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Community Health Centers: The Challenge of Growing to Meet the Need for
Primary Care in Medically Underserved Communities

Executive Summary

Strong primary care capacity and access are the bedrock of a health care system that is characterized by high
performance and offers the potential to reduce health care costs. Where medically underserved communities
are concerned, the core of the nation’s investment in primary care is the community health center program.
Over 1,200 health centers across the country serve a predominantly low-income population, about three-

quarters of whom are uninsured
or covered by Medicaid (Figure 1).

Revenues from Medicaid and
other public as well as private
insurance provide key operational
support to health centers, but it is
the basic federal health center
appropriation that anchors the
program in thousands of urban
and rural communities that
otherwise lack access to
comprehensive primary care, and
that supports such care for the
uninsured and under-insured
(Figure 2). In 2010, the Affordable
Care Act established a Health
Center Trust Fund (HCTF),
investing $11 billion in new,

Figure 1

Health Centers Disproportionately Serve Poor,
Uninsured, and Medicaid Patients, 2010

M Health center patients @ U.S. population
93%

<100% FPL < 200% of poverty Uninsured Medicaid

Income Insurance

NOTES: FPL = federal poverty level. FPL for a family of 3 was $18,310 in 2010.
SOURCE: Health center data from 2010 UDS, HRSA; U.S. population data from March 2011 Current Population Survey.

mandatory federal spending over the five-year period 2011-2015. The purpose of the HCTF was to support
significant expansion of health center capacity to meet expected greater demands for care, especially as
millions of uninsured Americans gain Medicaid or private coverage beginning in 2104.

In 2011, the federal health center appropriation was reduced by $600 million — more than a quarter. As a
result, a large share of the FY 2011 allotment from the HCTF had to be diverted to finance existing health
center operations. For the program to meet current and expected needs, and for health centers to
participate fully in emerging new delivery and payment systems, a number of conditions are key:

=  Restoration of the cuts in federal appropriations would help to ensure that HCTF dollars are not used
further to replace basic funding for existing operations, and remain available for expanded capacity as

planned.

=  Expenditure of HCTF dollars as scheduled would provide support for much-needed additional dental and
mental health care, as well as general capacity. Building health center capacity to provide care to a
burgeoning number of Medicare patients and to serve as health homes for patients with chronic

conditions is also a priority.
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=  Coordination of new National Health Service Corps investments with health center resources can help
optimize efforts to ramp up health centers’ clinical capacity. Health center strategies that involve
partnering with training and residency programs to recruit and retain health care professionals and build
health care teams, and reform of state laws to permit health professionals to practice “at the top of their
license,” are key to ensuring Figure 2
an adequate health care
workforce, particularly in
medically underserved
communities. State/local/private

grants/contracts
15%

Health Center Revenue by Source, 2010

= As millions of health center
patients gain private insurance Medicaid
through the new exchanges, 38%
shortcomings of private
insurance that depress
payments to health centers
relative to the costs of care for
privately insured patients,
warrant attention. The ACA
requirement that exchange
plans pay health centers SOURCE: 2010 UDS, SR Total = $12.7 billion
Medicaid rates may mitigate
current shortfalls somewhat,
but continued and adequate grant funding will remain important, not only to subsidize care for the
uninsured, but also to help cover the revenue gaps that can be expected from high-deductible plans that
lack first-dollar coverage for most services.

Private
7%

= |tisimportant that health center efforts to partner with specialized providers and institutions be
fostered, to ensure access to a full range of necessary primary and specialty care for health center
patients. These partnerships strengthen health centers’ capacity to care for patients with chronic
conditions and may reduce avoidable hospital care by improving access to comprehensive primary care.

= Although prospective cost-based payment has ensured that health centers can recapture the cost of the
services they provide, new payment models may be needed, consistent with growing interest in payment
approaches that strengthen incentives for efficiency, such as payment for episodes of care rather than
for individual encounters, and that reward high-quality while also providing adequate support for
efficient operations so that resources to support uncompensated care are not diverted to cover
shortfalls.

Health centers’ high performance, rapid assimilation of technological and delivery system improvements, and
ability to expand quickly, provide support for the ACA vision of health centers as integral to a national
strategy for strengthening access and care, reducing health care costs, and improving the health of
Americans. Full funding of the program consistent with its expected larger role in the coming years would
help to ensure that health centers continue to bring essential primary care services to millions of medically
underserved people, regardless of their insurance coverage or ability to pay, and can expand their reach to
offer access and care to millions more.

THE KAISER COMMISSION ON

Medicaid and the Uninsured



Community Health Centers: The Challenge of Growing to Meet the Need for
Primary Care in Medically Underserved Communities

Introduction

Community health centers represent one of the nation’s most prominent and enduring investments in
the effort to build and sustain access to comprehensive primary health care for medically underserved
communities and populations. A focus of policy initiatives undertaken by Republican and Democratic
Administrations alike, health centers have achieved steady growth, more than quadrupling their
capacity since 1980, and doubling their capacity over the 2000-2010 time period alone. By and large,
health center growth can be traced to three major expansionary cycles that began in the 1990s and
coincided with successive expansions of Medicaid eligibility for pregnant women, children, and parents
over time. Expansion of the health center program was accelerated in 2010, when the Patient Protection
and Affordable Care Act (ACA) established the Health Center Trust Fund, a major new federal
investment that augmented health centers’ regular federal appropriation.

Despite the larger role for health centers envisioned by the ACA, in 2011, health centers experienced
their first federal funding setback in more than 30 years when Congress enacted a major reduction in
health centers’ regular federal appropriation. This cut took place despite evidence showing that the
number of people residing in medically underserved communities outstripped the number of patients
actually reached by health centers by nearly a five-to-one ratio.! To protect these communities from the
loss of health center capacity that would otherwise have resulted, hundreds of millions of dollars had to
be diverted from the new Trust Fund to support existing capacity, reducing the resources available for
expansion. This retrenchment in federal support carries major policy and practical implications in light of
the size of the medically underserved population, the enormous gap in the current supply of primary
health care, the expected surge in demand for primary care once public and private insurance coverage
expand in 2014, and the importance of improving health care quality and the efficiency of care. In short,
the reduction risks slowing progress toward national goals of improving health care access and quality,
reducing disparities in health and health care, and controlling costs.

