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L. INTRODUCTION
Interested Parties Laurel Regional Hospital (“LRH”), MedStar Montgomery Medical

Center (“MMMC”) and Holy Cross Hospital (“HCH™), along with Participating Entity City of

Takoma Park (the “City”), have submitted Comments on the CON application of Adventist

HealthCare, Inc. (“AHC”) to relocate its Washington Adventist Hospital (“WAH” or the

“Hospital”). Not surprisingly, the Interested Parties -- for purely transparent, self-interested

commercial reasons -- oppose AHC’s application, while the City has provided and relied on

incorrect information in commenting on the Hospital’s application. Thus, while the reasons for
the positions taken by the Interested Parties and Participating Entity may be understandable (at
least from their self-interested perspective), the Comments that they have submitted -- whether
viewed individually or collectively -- do not establish that AHC has failed to meet any of the

Standards governing its CON application. Indeed, as established in AHC’s previous filings and

in these Responses to the Comments, AHC has met the Standards and its application properly

should be approved.

IL RELOCATION OF WAH WOULD NOT HAVE AN UNDUE NEGATIVE
IMPACT ON EXISTING PROVIDERS OR THE HEALTH CARE DELIVERY
SYSTEM; TO THE CONTRARY, THE HEALTH CARE DELIVERY SYSTEM
WILL BE ENHANCED AND IMPROVED.

A. The Methodology Relied On For LRH’s and MMMC’s Claims Of Adverse
Impact Is Flawed And Defies Common Sense; Indeed, If Anything, Their
“Analysis” Establishes No Adverse Impact.

LRH alleges that both it and MMMC would be adversely impacted by WAH’s relocation.

However, while it included a narrative describing the approach and methodology purportedly

used to define the new service area at White Qak, it did not provide the attendant zip codes and

market share. Even more significantly, population within the newly defined service area of



1,749,405 suggested by LRH (LRH Ex. 4 at 5) implies an increase of 48.6% compared to the
population of 1,177,484 within WAH’s current Takoma Park service area. (See Table at Ex. 108
hereto.l) Given that LRH used Claritas as the source for its population projections (as has AHC),
it would appear that the increase reflected in LRH’s data has resulted from expanding the
number of zip codes to redefine service area. However, LRH has provided no commentary,
reasoning or logic to support its presumption of an expanded service area.

While it is difficult to comment on the validity of the analysis without the underlying

detail, the following is clear:

. The analysis supports that there will be no adverse impact from WAH’s relocation
because the increase in discharges resulting from population increases more than
offsets the estimated impact from the move for every identified hospital.

. LRH estimated that the move would cause a reduction of 1,765 discharges at all
Maryland hospitals (excluding WAH), which included reductions at hospitals
spanning Montgomery, Prince Georges, Howard, Frederick, Anne Arundel, and
Baltimore Counties. Of those 1,765 discharges, LRH has estimated that WAH
would only gain 549 discharges from the move, while Washington, DC and
Virginia would gain the remaining 1,216 discharges; that conclusion defies
common sense. It would be patently unreasonable to assume that WAH’s
relocation 6 miles to the north would cause a significant outmigration of
discharges from hospitals in those six Counties to Washington, DC and Virginia,
particularly when four of those Counties are not contiguous jurisdictions.

Additionally, LRH’s comments wrongly suggest that it and MMMC would be worse off

by $10 million and $5 million, respectively. The comment is misleading because (a) market
share shifts are considered by the HSCRC at 50% (not 100%, as done by LRH) and (b) these
hospitals would also experience a reduction of variable costs. Thus, assuming, as does the

HSCRC, 50% variable costs, there would be no impact on those hospitals’ profitability.

LRH’s “analysis” does not establish any adverse impact.

' AHC has continued the protocol, begun with the filing of its Modified Application, of
numbering all of its Exhibits sequentially.



B. HCH’s Claim That Its ED Facilities Will Be Overburdened Following
WAH’s Relocation Is Unfounded.

HCH has asserted that its ED cases will increase by 15% as a result of a WAH relocation.

AHC notes the following shortcomings in the analysis presented in HCH’s Ex. 5, which

supposedly shows an estimated increase of 13,302 ED visits to HCH:

o HCH applied unwarranted and extremely aggressive decreases in WAH market
share without considering offsetting increases that would occur when moving into
the redefined service area, including:

0o

A reduction of 38.5% in market share was applied to zip code 20903
(Silver Spring), in which the drive time was estimated to have improved
by 1 minute to the White Oak location.

A reduction of 62.9% in market share was applied to zip code 20912
(Takoma Park), leaving WAH with only a 3.3% market share, when the
relocated WAH will be the third most proximate hospital (after taking
Providence Hospital into account, as even closer than HCH to areas of
Takoma Park and Hyattsville) and WAH will continue to be connected as
a result of the remaining services in Takoma Park.

HCH assumed a market share reduction of 20% or greater for 10 zip
codes, but did not assume WAH would realize an increase in market share
of 20% or greater in any zip code, not even its new home zip code.

HCH also assumed that WAH in White Oak would not have a market
share greater than 30% in any zip code.

o HCH’s projections indicated that WAH would lose 23,468 annual ED visits
(61.6% of current volume in these zip codes) due solely to the move. HCH
curiously assumed -- without any substantiation -- that 13,302 of these annual
visits lost (56.7% of 23,468) would be gained by HCH.

HCH’s projections are extreme and unreasonable and do not establish any undue adverse

impact.



C. Relocation Of WAH Will Enhance And Strengthen The Region’s Health
Care Delivery System.

As has been established by AHC’s filings, the physical challenges that WAH faces on its
current site -- problems with access, a constrained site, limited parking, insufficient MOB on
campus and a surrounding residential area -- would not and cannot be solved under any on-site
modernization program. Modernization simply would not allow the Hospital to achieve its stated
objectives for providing the best possible patient care. The Commission necessarily must
consider what the effect would be on the region’s health care delivery system were AHC’s
application to be denied.

Conversely, there are numerous examples where the Commission has approved the
relocation of an outmoded facility, including Upper Chesapeake, Western Maryland, Meritus
and the Anne Arundel Medical Center’s relocation out of a residential area in downtown
Annapolis. Such relocations prompted performance improvements from rival hospitals, resulting
in an increased level of quality and patient care and, ultimately, in a new equilibrium distribution
of patients across those facilities -- something that results in an obvious public benefit and a
strengthened regional health care delivery system.

III. WAH’S PROPOSED RELOCATION PROJECT IS BOTH FINANCIALLY

FEASIBLE AND VIABLE.

MMMC and HCH attack the financial feasibility and viability of the relocation Project on
similar grounds. The former claims that the Project is neither financially feasible nor viable
under COMAR 10.24.01.1B13 and 10.24.01.08G(3)(D) based on five contentions: (1) WAH’s
current financial status supposedly is “dire”; (2) WAH’s assumed financial turnaround is
purportedly “unrealistic”; (3) the sources of Project funds allegedly are “questionable”; (4) other

factors could worsen AHC’s ability to obtain financing; and (§) WAH’s projected operating



performance at its new site purportedly is “unsupportable.” HCH, for its part, contends that
AHC: (1) did not include certain costs allegedly involved with its Central Utility Plant; (2) did
not account for certain costs related to decommissioning the Takoma Park site; and (3) did not
accurately represent operating results and debt covenant ratios. Each of those contentions is
belied by the facts.

A. WAH Is Profitable, Exceeding Projections, And Can Be Expected To Achieve
Its Anticipated Profitability.

Contrary to MMMC’s and HCH’s apparent expectations, WAH’s operating performance
in CY 2014 showed a significant turnaround that demonstrates the Hospital’s ability to perform
as projected. Year-end unaudited financial statements reflect a $4.1 million operating profit for
WAH -- a $14.8 million turnaround from the prior year. (See Ex. 109.)* Based on those results,
WAH needs only to achieve an additional $1.6 million in annual improvement to attain the
projected 2018 results, which equates to less than 0.8% of non-capital operating expenses. |

Thus, not only is WAH’s current status not “dire”, but given the already significant
improvement that WAH made in 2014, its projected turnaround over the next four years is both
realistic and eminently achievable. In that regard, it is readily apparent that MMMC’s challenges
to WAH’s assumptions are as off-base as its skepticism that WAH could achieve “a miraculous
turnaround in operating performance before the proposed opening of a new hospital.” (MMMC
Comments at 7.) First, in WAH’s July 1, 2014 annual rate update, the HSCRC provided an
annual update factor of 2.40%, consistent with what the HSCRC provided to all hospitals in the
State under the Global Budget Revenue methodology. Moreover, WAH’s inflation assumptions

are consistent with the Final Recommendation on Balance Update approved by the HSCRC

2 These results -- which will be released as audited by April 30 -- already have been reported
formally to the HSCRC.



Commissioners on June 11, 2014. That Final Recommendation provides updates for hospitals
under Global Budget Revenue agreements by applying the blended Global Insights market
basket for non-capital and capital growth. Contrary to MMMC’s suggestion, it would be
inconsistent with the changing payment landscape and new waiver program to utilize historic
update factors that are no longer relevant moving forward. On the issue of market share, WAH
expects that the overall market will grow at rates less than the annual population due to reduction
in unnecessary utilization, therefore, absent any major change in market dynamics, the market
share shift would be immaterial. As a matter of consistency, WAH has applied the same
assumption after the opening of the new hospital (i.e. that volumes would be constrained in a
manner that would not generate a positive market share shift under that methodology).?

WAH’s projected annual cost (expense) increases properly have assumed aggregate
expense inflation consistent with the update factor assumptions, therefore necessarily tying the
rate updates to cost increases. However, efficiency gains are also assumed in the years leading
up to the opening of the relocated hospital -- many of which were already realized in CY 2014,
and not included in projections filed with the application. Indeed, WAH has already realized an
additional $5.8 million in 2014 cost reductions, thereby accelerating the necessary efficiency
gains to achieve a strong bottom line in 2018.* (See Ex. 111, outlining various expense

reductions.)

3 WAH further notes that, although the market share shift methodology has yet to be finalized by
the HSCRC staff and approved by the Commission, current discussions at the Payment
Workshop on market share shift calculations contemplate applying an algorithm that limits the
market share shift to 50% of the lesser of the absolute value of volume decline or market growth.
* The Tables set forth in Ex. 110 show the details behind the aggregate expense inflation, as well
as a volume variability analysis demonstrating that they are not “unsupportable” assumptions,
but, rather, well-thought out and planned.



MMMC’s criticisms relating to volume changes are equally misplaced. Indeed, it
appears that MMMC took into consideration only the projected change in inpatient admissions,
and not aggregate volume change that included outpatient services. The HSCRC has indicated a
preference for measuring volume changes for input in the market share shift calculation using an
ECMAD (Equivalent Case-Mix Adjusted Discharge) measure.” WAH’s case-mix adjusted EIPA
growth rates, reflected in Table 2 of Ex. 110, include an annual decrease in readmissions of
6.78% between 2014 and 2018, which accounts for nearly 80% of the inpatient admission
decline year-over-year, and which WAH believes was a reasonable assumption consistent with
the objectives of the new waiver program.

WAH’s CY 2014 operating performance not only speaks for itself, but provides a
realistic, firm basis for validating the projection of $10.5 million in annual operating income in
CY 2018.

B. The Sources Of Project Funds Are Realistic And Achievable.

1. AHC accurately stated its cash position.

Audited financials are prepared and presented annually for AHC as a consolidated entity,
with an unqualified opinion from its auditors rendered in accordance with Generally Accepted
Accounting Principles. The final paragraph of the audit opinions states that the supplemental
information included in those financial statements “is presented for purposes of additional
analysis rather than to present the financial position, result of operations, and cash flows of the
individual companies and is not a required part of the consolidated financial statements.”

Although the consolidated statements are included with the intent to reflect the financial strength

5 This measure is comparable to a case-mix adjusted EIPA (Equivalent Inpatient Admission)
measure, which was the methodology that WAH used in order to project costs associated with
volume change.



of the operations of each entity on an individual basis, there is nothing -- from an accounting
standpoint or otherwise -- unacceptable or improper about presenting negative cash for those
entities whose operations do not currently generate a positive cash flow. Moreover, there is no
accounting guidance that suggests that the presentation of negative cash is inappropriate unless
an external party funded a liability that AHC could not pay. Thus, the reference to the “going
concern” assumption is wholly inapplicable.®

HCH is equally wrong in arguments concerning AHC’s “Days Cash On Hand”. By
definition, that term includes all unrestricted cash and investments. Thus, while HCH only has
considered the $58,692,102 cash and cash equivalents that AHC and its controlled entities held
as of December 31, 2013, the total cash on hand really was $187,334,289 as of December 31,
2013 (reflecting the $58,692,102 in cash and cash equivalents, plus $128,642,187 in short term
investments).

There has been no artificial combination or exclusion of controlled entities, nor has there
been an overstatement of cash position. The covenants outlined in AHC’s various debt
agreements relate to the Obligated Group’s financials, and ratios are presented as such to
demonstrate that the Obligated Group will continue to meet its covenant requirements during all
phases of the WAH relocation Project. To that end -- and in accordance with the asset transfer
provisions governing the operations of the Obligated Group -- the cash amounts utilized by
Adventist Medical Group (as well as any other AHC entity currently operating with negative
cash flow) to fund their operations on an annual basis are well within the guidelines prescribed

by AHC’s covenants with its lenders.

¢ Indeed, the going concern assumption does not specifically make reference to the presentation
of negative cash, and, in issuing AHC’s clean audit opinion, its auditors are opining on the
entity’s ability to continue as a going concern on the basis of its consolidated financial
statements.



Based upon the true amount of cash on hand, it should be immediately apparent that AHC
will have the financial wherewithal to fund $50.4 million of the Project cost with cash from
operations.

2, AHC’s projections do not include the proceeds from the sale of its
New Jersey facility.

Contrary to HCH’s contention, AHC included no assumed proceeds from the sale of its
New lJersey facility in its projections, as reflected by the note on page 129 of its Modified
Application, in which AHC acknowledged that it was not relying on “cash proceeds from the
sale . ...” HCH’s criticism simply has no basis in fact.

3. AHC'’s operating margins are improving rather than deteriorating.

HCH also erroneously contends that “AHC’s operating margins are decreasing,” and that
those “margins and the trend documented in the financial statements make AHC’s projections for
dramatic turnaround in future years unrealistic.” (HCH Comments at 17.) Again, HCH’s
expectations are belied by AHC’s actual 2014 results. AHC’s hospitals improved operating
profitability from slightly more than $7 million to nearly $22 million (an increase of $14.77
million). Operating profitability for all of AHC’s services improved from a slight loss in 2013 to
an operating profit in excess of $11 million in 2014. As is the case for WAH, there is no reason
to believe that AHC’s financial turnaround will not continue throughout the period from 2015 to
2019.

AHC’s balance sheet also improved along with its operating margins. As reflected by its
unaudited CY 2014 results, AHC’s total assets grew by nearly $7 million during the year, while

its liabilities decreased in excess of $4.2 million. (See Ex. 109.)



4. AHC reasonably anticipates HSCRC approval of a rate increase.

MMMC questions the financial feasibility and viability of the Project by also challenging
WAH’s assumption of a $19 million, 7% capital rate increase, which MMMC argues would be
historically unprecedented.

First, as a matter of precedent, MMMC simply is wrong in contending that the most the
HSCRC has approved in the last 10 years is 50% of the incremental capital costs. In 2013,
Garrett County Memorial Hospital (“GCMH”) was awarded a rate increase of 100% of
incremental capital when it sought an increase in rates exclusively for capital. This equated to a
5.88% increase in GCMH’s rate structure. The HSCRC staff’s justification for deviating from
the 50% standard of incremental capital was due to the fact that, under TPR, the hospital was not
able to generate additional revenue with increased volumes as a result of those capital
expenditures, and therefore, as a TPR hospital, there was no opportunity to generate necessary
revenues to fund capital shortfalls through volume increases. (See Ex. 112.) Now that WAH has
entered into a Global Budget Revenue agreement, it is similarly constrained by the inability to
fund capital through increased volumes. Furthermore, the incentive to fund capital through
volumes is in direct conflict with what Maryland hospitals are trying to achieve under the new
waiver program. Therefore, it is reasonable to believe that WAH will be given similar
consideration to have capital funded above the 50% incremental level that had previously been
applied under the fee for service system.

MMMC also contends that “WAH is currently one of the highest charge (cost) hospital
[sic] in Maryland.” (MMMC Comments at 11.) In making that contention, MMMC does not
provide any supporting authority, but whatever data it may be relying on likely is not “current”,

given that the last published ROC (Reasonableness of Charges) that measured hospital charge

10



structures was published in June 2011 and used hospital data from FY 2010. More importantly,
that published ROC incorporated methodologies that have since been abandoned, such as the
charge per case and CPV. Plainly, a reasonableness of charges measure that used data that is
now five years old and that was based on reimbursement methodologies that have not been in
existence for several years is not “current”. MMMC’s criticism has no basis in fact.

MMMC also claims that a 7% increase to rates would be a “significant” increase to the
Maryland system. That contention, however, is made wholly out-of-context. WAH is requesting
$19.7 million. In FY 2014, total hospital regulated revenues was $16.04 billion. WAH’s $19.7
million request would equate to 0.12% of the total revenues in the State, which cannot
reasonably be viewed as “significant” in the overall context. Indeed, it actually would be less
than 25% of the impact of the newly-constructed Holy Cross/Germantown hospital.

S. AHC has been advised that it reasonably can expect to obtain bond
financing.

AHC’s consultant, Ziegler, has advised that AHC reasonably can expect to obtain bond
financing. This advice is based on Ziegler’s knowledge of and experience with recent “BBB”
and non-rated health care financings. Attached are updated materials from Ziegler, showing
examples of 18 recent financings, including relevant case studies, that reflect Ziegler’s opinion
that the Project not only is financeable, but that (given the favorable environment) borrowing
costs may be below those assumed in AHC’s application. (See Ex. 113.)

6. AHC has accounted for costs associated with “decommissioning”
hospital space on its Takoma Park campus.

HCH, without citing any source, expresses supposed concern that WAH has not fully
considered “decommissioning” requirements (and their related costs) when the Hospital relocates

from Takoma Park to its new site.
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In fact, AHC has provided a detailed description of services that will be provided on the
Takoma Park campus post-relocation; those services reflect a substantial continued presence on
the campus, inhabiting several buildings in nearly a quarter of a million square feet. With that
level of activity and presence, it is clear that HCH’s supposed concern that the vacated space
would not be “appropriately” mothballed has no basis in fact. AHC indeed has considered all
necessary actions, and has included them in its technical approach. Tt similarly has identified the
cost of the associated demolition, relocation and renovation and has submitted those costs in the
budget information provided in its Takoma Park campus exhibit.

