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Dear Mr. Cummings:

Attached is the final Report of the Committee of the Health Services Council on the application
of Lawrence & Memorial Corporation for change in effective control of The Westerly Hospital
(Report).

The Rhode Tsland Department of Health accepts the recommendation of the Health Services
Council and hereby approves the application and adopts the attached Report in its entirety.

Approval and implementation of the application will result in the fermination of the existing
hospital license issued to The Westerly Hospital and the issuance of a new hospital license to
LMW Healthcare, Inc. d/b/a The Westerly Hospital, which is ultimately owned by Lawrence &
Memorial Corporation, as identified in the Report.

Please contact the Office of Facilities Regulations at (401) 222-2566 to request the appropriate
licensure forms necessary to implement the change in effective control.
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At the meeting of 9 April 2013 of the Health Services Council, the following new information was

presented on the record’:

O

At the 9 April 2013 meeting of Health Services Council, it was presented by the applicant
that deficiency findings from the January 2013 survey conducted by the Connecticut
Department of Public Health were provided to [MH on 28 March 2013 and that LMH must
provide a plan of correction to address the defigiencies by 11 Apnil 2013, A letter of 3 Aprii
2013 from Dr. Robert Crausman, a consultant engaged bv the Rhode Island Department of
Health, stated in_conclusion that these types of deficiencies are commonly identified in
inspections survevs and he reiterated that “L&M has demonstrated that it has the clinical,
administrative, and board level leadership, an established infrastructure, and expertise
requisite to foster a culture of patient safety and quality as it acquires WH. "

At the 9 April 2013 meeting of Health Services Council, it was presented by the applicant
that subsequently, on 2 April 2013, Office Health Care Access in Connecticut notified [.MH

and Associated Specialisis of Southeastern Connecticut, Inc. (an affiliate of [MH) that thev

needed regulatory approval to effectuate the changes to provision of service in 2008 and must
file a Certificate of Need application.

Additionally, Dr. Robert Crausman, a consultant engaged by the Rhode Island Department of
Health in a letter of 3 April 2013, reviewed the deficiency findings of the Connecticut
Department of Public Health relating to the January 2013 survey, He stated in conclusion that
these types of deficiencies are commonly identified jn inspections survevs and he reiterated
that “L&M has demonstrated_ithat it _has the clinical. administrative, and board [evel
leadership, an established infrastructure,_and expertise requisite to foster a culture of patient
safety and quality.as it acquires WH. .

At the mecting of 9 April 2013 of the Health Services Council, the Special Master of TWH
provided an update with regards to resolution of the contingencies, as follows;

o Settlement related to an OIG investigation has been reached pending final approval from
the Main Justice in DC. Once, it is received, a hearing will be scheduled before The
Superior Court for approval of the settlement.

o The Superior Court approved the proposed settlement with Pension Benefit Guarantee
Association for “distress termination”:

o Resolution of the existing lease for the North Stoning Heath Center in North Stonington
CT is scheduled for a hearing on 23 April 2013 before The Superior Court.

At the meeting of 9 April 2013 of the Health Services Council, with regards to the
outstanding $2.3 million due to the Division of Taxation from TWH, the Special Master
represented that it is his position that $1.4 million of that amount is included as assurmed
liability under the APA but that he needs to discuss this with the applicant. Additionally, the
Mastership could utilize money available post closing and that $2 million has been reserved
for settling this matter. He also noted that the licensing fee owed to the Departinent of Health
will paid at the closing,

! All double underlined inforrgation reflects the action at the full Health Services Council meeting of 9 April 2013,




I. SYNOPSIS
Project Review Committee-II of the Health Services Council recommends that the application of

Lawrence & Memorial Corporation for change in effective control of The Westerly Hospital, a 125-bed
hospital located at 25 Wells Street in Westerly, be approved.

II. PROPOSAL DESCRIPTION

The Westerly Hospital Healthcare, Inc. and related entities

The Westerly Hospital Healthcare, Inc. is the parent entity of several entities including, but not limited
to, The Westerly Hospital (“TWH?”), Atlantic Medical Group, Inc., North Stonington Health Center,
Inc., and Women’s Health of Westerly, LLC (see chart below).
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TWH is a 125-bed non-profit community hospital located in Westerly, Rhode Island. Its primary
services area includes: Westerly, Rhode Island; Hopkinton, Rhode Island; and Stonington,
Connecticut. Its secondary service area includes: Charlestown, Rhode Island; Groton, Connecticut,
Ledyard, Connecticut; West Kingstown, Rhode Island; Wyoming, Rhode Island; Carolina, Rhode
Island; and Wood River Junction, Rhode Island.

Atlantic Medical Group, Inc. is a 30-plus, multi-specialty physician group practice. It employs
physicians of TWLL.




North Stonington Health Center, Inc. operated and/or operates an urgent care, physical therapy,
laboratory/radiology, and primary care practices in North Stonington, Connecticut.

Women’s Health of Westerly, LLC opecrates an obstetric/gynecological practice in Westerly, Rhode
Island.

Mastership

Due to deteriorating financial position, on December 7, 2011, a Temporary Special Master was
appointed for TWH and related entities and on January 3, 2012, a Permanent Special Master was
appointed. The Special Master sought proposals for the acquisition of the Westerly entities.
Subsequently, on September 10, 2012, the Superior Court approved the sale of the assets of TWH and
related entities to LMW Healthcare, Inc. and LMW Physicians, Inc., whose parent company is
Lawrence & Memorial Corporation.

Lawrence & Memorial Corporation

Lawrence & Memorial Corporation (“L+M”) is the parent entity to several enfities including the
Lawrence & Memorial Hospital (“LMH”) L & M Physician Associations, Inc. (“LMPA”) and LMW
Healthcare, Inc. (see chart below). L+M and LMW Healthcare, Inc. are collectively referred fo as the
applicant.
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LMH is 280-bed hospital in New London, Connecticut that has been providing care to the residents of
eastern Connecticut, southern Rhode Island, and Fisher’s Island, New York communities. It is accredited
by the Joint Commission and the Commission on Accreditation of Rehabilitation Facilities. 1MH
provides inpatient and outpatient care to medical, surgical, pediatric, rehab, psychiatric, and obstetrical
patients. Itis 19.6 miles away from TWH.

LMPA is a non-profit, multi-specialty medical group practice which employs 53 physicians, 35 non-
physician providers, and approximately 181 support personnel. It provides the range of office-based
visits, outpatient and inpatient surgeries, and specialty consultations. Many of LMPA’s providers
maintain privileges at LMH.

LMW Healthcare, Inc. is a newly created Rhode Tsland non-profit company created to hold the asset of
and operate TWH.

