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Outline for August 13 Work Session

SCH RFP Process - Oral Presentations of Proposing Organizations*

6pm: Call to order and ceremonial matters
6:05pm: Introduce first presenters for Quorum Health Resources:

1. Bill Donatelli (Senior Vice President, Western Operations)
2. Mark Armstrong (Senior Vice President, Consulting)

6:05-6:25: Oral Presentation
6:25-6:55pm: Q&A
6:55pm: Stretch/Transition Break
7:05pm: Introduce second presenter for SEARHC:
1. Charles Clement (President/CEO)
7:05-7:25: Oral Presentation
7:25-7:55pm: Q&A

8:00pm: Adjourn

*Note - Three proposals are being considered: 1) Sitka Jet Center, 2) Quorum Health Resources,
and, 3) SEARHC. Sitka Jet Center has indicated they will not be in town for the work session.



Bill Donatelli
Division Vice President, Western Operations
Quorum Health Resources

Mark Armstrong
Senior Vice President, Consulting
Quorum Health Resources

Qreating a Sustainable Future for Healthcare Organizations




What QHR Stands For

Vision
A dynamic, integrated professional services company delivering innovative and executable
solutions through experience and thought leadership

Mission

Creating a sustainable future for healthcare organizations

Values

Trust
Respect
CustomercentriQ

Proprietary & Confidential



Quorum By the Numbers

management clients served over four decades

@ Community and Rural hospital clients

years of hospital operations experience
among Quorum Leadership Team
Over 80 Critical Access Clients

S4.8 Billion

2017 CLIENT HOSPITAL NET REVENUE
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What Quorum Offers — System Support

Management Services
for Independent
Community Hospitals

e Support for locally
focused CEO and CFO

e Discipline and
structured approach to
Hospital Operations
and Finance

e Specialized support for
CAHs

Consulting Services

e Experts focused on the
community hospital

e Consultant who
provide practical
recommendations with
structure needed for
implementation

e Service and resources
focusing on your
hospitals needs

Group Purchasing &
Strategic Service
Partner Discounts
e GPO pricing 8-10%
better than market

e Corporate Supply
Chain Support

Education - Quorum
Learning Institute —
Webinars & Seminars

e Board
e Hospital leadership
e Department heads

Vantage Suite of
Management Tools

e Vantage CAH Modeling
e Vantage Productivity

e VVantage Comparative
Data

e VVantage MyQuorum
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Consulting Services

Healthcare Finance

Clinical Operations Compliance Process Improvement .
& Reimbursement
Technology Optimization Market Positioning Physician Services
Strategic Affiliation Strategy & Marketing Supply Chain Workforce Efficiency

Hospital Development and
Revenue Cycle Turnaround Projects
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Sitka Market

* Population base of 9,000 with minimal growth projected
* Population is aging
* Medicare % expected to increase

* Less then 50% of Medicare inpatients receive care in the
community for inpatient care

* Hospital evenly split inpatient volume
e Qutpatient volume is expected to increase

 Sitka Community has a slight advantage providing
outpatient care
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Operations

e Operations have improved

* Most operating key indicators are reasonable

* Productivity — some room for improvement

e Supply cost 6-8% savings opportunity

* PERS is a major restraint to profitability

* Payor mix is declining

* Positive margin projected for 2018

* 2018 skewed by cost report adjustment made for 2017
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Balance Sheet

* Days cash on hand is low and has been declining

* Days in Account Payable is increasing *
 Minimal Debt ' | ' |
* Significant capital needs in the near future | '

= [T system VL\J
= I[maging equipment

* Significant PERS liability
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Touchstones to Sustainability

At Quorum, we believe to be
successful in the evolving
andscape of value-based
nealthcare, hospitals and
nealth systems must
execute under these

six touchstones

to sustainability.

CONSUMER ~ MARKET

MEDICAL
RESOURCES

TOUCHSTONES
LEADERSHIP b SUSTAINABILITY

FINANCE QUALITY
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Quorum Proposal

e Offering two alternatives after completing review

Short-term

Long-term
ong-te agreement to

management

facilitate a smooth
agreement

transition
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Why two proposals?




