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Essay on Healthcare Fraudulent Billing Practices, Antitrust Violations and Tax Evasion Scheme 

I. Introduction 

Disclaimer: The information provided in this write-up represents general practices observed in the 

healthcare industry. While these practices are not universally followed by all healthcare providers or 

insurance companies, they are considered common based on research and prevailing trends. It is 

important to note that individual healthcare providers and insurance companies may have specific policies 

and practices that differ from the general observations presented here. 

The healthcare industry is a complex ecosystem involving patients, healthcare providers, and insurance 

companies. These entities interact with each other, and their relationships are influenced by various 

factors, including the tax code, which governs the financial aspects of healthcare transactions. 

Understanding these relationships, along with the relevant laws, regulations, and provisions such as 

Generally Accepted Accounting Procedures (GAAP), the tax code, antitrust regulations on price fixing and 

price discrimination, and legally enforceable contracts, is crucial for ensuring compliance, transparency, 

and fairness within the healthcare system. This essay delves into the complexities of patient, provider, and 

insurance company practices from a tax code perspective, shedding light on the rules, laws, and statutes 

that shape these interactions. 

This write-up specifically addresses the private business side of the healthcare industry, distinct from 

government-related healthcare operations. Each business side operates under its own set of regulations 

and permissible practices. The focus of this write-up is to provide an explanation of current practices in 

the private healthcare industry, particularly regarding service billing, revenue recognition, adjustments to 

providers and insurance companies' income statements, allowable deductions, and the associated tax 
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consequences. It will also delve into the reasons why certain practices within the industry are considered 

illegal. 

A. Overview of today’s private business side of the healthcare system:  

In the private healthcare setting, a patient seeking medical services and goods will typically visit a 

healthcare provider. As part of the process, the patient will often enter into a contract guaranteeing full 

payment for the services received. The provider will issue a medical bill in the patient's name, which 

includes the standard charges for the services provided.  

For uninsured patients, the responsibility lies with them to pay the full amount stated on the bill. For 

insured patients the liability for the full medical bill is transferred to the insurance company, the third-

party payer. The insured patients are accountable for the amount specified in their contract with the 

insurance company, which may include co-payments, deductibles, or co-insurance. In many cases, 

insurance companies have negotiated contracts with healthcare providers, resulting in lower rates than 

the providers' standard charges. This is applicable when the provider is part of the insurance company's 

approved in-network providers. However, if the provider is considered out-of-network, the insured patient 

may be required to pay more or the entire bill.  

The difference between the patient's billed amount and the negotiated rates is known as the contractual 

adjustment. This adjustment occurs because of the provider's agreement with the insurance company or 

payer, and it represents the portion of the billed charges that the provider has agreed not to collect from 

the patient or the insurance company. The contractual adjustment is a result of the specific terms and 

conditions negotiated between the provider and the payer, allowing the provider to offer lower negotiated 

fees in exchange for a steady stream of patients. 

In financial statements and income tax purposes, the contractual adjustment revenues are deducted from 

the provider's recognized revenue. This deduction is necessary to accurately identify the income that 

should be reported. By deducting the contractual adjustment, providers ensure that their financial 

statements and income tax returns reflect the correct amount of income based on the negotiated rates 

with insurance companies or payers. 

It is important to note that the practice of deducting contractual adjustment revenues is commonly 

followed by healthcare providers to comply with accounting principles and tax regulations. However, 

specific contractual arrangements and agreements may vary between providers and payers. Therefore, it 

is advisable for providers to consult with accounting professionals and tax advisors to ensure proper 

reporting of income based on their specific contractual arrangements and applicable tax laws. 

Please note that the information provided is a general representation of the practices observed in the 

private healthcare industry. Individual circumstances and specific contractual agreements may vary, and it 

is always advisable to refer to the terms of the specific insurance policy and seek professional advice for 

accurate understanding and interpretation. 

B. Importance of understanding the relationship between patients, providers, and insurance companies: 

Emphasis on how the interactions and practices between patients, providers, and insurance companies 

can impact patient outcomes, healthcare costs, and overall system efficiency. By understanding these 

relationships, the legal contractual relationships, stakeholders can work together more effectively to 
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improve healthcare delivery, reduce costs, and enhance patient experiences. There is a significant problem 

with transparency in the healthcare industry. The patients’ bills are confidential and not subject to 

disclosure. The contracts between the providers and insurance companies are treated as trade secrets and 

not open to public disclosure.  

C. Significance of tax considerations and financial considerations in the healthcare industry: 

The tax code provisions, and financial considerations have a significant impact on healthcare operations, 

billing practices, and financial reporting. It is important to recognize that while certain financial 

requirements are supported by Generally Accepted Accounting Principles (GAAP), they may not align with 

the provisions of the tax code. The tax code provides specific guidelines and regulations that influence 

various aspects of healthcare transactions, reimbursements, and financial planning for both patients and 

providers. 

Having a clear understanding of these tax considerations is crucial for healthcare entities to maintain 

compliance, optimize financial benefits, and contribute to the long-term sustainability of the healthcare 

system. By staying informed about the tax code provisions relevant to their operations, providers and 

patients can make informed decisions regarding financial planning, reimbursement strategies, and tax 

reporting obligations. This awareness helps to ensure that healthcare practices align with both financial 

accounting standards and applicable tax regulations, fostering transparency, accuracy, and adherence to 

legal requirements. 

 

II. Patient Responsibilities 

A. Patients' role in the healthcare system: 

Patients play a critical role in the healthcare system as they are the recipients of medical care and make 

decisions regarding their treatment options. They interact with healthcare providers and insurance 

companies, ultimately choosing the provider they prefer. As customers of healthcare providers, patients 

hold the final decision-making authority when selecting their healthcare professionals. 

Active participation and understanding of their responsibilities by patients are essential for effective care 

delivery and achieving positive health outcomes. Patients have the right to choose their preferred provider 

based on their needs, preferences, and the provider's qualifications. This decision-making power 

empowers patients to seek the best possible care for their specific circumstances. 

Insurance companies also play a role in the patient-provider relationship. While they cannot dictate which 

specific provider a patient must choose, they exert significant influence through the terms of their 

insurance policies. Insurance companies often have networks of preferred providers known as in-network 

providers. When an insured member chooses an in-network provider, the insurance company typically 

offers more favorable financial terms, such as lower co-payments or cost-sharing.  

On the other hand, if a patient chooses an out-of-network provider, the insurance company may impose 

higher cost-sharing requirements, resulting in the patient paying a larger portion of the bill. While the 

insurance company cannot directly determine which provider the patient selects, the financial incentives 

they provide can sway patients towards in-network providers. 
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Understanding the dynamics between insurance companies, providers, and patients is important for 

patients to make informed decisions about their healthcare. Patients should be aware of their insurance 

coverage, network restrictions, and the financial implications associated with their choices. This 

knowledge empowers patients to navigate the healthcare system effectively, making choices that align 

with their healthcare needs and financial circumstances. 

