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The New Economic Realityy How Did This Happen?

el

Loan Levels

om oo
[ J_l [0

American society

E
E

AATf f | uegcessiae dise of debt in the pursuit of the American Dream
Compounded by a corresponding lack of savings

Housing and how it was financed

E

E
E
E

Boom led to lenders looking for more ways to make mortgage loans
MBS created to pool mortgages

Six million Americans borrowed 100% of the value of their home
Wall Street created way to package these loans<C D Os 0

Commodity prices

E

Uncertain macroeconomic conditions contributed terskketing commaodity prices

E Abnormal runup in prices of commodities threaten economic, political, and social stabil

GLOBAL FINANCIAL MELTDOWN
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Implications for Healthcare Providers

D Impact on operationsi pressure on all sides
E Lower elective and ambulatory volumes

E Increased uncompensated care
E Deteriorating patient / revenue mix

Cloudy outlook for government funding
E Medicare / Medicaid
H H H H E Stimulus package (ARRA)

E Healthcare reform

Challenging financial markets
E Access to tax exempt financing difficult at best
E Below expected investment performaiidest on average 230% of portfolio value
E Decreasing philanthropic support

Pressure on capital spend
E Planned or ongoing major projects
E Routine
E Strategic
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The New Economic Reality

Given the new economic reality, the current capital cost model is not sustainalilehe cost of new facility projects

will need to be reduced by as much as 25% to be financially feasible.

XYZ Healthcare System - 2010 Capital Budget
Capital Projects Pre-Financial  |Targeted Reduction| Target Percent |Adjusted Budgetin
Meltdown to Achieve a Reduction New Economic
Budget Feasible Project Reality
Project A $150,000,000 $37,500,000 25% $112,500,000
Project B $45,000,000 $11,250,000 25% $33,750,000
Project C $35,000,000 $8,400,000 24% $26,600,000
Project D $22,000,000 $5,060,000 23% $16,940,000
Project E $18,000,000 $4,320,000 24% $13,680,000
Project F $12,000,000 $3,000,000 25% $9,000,000
Project G $9,000,000 $2,070,000 23% $6,930,000
Project H $4,000,000 $880,000 22% $3,120,000
Project | $2,000,000 $360,000 18% $1,640,000
Total $297,000,000 $72,840,000 25% $224,160,000
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An Invitation

Our goal with this discussion is tenerate dialoguearound how to modify planned capital cost projects to
meet thancreasing capital pressuresreated by the changing economic reality (without reducing revenue
generating functions).

The ideas presented hesgan the continuumfrom activities in the planning phase through preconstruction and
construction. It will require multi-disciplinary team to address all of these areas and identify the cost saving
potential.

Hammes Company is unique in its ability to offenalti -disciplinary perspectiveon this process and bring
forth acollection of cost saving opportunitieso help you achieve your objectives and move forward with your
plans.

It is important to note that the ideas presented here dre a | in some settingsinand/
a situation where capital is readily available. However, thedee as ar e not f@dAneed ino h.
an environment where capital is scarce and fiscal responsibility is a high priority.

While none of these ideas on their own will deliver-25% cost savings, it is the sum of the ideas
that provides the project cost savings necessary to make capital construction projects feasible
in light of the new economic reality.

Hammes Company
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Assessing the Drivers of Cost

Total Project Cost Building Construction Cost
(ZLGZ; ) Roof
_ . G i Exterior Skin (3-4%)
Off-site Improvements uilding Construction (20-25%)
(2-5%) (52-62%)
Mechanical, Electrical & Plumbing
Soft Costs (40-45%)
(8-11%)
Equipment & IT
(20-33%) ;
Interiors
(20-25%) Structure
Move & Disposition Expenses Elevators (10-12%)
(0-5%) (3-4%)
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Assessing the Drivers of Cost

It i s Iimportant to note that there is a | ot of -comstbhatignui t vy
cost, construction cost plus equipment, total project cosffdice r e ar e many di ff er gherearavays t o
quotes in the market for $600,000 per bednd that isnost likely construction costs only As you can see from the chart below,

construction costs only represents 560% of total project costs.

