
SPECIAL REPORT ON THE  
FINANCIAL STRENGTH OF 

KENTUCKY’S RURAL HOSPITALS 
 

  
 
 
 

 
 
 
 
 
 
 

 
 
 
 
 

ADAM H. EDELEN 
AUDITOR OF PUBLIC ACCOUNTS 

www.auditor.ky.gov 

 
 
 
 
 
 
 
 
 
 

209 ST. CLAIR STREET 
FRANKFORT, KY  40601-1817 
TELEPHONE (502) 564-5841 
FACSIMILE (502) 564-2912 

 





Table of Contents  Page  
 

 

EXECUTIVE SUMMARY ...................................................................................................................... i 

INTRODUCTION BY STATE AUDITOR ADAM H. EDELEN ................................................................... 1 

CHAPTER 2 - BACKGROUND ............................................................................................................. 4 

CHAPTER 3 - ANALYSES AND RECOMMENDATIONS ......................................................................... 9 

APPENDIX I - RESPONSES TO REQUEST FOR AUDITED FINANCIAL STATEMENTS AND SURVEY ...... 41 

APPENDIX II - FINANCIAL STRENGTH INDEX
®

 METHODOLOGY ..................................................... 43 

APPENDIX III - SURVEY RESULTS .................................................................................................. 45 

APPENDIX IV - READMISSION PENALTIES FOR KENTUCKY HOSPITALS .......................................... 51 

APPENDIX V - CHANGES IN MEDICAID PROVIDER TYPES BETWEEN 2011 AND 2014 ..................... 52 

APPENDIX VI - PROVIDER CHANGES IN MEDICAID MCO REGIONS ............................................... 55 

CABINET FOR HEALTH AND FAMILY SERVICES’ MANAGEMENT RESPONSE ................................... 59 

AUDITOR’S REPLY ....................................................................................................................... 121 



 



 

 
 
 
 
 
 
  
March 30, 2015 
 
 
Audrey Haynes, Secretary   
Lisa Lee, Medicaid Commissioner 
Cabinet for Health and Family Services 
275 East Main Street 
Frankfort, KY 40621 
 
RE:  Special Report on the Financial Strength of Kentucky’s Rural Hospitals 
 
We have completed our Special Report on the Financial Strength of Kentucky’s Rural Hospitals. 
This report provides an overview of the economic challenges facing rural hospitals in the 
Commonwealth of Kentucky. This analysis is part of an ongoing effort by the Auditor of Public 
Accounts (APA) to focus attention on health care issues that began with Kentucky’s transition to 
Medicaid managed care, and is intended to address concerns received by this office related to the 
future economic viability of rural hospitals in the Commonwealth. The results of this analysis are 
intended to provide policymakers with important information that may be used to effect changes 
in local, state and federal laws, regulations, and policies that impact the financial well-being of 
Kentucky’s rural hospitals. 
 
Our procedures included: 
 

 identifying the population of Kentucky’s rural hospitals; 
 obtaining financial information from each of the designated rural hospitals; 
 examining and analyzing data relating to critical economic indicators; 
 surveying each rural hospital on additional economic and operational factors impacting 

their fiscal health;   
 holding public meetings across rural Kentucky to discuss the financial health and 

community impact of rural hospitals; 
 meeting with representatives from all five Managed Care Organizations (MCOs) 

currently operating in Kentucky; and 
 identifying other economic concerns that could potentially impact future accessibility of 

health care and delivery of services in rural Kentucky. 
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The results of this study are also meant to assist in understanding the challenges that face small, 
rural hospitals, which provide health care to 45 percent of Kentuckians and are key economic 
drivers in their communities. Thus, this study provides information and analysis that identifies 
risk factors impacting rural health care in the Commonwealth, and thereby highlighting 
opportunities for improvement evidenced by the recommendations made in this report. 
 
If you wish to discuss this report further, please contact me or Assistant State Auditor Libby 
Carlin. 
 
 
Respectfully Submitted, 
 
 
 
Adam H. Edelen 
Auditor of Public Accounts 
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Executive Summary 
March 30, 2015 

 

SPECIAL REPORT ON THE FINANCIAL STRENGTH OF 
KENTUCKY’S RURAL HOSPITALS 

 
Report Objectives 
The focus of this report is to assess the financial health 
of rural hospitals in Kentucky, identify factors 
contributing to the fiscal instability of the hospitals and 
to offer recommendations to ensure continued access 
to health care for more than 45 percent of Kentuckians. 
   
Background 
The analysis consisted of five main components:  
 using a proprietary formula to assess the 

financial strength of rural hospitals; 
 conducting a survey of rural hospitals to improve 

the understanding of factors impacting their 
fiscal health; 

 conducting 11 public meetings across the 
Commonwealth to discuss the fiscal health and 
economic impact of rural hospitals; 

 meeting with representatives of the five  
Managed Care Organizations (MCOs) currently 
operating in Kentucky; 

 analyzing ad hoc demographic reports from the 
Cabinet for Health and Family Services (CHFS) 
and an April 11, 2014 report from Deloitte, LLC 
about managed care in Kentucky. 

 
Observations and Recommendations 
 
Observation 1: 68 percent of Kentucky’s rural 
hospitals scored below the national FSI® average 
and 34 percent of Kentucky’s rural hospitals scored 
sufficiently low as to be considered in poor 
financial health. 
 
Recommendations:  
 CHFS should begin using a financial assessment 

tool to regularly monitor the financial strength of 
rural hospitals. 

 The Governor should convene a work group to 
examine, among other objectives, new models 

for rural health care delivery to ensure quality of 
care and continued access in this altered 
healthcare landscape. 

 The work group should evaluate whether 
Kentucky’s current regulatory structure gives 
hospitals the flexibility to retool their business 
models for 21st century health care delivery. 

 
Observation 2: Critical Access Hospitals (CAH) 
scored better overall than acute care hospitals in 
the FSI® assessment, with 34 percent in excellent or 
good health, compared to 23 percent for acute care 
hospitals. 
 
Recommendations:  CHFS should closely monitor 
CAHs that are in poor financial health. As discussed in 
Observation 1, the proposed work group should 
examine the regulatory structure over acute care 
hospitals to determine whether those providers have 
the flexibility to adjust their business models. 
Additionally, the work group should examine whether 
other medical services, such as emergency 
transportation services, may benefit from being 
transitioned from government or acute care affiliations 
to CAH affiliations to capitalize on more favorable 
reimbursement rates. 
 
Observation 3:  Hospitals responding to APA’s 
survey indicate on average 72 percent of patients 
received Medicare or Medicaid benefits, meaning a 
significant number of low-income and elderly 
patients are affected if rural hospitals close. 
 
Recommendations: The SIM project and/or proposed 
work group should evaluate the effects recent changes 
in the Medicare program are having on rural hospitals 
and provide recommendations to ease the transition 
from fee-for-service to the new fee-for-value system. 
Also, the work group may research transportation 
needs as a way to expand accessibility options and 
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provide a safety net for vulnerable citizens in the event 
of additional hospital closures. 
 
Observation 4: Hospitals with low FSI® scores do 
not have capital reserves sufficient to withstand 
additional fiscal stress.  
 
Recommendations: The proposed work group should 
seek to understand the reasons for cash flow problems 
of rural hospitals to help determine whether the 
hospital is experiencing a short-term cash flow 
problem or operational difficulties. The work group 
should also study the need and feasibility of an 
emergency capital pool for use in providing short-term 
loans, transition incentives, financing for equipment 
and technology advances, and other needs. 
 
Observation 5: Administrative burdens on 
hospitals have increased since the implementation 
of Medicaid managed care. 
 
Recommendations:  
CHFS should: 
 work to improve relations with providers, 

particularly small, rural hospitals;  
 establish a uniform credentialing/re-credentialing 

process for MCOs; 
 report, or require providers to report, any 

changes in provider certification status to MCOs 
in a reasonable timeframe; and 

 require MCOs to publish preauthorization criteria 
and formulary schedules within a certain 
timeframe. 

 
Observation 6:  Hospitals indicate MCO policies 
regarding Emergency Room (ER) visits are causing 
a significant financial burden.  
 
Recommendations: CHFS should establish 
contractual restrictions on triage fee caps to avoid 
overuse of the caps. CHFS should consider contractual 
provisions specifically permitting the use of triage fees 
in instances when providers refuse to participate in 
certain cost savings, utilization management and 
wellness programs. CHFS should incorporate policies 
in its MCO contracts that will further enhance its ER 
SMART initiative. 

Observation 7: Weaknesses in the contracts 
between CHFS and MCOs appear to be hindering 
improvements from being made to the managed 
care system in the Commonwealth, and are likely 
contributing factors to the declining fiscal health of 
many providers.  
 
Recommendations:  
We recommend: 
 MCO contractual penalties be strengthened, such 

as listing specific penalties and establishing 
criteria for applying penalties; 

 CHFS require MCOs to report provider 
grievances/appeals monthly so it can determine 
that conflicts are resolved appropriately and 
timely;  

 CHFS update MCO contractual language to 
strengthen behavioral health integration and 
wellness program requirements; and 

 CHFS consider expanding quality reporting, 
utilizing QAPI and HEDIS elements. 

 
Observation 8: The number of providers across the 
Commonwealth - particularly in rural Kentucky - 
dropped significantly between 2013 and 2014, 
raising concerns about accessibility at a time when 
more people are getting insurance. 
 
Recommendations: CHFS should provide the 
proposed work group periodic updates on the changes 
in the number of providers across all Medicaid 
regions. The work group should evaluate regulations to 
determine if certain advances, such as telemedicine, 
can be further utilized to boost access to care in remote 
areas of the Commonwealth that have inadequate 
primary care or specialty providers. CHFS should 
continue working to ensure the number of providers in 
certain areas of the state does not decline further. The 
work group could assist in studying policies to 
improve provider adequacy concerns, and should 
examine other issues related to rural health care 
access, such as emergency and non-emergency 
transportation and the role health departments can play 
in this altered health care landscape. 
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 In nearly every state in America, the sustainability of rural hospitals is a 
major policy concern. News of hospital closures, underserved populations 
and the disintegration of rural healthcare networks has become an all-too-
common theme across the nation. 
Introduction by State Auditor Adam H. Edelen 

 Such incidences underscore the importance of rural hospitals to the 
communities they serve. In Kentucky, rural hospitals provide care to 45 
percent of our population. Not only do these hospitals serve as the 
foundation on which ambulatory service and smaller provider groups 
operate, they tend to be among the largest employers in their community, 
paying a significantly higher wage than the local average. Their 
importance to local communities cannot be overstated.   
 

 For the better part of a year, my office has undertaken an effort to assess 
the financial strength of our rural hospital network in Kentucky to fully 
understand the challenges these hospitals face in an era of unprecedented 
transformation. Our efforts have taken us across Kentucky, involving 
more than 1,500 stakeholders, policymakers and providers. 
 

 The hope is to establish a baseline for critical analysis beyond the vagaries 
of rhetoric to provide policymakers and leaders with a sense of the actual 
financial condition of each of the 66 rural hospitals in the Commonwealth. 
Treating rural hospitals as merely a part of the larger health care system - 
refusing to drill down - robs stakeholders of the information they need to 
successfully guide the transformation required of these hospitals in such a 
dynamic environment. 

 
 Understanding at a granular level the condition of rural hospitals is vital 

given the environment. In less than four years, Kentucky’s rural hospitals 
have faced a difficult transition to a managed care system, dealt with 
costly technological advances and new electronic health records 
requirements, Medicaid expansion, Medicare payment changes and the 
introduction of the Affordable Care Act. Not to be forgotten, this period of 
historic transformation has occurred against the backdrop of significant 
economic difficulty felt most acutely in rural areas. 
 

 At the center of our efforts is the Financial Strength Index®, a nationally 
recognized tool that evaluates a hospital’s financial health through four 
key metrics: profit margin, days of cash on hand, debt financing and 
depreciation expense. The result, which can be found in the following 
pages, is a ranking of each rural Kentucky hospital. This ranking is based 
on a three-year average of audited data, ending with fiscal year 2013 
numbers, which represent the most recent available year of audited 
financial statements. Importantly, these financials encompass the first full 
year of managed care in Kentucky. 
 

 While it is clear that there has been a large infusion of new dollars to 
hospitals as a result of the administration’s decision to expand Medicaid, 
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what is not yet clear is the net effect to the bottom line. Failing to consider 
the impact of the cost of service to the increased population, as outlined in 
the administration’s own Deloitte study, is tantamount to ignoring one 
side of the ledger for the benefit of the other. The fact is that a clear 
picture of the actual net impact won’t be known until audited 2014 
financials are available later this year. Even then, rural hospitals have 
additional challenges to face in the coming years when the additional 
infusion of new dollars will be offset by the loss of Disproportionate 
Share Hospital payments. It is, however, important to fully understand the 
point from which we started.   
 

 Our work provides just such a baseline. 
 

 The index reveals that 68 percent of our rural hospitals ranked below the 
national average in financial strength, with the bottom one-third scoring 
low enough to be considered in poor health. The hospitals in the most 
precarious position serve 250,000 patients, with the overwhelming 
majority on either Medicare or Medicaid.  
 

 Additionally, changes in federal programs can have a critical impact on 
Kentucky’s rural hospitals, with an average of 72 percent of their patients 
receiving Medicare or Medicaid benefits. These hospitals do not have the 
capital reserves to weather financial changes of this significance.   
 

 Let me be clear, our work is not a rebuke of managed care, Medicaid 
expansion, or the Affordable Care Act. Certainly, Kentucky cannot afford 
the former fee-for-service model, which was creating an unsustainable 
drain on the treasury. The implementation of the ACA and the resulting 
coverage of 400,000 Kentuckians is historic, laudable and in the long-term 
best interest of improving conditions in a chronically unhealthy state. 
 

 What our work demonstrates is that our rural hospitals have no choice but 
to change their business models to adapt to this environment. That task — 
and the implications for our rural populations — is too enormous for local, 
state and the federal government to expect these rural providers to manage 
successfully alone. 
 

