PeaceHealth

San Juan Community Hospital Committee

Feasibility Assessment

Overviewof Findings and Recommendations

For the past year and a half, a grouplahders has been seekiagso expand healthcare access
for our community. Since January 2808xtensivestudyhasfocused on the feasitylof creating

a newintegrateanedical center on San Juan Island that wauklas its heah expanded clinic,
andthatwould also offer some outpatient services and limited inpatient séhigetudy was a
joint undertaking of Islanderspresetatives from the Inter Island Medical CerEdtS,and San
Juan County Public Hospital District #idependent consultanpgsd staffrom PeaceHealth, a
mainlandhot-for-profit healthcare provider best known to Islanders througbsph Hospital,
Belingham.

This is a overviewof thefeasibilitystudy and the recommendations ofatbeessment teamthe
Hospital District Board. Trempletestudy report is available through the Hospital District Board
Secretargt 360.378.5152

It was the recommeilation of the assessment teanthat the Hospital District and
PeaceHealth Boards approve and execuéenon-binding Letter of Intent to continue the
investigation ofa long-term relationship to build and operate a new integratedhedical
centeron San Juan Iend. Final Agreements, if reached, will also require the approval of
the Hospital District and PeaceHealth Boards.

This initial Feasibility Assessment indicates thatuilding and operating thenew integrated
medical center asdescribedin this report and analyzed by theassessment tearncould be
fully financed without any increasen taxes.

Whywas study on Island healthcare needed?
In our neighborhoods and at the market we hear the stories every day

A physician at the Interlsland Medd@dIND€Jis called in during the night to see a patient brought in by
EMS After he patient has been treatediaedsétalstii e e ds a doct or ds super vi
make sure that no complicaticeshassansported tontlagnland and admitted to a hospital for

observation. Her fhiardy take the feng stay on the mainland until she islebsctenyd@ hours

laterlt is stressful and expensoth patient dauchily

An Island patient has beemun&a mai nl and doctord6s care for car
chemotherapy every two weekanfuntbaveeapthef uesday he is on the ferry in the morning, at the
hospital for a few hours, and back on the ferry inThe edgimedravel and chemotiserapy

exhausting
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An Island teen needs a simple arthroscopic outpatient procedure aftbrsapgperitsancasteiakd off a
day from work to takefistand to have it done, because it carorotheeldamd.

These ar@ust threecommonexampleamong many that illustrate hiogalthcare needs are
outgrowing theurrent mission archpacity of the IIMC to serve tt@mmunitywith the high
guality of service that Islanders have come to expect.

Our Island population has receiegdellenhealthcare for decades, butltMC cannotcontinue

to provide even thcurrentevel of servicas it faces increasspgace and financ@lallenge©ur
physicians are working in an aging, extremebrawvded medical facilitQur growinglsland
Medicargoopulation is receiving service for which reimbursements are far less than the costs of
care, and the gap between IIMC income and costs is grohasgatus qeannot be maintained
much longer

Sowhat can be done?

Many possible solutions have been investigated. The [IMC has been reviewed by consultants
specializing in rural medical facilities and serVikes study found that the IIMBuilding and
infrastructureveretoo out of date and tHacility and site too small to make renovations or
additions practical. It was recommended that the San JuanRuiblioospital District #1

Board of Commissioners, which is the body responsible for oversight of tladfgiGissuring
high-quality bngterm healthcare for the commupibywestigate alternate sites and build a new
medical center, one which would be able to sergeothiengpopulation witranexpanded clinic

and in addition, someutpatient and limited inpatient services.

With suchen integratedacility, the stable emergency patient, the patient nefeelingtherapyand
the teemeeding only an outpatient procedordd all be treated on Island, wWéhless stress,
physicatliscomfortintensifiedby having to transport from amal the Islandand expense for
patients and their familiégid so could many others.

But how could a small Island community support a new integrated medical center?

One way to assure that any facility created on the Island would be built and o pdiatettially
responsible way that the community could sustain over the long term would be to partner with a
larger mainland healthcare provider. Idé&adlyartner should have a history of successfully

serving small, rural, isolated commumitisboth clinic and hospital servicGsishouldhave a

mission, values and senpoéiciec o mpat i bl e wi tnéedscandrexpecatomsu ni t y 0 s

As part of its research, the grafipslandershathas been working to find ways to expand
healthcare séce for the communityas talked with seveddi-islandhealthcarsystemsseeking
onethatwould be a good fit to the Islanch DecembeR007, PeaceHealth was invitedrtday
Harborfor discussions.

