Protecting Critical Access Hospital Stability

Policy Solutions
The stability of the rural health safety net is tenuous. Critical access hospitals (CAHs) across the country are
struggling to maintain services in their rural communities. Policy intervention is needed to stabilize CAHs:

Removal of Unnecessary Regulatory Burdens

The Administration should extend the COVID-19 flexibilities for rural hospitals through permanently
removing the Condition of Payment requirements that Critical Access Hospitals length of stay be limited to
96 hours.

The 35-mile standard currently required for cost-based reimbursement for CAH ambulance services should
be eliminated.

The ability of states to designate necessary providers as a means of meeting the CAH location
requirements should be reinstated with appropriate qualifying criteria.

Increase Medicare Payments to CAHs

Increasing or eliminating bad debt reimbursement would disproportionately affect rural hospitals that
treat high numbers of low-income Medicare beneficiaries. Rural hospitals have Medicare bad debt
percentages that are 60 percent higher than urban hospitals, on average. As such, the bad debt a rural
hospital is liable for should be reduced from 30 percent to 15 percent or less. According to Chartis, current
bad debt policy could have a $117 million impact and result in nearly 2,500 jobs lost for CAHs nationwide.
In 2011, Congress passed legislation instituting a two percent sequestration reduction to all Medicare fee-
for-service payments through 2031. Reductions in Medicare reimbursement due to sequestration, in
addition to reductions in bad debt payments, impact the financial profitability of rural hospitals. This
policy has a disproportionate impact on cost-based providers, such as CAHs, who are paid below their
actual costs due to sequestration. According to Chartis, current Medicare sequestration policy could have a
$139 million impact and result in nearly 2,800 jobs lost for CAHs nationwide.

Change the cost report for Critical Access Hospitals so that a CAH is not penalized with a loss in Medicare
reimbursed overhead when it incurs expenses for services not covered by Medicare that address social
determinants of health (e.g., childcare or housing.)

Strengthen Supportive Programs

Strengthen and support the 340B Drug Pricing Program, which provides discounts to safety net rural CAHs.
Test new delivery and payment models for rural hospitals that promote financial sustainable access.
Through the Medicare Advantage Program, incent insurers to cooperate with CAHS rather than undermine
them. Enforce Medicare Advantage plans to pay settlement as with traditional Medicare and not allow
plans to pay CAH rates longer than six-month intervials requiring annual settlement of reasonable
expenses.

Recommended Action

Support H.R. 6400, Save America's Rural Hospitals Act to improve and expand access to health care
through sustaining CAHs. Provisions in this important legislation include the removal of the 96-hour rule,
elimination of Medicare sequestration for rural hospitals, and

Support H.R.1639/ S.644: Rural Hospital Closure Relief Act of 2021 to reinstate necessary provider status
and allow additional hospitals to qualify as CAHs.

Support H.R.5660, the Fairness for Rural Medicare Beneficiaries Act of 2021, to adjust coinsurance
requirements for outpatient CAH services under Medicare.

Overview

The CAH Medicare designation was created in 1997 to reduce the financial vulnerability of rural hospitals and
improve access to healthcare by maintaining essential services in rural communities. CAHs can have no more

than twenty-five inpatient beds, must be located more than thirty-five miles from another acute care hospital
(unless approved as a necessary provider of health services prior to 2006), maintain an annual average length
of stay of 96 hours or less for acute care patients, offer outpatient services, and provide 24/7 emergency care
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services. In statute, CAHs receive 101 percent cost-based reimbursement for both inpatient and outpatient
services. However, due to the Budget Control Act’s provision implementing Medicare sequestration, CAHs
receive just 99 percent of allowable costs. Sequestration policies are currently in effect through 2031.

Since 2010, 138 rural hospitals closed, 64 of which were CAHs.! Long-term financial viability of CAHs is difficult
because of low patient volume, lower than cost reimbursement, the health and socio-economic status of rural
residents, higher rates of uncompensated care, challenging payer mix, and many other factors beyond hospital
control.™itivv CAH closures are of great concern because they are often located further away from other
hospitals. The median distance between a CAH and 1) the next closest hospital or 2) the next closest hospital
with one hundred or more acute care beds is 18.6 miles and 36.5 miles, respectively, compared to 17.1 miles
and 28.9 miles, respectively, for other rural hospitals."' In addition, CAHs in very rural and geographically
isolated areas often provide primary care as well as emergency, diagnostic, and outpatient services.' With
millions of Americans dependent on CAHs, it is imperative that policy be put in place to prevent their closures.