Management Option-Terms

n 5-year management agreement
m S454,000 per year
m Reimbursement of travel cost

CEO and CFO salary & benefits
directly billed to the hospital
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Management Option-Services

* Interim and regular placement of the CEO and CFO
* “Supported Leadership” and operations oversight

* Critical Access reimbursement support

Cost report modeling and reimbursement advisory advice
e Operational consulting and support
* Purchasing and supply management

e Educational Support
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Management Option

Benefits Challenges

\

e CEO and CFO recruitment e No capital infusion

and support e Market remains challenging
e Oversight of operations and highly competitive
e Experienced experts e Does not address PERS
providing ongoing business issue

and strategic planning
e Reimbursement expertise
e Consulting support
e Supply chain savings
e Staff and Board education

14
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Transition Management and Advisory Services — Terms

One-year management agreement

e Terminated upon sale closing

S480,000 fee

e Payable $40,000 per month with balance due upon closing

Reimbursement of travel cost

CEO and CFO salary and benefits plus 10% directly

billed to the hospital
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Transition Management and Advisory Services — Services

Interim Executive management during a transition

Supported leadership and oversight

Consulting support as needed

Compliance assessment

Assistance with the ownership transition

16
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Transition Management and Advisory Services

Challenges

Benefits ‘

¢ |[nterim Executive e Potential issues that arise

management during a during compliance
transition review and due diligence
e Supported leadership e Factoring pension liability
and oversight into final decisions
e Consulting support as e Possible loss of other key
needed staff during transition

e Compliance assessment

e Assistance with the
ownership transition

\_ /

17
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Contact Us

QUORUM | HEALTH RESOURCES®

Bill Donatelli

Division Vice President,
Western Operations
BDonatelli@ghr.com
615.371.4505

www.QHR.com | (615)371-7979

Mark Armstrong

Senior Vice President
Consulting
MArmstrong@ghr.com
615.371.4575
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Qreating a Sustainable Future for Healthcare Organizations
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Proposal for Sustainable
Healthcare Services in Sitka in 2018




OVERVIEW

Benefits to the Community of Sitka and City
Assembly Outlined in SEARHC’s Proposal

SEARHC’s Value Proposition
Background on SEARHC
Terms of the SEARHC Proposal

Conclusion and Next Steps




Benefits to the
Community of Sitka and

City Assembly Outlined in
SEARHC'’s Proposal







Our Value Proposition




OUR VALUE PROPOSITION TO SITKA

In working with the City Assembly, SEARHC offers Sitkans and the Community of Sitka...

Economic Security
Elimination of Healthcare Financing Obligations

Improved:
— Overall Patient Experience
— Health of the Community
— Overall Cost of Care
— Technology

Service Line and Specialty Expansion to Include:
— Care Coordination
— Cardiology
— Urology
— ENT
— Dermatology, Hematology, Oncology, Neurology

Ongoing Input on Healthcare Services and Patient Satisfaction — Advisory Council

Effective Collaboration and Transition of Services from SCH to SEARHC
A Modern Healthcare Campus and Sustainable Healthcare Delivery System




OUR VALUE PROPOSITION TO SITKA

A Proposed Modern Healthcare Campus




Background on SEARHC




SEARHC STRATEGIC PLAN DIRECTION

SEARHC’s mission, vision and values drive the strategic plan direction,
which is...

 The healthcare provider of choice in our communities
e The employer of choice in our communities

* Providing high-quality healthcare

e Collaboratively engaged in community partnerships

e A comprehensive, regional healthcare system that is built on a
financially secure and strategic framework of growth




SEARHC AT A GLANCE

A non-profit health Consortium established in 1975
Provides healthcare in 28 Southeast Alaskan communities

Mt. Edgecumbe Hospital, a 25-bed critical access hospital, provides
acute care, critical care, obstetrics, surgery, perioperative care, and
rehabilitation services.

