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Introduction
Many of the more than 1300 Critical Access Hospitals (CAHs) in rural America were built in the 1940s and 1950s.  Over the past 60 years, communities have done renovations, expansions, and/or major rehabilitations - while about 100 have replaced their entire hospital.  Facility replacement may not be appropriate for all CAHs, but it is an option that should be considered for those with obsolete and/or worn-out infrastructure.  

According to the 2008 Rural Hospital Replacement Facility Study1, hospital leadership continues to report improvement in tangible measures of hospital performance and operational efficiency after replacement.  Respondents also reported greater success in physician and staff recruitment and improved customer and employee satisfaction.  Additionally, the majority of replaced CAHs have documented that expenses are lower (on a unit cost basis) than pre-replacement.  Other intangible benefits include improved work culture, better quality of care and a significant boost to the local economy.

In an effort to facilitate the renovation processes for Critical Access Hospital’s who are very much in need of this support, the Department of Health and Human Services (HHS), Health Resources and Services Administration (HRSA), and the Office of Rural Health Policy (ORHP), is pleased to make this Critical Access Hospital Replacement Process: The Roadmap available to you, along with the more detailed Critical Access Hospital Replacement Process: The Manual.

Critical Access Hospital Replacement Process: The Roadmap provides a visual overview of the entire facility replacement process.  This process is divided into four chronological phases: (1) Planning, (2) Design and Financing, (3) Endorsement and (4) Construction.  Each phase is further described by: 1) events, 2), actions 3) duration, 4) costs/fees, and 5) involved parties. To help you manage your resources an estimate is provided for all project costs and fees.  Finally, a list of important project partners is provided.  

The Roadmap provides a general timeline for all activities within each phase, although some actions will not apply to every project.   The replacement process will take 2 years or more to complete and you should strive to work on various actions simultaneously.  Timing is a huge
factor that impacts on finding capital and construction costs, thus care must be taken to ensure that actions are completed in a timely manner.    
It is critical that the entire hospital leadership team, including the board of directors, is engaged in this process.  The board chair, executive committee, and board members, along with the CEO, CFO and COO, will have to provide visible and strong leadership throughout the entire process.   The hospital leadership team is critical to getting and keeping the project moving. 

One of the first steps on your project schedule should be to find and hire the Full Project Coordination (FPC) resources (see page R12) that will help guide you through the entire facility replacement process, including development of your project schedule and work plan. The FPC resources represent you and coordinate the CAH facility replacement project. It’s critical that you work with them right from the beginning so that you understand your options.  You are not in this alone – your FPC resources can guide you through this process as they have guided other CAHs through successful facility replacement!  

1 2008 Rural Hospital Replacement Facility Study, Eric Shell and Brian Haapala, Stroudwater Associates, sponsored by Stroudwater, Dougherty Company, and The Neenan Company
This roadmap is meant to provide an overview of the facility replacement process.  For more detailed guidance, see our companion document: CAH Replacement Process: The Manual.   Before you start, visit some replaced CAHs and talk to the people who took the lead in this process as well as hospital staff.  A list of these facilities is available in The Manual.  
Good luck! We trust The Roadmap and The Manual will help guide you through a successful CAH replacement process.

CAH Replacement Process Timeline
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Continue Community Engagement/Campaign

