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RHC Overview

A What is a Rural Health Clinic (RHC)?

I Specially certified entities created to increase access to
primary care services in rural areas

I Established via the Rural Health Clinic Service Act of 1977

I Specially licensed through Medicare

I May be operated as either a for-profit or a non-profit entity
A Characteristics

I Generally primary care

I Higher reimbursement from Medicare and Medicaid

I Dubious profitability

I Require licensure through Medicare

| Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics (Accessed 3/19/19). "Rural Health Clinic Services Act of 1977" Pub. L. No. 95-210, 91 Stat. 1485 (December 13, 1977,
| Ith Clinics (RHCs)" Rural Health Information Hub, https://mww.ruralhealthinfo.org/topics/rural-health-clinics#certified (Accessed 12/14/18); "Rural Health Clinic" MLN Fact Sheet, ICN 006398, January 2018, available at:

https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNProducts/Downloads/RuralHIthClinfctsht.pdf (Accessed 12/14/18), p. 1-2.

"Rural Hi 2 :
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RHC Overview

A Types of RHCs

I Provider-based
AOwned by hospital
AOwned by home health agency
AOwned by nursing home

I Independent
AOwned by individual provider
AOwned by provider group

"Rural Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics (Accessed 3/19/19). "Rural Health Clinic Services Act of 1977" Pub. L. No. 95-210, 91 Stat. 1485 (December 13, 1977).
“Rural Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics#certified (Accessed 12/14/18); "Rural Health Clinic" MLN Fact Sheet, ICN 006398, January 2018, available at:
https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNProducts/Downloads/RuralHIthClinfctsht.pdf (Accesse d 12/14/18), p. 1-2.
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RHC Overview

A Licensure Requirements

I Must be located in a rural, underserved area
A Defined by the U.S. Census Bureau and the Health Resources and Services
Administration (HRSA)
I Must be in a Health Professional Shortage Area (HPSA)

I 4 qualifying types of shortage areas:

A Geographic-Based HPSAs: Population-based areas that have workforce
shortages in primary medical care, mental health, or dental health

A Medically Underserved Areas (MUAS): Shortage of primary care providers, a
high infant mortality, high poverty, and/or a high elderly population

A Population-Group HPSAs: Have barriers preventing the patient population
from accessing primary care providers within their area

A Governor Designated and Secretary Certified Areas: Designated by the state
and certified by Health and Human Services (HHS) as an area with a
shortage of healthcare services

"Rural Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics#certified (Accessed 12/14/18); "Rural Health Clinic* MLN Fact Sheet, ICN 006398, January 2018, available at: https://www.cms.gov/Outreach-and-Education/Medicare-
Learning-Network-MLN/MLNProducts/Downloads/RuralHithClinfctsht. pdf (Accesse d 12/14/18), p. 2. "Rural Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics#difference (Accessed 3/8/19).
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RHC Overview

A Licensure Requirements

I Must utilize non-physician providers (NPPs) in rendering

patient services

A Types of NPPs
I Nurse practitioners (NP)
i Certified nurse-midwives (CNM)
I Physician assistants (PA)

A NPPs required to see patients a minimum of 50% of the time the
RHC is open
i Can use employment agreements or contracts
i Can use locum agency

I Maintains certification unless its location changes or the location no
longer meet location requirements, i.e., is no longer in an HPSA

"Rural Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics#certified (Accessed 12/14/18)."Chapter 13 Rural Health Clinic (RHC) and Federally Qualified Health Center (FQHC) Services" in "Medicare
Benefit Policy Manual" Centers for Medicare & Medicaid Services, December 7, 2018, https://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/downloads/bp102¢13.pdf (Accesse d 3/19/19); "Revised Rural Health Clinic (RHC) Guidance State
Operations Manual (SOM) Appendix G Advanced Copy" By Director, Survey and Certification Group, Letter to State Survey Agency Directors (December 22, 2017), https://www.cms.gov/Medicare/Provider-Enroliment-and-
Certification/SurveyCertificationGenlnfo/Downloads/Survey-and-Cert-Letter-18-09.pdf (Accessed 3/19/19), p. 54.
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RHC Overview

