Module 6 Section 1
How Healthcare Is Paid for in the United States

Course Description
The U.S. healthcare system operates through multiple parallel payment models—Medicare, Medicaid, commercial insurance, and managed care—each with its own eligibility rules, reimbursement methods, coding requirements, and compliance standards. This module provides developers, designers, and healthcare professionals with a clear, structured understanding of how these systems function and why they influence nearly every aspect of clinical documentation, billing workflows, and software design. Learners will explore how Medicare’s four parts work, how payer rules drive data requirements, and how payment structures impact patient journeys across different care settings. By mastering these fundamentals, participants will be better equipped to build accurate, compliant, and interoperable healthcare technology.

Learning Objectives
By the end of this module, learners will be able to:
1. Explain how major U.S. healthcare payers influence eligibility, reimbursement, and documentation.
2. Describe the roles of Medicare Parts A, B, C, and D in how care is billed and paid.
3. Identify the key data elements needed to support accurate, compliant billing workflows in MyNursePal Pro.

Introduction:
The United States has one of the most complex healthcare financing systems in the world. Unlike countries that operate under a single national model, the U.S. blends public programs, private insurance, and managed-care arrangements, each with its own rules, workflows, and reimbursement structures. As a result, multiple payment systems coexist simultaneously, influencing every part of care delivery—from how patients access services, to how providers document them, to how organizations receive payment.
At the heart of this complexity is the fact that U.S. healthcare is not one system—it is many systems operating in parallel. Medicare, Medicaid, commercial insurance plans, and managed-care organizations all reimburse care differently. Each payer determines its own standards for:
· Eligibility: Who qualifies for coverage and under what conditions
· Reimbursement: How providers are paid (flat rates, capitated payments, per service fees, cost-based formulas)
· Documentation: What data must be captured and submitted to receive payment
· Compliance: What rules organizations must follow to avoid denials, penalties, or audits
These differences are not abstract; they shape every clinical workflow, billing process, and technology requirement within U.S. healthcare. A hospital, home health agency, private physician office, or community-support program may care for the same patient—but each setting must follow entirely different billing rules depending on the payer.
For example, a patient receiving a hip replacement in a hospital is reimbursed under Medicare Part A using a fixed Diagnosis-Related Group (DRG). The same patient, once discharged, may receive home health care under Patient-Driven Groupings Model (PDGM), outpatient therapy under Medicare Part B, pharmacy benefits under Part D, or managed-care authorizations if enrolled in a Medicare Advantage plan. Each part uses separate codes, documentation standards, and system integrations.
This multi-layered structure creates unique challenges—and opportunities—for anyone working in health technology. For developers, analysts, and designers, understanding how healthcare is paid for is foundational to building systems that are:
· Accurate (capture required billing and clinical data)
· Compliant (meet federal, state, and payer rules)
· Interoperable (integrate with EHRs, clearinghouses, payers, and EVV systems)
· Efficient (reduce errors, denials, and manual rework)
In this course, we break down the U.S. healthcare financing landscape into its core components—Medicare, Medicaid, private insurance, and managed care—and explain how each system influences documentation, coding, claims processing, and payment. You will learn not only who pays for care, but how they pay for it, why they require certain data, and how these requirements translate into the design of modern healthcare workflows and software.
By the end of this course, you will have a deep understanding of the reimbursement models and regulatory frameworks that shape the U.S. healthcare system—knowledge that is essential for anyone building, using, or optimizing healthcare technology.
Because the U.S. blends public and private programs, multiple payment systems coexist. Each determines eligibility, reimbursement rates, and documentation requirements.
1. Medicare
Medicare is a federal health insurance program managed by the Centers for Medicare & Medicaid Services (CMS). It primarily serves individuals aged 65 or older, as well as some younger people with disabilities or end-stage renal disease (ESRD), which requires regular dialysis or a kidney transplant.
You can think of Medicare as consisting of four related parts: Parts A, B, C, and D. Each part offers coverage for different types of care and has its own set of billing rules and regulations. Together, these components are crucial to the way U.S. healthcare finances hospitals, home health services, hospice care, and other related expenses.
Part A — Hospital Insurance
What it covers:
· Inpatient hospital stays
· Skilled nursing facility (short-term rehab after hospital)
· Hospice care
· Some limited home health services
How it works:
· Most people get Part A for free because they paid Medicare taxes while working.
· When a patient is admitted to a hospital, the facility is reimbursed under a Diagnosis-Related Group (DRG) — a pre-set payment amount based on the diagnosis and procedures.
Developer Relevance:
· Hospital and post-acute care modules must capture:
· Admission/discharge dates
· Primary and secondary diagnoses (ICD-10 codes)
· Procedures and length of stay
· DRG data drives billing exports and reporting, so clean, structured data from EHR integrations is essential.
Example:
If a patient has a hip replacement (DRG 470), Medicare Part A pays a fixed rate for that diagnosis, not for every test or X-ray performed.

