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DOH/PPA/…CON#1601-002                                                     Children’s Hospital at Erlanger and Erlanger East Hospital 
                                          Neonatal Nursery Services 
                                                                Construction, Renovation, Expansion, and 
                                                              Replacement of Health Care Institutions 

CERTIFICATE OF NEED 
REVIEWED BY THE DEPARTMENT OF HEALTH 

DIVISION OF POLICY, PLANNING AND ASSESSMENT 
615-741-1954 

 
DATE: March 31, 2016 
  
APPLICANT: Children’s Hospital at Erlanger and Erlanger East Hospital 
 1755 Gunbarrel Road 
 Chattanooga, Tennessee 37403 

 
CN1601-002 

  
CONTACT PERSON: Joseph Winick 
 975 East 3rd Street 
 Chattanooga, Tennessee 37403 
  
COST: $7,021,555 
In accordance with Section 68-11-1608(a) of the Tennessee Health Services and Planning Act of 
2002, the Tennessee Department of Health, Division of Policy, Planning, and Assessment, reviewed 
this certificate of need application for financial impact, TennCare participation, compliance with 
Tennessee’s State Health Plan, and verified certain data.  Additional clarification or comment 
relative to the application is provided, as applicable, under the heading “Note to Agency Members.” 
 
SUMMARY: 
The applicant, Children’s Hospital at Erlanger and Erlanger East Hospital;, owned by the 
Chattanooga-Hamilton County Hospital Authority d/b/a Erlanger Health System, with an ownership 
type of governmental, and to be managed by itself, seeks Certificate of Need (CON) approval to 
modernize the CON originally issued in 2004 (CN0405-047AE) by seeking approval for the initiation 
of a 10 bed Level 3 Neonatal Intensive Care (NICU) service, and transfer 10 medical/surgical beds 
from Erlanger Medical Center to Erlanger East Hospital and reclassify them to Neonatal Intensive 
Care beds.  If approved, the number of hospital beds at Erlanger East Hospital will total 123.  The 
expansion of Erlanger East Hospital is currently still in progress.  No other health care service will 
be initiated or discontinued. 
 
Construction costs for the Level III NICU are $3,551,783 for 8,805 square feet or $403.38 per 
square foot.  This cost is higher than the three year average of hospital construction costs. 
 
The applicant, Erlanger Medical Center is solely owned by Chattanooga-Hamilton County 
Hospital Authority, a governmental hospital authority, d/b/a Erlanger Medical Center. 
 
The total project cost is $7,021,555 and will be funded from the operations of Erlanger Health 
Systems. 
 

GENERAL CRITERIA FOR CERTIFICATE OF NEED 
 
The applicant responded to all of the general criteria for Certificate of Need as set forth in the 
document Tennessee’s State Health Plan. 
 
NEED: 
The applicant’s primary service area is Hamilton County; with a secondary service area that 
includes Bledsoe, Bradley, Grundy, Marion, McMinn, Meigs, Polk, Rhea, Sequatchie; and a tertiary 
service area that includes Coffee, Cumberland, Franklin, Loudon, Monroe, Roane, Van Buren, and 
Warren counties in Tennessee.  The applicant also includes nine counties in Georgia, one county in 
North Carolina, and two counties in Alabama in their tertiary service area. 
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Service Area Women, Ages 15-44, 2016-2020 

For All Tennessee Service Area Counties 
County 2016 

Population 
2020 

Population 
% Increase/ 
(Decrease) 

Bradley 20,736 21,288 2.7% 
Bledsoe 1,972 1,940 -1.6% 
Coffee 10,014 10,180 1.7% 
Cumberland 8,521 8,661 1.6% 
Franklin 7,586 7,609 0.3% 
Grundy 2,192 2,051 -6.4% 
Hamilton 68,659 70,095 2.1% 
Loudon 7,981 8,121 1.8% 
Marion 4,694 4,543 -3.2% 
McMinn 9,406 9,313 -1.0% 
Meigs 1,907 1,893 -0.7% 
Monroe 7,696 7,815 1.5% 
Polk 2,924 2,881 -1.5% 
Rhea 6,021 6,192 2.8% 
Roane 8,651 8,383 -3.1% 
Sequatchie 2,622 2,701 3.0% 
Van Buren 846 818 -3.3% 
Warren 7,159 7,226 0.9% 

