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Today’s Presenters

Victoria S. Poindexter
Managing Director, H2C

Ms. Poindexter has over thirty years of experience in investment banking, including corporate and
municipal finance and mergers and acquisitions. With a primary focus on the acute and managed care
sectors, Ms. Poindexter has provided a broad spectrum of strategic capital markets, and merger and
acquisition advisory services to support the strategic and financial goals of providers and payors
nationwide.

Michael J. Tierney
Executive Director, H2C

Mr. Tierney brings over ten years of experience in healthcare banking, primarily working with not-for-
profit hospitals and health systems. At H2C, Mr. Tierney provides advisory services to healthcare clients
in connection with strategic initiatives, joint ventures, partnership strategies, mergers and acquisitions,
and capital raising activities.

Securities and services offered through H2C Securities Inc., member FINRA/SIPC, a registered broker-dealer and an indirect subsidiary of Fifth Third Bank, National Association.
All rights reserved. Securities and services offered through H2C Securities Inc.: Are Not FDIC Insured; Offer No Bank Guarantee; May Lose Value; Are Not Insured by any Federal
Government Agency; Are Not a Deposit.
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Learning Objectives

After participating in this Webinar, attendees will be able to:

-~ Define the benefits of joint ventures and motivations of
‘\ 4’ both parties.

P Identify the typical legal and operating structure of a
X joint venture and key issues that should be considered.

Describe the deal process and the approach to valuing
assets contributed to the joint venture.




Continuing Education

In support of improving patient care, The Governance Institute, a service of National Research
Corporation, is jointly accredited by the Accreditation Council for Continuing Medical Education
(ACCME), the Accreditation Council for Pharmacy Education (ACPE), and the American Nurses

N

IPCE CREDIT™

Credentialing Center (ANCC) to provide continuing education for the healthcare team. This activity
was planned by and for the healthcare team, and learners will receive 1 Interprofessional Continuing

Education (IPCE) credit for learning and change.

AMA: The Governance Institute designates this live activity for a maximum
of 1 AMA PRA Category 1 Credit(s) ™. Physicians should claim only the credit
commensurate with the extent of their participation in the activity.

ACHE: By attending this Webinar offered by The Governance Institute, a
service of National Research Corporation, participants may earn up to 1
ACHE Qualified Education Hour toward initial certification or recertification

of the Fellow of the American College of Healthcare Executives (FACHE)
designation.

Criteria for successful completion: Webinar attendees must remain logged
in for the entire duration of the program. They must answer at least three
polling questions. They must complete the evaluation survey in order

to receive education credit. Evaluation survey link will be sent to all
registrants in a follow-up email after airing of the Webinar.

CPE: The Governance Institute is registered with the National
Association of State Boards of Accountancy (NASBA) as a sponsor of
continuing professional education on the National Registry of CPE
Sponsors. State boards of accountancy have final authority on the
acceptance of individual courses for CPE credit. Complaints regarding
registered sponsors may be submitted to the National Registry of CPE
Sponsors through its Web site: www.nasbaregistry.org.

In accordance with the standards of the National Registry of CEP
Sponsors, CPE credits will be granted based on a 50-minute hour.

Field of study: Business Management & Organization

Program level: Overview
Prerequisites: None
Advanced preparation: None
Delivery method: Group Internet based
Maximum potential CPE credits: 1
R
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Disclosure Policy

