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EXECUTIVE SUMMARY

On March 1, 2011 the Monterey County Board of Supervisors directed the CEO of
Natividad Medical Center (NMC) and the Chair of the NMC Board of Trustees to
conduct a study evaluating whether a change in governance would enhance NMCOs
overall performance and its ability to succeed in the new health care environment. This
report analyzes a Ostatus quoO vs. OauthorityO model governance structure and busise
plan implications in the following sections:

Emerging healthcare environment

Assessment of NMCOs current business model
Business goals

Governance model analysis

Administrative support analysis

Following legal review, it was concluded that no material governance and operational
improvements are available under state law for a OstretchO delegations modelThis

study, therefore, evaluated the current Ostatus quoO model of NMC continuing to operat

as a department within Monterey County and a model in which NMC functions as a :
public authority. \
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EXECUTIVE SUMMARY

Currently NMC is a successful designated public safety net hospital following a dramatic
turnaround. NMC has not received any County General Fund support since 2008 and
further has not received any local property or sales tax revenues. This positive
performance occurred at a time when the average annual financial loss is over $100M

in other designated public safety net hospitals in California. NMCOs Mission, Vision, anc
Strategic Direction are the material context behind all governance policy
recommendations and all quality, patient satisfaction, and all other operational
improvements made in the last four years as well as the recommendations contained in
this report.

However, current performance doesnOt guarantee future success given fundamental
changes anticipated with federal and state health care reform and increased
competition from the private sector in healthcare both locally and regionally.

The study determined that NMC is most likely not sustainable as a health care
provider over the long -term future absent major County General Fund subsidies
under a status quo model . Whereas it is believed that NMC can succeed
operating under a public  authority governance structure.
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EXECUTIVE SUMMARY

In Monterey County, it is estimated that the number of uninsured people is 85,000 and growing. Health
care providers in the county are experiencing growing negative trending financial performance due in part
to the growing uninsured and underinsured populations. Federal health care reform provisions and the
stateOs implementation of the Section 1115 MediCal Waiver (implemented in 2010) hae materially
reshaped the local health care landscape with significant impact on county public hospitals and health
care systems. Expected changes include:

¥ accelerated competition among providers for newly covered MediCal and insurance
exchange patients on the basis of costs, quality, and access;

¥ encouragement of increased partnerships among providers with emphas IS on creating
new systems of care completing the continuum of care across inpatient and outpatient
segments, reducing avoidable emergency and inpatient care, seamless coordination of
primary and specialty care providers, and creating improved quality, pat ient satisfaction,
and operational efficiencies;

¥ shifting responsibility, funding, and reimbursement away from counties to the state and
public/private insurance companies with resultant incremental decline in federal DSH and
state indigent care re -alignme nt funding;

¥ ability to develop new revenue streams to help offset the future costs of care for
individuals not covered by federal healthcare reform; and

¥ increasing consolidation of providers and public and private health insurance plans.
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EXECUTIVE SUMMARY

Strong local market forces are already actively at work in all private and public
industries/sectors in Monterey County relative to planning for private and public health
care coverage for most residents in the county as part of health care reform. Once fully
implemented twenty thousand of the uninsured residents are anticipated to have
coverage under MediCal. Thirty five thousand of the uninsured residents are
anticipated to have insurance via the state insurance exchange, and thirty thousand
plus of the uninsured residents are anticipated to remain uninsured.

Health care providers in the county are actively seeking new affiliations or partnerships
and building seamless delivery systems for their long-term survival.

This unprecedented period of revolutionary change in healthcare delivery favors
hospitals’ and health systems’ governance and operational structures that are aligned
with this dynamic environment. Hospitals and health systems must transform
themselves demonstrating “Best in Class” governance, quality, patient satisfaction, and
strong, efficient business models to ensure long-term sustainability and success.

The hallmark of success under the health care reform driven marketplace will be the
ability to rapidly adapt to the chanqging marketplace, clearly a key factor in organizational
survival.
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EXECUTIVE SUMMARY

Public hospitals are disadvantaged due to:

¥ inflexible and cumbersome slow decision  -making processes which tend to
be embedded in general county law practices

¥ limited direct control over revenues and expenditures;

+H<

hindrance in timely decision making due to  the sign ificant number and
often conflicting priorities of the County;

personnel and procurement constraints;
lack of adequate capital;

restricted ability to form exclusive  and timely business relationships;

K K K K

undesirability by other community pro  viders to partner with due to
organizational structure
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EXECUTIVE SUMMARY

As an authority, NMC will:

¥

evolve from a County department to a Best in Class health care organization with high
quality and patient satisfaction and efficient, effective operations;

maintain its role as a designated public safety net hospital, the preferred provider for the
low income population which is the fastest growing health care consumer population in
Monterey County;

maintain salary and benefit structures similar to pre authority implementation;

be better equipped to fully and directly compe  te with the private sector in healthcare;

maintain a skill based Board of Trustees, app roved by the Board of Supervisors, whose
sole function is to focus on hospital governance;

experience streamlined decision making;

have control over revenues and expend itures vested with the Board of Trustees;
structurally have all operational functions reporting directly to the CEO;

be afforded private sector solutions to funding capital,

enter into new business partnerships and contracting arrangements that are pragma tic
and non -political implemented to strengthen the NMC healthcare delivery system;

have increased philanthropic support as a trusted community partner; and
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EXECUTIVE SUMMARY

The NMC Business plan outlines:

¥ A minimum of $132M in capital improvements to upgrade the existing
facility and equipment and to fund new lines of business  between now and
2020;

¥ As an authority, NMCOs cash position improve s by over $70M over a ten
year period as compared to continuing as a department  within the County
of Monterey through more timely decision making, operati  onal flexibility,
and improved performance based Medicare and MediCal reimbursement;
and

¥ Access to cash is crucial in funding capital and operational impro vements
and to offset the costs of care to individuals not covered by healthcare
reform.

In conclusion, as health care evolves over the next several years, the
implementation of a NMC Authority with a projected implementation date no later
than June 30, 2 012 will ensure NMCOs continued ability to meet its obligations as
the safety net hospital to the residents of Monterey County

/N Nahvidad Mepica Center




TABLE OF CONTENTS

SECTION
¥ EXECUTIVE SUMMARY 1
¥ TABLE OF CONTENTS 2
¥ EMERGING HEALTHCARE ENVIRONMENT 3

¥ ASSESSMENT OF NMC 'S CURRENT BUSINESS MODEL 4

¥ BUSINESS GOALS 5
¥ GOVERNANCE MODEL ANALYSIS 6
¥ ADMINISTRATIVE SUPPORT ANALYSIS 7

/N Nahvidad Mepica Center



TABLE OF CONTENTS

SECTION
¥ APPENDICES 8b 14

YAPPENDIXA  FINANCIAL STATEMENTS 8
WAPPENDIX B~ WORKEROS COMPENSATION LIABILITY REPORT 9
WAPPENDIX C  NAPH ARTICLE OPROVIDERS OF CHOICEO 10
YAPPENDIXD  CAPHARTICLE 1115 WAIVER 11
YAPPENDIXE  CAPHARTICLE DSRIP 12
WAPPENDIX F  AHA DRAFT REPORT HOSPITALS AND CARE

SYSTEMS OF THE FUTURE 13
WAPPENDIXG  MASTER FACILITY PLAN 14

/N Nahvidad Mepica Center



EMERGING HEALTHCARE
ENVIRONMENT

/AN Natividad Mepical Center



EMERGING HEALTHCARE
ENVIRONMENT

Natividad Medical Center (NMC), located in Monterey County, is one of California s 19
designated public safety net hospitals which are the core of the state ‘s health care safety net.
They deliver health care to all who need it, regardless of ability to pay or insurance status.
Though just six percent of all California hospitals statewide, these public hospitals serve 2.5
million Californians each year and provide nearly 37% of all hospital care to the state 's 6.7
million uninsured residents. These public hospitals in California deliver 10 million outpatient
visits per year and operate more than half of the state 's top-level trauma centers and almost half
of the state 's burn centers. They provide almost 30 percent of the care provided to California s
MediCal population within the hospital setting, and 35 percent of MediCal visits in hospital
outpatient settings. To a large extent, their patient population has complex and multiple medical
needs. Forty-three percent of all new doctors in the state are trained in public hospitals.

/N Nahvidad Mepica Center



EMERGING HEALTHCARE
ENVIRONMENT

As a designated public safety net hospital which has provided health care for more than 125
years, NMC delivers comprehensive, high quality acute medical care, health and wellness
services. The community benefits from NMC 's responsiveness to the diverse cultural needs of
our community. Over the past decade Monterey County has been challenged in its ability to
operate NMC within the general fund budget with NMC experiencing a financial loss of over
twenty-five million dollars in 2006. In 2006, NMC entered into a highly successful public/private
partnership with a local district hospital and a private nonprofit community hospital to provide
governance direction and resources for the revitalization of NMC. This partnership worked
closely with consultants retained by Monterey County to manage NMC s turnaround. The
favorable turnaround resulted in four years of net profit that have revitalized NMC as the regional
public safety net hospital.

NMC s continued organizational successes are crucial to help the hospital prepare for the

dramatic changes occurring at the national, state, and local levels in health care delivery. These
changes are fueled by federal health care reform, California ‘s 1115 Medi-Cal Waiver, business
and labor concerns, escalating chronic diseases and aging populations.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform

The Patient Protection and Affordable Care Act (ACA) is the most expansive federal healthcare

legislation since the creation of the Medicare and Medicaid programs in 1965. Federal
healthcare reform will not only expand health coverage to millions of residents who currently do
not have health insurance but will also profoundly effect the method and means by which health
care is provided. Health care reform is designed to reconfigure the delivery of health care
services by improving access to primary care by requiring that individuals have a primary care
medical home, and to promote vertical integration of a wide spectrum of health care services to
provide continuity of care for individuals with chronic ilinesses. It will put emphasis on prevention
and wellness services, impose new quality standards, implement pay for performance, and
speed up the implementation electronic health records.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Newly Insured

In Monterey County it is estimated that an additional 20,000 citizens will be covered by the
expansion of MediCal eligibility as part of federal healthcare reform. In addition, there will be an
additional 35,000 residents who will eligible for subsidies to purchase health insurance through
one of the state sponsored health insurance exchanges or cooperatives. Thus, with full

implementation of federal health care reform health insurance coverage should increase to some
55,000 county residents leaving approximately 30,000 still uninsured in Monterey County.

The Patient Protection and Affordable Care Act (ACA) will only provide health care coverage,
however, to those individuals and families who are legal residents of the United States. This
means that a significant number of individuals who have yet to gain citizenship will not be
covered and continue to be by in large uninsured. At this point in time, it is unclear what level of
government, if any, will assume the on-going responsibility to pay for care for individuals who are
undocumented residents. This may be a critical issue if some of the historic funding source
utilized to sustain a public safety net hospital is reduced or eliminated in the future.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Employer/Insurer
Changes

Employer/Insurer Changes - The Patient Protection and Accountable Care Act will expect all
employers with 50 or more employees to offer health care insurance to their employees. For
employers with 50 or more full time employees that do not offer coverage, but have at least one
full time employee who receives a premium subsidy, a fee of $2,000 on every full- time
employee will be imposed. For employers with 50 or more full- time employees that do offer
coverage, if one or more of their full-time employees chooses not to participate in the

company s health plan and instead opts for an exchange plan that allows them to receive a
premium credit, the company may be penalized up to $3,000 for each employee receiving a
subsidy. There will be subsidies for small employers, in the form of tax credits, to incentivize
small employers to offer their employees health care insurance.
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EMERGING HEALTHCARE ENVIRONMENT

CHANGES AT A NATIONAL LEVEL
Federal Health Care Reform: Employer/Insurer
Changes (cont.)

National health care reform also provides federal funding to states to establish American Health Benefit
Exchanges and Small Business Health Options Program (SHOP) Exchanges. The American Health Benefit
Exchange for example is designed to improve access to lower cost insurance for the uninsured because they
allow individuals to be pooled together with other uninsured individuals to form a large group of people under a
single plan thus lowering the premium for that plan. The SHOP exchanges will offer small business owners with
fewer than 100 employees a place to join other small business to try and get the best coverage at the best price
for themselves and their employees.

