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Commentsregarding Maple Grove Hospital Proposals
Submitted by North Memorial Health Care

INTRODUCTION

The Minnesota L egislature and Department of Health are currently facing amajor health
planning challenge. Accelerating suburban population growth in the northwest suburbs of the
Twin Cities has created a demand for development of anew hospital in the City of Maple Grove.
Unexpectedly, three major hospital providersin the Twin Cities have each announced plans to
develop such a hospital. This complicates the planning exercise. Clearly, not all three proposed
hospitals can or should be built; moreover, because the Minnesota L egislature has long imposed
amoratorium on any hospital construction (the “Moratorium Law”), the building of even one
such hospital requires legislative intervention. Before any new inpatient facility is permitted in
Maple Grove, the Legisature must decide two key questions: (1) whether any of the three
proposals should be allowed to go forward, and (2) if so, which one? Aspart of this process, the
Department of Health isrequired by law to report to the Legislature on each of the three
proposals. Theissues to be addressed by the Department are difficult and politically charged.
Nonetheless, the Health Department and the Legislature, carrying out their responsibilities as
health planners under the current law, must address both questions.

I. NORTH MEMORIAL’S PROPOSAL

North Memorial is a single-site independent hospital providing primary, secondary and tertiary
hospital services. North Memorial’s medical staff islargely independent in that it consists
primarily of physicians who operate their own private medical practices and voluntarily associate
with North Memoria by joining its open medical staff. Over 50% of the physicians who practice
at North Memorial are on staff at other hospitals. North Memorial has served the growing Maple
Grove community for over 50 years. Its specia competencies, described below, make North
Memorial ideally suited to develop an effective hospital to serve the Maple Grove area. As
stated in all of the proposed hospital plans, the core need in Maple Grove is for emergency,
cardiac, OB and other time-sensitive hospital services, which can be accessed today only by
traveling down often traffic-choked highways.

Key Services:
Trauma and Ambulance

North Memorial has greater expertise in emergency and trauma services than any other health
care facility in Minnesota, with the possible exception of the urban county hospitals. In fact,
North Memoria isthe only hospital proposing to build in Maple Grove that is accredited as a
Level | Trauma Center by the American College of Surgeons. Thisisthe highest level
verification atrauma center can achieve. North Memorial’s Emergency Department has been
staffed for over thirty years by board-certified emergency medicine physicians employed by
North Memorial.



North Memorial’s emergency physicians provide medical direction and control to North
Memorial Ambulance Service, the largest and most accomplished ambulance service in the state,
which provides ground and air ambulance transportation to more than 50 communitiesin
Minnesota and western Wisconsin. North Memorial Ambulance Service operates one of the
largest ambulance fleets in the nation, and is accredited by the Commission on Accreditation of
Ambulance Services (CAAS), which recognizes services that meet the “gold standard” in the
ambulance industry. In addition, North Memorial operates the leading EM S training program in
the area, providing training to first responders (EMS, fire and police). North Memorial has for
yearstrained EMS personnel in many of the communities around Maple Grove. North Memorial
has participated in Homeland Security drills and debriefing sessions for the communities
surrounding Maple Grove were developed by local officials and North Memorial EMS, and
North Memorial’s air and ground ambulance service, together with North Memorial’s Level |
Trauma Center, is at the heart of the local emergency plans.

Key Services:
Heart, Stroke, Cardiovascular

Among the hospital servicesthat it is most critical be delivered fast are the cardiovascular
services, including heart, stroke and peripheral vascular services. North Memorial is one of the
leadersin Minnesota at delivering this care. Notably:

* North Memoria Medical Center was the first hospital in Minnesota to receive national
certification as a Primary Stroke Center by the Joint Commission on Accreditation of
Healthcare Organizations (JCAHO). North Memoria was recognized in 2004 for
providing comprehensive, interdisciplinary stroke services to patients and their families.

* North Memoria was named one of the nation’s Top 100 Cardiovascular Hospitals by
Solucient® in 2002 and 2003.

* North Memoria received the Minnesota Hospital and HealthCare Partnership (MHHP)
“Innovation of the Year” award in 2000 for the creation of the Single-Unit Stay, a heart
surgery approach that allows patients to remain in the same room throughout their
hospital stay.

* North Memoria’s Heart Team STAT program minimizes the time between a patient’s
arrival at the emergency department with an acute heart attack and the opening of the
patient’ s coronary arteries with angioplasty--demonstratably improving results for
patients.

» For thelast two years, North Memorial has had a 100% survival rate for patients
receiving first-time elective coronary artery bypass surgery.

* North Memoria hasthefirst Twin Cities clinic dedicated exclusively to women'’s heart
care. The Women's Heart Center is staffed by female heart specidlists, nurse
practitioners and exercise physiologists. Thisinnovative clinic helps address the under-



reported and under-treated incidence of cardiac disease in women, a direct response to
community need.

Key Services:
OB, Neonatal Care

North Memorial is among the most highly-regarded obstetrical hospital service providersin the
metro area. North Memorial’s OB ServiceincludesaLevel 111 Neonatal Intensive Care Unit
staffed by Neonatology, P.A., the same group of neonatologists that staff Children’s Hospital in
Minneapolis. It also provides perinatology services through Minnesota Perinatology Physicians,
the same group that serves Abbott Northwestern.

Best Use of Resour ces

North Memorial’s proposal involves the transfer of currently operating beds from North
Memorial’s Robbinsdale location to Maple Grove. Thiswill permit the Robbinsdale hospital to
convert double occupancy rooms to single occupancy, an upgrade that will be welcomed by
North Memoria’s patient population, and will help North Memoria to reduce costs and improve
the quality of serviceit delivers at its Robbinsdale facility by reducing the transmission of
diseases. North Memoria’s professional staff also welcomes the change, which isin keeping
with current industry standards and enhances the quality of patient care. Hospitals across the
country are currently working hard to control the spread of norovirusesin their facilities. Private
rooms help.

Neither Fairview nor Allina/Park Nicollet have proposed moving currently operating beds to the
new campus, instead, both Fairview and Allina/Park Nicollet are proposing a net increasein
operating bed capacity in the state. North Memorial believes that current occupancy rates are
appropriate and that there is no current need to increase hospital bed capacity. Instead, North
Memorial’s proposal allows existing operating beds to be used to their fullest potential. In
proposing to relocate beds to Maple Grove, North Memorial is essentially proposing to redeploy
hospital capacity already being used to care for Maple Grove residents to a location closer to
their homes.

Community Prefers North Memorial

As described in more detail below, North Memorial is by far the largest hospital provider to
Maple Grove residents, so it makes sense to consider the opinions of those residents in reviewing
the new hospital proposalsfor thearea. A quantitative survey of Maple Grove residents,
conducted by Padilla Speer Beardsley in November 2004 (attached), found that:

*  45% of respondents who stated a preference, more than twice as many as the second-
place hospital, said that North Memorial isthe preferred builder for a Maple Grove
hospital.



* Theintersection of 1-94 and Hwy. 610 (North Memorial’ s proposed site) is considered
theideal location for a new hospital by 50% of Maple Grove area residents, and 64% of
them believe that location should be a key factor in the hospital decision.

North Memorial isthe most familiar hospital among Maple Grove residents, as well as and the
most preferred, based on external, independent market research done by Scarborough Research
in 2003 (and confirmed by Padilla Speer Beardsley in 2004). North Memorial has approximately
aone-third share of the Maple Grove market, based on 2003 Minnesota Hospital Association
(MHA) information. Mercy Hospital is adistant second with 12% of the market. The only
Fairview hospital with any notable share of the Maple Grove market is Fairview-University

with 6.4%.

II. PUBLIC INTEREST REVIEW

Minnesota Statutes § 144.552 establishes a public interest review process for any organization
seeking to obtain alegidative exception to the Moratorium Law. A hospital seeking an
exception is required to submit a plan to the Commissioner of Health, who is required to issue a
finding on whether the plan isin the public interest. In making her recommendation, the
Commissioner isto consider several issues:

1. Whether the new hospital or hospital beds are needed to provide timely accessto care or
access to new or improved services.

2. The financia impact of the new hospital or hospital beds on existing acute care hospitals
that have emergency departments in the region.

3. How the new hospital or hospital beds will affect the ability of existing hospitalsin the
region to maintain existing staff.

4, The extent to which the new hospital or hospital beds will provide services to non-paying
or low income patients relative to the level of services provided to these groups by
existing hospitalsin the region.

5. The views of affected parties.

A close examination of the five issue areas will yield very different conclusions for each of the
three competing proposals. Most importantly, each system’s proposal will have avery different
impact on the other providers' financia condition, ability to maintain staff, and overal ability to
continue to provide ahigh level of care. Thisis especially truein the case of North Memorial.

