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Hospitals across rural America that provide Labor & Delivery care to their communities are facing a number 
of challenges to sustaining local programs. Financial and operational pressures have resulted in a significant 
number of Labor & Delivery program closures across the nation. Since 2010, over 500 rural hospitals in the 
United States no longer offer Labor & Delivery.1

However, sometimes closure decisions may be informed by inaccurate or incomplete financial analysis, 
illustrating a need for guidance to strengthen the methods used to evaluate the sustainability of a hospital’s  
Labor & Delivery program. 

These strategies were developed to help hospital decision-makers understand the full scope of opportunities 
available to help keep a Labor & Delivery program open. In 2024, a Rural Maternity Innovation Summit was 
held to discuss innovation in rural maternity care.2 After the summit, the Federal Office of Rural Health Policy 
(FORHP), Stroudwater Associates, and the Flex Monitoring Team came  
together with the goal of creating a guide for rural hospitals to use when 
assessing the financial viability of their Labor & Delivery programs. Drawing  
on case studies from previous Stroudwater engagements, this document  
outlines a series of strategies that may bring a Labor & Delivery program  
closer to sustainability and prevent unnecessary closure of services in rural  
areas that need them.
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Strategies for Sustainability
Strategy 1:

GETTING THE MEDICARE COST REPORT RIGHT
The first step to sustainability is to ensure that the Medicare 
Cost Report accurately captures costs to support appropriate 
reimbursement of Labor & Delivery care. Ensuring that costs  
are properly allocated can significantly increase the sustainability 
of the Labor & Delivery program. In the section below, Case  
Study 1 describes the benefits of proper cost allocation on the 
Medicare Cost Report.  

Key Actions:
Below, we describe steps for reviewing the Cost Report to make 
sure that the cost of the program is appropriately reflected:

1. Understand the Cost Report Structure

The first step is to review and understand basics of the Cost Report 
structure and logic and its application to the Labor & Delivery 
program. Key Cost Report worksheets include the following:

Worksheet A: Attributes direct expenses (salary and non-salary) 
to departments.

Worksheet A-6: Covers reclassification of expenses/costs.

Worksheet B, Part I: Allocates costs from non-revenue  
producing departments to revenue producing departments  
based on statistics. Values are stated in terms of dollars.

A NOTE ON SUSTAINABILITY:

Before diving in, it is important for hospital leaders to understand that “profitability” and “sustainability” of a  
program can look different. 

Profitability is determined by the revenue that remains after deducting all costs, including variable, direct, fixed, 
and overhead costs. In contrast, sustainability is based on contribution margin, i.e., revenue that remains after 
deducting program variable and direct costs only. 

A program is considered sustainable if it either generates a positive contribution margin or, if operating at a loss, 
the loss is small enough that it does not threaten other essential programs or the organization’s ability to carry 
out its mission.

CASE STUDY 1
One Critical Access Hospital (CAH) in the 
Western region of the United States had 
made the decision to discontinue their 
obstetrics program, primarily because of 
the identification of a $3.0 million loss on 
obstetrics services. 

However, a significant portion of this 
apparent loss was due to a misallocation 
of costs. On their Cost Report, $6.0 million 
of obstetrics program costs had been 
allocated to the Labor & Delivery ancillary 
department, which has no cost-based 
reimbursement. Approximately 75% of 
inpatient costs for inpatient obstetrics care 
(when patients are not in active labor or 
delivery) can be allocated to the Medical-
Surgical department, which receives  
cost-based reimbursement from Medicare.

By properly reallocating these costs to the 
medical-surgical cost center, the hospital 
would have received incremental cost-based 
payments of $2.5 million, which would 
have offset more than 80% of the initially 
estimated  loss on the obstetrics program.
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Worksheet B-1: Accumulates the statistics needed to allocate costs on Worksheet B, Part I. Values are stated in 
terms of dollars, square feet, pounds, etc.

For examples related to the Worksheets outlined above, please see the Appendix. 

