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YOUR PRACTICE AND THE RECESSION

Understanding New 
Incentives

1. The stimulus package offers Medicare incentives for
qualifying practices with electronic health records—up
to $44,000 over five years.

2. Adopting e-prescribing can result in a 2% bonus in
Medicare payments in 2009 and 2010.

3. There will be a penalty for not participating in 
e-prescribing as of 2012.

4. The stimulus package made some important changes to
HIPAA that affect your practice.

5. Making changes to Medicare and the way physicians
are paid is key to healthcare reform. 

Chapter FastFACTSChapter FastFACTS

If the recession has a silver lining, it may be that magnifying
the problems with today’s healthcare system has provided an
impetus for change. The stimulus package is one opportu-

nity—aside from full-fledged reform attempts still being dis-
cussed—to address some of the problems.

President Obama signed the American Recovery and Rein-
vestment Act (ARRA) into law on February 17, 2009
(www.recovery.gov). The ARRA provides $787 billion in new
spending and $30 billion for health information technology
(HIT). Some healthcare providers, including community health
centers, are already feeling the impact of these dollars (see “The
Stimulus Plan in Action: One Example,” p. 28). This chapter will
discuss the potential impact ARRA and health reform may have
on your practice.
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The stimulus package is already finding a way to make a difference in pri-
mary care. Here’s an example of how it works.

In Illinois, the Lake County Health Department received three federal
stimulus grants this year through ARRA for its community health centers.

The first stimulus grant, awarded in March, provides $1.3 million over
two years and will be used to provide primary care services at a commu-
nity health center scheduled to open in the spring of 2010. The new health
center will offer medical, dental, and mental health services and alleviate
long lines at the other health center in the community. The grand funding
enabled the health department to hire new staff, including a family prac-
tice physician, psychiatrists, a dentist, dental assistants, and clinical sup-
port staff. The new community health center is projected to serve 2,885
patients in the first year of operation. Other health department programs,
including behavioral health and community health, will also be housed in
the new 85,000-square-foot building.

The second grant of $647,998, awarded in March, was used to respond
to an increased demand for primary care services due to the recession.
The funding was used to hire 11 full-time staff members to respond to
calls, accommodate more patients, and extend operating hours at one
community health center. The new staff members include a physician, a
mid-level provider, two clinical support staff persons, four intake clerks,
one medical records staff person, one laboratory support person, and one
biller. The two-year grant is specifically geared to increase access to
healthcare for the “new” poor and for those who would not have accessed
services because they were employed and had health insurance.  Charges
for services are based on patient income.

A third grant of $1,715,440, awarded in July, is being used to expand
another health center, including adding exam rooms and one dental oper-
ator, the Women, Infants, and Children program, behavioral health, and
nutrition counseling to continue serving the increasing need. Funds were
also used to purchase a new telephone system to support a call center for
the community health center system.

“We are very thankful for these federal stimulus grants,” said Irwene T.
Pierce, MSN, executive director of the Lake County Health Depart-
ment/Community Health Center. “Increasing access to healthcare is a
major priority for us, especially during this downturn in the economy.
These grants are helping us serve more underserved residents of Lake
County with high-quality services.”

The Stimulus Plan in Action: One Example



The Effect on Medicare and Medicaid
A majority of the Medicare incentives in the stimulus package

for medical practices are for electronic health records (EHRs).
Here’s how they work. Physicians who use EHRs that meet
ARRA requirements in 2011 or 2012 can receive up to 75% of
allowable charges, with a maximum of $44,000 over five years.
Physicians who practice in “health professional shortage areas”
can receive a 10% additional payment.

In order to qualify for Medicare incentives, your medical prac-
tice must be a “meaningful” EHR user, meaning that your physi-
cians use electronic prescribing (e-prescribing), report clinical
quality measures, and demonstrate information exchange. As of
press time it had not yet been determined whether practices
report in 2010 for their first payment in 2011, or report in 2011
for their first payment in 2012 (see http://www5.mgma.com/
ecom/Default.aspx?tabid=188&action=ECDProductDetails&ar
gs=4716).  

Medicaid EHR incentives are stricter. Physicians, dentists,
certified nurse midwives, nurse practitioners, and physician
assistants can receive the same benefit, but they must be non-
hospital-based professionals in practices with Medicaid patient
volume of at least 30%. Non-hospital-based pediatricians with
Medicaid patient volume of at least 20% are eligible as well as
rural health clinics and federally qualified health centers in
which 30% of their patient volume consists of those who receive
Medicaid, SCHIP, reduced charges (by a provider on a sliding
scale), or uncompensated medical care. States can make pay-
ments to Medicaid providers totaling no more than 85% of net
average allowable costs for certified EHR technology. 