A RHC Statistics
i As of 2020, there are 5,266 certified RHCs
A All offer primary care services
I 46% of RHCs are operating at a loss
I From 2010 to 2019, there have been 98 closures
A HPSA statistics as of end of 2018
I Approximately 7,026 primary care HPSAs
A59% were rural areas

A Need a projected 3,871 providers to remove rural
HPSA designation

ecent data from HRSA website, calculated on January 1, 2020. "Data Explorer" Health Resources and Services Administration, 2020, https://data.hrsa.gov/tools/data-explorer (Accessed 1/31/20). "United States: Rural Healthcare Facilities" Rural Health Information Hub,
fo.org/states/united-states (Accessed 3/27/19); "Rural Hospital Closures to Ninety-Eight" By Jessica Seigel, National Rural Health Association, February 20, 2019, https://www.ruralhealthweb.org/blogs/ruralhealthvoices/february-2019/rural-hospital-closures-rise-to-ninety-seven (Accessed 3/7/19;

ps://www. |healthini
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Current and Future Trends

A Regulatory

I Anti-Kickback Statute

AFel ony for any person to fAknov
receive, or to offer or pay, @
indirectly, in exchange for the referral of a patient for a healthcare
service paid for by a federal healthcare program

A Carries both criminal penalties (up to a 5-year prison term per
violation) and civil penalties.

A Safe harbors specific to RHCs:

» Practitioner recruitment safe harbor: Protects recruitment
payments to physicians

» Joint venture safe harbor: Allows for investments in joint ventures

"Criminal Penalties for Acts Involving Federal Health Care Programs” 42 U.S.C. © 1320a-7b(b)(1). "COMPARISON OF THE ANTI-KICKBACK STATUTE AND STARK LAW" Office of Inspector General, 2019,
https://oig.hhs.gov/compliance/provider-compliance-training/files/StarkandAKSChartHandout508.pdf (Accessed 10/16/19). "Exceptions" 42 CFR ° 1001.952(e)(2)(iii); "Federal Anti-Kickback Law and Regulatory
Safe Harbors" Office of Inspector General, Office of Public Affairs, Fact Sheet, November 1999, https://oig.hhs.gov/fraud/docs/safeharborregulations/safefs.htm (Accessed 6/18/19).
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Current and Future Trends

A Regulatory
I Stark Law

A Governs physicians (or their immediate family members) who have a
financial relationship (i.e., an ownership investment interest or a
compensation arrangement) with an entity

A Specifically addresses referrals from physicians to entities with
which the physician has a financial relationship for the provision of
defined services paid for by Medicare or Medicaid

A Carries only civil penalties

A Exceptions specific to RHCs:
» Assistance to compensate an NPP
» Rural Provider exception

A October 2019 Stark Law Proposed Rule i Proposed removing 15%
contribution requirement for donations of cybersecurity equipment

"Medicare Program; Revisions to Payment Policies Under the Physician Fee Schedule and Other Revisions to Part B for CY 2016; Final Rule" Federal Register, Vol. 80, No. 220 (November 16, 2015), p.
71303-71306. "Medicare Program; Modernizing and Clarifying the Physician Self-Referral Regulations; Proposed Rule" Federal Register, Vol. 84, No. 201 (October 2019), p. 55834-55835.
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Current and Future Trends

A Reimbursement

I Medicare Reimbursement

AAll-inclusiverate ( Al R) f o r-nefiessard primaayl |
health services and qualified preventative health services
furnished by an RHC practit

A Calculation:
AIR = Total Allowable Costs 0 Total Number of Visits

i Total Allowable Costs: i.e., costs reasonable and
necessary, including practitioner compensation, overhead,
and other costs applicable to the delivery of RHC services

ealth Clinic" MLN Fact Sheet, ICN 006398, January 2018, available at: https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNProducts/Downloads/RuralHIthClinfctsht. pdf
(Accessed 12/14/18), p. 1. "Chapter 13- Rural Health Clinic (RHC) and Federally Qualified Health Center (FQHC) Services" in "Medicare Benefit Policy Manual" Centers for Medicare & Medicaid, 2018,

https://mwww.cms.gov/Regulations-and-Guidance/Guidance/Manuals/downloads/bp102¢13.pdf (Accessed 12/14/18).
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Current and Future Trends

