EXECUTIVE SUMMARY

A System in Crisis

The Commission on Health Care Facilities is a nonpartisan panel established to
review New York State’s acute and long-term care systems. New York is home to some of
the world’s finest and most sophisticated hospitals. We have superb nursing homes that
provide advanced and humane care to our sickest and most frail residents. We have a
strong and growing foundation of non-institutional care providers. Our health care
providers employ a skilled and dedicated workforce. The State has a historic commitment
to ensuring access to care for its most vulnerable citizens and we expend vast sums of
public resources on health care. Public and private initiatives are underway to further
improve access, improve quality of care, and produce greater value for the dollars spent
on health care services.

Despite these strengths, the Governor and Legislature recognized the need for
improvements and thus established the Commission. The challenges facing our system
developed over a long period and cannot be linked to a single time or policy. Similarly,
these problems will not be solved overnight; solutions will require sustained efforts.

The Commission reaches a stark and basic conclusion: our state’s health care
system is broken and in need of fundamental repairs. Today, New York is struggling to
maintain a 20" century institutional infrastructure in the face of mounting costs, excess
capacity, and unmet needs for community-based alternatives. Weaknesses in our system
are readily apparent:

e Turbulence afflicts our health care providers; facility closures and declarations
of bankruptcy are too common. Since 1983, 70 hospitals and over 63 nursing
homes have closed in New York State. Some of our oldest and proudest names
in health care struggle under the unintended consequences of bankruptcy
proceedings. Patient access to stable health care services is at risk.

e Our health care providers are in weak financial condition. For the past eight
years, the state’s hospitals as a group have lost money. A majority of the
state’s nursing homes, even some that are fully occupied, operate at a loss.
Such losses cannot be sustained indefinitely.



Negative or inadequate fiscal margins limit the ability of providers to reinvest
in their systems, obtain the latest technologies, access capital, and upgrade
their physical plants. Many of our hospitals and nursing homes are outdated
and in need of capital improvements.

Hospital average lengths of stay have decreased but remain unacceptably and
unjustifiably long in many parts of the state.

Too many New Yorkers — almost one in five nonelderly residents — continue to
lack health insurance coverage and face barriers to care and worse health
outcomes as a result.

Virtually every region of the state has an unmet need for additional home and
community-based services. As consumer preferences change and technology
advances, this gap could widen.

Primary care capacity is insufficient, so that some patients go without
preventive and basic services. Inadequate primary care worsens health care
status, allows chronic conditions to go unmanaged, and results in back-end
care that is more costly and less beneficial than front-end services.

Our Medicaid program, already the largest and most expensive in the nation,
is growing at an unsustainable rate.

Reimbursement mechanisms distort patterns of service delivery and induce
facilities to pursue high margin services, sometimes at the expense of more
essential community needs. The current rate paradigm is encouraging a
medical arms race for duplicative provision of high-end services and

discouraging the provision of preventive, primary, and other baseline services.

Why We Must Act Now

From crisis arises opportunity. It is not too late to restructure New York’s health

care delivery system. The time to act, however, is now. Absent intervention, the

Commission believes that the future of our state’s health care system is bleak. Unless we

act decisively, further facility closures and bankruptcies are almost certain to occur.

Moreover, the facilities that close due to market forces alone may be the ones most

critical to preserving access.



Without intervention, our providers will spiral further into debt and be forced to
make difficult decisions to cut services and lay off workers. Without change, our
providers will lack the financial stability needed to invest in new technologies and remain
on the cutting edge of modern health care. Unless we shift course, health care
expenditures will rise at unsustainable rates, further burden our taxpayers, and cripple our
ability to devote resources to the full array of public needs including education, housing,
and transportation.

Confronting and solving these problems will require difficult, perhaps unpopular,
decisions and strong leadership from our elected officials and others. There is no other
responsible choice. We cannot deny reality, bury our heads in the sand, or cling to
established patterns. We must overcome our reliance on outdated institutions and
strengthen those that remain. New Yorkers deserve and demand a 21* century health
system that is more flexible, leaner, stronger and more affordable than the one we have
today.

