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STATE OF SOUTH CAROLINA
ADMINISTRATIVE LAW COURT

Walterboro Community Hospital, Inc., ) Docket No.:
d/b/a Colleton Medical Center, )
)
Petitioner, )
)
Vs. ) PETITION FOR ADMINISTRATIVE
) REVIEW AND REQUEST FOR
South Carolina Department of Health and ) CONTESTED CASE HEARING
Environmental Control and Medical )
University Hospital Authority, d/b/a )
MUHA Community Hospital, )
)
Respondents. )

Pursuant to S.C. Const. art. I, § 22; S.C. Code Ann. § 1-23-320, § 1-23-600(B), § 44-1-
60(G), and §§ 44-7-110 et seq.; S.C. Code Ann. Regs. 61-15; and Rule 11 of the RPALC,
Petitioner Walterboro Community Hospital, Inc., d/b/a Colleton Medical Center (“Colleton™), by
and through its undersigned counsel, petitions the Court for administrative review and requests a
contested case hearing on (1) the South Carolina Department of Health and Environmental
Control’s (“Department™) July 23, 2018 decision to grant a Certificate of Need (“CON™) to
Respondent Medical University Hospital Authority, d/b/a MUHA Community Hospital
(“MUHA”) for the construction of a 128-bed general acute care hospitél in Berkeley County at a
total project cost of $325,000,000 (“Proposed Project” or “Proposed Hospital”) (“Staff
Decision”) (Exhibit A); and (2) the Department Board’s September 10, 2018 decision not to
conduct a final review conference on the matter, thereby rendering the Staff Decision the final
agency decision. (Exhibit B). In support of this Petition, Colleton respectfully submits the
following: F E L E Q

6CT 09 2018

SC ADMIN LAW COURT
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PROCEDURAL BACKGROUND:

1. On December 27, 2017, MUHA submitted its CON application for its Proposed
Hospital.

2. MUHA’s CON application was deemed complete in the State Register on March
23,2018. Exhibit C. The Department issued its letter, deeming the CON application complete,
on May 21, 2018. Exhibit D.

3. On March 22, 2018, Care Alliance Health Services, d/b/a Roper St. Francis
Healthcare; Roper Hospital, Inc.; Bon Secours-St. Francis Xavier Hospital, Inc.; Roper St.
Francis Berkeley Hospital, and Roper Mount Pleasant Hospital (collectively, “Roper”) provided

notice to the Department of its status as an affected person and its opposition to the Proposed

Project.

4. By separate letters, dated April 19, 2018, Trident Medical Center (“Trident”) and
its sister facility, Summerville Medical Center (“Summerville”) (collectively, “Trident Health
System”), also notified the Department of their status as affected persons and their opposition to

the Proposed Project.

5. Colleton submitted notice of its status as an affected person and its opposition to

the Proposed Project by letter to the Department, dated July 10, 2018. Exhibit E.

6. The Regional Medical Center of Orangeburg and Calhoun Counties also filed a
letter with the Department as an affected person and submitted a letter of opposition to the

Proposed Project.

7. Roper, Colleton, and Trident Health System provided additional comments in
opposition to the Proposed Project by separate letters dated, July 18, 2018. A copy of Colleton’s

letter is attached as Exhibit F.

ROA 000662




8. The Department issued its Staff Decision approving MUHA’s CON application
on July 23, 2018. Exhibit A.

9. Colleton timely submitted a request for a final review conference of the
Department Staff Decision before the Department Board. Exhibit G.

10.  The Department Board declined to conduct a final review conference by letter,
dated September 10, 2018. Exhibit B. Colleton now seeks administrative review and a contested
case hearing before this Court.

FACTUAL BACKGROUND AND LEGAL ARGUMENTS:

State Health Plan Standards

11.  MUHA’s Proposed Project fails to comply with the standards set forth in the 2017
— 2018 South Carolina Health Plan (“State Health Plan”). Although the State Health Plan
indicates that MUHA has an institutional need for 147 additional beds, the service area,
comprised of Berkeley, Charleston, and Dorchester Counties, has an excess of 13 beds. Id. at p.
27.

12.  The State Health Plan allows a provider who has a need for additional beds to add
beds when there is no need in the service area. Id. at p. 10. . The provider may add beds at its
existing site or another site. Id. However, the provider must “justify, through patient origin
and other data, the need for a new hospital at the chosen site and the potential adverse
impact a new hospital at the chosen site could have on the existing hospitals in the service
area.” Id. at pp. 10-11 (emphasis added).

13. MUHA failed to provide justification for the establishment of a new hospital in
Berkeley County and failed to provide a reasonable analysis of the Proposed Project’s impact on

existing hospitals. There is no need for an additional hospital in Berkeley County, and the
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construction of a new hospital will substantially adversely impact other area providers, including

Colleton.
14, MUHA’s CON application failed to comply with the standards set forth in the
State Health Plan and, therefore, must be denied. See S.C. Code Ann. § 44-7-210(B). See also

S.C. Code Ann. Regs. 61-15, § 307.1.

Community Need

15, Although MUHA has a need for additional beds at its downtown Charleston
hospital, there is no justification for allowing MUHA to use its institutional bed need to establish
a hospital in Berkeley County. The Department previously approved two new 50-bed hospitals
in Berkeley Couﬁty, one of which is scheduled to open in 2019. See Ltr. to M. Murdock from
Sullivan Consulting, Inc., dated July 18, 2018, attached as Exhibit G, p. 32. The Department
also approved a 30-bed addition at Summerville, which should be completed soon. Id. Thus,
Berkeley County will have 80 additional beds coming online in the very near future, and another
50 beds will be added when Trident completes its Berkeley Medical Center project, which has
been delayed due to wetlands issues. Id.

16.  MUHA proposes to locate its hospital less than four miles from Roper’s new 50-
bed hospital (“Roper Berkeley”), approximately nine miles from Trident’s 313-bed hospital, and
approximately 8 miles from Summerville’s 124-bed hospital.' Id. at p. 35. The area has ample
inpatient acute care capacity for the foreseeable future, and the community’s emergency
medicine services are capably met by these local hospitals and the freestanding' emergency

departments (“FSED”) serving area residents. Id.

! Trident is licensed to operate 296 general acute care beds and 13 psychiatric beds. Summerville is licensed to
operate 94 general acute care beds but received a CON for the addition of 30 more general acute care beds, which
are not yet licensed; however, Summerville is currently in the process of completing construction on the 30-bed
addition and expects the beds to be operational before the end of 2018.
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17.  Hospital utilization in the Lowcountry has experienced very little growth in recent
years. Despite an aging and growing population, inpatient hospital volume averaged only a 1.7%
increase per year between 2012 and 2016. Id. at p. 36. MUHA realized only a 1.6% average
yeatly growth between 2012 — 2016, less than the service area average. Id.

18.  Colleton’s occupancy rate in 2016 was only 38.5%. Colleton has 116 licensed
beds, but the 2018 — 2019 South Carolina Health Plan (“2018 State Health Plan”) indicates
Colleton has a need for only 68 beds, meaning Colleton has an excess of 48 beds. See 2018 State
Health Plan, p. 27. Thus, again, there is more than ample capacity in the service area to meet the
needs of the community.

19. Many of the ZIP Codes in Colleton’s primary service area overlap with ZIP
Codes in MUHA's secondary service area. Colleton cannot withstand the loss of market share to
a new provider. MUHA’s Proposed Hospital will substantially adversely impact Colleton’s
inpatient and outpatient utilization, as well as its ability to staff its facility.

20.  MUHA asserts that its Proposed Project will only serve Berkeley County patients
currently seeking care at its downtown facilify (hereinafter, “MUHA”) closer to their homes, but
the data demonstrates that MUHA does not have sufficient patient volume originating in that
area to sustain a new 128 bed hospital, particularly one that will be located less than 4 miles from
Roper Berkeley.

21. The Moncks Comer area, which encompasses most of Berkeley County,
accounted for only 3% of MUHA’s inpatient volume in 2017. Exhibit G, p. 38. North
Charleston provided the largest percentage (18%). Id. By contrast, the Nexton area, where
MUHA’s Proposed Hospital will be located, accounted for only 8% of MUHA’s inpatient
volume in 2017. Id. North Charleston and Nexton are already well-served by Trident Health

System, and will be further served by Roper Berkeley and Trident’s Berkeley Medical Center.
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Id. To be viable, MUHA’s Proposed Project will have to redirect market share from other
providers, including Colleton.

22.  Patients traveling from Berkeley County to seek care at MUHA in downtown
Charleston are likely doing so because they are in need of the high-level tertiary care services
provided there—services that won’t be available at MUHA’s Proposed Hospital. Patients
seeking services at MUHA are unlikely to suddenly seek services at a local community hospital
in lieu of MUHA, as those patients are already bypassing local community hospitals to be treated
at MUHA.

23. MUHA vastly overestimated the number of patients that will be redirected from
MUHA to its Proposed Hospital in Berkeley County. MUHA does not have sufficient volume of
patients originating from that area, and those pafients are unlikely to be redirected to the
Proposed Hospital because the Proposed Hospital will not offer the same level of service. The
patients who will access MUHA’s Proposed Hospital are lower acuity patients residing closer to
the site of the Proposed Hospital, patients who previously sought services at Colleton and other
area providers.

24.  Yet, MUHA unreésonably *assumed patients will travel past several other
hospitals to be treated at its Proposed Holspital. This is a completely unreasonable assumption.
Id. at p. 43. The more likely scenario is that residents in the community immediately adjacent to
the Proposed Hospital will utilize the facility, putting it in direct competition with other area
providers, and MUHA will have to redirect market share from those providers to be viable. Id.
Given that Colleton and MUHA share service areas, Colleton stands to be substantially adversely
affected.

25.  The assumption that patients in distant ZIP Codes will utilize the Proposed

Hospital renders MUHA’s utilization projections unreliable. Moreover, the inclusion of these
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ZIP Codes in MUHA’s drive time analyses undermines its argument that it seeks only to treat its
current Berkeley County patients closer to their homes. /d. The 29425 ZIP Code and ZIP Codes
from distant areas such as West Ashley and the surrounding islands should not be included in
any drive time analysis or in any utilization projections. Id.

26.  MUHA’s projections reflect a 57% utilization rate of the medical/surgical beds
and a 61% utilization rate of the obstetrical beds by the third year of operations. Id. at p. 44.
These low utilization projections do not support the need for the Proposed Project, and given
MUHA’s underlying, unreasonable assumptions (e.g., that patients will travel long distances to
seek services at the Proposed Hospital), the projections are unlikely to be realized.

27.  The more reasonable assumption is that the Proposed Project will replicate the
results of a few years prior when the Department approved an application for East Cooper
Medical Center (“East Cooper”) to construct a replacement hospital, and then approved an
application for Réper to construct a new hospital a few miles away from East Cooper in Mt.
Pleasant. Id. at p. 40. Not surprisingly, utilization at East Cooper declined, and both East
Cooper and Roper’s Mt. Pleasant Hospital continue to operate at low utilization rates. Id. East
Cooper’s utilization has been less than 35% each year since Roper’s Mt. Pleasant Hospital
opened, and Roper Mt. Pleasant Hospital’s utilization has never reached 20%. Id. These two
hospitals spent ovef a hundred million dollars to operate at very low volumes, which is
antithetical to cost containment.

28.  If MUHA’s Proposed Hospital is constructed less than four miles from Roper
Berkeley, history demonstrates that both hospitals will be underutilized. Id. at 41. Once
Trident’s Berkeley Medical Center is complete, the situation will be greatly magnified. Id.

29.  In its CON application, MUHA cites the Community Health Needs Assessment

(“Assessment™), completed in 2016 by MUHA, Roper, and Trident United Way, in support of its
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Proposed Project. Id. Notably, however, the Assessment did not identify the need for another
acute care hospital in the area of Berkeley County where MUHA plans to locate its Proposed
Project. Id. The community needs identified in the Assessment are needs that MUHA’s
Proposed Project will not address (e.g., lack of health insurance and physician shortages). Id.

30.  In sum, the Assessment does not support MUHA’s Proposed Project. MUHA’s
proposed service area is unrealistic. Its utilization projections are unreliable, and its drive time
analyses are misleading. MUHA failed to demonstrate need for its Proposed Project; therefore,
its CON application fails to comply with the State Health Plan standards, the CON Act, and the
project review criteria addressing community need set forth in the CON Regulations and,
therefore, must be denied. See State Health Plan, pp. 10 — 11. See also S.C. Code Ann. § 44-7-
120 and S.C. Code Ann. Regs. 61-15 § 801.2.

Distribution (Accessibility)

31.  Because there is no need for the Proposed Project, the Proposed Project does
nothing to increase accessibility to services and is, in fact, an unnecessary duplication of
services.

32.  The Proposed Hospital will be iocated in the southwestern portion of Berkeley
County, near the borders of Charleston and Dorchester Counties, in an area of high income
development. Exhibit G, p. 33. If MUHA truly sought to serve its Berkeley County patients
closer to their homes, as it proclaims, it would have located the Proposed Hospital more
centrally. Id. Building a hospital in the Nexton community, less than four miles from Roper
Berkeley, does nothing to increase accessibility to hospital-based services, particularly for the

more rural, medically underserved portions of Berkeley County where lower income residents

primarily reside.
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33.  Colleton has been serving the residents of some of the most rural and poorest
areas of the Lowcountry since 1952. As noted above, Colleton and MUHA share overlapping
service areas, including Colleton’s main service area ZIP Code, the Walterboro ZIP Code of
29488. Given Colleton’s already low utilization rates, the loss of additional patients to MUHA
would seriously jeopardize Colleton’s continued operation aﬁd significantly impair access to care
for many of South Carolina’s neediest citizens. The hospital closures in Bamberg and Barnwell
Counties are demonstrative of the significant risk this Proposed Project places on a small
community hospital like Colleton.

34.  To the extent that MUHA seeks to treat its patients currently seeking care at
MUHA, the data demonstrates that the percentage of MUHA patients originating from Berkeley
County is insufficient to sustain a new hospital, particularly one in such close proximity to other
providers.

35. It is unreasonable and illogical to expect that MUHA patients living in the
Charleston peninsula or the more distant surrounding islands will drive long distances, past
multiple hospitals, including those on the Charleston peninsula itself, to seek care at the
Proposed Hospital. Thus, the Proposed Hospital does nothing to increase accessibility to
services for those individuals.

36. MUHA could alleviate its internal capacity constraints by adding beds at its
downtown facility. Id. at p. 42. MUHA will soon be opening its Children’s Hospital and
Women’s Pavilion, vacating large portions of its downtown facility. Id. Those vacated areas
could be renovated to accommodate additional medical/surgical beds in a much more economical
and efficient manner. Id.

37.  MUHA raised the issue of flooding in the downtown peninsula in support of its

Proposed Project, arguing that flooding created a barrier to services at MUHA. Notably,
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however, Summerville recently sought to establish a Level III neonatal intensive care unit
(“NICU”), arguing that the flooded streets of downtown Charleston made it difficult to access
NICU services at MUHA. Id. MUHA opposed Summerville’s NICU and stated, “SMC
continues to raise false concern regarding MUHA'’s ability to provide care during weather
emergencies and flooding.” Id. (emphasis added). Based on these two diametrically opposed
positions, MUHA apparently and inexplicably has no trouble providing care to fragile newborns
during flooding, but it somehow cannot adequately serve lower acuity acute care patients.

38. MUHA’s vacillating position reflects its true motivation, which is to serve its
financial bottom line and not the residents of the community. Flooding on the peninsula should
not be considered a barrier to services supporting the construction of a new community hospital
in an area with no need, especially when it is not a barrier to serving critically ill neonates, who
often require transfer to MUHA during severe weather.

39. MUHA'’s choice of location exposes its true purpose, to capture market share
from competitors in the North Charleston area and beyond, including Colleton County. A
hospital in an area with no need, already well-served by other providers, located less than four
miles from a new hospital that is already under construction and scheduled to open soon, does
nothing to increase accessibility to services and is the very definition of an unnecessary
duplication of services.

40.  MUHA’s Proposed Project fails to comply with the State Health Plan, the CON
Act, and the project review criteria governing distribution and accessibility set forth in the CON
Regulations and must be denied. See State Health Plan, pp. 10 — 11. See also S.C. Code Ann. §

44-7-120 and S.C. Code Ann. Regs. 61-15, § 802.3.

i
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Financial Feasibility; Cost Containment; Ability to Complete the Project

41.  The financial feasibility of MUHA’s Proposed Project is highly questionable.
There is no need for another community hospital in the area, and it is unlikely that MUHA will
be able to meet its utilization projections. Exhibit G, p. 45. In all likelihood, the Proposed
Hospital will be underutilized and will substantially adversely affect the utilization of other area
providers.

42. At atotal project cost of $325 million, MUHA’s Proposed Hospital would be the
most expensive hospital ever approved in South Carolina for its size. Id. at p. 48. MUHA’s
Proposed Project is the antithesis of cost containment.

43.  MUHA currently has capital commitments totaling approximately $487 million
for major projects for which it has already received CON approval. Id. at p. 45. If MUHA
receives a CON for its Proposed Hospital, its capital projects would total approximately $812
million. d.

44,  MUHA is highly leveraged, has limited cash reserves, and its net income was
$28.6 million below budget for the eight months ending February 28, 2018. Id. at pp. 46 — 47.
MUHA operates on very thin margins, and its ability to complete a $325 million project given its
other financial commitments is highly suspect. /d. In fact, the funding letter from Armadale
Partners, included in MUHA’s CON application, states that HUD funding for the project cannot
be guaranteed. 1d. at p. 46.

45.  The approval of an unneeded $325 million facility does not comport with
principles of reasonable health care planning. MUHA’s need for additional hospital beds could
be addressed much more economically and efficiently through the renovation of space at its

downtown facility. Risking taxpayer funds on a project for which there is no community need is

irresponsible.
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46.  The Proposed Project does nothing to promote cost containment, and MUHA’s
Proposed Project fails to comply with the State Health Plan, CON Act and multiple project
review criteria contained within the CON Regulations and, therefore, must be denied. See State
Health Plan, pp. 10— 11. See also S.C. Code Ann. § 44-7-120 and S.C. Code Ann. Regs. 61-15,
§§ 802.12, 802.13, 802.14, 802.15, 802.16, and 802.19.

Adverse Impact

47.  Despite requests from affected persons to include adverse impact as one of the
project review criteria considered most important, the Department inexplicably chose not to do
so. See Exhibit D, p. 2. The Department also chose not to conduct a project review meeting for
a $325 million project with multiple opposing parties, all of whom demonstrated that if
approved, the Proposed Project would substantially adversely impact them.

48.  MUHA'’s claims that its Proposed Project will have no adverse impact on area
providers is unreasonable. MUHA’s Proposed Project will not solely treat patients currently
seeking care at MUHA as claimed. The Proposed Hospital will draw patients who reside in
close proximity to the proposed site. A high percentage of patients will originate from areas
outside of Berkeley County, including areas in and around Colleton County. Exhibit G, p. 49.
MUHA will have to redirect market share from other area providers in order meet its utilization
projections, and MUHA’s Proposed Hospital will still likely be an underutilized facility. Id.

49. Colleton’s primary service area includes many of the same ZIP Codes that are
part of MUHA’s secondary service area: 29432 — Branchville, 29471 — Reevesville, 29477 — St.
George, 29435 — Cottageville, 29474 — Round O, and 29488 — Walterboro. The 29488 ZIP Code
is the ZIP Code from which the majority of Colleton’s patients originate. The 29488 ZIP Code

is close to the site of MUHA’s Proposed Hospital.
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50.  Colleton expects that many patients in Walterboro and other small, rural
communities will be redirected to MUHA’s Proposed Hospital. The loss of patients would
substantially adversely impact Colleton, particularly given that Colleton’s utilization rates in
2016 were only 38.5%, and the 2018 State Health Plan shows that Colleton has an excess of 48
beds. See 2018 State Health Plan, p. 27.

51. Colleton is a small, rural hospital, serving some of the poorest communities in the
Lowcountry. A new 128-bed hospital threatens Colleton’s very existence. Even assuming that
Colleton could survive, the loss of patients to MUHA would likely affect the breadth of services
provided at Colleton as well as the quality of care.

52.  The Proposed Project will also impact staffing at local hospitals, including
Colleton, making it more difficult for area providers to hire and retain qualified staff. See
Exhibit G, p. 49. Local providers are already struggling with a state-wide nursing shortage, and
Colleton cannot afford to lose qualified clinical staff to MUHA. Id. The Proposed Project will
adversely impact Colleton and other area providers not only through lost market share but by
driving up staffing costs and driving down quality of care. Id.