Total 179,587 181,710 1.2% 
                       Source: Tennessee Population Projections 2000-2020, June 2013 Revision, Tennessee 
                                   Department of Health, Division of Policy, Planning, and Assessment 
 
In 2004, Erlanger East Hospital applied for and received CON approval (CN0405-047AE) for the 
relocation of 79 beds from Erlanger Medical Center and the expansion of services to include a full 
service emergency department and Cardiac Cath Lab for diagnostic procedures.  The project has 
been implemented in phases over the last 11 years.  Erlanger East Hospital seeks approval to 
modernize its facility for this phase of the expansion project. 
 
Currently, nine of the approved 79 beds have been implemented; leaving 42 medical, 22 surgical, 
and 6 Level II NICU beds yet to be implemented. 
 
Erlanger East Hospital seeks approval to initiate and operate a 10 bed Level III NICU.  Erlanger 
East Hospital is licensed and operates as a satellite facility of Erlanger Medical Center; its beds are 
included in the Erlanger Medical Center license.  The 10 additional Level III beds are to be 
transferred from Erlanger Medical Center and converted to NICU beds.  At completion, Erlanger 
East Hospital will have 123 licensed beds.  Currently, 43 beds are staffed.  The total licensed 
complement of beds at Erlanger Medical Center and Erlanger East Medical Center is 788 beds and 
will remain so at the completion of all CON projects. 
 
The applicant states Children’s Hospital at Erlanger NICU unit has an “effective capacity” of 56 
beds.  This is the number of beds which have a “permanent monitor”.  Due to increased need for 
NICU services, the applicant has set up 8 additional beds with mobile monitoring equipment due to 
space constraints within the unit. 
 
Erlanger Health System/Children’s Hospital at Erlanger is the Regional Perinatal Center for the 
Southeast Tennessee Regional.  The applicant reports 67% of NICU patients originated from the 
10-county Southeast Perinatal Region.  Additionally, 74% of NICU patients were from the 18-
county Tennessee service area.  The applicant reports 67% of NICU utilization is TennCare and 
Medicaid, indicating the need for a system of care for those who are most vulnerable, neonatal 
patients of low income families. 
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 The NICU beds currently located in the applicant’s Tennessee service area include: 
 

Facility Beds 
Erlanger Medical Center 64 Level III 
Parkridge East  22 Level III 
Skyridge Medical Center 3 Level II 
Erlanger East 6 Level II 
Starr Regional Medical Center 11 Level II 

Total 106 Beds 

 
Hamilton Medical Center in Dalton, Georgia has 4 Level III beds. Including the Georgia beds 
increases the combined service area beds to 110. 
 
The Southeast Tennessee Perinatal Region includes Bledsoe, Bradley, Grundy, Hamilton, McMinn, 
Marion, Meigs, Polk, Rhea, and Sequatchie counties. 
 
The Tennessee Department of Health, Division of Policy, Planning, and Assessment calculated the 
NICU bed need for the Southeast Perinatal Region in the table below. 
 

Births and NICU Births and Bed Need in Southeast Perinatal Region 
County Number 

of Births 
Rate 2020 Est. 

15-44 
Population 

2020 
#Est. 
Births 

Projected 
NICU Bed 

Need 
Bledsoe 119 61.3 1,940 119 1 
Bradley 1,206 58.9 21,288 1,254 10 
Grundy 151 65.2 2,051 134 1 
Hamilton 4,144 59.4 70,095 4,160 33 
Marion 324 64.8 4,543 294 2 
McMinn 553 58.6 9,313 546 4 
Meigs 102 53.0 1,893 100 1 
Polk 177 62.1 2,881 179 1 
Rhea 384 64.6 6,192 400 3 
Sequatchie 152 60.6 2,701 164 1 

Projected Region Total Bed Need     59 
                              Tennessee Department of Health, Division of Policy, Planning, and Assessment 
 
The applicant included four counties from the Middle Tennessee Perinatal Region and four counties 
from the East Tennessee Perinatal Region in their service area. 
 

