Chapter 7
Fiduciary Responsibilities
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All health center board members need basic financial knowledge to successfully achieve their duties in protecting the center’s assets, ensuring proper management of income and preserving the center’s mission.  This knowledge enables board members to guide their health center’s future and meet their fiduciary responsibilities.  Health center finance and mission are intertwined; in order to provide health services to meet the organizational mission, the organization’s financial health must also be strong.  

The BPHC Program Expectations define the board member’s fiduciary responsibilities as follows:

· Fiscal Management – a system must be in place to safeguard assets, ensure stewardship of federal funds, maintain adequate cash flows to support operations, assure access to care and maximize revenues from non-federal sources.  
· Accounting and Internal Controls – an accounting and internal control system based upon Generally Accepted Accounting Principles (GAAP) must be in place and designed to accurately reflect the financial performance of the organization.  

· Determining Eligibility for Services - the board must establish the process for determining eligibility of services without regard for a person's ability to pay (sliding fee scale).  Written, board approved, billing, credit and collections policies should address:  a fee schedule for all billable services; a method of discounting fees based upon income and family size; and a system of billing patients and third-party payers within a reasonable time period. 
· Reviewing and Approving the Health Center’s Budget - the budget must attempt to accurately project both the resources available in the coming budget period and the expenditures required to achieve the health center's goals and objectives.
· System to Assure Accountability for Resources – a set of routine financial reports must be generated and reviewed by management and the board on a regular basis.  Reports should reflect the current financial status of the health center and allow for comparisons to past and projected financial position. 
· Independent Financial Audit – the board must ensure an annual independent
financial audit is performed in accordance with federal audit requirements.  
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Board members are custodians not only of the health center’s assets and liabilities, but also of the accumulated efforts of those who preceded them in founding and expanding the organization they now serve.  Board members hold in trust the economic engine that is the health center’s ability to continue to serve the community.  Protecting and enhancing this capacity are the true financial responsibility of health center board members.

[image: image24.wmf]An active board treasurer may be the most important resource in the long-term financial health of the center.  The treasurer communicates financial issues to the board and keeps them updated on health center finances.  In most health centers boards, the board treasurer also serves as the chair of the Finance Committee and reports on financial activity to the board.
While health center financing is very complex, it is important to understand how and at what levels health insurance plans (i.e., third party payers such as Medicaid, Medicare and commercial plans) pay health centers.  Every health center has a standard charge for each service it offers.  Charges are set at levels that are both sufficient to cover the health center’s costs and competitive in its community.  
Very few health plans or patients pay health centers the full amount of the charges billed; instead, they usually pay discounted amounts that are determined in various ways.  For instance, Medicare and Medicaid pay health centers a per-determined amount for each patient visit.  Medicaid uses a methodology called the Prospective Payment System (PPS), which is determined based on a formula.  Some health centers also receive reimbursement for participating in various programs such as case management.  Commercial health plans usually pay health centers either through a fee-for-service plan where the payment amount differs for each service or they pay through a methodology using a per member per month (PMPM) rate.  Regardless of the methodology or pay source, most health plans have features that, in effect, decrease the amount that they pay to a health center for services.
    

Health center patients are either publically or privately insured (Medicare, Medicaid, Blue Cross/Blue Shield, etc.), uninsured or underinsured (i.e., they have health insurance but it does not cover or minimally pays for clinic services).  Depending upon their income, patients may be eligible for a sliding fee scale discount.  The discount is funded by the Community Health Center grant each PHS section 330 facility receives.  The grant helps defray the cost of providing care to uninsured and underinsured patients, but generally is insufficient to cover the cost of providing care to the low income population.  

On a monthly basis the board is responsible for reviewing the financial health of the organization and comparing it with budget projections.  The Financial Accounting Standards Board requires nonprofits to prepare three primary financial statements:  

· Statement of Financial Position (Balance Sheet)
· Statement of Operations (Income Statement)
· Statement of Cash Flows  


When trying to assess the financial health of an organization, one of the most commonly used indicators is measuring budgeted revenue to actual revenue and budgeted expenses to actual expenses.  Significant variations should be studied to determine if there is an internal problem or if new projections should be made based on environmental changes.  A variety of tools and resources are available on-line and in print to help board members understand essential financial information, including the following:

· Basic Guide to Financial Management for Non-Profits:  http://www.managementhelp.org/finance/np_fnce/np_fnce.htm
· Across the Board: “Understanding Essential Health Center Financial Information,” the Virginia Community Healthcare Association, 2008.
· Financial Information Needed by Health Center Boards for Effective Oversite, National Association of Community Health Centers, Financial Management Series, Information Bulletin #8, www.nachc.com

A budget depicts what the health center expects to spend (expenses) and earn (revenue) over a time period.
  Health centers generally measure success not only by the good they do for the community, but also by how well they managed to meet their budget projections.