This policy brief profiles health centers and the patients they serve, discusses how health centers are
funded, and traces the history of health center growth. It closely examines the recent reduction in both
federal appropriations and state grants for health centers, state cutbacks in benefits for adult Medicaid
beneficiaries, and the anticipated impact of President Obama’s FY 2013 request for federal funding for
health centers. Finally, it looks ahead to both the challenges and opportunities health centers face as the
nation prepares for 2014, when the ACA will be fully implemented.
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Legislative history of the program

Community health centers were originally established as a small demonstration program in 1965.” The
federal health centers program was formally authorized as §330 of the Public Health Service Act in 1975
(Pub. L. 94-63), and the program has been amended numerous times over the years. In 2010, the health
centers authorization was made a permanent part of the Public Health Service Act.?

By statute, health centers must operate in or serve medically underserved communities and
populations. In addition, they must prospectively adjust fees according to a schedule adjusted for family
income and be governed by a board, a majority of whose members are patients of the health centers.
Today, health centers represent the nation’s single largest investment in comprehensive primary health
care for urban and rural communities and populations designated as medically underserve, defined in
terms of poverty, evidence of unmet need for primary health care, and shortages of primary health care
professionals.”

The health center “family” includes not only federally funded health centers, but also “look-alike” health
centers, which meet all federal health center requirements but receive their core support from state
and local sources of funding, rather than a §330 award. The Centers for Medicare and Medicaid Services
(CMS) certifies both federally funded health centers and look-alike health centers as “federally qualified
health centers (FQHCs)” for Medicare, Medicaid and CHIP coverage and payment purposes. Today, over
1,200 health centers, including 1,124 federally funded health centers and 100 look-alike health centers,
are in operation in more than 8,100 service delivery sites. Overall, in FY 2010, these sites served nearly
20 million patients and provided almost 77 million visits.” All federally funded health centers report
basic data on service use, patients, staffing, and revenues into the national Uniform Data System (UDS).*
CMS and the states are also important sources of data on health centers.

Profile of health centers

Health center patients. By definition,

Figure 1

health centers provide care to medi-

cally underserved communities, and
the profile of the patients they serve
reflects the important safety-net role
that health centers play. Compared to
the U.S. population overall, health
center patients are nearly five times as
likely to be poor, more than twice as
likely to be uninsured, and two-and-a-
half times as likely to be covered by
Medicaid. The vast majority (93
percent) of health center patients have
income below twice the poverty level,
or $36,620 for a family of three in
2010. About 75 percent of all health
center patients are uninsured or
covered by Medicaid (Figure 1).°

Health Centers Disproportionately Serve Poor,
Uninsured, and Medicaid Patients, 2010

M Health center patients
93%

@ U.S. population

72%

34% 38% 39%
0

15% 16% 16%

<100% FPL < 200% of poverty Uninsured Medicaid

Income Insurance

NOTES: FPL = federal poverty level. FPL for a family of 3 was $18,310 in 2010.
SOURCE: Health center data from 2010 UDS, HRSA; U.S. population data from March 2011 Current Population Survey.

“ Beginning in 2011, the UDS system will also include information on “look-alike” FQHCs.
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Minority populations are over- Figure 2
represented among health center
patients. African-Americans account Health Center Patients by Race and Ethnicity, 2010
for 21 percent of all health center
patients, and Latinos make up over

one-third (Figure 2). Children under ”"23;,""“

age 15 and women of childbearing Hispanic / Latino
age (age 15-44) each make up over 33%

a quarter of all health center
patients, and adults age 45-64
account for about a fifth. The
elderly account for only 7 percent of
health center patients, but their
numbers have doubled to 1.3
million since 1996, when data on
this issue were first collected; over

the same period, the total elderly SUaCE 2010 Ut g reported and refused toreport

AI/AN, NH, PI 2%

Race Ethnicity

Total patients = 19.5 million

population grew by 19 percent.

Chronic conditions are prevalent among health center patients, and physician visits in health centers are
significantly more likely than office-based physician visits to involve treatment for one or more serious
and chronic conditions. Rates of mental illness, diabetes, asthma, and hypertension are all higher in
visits to health center physicians, compared with visits to office-based physicians (Figure 3).

Health centers play a particularly important role in the Medicaid program. As shown earlier, Medicaid
beneficiaries make up 39 percent of all health center patients and, nationwide, an estimated 14 percent
of all Medicaid beneficiaries, or about one in every seven, receive care at health centers.” Nearly a fifth
(18 percent) of the primary care physicians who have a high share of Medicaid patients (defined as
physicians who derive more than 25 percent of their practice revenues from Medicaid) work in health
center settings.® In many

communities, health centers Figure3

dominate the networks of Medicaid Physician Visits Involving Treatment of Chronic
managed care plans; in 2010, 29 Conditions, Health Centers vs. Office-Based Physicians
percent of health centers reported 18%*** W Health centers [ Office-based physicians =

participating in capitated Medicaid
managed care arrangements, and 14%
58 percent reported participating in
some type of Medicaid managed
care arrangement.’