 There are heartening examples of rural hospitals adopting innovation as 
the best approach for survival. From the efforts of Rockcastle Regional to 
become a niche provider of ventilator dependent care for those struck by a 
variety of illnesses to the coalition formed by St. Clair and Highlands 
Regional to provide administrative efficiencies and adapt to changes under 
the ACA, innovations are occurring. Many small hospitals have formed 
relationships with larger networks, consolidating back-of-house operations 
in an effort to relieve the increased administrative burden associated with 
managed care. 
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 The Cabinet for Health and Family Services has an opportunity to provide 
steadier leadership in the coming months and years through increased 
monitoring, strategic planning, exercising authority over contractors and 
improving relationships and communication with health providers. 
 

 Adopting an analytical tool to monitor the condition of individual rural 
hospitals is the very foundation of management and accountability. The 
Cabinet should never be caught unaware of an impending hospital closure. 
Awareness of difficulty provides opportunities for driving innovation.   
 

 To the credit of the Beshear Administration, the state has received a $2 
million federal grant to test innovative payment and service delivery 
models. As part of this project the Governor’s workgroup should examine, 
among other objectives, new models for health care delivery to ensure 
quality of care and continued access in this altered healthcare landscape. 
 

 The workgroup of stakeholders, policymakers and providers should 
closely examine the results of enhanced monitoring and evaluate solutions 
such as mergers, affiliations, management agreements, ACOs and other 
opportunities for innovation among those hospitals in the most precarious 
financial position.   
 

 The Cabinet has an immediate opportunity to smooth the rougher edges of 
managed care in the current renegotiation of the contracts with the 
Managed Care Organizations (MCOs). When the leadership of currently 
operating MCOs describe the existing contract under which they operate 
as “soft” and “loose”, it is abundantly clear that the Cabinet needs to 
exercise stronger leadership to ensure a clearer, fairer and simpler system 
for providers to operate under. 
 

 Of particular importance is the need for uniform credentialing to alleviate 
the administrative burden placed upon rural hospitals dealing with the 
differing administrative approaches of five different MCOs and enhanced 
tracking of on-going disputes among the individual MCOs and the 
provider community. Plainly, there is a demonstrated need for the Cabinet 
to strengthen its hand in assessing penalties on MCOs that fail to meet 
both the letter and the spirit of the contracts under which they operate. 
 

 As has been said before, the challenge of rural hospital sustainability is a 
national problem. Through monitoring performance at the granular level 
and by driving transformation and innovation, we have the opportunity to 
offer a Kentucky solution to this national problem. 
 

 The survival of our rural communities depends upon it. 
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 The focus of this report is to assess the financial health of rural hospitals 
in Kentucky, identify factors contributing to the fiscal instability of the 
hospitals and to offer recommendations to ensure continued access to 
health care for more than 45 percent of Kentuckians. The healthcare 
industry is comprised of numerous providers across the state, all 
impacting health care delivery to citizens of the Commonwealth. The 
focus on rural hospitals is primarily due to their significance related to 
health care accessibility in areas of the state that may not have readily 
available alternatives in the event of a hospital closure. Also, many rural 
hospitals are publicly owned, and financial failure could leave taxpayers 
in a position of paying for debt accumulated by facilities no longer 
providing services to the community. Finally, the financial failure of rural 
hospitals could also have significant impact on the economy of a 
community in that rural hospitals are primary employers in many of the 
rural communities they serve. 

 Chapter 2 - Background 

 The analysis consisted of five main components:  
  
  using a proprietary formula to assess the financial strength of rural 

hospitals; 
  conducting a survey of rural hospitals to improve the understanding 

of factors impacting their fiscal health; 
  conducting 11 public meetings across the Commonwealth to discuss 

the fiscal health and economic impact of rural hospitals; 
  meeting with representatives of the five Managed Care 

Organizations (MCOs) currently operating in Kentucky; 
  analyzing ad hoc demographic reports from the Cabinet for Health 

and Family Services (CHFS) Department of Medicaid Services 
(DMS) and an April 11, 2014 report from Deloitte, LLC about 
managed care in Kentucky. 

  
 In total, 66 rural hospitals were identified in Kentucky, which are 

presented in the map in Exhibit 1 below. Hospitals responding to the 
APA’s request for financial information used to assess financial strength 
and to the survey are identified in Appendix I - Responding Hospitals.  

  
APA Financial Strength 
Index ® Assessment 

Auditors used data from the 2011, 2012 and 2013 financial statements of 
44 of 58 participating rural hospitals or hospital systems for the financial 
assessment, which are identified in Appendix I.  

  
 As identified in Appendix I, 66 rural hospitals were identified in 

Kentucky. However, two hospital systems, Appalachian Regional 
Hospitals (ARH) and Ephraim McDowell, consolidate financial reporting 
and therefore each system is presented as one entity for the purposes of 
assessing financial strength. ARH is comprised of eight hospitals and 
Ephraim McDowell is comprised of two hospitals, and therefore when the 
consolidation is factored in the total number of individual hospitals or 
hospital systems subject to financial assessment is 58. As noted above, 44  
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of these 58 hospitals or hospital systems presented sufficient financial 
information for the financial strength assessment. The APA used a 
proprietary method called the Financial Strength Index® (FSI®) to 
calculate scores used to measure the financial health of hospitals. A 
detailed description of this methodology is presented in Appendix II - The 
Financial Strength Index® Methodology. This methodology uses four 
ratios to compare a hospital’s financial standing to a national benchmark. 
The four ratios used in this benchmark include:  
 

 total margin, which is a ratio to assess the percentage of revenue 
retained as profit;  

 days of cash on hand, which is an indicator of a hospital’s ability to 
pay its short-term debt;  

 debt financing, which assesses the amount of assets to debt; and 
 depreciation expense, which is a rough assessment of the age of the 

hospital’s facilities.  
  
 The FSI® assessment did not include FY 2014 because audited financial 

statements were not yet available at the time of this assessment. Due to the 
Commonwealth’s decision to expand Medicaid in accordance with the 
provisions of the Affordable Care Act (ACA), it is important to 
acknowledge that rural hospitals and other providers likely received an 
increase in Medicaid payments during the fiscal year, which could have 
impacted the FSI® scores, at least temporarily until additional cuts in 
government-funded payments occur as discussed further below. However, 
it is also important to note that providers’ costs also have increased as the 
newly-covered Medicaid patients seek first-time or previously-deferred 
health services. In addition, as a result of Medicaid managed care, 
administrative costs have increased for many providers.  

  
 The time period analyzed provides critical information to policymakers 

and other stakeholders regarding the fiscal conditions of rural hospitals 
during a period of significant regulatory and industry change. This 
information is intended to be used going forward to monitor hospitals’ 
financial health, which is an important indicator of health care access in 
rural areas, and to help guide decision-makers as they begin rethinking 
models for delivering care in a healthcare landscape that continues to 
undergo changes, such as the anticipated loss of Disproportionate Share 
Hospital (DSH) payments and continuing cuts in Medicare fee-for-service 
payments.  

  
 Kentucky’s rural hospitals are identified by numbers in the map in 

Exhibit 1 that correspond to identifying numbers in Appendix I. In the 
exhibit, all hospitals have color-coded location markers that identify their 
FSI® assessment, with the exception of the 14 rural hospitals identified by 
white location markers. Those hospitals either did not provide sufficient 
information for the FSI® calculation or had financial reporting 
methodologies that did not present all data elements necessary for the 
calculations.  
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Exhibit 1 - Location and Financial Strength of Kentucky Rural Hospitals  
 
 

Source:  See Appendix 1 for the list of rural hospitals corresponding to the index numbers above. Refer to Exhibit 2 for FSI® classifications. 



Chapter 2                       Page 7 
Background 

 

APA Surveys of Kentucky 
Rural Hospitals 

The APA surveyed all rural hospital administrators to gather additional 
data for analysis and to help improve the understanding of factors 
affecting the fiscal health of these hospitals. The survey questions and a 
summary of the responses are presented in Appendix III - Survey 
Questions and Responses.  

  
 Twenty-three complete survey responses and one partial response were 

received from hospital administrators, as identified in Appendix I. Though 
responses were received from 24 of the 66 rural hospitals surveyed, 
respondents were representative of the population of rural hospitals. 
Responses were received from hospitals from various geographic areas in 
the state, both CAH and acute care hospitals, public and privately-owned 
hospitals, and hospitals with varying FSI® scores. 

  
Auditor Edelen’s Meetings 
with the Public 
and MCO 
Representatives 

State Auditor Adam Edelen hosted public meetings in 11 cities, including 
Prestonsburg, Hazard, Pineville, Morehead, Maysville, Columbia, 
Campbellsville, Leitchfield, Madisonville, Princeton and Bowling Green. 
Approximately 1,500 people attended the meetings, including hospital 
representatives, health professionals, patients, local elected officials, 
legislators and concerned citizens. In addition, the APA met with 
representatives from all five MCOs currently operating in Kentucky. 
Some of the information gathered during these meetings provided the 
APA additional context related to data analyzed in this report or that was 
previously widely reported in the community. The opinions and anecdotal 
examples expressed during the meetings provided valuable insight into the 
significance of these concerns in the various local communities. Many 
times, similar examples of problems were repeated at different community 
meetings held across the state, indicating certain concerns were common 
and not isolated incidents. In addition to community input, MCOs 
provided valuable insight regarding specific issues that may be an 
underlying source of these concerns, obstacles or requirements that affect 
an MCO’s ability to resolve certain issues, and opportunities for 
improvement. 

  
Analyzing Additional 
Information Contained in 
Reports from CHFS and 
Deloitte, LLC 

Concerns continue to be voiced related to Medicaid network adequacy 
within the Commonwealth. This matter was examined in the APA’s first 
report on Medicaid managed care issued July 31, 2013. This report 
follows up on this issue to underscore the importance of having an 
adequate Medicaid network to serve Kentucky’s citizens, especially when 
significant economic stress factors are identified among provider 
hospitals.  
 
Also, with the passage of the ACA, more individuals are eligible for 
Medicaid, making it essential to determine whether the Medicaid provider 
network is adequate to service all Medicaid participants. According to the 
CHFS’ Department for Medicaid Services (DMS), Medicaid expansion 
under the ACA would increase the number of eligible individuals in 
Kentucky by 308,000. However, CHFS reported in February 2015 that 
approximately 375,000 individuals had already enrolled in Medicaid 
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under the expansion in calendar year 2014.  
  
 To assess the adequacy of the state provider network, auditors utilized 

data from two sources. The APA requested ad hoc reports from DMS that 
provided a snapshot of the number of providers in each provider type 
category as of November 1, 2011, February 28, 2013, and June 1, 2014. 
Managed care implementation began in November 2011, and therefore 
information from the dates above illustrates changes in the number and 
location of providers within each provider type category from the 
beginning of the implementation period to specific dates in subsequent 
years.  

  
 Auditors also obtained and reviewed a detailed report on managed care in 

Kentucky dated April 11, 2014, performed by Deloitte, LLC for fiscal 
year 2013. This report was reviewed to gather baseline network adequacy 
data from the first two years under managed care. The information from 
the report was then compared to data obtained during APA’s analysis to 
identify potential risks to the network caused by decreases in the number 
of providers.  
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Observation 1:  68 percent 
of Kentucky’s rural 
hospitals scored below the 
national FSI® average and 
34 percent of Kentucky’s 
rural hospitals scored 
sufficiently low as to be 
considered in poor 
financial health. 

The FSI® scores for each individual fiscal year, as well as a three-year 
mean, were calculated for each of the 44 participating rural hospitals or 
hospital systems. All of the data necessary for calculation of the FSI® 
were readily available on the hospitals’ audited financial statements of net 
position and balance sheets.  
 
Exhibit 2 below presents the FSI® results for each participating hospital 
ranked from highest three-year average to lowest. In this assessment, the 
national average is identified by an index of zero. As can be seen from the 
exhibit, 30 of the 44 participating hospitals, or 68 percent, scored below 
the national average on financial strength. Exhibit 3 below also presents 
the three-year mean in graphical form. 

 Chapter 3 - Analyses and Recommendations 
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Rank HOSPITAL
Location -           
Appendix I

Hospital 
Type 2011 2012 2013 Mean

Financial Health 
Classification

1 Methodist Hospital Union County 37 CAH 11.04 7.11 11.38 9.85 Excellent
2 The Medical Center Franklin 59 CAH 3.22 3.52 3.02 3.26 Excellent
3 Pikeville Medical Center 47 Acute 3.91 2.86 2.57 3.11 Excellent
4 Baptist Health Madisonville 2 Acute -0.59 -1.41 10.35 2.78 Good
5 Ephraim McDowell 14, 15 Acute 2.14 2.96 2.57 2.56 Good
6 Twin Lakes Regional Medical Center 62 Acute 0.58 2.61 0.97 1.39 Good
7 Saint Joseph Martin 53 CAH  -0.66 3.32 1.33 Good
8 Manchester Memorial Hospital 31 Acute 1.27 1.25 0.63 1.05 Good
9 Marcum & Wallace Memorial Hospital 32 CAH  -0.25 1.73 0.74 Good

10 Lourdes Hospital 30 Acute  -0.36 0.94 0.29 Good
11 Saint Joseph Berea 51 CAH  1.96 -1.42 0.27 Good
12 Rockcastle Regional Hospital 49 Acute 0.25 0.2 0.11 0.18 Good
13 Russell County Hospital 50 CAH 1.16 -0.18 -0.61 0.12 Good
14 Caldwell Medical Center 6 CAH -0.02 -0.61 0.8 0.05 Good

N/A National Average 0
15 Taylor Regional Hospital 58 Acute 0.16 -0.18 -0.42 -0.15 Fair
16 Murray-Calloway County Hospital 42 Acute -0.16 -0.6 -0.45 -0.4 Fair
17 Monroe County Medical Center 39 Acute 0.39 0.06 -1.76 -0.43 Fair
18 Marshall County Hospital 33 CAH -2.85 -1.58 2.81 -0.54 Fair
19 Harrison Memorial Hospital 19 Acute 0.62 0.45 -2.71 -0.55 Fair
20 Baptist Health Paducah 3 Acute -0.64 -0.14 -1.15 -0.65 Fair
21 Fleming County Hospital 16 Acute -1.32 0.82 -2.14 -0.88 Fair
22 Muhlenberg Community Hospital 41 Acute -0.18 -1.3 -2.31 -1.26 Fair
23 Casey County Hospital 8 CAH -1.14 -1.42 -1.49 -1.35 Fair
24 Crittenden Health System 12 Acute -1.19 -0.01 -3.01 -1.4 Fair
25 St. Claire Regional Medical Center 56 Acute -1.25 -2.45 -0.65 -1.45 Fair
26 Highlands Regional Medical Center 21 Acute -0.73 -1.75 -0.191 -1.46 Fair
27 ARH Multi Multiple -1.76 -1.62 -1.7 -1.69 Fair
28 Ohio County Hospital 44 CAH -1.9 -1.86 -0.134 -1.7 Fair
29 Baptist Health Richmond 4 Acute -2.62 -2.58 -0.43 -1.88 Fair
30 Saint Joseph London 52 Acute  -1.54 -2.83 -2.18 Poor
31 Breckinridge Memorial Hospital 5 CAH -1.76 -1.01 -4.06 -2.28 Poor
32 Livingston Hospital 28 CAH -1.04 -3.03 -3.13 -2.4 Poor
33 Caverna Memorial Hospital 9 CAH -3.14 -1.87 -2.79 -2.6 Poor
34 Wayne County Hospital 63 CAH -1.96 -3.57 -3.61 -3.05 Poor
35 Carroll County Memorial Hospital 7 CAH -4.02 -2.99 -3.73 -3.58 Poor
36 New Horizons 43 CAH -3.13 -3.02 -4.86 -3.67 Poor
37 Baptist Health Corbin 1 Acute -4.8 -2.02 -4.78 -3.87 Poor
38 Pineville Community Hospital 48 Acute -2.48 -2.96 -6.31 -3.91 Poor
39 James B Haggin Memorial Hospital 23 CAH -2.13 -4.84 -4.93 -3.96 Poor
40 Clinton County Hospital 10 Acute -4.1 -5.79 -5.4 -5.1 Poor
41 ContinueCARE Hospital 11 LTACH -5.13 -7.53 -6.9 -6.52 Poor
42 Jane Todd Crawford Hospital 24 CAH -2.5 -2.75 -14.77 -6.67 Poor
43 Saint Joseph Mount Sterling 54 Acute  -9.03 -6.56 -7.8 Poor
44 Westlake Regional Hospital 64 Acute -10.39 -12.84 -14.38 -12.54 Poor

Legend:

Source:  FSI® calculated utilizng audited financial information obtained from participating providers. Source of hospital type is KHA.

