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HOLY CROSS HOSPITAL OF SILVER SPRING’S COMMENTS ON
THE MODIFIED CON APPLICATION PROPOSING THE PARTIAL
REPLACEMENT OF WASHINGTON ADVENTIST HOSPITAL

Holy Cross Hospital of Silver Spring, Inc. (“HCH”), by its undersigned counsel and
pursuant to COMAR 10.24.01.08F, submits these comments addressing the Modified Certificate
of Need Application and related materials filed by Adventist HealthCare, Inc. (“AHC”) d/b/a
Washington Adventist Hospital (“WAH?”), proposing to partially relocate and replace WAH with
a new general acute care hospital located in the White Oak area of Silver Spring, Maryland.*

HCH respectfully requests that the Maryland Health Care Commission deny AHC’s application.

INTRODUCTION

HCH is part of Holy Cross Health, a Maryland-based health system. Through a
combination of innovation, alignment, partnership, fundraising, and a steadfast stewardship of
the resources entrusted to it, Holy Cross Health is a leading provider of community benefit,
providing more than $56 million in community benefit in 2014, including an all-time high of $30

million in free or reduced-cost services to those facing financial barriers to care.

! AHC also proposes to establish a special psychiatric hospital on the existing Takoma Park

campus and to reconfigure the former WAH campus in Takoma Park for other services, although it
expressly excludes these components of the project as “formal” elements of the CON application.
Modified Application, p. 6.
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Holy Cross Health has established three health centers for the uninsured and underinsured
and will soon open a fourth. These health centers provide primary care interventions, offer team-
based care for chronic disease conditions like diabetes, and offer a sense of community to each
patient. Holy Cross Health also partners with the community on countless outreach activities to
support improving the health of the individuals it is privileged to serve. HCH has been a steward
of the health of its diverse community located in Silver Spring, Maryland, and the surrounding
service area for more than 50 years.

HCH submits these comments on the proposed partial relocation of WAH in an effort to
ensure that the diverse population WAH currently serves will continue to have access to quality
health care services, and to prevent an undue burden on HCH’s own ability to meet the health
care needs of that population. As explained more fully below, AHC’s proposal fails to comply
with applicable regulations, State Health Plan standards and review criteria for at least the
following reasons:

(@  AHC’s proposal will result in two health care facilities—the partial relocation of a
general acute care hospital to White Oak and the establishment of a specialty psychiatric hospital
in Takoma Park. AHC, however, has only sought CON approval for the partial relocation to
White Oak.

(b) AHC’s proposed partial relocation will adversely impact the residents of its
overall service area, adding undue duress to individuals in its long-standing Emergency
Department (“ED”) service area, especially those who experience greater socio-economic
barriers in accessing care, low income, less mobile individuals and families, many of whom are

uninsured.
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(©) AHC failed to demonstrate that the White Oak facility is financially feasible and
viable because AHC’s financial projections are inaccurate, incomplete, and failed to account for
a number of necessary operational and financing costs.

(d) AHC’s proposal to build a partial replacement hospital in White Oak will unduly
burden the other hospitals in WAH’s current ED service area. The effect of approving ACH’s
proposal would be to permit WAH to abandon zip code populations with large numbers of
Medicaid and uninsured patients who seek care in WAH’s ED. HCH’s ED already operates at
near capacity. The partial relocation of WAH will increase demand for care at HCH’s
overburdened ED, especially with patients whose needs will also require additional resource
support after receiving care in the ED.

In addition, AHC has offered no real commitment to implement the scant services it says
will be provided in Takoma Park to serve the community healthcare needs in its existing service
area, and it has not demonstrated its ability to fund these services. The approval of AHC’s
application would effectively result in the termination of services at the Takoma Park campus.

ARGUMENT
l. THE MODIFIED CON APPLICATION CANNOT BE APPROVED AND
SHOULD BE DE-DOCKETED BECAUSE AHC FAILED TO SEEK

CERTIFICATE OF NEED APPROVAL FOR THE PROPOSED SPECIAL
HOSPITAL TO BE ESTABLISHED AT THE TAKOMA PARK CAMPUS.

AHC’s Modified Application is not approvable and should be de-docketed because the
proposed project, if implemented, will result in two health care facilities, and CON approval is
sought for only one. A CON is required before “a new health care facility is built, developed, or

established.” MbD. CODE ANN., HEALTH-GEN. 8§ 19-120(f) (2014); COMAR § 10.24.01.02A(1).

#519413v15 3
009849-0029



Unlike the proposal advanced in the 2009 CON application for the relocation of WAH,
AHC now intends to leave 40 acute care psychiatric beds in Takoma Park rather than relocate
those beds to White Oak with the rest of the acute care beds. Modified Application (“Appl.”),
p. 6. AHC acknowledges that what it intends to leave behind in Takoma Park will constitute a
special hospital for psychiatric care. 1d. at 34 (describing the options for development, AHC
explains that the behavioral health services to remain in Takoma Park will operate as a “specialty
hospital service”). Yet, AHC states that the Takoma Park campus “is not a formal element of the
application.” Id. at 9. AHC apparently believes it can establish a new special psychiatric
hospital in Takoma Park without obtaining a CON.

In the pending application, AHC does not seek CON approval for the special hospital it
intends to establish in Takoma Park. Rather, it seeks Commission approval only for the partially
relocated general acute care facility in White Oak. The problem with this approach is that the
special hospital for psychiatric care in Takoma Park cannot be established without a CON. Thus,
the application is neither feasible nor approvable without CON approval of the psychiatric beds
that will be left in Takoma Park. On this ground, HCH has filed a separate request to de-docket
the application, which HCH incorporates by reference in these Comments.

1. AHC FAILED TO DEMONSTRATE THAT PARTIALLY RELOCATING WAH
FROM TAKOMA PARK BY BUILDING A PARTIAL REPLACEMENT
HOSPITAL IN WHITE OAK WILL NOT HAVE AN “ADVERSE IMPACT” ON
ACCESS TO SERVICES, INCLUDING ACCESS FOR THE INDIGENT AND/OR

UNINSURED, AS IS REQUIRED FOR A FINDING OF CONSISTENCY WITH
STANDARD .04B(4)(b).

