David R. Gifford, MD, MPH

o El 514 Director of Health
& 4

L~ <o .
o - Three Capitol Hill
m O - Providence, Rl 02908-5097
o) -
7 N 401.222.2231

*?;’, ' *b@ 401.222.6548 Fax

ENT ot TTY: 711

www. health.ri.gov

17 July 2009

Kenneth H. Belcher, President and CEQ
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825 Chalkstone Avenue

Providence, R1 02908

John Fogarty, President and CEO

St. Joseph Health Services of Rhode Island
200 High Service Avenue

North Providence, RI 02904

Dear Messrs Belcher and Fogarty:

Attached is the final Report of the Health Services Council on the Applications of CharterCARE

Health Partnerq for Changeq in Effective Control of* St Toqen'h Health Services of Rhode, Island
iti that was amended and

adopted by the Health Services Council on 30 June 2009.

The Rhode Island Department of Health accepts the recommendation of the Health Services
Council and hereby approves the applications and adopts the attached Report with the following
conditions of approval incorporated in this decision, which supercede those conditions of approval
in section VI of the Report: :

1. that STHSRI, RWII and all affiliates provide services to all patients without discrimination
including payment source or ability to pay,

2. CCHP, STHSRI, RWH shall implement the application as approved;

3. that data, including but mot limited to finances, utilization and demographic patient
information be furnished to the state agency upon request;

4. CCHP shall provide to the Department the following reports informing the Department of
updates to the affiliation’s implementation plans and progress:

a. by thirty (30) days after implementation of the affiliation, an updated
Comprehensive Strategic Plan that includes updated assumptions used in the
strategic plan;
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11.

b. by sixty (60) days after implementation of the affiliation, specific timelines for
implementing operational, clinical and financial objectives;
¢. by ninety (90) days after implementation of the affiliation, a detailed plan for
integration and consolidation of services and operations over the first three years,
including plans for:
i. implementation of Centers of Excellence; and
ii. clinical integration/consolidation in areas of redundancy or with excess
capacity.

that services at the facilities be provided in conformance with the requirements of the Rules
and Regulations for Licensing of Hospitals (R23-17-HOSP) and Rules and Regulations
Pertaining to Hospital Conversions (R23-17.14-HCA);

By one year following the implementation of the affiliation, RWMC and SJHSRI shall
adopt joint policies and procedures for physician credentialing and for authorizing
admitting privileges to the hospitals. Such policies and procedures shall be submitted to
the Department;

By two years following the implementation of the affiliation, all physicians on staff at
either hospital shall have joint credentials at both hospitals. Attestation of such shall be
submitted to the Department;

By ninety (90) days following the implementation of the affiliation, a fully detailed plan,

including timelines, for the $15M in savings, as projected in the application. Reports shall
be provided to the Department on a quarterly basis identifying achieved savings;

that the facilities will work with the Department of Human Services, payors, and physicians
in health centers, in private practices and hospitals, to develop and implement strategies
aimed at mitigating over-utilization of the Emergency Department and identify
opportunities for improvement by creating and reviewing reports of ED data; and that the
facilities will work with the Department of Human Services and participate in any
initiatives as requested by Department of Human Services, related to Emergency
Department diversion;

that the facilities develop and implement one centralized intake system for both hospitals to
access a continuum of services ranging from inpatient psychiatric care of adult, geriatric and
co-occurring treatment, to inpatient detox within one year of licensure;

that both hospitals are to take psychiatric admissions from all other referral sources and
hospitals and not close off psychiatric admissions after 4:00 p.m. weekdays, weekends or
holidays, to protect interests of saving beds for clients who may enter their hospital
emergency rooms. This requirement will not apply in situations when applicants in their
reasonable judgment deem patient safety or risk warrants alternative steps;



12. that Elmhurst Extended Care Facilities, Inc. provide, through administrative and operational
policies and procedures, individualized and resident-centered care, services, and
accommodations, and a sense of peace, safety, and community; and that the facility
maintain Eden Alternative Certification or such other equivalency acceptable to the
Department of Health;

13. that the Elmhurst Extended Care Facilities, Inc. will work in good faith with residents to
establish an alternative payor source when another payor source is no longer available.
Further, that the facility will not withhold or discontinue care or discharge the patient while
an application for an alternative payer source (such as Medicaid) is pending; and

14. that services at Elmhurst Extended Care Facilities, Inc. be provided in conformance with the
requirements of the Rules and Regulations for Licensing of Nursing Facilities (R23-17-NF);

Approval and implementation of these applications will result in (1) the termination of the
existing hospital license issued to St. Joseph Health Services of Rhode Island and the issuance of
a new hospital license to St. Joseph Health Services of Rhode Island whose Class A member is
CharterCARE Health Partners and whose Class B member is the Bishop of Diocese of
Providence; (2) the termination of the existing hospital license issued to Roger Williams Hospital
and the issuance of a new hospital license to Roger Williams Medical Center (provided the name
change from Roger Williams Hospital has been effectuated) whose sole member is CharterCARE

Health Partners, otherwise, to Roger Williams Hospital (provided the name change from Roger
Williams Hosnital has not been effectnated) whose sole member is CharterCARE Health

ALCRLLLLTY .LAUUI.IA\-“A A AN s W WAL i bbb R g =2t EREL AN L
Partners; and (3) the termination of the existing nursing facility license issued to Elmhurst
Extended Care Facilities, Inc. and the issuance of a new nursing facility license to Elmhurst
Extended Care Facilities, Inc. whose sole member is CharterCARE Health Partners.

st R, Gi ford MD, MPH
Dzrector of Health
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I. SYNOPSIS

Project Review Committee-I of the Health Services Council recommends that the applications of
CharterCARE Health Partners for changes in effective control of St. Joseph Health Services of Rhode
Island, Roger Williams Hospital and Elmhurst Extended Care Facilities, Inc. be approved.

II. PROPOSAL DESCRIPTION

The instant proposal is an affiliation between St. Joseph Health Services of Rhode Island, Roger
Williams Hospitail, and Elmhurst Extended Care Facilitics, Inc. under a new parent entity
CharterCARE IHealth Partners (“CharterCARE”) (see attached pre and post ownership charts). Each of
the facilities will maintain their individual licenses afier the affiliation is implemented. As described by
the applicant, the proposed affiliation initially would be limited to administrative consolidation and
clinical coordination and cooperation.

Roger Williams Hospital (“RWH?) is a non-profit hospital located in Providence. RWH is a teaching
hospital affiliated with Boston University. Roger Williams Medical Center (an affiliate of RWH)
presently is the parent entity of Elmhurst Extended Care Facilities, Inc., (*EEC”) a licensed nursing
facility (since 1986). EEC is the only Eden Alternative certified nursing facility in Rhode Island (since
2003). Eden Alternative is a philosophy of elder care that focuses on individual choice and meaningful
experiences for residents.

St. Joseph Health Services of Rhode Island (“STHSRI”) is non-profit healthcare delivery system that
operates St. Joseph Our Lady of Fatima Hospital in North Providence and St. joseph Hospital for
Specialty Care in Providence (the “Providence Unit”).

CharterCARE will have a fifteen member Board of Trustees. The initial Board shall consist of eight
trustee designated by the Bishop of the Diocese of Providence and seven trustees designated by the
Board of Trustees of RWH. The initial CharterCARE leadership has been identified as follows: '

Chair of the Board of Trustees- Edwin Santos (presently Chair of Board of Trustees of RWH)

Vice Chair of the Board of Trustees- Monsignor Paul Theroux (presently Vice Chair of Board
of Trustees of STHSRI)

President/CEQ- Kenneth H. Belcher (presently CEO of RWH)

Executive Vice President/COO- John M. Fogarty (presently CEO of STHSRI)

The applicant stated that Kenneth Belcher would hold two offices after the affiliation: CEO of
CharterCARE and CEO of RWH. The applicant stated that John Fogarty would hold two offices after the
affiliation: Executive Vice President and COO of CharterCARE and CEO of STHSRI The applicant
stated that CharterCARE will employ a Chief Medical Officer and that, with the exception of the CMO,
other leadership positions will be funded/created from existing executive positions from internal/external
selection (see attached chart).