. As a Jointly Accredited Provider, The Governance Institute’s policy is to ensure balance, independence, objectivity, and scientific rigor in all
of its educational activities. Presentations must give a balanced view of options. General names should be used to contribute to partiality.
If trade name are used, several companies should be used rather than only that of a single company. All speakers, faculty, moderators, panelists,
and staff participating in The Governance Institute conferences and Webinars are asked and expected to disclose to the activity audience any
financial relationships within the prior 24 months with a company ineligible for accreditation as defined by the Joint Accreditation
Interprofessional Continuing Education Standards for Integrity and Independence in Accredited Continuing Education and any real or apparent
conflict(s) of interest that may have a direct bearing on the subject matter of the continuing education activity. The potential for conflicts of
interest exists when an individual has the ability to control or influence the content of an educational activity and has a financial relationship with
an ineligible company. Ineligible companies are organizations that are not eligible for accreditation whose primary business is producing,
marketing, selling, re-selling, or distributing healthcare products used by or on patients. Significant financial interest or other relationships can
include such thing as grants or research support, employee, consultant, major stockholder, member of the speaker’s bureau, etc. the intent
of this policy is not to prevent a speaker from making a presentation instead, it is The Governance Institute’s intention to openly identify any
potential conflict so that members of the audience may form his or her own judgements about the presentation with the full disclosure of
the facts.

. It remains for the audience to determine whether the presenters outside interests may reflect a possible bias in either the exposition

or the conclusion presented. In addition, speakers must make a meaningful disclosure to the audience of their discussions of off-label
or investigational uses of drugs or devices.

. All faculty, moderators, panelists, staff, and all others with control over the educational content of this Webinar have signed disclosure forms.
The planning committee members, faculty, and speakers have no conflicts of interests or relevant financial relationships to declare relevant
to this activity.

. This educational activity does not include any content that relates to the products and/or services of a commercial interest that would create
a conflict of interest. There is no commercial support or sponsorship of this conference.

. None of the presenters intend to discuss off-label uses of drugs, mechanical devices, biologics, or diagnostics not approved by the FDA for use in
the United States.




Health systems are executing strategies to accomplish a variety of objectives:

= Building scale through partnerships with other health systems

= Optimizing underperforming assets/services through service line
partnerships

= Monetizing non-core assets and businesses
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Common Issues Facing Health Systems with Non-Core Business Lines

Growing Demand for Non-Core/Ancillary Services
2 Limited Capacity to Treat Patients

3 Lack of Operational Expertise

-

Sl RN - |

5 Unprofitable Service Lines

6 Older Infrastructure

7/  System-wide Capital Constraints

H2C Securities Inc.
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Polling Question #1

* Which of the following service lines are in demand but underperforming and/or
need capital in your organization?

= Behavioral Health
= Home Health

= Rehabilitation

= SNFs/Senior Living
= All of the above

= None of the above

The Governance Institute 8




A broad range of service lines offer partnership and monetization options.

*

Acuity

The Governance Institute

Wellness &
Fitness

e

Retail

Pharmacy

9

Emergency
Care

Ambulatory
Surgery

Diagnostics
Imaging &
Labs

Urgent
Care

Outpatient
Behavioral

Medical Office
Buildings and
Clinics

Short-term )
Acute Care

Inpatient
Rehabilitation

Inpatient
Behavioral \

Outpatient
Rehabilitation |

Long-term
Acute Care

Skilled Nursing /
Seniors Housing

Home Health
& Hospice

Home

H2C Securities Inc.




Non-core business strategy should reflect the health system’s view of its

core competencies and the outlook for these businesses.

Favorable

Outlook

Unfavorable

The Governance Institute

N [

Joint Operate / Build
Venture Independently

Divest Divest

or
Management Contract

No Core Competency Yes

Evaluate growth
opportunities,
capital resources
and requirements,
and financial
returns

Focus on cost
reduction and
asset

monetization
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Polling Question #2

* How have you dealt with these services in the past?