Health center services. Health
centers are obligated by law to ‘

. . Health centers Office-based physicians  pepression  Diabetes Asthma  Hypertension
furnish a comprehensive range of

. . . Physician visits involving treatment of Physician visits involving treatment of
services, FQHC services are dEfmed common chronic conditions specified chronic condition

“ . ..
as the “services of physicians,
.. R . Note: Difference measured relative to office-based physicians. ***p<.01, **p<.05, *p<.10
p hys ician assistants, nurse social SOURCE: Estimates based on combined sample of visits to office-based physicians from National Ambulatory Medical Care Survey (NAMCS) for 2006-2009.
’ “Common chronic conditions” means primary diagnosis for visit is coded as hypertension, asthma, diabetes, heart disease, and selected psychotic

conditions and other psychoses. Excludes “pre/post surgical” visits, visits to non-primary care physicians, and visits in which patient did not see a physician.

workers, and ancillary services and
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supplies, when furnished by a federally qualified health center.”*® Close to three-quarters of health
center visits are for medical care, but patient visits for dental and behavioral health care and for
“enabling services” such as case management and health education also account for millions of health
center encounters (Figure 4). Over the last decade, the number of health center visits for mental and
dental health care has grown at an
extremely high rate, a reflection of
the high level of need for these Health Center Patient Visits, by Type of Service, 2010
services and the absence of other

Figure 4

. . 3
sources of such care in medically % 3
1+ e’e ::X» g
underserved communities. %, 5
Between 2000 and 2010, while the AN 1
number of patient visits for medical Dental care  ©

care rose by about 90 percent, visits 12%

for dental care tripled, and visits for
mental health care increased four- Med e
fold.

Health center providers. Essential
to the viability of health centers is a
sufficient supply of health
professionals and administrative
personnel to maintain as well as
expand capacity. Today, health centers employ nearly 132,000 staff, including approximately 9,600
physicians, 2,900 dental providers, 3,800 nurse practitioners, and 1,300 licensed clinical social workers.
Over 5,800 of the health professionals working at health centers are members of the National Health
Service Corps (NHSC)." The ACA made a five-year $1.5 billion investment in the NHSC, supporting
scholarships and loan assistance for approximately 16,000 additional professionals practicing in
underserved areas. This expansion of the NHSC was intended to coordinate with the expansion of the
health centers.> However, even with strong coordination, health centers face enormous recruitment
challenges to meet increasing demands for care.

Total = 77.1 million visits

Note: Enabling services include visits to case managers and health educators.
SOURCE: 2010 UDS, HRSA.

Health center performance. Numerous studies have documented high performance in health centers on
measures of preventive and primary care, equal to or exceeding the performance of office-based
physicians.” Over the last decade, health centers have demonstrated improved performance in prenatal
care, with the percentage of pregnant health center patients beginning prenatal care in the first
trimester rising from 58 percent in FY 2000 to 69 percent in FY 2010. This improvement, which exceeded
the federal target, is notable especially considering the higher-risk prenatal profile of the health center
population.™

Health centers make a major difference in access for the uninsured. Uninsured health center patients
are more likely than similar patients nationally to report a generalist physician visit in the past year (82
percent versus 68 percent) and to have a regular source of care (96 percent versus 60 percen’c).15 Rural
counties with a health center site have been shown to have a third fewer uninsured emergency
department visits per 10,000 uninsured residents than rural counties without a health center site, as
well as fewer emergency department visits that could have been avoided with timely primary care.™
The uninsured served in health centers experience better rates of recommended preventive care.
Compared to uninsured women treated in other primary care settings, uninsured women served in
health centers are 22 percent more likely to receive a Pap smear, 17 percent more likely to receive a
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breast exam, and 16 percent more
likely to receive a mammogram.
Controlling for age and race,
gender, poverty level, and health-
related limitations, uninsured
health center patients are 8
percent more likely to get
cholesterol screening and 8
percent more likely to be screened
for high blood pressure than
uninsured patients in other
primary care settings. The same
pattern emerges from data on
patients covered by Medicaid
(Figure 5).

While health centers have a strong
record of connecting patients with

Figure 5

Receipt of Preventive Care Services,
Health Centers vs. Physician Offices

Amount (%) by which health center rate of use
exceeds rate of use in physician offices:

+22%

B Uninsured patients @ Medicaid patients

+8% +8%

Pap Smear Flu Shot

Breast Exam Mammography Cholesterol Blood Pressure

SOURCE: Dor A et al., Uninsured and Medicaid Patients’ Access to Preventive Care: Comparison of Health Centers and Other Primary
Care Providers Geiger Gibson/RCHN Community Health Foundation Research Brief No.4 (George Washington University, 2008).

appropriate preventive and primary care, their ability to secure specialist referrals remains a substantial
challenge. Health centers report significantly more difficulty referring their uninsured and Medicaid
insured patients for specialist care than office-based physicians do, although they have no more
difficulty in securing referrals for their Medicare and privately insured patients (Figure 6)."” Access to
specialist care is a problem system-wide, attributable to health care workforce shortages, geographic
maldistribution of the workforce, and physician participation behavior. But the problem is exacerbated
in the case of health centers by their location in medically underserved areas, the heavy representation
of uninsured and publicly insured patients in these settings, and the low income and greater social and
clinical complexity typical of health center patients.

Commonly reported barriers to
referral are refusal on the part of
specialists to accept Medicaid, a
requirement for payment at the
time of service for uninsured
patients, and coverage limitations
or exclusions (e.g., Medicaid
exclusion of adult dental services)
that render even insured
individuals uninsured for some
care.'® The fact that the uninsured
rate in communities served by
health centers is 25 percent or
higher means that health centers
confront specialist referral
problems routinely, as distinct
from office-based physicians, who
treat only the occasional uninsured
patient for whom they may have
trouble securing a referral.