A Reimbursement

I Medicare Reimbursement

I AIR takes into consideration productivity, payment limits, and
other factors

» Productivity calculated in terms of visit numbers
» Physician and NPP productivity can be combined

» Patient encounters with multiple RHC practitioners or multiple
encounters with the same practitioner on the same day only
constitute a single visit

» 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

I Only reimburses for professional services 7 not\for any facility fees

"Rural Health Clinic" MLN Fact Sheet, ICN 006398, January 2018, available at: https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNProducts/Downloads/RuralHIthClinfctsht. pdf
(Accesse! d 12/14/18), p. 1. "Chapter 13- Rural Health Clinic (RHC) and Federally Qualified Health Center (FQHC) Services" in "Medicare Benefit Policy Manual" Centers for Medicare & Medicaid, 2018,
https://mwww.cms.gov/Regulations-and-Guidance/Guidance/Manuals/downloads/bp102¢13.pdf (Accessed 12/14/18).
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Current and Future Trends

A Reimbursement

I Medicare Reimbursement
A 2020 RHC payment limit per visit is $86.31 (increase of 1.9% from 2019)
I Payment cap updated annually by the Medicare Economic Index (MEI)

I Current RHC payment cap is not enough to cover the average cost per
visit to an RHC

I RHCs that are part of a critical access hospital network can be exempt
from payment limit

I Can also bill Medicare for chronic care management services

» Rate is $66.77 for 2020 (down from the 2019 rate of $67.03)
i Can bill for facilitation of telemedicine services

»RHC may sser vieqdaisamNhe" llor i gig'at i
I RHC receives less than what it cost them to provide the service

"Update to Rural Health Clinic (RHC) All In: I e Rate (AIR) Payment Limit for Calendar Y ar (CY) 2020" Centers for Medicare & Medicaid, October 4, 2019 https: //wwwcmsg v/Outreach-and-Education/Medic: ing-Network-
MLN/MLNMattersArticles/Downloads/MM11498.pdf (Acc d3/23/20) "Chapter 13- Rural Health Clinic (RHC) and Feder: IIyQ alifi dH IthC nter (FQHC)S " in "Medicare Benefit Pol | yM ual" Centers for Mel d &M d aid, 2018,
https://mww.cms.gov/Regulations-and-Guidance/Guidan /M uals/downloads/bp102c13.pdf (Accesse d 12/14/18) "Modernizing Rural Health CI c Proy s: Policy yB ief and Recommendations” Natiof IAd ryC mmtt n Rural Health and
H man Services, December 2017, https://www.hrsa.gov/site: S/d fault/files/hrsa/advi: ycommtl es/rural/publications/2017-Rur IH alth-Clinic-Pro ns.pdf (Accesse d 12/28/18), p. 5.
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Current and Future Trends

A Reimbursement

I RHC Mean Adjusted Cost per Visit (ACPV)

B

RHC Characteristics (n)

E

2017
Cap

F

Shortfall

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

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

3 Size Medium (4,3439,324 visits) 408 $106.83 $82.30 $24.53

4 Large (9,32528,040 visits) 402 | $106.01 | $82.30 $23.71

5 ExtraLarge (28,041+ visits) 101 $112.03 $82.30 $29.73

6 . Private/for profit 883 $103.96 $82.30 $21.66

Ownership - -

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

10 Size Medium (4,3439,324 visits) 571 $170.02 $82.30 $87.72

11 Large (9,32528,040 visits) 571 $171.02 $82.30 $88.72

12 ExtraLarge (28,041+ visits) 112 $182.52 | $82.30 $100.22

13 i Yes 421 $163.38 | $82.30 $81.08

Subject to Cap?