53.  Rural hospitals are vital to ensuring that all South Carolina citizens have access to
health care. Access for low income, rural residents should not be jeopardized for the sake of an
unneeded hospital in a high-income area already well-served by other providers.

54.  The Proposed Project fails to comply with the State Health Plan standards, the
CON Act, and the project review criteria governing adverse impact set forth in the CON
Regulations and must be denied. See State Health Plan, pp. 10 — 11. See also S.C. Code Ann. §

44-7-120 and S.C. Code Ann. Regs. 61-15, § 802.23.
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Section 501 of the CON Regulations

55. Section 501 of the CON Regulations provides that

[i]n the case of any new institutional health service for the provision of health
services to inpatients, the Department shall not grant a Certificate of Need, or
otherwise make a finding that such proposed new institutional health services is
needed unless:

1. The capital and operating costs of the proposal and their potential
impact on patient charges are reasonable;

2. Superior alternatives to such services in terms of cost, efficiency, or
appropriateness do not exist and that the development of such
alternatives is not practicable;

3. In the case of new construction, alternatives to new construction (e.g.,
modernization or sharing arrangements) have been considered;

4, Patients will experience serious problems in terms of costs, availability
or accessibility, or such other problems as may be identified by the
Department in obtaining care of the type proposed in the absence of
the project. . . .

S.C. Code Ann. Regs. 61-15, § 501 (emphasis added).

56.  The Department’s findings with regard to Section 501°s requirements are in error.
See Exhibit. A, p. 4. The capital costs of the Proposed Project are far from reasonable at $325

million, and the Proposed Project’s adverse impact on area providers will drive up health care

costs.

57.  There are superior alternatives to the Proposed Project that are more economic,
efficient, and appropriate. MUHA can address its need for additional beds by renovating
existing space and adding those beds at MUHA, where they are actually needed. MUHA will
have large amounts of vacated space available once its Children’s Hospital and Women’s

Pavilion is open. That space could be easily renovated to accommodate additional

medical/surgical beds at a cost well below $325 million.

14

ROA 000674




58. MUHA chooses not to add beds at its facility downtown, where its bed need
exists, but instead to construct the most expensive hospital ever proposed in South Carolina in a
service area with no need shown in the State Health Plan in a county that is currently well served
by other providers and which has ample bed capacity for the foreseeable future as a result of
previously approved projects.

59.  Residents of Berkeley County have no problems in terms of costs, availability, or
accessibility with regard to inpatient acute care services, emergency medicine services, or
ancillary outpatient services. MUHA has chosen Berkeley County, and the Nexton community
in particular, for the sole purpose of expanding its territory and redirecting market share from
other providers, including Colleton.

60.  MUHA’s Proposed Project fails to comply with the criteria set forth in S.C. Code
Ann. Regs. 61-15, § 501 and, therefore, cannot be approved.

CONCLUSION:

WHEREFORE, based upon the foregoing, in accordance with S.C. Code Ann. § 44-1-
60(G), reserving its right to raise any and all issues presented to and considered by the
Department below, Colleton respectfully requests that the Court reverse the Department’s
Decision as arbitrary, capricious, and affected by other error of law or fact, and deny MUHA’s
CON application because MUHA’s Proposed Project fails to comply with the State Health Plan,

the CON Act, and the CON Regulations. See S.C. Code Ann. § 44-7-210(B). See also S.C.

Code Ann. Regs. 61-15, § 307.1.
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Columbia, South Carolina
October 9, 2018

Respectfully submitted,
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David B. Summer, Jr. (SC Bar #7974)
William R. Thomas (SC Bar #16348)
Walter H. Cartin (SC Bar #78405)
PARKER POE ADAMS & BERNSTEIN LLP
1221 Main Street, Suite 1100 (29201)
Post Office Box 1509

Columbia, SC 29202

Telephone:  803-255-8000
Facsimile: 803-255-8017
willthomas@parkerpoe.com
waltcartin@parkerpoe.com

Attorneys for Petitioner

Walterboro Community Hospital, Inc., d/b/a
Colleton Medical Center
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CERTIFICATE OF SERVICE

The undersigned hereby certifies that on October 9, 2018 s/he caused to be served the
foregoing PETITION FOR ADMINISTRATIVE REVIEW AND REQUEST FOR CONTESTED CASE
HEARING on all parties of record by hand delivering a copy addressed as follows:

The Honorable Lisa L. Longshore, Clerk

SC Board of Health and Environmental Control
2600 Bull Street

Columbia, SC 29201

Margaret P. Murdock, Esquire

Director, Certificate of Need Program

Bureau of Healthcare Planning and Construction

SC Department of Health and Environmental Control
301 Gervais Street

Columbia, SC 29201

Ashley C. Biggers, Esquire

Vito Wicevic, Esquire '

SC Department of Health and Environmental Control
2600 Bull Street

Columbia, SC 29201

M. Elizabeth Crum, Esquire
McNair Law Firm, P.A.

1221 Main Street, Suite 1800
Columbia, SC 29201

Ralph W. Barbier, Esquire
Nexsen Pruet, LLC

1230 Main Street, Suite 700
Columbia, SC 29201

Ol Ll

FILED

NCT 09 2018

Columbia, South Carolina

SC ADMIN LAW COURT
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Exhibit A

To Colleton Medical Center’s Petition for Administrative
Review and Request for Contested Case Hearing
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Exhibit B

To Colleton Medical Center’s Petition for Administrative
Review and Request for Contested Case Hearing

ROA 000686



’ Board:
Mark Elam, Chairman  Richard {Rick) Toomey, DHA, FACHE
d h e C David W. Gillespie. MD, Vice-Chairman Seema Shrivastava-Patel
Charles M. Joye li, PE, Secretary Jim Creel, Jr.
Healthy People. Healthy Communities.

September 10, 2018

Electronic Mail Delivery and U.S, Mait Certified 9214 8969 0099 9790 1412 7442 37
Wiltiam R. Thomas

Email: willthomas@parkerpoe.com

Parker Poe Adams & Bernstein, LLP

PO Box 1509

Columbia, SC 29202

Electronic Mail Delivery and U.S. Mail Certified 9214 8969 0099 9790 1412 7442 68
Ralph W. Barbier

Email: rbarbier@nexsenpruet.com

Nexsen Pruet, LLC

PO Box 2426

Columbia, SC 29202

Electronic Mait Delivery and U.S. Mail
M. Elizabeth Crum

Email: lcrum@mecnair.net
McNair Law Firm, P.A.
PO Box 11390

Columbia, SC 29211

Electronic Mail Delivery
Ashley C. Biggers

Email: biggerca@dhec.sc.gov

Vito M. Wicevic

Email: wicevivm@dhec.sc.gov
SCHEC - Office of General Counsel
2600 Bull Street

Columbia, SC 29201

RE: Docket No. 18-RFR-27, MUHA Community Hospital - Approval of Certificate of Need for the
construction of a 128-bed general acute hospital in Berkeley County (CON Matter No. 2520).

Dear Counsel of Record:

The South Carolina Board of Health and Environmental Control will not conduct a Final Review Conference
on the above-referenced matter.

CONTESTED CASE GUIDANCE

S.C. Code Section 44-1-60 provides that if the Board declines in writing to schedule a final review
conference, the staff decision becomes the final agency decision, and an applicant, permittee, licensee, or
affected person may request a contested case hearing before the Administrative Law Court (ALC) within
thirty calendar days after notice is mailed to the applicant, permittee, licensee, and affected person that
the Board declined to hold a final review conference.

5.C. Departrment of Health and Environmental Control
2600 Bull Street. Columbia, SC 29201 {803) 898-3432 www.sccthec.gov
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A request for a contested case hearing before the Administrative Law Court must be filed within the time
allowed and in accordance with the Rules of the ALC, including payment of the ALC's filing fee, at the
following address:

Clerk’s Office

South Carolina Administrative Law Court
Edgar A. Brown Building

1205 Pendleton St., Suite 224

Columbia, SC 29201

The ALC's Notice of Request for Contested Case Hearing form and the Rules of the ALC can be found at
the ALC's website: http://www.scalc.net. Further information on filing a request for a contested case
hearing before the ALC may be obtained by calling the Clerk’s Office at the Administrative Law Court (803-
734-0550).

If a party files a request for a contested case hearing with the ALC, the party must serve a copy of the
request on DHEC and any other parties at the same time the request is filed with the ALC. A copy of the
request for a contested case hearing must be delivered or mailed to DHEC at the address at the top of this
memorandum.

Sincerely,

Lisa Lucas Longshore

Clerk

5.C. Board of Health and Environmental Control

The above information on filing a request for a contested case hearing before the Administrative Law Court is provided as a courtesy; parties before the ALC are responsible for
complying with all applicable requirements of the Court.
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Exhibit C

To Colleton Medical Center’s Petition for Administrative
Review and Request for Contested Case Hearing
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NOTICES 9

Affecting York County

Amisub of South Carolina, Inc. d/b/a Piedmont Medical Center
Addition of an Electrophysiology lab and a biplane lab as well as the purchase of a CT equipment at a total
project cost of $7,002,274.

In accordance with Section 44-7-210(A), Code of Laws of South Carolina, and S.C. DHEC Regulation 61-15,
the public and affected persons are hereby notified that for the following projects, applications have been deemed
complete, and the review cycle has begun. A proposed decision will be made as early as 30 days, but no later
than 120 days, from March 23, 2017. "Affected persons” have 30 days from the above date to submit requests
for a public hearing to Nic Gerrald, Certificate of Need Program, 2600 Bull Street, Columbia, S.C. 29201. If a
public hearing is timely requested, the Department’s decision will be made after the public hearing, but no later
than 150 days from the above date. For further information call (803) 545-3495.

Affecting Beaufort County

South of Broad Healthcare d/b/a South of Broad Hospital
Construction of a 20-bed acute care microhospital in Beaufort County at a total project cost of $39,334,924.

Affecting Berkeley County

Medical University Hospital Authority d/b/a MUHA Community Hospital
Construction of a 128-bed general acute hospital in Berkeley County at a total project cost of $325,000,000.

Palmetto Lowcountry Behavioral Health
The transfer of 44 psychiatric beds and 16 substance abuse beds and the addition of 48 psychiatric beds for a
total of 108 beds in a newly constructed facility at a total project cost of $35,529,725.

Affecting Cherokee County

Well Care Home Health of the Upstate, Inc.
Establishment of a Home Health Agency in Cherokee County at a total project cost of $29,000.

Affecting Chester County

Well Care Home Health of the Upstate, Inc.
Establishment of a Home Health Agency in Chester County at a total project cost of $29,000,

Affecting Dorchester County

Trident Medical Center, LLC d/b/a Summerville Medical Center
Addition of a 2nd robotic surgical system, the da Vinci Xi System, at a total project cost of $2,474,384.

Affecting Greenville County

UHS of Greenville, LLC d/b/a The Carolina Center for Behavioral Health
Addition of 10 substance abuse beds for a total of 39 substance abuse beds at a total project cost of $2,364,837.

Affecting Lancaster County

Rebound Behavioral Health, LILC d/b/a Rebound Behavioral Health
Addition of 21 inpatient psychiatric beds for a total of 45 inpatient psychiatric beds at a total project cost of
$50,000.

South Carolina State Register Vol. 42, Issue 3
March 23, 2018
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Exhibit D

To Colleton Medical Center’s Petition for Administrative
Review and Request for Contested Case Hearing
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Exhibit E

To Colleton Medical Center’s Petition for Administrative
Review and Request for Contested Case Hearing
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Colleton

Medical Center

Quality Counts.

VIA HAND DELIVERY AND EMAIL

Margaret P. Murdock, Esquire

Director, Certificate of Need Program

Bureau of Healthcare Planning and Construction

SC Department of Health and Environmental Control
301 Gervais Street

Columbia, South Carolina 29201

Re:  Medical University Hospital Authority d/b/a MUHA Community Hospital (“MUHA™) —
Certificate of Need application for the construction of a 128 bed general acute hospital in
Berkeley County at a total project cost of $325,000,000; DHEC Matter No. 2520

WALTERBORO COMMUNITY HOSPITAL, INC. D/B/A COLLETON MEDICAL CENTER
AFFECTED PERSON STATUS AND OPPOSITION

Rural healthcare is very important to the State of South Carolina, and I have serious
concerns about MUSC’s proposed hospital in Berkeley County and its effect on rural healthcare
facilities, such as Colleton Medical Center. If the Department permits MUSC to build a $325
million hospital in the Nexton area, it not only encroaches on Colleton Medical Center’s service
area, it also jeopardizes our stability in the market. MUSC’s new hospital will be approximately
40 miles away, and only a 55 minute drive, from Colleton Medical Center.

The main problem with MUSC’s proposed location is that it will be within 25 miles of
several of our primary service area zip codes; 29432 - Branchville, 29471 - Reevesville, 29477 -
St. George, 29435 - Cottageville, and 29474 - Round O. The one zip code that concerns me the
most is Colleton Medical Center’s main service area, 29488 — Walterboro. This zip code is within
30 miles of the proposed site, thus making it appear to me that MUSC’s purpose is to capture
market share rather than reduce drive time for its current patient population who reside in Berkeley,
Dorchester and Colleton counties.

If DHEC permits MUSC to establish a hospital in the proposed area in Berkeley County,
it will greatly enhance MUSC’s ability to capture market share, and it will endanger the stability
and longevity of Colleton Medical Center. Colleton Medical Center has been in operation since
1952 and MUSC's proposed hospital would have a significant adverse impact on Colleton Medical
Center’s inpatient and outpatient volumes and, quite frankly, it will impede Colleton Medical

501 Robertson Boulevard | Walterboro, SC 29488 | Phone: (843) 782-2000 | www.ColletonMedical.com
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Center’s ability to provide high quality services. I do not want to see the residents of Colleton
County and the City of Walterboro potentially lose access to local hospital based healthcare
services, MUSC wants to locate a new hospital in an area that is already well served by existing
facilities. Cities such as Bamberg and Barnwell have not recovered due to their hospitals’ closing
over the past several years. Moreover, Colleton Medical Center does not receive millions of
dollars in state appropriated funds every year like MUSC, and it relies on the local population to
support its hospital facility.

Therefore, pursuant to S.C. Code Ann. §§44-7-130(1) and 44-7-210(C) and Regulation 61-
15 §§103(1) and 305, T am writing on behalf of Walterboro Community Hospital, Inc. d/b/a
Colleton Medical Center (“Colleton Medical Center”) to notify the Department that Colleton
Medical Center is an “affected person™ with respect to MUHA’s CON application referenced
above, and that it opposes the approval of MUHA’s CON application because Colleton Medical
Center is an existing provider of similar services located in Colleton County, which is in the
secondary service area and geographic area to be served by the application. Colleton Medical
Center is opposed to MUHA’s hospital CON application because it does not satisfy the CON Act,
its regulations and the applicable project review criteria. Moreover, MUSC’s project is not needed,
will adversely impact Colleton Medical Center, and does not contain costs.

Colleton Medical Center has excess bed capacity and MUSC’s entry into Berkeley County
will only cause additional excess capacity, and while there is some growth in the area where MUSC
proposes to locate its $325 million hospital, the 80 beds coming on line at Roper-
Berkeley and Summerville Medical Center in the next year will easily accommodate this growth.
While Colleton Medical Center has not conducted a thorough analysis, it believes that once the
Children’s Hospital relocates to its new building currently under construction, there will be
sufficient space for MUHA to locate more than 100 additional beds on its downtown campus at a
cost far less than $325 million, as there are beds in use in that space today.

Please do not hesitate to contact me directly should you have any questions about Colleton
Medical Center’s opposition to this project.

Sincerely,

Lo D ‘e

James O. Hiott 111
CEO, Colleton Medical Center

ROA 000696



Exhibit F

To Colleton Medical Center’s Petition for Administrative
Review and Request for Contested Case Hearing

ROA 000697



de

Parker Poe

William R. Thomas Atlanta, GA
. Partner Charleston, SC
Telephone: 803.253.8658 Charlotte, NC
Direct Fax: 803.255.8017 Columbia, SC
willthomas@parkerpoe.com Greenville, SC
Raleigh, NC

Spartanburg, SC
July 18, 2018
- VIA US MAIL AND EMAIL

Margaret P. Murdock, Esquire

Director, Certificate of Need Program

Bureau of Healthcare Planning and Construction

SC Department of Health and Environmental Control
301 Gervais Street

Columbia, South Carolina 29201

Re: Medical University Hospital Authority d/b/a MUHA Community Hospital
(“MUHA”) — Certificate of Need application for the construction of a 128 bed
general acute hospital in Berkeley County at a total project cost of $325,000,000
DHEC Matter No. 2520

Dear Ms. Murdock:

. I write on behalf of Colleton Medical Center (“CMC”) to state that CMC adopts by

reference the letter dated July 18, 2018, filed on behalf of Trident Medical Center(“TMC”) and
Summerville Medical Center (“SMC”) by Daniel J. Sullivan. While some portions of Mr.
Sullivan’s letter are specific to TMC and SMC, CMC believes that many of the general issues
raised by SMC and TMC apply in the context of CMC’s opposition. MUHA is simply
attempting to enhance its access to residents in Berkeley and Dorchester Counties, and certain
parts of Colleton County, so that it can capture market share in these areas from existing and
proposed providers.

This enhanced access will impact CMC’s already low general acute care bed utilization.
Colleton’s stated bed need in the South Carolina Health Plan is 68, and it currently has 116 beds,
meaning that its occupancy rate in 2016 was 58.6%. CMC cannot afford to lose additional
patients to MUHA, and it will experience material adverse effects in both patient volumes and
staffing if DHEC approves MUHAs Certificate of Need application. The residents of Colleton
County have good access to a community hospital in Colleton County like the one MUHA is
proposing to build in Berkeley County.

As Mr. Hiott expressed in his earlier letter, rural healthcare is under threat in many parts
of South Carolina, and many hospitals have discontinued operations. As CMC is in a very rural
county, it relies on the Department to make critical health planning decision that will preserve
rural healthcare.

Parker Poe Adams & BernsteinLLp Attorneys and Counselors at Law 1221 Main Street Suite 1100 Cotumbia, SC 29201
t803.255.8000 f803.255.8017 www.parkerpoe.com
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Margaret P. Murdock, Esquire
July 18,2018

Page 2
With best regards, I am
Sincerely,
/ )
Vs
William R. Thomas
WRT
cc Jimmy Hiott

CEO, Colleton Medical Center
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William R. Thomas Atlanta, GA
Partner Charleston, SC

Telephone: 803.253.8658 - Charlotte, NC

Direct Fax; 803.255.8017 Columbia, SC
willthomas@parkerpoe.com . Greenville, SC
Raleigh, NC

Spartanburg, SC

August 3, 2018

Via E-mail (LUCASLNM@dhec.sc.gov) &

Via Hand Delivery RECEIVED

The Honorable Lisa Lucas l.ongshore T qee

Clerk of the Board Al 03 278

SC Department of Health and Environmental Control SC Departmetof -
2800 Bull Street calth & hnvuumnemal Control\

Columbia, 8C 29201

Re: Request for Final Review
Decision Granting Application for a Certificate of Need for
Construction of a 128-bed general acute care hospital in Berkeley County at -
a total project cost of $325,000,000 (“Proposed Project” or “Proposed
Hospital”)
Applicant: Medical Umvers:ty Hospital Authority, d/b/a MUHA. Commumty
Hospital
Matter No.: 2520 )
‘Berkeley County, South Carolina’

Dear Ms. Longshore:

:  Pursuant to S.C. Code Ann. § 44-1-60; the State Certification of Need and Health
Facility Licensure Act (S:C. Code Ann. §§ 44-7-110 et seq.) (“CON Act"); S.C. Code Ann. Regs.
61-15 (“CON Regulations”); the South Carolina Administrative Procedures Act (S.C. Code Ann.
§§ 1-23-310 et seq.) ("APA"); and Article I, Section 22 of the South Carolina State Constitution;
on behalf of our client, Walterboro Community Hospital, Inc., d/b/a Colleton Medical Center
(“Colleton”),” I am writing. to. request that the Department Board conduct a final review
conference of the Department- staff's July 23, 2018 decision granting- the Medical University
Hospital Authority, d/b/a MUHA Community Hospital (“MUHA”") a Certificate of Need (“CON") for
the above-referenced Proposed Project. Exhibit A. Reserving its right to raise any issue
considered by or.presented to the Department, Colleton respectfully requests that the
Department Board reverse -the Department staff's decision-and deny MUHA's application for a
CON for the reasons set forth-herein and w:thm the exhibits attached hereto-and incorporated

herein by reference.