Standard .04B(4)(b) provides that a project that “reduces the potential availability or
accessibility of a facility or service by eliminating, downsizing, or otherwise modifying a facility

or service shall document that each proposed change will not inappropriately diminish, for the
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population in the primary service area, the availability or accessibility to care, including access to
the indigent and/or uninsured.” AHC failed to make this required showing.

A. AHC proposes to abandon a large number of underserved individuals in
WAMH?’s service area for emergency services.

AHC claims that relocating WAH to the proposed new location in White Oak will
“optimize accessibility and travel time for its likely service area population.” Appl., p. 21. As
explained below, while access for the population in WAH’s proposed new service area may be
adequate, access for the population in WAH?’s existing service area will decrease. Additionally,
residents in WAH’s proposed new service area are well served now with the current hospital
landscape. The existing site is far more accessible for residents of WAH’s eight zip code ED
Primary Service Area (“PSA”) than is the proposed partial replacement hospital in White Oak.
Those people who experience greater socio-economic barriers in accessing care, principally the
indigent and the uninsured, will be most adversely affected by the relocation. See Exhibit 1.

WAH’s current combined ED Total Service Area (“TSA”) consists of 31 zip codes, eight
in the PSA and 23 in the Secondary Service Area (“SSA”). Appl., p. 55. As shown in Exhibit 2,
of these 31 zip codes, if the AHC projections of market share shift for WAH’s MSGA cases
(Appl., p. 105) were applied to ED visit volume, the shift would result in no market share for
WAH in five of the 31 existing areas. As shown in Table 1 below, these five zip codes are
ranked among the eight zip codes with the lowest average household income in WAH’s existing

ED TSA.
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Table 1: Zip Codes with Lowest Avg. Salary in WAH Current TSA

WAH WAH
Average WAH current WAH Current Projected proposed new
annual ED Service MSGA Market MSGA share share after
Zip Code City income Area Share point shift move
20019 Washington $27,317 SSA 3.9% -6.5% 0.0%
20020 Washington $27,964 SSA 6.1% -10.1% 0.0%
20710 Bladensburg $34,470 SSA 8.1% -1.0% 7.1%
20783 Hyattsville $34,821 PSA 60.3% -15.0% 45.3%
20002 Washington $35,313 SSA 8.5% -14.1% 0.0%
20737 Riverdale $35,313 SSA 14.5% -15.0% 0.0%
20722 Brentwood $36,494 SSA 22.2% -15.0% 7.2%
20018 Washington $37,277 SSA 15.5% -17.0% 0.0%

Notes:

[1] Average salary based on Maryland Department of Planning (MD data); www.zipatlas.com (D.C. data)
[2] ED Market Share derived using ED visits defined by HSCRC database for 2014 Inpatient and Outpatient cases
with EMG rate center charges >0

[3] ED Service Area defined as WAH current PSA/SSA, Appl., p. 55.

See Ex. 2. In addition, of the 31 zip codes in WAH’s current ED TSA, 20 have an
average income of less than $50,000 per household. Id. Of these 20 zip codes, AHC’s
projections of volume shift for WAH’s MSGA cases show significant shift away from providing
services to these vulnerable households. Id. In fact, in eleven of those 20 zip codes, AHC shows
a volume shift away from WAH of at least 10 percentage points. Id. For the twenty zip codes
with an average income of less than $50,000 per household, WAH projects an average volume
shift loss of 9%. For all the 11 zip codes with an average income above $50,000 per household,
WAMH projects an average market shift gain of 4%.

B. AHC’s unenforceable promise to redevelop the Takoma Park campus does

not resolve the adverse impact on the community of the proposed partial
relocation of WAH to White Oak.

Although AHC states that the redevelopment of the Takoma Park campus is not a “formal
element” of its CON application (Appl., p. 9), AHC attempts to ease the impact of abandoning of

the majority of its low-income service area population by presenting an unfunded plan to build
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primary care and physician office capacity at the Takoma Park campus sometime after the WAH
relocation.  This purported solution, however, is illusory, as AHC has made no formal
commitment to proceed with its plans, and the Commission will have no ability to require AHC
to do so.

Even if AHC made a firm commitment to develop the Takoma Park campus, AHC has
not said whether the proposed Federally Qualified Healthcare Center (“FQHC”) and walk-in
primary care center will open immediately after WAH?’s partial relocation, or many years later.
The “Takoma Park Campus Overview,” (Appl., Ex. 6) states “[a]fter the completion of the White
Oak Hospital, the Takoma Park campus will be re-developed. ...” The graphic included in
AHC’s Exhibit 6 depicts a proposed timeline, beginning in an unspecified “Year 1,” for the
reconfiguration. The timeline includes 12 months for planning, permitting, and financing, 18
months for renovations, and three months for commissioning.

Thus, even if AHC moved forward with developing the clinics as proposed, the services
would not be available at Takoma Park until almost three years (33 months) after the hospital
now located there has closed, leaving the population in WAH’s current PSA without the very
services AHC suggests it will provide in attempt to address the blow of its abandonment. This
burden will fall disproportionately on low-income families that often have limited access to
transportation. See Exh. 1. Moreover, not only does AHC’s proposed solution lack commitment
to make the services available, but AHC also makes no commitment to provide the services at all
times. AHC states that the proposed walk-in clinic will “initially” be open 24/7, but cautions that
these hours will be reevaluated. Appl., Ex. 6. However, peak ED utilization occurs between

3p.m. and 10p.m.  Welch, “Using Data to Drive Emergency Department Design:
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A Metasynthesis,” HEALTH ENVIRONMENTS RESEARCH & DESIGN JOURNAL, Vol. 5, No. 3, 26-45
(2012) (attached as Exhibit 3).

Furthermore, in light of AHC’s other priorities and its lack of financial projections and
commitment for the services supposedly to be located at Takoma Park, it is unlikely AHC will
renovate the Takoma Park campus. Indeed, AHC has stated capital expenditures needed for its
existing facilities may be deferred if necessary to fund the WAH relocation. Appl., p. 129. This
willingness to possibly defer the capital needs of operating AHC facilities casts serious doubt on
whether AHC would be in a position to make new investments in communities it has abandoned.

