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Rural Hospitals

Challenges for Rural Hospitals
• Rural hospitals provide services across the continuum of care –

from primary care to long-term care

• Numerous factors have presented challenges for rural hospitals
− Antiquated Payment System

› I.e. a hospital in a rural community could receive a Medicare payment of about 
$4000 for treating a beneficiary admitted for pneumonia while a hospital in a high 
wage area could receive a $6000 payment due to differences in their wage index.

− Higher Costs and Fewer Resources
− Reduced Patient Volumes
− Aging and Sicker Population
− Provider Shortage
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NUMBER OF RURAL HOSPITAL CLOSURES PER YEAR

Potential National Impact

 Total 2,045 hospitals
o 430 across 43 states are 

near closing
o Around 150,000 employees 

at risk of losing their job
o These facilities were 

potentially generating 
$21.2 billing in total patient 
revenue
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Around 21% of rural hospitals are on the brink of closure
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The Future of Rural Healthcare

• In 2017, the Bipartisan Policy Center (BPC) and the Center for 
Outcomes Research and Education (CORE) spoke with over 90 
national thought leaders, health care providers and other key 
stakeholders about the current state of rural health care in the Upper 
Midwest region, including Iowa, Minnesota, Montana, Nebraska, North 
Dakota, South Dakota, and Wyoming.

• BPC’s work identifies four specific areas for recommendations: 
1. Rightsizing Health Care Services to Fit Community Needs
2. Creating Rural Funding Mechanisms
3. Building and Supporting the Primary Care Physician Workforce 
4. Expanding Telemedicine Services
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MedPac Rural Hospital Models
MedPAC June 2016 Recommendations to Congress:

 Model #1: Allow CAH closing to convert to 24/7 Emergency 
Department 
 Outpatient model with ER, radiology, lab, telehealth, and maybe SNF beds.  No 

acute care inpatient beds.  
 Annual Grant or Fixed Payment to help cover costs combined with PPS 

payments.  
 Only for isolated providers.  

 Model #2: Clinic & Ambulance
 Primary Care Clinic with affiliated ambulance service
 Annual Grant or Fixed Payment to help cover costs combined with PPS 

payments
 Only for isolated providers
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Recommendations for Rural Hospitals
• Consider Micro-Hospital strategy

• Resize or restructure to reduce overhead costs

• Utilize telehealth in the facility

• Partner with nearby facilities to ensure the needs of all patients 
are being met

• Review innovative technology and medical treatment and 
determine whether your facility can sustain the upward trends 

− If population size limits, then consider telemedicine for certain specialty 
areas
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Micro-Hospitals 

©ADVIS, 2019 11

Factors in Rural Hospital Closure
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A number of factors affecting a hospital’s decision to close or suspend operations. 
Among them:

1) low patient volume and declining inpatient utilization across rural hospitals, 
resulting in declining revenues for facilities with already thin operating 
margins; 

2) financial risk often related to payer mix (i.e., rural hospitals are more 
dependent on public payers and have a smaller proportion of private 
insurance); and 

3) reorganizations and decisions by health systems to eliminate inpatient beds 
and focus on outpatient care
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Meet the Micro-Hospital
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Micro-Hospital Characteristics
• Licensed as a short-term acute hospital

− Open 24/7, 365 days a year

• Delivers hospital services closer to home
− More focused in scope, compared to larger, more complex facilities

• Commonly built with 8-25 licensed beds

• Provider-based in remote location of another larger hospital, or a satellite or freestanding locale*
− (*special regulatory treatment)

• Small in scale, but provides all services necessary to be licensed as a hospital

• Focused on a specialized service or community need

• The focused scope usually results in a focused inpatient care service line with lower hospital acuity

• Located in urban, suburban, and rural areas
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Why Build a Micro-Hospital?
• Fill a service gap without the full capital expenditure of a large 

scale hospital

• Optimize hospital reimbursement for emergency services
− Rather than FED and urgent care facilities

• Test a market without full scale commitment

• Develop a specialty hospital
− Psych, Ortho, Women & Children, etc.

• Ability to bill outpatient services at provider-based rates without 
a large scale inpatient focus
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STRATEGIES

Achieving a Strategy with Clinical 
Specialization
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Micro-Hospital FAQs

FAQ #1

When did Micro-Hospitals first emerge?

