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Introduction

Federally Qualified Health Centers (FQHCs) are the backbone of primary care for millions of
low-income and underserved Americans. By law, FQHCs must deliver comprehensive care regardless
of patients’ ability to pay, charging fees on a sliding scale tied to income. In exchange, they receive
special support: federal Section 330 grants, enhanced Medicare and Medicaid reimbursements,
malpractice coverage under FTCA, and access to the 340B drug-pricing program. This unique funding
model reflects the dual mandate of FQHCs: fulfill a public health mission while remaining financially
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viable. However, sustaining financial health is a constant challenge. The end of pandemic relief funds
and Medicaid coverage losses are putting pressure on an already thin-margin sector. This brief
examines how FQHCs are funded, outlines the main barriers to revenue optimization, and presents
strategies that align fiscal sustainability with mission-driven care. We also look ahead to future
trends and needs in health center finance.

Funding and Financial Context

FQHCs draw revenue from a patchwork of sources. The primary federal investment comes from the
Health Center Program (authorized under Section 330 of the Public Health Service Act). In FY2023,
Congress provided about $5.7 billion through this program. These funds (roughly 12% of FQHC'’s
revenue) help cover services for uninsured and underinsured patients.® Unlike FQHCs, “look-alike”
health centers receive no Section 330 grant and must rely more heavily on state/local funding. In
addition, FQHCs receive cost-based reimbursements under Medicare and Medicaid. They bill payers
using an encounter-based prospective payment system (PPS), which pays one bundled rate per
patient visit. This PPS rate is designed to cover the allowable costs of care. A substantial portion of
revenue also comes from state/local grants and contracts (over one-quarter on average). Finally,
FQHCs bill patients (and their insurance) for services, applying discounts via the sliding fee scale for
low-income individuals.

In sum, funding comes from a variety of sources, including reimbursements from Medicaid,
Medicare, private insurance, and federal and state grants.” This diversified support is essential:
FQHCs serve complex populations (many are uninsured or on Medicaid) and offer enabling services
(transportation, translation) that are not covered by insurance. Grant funds and 340B drug discounts
specifically help sustain care for those unable to pay. Nonetheless, the heavy reliance on public
payers and grants creates financial vulnerability. As one analysis notes, the financial health of FQHCs
directly correlates with their ability to serve vulnerable populations.* Inadequate funding or
reimbursement delays quickly translate to cutbacks in services or staff, undermining the centers’

mission.

Top Barriers to Revenue Optimization

Although FQHCs share many RCM elements with other providers, several factors make their revenue
cycle uniquely challenging:

e Complex Payer Mix and Billing Rules: FQHCs bill Medicare and Medicaid under special PPS
rules and also deal with private insurers and self-pay patients. Each payer has its own billing

Page 2



Page 3

codes, rates, and authorization requirements. For example, Medicaid has both federal and
state components, so each state’s unique rules and forms can cause confusion. This
complexity can lead to coding errors and claim rejections. As one expert summary notes,
FQHCs must navigate a maze of federal and state guidelines and multiple payers with varying
reimbursement rates, a combination that can lead to billing errors, claim delays, and denials.*
In practice, initial denial rates of 10-15% are common in healthcare billing, and studies have
observed even higher rates for marketplace plans.* FQHC-specific issues (e.g. clarifying scope
of services, verifying Medicaid managed-care eligibility) only compound this.

Sliding Fee Scale and Eligibility: By regulation, FQHCs must apply a sliding-fee scale so that
low-income patients pay reduced fees. While this is central to the mission, it adds
administrative burden. Staff must verify household income and recertify eligibility regularly, a
process prone to delays or errors. Incomplete or inaccurate eligibility records can result in
under/over discounting, causing either revenue loss or compliance risk. In short, meeting
sliding-scale requirements requires robust systems and dedicated staff time.

Regulatory and Reporting Burdens: FQHCs are subject to strict compliance standards
(HRSA’s Health Center Program requirements, Uniform Data System (UDS) reporting, HIPAA,
Medicare Conditions of Participation, etc.). Failing to meet these can jeopardize funding or
lead to penalties. The revenue cycle team must track and implement frequent policy changes.
For instance, HRSA’s annual UDS report draws on billing and patient data, errors in RCM data
feed directly into the UDS, which can affect future grant awards.? Managing these layers of
regulations demands constant training and auditing.

