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H e a l t h  C a r e

Through 2016, many not-for-profit health care organi-
zations experienced a time of steady operating im-
provement as patient volumes increased. That said, 

these organizations still face cost challenges, as well as the 
potential effect of significant anticipated changes to the Af-
fordable Care Act (ACA). Not-for-profit health care institu-
tions need to adopt an enterprisewide view of their invest-
ment programs to understand total system balance-sheet risk.

Not-for-profit health care organizations should prioritize 
the following ten areas with respect to their investments.

1. Take Note of Recent 403(b) Lawsuits
Higher education institutions have faced a spate of law-

suits regarding their 403(b) plans. Not-for-profit health care 
organizations should take heed of this and ensure that their 
benefits and investment committees have reviewed vendor 
relationships and fees and optimized investment options so 
that their retirement plans are following best practices. This 
is especially important for organizations that have recently 
completed a merger and/or may have multiple defined con-
tribution (DC) plans. Some recent litigation has cited multi-
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ple recordkeeping vendors with higher-than-necessary costs 
as a key issue. 

2. Assess Impact of Legislative Changes
Organizations should reevaluate their risk tolerance and 

investment strategies, since operating results may be signifi-
cantly affected by potential changes if and when new legisla-
tion passes into law. 

The executive order signed by President Donald Trump 
in October 2017 focused on small businesses (fewer than 
50 employees) that get coverage in the small-group insur-
ance  market and on individuals without access to employ-
er-sponsored plans who buy coverage on their own with no 
government subsidy.1 The executive order contained three 
directives:

 1. Enable association health plans (AHPs) to let small em-
ployers band together to buy insured or self-funded 
health plans across geographies.

 2. Expand the period that short-term, limited duration 
insurance may be in force. Current regulation limits 
these plans to periods of fewer than three months (pre-
viously the limit was one year).

 3. Consider allowing health reimbursement arrangements 
(HRAs) to be used to buy individual coverage with tax-
free money. Currently only employers with fewer than 
50 employees can offer them for this purpose.

The executive order does not change anything imme-
diately. It directs the Health and Human Services, Labor 
and Treasury Departments to draft rules intended to lower 
health insurance costs by easing some current ACA require-
ments. Many of the order’s policy details and implications 
won’t be clear until the agencies issue final regulations.

On the heels of the executive order, the White House 
also announced that cost-sharing reduction payments 
(CSRs) will end. Approximately seven million exchange 
enrollees (60% of all exchange enrollees) are receiving 
CSRs this year through payments to insurers totaling $7 
billion. Employers care about this issue because a stable in-
dividual market not only is a source of coverage for benefit-
ineligible employees, former employees and early retirees 
but also reduces cost shifting for uncompensated care to 
private payers.

3. Integrate Investment Strategy and Financial Plans
Not-for-profit health care organizations should take an 

enterprisewide view of their investment risk posture. Systems 
subject to debt restrictions should quantify their risk tolerance 
in relation to those restrictions and address it in their invest-
ment policy statement. The risk level should account for illiq-
uid investment strategies that may be excluded from the days-
cash-on-hand calculation, which represents the number of days 
the organization can pay for operations from its available cash.

4. Determine the Impact of Mergers and Acquisitions 
on Investment Strategy

Organizations that are either undergoing or considering 
actions such as a merger or acquisition, operating agreements 
or joint venture should be aware that some of these actions 
may materially alter their balance sheet. Boards may be un-
willing to tolerate a significant asset decline after taking action. 
Finance and investment committees should consider how best 
to integrate investment strategy and whether these factors may 
necessitate a change in their investment risk profile.

5. Assess Interest Rate Risk
Interest rates have risen since the 2016 U.S. presidential 

election and may rise further. Not-for-profit health care or-
ganizations should assess their overall interest rate sensitiv-
ity, incorporating their investment assets, retirement plans 
and debt portfolio. Specifically, some organizations’ debt 
portfolios may benefit from higher interest rates, since much 
of their debt portfolio has fixed rates. Those with a defined 
benefit (DB) retirement plan may see a reduced liability with 
higher long-term rates.

6. Manage Pension Funded Status Volatility
Though interest rates have recently risen, they have been 

low for several years, in turn affecting the funded status of 
not-for-profit health care organization DB plans. Funded sta-
tus fluctuates based on interest rate activity, investment re-
turns and plan sponsor cash contributions. Achieving a fully 
funded DB plan typically takes years, so it is important to de-
velop a road map to derisk a plan as funded status improves. 
Organizations should review their current DB investment 
strategy and make appropriate changes as required. 



fourth quarter 2017 benefits quarterly 39

7. Acknowledge “Country Bias”
U.S. markets have outpaced most others since the bot-

tom of the Great Recession in 2009. After such an extended 
period of dominance, it is perhaps natural for U.S. investors 
to raise the debate of whether they should continue to have 
a globally diversified portfolio. Health care organizations 
should evaluate the pros and cons of their current asset al-
location and determine if they should make their allocations 
based on global market weights or peer behavior.

8. Evaluate Inflation-Sensitive Investments
Changes in global pricing dynamics need to be evaluated 

by investment committees. Committees should not grow too 
complacent on inflation because there are bubbling short- 
and long-term inflationary pressures, such as a tight labor 
market, easy monetary policy and rising budget deficits. Do 
these changes in global pricing dynamics deserve a policy 
response from investment committees? Nonprofit commit-
tees must balance the negative impact to inflation-sensitive 
investments in today’s low-inflation or deflationary trend 
with the potential for inflation surprises.

9. Review Governance Structures
Not-for-profit health care organizations are being pres-

sured to reduce costs while increasing the quality of care. 
In this environment, health care organizations may want to 
look at outsourcing some elements of their investment func-
tion to potentially reduce investment expenses and free up 
staff and committee time to focus on strategy.

10. Adopt Socially Responsible Investment Principles
Socially responsible investment offers not-for-profit health 

care organizations the opportunity to align their investment 
values with their core mission to promote health by screening 
out investments with significant revenue from tobacco, alco-
hol and firearms products, among others. Socially responsible 
investment, which can be tailored to fit well with an institu-
tion’s core values, should be considered in the future.

In this climate of legislative change and cost challenges, 
organizations should use a planning process that incorpo-
rates the need for investment assets to enhance balance sheet 
strength, fund capital investment needs, support operating 
budgets and maintain debt covenants in preparing for the fu-
ture. The ten considerations outlined in this article should be 
the focus of attention for today and tomorrow.  

Endnotes
 1. See www.whitehouse.gov/the-press-office/2017/10/12/presidential 

-executive-order-promoting-healthcare-choice-and-competition.
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