In order to carry out the duty imposed by Minnesota Statutes § 144.552, the Department will
need to determine its goals and purposes in performing this health planning function. Similarly,
the Legislature will be interested in the reasons supporting the Department’ s decisions and what
goalswill be achieved. The State of Minnesota' s prior forays into health planning provide
guidance for the analysis the Health Department should conduct in this case.



Minnesota Statutes § 144E.11 establishes a health planning scheme for ambulancelicensing
(the “ Ambulance Law”) that provides a good example for executing the statutory scheme
set forth in 8 144.552.

Under Minnesota Statutes 8 144E.11, when any entity applies for an ambulance license, the
health systems agency must hold a public hearing and then make a written recommendation to
the Commissioner of Public Health. Although there is no moratorium on new ambulance
services in Minnesota, each ambulance serviceis licensed to provide carein an assigned
“primary service ared’ that has defined geographic boundaries. The state limits expansion,
making judgments based on the criterialisted below, to prevent overlap in primary service areas
and to avoid duplication of services. In making its recommendation about an ambulance license,
the health systems agency considers four factors:

1. The recommendations or comments of the governing bodies of the counties,
municipalities, community health boards, and regional emergency medical services
system in which the service would be provided.

2. The deleterious effects on the public health from duplication, if any, of ambulance
services that would result from granting the license.

3. The estimated effects of the proposed service or expansion in an ambulance provider’s
primary service area on the public heath.

4, Whether any benefit accruing to the public health would outweigh the costs associated
with the proposed service or expansion in primary service area.

The Ambulance Law creates an analytical framework that is quite similar to the Moratorium Law
and the provisions of § 144.552. The reviewing agency, taking into account the views of
affected parties (factor #5 for hospital and factor #1 for ambulance services), analyzes the
positive contribution made by the new provider (factors #1 and #4 for hospitals, factors#3 and #4
for ambulance companies), also taking into account the impact of potential duplication of the
servicein the areaas well as any genera adverse effects on existing providers (factors #2 and #3
for hospitals and factor #2 for ambulance services).

Minnesota Courts have found that the L egislatureintended that the Ambulance L aw
protect the public welfare against “ deleterious competition.”

Because the analytical frameworks of the Ambulance Law and the Moratorium Law are so
similar, it is helpful to review the case law that has grown up around the ambulance service
licensing process. The most essential point made by the courts on this matter can be summed up
by the following quote from the Supreme Court of Minnesota:

[W]einterpret Minnesota Statute § 144.802 to manifest a legislative intention to
protect the public welfare against deleterious competition in the ambulance
servicesfield. The provision embodies a legidative determination that the
ambulance services businessis one in which the public welfare is not promoted



by free enterprise. Ambulance serviceis essential to acommunity. Itisalsoa
service for which demand isinelastic and expenses largely fixed.

Twin Ports Convalescent, Inc. v. Minnesota Sate Board of Health, 257 N.W.2d
343, 348 (Minnesota 1977)

This conclusion, that the legislative policy underlying the health planning provisions of the
Ambulance Law is based on the need to avoid del eterious competition, is underscored in North
Memorial Medical Center v. Minnesota Department of Health, 423 N.W.2d 737, Minn. Ct. App.
(1988) (stating that the Commissioner correctly analyzed the law in his finding that the “pivotal
issue” in making the licensing decision was that of “destructive competition”) andinInre
Rochester Ambulance Service, 500 N.W.2d 495, Minn. Ct. App. (1993) (noting the “legidlative
intention to protect the public welfare against deleterious competition in the ambulance service
field”).

Theideathat health planning involves the avoidance of “deleterious competition” where demand
isinelastic and expenses largely fixed, isafancy way of describing a hard-headed practical
problem: If Company A is ahealth care business that (1) has made an immense investment in
plant and equipment that (2) serves a particular neighborhood or geographic area, and if (3) the
regulatory authority then permits Company B to operate in the area primarily served by
Company A, one or both may fail, with the result being detrimental to the delivery of healthcare
servicesin the area. General hospitals are health care businesses of exactly thistype. They are
capital intensive, bricks-and-mortar infrastructure providers, and they tend to have high market
sharesin their nearby geographic area. They consequently become wedded to their geography,
at least for primary and secondary services.

Hospitalsin the Twin Cities typically draw 50% market sharesin their immediate geographic
areas. Thus, North Memorial has 56.6% of the market in the 55422 zip code area; Mercy has
54.4% in 55433; Methodist has 44.6% of 55426; Fairview-University has 52.7% in 55455; and
Unity has 43.7% in 55432. Since North Memorial currently has the highest percentage of
patients from the Maple Grove zip codes (over 30%), if anew hospital there retains 50% of the
immediate local market, a Maple Grove facility will have an enormous negative impact on North
Memorial’s Robbinsdale facility.

In the Twin Cities, al of the major hospitals compete for patients from around the area and the
whole Upper Midwest who need hospital services. Price and quality competition islargely city-
wide. If aMaple Grove hospital increased prices, payors would have the option of directing their
patients to another Twin Citiesfacility. The ability so to competeis often based in large part on
stability in patient flow from the areas that are close to the hospital’ s facility. This patient flow,
if lost, can be irreplaceable.

We recognize that competition in hospital services, as with virtually every industry, isto be
generaly encouraged. However, the Legislature should seek to avoid destructive competition
that could so financially damage a hospital that, in the end, it would result in a profound anti-
competitive effect that would leave health care consumers and purchasers with fewer options.
Indeed, thisisthe essence of effective health planning: the Health Department and the



Legislature should preserve healthy competition by exercising their authority to prevent the fixed
investment already employed to serve the Maple Grove area from being cannibalized by big-
system competitors.

[11. ADVERSE IMPACT OF FAIRVIEW AND ALLINA/PARK NICOLLET’S
PROPOSALS ON NORTH MEMORIAL

We believe that the development of a hospital would provide an important benefit to the Maple
Grove community because of the demonstrated need for timely hospital servicesthere. North
Memoria’s proposal for aMaple Grove hospital elaborates upon the reasons that a North
Memorial-owned facility in Maple Grove would provide the greatest public benefit. However, it
isimportant to understand that a new facility in Maple Grove that is not owned by North
Memoria would have a substantial adverse impact on North Memorial.

The Moratorium Law requires an analysis by the Department of Health of the potential adverse
impact of anew facility on other area providers. This“adverse effects’ analysis consists of two
separate, but related issues: (1) the adverse financial impact on existing hospitals, and (2) the
effect of anew hospital on the ability of existing hospitals in the areato maintain staff. We
believe the facts show that in both respects there would be significant adverse effects on North
Memorial if anon-North Memoria-owned facility is alowed to proceed in Maple Grove.

Only North Memorial’s proposed hospital accomplishesthe public benefit aims of
Minnesota Statute § 144.552 while mitigating the adver se effects of deleterious competition.

We believe that even the Fairview and Allina/Park Nicollet proposals show that a new hospital
operated by any party other than North Memorial will undermine North Memorial’slocal market
and impair its ability to compete effectively in the broader Twin Cities market. It would also
have the undesirable effect of leading to a more concentrated hospital services market in the
Twin Cities. Asoutlined in North Memorial’s proposal for aMaple Grove hospital, if North
Memorial is not able to build a hospital in Maple Grove to serve its existing and growing patient
base there, the estimated resulting shift in market share would ultimately cause a reduction of
annual net revenue to North Memorial of $45 million and a corresponding margin reduction on
that lost revenue of $13 million. Thisloss could do significant damage to North Memorial’s
ability to continue to operate as a top-rated hospital facility and to provide health care consumers
and payors with a health care choice to other than the big systemsin the Twin Cities. Any
diminution in North Memorial’ s ability to operate as a strong, top-rated health care provider
would be amgor loss, not just for North Memoria as an entity, but for the entire Twin Cities
community, and the urban community in particular. In contrast, a North Memorial-owned Maple
Grove facility would be a benefit to the community, but would not adversely affect other existing
providers. Therefore, granting the moratorium exception to North Memorial puts both the Maple
Grove community and the Twin Cities hospital community in a win-win situation.

Service Area of Maple Grove Hospital

To perform a proper analysis of the adverse effects a new facility might have on already existing
hospitals with an emergency department, one must first develop an understanding of patient flow



inagiven service area. Examining current hospital utilization will help to show how anew
hospital will affect the service areas and patient populations of existing hospitals. Thereisno
perfect definition of a“service area” for this purpose, and each of the three hospital proposals
uses a different service areaanalysis. North Memorial has described a service area comprised of
twenty zip codes. Twenty-two zip codes are used by Allina/lPark Nicollet, and ten zip codes
were chosen by Fairview to represent the primary service area of anew Maple Grove facility.
Even though we believe that the zip codes proposed by Allina/lPark Nicollet and Fairview were
chosen in a calculated effort to diminish the apparent impact on North Memorial and show an
impact that is not really there for Allina, Park Nicollet, and Fairview facilities, an objective
anaysis will show that no matter which service areais used, the conclusion will be similar.