Employs approximately 116 providers, including 43 in Sitka

Annual operating revenue of $160 million and net income of more than
$24 million in 2017

Patient satisfaction survey results —99% in 2017

1,070 employees, including 495 in Sitka




SEARHC EXECUTIVE LEADERSHIP TEAM

Charles Clement
President & Chief
Executive Officer

Chris Wolf Leatha Merculieff Dan Neumeister Dan Harris Alexa Koontz ~ Michael Douglas  Dr. David Vastola
Vice President Vice President Executive Senior Vice President Vice President Vice President & Medical Director
Chief Operating Officer Executive Vice President Chief Financial Chief Human General Counsel Mt. Edgecumbe

Administration Officer Resources Officer Hospital







SEARHC Providers and Advanced Practice Clinicians in Sitka

Specialty In Sitka SEARHC
Total
Family Medicine 7 24
General Surgeon 2 2
Hospitalist 4 4
OB/Gyn 1 1
Pediatrician 2 3
Radiologist 1 1
ENT 2 2
Orthopedic 1 1
Internal Medicine/Pediatrician 0 1
Psychiatrist 2 3
Advanced Practice Nurse Practitioner
. .. . 10 26
Clinicians Physician Assistant

Optometrist 1 4
Dentist 5 25
Orthodontist 1 2
Oral Surgeon 1 1
Dental Hygienist 2 8
Dental Therapist 1 4
Community Health Practitioners 0 4
Number of Providers 43 116




DEMONSTRATED CULTURE OF QUALITY

e All SEARHC Facilities are accredited by
The Joint Commission.

 Mt. Edgecumbe Hospital was one of
four hospitals to earn the Mountain
Pacific Quality Achievement Award.

 Chasing Zero Award-Zero Hospital
Infections




SEARHC’S TRACK RECORD OF
FINANCIAL PERFORMANCE

Total Revenue ($ in MM)

FY14 FY15 FY16 FY17

Net Income from Operations ($ MM)

jﬁi

FY14 FY15 FY16 FY17

Days Cash on Hand

FY14 FY15 FY16 FY17

Capital Spend (S MM)

||iii| Iiiil ‘l“‘l

FY14 FY15 FY16 FY17




Terms of the Proposal




FINANCIAL TERMS

SEARHC proposes three financial options (see next slide) where SEARHC:
— Assumes ALL of the risk and responsibility for ongoing operations.

— Assists in funding the pension liability.
— Provides a total cash commitment ranging between S9 - $16 million.

— Provides the CBS with an additional projected net positive $S3 million
through the liquidation of SCH balance sheet.

— Provides for better electric rates for Sitkans, projected at between 15-
30 percent.

— Purchases the business, defined as employees, services and licenses, for
the hospital and long-term care unit but not the property that SCH
operates.

— Enables the City to retain its current facilities for alternative use.

— Will be responsible for the results of the income statement and balance
sheet.




FINANCIAL TERMS Continued...

OPTION 1 OPTION 2 OPTION 3
Cash Payment to the 58.3 million to buy the SCH business only $700,000 for $9 million to
CBS 22 years for a total buy the SCH
cash payment of business only
$15,400,000
to buy the SCH
business only
Lease Payment to the $140,000/year for up to five years Included in above Included in
CBS above
One-Time Payment for $646,000
SCH Termination in PERS
DB and PERS DCR
Total Cash Commitment 59 million 59 million (minimum) 59 million
Total Maximum Cash 59 million $16 million 59 million
Commitment by SEARHC
CBS Retains Current The CBS retains $900,000 per year of tobacco tax $900,000 $900,000
Subsidies and Support revenue and capital support
Payments
Retained Assets and Cash and investments, foundation assets, accounts 53 million 53 million
Liabilities by CBS receivable, prepaid expenses, deferred pension
outflows and any identified non-operating assets, as
well as current liabilities, long-term debt, net
pension liability, obligation payments to third-party
payers and other disclosed or non-disclosed
liabilities, together which are valued at a net positive
53 million
Total CBS Savings $3.9 million + $3.9 million + $3.9 million +
| Grand Total Value $12.9 million $19.9 million | $12.9 million |




FINANCIAL TERMS Continued...
OPTION 1

— SEARHC will purchase the SCH business operations with an up-
front, cash payment of $8.3 million.