First, what is the cost per bed using total project costs? Second, what is meant by per bed? Does this include aldegs (incl
shelled beds) or just licensed beds$®se statements made in the market can be very misleadiagd should banalyzed
thoroughly before making broad comparisons to other projectsConclusions should be checked to ensure an accurate and

complete comparison has been completed.

Total Project Cost Building Construction Cost
Land
Roof
(2-5%) o e
5 Buildi 5 Exterior Skin (3-4%)
Off-site Improvements uilding Construction (20-25%)
(2-5%) (52-62%)
Mechanical, Electrical & Plumbing
Soft Costs (40-45%)
(8-11%)
Equipment & IT
(20-33%) ;
Interiors
(20-25%) Structure
Move & Disposition Expenses Elevators (10-12%)
(0-5%) (3-4%)
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The Bottom Line 1 Including Additional Project Costs (Except Financing)

Costs Associated with 88-Bed

Rocky Mountain Replacement Hospital

Budget Component A;Ilgs;%ggé NewRE‘Z%; mic
Construction $71,500,000 $60,732,000
Contractor furnished & installed equipment $1,500,000 INC

Soft costs & fees 57,150,000 $6,259,000
Contingency $4,008,000 $2,731,000
Subtotal $84,158,000 $69,722,000
Subtotal cost per bed $956,000 $792,000
Land 56,098,000 $3,861,000
Off-site improvements $2,000,000 INC
Owner furnished equipment & IT $21,450,000 515,438,000
Move & disposition $350,000 $269,000
Total $114,056,000 $89,290,000
Cost per bed $1,296,000 $1,015,000

Hammes Company
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The Bottom Line i Including Additional Project Costs (Except Financing)

Costs Associated with 212-Bed
Mid-Atlantic Replacement Hospital

Budget Component z’;)%%'acgé (¥ eWRif:ﬁ,-’z; i
Construction $172,250,000 $124,576,000
Contractor furnished & installed equipment $2,500,000 INC

Soft costs & fees $18,950,000 $14,746,000
Contingency $9,685,000 $6,173,000
Subtotal $203,385,000 $145,495,000
Subtotal cost per bed $959,000 $686,000
Land $12,197,000 54,983,000
Off-site improvements $8,000,000 11,268,000
Owner furnished equipment & IT $60,288,000 $55,827,000
Move & disposition $2,000,000 $2,000,000
Total $285,870,000 $220,073,000
Cost per bed $1,348,000 $1,038,080

Hammes Company
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Results That Count

Regional Medical Center #1- Southeast

Hammes Company conducted a comprehensive review of a $103 million expansion project
for the main campus. Our evaluatimientified $35 million in potential savingsfrom the
original plan.

Regional Medical Center #2- Southwest

Hammes Company conducted a peer review of the business plan developed for a $300
million campus expansion project. Through our analysisdestified $60 million in
potential savingsfrom the original budget.

Regional Health System #3 Midwest

Hammes Company conducted a second opinion review of a $182 million bed tower
addition. Our analysiglentified $36 million in potential savings.

Regional Medical Center #4 Midwest

Hammes Company was engaged on a second opinion study of the conceptual design and
construction budget developed for a $259 million proposed replacement facility. Through
our analysis, wé&entified over $40 million in potential savings.

11
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2

=25 Percent

Right-sizing Opportunities
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Reduce Land Cost

In the new economic reality, hospitals need to retain a site size closer to their projected future land need requirethents. |
event the selected site is larger than the projected requireswdrdjvide the landindsell the balance.

Impact of Excess Land Carry

Required Acres

envision  plan

build manage The shortest distance between idea and reality.”