Allina’' s Proposed Service Area

It isworth noting that the Allina/Park Nicollet proposed primary service areaincludes zip codes
for which anew facility in Maple Grove will not be the most timely or appropriate provider of
non-tertiary hospital services; the zip codes surrounding Allina s Buffalo Hospital and
Monticello-Big Lake Hospital are the most obvious examples of areas unlikely to send patients
to Maple Grove. While patientsin these areas may go to another hospital when they need
complex or specialty services that are not provided at the local hospitals, those patients will more
likely end up at one of the major tertiary care hospitalsin the Twin Cities, not aMaple Grove
community-level hospital. For less specialized or complex care, patients in these communities
arevery likely to go to the nearest facility, which will not be the new Maple Grove facility. On
the other hand, the Allina/Park Nicollet proposed primary service area does not include several
zip codes that are now primarily served by North Memorial and which, we believe, arelikely to
provide a substantial number of patientsto a new Maple Grove facility (including zip code
55429 [Crystal] and zip code 55444 [eastern Brooklyn Park]). Inclusion of extrazip codes
where Allinafacilities are located-and exclusion of certain others that are mainly served by
North Memorial-has the overall effect of diluting the apparent effect of anew hospital on North
Memorial’ s inpatient population. Aswe show below, the actual effect would be very significant.

Fairview's Proposed Service Area

In Fairview’s response to MDH'’ s question about how it selected its proposed primary service
area, Fairview stated that:

“The definition of the primary service area was developed based on three key factors:

» Thehome zip code of patients currently being served by Fairview, particularly the
Fairview-University and Fairview Southdale hospitals.

* Thehome zip code of patients being served by University of Minnesota
Physicians and other Fairview-affiliated physicians.

» Thedriving time and distance of communities located in the northwest metro to
the proposed Fairview Maple Grove Health Care Campus.

Thefinal definition of the primary service areareflects aten-mile radius of the Fairview
Maple Grove Health Care Campus location based on the above factors.”



This statement exemplifies the problem with the hospital systems’ approaches to describing
patient flow in thisarea. Fairview is not describing an areain need of hospital service; itis
primarily describing an areawhere it can claim some current market share.

Fairview’ s proposed primary service area contains only 10 zip codes, but includes one zip code
that the Allina/Park Nicollet proposal does not: 55303, an Anoka zip code. As discussed below,
we believe that the new Maple Grove facility is unlikely to draw many patients from the Anoka
Zip code because of limited access routes due to the Mississippi River separating the residents of
that zip code from the new facility. With these caveats about the proposed primary service areas
in mind, we will look at the potential adverse effects of a new Maple Grove Hospital on existing
facilities.

In analyzing the impact of a new hospital on existing providers, the Department of Health
should examine not smply the market share of a given hospital in a proposed primary
service area, but the percentage of a hospital’s overall admissions from the proposed
primary service area.

The chart reproduced below abstracts MHA data for 2003, showing discharges and patient days
for the hospitals most used by residents of North Memorial’ s proposed primary service area.

Hospital Name Discharges | Patient Days
North Memorial Medical Center 11434 44284
Mercy Hospital 4292 14514
Methodist Hospital 4204 13341
Unity Hospital 3371 11919
Abbott Northwestern Hospital 3069 12636
Fairview-University Medical Center 2261 12550
Hennepin County Medical Center 1630 7105
Fairview Southdale Hospital 952 2976
Children’s Hospitals and Clinics 912 6122
Fairview Northland Regional Hospital 568 1591
Buffalo Hospital 461 1156
Monticello-Big Lake Hospital 381 911
United Hospital 291 1333

Thefigures are striking. North Memoria provides roughly the same volume of inpatient
services to these areas as the next three hospitals combined. Stated as market-share percentages,
North Memorial currently has 32.3% of total hospital discharges from North Memoria’s
described primary service area, while Mercy has 12%. Methodist also has about 12% of the total
discharges from this area while Abbott had 8.6% and Fairview had 6.4%. Again, looking at the
numbers provided on Appendix 11 of the Allina/Park Nicollet proposal, even with Allina' s 22
zip codes, North Memorial’s accounts for 30.4 percent of discharges (excluding newborns) in



that primary service area, while the next most-affected hospital (Methodist, a Park Nicollet
facility) has only 12.8 percent of the discharges from that service area

More important with respect to the actual effect on the existing facilitiesisthis statistic: The
11,434 discharges from North Memorial’ s proposed Maple Grove primary service area make up
approximately 37%, of North Memorial’stotal of 30,983 discharges. Losing even 25% of these
dischargesto a new, non-North Memorial facility clearly would have a huge negative impact on
North Memorial’sfinancial stability. By comparison, based on data abstracted from MHA
reports, Allina/Park Nicollet had 123,457 total discharges, of which 14,528 (approximately
11.7%) were from Maple Grove; Fairview had 63,161 total discharges of which only 3,113
(approximately 5%) were from Maple Grove. Fairview has estimated that the Maple Grove
facility will ultimately draw a 55% market share from the primary service area, and sets the
initial number at 20-30%. Clearly, losing 50% of the patientsin the primary service (without
much replacement from population growth, as noted below), would have a very deleterious
effect on North Memorial.

In analyzing the impact of a proposed hospital on existing providers, the Department of
Health should examine the mar ket shares of individual hospitals, not metr o-wide hospital

systems.

Both Fairview’s and Allina/Park Nicollet’s proposals misapply the MHA statistics. One way
they do thisis by combining discharge numbers for all hospitals within their systems. A more
relevant and accurate measure of adverse effects on existing providers is the effect of a new
hospital on existing individual hospitals, which is, in fact, the data requested by the Department
of Health. Hospitals are, after all, licensed on an individual basis.

AllinaMarket Share

Allina/Park Nicollet’s proposed primary service area appears to be designed to bolster its claim
that Allina/Park Nicollet’s facilities meet more than 40% of inpatient demand in that service area
(based on accumul ated system wide inpatient discharge datafor 2003). We believeitis
misleading to add together discharge statistics from two hospital systems (atotal of five separate
hospitals). This overstates the potential impact on Allina, since, in fact, any adverse effects
would be spread across all five facilities. This method also minimizes the huge impact of a new
hospital on North Memorial asasingleinstitution. If one separates Allina/Park Nicollet’s
“group” of system hospitalsinto individual hospitals, the disproportionate impact that a new
hospital would have on North Memorial compared with any other individual hospital is very
clear.

Individual Zip Codes

The Allina/Park Nicollet proposal aso includes another misleading statement regarding its
service area: “Allinaand Park Nicollet together have the majority of discharges from 18 of the
22 zip codes. (North Memoria has the highest share of discharges from 3 zip codes and
Monticello has the highest share from 1 zip code.)” This statement does not appear to be
factually correct; even using Allina s method of adding together all five of its hospitalsto
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increase perceived impact, North Memoria has the highest discharges from four zip codes, not
three. (The color-coded map shown on page 20 of the Allina proposal reproduced below,
apparently isinaccurate, classifying zip code 55443 (Brooklyn Park) as an Allina/Park Nicollet
discharge area, when in reality Appendix 12 shows that North Memorial had 1137 dischargesin
that area, and all of the 5 combined Allina/Park Nicollet facilities had 1131.) Again, however, it
isimportant to look at individual hospitals, not a collection of hospitals that are a part of alarge
system. North Memorial had the most discharges from more than half (twelve) of the zip codes;
Mercy and Methodist each had the most discharges from three zip codes; and Monticello-Big
Lake and Buffalo both had the most discharges from had one zip code.

Individual Hospitals with the Most 2003 Discharges
from ZIP Codes in the Primary Service Area
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Fairview Market Share

The Fairview submission did not provide information regarding the impact of a new Maple
Grove hospital on the market shares of individual hospitals. The only Fairview hospital that has
more than a 5% share of the Maple Grove areais Fairview-University Hospital. It isdifficult to
determine the percentage of the patients seeking medical care at Fairview-University who could
be treated at a Maple Grove hospital; Fairview-University provides organ transplants, medical
research studies and other tertiary care services that would not be replicated in a community
hospital. Dueto the lack of overlap in these services, a Maple Grove facility would have little
impact on the current Fairview-University market share.

The Fairview system, which includes only ten zip codesin its analysis, also misleadingly groups
“Fairview Hospitals,” including all of its metro hospitals, in its comparisons of the effect on
other providers (see the chart below from Fairview’s proposal).