2011 Financial Statements not available

 
Exhibit 2 - Kentucky Rural Hospitals FSI® 
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Exhibit 3 - FSI® Ratio Calculations 3-Year Mean 
 

  
 The hospitals that scored below the national average had a total combined 

837,806 inpatient, outpatient, and emergency department patients during 
FY 2013. Approximately 58 percent of these hospitals’ patients were on 
Medicaid or Medicare, or both. These figures demonstrate the importance 
of understanding the financial stability of these hospitals, which serve a 
disproportionate share of Kentucky’s low-income and elderly population.  

  
 Another component of the FSI® is the categorization of index scores into 

four assessment classifications - excellent health, good health, fair health, 
and poor health. The description of these categorizations is included in 
Appendix II. Of the rural Kentucky hospitals assessed, only seven percent 
had a sufficient score on the FSI® to be ranked in the excellent health 
classification, which is defined as having an FSI® greater than three. In 
contrast, 34 percent of the hospitals had FSI® scores resulting in a 
classification of poor financial health, which is defined as having an FSI® 
score at or below -2. Exhibit 2 above indicates the assessment 
classification for each hospital and Exhibit 4 below depicts the 
classification for all hospitals assessed. 
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Exhibit 4 - FSI® Assessment Classifications 
 

 
 The hospitals in poor health had a total combined 267,316 inpatient, 

outpatient, and emergency department patients during FY 2013. 
Approximately 60 percent of their patients are on Medicaid and Medicare. 
Again, these hospitals serve a significant number of low-income and 
elderly individuals.  

  
 The healthcare industry nationally and in Kentucky has undergone a 

transformation in recent years caused by many factors, including a poor 
economic climate, fast-changing, expensive technological advances, new 
electronic health records requirements, implementation of Medicaid 
managed care, the ACA, Medicaid expansion and more. Additional 
changes are on the horizon, including scheduled reductions in Medicaid 
DSH payments and continued cuts in Medicare fee-for-service payments. 
These industry changes create significant challenges to rural hospitals, and 
those hospitals assessed as being in poor health using the FSI® criteria 
likely have little flexibility to withstand such challenges.  
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 Additionally, rural hospitals are important economic drivers in their 
communities. Information obtained from the Kentucky Hospital 
Association (KHA) indicated Kentucky hospitals in total paid employees 
$4.1 billion in wages and benefits in 2012. Due to their geographic 
locations, rural hospitals are more likely to have significant impact on the 
economy of the communities they serve. For example, Fulton’s city 
manager stated in a media report that taxes paid by Parkway Regional 
Hospital makes up approximately 18% of the city’s revenue. 

  
 In analyzing the rural hospitals assessment, it is noteworthy that 12 of the 

14 hospitals that scored above the national average are owned or affiliated 
by a multi-hospital provider organization or are managed by a 
professional management organization that is affiliated with multiple 
hospitals. These arrangements can allow small community hospitals to 
remain financially viable and provide basic care, as well as strengthening 
their operations by giving them access to additional financial and other 
resources. Hospitals in Richmond and Muhlenberg made decisions in 
recent years to merge or affiliate with providers that operate large 
facilities in the nearby communities of Lexington and Owensboro, 
respectively. These hospitals scored fair in the FSI® assessment during the 
timeframe covered by this report, but are examples of hospitals that can be 
monitored to determine whether their recent affiliations have a long-term 
positive effect on their fiscal stability. 

  
 Rural hospitals that are geographically well-positioned, such as Pikeville 

Medical Center, which has remained unaffiliated and is independently 
managed, score high on the index. Alternately, some of the hospitals in 
poor fiscal health are located in small, geographically-isolated 
communities, such as Clinton County Hospital and Wayne County 
Hospital in southern Kentucky. Those hospitals, which are unaffiliated, 
are vital to their communities due to the long distances individuals would 
have to travel to access larger, regional hospitals. 

  
 Hospitals having agreements with professional management organizations 

generally fared well in the FSI®. Management agreements with 
professional management companies can provide small hospitals with 
high-quality managers to run the hospitals efficiently and effectively. 
Twin Lakes Regional Medical Center, Russell County Hospital and 
Caldwell Medical Center, all of which are considered in good fiscal 
health, have agreements with a professional management company. 

  
 Other innovative solutions appear to play a role in hospitals that are not in 

poor fiscal shape. Rockcastle Regional Hospital, for example, serves a 
small community but has developed a specialty by providing ventilator-
dependent care to patients with spinal cord injuries, genetic birth defects, 
chronic obstructive pulmonary disease (COPD) and neurological diseases 
like amyotrophic lateral sclerosis (ALS) and muscular dystrophy. This 
hospital is the only one of its kind in Kentucky and serves patients from 
across the country. 
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 At least two rural hospitals, St. Claire Regional Medical Center and 
Highlands Regional Medical Center, have joined a coalition to provide 
efficiencies, improve patient access and adapt to changes under the ACA. 
The hospitals will remain independent but will coordinate with University 
of Kentucky HealthCare, St. Mary’s Medical Center in West Virginia and 
Our Lady of Bellefonte Hospital in Russell in certain areas, such as 
negotiating vendor contracts. The coalition will allow the hospitals to 
form an Accountable Care Organization (ACO) as outlined in the ACA. 
An ACO is a network of coordinated health providers that provides care 
for a group of patients and that utilizes a payment and care delivery model 
that ties provider reimbursements to both the quality of care and 
reductions in the total cost of that care. Although St. Claire and Highlands 
scored fair in the FSI® assessment, they are important examples of 
hospitals to monitor to determine whether the affiliation they formed is a 
successful model for other hospitals to consider. 

  
 While the APA believes the FSI® paints a fairly accurate picture of the 

financial strength of rural hospitals, some qualifications should be noted. 
St. Joseph Mt. Sterling, for example, is ranked second to last. Two of the 
four FSI® measures - depreciation and debt financing - are likely to be 
negatively affected in the FSI® calculation because the hospital opened a 
new, state-of-the-art facility in 2011. Because the hospital is owned by 
KentuckyOne Health, the largest hospital system in Kentucky, it is 
unlikely to be at risk of closing. 

  
 In addition, ContinueCARE Hospital, which is ranked fourth to last, is a 

Long Term Acute Care Hospital (LTACH), which is a special designation 
under Medicare. LTACH facilities specialize in treating patients who stay 
more than 25 days who may have more than one serious condition. Due to 
the way the hospital is structured, it is unlikely to ever score well on the 
FSI®. 

  
Recommendations CHFS should begin using a financial assessment tool to regularly monitor 

the financial strength of rural hospitals. Access to health care is critical at 
a time when hundreds of thousands of Kentuckians have been added to the 
insured rolls. Hospital administrations have a responsibility to project the 
fiscal impact of policy, regulatory and industry changes, and to adjust 
operations to manage through those changes. However, in order to protect 
Kentuckians, hospitals must also have solid partnerships with regulators 
and policymakers. Monitoring the financial viability of Kentucky rural 
hospitals is important to ensure that the Commonwealth has sufficient 
information on hand to plan for and attempt to prevent potential gaps in 
health care accessibility. In the absence of sufficient information, CHFS, 
local communities, and the public may be caught off guard by the closing 
of a hospital. CHFS should closely monitor the hospitals that are 
considered in poor financial health, and those that are considered vital to a 
community due to their geographic location. 
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 Kentucky was selected for a $2 million State Innovation Model (SIM) 
Design Award from the Centers for Medicare and Medicaid Services 
(CMS) Innovation Center, which is interested in testing innovative 
payment and service delivery models that have the potential to lower costs 
for government insurance programs while maintaining or improving 
quality of care for program beneficiaries. We understand payment and 
delivery reforms are priorities of CHFS and anticipate that many of the 
recommendations throughout this report will be the focus of this SIM 
project. As part of the SIM project, the Governor should convene a work 
group to examine, among other objectives, new models for rural health 
care delivery to ensure quality of care and continued access in this altered 
healthcare landscape. 

  
 To survive and flourish in this vastly different landscape, we recommend 

rural hospitals continue to find ways to innovate and adapt, and for some 
of them to contract for outside expertise to have the help and benefit 
available to guide them during this time of transition. The work group 
should consist of a broad range of individuals with varying expertise, such 
as policymakers, managed care representatives, health care and insurance 
experts. It should begin by closely examining hospitals in poor and fair 
financial health and finding pathways for assisting those providers in 
identifying risks and taking action to adapt to the changing business 
climate, such as possible affiliations, mergers, management agreements, 
networks, ACOs and other opportunities to innovate. The Governor held a 
leadership summit in January 2015 to engage providers in a discussion 
about the transformation of the delivery of health care services. The work 
group should ensure that providers continue to facilitate communications 
and be engaged in planning for a smooth transition.  

  
 The work group should evaluate whether Kentucky’s current regulatory 

structure gives hospitals the flexibility to retool their business models for 
21st century health care delivery. Parkway Regional Hospital in Fulton, for 
example, announced in late 2014 that it was closing its inpatient and 
emergency departments in March 2015, citing a 50 percent drop in 
inpatient admissions over the last four years. The work group should 
consider, for example, whether the regulatory structure permits hospitals 
that have underutilized, costly inpatient beds to cease or scale back 
inpatient care and focus primarily on emergency services, outpatient and 
other specialty care instead. CHFS indicated it is taking steps in this 
direction, and has already sought feedback from stakeholders regarding 
modernizing the certificate of need (CON) program, and planning 
additional opportunities for feedback in spring 2015.  
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Observation 2: 34 percent 
of Critical Access Hospitals 
(CAH) achieved an FSI® 
assessment of excellent or 
good health, compared to 
23 percent for acute care 
hospitals. 

Acute care hospitals are defined as hospitals that provide 24-hour short-
term inpatient medical, surgical, obstetrical and pharmaceutical services. 
Acute care hospitals may or may not provide similar services on an 
outpatient basis. Exhibit 2 identifies the classification of hospitals as 
acute or CAH.  
 
Federal 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 could become CAHs. CAH 
hospitals are considered a separate hospital provider type, and have a 
different federal reimbursement methodology from general acute 
hospitals. KRS 216.380 establishes the specific requirements for hospitals 
to obtain CAH designation in the Commonwealth. At a minimum, federal 
law requires that a hospital that participates in Medicare and seeks CAH 
status must meet specific criteria, including but not limited to: 
 

  furnish 24-hour emergency care services seven days a week; 
  maintain no more than 25 inpatient beds, although it may also 

operate a distinct part rehabilitation and/or psychiatric unit, each 
with up to 10 beds; 

  have an annual average length of stay of 96 hours or less per patient 
for acute care; and 

  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, or was certified as a CAH prior to January 1, 2006 based on 
the state’s designation as a “necessary provider” of health care 
services to residents in the areas. 

  
 The higher percentage of CAHs achieving top FSI® scores can be 

attributed, at least in part, to the differences in their federal reimbursement 
methodologies when compared to acute care hospitals.  CAHs are paid for 
most inpatient and outpatient services to Medicare patients at 101 percent 
of reasonable costs. Additionally, KRS 216.380(13) establishes the 
requirement that Kentucky CAHs receive reimbursements for Medicaid 
patients at least equal to the rates established for Medicare patients. 
Therefore, for federally reimbursable costs, CAHs receive above 
reasonable costs of services provided to Medicaid and Medicare 
recipients, whereas acute care hospitals are reimbursed at established 
standard fixed rates. This is an even more significant factor when 
considering the patient payer mix in rural hospitals in Kentucky. Hospitals 
responding to the APA’s survey responded on average that 71 percent of 
patients in rural hospitals are either Medicare or Medicaid recipients. This 
statistic is further discussed in Observation 3 below.  
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 Another reason more CAHs achieve higher FSI® scores relates to their 
business model. The U.S. Department of Health and Human Services 
(HHS) indicates that CAH’s limited size and short length of stay helps 
these hospitals focus on providing care for common conditions, while 
referring other conditions to larger hospitals. Therefore, patients requiring 
longer term or costlier treatment, or both, may not be treated at CAHs.  