AHC’s own financials show that it would operate the Takoma Park campus at a loss.
Appl., Ex. 30 at p.4. AHC will not be in a financial position to fund the development and
continued operation of new facilities and services in Takoma Park that will drain its already
stressed resources. See section II1.C., infra. AHC states it will seek bond funding as a source of
funds for the Takoma Park campus renovation. Appl., Ex. 6 (Capital Budget). As explained
more fully in section 111.C., AHC is unlikely to obtain traditional bond funding for the White
Oak relocation—it is even less likely it could obtain additional bonds to finance the Takoma
Park renovation. See section I1I.C.iv., infra. Without being able to fund these renovations
through cash or bonds, AHC will be unable to complete the renovations admittedly needed to
provide access for residents of the TSA, specifically the underserved in need of emergency care.

Thus, while AHC argues that its proposed primary care services at Takoma Park will
alleviate the impact the relocation will have on its current underserved population, it has not
committed to develop these services, has not promised any timeframe, and cannot point to the

resources it would have available to do so.
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Moreover, even if AHC ultimately commits to provide, and is able to fund, primary care
services at its Takoma Park campus after the relocation White Oak, as AHC acknowledged in its
successful quest to establish a freestanding emergency center in Germantown, emergency and
primary care are not the same. AHC apparently believes that the residents of Germantown need
the services provided by a 24-hour freestanding emergency department, while the residents of
Takoma Park and the surrounding areas, who are poorer, have less access to transportation, and
require a higher level of socio-economic support, need only be served by primary care clinics.
The loss of 24-hour emergency services is a significant loss in an area that faces many public
health challenges.

AHC also attempts to mitigate its abandonment of the indigent residents of its current
service area by pointing to its involvement in population health programs that supposedly will
reduce ED volumes. (Appl., pp. 60-63). AHC has not, however, been able to demonstrate that
its current efforts have had any impact. In its response to Question 22 of the Commission Staff’s
(October 15, 2014) completeness questions, AHC commented that it is too soon to measure if the
new programs will be successful in reducing utilization by providing other models of care.
Unfortunately, should any of these models of care demonstrate the need for less emergency
services, there is no guarantee that the programs will continue after the partial replacement
hospital is relocated to White Oak.

Standard .04B(4)(b) provides that a project that “reduces the potential availability or
accessibility of a facility or services by eliminating, downsizing or otherwise modifying a facility
or service shall document that each proposed change will not inappropriately diminish, for the
population in the PSA, the availability or accessibility to care, including access to the indigent

and/or uninsured.” For the many reasons noted above, AHC has failed to meet this requirement.
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AHC should not be permitted to abandon a large and underserved portion of its current service

area, leaving already underserved residents with less access, and foisting the burden of care for

these residents on the other hospitals that currently serve this population.

I1l. AHC FAILED TO DEMONSTRATE THAT ITS PROPOSED REPLACEMENT
HOSPITAL IS FINANCIALLY FEASIBLE, AS REQUIRED FOR A

DETERMINATION OF CONSISTENCY WITH STANDARD .04B(13) AND
COMAR REVIEW CRITERION .08G(3)(D).

To demonstrate consistency with Acute Care Services Standard .04B(13) and COMAR
Review Criterion .08G(3)(d), AHC must demonstrate that its proposal to partially replace WAH
with a new hospital located in White Oak is “financially feasible and [does] not jeopardize the
long-term financial viability of the hospital.” Standard .04B(13). The established test for
assessing financial feasibility is whether the proposed replacement hospital “will generate excess
revenue over total expenses . . . if utilization forecasts are achieved . . . within five years or less
of initiating operation. . . .”

In addition to establishing a substantive test, Standard .04B(13) directs how AHC must
perform the financial feasibility analysis. Specifically, AHC must (1) identify “each assumption
used to develop the projections”; (2) document that utilization projections upon which financial
projections are based “are consistent with observed historic trends”; (3) demonstrate that revenue
estimates and other financial benchmarks used in making projections are consistent with the
hospital’s current experience; and (4) show that “[s]taffing and overall expense projections are
consistent with utilization projections and are based on current expenditure levels and reasonably
anticipated future staffing levels.” COMAR 8§ 10.24.01.04B(13).

AHC has not shown that proposed partial replacement of WAH “shall be financially

feasible and shall not jeopardize the long-term financial viability of [WAH].” As an initial
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matter, the proposed project is not approvable as a matter of law because WAH failed to address
the viability of the specialty psychiatric hospital that will result if AHC relocates all but the
behavioral health beds to White Oak and continues to operate the remaining beds at Takoma
Park.? Furthermore, as set forth below, AHC has not shown that, even standing alone, the
proposed partial relocation of WAH will be feasible or viable.

A AHC’s financial forecasts are incomplete and/or inaccurate because AHC
did not include the capital lease for the Central Utility Plant.

AHC asserts that the central utility plant (CUP) for the relocated hospital in White Oak
will be built and owned by a third party, and that AHC will buy utilities for the relocated WAH
under a power purchase agreement. Appl., p. 7; AHC Nov. 10, 2014 Response to Completeness
Questions, pp. 2-3, 8-10. AHC does not identify the likely third party owner/developer, much
less provide specific details of the proposed financial arrangement.

Statement of Financial Accounting Standards No. 13, now known as Topic 840 in the
FASB’s new Accounting Standards Codification, requires that this type of arrangement must be
accounted for as a capital lease.®* The AHC Obligated Group financial ratios are incorrect and
overstated since they incorrectly exclude the CUP capital lease. AHC should account for the

capital lease in the forecasted long-term debt ratios. Also, AHC should show the capital cost

2 Although AHC states that Adventist Behavioral Health will “deliver” the psychiatric services at

Takoma Park following the relocation of WAH, it admits that AHC will continue to operate the beds.
Modified CON Application, pp. 2, 6

3 The basic criteria for capitalization of a lease by a lessee are as follows (only need to meet one):
(a) the lessor transfers ownership of the asset to the lessee at the end of the lease term; (b) a bargain
purchase option is given to the lessee; (c) the life of the lease is equal to or greater than 75% of the
economic life of the asset; or (d) the present value of the minimum lease payments is equal to or greater
than 90% of the fair market value of the leased property.
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related to this arrangement as both a Source and Use of funds in the Project Budget (Appl.,
Table E).