Total Service Area Discharge
Marketshare
Hospital 1999 | 2000 ] 2001 ] 2002] 2003
Merey Hospital A% 3006% 202%  203%  27.7%
North Memoral Medical Center  24.0%  23.1%  232% 23.1% 232%
Methodist H ospital 806%  B49 0% 0.2%  10.9%
Abbott Northwesten 7.0%  7.0% T B3W T.9%
Fairview hospitals [3.5% 13.0% 126% 123% 12.0%
Hospital Total B4.2%  R3A0% BLTMW B3 BL.E%

Fairview also adds together all five of its hospitals on its diagnosis-specific analysis on Exhibit
15 of its proposal. Even using this method, Fairview system hospitals currently provide services
to only avery small fraction of the patientsin Fairview’ s proposed Maple Grove primary service
area. Asshown on Fairview’s reproduced chart above, all Fairview system hospitals combined
make up only 12% of the discharges from Fairview’s proposed Maple Grove primary service
area. North Memoria accounts for more than twice that, with 23.2% of the discharges. Mercy
Hospital is also shown as having a high percentage of the discharges (27.7%), but we believe that
thisis due primarily to the inclusion of the Anoka zip code in Fairview’s proposed primary
service area. If the Mercy discharges are reduced by the number of Anoka zip code discharges
which are unlikely to be drawn away by anew Maple Grove facility, North Memorial would
have an even greater percentage of the remaining discharges.

Because of current population and expected population growth, only North Memorial, an
urban hospital, islikely to suffer heavy inpatient losses as aresult of a new Maple Grove
hospital. M eanwhile, because of the geographic distribution of Allina and Fairview
hospitals, which have multiple facilitiesin suburban growth areas other than Maple Grove,
those hospitals and systems will likely ben€fit significantly from population growth.

Allina/Park Nicollet’s proposal claims to show shifting from Allina/Park Nicollet hospitals and
from other hospitals, but the two referenced Appendices (Exhibits 17B and 17C) are missing
from the submitted copy. In fact, because virtualy all studies of population trendsin the Twin

12



Cities show that suburban areas will see significantly more population growth than urban areas
the shifting of patients as aresult of a new hospital should not be amystery. North Memorial is
located in an urban areathat is not predicted to grow, except in the Maple Grove area and
beyond. The chart below shows population change in a number of communities surrounding
North Memorial.

Minneapolis Area Population Estimatesfor Communities
near North Memorial, Robbinsdale site.

(U. S. Census data—annual estimates of population July 2002-July 2003)

City July 2002 July 2003 Per centage Change
Brooklyn Center 28,733 28,362 -1.3
Brooklyn Park 68,080 67,781 -0.4
Columbia Heights 18,589 18,428 -0.9
Crysta 22,509 22,258 -1.1
Fridley 27,414 27,169 -0.9
Golden Valley 20,707 20,505 -1.0
Minneapolis 375,884 373,188 -0.7
Robbinsdale 13,870 13,668 -1.5

Each of these population areas around the current North Memorial Robbinsdale urban location is
projected to decline in population, unlike the Maple Grove area, which is predicted to grow 9%
over the next five years. Asnoted in the Allina/Park Nicollet proposal, “ Areas to the south and
east of the campus [in other words, areas served by North Memorial] are more densely populated
and have arapidly aging population, but are projected to experience slower population growth.”

A new hospital in Maple Grove will draw suburban patients to that facility, leaving North
Memoria with amuch smaller (urban) population base from which to draw. Of the hospitals
that draw any significant portion of patients from the Maple Grove primary service area, only
one other hospital (Allina’s Abbott Northwestern) could truly be considered “urban,” and that
hospital draws only 8.8% of its patients from the primary service area. Aswith Fairview-
University, Abbott offers tertiary care services (organ transplants, open heart surgeries, NICU,
etc.) that make it difficult to determine what percentage of its current market would be lost to a
community hospital in Maple Grove, but it is likely that the loss would be relatively
insignificant. Further, Abbott, with 926 licensed beds (compared to North Memorial’s 518
beds), and total 2003 discharges of 37,524 (compared to North Memoria’s 27,545), predicts a
much lower percentage of its own overall admissions coming from the proposed primary service
area.

All of the suburban facilities (Mercy and Unity hospitals, located to the north and east of

Mississippi River; hospitals at Princeton, Chisago, Edina, Burnsville, to the south) within the
Allinaand Fairview systems will likely benefit significantly from population growth over time.
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As can be seen in the map below, the current primary service area for these hospitalsis not in the
Maple Grove area.
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All of the suburban facilities have the ability to increase admissions from their current primary
service areas as the population grows in these suburban regions. Population growth in the period
during which the Maple Grove hospital will be constructed will increase censusin Allina's
system and in that of other regional hospitals. North Memoria’s single, urban location will not
see thisincrease (the Robbinsdale area, for example, is predicted to grow less than 0.5%
annually) and, without a North Memorial-owned Maple Grove facility, the North Memorial
losses in the Maple Grove area would not be offset.

Asisevident from the map reproduced above, the Fairview and Allina groups include hospitals
with access to growing suburban populations that, essentially, surround North Memorial. The
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paragraphs following the map explain in greater detall the reasons why we believe that no
facility-other than North Memorial-would be harmed by a Maple Grove hospital.

Allina’ s hospitalsin Coon Rapids (M ercy) and Fridley (Unity) would not be significantly
affected by North Memorial’s proposed hospital in M aple Grove because the M ississippi
River separates the relevant service ar eas.

The Allina/Park Nicollet proposal concedes this point, noting that the river “presents a
significant barrier to access’ for many residents seeking urgent care and emergency services.
Unity Hospital currently draws only 3.3% of the patients from the Maple Grove primary service
area. Mercy Hospital draws only 11.1% of those patients. Ignoring the effect of the river
barrier, the Fairview proposed primary service areaincludes one zip code (55330) that is largely
on the east side of the Mississippi River. Even from that zip code, North Memorial patients
make up almost 12% of total discharges (next highest after Mercy’ s approximately 40%). We
believe that the river will prevent Mercy from losing a substantial number of patientsto a new
Maple Grove facility. In addition, Mercy, though it would be the closest hospital to the new
facility (9 miles away), will be able to make up any initial losses that it does suffer through
suburban population growth, which is expected to continue in the northern and eastern Twin
Cities suburbs. Both Unity and Mercy will continue to draw the vast mgjority of patients from
communities east of the Mississippi River, and are unlikely to be significantly affected by the
new facility. This concept isillustrated by the maps reproduced below. These maps show the
current primary service areas of Mercy and Unity hospitals. The maps were developed by
Solucient® based on MHA data that represents zip codes that produce 80% of admissions to each
hospital. Asis clear from the maps, Unity and Mercy’s service areas are north and east of the
river, where each has along geographic reach.
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Monticello-Big L ake and Buffalo hospitals are unlikely to be adver saly affected by North
Memorial’s proposed hospital in M aple Grove because of distance and types of service.

Monticello-Big Lake and Buffalo Hospital are also unlikely to suffer much, if any, lossdueto a
new Maple Grove facility. Even Fairview’s proposal does not anticipate any adverse impact
here, noting: “The health care utilization patterns show that the Maple Grove primary service
area residents do not select these hospitals for their inpatient care.” (Fairview proposal, p. 8)

Fairview’s hospitals would not be significantly affected by North Memorial’s proposed
hospital because of geogr aphic location and its current limited draw from the proposed
primary service ar ea.

All of Fairview’s hospitals are located a significant distance from the proposed Maple Grove
facility; Fairview-University Hospital is closest--more than 21 miles away. In addition,
“Fairview Hospitals,” as agroup, account for only 12% of the discharges from the Maple Grove
primary service area. A substantial portion of these patients are likely to need specialty care
(such asthat offered at Fairview-University) which would not be provided at Maple Grove. So
not only does Fairview serve asmall percentage of the primary service area population, it is
unlikely to lose very much of that small percentage of patients to a new facility.

M ethodist Hospital isunlikely to be permanently affected by North Memorial’s proposed
hospital because of its ability to serve an increasing population base.
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Although Methodist draws alarger proportion of patients from Allina/Park Nicollet’s proposed
primary Maple Grove service areathan any hospital other than North Memorial, its percentage of
discharges still isonly 12.8% (10.9% using Fairview’s 10 zip code primary service area). This
relatively small percentage can be made up through suburban population growth, as M ethodi st
draws mostly from the growing western suburbs for its patient census (see map below)
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Arguments that North Memorial will not be adversely affected by a M aple Grove hospital
do not stand up to analysis.

North Memoria’ s location as the hospital nearest to the proposed facility (after Mercy, whichis
separated from the primary service area by the Mississippi River), aswell asits urban setting, is
very likely to result in asubstantial loss for North Memorial’ sinpatient census. Although both
the Fairview and Allina/Park Nicollet proposals suggest that thisimpact will be limited, we
believe that these arguments do not add up to the reality faced by North Memorial.

W oodwinds Experience

Fairview suggests that existing providers (such as North Memoria and Mercy) can “easily
backfill” their patient census, because of “population growth.” This may be truein Mercy’s
case, where Mercy will benefit from anticipated northern and eastern suburban population
growth; however, urban growth, if any, is projected to be small and actually declining in some
areas, and North Memoria will not share in any advantageous suburban growth. Any suburban
popul ation growth that can be expected to go to North Memorial would come from the Maple
Grove area and anew hospital in that areawill take a magjority of that patient census, and tertiary
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referrals out of that service areawould be directed chiefly to hospitals in the parent system(s), as
stated in the Allina/Park Nicollet proposal. This limited growth potential combined with fewer
patients from the Maple Grove primary service areawill have a negative impact on North
Memorial. “Backfilling” isnot an option when thereis no fill for the hole.