— SEARHC will lease the SCH real estate for $140,000 per year for up
to five years for a total of $700,000 resulting in a total cash
commitment of $9 million.

— The CBS will retain most all of SCH balance sheet assets and
liabilities.




FINANCIAL TERMS Continued...
OPTION 2

— SEARHC will provide a yearly payment of $700,000 for 22 years for a
total cash payment of $15,400,000.

— The CBS can use the money, combined with current subsidies of nearly
$900,000 consisting of tobacco/alcohol tax and capital support as it
deems fit, which could fund the pension liability as actuarially
estimated. The funding will end if the liability ends and will be reduced
if the liability is reduced.

— If the pension liabilities are resolved prior to 22 years, SEARHC will, at a
minimum, contribute a net total of $9 million minus the amount paid
up to the time the liability ends.

— The CBS will retain most all of SCH balance sheet assets and liabilities.




FINANCIAL TERMS Continued...
OPTION 3

— SEARHC will make a S9 million up-front cash payment to purchase
the SCH business operations as described above. The CBS can use
this money as it deems fit such as funding pension obligations.

— The CBS will retain most all of SCH balance sheet assets and
liabilities.




PROPOSAL TERMS Continued...

Governance Terms

—Establishment of a Sitka Advisory Council for input about services and
patient satisfaction

Employee and Provider Terms
—SEARHC will guarantee and offer equitable employment opportunities.

—SCH employees who pass the necessary background checks will be
offered similar available positions at compensation and benefit levels
similar to those provided by SEARHC.

—SEARHC welcomes all providers who meet the requirements of the
SEARHC Medical Staff Bylaws. Providers who pass the necessary
background checks and are in good standing with SCH will be offered
similar positions at compensation/benefit levels similar to those
currently provided by SEARHC.




PROPOSAL TERMS Continued...

Technology and Capital Expansion Terms
— Cerner electronic medical record platform extended throughout the
healthcare delivery system, including SCH facility

— SEARHC will provide maintenance of SCH facility and assume the
facility obligations, including capital investments in new equipment.

New Facility
— A new 25-bed critical access hospital with four operating rooms,
replacing all acute care services provided at MEH and SCH

— A new medical office building housing primary care, specialty clinics
with 50 treatment rooms as well as laboratory and radiology services

— A new 20-bed skilled nursing facility to replace the SCH facility




CONCLUSION AND NEXT STEPS

TIMELINE

— This transaction is subject to the final approvals of the respective governing
boards of SEARHC and the CBS Assembly.

— The offer(s) described in this proposal will no longer be valid as of
September 1, 2018.




QUESTIONS?



	legistar.com
	Meeting Agenda
	Legislation Details - 18-154
	https://sitka.legistar.com/View.ashx?M=F&ID=6434004&GUID=5B69F393-F6DD-4393-B834-90811CEEA9DC
	Coteau Des Prairies  Proposal
	 
	What QHR Stands For
	Quorum By the Numbers
	Slide Number 4
	Consulting Services
	Sitka Market
	Operations
	Balance Sheet
	Touchstones to Sustainability
	Quorum Proposal
	Slide Number 11
	Management Option-Terms
	Management Option-Services
	Management Option 
	Transition Management and Advisory Services – Terms 
	Transition Management and Advisory Services – Services
	Transition Management and Advisory Services
	Slide Number 18
	Slide Number 19
	Slide Number 20

	PowerPoint Presentation
	Slide Number 1
	Overview
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Our Value Proposition to Sitka
	Our Value Proposition to Sitka
	Slide Number 8
	SEARHC STRATEGIC Plan Direction
	SEARHC at a Glance
	SEARHC Executive Leadership team
	Slide Number 12
	Slide Number 13
	Demonstrated Culture of Quality
	SEARHC’s Track Record of Financial Performance
	Slide Number 16
	Financial Terms
	FINANCIAL TERMS Continued…
	�FINANCIAL TERMS Continued…�
	��FINANCIAL TERMS Continued…��
	�FINANCIAL TERMS Continued…�
	Proposal Terms Continued…
	�Proposal Terms Continued…�
	Conclusion and next steps
	QUESTIONS?