County Number of 
Births 

Rate 2020 Est. 
15-44 

Population 

2020 
#Est. 
Births 

Projected 
NICU Bed 

Need 
Coffee (Middle) 693 70.6 10,180 719 6 
Cumberland (East) 548 65.2 8,661 564 5 
Franklin (Middle) 399 52.5 7,609 400 3 
Loudon (East) 510 64.3 8,121 522 4 
Monroe (East) 527 69.1 7,815 540 4 
Roane (East) 433 51.2 8,383 429 3 
Van Buren (Middle) 61 68.3 818 56 0 
Warren (Middle) 477 66.4 7,226 480 4 
Applicant’s Projected Bed 
Need Using Additional 
Region’s Counties 

    30 
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The Tennessee Department of Health, Division of Policy, Planning, and Assessment calculated the 
8 additional counties from the Middle and Eastern Perinatal Regions, increasing the total bed need 
from 59 in the Southeast Perinatal Region, to 89 for the 18-county Tennessee service area. 
 
TENNCARE/MEDICARE ACCESS: 
The applicant participates in the TennCare and Medicare programs and Georgia Medicaid. 
 
The applicant projects NICU TennCare/Medicaid revenues of $10,091,518 or 32% of total gross 
revenues at Erlanger East and $94,686,652 or 67% of total gross revenues at Erlanger Medical 
Center and Erlanger East combined. 
 
ECONOMIC FACTORS/FINANCIAL FEASIBILITY: 
The Department of Health, Division of Policy, Planning, and Assessment have reviewed the Project 
Costs Chart, the Historical Data Chart, and the Projected Data Chart to determine if they are 
mathematically accurate and if the projections are based on the applicant’s anticipated level of 
utilization.  The location of these charts may be found in the following specific locations in the 
Certificate of Need Application or the Supplemental material: 
 
 Project Costs Chart:  The Project Costs Chart is located on page 54 of the application.  

The total projected project cost is $7,021,555. 
 

 
Historical Data Chart: The Historical Data Chart is located page 58 of the application.  The 
applicant reported 29,066, 30,394, and 33,340 inpatient admissions in 2013, 2014, and 2015 
with net operating income of $($24,835,171), $1,705,800, and $22,885,876 each year, 
respectively. 

 
Projected Data Chart: The Projected Data Chart is located in Supplemental 1.  The 
applicant projects 27,957 NICU patient days in years one and two of the project, with net 
operating revenues of $25,901,633 and $25,884,395 each year, respectively. 

 
The applicant’s average charge, deduction, and net revenue are provided in the following table. 
 

Average Gross Charge $33,643 

Average Deduction $25,034 

Average Net Revenue $8,609 

 
For Medicaid, the average gross charge, deduction and net revenue the average are provided in 
the following table. 
 

Average Gross Charge $33,643 

Average Deduction $25,667 

Average Net Revenue $6,888 

 
The only alternative considered was the addition of 10 NICU Level III beds at Erlanger East. 
 
CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTHCARE: 
The applicant has transfer agreements will other facilities in the Erlanger Health System, as well as 
over 60 hospitals and other providers in the four state service area. 
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According to the applicant, this proposal will be positive for the healthcare system in that it will 
deliver the most appropriate level of care for those who need it regardless of ability to pay.  In 
addition, the proposal will distribute needed services across the service area improving patient 
access. 
 
The proposed staffing for the NICU at Erlanger East and Erlanger Medical Center in year one is as 
follows: 
    

Position Erlanger 
East 

Hospital 
NICU 

Erlanger 
Medical 
Center 
NICU 

Nurse 
Practitioner  

4.5 FTE 16.5 FTE 

Registered 
Nurse 

32.98 
FTE 

134 FTE 

Pharmacists  
 

4.0 FTE 13.0 FTE 

Respiratory 
Therapist 

9.57 FTE 19.57 
FTE 

Total 51.05 
FTE 

183.07 
FTE 

 
Currently there are 48 board certified Obstetricians, 6 full time and 4 part time board certified 
Neonatologists, 1 NICU Medical Director, 1 Women’s Service Director, and 1 Assistant Nurse 
Manager. 
 
