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Rural Hospital Closure Rates Higher in Non-Medicaid Expansion States

Since the passage of the Patient Protection and
Affordable Care Act (ACA) in March of 2010,' the
number of rural hospitals closing per year has
significantly increased, from three (3) rural hospitals
closing in 2010 to seventeen (17) rural hospitals closing
in 2015, out of a total of 2,258 rural hospitals in the U.S.
in 2015.% This alarming trend in the increased closure
rate of rural hospitals has continued into 2016, with
eleven (11) rural hospitals closing from January to May
of 2016.% Of the total number of rural hospital closings
since 2010, approximately 85% of the closings occurred
in states that have not, or had yet to, expand the
Medicaid programs in their state.* This Health Capital
Topics article will present an overview of the recent
increase in the number of rural hospital closures in the
U.S., as well as, explore the causes behind this growing
problem, including the potential correlation between
rural hospital closures and the lack of Medicaid program
expansion.

In recent years, the financial viability of rural hospitals
has become a growing problem for the U.S. healthcare
delivery system. According to a recent report from the
Cecil G. Sheps Center for Health Services Research at
the University of North Carolina, since 2010, 75 rural
hospitals have closed across the U.S.°, with the yearly
number of closures increasing at a Compounded Annual
Growth Rate (CAGR) of approximately 47.33% from
the period of 2010 through 2015.° Additionally, a
significant number of rural hospitals have been
identified as currently facing a high risk of closing,
based on a consideration of the financial performance of
the hospital, as well as its organizational and market
characteristics.” Many rural hospitals identified as
having a high risk of closing in 2015 are located in the
Southeastern and South Central regions of the U.S.,
most notably:

(1) Texas (17 rural hospitals at risk of closing);

(2) Oklahoma (17 rural hospitals at risk of
closing);

(3) Tennessee (14 rural hospitals at risk of
closing);

(4) Arkansas (13 rural hospitals at risk of closing);

(5) Georgia (13 rural hospitals at risk of closing);

(6) Alabama (13 rural hospitals at risk of closing);
and,

(7) Kentucky (10
closing).?

rural hospitals at risk of
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Numerous factors may be contributing to the recent
increase in rural hospital closures. Most prominent
among these potential causes is the correlation between
rural hospital closures and state actions regarding
Medicaid expansion. Under the ACA, states were
originally required to expand Medicaid coverage to all
adults with incomes up to 133 percent of the federal
poverty level (FPL) by January 1, 2014.° However, this
provision was modified by the June 28, 2012, U.S.
Supreme Court decision in National Federation of
Independent Business v. Sebelius, the landmark decision
that invalidated the mandatory expansion of state
Medicaid programs.® Despite the ACA’s provisions
regarding Medicaid expansion becoming effective in
2014, under the Court’s ruling, states have the option of
whether or not to participate.™ State decisions regarding
this expansion may be resulting in the unintended
consequence of adding further stress to rural hospitals,
which, in the face of the rising prevalence of high-
deductible health plans and potential cuts to Medicaid
disproportionate share hospital payments,** rural
hospital operators have viewed Medicaid expansion as
potentially resulting in a “positive net financial impact”
for rural hospitals.** Of the total number of rural
hospital closings since 2010, approximately 85% of the
closings occurred in states that have not, or had yet to,
expand the Medicaid programs in their state.** Further,
many of the states with the highest number of rural
hospitals at risk of closure are located in states that have
yet to expand the Medicaid programs, excluding
Arkansas and Kentucky, both of which expanded the
Medicaid programs in their states in 2013.%

Another factor that may be forcing financially
struggling rural hospitals to close stems from litigation
surrounding the ACA’s Cost Sharing Reduction (CSR)
provision. Section 1402 of the ACA indicates that “[i]n
the case of an eligible insured enrolled in a qualified
health plan—(1) the Secretary shall notify the issuer of
the plan of such eligibility; and (2) the issuer shall
reduce the cost-sharing under the plan...”*® Section
1402 requires ACA qualified health plan insurers “to
reduce deductibles, coinsurance, copayments, and
similar charges for eligible insured individuals enrolled
in their plans.”’” The ACA refers to these reductions as
CSRs, and in order to qualify for them, an individual
must be enrolled in a qualified health plan and have a
household income that is between 100 and 400 percent
of the FPL."® CSRs are a vital component of the
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ACA’s goal to provide affordable health insurance
and healthcare to low and moderate-income
individuals.® In order to achieve affordable
healthcare, the ACA requires insurers to reduce cost
sharing for those below 250 percent of the FPL.%
However, on May 12, 2016, the federal district court for
the District of Columbia ruled that Congress has not
explicitly appropriated money for insurers to be
reimbursed for the incurred costs in reducing cost
sharing for individuals with incomes below 250 percent
of the FPL.** If CSR payments stopped, insurers
would still be legally required to reduce cost sharing
without reimbursement, costing insurers a projected
$7 billion in 2016 and $130 billion over the next ten
years.”” Consequently, insurers may terminate certain
marketplace coverage as a result of this extra cost
burden,? which could have a disproportionate effect
on rural hospitals, given that the overall rate of
poverty is higher in rural areas than in urban areas.?