The Proposed Transaction

L+M, through its subsidiaries LMW Healthcare, Inc. and LMW Physicians, Inc.”, proposes to purchase
the assets of TWH and related entities pursuant to the court-approved Asset Purchase Agreement
(“APA™) for total consideration of $69,138,653, (subject to standard adjustments and pro-rations) as
detailed below:

Py ice and Consideration = S e e Amout e
(1) Assumption of Liabilities $15,016,000
(i1) Third Party Payer Liabilities $725,000
(i11) Accrued Payroll $4,160,000
(iv-a) Asset Retirement obligations $1,426,000
Restricted Assets $(9,488,000)
Accounts Receivable $(8,900,944)
Assumption of Select Accounts Payable $19,131,610
Sub-total Liabilities assumed $22,069,666

(iv-b) Seller retention of liquid assets $5,896,987
Sub-total Purchase Price (Balance Sheet Acquisition) $27,966,653
(iv-c) Closing Cost - estimate $1,500,000
(iv-d) Malpractice Tail Insurance -estimate $2,000,000
(iv-¢) Long-term commitment (5 yrs) capex (funds annual depreciation) $30,000,000
Down payment $500,000
North Stonington Rent $672,000
(iv-¢) Restructuring plan - turnaround cash flows (over 2 years) $6,500,000
| Total Purchase price and consideration $69,138,653

"Subsequent to the APA the plan was revised and it is LMPA not LMW Physicians, Inc. that will employ staff of Atlantic
Medical Group, Inc. and Women’s Health of Westerly, LLC.
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According to the application, the purchase price will be financed using a short-term bridge loan
strategy.  Commitments from bank of America and Washington Trust have been received.
Development of a long-term financing strategy is underway that involves other projects at L+M. The
strategies being explored include tax-exempt financing and/or commercial lending. Given the strong
financial positions of parent company, a number of banks and financial institutions have expressed
interest as partners in a long-term debt issuance or related strategy. Execution of the long-term
strategy will take place within 12 months post-closing. L-+M anticipates an equity contribution of
approximately $6 million towards the purchase price and short-term bridge financing of approximately
$20 million. L+M’s balance sheet has in excess of 200 days cash-on-hand, all of which 1s unrestricted
and investments in excess of $200 million. These funds will be used for the equity contribution.

As a result of the proposed transaction, the assets of TWH will be transferred to LMW Healthcare, Inc.
which will continue to operate the hospital under the name of The Westerly Hospital. Certain
physician and non-physician providers currently employed at Atlantic Medical Group, Inc. and
Women’s Health of Westerly, LLC will be employed by LMPA. North Stonington Health Center, Inc.
will be used by LMPA to locate certain physician practices.

Pursuant to the APA the following commitments, among others, are being made:

o L + M will maintain the hospital as an acute care, community hospital for a period of at least
five (5) years after closing;

o L + M has committed to maintain clinical services offered at the hospital for a two (2) year
period after closing;

o L+M will conitnue using The Westerly Hospital name, maintain its non-profit status, and
embrace its community mission.

o The new hospital Board will contain residents of the Westerly service area.

o Post-transaction, L+M Board will contain residents of the Westerly service area.

o L+M has committed to make $30 million in capital expenditures m technology, equipment, and
expanded services over the first 5 years post-closing,

o L+M has committed a $6.5 million of working capital to the hospital during the first 2 years to
continue the economic turnaround plan

o 1AM will offer initial employment post-transaction to trade and services personnel of the
Westerly Entities (excluding certain management personnel and administrative support
personnel), union and non-union, and subject to positive post-closing review and economic
developments, L+M plans to offer employment to most of the Westerly Entities’ other
employees.

II. INTRODUCTION

Pursuant to the requirements of Chapter 23-17 of the General Laws of Rhode Island entitled "Licensing of
Health Care Facilities,” the applicant filed for change in effective control of the subject-licensed facility.
This request is made because the statute requires that any proposed change in owner, operator or lessee of
a licensed health care facility be reviewed by the Health Services Council and approved by the state-
licensing agency prior to implementation.



Staff reviewed the application and, after corrections of deficiencies, found it to be acceptable in form.
Staff notified the applicant and the general public, by a notice on the Department’s website and via e-
mail, that the review would commence on 29 January 2013. The notice also advised that all persons
wishing to comment on the application submit their comments to the state agency by 28 February 2013
when practicable. Written and/or oral comments were made by:

o Ole Kushner Harmanson of AFT Connecticut;

o Steven T. Hartford, Chairperson of the Westerly Hospital Area Residents Committee and Town
Manager of Westerly;
Jackie Desmond, President of the Local 5075;
Dr. Pamela Connors, Gastroenterologist at The Westerly Hospital;
Greg Kotecki of AFT Connecticut;
The Westerly Hospital Foundation;
Christopher Callaci, General Counsel to the United Nurses and Allied Professionals; and
Dennis Algiere, RI Senate Minority Leader.

O 000 00

The Project Review Commitice assigned to review this proposal met on 14 February 2013, 28
February 2013, 14 March 2013, and 28 March 2013 with the applicant and its legal counsel in
attendance at each meeting.

The Project Review Comrmnittee was aware of the concurrent expeditious hospital conversion review
pursuant to the requirements of RIGL 23-17.14-12.1 (The Hospital Conversions Act).

At the meeting of 28 March 2013 the Project Review Committee considered six conditions of approval
proposed by the applicant, and those conditions were incorporated into the motion to approve the
application. The Project Review Committee voted six in favor, none opposed, one recusal and one
abstention (6-0-1-1) to recommend that the application be approved subject to the conditions of approval
contained in section VI of this report.

V. FINDINGS

Section 23-17-14.3 of the licensing statute and section 4.5 of the Rules and Regulations for Licensing
of Hospitals (R23-17 HOSP) requires the Health Services Council to consider specific review criteria
in formulating a recommendation for a change in effective control. The applicant addressed relevant
considerations referred to in the review criteria.

The Committec's comments and findings on each of the criteria are as follows:

A. The character, competence, commitment, and standing in the community of the proposed
owners, operators or directors of the health care facility

In assessing character, competence, commitment, and standing in the community of I.+M and
its entities, the Project Review Committee considered the following information on the record:

e Track record of LMH
e Quality improvement initiatives at LMH
5



e (Consultants’ Presentations
e Commitments

e (Contingencies

¢ Linancial Performance

e Public Comments

Ticensure track record of LMH

LMH is accredited by The Joint Commission. From 6 March 2011 to March of 2013, LMH was
under a two-year consent order with the Facility Licensing Investigation Section (“FLIS”) of
the Connecticut Department of Public Health. The consent order was the result of multiple
violations, most significant of which were relating to the care of pediatric patients with
emergency or critical illness. Per consent order, LMH engaged Yale New Haven Children’s
Hospital as a clinical consulting entity. On 14 March 2013, the applicant provided an e-mail
confirming that the consent order has been lifted.