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. 
 
Further, affiliation with the University of Tennessee, College of Medicine includes training of senior 
medical students on clinical rotation as well as graduate medical education for training of residents 
and advanced fellowships in various specialties. 
 
Erlanger is licensed by the Tennessee Department of Health, Board for Licensing Healthcare 
Facilities and accredited by The Joint Commission.  
 

SPECIFIC CRITERIA FOR CERTIFICATE OF NEED 
 
The applicant responded to all relevant specific criteria for Certificate of Need as set forth in the 
document Tennessee’s State Health Plan. 
 

NEONATAL NURSERY SERVICES 
 
1. The total number of neonatal intensive and intermediate care beds should not exceed eight 

beds per 1,000 live births per year in a defined neonatal service area. 
 
 The applicant complies. 
 
2. The need shall be based upon the current year’s population projected four years forward. 

 
The Tennessee Department of Health, Division of Policy, Planning, and Assessment 
calculated the NICU bed need for the Southeast Perinatal Region in the table below. 
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Births and NICU Births and Bed Need in Southeast Perinatal Region 

County Number 
of Births 

Rate 2020 Est. 
15-44 

Population 

2020 
#Est. 
Births 

Projected 
NICU Bed 

Need 
Bledsoe 119 61.3 1,940 119 1 
Bradley 1,206 58.9 21,288 1,254 10 
Grundy 151 65.2 2,051 134 1 
Hamilton 4,144 59.4 70,095 4,160 33 
Marion 324 64.8 4,543 294 2 
McMinn 553 58.6 9,313 546 4 
Meigs 102 53.0 1,893 100 1 
Polk 177 62.1 2,881 179 1 
Rhea 384 64.6 6,192 400 3 
Sequatchie 152 60.6 2,701 164 1 

Projected Region Total Bed Need     59 
                              Tennessee Department of Health, Division of Policy, Planning, and Assessment 
 
The applicant included four counties from the Middle Tennessee Perinatal Region and four counties 
from the East Tennessee Perinatal Region in their service area. 
 

County Number of 
Births 

Rate 2020 Est. 
15-44 

Population 

2020 
#Est. 
Births 

Projected 
NICU Bed 

Need 
Coffee (Middle) 693 70.6 10,180 719 6 
Cumberland (East) 548 65.2 8,661 564 5 
Franklin (Middle) 399 52.5 7,609 400 3 
Loudon (East) 510 64.3 8,121 522 4 
Monroe (East) 527 69.1 7,815 540 4 
Roane (East) 433 51.2 8,383 429 3 
Van Buren (Middle) 61 68.3 818 56 0 
Warren (Middle) 477 66.4 7,226 480 4 
Applicant’s Projected Bed 
Need Using Additional 
Region’s Counties 

    30 

 
The Tennessee Department of Health, Division of Policy, Planning, and Assessment calculated the 
8 additional counties from the Middle and Eastern Perinatal Regions, increasing the total bed need 
from 59 in the Southeast Perinatal Region, to 89 for the 18-county Tennessee service area. 
 
The NICU beds currently located in the applicant’s Tennessee service area include: 
 

Facility Beds 
Erlanger Medical Center 64 Level III 
Parkridge East  22 Level III 
Skyridge Medical Center 3 Level II 
Erlanger East 6 Level II 
Starr Regional Medical Center 11 Level II 

Total 106 Beds 
 
3. A single neonatal special care unit shall contain a minimum of 15 beds.  This is considered to 

be the minimum necessary to support economical operation of this service.  An adjustment 
in the number of beds may be justified due to geographic remoteness. 
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 The applicant is proposing a 10-bed unit.  Children’s Hospital at Erlanger has a 64-bed NICU.  
The applicant is a satellite of Erlanger Medical Center. 

 
4. The applicant shall designate a specific service area which is compatible with Department of 

Health guidelines pertaining to this service. 
 

The applicant’s primary service area is Hamilton County; with a secondary service area that 
includes Bledsoe, Bradley, Grundy, Marion, McMinn, Meigs, Polk, Rhea, Sequatchie; and a 
tertiary service area that includes Coffee, Cumberland, Franklin, Loudon, Monroe, Roane, 
Van Buren, and Warren counties in Tennessee.  The applicant also includes nine counties in 
Georgia, one county in North Carolina, and two counties in Alabama in their tertiary service 
area. 