Commenting on the similar development of Woodwinds hospital, the Fairview submission states
on page 19 that “Woodwinds has limited impact on the discharge numbers of most of the area
hospitals. . ..” However, based on the east metro market share data (below), the opening of
Woodwinds in 2000 had a significant impact on St. Paul’ s urban hospitals, United Hospital, St.
Joseph’s and St. John's. Although discharges increased for the market overall, the share of that
market was less for the urban hospitals (as shown in the chart below).

ADU IT arket '03-04
2001 2002 2003 2004 Share Volume
Full Year Full Year FullYear  YTDNov  Inc/(dec) Growth%

ST JOHNS 18.7% 18.6% 18.2% 17.4% -0.8% -3.8%
ST JOES 17.7% 17.1% 16.9% 16.7% -0.2% -1.3%
REGIONS 26.7% 26.2% 27.0% 26.2% -0.8% -3.3%
UNITED 32.7% 32.0% 31.7% 329% 1.3% 3.9%
WOODWINDS 4.3% 6.0% 6.2% 6.8% 0.6% 9.1%

100.0% 100.0% 100.0% 100.0% 0.0% 0.0%

BIRTH ADMITS Market Share

2001 2002 2003 2004 Share Volume
Full Year Full Year FullYear  YTDNov  Inc/(dec) Growth%
ST JOHNS 23.6% 23.7% 23.6% 22.8% 0.8% -3.3%
ST JOES 9.6% 8.0% 8.4% 8.6% 0.2% 3.9%
REGIONS 21.3% 21.5% 21.2% 21.3% 0.0% 1.5%
UNITED 39.2% 37.5% 36.2% 36.7% 0.5% 2.5%
WOODWINDS 6.4% 9.3% 10.6% 10.6% 0.1% 1.5%
100.0% 100.0% 100.0% 100.0% 0.0% 0.9%

Cherrypicking

Allina/Park Nicollet’s proposal aso states that “[a]ny shift in market share will quickly be offset
by other demographic factors that will increase the demand on services. . . . [B]y focusing on less
complex inpatient care at the Maple Grove hospital, capacity at Twin Cities' tertiary hospitals
will be freed to serve more complex cases.” However, it isnot clear what the “other
demographic factors’ are that will “offset” North Memorial’ s loss of market share, nor isit
evident that serving “more complex cases’ will offset North Memoria’s lost revenue.
Presumably, Allina/Park Nicollet means to say that it expects patients who are initially admitted
to the Maple Grove hospital, but who require care for more complex problems, such as cardiac
care, to be transferred to one of the core hospitals within the Allina system (for example, to
Abbott Northwestern), instead of going to North Memorial. Thus, the value of the new facility
to the big systemsis to act as afeeder of “more complex cases’ to the home-base provider.

It is not clear that there is any need for North Memorial or any other hospital to free up space to

serve more complex cases. North Memoria has proposed moving beds from its own tertiary
facility to the new facility. The new facility would, in fact, provide care for patients with less
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complex needs, so any need to gain additional space for complex care would be handled by
North Memorial’s own redistribution of inpatient beds.

The maps reproduced below show the primary service areas of Abbott Northwestern Hospital
and Fairview-University Hospital. Ascan readily be seen, both the Allinaand Fairview systems
draw from a patchwork of Minnesota zip codes where they have alocal relationship that
provides a stream of tertiary referralsto specialty sites. In effect, these hospital systems are
designed to gather and concentrate higher-paying specialty servicesin their flagship facilities.
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Urban Demand

The Allina/Park Nicollet proposal states that they do not anticipate any shift in market share
during the first year of a Maple Grove hospital, and only a1.2% lossin years 2-5. These
numbers are not supported by any data. In addition, the statement “[ G]iven the demographic
data on aging and growing demand, we believe thisimpact . . . will be easily made up by
increased demand in the core areas of the metro” has no supporting data. The “increased
demand” may be an alusion to the argument that population in the urban core is aging, and
therefore more likely to need health care, but as pointed out in the Fairview proposal, “[t]he
increase in inpatient discharges that comes with the aging population will be offset by
improvements in technology and the shift in location of care from inpatient to ambulatory
settings.” In other words, the aging population in core (urban) areas of the metro will not make
up for North Memorial’ s losses to the new facility. In addition, older patients are much more
likely to be Medicare patients; reimbursement for those patients (and Medicaid patients) is so
low that Fairview includes the difference between public program payments and the actual costs
of providing the services as part of its “charity care” calculations.

Patient L oyalty

Fairview also argues that “patient loyalty,” while unquantifiable, will impact utilization, and
prevent too much negative impact from a new facility. This may be true to some extent, but
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seems questionable where the residents that make up the proposed primary service area have
been clamoring for anew hospital. Market studies consistently show that hospitals always
dominate their immediate local markets. In actuality, patient loyalty is likely to be most
applicable to the patients who are not particularly close to the new facility; for example, patients
in Monticello-Big Lake will likely continue to go to the community hospitals for their non-
complex needs.

We acknowledge that a North Memorial-owned Maple Grove facility will aso draw away
patients that otherwise would have gone to North Memorial’ s Robbinsdale location. Operating
both locations, however, will allow North Memorial to allocate costs and distribute operationsin
such away as to keep both the Robbinsdale and Maple Grove locations operating at the high
levelsthat all of the surrounding communities deserve.

V. MARKET CONCENTRATION

Hospital consolidation/additional concentration of large hospital systems does not benefit
competition. Allina and Fairview together control 50% of the metropolitan market.

The Federa Trade Commission and the United States Department of Justice issued areport on
Competition and Health Care in July 2004 concludes that a market with little competition among
hospital providersis associated with increased prices. According to that report “most studies of
the relationship between competition and hospital prices have found that high hospital
concentration is associated with increased prices, regardless of whether the hospitals are for-
profit or non-profit. Some studies have found that merged hospitals experienced smaller price
and cost increases than those that have not merged, except in the highly concentrated markets,
where the pattern was reversed. Another study found that some systems' acquisition of hospitals
did not produce efficiencies because of afailure to combine operations.”

The proposed development of a new hospital in M aple Grove could have an impact on

mar ket concentration in the hospital market for the Twin Citiesarea. In general, it would
be preferablefor the Maple Grove hospital to be developed in a manner that would
mitigate the adver se effects of additional market concentration.

North Memoria has engaged a consultant with special expertise in healthcare economics to
analyze the Twin Cities hospital market and provide an opinion regarding the impact of this
development on the market. This consultant’s opinion will be provided to aid the Department
and the Legidlature in their joint consideration of this matter and the consultant will testify in
Legiglative hearings to present hisfindings. However, at thistime afew facts may be stated
which bear on this problem and reflect conclusions which will be detailed in the report.

First, the market concentration for hospital servicesin the Twin Cities Metropolitan Areais
currently high. A useful measure of market concentration is the four-firm concentration ratio
(“CR4”). Thisisthe percentage of output held by the four largest firms. Numerous studies of
other industries have shown that anti-competitive market behavior can be presumed to occur
when CR4 exceeds 50%, and that such behavior becomes more aggravated for each increase in
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concentration above thislevel. The four largest Twin City firms currently supply 70.8% of
hospital services.

Another tool to measure market concentration is the Herfindahl-Hirschman Index (“HHI").
Under a Herfindahl-Hirschman analysis, the current level of concentration of the hospital market
in the Twin Citiesis calculated by summing the squares of the market shares of the firmsin the
market. Toillustrate the effects on market concentration of the various proposals, we have
estimated market share using inpatient admissions as the basic measure of output. Under this
approach, the current HHI of the Twin Cities hospital market would be as follows:

Hospital System Overall Contribution to
Metropolitan Herfindahl Index
Market Sharefor
Hospital Services

Allina 31.3% 979.69

Fairview 19.9% 396.01

HealthEast 10.5% 110.25

North Memorial 8.7% 75.69

M ethodist 7.7% 59.29

Hennepin County | 6.7% 44.89

Regions 7.0% 49

Children’'s 3.5% 12.25

TOTALS 95.3% 1727.07

Asarule of thumb, an HHI of over 1500 indicates a moderately concentrated market. One of
1800 is highly concentrated. An increase of 50 pointsin a moderately concentrated market is
viewed as asign of concernin FTC reviews of business mergers.