! As part of the proposal, Roger Williams Medical Center shall merge into RWH, and RWH will change its mame to Roger
Williams Medical Center.
1



With respect to Emergency Departments, because of extensive volume, CharterCARE does not plan to
consolidate its emergency departments into one centralized location, but rather coordinate the services
offered at both through clinical integration. It proposes coordination to one centralized physician
management service, clinical coordination and centralized oversight.

The applicants stated that they were committed to maintain key acute care services (emergency
department, operating suites, etc.) at both hospitals to preserve appropriate access.

Both hospitals listed an array of primary care services which they provide and stated that under
CharterCARE the primary care initiatives, which have been established over the years at both SJHSRI
and RWH will continue to take place and will be strengthened as the affiliation comes to {ruition.
SJHSRI noted that its clinics in its Providence Unit see in excess of 50,000 visits per year. The
applicant confirmed that no primary care services will be eliminated as a result of the proposed
affiliation. Specifically, the applicant committed to maintaining the scope and level of primary care
services at the STHSRI Providence unit in South Providence and that, if the Providence Unit were sold
the hospital will either lease back space in the building to provide its clinic services or locate an
alternative site in South Providence to provide its clinic services.

1IE. INTRODUCTION

Pursuant to the requirements of Chapter 23-17 of the General Laws of Rhode Island entitled "Licensing of
Health Care Facilities,” the applicant filed for changes in effective control of the subject-licensed facilities.
This request is made because the statute requires that any proposed change in owner, operator or lessee of
a licensed health care facility be reviewed by the Health Services Council and approved by the state-
licensing agency prior to implementation.

CharterCARE submitted the application for changes in effective control of RWH and SJTHSRI on 11 May
2009 and for a change in effective control of EEC on 13 May 2009. Staff reviewed the applications, found
them to be acceptable in form, and notified the applicants and the general public by a notice on the
Department’s website and via direct mail and e-mail to interested persons that the review would
commence on 15 May 2009. The notice also advised that all persons wishing to comment on the
application submit their comments to the state agency by 15 June 2009, when practicable. Advisories were
received from Office of Facilities Regulation (“OFR”), Department of Mental Health, Retardation &
Hospital (“MHRH”) and Blue Cross Blue Shield of Rhode Island (“BCBSRI”) (attached). A letter of
support was received from United Nurses & Allied Professionals (“UNAP”) (attached).

The Project Review Committee assigned to review this proposal met on 19 May 2009, 2 June 2009, 11
June 2009, 16 June 2009 and 23 June 2009 with the applicant and its legal counsels in attendance at
each meeting. The meeting of 11 June 2009 was advertised in the Providence Journal as being held to
provide an opportunity for the public to comment on the proposal. The full Health Services Council
reviewed these applications at its meeting of 30 June 2009 with the applicant and legal counsels in
attendance.

The Commitiee was also aware of the hospital conversion reviews of RWH and SJHSRI being
conducted by the Department of Health and the Department of Attorney General, pursuant to the
requirements of RIGL 23-17.14 (The Hospital Conversions Act).
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At the meeting of 19 May 2009, Mr. Belcher, President of RWH, Ed Santos, Chairman of the Board of
Trustees of RWH, Mr. Fogarty, President of STHSRI and Monsignor Paul Theroux, Vice Chair of
Board of Trustees of SJTHSRI) presented the application via a “power point” presentation which
became part of the record. It was noted that the proposed affiliation would initially be limited to
administrative consolidation and clinical coordination and cooperation.

At the meeting of 2 June 2009, the applicant presented its responses to follow up questions of the
Committee. The applicant discussed the components of the projected $15 million in savings from
affiliation and that the $15 million is approximately 4%-5% of the combined operating budgets of both
hospitals. To Council member Lapierre’s inquiry, Mr. Belcher and Mr. Fogarty noted their agreements
to working with DHS to mitigate over-utilization of their Emergency Departments.

At the meeting of 11 June 2009, the applicant presented the proposal to the public. Council member
Sen. Graziano noted her concern regarding the lack of participation of the nursing staff in the
affiliation process. Rick Brooks, Director of UNAP stated that UNAP is in discussions with the
hospital and will be updating the Committee on the progress of those negotiations. There were no other
public comments at the meeting.

At the meeting of 16 June 2009, the applicant responded to the recommendations in the advisories of
MHRH and BCBSRI and presented its responses to the follow up questions of the Committee. The
Committee discussed potential conditions of approval (some of which were derived from the MHRH
and BCBSRI written advisories) and requested that staff prepare a list of all of the draft conditions of
approval for Committee’s review at the next meeting. At this meeting, Rick Brooks, Director of UNAP
stated that UNAP is in general support of collaboration versus competition. He noted that it UNAP has
reached an agreement in principle with the hospitals and that he will keep the Committee updated. He
noted UNAP’s support of the proposal and, subsequently on 19 June 2009, UNAP submitted a letter of
support (attached).

At the 23 June 2009 meeting, the Chief of the Department’s OFR presented a summary of the licensure
and certification track record of the three subject facilities. At this meeting, the Committee reviewed the
draft conditions of approval in great detail and there was considerable discussion of the revisions to the
draft conditions that had been proposed by the applicant. At this mecting, the Committee voted five in
favor, none opposed and one recusal (5-0-1) to recommend that the applications be approved subject to
the conditions of approval contained in section VI of this report.

At the meecting of the full Health Services Council on 30 June 2009, Mr. Fogarty discussed a
memorandum dated 24 June 2009 (attached) that was prepared by SJHSRI in response to the OFR
advisory. At this meeting the applicant discussed its revised financial projections that were submitted
to the full Health Services Council on 29 June 2009 (attached). At this meeting the Chairman observed
that although he supports the applications, he is still not totally convinced that this affiliation will solve
all of the financial problems of both institutions but it is a step in the right direction. At this meeting
the Chairman suggested that condition of approval number 4 be amended to require that the applicant
provide its reports in a form acceptable to the state agency and that a new condition be placed on an
approval stating that the recommendation of the Health Services Council is based upon the established
record; and that the Health Services Council reserves the right to reconsider its recommendation on
any remand back to the Health Services Council from the Director of Health. At this meeting, the full
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Health Services Council voted twelve in favor, none opposed and three recusals (12-0-3) to recommend
that the applications be approved subject to the conditions of approval contained in section VI of this
report and including the amendments suggested by the Chairman at the meeting.

IV. FINDINGS

Section 23-17-14.3 of the licensing statute and section 4.5 of the Rules and Regulations for Licensing
of Hospitals (R23-17 HOSP) requires the Health Services Council to consider specific review criteria
in formulating a recommendation for a change in effective control. The applicants addressed relevant
considerations referred to in these review criteria.

The Committee's comments and findings on each of the criteria follow:

A. The character, competence, commitment, and standing in the community of the proposed
owners, operators or directors of the health care facility.

The instant proposal is an affiliation between SJHSRI, RWH, and EEC under a new parent
entity CharterCARE (see attached pre and post ownership charts). Each of the facilities will
maintain their individual licenses after the affiliation is implemented.

As noted in section I of this report, CharterCARE will have a fifieen member Board of
Trusiees. The initial Board shall consist of eight trustees designated by the Bishop of the

initial CharterCARE leadership has been identified as follows:

Chair of the Board of Trustees- Edwin Santos (presently Chair of Board of Trustees of RWH)

Vice Chair of the Board of Trustees- Monsignor Paul Theroux (presently Vice Chair of Board
of Trustees of STHSRI)

President/CEO- Kenneth H. Belcher (presently CEO of RWH)

Executive Vice President/COO- John M. Fogarty (presently CEO of STHSRI)

The applicant stated that Kenneth Belcher would hold two offices after the affiliation: CEO of
CharterCARE and CEO of RWH. The applicant stated that John Fogarty would hold two offices
afler the affiliation: Executive Vice President and COO of CharterCARE and CEO of STHSRL
The applicant stated that CharterCARE will employ a Chief Medical Officer and that, with the
exception of the CMO, other leadership positions will be funded/created from existing executive
positions from internal/external selection (sec attached chart).