Part B — Medical Insurance
What it covers:
· Outpatient services (doctor visits, clinic visits, tests, imaging)
· Preventive care (flu shots, checkups)
· Durable medical equipment (wheelchairs, oxygen)
· Some home health care (if the patient meets criteria and isn’t covered by Part A)
How it works:
· Patients pay a monthly premium for Part B.
· Providers are reimbursed on a per-service basis, using CPT (Current Procedural Terminology (CPT) codes.
· Medicare Part B typically covers 80% of the approved amount, and patients are responsible for paying the remaining 20% (coinsurance).
Developer Relevance:
· Outpatient or community-care modules must store service-level data (CPT codes, provider NPI, time, place).
· APIs must handle real-time eligibility checks to confirm Part B coverage.
· Data models must link each encounter to a billable CPT code for accurate claims.
Example: When a doctor requests an X-ray and a follow-up appointment, each service is assigned a separate billing code under Part B.

Part C — Medicare Advantage (Managed Care Option)
What it is:
Part C is Medicare offered through private insurance companies that contract with CMS.
It combines Parts A, B, and often Part D (drug coverage) into one managed plan.
How it works:
· Beneficiaries choose a private plan (HMO or PPO) that provides all standard Medicare benefits.
· CMS pays the insurance company a set monthly amount per enrollee (capitation).
· The private insurer then manages payments to doctors, hospitals, and other providers.

What Is an HMO?
An HMO (Health Maintenance Organization) is a type of health insurance plan that provides healthcare services through a restricted network of doctors, hospitals, and clinics. Members must use these in-network providers to receive coverage, except in emergencies.
HMOs are one of the most common forms of managed care, designed to control costs while ensuring coordinated and preventive healthcare.

Key Features of an HMO
1. Network-Based Care
Members must receive care from:
· In-network primary care providers (PCPs)
· In-network specialists
· In-network hospitals and clinics
Out-of-network care is not covered, except:
· Emergencies
· Rare approved exceptions

2. Primary Care Provider (PCP) Requirement
Every member chooses a PCP, who serves as:
· The main point of contact
· The coordinator of all care
· The gatekeeper for referrals

3. Referral Requirement
To see a specialist, the member must get a referral from their PCP.
Example:
A cardiology visit requires:
· PCP appointment → referral → specialist visit
This system helps reduce unnecessary specialist care.

4. Lower Costs
Because care is tightly managed, HMOs typically offer:
· Lower monthly premiums
· Lower out-of-pocket costs
· Predictable copays
But with less flexibility compared to PPOs.