THE KAISER COMMISSION ON

Figure 6

Specialist Referral Problems in Health Centers vs.
Physician Offices, by Patient Insurance Status
Percentage of physicians reporting difficulties securing referrals:

66%

56% W Health center @ Physician office
b

36% 36%
0
15% 11% 12% 14%
. . )
Uninsured* Medicaid* Medicare Private Insurance

Patient insurance status
Note: *Differences significant at p<.05
SOURCE: Hing E et al., “Primary Health Care in Community Health Centers and Comparison with Office-based Practice,” Journal of Community
Health, 2011; 36:406-413.
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Health center quality and efficiency. Health centers play a key role in the efforts now underway in many
states to improve quality and lower costs through various models of highly coordinated primary care,
such as patient-centered medical homes, advanced primary care, and health homes. In most states
pursuing these initiatives, which couple payment reform with specific improvements aimed at
strengthening the quality of care delivered, health centers are directly involved.” A growing number of
health centers have earned NCQA accreditation as a patient-centered medical home — as of the end of
2011, nearly one in five health centers had done so, or had an application pending.”

Health centers have made substantial infrastructure investments oriented toward improving quality.
Adoption and use of electronic health records (EHR) is associated with improvements in the quality of
care, as well as gains in efficiencies.”’ A national survey of health centers found that, as of 2011, 69
percent of all health centers had adopted EHRs, with 45 percent of them reporting that EHRs were fully
operational at all their sites. In addition, health centers that had adopted EHRs had high rates of
compliance with federal “meaningful use” measures of HIT adoption, qualifying them for Medicare and
Medicaid incentive payments under the HITECH Act.

The availability of a broad range of services under a single roof and health care teams practicing in staff-
model arrangements enable health centers to deliver primary care that is clinically integrated, and also
contribute to their highly efficient delivery of care. A recent analysis of data from the Medical
Expenditure Panel Survey found that, controlling for health status, health insurance coverage, income,
age, and other factors, patients receiving a majority of their ambulatory care in community health
center settings had 25 percent lower ambulatory care expenditures, and 24 percent lower total annual
medical expenditures, compared with patients who receive most of their care in other primary care
settings.”” Still, as mentioned earlier, health centers’ difficulty in connecting their patients to specialty
care remains an important challenge, especially because of their high shares of Medicaid and uninsured
patients. In addition, many health center patients face gaps in covered benefits and interruptions in
their Medicaid coverage, which hinder efforts to deliver continuous and comprehensive care. »
Coordinating care for special populations, such as homeless patients with mental illness and migrant
farmworkers who regularly travel across states, entails extra challenges — and costs that may not be
recognized by payers.

Patients report high levels of satisfaction with health center services.* Evidence from a recent study of
patients’ care-seeking practices following implementation of Massachusetts’ health reform law suggests
that many previously uninsured patients receiving care at health centers and other safety net providers
stayed with these providers after acquiring health insurance, citing their convenience, their affordability,
and the comprehensiveness of their care; only one in four patients in this study gave as a reason for
remaining with their current provider that they could not secure an appointment elsewhere.” These
findings are consistent with patient satisfaction data collected in health center settings. Evidence
showing the sizable share of health center patients (16 percent) who have private insurance also
suggests high patient satisfaction.

Health centers as an economic engine. Economic analyses indicate that, in terms of the employment
and the economic activity they generate, health centers produce an 8:1 return on investment.*®
Between 2000 and 2010, as the health center program expanded, the number of medical staff working
in health centers more than doubled, from slightly more than 21,000 health professionals to more than
46,000. Dental staff grew from 3,000 professionals to more than 9,400, and the number of mental
health professionals working in health centers more than tripled, from 1,450 to 5,000.
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Funding for health centers

Health centers are established with funding from multiple sources — grants from regular federal
appropriations, state and local grants, private philanthropy, and private investment, such as community
development financing.”” HRSA estimates that up to $650,000 is needed to establish a new health
center site.”® The initial investment needed for a new site to deliver comprehensive primary and
preventive care, known as a “new access point” (NAP), varies depending on whether it is a fully staffed
satellite health center, a smaller center in an outreach location such as a school; or a mobile clinic
serving an isolated population such as farmworkers, residents of public housing, or homeless individuals.
In 2010, each federal health center grantee operated an average of seven access points, although the
actual number per grantee ranged from one to dozens.?® About one-quarter of all health center access
points are designed to reach highly mobile or hard-to-serve populations.

Once operational, health centers are expected to become financially viable. Because health centers
typically receive only a modest level of ongoing federal, state, and local support for operations, third-
party payments from public and private health insurers are critical to their survival. Annual federal
grants to health centers now

provide about 23 percent of their Figure 7

total operating revenues. Medicaid Health Center Revenue by Source, 2010
constitutes the single largest
source of financing, accounting for V.
nearly 38 percent of a typical grants/contracts
center’s operating revenues, while o
private third-party payments make
up 7 percent (Figure 7). Other
sources of operating revenues
include: state, local, and private
grants and contracts (15 percent);
Medicare (6 percent); and other
public coverage (3 percent). Fees
collected from uninsured patients
represent only 6 percent of health
center operating revenues, ounce 2010 s o Total = $12.7 billion
reflecting the low income of these

Medicaid
Federal grants 38%

Private

%
%
%
% =

patients.