Office of Facilities Regulation Advisory

On 22 June 2009, the Office of Facilities Regulation submitted an advisory (attached)
summarizing the survey processes (annual, unannounced visits, complaint investigations, etc.)
and the track records of RWH, SJHSRI, and EEC. With regards to SJTHSRI, the advisory noted
a pattern of issues and failures in communication systems and implementations of policies and
procedures which resulted in several incidences of state citations and licensure compliance
actions and consent agreement with the hospital. The advisory recommended that “this
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association between St. Joseph and Roger Williams require a focused attention on an
assessment of the hospitals communication culture and implementation of psychiatric services
policies and procedures.” At the 23 June 2009 meeting, the Chief of OFR presented a summary
of the advisory to the Committee.

The Committee noted that Richard Gamache, Vice President and Administrator of EEC, was
named “distinguished administrator” of the year by the American College of Health Care
Administration in 2009 and that EEC is the sole nursing facility in the state that incorporates
the Eden Alternative which is a type of culture change. Mr. Gamache is an Eden Mentor and is
one of 50 Eden Educators worldwide (see attached news article).

The Committee took note of the oral presentation made by the applicant, the documents filed
by the applicant and the material presented in the “power point” document which was further
elaborated on, as well as all responses to questions by the Committee.

Finding: The Committee finds that the applicant satisfies this criterion at the time, place
and circumstances as proposed.

. The extent to which the facility will provide, without material effect on its viability, safe and
adequate treatment for those individuals receiving the facility’s services.

If the proposal is implemented, the applicant projects saving $15 million during the first five
years of the affiliation through administrative consolidation ($7 million) and clinical
cooperation ($8 million). (Note that EEC is not included in the projected savings.) The table
below breaks out the projected savings by year, over the first five years:

Year Savings Per Year
$4.1 million

$4.2 million

$4.2 million

$2.0 million

$0.5 million

Total Savings _ [$15.0 milfion

O [ [0 (M j—

The table below identified actual and projected (2009) gains/(losses) from operations for RWH
and STHSRI since FY 2005:

Fiscal Year | RWH | SJHSRI [combined
Actual
2005 $ 107683 |$ 1,132,255 |$ 1,239,938
2006 $ (768.271) [ $ (550,326) | $  (1,318,597)
2007 $ (386,449) |$  (2,402,162) [$  (2,788,611)
2008 $ 622,373 |$  (9,240,743)|$ (8,618,370)
PY 2009 (October to April) |$  (1,112,636) |$  (3.988,313) |$  (5,100,949)
Total from 2005-2009 $  (1,537,300)|$  (15,049,289)|$ (16,586,589)
Projected
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l2009

E

(1,759,052} | $

(3,501,404) | $ (5,260,456) |

The table below identifies the endowment value for RWH and STHSRI since FY 2005:

RWH
Year Total % change |Restricted Unrestricied
FY2006 |$ 40,521,693 $ 23,021,563 [$ 17,500,130
FY 2007 $ 43,100,088 6% $ 23855432 |$ 19,244,656
FY2008 |$ 39,644,026 |-8% $ 23,902,271 |$ 15,741,755
April-2009 |$ 34,842,971 |-12% $ 23276,788 |$§ 11,566,183
From FY 2006 to April 2009 |-14% |

SJHSRI

Year Total % change |Restricted Unrestricted
FY 2006 $§ 44,587,852 $ 9,129,485 |$§ 35,458,367
FY 2007 $ 39,579,360 -11% $ 10,077,951 |$ 29,501,409
FY 2008 $ 10890545 -72% 5 9,460,609 | § 1,429,936
April-2009 |$ 6,670,382 |-39% $ 9,156,589 | § (2,486,207)
From FY 2006 to April 2009 |-85% |

The table below identifics the actual operating performance of EEC since FY 2006:

Year Incomef{loss) from operations
FY 2006 $ (386,928)
FY 2007 $ 331,490
FY 2008 $ {161,365
April-2009 [ $ 240,339

The Committee was concerned with the actual recent and projected (FY 2009) financial
experiences of the two hospitals and requested financial projections for the first five years after
the affiliation is implemented (2010-2014). The applicant provided three projections using two
percent (2%), one percent (1%) and zero percent (0%) annual volume growth assumptions
(from year-to-year). As can be seen in the table below, utilizing a two percent volume growth
projection for each year over the previous year, and incorporating the business plan of
efficiencies ($15 million in savings achieved by the end of the fifth year) and estimated one-
time costs, CharterCARE is projected to experience net incomes from operations of $5.4
million in 2010 and increasing each year to $15 million by 2014. Alternatively, utilizing a zero
percent volume growth projection in each year, and incorporating the business plan of
efficiencies (315 in million savings achieved by end of the fifth year) and estimated one-time
costs, CharterCARE is projected to experience its best net income of $2.5 million in 2011 and
is projected to experience successive reductions in net income thereafter and has a projected
loss from operations in 2014 of ($6.7 million).



2012

2013 |

2014

Loss/Gain from Operations 2010 2011

RWH $ 744 |$ 1,145|% 898 |5 494 S (274)
SJHSRI $ 2,164 |% 241413 1,925|5 1,239 |§ 330
Subtotal $ 2,908 |$ 3,559 |% 2,823 [$ 1,733 |$ 56
Affiliation Impact:

Business Plan of Efficiencies $ (4,079)i$ (8,328) $(12,501) $(14,457) $(15,000)
Est One-Time Costs $ 16128 405! 50 |$ 30 (% 30
CharterCARE - Income/Loss

from Operations $ 5375 |$11,482 |$ 15,274 | $ 16,160 | $ 15,026

2011

2014

Loss/Gain from Operations 2010 2012 2013

RWH $ (94)|$ (604)|% (1,824)[$ (3,255) § (5117)
SJHSRI $ 443 |$ (3418 (1,927)|$ (3.773)i $ (5.920)
Subtotal $ 349 |3 (945)|$ (3,751)|$ (7,028) ${11,037)
Affiliation Impact:

Business Plan of Efficiencies $ (4,079) § (8,328)] $(12,501)| $(14,457)| $(15,000)
Est One-Time Costs $ 16121% 405 ($ 50 |% 30 (S 30

CharterCARE - Income/Loss

from Operations $ 2,816 |$ 6,978 ' $§ 8,700 |$ 7,399 |§ 3,933

Loss/Gain from Operations 2010 “ 2011 2012 2013 2014
RWH $ (929)|% (2,334) % (4,488) $ (6,896)|$ (9,767
SJHSRI $ (1,271 $ (3,054)| $ (5,680) $ (8,602) $(11,867
Subtotal $ (2,200} $ (5,388) $(10,168) $(15,498) $(21,634)
Affiliation Impact:

Business Plan of Efficiencies $ (4,079) § (8,328) $(12,501)| $(14,457) $(15,000)
Est One-Time Costs $ 1612(% 405! 50 |% 30 |$ 30
CharterCARE - Income/Loss _

from Qperations $ 267 |$ 2,535|$ 2,283 |$ (1,071)| $ (6,664)

On 29 June 2009, the applicant submitted a revised pro-forma based on updated information
(see attached and note the table below). Again, uiilizing a two percent volume growth
projection for each year over the previous year, and incorporating the business plan of
efficiencies ($15 million in savings achieved by the end of the fifth year) and estimated one-
time costs, CharterCARE is projected to experience net incomes from operations of $8.2
million in 2010 and increasing each year to $24.9 million by 2014, Alternatively, utilizing a
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zero percent volume growth projection in each year, and incorporating the business plan of
efficiencies ($15 in million savings achieved by end of the fifth year) and estimated one-time
costs, CharterCARE is projected to experience its best net income of $10.2 million in 2012 and
is projected to experience successive reductions in net income thereafter and has a projected net
income from operations in 2014 of $5.8 million.