Affordability of Providing Care

Hospital provided care that is not reimbursed through patient or insurer payment is a foremost concern for
CAHs.Vii While CAHs typically serve higher cost patient populations due to the socioeconomic and health
challenges of rural areas, they also serve a higher proportion of uninsured peoples and public insurance plan
enrollees.™* For these reasons, CAHs report higher rates of uncompensated care and unrecoverable debt.|
From 2011 to 2017, nonprofit and profit CAHs experienced 13% and 88% decreases in profits, respectively, *
with nearly 20% of CAHs were at high or immediate risk of closure in 2020.%

Public insurance expansion and increased
reimbursement are critical to CAH viability.
Currently, Medicare reimbursement to CAHs
covers reasonable costs, but often does not
cover additional costs required for the
provision of services or allow for the
realization of the operating margins needed
to keep the doors open. CAHs make up 64% of
all rural hospitals but only make up 37% of
rural Medicare payments (Figure 1).

From 2011 to 2017, rural hospital financial
viability deteriorated significantly in states
that did not expand eligibility for Medicaid.¥ High-deductible health plans have been associated with
increased deferred care, poorer outcomes, and more uncompensated care for hospitals may also contribute to
uncompensated care.X"*V.x¥ Ryral residents are more likely to enroll in high-deductible health plans, placing a
disproportionate uncompensated cost burden on CAHs.*"

Share of rural hospitals Share of rural Medicare payments

Siandard PPS

Figure 1. SCH (sole community hospital), MDH (Medicare-
dependent hospital), PPS (prospective payment system). MedPac,

Infrastructure and System Challenges

CAHs operate in areas that are often located away from other health care facilities and where local
infrastructure may be inadequate. For example, limited broadband service options and slower internet speeds
are issues for rural areas, which could make it difficult for CAHs to participate in the health information
exchange and hampering coordination of care.”i Recruitment and retention of health care professionals is an
ongoing challenge for CAHs, with more than 60 percent of health professional shortage areas (HPSA) located
in rural areas. Rural hospitals had increasing low or negative operating margins in 2020 while health insurers
had unprecedented high profits. Some insurers have chosen this time to become extremely aggressive in
undermining local rural hospitals. CAHs are small hospitals but they are anchor institutions for community and
economic development-critical to much of rural America with shrinking economies. Finally, many rural
hospitals need to update their facilities to align with community needs, yet lack of access to capital and
narrow financial margins limit their ability to secure the necessary funds.

February 2022



i The Cecil G. Sheps Center for Health Services Research. Rural Hospital Closures. 2014. https://www.shepscenter.unc.edu/programs-
projects/rural-health/rural-hospital-closures/

i Gale JA, Croom J, Croll Z, Coburn AF. Charity Care and Bad Debt Activities of Tax-Exempt Critical Access Hospitals. 2015. Available from:
https://www.flexmonitoring.org/sites/flexmonitoring.umn.edu/files/media/pb38.pdf

i Kaufman B, Pink G, Holmes M. Prediction of Financial Distress among Rural Hospitals. 2016. Available from:
https://www.shepscenter.unc.edu/wp-content/uploads/2016/01/2015Prediction-of-Distress.pdf

¥ Holmes GM, Kaufman BG, Pink GH. Predicting Financial Distress and Closure in Rural Hospitals. J Rural Health. 2017 Jun;33(3):239-49. Available
from: https://onlinelibrary.wiley.com/doi/10.1111/jrh.12187

Vv Pink GH, Thompson K, Howard HA, Mark Holmes P. Geographic Variation in the 2016 Profitability of Urban and Rural Hospitals. 2018. Available
from: https://www.shepscenter.unc.edu/wp-content/uploads/dIm_uploads/2018/03/Geographic-Variation-2016-Profitability-of-Rural -
Hospitals.pdf

Vi Thomas S, Thompson K, Knocke K, Pink G. Alternatives to Hospital Closure: Findings from a National Survey of CAH Executives. 2021.