7. AHC reasonably can expect to raise $20 million in donations.

MMMC’s challenges to AHC’s fundraising goals are entirely misplaced and reflect a
misunderstanding of standard fundraising practices and strategies. As the attached standard
funding principles illustrate (Ex. 114, “Landmark Philanthropic Fundraising Studies Find
Multiple Activities, Long-Term Donor Relationships, Are Keys to Success, AHP Performance
Benchmarking Service Says”, Association of Healthcare Philanthropy), MMMC has posed the
wrong questions and then criticized the application for not answering them. The comments
wrongly presume that the philanthropic goals for the WAH capital campaign are or should be
based on the number of hospital beds and the affluence of the surrounding zip codes or patient
population, which is not the case. Notably, WAH’s fundraising target of $20 Million represents
only 6% of the overall cost of the project. The sources of fundraising are not limited to or even
necessarily heavily reliant upon the affluence of the constituency served, but rather on the

mission and vision of the organization and the impact of the specific project.

12



C. AHC Appropriately Has Presented And Accounted For Anticipated Costs
Associated With Its Central Utility Plant.

As noted in AHC’s CON application and its November 20, 2014 Response to
Completeness Questions, the Central Utility Plant (“CUP”) for the relocated Hospital will be
developed under the requirements of a Power Purchase Agreement (“PPA”, also known as a
Energy Services Agreement (“ESA”)) with an unrelated third party. Such agreements
increasingly are used by hospitals and other organizations to provide an improved level of energy
service and to avoid the significant capital cost related to a CUP. Indeed, a like agreement was
utilized for the delivery of power from a Clark Construction-owned entity to Upper Chesapeake
Medical Center, an affiliate of UMMS, beginning in 2014. Under the PPA/ESA, there is no
transfer of ownership of equipment in the central plant, and the cost of the plant and maintenance
responsibility reside with the third party. Thus, there would be no capital expenditure or debt
incurred by AHC to develop the CUP and no source of funds provided by the organization for
that purpose. The cost of the utilities purchased would be (and has been) included in the future
operating costs of the relocated Hospital, just as would be the purchase of energy from a public
utility. For that reason, AHC did not record the cost for the CUP as a capital cost.

HCH, however, has taken issue with AHC’s forecasts because they did not include costs
relating to a CUP capital lease in debt ratios. (HCH Comments at 11-12.) HCH’s position is
wrong for four distinct reasons. First, a PPA/ESA is not, by definition, a “lease”.” Second, the
Statement of Financial Accounting Standards relied upon by HCH is only a proposed Standard

and has not been formally adopted by the FASB.® Third, under the proposed Standard, the

7 See Ex. 115, Financing Sustainability Projects on Campus, American College & University
Presidents’ Climate Commitment (“ESAs are designed to be treated as a services agreement and
not as a lease, potentially allowing for off-balance sheet accounting treatment . . . .”).

¥ See Ex. 116, Project Update: Leases-Joint Project of the IASB and FASB.
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FASB has rejected the notion that all leases must be treated as capital leases, and instead has
retained a dual approach that recognizes both capital and operating leases; thus, even were the
new Standard to be adopted, the arrangement would not be deemed, as HCH claims, “a capital
lease.” And finally, as noted by attorneys who specialize in energy finance, a PPA/ESA
agreement expressly can be structured so it is not categorized as a lease transaction for debt ratio

purposes:

Under the proposed FASB revisions, however, an ESA can be structured to meet

the service agreement criteria (which would remain off-balance sheet), avoiding

treatment as an on-balance sheet operating lease. ESA providers and providers of

emergency energy efficient financing structures such as Managed ESAs are

avoiding this potential accounting issue by offering service-based agreements that

are not treated as leases under current or proposed FASB standards.

There simply can be no dispute that the services agreement arrangement contemplated for
the CUP has been treated properly under both current and potentially prospective accounting

standards and need not be included in debt ratios.
IV.  WAH’S RELOCATION WILL NOT ADVERSELY IMPACT ACCESS FOR THE
INDIGENT, INCLUDING THOSE IN TAKOMA PARK.
A. WAH Has A Long History Of Serving The Community -- Particularly Its
Indigent And Medically Underserved Residents -- Which Will Continue Both
On The Takoma Park Campus And In The Total Community That AHC
Serves.
Comments claiming that WAH is “abandoning” the community it serves by moving to a
state of the art facility only six miles from Takoma Park reflect either the ignorance of, or lack of
investigation by, the commenters concerning AHC’s strong commitment and contributions to

that community. In many respects, AHC’s demonstrated commitment to provide community

benefit exceeds that of others, including the commenting Interested Parties.

® See Ex. 117, Wilson Sonsini Goodrich & Rosati, Innovations and Opportunities in Energy
Efficiency Finance at 16.
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WAH has a long history of being a leading provider of care for the under-served, and
provides a wide array of health and wellness programs for the community, as documented by the
significant portion of its income devoted to community benefit services. (See Ex. 118, 119 and
120 for examples of those many community benefit services.) That is a commitment that will
continue with the new campus in White Oak and continued services in Takoma Park.

For State FY 2013, an HSCRC report shows that WAH had the highest level of
Community Benefit as a percent of total operating expense of any hospital in Montgomery
County, far higher than Interested Parties HCH and MMMC (with WAH subsequently reporting
an increase to $38.6 million in community benefit activity in calendar year 2013, 17% of the
Hospital’s operating expense):

Total Community Benefit as a Percent of Operating Expense: FY 2013
Washington Adventist Hospital: 15.30%

Holy Cross Hospital: 12.83%
MedStar Montgomery: 9.77%

http://www.hscrc.maryland.gov/init_cb.cfm

AHC’s CON application details how it plans to maintain the Takoma Park campus and
invest in health care services for the benefit of the community. The application details the urgent
care center, population health programs, and specialty hospital services that will be maintained
on the campus.

B. Medical Access For The Population In WAH’s Existing And Likely Service
Areas Will Not Decrease With Its Relocation.

1. Access for the population in WAH’s existing and likely service areas
will remain well within the State Standard.

The City suggests reduced access for the elderly and indigent by virtue of WAH’s
proposed relocation. As demonstrated in AHC’s previous filings, 100% of WAH’s likely service

area population will be able to travel to a hospital within the 30 minute time period established
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by the State Standard. (November 20, 2013 Answers to Completeness Questions at 13-14;
Modified Application at 31.) Moreover, AHC’s travel time analysis has demonstrated that the
likely service area population can travel more quickly to the White Qak location than to the
existing location, resulting in a “travel time savings” for the likely population of 1,133,019
minutes traveled. Notably, the City did not undertake a travel time study, instead commenting
on a single demographic within the City limits -- but shifts in drive time within WAH’s current
ED PSA are to be expected with relocation. Indisputably, relocation of the Hospital will result in
less convenience for some, and more convenience for others. However, “convenience” is not the
standard, and it is inarguable that “access” for the population in WAH’s existing and likely
service areas will remain well within the State Standard.

2, HCH’s insinuation that WAH is “abandoning” the indigent and
uninsured population in its service area is not only wrong, but
contradicted by data that establishes that WAH serves a larger
indigent population than any of the commenting Interested Parties
and will continue to do so.

The assertion that WAH is abandoning the indigent and uninsured population that it
currently serves is statistically unsupported and contrary to the mission and programs offered by
WAH in its community.

AHC has been unable to locate or verify the income statistics that HCH included in its zip
code level analysis and further has been unable to determine whether HCH considered the
average household income (HCH Comments at 5) or average salary per worker (HCH
Comments, Table 1, at 6). Thus, AHC has undertaken a similar analysis that considered:
(1) median household income; (ii) median earnings per worker; and (iii) income per capita

published in the United Census Bureau’s 5-Year American Community Survey. AHC then

ranked the 43 zip codes identified in WAH’s current MSGA service area based on the three
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metrics identified above and selected those zip codes that had at least two out of the three metrics
within the bottom 25th percentile (“Lowest Income Metrics™) or top 75th percentile (“Highest
Income Metrics”). The Tables at Ex. 121 reflect those results.

Notably, while HCH addressed AHC’s anticipated reduction in market share in some of
the zip codes with the Lowest Income Metrics, it did not consider that this only represented 9 out
of the 25 zip codes with expected market share reductions. Further, the reduction in discharges
originating from zip codes outside of those with the Lowest Income Metrics represented 62.2%
of the total reduced discharges. The weighted impact on the market share for those zip codes
with the Lowest Income Metrics was estimated at only 7.3%. WAH did not expect significant
increases in market share in the zip codes with the Highest Income Metrics. With expected
increases and decreases in discharges, the overall net impact was an increase of only 10
discharges in the zip codes with the Highest Income Metrics.

Although HCH contends that WAH is “foisting the burden of care for these residents on
the other hospitals that currently serve this population”, it is WAH that currently serves a higher
proportion of the indigent population and a lower proportion of insured patients when compared
to both HCH and to the overall market. The Tables in Ex. 122 present the payor mix for patients
originating from the zip codes with the Lowest Income Metrics. Specifically, those Tables
demonstrate that in 9 of the 10 zip codes with the Lowest Income Metrics, HCH had a higher
commercial payor mix when compared to both WAH and to the overall market. Inversely, in
9 out of the same 10 zip codes, WAH is serving a higher portion of Medicaid & Self-Pay patients
when compared to both HCH and the overall market. The same trends are found when

considering the patient profile within the entire WAH TSA, as reflected in the Tables in Ex. 122.
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Perhaps even more significantly, the data demonstrates that, within the current WAH
TSA, WAH serves a larger indigent population (Medicaid & Self-Pay) than any of the other
commenting Interested Parties, as shown below.

CY2013 Payor Mix within WAH TP TSA

Medicaid & Self-Pay
WAH 26.9%
HCH 18.0%
MMMC 12.1%
LRH 23.1%
Overall 20.6%

The payor mix for WAH’s current Takoma Park TSA and the White Oak TSA are not
materially different. (Modified Application at 138.) Accordingly, there simply is no truth to the
insinuation that WAH is “abandoning” the indigent and uninsured in its service area. Indeed, it
has done more -- and anticipates that it will continue doing more -- for that population than any

of the commenting Interested Parties.

C. Additional Studies That MMMC Asks The MHCC To Undertake Are
Neither Necessary Nor Warranted.

MMMC has suggested that the Commission properly should “more specifically examine
the impact [of relocation] on access on the indigent and medically vulnerable,” suggesting that
the Commission engage a professor at Emory University who MMMC touts as “a nationally
recognized expert in the field of public health policy.”

There are two reasons why the Commission should reject MMMC’s unusual proposal.
First, as reflected above, WAH has a long history of serving the community, particularly its
indigent and medically underserved residents, which will continue in the community that it
serves. In that regard -- as also established by AHC’s filings -- medical access for the population
in WAH’s existing service area will not decrease with its relocation. Second, the Commission

long has been charged with ensuring that facilities that wish to relocate meet the applicable State
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Standards and clearly has sufficient expertise to apply those Standards in this particular instance
without the need to engage a supposed expert to undertake a “level of detailed analysis . . .
consistent with the research literature . . . .” MMMC’s suggestion is misguided.

D. AHC Is Committed To Meeting The Need Of The Local Community --
Including Evaluating The Feasibility Of An FMF.

Throughout its filings, and as discussed above, AHC has been -- and remains --
committed to meeting the needs of the local community. Nevertheless, HCH contends that
AHC’s commitments are “unenforceable promises” with “insufficient detail” that will result in
clinical services not being available for the first three years after relocation of the Hospital.
HCH’s criticisms could not be more misguided. In fact, AHC already has established a
Federally Qualified Healthcare Center (a “FQHC”), operated by Community Clinics, Inc., on the
Takoma Park campus, and that FQHC will be doubling its clinical space in the coming months. '°
Moreover, AHC, in response to a Facility Condition Assessment performed by a third-party
expert, committed in mid-2014 to make a substantial investment in the facilities on that campus
over an 18 month period, including upgrades to elevators, electrical, mechanical and plumbing
systems and roof repair and replacement; it is well on its way to completing that work. AHC
intends to revisit the additional capital investment needed on that campus again in 2016, and will
not wait until the Hospital relocates to provide the needed funds for additional planned work.

Consistent with its establishment of the FQHC (and planned expansion of that facility),
AHC has committed to participate in the process for evaluating the need for an FMF in Takoma

Park. However, the moratorium regarding the creation and development of new FMFs remains

' The FQHC currently has 1,443 square feet of space and includes one provider that can handle
4,370 patient visits per year. By the end of this year, the clinic will be expanded to 3,000 square
feet, allowing space for an additional three providers and capacity for an estimated 17,480
patient visits; the expansion is being undertaken, in part, using money secured by WAH from a
State grant. (See Ex. 123.)
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in place, and regulations concerning possible future development have not yet been drafted or
promulgated. Once regulations have been developed by the MHCC, AHC will carefully evaluate
the feasibility of expanding its Takoma Park urgent care services to include an FMF.

V. THE CITY’S COMMENTS ARE MISGUIDED AND, IN MANY REGARDS,

FACTUALLY INCORRECT.

AHC is responding to various of the City’s comments in a separate section because they
reflect, in many respects, misinterpretation and miscalculation of data and an apparent
misunderstanding of the GBR process.

A. The City Has Misinterpreted AHC’s ED Data.

On page 20 of its 36 page submission, the City complains that AHC has provided
“inconsistent information about current ED use” and thereafter argues that AHC has proposed
almost “doubling” its ED capacity.

Its first argument is that, on page 59 of the CON application, AHC states that the ED unit
at WAH was designed for 30,000 annual visits and accommodated just under 49,000 in 2014,
which differs from the 50,000 figure on page 20, the 37,677 figure in Ex. 38 and the 46,930
figure in AHC’s November 10, 2014 Answers to Completeness Questions.

There is no inconsistency. Actually, page 59 of the application says that WAH
accommodated just under 49,000 visits in 2013 (not 2014), when total visits were 48,652.
Similarly, the reference to more than 50,000 patients being treated was in 2012, when total visits
were 50,840. The 46,930 visits represented total ED visits that were projected as of the time that
the Completeness Answers were filed in November 2014, and Ex. 38’s 37,677 reported visits
were solely outpatient ED visits in 2014. There is no inconsistency; the City has simply

misinterpreted the data.
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Second, the City incorrectly believes that the clinical decision observation beds that will
be located near the ED will be part of the ED; that is not the case. The 12 bed clinical decision
area is described in the many AHC filings as a critical element to manage patient through-put
and avoidable admissions. It is not treatment space capacity that is included in ED operations,
but, rather, is a resource that serves the through-put demands of the entire clinical patient tower.
Similarly, as evidenced in its 2013 and 2014 filings, AHC has demonstrated that the proposed
addition of six bays is informed by market projections and ACEP guidelines. Accordingly, while
the City has made a series of comments about allegedly inconsistent ED data (which, as noted,
are wrong), it is important to note that an understanding of the various data tables and the
information that they portray is important to appreciating the soundness of AHC’s projections for
the ED service.'!

B. The City Misunderstands AHC’s Intentions Concerning Inpatient And
Outpatient Cancer Care Services.

The City criticizes AHC’s pro formas on the basis that its forecast of increasing
outpatient visits seems inconsistent with its plans to eliminate inpatient and outpatient cancer
care, reasoning that if volumes decline as a result of the elimination of those services, the

HSCRC will make a downward adjustment in the total Global Budget Revenue for the facility.

"' The City apparently is concerned that the relocation will consume resources that “will drain
AHC capacity for future investments at Takoma Park.” (City Comments at 20.) As a threshold
point, AHC has demonstrated -- and continues to demonstrate -- its commitment to meeting the
needs of its local community, including residents of Takoma Park. More importantly,
purposefully under-sizing the ED in White Oak solely to reallocate funds for use on the Takoma
Park campus would be unnecessary and foolish; the space must be properly-sized. The same is
true with respect to the City’s criticisms of AHC’s proposal for shell space and its projected
reduced obstetric and surgical service capacity. As reflected by AHC’s many filings, all services
proposed for the relocated Hospital have been informed by comprehensive market projections,
and provide a “right-sized” hospital capacity based on those market factors.
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The City misunderstands both the data and AHC’s intentions concerning inpatient and
outpatient cancer care services. First, with respect to inpatient cancer care services, there are no
plans to discontinue the current level of inpatient cancer care service. Second, outpatient
radiation therapy will be moving to a non-rate-regulated building, and the pro formas do take
into consideration the movement of that service outside of the Global Budget Revenue.
Specifically, $3.2 million of radiation therapy revenue is moved outside of the global cap at the
50% variable cost factor in the year that the relocated Hospital opens, and then an additional
downward market share adjustment of 0.32% is made in the following year for those services
leaving the Hospital premises.

C. The City Erroneously Has Miscalculated WAH’s Change In Revenue Per
Admission.

The City, noting that AHC’s Answers to Completeness Questions of November 20, 2014
reflect an 8.8% average price increase for inpatient services across the two campuses, argues that
the increase actually is 16.1% per admission. Again, the City has misunderstood the relevant
data.

The City’s calculation, shown in Table 1 on page 10 of its Comments, includes
psychiatric services for 2018, while deleting them for 2019. As reflected by the Tables in
Ex. 124, if psychiatric admissions are included in both years in order to get a true apples-to-
apples comparison, the revenue increase per admission is 9.06%; if they are deleted for both
years, as also reflected in that Exhibit, the revenue increase per admission is 8.85%.

D. The City Has Misunderstood The GBR Process.

At page 19 of its Comments, the City -- again relying on the incorrect belief that WAH
rates would increase 16.1% -- argues that such an increase would likely conflict with AHC’s

Global Budget Revenue agreement. Aside from the fact that its 16.1% figure is flatly wrong (as
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demonstrated above), the City’s comment reflects a misunderstanding of how the Global Budget
Revenue process works. The 5% corridor refers to allowable price increases in a given year to
hit the GBR target as utilization is compressed. WAH will be seeking a rate increase and
therefore its GBR and unit rates would increase by the 7% sought. The 5% / 10% corridor is a
totally unrelated matter.

E. The City Objects -- Without Basis -- To How WAH Reports And Projects
Certain Outpatient Services.

The City quarrels -- without explaining why -- with WAH’s methodology for reporting
and projecting certain outpatient services, which the City contends results in volume projections
that under-represent radiation therapy. First, AHC reports outpatient services, such as radiation
therapy, on an episodic basis, rather than discrete visits; the volume projections thus do not
under-report, they are just counted differently than if discrete visits were counted. Second,
episodes in the pro formas are categorized by their primary service, with all of the charges for all
of the services related to that episode bundled in projecting future revenues. Therefore, the pro
Jforma do take into consideration and make the appropriate adjustments to volumes and revenues.
Second, in response to the City’s contention that, based on the way it reports such visits, AHC
has not accounted for the loss of rehabilitation services, the City apparently has overlooked the
fact that such services are not recorded under WAH’s license, so there is no need to make any
adjustment.

F. The City Also Inappropriately Questions The Methodology Employed By
AHC To Calculate Its Proposed MSGA Primary Service Area.

The City criticizes AHC’s application for allegedly failing to describe fully the

methodology used to calculate the proposed MSGA Primary Service Area and for not applying
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“sufficient logic to substantiate its assumptions for changes in market share by ZIP code.” (City
Comments at 12.)

