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Knowing future challenges, pitfalls 
and opportunities would make 
financial planning easier and more 
efficient. It’s necessary for health 
care and community leaders to plan 
for multiple scenarios and outcomes 
for the financial health of their 
community health centers. This is 
especially true when a new White 
House administration ushers in 
policy changes.

Important health center drivers of 
financial sustainability will likely 
change as the new administration 
has made significant promises; 
however, the specifics are unclear. 
Inarguably, health centers are vital 
to our national health care system, 
as they’re the main safety net pro-
viders. But even with their critical 
mission to serve communities, com-
munity health centers aren’t 

immune to governmental policy 
effects. Thus, preparing for these 
possible changes will be critical to 
sustaining health center operations.

Current Environment
Congressional action in the near 
term could reduce Medicaid reim-
bursement, change or eliminate the 
health insurance exchanges and/
or decrease grant funding. These 
changes could have significant 
implications for health centers; they 
have enjoyed favorable status in 
the past, but that isn’t guaranteed. 
Organizations should evaluate their 
financial position within possible 
scenarios. With finite government 
dollars and the rotation of elected 
officials, spending priorities change. 
Health center leaders are responsi-
ble for preparing their organizations 
to respond proactively to change.
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Decreasing Revenues
By looking for potential pitfalls in 
key areas, health center leaders can 
take an active role in protecting 
their organization and fulfilling its 
mission by planning for possible 
revenue decreases.

n Reduced governmental grants 
Agencies may be directed to 
reduce grants, eliminate funding 
increases or discontinue  
programs altogether.

n Reduced Medicaid and other 
payer reimbursements 
Many state legislatures and 
governors are supportive of 
Congress enacting structural 
changes to Medicaid in order to 
provide states with more control 
over determination of eligibility, 
services and/or reimbursements 
to providers.

 Congressional action repealing 
and/or replacing the Affordable 
Care Act could affect Medicaid 
expansion and/or patients having 
insurance through the exchanges. 
This would have a negative finan-
cial impact on community health 
centers. Patients losing insurance 
coverage could become sliding 
fee patients. Individuals who 
previously visited other doctors’ 
offices may choose the health 
center because of the sliding  
fee program.

n Changes in payer mix  
Payer mix is financially signifi-
cant as the amount of cash inflow 
per patient visit is primarily 
determined by a patient’s payer 
source: Medicare, Medicaid, 
private insurance or self-pay. 
Assuming the number of patients 
remains the same, a change in 
payer mix can have a dramatic 
effect on a health center’s  
financial health.

Actively monitoring these chang-
es monthly will help the center’s 
leadership to anticipate the effect on 
collections and react proactively by 
identifying and addressing short-
falls. Health centers face difficult 
decisions when a source of funding 
is reduced or eliminated.

Take for example, the following 
scenario: A health center’s opera-
tions are barely breaking even when 
a large portion of an important 
grant for its operations is reduced 
and the community’s needs remain 
unchanged. 

The health center must make tough 
decisions:

n Does the program continue with 
funding from other sources?

n Should the program be scaled 
back or discontinued?

n Will this particular program’s 
continued operation put the 
entire health center at  
financial risk?

Before being forced to make tough 
decisions, the health center’s 
management team should carefully 
consider what additional revenue 
sources may be available.

Proactively Prepare 
Community health centers aren’t 
solely at the mercy of Congress. 
Their leaders should consider  
these controllable areas: 

1. Coding and billing—the health 
center may be missing out on 
reimbursement:

n Are all provided services being 
appropriately billed?

n Are providers properly coding  
claims in order for the health 
center to be reimbursed at the 
appropriate level? 

2. Customer service—compete for 
third-party insured patients:

n Is the health center’s level of 
customer service competitive? 
Does the health center attract 
patients with third-party  
insurance coverage, and is  
the health center a possible 
choice over competing  
medical practices?
CONTINUED NEXT PAGE
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3. Private foundation grants and 
individual contributions:

n Who are the significant private 
foundations in the commu-
nity and what can be done to 
increase the health center’s 
presence with those organiza-
tions? If the economy im-
proves and investment returns 
increase, then private founda-
tions and individual donors 
may be more willing to make 
contributions to help sustain 
operations.

Ultimately, expenses must align 
with expected revenue sources. 
Eventually, a community health 
center with recurring operational 
losses will close. Accurate financial 
information and careful planning is 
needed to avoid the discontinuation 
of services.

Equip with Knowledge 
and Data
While change can be challeng-
ing, it doesn’t have to be negative. 
Health centers can thrive by using 
information to proactively identify 
and address problem areas. Under-
standing a health center’s strengths, 
weaknesses and financial health 
can help it to face new challenges. 
The potential for reduced funding 
narrows the margin for error and 
widens the effect.

Regardless of the changes, relevant 
and reliable financial statements 
will be critical. The health center 
should ask:

n What departments/locations 
provide positive cash flow, and 
which have losses?

n How will a funding circumstance 
change affect each department 
and the overall bottom line?

Creating these financial forecasts 
and projections will help highlight 
the impact of changes on the health 
center’s operations and inform  
creation of a contingency plan.

Receiving health center grants 
requires a grant budget—the grant 
budget is not a substitute for finan-
cial statements and forecasts. Grant 
budgets typically only look one pe-
riod in advance and aren’t sufficient 
to identify early risks. 

Start Planning for  
Success
Create a template including the 
current financial statements from 
your health center and projections, 
assuming all factors remain stable. 
Add in potential scenarios.

Consider this potential scenario: 
If a health center experiences a 
reduction in future grant awards, 
can it still cash flow operations with 
a reduction in grant money? If not, 
what expenses could be reduced? 
Do the expense reductions being 
considered affect revenue in other 
areas? For example, an eliminated 
provider position will likely affect 
patient service revenue. 

If decreases in funding show a 
service isn’t viable, that service may 
need to be eliminated or scaled 
back. Most health center budgets 
are comprised of 60 percent to 70 
percent salaries and benefits, so it’s 
difficult to trim expenses without 
affecting personnel.

The same type of process would  
be appropriate for changes to  
Medicaid reimbursement or payer 
mix. It’s difficult to know how each 
state will handle changes. Commu-
nity health centers should stay in-
formed to learn about changes early 
and leverage state primary care 

associations and state and national 
industry organizations to under-
stand the changes being considered 
in their states.

Ultimately, changes that impact 
organization cash flows negatively 
may require planned capital proj-
ects and other strategic initiatives to 
be delayed and/or reconsidered.

Preparing Now for a 
Proactive Approach
Community health centers can’t 
afford to wait for details. Their lead-
ers should assemble and develop 
financial sustainability plans. Once 
changes are announced, more detail 
and action can be added to the plan. 
Health centers should be prepared 
to amend strategies as new ideas 
for improvement are identified and 
remember that a poorly executed or 
delayed plan will fail.

Community health centers can 
thrive amidst uncertainty; their mis-
sion and commitment to employees, 
patients and communities is vital. u

This article is for general infor-
mation purposes only and isn’t 
to be considered as legal advice. 
Applying this information to your 
particular situation requires care-
ful consideration of your specific 
facts and circumstances. Consult 
your BKD advisor or legal counsel 
before acting on any matter cov-
ered in this update.
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