Pros and Cons
Benefits
✔ Lower cost
✔ Strong focus on prevention
✔ Coordinated care
✔ Simplified billing within the network
Limitations
✘ Limited provider choice
✘ Requires referrals
✘ No out-of-network coverage (mostly)
✘ Can delay specialist access

HMO in Managed Care Context
HMOs are designed to:
· Reduce unnecessary services
· Improve preventive care
· Control overall spending
· Coordinate services through PCP oversight
They are common in:
· Medicare Advantage (Part C)
· Employer-sponsored plans
· Medicaid managed care
What Is a PPO?
A PPO (Preferred Provider Organization) is a type of health insurance plan that offers greater flexibility in choosing doctors and hospitals. Unlike an HMO, members can see any provider, both in-network and out-of-network—although out-of-network care costs more.
PPOs are one of the most common private insurance models and are widely used in employer-sponsored health plans.
Key Features of a PPO
1. No Referral Needed
Members can see specialists without a referral.
Example:
You can schedule a cardiologist or dermatologist on your own—no PCP approval required.

2. Large Provider Network
PPOs contract with a wide range of:
· Physicians
· Hospitals
· Specialists
· Clinics
This gives members more freedom to choose.

3. Out-of-Network Coverage
Unlike HMOs, PPOs pay for out-of-network visits, but at a lower rate.
Example:
· In-network: 20% coinsurance
· Out-of-network: 40% coinsurance + higher deductible
This flexibility is the main reason people choose PPOs.

4. Higher Cost Than HMOs
PPOs generally cost more because they offer more freedom and less oversight:
· Higher monthly premiums
· Higher deductibles
· Higher out-of-pocket costs

Pros and Cons
Benefits
✔ No referrals needed
✔ Large national networks
✔ Out-of-network care allowed
✔ Easier access to specialists
Limitations
✘ Higher premiums
✘ Higher deductibles
✘ Less coordinated care
✘ Potentially more paperwork for members

PPO vs. HMO (Quick Comparison)
	Feature
	HMO
	PPO

	Referrals needed?
	Yes
	No

	Out-of-network allowed?
	No (except emergency)
	Yes

	Cost
	Lower
	Higher

	Flexibility
	Low
	High

	Coordination
	Strong PCP role
	More independent




Developer Relevance for Managed Care :
· Managed care systems rely on authorization workflows (pre-approvals before services).
· MyNursePal Pro must support payer-specific APIs, since each Medicare Advantage plan has its own billing and documentation rules.
· Developers must ensure data mapping flexibility, as each insurer’s requirements differ (e.g., extra claim fields, plan IDs).

Example: scenario for managed care 
A nurse working for a home health agency may need to submit visit notes to Humana Medicare Advantage, rather than directly to CMS, so the documentation must meet the insurer’s custom portal format.

Part D — Prescription Drug Coverage
What it covers:
· Helps cover the cost of prescription medications, vaccines, and certain medical supplies.
· Offered by private insurance companies approved by CMS.
How it works:
· Patients enroll in a separate Part D plan (or it’s bundled with Part C).
· Plans have formularies — lists of approved drugs — and tiers that determine patient costs.
· Medicare pays the plan, which in turn pays pharmacies for medications.
Developer Relevance:
· EHR integrations and medication modules must support drug formulary lookups.
· Systems should flag if a prescribed medication is covered under the patient’s Part D plan or needs prior authorization.
· Maintain NDC (National Drug Code) and dosage data for billing and clinical accuracy.
Example:
If a hospice nurse prescribes pain medication, the pharmacy bills the Part D plan; however, hospice documentation (from MyNursePal Pro) must clearly indicate that the medication is related to symptom control.

Bringing It All Together — Why Developers Should Care
	Medicare Part
	Type of Care
	Who Pays
	Documentation & Data Requirements
	MyNursePal Pro Connection

	A
	Inpatient, skilled nursing, hospice, and limited home health
	CMS directly
	ICD-10 diagnosis, DRG grouping, discharge data
	Hospital/LTC integration, compliance checks

	B
	Outpatient, physician, therapy, equipment
	CMS (80%) + Patient (20%)
	CPT codes, provider IDs, service-level data
	Encounter tracking, billing integration

	C
	Managed Medicare (private insurers)
	CMS pays insurer (capitation)
	Varies by plan; must meet insurer documentation rules
	Flexible payer mapping, preauthorization workflows