AHC’s applications and its Answers to Completeness Questions explain its methodology.
Indeed, in correspondence dated December 4, 2014, the MHCC confirmed that “Staff understand
that there are multiple influences and that the weight attributed to each may vary by zip code and
that such projections involve both art and science.” AHC thereafter further explained its
methodology and rationale to substantiate its assumptions for changes in market share by zip
code in the format requested by the MHCC in AHC’s answers of January 6, 2015. AHC has
performed a thorough analysis and has provided the logic and rationale to support its

conclusions.

VI. CONCLUSION

As noted above, the Comments of the Interested Parties and Participating Entity do not
establish that AHC has failed to meet any of the Standards governing its CON application, no1
do they provide any basis for denial of that application. Accordingly, AHC respectfully requests
that its application be approved.

Respectfully submitted,

S

John F. Morkan III

Howard L. Sollins

John J. Eller

OBER, KALER, GRIMES & SHRIVER
A Professional Corporation

100 Light Street

Baltimore, Maryland 21202

(410) 685-1120

Attorneys for Adventist HealthCare, Inc. d/b/a
Washington Adventist Hospital
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AFFIRMATION

I hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,

information, and belief.
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James G. Lee Date
Executive Vice President & CFO
Adventist HealthCare, Inc.
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I hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,
information, and belief.
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Vice President, Business Development
Washington Adventist Hospital



AFFIRMATION

I hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,

informatiop;and belief.
éﬁw\ 02/23/15

Geofkgey M&'gar{/ (/4 Date

Vice President, Expanded Access
Washington Adventist Hospital




AFFIRMATION

I hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,
information, and belief.
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Kristen Pulio Date
Vice President, Revenue Management
Adventist Healthcare
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I hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,
information, and belief.
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Diana Rowny Date
Director of Finance
Washington Adventist Hospital




AFFIRMATION

I hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,
information, and belief.
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Maureen L. Dymond c Date '
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1 hereby declare and affirm under the penalties of perjury that the facts stated in this
application and its attachments are true and correct to the best of my knowledge,
information, and belief.
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R. Lee Piekarz Date
Deloitte Financial Advisory Services, LLP
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application and its attachments are true and correct to the best of my knowledge,
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CY2013 Population Estimates Within WAH MSGA TSA

15-44 45-64 65-74 75+ Total
20783 - Hyattsville 23,816 9,241 2,183 1,542 36,782
20912 - Takoma Park 10,826 6,661 1,500 847 19,834
20782 - Hyattsville 14,789 7,059 1,833 1,265 24,946
20903 - Silver Spring 10,509 4,858 1,152 758 17,277
20901 - Silver Spring 15,244 9,994 2,450 1,670 29,358
20904 - Silver Spring 22,007 14,782 4,008 4,933 45,730
20740 - College Park 17,060 4,808 1,365 1,062 24,295
20910 - Silver Spring 19,364 10,381 2,652 1,735 34,132
20705 - Beltsville 11,501 7,014 1,680 1,345 21,540
20011 - Washington 26,699 16,994 4,942 4,952 53,587
20737 - Riverdale 10,073 4,371 968 527 15,939
20902 - Silver Spring 21,528 12,685 3,315 2,515 40,043
20770 - Greenbelt 11,642 6,486 1,368 853 20,349
20784 - Hyattsville 12,434 6,956 1,577 825 21,792
20706 - Lanham 15,938 10,248 2,656 1,615 30,457
20781 - Hyattsville 5,536 2,959 626 324 9,445
20906 - Silver Spring 24,581 16,259 5,666 7,926 54,432
20712 - Mount Rainier 4,290 2,248 478 229 7,245
20785 - Hyattsville 15,682 8,885 2,365 1,232 28,164
20012 - Washington 5,153 4,208 1,401 1,226 11,988
20707 - Laurel 14,479 8,730 2,179 1,321 26,709
20708 - Laurel 11,869 5,911 1,281 769 19,830
20722 - Brentwood 2,524 1,516 399 212 4,651
20743 - Capitol Heights 16,122 9,991 3,058 1,935 31,106
20019 - Washington 22,631 14,809 4,094 3,270 44,804
20017 - Washington 7,236 4,731 1,710 2,045 15,722
20020 - Washington 21,398 12,825 3,455 2,402 40,080
20774 - Upper Marlboro 17,507 13,585 3,668 1,983 36,743
20002 - Washington 27,209 14,356 3,567 2,576 47,708
20747 - District Heights 17,250 10,568 2,597 1,260 31,675
20710 - Bladensburg 4,514 2,009 511 373 7,407
20018 - Washington 6,462 5,096 1,752 1,753 15,063
20905 - Silver Spring 6,311 6,410 1,796 997 15,514
20877 - Gaithersburg 15,456 8,465 1,840 2,251 28,012
20721 - Bowie 9,930 9,542 2,154 1,135 22,761
20772 - Upper Marlboro 17,971 13,286 2,997 1,482 35,736
20866 - Burtonsville 5,782 4,166 784 440 11,172
20715 - Bowie 9,162 7,741 2,194 1,813 20,910
20874 - Germantown 27,243 16,017 2,792 1,122 47,174
20850 - Rockville 19,557 14,189 3,880 3,308 40,934
20853 - Rockville 10,666 8,891 2,816 2,097 24,470
20723 - Laurel 12,901 8,831 1,501 710 23,943
20001 - Washington 26,147 8,340 2,077 1,461 38,025
Total 628,999 377,102 97,287 74,096 1,177,484
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/ Adventist
/ HealthCare

Financial Report
As of December 31, 2014




Adventist HealthCare
Financial Highlights

For Period Ended December 31,2014

2,855 2,209 (1,072)
(960) 14 2,531
280 (393) (375)

37 374 3,822
323) 167 (3,313)
1,889 2371 1,593
0 (241) 227

0 (391) (314)
(1,012) (590) (904)
0 0 0
(1,012) (1,222) (991)
30) 26 271
(30) 26 271
40 24 32

48 7 (268)

0 0 (121)

88 31 (357)
(1,975) 22 (86)
(2,008) ©) 71
577 201 338
(3,406) 217 323
($2,471) $1,423 $839

PROFITABILITY SUMMARY
December 31, 2014

(in thousands)

Shady Grove Adventist Hospital: Consolidated
Washington Adventist Hospital: Consolidated
Hackettstown Regional Medical Center: Consolidated
Adventist Behavioral Health : Consolidated
Adventist Rehabilitation Hospital of MD

Total: Hospitals

Clinical I safich Sam
Clinical Integration Services Administration
Adventist Medical Group Primary Care
Adventist Medical Group Specialty Care
Mid Atlantic Primary Care ACO
Total: Clinical Integration Services

Home Health Services
Adventist Home Health Services
Total: Home Health Services

Other Health Services
Capital Choice Pathology Lab
Lifework Strategies, Inc
AHC Utgent Care Centers, Inc.
Total: Other Health Services

Support Center
Corporate Services
Shared Services
Investment Income
Total: Support Center

Adventist HealthCare: Total

~ Prior Year
- 2013

18,327 19,571 15,264
2,626 (3,679) (12,231)
(560) (3,436} (1,141)
5,154 3,032 2,182
(3,094) 2,667 813
22,453 18,155 4,887
(2,053) (2,872) 0
(4,134) (4,645) 0
(5,854) (5,534) (9,683)
1) 0 0
(12,042) (13,051 (9,683)
739 409 313
739 409 313
219 324 157
(154) 98 227
(179) 0 0
(114) 422 384
991 ) 1,655
(194) 62 (60}
2,527 2175 5,563
3,324 2,112 7,158
$14,360 $8,047 $3,059

RUN: 02/04/15 02:35 PM



Adventist HealthCare

Financial Highlights
For Period Ended December 31,2014

OPERATING PROFITABILITY SUMMARY
December 31, 2014

(in thousands)

- Year-to-Date

Bud

:

12013 2014
2,725 2,115 (1,324 Shady Grove Adventist Hospital: Consolidated 17,149 18,676 15,524
(803) 120 2,649 Washington Adventist Hospital: Consolidated 4,127 (2,407 (10,721)
243 431) (441) Hackettstown Regional Medical Center: Consolidated (1,575) (3,687) {918)
52 396 3,832 Adventist Behavioral Health : Consolidated 5,297 3,295 2,371
(337) 155 (3,329) Adventist Rehabilitation Hospital of MD (3,198 2,544 767
1,880 2,355 1,387 Total: Hospitals 21,800 18,421 7,023
Clinical I ion Servi
0 (241) 227 Clinical Integration Services Administration (2,053} (2,872) 0
0 391) (314 Adventist Medical Group Primary Care (4,134) (4,645) 0
(1,012) (590) (904) Adventist Medical Group Specialty Care {5,854) (5,534) (9,683)
0 0 0 Mid Atlantic Primary Care ACO 1) 0 0
(1,012) (1,222 (991) Total: Clinical Integration Services (12,042) (13,051) (9,683)
Home Health Services
42) 16 255 Adventist Home Health Services 637 298 257
(42) 16 255 Total: Home Health Services 637 298 257
Other Health Services
40 24 30 Capital Choice Pathology Lab 218 324 162
48 7 (268) Lifework Strategies, Inc (154) 98 227
0 0 (121) AHC Utrgent Care Centers, Inc. (179) 0 0
88 31 (359) Total: Other Health Services (115) 422 389
nte
(1,975) 22 (86) Corporate Services 991 ) 1,655
(2,008) (6} 71 Shared Services (194) (62) (60)
(3,983) 16 (15) Total: Support Center 797 {(63) 1,595
($3,069) $1,196 $277 Adventist HealthCare: Total $11,077 $6,027 ($419)

RUN: 02/04/15 02:35 PM



ADVENTIST HEALTHCARE, INC.: ADVENTIST HEALTHCARE INC

Balance Sheets
December 31, 2014 and December 31, 2013

ASSETS
Current assets:
Cash, cash equivalents, and investments

Patient accounts receivable, less allow. for doubtful accounts
totaling $17,921,091 for 2014 and $24,227,074 for 2013

Rate control receivable

Estimated third-party receivables

Other receivables, net

Due from affiliates

Inventories

Current portion of trustee-held funds

Prepaid expenses and other current assets
Total current asscts

Property and equipment:
Property and equipment

Accumulated depreciation

Construction in progress
Property and equipment, net

Other assets:

Cash and cash equivalents held for capital acquisitions

Investments
Land held for healthcare development
Investments in unconsolidated subsidiaries
Interest rate swaps asset
Trustee-held funds, excluding current portion
Deferred financing costs
Unamortized intangible assets
Deferred compensation fund
Professional liability trust fund
Deposits and other noncurrent assets
Total other assets

TOTAL ASSETS

December 31, December 31, Increase
2014 2013 (Decrease)
$ 194,211,699 $ 185,461,268 $ 8,750,431
105,037,531 126,404,865 (21,367,334)
2,228,974 1,293,632 935,342
3,402,411 2,313,438 1,088,973
10,811,570 13,811,098 (2,999,529)
180 180 0
10,995,869 12,172,222 (1,176,353)
1,779,033 2,747,528 (968,495)
5,576,816 6,377,828 (801,012)
334,044,083 350,582,060 (16,537,977)
867,129,155 827,950,926 39,178,229
(488,168,775) (451,101,977) (37,066,798)
378,960,380 376,848,949 2,111,431
47,141,287 36,964,982 10,176,305
426,101,667 413,813,931 12,287,736
2,554,360 2,611,538 (57,179)
2,967,923 779,155 2,188,769
67,604,975 63,173,637 4,431,338
8,927,378 8,192,394 734,983
6,215,093 7,045,352 (830,259)
2,331,701 2,622,135 (290,435)
5,181,260 5,453,987 (272,726)
164,057 164,057 -
14,081,263 10,038,797 4,042,466
6,499,909 5,225,799 1,274,110
116,527,919 105,306,851 11,221,068
$ 876,673,669 $ 869,702,842 $ 6,970,827




ADVENTIST HEALTHCARE, INC.: ADVENTIST HEALTHCARE INC
Balance Sheets
December 31, 2014 and December 31, 2013

December 31, December 31, Increase
2014 2013 (Decrease)
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable and accrued expenses $ 71,461,456 $ 85,322,897 $  (13,861,441)
Accrued compensation and related items 36,518,708 31,986,275 4,532,433
Deferred revenue 1,244,690 421,874 822,816
Interest payable 2,307,800 2,222,769 85,031
Due to affiliates - s -
Estimated third-party payables 23,989,353 24,233,222 (243,869)
Short term financing - N -
Current portion of long-term obligations 27,909,208 25,925,595 1,983,613
Total current liabilities 163,431,215 170,112,633 (6,681,418)
Long-term obligations, noncurrent portion:
Construction payable 191,718 116,254 75,464
Bonds payable 235,844,029 247,000,919 (11,156,890)
Internal debt @) 3) 1
Interest rate swaps liability 21,507,539 16,103,581 5,403,958
Notes payable 47,513,025 31,916,729 15,596,296
Capital lease obligation 8,549,109 16,348,680 (7,799,572)
Deferted gain on sale of land - - B
Deferred compensation 164,057 164,057 -
Estimated self-insured professional liabilities 11,626,223 9,324,911 2,301,312
Other non-current liabilities 10,281,405 12,251,306 (1,969,901)
Total long-term obligations, noncurrent portion 335,677,104 333,226,436 2,450,668
TOTAL LIABILITIES 499,108,320 503,339,070 (4,230,750)
Net assets:
Unrestricted 360,222,900 359,947,052 275,848
Income (loss) summary 14,360,361 3,725,999 10,634,361
Temporarily restricted 2,640,667 2,349,299 291,368
Permanently restricted 341,421 341,421 -
TOTAL NET ASSETS 377,565,349 366,363,771 11,201,577

TOTAL LIABILITIES AND NET ASSETS $ 876,673,668 $ 869,702,841 $ 6,970,827
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AHC CONSOLIDATED HOSPITAL ADMISSIONS & BIRTHS (YTD)

51,000 ¢

50,000

49,000

48,000

47,000

46,000

45,000
2014 Budget

AHC CONSOLIDATED HOSPITAL AVERAGE DAILY CENSUS (ADC)

2014 Budget




AHC CONSOLIDATED AVERAGE LENGTH OF STAY (YTD)




REVENUE

AHC CONSOLIDATED EBITDA AND MARGIN AS % OF TOTAL OPERATING

2013 EBITDA

2014 EBITDA

2013 MARGIN

2014 MARGIN

YTD 2014 Actual | 2014 Budget | 2013 Actual
EBITDA 8.2% 7.6% 6.8%
MARGIN 1.9% 1.0% 0.5%




AHC CONSOLIDATED

DEBT TO CAPITALIZATION

DAYS CASH ON HAND
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SGAH TOTAL ADMISSIONS & BIRTHS

YTD Act: 24,426 YTD 2013 25,256
YTD Bud: 25,347 YTD 2012 25,818

SGAH TOTAL AVERAGE DAILY CENSUS (ADC)

YTD Act: 261.9 YTD 2013 272.0
YTD Bud: 277.3 YTD 2012 280.3
350

0 4
@m2014

2013
—~—2012




SGAH AVERAGE LENGTH OF STAY

YTD Act: 3.9 YTD 2013 3.9
YTD Bud: 4.0 YTD 2012 4.0

SGAH CASE MIX INDEX (CMI)

YTD Avg 2014 Actual: 0.82 YTD Avg 2013 Actual: 0.88
YTD Avg 2012 Actual: 0.85

1.00 -

Jan | Feb |
@m2014| 0.84 | 083

~w-2013| 086 | 086
|=+=2012| 0.87 0.86

/s

Note: Prior to January 1, 2014, Shady Grove Adventist Hospital was operating under a revenue reimbursement model referred to as “A
Under this methodology, readmissions and one day stays were d for of the case mix index. Effective January 1, 2014, however,

Shady Grove Adventist Hospital started operating under a new revenue reimbursement model referred to as “Global Revenue Budget”. Under this model, readmissions
and one day stays are included for purposes of calculating the case mix index. The case mix indices in the graph above properly reflect this change.



WAH TOTAL ADMISSIONS & BIRTHS

YTD Act: 13,196 YTD 2013 13,176
YTD Bud: 13,105 YTD 2012 14,745

1,125

1,075
1,253

WAH TOTAL AVERAGE DAILY CENSUS (ADC)

YTD Act: 177.8 YTD 2013 177.0
YTD Bud: 167.1 YTD 2012 193.2




WAH AVERAGE LENGTH OF STAY

YTD Act: 4.9 YTD 2013 4.9
YTD Bud: 4.7 YTD 2012 4.8

WAH CASE MIX INDEX (CMI)

YTD Avg 2014 Actual: 0.81 YTD Avg 2013 Actual: 1.03

Apr May ;
0.91 0.80 | ' .86 | 0.83

| 141 | 106 | 099 | - 1.03
142 | 108 | 1. 1.02

Note: Prior to January 1, 2014, was operating under a model referred to as “A ion/ ",
Under this methodology, readmissions and one day stays were excluded for purposes of calculating the case mix index. Effective January 1, 2014, however,
pital started operating under a new model referred to as “Global Revenue Budget”. Under this model, readmissions

and one day stays are included for purposes of calculating the case mix index. The case mix indices in the graph above properly reflect this change.