PeaceHealth and St. Joseph Hodmtadalrealy been serving Islandersruore tharl20 years,
providing an array of outpatient and inpatient sentiopsoving access to healthcare and serving
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communities is at the heart of the mission and values of PeaceHealth, and assisting San Juan Island
to aeate and operate a nevegrateanedical center would be an undertagamgistentvith the
work PeaceHealth has done in other, similar communities in the Pacific Northwest.

Whathas be#re procedsch has begun andeadyhpossiliteration ofalonderm
relationsRip

First,the Hospital District and PeaceHealth edalhave a clear understanding of the nature and
needs of the community, what services a new medical center on the Island might provide, how
much it would cost and how itght be paid forlt wasalso important to determine the details of

the facility requirementsyw much and what kinds of staffing would be neadddhatbenefits

would come from combining the resources ofittepital Districeind PeaceHealtBnly afte this
informationwasgathered and analyzed, andhgdetermined thahe communitythe Hospital

District and PeaceHealth would benefit from suelatonshipwould work begitauthorized by a
nontbindingLetter of Intent) taletail the proposed agbnship between the two organizations. All
final financialpperationadnd governance details would have to be spelled out and approved by the
Boards of both the Hospital District and PeaceHealth beforeegratednedical center project

could be undrtakenTheinitialinformation gathering phase of this project has been completed and
the findings noted in thaetailed-easibilityAssessmerd Report of Initial Findings

Howhaghisinitialinformatiorelbgathered?

For four monthdeginning Jaamy 2008several dozen people including members of the Hospital
District Board EMS personnel from the lIMGtaff from PeaceHealihdependent consultants
knowledgeable about rural healthfzaniétiesandservicesandState of Vshingtorlaws and

facility certification requiremerdsad members of the communibderbok an intensive study of

the major areas woiteresimentioned above.

Data presented in the report reprebest estimates tdalistimeeds and trentissed on historic

and currenhuse of both Island and mainland healtlsmmacedy Island residenésd, in some

cases, forecasts from leading healthcare research/analytical Bonjezeed costs asdrvices

were verified by comparing data from similar facrgeEnvironmats National and professional
standards guided estimates of, for example, space@Geadstfort was made to assure that the

data are realistic, not omanufacturedo6é or ske

What was the starting point of the study?

The first work of thassessmeéteamoverseeing the study wasléwvelop thdasigrincipleghat
would guide thplanning for the envisionedegratednedical centefTheseprinciples covered a
number of different topics

A Mission and VisiotWe commit to explore opportunities @ptions for a possible
relationshighat enhances and expands access to the highest quality healthcare services
and facilities for the San Juan Island community.
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PatietCentered Car®oing the right thing for patients and their families will always

remain the primary focus of our work.

Quality and SafetWe share a strong commitment to increase access to safe; evidence

based care of the highest quality on San Juan Island.

Collaboration and Choiddaintaining good relationships with otheistand ad off-

island providers to support patient choice is important and valued.

CommunityCentered/Missioi€entered Car®©n-Island services must continue to be

designed to serve all patients, regardless of their ability to pay.

IslandAppropriateCare Expansio of services must be appropriate for the Island's

setting and realities (e.g., depth of-bpckupport, seasonality, etc.)

Integrated Caré&=nhancements will improve continuity of care and knovdedgeg

among a patient 0s dvaoprhentiofaaommonpfullitegrdtedr s ( e

medical records system across care settings).

A Sustainability and StewardsHixpanded services and associated infrastructure must be
sustainable for the community, iHespital Districtthe onlsland physiciansia
healthcare providers, and PeaceHealth.

A TechnologyFully utilizing available technology will support the delivery and maximize
the coordination of care by a patientds p
imaging, etc.)

A Form Follows Furton: Community needs and the selected, expanded healthcare

services will determine the nature and structure éwhenedical center

> > > > > >

What did the study ravedhe scope of the dbaticesiid figpportbg a integrated
medical centeiirtichtded some outpatient and inpatient care?

