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Ms. April Simmons, General Counsel

Mr. Michael Constantino, Senior Project Manager
Illinois Health Facilities and Services Review Board
(“Board” or “HFSRB”)

525 West Jefferson Street, Second Floor
Springfield, Illinois 62761

Re:  Written Response to April 12, 2022 State Agency Staff Report for Quincy Medical
Group (“QMG”) Hospital (“QMG Hospital”) Certificate of Need (“CON”)
Application (Project #20=044) (the “QMG Hospital Application” or “Project”)

Dear Ms. Simmons and Mr. Constantino:

This letter provides a written response (“Response”) by Blessing Health System and Blessing
Hospital (“Blessing”) to the State Board Staff Report (“Staff Report”) posted April 12, 2022, in
connection with the captioned QMG Hospital Application. The Staff Report has been produced
in advance of the Board’s consideration of the Project scheduled for April 26, after an intent-to-
deny decision by the Board on May 26, 2021. We are submitting this Response regarding certain
facts and findings set forth in the Staff Report.!

We want to express our appreciation to Board staff in developing the Staff Report, which once
again concludes that the Project is not in conformance with all relevant review criteria, and that
seven Board standards are not met. Most notably, the Staff Report finds that:

e There is no need for the Project, as the planning area already has a surplus of
medical/surgical and obstetric beds.

e The Project would unnecessarily duplicate services already available at Blessing
Hospital, which is an underutilized hospital located a short distance away from the
proposed hospital.?

e The proposed hospital would derive its volume entirely from Blessing Hospital, which is
already underutilized. This redirection of patients from Blessing to the proposed hospital
would impact Blessing by lowering, to a further extent, Blessing Hospital’s current
underutilization.

120 ILCS 3960/6(c-5).

2 The Staff Report notes on pages 4, 5 and 18 that the proposed hospital would be located 3.5 miles away from
Blessing Hospital. In fact, it would be located 1.9 miles away. We respectfully request that this fact be corrected
in the Staff Report.
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For the reasons set out below, we respectfully request that Board staff reconsider whether the
Project meets the following review criteria:

e Safety Net Impact
e Service to Planning Area Residents
e Maldistribution of Services

The rest of this Response identifies certain facts and suggested findings we wish to bring to
Board staff’s attention, with the request that these items be included in a modified version of
the Staff Report:

1. General Information (pp. 6-7)

The general information regarding the applicants has been updated to reference briefly the
significant modifications to the ownership and control structure for applicants. However, the
general information does not acknowledge the complex ownership and control structure
between QMG and Duly Health and Care, which was first disclosed by the applicants on
April 6 (attached as Exhibit A)*, nor does it reference the many factual questions raised by
this structure as reflected in my April 1 correspondence?, including the extent of relationship
between Duly Health and Care and private equity firm Ares Management (attached as
Exhibit B).

While several of the outstanding structure and ownership questions posed in my April 1
correspondence were answered by the Substitute Organization Chart, a number of essential
ones remain. These include (but are not limited to) the following:

e What control does Duly have over QMG through the Duly Designated Physician’s
ownership in QMG? Although the percentage ownership is small, through a special
membership class Duly could exert disproportionate approval or oversight authority
in relation to key QMG decisions.

e How does Duly exercise control over QMG by now owning QMG’s non-clinical
assets and by providing management services through a “Business Support Services
Agreement” (originally entitled a “Management Services Agreement”)?

e  Would the proposed hospital receive management or “business support” services
through Duly? Are there any other ways in which Duly would directly or indirectly be
involved in key hospital decisions?

e What exactly is the extent of governance and operational control that QMG will have
over the proposed hospital, in QMG’s capacity as its sole corporate member?
Through that sole corporate member status, QMG likely would control hospital board

3 Updated Organization Chart for Attachment 4 of the Application, submitted by Rebecca Lindstrom (April 6,
2022)(“Substitute Organization Chart”).
4 ArentFox Schiff letter regarding applicants’ organizational structure signed by Anne Murphy (April 1, 2022).
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composition, and would have approval and/or direct power over key decisions about
the hospital.

e What exactly is the relationship between Duly and Ares Management?

e What exactly is the ownership and control structure that incorporates Ares
Management into Duly’s ownership, governance, financing and decision-making?

We respectfully request that the general information description be revised to reflect these
important facts and outstanding questions, particularly in view of: (1) the untimely and very
substantive modification to the application on the last day of public comment’; and (2) the
important factual and policy considerations that result. At a minimum, we ask that the
Substitute Organization Chart submitted by applicants be attached to and cross-referenced in
the Staff Report, and that Board staff assess whether the submission of this Substitute
Organization Chart constituted a Type A Modification to the QMG Hospital Application.

2. Safety Net Impact Statement (Criterion 1110.110(c)) (pp. 10-14)

The safety net impact statement must address the impact a project will have on: (1) essential
safety net services to the community; and (2) the ability of another provider to cross-
subsidize safety net services. Blessing has provided critically important facts and written
substantiation on both these requirements that are not yet reflected in the Staff Report. As a
result, we respectfully request that the following be added to the Staff Report:

e Recognition of Blessing as the Lead Provider of Safety Net Services in the
Planning Area: In order to evaluate the proposed project’s impact on the safety net,
it is important to acknowledge that Blessing Hospital has a combined 75% Medicare,
Medicaid and charity care inpatient volume, and also provides critical low or no
margin services in areas such as inpatient AMI. Only about 20% of its inpatient
volume is commercially insured. We respectfully request that these facts, which can
be found in the HFSRB annual hospital profile for Blessing Hospital, be added to the
Staff Report to place the safety net analysis in proper context.

e Loss of Sole Community Hospital Status: Applicants incorrectly assert that this
project will not necessarily cause Blessing to lose federally designated Sole
Community Hospital (SCH) status. It definitely will, and that will cause Blessing to
lose about $7 million annually in federal funds. We have submitted two signed
written opinions® from nationally recognized authorities validating these conclusions
(attached as Exhibits C and D). We respectfully request that the Staff Report be

> We believe this may have constituted a Type A Modification to the QMG Hospital Application.

¢ Opinion from Powers Pyles Sutter and Verville PC signed by Ronald S. Connelly (“Powers Opinion”) at p. 4
(March 28, 2022); Analysis from Manatt Phelps and Phillips, LLP signed by Stephen Libowsky, Joseph Ray and
Paul Berrini (“Manatt Analysis”) at p. 5 (March 29, 2022).
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revised to acknowledge this independently verified loss of SCH status and the
resulting financial impact on Blessing.

e Catastrophic Lost Revenue to Blessing; Adverse Impact on Blessing’s Ability to
Cross-Subsidize Safety Net Services: The application projects only 5% Medicaid
inpatient volume at the proposed hospital and acknowledges an emphasis on
orthopedic surgery and other elective services. As reflected in the application, the
proposed hospital would overwhelmingly serve Medicare and commercially insured
patients and would not deliver higher cost services such as ICU or inpatient AMI.

As substantiated in the Manatt Analysis attached as Exhibit D, the projected lost annual
revenue to Blessing from the volume that will be redirected to the proposed hospital, most of
it commercially insured business, can be estimated at $12-18 million annually, over and
above the $7 million lost from elimination of SCH status.” As a result, with projected annual
losses of $19-25 million, Blessing would have a dramatically reduced ability to cross-
subsidize safety net Medicaid, charity care and unprofitable essential service lines.

This adverse impact will be further increased by the likely operational and financial cost on
Blessing associated with increased staffing stress, as discussed in Sections 7 and 8 below.®

We respectfully request that the Staff Report be revised to add this specific information
about relative patient mix between Blessing and the proposed hospital, the catastrophic
financial impact this project will have on Blessing’s financial health as documented in the
Manatt Analysis, and the limitations this would place on Blessing’s ability to cross-subsidize
safety net services.

In addition, we respectfully ask Board staff to reconsider whether the applicants have met
the criteria necessary for a satisfactory Safety Net Impact Statement and to remove it from
the list of standards met on page 2 of the Staff Report.

3. Service to Planning Area Residents (Criterion 1110.200(b)(2)) (pp. 16-17)

We note that this criterion requires the applicants demonstrate that the project is necessary.
As the Staff Report indicates throughout its analysis, there is no demonstrated need for the
project.

Accordingly, we respectfully ask the Board to reconsider whether the applicants have met
the criterion necessary to show Service to Planning Area Residents and to remove it from
the list of standards met on page 2 of the Staff Report.

7 Manatt Analysis at pp. 5-6.
81d. atp. 6.



Ms. April Simmons, General Counsel

A re n t hx Mr. Michael Constantino, Senior Project Manager
April 16, 2022

Schiff

4. Service Accessibility (Criterion 1110.200(b)(5)) (pp. 5, 17-18)

We appreciate that the Staff Report correctly notes the lack of need for relevant services in
the Planning Area, the underutilization of the two existing hospitals in the Planning Area, and
that no access limitations to services have been identified by applicants.

Applicants have improperly cited to Blessing’s 2020 Medicare Cost Report (MCR) in
making the incorrect case for future bed need. Because this is included in this section of the
Staff Report, we respectfully request that the Staff Report be revised to either: (1) remove
the inaccurate applicant materials from the Staff Report; or (2) reference the Manatt
Analysis, which shows that: (a) applicants completely misconstrued Blessing’s 2020 MCR
and then incorrectly asserted that Blessing’s 2020 survey data should be questioned, (b)
applicants failed to apply generally accepted forecasting methods in making their contrived
need forecasts, and (3) applying generally accepted forecasting methods, there is no
legitimate projected need for these services.” We also request that the reference to the 3.5
mile distance between Blessing and the proposed hospital in Table 6 be revised to reflect that
actual 1.9 mile distance.

5. Unnecessary Duplication of Services (Criterion 1110.200(c)(1)) (pp. S, 18-20)

We appreciate that the Staff Report correctly details that the project would unnecessarily
duplicate medical surgical and obstetrics services in the Planning Area.

Applicants have improperly cited to self-serving bed need projections that are not based on
generally accepted forecasting methods. Because this is cited extensively in this section of
the Staff Report, we respectfully request that the report be revised to either: (1) remove
these inaccurate applicant materials from the Staff Report; or (2) reference the Manatt
Analysis, which shows that (a) applicants failed to apply generally accepted forecasting
methods in making their contrived need forecasts, and (b) applying generally accepted
forecasting methods, there is no legitimate projected need for these services.'® We also
respectfully request that the reference on page 5 to the 3.5 mile distance between Blessing
and the proposed hospital be revised to reflect the actual 1.9 mile distance.

6. Maldistribution of Services (Criterion 1110.200(c)(2)) (pp. 18-20)

This criterion, as set forth in the Board rules, states as follows:

“The applicant shall document that the project will not result in maldistribution of services.
Maldistribution exists when the identified area (within the planning area) has an excess
supply of facilities, beds and services characterized by such factors as, but not limited to:

° Manatt Analysis at pp. 2-3.
10 74.
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A) A ratio of beds to population that exceeds one and one-half times the State average,

B) Historical utilization (for the latest 12-month period prior to submission of the
application) for existing facilities and services that is below the occupancy standard
established pursuant to 77 Ill. Adm. Code 1100, or

C) Insufficient population to provide the volume or caseload necessary to utilize the
services proposed by the project at or above occupancy standards.”

We believe the applicants have failed to meet this standard, because there is clearly an excess
of medical/surgical and obstetrics beds in the Planning Area. Applying both the Board’s
regulatory standards and common sense, a new hospital located 1.9 miles away from an
existing underutilized hospital—the only hospital within the 21-mile GSA radius—will not
only create unnecessary duplication of services but will also result in maldistribution of those
unnecessary services in immediate proximity to the already-underutilized existing hospital.
The fact that the ratio of beds to population does not exceed 1 'z times the state average is
only one factor to be considered, as the rule acknowledges, and is far outweighed by the
gross lack of need for the project and the obvious geographic maldistribution that would
result.