Also, enclosed with this Request for Final Review, please find a check in the amount of
$100.00 as payment of the filing fee.

' The Department's decision letter incorrectly” identifies the Proposed Project as affecting Charleston,
South Carolina.

PPAB 4369185v1
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Procedural Background:

On December 27,2017, MUHA submitted its CON application for its Proposed Hospital.2
MUHA’s CON application was deemed complete in the State Register on March 23, 2018.
Exhibit B. The Department issued its letter, deeming the CON application complete, on May
21, 2018. Exhibit C.

On March 22, 2018, Care Alliance Health Services, d/b/a Roper St. Francis Healthcare;
Roper Hospital, Inc.; Bon Secours-St. Francis Xavier Hospital, Inc.; Roper St. Francis Berkeley
Hospital, and Roper Mount Pleasant Hospital (collectively, “Roper’) provided notice to the
Department of its status as an affected person and its opposition to the Proposed Project. By
letters, dated April 19, 2018, Trident Medical Center, LLC, d/b/a Trident Medical Center
(“Trident”) and Summerville Medical Center (“Summerville”) (collectively, “Trident Health
System”) also notified the Department of their status as affected persons and their opposition to
the Proposed Project. Colleton submitted its notice of its status as an affected person and its
opposition to the Proposed Project on July 10, 2018. Exhibit D. The Regional Medical Center
of Orangeburg and Calhoun Counties (“TRMC”) is also an affected person and opposes the
Proposed Project. Colleton, as well as Roper and Trident Health System, provided additional
comments in opposition to the Proposed Project by separate letters dated, July 18, 2018. A
copy of Colleton’s letter is attached as Exhibit E.

The Department staff issued its decision approving MUHA’s CON application on July 19,
2018. Exhibit A. Colleton now respectfully requests that the Department Board conduct a final
review conference on this matter and asks that the Board overturn the Department staff's
decision to approve MUHA’s Proposed Project as it fails to comply with the 2077 — 2018 South
Carolina Health Plan (“State Health Plan”), the CON Act, and the CON Regulations. See S.C.
Code Ann. § 44-7-210(B). See also S.C. Code Ann. Regs. 61-15, § 307.1.

Arguments:
State Health Plan Standards

The Proposed Project fails to comply with the State Health Plan standards. Although the
State Health Plan indicates that MUHA has an institutional need for 147 additional beds, the
Berkeley, Charleston, and Dorchester Counties service area has an excess of 13 beds. See
State Health Plan, p. 27. The State Health Plan allows a provider who has a need for additional
beds to add beds when there is no bed need in the service area. /d. at p. 10. The provider
may add beds at its existing site or another site. /d. However, the provider must “justify,
through patient origin and other data, the need for a new hospital at the chosen site and
the potential adverse impact a new hospital at the chosen site could have on the existing
hospitals in the service area.” /d. at pp. 10-11 (emphasis added). MUHA failed to provide

2 MUHA's Proposed Hospital will include 100 medical/surgical beds, 12 intensive care beds, 16 post-
partum beds, 8 labor and delivery rooms, 8 newborn bassinets, 4 operating rooms, two Cesarean section
operating rooms, two endoscopy suites, a vascular lab, an emergency department, and a diagnostic and
imaging department. The Proposed Project encompasses 311,221 square feet. The total project cost is
$325 million, which equates to a per bed cost of more than $2.5 million. For its size, MUHA's project
appears to be the most expensive hospital ever approved in South Carolina. See generally Ltr. to M.
Murdock from Sullivan Consulting, Inc., dated July 18, 2018, attached as Exhibit F.

PPAB 4369185v1

Exhibit G to Colleton's Petition - Page 2 of 289
ROA 000702




The Honorable Lisa Lucas Longshore
August 3, 2018
Page 3

justification for the establishment of a new hospital in Berkeley County and failed to provide a
reasonable analysis of the Proposed Project’s impact on existing hospitals.

In a letter from its counsel, dated June 19, 2018, MUHA argued that the parties and the
Department have previously interpreted the State Health Plan bed need as “calculated for the
Tri-county area as a single unit so that either projected need for additional hospital Bed Need or
existing beds can be utilized to establish a hospital in any one of the counties as if there are no
county lines.” Colleton does not dispute that the bed need calculation covers the service area
as a whole, which encompasses Berkeley, Charleston, and Dorchester Counties; however,
MUHA fails to acknowledge that the State Health Plan also requires it to demonstrate need for
the new hospital at the chosen site, as well as the potential for adverse impact on other
providers. /d. Moreover, the fact that the State Health Plan allows a provider to utilize
institutional bed need to establish a hospital at another site does not mean that the Department
should disregard health planning principles and approve the Proposed Project.

As will be demonstrated below, there is no need for an additional hospital in Berkeley
County, and the construction of a new hospital will substantially adversely impact other area
providers, including Colleton. Consequently, MUHA's CON application fails to comply with the
standards set forth in the State Health Plan and must be denied. See S.C. Code Ann. § 44-7-
210(B). See also S.C. Code Ann. Regs. 61-15, § 307.1.

Community Need

Although MUHA has a need for additional beds at its downtown Charleston hospital,
there is no justification for allowing MUHA to use its institutional bed need to establish a hospital
in Berkeley County. The Department previously approved two new 50-bed hospitals in Berkeley
County, one of which is scheduled to open in 2019. Exhibit F, p. 3. The Department also
approved a 30-bed addition at Summerville, which should be completed soon. /d. Thus,
Berkeley County will have 80 additional beds coming online in the very near future, and another
50 beds will be added when Trident completes its Berkeley Medical Center project. /d. MUHA
proposes to locate its hospital less than 4 miles from Roper’s new hospital (“Roper Berkeley”).
Id. at p. 4. The area has ample inpatient acute care capacity for the foreseeable future, and the
community’'s emergency medicine services are capably met by these local hospitals and the
freestanding emergency departments (“FSED”) serving area residents. /d. at p. 6.

Hospital utilization in the Lowcountry has experienced very little growth in recent years.
Despite an aging and growing population, inpatient hospital volume averaged only a 1.7%
increase per year between 2012 and 2016. /d. at p. 7. MUHA realized only a 1.6% average
yearly growth between 2012 — 2016, less than the service area average. /d. Colleton’s
occupancy.rate in 2016 was only 38.5%. Colleton has 116 licensed beds, but the 2018 - 2019
South Carolina Health Plan (“2018 State Health Plan”) indicates Colleton has a need of only 68
beds, meaning Colleton has an excess of 48 beds. See 2018 State Health Plan, p. 27. Thus,
again, there is ample capacity in the service area to meet the needs of the community, and
Colleton cannot withstand the loss of patients to a new provider. As set forth in detail below,
many of the ZIP Codes in Colleton's primary service area overlap with ZIP Codes in MUHA's
secondary service area. Consequently, MUHA's Proposed Hospital will materially adversely
impact Colleton’s inpatient and outpatient utilization and the ability to staff its facility.

MUHA asserts that its Proposed Project will only serve Berkeley County patients
currently seeking care at its downtown facility (hereinafter, “MUSC") closer to their homes, but
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the data demonstrates that MUSC does not have sufficient patient volume originating in that
area to sustain a new hospital, particularly one that will be located less than 4 miles from Roper
Berkeley. The Moncks Corner area, which encompasses most of Berkeley County, accounted
for only 3% of MUSC'’s inpatient volume in 2017. [d. at p. 9. North Charleston provided the
largest percentage (18%). /d. By contrast, the Nexton area, where MUHA proposes to locate
its Proposed Hospital, accounted for only 8% of MUSC's inpatient volume in 2017. /d. North
Charleston is already well-served by Trident Health System, and the Nexton area will be well
served by Roper Berkeley and Trident's Berkeley Medical Center. /d. Thus, to be viable,
MUHA will have to redirect market share from other providers, including Colleton.

It in unreasonable to assume that the Proposed Hospital will only serve patients
currently being treated at MUSC. Patients traveling from Berkeley County to seek care at
MUSC in downtown Charleston are likely doing so because they are in need of the tertiary care
services provided there, services that won't be available at MUHA’s Proposed Hospital. Those
patients are unlikely to suddenly seek services at a local community hospital in lieu of MUSC, as
those patients are already bypassing local community hospitals to be treated at MUSC. MUHA
vastly overestimated the number of patients that will be redirected from MUSC to its Proposed
Hospital in Berkeley County. MUSC does not have sufficient volume of patients originating from
that area, and those patients are unlikely to be redirected to the Proposed Hospital because the
Proposed Hospital will not offer the same level of service. The patients who will access MUHA's
Proposed Hospital for care are lower acuity patients residing closer to the site of the Proposed
Hospital, patients who have previously sought services at Colleton and other area providers.

As explained in the submission from Roper's health care planning expert,
Richardson/Knapp & Associates, Inc., community hospitals typically draw patients from the local
area. Exhibit G, p. 3. There is rarely any significant in-migration from beyond the proximate
area. Id. Yet, MUHA has predicted patients will travel past several other hospitals to be treated
at its Proposed Hospital. This is a completely unreasonable assumption. Exhibit F, p. 14. The
more likely scenario is that residents in the community near the Proposed Hospital will utilize
the facility, putting it in direct competition with other area providers, and MUHA will have to
redirect market share from those providers to be viable. /d. Given that Colleton and MUHA
share service areas, Colleton stands to be substantially adversely affected by the Proposed
Hospital.

MUHA provided no ZIP Code detail in its utilization projections; however, the assumption
that patients in distant ZIP Codes will utilize the Proposed Hospital renders MUHA's utilization
projections unreliable. Moreover, the inclusion of these ZIP Codes in MUHA’s drive time
analyses undermines its argument that it seeks only to treat its current Berkeley County patients
closer to their homes. /d. The 29425 ZIP Code and ZIP Codes from distant areas such as
West Ashley and the surrounding islands should not be included in any drive time analysis or in
any utilization projections. /d.

MUHA's utilization projections reflect a 57% utilization rate of the medical/surgical beds
and a 61% utilization rate of the obstetrical beds by the third year of operations. /d. These low
utilization projections do not support the need for the Proposed Project, and given MUHA’s
underlying, unreasonable assumptions (e.g., that patients will travel long distances to seek
services at the Proposed Hospital), the projections are unlikely to be realized. The more
reasonable assumption is that the Proposed Project will replicate the results of a few years prior
when East Cooper Medical Center constructed a replacement hospital and Roper constructed a
new hospital within a few miles of each other. /d. at p. 11. Utilization at East Cooper declined,
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and both East Cooper and Roper’s Mount Pleasant Hospital continue to have low utilization
rates. /d. East Cooper's utilization has been less than 35% each year since Mount Pleasant
Hospital opened, and Mount Pleasant Hospital’s utilization has never reach 20%. /d. If MUHA’s
Proposed Hospital is constructed less than four miles from Roper Berkeley, history
demonstrates that both hospitals will be underutilized. /d. at 12. Once Trident's Berkeley
Medical Center is complete the situation will be greatly magnified. /d.

In its CON application, MUHA cites the Community Health Needs Assessment
(“Assessment”), completed in 2016 by MUHA, Roper, and Trident United Way, in support of its
Proposed Project. /d. Notably, however, the Assessment did not identify the need for another
acute care hospital in the area of Berkeley County where MUHA plans to locate its Proposed
Project. /d. The community needs identified in the Assessment are needs that MUHA’s
Proposed Project will not address (e.g., lack of health insurance and physician shortages). In
sum, the Assessment does not support MUHA’s Proposed Project. MUHA'’s proposed service
area is unrealistic. Its utilization projections are unreliable, and its drive time analyses are
misleading.

MUHA failed to demonstrate need for its Proposed Project; therefore, its CON
application fails to comply with the State Health Plan standards, the CON Act, and the project
review criteria addressing community need. See State Health Plan, pp. 10 — 11. See also S.C.
Code Ann. § 44-7-120 and S.C. Code Ann. Regs. 61-15 § 801.2.

Distribution (Accessibility)

Because there is no need for the Proposed Project, the Proposed Project does nothing
to increase accessibility to services and is, in fact, an unnecessary duplication of services.
Since 1952, Colleton has been providing acute care services to residents of some of the most
rural and poorest areas of the Lowcountry. The Proposed Hospital will be located in the
southwestern portion of Berkeley County, near the borders of Charleston and Dorchester
Counties, in an area of high income development. Exhibit F, p. 4. If MUHA truly sought to
serve its Berkeley County patients closer to their homes, as it proclaims, it would have located
the Proposed Hospital more centrally. /d. Building a hospital in the Nexton community, less
than four miles from Roper Berkeley, does nothing to increase accessibility to services,
particularly for the more rural, medically underserved portions of Berkeley County and the
surrounding communities where lower income residents primarily reside.

Colleton and MUHA share overlapping services areas, including Colleton’s main service
area ZIP Code, the Walterboro ZIP Code, 29488. Given Colleton’s already low utilization rates,
the loss of additional patients to MUHA would seriously jeopardize Colleton’s operations, and it
would significantly impair access to care for many of South Carolina’s neediest citizens.
Bamberg and Barnwell are harbingers of the damage that could result due to MUHA'’s Proposed
Hospital.

As discussed above, to the extent that MUHA seeks to treat its patients currently
seeking care at MUSC, the data demonstrate that the percentage of MUSC patients originating
from Berkeley County is insufficient to sustain a new hospital, particularly one in such close
proximity to other providers. It is unreasonable to expect that MUHA patients living in the
Charleston peninsula or the more distant surrounding islands will drive long distances, past
multiple hospitals to seek care at the Proposed Hospital. Thus, the Proposed Hospital does
nothing to increase accessibility to services for those individuals. MUHA could alleviate its
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internal capacity constraints by adding beds at its downtown facility. /d. at p. 13. MUHA will
soon be opening its Children’s Hospital and Women's Pavilion, vacating large portions of its
downtown facility. /d. Those vacated areas could be renovated to accommodate additional
medical/surgical beds in a much more economical and efficient manner. /d.

MUHA raised the issue of flooding in the downtown peninsula in support of its Proposed
Project, arguing that flooding created a barrier to services at MUSC. Notably, however,
Summerville recently sought to establish a neonatal intensive care unit (“NICU"), arguing that
the flooded streets of downtown Charleston made it difficult to access NICU services at MUSC.
Id. MUHA opposed Summerville’s NICU and stated, “SMC continues to raise false concern
regarding MUSC’s ability to provide care during weather emergencies and flooding.” /d.
(emphasis added). Based on these two diametrically opposed positions, MUHA apparently
inexplicably has no trouble providing care to fragile newborns during flooding but cannot
adequately serve lower acuity acute care patients. MUHA's vacillating position reflects its true
motivation, which is to serve its financial bottom line and not the residents of the community.
Flooding on the peninsula should not be considered a barrier to services supporting the
construction of a new community hospital in an area with no need.

MUHA’s choice of location exposes its true purpose, to capture market share from
competitcrs in the North Charleston area and beyond, which includes Colleton. A hospital in an
area with no need, already well-served by other providers, located less than four miles from a
new hospital that is already under construction and scheduled to open soon, does nothing to
increase or improve accessibility to services and is the very definition of an unnecessary
duplication of services. MUHA’s Proposed Project fails to comply with the State Health Plan,
the CON Act, and the project review criteria governing distribution and accessibility set forth in
the CON Regulations. See State Health Plan, pp. 10 — 11. See also S.C. Code Ann. § 44-7-
120 and S.C. Code Ann. Regs. 61-15, § 802.3.

Financial Feasibility; Ability to Complete the Project

The financial feasibility of MUHA's Proposed Project is highly questionable. - There is no
need for another community hospital in the area, and it is unlikely that MUHA will be able to
meet its utilization projections. Exhibit F, p. 16. In all likelihood, the Proposed Hospital will be
underutilized and will substantially adversely affect the utilization of other area providers. At a
total project cost of $325 million, MUHA’s Proposed Hospital would be the most expensive
hospital ever approved in South Carolina. /d. at p. 19. The Proposed Project is far more
expensive than MUHA's recently approved Children’s Hospital and Women'’s Pavilion, which is
being constructed on the Charleston peninsula and will include specialized units and ancillary
areas. /d. To say that the cost of MUHA’s Proposed Project is astronomical is a vast
understatement.

MUHA currently has capital commitments totaling approximately $487 million for major
projects for which it has already received CON approval. /d. at p. 16. If MUHA receives a CON
for its Proposed Hospital, its capital projects would total approximately $812 million. /d. MUHA
is highly leveraged, has limited cash reserves, and its net income was $28.6 million below
budget for the eight months ending February 28, 2018. /d. at pp. 17 — 18. MUHA operates on
very thin margins, and its ability to complete a $325 million project given its other financial
commitments is highly suspect. /d. In fact, the funding letter from Armadale Partners, included
in MUHA’s CON application, states that HUD funding for the project cannot be guaranteed. /d.
atp. 17. :
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The approval of an unneeded $325 million facility reflects unsound health care planning.
MUHA'’s need for additional hospital beds could be addressed much more economically and
efficiently through the renovation of space at its downtown facility. Risking taxpayer funds on a
project for which there is no community need is irresponsible. The Proposed Project does
nothing to promote cost containment, and MUHA’s Proposed Project fails to comply with the
State Health Plan, CON Act and muiltiple project review criteria contained within the CON
Regulations. See State Health Plan, pp. 10 — 11.  See also S.C. Code Ann. § 44-7-120 and
S.C. Code Ann. Regs. 61-15, §§ 802.12, 802.13, 802.14, 802.15, 802.16, and 802.19.

Adverse Impact

Despite requests from affected persons to include adverse impact as one of the project
review criteria considered most important, the Department inexplicably chose not to do so. See
Exhibit C, p. 2. The Department also chose not to conduct a project review meeting for a $325
million project with multiple opposing parties, all of whom demonstrated that if approved, the
Proposed Project would substantially adversely impact them. MUHA'’s claims that its Proposed
Project will have no adverse impact on area providers is unreasonable and borders on the
absurd. As demonstrated herein, MUHA’s Proposed Project will not solely treat patients
currently seeking care at MUSC as claimed. The Proposed Hospital will draw patients who
reside in proximity to the proposed site. A high percentage of patients will originate from areas
outside of Berkeley County, such as areas in and around Colleton County. Exhibit F, p. 20.
MUHA will have to redirect market share from other area providers in order meet its utilization
projections, and MUHA'’s Proposed Hospital will still likely be an underutilized facility. /d. The
sheer proximity of the Proposed Hospital to Roper Berkeley will no doubt result in two
underutilized hospitals just as it did when Roper's Mt. Pleasant Hospital opened within a few
miles of East Cooper Medical Center. /d. at p. 10.

Colleton’s primary service area includes many of the same ZIP Codes that are part of
MUHA's secondary service area, including 29432 — Branchville, 29471 — Reevesville, 29477 —
St. George, 29435 - Cottageville, and 29474 — Round O. MUHA'’s service area also includes
Colleton’s main ZIP Code, the 29488 ZIP Code covering Walterboro. The Walterboro ZIP Code
is close to MUHA’s Proposed Hospital site. Colleton expects that many patients residing in
Walterboro, as well as other smaller, rural communities, will be redirected to MUHA'’s Proposed
Hospital. The loss of patients to MUHA would substantially adversely impact Colleton.
Colleton’s utilization rates were only 38.5% in 2016, and the 2018 State Health Plan shows
Colleton as having a bed need for only 68 beds. See 2018 State Health Plan, p. 27. Colleton is
currently licensed to operate 116 beds, meaning Colleton has excess bed capacity of 48 beds.
Id. Colleton is a small, rural hospital, serving poorer communities in the Lowcountry. A new
128-bed hospital threatens the very existence of Colleton. Even if Colleton could withstand the
loss of patients to MUHA, the Proposed Hospital has the potential to affect the breadth of
services provided at Colleton as well as the quality of care.

Colleton has been serving the Lowcountry since 1952. Rural hospitals, in general, have
slim operating margins, and the loss of market share to encroaching competitors can have
devastating effects. The State of South Carolina has a duty to ensure that all South Carolina
residents have access to high quality care. That duty should not be subordinate to another
provider's desire to control the market by establishing a new unneeded hospital in a high
income area already well-served by other providers.
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Given the substantial adverse impact that MUHA’s Proposed Project will have on area
providers, an impact that could be devastating for Colleton, it is unreasonable that the
Department would not consider adverse impact as one of the most, if not the most, important
project review criteria. Colleton strongly urges the Department Board to consider the adverse
impact of this Proposed Project on Colleton and other providers in its final review conference on
this matter, as the Proposed Project fails to comply with the State Health Plan standards, the
CON Act, and the project review criteria governing adverse impact set forth in the CON
Regulations. See State Health Plan, pp. 10 — 11. See also S.C. Code Ann. § 44-7-120 and
S.C. Code Ann. Regs. 61-15, § 802.23.

