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The New Kid on the Block: An Introduction to Micro-Hospitals

Previous issues of Health Capital Topics have
discussed several strategies by which healthcare
providers and stakeholders have attempted to remain
financially viable while combating the rising costs of
healthcare, e.g., vertical integration and horizontal
consolidation,* and the market entry of non-traditional
providers such as Amazon and Walmart.2 Another,
converse strategy — which involves the use of an
increasing number of retail clinics and urgent care
centers in an effort to provide better point-of-care
access to consumers — can help avoid costly and
unnecessary Vvisits to a hospital emergency room for
conditions such as upper respiratory conditions; ear
infections; and, other non-acute conditions.® Over the
last few years, a new type of healthcare provider has
entered the market to bridge the gap between these
urgent care centers and full service hospitals: the micro-
hospital.* Despite the consolidation trends in the
healthcare industry, micro-hospitals have emerged as a
popular option for both patients (as they are typically
conveniently located, and offer a shorter wait time than
traditional hospitals), and providers (due to their
relatively small overhead and the ability to bill at
hospital rates, in contrast to the lower rates billed by
urgent care centers).® This Health Capital Topics
article, the first installment of a five-part series, will
introduce the concept of micro-hospitals and briefly
discuss how they have evolved within the current
healthcare delivery environment. The following articles
in this series will further examine micro-hospitals in
relation to the Four Pillars that influence the value of
entities within the healthcare industry, i.e., regulatory;
reimbursement; competition; and, technology.

The term “micro-hospital” is still so new that it cannot
be found in the dictionary or in any formal healthcare
regulations. As such, the most commonly accepted
definition for these entities has been broadly detailed
by Emerus, creator of the first micro-hospital
prototype, and current operator of more than 28 of these
facilities across the U.S.® The Emerus micro-hospital
prototype has the following characteristics:

(1) Itislicensed as an independent hospital;

(2) Its size is 30,000 to 60,000 square feet;

(3) Itcontains 8 emergency beds and staffs board-
certified emergency physicians;

(4) It contains 8 to 10 inpatient beds;

(5) Itis staffed and open 24 hours per day, 7 days
per week;
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(6) It maintains transfer agreements with partner
hospitals; and,

(7) It provides a core set of ancillary services
(which can vary by location), e.g., imaging,
surgery centers.’

Hospitals (with the exception of critical access
hospitals [CAH])® have not historically been subject to
specific regulation with regard to size, and hence, a
micro-hospital can vary considerably from Emerus’s
prototype with regard to number of beds; specific
services offered; and, structure. However, as with any
newcomer to the healthcare market, micro-hospitals are
subject to many of the same trends and market forces
that impact other providers. As such, these small
facilities may face financial challenges in a market that
rewards facilities for taking advantage of economies of
scale and scope.®

As noted above, Emerus is the premier operator of
micro-hospitals in the U.S. with more than 28 currently
in operation and more than 20 additional facilities in
development.’® Notably, all of Emerus’ functioning
micro-hospitals were established in partnership with
larger health systems, e.g., Memorial Hermann, Baylor,
SCL Health,** which may allow these systems to utilize
new micro-hospitals to expand patient access; better
coordinate care; and, promote branding in new
communities.*? A representative map of locations for
U.S. micro-hospitals (as of April 2018) is shown
below.3

The Future for Micro-Hospitals in an Era of Reform

The rapidly shifting sands of healthcare reform over the
past several decades, in concert with the continually
rising costs of U.S. healthcare, have stimulated many
of the trends currently occurring in the healthcare
marketplace, e.g., consolidation, integration, and entry
of innovative market providers and structures. Among
these new innovations is the micro-hospital, which,
while still relatively new, appears to be carving out a
unique foothold in the marketplace by providing a
balance between emergency and inpatient care and
maintaining hospital services at the scale of an
ambulatory surgical center. This new blended model of
inpatient care, while successful in several markets thus
far, has unproven longevity within the ever evolving
healthcare marketplace. Investors and providers with
an interest in pursuing micro-hospital ventures should
be well-versed in general U.S. healthcare trends, as
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well as on the lookout for any new legislation,
regulation, or reimbursement changes that may impact
micro-hospital development and function. The
following articles in this series will provide more detail
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regarding some of these trends of which savvy potential
investors or developers should be cogniziant prior to
diving into the waters of one of the latest innovations
in U.S. healthcare.
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Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH
CAPITAL CONSULTANTS (HCC), where he focuses on the areas of valuation
and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 20 years of experience
providing valuation, financial, transaction and strategic advisory services

. nationwide in over 1,000 transactions and joint ventures. Mr. Zigrang is
also con5|dered an expert in the field of healthcare compensation for physicians,
executives and other professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare — 2nd Edition” [2015
— AICPA], numerous chapters in legal treatises and anthologies, and peer-reviewed and
industry articles such as: The Accountant’s Business Manual (AICPA); Valuing
Professional Practices and Licenses (Aspen Publishers); Valuation Strategies; Business
Appraisal Practice; and, NACVA QuickRead. In addition to his contributions as an author,
Mr. Zigrang has served as faculty before professional and trade associations such as the
American Society of Appraisers (ASA); American Health Lawyers Associate (AHLA);
the American Bar Association (ABA); the National Association of Certified Valuators and
Analysts (NACVA); Physician Hospitals of America (PHA); the Institute of Business
Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the
CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
Business Administration (MBA) from the University of Missouri at Columbia. He is a
Fellow of the American College of Healthcare Executives (FACHE) and holds the
Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers,
where he has served as President of the St. Louis Chapter, and is current Chair of the ASA
Healthcare Special Interest Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH
CAPITAL CONSULTANTS (HCC). Mr. Chwarzinski’s areas of expertise
include advanced statistical analysis, econometric modeling, as well as,
economic and financial analysis. Mr. Chwarzinski is the co-author of peer-
reviewed and industry articles published in Business Valuation Review and
NACVA QuickRead, and he has spoken before the Virginia Medical Group
Management Association (VMGMA) and the Midwest Accountable Care Organization
Expo. Mr. Chwarzinski holds a Master’s Degree in Economics from the University of
Missouri — St. Louis, as well as, a Master’s Degree in Finance from the John M. Olin
School of Business at Washington University in St. Louis. He is a member of the St. Louis
Chapter of the American Society of Appraisers, as well as a candidate for the Accredited
Senior Appraiser designation from the American Society of Appraisers.

Jessica L. Bailey-Wheaton, Esq., is Vice President and General Counsel
of HEALTH CAPITAL CONSULTANTS (HCC), where she conducts project
management and consulting services related to the impact of both federal
and state regulations on healthcare exempt organization transactions and
provides research services necessary to support certified opinions of value
related to the Fair Market Value and Commercial Reasonableness of
transactions related to healthcare enterprises, assets, and services. Ms. Bailey-Wheaton is
a member of the Missouri and Illinois Bars and holds a J.D., with a concentration in Health
Law, from Saint Louis University School of Law, where she served as Fall Managing
Editor for the Journal of Health Law & Policy.

Daniel J. Chen, MSF, is a Senior Financial Analyst at HEALTH CAPITAL
CONSULTANTS (HCC), where he develops fair market value and
commercial reasonableness opinions related to healthcare enterprises,
assets, and services. In addition, Mr. Chen prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most
probable future net economic benefit related to healthcare enterprises,
assets, and services, and applies utilization demand and reimbursement trends to project
professional medical revenue streams, as well as ancillary services and technical
component (ASTC) revenue streams. Mr. Chen has a Master of Science in Finance from
Washington University St. Louis.
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