Excess Capacity Weakens Our System

A fundamental driver of the crisis in our health care delivery system is excess
capacity. New York State is over-bedded and many hospital beds lie empty on any given
day. The statewide hospital occupancy rate has fallen from 82.8% of certified beds in
1983 to 65.3% in 2004, a decrease of 17.5%. On a staffed bed basis, approximately one
quarter of hospital beds are currently unoccupied. Occupancy rates vary by region and are
especially low in Western, Northern, and Central regions. Some individual hospitals are
more than half empty. Certain pockets of the state have too many nursing home beds
while others have too few. The statewide average nursing home occupancy rate has been
in decline since 1994 despite a gradually aging population.

Declining occupancy rates are driven in part by shifts in the venues in which
health care is provided. Health care services are migrating rapidly out of large
institutional settings into ambulatory, home and community-based settings. Hospitals face
increasing competition from niche providers such as ambulatory surgery centers, who
often provide services that are well reimbursed and deprive hospitals of revenues that
were historically used to cross-subsidize less profitable services. Similarly, long term care



is evolving towards shorter sub-acute stays in nursing homes, increased resident turnover
in nursing homes, and the provision of long term care in non-institutional settings.
Excess capacity has negative consequences for our health care system:

e Quality of Care is Jeopardized: In health care, there is a direct positive
relationship between volume and quality of care. The more cases or procedures
performed, the better the outcome. Excess capacity disperses volume and
expertise, potentially diminishing quality. It is a public health imperative to
concentrate volumes at fewer institutions and create Centers of Excellence.
Excess capacity also subsidizes inferior quality by blocking investments in
equipment and staff.

e Unnecessary Utilization Occurs: Hospitalizations expand in relation to the
number of available beds. Supply induces demand and unused capacity creates
pressure to admit patients solely in order to generate revenue. Similarly, greater
numbers of expensive tests and procedures are performed when resources like
imaging machines, diagnostic labs and surgical suites are available and need to
generate revenue. Areas with excess capacity repeatedly demonstrate higher rates
of hospital admission and services that cannot be explained by differences in rates
of illness or age.

e Duplication Fuels a Medical Arms Race: New York’s hospitals compete for the
most expensive and sophisticated technologies that produce higher financial
margins. The result in unnecessary duplication of high-end services like magnetic
resonance imaging and cardiac catheterization labs and too little integration of
regional service delivery. Eliminating these redundancies will save money without
compromising access to care.

e The Safety Net is Endangered: Low occupancy rates and associated financial
pressures can lessen hospitals’ commitment to provide care for vulnerable
populations. As fiscal pressures increase, facilities may feel forced to close or
shrink their less financially viable services in inner city neighborhoods or rural
communities.

e Costs Increase: Excess capacity is expensive. Maintaining a “bricks and mortar”
based system carries enormous costs. Even empty beds, wards, and buildings that



are unused and unstaffed have fixed costs that must be paid and which are spread
over a diminishing number of patients. Additionally, dollars are diverted from

other productive uses and reinvestment opportunities are thwarted.

The Commission Process: Public and Local Participation

The Commission is a broad-based, nonpartisan panel established by Governor
Pataki and the New York State Legislature to undertake a rational, independent review of
health care capacity and resources. It was created to ensure that the regional and local
supply of hospital and nursing home facilities is best configured to respond to community
needs for high-quality, affordable and accessible care, with meaningful efficiencies in
delivery and financing that promote infrastructure stability.

The Commission was specifically charged with rightsizing institutions.
Rightsizing includes the possible consolidation, closure, conversion, and restructuring of
institutions. Over the course of 18 months, the Commission evaluated each hospital and
nursing home in the state to develop its final recommendations. The Commission’s
process balanced “science” and “art.” Its deliberations were informed and driven by
extensive review of objective data and quantitative analysis. However, its deliberations
were more than a “numbers game” and its final recommendations are not solely the
product of mathematical algorithms. Public input, understandings of local market
conditions, professional judgment, and factual information were combined to form the
basis of the Commission’s work.