B. AHC failed to account for significant costs associated with implementation
and operation of the specialty psychiatric hospital at Takoma Park.

Because AHC intends to leave the psychiatric beds in Takoma Park, significant costs not
associated with a more traditional complete relocation of a hospital will be incurred. AHC has
not suggested that there will be any gap in the provision of behavioral health services at Takoma
Park. Such a plan, however, would require safely decommissioning the existing hospital facility,
with the exception of the limited space that will be devoted to behavior health beds (and existing
laboratory, radiology, and pharmacy services referenced in AHC’s application), and securing
floors sufficiently to prevent vandalism and rodent infestation.

AHC has not provided sufficient detail to determine whether its projections accurately
account for the substantial work that will be required to accomplish its plans. The behavioral
health beds are currently on the second floor of the existing WAH facility. Appl., EX. 68.
According to diagrams included among WAH’s application materials, the lab, pharmacy, and
radiology facilities are located on the ground and first floors. 1d. To allow for efficient and safe
dual egress and access, as well as appropriate thoroughfares and spaces for the proposed
physician office, social programs, and Adventist University leased space. For example, medical
gases must be turned off and capped, head walls must be removed or covered, all plumbing must
be prepared and a maintenance plan set to maintain, removal of sharps, controlled substances, IT
infrastructure, etc. The Takoma Park campus must undergo significant remodeling of space and

modification of egresses.
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Furthermore, AHC will need to decommission hospital units, which requires removing all
biohazard material, furniture, fixtures and equipment. Messaging systems such as a tube system
must be reprogrammed, and doors must be locked and under surveillance. In order to serve the
rehabilitation hospital, a special psychiatric hospital, and the services being left behind, AHC
will need to demonstrate appropriate HVAC handling, maintenance, security, and grounds
keeping. The cost of addressing these concerns could substantially affect AHC’s financial
health. Because AHC failed to address or account for these elements, it cannot show that its
proposed project is financially feasible or viable.

C. AHC failed to account for and/or inaccurately represented several additional

factors that negatively impact its financing ability, debt ratios, and operating
costs.

The overall presentation of AHC’s existing financials and budget in the Modified
Application presents a picture that is stronger than warranted by AHC’s audited financial
statements. The application cannot be approved because: (1) AHC failed to establish viability in
that its financial statements are deficient, as noted below; and (2) AHC’s projections are more
positive than warranted by the financials and assumptions provided.

i The Application inaccurately represents the operating results and related
debt covenant ratios of WAH and the Obligated Group.

AHC states the financing for the proposed project will be secured by the AHC “Obligated
Group,” which includes AHC, Adventist Rehabilitation Hospital of Maryland, Inc., and
Hackettstown Regional Medical Center. The Obligated Group excludes certain AHC controlled
entities, such as Adventist Medical Group. The primary debt covenants in the bond documents
include: (1) debt service coverage ratio, (2) days cash on hand, and (3) liabilities to net assets.

Appl., p. 129.

#519413v15 13
009849-0029



The cash and the related debt covenant ratios for the Obligated Group are unrealistic due
to AHC’s artificial combination and/or exclusion of the controlled entities. For example, one of
the excluded controlled entities is the Adventist Medical Group, according to the December 31,
2013 audited financial statements. The Adventist Medical Group, which provides physician
services in WAH’s service area, is an integral part of the operations of WAH.

The total cash for the entire AHC and controlled entities as of December 31, 2013, was
$58,692,102. See Audited Financial Statements, Appl., Ex. 71. However, AHC represents cash
as of the same date for the Obligated Group as $97,304,709, resulting in a net overstatement of
cash of at least $38,612,607 ($97,304,709 - $58,692,102). This overstatement of cash position
primarily is a result of AHC representing negative cash of approximately $40.7 million for the
Adventist Medical Group in the combining financial statement worksheets.

This negative cash representation does not comply with proper accounting standards.
Generally Accepted Auditing Standards require financial statements to be prepared under the
“going concern assumption.” The going concern assumption assumes that the company will
continue operations long enough to carry out its existing objectives.* Negative cash is not an
acceptable presentation for financial reporting purposes under any circumstances, even for
immaterial amounts or conditions such as bank overdrafts (checks written in excess of cash
balance). In these situations proper accounting would dictate reclassification of the negative

cash balance to a liability (since the funds are owed to some party).

4 The going concern assumption can be found in the AICPA Statement on Auditing Standard No 1

Codification of Auditing Standards and Procedures, Section 341, “The Auditor’s Consideration of an
Entity’s Ability to Continue as a Going Concern.”
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On a stand-alone basis, the entity (here, Adventist Medical Group) would be unable to
receive an unqualified “clean” audit opinion on the basis of failing the going concern
requirement. Proper accounting would require showing an intercompany advance (loan) from
the parent for the amount of the negative cash individually to each entity so that each entity is
solvent.

To a lesser extent, various other AHC controlled entities not included in the Obligated
Group also show an incorrect representation of negative cash, as shown below:

Table 2: Summary of Negative Cash Position AHC Controlled Entities (CY 2013)

Negative Cash Summary Per Year Ended December 31, 2013 audited
Financial Statements of Adventist HealthCare,
Inc. and Controlled Entities
Adventist Medical Group $ (40,730,750)
Lourie Center $ (2,002,075)
Adventist Senior Living Services $ (42,164)
Adventist Management Services $ (340,998)
Subtotal $ (43,115,987)
Other controlled entities excluded $ 4,503,380
from Obligated Group with positive
cash
Net Total $ (38,612,607)

Thus, cash for the Obligated Group should be reduced by at least $38,612,607 from $97,304,709
to $58,692,102.

Proper application of accounting principles would likely result in AHC approaching
failure of its debt covenants. For example, AHC shows Days Cash on Hand for the first year of
operations (2019) of 99.75. Appl., p. 129. The bond covenant requires greater than 70 days. Id.
Adjustment for the $38.6 million in negative cash discussed above would reduce Days Cash on

Hand down to 79 days—only $18 million more than required to meet the covenant to maintain
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70 Days Cash on Hand. Excluding these losses from the CON application misrepresents the true
operating results of WAH, the Obligated Group and related debt covenant ratios.