Regulation 61-15, Section 501

Section 501 of the CON Regulations provides that

[in the case of any proposed new institutional health service for the provision of
health services to inpatients, the Department shall not grant a Certificate of
Need, or otherwise make a finding that such proposed new institutional health
service is needed unless:

1. The capital and operating costs of the proposal and their potential
impact on patient charges are reasonable;

2. Superior alternatives to such services in terms of cost, efficiency, or
appropriateness do not exist and that the development of such
alternatives is not practicable;

3. In the case of new construction, alternatives to new construction (e.g.,
modernization or sharing arrangements) have been considered,;

4, Patients will experience serious problems in terms of costs,
availability or accessibility, or such other problems as may be identified
by the Department in obtaining care of the type proposed in the
absence of the project. . . .

Id. (emphasis added). The Department’s findings with regard to Section 501’s requirements
are in error. See Exhibit A, p. 4.

As demonstrated herein, the capital costs of the Proposed Project are far from
reasonable at $325 million, and the Proposed Project's adverse impact on area providers will
drive up health care costs. There are superior alternatives to the project that are more
economic, efficient, and appropriate. Primarily, MUHA can address its institutional bed need by
renovating space and adding beds at MUSC, where they are actually needed. MUHA will have
large amounts of vacated space available once its Children’s Hospital and Women's Pavilion is
open. That space could be easily renovated to accommodate additional medical surgical beds
at a cost well below $325 million. Instead, MUHA chooses not to add beds to MUSC where its
bed need exists but instead to construct the most expensive hospital ever proposed in South
Carolina in a service area with no need shown in the State Health Plan in a county that is
currently well served by other providers and which has ample bed capacity for the foreseeable
future as a result of previously approved projects. Residents of Berkeley County have no
problems in terms of costs, availability, or accessibility with regard to inpatient acute care
services, emergency medicine services, or ancillary outpatient services. MUHA has chosen

PPAB 4369185v1
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The Honorable Lisa Lucas Longshore
August 3, 2018
Page 9

Berkeley County, and the Nexton community in particular, for the sole purpose of expanding its
territory and redirecting market share from other providers, including Colleton.

MUHA’s Proposed Project fails to comply with the criteria set forth in S.C. Code Ann.
Regs. 61-15, § 501 and, therefore, cannot be approved.

Conclusion:

For the reasons set forth above and within the exhibits attached hereto and incorporated
herein by reference, Colleton respectfully requests that the Department Board conduct a final
review conference on this matter and that the Board overturn the Department’s decision to
approve MUHA’s CON application, as the Proposed Project fails to comply with the State Health
Plan, the CON Act, and the CON Regulations in that (i) there is no need for the Proposed
Project; (ii) the Proposed Project does nothing to increase accessibility to services and is an
unnecessary duplication of services; (i) the Proposed Project is not financially feasible and may
not be able to be completed; (iv) the Proposed Project will substantially adversely impact other
area providers; and (v) the Proposed Project fails to comply with the requirements of Section
501 of the CON Regulations. See S.C. Code Ann. § 44-7-210(B). See also S.C. Code Ann.
Regs. §§ 307.1 and 501.

Colleton looks forward to the opportunity to more fully address its opposition to MUHA's
Proposed Project at the final review conference.

With best regards, [ am

Sincere

iam R. Thomas

WRT

Enclosures

cc: Ashley C. Biggers, Esquire (via hand delivery with enclosures)
Vito Wicevic, Esquire (via hand delivery with enclosures)
Louis W. Eubank, MSW MPH (via hand delivery with enclosures)
Margaret P. Murdock, Esquire (via hand delivery with enclosures)
Ralph Barbier, Esquire (via hand delivery with enclosures)
M. Elizabeth Crum, Esquire (via hand delivery with enclosures)
Todd Gallati (via email with enclosures)
Lisa Valentine (via email with enclosures)
James O. Hiott, Iil (via email with enclosures)
Charles E. Williams, FACHE (via email with enclosures)
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NOTICES 9

Affecting York County

Amisub of South Carolina, Inc. d/b/a Piedmont Medical Center
Addition of an Electrophysiology lab and a biplane lab as well as the purchase of a CT equipment at a total
project cost of $7,062,274.

In accordance with Section 44-7-210(A), Code of Laws of South Carolina, and S.C. DHEC Regulation 61-15,
the public and affected persons are hereby notified that for the following projects, applications have been deemed
complete, and the review cycle has begun. A proposed decision will be made as early as 30 days, but no later
than 120 days, from March 23, 2017. "Affected persons" have 30 days from the above date to submit requests
for a public hearing to Nic Gerrald, Certificate of Need Program, 2600 Bull Street, Columbia, S.C. 29201. If a
public hearing is timely requested, the Department’s decision will be made after the public hearing, but no later
than 150 days from the above date. For further information call (803) 545-3495.

Affecting Beaufort County

South of Broad Healthcare d/b/a South of Broad Hospital
Construction of a 20-bed acute care microhospital in Beaufort County at a total project cost of $39,334,924.

Affecting Berkeley County

Medical University Hospital Authority d/b/a MUHA Community Hospital
Construction of a 128-bed general acute hospital in Berkeley County at a total project cost of $325,000,000.

Palmetto Lowcountry Behavioral Health
The transfer of 44 psychiatric beds and 16 substance abuse beds and the addition of 48 psychiatric beds for a
total of 108 beds in a newly constructed facility at a total project cost of $35,529,725.

Affecting Cherokee County

Well Care Home Health of the Upstate, Inc.
Establishment of a Home Health Agency in Cherokee County at a total project cost of $29,000.

Affecting Chester County

Well Care Home Health of the Upstate, Inc.
Establishment of a Home Health Agency in Chester County at a total project cost of $29,000.

Affecting Dorchester County

Trident Medical Center, LLC d/b/a Summerville Medical Center
Addition of a 2nd robotic surgical system, the da Vinci Xi System, at a total project cost of $2,474,384.

Affecting Greenville County

UHS of Greenville, LLC d/b/a The Carolina Center for Behavioral Health
Addition of 10 substance abuse beds for a total of 39 substance abuse beds at a total project cost of $2,364,837.

Affecting Lancaster County

Rebound Behavioral Health, LLC d/b/a Rebound Behavioral Health
Addition of 21 inpatient psychiatric beds for a total of 45 inpatient psychiatric beds at a total project cost of
$50,000.

South Carolina State Register Vol. 42, Issue 3
March 23, 2018
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Colleton

Medical Center

Quality Counts.

VIA HAND DELIVERY AND EMAIL

Margaret P. Murdock, Esquire

Director, Certificate of Need Program

Bureau of Healthcare Planning and Construction

SC Department of Health and Environmental Control
301 Gervais Street

Columbia, South Carolina 29201

Re:  Medical University Hospital Authority d/b/a MUHA Community Hospital (*“MUHA™) —
Certificate of Need application for the construction of a 128 bed general acute hospital in
Berkeley County at a total project cost of $325,000,000; DHEC Matter No. 2520

WALTERBORO CoMMUNITY HOSPITAL, INC. D/B/A COLLETON MEDICAL CENTER
AFFECTED PERSON STATUS AND OPPOSITION

Rural healthcare is very important to the State of South Carolina, and I have serious
concerns about MUSC’s proposed hospital in Berkeley County and its effect on rural healthcare
facilities, such as Colleton Medical Center. If the Department permits MUSC to build a $325
million hospital in the Nexton area, it not only encroaches on Colleton Medical Center’s service
area, it also jeopardizes our stability in the market. MUSC’s new hospital will be approximately
40 miles away, and only a 55 minute drive, from Colleton Medical Center.

The main problem with MUSC’s proposed location is that it will be within 25 miles of
several of our primary service area zip codes; 29432 - Branchville, 29471 - Reevesville, 29477 -
St. George, 29435 - Cottageville, and 29474 - Round O. The one zip code that concerns me the
most is Colleton Medical Center’s main service area, 29488 — Walterboro. This zip code is within
30 miles of the proposed site, thus making it appear to me that MUSC’s purpose is to capture
market share rather than reduce drive time for its current patient population who reside in Berkeley,
Dorchester and Colleton counties.

If DHEC permits MUSC to establish a hospital in the proposed area in Berkeley County,
it will greatly enhance MUSC's ability to capture market share, and it will endanger the stability
and longevity of Colleton Medical Center. Colleton Medical Center has been in operation since
1952 and MUSC s proposed hospital would have a significant adverse impact on Colleton Medical
Center’s inpatient and outpatient volumes and, quite frankly, it will impede Colleton Medical

501 Robertson Boulevard | Walterboro, SC 29488 | Phone: (843) 782-2000 | www.ColletonMedical.com
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Center’s ability to provide high quality services. I do not want to see the residents of Colleton
County and the City of Walterboro potentially lose access to local hospital based healthcare
services, MUSC wants to locate a new hospital in an area that is already well served by existing
facilities. Cities such as Bamberg and Barnwell have not recovered due to their hospitals’ closing
over the past several years. Moreover, Colleton Medical Center does not receive millions of
dollars in state appropriated funds every year like MUSC, and it relies on the local population to
support its hospital facility.

Therefore, pursuant to S.C. Code Ann. §§44-7-130(1) and 44-7-210(C) and Regulation 61-
15 §§103(1) and 305, I am writing on behalf of Walterboro Community Hospital, Inc. d/b/a
Colleton Medical Center (“Colleton Medical Center”) to notify the Department that Colleton
Medical Center is an “affected person™ with respect to MUHA’s CON application referenced
above, and that it opposes the approval of MUHA’s CON application because Colleton Medical
Center is an existing provider of similar services located in Colleton County, which is in the
secondary service area and geographic area to be served by the application. Colleton Medical
Center is opposed to MUHA s hospital CON application because it does not satisfy the CON Act,
its regulations and the applicable project review criteria. Moreover, MUSC’s project is not needed,
will adversely impact Colleton Medical Center, and does not contain costs.

Colleton Medical Center has excess bed capacity and MUSC’s entry into Berkeley County
will only cause additional excess capacity, and while there is some growth in the area where MUSC
proposes to locate its $325 million hospital, the 80 beds coming on line at Roper-
Berkeley and Summerville Medical Center in the next year will easily accommodate this growth.
While Colleton Medical Center has not conducted a thorough analysis, it believes that once the
Children’s Hospital relocates to its new building currently under construction, there will be
sufficient space for MUHA to locate more than 100 additional beds on its downtown campus at a
cost far less than $325 million, as there are beds in use in that space today.

Please do not hesitate to contact me directly should you have any questions about Colleton
Medical Center’s opposition to this project.

Sincerely,

Lo D W T

James O. Hiott III
CEO, Colleton Medical Center
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dy

Parker Poe

William R, Thomas Atlanta, GA
. Partner Charleston, SC
Telephone: 803.253.8658 Charlotte, NC
Direct Fax: 803.255.8017 Columbia, SC
willthomas@parkerpoe.com Greenville, SC
Raleigh, NC

Spartanburg, SC
July 18, 2018
. V1A US MAIL AND EMAIL

Margaret P. Murdock, Esquire

Director, Certificate of Need Program

Bureau of Healthcare Planning and Construction

SC Department of Health and Environmental Control
301 Gervais Street

Columbia, South Carolina 29201

Re: Medical University Hospital Authority d/b/a MUHA Community Hospital
(“MUHA”) — Certificate of Need application for the construction of a 128 bed
general acute hospital in Berkeley County at a total project cost of $325,000,000
DHEC Matter No. 2520

Dear Ms. Murdock:

4 I write on behalf of Colleton Medical Center (“CMC”) to state that CMC adopts by

reference the letter dated July 18, 2018, filed on behalf of Trident Medical Center(“TMC”) and
Summerville Medical Center (“SMC”) by Daniel J. Sullivan. While some portions of Mr.
Sullivan’s letter are specific to TMC and SMC, CMC believes that many of the general issues
raised by SMC and TMC apply in the context of CMC’s opposition. MUHA is simply
attempting to enhance its access to residents in Berkeley and Dorchester Counties, and certain
parts of Colleton County, so that it can capture market share in these areas from existing and
proposed providers.

This enhanced access will impact CMC’s already low general acute care bed utilization.
Colleton’s stated bed need in the South Carolina Health Plan is 68, and it currently has 116 beds,
meaning that its occupancy rate in 2016 was 58.6%. CMC cannot afford to lose additional
patients to MUHA, and it will experience material adverse effects in both patient volumes and
staffing if DHEC approves MUHA’s Certificate of Need application. The residents of Colleton
County have good access to a community hospital in Colleton County like the one MUHA is
proposing to build in Berkeley County.

As Mr. Hiott expressed in his earlier letter, rural healthcare is under threat in many parts
of South Carolina, and many hospitals have discontinued operations. As CMC is in a very rural
county, it relies on the Department to make critical health planning decision that will preserve
rural healthcare.

Parker Poe Adams & BernsteinLLP Attorneys and Counselors at Law 1221 Main Street Suite 1100 Cotumbia, SC 29201
t803.255.8000 f803.255.8017 www.parkerpoe.com
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Margaret P. Murdock, Esquire
July 18,2018
Page 2

With best regards, I am
Sincerely,

William R. Thomas
WRT

cc: Jimmy Hiott
CEO, Colleton Medical Center
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To Request for Final Review Conference
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Margaret P. Murdock, Esq. July 18,2018
Page 2

Summerville approximately two miles from the site. According to MUHA, the Freestanding
Emergency Department will ultimately be relocated to the new hospital if approved.

2. Project Review Criteria

In its letter deeming the application complete, the Department identified the following specific
project review criteria important to the review.

a. Compliance with the Need Outlined in the South Carolina Health Plan
b. Community Need Documentation;

c. Distribution (Accessibility);

d. Ability to Complete the Project.

A significant omission from this criteria list is Adverse Effects on Other Facilities. Placing a new
acute care hospital in close proximity to other acute care hospitals such as Trident, SMC, and the
Roper St. Francis — Berkeley Hospital (“RSF-Berkeley”), currently under construction, will have
a significant adverse impact on these providers, which MUHA has ignored in its application. The
MUHA project will also have a significant adverse impact on existing and approved freestanding
emergency departments in the area. These impacts will be detailed below. The Department
should give great weight in its review to the multifaceted impacts that will result from the
approval of the MUHA project that stand in stark contrast to any minimal benefits it will provide
to the health care system in the Tri-County area.

Construction Costs and Methods is another criterion that should be of high priority. A capital
expenditure of $325 million for a 128-bed hospital is exorbitant, and MUHA makes no effort to
explain why this cost is reasonable.

The high price tag for this project also raises serious questions about the Financial Feasibility of
the project in terms of Projected Revenues and Projected Expenses. The projections of utilization
for the MUHA-Nexton hospital are also highly suspect, and under more reasonable assumptions
would result in projections of ongoing losses for the project.

The massive capital expenditures that MUHA has already underway or approved raise serious
concerns about the Applicant’s Ability to Complete the Project and the wisdom of adding
another major capital commitment to an organization that receives State appropriations and that
is currently carrying a tremendous debt load already.

Each of these criteria will be addressed below.

3. Consistency with the 2017-2018 South Carolina Health Plan

The MUHA application states that there is need for 147 beds in the service area (p. 49), but that
is the need identified for MUHA in downtown Charleston. In fact, while MUHA does have a

bed need in the Health Plan, the Berkeley/Charleston/Dorchester service area as a whole has a
negative bed need of 13. See Exhibit 1.
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Margaret P. Murdock, Esq.

Exhibit 1
Acute Care Bed Need Calculation for Berkeley/Charleston/Dorchester Service Area

July 18,2018

Page 3

Varlable To Be 2015
Age 2015 2022 2015 Proj Rate Bed Existing Added / % Occup
Facliity by Regien and County Cat Pop Pop Pt Days ADC Factor Need Beds Excess Rate

Trident Medical Center & Bearkeley <18 166114 180030 [
Medical Center 1, 16 18-64 476343 5353¢0 0
+€5 102069 146830 0

TOTAL 744,526 862,250 71,955 228 70% 327 296 31 66.60%
Summerville Medical Center 17 <18 166114 186030 2028 &
18-64 476343 535380 11593 36
+65 102069 1458830 8513 34

TOTAL 744,526 862,250 22,134 75 65% 116 124 -8 48.950%
MUSC Medical Center 12 <18 166114 18C030 28393 &4
18-64 476343 535380 105594 325
+65 102069 146830 48814 192

TOTAL 744,526 862,250 182,807 602 75% 803 656 147 76.35%
Mount Pleasant Hospital <18 166114 180030 8 0
18-64 476343 535380 2645 g8
<65 102069 146830 2400 ¢

TOTAL 744,526 862,250 5,053 18 65% 28 85 =57 16.29%
Roper Hospital 13 <18 1656114 180030 i3 o
18-64 476343 535380 22148 68
+65 102069 146830 34258 135

TOTAL 744,526 862,250 56,419 203 70% 291 316 -25 48.92%
Bon Secours - Saint Francis Xavier Hospital <18 166114 180030 92 0
18-64 476343 535350 18206 5%
+85 102069 146830 12378 49

TOTAL 744526 862,250 31,677 108 70% 155 204 -49 42.54%
East Cooper Medical Center <18 166114 180030 19 o]
18-64 476343 535390 8607 27
+65 102069 146830 5979 24

TOTAL 744,526 862,250 14,605 50 65% 78 130 -52 30.78%

1,798 1,811 -13

Berkeley / Charleston / Dorchester County
Total

The specific language regarding the bed need calculation in the Health Plan is:

1. Calculations of hospital bed need are made for individual hospitals and totaled by county to

determine the overall bed need for that service area, which is the county for CON purposes.

Clearly, there is no need for 128 additional acute care beds in a new facility when assessing need
from a community-wide perspective. This lack of need is underscored by the fact that there are
130 new, approved acute care beds that have yet become operational. These include:

e 30 beds for SMC, which will be completed in the near future.

e 50 beds for the RSF-Berkeley Hospital, which will open in the Fall of 2019.

e 50 beds at Trident Berkeley Medical Center, which are under development but have been
delayed due to wetlands issues with the site.!

! Trident is well aware of MUHA's position regarding Berkeley Medical Center. Even if the 50 approved beds for
Berkeley Medical Center were removed from the inventory, there would be a need for only 37 acute care beds in the
Berkeley/Charleston/Dorchester service area, which is insufficient to support a new 128-bed hospital located next to

RSF-Berkeley.
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In addition, Standard 5 of the Acute Care Bed Chapter is applicable to this project.

5. A facility may apply to create a new additional hospital at a different site within the same
service area through the transfer of existing licensed beds, the projected bed need for the
facility, or a combination of both existing beds and projected bed need. The facility is not
required to have a projected need for additional beds in order to create a new additional
hospital. There is no required minimum number of beds in order to approve the CON
application. The applicant must justify, through patient origin and other data, the need for
a new hospital at the chosen site and the potential adverse impact a new hospital at the
chosen site could have on the existing hospitals in the service area.

The MUHA-Nexton hospital is inconsistent with this standard because the applicant failed to
document the need for the new hospital or reasonably present the potential adverse impact on
existing providers.

As will be discussed in more detail under the Community Need criterion, there is no need that
the MUHA project will address. The applicant states that there is a shortage of health care
services in Berkeley County, but this project fails to address the new bed capacity that will be
opened in Berkeley County in the future. MUHA-Nexton will be located in the southwestern
portion of Berkeley County near its borders with Dorchester and Charleston Counties. Had its
objective been to serve Berkeley County, MUHA could have sought a site more central to the
county. Instead, MUHA chose a site that is near the higher income developments of Nexton and
Cane Bay while the remainder of the county is more rural with lower income residents. Most
astonishingly, the MUHA-Nexton site is less than 4 miles from the RSF-Berkeley location, a
facility that is scheduled in the Fall 2019. It would be the abandonment of all rational health
planning principles to approve a second new hospital to serve the same service area population
before the first hospital has even opened, especially one so close.

The proposed site was also selected to draw patients from Dorchester County and Northern
Charleston County, which are already well-served by existing hospitals, including SMC, which
will soon open 30 new acute care beds, and Trident. These existing hospitals can address the
needs of the population MUHA seeks to serve.

