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Erlanger Behavioral Health, LLC

975 East 31d Street

Chattanooga, TN 37403

N/A

Joseph Winick
(423) 778-8088

March 15, 2016

$25,112,600

Commercial Loan

Establishment of a new eighty-eight (88) bed mental

health hospital and initiation of inpatient psychiatric
and substance abuse services

Erlanger Behavioral Health, LLC proposes to construct a new 88 inpatient
licensed bed psychiatric hospital located at the intersection of North Holtzclaw
Avenue and Citico Avenue, Chattanooga (Hamilton County), TN. If approved,
Erlanger Behavioral Health’s 88 licensed beds will consist of the following
inpatient units: adult (24 beds); geriatric (24 beds); children and adolescent (18
beds); and adult chemical dependency services (22 beds). The applicant proposes
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to also provide psychiatric partial hospitalization and outpatient care, as well as
crisis assessments and intakes for patients on an emergency basis, if needed.

SERVICE SPECIFIC CRITERIA AND STANDARD REVIEW:

Psychiatric Inpatient Services
A. Need

1. The population-based estimate of the total need for psychiatric
inpatient services is 30 beds per 100,000 general population (using
population estimates prepared by the Department of Health and
applying the data in Joint Annual Reports).

See below

2. For adult programs, the age group of 18 years and older should be used
in calculating the estimated total number of beds needed.

2016 Population-Service Area (TN Counties)

Age 0-17 215,353 X 30 beds/100,000= 64.6 beds

Age 18-64 596,632 X 30 beds/100,000= 179.0 beds

Age 65+ 233,652 X 30 beds/100,000 = 61.0 beds
Total=304.6 beds

2020 Population-Service Area (TN Counties)
Age 0-17 217,133 X 30 beds/100,000= 65.1 beds
Age 18-64 598,660 X 30 beds/100,000= 179.6 beds
Age 65+ 233,652 X 30 beds/100,000 = 70.1 beds
Total=314.8 beds

3. For child inpatient under age 13, and if adolescent program the age
group of 13-17 should be used.

The applicant is planning to provide both child and adolescent
inpatient psychiatric units. The bed need was calculated based on the
age group 0-17 years.

It appears that this criterion has been met.
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4. These estimates for total need should be adjusted by the existent staffed
beds operating in the area as counted by the Department of Health in

the Joint Annual Report.
Population 2016 Gross Need Pop. X Current Beds Net Need
Service Area {30 beds/100,000)
C&A Adult 18- 65+ C&A Adult 65+ C&A Adult 65+ C&A Adults 65+
0-17 64 0-17 18-64 0-17 18-64 0-17 18-64
18 County 215,353 | 596,632 203,262 65 179 61 108 259 28 (43) (80) +33
Service Area Surplus | Surplus (need)
(TN)
Population 2020 Gross Need Pop. X Current Beds Net Need
(30 beds/100,000)
18 County 217,133 | 598,660 233,652 65.13 179.60 70.09 108 259 28 (42.87) (79.40) +42.09
Service Area Surplus Surplus {need)
(TN)
% change in population Change in Gross Need Change in Net Need 2016-
2016-2020 2016-2020 2020
+0.83% +0.34% +13.01% +0.13 +0.60 +9.09 +0.13 +0.60 +9.09

Source: HSDA Staff Calculations using 2015 Revised UT Center for Business and Economic Research Population

Projection Data Files.

Bed Formula for Children/Adolescent

Subtracting the 108 existing beds (HSDA includes licensed beds rather

than staffed beds in calculating existing beds) from the 65.13

child/adolescent psychiatric bed need results for 2020, results in a net
bed surplus of 42.9 beds. The applicant is requesting 18
child/adolescent beds.

It appears that this criterion has not been met.

Bed Formula for Adults 18-64

When considering the only adult beds for ages 18-64, there is a projected

need in 2020 of 179.60 beds.

Subtracting 179.60 beds from the 259

existing adult psychiatric bed total (HSDA includes licensed beds rather
than staffed beds in calculating existing beds) results in a net bed surplus

of 79.40 adult beds for ages 18-64. The applicant is requesting 24 adult
beds.

When considering only the age 18-64 adult population in the bed need
formula, it appears that this criterion has not been met.

Erlanger Behavioral Health, LLC

CN1603-012
August 24, 2016
PAGE 3




Bed Formula for Adults 65 and over

Applying this formula to only the age 65+ population results in a
projected net bed need in 2020 of 42.09 beds (70.09 projected bed need
minus current beds (HSDA includes licensed beds rather than staffed
beds in calculating existing beds) of 28). The applicant is requesting
12 geriatric beds.

When considering only the age 65+ population in the bed need
formula, it appears that this criterion has been met.

Bed Formula for All Ages
Applying this formula to the total population in 2020 the result is a
projected net bed surplus of approximately 80 (315 projected bed need
minus current beds (HSDA includes licensed beds rather than staffed
beds in calculating existing beds) of 395). The applicant is requesting
an 88 bed mental health hospital.

When considering the total population in the bed need formula, it
appears that this criterion has not been met.

Note to Agency Members: There are some minor differences between the
HSDA Staff Summary and the TDMHSAS report pertaining to calculated
bed need. The TDMHSAS report considers existing staffed beds (380) as
delineated in the criterion above. The HSDA staff summary used licensed
beds (395) in determining existing beds. HSDA staff feels that licensed beds
are a better measure of bed inventory.

The TDMHSAS report included a bed need calculation using Tennessee’s 30
bed/100,000 population formula for the applicant’s declared out-of-state
service area which includes 9 counties in Georgia, 2 counties in Alabama
and 1 county in North Carolina. The TDMHSAS report projected a Year
2020 net bed need of 142 inpatient psychiatric beds in the out-of-state
counties.

Service Area

1. The geographic service area should be reasonable and based on an
optimal balance between population density and service proximity or
the Community Service Agency.
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The service area is based upon the applicant’s current patient origin.
It appears that this criterion has been met.

The relationship of the socio-demographics of the service area, and the
projected population to receive services, should be considered. The
proposal’s sensitivity to and responsiveness to the special needs of the
service area should be considered including accessibility to consumers,
particularly women, racial and ethnic minorities, low income groups,
and those needing services involuntarily.

Those requiring voluntary and involuntary inpatient psychiatric services
will receive services closer to their homes which will provide greater
patient accessibility, support system, and family participation.

TennCare/Medicaid patients will be admitted, as will as charity patients.

Note to Agency members: The TDMHSAS report states that
Parkridge Valley does accept some involuntary admissions but
only those with insurance. Erlanger Behavioral Health and
Moccasin Bend Mental Health Institute would be the only
hospitals in the area that accept involuntary admissions of
uninsured persons.

It appears that this criterion has been met.

C. Relationship to Existing Applicable Plans

1.

The proposal’s relationship to policy as formulated in state, city,
county, and/or regional plans and other documents should be a
significant consideration.

There are no identified state, city, county, or regional planning
documents.

This criterion does not apply to this application.

The proposal’s relationship to underserved geographic areas and
underserved population groups as identified in state, city, county
and/or regional plans and other documents should be a significant
consideration.
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According to the U.S. Department of Health and Human
Resources, numerous counties (including Hamilton County) in the
defined service are designated as medically underserved areas (MUAs).

It appears that this criterion has been met.

3. The impact of the proposal on similar services supported by state

appropriations should be assessed and considered.

Moccasin Bend Mental Health Institute (MBMHI) located in
Chattanooga (Hamilton County), TN serves service area residents and
is supported by state appropriation. The applicant impact upon the
Regional Mental Health Institutes will be minimal since MBMHI
primarily serves long-term patients who are severely mentally ill and
Erlanger Behavioral Health will focus on short term stays.

[t appears that this criterion has been met.

4. The proposal’s relationship to whether or not the facility takes voluntary

5.

and/or involuntary admissions, and whether the facility serves acute
and/or long-term patients, should be assessed and considered.

The applicant plans to accept both voluntary and involuntary
admissions.

[t appears that this criterion has been met.

The degree of projected financial participation in the Medicare and
TennCare programs should be considered.

The applicant projects a payor mix of 25.7% TennCare and 32.6%
Medicare.

It appears that this criterion has been met.

D. Relationship to Existing Similar Services in the Area

1.

The area’s trends in occupancy and utilization of similar services
should be considered.
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There are 7 inpatient psychiatric facilities representing 395 beds in the
18 county Tennessee service area. The licensed occupancy of the 395
beds was 63.9% in 2012, 74.0% in 2013, and 74.5% in 2014. The
applicant provided utilization tables on page 41-R in the original
application.

It appears that this criterion has been met.

2. Accessibility to specific special need groups should be an important
factor.

The applicant will provide adequate culturally and linguistically
appropriate mental health care to racial and ethnic populations.

It appears that this criterion has been met.
E. Feasibility

The ability of the applicant to meet Tennessee Department of Mental Health
and Substance Abuse Services (DMHSAS) licensure requirements (related to
personnel and staffing for psychiatric inpatient facilities) should be
considered.

The applicant confirmed it will meet all licensure requirements of the
Tennessee Department of Mental Health and Substance Abuse
Services.

It appears the application meets this criterion.

STAFF SUMMARY

Note to Agency members: This staff summary is a synopsis of the original
application and supplemental responses submitted by the applicant. Any HSDA
Staff comments will be presented as a “Note to Agency members” in bold italic.

Erlanger Behavioral Health, LLC, is a joint venture between Erlanger Health
System and Acadia Healthcare. Erlanger Behavioral Health, LLC seeks to
construct an 88 licensed inpatient bed freestanding psychiatric facility. If
approved, Erlanger North Hospital will transfer its current twelve licensed
geriatric beds to Erlanger Behavioral Health, LLC. The remaining 76 psychiatric
inpatient beds will represent new inpatient psychiatric beds added to the
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proposed 18 county service area. The distance from Erlanger Medical Center to
Erlanger Behavioral Health is 1.1 miles, and from Erlanger North Hospital is 8.4
miles.

Erlanger Health System is currently in discussion with the University of
Tennessee-College of Medicine about designating the new hospital an academic
medical center where a psychiatric graduate medical education residency
program would be established.

The projected completion date of the proposed project is June 2018.

Need
The applicant provides the following need justification in the application:
e Based on the current psychiatric bed need criteria, the defined service area
is in need of an additional 42.1 geriatric inpatient beds.
¢ In the period from October 1, 2014 to September 30, 2015, Erlanger Health
System had a total of 34,853 inpatient discharges, and of that there were
11,561 discharges with a mental health condition, 6,468 of those patients
were admitted as inpatients through the Emergency Department.
e There is a critical need for additional inpatient psychiatric beds from the
community and institutional need perspective.

Ownership
The ownership structure for the applicant is as follows:

e The applicant, Erlanger Behavioral Health, LLC, is 51% majority owned
by Erlanger Health System, and 49% owned by Acadia Healthcare.

e Chattanooga-Hamilton County Hospital Authority d/b/a the Erlanger
Health System owns Erlanger Medical Center (EMC). EMC currently has
788 licensed beds in Hamilton County.

e The components of Erlanger Health System include: Erlanger Medical
Center (688 licensed beds) which includes the Children’s Hospital at
Erlanger (121 licensed beds) on the main campus; Erlanger East Hospital
(43 licensed beds) on the East Campus; Erlanger North Hospital (57
licensed beds) on the North Campus.

e In addition to the hospitals in Hamilton County, Erlanger Health System
includes separately licensed Erlanger Bledsoe (25 licensed beds) located in
Bledsoe County.

e Acadia operates 585 behavioral health facilities with approximately 17,100
beds in 39 states, the United Kingdom and Puerto Rico.

e Acadia operates an outpatient methadone clinic in Chattanooga

(Hamilton County).
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Facility Information

e The 69,000 SF proposed 2 story building will include 50,900 SF on the first
floor and 18,100 SF on the second floor.

e The facility will include an in-house pharmacy, gymnasium, consultation
rooms, seclusion and/or quiet rooms, and common rooms for groups,
activities, dining, leisure, and visitation.

o DPlease refer to the floor plans in attachment B-IV for additional
information.

o The proposed facility will be located on 6.02 acres and will contain
approximately 129 parking spaces of which 6 will accommodate those
who are handicapped.

e A letter dated March 14, 2016 from Stengill-Hill Architecture, states the
construction project will be désigned and built to all applicable State and
Federal Regulations.

Service Area Demographics

Tennessee Service Area

Erlanger Behavioral Health, LLC’s declared Tennessee portion of the service
area, which includes, primary service area counties (Hamilton), secondary
service area counties (Bledsoe, Bradley, Grundy, Marion, McMinn, Meigs, Polk,
Rhea, and Sequatchie) and tertiary service area counties (Coffee, Cumberland,
Franklin, Loudon, Monroe, Roane, Van Buren, and Warren).

e The total population of the Tennessee portion of the service area is
estimated at 1,015,247 residents in calendar year (CY) 2016 increasing by
approximately 3.4% to 1,049,445 residents in CY 2020.

e The total 65+ age population is estimated at 203,262 residents in CY 2016
increasing approximately 15.0% to 233,652 residents in 2020.

o The total population of the state of Tennessee is expected to grow 4.3%
during the same timeframe.

e The 65+ age population in the state of Tennessee overall is expected to

increase 12.0% during the same timeframe.

The latest 2016 percentage of the Tennessee portion of the service area
population enrolled in the TennCare program is approximately 21.8%, as
compared to the statewide enrollment proportion of 19.6%.

Source: The University of Tennessee Center for Business and Economic Research
Population Projection Data Files, Reassembled by the Tennessee Department of Health,
Division of Policy, Planning and Assessment, Office of Health Statistics.

Out-of-State Service Area
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¢ The applicant’s declared out-of-state secondary service area consists of 3
counties (Catoosa, Dade, and Walker) in Georgia.

e The applicant’s declared tertiary service area includes the following: 2
Alabama counties (DeKalb and Jackson); 6 Georgia counties (Chattooga,
Fannin, Gilmer, Gordon, Murray, and Whitfield); and Cherokee County in
North Carolina.

Service Area Historical Utilization
The reported regional inpatient psychiatric inpatient Joint Annual Report

utilization data for the latest three available years is contained in the table below.
2012-2014 Service Area Acute Care Hospitals Inpatient Psychiatric Beds

Patient Days Licensed Occupancy % Change
2014
Facility County Licensed 2012:2013
Beds 2012 2013 2014 2012 2013 2014
Parkridge Hamilton 172 39,153 44,968 42,623 62.4% 71.6% 67.9% +8.9%
Valley Hospital
Erlanger North | Hamilton 12 3,746 3,761 3,628 85.5% 85.9% 82.8% -3.2%
Hospital
Parkridge Hamilton 0 *2,793 N/A N/A 69.6% N/A N/A N/A
Medical Ctr. 11 lic beds
Parkridge West | Marion 20 5,278 5,055 4,930 72.3% 69.3% 67.5% -6.6%
Hospital
Skyridge Bradley 29 1,362 1,038 2,203 12.9% 9.8% 20.8% +61.8%
Medical Center
Southern TN | Franklin 12 4,421 3,916 4,170 100.9% 89.4% 95.2% -5.7%
Med. Ctr.
Area total w/o 245 56,753 58,738 57,554 61% 59.9% 61.9% +1.4%
MBMHI
Moccasin Bend | Hamilton 150 37,970 47,908 49,875 69.1% 87.5% 87.5% +31.5%
Total 395 94,723 106,646 107,429 63.9% 74% 74.5% +13.4%

Source: Joint Annual Report of Hospitals 2012-2014, Division of Health Statistics, Tennessee Department of Health
*Parkridge Medical Center moved its Adult and Geriatric beds to a new campus in 2014.

e The overall utilization of psychiatric inpatient acute facilities (minus
MTMHI) in the primary service area increased 1.4% from 56,753 patient
days in 2012 to 57,554 days in 2014.

e The overall utilization of all psychiatric inpatient acute facilities (MBMHI
included) in the service area increased 13.4% from 94,723 patient days in
2012 to 107,429 days in 2014.

e In 2015 the licensed occupancy of psychiatric inpatient facilities ranged
from 20.8% at Skyridge Medical Center to 95.2% at Southern Tennessee
Medical Center.

Applicant Historical and Projected Utilization

Historical Utilization
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As mentioned earlier, the applicant is requesting approval to transfer 12 licensed
geriatric psychiatric beds currently at Erlanger North Hospital to the new
proposed Erlanger Behavioral Health campus. The following chart represents the
historical utilization of Erlanger North Hospital’s current 12 beds inpatient
geriatric unit.

Erlanger North Hospital-Historical Geriatric Utilization-12 beds

Licensed Patient days Occupancy %
Beds 2012 2013 2014 2012 2013 2014 Change
Erlanger North 12 3,746 3,761 3,628 85.5% 859% 82.8% -3.2%
Hospital
(Present
Location)

Source: CN1603-012
® The occupancy of the current Erlanger North Hospital geriatric unit
averaged 84.8% during the reporting period 2012 to 2014.
e There was a 3.2% decline in patient days from 3,746 in 2012 to 3,628 in
2014.

Applicant Projected Utilization
The applicant’s projected hospital overall inpatient utilization is presented in the
following table.

Year Beds Patient ADC % Occupancy
Days
Year 1 (2018) 88 8,798 241 27.4%
Year 2 (2019) 88 17,481 47.9 54.4%

Source: CN1603-012

The break-out of the proposed average daily census (ADC) by
inpatient behavioral unit for Year One and Year Two is noted in the
following table:

I - Ge-ADC [ Year Two-ADC |
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Adult Psychiatric Unit (24 beds) 4.0 10.0
Gero Psychiatric Unit (24 Beds) 12.0 18.0
Child and adolescent beds (18 beds) 4.0 10.0
Chemical Dependency Unit ( 22 beds) 41 9.9
Total 24.1 47.9

Source: CN1603-012

Project Cost
Major costs are:

e Construction Cost plus Contingency- $19,720,000, or 78.5% of cost.

e Preparation of Site- $1,800,000, or 7.2% of cost.

e Architectural and Engineering Fees: $1,632,600, or 6.5% of the total cost.

e For other details on Project Cost, see the Project Cost in the original
application.

e The new construction cost is $271.30 per square foot (/SF). As reflected in
the table below, the new construction cost is between the first quartile cost
of $244.85/SF and median cost of $308.43/SF of statewide hospital
projects from 2013 to 2015.

Statewide Hospital Construction Cost per Square Foot

2013-2015
Renovated New Total
IS¢ Construction Construction Construction
1st Quartile $160.66/ sq. ft. $244.85/sq. ft. $196.62/sq. ft.
Median $223.91/sq. ft. $308.43/ sq. ft. $249.67/sq. ft.
3rd Quartile $297.82/sq. ft. $374.32/sq. ft. $330.50/ sqg. ft.

Source: HSDA Applicant's Toolbox

Financing
An April 8, 2016 letter from the Bank of America confirms the availability of

approximately $206,000,000 of secured revolving credit at a rate of
approximately 3.69% maturing in February 2019.

Acadia Healthcare Company, Inc.’s consolidated audited financial statements for
the period ending December 31, 2015 indicates $11,215,000 in cash, total current
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assets of $294,736,000, total current liabilities of $290,203,000, and a current ratio
of 1.02:1.

Note to Agency members: Current ratio is a measure of liquidity and is the ratio
of current assets to current liabilities which measures the ability of an entity to
cover its current liabilities with its existing current assets. A ratio of 1:1 would
be required to have the minimum amount of assets needed to cover current
liabilities.

Historical Data Chart
e As a newly formed limited liability company, the applicant LLC has no
prior record of inpatient behavioral health operations.

Projected Data Chart

The applicant projects $12,001,800.00 in total gross revenue on 8,798 days during
the first year of operation and $26,867,331 on 17,481 days in Year Two
(approximately $1,537 per day). The Projected Data Chart reflects the following;:

e Net operating income less capital expenditures for the applicant will equal
($1,211,921) in Year One increasing to $114,438 in Year Two.

e Net operating revenue after contractual adjustments is expected to reach
$10,921,810 or approximately 40.7% of total gross revenue in Year Two.

Charges
In Year One of the proposed project, the average charges are as follows:

o The proposed average gross charge is $1,364/ day in 2018.
e The average deduction is $833/day, producing an average net charge of
$531/ day.

Medicare/TennCare Payor Mix
e The applicant indicates it has plans to contract with all TennCare MCOs
available to its service area population: United HealthCare Community
Plan, Blue Care/TennCare Select, and AmeriGroup.

Applicant’s Payor Mix, Year 1

Payor Source Gross Revenue as a % of Gross Revenue

Year 1 Year 1
Medicare $3,917,249 32.6%
TennCare $3,086,317 25.7%
Commercial $3,561,135 29.7%
Self Pay $1,068,341 8.9%
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Other $368,758 3.1%
Total $12,001,800 100%
Source: CN1603-012

Staffing
The applicant’s proposed Year 2 direct patient care staffing includes the

following:

Position Total
MD 1.6
Director of Nursing 1.0
Nurses 113
Nurse Assistant 31.9
Social Worker 12.0
Mental Health Tech 17.0
Total 74.80

Source: CN1603-012, Additional Information, 5/18/2016 requesting by the TDMHDD.

Licensure/Accreditation

Erlanger Behavioral Health, LLC plans to be licensed by the Tennessee
Department of Mental Health and Substance Abuse Services and accredited by
The Joint Commission.

The applicant has submitted the required information on corporate documentation and
title and deeds. Staff will have a copy of these documents available for member reference
at the meeting. Copies are also available for review at the Health Services and
Development Agency’s office.

Should the Agency vote to approve this project, the CON would expire in three
years.

CERTIFICATE OF NEED INFORMATION FOR THE APPLICANT:

There are no other Letters of Intent, denied, pending applications, or outstanding
Certificates of Need for this applicant.

Erlanger Health System has financial interests in this project and the following:

Outstanding Certificates of Need
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Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger East, CN
0405-047AE, has an outstanding Certificate of Need that, following three
modifications for extension of the time, will expire on December 1, 2016. The
CON was approved at the October 27, 2004 Agency meeting for the construction
of a new four (4) story patient tower and other ancillary space: transfer of
seventy-nine (79) beds from the main Erlanger campus to the east campus:
initiation of cardiac catheterization and acquisition of a magnetic resonance
imaging (MRI) scanner. This project will decrease the main campus beds from
703 to 624 licensed beds. The 79 licensed beds will be transferred to the Erlanger
East Hospital satellite campus resulting in an increase of 28 to 107 licensed beds
at that location. The estimated project cost is $68,725,321.00. Project Status Update:
The project expiration date was extended to December 1, 2016 at the September 24, 2014
Agency meeting (the project’s 4 approved extension request). Per an email dated 5/6/16
from a representative of the applicant, the project, which includes the transfer of 79 beds
from Erlanger Medical Center, is well on its way to completion. Target
occupancy/completion is 12/1/2016 or before. The project has been opened in phases
including a new emergency department, ancillary services, outpatient services
expanded nursery and imaging. The bed tower is now under construction. The project is
expected to be completed on schedule at or below the CON authorized cost.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Medical
Center, CN1207-034AE, has an outstanding Certificate of Need that will expire
on November 1, 2017 (as modified from original expiration date of December 1,
2015). The CON was approved at the October 24, 2012 Agency meeting for the
renovation, upgrade and modernization of adult operating rooms, including the
addition of four (4) new operating rooms. No other health care services will be
initiated or discontinued. The estimated project cost is $21,725,467.00. Project
Status Update: An email dated 5/16/16 from a representative of the applicant noted
approximately 75% of the project has been completed. The project is expected to be
completed on schedule and within the authorized budget.

Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Medical
Center, CN1412-048A, has an outstanding Certificate of Need that will expire on
May 1, 2018. The project was approved at the March 25, 2015 Agency meeting for
the acquisition of a linear accelerator and the initiation of services at Erlanger
East Hospital at 1755 Gunbarrel Road, Chattanooga, TN a satellite hospital
operating under the license of Erlanger Medical Center, 975 East 3td Street,
Chattanooga (Hamilton County), Tennessee. The new linear accelerator at
Erlanger East Hospital will replace a linear accelerator at Erlanger Medical
Center reducing the number of linear accelerators at Erlanger Medical Center
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from two to one. The estimated project cost is $10,532,562.00. Project Status
Update: An email dated 5/16/16 from a representative of the applicant noted that this
expansion project includes the relocation and replacement of a linear accelerator from
Erlanger Medical Center to Erlanger East Hospital and the development of a full service
cancer center. The cancer center will be housed in newly constructed building, now in
design, that will also house space for support services. The project is expected to be
completed on or before May 1, 2018 at or below CON authorized cost.

Chattanooga-Hamilton County Hospital dba Erlanger East Hospital, CN1502-
005A, has an outstanding Certificate of Need that expires on July 1, 2018. The
project was approved at the May 27, 2015 Agency meeting to modernize the
CON originally issued in 2004 (CN0405-047AE) which was approved for
diagnostic services. The project involves the upgrade of the unimplemented
diagnostic cardiac catheterization lab to also perform interventional cardiac
procedures. The estimated project cost is $303,000. Status Update: An Annual
Progress Report dated 6/6/2016 indicates the project is on schedule and on budget.

Children’s Hospital at Erlanger and Erlanger East Hospital, CN1601-002A, has
an outstanding Certificate of Need that will expire on July 1, 2019. The project
was approved at the May 25, 2016 Agency meeting for the initiation of a 10 bed
level 3 neonatal intensive care service, through the transfer of 10
medical/surgical beds from Erlanger Medical Center to Erlanger East Hospital
located at 1755 Gunbarrel Road in Chattanooga (Hamilton County), TN 3416 and
reclassification of the 10 beds as Level III Neonatal Intensive Care beds. These
beds will be built in 8,805 SF of new construction resulting in a project cost in
excess of $5M. The licensed bed complement of Erlanger East Hospital will
increase from 113 to 123 total beds. The estimated project cost is $7,021,555.
Project Status: This project was recently approved.

Acadia Healthcare has financial interests in this project and the following:

Pending Projects

TrustPoint Hospital, LLC, CN1606-024, has an application that will be heard at
the October 26, 2016 Agency meeting for the addition of a newly constructed
119,500 SF building to be connected to the existing hospital located at 1009 North
Thompson Lane, Murfreesboro (Rutherford County), TN. If approved, the
project will add 88 psychiatric beds to the existing 129 bed hospital resulting in a
total of 217 licensed beds. The applicant intends to increase the following
inpatient bed types: Adult Psychiatric beds from 59 to 111 beds; Physical
Rehabilitation beds will increase from 16 beds to 24 beds; Child Psychiatric beds
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will increase from 0 beds to 14 beds; Adolescent Psychiatric will increase from 0
to 14 beds. In addition to the 88 CON reviewable hospital beds, there will be 32
residential care beds constructed in the new building, half (16 beds for
adolescents and half (16) for children. The 32 residential care beds are not subject
to Certificate of Need review. The project Cost is $57,320,105.

Qutstanding Certificates of Need

Crestwyn Behavioral Health, CN1310-040A, has an outstanding Certificate of
Need that will expire on June 1, 2017. The project was approved at the April 23,
2014 Agency meeting for the establishment of a 60 bed mental health hospital.
The beds are designated in the following manner: 15 beds dedicated to
psychiatric care for adolescents: 30 for adults of all ages; and 15 for adult
chemical dependency care. Delta Medical Center will delicense 60 beds. The
estimated project cost is $26,875,862. Project Status: A representative of the
applicant sent an Annual Progress Report dated March 28, 2016 that indicated the
project completion date is March 31, 2016 with the issuance of a license scheduled to
follow. A final project report is pending.

TrustPoint Hospital, CN1502-006A, has an outstanding Certificate of Need that
will expire on July 1, 2018. The project was approved at the May 25, 2015 Agency
meeting for the net increase of 33 inpatient beds as follows: Adult Psychiatric
Beds will increase from 31 beds to 59; Geriatric Psychiatric will increase from 28
beds to 36; Medical Detoxification beds will increase from 10 to 18 beds, Physical
Rehabilitation Beds will decrease from 27 beds to 16 beds; with total beds
increasing from 96 to 129 beds. The estimated project cost is $935,000.00. Project
Status: A representative of the applicant provided a project update on July 25, 2016
which stated the following: “On May 1, 2016, TrustPoint Hospital was purchased by
Acadia Healthcare Company, Inc. As part of that purchase, the leadership examined
the current and long term needs of the hospital and community. A decision was made
to file a new CON application to add additional acute beds beyond those provided in
the current CON. The beds remaining in the current CON will be implemented with the
construction resulting from the new CON (CN1502-006). The hospital anticipates
approval of its new CON application in the September/October cycle, with
construction to commence immediately thereafter”.

CERTIFICATE OF NEED INFORMATION FOR OTHER FACILITIES IN THE
SERVICE AREA:

There are no other Letters of Intent, denied, or pending applications for other
health care organizations in the service area proposing this type of service.

Erlanger Behavioral Health, LLC
CN1603-012
August 24, 2016
PAGE 17
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Outstanding Certificates of Need

Starr Regional Medical Center--Etowah, CN1404-009A, has an outstanding
Certificate of Need that will expire on September 1, 2017. The project was
approved at the July 23, 2014 Agency meeting for the expansion of the hospital’s
existing 10 bed geri-psychiatric unit to 14 beds. The expansion of the geriatric
psychiatric unit will be accomplished without increasing the total bed
complement of the Etowah satellite (72) by redistributing 4 acute care beds
(medical-surgical) to the geriatric psychiatric classification. This reclassification
will not impact the total beds physically located at the main campus in Athens
(118) or the total licensed beds for both sites (190). The estimated project cost is
$1,282,050.00.  Project Status: A representative of the applicant provided a project
update on August 1, 2016 which stated the project is completed and a final project report
is pending.

PLEASE REFER TO THE REPORT BY THE DEPARTMENT OF MENTAL
HEALTH AND SUBSTANCE ABUSE SERVICES, DIVISION OF HEALTH
STATISTICS, FOR A DETAILED ANALYSIS OF THE STATUTORY
CRITERIA OF NEED, ECONOMIC FEASIBILITY, AND CONTRIBUTION
TO THE ORDERLY DEVELOPMENT OF HEALTH CARE IN THE AREA FOR
THIS PROJECT. THAT REPORT IS ATTACHED TO THIS SUMMARY
IMMEDIATELY FOLLOWING THE COLOR DIVIDER PAGE.

PME
(7/20/2016)

Erlanger Behavioral Health, LLC
CN1603-012
August 24, 2016
PAGE 18
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LETTER OF INTENT :
TENNESSEE HEALTH SERVICES & DEVELOPMENT, AGENCY

The Publication of Intent is to be published in the Chattanooga Times Free Press, which is a newspaper
of general circulation in Hamilton County, Tennessee, on or before March 10, 2016, for one day.

This is to provide official notice to the Health Services & Development Agency and all interested
patties, in accordance with T.C.A. § 68-11-1601 ef. seq., and the Rules of the Health Services &
Development Agency, that Erlanger Behavioral Health, LLC, with an ownership type of for profit, and
to be managed by itself, intends to file an application for a Certificate of Need (“CON) to construct a
new psychiatric hospital with a total complement of eighty-eight (88) inpatient beds, to include
services for inpatients, outpatients and substance abuse. Further, we are requesting approval to transfer
twelve (12) licensed Geriatric — Psychiatric beds currently at Erlanger North Hospital to the new
Erlanger Behavioral Health campus. This will create a net addition of seventy-six (76) new inpatient
psychiatric beds. If approved, the number of hospital beds at Erlanger North Hospital will decrease
from fifty seven (57) beds to forty-five (45) beds upon completion of the project. No other health care
services will be initiated or discontinued. :

The facility and equipment will be located at Erlanger Behavioral Health, at a site located at the
intersection of North Holtzclaw Avenue & Citico Avenue, Chattanooga, Hamilton County, Tennessee,
37404. The total project cost is estimated to be $ 25,112,600.00. .

The anticipated date of filing the application is March 15, 2016.

The contact person for this project is Joseph M. Winick, Sr. Vice President, Erlanger Health System,
975 East 3™ Street, Chattanooga, Tennessee, 37403, and by phone at (423) 778-7274.

)

March 8, 2016 Joseph. Winick@erlanger.org

\
Date: E-Mail:

The Letter Of Intent must be filed in triplicate and received between the first and the tenth day of the month. If the
last day for filing is a Saturday, Sunday or State Holiday, filing must occur on the preceding business day. File this

form at the following address:

Health Services & Development Agency
Andrew Jackson Building, 9™ Floor
502 Deaderick Street
Nashville, Tennessee 37243

= The published Letter Of Intent must contain the following staternent pursuant to T.C.A. §68-11-1607(c)(1): (8) Any
health care institution wishing to oppose a Certificate of Need application must file a written notice with the Health
Services and Development Agency ne later than fiftcen (15) days before the regularly scheduled Health Services and
Development Agency meeting at which the application is originally scheduled; and (B) Any other person wishing to
oppose the application must file written objection with the Health Services and Development Agency at or prior to

the consideration of the application by the Agency.




ORIGINAL
APPLICATION
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CERTIFICATE OF NEED APPLICATION

Erlanger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
Intersection Of North Holtzclaw Avenue And Citico Avenue,
In Chattanooga, Tennessee, With Establishment
Of An Eighty-Eight (88) Bed Inpatient Hospital
By The Addition Of Seventy-Six (76) Psychiatric Beds
And The Transfer Of Twelve (12) Geriatric-Psychiatric Beds

From Erlanger North Hospital

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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Section A

APPLICANT PROFILE

Erlanger Behavioral Health
CON Application -- Page 2 03/14/16 2:11 PM
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Section A: APPLICANT PROFILE

Please enter all Section A responses on this form. All
guestions must be answered. If an item does not apply,
please indicate “N/A”. Attach appropriate documentation as
an Appendix at the end of the application and reference the

applicable item Number on the attachement.

1. Name of Facility, Agency, or Institution.

Erlanger Behavioral Health, LLC

A Site Located At The Intersection Of
North Holtzclaw Avenue & Citico Avenue

Hamilton County
Chattanooga, TN 37404

2. Contact Person Available For Responses To Questions.

Joseph M. Winick, Sr. Vice President
Planning & Business Development
Erlanger Health System
975 East 3™ Street
Chattanooga, TN 37403

(423) 778-8088

(423) 778-5776 —-—- FAX

Joseph.Winick@erlanger.org -— E-Mail

3. Owner of the Facility, Agency, or Institution.

Erlanger Behavioral Health, LIC
975 East 3"¢ Street

Hamilton County

Chattanooga, TN 37403

4 Type of Ownership or Control.
A. Sole Proprietorship
B. Partnership
C. Limited Partnership
D. Corporation (For Profit)
E. Corporation (Not-for-Profit)
F. Governmental (State of TN or Political Subdivision)
G. Joint Venture
H. Limited Liability Company

Erlanger Behavioral Health
CON Application -- Page 3

L
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I. Other {Specify) -

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL
ATTACHMENTS.

—— A copy of the Articles Of Organization issued

by the Tennessee Secretary of State is
attached at the end of this CON application.

5. Name of Management / Operating Entity (if applicable) .

** Not Applicable. *x*

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL

ATTACHMENTS.
6. Legal Interest in the Site of the Institution

(Check One)

A. Ownership

B. Option to Purchase X

C. Lease of Years

D. Option to Lease

E. Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER
AND REFERENCE THE APPLICABLE ITEM NUMBER ON ALL
ATTACHMENTS.

7. Type of Institution
(Check as appropriate — more than one
response may apply)

A. Hospital (Specify)

Ambulatory Surgical Treatment Center
(ASTC), Multi-Specialty

ASTC, Single Specialty

Home Health Agency

Hospice

Mental Health Hospital X

Mental Health Residential Treatment

oe}

Q" E g0

Erlanger Behavioral Health
CON Application -- Page 4 03/14/16 2:11 PM
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Facility
Mental Health Institutional Habilitation
Facility (ICF/MR)
Nursing Home
Outpatient Diagnostic Center
Recuperation Center
Rehabilitation Facility
Residential Hospice
Non-Residential Methadone Facility
Birthing Center
Other Outpatient Facility (Specify)

Jan

MoK RgH

10

Other (Specify)

8. Purpose of Review
(Circle Letter(s) as appropriate — more than one
response may apply)

New Institution X
Replacement/Existing Facility
2 Modification/Existing Facility
Initiation of Health Care Service
As Defined In TCA § 68-11-1607(4)
(Specify)

o Qw

.

Psychiatric Services X
Discontinuance of OB Services
F. Acgquisition of Equipment
G. Change in Beds X
[Please note the type of change by underlining

the appropriate response:

Increase, Decrease, Designation,

Distribution, Conversion, Relocation]
H. Change of Location
I Other (Specify)

gal

9. Bed Complement Data
Please indicate current and proposed distribution
and certification of facility beds.

Erlanger Behavioral Health
CON Application -- Page 5 03/14/16 2:11 PM
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TOTAL

Licensed (*) CON Staffed Beds Beds at
Beds Beds Beds Proposed Completion

Medical
Surgical
Long-Term Care Hospital
Obstetrical
ICU/CCU
Neonatal
Pediatric
Adult Psychiatric 24 24
Geriatric Psychiatric 24 24
Child / Adolescent Psychiatric 18 18
Rehabilitation
Nursing Facility (Non — Medicaid Certified)
Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only)
Nursing Facility Level 2
(dually certified Medicaid / Medicare )
ICF/ MR

Adult Chemical Dependency
22 22

P O® QZEZrRSCIoTmmUO® R

Child and Adolescent Chemical
Dependency
Swing Beds
Mental Health Residential Treatment
Residential Hospice
TOTAL 88 88
(*) CON Beds approved but not yet in service.

cHw®°

Notes

(1) Erlanger Behavioral Health seeks approval for the
addition of 76 psychiatric beds with this CON.

(2) Erlanger North Hospital currently operates twelve (12)
Geriatric-Psychiatric beds and will transfer these beds
to Erlanger Behavioral Health.

10. Medicare Provider Number Application will be made
prior to opening of the facility.

Certification Type

11. Medicaid Provider Number Application will be made
prior to opening of the facility.

Erlanger Behavioral Health
CON Application -- Page 6 03/14/16 2:11 PM
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Certification Type

12. If this is a new facility, will certification be
sought for Medicare and / or Medicaid ?

Yes X No

13. Identify all TennCare Managed Care Organizations /
Behavioral Health Organizations (MCO’s/BHO’ s)
operating in the proposed service area. Will
this project involve the treatment of TennCare
participants ? Yes = If the response to this
item is yes, please identify all MCO’s/BHO’s with
which the applicant has contracted or plans to
contract.

Discuss any out-of-network relationships in place
with MCO’s/BHO’s in the area.

ResEonse

It is anticipated that Erlanger Behavioral Health
will have patient service agreements with substantially the
same Managed Care Organizations (“MCO’s”) as Erlanger
Health System, as well as other Behavioral Health
Organizations (“BHO’s”). These agreements will be
developed separately from the MCO contracts which are
currently in place with Erlanger Health System.