• While small hospitals with a focused service line, critical access 
hospitals, small community hospitals, and specialty hospitals 
have been around for many years, the first official micro-
hospital emerged in 2007.
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FAQ #2

Where are Micro-Hospitals found?

• The Micro-Hospital is designed to fill the care gap and provide 
better access to care. We’re seeing providers place Micro-
Hospitals in larger, metropolitan areas in communities where 
patients may not have easy access to acute or emergency care.
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FAQ #3

What are the major rule-setting agencies for Micro-Hospitals?

• The rules are set by the State Hospital Licensing (FGI 
Architectural Guidelines & Life Safety) and Medicare Conditions 
of Participation – if Medicare certification is sought.
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FAQ #4
What regulatory and accreditation requirements are Micro-
Hospitals subject to?

• A Micro-Hospital is a short-term acute care hospital for 
purposes of state licensure and Medicare certification. State 
vary on minimum requirements for establishing a hospital. 
Some states will have specialty categories and some stick with 
a general hospital license category. A Micro-Hospital must meet 
the requirements of a general hospital.
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FAQ #5
How, if at all, do these requirements differ from traditional hospital 
standards? Are there any accreditations/certificates available for Micro-
Hospitals?

• The requirements for a Micro-Hospital are no different from the 
minimum requirements for a general hospital. There is no 
accreditation specific to Micro-Hospitals because state licensing 
agencies license these entities as hospitals.
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FAQ #6

What types of practitioners typically practice at Micro-Hospitals?

• The type of practitioners depends on the minimum standards of 
the state agency for a hospital, as well as the scope of the 
providers’ focus. For example, if providing emergency services 
and surgical services are required to establish a hospital, then 
the medical staff complement will have to include specialties to 
cover these services. Specialty care may be provided with the 
use of telemedicine services.
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FAQ #7

What types of services are offered at Micro-Hospitals?
• That depends on the overall strategy for the project as well as 

minimum standards required by the state to establish a hospital. 
In some instances, Micro-Hospitals will be modeled as a 
community hospital and provider general services: emergency, 
surgery, medical/surgical unit, laboratory, imaging, and 
outpatient services. However, some states do not require the 
availability of surgical services to establish a hospital. In that 
care, a Micro-Hospital could elect to opt out of providing these 
services and instead focus on delivery of inpatient, emergency, 
and ambulatory services. 
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FAQ #8

What is the medical staff governance model for a Micro-Hospital? Is there a dedicated team of 
medical staff leaders at each facility, or are practitioners integrated into the system-wide staff?

• Since Micro-Hospitals are regulated in the same manner as a 
general hospital, the medical staff structure is required to have 
a medical staff and Chief Medical Officer; it must be governed 
and credentialed according to its medical staff bylaws and rules 
and regulations. The difference is usually in the size of the 
medical staff and its committees. Efficiency is easily managed 
due to the focused scope of these hospitals and their medical 
staff complement. 
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FAQ #9
How are practitioners vetted and authorized for practice at Micro-Hospitals?

• Members of the medical staff must go through the same 
credentialing process as a general hospital, including OPPE 
and FPPE. The process is only condensed because the Micro-
Hospital’s service lines and size provide for a smaller group of 
medical staff and efficient handling of committees and 
credentialing processes. The credentialing is sometimes 
handled in-house or can be provided by a third-party.
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FAQ #10

Are Micro-Hospitals financially viable?

• To financially optimize a Micro-Hospital, providers must undergo careful 
strategic planning to ensure compliance with hospital regulations and 
accreditation standards on a scaled-basis. This means identifying the 
optimal geographic location, selecting a service scope to address the most 
prevalent community needs, requiring staff members to wear multiple hats, 
engage in affiliations with larger nearby providers for specialty services 
and telemedicine arrangements, and limiting capital expenditures to the 
extent practicable. Although generally higher in cost on the front end, 
Micro-Hospitals have proved financially viably throughout the country 
when this type of careful planning is implemented due to favorable 
reimbursement frameworks as compared to physician-based outpatient, 
surgical, and emergent service models.
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Regulatory Considerations

29

30



11/5/2019

16

Micro-Hospital Basics: Federal Regulation

©ADVIS, 2019 31

• September 2017

• “Inpatient” defined by CMS: patient formally admitted to hospital with expectation of 
required hospital care for at least 2 midnights