Additionally, in January of 2013 the Connecticut Department of Public Health conducted an
inspection of LMH that resulted in findings of ‘immediate jeopardy’. As a result, this triggered
referral to CMS for a CMS-level survey of the hospital’s compliance with Medicare Conditions
of Participation. LMH represented that it had immediately corrected the issue related to a piece
of biomedical equipment located in a patient care area; the resolufion of this matter 1s still on-
going with the regulatory authorities as the final report of findings from this survey has not yet
been provided to the LMH. At the 9 April 2013 meeting of Health Services Council, it was
presented by the applicant that deficiency findings from the January 2013 survey conducted by
the Connecticut Department of Public Health were provided to EMH on 28 March 2013 and
that LM must provide a plan of correction to address the deficiencies by 11 April 2013. A
letter of 3 April 2013 from Dr. Robert Crausman, a consultant engaged by the Rhode Island
Department of Health, stated in conclusion that these types of deficiencies are commonly
identified in inspections surveys and he reiterated that “L &M has demonstrated that it has the
clinical, administrative, and _board level leadership, an established infrastructuyre. and
expertise requisite to foster a culture of patient safety and quality as it acquires Wi~

Additionally, the Office Health Care Access (“OHCA”) in Connecticut has made inquiries to
IMH regarding change in operational status of certain outpatient service including OB/GYN
clinic, outpatient behavioral health clinic, and HIV/AIDS clinic. It was represented that LMH
last provided correspondence to OHCA on 20 February 2013 and has not received any further
cotrespondence from OHCA. At the 9 April 2013 meeting of Health Services Council, it wag
presented by the applicant that subsequently, on 2 April 2013, Office Health Care Access in
Connecticut notified LMH and Associated Specialists of Southeastern Connecticut, Inc. (an
affiliate of LMH) that they needed regulatory approval to effectuate the changes to provision of
service in 2008 and must file a Certificate of Need application,




Quality Improvement Initiatives

At the meeting of 28 February 2013 Sherry Strammiello, Chief Quality & Patient Safety
Officer and Director of Risk Management at LMH, provided an overview of initiatives to
create a culture of safety including: Crucial Conversations training for all staff, Just Culture
concepts introduced to Leadership with plans to begin training in FY'13, and participation in
state-wide implementation of High Reliability Science (Safety Starts With Me).

She reviewed Premier QUEST Initiative, in which LMH participates®, which is a collaborative
healthcare alliance of hospitals, health systems, and other healthcare sites. Its five measures are
cost of care, mortality ratio, patient experience, harm avoidance, and evidence-based care. For
the High Reliability Science,” she presented a slide for another hospital that participated in this
initiative that was able to achieve a 71.9% reduction in the number of harmful events over a 2
year period. She stated that LMH is laying the foundation, and traiming will begins in March of
2013.

Consultant’s Presentation

At the meeting of 28 March 2013 Dr. Robert Crausman, a consultant engaged by the Rhode
Island Department of Health, presented his analysis regarding LM (presentation at Tab A).
He reviewed the circumstances surrounding the consent order. He compared LMH to its peers
on specific performance measures and to TWH. He further discussed the quality improvement
initiatives of L.MH.

In conclusion he represented that:

o Over the past two years L&M has expanded its Quality and Patient Safety program. L&M
has an experienced leadership team charged with leading its Patient Safety initiaiives and
has accomplished effective engagement of its Board, administration, and clinical
leadership. It has a very sensible plan to integrate Westerly Hospital into this structure,
should this acquisition be approved.

o L&M’s publicly reported CMS quality metrics are comparable to its peers in the region.

o L&M has demonstrated that it has the clinical, administrative, and board level leadership,
an established infrastructure, and expertise requisite to foster a culture of patient safety
and quality as it acquires WH.

Additionally, Dr. Robert Crausman, a consultant engaged by the Rhode Island Department of
Health in a letter of 3 April 2013, reviewed the deficiency findings of the Connecticut

Department of Public Health relating to the January 2013 survey. He stated in conclusion that
these tvpes of deficiencies are commonly identified in inspections surveys and he reiterated that
«“r &M has demonstrated that it has the clinical, administrative, and board level leadership. an
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established infrastructure. and_expertise requisite to foster a culture of patient safety and
quality as it acquires WH.”

Commitments
Pursuant to the APA the following commitments, among others, are being made:

o L+ M will maintain the hospital as an acute care, community hospital for a period of at
least five (5) years after closing.

o L+ M has commiited to maintain clinical services offered at the hospital for a two (2) year
period after closing.

o L+M will continue using The Westerly Hospital name, maintain its non-profit status, and
embrace its community mmission.

o The new TWH Board will contain residents of the Westerly service area.
o Post-transaction, L+M Board will contain residents of the Westerly service area.

o L+M has committed to make $30 million in capital expenditures in technology, equipment,
and expanded services over the first 5 years post-closing.

o L+M has committed a $6.5 million of working capital to the hospital during the first 2 years
to continue the economic turnaround plan.

o L+M will offer initial employment post-transaction to trade and services personnel of the
Westerly Entities (excluding certain management personnel and administrative support
personnel), union and non-union, and subject to positive post-closing review and economic
developments; L+M plans to offer employment to most of the Westerly Entities” other
employees.

At the meeting of 28 March 2013 Steven Hartford, Chairperson of the Westerly Hospital Area
Residents Committee and Town Manager of Westerly, stated that while originally the Westerly
Hospital Area Residents Committee submitted a letter with proposed conditions, subsequently
an amendment has been made to the sale order in the Superior Court which satisfied their
concerns about being able fo, as a community, monitor the progress of the commitments in
terms of the investments in the hospital.

Contingencies

At the meeting of 28 March 2013, the Special Master of TWH identified the following
contingencies:

o Settlement related to an QIG investigation which has not yet received final approval. A
petition is expected to be filed the week of 1 April 2013.
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o Procurement of release from the Pension Benefit Guarantee Association for “distress
termination” is scheduled for a hearing before Superior Court on 8 April 2013,

o Resolution of the existing lease for the North Stonington Health Center in North
Stonington, CT is being negotiated. This matter is scheduled for a hearing before
Superior Court on 8 April 2013,

During the course of the review, the Special Master also noted the outstanding $2 million due
to the state from TWEH.

At the meeting of 9 April 2013 of the Health Services Council, the Special Master of TWH
provided an update with regards to resolution of the contingencies, as follows;

o Settlement related to an QI nvestigation has been reached pending final approval
from the Main Tustice in DC. Onge, it 1s received, a hearing will be scheduled beforg
The Superior Court for approval of the settlement.

o The Superior Court approved the proposed settlement with Pension Benefit
Guarantee Association for “distress termination”;

o Resolution of the existing lepse for the North Stoning Heath Center in_ North
Stonineton, CT is scheduled for a hearing on 23 April 2013 before The Superior
Court.

At the meeting of ¢ April 2013 of the Health Services Council, with regards to the outstanding
$2.3 million due to the Division of Taxation from TWH, the Special Master represented that it
is his position that $1.4 million of that amount ig included as assumed liability under the APA
but that he needs to discuss this with the applicant. Additionally, the Mastership could utilize
money available post closing and that $2 million has been reserved for settling this matter. He
also noted that the licensing fee owed to the Department of Health will paid at the closing.

Financial performance

At the meeting of 14 February 2013, L+M’s financial performance was reviewed.
Representatives of the applicant stated that L+M is an experienced health system with a proven
track records of providing high quality health care in a financially sustainable manner and that
“L+M will advance the turnaround efforts and preserve the Westerly Enfities as a community
asset and economic engine.”

Representatives of the applicant addressed the circumstances regarding recent layoffs and cost
cutting at LMH. [t was represented that: “the pressure of no increases from governmenial
payors coupled with some unavoidable cost increases resulted in the need to eliminate 22
positions in FY2013 in order to maintain adequate operating margins.” It was further noted
that “the budget gap was not a deficit to « breakeven point, but rather to a Board mandated 3%
operating margin.” 1t was also noted that “over the past 5 years through growth in services the
L+M System had created some 180 new position.”