The Commission operated independently of any existing agency or entity. Given
the size and diversity of New York State, the structure of the Commission had a strong
focus on regional concerns and issues. The state was formally divided into six regions by
its enabling statute. In addition to eighteen statewide voting members, the Commission
had up to six regional members for each of the six regions. The regional members had
voting authority on matters related solely to their region.

Furthermore, each of the six regions had Regional Advisory Committee (RAC)
consisting of up to twelve members. The RACs provided essential community knowledge
and insights into local conditions. They played vital information-gathering roles by
fostering discussions with and among local stakeholders. Each of the RACs held



extensive meetings with hospital and nursing leaders and representatives from trade
groups, organized labor, patient advocates, insurers, researchers, and public health
officials. The final advisory reports of the RACs are included as appendices to this report.
The Commission and RACs held public hearings across the state to further solicit
input from a wide array of interested parties including patients and consumers, providers,
payors, labor, elected officials, and the business community. In total, nineteen hearings
were held throughout the regions. The Commission heard from hundreds of witnesses

and reviewed thousands of pages of testimony.

Summary of Policy Recommendations

The Commission’s direct mandate to rightsize and reconfigure facilities was a
vast and necessary endeavor. Nevertheless, the work of the Commission is only one
element in a comprehensive reform agenda. No single Commission can address or
resolve all of the State’s health care issues. The work of this Commission is one step in
what must be an ongoing and wide-ranging process to modernize and reshape New
York’s health care system. The Commission makes the following recommendations to
provide a blueprint for additional work necessary to more fully reconfigure our system:

e New York should undertake a comprehensive review of reimbursement policy
and develop new payment systems that support a realignment of health
services delivery.

e New York should strive for health coverage that is universal, continuous,
affordable to individuals and families, and affordable and sustainable for
society at large. New York should study coverage expansion efforts in other
states and adopt additional strategies to sustain its recent progress in reducing
the number of uninsured New Yorkers. While guarding against fraud, New
York should lower administrative barriers to enrollment to help ensure that all
uninsured but eligible persons are placed in the appropriate program and make
it easier for eligible persons to retain coverage.

e New York should expand primary care capacity, including facilities,

equipment, information technology and workforce.



e New York should develop and test “hybrid” delivery and financing models
that are less than a hospital and more than a primary care center.

e New York should undertake a comprehensive analysis of the feasibility and
advisability of privatizing the State University of New York (SUNY) teaching
hospitals at Stony Brook, Syracuse, and Brooklyn.

e New York should cultivate its health care workforce by implementing
strategies to address persistent shortages in a variety of occupations and to
educate and retrain workers to prepare them for increasing uses of heath
technologies in their jobs. Workers displaced by Commission
recommendations should receive assistance in obtaining employment in other
healthcare settings.

e New York should promote the increased use of health information
technologies and ensure that these systems are able to communicate, using
open architecture and embracing the principle of interoperability.

e New York should undertake a comprehensive review of the future role of
county-owned and operated nursing homes. A clear policy should be
developed to guide decision-making about county nursing homes and to
protect indigent residents.

e New York should develop a mechanism whereby niche providers share in the
burden of paying for public goods and charity care. New York should also
consider the possible need for quality-of-care monitoring and reporting in
non-regulated and private settings.

e New York should implement an ongoing process to sustain the efforts initiated

by this Commission.

Summary of Facility Recommendations
Per its statutory obligation, the Commission makes the following
recommendations to rightsize and reconfigure health care facilities in each region of the
state. The recommendations apply equitably across all regions. The acute care
recommendations address 57 hospitals, or one-quarter of all hospitals in the state. The

acute care recommendations include 48 reconfiguration, affiliation, and conversion
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schemes, and 9 facility closures. Collectively, the recommendations will reduce inpatient

capacity by approximately 4,200 beds, or 7 percent of the states’ supply. The long-term

recommendations for downsizing or closing nursing homes will make highly-targeted

nursing bed reductions of approximately 3,000, or 2.6 percent of the state’s supply. Twice

as many nursing homes will be downsized as closed. In addition, the long-term care

recommendations will create more than 1,000 new non-institutional slots.

