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Financial Management in the Healthcare Sector
Modern health care financial management has become increasingly complex due to various unique circumstances within the healthcare sector. Essentially, the sector contains both non-profit (governmental or non-governmental) and for-profit healthcare providers, apart from the existence of third-party payers through which patients indirectly pay for healthcare services. Such circumstances increase the complexity of the financial management decisions that healthcare providers need to make, especially concerning the cost of their operations and the revenue to be obtained from providing certain services to patients. The existence of various payment alternatives for patients complicates the process of developing favourable prices for healthcare services. Furthermore, these healthcare providers provide numerous services and often operate in numerous sections of the healthcare sector simultaneously hence face the challenge of creating profitable businesses amidst numerous mitigating circumstances (El Morr, C., & Subercaze, 2010). Consequently, present-day healthcare financial management requires additional skills and knowledge to achieve the most beneficial outcomes for the healthcare providers, their patients, and the third-party payers involved.
Both for-profit and non-profit organizations provide healthcare services to patients. Although non-profit healthcare providers are not primarily concerned with revenue gains, both non-profit and for-profit organizations are businesses that can only operate if their returns exceed the costs incurred while providing services to patients. Consequently, financial management in both for-profit and non-profit healthcare providers aims to generate revenue that exceeds the costs of operations (Singh & Wheeler, 2012). For non-profit organizations that can be sponsored by the government or private companies, creating additional revenue allows the organizations to utilize the revenue in supporting the business costs and improving the quality of services provided to their patients (Singh & Wheeler, 2012). For for-profit organizations, additional revenue is often used to pursue additional avenues of maximizing profits while minimizing costs. Therefore, healthcare financial managers need to have an adequate understanding of all the business processes involved in sustaining their operations and the costs incurred from these operations and other endeavours that the healthcare providers may engage in (Singh & Wheeler, 2012). Similarly, financial managers need to have sufficient financial knowledge to determine how their revenues can be maximized regardless of whether they are in non-profit or for-profit organizations.
For effective financial management, healthcare providers need to take several steps. For starters, they need to identify ways of providing services that are favourable for their patients and address the patients’ demands. Healthcare providers, therefore, have to learn how to predict changes in patients’ needs and how they can adapt to address them. Furthermore, healthcare providers need to identify how they can retain their patients and enhance the efficiency of their services to minimize inefficiencies that may cost both the organization and their patients additional money. Healthcare providers also have to identify how to coordinate with other providers to outsource for facilities and personnel. Cooperating with other healthcare providers often enables organizations to acquire resources or personnel that they lack. As such, financial management should incorporate analysis of the organization’s capabilities and weaknesses in generating returns and how the company utilizes its resources to minimize the costs incurred when providing services to patients.
In healthcare, third-party payers include organizations that partially or completely cover the cost of medical services provided to a client, such as government-sponsored insurance and privately-owned insurance organizations. Currently, most patients pay for medical services indirectly through third-party payers. Most healthcare providers, therefore, are reimbursed by these third-party payers under certain terms that the healthcare provider should follow to receive the payment. In most cases, third-party payers are focused on generating as much revenue as possible, and therefore often charge highly for their services even when they receive discounted prices of healthcare services from healthcare providers. In such circumstances, patients are often unaware of the amount charged by the healthcare provider and the amount paid by the third-party payer. This ignorance may contribute to the increasing cost of healthcare since patients are not conscious of the amount of money that they spend on healthcare through third-party payers.
Modern healthcare financial management, therefore, requires healthcare providers to negotiate for affordable rates from third-party payers to reach an agreement that enables them to maintain customer loyalty while receiving adequate third-party reimbursement for their services. Healthcare organizations, therefore, create systems that minimize detrimental outcomes of any agreements that may be reached with third-party payers while maximizing beneficial outcomes for the healthcare organization and their patients (Horblyuk et al., 2012). To make favourable agreements, healthcare providers often analyze the rates put forward by third-party payers to estimate appropriate charges for the services provided to patients. However, to determine the cost of a new service to be provided to patients, healthcare providers have to consider the actual cost of the service and their revenue goals (Horblyuk et al., 2012). Determining costs for new services often requires an analysis of how the cost of the service changes with changes in the quantity and quality of the service. This often allows healthcare organizations to consider alternatives to the services which they plan to introduce. By identifying the appropriate cost of their services, health care providers can negotiate for agreements that favour all parties involved.
Consequently, modern financial management in the healthcare sector is more complex due to various factors, such as the existence of both for-profit and non-profit healthcare providers and third-party payers. While for-profit and non-profit healthcare organizations have different profit objectives, both have to create returns that exceed their costs. As such, both types of organizations require financial management aimed at maximizing returns while reducing costs. The existence of third-party payers implies that healthcare providers have to determine favourable prices for their services that are beneficial to the provider, the third-party payer, and the customer. Cost determination requires various skills and financial knowledge that modern healthcare financial managers need to have to create successful enterprises.
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