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Long-term Credit Challenges of Healthcare 
Reform Outweigh Benefits for Not-for-Profit 
Hospitals 
  

Summary Opinion 

The ultimate credit effect of the recently passed federal healthcare reform for the not-for-
profit hospital sector will be negative despite reduced bad debt expense and charity care 
provided by expanded insurance coverage for previously uninsured patients. 

The key longer-term challenge for not-for-profit hospitals is the reform’s reliance on 
extracting long-term cost efficiencies from hospitals, probably resulting in diminished 
hospital revenues. The trend will become more pronounced over time as key provisions of 
the law do not become effective until 2014. 

The effects will include more difficult negotiations with private health insurers due to 
increasing regulatory scrutiny of the insurers by federal regulators. Hospitals also will face 
reimbursement pressures from government payers as the reform includes provisions that 
squeeze savings out of Medicare and Medicaid, including initiatives to identify improved 
operating efficiency. 

While the most efficiently operated health systems will take advantage of healthcare reform 
to leverage economies of scale, many not-for-profit hospitals, especially single site and small 
hospital systems, may struggle. Industry consolidation resulting in bigger health systems with 
greater access to credit – already encouraged by current market forces – likely will increase 
further under healthcare reform. 
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Near-term Effects Less Substantial; Long-term Challenges Outweigh Benefits 

After more than a year of national debate in Congress and across the nation, healthcare reform in the 
U.S. became a reality on March 23, 2010 when President Obama signed the Patient Protection and 
Affordable Care Act, followed by his signing of the Health Care and Education Reconciliation Act of 
2010 on March 30, 2010. This landmark legislation will bring material change to how not-for-profit 
hospitals operate. 

The non-partisan Congressional Budget Office (CBO) estimates health reform will cost the federal 
government $938 billion between 2010 and 2019. Due to cost savings and tax increases and other 
charges, however, the CBO estimates the net budgetary effect on the federal government to reduce the 
federal deficit by $143 billion between 2010 and 2019. 

As with any new legislation of the magnitude of healthcare reform, the full effects of reform will take 
years to realize, and unintended consequences and benefits may evolve. Over the next three to four 
years most not-for-profit hospitals should be able to navigate the implications of reform relatively 
unscathed. Many key provisions in healthcare reform will not be implemented until 2014, such as the 
individual mandate to obtain health insurance or establishment of the state insurance exchanges. This 
mandate eventually will cause a large reduction in charity care and bad debt for hospitals as the 
number of uninsured Americans is estimated to fall by at least 30 million people. 

The key longer-term challenges for hospitals will be tighter reimbursement and growing pressure for 
greater operating efficiency. The reform legislation will squeeze savings out of Medicare and place 
private health insurers under stronger regulatory oversight, which will result in more difficult 
negotiations with commercial and managed care payers. Consequently, many not-for-profit hospitals 
will struggle with these challenges and we expect reform will contribute to already existing market 
forces favoring larger health systems – such as access to capital and the credit crisis -- and pressure 
single site and small hospital systems. Therefore, reform creates more incentive for consolidation in the 
industry, including between for-profit and not-for-profit health systems and among hospitals and 
physicians. 

Near-term: credit-neutral for hospitals 

While healthcare reform includes many items that will be implemented in 2010/2011, most of these 
near-term provisions will have a relatively modest effect on not-for-profit hospitals. Favorably for 
hospitals, reform includes several items that are effective in 2010 that should contribute to an initial 
reduction in the number of uninsured (or at least a slowdown in the increase in uninsured), including: 

» Phase I of a tax credit to help small businesses purchase health insurance 

» Extending dependent coverage to children up to 26 years of age 

» Preventing health insurers from excluding children with pre-existing conditions 

» Uninsured adults with pre-existing conditions will have access to health coverage through an 
interim high-risk pool until the state exchanges are operational in 2014 

» Prohibition of rescissions (the practice of terminating existing coverage) 
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Not-for-profit hospitals will begin to see the early phases of tighter reimbursement in the next couple 
of years, which will present challenges for the industry. For example, many provisions that will 
contribute to reducing the number of uninsured in the near-term – such as preventing insurers from 
excluding children with pre-existing conditions and prohibiting rescissions – will result in more 
difficult negotiations with commercial and managed care payers. Additionally, initial efforts to reduce 
reimbursement to hospitals from government payers likely will start in 2011, including: 

» Reductions in annual Medicare market basket updates, which is estimated to reduce 
reimbursement to hospitals by $150+ billion over ten years and we believe may be effective as 
early as federal fiscal year 2011; while this may be the single biggest challenge to hospitals of 
healthcare reform, it may be years before the full cumulative effect of reduced reimbursement 
from Medicare is felt by providers 