Central:

Crouse Hospital and SUNY Upstate Medical Center should be joined under a
single unified governance structure under the control of an entity other than the
State University of New York, and the joined facility should be licensed for
approximately 500 to 600 beds.

Auburn Hospital should downsize by approximately 100 beds and discontinue its
obstetrical services.

Arnot Ogden Hospital and St. Joseph’s Hospital should participate in discussions
supervised by the Commissioner of Health to explore the affiliation of such
facilities.

Albert Lindley Lee Hospital should close all of its 67 beds and convert to an
outpatient/urgent care center with Article 28 diagnostic and treatment center
licensure.

Van Duyn Home and Hospital and Community General Hospital’s skilled nursing
facility should be joined under a single unified governance structure under the
control of Community General Hospital and downsize their combined number of
beds by approximately 75.

Mercy of Northern New York should downsize 76 nursing home beds, add
assisted living, adult care, and possibly other non-institutional services.

Willow Point should downsize by between 83 and 103 nursing home beds, rebuild
its facility in an appropriate configuration, and add adult day care.

Lakeside Nursing Home should close and assisted living, adult day care, and
possibly other non-institutional services should be added in Tompkins County by

another sponsor.
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United Helpers, Canton should downsize by approximately 64 nursing home beds,
rebuild its facility, and add assisted living and possibly other non-institutional

services.

Hudson Valley:

Kingston and Benedictine Hospitals should be joined under a single unified
governance structure, contingent upon Kingston Hospital continuing to provide
access to reproductive services in a location proximate to the hospital. The joined
facility should be licensed for approximately 250 to 300 beds.

Mt. Vernon Hospital should downsize approximately 32 medical/surgical beds,
convert approximately 20 additional medical/surgical beds into a transitional care
unit, convert approximately an additional 24 medical/surgical beds into mentally
impaired chemical abusers unit.

Sound Shore Medical Center should decertify approximately 9 pediatrics and 60
medical/surgical beds and convert additional medical/surgical and obstetrics beds
into level 111 NICU beds and detoxification beds.

Contingent upon financing, Orange Regional Medical Center should close its
existing campuses and consolidate operations at a new, smaller replacement
facility that is licensed for approximately 350 beds.

Community Hospital at Dobbs Ferry should close in an orderly fashion.
Westchester Medical Center should evaluate establishing the Children’s Hospital
as an independent entity and review its clinical service mix to identify
opportunities for reconfiguration that is non-duplicative of services in community
hospitals.

Valley View Center for Nursing Care and Rehab should downsize by
approximately 160 nursing home beds and add assisted living, adult day care and
possibly other non-institutional services. The facility should also convert 50
nursing home beds to ventilator-dependent and behavioral step-down units.
Andrus on Hudson should downsize all 247 nursing home beds and add assisted
living and possibly other non-institutional services.

Taylor Care Center should downsize by approximately 140 nursing home beds.
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e Achieve Rehabilitation should downsize by approximately 40 nursing home beds.
e Sky View Rehabilitation and Health care Center should close, downsize, or

convert pending a review by the Commissioner of Health

Long Island:

e Eastern Long Island Hospital, Southampton Hospital, Peconic Medical Center
should be joined in a single unified governance structure. The new entity should
develop an affiliation with University Hospital at Stony Brook. Brookhaven
Hospital should continue joint planning with these hospitals and explore joining
the new entity. All of these hospitals should implement the bed reconfiguration
scheme described in the complete recommendation.

e University Hospital at Stony Brook should be given operational freedom to
affiliate with other hospitals and create a regional health care delivery system.

e St. Charles Hospital should downsize 77 medical/surgical beds, convert the
remaining 37 medical/surgical beds to psychiatric and alcohol detoxification beds,
and discontinue its emergency department.

e J.T. Mather Memorial Hospital should convert all 37 of its psychiatric and alcohol
detoxification beds to medical/surgical beds.

e Nassau University Medical Center should downsize by 101 beds and revise its
bed configuration across service lines.