Workforce and Resource Constraints: Many FQHCs operate with lean administrative teams.
Limited staff resources mean that any turnover or gap in expertise (e.g. a specialized coder or
biller) can stall processes. Keeping personnel trained on the latest coding rules and payer
policies is a challenge in itself. The result often delays in charge capture, coding backlogs, and
slower claim submission.

Claim Denials and Underpayments: Given the above complexities, claim denials can
accumulate. FQHCs report frequent denials for issues like credentialing lapses, coding
mistakes, or failure to meet payer-specific documentation rules. For example, if a provider is
not fully credentialed with Medicaid, submitted claims will be rejected and payments
delayed. Each denied claim must be appealed and resubmitted, which is a labor-intensive
process. High denial rates directly cut into revenue. In some healthcare sectors initial denial
rates are reported at 12-15% of claims, and even higher in complex markets.* Reducing

those denials by a few percentage points can significantly improve cash flow. Similarly,



negotiated rates with insurers (especially Medicaid Managed Care) can sometimes fall short
of costs, meaning centers must carefully track underpayments and post-pay recoveries.

External Pressures: Broader health system changes are also impacting FQHC finances. With
the end of COVID-19 relief funding and the Medicaid eligibility redeterminations, many
FQHCs face patient coverage losses. One industry report noted that roughly 15 million people
could lose Medicaid coverage post-pandemic, and 85% of surveyed CHCs will face financial
and operational strain from these trends.? Reduced patient insurance coverage and economic

hardship in their populations threaten to shift more costs onto health centers.

These barriers intersect to strain FQHCs. Mistakes in any of these areas can lead to compliance

issues, underpayments, and significant administrative rework, straining already tight finances. The

first line of defense is recognizing these obstacles and implementing targeted solutions.

Strategies That Work

Leading FQHCs employ a combination of process improvements, tools, and governance to optimize

revenue cycle outcomes. Key strategies include:
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Strengthen Front-End Processes: Preventing errors starts at patient intake. Rigorous
registration and insurance verification are essential. Many centers now use automated
eligibility verification tools to confirm coverage before visits. Tightening this process means
claims are accurate from day one. One analysis emphasizes meticulous patient registration,
insurance eligibility verification, and prior authorization as the foundation of RCM
optimization.* Training front-desk and clinical staff to collect complete information (including
all demographics, insurance details, and consent forms) pays dividends in cleaner claims.
Some centers have minimized registration errors by adopting electronic check-in and

eligibility software, reducing denials due to simple data mistakes.

Invest in Staff Training: Revenue cycle competencies and coding knowledge must be up to
date. Regular training ensures that billing staff and providers understand the latest CPT/ICD
codes, modifiers, and documentation requirements. Case studies report that focused RCM
training can boost first-pass claims payment rates dramatically. One finding cited a 30%
improvement after an education program was completed.? Beyond coders, clinical staff
should also be educated on the importance of documentation (e.g., always using modifier -25
when required) so that all billable services are captured. Some FQHCs hold quarterly billing
workshops or assign a coding champion to keep skills current. Continuous education reduces
charge capture errors and aids regulatory compliance.
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Leverage Technology and Automation: Electronic health record (EHR) and billing systems
tailored to FQHCs can automate many manual tasks. Modern RCM software can automatically
“scrub” claims for errors before submission, flagging missing information or mismatches.
Automated denial-management platforms can analyze rejection reasons in bulk and route
appeals to the right personnel. One vendor reported that using AI-driven pre-claim validation
cut its denial rate by nearly half.> Analytics dashboards help leaders track metrics in real time
(days in AR, denial rates, clean claim rate, etc.). For example, the HFMA’s MAP Keys
framework suggests monitoring clean claim rate and first-pass resolution to gauge RCM
health.* By alerting staff to issues quickly, technology enables faster correction and
resubmission. Telehealth billing capabilities are also important: as virtual care expands,
ensuring those visits are coded and billed correctly can add new revenue streams.