» Establishment of a new Center for Medicare and Medicaid Innovation that will test new payment 
models and is expected to result in additional net Medicare reimbursement cuts, although we 
acknowledge that the most efficiently operated hospitals could benefit under models that 
reimburse based on efficiency/quality 

Longer-term: operating pressures will outweigh new opportunities 

Many of the key provisions in the healthcare legislation will not be implemented until 2014, and it 
will be years before the full consequences of reform are felt by not-for-profit hospitals. While reform 
presents significant benefits to hospitals, longer-term reform is a net negative for not-for-profit 
hospitals, particularly many standalone community hospitals and smaller local systems that will be 
challenged by future payer reimbursement constraints and demands to operate more efficiently. 

The elements of reform that will lead to the most significant reduction in uninsured will be effective 
starting in 2014. After this point, we expect not-for-profit hospitals will begin to benefit from 
meaningful decreases in bad debt expense and charity care. These provisions include: 

» Individual mandate to obtain health insurance (or pay a penalty) 

» Requiring most employers with 50 or more employees to offer health insurance (or pay a fee) 

» Establishment of state health insurance exchanges 

» Phase II of a tax credit to help small businesses purchase health insurance 

» Expanding Medicaid eligibility to 133% of poverty level 

» Preventing health insurers from denying adults coverage based on pre-existing conditions 

The provisions of healthcare reform that will present the biggest challenges to not-for-profit hospitals 
also will be effective in the long-term. Starting in 2014, health insurers will face even tougher 
regulations that, while they may contribute to reducing the number of uninsured, will result in more 
difficult negotiations for hospitals with commercial and managed care payers. Specifically, private 
health insurers will face the following restrictions starting in 2014: 

» Introduction of an annual sector fee, starting at $8.0 billion in 2014 and increasing to $14.3 
billion by 2018 

» Prohibition on excluding adults with pre-existing conditions 

» Elimination of annual limits on individual coverage 
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» Limitations on the ability to charge higher rates based on health status, gender, and other factors 

In addition to increased scrutiny of private health insurers, healthcare reform introduces additional 
Medicare and Medicaid savings programs that collectively will result in additional reimbursement 
pressure from government payers, including: 

» Introduction of a Medicare bundled payment pilot program (2013) 

» Establishment of an Independent Payment Advisory Board (2015) tasked with submitting 
proposals to Congress to lower health costs and improve solvency of Medicare 

» Cuts to Medicaid disproportionate share (DSH) funding of $14.1 billion through 2019 

Many standalone hospitals and small local systems will not have the resources to invest in information 
technology to prepare for greater reporting requirements or manage bundled payments effectively. 
Also, as a long-term tangential risk, if the amount of charity care and bad debt borne by healthcare 
providers declines significantly, the tax-exempt status of not-for-profit hospitals will come under more 
scrutiny. 

Healthcare reform is complex and sweeping. While reform is a long-term net negative for the not-for-
profit hospital sector, many of the most efficiently operated health systems will take advantage of 
opportunities afforded in part by reform to leverage economies of scale and scope to broaden their 
market reach and strengthen their position. Consequently, we expect reform will contribute to more 
consolidation of the industry, with more and bigger health systems emerging in the coming years. 

Provisions with Positive Effects for Not-for-Profit Hospitals 

KEY PROVISION 
EFFECTIVE  
DATE EXPECTED POSITIVE EFFECT 

Reimbursement protections for small rural hospitals 2010 Extends existing reimbursement provisions that benefit small rural 
hospitals (e.g., critical access designation) 

Grants to states to evaluate tort reform options 2011 Net benefit to hospitals, although could take years before meaningful 
tort reform is implemented 

10% Medicare bonus payment for primary care physicians and general 
surgeons 

2011 Benefit to hospitals with employed physician practices 

Increased Medicaid payments to primary care doctors 2013 Benefit to hospitals with employed physician practices 

 

Provisions with Negative Effects for Not-for-Profit Hospitals 

KEY PROVISION 
EFFECTIVE  
DATE EXPECTED NEGATIVE EFFECT 

Enhanced screening procedures of healthcare providers to reduce fraud 
and waste 

2010 Increased federal oversight of healthcare providers will result in added 
internal auditing costs for hospitals 

Reduce annual market basket updates from Medicare 2011 Estimated $150+ billion of reduced Medicare reimbursement to 
hospitals over ten years 

Reduced reimbursement for Medicare Advantage plans 2011 Will contribute to more difficult negotiations with insurers 

