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The U.S. government is the largest payor of medical 

costs, through Medicare and Medicaid, and has a strong 

influence on healthcare reimbursement. In 2017, 

Medicare and Medicaid accounted for an estimated 

$705.9 billion and $581.9 billion in healthcare spending, 

respectively.1 The prevalence of these public payors in 

the healthcare marketplace often results in their acting as 

a price setter, and being used as a benchmark for private 

reimbursement rates.2 This is particularly true for rural 

health clinics (RHCs), which tend to serve a 

disproportionately large Medicare population.3 This third 

installment in the five-part Health Capital Topics series 

on RHCs will focus on the RHC reimbursement 

environment.  

MEDICARE REIMBURSEMENT OF RHCS 

Medicare reimburses RHCs on an all-inclusive rate 

(AIR) for “medically-necessary primary health services 

and qualified preventative health services furnished by 

an RHC practitioner.”4 The AIR for RHCs is typically 

calculated by dividing total allowable costs (i.e., costs 

reasonable and necessary, including practitioner 

compensation, overhead, and other costs applicable to the 

delivery of RHC services) by the total number of visits.5 

This AIR calculation (which, of note, only reimburses for 

professional services, and not for any facility fees) also 

takes into consideration productivity, payment limits, and 

other factors.6 

Productivity is calculated in terms of visit numbers; a 

full-time equivalent (FTE) physician’s productivity 

standard is 4,200 visits, while each FTE non-physician 

(i.e., nurse practitioner, physician assistant, certified 

nurse-midwife) has a standard of 2,100 visits.7 For an 

RHC, physician and non-physician practitioner 

productivity can be combined,8 but patient encounters 

with multiple RHC practitioners or multiple encounters 

with the same practitioner on the same day only 

constitute a single visit.9 Upon the recalculation at the 

end of the cost reporting year, if there are fewer visits 

based on these productivity standards, the AIR rate is 

lowered.10 

The 2019 RHC payment limit per visit is $84.70, an 

increase of 1.5% from the 2018 payment.11 An RHC that 

is an integral part of a hospital (including critical access 

hospitals) can receive exemptions to the payment limit 

(i.e., receive a higher payment) if: the hospital has fewer 

than 50 beds; or, the hospital’s average daily patient 

census count of those beds does not exceed 40 and meets 

other additional requirements.12 

In addition to the services reimbursed under the AIR, 

RHCs can also bill Medicare for chronic care 

management services (determined under the Medicare 

Physician Fee Schedule [MPFS]), which rate was 

approximately $42 in 2017, as well as for the facilitation 

of telemedicine services.13 Of note, RHCs may not 

provide telemedicine services, but they may serve as the 

originating site (which is reimbursable under the 

MPFS).14 

It is important to note that the current RHC payment cap 

is not enough to cover the average cost per visit to an 

RHC, i.e., the reimbursement that the RHC receives is 

less than what it cost them to provide the service, as set 

forth below in Table 1.  

MEDICAID REIMBURSEMENT OF RHCS 

Medicaid reimburses for RHC visits under a prospective 

payment system (PPS).15  Under the PPS methodology, 

the state calculates a per-visit rate based on reasonable 

costs for an RHC’s first two years of operation, 

increasing the baseline rate each year by the Medicare 

Economic Index (MEI).16 Alternatively, the RHC may 

seek an agreement with the state’s Medicaid program 

under which the RHC receives reimbursement through an 

alternative payment methodology (APM), which 

payments would be at least as much as the PPS rate.17 

Each state has its own method of applying either the PPS 

or the APM.18 

Similar to the rest of the U.S. healthcare delivery system, 

RHCs are moving from volume-based to value-based 

reimbursement (VBR).  Especially considering that 43% 

of RHCs that are operating at a loss and are at risk for 

closure,19 these entities must be creative in their efforts to 

stay financially viable in the midst of this rapid sea 

change resulting from payment reform.  In one example, 

five states (Colorado, Hawaii, Michigan, Nevada, 

Oklahoma) and Washington, DC were selected to 

participate in the National Academy for State Health 

Policy’s (NASHP) 2016 Value-Based Payment Reform 

Academy for federally qualified health centers (FQHCs) 

and RHCs in order to transform how care is delivered at 

these organizations.20 RHCs are also involved in other 

VBR initiatives, such as Medicare Shared Savings 

Program (MSSP) accountable care organizations (ACOs) 

and APMs under the Quality Payment Program (QPP).21 
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CONCLUSION 

The market for rural health services is expected to 

experience increasing demand in the coming years, due 

to an aging U.S. population and a greater number of 

insured individuals due to the Patient Protection and 

Affordable Care Act (ACA).22 Both of these factors may 

increase the number of people seeking healthcare 

services. As demand increases, the supply of physicians 

is anticipated to decrease, due to an imbalance between 

the number of these physicians who are moving toward 

retirement and the number of residents that are entering 

these fields.23 While this may lead to a shortage of 

primary care services, especially in areas that are already 

underserved, because RHCs are required to be staffed by 

midlevel providers at least 50% of the time, RHCs may 

be relatively immune to the physician manpower 

shortage. 

In most industries, any shortage may lead to rising prices. 

However, in the healthcare industry, the federal 

government has some power to set prices through the 

Medicare program. Further, with respect to Medicare 

reimbursement, because RHCs are reimbursed on an 

AIR, even if there is a shortage of primary care services 

in the next several years, prices (i.e., RHC 

reimbursement) may not rise to reflect this shortage.  

Although RHCs are (purposely) not profitable ventures 

(as illustrated in the above table), they provide an 

invaluable service to patients in rural areas who may not 

otherwise have access to primary services. Due in part to 

the relative dearth of RHCs in medically underserved 

areas, free-standing RHCs may consequently be potential 

acquisition targets by entities such as critical access 

hospitals or other non-profit healthcare enterprises that 

are seeking to meet their charitable mission and increase 

access and quality of care in their communities.

 

Table 1: RHC Mean Adjusted Cost Per Visit (ACPV)24 

  A B C D E F 

  RHC Characteristics (n) n 
Mean 

ACPV 

2017 

Cap 
Shortfall 

1 Independent RHCs 1,235 $112.12 $82.30 $29.82 

2 

Size   

Small (1-4,342 visits) 324 $126.40 $82.30 $44.10 

3 Medium (4,343-9,324 visits) 408 $106.83 $82.30 $24.53 

4 Large (9,325-28,040 visits) 402 $106.01 $82.30 $23.71 

5 Extra-Large (28,041+ visits) 101 $112.03 $82.30 $29.73 

6 
Ownership   

Private/for profit 883 $103.96 $82.30 $21.66 

7 Non-profit/publicly owned 296 $130.70 $82.30 $48.40 

8 Provider-Based RHCs 1,904 $176.73 $82.30 $94.93 

9 

Size   

Small (1-4,342 visits) 650 $186.64 $82.30 $104.34 

10 Medium (4,343-9,324 visits) 571 $170.02 $82.30 $87.72 

11 Large (9,325-28,040 visits) 571 $171.02 $82.30 $88.72 

12 Extra-Large (28,041+ visits) 112 $182.52 $82.30 $100.22 

13 
Subject to Cap?   

Yes 421 $163.38 $82.30 $81.08 

14 No 1,254 $181.00 N/A N/A 

15 Attached to Critical 

Access Hospital?   

Yes 1,026 $182.06 N/A N/A 

16 No 778 $168.54 Varies Varies 
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