Implement Denial Management: Claim denials should never be written off as inevitable.
Best-practice organizations assign dedicated staff or teams to denial management. This team
regularly reviews denial reports, categorizes them by cause (eligibility, coding, etc.), and
routes appeals efficiently. A “closed loop” process means each denial is tracked until
resolved. Centers analyze denial trends to identify systematic issues (e.g., a common coding
mistake or a payer’s recent policy change) and then adjust processes to prevent recurrence.
Timely appeals (often within 30—-90 days of denial) recover revenue that would otherwise be
lost. Our sources emphasize that a robust denial management process is critical for FQHCs to
recover otherwise lost revenue.

Use Performance Metrics: Data-driven management keeps improvement efforts on track.
FQHC leaders regularly review KPIs such as average days in AR, the net collection rate, denial
percentage, and first-pass resolution rate. Benchmarking these against peers or national
targets helps set goals. For example, aiming to bring days in AR below 45 can materially
improve cash flow. Regular financial reviews (monthly or weekly dashboards) allow early
intervention on billing backlogs or bottlenecks. In practice, centers that hold weekly revenue
meetings with finance and clinical leaders tend to close the billing cycle faster. Technology
that provides drill-down reports (by service line, payor, location) enables pinpointing issues.
Consistent KPI monitoring fosters a culture of accountability, when everyone sees how their
role affects cash flow, teams can collaborate on solutions.

Outsource Select Functions if Needed: Many FQHCs find that partnering with specialized
RCM firms or consultants accelerates progress. Outsourcing administrative tasks
(credentialing, charge entry, denial appeals) can yield faster expertise gains rather than
building it in-house. A key advantage of outsourcing is allowing health center staff to focus on
patient care rather than billing details. Effective billing partners bring deep knowledge of



FQHC PPS rules and state Medicaid quirks, which can translate to higher collections and
fewer compliance missteps. For example, an outsourced denial management service might
achieve higher recovery rates by leveraging economies of scale. Even if an FQHC does not
outsource fully, contracting for periodic coding audits or temporary staff during busy periods
can ensure RCM resilience.

Across these strategies, organizational factors matter too. Strong governance, such as having the
CEO or CFO regularly review financial performance, keeps RCM on the leadership agenda. Clear
policies (e.g., for timely billing or accounts receivable follow-up) help teams know priorities. Some
centers have instituted internal RCM committees or scorecards shared with staff to highlight
progress. Ultimately, effective RCM is a team sport involving administrators, clinicians, IT, and
finance working together.

Aligning Financial and Mission Goals

A healthy revenue cycle advances the very mission of FQHCs. Every dollar collected translates to
more resources for patient services. Conversely, revenue shortfalls force undesirable trade-offs. As
one analysis puts it, weak cash flow makes it harder for FQHCs to meet payroll, maintain facilities,
and cover essential costs, limiting their ability to expand care.” This can directly impede mission
fulfillment.

On the positive side, optimizing finance creates capacity. For example, savings from the 340B
program (which allows FQHCs to buy outpatient drugs at significant discounts) can be reinvested in
the community. These savings help fund patient assistance programs and offset the cost of serving
uninsured patients. Similarly, efficient billing means fewer resources are tied up in collections,
allowing more funding for outreach or new service lines (dental, behavioral health, etc.) that meet

community needs.

Critical alignment comes from letting clinical staff focus on care. Billing burdens often pull providers
into administrative tasks (e.g., chasing down signatures or corrections). By relieving those burdens
through streamlined RCM, staff time is freed for patient interaction. As one RCM expert notes,
entrusting revenue cycle tasks to specialists allows FQHC leadership and staff to dedicate more time
and resources to what they do best: providing high-quality, accessible healthcare to their
communities.* In other words, good RCM is not a distraction from the mission; it is a facilitator of it.
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FQHCs should also ensure that mission-driven metrics are part of financial planning. Quality
measures and patient outcomes should be considered alongside financial KPIs when evaluating
performance. Some centers integrate data (e.g. UDS clinical outcomes and financial results) in
dashboards to maintain a balanced view of mission and margin. Grant proposals and board reports,
similarly, can tie financial health to programmatic impact (e.g. each percentage improvement in
billing collections translates to X more patients seen).