Final Closing/Endorsement

Project Completion & Closeout

Achieve Substantial Completion

Manage Timely Construction Progress

PHASE 4: CONSTRUCTION

Continue Community Engagement/Campaign

Perform Pre-Construction/Groundbreaking

Receive Funding & OK to Construct 

Loan or Bond Closing

PHASE 3: ENDORSEMENT

Continue Community Engagement/Campaign

Submit Enhancement Application/Obtain Approval

Engage Bond Counsel/Select Issuing Authority

Select Underwriter/Lender

Obtain Financing Proposals

Finalize Feasibility Study

Bid Project

Draft Bid Documents

Draft Construction Documents/Obtain GMP

Refine Equipment Budget

Draft Design Development Drawings

Submit CON Application/Discussion with CMS

PHASE 2: FACILITY DESIGN & FINANCING

Develop & Implement Capital Campaign

Develop & Implement Community Engagement

Prepare Financing Information

Commission Feasibility Study

Research Financing Options

Finalize Project Budget

Obtain Construction Estimate

Perform Equipment Assessment

Draft Schematic Design

Complete Land Acquisition

Perform Phase I Environmental/Soils Studies

Draft Programming/Space Plan

Initiate CON Application

Discuss Relocation with CMS

Approve Reimbursement Resolution

Make Formal Replacement Decision

Obtain Market Demand Analysis

Obtain Debt Capacity Analysis

Commission Facilities Assessment

Research & Select FPC Resources

PHASE 1: PLANNING/PREPARATION


Phase 1: Planning and Preparation (6 – 12 Months)

Full Project Coordination (FPC) resources should be found and hired to guide CAH through the replacement process.  First, CAH leadership needs to make a formal replacement decision based on the facilities assessment, debt capacity analysis, and market demand analysis.  Then, CAH leadership and FPC resources will start to work on: 1) financial feasibility and financing, 2) space programming, schematic design, and equipment and construction costs; 3) land acquisition; and 4) construction method. 

	EVENTS
	ACTIONS/ GOALS
	DURATION
	COSTS/FEES
	INVOLVED PARTIES

	PROJECT ARTICULATION
	Research and Hire FPC resources

Commission Facilities Assessment

Obtain Debt Capacity Analysis

Obtain Market Demand Analysis

Make Replacement Decision

Approve Reimbursement Resolution

Discuss Relocation with CMS

Initiate CON Application

Draft Programming/Space Plan 
	1 – 6 months
	FPC Resources Fee

Facilities Assessment Fee

Debt Capacity Analysis Fee

Market Demand Analysis Fee


	· Project Sponsor

· FPC Resources

· Facilities Consultant

· CON Consultant

· State CON Office

· CMS
· State Office of Rural Health (SORH)/Flex Office
· State Health Facilities Finance Authority (HFFA)

	FACILITY ASSESSMENT AND DESIGN 
	Complete Land Acquisition 

Perform Phase I Environmental (ESA) and Soils Studies

Draft Schematic Design 

Perform Equipment Assessment

Select Construction Method

Finalize Project Budget 
	3 – 6 months
	Architect Fee

Phase I ESA and Soils Study Fees

Land Acquisition and Development 

Equipment Consultant Fee
	· Project Sponsor

· FPC Resources

· Architect

· Equipment Consultant

· Environmental Consultant 

	RESEARCH FINANCING AND ASSESS FEASIBILITY
	Implement Financing Strategy

Research Financing Options

Commission Feasibility Study

Prepare Financing Information 
	3 – 6 months
	Feasibility Study Fee
	· Project Sponsor

· FPC Resources

· State HFFA
· Lenders 
· Fed Program Staff


	COMMUNITY ENGAGEMENT AND CAPITAL CAMPAIGN

	Develop and Implement Community Engagement Plan

Develop and Implement Capital  Campaign Plan
	Ongoing
	Campaign Consultant Fee

Marketing and Development Costs
	· Project Sponsor

· Board

· FPC Resources

· Consultant

· Development Office

· SORH/Flex Office

· 
Rural Health Works
· Community


Phase 2: Facility Design and Financing (3 – 12 Months)

The feasibility study, completed in Phase I, is the basis for financing and requires financial, programmatic, and design information.  In a capital market financing, the CAH can obtain financing proposals from prospective lenders once there is a guaranteed maximum price (GMP). For Federal government enhancements (e.g., insurance, guarantee) and loans, the application must be approved prior to completing the financing process.  

