
[image: image1.jpg]StratisHealt@h’



Section 1.1 Adopt - Assess

Financing Resources
Paying for a major health information technologies (HIT) investment is challenging for every organization, but especially for independent nursing homes. When nursing home corporations consider HIT essential, they are likely to roll them out to all of their local homes. Local homes will have much to do during the implementation to assure adoption and optimization, but the cost will largely be borne by the corporation. 

The following provides a description of the various sources of funds that may be available for HIT if you are in an independent facility. While not every source is applicable to every organization, the list may generate ideas not previously considered. As you approach your HIT projects, review the list, check off those you think are worth pursuing, and assign appropriate individuals to further explore each. Keep track of the funds that may be available, their timing, and their risk (i.e., likelihood of receiving the funds [high, medium, low]).

Sources of Funds 

· Cash flow from operations/use of reserves. Many organizations attempt to finance HIT through operational cash flow. This is becoming more difficult as more-sophisticated and more-expensive forms of HIT are being acquired. Some HIT may support a strong financial return on investment, but many forms of HIT are primarily focused on quality and resident safety. This is not to say that a benefits analysis should not be performed for any HIT investment, but that the benefits may not be in the form of direct cash flow (1.1 Total Cost of Ownership and Return on Investment).
      Estimate of available funds: $____________________ Timing: ___________ Risk: _______

· Philanthropy. Although few organizations consider philanthropy, it can be an important source of funds or in-kind contributions and should not be discounted. There are various forms of philanthropy:

· In-kind contributions in various forms of support for at least some part of the HIT investment may be feasible. For example, local fire/police departments have permitted a local health care organization to piggyback onto their backup generator for IT. 

· Donations from individuals may be used for HIT. Organizations have come up with creative ways to solicit and express appreciation for donations, such as building a tree in the lobby with donor names thanking them for saving a tree through paperless records.
Estimate of cash or value of other contributions: $__________ Timing: _______ Risk: _____

· Local businesses, religious organizations, charities. Such organizations have a vested interest in the cost and quality of health care, and may also be a source of funds, directly or indirectly through contracting incentives (businesses) or other forms of support (e.g., helping with philanthropic fund raising, equipment donation). 

Estimate of cash or value of other contributions: $__________ Timing: _______ Risk: _____

· Malpractice premium relief. If your nursing home carries malpractice insurance, the insurer may be willing to provide a discount or not increase premiums when certain HIT investments are made.

Estimate of cash or value of other contributions: $__________ Timing: _______ Risk: _____
· Tax advantages. An accountant can help identify tax advantages for providers who are for-profit. 

Estimate of cash or value of other contributions: $__________ Timing: _______ Risk: _____

· Group purchasing. Group purchasing may provide a discount on the price of either hardware, software, or both. A nursing home corporation will benefit from economies of scale through purchasing the same products for all of its homes. Independent facilities may seek such group purchasing arrangements with a hospital and/or clinic or forming a cooperative network, in some cases even with other types of organizations, such as schools. In addition, there may be an opportunity to piggyback onto group purchasing when participating in a health information exchange (HIE), such as a regional health information organization, that enables better sharing of data across the continuum of care. Even if there is no discount for a group of unrelated organizations, several organizations purchasing the same product in a given locale may benefit by sharing lessons learned, using local consultants, etc.
      Estimate of cash or value of discounts: $____________ Timing: ________ Risk: ______

· Vendor financing options. Many vendors offer an application service provider (ASP) or software as a service (SaaS) model that is both a form of financing of the software as well as management of IT operations. Additional information, as well as differences between ASP and SaaS models, is provided below. Vendors also offer traditional financing options, which should be compared with your local bank or other sources.
      Estimate of impact on cash flow: $____________ Timing: ________ Risk: ______

· Remote hosting or outsourcing. This option is similar to the ASP, but typically refers only to management of the data center (remote or local) and its hardware/telecommunications, often not to the software. Although it can help reduce the cost of IT staffing and may make it more reliable with a strong service level agreement, organizations may also find outsourcing more expensive than having only one full time equivalent (FTE) staff member. Local markets and availability of employees can make a difference as well.