In the event that Allina builds the Maple Grove Hospital, its market share in Maple Grove would
increase, with a consequent increase in its overall market share. The increase in the HHI
reflecting the market concentration that might be expected is as follows:

Hospital System Overall Contribution to
Metropolitan Herfindahl I ndex
Market Sharefor
Hospital Services

Allina 33% 1089

Fairview 19.5% 380.25

HealthEast 10.5% 110.25

North Memorial 7.3% 53.29

M ethodist 8.4% 70.56

Hennepin County | 6.3% 39.69

Regions 6.7% 44.89

Children’s 3.4% 11.56

TOTALS 95.9% 1799.49

These numbers are derived by assuming that a new hospital will obtain a 40% market sharein
North Memoria’ s primary service area, and assuming that this 40% loss in census would be
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distributed across the other facilities in proportion to their current market sharesin the service
area. Given these assumptions, the Allina proposal would likely result in 70-point increase in the
HHI: asignificant increase in an already concentrated market.

If Fairview builds the hospital the same calculation could be done. Because Fairview currently
has no hospital in the Maple Grove areg, itsincrease in market share would likely be greater than
an increase for Allina. Thisresultsin part, from the fact that some of the patients utilizing
Allina s Maple Grove hospital would be going there instead of Allina’s own hospitalsin Coon
Rapids and Fridley. As Fairview has no hospitalsin the immediate vicinity; it would receive far
more purely additive admissions. A quick calculation of the HHI if Fairview is awarded the
Maple Grove hospital resultsin a 50-point increase as set forth below:

Hospital System Overall Contribution to
Metropolitan Herfindahl Index
Market Sharefor
Hospital Services

Allina 30% 900

Fairview 23.8% 566.44

HealthEast 10.5% 110.25

North Memorial 7.3% 53.29

M ethodist 7.2% 51.84

Hennepin County | 6.3% 39.69

Regions 6.7% 44.89

Children’'s 3.4% 11.56

TOTALS 95.2% 1777.96

If North Memorial were to build the Maple Grove Hospital, the consequent change in the
Herfindahl index for hospital service would be as set forth below:

Hospital System Overall Contribution to
Metropolitan Herfindahl Index
Market Sharefor
Hospital Services

Allina 30% 900

Fairview 19.5% 380.25

HealthEast 10.5% 110.25

North Memorial 11.6% 134.56

M ethodist 7.2% 51.84

Hennepin County | 6.3% 39.69

Regions 6.7% 44.89

Children’'s 3.4% 11.56

TOTALS 95.2% 1673.04

The market concentration measured by the HHI is decreased by about 50 pointsin this example.
Admittedly, this preliminary Herfindahl analysisis based on assumptions which might be
challenged. For example, a better measure of market share might be based non-tertiary patient
days. Similarly, it might be valuable to examine some particular sub-markets. These are
preliminary calculations that will be refined, with the help of North Memorial’s consultant. But
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the essential conclusion embodied in thisanalysisis very likely to be reflected in any sensible
analysis of the impact of the Maple Grove hospital on the overall Twin Cities health care market:
permitting the hospital to be part of the Allina or Fairview systems, which are the two largest in
the metropolitan area, will increase the power of those systems and diminish the ability of other
systems to be effective competitors. If, on the other hand, North Memorial builds the hospital,
the result would be aless concentrated hospital market.

It is noteworthy in this context that Allina has proposed to establish the hospital in an alliance
with the Methodist/Park Nicollet/Children’s systems. While this arrangement has not been
described as a merger between Allinaand Park Nicollet, it certainly entails a degree of
coordination and cooperation which is on the spectrum of consolidation, and as such amountsto
an additional concentration of market players.

North Memorial’s consultant is preparing an analysis of the relevant geographic and product
markets in which the various systems compete which will provide a more thorough-going
examination of the impact each of the three proposed hospital plans will have.

North Memorial provides an option for patientslooking for high-guality, mor e cost-
effective providers not tied to a system.

The Minnesota Hospital Association’s 2003 supplemental cost comparisons (2003 Metro) list
“Expenses per Adjusted Admission” for each of the hospital systems proposing to build a Maple
Grove hospital. The data are abstracted in the following chart:

Hospital Name Expenses per
Adjusted Admission
Children’s Hospital 19,297
Fairview-University 13,829
Abbott Northwestern 10,893
United Hospital 9,181
North Memorid 8,579
Mercy Hospital 8,277
Methodist Hospital/Park Nicollet 7,923
Fairview Southdale 7,781
Unity Hospital 7,502
Fairview Ridges 5,555

The same source describes administrative costs on a per admission and per/day basis,
summarizing the results in the following bar graphs.
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Asis clear from this data, North Memorial is the market |eader in controlling administrative
costs, and isin the middle of the metropolitan group overall on expenses. Allina/Park Nicollet
and Fairview are much higher cost providers.

| ndependent, non-system hospitals have administrative and other advantages over larger
systems.
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We believe that the Twin Cities benefits from having healthy competition among Twin Cities
hospitals. And because many Twin Cities hospitals provide tertiary care to patients from across
the state, the competitive climate here is valuable to the whole state. Interestingly, of al of the
hospitals in the areas surrounding Maple Grove, North Memoria and Monticello-Big Lake
Community Hospital are the only hospitals not owned by alarge system. The other hospitalsin
the area are owned and operated by Allina, Park Nicollet or the Fairview system. As noted
above, North Memorial is one of the lower-cost providers in the Twin Cities hospital market.
We believe that part of the reason for thisisthe greater efficiency that North Memorial can
achieve with fewer layers of decision-making and administration, as well as the fact that North
Memoria does not have to expend its resources on large corporate headquarters and many
highly-paid executives. In addition, unlike the big system hospitals, which employ hundreds of
physicians, North Memoria does not have avery large expenses corresponding to lossesin its
clinic services division (which are typical of large hospital systems).

The state iswell served by having independent players such as North Memorial with its diverse
medical staff. North Memoria’s approach to providing care has been to avoid layering heavy
administration or system costs into the equation. North Memorial’s medical staff is not
dominated by alarge single-group that has been purchased by the system, such asthe Allina
Medical Group or the Fairview Physicians Association. North Memorial has not attempted to
use physician integration strategies to capture markets. Instead, it has worked to be the preferred
location for doctors to practice. Our medical staff is comprised of many smaller, independent
physician groups, in both primary care and specialties. Not only would North Memoria’s Maple
Grove hospital be open to al credentialed providers, North Memoria would create an
atmosphere where all physicians, regardless of their medical group association, can be active,
involved decision making leaders.

V. COLLABORATION ARGUMENTS

Allina/Park Nicollet suggest that their collaboration is a positive factor that should
influence the decision to grant them the exception to the Moratorium Law. None of their
three stated “reasons for collaboration” actually provide any evidence that the
collaboration is useful to Minnesota patients.

The Allina/Park Nicollet proposal states that collaborating to build a hospital in Maple Grove
“alows [them] to cost-effectively serve patient’s need.” While we understand that sharing debt
between two partners can spread out the devel opment cost to each individual party, thereisno
evidence that the collaboration would result in any overall cost savings that would be passed on
to the purchaser or consumer, or, indeed, that it will contain overall health care costs, either
initially or in the future. On the contrary, one would expect such a collaboration to introduce
additional layers of governance and extra costsin coordinating the efforts of the various parties.

The Allina/Park Nicollet proposal makes the following three arguments for a collaborative

hospital. None of these arguments sensibly supports collaboration to develop a Maple Grove
hospital.
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1 “Sharing the capital cost for facility based services among the participating provider
organizations allows us to cost effectively serve patients' needs. Our proposal spreads
the debt burden among our organizations to keep the project development coststo a
minimum.” Again, sharing capital costs may limit relative costs for Park Nicollet and
Allinaasindividual organizations, say, as a percentage of overall revenue, but doing so
has nothing to do with serving patient or provider needs in a cost-effective manner, or
with keeping overall project development costs to a minimum. If anything, going
through two separate organizations to make decisions and allocate costs will lead to
additional administrative costs and bureaucracy.

2. “Rather than competing on buildings and locations, al the participants in our
collaborative will vigorously compete on quality and cost of care.” It isunclear how the
parties in the collaboration will “compete” on quality and cost of care. It isalso unclear
to us why a collaboration would improve competition in any way. Indeed, a hospital’s
most compelling reason to collaborate would be to eliminate the potential competition of
its partners. True competition in quality and cost of care will come from an independent
hospital, not the addition of another branch of two large hospital systems.

3. “Collaboration meets community needs where competition fails. Our collaborative
provides broader community benefits, such as serving the low income population by
providing charity care.” Again, it isunclear how a collaboration between these two
providers will serve the low-income population any better than a non-collaborative
model, or how collaboration meets community needs where competition fails. Moreover,
is something strangely inconsistent about these last two arguments. Will the
collaborative arrangement give us more competition or less? Unless one party to a
collaboration has something that another does not, it does not appear that collaboration is
necessary to “meet community needs.”

The best reason for a collaboration iswhen one party brings some unique talent or ability
tothetable. Itisnot at all clear that the collaboration between Allina and Park Nicollet
adds very much to what each organization already has.

