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EXECUTIVE SUMMARY

Over a quarter of a trillion dollars is unaccounted for in the hospital payment system. These costs are
hidden from the Centers for Medicare and Medicaid Services (CMS) price transparency requirements’
although they are directly linked to each patient and associated with quality of care, clinical outcomes,
and patient satisfaction of all hospitalized patients. This is the care and associated costs provided by
registered nurses (RN) in hospitals across the country.

For nearly 100 years, hospital nursing care has been billed as room and board.’This hides the natural
variability in nursing care hours and costs delivered to individual patients. Current hospital price
transparency efforts do not recognize care delivered by RNs.** This lack of transparency creates
incentives for hospitals to decrease nurse staffing in order to reduce overall costs of care and improve
profit margins.” This can lead to a reduction in quality of care for hospitalized patients and less than
optimum clinical outcomes and higher patient care costs.®

This policy brief addresses these issues in detail and provides remedies to modernize the hospital
payment system to identify the price and reimburse hospitals for the actual nursing care provided to
each patient and to include this care in emerging federal hospital price transparency and value-based
purchasing models.

Key Points

* Without a price, nursing care is not represented in the hospital pricing requirements * Without a

price, nursing care cannot be measured within the current and proposed value-based and bundled

payment models

* Nursing care is one of the largest cost leaders in healthcare, especially in acute inpatient care
settings

* Nursing care varies differently than medical care, therefore the current payment models do not
adequately account for the variability, intensity, cost, or impact of nursing care on clinical
outcomes of patient care or overall quality and performance of RN staff

The Commission for Nurse Reimbursement is a private non-profit corporation under IRS Section 501(c)(3). The material
presented in this brief is for educational purposes only and should not be construed as lobbying or political action
activities.



POLICY ISSUE

In 2024, an estimated 1,749,320 registered nurses (RN) worked in US hospitals accounting for 29.6% of
all hospital employees (Table 1).” Of the $890 billion dollars expended for hospital labor in 2024 (56% of
hospital operating expenditures), nurses made up 29.9% of total hospital labor expenses or $266 billion
dollars expended annually.®® These significant costs are not included in the hospital chargemasters or in
hospital pricing transparency requirement.'%*!

The traditional method for accounting for hospital nursing care is to subsume total nursing costs and care
hours within a daily room charge as a fixed cost despite nursing direct care hours and costs being highly
variable.>* Nursing care, despite being one of the largest costs of care, has no price. However, ancillary
billing for treatments, pharmaceuticals, lab tests, radiology, etc. are charged in detail for each patient.”>**

Key Points

* The payment to hospitals and other providers does not accurately reflect the actual nursing care
provided to each patient.”*®

* Considering the current regulations for hospital price transparency, 45 CFR Part 180 § 180.50 (a)
(1) A hospital must establish, update, and make public a list of all standard charges for all items
and services online in the form and manner specified in this section,'” are hospitals out of
compliance with regard to lack of nursing care pricing data?

* Since nursing care is one of the largest operating costs in hospitals, there is a strong economic
incentive for hospitals to reduce the amount of nursing care each patient receives. Hospitals do
this by having nurses care for more patients during a shift, known as nurse-to-patient
assignment. As nurses care for more patients direct nursing care hours decrease which lowers
the marginal cost of nursing care, often measured as nursing hours and costs per patient day.*®
When hospitals increase nurse to patient assignments — lowering direct nursing care hours,
hospitals do not decrease the daily room charge.

* High nurse-to-patient assignments increase nurse workloads that can:

- Increase the risk of hospital deaths, hospital length of stay and overall costs of care.’**

— Decrease the quality of care where patients are at increased risk of hospital acquired
infections, falls, and skin breakdown.??%*

— Lower nurse clinical performance as nurses do not have enough time to carry out all the
needed care in a high acuity environment.>%’

- Increase nurse dissatisfaction with the work environment, creating high levels of nurse
turnover increasing costs of hospital care.>***!

POLICY REMEDIES

To address the concerns above, and to provide a policy strategy to modernize hospital payment and price
transparency to reflect the actual nursing care delivered to each patient,>*** the following strategies
should be considered:

* Separate nursing care hours and costs from the daily room charge and bill as a separate chargeable
item based on actual direct care nursing hours and associated cost

* Align hospital payment for the actual nursing care provided to patients
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* Collect all submitted daily hospital nursing charges and direct care hours to create a national

database of nursing data across all participating hospitals and across all patient diagnosis and
Diagnosis Related Groups (DRG).