	EVENTS
	ACTIONS/ GOALS
	DURATION
	COSTS/ FEES
	INVOLVED PARTIES

	PROJECT ARTICULATION
	Submit CON Application and Obtain Approval

Continue Discussion with CMS 
	1 – 6 months


	CON Application Fee
CON Consultant Fee


	· Project Sponsor

· FPC Resources

· CON Consultant

· State CON Office
· CMS
· SORH/Flex Office

	DESIGN AND CONSTRUCTION DEVELOPMENT 
	Draft Design Development Drawings

Refine Equipment Budget 

Draft Construction Documents/ Support Bid Process

Obtain Guaranteed Maximum Price (GMP)/Signed Construction Agreement
	1 – 6 months
	Architect Fee

Equipment Consultant Fee


	· Project Sponsor

· FPC Resources

· Architect
· Construction Contractor 
· Equipment Consultant

	OBTAIN FINANCING  
	Capital Market Financing

Obtain Financing Proposals from Prospective Underwriters/ Lenders

Select Underwriter/Lender

Engage Bond Counsel and Select Issuing Authority (if applicable)

Government Programs and Loans
Submit Application

Obtain Approval
	1 - 9 months
	Underwriter/ Lender Retainer
Government Programs
Government Program Application Fee (if applicable)
	· Project Sponsor

· FPC Resources

· State HFFA
Capital Market Financing

· Underwriters/ Lenders 

· Issuing Authority

· Bond Counsel

Government Programs
· Program Staff (HUD or USDA)

	COMMUNITY ENGAGEMENT AND CAPITAL CAMPAIGN
	Continue Community Engagement
Continue Capital Campaign
	Ongoing 
	Marketing and Development Costs


	· Project Sponsor 

· Board

· FPC Resources

· Campaign Consultant/ Development Office

· SORH/Flex Office
· Community


Phase 3: Endorsement (0 – 1 Month)

Phase 3 represents official acceptance of the loan/bond terms.  The responsibilities and duties of all parties are defined. Once the contract is signed and funding assured, construction can begin.

	EVENTS
	ACTIONS/GOALS
	DURATION 
	COSTS/FEES 
	INVOLED PARTIES

	LOAN OR BOND CLOSING AND ENDORSEMENT
	Capital Market Financing
Loan or Bond Closing
Govt. Programs
Receive Initial Funding and Okay to Construct
	0 – 1 month
	Financing Costs (Attorney/Bond Counsel Fees and other processing fees)

Initial Funds Disbursement

Government Program Fee
	· Project Sponsor

· FPC Resources
· Attorneys

Capital Market

· Issuing Authority

· Bond Counsel

· Lender 

Govt. Programs
· Lender 
· Program Staff

	BEGIN CONSTRUCTION
	Complete Pre-Construction

Begin Timely Groundbreaking
	0 – 1 month
	Allowable Project Costs
	· Project Sponsor

· FPC Resources

· Lender/Federal Staff 
· Construction Contractor

· Architect

	COMMUNITY ENGAGEMENT AND CAPITAL CAMPAIGN
	Continue Community Engagement 

Continue Capital Campaign
	Ongoing
	Marketing and Development Costs
	· Project Sponsor/Board

· FPC Resources

· Campaign Consultant/ Development Office

· SORH/Flex Office
· Community


Phase 4: Construction (12 – 30 Months)

In Phase 4, emphasis is placed on construction management and monitoring to ensure that the project is on schedule and within budget.  At project close, an attestation of project costs may be required and loan amortization begins.

	EVENTS
	ACTIONS/ GOALS
	DURATION
	COSTS/FEES
	INVOLVED PARTIES

	MONTHLY REQUISITIONS
	Manage Timely Construction Progress

Achieve Substantial Completion
	12 – 30 months 

(depending on contract terms)
	Allowable Project Costs
	· Project Sponsor

· FPC Resources

· Construction Contractor 

· Architect
· Lender/Fed Program Staff

	PRE-CLOSING AND
CONSTRUCTION COMPLETION
	Perform Project Completion and Cost Certification 
	0 – 1 month
	Capitalized Interest during Construction

Accountant Fees
	· Project Sponsor 

· Construction Contractor

· Architect

· Accountant/CPA

	FINAL LOAN CLOSING/ ENDORSEMENT
	Final Closing/ Endorsement
	1 – 3 months
	Attorney Fees

Accountant Fees
	· Project Sponsor

· FPC Resources

· Lender/Fed.Program Staff

· Construction Contractor

· Attorney

· Accountant/CPA

	COMMUNITY ENGAGEMENT AND CAPITAL CAMPAIGN 
	Implement Community Engagement 

Implement Capital Campaign
	Ongoing
	Marketing and Development Costs
	· Project Sponsor/Board