Theintegrateanedical center would offer an expanded setting for clinic services already provided
by the IIMC and woulthcludeadditionakpacdor anincreasg numberand variety ddervices.

Much more corenient scheduling would be possible since there wayrkebber capacity for

meeting primary care needs atelquate space for the equipment for such diagnostic evaluations as
cardiac stress tests, mammography, songgmahnslectrocardiograms which wosupy and

often share cramped and inadequatespace

Outpatient services would be available, largely through visiting specialists, in such areas as
dermatology, hearing and speech examinations and tt@oamscopy, Gl diagnostic testing,
endoscopioasal and sinus procedures, infusion and transfusion, pain manafierggnt,
evaluation and treatmefar example Also available would be som#patiensurgeries which are
normally performed in a procedure room rather than in an operating rosemigte include
cataract procedures, middle and inner ear procedures, and hernia repair, fdexpamaieie .
diagnostic services including CT scan, bronchoscopy, and mobile MRI would be available.

Theintegrateanedical center would be plantedeethe standards af Critical Access Hospital
(CAH). This isafederadesignatiorgertifiedbythe State of Washington for small rural hospitals
sewing isolated populatiorisallows for increased reimbursement for hospital seihedsnited
inpatient servicesffered in ounewintegratenedical centavould providefor example,
supervisedcutecareand care for those patients no longer needingastal hospitalization at a
mainland hospital but who are not readgKkitled nursing honeae. No inpatient surgery would
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beofferedfor the first five years aftéreintegrateanedical center opendulitthiscould be re
evaluated in future years

Patients who need to be under observation for a day or two would receive care in areappropriat
setting. Islanders who need stemin care after surgeries or other procedures would be able to
have the medical supervision and assistance nifetichl cardiology, medical oncology, and
services in sh areas as body injurigastroenterology ,atimatologyandneurological

degenerative disordeier exampleyould be available.

A number of outpatient and inpatient procedammgd NOT be perfoateintegrateanedical

center these includebstetrics and delivery, cardiac catheterizatbheart surgergosmetic

procedures, bone marrow procedures, upper Gl surgery, brain surgery, neurosurgeries for peripheral
nerve disorders, joint replacement, nuclear medicine, radiation theedfiysisps) head and neck

surgery, plastic surgeagd vascular surgery, for example.

Thevarietyof services offered might expand or be modified over time as Islanders needs direct.

Do we hageoudban Juan Islaadidenigo will waamd usbesexpandsdrvices on
Island?

An important parof the study looked at the actual data about what kinds and how much service
Islanders are already seeking ustEthd hospitals. The State of Washington requires all hospitals
to report a variety of data athpatients discharged from their faciliiieduding theip codeof
each inpatient. Frothesedata it was possibledetermingnow many of what kinds of services
Islanders have needed in the p&alistiprojections
An Island persivec were then made to determine whether there was enough
| go off island for a specialist visit demand tsupport gfe,high quqlity;are for selected
other month. It seems like half my andproposed _serwce’ﬁheseprolectlonyvere further

: _ refined tatake into accounhat the use of the new
neighbors are also on the 8:05 fell 1 q yica| center would grow gradually owesand not
mainland for the same reason. W{ yeach projected numbers until the community had
frequently talk about how making| become fartiar and comfortable with tinewmedical
so often is wearing. centerandwasconvinced of the high quality of the
service availablé&. wasclearly understood that many
Islanders will continue to prefer to utilize mainland healthcare providers for some or all of their care,
and that was factored into the estimates of probable demand for localPtieitiechoice auld
continue to be respectedll of the data discussed in tnerviewaredetailedn the full report.

Who would be providing all these services?

The pimary care physicians, nurses, andmdtaf€urrentlyservethe communityin the IMC

would be the core growb medical care providers and support staff. Additional physicigrabours
well ashours forRNs and other care providexsuld be needed tta$f the emergency department
full time and for thémitedinpatientservice. Staffing needs were determibaded orcurrent

lIMC staffing patterns, discussions with I[IM&ff and anticipated services and number of patients;
the data were then vedagainsbther CAH facilities of comparable sind in similar
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environmentCurrently the IIMC employ® BFTEs(full time equivalesgt It is estimated that a
total of 44.5 FTEwould be needed to staff all the clinic, outpatientinaibedinpatent services.
This includes administrative, office, imaging and technical peoysieiandkNs and other
levels of direct caregivaas well as support staffany of these additional positions would
represent employment and education opportufatiesland residents.