Each of the exchanges is to offer four tiers of benefits which provide different co-payment and deductibles.
States don 't have to set up an exchange but if they fail to do so, the federal government can come in and create
them. States; however, have an option to operate the exchanges directly or to have them operated by a not-for-
profit entity on behalf of the state.

The state sponsored health exchanges or cooperatives will be varied according to the individual states in which
they are created. The design of the state sponsored health exchanges have varied from being a clearing house
of available health insurance providers (Utah) to a state sponsored cooperatives which negotiates heath care
coverage and rates using its collective purchasing power on behalf of consumers (Massachusetts). It is
anticipated that California will follow the model set by Massachusetts and form a cooperative which
negotiates rates and plans for its beneficiaries.

/N Nahvidad Mepica Center



EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Service Integration

In order to achieve the quality and efficiency outcomes that will be required as part of health care
services offered under health care reform, it will be necessary for hospitals to vertically integrate
with ambulatory health care services. This will include primary care physicians, specialty
providers, rehabilitation services, and nurse based home visitation programs. Health care
organizations are going to need to be able to develop a series of partnerships, joint ventures,
mergers, or alliances, which either can jointly share financial risk and/or incorporate some type of
performance based incentives reimbursement system within their organizations. The ability to be
able to enter into both exclusive contracts in which alliances are built and risk sharing
arrangements will be a key element to the success of any health care organization in the future.
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EMERGING HEALTHCARE ENVIRONMENT

CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Accelerated
Competition Among Providers

Competition among health care providers will be at two levels. Organizationally, there will be competition to
develop vertically integrated health care networks. This will mean at the local level competition among
hospitals to determine which healthcare practitioners or organization will align with which hospital. In many
parts of the country, hospitals are merging, purchasing, partnering or forming other affiliations with ambulatory
care organizations. It is anticipated that this vertical integration will occur over the next five years but in many
parts of the country it has already begun in earnest.

A separate area of new competition will arise among health care providers who compete to provide coverage
to individuals and families which will now be covered by health insurance under one of the programs offered by
the Patient Protection and Affordable Care Act (ACA). Clearly, having 55,000 newly covered individuals in
Monterey County is going to lead to increased competition among providers. Given the quality controls which
are part of the ACA, the volume of services per patient may decrease so that having a larger patient pool that
utilize services at your facility or practice will be key to financial survival in the future.

For NMC to be successful in the new health care environment, it will need to first and foremost retain the
customer base that has historically utilized NMC. These individual and families will now have access to health
care insurance and, with it, the choice of providers. In order to maintain their customer base, NMC will need to
aggressively partner with other health care providers to establish full service health networks that provide high
quality services and meet all the quality outcome indicators which are part of any new health insurance plan in
the future.

/N Nahvidad Mepica Center



EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEV EL

Federal Health Care Reform: Impacts on Payor Mix

The Patient Protection and Affordable Care Act (ACA) will have a significant impact on payor mix
as a significant number of individuals who are currently without health care insurance will be
covered. Given the state of the general economy how many individuals will be covered by
Medicare, an expanded Medicaid coverage, or covered under a state sponsored health
insurance exchange, private employer based health plans is still to be determined. It is
anticipated that there will be some migration from individuals who are presently covered under
low cost employer based health plans to the state sponsored insurance exchange. Many
employers who historically provided health insurance may elect to pay a penalty in lieu of
providing health insurance so as a result their employees may be covered via a health insurance
exchange.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEV EL

Federal Health Care Reform: Accountable Care
Organizations

The Patient Protection and Affordable Care Act (ACA) promotes the development of accountable
care organizations (ACO 's) which will take responsibility for the provision of all healthcare
services for a given population of beneficiaries. ACO 's would have a formal legal structure that
would allow the organization to receive and distribute payments for shared saving to participating
providers of services and suppliers. ACO 'S will be provider-led organizations with a strong
primary care base that is collectively accountable for quality and costs across the full continuum
of care for a given population of patients.

Such organizations would operate under a number of different payment models including
capitation, or a fee-for-service with symmetric shared saving. Payments would be linked to
quality improvements that also reduce overall cost. The ACO would be accountable to the
patients and the third party payers for the quality, appropriateness, and the efficiency of the
health care provided. In order to survive in the new health care marketplace, it may require NMC
to transition into becoming an ACO so it can compete for Medicare, MediCal and/or the State
sponsored Insurance Exchange health plans that more than likely will move to some form of
capitated or quality based payment mechanisms.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Bundled Payments

The Medicare bundled payment program included in health care reform for implementation
beginning in 2013 will pay healthcare providers on an lacute care episode (ACE) zbasis in which
bundled payments for both hospitals and physicians services for a select set of inpatient
episodes of care, to improve the quality of care delivered in a Medicare fee-for-service
environment. This means that Medicare pays a global fee for a specific cardiac or orthopedic
hospital procedure which includes all physician fees, including the surgeon, any consulting
physicians, radiologist, anesthesiologist, other physicians or health practitioners involved in the
care of the patient, and all outpatient services up to 30 days after hospital discharge. The
concept of bundled payments moves reimbursement strategies from being procedurally based to
one which is iliness or condition based. This shift in reimbursement strategies will only work
when there are clear and consistent quality outcome measures to assure that the patient quality
of care is not compromised. This concept of a Ibundled payment zwill thus dramatically change
the relationship between hospital and health practitioners.
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EMERGING HEALTHCARE ENVIRONMENT

CHANGES AT A NATIONAL LEVEL
Federal Health Care Reform: Pay for Performance

Historically, the vast majority of health care has been paid for on a fee-for-services basis. This

means that number of visits, procedures, bed days, laboratory tests, x-rays provided meant
greater earnings for the hospital or practitioners regardless of the quality of the health outcomes
that was achieved. There have been attempts to standardize the rate of payment for a particular
procedure or in the case of hospitals, certain types of bed days (i.e. ICU or Pediatrics). With the
exception of capitation efforts, there has not been a limit set on the number of procedures or bed
days utilized for a given patient. Attempts at providing utilization review have limited payment to
those providers who were outliers but did not impact general practice patterns in a meaningful
way.

There is; however, a paradigm shift occurring where health care payers, whether it be
government or private business, want to begin paying for the quality of services provided instead
of simply paying for the quantity of services provided. This may mean that reimbursement will be
more performance based. Reimbursement schemes are being developed in which providers are
paid a fixed rate for a given illness. Part of the payments are set aside and only are forthcoming
if identified quality goals in terms of patient care and outcomes are achieved. This change in
method of reimbursement will mean that more providers will take on financial risk and where
quality becomes a key issue in determining total compensation.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Pay for Performance
(cont.)

As part of the Medicare Moderation Act, Deficit Reduction Act, CMS has begun to transform
itself from a Ipassive payer of services into an active purchaser of high quality, affordable

care z This transformation will shift Medicare away from paying providers solely on their volume
of services now beginning to focus on the quality and effectiveness of their services. The
catalyst for this change has been the development of appropriate incentives which encourages
all healthcare providers to deliver higher quality care at a lower total cost.

The Centers for Medicare & Medicaid Services (CMS) has initiated several cost reimbursement
strategies which are incorporated into healthcare reform. CMS has stopped paying hospitals
for the treatment of certain preventable hospital acquired conditions such as infections and
decubitus ulcers (bedsores).
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EMERGING HEALTHCARE ENVIRONMENT

CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Pay for Performance
(cont.)

CMS has also initiated a Ipay for performance zprogram in which they have initially earmarked
five clinical areas: acute myocardial infarction, pneumonia, heart failure, coronary artery bypass
grafts, and knee and hip replacement. This demonstration project included 250 hospitals in
which facilities were given a bonus incentive based on increase in quality scores for each area.
The demonstration showed marked improvement in care when reimbursement incentive were
used to measure clinical effectiveness.

Clearly, the healthcare marketplace is moving to a pay-for-performance model of
reimbursement. It will be imperative in the future that hospitals and practitioners are able to
achieve the quality indicators and outcomes which will become the standard throughout the
country. NMC must put itself at the forefront of this quality movement if it is to hope remain
fiscally viable.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Federal Health Care Reform: Value Based
Purchasing

As part of healthcare reform, CMS has also developed a Ivalue-based purchasing (VPB) z
reimbursement model to be implemented beginning in 2013. The cornerstone of value based
purchasing is the development of a broad array of consensus-based clinical measures,
effective resource utilization measurement and payment system redesign which focuses on
quality not quantity and patient satisfaction. The overarching goal of value based purchasing is
to foster joint clinical and financial accountability in the healthcare marketplace.

One of the goals of value based purchasing is to create a health care financing system that
promotes joint clinical and financial accountability. Physicians and providers will need to
reorganize themselves in order to achieve the best clinical and financial outcomes. CMS is
restructuring the payment system in order to provide the incentives for physicians and hospitals
to work together better to develop new ways of delivering high quality, efficient care while
maintaining beneficiary access.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Section 1115 Medi-Cal Waliver

The Center for Medicare and Medicaid Services (CMS) and the State of California has entered
into a new five year agreement known as the Section 1115 MediCal Waiver for California. As
part of this Waiver, California will receive approximately $10 billion in federal funds over five
years to invest in its health care delivery system to prepare for national health care reform.

The new MediCal Waiver presents an opportunity to stabilize the health care safety net system
and assist hospitals to transition to meet the requirements of national health care reform. The
vision for extending the Waiver was to strengthen the financial stability of safety net hospitals,
improve the coordination of care through new integrated delivery systems, and expanded use of
the concept of medical homes. Currently safety net health care systems provide inpatient
services to 30% of the State s existing MediCal population and 35% of MediCal outpatient visits
in addition to serving about 37% of the State s uninsured population.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Section 1115 Medi-Cal Waiver: Disproportionate
Share Hospital (DSH) Funds

Disproportionate Share Hospital (DSH) funding is used to reimburse public safety net hospitals
for the high level of services they provide to MediCal, low income and indigent patients. NMC
currently receives approximately $25 million dollars in DSH and it is one of the hospital ‘s
financial backbones. With the implementation of national health care reform it is forecasted that
there will be a reduction in the level of DSH funding in future since significant numbers of
individuals and families will gain health coverage. What this means is that NMC and other
safety net hospitals will have to provide competitive quality and array of services to maintain
these patients since they will now have the ability, with their insurance plan, to select other
health care providers. NMC and other safety net providers will no longer receive the level of

DSH funding they have historically received simply based on the fact that they are safety net
hospitals.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Section 1115 Medi-Cal Waiver: Low Income Health
Program (LIHP)

The Section 1115 Waiver provides for a Low Income Health Program (LIHP) as a way for
counties to get prepared to move into the new health care environment. The LIHP program
gives the counties the option of providing expanded services to low income individuals by using
federal dollars to partially match local certified public funds expended on indigent clients.
Monterey County has submitted an application to the State to implement a Low Income Health
Program (LIHP). It will provide MediCal like scope of benefits to approximately 1500 individuals
who are currently being served in the County ‘s Medically Indigent Adult (MIA) program. This
LIHP demonstration program will assist both NMC and the Health Department 's FQHC clinics
to prepare for national healthcare reform by providing integrated services. The LIHP also
provides an opportunity for NMC to earn back some of the losses in DSH funding by increasing
revenues based on services provided to LIHP enrollees.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL
Section 1115 Medi-Cal Waliver: Delivery System Reform

Incentive Pool (DSRIP)

The IDelivery System Reform Incentive Pool (DSRIP) zportion of the Section 1115 MediCal Waiver is
designed to provide an incentive plan for public safety net hospitals to improve the quality of
care. The DSRIP program has four key areas:

Infrastructure Development

Innovation and Design

Population-Focused Improvement

Urgent Improvement Care (related to patient safety)

Within the Infrastructure Development category, safety net hospitals may undertake activities such as
the introduction or expansion of telemedicine, enhancement of interpretation services, and
expansion of residency programs, etc. Within the category of Innovation and Design, safety net
providers may expand chronic disease management systems, redesign care delivery projects
that result in cost savings, implement ways to improve patient experiences with care and patient
satisfaction with the care provided, and improve quality outcomes, etc.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Section 1115 Medi-Cal Waiver: Delivery System Reform
Incentive Pool (DSRIP) (cont.)