2009
L oss/Gain from Operations Baseline| 2010 2011 2012 2013 2014
RWH (1,758) $ 1,764 | $ 2,309 | $ 2484 | $ 2,582 | $ 2,311
SJHSRI (3,501)| $ 4,005| $ 5288 | $ 6,097 | $ 6,884 | $ 7,660
Subtotal (5,259)| $ 5,769| $ 7,597 | $ 8,581 | § 9,466 | § 9,971
Affiliation Impact:
Business Plan of Efficiencies $ (4,079)] § (8,328)|$(12,501)|$(14,457)|5(15,000)
Est One-Time Costs $1612| % 405| % 50(% 30/% 30
CharterCARE - Income/Loss
from Operations (5,259)| $ 8,236 | $ 15,520| $ 21,032 § 23,893 | $ 24,941

2009
Loss/Gain from Operations Baseline| 2010 2011 2012 2013 2014
RWH (1,758)| $ 948| $ 609]$ (155)] $(1,046)| §(2,357)
SJHSRI (3,501)| § 3,120 | § 3,429 § 3,201 | $ 2,879 | § 2457
Subtotal (5,259)| $ 4,068 | $ 4,038 $ 3,046 § 1,833 | § 100
Affiliation Impact:
Business Plan of Efficiencies $(4,079)| $(8,328);35(12,501)|$(14,457)|$(15,000)
Est One-Time Costs $1612| $§ 405 % 50| % 3018 30
CharterCARE - Income/Loss
from Operations (5,259)| $ 6,535 | $ 11,961 $ 15,497 $ 16,260 $ 15,070




2009
L.oss/Gain from Operations Baseline| 2010 2011 2012 2013 2014

RWH (1,758) $ 276|$ (923) § (2,583)| $ (4,409)| § (6,678)
SJHSRI (3501)] § 2,235 $ 1,504 | $ 362 §(1,013)| § (2,542)
Subtotal (5259)] $ 2,511 § 671§ (2,221)] § (5,422)| $ (9,220)

Affiliation Impact:

Business Plan of Efficiencies $ (4,079)| $ (8,328)|5(12,501)|$(14,457)|$(15,000).
Est One-Time Costs $1612| % 405/ % 50/ % 30(% 30

CharterCARE - IncomefLoss
from Operations (5,259)| $ 4,978 | $ 8,594 | $10,230| $ 9,005 § 5,750

BCBSRI Advisory

On 16 June 2009, BCBSRI submiited an advisory regarding the proposal which included the
following recommendations as conditions of approval:

1. Commitment to a minimum savings of 315 million generated from efficiencies
outlined in the application. The allocation and timing of the savings per year would
be consistent with the timeline commitment presented by the applicants.

Year Savings Per Year
1 84.1 miilion
2 $4.2 million
3 §4.2 million
4
5

$2.0 million
$0.5 miflion
Total Savings  |$15.0 million

2. Commitment to collaborate with payors in order to institute innovative approaches
that improve the coordination and integration of care between patients, hospitals,
physicians, and addresses payment reform based on alternative payment
methodologies. Such alternative payment methodologies must incorporate
performance as a key requirement.

3. A semi-annual report from CharterCARE to the Health Services Council that details
information on the progress, achievements and plans relating to the following:
a. Centralization and coordination of administrative and support services
b. Clinical services integration, coordination and consolidation
e. Savings achieved from the efficiencies delineated in the application and
opportunities for additional savings beyond the original targeted amount
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d. Confirmation and documentation confirming that no duplication and
additional expenses has been incurred relating to the accountabilities,
resources and organizational structure between corporate and affiliates

e. Confirmation that RWH and SJHSRI have formally pursued arrangements
with payors that will improve coordination and integration of care and
establish alternative payment methods

The Committee recognized the input from BCBSRI and recommended that these considerations,
with the exception of 3 (€) and, as further amended by the applicant and as reviewed by the
Committee at its meeting of 23 June 2009, be made conditions of approval of this application.

Further, according to the information presented during the course of the review, due to the
deteriorating economic conditions and other difficuities facing the healthcare indusiry, both
RWH and STHSRI have had to take action to ensure the short-term financial viability of each
respective organization. Some of the actions taken by both RWH and SJHSRI include: greater
demands on productivity and adjusting staff where appropriate based on volume changes,
deferring spending on discretionary expenses, work-force reductions, compensation
adjustments, contract renegotiations with supply vendors (i.e. supply chain initiatives),
deferring capital projects, continue to aggressively negotiate third party payor contracts as the
expire. RWH estimates savings to date of $1 million and, annualized, $2.3 million from its
initiatives. SJHSRI identified approximately $4 million in FY 2009 associated with its
initiatives. '

According to the applicant, with the proposed affiliation, the institutions will be able to
recognize a much greater level of efficiencies collectively versus stand alone institutions
through the elimination of duplicative administrative services and through coordination and/or
collaboration of clinical services.

The Committee took note of the oral presentation made by the applicant, the documents filed
by the applicant and the material presented in the “power point” document which was further
elaborated on, as well as all responses to questions by the Committee.

Finding: The Committee finds that the applicants satisfy this criterion at the time, place and
circumstances as proposed.

. The extent to which the facility will provide safe and adequate treatment for individuals
"receiving the health care facility's services.

In response to Committee questions, the applicants provided a list of policies to be developed
by CharterCARE with an emphasis on creating one unified system-wide policy, procedure or
protocol. The list included Administrative Policies, Compliance Policies, Finance Policies,
Human Resource Policies, Information Systems Policies, Facilities and Equipment Policies,
Patient Care Services and Performance Improvement Policies, Procedures and Protocols. The
applicants stated that the patient care oriented policics, procedures and protocols will be
developed as the two hospitals begin to integrate similar programs existing at both facilities.
These policies will look to adopt clinical best practices based upon evidence-based medicine,
and with a focus on continuous quality improvement. The hospitals will also look to coordinate
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its performance improvement programs to better serve the needs of both institutions ---
Universal Protocol Policy, Performance Improvement Program, Clinical Services
Programmatic Policies and Procedures. The CharterCARE Behavioral Health Program will be
managed and coordinated by CharterCARE under one clinical and administrative structure,
including policies, procedures and protocols around evidence based industry best practices.

According to the applicant, within the committee structures of the two organizations under
CharterCARE each individual institution will have its own quality and credentialing committee
with the objective to have cross credentialing between both organizations. There will be an
overall quality and credentialing committee within CharterCARE which will have overall
approval of the individual committees within the organizations. The Chairs of the two quality
and credentialing committees will sit on CharterCARE ‘s quality and credentialing committee.
The goal would be to have uniform quality and credentialing and policies and procedures and
to have physicians cross-credentialed at both organizations.

MHRH Adyvisory

On 11 June 2009, MHRH submitted an advisory regarding the proposal which included the
following recommendations as conditions of approval:

o One centralized intake for both hospitals to access a continuum of services ranging
from inpatient psychiatric care of adult, geriatric and co-occurring treatment, to
inpatient detox. The process is not to be phased in; it is to be implemented on the start
date of the agreement.

o St Joseph’s Hospital mission statement; history of willing to accept the most
challenging clients; and partnership with community providers and MHRH for court
ordered treatments is to be the clinical philosophy of both hospitals.

o Both hospitals are to take admissions from all other referral sources and hospitals and
not close off admissions after 4:00 p.m. weekdays, weekends or holidays, to protect
interests of savings beds for clients who may enter their hospital emergency rooms.
Implementing this practice will assist other hospitals without a psychiatric unit
(Memorial, Miriam, South County and Westerly) who are waiting for an open bed.

The Committee recognized the input from MHRH and recommended that these considerations, as
further amended by the applicant and reviewed by the Committee at its meeting of 23 June 2009,
be made conditions of approval of this application.

The Committee took note of the oral presehtation made by the applicant, the documents filed
by the applicant and the material presented in the “power point” document which was further

elaborated on, as well as all responses to questions by the Committee.

Finding: The Committee finds that the applicant satisfies this criterion at the time, place and
circumstances as proposed.

. The extent to which the facility will provide appropriate access to traditionally under-served
populations.

11



Pursuant to Rules and Regulations Pertaining to Hospital Conversions (R23-17.14-HCA)
hospitals must provide full charity care (i.c., a 100% discount) to patients/guarantors whose
annual income is up to and including 200% of the Federal Poverty Levels, taking into
consideration family unit size. Hospitals must also provide partial charity care (i.e., a discount
less than 100%) to patients/guarantors whose annual income is between 200% and up to and
including 300% of the Federal Poverty Levels, taking into consideration family unit size.

