DIVISION OF HEALTH PLANNING
AND RESOURCE DEVELOPMENT
AUGUST 2001

CON REVIEW: NH-CB-0601-025
WINDHAM HOUSE OF HATTIESBURG, LLC D/B/A WINDHAM HOUSE LIVING

CENTER

CONSTRUCTION OF A 60-BED FACILITY IN LAMAR COUNTY
Capital Expenditure: $456,146
Location: Hattiesburg, Mississippi

Staff Analysis

Project Summary

A.

Applicant Information

Windham House Living Center will be owned by Windham House of
Hattiesburg, LLC, a Mississippi for profit limited liability company which has as
its managing member Magnolia Management Corporation. Magnolia
Management Corporation operates and manages Windham House of
Hattiesburg, a long term care complex, including a skilled nursing facility, a
continuing care retirement center and an independent living facility in
Hattiesburg, Lamar county, Mississippi. Magnolia Management has over 25
years of experience in the operation of skilled nursing facilities.

Project Description

Windham House of Hattiesburg, LLC, requests Certificate of Need authority to
convert existing space at Windham House to 60 skilled nursing beds in
Hattiesburg, Mississippi. The proposed conversion of a portion of its assisted
living complex to 60 nursing facility beds will result in 23,405 square feet of
space and will require 54.0 full-time equivalent personnel at an estimated
annual cost of $699,032 the first year. According to the applicant,

Magnolia Management Corporation, as managing member of Windham House
, LLC, has the financial strength and resources to fund the proposed conversion
of space and construction. Windham House of Hattiesburg is a long term care
complex offering 30 skilled nursing facility beds, a continuing care retirement
center and an assisted living facility in Hattiesburg. The Division of Health
Facilities Licensure and Certification has approved the site for the proposed
project, and the applicant agrees not to sale or lease the facility for a period of
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not less than three years from initial licensure.

Type of Review Required (60-Bed Nursing Facility)

This application for the construction/establishment of 60-bed nursing facility beds is
reviewed in accordance with Section 41-7-191, subparagraphs (1)(a) and (2)(q)(i),
(@)(ib), (q)(iii), (q)(iv), and (g)(v) Mississippi Code of 1972 Annotated, as amended
(Senate Bill 2679, 1999 Regular Session), and duly adopted rules, procedures, plans,
criteria, and standards of the Mississippi State Department of Health. Senate Bill
2679 authorized the Department to issue Certificates of Need during the next four
fiscal years for the construction expansion of nursing facility beds in each county in the
state having a need for 50 or more additional nursing facility beds, as shown in the
Fiscal Year 1999 State Health Plan.

Lamar County is one of six counties eligible to receive a Certificate of Need for 60
nursing facility beds in Fiscal Year 2002. The department received four applications
for the 60-bed nursing facility authorized for Lamar County. Of the four applications,
one application, Sentry North, L.P., was deemed incomplete and deferred to a
subsequent cycle. The three applications listed below were deemed complete of July
1, 2001 and entered into Review Cycle 3 as competing applications:

NH-CB-0601-025
Windham House of Hattiesburg, LLC

Establishment of a 60-Bed Nursing Facility in Lamar County
Capital Expenditure: $456,146

NH-CB-0601-026
McElroy-York Life Care community, LLC d/b/a Acadia Court

Construction of a 60-Bed Nursing Facility in Lamar County
Capital Expenditure: $2,063,418

NH-CB-0601-032

HTC Healthcare, LLC
Construction of a 60-Bed Nursing Facility Addition in Lamar County
Capital Expenditure: $700,000

In accordance with Section 41-7-797(2) of the Mississippi Code of 1972 Annotated,
any affected person may request a public hearing on this project within 20 days of
publication of the staff analysis. The hearing fee of $4,000 must be paid at the time of
the request, to be valid. The opportunity to request a hearing expires on September
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4, 2001.

Conformance With the State Health Plan and Other Adopted Criteria and
Standards

A.

State Health Plan (SHP)

The EY 1999 State Health Plan addresses policy statements and specific’s
criteria and standards which anapplicant is required to meet prior to receiving
Certificate of Need authority to construct/establish nursing facility beds. This
applicationis in substantial compliance with policy statements and criteria and
standards for these types of projects.

SHP Criterion 1 - Need

Lamar County is located in Long-Term Care Planning District IV (LTCPDIV).
The FY 1999 State Health Plan shows an unmet need in Lamar County of 76
nursing facility beds and a total unmet need of 923 nursing facility beds for
LTCPDIV. Approval of this request for 60 nursing facility beds will reduce the
unmet need for nursing facility beds in LTCPDIV by 60 beds.

SHP Criterion 2 - Facility Size

Senate Bill 2679 (1999 Regular Session) authorized the approval of a
Certificate of Need for 60 additional nursing facility beds in Lamar County in FY
2002, and this application is in compliance with this criterion and the statute.