B.  Deductibility of medical expenses: 

While the tax code does not directly dictate patient responsibilities, it provides provisions for the 

deduction of qualifying medical expenses. Patients may be eligible to deduct certain medical expenses, 

such as prescription medications, doctor visits, and hospital stays, from their taxable income. 

Understanding the rules and limitations of medical expense deductions can help patients manage their 

healthcare costs and navigate the tax implications. 

C. Financial obligations of insured patients: 

Patients with health insurance contribute significantly to the healthcare system by meeting specific 

financial obligations, such as deductibles, copayments, or coinsurance, defined in their insurance policies. 

These contributions not only give patients a financial stake in their healthcare decisions but also 

discourage unnecessary use of services. Yet, it's worth noting that millions of legal cases exist where 

healthcare providers are suing insured and uninsured patients for non-payment of medical bills. With an 

estimated $120 billion in outstanding medical debt, insured patients constitute the largest debt holders. 

High healthcare costs can heavily influence patients' choice of provider, often prioritizing financial 

considerations. Moreover, the urgency and stress surrounding healthcare decisions may lead patients to 

incur substantial costs, necessitating a third party's intervention to prevent serious financial missteps. 

D.  Patient's contract with the insurance company: 

An insurance policy is a contract between the insurer and the patient, outlining the terms of financial 

liability, including copayments, deductibles, and out-of-pocket maximums. The insurance company, while 

not serving as the patient's agent, is remunerated through premiums to cover the patient's medical 

expenses; the provider charges play an important part in determining premiums. It also has the role of 

distributing the risk of significant healthcare costs among its insured members. This contract stands 

independently from the one between the healthcare provider and the insurance company, which 

stipulates how much the insurance company will reimburse for the provided services. 

E. Healthcare provider contracts and negotiated rates: 

Healthcare providers commonly establish contracts or agreements with insurance companies and other 

payers, specifying the reimbursement rates for the services they provide. These negotiated rates are 

typically lower than the provider's standard or billed charges. The variance between the billed amount 

and the contracted rate is referred to as the contractual adjustment. 

It's important to note that providers often have contracts with multiple insurance companies, each offering 

various insurance products. As a result, a provider may have numerous negotiated rates for the same 

service, depending on the specific insurance company and product involved. This means that for a single 

service, the provider may have different reimbursement rates depending on the patient's insurance 

coverage. 
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The purpose of these negotiated rates is to establish agreed-upon payment terms between the provider 

and the insurance company or payer. The provider accepts the lower reimbursement rate in exchange for 

being included in the insurance company's network and gaining access to a larger pool of patients. 

By entering into contracts with insurance companies and accepting the negotiated rates, healthcare 

providers secure a steady influx of patients and a more reliable revenue stream. These agreed-upon rates 

are supposed to assist insurance companies in regulating healthcare costs, thereby preserving affordability 

for their insured members. This negotiated fee contract effectively sets the revenue for providers and the 

corresponding costs for the insurance company. 

Understanding the complexities of these contractual arrangements is important for both providers and 

patients. Providers need to manage their contracts and ensure proper billing and reimbursement 

processes. Patients should be aware of the contractual adjustments and how they may impact their 

financial obligations, including co-payments, deductibles, and co-insurance amounts. This knowledge 

allows patients to make informed decisions about their healthcare and financial responsibilities. 

F.  Contractual adjustment: 

The contractual adjustment is made because of the provider's agreement with the insurance company or 

payer, and it represents the portion of the billed charges that the provider has agreed not to collect from 

the patient or insurance company. The adjustment is usually contractual in nature, as it stems from the 

terms and conditions negotiated between the provider and the payer. The contractual adjustment does 

not affect the patient’s contract or bill or legal obligation, it only affects the contract between the provider 

and the insurance company.  

G.  Non-Compliance with Legal Deduction Requirements:  

Within the healthcare sector, certain providers might attempt to influence patient referrals by offering 

kickbacks to insurance companies. However, such actions are generally deemed illegal under U.S. tax laws, 

as monitored by the IRS. The tax code permits deductions for regular and necessary business expenses, 

but not for illicit actions like kickbacks which contravene public policy. Consequently, all providers, 

regardless of profit status, must pay taxes on kickbacks, as they aren't deemed valid business expenses, 

kickbacks add to medical costs. At the present time, kickback revenues paid to insurance companies are 

the providers greatest expense, the kickbacks are greater than eighty-five percent of the private-pay 

patients’ billed revenues. For non-profit providers, kickbacks become taxable revenue, leading to 

additional tax obligations. It's paramount for healthcare providers to respect tax laws and accurately 

declare their income, including kickbacks. Failure to do so may result in penalties, fines, or even legal 

repercussions, thereby highlighting the importance of transparency and adherence to tax laws within the 

healthcare industry. 

To thwart illegal kickback activities and maintain the integrity of healthcare referrals, laws such as the Anti-

Kickback Statute (AKS) have been implemented at both federal and state levels. These laws strictly prohibit 

giving or receiving any form of compensation in return for healthcare referrals linked to federal or private 

programs. Noncompliance can lead to substantial fines or imprisonment. 

Participation in kickback schemes or any form of illegal compensation can have serious repercussions for 

healthcare providers, potentially leading to penalties, fines, criminal liability, loss of tax-exempt status, and 

additional tax burdens from non-deductible illegal activities. 
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Therefore, healthcare providers must fully understand and comply with legal requirements regarding 

deductions, avoid engaging in illicit activities like kickbacks, and uphold ethical practices in line with the 

tax code. This approach preserves the healthcare system's integrity and averts legal and financial 

complications. 

 

III. Provider Billing and Financial Considerations 

A. Healthcare provider billing practices: 

Healthcare providers employ specific billing practices to accurately capture and document the services 

rendered, ensuring proper reimbursement and compliance with coding and billing regulations. Central to 

these practices are coding systems such as CPT (Current Procedural Terminology) and ICD-10 (International 

Classification of Diseases, Tenth Revision). 

Accurate and detailed documentation is crucial to support billing claims and ensure appropriate 

reimbursement. Proper documentation helps demonstrate medical necessity, justifies the services 

provided, and ensures compliance with coding and billing regulations. It also plays a role in tax reporting, 

as accurate financial records are essential for tax purposes and audits. 

B. Financial considerations for healthcare providers: 

Healthcare providers must consider various financial aspects to ensure their financial stability and 

sustainability. These considerations include revenue cycle management, reimbursement rates, and billing 

and coding compliance. 

Revenue cycle management encompasses the entire process of patient registration, insurance verification, 

claims submission, payment collection, and accounts receivable management. Providers need to ensure 

efficient revenue cycle management to optimize cash flow, minimize billing errors, and reduce financial 

losses. 

Reimbursement rates significantly impact healthcare providers' financial viability. Providers need to 

carefully analyze reimbursement rates set by Medicare, Medicaid, and private insurance companies for 

various services. Factors such as geographic location, type of service, and negotiated agreements with 

insurance companies can influence these rates.  