  
 Also, CAHs are exempt from recently implemented mandatory Medicare 

pay-for-performance initiatives, which result in reduced payments and 
penalties for many hospitals. These initiatives include the Value-Based 
Purchasing (VBP) Program, the Hospital-Acquired Conditions (HAC) 
Program, and the Hospital Readmissions Reduction Program. Of these 
programs, the most significant initiative is the VBP Program, which began 
in October 2012. Under this program, CMS states that hospitals are no 
longer paid for the quantity of services provided, but instead are paid 
based on the quality of care, how closely best clinical practices are 
followed, and how well hospitals enhance patients’ experiences of care 
during hospital stays. Hospitals with high quality scores are given 
incentive payments, which are paid for by redistributing funds withheld 
from all hospitals’ Medicare Diagnosis-Related Group (DRG) payments. 
The amount withheld from hospitals began at one percent in FY 2013, and 
is scheduled to increase to two percent in FY 2017. Although high-scoring 
hospitals will receive incentive payments, initial across-the-board 
payment reductions may create further fiscal stress for hospitals already 
experiencing fiscal instability.  

  
 Another initiative impacting acute care hospitals noted above is the HAC 

program. The HAC program measures how often a particular preventable 
condition occurs at a given hospital, rating hospitals from one to 10. In 
2014, CMS released the final scores, and indicated those hospitals with a 
total HAC score above the 75th percentile, or seven or higher on the 10-
point scale, may be subject to a payment reduction of one percent of its 
Medicare payments from October 1, 2014 through September 30, 2015. 
Kentucky had three rural acute care hospitals with a Total HAC score over 
seven - Jackson Purchase Medical Center, Muhlenberg Community 
Hospital, and Lourdes Hospital. 

  
 The third Medicare pay-for-performance initiative, the Hospital 

Readmissions Reduction Program, requires CMS to reduce payments to 
acute care hospitals with excess readmissions. The program was in effect 
for discharges beginning October 1, 2012. Federal fiscal year (FFY) 
beginning October 1, 2014 marked the beginning of the third year in 
which penalties were applied to hospitals. In Kentucky, a total of 63 rural 
and urban hospitals, or 66 percent of all hospitals in the Commonwealth, 
are being penalized for discharges between October 1, 2014 and 
September 30, 2015. The average hospital penalty for hospitals in 
Kentucky was 1.21 percent, which is the highest average penalty of all 
states. Exhibit 5 below presents a list of all states penalized, and the 
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average penalty for each. In analyzing rural hospitals for the purposes of 
this report, 40 of the 63 Kentucky hospitals penalized, or more than 63 
percent, were rural hospitals. Additionally, eight out of nine Kentucky 
hospitals that received the FFY 2015 maximum penalty of three percent 
were rural hospitals. A list of all Kentucky hospitals penalized over the 
past three years, as well as the annual penalty rate, is presented in 
Appendix IV - Medicare Readmission Penalties for Kentucky Hospitals 
FFY 2013-2015, with rural hospitals denoted.  

  
 Although a higher percentage of CAHs than acute care hospitals achieved 

excellent or good health assessments overall, it should be noted that eight 
hospitals assessed to be in poor health are CAHs. A review of the map at 
Exhibit 1 identifies the poor performing CAHs are in various portions of 
the state, although south central and south eastern Kentucky have a 
concentration of acute hospitals and CAHs assessed as poor.   
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State

% of All 
Hospitals 
Penalized

 No. of 
Hospitals 
Penalized 

Avg Hospital 
Penalty

Alabama 76% 71                  0.63%
Alaska 24% 5                    0.83%
Arizona 62% 48                  0.58%
Arkansas 47% 37                  1.02%
California 64% 223                0.41%
Colorado 34% 27                  0.33%
Connecticut 88% 28                  0.65%
Delaware 86% 6                    0.22%
District of Columbia 78% 7                    1.00%
Florida 79% 148                0.58%
Georgia 65% 89                  0.51%
Hawaii 56% 10                  0.20%
Idaho 12% 5                    0.62%
Illinois 65% 118                0.78%
Indiana 53% 68                  0.62%
Iowa 19% 23                  0.68%
Kansas 26% 34                  0.44%
Kentucky 66% 63                    1.21%
Louisiana 59% 72                  0.71%
Maine 41% 15                  0.31%
Maryland*
Massachusetts 80% 55                  0.78%
Michigan 52% 71                  0.64%
Minnesota 27% 36                  0.40%
Mississippi 56% 55                  0.70%
Missouri 61% 66                  0.67%
Montana 9% 5                    0.44%
Nebraska 14% 13                  0.33%
Nevada 56% 20                  0.76%
New Hampshire 35% 9                    0.41%
New Jersey 98% 63                  0.82%
New Mexico 45% 19                  0.35%
New York 80% 148                0.73%
North Carolina 65% 74                  0.47%
North Dakota 4% 2                    0.18%
Ohio 63% 107                0.73%
Oklahoma 52% 66                  0.57%
Oregon 30% 18                  0.14%
Pennsylvania 72% 126                0.63%
Rhode Island 67% 8                    0.67%
South Carolina 71% 44                  0.61%
South Dakota 15% 8                    0.27%
Tennessee 72% 83                  0.75%
Texas 56% 213                0.52%
Utah 30% 14                  0.66%
Vermont 27% 4                    0.10%
Virginia 76% 66                  0.97%
Washington 37% 34                  0.50%
West Virginia 56% 30                  0.96%
Wisconsin 37% 47                  0.43%
Wyoming 31% 9                      0.38%

             (KHN) is a nonprofit national health policy news service.

* Penalties do not apply to Maryland hospitals.

Source: Kaiser Health News analysis of data from CMS. 
             www.kaiserhealthnews.org

Exhibit 5 - Average Medicare Readmission Penalties by State - Year 3  
Effective for Hospital Admissions from October 1, 2014 to September 30, 2015 
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Recommendations CHFS should closely monitor CAHs that are in poor financial health, 
particularly those that meet the geographic requirements to be CAHs, such 
as Wayne County Hospital in southern Kentucky. Access to care would be 
hindered for residents of that community because the closest hospitals are 
more than 30 minutes away.  

  
 For those that are exempt from the geographic requirements, stakeholders 

should evaluate potential new models for operations and affiliations, and 
evaluate the regulatory changes necessary to facilitate these modifications. 
Jane Todd Crawford Hospital, for example, is ranked third worst on the 
FSI®. It is a CAH, but it is located 14 miles, or 22 minutes, from Taylor 
Regional Hospital in Campbellsville. James B. Haggin Memorial 
Hospital, also considered a CAH, is ranked sixth worst on the FSI® and is 
9.4 miles, or 14 minutes, from Ephraim McDowell Regional Medical 
Center in Danville. CHFS and stakeholders of small CAHs that are 
geographically close to large facilities should evaluate whether there is a 
continued need in this changing healthcare landscape to provide 
traditional inpatient services that may be jeopardizing the continued 
existence of needed emergency departments. 

  
 As discussed in detail in the first observation, a work group convened by 

the Governor should examine the regulatory structure over acute care 
hospitals to determine whether those providers have the flexibility to 
adjust their business models, such as by decreasing or eliminating 
inpatient beds and shifting patients from high-cost inpatient beds to 
outpatient care models. The work group also could help acute care 
hospitals identify ways to control costs. 

  
 Additionally, because a higher percentage of CAHs overall exhibit more 

favorable fiscal stability ratings, the proposed work group recommended 
in the first analysis should examine whether other medical services, such 
as emergency transportation services, may benefit from being transitioned 
from government or acute care affiliations to CAH affiliations to 
capitalize on more favorable reimbursement rates.  

  
Observation 3: Hospitals 
responding to APA’s 
survey indicate on average 
72 percent of patients 
received Medicare or 
Medicaid benefits, 
meaning a significant 
number of low‐income 
and elderly patients are 
affected if rural hospitals 
close. 

The second question on the APA survey of rural hospitals requested 
information on the mix of payment methods used by patients. Hospitals 
reported a range of 52 to 91 percent of patients participating in Medicaid 
and Medicare, with responding hospitals reporting an average of 72 
percent of patients receiving such benefits. Data obtained from CHFS 
indicates that during FY 2013, more than 58 percent of patients in all 
Kentucky rural hospitals were Medicaid or Medicare recipients. Exhibit 6 
presents the mix of payment methods used by patients for those hospitals 
that responded to the survey. 
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Exhibit 6 - Survey Response - Payer Mix Percentages 
 

  
 Based on information reported by The Advisory Board Company, a 

contractor of CHFS, the information obtained from CHFS regarding the 
mix of payment types for all rural hospitals depicts Kentucky’s 
government insurance mix is higher than national average. The Advisory 
Board Company reported in a January 29, 2015 meeting of hospital 
providers that the current nationwide payer mix is approximately 50 
percent government insurance and 50 percent commercial insurance. 
However, the contractor reported that the trend is for this mix to change to 
75 percent government insurance and 25 percent commercial insurance. 
This is especially troubling given that the American Hospital Association 
reported that the Medicare hospital payment-to-cost ratio in 2012 was 
only 86 percent, whereas private payer sources, including commercial 
insurance, had a payment-to-cost ratio of 149 percent. Hospitals that are 
financially struggling under the current payer mix, and those who already 
serve a disproportionate share of Medicaid and Medicare patients, will 
face even greater challenges as the percentage of private-pay patients 
declines. 
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 With an average of 58 percent of all rural hospital patients receiving 
Medicare and Medicaid benefits, it is apparent that the financial strength 
of rural hospitals is significantly affected by the administration of these 
federal programs, which serve some of the Commonwealth’s most 
vulnerable citizens. Hospital operations, including services provided, can 
be highly sensitive to changes in these programs as was evident during the 
transition from Kentucky’s Medicaid fee-for-service program to a 
managed care program.  

  
 Other significant changes on the horizon are the scheduled reductions in 

Medicaid DSH payments and continued cuts in Medicare fee-for-service 
payments. DSH provides additional payments to hospitals for the extra 
costs incurred in treating uninsured or low-income patients. One element 
of recent healthcare reforms is to phase out this payment to hospitals 
because they should have little uncompensated care as a result of the 
Medicaid expansion. The loss of DSH payments will be significant to 
hospitals, even though prior to the phase out the hospitals will be 
receiving both DSH payments and Medicaid reimbursement for formerly 
uninsured/underinsured patients. Still, hospital administrators confirm that 
costs have increased due to the increased utilization of services, 
particularly by new Medicaid patients that had deferred preventative care 
and treatment. The phase-out was initially set to begin in 2014, but 
recently has been deferred until 2017.  

  
 Also, as can be seen in Exhibit 6, although an average of one-fourth of 

patients in participating rural hospitals receive Medicaid benefits, an 
average of 47 percent receive Medicare benefits, which is the federally 
administered program for senior citizens. Much attention has been given 
to the effects the Medicaid expansion and managed care transition have 
had on providers, but a closer examination is needed to assess the effects 
of Medicare changes.  

  
 For example, when the Nicholas County Hospital closed, the hospital 

board chair told the press that one cause for its closing was that it received 
44 cents on the dollar in Medicare reimbursement. As discussed in the 
second analysis, acute care hospitals, which are on average performing 
below the CAHs, are under a different, less generous Medicare 
reimbursement structure than CAHs.  

  
 As noted above, Medicare also has begun several pay-for-performance 

initiatives that will reduce total Medicare payments to providers by 5.4 
percent by FY 2017. In its January 2015 presentation, The Advisory 
Board Company indicated that Medicare payments cuts are becoming the 
norm and reported that Medicare fee-for-service payment cuts to hospitals 
are anticipated to be approximately $260 billion nationally between 2013 
and 2022.  
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 Poor and elderly citizens have the greatest obstacles to health care 
accessibility, and therefore these statistics raise questions about any 
potential options that will be available to serve these citizens if rural 
hospitals find that their operations are no longer financially viable. 
Funding cuts may lead to a lack of innovation that impairs problem 
resolution and creates more fiscal penalties, thereby making resources 
scarcer. 

  
Recommendations As discussed in the recommendations for Observation 1, the SIM Design 

Award project has the potential to assist rural hospitals in improving care 
and decreasing costs for beneficiaries of Medicare and Medicaid. The SIM 
project or proposed work group, or both, should evaluate the effects recent 
changes to the Medicare program are having on rural hospitals and 
provide recommendations to ease the transition from fee-for-service to the 
new fee-for-value system. The work group could explore strategies for 
hospitals experiencing costly Medicare readmission penalties and HAC 
penalties to try to reduce those rates. Also, as detailed in previous 
recommendations, it should examine the regulatory structure to ensure 
there is flexibility to innovate. 

  
 In addition, the work group may research transportation needs as a way to 

expand accessibility options and provide a safety net for vulnerable 
citizens in the event of additional hospital closures. For example, the work 
group should determine whether the expansion of non-emergency 
transportation services could not only improve accessibility concerns 
overall, but also assist Medicare and Medicaid recipients in receiving 
routine well care services, non-emergency physician services, and other 
services that could reduce the occurrence of costly medical treatments 
caused by delayed care. Currently, non-emergency transportation services 
are covered by Medicare in certain situations, such as when transportation 
by ambulance is needed to obtain treatment or diagnose a health condition 
and utilizing another form of transportation could endanger the patient’s 
health or when the patient has a written note from his or her doctor 
indicating ambulance transportation is necessary due to the individual’s 
medical condition. Further evaluation is needed to determine whether 
further coordination of these types of services and/or an expansion of 
these types of services would assist in improving access to non-emergency 
services. 

  
Observation 4: Hospitals 
with low FSI® scores do 
not have capital reserves 
sufficient to withstand 
additional fiscal stress.  

APA survey questions three and four relate to cash reserves on hand. The 
responses to these questions provide additional information when 
assessing fiscal health, such as information regarding the fiscal flexibility 
of the hospital. Low cash reserve balances may indicate weaknesses in a 
hospital’s ability to maintain its facilities and equipment, and its ability to 
withstand fiscal stress, such as late or disrupted payments from federal 
programs. It may also pose financial problems for vendors who receive 
delayed payments from hospitals for services provided and can jeopardize 
a hospital’s ability to make payroll. 
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 Survey respondents reported a range of $0 to $112,004,075 of capital 
reserves on hand, which was reported as being sufficient to cover 
operations for a range of 0 to 245 days on average. This analysis is 
important for identifying the hospital’s ability to manage operations 
during periods in which cash flow is inconsistent or delayed, which can 
occur when federal program payments are delayed or the hospital 
experiences downturns in the demand for certain types of services. The 
higher the level of capital reserves, the better the hospital can withstand 
changes in revenue that impact cash flow. This is of particular concern for 
small, unaffiliated hospitals that lack the support of a parent corporation 
or partner when cash flow is delayed. A representative of one MCO 
reported that a small provider sought a cash advance from the MCO 
because it was experiencing cash flow difficulties.  