The job of defining what criteria make a technology “certi-
fied” has been given to the secretary of Health & Human Serv-
ices (HHS). Depending on what eventually falls into that
category, physicians may find that their previously certified EHR
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technology does not qualify for this incentive. In addition, cer-
tification issues that may affect you have not been finalized for
the incentive program.

E-prescribing and PQRI Incentives
There are other potential boosts for Medicare payments under

the recovery act through legislation called the Medicare
Improvements for Patients and Providers Act (MIPPA) of 2008.
To be eligible your practice will have to electronically submit a
certain number (yet to be determined) of prescriptions under Part
D during the reporting period or report the applicable e-prescrib-
ing quality measure in at least half of the cases in which the
measure is reportable by the eligible professional during the
reporting year. Practices that accept stimulus incentives in 2011
are not eligible for these e-prescribing initiatives.

Eligible practitioners who adopt e-prescribing will receive a
2% bonus from Medicare in 2009 and 2010. In 2011 and 2012,
the bonus will drop to 1%; in 2013, it will drop to .5%. 

A bonus will be paid if the estimated allowed Medicare Part
B charges from the e-prescribing measure codes are at least 10%
of the total Medicare Part B allowed charges on at least half of
all applicable cases. However, all covered professional services
furnished between January 1, 2009, and December 31, 2009,
must be submitted no later than February 28, 2010. In addition,
a group practice reporting option targeting high-cost patients and
those with chronic conditions is to be developed by 2010.  

Be aware that there’s a penalty for not participating: Those
who do not e-prescribe receive a 1% penalty in 2012, 1.5% in
2013, and 2% in 2014 and beyond. 

If you have both Medicare and Medicaid patients and are 
e-prescribing, you can get paid only once. The HHS secretary is
required to ensure that the Medicare and Medicaid incentive
payments to healthcare providers are coordinated to prevent
duplicate funding. 

“The Centers for Medicare & Medicaid Services (CMS) and
other governmental agencies have been directed before to imple-
ment programs, and they always comply—eventually,” Mr. 
La Penna says. “The regulations must be defined and the
processes readied in order to implement; and the physician prac-
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tice can probably determine the implications of these bills, but
actual timing is yet TBD [to be determined].”

Changes in Technology
The Certification Commission for Health Information Tech-

nology (CCHIT) will most likely be chosen to certify that an
EHR is qualified under ARRA. Again, you will need to wait until
2011 to apply for incentive payments; but you can earn incen-
tives now from CMS for using e-prescribing, and earn bonuses
under the Medicare Physician Quality Reporting Initiative
(PQRI). See “It’s Not Too Late for PQRI Participation,” below.

It’s not certain whether the stimulus package will require the
federal government to produce a “free” EHR. “As far as I know,
there is no laboratory or test site or designated vendor that is
developing ‘soon-to-be-free’ software for an EMR rollout,” Mr.
La Penna says. However, he notes that consumers are working
with Google and Microsoft to allow for free storage of EMR-
related data. “These are the initiatives to watch. They are con-

The PQRI is Medicare’s effort to link physicians’ payments to quality. If you
haven’t already tapped into the program in which you can earn a 2%
bonus, based on total allowed charges, you still can. Just select the qual-
ity measures applicable to your patient panels and submit the designated
quality data codes on claims for services paid under the Medicare physi-
cian fee schedule between January 1 and December 31, 2009. There are
153 quality measures and seven measures groups in the 2009 PQRI pro-
gram. For a complete list, check www.cms.hhs.gov/pqri.

PQRI program reporting is claims based. CPT Category II codes (or tem-
porary G-codes where CPT II codes are not available) are used for report-
ing quality measure data. To be eligible for the bonus payment, you must
report on a minimum of three quality measures for at least 80% of the
cases in which the measure was reportable. If it is determined that report-
ing occurred less than 80% of the time for any one of the selected meas-
ures, you would be ineligible for the bonus.

Review the quality measures to see which are applicable to your prac-
tice. Review your total Medicare claims submitted between January 1 and
December 31, 2009, and multiply by 2% in order to accurately estimate
your potential bonus.