Medicaid as dominant source of financing. Over the past 25 years, a major shift in the main source of
financial support for health center operations has taken place. In 1985, federal grants accounted for
health centers’ total operating revenues and Medicaid provided just 15 percent. However, by 2010, the
share of revenues from federal grants had dropped to 23 percent and the share from Medicaid had
increased to 38 percent (Figure 8). Medicaid’s emergence as the principal source of health centers’
revenues can be traced to three important developments. First, significant expansions of Medicaid
eligibility for pregnant women, children, and (in some states) parents during the 1980s and 1990s
provided new third-party payments to health centers on behalf of many previously uninsured patients.
Second, federal legislation enacted in 1989 made FQHC services a mandatory Medicaid benefit. And
third, that same legislation also required state Medicaid programs to pay health centers for FQHC
services and other Medicaid-covered ambulatory services in accordance with a prospectively established
rate that reflects the reasonable cost of care.* Together, these reforms in Medicaid eligibility, benefits,
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and payment substantially Figure 8
increased both the share of health Health Center Patients and Revenues by Payer Source,
center patients with Medicaid 1985 and 2010
coverage — from 28 percent in 1985
to 39 percent in 2010 — and 3%
. . . . Oth 0,
Medicaid revenues per Medicaid 14% e davi 27%
. 9% 29% Private 8%
patient. Medi
5% edicare 7%
28% 15% Medicaid 6%
Federal grants freed to fund B Uninsured 9%
expanded operations. As revenues 38%
from Medicaid have increased,
. . 49% 51%
federal grant funding previously 38%
23%
used to help defray uncompensated
costs associated with ca ring for Patients Revenue Patients Revenue
Medicaid patients, have become 1985 2010
available instead to increase the Note: “Other” revenue includes state/local direct funding, other federal grants and contracts, and, in 1985, private insurance revenues.
“Uninsured” revenue is mainly §330 grants.
number Of uninsu r-ed patients SOURCE: 2010 UDS, HRSA; 1985 estimates by NACHC using BCRR data (no data on private insurance revenue data available for 1985).

health centers serve. In addition,

the federal government has been able to invest grant dollars in new grantees, NAPs, and expanded
services (e.g, addition of oral health, mental health, vision, or on-site pharmacy services, or increased
hours of operation). Medicaid financing also has allowed many states to reserve their own grant
investments in health centers for service to additional populations and services that Medicaid does not
cover, as well as for expansion into new communities.

The relative importance of different sources of revenue depends, in part, on health centers’ location and
attributes of their patients. For example, health centers in states with more limited Medicaid eligibility
for adults could be expected to generate fewer resources from Medicaid and rely more heavily on
federal (and to a lesser but significant extent, state and local) grant funding.*! Health centers serving
large farmworker and homeless populations would also be expected to depend more on grants, given
lower Medicaid penetration in highly mobile populations. By contrast, health centers in communities
with dense concentrations of poor, young families with children are more likely to receive a larger
proportion of their operational funding from Medicaid.

Important but deficient revenues from private insurance. Sixteen percent of health center patients
have private insurance, yet private third-party payments provide only 7 percent of health center
revenues. This discrepancy likely reflects several factors: relatively high patient deductibles and copays
under private insurance; more limited benefits compared to Medicaid; lack of coverage and payment for
care furnished by nurse practitioners, physician assistants, psychologists, and social workers (care
furnished by these practitioners is expressly included in Medicaid’s definition of FQHC services); and
payment rates that may not cover actual costs, as payment under Medicaid is calculated to do. Finally,
even if health centers are the sole or main providers in their areas, they may lack the clout of office-
based physician practices to negotiate higher rates.*” Health center losses associated with privately
insured patients have been estimated at more than $5 billion over the period 1996-2007.*

Impact of ACA coverage expansion on revenue base. The significant expansion of Medicaid eligibility

under the ACA, along with subsidies for private coverage offered through the new insurance exchanges,
can be expected to alter the revenue base for health center operations. By 2019, a projected 44 percent
of all health center patients will be covered by Medicaid, and the share with private insurance, including
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those covered by exchange plans, is projected to reach 23 percent (Figure 9). These higher rates of
coverage will increase the flow of third-party payments into health centers; in addition, the ACA
requirement that exchange plans pay health centers cost-related rates will enhance the revenues they
receive on behalf of privately insured patients.

While health center revenues from
third-party payers can be expected
to improve as a result of expanded
insurance coverage, continued
federal grant support is crucial for
the purpose of expanding health
center capacity to meet the
growing demand that wider
coverage will stimulate. Data from
the UDS indicate that, compared
with uninsured health center
patients, insured patients use
health center services more. Thus,
when uninsured health center
patients gain coverage that lowers
their financial barriers to care,
increased utilization by these
patients, as well as new utilization

Figure 9

Health Center Patients by Source of Insurance,

2010 and 2019
2010 2019 (Projected)
Private
14%
Private
Medicaid 14%
39% Medicaid
44%
Uninsured

Uninsured
22%

38%

Medicare
8%

= Other public 3% Other public 1%I

Total = 19.5 million Total = 40 million

SOURCE: Ku L et al., Strengthening Primary Care to Bend the Cost Curve: The Strengthening of Community Health Centers
Through Health Reform. Geiger Gibson/RCHN Community Health Research Collaborative, 2010.

by other newly insured patients who seek out health centers as their source of care, are likely. In
addition, millions of people who will remain uninsured, or uninsured for needed care, even when the
ACA is fully implemented, will continue to seek care at health centers. The Congressional Budget Office
projects the non-elderly uninsured rate in 2019 to be 8 percent, but uninsured patients are expected to
constitute 22 percent of health center patients that year, an indication of the critical safety-net role that
health centers will continue to play in providing access to care for this population.** In Massachusetts,
following the state’s broad expansion of coverage, the demand for care at health centers continued to
rise and the uninsured rate among health center patients remained more than nine times the statewide

uninsured rate among nonelderly
persons — about 19 percent versus
2 percent.35

2000-2010: Three waves of health
center growth

Following sharp cuts in 1981 that
led to both a reduction in funding
and a decline in the number of
health centers, the last three
decades have witnessed major
growth in the number of health
centers and health center patients
(Figure 10). Over this period,
federal funding for the health
centers program rose steadily in

THE

Figure 10

Growth of Health Center Appropriations
in Nominal vs. Real Dollars, 1980-2010
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SOURCE: 1980-1995 data from the National Association of Community Health Centers; 2000-2010 data from UDS, HRSA.
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nominal dollars, from $360 million in 1980 to nearly $2.2 billion in 2010, but, in real dollars, federal
appropriations fell steadily from 1980 to 1990, then began to rise in the early- 1990s, and plateaued
around 2005 at about the 1980 level. The fact that the health center program expanded significantly
over this period even though real appropriations barely increased, points to the vital contribution of
Medicaid reimbursement to health centers’ operational support, as discussed earlier. In short, while
federal appropriations have been sufficient to sustain health center operations for uninsured patients
and services, the infusion of Medicaid revenues from expansions of Medicaid eligibility, the inclusion of
FQHC services as mandatory Medicaid benefits, and cost-related payment for health center services, has
propelled a significant expansion of health centers. The combination of federal appropriations and
Medicaid revenues has had a multiplier effect, permitting the health center program to add new
grantees, access points, and services. In 1980, 872 health centers served a total of 5 million patients. By
2010, over 1,100 health centers were serving nearly 20 million patients.