Phase | 20

Phase Il 4

Phase lll 4

Total 28
; ; Land Cost@ | Land Cost@

Site Actual Acres |Required Acres | Excess Acres $100,000/Acre | $500,000/Acre

/ 35 28 74 $700,000 $3,500,000
] 45 28 17 $1,700,000 $8,500,000
mn 55 28 27 $2,700,000 $13,500,000

13



Operations Planning

In the new economic reality, hospitals will need to criticalaluate their operationandreengineer processéds achieve

optimal efficiencyandright-size facility needsGood operational analysis and reengineering of specific processes can potentially
reduce the amount of spadbat needs to be built, in many cadgss-10%.In addition, appropriate reengineering can reduce
staffing requirements, improving project financial returns. Studies indicate treahetion of one FTEcan equab750,000 to

$1.5 millionin operational cost savings over a tgear period. The projected operational savings can assist in financing capital

construction projects.

other areas and may be
double booked causing Pre-Op
Patient Presents Ortho OR delays (Or!ho)‘
at Patient Access |—» i . » Anes doesn't see |
Registration all pts here
(Ortho) P
(distance issue)
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Minimize Incremental Program Requirements

Too often healthcare planning professionals round up when calculating program needs. In the new economigeatdity,
scrutiny of program requirements essential to achieve cost savings. Examining throughput may provide an opportunity to
increase volumewithout increasing capital costs.

16,800 7,000 24 <

Round Up = 3?
CT Volume Throughput # CTs Required /
\

Round Down = 2?

Do you round up (cost increases) which will provide
additional (idle) capacity?

Do you round down (cost decreases) and plan

for less volume?
OR Can you change your throughput assumption through Cost Associated with Rounding Up
operational reengineering or equipment selection?

Construction cost of gross building area $484,000
Design fee $31,000
Subtotal facility cost $515,000
Equipment cost (64-slice CT) $1,300,000
Total $1,815,000

15
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Size Based on a More Conservative Business Plan

Historically, many hospital leaders have based their business plan goals on very aggressive market share targets. lesmnany cas
this has led to a failure to achieve the intended volumes per plan, resulting in longer time to achieve profitabilityréSserag
market share target caused a larger, more costly facility to be developed. In the new economic reality, sizing ther taaidyef
conservative business plaesults in dower cost projecandearlier profitability. It is also important to follow a process which
properly integrates strategy, finance, operations, and facitioncepts to ensurel@lanced and feasible plais developed.

[\7] @
§ Pro'leded 5
S L " Actual
— | = Projecte /
§ | 8 T s T
S s [
= =

1 2 3 4 5 1 2 3 4 5

Year Year
. Actual ;
Aggressive Market Share Target —~——— Borformarice —  (onservative Market Share Target
96 Beds Identical 72 Beds
250,000 SF 198,000 SF
$131,040,000 21% Cost Differential $103,950,000

Consider phasing and incremental growth

Build to target or target to capacity?

16
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Utilize a More Efficient Design Process

Historically, constituents have viewed the facility planning process as an opportunity to garner additional resourcesto supp
their own wish list. This has resulted in higher project costs and inefficiency. In the new economic reality, constitiusgedsp
to be contained bgetting appropriate expectatiorsidmanaging the procest® achieve the necessary savings.

Nursing Staff

Clinical Directors Physicians

Other S @ Planning

Support Services Executive

Engineering Service Line Leaders

17
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Consider Not Reinventing the Wheel

Do you need apecific custom desigto meet your market objectives? Or, in the new economic reality, can you purghrase a

efficient designfrom another provider and adapt it to your site aale?

Custom Design with Utilize a Prior Efficient
Extensive User Group Participation Design & Adapt to New Site
MM 0 [m

M M M

o @ 0 o g [0 [ M

(0[] D]@[D [ mm o o D]I]]D]@\ [0 [
210,000 SF 185,000 SF
$63 million $56 million

Reuse of Plans = Reduced Design Fees = $ Savings
Reuse of Plans = Shorter Design Phase = $ Savings
Reuse of Plans = Less Hospital Staff Time Involvement = S Savings
Reuse of Plans = Known Construction Costs = $ Savings

Reuse of Plans = Fewer Contractor Questions During Construction = 5 Savings

Hammes Company
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Create Tighter Floor Plans

Historically, many designs have exceeded the space program requirements for various reasons. In the new economic reality,

greater collaboratiomeeds to occur between the hospital, architect, engineers, and other team memdram/&excess space

from the design.