It’s Not Too Late for PQRI Participation



sumer driven; and they will be free, just as commercial TV is
free, with ads. No one really knows the future of where this
might take medical information,” he explains.

In general, though, EMR systems are becoming more user
friendly and customizable so that they can be more easily imple-
mented, notes Bill Bristow, partner, DoctorsManagement,
Knoxville Tenn. “For most practices, it has not been a question
of ‘if’ they were going to implement a system but rather when
and which system they would install,” he says. 

The stimulus package stipulates that the HIT national coordi-
nator will support developing and updating a publicly available
EHR unless the HHS secretary determines that the marketplace
is already meeting providers’ needs.

“ARRA sets out a lot of money for practices to adopt health
information practices and initiation projects. The industry is still
in its infancy,” explains Robert M. Tennant, senior policy adviser,
MGMA, Washington, D.C. He says the Office of the National
Coordinator for Health Information Technology (ONCHIT) will
coordinate grants and loans to healthcare providers.

ARRA’s concept is that physicians will exchange clinical data
in order to create a health information exchange (HIE), accord-
ing to Mr. Tennant. An HIE is a way to share health information
electronically within a hospital system, region, or community to
expedite access to clinical data and retrieval in order to provide
better patient care. But theory differs from practice. Every HIE
appears to be driven on a different model. “Very few HIEs are
actively sharing clinical data, and very few have a stable clini-
cal model.  . . .It would be better to develop HIEs in a standard-
ized way to facilitate the data exchange,” he adds. (See “Health
Information Data Currently Exchanged,” opposite.)

The key to helping a particular practice succeed with the pro-
gram may be at the state level. While ARRA will reimburse HIT
providers for using technology, state grants will provide physi-
cians with cash up front, which will help them acquire technol-
ogy needed to implement HIT and HIEs. Technical assistance
will be offered to healthcare providers through entities termed
“Regional Extension Centers.” For updates on this issue see the
ONCHIT Website, http://www.hhs.gov/recovery/reports/plans/
onc_hit.pdf.
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“This will be different from state to state,” Mr. La Penna says.
“Some doctors will be impacted immediately with others seeing
less impact or none at all for a long time as their particular state
works out the details within their own infrastructure.”  

The stimulus money, while increasing EHR’s appeal, may not
be the key reason experts say the technology is ready for general
use. According to a survey by IVANS, Inc., a healthcare connec-
tivity provider, one-half of providers surveyed said that they plan
to implement an EHR, not to save money or get stimulus money,
but because they believe it will improve medicine. 
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Health Information Data Currently Exchanged

2008 2009
Change 

(+/-)

Laboratory 26 49 +23

Medication data (including outpatient  
prescriptions) n/a 48 n/a

Outpatient laboratory results 25 45 +20

Outpatient episodes 23 43 +20

Radiology results 23 39 +16

Emergency department episodes 27 36   +9

Inpatient diagnoses and procedures 27 35   +8

Care summaries n/a 34 n/a

Inpatient discharge summaries n/a 32 n/a

Pathology 18 32 +14

Dictation/transcription 20 31 +11

Cardiology 15 27 +12

Claims: pharmacy, medical, and/or hospital n/a 27 n/a

Enrollment/eligibility 17 25   +8

Pulmonary 13 23 +10

Source: Reprinted with permission from eHealth Initiative. The full report of “Migrating toward
meaningful use: the state of health information exchange” based on the results of the eHealth Ini-
tiative’s 2009 sixth annual survey of health information exchange is available at http://
www. ehealthinitiative.org/sites/default/files/file/2009%20Survey%20Report% 20FINAL .pdf.



Changes to HIPAA
The president’s economic stimulus package also made numer-

ous changes to the Health Insurance Portability and Accounta-
bility Act of 1996 (HIPAA). Those changes affect electronic and
paper records that contain patient-identifiable health information
(PHI). Details will be determined later through the federal 
regulatory process.

According to the MGMA, these changes require medical prac-
tices to do the following:  
�  Stop using identifiable patient data for some healthcare

operations. 
�  Use de-identified patient data or disclose only the minimum

data possible to conduct administrative transactions. 
�  Provide patients with a copy of their EHR record on a CD,

Website, or other electronic medium. 
�  Notify each patient whose PHI has been disclosed due to a

breach by letter within 60 days; and if more than 500
patients are involved, notify local media and HHS. 