We do not believe that the Allina/Park Nicollet proposal provides reasons for collaboration, aside
from the sharing of capital costs. Thiscertainly isavalid reason for the organization to
collaborate, but without some evidence that the collaboration actually adds value for patients, it
should not be used as an argument that the collaboration somehow benefits patients or creates
“efficiencies’ for Minnesota.

Allina/Park Nicollet’s proposal notes several “ specific examples of programs that will be
extended to the community through the partnership,” including Park Nicollet’s Eating Disorder
Institute, Allina' s Sister Kenny Rehabilitation Institute, Park Nicollet’s International Diabetes
Center, Abbott’s and United’ s behavioral health inpatient units, and Unity’s inpatient chemical
dependency services. The proposal goes on to note, however, that “not all of these services will
be directly provided at the Maple Grove site.” In fact, it does not indicate that any of these
services will be available at the Maple Grove site, or that patients will have any greater accessto
those programs and services than they already do. With or without the collaboration the beds
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allocated for these programs seem very likely to stay the same as they are now; certainly, none of
the service categories included in the Allina/Park Nicollet proposal as part of the Maple Grove
project (see p. 7 of the Allina/Park Nicollet proposal) match up with the services listed as
benefits of collaboration.

The Allina/Park Nicollet proposal does not describe the benefits that it hopes to achieve through
potential collaborations with Children’s Hospital or with Hennepin County Medical Center. The
proposal does not indicate that any of the “specialty” programs listed in the Allina/Park Nicollet
proposal (such as Park Nicollet’s Eating Disorders Institute or Unity’s chemica dependency
services) will be available at the Maple Grove location. More to the point, it is unclear what role
Children’s Hospital isto have. North Memorial engaged in discussions with Children’s Hospital
that culminated in our submission of a plan that would include Children’s Hospital’s
participation with North Memorial. Children’s Hospital clearly indicated that it was opposed to
including pediatric beds in the new hospital, but would provide specialty clinics on the campus.
Apparently after discussion with Allina, Children’s Hospital indicated that it could not remain in
North Memoria’s proposal, and joined Allina/Park Nicollet. Allina/Park Nicollet note in their
proposal (at p. 4) that they are “currently in discussions’ with Children’s Hospital about
becoming an equity partner in the Allina/Park Nicollet joint venture. We assume that this
collaboration will aso not involve pediatric beds. We also believe that Children’s Hospital
would establish specialty clinics to provide services in Maple Grove no matter which proposal is
accepted.

Allina/Park Nicollet note that their proposed M aple Grove Hospital will be an “ open
access’ hospital. North Memorial’s hospital will also be open access, but will actually have
mor e " openness’ dueto thelack of a dominating physician group.

Asisnoted in our submission, North Memorial has over 900 active independent medical staff
members. Fairview hasindicated in its supplemental answers to questions from the Department
that “UMPhysicians will recruit and place needed physicians at the Fairview Maple Grove
HealthCare Campus. UMPhysicianswill also coordinate alignment of Fairview-affiliated and
other community-based physicians to practice at the site asneeded . . . Fairview has already
received several enquiries from North Hennepin area community providers interested in
expanding their practices to the Fairview Maple Grove site.” North Memorial’ s independent
physicians aready have substantial, existing practices in Maple Grove, asindicated in the
following table reproduced from North Memorial’ s submission.

Physician Group/Clinic Specialty Hospital Location Clinic Locations
Name
Camden Physicians Primary Care North Memorial Maple Grove
Cardiovascular Cardiology North Memorial Plymouth-WestHealth
Consultants Methodist Hospital Spring Lake Park
Sub Specialty: (Electrophysiology Pine City Clinic
Internal Medicine patients only)
Hubert H. Humphrey Oncology North Memorial Princeton
Cancer Center Mercy-Coon Rapids Cambridge
Sub Specialty: Unity-Fridley Litchfield
Internal Medicine Fairview Princeton Buffalo
Cambridge Hospital Monticello
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Physician Group/Clinic Specialty Hospital Location Clinic Locations
Name
Buffalo Hospital Wyoming
Monticello-Big Lake
Fairview Wyoming
Minneapolis Radiology Radiology/I nterventional North Memorial Maple Grove (partnership

Associates

Radiology

Monticello-Big Lake

with North Memorial)
Monticello Clinic

North Clinic Primary Care North Memorial Maple Grove
Osseo
Sub Specialty: Plymouth (WestHealth)
Internal Medicine
Northwest Family Primary Care North Memorial Crystal (includes Urgent
Physicians Care)
Sub Specialty: Rogers
Internal Medicine Plymouth
Northwest Orthopedic Orthopedic Surgery North Memorial Buffalo Clinic
Surgeons, PA Buffalo
WestHealth
Oakdale OB/Gyn, PA Obstetrics/Gynecology North Memorial WestHealth
Elk River
Partnersin Pediatrics Pediatrics North Memorial Maple Grove
Children’s Hospitals &
Clinics
Respiratory Consultants Pulmonary Medicine North Memorial Robbinsdale

PA

Monticello-Big Lake

Sub Specialty: Hospital
Critical Care
Internal Medicine

Specialistsin General General Surgery North Memorial Buffalo Clinic

Surgery Ltd

Monticello-Big Lake
Buffalo

Mercy

Unity

Monticello Clinic
Camden Physicians Clinic

VI. IMPACT ON STAFFING

Each hospital system’s Maple Grove proposa will have an array of impacts on other providers
and on the market as awhole; many of these impacts are related. Thus, the earlier discussion of
the direct revenue loss to North Memorial of an Allina/Park Nicollet or Fairview hospital is
echoed in the discussion of the unfavorable results of market concentration, which takes as a
springboard the market shares of the various players under aternative scenarios. Related to all of
thisanalysisis the impact that the various proposals would have on hospital staffing.

North Memorial’'s proposal will not result in significant pressur e on staffing, because North

Memorial will transfer actual operating beds and existing employees from its cur rent

campus.

Asisevident from the graph reproduced below, RN staffing per patient day has remained
relatively stable in Minnesota over the past ten years.
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This graph shows that hospital RN staffing islargely afunction of patient census. Each patient is
served by an efficient complement of such staff.

Actualy, it is more accurate to say that staff support active beds. Thus any proposal that would
establish additional active beds in Minnesotawould require a greater staff complement. North
Memorial’s proposal callsfor the transfer of active bedsonly. Fairview has an enormous
licensed capacity at Fairview University (over 1,700 beds only 729 of which are active per the
Allina/Park Nicollet proposal, Appendix 13). Thus, any transfer of beds by Fairview should be
analyzed to determine whether it is, in fact, atransfer of operating and staffed beds or whether it
isreally the development of new beds that will need to be staffed. Allina spends several pagesin
its submission arguing that there is no advantage in transferring existing beds. Presumably
Allina has made the determination that it will not be transferring beds, but Allina did not statein
its proposal whether it plans to operate new or existing beds.

Allina/Park Nicollet’s proposal does not involve thetransfer of beds, but also incr eases
overall bed capacity.

Allina/Park Nicollet’s proposal indicates that it will not transfer beds. Although the proposal
clamsthat “development of a Maple Grove hospital and health campus will not exacerbate the
staffing issuesin Minnesota,” the proposal does not back this up with facts, or reasoning to
counter the common-sense idea that increasing licensed beds will increase staffing needs.
Instead, the proposal suggests that “environmental factors’ will require addition staff, regardless
of the addition of new licensed beds, and that Allinaand Park Nicollet will require additional
staff whether or not there is anew hospital. While this may be true, and hospital staffing needs
may increase with or without a new hospital, the staffing needs certainly will increase if new
beds are added to a stressed system.

North currently employs 1,100 M aple Grove residents, and 1,700 who livein North
Memorial’s proposed 20 zip code primary servicearea. Fairview hasidentified 341
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employeeswho liveinitsarea. Allina has not identified its Maple Grove employee cohort.
|f Fairview or Allina are permitted to build a hospital in Maple Grove, theresult will bea
severely adverse impact on North Memorial’s staffing, as M aple Grove residents seek
employment at the new hospital.

The large complement of Maple Grove residents that currently are on staff at North Memorial is
not surprising, given the fact, detailed above, that Maple Grove residents generally look to North
Memorial to provide care and given the fact that it is the hospital that is easiest for arearesidents
to get to. It isimportant to understand that the impact on staffing that would be created by the
proposed new hospital would not be spread evenly over the market asawhole. Instead, North
Memoria would undoubtedly experience avery significant strain, asits current staff, which is so
substantially attached to Maple Grove, would disproportionately seek employment at the new
hospital.