At the meeting of 28 March 2013 Dr. John Schibler, consultant to the Rhode Island Department
of Health, noted that “while conducting the Westerly/L+M Merger Analysis, nothing has come
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to my aitention that would indicate any significant weaknesses in internal control.” { Additional
review of financial viability, competence and commitment 1s provided in criterion B below].

Public Comments

Oral and/or written comments in support of this proposal were made by Steven T. Hartford of
the Westerly Hospital Area Residents Committee;, The Westerly Hospital Foundation; Jackie
Desmond, President of the Local 5075, Dr. Pamela Connors, Gastroenterologist at The
Westerly Hospital; Senator Dennis Algiere RI Senate Minority Leader; and Christopher
Callaci, General Counsel to the United Nurses and Allied Professionals. Additionally,
representatives of AFT Connecticut, who raised questions in their written comments. The
applicant responded to those questions.

Specifically, at the meeting of 28 March 2013 the Special Master to TWH stated that he has
received nothing but public support for this proposal. At that meeting Steven T. Hartford of the
Westerly Hospital Arca Residents Committee and Christopher Callaci, General Counsel fo the
United Nurses and Allied Professionals, reiterated their support. Mr. Hartford noted that the
commitments to the hospital are substantial and once those commitments are realized, it will
put the hospital in a very good position to survive in the community.

The Commiitee considered the totality of the record - including the applicant’s presentations,
consultants’ presentations, filed documents, responses to questions, and public comments.

Finding: = The Committee finds that, based on the commentary presented and
representations made by the applicant, the applicant satisties this criterion.

. The extent to which the facility will provide, without materiai effect on its viability, sate and
adequate treatment for those individuals receiving the facility’s services

The following projections, as summarized, were provided in the application with regards to the
financial performance of TWH for the first three years - if the proposal is implemented:

2013 2014 2015
Total Revenue $84,736,658 | $86,600,658 | $86,600,658
Total Expenses $83,011,106 | $80,881,103 | $79,614,103
Operating Profit/{Loss) $1,725,552 | $5,712,555 | §6,986,555
Funding of Affiliales ${4,200.000) | ${4,200,000) | $(4,200,000)
System Total $(2,474,448) | $1,519,655 | $2,786,555

At the meeting of 28 March 2013 Dr. John Schibler of Harborview Consulting, LLC,
consultant to the Rhode Island Department of Health, presented his financial analysis
(presentation at Tab B).
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He presented positive information regarding financial performance of LMH including the
following:

O

Generally L+M has consistently demonstrated strong operational performance with key
ratios at or in excess of industry benchmarks:

O

O

Operating Margins and Excess Margins were generally above benchmarks,
except for a decline in 2012,

The Debt Service Coverage Ratio of L&M’s Obligated Group has consistently
exceeded industry benchmarks (3.8X in 2011) and L+M's covenant
requivements (1. 1X).

L+M’s Obligated Group has consistently demonsivated a strong cash position
with cash on hand in excess of 200 days for the entire period examined (FY

2008-2012). In addition L+M maintains cash on hand well above the 60 days
required by the bond agreements.

The debt-to-capitalization ratio of 27.3% is well below the benchmark (41%).

Carries a bond rating of A+ by both Standard & Poor’s (S&P) and Fitch,

In his overall assessment, the consultant represented the following:

o Nothing has come to my attention that would suggest that the proposed merger should
not be approved. This is based on the following:

o

Through Mastership, Westerly's operations have been restructured decreasing
operating losses. While losses are still significant, there are opportunities for
further improvement that will be available to Westerly through the merger.

L+M has demonstraied strong operational performance over the last five years.
The decline in margins that occurred in 2012 can be partially attributed to the
start-up of LMPA, a physician practice, and costs associated with the merger.

L+M's debt service coverage ratio is well above the covenants required by the
current outstanding bonds and significantly exceeds industry benchmark.

LAM has a strong balance sheet demonsirated by low leverage and a significant
cash position. The system has in excess of 200 days cash on hand which exceeds
the 60 days required by existing bond covenants and is well above industry
benchmarks.

L+M has an A+ bond rating from both S&P and Fitch. While S&P has revised
their outlook from “stable” to ‘“negative’ wmanagement has, to date,
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demonstrated the ability to manage operations.

According to the application, the purchase price will be financed using a short-term bridge loan
strategy. Commitments from Bank of America and Washington Trust have been recetved.
Development of a long-term financing strategy is underway, which involves other projects at
L+M. The strategies being explored include tax-exempt financing and/or commercial lending.
Given the strong financial positions of the parent company, a number of banks and financial
institutions have expressed interest as partners in a long-term debt issuance or related strategy.
Execution of the long-term strategy will take place within 12 months post-closing. 1L+M
anticipates an equity contribution of approximately $6 million towards the purchase price and
short-term bridge financing of approximately $20 million. L+M’s balance sheet has in excess
of 200 days cash-on-hand, all of which is unrestricted, and investments in excess of $200
million. These funds will be used for the equity contribution.

At the meeting of 28 March 2013, the CEO of LMH clarified that the $20 million loan from
Bank of America is not additional debt. It will be used to defease the bonds of TWH. The loan
will have a lower interest rate.

The Committee considered the totality of the record - including applicant’s presentations,
consultants’ presentations, filed documents, responses to questions, and public comments.

Finding: The Cominittec finds that, based on the commentary presented and representations
made by the applicant, the applicant satisfies this criterion.

. The extent to which the facility will provide safe and adequate treatment for individuals
receiving the health care facility's services

Pursuant to the information in the APA, TWH is under investigation by Office of Inspector
General with regards to Stark law and anti-kickback statue. Additionally, TWH 1s under
investigation by the Office of Inspector General with regards to self-referral disclosure. These
matters represent a contingency to the transaction going forward, and the Special Master
represented that these matter are being negotiated and should be resolved prior to closing.

As detailed in response to criterion A of this report, LMH was subject to a consent order that
was lifted in March of 2013, Additionally, the January 2013 survey of LMH resulted in
findings of ‘immediate jeopardy’. As a result, this triggered referral to CMS for a CMS-level
survey of the hospital’s compliance with Medicare Conditions of Participation. LMH
represented that it had immediately corrected the issue related to a piece of biomedical
equipment located in a patient care area; the resolution of this matter is still on-going with the

regulatory authorities as the final report of findings from this survey has not yet been provided
to the LMH.

Additionally, OHCA has made inquiries to LMH regarding change in operational status of
certain outpatient service including OB/GYN clinic, outpatient behavioral health clinic, and
HIV/AIDS clinic. It was represented that LMH last provided correspondence to OHCA on 20
February 2013 and has not received any further correspondence from OHCA.
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While at the 28 March 2013 meeting Dr. Robert Crausman, consultant to the Rhode Island
Department of Health, noted, among other, that:

o Over the past two years L&M has expanded its Quality and Patient Safety program. L&M
has an experienced leadership team charged with leading its Patient Safety initiatives and
has accomplished effective engagement of its Board, administration, and clinical
leadership. It has a very sensible plan to integrate Westerly Hospital into this structure
should this acquisition be approved.

o L&M’s publicly reported CMS quality metrics are comparable to its peers in the region.

o L&M has demonstrated that it has the clinical, administrative, and board level leadership,
an established infrastructure, and expertise requisite to foster a culture of patient safety
and quality as it acquires Wi

The Committee considered the totality of the record - including applicant’s presentations,
consultants’ presentations, filed documents, responses to questions, and public comments,

Finding: The Committee finds that, based on the commentary presented and representations
made by the applicant, the applicant satisfies this criterion.