C. Tax considerations for healthcare providers 

Tax considerations are fundamental to the financial functioning of healthcare providers, who are obligated 

to adhere to tax reporting requirements and maintain accurate financial statements. Providers may also 

qualify for a variety of tax deductions and credits. They face a range of taxes, including income tax, payroll 

tax, and self-employment tax. Comprehending these tax implications and responsibilities is vital for 

providers to ensure compliance and manage their finances effectively. They may be eligible for deductions 

and credits, such as those for business expenses, asset depreciation, and research and development 

activities, which can lower their tax obligations. Effective tax planning and consulting can aid providers in 

optimizing their financial operations and maximizing tax benefits. By incorporating tax implications into 

their financial operations, healthcare providers can assure compliance, enhance financial benefits, and 

contribute to the healthcare system's overall stability and efficiency. 
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As per IRC Section 451 of the Internal Revenue Code, the "two-prong" test for recognizing income in the 

case of accrual method taxpayers generally involves: 

The All-Events Test: This principle states that income is to be recognized once all the events have occurred 

that fix the right to receive the income and the amount of income can be determined with reasonable 

accuracy. 

Revenue Recognition Test: This condition states that, for an accrual basis taxpayer, income is to be 

recognized no later than when it is taken into account as revenue in an applicable financial statement, or 

another financial statement under rules specified by the Secretary of the Treasury (Section 451(b)). This 

rule was added by the Tax Cuts and Jobs Act (TCJA) in 2017 and aims to prevent businesses from 

recognizing income in their books (for financial reporting purposes) earlier than for tax purposes. 

So, for income to be recognized, both these conditions must generally be met under IRC Section 451. It's 

important to note that this is a simplification, and that the application of these rules can be more complex. 

For example, there are special rules for certain types of income like advance payments. Additionally, tax 

laws are subject to changes, so it's essential to consult with a tax professional or legal advisor for the most 

accurate interpretation based on your specific circumstances. 

 

 

 

IV. Provider and Insurance Company Relationship 

  A.  Provider's Agreement with Insurance Companies 

The relationship between healthcare providers and insurance companies is based on contractual 

agreements that determine reimbursement rates and payment terms for services provided to insured 

members. In this relationship, the insurance company assumes full responsibility for the insured members' 

medical debts. The contracts explicitly state that the provider cannot hold the patient liable for any portion 

of the medical debt beyond the specified co-payments, deductibles, and co-insurance. It is not permissible 

for providers to attempt to collect the contractual adjustment amount from the patient. The focus of 

collection efforts by providers is solely on the patient's financial responsibility as outlined in the insurance 

contract. 

The insurance company operates as an autonomous entity, maintaining no agency relationship with either 

the healthcare provider or the insured member. This independence underscores its absence of direct 

accountability for the administration of medical goods and services. The company doesn't receive invoices 

for these services under its name or on its behalf, reinforcing its isolation from liabilities tied to healthcare 

provision. The prospect of such legal obligations could expose the insurance company to medical 

malpractice litigation, yet this is a scenario it is shielded from, given its role and structure. Its primary 

responsibility rests with managing the financial duties of its insured members, further asserting its 

distinctiveness in the broader healthcare landscape. 

Contractual Adjustment 
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Insurance companies decide which healthcare providers will be listed as in-network, meaning they are 

included in their provider network. This decision isn't primarily based on cost but on the provider offering 

the largest contractual adjustment. This adjustment refers to the difference between a provider's standard 

charges and the contracted reimbursement rates negotiated between the insurance company and the 

provider. The contracted rate is usually lower than the provider's standard fees. Therefore, the contractual 

adjustment is the difference between the provider's billed amount and the negotiated, reduced rate 

agreed with the insurance company. 

Role of Insurance Companies in Payment 

Insurance companies are typically responsible for paying the amount stipulated in their contract with 

healthcare providers, which may not always cover the total bill. The scope of an insurance company's 

liability generally does not exceed this agreed-upon sum. The portion of the bill not paid to the healthcare 

provider is essentially a fee for services rendered by the insurance company, such as advertising the 

provider as part of their in-network offerings and employing economic strategies like varying co-payment 

levels to guide patients towards these in-network providers. 

B. Laws and Regulations Governing Provider and Insurance Company Relationships 

The relationship between healthcare providers and insurance companies is subject to laws and regulations 

that aim to prevent fraud, abuse, and unfair practices. 

Anti-Kickback Statutes: 

Laws such as the federal Anti-Kickback Statute (AKS) prohibit offering, paying, soliciting, or receiving 

remuneration in exchange for referrals for federal healthcare program business. Violations of the AKS can 

result in civil and criminal penalties. 

The Stark Law: 

The Stark Law, also known as the Physician Self-Referral Law, prohibits physicians from making referrals to 

entities with which they have a financial relationship, unless specific exceptions apply. 

Florida Anti-Kickback Statute – § 456.054, Fla.: 

Kickbacks are remuneration of a provider of health care services or items to any person as an incentive or 

inducement to refer patients for past or future services or items when the payment is not tax deductible 

as an ordinary and necessary expense. See 26 USC 162C. 

Tax Implications of Provider and Insurance Company Relationships: 

Under the tax code, deductions are generally allowed for ordinary and necessary business expenses. 

However, expenses related to illegal activities, including kickbacks, are not deductible. The IRS prohibits 

deducting expenses that violate public policy or are illegal. 

Overview of the Relationship between Healthcare Providers and Insurance Companies: 

The relationship between healthcare providers and insurance companies involves various interactions and 

agreements within the healthcare system. Providers and insurance companies work together to ensure 

the provision of healthcare services and the financial aspects of those services. 
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Roles and Responsibilities of Providers and Insurance Companies in the Billing Process: 

The billing process involves the submission of claims by providers and the review, processing, and payment 

procedures carried out by insurance companies. Both providers and insurance companies have distinct 

roles and responsibilities in this process. 

A.   Providers Role in Billing the Patient and Submitting Bill to Insurance Companies: 

Providers generate bills: Healthcare providers (e.g., doctors, hospitals, clinics) create invoices or bills 

detailing the charges for the medical services they have rendered to their patients. This includes 

everything from consultations and treatments to tests and procedures. 

Submission to insurance companies: These bills are then sent to the patient's insurance company for 

payment, in accordance with the insurance company's policies and procedures.  

Provider responsibilities: It is the responsibility of the healthcare provider to ensure that billing is both 

accurate and timely. They also need to keep thorough documentation to back up the services they have 

provided. This is important because it serves as evidence to validate the charges in case of any disputes or 

audits. 

False claims are illegal: It's illegal for healthcare providers to submit fraudulent claims to insurance 

companies. This includes any attempt to bill for services that were not provided or inflating the cost of 

services. This is considered fraud and is punishable by law. 

The bill lists the patient, not the insurance company: Even though the insurance company usually pays the 

bill, the patient is listed as the customer on the bill because the services were provided to the patient. The 

insurance company doesn't receive the service directly, so they are not the customer in the traditional 

sense. 

Insurance company's relationship: The insurance company has a contractual relationship with the patient 

(who is their insured member) and the healthcare providers (who are often part of their network). The 

company's primary role is to pay for the insured member's medical services as per the policy agreement. 