Accordingly, we respectfully ask the Board to reconsider whether the applicants have met
the criterion necessary to show Lack of Maldistribution, and to remove it from the list of
standards met on page 2 of the Staff Report.

7. Impact on Other Providers (Criterion 1110.200(c)(3)) (pp. S, 18-20)

We appreciate that the Staff Report correctly indicates that the proposed project would
adversely impact Blessing Hospital by further lowering Blessing Hospital’s already-low
utilization.

We respectfully request that the Staff Report be revised to contain additional analysis
related to this criterion. The information summarized in Section 2 above related to adverse
impact on Blessing Hospital and the Safety Net shows that the proposed project
unquestionably would cause Blessing to lose SCH status (resulting in $7 million in annual
losses), would divert significant volume from Blessing Hospital, much of it commercially
insured (resulting estimated annual revenue losses of $12-18 million), and would cripple
Blessing’s ability to cross-subsidize safety net by creating annualized lost revenue of $19-25
million. We also respectfully request that this section of the Staff Report be revised to
reference the Powers Opinion on loss of SCH status and the Manatt Analysis on the SCH and
lost revenue financial impact on Blessing (attached as Exhibits C and D).!!

! Powers Opinion at p. 4; Manatt Analysis at pp. 5-6.
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10.

In addition, the negative impact on providers also will extend to creating additional staffing
stress for Blessing Hospital, with associated increased staffing costs. As indicated in Diane
Jacoby’s correspondence dated April 5 regarding rural health care in Illinois, rural hospitals
face critical workforce shortages.!> These shortages have skyrocketed during the COVID
pandemic. The Manatt Analysis concludes that this staffing stress on Blessing would be
significant.!*> We respectfully request that the Staff Report be revised to reflect this
negative staffing stress on Blessing.

Staffing Availability (Criterion 1110.200(e)) (pp. 20-21)

As indicated in Section 7 above, we note that staffing for the proposed hospital likely would
have an adverse impact on Blessing Hospital, in a climate in which rural hospitals nationally
are experiencing critical workforce shortages. We respectfully request that Board Staff
consider including an acknowledgement of that impact in this section or, in the alternative,
cross-reference that staffing impact if it is added to the Impact on Other Providers section
and/or the Safety Net Impact Statement sections of the Staff Report.

Performance Requirements-Bed Capacity Minimum (Criterion 1110.200(f)) (pp. S, 21)

We appreciate the Staff Report’s acknowledgement that this standard has not been met.

Clinical Services Other Than Categories of Service (pp. 22-24)

We appreciate that the Staff Report concludes that the applicants’ projected surgery, C-
Section, emergency department and diagnostic imaging services volumes would be derived
by redirecting services from Blessing Hospital, and that Blessing Hospital is currently
underutilized.

We also note the following:

e Surgery. The applicant projects that 75% of orthopedic cases and 50% of general
surgery cases will be performed at the proposed hospital by year 2 of operations.
Aside from validating Blessing’s position that the proposed hospital will be heavily
dependent on orthopedic surgery, it also demonstrates just how much surgical volume
the applicants intend to divert from Blessing.

e Emergency Services. The applicants intend to serve 16,000 ED visits by the second
year of operation-these presumably would be diverted from Blessing. The Planning

12 Blessing Health System Correspondence authored by Chief Legal Officer Diane Jacoby (“Jacoby Letter”)(April 5,
2022).
13 Manatt Analysis at p. 6.
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11.

12.

13.

Area had 36,000 ED visits in 2020, 89% of which were seen at Blessing Hospital.
Moreover, the projected ED visits would be predominantly non-emergent. 4

Financial Viability (Criterion 1120.130) (p. 25)

We appreciate that the Staff Report concludes that this standard has not been met.

Reasonableness of Financing Arrangements; Terms of Debt Financing (Criteria
1120.140(a), (b)) (p. 26)

The project is proposed to be financed with no cash or construction, but instead by: (1) a $61
million, 30-year lease; and (2) a $23 million working capital loan for startup and operating
costs. A letter of intent for the lease was provided, and a bank letter was provided in
connection with a possible future working capital loan over a 10-year term “at a market
competitive rate of interest”.

In order to meet these criteria, the applicants must demonstrate the debt will be the lowest net
cost available to the applicants. While applicants have provided a letter to that effect, we
respectfully request that Board staff undertake additional assessment and pose questions in
the Staff Report as to whether the terms of the proposed 30-year lease are truly the lowest net
cost option to the applicants. For example, it is unclear whether the effective rate of interest
on the lease arrangement is comparable to commercially reasonable interest rates available
for other forms of financing.

Reasonableness of Project Costs; Projected Direct Operating Costs (Criteria
1120.140(c), (d)) (pp- 26-33)

The QMG Hospital Application initially was filed in December 2020. In the intervening

16 months, construction project costs and operating costs have escalated dramatically across
the United States, and certainly in the health care sector. These costs are driven by supply
chain issues, staffing shortages and broad economic factors.

Given the passage of time since the filing of the application, and in light of these upward cost
pressures, we respectfully request that Board staff evaluate whether the costs reflected in
the application remain valid and consider incorporating into the Staff Report a reference to
these upward cost trends and their potential impact on the capital and operating costs
associated with the Project.

14 ArentFox Schiff opposition letter written by Anne Murphy (“AFS Letter”)(April 4, 2022) at pp. 7-8.
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We thank Board staff for your time and attention, and for your continuing efforts. Please do not
hesitate to let us know if you have any technical or procedural questions in connection with this
submission.

Very truly yours,

Anne M. Murp§h
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: Rebecca M. Lindstrom
April 6, 2022 312.463.6217

rlindstrom @ polsinelli.com

Via E-Mail

Illinois Health Facilities and Services Review Board
525 West Jefferson Street (2™ Floor)

Springfield, [llinois 62761

Re: Quincy Medical Group Hospital, Project No. 20-044
Updated Organizational Chart

Dear Illinois Health Facilities and Services Review Board:

Please find enclosed an updated organizational chart in relation to Attachment 4 of the QMG
Hospital permit application. It is our understanding that all requested and required information
has been submitted.

Sincerely, -
Rebecca M. Lindstroj M

cc: Mike Constantino. Supervisor, Project Review Section

Enclosure

polsinelli.com

Atlanta Boston Chicago Dallas Denver Houston Kansas City Los Angeles Miami Nashville New York
Phoenix St. Louis San Francisco Seattle Silicon Valley Washington, D.C. Wilmington
Polsinelli PC, Polsinelli LLP in California

§2954374.1



QUINCY MEDICAL GROUP STRUCTURE CHART

(UPDATED TO REFLECT ASTC, BIRTHING CENTER AND FUTURE HOSPITAL OPERATIONS)

Prepared for Illlinois Health Facilities & Services Review Board

April 6, 2022

mwe.com
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C-corporation S-corporation )
Partnership
Individuals Qualified Subchapter Disregarded Entity
i S Subsidiary

The summary of certain federal income tax considerations contained herein is for general information purposes only and is not intended to be tax advice. This
discussion relies upon the relevant provisions of the Internal Revenue Code of 1986, as amended (the “Code”), the regulations thereunder, and the judicial and

administrative interpretations thereof. These authorities are subject to change, retroactively and/or prospectively and any such changes could affect the validity
of this discussion.
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CONTEXT FOR ASTC, BIRTHING CENTER AND NEW HOSPITAL DEVELOPMENT
WITHIN THE BROADER DULY/QMG CORPORATE STRUCTURE

o Paul Merrick, MD . .
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Hospital, Inc. Healthcare Foundation
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from an lllinois professional services corporation into an lllinois
professional limited liability company.

NOTE: In conjunction with the Duly transaction, QMG statutorily converted

.............

» New hospital 4" @ rerrmssnssnensneans Facility lease with third-party development company
Hospital licensure Hospital employees.... Equipment leasing and financing from third-party vendors
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Ms. Debra Savage

Chair

Illinois Health Facilities and Services Review Board
(“Board” or “HFSRB”)

525 W. Jefterson St., Second Floor

Springfield, IL 62761

Re:  Quincy Medical Group (“QMG”) Certificate of Need (“CON”) Application (Project
#20-044) (the “QMG Hospital Application” or “Project”)

Dear Ms. Savage:

[ am writing in my capacity as outside legal counsel to Blessing Health System based in Quincy,
Illinois (“BHS”), which operates Blessing Hospital and other health care services and facilities
(BHS and Blessing Hospital referred to collectively as “Blessing”). As you know, Blessing
opposes the QMG Hospital Application.

This letter is the third time we have approached the Board to express concerns about Quincy
Medical Group’s apparent December 2021 change of corporate control (the “QMG/Duly
Transaction”). Rather than reiterate the backdrop in detail, I refer you to our two previous letters
on this topic, dated February 7, 2022 and September 13, 2021.

In a nutshell, we believe the QMG/Duly Transaction resulted in Duly Health and Care, formerly
known as DuPage Medical Group, assuming significant control over QMG. We also believe
Duly, in turn, has very substantial financial backing from and control by Ares Management. Ares
Management is one of the largest private equity firms in the United States. If QMG is, in fact,
now indirectly controlled by a private equity firm - as we believe is the case — it raises profound
concerns about the Project that have yet to be acknowledged by the applicants or addressed by
the Board.

Despite our persistent efforts, reflected in numerous FOIA requests to the Board, we have not
received sufficiently detailed information about the QMG/Duly Transaction, or the impact it
would have on operation of the proposed QMG Hospital. QMG and its representatives have been
unwilling to provide answers to questions that we have now posed multiple times.

We appreciate the Board’s efforts in insisting on a Type A Modification to the application, and
in holding a public hearing on March 18 in response to that modification. However, neither the
modification nor the public hearing revealed the key features of the QMG/Duly Transaction.

AFDOCS/25569518.1
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The applicants have doggedly characterized our inquiry as being satisfied by the superficial Type
A Modification, and by Board staff’s conclusion that Duly need not be a co-applicant to the
QMG Hospital Application. In doing so, they choose to miss our central point — the QMG/Duly
Transaction was not disclosed in the QMG Hospital Application and the particulars of that
transaction have yet to be disclosed in connection with the application. This information is
essential to the understanding of this project and its applicants. If this is a private equity backed
effort by a large multi-state organization to build a “small format hospital” in rural Illinois, both
the Board and the public need to know it.

Our broad understanding of the QMG/Duly Transaction, which we have developed primarily by
reviewing materials produced in response to our FOIA requests and that are separately in the
public domain, is as follows!:

1. The former Quincy & Surgeons Clinic, S.C., an Illinois professional service corporation,
converted to Quincy Physicians & Surgeons Clinic, PLLC, an Illinois professional
limited liability company (“Converted QMG Entity”).

2. As part of the QMG/Duly Transaction, ownership in QMG was modified, so that a
UnityPoint — Designated Physician no longer owns 40% of QMG. Instead, a Duly —
Designated Physician now owns an unspecified percentage of the Converted QMG
Entity. The QMG Hospital Application continues to show UnityPoint ownership in
QMG, and does not reflect Duly ownership in the Converted QMG Entity.

3. As part of the QMG/Duly Transaction, QMG transferred all or most of its “non-clinical
assets” (which we assume means assets other than patient and clinical records) to a 100%
Duly — controlled management company known as “Quincy Physician Administrative
Services, Inc.”) (the “Duly Management Company”). The QMG Hospital Application
does not reflect this.

4. In addition, the Converted QMG Entity entered into a management services agreement
with the Duly Management Company, through which we assume the Duly Management
Company manages a wide range of QMG operations. The QMG Hospital Application
does not reflect this.