• No specific inpatient-to-outpatient ratio requirements defined

• “Totality of the circumstances” test

Micro-Hospital Basics: Federal Regulation 
• CMS specified certain factors:

− Average daily census (two or more)
− Average length of stay (two or more)
− Number of off-campus provider-based Eds
− Number of inpatient beds in relations to size of facility, services offered, 

and other treatment sites such as ER bays and operating rooms
− Volume of outpatient vs. inpatient surgical procedures
− Volume of outpatient procedures for “specialty” hospital
− Patterns and trends in ADC by the day of the week
− Staffing patterns – 24/7 inpatient care
− How facility advertises itself to the community
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Strategies to Meet CMS Requirements
• Develop Micro-Hospital as remote location of larger acute care 

hospital
− ALOS and ADC of entire hospital considered by CMS

• Schedule services that require inpatient stays (e.g. surgeries) at the 
end of the week

• Ensure provision of inpatient surgical services
• Include at least one inpatient unit within the Micro-Hospital that 

typically leads to greater patient ALOS
• Phase the rollout of FSEDs and other provider-based sites after

initial certification and overtime to limit federal scrutiny
• Avoid advertisements to public as “specialty”, “emergency”, or 

“micro” hospital
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Micro-Hospital Basics:                                 
Other Regulatory Requirements
• The regulatory and accreditation requirements for a micro-

hospital are no different from the minimum requirements for a 
general hospital

Requirements to Consider:
− CMS Conditions of Participation
− Third-Party Accreditation Standards (i.e., TJC, DNV)
− State Certificate of Need
− State Licensure

› States may prescribe minimum hospital services, such as surgery, OB/GYN, etc. 
› States may also require the hospital to directly provide pharmaceutical, radiology, 

and laboratory services beyond the minimum requirements in the CMS CoPs.
− Medical Staff and Credentialing
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Micro-Hospital Benefits: 
Market Entry
Site and Services Selection
When evaluating your site and services selection, Advis recommends that you focus on 
markets with gaps in care a Micro-Hospital might meet. Identify those sites with:

A. A true need for additional services, and

B. A sufficient patient population to provide a sustainable volume of services

When selecting services, base them off the overall strategy of the project as well as state 
specific requirements. Micro-Hospitals can be modeled after a community hospital and 
provide general, high demand services, such as emergency, medical-surgical, laboratory, 
imaging, and outpatient. 
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Micro-Hospital Benefits:
Affiliations
• Generally, Micro-Hospitals are affiliated with larger health 

systems which strategically view them as a way to attract 
patients and capture revenue by providing more convenient 
care for lower acuity or specialized needs. 

• Even though the hospital system themselves are mostly 
affiliated with non-profit systems, many look to for-profit 
partners for developing and operating such facilities. 
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Micro-Hospital Benefits:
Contracting
Absent affiliation with a larger health system, contracting with 
commercial payers may be challenging

However, Micro-Hospitals present unique opportunities:
− Establish direct contracting with employers
− Specialize to fill a specific community need, leading to strong referral 

networks and footprint within larger community continuum of care

©ADVIS, 2019 37

Micro-Hospitals and 
Telemedicine 
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What is Telemedicine?

• The use of telecommunications to facilitate healthcare delivery

• Means to increase access to care, achieve cost savings, and/or enhance 
market share

©ADVIS, 2019 39

Benefits of Telemedicine:
− Improved Access
− Cost Efficient
− Improved Quality
− Meets Consumer Demands

Specialty Service Lines in Telemedicine:
− Mental Health
− Pain Management
− Cancer Care
− Medication Management
− Cardiology/Pulmonology
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Telemedicine and Rural Health 

Benefits
1. Telemedicine expands access and improves 

quality in rural healthcare.
2. The typical challenges and burdens of rural 

healthcare can be reduced with the use of 
telemedicine

3. Effective approach for communication and 
counseling, especially in patients with chronic 
conditions such as heart or lung disease

4. The Centers for Disease Control and 
Prevention endorse telemedicine projects 
across the county to give rural residents better 
access to care
› The Division for Heart Disease and Stroke 

Prevention promotes the use of telemedicine not 
only as a way to treat heart disease, but also to 
reduce heart disease and stroke risk factors