Erlanger Health System is well positioned to
develop agreements with MCO’s and BHO’s in the service
area. With the initiation of the Health Care Exchanges
under the Affordable Care Act on January 1, 2014; Blue
Network E enrolled over 10,000 uninsured people and
Erlanger is the only provider in this network. Further, an
additional 7,000 people were enrolled in Blue Network S and
Erlanger is one of only two providers in this network.
Erlanger is the low cost and safety net provider in the
regional service area and participates in narrow networks
to facilitate needed care for those who would otherwise not
be able to receive it.

Erlanger Health system currently has contracts
with the following MCO’s.

Erlanger Behavioral Health
CON Application -- Page 7 03/14/16 2:11 PM
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A. TennCare Managed Care Organizations

-— BlueCare

-— TennCare Select

-— AmeriGroup Community Care

—— United Healthcare Community Plan

B. Georgia Medicaid Managed Care Organizations

~— AmeriGroup Community Care
—-— Peach State Health Plan
-— WellCare Of Georgia

C. Commercial Managed Care Organizations

—-— Blue Cross / Blue Shield of Tennessee
- Blue Network P
- Blue Network S
- Blue Network E
- Blue CoverTN
- Cover Kids
- AccessTN
- Blue Advantage
~— Blue Cross of Georgia (HMO & Indemnity)
-— Baptist Health Plan

—-— CIGNA Healthcare of Tennessee, Inc.
(includes LocalPlus)

—-— CIGNA Lifesocurce (Transplant Network)

—-— UNITED Healthcare of Tennessee, Inc.
- (Commercial & Medicare Advantage)

~— Aetna Health
—-— Health Value Management D/B/A Choice Care
Network (Commercial & Medicare Advantage)

—— HUMANA
(Choicecare Network, HMO, PPO, POS &
Medicare Advantage)
-— HUMANA Military
—— Cignd-HealthSpring
(Commercial & Medicare Advantage)
-— WellCare Medicare
-— Olympus Managed Health Care, Inc.
—-— TriWest (VAPC3)

D. Alliances
—— Health One Alliance

E. Networks

Erlanger Behavioral Health
CON Application -- Page 8 03/14/16 2:11 PM
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—— Multi-Plan (includes Beech Street & PHCS)
-— MCS Patient Centered Healthcare

—-—~ National Provider Network

—— NovaNet (group health)

—-— USA Managed Care Corp.

-— MedCost

~— Alliant Health Plan

—-— Crescent Preferred Provider Organization
-— Evolutions Healthcare System

—— Prime Health Resources

—— Three Rivers Provider Network

—-—- Galaxy Health Network

—— First Health Network

-—- Integrated Health Plan

-— Logicomp Business Solutions, Inc.

—— HealthSCOPE Benefits, Inc.

—— HealthCHOICE (Oklahoma State & Education
Employees Group Insurance Board).

F. Other

—— Alexian Brothers Community Services

Erlanger Behavioral Health
CON Application -- Page 9 03/14/16 2:11 PM



31

Section B

PROJECT DESCRIPTION

Erlanger Behavioral Health
CON Application -- Page 10 03/14/16 2:11 PM
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Section B: PROJECT DESCRIPTION

Please answer all questions on 8 %" x 117 white paper,
clearly typed and spaced, identified correctly and in the
correct sequence. In answering, please type the question
and the response. All exhibits and tables must be attached
to the end of the application in correct sequence :
identifying the question(s) to which they refer. If a
particular gquestion does not apply to your project,
indicate “Not Applicable (NA)” after that question.

I. Provide a'brief executive summary of the project not
to exceed two pages. Topics to be included in the
executive summary are a brief description of proposed
services and equipment, ownership structure, service
area, need, existing resources, project cost, funding,
financial feasibility and staffing. '

Response

Erlanger Behavioral Health, will be the region’s
safety net provider for adults and children. Erlanger
Behavioral Health seeks approval to construct and initiate
inpatient psychiatric services in a new, state of the art,
psychiatric hospital. This project represents Erlanger
Health Systems’ effort to enhance its system of care to
meet the needs of the wvulnerable population’s in the four
(4) state geography of the defined service area.

Disparity in mental health status and mental health
care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”1 It should also be noted that in
Tennessee, in 2015 the number of poor mental health days

1 Health Care Reform — Disparities In Mental Health Status & Mental Health Care, American
Psychological Association website ... http://www.apa.org/about/gr/issues/health-
care/disparities.aspx.

Erlanger Behavioral Health
CON Application -- Page 11 03/14/16 2:11 PM
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index ranked at 4.8, the worst of every health index

measure.

Erlanger Behavioral Health will serve adult (24 beds),
geriatric (24 beds), and children / adolescent (18 beds)
psychiatric patients, and will also provide adult chemical
dependency services (22 beds). Services will include acute
inpatient care, partial hospitalization and outpatient
care. Further, service will also be provided with a crisis
assessment and intake center for patients on an emergency
basis, as needed. Behavioral medicine will also be
provided to those in need who are affected by various
medical conditions.

Proposed Services & Equipment’
Erlanger Behavioral Health seeks approval to construct
a new state of the art, acute care psychiatric
hospital, as well as initiate psychiatric services.

Ownership Structure
Erlanger Behavioral Health is majority owned by
Erlanger Health System. With 51%, and Acadia
Healthcare has a minority ownership of 49%.

Acadia Healthcare is the largest provider of
behavioral healthcare services. Acadia operates a
network of 585 behavioral healthcare facilities with
approximately 17,100 beds in 39 states, the United
Kingdom and Puerto Rico. Acadia provides behavioral
health and addiction services to its patients in a
variety of settings, including inpatient psychiatric
hospitals, residential treatment centers, outpatient
clinics and therapeutic school-based programs.

Acadia already operates an outpatient methadone
treatment clinic in Chattanooga.

Service Area
The service area for this project is defined as
Hamilton County, Tennessee, and the counties that
surround Hamilton County in Tennessee, Georgia,
Alabama and North Carolina. The service area consists
of a total of thirty (30) contiguous counties in the
four (4) state geography, which is the same service
area currently served by Erlanger Medical Center. A
complete list of the counties which comprise the
service area is attached to this CON application.

Erlanger Behavioral Health
CON Application -- Page 12-R
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Need
The need for this project is clearly demonstrated by a

broad based analysis of the service area. In short,
the defined service area is in need of an additional
219 inpatient psychiatric beds, based on the current
Psychiatric bed need criteria.

Further, in the twelve (12) month period from Oct. 1,
2014 - Sep. 30, 2015, EHS had a total of 34,853
inpatient discharges, and of that there were 11,561
discharges with a mental health condition that needed
to be treated. Of the 11,561 inpatient discharges
with a mental condition, 6,468 of those patients were
admitted as inpatients through the Emergency Dept.

In short, there is a critical need for additional
inpatient psychiatric beds from both a community
need perspective, as well as an institutional need
perspective.

Existing Resources
There are currently a total of five (5) provider
organizations delivering inpatient psychiatric and
substance abuse / chemical dependency services at a
total of seven (7) locations within the defined
service area, for a total of 252 licensed inpatient

beds.

Project Cost
The project cost (per HSDA rules) is $ 25,112,600.

Funding
Funding for this project will be provided by Acadia

Healthcare.

Financial Feasibility
The Projected Data Chart shows a positive financial
result in year 2 for the project, year 1 includes the
start—-up cost and twelve (12) months of expense, but
only ten (10) months of revenue. The first two (2)
months of year 1 are planned for staff training and
facility setup, along with other start-up activities.

Staffing
Staffing for the project in year 2 is estimated to be

Erlanger Behavioral Health
CON Application -~ Page 13-R
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100.9 FTE’s.

II. Provide a detailed narrative of the project by
addressing the following items as they relate to the
proposal.

A. Describe the construction, modification and / or
renovation to the facility (exclusive of major
medical equipment covered by T.C.A. section
68-11-1601 et seqg.) including square footage,
major operational areas, room configuration, etc.
Applicants with hospital projects (construction
cost in excess of $ 5 million) and other facility
projects (construction cost in excess of
$ 2 million) should complete the Square Footage
And Cost Per Square Foot Chart. Utilizing the
attached Chart, applicants with hospital projects
should complete Parts A.-E. by identifying as
applicable nursing units, ancillary areas, and
support areas affected by this project. Provide
the location of the unit/service within the
existing facility along with current square
footage, where, if any, the unit/service will
relocate temporarily during construction and
renovation, and then the location of the
unit/service with proposed square footage. The
total cost per square foot should provide a
breakout between new construction and renovation
cost per square foot. Other facility projects
need only complete Part B.-E. Please also
discuss and justify the cost per square foot for
this project.

If the project involves none of the above
describe the development of the proposal.

Response

This project calls for the construction of a new
eighty-eight (88) bed inpatient hospital providing services
for both psychiatric and substance abuse / chemical
dependency. Erlanger Health System is currently in
discussions with it’s academic partner, the University of
Tennessee — College of Medicine, about making the new
hospital an academic medical center like Erlanger where a

Erlanger Behavioral Health
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graduate medical education and training residency program
in Psychiatry would be established.

The bed complement for Erlanger Behavioral Health will
be twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds. The detail calculations are attached to this CON
application.

The new facility will be 69,000 SF with construction
cost of $ 18,720,000 and total cost of $ 25,112,600.

B. Identify the number of beds increased, decreased,
converted, relocated, designated, and/or
distributed by this application. Describe the
reasons for change in bed allocations and
describe the impact the bed change will have on
the existing services.

Response

Erlanger Behavioral Health seeks to add seventy-six
(76) new psychiatric beds to the service area. Erlanger
North Hospital will transfer it’s current complement of
twelve (12) licensed geriatric psychiatric beds to Erlanger
Behavioral Health with approval and implementation of this
CON application. This will be a total of eighty-eight (88)
beds for the new hospital.

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

In the twelve (12) month period from Oct. 1, 2014 -
Sep. 30, 2015, EHS had a total of 34,853 inpatient.
discharges, and of that there were 11,561 discharges with a
mental health condition that needed to be treated.
Further, of the 11,561 discharges with a mental condition,
6,468 of those patients were admitted through the Emergency
Department. As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System is already the defacto provider of
behavioral health services for those in need, serving those

Erlanger Behavioral Health
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who are unable to access care elsewhere. Patients with
cancer, cardiac or other complex medical conditions will
benefit greatly from the provision of behavioral medicine
provided on an outpatient basis. Having a “system of care”
available to meet the needs of area residents is paramount
to foster access as well as coordinate population health.

Further, disparity in mental health status and mental
health care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under—diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”.

The impact of the proposed project on existing
services 1s expected to be negligible in light of the
significant need identified, which strongly suggests a
tremendous unmet need among those who are most vulnerable,
those with TennCare/Medicaid coverage as well the
uninsured.

The need for additional behavioral health services to
serve the region has been evident at Erlanger Health System
for some time, and the need for this project is clearly
demonstrated by a detailed analysis of the service area.
The defined service area is in need of an additional 219
inpatient psychiatric beds, based on the current bed need
criteria.

The bed need calculation is derived from the current
standard of thirty (30) beds per 100,000 population in the
defined service area, less the current bed supply, to
arrive at the “net need” for new psychiatric beds in the
service area. The 2016 total population is 1,571,392;
therefore, the bed requirement is 471 (15.71 x 30), less
the current bed supply of 252, yielding a net need for new
inpatient psychiatric beds of 219. The need will increase
with population growth and other factors in the future.

Erlanger Behavioral Health
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Square Footage & Cost Per Square Foot Chart

The Square Footage & Cost Per Square Foot Chart is

attached to this CON application.

C. As the applicant, describe your need to provide
the following healthcare services (if applicable

to this application):

1.

N

O ~J oy U1 &~ W

9.
10.
71l -
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.

Response

Erlanger Behavioral Health seeks to add seventy-six
(76) new beds to the service area.
will transfer it’s current complement of twelve
licensed geriatric psychiatric beds to Erlanger Behavioral

Adult Psychiatric Services

Alcchol and Drug Treatment for
Adolescents (exceeding 28 days)

Birthing Center

Burn Units

Cardiac Catheterization Services

Child/Adolescent Psych. Services

Extracorporeal Lithotripsy

Home Health Services

Hospice Services

Residential Hospice

ICF/MR Services ‘

Long-Term Care Services

Magnetic Resonance Imaging (MRI)

Mental Health Residential Treatment

Neonatal Intensive Care Unit

Non-Residential Methadone Treatment Centers

Open Heart Surgery

Positron Emission Tomography
Radiation Therapy/Linear Accelerator
Rehabilitation Services

Swing Beds

Health with approval and implementation of this CON

application.

This will be a total of eighty-eight

beds in the new hospital.

** See Below.

N/A
N/A
N/A
N/A

** See Below.

Erlanger North Hospital
(12)

(88)

Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent

Erlanger Behavioral Health
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Psychiatric and twenty-two (22) Adult Chemical Dependency
beds.

In the twelve (12) month period from Oct. 1, 2014 -
Sep. 30, 2015, EHS had a total of 34,853 inpatient
discharges, and of that there were 11,561 discharges with a
mental health condition that needed to be treated.
Further, of the 11,561 discharges with a mental condition,
6,468 of those patients were admitted through the Emergency
Department. As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System is already the defacto provider of
behavioral health services for those in need, serving those
who are unable to access care elsewhere. Also, patients
with cancer, cardiac or other complex medical conditions
will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents is
paramount.

Disparity in mental health status and mental health
care are critical in‘determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

The impact of the proposed project on existing
services should be negligible in light of the significant
need identified, which strongly suggests a tremendous unmet
need among those who are most vulnerable, those with
TennCare/Medicaid coverage as well the uninsured.

The need for additional behavioral health services to
serve the region has been evident at Erlanger Health System
for some time, and the need for this project is clearly
demonstrated by a detailed analysis of the service area.
The defined service area is in need of an additional 219
inpatient psychiatric beds, based on the current bed need
criteria.
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The bed need calculation is derived from the current
standard of thirty (30) beds per 100,000 population in the
defined service area, less the current bed supply, to
arrive at the “net need” for new beds in the service area.
The 2016 total population is 1,571,392; therefore, the bed
requirement is 471 (15.71 x 30), less the current bed
supply of 252, yielding a net need for new inpatient
psychiatric beds of 219. This need will increase with
population growth in the future.

D. Describe the need to change location or replace
an existing facility.

Response

** Not Applicable. **

E. Describe the acquisition of any item of major
medical equipment (as defined by the Agency Rules
and the Statute) which exceeds a cost of $ 2.0
million; and/or is a magnetic resonance imaging
(MRI) scanner, positron emission tomography (PET)
scanner, extracorporeal lithotripter and/or
linear accelerator by responding to the
following:

il 5 For fixed site major medical equipment (not
replacing existing equipment) .

a. Describe the new equipment, including:
1. Total Cost (as defined by Agency Rule).
2. Expected useful life.
3. List of clinical applications to
be provided.
4. Documentation of FDA approval.
Response

** Not Applicable. **

b. Provide current and proposed schedules
of operations.
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Response

Erlanger Behavioral Health, as an inpatient
acute psychiatric hospital will operate 24 hours per day,
365 days per year, along with a crisis assessment and
intake center. Outpatient services will be provided Monday
- Friday, 8 a.m. - 5 p.m.

2. For mobile major medical equipment:
a. List all sites that will be served.
b. Provide current and proposed schedules

of operations.
C Provide the lease or contract cost.
d. Provide the fair market value of the
equipment.
e. List the owner for the equipment.

Response

** Not Applicable. **

3. Indicate applicant’s legal interest in
equipment (i.e.-purchase, lease, etc.).
In the case of equipment purchase include
a quote and/or proposal from an equipment
vendor, or in the case of equipment lease
provide a draft lease or contract that at
least includes the term of the lease and
the anticipated lease payments.

Response

Applicant currently has legal control of the
proposed site through an Option To Purchase, a copy is
attached to this CON application.

IIT. (A) Attach a copy of the plot plan of the site on an
8 3” x 11” sheet of white paper which must
include:

1. Size of site (in acres).
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—-— The Erlanger Behavioral Health campus 1is
located on approximately 6.0 acres.
A copy of the plot plan is attached
to this CON application.

2, Location of structure on the site.

-— Please see the location of the
facility on the site plan attached
to this CON application.

B Location of the proposed construction.

—-— A Site Located At The Intersection Of
North Holtzclaw Avenue & Citico Avenue.

4. Names of streets, rocads or highways that
cross or border the site.

—-— Roads that border the site are
N. Holtzclaw Avenue and Citico Avenue.

Please note that the drawings do not need to
be drawn to scale. Plot plans are required
for all projects.

(B) 1. Describe the relationship of the site to
public transportation routes, if any, and to
any highway or major road developments in

" the area. Describe the accessibility of the
proposed site to patients/clients.

Resgonse

Erlanger Behavioral Health will be easily
accessible to patients in Chattanooga, as well as Hamilton
and surrounding counties in the service area. The new
hospital can be easily accessed via public transportation.
Proximal state and interstate highways provide easy access
from Tennessee, Georgia, Alabama and North Carolina.

The distance from Erlanger Medical Center to
Erlanger Behavioral Health is 1.1 miles, with a drive time
of 2 minutes, is evidenced by the map below. Public
transportation is easily accessible to the proposed
location. Further, U.S. Highway 27 and U.S. Interstate 24

Erlanger Behavioral Health
CON Application -- Page 21 03/14/16 2:11 PM



43

are major roads in downtown Chattanooga and are within 2.5
miles of the proposed location.
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IV. Attach a floor plan drawing which includes legible
labeling of patient care rooms (noting private or

semi-private),

ancillary areas, equipment areas, etc.,

on an 8 %¥” x 11”7 sheet of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings

should be submitted and need not be drawn to

scale.
Response

A copy of the
application.

floor plan is attached to this CON

V. For a Home Health Agency or Hospice, identify:

Existing
Proposed
A parent
Existing
Proposed

HgogOQw

Response

service area by County.
service area by County.

or primary service provider.
branches.

branches.

** Not applicable. **
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Section C

GENERAL CRITERIA FOR CERTIFICATE OF NEED
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Section C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-

1609 (b), “no Certificate of Need shall be granted unless
the action proposed is necessary to provide needed health
care in the area to be served, can be economically
accomplished and maintained, and will contribute to the
orderly development of health care.” The three (3)
criteria are further defined in Agency Rule 0720-4-.01.
Further standards for guidance are provided in the state
health plan (Guidelines For Growth), developed pursuant to
Tennessee Code Annotated § 68-11-1625.

The following questions are listed according to the three
(3) criteria: (1) Need, (2) Economic Feasibility, and (3)
Contribution to the Orderly Development of Healthcare.
Please respond to each question and provide underlying
assumptions, data sources, and methodologies when
appropriate. Please type each gquestion and its response on
8 22” x 11” white paper. All exhibits and tables must be
attached to the end of the application in correct sequence
identifying the questions to which they refer. If a
question does not apply to your project, indicate “Not
Applicable (NA)~.

PRINCIPLES OF TENNESSEE STATE HEALTH PLAN

[ From 2011 Update, Pages 5-13 ]

1. Healthy Lives: The purpose of the State Health
Plan is to improve the health of Tennesseans.

Response

Erlanger Behavioral Health will be a separately
licensed affiliate of Erlanger Health System, and will
share in the safety net mission in southeast Tennessee;
though the hospital will also serve northwest Georgia,
northeast Alabama and southwest North Carolina due to it’s
location and the scope and range of services provided.
Erlanger is often the only health system which low-income
people, minorities, and other underserved populations can
turn to for treatment.
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Disparity in mental health status and mental health
care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian RAmericans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under—-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

In order to assure the continued viability of its
mission as a safety net hospital, Erlanger continually
strives to provide services that are the most medically
appropriate, least intensive, and provided in the most
cost—effective health care setting.

As the safety net provider, a large underserved
population depends on Erlanger to provide needed services.
While it is difficult to predict the outcome of health
reform initiatives, many Tennesseans previously without
health insurance can be expected to elect services which
may have otherwise been postponed. Surveys of the
Chattanooga region have shown that some 70% or more of area
physicians and surgeons received their training at Erlanger
via its affiliation with the UT College of Medicine which
is located on campus. Based on current residency and
fellowship programs, it can be expected that this trend
will continue with many physicians opting to remain in
Tennessee, at Erlanger.

The proposed facility for Erlanger Behavioral Health
is consistent with the State Health Plan because it seeks
to ensure patient access to appropriate facilities for
Tennesseans 1in particular. Erlanger is the safety net for
underserved residents in southeast Tennessee, including the
only Children’s Hospital within 100 miles of Chattanooga,
Tennessee. Providing enhanced access for those in need of
care care regardless of the patients’ ability to pay has
been demonstrated to improve the health status of those
served.

The Chattanooga region, particularly Enterprise South
Industrial Park, has proven attractive to business
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development due to the relatively low cost of labor, cost
of living and absence of personal income tax. Also,
Chattanooga has been recognized as one of the tenth lowest
cost markets from a health care insurance perspective since
the roll out of the Affordable Care Act and the insurance
exchange marketplace.

Volkswagen recently announced that it will invest $600
million in its Chattanooga manufacturing plant, adding a
second automobile line to its production facility. 1In
doing so, Volkswagen expects to employ an additional 2,000
employees, with the goal to have the second production line
up and running in 2016. Erlanger has a primary care site
on the Volkswagen campus that serves employees and their
families as well as others in the community. Volkswagen
also has preferred employer status with Erlanger, whereby
employees receive a discount when services are provided.
With this expansion, parts, paint and other suppliers
involved with the manufacturing are also expected to add
employees. Volkswagen has released an additional 300 acres
of property to house as many as twenty additional supply
companies, increasing site employment to 7,500.

Plastic Omnium Auto Exteriors, LLC, a tier one
supplier for Volkswagen, also recently announced that it
will make a $65 million investment in Chattanooga, creating
nearly 200 new positions at opening, with a target of 300
positions within three years. The company has purchased 27
acres in the industrial park where VW is located.

NV Michel Van De Wielke, one of the largest
manufacturers of textile machines in the world indicated it
would relocate to Chattanooga from Dalton, GA, to be closer
to marketplace competitors and challenge rivals for market
share. The plant will employ 35. Chattanooga is the
birthplace of tufting with a long tradition in the flooring
industry and many manufacturers are still in the region.
The company will also relocate its headquarters from
Charlotte, NC, to Chattanocoga.

On the health front, area hospitals have also invested
in plant improvements and technology. Memorial Hospital
recently completed a renovation and expansion project of
approximately $ 300 million. Parkridge Health System, an
affiliate of HCA Healthcare, acquired another hospital in
the region (Grandview Hospital) and recently completed
relocation/expansion of its psychiatric facility with
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approximately $ 8 million invested. Tennova Health, in
Bradley County is owned by Community Health System,
consolidated two facilities and invested approximately $ 45
million in upgrades.

Investment in the region is expected to continue
across all industries for the foreseeable future. The
Chattanooga Area Chamber of Commerce estimates that it’s
goal of adding more than 15,000 jobs by the end of 2015,
has been met.

2. Access To Care: Every citizen should have reasonable
access to care.

Response

Erlanger is designated by TennCare as the safety net
hospital, for underserved residents in southeast Tennessee.
Erlanger’s TennCare / Medicaid utilization and
uncompensated care cost for the last three (3) fiscal years
are presented below.

TennCare / Medicaid Uncompensated
Utilization % Care Cost
FY 2013 21.0 % $ 85.1 M
FY 2014 22.3 % $ 86.2 M
FY 2015 ° 25.0 % $ 85.1 M
Notes

(3) TennCare / Medicaid utilization percentages are based
on gross I/P charges derived from applicant’s
internal records.

(4) Uncompensated care cost estimates were derived from
applicant’s internal records as reported in the notes
to the annual audited financial statements.

(5) Erlanger’s fiscal year begins on July 1 of each year
and ends on June 30 of the following year. For
example, FY 2014 began on July 1, 2013, and ended on
June 30, 2014.

Erlanger clearly shoulders significantly more than its
proportionate share of the care rendered to vulnerable
populations. The State Health Plan favors initiatives,
like the project proposed herein, which help to foster
access to the underserved.

In a press release on January 28, 2016, U.S. Senator
Lamar Alexander said that public legislative hearings on
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the mental health crisis in America are a “priority”. As
evidence, Sen. Alexander cited a 2014 national study by the
Substance Abuse & Mental Health Services Administration
which found that 1 in 5 adults had a mental health
condition and 9.8 million adults had serious mental
illness, such as schizophrenia, bipolar disorder or
depression. Of these, nearly 60% of adults with mental
illness did not receive care in 2014. Only about half of
adolescents with a mental health condition received
treatment. Further, in a study from 2010 - 2012, nearly
21% of adults in Tennessee reported having a mental
illness.

Erlanger Medical Center has the only Level I trauma
center, the only life-flight helicopter service, and the
only children’s hospital in the region. Erlanger is also
the only provider in its service area of Level IV neonatal
care and perinatal services. Erlanger Health System is
committed to maintaining its mission of providing
healthcare services to all citizen’s regardless of ability
to pay. Such services include inpatient care, obstetrics,
surgical services, as well as emergency and outpatient
services. A clear need exists to add behavioral halth to
this complement of services.

Erlanger Health System also operates several other
hospitals in Southeast Tennessee, as well as a network of
physician offices and Federally Qualified Health Centers
(hereinafter “FQHC”), so that patients may easily access
needed services while also facilitating easy access to the
broader healthcare delivery system. '

3. Economic Efficiencies: The State’s health care
resources should be developed to address the needs of
Tennesseans while encouraging competitive markets,
economic efficiencies, and the continued development
of the state’s health care system.

Response

Erlanger Behavioral Health is a new project,
therefore, it does not have historical financial data upon
which to base a comparative evaluation of it’s services
with other providers of inpatient psychiatric services.
However, below is a table of other Hamilton County,
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v

Tennessee, providers of acute psychiatric services in the
service area.

Avg. Net Revenue

Hospital Per I/P Admission
Parkridge Valley-Adult Hospital $ 11,096
Parkridge Valley-Child/Adolescent

Hospital $ 8,835
Erlanger North Hospital $ 10,593
Notes F
(1) Information derived from Tennessee Joint Annual Reports

for CY 2014.

Also, the net revenue per admission for Erlanger Behavioral
Health, indicated by the Projected Data Chart, 1is as
follows:

Year 1 Year 2
Admissions 1,071 2,128
Net Operating Revenue $ 4,670,977 $ 10,951,810
Net Revenue Per Admission S 4,361 $ 5,146

Comparative information for Erlanger Medical Center
and other providers is below. The inpatient net revenue
per admission for local providers in Chattanooga,
Tennessee, 1s as follows.

Avg. Net Revenue

Hospital Per I/P Admission

Erlanger Medical Center $ 11,431

Memorial Hospital $ 11,924

Parkridge Medical Center $ 13,565

Erlanger East Hospital $ 6,019

Memorial Hospital - Hixson $ 5,671

Parkridge East Hospital $ 7,709

Notes

(1) Information derived from Tennessee Joint Annual

Reports for CY 2014.

The net revenue per admission for another CON approved
project by the Health Services & Development Agency, 1s as
follows:

Avg. Net Revenue

Hospital CON No. Per I/P Admission
Crestwyn Behavioral Health CN1310-040 S 6,785

Evidence of Erlanger’s role as a low cost provider is
illustrated with the initiation of the Health Care
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Exchanges on January 1, 2014; Blue Network E enrolled over
10,000 uninsured and Erlanger is the only provider in this
network. Further, an additional 7,000 people were enrolled
in Blue Network S and Erlanger is one of only two providers
in this network as well. It is anticipated that these
additional health networks will generate sufficient volume
to keep Erlanger cost efficient.

While offering more complex services and capabilities,
Erlanger has net revenue per inpatient admission lower than
other large area hospitals. Erlanger Medical Center is
economically efficient, while incurring higher costs by
offering more complex services including the only Level I
trauma center, the only life-flight helicopter service, the
only children’s hospital, the only Level I trauma center,
the only Regional Perinatal Center, and the only Level IV
neonatal care in southeast Tennessee.:

4. Quality Of Care: Every citizen should have confidence
that the quality of health care is continually
monitored and standards are adhered to by health care
providers.

Response

Erlanger Health System, participates in periodic
submission of quality related data to the Centers For
Medicare & Medicaid Services through its Hospital Compare
program and is also accredited by The Joint Commission.
Further, Erlanger Health System has an internal program of
Medical Quality Improvement Committees which continually
monitor healthcare services to assure patients of the
quality of care provided. The quality improvement program
will include Erlanger Behavioral Health.

5. Health Care Workforce: The state should support the
development, recruitment, and retention of a
sufficient and quality health care workforce.

Response

Erlanger is an academic health system which has
established strong long term relationships with the

2 Level IV as defined by the Tennessee Perinatal Guidelines as well as the American College of Pediatrics.
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region’s colleges, universities and clinical programs.
Erlanger provides clinical sites for internships and
rotation programs in nursing, radiology, respiratory care
and pharmacy, to name a few. A number of regional
universities offer Bachelor degree programs in nursing and
physical therapy. Locally, two year degrees are available
in many clinical allied health areas with additional
programs offering advanced technical training in
Radiological Imaging such as Nuclear Medicine and
Diagnostic Ultrasonography.

The University of Tennessee — College of Medicine is
co-located at Erlanger and includes training of senior
medical students on clinical rotation as well as graduate
medical education for training of residents and advanced
fellowships in various medical specialties, including
surgical specialties, as outlined below.

Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plastic Surgery
Surgery
Urology
Transitional Year

Fellowship Programs
Orthopedic Trauma Surgery
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery
Emergency Medicine
Neuro-Interventional Surgery
Ultrasound
Cardiovascular Disease
Gastroenterology (under development)
Radiology (under development)
Neurology (under development)

It should be noted that Erlanger Health System is
currently in discussions with it’s academic partner, the
University of Tennessee — College of Medicine, to explore
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the possibility of a graduate medical education and

training residency program in Psychiatry.

Further, Erlanger Health System also participates with
numerous schools that provide advanced training in the
areas of nursing and allied health.

|

[ End Of Responses To Principles Of Tennessee State Health Plan — 2011
Update, pages 5 - 13 ]

- PSYCHIATRIC -INPATIENT SERVICES

[ Standards & Criteria, Effective — 2000, p. 25-26 ]

A. Need

1. The population-based estimate of the total need
for psychiatric inpatient services is 30 beds per
100,000 general population (using population
estimates prepared by the Department of health
and applying the data in Joint Annual Reports).

Response

The need for additional behavioral health
services to serve the region has been evident at Erlanger
Health System for some time, and the need for this project
is clearly demonstrated by a detailed analysis of the
service area. The defined service area is in need of an
additional 219 inpatient psychiatric beds, based on the
current bed need criteria.

Further, in the twelve (12) month period from
Oct. 1, 2014 — Sep. 30, 2015, EHS had a total of 34,853
inpatient discharges, and of that there were 11,561
discharges with a mental health condition that needed to be
treated. Further, of the 11,561 discharges with a mental
condition, 6,468 of those patients were admitted through
the Emergency Department. As such, Erlanger’s emergency
departments already provide mental health services to
emergency patients with psychiatrists and clinical social

workers.
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As the 7th largest public health system in the
nation, and the healthcare safety net for the region,
Erlanger Health System is already the defacto provider of
behavioral health services for those in need, serving those
who are unable to access care elsewhere. Also, patients
with cancer, cardiac or other complex medical conditions
will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents is
paramount.

The bed need calculation is derived from the
current standard of thirty (30) beds per 100,000 population
in the defined service area, less the current bed supply,
to arrive at the “net need” for new beds in the service
area. The 2016 total population for the Tennessee service
area is 1,015,247; therefore, the Tennessee bed requirement
is 305 (10.15 x 30), less the current bed supply of 395,
yields a net over supply of 90 psychiatric beds, as
demonstrated by the following table.

Psychiatric Beds - Current Su_g_g_u -- Tennessee Service Ar_eg

== Total Psych / Substance Beds For Service Area ==

L Total Child & Adult Substance
Psych / SA Youth Psych . Geriatric  Abuse Total
Bads Beds Beds Beds Beds Beds
Parkridge Valley Hospital - Chattanooga, TN 172 108 32 16 G v/
Erlanger North Hospital - Chatiancoga, TN~ 12 12 Tz
Parkridge West Hospltal - Jasper, TN' 20 20 T20
_ . Moccasin Bend MHI - Chattanooga, TN. 150 150 7150
Skyridge Medical Center - Westside - Cleveland, TN: 29 29 20
Southern Tenn Med Cir - Winchester, TN 12 ¢ 12 "2
Total 395 108 243 28 16 385

(*) Bed data obtained from 2014 Tennessee Joint Annus! Reports.

Pop. 2016 :  Pop. 2020

Tenn. i Tenn,

Child / Adolescent (Age 0-17) 215,353 217,133
Adult (Age 18-64) 596,632 598,660

Geriatric (Age 65+) 203,262 233,652

1015247 | 1,049,445

Total Est Psychiatric Bed Need - 2016 305
Total Est. Psychiatric Bed Need - 2020 318

Est. Current Est. Proposed
Requirement Supply Need Bed Mix
Child / Adolescent Beds - Est Need -~ 2016° 65 108 -43 18
Adult Beds - Est. Need- 2016 179 259 -80 46
Geriatric Beds - Est Need - 2016 61 28 33 24
Total 305 395 -90 88

(**) Substance Abuse hospital beds included in Psychiatric beds.
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However, this does not consider the bed need in the
non-Tennessee portion of the service area. When taken into
consideration, this presents an entirely different picture
of the need for Erlanger Behavioral Health. The net bed
need for the non-Tennessee service area is 167 additional
psychiatric beds, as illustrated by the following table.

Edéggh‘igg_[ic‘; Eegs - Current Sub'pl\} - Nori_- "I-‘en"g‘ essee -S_gﬂ- fge Areal

== Total Psych / Substance Beds For Service Area ==

Total Child & Adult Substance
Psych/ SA Youth  Psych Geriatric  Abuse Total
Beds Beds Beds Beds Beds Beds
Hamilton Medical Center - Dalton, GA: 7 7 7
Total 7 0 7 0 0 7

‘(*) Bed data obtained from Certificates of Need and other data sources.

« Pop. 2016 ©  Pop. 2020
Non - Tenn. Non - Tenn,

Child / Adolescent (Age 0-17) 135,139 134,478
Adult (Age 18-64) 345781 = 343,305
Geriatric (Age 65+)' 97,806 © 108,586

578,726 586,369

Total Est. Psychiafric Bed Need - 2016 174
Total Est. Psychiatric Bed Need - 2020: 176

. Est. Current Est. Proposed
Requirement Supply Need Bed Mix
Child / Adolescent Beds - Est. Need - 2016: 41 41 18
Adult Beds - Est. Need - 2016 104 7 97 .. 46
Geriatric Beds - Est. Need - 2016! 29 29 24
Total 174 7 167 88

(*’L) Substance Abuse hospital beds included in Psychiatric beds.

There are currently a total of six (6) provider
organizations delivering inpatient psychiatric and
substance abuse/chemical dependency services at a total of
eight (8) locations within the service area, for a total of
402 licensed inpatient beds.

The combined bed need calculation for the
Tennessee and non-Tennessee portions of the service area,
yields a net need for new inpatient psychiatric beds of 77
.. total requirement of 479 (305 + 174), less the current
bed supply of 402 (395 + 7).
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Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency
beds. '

Erlanger Behavioral Health seeks to add seventy-
six (76) new beds to the service area. FErlanger North
Hospital will transfer it’s current complement of twelve
(12) licensed geriatric psychiatric beds to Erlanger
Behavioral Health with approval and implementation of this
CON application. This will be a total of eighty-eight (88)
beds.

In a press release on January 28, 2016, U.S.
Senator Lamar Alexander said that public legislative
hearings on the mental health crisis in America are a
“priority”. As evidence, Sen. Alexander cited a 2014
national study by the Substance Abuse & Mental Health
Services Administration which found that 1 in 5 adults had
a mental health condition and 9.8 million adults had
serious mental illness, such as schizophrenia, bipolar
disorder or depression. Of these, nearly 60% of adults
with mental illness did not receive care in 2014. Only
about half of adolescents with a mental health condition
received treatment. Further, in a study from 2010 - 2012,
nearly 21% of adults in Tennessee reported having a mental
illness.

In short, there is a critical need for additional
inpatient psychiatric beds from the community need
perspective, as well as Erlanger’s institutional need
perspective.

2. For adult programs, the age group of 18 years
and older should be used in calculating the
estimated total number of beds needed.

Response

As illustrated by the need information presented
in item A-1, the bed need for adults is calculated based on
the age group 18-~-64 years, and the geriatric need is
calculated based on the age group over 65. Based on this
methodology, the service area has a combined need for a
total of 77 additional beds.
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Erlanger Behavioral Health will have a bed mix of
twenty-four (24) Adult Psychiatric, twenty-four (24)
Geriatric Psychiatric, eighteen (18) Child/Adolescent
Psychiatric and twenty-two (22) Adult Chemical Dependency

beds.

3. For child inpatient under age 13, and if
adolescent program the age group of 13-17 should
be used.

Response

As i1llustrated by the need information presented
in item A-1, the bed need for child/adolescents is
calculated based on the age group 0-17 years.

Erlanger Behavioral Health will have a bed mix of
eighteen (18) child/adolescent beds.

4. These estimates for total need should be adjusted
by the existing staffed beds operating in the
area as counted by the Department of Health in
the Joint Annual Report.

Response

As illustrated by the need information presented
in item A-1, the bed need has been adjusted by the existing
staffed beds operating in the service area, as reported in
the 2014 Tennessee Joint Annual Reports for hospitals.

B. Service Area

1. The geographic service area should be reasonable
and based on an optimal balance between
population density and service proximity or the
Community Service Agency.

Response

The service area for this project is defined as
Hamilton County, Tennessee, and the counties that surround
Hamilton County in Tennessee, Georgia, Alabama and North
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Carolina. The service area consists of a total of thirty

(30) contiguous counties in the four (4) state geography.
A complete list of the counties which comprise the service
area is attached to this CON application.

This geography represents the primary, secondary
and tertiary service areas for Erlanger Medical Center. As
such, the service area is reasonable and provides optimal
balance between population density and service proximity.

2. The relationship of the socio-demographics of the
service area, and the projected population to
receive services, should be considered. The
proposal’s sensitivity to, and responsiveness to
the special needs of the service area should be
considered including accessibility to consumers,
particularly women, racial and ethnic minorities,
low income groups, and those needing services
involuntarily.

Response

Erlanger Behavioral Health will serve adolescents
and adults of all ages without discrimination, and also
without regard to gender, ethnicity or ability to pay for
services.

Erlanger Behavioral Health will serve all
patients in need of psychiatric and substance abuse
services regardless of ability to pay. Further, patients
with TennCare/Medicaid coverage will be admitted and
served, as will charity patients.

Erlanger Behavioral Health will accept
involuntary admissions from the judicial system regardless
of ability to pay.

C. Relationship To Existing Applicable Plans
1. The proposal’s relationship to policy as
formulated in state, city, county, and/or

regional plans and other documents should be a
significant consideration.

Resgopse
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The Tennessee Guidelines For Growth, which have
already been addressed, identify several factors pertaining
to this CON application. The Guidelines support delivery
of services in the most medically appropriate setting;
which goal this CON application serves. The Guidelines
support those CON applications which provide services to
the elderly, which goal this CON application serves. The
Guidelines indicate that preference will be given to
patient accessibility and availability, which goal this CON
application serves.