However, they do not have a direct relationship with the actual medical service; their relationship is related 

to the payment of the bill for that service.  

In essence, healthcare providers provide services to patients and bill for those services. Patients have 

insurance coverage that pays for those services. The insurance companies pay the providers on behalf of 

their insured members. The bill is addressed to the patient because they received the service, but the 

insurance company often makes the payment according to their policy with the patient. 

B. Insurance Company's Role in Billing: 

Insurance companies review the claims submitted by providers to determine the reimbursement amount 

based on the agreed-upon rates and coverage terms of the insured member. They assess the claims for 

accuracy, medical necessity, and compliance with coding and billing regulations. Once the claims are 

reviewed and approved, the insurance company processes the payment to the provider. The record of the 

amounts being paid, and the responsibility is recorded on an Explanation of Benefits Form (EOB) that is 

sent to both the provider and insured member. 
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Insured Patient's Billing Process: 

The billing process for insured patients involves several steps and considerations. Providers generate bills 

reflecting the standard charges for services rendered, and these bills are then submitted to the insurance 

company for payment. 

When an insured patient seeks medical services from a healthcare provider, a contractual relationship is 

established between the patient and the provider. The patient is typically responsible for paying for the 

services received, and there is an expectation of payment in full. The tax code does not directly influence 

the billing process but focuses on the tax treatment of revenue and expenses incurred by the provider. 

The provider generates a bill that reflects the charges for the services provided to the insured patient. The 

providers do not offer any discounts to any patients or to third party payers. This bill is then submitted to 

the insurance company for payment, following the terms and conditions outlined in the contractual 

agreements between the provider and the insurance company. The insurance company processes the 

claim, reviews it for accuracy and compliance, and determines the reimbursement amount based on the 

negotiated rates and coverage terms. 

The insured patient's financial responsibility may be reduced through insurance coverage. Insurance 

companies often negotiate rates with providers, resulting in discounted charges or the application of 

predetermined reimbursement rates. The patient's responsibility may be limited to deductibles, 

coinsurance, copayments, or any amounts not covered by insurance. 

It's important for patients to review their Explanation of Benefits (EOB) statement from their insurance 

company and any bills received from the provider to understand the specific charges and their financial 

responsibilities. Patients should communicate with their healthcare provider and insurance company to 

address any questions or concerns about the total debt owed and any available options for payment or 

financial assistance. 

C. Negotiations and Contractual Agreements between Providers and Insurance Companies: 

Negotiations and contractual agreements are integral to the relationship between healthcare providers 

and insurance companies. These agreements cover various aspects, including fee schedules, 

reimbursement rates, and network participation. 

Fee Schedules and Reimbursement Rates: 

Healthcare providers and insurance companies negotiate fee schedules that outline the payment rates for 

specific services. The negotiated rates may differ from the providers' standard charges. Reimbursement 

rates are determined based on these fee schedules and agreed-upon terms, and they form the basis for 

payment from the insurance company to the provider. 

Network Participation Agreements: 

Providers may enter into network participation agreements with insurance companies. These agreements 

establish the providers' participation in the insurance company's network and specify the terms and 

conditions for reimbursement. Network participation allows providers to expand their patient base by 

serving insured members of the insurance plans, ensuring a steady stream of customers. 
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Understanding the relationships and legal considerations between healthcare providers, patients, and 

insurance companies is crucial for navigating the healthcare system effectively. Compliance with laws, 

regulations, and tax provisions ensures fair and transparent practices, benefiting all stakeholders involved. 

 

EXPLANATION OF BENEFITS (EOB) 

Not a Bill—Save Your EOB 

Around the time you receive your patient billing statement, you will also receive an explanation of benefits 

(EOB) from your insurance provider. An explanation of benefits is a document that explains how your 

insurance processed the claim for the services you received. 

It breaks down the information like this: 

• The services that were provided 

• What the doctor or hospital charged (all charges) 

• What your insurance covered and did not cover 

• What your insurance agreed to pay 

• The amount you must pay (amount you are responsible for) 

• What is missing is the difference between the patient’s billed amount and the negotiated fee, the 

contractual adjustment, for this amount, the patient must do its own calculation. 

Explanation of the billing process for insured patients 

https://healthcare.utah.edu/bill/statement
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Service provision: 

Patients receive medical services from healthcare providers, and the provider documents the services 

provided and associated charges. These standard charges are listed on the patient’s bill and the amount is 

listed on the provider’s Accounts Receivable, under the patient’s name.   

Claims submission: 

Healthcare providers generate a claim with relevant information and submit it to the patient's insurance 

company. The claim includes demographics, diagnosis codes, procedure codes, and supporting 

documentation. 

B. Insurance claims submission and processing 

Required documentation: 

Healthcare providers must submit complete and accurate documentation along with the claim, including 

medical records and test results. 

Claim adjudication: 

Insurance companies review the claim for accuracy, medical necessity, and compliance with coding and 

billing guidelines. The claim is compared against the patient's insurance coverage and policy terms to 

determine eligibility and coverage levels. 

C. Reimbursement and payment procedures: 

Calculation of allowed amounts: 

Insurance companies calculate allowed amounts based on negotiated rates and coverage terms. Allowed 

amounts represent the maximum reimbursement provided for each service. 

Coordination of benefits: 

If the patient has multiple insurance coverages, coordination of benefits ensures total reimbursement does 

not exceed actual charges. 

Patient’s responsibility: 

A patient’s responsibility is determined after the insurance company determines the reimbursement 

amount. Patient responsibilities may include deductibles, copayments, coinsurance, or amounts not 

covered by insurance. 

Final payment: 

Insurance companies make payment to the healthcare provider based on the adjudicated claim. The 

provider receives reimbursement, and any remaining balance is billed to the patient for payment. 
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V. Tax Code Provisions and Illegal Kickback Payments 

The tax code contains provisions that address the treatment of income and deductions related to illegal 

kickback payments. Under Section 162(c) of the Internal Revenue Code (IRC), kickbacks, including those in 

the form of canceled debt, are explicitly disallowed as deductible business expenses. 

As an example: 

The patient is billed $200, the negotiated fee is $150, therefore the difference is $50, which is the 

contractual adjustment.  

Violations of the tax code related to kickback schemes or other illegal remuneration arrangements can 

lead to penalties, fines, and potential criminal liability. The tax implications of engaging in such activities 

may include disallowance of deductions and potential tax liabilities arising from the illegal activities. 

As an example of a kickback for referring a patient: 

The patient is billed $200, the insurance company pays $200, the provider then pays the insurance 

company $50; the Provider ends up with $150 and the insurance company ends up with $50; the $50 

payment is the illegal kickback. The payment is made to the insurance company for referring the patient 

to the provider. It is not a discount or a contractual adjustment. 

or 

Patient is billed $200, the insurance company pays $150; the provider ends up with $150 and the insurance 

company ends up with $50; the canceled debt or forgiven debt of $50 is illegally recorded as a contractual 

adjustment, it is the illegal kickback.  It is a forgiven debt payment paid to the insurance company for 

referring the patient.  