It is anticipated that regularly schedwisding medical specialists would provide most of the
outpatienprocedurgsand that these physicians would bring their own suppowtigtatffemto
assure efficient, high quality darghe patients.

A longtermrelationshipvith PeaceHealth would offer many benefits to the medical center

i ncludi ng ac c eoplEsticated reRraitng asdHstatirig capabiities and deep expertise
in providing healthcare services in reméind,and small communitiesAll progpectivemedical

center physicians and staffuldbe evaluatetd assure that they would haveardythe
appropriateéechnical and educatiogahlificationsbut that they wouldrovide patiententered,
highquality, compassionate carsupport of the mission and values ofriteggrateanedical

center and PeaceHedtilprovide the best possible care to every patient every time

How big a facility would we need to have an irtedqpatésicipatieninedical center?

In order to estimate the space needed fantbgrateanedical centea conservative estimafe

the number opatients whanightseekislandappropriat&linic, outpatient or inpatient carasw

applied tandustrystandarégmalimedical facilities plannifagmulas Based oprojectecheed, the

total facilitywasestimated tbe 42242 sqft. which would includ24492sq.ft. of clinic space

3500sq.ft. for the emergency departmemtgd14,2506q.ft. for outpatient and irgiientspace.
Medicafacilityspace includes two categoriesooktruction er med 01 6 space and
Acutecareand space f@omeoutpatient proceduresse qui r es t hat o001 6 space
are reflected in higher abruction costsThe majorityof the new medicakntemwould be

clasdsiedas 0BO6 space, wadica facilitgtendards and is |€s§ expersivd to

build.

The hospital is projected to be a 10 bed fabibtynpatientoperating rooms would keguippedn

the initial constructigihecauseurrently planned outpatient services could be provided in

procedure rooms suitable for a wide rangafefervice provisions. Some additional spaces could

be O0shelled outdé whi ch vatonihtdthearnstislplased t hei r app
constructionbut theywould not be finished or furnished until needed,lizeeducindouilding

costswhile accounting for future demand

How much woulditiiesgrateskdical centetacbsildand how would iakkefpr?

The estimated totaeapitakost of the medical centei®29.8million: $22.8 million for the building

and $7million for medical, technical and other equipinearddition to the actual construction,
thiscost includes governmeequired sitstudies and reports, architectural and engineering
services, project management, fees, furnishings, information technology, medical equipment and
otherfacility constructionelateccosts. It also includes sales ta®3%contingency allocation

and al0%costescalation factor
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Building thentegrateanedical center would be finant&@ugh several sources:

Community pilanthropy

PeaceHealth

Hospital District

Would taxes have to loktohisiéd or operatentegratetedical ceatet tdundhe

Hospital Distidasontribution?

$12.8

$10 million

$7 million @ppoximate figure for all
furnishingsmedical equipment, IT
equipment anohstallation, andther
equipment

contribution}

million (net cost remaining after above

The capital budget and financial model that have been developed do not indicate the need

An Island perspective:

|l am |l iving on
| eave my home
tax increase,
island medical trips.

a
of
€V

enough

Island residentsho did not have insurance or the ability to pay for all of theiScare.
PeaceHealth would assume full responsibility for operating the medicahdehterto its

reimbursemd rules there would beraduce need for the levy to support the cost of operations.

Could thetegrateaedical center be filyansiainable over therddhg

money

for additional taxes.The Hospital District currently
receivesn annuatax levy of $1.4 million. &imited
tax, generalbligatiorbond could be obtainellased
on commitment 0$950,000f the levythiswould
produce
contribution, and still retain sufficient leagh yaao
contribute tahe ongoing costs of charity cine

for

Financial experts working on the study have prepareg/ediferecast faheintegrateanedical
center. The figures they used were based on assuoyttined aboveoncerning the number of
patients, clinic visits, and use of outpatienlimitddinpatient servicelf.was assumed that the
new, integrateshedical centevould have Critical Access Hospital designation which would allow it
to receiveostbasedeimbursement for Medicare patients, and that the clinic would be designated
as a HospitéBased Clinic and theref@lsoreceivecostbasedeimbursemerfor Mediare
patients seen in the cligcsubstantially higher reimbursement than is available to rural health
clinics such as the IIM®rojected financial data were verdigainstiata from comparable CAH

facilii es and
clinics andCritical AccesdHosptals

In the first year of operatigihis anticipated that thetegrateanedical center will sustain a

