrators of the Medicaid 
programs, Medicaid-eligible 
hospitals will need to attest to 
90 days of meaningful use as 
outlined above in Stage 2 and show 
meaningful use for the full year 
thereafter. It’s also worth noting that 
the deadline for Stage 2 criteria has 
been delayed to 2014. Originally 
CMS required Medicare providers 
who first demonstrated meaningful 
use in 2011 to meet the Stage 2 
criteria in 2013.

Stage 3: Improved Outcomes

Stage 3 is expected to further 
improve quality, safety, and 
efficiency across both Medicaid and 
Medicare by emphasizing clinical 
decision support and patient access 
to self-management tools. Stage 3 
was originally scheduled to begin 
in 2015, but CMS announced 
earlier this year that it was delaying 
development of Stage 3 meaningful 
use rules until 2014 to assess the 
current implementation of existing 
requirements. As a result, Stage 3 
rules and timing are unknown for 
the time being. A complete timeline 
of meaningful use criteria is outlined 
on the CMS Web site.

Recognizing Revenue from EHR 
Incentive Payments

As of August 2013 Medicare has 
distributed more than $15 billion 

http://www.cms.gov/Regulations-and-Guidance/Legislation/EHRIncentivePrograms/Downloads/HIT-Programs-Timeline-2012-.pdf
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in incentive payments to eligible 
hospitals and providers. Based on 
an issue analysis paper published 
in 2011 by the Healthcare Financial 
Management Association’s 
(HFMA) Principles and Practices 
Board, there are two primary 
models used to account for EHR 
incentive payments received: the 
gain contingency model and the 
international grant accounting model 
using International Accounting 
Standard (IAS) 20, Accounting for 
Government Grants and Disclosure 
of Government Assistance.

The SEC has commented that SEC-
registered hospitals should apply 
the contingency model. Other 
hospitals—including privately 
held, nonprofit, or governmental 
facilities—may consider either 
model when recognizing revenue. 
Many choose to apply the IAS 20 
grant accounting model.

Gain Contingency Model

A conservative approach, the 
gain contingency model requires 
a hospital to satisfy all the 
contingencies before recognizing 
any revenue. According to the 
HFMA, this model won’t permit 
income from incentive payments to 
be recognized until the hospital has 
complied with the meaningful use 
criteria for the full EHR reporting 
period in a given year.

Additionally, the EHR reporting 
period is based on the federal fiscal 
year. If the hospital doesn’t share the 
same fiscal year, the accumulation 
of certain data, such as Medicare 
discharges, during the cost report 
year may add a contingency. This 
method may prevent recognition of 
the revenue until well after the fiscal 
year during which meaningful use 

criteria was met, especially if the 
cost report year is different from the 
federal fiscal year.

IAS 20 Grant Accounting Model

The IAS 20 model is commonly 
used in the United States, despite 
its nonauthoritative status, because 
US GAAP doesn’t currently contain 
specific guidance on government 
assistance. The IAS 20 approach 
allows a hospital to recognize 
revenue when there’s reasonable 
assurance it will comply with the 
requirements during the applicable 
reporting period and accurate 
estimates of the incentive revenue 
can be made. This model may result 
in recognition of revenue over a 
period of time instead of at a single 
point in time.

Choosing a Model

The two models described briefly 
above and in more detail in the 
HFMA analysis represent two basic 
methods by which a hospital can 
recognize revenue: 

•	 Cliff recognition. A hospital 
recognizes income after the 
EHR reporting period and 
relevant cost reporting period 
have ended and it has complied 
with the meaningful use 
measurements and accumulated 
relevant calculation data.

•	 Ratable recognition. A hospital 
recognizes income over the 
EHR reporting period once it 
has reasonable assurance that 
it will successfully comply 
with the minimum number 
of meaningful use objectives 
and can reasonably estimate 
the expected revenue for the 
reporting period.

Because the grant approach is 
based on the judgment, facts, and 
circumstances of each hospital, 
management must determine 
when the hospital has reasonably 
complied with the meaningful use 
requirements. The HFMA analysis 
suggests considering a few of 
the following questions when 
determining reasonable assurance:

•	 How long has the hospital been 
using EHR technology?

•	 How long has the hospital been 
working to meet the meaningful 
use criteria?

•	 How far along is the hospital 
toward implementing comput-
erized physician order entry?

•	 Is the hospital doing the 
bare minimum to qualify for 
meaningful use, or is it going 
above and beyond?

•	 How reliable are the processes 
and controls around data entry, 
and how much assurance 
does the hospital have that the 
processes are working correctly?

Other Models

The HFMA analysis focuses on 
acute care inpatient hospitals that are 
paid under an inpatient prospective 
payment system (IPPS). Certain 
hospitals, such as critical access 
hospitals or those with particular 
Medicaid arrangements, are based 
on a reimbursement methodology 
other than IPPS, such as a reasonable 
cost basis.

The Journal of Accountancy 
published an article in April 2013 
that articulated alternative reporting 
options for those entities not paid 
under an IPPS, including an option 
where a cost-based hospital might 
report the incentive payment 
received as net patient service or 

http://www.journalofaccountancy.com/News/20138275.htm


defer the payments and amortize 
them into revenue over the period 
of depreciation of the related EHR 
system.

Additionally, some acute care 
hospitals have adopted a cash basis 
recognition principle where revenue 
is recognized upon receipt—
generally after the meaningful use 
criteria has been demonstrated but 
prior to the end of the cost report 
year (under the assumption that the 
cost report data accumulation isn’t a 
significant contingency).

Preparation Is Crucial

Only the Financial Accounting 
Standards Board (FASB) can 
promulgate US GAAP, and it hasn’t 
specifically addressed the incentive 
payment revenue recognition issue 
(although the FASB currently has 
a research project on government 
assistance to address the lack 
of US GAAP guidance), which 
complicates the related accounting 
policy decisions. Meaningful use 
itself is also complicated and will 
become more so as it progresses to 
Stage 2 and beyond. To best prepare 
for upcoming regulations, contact 
your Moss Adams health care 
professional to help your hospital 
stay on track and appropriately 
account for its EHR incentive 
payments. 

In the meantime, you can review 
the resources below for more 
information on meaningful use and 
EHR incentives:

•	 CMS
•	 FASB

•	 Healthcare Information and 
Management Systems Society

•	 HealthIT.gov
•	 Kaiser Health News
•	 Robert Wood Johnson 
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