Fulfilling the mission is the bottom line; balancing the budget makes it possible.
The budget process is complex.  It involves many people, many assumptions, accurate data and, most importantly, a total understanding of the organization.  Management staff and the board must work together in the budgeting process to develop an end product which reflects organizational priorities and acts as a guide for spending and decision making.  The following budget development steps have been outlined by the National Association of Community Health Centers:

Step 1:  Review Historical Information

The first step in the budget process is to conduct a review of program achievements and fiscal performance over the previous year.  Historical experience should be considered which evaluates staffing, provider productivity and patient mix.  

· Staffing - Health centers should review current full time equivalent (FTE) positions and salaries, as well as planned changes in staffing.  In reviewing historical staff costs, it is important to understand the impact of the employee vacancy rate in the historical period. 
· Provider Productivity – Understanding the number of visits per FTE allows the health center to assess if the agency is operating at capacity or if additional visits can be added without hiring additional clinicians.  If productivity in the historical period was lower than expected, it is necessary to understand the underlying causes before projecting higher productivity in the budget.  

· Patient Mix - Medicaid typically pays substantially higher amounts per visit than other payors.  In addition, Medicare reimbursement per visit is typically higher than that from commercial or self-pay patients.  Thus even a small shift in visit payor mix will have a large impact on the health center’s revenue.  Understanding what is driving the payor mix, and what short and long term trends are is essential to accurately projecting revenue going forward.
Step 2:  Develop Visit Assumptions

The number of visits performed by the health center will drive both revenue and expenses.  The visit projection links directly to provider staffing and productivity.  The biggest mistake made in projecting visits is to show year over year increases in visits/productivity, without corresponding changes to health center operations.  For revenue calculations, visits must be divided among payor categories and by visit type (e.g. the clinical social worker visits may be reimbursed at a different rate than the physician visits for some payors).  

Step 3:  Develop Revenue Projections

Once visits, payor mix and type of visit are calculated, the next key consideration is reimbursement rates.  Each payor may have a different set of rates for medical, dental, mental health and other types of visits; therefore it is necessary to break down revenue projections.  The following revenue categories should be considered:
· Net Revenue Per Visit
· Gross Charges




· Gross Charges to Net Revenue

· Allowance for Doubtful Accounts

· Grants, Contracts, Miscellaneous Revenue and Interest Income

Step 4:  Develop Expense Projections

Health centers have greater control in developing expenses projections than revenue projections.  With the large number of fixed staff and fixed costs, expenses may be less volatile than visits and revenue.  The staffing budget should be based on actual salaries and FTEs, with the current employee roster serving as the basis for this calculation.  For many health centers, fringe benefits are the second largest expense after salaries.  While there are more line items for all other expenses, they typically account for only 25% – 35% of a health center’s budget.  Therefore, they do not need to be budgeted at the same level of detail as compensation expenses.  
Step 5:  Reconcile to Whole

After developing the revenues and expenses, the next step in the process is to calculate the bottom line.  If a health center that is breaking even in the current year is projected to make or lose $1 million next year, it is important to determine what is driving the huge swing in financial performance.  Remember that in creating a budget, multiple assumptions are made, and the cumulative weight of overly optimistic or pessimistic assumptions will lead to projection results that may not be realistic.  Many health centers are also recognizing the need to build financial reserves, and are determining in the budgeting process what steps need to be taken to achieve better than breakeven results.
Step 6:  Board Approval and Monitoring
Once the final changes have been made, the full board, in its governance role, must approve the budget for the year.  From that point, staff begins to put the plan into action and prepare monthly reports comparing actual income and expenses to the budget.  Budgeting should not be seen as a fixed one-time activity that gets forgotten over the course of the year.  It is important to measure actual health center performance against the budget.  Variances against budget show where management’s expectations have not come to pass, which will both give advance warning of potential problems, as well as a clear indication that it may be time to change plans, even to do a revised budget.  The   budget creates a guideline for setting priorities at the beginning of the year and maintaining those priorities throughout the year.



An audit is a process for testing the accuracy and completeness of information presented in an organization's financial statements. The goal of an audit is to enable an independent certified public accountant (CPA) to issue what is referred to as an ‘opinion’ on how fairly the agency's financial statements represent its financial position and whether they comply with generally accepted accounting principles (GAAP).
  

The auditor confirms bank balances, contribution amounts, conditions and restrictions, contractual obligations, and monies owed to and by the health center.  A review of physical assets, journals and ledgers, and board minutes is conducted to ensure that all activity with significant financial implications is adequately disclosed in the financial statements.  In addition, the auditor selects a sample of financial transactions to determine whether there is proper documentation and whether the transaction was posted correctly into the books.  In addition, the auditor interviews key personnel and reads accounting policies to determine whether the organization's internal accounting control system is adequate.  The auditor usually spends several days at the health center reviewing records and checking for completeness.
Auditors are required to express an opinion as to whether the financial statements, taken as a whole, give a fair representation of the organization's financial picture.  An unqualified opinion is issued when the accountant believes the financial statements comply with GAAP principles, while a qualified opinion is issued when the accountant believes the financial statements are, in a limited way, not in accordance with GAAP.  Audits are not intended to discover embezzlements or other illegal acts; therefore, a "clean" or unqualified opinion should not be interpreted as an assurance that such problems do not exist.