MUHA’s approach to adverse impact project is the same implausible one it has used in its many
other CON applications for projects in Berkeley and North Charleston: we seek only to serve our
own patients. It defies logic that MUHA would invest $325 million in a facility that would attract
no new market share. Moreover, patients from Berkeley and surrounding areas who have
travelled to MUHA historically do so despite the presence of closer hospitals, largely because of
the specialized tertiary and quaternary services offered at MUHA on the peninsula, which will
not be offered at MUHA-Nexton. Community hospitals draw patients from the areas most
proximate to their location, and MUHA-Nexton will draw patients primarily from the areas
served by SMC and Trident currently and RSF-Berkeley in the future.

For these reasons, MUHA-Nexton is inconsistent with the South Carolina Health Plan.
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4. Community Need

There is simply not a need for another hospital in the portion of the Tri-County region where
MUHA seeks to construct a new 128-bed hospital, especially one that costs a staggering $325
million. As noted above, the calculations in the South Carolina Health Plan indicate no need for
additional beds in the Tri-County area through 2022.

Community need for a new hospital is typically based on:

e Geographic Access — Service area residents are required to travel relatively long distances to
receive the services proposed.

e Capacity Access — Existing facilities in the service area do not have sufficient capacity to
accommodate all patients in need of care.

¢ Financial Access — Lower income service area residents are unable to access existing
facilities in the service area.

None of these considerations supports approval of MUHA’s project.

As a starting point, the service area claimed by MUHA for the new community is the entire Tri-
County area and beyond, to include Horry county, which is not reasonable for a start-up facility
offering primary and secondary services. A more reasonable assumption is that MUHA-Nexton
will draw patients primarily from Berkeley and Dorchester counties, and the northern portion of
Charleston County. Exhibit 2 displays the MUHA-Nexton created maps depicting the service
area MUHA claims in its application and the locations of existing and approved acute care
hospitals.

Trident and Summerville Medical Centers do not believe the MUHA created maps in Exhibit 2
and 3are an accurate depiction of the service area regions given the representation of the North
Charleston, Moncks Corner, Summerville and Sea Island areas. No one with any knowledge of
the area would indicate that Summerville Medical Center is in the North Charleston area (which
is where it would be on MUHA’s map as depicted below); that the West Ashley area of
Charleston is in the Sea Island region; that the West Ashley region would include Hollywood,
South Carolina, or that Moncks Corner reaches down to Goose Creek, and includes portions of
Berkeley County west and north of Lake Moultrie. These maps are simply being used in this
letter because MUHA has represented in its application that these are the areas it intends to
serve, but the service area representations are inaccurate.
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Margaret P. Murdock, Esq.

July 18,2018

Page 8§
Exhibit 4
Adult Inpatient Trends for Tri-County Hospitals

Annual %

Hospital 2012 2013 2014 2015 2016 Change
MUSC 26,479 26,801 27,028 26,625 | 28,184 1.6%
Trident Medical Ctr 20,160 20,285 20,136 21,811 | 23,065 3.4%
Roper Hospital 14,805 13,797 12,403 13,105 13,550 -2.2%
Bon Secours 8,491 8,667 8,608 8,698 9,030 1.6%
East Cooper 4,345 4,721 4,859 5,108 5,238 4.8%
Mount Pleasant Hospital 1,420 1,495 1,642 1,623 1,829 6.5%
Total 75,700 75,766 74,676 76,970 | 80,896 1.7%

Source: MUHA-Nexton application, p. 35

It would be difficult to envision a situation in which there is less evidence to support the
development of a new hospital such as MUHA-Nexton. This project will duplicate existing and

approved resources at an unreasonable cost to the health care system.

MUHA'’s Need Argument

Rather than address any community need, MUHA presents institution-specific arguments in

support of its project, which include:

o A large percentage of MUHA' s adult inpatients originate from the Berkeley county area and
establishing an acute care hospital in Berkeley County will allow patients to have convenient
access to care near their place of work and home.

e Berkeley County is an underserved market in the Tri-County area and only has one acute

care hospital planned and under construction to service the entire population.

e Increased demand for inpatient services at MUHA and within the Tri-County service area,
resulting in capacity constraints and prolonged boarding hours.

e Flooding on the Peninsula constrains access to MUHA’s existing hospital
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Even mothers who are not diagnosed pre-delivery with complicating diagnoses often choose to
seek care at perinatal centers that offer a full range of neonatal services. It is likely that patients
who have historically bypassed the convenience of a closer community hospital perinatal
program will continue to travel downtown even if MUHA-Nexton opens. MUHA argued
vehemently in its opposition to SMC’s Level III neonatal intensive care unit application that
there is no hardship imposed on mothers who must travel to the peninsula for admission or in
transporting neonates who require Level III services. This is in stark contrast to MUHA’s
current statements in its CON application for a new hospital.

Some patients choose to travel to MUHA for more routine services simply because it is a
teaching hospital. MUHA has far overestimated the number of its patients who can be redirected
to MUHA-Nexton. At the same time, the applicant has overestimated how far patients from more
distant parts of the Tri-County area are willing to travel to a new community hospital in
Summerville. The most reasonable expectation is that the new MUHA hospital will compete
directly with the hospitals in the local market including SMC, Trident, and RSF-Berkeley, and
will draw patients from rural hospital like Colleton Medical Center and the Regional Medical
Center for Orangeburg and Calhoun Counties.

The development of MUHA-Nexton in close proximity to RSF-Berkeley will likely result in
both hospitals being underutilized. A review of the circumstances that occurred in Mount
Pleasant with the opening of Mount Pleasant Hospital is instructive of what to expect in Berkeley
County if two new hospitals open there in such close proximity.

East Cooper Medical Center (“East Cooper™) applied to construct a replacement hospital and
reduce its acute bed complement from 140 to 130 beds. At the same time, Roper St. Francis
applied to open a new hospital, Mount Pleasant Hospital with 85 beds, approximately 7 miles
north of East Cooper on U.S. 17. Roper St. Francis made the claim that it would seek to serve
patients from Mount Pleasant who were travelling to Roper Hospital on the Peninsula and that its
project would not adversely impact East Cooper. It also projected that its new hospital would be
well utilized within three years of opening.

Neither of these claims was realized. As shown in Exhibit 5, during 2012, Mount Pleasant
Hospital’s first full year of operation, East Cooper’s average daily census dropped by
approximately 8 patients from its 2009 level, which was before Roper St. Francis began its
development efforts for its new hospital. Mount Pleasant Hospital’s ADC reached only 10.8
patients in 2012, indicating that the majority of Mount Pleasant Hospital’s patients came from
East Cooper rather than through redirection from Roper Hospital. Both hospitals have seen only
modest growth in utilization since 2012.
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If MUHA-Nexton is approved to operate less than 4 miles from RSF-Berkeley, predictably both
hospitals will struggle to reach reasonable levels of utilization for the foreseeable future. Once
Trident Berkeley Medical Center opens in Moncks Corner, the MUHA-Nexton’s impact will be
magnified with three new, underutilized hospitals in the area.

Berkeley County is Not an Underserved Market

The applicant claims in several places that Berkeley County is severely underserved; however, it
presents no evidence of underservice other than citing two planning documents that do not
consider all of the new health care services that are entering the market. The applicant cited the
most recent Berkeley County Comprehensive Plan as indicating a lack of health care facilities
providing services for the general population in the county. There is a single reference in an
appendix to the report that does not consider the two approved acute care hospitals or the two
approved FSEDs.

The applicant also discusses the Community Health Needs Assessment (CHNA) completed in
2016 by MUHA, Roper St. Francis, and Trident United Way. This assessment discusses a
number of aspects of health care access such as physician shortage and lack of health insurance,
but these are not issues that MUHA-Nexton will address. There is no identification of a need for
another acute care hospital in the portion of Berkeley County that will have the greatest access to
inpatient services in the future with the opening of RSF-Berkeley.

It is premature to make any judgments about the need for a new hospital to serve Berkeley
County when two approved hospitals and two new FSEDs that will serve the same local market
as MUHA-Nexton have not yet opened. These new approved facilities will bring with them new
physicians and services not currently available and will positively impact access to care.

The applicant presents a travel analysis to indicate that patients traveling to MUHA’s downtown
hospital will have reduced travel times to MUHA-Nexton. This is a one-dimensional analysis
that does not consider travel times to all existing and approved hospital providers. Any
improvements in travel times would be negligible if RSF-Berkeley, SMC, and Trident were
factored into the analysis. Again, MUHA’s travel time and accessibility arguments are in
complete opposition to the arguments MUHA made recently at the Level III NICU project
review meeting and in submissions to DHEC.

Another claim is that the addition of beds at MUHA-Nexton would move lower acuity patients to
a new location and provide additional capacity and flexibility for MUHA to accept higher acuity
transfers from other hospitals. See Application, p. 43. The same objective could be achieved in a
far less disruptive manner by simply adding more bed capacity to MUHA’s existing hospital.
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Increased Demand at MUHA and the Tri-County Market

MUHA argues that utilization of its hospital on the peninsula has been increasing and it has a
need for additional capacity. Assuming that this is true, the need for capacity at a regional
referral center in downtown Charleston does not lead to a conclusion that 128 new acute beds
should be placed in a community hospital in Berkeley County.

With the opening of the Children’s Hospital and Women’s Pavilion, MUHA will be vacating
large areas of its downtown facilities, including beds which currently accommodate inpatients
receiving reportedly high quality care and the facility has met licensing standards. Despite
MUHA’s claims to the contrary, these existing facilities could be renovated at a far lower cost
than $325 million to accommodate additional acute care beds and these beds be available to
serve MUHA patients from the across Lowcountry rather than placing the beds in an area from
which MUHA draws only a small fraction of its patient volume.

The applicant also cites increasing demands on MUHA’s existing emergency department as a
reason to develop MUHA-Nexton. See Application, p. 44. MUHA has already addressed issues
with emergency department volume through the construction of a separate pediatric ED at the
new Children’s Hospital and the CON for the construction of a FSED in Summerville. MUHA-
Nexton would be duplicative of these efforts.

Flooding
To support the need for its project, MUHA makes the following claim:

Patients travelling to MUHA's downtown campus for care encounter many unforeseen
challenges when it floods. MUHA's campus is located in a major flood zone and when it rains at
high tide, this portion of the peninsula shuts down, delaying patient care and inhibiting access
points. Furthermore, the outpatient operating rooms at Rutledge Tower are located on the first
floor and are always the first part of the building to be affected by the floods. During the recent
flood in October 2015, MUHA was forced to shut down four of its operating rooms and
approximately 199 surgical cases were cancelled. Similarly, in September of 2017 hospital
operations were disrupted and surgical cases were canceled. The new Community Hospital will
allow for MUHA to decant cases from the peninsula during severe flooding and prevent the
delays in patient care that occur today.

- MUHA application, p. 28.

In a recent review of applications by MUHA and SMC to add Level III neonatal intensive care
bassinets, SMC presented information that flooding on the Peninsula created a barrier to care for
critically ill infants. SMC specifically addressed the issue of flooded streets making it difficult
for ambulances and patients’ families to access MUHA's facilities. In response to SMC, MUHA
summarily dismissed these concerns at Project Review and subsequently stated: “SMC continues
to raise false concern regarding MUSC’s ability to provide care during weather emergencies and
flooding. ” See MUHA letter to Margaret Murdock, March 19, 2018, p. 5, in Appendix A.
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It is the height of disingenuousness for MUHA to take the position that flooding on the Peninsula
is a basis for approval of a new community hospital in Berkeley County while denying that any
such barrier existed for Level III neonates coming from the very same communities that SMC
sought to serve. Community hospital patients in most cases are not facing life-threatening
situations, which is in contrast to fragile newborns with serious medical conditions.

The Department should give no weight to MUHA’s vacillating position on the impact of
flooding on patient access.

Projected Utilization

MUHA utilization projections are based on an illogical methodology and ultimately lead to
unreasonable results. As noted above, the fundamental premise of MUHA’s utilization projection
is that MUHA-Nexton will serve patients who historically utilized MUHA and not impact
utilization of other providers. For the reasons previously discussed, such an assumption is
unsupportable.

Another assumption is that MUHA’s historical patients from throughout the Tri-County area
would shift to MUHA-Nexton in relation to the patient’s ZIP Codes travel time to the new
hospital. No consideration was given to the locations of other hospitals or the more limited
drawing area for a new community hospital versus a teaching hospital such as MUHA. The
expected redirection by travel time assumed in the application is reproduced below. There
appears to be an error in the 55% category for patients traveling “10-25 minutes” in that it
overlaps with the 65% category for patients traveling “0-15 minutes.”

Figure 17:
Assumed MUHA Patient Redirection
Non-tertiary, Adult (Ages 16+) Patients

Scenario 1: Patient Redirection in Year 3 Redirection

0-15 minutes 65%
10-25 minutes 55%
26-40 minutes 35%
41-55 minutes 30%
56-70 10%
All Other: driving 71+ minutes & Secondary Counties 2%

Notes: Drive time source was Google maps, because this application has the most updated roads/trattic lights.

The absurdity of this assumed redirection by travel time can be seen by considering ZIP Codes in
downtown Charleston. The applicant assumed that more than one-third of MUHA’s patients who
reside on the Charleston Peninsula, including those in MUHA’s own ZIP Code, 29425, will
travel 34 minutes or more to the proposed MUHA-Nexton hospital. See Exhibit 7. These
downtown residents all live within a few minutes of MUHA and Roper Hospital. These patients
would not only have to bypass the downtown hospitals but also Trident and SMC as they travel
up [-26 to reach MUHA-Nexton. Given that MUHA’s purported need for this project is to
improve access to MUHA’s existing patients in Berkeley County, there is no rationale for
including these downtown ZIP Codes or other more distant ZIP Codes in the subareas identified
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as West Ashley and the Sea Islands. The subsequent results of this methodology based on such a
fundamentally flawed assumptions are wholly unreliable.

Exhibit 7
Assumed Redirection of MUHA Patients from Charleston Peninsula

Driving Driving Assumed

Distance to Time to Shift to

VAl MUHA- MUHA- MUHA-
Code Description Nexton Nexton Nexton
29401 Charleston Peninsula 25.7 39 35%
29402 Charleston Peninsula 25.3 41 30%
29403 Charleston Peninsula 23.4 34 35%
29409 Charleston Peninsula 24.0 36 35%
29413 Charleston Peninsula 24.8 34 35%
29424 Charleston Peninsula 25.3 38 35%
29425%* Charleston Peninsula 24.8 34 35%

*Home ZIP Code of MUHA

Source: MUHA application, Attachment N

The applicant fails to provide detailed projections of utilization by ZIP Code. The only ZIP
Code-specific data included is the table in Attachment N, which indicates travel times and
assumed percent shift by ZIP Code. A section of this table is illegible, and it is not possible to
recreate the applicant’s projections.

One element that is missing from the need and utilization discussion in the application is how it
was determined that 128 beds were needed in Berkeley County. The ultimate utilization
projections, inflated as they are by the inclusion of patients residing far from MUHA-Nexton,
reflect only 57% utilization of the 112 medical/surgical and critical care beds and 61% utilization
of the 16 obstetrical beds by the third year of operation. Certainly, a smaller facility based on the
applicant’s own dubious projections would be more efficiently utilized. These projections give
no consideration to the new hospitals with which MUHA-Nexton must compete, which will
inhibit MUHAs ability to build volume. There is simply no basis to conclude that a 128-bed
hospital as proposed will achieve a reasonable level of utilization or justify the expenditure of
$325 million.

5. Distribution (Accessibility)
As discussed above, MUHA's project does not improve the distribution of or increase access to

hospital services. RSF-Berkeley will be located just a few miles away. There will be additional
inpatient capacity at SMC, and eventually Moncks Corner as well. The applicant’s utilization
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projections assume that patients will be traveling long distances from throughout the Tri-County
area to utilize MUHA-Nexton, which undermines any argument that the project is addressing an
access issue.

MUHA's true goal, like that of its freestanding ED and radiation therapy projects in the
Summerville area and its pediatric ambulatory surgery center and diagnostic center in North
Charleston is to capture market share from its competitors. While MUHA claims that it seeks
only to redirect its existing patients to MUHA-Nexton, that claim is neither credible nor realistic.

6. Financial Feasibility

MUHA has failed to demonstrate the financial feasibility of its project. As discussed below,
MUHA is highly leveraged with long-term debt, which calls into question its ability to complete
the project. In addition, MUHA currently has in progress or development $800+ million in health
care facility projects.

The financial projections presented in MUHA’s application are based on unsupported
assumptions. As discussed above with respect to Community Need, the projection model that
MUHA employed is seriously flawed. MUHA's patient shift analysis and its financial
projections are not reasonable, and therefore the project's financial feasibility is uncertain. It is
likely that the project will experience net losses for several years after opening based on more
realistic expectations of the patient volumes that it would serve.

7. Ability to Complete the Project

MUHA’s ability to fund this project in light of its existing and planning obligations is
questionable. MUHA has been aggressively pursuing a wide range of new facility projects in
recent years in an effort to gain market share outside the Peninsula, with a particular focus on
expansion into North Charleston and Berkeley County. The development of the MUHA-Nexton
hospital is a further extension of these efforts to capture market share from other providers as it
expands its geographic footprint.

These efforts come at a considerable cost, as shown in Exhibit 8. MUHA has commitments to
major projects already receiving CON approval totaling $487 million. With the addition of the
Nexton hospital, the total capital projects just for new facilities (excluding MUHA'’s internal
capital needs) will rise to $812 million.
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Exhibit 8
Medical University Hospital Authority
Major Capital Projects

Project Project Costs
Shawn Jenkins Children's Hospital and Women's Pavilion $ 366,397,822
MUHA North Charleston Pediatric Imaging Center 39,802,936
MUHA North Charleston Pediatric Ambulatory Surgery

Center 26,389,808
Mount Pleasant Surgery Center 9,020,389
MUSC Musculoskeletal Institute 36,020,321
Expand Radiation Oncology Services to Berkeley County 9,020,389
Total Approved Project Costs $ 486,651,665
MUHA-Nexton Hospital $ 325,000,000
Total Capital Commitments* $ 811,651,665

*In addition, MUHA is a joint venture partner in the CON application for a new hospital
in Beaufort County, currently under review, with a total cost of $36 million.

Source: DHEC website

Appendix U to the application includes a letter from Armadale Partners, which is working with
MUHA to secure FHA financing to fund the project. This letter states in pertinent part regarding
the ability to obtain funding for this project:

Ultimately a feasibility study will be performed in accordance with HUD
requirements as part of the HUD application process. MUHA has had a long and
successful relationship with HUD and ACI is confident that MUHA will meet or
exceed HUD's loan underwriting guidelines for the Project. Notwithstanding the
foregoing, MUHA and ACI recognize that there is no guarantee that HUD will
ultimately issue a mortgage insurance commitment for the proposed financing.

The equivocal nature of this commitment is understandable given the significant debt burden that
MUHA is currently carrying.

According to its audited financial statements as of June 30, 2017, Medical University Hospital
Authority (MUHA) had outstanding long-term indebtedness that totaled $406 million, including
both current and non-current components. The majority of this debt was supported by credit
enhancements provided by the U.S. Department of Housing and Urban Development (HUD)
through the Federal Housing Administration (FHA) 242 Hospital Mortgage Insurance Program.
As a result, the quality of the indebtedness was assured by the FHA and was not subject to
independent ratings analysis, as provided by Standard and Poor’s, Moody’s, or Fitch.
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The criteria that the ratings services employ to evaluate a health care facility’s credit are well
known and result in an assignment of a single measure of credit worthiness. This measure ranges
from ‘AAA’ through ‘BBB’ and Speculative (unrated) and provides an indication of what
interest rate is appropriate to balance the risk associated with an investment in the credit or of
what covenants need to be included in the loan agreement to protect the investor. In addition, the
assignment of a rating is used by financial institutions as fiduciaries to assess whether the credit
is appropriate to be added to an investment portfolio, given its objectives and constraints.

Generally, the rating criteria are separated into two components.

e Statement of operations, which measure the management of revenue and expenses and, in
particular, the ability of the entity to service its financial obligations.

e Balance sheet, which reflects the amount of debt in relation to its accumulated resources
and provides an indication of the amount of debt relative to accumulated reserves of the
entity.

In this analysis, the rating criteria of Standard and Poor’s for health care systems in the year 2016
have been compared to the financial condition of MUHA as reported in audited financial
statements for the fiscal years ended June 30, 2015 through 2017.