It is crucial for healthcare providers and insurance companies to understand and adhere to the tax code 

provisions to ensure compliance and avoid negative consequences. By following the tax code guidelines, 

providers and insurance companies can maintain transparency, fairness, and integrity within the 

healthcare system. 

A. Overview of tax code provisions relevant to the healthcare industry 

The tax code includes specific provisions that apply to healthcare entities and transactions. These 

provisions govern the tax treatment of income, deductions, and reporting requirements for healthcare 

providers and insurance companies. 

Internal Revenue Code (IRC) 

The IRC is the primary body of tax law in the United States. It contains provisions that address various 

aspects of taxation, including those relevant to the healthcare industry. 

B. Discussion on illegal kickback payments and their impact on tax considerations 

Illegal kickback payments, where providers make payments to insurance companies in exchange for 

referrals, are explicitly disallowed under the tax code. These payments have significant implications for tax 

considerations. 
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Deductibility of kickbacks: 

Section 162(c) of the IRC prohibits the deduction of kickbacks or referral fees as legitimate business 

expenses. Such payments are not considered ordinary and necessary expenses and, therefore, cannot be 

deducted for tax purposes. These deductions are not allowed for profit providers and not-for-profit 

providers. All providers must pay taxes on kickbacks. 

Tax treatment of kickbacks: 

A canceled debt, known as a forgiven debt, is considered a cash equivalent. A partial cancellation of the 

debt, given to the insurance company for referring patients to the provider is considered a kickback. The 

tax code recognizes that these payments are not legitimate business expenses and requires the recognition 

of income resulting from kickbacks. 

C. Enforcement measures and penalties associated with tax code violations. 

The tax code provisions related to illegal kickback payments are enforced by the Internal Revenue Service 

(IRS). Violations of these provisions can lead to various enforcement measures and penalties. 

Audits and investigations: 

The IRS has the authority to conduct audits and investigations to uncover improper financial 

arrangements, including illegal kickback schemes. These audits and investigations ensure compliance with 

the tax code provisions. In the healthcare business the largest medical bills are for hospital services; the 

not-for-profit hospitals are the largest source of medical expenses; these hospitals also have the largest 

portion of contractual adjustments; for every dollar the hospitals receive they write off five dollars for 

contractual adjustments; therefore, these providers must pay taxes on these contractual adjustments. 

Many of these hospitals are state agencies, created to serve the needs of the communities, therefore, the 

IRS does not audit them and does not require them to file full income tax returns, but simplified tax 

returns.   

Penalties and consequences: 

Non-compliance with the tax code provisions related to kickbacks can result in penalties, fines, interest on 

unpaid taxes, and potential criminal charges. The severity of the penalties depends on the nature and 

extent of the violations. 

It is crucial for healthcare providers and insurance companies to understand and adhere to the tax code 

provisions to ensure compliance, maintain transparency, and avoid the negative consequences associated 

with tax code violations. By upholding ethical practices and reporting accurate financial information, 

entities in the healthcare industry contribute to the integrity and fairness of the overall healthcare system. 

IRS Agent Audits: 

 The IRS does not believe that the amount listed on the privately insured patients bill is legitimate because 

the provider has entered into a contractual agreement with the insurance company for lower negotiated 

rates and does not expect to receive the full amount. There are several reasons why their assumptions are 

wrong: 
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1. Under the accrual method of accounting the billed amount on a bill is recognized as income and 

it is expected to be paid. 

2. In every state it is illegal to submit a false claim to the insurance companies, with the possibility of 

fines or/and prison time.  

3. The provider puts the patient’s billed amount on its accounts receivable (AR).  

4. The providers make millions of medical payments a year in state and federal court and the medical 

is prima facie evidence.  

5. The IRS auditors do not know contract law and have not looked at the contracts between the 

provider and insurance company or the contract between the patient and the provider. 

6. The contract between the provider and insurance company cannot alter the contract between the 

patient and the provider, therefore the contractual adjustment cannot alter the price charged to 

the patient for medical goods and services.  

7. The IRS auditor incorrectly assumes that the contractual adjustment write-off, permissible in the 

government business sector, can be applied to the private sector. This write-off reduces patients' 

billed amounts or alters service prices, which isn't allowed. It differs from cancelling or forgiving a 

debt, a concept irrelevant to the government as it doesn't tax itself and thus doesn't report 

forgiven debt income. 

 

VI. The Tax Treatment of Forgiven Debt 

A. Understanding the tax implications of forgiven debt in healthcare: 

Forgiven debt refers to the cancellation or forgiveness of a debt owed by a patient or an insurance 

company. In the healthcare context, forgiven debt can have tax implications for both patients and 

providers. 

Taxable income for patients: 

Under the tax code, forgiven debt is generally considered taxable income for the debtor, unless specific 

exceptions apply. When a debt is canceled, the debtor is typically required to include the canceled amount 

as income on their tax return. However, there are exceptions that may exclude canceled debt from being 

treated as taxable income, such as the insolvency exception. 

Tax treatment for providers: 

When healthcare providers cancel a debt owed by an insurance company, they are required to report the 

canceled debt as income. The provider must recognize the amount of forgiven debt as taxable income on 

their tax return. Compliance with reporting requirements is crucial to ensure accurate tax reporting. 

B. Reporting canceled debt on Form 1099-C: 

Form 1099-C (Cancellation of Debt) is used to report canceled debts to the IRS and the debtor. Providers 

have the responsibility to issue Form 1099-C in situations where debt is canceled. 

Reporting requirements: 

Providers must issue Form 1099-C to both the insurance company and the IRS when canceling a debt owed 

by the insurance company. This form provides documentation of the canceled debt and ensures proper 
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tax reporting. It is a mandatory requirement that the provider must do. The insurance company must 

include the forgiven debt income as part of its recognized income, even if the provider fails to submit the 

required 1099C form.  

Tax implications: 

Form 1099-C informs the IRS and the debtor about the canceled debt, allowing for accurate tax reporting. 

The debtor must include the canceled amount as income on their tax return, and the insurance company 

must recognize the canceled debt as income. 

C. Tax consequences for both patients and providers: 

The tax consequences of forgiven debt can vary depending on the specific circumstances and applicable 

tax laws. However, there are potential deductions and exclusions available to mitigate the tax impact. 

Deductions and exclusions for patients that are not covered by private insurance: 

Patients may be eligible for certain deductions or exclusions that reduce the tax impact of forgiven debt. 

For example, the insolvency exception may exclude canceled debt from taxable income if the debtor's 

liabilities exceed their assets immediately before the debt cancellation. 

Deductions for providers: 

Providers may be eligible to deduct certain expenses associated with canceled debt as ordinary and 

necessary business expenses. However, it is important to consult tax professionals and adhere to 

applicable tax regulations when claiming deductions. 

 

VII. Ethical Considerations 

Upholding ethical standards: 

A. Avoiding kickback payments: Healthcare providers and insurance companies should prioritize ethical 

practices by avoiding kickback payments, ensuring patient care decisions are based on medical necessity. 