Within the category of Delivery System Reform Incentive Pool (DSRIP) Population-Focused
Improvement, public hospitals are to design systems that improve chronic disease management,
improve patient compliance with post discharge medical treatment, improve outcomes, and
reduce readmissions, etc. Within the category of Urgent Improvement in Care (related to patient
safety) providers are to reduce hospital acquired infections, avoidable deaths, and reduce
hospital acquired pressure ulcers, etc.

Each safety net hospital has developed a Delivery Systems Reform Incentive Pool (DSRIP) five year
plan which is submitted to the State and to CMS for approval. Based on achieving the stated
outcomes, the hospital will receive incentive payments. The DSRIP program was designed to
help public safety net hospitals recover some of the anticipated funding loss with the reduction of
the Disproportionate Share Hospital (DSH) funding by incentivizing hospitals to improve their
guality and efficiency.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A NATIONAL LEVEL

Electronic Health Records

The American Recovery and Reinvestment Act provided Medicare and Medicaid payment incentives
for hospitals who are Imeaningful users zof certified electronic health records (EHR). Electronic
Health Records will be an important component of the national data strategies and act as the
basis for payment incentives. Specific objectives have been defined for both hospitals and
professional providers in order to qualify for incentive payments. Hospitals that fail to become
meaningful users by 2015 are subject to significant payment penalties. The development of
systems to assure the availability of patient data at the point of care and across the care
continuum is of critical importance to hospitals and health care systems, and will lead to
enhanced patient outcomes, reduced treatment delays and safety issues, and will ultimately
reduce costs for care. Electronic Health Records will make coordination of care much easier, add
to the accuracy of the data collected, establish clinical bench marks for care, provide best
practice standards and help achieve improved performance. Widespread use of E-Prescribing
will reduce medication errors and create a patient master prescription index to negative drug
interactions by allowing prescribers to view all of a patient 's prescriptions.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A STATE LEVEL

Shifting Responsibilities, Funding and
Reimbursement

With the reduction of Disproportionate Share Hospital funds, national health care reform is
pushing safety net hospitals into an environment where they will need to compete for newly
insured patients in order to retain the financial support they need to remain in business. Health
care consultants such as James Orlikoff and others have indicated that public safety net
hospitals must compete in this new environment to remain financially viable. He has indicated
that in Massachusetts, which was the first state to adopt mandatory health care coverage, public
hospitals have struggled financially to remain viable in this new healthcare marketplace because
they lost a significant percentage of their historic patient base.

The financial pictures shifts for public safety net providers in the sense that historically public
safety net providers were allocated funds based on the number of MediCal or indigent patients
seen. Now payments will be based on the quality of care delivered and not just on volume. With
the expansion of MediCal it might be expected that the State will enter into more managed care
contracts for services and reimbursement may shift from a fee-for-service model to some risk
sharing arrangements for providers. State sponsored exchanges may also utilize an organized
health system as one of the coverage options under their health insurance plans. In the future,
health care finance will more closely resemble the private sector than the models currently
utilized in the public sector.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A STATE LEVEL

Shifting Responsibilities, Funding and
Reimbursement

With the initiation of federal healthcare reform in 2014, significant numbers of individuals will gain
health care coverage either through their employers or through one of the state sponsored
insurance exchange programs. Thus with the exception of individuals who have not gained
documented resident status or individuals who refuse to sign up for health care insurance, the
number of individuals who are either employed but uninsured or indigent should drop
dramatically. As previously mentioned it is estimated the 55,000 citizens residing in Monterey
County will gain insurance coverage either through the expansion of MediCal to 133% of the
federal poverty index or through insurance exchange programs. The expanded MediCal
coverage group will include individuals who have incomes up t0133% of the federal poverty level
and they will no longer need to be Icategorically linked zto a federal or state income assistance
program.

One of the questions that remains unanswered in California is what is the future of the

Irealignment revenues zthat heretofore have been earmarked for indigent care? Will the State
amend the original realignment formula used to distribute revenues from the state to the

counties? NMC, the County Health Department and the County Administrative Office will need to
monitor development on this issue closely in the future. e \
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A LOCAL LEVEL

Networks and Affiliations

Health care reform is pushing hospitals and ambulatory healthcare providers to vertically
integrate services by merging, partnering, forming alliances, or contracting for an array of
services. Such consolidated service systems will be better able to compete in the health care
market place by being able to meet the new quality standards and thus be eligible for incentive
reimbursement. Such organizations will also be better equipped to compete in a managed care
or at risk environment by ensuring coordination of care, reductions in the use of emergency
room and acute care services, and by being able to serve a larger patient population.
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EMERGING HEALTHCARE ENVIRONMENT
CHANGES AT A LOCAL LEVEL

Networks and Affiliations

Locally at the hospital level the shifting payor mix and declining reimbursement coupled with
the growing uninsured populations have triggered local hospitals to begin fundamentally
changing their cost structures. Opportunities exist for new partnerships and affiliations as
efforts are focused on reduction in expense and quality improvement, and pay for performance.

In the ambulatory arena, Community Hospital of Monterey Peninsula (CHOMP) continues to
expand its ambulatory care network recently expanding into Carmel Valley and its new facility in
Marina. Salinas Valley Memorial Hospital (SVMH) has the IDoctors " on Duty zoffices
throughout the county. NMC has developed a joint strategic plan with the Health Department 's
FQHC clinics and is working to develop an urgent care clinic with Clinica de Salud.

The importance of expanding networks or alliances can 't be understated. This amalgamation
of health care services is seen as key ingredient to the financial survival for most hospital and

health care systems.
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ASSESSMENT OF NMC 'S
CURRENT BUSINESS MODEL
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC is a Monterey County owned and operated 172 bed designated public safety net hospital
providing health care services to the people of the county for over 125 years.

NMC offers comprehensive, high quality acute inpatient, outpatient, emergency, diagnostic, and
specialty medical care, health and wellness services with an emphasis on the care of women,
children, and families. NMC serves more than 33,000 patient days each year and provides more
than 42,000 emergency department visits per year. NMC is ranked #1 in newborn deliveries in
Monterey County. 82% of NMC s patients are Hispanic/Latino.

Other services which are unique to NMC and not available anywhere else in Monterey County
include an inpatient acute rehabilitation program, a 5150 inpatient psychiatric unit, a multidisciplinary
medical-forensic clinic dedicated to child victims of sexual abuse, and a comprehensive primary care
clinic for people living with HIV/AIDS in the Salinas Valley.

NMC is the only teaching hospital on the Central Coast, through its affiliation with the University of
California, San Francisco (UCSF). Recognized nationally and internationally as a model program,
NMC ‘s Family Medicine Residency Program is postgraduate training for physicians specializing in
Family Medicine. About one third of the graduates remain on the central coast providing essential
primary care services.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

The current governance structure for NMC is an attempt to create a hybrid model which has a set
of obligations and responsibilities which, in accordance to the existing NMC Bylaws, vest with the
NMC Board of Trustees and other authorities which vest exclusively with the Monterey County
Board of Supervisors.

The Board of Trustees has the following set of obligations and responsibilities:

Creation of the NMC Mission, Vision, Values and a strategic plan to achieve the Mission ,Vision, and Values;

Monitoring NMC management strategies to assure the alignment with key goals and achieving the Vision;
ensuring the effectiveness of the NMC Chief Executive Officer (CEO) by providing input to the Board of
Supervisors, monitoring the performance of the CEO, delegation of all management functions to the CEO
subject to County and Board of Trustees policies and directives;

Ensuring that NMC provides high quality care by assuring the medical staff have effective processes for
recommendation of appointments, credentialing and granting privileges, monitoring financial performance, holding
management fiscally accountable, ensuring an effective means of fiscal oversight, and ensuring effective and
independent audit functions;

Functioning effectively and efficiently as a Board by creating statements of roles and responsibilities, ensuring an
effective Board and committee structure, recruiting effective Board members with the knowledge, skills and time
needed, and ensuring systems and processes are in place to assist the Board in completing its work.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

The Monterey County Board of Supervisor retains for itself the following authorities, with
consideration of input from the Board of Trustees:

Borrowing approval;

Labor relations/collective bargaining;

Audit approval;

Budget approval;

Contract approval;

Hiring and termination of the NMC Chief Executive Officer;

Termination of any hospital programs or services requiring Beilenson Act hearing; and

Any other authority the Board of Supervisors determines to be appropriate.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Average Daily Census (ADC) & Length of Stay

The significant growth in ADC from FY 2007 to FY2009 was due to increases in emergency
visits by 16% in 2008 and 10% in 2009.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Emergency Dept. Visits D average per month

Emergency Dept. (ED) visits increased by 34% for the period from FY 2007 to FY 2011.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Deliveries B average per month

NMC deliveries increased by 12% for the period from 2006 B 2011. The year by year growth is
attributed to new obstetricians joining the medical staff and the introduction of expanded services
including 24/7 in-house Laborist/Anesthesia and vaginal birth after cesarean services during this
period.

4 N
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Payor Mix B current and past four years

The population with traditional Medi-Cal benefits decreased from 26.5% in FY 2007 to 21.8% in
2011 transitioning to Medi-Cal managed care. The Medi-Cal managed care group increased
from 23.4% in FY 2007 to 28.8% in FY 2011. The MIA population has increased from 4.0% in FY

2007 to 5.1% in FY 2011
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Service Lines

NMC has eight inpatient services lines. The service lines have remained constant since FY
2007 but the complexities of services offered within the service lines has expanded to include:
bariatric surgery, twenty-four hour on-site physician care in ICU and the medical-surgical units,
spine and hand surgery, minimally invasive surgery, and vaginal birth after caesarian surgery.

In FY 2010 there was a slight increase of 103 total inpatient cases over FY 2009 but there was
a substantial increase in orthopedic and general surgery.

NMC Service Line
2009 2010 Net %

INPATIENT SERVICES Cases Cases Change Change
ORTHOPEDICS 46 56 10 22%
SURGICAL SERVICES 492 556 64 13%
ACUTE REHABILITATION 374 406 32 9%
FAMILY AND INTERNAL MEDICINE 2686 2,842 156 6%
NEONATAL INTENSIVE CARE 326 331 5 2%
OBSTETRICS/GYNECOLOGY 5683 5,618 (65) -1%
PSYCHIATRY 663 642 (22) -3%

PEDIATRICS 582 504 (78) -13%
Total Cases 10,852 10,955 103 1%
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Service Lines

In FY 2010 all inpatient service lines had positive contribution margins after covering their
direct costs and all but Obstetrics/Gynecology, Surgical Services, Orthopedic and
Psychiatry has profit margins after covering allocated overhead costs.

Government Contrioution Proft or

FY 2010 Service Line NetRevenues ~ Funding  Total Revenues DirectCosts ~ Margin-~ Overhead Costs ~ <Loss>
ORTHOPEDICS 157917 368,005 39,699 (26,6%
SURGICAL SERVICES 1,723,988 2004638 3086289 (411,651
ACUTE REHABILITATION 13626784 611,863 5020486 83163 3963558 4,353,605
FAMILY | INTERNAL MEDICINE 0332819 8447 47747563 5431850 22315700 17291943 5023799
NEONATAL INTENSIVE CARE 7008498 163273  8TAL230[ 4203990 447234 238294 2044310
OBSTETRICSIGYNECOLOGY A360600  TA09M 30792620 22633769 915665 10558500  (L,399,642
PSYCHATRY L8093 58603  50T068 378981 1286155 1426464 (140309
PEDIATRICS 3062048 Oh0Ll4f  47I306) 22000888  242407% 121839 1205775
INPATIENT TOTAL 101,186,681 21,408,320 122,595,001 71,623,076| 50,971,921 40324774 10,647,15
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Service Lines

In FY 2009 all inpatient service lines had positive contribution margins after covering
their direct costs and all but Obstetrics/Gynecology, Surgical Services, and Psychiatry
has profit margins after covering allocated overhead costs.