According to the Tennessee State Health Plan
“"mental health problems are more prevalent in Tennessee
than the national average”, while “the prevalence of mental
health problems and illnesses is often underestimated” ..
but “despite improvements in our understanding of mental
health problems and illnesses often do not get treatment”.3
This CON application seeks to serve this significant need.

2. The proposal’s relationship to underserved
geographic areas as identified in state, city,
county and/or regional plans and other documents
should be a significant consideration.

Response

The extensive service area extends from
Chattanooga across rural parts of four (4) States, and
includes numerous counties which are designated by the
Health Resources & Services Administration as Medically
Underserved Areas (“MUA’s”). The medically underserved
area includes Chattanooga and Hamilton County, Tennessee.
Further, every county in the defined service area is
classified as a Health Professional Shortage Area (“HPSA")
for mental health, and this also includes Chattanooga and
Hamilton County, Tennessee.

3. The impact of the proposal on similar services
supported by state appropriations should be
assessed and considered.

Bgsgonsq

3 Tennessee State Health Plan, November, 2009, page 25.
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It is noted that Moccasin Bend Mental Health
Institute (“MBMHI”) is a State funded psychiatric hospital
in Chattanooga, Hamilton County, Tennessee. However, this
project is not expected to have any impact on MBMHI due to
the nature of the patients which this provider accepts.
From the website, the mission of MBMHI is identified as:

“The mission of MBMHI is to provide quality psychiatric services
to individuals with a severe and persistent mental illness.”

Also, MBMHI’s service area is also much broader than the
service area proposed. The MBMHI service area is 52
counties which serves all of East Tennessee extending North
to the Kentucky and Virginia state lines.

MBMHI has a total of 150 acute psychiatric beds,
which includes two (2) long term care units. Further,
MBMHI identifies it’s service area as fifty-two (52)
counties in East Tennessee, this includes thirty-four (34)
counties in Tennessee that are not in the service area for
Erlanger Behavioral Health. Because MBMHI treats those who
are severely mentally 111, it is not expected that this
project will impact it’s services.

4. The proposal’s relationship to whether or not the
facility takes voluntary and/or involuntary
admissions, and whether the facility serves acute
and/or long-term patients, should be assessed and
considered.

Response

As stated in response to item B-2, FErlanger
Behavioral Health will accept voluntary patients, as well
as involuntary patients from the judicial system. Acute
mental health patients will be served at this facility, not
long—-term patients on a residential basis.

5. The degree of projected financial participation
in the Medicare and TennCare programs should be
considered.

Response
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As stated in response to item B-2, Erlanger
Behavioral Health will participate in both the Medicare and
TennCare programs.

D. Relationship To Existing Similar Services In The Area

1. The area’s trends in occupancy and utilization of
similar services should be considered.

Response

The utilization trend for psychiatric and
substance abuse beds is presented below. Utilization for
CY 2014 suggests that not all populations including special
needs, are receiving these necessary services.
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Parkridge Valley Adult- Chattanooga, TN

Parkridge Valley Child/Adolescent - Chattanooga, TN
Parkridge Medical Center - Chattanooga, TN
Erlanger North Hospital - Chattanooga, TN

Moccasin Bend MHI - Chattanooga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN
Southern Tenn Med Ctr - Winchester, TN

Total

Parkridge Valley Aduit - Chattancoga, TN
Parkridge Valley Child/Adolescent - Chattanaoga, TN

Parkridge Medical Center - Chattanooga, TN.

Erlanger North Hospital - Chattanooga, TN
Moccasin Bend MHI - Chattanooga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN

Southern Tenn Med Ctr - Winchester, TN’

Total

Psychiatric ggg.s - Uﬂ]izgjigg Trend :

% Change'
2011-2014

Total
-Psych / SA
Beds

64
108
1
12
150
20
29
12

408

Parkridge Valley Adult- Chattanooga, TN:

Parkridge Valley Child/Adolescent - Chattanooga, TN

Parkridge Medical Center - Chattanooga, TN:

Erlanger North Hospital - Chattanooga, TN
Moccasin Bend MHI - Chattanooga, TN
Parkridge West Hospital - Jasper, TN

: Skyridge Medical Center - Westside - Cleveland, TN:
Southern Tenn Med Ctr - Winchester, TN.

Total

Nationally,

:NOTES

62

Annual Pt.

Days

Available

23,360
39,420
4,015
4,380
54,750
7,300
10,585
4,380

148,190

100.0%

-61.0% :

-100.0%

367.9%

40.3%
204.9%
-0.4%
16.4%

19.4%

100.0%

-22.6%
-100.0%
-1.7%
34.6%

222.9%

40.6%
-8.3%

18.9%

100.0%

-22.6%

-100.0% :

-1.8%
34.6%

223.0% |

40.5%
-6.3%

18.9%

2,999
497
840
170
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= Actual Discharges

2013 2012 2011
3,004 3,073 3,106
= 258 291
281 268 56
2,768 2,340 2,138
485 473 163
928 959 843
86 135 146
7,532 7,506 6,743
Actual Patient Days =========
2013 2012 011
44,968 39,153 39,012
- 2,793 3,054
3,761 3,746 3,692
47,908 37,970 37,055
5,055 5278 1,527
1,038 1,362 1,567
3,916 4,421 4,448
106646 94723 90,355

Occupancy Rate

2013 2012
1141%  99.3%  99.0%
- 69.6%  76.1%
859%  B5.5%  84.3%
87.5%  69.4%  67.7%
69.2%  72.3% = 20.9%
9.8% 12.9%  14.8%
89.4%  1009%  101.6%
72.0%  639%  61.0%

(1) Utilization data obtained from Tennessee Joint Annual Reports .
(2) Parkridge Valley moved it's Adult & Geriatric beds fo a new campus in 2014.

‘(3) Utilization data not available for Hamilton Medical Center in Dalton, Georgia.

expected to increase over the next ten
2015 and 2025, with overall growth for inpatient service at
a rate of 5% and overall growth for outpatient service at a

rate of 19%.

(10)

utilization of Psychiatric services is
vears between

S92, a national healthcare consultancy firm,

provides the following detail by growth factor:

Factor
Population
Epidemiology
Economy
Policy
Innovation & Tech.

Erlanger Behavioral Health
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System Of Care -2% 4%
Total 5% 19%
Notes
(1) Information obtained from Sg2, 2015 Behavioral Health

Landscape — Introduction To The Forecast, p. 6.

In addition, Sg2 estimates that 68% of those with
a mental disorder also have 1 or more medical conditions.
Further, 29% of adults with a chronic condition have a
comorbid mental health disorder.

2. Accessibility to specific special need groups
should be an important factor.

Response

Erlanger Behavioral Health will serve adolescents
and adults of all ages without discrimination, and also
without regard to gender, ethnicity or ability to pay for
services.

Disparity in mental health status and mental
health care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and .
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

Erlanger Behavioral Health will serve all
patients in need of psychiatric and substance abuse
" services regardless of ability to pay. Further, patients
with TennCare/Medicaid coverage will be admitted and
served, as will charity patients.

Erlanger Behavioral Health will accept
involuntary admissions from the judicial system regardless
of ability to pay.

Erlanger Behavioral Health
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E. Feasibility

The ability of the applicant to meet Tennessee
Department of Mental Health licensure requirements
(related to personnel and staffing for psychiatric
inpatient facilities) should be considered.

Response

Erlanger Behavioral Health will meet all licensure
requirements of the Tennessee Department of Mental Health
related to personnel and staffing for inpatient psychiatric
hospitals.

[ End Of Responses To Standards & Criteria For Psychiatric
Inpatient Services, 2000, page 26-26 ]

GENERAL QUESTIONS CONCERNING NEED, ECONOMIC FEASIBILITY
& CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE

(I.) NEED
1. Describe the relationship of this proposal toward the

implementation of the State Health Plan, Teneessee’s
Health: Guidelines For Growth.

(a) Please provide a response to each criterion and
standard in Certificate Of Need Categories that
are applicable to the proposed project. Do not
provide responses to General Criteria and
Standards (pages 6-9) here.

Response

This project is consistent with the Principles Of
The Tennessee State Health Plan as stated in the 2011
update (“Principles”). Applicant has addressed each of the

Principles.

Erlanger Behavioral Health
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(b) Applications that include a Change of Site for a
health care institution, provide a response to
General Criterion and Standards (4) (a-c).

Response

** Not applicable. **

2. Describe the relationship of this proposal to the
applicant facility’s long range development plans,
if any.

Response

Erlanger Health System currently holds a CON for
expansion of Erlanger East Hospital (No. CN0405-047AE); and
a CON to modernize and upgrade the surgical facilities at
Erlanger Medical Center (No. CN1207-034A); a CON was
approved for Erlanger East Hospital to initiate a satellite
radiation therapy service along with the relocation of a
Linear Accelerator from Erlanger Medical Center (no.
CN1412-048); a CON application was approved to upgrade the
Cardiac Catheterization Laboratory for Erlanger East
Hospital from a diagnostic catheterization laboratory to an
interventional / therapeutic laboratory (No. CN1502-005).
Also, a CON application (No. CN1601-002) is currently
pending with the Health Services & Development Agency to
add a Level III NICU at Erlanger East Hospital.

The goal for Erlanger Health System is to provide a
comprehensive system of care comprised of unduplicated
services while also serving those who are currently under
served and/or those who do not have the ability to pay for
their services. As such, Erlanger Behavioral Health is
part of a long term plan to make services more accessible.

3. Identify the proposed service area and justify the
reasonableness of that proposed area. Submit a county
level map including the State of Tennessee clearly
marked to reflect the service area. Please submit
maps on 8 ¥’ x 11”7 sheets of white paper marked only
with ink detectable by a standard photocopier (i.e-no
highlighters, pencils, etc.).

Erlanger Behavioral Health
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Response

The service area for this project is defined as
Hamilton County, Tennessee, and the counties that surround
Hamilton County in Tennessee, Georgia, Alabama and North
Carolina. The service area consists of a total of thirty
(30) contiguous counties in the four (4) state geography.
A complete list of the counties which comprise the service
area 1s attached to this CON application.

This geography represents the same primary,
secondary and tertiary service areas as Erlanger Medical
Center. Therefore, the service area is reasonable and
provides balance between population density and service
proximity. A map showing the service area is attached to
this CON application.

4, A, Describe the demographics of the population to be
served by this proposal.

Response

The State of Tennessee has a TennCare enrollment
of 20.0%, compared to the Tennessee service area for this
project which is 21.7%. The population over age 65 is
expected to grow by 6.8% for the service area between 2016
and 2020, compared to the Tennessee growth rate of 3.2% ..
while the total population is expected to grow by only 3.0%
for the service area, compared to 3.7% for Tennessee.
Briefly stated, this illustrates that the over 65
population is growing at a faster rate than the total
population for the Tennessee service area, when compared to
the State of Tennessee.

The need for additional behavioral health services to
serve the region has been evident at Erlanger Health System
for some time, and the need for this project is clearly
demonstrated by a detailed analysis of the service area.
The defined service area is in need of an additional 219
inpatient psychiatric beds, based on the current bed need
criteria.

In the twelve (12) month period from Oct. 1, 2014 -
"Sep. 30, 2015, EHS had a total of 34,853 inpatient
discharges, and of that there were 11,561 discharges with a
mental health condition that needed to be treated.
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Further, of the 11,561 discharges with a mental condition,

6,468 of those patients were admitted through
Department. As the 7th largest public health
nation, and the healthcare safety net for the
Erlanger Health System is already the defacto
behavioral health services for those in need,

the Emergency
system in the
region,
provider of
serving those

who are unable to access care elsewhere. Also, patients

with cancer, cardiac or other complex medical

conditions

will benefit greatly from the provision of behavioral
medicine provided on an outpatient basis. Having a “system
of care” available to meet the needs of area residents is

paramount.

A summary of demographic information appears
below which outlines TennCare enrollment, changes in
population, and that portion which is below the Federal
poverty level within the service area, by county compared

to the State of Tennessee.
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Hamilton Bradley = Marion : Grundy Sequatchie Bledsce !

Current Year (2016) - Age 65+ 61,073 17,879 5,763 3,021 3,195 2,628

Projected Year (2020) - Age 65+ 69,762 20,381 6,584 3,339 3,896 2,955

Age 65+ - % Change 14.2% 14.0% 14.2% 10.5% 21.9% 12.4%

Age 65+ - % Total 17.1% 18.9% 202% 224% 20.2% 19.8%

Total Pop. - 2016 356,156 105,549 28,585 13,470 15,835 13,273

Total Pop. - 2020 368,666 109,706 28,633 13,263 16,943 13,481

Total Pop. - % Change 3.5% 3.9% 0.2% -1.5% 7.0% 1.6%

Median Age 40 39 43 43 42 43

Median Household Income $47,880 $41,575 $40,998 $26,856 $42,182 $38,450

TennCare Enrollees 60,738 22,933 7,395 4,921 4,135 3,405

TennCare Enrollees As % Of Total Pop. 19.6% 21.7% 25.9% 36.5% 26.1% 25.7%

Persons Below Poverty Level 56,629 18,471 5,889 3,516 2,961 3,783

Persons Below Poverty Level As % Of Total Pop. 15.9% 17.5% 20.6% 26.1% 18.7% 28.5%

Rhea Meigs McMinn Polk Franklin Coffee

Current Year (2016) - Age 65+ 6,589 2677 11,089 3,680 8,752 10,225
Projected Year (2020) - Age 65+ 7,571 3,151 12,650 4,134 9,972 11,573
Age 65+ - % Change 14,9% 17.7% 14.1% 12.3% 13.9% 13.2%
Age 65+ - % Total 19.4%  21.9% 204% 21.1% 20.8% 18.3%
Total Pop. - 2016 33,934 « 12221 54,449 17442 42097 55,932
Total Pop. - 2020 35218 12462 55724 17,812 42681 57,865
Total Pop. - % Change 3.8% 2.0% 2.3% 2.1% 1.4% 3.5%
Median Age 41 44 43 43 42 40
Median Household Income $37,512 §$33,061 $39,644 $39,434 $42,663 $39,656
TennCare Enrollees 8,466 3,385 12,815 1,062 : 8,200 13,894
TennCare Enrolices As % Of Total Pop. 27.9%  27.5% 23.5% 6.0% 19.5% 24.8%
Persons Below Poverly Level 7,485 2,542 9,474 3,541 6,946 9,397

Persons Below Poverty Level As % Of Total Pop. 22,0% 20.8% 17.4% 20.3% 16.5% 16.8%

Service i State Of

Warren 'Van Buren Monroe Cumberland Loudon Roane Area Tennesseq

iCurrent Year (2016) - Age 65+ 7,350 1,313 10,398 19,871 15,089 12,670 203,262 '1,091,5186
Projected Year (2020) - Age 65+ 8233 1,554 12,384 23106 17,908 14,509 233,652 1,266,295
‘Age 65+ - % Change 12.0%  18.4% 19.1% 16.3% 18.7% 14.5% 15.0% ©16.0%
Age 65+ - % Total 18.0% 23.2% 21.7% @ 321% 27.8% 22.8% 20,0% 16.0%
Total Pop. - 2016 40,872 58651 47,980 61,910 54,261 55,630 1,015,247 16,812,005
Total Pop. - 2020 41,446 5686 50,062 65575 ¢ 57,923 56,301 1,049,445 7,108,031
Total Pop. - % Change 1.4% 0.6% 4.3% 5.9% 6.7% 1.2% 3.4% ¢ 4.3%
Median Age 40 46 43 50 47 46 43 38
Median Household Income $34,592 « $34,250 $37,202 $38,350 $50,619 $41,726 $39,258 $44,621
TennCare Enrollees 11,584 1,410 12,154 13,158 i 9,459 12,068 221,152 1,331,838
‘TennCare Enrollees As % Of Total Pop. © 283% 25.0% 253% 213% ¢ 17.4% 21.7% 21 .8% 19.6%
.Persons Below Poverty Level 7,766 1,164 9,884 10,277 ¢ 7,379 10,013 177,097 . 1,246,597
Persons Below Poverty Level As % Of Total Pop, 19.0% 20.6% 20.6% 16.6% 13.6% 18.0% 17.4% 18.3%

B. The special needs of the service area population,

including health disparities, the accessibility
to consumers, particularly the elderly, women,
racial and ethnic minorities, and low-income
groups. Document how the business plans of the
facility will take into consideration the special
needs of the service area population.

Response

As a member facility of FErlanger Health Systemn,
Erlanger Behavioral Health is a component of the safety net
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for southeast Tennessee. Often the only hospital which
low-income people, minorities, and other underserved
populations can turn to for treatment is Erlanger. In
order to assure the continued wviability of its mission as
the safety net provider, Erlanger Health System continually
strives to provide services that are medically appropriate,
least intensive (restrictive), and provided in the most
cost-effective health care setting.

Disparity in mental health status and mental
health care are critical in determining the greatest need.
Specifically, “Blacks, Latino’s and Asian Americans are
over represented in populations that are particularly at
risk for mental health disorders. Additionally, minority
individuals may experience symptoms that are undiagnosed,
under-diagnosed, or mis-diagnosed for cultural, linguistic,
or historical reasons. The lack of attention to the mental
and behavioral health needs of racial and ethnic minorities
and the inadequate provision of culturally and
linguistically appropriate mental health care in racial and
ethnic minority communities demonstrates a clear need .. to
close the gap in care.”

Erlanger Behavioral Health is easily
accessible to patients in Chattanooga, as well as Hamilton
and surrounding counties in the service area. The hospital
can be easily accessed via public transportation. Proximal
state and interstate highways provide easy access from
Tennessee, Georgia, Alabama and North Carolina.

The distance from Erlanger Medical Center to
Erlanger Behavioral Health is 1.1 miles, with a drive time
of 2 minutes, as evidenced by the map below. Public
transportation is easily accessible to the proposed
location. Further, U.S. Highway 27 and U.S. Interstate 24
are major roads in downtown Chattanocoga and are within 2.5
miles of the proposed location.
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Erlanger has also been responsive to the needs of
employees and families of new businesses like VW, Amazon
and Wacker Chemical which have generated thousands of new
jobs in the area. The proposed project will help ensure
that the service area population have access to services
and facilities consistent with their needs and evolving
industry standards.

5. Describe the existing or certified services, including
approved but unimplemented CON’s, of similar
institutions in the service area. Include utilization
and/or occupancy trends for each of the most recent
three years of data available for this type of
project. Be certain to list each institution and its
utlilization and/or occupancy individually. Inpatient
bed projects must include the following data: _
admissions or discharges, patient days, and occupancy.
Other projects should use the most appropriate
measures, e.g., cases, procedures, visits, admissions,

etc.

Response

There are currently no outstanding CON’s for inpatient
psychiatric facilities in the service area. The
utilization trend for psychiatric and substance abuse beds
suggests that not all populations, including special needs,
are receiving these necessary services.
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Parkridge Valley Child/Adolescent - Chattanooga, TN
Parkridge Medical Center - Chattancoga, TN
Erlanger North Hospital - Chattanooga, TN

Moccasin Bend MHI - Chattancoga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN
Southern Tenn Med Ctr - Winchester, TN

Total

Parkridge Valley Adult - Chattanooga, TN

Parkridge Valley Child/Adolescent - Chattanaoga, TN
Parkridge Medical Center ~ Chattanooga, TN
Erlanger North Hospital - Chattancoga, TN

Mocceasin Bend MHI - Chattancoga, TN

Parkridge West Hospital - Jasper, TN

Skyridge Medical Center - Westside - Cleveland, TN
Southern Tenn Med Ctr - Winchester, TN

Total

Parkridge Valley Adult - Chattanooga, ™
Parkridge Valley Child/Adolescent - Chattanooga, TN

Parkridge Medical Center - Chattanooga, TN.

Erlanger North Hospital - Chattanooga, TN

71

Psychiatric Egds.- Utilization l[gng[.

Total
Psych / SA
Beds

64
108
11

12
150
20

29
12

406

_Moccasin Bend MHI - Chattancoga, TN

__ Parkridge West Hospital - Jasper, TN
Skyridge Medical Center - Westside - Cleveland, TN

Southern Tenn Med Ctr - Winchester, TN'

Total

NOTES

Annual Pt.
Days
Available

23,360
39,420
4,015
4,380
54,750
7,300
10,585
4,380

148,190

% Change
2011-2014

100.0%
-61.0%
-100.0%
367.9%
40.3%
204.9%
-0.4%
16.4%

19.4%

100.0%
-22.6%

-100.0%

-1.7%
34.6%
222.9%
40.6%
-6.3%

18.9%

100.0% -

-22.6%
-100,0%
-1.8%
34.6%
223.0%
40.5%
-6.3%

18.8%

4,170

107,429

SUPPLEMENTAL #2

March 28, 2016

11:49 am
2013 2012 2011
3,004 3,073 3,106
- 258 291
281 268 56
2,768 2,340 2,138
465 473 163
928 859 843
86 135 146
7,532 7,506 6,743
Actual Patient Days =========
2013 2012 011
44968 89,153 39,012
- 2793 3,054
3761 3746 3,692
47,908 37,970 37,055
5,055 5,278 1,527
1,038 1,362 1,567
3916 4421 4448
106,646 94,723

Qccupancy Rate ==

2013 2012
114,1%  99.3% - 99.0%
- 69.6%  76.1%
859%  855% : B84.3%
87.5% - 69.4% ° B7.7%
69.2%  72.3%  20.9%
9.8%  12.9%  14.8%
89.4%  100.9%  101.6%
72.0%  63.9%  61.0%

(1) Utilization data obtained from Tennessee Join? Annual Reporfs.
(2) Parkridge Vafley moved it's Adult & Gerlatric beds to a new campus in 2014,
(3) Utilization data not available for Hamilton Medical Center in Dalton, Georgja.

Provide applicable utilization and/or occupancy

statistics for your institution for each of the past
three (3) years and the projected annual utilization
for each of the two (2) years following completion of

the project.

Additionally, provide the details

regarding the methodology used to project utilization.
The methodology must include detailed calculations or

documentation from referral sources,

identification of all assumptions.
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Response

As a new facility, Erlanger Behavioral Health does not
have historical utilization data to report, however,
projected utilization data is presented below.

Year 1 Year 2
Admissions 1,071 2,128
Patient Days . 8,798 17,481
Average Daily Census 24.1 47.9

(II.) ECONOMIC FEASIBILITY

1. Provide the cost of the project by completing the
Project Costs Chart on the following page. Justify
the cost of the project.

- All projects should have a project cost of at least
$ 3,000 on Line F (minimum CON filing fee). CON
filing fee should be calculated from Line D. (See
application instructions for filing fee.)

- The cost of any lease should be based on fair market
value or the total amount of lease payments over the
initial term of the lease, whichever is greater.

- The cost of fixed and moveable equipment includes,
but is not necessarily limited to, maintenance
agreements covering the expected useful life of the
equipment; federal, state and local taxes and other
government assessments; and installation charges,
excluding capital expenditures for physical plant
renovation or in-wall shielding, which should be
included under construction costs or incorporated in
a facility lease.

- For projects that include new construction,
modification, and/or renovation; documentation must
be provided from a contractor and/or architect that
support the estimated construction costs.

Response-
The Project Cost Chart has been completed on the next

page.
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PROJECT COST CHART

A.  Construction And Equipment Acquired By Purchase.

—

Architecural And Engineering Fees
Legal, Administrative, Consultant Fees
(Excluding CON Filing Fees)
Acquisition Of Site
Preparation Of Site
Construction Costs
Contingency Fund
Fixed Equipment (Not Included In Construction Contract)
Moveable Equipment (List all equipment over $ 50,000)
Other (Specify) _Dietary equipment & misc. start-up costs.

N

© oND oM

1,632,600

50,000

825,000

1,800,000

18,720,000

1,000,000

350,000

B.  Acquisition By Gift, Donation, Or Lease.

1. Facility (inclusive of building and land)
2. Building Only

3. l.and Only

4. Equipment (Specify)

5. Other (Specify)

C. Financing Costs And Fees.

1. Interim Financing
2. Underwriting Costs
3. Reserve For One Year's Debt Service
4. Other (Specify)
D.  Estimated Project Cost (A+B+C)

E.  CONFiling Fee

F.  Total Estimated Project Cost (D+E)

Erlanger Behavioral Health
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SUPPLEMENTAL #5

74 April 27, 2016
10:10 am
2. Identify the funding sources for this project.

a. Please check the applicable item(s) below and
briefly summarize how the project will be financed.
(Documentation for the type of funding MUST be
inserted at the end of the application, in the
correct alpha/numeric order and identified as
Attachment C, Economic Feasibility-2.)

X A. Commercial Loan -- Letter from lending
institution or guarantor stating favorable
initial contact, proposed loan amount, expected
interest rates, anticipated term of the loan,
and any restrictions or conditions.

B Tax — Exempt Bonds —-- Copy of preliminary
resolution or a letter from the issuing authority
stating favorable initial contact and a
conditional agreement from an underwriter or
investment banker to proceed with the issuance.

C. General obligation bonds -- Copy of resolution
from issuing authority or minutes from the
appropriate meeting.

D. Grants —- Notification of intent form for grant
application or notice of grant award.

E. Cash Reserves - Appropriate documentation from
Chief Financial Officer.

E. Other - Identify and document funding from all
other sources.

Response

The project will be funded by Acadia Healthcare. See
letter attached to this CON application.

3. Discuss and document the reasonableness of the
proposed project costs. If applicable, compare the
cost per square foot of construction to similar
projects recently approved by the Health Services And
Development Agency.

Erlanger Behavioral Health
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Response

Cost per square foot for hospital construction is
shown below for HSDA approved projects from 2012 - 2014.

~ HSDA -- Hdspital Construction Cost Per Square Foot
Approved Projects -- 2012 - 2014

Renovated
Construction

New
Construction

Total
Construction

1st Quartile $110.98/ SF $ 22409/ SF $156.78 / SF
Median $192.46/ SF $ 259.56 / SF $227.88/SF
3rd Quartile $297.82/ SF $296.52 / SF $ 298.66 / SF

An analysis of the cost per square foot with similar
projects in Tennessee 1s below.

Cost Per

Facility CON Number Square Foot
Crestwyn Behavioral Health CN1310-040 $ 244.85
SBH-Kingsport, LLC CN1312-050 $ 153.00

The construction cost of $ 18,720,000 for this
project, along with the estimated 69,000 SF, will yield
cost estimate per SF for the Erlanger Behavioral Health
facility of $ 271.30. This cost is reasonable when
compared to the projects above, particularly when
considered in relation to time and location.

4. Complete Historical and Projected Data Charts on the
following two pages — Do not modify the Charts
provided or submit Chart substitutions ! Historical

Data Chart represents revenue and expense information
for the last three (3) years for which complete
information is available for the institution.
Projected Data Chart requests information for the two
(2) years following the completion of this proposal.
Projected Data Chart should reflect revenue and
expense projections for the Proposal Only (i.e.-if the
application is for additional beds, include
anticipated revenue from the proposed beds only, not
from all beds in the facility).

Response

Erlanger Behavioral Health
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Please note that since Erlanger Behavioral Health is a
new hospital, there is no historical financial information
to report. However, we have provided the historical
financial information for Erlanger Health System. The
Historical Data Chart and Projected Data Chart have been
completed. The detail for Other Expenses on the Historical
Data Chart is attached to this CON application.
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HISTORICAL DATA CHART

Give information for the last three (3) years for which complete data are available for the facnllty

or agency. The fiscal year begins in July (Month).
Year — 2013 Year — 2014 Year — 2015
A. Utilization Data 29,066 30,394 33,340
(Specify Unit Of Measure) _I/P Admits
B. Revenue From Services To Patients
1. Inpatient Services 951,407,744 1,011,698,242 1,182,962,344
2. Outpatient Services 638,832,332 723,658,840 830,030,436
3. Emergency Services 122,125,184 147,183,286 171,845,957
4 Other Operating Revenue 33,499,831 36,036,026 32,126,111
(Specify) _Home Health, POB Rent, etc. '
1,745,865,091 1,918,576,394 2,216,964,846

Gross Operating Revenue

C. Deductions From Operating Revenue
Contractual Adjustments

1.

2. Provision For Charity Care

3. Provision For Bad Debt
Total Deductions

NET OPERATING REVENUE

D. Operating Expenses

NGNS

Salaries And Wages
Physician's Salaries And Wages

Supplies
Taxes
Depreciation
Rent

Interest — Other Than Capital
Management Fees:

a. Fees To Affiliates

b. Fees To Non-Affiliates
Other Expenses

(Specify)

Insurance, Purch. Svcs., etc.

997,920,752 1,105,607,716 1,317,441,010
102,150,881 110,213,778 92,392,901
74,808,470 84,222,955 93,878,274

1,174,880,103

1,300,044 449

1,603,712,185

Total Operating Expenses

E. Other Revenue (Expenses) - Net

(Specify)

NET OPERATING INCOME (LOSS)

F. Capital Expenditures
1.
2.

Retirement Of Principal

Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Erlanger Behavioral Health
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570,984,988 618,531,945 713,252,663
275,109,764 276,229,682 270,118,412
36,117,461 42,290,749 76,375,201
78,028,042 82,925,430 93,104,628
536,994 566,101 558,754
27,373,656 26,732,222 25,647,102
5,341,116 5,209,326 5,816,951

0 0 0
156,440,656 166,565,645 193,745,905
578,947,589 600,519,155 665,366,953
(7,962,601) 18,012,789 47,885,710
7,900,842 8,048,272 15,492,190
8,971,728 8,258,717 9,507,644
16,872,570 16,306,989 24,999,834
(24,835,171 1,705,800 22,885,876

03/14/16 2:11 PM



78

PROJECTED DATA CHART

SUPPLEMENTAL #Z

March 28, 2016
11:49 am

Give information for the last three (3) years for which complete data are available for the facility
or agency. The fiscal year begins in July (Month).

A.

Utilization Data

(Specify Unit Of Measure) _Pt. Days

Revenue From Services To Patients

1.

2.
3.
4

Inpatient Services
Outpatient Services
Emergency Services

Other Operating Revenue
Gross Operating Revenue

Deductions From Operating Revenue

1.

Contractual Adjustments

2. Provision For Charity Care

3. Provision For Bad Debt
Totfal Deductions

NET OPERATING REVENUE

Operating Expenses

PN DA DN~

Salaries And Wages .
Physician's Salaries And Wages -
Supplies

Taxes

Depreciation
Rent
Interest - Other Than Capital
Management Fees:
a. Fees To Affiliates
b. Fees To Non-Affiliates
Other Expenses

(Specify) __Service Confracts
Total Operating Expenses

Other Revenue (Expenses) — Net

(Specify)

NET OPERATING INCOME (LOSS)

Capital Expenditures

1.
2.

Retirement Of Principal
Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Erlanger Behavioral Health
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| Year 1 | Year 2 |
8,798 17,481
11,870,450 26,516,061
121,350 339,270
10,000 12,000
12,001,800 26,867,331
6,727,381 15,027,536
603,442 887,985
7,330,823 15,915,521
4,670,977 10,951,810 -
3,432,825 6,124,604
172,335 314,512
319,545 483,451
812,831 841,574
24,000 24,720
93,419 219,036
1,027,943 2,829,476
5,882,898 10,837,373
(1,211,921) 114,438
(1,211,921) 114,438
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5. Please identify the project’s average gross charge,
average deduction from operating revenue, and average

net charge.

Resgonse

Following are the average charge amounts per patient.

Average Gross Charge $ 11,206
Average Deduction From Revenue $ 6,845
Average Net Revenue $ 4,36l
Average Deduction From Revenue
Medicare s 7,759
TennCare / Medicaid $ 12,820
Average Net Revenue
Medicare s 7,759
TennCare / Medicaid S 7,422
6. A. Please provide the current and proposed charge

schedules for the proposal. Discuss any
adjustment to current charges of projects that
will result from the implementation of the
proposal. Additionally, describe the anticipated
revenue from the proposed project and the impact
on existing patient charges.

Response

A charge master file for Erlanger Behavioral
Health has not yet been developed. However, net revenue
per admission as indicated by the Projected Data Chart is
as follows:

Year 1 Year 2
Admissions 1,071 2,128
Net Operating Revenue $ 4,670,977 $ 10,951,810
Net Revenue Per Admission 4,361 $ 5,146

It is anticipated that Erlanger Behavioral Health will
revise it’s charges annually once it opens for operation.
Generally, proposed charges will be in line with other like

providers.

B. Compare the proposed charges to those of other
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facilities in the service area/adjoining service
areas, or to proposed charges of projects
recently approved by the Health Services And
Development Agency. If applicable, compare the
proposed charges of the project to the current
Medicare allowable fee schedule by common
procedure terminology (CPT) code(s).

Response

Erlanger Behavioral Health does not have any
historical financial data upon which to base a comparative
evaluation of it’s services with other providers of
inpatient psychiatric services. However, below is a table
of other Hamilton County, Tennessee, providers of acute
psychiatric services in the service area.

Avg. Net Revenue

Hospital Per I/P Admission
Parkridge Valley-Adult Hospital $ 11,096
Parkridge Valley-Child/Adolescent

Hospital $ 8,835
Erlangexr North Hospital $ 10,593
Notes
(1) Information derived from Tennessee Joint Annual Reports

for CY 2014.

Also, the net revenue per admission for the new hospital,
indicated by the Prcjected Data Chart, is as follows:

Year 1 Year 2
Admissions 1,071 2,128
Net Operating Revenue $ 4,670,977 $ 10,951,810
Net Revenue Per Admission $ 4,361 $ 5,146

The net revenue per admission for another CON approved
project by the Health Services & Development Agency, 1s as
follows:

Avg. Net Revenue

Hospital CON No. Per I/P Admission
Crestwyn Behavioral Health CN1310-040 $ 6,785
7. Discuss how projected utilization rates will be

sufficient to maintain cost effectiveness.

Response
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Despite the significant need demonstrated in this CON
application, Erlanger Behavioral Health has been
conservative by estimating an average daily census of 24.1
in year 1 of the project, and an average daily census of
47.9 in year 2. As the Projected Data Chart demonstrates,
a positive financial result will be achieved beginning in
year 2. As the average daily census increases over
subsequent years, the efficiency gained by higher
utilization will enable cost effectiveness to be sustained.

8. Discuss how financial viability will be ensured
within two (2) years; and demonstrate the availability
of sufficient cash flow until financial viability is
achieved.

Response

As demonstrated by the Projected Data Chart, the
project has a positive financial result beginning in year 2
of the project. Year 1 financial results reflect start-up
costs. For example, year 1 includes 10 months of revenue
but 12 months of expense for training and onboarding of new
staff members during start-up.

9. Discuss the project’s participation in state and
federal revenue programs including a description of
the extent to which Medicare, TennCare/Medicaid, and
medically indigent patients will be served by the
project. In addition, report the estimated dollar
amount of revenue and percentage of total project
revenue anticipated from each of TennCare, Medicare,
or other state and federal sources for the proposal’s
first year of operation.

Response

Erlanger Behavioral Health, will apply to CMS for
participation in the following Federal / State programs.

Federal Medicare
State BlueCare

TennCare Select
AmeriGroup Community Care
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Anticipated revenue (gross charges) from Federal and
State sources during year 1 of the project, is as follows.

Medicare S 3,917,249
TennCare S 3,086,317

10. Provide copies of the balance sheet and income
statement from the most recent reporting period of
the institution and the most recent audited financial
statements with accompanying notes, if applicable.
For new projects, provide financial information for
the corporation, partnership, or principal parties
involved with the project. Copies must be inserted
at the end of the application, in the correct
alpha-numeric order and labeled as Attachment C,
Economic Feasibility-10.

Response

Please note that since Erlanger Behavioral Health is a
new hospital, there is no historical financial information
to report. However, copies of the following financial
statements for Erlanger Health System are attached to this
CON application.

Interim Balance Sheet & Income Statement Dec. 30, 2015
Audited Financial Statements June 30, 2015

11. Describe all alternatives to this project which were
considered and discuss the advantages and
disadvantages of each alternative including but not
limited to,

A, A discussion regarding the availability of less
costly, more effective, and/or more efficient
alternative methods of providing the benefits
intended by the proposal. If developments of
such alternatives is not practicable, the
applicant should justify why not; including
reasons as to why they were rejected.
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Resgonse

A number of alternatives were considered and
deemed not to be feasible. These alternatives included
locating the proposed project at Erlanger North Hospital
where a twelve (12) bed Geriatric—Psychiatric unit is
already located, however, this was not feasible due to the
topography of the site and the inability to accommodate the
proposed plan in a functionally efficient manner. Also,
cost was anticipated to be higher given the need for
extensive site improvements. We next evaluated the
Erlanger Medical Center campus, however, available land on
the main campus is expected to be utilized for construction
of a new/replacement children’s hospital and for a
children’s ambulatory care building, leaving little to no
space for the new behavioral health hospital.

Consideration was given to use of the Hamilton
County Health Department site adjacent to Erlanger Medical
Center, however, this building and services would need to
be relocated and replaced, increasing project cost.
Further, other land contiguous to the main campus is
expected to be utilized by the city for extension of
Central Avenue, connecting with Amnicola Highway. While
this location is expected to reduce travel time to
Erlanger’s trauma center, insufficient space would remain
for this project. Sites owned by the city and county were
also evaluated, and we met and discussed the proposed )
project with the Chamber of Commerce and elected officials;
however, these sites are contemplated to be used for higher
density industrial development.

We also considered not developing the proposed
project but rejected this alternative given the identified
need and number of patients currently served. In the end,
selection of a site located two minutes’ drive from the
main campus was considered the best option. The site is
flat and sufficient to accommodate the proposed project.

As the safety net hospital in Southeast
Tennessee, it is vital that Erlanger Health System enhance
its facilities to provide the best and most accessible
treatment services available for the communities we serve.
As an academic medical center affiliated with the
University of Tennessee College of Medicine, which is co-
located on the Erlanger Medical Center campus, EHS also
seeks to provide appropriate facilities so as to enhance
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the training and education of medical residents and fellows
as well as other health professionals. Erlanger Health
System is planning for tomorrow with regard to behavioral
health services for the regional service area, ensuring
that the needs of the uninsured and/or low income
population are being met.

B. The applicant should document that consideration
has been given to alternatives to new
construction, e.g., modernization or sharing
arrangements. It should be documented that
superior alternatives have been implemented to
the maximum extent practicable.

Response

A number of alternatives were considered and
deemed not to be feasible. These alternatives included
locating the proposed project at Erlanger North Hospital
where a twelve (12) bed Geriatric-Psychiatric unit is
already located, however, this was not feasible due to the
topography of the site and the inability to accommodate the
proposed plan in a functionally efficient manner. Also,
cost was anticipated to be higher given the need for
extensive site improvements. We next evaluated the
Erlanger Medical Center campus, however, available land on
the main campus is expected to be utilized for construction
of a new/replacement children’s hospital and for a
children’s ambulatory care building, leaving little to no
space for the new behavioral health hospital.