 
5. The applicant should demonstrate the ability to comply with the standards developed in the 

Tennessee Perinatal Care System Guidelines for Regionalization, Hospital Care Levels, 
Staffing and Facilities. 

 
The applicant complies. 
 

6. The target population shall have access to the proposed service in terms of payment for 
services, transportation, parking, geographical barriers, and access for the handicapped. 

 
The applicant complies. 
 

7. The Department of Health will consult with the Perinatal Advisory Committee regarding 
applications. 

 
The Perinatal Advisory Committee has a copy of the application for review. 

 
CONSTRUCTION, RENOVATION, EXPANSION, AND REPLACEMENT 

OF 
HEALTH CARE INSTITUTIONS 

 
1. Any project that includes the addition of beds, services, or medical equipment will be 

reviewed under the standards for those specific activities. 
 
2. For relocation or replacement of an existing licensed health care institution: 
 
 a. The applicant should provide plans which include costs for both renovation and 

relocation, demonstrating the strengths and weaknesses of each alternative. 
 
  Not applicable. 
 
 b. The applicant should demonstrate that there is an acceptable existing or projected 

future demand for the proposed project. 
 

 The applicant complies. 
 
3. For renovation or expansions of an existing licensed health care institution: 
 
 a. The applicant should demonstrate that there is an acceptable existing demand for the 

proposed project. 
 

The applicant’s primary service area is Hamilton County; with a secondary service area 



__________________________________________________________________________________________________ 
DOH/PPA/…CON#1601-002                                                     Children’s Hospital at Erlanger and Erlanger East Hospital 
                                          Neonatal Nursery Services 
                                                                                            Construction, Renovation, Expansion, and 
                                                              Replacement of Health Care Institutions 
 
 

- 8 - 

that includes Bledsoe, Bradley, Grundy, Marion, McMinn, Meigs, Polk, Rhea, Sequatchie; 
and a tertiary service area that includes Coffee, Cumberland, Franklin, Loudon, Monroe, 
Roane, Van Buren, and Warren counties in Tennessee.  The applicant also includes nine 
counties in Georgia, one county in North Carolina, and two counties in Alabama in their 
tertiary service area. 

 
The applicant states Children’s Hospital at Erlanger NICU unit has an “effective 
capacity” of 56 beds.  This is the number of beds which have a “permanent monitor”.  
Due to increased need for NICU services, the applicant has set up 8 additional beds 
with mobile monitoring equipment due to space constraints within the unit. 
 
Erlanger Health System/Children’s Hospital at Erlanger is the Regional Perinatal Center 
for the Southeast Tennessee Regional.  The applicant reports 67% of NICU patients 
originated from the 10-county Southeast Perinatal Region.  Additionally, 74% of NICU 
patients were from the 18-county Tennessee service area.  The applicant reports 67% 
of NICU utilization is TennCare and Medicaid, indicating the need for a system of care 
for those who are most vulnerable, neonatal patients of low income families. 

 
  The applicants states occupancy has ranged from 97.7% in January 2015 to as high as 

125% in December 2015 based on a 56 bed “effective capacity”. 
 
 b. The applicant should demonstrate that the existing physical plant’s condition warrants 

major renovation or expansion. 
 

In 2004, Erlanger East Hospital applied for and received CON approval (CN0405-047AE) 
for the relocation of 79 beds from Erlanger Medical Center and the expansion of 
services to include a full service emergency department and Cardiac Cath Lab for 
diagnostic procedures.  The project has been implemented in phases over the last 11 
years.  Erlanger East Hospital seeks approval to modernize its facility plan for this phase 
of the expansion project. 
 
Currently, nine of the approved 79 beds have been implemented; leaving 42 medical, 
22 surgical, and 6 Level II NICU beds yet to be implemented. 
 
The physical plant was originally constructed in 1997.  The space associated with these 
projects was planned for a specific uses of the services contained there.  Therefore, 
there is no space available on campus to accommodate the 10 Level III NICU beds 
without new construction. 