The applicants responded to the Committee’s questions regarding charity care and
uncompensated care. They said that they would continue to provide any and all medically
necessary services to patients regardless of their ability to pay and upon affiliation both
hospitals will work to adopt a joint charity care policy and form that meets all State and Federal
rules and regulations for the provision of chanty care.

With regards to EEC, the applicant agreed that the facility work in good faith with residents to
establish an alternative payor source when another payor source is no longer available. Further,
the applicant agreed that EEC will not withhold or discontinue care or discharge the patient
while an application for an alternative payer source (such as Medicaid) is pending.

The Commitiee took note of the oral presentation made by the applicant, the documents filed
by the applicant and the material presented in the “power point” document which was further
elaborated on, as well as all responses to questions by the Committee.

Finding: The Committee finds that, based on the evidence presented and representations
made by the applicant, the applicant satisfies this criterion at the time, place and
circumstances as proposed.

V. RECOMMENDATION

After considering each of the review criteria as required by statute and the representations made by the
applicant, the full Health Services Council recommends that these requests for a change in effective
control be approved subject to the conditions of approval contained in section VI of this report. Approval
and implementation of these applications will result in (1) the termination of the existing hospital license
issued to St. Joseph Health Service of Rhode Island and the issuance of a new hospital license to St.
Joseph Health Service of Rhode Island whose Class A member is CharterCARE Health Partners and
whose Class B member is the Bishop of Diocese of Providence; (2} the termination of the existing hospital
license issued to Roger Williams Hospital and the issuance of a new hospital license to Roger Williams
Hospital whose sole member is CharterCARE Health Partners; and (3) the termination of the existing
nursing facility license issued to Elmhurst Extended Care Facilities, Inc. and the issuance of a new nursing
facility license to Elmhurst Extended Care Facilities, Inc. whose sole member is CharterCARE Health
Partners. (See attached ownership chart).
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VI. CONDITIONS OF APPROVAL

The Committee recommends that approval of the instant application shall be subject to the following
conditions and shall apply to the applicant (including all of its subsidiaries), unless otherwise specified:

1. that STHSRL, RWH and EEC provide services to all patients without discrimination ncluding
payment source or ability to pay;

2. that the application be implemented as approved,

3. that data, including but not limited to finances, utilization and demographic patient information be
furnished to the state agency upon request;

4. that that CharterCARE provide semi-annual (every six-months) progress reports, in a form
acceptable to the state agency, to the Office of Health Systems Development regarding compliance
with conditions of approval and on the implementation of the proposal including information on
the progress, achievements and plans relating to the following:

a. Centralization and coordination of administrative and support services

b. Clinical services integration, coordination and consolidation

¢. Savings achieved from the efficiencies delineated in the application and opportunities
for additional savings beyond the original targeted amount

d. Confirmation and documentation that no duplication has been incurred relating to the
organizational structure between SJHSRI, RWH and CharterCARE including staff
resources and responsibilities. Efficiencies and savings resulting from this item to be
included in 4 C.

5. that there will be an overall quality and credentialing committee within CharterCARE which will
have overall approval of the individual quality and credentialing committees of the hospitals and
the goal would be to have uniform quality and credentialing and policies and procedures and to
provide the physicians an opportunity to be cross credentialed at both hospitals;

6. that the recommendation of the Health Services Coumcil is based upon the established record; and
that the Health Services Council reserves the right to reconsider its recommendation on any
remand back to the Health Services Council from the Director of Health;

Roger Williams Hospital and St. Joseph Health Services of Rhode Island shall additionally abide by the
following conditions of approval:

7. that services at the facilities be provided in conformance with the requirements of the Rules and
Regulations for Licensing of Hospitals (R23-17-HOSP) and Rules and Regulations Pertaining to
Hospital Conversions (R23-17.14-HCA);

8. that the facilities will work with the Department of Human Services, payors, and physicians in
health centers, in private practice and in conjunction with other hospitals, to develop and
implement strategies aimed at mitigating over-utilization of the Emergency Department and
identify opportunities for improvement by creating and reviewing reports of ED data; and that the
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10.

11.

12.

applicant will work with the Department of Human Services and participate in any initiatives of
the applicants and other providers, as applicable, as requested by Department of Human Services,
related to emergency department diversion

that the facilities work to develop an intake system for both hospitals to access a continuum of
services ranging from inpatient psychiatric care of adult, geriatric and co-occurring treatment, to
inpatient detox. The facilities will work to develop an intake system that reflects their
community’s needs, facilitates access to service, and is fiscally responsible within two years of
licensure.

that St. Joseph’s Hospital mission statement; history of willing to accept the most challenging
client in collaboration with other hospitals and/or providers currently providing this service and
partnership with community providers and MHRH for court ordered treatment will be a continued
philosophy within the CharterCARE behavioral health service line;

that both hospitals are to take admissions from all other referral sources and hospitals and not close
off admissions after 4:00 p.m. weekdays, weekends or holidays, to protect interests of saving beds
for clients who may enter their hospital emergency rooms. This requirement will not apply in
situations when applicants in their reasonable judgment deem patient safety or risk warrants
alternative steps.

that the facilities maintain commitment to a minimum savings of $15 million generated from
efficiencies outlined in the application. The allocation and timing of the savings per year would be
generally consistent with the timeline commitment presented by the applicants; provided,
however, that the applicants will maintain flexibility on a year-to-year basis regarding the amount
of savings per year.

Year Savings Per Year
1 $4.1 milfion
2 $4.2 million
3 $4.2 miltion
4
5

$2.0 million
$0.5 miltion
Total Savings  [$15.0 million

Elmhurst Extended Care Facilities, Inc. shall additionally abide by the following conditions of approval:

13.

14.

that the facility provide, through administrative and operational policies and procedures,
individualized and resident-centered care, services, and accommodations, and a sense of peace,
safety, and community; and that the facility intends to maintain Eden Alterative Certification or
will maintain such other equivalent certification acceptable to the Department of Health,

that the facility will work in good faith with residents to establish an alternative payor source when
another payor source is no longer available. Further, that the facility will not withhold or
discontinue care or discharge the patient while an application for an alternative payer source (such
as Medicaid) is pending; and

14



15. that services at the facility be provided in conformance with the requirements of the Rules and
Regulations for Licensing of Nursing Facilities (R23-17-NF);

15
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Inter-Office Memorandum
To:  Health Services Council : Date: Jome 19, 2009
Via: Michael Dexter, '
Health Systems Development
From: Raymond Rusin, Chief a‘,‘;& Office: Facilities Regnlation

RE: Advisory — for CEC Applications: St. Joseph Health Services and Roger Williams Hospital

The Office of Facilities Regulation submits the following regulatory advisory on the compliance
history for St. Joseph Health Services of Rhode Island, Roger Williams Hospital, and Eimhurst
Extended Care Facilities, Inc.

Survey requirements:

Hospitals in Rhode Island, by regulation, must acquire and maintain a pational hospital accreditation.
The Joint Commission on Accreditation of Healthcare Organizations (3JCAHO) conducts
umannounced on-site inspections and reviews of a hospitals ability to meet the JCAHO standards of
quality.care and clinical services, and provides hospitals with a three (3) year or one (1) year
conditional accreditation. St. Joseph and Roger Williams are both accredited by the Joint

P o e SR LY S - -
Commission on Accreditation of Healthcare Organizations.

The Office of Facilities Regulation (OFR) conducts ynannounced abbreviated incident/event and
complaint investigations in hospitals to ensure compliance with state hospital regulations. Hospital
incidents and events reported under the Crowley Bill (Chapter 23-17-40), and in accordance with
same, are not inchuded in this report. Additionally, OFR is the state survey agency for the Centers
for Medicare and Medicaid Services (CMS} and conducts surveys and complaint validation
investigations to review a hospitals compliance with federal regulations and conditions of
participation in the federal Medicare system.