HRMC TOTAL ADMISSIONS & BIRTHS

YTD Act: 3,965 YTD 2013 4,389
YTD Bud: 4,424 YTD 2012 4,845

HRMC TOTAL AVERAGE DAILY CENSUS (ADC)

YTD Act: 48.1 YTD 2013 48.7
YTD Bud: 47.2 YTD 2012 53.1




HRMC AVERAGE LENGTH OF STAY

YTD Act: 4.4 YTD 2013 41
YTD Bud: 3.9 YTD 2012 4.0

HRMC CASE MIX INDEX (CMI)

YTD Avg 2014 Actual: 1.57 YTD Avg 2013 Actual: 1.51

¢
{

zn2014

i 2013
==2012




ABH TOTAL ADMISSIONS

YTD Act: 3,361 YTD 2013 3,156
YTD Bud: 3,237 YTD 2012 3,123

ABH TOTAL AVERAGE DAILY CENSUS (ADC)

YTD Act: 139.7 YTD 2013 144.8
YTD Bud: 152.5 YTD 2012 144.0




ABH SCHOOL DAYS

YTD Act: 13,543 YTD 2013 15,236
YTD Bud: 16,165 YTD 2012 14,415

~Jun
1,089

1,232
1,068

ABH PATIENT DAYS

YTD Act: 50,997 YTD 2013 52,991
YTD Bud: 55,661 YTD 2012 52,568




ARHM TOTAL ADMISSIONS & BIRTHS

YTD Act: 1,801 YTD 2013 1,573
YTD Bud: 1,710 YTD 2012 1,582

ARHM TOTAL AVERAGE DAILY CENSUS (ADC)

YTD Act: 66.6 YTD 2013 59.6
YTD Bud: 65.0 YTD 2012 61.2




YTD Act:
YTD Bud:

ARHM AVERAGE LENGTH OF STAY
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Revenue and Expense

Washington Adventist Hospital

Proposed CON Project
Calendar Year 2014 - 2023

Gross Revenues: CY 2014 CY 2015 CY 2016 CY 2017 CY 2018 : CY 2019 CY 2020 CY 2021 CY 2022 CY 2023

Total Volume Change (Unadjusted CMAEDs) A -1.92% 0.36% 0.11% -0.02% -0.61% : -10.31% 1.26% 1.29% 1.27% 1.30%

Expenses (Not including Capital): |

Aggregate Base Operating Expense Inflation 1.59% 2.01% 2.29% 2.30% 2.30% | 2.36% 2.37% 2.38% 2.39% 2.39%

Expense Increase/Decrease above inflation B -1.16% -0.59% -0.12% -0.19% -0.35% ! -4.88% 0.74% 0.60% 0.70% 0.66%

[Overall Expense Growth 0.43% 1.42% 2.17% 2.10% 1.95% -2.51% 3.12% 2.98% 3.09% 3.06%|
I

|Expense Variability Factor B/A 60.40% -161.80% -107.72% 888.37% 57.81% | 47.30% 59.32% 46.30% 54.92% 50.94%|




Salaries & Wages

Benefits

Supplies

Contract Labor

Purchase Services

G&A

Professional Fees

Building & Maintenance

Insurance

Other - OH Alloc

Total Weighted Inflation

Volume Factor before Inflation

Average Salary per FTE based on
FTE per Adjusted Occupied Bed

21% of Salaries & Wages
Expense per Adjusted Admission
Admission (29% fixed/71%
variable)

Fixed plus inflation

Fixed plus inflation

Fixed plus inflation

Fixed plus inflation

Fixed plus inflation

2012

84,386

17,421

39,987

1,100

15,026

13,906

9,768

8,309

1,747
14,758

206,409

2013

Inflation

0.0%

0.0%

3.5%

2.0%

2.0%

1.5%

3.0%

1.1%

1.0%

0.8%

1.19%

2013

82,831

17,330

36,700

2,627

14,308

13,116

11,052

9,031

1,853
14,597

203,445

2014

Inflation

1.5%

1.5%

2.0%

2.0%

2.0%

1.5%

0.0%

2.5%

1.0%

1.5%

2014

81,773

17,472

37,175

1,559

14,962

12,307

12,146

9,175

1,562

16,184

1.59% 204,315

2015
Inflation

2.3%
2.3%
2.0%
2.3%
2.0%
2.5%
0.0%
2.5%

1.0%

1.5%

2.01%

Expense Inflation

Washington Adventist Hospital

Summary of Aggregate Inflation
CY 2015 - CY 2023

2015

83,457

17,526

38,054

1,037

15,165

12,615

11,963

9,404

1,578

16,427

207,226

2016
Inflation 2016

2.3% 85,176
2.3% 17,887
3.5% 39,434
2.3% 1,060
2.0% 15,371
2.5% 12,930
0.0% 11,963
2.5% 9,640
1.0% 1,594
1.5% 16,673

2.29% 211,728

2017
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
0.0%
2.5%

1.0%

1.5%

2.30%

2017

86,849

18,238

40,801

1,084

15,581

13,253

11,963

9,880

1,610

16,923

216,182

2018
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
0.0%
2.5%

1.0%

1.5%

2.30%

2018

88,471

18,579

41,969

1,108

15,793

13,585

11,963

10,128

1,626

17,177

220,398

2019
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
1.0%
2.5%

1.0%

1.5%

2.36%

2019

85,946

18,049

43,277

850

15,239

13,254

11,699

8,350

1,566

16,629

214,858

2020
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
1.0%
2.5%

1.0%

15%

2.37%

2020

88,661

18,619

45,335

869

15,655

13,585

11,816

8,559

1,582

16,878

221,558

2021
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
1.0%
2.5%

1.0%

1.5%

2.38%

2021

91,189

19,150

47,489

889

16,083

13,925

11,934

8,773

1,598

17,131

228,159

2022
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
1.0%
2.5%

1.0%

15%

2.39%

2022

93,967

19,733

49,749

909

16,522

14,273

12,053

8,992

1,614

17,388

235,200

2023
Inflation

2.3%
2.3%
3.5%
2.3%
2.0%
2.5%
1.0%
2.5%

1.0%

15%

2.39%

2023

96,750

20,318

52,118

929

16,974

14,630

12,174

9,217

1,630
17,649

242,388
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Washington Adventist Hospital 2014 Operating Expenses

Actual CY 2014 Results Compared to CY 2014 Pro Forma Expenses

CY 2014 Pro: CY 2014
Forma Actual Variance

EXPENSES

a. Salaries & Wages (includin

bencfte) ges ( 9 99,245 97,303 (1,942)
b. Contractual Senices 28,667 29,167 500
c. Interest on Current Debt 2,684 2,537 (147)
d. Interest on Project Debt - -
e. Current Depreciation 9,467 8,589 (878)
f. Project Depreciation - -
g. Current Amortization -
h. Project Amortization -
i. Supplies 37,175 35,408 (1,767)
j. Other Expenses 39,228 37,706 (1,522)
TOTAL OPERATING EXPENSES $ 216466 % 210,710 $ (5,756)

Salaries and Wages were favorable to the pro forma, due to less than expected shared service expense.
Employee Benefits were favorable to the pro forma as AHC experienced lower costs for health
insurance, retirement and other employee benefits.

Contractual Services costs were unfavorable to the pro forma as WAH absorbed one-time costs for
transition to a new IT vendor. Contract labor exceeded the pro forma as WAH experienced a higher
need for contract nurses in certain specialties.

Medical Supplies were well controlled and finished favorable to the pro forma. WAH achieved
significant savings in cardiac rhythm devices, pharmaceuticals and surgical supplies.

General and Administrative costs were significantly lower than the pro forma. WAH reduced consulting
expenditures by half, while also reducing advertising and other administrative costs. Building and
Maintenance costs were favorable to the pro forma, as WAH achieved savings in equipment service
contracts. Professional Fees were on target with the pro forma.
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IN RE: THE FULL * BEFORE THE HEALTH SERVICES

RATE REVIEW OF * COST REVIEW COMMISSION
GARRETT COUNTY * DOCKET: 2012
MEMORIAL HOSPITAL * FOLIO: 1958
OAKLAND, MARYLAND * PROCEEDING: 2168R
* % %k % % ok ok k ok ok ok %
STAFF RECOMMENDATION
February 6, 2013

Approved



L INTRODUCTION

On July 6, 2012 Garrett County Memorial Hospital (“Hospital,” or “GCMH”) submitted
a full rate application to the Health Services Cost Review Commission (“HSCRC,” or
“Commission”), GCMH is a 55-bed acute care community hospital located in Oakland,
Maryland.

GCMH has operated under the HSCRC’s Total Patient Revenue (TPR) System since the
early 1980’s. Under the TPR System, the Hospital is provided a fixed revenue (CAP) amount
under which it must operate each year. The CAP is updated each year for inflation based on the
same inflation factor applied to all other hospitals. The CAP is also adjusted each year for a
change in the Hospital’s payer mix and approved uncompensated care (mark-up), as is the case
with all other hospitals. However, the Hospital does not receive an adjustment for actual case
mix change or an adjustment for actual volume changes as do other hospitals. Instead, the CAP is
increased based on a fixed adjustment for volume changes each year. The volume adjustment
provides the Hospital with the lesser of 25% of the percentage change in the population of the
County, or a flat 1% increase, whichever is less. The TPR System attempts to deter unnecessary
admissions by providing the Hospital with an incentive to control both the charge per inpatient
case and the number of cases.

II. THE HOSPITAL REQUEST AND JUSTIFICATION

The Hospital has requested combined overall rate increases, exclusively for capital, of
$789,019 at July 1, 2014, $761,429 at July 1, 2015, and $827,723 at July 1, 2016. The total
amount requested over the three year period is $2,378,171. The capital costs are related to a

$23.5 million project for a New Wing Expansion and Renovations. GCMH expects to receive




Certificate of Need (CON) approval from the Maryland Health Care Commission (MHCC) for
the Project.
HI. HOSPITAL RATE HISTORY

As stated above, GCMH has operated under the TPR system since the early 1980°s, and
for years was the only hospital utilizing this fixed revenue methodology. GCMH continues to be
unique even with the new TPR group, which consists primarily of hospitals in larger and more
suburban areas.

Under the TPR rate setting structure, 2 hospital’s unit rates may change significantly
throughout a given year depending on fluctuations in volumes. The revenue CAP places pressure
on hospitals to control costs during periods of rising volumes and acts as a safety net during
periods of declining volumes. While the TPR structure does provide for a predictable operating
revenue stream, the TPR system does not readily address the funding of infrequent large capital
building projects.

Since 2008, GCMH has applied for and received two full rate adjustments — in 2008 and
2009. In 2008, the Hospital received a $2.1 million (6%) increase of which nearly one-third was
related to West Virginia Medicaid, which refused to pay HSCRC-approved rates. The other two-
thirds were used to hire additional staffing and for certain technological advances.

In 2009, GCMH received a $1.9 million (5%) increase to its TPR, which was used for
additional staffing and increased group health benefits.

Both the 2008 and 2009 applications were predicated on GCMH’s favorable

Reasonableness Of Charges (ROC) position.




IV. HOSPITAL FINANCIAL SITUATION
The Hospital’s fiscal year end is June 30. For the past three fiscal years, the Hospital has

reported the following audited operating resuits:

Garrett County | Net Operating Net Operating Operating Net Profits
Memorial Revenue Profit/(Loss) Margin

(Regulated) (Regulated) (Regulated)
FYE June 2012 $33,733,500 $1,755,400 5.20% $1,621,900
FYE June 2011 $32,531,200 $2,237,600 6.90% $2,815,100
FYE June 2010 $32,921,200 $3,800,100 11.5% $4,973,000

V. STAFF ANALYSIS

a. Timing of Rate Request

The total costs of the Wing Expansion and Renovation Project are $23.5 million. The
Hospital plans to fund 32%, or $7.5 million, through equity and $1.0 million through
contributions. Project debt is expected to equal $15.0 million at 5.25% interest over 20 years.
GCMH has requested a phased-in approach for the rate adjustment. The requested effective dates
of July 1, 2014, 2015, and 2016 are reflective of when the depreciation and interest expense
related to the Project are projected to be realized.

b. Baseline ICC Calculation

The HSCRC’s ICC methodology for full rate reviews was applied to GCMH’’s rate
request. While the ICC methodology produced a 0.46% rate increase, GCMH’s 3-year phased-in
revenue request of $2,378,171 results in a 5.88% rate increase when applied to GCMH’s current
revenue base. In its application, GCMH requests that the difference between the 5.88% and

0.46% (or 5.42%) be provided as a special adjustment to rates.




¢. Rate Methodology for Capital

The current HSCRC policy for funding capital in rates (either through a full or partial
applicationm) limits the amount of funding to the lesser of 50% of the project capital costs or the
peer group average capital costs. Hospitals are expected to generate the shortfall in capital
funding through increased volumes related to the Project. Prior to this application, GCMH has
never requested HSCRC funding for a major capital project.

TPR vs. Non-TPR Hospitals

While it is equitable for many HSCRC policies to be applied across-the-board to all
Maryland hospitals, certain criteria should be considered when evaluating capital cost requests
from hospitals with extreme circumstances such as GCMH.

A hospital’s rate methodology and the related incentives of that methodology should be
considered in addition to the reasonableness of costs and charges with respect to the request.

‘While non-TPR hospitals are able to generate additional revenue with increased volumes
as a result of capital expenditures, there is no opportunity for GCMH, as a TPR hospital, to
generate necessary revenues to fund capital shortfalls through volume increases.

Lack of TPR Transition Adjustment

While GCMH has been on the TPR rate system since the early 1980°s, eight of the
current ten TPR hospitals entered into their TPR agreements during fiscal 2011, at a time when
rate adjustments were given (“Transition Adjustments”) to hospitals that transitioned from the
Charge Per Case (“CPC”) rate methodology to TPR. These adjustments ranged between $1.1

million and $10.6 million and averaged $6.5 million per TPR hospital spread over 2 years.

[1] A partial application using the relaxed ICC (ICC adding back 2% productivity) would
have resulted in funding of $978,000, or 41% of GCMH capital costs.




GCMH has no Transition Adjustment to assist with the funding of the capital project which
could be used to offset a portion of this rate request. With no Transition Adjustment, GCMH has
to rely on its TPR revenue and prudent spending to maintain a viable bottom line.
Reasonable Charges

A hospital’s existing charge structure should be taken into account prior to the HSCRC's
granting capital funding, whether it is a TPR hospital or not. There should be some offset to
capital funding for TPR hospitals above the peer average on the ROC methodology. On the last

published ROC in the spring of 2011, GCMH was 6.58% below its peers and had been

consistently well below the average on previous ROCs.
Reasonable Cost Structure

In addition to a review of charges, staff analyzed GCMH’s cost structure compared to its
ROC peer group as well as the other TPR hospitals. A comparison of capital costs per EIPA and
non-capital costs per case mix adjusted EIPA resulted in GCMH’s costs being significantly

below its peers as follows:

GCMH (Below) Peers

v. TPR v. ROC Group
Capital per EIPA (47.8%) (31.9%)
Non-capital per CMAEIPA (5.7%) (3.5%)
Combined 9.5%) (6.1%)

Adding the $2.1 million in Project costs to GCMH’s capital costs results in GCMH

remaining 6.0% below the TPR hospitals’ combined average and at the ROC peer group average.




VI. FINAL RATES SUMMARIZED

Based on the analysis outlined in Section V and the unique circumstances of GCMH, the
staff recommends the following:

1. That the Hospital’s CAP be adjusted by $2,378,171 as follows, provided that the

assets are available for use at that time:

July 1,2014 $789,019
July 1,2015 $761,429
July 1,2016 $827,723

If the assets are not available for use at the times stated above, the staff recommends that the
adjustments be made when the assets become available for use.
2. That these adjustments be contingent on the approval of the CON before the MHCC

without any material changes.
3. That any material difference between the Hospital’s assumed interest rate and the

actual interest rate secured be appropriately adjusted for at the time this adjustment is to be

made.
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200 South Wacker Drive

<4
ZLiegler S

CAPITAL :: INVESTMENTS :: ADVICE .
www.Ziegler.com

February 20, 2015

Mr. Ben Steffan

Executive Director

Maryland Health Care Commission
4160 Patterson Avenue

Baltimore, MD 21215

Dear Mr. Steffan,

As one of the leading investment banks in the nation for tax-exempt healthcare financing,
Ziegler is intimately familiar with all aspects of the bond markets as they relate to hospitals and
health systems. The financing assumptions included in the modified CON application, submitted
on September 29, 2014, were based on best available capital markets information at the time, with
relatively conservative assumptions on credit and interest rate environment. Ziegler’s credit opinion
of Adventist HealthCare (“AHC”) is based on how external credit parties, including rating agencies,
credit lenders and investors, would view AHC’s credit profile, reflective of the proposed
Washington Adventist Hospital project and financing. As represented in Exhibits 1-3, attached to
this letter, various “BBB” and lower rated hospital and health system financings are being completed
at historically low borrowing costs. During 2014, the average BBB and non-rated healthcare
borrowers’ borrowing cost were approximately 4.57% vs. 6.0% assumed in the CON application. In
addition, the interest rate environment for tax-exempt financing continues to be favorable with the
30-Year MMD, a benchmark for long-term tax-exempt borrowing cost, hovering around the near
historical lows, as shown in Exhibit 4. The 30-Year MMD is currently at 2.88% (vs. 2.95% when the
CON application was submitted). Financing assumptions made in the CON application were
conservative assumptions based on current market environment, and it is Ziegler’s view that the

project is financeable and important to the future of AHC.

Sincerely,

Sy £ e A {/ '

Donald A. Catlson, Jr.
Vice Chairman

B.C. Ziegler and Company | Member SIPC & FINRA



— UGS EYHIBIT 1: RECENT “BBB” AND NON-RATED HEALTHCARE FINANCINGS

» Alarge number of BBB and non-rated healthcare deals are being completed at historically low borrowing costs
» Borrowing costs, represented by the Yield, decreased by more than 0.25%-0.50% from the beginning of 2014 to the end of 2014

» In 2014, BBB and non-rated healthcare borrowers achieved long-term borrowing cost at or around 4.57% Yield compared to a
6.0% Yield assumed in the modified CON application for the Washington Adventist Hospital project financing

Par Amount
Sale Date Borrower State Moodys S&P Fitch (Millions) Final Term Years Coupon Yield
12/16/14 Washington Regional Med Ctr AR Baai NR NR $ 107.75 2/1/2038 23.1 4.00% 4.21%
12/10/14 Loma Linda University Medical Center CA NR BBB BBB- $ 547.58  12/1/2054 40.0 550%  4.96%
11/18/14 Erlanger Health System TN Baa2 NR BBB $ 149.92 10/1/2044 29.9 5.00% 4.29%
10/21/14 Western Maryland Health System MD NR BBB NR $ 236.17 7/1/2035 20.7 4.00%  4.02%
10/16/14 Cooper Health System NJ Baa2 BBB NR $ 139.73  2/15/2035 20.3 5.00%  3.53%
10/02/14 Karnes Co Hospital Dt > NR NR BBB $ 43.82 2/1/2044 29.3 5.00%  4.65%
09/24/14 Major Hospital IN Baa2 NR BBB+ § 53.51 10/1/2044 30.0 5.00%  4.40%
09/10/14 Madonna Rehabilitation Hospital NE NR BBB+ NR $ 80.17 5/15/2044 29.7 5.00% 4.11%
08/20/14 Mt. Sinai Medical Center FL Baa1l NR BBB $ 170.90 11/15/2044 30.2 5.00%  4.20%
06/17/14 St. Alexius Medical Center ND NR BBB+ BBB+ $ 46.48 7/1/2035 21.0 5.00%  4.35%
06/04/14 Wise Regional Health System X NR BB+ BB+ $ 93.73 9/1/2044 30.2 5.25%  5.30%
05/20/14 Centegra Health System IL NR BBB BBB $ 134.72 9/1/2042 28.3 5.00% 4.74%
05/14/14 St. Francis Hospital - NY NY Baal BBB+ BBB+ $ 77.73 7/1/2034 20.1 5.00%  4.07%
04/23/14 Denver Health CcO NR BBB BBB+ $ 67.87 12/1/2045 31.6 5.25%  4.75%
02/26/14 Leesburg Regional Medical Center FL Baa1 BBB+ NR $ 50.00 7/1/2044 30.3 5.25%  5.42%
01/28/14 Lawrence General Hospital MA NR BBB- BBB $ 43.49 7/1/2044 30.4 5.50%  5.62%
01/22/14 Henry Mayo Newhall Mem Hospital CA NR BBB- NR $ 70.00 10/1/2043 29.7 5.25%  5.30%
01/16/14 Milford Regional Medical Center MA Baa3 NR NR $ 45.66  7/15/2043 29.5 5.75%  5.80%