Consideration was given to use of the Hamilton
County Health Department site adjacent to Erlanger Medical
Center, however, this building and services would need to
be relocated and replaced, increasing project cost.
Further, other land contiguous to the main campus is
expected to be utilized by the city for extension of
Central Avenue, connecting with Amnicola Highway. While
this location is expected to reduce travel time to
Erlanger’s trauma center, insufficient space would remain
for this project. Sites owned by the city and county were
also evaluated, and we met and discussed the proposed
project with the Chamber of Commerce and elected officials;
however, these sites are contemplated to be used for higher
density industrial development.
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We also considered not developing the proposed
project but rejected this alternative given the identified
need and number of patients currently served. In the end,
selection of a site located two minutes’ drive from the
main campus was considered the best option. The site is
flat and sufficient to accommodate the proposed project.

As the safety net hospital in Southeast
Tennessee, it is vital that Erlanger Health System enhance
its facilities to provide the best and most accessible
treatment services available for the communities we serve.
As an academic medical center affiliated with the
University of Tennessee College of Medicine, which is co-
located on the Erlanger Medical Center campus, EHS also
seeks to provide appropriate facilities so as to enhance
the training and education of medical residents and fellows
as well as other health professionals. Erlanger Health
System is planning for tomorrow with regard to behavioral
health services for the regional service area, ensuring
that the needs of the uninsured and/or low income
population are being met.

(ITII.) CONTRIBUTION TO THE ORDERLY DEVELOPMENT
OF HEALTH CARFE '

1. List all health care providers (e.g., hospitals,
nursing homes, home care organizations, etc.), managed
care organizations, alliances, and/or networks with
which the applicant currently has or plans to have
contractual and/or working relationships, e.qg.,
transfer agreements, contractual agreements for health
services.

Response

The most significant relationship between this
proposal and the existing healthcare system is that it will
be part of an existing health system and enhance Erlanger
Health System’s ability to integrate its services within
the regional service area as the safety net provider,
trauma center and region’s only academic medical center.

By providing these services regardless of a patient’s

ability to pay, the regional healthcare delivery system is

Erlanger Behavioral Health .
CON Application -- Page 64 03/14/16 2:11 PM



86

positively impacted by the services envisioned in the
instant application.

The applicant will have transfer arrangements with the
following hospitals which are owned by Erlanger Health
System.

-— Erlanger Medical Center

-— Erlanger North Hospital

-= T. C. Thompson Children’s Hospital
-— Erlanger Bledsoe Hospital

Further, Erlanger currently has patient transfer
agreements in place with-more than 90 hospitals and other
providers in the four (4) state area. These providers
refer patients to Erlanger because of the depth and breadth
of its programs and services. It is anticipated that
Erlanger Behavioral Health will have transfer arrangements
for behavioral health services with a majority of these
providers. A copy of the list of transfer agreements 1is
attached to this CON application.

2. Describe the positive and / or negative effects of the
proposal on the health care system. Please be sure to
discuss any instances of duplication or competition
arising from your proposal including a description of
the effect the proposal will have on the utilization
rates of existing providers in the service area of the
project.

Response

The effects of this proposal will be positive for the
healthcare system because it will deliver the most
appropriate level of care for those who are in need of
service regardless of ability to pay, and will also
distribute needed services across the service area to
foster improved patient access. By providing this
behavioral health service, the regional healthcare delivery
system is positively impacted by serving as the “safety
net” for those who are otherwise in need of these necessary
services. '

3. Provide the current and/or anticipated staffing
pattern for all employees providing patient care for
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the project. This can be reported using FTE’'s for
these positions. Additionally, please compare the
clinical staff salaries in the proposal to prevailing
wage patterns in the service area as published by the
Tennessee Dept. Of Labor & Workforce Development

and/or other documented sources.

Response

Clinical staffing for Erlanger Behavioral Health is
anticipated to be as follows:

Erlanger Bevioral Health -- FTE's By Position Type

CEO:

CFO

coo

Admin Assistant
Billing
Accounting:
Marketing.
MD:

DON

Nurse
Nurse Assistant’
Social Worker:
Other

Total >>>>

Appropriate salary comparison data is below.

Position E

Admin. Assistant
Pt. Billing
Accounting
Marketing Mgr.
Psychiatrist
Psychiatric RN
Psych. Nurse Asst
Social Worker $

Ly Ur > A
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== FTE's ==
Year 2

1.0
1.0
1.0
3.2
2.4
1.4
1.2
1.6
1.0
11.3
31.9
12.0
31.9

100.9

HS Avg.

18.03
16.38
29.98
53.88
103.45

27.60

Market Mid-Point

Ly U > U U U I W

17.84
16.01
31.93
46.21
102.00
32.75
14.10
23.09
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NOTES
(1) This information is derived from the internal records of
Erlanger Health System. EHS does not have data for
Psychiatric RN and Nurse Assistant.
(2) The market mid-point is derived from the 2015 Mercer Group
Salary Survey.

4, Discuss the availability of and accessibility to human
resources required by the proposal, including adequate
professional staff, as per the Dept. Of Health, the
Dept. Of Mental Health & Developmental Disabilities,
and/or the Division of Mental Retardation Services
licensing requirements.

Response

The human resources required will be approached with a
proactive recruitment action plan. Historically, Erlanger
has met staffing requirements by utilizing a variety of
methods. Thus, our approach to fulfill the staffing plan
for the Erlanger Behavioral Health will consist of a
proactive plan of marketing, screening, hiring, and
training.

The Human Resources Department at Erlanger will work
closely with managers in the transition. The specifics
will be based on the needs of the organization and aligned
with the strategic needs of the new behavioral health
servie. Erlanger has actively been involved in the
WorkForce Development movement on several different levels
within the Chattanooga area and statewide. Current wvacancy
rates are below state and national averages.

Erlanger Health System participates with numerous
schools that provide advanced training in the areas of
nursing and allied health. Therefore, Erlanger expects no
difficulty in recruitment of required staff given it’s role
as an academic medical center and it’s affiliations with
colleges and universities offering allied health and
related training programs.

5. Verify that the applicant has reviewed and understands
all licensing certification as required by the State
of Tennessee for medical/clinical staff. These
include, without limitation, regulations concerning
physician supervision, credentialing, admission
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privileges, quality assurance policies and programs,
utilization review policies and programs, record
keeping, and staff education.

Response

The Applicant has reviewed and intends to comply with
all licensing and certification requirements imposed by
applicable statutes and requlations.

6. Discuss your health care institution’s participation
in the training of students in the areas of medicine,
nursing, social work, etec. (e.g., internships,
residencies, etc.).

Response

Erlanger Health System, as the region’s only academic
medical center, has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory, pharmacy and surgery technology, to name a
few. It is also expected that Erlanger Behavioral Health
will do so as well.

A number of regional universities offer Bachelor
degree programs in nursing and physical therapy. Erlanger
works closely with the University of Tennessee at
Chattanooga to assist nurses transitioning from RN to BSN.
Erlanger provides a teaching environment for staff as well
with various on-the-job training opportunities (ex: CT for
Radiologic Technologist, Certification for LPNs). Locally,
two year degrees are available in many clinical allied
health areas with additional programs offering advanced
technical training in Radiological Imaging such as Nuclear
Medicine, Diagnostic Ultrasonography, etc. FErlanger Health
System participates with numerous schools that provide
advanced training in the areas of nursing and allied
health.

Erlanger has established strong long term
relationships with the region’s colleges, universities and
clinical programs. Erlanger provides clinical sites for
internships and rotation programs in nursing, radiology,
respiratory care and pharmacy, to name a few. A number of
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regional universities offer Bachelor degree programs in
nursing and physical therapy. Locally, two year degrees
are available in many clinical allied health areas with
additional programs offering advanced technical training in
Radiological Imaging such as Nuclear Medicine and
Diagnostic Ultrasonography.

The University of Tennessee — College of Medicine is
co-located at Erlanger and includes training of senior
medical students on clinical rotation as well as graduate
medical education for training of residents and advanced
fellowships in various medical specialties, including
surgical specialties, as outlined below.

' Residency Programs
Emergency Medicine
Family Medicine
Internal Medicine
Obstetrics & Gynecology
Orthopedic Surgery
Pediatrics
Plastic Surgery
surgery .
Urology
Transitional Year

Fellowship Programs
Orthopedic Trauma Surgery
Surgical Critical Care
Vascular Surgery
Colon & Rectal Surgery
Emergency Medicine
Neuro-Interventional Surgery
Ultrasound
Cardiovascular Disease
Gastroenterology (under development)
Radiology (under development)
Neurology (under development)

It should be noted that Erlanger Health System is
currently in discussions with it’s academic partner, the
University of Tennessee - College of Medicine, to explore
the possibility of a graduate medical education and
training residency program in Psychiatry.
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Erlanger Health System also participates with numerous
schools that provide advanced training in the areas of
nursing and allied health.

7. (a) Please verify, as applicable, that the applicant
has reviewed and understands the licensure
requirements of the Dept. Of Health, the Dept. Of
Mental Health & Developmental Disabilities, the
Division of Mental Retardation Services, and/or
any applicable Medicare requirements.

Response

The Applicant has reviewed and intends to comply
with all licensing and certification requirements imposed
by applicable statutes and regulations.

(b) Provide the name of the entity from which the
applicant has received or will receive licensure,
certification, and / or accreditation.

Licensure: State of Tennessee, Dept. of Mental
Health & Substance Abuse

Accreditation: Joint Commission on Accreditation of
Healthcare Organizations

If an existing institution, please describe the
Current standing with any licensing, certifying, or
accrediting agency or commission. Provide a copy of
the current license of the facility.

Response

Erlanger Behavioral Health will continuously strive to
comply with applicable regulations and make needed changes
where deficiencies may arise to ensure full compliance with
applicable standards of care and licensure requirements.

(c¢) For existing licensed providers, document that
all deficiencies (if any) cited in the last
licensure certification and inspection have been
addressed through an approved plan of correction.
Please include a copy of the most recent
licensure/certification inspection with an
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approved plan of correction.

Response

** Not Applicable. **

8. Document and explain any final orders or judgments
entered in any state or country by a licensing agency
or court against professional licenses held by the
applicant or any entities or persons with more than a
5 % ownership interest in the applicant. Such
information is to be provided for licenses regardless
of whether such license is currently held.

Response

This criterion is not applicable because Erlanger
Health System operates as the Chattanooga-Hamilton County
Hospital Authority, which is a governmental unit and a
statutory entity under the State of Tennessee. As such, it
is not possible for there to be any “owners”, per se,
except for the people of Hamilton County, Tennessee, and
the State of Tennessee.

9. Identify and explain any final civil or criminal
judgments for fraud or theft against any person or
entity with more than a 5 % ownership interest in
the project. '

Response

This criterion is not applicable because Erlanger
Health System operates as the Chattanooga-Hamilton County
Hospital Authority, which is a governmental unit and a
statutory entity under the State of Tennessee. As such, it
is not possible for there to be any “owners”, per se,
except for the people of Hamilton County, Tennessee, and
the State of Tennessece.

10. If the proposal is approved, please discuss whether
the applicant will provide the Tennessee Health
Services And Development Agency and/or the reviewing
agency information concerning the number of patients
treated, the number and type of procedures performed,

Erlanger Behavioral Health
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and other data as required.
Response
Applicant will provide the Health Services And

Development Agency with appropriate information in
consideration of this CON application.

Erlanger Behavioral Health
CON Application -- Page 72 03/14/16 2:11 PM
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PROOF- OF PUBLICATION

Attach the full page of the newspaper in which the notice of
intent appeared with the mast and dateline intact or submit a
publication affidavit from the newspaper as proof of publication
of the letter of intent.

Attached is a copy of the Letter Of Intent which was filed
with the Tennessee Health Services & Development Agency on
March 10, 2016. The original publication affidavit is also
attached to this CON application.

Erlanger Behavioral Health
CON Application -- Page 73 03/14/16 2:11 PM
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DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a
Certificate of Need is valid for a period not to exceed three (3)
years (for hospital projects) or two (2) years (for all other
projects) from the date of its issuance and after such time shall
expire; provided, that the Agency may, in granting the
Certificate of Need, allow longer periods of validity for
Certificates of Need for cause shown. Subsequent to granting a
Certificate of Need, the Agency may extend a Certificate of Need
for a period upon application and good cause shown, accompanied
by a non-refundable reasonable filing fee, as prescribed by rule.
A Certificate of Need which has been extended shall expire at the
end of the extended time period. The decision whether to grant
such an extension is within the sole discretion of the Agency,
and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart
on the next page. If the project will be completed
in multiple phases, please identify the anticipated
completion date for each phase.

Response

The Project Completion Forecast Chart has been
completed and appears on the following page.

25 If the response to the preceding question indicates
that the applicant does not anticipate completing
the project within the period of validity as defined
in the preceding paragraph, please state below any
request for an extended schedule and document the
“good cause” for such an extension.

Response

** Not Applicable. **

Erlanger Behavioral Health
CON Application -- Page 74 03/14/16 2:11 PM
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PROJECT COMPLETION FORECAST CHART

Enter the Agency projected Initial Decision Date, as published in Rule 68-11-1609(c): _June 22, 2016

Assuming the CON approval becomes the final Agency action on that date; indicate the number of days
from the above agency decision date to each phase of the completion forecast.

Days Anticipated Date
PHASE Required (MONTH / YEAR)
1. Architectural and engineering contract signed. 1 08/2016
2. Construction documents approved by the 210 03/2017
Tennessee Dept. Of Health.
3. Construction contract signed. 1 03/2017
4, Building permit secured. 15 04/2017
5. Site preparation completed. 60 06/2017
6. Building construction commenced. 1 06/2017
7. Counstruction 40 % complete. 120 _10/2017
8. Construction 80 % complete. 120 02/2018
9. Construction 100 % complete (approved 60 04/2018
for occupancy.
10. *Issuance of license. 30 05/2018
11. *Initiation of service. 1 06/2018
12. Final Architéctural Certification Of Payment. 1 06/2018
13. Final Project Report Form (HF0055). 1 06/2018
*) For projects that do NOT involve construction or renovation, please complete items

10 and 11 only.

NOTE - If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.

Erlanger Behavioral Health
CON Application -- Page 75 03/14/16 2:11 PM
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AFFIDAVIT

STATE OF TENNESSEE

COUNTY OF HAMILTON

Joseph M. Winick , being first duly sworn, says

that he / she is the appliéant named in this application or
his / her / it’s lawful agent, that this.project will be
completed in accordance with the application, that the
applicant has read the directions to this application, the
Agency Rules, and T.C.A. § 68-11-1601, et seq, and that fhe
responses to this application or any other questions deemed

appropriate by the Tennessee Health Services & Development

Agency are true and complete. ;
\
S
SIGNATURE

SWORN to and subscribed before me this [ ( of

Muepn . 20 16 , a Notary Public in and for the
Month Year

State of Tennessee, County of Hamilton.

Lo A Obder

\ NOTARY PUBLIC

My commission expires
tyigsion expires Chnobor10.20ﬂ6 20 .

(Month / Day)
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E10 » Thursday, March 10, 2016

LEGAL NOTICES

This is to provide official notice to the
Health Services & Development Agency

! and all interested partias, in accor-
dance with T.C.A. § 68-11-1601 et.

- seq., and.the Aules of the Health Ser-
! vices & Development Agency, that Er-
- langer Behavioral Health, LLC, with an
ownership lype of for profit, and to be
managed by itsell, inlends to file an ap-
lication for a Certificate of Need
"CON") to construct a new psychiatric |
hospital with a total complemeant of |
eighty-eighl (88) inpatient beds, to in-
clude services for inpatients, outpa-
tients and substance abuse, Further,
we are requesling approval to transfer
twelve (12) licensed Gerialric - Psychi-
atric beds currenlly at Erlanger North
Hospital to the new Erlanger Behav-
ioral Heaith campus. This will create &
net addition of seventy-six 5?6) new in-
patient psychiatric beds. If approved,
the number of hospital beds al Er-
langer North Hospital will decrease from
lilty seven (57) bads lo lorty-five (45)
beds upon completion of the project,
No other health care services will be
initiated or discontinued. f

"TIMESFREEPRESS.COM

VOL. 147 3 NO. 87 » $1.00

eu Fre

The lacility and eguipment wiil be lo-
cated at Erlanger Behavioral Health, at
a site located at the intersaction of
North Holtzclaw Avenue & Citico Av- |
enue, Chaltanoogd, Hamilton County, |:
Tennesses, 37404. The total project |
cost is estimated to be § 25,112,600.00.

&

m

\ The anticipated date of filing the appli-
calion is March 15, 2016.

' The contact person for this project is
Jaseph M. Winick, Sr. Vice President,
Erlanger Heallh System, 975 Easl 3rd
Street, Chaltancoga, Tennessee,
37403, and by phone at (423)
778-7274.

Upen wrilten request by intarested par-
H ties, a local Fact-Finding public hearing
. shall be conducted. Written requests

for hearing should be sent to:

Health Services & Development Agency
Andrew Jackson Building, Sth Floor

! 502 Deaderick Street

' Nashville, Tennessee 37243

Pursuant lo T.C.A. § 68-1 1-160?}{%1}:
(A) Any heallh care inslilution wishin
to oppose a Certificate Of Need appli-
cation must file a written notice with the
Heaith Services and Development
Agency no later than fifteen (15) days
before the regularly schedulad Health
Services and Development Agfancy
meeling at which the apglicm on is
originally scheduled; and (B) Any other
persan wishing lo oppose the applica-
tion must file written objeclion with the
Health Services and Development
Agency at or ?rlor to the consideration ||
of the application by the Agency.

THURSDAY

MARCH 10, 2016




27 88719
ERLANGER STRATEGIC

STATE OF TENNESSEE
HAMILTON COUNTY

Before me personally appeared Jim Stevens who being duly sworn,
that he is the Legal Sales Representative of the "CHATTANOOGA
TIMES FREE PRESS" and that the Legal Ad of which the attached is

a true copy, has been published in the above said Newspaper and on
the website on the following dates, to-wit:

March 10, 2016

And that there is due or has been paid the "CHATTANOOGA
TIMES FREE PRESS" for publication of such notice the sum of

$223.71 Dollars. (Includes $10.00 Affidavit Ch g%—
e

Sworn to and subscribed before me, this 10th day of
March, 2016.

e, Qindnda (riuetry

STATE % - My Commission Expires 10/17/2018
0 3

(hattannoga Times Free Hress



NOTIFICATION OF INTENT TO
APPLY FOR A
CERTIFICATE QF NEED

This is to provide official notice to the
Health Services & Development Agency
and all interested parties, in accor-
dance with T.C.A. § 68-11-1601 at.
seq., and the Rules af the Health Ser-
vices & Development Agancé that Er-
langer Behavioral Health, LLC, with an
ownership type of for profit, and to be
managed by itsell, intends to file an ap-
plication lor a Cerlilicate of Need
*CON" to construct a new psychiatric
hospital with a tolal complement ol
eighty-eight (88) inpatient beds, to in-
clude services lor inpatienls, oulpa-
lients and subslance abuse. Further,
we ara requesting approval fo transfer
twelve (12) licensed Gerlatric - Psychi-
atrle beds currently at Erdanger North
Hospital te the new Erlanger Behav-
ieral Health campus. This will create a
net addition of seventy-six (78) new in-
patient paychiatric beds. If approvad,
the number of hospital beds al Er-
langer North Hospital will decrease from
fifty seven (57) beds to forty-five (45)
beds upon completion of the project.
Ma other health care sarvices will be
inltiated or discontinued.

The tacllity and equipmenl will be lo-
caled ai Erlanger Behavioral Health, at
a site located al the intersection of
North Hoitzclaw Avenue & Citico Av-
enue, Chattanooga, Hamilion County,
Tennessea. 37404, The total project
cost is estimated to be § 25,112,600.00.

The antlcipated date of liling the appli-
catlon is March 15, 2016.

The cantact person for this project is
Josaph M. Winick, Sr. Vice President,
Erlangar Health Sysiem, 975 East 3rd
Street, Chattanooga, Tennessee,
37403, and by phone at (423)
7787274,

Upon written request by interested par-
ties, & local Fact-Finding public hearing
ghall be conducted. Writlen requests
for hearing should be seni to:

Health Services & Development Agancy
Andrew Jackson Bullding, Sth Floor
502 Deaderick Street
Nashville, Tennesgsee 37243

Pursuant to T.C.A. § 68-11-1 60?{?&1 )
(A} Any health care institution wishing
to oppoese a Certilicate Of Naed appli-
cation must lile a written notica with the
Health Services and Development
Agency no later than fifteen (15) days
before the ra-guiar{y scheduled Health
Services and Developmani! Agency
meseting at which the application is
originally scheduled; and {B) Any other
fﬂrson wishing lo oppose the applica-
ion must file written objection with the
Health Sarvices and Development
Agency at or prior o the consideration
the application by the Agency,

104
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Description Section / Item

Erlanger Behavioral Health - Site Plan B-IIT-A
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Description Section / Item

Erlanger Behavioral Health - Floor Plans B-IV
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Description Section / Item

Service Area C~I-3



County

Hamilton

Bledsoe
Bradley
Grundy
Marion
McMinn
Meigs
Polk
Rhea
Sequatchie
Catoosa
Dade
Walker

Dekalb
Jackson
Chattooga
Fannin
Gilmer
Gordon
Murray
Whitfield
Cherokee
Coffee
Cumberland
Franklin
Loudon
Monroe
Roane
Van Buren
Warren

State
TN

TN
TN
TN
TN
TN
TN
TN
TN
TN
GA
GA
GA

AL
AL
GA
GA
GA
GA
GA

GA

NC
TN
TN
TN
TN
TN
TN
TN
TN

Service
Area

PSA

SSA
SSA
SSA
SSA
SSA

'~ SSA

SSA
SSA
SSA
SSA
SSA
SSA

TSA
TSA"
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
TSA
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Description Section / Item

Architect Letter — Construction Cost ' C-II-1
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STENGEL-HILL ARCHITECTURE

Joseph M. Winick, FACHE

Senior Vice President

Planning, Analytics & Business Development
Erlanger Health System

975 East 3" Street

Chattanooga, TN 37403

RE: Attestation of Construction Cost “
New Behavioral Health Hospital

Erlanger Behavioral Health, LLC |
Chattanooga, Tennessee

14 March 2016
SHA.AHC1504
Joe,

Per recent conversations with you regarding a Certificate of Need Submission for a New Behavioral Health
Hospital for Erlanger Behavioral Health, LLC in Chattanooga, Tennessee, | have prepared the following
supporting documentation for your review.

| have reviewed the construction cost estimate provided by Erlanger Behavioral Health, LLC in the CON
Submission for this Project. Based on my experience and knowledge of the current health care market, it is
my opinion that the projected construction cost of $18,720,000 appears to be reasonable for a project of this
type and size.

Additionally, please note that the Project will be designed in compliance with all applicable State and Federal
Regulations, including the following:

Guidelines for the Design and Construction of Health Care Facilities

Rules of the Tennessee Department of Health - Board for Licensing Health Care Facilities
International Building Code

National Electrical Code

National Fire Protection Association (NFPA) Codes

Americans with Disabilities Act (ADA)

‘B 2 2%

If you have any questions or comments regarding this information, please do not hesitate to contact me at
your convenience.

Thank you.

Bradford P. Stengel, AIA

Senior Principal

Stengel Hill Architecture Incorporated A '$' o ""Vo 0001“1?‘ ..é?\‘

Tennessee Registered Architect No. #000102 523 '/;, . ﬁ@ o~
U, o TENN o

Mg W™

copy: Andy Hanner AHC

613 WEST MAIN STREET LOUISVILLE, KENTUCKY 40202
tel: 502.893.1875 fax: 502.893.1876 www.stengelhill.com
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Funding - Acadia CFO Letter C-II-2



SUPPLEMENTAL #3

118 April 6, 2016

A 11:16 am
ASABIA

HEALTHTCATRE

April 4, 2016

Melanie Hill, Executive Director

Tennessee Health Services and Development Agency
Frost Building, Third Floor

161 Rosa Parks Boulevard

Nashville, Tennessee 37203

RE: Financing Commitment
Erlanger Behaviaoral Health, LLC
Hamilton County

Dear Mrs. Hill:

Erlanger Behavioral Health, LLC, a proposed joint venture of Erlanger Health System and
Acadia Healthcare, is applying for a Certificate of Need to establish a new psychiatric
and substance abuse hospital Hamilton County.

This letter is to confirm that Acadia Healthcare will provide the approximately
$25,112,600 in funding required to construct the hospital and implement that project.
Acadia intends to finance these costs with borrowings from its existing $300 million

revolving credit facility.

Acadia’s most recent audited financial statements are provided in the application.
Please let me know if you have any questions.

Sincerely,

AL

David Duckworth
CFO

6100 Tower Circle, Suite 1000 » Franklin, TN 37067+« Ofice: 615.861.6000
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Supplemental #1
-COPY-

Erlanger Behavioral
Health, LLC.

CN1603-012



SUPPLEMENTAL #2
120 March 28, 2016
11:49 am

SUPPLEMENTAL "INFORMATION

Erlanger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
Intersection Of North Holtzclaw Avenue And Citico Avenue,
In Chattancoga, Tennessee, With Establishment
Of An Eighty-Eight (88) Bed Inpatient Hospital
By The.Addition Of Seventy-Six (76) Psychiatric Beds
And The Transfer Of Twelve (12) Geriatric~Psychiatric Beds

From Erlanger North Hospital

Application Number CN1603-012

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee



SUPPLEMENTAL #2
121 March 28, 2016

i 11:49 am
Supplemental Responses To Questions Of The

Tennessee Health Services & Development Agency

1.) Section A, Applicant Profile, Item 6.

Please provide documentation, e.g., copy of a deed,
etc. that Medical Development Partners, LLC currently
owns the property of the site for the proposed
project.

The Option to Purchase Agreement is noted. However,
please clarify how the applicant can secure the
property site while 100% of the proposed project will
be funded by an unrelated party not included in the
Option to Purchase Agreement. In addition, there is
no address listed on the agreement. Please revise.

Response

A Quit Claim Deed dated December 31, 2007, filed in
the Register’s Office of Hamilton County, Tennessee, on
April 4, 2008, is attached to this supplemental
information.

A Letter of Agreement between Erlanger Health System
and Acadia Healthcare is attached to this supplemental
information. The agreement specifies the responsibilities
of each party in the joint venture and satisfactorily
outlines the two (2) stage process which will be followed
in development of this project, ultimately leading to
Acadia fully funding the project.

Attached to the CON application was a copy of the
Option To Purchase Real Estate. Along with this Option, a
copy of the Letter of Agreement between Erlanger and the
Purchaser of the real estate, Hickory Land Co., LLC, in
which the Purchaser agrees to “irrevocably assign to
Erlanger or to a subsidiary or an affiliate of Erlanger
(including a joint venture) at Erlanger’s discretion, all
of Purchaser’s rights, benefits, title, interests,
liabilities and obligations” under the Option To Purchase.
As such, Erlanger does control the site.

The Option To Purchase does specify an address in the
first paragraph, that is 804 N. Holtzclaw Avenue. However,
there are two (2) parcels stipulated in the first

Erlanger Behavioral Health
CON Application - Supplemental Information ---Page 2 03/24/16 12:19 PM



SUPPLEMENTAL #2
122 March 28, 2016

11:49 am
paragraph, those are tax parcels 146C-A022 and 146C-A023.
Since the proposed site for the new hospital straddles both
parcels, it is as yet undetermined which parcel will be the
actual mailing address of the facility.

2.) Section A, Bed Complement Data, Item 9.

It is noted 12 geriatric psychiatric beds will
transfer from Erlanger North. Please provide a bed
complement data chart for Erlanger North Hospital.

Please clarify if the proposed 88 bed psychiatric
hospital will operate under the license of Erlanger
Hospital. If so, how will a joint venture with Acadia
impact being licensed under Erlanger Health System?

Response

Erlanger Behavioral Health will be licensed separately
from Erlanger Medical Center.

A bed complement chart for Erlanger North Hospital is
below.

! " Erlanger |

Bed Type North

[ e e s s e

Medical 27
... .Sugead 1 14
Long-Term Care Hospltal:
- o .Oblst.e_*;t-ricgl .

ICU/ ceu 4
Neonatal ICU
... Pedaric
Adult Psychlatric

Geriatric Psychiatric 12
Child 7 Adolescent Psychialric
Rehabilitation
_Nursing Facllity (non-Medlcaid Certified)
Nursing Facility Level 1 (Medlcaid only)
Nursing Facillty Lewe!l 2 (Medlcare only)
Nursing Facility Level 2 (dually certified — Medlgaid | Medicare)

' .. . KFIMR

Adult Chemical Dependency
Child & Adolescent Chemical Dependency
_Swing Be_qls=
Mental Health Residential Trealment
Resldential Hospice

TOTAL 57
3.) Section A, Applicant Profile, Item 13.

Erlanger Behavioral Health
CON Application - Supplemental Information -- Page 3 03/24/16 12:19 PM



SUPPLEMENTAL #2
123 March 28, 2016
11:49 am

It is noted the applicant and one other provider are
enrolled in Blue Network S, and Erlanger is the only
provider enrolled in Network E. What is the name of
the other provider enrolled in Network S? Please

provide a source for enrollment numbers provided for

both networks.

Please define Blue Network E and Blue Network S and
provide an overview of behavioral and substance abuse
benefits covered under each plan.

What is Blue Network P?

The applicant references behavioral health
organizations (BHOs). Please name the BHOs the

applicant is referencing.

Response

The other provider in Chattanooga which is enrolled in
Blue Network S is Parkridge Health System. The source of
enrollment data for Blue Network E and Blue Network S, was
information provided by Blue Cross / Blue Shield
leadership.

Blue Network E is described on the Blue Cross / Blue
Shield of Tennessee website as the “Essential” network.
Blue Network S i1s described as the “Select” network. Blue
Network P.is described as the “Preferred” network. '

Generally, behavioral health benefits are a covered
service through the Blue networks when they are received
from a contracted provider or a non-contracted provider
depending on the member’s health care benefit plan.
Program services are covered when received in a licensed
behavioral health facility program, or unit for mental
health disorders or substance use disorders and when prior
authorization is given by the member’s health care benefit
plan. Program services include acute care, residential
care, partial hospitalization, intensive outpatient
programs, and inpatient and outpatient electroconvulsive

therapy (ECT).

As part of the HSDA form pertéining to Section A, Item
13, reference is made to Behavioral Health Orgnization’s
which are part of the TennCare program. Applicant’s

Erlanger Behavioral Health
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operating the following:
o An Adult Inpatient Chemical Dependency Unit
° An Adult Psychiatric Unit
° An Child and Adolescent Inpatient Psychiatric
Unit
° A Gero-Inpatient Psychiatric Unit

The applicant notes there are a total of 252 licensed
inpatient beds in the proposed service area. Does
this number include licensed beds at Moccasin Bend
Mental Health Institute (MBMHI)? If not, what is the
number of licensed beds with MBHMI included?

It is noted Acadia Healthcare will fund the
$25,112,600 proposed project. If so, please provide
the documentation that obligates Acadia Healthcare to
fund the proposed project.

Response

Erlanger has been in discussion with Acadia but only
recently crafted and agreed to a Letter of Intent.
Erlanger was well aware of the need for additional
behavioral health services and has been working to address
this need in an effective manner. Approval was received
from the US Health Resources & Services Administration to
initiate behavioral health at our FQHC sites approximately
three years ago. We also added a psychiatry division with
psychiatrist and placed LCSW’s in our Emergency Department
to address the large volume of patients with co-existing
medical and behavioral health conditions. With a large
volume of patients currently served, we believe the timing
is right tc move forward with the filing of the Certificate
of Need, now that the Letter of Intent has been completed.
We expect to be working to develop the joint venture
concurrently with the review of the Certificate of Need.

A copy of the Letter of Agreement between Erlanger
Health System and Acadia Healthcare is attached to this
supplemental information. The agreement specifies a two
(2) stage process that will be followed for development of

this project.

There will not be a future management company, the CON
application specifies that management officers will be
hired by Erlanger Behavioral Health. There will not be

Erlanger Behavioral Health
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“management fees”, per se, as understood in the traditional
sense of that term because the officers will be hired
directly by Erlanger Behavioral Health. However, there
will be “fees” from Acadia for support services to Erlanger
Behavioral Health, equal to 2% of net revenue as outlined
in paragraph eight (8) of the agreement. The 2% fees were
not identified and were inadvertently included in Other
Expenses on the Projected Data Chart. For this reason we
have included a replacement page 57 for the Projected Data

Chart.

As specified in the Letter of Agreement, the second
stage of project development will include determination of
specific details after the CON is approved. It is
anticipated that the time period necessary to conclude
these detail discussions will be 60 to 90 days, or less.

The involvement of Acadia in development and filing
the CON application is to provide the architectural and
engineering support, as well as necessary information
pertaining to operation of a psychiatric hospital, such as
the financial information. A majority of the preliminary
development work has been conducted by Erlanger, with
collaboration by Acadia, such as site selection, etc.

As of this point in time, it is unknown precisely what
Acadia’s ownership percentage will be. Erlanger and Acadia
will work with an independent valuation consultant to
determine proportional ownership interests by the
respective parties.

Erlanger Behavioral Health will serve the defined
service area as a “safety net provider” as that term is
generally understood, this is outlined in the Letter of
Agreement between Erlanger and Acadia. While the Dept. Of
Mental Health does not have such a designation as does the
Bureau of TennCare, applicant will operate in such a manner
which “recognizes and promotes Erlanger’s objective of
providing charity care”. (Please see paragraph 7 of the
Letter Of Agreement.)

Erlanger Behavioral Health will be classified and
licensed as an Institution for Mental Disease (IMD)
licensed by the Dept. of Mental Health, not as a department
of Erlanger Medical Center.

Erlanger Behavioral Health
CON Application - Supplemental Information -- Page 7 03/24/16 12:19 PM



SUPPLEMENTAL #2
126 March 28, 2016
11:49 am
As a newly established provider, Erlanger Behavioral
Health will draw upon the experience of both Erlanger and
Acadia in operating psychiatric programs. Erlanger North
Hospital currently operates an inpatient geriatric
psychiatric program, to be relocated to the new hospital,
and Acadia has experience in the operation of adult
- psychiatric units, child and adolescent inpatient unit and
adult chemical dependency programs with 585 facilities
worldwide. Erlanger also has a psychiatric division with
employed psychiatrist and provides service to inpatients as
well as children in the emergency department and its
Federally Qualified Health Centers.

The analysis of current bed supply in the service area
presented in the CON application does not include Moccasin
Bend Mental Health Institute. The number of beds at MBMHT
is 150. It should be noted that MBMHI service area 1is the
52 counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State

facilities”.1

As to Acadia’s obligaton to fund the project, please
see paragraph 3(c) of the Letter of Agreement which
specifies that Acadia will pay for design & construction,

etc.

5.) Section B, Project Description, Item II.A.

Please clarify if the eighteen adolescent and child
unit will be coed. If so, how and when will females

and males be segregated?

Please clarify if all the proposed psychiatric units
will be locked.

1 See Application Summary by HSDA staff dated October 13, 2013, p. 4, Item C-3, Crestwyn Behavioral
Health, CON No. CN1310-040.
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What are the proposed age ranges for each of the three
proposed psychiatric units and adult chemical
dependency unit?

Response

The child & adolescent unit of Erlanger Behavioral
Health will be co-ed. Generally, males will be assigned to
rooms on one side of the hallway and females will be
assigned to rooms on the other side of the hallway.

Each of the proposed units within the facility will be
locked.

The proposed age ranges for the units are as follows.

Unit Description Age Range
Child / Adolescent 0-17
Adult | 18-64
Geriatric 65+

Adult Chemical Dependency 18-64

6.) Section B, Project Description Item III.A. (Plot Plan).

The plot plan is noted. Please provide a revised plot
prlan that includes the size of site (in acres).

Response

A revised plot plan with the size of the site (in
acres) is attached to this supplemental information.

7.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services A. Need, 1).

Please include Moccasin Bend Mental Health Institute’s
licensed beds in the bed calculations on page 33, and
in the tables and narrative response on page 34 and
submit a replacement page. The Guidelines for Growth
does not exclude state Mental Health Institutes in
determining psychiatric bed need.

Please reference the data source the applicant used to
determine the bed need in the proposed service area.

Erlanger Behavioral Health :
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Response

As requested, MBMHI has been added to the inventory of
current bed supply for psychiatric services in the defined
service area. The data source for population information
in this analysis was obtained from Claritas, a leading
provider of demographic data. Population data was not
available on the Tennessee Dept. of Health website. The
replacement pages (34-36) are attached to this supplemental

information.

However, applicant will point out that information on
the MBMHI website indicates that ..

“MBMHI assists patients who are not typically served by the
private service sector and have no other inpatient treatment
resources available to them.”

Thus, MBMHI itself categorically states that it does serve
those who are covered by the private service sector.

It should be noted that MBMHI service area is the 52
counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health _
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State

facilities”.

8.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services A. Need, 3).

What is the calculated bed need for child/adolescents
ages 0-17? Please describe the age range of patients
served by the proposed child adolescent psychiatric

program.

Response

Erlanger Behavioral Health
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The need information presented in the CON application
indicates that there is an over supply of five (5)
child/adolescent psychiatric beds in the defined service
area for the age group 0-17. However, it should be noted
that Parkridge -Valley Hospital for Children & Adolescents,
had a utilization rate of 79.6%, or 80.0%, for CY 2014.:
From a health planning perspective, the threshold for
consideration of additional beds in a service category is

" traditionally 80.0%.

Erlanger Behavioral Health will serve children and
adolescents with emotional and behavioral health problems,
of all ages. Individualized care plans will provide a
foundation for stabilization for those in crisis or
otherwise in need of this service. The professional team
will collaborate with outpatient treatment providers and
provide patient and family education to ensure those
involved with the patient’s care understand emotional
health issues as well as symptom management. For this age
group, family involvement is crucial.

9.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services B.1.
(Service Area).

Please submit an online request to the Tennessee
Department of Health, Division of Health Statistics,
requesting patient discharge utilization data
(inpatient day or discharge patient days) for the most
recent year available by MCD19 (Mental Diseases and
Disorders) and MCD 20 (Alcohol/Drug Abuse &
Alcohol/Drug-Induced Organic Mental Disorders) by
patient origin by facility by county for the proposed
service area. Please include the data in a table
listing the facility and associated inpatient days or
discharge patient days for the age groups 0-17, 18-64,
and 65+.

Response

The number of inpatient days by county of patient
origin for MDC’s 19 and 20, is attached to this
supplemental request. :

2 The calculation for utilization is 86 average daily census divided by 108 psychiatric beds, this
.information is derived from the Joint Annual Report for CY 2014 p. 23.
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Service

Please complete the following chart for each county in
the proposed service area.

Demographic Data County #1 | County Etc. Service State of TN
#2 Area Total
Total

0-17 Population-2016

0-17 Population~2020

0-17 Population % Change

0-17 Population % of Total
Population

Response

As requested, the table has been completed.