Continued operating

Divested

Formed partnership

All of the above

The Governance Institute




Strategic Alternatives | Build Internally

WY Adwntages

‘/System preserves full control over future — System is solely responsible for the
decisions business
n Mgmt. v'No dilution for the system’s DSH or — If underperforming, the system will have
= Agreement financials to “subsidize” operations
‘ v’ Avoids potential risk associated with a — Requires the system to provide capital
lg"l’\\ PaFHERSAID — May be difficult to alleviate burden on
ARARer the system’s emergency departments
— May be difficult to enhance programs
— and services provided
@ Divest

— Continuing dedication of management’s
time

H2C Securities Inc.
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Strategic Alternatives | Contract with Management Company

-
B b Advantages

\/Manager brings operational expertise — Manager is not “at-risk”

\/Manager provides day-to-day — System still maintains full risk and
Mgmt. management exposure in downside scenario
Agreement

v'No dilution for the health system — Requires the system to provide capital

v'Increased satisfaction from all parties for facilities

— Cost of raising necessary capital may be

NS
"” Partner v/ Transfer of responsibility can reduce .
expensive

stress on the system

‘/System benefits from improved
[@»| Divest profitability

H2C Securities Inc.
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Strategic Alternatives | Partner with Qualified Operator

2= puid Advantages

v The partner brings expertise — System will forgo majority ownership in
and majority economic distributions
from the assets

v’ Leads to increased satisfaction for

Mgmt. providers and patients
AOESnERN — System will lose some control over

v The partnership allows for growth
governance
v'It enhances the provider network and . o
— Ensuring strategic alignment among
i

program offerings g 8
Partner parties is critical

v The system benefits from increased

profitability and cash distributions i R ST R SRl S S G i CAREeta

structure
Divest

H2C Securities Inc.
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Strategic Alternatives | Divest Business

Buil Advantages

v/ Retains services in the community — System will forgo ownership in and

v Provides capital to use to fund other potential financial benefits of growth

k Mgmt. parts of the mission — System will lose control over breadth

Agreement i i i i
T4 T — typically invests in and quaI|'ty of services delivered in
expansion of capabilities and capacity NS
L N v The system avoids ongoing losses from —:otentlal folr throughputllss:es e
%, § .
EaBLCl underperforming business and ystém ho longercontels the
additional capital investment EoE AL
v/ Often leads to increased satisfaction for
Divest providers and patients

H2C Securities Inc.
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Polling Question #3

* What is your biggest concern regarding a joint venture?

= Lower quality of service

= Losing control of patients

= Effect on health system brand

= Lack of partner mission alignment

= All of the Above

The Governance Institute




[llustrative Joint Venture Structure and Contributions

Representative JV

Example of a Joint Venture Structure
Board Powers

Board S Board
- Ratify Administrator Members Members
-~ Ratify CMO
y — Cash — — Real Estate =

— OQversee quality of care
q y — Assets (Beds/Real .

Estate/ etc)

Working >
Capital
-~ Governance changes

Start-up ___ = - Brand / = =

~ Incurrence of debt Expenses RowCo R/ LLC Trademark
- -~ Dedicated Partner Shared Not for Profit Health
= anges to service line
g Governance SySt em

~ Capital contributions Pro Rata

A «——— Fees& _____ EEITVEVIN A
. H Earni '

- Operating budget ; i ML ———  Earnings ———* :
' ‘ Service ]

—~ Contracts Kautgces Estimated Minority ;
E <« Estimated Majority ______ Ownership .

— Distributions ; Ownership

~ Divestitures 5 Pro Rata Pro Rata :
"""""""""""" Economic ~TTTTTTTTTTTTY fTTTTTTTTTTTTTTTTTT . Economic  TTTTTTTTTTTTTTTTOC

Distributions Distributions

H2C Securities Inc.
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[llustrative Joint Venture Financial Benefits

Pro Forma EBITDA Bridge s in mitions

$8.0

$7.0

$6.0

$5.0 ($0.1)

$4.0

$3.0

$2.0

($0.6)

Baseline Incremental Incremental Incremental Incremental Other Reduction in Pro Forma
EBITDA Revenue Labor & Benefits Direct Supplies Variable Costs Fixed Costs EBITDA
H2C Securities Inc.
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Polling Question #4

* What are typical EBITDA margins for a joint enterprise at scale?