All of this is relevant because both the Converted QMG Entity and the QMG Hospital entity are
co-applicants on the QMG Hospital Application. And, while the Converted QMG Entity cannot
own an interest in the QMG Hospital entity because it is set up as a non-profit taxable
corporation, the Converted QMG Entity would control the hospital in its role as sole corporate
member. Typically, the sole corporate member of a non-profit hospital has certain approval or

! See attached slides, prepared by QMG representatives, and produced by HFSRB in response to FOIA 21-19.
AFDOCS/25569518.1
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direct powers over the non-profit entity, as reflected in the non-profit corporation’s bylaws and
other corporate documents.

We believe QMG would control QMG Hospital as its sole corporate member. Duly appears to
exert significant control over QMG through the QMG/Duly Transaction. And private equity firm
Ares Management appears to exert significant financial and other control over Duly.

QMG representatives have critiqued us rather forcefully as to our understanding of the
QMG/Duly Transaction?, but at no point have they offered any meaningful detail about it.
Moreover, much of what has been produced for us, in several Board FOIA productions, redacts
or excludes details that would allow us to speak with greater certainty about the particulars of the
structure of the Duly/QMG Transaction. As we have stated previously, any misunderstanding we
may have is a direct result of the lack of detail from applicants.

We have done what we can to bring the QMG/Duly Transaction into the light of day. It now rests
with the Board itself to seek additional information about the QMG/Duly Transaction, which
clearly should be evaluated in the review of the QMG Hospital Application.

When the Board considers this QMG Hospital Application on April 26, it certainly has the right
and, we believe, the affirmative obligation to ask the following questions of QMG
representatives in order to evaluate the merits of the Project, and the qualifications, background
and character of the applicants:

1. Does Duly now own a percentage of the Converted QMG Entity?

a) Is this through a designated Duly physician?

b) What percentage ownership does Duly hold?

c) What specific approval or direct authority powers does Duly hold in connection
with the QMG? Does Duly hold a particular class of membership that gives it
certain approval or direct authority rights in relation to QMG? For example, does
Duly have approval power over certain expenditures or strategic initiatives of
QMG? Can Duly direct certain actions by QMG?

2. What was the aggregate value received by QMG in connection with the QMG/Duly
Transaction?

3. Are there any future performance benchmarks associated with the QMG/Duly
Transaction that create financial, profitability, revenue, cost reduction or related
incentives for the Converted QMG Entity or its owners?

2 See Transcript of Public Hearing on QMG Hospital Application (March 18, 2022) (“Public Hearing Transcript”) at

pp. 26-31.
AFDOCS/25569518.1
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4. What assets were transferred from QMG to the Duly Management Company?

a. What value did QMG receive in exchange for those assets?

b. What assets remain with the Converted QMG Entity?

c. Are the transferred assets now leased back to the Converted QMG Entity and, if
yes, on what financial and business terms?

5. Has the Converted QMG Entity entered into a management contract with the Duly
Management Company?

a. What are the financial terms of this arrangement?
b. What is the scope of the management services provided to QMG under
management contract? Do they include:
i. billing and collections, revenue cycle management
ii. clinical or non-clinical staffing
iii. quality improvement
iv. performance improvement
v. strategic planning
vi. service expansion or reduction
vii. cost-containment efforts
viii. space and equipment leasing
iX. payer contracting
x. information technology and EHR
xi. insurance coverage

6. QMG has represented that it will retain clinical independence®. Will the Duly
Management Company have any involvement in QMG’s activities related to quality
assurance, clinical protocols or best practices, risk management, clinical staffing patterns
or complement, or electronic health records management?

7. What powers does QMG exercise over QMG Hospital as its sole corporate member?
Does it have direct control or approval powers? If yes, what are they? Do they include
any of the following:

a) Right to appoint or approve the Board of Directors.

b) A specified number or percentage of seats on the Board of Directors.

c) Approval of the hospital’s financial assistance or charity care policy.

d) Approval of hospital expenditures or borrowing over a certain dollar threshold.
€) Approval of payer contracts, including Medicare or Medicaid arrangements.

3 Public Hearing Transcript at p. 9.
AFDOCS/25569518.1
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f) Approval of service line expansion, initiation, reduction or elimination.

g) Referral of services from the hospital to other QMG — controlled facilities or sites.
h) Approval of the hospital’s strategic plan.

1) Approval of the hospital’s annual budget.

j) Approval of strategic affiliations or acquisitions.

k) Approval of any restrictions on medical staff membership.

8. Which entity or entities will own QMG Hospital’s assets?

9. What relationship will QMG Hospital have with the Duly Management Company? Will
the Duly Management Company provide management services to QMG Hospital? If yes,
what is the scope of those services? Please refer to the list of possible management
services above under Question 5(b).

10. What relationship does the Duly Management Company, DMG IL Investments II, LLC
or DMG Practice Management Solutions, LLC have, directly or indirectly, with Ares
Management?

11. What is the overall financial, ownership and control relationship between Duly and Ares
Management?

We ask the Board to pose these questions to the applicants and insist upon detailed answers, in
order to fulfill the Board’s responsibility under the Act to: (1) undertake an evidence-based
analysis of the Project, its impact on the community and the safety net; and (2) appropriately
evaluate the “qualifications, background and character of the applicant to provide a proper
standard of health care service to the community.””*

Thank you for your time and consideration.
Very truly\ yours,

{ A

f\w

Anne M. Murphy

Cc:  April Simmons, General Counsel for the Board
Michael Constantino, Supervisor, Project Review Section for the Board

420 ILCS 396072, 6(d).
AFDOCS/25569518.1
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Conversion of QMG
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QMG Post-Closing Stru;cture
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RONALD S. CONNELLY
Ron.Connelly@ppsv.com
202.872.6762

March 28, 2022

Illinois Health Facilities and Services Review Board
525 W. Jefferson St., Second Floor
Springfield, IL 62761

Re:  Quincy Medical Group Hospital, Quincy
HFSRB No. 20-044
Blessing Hospital SCH Analysis

Dear Board Members:

This letter is to provide the Illinois Health Facilities and Services Review Board
(HFSRB) with information on how the opening of a Quincy Medical Group (QMG) Hospital will
adversely impact Blessing Hospital and its patients. The federal Centers for Medicare &
Medicaid Services (CMS) has granted Blessing Hospital status as a Sole Community Hospital
(SCH), which entitles it to favorable reimbursement terms by the Medicare program and more
lenient qualification standards for participation in the federal 340B drug discount program. QMG
proposes to operate a hospital in Quincy, Illinois, only 1.9 miles from Blessing Hospital. If the
HFSRB approves the certificate of need (CON) for the QMG hospital, and if it operates as
described in the QMG CON application to the HFSRB, Blessing Hospital will lose its SCH
status, leading to significantly reduced Medicare reimbursement and potential disqualification
from the 340B program.

Medicare Sole Community Hospitals

Medicare reimburses most general acute care hospitals using the inpatient prospective
payment system (IPPS), which pays hospitals predetermined rates for each patient treated.’
Congress recognized, however, that certain types of hospitals, especially in rural areas, would
struggle financially under IPPS. In order to support rural health care, Congress adopted a
modified IPPS payment methodology for SCHs.? Medicare reimburses SCHs for inpatient
hospital services based on either the federal IPPS rate or the SCH’s “hospital-specific” rate for
either the hospital’s fiscal year 1982, 1987, 1996, or 2006, whichever results in the greatest
payment.® In very broad terms, the hospital-specific rate is the hospital’s costs per inpatient
discharge for the applicable fiscal year.*

142 U.S.C. § 1395ww(d).

21d. § 1395ww(d)(3)(D)(i).
31d.; 42 C.F.R. § 412.92(d).

4 See, e.g., 42 C.F.R. § 412.73.

{D0966990.DOC/ 4}
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Quincy Medical Group Hospital, Quincy
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SCHs are also able to participate in the federal 340B drug discount program under criteria
that is more lenient than the criteria for most hospitals that are not SCHs. The 340B drug
discount program provides significant discounts on the purchase of outpatient drugs for
qualifying hospitals.” Under the 340B statute, an SCH qualifies for the program if it has a
Medicare disproportionate share hospital (DSH) payment percentage that is 8% or above.® Most
other hospitals that do not have SCH designation must have a DSH percentage of above
11.75%."

Medicare reimbursement for certain separately payable outpatient drugs is lower if the
drug is purchased at 340B prices than non-340B prices.® However, rural SCHs are exempt from

this lower reimbursement and receive payment at the non-340B rate.’

Qualification for Medicare Sole Community Hospital Status

A hospital may be designated as an SCH if it meets one of several tests that measure the
distance between the SCH and “like hospitals.” Specifically, a hospital is designated as an SCH
if it meets one of the following tests: 1) it is located more than 35 miles from other like
hospitals; 2) it is located between 25 and 35 miles from other like hospitals and meets certain
requirements related to its patient population, number of beds, or accessibility; 3) it is located
between 15 and 25 miles from other like hospitals but is inaccessible for at least 30 days in two
of every three years; or 4) “because of distance, posted speed limits, and predictable weather
conditions, the travel time between the hospital and the nearest like hospital is at least 45
minutes.”'® Medicare regulations define a “like hospital” as follows:

The term [like hospital means a hospital furnishing short-term, acute care.
Effective with cost reporting periods beginning on or after October 1, 2002, for
purposes of a hospital seeking sole community hospital designation, CMS will not
consider the nearby hospital to be a like hospital if the total inpatient days
attributable to units of the nearby hospital that provides a level of care

542 U.S.C. § 256b.

6 Id. § 256b(a)(4)(0). Rural referral centers also qualify with a DSH percentage of 8% or more. Id. Critical access
hospital do not receive DSH payments and, therefore, the 340B statute does not include any criteria related to DSH
payments for critical access hospitals. Id. at § 256b(N). The DSH payment is designed to compensate hospitals for
treating a high proportion of low-income and under-insured patients. 42 U.S.C. § 1395ww(d)(5)(F)(vi); 42 C.F.R. §
412.106(b).

742 U.S.C. § 256b(a)(4)(L).

8 Medicare Program: Hospital Outpatient Prospective Payment and Ambulatory Surgical Center Payment Systems
and Quality Reporting Programs; Price Transparency of Hospital Standard Charges; Radiation Oncology Model;
Request for Information on Rural Emergency Hospitals, 86 Fed. Reg. 42,018, 42,134-37 (Aug. 4, 2021).

% 1d. at 42,337.

1042 C.F.R. § 412.92.
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characteristic of the level of care payable under the acute care hospital inpatient
prospective payment system are less than or equal to 8 percent of the similarly
calculated total inpatient days of the hospital seeking sole community hospital
designation.'!

The 8% test described in the regulation compares the two hospitals’ inpatient days that would be
payable under the IPPS if a patient is covered by Medicare or the patient were covered by
Medicare. In other words, all IPPS-type days are counted, not just those attributable to Medicare
beneficiaries. Inpatient days that would not be paid by Medicare are excluded from the
calculation, such as days in neonatal units or days in I[PPS-excluded rehabilitation, psychiatric, or
long-term care units. SCH classification remains in effect “unless there is a change in the
circumstances under which the classification was approved.”!?

Blessing Hospital

Blessing Hospital was formed from a merger of two hospitals in the early 1990s and has
qualified as an SCH for more than twenty years. Currently, there are no other “like hospitals”
within 35 miles of Blessing Hospital that would jeopardize Blessing’s SCH designation. As an
SCH, Blessing Hospital is paid by Medicare using the hospital specific rate based on its costs.
Blessing Hospital also qualifies for the federal 340B drug discount program as an SCH. Its DSH
percentage is slightly above 11.75%, so it could still qualify for the 340B program as a non-SCH,
but it would be in danger of losing 340B status if its DSH percentage were to slip to 11.75% or
below. Because it is a rural SCH, it receives significantly higher Medicare reimbursement for
outpatient drugs purchased under the federal 340B drug discount program than it would receive
as an IPPS hospital.'?