FY 2009 Service Line

ORTHOPEDICS

SURGICAL SERVICES

ACUTE REHABILITATION
FAMILY / INTERNAL MEDICINE
NEONATAL INTENSIVE CARE
OBSTETRICS/GYNECOLOGY

PSYCHIATRY
PEDIATRICS

INPATIENT TOTAL

/N Nahvidad Mepica Center

Net  Government Total Contribution  Overhead Profit or
Revenues Funding Revenues Direct Costs Margin Costs <Loss>
569,650 205,675 775,325 336,347 438,978 253,515 185,463
5,399,465 2,358,060 7,757,525 5,229,204 2,528,321 3,314,383 (786,062)
12,135,244 360,592 12,495,836 5,534,565 6,961,271 3,977,527 2,983,744
29,786,434 12,539,081 42,325,515 22,956,560 19,368,955 18,605,144 763,811
7,911,071 2,082,715 9,993,787 4,400,855 5,592,931 3,101,546 2,491,385
21,643,397 7,493,639 29,137,035 20,867,798 8,269,237 10,799,524 (2,530,287)
4,248,353 636,958 4,885,312 4,179,822 705,490 1,771,134 (1,065,644)
3,875,285 933,588 4,808,874 2,385,948 2,422,925 1,456,415 966,510
85,568,899 26,610,309 112,179,209 65,891,100 46,288,108 43,279,188 3,008,920




ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Market Share B Monterey County Hospitals

NMC ‘s market share for inpatient days increased from 18% to 22% over the period from 2006
to 2010, the largest growth rate across the four Monterey County Hospitals.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Market Share B Monterey County Hospitals

NMC ‘s market share for outpatient visits increased from 22% to 28% for the period from 2006 to
2010, the only positive growth rate experienced across the four Monterey County Hospitals.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Market Share B Monterey County Hospitals

NMC ‘s market share for net patient revenues increased from 12% to 17% over the period from
2006 to 2010, the only positive growth rate experienced across the four Monterey County

Hospitals.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL

!
Medical Staff Membership

NMC ‘s medical staff membership increased 48% during the period from 2008 B 2010.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL

Current Medical Staff by Specialty
® Anesthesiam EM = FM m Med m OB = Path = Peds = Psych Rad ' Surg
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL

|
Annual Growth in Targeted NMC Medical Staff
Specialties

Efforts to foster better integration and more referrals to NMC services have been
in the areas of recruitment of specialists particularly in targeted specialties.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL
Specialty Clinic Visits :

The successful recruitment of specialists in FY10-FY11 has resulted in a
significant increase in Specialty Clinic Volume
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

NMC Financial Overview: annual revenue, expense
profit per adjusted patient day

Net revenue per APD in FY 2011 includes one-time special payments of $516 from Provider Fee

and DSRIP.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Net Income or <Loss> - Annualized
Current and Past Four Years

The projection for FY 2011 includes one-time special payments of $22.0M from the Provider Fee
and DSRIP.
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Net Revenues Government and Payors

"1 ($(%
1-(($(%
18)($(% —
18" ($(% -
18" ($(% el
o 18.&+8,0 18+8%$-9 |
18(($(% S 18.&+$, |
1($(% 1+($"9% |

I'($(% R
"($(% -
1-($(% -

-

10%-((+ 10%-(() 10%-((, 10%-(&( 10%-(&&

W 12345%62789:;8:: [12345%<4=

A\ Nathividad Mepical CeNTer



ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Cash (Patients) - Average Per Month
Annual
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ASSESSMENT OF NMC 'S CURRENT
BUSINESS MODEL!

Days Cash on Hand

Annual

Projected days cash on hand as of May 31, 2011 includes 32 days of cash on hand or $14.2M
cash transferred to County ‘s Strategic Reserve - NMC.
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BUSINESS GOALS!!
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BUSINESS GOALS'!

NMC Strategic Plan

One component of NMC ‘s successful turnaround was the development of a strategic plan focusing on high quality
health care, service excellence, and growth. The plan consists of strategic business goals for high performance
and delivery system realignment including partnering with other providers in the provision of integrated,
comprehensive, and coordinated health care. Included in this plan is a critical ten-year capital investment plan to
upgrade hospital facilities and equipment.

NMC 's Mission Statement is to continually improve the health status of the people of Monterey County through
access to affordable, high-quality health care services.

Our Vision is that NMC is recognized:
¥ Nationally and statewide as an evolving model public safety net hospital
¥ By the community as an accessible and desired resource for primary care, general medical/surgical,
emergency, and women ‘s and children 's services
¥ By both consumers and providers as a System associated with best practices, stellar outcomes, and high

patient and caregiver satisfaction levels

NMC Strategic Plan Strategic Direction: Based on changing community demographics, increasing chronic
diseases reflecting health disparities by income and ethnicity, and the enactment of comprehensive health care
reform that stabilizes and strengthens the local health care safety net, NMC will be responsive by partnering with
other health care providers in the provision of integrated, comprehensive, coordinated health care that aligns
health and delivery system responsibilities for all populations, extends across the continuum of care, and
effectively addresses the rapidly changing business rules for the payment of health care services. NMC wi
achieve unprecedented quality and growth targets across key clinical service lines focusing g \
clinical strengths and utilizing available hospital capacity.
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BUSINESS GOALS !
|

Complete and present to the Board of Supervisors
recommendations from a study on NMC governance structure
& business plan implications  in order to insure NMC s
continued success as health care reform evolves.
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BUSINESS GOALS !

|
Implement the low Income Health Plan (LIHP), a coverage

expansion demonstration program, as part of the new Section
1115 MediCal Waiver to expand health insurance coverage for
medically indigent adults receiving the maximum federal
reimbursement for the program. The extent of coverage will be
determined through execution of the contract.

Implement the Delivery System Reform Incentive Pool (DSRIP)
five-year plan that defines NMC s future quality and patient
satisfaction goals achieving the defined annual milestones and
receiving the maximum federal reimbursement for the

program.
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BUSINESS GOALS !
|

Achieve 90 ™ percentile compliance with the Joint Commission
Core Measures with noted improvements meeting DSRIP and
other federal and state pay for performance goals.

Improve PRC patient satisfaction score achieving 90  t
percentile (top performing hospital) in patients " perception of
overall quality of care meeting DSRIP and other federal and
state pay for performance goals.
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In collaboration with the Health Department & other healthcare
providers, develop an economic ambulatory care delivery model
(s) to expand patient care access: Increase Medical Office
Building Rental

|

; The Ten Year Capital Plan includes funding for temant improvements to the current NMC MOB

" and the construction of approximately 12,000 square feet of additional physician office space

lin the pasture along Constitution Ave. The first projected occupancy will occur in Building 400
on the NMC campus in FY 2013. Conservatively only the rental income from the additional
occupancy is included in the financial forecast and no additional inpatient revenue or

outpatient specialty revenue has been included.

Additional MOB Rental Space

Square

Area Footage
First Floor - BLDG 400 5,596
Third Floor -BLDG 400 - Side 1 9,012
Third Floor -BLDG 400 - Side 2 9,012
New Construction - Constitution Blvd. 12,000
Total Additional Square Footage 35,620
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In collaboration with the Health Department & other healthcare
providers, develop an economic ambulatory care delivery model
(s) to expand patient care access: Increase Medical Office
Building Rental

! MOB Rental Income Expansion

' Description FY 13 FY 14 FY 15 FY 16 FY 17 FY 18
Other Revenues:
Rent Income 680,256 680,256 693,861 1,067,162 1,081,317 1,095755 1,117,670 1,140,023
Total Other Revenues 680,256 680,256 693,861 1,067,162 1,081,317 1,095755 1,117,670 1,140,023
Total Revenue 680,256 680,256 693,861 1,067,162 1,081,317 1,095755 1,117,670 1,140,023
Expenses:
Salaries and Benefits
Utilities and Telephone 71,994 73,434 74902 113,708 115,982 118,302 120,668 123,081
Depreciation and Amortization 196,833 196,833 196,833 196,833 196,833 196,833 196,833 196,833
Total Expenses 268,827 270,267 271,736 328,512 330,787 333,106 335,832 338,612
Net Income/(Loss) from Operations
before Overhead Expense 411,429 409,989 422,125 738,650 750,531 762,649 781,838 801,412
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BUSINESS GOALS !

To expand the number of patients!served through the growth
of targeted service lines by achieving an average daily census

of 100 patients: Bariatric Surgical Service Center of Excellence

NMC began its bariatric surgical service in 2009 offering lap-band surgery. In March, 2011 NMC
was awarded provisional status as a Bariatric Center of Excellence pending on site review in
Sept., 2011. In June, 2011 two additional services were offered D sleeve gastrectomy and gastric
bypass.

Bariatric Services

FY11 FY 12 FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19

Annual Cases 146 161 177 195 197 198 200 202 204 207
Net Patient Revenue 1,003,120 1,158,604 1,338,187 1545606 1,639,116 1,730,005 1,825933 1927,181 2,034,044 2,146,831
Government Revenue 995,587 1,128,000 1,278,024 1,448,002 1,506,356 1,559,455 1,614,426 1,671,335 1,730,249 1,791,240
Total Revenue 1,998,707 2,286,604 2616212 2,993,608 3,145472 3,289,460 3,440,359 3,598,516 3,764,293 3,938,072
Direct Expenses 1,226,835 1,390,003 1574874 1784332 1856241 1921673 1989412 2,059,539 2,132,138 2,207,296
Contribution Margin 771,873 896,601 1,041,338 1209276 1289231 1,367,787 1450947 1538977 1,632,155 1,730,776
Overhead Expenses 757,331 853,890 962,761 1,085514 1,123,778 1,163,391 1,204,401 1,246,856 1,290,807 1,336,308

Net Income/(Loss) from
Operations 14542 42,710 78576 123,762 165453 204,395 246,547 292,121 341347 394,468
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BUSINESS GOALS

To expand the number of patients served through the growth
of targeted service lines by achieying an average daily census
of 100 patients: Upgrade of Imaging Services

Medical Equipment purchases in the Five Year !:apital Budget are estimated at $18,071,000.
Imaging Service purchases are estimated at $14,102,000 comprising 78% of medical equipment
purchases.

The imaging capital purchasing plan includes equipment replacements/upgrades to move from
an analog to a digital environment and state of the art technology. Specific equipment and
building modifications include: a CT Scanner, MRI, an Angiography Suite, Ultrasound Machines,
Digital Mammography, Portable X-ray, Bone Density, Nuclear Medicine Camera, Picture
Archiving and Communication Systems, Computed Radiography, and C-Arm technology.

HIKI(>1 HIKIe (! HIKICM#! NIKI (%! 1IKI(*M&! ILA741!!

Radiology 1,750,000 4,490,000 1,179,989 92,500 475,000 7,987,489
MRI 1,000,000 1,500,000 2,500,000
Ultrasound 210,000 - 480,000 - - 690,000
Nuclear Medicine - - 674,918 - 700,000 1,374,918
CT 1,550,000 1,550,000
Total 1,960,000 7,040,000 3,834,908 92,500 1,175,000 14,102,408
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BUSINESS GOALS

Imaging services
Imaging Services

Annualized Budget

FY 2008 FY 2009 FY 2010 Fy 2011 Fy 2012

Total Patient Revenue 49,756,733 56,756,425 59,217,332 58,609,924 66,400,324
Less: Deductions 39,026,094 45,471,914" 47,492,304 47,296,906 53,583,586
Net Patient Revenue 10,730,639 11,284,511 11,725,028 11,313,018 12,816,738
Government Funding 3,530,296 4,065,744 3,115,648 4,807,406 5,446,404
Other Revenue 286 6,349 311 2,779 2,986
Total Revenue 14,261,221 15,356,604 14,840,987 16,123,204 18,266,129

Salary/Benefits/Registry

Proessional Fees 3,136,046 3,249,964 3,478,306 3,556,176 3,958,668
Supplies 494,578 493,547 414,775 347,558 181,430
Purchased Services/Lee 640,277 168,874 247,107 248,915 417,700
Depreciation 807,538 609,948 373,950 412,079 475,000
Other Expenses 50,319 43,029 21,474 19,608 9,350
Total Direct Expense 5,128,758 4,565,362 4,535,612 4,584,336 5,042,148
Contribution Margin 9,132,463 10,791,242 10,305,375 11,538,868 13,223,981
Overhead Allocation 3,878,905 3,075,662 2,665,465 2,770,438 3,963,101
Net Income 5,253,558 7,715,580 7,639,910 8,768,430 9,260,879
Billable Procedures 47,896 48,450 46,310 43,856 45,296
Net Income Per Billable

110 $ 159 $ 165 $ 200 $ 204

Procedure $
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BUSINESS GOALS

To expand the number of patients served through the growth of
targeted service lines by achieving an average daily census of
100 patients: Upgrade of Imaging Services

Imaging Services while not a specific service line i.s a highly profitable area of the hospital. The net
income from the department will payback the capilal expenditure in less than 2 years.