Non-accredited hospitals are surveyed for compliance with the federal bospital regulations every
three (3) years. Accredited hospitals are deemed to be in compliance with federal regulations and
they are not routinely surveyed. CMS authorizes a 1% to 5% validation review of hospitals
nationally, which for Rhode Island routinely translates into one (1) federal hospital validation survey
per year, randomly selected by the CMS central office in Baltimore, MD. In the event of an
allegation or incident/event of non-compliance CMS may authorize the state to conduct a focused
compliant validation investigation to review specific conditions of participation (¢.£-, surgical
services, nursing, administration, quality assurance). Should a validation investigation result in the
hospital not being in compliance with a condition of participation, CMS may remove a hospitals
deemed status and authorize the state survey ageney to conduct a full federal hospital survey.

OFR conducts unannounced annal and abbreviated complaint investigations of nursing facilities n
Rhode Island to determine compliance with state nursing home regulations. OFR also conducts
additional interim inspections of facilities with a history of non-compliance, substantiated
complaints, negative financial indicatoss, or below average nursing staff hours.
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The majority of nursing facilities in Rhode Island participate in the federal Medicare and Medicaid
certification programs. Subsequently, OFR is the survey agency for conducting the federal
inspections for CMS. OFR conducts wnamnounced federal surveys for nursing facilities on a nine (9)
1o fifteen (15) month schedule and review nursing facilities for compliance with federal regulations.
OFR also conducts incident/event and complaint investigations of facifity generated reports and/er
allegations of non-compliance from residents, resident’s family members, the public, and the LTC
Ombudsrman’s office. Facilities may seek accreditation, however, it is not required for state
ticensure and CMS does not deem nursing homes for certification if they are accredited.

Exccutive Advisory Summary:
Both hospitals are appropriately licensed and their accreditation is current and neither facility is on
conditional status with their accrediting body, JCAHO.

Roger Williams Hospital’s (RWH) compliance record is in line with the majority of hospitals in
Rhode Island. OFR routinely conducts investigations based on hospitat generated reporting and
consumer complaints. A review of the previous three (3) years indicates a number of
investigations conducted resulted in no regulatory citations.

JCAHO completed an unannounced accreditation inspection on May 4, 2009. The hospital’s
accreditation is effective through 2012. OFR offers no specific recommendations in regards to
the proposed merger.

St. Joseph Health Services of Rhode Island’s (SJTHS) compliance record is more complex
involving a large and difficult psychiatric population and a series of unrelated incidents
triggering both licensure and federal certification investigations and inspections. JCAHO
completed an unannounced accreditation inspection on January 27, 2009. The hospital’s
accreditation is effective through 2012.

Although no citations of federal conditions of participation are involved to date, viewed
collectively, OFR notes a pattern of issues and failures in the hospitals communication systems
and implementation of policics and procedures resulted in several incidences of state citations
and licensure compliance actions and agresments with the hospital. The hospital’s
administrative management and clinical staff are respopsive to the Department’s involvement in
these incidents and exhibit a positive and assertive manner in dealing with the hospital’s systems
and service delivery issues. The Departrent continues to be actively involved in our follow-up
to previously identified compliance issues and hospital consent agreements as well as a new
investigation currently in process. OFR recommends the consideration of a condition of this
association between St. Joseph and Roger Williams require a focused atfention on an assessment
of the hospitals communication culture and implementation of psychiatric services policies and
procedures.

Eimhurst Extended Care (EEC) is appropriately licensed with no pending licensure actions and in
full compliance with Medicare and Medicaid certification. EEC’s overall compliance history 1s very
good with a survey rating comparable to the state survey score average over six survey cycles (1.e.,3
years).

Eimhurst Extended Care is the only Eden Alternative© registered facility currently in Rhode Island.
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Roger Williams Hospital Advisory:

For the period 1/1/07 through 4/30/09, 84 complaints/incidents are registered in the OFR
complaint data system (ACTS). Overall, these have geperated 11 on-site, unannounced
inspection visits:

2007 — 7 visits were made and with no citations

2008 — 4 visits were made with no citations

To date 2009 — 1 visit with no citations.
The last Joint Commission survey was completed on 5/4/09. Accreditation is effective
8/30/08 and as is customary, valid for 39 months. As of yet, we have received no report of
specific findings from this survey.

OFR offers no specific recommendations in regards o the propesed association.

St. Joseph Health Services of RI Advisory:
For the period 1/1/07 through 4/30/09, 97complaints/incidents are registered in the OFR

complaint data system (ACTS). Overall, these have generated 17 on-site, unannounced

inspeciion visits:

2007 — 6 visits were made, including, a federally authorized substantial atlegation
survey (a PPS excluded Psych Unit survey was concurrently conducied) when a
worman on suicide precautions jumped out of a window on the psych unit in August.
Several deficiencies were cited, however, no conditions of federal participation were
cited. A state compliance order was issued for the hospital to engage the services ofa
consuliant to review and make recommendations regarding the safety and security of
all psych units.

In December 07, in an attempted elopement, a patient on the psych unit fell to their
demise from above a ceiling tile. The circumstances of this incident were included in
the consultants review.

2008 ~ 7 visits were made, including, a federally authorized substantial allegation of a
sentinel event was conducted regarding the December 2007. No federal conditions of
participation were cited.

In April 08, 2 separate visiis were made when the same patient, allegedly on constant
observation, was twice able to swallow foreign objects. Still under the compliance
order indicated above, the hospital staff met with the Department regarding the
hospitals policies and procedures on “supervision” of psychiatric patients.

In December “08, a near miss on the psych-unit occurred when a patient on constant
observation was able to tear a piece of their tee shirt and wrap it around their neck
sufficient enough to cause redness. State citations were cited
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e ot 2009 — 4 visits, starting in early Januvary, as a result of the December 2008 near mmss
(and prior psych unit incidents), a new consent agreement was signed and the hospital
agreed 1o review certain policies and procedures {e.g., seclusion, constant
observation, and restraint use).

In late January, a federal validation (sample) survey was conducted and standard
deficiencies were cited, however, no conditions of participation were found out of

compliance.
The hospital is currenily under investigation.

The last Joint Commission survey was completed on 1/27/09. Accreditation is
effective 12/10/08 and is valid for 39 months. Findings from this review identified
areas for improvement under Assessment and Care/Services, Information
Management, Medication Management, Organizational Structure, Patient Safety,

. Physical Environment, and Life Safety Code. The hospital was required to submit of
Evidence of Compliance within 45 days.

The Department continues to work closely with the hospital management and chinical
staff. Apparent isolated incidents and events continue to plague the hospital and 1t is
our belief a more cxpansive review of the hospitals communication and systems
implementation culture is needed for the hospital to establish better control and
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Flmhurst Exiended Care Advisory:

For the period Japuary 1, 2005 — May 2009, Elmhurst Extended Care received the prescribed
standard surveys with minimal citations in quality of care and little or no citations in quality
of life areas. The facility has a remarkably average compliance history. There are very few
repeat deficiencies with the exception of the federal requircment of F 282 (cited in 05 & 08
regarding Care Plans). This is a broad requirement and is cited quite often by the state
survey agency. The usual scope and severity of citations are "isolated”, indicating no general
systemic failures of the facilities systems.

OFR’s review revealed no significant quality of care issues and only minor, isolated citations
that were found corrected upon follow-up inspections. The Administrator of record since
August 1999 is Richard Gamache. As Administrator, Mr. Gamache’s consistent
management of the facility lends stability to the service delivery systems and quality of care
for the residents. Additionally, Mr. Gamache successfully implemented and registered the
facility as the first Eden Alternative© mursing home in Rhode Island.

if you have any questions regarding this advisory or the survey process, 1 will be available at your
request.

Cc:  Michael S, Varadian, JD, MBA, Executive Director
M. Vincent, RN, Public Health Nurse Consultant
A. Pullano, Principal Health Facilities Surveyor
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OFFICE OF THE DIRECTOR ' TEL: (401)462-3201
14 Harrington Read FAX: (401) 462-3204
Cranston, RI 02920-3080 TDD: (401) 462-6087

Tune 10, 2009

Michael Dexter _
Chief, Office of Health Systems Development JUN
Rhode Island Department of Healih o 1 1 2083
" Three Capitol Hill : S ' _ ATBEPT BFEALTH
Providence, RI 02508-5097 _ ' " OFFICEQF
_ _ . ‘ HEALTH SYSTEMS DEVELOPMENT
Dear Michael:

The Department of Mental Health Retardation and Hospitals is grateful for the opportunity to
comment on the proposed application of St. Joseph’s Health Services and Roger Williams
Hospital. Our recommendations are being made after careful review and oversight from the
Facility Status Committee, who is charged with the responsibility of assurnng care and treatment

Mental Heallh Law.
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The following are cur recommendations:

» One centralized intake for both hospitals to access a continuum of services ranging
from inpatient psychiatric care of adull, geriatric and co-occurring treatment, {0
inpatient detox. This process 1s not to bie phased in; it is to be implemented on the start
date of the agreement.