$257,1320ss. By théhird year, it is expected to break evenpgrifie fifth year to show a profit

of $183,417 Thereafter, thiategrateanedicakenter is expected to continue to opeiratbe
black A longtermrelationshipvith PeaceHealth wouleliver stability amtimeroudinancial
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savings through, for expl®,full use and ofsland extension of their electronic reddecord,
ongoing clinical training programs, national recruiting protaayas/olume purchasimedg.

In 2007 the IIMC hadpatient revenues of approximately $nillion The projeed first year
operating revenue for thewmedical centes &.9million.

How would the operating deficits be paid?

If PeaceHealth and thiospitalDistrict were to form bbngtermrelationshifo create and operate

an integratethedical center, eapharty would contribute to the projeblo new tax revenues are
projected to be needed to build or opdietintegratesnedical center. The existing tax levy

revenue would be used to first cover the intanelsprincipal paymerda theHospital Distridd s

bonds, and the raaider would continue to be used to offset as much of the cost of charity care to
Island residents as possible

Who woutdverthe neintegrate@aicaknter?

Governance and oversight of itegrateanedical center would be provided througleal lo
GoverningBoard operating with delegated authority from the PeaceHealth Bbaedbcal

Governing Bard would be responsible for overseeing the quality, operations, and performance of
theintegrateanedical centerThis Bbard would consist of aajority of members from the

community, as well as representatives from the Hospital Bisénidand PeaceHealth

Detailsof thelongtermrelationship between the Hospital District and PeaceMeallitineed to
be negotiated as parttbé fullrelatiorshipagreement.

What would be some of the waythepabypcseldtionshapth PeaceHealth would
contributethenevintegrated medical center?

Physicians in the clinic woulccbenemembers of the PeaceHealth Medical Group, and
collaborative tationships with other Island providers would be facilitatexhl pharmacsand
physical therapistgould continue to have important roles in serving the comnmahitying
perhapsin theintegratesnedical center as well as through their cdaeitities.It was also
assumed thabmeoutpatient procedures would be undertaken by visiting spedibbsEs.
specialists would have scheduled periodic clinics on thenislendew, wequipped facilifyand
manywouldbe accompanied by thewrmclinicabupport teams, thus relieving the local medical
center staff of additionstress andchedule coverage.

Integration of Island medical center operations and PeaceHealth wouldnogltyneways.

Some dministrative supposervices (e.illing, insurance, purchasing) would be provided
centrally by PeaceHedlhtake advantage thieir existing expertise and scadfgegratedsecure

and confidentialectronic medical recordwdbe available to support all providers and seimices
the newmedical centeand throughout thBan Juan and Bellingheommunites(inpatient,
outpatient, specialty and primary care) whoclhdwnable seamless referrals, care coordination
communicatioyand support of patients as they move throughothenanity, as well as on and off
island.
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Referrals would continue to be made to mainland hospitals for inpatient surgery and other complex
procedures and advanced care. Patients would always have a choice as to where they wish to be
referred for the ¢island careand referrals would be supported through the integrated electronic
medical record.

Is this study a final definitive statement of the details of finance, construction, operation:
governance of a poteededtetedical centehéolstand?

NoO. This study was undertaken to provide the initial information that would be needed by the
Boards of both the Hospital District and PeaceHé¢althake decisions about whether to pursue a
nonbinding Letter of IntentMany moreservice, flity, financial and other detadsuldneed to

be worked beforefaal longtermrelationshi@agreement could be completed. This reponieis

of the first, not thdast thatis needetb continughe evaluation & possibléongterm

relationship

It was the recommendation of thesessment tedhat the Hospital Distri@nd PeaceHealth
Boards approve and exeamwn-bindingLetter of Intent to continue the investigatioa tdng
termrelationshipo build and operate a new integratedical enteron San Juan Island.
Following presentation of the report and public discussgoBpards of PeaceHealth and the

Hospital District signed a ndmding Letter of Intent which authorizes further detailed analysis
and negotiations.

August 2008
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