�  Account for certain protected health information disclosures
if the covered entity uses EHR (practices using EHR are
required to track all treatment, payment, and healthcare
operation disclosures). 

�  Follow patient direction to restrict disclosures to health
plans if the patient has paid his/her premium in full. 

�  Apply HIPAA requirements and penalties to business asso-
ciates and others, and apply certain provisions to vendors of
personal health records and HIEs.
In order to keep up with all types of changes from the incen-

tive plan as well as HIPAA and others, physicians or staff mem-
bers should ask patients for their insurance information when
scheduling appointments, check patient insurance cards and
information at every visit, and question patients about employer
status and any changes in status.

Protecting Electronic Health Data
The ARRA requires physician offices and other HIPAA-cov-

ered entities to notify all affected individuals when there’s a
breach of information that is not secured through technology or
methodology as specified by HHS. This guidance relates to
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HIPAA because it provides the means by which physicians, clin-
ics, and hospitals can determine whether a breach has occurred,
and which notification obligations under MIPPA and its regula-
tions apply.

Last July, HHS secretary Kathleen Sebelius gave authority to
the Office of Civil Rights (OCR), which administers and
enforces HIPAA, to do the same for the Security Standards for
the Protection of Electronic Protected Health Information. The
theory is that having one agency within HHS enforcing both
rules will eliminate duplication and increase the efficiency of
investigations and resolutions of failures to comply. 

According to HHS, transitioning authority for the administra-
tion and enforcement of the security rule won’t interrupt the
management or processing of any complaints filed prior to the
transition. Consumers may continue to submit HIPAA security
complaints using the administrative simplification enforcement
tool (ASET), found at https:htct.hhs.gov/aset. New security
complaints may also be sent to the OCR (http://www.hhs.gov/
ocr/privacy/hipaa/complaints/). CMS retains its enforcement
authority for complaints about transactions and code sets or how
unique identifiers are filed or processed.    

“This means that a practice, independent of any stimulus or
grant program, will have to comply with a set of regulations that
will be enforced by independent agencies. The need for security
is being tightened, and some of these regulations support con-
sumer standards that have been undefined,” Mr. La Penna
explains. “If there is an existing EMR or EHR [system], the
implication is to see if the vendor is qualified under these new
guidelines and standards to comply and assist the practice in its
own compliance.”

Beyond Stimulus: Healthcare Reform 
As the details of the stimulus package as well as other efforts

to change the current system (see “Other Changes Already
Underway,” p.37) play out, experts say it may be up to large-
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scale healthcare reform to make a real difference. That reform,
they say, can not only address some of the effects of the reces-
sion on patients and the healthcare system, but also prepare
physicians for post-recession practice.

“The few cents being spent on primary care [in the stimulus
package] are not going to be enough to turn primary care around,”
Mr. La Penna says. “One thing that is positive is that the money
being put into the stimulus plan will save on healthcare costs by
covering the uninsured and underinsured. This may have an indi-
rect positive impact for physicians. Medicare will be used as a
tool to shift payments from specialty to primary care, while Med-
icaid will be augmented by a new healthcare program format.”

The best hip replacement surgery is reimbursed at the same
rate as the worst job for the same procedure, Mr. Bristow notes.
“Consequently, under the present system, the only way to
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In a move separate from the stimulus plan but likely to have a positive
effect on primary care physicians seeking a foothold during this recession,
the Centers for Medicare and Medicaid Services last summer announced
a reimbursement redistribution from specialists to primary care physi-
cians. The redistribution amounts to a nearly 8% increase for primary care
physicians and a double-digit decrease for some specialties. 

The playing field could level further. CMS would like to adjust the prac-
tice expense relative value units (PE RVUs), which provide reimbursement
for the equipment, office supplies, and building space used for physician
services. CMS thinks it has overpaid physicians who own imaging equip-
ment by underestimating how often physicians use the equipment. The
current reimbursement formula assumes a 50% utilization rate (25 hours
out of a 50-hour work week). Cardiology, radiology, nuclear medicine, and
radiation oncology specialists will be hardest hit by this change in the
Medicare fee schedule.

Medicare is also conducting demonstration projects, such as the
patient-centered medical home, that could create incentives for work that
has not been rewarded in the past, such as care coordination, according
to J. James Rohack, MD, president of AMA. Last summer the AMA passed
policy to support the patient-centered medical home model as a way to
provide care to patients, without restricting access to specialty care.  