Furthermore, based on historical losses, the negative cash position of some AHC entities
is likely to grow. The operating losses of Adventist Medical Group and other entities have
grown $27 million just in the last three years. The financial statements of the Adventist Medical
Group at December 31, 2013 show a negative equity of $38,425,018 and a working capital
deficit of $38,843,807. Appl., Ex. 71. Additionally, the entity has had four consecutive years of

operating losses, ranging from $5,544,053 to $10,051,814.

Table 3: Summary of Revenue and Margins of Various AHC Entities (CY 2010 — 2013)

Revenue in Revenue in Revenue in Revenue in
Excess of Okﬁiga(lie d Excess of A(_jventist Excess of Cé) I:tcrioa:?ed q Excess of
(Less than) Group (Less than) Medical Group | (Less than) Entities (Less than)
Expenses Expenses % Expenses % Expenses %
2010 $33,769,070 4.48% $(5,544,053) -88.90% $28,911,385 3.83%
2011 $22,728,587 3.13% $(6,700,052) -101.15% $16,832,905 2.21%
2012 $15,527,593 2.21% $(10,051,814) -93.66% $4,569,918 0.71%
2013 $13,284,187 2.15% $(9,683,147) -60.72% $4,045,628 0.61%

These operating losses for Adventist Medical Group have been approximately
$10 million each year for the last two years, and there is no reason to believe this will abate; in
fact, the annual loss has been growing. If Adventist Medical Group continues to experience
$10 million in losses each year for the years 2014 through 2019, the result would be $60 million

less cash, i.e, $60 million “negative cash,” for the 2019 year end. Under this scenario, proper

accounting of negative cash of the Adventist Medical Group, would place the Obligated Group at

44 Days Cash on Hand, well below the 70-day requirement in 2019.
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ii. AHC ’s projections assume a 54 million dollar sale that has not yet been
consummated.

AHC’s financial projections assume the sale of its Hackettstown, New Jersey hospital for
$54 million to Atlantic Health System as of December 31, 2014. AHC states in the Modified
Application that AHC will realize a gain on the sale and that the sale proceeds will enhance its
ratios over what has been projected, and predicts a sale closing in late 2014 or early 2015.

It appears the sale has not yet been consummated, so AHC cannot rely on cash that does
not yet exist. Also, there is no guaranty that the transaction will occur or will produce the
expected gain. Finally, if a sale is eventually consummated, the corporate overhead costs of
AHC currently allocated and absorbed by the Hackettstown hospital will need to be either
eliminated (although the likelihood is remote that all allocated costs could be eliminated) or
reallocated to the remaining AHC operating units. AHC has not accounted for this reallocation
of costs in its financial projections.

iii. AHC’s operating margins are decreasing

AHC’s recent operating results are weak and deteriorating. The four-year operating trend
(2010 to 2013) of AHC and the controlled entities, according to AHC’s audited financial
statements, reveals the following:

a. Operating margins have consistently declined from 3.13% in 2010 to .04% in
2013; and

b. Excess margins have consistently declined from 3.83% in 2010 to .61% in 2013.

These margins and the trend documented in the financial statements make AHC’s
projections for dramatic turnaround in future years unrealistic. AHC’s turnaround projections
during the 2014 to 2019 period, the period prior to the opening of the new hospital, show WAH

and the Obligated Group operating at unprecedented high margins compared to the last several
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years. It is unlikely AHC will be able to achieve these operational improvements and lofty
margins (and related buildup in cash) when: (i) it has been unable to do this in the past; (ii) the
national rating agencies have negative outlooks on the healthcare sector stating that negative
pressures outweigh positives and the emerging pressures constitute a growing risk; and (iii) AHC
faces stringent reimbursement controls from the HSCRC under the new Medicare waiver.

Iv. AHC s assumption that it will be able to obtain traditional financing is not
supported by its financial state

AHC’s assertion that the proposed project will be able to secure traditional financing is
based on questionable and incomplete assumptions. As support, AHC relies on a letter issued by
B.C. Ziegler and Company, AHC’s longtime financial advisor (since 2001), stating that AHC
would qualify for traditional tax-exempt financing rather than FHA (as was represented in the
2011 Adventist HealthCare CON application). Ziegler’s letter, however, does not mention or
address the following factors:

1. Accounting treatment of the CUP as a capital lease;

2. The additional $5.2 million that AHC claims it will fund from its cash from
operations to fund the specialty psychiatric hospital at Takoma Park (AHC Response
to Question 2 of Commission Staff’s December 22, 2014 Questions);

3. The additional $13.2 million in borrowing AHC states it will finance through bonds
to renovate the Takoma Park campus (Appl., Ex. 6 (Capital Budget));

4. The operating losses and negative cash position of the Adventist Medical Group,
which results in an inaccurate statement of the Obligated Group’s cash position and
other ratios;

5. The risk that AHC will not be approved for the full amount of the capital rate relief
requested; and

6. The potential risk that AHC will not be able to raise the $20 million in philanthropic
funding stated to support the project
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The requirement to seek alternative financing, such as FHA financing (as proposed in the 2009
CON application to relocate WAH), could materially adversely affect the interest rate
assumption, financing costs, cash needs, and amount of dollars financed.

AHC’s ability to obtain traditional financing is also unlikely given its poor bond rating,
which is likely to decline even further if this project moves forward. Moody’s Investor Service
rating agency has classified AHC’s bonds as Baa2, just above junk status. See Exhibit 4 for a
Special Comment report published by Moody’s Investors Service explaining how Moody’s
incorporates sizable capital project into a hospital’s bond ratings.

AHC’s forecasted debt coverage ratio, days cash on hand and debt to cash ratio after the
new financing would put AHC well below Moody’s median ratios for the Baa2 category.
Accordingly, it is unlikely that AHC will be able to obtain traditional financing.

IV. AHC’S PROPOSAL TO BUILD A PARTIAL REPLACEMENT HOSPITAL IN

WHITE OAK IS NOT CONSISTENT WITH REVIEW CRITERION .08G(3)(F),

DUE TO THE UNTOWARD IMPACT ON EXISTING PROVIDERS AND THE
HEALTH CARE DELIVERY SYSTEM.