  
 Presented below in Exhibit 7 are the top five and bottom five FSI® ranked 

hospitals, as well as the average number of days their capital reserves as 
reported in their financial statements could cover expenses between 2011 
and 2013. The hospitals with the bottom five FSI® scores reported 
dangerously low capital reserves.  

  
Exhibit 7 - Days of Operation Covered by Capital Reserves 

 

 

FSI Rank Name 2011 2012 2013
Average 

Days 
1 Methodist Hospital Union County 257.23           186.61           293.12           245.65          
2 The Medical Center Franklin 134.48           55.72             37.35             75.85            
3 Pikeville Medical Center 162.08           144.41           141.62           149.37          
4 Baptist Health Madisonville 69.76             91.00             49.19             69.98            
5 Ephraim McDowell 161.19           166.90           154.66           160.92          

40 Clinton County Hospital 49.79             6.27               3.85               19.97            
41 ContinueCARE Hospital 12.49             12.23             4.84               9.85              
42 Jane Todd Crawford Hospital 5.54               7.22               2.99               5.25              
43 Saint Joseph Mount Sterling N/A 0.00 0.00 0.00
44 Westlake Regional Hospital 4.96               8.57               5.10               6.21              

N/A  Saint Joseph Mount Sterling did not submit financial statements for 2011.  

              statements of participating rural hospitals.

Days Calculated per Fiscal Year

Source: APA calculation of the number of days cash reserves cover operations utilized data reported in financial
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Recommendations Observation 1 included a recommendation that CHFS and the proposed 
work group closely monitor rural hospitals using the FSI® assessment. The 
work group should seek to understand the reasons for cash flow problems 
of these hospitals to help determine whether the hospital is experiencing a 
short-term cash flow problem or whether the hospital is having serious 
operational difficulties. 

  
 The work group should also study the need and feasibility of an 

emergency capital pool for use in providing short-term loans, transition 
incentives, financing for equipment and technology advances, and other 
needs to aid health care facilities willing to put forth efforts to improve 
their long-term viability. MCOs may be incentivized to assist in 
establishing such pools in order to maintain a healthy provider network, 
and other funding mechanisms may also be available, such as healthcare 
information technology (IT) related grants, etc. 

  
Observation 5:  

Administrative burdens on 

hospitals have increased 

since the implementation 

of Medicaid managed 

care. 

More than 79 percent of survey respondents reported that administrative 
costs have increased since the implementation of managed care. These 
respondents reported that hospital administration costs have increased 
between $20,000 and $630,000 per year, which is an average of $156,796 
in total for all respondents combined. The survey further inquired about 
the approximate number of hours per week necessary to cover 
administrative duties, and responses are depicted in Exhibit 8. As 
identified in Exhibit 8, 56.5 percent of respondents reported that 
administrative hours had increased by 26 or more hours per week. 
Additionally, more than half the respondents reported that it has been 
necessary to hire additional administrative staff and increase overtime to 
cover the additional administrative duties.  
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Exhibit 8 - Survey Response - Number of Additional Hours Per Week  
Related to Managed Care Administrative Duties 

 

  
 When asked about the most significant reasons for additional time and 

costs associated with managed care, the most common responses were 
following up on denial of claims, increased pre-authorizations, and 
different procedures/treatments for each MCO. Exhibit 9 identifies the 
summary of responses from all respondents. Respondents that identified 
additional time and costs classified as “Other” were asked to state those 
reasons. The responses reported as “Other” included lost physician 
productivity, additional involvement at the corporate level, and 
Emergency Room (ER) triage fees. Significant increases in the 
administrative burden are particularly difficult for small providers that 
have fewer staff dedicated to functions not directly related to patient care. 
Also, in rural Kentucky where there are shortages of medical staff, it 
becomes more important for hospitals to find alternatives for handling 
administrative functions that do not further impact the provision of care. 
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Exhibit 9 - Survey Response - Reasons for  
Additional Time and Costs Associated with Managed Care 

 
 During public meetings, hospital administrators voiced concerns that 

administrative problems were repeatedly expressed in meetings with 
MCOs and CHFS, but that problems were not being resolved or 
communicated effectively. Additionally, MCO representatives 
acknowledged that some delays in resolving problems may be due to 
instances of poor communications with rural hospitals. For example, 
MCOs indicated there may be good solutions that would ease some 
administrative concerns over time, but that some providers may resist 
those options.  

  
 When the APA inquired about the nature of regular meetings with CHFS, 

responses indicated the agency tended to be hands off in its handling of 
problems between providers and MCOs. MCO representatives referred to 
regular meetings hosted by the KHA, and CHFS leadership also indicated 
it did have regular meetings with many types of providers. The APA was 
unable to document any specific meetings hosted by CHFS directed 
toward the hospital community, especially rural hospitals, and was 
informed that CHFS representatives attending the regularly held KHA 
meetings may not have the appropriate levels of authority to facilitate 
problem resolution. Such meetings are important to address unique 
concerns occurring in high-risk areas. Meetings hosted by KHA, although 
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admirable for improving dialogue, may not be appropriate venues or 
provide the appropriate opportunities for CHFS to assert itself as the 
oversight body for both hospitals and MCOs. 

  
 In addition to responses provided in the survey, providers also indicated 

during public meetings that credentialing, or the process by which 
healthcare providers are approved by the MCOs, has become 
administratively burdensome. Credentialing involves verification of the 
provider’s medical license, educational degrees and certificates, proof of 
malpractice coverage, etc. Instead of having a centralized credentialing 
process, each MCO has its own process for credentialing providers and, 
therefore, providers may have to submit records up to five different times 
with no guarantee that the same documentation submitted to each will 
satisfy the individual MCO’s requirements. Under the former fee-for-
service program, credentialing providers through CHFS took 
approximately six to eight weeks. However, this process is now reportedly 
taking up to eight or nine months in some instances. One hospital stated 
that it had to create a “credentialing department” that cost around 
$150,000 each year.  

  
 To further ascertain the fiscal stress of the hospitals, APA survey 

questions five and six gathered data regarding employees over the last 24 
months and found that layoffs occurred in 20 percent of the hospitals 
responding to the survey. The five hospitals responding that layoffs had 
occurred reported that a range of three to 106 employees were laid off 
during this period. Although hospitals did not identify the specific reasons 
for these layoffs, information obtained during public meetings indicated 
that increasing administrative costs was a factor in those decisions. Survey 
results obtained by the KHA indicated that statewide, approximately 10 
percent of the hospital workforce was reduced from 2013-2014 due to 
attrition, job elimination and layoffs, or a total of 7,706 jobs. Of these 
reductions, approximately 1,804 were attributed to rural hospitals, which 
include the loss of 80 jobs due to the closing of Nicholas County Hospital. 
Also, Parkway Regional Hospital in Fulton County announced it would 
close in March 2015, resulting in the loss of another nearly 200 positions. 
Additionally, the KHA survey identified approximately a third of all 
Kentucky hospitals implemented reductions in wages and benefits during 
the same time frame, with 80 percent of those being rural hospitals. 

  
 Nine hospitals reported making cuts to other budget areas to afford the 

cost of the additional administrative duties. Personnel were reduced from 
such areas as: 
 

  Patient Accounts 
  Medical Records 
  Administration 
  Utilization Review 
  Nursing 
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  Patient Care Services 
  Physician Practices 
  
 Cutting front-line workers responsible for providing patient care to add 

staff to handle new administrative burdens is troubling at a time when 
providers are faced with an influx of newly-insured patients and are being 
asked to improve the quality of care. In addition, the impact of layoffs at 
rural hospitals in those communities is important to consider. With some 
exceptions, health care practitioners and technical occupations in 
Kentucky make more than the median annual wage for all occupations, 
according to the Bureau of Labor Statistics. Job losses in the health care 
field in a rural community deplete already drained public coffers and 
affect the service industry in those areas.  

  
Recommendations CHFS should work to improve relations with providers, particularly small, 

rural hospitals. CHFS should consider appointing a liaison to establish 
relationships with rural providers and encourage participation by 
individual provider representatives in the provider relation meetings. 
Additionally, CHFS should host regularly scheduled provider relation 
meetings specifically to address administrative concerns and assist in 
improving CHFS/MCO/provider relationships by encouraging problem 
resolution. CHFS should require that all MCOs have representatives at 
each meeting. The APA acknowledges that CHFS and KHA recently 
hosted a well-attended leadership summit geared toward the hospital 
community. Such jointly-sponsored meetings are important for building 
positive provider relations, and should continue to be incorporated into 
CHFS’ overall communications strategy.  

  
 CHFS should establish a uniform credentialing/re-credentialing process 

for MCOs. Creating a uniform process for credentialing providers could 
benefit not only providers, but also MCOs, while having the added benefit 
of improving DMS’ oversight capabilities. Many individuals indicated the 
reason for delays was due to different credentialing methodologies among 
the MCOs. Because of these concerns, we recommend CHFS: 
 

  Require uniform procedures be developed and consistently applied 
through a statewide contractor. The utilization of a statewide 
contractor will ensure that not only are uniform elements required 
from providers, but that the process will be implemented 
consistently. Furthermore, uniform credentialing through one source 
will avoid duplicate documentation submissions from providers and 
should enhance response timeframes since the provider can be 
credentialed with all applicable MCOs simultaneously through one 
source. 

  
  Require that the credentialing/re-credentialing process follow the 

National Committee for Quality Assurance (NCQA) Standards and 
Guidelines. This also will assist providers given that the information 
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required will be similar to information submitted for Medicare 
credentialing, which follows NCQA standards. 

  
  Establish timeframe limitations in MCO contracts for 

credentialing/re-credentialing providers once all relevant information 
has been obtained. A review of other states identified that one border 
state, Tennessee, requires that provider credentialing be completed 
within 30 days of receipt of all relevant information. 

  
  Require the credentialing/re-credentialing contractor to notify 

providers at least 60 days before credentials expire. 
  
  Require MCOs to report to CHFS any program integrity concerns 

related to providers that keep them from being credentialed. These 
providers should be monitored, and integrity concerns reported to the 
statewide credentialing contractor. Providers with validated program 
integrity concerns should not be credentialed under any MCO. 

  
 CHFS should report, or require providers to report, any changes in 

provider certification status to MCOs in a reasonable timeframe. One 
MCO reported that providers are already required to give CHFS this 
information, but there is a delay in CHFS informing MCOs and this delay 
could lead to MCOs inadvertently applying incorrect billing rates. 
 

 CHFS should require MCOs to publish preauthorization criteria and 
formulary schedules within a certain timeframe. CHFS should require 
MCOs to submit changes in preauthorization criteria or formulary changes 
for approval prior to making changes.  

  
Observation 6: Hospitals 
indicate MCO policies 
regarding ER visits are 
causing a significant 
financial burden. 

After increased administrative burden, the next most frequently discussed 
topic at the public meetings held by Auditor Edelen was ER visits. 
Specifically, hospitals indicate serious concerns regarding a “triage fee” 
policy implemented by some MCOs, which allows only a $50 
reimbursement for ER visits if the MCO does not consider the visit to 
have been an emergency situation. With the implementation of Medicaid 
managed care in Kentucky, one method for controlling costs is to reduce 
the number of high-cost, non-emergency ER visits and encourage 
members to utilize family doctors. MCOs establishing a $50 
reimbursement policy do so in order to incentivize hospitals to refer non-
emergency ER patients to a doctor’s office instead of utilizing ER 
services. However, hospitals argue that the triage fee is not sufficient to 
permit hospitals to meet federal requirements. Federal law requires 
hospitals to assess all patients coming to the ER to determine whether a 
true emergency exists. In certain situations, the costs of these initial 
assessments are high, especially when lab and radiological procedures are 
required. One hospital reported, as an example, that it was reimbursed $50 
for treating a car accident victim that cost the hospital $7,000.  Another 
hospital stated that it only had ten days of cash on hand, and therefore was 
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experiencing a cash flow problem resulting from below-cost 
reimbursements for ER services. As a result, the hospital administrator 
indicated it now required patients to pay up front for emergency services.  

  
 Currently, the Commonwealth’s contract with MCOs does not address 

triage fees. Providers have said that CHFS has indicated it cannot limit the 
triage fee because it is an issue to be negotiated between the provider and 
MCO. However, a review of MCO contracts in other states identified 
alternatives. For example, Tennessee’s TennCare program indicates that 
MCOs must “base coverage decisions for emergency services on the 
severity of the symptoms at the time of presentation and shall cover 
emergency services where the presenting symptoms are of sufficient 
severity to constitute an emergency medical condition in the judgment of a 
prudent layperson.” Further, the contract requires that the MCO “pay for 
emergency screening services conducted to determine whether an 
emergency medical condition exists and for all emergency services that 
are medically necessary until the member is stabilized.”  

  
Recommendations CHFS should establish contractual restrictions on triage fee caps to avoid 

overuse of the caps. Tennessee’s MCO contract contains provisions for 
the coverage of emergency care that requires emergency coverage 
decisions be made based on the severity of the symptoms at the time of 
presentation, and requires that ER services be covered when the symptoms 
are of sufficient severity to constitute an emergency in the judgment of a 
prudent layperson. While not specifically banning the use of triage fees, 
these types of guidelines for emergency care places more judgment in the 
hands of the attending medical worker, and requires emergency 
assessment to be covered if symptoms warrant such an assessment, even if 
the ultimate diagnosis may fall under a different level of care. 

  
 Also, CHFS should consider contractual provisions specifically permitting 

the use of triage fees in instances when providers refuse to participate in 
certain cost savings, utilization management and wellness programs, such 
as case management programs. Enhanced ER decision-making may 
become an incentive for providers to actively participate in MCO 
programs that address overutilization or readmission concerns, or both. 

  
 CHFS provided information to the APA regarding its ER SMART 

initiative. This initiative appears to be addressing utilization problems, and 
CHFS indicates it is already seeing success among “super-utilizers.” We 
recommend to the extent possible, CHFS incorporate policies in its MCO 
contracts that will further enhance this initiative. 
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Observation 7:  
Weaknesses in the 
contracts between CHFS 
and MCOs appear to be 
hindering improvements 
from being made to the 
managed care system in 
the Commonwealth, and 
are likely contributing 
factors to the declining 
fiscal health of many 
providers. 