Imaging Department Payback Calculation

Capital Expenditures $ 14,102,408
FY 2011 Net Income Per Billable Test $ 199.94
Number of Test need to Cover Expenditure 70,535
Budgeted Billable Tests for FY 12 45,296
Payback Period in Years 1.56
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BUSINESS GOALS

To expand the number of patients served through the growth of
targeted service lines by achieving an average daily census of
LOO patients: Angiography

|
"~ NMC is striving to improve its ability to diagnose and treat patients appropriately. The

! Ten Year Capital Plan includes funding for expansion of radiology services to include an
angiography suite.

The program is projected at starting in the middle of FY 2013 with a two year start-up
plan achieving projected volume in FY 2015.

Angiography Projected Volume

FY 13 FY 14 FY 15 FY 16 FY 17

Cases by Area

Electrophysiology 37 73 146 195 199 203 207 211
Angiography 312 625 1,248 1,664 1,684 1,705 1,725 1,747
Total 349 698 1,394 1,859 1,883 1,908 1,932 1,958
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BUSINESS GOALS
To expand the number of patients served through the growth of
targeted service lines by achieving an average daily census of
100 patients: Angiography

Angiography
Description FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19
i
Annual Cases 349 697 1,394 1,859 1,883 1,908 1,933 1,958
Net Patient Revenue: 1,890,452 3,819,091 7,715,327 10,391,003 10,647,787 10,911,178 11,181,353 11,458,495
Total Revenue 1,890,452 3,819,091 7,715,327 10,391,003 10,647,787 10,911,178 11,181,353 11,458,495
Expenses:
Salaries and Benefits 710,351 1,244,350 1,753,873 2,231,930 2,310,884 2,392,738 2,477,602 2,565,591
Registry
Physician Salaries and F 171,266 342,533 456,710 624,171 648,097 672,953 698,778 725,608
Purchased Senvices - 35,000 35,700 36,414 37,142 37,885 38,643 39,416
Supplies 867,136 1,765,080 3,526,765 4,701,260 4,772,894 4,845,738 4,919,813 4,995,142
Depreciation and Amortiz 109,900 219,800 219,800 219,800 219,800 219,800 219,800 148,371
Other Expense 1,000 2,040 4,162 4,245 4,330 4,416 4,505 4,595
Total Expenses 1,859,653 3,608,803 5,997,010 7,817,820 7,993,147 8,173,531 8,359,140 8,478,722

Net Income/(Loss) from
Operations before
Overhead Expense 30,799 210,288 1,718,317 2,573,183 2,654,640 2,737,647 2,822,213 2,979,772

Contribution per Case 301.65 1,232.43 1,384.18 1,409.66 1,435.04 1,460.31 1,521.95

(For estimated purposed only do not include in model)
Allocated Overhead 36.2 1,061,988 2,060,871 3,424,700 4,464,506 4,564,630 4,667,641 4,773,637 4,841,926
Estimated Net Income (Lo¢ (1,031,189) (1,850,583) (1,706,383) (1,891,323) (1,909,990) (1,929,994) (1,951,424) (1,862,154
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BUSINESS GOALS

To expand the number of patients served through the growth of
targeted service lines by achieving an average daily census of
100 patients: Level Il Trauma !

Trauma Center Designation Process:
¥ To receive approval for trauma designation, a hospital must be able to provide
optimum trauma patient care on day one. This requires functioning like a
trauma center with the implementation of comprehensive trauma care system
protocols

¥ Start up trauma centers must have at least six months of documented QA on
trauma care

¥ Start up 15t six months: planning and development
¥ Dry run operating like a Level Il trauma center for at least an additional 6 months

¥ Potential for additional six month review for a total of 18 months start up
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BUSINESS GOALS

To expand the number of patients served through the growth of targeted

service lines by achieving an average daily census of 100 patients:

Level Il Trauma

NMC has recently completed a feasibility assessment of developing a Level Il trauma
I center. The study did an analysis of NMCOs current volumepayor mix and finances on

| trauma care as a basis for assessing costs, revenue and current hospital programs.
, Projected Cases, Payer Mix and Patient Days

Current Incremental Total

Medicare 22 290 312
Medi-Cal 22 228 250
Commercial 35 321 356
Self-Pay 22 213 235
Total Cases 101 1,052 1,153
Medicare 22% 28% 27%
Medi-Cal 22% 22% 22%
Commercial 35% 31% 31%
Self-Pay 22% 20% 20%
Total Mix 100% 100% 100%
Patient Days 326 5,867 6,193
ADC Total 0.9 16.1 17.0
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BUSINESS GOALS

To expand the number of patients served through the growth of
targeted service lines by achieving an average daily census of
100 patients: Level Il Trauma (not included in either financial

forecast)
! |
Level Il Trauma Study - Feasibility Assessment
Description FY 14 FY 15 FY 16 FY 17 FY 18
In cremental Patient Days 6,200 6,200 6,200 6,200 6,200 6,200 6,200
Total Revenue 30,200,000 30,653,000 31,112,795 31,579,487 32,053,179 32,533,977 33,021,987
Total Expenses 20,800,000 21,232,-586 21,633,-092 22,043,-402 22,505,-401 22,977,-648 23,263,-945
Contribution Margin 9,400,000 9,420,414 9,479,703 9,536,085 9,547,778 9,556,329 9,758,042
Indirect Allocation 5,000,000 5,100,000 5,202,000 5,306,040 5,412,161 5,520,404 5,630,812
Net Income 4,400,000 4,320,414 4,277,703 4,230,045 4,135,618 4,035,925 4,127,230
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BUSINESS GOALS

To expand the number of patients served through the growth of
targeted service lines by achieving an average daily census of
100 patients: Level Il Trauma (not included in either financial

forecast) !

‘Implementation of a Level Il trauma center at NMC would require an initial estimated
!capital investment of approximately $20,000,000 and requires a minimum of yearOs
|loperating expense before revenues are generated. This initial cash outlay of
'$22,550,000 would be recouped in years one through five of operations and in year 6
the program is projected to cover its direct and indirect expenses and generate a profit.

Level ll Trauma Study - Working Capital Cash Forecast

Description FY13 FY 14 FY15 FY 16 FY 1 FY 18 FY19 FY20
Starting Cash Balance (22,750,000)  (18,350,000)  (14,029586)  (9,751,883)  (5521,838)  (1,386,220) 2,649,705
Net Income/(Loss) 4400000 4320414 4217703 4230045 4135618 403595 4127230
Subtract: Financing Payments
Subtract Capital Purchases (20,000,000)
Changes in Working Capital (2,750,000)
Cash Borrowing

Estimated Ending Cash Surplus/Shortfall (22,750,000)  (18,350,000) (14,020586)  (9,751,883]  (5,521,838)  (1,386,220) 2,649,705
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BUSINESS GOALS !

|
To assure that resources are available to meet the

hospital ‘s mission over time

Meet profitability goals through the achievement of business growth, improved management of
productivity, strengthened physician business functions, and bending of the healthcare cost
curve

¥ Increase days of cash on hand to A rating
Plan to fund 10 year capital plan

¥  Monitor and anticipate health care reform financial impact; redesign hospital operations as
needed

¥  Expand philanthropic support of NMC programs and services

#
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BUSINESS GOALS !

I
To develop an electronic health record for the

exchange of patient data between NMC and all
County health services

¥ Achieve electronic medical record Imeaningful use z

¥ Establish standalone NMC IT function with efficient linkages to County system. Develop
new NMC IT department including staff and relevant tools for success

Reinforce network infrastructure including Meditech environment
Complete strategic applications ~ implementations
¥  Train hospital staff in new workflows and technologies

K K
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BUSINESS GOALS !

I
Create an inviting & friendly health care facility environment

that promotes healing and well maintained facility & campus:
Implement NMC Master Campus Plan

Over the last twelve months Natividad Medical Center has been working with Reel Grobman
and HMC architecture firms to develop the hospital 's master campus plan. This process has
been collaborative and the following stakeholders have been engaged: Administration, Nursing,
Ancillary and Support Departments, and Physicians. The campus master plan is comprised of
three phases which are described below in more detail (Site Plan drawings B Appendix G)

Phase 1: Top Priority/ Immediate scope: ($64,010,000 )

¥One Story Addition for the Emergency Department (includes three trauma bays) and
Diagnostic Imaging (includes Angiography Suite)

¥ Full Renovation of the existing Emergency Department and Diagnostic Imaging

¥ Expansion of Operating Room B and a minor renovation to Operating Room A

¥ Reconfiguration of the Clean Corridor of the Operating Room to provide access to
Central Sterile

¥ Addition of parking stalls in the current decomposed granite lot on the northeast corner
of the campus

¥ Addition of parking stalls in the new Medical Mall area (grassy field area along
Constitution Blvd.)

¥ Refresh/remodel all patient care units & common areas of NMC
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BUSINESS GOALS !

Create an inviting & friendly health care facility environment
that promotes healing and well maintained facility & campus:

Implement NMC Master Campus Plan
Phase 2: Secondary Priority/ A la carte items that NMC would like to consider in the short
term if funding is available:
¥ Demolition of old hospital to replace with parking stalls: $1,986,000
¥ Addition of a traffic signal at Constitution Blvd. and hospital entrance: $398,000
¥ Addition of parking stalls beside the traffic signal: $368,000
¥ Addition of a 13,800 square foot Medical Mall (shelled) and corresponding parking in
the grassy field area along Constitution Blvd. $7,414,000

Phase 3: Longer Term Priority/ Longer term scope to include the full campus build out
(not  costed out at this time)
¥ Completion of build out and addition to the Medical Mall
¥ Addition of Medical Office Buildings in the field area along Constitution Blvd.
¥ Addition of an acute care tower that will increase Medical/Surgical, Labor and Delivery,
Nursery, and Mother Infant Unit beds
¥ Addition of a new Mental Health Unit and Acute Rehabilitation Unit
¥ Demolition of Buildings 940 and 600 as they will not meet seismic requirements in the
year 2030
¥ Development of the currently occupied land (currently occupied by independent
physician groups) along Natividad Road
¥ Expansion of Laboratory, Pharmacy, Dietary, and Outpatient Therapies
¥ Creation of a Support Services Building
¥ Expansion of the Operating Room and Outpatient Surgery
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BUSINESS GOALS !

|
Five Year Capital Budget '

NMC prepared a Five Year Capital Budget as part of the FY 2012 Budget process where
departments identified specific capital equipment and building needs. This was done
concurrently with the development of the more comprehensive Master Plan.

FIVE YEAR CAPITAL BUDGET

CAPITAL REQUESTS

CATEGORY FY 2011 FY 2012 FY 2013 FY 2014 FY2015 Total
Medical Equipment 2,993,175 7,855,666 5,715,680 331,151 1,175,000 18,070,672
Medical Equipment -

Beds 254,936 357,198 28,122 640,256
Other Equipment 169,997 1,061,897 250,000 22,227 1,504,121
Building Construction 1,401,648 15,887,317 6,042,894 1,775,000 1,775,000 26,881,859

Information Technology 5,609,148 4,709,251 1,639,249 1,439,699 1,240,167 14,637,514
TOTAL 10,428,904 29,871,329 13,675,945 3,568,077 4,190,167 61,734,422
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BUSINESS GOALS !
Ten Year Capital Improvenhent Plan

A projected Ten Year Capital Expenditure Plan was prepared for the business plan. The first
five years is comprised of the Five Year Capital Plan and the final five years is a projection

based on historical needs.