Weighted Average 5.03% 4.57%

Source: Bloomberg - List includes “BBB” and non-rated health care financings with more than $40 million in borrowing amount and borrowing term longer than 20 years
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EXHIBIT 2: LOMA LINDA UNIVERSITY MEDICAL CENTER
2014 FINANCING CASE STUDY

. Loma Linda University Medical Center (aka Loma Linda University Health System, “Loma
Linda”) is a California, non-profit health system composed of 3 hospitals with net patient
revenue of approximately $1.4B

. Loma Linda issued $547M tax-exempt revenue bonds on Dec. 23, 2014 to fund new projects
and refund existing debt

. Loma Linda is rated BBB with a negative outlook from Standard and Poor’s Financial
Services and BBB- with a negative outlook from Fitch Ratings

. Adventist HealthCare, Inc. (AHC) has stronger key financial ratios as depicted below. In
addition, Loma Linda is experiencing declining performance, unlike AHC who had strong
operating performance for FY 2014

. Loma Linda financing was completed with weighted average coupon of 5.41% to yield
4.76%

. Despite the negative outlook by rating agencies, more than 70 investors placed order for
the bonds and interest level exceeded the borrowing amount by more than éx

AHC OG Loma Linda Final Pricing Summary

FY 2014 FY 2013 Maturity Par (000s) Coupon Yield
Net Patient Revenue (in000s) $ 699,289 $ 1,396,247 12/1/2029 S 43,580 5.25%  4.18%
Days Cash on Hand 133 102 12/1/2034 56,280 5.25%  4.44%
Long-Term Debt-to-Cap 41.1% 55.0% 12/1/2044 166,575 525%  4.70%
Cash-to-Long Term Debt 83.8% 52.3% 12/1/2054 281,140 5.50%  4.96%
Max Ann. DS Coverage 2.17x 2.15x $ 547,575 5.41% 4.76%

Source: AHC Unaudited FY 2014 financials; Loma Linda 2014A Bond Offering Document; S&P and Fitch rating reports (Dec 2014)



EXHIBIT 3: MARTIN MEDICAL CENTER NEW HOSPITAL FINANCING CASE

22 Tiegler
STUDY

Martin Memorial Medical Center (Martin Memorial), a Florida not-for-profit
health system with 2 hospitals was looking to finance a greenfield hospital

nnnnn

construction in its neighboring community and borrow approximately $127M to

fund a portion of the $160M project

At the time of financing, Martine Memorial was rated BBB with a stable outlook

from Standard and Poor’s Ratings and Baa 1 (equivalent to BBB+) with a stable

outlook from Moody’s Investor Services

Given the relative size of the financing compared to the size of the organization,
Martin Memorial completed an independent feasibility study to be included in

the bond offering document

Both rating agencies and investors factored in the feasibility study in their rating

and investment decisions

More than 25 investors participated in the pricing, providing weighted average
cost of 5.43% (Coupon) to yield 5.40%. The transaction was priced during the
period when the 30-Year MMD was at 3.36% compared to current rate of 2.88%

2z Ticgler

o Ot St ey 5 12

Martin Memorial
FY 2011 Hist. Pro Forma 1“?::2: :: :: :: :: ::
Net Patient Revenue (in000s) $ 328,260 S 328,260 ‘:: .
Days Cash on Hand 126 112
Long-Term Debt-to-Cap 48.2% 65.6%
Cash-to-Long Term Debt 85.7% 41.8%
Max Ann. DS Coverage 3.37x 2.50x

Source: Martin Memorial Medical Center 2012 Bond Offering Document; S&P and Moody’s rating reports (Dec 2012)



7z Ziegler EXHIBIT 4: TAX-EXEMPT FIXED RATE INTEREST RATE

* The 30-YR MMD (tax-exempt long-term borrowing cost benchmark) is currently at 2.88% vs 2.95% when CON application was

submitted
» Interest rate environment continues to be favorable for borrowers, hovering near the all-time low of 2.47% which occurred on
11/29/2012
* The average 30-YR MMD for CY 2014 was 3.36% and the YTD 2015 is at 2.68%
30yr MMD Last 12 Months
5.25% 7
30yr MMD 1995 to Present 4.75% -
4.25%
3.75%
7.25% A
3.25% A
2.75% A
6'25% ] ——MMD ——20-Year Avg ——10-Year Avg
2.25% —mm———————————————————————————
Y% % % B A Y N
S S
5.25% A h
'1
4.25% | !
10-Year Ave 3.97%
3.25% - 20-Year Ave 4.56%
—— MMD ——20-Year Avg —— 10-Year Avg 20-Year Max 6.10%
2.25% T T T T T T T T T 1 20-Year Min 2.47%
o o o < < S < S < S o
9, 9 9, [ [#) (&) (@) 0 0. o o
‘96‘ 95 20 0, Q, 0‘5\ (5N Do 75 75 75

Source: Bloomberg, As of February 20, 2015



7z Ziegler EXHIBIT 5: SUPPLY AND DEMAND IMBALANCE IN TAX-EXEMPT PAPERS WILL
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CONTINUE TO PRESSURE BORROWING COST

Hospital and Health System New Money Financing (in Millions) Municipal Bond Fund Cash Flow (in Millions)
. $32,764 With positive cash flow into the bond funds, the fund managers will
32,000 1 be looking to invest money in tax-exempt bonds. However, with
1 limited supply of tax-exempt bonds in the market, this relationship
51,500 1 will drive-up the price, lowering borrowing cost
| $23,538 \
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Amount of hospitals and health systems tax-exempt debt issuance volume decreased by more than 38% between
2012 and 2014 as hospitals and health systems utilized direct bank lending programs to fund capital projects

Meanwhile, cash continues to follow into the municipal bond funds increasing demand for tax-exempt bonds.
This imbalance between demand and supply puts downward pressure on interest rates

Source: SDC and Bloomberg, As of February 20, 2015
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NE ~ ~ S Association for Healthcare Philanthropy

April 3, 2008
Contact: Kathy Renzetti (703) 532-6243, (571) 216-0146 313 Park Avenue Falls Church, VA 22046
or kathy@ahp.org www.ahp.org

Landmark Philanthropic Fundraising Studies Find Multiple Activities, Long-
Term Donor Relationships, Are Keys to Success, AHP Performance
Benchmarking Service Says

WASHINGTON, D.C., (April 3, 2008) — A landmark new series of studies on philanthropic
practices has found that today’s most effective fundraisers use a variety of well-rounded programs
and activities to raise money, shattering the myth that big ticket galas, golf tourneys and telethons
are the only way to attract donors. The most successful fundralsln programs have a sustained

emphas
AL
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These a
studies
allows

“To meet the serious challenges placing ﬁnanmal strains on nonproﬁt health care systems itis

critical that philanthropic fundraisers adopt modern business practlces such as benchmarking,” said
William'Mé inly, Ph:Dy "CAE, pnesxdent and chief executivé officér of AHIP whose members direct
philanthropic programs in 2,200 of North America's not-for-profit health care providers.

“Effective and efficient fundraising is more important than ever. Americans are facing a
recessionary economy in 2008 and nonprofits are facing heightened scrutiny by government
agencies to justify their tax-exempt status,” McGinly noted. “Meanwhile, the gap continues to grow
between the costs hospitals must expend to treat the uninsured and under-insured and the level of
reimbursement they can recover from public and private sources.”

. A wide assortment of fundraising programs, such as annual giving, special events, public
support, major gifts and planned giving, yields higher charitable revenue. Conversely, when
foundations emphasize only one or two programs, revenues are comparably lower.

. It takes time for investments in new fundraising programs to pay off. The lower and even
negative returns reported for individual fundraising programs are largely a result of fresh upfront



investment in staff, materials and relationship-building activity that will yield higher returns and
lower costs after three to five years.

* Major gifts and planned giving programs are at the core of successful fundraising programs.
Hospitals and systems that have invested time and resources in major gifts from individuals,
corporations and foundations, and through planned giving, yield higher overall returns than those
who do not.

. High performers have a balanced approach to the full scope of fundraising programs.
Strong focus and investment in high return/lower cost programming, paired with moderate focus on
expensive but important programs that attract new donors, is part of the wisdom of this balancing
act.

. High performers stand out from the crowd based on their emphasis on high return
fundraising programs. Data also paint of picture of leanness among high performing foundations
that employ fewer professionals, while giving them greater responsibilities.

% \ { @%«@g% ’?Zsm o é‘;
Zee % 5
hmarklng Serv1ce is de51gned to 1mprove corporate compliance and

% fulépatlents their

: ‘ > ively. Basic financial
and program data are transformed into useful 1nformat10n that enables hosp1ta1 CEQOs and boards of
directors.to 1ntegrate ghllagthropy 1nto thelr ove 11 strategxc plannln% for thelr health care
organlzagtloﬁs Hnect Lapried e ng

“The forward-looking hospitals and systems and their dedicated staffs who played a part in these
initial studies invested a great deal of time and resources to demonstrate the value of benchmarking
as a vital and exciting management tool,” McGinly said.

Using benchmarking data, participating nonprofit hospitals, clinics and health care systems can
compare their fundraising efforts with those of other facilities across the country. They can
exchange and adopt the best ideas to encourage philanthropy and avoid pltfalls Systematic data-
gathering techniques and standard definitions eliminate “apples-vs.-oranges” problems that can
arise when gauging one system’s practices against another’s.

AHP benchmarking participants are located in Alabama, Arizona, California, Florida, Georgia,
Illinois, Maryland, Minnesota, Nebraska, New Jersey, New York, Oklahoma, Pennsylvania,
Tennessee, Virginia, Washington, Wisconsin and the Canadian provinces of Ontario and
Saskatchewan.

The Association for Healthcare Philanthropy, established in 1967, is a not-for-profit organization
whose 4,600+ members direct philanthropic programs in 2,200 of North America's not-for-profit
health care providers. AHP members provide essential service such as wellness programs; mobile



health vans; mammography screenings; hearing and eye exams; and other health care services. AHP
is comprised of professionals in the fields of fundraising, development, public relations and
marketing, as well as trustees, administrators, and executives interested in health care fundraising.

For a copy of the AHP Performance Benchmarking Service studies, a list of participating members,
or to learn more about the program, visit the AHP Web site at www.ahp.org.
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Financing Sustainability Projects on Campus

Efficiency Services Agreements Resources

An Efficiency Services Agreement (ESA) is a pay-for-performance
financing solution that allows building owners to implement energy
efficiency projects without any upfront capital expenditure. Under this
power purchase agresment (PPA)-like structure for energy efficiency,
an ESA provider pays for all development and construction costs.
After a project is operational, the building owner uses a portion of the
cost savings associated with reduced energy consumption to make
periodic service payments over the ESA term. ESA payments vary by
billing period according to the actual amount of achieved savings. -
Like a typical utility bill, ESA service payments are based on a
measured quantity of energy units, i.e. kilowatt-hours of electricity and
therms of natural gas. However, ESA service payments are based on
energy units that are saved, enabling building owners to implement
and repay energy efficiency measures with no additional capital or
operational costs. The price per unit of energy savings is an output-
based charge (e.g. $.08 per kWh of electricity saved) that is set at or
below existing utility prices.

For each project, the ESA provider enters into the ESA directly with the
building owner and pays a third-party contractor (for example, an
ESCO) to engineer, implement and maintain the energy efficiency
project. Although most ESA projects to date have been implemented
with large ESCOs, the emergence of independent energy savings
insurance products have opened the door for ESA providers to work
with a broader range of contractors and energy service providers.

Key features of an ESA generally include:

ESA provider funds 100% of all design, engineering, and
construction costs

Projects can include a broad range of energy efficiency
technologies and measures

ESA provider owns and is responsible for ongoing maintenance
services for all equipment, with customer buyout
options available

ESA provider recommends efficiency improvement projects
during the ESA term (i.e., the ESA provider adds in new
sources of savings/efficiency measures over time)

.

After the ESA term expires, the customer has the option to
purchase the equipment at fair market value

ESAs are designed to be treated as a sefvices agresment and not as
a lease, potentially allowing for off-balance sheet accounting
treatment for the owner. Properly crafted ESAs are expected to
maintain this treatment under future potential changes to lease
accounting standards. However, each customer is responsible for
making their own accounting review.

The ESA is similar to the shared savings model, in which an ESCO
funds the cost of an energy efficiency project and the owner agrees to
repay the ESCO using an agreed-upon percentage of measured and
verified savings from the project. This model is not widely offered by
ESCOs today.

Benefits

« Owner can implement comprehensive efficiency upgrades with
no upfront cost

« Cost of maintaining equipment (as welf as measurement and
verification of savings) is bome by ESA provider
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Owner has a significant degree of flexibility in negotiating the
specific terms (e.g. contract length) of their ESA

Tumkey approach in which the ESA provider is responsible for
the time and resources required to develop a
comprehensive project

Owner is only responsible for making payments on savings
that are realized

ESA payments are an operating expense similar in nature to 2
regular utility bill, although each owner is responsible for
conducting their own accounting review

Treats energy efficiency as a resource; owners can rediract
current utility expenses to cover ESA payments

Chatlenges

Limited number of ESA providers in the market; model stili in
the proof of concept stage

ESA terms generally do not exceed 12 years

Projects generally need to be greater than $1mm

Efficiency projects do not receive the same attractive tax
benefits given to renewable energy projects

Limited available sources of debt for ESA projects

Lenders require a large ESCO performance guarantee or
equivalent energy savings insurance

fo Fi ing main pa
The proper role of eolleges and universities is w lead the way by committing to elimate neutrality, developing smart and farsighted GACOT-20ME Presidents’ Climaie Commitment
plans to execute that goal, and equipping studens for leadership in the challenges and opporunities ahead. Alf Righte Reserved
—~—David W. Orr, Sears Professor, Obertin College Sontact Us
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Project Roster & Status

PROJECT UPDATE

Leases—Joint Project of the FASB and the IASB

Last updated on January 28, 2015. Please refer to the Current Technical Plan for
information about the expected release dates of exposure documents and final
standards.

(Updated sections are indicated with an asterisk *)

This project update summarizes the project activities and decisions of the FASB and the IASB
(Boards). It was prepared by the staff and is for the information and convenience of their
constituents. All decisions of the Boards are tentative, may change at future Board meetings, and do
not change current accounting and reporting requirements. Decisions of the Boards become final only
after extensive due process.

Due Process Documents
Project Objectiv 1S fthe P 1 Mode]

Qutreach/Field Work

*Decisions Reached at the Last Meeting
*s ¢ Decisions Reached

Next Steps

*Board/OQther Public Meeting Dates
Background Information

*Contact Information

DUE PROCESS DOCUMENTS
On May 16, 2013, the FASB issued a proposed Accounting Standards Update, Leases (Topic 842): a
revision of the 2010 proposed Accounting Standards Update, Leases (Topic 840).

+» Download the revised Exposure Draft.

+ Read the press release introducing the proposed Update.

» Read the FAQ on the proposed Update,

» Listen Now or Download the Videocast on the proposed Update.

+ Download the revised JASB Exposure Draft.

+ Read the FASB In Focus and the JASB Snapshot, which provide summaries of the proposals
contained in the revised proposals.

» Read the Exposure Draft Comment Letters.
» Read the Exposure Draft Feedback Summary.

PROJECT OBJECTIVE AND SUMMARY OF THE PROPOSED MODEL

Leasing is an important activity for many organizations—whether a public or private company, or a not-
for-profit organization. It is a means of gaining access to assets, obtaining financing, and reducing an
organization’s exposure to the risks of asset ownership. Many organizations lease assets such as real
estate, airplanes, trucks, ships, and construction and manufacturing equipment. Because of the
prevalence of leasing, it is important for users of financial statements to have a complete and

understandable picture of an organization’s leasing activities.
The existing accounting models for leases require lessees and lessors to classify their leases as either

capital leases or operating leases and to account for those leases differently. Those models have been
criticized for failing to meet the needs of users of financial statements because they do not always

hﬁp://www.fasb.org/j sp/FASB/FASBContent_C/ProjectUpdatePage&cid=900000011123...  2/20/2015
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provide a faithful representation of leasing transactions.

As a result, there has been a widespread request from users of financial statements and other
stakeholders to change the accounting guidance so that lessees would be required to recognize assets
and liabilities arising from leases.

In addition, the U.S. Securities and Exchange Commission (SEC) issued a report on off-balance sheet
activities in 2005 and recommended that changes be made to the existing lease accounting
requirements to ensure greater transparency in financial reporting. A number of academic studies have
made similar recommendations.

The objective of the project is to increase transparency and comparability among organizations by
recognizing lease assets and liabilities on the balance sheet and disclosing key information. This
represents an improvement over existing leases standards, which do not require lease assets and lease
liabilities to be recognized by many lessees.

Alessee would recognize assets and liabilities for leases with a lease term of more than 12 months.

OUTREACH/FIELD WORK
Preparer Outreach

The Boards and staff participated in fieldwork meetings, where members of the Boards and staff visited
financial statement preparers, both public and nonpublic, lessees and lessors. During these meetings,
the members of the Boards and staff met with more than 20 different companies, who provided
detailed information about the types and volume of leases that they enter into, as well as the systems
that they currently use to track their leases. The purpose of these meetings was for the Boards and staff
to use the information provided by the preparers to obtain a detailed understanding of the practical
application of the 2013 revised Exposure Draft to help them evaluate the costs of implementation and
any potential ongoing compliance costs.

Investor/Analyst Outreach

The Boards and staff conducted outreach with investors and analysts in the months of May through
September 2013. This outreach mainly focused on the lessee proposals, but the Boards and staff also
received feedback on the lessor proposals. For a summary of investor and analyst feedback on the lessee
proposals, click here.

Public Roundtable Meetings

The Boards hosted several public roundtable meetings on their revised joint proposals on leases that
were published in May 2013: the revised proposed FASB Accounting Standards Update, Leases (Topic
842) and the IASB’s Exposure Draft, Leases.

The roundtable meetings are an important part of the Boards’ due process. The meetings provided an
opportunity for those that submitted a comment letter to discuss the proposals with the Boards and
staff in further detail. To ensure that they received input covering a variety of perspectives, the Boards
and staff sought participation from preparers, auditors, investors, and others.

The public roundtable meetings were scheduled as follows:

+ Tuesday, September 10th at Conselho Regional de Contabilidade do Estado de Sao Paulo in Sao Paulo,
Brazil (one session)

« Anaudio replay is available here.
» Monday, September 16th at the IASB Office in London, UK (two sessions)

» An audio replay is available here.
» Monday, September 23rd at the FASB Office in Norwalk, Connecticut, USA (two sessions)

http://www.fasb.org/jsp/FASB/FASBContent C/ProjectUpdatePage&cid=900000011123...  2/20/2015
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« An audio replay is available here.
» Thursday, October 3rd at Sheraton Gateway in Los Angeles, California, USA (two sessions, one of which
was focused on nonpublic entities)
« Anaudio replay is available here.