      Estimate of impact on cash flow: $____________ Timing: ________ Risk: ______

· Leasing. This option generally applies only to the hardware you acquire and that you manage yourself or include in an outsourcing arrangement.
      Estimate of impact on cash flow: $____________ Timing: ________ Risk: ______

· Debt and equity financing. Bank loans and lines of credit are frequently tapped to support HIT purchases. Federal and state governments are providing no-cost or low-cost loans in certain communities to support HIT investment. 
      Estimate of amount available net of cost: $____________ Timing: ________ Risk: ______

· Open source products. Consider evaluating HIT based on open source code or even VistA EHR, made available by the federal government in fall 2005 through the Freedom of Information Act. VistA EHR is a modification of the system that has been successfully used in Veterans Health Administration hospitals and clinics. It has yet to be tailored to the nursing home market. There are licensing fees for: the underlying MUMPS-based Caché language and database systems the software runs on, various subscriptions to support code sets and other utilities, vendors to help implement the system and potentially help maintain it, and development of any needed interfaces with existing billing or other systems. 
      Estimate of value: $____________ Timing: ________ Risk: ______

· Grants. A few nursing homes may have obtained grants to finance projects. This is becoming an increasingly important source of funds for HIT projects as federal and state governments are interested in supporting HIT investment. Be aware of the costs that may be associated with grants, including the writing of the grant and potential reports or research that must be completed as part of fulfilling the grant. 
      Estimate of amount available net of cost: $____________ Timing: ________ Risk: ______

ASP, SaaS, or Licensure

The application service provider (ASP) or software as a service (SaaS) models are like renting an apartment, while the licensure model is like owning a home. In the ASP/SaaS models require little or no down payment, demand generally less staffing, have lower hardware costs, and allow you to pay as you go. But, they offer less control and customization capability and the long-term cost may end up being higher. 
Although some use the terms ASP and SaaS synonymously, consumers should be aware of some differences between the two models. In general, the ASP is considered an older form of software support. It refers to the model where software is acquired through a license, such as described above, but is hosted by a company that supplies a data center and staff. In some cases, these data center services host multiple types of software and generally are not able to respond to specific software applications issues. In health care, however, the ASP model has largely been offered by a vendor of health care application software, so in some respects, reflects more of the newer SaaS model. The newer SaaS model is distinguished not only by a service that supports only one vertical market—a market based on specific or specialized needs—and by being able to specifically address application issues and create applications for use over a secure Internet connection. 
HIT offered through the ASP or SaaS models fits a low to middle tier of products with respect to functional sophistication. These vendors provide a lower cost alternative to licensure through economies of scale. A highly customizable product will not help them achieve those economies. However, the SaaS model may be more customizable than the ASP model due to its native Web architecture that is often more flexible than a client/server architecture.
Service level agreements with either the ASP or SaaS host are critical to ensure that there will be optimal connectivity and support. One area of concern about the ASP/SaaS model that is often misunderstood relates to the level of security. Vendors who offer these models do not co-mingle data and often have more robust security than most health care delivery organizations are willing to pay for on their own. 

You may be at a somewhat greater risk with vendors who offer only the ASP/SaaS model if they fail. This has been especially true for health care HIT vendors who offer this model as the only method for acquiring its product—this model has not caught on well with many health care organizations because they are reluctant to have their records stored off site. Vendors who offer both licensure and ASP/SaaS options and have a full suite of products are less likely to go out of business without having appropriate provisions to keep their clients up and running. Any organization considering ASP or SaaS should ensure in their contract that not only do they own the data but that they will get their data returned if the company goes out of business. In addition, consider a contract where the software’s source code is placed in an escrow account that will provide access should the company go out of business. This will enable maintenance of the systems for some period of time; and a somewhat easier process of converting the data to another product. 

One other form of acquiring HIT that is similar to the ASP/SaaS model but with some significant differences is being offered by some vendors. Some of these offerings are referred to as “community offerings,” where a large hospital or clinic licenses the product and in turn supports other providers in the community, essentially using their software foundation. In this case, the large facility essentially becomes the vendor for implementation and support. Many of the advantages of the ASP/SaaS model exist in this community offering, but some of the community offerings may co-mingle the data of all health care organizations. While this serves as a means to share data about residents, withdrawing your records later may be difficult if you no longer wish to be part of the community offering.
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