Review Criterion .08G(3)(f) requires an applicant to assess the impact of a proposed
project on existing providers and the health care delivery system. AHC claims that “the impact
to other providers caused by [WAH]’s relocation is not substantial.” Appl., p. 78. As shown
below, this claim is not correct.

HCH expects that the proposed partial relocation of WAH would increase HCH’s ED
volume and result in insufficient access for patients, particularly those with the greatest need for
emergency care (see section Il, supra). HCH recently rebuilt and expanded its ED and has no
space to expand on its current site. Currently, HCH operates its ED at near capacity overall and

frequently faces challenging peak demands. ED capacity is driven by a number factors,
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including bed availability in the acute or intensive care inpatient areas, acuity of patients in the
ED, surge times of day, and types of patients being seen in the ED.

HCH projects that, if the Commission approves AHC’s application for a CON, the HCH
ED would receive a significant increase in ED volume as a result of the market shift. As applied
to CY 2014 experience,’ the partial relocation likely would result in a total shift of 13,302
additional ED cases to HCH, or a 15% increase of its three-year ED case average of 88,000
cases, a shift that would bring its yearly volume of ED cases to more than 100,000.

To accommodate more than 100,000 ED visits annually, HCH would need to expand ED
capacity. However, HCH already has done so several times. Since the most recent ED
expansion, and with the new overall campus expansion, at this point, there is no space to expand
beyond the existing footprint on the existing site. The most recent expansion of the footprint
required a zoning variance and consumed essentially all buildable space on the HCH campus,
which is land locked by a park, a residential neighborhood, and the Washington Beltway (1-495).

A complete table showing HCH’s projections of ED market shift and source data is
attached as Exhibit 5. The table demonstrates HCH’s current experience with patients from the
PSA and SSA of WAH’s existing ED TSA. To derive its projections, HCH used information
contained in WAH’s calculation of the proposed adjustment to MSGA market share that would
result from a move to White Oak. Appl., pp. 103-106. HCH then considered factors that affect
ED volume, including provider relationships, current market-share of existing providers, existing
market share, travel distance to existing facilities and the proposed WAH White Oak facility, and

services available at the various facilities. For example, among the zip codes in WAH’s TSA,

> Based on nine month CY 2014 data, as supplied to the HSCRC, annualized.
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HCH is currently often not the closest provider for EMS transport or patients with limited access
to transportation, yet it maintains relatively high market share. Despite the access limitations of
patients and their proximity to other facilities, HCH still has considerable market share among
these zip codes. HCH’s market share ranks in the top three facilities for 67% of the zip codes in
the TSA, and for 100% of the zip codes in the PSA.

In making projections related to WAH’s current ED PSA, HCH took into account drive
time, current referral patterns, and existing market share splits among hospital providers. In
some zip codes, HCH concluded that the ED volume likely would shift consistent with WAH’s
projections for MSGA market shift (Appl., p. 105). In other zip codes, HCH disagreed with
WAH’s projections, and HCH forecasted a change of market share away from WAH of between
50% and 95% of WAH’s existing market share. Based on WAH’s data, for six of the eight zip
codes in WAH’s ED PSA, drive times to HCH are the same or shorter than to White Oak. In the
other two zip codes, the drive time to HCH is only one minute and four minutes longer. See
Exh. 1. HCH is the only hospital other than WAH within WAH’s current eight zip code ED
PSA.

In WAH’s current ED SSA, for any zip code in which HCH is not a current top three ED
provider for the market, HCH did not project any market share increase as a result of WAH’s
partial relocation. For Washington, D.C. zip codes, HCH assumed that existing WAH share
would be zero and would be proportionately allocated to other hospitals in the region with
existing market share, including to HCH, because EMS-transported and self-transported patients
from those zip codes would need to drive past HCH and these other hospitals to reach the

relocated WAH.
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The projected ED market shift would also have a negative impact on HCH’s resources
based on the patient mix. As shown in Exhibit1l, HCH’s current experience is that
approximately 56% of ED patients in the eight zip codes that WAH will leave behind are either
uninsured or under-insured. Use of the ED for ambulatory-care sensitive conditions is most
frequently associated with uninsured patients and patients covered by Medicaid, who often face
barriers to accessing primary care. Not only do these patients frequently use ED services as a
source of primary care, but they also require more hospital resources than other patients. For
example, HCH typically provides care planning for uninsured and under-insured patients. Upon
discharge, these patients generally are referred for arranged appointments with the Holy Cross
Health Centers for primary care follow-up because they often do not already have primary care
physician relationships. Also, HCH often provides these patients with even more extensive
services when needed, such as comprehensive support for home based therapies, taxi vouchers,
transportation to follow-up appointments, aids in the home, and support for long term care
placement.

AHC’s proposal deprives its existing PSA of convenient and necessary emergency
services and imposes a significant burden on the operations and resources of HCH. AHC’s
suggested mitigation—primary care centers at the Takoma Park campus—does not sufficiently
remedy this burden, as the center lacks commitment and certain funding, and, even if established,

would be unable to provide emergent care.
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V. THE PROPOSED PROJECT CANNOT BE APPROVED WITHOUT A REAL
COMMITMENT BY AHC TO ESTABLISH A FREE STANDING EMERGENCY
MEDICAL CENTER IN TAKOMA PARK AND AN ENFORCEABLE
COMMITMENT TO FUND A SPECIFIED SET OF OTHER SERVICES.

In an effort to remedy the adverse impact of WAH’s abandonment of the underserved and
indigent members of its current service area, AHC explains that it will renovate the Takoma Park
campus to include, among other services, a FQHC operated by Community Clinic, Inc., the
Women’s Center, providing prenatal and other services for the community, including low-
income women, and a new walk in primary care clinic. Appl., p. 25. AHC contends that these
services in Takoma Park will “meet the needs of the community.” Appl., Ex. 6.

As explained in Section 11, supra, AHC’s promise of services at Takoma Park is hollow
because AHC has disclaimed any commitment, stating these services are not a “formal element”
of its application, and its ability to fund these services, which it will admittedly operate at a loss,
is suspect. Even if AHC committed to providing these services, however, that would not remedy
the significant adverse impact AHC’s abandonment of the members of WAH’s indigent and
underserved current ED TSA.