. The extent to which the facility will provide appropriate access to traditionally under-served
populations

Pursuant to the Rules and Regulations Pertaining to Hospital Conversions (R23-17.14-HCA),
hospitals must provide full charity care (i.e., a 100% discount) to patients/guarantors whose
annual income is up to and including 200% of the Federal Poverty Levels (“I'PL”), taking into
consideration family unit size. Hospitals must also provide partial charity care (i.e., a discount
less than 100%) to patients/guarantors whose annual income is between 200% and up to and
including 300% of the FPLs, taking into consideration family unit size. The proposed charity
care policy of LMW Healtheare, Inc. d/b/a The Westerly Hospital will provide free care to
patients whose annual income is up to 250% of the FPL and 40% discount to patients within
251%-300% of the FPL.

The table below shows charity care levels over the past five years at LMH:

Charity Care Net Patient % of Net Patient
Year {Costs Foregone) Revenue Revenue
20608 $ 2,367,172 $ 265,186,141 0.8%%
2009 $ 2,524,664 $ 280,126,452 0.90%
2010 $ 2,486,247 $ 306,563,977 0.81%
2011 $ 2,985,266 $ 318,813,210 0.94%
2012 $ 2,646,956 $ 323,643,197 0.82%
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The table below shows charity care levels over the past four years at TWH:

Charity Care Net Patient % of Net Patient
Year {Costs Foregone) Revenue Revenue
2009 $ 434,836 3 84,143,536 0.52%
2010 $ 901,641 $ 86,545,353 1.04%
2011 3 719,764 $ 83,303,610 0.86%
2012 $ 663,644 3 81,453,751 0.81%

TWH will continue to participate in Medicare, Medicaid and Rlte Care.

The Committee considered the totality of the record - including applicant’s presentations, filed
documents, responses to questions, and public comments.

Finding: The Committee finds that, based on the commentary presented and
representations made by the applicant, the applicant satisfies this criterion.

. Consideration of the proposed continuation or termination of emergency, primary care,
and/or other core health care services by the facility:

TWIH, concurrent to the review of this proposal, has submitted a plan to the Rhode Island
Department of Health to eliminate obstetric labor and delivery services by June 1, 2013. The
Special Master provided status overview of the obstetric delivery and labor services (slide at
Tab C). LMH stated that it supports such plan of TWH.

Pursuant to the APA, the following commitments, among others, are being made for this
proposal:
o L+ M will maintain the hospital as an acute care, community hospital for a period of at
least five (5) years after closing.
o L + M has committed to maintaining clinical services offered at the hospital for a two
(2) year period after closing.

Additionally, L+M has committed $6.5 million of working capital, but it has not been decided
whether such amount will be used to add or expand services.

Representatives of the applicant stated that L+M is an experienced health system with a proven
track records of providing high quality health care in a financially sustainable manner and that
“L+M will advance the turnaround efforts and preserve the Westerly Entities as a community
asset and economic engine.”

Finding: The Committee finds that, based on the commentary presented and
representations made by the applicant, the applicant satisfies this criterion.

. The proposed immediate and long term plans of such health care facilities with respect to
the health care programs to be offered and health care services to be provided by such
health care facilities as a result of the merger, consclidation, or otherwise legal affiliation.
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At the meeting of 28 March 2013, the Committee raised questions regarding the plans for services
at TWH in light of its low 1patient occupancy rate. Bruce Cummings, CEO of LMH, stated that
Sg2, an independent consulting company in Chicago, predicts that the only inpatient service
line that will grow over the next 10 years is orthopedics (while every other inpatient service
line will decline). Mr. Cummings stated that Sg2 projects significant growth prospects in
outpatient services; as long as there is significant growth on the outpatient side, having a
relatively smaller inpatient volume is not a fatal flaw.

Pursuant to the APA, the following commitments, among others, are being made:
o L+ M will maintain the hospital as an acute care, community hospital for a period of at
least five (5) years after closing.
o L + M has committed to maintaining clinical services offered at the hospital for a two
(2) year period after closing.

Additionally, L-+M has committed $6.5 million of working capital, but 1t has not been decided
whether such amount will be used to add or expand services.

The long-term plans of L+M in the application are described as: stabilizing the financial
position of the Westerly entities and continuing to provide high quality community hospital
services.

Finding: The Committee finds that, based on the commentary presented and
representations made by the applicant, the applicant satisties this criterion.

V. RECOMMENDATION

Afler considering each of the review criteria as required by statute and the representations made by the
applicant, the Project Review Committee recommends that the change in effective control application be
approved subject to the conditions of approval contained in section VI of this report. Approval and
implementation of the application will result in the termination of the existing hospital license issued to
The Westerly Hospital and the issuance of a new hospital license to LMW Healthcare, Inc. d/b/a The
Westerly Hospital, which is ultimately owned by Lawrence & Memorial Corporation, as identified in this
report.

VI. CONDITIONS OF APPROVAL

The Committee recommends that approval of this application shall be subject to the following conditions:

1. That LMW Healthcare provide services to all patients without discrimination, including payment
source or ability to pay;

2. That LMW Healthcare shall implement the application as approved;
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. That data, including but not limited to, finances, utilization, and demographic patient information
be furnished to the state agency upon request;

That services at the facility be provided in conformance with the requirements of the Rules and
Regulations for Licensing of Hospitals (R23-17-HOSP) and Rules and Regulations Pertaining to
Hospital Conversions (R23-17.14-HCA);

. That LMW Healthcare shall comply with the Buyer Commitments as defined in the September 10,
2012 Order Approving the Sale of the Assets of The Westerly Hospital and the Related Entities
Free and Clear of Liens and Liabilities (*“Sale Order”) and identified in Section 10 of the Asset
Purchase Agreement by and among LMW Healthcare, Inc., LMW Physicians, Inc. and W. Mark
Russo, Esq., solely in his capacity as the court-appointed Special Master for Westerly Hospital
Healthcare, Inc., The Westerly Hospital, Atlantic Medical Group, Inc., Ocean Myst MSO, LLC,
Women’s Health of Westerly, LL.C, and North Stonington Health Center, Inc. dated as of June 20,
2012, and for the time periods set forth therein; and

. That LMW Healthcare shall comply with the enforcement provisions relative to the Buyer
Commitments as established at Section 3 of the Sale Order.
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Lawrence & Memorial
Corporation’s proposed
acquisition of The Westerly
Hospital (WH)

Robert S. Crausman, MD, MMS
March 28, 2013

” awrence and Memorial Hospital
5 (L&M)

® The Joint Commission accredited
 General medical and surgical hospital
® New London, CT

B 252 beds

m 80,000 ED visits

B 14,000 admissions

® 13,000 inpatient and outpatient
surgeries




Consent Order

® L&M was subject to an active consent
order with the FLIS March 161 2011

B Unannounced inspection
B Muitiple violations

5 broad areas

® (1) Life and safety/physical plant

® (2) Food services

E (3) Nursing

'n( ) Medical staff

E (5) Medical records/documentation




_ Most significant

m Violations/concerns relating to the care
of pediatric patients with emergency or
critical illness.