St. Joseph's Heépital mission statement; history of witling to accept the most
challenging clients; and partnership with community providers and MHRH for court
ordered treatment is to be the clinical philosophy of both hospitals.

Both hospitals are to take admissions from all other referral sources and hospitals and
not close off admissions afier 4:00 p.m. weekdays, weekends or holidays, fo protect
interests of saving beds for clients who may enter their hospital emergency rooms.
Implementing this practice will assist other hospitals without a psychiatric unit
{Memorial, Miriam, South County and Westerly) who are waiting for on open bed.
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Craig S. Stenm
irector
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June 16, 2009

Mr. Michael K. Dexter

Chief

Office of Health Systems Development
Rhode Island Department of Health
Providence, RI 02908

Dear Mr, Dexter:

Enclosed is Blue Cross & Blue Shield of Rhode Island’s Advisory Statement regarding
Roger Williams Hospital and St. Joseph Health Services of Rhode Island affiliation
application. We thank you for the opportunity to provide this advisory statement on such
an important matter.

Sincerely,

(it e

Richard Farias
Chief Operating Officer
Blue Cross & Blue Shield of Rhode Island

Blue Cross & Blue $hield of Rhode Island is an independant licensee of the Biue Cross and Bluz Shield Association.
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Biue Cross & Blue Shield of Rhode Island Advisory Statement
Roger Williams Hospital & St. Joseph Health Systems of RI Affiliation Application

June 16, 2009

This document serves as an advisory statement from Blue Cross & Blue Shield of Rhode Island
(BCBSRI) on the proposed affiliation between Roger Williams Hospital (RWH) and St. Joseph
Health Services of Rhode Isiand (SJHSRI).

The organizations have filed an application fo form an affiliation under a new corporate parent,
CharterCare Health Partners (CCHP). As presented in the application, the benefits of the
affliation include continued patient access, operational efficiencies, and improved quality
through coordination and collaboration. Administrative/support efficiencies and clinical
integration and collaboration are expected to produce a financial savings of $15M over a five-
year timeline. The application identifies efficiencies from adminisirative and support setvices
totaling $7M and $8M relating to clinical integration, department level consolidations, and supply
chain consolidations.

BCBSRI recognizes that an affiliation between two hospitals with significantly overlapping
service areas, located approximately 2 miles from each other, represents a unique opportunity to
ride banafis fo the sommunity through collaboration, integration, and consolidation. BCBSRI
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has long held the position that systemic collaboration must occur if community hospitals are to
confront a difficult and challenging future. We agree with the recommendation as promulgated in
the First Report of the Community Hospital Task Force, “State policy and hospitals’ management
activities should facilitate collaboration across hospitals and between hospitals and other
providers. Task Force members identified specific goals for collaboration that would improve
community hospitals’ financial health, through their ability to reduce costs and improve quality,
without feading to increased health care costs overall.” It is our opinion, based on the information
submitted in the application, that the intended goals are essentially aligned with the task force
recommendation. With this stated, it is important to ensure that such a complex and challenging

undertaking is successtul in achieving these goals.

Efficiencies are not only an essential goal of any affiliation, but arc important in supporting
financial sustainability. Clinical integration and coordination through: ceniralized management
and the establishment of best practices should result in quality improvement and reduced costs. In
addition to these efforts, clinical consolidation must also be prominent among the benefits
expected from this affiliation. Service lines mentioned in terms of consolidation include cancer
care, neurosciences and orthopedics. The application notes that “clinical infegration is not
anticipated until years three (o five ard beyond.” While it is understandable that such
consolidation would be approached in a thoughtful manner, BCBSRI would advocate a strong
commitment to achieve consolidation of such high-ead services as soon as possible, within three
to five years post affiliation. Further, clinical consolidation should also be evaluated in the
context of a coordinated statewide health plan that addresses existing/future state capacity.

* The application prominently states that “clinical integration will continue to advance resulting in

best practice and increased quality.” “This new affiliation agreement provides the parties with the
opportunity to forge a strategic partnership through which both institutions will pursee a common

Blue Cross & Blue Shicld of Rhode Tsland is an independeat licensee of the Bluz Gross and Blue Shicld Associatien.




BCBSRI Advisorv Statement {cont.)

goal, providing an enhanced modef of patient care for the community.” In addition to these
statements, both hospitals have emphasized the importance of primary care physicians. Concerns
have been expressed regarding unnecessary emergency department utilization. BCBSRI also
shares a concern with these issues. As the only Rhode [sland non-profit commercial health
insurer, BCBSRI fully embraces the need for changes to the health care delivery system, focusing
on quality, affordability and improving the primary care infrastructure. The affifiation and the
principles espoused through the application should be nsed as a platform for CCHP to work with
payors on innovative approaches to improve the health care delivery model where hospitals play
such an important part. Such innovative approaches would include payment methodology reform
that move away from traditional fee-for-service payment to models that incorporate performance,
and promotes coordination and integration along the continuum of care, e.g. global or bundled
episode based payment.

In addition to the centralization of administrative and support services, RWH and SJHSRI are
expected to contract for services through a Management Services Agreement with CCHP. The
new corporate structure comprises new executivé level positions, which at the onset are to be held
on dual basis with existing executives from each institution. The applicants have stated that there
would be no duplication of activities and accountabilities between the parent organization and
affiliates. In this regard, it is BCBSRI’s position that the post affiliation efforts focus on
optimizing efficiencies wherever possible while assuring that duplication of accountability and
resources between CCHP and the affiliated hospitals does not occur, particularly if positions in
the parent are replaced with administrators that do not hold dual positions.

STHSRI leadership should be commended for their efforts to undertake a comprehensive financial
recovery plan. The effort will ensure that both institutions are entering the affiliation in the best
financial condition possible. In fact, we see this as critical to ensuring the success of the
affiliation. BCBSRI's expectation is that the recovery plan will significantly moderate losses in
2009 and place the hospital on a path to financial recovery in 2010

We would recommend that the following be considered formal conditions shouid the Project
Review Commitiee recommend approval to the Health Services Council.

= Commitment to a minimum savings of $15 million generated from efficiencies outlined
in the application. The allccation and timing of the savings per year would be consistent
with the timeline commitment presented by the applicants.

~ Year Savings Per Year
1 $4.1 million
2 $4.2 million
3 $4.2 million
4 $2.0 millien
5 $0.5 mitlion
Total Savings $15.0 million

= Commitment to collaborate with payors in order to institute innovative approaches that
improve the coordination and integration of care between patients, hospitals, physicians,
and addresses payment reform based on alternative payment methodologies. Such
alternative payment methodologies must incorporate performance as a key requirement.




BCBSRI Advisory Statement (cont.}

= A semi-annual report from CCHP to the Health Services Council that details information
on the progress, achievements and plans relating to the following:

o Centralization and coordination of administrative and support services

o Clinical service integration, coordination and consolidation

o Savings achieved from the efficiencies delineated in the application and
opportunities for additional savings beyond the original targeted amount

o Confirmation and documentation confirming that no duplication and additional
expenses has been incurred relating to the accountabilities, resources and
organizational structure between corporate and affiliates

o Confirmation that RWH and STHSRI have formally pursued arrangements with
payors that will improve coordination and integration of care and establish
alternative payment methods

As a point of clarification, it is assumed that the Change in Effective Control, as part of the
hospital licensure process, obligates the applicants to foilow the conditions as a requirement
of their licensure. If this is not the case, than BCBSRI would advocate that the Health
Services Council convene to review the deficiencies and defermine the appropriate
remediation.