Allina/Park Nicollet’s proposal states that “staffing requirements for a Maple Grove hospital are
not viewed as having negative consequences on area providers.” (Allina/Park Nicollet proposal,
p. 33) Again, thisassertion is not backed up in any way, other than the statement that “[w]ages
will be competitive and provide additional opportunities for health care employees to work
closer to home.” We believe that this statement is true; any Maple Grove hospital will have to
provide competitive wages, and will certainly offer those living in Maple Grove an opportunity
to work closer to home. We also believe, however, that this statement proves our argument that
the operation of a new hospital in Maple Grove by either of the hospital systemswill put astrain
on North Memorial’ s ability to staff its Robbinsdale hospital. Conversely, if North Memoriad is
able to develop the Maple Grove facility and transfer existing operating beds to the new location,
the net staffing increase will be much smaller, and North Memorial will be far better able to
manage staffing transfers.

VII. SERVICESFOR NON-PAYING OR LOW-PAYING PATIENTS

The fourth element in the Moratorium Law’ s public interest review process requires an analysis
of the extent to which a new hospital will provide services to non-paying or low-income patients,
relative to the level of services provided to these groups by already existing hospitals. We
believe that arelated issue is the extent to which anew hospital will affect the charity care being
provided at already existing hospitals.

North Memorial provides crucial servicesto low-income patientsin Minneapolis. A hew
hospital that transfers patientsfrom North Memorial’s current service areato one of the
lar ge systems may adver sely affect North Memorial, endangering these services.

At the Maple Grove facility, North Memorial would institute the same charity care policies that it
hasin place at its Robbinsdale facility. We believe that doing so would mean that a North
Memorial-owned facility would provide at least as much charity care as aready existing
hospitals. A North Memorial-owned Maple Grove facility will enhance North Memorial’s
continuing efforts to provide charity care.
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North Memorial, like all other tax-exempt hospitals, has an obligation to provide health care
services to patients in need of emergency treatment, regardless of the patient’s ability to pay.
North Memorial, again like all of the hospitals submitting proposals, has a charity care policy to
provide relief for patients unable to afford al or part of the care they need. North Memorial has
always been at the forefront of providing charity care, and for a hospital of its size, ranks high on
the list of uncompensated care providersin Minnesota. Still, despite civil and legal obligations,
the ability of any hospital to provide charity care is dependent on that hospital’s financial ability
to provideit. Generally, the main way that hospitals—including North Memorial—are able to
pay for charity care or subsidize low-paying patientsis by collecting revenue from the patients
who do have the ability to pay for the services they receive. In effect, paying patients allow
hospitals to provide charity care.

The North Memorial patient population that is most likely to shift to a new Maple Grove facility
is generally higher income and more likely to be insured than the average patient population in
the Twin Cities. Asnoted in the Fairview proposal, “ The demographic profile of the service area
is generaly younger families with children, primarily Caucasian with slightly higher income
levels than Hennepin County medians, and insured primarily by health maintenance
organizations, preferred provider organizations, or point of service plans.” (Fairview proposal,
p. 9) Because patients with insurance or generally the “paying patients,” and because the
percentage of uninsured patients in the Maple Grove primary service areais only 3.2%
(according to the Kaiser Family Foundation, the Minnesota average is 8% uninsured), it islikely
that the Maple Grove facility will see a higher percentage of paying patients, and alower
percentage of patients needing charity care. If North Memoria is shut off from these patients,
who, as shown above, currently are largely served by North Memorial, it will mean that a higher
percentage of North Memorial’ s patients will be lower-income and/or uninsured. This, in turn,
means that North Memoria would see a higher percentage of patients more likely to bein need
of charity care at the same time that it would lose revenue from the higher-income patients in
Maple Grove.

It is difficult to gauge the exact effect that a non-North Memorial-owned Maple Grove facility
would have on North Memoria’ s ability to continue to provide high levels of charity care
services to low-paying or non-paying patients. Certainly, regardless of the ownership of the
Maple Grove facility, North Memorial will continue to provide charity care at its Robbinsdale
location. Without revenue to offset the charity care losses, however, it will be difficult for North
Memorial to continue to offer charity care at the same level that it has for years. If, on the other
hand, North Memorial operates the new Maple Grove facility, the revenue from serving that
generaly more affluent population, will remain in the North Memorial system, and revenues
from the Maple Grove location will continue to allow care for appropriate levels of charity care
at both facilities.

VIII. CONCLUSION
The need for anew Maple Grove hospital is clear. The communitiesin the northwestern suburbs
have plainly expressed their desire for a new inpatient facility located within a reasonable driving

distance of their homes. We believe we have demonstrated in this document why North
Memorial is the best option for the development and operation of the new facility:
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* North Memorial isthe best suited by virtue of its core competencies to develop a hospital
whose purpose is to provide faster, better access to emergency, trauma, OB, cardiac and
other regional hospital services.

* North Memorial has the greatest ability to staff the hospital with physicians currently in
the community who have relationships with area residents. North Memorial will not need
to recruit and import caregivers.

* North Memoria will provide the cost advantages that an independent hospital has over a
large system.

* A North Memoria Hospita in Maple Grove will not increase market concentration in the
Twin Cities, which could result in an overal increase in price and reduction in quality.

* A North Memorial Hospital in Maple Grove will have the least adverse effect on staffing,
and on North Memorial’ s ability to continue to operate its Robbinsdale facility to benefit
Minnesota, including those residents most in need.

In short, having a Maple Grove facility owned and operated by North Memorial would provide
al the upside benefits for the state and local community (innovative, quality health care,
specialty programs, physician and clinic partnerships, independent providers), without the
negative effectsinherent in the operation of a Maple Grove facility by any of the other potential
operators of the facility.

North Memorial has always been an excellent citizen in its community, operating as a top-notch
urban hospital providing excellent value and quality to its patients. The Maple Grove area has
long been a part of what North Memorial considers its community, and we see the opportunity to
operate our facility there in two important ways. First, we would be able to continue to serve
patients in the area with the same commitment to high quality care, but at a prime location that
provides them better access. Second, North Memoria would retain the patient base that it now
serves, preventing the siphoning away of patient by system hospitals and the further
consolidation of the hospital market. Only by continuing to serve this large and growing patient
base can North Memorial ensure both the vitality of its urban Robbinsdale location and the
provision of health care to suburban patients through an independent hospital

#3064932\2
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Maple Grove

Community Survey

Conducted by Padilla Speer Beardsley, November 2004

Overall Key Findings

* North Memorial is the most familiar
hospital in the Maple Grove area

* Proximity, experience and reputation
drive hospital choice - more than
health plan and doctor

¢ 1-94 and 610 is considered the best
location for a new hospital

* News media have been the primary
source of information regarding plans
to add a hospital in Maple Grove

® (Consumers expect hospital access
within 10 minutes of their homes

s Emergency and urgent care are top
priorities in a hospital

e Most people don't know about
restrictions on new hospital
construction but believe state
should make an exception
in Maple Grove

® 90% confidence level in survey

For more information on North Memorial’s plans in
Maple Grove, please visit noerthmemorial.com/maplegrove.

If you or a member of your family needed to be hospitalized,
which hospital would you most likely go to?

North Memeorial

Mercy

Methodist

Unity

Abbott-Northwestern . 4%

Fairview Southdale ' 2%

2

10% 20% 30% 40% 50%

Why would you go to that hospital?

Previous experience
Closest to home
Good reputation

Health plan requires it

Doctor recommended

2
3

20% 30% 40% 50% 60%

Who would you most like to see build a hospital in the
Mapl_e Grove Area? (67% of respondants expressed a preference)

North Memorial 45%
Park Nicollet _ 22%
Fairview _ 15%
0% 10% 20% 30% 40% 50%

.f . North Memorial
‘. g Health Care



Is a hospital needed? Are there plans to build one?

Is a hospital needed lzw'e

in Maple Grove? .
i B No

[_] Don't know / No opinion

36%
Are there plans to build _

a hospital in Maple Grove?

0% 10% 20% 30% 40% 50% 60% 70%

How soon is a hospital needed in Maple Grove?

2 years

3 years

10 years . 2%
Not needed . 4%

0% 10% 20% 30% 40% 50% 60%

If a hospital were added in the Maple Grove area,
where is the ideal location?

I-94and 610 50%

Country Road 30
West of I-94

1015t Street and 9% 64% of those surveyed believe
Fernbrook Lane location is a key factor

0% 10% 20% 30% 40% 50% 60%
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Assuming there is a new hospital in Maple Grove,
what level of importance would you assign the following services?

48%
25%

Diagnostic tests 36%

OB/Maternity %

Pediatrics

Oncology 32%

27
25%

[ ] Some Priority

Physical Therapy / Rehab

B =

Il Top Priority
Mental health
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Indicate your level of agreement with the following statements...

28%
28% 32%

| believe legislators should vote
to allow a hospital in Maple Grove.

| would be willing to write, call
or e-mail legislators.

[] Ssomewhat agree
I would like to receive regular Il Strongl
o ngly agree
updates (e.g. newsletter, e-mail). 29% 27%
20% 3

0% 10%

0% 40% 50% 60% 70% 8|

&

90% 100%