SHP Criterion 3 -Statistical Need/Competing Applications

Lamar County is located in Long Term Planning District IV. TheEY 1999 State
Health Plan shows an unmet need in Lamar County of 76 nursing facility beds
and atotal unmet need in LTCPDIV of 923 beds. As previously mentioned, the
Department received four competing applications for the 60 nursing facility
beds authorized by Senate Bill 2679 for Lamar County in FY 2002. Only three
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applications were deemed complete on July 1, 2001 and entered into Review
Cycle 3. Also, all nursing facility applications filed with the Department by June
1, 2001 for the FY 2002 authorization are mandated to be reviewed under the
FY 1999 State Health Plan.

General Review Criteria

Chapter 8 of the Certificate of Need Review Manual, Revised 2000, addresses
general review criteria by which all Certificate of Need applications are
reviewed. This applicationis in substantial compliance with applicable general
review criteria.

GR Criterion 3 - Availability of Alternatives

The applicant believes its proposal for the conversion of a portion of its
assisted living complex to a 60-bed nursing facility in Lamar County is the most
effective alternative to meet the long term care needs in Lamar County and the
surrounding area.

GR Criterion 4 - Economic Viability

According to the applicant’s projected operating statement, gross revenues for
the first three years will be $2,169,746, $2,569,111 and $2,601,763,
respectively. Net income for the first three years is projected to be $334,016,
$511,133 and $450,462, respectively. Consequently, the proposed project
appears to be economically viable.

GR Criterion 5 - Need

Lamar County is located in Long-Term Care Plan District IV (LTCPD 1V). The
FY 1999 State Health Plan shows an unmet need in Lamar County of 76 nursing
facility beds and a total unmet need in LTCPD IV of 923 beds. Approval of this
request for 60 nursing facility beds would reduce the unmet need in LTCPD IV
by 60 beds. The application contained 613 letters of support for this project.

GR Criterion 6 - Accessibility

The applicantindicated that all residents in Lamar County and surrounding area
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will have access to the proposed facility and stated that there will be no
discrimination against the handicapped, women, the elderly and members of
racil and ethnic minorities. The applicant projects that the payor mix will be as
follows: Medicaid - 50.0 percent; Medicare - 29.0 percent; and Private Pay -
21.0 percent.

GR Criterion 7 - Information Requirement

Windham House Living Center affirms that it will record and maintain the
information required by this criterion and will make it available to the
Mississippi State Department of Health within 15 business days of such
request.

GR Criterion 8 - Relationship to Existing Health Care System

There are two nursing facilities located in Lamar County, totaling 150 nursing
facility beds: Adventist Health Center - 120; and Windham House of
Hattiesburg, LLC - 30. The occupancy rate for the two facilities in 2000 was
97.29 percent and 40.24 percent, respectively. The applicant has entered into
a transfer agreement with Wesley Medical Center. The application contained
613 letters of support.

GR Criterion 9 - Availability of Resources

Wiindham House Living Center affirms the availability of resources (including
staff, health personnel and management personnel), and funds for capital and
operating needs to implement this project.

GR Criterion 15 - Competing Applications

The Department received four applications for the 60 nursing facility beds
authorized for Lamar County in FY 2002. See Appendix | for a comparative
analysis of the three applications deemed complete and entered in Review
Cycle 3 as competing applications.

CR Criterion 16 - Quality of Care
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Windham House’s proposed project will be licensed under the Minimum
Standards of Operations for Institutions for the Aged or Infirm by the Mississippi
State Department of Health will be certified for participation in Medicare and
Medicaid programs.

Financial Feasibility

A.

Capital Expenditure Summary

New Construction Cost $135,378
Renovation Cost 141,490
Fixed Equipment 27,190

Non-Fixed Equipment 104,250
Site Preparation 12,838

Fees 6,000
Contingency Reserve 30,000
Capitalized Interest 9,000
TOTAL PROPOSED $456,146
CAPITAL EXPENDITURE

The above estimated capital expenditure is proposed for the new construction
of 20,588 square feet at a cost per square foot of $8.37 and the construction
of 2,817 square feet of new space at a cost per square foot of $63.76. The
resulting structure will contain 23,405 square feet of space. The cost per bed,
based on the total capital expenditure, is $7,602. Means Construction Cost

Data 2001 shows the low range per square foot to be $69.25 and the low range

per bed cost to be $30,000. The unique nature of this project generates costs
per bed and per square foot below the low range listed in Means.



Method of Financing

According the applicant, Magnolia Management Corporation, as managing
member of Windham House, LLC has the financial strength and resources to

fund this proposed project.