Auditors reviewed contracts between CHFS and MCOs, and compared 
them to Tennessee’s contract with MCOs, which is considered a model in 
managed care. Persistent issues with manage care are unlikely to be 
resolved without contractual changes, and it is important that changes are 
implemented to help all providers continue to adapt in the managed care 
environment. CHFS officials are currently in the process of making 
revisions to the contracts, so although this is not primarily a rural hospital 
matter, auditors determined the timeliness of the situation warranted 
follow-up and additional examination.  
 
Auditors found several areas for improvement in areas such as 
strengthening penalties for contractual noncompliance, improving CHFS’ 
ability to monitor quality and programmatic requirements, and improving 
transparency.  

  
 While strengthened penalties are part of the equation, so too are incentives 

for innovations that will lead toward improved health of Kentuckians. In 
our review of the contracts, we identified room for improvement in regard 
to wellness, accountability and other areas that are at the heart of a 
managed care program that succeeds over the long term in improving the 
health of Kentuckians. Now that MCOs have weathered the managed care 
rollout challenges that assisted the Commonwealth in achieving short-
term savings, it is time to look for ways to strengthen contracts to make 
sure managed care is focused on saving taxpayer dollars in the long-run 
by improving wellness and diminishing the need for costly health care 
services. One MCO in the Commonwealth, for example, has established 
health councils to build relationships with social service agencies in 
member communities. The MCO places case managers in provider 
networks to identify members who are frequent users of health care and to 
help determine if other resources, such as food or housing assistance, are 
needed to get a member on a path toward improvement. The MCO 
monitors social service agencies that may be struggling and can assist in 
getting them resources. Many other opportunities for innovation abound, 
and CHFS could incentivize MCOs to move in that direction. 

  
 CHFS must ensure a high level of transparency and accountability over 

insurance companies that are ultimately accountable to shareholders, not 
taxpayers. The Commonwealth’s relationships with certain private 
contractors in the past, such as with private prison operators, has 
demonstrated that problems arise when there is a lack of proper oversight. 
MCO contracts require MCOs to submit nearly 150 reports to CHFS 
throughout the year, yet improvements can be made in analyzing the data 
to monitor performance and compiling it in such a way to allow Medicaid 
members and the public to compare MCOs.  

  
 MCO contracts, for example, require MCOs to have a Quality 

Assessment/Performance Improvement (QAPI) program to assess, 
monitor, evaluate and improve the quality of care provided to Medicaid 
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members. This assessment is to utilize information from multiple quality 
evaluations, such as member surveys and Health Care Effectiveness Data 
and Information Set (HEDIS) measures. The MCOs are then required to 
report to CHFS annually an assessment of its QAPI program. The 
information gathered should provide CHFS a large volume of quality 
measures to assess MCO performance for both contract monitoring 
purposes and also to provide members and the public performance 
information. CHFS compiles a brochure for Medicaid members with some 
of the data but should review a report issued by the state of Tennessee and 
look for ways to improve its reporting and presentation of quality of care 
data it provides to Medicaid members, the public and media. 

  
 Also, MCO contracts contain language that may provide opportunities for 

oversight and assessment of the MCOs in certain areas, but it is unclear 
how the information is being monitored and reported by CHFS. For 
example, MCO contracts state that administrative costs shall not exceed 
10 percent of the total Medicaid managed care contract costs. However, 
the contract does not contain penalties for failing to meet this requirement, 
and the APA was unable to determine how this requirement was 
monitored.  

  
 The contract contains additional requirements that do not stipulate 

penalties or other parameters for strengthening compliance, which impairs 
the effectiveness of the contract elements. As noted above, there are 
examples of case management programs within MCOs operating in 
Kentucky that may provide CHFS examples of specific program 
requirements that are working, or could work more effectively when 
applied on a statewide basis. Although the contract does contain sanctions 
for breach of contract, many elements of the contract may be more 
effective and easier to administer through the provision of penalties.  

  
 The current MCO contract also contains language that, if expanded, could 

provide CHFS opportunities for additional advances in health care 
delivery. For example, the integration of medical and behavioral health 
services is a growing trend for improving the long-term health of the 
individual while also decreasing long-term costs. A 2006 report by the 
National Association of State Mental Health Program Directors reported 
that persons with serious mental illness are dying 25 years earlier than the 
general population, and that the underlying risk factors are treatable - such 
as increased incidences of smoking, obesity, substance abuse, and 
inadequate access to medical care. Kentucky’s MCO contract makes 
references to this type of integration, among other elements requiring 
MCOs to have provider provisions for Primary Care Physicians (PCPs) to 
have screening and evaluation procedures for the detection and treatment 
of, or referral for, any known or suspected behavioral health problems. 
The Kentucky contract also requires that QAPI reporting discussed above 
contain behavioral health measures. However, the contract does not 
specifically require that the MCO have a behavioral health integration 
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program, and does not stipulate penalties for a MCO’s failure to require 
such integration. 

  
 Another section of the contract that could provide additional advances in 

reaching long-term objectives is related to wellness programs. The 
contract currently includes a section related to Member Education and 
Outreach. However, the section primarily addresses educating members 
about their benefits and services of the MCO’s program. In reviewing 
contracts of other states, examples are noted in which member outreach 
programs also include provisions to enhance the general health and well-
being of the members, such as efforts to improve health literacy and 
coordination of resources with social service organizations. These 
wellness programs are key to improving the health of Kentuckians, 
especially those served by the MCOs since those receiving federal aid 
often have the greatest barriers in obtaining this information elsewhere. 

  
 The current MCO contract also does not require specific reporting of 

provider grievances/appeals to CHFS. MCOs are responsible for the 
provider grievance/appeals process, and for resolution of those matters. 
Although the MCOs are required to maintain the documentation of its 
appeals, it is not required to report those matters and their disposition to 
CHFS regularly. The lack of this reporting creates a gap in information 
that should be an important element in CHFS’ programmatic monitoring.  

  
Recommendations We recommend MCO contractual penalties be strengthened to include 

listing specific penalties and establishing criteria for applying penalties. 
For example, the state of Tennessee withholds a certain percentage of 
monthly capitation payments. The capitation withhold starts at ten percent 
and decreases over time when there are no contractual deficiencies 
identified. If no deficiencies are reported, or if the deficiencies are 
corrected, the withheld funds are returned with the following month’s 
capitation payment. If there are unresolved deficiencies, the funds are 
retained by the program.  

  
 We recommend CHFS require MCOs to report provider 

grievances/appeals monthly so it can determine that conflicts are resolved 
appropriately and timely, and also make determinations as to whether 
penalties should be applied. This information also may assist CHFS in 
identifying trends in conflicts and determining whether solutions exist to 
satisfy MCOs and providers. 

  
 We recommend CHFS update MCO contractual language to strengthen 

behavioral health integration and wellness program requirements. For 
example, contracts should specifically require MCOs develop behavioral 
health integration program and wellness programs. Also, we recommend 
the contract identifies a penalty for an MCO’s failure to establish a 
behavioral health integration and wellness program within a certain time 
frame. CHFS also may establish incentives for MCOs to implement 
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expanded wellness programs, such as embedding case managers at 
hospitals and other methods for coordination with local social service 
agencies.  

  
 CHFS should consider expanding quality reporting, utilizing QAPI and 

HEDIS elements, including the member and provider satisfaction 
assessments. Although summary information provided to members can be 
a useful tool, a more in-depth comparative analysis of the data available 
could not only assist the agency in its contract monitoring, but also add 
transparency to CHFS’ quality ranking process.  

  
Observation 8:  The 
number of providers 
across the Commonwealth 
‐ particularly in rural 
Kentucky ‐ dropped 
significantly between 2013 
and 2014, raising concerns 
about health care 
accessibility at a time 
when more people are 
getting insurance. 

The report from Deloitte, LLC addresses the provider network in detail. 
The results of that study indicated the number and type of providers are 
within the limits specified in the MCO contracts as to the number of 
patients per provider and the distance from patients to providers. The 
results of the ad hoc reports obtained from DMS, however, indicate a 
decrease in providers in 36 of the 65 provider types from 2013 to 2014. As 
depicted in Exhibit 10, 22 provider types decreased by more than 10 
percent from 2011 to 2014, with the following critical provider types 
within the top 10 with the highest percentage decrease:  
 
 General Hospitals - 59 percent decrease; 

 Physician - Group - 28 percent decrease; and 

 Physician Individual - 23 percent decrease. 
  
 These results also indicate that the most significant changes are between 

FY 2013 and 2014, which are in stark contrast to the changes between 
2011 and 2013, where only five of the 18 provider types decreased by 
more than 10 percent. The entire list of provider types and variances 
between 2011-2013, 2013-2014, and total changes between 2011-2014 is 
presented in Appendix V - Changes in Providers Between November 2011 
and June 2014.  
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Exhibit 10 - Decreases Greater Than 10% in Medicaid Provider Types Between 2011 and 2014
 

  
 Next, changes in total Medicaid providers by managed care region were 

analyzed. Those results are presented in Exhibit 11. This data indicates a 
troubling trend, indicating that rural Kentucky has been affected 
significantly more than other regions by a loss of providers. Medicaid 
regions 01 through 08 represent geographic areas in the state, and are 
depicted in Appendix VI - Changes in Providers by Medicaid MCO 
Region. Region 09 represents out-of-state providers. For the period from 
November 1, 2011 to February 28, 2013, the number of in-state providers 
in Regions 01 through 08 decreased by two to five percent, and out-of-
state providers in Region 09 declined by 18 percent. There is a significant 
difference, however, when the changes in providers are compared across 
all regions from 2013 to 2014. Regions 01 and 02 located in western 
Kentucky saw declines in the total number of providers of 12 percent and 
nine percent, respectively. Regions 07 and 08, located in eastern Kentucky 
reflected decreases in total providers of nine percent and 10 percent, 
respectively, followed by Region 06 in northern Kentucky, which 
reflected a six percent decrease. By comparison, total providers in the 
central part of the Commonwealth decreased between one and three 
percent. As Appendix V presents, with all years taken into consideration, 

2011-2013 2013-2014 Total 2011-2014
Provider Type % Change % Change % Change
01 - General hospital -57% -5% -59%
90 - DME Supplier                                      -34% -20% -47%
86 - X-Ray / Misc. Supplier                            -29% -20% -43%
50 - Hearing Aid Dealer                                -28% -15% -39%
20 - Preventive & Remedial Public Health       1% -29% -29%
65 - Physician - Group                                 -7% -23% -28%
85 - Chiropractor                                      -12% -15% -25%
52 - Optician (528 - Optical clinic)                  -9% -17% -25%
64 - Physician Individual                              -11% -13% -23%
56 - Non-Emergency Transportation                 3% -24% -22%
36 - Ambulatory Surgical Centers                     -5% -16% -20%
13 - Specialized Children Service Clinics        0% -19% -19%
31 - Primary Care                                      5% -23% -18%
37 - Independent Laboratory                            -6% -12% -17%
91 - CORF (Comprehensive Out-patient Rehab -17% 0% -17%
93 - Rehabilitation Distinct Part Unit                0% -17% -17%
29 - Impact Plus                                       -5% -11% -16%
45 - EPSDT Special Services                           -3% -12% -15%
17 - Acquired Brain Injury                             0% -13% -13%
30 - Community Mental Health                         0% -13% -13%
55 - Emergency Transportation                         -10% -2% -12%
77 - Optometrist - Individual                          -6% -6% -12%

Source: Kentucky Cabinet for Health and Family Services
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total providers in all regions declined between five and 29 percent 
between November 1, 2011 and June 30, 2014, with five out of eight in-
state regions declining more than 10 percent.  

 
Exhibit 11 - Percentage Decrease in Medicaid Providers by MCO Region 

 

 
 At the time of Deloitte’s study of fiscal year 2013, the provider network 

was within MCO contractual specifications; however, the ad hoc reports 
analyzed indicate that certain provider types and certain regions have 
decreased significantly more that others between November of 2011 and 
June of 2014. A decrease in providers, particularly in rural Kentucky, 
coupled with increase in members creates additional health care 
accessibility concerns, especially given the potential loss of additional 
providers associated with rural hospitals that have fiscal stability 
concerns. CHFS is not monitoring this decline, creating additional 
concerns that accessibility issues are not being addressed. 

  
Recommendations CHFS should provide the proposed work group periodic updates on the 

changes in the number of providers across all Medicaid regions, 
particularly in rural Kentucky. Improving access, particularly in rural 
areas of the Commonwealth, needs to be a priority over the coming years. 



Chapter 3                    Page 38 
Analyses and Recommendations 

 

The proposed work group should evaluate regulations to determine if 
certain advances, such as telemedicine, can be further utilized to boost 
access to care in remote areas of the Commonwealth that may have 
inadequate primary care or specialty providers. This may be especially 
necessary to further promote behavioral health and medical integration 
requirements recommended above.  

  
 The APA acknowledges that CHFS recognizes the need to identify current 

and future health care workforce shortage areas and develop legislative 
and policy changes that may be needed to increase the supply of providers 
and to create a pipeline to improve the recruitment and retention of quality 
healthcare professionals. We urge CHFS to continue working to ensure 
the number of providers in certain areas of the state does not decline to a 
level such that it would present serious access issues, particularly to the 
state’s elderly and low-income population. The proposed work group 
could assist in studying policies to improve provider adequacy concerns, 
including expanding scholarship programs, establishing programs to 
identify potential in-state medical students earlier, enhancing recruitment 
and retention efforts in the medical field in rural areas, ensuring 
regulations are sufficient for identifying the actual numbers of licensed 
professionals practicing at any given time, and other innovative solutions 
for enhanced recruitment and retention of health care workers. 

  
 While the focus of this study was on rural hospitals, the work group also 

should examine other issues related to rural health care access, including 
emergency and non-emergency transportation. The APA heard from 
several ambulance providers during public meetings who expressed 
concern about the low reimbursement rates they receive. Attention needs 
to be given to ensuring an adequate ambulance network remains in rural 
areas of Kentucky. In addition, one MCO representative reported that non-
emergency transportation is a growing concern. If the goal is toward 
preventative care and wellness, Medicaid members must have adequate 
transportation to make appointments and receive care. The work group 
should examine regulations regarding non-emergency transportation and 
study whether MCOs could appropriately establish ways to ensure their 
members have adequate transportation. 