Erlanger Behavioral Health
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Erlanger Bevioral Health -- 0-17 Age Group Demographics

0-17 Pop. 0-17Pop.  0-17 Pop. 0-17 Pop. 0-17 Pop.
CY2016  CY2020 %Change % Of Total-2016 % Of Total -2020

Hamilton County, TN 76,469 78,962 3.3% 22.2% 22.7%
Bradley County, TN 22,712 22,612 -0.4% 6.6% 6.5%
Marion County, TN 3,533 5,811 64.5% 1.0% 1.7%
Grundy County, TN 2,891 2,758 -4,6% 0.8% 0.8%
Sequatchie County, TN 3,366 3,406 1.2% 1.0% 1.0%
Bledsoe County, TN 2,544 2437 -4.2% 0.7% 0.7%
Rhea County, TN 8,897 8,952 0.6% 2.6% 2.6%
Meigs County, TN 2,339 2,213 -5.4% 0.7% 0.6%
McMinn County, TN 11,293 11,045 -2.2% 3.3% 3.2%
Polk County, TN 3,493 3,352 -4,0% 1.0% 1.0%
Dade County, GA 3,262 3,118 -4.4% " 0.9% 0.9%
Walker County, GA 15,052 14,548 -3.3% 4.4% 4.2%
Catoosa County, GA 15,258 14,909 -2.3% 4.4% 4.3%
DeKalb County, AL 17,601 17,268 -1.9% 5.1% 5.0%
Jackson County, AL 11,213 10,768 -4.0% 3.3% 3.1%
Chatooga County, GA 5,419 " 5,168 -4,6% 1.6% 1.5%
Fannin County, GA 4,311 4,263 -1.1% . 1.3% 1.2%
Gilmer County, GA 5,241 6,048 15.4% 1.5% 1.7%
Gordon County, GA 14,355 14,197 -1.1% 4.2% 4.1%
Murray County, GA 9,911 9570 -3.4% 2.9% 2.8%
Whitfield County, GA 28,674 29,927 4.4% 8.3% 8.6%
Cherokee County, NC 4,842 4,694 -3.1% 1.4% 1.4%
Coffee County, TN 12,589 12,511 -0.6% 3.7% 3.6%
:Cumberland County, TN 10,642 10,820 ¢ 1.7% 3.1% 3.1%
Franklin County, TN 8,363 8,069 -3.5% 2.4% 2.3%
Lgu_dpn County, TN . 10,082 10,266 1.8% o 29% . . 3.0%
Monroe County, TN 9,834 9,708 -1.3% 2.9% 2.8%
Roane County, TN 10,020 9,351 -6.7% 2.9% 2.7%
Van Buren County, TN 1,026 965 -5.9% 0.3% 0.3%
Warren County, TN 9,483 9,421 -0.7% 2.8% 2.7%
Total >>>> 344,715 347,137 0.7% 100.0% 100.0%

11.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services C. 1.
Relationship to existing applicable plans (State,
City, County, Regional Plans)

Other than the Tennessee Guidelines for Growth, are
there other existing applicable plans (city, county,
and/or regional) that has a relationship to the
proposed project? Please clarify.

Response

Erlanger Behavioral Health
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Applicant is not aware of any other “plans” that have
a relationship to this proposal. We checked the
Chattanooga—-Hamilton County Regional Planning Agency, the
City of Chattanooga, and Hamilton County. While we were
not able to identify any “plans”, per se, we have been able
to validate certain other pertinent information relating to

this project.

For instance, in 2015 the Hamilton County Health Dept.
published a report titled “Picture Of Our Health - Hamilton
County, Tennessee - 2015 Community Health Profile”. This
report presents a “snapshot” of the community’s health.

The suicide rate is cited as having increased by 27.3%
between 2000 and 2015, from a rate of 11.3 per 100,000 to a
rate of 14.4.

The Tennessee Dept. of Mental Health 2015 Data Book,
states that Tennessee ranks in the bottom 10 states in the
nation, for the following indicators of behavioral health.

— Adults that smoke everyday.

- Adults limited in activity due to physical, mental
or emotional problems.

— Adults with mental illness in the past year.

- Youth that used methamphetamine 10 or more times
during their lifetime.

~ Youth that used prescription drugs without a
doctor’s prescription.

The National Institute of Mental Health reports on
it’s website that the prevalence of Schizophrenia is 1.1%
of the general population, and 60% of those will utilize
some form of healthcare service in a year. Therefore,
within the defined service area for this Erlanger
Behavioral Health, a total of 17,285 people have
Schizophrenia and 10,371 will utilize healthcare services

each year.

These indicators all point to the acute need for
Erlanger Behavioral Health.

12.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services C. 4.
Relationship to existing applicable plans
(Involuntary Admissions).

Erlanger Behavioral Health
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Does the applicant expect to accept all involuntary
admissions (all.ages)? Will the applicant have the
expertise and staff to monitor patients who may
require one to one observation or may require special

treatment?

Please discuss examples of when the applicant could
not accept an “Involuntary Admission.” In a situation
where the applicant could not take an “Involuntary
Admission’”, what protocols would the applicant enact
to assure the patient could receive proper treatment?

Response

Generally, applicant will accept all involuntary
admissions, to include all ages. However, this policy is
subject to bed availability within the facility, the
hospital’s current staffing and treatment loads, etc.
Erlanger Behavioral Health will have appropriate expertise
and staff to monitor patients on a one to one basis, if

needed.

In case an involuntary admission cannot be accepted,
for the reasons cited above, Erlanger Behavioral Health
will work with the referring source to identify alternative

placement.

13.) Section C, Need, Item 1 a., (Project Specific
Criteria-Psychiatric Inpatient Services D.1l.
(Relationship to Existing Similar Services).

The narrative response on page 40 and utilization
tables on page 41 are noted. However, please include
MBMHI in the narrative response and utilization tables
and submit a replacement page. In addition, please
add a column in the tables to show % change from 2011

to 2014.

Response

As requested, MBMHI has been added to the table and
the trend has been calculated between 2011 - 2014. The
replacements for pages 40 and 41 are attached to this
supplemental information.
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However, applicant will point out that information on

the MBMHI website indicates that ..

“MBMHI assists patients who are not typically served by the
private service sector and have no other inpatient treatment

resources available to them.”

Thus, MBMHI itself categorically states that it does serve
those who are covered by the private service sector.

It should be noted that MBMHI service area is the 52
counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in -Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State
facilities”.

14.) Section C, Need, Item 4.

Please provide overall patient origin by county for
Erlanger Medical Center for the most recent year
available. Include each county in Erlanger Behavioral
Health’s proposed service area.

Response

As requested, the patient origin by county for CY 2015
is below.
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| ~ EHS --In-Patient Origin By County !
! CY 2015
PSA HAMILTON, ™ 15,499 Tertiary DEKALB, AL 372
Svc Area SvcArea JACKSON, AL 516
CHATTOOGA, GA 74
SSA BRADLEY, TN 2,110 FANNIN, GA 330
SvcArea  MARION, TN 1,300 GILMER, GA 146
GRUNDY, TN 333 GORDON, GA 207
SEQUATCHIE, TN 909 .MURRAY, GA 296
BLEDSOE, TN 979 WHITFIELD, GA 667
RHEA, TN 1,135 CHEROKEE, NC 218
MEIGS, TN 196 COFFEE, TN 116
MCMINN, TN . 463 CUMBERLAND, TN 56
POLK, TN 393 FRANKLIN, TN 215
DADE, GA 616 LOUDEN, TN 17
WALKER, GA 1,969 MONROE, TN 60
CATOOSA, GA 1,692 ROANE, TN 16
' VAN BUREN, TN 51
'WARREN, TN 124
Svc Area  Cases %
PSA 15,499 46.2%
SSA 12,095 36.1%
TSA 3,481 10.4%
. All Other 2,470 7.3%
Total >> 33,545 100.0%

15.) Section C, Need, Item 5.

The utilization tables on page 50 are noted. However,
please include utilization data for MBMHI in the
tables and resubmit a replacement page. In addition,
please include a column indicating the % change from
2011-2014.

Response

As requested, MBMHI has been added to the table and
the trend has been calculated between 2011 — 2014. The
replacements for pages 50 is attached to this supplemental
information
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However, applicant will point out that information on

the MBMHI website indicates that ..

“MBMHI assists patients who are not typically served by the
private service sector and have no other inpatient treatment

resources available to them.”

Thus, MBMHI itself categorically states that it does serve
those who are covered by the private service sector.

It should be noted that MBMHI service area 1s the 52
counties in East Tennessee extending as far north as the
Virginia and Kentucky state lines; the service area for
Erlanger Behavioral Health is only 18 counties in Southeast
Tennessee. The beds at MBMHI are utilized for patients
with long term mental health issues, not those generally
served in community based programs. Further, it is noted
that in the Agency’s staff report for the Crestwyn
Behavioral Health application (no. CN1310-040), it was
stated that “traditionally, the State operated mental
health institutions care for long term mental health
patients”. Also, that “the applicant did not assess the
impact the proposal would have on either of the State
facilities”.

16.) Section C, Need, Item 6.

Please provide the details regarding the methodology
used to project 8,798 patient days during the first
year of operation and 17,481 patient days during the
second year of operation. The methodology must include
detailed calculations or documentation from referral

sources.

The total average daily census of 24.1 in Year One and
47.9 in Year Two of the proposed project is noted.
Please break-out the proposed average daily census by
Unit:

Year One- | Year Two-
ADC ADC

Adult Psychiatric Unit (24
beds)

Gero Psychiatric Unit (24
Beds) _
Child and adolescent beds

Erlanger Behavioral Health :
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(18 beds)
Chemical Dependency
Unit ( 22 beds)
Total 24.1 47.9

Please provide letters of referral from Community
Mental Health Centers, Private Psychiatrists and
Primary Care Physicians, etc.

Response

The ADC table has been completed.

‘== Average Daily Census ==:

Year1 Year2
Adult Psychiatric Unit (24 beds) 4.0 10.0
Gero Psychiatric Unit (24 beds) 12.0 18.0
Child & Adolescent Unit (18 beds) ' 4.0 10.0
Chemical Dependency Unit (22 beds) 4.1 9.9
Total 241 47.9

As requested, we have attached letters of support for
Erlanger Behavioral Health. We have also attached comments
from the general community which express overwhelming
support for Erlanger Behavioral Health .. these comments
have appeared on websites in Chattanooga as well as other
soclial media, such as Facebook.

17.) Section C. Economic Feasibility Item 1 (Project Cost
Chart) .

Line D. listing the estimated project cost as
524,067,600 is incorrect. Please revise and provide a

replacement page.

Response

As requested, the error on the Project Cost Chart has
been corrected. The replacement for page 52 is attached to
this supplemental information regquest.

18.) Section C. Economic Feasibility Item 2 (Funding).
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CON Application - Supplemental Information -- Page 19° 03/24/16 12:19 PM



SUPPLEMENTAL #2
138 March 28, 2016
_ 11:49 am
The March 11, 2016 funding letter from Acadia
Healthcare referencing a proposed joint venture
between Erlanger Health System and Acadia Healthcare
is noted. However, the applicant states in the
application there is not a current joint venture
between Erlanger Health Systems and Acadia Healthcare.
Please clarify. -

What guarantee does the applicant have Acadia will
actually fund the proposed project while Acadia
currently has no relationship with the proposed
project. Please clarify.

It is noted Acadia has a revolving line of credit that
will finance a portion of the proposed project. Please
submit a letter from a bank that identifies the
revolving credit expected interest rate, term, and any
anticipated restrictions or conditions.

What percentage of the proposed project cost will be
financed through cash reserves and a revolving line of
credit?

Please explain the reason the applicant is not funding
the proposed project.

Response

A Letter of Agreement between Erlanger Health System
and Acadia Healthcare is attached to this supplemental
information. The agreement specifies that Acadia will
fully fund design and construction of Erlanger Behavioral
Health. Further, the Letter of Agreement with Acadia
specifies that it’s contribution will be cash and we
confirmed with Acadia that this is their plan. As such,
Acadia does not plan to utilize a credit facility to fund
this project. Please see paragraph 3(c) of the Letter of
Agreement.

19.) Section C, Economic Feasibility, Item 9.

Please complete the following chart for Year One of
the proposed project.

Payor Gross % of Total
Revenue Revenues
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Medicare

Medicaid/ TennCare
Commercial Insurance
Self-Pay

Total

Response

The chart has been completed, as requested.

 Gross

Payor Revenue % Of Revenue
Medicare S 3,917,249 32.6%
TennCare/Medicaid § 3,086,317 25.7%
Commerical $ 3,561,135 29.7%
Self Pay S 1,068,341 8.9%
Other S 368,758 3.1%

Total $ 12,001,800 100.0%

20.) Section C, Economic Feasibility, Item 10.

Please provide copies of the balance sheet and income
statement from the most recent audited financial
statements with accompanying notes for Acadia
Healthcare.

Response

A copy of the Form 10-K which was filed with the
Securities & Exchange Commission for the fiscal year ended
December 31, 2015, is attached to this supplemental
information. The financial statements begin on page F-1
and the Auditor’s report begins on page F-3, toward the end
of the SEC filing.

21.) Orderly Development, Item 1.

Please clarify if the applicant will have transfer
agreements with MBMHI.

Response
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It is fully anticipated that the applicant will have a
transfer agreement with MBMHI.

22.) Section C, Contribution to Orderly Development,
ITtem 7 c.

Please provide the latest results of a state licensure
survey and/or Joint Commission survey for Erlanger
Health Systems with an approved plan of correction.

Response

The most recent accreditation letter from The Joint
Commission is attached to this supplemental information, as
requested.

23.) Section C, Contribution to Orderly Development,
ITtem 8 and 9.

Please respond to these two questions for Erlanger
Health Systems as a whole.

Response

There are no final orders or judgments agéinst any
professional licenses for Erlanger Health System. Further,
there are no final orders or judgments against any entity
or person with more than a 5% ownership interest in
Erlanger Health System.

There are no final civil or criminal judgments for
fraud or theft against any person or entity with more than
5% ownership interest in Erlanger Health System.

Erlanger Behavioral Health
CON Application - Supplemental Information -- Page 22 03/24/16 12:19 PM
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AFFIDAVIT

STATE OF TENNESSEE |

COUNTY OF HAMILTON |

NAME' OF FACILITY Erlanger Behavioral Health, LLC

I, Joseph M. Winick , after first being duly

sworn, State under oath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that I have reviewed all of the supplemental

information submitted herewith, and that it is tfue,

accurate, and complete. ///}glgz?ki ;/”ngiz

s IGNATURE Y

SWORN to and subscribed before me this ézCS of

Mo rr » 201lo, a Notary Public in and for the
Month Year

State of Tennessee, County of Hamilton.

_Q%g(,QQéQQfL

NOTARY PUBLIC

My commission expires ,
T m&etoberiD, 2016

My commission expires
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HEALTHTCARE

Direct Phone: 615-861-7339
Email: steve.davidson@acadiahealthcare.com

February 16, 2016

By Email {Joe.Winick@Erlanger.org)

Joseph M. Winick, FACHE

Senior Vice President

Planning, Analytics & Business Development
Erlanger Health System

975 E 3rd Street

Chattanooga, TN 37403

Re:  Potential Venture for 80 Bed Behavioral Hospital — Letter of Intent

Dear Joe:

This letter is Acadia Healthcare Company, Inc.’s ("Acadia’s") non-binding proposal {'Proposal")
to enter into a joint venture arrangement {the "Transaction”) with Erlanger Health System
(“Erlanger”} to develap, build and operate a new 80-bed inpatient psychiatric facility (the
“Facility”) that would provide a full range of inpatient and outpatient behavioral health

services, on or near the Erlanger campus.

1. Proposed Transaction Structure. Based upon the information available to us to date,
Acadia anticipates a two stage transaction structure. During the first stage, Erlanger would
form a new entity (the “Venture”) to own and operate the Facility which, initially, would be
wholly-owned by Erlanger. The parties rights and obligations during the first stage would be
governed by a Pre-Organizational Agreement. Upon obtaining a final, non-appealable
Certificate of Need to develop and operate the Facility {the "CON"), the Transaction would
enter the second stage during which Acadia would become an owner of the Venture and the
Facility would be developed. The parties rights and obligations during the second stage will be

governed by an Operating Agreement.

2. First Stage Responsibilities. During the first stage, Erlanger, at its expense, will organize
the Venture and will apply for and pursue obtaining the CON. Erlanger will pursue the CON to a
final, non-appealable result. The parties acknowledge that Acadia's intended relationship with
the Venture will need to be disclosed during the CON process. Acadia will incur the costs of
architecture, engineering and design necessary for the CON application for the.Facility.
Additionally, Acadia will deliver a letter to the Venture which will outline its commitment to
fund the construction and development of the Facility which the Venture may use in connection
with the CON application. The Venture shall obtain or shall obtain the right to acquire the real

6100 TOWER CIRCLE = SUITE 1000 = FRANKLIN, TN 37067 » PHONE: 615-861-6000

NPSM 1592773 v5
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estate for the Facility. Erlanger and Acadia would share equally, if necessary, the cost of an
option on the real estate for the Facility.

3. Second Stage Responsibilities.

a. Ownership of the Venture. Upon the Venture obtaining a final and non-
appealable CON, Acadia will become a member of the Venture. Erlanger and
Acadia would own a percentage interest in the Venture in proportion o the
value of their respective contributions. The value of the contributions, and the
resulting relative percentage ownership of the Venture would be based upon an
independent fair market valuation. '

b. Profit and Loss. Each member’s share of profits, losses and distributions in the
Venture would be proportional to that member’s percentage interest in the
Venture.

C. Contributions. For its capital contribution to the Venture, Acadia would

contribute cash in an amount to be determined; to be used for the design and
construction of the Facility. For its capital contribution to the Venture, Erlanger
would contribute its geriatric-psych business operated at Erlanger North Hospital
and the Erlanger brand name for the Facility. Additionally, Erlanger will be
credited with the value that the Venture has relating to the fair market,
appraised value of the CON and the real estate for the Facility.

d. Definitive Agreements. The obligations of the parties to consummate the
Transaction would he set forth in “Definitive Agreements” acceptable to each
party in its sole discretion. The Definitive Agreements would detail the parties’
rights and responsibilities concerning capital contributions, pro rata profit
distributions, duties owed to the entity and the minority members, restrictions
on transfers of interests, put and call rights, other restrictive covenants, triggers
for the unwinding of the Venture, and other customary terms and conditions for
a transaction of this type. The initial Definitive Agreement would be the
Venture's Pre-Organizational Agreement which will have the form of the
Operating Agreement for the Venture (the "Operating Agreement") and a license
agreement for the Erlanger brand name attached. It is contemplated that the
Operating Agreement would be fully negotiated at the outset of the Transaction

but would be signed upon obtaining the CON.

e. Working Capital Financing. The Venture would not incur any debt other than a
line of credit from Acadia, commencing upon obtaining the CON, of up to
$5,000,000 for {i) working capital; (i) general corporate purposes; and (iii)
startup expenses. The parties contemplate that the Venture will purchase the
real estate on which the Facility will be located using this capital, or, in the
alternative, that Acadia will acquire such real estate and contribute it to the

NPSM 1592773 v5
2790600-000115 12/14/2015




SUPPLEMENTAL #2
146 March 28, 2016
11:49 am

Venture. The line of credit would bear interest at the prime rate plus 2%, would
be due in full in 60 months, and would be repaid in full before distributions of
profit by the Venture. The Venture would not guarantee debt of Acadia or

Erlanger.
4. Closing Conditions.
a The stage one closing would be conditioned on the following:

1. execution and delivery of Definitive Agreements;

P2 approval of the Transaction by Acadia’s Board of Directors; .
3. approval of the Transaction by Erlanger’s Board of Directors;
4. regulatory, legal, and operational diligence approval by Erlanger; and
5, regulatory, legal, and operational diligence approval by Acadia.

b. The stage two obligations of the parties including the requirement for Acadia to
fund construction and the requitement for Erlanger to contribute its geriatric-psych
unit to the Venture shall be conditioned on the following:

1. no material adverse change in the CON, licensure category, or the
prospects of the Facility;

2. approval of a CON for the Facility for at least 80 psychiatric beds;

&) zoning and similar land use approvals for the Facility’s construction
issuing from the appropriate governmental authorities;

4. receipt of a written opinion or opinions from independent third party

appraiser(s) with expertise in healthcare transactions, that the
consideration paid or contributed in exchange for member interests in
the Venture is consistent with fair market value.

5.  Governance. Beginning with stage two, the Venture would be subject to oversight by a
“Board of Directors” appointed by the parties and voting based on the respective ownership
interests represented, provided that in no event shall any party have less than two Board
members. It is anticipated Acadia would have a controlling interest in the Venture and
appointment rights over a majority of the Board of Directors. The following Board of Directors
decisions would require approval of {a) a majority of the appeinted individuals sitting on the
Board of Directors and (b) at least one Board representative of each of the parties:

approving the Venture’s strategic business plan;

a.
b. determining the need for additional capital contributions;
C. approving the location and design of the Facility and construction budgets;
d. extraordinary capital expenditures including Jong term leases;
e. approving incurrence of extraordinary debt;
f. expanding or reducing the number of beds at the Facﬂlty,
g admitting any new member;
N PSM 1592773 v5
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h. creating or issuing - additional membership interests and/or new classes of

membership interests;
i granting any lien or security interest (except for those in the ordinary course of

business not in excess of $1,000,000) on or in any of the Venture's assets or

property;
js making loans to, or acquiring equity interests in, any other person or entity;
k. selling or otherwise disposing of assets of the Venture, other than in the ordinary

course of business;
l. agreeing to any cofnitract restricting the Venture’s right to make distributions to

its members, or agreeing to pay any distributions in respect of member units in
any form other than cash or in any manner other than to the members in
accordance with their membership percentage interests;
. amending the Venture's articles or organization, operating agreement, or name;
n entering into, renewing or terminating any lease, contract or agreement or any
other transaction or arrangement (whether or not involving payments or
remuneration) between the Venture and any member or affiliate of a member;

o, approving any transfer of the equity interests held by a member, whether by
direct sale, merger, or exchange;

p. approving any merger, sale, restructuring, or recapitalization of the Venture or
causing the Venture to convert to a different form of entity;

q. filing a petition requesting or consenting to an order for relief under the federal
bankruptcy laws or to dissolve the Venture;

r leasing any portion of the real property owned by the Venture other than in the
ordinary course of business;

S. redeeming or repurchasing by the Venture of any member units, other than on a
pro rata basis to all members;

1. hiring and retention of the CEQ, CFO and CNO of the Facility;

u. entering into any corporate integrity agreement or settlement agreement in
connection with any government investigation or whistleblower suit; and

V. making other extraordinary material decisions as set forth in the Definitive
Agreements,

The Definitive Agreements would include a mechanism for resolving certain deadiocks that may
arise in connection with a governance decision.

6. Financial Statements. The Definitive Agreements will provide for the delivery of annual
Acadia-level consolidated and Venture-level audited, and monthly Venture-level unaudited

financial statements of the Facility.

7. Charity Care Policy. The Operating Agreement will contain covenants ensuring that the
Venture (i) is operated and managed in a manner that does not jeopardize Erlanger's tax-
exempt status, and (ii) recognizes and promotes Erlanger's objective of providing charity care.
Specifically, the Operating Agreement will provide that the Venture will provide healthcare
services for a broad cross-section of the community, adopt high standards for the quality of

NPSM 1592773 v5
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patient care, provide a reasonable level of charity care to the community served by the Venture
and collaborate with Erlanger on the provision of uncompensated care.

8. Corporate Office Services; Management. Pursuant to a services agreement to be
entered into between the Venture and Acadia, Acadia’s corporate office would provide
corporate office management services to the Venture, to include support in the following areas:
operations management, finance and accounting, legal advice and counsel, internal audit,
clinical quality and compliance, risk management, insurance, human resources, recruiting,
payroll, information technology, tax, billing and collecting, marketing, managed care
contracting, and business office support. Acadia would charge the Venture a management fee
equal to 2% of the Venture’s revenue for these corporate office services, and would pass
through to the Venture without markup the following expenses: (a) the actual reasonable costs
of outside consultants, legal counsel, tax counsel and outside auditors; (b) a proportional
amount of Acadia’s facilities’ costs for software licenses, insurance and employee benefits; and
(c} the direct costs of Adadia’s call center, web design and marketing staff to the extent
dedicated to marketing the Facility, not to exceed .05% of annual Venture revenue, the actual
reimbursable third party expenses of Acadia’s corporate office staff, incurred in providing
services to the Venture, in accordance with Acadia’s Expense Reimbursement Policy. As the
anticipated majority member, Acadia would be responsible for the day-to-day operations,
management and control of the Facility. Acadia would consolidate the results of the operations

of the Facility with its company financial statements.

9, Noncompetition. The Definitive Agreements would provide that Acadia and Erlanger
would covenant and agree with one another and each other’s affiliates that, during the Non-
Compete Period {(defined below) and within the Non-Compete Area (defined below), they
would not directly or indirectly, with the exception of the Facility and specified other
exceptions, own, acquire, lease, manage, consult for, serve as agent or subcontractor for,
finance, invest in, own any part of or exercise management control over any facility or business
that primarily provides-services that are the same or similar to the services provided by the
Facility, provided that the non-compete will exclude care provided by Erlanger in any
emergency department or any service provided in an acute care setting which is accompanied
by or incidental to a general medical condition which requires the patient's presence at an
Erlanger facility. The “Non-Compete Period” would, for each member respectively, commence
on the date of such member’s acquiring any membership interest in the Venture (each a
“Membership Date”) and terminate on the second anniversary of such member’s liquidation or
termination. of all such membership interests. The “Non-Compete Area” would mean the area
within a twenty-five (25) mile radius of the Facility, including any satellite locations thereof. In
additibn, during the Noncompete Period, the members shall not solicit for employment or
employ any person (at or above a certain level) who is then employed by the Venture or a
party, subject to exceptions for general solicitation activity not targeted as such persons.

10.  Access and Information. The parties will furnish to one another and their respective
representatives such CON, licensure, regulatory and such other information relating to the
Transaction as another party or its representatives may from time to time reasonably request.

N PSM 1592773 v5
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All such access, investigations, contacts and inspections to be conducted by the requesting
party and its representatives shall be conducted in consultation with the other parties and in
such-a manner as not to interfere unduly with the normal conduct of the other parties’

business.

11.  Confidentiality; Public Announcement. The terms of this letter are subject, in all
respects, to the parties’ Memorandum of Understanding July ___, 2015, The timing and content
of any announcements, press releases or any public statements concerning the Transaction
{including the CON process) shall be determined by mutual agreement of the parties, unless,
with respect to Acadia, in the judgment of Acadia upon advice of counsel, disclosure is
otherwise required by Acadia by applicable law or by the applicable rules of any stock market
on which Acadia’s securities are listed or quoted, provided that Acadia shall use commercially
reasonable efforts consistent with such applicable faw to consult with Erlanger with respect to

the text thereof.

12.  Exclusivity. The parties contemplate the expenditure of substantial sums of time and
money in connection with legal, accounting, financial, and due diligence work to be performed
in conjunction with the proposed transaction prior to execution of the Definitive Agreements.
For purposes of inducing one another to execute this Letter of intent, during the period from
the date of acceptance of this Letter of Intent specified below to March 31, 2016, the parties
and their directors, officers, affiliates, agents and employees shall not, without the prior written
consent of the other parties hereto, directly or indirectly, solicit or entertain, offers from,
negotiate with, or in any manner encourage, discuss, accept or consider any proposal of any
other person relating to the acquisition, construction, joint venture, or management of a
psychiatric or substance abuse facility similar in nature and location to the proposed Facility.

13. Nonbinding Effect. Except as provided in paragraphs 11-15 (the “Binding Provisions”),
this Letter of Intent will not create any binding legal commitments between the parties but will
serve only to evidence the parties' present intentions with respect to a possible transaction.

14.  Termination of Letter of Intent. This Letter of Intent shall terminate upon the earliest
to occur of (i) written notice of termination by either party to the other or (i) the execution of
Definitive Agreements. The Binding Provisions shall survive the expiration or termination of

this Letter of Intent.

15.  Governing Law. This Letter of Intent shali be governed and construed in accordance
with the laws of the State of Tennessee without regards to principles of conflicts of laws.

We are very pleased to submit this Proposal. The Transaction is a priority for Acadia and we are
prepared to commit the necessary resources to complete the Transaction expeditiously. Any
questions regarding this Proposal should be directed to Steve Davidson, Chief Development
Officer, at 615-861-6000 or via email at steve.davidson @acadiahealthcare.com. We thank you
for your consideration and look forward to working with you.

* NPSM 1592773 v5
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If you are in agreement with the terms of thls Letter of Intent, please sign and return one copy
o us and each party should retaln one copy for its records.

Slngerely,

A

Steva Davidson
Chief Development Officer

N PSM 1592773 v3
2790600-000115 12/14/2013
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Inpatient Days — Tennessee Counties
Of Patient Origin C-
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6f o=l er]anger

Behavioral Health

Ms. Melanie Hill

Executive Director

Healih Services and Deveélopment Agency
Andrew Jackson State Office Building
502 Deaderick Street, 9th Floor
Nashville, TN 37243

RE: Erlanger Behavioral Health
Dear Ms. Hill:

The majority of psychiatric patients from the sunoundmg Chattanooga area come to

Er langel s Emergency Department for acute emergencies. Over the last 10

years psychiatric visits fo Emergency Departments across the country have- inereased and
ours is no exception, Since 2013, the number of patlents being transferred from
Erlanger’s ED to psychiatric 1npatient facilities has doubled, mirrored by a drastic
incréase in the number of boarding hours. Tt is widely recognized in this region that there
is a wide disparity between need and available resources:

As Chief of Behavioral Health at Erlanger, I atii exfremely excited to give my support for
the new behavioral health hospital that will expand the current capacity for mental hedlth
treatmenit anid support ifi this arca, This is an ineredible opportunity to improve access to
care for our patients with mental illness. Tam ‘proud to be a part of Erlanger who by
providing these services will change the landscape of behavioral health in this community

and the lives of so many people.

Singerely,

Jennie Mahaffey, MO,
Chief of Behavioral Health
_UT Exlanger Behavioral Health
979 East 3rd Street, Ste A-443
Office:(423)778-2965

Fax: (423)778-2966

Erlanger North Hospital « 632 Morrisoni Springs Road « Suite 103 « Chattanooga, TN 37415 - 423,778.5945
Erlanger Baroness Hospital « 979 East 3rd Street * Suite A-443 + Chattanaoga, TN 37403 « 423.778.2965
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HEALTH SCIENCE CENTER
COLLEGE of MEDICINE
Office of the Dean
960 East Third Street
Suite 100

Chattanooga, Tennessee 37403
Tel: (423) 778-6956
Fax: (423) 778-3672

March 24, 2016

Melanie Hill

Executive Director

Health Services and Development Agency
* Andrew Jackson State Office Building

502 Deaderick Street, 9" Floor

Nashville, TN 37243

Dear Ms. Hill:

Please accept the full support from the University of Tennessee College of Medicine
Chattanooga for a new proposed 88 bed behavioral health hospital. As you know, this will fill a
critical patient care need in our region.

Our medical school provides the third and fourth years of medical student education and our
180 residents and fellows participate in ten residency and ten fellowship programs. A critically
important part of the third year curriculum is in psychiatry and these new services will
significantly enhance opportunities for education. We also would be interested in exploring
new opportunities for graduate médical education expansion in behavioral health should
appropriate, sustainable funding sources become available.

Thank you for your consideration of this important enhancement for patient care and
education.

Kind regards,

Robert C. Fore, EdD
Professor and Interim Dean



March 23, 2016

Ms, Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building

502 Deaderick Streef, 8th Floor

Nashville, TN 37243

RE: Erlanger Behavioral Health

Dear Ms. Hill:

Please accept this letter of support for the Certificate of Need application that Erlanger Health System has
filed to establish a new 88 bed behavioral health hospital. As the CEO of Children’s Hospital at Erlanger,
 am very aware of the communities need for pediatric, adolescent and aduit behavioral health services.
On any given day, we have mulitiple patients in our emergency department, or on our inpatient floor, being
held while searching for any level of psychiatric or behavioral support. Many of our patients have g
substance abuse issues and/or are in real need of both acute and chronic psychiatric care. This problem
has continued to grow and was a recent topic for our Children’s Hospitals of Tennessee (CHAT) meeting

in Nashville.
I have recently met with several pediatric practices and ask them what they need from our health system.

The number on answer has always been, “please help us with our behavioral health patients.” These
services simple do not currently exist in our community.

Thank you for your consideration of this very important initiative. 1f further information is needed or if you
have questions, please do not hesitate to contact me.

Sincerely,

QA

Don Mueller, FACHE

Chief Executive Officer
Children’s Hospital at Erlanger
office: (423) 778-2298

email: don.mueller@erlanger.org
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March 24, 2016

Ms. Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building

502 Deaderick Street, 9th Floor
Nashville, TN 37243

RE: Erlanger Behavioral Health

Dear Ms. Hill:

I wanted to send you a note to let you know that as the Clinical Administrator of Children’s Hospital at
Erlanger, I am in full support of the Certificate of Need application that Erlanger has filed to establish a
new 88 bed behavioral health hospital. We have had an increase in the number of adolescent patients
seen in the Children’s Emergency Department over the past year. Our Pediatric Emergency physicians
have spoken out repeatedly about the need that our current patients have for additional hehavioral
health facilities and programs. Adolescent beds for psychological issues are hard to come by and any
additional beds would be a welcome addition to our area.

Thank you for your consideration of this very important initiative. If further information is needed or if
you have questions, please do not hesitate to contact me.

Sincerely, E o

Leslie Phelps, MSHCA, BSN, RN
Clinical Administrator
Children’s Hospital at Erlanger
910 Blackford Street
Chattanooga, TN 37403
Lesle.phe) e er.or
423-778-6058

me INIVERSIT Yof
"TENNESSEE &8
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erlanger

Ms, Melanie Hill

Executive Director

Health Services and Development Agency
Andrew Jackson State Office Building
503 Deaderick Street, 8™ Floor

Nashville, TN 37243

Re: Erlanger Behavioral Health

Dear Ms. Hill:

| am wiiting to advise you thatthe primary care and specialtyphysicjans, numbering in excess of 200,
employed by Erlanger Health System, are in full support of the Certificate of Need application that
Erlangér has filed to éstablish a new 88 bed behavioral hedlth hospital. Our physicians have spaken out
repeatedly about the need that dur cyrrent patients have for additional behavioral health services,
facilities and programs. Many of the patients we currently serve on an inpatient and outpatient basis
have psychological, psychiatric and fredical cororbidities. We have already established & behavioral
health division; however; idre programming and resources are needed to address the significant need

in our community-and the surrounding region..

Thank you for your consideration of this very important initiative. If further information is needed or
you have questions, please do not hesitate to contact me.

Sincerely,

Ao Dk

Steven H. Burleett
Sr, Vice Presidant, Ph\_/siéian Services
Erlanger Health System

975 East Third Street, Chattanooga, TN 37403 (423) 778-7000 www.erlanger.org
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The most under-served medical conditions that exist are mental illness. We have this artificial
line of separating mental health from medical illness, mostly due to insurance

companies. Greedy insurance companies and ACA requirements have pushed the majority of
A licensed psychiatrists to a private pay system, which is contrary to the best interest of the
‘% public and leaves the poor without treatment.

= [ —
i‘nf Evoning. and Onaling Classd

g1y !ﬂ"“' J’tﬂl ! The fact is mental health problems are medical problems, and licensed psychiatrists and

! medical physicians are required to make meaningful improvements in the stahility and lives of
a1
|

the mentalily ill.
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Barto  423-855-0700

The majority of our mentally ill population are under-treated, if treated at all. The mentally il!
fill the jail, comprise a large majority of the homeless, and have a much greater propensity to
drug abuse and addiction. Yet, the mentally ill have the least access to medical care and
treatment from qualified licensed physicians and psychiatrists.

While unfounded, public perception of mental iliness is an obstacle to treatment. There is a
pervasive shortage of licensed psychiatrists and facilities in Hamilton County. That is a fact -
we simply do not have enough licensed psychiatrists or facilities in Hamilton County.

It is a myth that the mentaliy ill can be treated by simply talking to a counselor. This is a
completely inadequate approach that has mass populations of the mentally ill missing
appropriate and individualized evaluation and treatment. The mentally ill should have
complete medical evaluations. Often times there are root medical causes that perpetuate
mental illness. The mentally ill are not receiving these medical clearances to identify or rule
out root medical cause.

While social workers and counselors should be a part of the equation, the drivers should be
licensed medical physicians, psychiatrists, and facilities for treatment.

Problem is, we don't have enough psychiatrists or facilities in Hamilton County.

Currently, the two primary existing menta! health facilities are overflowing and often times
have patients stacked in their hallways. These facilities mean well, and do the best they can
with completely inddequate resources to achieve even a reasonable standard of care.

http:/Mww .chattanoogan.com/2016/3/12/319924/T hank-You-Erlanger-For-Offering.aspx 114
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The Hamilton County Jail is alsa housing m}r@ ]nentally ill patients as these treaMﬁch 28. 2016
facilities. Sometimes, the jail is the only option. )
11:49 am

The mentally ill have a propensity to self medicate, which is a direct path to the justice
system. The relationship between drug abuse and mental iliness is not a causal one. The
Hamilton County Jail is the front line of mental health, and that is really messed up. I respect
the job the jail is doing with virtually no resources due to our inept elected Hamilton County
Commissioners that have denied funding requested by the sheriff for almost two decades.
Yep, inept Hamilton County Commission, that is what I said.

The mentally il at the jail should be receiving mental health triage by licensed professionals.
Johnson Mental Health only responds if requested. If any facility in our region needed an on
staff licensed mental health professional, it would be the Hamilton County jail.

Our Hamilton County Commissioners are directly responsible for the Hanoi Hilton conditions at
the jail, period. Any government that allows mentally ill people to be stacked in cells urinating
over one another sleeping in the floor needs to be sued for civil rights violations. Will add
that to my to do [ist.

In shart, the standard of care for the region's mentally ill is deplorable and missing the
primary components of real physicians that can evaluate medical needs including medication
and facilities to house the mentally ill. No one is going to counsel their way out of a large
majority of mental iliness, '

A reasonable standard of care cannot exist within the current framework in Hamilton County
that lacks access to licensed psychiatrists and facilities.

Erlanger Hospital just published that they wish to gain autharity from the state of Tennessee
regulatory board for a 200-bed facility. Erlanger is a real medical leader and has identified the
greatest medical need In the community.

We would not send a diabetic out of an emergency room without evaluation and treatment.

Why are the mentally ill sent out of emergency rooms untreated or even given a course of

action? rdonatses[D

'PARTY IN
YOUR
S—— . {PAJAMAS
DAY.

Erlanger Hospital, the facility you propose is greatly needed. Please share with the public
what we can do to support your proposal.