A table summarizing MUHA’s balance sheets and statements of change in net position is
included as Appendix B. The financial indicators associated with summary rating categories,
‘AA’, ‘A’, ‘BBB’, and ‘Speculative Grade’ and how MUHA'’s financial performance compares
to these indicators is presented in Appendix C. For each rating criterion a range of values
indicates which rating category would apply to a bond issue of MUHA.

MUHA is extremely highly leveraged. The capitalization of a health care system is the sum of its
long-term debt and fund balance (net position). As the information presented in the table above
shows, investment grade organizations have long-term debt to capitalization ratios less than 50%,
MUHA’s long-term debt to capitalization ratio exceeds 100 percent, which is possible only
because MUHA’s balance sheet shows a negative fund balance.

MUHA has relatively small cash reserves. Its ratio of unrestricted reserves to long-term debt has
ranged from 28.3% to 53.0% over the past three years compared to 92.9% to 204.7% for
investment grade debt issues. These limited cash reserves indicate that MUHA will be relying
primarily on debt to fund this project as well as the many other capital expenditures it has
planned.

While MUHA has been profitable over the past several years, its balance sheet indicators suggest
that it can assume more debt only by further burdening its operations with increasing debt
service obligations. MUHA's net income is $28.6 million below budget for the eight months
ending February 28, 2018. See MUHA's Notes to the Interim Financial Statements, attached as
Appendix D. Given that MUHA operates on very thin margins, its proposal to build a $325
million hospital given all of its other financial obligations and projects is not financially
responsible, especially as interest rates are expected to rise in the coming years.
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As a state-owned organization, the ultimate responsibility for maintaining the financial stability
of MUHA will fall to the taxpayers of South Carolina. There is simply no reason to place
additional financial demands on MUHA for a project that is not needed.

8. Construction Costs and Methods

MUHA makes no effort to explain why a capital expenditure of $325 million for a 128-bed
community hospital, is reasonable. On a per bed basis, this project would be the most expensive
new hospital project ever approved in South Carolina. To put into context the proposed costs of
the MUHA-Nexton project, one need only to consider MUHA’s Children’s Hospital and
Women’s Pavilion that is under construction currently. Exhibit 9 compare the square footage
and costs of the Children’s Hospital and MUHA-Nexton projects.

Exhibit 9
Comparison of MUHA Project Costs

Children's Hospital vs. MUHA Nexton

Children's Hospital
and Women's Pavilion MUHA-Nexton

Beds* 225 128
Square Footage 649,485 311,211
Construction Costs $ 207,492,286 | $ 167,315,646
Construction Cost per Square Foot $ 31947 | § 537.63
Total Project Costs $ 366,397,822 | $ 325,000,000
Total Project Cost per Square Foot $ 564.14 | § 1,044.31
Total Project Cost per Bed $ 1,628,434.76 | $ 2,539,062.50

Source: CON applications
MUHA-Nexton’s proposed cost is dramatically higher than the Children’s Hospital even though
the Children’s Hospital is a 12-story facility being constructed on the Peninsula with specialized
units and ancillary areas. Among the key differences:

¢ MUHA-Nexton’s construction cost per square foot is 68% higher.

e MUHA-Nexton’s total project cost per square foot is 85% higher.
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As another point of comparison, HCA built a new 146-bed hospital in Northern Virginia, a high
construction cost area. The project was completed in 2015 at a cost $139.5 million excluding
land. The HCA project also included a 100,000 square foot medical office building. MUHA’s
project cost excluding land is $315 million, nearly 2.5 times higher.

There is no justification for expending so much for a hospital that meets no need and adversely
impact existing providers.

9. Adverse Impact

The applicant makes the claim that “MUHA’s Community Hospital will have no impact on
existing facilities due to high demand and an already staggering lack of patient access.” See
Application, p. 48. MUHA is well aware that there are two approved acute hospitals in Berkeley
County, one FSED in Moncks Corner, and two approved FSEDs in close proximity to the
MUHA-Nexton site. Moreover, as discussed above, MUHA-Nexton is expected to draw a high
percentage of its patients from outside of Berkeley County from areas closer to the existing
hospitals such as Trident and SMC.

MUHA makes the unsubstantiated claim that growth rates of existing hospitals indicate that they
will not be impacted by the MUHA-Nexton project. See Application pp. 10 and 32. With 30 new
beds at SMC and 50 beds at RSF-Berkeley opening in the next year, the total number of acute
care beds in the area MUHA-Nexton proposes to serve will increase by 21.3% (based on 94
existing beds at SMC and 313 at Trident). The proposed 128 beds for MUHA-Nexton would
represent another 31.5% increase in bed capacity over the current inventory in the local market.
There is no credible projection that would support a 52.8% (21.3% + 31.5%) increase in acute
care bed utilization over the next five years.

SMC and Trident are the largest existing providers of inpatient and outpatient services to the
areas closest to MUHA-Nexton and from which the new hospital will draw the majority of its
patients. Based on data for the 12 months ended September 30, 2017, Trident Health’s two
hospitals served 48% of the inpatients in Berkeley County and 57% of the Dorchester County
inpatients. Trident Health will already be impacted by the opening of RSF-Berkeley, and the
addition of another facility more than twice that size in essentially the same location will have an
even more profound impact on Trident Health’s operations.

The impact of MUHA-Nexton will not be limited to lost volume alone. The staffing budget for
MUHA-Nexton calls for 368 FTEs in year 2023 and 613 FTEs by 2025. See Application, p. 59
and Attachment V. MUHA’s efforts to hire this large number of staff will create a significant
strain on other area hospitals in recruiting qualified staff, particularly after the expansion of SMC
and the RSF-Berkeley opening in 2019.

As is well known, South Carolina has a nursing shortage, which means MUHA will likely go
after existing area providers’ staff. This will not only affect quality of care, but also the costs
associated with healthcare staffing will increase. For more information on this, please see
hitps://www.wspa.com/news/sc-has-critical-shortage-of-nurses/896609394.  Also, the South
Carolina Hospital Association list workforce development as one of its top priorities. In fact, the
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nursing shortage is so dire, MUHA is currently conducting out-of-state job fairs to find nursing
staff, and is using traveling nurses to fill nursing positions, as are all the other hospitals in the
Tri-County area.

We appreciate the opportunity to submit these comments, and we would urge the Department to
deny this costly, unneeded project.

Sincerely,
Daniel J. Sullivan

President

Attachments
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The Trident letter claims that Phibbs used “the worst possible study design imaginable.” The Phibbs article,
however, was published in the New England Journal of Medicine, one of the world prestigious medical
journals and one whose reputation was not built on publishing articles that employ poor study designs.

Trident criticized the Phibbs study because it showed a stronger relationship between volume and mortality
than did studies conducted by the Vermont Oxford Network (“VON”). The Phibbs article acknowledged
that its results showed stronger relationships between mortality and volume than did VON studies, but
offered a plausible explanation: the Phibbs data included a broader sampling of hospitals. /d. at 2173.
Moreover, a fundamental difference exists between the Phibbs database and those used by VON. The
Phibbs study, like the other studies relied on by MUSC, uses population-based data, meaning that it
examines all data in a given population. VON studies, by contrast, are self-selected, meaning they examine
certain selected data in a population, specifically, data from VON members. For this reason, population-
based studies are generally more reliable than self-selected studies.

3. Chung, Medical Care (Ex. D6)

“The most significant finding” of the 2010 Chung study was that volume is more important than level of care
in reducing neonatal risk. /d. at 642. Chung found that, for every 30 VLBW deliveries shifted to a high-
level, high-volume NICU, one death could be averted. /d.

Trident criticizes both Chung and Phibbs for using data from the 1990s, but two of the articles Trident
submitted also rely on 1990s data. Trident further criticizes Chung for assigning outcomes to birth hospitals,
even though that is standard practice. Trident refers to “later studies” assigning outcomes to receiving
hospitals for transfers prior to 3 days of age. Such studies, however, typically are conducted to evaluate
complications of care and are not applicable to the question at hand, which is this: does South Carolina’s
current perinatal system protect the lives of VLBW infants, or should it be de-regionalized so that low- and
moderate-volume providers, like Summerville, may treat high-risk neonates?

The eight articles submitted by MUSC, ranging from 2007 to 2015 representing the weight of clinical opinion
today, provide the answer. The results of these articles are consistent over time and multiple locations.
They rely on strong, population-based methodologies to show that high volume NICUs reduce death rates
for VLBW infants.

Although SMC claims that South Carolina's regionalized system has not improved VLBW mortality for
infants with birth weights of 1000-1500 grams, the facts show otherwise. Since 2005 mortality for this subset
of VLBW babies has fallen at a greater rate in South Carolina than nationally for members of the Vermont
Oxford Network. The following graphs illustrate this fact.
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Both Projects Cannot Be Approved

As mentioned in our previous submission and contrary to SMC'’s stated opinion, MUSC is not seeking
approval for beds in excess of the calculated need in the plan. SMC is asking for beds beyond the
calculated need in the plan. As a Level ll provider, SMC does not qualify to seek that exception. MUSC’s
CON application was filed in September of 2017, while SMC’s application wasn't submitted until the
following month (October 2017). The MUSC application will meet all the projected need in the plan.
Approval of the SMC application would require SMC to seek beds in excess of the published need.

SMC referenced MUSC's historically high level of utilization of the existing bassinets as evidence that 20
additional bassinettes are needed in the region. However, they are only applying for 6 not 20. The need
methodology in the plan accounts for existing capacity and utilization and has calculated the need to be 14.
With the approval of the 14 requested bassinets, MUSC’s utilization is projected to be at a manageable
level.

Approval of the SMC project would dilute the volume of NICU patients treated at MUSC and have a negative
impact on services. ALL patients treated by SMC would have otherwise been treated at MUSC. SMC has
not attempted to quantify the adverse impact on MUSC because it undeniable. SMC has not identified any
barrier to care or an issue with the quality of care provided at MUSC. The proposed SMC project is not
needed. Approval of both projects would exceed the need in the plan, therefore the projects are competing.
MUSC's proposed project is the superior alternative that meets all applicable review criteria.

Community Need
Throughout all the SMC information submitted to DHEC, they have failed to acknowledge that 100 percent

of their projected utilization will come from MUSC. SMC'’s 6 “Reasons for Approval’ do not rise to the level
of demonstrating need for their project.

1. “Level lll NICU bassinets in Region V are highly utilized”
MUSC has applied to expand their compliment of bassinets to remedy this fact.

2. “Existing Level lll NICU services are concentrated in a single location”
Concentrating services within a planning are is the very nature of regionalized healthcare.
The central location of MUSC within Area V makes services accessible to patients and

providers in the area. SMC’s proposed project, approximately only 30 minutes from MUSC,
does not remedy any perceived geographic access barrier.

3. “Access to Level Il NICU care will be enhanced through developing a regionalized, rather
than centralized, system of care.”

This “reason” is a restatement of item #2 above.

4. “A program at SMC will reduce the risks associated with transporting medically fragile infants as
well as high-risk mothers.”

As discussed at the Project Review Meeting, MUSC has some of the most advanced
pediatric transport capabilities and resources in the state. Care begins when the MUSC
transport team arrives at the referring facility. Concern over risks associated with transport
are unfounded and have not been demonstrated.
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5. “SMC'’s program will avoid separation of mothers and infants.”

All Regional NICU providers take this factor into account and are acutely aware of this issue.
In order to provide regionalized NICU services, infant and mothers are sometimes separated
for a period of time for care. Back-transport and other accommodations are made to limit
or minimize this factor. Approval of SMC’s project would only address separation of mother
and infants where the mothers deliver at SMC and only SMC. If mothers are transferred
prior to delivery to MUSC, this perceived issue would be nonexistent.

6. “A second program will reduce travel time, costs, and hardships for families, many of whom have
limited resources.”

SMC is only approximately 30 minutes from MUSC. For a large portion of SMC’s proposed
service area, reduction in travel times are not materially improved by their proposed project.

Overall these 6 factors do not demonstrate need for SMC'’s project nor demonstrate a “Community Need”
for additional bassinettes.

Role of SMC's Level lll Bassinettes

SMC outlined in their submittal a long list of neonatal patients that would still require transfer and treatment
at MUSC. s appears that while SMC is attempting to avoid separating mothers and babies, as well as
remedy all the other “reasons” for approval of their application, they have admitted that their proposed
service will in fact not achieve that goal. SMC’s argument that geographic barriers exist in the Charleston
market seems counter to their proposed continued referral to and collaboration with MUSC.

Flooding as a Barrier to Care

SMC continues to raise false concern regarding MUSC'’s ability to provide care during weather emergencies
and flooding. The design of the Shawn Jenkins Childrens Hospital (SJCH) clearly contemplated and
planned for such conditions.

In severe weather conditions, all hospitals in the regional will be impacted. It is important to note that
flooding in not an issue isolated to the peninsula of Charleston. During the 2016 Hurricane Mathew incident,
the governor of South Carolina called for ALL residents within 100 miles of the coast (which included
Summerville) to evacuate. During the 2017 Hurricane Irma incident many areas of inland Charleston,
Berkeley and Dorchester counties also experienced flooding and access issues. Attachment 1 includes
an article that describes a resident of North Charleston, in labor, having access issues to Trident Medical
Center for obstetrical services.

Purpose of the CON Program

The purpose of the CON program is to promote cost containment, prevent unnecessary duplication of health
care facilities and services, guide the establishment of health facilities and services which will best serve
public needs, and ensure that high quality services are provided in health facilities in the State. However,
SMC'’s proposed project does not meet these purposes:

= Cost Containment—An additional Level Il provider in the market would not promote cost
containment and economies of scale would not be achieved through the proposed project.
Furthermore, developing such a specialized, costly program for only six Level lll bassinets resuits
in unnecessary costs.

= Unnecessary Duplication—The proposed SMC project unnecessarily duplicates existing
specialized services available at MUSC. Again, this results in unnecessary costs.

= Public Needs—MUSC has always been the regional provider and met all complex neonatal needs.

»  Quality—Quality has never been an issue at MUSC.
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Ms. Margaret “Maggie” Murdock
March 19, 2018
Page 6

Conclusion

The need for the proposed project has been demonstrated throughout the project review process and
Certificate of Need application. The proposed MUSC project will relieve existing capacity constraints for
Level Ill NICU services while promoting the long-term pediatric expansion envisioned in the hospital’'s
master plan in a cost-effective manner. MUSC strives to provide an optimal environment for high quality
NICU care, and the proposed project will significantly enhance the care provided to this patient population.
Additionally, the MUSC proposal will enhance access and the delivery of care to residents in the area while
not adversely impacting existing providers. These factors, coupled with MUSC's ability to more effectively
serve its service area residents by increasing access and availability of Level Ill NICU services, support the
need for the project. As such, the proposed project should be approved.

The need for SMC proposed project has not been established, compliance with the review criteria has not
been demonstrated and approval would exceed the need in the State Health Plan. The SMC CON
application must be denied.

| appreciate your diligent review of the information presented in this letter. If you have any questions, please
feel free to contact me at 843-379-9372.

Sincerely,

LS Lo

David S. Levitt
Managing Principal
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Attachment 1
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Appendix B:
MUHA Historical Financial Information
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Medical University Hospital Authority

Financial Statements
Years ended June 30,

Statement of Net Position

2015 2016 2017
Assets and Deferred Outflows
Current assets:
Cash and cash equivalents S 117,725,317 S 107,833,556 S 215,160,012
Cash restricted for capital projects and major programs 16,568,662 40,151,522 42,423,262
Investments restricted for capital projects and major programs 9,993,605 15,057,095 19,939,220
Patients accounts receivable
Gross patients accounts receivable 269,823,069 287,560,936 295,258,349
Allowance for uncollectible accounts, approximately (86,800,000) (88,600,000) (79,600,000)
Net patients accounts receivable 183,023,069 198,960,936 215,658,349
Due from third-party payors 7,860,846 17,929,078 8,582,273
Other current assets 50,056,012 64,689,279 55,555,553
Total current assets 385,227,511 444,621,466 557,318,669
Investments held by trustees under indenture agreements 47,284,017 52,356,374 51,460,891
Investments In joint ventures and partnerships - - 162,706
Capital assets, net 509,198,425 512,516,286 556,737,311
Total assets 941,709,953 1,009,494,126 1,165,679,577
Deferred outflows 88,010,521 98,356,614 161,804,958

Total assets and deferred outfiows

Liabilities, Deferred Inflows and Net Position
Current liabilities:

§  1,029,720474 $

1,107,850,740 $  1,327,484,535

Current installments of long-term debt and capital lease obligations S 17,787,496 $ 21,460,829 $ 22,260,398
Accounts payable 56,462,414 63,742,372 68,426,322
Accrued payroll, withholdings, and benefits 60,811,965 69,205,019 68,148,182
Liabilities payable from current restricted assets - - 8,703,844
Due to related parties 6,345,551 7,037,419 11,736,625
Due to third-party payors 2,801,341 5,049,668
Other accrued expenses 5,471,151 5,416,800 14,515,649
Unearned revenue - - 521,859
Total current liabilities 149,679,918 171,912,107 194,312,879
Long-term debt and capital lease obligations net of current liabilities 368,617,611 359,323,624 383,598,928
Net pension liability 570,493,064 645,307,236 746,860,160
Other liabilities - - 7,229,315
Total liabilities 1,088,790,593 1,176,542,967 1,332,001,282
Deferred inflows 48,227,260 1,153,583 878,235
Total liabilities and deferred inflows 1,137,017,853 1,177,696,550 1,332,879,517
Net position:
Net investment in capital assets 158,526,772 164,574,408 172,453,992
Restricted:
Under indenture agreements 47,284,017 52,356,374 51,460,891
Capital projects - 25,000,000 23,839,082
Major programs 27,062,267 30,758,617 29,819,556
Unrestricted (deficit) (340,170,435) (342,535,209) (282,968,503)
Total net position (107,297,379) (69,845,810) (5,394,982)

Total liabilities, deferred inflows, and net position

$ 1,029,720,474 $

1,107,850,740 $  1,327,484,535
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Medical University Hospital Authority
Financial Statements
Years ended June 30,

Statement of Revenues, Expenses and Changes in Net Position

2015 2016 2017
Operating revenues:
Patient service revenue
Gross patient service revenue $ 1,390,721,978 § 1,430,007,581 $ 1,453,183,139
Provision for uncollectable accounts (159,221,000) (128,683,666) (83,116,441)
Net patient service revenue 1,231,500,978 1,301,323,915 1,370,066,698
Other revenue 26,301,004 25,333,565 31,384,513
Total operating revenues 1,257,801,982 1,326,657,480 1,401,451,211
Operating expenses:
Compensation and employee benefits 520,199,569 554,624,082 570,284,785
Pension benefits - 13,311,228 33,791,979
Services and supplies 631,910,527 679,934,296 684,571,224
Depreciation and amortization 60,666,452 63,840,599 66,267,743
Total operating expenses 1,212,776,548 1,311,710,205 1,354,915,731
Operating income 45,025,434 14,947,275 46,535,480
Nonoperating revenue (expense}):
State appropriations 20,000,000 42,000,000 29,000,000
Gifts and grants 1,392,082 549,999 25,982,108
Investment income 2,053,755 4,377,443 (1,439,526)
Interest expense (15,893,550) (15,388,607) (18,294,818)
Loss on disposal of capital assets (4,011,288) (7,296,642) (1,547,621)
CHWP debt issuance cost - (737,899) (5,167,360)
Other nonoperating expenses (1,000,000) {1,000,000) (1,565,463)
Total nonoperating revenue (expenses) 2,540,999 22,504,294 26,967,320
Income before payments to MUSC and UMA 47,566,433 37,451,569 73,502,800
Nonoperating expense - payments to MUSC and UMA - - (9,051,972)
Increase in net position 47,566,433 37,451,569 64,450,828
Net position, beginning of year (154,863,812} (107,297,379) (69,845,810)
Net position, end of year S (107,297,379) $ (69,845,810) $ (5,394,982)
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Appendix C:
Comparison of MUHA Financial Indicators
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U.S. Not-for-Profit Health Care System Medians by Rating Level - 2016

Speculative
AA A BBB Grade
Sample Size 63 67 13 3
Statement of Operations
Net patient revenue (NPR: $000) 2,366,500 1,998,885 | 1,391,263 1,134,945
Salaries & benefits/NPR (%) 56.6 57.5 59.1 63.7
Maximum annual debt service coverage (x) 5.2 3.7 2.3 I 0.3
Operating lease-adjusted coverage (x) 3.8 I 2.9 1.9 0.6
Debt burden (%) 2.1 2.4 2.6 2.8 |
EBIDA (S000) 360,200 | 189,427 89,115 4,893
Nonoperating revenue/total revenue (%) 1.2 1.2 1.0 (0.2)
EBIDA margin (%) 11.4 9.4 5.7 0.4
Operating EBIDA margin (%) 10.2 l 8.4 5.2 0.6
Operating margin (%) 3.9 2.3 {0.9) (3.3)
Excess margin (%) 6.6 33 I 0.2 (3.5)
Capital expenditures/depr. & amort. Exp (%) 128.5 126.7 95.8 76.4 I
Balance sheet
Average age of plant (years) 111 10.3 13.2
Cushion ratio (x) 30.2 18.8 11.7 4.3
Days' cash on hand 264.4 168.6 115.8 53.6
Days in accounts receivable 49.1 47.6 44.0 51.6
Cash flow/total liabilities (%) 17.0 | 12.0 6.6 (0.2)
Unrestricted reserves (S000) 2,144,798 982,547 494,797 169,339
Unrestricted reserves/long-term debt (%) 204.7 146.2 92.9 29.3
Long-term debt/capitalization (%) 27.0 37.6 47.0 69.5
Pension-adjusted long-term debt/capitalization (%) 30.4 42.6 50.7 69.8

Source: Standard and Poor's, August 24, 2017
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Appendix D:
MUHA Interim Financial Statement 12/28/18
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MEDICAL UNIVERSITY HOSPITAL AUTHORITY
Notes to the Interim Fingncial Statemenis

. Statement of Revenues, Expenses, and Changes in Net Assets:
For the cight months ended Febroary 28, 2018 and 2017

Actuals Compared to Budget

As of February 2018, MUHA’s net income is $28 6 million below budget. 'I‘he following drivers (YTD)
explam this variance:

Inpatient surgeries are 2.5% below budget;

Qutpatient surgeries are 2,2% below budget

Case Mix Index is 1.9% betow budget;

Children’s gross revenues are $9.8 million below budget, Heart and Vascular P Bross revenues are
$7.1'million below budget, Anesthesia gross revenues are $5.5 million below budget and Therapies
are $6.8 million below budget.