· Campaign Consultant/ Development Office

· SORH/Flex Office
· Community


Estimated Project Costs and Fees

A replacement project is a large investment.  Below are estimated project costs and fees based on a $25 million project ($22.5 million loan and $18.0 million construction component). A CAH may need to use cash reserves or operating funds to pay upfront costs prior to bond or loan closing.  Costs and fees are generally allowable costs and eligible for reimbursement at closing.  The FPC Resources will help the CAH negotiate favorable contracts for services.  

Overall Project Cost Considerations

· Estimate total project cost at about 130-140 percent of the construction amount, which includes site costs.
· Additional costs other than construction include facility and equipment assessments, land acquisition, financing costs, and equipment and furnishings.

Phase 1: Planning/Preparation
· A Financial Advisor may work on contingency for a $10,000 - $25,000 retainer. 
· Accounting firms perform a debt capacity analysis for $2,500 - $10,000.

· It is critical to know the environmental history, soil condition, flood plain designation, zoning and deed restrictions on a new land parcel prior to acquisition.  Remember, free land can have a huge cost!  Land acquisition and financing, if needed, may be costly and should be addressed as early as possible.

· The financial feasibility study may generally be obtained for $30,000 to $60,000 for a compilation and $50,000 to $90,000 for an examination. 
Phase 2: Facility Design and Financing 
· An architectural firm with CAH experience will charge between 6.5 and 7.5percent of construction costs. The standard American Institute Architects (AIA) contract calls for the total fee to be incurred (and payable) as follows: 1) Schematic Design 15percent; 2) Design Development 20 percent; 3) Construction Documents 40 percent; 4) Bidding         5 percent; and 5) Construction 20 percent - a total of 100 percent.
· If a Certificate of Need (CON) is required, the CON application fee may vary by state and be commensurate with project size.
· FHA Hospital Mortgage Insurance Application Fees: 80 basis points (bp) total, including 15 bp with application, 15 bp at loan commitment, and 50 bp at initial closing.  FHA program includes fixed rate funding for construction and permanent financing.

· USDA Guaranteed Loan Program has a 1 percent fee due at closing and no annual fee.  USDA program does not include construction financing.

Phase 3: Endorsement
· Financing fees are estimated at 3-4 percent of the loan with allocations of about 1-2 percent to the lender/underwriter, 0.5 percent to the financial advisor, and 1percent for attorneys (hospital attorney, bond counsel) and other fees.  Fee estimates fluctuate based on the financing vehicle (e.g., bond, mortgage) and whether the hospital is using a government enhancement program.

· At loan or bond closing and initial fund disbursement, the hospital is reimbursed for allowable project costs made prior to closing (e.g., accounting services, land costs, CON fees).  Payments are generally made to FPC Resources, architect, construction management firm/contractor, and attorneys.

Phase 4: Construction
· Allowable project costs are paid from loan proceeds as they are incurred.
· The interest during construction will vary based on financing method.  For loans, construction interest may be estimated at about half year of interest on the total loan.  Thus, for a $22.5 million loan at 7percent interest, the interest during construction is about $780,000 annually.  Bonds are issued at closing, however, so construction interest is accrued on the entire financed amount, or $1.57 million of interest annually.

Estimated Project Costs and Fees: Project Budget Snapshot

$18 million construction project with total project cost of $25 million

This $25 million project is an estimate.  The financing is based on $2.5 million equity and $22.5 million financing.  Please note that the budget is not all-inclusive, in that this focuses on the actual replacement project.  Transition costs, including the Transition Planner, physical move to the new facility and initial operating capital are not addressed.