» Friday, October 4th at Suntec Singapore Convention & Exhibition Centre in Singapore (one session)

« An audio replay is available here.
Webcast

On Monday, May 20, the Boards and staff hosted IN FOCUS: THE LEASES PROJECT, a live webcast
taking place from 10:30 to 11:30 a.m. EDT (3:30 to 4:30 p.m. GMT). The webcast featured FASB
member Russell Golden, IASB member Darrel Scott, and FASB and IASB staff members discussing the
proposal and answering questions submitted by viewers.

*DECISIONS REACHED AT THE LAST MEETING (JANUARY 21, 2015)
Overall Disclosure Objective

The Boards decided that the final leases standard should include a disclosure objective, which would be
to enable users of financial statements to assess the amount, timing, and uncertainty of cash flows
arising from leases. The Boards also decided to retain the 2013 ED proposal requiring a lessee to
consider the level of detail necessary to satisfy the disclosure objective.

Quantitative Disclosure Requirements

The Boards decided not to retain the 2013 ED proposal requiring a lessee to disclose a reconciliation of
the opening and closing balances of its lease liabilities. The IASB also decided not to retain the 2013 ED
proposal requiring a lessee to disclose a reconciliation of the opening and closing balances of its right-of
-use (ROU) assets.

The FASB decided to require a lessee to disclose the following quantitative items:
1. Type A lease expense, segregated between amortization of ROU assets and interest on lease
liabilities.
2. Type B lease expense.

3. Short-term lease expense, excluding expenses relating to leases with a lease term of one month

or less.
4. Variable lease expense.
5. Sublease income.

6. Cash paid for amounts included in the measurement of lease liabilities, segregated between
operating and financing cash flows and between Type A and Type B leases.

7. Supplemental noncash information on lease liabilities arising from obtaining ROU assets,
segregated between Type A and Type B leases.

8. Weighted-average remaining lease term, disclosed separately for Type A and Type B leases.
9. Weighted-average discount rate for Type B leases as of the reporting date.

10. Gains and losses arising from sale and leaseback transactions.
The FASB decided not to require a lessee to present lessee disclosures in a tabular format.

The FASB decided to clarify that the expense items disclosed would also include any amounts
capitalized as part of the cost of another asset.

The IASB decided to require a lessee to disclose the following quantitative items:

1. Amortization of ROU assets, split by class of underlying asset.

http://www.fasb.org/jsp/FASB/FASBContent_C/ProjectUpdatePage&cid=900000011123...  2/20/2015
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2. Interest on lease liabilities.

3. Short-term lease expense, excluding expenses relating to leases with a lease term of one month
or less.

4. Small asset lease expense.

5. Variable lease expense.

6. Income from subleasing ROU assets.

7. Total cash outflow for leases.

8. Additions to ROU assets.

9. Gains and losses arising from sale and leaseback transactions.

10. Closing carrying amount of ROU assets, split by class of underlying asset.

The IASB decided to require a lessee to present all lessee disclosures in a single note or separate section
in its financial statements. The IASB also decided to require a lessee to present the quantitative lessee
disclosures in a tabular format, unless another format is more appropriate.

The FASB decided to retain the 2013 ED proposal for a lessee to disclose a maturity analysis of its lease
liabilities, showing the undiscounted cash flows on an annual basis for a minimum of each of the first
five years and a total of the amounts for the remaining years, and reconciling the undiscounted cash
flows to the discounted lease liabilities recognized in the statement of financial position.

The FASB decided not to retain the 2013 ED proposal requiring a lessee to disclose a maturity analysis
of commitments for nonlease components related to a lease.

The FASB decided not to require a lessee to provide qualitative disclosures about the existence, and
terms and conditions, of significant nonlease commitments it has taken on as a result of entering lease
contracts.

The IASB decided that a lessee should be required to disclose a maturity analysis of its lease liabilities
in accordance with paragraphs 39 and B11 of IFRS 7, Financial Instruments: Disclosures. A lessee
would be required to disclose this maturity analysis separately from the maturity analyses of other
financial liabilities.

Qualitative Disclosure Requirements

The FASB decided to retain the qualitative disclosure requirements proposed in the 2013 ED, requiring
a lessee to disclose the following qualitative items:

1. Information about the nature of its leases (and subleases), including:

a. A general description of those leases;
b. The basis, and terms and conditions, on which variable lease payments are determined;

c. The existence, and terms and conditions, of options to extend or terminate the lease. A
lessee should provide narrative disclosure about the options that are recognized as part of
the ROU assets and lease liabilities and those that are not;

d. The existence, and terms and conditions, of residual value guarantees provided by the
lessee; and

e. The restrictions or covenants imposed by leases.

2. Information about leases that have not yet commenced but that create significant rights and
obligations for the lessee.

3. Information about significant assumptions and judgments made in applying the requirements
of the leases standards, which may include the following:
a. The determination of whether a contract contains a lease;

b. The allocation of the consideration in a contract between leases and nonlease
components; and

http://www.fasb.org/jsp/FASB/FASBContent C/ProjectUpdatePage&cid=900000011123...  2/20/2015
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c. The determination of the discount rate.
4. The main terms and conditions of any sale and leaseback transactions.

5. Whether an accounting policy election was made for the short-term lease exemption.

The FASB decided not to include disaggregation gnidance, similar to the guidance in Topic 606 on
revenue from contracts with customers, when describing the level of detail with which qualitative
disclosures should be presented.

The IASB decided not to retain the qualitative disclosure requirements proposed in the 2013 ED and,
instead, require a lessee to disclose sufficient additional information to satisfy the overall disclosure
objective. The IASB decided to supplement this requirement with a list of specific disclosure objectives
and to include illustrative examples in the final leases standard to demonstrate how a lessee might
comply with this requirement.

Nonpublic Business Entity Considerations

The FASB decided not to provide any specified reliefs from the disclosure requirements for nonpublic
business entities (that is, all other entities besides public business entities). Therefore, the lessee
disclosure package is equally applicable to both public and nonpublic business entities.

*SUMMARY OF TENTATIVE DECISIONS REACHED TO DATE (AS OF JANUARY 21, 2015)
Accounting Models

Lessee Accounting Model

The FASB decided on a dual approach for lessee accounting, with lease classification determined in
accordance with the principle in existing lease requirements (that is, determining whether a lease is
effectively an installment purchase by the lessee). Under this approach, a lessee would account for most
existing capital/finance leases as Type A leases (that is, recognizing amortization of the right-of-use
(ROU) asset separately from interest on the lease liability) and most existing operating leases as Type B
leases (that is, recognizing a single total lease expense). Both Type A leases and Type B leases result in
the lessee recognizing a ROU asset and a lease liability.

The IASB decided on a single approach for lessee accounting. Under that approach, a lessee would
account for all leases as Type A leases (that is, recognizing amortization of the ROU asset separately
from interest on the lease liability).

Lessor Accounting Model

The Boards decided that a lessor should determine lease classification (Type A versus Type B) on the
basis of whether the lease is effectively a financing or a sale, rather than an operating lease (that is, on
the concept underlying existing U.S. GAAP and on IFRS lessor accounting). A lessor would make that
determination by assessing whether the lease transfers substantially all the risks and rewards incidental
to ownership of the underlying asset. In addition, the FASB decided that a lessor should be precluded
from recognizing selling profit and revenue at lease commencement for any Type A lease that does not
transfer control of the underlying asset to the lessee. This requirement aligns the notion of what
constitutes a sale in the lessor accounting guidance with that in Topic 606, which evaluates whether a
sale has occurred from the customer’s perspective.

Lessor Type A Accounting

For all Type A leases, a lessor will be required to apply an approach substantially equivalent to existing
IFRS finance lease accounting (and U.S. GAAP sales type/direct financing lease accounting).

Scope

Definition of a

http://www.fasb.org/jsp/FASB/FASBContent C/ProjectUpdatePage&cid=900000011123...  2/20/2015
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The Boards decided that a lease should be defined as “a contract that conveys the right to use an asset
(the underlying asset) for a period of time in exchange for consideration.” An entity would determine
whether a contract contains a lease by assessing whether:

1. The use of an identified asset is either explicitly or implicitly specified. A contract would not
involve the use of an identified asset if a supplier has the substantive right to substitute the asset
used to fulfill the contract. A supplier would have the substantive right to substitute an asset if:

a. It has the practical ability to substitute the asset; and
b. It can benefit from exercising that right of substitution.

2. The customer controls the use of the identified asset. A contract conveys the right to control the
use of an identified asset if, throughout the period of use, the customer has the right to:

a. Direct the use of the identified asset; and

b. Obtain substantially all of the economic benefits from directing the use of the identified
asset.

The Boards decided that a customer has the right to direct the use of an identified asset whenever it has
the right to direct how and for what purpose the asset is used, including the right to change how and for
what purpose the asset is used, throughout the period of use. If neither the customer nor the supplier
controls how and for what purpose the asset is used throughout the period of use, the customer is
considered to have the right to direct the use of the identified asset in either of the following
circumstances:

1. The customer has the right to operate the asset or to direct others to operate the assetin a
manner that it determines (with the supplier having no right to change those operating
instructions); or

2. The customer designed the asset, or caused the asset to be designed, in a way that
predetermines during the period of use:

a. How and for what purpose the asset will be used; or

b. How the asset will be operated.

In addition, the Boards decided that a supplier’s protective rights over the identified asset typically
define the scope of the customer’s use of the asset but do not, in isolation, prevent the customer from
having the right to direct the use of the asset.

Small-Ticket Leases

The Boards decided to permit the leases guidance to be applied at a portfolio level by lessees and
lessors. The FASB decided to include the portfolio guidance in the basis for conclusions; the IASB
decided to include the portfolio guidance in the application guidance.

The IASB decided to provide an explicit recognition and measurement exemption for leases of small
assets for lessees.

Short-Term Leases (Lessee)

The Boards decided to retain the recognition and measurement exemption for a lessee’s short-term
leases. The Boards also decided that the short-term lease threshold should remain at 12 months or less.
Additionally, the Boards decided to change the definition of a short-term lease so that it is consistent

with the definition of lease term.

Measurement

Lease Term and Purchase Options

http://www.fasb.org/jsp/FASB/FASBContent C/ProjectUpdatePage&cid=900000011123...  2/20/2015
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The Boards decided that, when determining the lease term, an entity should consider all relevant
factors that create an economic incentive to exercise an option to extend, or not to terminate, a lease.
An entity should include such an option in the lease term only if it is reasonably certain that the lessee
will exercise the option having considered the relevant economic factors. Reasonably certain is a high
threshold substantially the same as reasonably assured in existing U.S. GAAP. The Boards decided that
a lessee should reassess the lease term only upon the occurrence of a significant event or a significant
change in circumstances that are within the control of the lessee,

The Boards decided that a lessor should not be required to reassess the lease term.

The Boards decided that an entity should account for purchase options in the same way as options to
extend, or not to terminate, a lease.

Variable Lease Payments

The Boards decided that only variable lease payments that depend on an index or a rate should be
included in the initial measurement of lease assets and lease liabilities and that an entity should
measure those payments using the index or rate at lease commencement.

The FASB decided that a lessee should reassess variable lease payments that depend on an index or a
rate only when the lessee remeasures the lease liability for other reasons (for example, because of a
reassessment of the lease term).

The IASB decided that a lessee should reassess variable lease payments that depend on an index or a
rate when the lessee remeasures the lease liability for other reasons (for example, because of a
reassessment of the lease term) and when there is a change in the cash flows resulting from a change in
the reference index or rate (that is, when an adjustment to the lease payments takes effect).

The Boards decided that a lessor should not be required to reassess variable lease payments that
depend on an index or a rate.

In-Substance Fixed Payments

The Boards decided (1) to retain the principle that variable lease payments that are in-substance fixed
payments should be included in the definition of lease payments and provide additional clarifying
guidance and (2) to note in the Basis for Conclusions that the concept that some variable lease
payments are in-substance fixed payments exists under current practice.

Discount Rate
With respect to the determination of the discount rate, the Boards decided:

1. To clarify in the implementation guidance what “value” refers to in the definition of the lessee’s
incremental borrowing rate, but otherwise make no changes to the definition in the May 2013
‘Exposure Draft.

2. To describe the rate the lessor charges the lessee as the rate implicit in the lease, consistent with
existing lessor guidance.

3. To include initial direct costs of the lessor in determining the rate implicit in the lease.
‘With respect to reassessment of the discount rate, the Boards decided:

1. To require a lessee to reassess the discount rate only when there is a change to either the lease
term or the assessment of whether the lessee is (or is not) reasonably certain to exercise an
option to purchase the underlying asset.

2. Not to require a lessor to reassess the discount rate.

Nonpublic Business Entity Di Rate Considerati
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The FASB decided to retain the accounting policy election to use the risk-free rate for nonpublic
business entities (that is, all other entities beside public business entities).

Lease Modificati 1G Combinati

The Boards decided to define a lease modification as any change to the contractual terms and
conditions of a lease that was not part of the original terms and conditions of the lease and that the
substance of the modification should govern over its form.

The Boards decided that both a lessee and a lessor should account for a lease modification as a new
lease, separate from the original lease, when (1) the lease grants the lessee an additional right-of-use
not included in the original lease and (2) the additional right-of-use is priced commensurate with its
standalone price (in the context of that particular contract).

For lease modifications that are not accounted for as separate new leases, the Boards decided that:

1. When a lease modification results in a change in the scope or consideration of the lease, a lessee
should remeasure the lease liability using a discount rate determined at the effective date of the
modification. For modifications that increase the scope of, or change the consideration paid for,
the lease, the lessee should make a corresponding adjustment to the right-of-use asset. For
modifications that decrease the scope of the lease, the lessee should decrease the carrying
amount of the right-of-use asset to reflect the partial or full termination of the lease and should
recognize a gain or a loss on a proportionate basis to the decrease in scope.

2. Alessor should account for (a) modifications to a Type B lease as, in effect, a new lease from the
effective date of the modification, considering any prepaid or accrued lease rentals relating to the
original lease as part of the lease payments for the modified lease and (b) modifications to a Type
Alease in accordance with IFRS 9, Financial Instruments (IFRS), or Topic 310, Receivables
(U.S. GAAP).

The Boards decided to include contract combination guidance in the final leases standard, similar to
that which is included in Topic 606, that would indicate when two or more contracts should be
considered a single transaction.

Separating Lease and Nonlease Components

The Boards decided to retain guidance similar to that proposed in the 2013 Exposure Draft for both
lessees and lessors on identifying separate lease components.

The Boards decided to retain guidance similar to that proposed in the 2013 Exposure Draft for lessors
on separating lease components from nonlease components and allocating consideration in the contract
to those components. That is, a lessor should apply the guidance in Topic 606 on allocating the
transaction price to separate performance obligations. A lessor also should reallocate the consideration
in a contract when there is a contract modification that is not accounted for as a separate, new contract.

The Boards decided to change the proposals in the 2013 Exposure Draft for lessees regarding separating
lease components from nonlease components and allocating consideration in a contract to those

components as follows:

1. Alessee should separate lease components from nonlease components unless it applies the
accounting policy election discussed below.

2. Alessee should allocate the consideration in a contract to the lease and nonlease components on
arelative standalone price basis. Activities (or costs of the lessor) that do not transfer a good or
service to the lessee are not components in a contract. A lessee also should reallocate the
consideration in a contract when (a) there is a reassessment of either the lease term or a lessee’s
purchase option or (b) there is a contract modification that is not accounted for as a separate,
new contract.
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3. Alessee should use observable standalone prices, if available, and otherwise it would use
estimates of the standalone price for lease and nonlease components (maximizing the use of
observable information).

The Boards decided to permit a lessee, as an accounting policy election by class of underlying asset, to
not separate lease components from nonlease components. Instead, a lessee should account for lease
and nonlease components together as a single lease component.

Initial Direct C
The Boards decided that only incremental costs should qualify as initial direct costs.

The Boards decided that initial direct costs should include only incremental costs that an entity would
not have incurred if the lease had not been obtained (executed) (for example, commissions or payments
made to existing tenants to obtain the lease).

The Boards decided that both lessees and lessors should apply the same definition of initial direct costs.

The Boards decided the following regarding the accounting for initial direct costs:

1. Alessor in a Type A lease (except those who recognize selling profit at lease commencement)
should include initial direct costs in the initial measurement of the lease receivable by taking
account of those costs in determining the rate implicit in the lease. A lessor who recognizes
selling profit at lease commencement should recognize initial direct costs associated with a Type
Alease as an expense at lease commencement.

2. Alessor in a Type B lease should recognize initial direct costs as an expense over the lease term
on the same basis as lease income.

3. Alessee should include initial direct costs in the initial measurement of the right-of-use asset
and amortize those costs over the lease term.

Subleases

The Boards decided that an intermediate lessor (that is, an entity that is both a lessee and a lessor of the
same underlying asset) should account for a head lease and a sublease as two separate contracts
(accounting for the head lease in accordance with the lessee accounting proposals and the sublease in
accordance with the lessor accounting proposals), unless those contracts meet the contract
combinations guidance adopted by the Boards at the April 2014 joint Board meeting.

The FASB decided that, when classifying a sublease, an intermediate lessor should determine the
classification of the sublease with reference to the underlying asset (for example, the item of property,
plant, and equipment that is the subject of the lease), rather than with reference to the ROU asset
arising from the head lease.

The JASB decided that, when classifying a sublease, an intermediate lessor should determine the
classification of the sublease with reference to the ROU asset arising from the head lease. The Boards
decided that an intermediate lessor should not offset lease assets and lease liabilities arising from a
head lease and a sublease that do not meet the respective IFRS and GAAP financial instruments
requirements for offsetting.

The Boards decided that an intermediate lessor should not offset lease income and lease expense
related to a head lease and a sublease, unless it recognizes sublease income as revenue and acts as an

agent (assessed in accordance with the “principal-agent” guidance in Topic 606 on revenue from
contracts with customers).

Sale and Leaseback Transactions

Determining Whether a Sale Has Occurred
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The Boards decided to retain the guidance in the 2013 Exposure Draft that in order for a sale to occur in
the context of a sale and leaseback transaction, the sale must meet the requirements for a sale in Topic
606. The Boards reaffirmed that the presence of the leaseback does not, in isolation, preclude the seller-
lessee from concluding that it has sold the underlying asset to the buyer-lessor.

The FASB decided that if the seller-lessee determines that the leaseback is a Type A lease, assessed from
the seller-lessee’s perspective, then no sale has occurred.

The IASB decided not to include any additional application guidance in the final leases standard
regarding the determination of the sale. The IASB clarified, however, that if the seller-lessee has a
substantive repurchase option with respect to the underlying asset, then no sale has occurred.

Accounting for the Sale/Purchase

The Boards decided to retain the guidance in the 2013 Exposure Draft that a buyer-lessor should
account for the purchase of the underlying asset consistent with the guidance that would apply to any
other purchase of a nonfinancial asset (that is, without the presence of the leaseback).

The Boards decided to retain the guidance in the 2013 Exposure Draft that a seller-lessee should
account for any loss on a completed sale in a sale and leaseback transaction consistent with the
guidance that would apply to any other similar sale.