10 Year Capital Expenditures Summary:

Capital Spending

Equipment & Building Total With
Period Renovation Routine ~ Master Plan Total Trauma Trauma
2011 $ 10,428,904.00 $10,428,904.00 $ 10,428,904.0(
2012 29,871,329 29,871,329 29,871,329
2013 13,675,945 13,675,945 13,675,945
2014 3,568,077 3,568,077 20,000,000 23,568,077
2015 4,190,167 35,450,000 39,640,167 39,640,167
2016 5,000,000 2,000,000 7,000,000 7,000,000
2017 5,000,000 2,000,000 7,000,000 7,000,000
2018 5,000,000 2,000,000 7,000,000 7,000,000
2019 5,000,000 2,000,000 7,000,000 7,000,000
2020 5,000,000 2,000,000 7,000,000 7,000,000
Total $ 86,734,422 $ 45,450,000 $ 132,184,422 $ 20,000,000 $ 152,184,427
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MODELS: STATUS QUO, STRETCH

DELEGATIONS, AND AUTHORITY !
|

Three types of governance structures - (1) status qu'o with NMC continuing to be a department within
Monterey County; (2) stretch delegations in which NMC continues to be a department within
Monterey County but is vested with independent authority and decision making in all key
administrative areas; or (3) becomes an authority with a Board of Directors appointed by the Board of

Supervisors - were analyzed for this report.

Following legal review, it was concluded that no material governance and operational improvements
are available under state law for the stretch delegations model. Therefore, it isn 't deemed to have
any long term material strategic value going forward.

This report will focus on a analysis of the difference between the (1) status quo model and the (3)
authority model.
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FINANCIAL FORECASTS |

The financial forecasts presented in this section represent two differing
governance models. Each forecast represents a ten year span from FY
2011 through FY 2020.

¥ The first forecast, labeled Status Quo, represents a projection which
assumes NMCOs current governance structureand all related NMC
services and processes outsourced to the County.

¥ The second forecast, labeled Authority, represents a projection which
assumes NMC organizational structure has been established as a
stand-alone Public Authority beginning in FY 2013.
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COMMON ASSUMPTIONS

10 YEAR FORECAST b STATUS QUO
&
10 YEAR FORECAST b AUTHORITY
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10 YEAR FORECAST ASSUMPTIONS
|

Projected Payor Mix

PAYOR FY11 FY12 FY13 FYL4FYI5 FY16 FYLT FY18 FY19 FY20
MEDICAID 80 2082% LTS 203 2000 2063% 2023% 10.84% 19.44% 19,000
MEDICAID MANAGED CARE 2885 2000% 29.36% 3L17% 33.45% %A% 3713 0.1 L4706 4300%
MEDICARE 17300 1742% 1760 1783 1803% 18200 18.44% 18.65% 18.82% 19,000
MANAGED CARE 1687% 1682% 167% 162 1569 15.15% 1461% 1406% 1352 13.00H
MIA SO 513 400 43% 3T0% 32% 262 204% L4l 100
SELF PAY B30 82T BI6% TI% T 60% 580% 5% A3 400
SHORT DOYLE 1500 L5 LAM LA L3 128 LIS L11%  102% 1.00%

TOTAL 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%100.00% 100.00% 100.00%
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10 YEAR FORECAST ASSUMPTIONS
|

Volume Assumptions

FY 12 FY 13 FY14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20

Inpatient Growth Increase 1% 1% 1% 1% 1% 1% 1% 1%

Outpatient Growth Increase 3% 3% 3% 3% 3% 3% 3% 3%

Average Daily Census 93.9 94.8 95.8 96.7 97.7 08.7 99.7  100.7

Outpatient Visits - Speciality
Clinic 33326 34,326 35356 36416 37,509 38,634 39,793 40,987

Emergency Room Visits 42,420 42844 43273 43,705 44,142 44584 45030 45,480

/N Nahvidad Mepica Center

1%

3%

101.7



10 YEAR FORECAST ASSUMPTIONS

Revenue & Reimbursement Assumptions

I Gross Revenue Increase
Irflpatient Revenue Increase
P!hysician Revenue Increase
Qutpatient Revenue Increase

Net Reimbursement Increase *
Medicare Inpatient and Outpatient
Status Quo
Authority

MediCal Inpatient and Outpatient
Status Quo
Authority
MediCal Managed Care Inpatient and
Outpatient
Status Quo
Authority
Managed Care Inpatient
Managed Care Outpatient

FY12 FY 13 FY14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20

8.0%
0.0%
8.0%

-1.0%
-1.0%

2.0%
2.0%

2.0%
2.0%
5.0%
3.0%

6.0%
0.0%
6.0%

-4.0%
-2.0%

2.0%
2.0%

2.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

2.0%
2.0%

2.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

1.0%
2.0%

1.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

1.0%
2.0%

1.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

1.0%
2.0%

1.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

1.0%
2.0%

1.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

1.0%
2.0%

1.0%
2.0%
3.9%
2.2%

6.0%
0.0%
6.0%

-4.0%
-2.0%

1.0%
2.0%

1.0%
2.0%
3.9%
2.2%
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10 YEAR FORECAST ASSUMPTIONS
|

Non-Patient Revenue Assumptions

FY12 FY13 FY14 FYI1S FYle FY17 FY18 FY19 FY20 Total

NMF Capital Campaign 1,500,000 3,000,000 1,500,000 6,000,000

Addtional MOB rental income 680,256 680,256 693861 1,067,162 1,081,317 1,095,755 1117670 1140023 7,556,301
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10 YEAR FORECAST ASSUMPTIONS
|

Expense Inflation Assumptions

FY 12 thru FY 14 FY 15thu FY 20

Salary and Benefts 3.5% 2.5%
Purchased Services 2.0% 2.0%
Supplies 2.0% 2.0%
Insurance 3.0% 3.0%
Utiites and Telephone 2.0% 2.0%
Other Expense 2.0% 2.0%
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10 YEAR FORECAST B STATUS
QUO
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10 YEAR FORECAST b STATUS QUO !

Included in the Status Quo ten year forecast:

¥
b

K K

Projected ten year capital spending of $132,000,000
Increase rental income from expanded Medical Office building space

o The MOB-Building 400 rental will begin in FY 2013

o Expanding to newly built space along Constitution Blvd. in FY 2016
Expansion of radiology services to include angiography
Capital borrowing of $50,450,000
Projected health care reform impacts on insurance coverage, payor mix and net
revenue
Projected government revenue decreases
Impact to net patient revenue based on payor implementation of pay for
performance programs, first at the state level and then at the federal level
Employee benefits remain unchanged and are included at the same levels as FY
2011

Not included in the Status Quo ten year forecast:

¥
¥

Hospital construction costs related to trauma services
The net revenues and expenses associated with operating a Level Il trauma
program
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10 YEAR FORECAST b STATUS QUO !

Ten Year Income Statement Forecast Status Quo

Description FY 11 FY 12 FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20
Total Gross Patient Revenuz2 703,876,996 775,488,595 833,375,678 895,764,67¢ 963,012,807 1,035,506,12C 1,113,661,892 1,197,931,181  1,288,801,60¢ 1,386,800,381

Total Deductions From Revenue  (569,334,753) (640,401,218) (689,734,095) (745,208,335) (800,345,981) (861,837,681) (933,761,485) (1,011,308,36¢) (1,095,367,425) (1,186,985,68¢

Net Patient Revenue: 134,542,243 135,087,377 143,641,583 150,556,344 162,666,825 173,668,439 179,900,407 186,622,811 193,434,184 199,814,694
Government Revenues: 56,649,279 44,272,090 47,124,413 40,147,146 37,794,454 31,269,873 26,503,808 23,458,003 20,951,209 16,883,074
Total Other Revenues 5078,749 5013795  6,692452 9,062,778 7778875 6,522,384 7,140,892 7,424,099 7,725,878 8,055,054
Total Revenue 196,270,271 184,373,261 197,458,44¢ 199,766,268 208,240,155 211,460,696 213,545,107 217,504,913 222,111,271 224,752,822
Total Expenses 168,104,276 175,382,280 184,278,815 193,778,576 202,328,097 208,740,855  214,643,96C 220,750,299 227,124,796 233,660,323

Net Income/(Loss) 28,165,995 8,990,981 13,179,633 5987692 5912058 2,719,841 (1,098,853)  (3,245,385) (5,013,526) (8,907,501
Cumulative Net Income 37,156,976 50,336,610 56,324,301 62,236,360 64,956,201 63,857,348 60,611,962 55,598,437 46,690,936
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10 YEAR FORECAST b STATUS QUO !

Ten Year Balance Sheet Forecast- Status Quo

Description FY 12 FY 13 FY 14 FY 15 FY 16 FY 17

Assets

Cash 62,232,170 69,805,899 72,779,939 79,276,475 85,011,294 86,094,041 87,366,004 88,992,005 89,807,808 87,697,029
Accounts Receivable Net 17,324,618 17,394,813 18,496,313 19,386,707 20,946,139 22,362,785 23,165,258 24,030,883 24,907,963 25,729,563
County Strategic Reserve-NMC  14,200,00C 14,200,000 14,200,000 14,200,000 14,200,000 14,200,000 14,200,00C 14,200,000 14,200,000 14,200,000
Other Assets 2,832,464 2,213,604 2,356,221 2,007,357 1,889,723 1,563,494 1,325,190 1,172,900 1,047,560 844,154
State Receivables 2,319,234 2,365,619 2,412,931 2,461,190 2,510,413 2,560,622 2,611,834 2,664,071 2,717,352 2,771,699
Prepaid 2,269,662 2,360,448 2,454,866 2,553,061 2,655,184 2,761,391 2,871,846 2,986,720 3,106,189 3,230,437
Current Assets 101,178,147 108,340,384 112,700,27C 119,884,791 127,212,753 129,542,332  131,540,13%  134,046,57¢ 135,786,874 134,472,882
Property, Plant, Equipment 214,689,28¢ 244,560,617 258,236,562 297,254,63¢  301,444,80€ 308,444,80€  315,444,80€ 322,444,80€ 329,444,80€ 336,444,80€
Accumulated Depreciation (96,621,351)  (106,972,654)  (119,051,05€)  (132,265,362) (145,994,261) (159,859,77C) (174,832,17C) (190,878,84€) (208,114,34S) (226,562,301
Net PP&E 118,067,937 137,587,962 139,185,50¢€ 164,989,277 155,450,545  148,585,03€  140,612,63¢ 131,565,96C 121,330,457 109,882,505
Other Assets/Funds in Trust 17,389,742 6,788,487 6,788,487 6,288,487 5,788,487 5,288,487 4,788,487 4,288,487 3,788,487 3,288,487
Total Assets 236,635,826 252,716,833 258,674,264 291,162,554 288,451,785 283,415,855 276,941,255 269,901,025 260,905,818 247,643,874
Liabilities

Current Liabilities 40,283,225 39,371,732 40,757,580 40,945,563 42,038,707 42,785,539 43,011,377 43,391,822 43,816,314 44,113,101
Long-Term Debt 75,034,99C 83,036,509 74,428,459 100,741,074 91,025,102 82,522,499 76,920,915 72,745,625 68,339,452 63,688,221

121,317,611 130,308,592 143,488,22¢ 149,475,917  155,387,97€ 158,107,817 157,008,964 153,763,57¢  148,750,05: 139,842,552

Total Liabilities&Fund Balance 236,635,826 252,716,833 258,674,264 291,162,554 288,451,785 283,415,855 276,941,255 269,901,025 260,905,818 247,643,874
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10 YEAR FORECAST b STATUS QUO !

