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BACKGROUND

Hospital mergers and acquisitions' are changing the face of health care in both rural and urban communities across the
country There are many factors driving expansion of organizational size and scale through mergers, including

“intellectual capital, brand and presence, network infrastructure, risk-bearing capablhtles care continuum, clinical and
business intelligence, consumerism, capital resources, and dlver51ﬁed operations.”

As hospitals consolidate, rural hospitals remain a common acqu1s1t10n target for three primary reasons. First, under
value-based-purchasing payment schemes and regulations,’ hospitals may face Medicare reimbursement cuts if they are
unable to meet quality and technological standards. Small, rural hospitals may not have the capital necessary to
implement such infrastructure improvements, and merging with another hospital or system may be the only way to meet
these demands.*

Second, larger hospltals are absorbing smaller hospitals and local physician practices in an attempt to gain market share
and control costs.” Hospitals have high fixed costs, and mergers may allow consolidation of services and reduction of
duplicative fixed costs. For example, regional consohdatlon of orthopedic surgery in one large facility may be more cost
-effective for a network than having multiple, small-volume orthopedic surgery programs.

Third, many rural hospitals have low patient volumes, workforce shortages, and lack of access to capital. They serve
older, poorer, and sicker communities where higher percentages of patients are covered through Medicare and
Medicaid, if they are covered at all. These financial realities can result in long-term unprofitability and financial
distress. In 2016, urban hospitals were twice as profitable as rural hospitals, and the majority of unprofitable hospitals

in the country were rural hospitals.®

For many rural hospitals, the financial choice may be to merge or go out of business.

Concerns about rural hospital mergers have also been voiced, including reduced negotiating power with insurers,
outsourcing of support services, centralized administration, greater use of agency versus full-time local nurses, and

KEY FINDINGS

From 2005 through 2016, there
were 380 rural hospital mergers.
The number of rural hospital
mergers increased steadily from
2009 through 2014, and then
dropped in 2015 and 2016.

Over half of all rural hospitals that
merged (n=173) were in 11 states,
most frequently in Oklahoma
(n=22), Texas (n=22), and
Wisconsin (n=19).

Some rural hospitals merged more
than once — in total, the 326 unique
rural hospitals were involved in 380
merger deals. Ten merged rural
hospitals subsequently closed
without reopening.

other actions to lower expenses and boost margins.” Service
consolidation (and the potential loss of specific local services) may
result in rural residents having to drive longer dlstances to access care,
an issue particularly important in maternity care. Flnally, some rural
hospitals fear losing local control and independence.’

Many industry analysts see the pace of mergers continuing, fueled by
cost pressures, technological advances, and patient demands.'® Given
the trend toward greater consolidation and the potential impact on rural
communities, the purpose of this study is to describe the number and
geographic distribution of 380 rural hospital mergers from 2005
through 2016.

METHOD

A hospital is designated as rural if it is located outside metropolitan
Core Based Statistical Areas or within Rural-Urban Commuting Area
codes of 4 or greater according to the Federal Office of Rural Health
Policy in 2010. Mergers involving rural hospitals from 2005 through
2016 were identified from “The Health Care Services Acquisition
Report” produced by Irving Levin Associates. Effective merger dates
for each reported rural merger were verified through publicly available
online information (for-profit IRS Form 10-Ks, not-for-profit IRS Form
990s, and annual reports from hospital websites).



Number of Rural Hospitals Mergers by Year

Figure 1 shows the trend in annual mergers from 2005 through 2016. There were 380 rural hospital mergers. The
number of mergers increased steadily from 2009 through 2014, and then dropped in 2015 and 2016.

Figure 1: Number of Rural Hospitals Mergers, 2005-2016
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Number of Unique Rural Hospitals that Merged by State

Figure 2 shows the number of unique rural hospitals that merged by state from 2005 through 2016. There were 380
mergers in this period that involved 326 hospitals—some merged more than once. Over half of all merged hospitals
(n=173) were in 11 states (Oklahoma, Texas, Wisconsin, Tennessee, North Carolina, Virginia, Pennsylvania, Alabama,
Michigan, Georgia, and Illinois). The greatest number of hospitals that merged were in Oklahoma (n=22), Texas (n=22),
and Wisconsin (n=19). Among states with at least 25 total rural hospitals, Virginia (44%), South Carolina (37%), and
Pennsylvania (29%) had the highest proportion of hospitals that merged.

Figure 2: Unique Rural Hospitals that Merged by State, 2005-2016
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Post-Merger Closures and Multiple Mergers

Among the 326 unique rural hospitals that merged, 10 hospitals closed after merging, nine of which closed from 2010
through 2016. Figure 3 shows the number of rural hospitals that merged more than once from 2005 through 2016. In
total, 41 of 326 rural hospitals merged more than once: 30 merged twice, nine merged three times, one merged four
times, and one merged five times. Many of these hospitals were part of multiple-hospital acquisitions by health care
systems.

Figure 3: Rural Hospitals that Merged More than Once from 2005 through 2016
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DISCUSSION

This study found that mergers have been a common phenomenon among rural hospitals: approximately 12% of all rural
hospitals merged from 2005 through 2016. The number of mergers increased steadily from 2009 through 2014, and
then dropped in 2015 and 2016. Mergers have been geographically concentrated: over half of all rural hospital mergers
occurred in eleven states. More than half of all rural hospital mergers were in the South, but other geographic patterns
are not apparent. Kansas and Oklahoma are an interesting contrast in states: they are contiguous and each has a large
number of rural hospitals. However, Oklahoma had one of the highest percentages of rural hospitals involved in a
merger (27%), while Kansas had one of the lowest percentages (4%).

These findings support the need for further research investigating why so many rural hospitals are merging, the financial
impact of merging, and the impact on access to care within rural communities.



Appendix: Rural Hospital Mergers by State, 2005-2016*

Oklahoma 36 Missouri 11 Connecticut 3
Texas 24 New York 11 Maryland 3
Tennessee 20 Mississippi 11 Nebraska 3
Wisconsin 19 Kentucky 10 South Dakota 3
North Carolina 18 Minnesota 10 North Dakota 3
Pennsylvania 17 Indiana 9 Arizona 2
Virginia 16 Florida 9 Montana 2
Georgia 16 Louisiana 7 New Mexico 2
South Carolina 15 Oregon 7 Washington 2
Alabama 14 Maine 6 New Hampshire 1
Illinois 13 lowa 5 Hawaii 1
Michigan 13 West Virginia 5 Nevada 1
Ohio 12 Kansas 4 Idaho 1
Arkansas 11 California 3 Massachusetts 1

*Table includes the number of 2005-2016 rural hospital mergers (380) in which 326 unique rural hospitals were involved.
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