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Ø Legislation enacted as part of the Balanced Budget Act (BBA) 
of 1997 authorized States to establish a State Flex Program 
under which certain facilities participating in Medicare can 
become Critical Access Hospitals (“CAHs”).

Ø The following providers may be eligible to become CAHs:
1. Currently participating Medicare Hospitals,
2. Hospitals that ceased operation after November 29, 1989 

and
3. Health clinics or centers (as defined by the State) that 

previously operated as a hospital before being downsized to 
a health clinic or center.

CAH Eligibility
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Ø Generally, a hospital that participates in Medicare must meet 
the following criteria to be certified and remain certified as a 
CAH:
1. Be located in a State that established a State rural health 

plan for the State Flex Program,
2. Be located in a rural area or be treated as rural under a 

special provision that allows qualified hospital providers in 
urban areas to be treated as rural;

3. Furnish 24/7 emergency care services;
4. Maintain no more than 25 inpatient beds that may also be 

used for swing beds.  Under CMS, a CAH may use beds to 
provide acute care or SNF (skilled nursing ) care;

CAH Designation Criteria
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5. Have an average length of stay (ALOS) for acute  care of 96 
hours or less;

6. Be located more than a 35-mile drive from any hospital or 
other CAH or located more than a 15-mile drive from any 
hospital or other CAH in an area with mountainous terrain or 
only secondary roads.

CAH Designation Criteria (continued)
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As illustrated above, 64 rural hospitals closed from 2013 through 2017.  
Forty-seven (47%) of these closures ceased operations. 

Rural Hospital Closures – 2008 through 
2017
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Percentage of Rural Hospitals in 2013 Compared to 
Rural Hospital Closures From 2013 through 2017
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Ø Not surprisingly, according to a 2016 study operating margin 
proved to be consistent predictor of CAH closures.  CAHs that 
closed had a median operating margin of (7.56%) while those 
that continued to operate had a slightly better than breakeven 
margin of 0.46%.

Ø Other factors contributing to the closure of rural hospitals 
include:

1. Increased competition for the small number of rural residents.
2. Declining rural population.
3. Reductions in nearly all Medicare reimbursements.  Currently, 

CAHs are reimbursed at 101% of Medicare allowable cost 
subject to 2% sequestration. 

4. Reductions in Medicare Bad Debt Payments

Rural Hospital Closures – Contributing 
Factors



CRITICALLY CHALLENGED:
A CHECKLIST FOR INCREASING 

PROFITABILITY IN 
CRITICAL ACCESS HOSPITALS
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Ø The economic deterioration and current failure rate of rural and 
CAHs demonstrates quite clearly that America's rural 
healthcare infrastructure is facing very real and very significant 
challenges.

Ø While the cost-based reimbursement system enjoyed by CAHs is 
designed to provide a revenue-driven advantage over their 
larger counterparts, elements of scale, size, staffing, and 
treatment options remain barriers to economic viability for 
many rural operators. 

Ø In these more remote locations, size seems to matter more now 
than ever, and margins for error have appeared to narrow 
tremendously in the current fiscal landscape. 

Ø Intelligent examination, cohesive analysis, and critical data-
driven planning are more important than ever in leveling the 
playing field between CAHs and their more established, larger, 
and more urban-centered "competitors."

Critically Challenged



From Critical to Stable…..
Operational, Service Line, Facility and 
Staffing Enhancements to Profitability
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Ø Improve the revenue cycle
• Much of this can be handled by gathering appropriate data 

at the patient intake level and rationalizing the billing process

• Send bills early and systematically, and maintain oversight of 
the collection process.  

Align services with community needs
• Look at gathering and harvesting local population data to 

square services with community needs

Swing beds
• In addition to increasing profits a swing bed program can 

improve patient outcomes and allows a continuity of care 
between the patient and the patient's original treatment 
team.

Operational Initiatives 
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Ø Group purchasing
• CAHs need to search for appropriate group-purchasing 

organizations that may be able to generate more 
competitive pricing on behalf of a collective group. 

• This may mean taking control of purchasing decisions 
away from clinicians and putting them in the hands of a 
more centralized materials purchasing group.    

Think big

• Best practices developed at larger hospitals can be 
effectively employed in more rural settings and yield 
positive results on the operational side.  

Operational Initiatives (continued) 



16

Ø Collaborate with rural health clinics to improve access and 
continuity of care, improve efficiency of care and decrease 
duplication of services.

Ø Evaluate current skill set. Collaborate with professional 
organizations to ensure maximum use of these professionals' 
skills in hospital and clinic settings.  