In the most recent ten-year period, three notable waves of health center expansion have taken place, all
of them characterized by the bipartisan nature of support for the program.

l. The Bush Administration initiative (2000-2008)

During the 2000 Presidential campaign, George W. Bush pledged to double the reach of the nation’s
health centers, and beginning with the FY 2002 budget, the Bush Administration oversaw a major
expansion of health centers, nearly reaching the President’s original aims. In FY2000, the first year of the
Bush Presidency, the health center appropriation stood at slightly under $1.02 billion, and 9.6 million
patients were served at 3,800 sites connected with roughly 720 health centers. By the President’s final
year in office, the appropriation had risen to nearly $2.1 billion and more than 17 million patients were
served through more than 7,000 health center sites connected with 1,131 health centers.*®

I. The American Recovery and Reinvestment Act (ARRA)

The American Reinvestment and Recovery Act of 2009 (Pub. L. 111-5) provided an additional $2 billion
infusion into the health centers program over two years (FY 2009 and FY 2010). Of this amount, $1.5
billion was earmarked for capital expenditures, including the purchase of additional equipment,
renovation and repair of existing centers, and major construction of new facilities by existing grantees;
more than 2,600 capital improvement projects were funded from these dollars. The remaining $500
million was designated to fund expanded operations in existing health centers to meet increased
demands for care, due largely to the recession and losses of insurance coverage; this funding supported
awards to 1,100 existing health center sites to expand their operations, as well as grants to 127 new
health center access points around the country. All told, the ARRA investment financed a surge in health
center capacity, increasing the number of patients that health centers served by 4.4 million, and adding
18,600 new full-time positions to staff health centers in underserved communities nationwide.*” * The
measurable impact of the ARRA investment demonstrated to policymakers that the health center
program could deploy funding quickly and effectively, and that additional primary care capacity was
needed in underserved communities.*

M. The Patient Protection and Affordable Care Act

The ACA provided substantial new support for expansion of the health center program, establishing an
$11 billion mandatory Health Center Trust Fund to be spent over the FY 2011-2015 time period. The law
also created a $1.5 billion fund to expand the National Health Service Corps. Under the ACA, $1.5 billion
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of the Health Center Trust Fund is allocated for capital expenditures, including improvements at existing
health centers as well as new construction, while $9.5 billion is allocated to support expanded
operations as health centers grow over the five-year period. Between the Trust Fund investment and the
expansion of Medicaid and private coverage under the ACA, the number of health center patients is
expected to double over the 2010-2019 time period, reaching 40 million.*

The thrust of the Health Center Trust Fund is to expand health centers’ capacity to serve medically
underserved populations, but even more, to invest in health centers as a strategy for building health
care capacity in the U.S. as 32 million uninsured Americans — many of whom will be low-income and
reside in underserved communities — gain coverage.*! Put another way, the fundamental aim of the
Trust Fund is to help realize the ACA’s promise of improved access to care, as well as coverage.

The 2011 Funding Retrenchment

The ACA allocated $1 billion of the Health Center Trust Fund for FY 2011. Most of this funding, $700
million, was intended to support new expansion of health center capacity, but $250 million was targeted
to sustain the expanded operational capacity financed in FY 2009 and FY 2010 with the ARRA funds. An
additional $50 million was set aside to supplement the Federal Tort Claims Act Judgment Fund.*
Together, $2.2 billion in regular federal appropriations for health centers, combined with the additional
funding made available through the Trust Fund, brought the total available to support health center
growth and resulting larger operations to $3.2 billion in FY 2011.

With this higher funding level, the Health Services and Resources Administration (HRSA), the federal
agency that oversees the health center program, planned to significantly increase awards to establish
NAPs, and to support expanded services (ES) at existing health centers. By the winter of 2011, HRSA had
received more than 800 NAP applications and anticipated funding 350 awards. HRSA had also received
ES applications from 1,100 health centers for purposes such as expanding hours of operation and
increasing medical, oral and behavioral health, vision, and pharmacy services, and the agency planned to
make ES awards of varying sizes to virtually all applicants.*

In an unanticipated development, Figure 11
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To avert the sharp loss of service capacity that the S600 million cut in regular health center
appropriations would have caused, the Obama Administration diverted $600 million of FY 2011 Trust
Fund dollars to offset it. Thus, of the $700 million initially available from the Trust Fund for new
expansion in FY 2011, the lion’s share was re-purposed to support ongoing operations, leaving only $100
million for the ACA’s intended investments in new health center capacity. With this amount, HRSA was
able to fund only 67 NAP awards, about one-fifth of the 350 originally planned, and none of the ES
applications could be funded.

The FY 2012 federal appropriation for health centers is $1.6 billion — again, $600 billion short of the $2.2
billion level associated with sustaining pre-ARRA operational capacity. The ACA Trust Fund provides for
$1.2 billion in FY 2012, but as in FY 2011, S600 million will have to be diverted to offset the reduced FY
2012 appropriation level, just to sustain pre-ARRA capacity, and $250 million will again be used to
sustain the ARRA-added capacity. Some of the $350 million remaining will be required to support last
year’s NAPs and the rest is slated to fund approximately 220 NAPs.