2. Determine the Appropriate Cost Allocation and Review and Revise the Cost Report as Appropriate

For hospitals that have Labor, Delivery, Recovery, and Postpartum (LDRP) rooms, the cost reporting  
instructions provide guidance about proper attribution of costs.A Specifically, the costs and statistics for inpatient 
Labor & Delivery care should be allocated among the Labor & Delivery and Medical-Surgical departments  
based on the proportion of the patient’s stay in the LDRP room that the patient was receiving ancillary services 
(i.e., active Labor & Delivery) as opposed to routine adult and pediatric services (i.e., recovery and postpartum). 
Since the cost-based formula for ancillary services is different than that of general inpatient routine services,  
cost report misclassifications can result in lost cost-based reimbursement, especially in states that do not pay 
CAHs on a cost basis. 

The formula to use when calculating the percentage of costs and statistics that should be allocated to the  
Labor & Delivery ancillary department is shown below:

[(Time in active delivery) / (Total time of stay)] * 100 = % of Costs and Statistics Allocated to Labor & 
Delivery ancillary department

EXAMPLE: A patient spends ten hours in active delivery during a total stay of 50 hours. Using the formula 
below, 20% of costs and statistics will be allocated to the Labor and Delivery ancillary department.

[10 hours in active delivery / 50 hours total stay] * 100 = 20% of Costs and Statistics (e.g., square feet) 
Allocated to Labor & Delivery ancillary department. 

The remaining 80% (100% – 20%) of costs and statistics should be allocated to the Medical-Surgical Department.

For example, assume a rural hospital has a 4-bed LDRP representing the entirety of the Labor & Delivery 
department. If each room is approximately 450 square feet and the active Labor & Delivery time relative to the 
stay is 20%, then the Labor & Delivery department should have only approximately 360 square feet (450 * 4 * 
20% = 360) reflected on Worksheet B-1, Line 52.

A “In the case where the maternity patient is in a single multipurpose labor/delivery/postpartum (LDP) 
room (also referred to as a birthing room), hospitals must determine the proportion of each  
inpatient stay that is associated with ancillary services (labor and delivery) versus routine adult  
and pediatric services (postpartum) and report the days associated with the labor and delivery  
portion of the stay on this line. An example of this would be for a hospital to determine the  
percentage of each stay associated with labor/delivery services and apply that percentage to the  
stay to determine the number of labor and delivery days of the stay. Alternatively, a hospital could 
calculate an average percentage of time maternity patients receive ancillary services in an LDP  
room during a typical month, and apply that percentage through the rest of the year to determine 
the number of labor and delivery days to report on line 32.” WORKSHEET S-3 - HOSPITAL AND  
HOSPITAL HEALTH CARE COMPLEX STATISTICAL DATA AND HOSPITAL WAGE INDEX INFORMATION.  
Available at: https://www.costreportdata.com/instructions/Instr_S301.pdf
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Cost report items that should be evaluated for proper allocation include the following:

a.  Salary & Non-Salary Expenses 

Check salary and non-salary expenses on Worksheet A, Line 52 (see section A of Appendix) to determine 
if they are reasonable given the understanding that the Labor & Delivery department should only reflect 
expenses based on the percentage of time in active delivery as a portion of the entire stay. 

For example, if the entire costs of the LDRP department are included on Line 52, there may be an opportunity 
for improvement by reclassifying a portion of the costs to the Medical-Surgical department.3

b.  Medical-Surgical Costs 

Ensure that Medical-Surgical-related costs are appropriately reclassified to/from Labor & Delivery on 
Worksheet A-6. 

Often rural hospitals will bundle costs related to the LDRP department into the Medical-Surgical department 
and then reclassify these costs to the Labor & Delivery department through an A-6 Reclassification. If this 
occurs, be sure to only include in the reclassification the portion of these costs representing the active Labor & 
Delivery time relative to the entire stay.

c.  Statistics 

Check statistics on Worksheet B-1, Line 52 (see section B of Appendix) to determine if they are reasonable 
given the understanding that the Labor & Delivery department should only reflect statistics based on the 
percentage of time in active Labor & Delivery relative to the entire stay. The cost drivers (i.e., statistics on 
Worksheet B-1) that should be evaluated (if applicable) are:

• Square feet
• Direct nursing hours
• Meal count
• FTEs
• Pounds of laundry
• Costed requisitions

d.  Related Dollar Amounts

As a final check of the reasonableness of all costs allocated, review Worksheet B, Line 52 for the dollar 
amounts related to the Labor & Delivery department to determine if they make general business sense given 
the understanding of how costs should be allocated between the Medical-Surgical department and the Labor 
& Delivery department.  
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Strategy 2:

EVALUATING THE CONTRIBUTION MARGIN OF THE 
LABOR & DELIVERY PROGRAM
The next step to sustainability is to understand how to correctly analyze 
the Labor & Delivery program from a contribution margin perspective. 

A contribution margin analysis isolates all revenue and costs specific to 
the Labor & Delivery program by evaluating the financial performance 
of the entire organization assuming the Labor & Delivery program was 
to “go away.” In some cases, the analysis may include revenues that are 
incidental to or downstream of the Labor & Delivery program if these 
revenues would not otherwise be available in the absence of the program. 
Case Study 2 describes the benefits of an accurate and comprehensive 
calculation of the contribution margin of a Labor & Delivery program. 

Key Actions:
Below we present some key elements of an accurate and  
comprehensive contribution margin analysis:

Identify and Quantify any Incidental Revenues

1. Federal and State Disproportionate Share (For Rural Acute  
Care Facilities) and 340B

Nationally, over 40% of births are paid for by Medicaid, and Labor & Delivery programs in rural areas often 
have a higher-than-average Medicaid payer mix.4 In some cases, the Labor & Delivery program may be key to 
maintaining a hospital-level payer mix that:  

(1) Positively impacts the Medicare Disproportionate Share (DSH) payment amount and/or determines  
a hospital’s eligibility for Medicaid DSH, and 

(2) Determines the hospital’s 340B program eligibility.  

For hospitals to qualify for the 340B program, they must have a Medicare DSH adjustment percentage greater 
than 8% for sole community providers and greater than 11.75% for non-sole community providers for the most 
recent cost reporting period.5 CAHs are exempt from the “DSH” test. 

Without the Labor & Delivery program, rural acute care hospitals with a number 
of Medicaid patients in their service area may not qualify for the enhanced 
Medicare DSH payments, for state Medicaid DSH payments, or for the 340B 
program if those patients seek care elsewhere for Labor & Delivery services 
and bypass the local hospital. Labor & Delivery has a high Medicaid payer mix; 
without the Labor & Delivery program, the hospital’s share of Medicaid patients 
often decreases, placing them below required DSH thresholds. In addition, many 
state Medicaid Direct Payment programs (DPP) provide additional compensation 
for Labor & Delivery programs as a result of the higher Medicaid payer mix for 

CASE STUDY 2
A rural acute care hospital in the 
Southeastern region of the United 
States received a recommendation 
to close their obstetrics program 
based on an analysis done by the 
hospital’s advisors. However, the 
analysis did not account for the 
resulting impact of the closure on 
the hospital’s Medicaid payer mix. 
Discontinuing the obstetrics program 
would have reduced the hospital’s 
disproportionate share percentage 
below 340B eligibility requirements. 
Thus, while maintaining the obstetrics 
program increased direct patient  
care losses by nearly $800K, the 
program enabled the hospital access 
to $2.5M in 340B savings due to 
discounted drug prices and improved 
the financial performance of the 
hospital by over $1.7M.
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these programs. Because these reimbursement opportunities would be lost if the Labor & Delivery program was 
closed, the revenue must be considered as part of a comprehensive contribution margin analysis. 

2.  Incidental Services

The Labor & Delivery program may create opportunities for “spinoff ” ancillaries or downstream revenues from 
services that are referred by the Labor & Delivery providers related to Labor & Delivery services. For example, 
spinoff ancillaries and downstream revenues may include:

• Ultrasounds
• Lab work
• Clinic visits
• Gynecological surgery (if the OB/GYNs currently delivering babies are also providing gynecological 

surgery and would leave if the hospital discontinued obstetrics)

If all or a portion of the revenues from these services would not be earned in the absence of the Labor & Delivery 
program, they should be included in the contribution margin analysis.