= 5-10%
= 11-15%
= 16-20%
= 21-25%
= 26-30%
= 30%+

The Governance Institute




Joint Venture Valuation: Assets Generally Contributed by the Health System

= Existing inpatient units located within an acute care facility or freestanding facility

= Non-operational beds if licensed through a certificate of need process

= Land/royalty-free long-term ground lease

= Existing buildings/real estate if a standalone facility already exists that can be utilized by the JV.

= Royalty free license to use the health system brand and trademarks

= Existing outpatient operations

= Royalty-free license to use the health system brand and trademarks

H2C Securities Inc.
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Joint Venture Valuation: Key Considerations

Scale. Extremely important to achieve profitability. Significant and increasing divergence in
valuations based on size of business.

Payor mix. Existing payor mix may not be indicative of the future mix, and desired mix is
different based on type of service.

Commercial reimbursement. Are historical hospital commercial rates attainable by a
freestanding JV?

Market Demographics. Size, population growth, and income levels affect level of interest and
valuations.

CON State? CON requirement can create large barriers to entry and increase the value of the
operation, even absent positive projected cash flow.

Financial Basis. Valuation is typically not based on contribution margin but simulates
performance on a standalone basis; needs to include revenue cycle costs, HR, IT, finance, etc.

H2C Securities Inc.
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The universe of potential service line partners and/or acquirers continues to
expand as health systems pursue alternative models.
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Service line partnerships can provide significant advantages to both parties.

Operator Expertise. Operators provide unique insights paramount in navigating potential financial,
operational, political and legal hurdles

Turn-Key Operations Management. Seasoned in-house management can oversee every aspect of
operations

Economies of Scale. Achieved in a variety of areas through volume-based vendor relationships, in
addition to management and clinical services

Capital. Lower financial risk by splitting capital contributions necessary to cover start-up and ongoing
investments

Cost Savings. Lower financial risk through shared resources and increased efficiency

Q0000

Opportunity for accelerated expansion into new target markets; benefits of
partner’s strong brand name can aid in penetration into new and desirable markets

%7 ‘ Flexible Approach. Partnerships can provide flexible structures to match management'’s goals and
X . .
objectives

H2C Securities Inc.

The Governance Institute




Polling Question #5

* Does your organization have readily available data on service line profitability,
inclusive of ancillary costs?

= Yes
= No
= High level, but not a priority

The Governance Institute




Illustrative Joint Venture Process Timeline Summary

Phasel — Phasell —— Phaselll = PhaselV —*
1-2 months 3-4 months TBU 18-24 months
Partner JV Development CON/Regulatory Construction'’
Identification and Negotiation Process
and Selection e
* New facility and
= Request for = Business plan = CON approval management
agreement
Ropasal = Negotiate terms = Antitrust clearance 3
= Letter of Intent and conditions » Capitalize JV

= Definitive =  Finalize JV

Agreements management
agreement for

existing assets

(1) Applicable to Behavioral, Inpatient Rehab, LTACH, and other services where a new facility is required.
H2C Securities Inc.
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Conclusion: Each Partner Adds Value to Benefit the Community

Dedicated Partner

Proven Track Record

Nationwide Best-Practices

Capital to Build Replacement
Facility

Recruiting Prowess

Operational Expertise

The Governance Institute

NewCo JV [@

High-Quality Care

Major Financial Investment into
Community to Meet a Major
Need

Increased Bed Capacity

Expanded Programs

Not for Profit Health System

Trusted Brand Name for Local
Community

Charity Care Policy

Governance and Oversight

High-Quality Existing Staff

Strong Relationship with Local
Communities

H2C Securities Inc.




Questions & Discussion




Contact Us...
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Victoria S. Poindexter Michael Tierney
Managing Director Executive Director
Chicago, IL Chicago, IL
vpoindexter@h2c.com mtierney@h2c.com
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(877) 712-8778
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