Ø Assess and grow outpatient offerings and other services 
consistent with community needs and appropriate analysis and 
mapping.

Ø Increase the adoption of technology and internet access by 
rural residents as a means of monitoring, slowing and 
preventing the progression of illness, especially those patients 
with chronic diseases who do not need inpatient care.

Ø Identify the role of CAHs in community-wide efforts to control 
the onset of chronic diseases among rural residents.

Service Enhancements
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Ø Identify opportunities and designated programs for capital 
projects.  To this end, CAHs can enhance their credit positions 
by improving receivable management (Medicare and 
Medicaid, especially), and reduce discounts and write-downs 
to allow for better access to such funding.

Ø Promote the use of evidence-based design to build facilities 
that support improved patient safety and outcomes, and better 
meet staff needs.

Ø Identify, recommend, and encourage CAH-centric training 
opportunities for physicians, nurses, and other health profession 
students.

Ø Tap into the relevant state's medical schools and residency 
programs to identify the best approaches to provide medical 
students and residents with increased information about 
provider-to-CAH relationships.

Facilities and Staffing
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Ø Work with health professions education programs to include 
telemedicine experiences in the curricula.

Ø Develop models for sharing of highly skilled staff among 
multiple CAHs as a mechanism to overcome workforce 
challenges and to offer competitive salaries and work 
environments.

Ø Develop new employment and volunteer models for 
emergency medical services staff that overcome the 
challenges associated with recruiting in rural communities.

Facilities and Staffing (continued)



Increasing Profitability 
Through Outreach Programs



Clinical Lab
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Ø Allows a hospital to market its laboratory services to 
local area physician practices who would otherwise 
rely on an independent reference laboratory
• Non-patients: neither an inpatient nor outpatient of the 

hospital

Ø May create a revenue stream for the hospital 
allowing it to further support operating costs through 
leveraging economies of scale 

Ø CMS and commercial payer guidelines permit the 
hospital to bill the laboratory services it performs 
internally at the request of these independent 
physician orders

Clinical Lab Outreach Program
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Ø CAHs are reimbursed more than standard hospital rates
• Paid based on 101 percent of reasonable cost

Ø Non-patient testing performed in a CAH/hospital 
outreach program is reimbursed at professional fee 
schedule rates (i.e. CLFS) which are lower than the 
reimbursement for standard CAH, outpatient or inpatient 
payment models

Ø Billing is submitted on a hospital claim form (UB-04/837I)
Ø A bill type of 14X is reported to indicate a non-patient 

specimen
• Should serve as the trigger for the lower fee schedule

Lab Outreach Program Reimbursement
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Ø Medicare Improvements for Patients and Providers Act 
(MIPPA), Section 148:
• Effective for services furnished on or after July 1, 2009, the 

beneficiary is no longer required to be physically present in a 
CAH at the time the specimen is collected in order for the 
CAH to be paid based on 101 percent of reasonable cost. 
However, the beneficiary must be an outpatient of the CAH, 
as defined at 42 CFR §410.2 and be receiving services 
directly from the CAH. In order for the beneficiary to be 
receiving services directly from the CAH if he/she is not 
present in the CAH when the specimen is collected, the 
beneficiary must either be receiving outpatient services in the 
CAH on the same day the specimen is collected, or the 
specimen must be collected by an employee of the CAH or 
of a facility provider-based to the CAH.

CAH MIPPA Exception
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Ø When operating under the taxonomy of the CAH, 
pass through billing is prohibited for non-patient 
specimens by CMS and most private payers

Ø Pass through billing occurs when:
• The CAH refers a specimen to an outside reference 

laboratory for analysis;
• The reference (performing) laboratory client bills the 

CAH; and
• The CAH bills the patient and/or insurance for the 

referred test

Lab Outreach Program Limitations
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Ø A hospital outreach laboratory that wishes to pass through bill 
for referred testing must meet exception criteria AND follow 
specific claim requirements
• Medicare Claims Processing Manual, Chapter 16, Section 40

Ø CAHs qualify for CMS’ exception as a rural hospital
Ø Additional requirements

• Must obtain a secondary taxonomy for specialty code 69 
Independent Clinical Laboratory, 291U00000X 
Laboratories/Clinical Medical Laboratory (via NPI registry);

• CPT/HCPCS billed shall be appended with modifier 90 to identify 
all referred laboratory services;

• Name, address, and CLIA number of both the referring 
laboratory and reference laboratory shall be reported on the 
claim; and