Upon conclusion of the audit, the auditor generally meets with the health center board and/or Finance Committee to review the audit report.  The report usually includes the following: 

· A cover letter, signed by the auditor, stating the opinion, as described above.
· The financial statements, including the statement of financial position (balance sheet), statement of operations (income statement) and statement of cash flows.  
· A statement of functional expenses (health and social service organizations only).   


In addition to the materials included in the audit report, the auditor often prepares what is called a management letter or report to the board of directors.  This report cites any identified weaknesses in the organization's internal accounting control system. 
A-133 Audit

In 1990, the Office of Management and Budget (OMB) issued Circular A133, Audits of Institutions of Higher Education and Other Nonprofit Institutions, which defines audit requirements for nonprofit organizations receiving more than $25,000 in federal funding.  The requirements for A-133 audits vary, based on the number and amount of federal awards received, but all federally funded community health centers are required to have the A-133 audit.  
The A-133 audit looks closely at tracking and classifying revenue from federal sources and assesses compliance with general and specific government audit requirements, which cover both financial and non-financial factors such as program effectiveness, client eligibility, efficiency with which resources are used, etc.  



Board members should consider the following as they maintain their fiscal responsibilities to the health center.
  
1. Is our cash flow projected to be adequate?
2. Are our cash-flow projections reasonable, objective and not overly optimistic?
3. Do we have cash sufficient reserves? 

4. Has the board adopted a formal policy for the establishment of reserves? 

5. Are our key sources of income rising or falling?  If they are falling, what are we doing about it?
6. Are our key expenses, especially salary and benefits, under control?
7. Are any specific expense areas rising faster than their sources of income? 

8. Are we regularly comparing our financial activity with what we have budgeted?
9. What procedures do we use to make sure the differences between what was budgeted and what actually happened are being appropriately addressed? 

10. Does the board provide oversight to safeguard against waste and fraud? 

11. Does the board provide for internal controls over expenditures? 

12. Has the board established internal controls to ensure that restricted funding received is appropriately spent and accurately accounted for?
13. Are we providing timely reports as requested by funding organizations? 

14. Do we have the appropriate checks and balances necessary to prevent errors, fraud and abuse? 

15. Are we alert to the possibility of fraud, since there has been an increase in recent years among nonprofits? 

16. Have we adequately documented our policies and procedures with respect to all of our financial activity?
17. Do we have an annual external audit?  If not, why not?
18. Is our financial staff providing us with accurate and timely financial statements that allow us to understand the financial state of the organization?  If not, how could the statements be improved? 

19. Does our annual audit have a clean opinion?  If not, why not and what is being done about it? 

20. Are we filing on a timely basis all the reporting documents we are supposed to be filing? 
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Board Member Financial Responsibilities 





Budget Process








Sample Questions for Reviewing Health Center Finances








Important Financial Terms





Assets – properties and resources owned which the agency owns and can use to achieve its goals





Liabilities – organizational debts; what is owed








Net Patient Service Revenue – cash expected from services provided





Grant Revenue - the amount of revenue a health center expects to receive from grants








Expenses – the amount that has to be paid to stay in business
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 “We are not a ‘free’ clinic, but we do serve anyone who walks through our doors regard�less of income or insurance status.  We also take time to lis�ten to folks with complicat�ed histories and coordinate the care that we can’t give at our facilities.” (2008)





Noreen OShea, DO, Clinical Director


Union County Health Foundation











understanding Health Center Financing








Financial Reports for Board Review





Statement of Financial Position (Balance Sheet) - depicts the overall status of finances at a fixed point in time.  It totals all assets and subtracts all liabilities to compute the overall net worth (or net loss).





Statement of Operations (Income Statement) – depicts the amount of money earned (revenue) and subtracts the amount (expenses), resulting in the amount made (profit) or lost (deficit).  





Cash Flow Statement – depicts how the health center’s cash position changed during the year.  It can predict the ability of the health center to create the needed cash or assess cash flow gaps.  
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� Degenfelder, C and Holton, M, “Operational Budgeting for Community Health Centers”, National Association of Community Health Centers, Financial Management Series, Information Bulletin #11, 2007.


� Audit section adapted from Alliance for Nonprofit Management, � HYPERLINK "http://www.allianceonline.org/FAQ/financial_management/" ��http://www.allianceonline.org/FAQ/financial_management/�, unless otherwise noted.
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