If AHC wishes to proceed with the partial relocation of WAH, it must continue to serve
the patients in its current PSA community, to some degree, by establishing a freestanding
medical facility (“FMF”).% The establishment of an FMF would ensure both enforcement ability
by the Commission and access for the uninsured and underinsured. COMAR § 10.07.08.09
provides that “[r]egardless of a patient’s medical condition, insurance status, or ability to pay, the

freestanding medical facility shall provide stabilizing treatment to a patient presenting with an

6 Additionally, since AHC proposes leaving core resources such as Radiology, Pharmacy and Lab

on the campus, HCH would encourage AHC to maintain a small inpatient medicine capacity to service
the inpatient needs from the ED.
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emergency medical condition.” FMFs are also subject to the Emergency Medical Treatment and
Active Labor Act (EMTALA), which prohibits discrimination based on a patient’s ability to pay.
Moreover, because FMFs are subject to licensure requirements and will be subject to the
Commission’s review standards, the MHCC would be able to enforce a commitment by AHC to
provide services to the populations that would otherwise be abandoned if WAH successfully
relocates.” See COMAR § 10.07.08.04; MHCC Report on the Operations, Utilization, and
Financial Performance of Freestanding Medical Facilities (“Commission FMF Report”),
January 15, 2015.

The establishment of a FMF in Takoma Park would also ensure access at all hours. A
policy statement issued by the American College of Emergency Physicians requires that FMFs
be available to the public 24 hours a day, seven days a week, 365 days a year, and be
appropriately staffed by qualified emergency physicians. Commission FMF Report, p. 2. In
contrast, although AHC states that its primary care walk-in clinic will “initially” be available
24/7, there is no indication that AHC will continue to provide those hours to the community.
Appl., Ex. 6.

The establishment of an FMF in Takoma Park, potentially including observation beds,
also will have a far greater ability to absorb the extra patient volume created by WAH’s
abandonment of its current service area. While a primary care clinic may be able to absorb some

of the ambulatory-care sensitive patient needs, it will be unable to address emergent medical

! Although currently there is a moratorium on the establishment of FMFs in Maryland, it expires on

July 1, 2015. MbD. CODE ANN., HEALTH-GEN. § 19-3A-03(a)(2) (2014). In light of the need to
commence a new review to include required CON approval for the special psychiatric hospital to be
established in Takoma Park, AHC could file an application to establish a FMF without significantly
impacting the timing of review on the present proposal.
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needs. Unlike primary care or even urgent care clinics, FMFs have emergency treatment
services and are able to accept patients arriving via 911 ambulance service, and are able to
provide care for conditions that go beyond care the staff and equipment of a primary care center
can accommodate. When necessary, patients can be transported from the FMF to a hospital.

The need to establish an FMF in Takoma Park to address the adverse impact of WAH’s
proposed relocation has been recognized by the Takoma Park community. Indeed, the City of
Takoma Park has expressed interest in having WAH establish an FMF if it proceeds with
relocation in order to offset the loss in services for Takoma Park Residents that the relocation
would cause. Letter from City of Takoma Park to MHCC, Nov. 17, 2014 (copy attached as

Exhibit 6).

CONCLUSION

AHC’s application cannot be approved because AHC: (1) did not meet its burden of
proving that the project is financially viable, as required by Standard .04B(13) and Review
Criterion .08G(3)(d); (2) failed to demonstrate that relocating will not diminish access to ED care
for uninsured and Medicaid patients in WAH's current service area, as required by Standard
.04B(4)(b); and (3) failed to show that no untoward impact on existing providers and the health
care system, as required by Review Criterion .08G(3)(f). Also, the project cannot be approved as
a matter of law because AHC failed to seek CON approval to establish a new psychiatric hospital
in Takoma Park as part of the proposed project.

While AHC desires to move much of the existing WAH from the Takoma Park campus
to White Oak, there is little evidence to support that AHC will have a commitment to serve the

community healthcare needs in the existing service area that it intends to abandon. The proposal
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is not financially feasible or viable and it would have a significant negative impact on existing
providers, including HCH. AHC does not propose a credible plan, and if the Commission
approves it, the approval will put all healthcare services on the Takoma Park campus at
significant risk of closing, either immediately or soon thereafter.

For the reasons set forth above, HCH respectfully asks that AHC’s Modified Application

proposing to partially replace WAH with a new hospital in White Oak be denied.

Respectfully submitted,

A

Thomas C. Dame

Ella R. Aiken

Gallagher Evelius & Jones LLP
218 North Charles Street, Suite 400
Baltimore MD 21201

(410) 727-7702

Attorneys for Holy Cross Hospital of
Silver Spring, Inc.
February 9, 2015
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Susan C. Silber, Esq.

Silber, Perlman, Sigman & Tilev, P.A.
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I hereby declare and affirm under the penalties of perjury that the facts stated in
the Comments of Holy Cross Hospital and its attachments are true and correct to the best

of my knowledge, information, and belief.

February 9, 2015 W H’ \f)Q

Date Kristin H. Feliciano
Chief Strategy Officer
Holy Cross Hospital

#519942
009849-0029



I hereby declare and affirm under the penalties of perjury that the facts stated in
the Comments of Holy Cross Hospital and its attachments are true and correct to the best

of my knowledge, information, and belief.

February 9, 2015

Date

Director
Berkeley Research Group
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the Comments of Holy Cross Hospital and its attachments are true and correct to the best
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Date Melvin R. (“Chip”) Hurley, Jr., CPA
Managing Director
Berkeley Research Group
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I hereby declare and affirm under the penalties of perjury that the facts stated in
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Managing Director
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EXHIBIT 1



% who % of
speak housing ED%
Drive Drive time Total White non-hispanic english less units medicaid,
ED Service Drive Time time to to White Population population based  Minority thanvery withouta selfpay,
Zip Code City Area from WAH HCH Oak 2013 on 2010 census population well car chairty
20901 Silver Spring PSA 8 6 10 35,837 15,357 20,480 19.0% 8.5% 49%
20910 Silver Spring PSA 11 7 13 39,252 19,148 20,104 9.8% 18.4% 47%
20912 Takoma Park PSA 2 10 15 24,264 8,598 15,666 16.5% 16.7% 65%
20903 Silver Spring PSA 11 11 10 25,119 2,295 22,824 39.2% 14.2% 70%
20904 Silver Spring PSA 17 12 8 55,688 14,820 40,868 15.6% 11.9% 54%
20783 Hyattsville PSA 9 13 15 18,045 4,331 13,714 43.7% 15.9% 70%
20740 College Park PSA 15 14 14 28,459 14,966 13,493 10.5% 10.3% 45%
20782 Hyattsville PSA 9 18 18 33,840 4,798 29,042 22.1% 15.6% 55%

Notes:
[1] ED PSA defined by, Appl. at 55.