President Obama’s proposed budget for FY 2013 once again calls for $1.6 billion in appropriations for
the health center program, effectively reinforcing the reduced level of grant support. At this funding
level, continued reliance on the Trust Fund to backfill the reduction will be necessary to sustain current
health center operational capacity. For FY 2011 and FY 2012 alone, $1.2 billion of the $11 billion Trust
Fund intended for investment in health center expansion will instead have been directed to support
existing health center operations; if the reduced base of federal appropriations for the health center
program persists over the entire 2011-2015 time period, the cumulative amount of Trust Fund dollars
diverted will be $3 billion — nearly a third of the $9.5 billion committed for expanded operations.

Additional reductions in state funding and Medicaid

The 2011 reduction in federal appropriations for health centers cannot be viewed in isolation because
other losses of financing for health centers have compounded its effects. As of November 2011, 35
states provided supplemental grants to health centers to support their operations, but according to an
analysis by the National Association of Community Health Centers (NACHC), health center funding in
these states declined for the fourth straight year, hitting a seven-year low. From its high point of $626
million in FY 2008, state grant funding dropped more than 40 percent to an estimated $335 million for
FY 2012, and in six of the 35 states, health centers faced a one-year decline in state funding of 30
percent or more for FY 2012.%

State cuts in Medicaid benefits have also had an adverse impact on health center financing. Strained by
ongoing effects of the recession and faced with the expiration of ARRA’s temporarily enhanced federal
Medicaid matching rate,*® some states responded by reducing optional benefits in Medicaid, particularly
for adults. These state cuts have translated into lost health center capacity, particularly with respect to
certain primary health care services. For example, California’s decision in 2009 to eliminate dental
benefits for adult Medicaid beneficiaries forced a number of health centers to close sites or scale back
services and staff.*’ In a 2010 survey of 118 health centers by the California Primary Care Association, 92
respondents reported an aggregate loss of $26 million from the state’s dental benefit cuts in 2010 and
the forced closure of 12 sites offering comprehensive primary health care.

Northeastern Rural Health Clinics, a health center located in Susanville, CA, offers an example (see

Appendix). The clinic serves nearly 14,000 patients, of whom 30 percent are Medicaid beneficiaries. The
center was forced to close two sites due largely to the elimination of adult dental benefits in Medicaid,
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along with reductions in state grant funding. Then, as service capacity began to fall, the health center
also reported a loss of 27 percent in patient visits. This case crystallizes the downward spiral that can

begin when cutbacks in grant funds and Medicaid benefits lead to reduced clinic capacity, leading, in

turn, to reduced patient revenues and reduced access to comprehensive primary health care that can
maintain and improve health and potentially yield savings to the health care system as a whole.

Issues, challenges, and opportunities ahead

Strong primary health care capacity and access are the bedrock of a reformed health care system that is
characterized by high performance and that offers the potential to reduce overall health care costs.
Where medically underserved communities are concerned, the health center program represents the
core of the nation’s investment in primary health care. The foundation of this investment is federal
grant financing; while public and private third-party revenues also represent key sources of operational
support, it is the basic federal grant that anchors the program in thousands of urban and rural
communities that otherwise lack access to comprehensive primary health care, and that supports such
care for the uninsured and under-insured.

The 2011 reduction in health center appropriations was the first-ever cut in the federal government’s
direct investment in primary health care capacity since 1982. It remains to be seen whether this funding
will ultimately be restored, or whether the health center program will face downsizing rather than
expansion in the long term, if Health Center Trust Fund dollars intended for growth to reach new
populations and communities, especially as coverage expands, continue to be used instead to replace
reduced appropriations. For the health center program to meet current needs and expected demands
for care in the years ahead, and for health centers to participate fully in the innovative care delivery and
payment systems that are now emerging, a number of conditions are key:

=  First, restoration of the cuts in federal appropriations going forward would help to ensure that
Health Center Trust Fund dollars are not used further to replace basic appropriations funding for
existing operations, and remain available for expanded capacity as planned. The President’s
proposed budget for FY 2013 calls, again, for the sharply lower level of regular appropriations level
enacted in 2011, raising the specter that the Trust Fund will again be tapped to fill the funding gap
for ongoing operations.

= Second, if appropriations funding could be restored, then scheduled expenditures of the Health
Center Trust Fund could proceed, with commitments to both new health center grants in
communities that currently lack sites and expanded capacity at existing health centers. Trust Fund
dollars would provide support for much-needed additional dental and mental health care capacity,
as well as increased general capacity. Developing health center capacity to provide primary care to a
growing number of Medicare beneficiaries, as well as to serve as health homes for children and
adults with serious and chronic physical, mental, and developmental health conditions, is also a
priority. Health centers have already demonstrated their ability to deliver high-quality primary and
preventive care; their involvement in medical home demonstrations and rapid adoption of HIT
suggest their potential to further improve the care they deliver to meet these added challenges.

= Third, coordination of the National Health Service Corps investment with health center resources
can help optimize efforts to ramp up health centers’ clinical care capacity. Expansion of current
health center strategies that involve partnering with training and residency to recruit and retain
physicians and other health care professionals and build health care teams, and reform of state
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licensure laws to permit health professionals to practice “at the top of their license,” are key to
ensuring an adequate health care workforce, particularly in medically underserved communities.*®

= Fourth, as millions of people served by health centers gain private insurance through Qualified
Health Plans (QHPs) in the new exchanges, shortcomings of private insurance that currently depress
payments to health centers relative to the costs of care provided to privately insured patients,
warrant attention. Compared with Medicaid, private insurance covers a far smaller proportion of
the cost of primary care, due to the impact of deductibles and out-of-pocket charges, coverage
exclusions and limitations, non-coverage of primary care services furnished by providers other than
physicians, and payment rates that fall below the cost of care. The ACA requirement that QHPs pay
health centers their Medicaid rates for the covered services they furnish may mitigate current
shortfalls somewhat, if implemented as intended.*® However, continued and adequate grant funding
will remain important, not only to subsidize care for uninsured patients, but also to help health
centers cover the revenue gaps that can be expected to accompany high-deductible health plans
that lack first-dollar coverage except for specified preventive services, such as mammograms and
hypertension screening.