	Service
	Estimated Costs/Fees
	Comments

	Phase 1: Planning/Preparation

	Full Project Coordination (FPC) Resources
	$62,500
	· Estimate .5-1 % of total project cost or $125,000 - $250,000; For this project budget, .5 % for the financial advisor is included in the estimated financing fees in phase 3 ($187,500 – 125,000 = $62,500)

	Facilities Assessment
	5,000*
	· Facilities assessment ranges from $2,500 – $10,000

	Market Demand Analysis
	5,000
	· Perform early in process to identify market potential

	Debt Capacity Analysis
	5,000*
	· Analysis ranges from $5,000 – $10,000

	Architect Fee  
	189,000
	Total architect fee estimated at 7% of construction cost. 
· Phase 1: Schematic Design

	Appraisal Fee
	5,000*
	· Applicable if hospital is using current property as an asset going into the loan; $5,000 – 10,000
· May be included in financing costs

	Equipment Assessment
	10,000
	· For current inventory listing movable vs. sell or dispose

· Selection of new replacement equipment with specifications could increase fee up to $20,000

	Financial Feasibility Study
	50,000
	· Feasibility study type based on financing requirements

· Compiled Forecast estimated at $30,000 - 60,000

· Examined Forecast estimated at $50,000 - 90,000 

	Phase I Environmental (ESA) and Soils Studies
	5,000
	· Complete environmental and soils studies prior to land acquisition

	Capital Campaign Consultant and/or Marketing/Development
	100,000
	· Costs vary for marketing and development based on the level of community engagement or capital campaign 
· Estimate is based on 10% of $1 million campaign goal

	Land Acquisition Costs
	Varies
	· Costs vary widely and land donations are encouraged

· Land acquisition should be addressed early due to land and site development costs and financing, if needed

	Phase 1 Total
	$421,500
	Total does not include the estimated costs noted with *  as the service may be included in the FPC Resources Fee

	Phase 2: Facility Design and Financing

	Architect Fee
	819,000
	· Phase 2: Design Development, Construction Documents, Bidding

	CON Application Fee
	Varies
	· Varies by State; commensurate with project size

	Phase 2 Total
	$819,000
	

	Phase 3: Endorsement

	Initial Funds Disbursement
	--
	· Hospital is reimbursed for allowable project costs made prior to closing (costs for phases 1 and 2)

	Financing costs
	700,000
	· Estimate 3-4% of amount financed

	Owner’s Contingency Fund
	900,000
	· 5% of construction cost to fund unforeseen items

	Phase 3 Total
	$1,600,000
	

	Phase 4: Construction

	Construction and Site Development (Allowable project costs) 
	18,000,000
	· 60,000 sq. ft. @ $300/sq.ft.

· Subject to regional adjustment 

· Includes contractor's fee and general conditions

	Equipment and Furnishings
	3,600,000
	· Estimate 20% of Construction amount

	Architect Fee
	252,000
	· For services provided during construction

	Capitalized interest during construction
	780,000
	· Estimate per each 12 months of construction; based on 7percent on $22.5 million loan

	Phase 4 Total
	$22,627,000
	

	Estimated Project Cost
	$25,477,500
	 


* Service/fee may be included in FPC Resources Fee
 Partners in the CAH Replacement Project

A replacement project requires the right expertise, guidance, and support.  A CEO simply cannot do this alone!  Hospital leadership (board and administration) must plan to commit a significant amount of time to the replacement project. 

Please note that the “Involved Parties” column for each phase specifically lists the Project Sponsor for each event.  The designated Project Sponsor may be represented by board chair, board member, hospital administrators (e.g., CEO, CFO, COO), or community leaders.  The Project Sponsor, Board Chair, CEO and CFO should be engaged throughout the process.  The hospital may hire FPC Resources to represent the hospital’s interests and guide the project throughout the entire process; however, hospital leadership is still responsible for making decisions.  
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	· The replacement process is completed during normal hospital operations. So hospital operations must continue at the same level or higher as this will impact hospital finances and financial feasibility.

· Hospitals are generally considered one of the most complex facilities to design and build, which is why it is important to have design and construction professionals with hospital experience, especially with CAHs.
· This is a collaborative effort and it is critical to have key project team members that can work well together as partners.  Get recommendations and interview several FPC Resources, architects, contractors, and hire the team that works best with you and your community.  
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	Partners in the CAH Replacement Project

The team members you select will greatly impact the cost, timeframe and success of your project. Choose them wisely by doing research and talking to others, especially CAHs that have completed this process.