Cut Medicaid disproportionate share (DSH) funding by $14 billion 
through 2019 

2011 Will affect hospitals that rely on DSH funding for significant share of 
cash flow. Of course, many of these hospitals may benefit from biggest 
decline in charity care and bad debt 
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Provisions with Negative Effects for Not-for-Profit Hospitals 

KEY PROVISION 
EFFECTIVE  
DATE EXPECTED NEGATIVE EFFECT 

Fees/taxes on pharmaceuticals/medical devices makers 2011 (pharma), 
2013(medical 
devices) 

We expect pharmaceutical companies and medical device makers will 
try to pass on fees/taxes to customers, although we believe this is a 
modest concern for not-for-profit hospitals 

Reduce avoidable hospital readmissions 2012 A payment penalty for hospitals with high readmission rates will affect 
hospitals adversely, especially inefficient/poor quality hospitals 

Bundled payment pilot program 2013 Bundled payments will result in additional Medicare reimbursement 
pressure 

Create value-based physician payment program 2015 Another effort we expect will result in additional Medicare 
reimbursement savings 

 

Provisions with Mixed Effects for Not-for-Profit Hospitals 

KEY PROVISION 
EFFECTIVE  
DATE EXPECTED MIXED EFFECT 

Various provisions start in 2010 that will affect health insurers and 
contribute to reduced uninsured, including: 

» Small business tax credit to purchase health insurance (phase I) 
» Require plans that offer dependent coverage to be available to 

children until age 26 
» Prevent health insurers from excluding children with pre-existing 

conditions 
» Uninsured adults with pre-existing conditions have access to coverage 

until Exchanges operational in 2014 
» Prohibit rescissions 
» Eliminate lifetime limits and regulate annual limits on benefits 

2010 Positive: Will contribute to decreased uninsured and reduced growth 
rate in bad debt expense and charity care for hospitals 

 
Negative: Will increase federal regulatory oversight and scrutiny of 
health insurers significantly, which will result in lower profitability for 
insurers. Negotiations with payers will become more difficult as insurers 
attempt to pass on increased costs to stakeholders, including hospitals 

Establish new Center for Medicare and Medicaid Innovation 2011 Test new payment  models that will result in net Medicare 
reimbursement savings, although we acknowledge that the most 
efficient hospitals could benefit 

Encourage integrated physician groups 2012 Reform physician payment structures to encourage physicians to group 
together to form accountable care organizations, which we expect to be 
disruptive to hospitals with independent physician models and a net 
benefit for health systems with existing employed physician practices. 
This will contribute to additional industry consolidation 

Most significant reforms that will affect health insurers and contribute to 
reduced uninsured will start in 2014, including: 

» Establish state health insurance Exchanges 
» Individual mandate to obtain health insurance (or pay a penalty) 
» Require most employers with 50 or more employees to offer health 

insurance (or pay fee) 
» Small business tax credit to purchase health insurance (phase II) 
» Expand Medicaid eligibility to 133% of poverty level 
» Prohibit insurers from denying coverage to adults based on pre-

existing conditions 
» Limit ability of insurers to charge higher rates based on health status, 

gender, etc. 
» Eliminate annual coverage limits 
» Introduce annual fee on health insurers (starting at $8 billion in 2014) 

2014 Positive: Will decrease further number of uninsured by 30+ million. Will 
reduce growth rate in bad debt expense and charity care for hospitals 
 

Negative: Additional federal oversight and new provider fee will be 
implemented on health insurers, which will stress insurer profitability, 
contributing to yet more difficult negotiations with payers as insurers 
attempt to pass on increased costs to stakeholders, including hospitals 

Establish Independent Payment Advisory Board tasked with submitting 
proposals to Congress to lower health costs and improve solvency of 
Medicare 

2015 The Board will seek to improve efficiencies in Medicare including 
reducing differences in reimbursement rates in different markets. We 
expect this to result in net Medicare reimbursement savings, although 
the most efficient hospitals could benefit 
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Moody’s Related Research 

Outlook 

» Annual Sector Outlook for Not-For-Profit Healthcare for 2010, January 2010 (122650) 

Special Comment 

» Preliminary Medians for Not-for-Profit Hospitals Show Stabilization In Operating Ratios, But 
Continued Weakening of Balance Sheet Metrics, April 2010 (124111) 

» House Approval of Healthcare Reform Signals Sweeping Changes and Mixed Credit Effects, 
Extracted from "Moody's Weekly Credit Outlook", dated March 22, 2010 (123885) 

» 2009 U.S. Not-For-Profit Healthcare Year-End Rating Review, February 2010 (122998) 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 
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