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

15 | Attached to Critical | YeS 1,026 | $182.06 N/A N/A

16 | Access Hospital? | No 778 | $168.54 | Varies Varies

OG0T g hrsa goviatesidefadiesreslacisory-commitsesiuralUbloatonsIZ017-Rura-Healin-Chc-ProvSions pi (coessed 1336/16. b 7
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Current and Future Trends

A Reimbursement

I Medicaild Reimbursement

A Reimburses for RHC visits under a prospective payment
system (PPS)

| State calculates a per-visit rate based on reasonable
costs for an RHCOs first 2
the baseline rate each year by the MEI

ARHC may seek an jagreement w
program under which the RHC receives reimbursement
through an alternative payment model (APM)

I At least as much as the PPS rate

| Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics (Accessed 12/14/18).

"Rural
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Current and Future Trends

A Reimbursement
I Physician Shortage Effect on Reimbursement

A Shortage of primary care services, especially in areas
that are already underserved

A RHCs may be relatively immune to the physician
workforce shortage because of use of NPPs

A Because of AIR, reimbursement may_not rise to reflect
physician shortage
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Current and Future Trends

A Competition

I Telehealth Providers

A Deliver health-related services via telecommunications
technology

A Can supplement or replace face-to-face encounters with
physicians

A Can address rural patient needs, rural provider shortage

A Not required to have physical presence in rural area

A Number of telehealth companies expected to grow by 41.5% in
the next 5 years

A Increasing private insurance coverage
A Many states are passing telehealth reimbursement parity laws

"IBISWorld Industry Report OD5775: Telehealth Services in the US" Jack Curran, IBISWorld, October 2019.
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Current and Future Trends

A Competition
I Critical Access Hospitals

A Critical Access Hospital (CAH) is a designation given to
gualifying rural hospitals by the Centers for Medicare &
Medicaid Services (CMS)

I Requirements:
» Must have < 25 acute care inpatient beds
» Must be located > 35 miles away from another hospital
»Must mailintaln an annuvual | 'leng

» Must provide 24/7 emergency care services

| ss Hospitals (CAHs)" Rural Health Information Hub, 2020, https://www.ruralhealthinfo.org/topics/critical-access-hospitals (Accessed 1/28/20). "Reassessing
inancial Peer Groups for Critical Access Hospitals" By Walter L. Hawkins, Kristin L. Reiter, George H. Pink, Flex Monitoring Team, November 2016, p. 3.

“Critical Acce: i
Fil , p. BY
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Current and Future Trends

A Competition

I Critical Access Hospitals

A Attempt by Congress to reduce the financial vulnerability
of rural hospitals and increase access to healthcare for
rural Americans

A CAH-designated facility may receive significantly higher
Medicare reimbursement, state benefits, qualification for
federal grants, and Medicare compliance flexibility
through Medicare Rural Hospital Flexibility Program

A 56% of CAHs operate RHCsS
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Current and Future Trends

A Competition
I Physician Practices
AProvide primary care services and directly compete

Alndependent practices are least likely form of
competition:

I Only 31.4% of physicians report any ownership stake in
an independent practice, lowest ever reported rate

I Physician-owned practices have been slowly declining
over the past 10 years

I Older physicians are selling practices to hospitals

"IBISWorld Industry Report 62111a: Pri ors in the US" Anna Miller, IBISWorld, June 2019.
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Current and Future Trends

A Competition

I Physician Practices
AIncreases in primary care practices owned by hospitals
A Medicare reimbursement disadvantage compared to RHCs

A Fight with RHCs over the same limited resource in rural
areas I Providers

A Physicians are less likely to open an independent
physician practice in rural areas

"IBISWorld Industry Report 62111a: Primary Care Doctors in the US" Anna Mille! ne 2019.
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Current and Future Trends

A Technology
I Healthcare information technology (HIT)
A May lead to improved efficiency and quality management,
especially in rural areas
A fUses technology to store, secure, retrieve, and transfer protected
health information electronicallyo

A Includes a variety of software applications:
i Electronic health records (EHR)

i Digital networks to electronically transmit medical test results
and patient records