Cash Flow - Status Quo

Description FY 12 FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20
Starting Cash Balance 44988983 62,232,170 69,805,899 72,779,939 79,276,475 85,011,294 86,094,041 87,366,004 88,992,005 89,807,808
Net Income/(Loss) 28,165,995 8,990,981 13,179,633 5987,692 5912058 2,719,841 (1,098,853) (3,245,385) (5,013,526) (8,907,501
Add back Depreciation 7,764901 10,351,303 12,078,402 13,214,307 13,728,899 13,865,509 14,972,400 16,046,676 17,235,503 18,447,952
Subtract: Debt Principal Payments (3,991,545)  (6,998,481)  (8,608,050)  (9,137,385) (9,715,971) (8,502,603) (5,601,584) (4,175,290) (4,406,173) (4,651,231
Subtract Capital Purchases (10,428,904)  (29,871,329) (13,675,945) (39,018,077) (4,190,167) (7,000,000) (7,000,000) (7,000,000) (7,000,000) (7,000,000
$15 Million Borrowing Repaymert 3,841,115 10,101,255
Changes in Working Capital (8,108,375)
Cash Borrowing 15,000,000 35,450,000
Estimated Ending Cash Balance ~ 62,232,170 69,805,899 72,779,939 79,276,475 85,011,294 86,094,041 87,366,004 88,992,005 89,807,808 87,697,029
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10 YEAR FORECAST b AUTHORITY!

Included in the Authority ten year forecast:

¥ Projected ten year capital spending of $132,000,000

¥ Increase rental income from expanded Medical Office building space
0 The MOB-Building 400 rental will begin in FY 13
o Expanding to newly built space along Constitution Blvd. in FY 2016

Expansion of radiology services to include angiography

Capital borrowing of $50,450,000

Projected health care reform impacts on insurance coverage, payor mix and net

revenue

Projected government revenue decreases

¥ Impact to net patient revenue based on payor implementation of pay for
performance programs

¥ Employee benefits remain unchanged and are included at the same levels as FY
2011

¥ A reduction to purchased services based on the elimination of duplicated
overhead expenditures

¥ Impact to net patient revenue based on payor implementation of pay for
performance programs , first at the state level and then at the federal level

K K K

#

/N Nahvidad Mepica Center



10 YEAR FORECAST b AUTHORITY!

Not Included in the authority ten year forecast:

¥ Construction costs related to expanding the current campus to include trauma
services

¥ The net revenues and expenses associated with operating a Level Il trauma
program

¥ The financial benefits associated with an enhanced ability to attract and retain
primary care and specialty physicians

¥ The financial benefits associated with joint venture and partnering with hospital
systems, hospitals, medical groups and other segments of the health care
industry
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10 YEAR FORECAST b AUTHORITY!

Ten Year Income Statement Forecast - Au

Description FY 12 FY 13 FY 14 FY 15 FY 16
Total Gross Patient Revenue 703,876,996 775,488,595 833,823,037 896,208,521 964,085,857 1,036,622,35¢  1,114,796,201  1,199,086,55¢ 1,289,976,66¢  1,387,992,38(

Total Deductions From Revenus  (569,334,753) (640,401,218) (689,734,095)  (745208,335)  (800,345,981) (861,837,681)  (933,761,485) (1,011,308,36¢)  (1,095367,42E) (1,186,985,68¢

Net Patient Revenue: 134,542,243 135,087,377 144,088,942 151,000,187 163,739,876 174,784,678 181,034,717 187,778,186 194,609,243 201,006,692
Government Revenues: 56,649,279 44,272,090 47,124,413 40,147,146 37,794,454 31,269,873 26,503,808 23,458,003 20,951,209 16,883,074

Total Other Revenues 5,078,749 5,013,795 6,692,452 9,062,778 7,778,875 6,522,384 7,140,892 7,424,009 7,725,878 8,055,054

Total Revenue 196,270,271 184,373,261 197,905,808 200,210,110 209,313,206 212,576,936 214,679,416 218,660,288 223,286,330 225,944,820

Other Expense 3,313,394 3,467,794 3,538,150 3,609,953 3,684,274 3,758,043 3,833,288 3,910,041 3,988,330 4,068,186

Total Expenses 168,104,276 176,232,280 176,436,700 185,938,060 194,489,213 200,903,636 206,808,439 212,916,508 219,292,774 225,830,102

Net Income/(Loss) 28,165,995 8,140,981 21,469,108 14,272,050 14,823,993 11,673,300 7,870,977 5,743,779 3,993,556 114,718
Cumulative Net Income 36,306,976 57,776,084 72,048,134 86,872,127 98,545,427 106,416,404 112,160,183 116,153,739 116,268,457

Net Change from Status Quo - (850,000} 8,289,475 8,284,358 8,911,934 8,953,459 8,969,830 8,989,164 9,007,082 9,022,219
Cumulative Change from Status Quo (850,000} 7,439,475 15,723,833 24,635,768 33,589,226 42,559,057 51,548,221 60,555,303 69,577,521
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10 YEAR FORECAST b AUTHORITY!

Ten Year Balance Sheet Forecast - Authority

Description FY13 FY 14 FY15 FY16
Assets
Cash 62,232,17C 68,955,899 80,219,413 95,000,308 109,647,061 119,683,267 129,925,06C 140,540,22% 150,363,111 157,274,55C
Accounts Receivable Net 17,324,618 17,394,813 18,553,919 19,443,860 21,084,313 22,506,520 23,311,320 24,179,657 25,059,272 25,883,053
County Strategic Reserve for NMC 14,200,00C 14,200,000 14,200,000 14,200,00C 14,200,00C 14,200,000 14,200,000 14,200,00C 14,200,00C 14,200,000
State Receivables 2,832,464 2,213,604 2,356,221 2,007,357 1,889,723 1,563,494 1,325,190 1,172,900 1,047,560 844,154
Inventory 2,319,234 2,365,619 2,412,931 2,461,190 2,510,413 2,560,622 2,611,834 2,664,071 2,717,352 2,771,699
Prepaid 2,269,662 2,383,145 2,502,302 2,627,417 2,758,788 2,896,728 3,041,564 3,193,642 3,353,324 3,520,991
Current Assets 101,178,147 107,513,080 120,244,78¢ 135,740,13z 152,090,29¢ 163,410,63C 174,414,96¢ 185,950,495 196,740,620 204,494,447
Property, Plant, Equipment 214,689,28¢ 244,560,617 258,236,562 297,254,63¢ 301,444,80¢ 308,444,806  315,444,80¢ 322,444,80¢ 329,444,806  336,444,80¢€
Accumulated Depreciation (96,621,351)  (106,972,654)  (119,051,05€) (132,265,362)  (145,994,261)  (159,859,77C) (174,832,17C) (190,878,84€) (208,114,34¢) (226,562,301
Net PP&E 118,067,937 137,587,963 139,185,50¢€ 164,989,277 155,450,545 148,585,03¢ 140,612,63¢ 131,565,960 121,330,457 109,882,50%
Other Assets/Funds in Trust 17,389,742 6,678,995 6,069,503 5,460,011 4,850,519 4,241,027 3,631,535 3,022,043 2,412,551 1,803,059
Total Assets 236,635,826 251,780,038 265,499,795 306,189,420 312,391,363 316,236,693 318,659,139 320,538,498 320,483,628 316,180,011
Liabilities
Current Liabilities 40,283,225 39,284,937 40,143,636 40,248,595 41,342,518 42,017,152 42,170,204 42,481,074 42,838,821 43,071,717
Long-Term Debt 75,034,99C 83,036,509 74,428,459 100,741,074 91,025,102 82,522,499 76,920,915 72,745,625 68,339,452 63,688,221
Fund Balance 121,317,611 129,458,592 150,927,70C 165,199, 75C 180,023,74% 191,697,042 199,568,02C 205,311,79¢ 209,305,355 209,420,07:

Total Liabilities & Fund Balance 236,635,826 251,780,038 265,499,795 306,189,420 312,391,363 316,236,693 318,659,139 320,538,498 320,483,628 316,180,011
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10 YEAR FORECAST b AUTHORITY!

Cash Flow - Authority

Description

FY 12 FY 13

Starting Cash Balance

FY 14 FY 15 FY 16 FY 17 FY 18 FY 19

44,988,983 62,232,170 68,955,899 80,219,413 95,000,309 109,647,061 119,683,267 129,925,060 140,540,225 150,363,111
Net Income/(Loss) 28,165,995 8,140,981 21,469,108 14,272,050 14,823,993 11,673,300 7,870,977 5,743,779 3,993,556 114,718
Add back Depreciation 7,764,901 10,351,303 12,078,402 13,214,307 13,728,899 13,865,509 14,972,400 16,046,676 17,235,503 18,447,952
Subtract: Debt Principal Payments; (3,991,545) (6,998,481) (8,608,050) (9,137,385) (9,715,971) (8,502,603) (5,601,584) (4,175,290) (4,406,173) (4,651,231
Subtract Capital Purchases (10,428,904) (29,871,329) (13,675,945) (39,018,077) (4,190,167) (7,000,000) (7,000,000) (7,000,000) (7,000,000) (7,000,000
$15 Million Borrowing Repay ment 3,841,115 10,101,255
Changes in Working Capital (8,108,375)
Cash Borrowing 15,000,000 - 35,450,000 -
Estimated Ending Cash Balance 62,232,170 68,955,899 80,219,413 95,000,309 109,647,061 119,683,267 129,925,060 140,540,225 150,363,111 157,274,550
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10 YEAR FORECAST b AUTHORITY!

Definition
Current Ratio Current Assets/Current Liabilities

((Cash+investments)/(Total Expen
Days of Cash On Hand ~ Non-Cash Expenses))# Period Da

Days of Cash On Hand witl ((Cash+investments)/(Total Exper

Strategic Reserve - Nativide Non-Cash BExpenses))# Period Da

Debt Ratio Total Debt / Total Assets

Debt to Equity Ratio Total Debt / Total Fund Balance
(Net Patient AR/((Net Pt Rev/Days

Days of Revenue - Net in Period)

Profit Margin Net Income/Total Revenue

Return on Equity Net Income/Total Fund Balance)

Return on Assets Net Income/Total Assets

10 Year Financial Ratios - Authority

FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19

2.51

141.67

173.99
31.71%
61.85%

47.00
14.35%
23.22%
11.90%
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2.74

151.73

182.97

32.98%
64.14%

47.00
4.42%
6.29%
3.23%

3.00

178.15

209.68
28.03%
49.31%

47.00
10.85%
14.22%

8.09%

3.37

200.75

230.76

32.90%
60.98%

47.00
7.13%
8.64%
4.66%

3.68

221.40

250.08
29.14%
50.56%

47.00
7.08%
8.23%
4.75%

3.89

233.56

261.27

26.10%
43.05%

47.00
5.49%
6.09%
3.69%

414

247.20

274.22

24.14%
38.54%

47.00
3.67%
3.94%
2.47%

4.38

260.56

286.89
22.69%
35.43%

47.00
2.63%
2.80%
1.79%

459

271.62

297.27
21.32%
32.65%

47.00
1.79%
1.91%
1.25%

4.75

276.81

301.80
20.14%
30.41%

47.00
0.05%
0.05%
0.04%



10 YEAR FORECAST b AUTHORITY!

COUNTY CHARGES
FY 2012 Percentage
COUNTY EXPENSE * Fy 2011 Budget Change

Telephone/Telecom charges 551,917 601,949 9%
Data Processing - County IT 1,110,176 1,269,078 14%
ERP IT Charges 241,438 695,603 188%
Other Benefits - OPEB Allocation 609,671 659,139 8%
Other Benefits - EE Assistance Program 27,315 27,315 0%
General Liability Ins - Pajaro Litigation 312,460 321,096 3%
General Liability Insurance 294,150 325,908 11%
LT Disability 27,717 27,717 0%
State Unemployment Insurance 136,674 396,459 190%
Worker's Compensation 1,893,609 3,628,897 92%
Wellness Program 64,995 69,591 7%
EBS Administration 42,600 42,600 0%
COWCAP (2012 Estimate) 2,825,359 4,452,756 58%
Property Insurance (2012 Estimate) 514,547 700,000 36%
Printing - estimate 6,917 27,030 291%
Record Retention - 146,970 0%
Fleet - Fuel 13,526 13,526 0%
Fleet - Maintenance 12,526 12,526 0%
Fleet - Lease/Rent 13,028 15,418 18%

FY 2012 Budget adjustment (800,000
TOTAL: 8,698,624 12,633,578 45%

* Does not include County Counsel direct charges which are allocated based on billable hou
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10 YEAR FORECAST b COMPARISON !