By consciously connecting financial sustainability to mission achievement, FQHC leaders can build a
culture where revenue cycle improvements are seen as mission-critical tasks, not just back-office
chores. Framing RCM success as enabling better care reinforces staff buy-in. After all, collecting all
owed revenue simply means more people can be served, staff can be paid competitively, and

community programs can expand.

Preparing for the Future

The healthcare landscape is evolving rapidly, and FQHCs must adapt their revenue strategies
accordingly:

e Value-Based Payment Models: Payers increasingly reward quality and efficiency, moving
away from pure volume-based payments. Historically, many new payment models have
overlooked safety-net providers, but this is slowly changing. FQHCs should engage in pilots or
accountable care arrangements that include underserved populations. When designing
payment reform, advocates stress that CHCs must be part of the conversation to ensure
models truly address health equity. In practice, FQHCs can prepare by strengthening their
data capabilities (to measure outcomes) and by building partnerships (for example, joining
Medicaid ACOs focused on rural or low-income patients).

e Technology Advances: Artificial intelligence and machine learning are poised to play a larger
role in revenue cycles. Predictive analytics can help forecast denial trends or patient payment
behaviors, enabling proactive outreach. Chatbots and patient portals can automate payment
reminders or benefit checks. FQHCs should explore modern RCM platforms that incorporate
these tools. Telehealth, which grew immensely during the pandemic, will remain a revenue
factor. Centers must stay current on telehealth billing rules and ensure they are capturing all
billable tele-visits and remote services.

e Patient Financial Engagement: As patient cost-sharing rises nationwide, even low-income
patients may face significant out-of-pocket costs. Preparing patients through transparent
communication and point-of-service collections (when appropriate) will become increasingly
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important. Some FQHCs have begun integrating financial counselors or upfront payment
systems for insured patients, reducing bad debt later.

e Policy and Funding Shifts: FQHCs face uncertainty around federal appropriations. For
example, Congress has in recent years funded health center grants through short-term
extensions rather than multi-year commitments. Leaders should advocate for stable funding
and track legislative proposals affecting FQHCs. Simultaneously, organizations should explore
diversified funding (state grants, local contracts) to buffer against federal funding
fluctuations.

e Medicaid Coverage Stability: A major concern is Medicaid redetermination. Millions of
beneficiaries are at risk of losing coverage, which directly affects FQHC payer mix. FQHCs can
prepare by coordinating with Medicaid offices or local agencies to help patients re-enroll.
Some centers are launching outreach campaigns or bringing on navigators to mitigate
coverage loss.

Adapting to these changes will require agility. FQHCs that continue to invest in data analytics, staff
training, and cross-department collaboration will be best positioned to navigate upcoming shifts.
Leadership should periodically review strategic plans to ensure RCM capabilities are aligned with
anticipated trends.

Conclusion

Optimizing revenue cycle performance is essential for FQHCs to sustain and grow their community
health mission. Although the challenges are daunting, they are not insurmountable. The evidence is
clear that targeted investments in staff skills, technology, and process oversight pay off. Centers that
adopt best practices (accurate eligibility checks, coding excellence, proactive denial management,
robust KPI tracking, and smart use of partnerships) can unlock lost revenue and improve cash flow.
Importantly, stronger finances translate into better care: more stable operations, expanded services,
and the ability to help all patients regardless of their ability to pay.

By aligning financial goals with mission values, FQHC leaders can make tough revenue-related
decisions confidently, knowing they ultimately support the core purpose of delivering high-quality,
accessible care. This research underscores that effective RCM is not merely an administrative
necessity; it is a strategic enabler of community health.
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Why It Matters to Peregrine

Peregrine Health is deeply invested in the success of FQHCs. We understand firsthand that strong
financial management enables these centers to continue serving those most in need. By providing
this analysis, Peregrine aims to equip FQHC leaders with actionable insights and industry best
practices that reinforce both fiscal stability and patient care. In line with our mission of strengthening
behavioral health access for all, we believe that improving the revenue cycle is critical to ensuring
FQHCs can thrive and make a greater impact. In short, advancing the financial health of FQHCs is
core to Peregrine’s commitment to supporting the communities they serve.

Discover more actionable insights for FQHC leaders at
peregrinehealth.com/intelligence
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