e Long Beach Medical Center should downsize by approximately 55 beds.
Contingent on other developments, Long Beach should reconfigure as a smaller
facility focused on emergency and ambulatory services.

e A. Holly Patterson should downsize by approximately 589 nursing home beds and
transfer its subacute services to Nassau University Medical Center. A. Holly
Patterson should also rebuild a smaller facility on its existing campus and add
assisted living and possibly other non-institutional services.

e Cold Spring Hills Center for Nursing and Rehabilitation should downsize by
approximately 90 nursing home beds an d add a ventilator unit, and evening adult

program, and a hemo-dialysis center.
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Brunswick Hospital Skilled Nursing Facility should close and assisted living and
possibly other non-institutional services should be added in Suffolk County by

another sponsor.

New York City:

New York Methodist Hospital and New York Community Hospital of Brooklyn
should merge into a single entity with two campuses, downsize by an approximate
total of 100 beds, and expand ambulatory services.

Victory Memorial Hospital should close in an orderly fashion and the site should
be converted to a diagnostic and treatment center and/or a facility offering a
continuum of long term care services.

Peninsula Hospital should downsize by approximately 99 beds and St. John’s
Episcopal Hospital should downsize by approximately 81 beds. Contingent upon
financing, the two facilities should merge and rebuild a single facility with
approximately 400 beds.

Queens Hospital Center should add approximately 40 medical/surgical beds.
Parkway Hospital should close in an orderly fashion,

Westchester Square Medical Center should close in an orderly fashion.

Cabrini Medical Center should close in an orderly fashion.

Beth Israel Medical Center — Petrie Campus should convert approximately 80
detoxification beds to 80 psychiatric beds.

North General Hospital should enter into a stronger corporate relationship with
Mount Sinai Medical Center.

St. Vincent’s Midtown Hospital should close in an orderly fashion. The
psychiatric beds and ambulatory services operated by St. Vincent’s Midtown
should be transferred and operated by St. Vincent’s Manhattan or other sponsors.
New York Downtown Hospital should decertify approximately 74
medical/surgical beds and 4 pediatric beds, discontinue inpatient pediatric
services, and reorganize its outpatient clinics under new sponsorship.

Manhattan Eye Ear and Throat Hospital should downsize all 150 beds.
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Split Rock Rehabilitation and Health Care Center should close, downsize or

convert pending a review by the Commissioner of Health.

Northern:

Bellevue Woman’s Hospital should close in an orderly fashion and its maternity,
neonatal, eating disorders, and mobile outpatient services should be added to
another hospital in Schenectady County.

St. Clare’s Hospital and Ellis Hospital should be joined under a single unified
governance structure and the resulting entity should be licensed for 300 to 400
beds.

Ann Lee Infirmary and Albany County Home should merge, downsize by at least
345 nursing home beds, rebuild a unified facility, and simultaneously add or
provide financial support for non-institutional services.

The Avenue and Dutch manor should merge and downsize by approximately 200
nursing home beds in a rebuilt Avenue facility and should add assisted living,
adult day care and possibly other non-institutional services.

The Glendale Home should downsize by approximately 192 beds.

Western:

Millard Fillmore Hospital — Gates Circle should close in an orderly fashion.

St. Joseph Hospital should close in an orderly fashion.

DeGraff Memorial Hospital should downsize all 70 medical/surgical beds. It
should convert to a long term care facility encompassing its current 80 nursing
home beds and the 75 nursing home beds currently at Millard Fillmore Hospital -
Gates Circle.

Sheehan Memorial Hospital should downsize 69 medical/surgical beds. The 22
inpatient detoxification beds currently at Erie County Medical Center should be
added to Sheehan, and Sheehan should add ambulatory care services, methadone
maintenance, and outpatient psychiatric services.

The facilities controlled by Erie County Medical Center Corporation and Kaleida

Health should be joined under a single unified governance structure under the
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control of an entity other than Erie County Medical Center Corporation, Kaleida
Health, or any public benefit corporation. The new entity should have a single
unified board with powers sufficient to consolidate services into centers of
excellence.