The Proposed QMG Hospital Would Be a “Like Hospital” Leading to Loss of Blessing
Hospital’s SCH Status

The QMG CON application projects in year two of its operation that the QMG hospital
will have 7,301 medical and surgical days and 931 obstetric days.'* This equals 8,232 patient
days that would “provide[] a level of care characteristic of the level of care payable under the”

7d. § 412.92(c)(2).

121d.§ 412.92(b)(3).

1342 U.S.C. § 256b. The 340B statute requires pharmaceutical manufacturers to provide large discounts on covered
outpatient drugs to SCHs that treat a specified percentage of low-income patients. The Medicare program reduces
payments to IPPS hospitals for 340B discounted drugs but does not similarly reduce payments to rural SCHs.

4 QMG Application for Permit #20-044, Attachment 15,
https://www2.illinois.gov/sites/hfsrb/Projects/ProjectDocuments/2020/20-044/2020-12-10%2020-
044%20Application%20for%20Permit.pdf.
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Medicare IPPS.!* Blessing Hospital reported on its fiscal year 2020 (FY 2020) Medicare cost
report that it had 54,535 patient days that were payable under the IPPS.!® Therefore, based on
the most recent available data, the QMG hospital’s IPPS eligible days will be 15.09% of
Blessing Hospital’s IPPS days.

Based on this data, the QMG hospital would be a “like hospital” to Blessing Hospital.
Because the QMG Hospital is planned to be located only 1.9 miles from Blessing Hospital,
Blessing Hospital would no longer meet any of the distance criteria from “like hospitals” for
purposes of SCH status. The existence of a “like hospital” in close proximity to Blessing
Hospital will constitute a change in circumstances requiring revocation of Blessing Hospital’s
SCH designation.!” Blessing Hospital would, therefore, lose its SCH designation, leading to the
following consequences: 1) Blessing Hospital would be paid by Medicare under the IPPS and
not the more favorable hospital specific rate; 2) Blessing Hospital would receive significantly
lower Medicare reimbursement for certain outpatient drugs purchased under the 340B program;
and 3) Blessing Hospital would be at greater risk of losing its 340B status.

Conclusion
The proposed QMG hospital, if approved, will result in Blessing losing its SCH status,
resulting in significantly lower Medicare reimbursement to Blessing Hospital and potential loss
of its 340B status. This loss of SCH status would be compelled by Medicare regulations.
Sincerely,

Rl 4

Ronald S. Connelly
Counsel to Blessing Health System

1542 C.F.R. § 412.92(b)(3).

16 Blessing Hospital had 69,535 total days in FY 2020, but not all days are counted for the SCH 8% test. Days in
nursery, psychiatric, rehabilitation, and long-term care units are not paid under the IPPS and are excluded from the
8% calculation.

1742 C.F.R. § 412.92(b)(3)(i), (ii).
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Attachment: Comment on Additional Information and Provider Impact
Date: March 29, 2022
To: Debra Savage, Chairperson

lllinois Health Facilities and Service Review Board
525 West Jefferson Street, 2" Floor
Springfield, IL 62761

Re: Project #20-044 Quincy Medical Group Hospital, Quincy

Dear Ms. Savage,

Manatt Health (Manatt), was engaged by Blessing Health System (Blessing) to perform an independent
review of the comments and analyses submitted by, or on the behalf of, the Quincy Medical Group
Hospital, Inc. (QMGH), in regards to its Certificate of Need (CON) application to build an acute care
hospital at the Quincy Mall. The review focused on (1) the alleged validity and reasonableness of the
revised Analysis and Forecasts of Utilization submitted by Mr. Ralph Weber on February 22, 2022 (the
“Weber Letter”), and (2) the proposed new hospital’s potential to impact negatively access to essential
safety net services to the Quincy, lllinois, community.

Manatt’s review of the record can be summarized as follows:

1. The claims and projections made by QMGH, in the Weber Letter, are not accurate and appear to
be a contrived attempt to justify a result desired by QMGH.

2. Opening a new inpatient facility in Quincy significantly risks causing a material negative
economic impact to Blessing and weaken its ability to provide essential safety net services to the
local community.

About Manatt

Manatt, Phelps & Phillips LLP is a multidisciplinary, integrated national professional services firm known
for quality and an extraordinary commitment to clients. We approach client needs holistically, achieving
business objectives through a suite of blended legal and consulting offerings.

Manatt’s healthcare practice, Manatt Health, is composed of a diverse team of more than 160 health
care professionals, including lawyers, MBAs, financial experts, technology experts, reimbursement
experts and former government officials. Our culture supports collaboration and teamwork, both within
our own organization and with our clients. We serve federal, state and local governments and agencies
and our clients include a wide range of stakeholders, including state and federal policymakers and
agencies; payers; health care providers and systems; foundations; associations; pharmaceutical, biotech
and device companies; and product and service suppliers.

Sincerely,

Sﬁ%aéur/ 2. Mﬁp«m? ﬁ\> Tl P
Stephen Libowsky Joseph Ray 7 Paul Berrini
Partner Managing Director Senior Manager

Manatt, Phelps & Phillips, LLP 151 N. Franklin St., Suite 2600, Chicago, lllinois 60606 Tel: 312.529.6300 Fax: 312.529.6315

Albany | Boston | Chicago | Los Angeles | New York | Orange County | Sacramento | San Francisco | Silicon Valley | Washington, D.C.
Page 1
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The Weber Letter Is Wrong and Contrived.

The claims and projections made in the Weber Letter are simply wrong. The Weber Letter attempts to
question three items: (a) the alleged differences in utilization data when comparing Blessing’s 2020
HFSRB Facility Profile and 2020 Medicare Cost Report (MCR), (b) the alleged projected demand for

inpatient services within the QMGH proposed service area, and (c) whether Blessing could or had a need

to expand inpatient capacity in 2021. The Weber Letter’s attempts to sully Blessing are objectively
wrong and misrepresent the data to try to justify its arguments.

a. Blessing’s 2020 HFSRB Facility Profile Med/Surg totals are accurate and should only be compared
to Blessing’s 2020 MCR data when properly accounting for inpatient acute mental illness days.

= The Weber letter observed that Blessing’s HFSRB facility profiles and MCRs, despite core
differences in reporting methodology which are addressed below, had historically been

comparable for assessing overall trends for medical/surgical volume at the hospital and that
in 2020 this was no longer the case as the MCR displayed a significant increase in utilization
not recorded on the HFSRB facility profile. Without any examination, the Weber letter goes

on to present this difference as an attempt to invalidate Blessing’s utilization totals and a
reason to select data solely to favor QMIGH’s projected inpatient utilization within the

proposed service area to justify the need for additional medical surgical inpatient beds. This

is simply wrong.

Blessing, as of January 3, 2021, was approved by the Centers for Medicare & Medicaid
Services (CMS) (see exhibits 1 and 2 in appendix) to include inpatient acute mental illness
(AMI) days in the MCR’s line item for adult and pediatric inpatient and observation totals
beginning with the 2020 fiscal reporting period. AMI days had been separated out as a
distinct line item in years prior. This approved change in reporting method created a
significant increase in the adult and pediatric inpatient and observation total reported to
CMS in Blessing’s 2020 MCR. Therefore, to compare accurately Blessing’s MCR total to
years prior, the AMI days (= 8,671) during that period (10/1/2019 — 9/30/2020) must be
subtracted out from the 2020 total (= 53,796) which results in 44,805 patient days. Taking

this total and comparing it to Blessing’s 2020 HFSRB facility profile as had been done in prior

years results in exactly the opposite of what the Weber Letter contends as seen below:

HFSRB Facility Profile Medicare Cost Report

2020 reported totals without adjusting for inclusion of
AMI days in 2020 MCR total 44,943 53,476

AMI days recorded at Blessing During 2020 MCR cost

reporting period that were seperately and distinctly
reported prior to the 2020 reporting period Adjustment not required 8,671
2020 totals after adjusting for AMI days

44,943 44,805

Source: HFSRB Facility Profile Data; Blessing 2020 Medicare Cost Report; Blessing internal data

Manatt, Phelps & Phillips, LLP 151 N. Franklin St., Suite 2600, Chicago, lllinois 60606 Tel: 312.529.6300 Fax: 312.529.6315
Albany | Boston | Chicago | Los Angeles | New York | Orange County | Sacramento | San Francisco | Silicon Valley | Washington, D.C.
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= The HFSRB and MCR methodologies are different. MCRs do not separate out
medical/surgical volume as a distinct service category as is done by the HFSRB. This results
in the inclusion of pediatric, obstetric, and acute mental illness volumes (per CMS approval
as described above) in the adult and pediatric inpatient and observation totals line item of
the MCR and not in the HFSRB.

= The reporting periods are also different — HFSRB is based on calendar year, and MCRs are on
a fiscal year (October 1 — September 30) (see exhibit 3 in appendix).

The Weber Letter fails to account accurately the facts and the differences between MCR and
HFSRB to attempt to show something that does not exist.

b. The methods used by The Weber Letter do not address the forecasting issues described in
Guidehouse’s response to QMIGH CON Application dated 3/31/2021 and do not follow generally
accepted forecasting principles and assumptions to project market inpatient volumes.

= The Weber Letter ‘s “analysis” attempts to use only the recent history of inpatient volumes for
a single provider (Blessing) instead of using the generally accepted methodology and
evaluating the inpatient utilization trends of and within the total proposed service area. The
Weber Letter ignores or attempts to work around the following facts:

o Inpatient utilization rates for medical/surgical and obstetrics services declined at an
average annual rate of 5.7% in the proposed Quincy service area between the 2018 -2020
fiscal year periods (10/1 —9/30) (see exhibit 4 in appendix);

o Inpatient utilization rates within the Quincy service area are already high when compared
to the lllinois State and National Averages and have declined within the proposed service
area between the 2018-2020 fiscal year periods as was described in the Guidehouse
response and displayed in the table below:

Proposed Service Area IP Market Volume (Actuals) |lllinois State Average | National Average
FY 18 FY 19 FY 20 (2018)* (2018)*

Service Area Inpatient Utilization Rate
(Discharges per 1,000) 152.7 146.8 137.4 107 105

o The population within the proposed service area is projected to experience a modest
decline of -1.5% in the next 5 years putting additional downward pressure on inpatient
utilization (see exhibit 5 in appendix);

o When using generally accepted forecasting methodology, and including the actual above
facts, there is no need for additional medical/surgical inpatient beds in the proposed
service area as demonstrated in the (1) Truven/IBM Watson and (2) constant use rate
forecasts following these accepted methodologies as prepared by Guidehouse (see
exhibit 6 in appendix).

The Weber Letter’s “forecast” fails to use the actual data available, does not use generally
accepted forecasting methods, and is simply an attempt to mislead this Board.

Manatt, Phelps & Phillips, LLP 151 N. Franklin St., Suite 2600, Chicago, lllinois 60606 Tel: 312.529.6300 Fax: 312.529.6315
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c. Blessing appropriately followed lllinois’ CON guidelines as described in section 5, subsection (c) of
the lllinois Health Facilities Planning Act in using the “20 bed rule” and had justifiable need, with
the second application of the rule occurring during the height of the COVID pandemic.

CON Guidelines:
(20 ILCS 3960/5) (from Ch. 111 1/2, par. 1155)

(Section scheduled to be repealed on December 31, 2029)

Sec. 5. Construction, modification, or establishment of health care facilities or acquisition of
major medical equipment; permits or exemptions. No person shall construct, modify or establish
a health care facility or acquire major medical equipment without first obtaining a permit or
exemption from the State Board. The State Board shall not delegate to the staff of the State
Board or any other person or entity the authority to grant permits or exemptions whenever the
staff or other person or entity would be required to exercise any discretion affecting the decision
to grant a permit or exemption. The State Board may, by rule, delegate authority to the
Chairman to grant permits or exemptions when applications meet all of the State Board's review
criteria and are unopposed.