Vi Gadzinski AJ, Dimick JB, Ye Z, Miller DC. Utilization and Outcomes of Inpatient Surgical Care at Critical Access Hospitals in the United States.
JAMA Surg. 2013 Jul;148(7):589.

Vil Reiter KL, Noles M, Pink GH. Uncompensated Care Burden May Mean Financial Vulnerability for Rural Hospitals in States that Did Not Expand
Medicaid. Health Aff. 2015 Oct;34(10):1721-9.

XWang M, Kleit RG, Cover J, Fowler CS. Spatial Variations in US Poverty. Urban Stud. 2012 Feb;49(3):563-85.

x Joynt KE, Harris Y, Orav EJ, Jha AK. Quality of Care and Patient Outcomes in Critical Access Rural Hospitals. JAMA. 2011 Jul;306(1).

X Bai G, Yehia F, Chen W, Anderson GF. Varying Trends in The Financial Viability of US Rural Hospitals, 2011-17. Health Aff. 2020 Jun;39(6):942—
8.

Xi The Rural Health Safety Net Under Pressure: Rural Hospital Vulnerability. 2020.

Xt Thompson K, Reiter K, Whitaker R, Thomas S. Does ACA Insurance Coverage Expansion Improve the Financial Performance of Rural Hospitals?
2016. Available from: https://www.shepscenter.unc.edu/wp-content/uploads/dim_uploads/2016/04/Effects-of-ACA-on-Uncompensated-Care-
1.pdf

xiv chwryluk M. High- Deductlble Plans Jeopordlze quncml Heqlth of Potlents and Rural Hospitals. Kaiser Health News. 2020 Jan 10; Available

* Cohen RA, Zommlttl EP. High-deductible Health Plan Enrollment Among Adults Aged 18-64 With Employment-based Insurance Coverage. NCHS
Data Brief. 2018; Available from: https://www.cdc.gov/nchs/products/databriefs/db317.htm

i | enardson JD, Ziller EC, Coburn AF. High Deductible Health Insurance Plans in Rural Areas. 2014. Available from:
http://muskie.usm.maine.edu/Publications/rural/High-Deductible-Insurance-Plans-Rural.pdf

xii 2015 Broadband Progress Report. The Federal Communications Commission. February 4, 2015. Available at: https:// www.fcc.gov/reports-
research/reports/broadband-progress-reports/2015-broadband-progress-report.

February 2022


https://www.shepscenter.unc.edu/programs-projects/rural-health/rural-hospital-closures/
https://www.shepscenter.unc.edu/programs-projects/rural-health/rural-hospital-closures/
https://www.flexmonitoring.org/sites/flexmonitoring.umn.edu/files/media/pb38.pdf
https://www.shepscenter.unc.edu/wp-content/uploads/2016/01/2015Prediction-of-Distress.pdf
https://onlinelibrary.wiley.com/doi/10.1111/jrh.12187
https://www.shepscenter.unc.edu/wp-content/uploads/dlm_uploads/2018/03/Geographic-Variation-2016-Profitability-of-Rural-Hospitals.pdf
https://www.shepscenter.unc.edu/wp-content/uploads/dlm_uploads/2018/03/Geographic-Variation-2016-Profitability-of-Rural-Hospitals.pdf
https://www.shepscenter.unc.edu/wp-content/uploads/dlm_uploads/2016/04/Effects-of-ACA-on-Uncompensated-Care-1.pdf
https://www.shepscenter.unc.edu/wp-content/uploads/dlm_uploads/2016/04/Effects-of-ACA-on-Uncompensated-Care-1.pdf
https://khn.org/news/high-deductible-plans-jeopardize-financial-health-of-patients-and-rural-hospitals/
https://www.cdc.gov/nchs/products/databriefs/db317.htm
http://muskie.usm.maine.edu/Publications/rural/High-Deductible-Insurance-Plans-Rural.pdf