I Electronic communication between providers and with patients
I Electronic prescribing/ordering

i Digital support systems

I Billing software

I Staffing models

"Medical Practice Effici s & Cost Savings" The Office of the National Coordinator for Health In f orma ation Technology, https: //wwwh Ithtg ov/topic/health-it-and-health-information-exchange-basics/medical-practice-effici S-CO:! ings (Accessed
7/17/19); "Uni d t nding the Costs and Ben ft of Health In f orma t n Technology in Nursing Homes and Home Heal IthAg s: Case Study Findings" By Andrew Kramer MD etal., U.S. Department of He: Ith dHuma S ervices, Juni 2009,
http://aspe.hhs.gov/sites/default/files/pdf/75876/HITc: fpdf (Accessed 7/17/19), p. iv-v, 1; "Health Information Technology in Rural Healthcar R al Health Information Hub, https://www.ruralhealthinfo.org/topics/health-information-technology (Accessed 7/17/19).

Business Valuation Resources . bvresources.com . (503) 291-7963



Current and Future Trends

A Technology
I Healthcare information technology (HIT)
AHIT can help rural areas in the following ways:
I Improving access to and coordination of care
I Improving the surveillance of disease
I Promoting health education

I Assisting in the compilation of regional data
ACan be very expensive for small rural providers

ARequires constant maintenance

"9.2 Improve Care in Rural Areas" in Section 9 of "Health IT Playbook" The Office of the National Coordinator for Health Information Technology, it.gov/playbook/care-settings/#section-9-2 (Accessed 7/17/19
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Current and Future Trends

A Technology

I Healthcare information technology (HIT)
A Telemedicine/Telehealth

I Can significantly increase patient access to healthcare in
rural areas

I Can take many forms, including:
» Provider/patient videoconferencing

» Remote patient monitoring (which may be the most
common form of telehealth in rural healthcare)

»MStore and forward transmi'ss
information

» Mobile health communication (mHealth), such as
through various smartphone apps

IBISWorld Industry Report OD5775: Telehealth Services in the US" Jack Curran, IBISWorld, October 2019,
"Telehealth Use in R f ni i 'topi

th (Accessed 7/17/19).
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Current and Future Trends

A Technology
I Healthcare information technology (HIT)

A Telemedicine/Telehealth

I Benefits for rural providers:

» fGive[s] health care clinicians instant access to information to make
timely, vital decisions and save lives

» Decrease[s] travel time for patients and their families

» Help[s] rural hospitals use remote clinicians, pharmacists, and staff
to improve and extend access

» Simplif[ies] efficient transfer to other facilities for vital services

» Facilitate[s]postthospi t ali zati,on care cl
primary care clinicians.o

9.2 Improve Care in Rural Areas" in Section 9 of "Health IT Playbook" The Office of the National Coordinator for
Health Information Technology, https://mwww.healthit.gov/playbook/care-settings/#section-9-2 (Accessed 7/17/19).

Business Valuation Resources . bvresources.com . (503) 291-7963



Current and Future Trends

A Technology

I Healthcare information technology (HIT)

A Drawbacks:

I Restrictions on Medicare reimbursement of telemedicine services
(including geographic/originating site, provider, and service type)

I Interstate licensure issues

i Lack of broadband access (i.e., internet connection with sufficient
upload/download speeds to support data transmission) in rural
communities

» Federal Communications Commission (FCC) i nearly 40% of
Americans in rural areas lack access to adequate’broadband

A Telemedicine can be utilized by RHCs to mitigate physician
shortage problems

"Telehealth Use in Rural Healthcare" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/telehealth (Accessed 7/17/19); "Fact Sheet:
Telehealth" American Hospital Association, February 2019, https://www.aha.org/system/files/2019-02/fact-sheet-telehealth-2-4-19.pdf (Accessed 7/17/19), p. 2.
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Valuation Methodology Considerations

A Income Approach
A Market Approach

A Asset/Cost Approach

“Rural Health Clinics (RHCs)" Rural Health Information Hub, https://www.ruralhealthinfo.org/topics/rural-health-clinics#certified (Accessed 12/14/18); "Rural Health Clinic" MLN Fact Sheet, ICN 006398, January 2018, available at:
https://mww.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNProducts/Downloads/RuralHIthClinfctsht.pdf (Accessed 12/14/18), p. 2-3.
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