A permit or exemption shall be obtained prior to the acquisition of major medical equipment
or to the construction or modification of a health care facility which:

(c) changes the bed capacity of a health care facility by increasing the total number of
beds or by distributing beds among various categories of service or by relocating beds from
one physical facility or site to another by more than 20 beds or more than 10% of total bed
capacity as defined by the State Board, whichever is less, over a 2-year period.

Reporting on inpatient capacity constraints in Quincy during COVID pandemic:

Headline from ABC 7 News KHQA Quincy Dated November 11, 2020

Blessing Hospital reaching low bed capacity due to COVID-19 surge

by Sarah Rosenthal Wednesday, November 11th 2020

https://khga.com/news/local/blessing-hospital-is-reaching-a-low-bed-capacity-due-to-covid-
19-surge

Headline from NBC News WGEM Dated December 16, 2021

COVID cases spiking once again, Blessing bed
availability dwindling

Manatt, Phelps & Phillips, LLP 151 N. Franklin St., Suite 2600, Chicago, lllinois 60606 Tel: 312.529.6300 Fax: 312.529.6315
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By Charity Bell

Published: Dec. 16, 2021 at 11:03 PM CST

OxYyQRMn

QUINCY (WGEM) - Once again, COVID-19 cases are spiking in the Tri-States, and local hospitals are bearing the brunt of it.
https://www.wgem.com/2021/12/17/covid-cases-spiking-once-again-blessing-bed-availability-

dwindling/

Other than simply stating an alleged violation where none occurred, The Weber Letter presents
no facts or evidence that Blessing misused the 20-bed rule in any way, and there are no such
facts or evidence.

Opening a new inpatient facility in Quincy risks causing a significant negative economic impact to
Blessing and the local community.

a. Opening a new inpatient facility in Quincy will almost certainly destroy Blessing’s status as a
Sole Community Hospital, thereby removing an average of $6.9 million in annual Sole
Community Hospital Medicare reimbursements to Blessing (see Exhibit 7) even before
accounting for any potential loss of volume.

b. Introducing duplicative services will dilute utilization and associated reimbursements
needed to cover Blessing’s costs to deliver care and will certainly put pressure on Blessing’s
ability to invest in, provide and sustainably subsidize clinical services with high community
need. For example:

o QMGH is proposing to introduce duplicative inpatient services (e.g.,
medical/surgical and Obstetric) into a proposed market area with a flat to
declining inpatient utilization rate for those services.

o These duplicative inpatient services will result in QMGH saturating the inpatient
market and thereby dilute inpatient utilization at Blessing resulting in an
immediate and rapid decline in inpatient revenue. Even under a conservative
scenario, assuming (a) Blessing’s average blended per diem reimbursement (all
payer classes) during the 2021 fiscal period (10/1/2020 —9/30/21), (b) QMGH
operating at only 25% capacity, and (c) only 25% of that activity migrating out of
Blessing, the result would produce a $2 million dollar impact and rapidly scale
up from there as described in the below table:

Manatt, Phelps & Phillips, LLP 151 N. Franklin St., Suite 2600, Chicago, lllinois 60606 Tel: 312.529.6300 Fax: 312.529.6315
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Revenue per day $ 3,734
Capacity 25% 50% 75%
QMG Patient Days 2,246 4,492 6,738
L 75% 1,685 3,369 5,054
0, ] ) 3
% U“'gg:;f“"g from 50% 1,123 2,246 3,369
9 25% 562 1,123 1,685
Lost revenue to Blessing 75%| $ 6,289,923 | $ 12,579,846 | $ 18,869,769
50%| $ 4,193,282 | $ 8,386,564 | $ 12,579,846
25%| $ 2,096,641 | $ 4,193,282 | § 6,289,923

Source: Blessing Financial Data

o Concurrent with this revenue loss will be the increased demand for specialized
clinical personnel and support staff as QMGH competes with Blessing for clinical
talent putting additional upward pressure on Blessing’s employment, recruitment,
and operating costs. This would be occurring when Blessing’s costs have risen

significantly in recent years as shown in the table below.

Blessing Hospital Operating Expenses
Annual Cost Growth (%)

Line Items Specific to Employed Actual 2019 | Actual2020 | Actual2021 |2019-2020 | 2020-2021
Personnel and Supplies

Salaries & Wages 142,233,683 148,834,912 168,503,219 4.64% 13.21%

Benefits 45,241,285 47,508,890 53,707,876 5.01% 13.05%

General Supplies 59,168,258 63,772,932 85,028,014 7.78% 33.33%

Purchased Services 23,134,477 28,113,092 28,547,825 21.52% 1.55%

General & Admin Exp 52,200,186 63,792,595 89,859,878 22.21% 40.86%

Total Operating Expense
Total Operating Exp 403,015,763 440,848,155 524,912,972 9.39% 19.07%

Source: Blessing Financial Data

In combination, these factors produce an environment significantly risking Blessing’s
financial health and ability to invest sustainably in its Mission as Quincy’s only not-for-profit
hospital providing a safety net and dedicated commitment to serving residents of the
proposed service regardless of their ability to pay.

Manatt, Phelps & Phillips, LLP 151 N. Franklin St., Suite 2600, Chicago, lllinois 60606 Tel: 312.529.6300 Fax: 312.529.6315
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Page 6



Exhibit 1

o
COPY  advis

November 27, 2019

Michael Potjeau

Principal Program Representative

Centers for Medicare and Medicaid Services
Division of Survey and Certification

233 North Michigan Avenue

Suite 600

Chicago, IL 60601-5519

312-353-2908

Transmitted via FedEx

RE: Blessing Hospital (CCN: 14-0015) Request to Change Status of Inpatient
Psychiatric Unit (CCN: 14-S015) from Excluded from the Inpatient
Prospective Payment System to Not Excluded

Dear Mr. Potjeau,

| am writing on behalf of our client, Blessing Hospital (CCN: 14-0015) which is a short-
term acute care hospital located at 1001 Broadway Street, Quincy, lllinois

62301. Blessing Hospital currently operates an IPPS-excluded psychiatric unit (CCN:
14-S015). Effective January 1, 2020, Blessing Hospital would like to change the status
of its IPPS-excluded psychiatric unit to not excluded.

Per the requirements at 42 CFR 412.25(c)(2), a hospital may change the status of an
excluded unit from excluded to not excluded at any time during its cost reporting period.
However, the hospital must provide notice to the CMS Reginal Office and Medicare
Administrative Contractor at least 30 days prior to the data of the change. 42 CFR
412.25(c)(2) provides:

The status of a hospital unit may be changed from excluded to not excluded at any time
during a cost reporting period, but only if the hospital notifies the fiscal intermediary and
the CMS Regional Office in writing of the change at least 30 days before the date of the
change, and maintains the information needed to accurately determine costs that are or
are not attributable to the excluded unit. A change in the status of a unit from excluded
to not excluded that is made during a cost reporting period must remain in effect for the
rest of that cost reporting period.

Pursuant to the regulation, please accept this correspondence as timely notice of
Blessing Hospital's request to change the status of its psychiatric unit from excluded to

19065 Hickory Creek Drive, Suile 115 Makena, lllinois 60448 advis com
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Exhibit 1 (cont'd)

(XY
advis

YOUR SMART HEALTHCARE CONSULTARTS

not excluded. Please not that a copy of this correspondence has also been provided to
National Government Services, Inc., the provider's Medicare Administrative Contractor;
lllinois Department of Healthcare and Family Services, the administrator of the lllinois
Medicaid Program, and lllinois Department of Pubic Health. Blessing Hospital will file
the requisite Form CMS-855A for terminating the subprovider CCN 14-S015.

Thank you for your assistance with this matter. If you require additional information with
respect to this request, please do not hesitate to give me a call.

Sincerely,

Ryan Yokley
Vice President
Advis
708-478-7030
ryokley@advis.com

c.c.
John Stoll
National Government Services, Inc.
J6-Part A Provider Audit & Reimbursement

llinois Department of Healthcare and Family Services
Provider Participation Unit

Karen Senger, RN, BSN

lllinois Department of Public Health
Division of Health Care Facilities and Programs

19065 Hickory Creek Drive, Suite 1156 Mokena, lllinois 60448 advis com
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Exhibit 2

m @@ PY MEDICARE

sServices.
www.NGSMedicare.com
Provider Enrollment Part A, PO Box 6474, Indianapolis, IN 46206-6474
January 3, 2020
BLESSING HOSPITAL
Attention: VALERIE M FORD
19065 HICKORY CREEK DR, STE 115
MOKENA, IL 60448-8684
Case Number: ESIG19357592237

Dear BLESSING HOSPITAL:

We are pleased to inform you that your change of information request is approved. Listed below
are your National Provider Identifier (NPI) and Provider Transaction Access Number (PTAN).

Provider\Supplier Name: BLESSING HOSPITAL

Primary Practice location: 19065 HICKORY CREEK DR, STE 115
MOKENA, IL 60448-8684

National Provider Identifier (NPI): 1578617684

Provider Transaction Access Number 145015

(PTAN):

Specialty: Hospital - General

Medicare Termination Date: 01/01/2020

Changed Information: Section 4: Deleted Blessing Hospital practice
location-end date 01/01/2020
Section 13: Added Andrea Graham and Valerie
Ford as contacts

Medicare Year-End Cost Report date: 09/30

You are required to submit updates and changes to your enrollment information in accordance
with specified timeframes pursuant to 42 CFR §424.516. Reportable changes include, but are not
limited to, changes in: (1) legal business name (LBN)/tax identification number (TIN), (2)
practice location, (3) ownership, (4) authorized/delegated officials, (5) changes in payment
information such as electronic funds transfer information and (6) final adverse legal actions,
including felony convictions, license suspensions or revocations, an exclusion or debarment from
participation in Federal or State health care program, or a Medicare revocation by a different
Medicare contractor.

A CMS Medicare Administrative Contractor @ S

CENTERS FOR MIDICARF & MEDICAID SERVICES
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Exhibit 2 (cont'd)

'*National Government MEDICARE

services.

www.NGSMedicare.com

Providers and suppliers may enroll or make changes to their existing enrollment in the Medicare
program using the Internet-based Provider Enrollment, Chain and Organization System (PECOS)
at www.cms.hhs.gov/MedicareProviderSupEnroll.

Providers and suppliers enrolled in Medicare are required to ensure strict compliance with
Medicare regulations, including payment policy and coverage guidelines. CMS conducts
numerous types of compliance reviews to ensure providers and suppliers are meeting this
obligation. Please visit the Medicare Learning Network at http://www.cms.gov/Outreach-and-
Education/Medicare-Learning-Network-MLN/MLNProducts/index.html for further information
about regulations and compliance reviews, as well as Continuing Medical Education (CME)
courses for qualified providers.

Additional information about the Medicare program, including billing, fee schedules, and
Medicare policies and regulations can be found at our Web site at www.NGSMedicare.com or
the Centers for Medicare & Medicaid Services (CMS) Web site at
hitp://www.cms.hhs.gov/home/medicare.asp.

If you disagree with the effective date determination in this letter, you may request a
reconsideration before a contractor hearing officer. The reconsideration is an independent review
and will be conducted by a person who was not involved in the initial determination. You must
request the reconsideration in writing to this office within 60 calendar days of the postmark date
of this letter. The reconsideration must state the issues or findings of fact with which you
disagree and the reasons for disagreement. You may submit the additional information with the
reconsideration request that you believe may have a bearing on the decision. However, if you
have additional information that you would like a hearing officer to consider during the
reconsideration or, if necessary, an administrative law judge to consider during a hearing, you
must submit that information with your request for reconsideration. This is your only opportunity
to submit information during the administrative appeals process; you will not have another

opportunity to do so unless an administrative law judge specifically allows you to do so under 42
CFR §498.56(e).

