National Organization of State Offices of Rural Health

Statement on Improving the Status of Small Rural Hospitals 

Rural hospitals provide essential healthcare services to nearly 54 million people in the United States, including nine million Medicare beneficiaries.1  These hospitals typically serve as the healthcare “hub” of the community, offering residents access to a continuum of healthcare services and providers in one location.  They are also frequently one of the largest, if not the largest, employers in the community – meaning the financial stability of a small rural hospital has a tremendous influence on it’s community’s economic health.


As is the case with most hospitals, small rural hospitals depend largely on Medicare reimbursements to compensate them for services they offer; however, those with attached nursing homes can be equally dependent on Medicaid.  Unfortunately, these hospitals face enormous fiscal challenges as reimbursement rates for these services decline – especially rural hospitals, which suffer from lower Medicare margins due to their smaller size; more modest assets and financial reserves; and higher percentage of Medicare patients (rural populations are typically older than average urban populations).2 


As reimbursement rates for services decrease, many rural hospitals find themselves eliminating critical healthcare services just to remain financially solvent; in some instances, they are even forced to close their doors.  A host of other pressures – a sustained shortage of healthcare workers; healthcare liability premiums and health information systems that drive costs higher; limited capital to renovate or replace aging facilities – only make the situation worse.  Therefore, there is a need to offer programs and services that enable rural hospitals to reduce/eliminate these risks and remain vital components of their communities


Several programs in recent years have sought to reduce the incidence of service reductions and hospital closures.  Perhaps none of these programs has been more significant than the Medicare Rural Hospital Flexibility Program (Flex Program), which was established as part of the Balanced Budget Act of 1997.  The Flex Program gives small rural hospitals the opportunity to apply for designation as a Critical Access Hospital (CAH) – a designation which allows them to receive cost-based reimbursement from Medicare and operate under Medicare Conditions of Participation that are more flexible than acute care hospitals.  As a result, the hospital’s financial performance and their ability to meet the healthcare needs of their community are both improved greatly.3  CAHs must be located in a rural area (or an area that is treated as rural) be at least 35 miles from another hospital or at least 15 miles from another hospital in mountainous terrain or areas with only secondary roads available); or be certified before January 1, 2006 by the state in which they are located as a necessary provider of health care services.4

As of September 2008, 1,294 facilities in the United States had been certified as a CAH.5  Various surveys indicate the benefits to the communities in which the CAHs are located have been substantial.  For example, a 2007 survey of 381 CAH administrators indicated that the critical access hospitals actively monitor the health and health system needs of their communities; engage with other community organizations and stakeholders to address those needs, and provide services (often free) for patients and other provider organizations in the community that enhance access to care.6  Another 2007 survey of administrators whose CAHs were undergoing facility replacements indicated those enhancements led to tangible improvements in hospital performance and customer satisfaction, and greater success in physician/staff recruitment and retention.7  Given these benefits, more small rural hospitals may want to explore the possible advantages of securing a CAH designation.


State Offices of Rural Health have a rich history of developing partnerships, creating programs and providing resources that help meet the healthcare needs of rural Americans; therefore, these organizations can play an important role in helping small rural hospitals address the challenges they face.  For this to occur, rural healthcare policies and programs – and the funding which supports these policies and programs possible – are critical if states are expected to address this rural health issues as effectively as possible.


For that reason, NOSORH supports the funding of programs and activities which expand the technical assistance capacity of State Offices of Rural Health to meet the healthcare needs of rural Americans.  In terms of bolstering the status of small rural hospitals, NOSORH recommends the following:
· Small rural hospitals should not be penalized on health information technology grants because they receive cost-based reimbursements.

· Expand cost-based reimbursement for small rural hospitals with beds by up to 50%.

· Create funding incentives for building small rural hospitals.  These should be grant programs, not loan programs.

· Support programs which provide Medical Assistance cost-based reimbursements to critical access hospitals similar to the Medicare cost-based reimbursements.
· Restore necessary provider provisions for all small rural hospitals.

· Review statutory fixes of definition of hospitals. 

· Review SHIP guidance regarding direct cost policy to allow for administrative costs for staffing and limit indirect costs on hospital funds. 