In the authority forecast there is a positive net income over the 10 year forecast. The Status
Quo forecast is positive for the first six years and then begins to decrease as governmental
revenues decrease. The cash balance declines in parallel with the decrease in net income.
| Cash begins to decrease as it is used to fund expense shortfalls, resulting in a $70 million cash
i balance variance between the two forecasts.

Description FY 11 FY 12 FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20
CASH
Cash Balance - Status Quo 62,232,170 69,805,899 72,779,939 79,276,475 85,011,294 86,094,041 87,366,004 88,992,005 89,807,808 87,697,029
Cash Balance - Authority 62,232,170 68,955,899 80,219,413  95000,309 109,647,061 119,683,267 129,925,060 140,540,225 150,363,111 157,274,550
Variance - 850,000  (7,439,475) (15,723,833) (24,635,768) (33,589,226) (42,559,057) (51,548221) (60,555,303) (69,577,521)
NET INCOME
Net Income - Status quo 28,165,995 8,990,981 13,179,633 5,987,692 5912,058 2,719,841  (1,098,853)  (3,245,385) (5,013,526)  (8,907,501)
Net Income - Authority 28,165,995 8,140,981 21,469,108 14,272,050 14,823,993 11,673,300 7,870,977 5,743,779 3,993,556 114,718
Variance 850,000  (8,289.475)  (8,284,358) (8,911,934) (8,953,459)  (8,969,830) (8,989,164)  (9,007,082)  (9,022,219)
Net Income Cumulative Variance 850,000  (7,439.475) (15,723,833) (24,635,768) (33,589,226) (42,559,057) (51,548,221) (60,555,303) (69,577,521)
TOTAL ASSETS
Total Assets - Status Quo 236,635,826 252,716,833 258,674,264 291,162,554 288,451,785 283,415,855 276,941,255 269,901,025 260,905,818 247,643,874
Total Assets - Authority 236,635,826 251,780,038 265,499,795 306,189,420 312,391,363 316,236,693 318,659,139 320,538,498 320,483,628 316,180,011
Variance - 936,795  (6,825,532) (15,026,866) (23,939,578) (32,820,838) (41,717,884) (50,637,473) (59,577,811) (68,536,138)

/N Nahvidad Mepica Center



10 YEAR FORECAST -
COMPARISON WITH TRAUMA

/AN Natividad Mepical Center



10 YEAR FORECAST b STATUS QUO
WITH TRAUMA

If NMC implements a Level Il trauma program upder the status quo model the initial cash outlay
would greatly reduce cash in FY 13 and the hospital would continue to generate losses from
loperations in FY 19 and FY 20 even after incorporating projected Level Il trauma profits.

|

Cash Flow - Status Quo & Trauma

Description FY 14 FY 15 FY 16 FY 17
Cash Balance prior to Trauma 72,779,939 79,276,475 85,011,294 86,094,041 87,366,004 88,992,005 89,807,808 87,697,029
Level Il Trauma Cash Surplus/S hortfall (22,750,00C) 4,400,000 4,320,414 4,277,703 4,230,045 4,135,618 4,035,925 4,127,230
Total Cash Balance after Trauma 50,029,93¢ 83,676,475 89,331,708 90,371,744 91,596,04¢ 93,127,622 93,843,733 91,824,258

Income Statement - Status Quo & Trauma

Description FY 13 FY 14 FY 15 FY 16 FY 17
Net Income Before Trauma Program 13,179,633 5,987,692 5,912,058 2,719,841 (1,098,853) (3,245,385) (5,013,526) (8,907,501
Level Il Trauma Net Income 4,400,000 4,320,414 4,277,703 4,230,045 4,135,618 4,035,925 4,127,230
Total Net Income after Trauma 13,179,633 10,387,691 10,232,473 6,997,544 3,131,192 890,232 (977,601) (4,780,271
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10 YEAR FORECAST b AUTHORITY
WITH TRAUMA

If NMC implements a Level Il trauma program under the authority model the initial cash outlay
would be less of a financial constraint and the Level Il program profitability would enhance
operations bringing the net income from operations in FY 20 close to the budgeted net income

| target of the past few years.

Cash Flow - Authority & Trauma

Description FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20

Cash Balance prior to Trauma 80,219,413 95,000,309 109,647,061 119,683,267 129,925,060 140,540,225 150,363,111 157,274,550

Level Il Trauma Cash Surplus/Shortfall (22,750,000) 4,400,000 4,320,414 4,277,703 4,230,045  4,135618  4,035925 4,127,230

Total Cash Balance after Trauma 57,469,413 99,400,308 113,967,47€¢ 123,960,97C 134,155,105 144,675,842 154,399,03¢ 161,401,78C

Income Statement - Authority & Trauma
Description FY13 FY14 FY15 FY16 FY17

Net Income Before Trauma Program 21,469,108 14,272,050 14,823,993 11,673,300 7,870,977 5,743,779 3,993,556 114,718

Level Il Trauma Net Income 4,400,000 4,320,414 4,277,703 4,230,045 4,135,618 4,035,925 4,127,230

Total Net Income after Trauma 21,469,108 18,672,050 19,144,407 15,951,003 12,101,023 9,879,396 8,029,481 4,241,948
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UNFUNDED LIABILITIES

NMC has been working with the County leadership and the Auditor-Controller 's staff to determine the
portion of the County s unfunded liabilities which directly relate to NMC. At the time this report was
prepared only one liability has been estimated. The liabilities reflected in both of the financial
forecasts are consistent with NMC audited and monthly financial reports to the Budget Committee.

Under the two financial forecasts the ability to fund any unfunded liability is significant greater under
the Authority model which accumulates an additional $70 million of net cash flow over the ten year

projection.
The status of the unfunded liability analysis:

Worker 's Compensation: A draft report was prepared by the County ‘s actuary indicating that there is
a receivable due to NMC of $3.6 million for the period 2004 through projected 2011.

Other Post Retirement Benefits (OPRB): The actuary is working on the report waiting for CalPERS
data which is being coordinated by the CAO s Office.

CalPERS Retirement: CalPERS created reports which were reviewed by the CAO s Office and were
incorrectly prepared. Work is still ongoing to obtain an accurate unfunded liability for NMC. NMC
senior management estimates this liability to be $25M D $45M.
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ADMINISTRATIVE SUPPORT ANALYSIS

Assessment of Existing Administrative Capacity:
Knowledge and Experience of Senior Managers

The executive management team at NMC has years of experience managing independent, stand
alone hospitals. The NMC executive management team has managed for-profit hospitals, not-
for-profit hospitals, district hospitals and public hospital settings. These work settings have all
required internally, independently managed administrative and operational functions such as
payroll, accounts payable, procurement, debt services, cash management, contracting for
services and supplies, joint ventures fixed asset management, capital improvements, human
resource development including classifications, compensation, recruitment, position control,
labor relations, and risk management. For the executive management team at NMC, the hospital
becoming a free standing authority would not present a new business environment but one in
which they have all had a wealth of experience.
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ADMINISTRATIVE SUPPORT ANALYSIS

Assessment of Existing Administrative Capacity:
Cost Effectiveness

In reviewing the administrative, fiscal, and operation functions which NMC would manage
independently under an authority model, it has been determined that NMC can perform all of
the administrative and operational functions that will be required. For those specific
administrative or operations functions that NMC may consider outsourcing, the cost in the
marketplace is anticipated to be lower than what they are currently reimbursing specific county
departments for similar services. The fact that there will not be increased administrative or
operational costs is extremely important since in the new competitive health care environment
NMC will need to keep its administrative costs as low as possible in order to deliver services
that are cost effective and financially competitive.
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ADMINISTRATIVE SUPPORT ANALYSIS

Assessment of Existing Administrative Capacity:
Auditor/Controller Functions

NMC currently has sufficient staff and internal data and financial systems in place to carry out all
accounts receivable, accounts payable and procurement functions. Currently the Finance
Division has 8 employees including a Controller, Chief Hospital Accountant, two Accountant Il s,
two Account Technician and a two Senior Account Clerk. NMC would also contract directly with
an outside audit firm to conduct the external annual audits required by state and federal law. It
should be noted that all recent external audits have not identified any significant administrative or
financial issues with NMC s current operations.

Assessment of Existing Administrative Capacity:
Compliance & Risk Management

NMC currently has a Compliance Officer to ensure adherence to federal and state law regarding
patient safety and operational procedures. The risk management function would be added to
this office with support from the administrative and financial divisions.
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ADMINISTRATIVE SUPPORT ANALYSIS

Assessment of Existing Administrative Capacity:
Government Liaison

In order to ensure that NMC complies with all County, State and Federal regulations, statues or
ordinances, a senior management position will be identified which will have this responsibility
and report directly to the NMC s Chief Executive Officer. This position will interface with local,
state and federal officials to ensure that in its role as an authority, NMC meets and/or fulfills all
local, state and federal requirements.

Assessment of Existing Administrative Capacity:
Capital Improvements

In terms of capital improvements, NMC currently has sufficient staffing in place to manage all
contracting, fixed asset management, capital asset management, managing bidding processes
and overseeing construction and remodeling projects. NMC currently has the internal software
to assure that NMC meets all Office of Statewide Health Planning and Development (OSHPD)
reporting requirements. NMC has the capacity to directly contract for architectural and
construction management services when required.
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ADMINISTRATIVE SUPPORT ANALYSIS

Assessment of Existing Administrative Capacity:
Purchasing/Contracting

Purchasing and contracting functions can be accomplished with the current administrative
staffing without needing to add any additional positions. The Materials Management Division
includes 12 employees including a Director of Material Management, a Hospital Purchasing and
Support Director, a Buyer I, a Material Management Assistant, a Senior Storekeeper, five
Storekeepers, a Courier and a Principle Office Assistant. NMC has the capacity to develop
professional service agreements, develop exclusive contracts, partnership agreements, joint
ventures and vender agreement.

Assessment of Existing Administrative Capacity:
Asset Management

NMC s executive management team has experience and expertise in the areas of asset
management, capital purchasing, facility development and construction, and cash & debt
management with banks and other financial institutions.
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ADMINISTRATIVE SUPPORT ANALYSIS

Assessment of Existing Administrative Capacity:
Human Resources

NMC currently has the internal capacity to accomplish the human resource requirements for the
hospital. The Human Resource Department consists of 11 FTE ‘s including one Human
Resource Administrator, one Senior Personnel Analyst, three Associate Personnel
Analysts, five Personnel Services Technicians, and one Principal Office Assistant.

NMC s Human Resource Department has the existing capacity to perform classification
studies, compensation studies, conduct position recruitments, maintain position control,
develop or maintain benefit structures, conduct labor relations and a worker compensation
program. NMC may consider contracting with a private vendor for certain services involving
workers compensation, equal opportunity services, and recruitment for highly specialized
positions or with an executive search firm if needed.
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ADMINISTRATIVE SUPPORT ANALYSIS

Authority Implementation Plan

In order to transition to an authority model, the following is a list of administrative and governance functions and
tasks which would need to be transferred directly to NMC. The tasks and issues are as follows (including but not
limited to):

¥ Auditor and Controller Functions: Internal Audits, Contracts for External Audits, Payroll, Accounts Payable,
Procurement Involvement

¥ Human Resources: Compensation, Recruitment, Retention, Discipline, Position Control, Incentives, Benefits,
Labor Relations, Equal Employment Opportunity, Risk Management

¥ Capital Improvements: Contracting, Fixed Assets, Capital Assets, Construction/Remodeling Projects

¥ Purchasing/Contracting::  Professional Service Agreements, Exclusive Contracts, Partnerships, Risk Sharing
Ventures, Joint Ventures, Procurement, Vender Agreements

¥ Asset Management, Leasing, Borrowing or Bonding Authority: Treasury/Banking Functions

¥ Development of Enabling Legislation: Draft or Amend Statutory Language, Identify Legislative Author(s),
Develop Legislative Briefing Paper

¥ Identify Key Elements of Governance Structure: Review Current By-Laws for Amendments, Decide on Size
and Composition of NMC Board of Directors.
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