[2] Population data derived from census
[3] Drive time from WAH Application, Appl. Exhibits 20, 26
[4]% medicaid / self pay numbers drawn from HCH business objects




EXHIBIT 2



WAH Projected

WAH proposed

Average annual WAH current ED WAH Current MSGA MSGA share new share after
Zip Code City income Service Area Market Share point shift move
20019 Washington S 27,317 SSA 3.9% -6.5% 0.0%
20020 Washington S 27,964 SSA 6.1% -10.1% 0.0%
20710 Bladensburg S 34,470 SSA 8.1% -1.0% 7.1%
20783 Hyattsville S 34,821 PSA 60.3% -15.0% 45.3%
20002 Washington S 35,313 SSA 8.5% -14.1% 0.0%
20737 Riverdale S 35,313 SSA 14.5% -15.0% 0.0%
20722 Brentwood S 36,494 SSA 22.2% -15.0% 7.2%
20018 Washington S 37,277 SSA 15.5% -17.0% 0.0%
20712 Mount Rainier S 39,077 SSA 45.4% -20.0% 25.4%
20903 Silver Spring S 39,182 PSA 40.5% 3.0% 43.5%
20011 Washington S 39,757 SSA 30.7% -17.0% 13.7%
20784 Hyattsville S 40,038 SSA 5.3% -1.0% 4.3%
20743 Capitol Heights S 40,882 SSA 1.3% -1.0% 0.3%
20017 Washington S 43,824 SSA 28.6% -17.0% 11.6%
20782 Hyattsville S 44,643 PSA 53.1% -15.0% 38.1%
20785 Hyattsville S 45,499 SSA 2.6% -1.0% 1.6%
20781 Hyattsville S 45,789 SSA 23.5% -15.0% 8.5%
20706 Lanham S 47,517 SSA 3.7% -1.0% 2.7%
20770 Greenbelt S 48,636 SSA 7.8% 2.0% 9.8%
20740 College Park S 49,689 PSA 24.3% -1.0% 23.3%
20708 Laurel S 52,091 SSA 2.0% 1.0% 3.0%
20705 Beltsville S 53,252 SSA 12.9% 10.0% 22.9%
20906 Silver Spring S 55,160 SSA 2.4% 5.0% 7.4%
20912 Takoma Park S 56,419 PSA 66.2% -15.0% 51.2%
20707 Laurel S 58,689 SSA 2.2% 5.0% 7.2%
20012 Washington S 59,040 SSA 40.5% -15.0% 25.5%
20902 Silver Spring S 60,389 SSA 4.4% 0.0% 4.4%
20904 Silver Spring S 63,280 PSA 11.7% 45.0% 56.7%
20866 Burtonsville S 65,601 SSA 5.5% 15.0% 20.5%
20901 Silver Spring S 68,154 PSA 22.4% 5.0% 27.4%
20910 Silver Spring S 83,153 PSA 18.0% -15.0% 3.0%

Notes:

[1]Average salary based on Maryland Department of Planning (MD data); www.zipatlas.com (D.C. data)

[2] ED Market Share derived using ED visits defined by HSCRC database for 2014 Inpatient and Outpatient cases with EMG rate center
charges >0
[3] ED Service Area defined as WAH current PSA/SSA, Appl. at 55.
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Using Data To Drive

Emergency Department

Design: A Metasynthesis

Shari J. Welch, MD

Objective: There has been an uptick in the field of emergency
department (ED) operations research and data gathering, both
published and unpublished. This new information has implica-
tions for ED design. The specialty suffers from an inability to
have these innovations reach frontline practitioners, let alone
design professionals and architects. This paper is an attempt
to synthesize for design professionals the growing data
regarding ED operations.

Methods: The following sources were used to capture and
summarize the research and data collections available regard-
ing ED operations: the Emergency Department Benchmarking
Alliance database; a literature search using both PubMed and
Google Scholar search engines; and data presented at confer-
ences and proceedings.

Results: Critical information that affects ED design strate-
gies is summarized, organized, and presented. Data suggest
an optimal size for ED functional units. The now-recognized
arrival and census curves for the ED suggest a department
that expands and contracts in response to changing census.
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Operational improvements have been clearly identified and
are grouped into three categories: input, throughput, and
outflow. Applications of this information are suggested.
Conclusion: The sentinel premise of this meta-synthesis is
that data derived from improvement work in the area of ED
operations has applications for ED design. EDs can optimize
their functioning by marrying good processes and operations
to good design. This review paper is an attempt to bring this
new information to the attention of the multidisciplinary team
of architects, designers, and clinicians.

Key Words: Emergency department, emergency department
operations, triage, throughput, design, efficiency, quality, safety

Aim of This Paper

The universe of emergency department (ED)
operations has seen an uptick in innovations in
the past two decades (Beach, Haley, Adams, &
Zwemer, 2003; Bertoty, Kuszajewski, & Marsh,
2007; Chan, Killeen, Kelly, & Guss, 2005; Choi,
Wong, & Lau, 2006; Gorelick, Yen, & Yun,
2005; Richards, Navarro, & Derlet, 2000; Spaite
et al.,, 2002; Thompson, Yarnold, Williams, &
Adams, 1996; Welch, 2010a; Wiler et al., 2010).
These innovations have important implications

for the way EDs are designed and how operations
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and processes are married to design. This paper is
an attempt to synthesize for design professionals the
growing data, published and unpublished, regard-
ing ED operations and to suggest applications for
ED design.

Background

From 1995 to 2005 the number of ED visits
increased nearly 20% to 115.3 million