• Billing submitted on a professional claim form (CMS1500/837P)

CMS Permitted Pass Through Billing
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Ø Private payer payment policies may vary from those 
of CMS – many prohibit pass through billing for non-
patient specimens
• Mandate direct billing of non-patient referred tests by 

the performing laboratory

Ø Many states have anti-markup, direct billing and/or 
disclosure laws that impact pass through billing

Additional Considerations
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Ø Higher CAH reimbursement has led to a hot bed for abuse
Ø Payers have grown increasingly stringent with 

requirements for labs to become “in network”
Ø Marketing companies are preying on CAHs for lab 

outreach programs that serve as a pass through for out of 
network reference lab billing
• Sell a false pretense that the practice is accepted
• Misinterpret the 14X bill type to represent a referred test as 

opposed to a non-patient
• Disguise referred tests as those that are performed by the 

CAH
• Collect higher CAH reimbursement and share the wealth with 

marketers and referring laboratories – violating Patient 
Brokering and Anti-Kickback Provisions

Abuse of Lab Outreach Programs



Telemedicine
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Ø Requires, at a minimum, audio AND video:
• Asynchronous store and forward technologies means the 

transmission of a patient's medical information from an 
originating site to the physician or practitioner at the distant site

• The physician or practitioner at the distant site can review the 
medical case without the patient being present

• An asynchronous telecommunications system in single media 
format does not include telephone calls, images transmitted via 
facsimile machines and text messages without visualization of 
the patient (electronic mail)

• Photographs visualized by a telecommunications system must be 
specific to the patient's medical condition and adequate for 
furnishing or confirming a diagnosis and or treatment plan

• Dermatological photographs, for example, a photograph of a 
skin lesion, may be considered to meet the requirement of a 
single media format under this provision

Telemedicine Requirements § 410.78 
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Ø Must be interactive
• Interactive telecommunications system means 

multimedia communications equipment that includes, 
at a minimum, audio and video equipment permitting 
two-way, real-time interactive communication 
between the patient and distant site physician or 
practitioner

• Telephones, facsimile machines, and electronic mail 
systems do not meet the definition of an interactive 
telecommunications system

Telemedicine Requirements § 410.78 



When Filing For Bankruptcy 
is the Best Medicine
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Ø Appeals process – Medicare and bankruptcy courts
Ø Recoupment
Ø Regulatory approvals
Ø Sales process
Ø Healthcare Fraud
o False claims  - 31 USC 3729-33 (criminal law)
o Stark Law (aka Physician Self-Referral Act)  - 42 U.S.C. §

1395nn (civil penalties)
o Anti-Kickback Statue - 42 U.S.C. § 1320a–7b (criminal 

law)

Criminal forfeiture

Bankruptcy Considerations in Healthcare Cases
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Ø CAHs tend to be community-based non-profit 
corporations with “civilian” boards of directors
• May lack business acumen
• Slow decision-making
• Special Bankruptcy Code provisions apply to 

dispositions of non-profit assets
o AG approval may be required in some states

Bankruptcy Planning Issues
(Board Governance)
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Ø The majority of revenue is from “cost based” 
reimbursement (Medicare/Medicaid)
• Medicare pays CAHs 101% of reasonable costs for most 

services (with overhead/admin allocated among 
departments)

• Employed physicians are not reimbursed on a cost-basis 
and are reimbursed on a fee-for-service basis
o This is a major expense for many CAHs

Ø CAHs must prepare a Medicare and Medicaid “cost 
report” each year.  The “cost report” functions as an 
audit of the amount paid.

Bankruptcy Planning 
(Revenue)
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Ø Operational changes must be analyzed through the 
Medicare/Medicaid cost reports 
• Cost reports can remain “open” for years before 

settlement by agencies
o How do you close a case with open claims processes?

Ø Tight budgets often do not provide room for FAs who 
are specialists in restructuring CAHs
• Management may need to be responsible for 

developing operational changes
o This can be a challenge if management is part of the 

problem and not part of the solution

Bankruptcy Planning
(Operational Changes)
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Ø CAHs are important community resources
• Often the largest local employer
• Typically the only hospital for at least 35 miles

Ø Closure can lead to medical deserts
• Longer travel times correlate to worse health outcomes

Ø Many parties will work cooperatively in the early days 
of a case to avoid closure

Ø Some cases will turn on whether state policy-makers 
want a hospital to remain open in a particular 
community

Communication and Collaboration 
with Adversaries



Thank You & Questions