B. Preventing fraudulent billing: Ethical guidelines require healthcare entities to avoid fraudulent billing 

practices, maintaining fair treatment and integrity in the healthcare system. 

C. Avoiding fraudulent accounting practices: Transparent and accurate accounting practices help maintain 

accountability and trust in the industry. 

D. Ensuring fair pricing: Providers should prioritize fair pricing practices to promote equitable access to 

healthcare services and patient welfare. 

E. Compliance with laws and regulations: Adhering to applicable laws and regulations, such as the Anti-

Kickback Statute and the Stark Law, helps protect patients and prevent unethical practices. 

Trust and reputation: 

A. Importance of maintaining trust and reputation: Adhering to ethical principles is crucial for maintaining 

a positive reputation in the healthcare industry. 
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B. Demonstrating commitment to patient well-being: Ethical considerations demonstrate a provider's 

dedication to patient well-being and prioritize their interests and needs.  

C. Upholding integrity of the healthcare system: Ethical practices contribute to the integrity and credibility 

of the healthcare system, promoting transparency and accountability.   

Patient-centered care:  

A. Delivering care based on medical necessity: Ethical considerations require providers to prioritize care 

based on medical necessity rather than financial gain.  

B. Prioritizing high-quality care: Ethical practices involve providing high-quality care, adhering to 

professional standards, and continuously improving patient outcomes.  

C. Ensuring informed consent: Respecting patient autonomy and obtaining informed consent before 

treatment or procedures are essential ethical practices.  

D. Avoiding conflicts of interest: Identifying and managing conflicts of interest helps ensure unbiased 

decision-making and ethical patient care.  

E. Integrating ethical considerations into practices: Integrating ethical considerations into organizational 

culture, policies, and procedures promotes patient welfare, fairness, and ethical integrity.  

Ethical considerations in price discrimination:  

A. Importance of fairness, transparency, and patient welfare: Fair and transparent pricing practices, 

considering patient welfare, contribute to an equitable healthcare system.  

B. Approaching pricing strategies ethically: Providers should align pricing strategies with ethical principles, 

avoiding exploitative or arbitrary pricing decisions.   

C. Communicating pricing policies clearly: Transparent communication of pricing policies helps build trust 

and maintain a positive patient-provider relationship.  

Fairness and transparency in pricing:   

A. Striving for fairness in pricing practices: Providers should ensure that pricing is reasonable and justifiable 

based on the services provided. 

B. Ensuring transparency in pricing policies: Clear communication of pricing policies, discounts, and 

financial obligations builds trust between providers and patients. 

C. Informing patients about pricing basis: Transparently informing patients about the factors influencing 

pricing helps them understand the value of the services received. 

D. Building trust and maintaining positive patient-provider relationship: Fairness and transparency in 

pricing practices foster trust and a mutually beneficial relationship. 
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Patient welfare and access to care: 

A. Prioritizing patient welfare in pricing: Pricing practices should not compromise patients' access to 

necessary medical services or create barriers to care. 

B. Ensuring access to quality healthcare: Ethical pricing practices promote equitable access to quality 

healthcare, regardless of demographic factors. 

C. Avoiding discriminatory pricing: Providers should avoid pricing practices that disproportionately affect 

vulnerable populations and limit access to essential treatments. 

D. Ethical concerns with limiting access to essential treatments: Pricing strategies should not compromise 

patient welfare by restricting access to necessary treatments or interventions. 

Compliance with laws and regulations: 

Adhering to antitrust laws and regulations: Compliance with antitrust laws ensures fair competition. 

 

VIII. Price Discrimination, Price Fixing, Boycotts, and Tax Code 

The payment of kickbacks in the healthcare industry is a restraint of trade. The practice eliminates open 

competition. The higher costs associated with kickbacks is a detriment to other industries that are in 

competition for the consumers revenues.  

A. Overview of price discrimination in the healthcare industry 

Price discrimination refers to the practice of charging different prices for the same services or products to 

different customers. The antitrust laws define price as the actual amount collected or the actual amount 

paid.  In the healthcare industry, price discrimination may occur based on factors such as insurance 

coverage, negotiated rates, or discounts. 

B. Examination of price discrimination regulations under federal antitrust law and the Federal Trade 

Commission: 

Price discrimination is regulated under federal antitrust laws, such as the Sherman Act and the Clayton 

Act, which aim to promote fair competition and protect consumers. The Federal Trade Commission (FTC) 

enforces these laws and regulations to prevent anti-competitive practices, including price discrimination, 

in various industries, including healthcare. Price discrimination is also prohibited under state antitrust 

laws. Price discrimination occurs when there is a difference between the ratio of the actual amount 

collected and the costs of providing the services or goods. The providers put the same charges on all 

private-pay patients’ bills for the same services, but they do not collect the same amounts. The providers 

collect six times more from uninsured patients than from uninsured patients. Among insured patients 

there are vast differences in the actual amount collected to cost ratios, because the insurance companies 

negotiate different payment ratios based on the make up of their patients.  

C. Examination of price fixing and boycotts: 

Healthcare providers (like hospitals and clinics) and health insurance companies collude to increase 

healthcare service costs. This hike in pricing acts as a deterrent for large corporations who might otherwise 
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consider self-insuring. Self-insurance involves setting aside a designated fund to directly manage the 

healthcare expenses of their employees, bypassing traditional insurance providers. 

This collusion extends to manipulating how insured individuals use healthcare services. To incentivize the 

use of in-network providers (those who have agreed to provide services at preset rates under contract 

with the insurance company), they set lower co-payments for these providers. Co-payments are fixed 

amounts that insured patients pay out-of-pocket for a covered healthcare service, while the remaining 

cost is covered by their health insurance. 

On the other hand, if insured individuals choose to use out-of-network providers (healthcare providers not 

contracted with their health insurer), they are subjected to higher co-payments. This practice effectively 

creates a financial deterrent, coercing insured individuals into choosing in-network providers over out-of-

network ones. 

In an ideal competitive market scenario, each provider would charge the same rate for equivalent services, 

and co-payments would be identical, irrespective of the provider's network status. This would remove the 

financial deterrent and allow insured individuals the freedom to choose any provider without financial 

bias. However, due to several factors such as market consolidation, asymmetrical information, and the 

unique characteristics of healthcare as a service, the healthcare market often deviates from this ideal 

competitive model. 

C. Tax implications and considerations related to price discrimination: 

While the tax code does not explicitly govern price discrimination, there are potential tax implications and 

considerations for providers. These include the recognition of revenue and potential tax deductions. 

Recognition of revenue: 

Providers must follow Generally Accepted Accounting Principles (GAAP) when recognizing revenue, 

including contractual adjustments resulting from price discrimination. Revenue recognition should align 

with the actual amounts billed for providers and the actual amount income for insurance companies. The 

provider’s main income tax source is patients’ revenues, while the insurance companies’ source of revenue 

is premiums received and forgiven debt.  