The FASB decided to retain the guidance in the 2013 Exposure Draft that a seller-lessee should account
for any gain on a completed sale in a sale and leaseback transaction consistent with the guidance that
would apply to any other similar sale.

The IASB decided that the gain recognized by a seller-lessee on a completed sale in a sale and leaseback
transaction should be restricted to the amount of the gain that relates to the residual interest in the
underlying asset at the end of the leaseback.

Repurchase Options in a Sale and Leaseback Transaction

The FASB decided to follow the guidance in Topic 606 and clarify that a repurchase option exercisable
only at the then-prevailing fair market value would not preclude sale treatment, provided that the
underlying asset is nonspecialized and readily available in the marketplace. The repurchase option
must be substantive in order to affect the accounting for the transaction. In reaching this decision,
some FASB members thought that this application was consistent with language provided in the basis
for conclusions of Topic 606.

Application Guidance for Determining Whether a Sale Has Occurred

The FASB decided to include application guidance, with respect to determining whether a sale occurs in
the context of a sale and leaseback transaction, in the final leases standard.

Accounting for the Leaseback

The Boards decided to retain the guidance in the 2013 Exposure Draft that if a sale is completed, the
seller-lessee and the buyer-lessor should account for the leaseback in the same manner as any other
lease.

Accounting for “Off-Market” Terms

The Boards decided that an entity should determine any potential “off-market” adjustment on the basis
of the difference between either (1) the sale price and the fair value of the underlying asset or (2) the

present value of the contractual lease payments and the present value of fair market value lease
payments, whichever is more readily determinable.
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For sale and leaseback transactions entered into at “off-market” terms, the Boards decided that an
entity should account for:

1. Any deficiency in the same manner as a prepayment of rent.

2. Any excess as additional financing provided by the buyer-lessor to the seller-lessee.
Accounting for Failed Sale and Leaseback Transactions

The IASB decided to retain the guidance proposed in the 2013 Exposure Draft that both a seller-lessee
and a buyer-lessor would account for a “failed” sale and leaseback transaction as a financing
transaction.

The FASB decided that if a sale and leaseback transaction does not result in a sale, the “failed” sale
should be accounted for as a financing transaction by the seller-lessee and buyer-lessor.

Related Party Leasing Transacti

The FASB decided to retain the related party leases guidance proposed in the 2013 Exposure Draft. The
FASB reaffirmed that lessees and lessors should be required to account for their related party leases on
the basis of the legally enforceable terms and conditions of the lease.

Leveraged Leases

The FASB reaffirmed the proposal in the 2013 Exposure Draft that leveraged lease accounting should
be eliminated. That is, the lessor should account for leases that currently qualify as leveraged leases
consistent with all other leases within the new leases guidance.

The FASB decided that existing leveraged leases should be grandfathered during transition.
Presentation

Balance Sheet Presentation

Lessee ROU Asset

The FASB decided that a lessee should either present as separate line items on the balance sheet or
disclose in the notes Type A ROU assets (which are effectively purchases of the underlying asset) and
Type B ROU assets. If a lessee does not present Type A ROU assets or Type B ROU assets as separate
line items on the balance sheet, the lessee should disclose in the notes which line items in the balance
sheet include Type A ROU assets and Type B ROU assets. A lessee is prohibited from presenting Type A
ROU assets within the same line item as Type B ROU assets.

The IASB decided that a lessee should either present as a separate line item on the balance sheet or
disclose in the notes ROU assets. If a lessee does not present ROU assets as a separate line item on the
balance sheet, the lessee should present ROU assets within the same line item as the corresponding
underlying assets would be presented if they were owned, and disclose in the notes which line item in
the balance sheet includes ROU assets.

Lessee Lease Liability

The FASB decided that a lessee should either present as separate line items on the balance sheet or
disclose in the notes Type A lease liabilities and Type B lease liabilities. If a lessee does not present Type
A lease liabilities or Type B lease liabilities as separate line items on the balance sheet, the lessee should
disclose in the notes which line items in the balance sheet include Type A lease liabilities and Type B
lease liabilities. A lessee is prohibited from presenting Type A lease liabilities within the same line item
as Type B lease liabilities.

The IASB decided that a lessee should either present as a separate line item on the balance sheet or
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disclose in the notes lease liabilities. If a lessee does not present lease liabilities as a separate line item
on the balance sheet, the lessee should disclose in the notes which line item in the balance sheet
includes lease liabilities.

Cash Flow Presentation
Lessee

The FASB decided to retain the guidance in the 2013 Exposure Draft requiring a lessee to classify:
1. Cash payments for the principal portion of the lease liability arising from Type A leases within
financing activities
2. Cash payments for the Interest portion of the lease liability arising from Type A leases within
operating activities

3. Cash payments arising from Type B leases within operating activities.

The IASB decided to retain the guidance in the 2013 Exposure Draft for Type A leases requiring a lessee
to classify:
1. Cash payments for the principal portion of the lease liability within financing activities

2. Cash payments for the interest portion of the lease liability in accordance with the requirements
relating to interest paid in IAS 7, Statement of Cash Flows.

The IASB also decided to require a lessee to disclose a single figure for lease cash outflows elsewhere in
the financial statements.

Lessor

The Boards decided to retain the guidance in the 2013 Exposure Draft requiring a lessor to classify cash
receipts from leases within operating activities.

Disclosures

Lessee
Overall Disclosure Objective

The Boards decided that the final leases standard should include a disclosure objective, which would be
to enable users of financial statements to assess the amount, timing, and uncertainty of cash flows
arising from leases. The Boards also decided to retain the 2013 ED proposal requiring a lessee to
consider the level of detail necessary to satisfy the disclosure objective.

FASB Qualitative Disclosure Requirements

The FASB decided to retain the qualitative disclosure requirements proposed in the 2013 ED, requiring
a lessee to disclose the following qualitative items:

1. Information about the nature of its leases (and subleases), including:

a. A general description of those leases;
b. The basis, and terms and conditions, on which variable lease payments are determined;

c. The existence, and terms and conditions, of options to extend or terminate the lease. A
lessee should provide narrative disclosure about the options that are recognized as part of
the ROU assets and lease liabilities and those that are not;

d. The existence, and terms and conditions, of residual value guarantees provided by the
lessee; and

e. The restrictions or covenants imposed by leases.
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2. Information about leases that have not yet commenced but that create significant rights and
obligations for the lessee.

3. Information about significant assumptions and judgments made in applying the requirements
of the leases standards, which may include the following:
a. The determination of whether a contract contains a lease;

b. The allocation of the consideration in a contract between leases and nonlease
components; and

c. The determination of the discount rate.
4. The main terms and conditions of any sale and leaseback transactions.

5. Whether an accounting policy election was made for the short-term lease exemption.

The FASB decided if the short-term lease expense does not reflect the lessee’s short-term lease
commitments, a lessee should disclose that fact and the amount of its short-term lease commitments.

IASB Qualitative Disclosure Requirements

The IASB decided not to retain the qualitative disclosure requirements proposed in the 2013 ED and,
instead, require a lessee to disclose sufficient additional information to satisfy the overall disclosure
objective. The IASB decided to supplement this requirement with a list of specific disclosure objectives
and to include illustrative examples in the final leases standard to demonstrate how a lessee might
comply with this requirement.

FASB Quantitative Disclosure Requirements

The FASB decided not to retain the 2013 ED proposal requiring a lessee to disclose a reconciliation of
the opening and closing balances of its lease liabilities.

The FASB decided to require a lessee to disclose the following quantitative items:

1. Type A lease expense, segregated between amortization of ROU assets and interest on lease
liabilities.
2. Type B lease expense.

3. Short-term lease expense, excluding expenses relating to leases with a lease term of one month
or less.

4. Variable lease expense.
5. Sublease income.

6. Cash paid for amounts included in the measurement of lease liabilities, segregated between
operating and financing cash flows and between Type A and Type B leases.

7. Supplemental noncash information on lease liabilities arising from obtaining ROU assets,
segregated between Type A and Type B leases.

8. Weighted-average remaining lease term, disclosed separately for Type A and Type B leases.
9. Weighted-average discount rate for Type B leases as of the reporting date.

10. Gains and losses arising from sale and leaseback transactions.

The FASB decided to clarify that the expense items disclosed would also include any amounts
capitalized as part of the cost of another asset.

The FASB decided to retain the 2013 ED proposal for a lessee to disclose a maturity analysis of its lease
liabilities, showing the undiscounted cash flows on an annual basis for a minimum of each of the first
five years and a total of the amounts for the remaining years, and reconciling the undiscounted cash
flows to the discounted lease liabilities recognized in the statement of financial position.

The FASB decided not to retain the 2013 ED proposal requiring a lessee to disclose a maturity analysis
of commitments for nonlease components related to a lease.
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IASB Quantitative Disclosure Requirements

The IASB decided not to retain the 2013 ED proposal requiring a lessee to disclose a reconciliation of
the opening and closing balances of its lease liabilities. The IASB decided not to retain the 2013 ED
proposal requiring a lessee to disclose a reconciliation of the opening and closing balances of its ROU
assets.

The IASB decided to require a lessee to disclose the following quantitative items:

1. Amortization of ROU assets, split by class of underlying asset.
2. Interest on lease liabilities.

3. Short-term lease expense, excluding expenses relating to leases with a lease term of one month
or less.

. Small asset lease expense.

. Variable lease expense.

. Income from subleasing ROU assets.
. Total cash outflow for leases.

. Additions to ROU assets.

=T (B I« T A

. Gains and losses arising from sale and leaseback transactions.

10. Closing carrying amount of ROU assets, split by class of underlying asset.

The IASB decided to require a lessee to present all lessee disclosures in a single note or separate section
in its financial statements. The IASB also decided to require a lessee to present the quantitative lessee
disclosures in a tabular format, unless another format is more appropriate.

The IASB decided that a lessee should be required to disclose a maturity analysis of its lease Liabilities
in accordance with paragraphs 39 and B11 of IFRS 7, Financial Instruments: Disclosures. A lessee
would be required to disclose this maturity analysis separately from the maturity analyses of other
financial liabilities.

Nonpublic Business Entity Considerations

The FASB decided not to provide any specified reliefs from the disclosure requirements for nonpublic
business entities (that is, all other entities besides public business entities). Therefore, the lessee
disclosure package is equally applicable to both public and nonpublic business entities.

Lessor

The Boards decided that a lessor should be required to disclose:

1. Information about the nature of its leases, as well as information about significant assumptions
and judgments made in applying the leases requirements;
2. A table of lease income during the reporting period; and

3. Information about how a lessor manages its risk associated with the residual value of its leased
assets.

The Boards decided that a lessor should treat assets subject to Type B leases as a class of property,
plant, and equipment (IFRS) or a major class of depreciable assets (U.S. GAAP), further distinguished
by significant class of underlying asset. Accordingly, a lessor should provide the required property,
plant, and equipment disclosures for assets subject to Type B leases separately from owned assets held
and used by the lessor.

The Boards also decided that a lessor should be required to disclose:
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1. For Type A leases, a maturity analysis of the undiscounted cash flows that comprise the lessor’s
lease receivables for each of the first five years following the reporting date and a total of the
amount for the remaining years thereafter. A lessor should reconcile the maturity analysis to the
balance of lease receivables presented separately in the balance sheet or disclosed separately in
the notes; and

2. For Type B leases, a maturity analysis of the undiscounted future lease payments to be received
for each of the first five years following the reporting date and a total of the amount for the
remaining years thereafter.

The FASB decided that a lessor should be required to provide an explanation of the significant changes
in the components of the net investment in Type A leases other than the lease receivable during the
reporting period. The FASB will consider disclosures related to Type A lease receivables when it
discusses disclosures in its project on accounting for financial instruments—credit impairment.

The IASB decided that a lessor should be required to provide a qualitative and quantitative explanation
of the significant changes in the net investment in Type A leases during the reporting period.

Related Party

The FASB decided that lessees and lessors should be required to apply the disclosure requirements for
related party transactions in accordance with Topic 850.

NEXT STEPS
The Boards will continue their joint redeliberations of the May 2013 Exposure Draft.

Please see the Current Technical Plan for more information about the project timeline.

*BOARD/OTHER PUBLIC MEETING DATES (AFTER THE ISSUANCE OF THE 2013 EXPOSURE
DRAFT)

The IASB meeting summaries and FASB meeting minutes are provided for the information and
convenience of constituents who want to follow the Boards’ deliberations. All of the conclusions
reported are tentative and may be changed at future Board meetings. Decisions become final only
after a formal written ballot to issue a final Accounting Standards Update.

iew lis! tings prior i of th 0;
B Meetin
. IAS ?e 8 FASB Board
Topic Summaries and .
Minutes
Observer Notes

Joint IASB/FASB Board Meeting
The Boards discussed lessee disclosure requirements.

January 2015 January 21,2015

Joint IASB/FASB Board Meeting
December 2014 December 16, 2014
The Boards discussed definition of a lease.
Joint IASB/FASB Board Meeting
The Boards discussed definition of a lease.

October2014  October 22. 2014

FASE-only Board Meeting

The FASB discussed nonpublic business entity discount

rate considerations, related party leasing transactions, N/A August 27,2014
accounting for sale and leaseback transactions, and

leveraged leases.
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Joint IASB/FASB Board Meeting
The Boards discussed sale and leaseback transactions July 2014 July 23, 2014
and lessor disclosure requirements.

Joint IASB/FASB Board Meeting
The Boards discussed subleases, lessee balance sheet June 2014 June 18, 2014
presentation, and cash flow presentation.

Joint IASB/FASB Board Meeting
The Boards discussed definition of a lease, separating Mav 2014 May 22, 2014
lease and nonlease components, and initial direct costs.

Joint IASB/FASB Board Meeting

The Boards discussed lease modifications and contract
combinations, variable lease payments, in-substance
fixed payments, and discount rate.

Joint IASB/FASB Board Meeting

The Boards discussed the lessee accounting model, the
. . March 2014 March 18-19, 2014
lessor accounting model, small ticket leases, lease term,

and short-term leases.

Joint YASB/FASB Board Meeting

The Boards began their redeliberations of the proposals  January 2014 January 23, 2014
included in the May 2013 Exposure Draft, Leases.

Joint IASB/FASB Board Meeting

The Boards discussed a summary of feedback received
on the leases project through outreach activities,
roundtable meetings, and comment letters. The Boards
also discussed the plans for redeliberations.

November 2013  November 20, 2013
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Introduction

The purpose of this white paper is to discuss key concepts in energy efficiency finance, with a focus on
emerging solutions to long-standing barriers to financing projects in the United States, as well as the
specific challenges posed by energy efficiency projects, and the potentially scalable solutions that have
recently gained some market traction. Although this primer is principally written for readers not yet
familiar with the details of energy efficiency finance who would like to achieve a working knowledge of
the main concepts, issues, and developing solutions, this paper also presents a useful précis for readers
already steeped in the details of energy efficiency finance.

Energy efficiency has long been recognized as the “low-hanging fruit” in delivering a clean energy

economy, especially when compared to investments in capital-intensive energy generation technologies.

According to the U.S. Department of Energy, buildings account for approximately 40 percent of total U.S.
energy costs, which amounts to $400 billion each year for residential and commercial buildings alone.
Reducing energy use in U.S. buildings by 20 percent would save approximately $80 billion annually on
energy bills, and savings from commercial buildings would account for half of this amount, or $40
billion.'

Tapping into this enormous potential for energy efficiency projects to cost-effectively lower energy
consumption would help create new investment opportunities, drive economic growth, reduce air
pollution and greenhouse gas emissions, increase economic efficiency and productivity, create jobs, and
advance energy security. Despite these benefits, advanced energy efficiency improvements and
technologies have not yet been widely adopted.

This is changing now.

Recent innovations in energy efficiency finance and the development of new business models to address
the first-time cost issue and other historical market barriers have begun to accelerate this sector’s
growth, and billions of dollars in project opportunities are being driven by renewed investor interest and
important legislative changes. Federal mandates, state-level regulatory proceedings, and state-level
financing support, in concert with innovative financing methods, are mobilizing capital for energy
efficiency projects and further mitigating project-level risks.

An expanding menu of energy efficiency finance strategies is also encouraging more rapid adoption of
cutting-edge technologies related to energy efficiency, such as smart grid hardware and software,
energy information management and sensor controls, demand response, energy storage, super efficient
lighting, and other building mechanical and electrical equipment, as well as distributed renewable
generation technologies. These technologies, in turn, can facilitate more solutions to existing challenges
in implementing energy efficiency projects on a larger scale.

This primer provides an overview of five major energy efficiency finance models prevalent today in the
United States:

(1) the energy savings performance contract (ESPC) model implemented by an energy service
company (ESCO);
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(2) the energy services agreement (ESA) model;

(3) the managed energy services agreement (MESA} model;

(4) the Property Assessed Clean Energy (PACE) model; and

(5) on-bill financing and on-bill repayment (OBF/OBR) approaches.

It also provides an analysis of the main challenges, legal considerations, and opportunities associated
with scaling and deploying these models. While many other energy efficiency finance options also exist,
these five models are among those attracting significant interest from both private-sector and public-
sector stakeholders. This paper outlines an evolving roadmap, which we will update periodically as
significant innovations in energy efficiency finance continue to be developed and refined.

I. An Introduction to Energy Efficiency Finance

A. What is Energy Efficiency Finance?

The objective of energy efficiency finance is to provide building owners with a cost-effective alternative
to using their own cash on hand for the purchase or installation of energy efficiency improvements.
Energy efficiency finance structures provide building owners with access to up-front capital and
financing for a specific set of facility energy improvements, which are then repaid over time as energy
savings are generated. Numerous financing structures propose different arrangements for how and
when the cash flows from energy savings are shared among the finance provider, customer, end-user, or
other project investors. The suitability of a particular financing model often depends on a combination
of factors, from project size and anticipated payback period to utility incentives/rebates and security
features, to name but a few.

No single “silver bullet” for financing energy efficiency projects has yet emerged. Instead, various energy
efficiency finance models have developed to address the particular needs of specific end-user and
customer markets, which may be generally categorized as follows:

1. Municipalities, universities, schools, and hospitals (often dubbed the “MUSH” market)
2. Commercial and industrial businesses
3. Residential customers

1. The MUSH market

The MUSH market generally refers to properties that are owned and operated by government entities
and by nonprofit institutions, such as municipal buildings, universities, other schools, and nonprofit
hospitals. These governmental and institutional properties typically have tight operating budgets, but
may be able to more easily access tax-exempt municipal leases or bonds to finance energy efficiency
capital improvements.

While this market segment has access to a wide range of energy efficiency finance options, such as
general obligation municipal bonds or state or local government loans funded by bonds, and federally
subsidized finance tools such as Qualified Energy Conservation Bonds, tax-exempt lease financing is
currently the most common tool to finance energy efficiency projects, installed usually by ESCOs. Indeed,
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ESCOs derive more than half of their revenues from the MUSH segment.” Recently, more MUSH building
segment owners have been examining alternative approaches to the ESPC/ESCO model commonly used
to finance energy efficiency projects, such as the ESA and MESA models. Each of the ESPC, ESA, and
MESA financing structures is discussed in further detail in Section II.