B Engage clinical Cohsulting entity

® Yale New Haven Children’s Hospital
B Comprehensive assessment

=@ Corrective action plan

m Regular progress reports to FLIS

Also

- Physical plant
E Food services
® Corrective action plan

& Not included as part of the consent
order




CO’s issued by CT FLIS

3

3-7-13 Greysione Rest Home, Inc. - Portand
3-5-135 Femwood Rest Home, Inc. - Litchfisld
1-18-13 Ganden View Manor, inc. - Hamden

2012

13-18-12 Youth Challenge Mission for Women - Hartford
8-12-12 Center for Ambulatory Surgery, LLG - Westport
E-28-12 Maxim Healthcare Services, Inc. - East Hartford
821-12 Walnut HIll Care Center - New Britain

2-28-12 Charter Oak - Hartford

1-11-12 Waterhury Hospital - Waterbury

2011

12-20-11 Glenlunan - Waterbury

31-28-11 Constifufion Eye Surgery Center East - Waterford

11-22-11 Robbins Eye Center, PC - Bridgeport

9-30-11 Femwood Manar inc, of Hartford - Hartfard

£:26-11 Center for Ambulalary Surgery, LLC - Wesiport (revised interim)
£-24-11 Center for Ambulatory Surgery, LLC - Westport

£-4-11 Center for Amutatory Surgery, LLC - Westport (interfim}

81611 LRM Hogpital - New London

i-18-11 tab Xpress - West Hartiord, Wethersfietd, New Britain, Manchastar

2010

11-17-10 Wilkam Backus Hospital - Norwich

‘Organizational structure

Quality Council's operations were reviewead
Pediatrics Quality Council was created

A Chief Quality and Patient Safaty Officer, Sherry Strammielio BSN, MPA,
CPHQ [Certified Professional in Healthcare Quaiity], and is responsihle for
quality initiatives, monitoring and assurance within the faciiity.

Daniel Rissi, MD, the Vice-Presideni/ Chief Medical and Operations QOfficer
who in turn reports directly to the CEQ Bruce Cummings and is viewed as
part of the hospital's leadership team, Sherry Strammiello Is also a member
of the institution’s Quality Council.

The Institutional Quality Councll includes broad representation of the hospital's
administrative, clinical and Board leadership. The Chair of the Council is &
Board member. The new Pediatrics Quality Council reports to the
institutional council via the Chief of Pediatrics.

Premier Quest




- Westerly Hospital

& [ncorporation into L&M quality and
safety structure |

s Dr. Christopher Lehrach, (Interim) Chief
Transformation Officer :

® Quality of Care
. ® CMS Hospital Compare/HCUP

. ® L&M achieved or exceeded the CT State
average for nurse communication and pain
control. It fell below for physician
communication and respect, how quickly
call buttons were answered, how well staff
explained medications, cleanliness of
bathrooms, quiet rooms at night, post-
discharge information, overall rating of the
hospital and recommend the hospital.

© w L&M achieved or exceeded the Rl average
for 2/8 indicators and was comparable to
the WH |




Timely and Effective care

® Heart atfack ~ L&M achieved or exceeded the CT state average for PCI
within 90 minutes of arrival, aspirin and statin use. It equaled or exceeded
the performance of WH in 3 of 4 measures with sufficient data.

w Heart failure — L&M achieved or exceeded tha CT state averages for
assessment of heart fupction and uss of an ACE inhibitor; Below for
discharge instructions. It equated or excesded the performance of WH in 2
of 3 measureas.

® Pneumonia — L&M exceeded the CT state average for performance of
blood cultures but beiow for antibiotic selection. |t equaled or exceeded the
performance of WH in 2/2 measures.

B Surgical care details — L&M achieved or exceeded the CT state average in
5 of 10 measures [insufficient data for an 11" measure relating to diabetes].
It equaled or exceaded WH in 2/3 measures of timeliness; and 3/6
measures of sffectiveness.

B Emergency departrment — L&M achieved or exceeced the CT state average
in 3 of 8 measures [insufficient data for a 7th measure relating o brain
scans]. it exceeded WH's performance on influenza and pnaumonia
vaccination,

2 Mortality — No difference from national rate

CO Accomplishments

B Nursing

a Core group of pediairic nurses with the requiremeant thal one pedialtrtz nurse be presen| on avery shifl,

x Gora gratp of padialric nurses Lo report {o a nurse manager with pediatric experlise.

'l Specific padiatric compelency traming for all nurses who may care for pediatric pallents.

R -
B Supervision of physicians

[ [ prment and ion of & pediatric: italishLIP prograrm.

Padlairic Waining for emergancy medicine physicians satisfied by assirance thal 2l ED physicians are board ceriilied In emergency mediclne,

A requirement for the developmenl of the pediatsic rapld responss leam was satisfied by the uliltzation of the hospital's code leam Lo ingude

PALS erlified emengency medicine physicians,

Respiralory Inerapists are required to have age-spesiic ies for the paiienl icsnis thel they care for,

Ptanning for the development of a pediatric specific emergensy medicine service.

implemantalion of dally mullidisciplinary reunds for pediatrc patients.

Construcilon and Implementalion of = quality coundi for pediatic care,

Feporting of the qualily councll's activilies lo periatrics providers.

Development and implementalton of transfer guidelines for pediatric palients requiring higher |evels of care,

Praclice guidelines for common impalien! pediairic linesses axpaciad Io be trealed at {awrancs and Memonial,

An angeing medical recordy audil o assure compliance wilh transfer and praclice guidelines.

Collaboralive reglilar palicy review.

Imptemenialion of an educetion ptan for new policies, audi findings, ete.

A pedialic emergency equipmen checklist te assure thal pedtalic eppropdate squipment ts presen| In the emergency depariment end in the

pediatrics unil.

= Coardinaled regular didactics with Yaie Chidren's Hosgllal ier emeargency medicine providers regarding pedialric emergercy case myiews.

u All padialric emergency madicine paliants seen by Iriage nuree upon presentalion.

L] All pedialric patients to have their vital signs taken upon preseniation by an ED nurse who is PALS ceriilied {all ED nurses ara now PALS
cartified),

[l All pediatric patients to have weights taken and recorded in klograms upon admissfon ko the emergency deperment,




CO Accomplishments

Pediatric Anesthesia

AddHlon of & second anesthesia care provider when necessary.

A gaia driven pediatric CQl pracess,

Training of the core group of anesthasioiogists in pediatic competencies.

Inten limitation to ASA class | and |l patients pending satisfaction of these pediatric competencies.
Anesthesta oversight over all sedation activities of pediatric patients.

Five hours of CME in pediatrics requirad for all anesthesia providers per each re-credentialing cycie.

Pediatric Behavioral Health Services

Change in policy 1o address restraint and seclusion to include patients aged nine {8) and under.

Improved decumentation requirements of neurovascular and medical assessments of restrained pediatric patients.
Ongoing audit to assure compliance with pediatric restraint procedures and policies.

Designated individual (crisis manager) to be notified of any/all restraint use with pediatric paflents.

Space planning towards assuring separation of pediatric behavioral health patients from adult pafients in the
emergancy depariment,

Standard profocols for administration of psychoactive medications in pediairic patients.