Thank you, Erlanger Hospital.
April Eidson

Robert K. Fisher, CCIM Each affice ihdependently
Commercial, Muiti-Family Specialist ovined and aperated
200 Manufacivrors Read, STE 222 M.423,6672.8534

Chatlancods, Tennbssoe 374068 K | ©.J423.664.1560

[T

March 20, 2016 March 20, 2016 March 20, 2016
Congratulations, Earl, On Your Radio Debunking The Social Programs Myth Roy Exum: My Pal Johnny Hennen
Hall Of Fame Induction

To Earl Freudenberg, My heartiest Social programs didn't destroy the black ~ About 10 days ago, as I sat in the pre-
congratulations in honor of your family. Mass incarceratlon and excessive, dawn chill like I do each day with my
induction into the Radio Hall of Fame. over the top policing in primarily black three prayers lists, I took my pencil and
You have been in my hall of fame for communities did. When those same crossed my beloved friend Johnny
many, many years already. ... (click for rules and laws are deployed, applied ... Hennen’s name off the “B” list, and
more) (click for more) moved ... (click for more)

Robert K, Fisher, CCIM feunin  Locknd
& Cammaicial, Multi-Family f b [Ny
U Specialist d'."ﬂfl h; i

£ 3 o Jaiie [havis & g
mﬁ; i <L ) A TTORNEYS

e

e :
Doy, Evening, and Daling C1asses

% M.423 6678634 Lo
©.423.664.1550 LWy,

42320660605
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- 162 March 28, 2016

Winick, Joe
1440 -am

From: Charles, Pat
Sent: Monday, March 14, 2016 2:48 PM
To: Gentry, Gregg; Winick, Joe
Subject: Incredible, positive response on media online stories re new hospital
Importance: . High

The response on local media’s Facebook posts to our new hospital plans has been
OVERWHELMINGLY positive. Shortly after the Times Free Press posted their story online, it got
583 likes and 151 shares, with some high praise from Judge Gary Starnes. And this was from a
Saturday story.

Channel 3's online story quickly generated 264 likes with 78 shares. Again, with several
endorsements and praise from Judge Gary Starnes, who is over Chattanooga’s Mental Health
Court. | would be willing to bet he would write a letter of endorsement — or even accompany you to
CON hearing if his schedule permitted. Channel 12’s online post led to 122 likes, 29 shares.

I have never seen so many uniformly positive comments on anything (Erlanger or otherwise) in recent
months. Everyone is talking about need, how long overdue this type facility is in Chattanooga. Will
be glad to provide these comments to you, Joe, if you want to include in your CON reports regarding

community response.
And | certainly recommend sharing these comments with our board members.

Pat Charles

Director, Corporate Communications
Erlanger Health System

Office: (423) 778-2922

Fax: (423) 778-7615

L cr

s = Health System

——

'
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News 12 Now 11:49 am
March 13 at 8:39am -

#CHANews Erlanger proposes $25M behavioral health hospital that would provide 200 jobs

T

Erlanger proposes $25M behavioral health hospital -

News 12 Now

CHATTANOOGA, Tenn. (AP) — Chattanooga’s Erlanger Health System is hoping fo
build a $25 million behavioral health hospital that it says would eventually...

HTTP.//BIT.LY

Like Comment Share

133 . Top Comments

31 shares

a Write a comment...

b-| JoAnn Antosh Temple Bless you Erlanger! Those us us who love someone with mental illness know what
this hospital could mean.

Like - Reply - March 14 at6:21pm
Susie Que Erlanger should concentrate on building the new children's hospital before they start this one.
Like -Reply- 3 -March 13 at9:38am

Jason Whiteside Boyhow | wish theyd take over Rhea Medical. It's a nice hospital, but to work there 4 1/2
X 1 years forless than 10.00 a hour for a job that even the nurses will notdo is ridiculous!

Like -Reply- 2 -March 13 at9:00am
Eﬁ: * Paula Crowe What job?
Like - Reply - March 14 at 11:54am

Q Write a reply...

https:/Amw.facebook com/wdefnews 12 1/2



311112016

Like - Reply - March 14 at11:15am

Write a comment...

https:/fiww.facebook comiwdemews 12

(5U) News 12 Now
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165 March 28, 2016
Chattanooga Times Free Press shared a link. 11:49 am
March 12 at 9:00am -

- Erlanger asking for permission to build $25 million
~ behavioral health hospital

Erlanger Health System is asking the state for permission to build a $25 million
behavioral health hospital that eventually would employ 200 people, according...

. TIMESFREEPRESS.COM

Like Comment Share

584 Top Comments

152 shares

a Write a comment...

‘.f‘?? Heather Wilson Omg YES! Very much needed. You would be so surprised to know how many psych pts we
' see in our ER daily. | would be elated to see this happen!

Like -Reply- 23 -March 12 at9:13am
. Becky Hammond Praying this happens. as itis so needed in this community and across the US.mental
iliness needs to be recognized as an urgent medical condition.
Like - Reply- 20 -March 12 at 9:36am
F Manon Kraus Whatever happened to Park Ridge Valley? Thatis a psyche hospital that has been in
a Chattanooga for some time.
Like - Reply - March 13 at 6:52pm
Heather Wilson It's still there.
Like - Reply - March 14 at 10:21am

a Write a rebly_...

Ul Gary Starnes Finally. This is definitely needed to address the mental health issues confronting our entire
Bl system particularly the court system. Thank you Eflanger.

https:/Aww.facebook com/ftimesfreepress 14
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Like - Reply- 8 - March 12 at 10:50am SUPPLEMENTAL #2

P{' Kymberly Brown It's heeded because primary CagéGdgctors do not know how to tmm%lmlﬁlts just
provide you all these pills and they don't even know what pilis they ate suppose tolpfg48uamyou end up taking
so manydifferent ones which can make things worse. There is not many places to go here for help. Theydo

need it.
Like - Reply- 5-March 12 at 11:16am

Chris Beasley Certificate of Need (CON) laws are ridiculous, unconstitutional, and they hurt consumers. They
are being challenged in court all over the country. In what other industry do you need permission from both the

government AND your competitors to open a bus... See More
Like - Reply- 3 -March 12 at10:22am

=

,m":

Tim Saimon That will have some haters who own stock in CCA highly P.O.ed.
taiesd Private prison's nextstep will be to open such facilities.

Like - Reply+ 3 -March 12 at1:07pm

MikeNikki Flanigan Will they actually hold ppl that need help thatis the question. I've seen too many people
talk there way out of help when they truly need it. -nikki

Like - Reply- 1 -March 12 at10:29am

Jay Privett The ironic thing about libtards is that while they whine about the upper crust, the 1% that own 90%

i ofthe wealth, they are from thatsame 1%. These are the kind of people who look for any excuse to take the
easyway out and alleviate themselves of anyand all responsibility from their own mistakes. Thus voting for

Bernie Sanders.

Like - Reply - March 12 at 3:27pm

g John Kleinmark Yes my father gave me a small loan of 100 miilion and 1 don't know why all parents do
not do this for their children.......
Like -Reply- 3 -March 12 at 10:27pm - Edited

;5? Heather Wilson What does this comment have ANYTHING to do with this thread? Seriously. Read the
actual article.
lLike -Reply- 3 -March 13 at9:21am

Jay Privett Ok dyke.
Like - Reply - March 13 at 1:59pm

m Samantha Trantham Heather Wilson | agree with you. | do not think people truly understand until they
see these patients first hand. Very sad.

Like -Reply- 1-March 14 at 10:23am

Heather Wilson Jay Privett I'm martied. To a man...not that it matters. Since you have nothing else
better to say, or intelligent...
Like -Reply- 1 -March 14 at 10:23am

E Jay Privett Mhm.
Like - Reply - March 14 at 1:41pm

a Write a repiy...

Tammy Steele Sure would help the community ! Please do it!l
Like - Reply- 7 -March 12 at9:17am

¥4 Michelle Mann-Harris Yes, Moccasin Bend is still around. We are a 150 bed facility.

Like - Reply- 7 -March 12 at 9:4%9am

E Julie Eilen Voyles And still too small to serve this community properly.
Like - Reply- 1 -March 12 at 11:33pm

https://www.facebook com/timesfreepress
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Write a reply... 167 March 28, 2016
11:49 am

m Heather Ward Where can | get a business card so | can hand them out to my co-workers?
ML Like - Reply- 4 -March 12 at11:21am

% Kim Simon Brown Yes, please. Great idea for an overlooked segment of our population.
w | W Like-Reply: 2-March 12 at12:07pm

= Dree Mott This would be so great!
h Like -Reply- 1 -March 12 at10:56am
" Tim Warren That hospital played a big part next to God in saving mydad's life in the 70's
‘-ﬁ Like - Reply - March 12 at 6:25pm
H Shawda Covington Or u could give your employees a raise since theyhaven'thad one in yrsi!l
®e3id Like - Reply - March 12 at1:08pm

Jennifer Tipton We just got one in January.
Like -Reply- 2 -March 12 at3:59pm

a Write a reply...

ﬁ Charlie Branson Thinkin that that would be a great investment.
Like - Reply - March 12 at2:13pm
@ Tiffany Harris Clarissa Souci weren't we all just talking about something like this?! Cool!
' Like - Reply- 1 -March 13 at9:55pm

Clarissa Souci Yes!

Like -Reply- 1 -March 13 at 9:56pm

Clarissa Souci | pray this happens! Much needed for sure.

Like - Reply- 1 -March 13 at9:59pm '

3] Tiffany Harris Me too!
Like -Reply- 1 -March 13 at 10:00pm

" Write a reply...

m Jose Fernandez | think that is an amazing idea. Locking forward fo hear the resultthis June. | love Erlanger.
Like - Reply - March 12 at 10:01pm '
e Melissa Gannon Or what if 25 Mwere poured into Moccasin Bend.

jeil | ike - Reply - March 12 at 2:48pm

Chris Beasley Why would Erlanger put $25 million into a hospital owned bythe State of Tennessee?
Mocassin Bend also does not serve children and adolescents.

Mocassin Bend has a place as the provider of last resort for severelyill adult psychiatric patients
with no family or financial support or with court ordered confinement. They don't serve the local

community, they serve the regional one.

Teens with depression or an eating disorder don't go to Mocassin Bend, the two places would treat
entirely different groups.
Like -Reply- 2 -March 13 at 10:12am

@ Write a reply...

https:/Mmw.facebook comtimesfreepress 3/4
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% Barry Wiison The democrats need a place to go 'Tg gang out.
~1 Like - Reply-March 13 at 7:39pm March 28, 2016
11:49 am

Terry Pickens Yes, mostdrivers on the road need this help.
' Like - Reply - March 12 at 2:58pm
John Kleinmark Mental health clinics are recruiting stations for the Republicans.
Like - Reply - March 12 at 10:28pm

Yvonne Stoudermire Very Much Needed!ll
Like - Reply- 4 -March 12 at 9:05am

Olivia Long Woohoo!
Like -Reply- 1 -March 12 at 10:55am

__ Brenda Rayburn Wingo Very, very needed! | hope itis approved.
Like - Reply - March 12 at 5:23pm

| Monique Dion Well needed
| Like - Reply- March 12 at 10:17am

Diana Ledford Carlock [tis trulyneeded
Like - Reply - March 12 at 3:41pm

B8 Kristi Wilkey This is so needed!
Like - Reply - March 12 at 9:10pm

Aaron Kyle Buchanan Build it!
Like - Reply - March 13 at 8:43am

Bobby Stewart Jr. Letithappen
Like - Reply - March 12 at 6:37pm

Julie Ellen Voyles It's about time!ll!
Like - Reply - March 12 at 11:32pm

Alma Knowles Please build |
Like - Reply - March 12 at 9:44am

Melanie Behannon Oliver Much needed!lll
Like - Reply - March 12 at 10:25am

Dusty Horne Awesome!
Like - Reply - March 12 at 7:56pm

Zena Hanner Great!!
| Like - Reply - March 12 at4:42pm

Jodi Shapuras Whitted Amazing news!
Like - Reply - March 12 at 9:52am

&Y Katrina Shipman
n Like - Reply - March 13 at 3:49am

;: Trent Wamp YES YES YES!
i Like - Reply-March 12 at1:15pm

hitps:/Ammw.facebook.comvtimesfreepress
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WRCB Channel 3 Eyewitness News 11:49 am
March 12 at 4:38pm -

$25M behavioral health hospital proposed for Chattanooga
Read more at: hitp://mww.wrcbtv.com/.../25m-behavioral-health-hospital-prop...
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Like Comment Share

266 Top Comments

77 shares

a Write a comment...

- Gary Starnes This is badly needed in this area to treat patients with mental illnesses. It will be particularly
" helpful to our criminal justice system thatis currently overwhelmed with folks charged with crimes who have
mental illnesses. For example, 46% of those currentlyin jail have mental illnesses and it costs approxmately
$250,000 per year to give them badly needed medication. Our recentlyimplemented mental health court has
been very successful but beds, inpatient freatment, and additional mental health professionals will be very

welcome. Thank you Erfanger.

Like -Reply- 18 - March 12 at 8:03pm

Jodi Renfro What are the staistics on the ones who are in jail that have been diagnosed outside of jail
that are currently not being adequately treated in jail?

Like - Reply- 1 -March 12 at9:05pm - Edited

Gary Starnes I'm not sure about those stats. But let me give you another staggering number. Afew

— shortyears ago, the legislature and/ governor (I believe the Bredesen administration) closed several
mental health faciliies up and down east Tennessee to "save money." What happened next? They
were all sent to Moccasin Bend Mental Health (MBMH). Currently, 54 of 95 counties are sending mental
health patients to MBMH with "zero" additional funding and no upgrades to MBMH which was builtin the
late 70s. This has overwhelmed MBMH and Hamilton County. This is astounding to saythe least.

Like -Reply- 3 -March 12 at9:39pm

Jodi Renfro | agree Judge Stames itis astounding. But there are so many more currentlyincarcerated
who are not getting the help theyrequire. | have a son at Silverdale that was diagnosed as high

i

https:/fwww.facebook com/WRCBtv 1/5
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functioning autism and drepression who onlygets his meds when medi(ﬁuﬂBhEME&T“Lm_

public defender who isn'tworth a crap and apip@ecutor who, well | cantsam@p&ﬁn:’g. l:_hg\m:alled
Silverdale and the excuse | getis they are severely understaffed. | have aSkiqlt'h D to T'lelp and | get
the same excuse. Sorry | brought up my families personal experience but | also arﬂm to show the

lack of help available to inmates as well.
Like - Reply- 1 -March 13 at 3:02pm

m Stephanie Coley Villaiba It's a revolving door. Lack of mental healthcare facilities leads to more
inmates in jails and prisons where theygetno care etc. If the one is taken care of and there are more

facilities and funding then it should free up a lot of over populating in the jail systems. .
Like - Reply - March 13 at4:07pm

B Gary Starnes Ms. Renfro, if you will send me a private message with your contact number, | will check
on your son on Monday. Thanks.

Like -Reply- 1-March 13 at5:57pm

' Kristy Brooks Posey There's also manyliving on the streets. Thatadministration that chose to "save
" money"' mustbe very uneducated and have no loved ones with mental health issues!

Like - Reply- 1 -March 13 at6:24pm

E Write areply...

@ Diane Whited | hope theykeep it clean..that is absolutely the dirtiest place ever., And u can forget about asking
i

..

4 anything. Took hour 2 getmymom pain meds..
Like - Reply- 4 -March 12 at6:31pm
;r. Wendy Grider | know. Lasttime | was there empty Coke can in what | call cubicle rooms where they
= saw patients since ER was running over. Time before last in ER went in with foot injury & left with flu
since theydidn't enforce mask rules

Like - Reply- 1 -March 12 at9:13pm

a Write a reply...

p}ﬂ Cheryl Lynn Curtis | think if we are truthful with ourselves, we can see state and federal dollars coming down

the pipeline for opioid addiction treatment. Reimbursements in that patticular area of mental health will be
plentiful so Erlanger stands to generate substantial revenue. | don't fault them for that; am "justsaying” that
they know between that funding and some monies coming due to mental health issues with mass shootings,
there will be funds available to payfor treatment. If there had been moneyto be made before now, they would
have alreadyheen on the bandwagon. Whatever the motivation, l am pleased to see some treatment options
coming to the area to take the pressure off the Emergency Room and the state run facilities. It's long overdue.

Like - Reply- 1 -March 13 at12:33am

Katie Hurst Ummm they aren't talking about expanding the hospital already there. This is for mental health

Sl ONLY!

Like - Reply- 2 -March 12 at6:36pm

E Bill Trewhitt We are luckyto have a hospital like Erlanger here.
W1 Like - Reply- 13 -March 12 at4:48pm

@l Kimberly Collier Theykilled my dad!i!i!l They need to evaluate their own mental health better yet hired

experience surgeons.
Like - Reply - March 12 at 9:18pm

went by Ambulance & all they did was check myheart.. My BP was crazy & worst of all | was having Muscle

i] Vickie Steele | hope it's better than the Hosp. for sure.. | could have died up there.. such a non caring bunch!! |

spasms all over my body_Shaking- They gave me a muscle relaxer & sent me home.. Finally went to Park
Ridge-They kept me for 2 Days until my Potassium was great..

Like -Reply- 5-March 12 at4:50pm

https:/iamw.facebook comWR CBtv
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e SUPPLEMENTAL #Z
Katie Hurst That's whyl request fo be taken to Er-“*az&er East or Parkridge EastMarch 28, 2016
Like - Reply - March 12 at 8:37pm - Edited 11:49 am

Karen Polcen | have had more problems with Erlanger & NEVER had a problem at Partridge Memarial.
Like - Reply- 1 -March 13 at 2:05pm

a Write a i’eply...

‘| Amy Dyer McCullough That's so right the world we Live in today puts alot of pressure on peaple causing
{ mental problems. | had mydaughter there and theytreated me alright. Been a long time ago...

Like - Reply- 1 -March 12 at 5:06pm

Kellye Workman Stanley There cannot be enough mental health facilities in America.....let's think about the

mass murders that occur that could possibly be prevented with proper treatment.

Like - Reply- 1 -March 12 at9:26pm

| Sharon Scarbrough Merrill We have 2 places, plus Geriatric mental health at Erlanger North.

Like - Reply- 1 -March 12 at 7:25pm

Wendy Grider Chattancoga already has Valley, Joe Johnson, & Moccasin Bend so why not bring some clinic

thatis needed in such as a cochlear clinic?

Like - Reply- 1 -March 12 at 8:28pm

Q Jodi Renfro Valleyis a joke. If you have insurance joe Johnson is not an option. Moccassin Bend is for
mare criminal and severe mental health. :
Like - Reply- 2 -March 12 at 9:08pm

é Elicia Tallant Valley only takes people with insurance, moccasin bend only takes people who are
committed by a dr, no voluntary... The wait times in ERs for a bed at Valley, MBMH, Valley West, pine
ridge and Memphis is easily 60+ hours- that's 60 hours of a person in seclusion locked in a room bc
there are no mental health beds available. This area does need another mental health facility- terribly

Like - Reply- 1 -March 13 at 12:25am
E Wendy Grider Elicia Tallant we also need a cochlear clinic. Maybe you'd like to have fo drive over 2 hrs
each wayfor 1 appointment & have to buygas & eat atleast 2 meals out. Another thing on days when

patients have back to back appt's say 1 on Tuesday & 1 on Wednesdaytry over $100 for hotel room
close to Vanderbilt since insurance won't cover that.

Like - Reply - March 13 at 9:22am
Write a reply...

ts 20 Jaime Sanders This is so needed in our communityl What a great resource it would be for so many who have
minimal if any treatment options.
Like - Reply- 1 -March 12 at6:28pm

Gretchen Guriey So many suffer from mental illness this will be great.
Like - Reply- 4 -March 12 at4:53pm
Charlie Bradbury Great news! | don't like the location of erlanger's main campus, but this is still a needed
facility.
Like - Reply - March 13 at9:39am
Jodi Renfro Moccassin Bend is for more criminal or severely mental disabilities. I hope this goes thru.
Parkridge Valleyis horrible.
Like - Reply- 3-March 12 at5:16pm
l% Chris Limburg Thank you...you answered my question.
Like -Reply- 1 -March 12 at8:05pm
https://www.facebook.com/WR G Btv 3/5
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3/17/2016 (50) WRCB Channel 3 Eyewitness News
@ Katie Hurst Il be taking my son to it ifthey doftbeﬁapy and med managemmw
"~ justnota place for kids therapy. March 28, 2016
Like - Reply- March 12 at 8:38pm 11:49 am

- Tabitha Sanders Katie Hurst Generations Mental Heaith Center across from McDonalds does therapy
¥ and med managementin Rhea County

Like - Reply - March 12 at 8:44pm

<28 [Katie Hurst Thank you Tabitha Sanders. Rhea mental Health won't listen to me atall aboutmyson.
~" Theygave him meds for something he didn't even have.

Like - Reply - March 13 at 9:30am
Q Write a reply...

% Jessica Qualis This is has been needed for a long time. Mental healthcare in our area is in sad shape.
i Like - Reply- 2 -March 12 at 5:40pm
m Stephanie Coley Villalba Yes luv
Like - Reply- 1 -March 13 at2:25pm

Write a reply...

ﬂ Beverly Cooper | think they should, not enough coverage for those with behavioral problems in this area.
Like -Reply+ 1 -March 13 at8:24am

i&f Alisha Michelle Chavez Erlanger is packed full of psych patients and they absolutely need this!

Like - Reply- 3 -March 12 at5:37pm

—rn

Jh,

E‘v Stacey Nicole Alvey | think this is the bestidea I've heard in a long time!
j Like - Reply- 2 -March 12 at 7:26pm

Melissa Wilbanks Bearden Mental health has sadlybecome a joke in our society. 'm super excited to see this '

=4 happen.
\Like - Reply- 1 -March 13 at1:30pm

| John-Christy Carroll-Southeriand Melissa Boyd thought you think this was interesting.

| Like-Reply- 1-March 13 at9:47am

Iﬁ Melissa Boyd Hopefully I will be finished with practitioners program bythe time itis up and running.
Like -Reply- 1 -March 13 at 5:04pm

a Write a replY...

mJ Carol Garth Hixson This is a greatly needed facility. Beyond needed. Thank you.
Like - Reply - March 12 at 11:29pm

ﬁ Melba Mitchell THE NEED IS IN CHICAGO !
Like - Reply- 1 -March 12 at6:24pm '
l?h Chris Limburg Dont think there's much hope there...
Like - Reply - March 12 at 8:06pm

E Write a reply...

=

i ?—l Christopher Shawn Miller What about moccasin bend?
Like -Reply- 1 -March 12 at 5:09pm
m Stephanie Coley Villalba More needs to be done than justthe bend.

https /A facebook comMVRCBiv 4/5
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Ty 8, 2014 S
: ' Res 7806
CEON: 8440104

. Program: Hospitai
Acorediiation Fapiation Datet Apyil 05, 9017
1
Eevin M, Splegel !
FPrasident and CHEO ’
Eilanges Health System
975 Bast Third Street
Chattanooga, Termessee 37403

Dear Vi Splegels /
This Tetter confirme that yor: Match 42, 2014 - Aprdl 84, 2014 unannounced fult estvey was eonducted.
For the prxposes of assessing compHance with. the Medicars conditions for hospitals theongh The Joat
Comuissfon’s deemed stafs survgy process,

evidencs of standaeds compliante on June 20,2014 and June 27, 2014

Based vgon e submission ofyour
16 Deficiency Pollow-up event condncted on.May 19, 2014, the aveas of

1

and the suecessfil on-site ledica
deficleney listed helove have been removed, The Jo
acctedifation decision of Acorsdited with mn effective

your sffective resolution of these deficiencies.

§482.12 Governing Body
§482,41 Physical Bmvhonment
§487.42 Tnfeoifon Conteol

i Conmission is granting your oxgandzatior an
date of Apeil 05, 2014, We comgtatalate you an.

The Joint Commission s alsg recoinending yonr organtzation for contianed Medivare cerisfication
effetive Apill 05, 2014, Please ofo fhat e Centors for Medicate and Medicaid Serviees (CMS)
Replonal Office (RO) makes fhe final determination xegarding yom Medicate partioipation and the
effelive dute of participation in acoordance with the replations st 42 CHR 489,43, Yom trganizaiion i
encouraged to shave a copyof this Medicars recommendafion loffer with your State Suvey Agency.

Thiz resummendaﬁun applies o the folfowing Toeations:

Academe Infernal Medisue and Endoosirofopy .
979 E, "Third Strest, Suite B-601, Chattmooga, T, 37403

Acadenile Gasfyoenterology ,
999 Fast Thivd Skeet;, Snite C-825, Chatianooga, TN, 37403

Acadernio Thologist ot BErdanger
979 Bast Thid Stuee, Suife C 595, Chafianoogs, TH, 37403

Hnwiointeamiasionaig Headagatiars
Cine Repalsianee Botrleand
Liokbrook T, 15 60481

FAE7R 00T Yake

—
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Alton Park (Sontlsidsy Comenunity Foalth Center
1530 East, 37th Bivest, Chatlancegs, TH, 574

Dadson Avernse Communiy Health Center
1200 Dadsnn{z&wemw,. Chatfanoogs, T, 37408

Brlanger Aaademm 'ﬂ‘r:ulog[sts
1755 Gunha:a'el Road, Suife 209, Chatfanoopa, TI, 3 }421

Brkngerat‘ifnlkswagﬁnmm Wellness Center
7380 Volkswagon Difve, Suife 114, Chatfanooga, TI%, 37436

Erlanger Fast Family Pracies
1755 Gnabare] Road, Sulle 201, Chatmoogs, T, 57421

Eilanger Bast Tmaging
1751 Gunbayrel Rogd, Chattanoope, TN, 37421

Belanger Health System - Bast Campns
175% Gunbasrel Raad, Chattanooga, TN, 37421

’ Brlanger Health System ~Mein S
975 Bast Thitd Sicest, Chattanoogs, T, 37403

Belanger Heath Systom - Novfh Campns
632 Morrison Springy Road, Cheifanoogs, TTT, 37415

Edlanger Hypertenalon Management Confor
* D73 Bast Thitd Streef, Svife BEG1, Chatfancogs, TN, 3?4{}3

Erlemger Metaholie and Bmiafile Surpery Confer - )
Q79 B, Third Strest Sufie £-420, Chatfanongs, TN, 37465

Bilariger Newology/Southeast Reglonal Shoke Center
379 Fest Third Sirest, Snife G830, Chattanoogs, TN, 57403

Exlamger Woxth Family Practice, Newobehavioral & Memoty Svs
632 Morrdson Springs Road, Sufte 202, Chattanoopa, TN, 37415

EﬂaaagarNarﬁxaleapMedmmaanﬁNﬁmﬂogy .
ﬁzmﬁﬁu@ma@mmﬂ Cﬁaﬁanoegs,m 37415

E:elanﬁer Honth Family Puaciies

Eﬁaﬁger]}mre, Entfe &, Ringgold, GA, 31736
oo cimise iy . Headauarters
OnnRenatsunde Botfavand
£radrpol ermes 1L 60138

S50:7593 5000 Vales
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Brlanger Speclaliy Care for OB and Peds

176

1504 Noxth Thormton &venne, Srife 104, Dalion, GA, 30720

Hyperfengdon Maundgement - Chattanongs Lifesiyle Conder
325 Marlet Sieeet, Suite 200, Chuttsnoogs, TN, 37403

LLifzs Style Contor» Cardfas Behah

325 Market Steeef, Chaltanooga, TH, 37401

Chtho South

972 Bast Third Sirestsuite C430, Chutianoops, T, 37403

Soufhemn Criiopasdic Trauma Sorgeons

979 East Third Sfieet Sulte C:225, Chatianoags, TI, 37403

TET Cadiology/GlGenstios

910 Blackford Streat - Syd Bl Massoud, Ghaﬁanﬂoga, TIY, 37403 -

TOT Children's Srbspecialiy Cenfer

2HIG West Side Drive, Cleveland, TR, 37312

T Endecrine

210 Blackford, 1st 1 Massoud, Chattaneoga, TH, 37403

TCT HematologyOneology

9190 Blacktord Sfrest - 5l Massoud Bl Chatisnosys, TH, 37413

" TET Mephuclogy

9IUBfackﬁ)Id Bt Ground Tevel, TCTCH, {hattanoogs, T, 3?403

Umvsrszty Health Obstefifes & Gynecolopy

979 Basi Third Sirest, Smta{f—'i,?,’j G]Jaﬁaﬂoog@ T, 37203

Titiversiy Medical Assoo

O61r Bt Thind Streot, Whitchall Building, Suife 208, Clattancogs, TH, 37404

Univemsity Orthopedics

975 Bast Third Stveef, Suife C:220, Chaitancogs, TH, 37403

Untivessity Pediafrics

910 Blackford Sfreet - G Hoor Massoud, Chattanoegs, TN, 37463

Univessity Pufmongry and Critfeal Care

979 East Thivd Strect, Suite £ 735, Chatfanoopg, TN, 37403

wyrssJalisfosnmiseionsrg

' Headsiatiars

DneRendltence Bovfersed
hatchirook Thres 8.60152
0702 FH Yok

\
SUPPLEMENTAL #2Z
March 28, 2016 )
11:49 am




SUPPLEMENTA\!;. #2

177 March 28, 2016
11:49 am '

“‘W_‘ 'y 'y .
|2 %’Tﬁm Jotnt Conmalsslon

I

Ulnivorsity Rhepmatology Assooiates
272 East Thivd Strest, Snlie B-805, Chatianoogs, TN, 37403

UT Dexmatology
579 Bast Thivd Sheet, - Solte 425 A - Med Mall, Chattanongg, TN, 374053

DY Bilanger Candiclogy . .
975 Hast Third Shest, Sulle (5520, Chattanooga, T19, 37403

UTEdéngerCarcﬁulogyﬂast -
1614 Guribarrel Road, ke 104, Chsttananpa, T0, 37421 -

Ut Bslanget Health & Weliness@Signal Min,
2600 Taf Highway, Signal Mountain, TN, 37377

YT Brlanger Lookont Mt Primagy Cive )
100 MaRartand Road, Loukont Mountain, €A, 36750

VT Edanper Primeary snd Aflikeils Health,
1208 Pineville Boad, Chaftanoopa, T, 37405
&

LIF Bamiily Pravtica
EEQ0 Bast Thivd Streef, Chaftanacgs, T, 37403

Workforee ot UT Family Practics
3100k Fast 30d Street, Chattanooga, TN, 37403

We dliteof you aftestion fo somse important Joint Commssion pofielss. Bisty your Medicate roport I
pukificly accessibloas vequired by the Jolnt Commission’s agreement wifh £he Contors forMeticars and
Medteaid Soreloes, Secand, Joini Comtaission policy xequites that you fuftum ms of any chatiges n the
name ot ownershin of your organieation, or healih oare services yonprovide,

Binoerely,

Marl G, Pelletioy, BNV, 1S

ChiefOperating Offloen: _
Diviston of Acereditition and Certification Operations

CMS/Conttel Qfffee/Smyey & Cettifioation Gronp/Division of Acute Care Servioes

en;
Cl5/Regionat Office 4 /Suxvey and Cerfification Sfaff
s faininsnidesianniy Headguarisra T
Elne Renalsonca Boulerard o
Cltdook Tames, 67181 -

BREFY2 5086 Voles
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2015
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number: 001-35331

ACADIA HEALTHCARE COMPANY, INC.

(ExactName of Registrant as Specified in Its Charter)

45-2492228
(LR.S. Employer
Identification No.)

Delaware
(State or other jurisdiction of
incorporation or organizatiom)

6100 Tower Circle, Suite 1000

Franklin, Tennessee 37067
(Address, including zip code, of registrant’s principal executive offices)

(615) 861-6000

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Name of exchange on which registered

NASDAQ Global Select Market

Title of each Class
Comumon Stock, $.01 par value

Securities registered pursuant te Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes No O
Indicate by check mark if the Tegistrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [T No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Actof 1 934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing

requirements forthe past 90 days. Yes No OO

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter

period that the registrant was required to submit and post such files). Yes No [

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part I of this Form 10-

K or any amendment to this Form 10-K. [
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Acadia Healthcare Company, Inc.
Consolidated Balance Sheets

December 31,
2015 2014
(In thousands, except share and per
share amounts)

ASSETS
Current assets:
Cash and cash equivalents $ 11,215 $ 94,040
Accounts receivable, net of allowance for doubtful accounts 0f$29,332 and $22,449, respectively 216,626 118,378
Deferred tax assets —_ 20,155
Other current assets 66,895 41,570
Total current assets 294,736 274,143
Property and equipment:
Land 214,138 132,406
Building and improvements ) 1,277,800 858,055
Equipment 141,543 73,584
Construction in progress 195,042 66,268
Less accumulated depreciation (119.470) (60,613)
] Property and equipment, net 1,709,053 1,069,700
Goodwill 2,128,215 802,986
Intangible assets, net 59,575 21,636
Deferred tax assets — noncurrent ‘49,114 13,141
Other assets 38,515 25,349
Total assets § 4279208 § 2,206,955
LIABILITIES AND EQUITY
Current liabilities:
Current portion of long-term debt $ 45,360 $ 26,965
Accounts payable 91,341 48,696
Accrued salaries and benefits 80,696 59,317
Other accrued liabilities 72,806 30,956
Total current liabilities 290,203 165,934
Long-term debt 2,195384 1,052,670
Deferred tax liabilities — noncurrent 23,936 63,880
Other liabilities 78,602 43,506
Total liabilities 2,588,125 1,325,990
Redeemable noncontrolling interests 8,055 —

Equity:
Preferred stock, $0.01 par value; 10,000,000 shares authorized, no shares issued - - i
Common stock, $0.01 par value; 90,000,000 shares authorized; 70,745,746 and 59,211,859 issued and

outstanding as of December31, 2015 and 2014, respectively 707 592
Additional paid-in capital 1,572,972 847,301
Accumulated other comprehensive loss (104,647) (68,370)
Retained earnings 213,996 101,442

Total equity 1,683,028 880,965
Total liabilities and equity $ 4279208 § 2206955

See accompanying notes.
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Goodwill and Indefinite-Lived Intangible Assets

The Company’s goodwill and other indefinite-lived intangible assets, which consist of licenses and accreditations and certificates ofneed intangible
agsets that are not amortized, are evaluated for impairment annually during the fourth quarter or more frequently if events indicate that the camrying value ofa
reporting unit may not be recoverable. The Company has two operating segments, U.S. Facilities and UK. Facilities, for segment reporting purposes, each of
which represents a reporting unit for purposes of the Company’s goodwill impaimment test. Potential impainmnent is noted for a reporting unit if its carrying
value exceeds the fair value of the reporting unit. For a reporting unit with potential impairment of goodwill, the Company determines the implied fair value
of goodwill. If the carrying value of goodwill exceeds its implied fair value, an impairment loss is recorded. The Company’s annual impairment tests of
goodwill and other indefinite-lived intangibles in 2015, 2014 and 2013 resulted in no impairment charges.

Other Current Assets

Other current assets consisted of the following (in thousands):

As of December 31,

2015 2014
Prepaid expenses $21,817 $11,746
Otherreceivables 17,518 12,713
Insurance receivable — current portion 5,290 3,500
Workers’ compensation deposits — curtent portion 7,500 4,800
Income taxes receivable 6,540 3,399
Inventory 4,681 3,249
Other 3,549 2,163
Other current assets $66,895 $41,570

Other Accrued Liabilities
Other accrued liabilities consisted ofthe following (in thousands):

As of December 31,

2015 2014
Accrued interest $26,132 $13,013
Insurance liability — current portion 10,490 4,239
Other current liabilities 7,499 725
Income taxes payable 7,367 148
Contingent consideration 667 3,000
Accrued property taxes 2,951 2,069
Other 17,700 7,762
Otheraccrued liabilities $72,806 $30,956

Stock Compensation

The Company measures and recognizes the cost of employee services received in exchange for awards of equity instruments based on the grant-date
fair value in accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 718, “Compensation—
Stock Compensation.” The Company uses the Black-Scholes valuation model to determine grant-date fair value for equity awards and uses straight-line
amortization of share-based compensation expense over the requisite service period of the respective awards.

Earnings Per Share

Basic and diluted eamings per share are calculated in accordance with FASB ASC 260, “Earnings Per Share,” based on the weighted-average number
of shares outstanding in each period and dilutive stock options, non-vested shares and warrants, to the extent such securities have a dilutive effect on
eamings per share.

F-14
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Acadia Healthcare Company, Inc.
Consolidated Statements of Income

Révenue before provision for doubtful accounts
Provision for doubtful accounts
Revenue
Salaries, wages and benefits (including equity-based compensation expense of $20,472, $10,058 and $5,249,
respectively)
Professional fees
Supplies
Rents and leases
Other operating expenses
Depreciation and amortization
Interest expense, net
Debt extinguishment costs
Loss (gain) on foreign currency derivatives
Transaction-related expenses
Total expenses
Income from continuing operations before income taxes
Provision for income taxes
ir;come from continuing operations
Income (loss) from discontinued operations, net of income taxes
Net income
Net loss attributable to noncontrolling interests

Net income attributable to Acadia Healthcare Company, Inc.
Basic eamings attributable to Acadia Healthcare Company, Inc. stockholders:

Income from continuing operations
Loss from discontinued operations

Net income
Diluted earnings attributable to Acadia Healthcare Company, Inc. stockholders:

Income fiom continuing operations
Loss from discontinued operations

Net income

Weighted-average shares outstanding:
Basic
Diluted

See accompanying notes.