Effect on Operating Cost

The applicant projects the following expenses, utilization, and results from

HP&RD (08/01)
NH-CB-0601-025
Page 7

operations the first three years following completion of the project:

EXPENSES Year 1 Year 2 Year 3
Nursing $1,005,854 $1,180,245 $1,239,257
Patient Services 300,160 326,990 343,342
Plant Operations & Maintenance 122,760 127,057 133,409
General/Administrative 215,436 232,165 243,773
Depreciation 25,145 25,145 25,145
Cost Allocation 166,375 166,375 166,375
TOTAL EXPENSES $1,835,730 $2,057,978 $2,151,301
REVENUES Year 1 Year 2 Year 3
Gross Patient Revenue $2,169,746 $2,569,111 $2,601,763
Total Deductions -0- -0- -0-
Net Revenue $2,169,746 $2,569,111 $2,601,763
Year 1 Year 2 Year 3
Occupancy Rate (%) 80.9% 98.3% 98.3%
Patient Days 17,720 21,535 21,535
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Cost/Patient Day $101.97 $95.56 $99.89
Charge/Patient Day $121.79 $119.29 $120.82
NET INCOME(LOSS) $334,016 $511,133 $450,462

The applicant projects that the per diem cost to Medicaid for the first year would
be $76.14.

Applicant’s projections appear reasonable and comparable to other nursing
facilities of similar size and payor mix.

D. Cost to Medicaid/Medicare

The impact of the project on third party payers is as follows for the first year:

Payor Mix Utilization Percentage First Year Cost
Medicaid 50.0 $669,081
Medicare 29.0 $1,147,740
Private Pay 21.0 $352,925
Total 100.00 $2,169,746

Recommendation of Other Affected Agencies

The Division of Medicaid was provided a copy of this application for comment.
According to the Division of Medicaid, this project is expected to increase Medicaid
expenditures by approximately $ in total funds based on a stable occupancy rate.

Conclusion and Recommendation

This project is in substantial compliance with the criteria and standards for nursing
facility beds as contained in the FY 1999 State Health Plan, the Certificate of Need
Review Manual, revised 2000, and all adopted rules, procedures, and plans of the
Mississippi State Department of Health.

The project also complies with Senate Bill 2679 of the 1999 Legislative Session, which
authorized the Department of Health to issue a CON for the construction or expansion
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of nursing facility beds or the conversion of other beds to nursing facility beds in each
county a need for 50 or more additional nursing facility beds, as shown in the FY 1999
State Health Plan.

Lamar County is one of six counties eligible to receive a Certificate of Need for 60
nursing facility beds in FY 2002. The Department received four applications for the 60
nursing facility beds authorized for Lamar County. Three of these applications were
deemed complete on July 1, 2001 and entered into Review Cycle 3 as competing
applications. One of the applications was deemed incomplete on July 1, 2001 and
was deferred to a subsequent review cycle, pending completeness. With competing
applications, the Department must determine which applicant, if any, is the most
appropriate applicant for providing the proposed service. After a thorough
examination and analysis of each of the three competing applications filed for a 60-
bed nursing facility in Lamar County, including the development and utilization for a
comparative analysis and consideration of the comments from the Division of
Medicaid, the Division of Health Planning and Resource Development has determined
that the application submitted by HTC Healthcare, LLC is the most appropriate
applicant to provide the proposed nursing facility services in the 60-bed facility
authorized by Senate Bill 2679 for Lamar County in FY 2002 (See Appendix ).
Approval of this application precludes approval of any other competing application in
Lamar County.

Consequently, the Division of Health Planning and Resource Development
recommends disapproval of the application submitted by Windham House of
Hattiesburg, LLC.



APPENDIX |

COMPARATIVE ANALYSIS
PROPOSED 60-BED NURSING FACILITIES
LAMAR COUNTY
(THIRD YEAR OF OPERATION)
Acadia Court Windham House HTC Healthcare
Size (Sqg. Foot) 1 24,515 2 23,405 3 17,850
Capital Expenditure 3 $2,063,418 1 $456,146 2 $700,000
Cost/Sq. Foot 3 $70.03 2 $63.76* and 1 $35.85
$8.37xx
Cost/Bed (Total Cost) 3 $34,390 1 $7,602 2 $11,667
Gross Revenue $2,665,860 $2,601,763 $3,747,273
Deductions - - (254,691)
Net Revenue $2,665,860 $2,601,763 $3,492,582
Expenses $2,374,004 $2,151,301 $3,193,432
Net Income $291,856 $450,462 $305,150
Occupancy Rate 95.0% 98.3% 92.0%
Patient Days 20,805 21,535 20,148
Cost/Patient Day $114.11 $99.89 $158.50
Charge/Patient Day $128.14 $120.82 $185.99
Personnel Required 2 58 3 54 1 77
First Year Cost $1,095,136 $699,032 $1,290,464
Medicaid Utilization (%) 54.0 50.0 8.33
Medicare Utilization(%) 3 28.0 2 29.0 1 43.75
Private Pay Utilization (%) 18.0 21.0 47.92
Cost to Medicaid (1 yr) 2 $443,123 3 $699,081 1 $141,620
Per Diem Costs Medicaid (1% 2 $84.63 1 $76.14 3 $97.00
yr)
Continuum of Care (yes/no) 1 yes 1 yes 1 yes
Community of Support Letters 1 1,568 3 613 2 795
Signed Agreement -1 yes -1 yes -1 yes
Composite Score 20 18 16

* New Construction Cost/Square Foot

xX  Renovation Cost/Square Foot