A new hire to add expertise in pediatric psychiatry, The Medical Director of Consuitation and Crisls services was
hired on 7/11/2014.

Pediatric behaviaral health orentation medule for any losum tanens chysiclans.

indivigualizted treatment plans for extendad lenglhs of stay of pediatric behavior! Nealth patients in the emempency
department.

Staff education and resouroes to be made available.
Consuliation rasources and manuals to be included.
internet availabillty of these ressurces as well,

Conclusions

As a result of violations, L&M made certain immediate corrective actions
and subsequently enterad into in @ Consent Order with the CT Department
of Public Health fo improve its care of pediatric patients,

At this point all items delineated in the plan have been completed and the
Consent Order ended in March 2013.

Over the past two years L&M has expanded Its Quality and Patient Safety
program. L&M has an experienced ieadership team charged with leading its
Patient Safety initiatives; And has accomplished effeciive engagement of
its Board, adminisiration and clinical leadership. It has a very sensible plan
o integrg‘ze Westerly Hospital into this structure should this acquisition be
approve

L&M's publicly reported CMS guality metrics are comparable to its peers in
the region.

L&M has demonsirated that it has the dlinical, administrative and board
level leadership, established infrastructure and expertise requisite 1o
iostering a culture of patient safety and quaiity as it acquiras WH.







Westerly/Lawrence &
Memorial Merger Analysis

Final Report

Executive Summary

<~ Operating losses at Westerly, exclusive of restructuring costs, increased
through 2012 to $13.6 million; however, restructuring efforts have
significantly reduced these losses based on year-to-date results.

< Lawrence & Memorial (L+M) has a strong balance shaet and therefore the
financial resourcas to successfuily assume the operations of Westerly
Hospital:
< L+M has generated positive operating margins for the five year period 2008
through 2012,
< Debt service coverage for the five years has been wel above the 1.2X required by
existing bond covenants and has ranged from 2.7X to 7.9%
< Cash on hand is in excess of 200 days over this five-year period as compared to
the existing bond covenant of 80 days cash on hand, Cash on hand at the end of
2012 was 236 days.
< The band rating of the L+M Obligated Group Is rated A+ by both Standard & Poors
and Fitch, S&P recently issued-a “Negative OQutlook” but maintained the A+
rating.
<~ As a result of my review, nothing has come to my attention that would
indicate that the transaction should not be approved.

Wasterly/L+M Review
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Overview of the Transaction

« Total purchase price and consideration is $64 million which includes the
assumption of certain liabilities.

* L+M is required under the Asset Purchase Agreement to fund $30 million of
improvements at Westerly over five years, $7.2 million for a profitability
improvement plan, as well as other payments at closing.

¢ L+M has received a proposal from Bank of America for a $20 million bridge
loan to redeam the outstanding Westerly Bonds upon closing, The proposal
is subject to certain conditions including financial covenants. L+M intends
to refinance this toan through the issuance of tax-exempt bonds.

Wasterly/L+M Review
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Scope of Work

¥ Performed an analysis of transacting parties’ financial statements to assess
the reasonableness of the propesed combination.

v Participated in interviews of key management personnel of Westerly and
Lawrence & Memorial .

¥ Provided expertise in hospital/healthcare accounting on as as needed basis

¥ Provided a final written report that is clear and concise, single suitabiz for
comprehension by those professionals not engaged in the
auditing/accounting profession.

¥ Performed other related activities that were requested by the Department,

¥ Be alert for any conditions chserved during the review that would give rise
to concerns about internal controls,

v’ Financial forecasts for the transaction were not provided; however, given
L+M’s strong balance sheet, as indicated by significant cash reserves and
low debt, an A+ bond rating, and consistently strong operating margins
this is not considered a significant limitation to the scope of this.review,

Wasterly/L+M Reviaw
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Westerly Hospital & Affiliates: Operating Losses

Westerly's operating losses increased over the past four years; however,
restructuring efforts in Masiership have reduced these losses by approximately
$10.0 million.

sl Estimated {000's
$4.0) Improvements omitted)
$i6.0] Defined Benefit Plan $ 3,800
s{&.0) interest on Bonds 565
$120.0) 4 North Stonington 2,000
szl Women's Health 800
$14.0 AMG {Physician’s Group) 1,000
$(16.0} '
$18.0} R Operating Loss

% Restructuring Costs

Source: Westerly & Affilistes Internal Financial
Statements and analysis, Loss for 2013 is based on

Westerly/L+M Raview
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annualized results through February, 2013,

Lawrence & Memorial Corporation

¢ Lawrence & Memorial (L+M) Corperation consists of the foliowing entities
* Obligated Group:
7 L+ivi Healthcare
«  L+M Hospitel
* Associated Specialists of Connecticut {a physician group)
* L&M Systems
+  L+M Physlician Assaciation
* L&M indemnity {a captive insurance company)
* VNA of Southeastarn Connecticut

* The Obligated Group is responsible for the current outstanding bond
obligations.

+ Based on 2012 financial information, the Obligated Group includes
substantially all of the Organization’s revenues {93%), cash and investments
{91%), assets (96%), and net assets (94%).

Westerly/L+M Review
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Lawrence & Memorial (cont'd)

+ Generally L+M has consistently demonstrated strong operational
performance with key ratios at or in excess of industry benchmarks:

* Operating Margins and Excess Margins generally above benchmarks, except for a
decline in 2012.

+ The Debt Service Coverage Ratio of L&M'’s Obligated Group has consistently
exceeded industry benchmarks {3.8X in 2011) and L+M's covenant requirements
{1.1X).

* L+M’s Obligated Group has consistently demonstrated a strong cash position with
cash on hand in excess of 200 days for the entire period examined {FY 2008-
2012). In additicn L+M maintains cash on hand well above the 60 days required
by the bond agreemants.

* The debt-to-capitalization ratio of 27.3% is well betow the benchmark (41%).

= Carries & bongd rating of A+ by both Standard & Pocr’s {S&P) and Fitch.

Westerly/L+M Review
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L&M Obligated Group
Key Indicators

Benchmark/ L+
2008 2009 2010 2011 2012 Covenant

LM Cavenant Analysis:

Debt Service Coverage Ratio 4.9 5.1 3.7 8.3 7.9 2.8%/1.20 X
Days Cash on Hand 723.2 2227 224.6 228.6 236.5 228 days/60 days
Other Ratios:
Operating Margin 3.1% 2.8% 4.2% 5.0% 3.7% 2.7%
Excess Margin 3.5% 2.7% 0.1% £.7% 5.4% 4.1%
Current Ratio (X} 48 5.0 4.9 4,7 5.0 2.3%
Days in Accounts Receivable 473 36.7 35.9 342 321 45.1 days
Payment Period {Days} 53.8 555 59.5 59.2 60.4 63.5 days
Awverage Age of Fixed Assets {Years) 117 11.2 11.6 12.2 11.9 10.4 years
Debt to Capitafization (34} 25.8% 25.4% 242% 28.7% 27.3% 490.8%
Sources;

Ratios are derived fram L+M Obligated Group's audited financial statemants
Benchmarks are Fitch Median Ratios for Nonprofit Hospitals and Hospital Systems for 2011

Westerly/L+M Review
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Lawrence & Memorial: Margins (Consolidated)

L+M has had positive margins for the iast five yaars; however, margins have
declined in 2012. The deciine is primarily due to the operations of LMPA
{physician group).