Challenges
1. Potential for lower reimbursement than in-

person visits
2. Physicians who wish to expand their practice 

across state lines generally must obtain a 
license for that state

3. Broadband to support the increased use of 
technology in the facility

4. Lack of EHR integration

©ADVIS, 2019 41

Telemedicine in Micro-Hospitals
• Telemedicine in Micro-Hospitals fills a need in vulnerable 

communities that have a lack of access
• Consumers have been increasingly accepting of telemedicine 

as these services save both time and money
• Telemedicine and Micro-Hospitals are mutually beneficial
• While nationally there is a shortage of more than 20,000 

primary care physicians, other specialties to potentially 
experience pitfalls include: intensivist, pulmonology, neurology, 
cardiology, and psychiatry

− Telemedicine within Micro-Hospitals will allow needs of patients to be 
met in light of the anticipated shortage of physicians
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Financial Considerations

Financial Considerations

• A Micro-Hospital can offer a significant financial benefit to a 
health care system

− Low capital requirements
− Low overhead
− Ability to target high-demand services
− Favorable billing rates
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Financial Considerations: 
Low Capital Requirements

• Micro-Hospitals cost roughly $15-20 million to construct
− Dependent on size of the facility and range of services offered

• A full scale acute care hospital typically costs anywhere from $100 million 
to $1 billion to construct
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Financial Considerations:
Low Overhead

• While staffing requirements must still be met, a Micro-Hospital’s 
small size allow for a leaner staff to allow for operation with lower 
overhead costs than a traditional hospital

− A Direct Care Registered Nurse may not be assigned to more than the 
following patients in that unit:

› 1 patient in trauma emergency units
› 1 patient in operating rooms, provided that a minimum of 1 additional person serves 

as a scrub assistant
› 2 patients in critical care units
› 3 patients in emergency room units, pediatric units, stepdown units, telemetry units, 

antepartum units, and combined labor, delivery, and postpartum units
› 4 patients in medical-surgical units, intermediate nursery units, acute care psychiatric 

units, and other specialty care units
› 5 patients in rehabilitation or skilled nursing units
› 6 patients in postpartum (3 couplets) units and well-baby nursery units
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Financial Considerations:
Ability to Target High-Demand Services

• Micro-Hospitals can choose the types of services to offer and 
the specialists to contract with or employ

• The ability to target high-demand services areas prevents 
added costs from staff and specialists that are not in high-
demand in the community served. 

− For example: If there is a large elderly population in a specific 
geographic area, a Micro-Hospital can offer services such as 
orthopedic surgery, while foregoing services such as pediatric care
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Financial Considerations:
Favorable Billing Rates
• Micro-Hospitals bill patients at the same rate a full-scale acute 

care hospital would bill patients

• Because Micro-Hospitals have a lower operating cost, this is a 
tremendous benefit

• Micro-Hospitals accept all forms of insurance

• Most Micro-Hospitals could see 25-80 patients per day in their 
ED, depending on the area
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Micro-Hospital Design
Data from historical experience and MBRE Healthcare Design expertise
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Micro-Hospital Profile
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When considering the feasibility of this type of project, we cannot 
emphasize strongly enough the importance of understanding that a 
Micro-Hospital is a hospital, with its size and scope focused to address 
community demand.

Just like a full-scale hospital, a Micro-Hospital must meet all minimum 
state licensure requirements; and as discussed above, must focus on 
both inpatient and outpatient services under federal guidance.
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Arkansas Licensure and Other Considerations

No Certificate of Need for Hospitals
• Every licensed hospital must provide basic 

services
− Governing body; 
− Medical Staff; 
− General Administration; 
− Patient Care; 
− Health Information; 
− Pharmacy; 
− Food and Nutrition; 
− Infection Prevention and Control; 
− Laboratory; 
− Radiology; 
− Respiratory Therapy; 
− Emergency Services; and 
− Physical Facility Maintenance

• Specialized Services:
− Recreational Therapy
− Pet Therapy
− Surgical Services
− Post-anesthesia Care Unit Services
− Ambulatory Surgery Services
− Anesthesia Services
− Labor, Delivery, Labor Delivery Recovery, Labor 

Delivery Recovery Post Partum, Post Partum and 
Maternal-Child Education

− Nursery Services
− Critical Care Services
− Dental Services
− Central Sterilization and Supply
− Respiratory Care Services
− Psychiatric Services
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Louisiana Licensure and Other Considerations
No Certificate of Need for Hospitals