The reconsideration request must be signed and dated by the physician, non-physician
practitioner or any responsible authorized or delegated official within the entity. Failure to timely
request a reconsideration is deemed a waiver of all rights to further administrative review.

The reconsideration request should be sent to:

Centers for Medicare & Medicaid Services
Provider Enrollment & Oversight Group
7500 Security Blvd.

Mailstop: AR-18-50

Baltimore, MD 21244-1850

If you have any questions, please contact our office at 855-834-5596 between the hours of 8:00
AM and 4:00 PM.

A CMS Medicare Administrative Contractor @ s
CENTERS FOOR MIDICARE & MEDICAID SERVICES
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Exhibit 2 (cont'd)

'*National Government MEDICARE

sServices.

www.NGSMedicare.com
Sincerely,
Monica Soriano

Provider Enrollment Representative
National Government Services, Inc.

PECOS Web—your ticket to fast, secure, online enrollment https://pecos.cms.hhs.gov

A CMS Medicare Administrative Contractor (M S
CENTERS FOR MEDICARE & MEDICAID SERVICES
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Exhibit 3

Health Financial Systems BLESSING HOSPITAL In Lieu of Form CMS-2552-10

This report is required by law (42 USC 1395g; 42 CFR 413.20(b)). Failure to report can result in all interim FORM APPROVED

payments made since the beginning of the cost reporting period being deemed overpayments (42 USC 1395Q). OMB NO. 0938-0050
EXPIRES 03-31-2022

HOSPITAL AND HOSPITAL HEALTH CARE COMPLEX COST REPORT CERTIFICATION | Provider CCN: 14-0015 Period: Worksheet S

AND SETTLEMENT SUMMARY From 10/01/2019 | Parts 1-111

To 09/30/2020 | Date/Time Prepared:
12/30/2020 1:42 pm

\PART I - COST REPORT STATUS
Provider 1.[ X J1Electronically prepared cost report Date: 12/30/2020 Time: 1:42 pm
use only 2.[ IManually prepared cost report
3.[ 0 JIf this is an amended report enter the number of times the provider resubmitted this cost report
4_.[ F JMedicare Utilization. Enter "F" for full or "L" for low.
Contractor 5. [ 1 JCost Report Status 6. Date Received: 10.NPR Date:
use only (1) As Submitted 7. Contractor No. 11.Contractor”™s Vendor Code: 4
(2) Settled without Audit 8- [ N ] Initial Report for this Provider CCN|12.[ O JIf line 5, column 1 is 4: Enter
(3) Settled with Audit 9. [ N JFinal Report for this Provider CCN number of times reopened = 0-9.
(4) Reopened
(5) Amended
[PART 11 - CERTIFICATION

MISREPRESENTATION OR FALSIFICATION OF ANY INFORMATION CONTAINED IN THIS COST REPORT MAY BE PUNISHABLE BY CRIMINAL, CIVIL AND
ADMINISTRATIVE ACTION, FINE AND/OR IMPRISONMENT UNDER FEDERAL LAW. FURTHERMORE, IF SERVICES IDENTIFIED IN THIS REPORT WERE
PROVIDED OR PROCURED THROUGH THE PAYMENT DIRECTLY OR INDIRECTLY OF A KICKBACK OR WERE OTHERWISE ILLEGAL, CRIMINAL, CIVIL AND
ADMINISTRATIVE ACTION, FINES AND/OR IMPRISONMENT MAY RESULT.

CERTIFICATION BY CHIEF FINANCIAL OFFICER OR ADMINISTRATOR OF PROVIDER(S)

1 HEREBY CERTIFY that I have read the above certification statement and that I have examined the accompanying
electronically filed or manually submitted cost report and the Balance Sheet and Statement of Revenue and
Expenses prepared by BLESSING HOSPITAL ( 14-0015 ) for the cost reporting period beginning 10/01/2019 and ending
09/30/2020 and to the best of my knowledge and belief, this report and statement are true, correct, complete and
prepared from the books and records of the provider in accordance with applicable instructions, except as noted.
1 further certify that I am familiar with the laws and regulations regarding the provision of health care
services, and that the services identified in this cost report were provided in compliance with such laws and

regulations.
[ X 11 have read and agree with the above certification statement. | certify that I intend my electronic
signature on this certification statement to be the legally binding equivalent of my original signature.

Encryption Information (Signed) TIMOTHY MOORE

ECR: Date: 12/30/2020 Time: 1:42 pm Officer or Administrator of Provider(s)

fsUl.qLU5Ing2znf3jmwnGH: 7HiCNO

kDHBc0zYBJVO5LPwIQZ0ZOsSHVZbTLT CFO/VP-FINANCE

OXWS1P62g10L68qi Title

Pl: Date: 12/30/2020 Time: 1:42 pm

H78eCICj :DtxD.SnZbYoWOB2z9pri10 12/30/2020 01:40:50 PM (PT)

Z1TDO011 . evwwiDGSPU6eT8Jy99734 Date

JyLb0J161v052CD0O

Title XVIII
Title V Part A [ Part B HIT Title XIX
\ 1.00 2.00 \ 3.00 4.00 5.00
PART 111 - SETTLEMENT SUMMARY

1.00 |Hospital 0 -1,133,684 -261,452 0 0| 1.00
2.00 |Subprovider - IPF 0 62,849 -20| 0| 2.00
3.00 |Subprovider - IRF 0 103,120 -370 0| 3.00
5.00 |Swing Bed - SNF 0 0 0 0| 5.00
6.00 |Swing Bed - NF 0 0| 6.00
7.00 |SKILLED NURSING FACILITY 0 37,094 -20,616 0| 7.00
9.00 |HOME HEALTH AGENCY 1 0 0 0 0| 9.00
10.00 |RURAL HEALTH CLINIC 1 0 17,231 0| 10.00
200.00| Total o) -930,621 -265,227 o) 0]200.00

The above amounts represent "due to" or "due from™ the applicable program for the element of the above complex indicated.
According to the Paperwork Reduction Act of 1995, no persons are required to respond to a collection of information unless it
displays a valid OMB control number. The valid OMB control number for this information collection is 0938-0050. The time
required to complete and review the information collection is estimated 673 hours per response, including the time to review
instructions, search existing resources, gather the data needed, and complete and review the information collection. If you
have any comments concerning the accuracy of the time estimate(s) or suggestions for improving the form, please write to: CMS,
7500 Security Boulevard, Attn: PRA Report Clearance Officer, Mail Stop C4-26-05, Baltimore, Maryland 21244-1850.

Please do not send applications, claims, payments, medical records or any documents containing sensitive information to the PRA
Reports Clearance Office. Please note that any correspondence not pertaining to the information collection burden approved
under the associated OMB control number listed on this form will not be reviewed, forwarded, or retained. If you have questions
or concerns regarding where to submit your documents , please contact 1-800-MEDICARE.

MCRIF32 - 16.5.169.3 Page 12



Exhibit 4

Proposed Service Inpatient Market Volume (Actuals)

Proposed Service Area Inpatient Market Volume- Recent History (Actuals)

FY18 FY19 FY20

Discharges | Discharges | Discharges

Total Inpatient Market Discharges 11,079 10,577 9,814
Med,r’Surg 8,190 7,586 6,981
OB/Newborns 1,663 1.689 1,595
Other 1,226 1,302 1,238

Normal Newborns 440 442 420

Total without Normal Newborns 10,639 10,135 9,394

Service Area Total Population 69,691 69,025 68,394

Service Area Inpatient Utilization Rate 152.7 146.8 137.4

Demographic data from Claritas, Inpatient Volume from Blessing Health
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Proposed Service Area and Population Projections

Exhibit 5

Proposed service area and 2020 population totals
From Guidehouse QMGH CON Evaluation Report 3/31/2021

2020
ZIP City Population County State
62343 Hull 624 Pike County IL
62360 Payson 1,648 Adams County IL
62345 Kinderhook 364 Pike County IL
62365 Plainville 596 Adams County IL
62312 Barry 2,097 Pike County IL
62301 Quincy 32,070 Adams County IL
62305 Quincy 18,160 Adams County IL
62376 Ursa 1,277 Adams County IL
62351 Mendeon 1,723 Adams County IL
62379 Warsaw 1,918 Hancock County IL
62348 Lima - Adams County IL
62347 Liberty 2,321 Adams County IL
62338 Fowler 1,328 Adams County IL
62359 Paloma 178 Adams County IL
62325 Coatsburg 465 Adams County IL
62320 Camp Point 2,180 Adams County IL
62349 Loraine 607 Adams County IL
62339 Golden 838 Adams County IL
Service Area Total 68,304

Demographic Data provided by Claritas

Population Projections
From Guidehouse QMGH CON Evaluation Report 3/31/2021

Proposed Service Area Population Projections

5 Year Growth
2020 2025 No. Percent CAGR
Age 0-17 15,322 15,092 {230} -1.5% -0.3%
Age 18-44 21,530 21,167 (363} -1.7% -0.3%
Age 45-64 17,301 15,797 (1,504) -B.7% -1.8%
Age 65-84 11,833 13,025 1,192 10.1% 1.9%
Age B5+ 2,408 2,453 45 1.9% 0.4%
Service Area Total 68,394 67,534 (860) -1.3% -0.3%
Female Age 15-44 11,938 11,756 (182) -1.5% -0.3%

Demographic projections provide by Claritas
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Projected Market Utilization using Generally Accepted Forecasting Principles and Assumptions

Exhibit 6

Scenario 1: Truven/IBM Watson Market Forecast — Inpatient Bed Need Forecast
From Guidehouse QMGH CON Evaluation Report 3/31/2021

FY18 FY19 FY20 Truven Market Expert Projections
Fyz1 FY22 FY23 FY24 FY25
Days Days Days Projected Projected | Projected | Projected | Projected
Total Inpatient Market Days 48,311 44,591 44,640 43,669 43,432 43,196 42,961 42,729
Med/Surg 36,075 32,354 32,286 32,149 32,012 3,876 31,741 31,606
OB/Newborns 4,373 3,963 4,168 4,103 4,038 3,975 3,913 3,851
Other 7,013 7,443 7,455 7,418 7,381 7,304 7,308 7,271
Normal Newborns 850 831 731 720 708 697 686 675
Total without Normal Newborns 47,461 43,760 43,909 42,950 42,723 42,498 42,275 42,053
ADC Withouth Normal Newborns 130.03 119.89 120.30 117.67 117.05 116.43  115.82  115.21
Bed Need at 80% Capacity 162.54 149.86 150.37 147.09 146.31 145.54  144.78  144.02
Scenario 2: FY19 Constant Use Rate Forecast — Inpatient Bed Need Forecast
From Guidehouse QMIGH CON Evaluation Report 3/31/2021
FY18 FY19 FY20 Constant Use Rate Projections
FY21 FY22 FY23 FY24 FY25

Days Days Days Projected | Projected | Projected | Projected | Projected

Total Inpatient Market Days 48,311 44,591 44,640 43,250 43,141 43,032 42,923 42,815

Med/Surg 36,075 32,354 32,286 31,977 31,89 31,816 31,735 31,655

OB/Newborns 4,373 3,963 4,168 3,917 3,907 3,897 3,887 3,877

Other 7,013 7,443 7,455 7,356 7,338 7,319 7,301 7,282

Normal Newboms 850 831 731 821 819 817 815 813

Total without Normal Newborns 47,461 43,760 43,909 42,429 42,322 42,215 42,108 42,002

ADC Withouth Normal Newborns 130.03 119.89 120.30 116.24 115.95 11566 11536  115.07

Bed Need 162.54 149.86 150.37 145.3 144.9 144.6 144.2 143.8
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Exhibit 7

BKD One Metropolitan Square | 211 N. Broadway, Suite 600 | St. Louis, MO 63102-2733

CPAs & Advisors 314.231.5544 | Fax 314.231.9731 | bkd.com

January 6, 2021

Mr. Timothy A. Moore
Vice President Finance
& Chief Accounting Officer
Blessing Health System
P.O. Box 7005
Quincy, Illinois 62305-7005

Dear Tim:

As a follow-up to our conversation regarding the impact of Blessing Hospital’s Sole Community
Hospital (SCH) status due to the construction of an acute care hospital within the city of Quincy,
Ilinois, or surrounding service area, my concern is that Blessing Hospital could potentially lose the
Medicare designation as a SCH once another acute care hospital facility is operational.