Your CAH Replacement Project Team should include:

· *Project Sponsor/Hospital Leadership Team

· *Full Project Coordination Resources

· *Lender(s)

· *Architect

· *Construction Contractor/Construction Management Firm

· Equipment Consultant

· Environmental Consultant

·  HUD and USDA staff
· Financial Feasibility Consultant

· Capital Campaign Consultant

· Attorneys/Bond Counsel

· Issuing Authority

· Medicare Reimbursement (Billing) Consultant and/or A/R Collections Consultant

· CON Consultant

* These are key project team members who will be involved throughout the project.  Early collaboration between the project team, particularly the FPC Resources, architect and construction contractor, is recommended.  

Some important resources for the Hospital Leadership Team may include:

· State Office of Rural Health (SORH)/Flex Office

· State Health Facilities Finance Authorities


· Full Project Coordination (FPC) Resources is highly recommended.  Members of the FPC resources serve as the hospital’s advocate throughout the replacement project.  The FPC resources must come together at the beginning of the process to coordinate the project and provide unbiased expertise, guidance, and support to facilitate decision-making and action.  The FPC resources facilitate decision-making by clearly laying out the hospital’s options as well as the most efficient and cost-effective ways to keep the project moving.  
FPC resources are needed for 3 project functions and have these areas of expertise:
1. Financing Guidance: The hospital should be represented by a qualified financial advisor who will act on its behalf.  A Financial Advisor helps the hospital navigate the financing process, which may include board education, exploring financing options, performing debt capacity analysis and financial feasibility, and facilitating interaction with lenders and/or Federal enhancement programs.  
2. Programming and Space Planning: Programming and space planning support strategic use of space to meet community needs and maximize hospital revenue.  This role may be performed by an Architect, Facilities Planner, Owner Advocate, Owner’s Representative or Project Manager.
3. Management of Design and Construction: An Owner Advocate, Owner’s Representative, Project Manager, or Construction Consultant provides guidance to the hospital and represents the owner’s interests during the design and construction process.  
· Architect is required to design the CAH with the appropriate range of services. The architect should have CAH experience and must be licensed in the State where the project is located. The debt capacity analysis and programming and space plan should be done before starting the architectural design.

· Construction Contractor should have CAH experience and is responsible for ensuring a fully functional construction project for the price agreed upon in the construction contract. 
· Federal Program Staff include representatives of Federal credit enhancement programs that may facilitate access to capital, including HUD’s Hospital Mortgage Insurance and USDA’s Guaranteed and Direct Loan Programs.  

· State Office of Rural Health (SORH)/Flex Office has been instrumental in CAH replacements by providing information and support related to economic impact, community engagement, financial feasibility studies, CON application/waiver, financing resources, and working with the CMS Regional Office regarding continued CAH designation.
· State Health Facilities Finance Authorities (HFFAs) are State capital financing resources for hospitals and health care facilities.
Public Domain Notice

All material appearing in this document is in the public domain and may be reproduced without permission from HRSA.  Citation of the source is appreciated.

Recommended Citation

Critical Access Hospital Replacement Process: The Roadmap, U.S. Department of Health and Human Services (2010), Health Resources and Services Administration, Office of Rural Health Policy, Rockville, MD 20857
Cover Photo Credit: Dan / FreeDigitalPhotos.net
This document is available online at http://www.ruralhealth.hrsa.gov/
Document
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� If you utilize FPC Resources, their fees will be payable throughout the project based on services provided.


� Certificate of Need (CON) requirements may not be applicable as all states do not have CON.  


� Financing options should be evaluated with input from an independent Financial Advisor (FPC Resources).  


� Federal Program Staff are only involved if a government enhancement or loan program is utilized.


� Community engagement and/or capital campaign should begin prior to and continue throughout the project.  Capital campaign funds raised prior to the loan closing can favorably impact the loan amount.  


� There is a general process for capital market financing; however, if a government enhancement program (HUD or USDA) is used, there are additional requirements that must be met that could increase the financing timeframe an additional 3 to 6 months.
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