In summary, BCBSRI believes that the affiliation between these two valued community
assets is in the best interest of their communities and Rhode Island’s health care delivery
sysiem. As previously noted, the affiliation also represents an excellent opportun ity to work
with navors on innovative approaches to address efficiency, performance, and affordabiiity.
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United Nurses &
Allied Professionals

Linda McDonald, RN
President

June 18, 2009

David R. Gifford. MD, Director
R1 Department of Health

3 Capitol Hill

Providence, R 02908

Re: Change of Effective Contyol Application of St. Joseph Héa}th Services, Roger Williams Hospital, and
CharterCare Health Partners

Dear Director Gifford:

1 write on behalf of the United Nurses & Allied Professionals {(“UNAP") to support the Change of
Fffective Control application of St. Joseph Health Services of RE {“St. Joseph™), Roger Williams Hospital

(“Roger Williams”), and CharterCare Health Partners.

The UNAP is the largest health care union in Rhode Island, répresenting nearly 5,500 health professionals
who work at seven of our state’s not-for-profit hospitals — as well as at other health care and social service
agencies - including 300 Registered Nurses who work at St. Joseph’s Fatima Hospital.

The UNAP has carefully reviewed the affiliation proposal of St. Joseph and Roger Williams. Of
particular concern in our review was. the potential impact of the affiliation on the job security and
collective bargaining rights of our members, in light of the prospect of eonsolidation of clinical services
provided by the two hospitals at some point in the future. Of equal concern to the UNAP was St. Joseph’s
future financial viability in the absence of the administrative efficiencies and opportunities for growth that
will hopefully be achieved by the proposed conversion.

In recent weeks, the UNAP held several meetings with the CEOs of both St. Joseph and Roger Williams
in an effort to clanify and protect the rights of our members in the event that clinical services are
iransferred or consolidated in the future. As a result of these discussions, the UNAP has reached a
tentative agreement with the hospitals that will provide transparency and predictability for employees
regarding such issues as seniority rights, sransfer rights, collective bargaining rights, and other terms and
conditions of employment. We anticipate that this tentative agreement will be formalized ma
Memorandum of Understanding between the partics in the near future.

In light of the agreement that we have reached with St. Joseph and Roger Wiliiams, and consistent with
our view that collaboration between hospitals will produce better and more cost-effective health care
services for Rhode Islanders than will competition, the UNAP herein offers its support for the proposed
afiiliation between St. Joseph and Roger Williams.

375 Branth Avemie - Provience, R 02904 » T: 401-831-3647 - F: 401-831-3677 + www.unap.ory




Thank you very much for your consideration.

il Brodes

Rick Brogks
Director

Ce¢:  Linda McDonald, RN
Lynn Blais, RN
Robert Quigley, D.C.
Wichael Dexter
John Fogarty
Ken Belcher
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8% St Joseph ECEIVE|
=, o8 Health Services | EUN 2 6 2009

aszne 0f Rhode Island

RIDEPT OF HEALTH

o, Deidence B 63904 nEa T sy SRHCE QR
401-456-3000 B = E
To: Mr. Michael Dexter
Office of Healih Systems Development /
From: John M. Fogarty, President and Chief Executive Offfce |
St. Joseph Health Services of Rhode istand ﬁ

Date: June 24, 2009

Subject: OFR Advisory for CEC application

| would like to take this opportunity to respond to the commenis the Health Services
Council received from the Office of Facility Regulations (OFR) relating to the CEC
application for St. Joseph Health Services of Rhade Island and Roger Williams Hospital.
| think it is important 1o state for the record that the Hospital enjoys a collaborative
relationship with the Division of Facllities Regutation, HEALTH and MHRH and will
continue to collaborate fully in any current and ongoing issues.

Having read the memorandum, shared it with our Board of Trustees, Medical Staff
leadership and clinical team, | wouid like to share some thoughts and ciarity some
statements noted in the correspondence.

We take patient safety and quality of care very seriously in our organization. As was
noted at the Project Review Committee, we encourage all staff to report any issues that
may affect patient safety or quality of care. We are the largest provider of acute mental
health inpatient services for chronically mentally iff individuals in the state of Rhode
island. As such, we treat a high risk population that is prone to injurious and dangerous
behavior. Despite our numerous safely initiatives, the Hospital has experienced some
unfortunate events over the past vear. However, we remain fully committed fo
continuing to treat this population of patients in a safe and therapeutic environment and
report any concerning incidents.

The Hospital's last Joint Commission survey was completed in December 2008 and we
are fully accredited and at the same accreditation status as every hospital in the state.
While it is true as noted in the OFR letter that the Hospital was required to submit
evidence of standards compliance with within 45 days, this is the standard process for
every hospital nationally, virtually all of which receive requirements for improvement {or
RFIs) in their Joint Commission surveys. All of our measures of success and evidence

Divisions:
) % _ i
in sz : oo ] 2a 83
Laiy e RRwER Tome EEwER Sudosch BEMEE
FATIMA “SPECIALTY LIVING
Hospital Care Center
200 High Service Avenue 21 Peace Street 153 Dean Street

North Providence, R1 02904 Providence, RI 02907 Providence, RY 02903



&
of standards of compliance have been submitted io and accepted by The Joint
Commission.

We have embraced a culture of transparency at St. Joseph Health Services for events
and near misses. As such, the high number of issues and near misses that are
identified, particularly in the psychiairic division at St. Joseph Health Services, are a
result of a high degree of self reporting that we initiated here. While reporting near
misses is not a statutory requirement, we stand by this practice as part of cur patient
safety program and view them as an opportunity for learning and systems improvement,
even though they may firigger a significant number of on-site surveys. We. were
encouraged to hear Mr. Rusin echo this perception in his comments to the Commitiee

this week.

The OFR letier notes that “the Hospiial is currently under investigation.” After
discussions with Facilities Regulation, it was clarified that the term “investigation” refers
t the most recent on-site survey conducted by the Office of Facilities Requlation at the
Hospital. This survey has been completed and a report issued, the results of which
were shared with the Health Service Council during the June 23, 2009 meeting. As
noted at the meeting, these findings - while deserving of prompt attention - are of a
routine nature and will be addressed shortly in our response to the OFR report.

Thank you for the opportunity to comment on the OFR correspondehce and feel free t0
share this letter with the full Council.

JMF:Imh

Cc R. Rusin
P. Rocha
K. O'Conneli
K. Belcher




One Ciiizens Plaza, 8th floor
ADLER POLLCCK (Q SHEEHAN PC. 029031545
’ Telephone 401-274-7200
Fax 401-751-00604 / 351-4007

173 Federal Suzeer
Boston, MA 021182210
Telephone 617-482-0600

D E @ E H ‘M E Fas 617-182.0604

wwwapshwcom

June 29, 2009
JUN 2 § 2008

VIA HAND DELIVERY

] RIDEPT OF HEALTH
Mr. Michael K. Dexter OEFICE OF

Chief, Health Systems Development HEALTH SYSTEMS DEVELOPMENT
Rhode Isiand Department of Health

3 Capitol Hill

Cannon Building - Room 404

Providence, R1 02908

Re:  CharterCARE Health Partners Change in Effective Control (“CEC”) Applications

Dear Mr. Dexter:

1 am writing to request that you forward the attached Revised Pro Forma to members of the

Health Services Counei! to substitute for the projections set forth on pages 6 and 7 of the Report
of the Committee Of The Health Services Council On The Applications of CharterCARE Health
Partners For Changes In Effective Control Of: St. Joseph Health Services of Rhode Island, Roger
Williams Hospital and Elmhurst Extended Care Facilities, Inc. As yon will recall, as part of the
Department of Health Hospitals Conversions Act Review, the parties were asked to submit
revised financial projections based upon updated information. On June 19, 2009, the parties
submitted the attached revised projections and we would ask that they be made part of the record
in the pending CEC Review. The parties look forward to meeting with the full Health Services

Council on Tuesday, June 30 at 2:30.

If you have any questions, please contact me. As always, thank you for your consideration.

Sincerely,

al

PATRICIA K. ROCHA
procha(@apsiaw.com

PKR/In

cc: John M. Fogarty
Kathleen A, Kenny
Kenneth H. Belcher
Kimberly A. O’Connell, Esq.
Addy Kane

$00206_1.doc
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