F-6
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Year Ended December 31,

2015 2014 2013
(Xn thousands, except per share amounts)
$1,829,619 $1,030,784 $735,109
(35,127) (26,183) (21,701)
1,794,492 1,004,601 713,408
973,732 575412 407,962
116,463 52,482 37,171
80,663 48,422 37,569
32,528 12,201 10,049
206,746 110,654 80,572
63,550 32,667 17,090
106,742 48,221 37,250
10,818 —_— 9,350
1,926 (15,262) —_
36,571 13,650 7,150
1,629,739 878,447 644,163
164,753 126,154 69,245
53,388 42,922 25,975
111,365 83,232 43,270
111 (192) (691)
111,476 83,040 42,579
1,078 — —
$ 112,554 $ 83,040 $ 42,579
3 1.65 b 1.51 $ 0.87
— — (0.02)
b 1.65 $ 1.51 $ 0.85
$ 1.64 $ 1.50 $ 0.86
— — (0.01)
$ 1.64 $ 1.50 3 0.85
68,085 55,063 50,004
68,391 55,327 50,261
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Acadia Healthcare Company, Inc.
Consolidated Statements of Comprehensive Income

Year Ended December 31,

2015 2014 2013
(In thousands)

Net income $111476  $83,040  $42,579
Other comprehensive loss:

Foreign currency translation loss (40,103) (66,206) —

Pension liability adjustment, net of tax of $0.9 million, $0.6 and $0, respectively 3,826 2,164) —
Other comprehensive loss (36277) _(68,370) —
Comprehensive loss 75,199 14,670 42,579
Comprehensive loss attributable to noncontrolling interests 1,078 L —
Comprehensive (loss) income attributable to Acadia Healthcare Company. Inc. $ 76277  $14,670  $42,579

See accompanying notes.
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Acadia Healthcare Company, Inc.
Consolidated Statements of Equity
Retained
Additional Other Earnings
Commoriitock Paid- Comprehensive (Accumulited
Shares Amount in Capital Loss Deficit) Total
Balance at January 1, 2013 49,887 $ 499 § 456228 § — $ (24,177) § 432,550
Common stock issued under stock incentive plans 184 2 311 — - 313
Common stock withheld for minimum statutory taxes - - — (1,555) - — (1,555)
Equity-based compensation expense — — 5,249 - — 5,249
Excess tax benefit from equity awards — —_ 1,779 — — 1,779
Issuance of common stock, net — e (205) — - (205)
Net income ; — — — - 42,579 42,579
Balance at December 31,2013 50,071 § 501 $ 461,807 $ = $ 18,402 § 480,710
Comimnon stock issued under stock incentive plans 259 2 568 — — 570
Common stock withheld for minimum statutory taxes — — (4,669) — - (4,669)
Equity-based compensation expense — e 10,058 — — 10,058
Excess tax benefit from equity awards - — 4,617 -— - 4,617
Issuance of common stock, net 8,882 89 374,342 —_ — 374431
Other — — 578 - —_ 578
Other comprehensive loss —_ —_ — (68,370) —_ (68,370)
Net income — — - - — 83,040 83,040
Balance at December 31,2014 59,212 § 592 § 847301 § (68,370) § 101,442 § 880,965
Common stock issued under stock incentive plans 384 4 1,811 — = 1,815
Common stock withheld for minimum statutory taxes — - ©,577) - — 9,577)
Equity-based compensation expense - — 20,472 e — 20,472
Excess tax benefit from equity awards - — 309 — — 309
Issuance of common stock, net 11,150 111 711,406 — — 711,517
Other comprehensive loss — — — (36,.277) — 36,277)
Other —- - 1,250 o — 1,250
Net income attributable to Acadia Healthcare Company, Inc.
stockholders — — — — 112,554 112,554
Balance at December 31,2015 70,746 3 707 $1,572972 § (104,647) § 213996  $1,683,028

See accompanying notes.
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Acadia Healthcare Company, Inc.
Consolidated Statements of Cash Flows
Year Ended December 31,
2015 2014 2013
(In thousands)
Operating activities:
Net income $ 111,476 $ 83,040 $ 42,579
Adjustments to reconcile netincome to net cash provided by continuing operating activities:
Depreciation and amortization 63,550 32,667 17,090
Amortization of debt issuance costs 6,709 3,198 2,264
Equity-based compensation expense - 20,472 10,058 5,249
Deferred income tax expense 43,613 7,215 10,083
(Income) loss from discontinued operations, net of taxes 111) 192 691
Debt extinguishment costs 10,818 — 9,350
Loss (gain) on foreign currency derivatives 1,926 (15,262) —-
Other 1,615 488 21
Change in operating assets and liabilities, net of effect of acquisitions:
Accounts receivable, net (24,954) (15,110) (21,242)
Other current assets 2,717) 2,011 (3,652)
Other assets (8,021) (6,513) (2,239)
Accounts payable and other accrued liabilities 6,868 2,793 (848)
Accrued salaries and benefits 1,658 11,980 2,803
Other liabilities 9,236 2,749 3,181
Net cash provided by continuing operating activities 242,138 115,484 65,330
Net cash (used in) provided by discontinued operating activities ) (1,735) (198) 232
Net cash provided by operating activities 240,403 115,286 65,562
Investing activities:
Cash paid for acquisitions, net of cash acquired (574,777) (738,702) (164,019)
Cash paid for capital expenditures (276,047) (113,244) (68,941)
Cash paid forreal estate acquisitions (26,622) 23,177) (8,092)
Settlement of foreign currency derivatives 1,926) 15,262 —
Other (5,099) 913) (1,926)
Net cash used in investing activities (884,471) (860,774) (242,978)
Financing activities:
Borrowings on long-term debt 1,150,000 542,500 150,000
Bpxrowings on revolving credit facility 468,000 230,500 61,500
Principal payments on revolving credit facility (310,000) (284,000) (8,000)
Principal payments on long-term debt (31,965) (7,695) (7,680)
Repayment of assumed CRC debt (904,467) — —
Repayment of senior notes 97,500) — (52,500)
Payment of debt issuance costs (26,421) (12,993) (4,307)
Payment of premium on senior notes (7,480) — (6,759)
Issuances of common stock, net 331,308 374,431 (205)
Common stock withheld for minimum statutory taxes, net (7,762) (4,099) (1,242)
Excess tax benefit from equity awards 309 4,617 1,779
Cash paid for contingent consideration - (5,000) -
Other _(420) (289) —
Net cash pravided by financing activities 563,602 837,972 132,586
Effect of exchange rate changes on cash (2,359) (3,013) -
Net increase(decrease) in cash and cash equivalents (82,825) 89,471 (44,830)
Cash and cash equivalents at beginning of the period : 94,040 4,569 49,399
Cash and cash equivalents at end of the period § 11215 $§ 94,040 § 4,569

(continued on next page)
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Acadia Healthcare Company, Inc.
Consolidated Statements of Cash Flows (continued)

Supplemental Cash Flow Information:
Cash paid for interest

Cash paid for income taxes

Contingent consideration issued in connection with acquisition
Effect of acquisitions:

Assets acquired, excluding cash

Liabilities assumed

Issuance of common stock in connection with acquisition
Redeemable noncontrolling interest resulting from acquisitions
Deposits paid for acquisitions

Prior year deposits paid for acquisitions

Contingent consideration issued in connection with acquisition
Cash paid for acquisitions, net of cash acquired

See accompanying notes.

F-10
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Year Ended December 31,
2015 2014 2013
(In thousands)

$ 87,034 § 36776 § 33270
$ 6911  § 32257 $ 16960

3 — $§ 1467 § —

$ 1,988,634  $819518  $192928
(1,024,515)  (78.849)  (17.725)
(380,210) — —
0,132) — —
= — 500
— (500)  (11,684)
— (1,467 —
$ 574777 $738,702  $164,019
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Acadia Healthcare Company, Inc.
Condensed Consolidating Balance Sheets
December 31,2015
(In thousands)
Combined Combined Total
Subsidiary Non- Consolidating Consolidated
p Parent Guarantors Guarantors Adjustments Amounts
Current assets:
Cash and cash equivalents $ — $ 1987 § 9,228 § — $ 11,215
Accounts receivable, net — 187,546 29,080 — 216,626
Deferred tax assets _ — — — —_
Other cumrent assets — 57,968 8,927 — 66,895
Total current assets — 247,501 47,235 — 294,736
Property and equipment, net — 805,439 903,614 —_ 1,709,053
Goodwill — 1,835,339 292,876 - 2,128,215
Intangible assets, net — 57,024 2,551 - 59,575
Deferred tax assets — noncurrent 3,946 40,587 4,581 — 49,114
Investment in subsidiaries 1,323,069 — — (1,323,069) —
Other assets 427,270 32,947 2,322 (424,024) 38,515
Total assets $1,754,285  $3,018,837  $1,253,179  §(1,747,093) $4!2?9.208
Current liabilities:
Current portion of long-term debt $ 45125 § — $ 235 § — $ 45360
Accounts payable — 75,015 16,326 — 91,341
Accrued salaries and benefits - 66,249 14,447 — 80,696
Other accrued liabilities 26,132 10,886 35,788 — 72,806
Total current liabilities 71,257 152,150 66,796 — 290,203
Long-term debt —_ 2,171,998 447410 (424,024) 2,195,384
Deferred tax liabilities — noncurrent — — 23,936 — 23,936
Other liabilities — 75,159 3,443 — 78,602
Total liabilities 71,257 2,399.307 541,585 — 2,588,125
Redeemable noncontrolling interests — — 8,055 — 8,055
Total equity 1,683,028 619,530 703,539 (1,323,069) 1,683,028
Total liabilities and equity $1,754,285  $3,018,837  $1,253,179  §(1,747,093) $4,279,208
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Acadia Healthcare Company, Inc.
Condensed Consolidating Balance Sheets

December 31,2014
(In thousands)
Combined Combined Total
Subsidiary Non- Consolidating Consolidated
Parent Guarantors Guarantors Adjustments Amounts
Cuarrent assets:
Cash and cash equivalents 3 — $ 76685 § 17,355 $ — $ 94,040
Accounts receivable, net — 100,797 17,581 — 118,378
Deferred tax assets — 18,395 1,760 — 20,155
Other current assets — 36,049 5,521 . 41,570
. Total current assets — 231,926 42217 R 274,143
Property and equipment, net — 451,943 617,757 — 1,069,700
Goodwill — 596,611 206,375 — 802,986
Intangible assets, net — 19,057 2,579 — 21,636
Deferred tax assets — noncurrent 4,563 -— 14,244 (5,666) 13,141
Investment in subsidiaries 1,759,337 — —_ (1,759,337) S
Other assets 186,073 18,727 2,323 (181,774) 25349
Total assets $1,949973  $1,318,264 $ 885,495  $(1,946,777) $2,206,955
Current liabilities:
Current portion of long-term debt $ 26,750 % - $ 215§ — $ 26965
Accounts payable —_ 39,486 9,210 — 48,696
Accrued salaries and benefits —_ 47,597 11,720 — 59,317
Other accrued liabilities 13,647 7,688 9,621 — 30,956
Total cumrent liabilities 40,397 94,771 30,766 — 165,934
Long-term debt 1,028,611 - 205,833 (181,774) 1,052,670
Deferred tax liabilities — noncurrent — 21,027 48,519 (5,666) 63,880
Other liabilities ) — 33,321 10,185 — 43,506
Total liabilities 1,069,008 149,119 295,303 (187,440) 1,325,990
Total equity 880,965 1,169,145 590,192 (1,759,337) 880,965
Total liabilities and equity $1,949973  §$1,318,264 § 885495  $(1,946,777) $2,206,955
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Acadia Healthcare Company, Inc.
Condensed Consolidating Statement of Comprehensive Income
Year Ended December 31,2015
(In thousands)
Combined Combined Total
Subsidiary Non- Consolidating Consolidated
Parent Guarantors Guarantors Adjustments Amounts
Revenue before provision for doubtful accounts $ — $1.415016 $ 414,603 $ — $1,829,619
Provision for doubtful accounts — (32,614) {2,513) — (35,127)
Revenue . 1,382,402 412,090 — 1,794,492
Salaries, wages and benefits 20,472 726,215 227,045 — 973,732
Professional fees — 83,422 33,041 — 116,463
Supplies — 65,077 15,586 —_ 80,663
Rents and leases — 29,094 3,434 — 32,528
Other operating expenses — 170,018 36,728 — 206,746
Dépreciation and amortization — 41,768 21,782 — 63,550
Interest expense, net 68,533 17,476 20,733 — 106,742
Debt extinguishment costs 10,818 — — — 10,818
Loss on foreign currency derivatives 1,926 — — — 1,926
Transaction-related expenses — 24914 11,657 — 36,571
Total expenses 101,749 1,157,984 370,006 - 1,629,739
(Loss) income from continuing operations before income taxes (101,749) 224418 42,084 - - 164,753
Equity in eamings of subsidiaries 176,178 —_ — (176,178) =
(Benefit from) provision for income taxes (37,047 85,765 4,670 — 53,388
Income (loss) from continuing operations 111,476 138,653 37414 (176,178) 111,365
Income from discontinued operations, net of income taxes e 111 — == 111
Net income (loss) 111476 138,764 37414 (176,178) 111,476
Net loss attributable to noncontrolling interests — — 1,078 — 1,078
Net income attributable to Acadia Healthcare Company, Inc. $111,476 $ 138,764 $§ 38,492 § (176,178) $ 112,554
Other comprehensive income: - . .
Foreign currency translation gain — — (40,103) — (40,103)
Pension liability adjustment, net — — 3,826 — 3,826
Other comprehensive income — — (36,277) — (36,277)
Comprehensive income (loss) $111476 § 138764 § 2215 § (176,178) $ 76,277
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Acadia Healthcare Company, Inc.
Condensed Consolidating Statement of Comprehensive Income
Year Ended December 31,2014
(In thousands)
Combined Combined Total
Subsidiary Non- Consolidating Consolidated
Parent Guarantors Guarantors Adjustments Amounts
Revenue before provision for doubtful accounts $ — § 826,465 § 204319 § — $1,030,784
Provision for doubtfil accounts — (23,866) 2,317) - (26,183)
Revenue — 802,599 202,002 — 1,004,601
Salaries, wages and benefits 10,058 459,297 106,057 — 575,412
Professional fees — 38,632 13,850 —_ 52,482
Supplies — 40,511 7,911 —_ 48,422
Rents and leases — 10,136 2,065 — 12,201
Other operating expenses — 83,835 26,819 — 110,654
Depreciation and amortization — 22,990 9,677 —_ 32,667
Interest expense, net - 27,199 6,207 14,815 — 48,221
Gain on foreign currency derivatives (15,262) - - — (15,262)
Transaction-related expenses — 12,367 1,283 — 13,650
Total expenses . 21,995 673,975 182,477 — 878,447
(Loss) income from continuing operations before income taxes (21,995) 128,624 19,525 e 126,154
Equity in earnings of subsidiaries 97414 — - 97,414) —
(Benefit from) provision for income taxes (7,621) 44,608 5,935 — 42,922
Ificome (loss) from continuing operations 83,040 84,016 13,590 (97.414) 83,232
Loss from discontinued operations, net of income taxes — (192) — - (192)
Net income (loss) $83040 § 83,824 § 13,590 § (97414) $ 83,040
Other comprehensive loss:
Foreign currency translation loss — — (66,206) — (66,206)
Pension liability adjustment, net — — (2,164) — (2,164)
Other comprehensive loss — — (68,370) - (68,370)
Comprehensive income (loss) $83040 5 83824 § (54,780) % (97414) $§ 14,670
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Acadia Healthcare Company, Inc.
Condensed Consolidating Statement of Comprehensive Income
Year Ended December 31,2013
(In thousands)
Combined Combined Tatal
Subsidiary Non- Consolidating Consolidated
Parent Guarantors Guarantors Adjustments Amounts

Revenue before provision for doubtful accounts § — $ 700,407 $ 34,702 b — $ 735,109
Provision for doubtful accounts — (20,700) (1,001) — (21,701)
Revenue — 679,707 33,701 — 713,408
Salaries, wages and benefits 5,249 388,749 13,964 — 407,962
Professional fees — 34,149 3,022 — 37,171
Supplies — 35,686 1,883 — 37,569
Rents and leases — 9,282 767 — 10,049
Other operating expenses — 72,626 7,946 — 80,572
Depreciation and amortization — 15,882 1,208 — 17,090
Interest expense, net 35,327 22 1,901 — 37,250
Debt extinguishment costs 9,350 — —_ - 9,350
Transaction-related expenses — 6,716 434 — 7,150

Total expenses 49,926 563,112 31,125 — 644,163
(Loss) income from continuing operations before income taxes (49,926) 116,595 2,576 — 69,245
Equity in eamings of subsidiaries 73,538 - — (73,538) —
(Benefit from) provision for income taxes (18,967 44,294 648 - 25,975
Ixj,comc (loss) from continuing operations 42,579 72,301 1,928 (73,538) 43270
Loss from discontinued operations, net of income taxes — (691) — - (691)
Net income (loss) § 42,579 § 71,610 § 1928 $ (73,538) § 42579
Comprehensive income (loss) $ 42,579 $ 71,610 $ 1928 $  (73.538) § 42,579
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Acadia Healthcare Company, Inc.
Condensed Consolidating Statement of Cash Flows
Year Ended December 31,2015
(n thousands)
Combined Combined Total
Subsidiary Non- Consolidating Counsolidated
Parent Guarantors Guarantors _Adjustments Amounts
Operating activities:
Net income (loss) $ 111,476 $ 138,764 $ 37414 $ (176,178) § 111,476
Adjustments to reconcile net income (loss) to net cash (used in) provided ’
by continuing operating activities:
Equity in eamings of subsidiaries (176,178) — — 176,178 —
Depreciation and amortization — 41,768 21,782 - - 63,550
Amortization of debt issuance costs 7,147 —_ (438) — 6,709
Equity-based compensation expense 20,472 — — — 20,472
Deferred income tax (benefit) expense 617 42,246 750 — 43,613
Loss from discontinued operations, net of taxes — 111 — — (111)
Debt extinguishment costs 10,818 — _ — 10,818
Loss (gain) on foreign cuirency derivatives 1,926 — — — 1,926
Other — 1,582 33 — 1,615
Change in operating assets and liabilities, net of effect of
acquisitions:
Accounts receivable, net - (18,632) (6,322) — (24,954)
Other current assets — 1,152) (1,565) — 2,717)
Other assets (1,100) (8,567) 546 1,100 (8,021)
Accounts payable and other accrued liabilities — (7,583) 14,451 — 6,868
Accrued salaries and benefits — 312 1,346 — 1,658
Other liabilities — 9,350 (114) — 9,236
Net cash (used in) provided by continuing operating activities (24,822) 197,977 67,883 1,100 242,138
Net cash provided by discontinued operating activities — (1,735) — — (1,735)
Net cash (used in) provided by operating activities (24,822) 196,242 67,883 1,100 240,403
Investing activities:
Cash paid for acquisitions, net of cash acquired — (254,848) (319,929) — (574,777)
Cash paid for capital expenditures — (172,329) (103,718) — (276,047)
Cash paid forreal estate acquisitions — (25,293) (1,329) — (26,622)
Settlement of foreign cumrency derivatives .- (1,926) — — (1,926)
Other — (5,099) — — (5,099)
Net cash used in investing activities — (459,495) (424,976) - (884,471)
Financing activities:
Borrowings on long-term debt 1,150,000 — — — 1,150,000
Borrowings on revolving credit facility 468,000 - - — 468,000
Principal payments on revolving credit facility (310,000) - — —_— (310,000)
Principal payments on long-term debt (31,965) — (1,315) 1,315 (31,965)
Repayment of assumed CRC debt (904,467) — — L (904,467)
Repayments of senior notes (97,500) - - — (97,500)
Payment of debt issuance costs 26,421) - - — 26421)
Payment of premium on senior notes (7,480) — e — (7,480)
Issuance of Common Stock - 331,308 — — 331,308
Common stock withheld for minimum statutory taxes, net (7,762) o - —— (7,762)
Excess tax benefit from equity awards 309 — - — 309
Other — 420) - — (420)
Cash provided by (used in) intercompany activity (207,892) (139,974) 350,281 (2,415) —
Net cash provided by (used in) financing activities 24,822 190,914 348,966 (1,100) 563,602
Effect of exchange rate changes on cash - (2,359) — — (2,359)
Net (decrease) increase in cash and cash equivalents - (74,698) 8,217) — (82,825)
Cash and cash equivalents at beginning ofthe period — 76,685 17,355 - - 94,040
Cash and cash equivalents at end of the period $ — § 1,987 $ 9,228 $ — $ 11,215
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Acadia Healthcare Company, Inc.
Condensed Consolidating Statement of Cash Flows
Year Ended December 31,2014
(In thousands)
Combined Combined Total
Subsidiary Non- Consolidating Consolidated
Parent Guarantors Guarantors Adjustments Amounts
Operating activities:
Net income (loss) $ 83,040 $ 83,824 § 13,590 § (97414) $ 83,040
Adj ents to reconcile net income (loss) to net cash (used in) provided
by continuing operating activities:
Equity in eamnings of subsidiaries (97414) — — 97414 -
Depreciation and amortization — 22,990 9,677 —_ 32,667
Amortization of debt issuance costs 2,748 —_ 450 — 3,198
Equity-based compensation expense 10,058 — — — 10,058
Defemred income tax (benefit) expense (1,969) 5231 3,953 — 7,215
Loss flom discontinued operations, net of taxes - 192 — — 192
Gain on foreign currency derivatives (15,262) — — — (15,262)
Other — 449 39 — 488
Change in operating assets and liabilities, net of effect of acquisitions:
Accounts receivable, net — (13,636) (1,474) — (15,110)
Other current assets — (2,205) 194 — (2,011)
Other assets (1,151) (6,910) 397 1,151 6.513)
Accounts payable and other accrued liabilities - (5,559) 8,352 — 2,793
Accrued salaries and benefits — 11,035 945 - 11,980
Other liabilities - 1,769 980 — 2,749
Net cash (used in) provided by continuing operating activities (19,950) 97,180 37,103 1,151 115,484
Net cash used in discontinued operating activities — (198) — — (198)
Net cash (used in) provided by operating activities (19,950) 96,982 37,103 1,151 115,286
Investing activities:
Cash paid for acquisitions, net of cash acquired - (723,064) (15,638) — (738,702)
Cash paid for capital expenditures — (83,864) 29,380) — (113,244)
Cash paid forreal estate acquisitions — (23,177) — — 23,177
Settlement of foreign currency derivatives 15,262 — — — 15,262
Other — (913) — — (913)
Net cash used in investing activities 15,262 (831,018) (45,018) —_ (860,774)
Financing activities:
Bormrowings on long-term debt 542,500 - — — 542,500
Borrowings on revolving credit facility 230,500 —_ — — 230,500
Principal payments on revolving credit facility (284,000) e — — (284,000)
Principal payments on long-term debt (7,500) — (1,346) 1,151 (7,695)
Payment of debt issuance costs (12,993) — — — (12,993)
Issuance of common stock, net 374,431 — — — 374,431
Common stock withheld for minimum statutory taxes, net . (4,099) — — - (4,099)
Excess tax benefit from equity awards 4,617 — e - 4,617
Cash paid for contingent consideration — (5,000) - - —_ (5,000)
Other - — (289) - —_ (289)
Cash (used in) provided by intercompany activity (838,768) 816,010 23,135 377) -
Net cash provided by financing activities 4,688 810,721 21,789 774 837,972
Effect of exchange rate changes on cash — — (3,013) — (3,013)
i}fct increase in cash and cash equivalents .- 76,685 10,861 1,925 89,471
Cash and cash equivalents at beginning of the period - - 6,494 (1,925) 4,569
Cash and cash equivalents at end of the period $ — § 76,685 $ 17,355 $ — $ 94,040

F-43



SUPPLEMENTAL #_i,
194 March 28. 2016

Table of Contents 11:49 am
Acadia Healthcare Company, Inc.
Condensed Consolidating Statement of Cash Flows
Year Ended December 31, 2013
(In thousands)
Combined Combined Total
Subsidiary Non- Cousolidating Consolidated
Parent Guarantors Guarantors Adjustments Amounts
Operating activities:
Net income (loss) $ 42,579 $ 71,610 § 1,928 $  (73,538) $ 42,579
Adjustments to reconcile net income (loss) to net cash (used in)
provided by continuing operating activities:
Equity in eamings of subsidiaries (73,538) — — 73,538 —
Depreciation and amortization L 15,882 1,208 — 17,090
Amortization of debt issuance costs 2,725 — 461) — 2,264
Equity-based compensation expense 5,249 . — — 5,249
Deferred income tax expense (754) 10,278 559 — 10,083
Loss from discontinued operations, net of taxes — 691 — — 691
Debt extinguishment costs’ 9,350 — — — 9,350
Other — 21 —_ — 21
Change in operating assets and liabilities, net of effect of
acquisitions:
Accounts receivable, net —_ (22,768) 1,526 — (21,242)
Other current assets — 3,774) 122 e (3,652)
Other assets — (1,950) (289) — 2,239)
Accounts payable and other accrued liabilities — (287) (561) — (848)
Accrued salaries and benefits —- 2,161 642 — 2,803
Other liabilities — 3,181 — — 3,181
Net cash (used in) provided by continuing operating activities (14,389) 75,045 4,674 — 65,330
Net cash used in discontinued operating activities — 232 — — 232
Net cash (used in) provided by operating activities (14,389) 75,277 4,674 — 65,562
Investing activities:
Cash paid for acquisitions, net of cash acquired — (164,019) — — (164,019)
Cash paid for capital expenditures — 68,497) (444) — (68,941)
Cash paid for real estate acquisitions — (8,092) —_ — (8,092)
Other — (1,926) — - - (1,926)
Net cash used in investing activities — (242,534) (444) — (242,978)
Financing activities:
Borrowings on long-term debt 150,000 — - - - 150,000
Borrowings on revolving credit facility 61,500 — — — 61,500
Principal payments on revolving credit facility (8,000) — — — (8,000)
Principal payments on long-term debt (7,500) — (180) — (7,680)
:chaymcnt oflong-term debt (52,500) — - .- (52,500)
Payment of debt issuance costs (4,307) — —_ — (4,307)
Payment of premium on note redemption (6,759) — - - — (6,759)
Issuance of common stock, net (205) — — — (205)
Common stock withheld for minimum statutory taxes, net (1,242) — — — (1,242)
Excess tax benefit from equity awards 1,779 — — — 1,779
Cash (used in) provided by intercompany activity (118,377) 117,950 2,352 (1,925) —
Net cash (used in) provided by financing activities 14,389 117,950 2,172 (1,925) 132,586
Net (decrease) increase in cash and cash equivalents — (49,307) 6,402 (1,925) (44.830)
Cash and cash equivalents at beginning of the period — 49,307 92 — 49,399
f(_fash and cash equivalents at end of the period $ — $ — 3 6,494 b (1,925) $ 4,569
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Erlariger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
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From Erlanger North Hospital
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Supplemental Responses To Questions Of The
Tennessee Health Services & Development Agency

1.) Section A, Applicant Profile, Item 6.

The Letter of Agreement between Erlanger Health System
and Acadia Healthcare dated February 16, 2016,
regarding the potential venture is noted. However,
the document cites an 80 bed hospital rather than an
88 bed hospital as indicated in the applicant’s letter
of intent. Please revise.

Response

A copy of the Letter of Agreement between Erlanger
Health System and Acadia Healthcare was provided with the
first supplement to this CON application. In the Letter of
Agreement, Section 4, Item b(2), it states that CON
approval for a facility “for at least 80 psychiatric beds”
- therefore, it may be seen that the parties contemplated a
minimum number of 80 beds. The possibility of additional
beds was known to be likely given the significant need for
behavioral health services in the defined service area.

2.) Section B, Project Description, Item 1.

What type of outpatient, intensive outpatient, and
partial hospitalization programs are associated with
this project?

Response

Erlanger Behavioral Health will offer three levels of
outpatient care to include outpatient programs and
consultation, intensive outpatient programs and partial
hospitalization programs.

Outpatient programs to be provided will be tailored to
fit the patient’s needs and diagnosis, but could include
couples and family therapy, child or adolescent therapy,
cognitive therapy, etc. The therapy program would follow
an assessment of the individuals functioning including
physical, psychological, social, educational, etc. and .
related challenges. Services would alsc include behavioral
medicine provided to patients impacted by comorbid medical

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) - Page 2 03/30/16 3:52 PM
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conditions, such as cardiac, obstetrics, cancer,
bariatrics, etc.

The intensive outpatient programs (IOP) to be provided
will also be customized to individual patients but will
typically be provided in group with 10 or less patients,
though each patient would also be assigned and individual
therapist. Common programing would include sessions on
relapse prevention, urges and cravings, chemistry of
addiction, stages of change and family education, as
applicable. The IOP will be for persons struggling with
problems associated with addictions, substance abuse, abuse
and comorbidities associates with substance use,
depression, schizophrenia, bipolar disorders, etc.

The partial hospitalization program will also be
tailored to the individual patient but will be provided in
groups to allow patients to interact with others
experiencing similar problems. The program will be
structured to serve as an alternative to inpatient care.
The program will be more intense than care provided in the
outpatient or intensive outpatient programs. Patient
served will be those that are experiencing acute
bsychiatric symptoms that are difficult to manage but that
do not require 24-hour care. Patients in the partial
hospitalization program will attend structured programming
throughout the day, three to five days a week and return
home in the evenings. Patients will interact with
psychiatrists, social workers, nurses, and other mental
health practitioners.

The goal of the partial program will be to help the
patient manage their lives and symptoms. Persons served in
the partial hospitalization program will be those who do
not pose an immediate risk to themselves or others.
Services are provided for the purpose of active treatment
of a person’s condition to prevent relapse,
hospitalization, or incarceration. The program functions
as an alternative to inpatient care, as transitional care
following an inpatient stay in lieu of continued
hospitalization, as a step-down service, or when the
severity of symptoms is such that success in a less acute
outpatient setting is not likely to be effective.

3.) Section C, Need, Item l.a (Project Specific
Criteria-Psychiatric Inpatient Services A.Need, 1).

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) -- Page 3 03/30/16 3:52 PM
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Please revise pages 32-41 which reflects the current
Guidelines for Growth Standards for Psychiatric
Inpatient Services according to the following:

° It is noted the current Guidelines for Growth do
not take into account population and inpatient
mental health beds outside of the State of
Tennessee in determining psychiatric bed need.
Please revise.

J The population data source of Claritas has been
used to determine the bed need in the proposed
service area. However, the Claritas 2016
population for the proposed Tennessee service
area is 992,666 which is 6.6% greater than the
Tennessee Department of Health’s 2016 population
of 930,858 as noted in the table on page 47 of
the original application. Please adjust and
revise all population statistics in determining
need according to the Tennessee Department of
Health statistics.

° The inclusion of Moccasin Bend Mental Health
Institute’s licensed beds in the bed calculations
on page 33 and in the tables and narrative
response on page 34 is noted. However, the
applicant incorrectly assigned Moccasin Bend
Mental Health Institute’s 150 licensed beds to
Parkridge West Hospital-Jasper, Tennessee in the
chart listing total psych/substance beds for the
service area. Please include the revision in the
replacement for page 35.

o The applicant submitted 36R which did not
correspond and flow with the original application
pages 36-37 and omitted information that was
included in the original application. When pages
32-43 are revised and submitted, please pay
particular attention that each page flows from
one to the next. ’

Response

The replacement pages for 32-41 of the CON application
have been revised appropriately to present the Tennessee
portion of the service area, and then the non-Tennessee

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) -- Page 4 03/30/16 3:52 PM
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portion of the service area 1is presented in a separate
table. The combined net bed need is discussed for the

entire service area.

The population estimates for the Tennessee portion of
the service area have been adjusted to reflect the
estimates by the Tennessee Dept. of Health.

As requested, a correction to the table to accurately
reflect Moccasin Bend Mental Health Institute has been made
to the table of currently licensed psychiatric beds.

4.) Section C, Economic Feasibility, Item 2 (Funding)
& Ttem 10.

It is noted Acadia will not finance a portion of the
proposed project with a revolving line of credit, but
with cash reserves. However, it is noted the Acadia
Healthcare Company, Inc., Consolidated Balance Sheet
for the period ending December 31, 2015 reflected
total current assets of $294,143,000 and current
liabilities of $290,203,000 which calculates to a
current ratio of 1.01 to 1. A ratio of 1:1 would be
required to have the minimum amount of assets needed
to cover current liabilities. According to this ratio
formula, it appears Acadia does not have adequate
current liquidity or reserves to appropriately fund
the proposed project. Please clarify.

It is noted the February 16, 2016 Joint Venture Letter
of Intent indicates funding for construction of the
proposed project is conditioned on 4 stage two
obligations. If any of those obligations are not met,
is Erlanger Health System prepared and able to fund
the proposed project alone? If so, please provide the
documentation. -

Response

Acadia Healthcare has advised that they have a $ 300
million credit line available to fund the project.
Interest on the credit line is retained at the Acadia
corporate level. Acadia will contribute cash to the JV to
fund development costs so no interest expense 1is chargeable
to the project. Please see the letter from Acadia attached
to this supplemental information.

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) -- Page 5 03/30/16 3:52 PM
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Concerning whether the stage two obligations are not
met by Acadia, Erlanger Health System has the patients and
funds to develop and implement the project. However,
Erlanger would seek another partner in the event Acadia is
unable to execute as contemplated.

¥

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) - Page 6 03/30/16 3:52 PM
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AFFIDAVIT

STATE OF TENNESSEE

COUNTY OF HAMILTON |

NAME OF FACILITY Erlanger Behavioral Health, LLC

I, Joseph M. Winick , after first being duly

sworn, State under oath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that I have reviewed all of the supplemental
information submitted herewith, and that it is true,

accurate, and complete.

&

SIGNATURE L~

SWORN to and subscribed before me this ;0iﬁrof
/évaC}\ . ZOZA; , & Notary Public in and for the
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HEALTHTC CARE

March 30, 2016

Melanie Hill, Executive Director

Tennessee Health Services and Development Agency
Frost Building, Third Floor

161 Rosa Parks Boulevard

Nashville, Tennessee 37203

RE: - Financing Commitment
Erlanger Behavioral Health, LLC
Hamilton County

Dear Mrs. Hill:

Erlanger Behavioral Health, LLC, a proposed joint venture of Erlanger Health System and
Acadia Healthcare, is applying for a Certificate of Need to establish a new psychiatric
and substance abuse hospital Hamilton County.

This letter is to confirm that Acadia Healthcare will provide the approximately
$25,112,600 in funding required to construct the hospital and implement that project.
Acadia intends to finance these costs with cash on hand and borrowings from its existing
$300 million revolving credit facility.

Acadia’s most recent audited financial statements are provided in the application.
Please let me know if you have any questions.

Sincerely,

040 L

David Duckworth
CFO

6100 Tower Circle, Suite 1000 » Franklin, TN 37067 om;e; 615.861.6000
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Supplemental #3
-COPY-

Erlanger Behavioral
Health, LLC

CN1603-012
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SUPPLEMENTAL INFORMATION (no. 3)

Erlanger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
Intersection Of North Holtzclaw Avenue And Citico Avenue,
In Chattanocoga, Tennessee, With Establishment
Of An Eighty-Eight (88) Bed Inpatient Hospital
By The Addition Of Seventy-Six (76) Psychiatric Beds
And The Transfer Of Twelve (12) Geriatric-Psychiatric Beds

From Erlanger North Hospital

Application Number CN1603-012

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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SUPPLEMENTAL #3

April 6, 2016
11:16 am

Supplemental Responses To Questions Of The
Tennessee Health Services & Development Agency

1.)

Section C, Need,

Item la (Project Specific Criteria-

Psychiatric Inpatient Services), B.2 - Service Area
Item 4.A, Service

Demographics and Section C, Need,

Area Demographics.

It is noted in the table on page 47 of the original
application the Tennessee Department of Health’s 2016
service area population of 930,858.
applicant provided a revised Tennessee service area
population in Supplemental #2 of 1,015,247 to
determine need.
and include data for each county in your proposed
service area using population data from the Department
of Health, enrollee data from the Bureau of TennCare,
and demographic information from the US Census Bureau.

However,

the

Please complete the following table

Variable

County 1

County 2

County 3

Efc.

Service Area Tennessee

0-17 Population-CY
(2016)

0-17 Population-PY
(2020)

0-17 Population %
Change

0-17 Population % of
Total Population

Current Year (CY), Age
65+

Projected Year (PY),
Age 65+

Age 65+, % Change

Age 65+, % Total (PY)

CY, Total Population

PY, Total Population

Total Pop. % Change

TennCare Enrollees

TennCare Enrollees as
a % (?‘ Total
Population

Median Age

Median Household
Income

Population % Below
Poverty Level

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) -- Page 2

04/05/16 2:45 PM
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Resgonse

As requested, the demographic table has been updated
and a replacement for page no. 47 has been attached to thi
supplemental information.

2.) Section C., Economic Feasibility, Item 2 (Funding)
& ITtem 10.

Acadia Funding Scenario

A. It is noted Acadia will finance a portion of the
proposed project with a $300 million available
revolving line of credit and cash reserves.
However, the letter from Acadia Healthcare’s CFO
dated March 30, 2016 does not provide the
percentage of the proposed project that will be
funded by cash on hand and/or from a $300 million
revolving line of credit. Please provide a
revised letter from Acadia Healthcare’s CFO that
documents the percentage from each funding source
and documents the availability of cash reserves.
In addition, in the letter please clarify where
the cash reserves will originate since Acadia’s
current ratio was 1:01:1 in the Consolidated
Balance Sheet for the period ending December 31,
2015. '

If Acadia plans to fund the project from a $300
million revolving line of credit, please provide
a letter from a financial institution that
identifies the expected interest rate, term of
the loan, and any anticipated restrictions or
conditions.

Please complete the following table:

Acadia Funding Scenario
Funding Source Amount As a % of Total
Cash
Revolving Line of
Credit
Other (please specify)
Total Loan Amount $25,112,600 100%

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) -- Page 3 04/05/16 2:45 PM
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Erlanger Health System Funding Scenario

B.

It is noted the applicant has a non-binding
agreement with Acadia to fund the proposed
$25,112,600 project. In Supplemental #2, it is
noted the applicant states Erlanger Health System
has the funds to develop and implement the
proposed project in the event Acadia is unable to
execute as contemplated. It is understood that
if the agreement with Acadia cannot be executed,
the applicant will seek another partner. Since
the applicant only has a non-binding agreement
with another entity at this time, Erlanger must
document the ability to solely fund the project,
if necessary. Please provide appropriate
documentation (letter) of funding for the
proposed project from Erlanger Health System’s
Chief Financial Officer. If the funds will come
from a bank loan, please provide a funding letter
from a financial institution that identifies the
expected interest rate, term of the loan, and any
anticipated restrictions or conditions. If the
funds will come from existing financial resources

of Erlanger Health System, please identify which
account in the financial balance sheet will fund
the proposed project.

Please complete the following table:

Erlanger Health System Funding Scenario

Funding Source

Amount

As a % of Total

Cash

Borrowed Funds

Other (please specify)

Total Loan Amount

$25,112,600

100%

Response

As to Acadia Healthcare and it’s ability to fully fund
this project, we have attached a letter from Acadia’s CFO
dated April 4, 2016, indicating that the project will be
funded through the $ 300 M revolving credit facility. The

chart for Acadia is below.

Acadia Funding Scenario

Erlanger Behavioral Health

CON Application - Supplemental Information (No. 2) -- Page 4

04/05/16 2:45 PM
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Funding Source Amount As a % of Total
Cash
Revolving Line of Credit $ 25,112,600 100 %
Other (please specify)
Total Loan Amount $ 25,112,600 100 %

Additionally, we will offer the following information
pertaining to Acadia. The current ratio referenced is as
of December 31, 2015, a discrete point in time. It should
be noted that “the Company had $ 135.7 million of
availability under the revolving credit facility as of
December 31, 2015.” Please see page F-22, paragraph 5, of
the audited financial statements submitted with the SEC
Form 10-K. Further, on page F-22 in paragraph 4, it states
that “on February 16, 2016, the Company entered into a
‘Second Incremental Facility Amendment’ .. borrowings under
the TLA Facility were used to pay down the majority of our
$ 300 million revolving credit facility.”

Therefore, as of February 16, 2016, most of Acadia’s
revolving credit facility is available to fully fund the
project for Erlanger Behavioral Health.

As to Erlanger Health Systems’ ability to fund the
project should Acadia not be able to, please note on the
audited financial statements for Erlanger which were
submitted with this CON application, the current ratio for
Erlanger is 2.63 to 1, as of June 30, 2015. Therefore,
Erlanger has the ability to fully fund this project should
the need arise. A letter from Erlanger’s CFO is attached
to this supplemental information.

As requested, the chart for Erlanger is below.