Lockport Memorial Hospital and Inter-Community Memorial Hospital at
Newfane should engage in a full asset merger and reconfiguration of services.
Bertrand Chaffee Hospital should downsize by at least 25 beds, seek designation
as a critical access hospital, and affiliate with TLC Tri-County and TLC Lake
Shore.

Brooks Memorial Hospital should seek designation as a sole community provider.
TLC Tri-County should downsize 28 medical /surgical beds and convert the
remaining 10 medical/surgical beds to detoxification beds.

TLC Lake Shore should downsize all 42 medical/surgical beds and 40 nursing
home beds and convert to an Article 28 diagnostic and treatment center. At its
option, Lake Shore should continue to operate approximately 20 psychiatric beds
or these beds should be added by another local sponsor.

Westfield Memorial Hospital should downsize all 32 inpatient beds and convert to
an Article 28 diagnostic and treatment center.

Mount St. Mary’s Hospital and Health Center or its sponsoring entity and Niagara
Falls Memorial Medical center should participate in discussions supervised by the
Commissioner of Health to explore the affiliation of such facilities.

Mount View Health Facility should downsize all 172 nursing home beds, rebuild a
new facility on its existing campus, add assisted living, adult day services and
possibly other non-institutional services.

Nazareth Nursing Home should downsize all 125 nursing home beds and convert
the facility for use in the PACE program at the former Our Lady of Victory
Hospital.

Mercy Hospital Skilled Nursing facility should add 10 beds and transfer all of its
beds to the former Our Lady of Victory Hospital

St. Elizabeth’s Home should covert its adult home beds to an assisted living

program.
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e Williamsville Suburban should close.

Financing

The Commission’s recommendations will benefit New Yorkers and the health care
system. First, they will promote stability of health care providers thereby ensuring access
to care and the provision of public goods. Second, they will reduce unnecessary public
and private spending and produce overall cost savings for all payors. Third, they will
produce numerous opportunities for reinvestment in the system thereby providing
substantial financial benefits to providers and the patients served by them.

System restructuring also provides many savings for payors, both in terms of
actual reductions in current expenditures and avoided future costs. Such opportunities for
savings include reductions in inappropriate utilization, avoided capital investment and
leveraged savings. The total estimated savings for payors is around $806 million annually
or $8 billion over ten years. This includes an annual savings to Medicaid of around $249
million, or $2.5 billion over ten years, and an annual savings to Medicare of around $322
million, or $3.2 billion over ten years. The total estimated benefit to providers is around
$721 million annually or $7.2 billion over ten years. Together, these calculations yield a
total benefit to payors and providers of over $1.5 billion annually, or $15 billion over ten
years.

The realization of these savings will also entail costs. Broad systemic changes
must be supported with appropriate resources and investments are required to implement
these recommendations. Potential costs are associated with closures, new construction,
and affiliations. Not all of these costs will be borne by the State. It is estimated that
implementation will entail a total cost of approximately $1.2 billion, including
approximately $350 million in closure costs, $1.1 billion in construction costs, $11
million in affiliation planning costs, and $300 million in offsets from the sale of facility
real property. Almost $606 million of these costs are attributable to two contingent
projects that the Commissioner will not be required to implement absent available
funding.

Vast and unprecedented sums are available to support the restructuring of New

York’s health care system and cover costs associated with implementing the
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Commission’s recommendations. The Health Care Efficiency and Affordability Law for
New Yorkers (HEAL-NY) allocates $1 billion over four years for capital grant funds to
finance physical reconfiguration, conversion, downsizing, or closure of hospitals and
nursing homes. Additionally, the Federal-State Health Reform Partnership (F-SHRP)
allocates an additional $1.5 billion for similar purposes.

Although HEAL-NY and F-SHRP and critical to financing the Commission’s
recommendations, they are not and should not be the only sources of funding. Indeed,
public funds should be used in the most prudent possible manner. Insofar as facilities are
capable of funding their own closure, conversion, affiliation, or rightsizing, they should
be expected to do so. The Commission believes it to be appropriate that costs will be
shared among all interested parties. Taxpayer dollars should be used judiciously and

equitably.
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