  
 In addition, we recommend the work group closely examine the role 

public health departments should play in these new models of health care 
delivery. Public health departments have established connections with 
segments of the population that MCOs have reported are difficult for them 
to identify and reach. In addition, they have experience in education and 
outreach with these populations that could be useful to CHFS and MCOs 
in understanding how to effectively improve health literacy and wellness.  
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Continued on next page 

Hospital Ownership Hospital Type 2011 2012 2013 Survey
1 Baptist Health Corbin Voluntary non-profit - Private Acute    

2 Baptist Health Madisonville Voluntary non-profit - Private Acute    

3 Baptist Health Paducah Voluntary non-profit - Private Acute    

4 Baptist Health Richmond Voluntary non-profit - Private Acute    

5 Breckinridge Memorial Hospital Government - Local CAH    

6 Caldwell Medical Center Government - Hospital District or 
Authority

CAH    

7 Carroll County Memorial Hospital Voluntary non-profit - Private CAH    

8 Casey County Hospital Government - Hospital District or 
Authority

CAH    

9 Caverna Memorial Hospital Voluntary non-profit - Private CAH    

10 Clinton County Hospital Voluntary non-profit - Private Acute    

11 ContinueCARE Hospital Voluntary non-profit - Private LTACH    

12 Crittenden Health System Proprietary Acute    

13 Cumberland County Hospital1 Voluntary non-profit - Other CAH    

14 Ephraim McDowell Fort Logan2 

Hospital

Voluntary non-profit - Private CAH    

15 Ephraim McDowell Regional Medical2 

Center

Voluntary non-profit - Other Acute    

16 Fleming County Hospital Voluntary non-profit - Other Acute    

17 Frankfort Regional Medical Center Proprietary Acute    

18 Harlan ARH Hospital2 Voluntary non-profit - Other Acute    

19 Harrison Memorial Hospital Voluntary non-profit - Other Acute    

20 Hazard ARH Regional Medical Center2 Voluntary non-profit - Private Acute    

21 Highlands Regional Medical Center Proprietary Acute    

22 Jackson Purchase Medical Center Government - Hospital District or 
Authority

Acute    

23 James B Haggin Memorial Hospital CAH    

24 Jane Todd Crawford Hospital Voluntary non-profit - Private CAH    

25 Kentucky River Medical Center Voluntary non-profit - Other Acute    

26 Knox County Hospital1 Government - Local CAH    

27 Lake Cumberland Regional Hospital Proprietary Acute    

28 Livingston Hospital and Healthcare 
Services

Voluntary non-profit - Private CAH    

29 Logan Memorial Hospital Proprietary Acute    

30 Lourdes Hospital Voluntary non-profit - Private Acute    

31 Manchester Memorial Hospital Voluntary non-profit - Private Acute    

32 Marcum and Wallace Memorial Hospital Voluntary non-profit - Private CAH    

33 Marshall County Hospital Government - Hospital District or 
Authority

CAH    

34 Mary Breckinridge ARH Hospital2 Voluntary non-profit - Private CAH    

35 McDowell ARH Hospital2 Voluntary non-profit - Private CAH    

36 Meadowview Regional Medical Center Proprietary Acute    

37 Methodist Hospital Union County Voluntary non-profit - Private CAH    

38 Middlesboro ARH Hospital2 Voluntary non-profit - Private Acute    

39 Monroe County Medical Center Voluntary non-profit - Private Acute    

40 Morgan County ARH Hospital2 Voluntary non-profit - Private CAH    

41 Muhlenberg Community Hospital Voluntary non-profit - Private Acute    

42 Murray-Calloway County Hospital Voluntary non-profit - Other Acute    

43 New Horizons Health Systems Inc Proprietary CAH    

44 Ohio County Hospital Proprietary CAH    

45 Parkway Regional Hospital3 Proprietary Acute    

46 Paul B Hall Regional Medical Center Proprietary Acute    

47 Pikeville Medical Center Voluntary non-profit - Private Acute    

48 Pineville Community Hospital Voluntary non-profit - Other Acute    

49 Rockcastle Regional Hospital & 
Respiratory Center

Voluntary non-profit - Private Acute    

Financial Statements
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Hospital Ownership Hospital Type 2011 2012 2013 Survey
50 Russell County Hospital Government - Local CAH    

51 Saint Joseph Berea Voluntary non-profit - Private CAH    

52 Saint Joseph London Voluntary non-profit - Private Acute    

53 Saint Joseph Martin Voluntary non-profit - Private CAH    

54 Saint Joseph Mount Sterling Voluntary non-profit - Private Acute    

55 Spring View Hospital Proprietary Acute    

56 St. Claire Regional Medical Center Voluntary non-profit - Private Acute    

57 T. J. Samson Community Hospital Voluntary non-profit - Other Acute   

58 Taylor Regional Hospital Government - Hospital District or 
Authority

Acute    

59 The Medical Center Franklin Voluntary non-profit - Other CAH    

60 The Medical Center Scottsville1 Voluntary non-profit - Private CAH    

61 Three Rivers Medical Center Voluntary non-profit - Private Acute    

62 Twin Lakes Regional Medical Center Proprietary Acute    

63 Wayne County Hospital Inc Voluntary non-profit - Other CAH    

64 Westlake Regional Hospital Voluntary non-profit - Other Acute    

65 Whitesburg ARH Hospital2 Government - Hospital District or 
Authority

Acute    

66 Williamson ARH Hospital2 Voluntary non-profit - Other Acute    

Footnotes and Legend
  Financial statements received/Participated in survey
  Financial statements not received/Did not participate in survey
1  Financial data did not contain required data elements for FSI analysis
2  Part of a consolidated group for financial reporting
3 Announced closing March 2015

Source: APA - hospitals participating in APA Survey and request for audited financial statements. CMS is the source of ownership information.

 
 

Financial Statements
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Determining the rural hospital population to evaluate 
According to KHA, a hospital is considered urban if it is in an urbanized area of 50,000 or more people. 
KHA provided information on 127 Kentucky hospitals, designating them as either urban or rural based 
on 2010 Census data. This criterion identified 61 urban and 66 rural hospitals in Kentucky.  
 
Audited financial statements were requested from each of the 66 rural hospitals. Auditors learned that 
eight of the 66 rural hospitals are reported and audited as a consolidated entity. Therefore, for the 
purposes of financial analysis these eight entities are treated as a single financial entity, bringing the 
total population of hospitals or hospital systems to 58. 
 
Financial information was received from 48 of the 58 hospitals or hospital systems contacted. Eleven 
rural hospitals elected not to participate in the assessment, and an additional 4 hospitals submitted data 
that was not conducive for the assessment due to reporting methodologies that did not include specific 
data elements required. A review of the responses indicates that for-profit hospitals comprised the 
majority of non-responding hospitals, likely due to proprietary concerns in sharing detailed financial 
information. 
 
Time period assessed 
Financial data utilized for this assessment was obtained from financial statements available for 
participating rural hospitals for the three most recent fiscal years (2011, 2012, and 2013). This time 
period also presents information important to the assessment because it begins with fiscal year 2011, 
which is the last fiscal year in which the Commonwealth of Kentucky operated its Medicaid program as 
a fee-for-service program. Medicaid managed care was implemented in fiscal year 2012 on November 1, 
2011; therefore, fiscal year 2013 is the first full fiscal year under the managed care program. At the time 
of this assessment, audited financial data was not available for fiscal year 2014, which is the first fiscal 
year of operations impacted by Medicaid expansion in the Commonwealth.  
 
Calculating the Financial Strength Index®  
The Financial Strength Index® (FSI®) was developed by Cleverly + Associates, financial consultants to 
the hospital industry, as a single measurement to allow someone to determine a hospital’s financial 
standing in regards to a national benchmark. The APA received permission to utilize this methodology 
by its developers, Cleverly + Associates, financial consultants in the hospital industry. The FSI® is 
calculated by normalizing four financial ratios: total margin, days cash on hand, debt financing, and 
depreciation expense. 
 

 Total Margin: this ratio is calculated by dividing net income by total revenues. It measures the 
percentage of revenue kept as profit.  
 

 Days Cash on Hand: this ratio measures the hospital’s ability to pay off short term debt. It 
indicates the number of days that a hospital could operate without acquiring any additional cash 
and is calculated by adding cash and unrestricted investments less bad debt expense and 
depreciation and dividing that number by 365. 

 
 
Appendix II - Financial Strength Index® Methodology



 

 

Appendix II          Page 44 
Financial Strength Index® Methodology 

 
 Debt Financing: This ratio measures the amount of assets financed by debt. It is calculated by 

subtracting net assets from total assets and then dividing the resulting number by total assets.  
 

 Depreciation Expense: This is a rough measure of the age of a hospital’s facilities. Depreciation 
expense is calculated by dividing accumulated depreciation by total property, plant, and 
equipment.  

 
Each of the four ratios is normalized using median values taken from all U.S. hospitals. By normalizing 
the values around national medians, the resulting FSI® for each hospital can be used as a method to 
determine the financial health of a particular hospital against not only other hospitals in the study, but 
also against all hospitals nationally. Since FSI® is set up to compare hospitals to the national median; a 
hospital performing exactly at median levels for the nation would have an FSI® of 0. There are no 
minimums or maximums in deterring FSI®, so specific values are set as indicators of financial health. 
An FSI® of greater than 3 indicates that a hospital is in excellent health, a score from 0 to 3 indicates 
good financial health, a score from -2 to 0 indicates fair financial health, and a score of less than -2 
indicates poor financial health. The lower the score on the FSI®, the poorer the financial condition of the 
hospital. 
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Name City State County

FFY 2013 
Readmission 

Penalty

FFY 2014 
Readmission 

Penalty

FFY 2015 
Readmission 

Penalty
Rural 

Hospital?
Baptist Health Louisville Louisville KY Jefferson 0.26% 0.07% 0.00%
Owensboro Health Regional Hospital Owensboro KY Daviess 0.00% 0.00% 0.00%
Baptist Health Richmond Richmond KY Madison 0.16% 0.01% 0.02% YES
Georgetown Community Hospital Georgetown KY Scott 0.11% 0.04% 0.05%
Clark Regional Medical Center Winchester KY Clark 0.00% 0.00% 0.06%
University Of Louisville Hospital Louisville KY Jefferson 0.08% 0.07% 0.06%
Jewish Hospital - Shelbyville Shelbyville KY Shelby 0.14% 0.00% 0.08%
Baptist Health Lexington Lexington KY Fayette 0.15% 0.21% 0.14%
Baptist Health Corbin Corbin KY Knox 0.00% 0.03% 0.16% YES
Lourdes Hospital Paducah KY Mccracken 0.18% 0.00% 0.17% YES
Saint Joseph Mount Sterling Mount Sterling KY Montgomery 0.00% 0.00% 0.17% YES
Norton Hospitals, Inc Louisville KY Jefferson 0.15% 0.12% 0.18%
Saint Joseph London London KY Laurel 1.00% 0.23% 0.19% YES
Hardin Memorial Hospital Elizabethtown KY Hardin 0.00% 0.10% 0.28%
Ephraim Mcdowell Regional Medical Center Danville KY Boyle 0.19% 0.27% 0.30% YES
Baptist Health Paducah Paducah KY Mccracken 0.11% 0.35% 0.31% YES
Frankfort Regional Medical Center Frankfort KY Franklin 0.00% 0.15% 0.33% YES
Saint Joseph Hospital Lexington KY Fayette 0.38% 0.24% 0.34%
University Of Kentucky Hospital Lexington KY Fayette 0.37% 0.29% 0.42%
St Elizabeth Ft Thomas Fort Thomas KY Campbell 0.63% 0.40% 0.43%
Meadowview Regional Medical Center Maysville KY Mason 0.79% 0.95% 0.45% YES
T J Samson Community Hospital Glasgow KY Barren 0.16% 0.11% 0.47% YES
Baptist Health Madisonville Madisonville KY Hopkins 0.00% 0.08% 0.48% YES
Spring View Hospital Lebanon KY Marion 1.00% 0.41% 0.51% YES
Bourbon Community Hospital Paris KY Bourbon 0.15% 0.10% 0.53%
Murray-Calloway County Hospital Murray KY Calloway 0.21% 0.49% 0.53% YES
Paul B Hall Regional Medical Center Paintsville KY Johnson 0.91% 0.72% 0.55% YES
Lake Cumberland Regional Hospital Somerset KY Pulaski 0.30% 0.09% 0.58% YES
Baptist Health Lagrange La Grange KY Oldham 0.00% 0.00% 0.60%
Muhlenberg Community Hospital Greenville KY Muhlenberg 0.00% 0.00% 0.63% YES
Pikeville Medical Center Pikeville KY Pike 0.60% 0.19% 0.63% YES
St Elizabeth Medical Center Lakeside Park KY Kenton 0.18% 0.13% 0.76%
Jewish Hospital & St Mary'S Healthcare Louisville KY Jefferson 0.99% 0.53% 0.80%
Taylor Regional Hospital Campbellsville KY Taylor 0.40% 0.42% 0.84% YES
Parkway Regional Hospital Fulton KY Fulton 0.54% 1.28% 0.90% YES
Logan Memorial Hospital Russellville KY Logan 0.10% 0.42% 0.92% YES
St Claire Regional Medical Center Morehead KY Rowan 0.72% 0.53% 1.02% YES
Highlands Regional Medical Center Prestonsburg KY Floyd 1.00% 0.98% 1.14% YES
Greenview Regional Hospital Bowling Green KY Warren 0.12% 0.16% 1.15%
Our Lady Of Bellefonte Hospital Ashland KY Boyd 0.70% 0.40% 1.20%
The Medical Center At Bowling Green Bowling Green KY Warren 0.25% 0.38% 1.27%
Harrison Memorial Hospital Cynthiana KY Harrison 0.67% 0.78% 1.37% YES
Rockcastle County Hospital, Inc Mount Vernon KY Rockcastle 1.00% 0.93% 1.37% YES
St Elizabeth Florence Florence KY Boone 0.86% 0.70% 1.40%
King's Daughters' Medical Center Ashland KY Boyd 1.00% 1.07% 1.48%
Crittenden Health System Marion KY Crittenden 1.00% 1.31% 1.52% YES
Jackson Purchase Medical Center Mayfield KY Graves 0.20% 1.08% 1.67% YES
Twin Lakes Regional Medical Center Leitchfield KY Grayson 0.12% 0.77% 1.69% YES
Middlesboro Appalachian Regional Healthcare Hosp Middlesboro KY Bell 0.33% 0.87% 2.11% YES
Flaget Memorial Hospital (Member Of Saint Joseph) Bardstown KY Nelson 0.00% 0.05% 2.22%
Methodist Hospital Henderson KY Henderson 1.00% 0.68% 2.25%
Saint Joseph East Lexington KY Fayette 0.08% 0.00% 2.26%
Clinton County Hospital, Inc Albany KY Clinton 1.00% 1.15% 2.31% YES
Kentucky River Medical Center Jackson KY Breathitt 0.42% 0.57% 2.42% YES
Fleming County Hospital Flemingsburg KY Fleming 1.00% 1.17% 2.76% YES
Jennie Stuart Medical Center Hopkinsville KY Christian 0.73% 0.90% 2.94%
Harlan Appalachian Regional Healthcare Hospital Harlan KY Harlan 1.00% 2.00% 3.00% YES
Hazard ARH Regional Medical Center Hazard KY Perry 1.00% 1.22% 3.00% YES
Memorial Hospital Manchester KY Clay 1.00% 1.69% 3.00%
Monroe County Medical Center Tompkinsville KY Monroe 1.00% 2.00% 3.00% YES
Pineville Community Hospital Pineville KY Bell 1.00% 2.00% 3.00% YES
Three Rivers Medical Center Louisa KY Lawrence 1.00% 1.01% 3.00% YES
Westlake Regional Hospital Columbia KY Adair 1.00% 2.00% 3.00% YES
Whitesburg ARH Hospital Whitesburg KY Letcher 0.96% 1.27% 3.00% YES
Williamson ARH Hospital South Williamson KY Pike 1.00% 1.37% 3.00% YES