Criteria and Duration of SCH Designation

Criteria for SCH designation is outlined in 42 C.F.R. — Public Health, 8412.92, Centers for Medicare
and Medicaid Services (CMS), Department of Health and Human Services, Special treatment: Sole
community hospitals (see Attachment 1). CMS classifies a hospital as a sole community hospital if it
is located more than 35 miles from other like hospitals, or it is located in a rural area (as defined in
8412.64) in which the hospital is located between 25 and 35 miles from other like hospitals and no
more than 25 percent of residents who become hospital inpatients or no more than 25 percent of the
Medicare beneficiaries who become hospital inpatients in the hospital’s service area are admitted to
other like hospitals located within a 35-mile radius of the hospital, or, if larger, within its service
area. This is likely the criteria by which Blessing Hospital originally qualified for designation as a
SCH.

As to the duration of classification as a SCH, 8412.92 states that “an approved classification as a sole
community hospital remains in effect without need for reapproval unless there is a change in the
circumstances under which the classification was approved. An approved sole community hospital
must notify the Medicare Administrative Contractor (MAC) if any change that is specified in
paragraph (b)(3)(ii) of this section occurs. If CMS determines that a sole community hospital failed
to comply with this requirement, CMS will cancel the hospital’s classification as a sole community
hospital effective with the date that the hospital no longer met the criteria for such classification,”
and goes on to state that “a sole community hospital must report the following to the MAC within 30
days of the event” such as “the opening of a new hospital in its service area.”

QPRAXITY

|\
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Mr. Timothy A. Moore
Vice President Finance

& Chief Accounting Officer
Blessing Health System
January 6, 2021

Page 2

Summary of Benefits

The following is a short summary of the benefits by inpatient, outpatient, other, and 340B drug
pricing program provided as part of the SCH designation:

Inpatient — SCH status provides certain payment enhancements and protections to

Blessing Hospital. For inpatient services, SCH’s receive the higher of payments under (1)
the Inpatient Prospective Payment System (IPPS) or (2) an updated hospital-specific rate,
which are payments based on their costs in a base year (1982, 1987, 1996, or 2006) updated
to the current year and adjusted for changes in their case mix.

Outpatient — Since 2006, SCHs also receive an additional adjustment set at 7.1 percent above
the Outpatient Prospective Payment System (OPPS) rate for outpatient services. Less
impactful, there is also an increase in hospital outpatient lab tests (SCH’s receive 62 percent
fee schedule rather than 60 percent fee schedule).

Other — Additionally, SCH’s can qualify for adjustments due to decreases in inpatient
volume.

340B Drug Pricing Program — There is a lower qualification threshold to participate in the
340B Drug Pricing Program (340B) as a SCH. As a SCH, Blessing Hospital can qualify for
the 340B program with an 8 percent Disproportionate Share Hospital (DSH) add-on
percentage, rather than the 11.75 percent DSH add-on needed to qualify. The drawback of
the lower qualifying threshold is there are some drugs, such as orphan drugs used heavily in
oncology services, that are not covered under 340B if Blessing Hospital only qualifies as an
SCH.

Quantification of Benefits

Inpatient — The inpatient operating payment increase due to SCH designation for Blessing
Hospital would have been approximately $5.2 million for the 2019 cost reporting period and
is approximately $4.0 million for the 2020 cost reporting period (see Attachment 2).

Outpatient — The outpatient benefit is the additional adjustment set at 7.1 percent above the
OPPS rate for outpatient services. The outpatient operating payment increase would have
been approximately $2.3 million for the 2019 cost reporting period and is approximately $2.3
million for the 2020 cost reporting period (see Attachment 2).
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Mr. Timothy A. Moore
Vice President Finance

& Chief Accounting Officer
Blessing Health System
January 6, 2021
Page 3

e Outpatient Lab Fee Schedule and Other — Given that it is less material in benefit, | did not
look at or try to quantify any benefit derived from an increase in payments for hospital
outpatient lab tests. 42 CFR 412.92(e) provides an opportunity for SCH’s experiencing
significant declines in volume with the opportunity to receive additional reimbursement. A
significant decline in volume is defined as greater than a 5 percent decrease in discharges
from one cost reporting year to the next. The SCH must also prove that the volume decline is
due to circumstances beyond the SCH’s control. The additional payment amount that can be
requested is the difference between Medicare inpatient operating costs and actual Medicare
inpatient payments received for the year that the decrease in volume was experienced. While
Blessing Hospital did not experience a decrease in volume greater than 5 percent in either the
2019 or 2020 cost reporting period, should it experience a decrease in volume greater than
5 percent in the future, the opportunity to recoup the difference between Medicare inpatient
operating costs and Medicare inpatient payments would be taken away if Blessing Hospital
did not retain its SCH designation.

e 340B Drug Pricing Program — Based on Blessing Hospital’s 2019 Medicare cost report, it
does not appear that Blessing Hospital would qualify for the 340B Drug Pricing Program
under the lower qualification threshold for an SCH, as Blessing Hospital only had a
7.7 percent DSH add-on percentage on the 2019 cost report. However, for the 2020 cost
reporting period Blessing Hospital’s DSH add-on percentage is 12.6 percent, meaning that
Blessing Hospital would now qualify for the 340B program regardless of its SCH
designation.

Based on the items quantified above, the benefits of Blessing Hospital’s SCH designation averaged
approximately $6.9 million per year for the 2019 and 2020 cost reporting periods. Clearly, the loss
of SCH designation for Blessing Hospital would be significant, both in the decrease of direct
payments as well as the other protections and provision this designation provides.

Please let me know if you would like to discuss these matters further at your convenience.

Sincerely,

Frederick K. Helfrich, CPA
Partner

FKH:clr

Attachments
KN/81059
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© 2020 Wolters Kluwer and/or its affiliates. All rights reserved.

Oct 1, 2020

412.92 Special treatment: Sole community hospitals.

(a) Criteria for classification as a sole community hospital. CMS classifies a hospital as a sole community hospital if it is located more
than 35 miles from other like hospitals, or it is located in a rural area (as defined in §412.64) and meets one of the following conditions:
(1) The hospital is located between 25 and 35 miles from other like hospitals and meets one of the following criteria:

(i) No more than 25 percent of residents who become hospital inpatients or no more than 25 percent of the Medicare beneficiaries who
become hospital inpatients in the hospital’s service area are admitted to other like hospitals located within a 35-mile radius of the
hospital, or, if larger, within its service area;

(ii) The hospital has fewer than 50 beds and the MAC certifies that the hospital would have met the criteria in paragraph (a)(1)(i) of this
section were it not for the fact that some beneficiaries or residents were forced to seek care outside the service area due to the
unavailability of necessary specialty services at the community hospital; or

(iii) Because of local topography or periods of prolonged severe weather conditions, the other like hospitals are inaccessible for at least
30 days in each 2 out of 3 years.

(2) The hospital is located between 15 and 25 miles from other like hospitals but because of local topography or periods of prolonged
severe weather conditions, the other like hospitals are inaccessible for at least 30 days in each 2 out of 3 years.

(3) Because of distance, posted speed limits, and predictable weather conditions, the travel time between the hospital and the nearest like
hospital is at least 45 minutes.

(4) For a hospital with a main campus and one or more remote locations under a single provider agreement where services are provided
and billed under the inpatient hospital prospective payment system and that meets the provider-based criteria at § 413.65 of this chapter
as a main campus and a remote location of a hospital, combined data from the main campus and its remote location(s) are required to
demonstrate that the criteria specified in paragraphs (a)(1)(i) and (ii) of this section are met. For the mileage and rural location criteria in
paragraph (a) of this section and the mileage, accessibility, and travel time criteria specified in paragraphs (a)(1) through (3) of this
section, the hospital must demonstrate that the main campus and its remote location(s) each independently satisfy those requirements.

(b) Classification procedures—

(1) Request for classification as sole community hospital.

(i) The hospital must make its request to its MAC.

(i) If a hospital is seeking sole community hospital classification under paragraph (a)(1)(i) or (a)(1)(ii) of this section, the hospital must
include the following information with its request:

(A) The hospital must provide patient origin data (for example, the number of patients from each zip code from which the hospital
draws inpatients) for all inpatient discharges to document the boundaries of its service area.

(B) The hospital must provide patient origin data from all other hospitals located within a 35 mile radius of it or, if larger, within its
service area, to document that no more than 25 percent of either all of the population or the Medicare beneficiaries residing in the
hospital’s service area and hospitalized for inpatient care were admitted to other like hospitals for care.

(A) If the hospital is unable to obtain the information required under paragraph (b)(1)(ii)(A) of this section concerning the residences of
Medicare beneficiaries who were inpatients in other hospitals located within a 35 mile radius of the hospital or, if larger, within the
hospital’s service area, the hospital may request that CMS provide this information.

(B) If a hospital obtains the information as requested under paragraph (b)(1)(iii)(A) of this section, that information is used by both the
MAC and CMS in making the determination of the residences of Medicare beneficiaries under paragraphs (b)(1)(iii) and (b)(1)(iv) of this
section, regardless of any other information concerning the residences of Medicare beneficiaries submitted by the hospital.

(iv) The MAC reviews the request and send the request, with its recommendation, to CMS.
(v) CMS reviews the request and the MAC’s recommendation and forward its approval or disapproval to the MAC.

(2) Effective dates of classification.

(i) For applications received on or before September 30, 2018, sole community hospital status is effective 30 days after the date of CMS’
written notification of approval, except as provided in paragraph (b)(2)(v) of this section. For applications received on or after October 1,
2018, sole community hospital status is effective as of the date the MAC receives the complete application, except as provided in
paragraph (b)(2)(v) of this section.

(ii) When a court order or a determination by the Provider Reimbursement Review Board (PRRB) reverses a CMS denial of sole
community hospital status and no further appeal is made, the sole community hospital status is effective as follows:

(A) If the hospital’s application was submitted prior to October 1, 1983, its status as a sole community hospital is effective at the start of
the cost reporting period for which it sought exemption from the cost limits.

(B) If the hospital’s application for sole community hospital status was received on or after October 1, 1983 and on or before September
30, 2018, the effective date is 30 days after the date of CMS’ original written notification of denial.

(C) If the hospital’s application for sole community hospital status was received on or after October 1, 2018, the effective date is the date
the MAC receives the complete application.

https://cmscfr.wolterskluwerlr.com/app/?cpid=WKUS-Legal-CMSCFR&AtlasTicket=BD205935-DOF3-4BEC-A1CA-F27D93BC8F91#/2020-12-13/tax/do... 1/4
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(iii) When a hospital is granted retroactive approval of sole community hospital status by a court order or a PRRB decision and the
hospital wishes its sole community hospital status terminated before the date of the court order or PRRB determination, it must submit
written notice to the CMS regional office within 9o days of the court order or PRRB decision. A written request received after the 9go-day
period is effective no later than 30 days after the request is submitted.