= Fifth, fostering health center efforts to partner with specialized providers and institutions can help
to ensure that their patients have access to a full range of necessary primary and specialty health
care. These partnerships, which are evolving in many communities, strengthen health centers’
capacity to care for complex patients with chronic conditions and have the potential to reduce
avoidable and costly hospital inpatient and emergency department care for ambulatory care-
sensitive conditions by improving access to comprehensive primary care. >

= Finally, although prospective, cost-based payment has ensured that health centers can recapture
the cost of the services they provide, new payment models may be needed, consistent with growing
interest in payment approaches that strengthen incentives for efficiency (e.g., payment for episodes
of care over time rather for individual encounters), and that reward high quality while also providing
adequate support for efficient operations so that resources to support uncompensated care are not
diverted to cover shortfalls.

Health centers’ high performance, their rapid and effective assimilation of technological and delivery
system innovations to improve care delivery, and their ability to expand quickly to meet growing
demands, provide strong support for the ACA vision of the health center program as a vital part of the
effort to advance the nation’s broadest health care goals — to promote better care, reduce health care
costs, and improve the overall health of Americans. Moving forward, full funding of the program
consistent with its expected larger role in the coming years would help to ensure that health centers
continue to bring essential primary care services to millions of medically underserved people, regardless
of their insurance coverage or ability to pay, and, as intended, expand their reach to provide access and
care to millions more.

This issue paper was prepared by Peter Shin and Sara Rosenbaum of George Washington University,
and Julia Paradise of the Kaiser Family Foundation’s Commission on Medicaid and the Uninsured.
Additional support for this issue paper was provided by the RCHN Community Health Foundation.
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Appendix
Northeastern Rural Health Clinics

Northeastern Rural Health Clinics (NRHC) has been serving patients in rural northern California since 1977. One of
the only primary care settings in the area, NRHC has provided a wide spectrum of care, including primary medical,
dental, behavioral health, home health care services, and hospice services. The main site is located in Susanville;
two satellite sites are located within 40 miles. The main site is next door to a critical access hospital and operates
an urgent care clinic for emergent cases. The largely low-income local population had an unemployment rate of
nearly 13 percent in 2011, compared to 10.9 percent statewide.” Despite low income and high unemployment,
NRHC patients are largely privately insured and the share of Medicaid and uninsured patients is relatively small.

Reduced access to primary care results from state cuts

In 2009, California made several drastic cuts to its state budget that directly affected health centers. The budget
eliminated several optional Medicaid benefits, including adult dental services. It also cut the direct state grants
that health centers count on by $70 million in the 2009-2010 fiscal year.52 For NHRC, these cuts represented nearly
a $400,000 loss, resulting in layoffs of 20 percent of the staff and, ultimately, the closure of two satellite clinics —
Westwood Family Practice, 21 miles west of Susanville, and Doyle Family Practice, 42 miles to the southeast.

The loss of these two satellites — each, the sole source of primary care in its community — has substantially set back
access to essential primary care in rural northeastern California. NRHC lost five physicians and other health
professionals and provided an average of 10,000 fewer patient visits annually. Many patients experienced a
complete loss of access. While a small percentage of affected patients sought care at the main Susanville site, a
large share simply stopped coming in for care. In addition, after adult dental benefits in Medicaid were eliminated,
a dramatic reduction in pediatric dental visits by families whose parents lost this coverage was observed.

California’s state budget cuts have had lasting effects on both NRHC operations and the delivery of care for
underserved patients. In the years since the cuts, the health center has reopened one of its satellite clinics to serve
patients three days a week, rotating providers from its main site. Through grant assistance from a private
foundation and redirected NRHC funds, the satellite clinic has been able to serve 20-25 patients per day on the
days it is open. Despite this recovery, however, additional infrastructure, staffing, and operational support are
needed to build back capacity to meet the pent-up demand for services since the clinic’s closure. In the last fiscal
year, NRHC operated at a loss of $1.5 million on its $8.7 million annual operating budget and provided about
49,000 visits, down from an average 62,000 visits annually prior to the budget cuts.

While NRHC, like many health centers around the country, received additional federal funding for capital
investment through the American Recovery and Reinvestment Act (ARRA), it has faced difficulty sustaining these
investments. ARRA funds helped NRHC acquire and implement an Electronic Health Record (EHR) system in 2010,
but did not cover the full implementation costs or the ongoing costs to maintain it. Nor was there additional
operations support to mitigate reduced productivity stemming from EHR implementation. Reduced
reimbursement rates and local budget cuts have posed further financial challenges.

Looking ahead: emerging challenges and the role of state and federal support

As NRHC continues to navigate the economic straits in California, several considerable challenges still lie ahead. As
the state moves more Medicaid beneficiaries into managed care, rural patients may be more limited in where they
can obtain care, depending on plans’ provider networks.”® Also, under the Governor’s current budget proposal,
health center executives expect managed care plans to reduce the prospective payment rate by an additional 10
percent or more, straining NRHC’s ability to sustain the current scope of services it offers. Although there is a
perception that health centers can bear state and local funding cuts because they receive substantial federal
funding, federal dollars tend to support capital expansion rather than provide the operational support needed to
sustain infrastructure and increase capacity. And federal funding is often fixed; it does not increase to fill gaps left
by state and local reductions. Health centers — and their patients — will continue to depend on both federal and
state support to maintain the health center program’s mission of providing high quality health care to vulnerable
populations.
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