*  Additional pension expense of $3.2 million

e Pharmaceutical costs are $4.1 million over budget

» Medical supplies are $4.6 million over budget

th patient service revenues are below budget by 0.1%, mamly due to our overall Case Mix Index being
1.9% below budget. The Case Mlx Index decrease correlates with our IP surgeries fi mshmg 2.5% below

budget.

Total operating expenses finished above budget by $26.4 million. Compensation and benefits are $7.6
million over budget. This is mainly due to FTE’s per Adjusted Occupied Bed on a case mix adjusted basis
finishing over budget by 1.8%, which carrelates to 65 FTE’s, Services and supplies are $20.2 million over
budget, mainly due to purchased outside services being over budget by $7.9 million, pharmaceutical costs
being over budget by $5.6 million, medical supplies being over budget by $5.6 million, and Telehealth

expanses being $4.7 million over budget.

As of Fcbruary 2018, the operating income is $27 3 million under budget For the month of February,
operating income is $8.9 million below budget, mainly due to the same drivers listed above.

Investment income is $1.3 million below budget. With the federal Reserve beginning to increase interest
rates in the short-term, it has negatively impacted the market valuation of the fi xed rate securities in our

mortgage reserve funds,

Unusual and non-recurring items impaeting current month earnings:

The Authority received $3 million in December 2017 of State Appropriations for the Adult Burn Unit, $1.5
million of these funds have been recognized as Non-operating revenue {n the month of December 2017 and
the remainder will be recognized pro-rata for the remainder of the fiscal year,

Unaudited =~ For Management Use
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Statement of Revenues, Expenses, and Changes in Net Assets:

For the eight months ended February 28, 2018 and 201

Actuals Compared to Prior Year

Onperating Revenues:

Net patient revenue is up 3.8% from the same period last year, Inpatient census is up 1,9% compared to
last fiscal year, February's ADC increased to 707 from the 706 census we saw in January, and is 0.3%
higher than February last year. ER visits are up 0,7%. Inpatient surgical cases are down 1.0% and
outpatient surgical cases are up 0.5%. 275 transplant cases have been performed for the fiscal year

compared to 257 for last fiscal year —a 7.0% increase,

On a volume adjusted basis (adjusted dlscharges), net patient revenue is down 3.1% at $19,788 per case,
The following drivers account for this variance:

» February’s year-to-date Case Mix Index was 2.6% below prior year; |
o Children’s gross revenues are $9.8 million below budget, Heart and Vasculat’s gross revenues are
$7.1 million below budget, Anesthesia gross revenues are $5.5 million below budget, and Therapies

are $6.8 million below budget.
¢ Pharmacy is over prior year by $4.4 million year to date. Medical supplies are over prior year $6.5
million year to date; labor costs are over prior year $10.6 million year to date.

Other revenues increased 17,6% or $3.5 million over the same period last year.

Operating Expenges: -

When compared to last fiscal year, salaries and benefits increased $18.1 million or 4.8%. This increase .
mainly relates to the merit increase and additional FTEs, Paid FTEs are up 96 from the same period last
fiscal year, The average hourly rate is up 3.4% from the same period last fiscal year. Compensation costs
(including benefits and excluding pension expense) are 42.9% of net patient revenue. FY 17 costs were

42.5% of net patient revenue,

Services and supplies are up $31.9 million or 7.2% compared to last year, The following explain the
majority of this variance:

Pharmaceuticals are $4.4 million or 5.2% higher;
Medical Supplies are $6.5 million or 5.6% higher;
College of Medicine expenses are $9.4 million or 23. 1% higher;
Resident support expenses are $1. Imillion higher;
Telehealth expenses are-$4.9 million higher as a result of adding three new agreements;

e ® # o e

Depreciation and Amortization is 1,1% lower than prior year

Non-Operating Expenses:

Interest expense is up 0.4% compared to prior year. lnterest expense is 2.4% unfavorable to budget through
February 2018,

Unaudited — For Management Use
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Exhibit G

To Request for Final Review Conference
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RICHARDSON / KNAPP & ASSOCIATES, Inc.
Consultants to the Health Care Industry
115 Ripley Road
Cohasset, Massachusetts 02025
Tel. (781) 383-3119

July 18, 2018
Margaret P. Murdock
Director, Certificate of Need Program
Bureau of Healthcare Planning and Construction
South Carolina Department of Health and Environmental Control
301 Gervais Street
Columbia, SC 29201

RE: CareAlliance Health Services d/b/a Roper St. Francis Healthcare, Roper Hospital, Inc., Bon
Secours-St. Francis Xavier Hospital, Inc. Roper St. Francis Berkeley Hospital, and Roper
Mount Pleasant Hospital (collectively from time to time “Roper St. Francis™) opposition
to the Medical University Hospital Authority d/b/a MUHA Community Hospital
Certificate of Need Application for the construction of a new 128 bed general acute hospital
in Berkeley County at a Total Project Cost of $325,000,000 (“Application”).

Dear Ms. Murdock:

On behalf of Roper St. Francis, please accept this letter of opposition to the proposed MUHA
Community Hospital Certificate of Need Application for the establishment of a new 128 bed
general acute care hospital in Berkeley County.

Most notable is that MUHA is proposing the construction of a third new community general
hospital in Berkeley County at a cost of $325 million, while two new hospitals are already under
development, bringing the total cost of new hospital construction to approximately $600 million
in a county with a population of only 210,000. Such a result would defy the very underpinning of
the CON Program: promoting cost containment and limiting the unnecessary duplication of
services, turning the South Carolina CON Program on its head.

In summary, the Application does not comply with the South Carolina Health Plan, the project
review criteria set forth in S.C. Ann. 61-15, §§ 801 and 802, and other applicable regulations.

Specifically, the Application’s flaws and omissions that drive this opposition position include:

1. Berkeley County is not an underserved healthcare market and there is no need for
additional hospital services in Berkeley County. Two new hospitals are currently under
development and significant other health care development is currently underway in
Berkeley County. Berkeley County runs the risk of excessive development that defies the
very purpose set forth in the CON statute, namely cost containment and prevention of
unnecessary duplication of services.

2. MUHA'’s proposed community hospital service area is not realistic or reasonable.
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MUHA does not provide sufficient information supporting the patient volume forecasts for
the new community hospital and the ultimate forecast volumes included in the CON
application are unrealistically overstated.

The drive time comparisons presented in the application do not support MUHA’s
contention that the new community hospital will provide significant access improvements
to patients in the entire service area.

There is not adequate information or documentation provided in the Application to support
the proposed community hospital’s financial projections and recent MUHA financial
results do not support the financial projections included in the CON application.

The proposed new hospital will adversely impact existing and approved providers in the
service area.

The proposed new MUHA hospital is inconsistent with the project review criteria identified
by DHEC in its certificate of need completeness letter.

Additional information and detail regarding each of these points is presented below.

BERKELEY COUNTY IS NOT AN UNDERSERVED HEALTHCARE MARKET

Despite MUHA contentions in its CON application (CON pages 21-22 and page 48), Berkeley
County is not an underserved healthcare market.

With Roper St. Francis’s CON approved 50-bed hospital currently under construction and with
Trident Health’s CON approved 50-bed hospital a future acute care resource, Berkeley County
will have two distinct acute care community hospitals, including the full medical and
professional staff and technology infrastructure at each hospital, providing care to local patients.

In addition to the two acute care community hospitals, community medical care is provided at:

Roper Hospital Berkeley in Moncks Corner — a comprehensive outpatient center
providing a 24-hour ER service, outpatient surgery services, a broad array of medical
diagnostic testing and scanning services and a medical office building with more than 20
doctors,

Moncks Corner Medical Center (part of Trident Medical Center) — an outpatient center
providing a 24-hour ER service, outpatient diagnostics and patient access to a broad
range of services including radiology, mammography, labs, and physical rehabilitation
and access to a range of medical specialists,

Trident Medical Center’s CON approved (under appeal) freestanding emergency
department in Berkeley County,
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e MUHA / MUSC’s CON approved (under appeal) freestanding emergency department in
Berkeley County,

e MUHA /MUSC’s CON approved (under appeal) freestanding radiation therapy center in
Berkeley County.

e Palmetto Primary Care Physicians outpatient medical campus in Nexton / Berkeley
County — expected to be complete in 2018 -- including primary care, specialty care and
urgent care services, as well as an imaging center and lab services, and,

e Broad array of community physician practices including private practitioners, physicians
associated with Roper St. Francis Physician Partners and physicians associated with
Trident Health.

As shown by this established and growing healthcare infrastructure within the County, there is /
will be adequate access to and availability of healthcare services within Berkeley County,
without the proposed addition of another community hospital which will add no new services or
programs to the local community.

It is interesting to note that MUHA discusses the need for mental health services in Berkeley
County as a reason for establishing the proposed new hospital, but excludes all psychiatric and
substance abuse patient volume from its multiple assessments of need and includes zero inpatient
psychiatric or substance abuse beds in its proposed new hospital.

MUHA’S PROPOSED COMMUNITY HOSPITAL SERVICE AREA IS NOT
REALISTIC OR REASONABLE

MUHA defines its service area for the proposed community hospital at page 23 of the CON
application as “MUHA current patients residing from the tri-county area and surrounding
markets based on a drive time analysis.” This defined service area is further identified at page
24 of the CON application as “the service area for the project includes the primary service area
of Berkeley, Dorchester and Charleston and secondary service area of Georgetown, Horry,
Williamsburg, Florence, Colleton, Orangeburg and Beaufort.”

While the MUHA / MUSC existing tertiary and quaternary services may in fact draw patients
from a broad and diverse geographic area, it is not reasonable or realistic to assume that a small
community hospital, with no specialty or tertiary services, would draw patients from this same
large regional area. Rather, it should be expected that the proposed new MUHA community
hospital will draw patients primarily from the local area, with little or no in-migration from
beyond the area proximate to the proposed new facility.
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In addition, assuming that there will be a significant number of patients served in the new
hospital that will travel past the existing MUHA inpatient resources, or will travel a further
distance than to the existing MUHA facilities to obtain care at the new community hospital, is
not a reasonable forecast assumption.

Examples of these unreasonable assumptions include the forecast assumption that up to 55% of
current West Ashley MUHA patients will shift to the new community hospital and up to 35% of
Orangeburg County MUHA patients / up to 35% of Peninsula Charleston MUHA patients
(including 35% redirection from 29425 — the home ZIP for MUHA) / up to 30% of Sea Islands
MUHA patients / up to 30% of Colleton County and Calhoun County MUHA residents will shift
from current MUHA facilities to the new non-tertiary / non-specialty community hospital.

It should be noted that no patient origin data — patients by ZIP or by County — is presented for the
proposed new community hospital. As a result, other than the service area descriptions provided
in the CON application, and presented above, there is no other means to define what the
applicant anticipates as its true service area for this proposed new community hospital.

MUHA'’s FIGURE 3 (PAGE 24) PROVIDES NO INFORMATION REGARDING
POTENTIAL MUHA PATIENTS THAT COULD BE SERVED AT THE NEW
COMMUNITY HOSPITAL

MUHA states in the CON application (page 23-24) that “9,094 adult patients are from the
northern tri-county markets of North Charleston, Summerville and Moncks Corner and therefore
the site will be a more convenient site for these established patients to receive acute care than
the downtown peninsula.”

As a starting point, it is clear that the 9,094 patients reflects 100% of the patient volume treated
at all MUHA services and facilities. As presented in the source information for Figure 10 of the
CON application (page 33 of the CON), the data in Figure 3 and Figure 10 reflect all inpatient
procedures performed by MUHA physicians. Therefore, these patient volume levels overstate
the potential volume to be served at the new community hospital, as the Figure 3 and 10 volumes
include numerous specialty and tertiary care services which will not be available at the new
facility.

In addition, there is confusion regarding whether the Figure 3 and 10 volumes represent all
inpatient procedures performed by MUHA physicians as sourced in Figure 10, or just the
inpatient procedures performed by MUHA physicians at MUHA facilities, or inpatient
procedures versus inpatient admissions or discharges.
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There is also a conflict in the number of MUHA patients and the percentage of total MUHA
reported volume (however it is defined) that is generated from the North Charleston,
Summerville and Moncks Corner area. At page 23 and at Figure 3 of the CON application,
MUHA states that 29% of MUHA’s adult inpatient volume, or approximately 9,094 patients
were from the North Charleston, Summerville and Moncks Corner area. This contrasts to the
information presented at the bottom of page 33 of the CON application where MUHA states that
32% of MUHA’s overall inpatient origin, or approximately 12,273 patients were from the North
Charleston, Summerville and Moncks Corner submarkets.

Finally, there is inconsistency in the definition of the target primary service area for the new
hospital, with MUHA defining the primary service area as North Charleston, Summerville and
Moncks Corner at pages 23-24, but defining the “North Charleston and Summerville counties”
areas as the areas that will originate the majority of the community hospital volume in the source
notes for Figure 10.

THE DEMOGRAPHIC DATA PRESENTED IN FIGURES 8 AND 9 ARE INCORRECT

Figure 8 in the MUHA CON application presents all ages population data for the MUHA service
area. Figure 9 in the MUHA CON application presents age 16+ population data for the MUHA
service area. Comparing the all age population data to the age 16+ population data shows that
either one or the other population data sets in wrong.

As shown below, when the population data for North Charleston, Moncks Corner and
Summerville from Figure 8 is compared to the data from Figure 9, it is clear that either the all
age data (Figure 8) or the age 16+ data (Figure 9) is wrong.

Figure 8 Figure 9 Figure 8 Figure 9
2017 All 2017 Age 16+ | 2022 All Ages | 2022 Age 16+
Ages
North Charleston 231,287 49,223 251,691 53,901
Moncks Corner 60, 817 105,678 66,130 116,106
Summerville 132,186 77,131 143,190 82,757

The data problems are not just in the areas proximate to the proposed new hospital presented
above. When the population data for the remainder of areas identified in Figures 8 and 9 are
compared, it is clear that there are data problems throughout this demographic assessment
portion of the MUHA CON application.
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THE MEDICAL / SURGICAL AND ICU BED VOLUME FORECASTS FOR THE
PROPOSED NEW MUHA COMMUNITY HOSPITAL PRESENTED IN FIGURE 18
(PAGE 39) ARE NOT SUPPORTED BY ANY INFORMATION PRESENTED IN CON
APPLICATION AND ARE UNREASONABLE AND UNREALISTIC

The forecast approach described in the MUHA CON application appears to be:

1. Define the current 2017 volume of non-tertiary / non-specialty patients treated at MUHA
facilities — segmented by patient ZIP code

2. Inflate this current 2017 volume by 1.7% per year to forecast 2023 /2024 / 2025 non-
tertiary / non-specialty MUHA volume levels — again by ZIP code

3. Apply the re-direction percentages (% of MUHA applicable volume shifting to the new
MUHA community hospital) identified in Attachment N to the forecasted MUHA
applicable volumes — by ZIP code

4. Assume that 55% of total potential re-directed patients would be served in Year 1, 70%
Year 2 and 100% Year 3

5. Calculate the total number of patients to be treated at the new MUHA community
hospital in 2023 /2024 / 2025

6. Apply a 5.2 day average length of stay to calculate forecast patient days for the new
community hospital

The first issue with MUHA’s forecast is that there is no documentation within the CON
application identifying the number of non-tertiary and non-specialty patients by ZIP code during
2017 that were served by MUHA. The only MUHA geographic volume data presented within
the CON application is in Figure 3 and Figure 10.

However, the volume data in Figures 3 / 10 are segmented by general market area versus ZIP
code. In addition, this data appears to be the total patient volume served by MUHA including
tertiary and specialty patients, instead of the applicable smaller non-tertiary / non-specialty
volume that would be served at the new hospital and should be included in this forecast analysis.
And finally, there is uncertainty if this volume reflects procedures or patients and whether this
volume reflects all activity of MUHA physicians at any facility or activity at just MUHA
facilities.

Without this baseline MUHA non-tertiary / non-specialty volume data by ZIP code, there is no
way that the forecast calculations can be validated and there is no way to evaluate the
reasonableness of the resulting forecast volume by ZIP code expected to be served at the new
community hospital. The only conclusion that can be reached from the data presented in the
CON application is that it results in an over-forecast of the actual non-tertiary / non-specialty
volume that will actually be treated at the new MUHA community hospital.
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The second issue with this forecast approach is the reasonableness of the expected re-direction
percentages presented in Attachment N (% of MUHA applicable volume shifting to the new
MUHA community hospital) included in this forecast. To begin, as discussed above, there is
significant inconsistency in the defined travel distances and travel times to the proposed new
hospital when the travel distances and travel times presented in Figure 6 are compared to travel
distances and travel times presented in Attachment N.

In addition, the assumptions that up to 55% of current West Ashley MUHA patients will shift to
the new community hospital and up to 35% of Orangeburg County MUHA patients / up to 35%
of Peninsula Charleston MUHA patients (home of MUHA / MUSC) / up to 30% of Sea Islands
MUHA patients / up to 30% of Colleton and Calhoun County MUHA residents will shift from
current MUHA facilities to the new community hospital are not realistic or reasonable.

The third issue with this forecast approach is the use of a 5.2 day average length of stay for this
new non-tertiary / non-specialty care community hospital. Based on review of the medical /
surgical and ICU lengths of stay seen in similar hospitals within the Lowcountry area, it is clear
that this 5.2 ALOS for a small community hospital without tertiary or specialty services is
significantly higher than it should be. This higher than appropriate ALOS also results in a higher
than appropriate patient day forecast for the proposed community hospital.

As presented below, based on data from 2016 JAR reports, the ALOS for adult medical surgical
patients at similar local area hospitals range from 3.1 to 4.3 days. This is significantly below the
5.2 ALOS utilized in the MUHA forecast. In addition, as MUHA has assumed that a 10%
reduction in ALOS will occur through the operational start of the new hospital, the future
comparative ALOS levels would be in the 2.8 to 3.9 day range.

It should be noted that the ALOS data presented below excludes OB, Inpatient Rehab, Inpatient
Psych and Inpatient Substance Abuse programs and data.