These strategies address two separate issues for hospital billing and price transparency. The first is to
create a charge capture method that identifies the direct care hours provided by RNs for each patient.
The second is to adopt the nursing charge and direct care hoursinto the Inpatient Prospective Payment
System (IPPS) separate from the current DRG cost weight.>*3®

Separate Billing for Nursing Care per Patient

The core argument to separate out nursing from a daily room charge is that nursing care varies across
multiple patients and even across time for the same patient.>’ The daily room charge is a set fee that
does not vary by patient or day of stay.?® All patients within an inpatient room charge are billed as
receiving the same (or average) nursing care. This logic is inherently flawed as nursing care could vary by
several hours across multiple patients admitted to an inpatient unit.>* This leads to charge compression
where some patients receive less nursing care than average, other receive more nursing care than
average based on the room charge.*® Removing nursing care out of the daily room rate as a separate
charge would improve payment accuracy and minimize charge compression.™

In the current Inpatient Prospective Payment System (IPPS), each patient is assigned a DRG on discharge
for all care provided during hospitalization.>** A DRG cost weight is assigned for each DRG which includes
all costs and resources expended for patients. Each DRG weight represents the average resources
required to care for cases in that DRG, relative to the average resources used to treat cases in all DRGs.*
With nursing direct care costs representing a large percentage of hospital expenditures, small
differences in direct nursing care hours per patient will have a disproportionate effect on total cost of
care that is not reflected in the existing DRG cost weight.

For hospitals and other inpatient settings that use the IPPS, a potential remedy to recognize nursing care
in the billing system is to separate out nursing care from the daily room charge using an existing National
Uniform Billing Code (NUBC)* 023x as the primary means allocate nursing care hours and charges per
day for each patient (Figure 1).**** This is consistent with the original model of the DRG based IPPS
(Figure 2).** The original DRG design created a separate nursing cost center and independent nursing
cost weight within each DRG. To be consistent with the original DRG model, a separate nursing cost
center and an independent nursing cost weight for each DRG and for each hospital would increase
accuracy of the reimbursement and provide important information about the differences in nursing care
per patient and across hospitals. In a modernized DRG IPPS model, nursing time and costs are separate
from the existing DRG cost weight to create a Nursing Case Mix Index (NCMI) representing the variable
costs and hours of nursing care allocated per patient and expressed within each DRG.

A key question is how to collect patient level nursing time and costs without adding additional burden on
the nurses for data collection or introduce more complexity into the hospital finance system.* One
available method to minimize this burden is to use readily available unit level average nursing cost data
and use these as the primary metric for direct nursing care. Hospitals typically collect these summary
data either monthly or quarterly measuring nursing hours per patient day (NHPPD) and nursing costs per
patient day (NCPPD).*® The NHPPD can be used as the unit level mean for patients in the respective room
cost center linked to the nursing care billing code. The NCPPD can be used as the basis for pricing nursing



care. The availability of existing patient level nursing hours and costs will aid the national
implementation of an inpatient nurse billing model as well as achieve a goal of pricing transparency and
accuracy.
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There is a issue regarding adding other itemsto the current hospital billing process. With the large
number of existing items in the hospital chargemaster, a single or small addition of new billing charges
would likely be insignificant. For example, University of North Carolina Hospital is a 1000+ bed academic
medical center located in Chapel Hill, NC. In the publicly available price transparency data, there are
158,475 individual line items of which there are no inpatient nursing chargeable items and only one
outpatient relevant nursing charge: Outpatient Nurse Visit, available charge [CPT Code 99211: HC].*
Adding a small number of nursing related codes to the chargemaster would add little administrative
burden and improve overall price transparency of nursing care in our nation’s hospitals.

Aligning Hospital Payment for Actual Nursing Care Provided

One of the core policy goals of modernizing hospital billing and reimbursement using unique nurse billing
methods is to create incentives for hospitals to achieve optimum levels of nursing care based on the
patient’s needs.*® In the existing model, nursing care represents one of the single largest expenditures for
care. Therefore, there is a strong bias towards cutting nursing care through higher nurse-to-patient
assignments. This lowers the cost of nursing care per patient (NCPPD) but also decreases the amount of
direct care hours per patient (NHPPD).*>* This billing strategy may increase economic efficiency, but
decreases care effectiveness and nurse clinical performance and decreasing the overall value of acute
care.”® For example, in Case Study 1 (Appendix), in a typical hospital intensive care unit (ICU) nurse-to
patient assignments are 1:2, that provides 6 hours of care in a 12 hour shift for each patient. If staffing
levels do not permit this, some hospitals will require nurses to care for more than 2 patients. An ICU
nurse caring for 3 patients would provide only 4 hours of care per patient (2 hours less per shift or 4
hours less per patient day). At a wage of $50/hr. that reduces the direct nursing cost of care by $200 per
patient day not including benefits, shift differentials, and other indirect costs. This could lead to
thousands of dollars decrease in costs per inpatient unit per day and if decreased nurse staffing is
implemented across a hospital, it could potentially result in millions of dollars in nursing labor cost
savings to the hospital.”® As noted, hospitals do not decrease the daily room rate when less nursing care
is provided. Payers, in particular CMS, may be paying more for nursing care with it embedded in the
daily room charge than if it were billed separately for the actual care delivered.?®