Other Changes Already Underway



increase revenue or income is to ‘do more’ and not necessarily
to ‘do better.’ How quality is to be measured becomes the
unknown and subjective and, in my experience, becomes the
loophole for the unscrupulous,” he states.

At press time, healthcare legislation plans were taking shape
in Congress.  Because of the fluid nature of the healthcare
reform process, please check the Library of Congress site at
http://thomas.loc.gov and the Kaiser Family Foundation’s health
reform page at http://healthreform.kff.org/. These bills address
issues such as requiring most or all individuals to have “accept-
able health coverage” or else pay a penalty; mandating that
healthcare insurance can’t be canceled or denied for a prior ill-
ness; expanding Medicaid; creating healthcare insurance stan-
dards; increasing Medicare payments to physicians; and
establishing state-based purchasing pools.

The American Medical Association (AMA) is throwing its
political weight behind the reform effort, saying that certain
ideas being considered would improve the private market for
patients and strengthen Medicare. “Improvements to the health
system will benefit the American people—whether they have
private insurance or are in Medicare,” says J. James Rohack,
MD, president of AMA. 

Dr. Rohack specifically notes that the AMA supports phasing
out the “doughnut hole” gap in Medicare prescription drug cov-
erage—a correction that the AMA has supported since 2007. The
AMA also supports repealing Medicare’s physician payment
system, which he says projects steep payment cuts that put
seniors’ access to care at risk.

Medicare Reform Leading the Way?
Many say reforming Medicare and shoring up the physician

payment system is key to any reform effort. “When payments
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don’t cover the cost of providing 21st century medical care, it is
difficult for physicians to continue to care for all Medicare
patients and make quality improvements to their practice,” Dr.
Rohack says.

In fact, 82% of 11,950 physicians surveyed by The Physi-
cians’ Foundation between May and July 2008 said their prac-
tices would be “unsustainable” if proposed cuts to Medicare
reimbursements were made; 12% of these physicians have
already closed their practices to Medicare patients. Thirty-six
percent said that Medicare reimbursement is less than their cost
of providing care to patients.

ACP has recommended that Congress fund a 10% bonus for
all Medicare services performed by primary care physicians, for
18 months.  A letter from ACP to the Obama administration in
2008 stated that “Without funding to stabilize primary care prac-
tices, many will go under and have to close” due to slower col-
lections, the credit crunch, uncompensated care, and investment
losses (http://www.acponline.org/advocacy/where_we_stand
/workforce/stimulus.pdf). 

The overhaul of the Medicare physician pay system is
expected to cost $311 billion from 2010 to 2019, according to
the White House Office of Management and Budget,
www.whitehouse.gov/omb/budget/fy2010/assets/summary.pdf.
The president would like for these measures to be exceptions to
his proposal that lawmakers be required to pay fully for all new
entitlement and tax-cut spending. Exempting physician-payment
measures from the requirements could make it easier for law-
makers to pass a complete overhaul of the payment system. The
House could, in its fiscal 2010 budget, exempt up to $38 billion
worth of a physician pay boost from Democratic pay-as-you-go
rules, but there is no such break in the Senate.

Such an overhaul could be the key to transforming the health-
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A letter from ACP to the Obama administration stated 
that “Without funding to stabilize primary care practices, many 
will go under and have to close” due to slower collections, the
credit crunch, uncompensated care, and investment losses.
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care system, says the Commonwealth Fund, a private foundation
whose goal is to promote a high-performing healthcare system
that achieves better access, improved quality, and greater effi-
ciency, in its 2008 Annual Report (see http://www.common
wealthfund.org/Content /Annual-Reports /2008-Annual-
Report.aspx).

“Medicare could lead the way by instituting a system for the
rapid testing, adoption, and spread of innovative payment meth-
ods. These should include rewarding high-performing healthcare
organizations for results, not for the quantity of services deliv-
ered,” according to The Commonwealth Fund. Its annual report
lists the most promising changes to provider payment:
1. Providing financial rewards for top-performing providers 
2. Paying a global fee for acute hospital episodes, including

30-day follow-up care 
3. Recognizing physician practices or health systems that

serve as patient-centered medical homes  
According to the report, each of these payment methods “pro-

vides an incentive for healthcare providers to improve quality of
care, coordinate care across care settings and over time, and pre-
vent avoidable hospitalization and complications.” In summary,
the report states, “On issues of cost, quality, and coverage, a
transformed Medicare payment system is the key to a trans-
formed health system.”