(iv) For applications received on or before September 30, 2018, a hospital classified as a sole community hospital receives a payment
adjustment, as described in paragraph (d) of this section, effective with discharges occurring on or after 30 days after the date of CMS’
approval of the classification. For applications received on or after October 1, 2018, a hospital classified as a sole community hospital
receives a payment adjustment, as described in paragraph (d) of this section, effective with discharges occurring on or after the date the
MAC receives the complete application.

(v) If a hospital that is classified as an MDH under § 412.108 applies for classification as a sole community hospital because its status
under the MDH program expires with the expiration of the MDH program, and that hospital’s sole community hospital status is
approved, the effective date of approval of sole community hospital status is the day following the expiration date of the MDH program if
the hospital—

(A) Applies for classification as a sole community hospital prior to 30 days before the expiration of the MDH program; and
(B) Requests that sole community hospital status be effective with the expiration of the MDH program.

(3) Duration of classification.

(i) An approved classification as a sole community hospital remains in effect without need for reapproval unless there is a change in the
circumstances under which the classification was approved. An approved sole community hospital must notify the MAC if any change
that is specified in paragraph (b)(3)(ii) of this section occurs. If CMS determines that a sole community hospital failed to comply with
this requirement, CMS will cancel the hospital’s classification as a sole community hospital effective with the date that the hospital no
longer met the criteria for such classification, consistent with the provisions of §405.1885 of this chapter.

(ii) A sole community hospital must report the following to the MAC within 30 days of the event:

(A) The opening of a new hospital in its service area.
(B) The opening of a new road between itself and a like provider within 35 miles.

(C) An increase in the number of beds to more than 50 if the hospital qualifies as a sole community hospital under paragraph (a)(1)(ii)
of this section.

(D) Its geographic classification changes.

(E) Any changes to the driving conditions that result in a decrease in the amount of travel time between itself and a like provider if the
hospital qualifies as a sole community hospital under paragraph (a)(3) of this section.

(iii) A sole community hospital must report to the MAC if it becomes aware of any change that would affect its classification as a sole
community hospital beyond the events listed in paragraph (b)(3)(ii) of this section within 30 days of the event. If CMS determines that a
sole community hospital has failed to comply with this requirement, CMS will cancel the hospital’s classification as a sole community
hospital effective with the date the hospital became aware of the event that resulted in the sole community hospital no longer meeting
the criteria for such classification, consistent with the provisions of §405.1885 of this chapter.

(iv) A sole community hospital must report to the MAC any factor or information that could have affected its initial classification as a
sole community hospital.

(A) If CMS determines that a sole community hospital has failed to comply with the requirement of paragraph ((b)(3)(iv) of this section,
CMS may cancel the hospital’s classification as a sole community hospital effective with the date the hospital failed to meet the criteria
for such classification, consistent with the provisions of § 405.1885 of this chapter.

(B) Effective on or after October 1, 2012, if a hospital reports to CMS any factor or information that could have affected its initial
determination and CMS determines that the hospital should not have qualified for sole community hospital status, CMS will cancel the
sole community hospital status effective 30 days from the date of the determination.

(4) Cancellation of classification.

(i) A hospital may at any time request cancellation of its classification as a sole community hospital, and be paid at rates determined
under subparts D and E of this part, as appropriate.

(ii) The cancellation becomes effective no later than 30 days after the date the hospital submits its request.

(iii) If a hospital requests that its sole community hospital classification be cancelled, it may not be reclassified as a sole community
hospital unless it meets the following conditions:

(A) At least one full year has passed since the effective date of its cancellation.
(B) The hospital meets the qualifying criteria set forth in paragraph (a) of this section in effect at the time it reapplies.

(5) Automatic classification as a sole community hospital. A hospital that has been granted an exemption from the hospital cost limits
before October 1, 1983, or whose request for the exemption was received by the appropriate intermediary before October 1, 1983, and was
subsequently approved, is automatically classified as a sole community hospital unless that classification has been cancelled under
paragraph (b)(3) of this section, or there is a change in the circumstances under which the classification was approved.

(c) Terminology. As used in this section—

(1) The term miles means the shortest distance in miles measured over improved roads. An improved road for this purpose is any road
that is maintained by a local, State, or Federal government entity and is available for use by the general public. An improved road
includes the paved surface up to the front entrance of the hospital.
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(2) The term like hospital means a hospital furnishing short-term, acute care. Effective with cost reporting periods beginning on or after
October 1, 2002, for purposes of a hospital seeking sole community hospital designation, CMS will not consider the nearby hospital to be
a like hospital if the total inpatient days attributable to units of the nearby hospital that provides a level of care characteristic of the level
of care payable under the acute care hospital inpatient prospective payment system are less than or equal to 8 percent of the similarly
calculated total inpatient days of the hospital seeking sole community hospital designation.

(3) The term service area means the area from which a hospital draws at least 75 percent of its inpatients during the most recent 12-
month cost reporting period ending before it applies for classification as a sole community hospital. If the most recent cost reporting
period ending before the hospital applies for classification as a sole community hospital is for less than 12 months, the hospital’s most
recent 12-month or longer cost reporting period before the short period is used.

(d) Determining prospective payment rates for inpatient operating costs for sole community hospitals—

(1) General rule. For cost reporting periods beginning on or after April 1, 1990, a sole community hospital is paid based on whichever of
the following amounts yields the greatest aggregate payment for the cost reporting period:

(i) The Federal payment rate applicable to the hospitals as determined under subpart D of this part.

(ii) The hospital-specific rate as determined under §412.73.
(iii) The hospital-specific rate as determined under §412.75.

(iv) For cost reporting periods beginning on or after October 1, 2000, the hospital-specific rate as determined under §412.77 (calculated
under the transition schedule set forth in paragraph (d)(2) of this section).

(v) For cost reporting periods beginning on or after January 1, 2009, the hospital-specific rate as determined under §412.78.

(2) Transition of FY 1996 hospital-specific rate. The MAC calculates the hospital-specific rate determined on the basis of the fiscal year
1996 base period rate as follows:

(i) For Federal fiscal year 2001, the hospital-specific rate is the sum of 75 percent of the greater of the amounts specified in paragraph (d)
(1)), (d)(1)(i), or (d)(1)(iii) of this section, plus 25 percent of the hospital-specific rate as determined under §412.77.

(ii) For Federal fiscal year 2002, the hospital-specific rate is the sum of 50 percent of the greater of the amounts specified in paragraph
() (@), (d)(1)(ii), or (d)(1)(ii) of this section, plus 50 percent of the hospital-specific rate as determined under §412.77.

(iii) For Federal fiscal year 2003, the hospital-specific rate is the sum of 25 percent of the greater of the amounts specified in paragraph
() (@), (d)(1)(i), or (d)(1)(iii) of this section, plus 75 percent of the hospital-specific rate as determined under §412.77.

(iv) For Federal fiscal year 2004 and any subsequent fiscal years, the hospital-specific rate is 100 percent of the hospital-specific rate
specified in paragraph (d)(1)(iv) of this section.

(3) Adjustment to payments. A sole community hospital may receive an adjustment to its payments to take into account a significant
decrease in the number of discharges, as described in paragraph (e) of this section.

(e) Additional payments to sole community hospitals experiencing a significant volume decrease.

(1) For cost reporting periods beginning on or after October 1, 1983, the MAC provides for a payment adjustment for a sole community
hospital for any cost reporting period during which the hospital experiences, due to circumstances as described in paragraph (e)(2) of
this section a more than five percent decrease in its total discharges of inpatients as compared to its immediately preceding cost
reporting period. If either the cost reporting period in question or the immediately preceding cost reporting period is other than a 12-
month cost reporting period, the MAC must convert the discharges to a monthly figure and multiply this figure by 12 to estimate the total
number of discharges for a 12-month cost reporting period.

(2) To qualify for a payment adjustment on the basis of a decrease in discharges, a sole community hospital must submit its request no
later than 180 days after the date on the MAC’s Notice of Amount of Program Reimbursement—

(i) Submit to the MAC documentation demonstrating the size of the decrease in discharges, and the resulting effect on per discharge
costs; and

(ii) Show that the decrease is due to circumstances beyond the hospital’s control.

(3) Effective for cost reporting periods beginning before October 1, 2017, the MAC determines a lump sum adjustment amount not to
exceed the difference between the hospital’s Medicare inpatient operating costs and the hospital’s total DRG revenue for inpatient
operating costs based on DRG-adjusted prospective payment rates for inpatient operating costs (including outlier payments for inpatient
operating costs determined under subpart F of this part and additional payments made for inpatient operating costs for hospitals that
serve a disproportionate share of low-income patients as determined under § 412.106 and for indirect medical education costs as
determined under § 412.105). Effective for cost reporting periods beginning on or after October 1, 2017, the MAC determines a lump sum
adjustment amount equal to the difference between the hospital’s fixed Medicare inpatient operating costs and the hospital’s total MS-
DRG revenue based on MS-DRG-adjusted prospective payment rates for inpatient operating costs (including outlier payments for
inpatient operating costs determined under subpart F of this part and additional payments made for inpatient operating costs for
hospitals that serve a disproportionate share of low-income patients as determined under § 412.106 and for indirect medical education
costs as determined under § 412.105) multiplied by the ratio of the hospital’s fixed inpatient operating costs to its total inpatient
operating costs.

(i) In determining the adjustment amount, the MAC considers—

(A) The individual hospital’s needs and circumstances, including the reasonable cost of maintaining necessary core staff and services in
view of minimum staffing requirements imposed by State agencies;

(B) The hospital’s fixed (and semi-fixed) costs, other than those costs paid on a reasonable cost basis under part 413 of this chapter; and
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(C) The length of time the hospital has experienced a decrease in utilization.

(ii) The MAC makes its determination within 180 days from the date it receives the hospital’s request and all other necessary
information.

(iii) The MAC determination is subject to review under subpart R of part 405 of this chapter.

50 FR 12741, Mar. 29, 1985, as amended at 51 FR 31496, Sept. 3, 1986; 51 FR 34793, Sept. 30, 1986; 52 FR 30367, Aug. 14, 1987; 52 FR
33057, Sept. 1, 1987; 53 FR 38529, Sept. 30, 1988; 54 FR 36494, Sept. 1, 1989; 55 FR 14283, Apr. 17, 1990; 55 FR 15174, Apr. 20, 1990; 55
FR 36070, Sept. 4, 1990; 56 FR 25487, June 4, 1991; 57 FR 39823, Sept. 1, 1992; 60 FR 45848, Sept. 1, 1995; 65 FR 47107, Aug. 1, 2000;
66 FR 32193, June 13, 2001; 66 FR 39932, Aug. 1, 2001; 66 FR 39933, Aug. 1, 2001; 67 FR 50111, Aug. 1, 2002; 70 FR 47485, Aug. 12,
2005; 71 FR 48138, Aug. 18, 2006; 73 FR 48755, Aug. 19, 2008; 77 FR 53674, Aug. 31, 2012; 82 FR 38511, Aug. 14, 2017; 83 FR 41702,
Aug. 17, 2018; 85 FR 59021, Sept. 18, 2020
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Attachment 2

Blessing Hospital
Quantification of Medicare SCH Payment Benefit

FY 2020 FY 2019

Worksheet E, Part A, line 48 61,996,456 63,179,845
Worksheet E, Part A, line 47 57,971,792 57,958,176
SCH benefit 4,024,664 5,221,669
Worksheet E, Part B, line 3 34,635,115 34,520,524
SCH add-on % 7.1% 7.1%
SCH benefit 2,296,072 2,288,475

6,320,736 7,510,144

Page 23



	Insert from: "Exhibits.pdf"
	A. 2022-04 06 20-044  Ltr to HFSRB Updated Org Chart - QMG Hospital-c (1)
	B. 2022-004-04 20-044 Letter to Debra Savage from Counsel for Blessing Health
	C. 2022-03-28 20-044 Letter to HSFRB from Blessing Hospital
	D. 2022-03-30 20-044 Blessing Health Letter