Construction Cost Savings
Eliminate Excess Space (SF) from Design S150/SF $300/ SF
3,000 $450,000 $900,000
5,000 $750,000 $1,500,000
10,000 $1,500,000 $3,000,000
12,000 51,800,000 $3,600,000
15,000 $2,250,000 $4,500,000
20,000 $3,000,000 $6,000,000

envision  plan build manage The shortest distance between idea and reality.”
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Evaluate Cost Impact of Building Footprint

In the new economic realitgreater scrutiny of building footprinbptions should occuBuilding shapeinfluences the amount of

building perimeter and exterior wall area.

200 LF
400 LF
200LF | 40,000 SF 100LF 40,000 SF 90LF 40,000 SF
Floor Area Perimeter Wall Area Per Floor ot WaIIA r'ea Exterior Wall Cost
D 5-Story Building
A 40,000 SF 800LF 12,000 SF 60,000 SF $3,600,000
B 40,000 SF 1,000 LF 15,000 SF 75,000 SF $60/SF $4,500,000
G 40,000 SF 1,080 LF 16,200 SF 81,000 SF $4,900,000

envision

plan
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Recognize Cost Impact of Curved Design

Aesthetically pleasingurved designsncorporate an incrementalost premiumover rectangular designs. Curved designs
typically generate a higher level obnstruction material wasteln the new economic reality, such design attributes need to be
carefully considered.

185,000 SF Community Hospital Cost Premium

None S0

$2-54/SF $370,000 - $740,000

B B $4-$5/SF $740,000 - $925,000

21
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Integrate Use of Business Occupancy

In the new economic reality, hospitals need to consider placement of ambulatergreadute carefunctionsinaBu si ness |
occupancc o mponent of the new f aci llessteypensiithBrothelort ctuiptamtciyo maili | fdli o ¢
building type. This is due to the additiotié¢ safety requirementa s soci at ed with the @Al 0 occupa
classification. In the new economic reality, hospitals should consider putting administrative, physician lounge, distgey, st

medical records, and othernanc ut e functions in a ABO occupancy louwrobkddi ng
cost savings opportunity Most hospital facilities were designed and c
$400/SF —— $275-5375/SF
; Building Code
$300/SF —— Function Classification
$185-$225/SF Acute Care Institutional “I”
Ambulatory Business “B”
200/SF ——
. Non-clinical Business “B”
Support Business “B”
$100/SF —

Building Code Classification

Includes building shell, core, base building systems, and full buildout.
Excludes any sitework related costs.

22
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Balance Cost and Benefit of Shelled Space

Historically, hospitals have included shelled space in their project cost for future expansion. The perception washéiatthe
space was less expensive due to the savings in not building out the space. In reality, isbkitBdgspace increases the cost of
the base building systemes support the future use of the space. In the new economic reality, hospitals bakshée providing

ease of future expansiowith the need to reduce initial costs.

80 Bed / 186,000 SF Mid-Atlantic Replacement Hotel

Additional Cost for 16,000 SF of Shelled Space to Accommodate a Future 24-Bed Inpatient Unit

Shell space, increased structure sizing, increased central plant

capacity, increased ductwork trunk lines and risers sizing, increased $2.800,000
electrical risers sizing, and increased main plumbing lines to service

future buildout

Additional site work cost for additional parking area required by code $240,000
Additional design fees $122,000
Total $3,162,000

Hammes Company
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Question Proposed Flootto-Floor Heights

The difference in floato-floor heights canncrease the costf everyvertical building componenby as much as 15%. The
additional benefit gained by increased space, generally hidden and above the ceiling, relates primarily to a desirg by facili
engineering staff for ease of access and future renovation. In the new economic reality, hospitals need to perighivbis
hidden benefitagainst achievindower initial project construction cost.

Hammes Company
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Floor-to-Floor Height Cost Per Floor SF
Space Type Tight Acceptable | Liberal Cost Component 12'-8” 15'-4" 18’-0”
Diagnostics 12/-8" 16"-0" 18-0" Building Components $34.75 $42.43 $50.83
Surgery 12'-8" 16’-0" 18’-0" MEP System Components $2.38 $2.87 $3.38
Nursing units 12'-8" 14'-0 157-4" Total $37.13 $45.30 $54.21
Support services 12°-8” 14'-0" 15"-4"
Ambulatory services E 12’-8" 15"-4" \/ \/
Medical office - 12’-8” 15"-4" 0% 20%
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