Among the negative aspects of rural hospital closures,
patients are often forced to travel greater distances to
receive care that they once received at their local
hospital. As a result, patients often rely on surrounding
counties’ ambulance services to get to and from
hospitals.”® For example, in Newton, Mississippi, when
its local hospital closed in December 2015, turnaround
times for ambulance services increased threefold, from
20 minutes to 60 minutes.”® This additional travel
requirement may complicate patient care in acute
incidents that require immediate medical attention.?’

Policymakers have attempted to solve the problem of
increased rural hospital closures, with limited effect. In
July 2015, U.S. Representatives Sam Graves [R-MO]
and Dave Loebsack [D-IA] introduced the “Save Rural
Hospitals Act,” which seeks to improve the viability of
rural hospitals through various Medicare and Medicaid
reforms, including permanently increasing Medicare
payment rates for ground ambulance services in rural
areas, as well as, eliminating rural Medicare and
Medicaid disproportionate share hospital payment
reductions.”® However, since August 2015, the bill has
remained assigned to the Subcommittee on Health
within the U.S. House of Representatives’ Committee
on Energy and Commerce, which may delay, or prevent,
overall passage of the bill.?’

Given the potential revenue that may be gained by rural
hospitals through patients who have increased access to
Medicaid coverage, and in light of the continued growth
in the rate of rural hospital closures, it may be prudent
for policymakers exploring how to improve and
stabilize the environment for the viability of rural
hospitals to consider the role that Medicaid expansion
(in accordance with the ACA) may contribute toward
the financial security of rural hospitals.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief Executive
Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized healthcare financial
and economic consulting firm headquartered in St. Louis, MO, serving clients in 49 states since
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the financial and economic aspects of healthcare service sector entities including: valuation
consulting and capital formation services; healthcare industry transactions including joint ventures,
mergers, acquisitions, and divestitures; litigation support & expert testimony; and, certificate-of-
need and other regulatory and policy planning consulting.

Mr. Cimasi holds a Master in Health Administration from the University of Maryland, as well as several professional
designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow Royal Institution of
Chartered Surveyors (FRICS — Royal Institution of Chartered Surveyors); Master Certified Business Appraiser
(MCBA — Institute of Business Appraisers); Accredited Valuation Analyst (AVA — National Association of Certified
Valuators and Analysts); and, Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition
Advisors). He has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, and is the author of
several books, the latest of which include: “Adviser’s Guide to Healthcare — 2nd Edition” [2015 — AICPA];
“Healthcare Valuation: The Financial Appraisal of Enterprises, Assets, and Services” [2014 — John Wiley & Sons];
“Accountable Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis, a division of
CRC Press]; and, “The U.S. Healthcare Certificate of Need Sourcebook™ [2005 - Beard Books].

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published articles
in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by healthcare
industry press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in Business Valuation”
conferred by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial Board of the Business
Appraisals Practice of the Institute of Business Appraisers, of which he is a member of the College of Fellows. In
2011, he was named a Fellow of the Royal Institution of Chartered Surveyors (RICS).

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 considered an expert in the field of
healthcare compensation for physicians, executives and other professionals.

y 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); 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 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.

Kenneth J. Farris, Esq., is a Research Associate at HEALTH CAPITAL CONSULTANTS (HCC),
where he 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, and tracks impact of federal and state regulations on healthcare
exempt organization transactions. Mr. Farris is a member of the Missouri Bar and holds a J.D.
from Saint Louis University School of Law, where he served as the 2014-2015 Footnotes
Managing Editor for the Journal of Health Law & Policy.
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