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The purpose of the recent healthcare facility planning work was to project the estimated demand for
hospital-based medical care, as well as the services to be offered by a post-storm, evidence-based
academic medical center in New Orleans, and appropriately size the facility to serve that community
need. The size and scope of services for such a needed facility provided the basis for a balanced
financial plan, a site master plan and space programming for the new facility. The State Office of
Facility Planning & Control engaged nationally-recognized consultants and charged them to provide
objective analysis and recommendations based on their experience.

Financial Planning Goals:

= Seek to break away from the “Old Charity Model” and transform MCLNO into an evidence-based
academic medical center.

0 Create a more balanced financial plan for the new facility by increasing market share and
diversifying its payor mix.

0 Create integrated financial and strategic plan in which operations that would not only fund debt
service, but also provide adequate excess cash that could be re-invested in the facility for
maintenance and upgrades in infrastructure and technology.

= Modeling should attempt to integrate the principles and impact of the Healthcare Redesign
Collaborative initiative as it becomes more definitive in focus.

General Planning Assumptions:

» 3-parish service area population (Orleans, Jefferson, St. Bernard) is estimated to be 799,000 by
2015 (82% of pre-Hurricane Katrina population).

= Assuming constant utilization rates, service area hospital admissions are estimated to be 113,000
by 2015 (86% of pre-Hurricane Katrina admissions).

= Approximately 3,100 total beds will be required to service these admissions. 2,200 beds (excluding
University Hospital) are currently open in the three parishes.

= Depending on funding levels, the Healthcare Redesign Collaborative’s proposal could increase
indigent utilization and may or may not more evenly distribute indigent patients among area
hospitals. This may result in a need for additional beds at MCLNO.

Baseline Scenario (361 Beds):

As a starting point, the consultants examined the economics of the new facility under a “business-as-
usual scenario”.

* Prior to Hurricane Katrina, MCLNO had approximately 13.1% market share and treated more than
63% of the indigent.

= |If MCLNO’s market share and payor mix were consistent with pre-Hurricane Katrina levels, the
facility would have an average daily census (ADC) of approximately 289 patients by 2015.
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= Assuming 80% occupancy, this would require a 362-bed facility.
» All-inclusive cost for a facility of this size is approximately $1.0 Billion.
= Under this scenario, cash flow is NOT sufficient to service required debt.

Likely Scenario (484 beds):

A more likely alternative scenario was developed whereby MCLNQO'’s future market share and payor mix
are impacted by implementation of service line strategies, changing demographics and impact of
change in regional bed supply.

» Proposed facility will have approximately 17.2% market share, and will treat more than 84% of the
indigent — 2 new indigent patients for every 1 new Medicare patient.

*= Prior to Hurricane Katrina, MCLNO had an ADC of approximately 337 patients, which will grow to
387 by 2015.

= Assuming 80% occupancy, the estimated ADC of 387 requires a 484-bed facility.
» All-inclusive cost for the proposed facility is approximately $1.2 Billion.

= Under this alternative scenario, cash flow IS sufficient to service required debt upon facility
opening.

Strateqgic Planning Highlights:

= Continue to evolve from a “Charity Hospital” to an evidence-based “University Medical Center”.
— Continued commitment to indigent patient care.
— Leadership in training of new physicians.
— Develop and expand research capability.

= Create centers of excellence.

— Build on Level | Trauma program to develop centers of excellence in orthopedics and
neurosciences.

— Pursue myriad programmatic opportunities in general medicine, with particular focus on disease
management.

— Maintain commitment to obstetrics and psychiatry.
= Enhance payor mix.

— Increase Medicare and commercial patient percentage by repatriating (improving loyalty of)
faculty physicians.

— Decrease reliance on state funding mechanisms.

= Maintain and increase leadership in providing cost-effective and high-quality healthcare to meet
future needs as healthcare evolves.

» Potential funding sources include:

o $300.0M — Louisiana Recovery Authority.
o $100.0M — Anticipated from FEMA.

o Balance of funding from state-supported revenue bonds.
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Site Planning Highlights:

= The overall site is assumed to be 37+ acres in urban New Orleans, bounded by Tulane Avenue to
the south, Canal Street to the north, Claiborne Avenue to the east and Galvez Street to the west.

= 37-acre site targeted. Additional 29 acres recommended for future growth and co-location of the
proposed VA replacement medical center.

= The combined VA and MCLNO medical center will have a cumulative and dramatic impact on the
immediate neighborhood and the overall City economic potential, including increased job formation
and residential housing development.

= Planning approach for the campus and the environs is consistent with the City’s recently announced
approach to renewal, and is intended to be a catalyst for residential and business growth and
renewal.

Space and Operational Planning Highlights:

AlA guidelines and academic medical center planning standards have served as the foundation for
space planning. In addition, operational and functional assumptions that have guided all space
planning efforts include the following important features:

= Strategies that promote and enhance patient safety have been instituted, such as standardization of
room sizes, orientation and location and layouts for the most key patient and procedure rooms.

» |ncorporation of planning and design features is evidence-based and support standards of practice
for academic medical centers particularly focused on safety and efficiency.

= Medical education and research activities are supported throughout the medical center through
technology, classrooms and conference areas within clinical departments.

= Enhanced operational efficiencies are promoted through the use of technology, as well as the
building organization and design criteria.

VA Partnership Highlights:

The proposed replacement of MCLNO benefits from the sharing of facilities and operational functions
with the VA medical center. Each entity (MCLNO and the VA) will maintain dedicated inpatient towers
to accommodate the specific needs of their respective patient populations, including surgery,
pharmacy, therapies and administration, but may share services such as:

» Emergency/Trauma.

* Imaging.

= Laboratory.

=  Ambulatory Service.

» Medical and Facilities Support.

= |nformation and Telecommunications Resources.

LSU and VA — Natural Partners

= Long history of collaboration through purchase of services.

= Both are public mission hospitals.

= Both provide more outpatient than inpatient care.

» Both have integrated delivery systems with documented high quality.
= Both have training and research in mission.

» Both had facilities effectively destroyed by Hurricane Katrina.
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LSU and VA Memorandum of Understanding

= Early in 2006, the VA and LSU signed a Memorandum of Understanding (MOU).

* |n the MOU, both agreed to conduct analyses to determine if any “mutually-beneficial consolidation”
should occur between the two.

Collaborative Opportunities Study Group (COSG)

» VA/LSU leaders conferred on potential sharing:

— Clinical Areas.
— Facility Sharing.
— Support Service Sharing.

» Initial COSG report found upfront costs relatively neutral, but $400.0M+ in operational savings.

Potential Cost Avoidance

Real savings of this approach will not so much come through first capital costs, but rather through:

= Operational Efficiencies.

= Site Maintenance Costs.

» Shared Support Services.

= Cooperative Agreements Generating Operating Revenue.
= Security Site Issues.

» Redundancy for Emergency Issues.

= Parking.

» Energy Efficiency Savings

= Life Cycle Costs.

» FTE Reductions, as Compared to the Original Program.

Project Timeline

» Planners will finish a program that works operationally for LSU by the end of April 2007.
= Division of Administration to select design firm for MCLNO portion in May 2007.

= Joint design efforts to begin in May 2007.

= Construction to begin in earnest end of 2008.

= Doors opened mid-2012.

Project Next Steps

= State selects Architect/Engineer.
= Pre-land acquisition activities continued; additional acreage considered for partnership.

= COPG finalizes and presents for consideration a shared services matrix, which requires LSU and
VA approval/agreement.

= Continue FEMA negotiations on MCLNO damage.
= Seek approval for balance of funding required.
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