Tax deductions: 

Providers may be eligible to deduct certain expenses associated with providing healthcare services as 

ordinary and necessary business expenses. However, the tax code does not provide deductions for price 

discrimination practices where providers pay for patient referrals. Providers should consult tax 

professionals and adhere to applicable tax regulations when claiming deductions. 

Compliance with accounting standards: 

Providers must comply with accounting standards, including GAAP, to accurately report revenue and 

expenses. This ensures transparency and accountability in financial reporting and aligns with the tax code's 

requirements for proper recognition of income and expenses. 

It is important for healthcare providers to consider legal and ethical implications when implementing 

pricing strategies. Compliance with antitrust laws and regulations, as enforced by the FTC, helps ensure 
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fair competition and protection of consumers' interests. Providers should also adhere to tax regulations 

and accounting standards to maintain accurate financial records and fulfill their tax obligations. 

 

IX. Generally Accepted Accounting Principles (GAAP) and Contractual Adjustments 

A. Explanation of GAAP and its relevance to financial reporting in healthcare: 

The accrual method of accounting is a financial reporting approach where revenues and expenses are 

recorded when they are earned or incurred, regardless of when cash is actually received or paid. 

Under this method: 

Revenues are recognized when they are earned, not when payment is received. For example, if a company 

provides services to a customer in December but doesn't receive payment until January, the revenue 

would still be recorded in December under the accrual method. 

Expenses are recognized when they are incurred, not when they are paid. For example, if a company 

receives a bill for utilities in December but doesn't pay it until January, the expense would be recorded in 

December. 

The accrual method of accounting provides a more accurate picture of a company's financial health than 

the cash basis method, which records transactions only when cash is received or paid. By matching 

revenues with the expenses incurred to generate them, the accrual method gives a more realistic view of 

income, expenses, and overall profitability during a specific period. 

However, the accrual method can be more complex to implement and maintain because it requires 

tracking receivables and payables and making adjusting entries for revenues earned or expenses incurred 

but not yet received or paid. It's the most used method of accounting in businesses, especially those with 

more complex operations, and is required for publicly traded companies and companies with annual sales 

above a certain threshold. 

The accrual method of accounting is more accurate than the cash method of accounting because it relies 

on written documents. Revenue is recognized when a bill is issued rather than when cash is received, or a 

deduction is recognized when a bill is received rather than when the cash is paid. It is the customer’s bill 

that generates the recognition of revenue; the customer is defined as the person who receives the services 

or goods. Revenue recognition has nothing to do with the cash received from the payer, the insurance 

company.  

B. Recognition and accounting treatment of contractual adjustments under GAAP: 

On the government side of the healthcare business, the Medicare/Medicaid Programs do not pay the 

amounts listed on the claims sent in for payments. To distinguish between normal cancelation of debts 

and the government cancellation of debts, a contra account called contract adjustments was created for 

financial reporting and income tax returns, to write off the cancelled debt. The financial income report 

should have a note on it listing the contractual adjustments given to the government.   

C. Applicable sections of the Financial Accounting Standards Board (FASB) Accounting Standards 

Codification (ASC): 
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Identification of specific sections within ASC, such as ASC 606 (Revenue from Contracts with Customers), 

that provide guidance on revenue recognition and contractual adjustments in the healthcare industry. 

The ASC 606, 5 Step Model: 

In developing ASC 606, FASB and IASB wanted to provide a framework to drive consistency in financial 

reporting, improve comparative analysis and reporting, and simplify the preparation of financial 

statements through a 5 Step Model for Revenue Recognition. 

ASC 606 breaks the contract process into the following 5 steps: 

1. Identify the contract with a customer: 

This step outlines the criteria that must be met when establishing a contract with a customer to supply 

goods or services. (The customer is defined as the one that receives the goods and services.) 

2. Identify the performance obligations in the contract: 

This step describes how distinct performance obligations in the contract must be handled. 

3. Determine the transaction price: 

This step outlines what must be considered when establishing the transaction price, which is the amount 

the business expects to receive for transferring the goods and services to the customer. 

4. Allocate the transaction price: 

This step outlines guidelines for allocating the transaction price across the contract’s separate 

performance obligations and is what the customer agrees to pay for the goods and services. 

5. Recognize revenue when or as the entity satisfies a performance obligation: 

Revenue can be recognized as the business meets each performance obligation. This step specifies how 

that should happen. 

D.  The Importance of GAAP in Financial Reporting: 

Generally Accepted Accounting Principles (GAAP) are a set of accounting standards and principles that 

govern the preparation and presentation of financial statements. GAAP ensures consistency, 

comparability, and transparency in financial reporting, providing users of financial statements with reliable 

information for decision-making. 

Financial reporting in the healthcare industry must adhere to GAAP to accurately reflect the financial 

performance and position of healthcare providers. Compliance with GAAP enhances the credibility and 

reliability of financial statements, promoting trust among stakeholders, including investors, lenders, 

regulators, and the public. 

Recognition and Accounting Treatment of Contractual Adjustments: 

Under GAAP, contractual adjustments are recognized as a deduction from revenue to reflect the actual 

amount expected to be collected for services rendered. Contractual adjustments arise from negotiated 
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agreements between healthcare providers and third-party payers, such as insurance companies or 

government programs. 

The accounting treatment of contractual adjustments depends on the specific terms of the contracts and 

the guidance provided by the Financial Accounting Standards Board (FASB) through the Accounting 

Standards Codification (ASC). 

ASC 606, Revenue from Contracts with Customers, provides guidance on revenue recognition and the 

accounting treatment of contractual adjustments. Healthcare providers must apply the principles outlined 

in ASC 606 to ensure proper recognition of revenue and contractual adjustments in their financial 

statements. 

Healthcare providers should assess their contractual agreements and determine the appropriate 

accounting treatment for contractual adjustments based on the guidance provided by ASC 606. This 

includes evaluating the timing and amount of revenue recognition, the identification of performance 

obligations, the allocation of transaction price, and the recognition of contractual adjustments. 

By applying the relevant sections of ASC, healthcare providers can accurately reflect the financial impact 

of contractual adjustments and ensure compliance with GAAP in their financial reporting. 

It's important for healthcare providers to have a thorough understanding of GAAP, stay updated with any 

changes or updates to accounting standards, and consult with accounting professionals or experts to 

ensure proper application of GAAP principles in recognizing contractual adjustments. 

 

X. Different Requirements for Financial Reports and Income Tax Returns 

A. Financial reports and income tax returns serve different purposes and have distinct requirements: 

Financial reports, such as annual financial statements or quarterly reports, are prepared to provide 

information about a company's financial performance and position to stakeholders such as investors, 

creditors, and regulators. They are intended to provide a comprehensive view of the company's financial 

health and assist in decision-making. Financial reports follow specific accounting principles and standards, 

which can vary depending on the jurisdiction and the applicable financial reporting framework, such as 

GAAP or IFRS. 

Income tax returns, on the other hand, are filed with tax authorities to report taxable income and calculate 

the tax liability owed by individuals or entities. The requirements for income tax returns are set by the tax 

laws and regulations of the relevant jurisdiction, such as the Internal Revenue Service (IRS) in the United 

States. Income tax returns require detailed information about the sources of income, deductions, credits, 

and other relevant financial information to calculate the taxable income and determine the tax liability. 