• Minimum Hospital Services Requirements (Minimum 10 Beds):
− Organization and General Services
− Nursing Services
− Pharmaceutical Services
− Radiological Services
− Laboratory Services
− Food and Dietetic Services
− Medical Record Services
− Quality Assessment and Improvement
− Physical Environment
− Infection Control
− Respiratory Care Services

©ADVIS, 2019 57

Several existing micro-hospitals currently in operation

Louisiana Licensure and Other Considerations

• Optional Hospital Services: 
− Surgical Services
− Anesthesia Services
− Nuclear Medicine Services
− Outpatient Services
− Rehabilitation Services
− Psychiatric Services
− Obstetrical and Newborn Services
− Pediatric Services
− Emergency Services
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Mississippi Licensure and Other Considerations

• Notice of Intent must be filed 
with the Mississippi State 
Department of Health 15 
calendar days prior to the CON 
filing.

• Once application is completed, 
a notice is filed online on the 
CON Weekly Report and 
reviewed for completeness

• A complete application then 
enters a 30-day public comment 
period

• 45 days after receipt of 
application a staff analysis of 
the application will be published

• 55 days after receipt of 
application a hearing may be 
requested

• 90 days after receipt of 
application a Final Order is 
issued by a State Health Officer

©ADVIS, 2019 59

Certificate of Need Necessary for Hospitals 

Mississippi Licensure and Other Considerations
• Notice of Intent Includes:

− Applicant/Facility Information
− Description of the Project, including estimated costs

• CON Application Includes:
− Mississippi State Department of Health Certification
− Substantive Review of the Project, including projected costs and 

organizational structure
− Project description
− CON Criteria and Standards
− Financial Feasibility
− Utilization
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Mississippi Licensure and Other Considerations

• Minimum Hospital Services Requirements:
− Governing Authority
− Medical Staff
− Nursing Services
− Emergency
− Organization and Direction
− Medical Record Services
− Dietary Organization
− Housekeeping Services
− Laboratory Services
− Pharmaceutical Services
− Radiological Services
− Quality Assessment and Performance 

Improvement Program
− Infection Prevention and Control

©ADVIS, 2019 61

• Optional Hospital Services:
− Outpatient
− Surgical Services
− Dental Services
− Rehabilitation, Physical Therapy, 

Occupational Therapy, Speech Pathology 
Departments

− Social Services
− Obstetrics and Newborn Nursery

Oklahoma Licensure and Other Consideration

No Certificate of Need for Hospitals
• Minimum Hospital Services Requirements:

− Governing Body
− Medical Staff
− Quality Improvement Program
− Infection Control
− Nursing Services
− Food and Nutritional Services
− Medical Records Department
− Drug and Medication Services
− Radiology
− Laboratory
− Respiratory Therapy
− Emergency Services
− Social Work Services

• Option Hospital Services
− Nuclear Medicine
− Rehabilitation
− Physical Therapy
− Occupational Therapy
− Pet Therapy
− Surgical Services
− Anesthesia Services
− Outpatient Services
− Psychiatric Services
− Skilled Nursing Units
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Texas Licensure and Other Considerations
No Certificate of Need for Hospitals

• General Hospital Minimum Services:
− Nursing Services
− Pharmaceutical Services
− Diagnostic Radiology Services
− Laboratory Services
− Dietary Services
− Surgical Services and/or Obstetrics (at 

least one of these services)
− Respiratory Services
− Emergency Services – Must establish 

an emergency department suite

• Special Hospital Minimum Services:
− Nursing Services
− Pharmaceutical Services
− Diagnostic Radiology Services
− Laboratory Services
− Dietary Services
− Respiratory Services
− Emergency Services – Must establish 

an emergency department suite

• Special Hospital Prohibited Services:
− Surgical Services (Hospitals can 

transition to General if Surgical Services 
later added)
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Several Existing Micro-Hospitals currently in Operation

Conclusion Statements
• Micro-Hospitals are a possible solution to continue provision of 

care in the event of rural hospital closures

• Micro-Hospitals are less-expensive to construct, allowing funds 
to be allocated to telemedicine technology

• Micro-Hospitals are ideals forums for telemedicine as 
specialists are on hand for interpretation and consultation 
without the long patient waiting times. 

• Providing telemedicine  allows for expansion of service lines 
within the Micro-Hospital 
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Questions & Discussion

advis.com | 708-478-7030
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