Removing nursing care from the daily room charge and billing it separately based on the actual direct
care hours and costs (price) will provide a policy mechanism to adjust payment based on the actual
nursing care delivered.’* This will change the dynamic between payer and provider in that hospitals that
give less nursing care will receive less payment creating an incentive to improve nurse staffing and
direct care hours to achieve better patient outcomes of hospitalization.?*>*

Collecting Patient Level Nursing Data to Create National Database

The last component for modernizing hospital price transparency and hospital payment is to use the new
nurse billing data to create a separate Nursing Case Mix Index. Adding a charge for direct nursing care
hours and prices linked to the DRG would allow a wide range of previously unavailable analysis and
comparisons.

* Improved and more accurate cost finding for nursing care®



* Ability to link patient level nursing time and cost to each MS-DRG>’
* Ability to analyze patient level nursing care with quality and clinical outcomes of care®e
Inclusion of nursing care in value-based payment and bundled payment models*® s More

robust financial analysis of nursing care.>®

Other Issues Related to Direct Nurse Billing Models

The focus of this policy brief is directed toward hospital price transparency and inpatient billing and
reimbursement models. However, nursing care occurs in all healthcare settings. For inpatient settings
such as acute care, psychiatric hospitals, long term acute care, inpatient rehab and hospice settings, and
skilled nursing facilities, nursing care is provided continuously from admission to discharge. Use of
nursing direct care hours works well in capturing nursing care time and costs for each patient. In other
settings nursing care is provided in an episodic manner such as ambulatory and primary care, home
health care. Occupational health, and various other settings where patients are seen over a short period
of time.

From a hospital transparency standpoint, capturing the direct nursing care hours per patient and
identifying the price based on nursing costs is a new and significant improvement in hospital pricing
policy. Direct care nursing time identifies how much nursing care was delivered but does not capture the
actual activities and interventions provided to each patient during hospitalization. A more robust
approach is to use existing and new codes for such nursing activities.

Current Procedural Terminology (CPT) codes®®®® are widely used throughout all healthcare settings.

Advanced Practice Registered Nurses (APRN) and Certified Registered Nurse Anesthetists (CRNA).** Could
an adaptation or creation of new CPT codes or Healthcare Common Procedure Coding System (HCPCS)
codes® be used for RN care?

CPT or HCPCS codes work well when nursing care is episodic for example, emergency department,
ambulatory care, primary care, etc.*’ These codes can be used to identify discrete activities, actions,
interventions, or procedures provided to patients by RNs or licensed practical nurses (LPN).%* Oregon has
instituted RN billing for Medicaid patients.® The North Carolina Institute of Medicine recommends using
CPT code for RN billing in NC care setting.®® These nascent efforts illustrate the ability to use these code
sets to identify the contribution of nurses to patient care in many settings and improve overall payment
accuracy.

The use of CPT or HCPCS codes for nursing in hospitals would be similar to the existing codes for physical
and occupational therapy.®® Such an approach would add a robust accounting of the activities,
procedures, and interventions provided to each patient during hospitalization. However, adding new RN
specific codes would likely be complex and time consuming to develop and maintain. There is also an
administrative burden to collect these codes for including in the hospital billing cycle.** Using CPT/HSPCS
codes to document and price nursing care would produce a more accurate bill. It would be more difficult
to determine the actual price for each nursing related code or estimate a time reference to calculate
nursing intensity that could be linked to staffing patterns or quality and outcomes of nursing care. The
benefits of using CPT/HCPCS codes for nursing are that they could be used in all healthcare settings and
the collected data would provide greater insights on patient level nursing costs and resources that could
be used in value-based purchasing and bundled payment models.

SUMMARY POINTS

* Hospital nursing care represents one of the largest expenditure of professional healthcare



resources, estimated at approximately a quarter trillion dollars per year. These costs and
resources are not recognized in the payment system or hospital price transparency
requirements.

* Nursing care is currently subsumed within the hospital daily room charge. This treats all patients
as having the same level of nursing care. This is a false assumption and the lack of a price for
nursing care makes the current hospital pricing transparency requirement inaccurate. Lack of

pricing or patient level nursing care costing data hides important and clinically
meaningful information needed to design value-based purchasing models.

* The modernization of the current hospital payment system can be accomplished by collecting
patient level nursing care time (nursing intensity) and price data to be included in the
hospital pricing transparency policy.