	D
	Prescription drugs
	CMS via private drug plan
	Drug codes, dosage, formulary verification
	Medication module integration, pharmacy reporting






In Summary
For developers and designers, Medicare’s four parts translate into different data structures, workflows, and APIs.
Each part has its own:
· Payment logic (flat rate, per service, capitation, or formulary),
· Documentation rules (ICD codes, CPT codes, OASIS assessments, or medication data), and
· Compliance risks (incomplete documentation = denied claims).
MyNursePal Pro must therefore:
· Store payer and coverage details at the client level,
· Adapt its billing logic to the correct Medicare part, and
· Ensure interoperability with both CMS and private Medicare Advantage plans.

Patient Journey Example: “Mrs. Lee”
Mrs. Lee is a 68-year-old Medicare beneficiary who falls at home and breaks her hip. Her journey through care illustrates how the four Medicare parts are interconnected, and how MyNursePal Pro supports each transition.
Flow Diagram Narrative
Step 1 – Hospitalization (Medicare Part A)
· Mrs. Lee is admitted to the hospital for surgery.
· The hospital bills Medicare Part A using a DRG (Diagnosis-Related Group).
· MyNursePal Pro: interfaces with hospital EHRs to receive discharge summaries and nursing notes for continuity of care.
Step 2 – Skilled Nursing Facility / Rehab (Medicare Part A)
· After surgery, she moves to a skilled nursing facility (SNF) for 20 days of rehabilitation.
· SNF services are still paid under Part A.
· MyNursePal Pro captures therapy notes, ADL tracking, and care plan progress for compliance.
Step 3 – Home Health Care (Part A or B via PDGM)
· When she returns home, she receives home health nursing and therapy.
· If her care continues after the hospital stay, it’s covered under Part A (PDGM).
If she starts home health later, it may fall under Part B.
· MyNursePal Pro: uses OASIS assessments, visit scheduling, and electronic visit verification (EVV) to support compliant billing.
Step 4 – Outpatient Follow-Up (Part B)
· Mrs. Lee visits her orthopedic surgeon and primary-care physician.
· Each appointment is billed under Medicare Part B using CPT codes.
· MyNursePal Pro: ensures provider documentation and coding map correctly to encounter data.
Step 5 – Medication Management (Part D)
· Her prescriptions (for pain management and antibiotics) are filled at a pharmacy.
· Covered through Medicare Part D.
· MyNursePal Pro: integrates medication lists, formulary checks, and allergy tracking.
Step 6 – Optional: Medicare Advantage (Part C)
· If Mrs. Lee had chosen a Medicare Advantage Plan, all these services (A, B, and D) would be bundled under her private insurer.
· The insurer receives a monthly payment from CMS and manages authorizations.
· MyNursePal Pro: supports payer-specific documentation and preauthorization workflows.

Visual Summary Table
	Medicare Part
	Type of Coverage
	Example Service in Mrs. Lee’s Journey
	Who Pays
	MyNursePal Pro Touchpoints

	Part A
	Inpatient & post-acute care
	Hospital stay → SNF rehab
	CMS (fixed DRG rate)
	Admission data, discharge planning, care plans

	Part B
	Outpatient & physician care
	Surgeon follow-up, X-rays
	CMS 80% + patient 20%
	Encounter notes, CPT code mapping

	Part C
	Managed care bundled option
	All services via private insurer
	CMS → Insurer (capitation)
	Payer API integration, authorization tracking

	Part D
	Prescription drugs
	Pain medication, antibiotics
	CMS via drug plan
	Medication module, formulary lookup



Developer Takeaways
· Different parts = different data logic.
Each Medicare part determines what data must be captured (diagnosis codes, CPT codes, visit timestamps, drug NDCs).
· Workflow design affects payment.
MyNursePal Pro must prompt nurses and staff to complete required fields before billing.
· Integration is essential.
APIs must integrate with hospitals, payers, and pharmacies to facilitate the seamless transfer of patient data throughout the continuum of care.