Source: Centers for Medicare and Medicaid Services
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2011-2013 2013-2014 Total 2011-2014
Provider Type % Change % Change % Change
01 - General hospital -57% -5% -59%
90 - DME Supplier                                      -34% -20% -47%
86 - X-Ray / Misc. Supplier                            -29% -20% -43%
50 - Hearing Aid Dealer                                -28% -15% -39%
20 - Preventive & Remedial Public Health               1% -29% -29%
65 - Physician - Group                                 -7% -23% -28%
85 - Chiropractor                                      -12% -15% -25%
52 - Optician (528 - Optical clinic)                   -9% -17% -25%
64 - Physician Individual                              -11% -13% -23%
56 - Non-Emergency Transportation                      3% -24% -22%
36 - Ambulatory Surgical Centers                       -5% -16% -20%
13 - Specialized Children Service Clinics              0% -19% -19%
31 - Primary Care                                      5% -23% -18%
37 - Independent Laboratory                            -6% -12% -17%
91 - CORF (Comprehensive Out-patient Rehab Facility) -17% 0% -17%
93 - Rehabilitation Distinct Part Unit                 0% -17% -17%
29 - Impact Plus                                       -5% -11% -16%
45 - EPSDT Special Services                            -3% -12% -15%
17 - Acquired Brain Injury                             0% -13% -13%
30 - Community Mental Health                           0% -13% -13%
55 - Emergency Transportation                          -10% -2% -12%
77 - Optometrist - Individual                          -6% -6% -12%
42 - Home and Community Based Waiver                   -5% -4% -9%
60 - Dentist - Individual                              -2% -6% -8%
39 - Dialysis Clinic                                   0% -8% -8%
02 - Mental Hospital                                   0% -8% -8%
28 - Children Targeted Case Management                 0% -7% -7%
15 - Health Access Nurturing Development Svcs          -1% -6% -7%
34 - Home Health                                       -3% -4% -7%
92 - Psychiatric Distinct Part Unit                    -7% 0% -7%
41 - Model Waiver                                      0% -5% -5%
44 - Hospice                                           0% -4% -4%
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2011-2013 2013-2014 Total 2011-2014
Provider Type % Change % Change % Change
74 - Nurse Anesthetist                                 -2% -2% -4%
54 - Pharmacy                                          0% -3% -3%
43 - Adult Day Care                                    -1% -2% -3%
12 - Nursing Facility                                  0% -3% -3%
80 - Podiatrist                                        -7% 7% 0%
11 - ICF/MR                                            0% 0% 0%
14 - MFP Pre-Transition Services                       0% 0% 0%
22 - Commission for Handicapped Children               0% 0% 0%
23 - Title V/DSS                                       0% 0% 0%
24 - First Steps/Early Int.                            0% 0% 0%
27 - Adult Targeted Case Management                    0% 0% 0%
58 - Net Clinic (Capitation)                           0% 0% 0%
81 - Licensed Professional Clinical Counselor 0% 0% 0%
83 - Licensed Marriage and Family Therapist 0% 0% 0%
84 - Licensed Psychological Practitioner 0% 0% 0%
99 - Not on File                                       0% 0% 0%
61 - Dental - Group                                    1% 1% 1%
70 - Audiologist                                       2% -1% 1%
95 - Physician Assistant                               5% -2% 3%
04 - Psychiatric Residential Treatment Facility        4% 0% 4%
33 - Support for Community Living (SCL)                4% 1% 5%
21 - School Based Health Services                      4% 2% 6%
89 - Psychologist                                      -29% 50% 6%
35 - Rural Health Clinic                               3% 6% 9%
87 - Physical Therapist                                -2% 21% 19%
57 - Net (Capitation)                                  0% 20% 20%
78 - Certified Nurse practitioner                      12% 9% 22%
98 - MCO (Managed Care Organization)                   67% 20% 100%
88 - Occupational Therapist                            -15% 162% 123%
82 - Clinical Social Worker                            -12% 391% 332%
10 - ICF/MR Clinic * * *
66 - Behavioral Health Multi-Specialty Group * * *
79 - Speech-Language Pathologist * * *
  Total Average Change -8% -7% -15%

* Provider Type had 0 providers before 2014
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MCO Region
Provider Count  

Nov 1, 2011
Provider Count 

Feb 28, 2013 Difference % Difference
Provider Count 
June 30, 2014 Difference % Difference Difference % Difference

MED01 1,521               1,491                (30)                -2% 1,313              (178)             -12% (208)             -14%
MED02 2,238               2,125                (113)              -5% 1,935              (190)             -9% (303)             -14%
MED03 7,397               7,199                (198)              -3% 7,084              (115)             -2% (313)             -4%
MED04 2,802               2,689                (113)              -4% 2,605              (84)               -3% (197)             -7%
MED05 5,942               5,751                (191)              -3% 5,669              (82)               -1% (273)             -5%
MED06 1,624               1,558                (66)                -4% 1,460              (98)               -6% (164)             -10%
MED07 1,796               1,709                (87)                -5% 1,548              (161)             -9% (248)             -14%
MED08 3,485               3,377                (108)              -3% 3,039              (338)             -10% (446)             -13%
MED09 12,674             10,350              (2,324)            -18% 8,974              (1,376)          -13% (3,700)          -29%
Grand Total 39,479             36,249              (3,230)            -8% 33,627             (2,622)          -7% (5,852)          -15%

Source: Kentucky Cabinet for Health and Family Services

TOTAL Changes Between 
Nov 1, 2011 - June 30, 2014

Changes Between                         
Nov 1, 2011 - Feb 28, 2013

Changes Between                       
Feb 28, 2013 - June 30, 2014
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Auditor’s Reply 

We have reviewed and considered the information provided by CHFS in its response to this report. 
Although we acknowledge CHFS identified some areas of common ground, it is disconcerting to the 
APA that CHFS declined to offer a response to the observations related to the FSI® index of rural 
hospitals and the poor financial health scores for one-third of the hospitals assessed. The focus of the 
CHFS response largely centered on repeating analyses related to improved health outcomes, increases in 
the number of insured Kentuckians and the economic impact of Medicaid expansion on the 
Commonwealth's economy – none of which the APA disputed in the Special Report. It is important to 
clarify certain elements of this report and the recommendations contained in it. 
 
CHFS stated in the background section of its response that the APA’s special report was based on data 
from 2011-2013, and indicated a full and current analysis should take into consideration three policy 
decisions that changed healthcare in Kentucky, including transition to managed care, the expansion of 
Medicaid coverage, and the creation of kynect. Two of these three policy decisions were implemented 
during periods that were not within the period covered by this report; however, the APA’s report did 
take into consideration the Commonwealth’s transition to managed care, which began in November 
2011. In fact, the APA first reported on this transition in the Special Report of Certain Policies, 
Procedures, Controls and Financial Activity Regarding Medicaid Managed Care issued in July 2013.  
Although this special report on rural hospitals acknowledges the timeframe covered was 2011 through 
2013, it is important to point out that FY 2013 financial information is the most recent audited data 
available for many rural hospitals at the time of this report. Therefore, neither the APA nor CHFS can 
assess the full fiscal impact of activities occurring during FY 2014. 
 
The APA did request FY 2014 audited financial statements from several rural hospitals to determine the 
availability of the data. Only two hospitals contacted, Clinton County and Ohio County, were able to 
provide financial statements at the time of the request. In reviewing the financial statements of those two 
hospitals, the cash influx related to Medicaid expansion alone was not sufficient in creating a significant 
impact on the financial strength of the hospitals. In the case of the Clinton County Hospital, although it’s 
2014 FSI® score improved from a -5.4 in FY 2013 to a -4.66, its score remained in the poor health 
assessment classification.  Ohio County Hospital’s FY 2013 FSI® score was -1.34, which was sufficient 
for it to be classified as fair. However, it’s FY 2014 FSI® score dropped to -2.48, which is classified as 
poor.  

Also, in its response CHFS indicated that hospitals received more than $500 million from January 
through September 2014, and that hospitals are seeing a reduction in uncompensated care due to 
Medicaid expansion. However, the focus on these payments alone is not sufficient in understanding the 
fiscal impact of the overall healthcare transformation taking place. Focusing on only the revenue does 
not take into consideration the increased administrative burden of implementing managed care, the 
effects of Medicare pay-for-performance policies and penalties or the impending loss of DSH payments. 
Sufficient data for 2014 is not available to the APA or CHFS at this time to assess the net result of this 
healthcare transformation process. 
 
To further illustrate this point, in its 2014 Medicaid Expansion Report for the Commonwealth of 
Kentucky issued in March 2015, Deloitte Consulting LLP states, “Based on provider utilization, it can 
be inferred that the Medicaid expansion population is more actively seeking care for previously 
unaddressed health needs. For the top three provider types (based on utilization), the Medicaid 
expansion population is using primary care more than the comparative group at a rate of approximately 
55%.” With the individuals enrolled in Medicaid expansion utilizing services at a rate of 55% higher 
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than traditional Medicaid patients, it is evident that the increased utilization and volume of new 
members enrolled also carries a cost of providing the services that must be considered in the overall 
fiscal impact for providers. In fact, Deloitte’s March 2014 report states, “The average health care costs 
of Medicaid expansion recipients are about 1.6% greater than the costs of members in the comparative 
group, implying that the costs between the populations are level, or perhaps slightly higher, among 
Medicaid expansion recipients.” 
 
It is also important to reiterate that the intent of this report is to provide a baseline analysis to CHFS to 
monitor the stability of rural hospitals and ensure continued access to health care for rural Kentuckians. 
It is troubling that CHFS indicated it is not within its statutory mandate to “intervene” by monitoring the 
financial strength of rural hospitals. Ensuring appropriate healthcare accessibility for some of the 
Commonwealth’s most vulnerable is within its mandate, however. The closing of two rural hospitals 
signal a significant risk to the sustainability of the Medicaid provider network. The performance of 
routine financial assessments is an important planning and monitoring function to ensure that CHFS has 
tools to help predict and address provider shortages. Therefore, we strongly reiterate the 
recommendation for CHFS to implement procedures to assess the financial strength of rural hospitals to 
sufficiently monitor the Commonwealth’s largest federal program. 
 
Finally, CHFS also addressed changes in Medicaid providers in its response.  Its response presents a 
different set of data than it provided the APA in September 2014, depicting only those eligible Medicaid 
providers that received a payment during calendar years 2011 through 2014.  CHFS indicates the data 
identifies more than a 40 percent increase in the number of Medicaid providers receiving payments.  
However, the data is not responsive to APA’s observation regarding the total number of providers 
eligible to serve Medicaid patients, which speaks to accessibility and network adequacy concerns.  
Although the APA doesn’t question the accuracy of the data CHFS used in its response, the information 
may be misleading in light of concerns about adequate health workforce capacity. CHFS in its response 
stated that it recognizes the need to closely monitor health workforce capacity, and provided detailed 
information regarding its workforce project.  
 
The APA reviewed the raw data utilized by CHFS to determine how it arrived at the large percentage 
increase in paid providers reported.  Below is a table that depicts the total population of all providers in 
the data CHFS provided the APA in September 2014, and the data it utilized in its response.   
 

 
 
In analyzing the data further, 79 percent of the 8,518 additional providers depicted in the Cabinet’s 
response between 2011 and 2014 are in three provider categories, as presented below:  

2011 2014 Difference

Percentage 

Change

APA Utilized Data (All Providers) 39,479           33,627           (5,852)           ‐15%

CHFS Response Data (Providers Paid) 19,310           27,828           8,518            44%
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The chart above reflects an increase of 6,096 eligible individual physicians receiving payment, while the 
data provided by CHFS to the APA reflects a decrease of 4,244 total eligible providers in that category. 
Although it is plausible that Medicaid expansion has led to more of the eligible providers receiving 
payment, using payment received numbers to project a different picture of the workforce situation is 
misleading given the known workforce shortage.  
 
Sufficient data exists to support the APA’s concerns regarding network adequacy and accessibility, and 
therefore the APA stands by its observation and recommendations regarding the need to improve 
monitoring, recruitment, and retention of providers in the Commonwealth. The APA’s observation 
identifies red flags that indicate the need to closely monitor the declines in the number of eligible 
providers, as well as the reasons providers are foregoing their eligibility to treat Medicaid patients.   
 

Provider Type 2011 2014 Difference

 

Percentage 

Change 

60 ‐ Dentist ‐ Individual 870                1,010             140               16%

64 ‐ Physician Individual 6,189             12,285           6,096            98%

74 ‐ Nurse Anesthetist 405                856                451               111%

    Total 7,464            14,151          6,687          



 

 

 
 
 