Appropriate Consideration of Costs

3.  Exclusion of Non-incremental Costs

An accurate contribution margin analysis considers revenues and costs that would be different if the Labor & 
Delivery program was closed versus maintained. 

This includes direct and variable costs only. Because most overhead costs would remain regardless of the decision 
to close a Labor & Delivery program, these costs should be excluded when evaluating the financial performance of 
the Labor & Delivery program on a contribution margin basis. 

If the contribution margin is positive, the program is contributing resources to help cover the fixed and overhead 
costs of the hospital.

4.  Proper Allocation of Operating Costs

In performing the Labor & Delivery program contribution margin analysis, appropriate allocation of fixed and 
“stand-by” costs is essential. 

For example, if the hospital is providing 24-7 surgical services and would be doing so with or without the Labor 
& Delivery program, then associated fixed or stand-by costs should not be allocated to the Labor & Delivery 
program when evaluating contribution margin. 

Stand-by costs of surgery would only be considered if the sole reason for 24-7 surgery and related costs is to 
support the Labor & Delivery program. 

Fixed and stand-by costs may include:

• Anesthesia
• Operating room department staff
• Pediatrics
• Ancillary department

http://www.flexmonitoring.org
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Strategy 3:

CONSIDERING OPPORTUNITIES TO OPTIMIZE  
EFFICIENCY OR REDUCE COSTS
The final step to sustainability is identifying creative strategies to 
maximize revenue or reduce overall costs of the Labor & Delivery 
program. Case Study 3 describes the negative impact of a lack of family 
practice providers on the sustainability of a Labor & Delivery program. 

Key Actions:
Below we describe several strategies that may help support the  
financial viability of a Labor & Delivery program:

1. Understand Existing Opportunities for Providers and Staff

a.  Utilization of Family Practice Providers 

Family practice providers who are trained to provide Labor & Delivery 
services can support the hospital in the following ways:

• Eliminate or reduce the need for separate pediatric call coverage 
• Eliminate or reduce the need for rounding expense
• Enhance the organization’s primary care capacity for non-Labor  

& Delivery patients

b.  Partnerships in Maintaining Competencies  

Low-volume rural Labor & Delivery programs can partner with regional medical centers to maintain provider and 
staff clinical competencies by providing access to the necessary volume of cases and peer learning opportunities.

2. Understand Existing Opportunities for Partnerships with Federally Qualified Health Centers (FQHCs) 
and Rural Health Clinics (RHCs) 

In states where Medicaid bundles payment for Labor & Delivery and office visits, enhanced payment for clinic 
visits at RHCs & FQHCs may be possible if these entities are independent of the hospital. Hospital leaders can 
check state guidance on payment regulation for RHCs and FQHCs to determine if a partnership would be 
beneficial to the program.

a.  If your state supports additional reimbursement:

Review state regulations on how payments are bundled and how this might 
impact benefits of conducting prenatal & well-baby visits in an RHC.

For FQHC partnerships, review potential benefits on Medical Malpractice 
Insurance Cost Reduction (as the medical malpractice insurance cost for  
FQHCs is significantly reduced as a result of the Federal Tort Claims Act), 
potential access to section 330 grant funds for expanded services, potential 
increases in clinic visit payments, and avoiding duplication of services to 
evaluate the impact of the FQHC partnership on program sustainability.

CASE STUDY 3
A CAH in the Southeastern region of 
the United States discontinued its 
obstetrics program because it only 
had one family practice provider 
who operated out of a Rural Health 
Clinic (RHC). The hospital had to call 
in additional providers approximately 
60% of the time for obstetrics call 
coverage (excluding clinic visits) and 
thus 100% of call compensation 
was considered “professional” 
and not allowable for Cost Report 
purposes. Between obstetrics call 
compensation and the professional 
cost of anesthesia, the total cost to 
the hospital was roughly $800,000. 
The lack of providers to limit call 
coverage costs was a key factor in 
program closure.
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CONCLUSION
In developing this document, the authors aim to support the long-term viability of rural Labor & Delivery 
programs by providing several strategies that may improve program sustainability. This framework provides 
information to support informed decision-making and optimize resource allocation to improve financial 
sustainability and ensure continued access to care.