* Paying hospitals for the actual nursing care delivered will have additional benefits of decreasing
costs to payers and improving overall quality and outcomes of care though optimization of
nursing care.

The takeaway message is there are significant deficits in the current healthcare finance system by not
accounting for nursing care — the single most utilized resource provided to patientsin hospitals. This
results in an imbalance whereby ancillary services are the primary driver of healthcare payments, and
the professional nursing labor associated with care is ignored. This is a fundamental issue in the
payment system that can and should be addressed by policy makers and payers.
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Table 1 Calculation of US Hospital Nursing Costs

American Hospital Association Data 2024.%°
Total hospital Labor Costs (billion) $890B
Labor as a percentage of hospital expenditures 56%

US Bureau of Labor Statistics data 2024’

Total hospital labor personnel1 6,538,060

Total hospital healthcare practitioners 3,693,210
Total hospital registered nurses (RN)' 1,749,320

RN as a % of all hospital personnel 29.9%
RN as a % of all hospital healthcare practitioners 47.4%

RN component of hospital costs (billion) * $266B
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Footnotes:

*The US Bureau of Labor Statistics reports labor personnel as a Full Time Equivalent (FTE) not as separate
full-time and part-time employees.

TRNs working in hospitals provide 24 hour staffing every day of the year.

%9% of RN total hospital employees x total hospital labor costs

Figure 1 Selected Sample of National Uniform Billing Codes for Hospital Room Charges*
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Rewvenue
Code

Description

13
114
113
L
"7
&
e
120
130
140
150
160
170
1890
200
210

230 Incremental Mursing Charge

Room & Board - Private (One Bed) - Pediatric
Roocm & Board - Private (QOne Bed) - Psychiatric
Room & Baard - Private (One Bed) - Hospice
Roocm & Board - Private (Gne Bed) - Detoxification
Room & Baard - Privabe (One Bed) - Oncology
Room & Board - Private (Qne Bed) - Rehakbilitation
Roaom & Board - Private (One Bed) - Othes

Room & Board - Semi-private [ Two Beds)

Rocm & Board - Semi-private - Thres and Four Beds
Room & Board - Deluxe Privata

Room & Board - Ward

Room & Board - Other

Murserny

Subacute Care

Intensive Care Unit

Coronary Care Unit

Figure 2 Nursing Case Mix Adjustment of the Original DRG Model**
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Figure 2:
Typical Hospital Chart of Accounts with Examples
of the Overhead and DRG Allocation Statistics
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Figure 1 Nurse Direct Care Hours by Hospital Day of Stay*’
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This
figure shows direct care hours provided by registered nurses (assigned demand hours) from 6 randomly
selected patients at an academic medical center. Each line represents the direct nursing care hours for
one patient over the length of stay measure at the shift level for either 15 or 30 shifts. The high
degree of variability of direct nursing care hours indicates unique patient nursing care needs by day of
stay. This provides evidence that traditional means of estimating direct nursing care hours using
average hours per patient day, hide important and highly variable differences and changes in patient
needs for nursing care.
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Hospital A, a regional medical center and trauma center, has struggled to maintain adequate
experienced nurses in their critical care unit. The normal staffing assignments are 2 patients assigned
to each nurse during a 12-hour shift. This is equivalent to 6 hours of nursing care on average for each
patient or 12 hours of nursing care per 24-hour day. To keep up with cardiovascular procedures, rather
than close beds due to staffing, the unit manager has direct care nurses take 3 and sometimes on night
shift, 4 critically ill patients. This staffing pattern in the ICU has the following effects:

* Patients: receive only 4 hours of care at a 1:3 nurse staffing assignment, and only 3 hours of
care (half of the expected care) with a 1:4 assignment. This means a reduction in the direct
care hours which can impact clinical effectiveness, such as late medication administration of
antibiotics, less assessments of each patient, delayed pain management, delayed vital signs
and blood draws for labs, just to name a few critical care treatments.

* Nurse: Much higher patient workload leading to burnout, emotional exhaustion, anxiety,

which leads to overall higher nurse turnover rates and difficulty recruiting new nursing
staff.

* Hospital/Facility: Increased economic efficiency as the cost of direct nursing care decreases,
e.g. nursing hours and costs per patient day. This improves hospital margines as the billed
hospital room rate is not adjusted for lower nursing care hours and costs. Money saves: 4-6
hours per day per patient is several hundred dollars per patient day, several thousand dollars
per day for a typical ICU, hundreds of thousands of dollars per year in critical care services
alone and several millions of dollars less in nursing salaries across the hospital

* Payers: are reimbursing care that is not delivered when hospitals reduce nursing staff without
reducing the daily room rate.
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