Erlanger Health System Funding Scenario

Funding Source Amount As a % of Total
Cash $ 25,112,600 100 %
Borrowed Funds

Other (please specify)

Total Loan Amount $ 25,112,600 100 %

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 2) -- Page 5 04/05/16 2:45 PM
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AFFIDAVIT

STATE OF TENNESSEE |

COUNTY OF HAMTILTON |

NAME OF FACILITY Erlanger Behavioral Health, TLC

I, Joseph M. Winick . , after first being duly

sworn, State under oath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that T have.reviewed all of the supplemental

information submitted herewith, and that it is true,

accurate, and complete.
L‘E
STGNATURE ~

SWORN to and subscribed before me this S of
ﬂﬁ3r|\ , 20 16 , a Notary Public in and for the
Month Year

State of Tennessee, County of Hamilton.

Shted Haey

- NOTARY PUBLIC

\\\1\1“ IIH.‘;;‘, %
& \,&L\A HAY s,

$‘

My commission expires June q L2018 0 &
(Month / Day)
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April 4, 2016

Melanie M. Hill
Executive Director

Health Services and Development Agency
Frost Building, 3™ Floor, 161 Rosa L. Parks Boulevard,
Nashville, TN 37243

RE: Certificate or Need Application —-CN 1603-012
Erlanger Behavioral Health, LLC

Dear Ms. Hill:

Erlanger Health System intends to enter into a joint venture with Acadia Healthcare wherein Acadia will
fund development of the above referenced project. Should Acadia not follow thru to fund the project
as anticipated, Erlanger would seek another partner to implement the proposed project.

Please let me know if further information is needed.
Sincerely,

VSN

J. Britton Tabor, CPA, FACHE
Executive V.P., CFO & Treasurer

975 East Third Street, Chattanooga, TN 37403 (423)778-7000 www.erlanger.org
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Supplemental #4
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Erlanger Behavioral
Health, LLC
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SUPPLEMENTAL INFORMATION (vo. 4)

Erlanger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
Intersection Of North Holtzclaw Avenue And Citico Avenue,
In Chattanooga, Tennessee, With Establishment
Of An Eighty-Eight (88) Bed Inpatient Hospital
By The Addition Of Seventy-Six (76) Psychiatric Beds
And The Transfer Of Twelve (12) Geriatric-Psychiatric Beds

From Erlanger North Hospital

Application Number CN1603-012

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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Supplemental Responses To Questions Of The
Tennessee Health Services & Development Agency

1.) Section C, Economic Feasiility, Item 2 (Funding) &
Item 10.

Acadia Funding Scenario

It is noted in Supplemental # 3 Acadia plans to
fund the project from a $ 300 million revolving
line of credit. As previously requested in
Supplemental # 3, please provide a letter from a
financial institution that identifies the amount
of revolving credit available, the expected
interest rate, term of the revolving line of
credit, and any anticipated restrictions or
conditions.

Erlanger Health System Funding Scenario

In Supplemental # 2, it is noted the applicant
states Erlanger Healthsystem has the funds to
develop and implement the proposed project in the
event Acadia is unable to execute as
contemplated. As requested by the Agency in
Supplemental # 3, the applicant did not provide a
funding letter from Erlanger, but instead
provided a letter from Erlanger’s Executive V.P,
CFO and Treasurer that states Erlanger would seek
another partner to implement the proposed project
should Acadia not follow through to fund the
project. Furthermore, the narrative response on
page 5 of Supplemental # 3 reflected Erlanger
would fund the $ 25,112,600 project with cash
should Acadia not be able to. As previously
requested in Supplemental # 3, please provide
appropriate documentation (letter) of funding
(cash) for the proposed project from Erlanger
Health System’s Chief Financial Officer in the
event Acadia is unable to fund the proposed
project and Erlanger is unable to find another
partner. Since the funds will come from existing
financial resources of Erlanger Health System,
please identify which account in the financial
balance sheet that will fund the proposed
project.

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 4) -- Page 2 04/11/16 2:53 PM
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Response

As to Acadia Healthcare, attached to this supplemental
information is the requested letter from Bank of America
outlining the revolving credit line which Acadia has
previously referenced. Also, attached to this supplemental
information is an updated Agreement between Erlanger Health
System and Acadia. The new Agreement makes a binding
commitment on the part of Acadia to Erlanger and the

project.

As to Erlanger’s portion of the response to this
question, we believe that the new Agreement between
Erlanger and Acadia, as well as the funding letter from
Bank of America on Acadia’s behalf addresses outstanding

questions.

Additionally, we are also attaching to this
supplemental information, a copy of correspondence from
Acadia which outlines their commitment to this project and
the local community, in terms of the human component as
represented by current employees of Erlanger’s Geriatric
Psychiatric unit at Erlanger North Hospital. The
correspondence demonstrates Acadia’s commitment to all of
these employees, by transferring current pay rates and
length of service as well as making economic adjustments
for any differences between benefit packages.

Frlanger Behavioral Health
CON Application ~ Supplemental Information (No. 4) -- Page 3 04/11/16 2:53 PM
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AFFIDAVIT
STATE OF TENNESSEK |
I
COUNTY OF HAMILTON® |
NAME OF FACILITY Erlanger Behavioral Health, LLC
I, Joseph M. Winick , after first being duly

sworn, State under oath that I am the applicaht named in
this Certificate of Need application or the lawful agent
thereof, that I have reviewed all of the supplemental
information submitted herewith, and that it is true,

accurate, and complete.

SWORN to and subscribed.before me this I of

}Mjril - 20 1k , a Notary Public in and for the
' Month Year

State of Tennessee, County of Hamilton.

Shelia Pty |

- NOTARY PUBLIC
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Winick, Joe April 12, 2016
2o
From: Steve Davidson <Steve.Davidson@acadiahealthcare.com>
Sent: Thursday, April 07, 2016 4:20 PM
To: Winick, Joe; Andy Hanner

Subject: RE: Erlanger

We would hire everybody that wants to transfer. They would need to be in good standing. {licenses current, etc.) and
pass a criminal background check. At Southcoast, | believe all but two came over, one nurse transferred to a medical

floor, and the program director took a nursing admin job.

We did a special recognition by having the transferred employees called “founders”, with a plaque in the lobby of new
hospital with their names, and a thank you gift (550 gift card). They also preferred scrubs over other employee

uniforms, so that stayed consistent

Titles may change, but pay rate and length of service is transferred. Benefit package may be a little different, but we
mitigate that so economics are neutral on employees.

From: Winick, Joe [mailto:Joe.Winick@erlanger.org]
Sent: Thursday, April 07, 2016 3:12 PM

To: Andy Hanner

Cc: Steve Davidson

Subject: Erlanger

Andy —1 am meeting tonight with the mental health staff at Erlanger North ...where we have the 12 bed geriatric
program that we plan to integrate into new facility. I'm sure the key question from staff will revolve around

- employment prospects, opportunities, etc. in the new hospital. | would expect that Acadia would give current
employees priority consideration relative to employment with the JV, but | wanted to get your thoughts on subject. I'd
like to ease any discomfort to the extent possible. Your thoughts/guidance on this matter? Thanks much.

Joe

Joseph M. Winick, FACHE

Senior Vice President

Planning, Analytics & Business Development
Erlanger Health System

Office: (423) 778-8088 | Mobile: (423) 883-1287

> erlanger
HealthSystem

The information or documents contained in this electronic mail message are infended to be privileged and confidential information only for the use of the entity
named herein ar above. If you are not the intended recipient, you are hereby notified that any dissemination, distribution or copy of this message or document is

" strictly prohibited. If you have received this electronic mail-transmission in error, notify the sender by e-mail and delete all copies from your system. Erfanger Health
System is not responsible for errors in this electronic mail message. Any personal comments made do not necessarily reflect the views of Erlanger Health System.



Global Cornmiercial Banking
Bank of America, NA:

April 8,2016

Melanie Hill

Executive Director

Health Services and Development Agency
Frost Buildirig, 3" Floor, 161 Rosa L Parks
Nashville, TN 37243

RE:  CON Filing

Dear Melanie;

Pledss accept this letter as confif
“Customer”) has been a client of Bank of
years: During this period, the Customer has

SUPPLEMENTAL #4

Boulevard

mation that Acadia Healthcare Company, Inc. (the
America, N.A, (the “Bank”) for a period of over §
s satisfactorily fulfilled its obligations to the Bank.

The Bank is the administrative agent with respect to the Customer®s $300 million secured

revolving credit facility for the Customer
outstanding under thé Credit Facility is
approximagely $206 million available. TH
3.25%, which results in a current interest
credit matures in Febmary 2019. The avai
¢értain terms, conditions aid covenants set

This lefter is being prov[ded as 4
Please note that the information provided b
letter and is subject to change witliout fiotic
own usé only, without amy responsibility

(the “Credit Facility”). As of this date, the amount
currently in the $74 million figure range leaving
e Credit Facility has an interest rate 6f LIBOR plus
rate of approximately 3.69%. The revolvmg line of
ilability of funds under the Credit Faclllty is’subject to
forth in the Credit Facility.

matfer of courtesy at the request of the Customer.
y the Bank in this letter is giveén 4s of the date of this
e, and is provided in strict corifidence fo you for your
, guarantee, représentation, warranty (expressed or
rt of the Bank, its parents, SlIbSldl&rlCS ot affiliates or

implied), commitment or liability on the pg
any, of its or their directors, officets or er
assumes any duties or obl!gatlons to you i

ployees ta you or any third party, and noné of them
conneetion heréwith or any transaction betweein you

227 April 12, 2016
¥R America %7
Merrill Lynch
CONFIDENTIAL

or your affiliates and the. Customer. This letter is not to be quoted or referred to without the
Bank’s priot written consent. The Bank cannot provide any opinions of the creditwoithiness of
the Customer or any of its affiliates, and the abov information does ot constitute an opinion of
the Bank of the ability of the Customer to successfully perform its obligations under any
agreement it may enter into with you, the Bank or-any other person or-entity,

The. Bank has 0 duty and undéttakes no responsibility to updafe or supplément the
information set forth in this letter,

Very fruly yours
/éw,-, FN
Name‘ Mark H_ardls_qn
Title: Senior Vice President

434 Uion Slreet; 4th Flnoy /

TNT-100-04-17, Nashwilie, TN 37218-1697

Bankof Aretlca, ¥ A Member FDIC. Enuat [iusing Lender mmes & Rezycled Faper
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H EALTHCARE

Direct Phone: 615-861-7339
Email: steve.davidson@acadiahealthcare.com

~

April 11, 2016

By Email (Joe.Winick@Erlanger.org)

Joseph M. Winick, FACHE

Senior Vice President

Planning, Analytics & Business Development
Erlanger Health S'ystem

975 E 3rd Street

Chattanooga, TN 37403

Re:  Jaint Venture for 88 Bed Behavioral Hospital — Letter of intent

DearJoe:

This letter reflects the terms of Acadia Healthcare Company, Inc.’s {"Acadia’s") agreement to
enter into a joint venture arrangement (the "Transaction") with Erlanger Health System
(“Erlanger”} to develop, build and operate a new 88-bed inpatient psychiatric facility (the
“Facility”) that would provide a full range of inpatient and outpatient behavioral health

services, on or near the Erlanger campus.

1. Proposed Transaction Structure. Based upon the information available to us to date,
Acadia anticipates a two stage transaction structure. During the first stage, Erlanger would
form a new entity {the “Venture”) to own and operate the Facility which, initially, would be
wholly-owned by Erlanger. The parties rights and obligations during the first stage would be
governed by a Pre-Organizational Agreement. Upon obtaining a final, non-appealable
Certificate of Need to develop and operate the Facility {the "CON"), the Transaction would
enter the second stage during which Acadia would become an owner of the Venture and the
Facility would be developed. The parties rights and obligations during the second stage will be

governed by an Operating Agreement.

2. First Stage Responsibilities. During the first stage, Erlanger, at its expense, will organize
the Venture and will apply for and pursue obtaining the CON, Erlanger will pursue the CON to a
final, non-appealable result. The parties acknowledge that Acadia's intended relationship with
the Venture will need to be disclosed during the CON process. Acadia will incur the costs of
architecture, engineering and design necessary for the CON application for the Facility.
Additionally, Acadia will deliver a letter to the Venture which will outline its commitment to
fund the construction and development of the Facility which the Venture may use in connection
with the CON application. The Venture shall obtain or shall obtain the right to acquire the real

6100 TOWER CIRCLE = SUITE 1000 » FRANKLIN, TN 37067 - PHONE: 615-861-6000

NPSM 1659223 v3

2790600-000152 04/11/2016
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estate for the Facility. Erlanger and Acadia would share equally, if necessary, the cost of an
option on the real estate for the Facility.

3. Second Stage Responsibilities.

a. Ownership of the Venture. Upon the Venture obtaining a final and non-
appealable CON, Acadia will become a member of the Venture. Erlanger and
Acadia would own a percentage interest in the Venture in proportion to the
value of their respective contributions. The value of the contributions, and the
resulting relative percentage ownership of the Venture would be based upon an

independent fair market valuation.

b. Profit and Loss. Each member’s share of profits, losses and distributions in the
Venture would be proportional to that member’s percentage interest in the
Venture.

c. Contributions. For its capital contribution to the Venture, Acadia would

contribute cash in an amount to be determined, to be used for the design and
construction of the Facility. For its capital contribution to the Venture, Erlanger
would contribute its geriatric-psych business operated at Erlanger North Hospital
and the Frlanger brand name for the Facility. Additionally, Erlanger will be
credited with the value that the Venture has relating to the fair market,

appraised value of the CON.

d. Definitive Agreements. The obligations of the parties to consummate the
Transaction would be set forth in “Definitive Agreements” acceptable to each
party in its sole discretion. The Definitive Agreements would detail the parties’
rights and responsibilities concerning capital contributions, pro rata profit
distributions, duties owed to the entity and the minority members, restrictions
on transfers of interests, put and call rights, other restrictive covenants, triggers
for the unwinding of the Venture, and other customary terms and conditions for
a transaction of this type. The initial Definitive Agreement would be the
Venture's Pre-Organizational Agreement which will have the form of the

" Operating Agreement for the Venture (the "Operating Agreement") and a license
agreement for the Erlanger brand name attached. [t is contemplated that the
Operating Agreement would be fully negotiated at the outset of the Transaction

but would be signed upon obtaining the CON.

e. Working Capital Financing. The Venture would not incur any debt other than a
line of credit from Acadia, commencing upon obtaining the CON, of up to
$5,000,000 for (i) working capital; (ii) general corporate purposes; and ({jii)
startup expenses. The parties contemplate that the Venture will purchase the
real estate on which the Facility will be located using this capital, or, in the
alternative, that Acadia will acquire such real estate and contribute it to the

N PSM 1659223 v3
2790600-000152 04/11/2016
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Venture. The line of credit would bear interest at the prime rate plus 2%, would
be due in full in 60 months, and would be repaid in full before distributions of
profit by the Venture. The Venture would not guarantee debt of Acadia or

Erlanger.
q. Closing Conditions.
a. The stage one closing would be conditioned on the following:
1. execution and delivery of Definitive Agreements;
s approval of the Transaction by Acadia’s Board of Directors;
3z approval of the Transaction by Erlanger’s Board of Directors;
4, regulatory, legal, and operational diligence approval by Erlanger; and
5. regulatory, legal, and operational diligence approval by Acadia.

b. The stage two obligations of the parties including the requirement for Acadia to
fund construction and the requirement for Erlanger to contribute its geriatric-psych
unit to the Venture shall be conditioned on the following:

1, no material adverse change in the CON, licensure category, or the

prospects of the Facility;
2. approval of a CON for the Facility for at least 88 psychiatric beds;

3. zoning and similar land use approvals for the Facility’s construction
issuing from the appropriate governmental authorities;
4, receipt of a written opinian or opinions from independent third party

appraiser(s) with expertise In healthcare transactions, that the
consideration paid or contributed in exchange for member interests in
the Venture is consistent with fair market value.

5. Governance. Beginning with stage two, the Venture would be subject to oversight by a
“Board of Directors” appointed by the parties and voting based on the respective ownership
interests represented, provided that in no event shall any party have less than two Board
members. [t is anticipated Acadia would have a controlling interest in the Venture and
appointment rights over a majority of the Board of Directors. The following Board of Directors
decisions would require approval of (a) a majority of the appointed individuals sitting on the
Board of Directors and (b) at least one Board representative of each of the parties:

a. approving the Venture’s strategic business plan;
b. determining the need for additional capital contributions;
C approving the location and design of the Facility and construction budgets;
d. extraordinary capital expenditures including long term leases;
e, approving incurrence of extraordinary debt;
f. expanding or reducing the number of beds at the Facility;
g. admitting any new member;
N PSM 1659223 v3
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h. creating or issuing additional membership interests and/or new classes of

membership interests;
i granting any lien or security interest (except for those in the ordinary course of

business not in excess of $1,000,000) on or in any of the Venture’s assets or

pbroperty;
I making loans to, or acquiring equity interests in, any other person or entity;
k. selling or otherwise disposing of assets of the Venture, other than in the ordinary

. course of business;
l. agreeing to any contract restricting the Venture's right to make distributions to

its members, or agreeing to pay any distributions in respect of member units in
any form other than cash or in any manner other than to the members in
accordance with their membership percentage interests;
m. amending the Venture’s articles or organization, operating agreement, or name;
n. entering into, renewing or terminating any lease, contract or agreement or any
other transaction or arrangement (whether or not involving payments or
remuneration) between the Venture and any member or affiliate of a member;

0. approving any transfer of the equity interests held by a member, whether by
direct sale, merger, or exchange;

p. approving any merger, sale, restructuring, or recapitalization of the Venture or
causing the Venture to convert to a different form of entity;

q. filing a petition requesting or consenting to an order for relief under the federal
bankruptcy laws or to dissolve the Venture;

r. leasing any portion of the real property owned by the Venture other than i in the
ordinary course of business;

S. redeeming or repurchasing by the Venture of any member units, other than on a

pro rata basis to all members;
hiring and retention of the CEO, CFO and CNO of the Facility;

u. entering into any corporate integrity agreement or settlement agreement in
connection with any government investigation or whistleblower suit; and

v, making other extraordinary material decisions as set forth in the Definitive
Agreements.

The Definitive Agreements would include a mechanism for resolving certain deadlocks that may
arise In connection with a governance decision.

6. Financial Statements. The Definitive Agreements will provide for the delivery of annual
Acadia-level consolidated and Venture-leve!l audited, and manthly Venture-level unaudited

financial statements of the Facility.

7. Charity Care Policy. The Operating Agreement will contain covenants ensuring that the

Venture (i) is operated and managed in a manner that does not jeopardize Erlanger's tax-

exempt status, and (ii) recognizes and promotes Erlanger's objective of providing charity care.

Specifically, the Operating Agreement will provide that the Venture will provide healthcare

services for a broad cross-section of the community, adopt high standards for the quality of
D)
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patient care, provide a reasonable level of charity care to the community served by the Venture
and collaborate with Erlanger on the provision of uncompensated care. :

8. Corporate Office Services; Management. Pursuant to a services agreement to be
entered into between the Venture and Acadia, Acadia’s corporate office would provide
corporate office management services to the Venture, to include support in the following areas:
operations management, finance and accounting, legal advice and counsel, internal audit,
clinical quality and compliance, risk management, insurance, human resources, recruiting,
“payroll, information technology, tax, billing and collecting, marketing, managed care
contracting, and business office support. Acadia would charge the Venture a management fee
equal to 2% of the Venture's revenue for these corporate office services, and would pass
through to the Venture without markup the following expenses: (a) the actual reasonable costs
of outside consultants, legal counsel, tax counsel and outside auditors; (b) a proportional
amount of Acadia’s facilities’ costs for software licenses, insurance and employee henefits; and
(c) the direct costs of Adadia’s call center, web design and marketing staff to the extent
dedicated to marketing the Facility, not to exceed .05% of annual Venture revenue, the actual
reimbursable third party expenses of Acadia’s corporate office staff, incurred in providing
services to the Venture, in accordance with Acadia’s Expense Reimbursement Policy. As the
anticipated majority member, Acadia would be responsible for the day-to-day operations,
management and control of the Facility. Acadia would consolidate the results of the operations

of the Facility with its company financial statements.

9. Noncompetition. The Definitive Agreements would provide that Acadia and Erlanger
would covenant and agree with one another and each other’s affiliates that, during the Non-
Compete Period (defined below) and within the Non-Compete Area (defined helow), they
would not directly or indirectly, with the exception of the Facility and. specified other
exceptions, own, acquire, lease, manage, consult for, serve as agent or subcontractor for,
finance, invest in, own any part of or exercise management control over any facility or business
that primarily provides services that are the same or similar to the services provided by the
Facility, provided that the non-compete will exclude care provided by Erfanger in any .
emergency department or any service provided in an acute care setting which is accompanied
by or incidental to a general medical condition which requires the patient's presence at an
Erlanger facility. The “Non-Compete Period” would, for each member respectively, commence
on the date of such member’s acquiring any membership interest in the Veniure (each a
“Membership Date”) and terminate on the second anniversary of such member’s liguidation or
termination of all such membership interests. The “Non-Compete Area” would mean the area
within a twenty-five (25) mile radius of the Facility, including any satellite locations thereof. In
addition, during the Noncompete Period, the members shall not solicit for employment or
employ any person (at or above a certain level) who is then employed by the Venture or a
party, subject to exceptions for general solicitation activity not targeted as such persons.

10.  Access and Information. The parties will furnish to one another and their respective
representatives such CON, licensure, regulatory and such other information relating to the
Transaction as ancther party or its representatives may from time to time reasonably request.
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All such access, investigations, contacts and inspections to be conducted by the requesting
party and its representatives shall be conducted in consultation with the other parties and in
such a manner as not to inferfere unduly with the normal conduct of the other parties’

business,

11. Confidentiality; Public Announcement. The terms of this Letter of Intent are subject, in
all respects, to section 3 of the parties” Memorandum of Understanding dated July _ -, 2015
(“MOU”). In all other respects the MOU is hereby terminated. The timing and content of any
announcements, press releases or any public statements concerning the Transaction {including
the CON process) shall be determined by mutual agreement of the parties, unless, with respect
to Acadia, in the judgment of Acadia upon advice of counsel, disclosure is otherwise required by
Acadia by ‘applicable law or by the applicable rules of any stock market on which Acadia’s
securities are listed or quoted, provided that Acadia shall use commercially reasonable efforis
consistent with such applicable lawto consult with Erlanger with respect to the text thereof.

12. Exctusivity. The parties contemplate the expenditure of substantial sums of time and
money in connection with fegal, accounting, financial, and due diligence work to be performed
in conjunction with the proposed transaction prior to execution of the Definitive Agreements.
For purposes of inducing one another to execute this Letter of Intent, during the period from
the date of acceptance of this Letter of intent specified below to July 31, 2016, the parties and
their directors, officers, affiliates, agents and employees shall not, without the prior written
consent of the other pariies hereto, directly or indirectly, solicit or entertain offers from,
negotiate with, or in any manner encourage, discuss, accept or consider any proposal of any
other person relating to the acquisition, construction, joint venture, or management of a
psychiatric or substance abuse facility similar in nature and focation to the proposed Facility.

13.  Termination of Letter of Intent. This Letter of Intent shall terminate upon the earliest
to occur of (i) written notice of termination by Erlanger to Acadia; (i) the execution of Definitive
Agreements; or (jii) the failure of the parties to negotiate fully the Operating Agreement by
December 31, 2016. Paragraphs 11 through 14 of this Letter of Intent shall survive the

expiration or termination of this Lelter of Intent.

14. Governing Law. This Letter of Intent shall be governed and construed in accordance
with the laws of the State of Tennessee without regards to principles of confiicts of laws.

We are very pleased to submit this Letter of Intent. The Transaction is a priority for Acadia and
we are prepared to commit the necessary resources to complete the Transaction expeditiously.
Any questions regarding this Letter of Intent should be directed to Steve Davidson, Chief
Development Officer, at 615-861-6000 or via email at steve.davidson@acadiahealthcare.com.
We thank you for your consideration and look forward to working with you.
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If you are in agreement with the terms of this Letter of Intent, please sign an}d‘ return one copy
to us and each party should retain one copy for its records.

Sincerely,

(A

Steve Davidson
Chief Development Officer

LAALE

Neer Ityer . E °j ,L” (ﬁ_
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SUPPLEMENTAL, INFORMATION (no. 5)

Erlanger Behavioral Health, LLC

Application To Initiate Psychiatric Services At The
Intersection Of North Holtzclaw Avenue And Citico Avenue,
In Chattanooga, Tennessee, With Establishment
Of An Eighty-Eight (88) Bed Inpatient Hospital
By The Addition Of Seventy-Six (76) Psychiatric Beds
And The Transfer Of Twelve (12) Geriatric-Psychiatric Beds

From Erlanger North Hospital

Application Number CN1603-012

ERLANGER HEALTH SYSTEM
Chattanooga, Tennessee
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Supplemental Responses To Questions Of The
Tennessee Health Services & Development Agency

1.) Section B, Project Description, Item 1.

Please provide a replacement page 12 to reflect the
revised ownership structure as reflected in the
document Unanimous Written Consent Action Of The
Directors Of Erlanger Behavioral Health, LLC.

Response

As requested, replacement pages 12 and 13 are attached
to this supplemental information. -

2.) Section C, Economic Feasibility, Item 2 (Funding).

Please provide a replacement page 53 to reflect the
revised funding of the proposed project.

Response

As requested, replacement page 53 1s attached to this
supplemental information.

3.) Section C, Economic Feasibility, Item 4 (Projected
Data Chart) .

It is noted in the document Unanimous Written Consent
Action Of The Directors Of Exrlanger Behavioral Health,
LLC, Acadia Healthcare Company, Inc, commits to
provide a line of credit up to $ 5,000,000 to finance
working capital, general corporate expenses, and start
up expenses. Please submit a revised Projected Data
Chart that reflects interest from the $ 5,000,000 Line
of Credit as a Capital Expenditure.

Response

Acadia borrows and repays funds to its lender from its
$300 million credit line for general corporate purposes, as
needs dictate. Such borrowings are not project specific.
As a result, no interest is charged to any one specific

project.

Erlanger Behavioral Health :
CON Application - Supplemental Information (No. 4) -- Page 2 04/25/16 11:54 AM



238

4.) Section C, Economic Feasibility, Item 2 (Funding) &
Item 10.

It is noted the funding for this proposed project has
changed several times since the application was
originally filed as evidenced by following original
application and subsequent supplemental responses.

o March 15, 2016-Original application: Funded by
Acadia, $25,112,600 with Cash on hand and
revolving cash on hand.

. March 28, 2016-1st Supplemental Response: Acadia
specifies its contribution will be cash. Acadia
does not plan to utilize a credit facility to
fund the proposed project.

° March 31, 2016-2nd Supplemental Response: Acadia
Healthcare advises that they have a $300 million
line of credit to fund the project. Interest on
the credit line will be retained at the Acadia
corporate level. Acadia will contribute cash to
the Joint Venture to fund development costs so no
interest expense is chargeable to the project.

® April 6, 2016-3rd Supplemental Response: A
letter from Acadia’s CFO indicates the project
($25,112,600) will be funded through a $300
million revolving credit facility.

) April 12, 2016-4th Supplemental Response: An
April 8, 2016 letter from Bank of America states
$206 million is available from Acadia $300
million secured revolving credit facility and
matures in February 2019.

J April 19, 2016-Additional Information Submitted-
In Unanimous Written Consent Action of the
Directors of Erlanger Behavioral Health, LLC
Exhibit-A Contribution Agreement (Contribution
Agreement) Acadia commits to provide the cash
necessary to fund the architecture, engineering,
design, and construction of the new 88 bed
inpatient psychiatric facility which is
anticipated to be $25,000,000. The applicant

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 4) -- Page 3 04/25/16 11:54 AM
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commits to provide a line of credit of up to
$5,000,000 to finance working capital, general
corporate expenses, and start-up expenses.

Furthermore, it is noted in the Unanimous Written
Consent Action of the Directors of Erlanger Behavioral
Health, LLC Exhibit-A Contribution Agreement that
Acadia will finance $25,000,000 of the proposed
project with cash reserves. However, it is noted the
Acadia Healthcare Company, Inc. Consolidated Balance
Sheet for the period ending December 31, 2015
reflected total current assets of $294,143,000 and
current liabilities of $290,203,000 which calculates
to a current ratio of 1.01 to 1. A ratio of 1:1 would
be required to have the minimum amount of assets
needed to cover current liabilities.  According to
this ratio formula, it appears Acadia does not have
adequate current liquidity or reserves to
appropriately fund the proposed project. Please
identify which account in the Acadia financial balance
sheet that will fund the proposed project.

In the latest supplemental response it is noted the
applicant will provide a line of credit of up to
$5,000,000 to finance working capital, general
corporate expenses, and start-up expenses. Please
explain why this line of credit is needed while Acadia
will finance the $24,067,000 estimated project cost
with cash.

Please clarify where the working capital, general
corporate expenses, and start-up expenses previously
mentioned are located in the Project Costs Chart.

In addition, please submit a revised funding letter
from Acadia’s CFO that reflects the language in the
document titled Unanimous Written Consent Action of
the Directors of Erlanger Behavioral Health, LLC
Exhibit-A Contribution Agreement.

In Supplemental #2 the applicant states interest on
the $300 million line of credit to fund the project
will be retained at the Acadia corporate level. In
addition, Acadia will contribute cash to the Joint
Venture to fund development costs so no interest
expense is chargeable to the project. Please explain
how interest expense it not charged to the project

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 4) -- Page 4 04/25/16 11:54 AM
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since it is a result of it. If needed, please revise
the Projected Data Chart to reflect interest capital
expenditures.

In summary, the applicant has changed the method of
funding from the original application through the
supplemental responses from Acadia funding the project
through cash reserves, then line of credit, and then
combination of cash reserves and line of credit.
Please clarify how the proposed project will be funded
and make any changes, if necessary, to include but not
limited to the Project Costs Chart, Projected Data
Chart, Funding Letter, Consent Action Agreement, and
applicable replacement pages.

Response

As 49% owner of Erlanger Behavioral Health, LLC, the
applicant, Acadia has committed to fund design and
construction of the proposed 88 bed behavioral health
facility using cash from its $300 million credit line with
Bank of America and to provide a $5 million credit line.
Documentation on the availability of funds from this credit
line is attached.

The credit line is made available to fund any
operating shortfalls that may arise during startup of the
new hospital. However, such a credit line may not be
required at all as projections for the first year of
operation are very conservative. Based on the number of
patients with co-existing medical and behavioral health
conditions currently served by Erlanger, it is expected
that utilization in the first year of operation will exceed
projections, eliminating the need for the credit line
altogether. 1In this regard, please see attached
correspondence from Dr. Jennie Mahaffey, Erlanger’s Chief
Of Behavioral Health. This said, the credit line is
available should unidentified needs arise that require
supplemental funding.

Line 9 of the Project Cost Chart reflects the
inclusion of start-up expenses.

Acadia borrows and repays funds to its lender from its
$300 million credit line for general corporate purposes, as
needs dictate. Such borrowings are not project specific.

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 4) -- Page 5 04/25/16 11:54 AM
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As a result, no interest is charged to any one specific
project.

241

We apologize if past communication has not been clear;
however, we have attempted to respond to guestions in an
appropriate and factual manner. As 49% owner of Erlanger
Behavioral Health, LLC, Acadia Healthcare is committed to
provide $25,000,000, more or less, to fund design and
construction of the new 88 bed hospital and to provide a
credit line of up to $5,000,000 should same be required.

We have updated the application to reflect these changes.

Erlanger Behavioral Health
CON Application - Supplemental Information (No. 4) -- Page 6 04/25/16 11:54 AM
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AFFIDAVIT

STATE. OF TENNESSEE |

COUNTY OF HAMIT.TON |

NAME OF FACILITY Erlanger Behavioral Health, LLC

I, Joseph M. Winick , after first being duly

sworn, State under oath that I am the applicant named in
this Certificate of Need application or the lawful agent
thereof, that I have reviewed all of the supplemental

information submitted herewith, and that it is true,

L

STGNAT

accurate, and complete.

~a
SWORN to and subscribed before me this ;25 of

xdgbbkg , 20/ , a Notary Public in and for the .

[ Month Year

\/ NOTARY(/PUBLIC
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Replacement Page 12

Replacement Page 13

Replacement Page 53

CFO Letter - Acadia Healthcare

Bank Of America Letter

Email Demonstrating Need For Inpatient Psychiatric Beds
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April 26, 2016

Melanie Hill, Executive Director

Tennessee Health Services and Development Agency
Frost Building, Third Floor

161 Rosa Parks Boulevard

Nashville, Tennessee 37203 .

RE:  Financing Commitment
Erlanger Behavioral Health, LLC
Hamilton County

Dear Mrs. Hill:

As 49% owner of Erlanger Behavioral Health, LLC, the applicant, Acadia Healthcare
commits to fund the architecture, engineering and design and construction of the new
88 bed hospital with a project cost of $25,000,000 more or less, and to provide a
$5,000,000 credit line for working capital, general corporate purposes and startup
expenses. The line of credit will bear interest at a rate of prime plus 2% due within 60
months and must be repaid prior to any distributions.

Acadia’s most recent audited financial statements are provided in the application.
Please let me know if you have any questions.

Sincerely,

(BN

David Duckworth
CFO

6100 Tower Circle, Suite 1000 * Franklin, TN 37067= Oftice: 615.861.6000




Glpbal Cornmercial Banking
Banlk of Amedia, MA:

Apiil 8,2016

Melanie Hill

Bxécutive Director

Health Services and Development Agericy
Frost Buildirig, 3¢ Floor, 161 Rosa L Parks
Nas}m Ile,. TN 37243

RE: * CON Filing
Dear Melanie:
Pledse accept this letfer as confii

“Customer™) has been a client of Bank of
years. Uurmgﬂ'ns petiod, the.Customer has
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CONFIDENTIAL

nch

Boulevard

mation that Acadia Healthoare Company, Inc. (the
" America, N.A, (the “B&nk”) for a period of over 5
satisfagtorily fulfilled its obligations to the Bank.

The Bank ig the administrative agent with respect fo the Customer’s $300 million secured

revolving oredit facility for the Customer
outstanding wnder thé Credit Facility is
apprnx:unateiy $206 niillion available; Th
3.25%, which results in a enrrent interest
credit imatures in Febrary 2019. The avai
¢értatn ferms, conditions aivd coveénants set

(the “Credit Facility”). As of this date, the amount
currently in' thie $74 million figure o leaving
e Credit Facility has‘an interest rate 'of LIBOR pliss
rate of approximately: 3.69%. The revolﬂng [ine of
lability of fands under the Credit Faoility isisubject to
forth in the Credit Facility.

This leiter is Being provided as
Blease note that the infa::mtaﬁon provided
litter and it sibjeot to chidnge Wwithiou fio

¥

matfar of gourtesy at. t'he request of the: Cusfomer.
y the Bﬂnk in this letter s given ds of the date of this-
e, and is provided I strict donfidence o you for your

015
merica 27"

own usé oily, without any responsibility, gnarantée, repmseniatlon, warranty (expressed -or
‘}mpheri), commitinent or liability on the p rt of the Bank, its parents, subsidiaries or aﬁihates or
any of its o their directors, officets of eniployees. to yen or any third party, and noné of them
assuines any duties or obligations 0 you in conneetion heréwith or any fransaction betweei yots
or your affiliates and the, Customer. ‘Thi letter is not to be, quoted or referred to without the
Bank’s priof wyitten consent, The Bank amot provide any apinions of the creditwiithiness of
the Customer or any of its affiliafes, and the above information does ribt constifute an opinion of
the Bank of the abilify of the Customer to syccessfully perforin its obligations under any
agreement it may enter Into with you, the Bank or-any other person or: entity,

The Bank has o duty and bndéttakes o responsibilily fo update or supplément the

information set forth i in this letter.

Véry fruly youts;

Mg Jois,

4 Name Mark Hardison
Title: Senior Vice President

434 Union Street 4ch Flnor /

IR0, Na;[\\rlll , TN 37279-1687

FBankiof Ararica, N;_‘L Member FDIC, Equat Mausing Lender tzezes & Rpcyclad Paper
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From: Mahaffey, Dr. Jennie
Sent: Monday, April 25, 2016 10:25 AM
To: Winick, Joe
Subject: The need is great.

Good morning, Joe.

FYl, we have a VA patient who is day #5 in our ED currently waiting on a medical bed to open up at the VA because they
also have no psych beds available. We also have 2 other patients in the ED waiting for Moc Bend currently. One is # 57

and the other is #45 on the wait list.

Jennie

Jennie Mahaffey, M.D.
Chief of Behavioral Health

UT Erlanger Behavioral Health
979 East 3rd Street, Ste A-443
Office:(423)778-2965

Fax: (423)778-2966
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UNANIMOUS WRITTEN CONSENT ACTION
' OF THE DIRECTORS OF
ERLANGER BEHAVIORAL HEALTH, LLC

Theffollowing actions are taken and the following business is transacted by the unanimous written
conse the directors (the “Directors™) of Erlanger Behavioral Health, LLC (the “Company”), as of
April 2016 pursuant to the Tennessee Limited Liability Company Act.

WHEREAS, the Directors are aware of that certain Contribution Agreement (the "Contribution
Agreement") between Company and Acadia Healthcare Company, Inc., a Delaware corporation
("Acadia"), in substantially the form attached hereto as Exhibit A, which contemplates the Company’s
issuance of a forty-nine percent (49%) membership interest in the Company in return for a cash payment of
One Dollar ($1) and the capital commitment to fund the design and construction of a new 88-bed inpatient
psychiatric facility, as more particularly described in the Contribution Agreement (the “Contribution”);

WHEREAS, the Directors have determined that the Contribution and related issuance of
membership interest is in the best interest of the Company; and

WHEREAS, the Directors deem it advisable, desirable, and in the best interest of the Company to
approve and authorize the Corntribution Agreement and all other instruments and documents necessary or
desirable in effecting the Contribution and the other transactions contemplated by the Contribution

Agreement.

NOW THEREFORE, BE IT RESOLVED, that the Directors hereby approve and authorize the
Contribution and in connection therewith, approve and authorize the execution of the Contribution
Agreement on behalf of the Company, as well as any other instruments and documents necessary or
desirable in effecting the Contribution;

FURTHER RESOLVED, that the Directors hereby approve and authorize the execution and delivery
by any Authorized Officer (as hereinafter defined) of the Contribution Agreement with such additional changes
as such Authorized Officer reasonably believes are in the best interest of the Company, and any other
instruments and documents necessary or desirable in effecting the other transactions contemplated by the

Contribution Agreement;

FURTHER RESOLVED, that Robert Brooks, FACHE, Jeff Woodard, Britt Tabor, FACHE, Gregg
Gentry, and Joseph Winick (each an “Authorized Officer”) be, and each of them hereby is, authorized and
directed, from time to time and in the name and on behalf of the Company, to do and perform all acts, to make,
execute, deliver, certify, or file all such agreements, certificates, instruments, deeds, leases, assignments,
notices, and other documents as may be required by, or as such officer or officers deem necessary, proper, or
desirable in connection with, the performance by the Company of the foregoing resolutions, to pay such fees
required by or in furtherance of the foregoing resolutions, and to take all such other steps as they may deem
necessary, advisable, or convenient and proper to carry out the intent of this and the foregoing resolutions, all
such actions to be performed in such forms as such officer or officers shall approve and the performance or
execution thereof by such offic