It is estimated there may be a thousand differences between a financial report and an income tax return, 

therefore do not assume the financial report determines the income tax return.  

An example of the difference between financial accounting and income tax returns: 

On the provider’s financial income statement, it would not include the revenues for canceled debts 

associated with payments to insurance companies for referring patients. On its income tax statement, the 
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taxable revenues would include the contractual adjustment, there would be no deductions for illegal 

kickbacks.  

B. Overview of accounting requirements for financial reports:  

Financial reports are prepared in compliance with accounting principles, standards, and disclosures 

required by the applicable financial reporting framework, such as GAAP or IFRS. 

1. Accounting principles: 

Financial reports are prepared based on established accounting principles, such as the accrual basis of 

accounting, which recognizes revenue when it is earned and expenses when they are incurred. Other 

principles include the matching principle, which requires expenses to be matched with the related 

revenues, and the cost principle, which states that assets should be recorded at their historical cost. 

2. Accounting standards: 

Financial reports must comply with specific accounting standards issued by standard-setting bodies, 

such as the Financial Accounting Standards Board (FASB) in the United States or the International 

Accounting Standards Board (IASB) for IFRS. These standards provide guidance on topics such as 

revenue recognition, measurement of assets and liabilities, presentation of financial statements, and 

disclosure requirements. 

3. Disclosures: 

Financial reports include disclosures that provide additional information about the company's 

financial position, performance, and risks. These disclosures may include financial significant 

accounting policies, related party transactions, contingencies, and other relevant information that 

helps stakeholders understand the financial statements. 

C. Specific considerations and differences in accounting for income tax purposes: 

Recognition of Revenue for Income Tax Purposes: 

1. For income tax purposes, the recognition of revenue may differ from the timing of revenue 

recognition in financial reports. The tax rules and regulations of the jurisdiction dictate 

when revenue is recognized for tax purposes. In some cases, revenue may be recognized 

when it is received, while in others, it may be recognized when it is earned. Companies 

must comply with the specific tax rules related to revenue recognition in their jurisdiction. 

2. The deductible expenses allowed for income tax purposes may differ from the expenses 

recognized in financial reports. Tax laws and regulations outline specific rules and 

limitations for deducting expenses. Certain expenses may be deductible for tax purposes 

but not recognized as expenses in financial reports due to differences in timing, 

recognition criteria, or specific tax provisions. 

3. There are specific tax treatments for items such as depreciation, amortization, provisions, 

and reserves. These tax treatments may differ from the accounting treatment in financial 

reports. For example, tax laws may allow for accelerated depreciation methods or specific 

provisions for certain industries. Companies must adhere to the tax regulations and 

provisions applicable to these specific items when preparing their income tax returns. 
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D. Treatment of Contractual Adjustments for Income Tax Purposes: 

The treatment of contractual adjustments for income tax purposes depends on the tax rules and 

regulations of the jurisdiction. Contractual adjustments, such as deductions for adjustments related to 

negotiated rates with insurance companies, may impact the taxable income of healthcare providers. It is 

important to understand the specific tax provisions and rules related to contractual adjustments and apply 

them accurately in income tax returns. 

E. Compliance with Accounting Standards and Tax Regulations:  

To ensure compliance with both financial reporting standards and tax regulations, healthcare providers 

need to understand and apply the relevant accounting standards, such as GAAP or IFRS, for financial 

reports. Simultaneously, they must comply with the tax laws, regulations, and provisions specific to their 

jurisdiction when preparing income tax returns. Compliance with these requirements is essential to 

accurately reflect the financial position, meet obligations to stakeholders and tax authorities, and minimize 

the risk of non-compliance. 

Please note that the details provided are based on general principles and practices of financial reporting 

and tax regulations as of my knowledge cutoff in September 2021. Specific situations may require 

consultation with accounting professionals or tax advisors to ensure compliance with current accounting 

standards and tax laws. 

 

XI. Conclusion 

The report states that there may be questionable practices involving insurance companies and 

healthcare providers.  

A. Overview of Potential Unethical Practices: 

The report suggests that some insurance companies and healthcare providers might be participating in 

illicit activities. This could include unlawful agreements for mutual profit, such as kickbacks. Anti-

competitive behaviors such as price fixing, price discrimination, and boycotts might also be taking place. 

Furthermore, the use of 'contractual adjustments' may be serving as an illegal method to write off taxes. 

B. Importance of Understanding the Tax Implications in Healthcare: 

Understanding the interaction between tax regulations and the healthcare industry is crucial for all 

involved parties—patients, providers, and insurers alike. This comprehension facilitates the maintenance 

of ethical standards and transparency in healthcare billing procedures, which can, in turn, foster a fairer 

and more efficient system. Importantly, the specific terms of patient contracts and insurance contracts 

underscore their independent nature. They are standalone agreements, each bearing distinct tax 

implications, devoid of interrelation. 

C. Suggested Measures for Improvement and Compliance: 

To improve the current situation and ensure fair competition, several actions could be taken: 

1. Increased scrutiny of contracts between providers and insurance companies. 
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2. Improved transparency in billing procedures and the financial relationships between healthcare 

providers and insurers. 

3. Strict adherence to tax laws and accounting standards. 

4. Development of robust systems to shield patients from potential financial malpractices. 

D. The IRS did not properly understand or apply the complex regulations that govern the financial 

interactions between healthcare providers and insurance companies. Summary of the issues: 

1. Misunderstanding of Provider Income:  
The IRS incorrectly assumed that the revenue received from the insurance company equated to 
the provider's income.  

2. Ignoring Tax Code Requirements:  
Despite being a specialized industry, healthcare businesses still must follow general tax code 
requirements. It seems that the IRS overlooked this point in their assessment. 

3. Inappropriate Acceptance of Contra Account:  
A contra account, in this context, refers to an account used to record adjustments to the billed 
amounts based on contractual obligations with insurance companies. The IRS should not have 
accepted the use of these accounts without a thorough review and understanding of how they 
were used. 

4.           Failure to Examine Contracts: 
The IRS failed to review the contractual agreements between providers and insurance 
companies, leading to an inaccurate understanding of the financial transactions involved. 

5.           Antitrust Violations and Kickbacks:  
If contracts were properly reviewed, potential antitrust violations and kickbacks could have been 
identified. Antitrust laws promote fair competition and ignoring them can lead to monopolies or 
anti-competitive practices. Kickbacks, which are bribes given to favor certain companies or 
individuals, are illegal and can skew the fair market. 

In conclusion, the case indicates a lack of understanding and thorough investigation on the part of the 

IRS when it comes to the complex financial practices within the healthcare sector. Future audits should 

involve more extensive reviews of contracts and financial practices to ensure that tax assessments are 

accurate and fair. By focusing on these areas, stakeholders can work towards a healthcare system that 

promotes honesty, fairness, and efficiency. Adherence to legal and ethical norms is vital for the stability 

and trustworthiness of the healthcare system. 
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