Med / Surg / ICU Med / Surg / ICU Med / Surg / ICU
Days Disch. ALOS
Bon Secours St. 26,865 6,210 4.3 ALOS
Francis
Mount Pleasant 4,530 1,361 3.3 ALOS
Summerville (ex Ped) 20,899 5,276 4.0 ALOS
East Cooper 10,769 3,492 3.1 ALOS

Applying a lower length of stay assumption to MUHAs patient forecast results in a significant
reduction in forecast patient days. Assuming that a 4.3 ALOS is appropriate, forecast 2025
patient days would decline from the MUHA forecast of 23,230 days to 19,208 days. Assuming
that the lower 3.9 ALOS (factoring in the MUHA 10% ALOS reduction) is appropriate, forecast
2025 patient days would drop to 17,421.
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Converting these revised 2025 MUHA community hospital patient day forecasts into a bed need
(assuming that the MUHA patient volume forecasts are correct), utilizing a 65% occupancy
standard, results in a 2025 bed need of 81 med / surg / ICU beds when a 4.3 ALOS is used and a
74 med / surg / ICU bed need when a 3.9 ALOS is used. Both of these modified bed need
forecasts are well below the 112 med / surg / ICU beds proposed by MUHA. If fact, even
utilizing the CON forecast approach and assuming it is correct, the forecast 23,230 med / surg /
ICU patient days for 2025 reflects a bed need of only 98 beds — again well below the 112 beds
proposed in this CON application.

THE OBSTETRIC VOLUME FORECASTS FOR THE PROPOSED NEW MUHA
COMMUNITY HOSPITAL PRESENTED IN FIGURE 19 (PAGE 39) ARE NOT
SUPPORTED BY ANY INFORMATION PRESENTED IN CON APPLICATION AND IT
IS IMPOSSIBLE TO ASSESS THE REASONABLENESS OF THIS FORECAST

MUHA presents a forecast of obstetric patient days for the proposed 16 bed obstetric unit at
Figure 19 (page 39) of the MUHA CON application. Unlike the description of the med / surg /
ICU forecast included in the CON application (CON text and notes describing the Figure 18
forecast analysis), there is no information presented in the CON application which defines the
forecast methodology that was used to reach the 2023 / 2024 / 2025 obstetric patient day
volumes that are presented in Figure 19.

Even if the obstetric forecast followed an approach similar to that used for the med / surg / ICU
forecast, the same limitations discussed above, and more, impact this obstetric analysis.

First, there is no definition of the non-tertiary obstetric DRGs that will be treated at the new
community hospital and that would define baseline volumes currently treated by MUHA, even
though the Notes to Figure 19 indicate that the forecast includes only no-tertiary OB DRGs.
Second, there is no baseline obstetric volume data, by ZIP, identified within the CON
application. Without this baseline MUHA non-tertiary obstetric volume data by ZIP code, there
is no way that the forecast calculations can be validated and there is no way to evaluate the
reasonableness of the resulting forecast volume by ZIP code expected to be served at the new
community hospital.

Third is the issue of the reasonableness of the expected re-direction percentages presented in
Attachment N (% of MUHA applicable obstetric volume shifting to the new MUHA community
hospital) included in this obstetric forecast. As discussed prior, there is significant inconsistency
in the defined travel distances and travel times to the proposed new hospital when the travel
distances and travel times presented in Figure 6 are compared to travel distances and travel times
presented in Attachment N. In addition, while the percent of re-direction in the med / surg / ICU
forecasts is questionable, the high levels of re-direction are even more suspect in the case of non-
tertiary obstetric care, where care closer to home for normal obstetric care is even more
important.
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Fourth is the issue of using a 2.9 day length of stay for a non-tertiary obstetric service. As shown
below, review of obstetric ALOS levels for similar Lowcountry hospitals shows that 2016
obstetric ALOS within similar Lowcountry obstetric programs ranged from 2.2 days to 2.5 days.

Obstetric Patient Obstetric Discharges Obstetric ALOS
Days
Bon Secours St. 6,406 2,736 2.3 ALOS
Francis
Mount Pleasant 1,256 561 2.2 ALOS
Summerville 2,062 830 2.5 ALOS
East Cooper 4,559 1,823 2.5 ALOS

Applying a lower length of stay assumption to the MUHA obstetric patient forecast results in a
reduction in forecast patient days. Assuming that a 2.5 ALOS is appropriate for non-tertiary
obstetric care, forecast 2025 obstetric patient days would decline from the MUHA forecast of
3,575 days to 3,083 days. Assuming that a lower 2.3 ALOS (factoring in the MUHA 10% ALOS
reduction) is appropriate, forecast 2025 obstetric patient days would drop to 2,836.

Converting these revised 2025 MUHA non-tertiary obstetric patient day forecasts into a bed
need, utilizing a 65% occupancy standard, results in a 2025 obstetric bed need of 13 beds when a
2.5 ALOS is used and a 12 obstetric bed need when a 2.3 ALOS is used. Both of these modified
bed need forecasts are well below the 16 obstetric beds proposed by MUHA.

THE DRIVE TIME COMPARISONS PRESENTED IN FIGURE 6 (PAGE 26) DO NOT
SUPPORT THE MUHA CONTENTION THAT THE NEW COMMUNITY HOSPITAL
WILL PROVIDE SIGNIFICANT ACCESS IMPROVEMENTS TO PATIENTS WITHIN
THE ENTIRE SERVICE AREA

To start, it is important to note that the drive time values and comparisons are based upon current
drive time data, not the drive situation that will be in place during 2023 — 2025, the first three
years of operation for the new hospital.

As described in the MUHA CON application (page 33), “it is anticipated that an additional
7,327 jobs will be created in the North Charleston and Summerville submarkets.” The CON
application also states (page 34) that “The Nexton Community is located at the I-26 and Highway
174 interchange, and in the pathway of Charleston’s explosive growth. The full build out of
Nexton will be comprised of nearly 8,000 residents, 6 million square feet of commercial space, 3
schools and 2,000 acres of parks.”
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It is clear, based on this information that the anticipated population and commercial growth in
the proposed hospital’s local area will result in increased travel congestion and travel times to the
proposed community hospital site. As a result, the comparative travel times will shift toward
increased travel times to get to the proposed new facility while travel times to the existing
MUHA facilities are not expected to increase due to the already mature nature of the Peninsula
area. The expected result of these increased travel times to the proposed new site is a reduction
in the comparative travel time benefit that will accrue to the new community hospital location.

In addition, the use of a +10 minute and a +20 minute parking / wayfinding time to the drive
times to the existing MUHA facilities is also unreasonable. If in fact parking / wayfinding
additional time should be considered, then an appropriate additive time should also be added to
the proposed new facility as patients traveling to the new facility will not be able to literally park
at the front entrance of the new hospital and immediately gain access to its services.

Finally, it is important to note the inconsistencies in the defined travel distances and travel times
to the proposed new hospital when the travel distances and travel times presented in Figure 6 are
compared to travel distances and travel times presented in Attachment N. As shown below, there
are inconsistencies observed in each ZIP code presented, with travel time distances showing the
largest discrepancies. It should also be noted that discrepancies are seen within each ZIP when
Figure 6 and Attachment N are compared, in addition to the examples presented below.

Z1P Code Fig. 6 Attach. N Fig. 6 Time Attach. N Time
Distance Distance

29483 Summerville 5.0 miles 7.5 miles 13 min 11 min

29461 Moncks Corner | 13.2 miles 16.3 miles 19 min 35 min

29403 Peninsula 22.3 miles 23.4 miles 24 min 34 min

29464 East Cooper 29.3 miles 29.4 miles 34 min 40 min

29412 James Island 31.6 miles 32 miles 41 min 49 min
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ADEQUATE INFORMATION AND DOCUMENTATION IS NOT PROVIDED WITHIN
THE MUHA CON APPLICATION TO SUPPORT THE PROPOSED COMMUNITY
HOSPITAL FINANCIAL PROJECTIONS AND RECENT MUHA FINANCIAL
RESULTS DO NOT SUPPORT THE FINANCIAL FORECASTS INCLUDED IN THIS
CON APPLICATION.

Specific to the ability of MUHA to finance the capital costs associated with the construction and
startup of this proposed new hospital, there is no firm commitment to finance the project and no
clear evidence provided in the CON application that the project will meet financing guidelines.

While MUHA'’s financing advisor (Stephen Pack, President Armadale Capital) states in his letter
presented in Attachment U that it is his opinion that MUHA will meet or exceed the FHA / HUD
underwriting guidelines for this project, that opinion is based on market demand and financial
feasibility studies of the community hospital project that have been performed by other advisors
and consultants engaged by MUHA. It is important to note that no such market demand or
financial feasibility studies have been included with the CON application. Further, if the
assumption that MUHA will meet or exceed underwriting guidelines for the project is based on
the information / data / forecast analyses presented in the CON application, the multiple issues
identified above regarding the reasonableness of the volume forecasts and MUHA’s current
financial shortfalls raise significant questions concerning the ability to finance this project.

And finally, as documented in Mr. Pack’s letter, “there is no guarantee that HUD will ultimately
issue a mortgage insurance commitment for the proposed financing.”

An additional issue which should be considered in assessing the ability to finance this proposed
project — and the full $881 million in total capital expenditures planned by MUHA — is that while
MUHA may be able to gain FHA / HUD financing, the question that should be raised is whether
obtaining this level of capital financing is in the best interest of MUHA and the residents of the
Lowcountry area. As shown below, when 2020 forecasted financial data and ratios taken from
MUHA'’s Financial Feasibility Study for the Shawn Jenkins Children’s Hospital (excluding the
proposed $325 million proposed in this project) are compared to the same median data and ratios
for hospitals rated by Moody’s at the Baa3 level (Moody’s lowest investment grade rating), it is
clear that MUHA'’s financial position is well below that seen in organizations issuing even
minimal investment grade debt.

With days of cash on hand lower than seen in typical organizations with investment grade debt
and with debt levels well above that seen in organizations with investment grade debt (even
without the proposed $325 million Berkeley County project), MUHA’s actual financial forecasts
show the weakness of MUHA’s financial situation and the questions that must be raised
regarding the appropriateness of issuing an additional $325 million debt to support this proposed
project, and the total $881 million in debt proposed to support all planned MUHA projects.
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Medical University Hospital Authority
Financial Ratios Compared to Moody's Baa3
Moody's
MUHA * Baa3 **
Days Cash On Hand 67.0 109.8
Debt To Cap 116.2% 54.4%
Max Debt Service Coverage Ratio 2.3 3.0

* Calculated using MUHA's "Historical and Forecasted Statements of Net Position" for Year 2020.
** From ratings medians published in 2017 for year 2016. Baa3is the lowest investment grade rating.
A Debtincludes $645,325,000 net pension liability.

In addition to the issues raised above, the ability to finance this proposed new community
hospital should not be assessed in a vacuum.

While this proposed project is estimated to cost $325 million, plus the first year operational
subsidy for this hospital estimated to reach $11 million, the ability of MUHA to finance these
project costs must be also be considered in light of MUHA’s larger system-wide capital
expenditure commitments over the past few years.

As presented on the following pages, MUHA / MUSC already has committed more than $556
million in new project capital since 2015, excluding this proposed new hospital. Adding this
proposed project into MUHA'’s capital plans results in a commitment to finance and service the
debt of $881 million in project costs. MUHA's ability to finance this proposed new community
must be assessed in light of these larger organizational commitments.
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MUHA / MUSC NEW CAPITAL COMMITMENTS 2015 TO PRESENT
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In addition to issues related to the financing of this proposed project and the Applicant’s ability
to service this new debt, there are additional concerns regarding the financial forecasts for this
project as presented in Attachment V to this CON application. First, the volume schedules that
are referenced in Assumption (1) for the proposed new project are not presented in the CON
application. While there are patient day forecasts presented in Figures 18 and 19, there is no
indication that the data from these Figures is included in the financial forecasts.

It is also important to note, as discussed above, that the bases for the Figure 18 and 19 forecasts
are not presented in the CON application and there are numerous concerns regarding incorrect or
unsupported data in the MUHA volume forecasts. A realistic forecast approach would result in
much lower forecasted volume levels and likely much lower revenue levels for the project.
There is also no indication of the forecast payer class for the proposed new hospital, a factor that
will have significant impact on the ultimate reimbursement received by the proposed new
hospital and on the accessibility of the proposed new project to the local community.

Also, while Assumption (1) for the proposed project financial forecast indicates that the inpatient
revenue for the new hospital is based on “the average non-tertiary MUHA charge per
discharge”, there is no definition in the financial forecasts of what the ultimate mix of non-
tertiary med / surg / ICU discharges would include and there is no definition in the CON
application or the financial forecasts of what non-tertiary obstetric cases would be served at the
new hospital and included in the financial forecasts.

An additional issue that raises concern is the impact of unfunded pension liabilities and total
pension expenses on MUHA'’s financial forecasts. With significant increases in MUHA’s
pension expenses -- $5 million for FY 2015, $13 million for FY 2016 and $33 million for FY
2017 — the impact of this rapidly rising expense is not discussed in the discussion / notes to the
financial forecasts and does not appear to be factored into the future financial forecasts
themselves. Combining this pension expense shortfall with the fact that other forecast operating
expenses also appear to be understated and that the forecasts included in support of this project
appear to be inconsistent with prior MUHA forecasts, drives the conclusion that there are serious
questions of MUHA’s ability to operate this proposed Berkeley County project and the other
projects proposed by MUHA in a financially feasible manner.

Finally, with the most recent available financial data from MUHA (MUHA Interim Financial
Statements for the eight months ending February 2018 as attached to Trident’s 04/19/18 Affected
Person Status and Opposition Letter) showing that operating income is $27.3 million below the
FY 2018 budget, operating expenses are $26.4 million above the FY 2018 budget and MUHA’s
net income is $28.6 below FY 2018 budget, it is clear that the financial forecasts presented in
support of this CON application are suspect. As stated in the Assumption 1 (Attachment V) to
the baseline MUHA financial forecasts, without this proposed new hospital, all CON forecasts
are based on the MUHA FY 2018 budget. With the FY 2018 budget overstating actual net
income financial performance by $25-30 million, it is clear that the financial forecasts presented
in the CON application are likewise overstated.

Exhibit G to Colleton's Petition - Page 83 of 289
ROA 000783



Margaret Murdock
Page 16

With only a $14.9 to $46.5 million operating income reported in the FY 2016 and 2017 MUHA
financial statements (MUHA Basic Financial Statements and Required Supplementary
Information, June 30, 2017, Management’s Discussion and Analysis, page 6), an operating
income shortfall of $28.6 million is significant, accounting for 60%+ to over 100% of actual
operating income for the two most recent fiscal years.

Further, with only a $30-40 million operating income forecasted in the 2020 — 2025 budgets for
MUHA without this proposed Berkeley County hospital (CON Attachment V — with future
budgets based on the 2018 budget), based on what is now known to be an overstated FY 2018
budget, it is clear that the recent financial shortfalls will have a significant adverse impact on
MUHA'’s financial capabilities and its ability to establish and operate this and the numerous
other new capital projects either under development or planned by MUHA. And, with only
$23.8 million in operating income forecast for MUHA, including this new hospital (CON
Attachment V), for the first year of the new hospital operation (FY 2023), the recent $28.6
million shortfall has the potential to drive MUHA into an operating loss situation.

THE PROPOSED NEW HOSPITAL IS NOT NEEDED AND WILL ADVERSELY
IMPACT EXISTING AND APPROVED PROVIDERS IN THE SERVICE AREA

Based on the information presented above it is clear that Berkeley County residents will be have
adequate and appropriate access to health care services without the development of this proposed
new MUHA community hospital. The MUHA project will bring no new services or programs to
the local community and will ultimately be just a duplicate of already approved and under
development programs and services.

In addition, as discussed above, MUHA'’s contention that the proposed new community hospital
project will just serve MUHA’s existing patient base within the local community is not
reasonable or realistic, and is not supported by the data and information submitted in the CON
application.

With MUHA proposing to serve higher than reasonable percentages of patients from an
unrealistically large service area, incorrectly assuming that its current tertiary and specialty
patients will be treated at the community hospital and artificially inflating forecast patient days
for the new hospital by using unreasonably high average length of stay assumptions, it must be
concluded that the MUHA-aligned patient volume to be served at the new community hospital
will be significantly less than forecast in this CON application.

As a result, the only way that MUHA will meet its volume forecasts is by increasing its market
share within the local Berkeley County marketplace at the expense of other local providers, and
adversely shifting patients from existing and approved local providers to the proposed new
MUHA facility.
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THE PROPOSED NEW MUHA HOSPITAL IS INCONSISTENT WITH THE PROJECT
REVIEW CRITERIA IDENTIFIED BY DHEC IN ITS CERTIFICATE OF NEED
COMPLETENESS LETTER

As identified in DHEC’s CON completeness letter for the MUHA new hospital project, the
proposed project’s Compliance with the Need Outlined in the South Carolina Health Plan is the
most import project review criteria, with Community Need Documentation, Distribution
(Accessibility) and Ability to Complete the Project criteria also to assessed. A discussion of
each of these criteria is presented below.

Compliance with the Need Outlined in the South Carolina Health Plan

As shown in the 2017-2018 South Carolina Health Plan, the net bed need for the applicable
planning area for this proposed project (combined Berkeley, Charleston and Dorchester County
planning area) is an excess of 13 beds. As such, the proposed project to add an additional 128
beds to the existing bed capacity within this planning area is inconsistent with the Health Plan.

Further, with a significant portion of MUHA’s anticipated patient volume for the new facility to
be re-directed from other local providers (details discussed above), it is not appropriate to look
solely at MUSC Medical Center’s (MUHA’s) forecast institution specific bed need to support
this proposed project. As is discussed in detail above, MUHA patient volume alone is
inadequate to support this proposed new 128-bed community hospital. To reach CON forecast
volume levels, MUHA must increase its local Berkeley County market share and effect the re-
direction of local Berkeley County patients away from other local providers to the proposed new
facility. As a result of having to serve both MUHA and non-MUHA patients, the use of the
MUSC (MUHA) institution specific bed need is inappropriate and should not be used as a
surrogate for the lack of need in the planning area.

Community Need Documentation

As discussed in detail above, Berkeley County is not an underserved healthcare market and there
is no need for additional hospital services in Berkeley County. Two new hospitals are currently
under development and significant other health care development is currently underway in
Berkeley County. Berkeley County runs the risk of excessive development that defies the very
purpose set forth in the CON statute, namely cost containment and prevention of unnecessary
duplication of services. In addition, data and information presented above document significant
errors and the application of numerous unreasonable assumptions in MUHA’s attempt to
document a local need for its proposed project.
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The conclusion that must be reached from a detailed analysis and critique of MUHAs forecasts
is that there is inadequate MUHA volume within the local Berkeley County marketplace to
support the proposed new 128-bed community hospital and that documentation of a community
need for this proposed project is not present. The only way that MUHA will reach its volume
forecasts is by redirecting patient volume from existing providers and increasing its market share
within the local Berkeley County area — resulting in adverse impact to existing and approved
providers.

Distribution (Accessibility)

With two acute care community hospitals to be located within Berkeley County and with a
significant portfolio of outpatient services and programs also existing and proposed for Berkeley
County, there are no distribution or accessibility problems or limitations that will be resolved by
this proposed new hospital. In fact, with no new services or programs to be added to the local
market as part of this proposed project, the reality is that this proposed new hospital will do
nothing but un-necessarily duplicate the already existing and under development local health
care services and programs within the County.

Ability to Complete the Project

As discussed above, there are significant concerns regarding MUHA’s ability to actually finance
this proposed project and its ability to finance and operate this proposed project and the
numerous other facility / program expansions and additions MUHA has under development.
With over $881 million in capital projects planned or under development by MUHA, versus the
$325 million identified for just this project, the Applicant’s ability to actually complete this
project, along with all of the other projects planned and under development, is uncertain. This is
an especially important issue when MUHA’s recent financial performance is considered.

With the most recent financial results for MUHA showing that the organization’s net income is
running $28.6 million below budget (8 months ending February 2018) and with FY 2016 and
2017 full year actual net income only in the $14.9 to $46.5 million range, it is clear that MUHA
does not have a strong financial position or a strong financial buffer to absorb the addition of
over $881 million in new capital costs as well as the debt service coverage costs and startup
expenses associated with the Applicant’s broad range of new projects under development.

When MUHA'’s complete list of financial commitments and actual recent financial performance
is considered, there is no certainty that this proposed project will be completed and there are
significant questions regarding MUHA’s actual ability to accomplish all of the development
activity that the organization has planned.
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In summary, the data and information presented above clearly documents that the proposed
MUHA new community hospital CON application is not consistent with DHEC rules, policies,
guidelines and criteria, that if approved and developed it will have an adverse impact on existing
and approved health care providers, and that the proposed project should be denied.

Ms. Murdock, thank you for your consideration of this information. If any additional
information or clarification is required, please let me know.

Regards,

Mark M. Richardson
Partner
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