4.5%

4.0%

3.5%

2.0%

2.5%

2.0%

1.5%

Westerly/L+M Review

1.0%

0.5%

0.0% -

2008 2009 2010 011 2012

# Operating Margin & Excess Margin

Sourees:
PRistlos are defived from L+M Obligated Group's audited financizl statements

]
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Lawrence & Memorial: Debt Service Coverage
Ratio

The Debt Service Coverage Ratio represents a measure of the cash available to pay
debt obiigations. L&M’s Cbligated Group has consistently exceeded industry
benchmarks and L+M’s covenant requirement of 1.2X.

2.0

8.0

7.0

&0

ad

4.0

Coveraga [X)

3.0

2.0

Westetly/L+M Review
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2008 zZ009 201¢ 2011 2012

wwonCbligated Group  sesmConsolidated (all entities)  sssw=Benchmark (Fitch)  wswsCovenant

Soures:

Ratioz are derived from L+M Obligated Group's audited financial statements
Benchmarks are Fitch Madian Ratios for Nonprafit Hospitals and Hospital
Systems for 2011
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Lawrence & Memorial: Days Cash on Hand

L+M maintains cash on hand well above the 60 days required of the Obligated Group
by existing bond agreements. In additicn, days cash on hand consistently exceeds
Fitch's benchmark.

250
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i

Days

100

ab

2008 2009 2010 2011 012

weewrObligated Group  sswwsConsolidated (all entities)  ss=ssBenchmark [Fitch)  swwesCovenant

Sourtes:

Systerns for 2015

Ratios are derived from L+M Obligated Group's audited financlal statements
Benchrnarks are Fitch Median Raties for Nonprofit Hospitals and Hospltzf
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Lawrence & Memorial: Debt to Capitalization

L+M has historically used low ievels of leverage as demonstrated by the low Debt to
Capitalization Ratic which is below nationzl benchmarks. This suggests that there is
additional borrowing capacity available to L+M.

45.0%

£0.0%

ey

85.0%

30.0%

25.0%

20.0%

15.0%

Debt to Capitalization (%)

10,0%

5.0%

0.0%

2008 2008 2010 2011 2012

wsOblipated Group  wsemConsolidated (all entlties}  swaesBenchmark (Fiteh)

Sources:

Systerns for 2011

Ratics are detived from [+M Obligated Group's audited finandal statemeants . ﬂw
Benchrmarks are Fiteh Medlan Ratios for Nonprefit Hospitais and Hospfal i H ¥
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Lawrence & Memorial

° In December, 2012 Standard & Poor's Rating Services (S&P) affirmed its
bond rating of A+; however, 5&P revised its cutiook for L+M from “stable®
o “negative”. The negative outlook refiects:

« The decrease in aperating profitability
+ L+M’s plans to acquire Westerly Hospital from receivership
+ Plans to issue additional indebtedness

* SEPindicated that they could consider a lower rating during the next one to
two years if operating margins fail {o increase.

* S&P, in reaffirming the A+ bond rating, ¢cited L4+M's dominate business
position {65% market share in primary service area), strong balance
sheet, and historically strong debt service.

Westerly/L+ Review

* Over the last three years, L+M has invested significant resources into the
L+M Physician Association (LMPA), Approximately $22 million has been

transferred from the Obligated Group to LMPA.
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" Forward Looking Risks

* While L+M has demonstrated strong performance historically, changes in
the healthcare market pose certain risks. These risks are not specific o
Wasterly/L+M; however, they will result in additional challenges in
maintaining strong operating performance.

* Health care referm pases a level of uncertzinty as new regulations, delivery
models, and reimbursement methodologies evolive. i

* Federal sequestration will result in payments from Medicare to providers being
reduced by 2%

+ States are reevaluating Medicaid payments to providers as a result of fiscal
pressures and expanding Medicaid coverage in the context of healthcare reform.

* The protracted economic recession has resulted in significant increases in
uninsured patients,

Westetly/LHM Review

* L+M has significant cash reserves which generate strong levels of
investment income. These investments are subject to market fluctuations
influenced by changes in the anvironment,




Other Considerations

* There is still an outstanding $2.0 million state license fee due from Westerly
which, at this time is still an open issue and unresolved at this time.

* Thereis a preliminary settlement refated to an OIG investigation,
settlement has not yet been approved by the US Department of Justice.

= Westerly has applied to the Pension Benefit Guaranty Association (PBGC)
for a “distress termination”. Anagreement has been negotiated by by the
Mastership. It has been represented that thase claims will not impact the
closing,

* Westerly is intending to close the maternity unit at the hospital, Itis
represented that the closure will not have a significant negative impact on
operating performance.

¢ While conducting the Westerly/L+M Merger Analysis, nothing has come to
my attention that wouid indicate any significant weaknesses in internal
control.

Westerly/L+M Review

N
3
T

—

Overall Assessment of Westerly/L+M Merger

* Nothing has come to my attention that would suggest that the proposed
merger should not be approved. This is based on the following:

* Through Mastership, Westerly's operations have been restructured decreasing
operating losses. While losses are still significant, there are opportunities for
further improvement that will be available to Westerly through tha merger,

* L+M has demonstrated strong operational performance over the last five years.

" The dacline in margins that oceurrad in 2012 can be partialty attributed to the
start-up of LMPA, a physician practice znd costs associated with the merger.

v L+M’s debt service coverage ratio s wall above the covenants reguired by the
current cutstanding bonds and significantly exceeds industry benchmark,

* L+M has a strong balance sheet demaonstrated by low leverage and a significant
cash position. The system has in excess of 200 days cash on hand which exceeds
the 60 days required by existing bond covenants and is well above industry
benchmarks.

* L+M has an A+ bond rating from both S&P and Fitch, While S&P has revised thair
outlack from “stable” to "negative” managemeant has to date demonstrated the
ability to manage operations.

Westarly/L+M Review
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STATUS OF OBSTETRIC LABOR AND DELIVERY SERVICES
AT THE WESTERLY HOSPITAL

«  Births had diminished to less than one (1) per day

»  The Mastership had to trim overhead expenses to maintain the service during the Mastership Sale
Process

»  Upon completion of the Mastership Sales Process, the Westerly Hospital lost another provider

«  The Hospital relied on two (2) remaining community providers and certain physicians under
contract for call coverage

¢  The Hospital attempted a recruiting process which was unsuccessful due to the demographics and
nature of the practice

»  The Chief Medical Officer convened a Solutions Committee
«  The Mastership engaged Dr. Louis Weinstein

«  Options provided for the transition of obstetric labor and delivery service while exploring various
options to maintain an “obstetric presence”

»  The Mastership and Dr. Weinstein collaborated on an 18-page report

o The first step was to secure coverage from the community providers for one (1) year in order to
fully explore and undertake a transition while maintaining an obstetric presence

The Mastership was only able to sccure provider coverage up and until June 1, 2013

o  On February 4, 2013, the Hospital filed its Application For Approval From The Director Of The
Rhode Island Department For The Elimination Of Obstetric Labor And Delivery Services At The
Westerly Hospital - Administrative Review .