The strategies and considerations shared in this document are designed to provide a range of opportunities  
that programs can pursue in the effort to sustain an obstetrics service line. 

These strategies ensure that CAHs and rural hospitals understand how to properly:

• Allocate costs and statistics in the Medicare Cost Report to maximize the value created by the Labor & 
Delivery program.

• Evaluate the contribution margin of the program.
• Leverage other opportunities, such as partnerships and family practice providers, to enhance the  

efficiency of the program.

It is important to note that even if a hospital adheres to all the recommendations in this document, it may 
still incur a material financial loss on its Labor & Delivery program. In such cases, the question shifts to the 
community: how should a vital public resource be supported? The immediate next step for hospital leaders  
is to bring the wider community into the conversation to assess what other ways the program could be 
supported. State Flex Programs can be helpful to CAHs specifically in understanding challenges with services 
and working to connect CAHs with additional support or resources where available. 

It is important for rural hospital leaders to understand that a pathway to sustainability for a Labor & Delivery 
program may be possible. Through the combined efforts of hospital leaders and the communities they serve, 
there may be avenues available to maintain this critical service. 

For more information on this report, please reach out to Kristin Reiter, reiter@email.unc.edu. 

This report was completed by the Flex Monitoring Team with funding from the Federal Office of Rural Health Policy (FORHP), 
Health Resources and Services Administration (HRSA), U.S. Department of Health and Human Services (HHS), under PHS  

Grant No. U27RH01080. The information, conclusions and opinions expressed in this document are those of the authors and  
no endorsement by FORHP, HRSA, or HHS is intended or should be inferred.

http://www.flexmonitoring.org
mailto:reiter@email.unc.edu


page 9www.flexmonitoring.org

Flex Monitoring Team
University of Minnesota  |  University of North Carolina at Chapel Hill  |  University of Southern Maine

REFERENCES
1. Kozhimannil KB, Interrante JD, Carroll C, et al. Obstetric Care Access at Rural and Urban Hospitals in the United States. JAMA. 

2025;333(2):166–169. doi:10.1001/jama.2024.23010
2. Sullivan, E, Anderson, B, & Deutchman, M. Rural Maternity Innovation Summit Site Report. https://www.ruralhealthinfo.org/

topics/maternal-health/rural-maternity-summit/site-report-2024.pdf
3. Provider Reimbursement Review Board Decision, CMS: https://www.cms.gov/regulations-and-guidance/review-boards/

prrbreview/downloads/2007d34.pdf
4. 5 Key Facts About Medicaid and Pregnancy: https://www.kff.org/medicaid/issue-brief/5-key-facts-about-medicaid-and-

pregnancy/
5. Criteria for Hospital Participation in the 340B Drug Discount Program, 340B Health, https://www.340bhealth.org/mem-

bers/340b-program/criteria-for-hospital-participation/

APPENDIX – Cost Report Worksheet References

A. Worksheet A

http://www.flexmonitoring.org
https://www.ruralhealthinfo.org/topics/maternal-health/rural-maternity-summit/site-report-2024.pdf
https://www.ruralhealthinfo.org/topics/maternal-health/rural-maternity-summit/site-report-2024.pdf
https://www.cms.gov/regulations-and-guidance/review-boards/prrbreview/downloads/2007d34.pdf
https://www.cms.gov/regulations-and-guidance/review-boards/prrbreview/downloads/2007d34.pdf
https://www.kff.org/medicaid/issue-brief/5-key-facts-about-medicaid-and-pregnancy/
https://www.kff.org/medicaid/issue-brief/5-key-facts-about-medicaid-and-pregnancy/
https://www.340bhealth.org/members/340b-program/criteria-for-hospital-participation/
https://www.340bhealth.org/members/340b-program/criteria-for-hospital-participation/


page 10www.flexmonitoring.org

Flex Monitoring Team
University of Minnesota  |  University of North Carolina at Chapel Hill  |  University of Southern Maine

B. Worksheet B-1

C. Worksheet B, Part I
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