The MUSH segment is beginning to circle back to a more “energy services”-oriented financing model,
which was first introduced in the U.S. in the 1980s but then gradually lost market share in favor of the
ESPC structure. Thirty years later, through an energy services contract such as an ESA or MESA, some
ESCOs or project developers are once again sharing the amount of energy savings with the property
owner. These financing models encourage the ESCO or project developer to minimize the capital
investment required and to maximize the energy savings achieved.”

2. Commercial and industrial market

The commercial and industrial market segment includes a range of end-users: industrial users, small
and large commercial businesses, other commercial real estate, and market-rate multifamily (defined as
five or more) units. While this market segment encompasses several different kinds of properties, from
a financing perspective, these end-user groups often have similar economic objectives.

This market segment presents a huge opportunity, accounting for 65 percent of the total end-use
efficiency potential in the U.S., according to a recent report by McKinsey & Company." Possible funding
sources in the commercial and industrial market include traditional bank loans, self-funding for large
corporations, loans funded by bonds, commercial PACE financing, on-bill utility financing, lease financing
options, the ESPC/ESCO model, ESA financing, and MESA models.

3. Residential market

In the single-family residential sector, traditional sources of funding, such as unsecured loans and credit
and home equity lines of credit, are the primary means for financing energy retrofits in most parts of the
country. In addition, utility or state-administered rebates supplemented by federal and state funds are
being used to finance relatively “low tech” projects such as window and door replacements, sealing and
insulation, HVAC, and appliance upgrades. New and innovative models for financing energy efficiency
are beginning to emerge, including PACE and OBF/OBR. The use of PACE in the residential sector is
currently on hold pending the resolution of a rulemaking proceeding at the Federal Housing Finance
Agency (FHFA) and related litigation. California is exploring the use of On Bill Repayment in the multi-
family residential sector, and New York’s On-Bill Repayment program provides loans to retrofit both
single-family and multi-family residential buildings. The PACE and OBF/OBR models and the associated
legal issues are discussed in greater detail below.

B. Energy Efficiency Finance - Risks and Returns

Like many renewable energy projects, energy efficiency projects involve many stakeholders, including
end-users, technology providers, engineering procurement and construction (EPC) firms, project
developers, investors, financiers, and utilities. Given this mix, energy efficiency projects and financing
arrangements can quickly become complex due to diverse stakeholder interests and the introduction of
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new technologies and regulatory and incentive structures. In addition, up-front capital costs, long
payback periods, or performance risk aversion can discourage energy efficiency investments, even when
capital for energy efficiency projects is available. Navigating and integrating financing from multiple and
often complex sources (e.g., private investors, utilities, governmental sources) to address some of these
challenges is further complicated by the fact that applicable regulations and incentives vary drastically
from state to state and continue to evolve at the federal level. This complexity often results in high
transaction costs, especially in the more fragmented commercial and residential segments. However,
new financing and business models have emerged to better address these issues, alleviating some of the
pain points associated with payback periods and up-front capital investments borne by the customer.

A successful energy efficiency finance structure incentivizes each of the major stakeholders involved,
and balances the relative risks of implementing energy efficiency improvements with the resulting
energy savings returns and benefits. Each of the five energy efficiency finance models examined in this
paper achieves this balance in a different way, and addresses the following major issues to varying
degrees:

*How to finance the initial capital |nvestment in energy efficiency measures at )
. ) little or no up-front cost to the end-user-
First-Cost Hurdle ‘«How to enable and incentivize, the use of more efF cient but potentially more
::expensive upgrades rather than lower cost, lower efficiency upgrades D
“
*How to.overcome the mismatch between the [onger useful lives and varying
e . - payback periods of some energy efficiency improvements (such as HVAC
Timing Mismatch -,.equipment) and the sometimes shorter expected occupancy of the property
{whether bya property ownerora tenant) P
\
Split | i Particularly prevalentin'the commerqal real estate sector, how to balance the
piitincentives dlfferent tlme horlzons and mcentlves of a tenant Versus a property-owner
v
» ™\
Scalabilit -How to achieve scale by aggregatlon desplte the often fragmented and disparate
Calabiity nature of the targeted market and faculitles
S
‘ N\
Existing Property or . -+ eRestrictions under existing mortgages on mortgaged property or under existing
Financing Restrictions debt financing to property owners .
v
) ) N
Enersy Baseline sWhere payments to service providers and sponsors are based on:performance,
gy ba: how to establish-baseline energy lsage and:normalize for changes in energy
Measurements consumption that are not related to'the energy efficiency project
e i

A brief assessment of each examined financing model relative to these issues is summarized below.
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1. ESPC/ESCO model

In the traditional ESCO model using an ESPC, the customer owns the energy efficiency improvements
and the initial cost of equipment and installation may be self-funded by the host customer, particularly if
the host customer is in the MUSH segment and can access university endowment funds, maintenance
and reserve accounts, or other cash on hand. MUSH building owners have aiso often combined some
equity contributions with some form of debt or lease financing to fund the up-front costs.

The timing mismatch and split incentive issues arise less frequently in the MUSH context because these
are typically facilities that are occupied for many years, either owned by the customer or under a long-
term lease.

Lease financing can take many forms, such as capital leases, operating leases, or, where available, tax-
exempt lease purchase agreements. For building owners interested in using off-balance sheet structures,
operating leases and tax-exempt lease purchase agreements may be suitable to finance certain kinds of
energy efficiency improvements, depending on the residual value of the equipment involved. Lease
financing also offers a flexible way of addressing the timing mismatch issue noted above, since the
timing of lease payments can be structured to coincide with the projected energy cost savings and
payback period under the ESPC and to accommodate the customer’s cash flow demands.

A master lease agreement structure may be used to aggregate a series of energy efficiency projects to
be implemented over time. The master lease agreement establishes a framework agreement, with
separate leases executed on a project-by-project basis.

In addition, other debt financing such as bonds and loans may be used to finance energy efficiency
improvements using the ESPC/ESCO model. Larger projects for creditworthy institutions may be able to
access greater amounts of capital through the bond capital markets. Of course, debt financings or lease
financings would need to be compatible with any existing mortgage restrictions that may apply to the
applicable properties.

2. ESA and MESA models

In both the ESA and MESA models, the customer does not front the initial cost of the energy efficiency
project, but instead enters into an ESA or a MESA with an energy services provider. This energy services
provider handles the first-cost hurdle by fronting 100 percent of the capital to finance the energy
efficiency improvements. Pursuant to the ESA or MESA, the ESA/MESA service provider owns the energy
efficiency improvements and the customer pays the energy services provider over time, based, for
example, on a cost-per-avoided-unit-of-energy basis, a floating percentage of the host customer’s actual
utility rate, or agreed-upon historical energy costs. Building owners can thus avoid expensive initial
capital outlays using these PPA-like arrangements. Moreover, ESA and MESA financings may be
structured as off-balance sheet for the customer under current accounting rules, and generally do not
run afoul of existing mortgage restrictions.

The ESA/MESA structure can also offer an innovative solution to the split-incentive issue in multi-tenant
commercial properties. Under most standard multi-tenant commercial property leases, a tenant pays its
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own energy bills. The ESA/MESA financing model may allow the building owner to enter into an
ESA/MESA to improve the energy efficiency of the building as a whole (thereby reducing the tenant’s
utility bills) and then pass through to its tenants, per the commercial lease terms, an applicable share of
the ESA/MESA energy payments that the landlord pays to the energy service provider.” Due to the
decrease in the tenant’s utility bills, this arrangement should be cash-flow positive for the tenant.

ESA and MESA models are particularly well suited for larger energy efficiency projects rather than
smaller-scale improvements in the residential market. Standardized ESA contracts and structures could
be used to aggregate projects and achieve greater economies of scale. With their often equity-like
returns, energy efficiency projects financed using the ESA and MESA models may also be appealing
vehicles for private equity investors interested in investing in this sector.”

3. PACE and On-Bill Finance and Repayment models

PACE financing modelis address many of the hurdles described above. PACE financing is a solution to the
first-cost hurdle that allows local governments to use their traditional assessment or improvement
district authority to provide property owners within their communities with the up-front capital for
energy efficiency projects. The capital investment is then repaid through assessments levied on property
that benefits from these improvements. The property assessments are secured by a lien that, as with
other local government taxes and assessments, ranks senior to a mortgage lien.

Since a PACE lien is tied to the property, the term of the financing can be very long (up to 20 years in
some jurisdictions). Even if the owner sells the property or a tenant leaves, the lien remains on the
property. PACE has the potential to create the kinds of standardized assets that are more easily
securitized and if a large enough volume of PACE loans can be aggregated, larger pools of financing may
be accessed through securitization.

Due to actions by the FHFA and mortgage industry concerns, the implementation of PACE in the past
two years has centered around the commercial markets. In several current commercial PACE financing
programs, mortgage holder consent to the senior PACE lien is required, and in some cases, the total
amount of the PACE assessment may be limited to a certain percentage of the property’s value. As more
jurisdictions develop commercial PACE programs and as FHFA’s regulatory proceeding relating to
residential PACE moves forward, this energy efficiency finance model may continue to gain ground.

On-bill finance and repayment models provide yet another method to address the first-cost hurdle for
the customer in which the utility or a third party provides a zero- or low-interest loan or tariff to the
customer to finance up to 100 percent of the energy efficiency improvement cost. The customer repays
the loan or tariff in installment charges that are added to the customer’s regular utility bill. In some
cases, the threat of utility disconnection can reduce the risk of default or delinquency. The customer’s
monthly repayments are usually less than or equal to the energy savings. On-bill loans may be tied to
the customer (i.e., if the customer moves, it must pay off the loan) or structured as tariffs that run with
the meter (i.e., if the customer moves, the next occupant continues to pay the tariff).

While tying on-bill finance models to a participating utility can offer many advantages, these may also be
offset by several disadvantages, as examined more fully in Section I below. The balance of pros and
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cons using an on-bill finance approach depends very much on the particular utility’s situation and
resources.

C. Taking Measurements in Energy Efficiency Finance

It has become almost axiomatic that implementing energy efficiency improvements is the most cost-
effective, rapid way to achieve energy efficiency goals and reductions mandated by both the federal and
state governments, and to achieve voluntary goals adopted by a growing number of forward-thinking
businesses.

A guiding principle in energy efficiency finance, often called “bill neutrality,” is that the total amount of
energy savings achieved by an energy efficiency project should equal or exceed the cost of installing and
servicing the energy efficiency improvement. How these energy efficiency benefits and costs are
measured, however, is not as straightforward as it may first seem. Some corporations, for example, have
historically used a simple payback method of calculating their returns on energy efficiency investments.
Alternatively, an Environmental Defense Fund program shows how other corporations have begun to
use more sophisticated cost-benefit analyses that incorporate net present value (NPV) calculations,
“resulting in a more reasoned choice between projects with only modest NPVs but short payback
periods and projects with very significant NPVs despite somewhat longer payback periods.”""

A related and critical development with a potentially significant impact on energy efficiency finance that
has recently received increased attention is the appraisal process for properties. In June 2011, the
Appraisal Foundation, a key source of national appraisal standards, and the U.S. Department of Energy’s
Office of Energy Efficiency and Renewable Energy announced an MOU to cooperate on creating
guidelines under the Uniform Standards of Professional Appraisal Practice for green appraisals and
energy performance. Because of the fundamental gatekeeper role that appraisals play in property
valuations and access to finance, moving toward an industry-wide consensus on how to value greener
buildings could significantly impact calculations of returns on investment in energy efficiency finance
projects.”™

Moreover, property appraisals currently do not incorporate the value of energy efficiency improvements
because there is no uniform standard for doing so. Federal legislation has been proposed (but not
adopted) that would define more standardized rating codes and require that the value of existing
efficiency improvements be incorporated into property value. If adopted, this would directly impact
energy efficiency financing.

Another market challenge has been the cost of performing energy audits. This is one reason that
mortgage brokers and financers do not require them. However, new home energy audit technologies
are currently being developed to help bring down the cost of up-front appraisals, where both reporting
standardization and requirements would make these assessments more economical and desirable for
customers, mortgage brokers, and investors.

One difficulty for the energy efficiency finance structures—such as ESPC, ESA, and MESA—that are
driven by the amount of energy savings actually realized by the energy efficiency improvements is
difficulty in identifying the source of changes in energy consumption by the customer. Fluctuating
occupancy rates, equipment usage and changes, behavior, and other factors that are out of the control
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of the ESCO or the ESA/MESA project developer can undermine the efficiency project’s energy savings
performance, and thus the ESCQ’s or ESA/MESA project developer’s payment stream. The customer and
the ESCO or ESA/MESA project developer will go to great lengths to establish the baseline energy
patterns of the customer and to determine the methodology for calculating what changes to that
baseline are attributable to the energy efficiency measures for purposes of payment. One solution to
this approach is to define the efficiency project’s performance metrics on criteria other than electricity
reduction. For example, payments are sometimes based on the average availability of the energy
efficiency equipment instead of the energy savings.

Since the measurement and verification of energy efficiency savings and costs is a critical decision point
for both the customer considering whether to implement and finance an energy efficiency improvement
and the providers of energy efficiency finance, continued innovation in these areas will provide crucial
tools to facilitate energy efficiency financings.
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II. Energy Efficiency Finance Structures and Negotiating Key
Agreements

The market has embraced energy efficiency as more than just incremental product upgrades; energy
efficiency projects are increasingly integrated, engineered systems comprised of advanced technology
products as well as the associated unique and valuable services that demand equally unique financing
solutions. Figure 2 below summarizes the five emerging energy efficiency finance models covered by this
primer. The ESA and MESA models have diverged from the more traditional ESPC model, while the PACE
and on-bill models have developed independently as a response to market demand.

Financing
Model

Market
Penetration

Target Market
Segment

Balance Sheet
Typical
Project Size
Allows for
Extensive
Retrofits
Repayment
Method

Security/
Collateral

Responsibility
for Utility Bills

Figure 2: Energy Efficiency Finance Models
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This section describes each of these emerging models in brief and provides an assessment of the
advantages and disadvantages associated with each.
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A. Energy Savings Performance Contracts (ESPCs)

The ESPC model has dominated the ESCO energy efficiency market to date. Sixteen major ESCOs and
hundreds of smaller companies complete between $4 to 6 billion in energy efficiency projects annually,™
with the majority of these projects in public buildings that form part of the MUSH segment. The
advantages of the ESPC model in leveraging experienced, multinational corporations have also yielded
several challenges, as described below.

Description and Key Features

With an ESPC structure, energy efficiency improvements are owned by the customer and may be
installed with little or no up-front cost. Typically, the large ESCO will play multiple roles, from originator
and developer to the arranger of the financing, and for very large retrofit projects this level of
centralized coordination and project/process management can be extremely useful. After project
construction and implementation is complete, the ESCO monitors the savings and may also provide
service upgrades for a period of time.

In an ESPC model, the ESCO installs the energy efficiency retrofit and sometimes also guarantees certain
energy savings to the customer during the term of the ESPC. ESPCs are typically designed so that the
value of the energy savings is split between the customer and the ESCO throughout the contract term,
such that the customer’s total savings exceed the sum of all of the customer’s payments (financing
payments and the payments to the ESCO) over the term of the 10- or 20-year contract.

After the ESPC term, payments to the ESCO cease and the customer operates and maintains the energy
efficiency improvements and retains all energy savings. In many cases, an ESCO will guarantee a certain
level of energy savings to the customer. If the guaranteed level of energy savings is not delivered, the
ESCO will have to pay the difference between the guaranteed and the actual level of savings. An energy
savings guarantee from a creditworthy ESCO can improve the financeability of the ESPC if the customer
is securing financing. This financial commitment by the ESCO serves to create a baseline performance
incentive; however, if all savings in excess of the guaranteed level remain with the customer, then the
ESCO is not incentivized to significantly exceed the guaranteed level of energy savings. This performance
contracting model, in which payments to the ESCO are based in part on the capital acquisition value and
capital expenditure size, encourages increasingly bigger project sizes and incentivizes the ESCO to
implement more low-risk, high-cost energy efficiency retrofits that do not necessarily result in the
greatest energy savings. According to one recent study, one perceived drawback of the ESCO/ESPC
mode! among MUSH segment property owners is that this model encourages energy efficiency
installations with short payback periods, resulting in high profit margins for the ESCOs.* Figure 3 below
provides an illustrative ESPC structure.
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Figure 3: ESPC Basic Structure

Utility bill

€

LCustomer Energy savings

-
Performance ¢

Develop, install,
maintain, perform

monitoring & payments ! g
validation; 1O
* Provides savings i
guarantee M
Energy Service
nder /
Company Investor
(ESCO)

The baseline energy profile of the facility and predictability of the technology performance are also
important inputs in determining the financeability of ESPCs. Introducing innovative technologies that
lack extensive performance data increases the overall risk of the project’s performance. Because neither
the lender nor the ESCO see significant upside for deploying more innovative (and potentially more
effective but less reliable) technologies, ESPC arrangements tend to remain on the technologically
conservative side. Even for component providers, penetrating the ESCO market can be a long and slow
process, but it is not without reward given the multibillion-dollar addressable market.

ESPC contracts can also be used in projects that bundle energy efficiency and renewable energy
improvements for the customer. For the customer that wishes to own energy efficiency improvements
and on-site renewable energy generation, adding generation, such as a solar photovoltaic system, to the
scope of the ESPC can be an efficient way to accomplish (and finance) both. In some cases, an ESPC for
energy efficiency owned by the customer, coupled with a PPA for renewable energy generation owned
by a third party, is the most capital-efficient way to deliver both projects, especially if the customer is a
tax-exempt entity that is not able to effectively use or monetize the renewable energy generation tax
benefits such as the investment tax credit (ITC) and accelerated depreciation.

Sources of Financing

The customer’s ownership of energy efficiency improvements under ESPCs may be financed using a mix
of debt, equipment leasing, tax equity, government incentives, rebates, and grants, as described in
Section | above. Loans are generally secured via liens on equipment installed and are underwritten
based on the creditworthiness of the customer. The availability and cost of capital will largely be tied to
the credit of the customer, as opposed to the potential performance of the energy efficiency upgrades,
thus making financing available to primarily the most creditworthy customers, not necessarily the most
efficient projects. Furthermore, the value of any energy efficiency capital investments that accrue
beyond the term of the ESPC cannot readily be captured at the time of financing.

Accounting Issues
Although the ESCO is providing services relating to the installation and performance of the energy

efficiency upgrades, the upgrades are owned by the customer whether or not they are financed. Thus,
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the capital cost of the upgrades will appear on the customer’s balance sheet. Investments that appear
on a company'’s balance sheet often face a more challenging internal approval process, even where an
internal champion is supportive of the project. The energy efficiency investment is not likely central to
the customer’s business and, from an accounting point of view, it’s better for the customer if treated as
an expense kept off its balance sheet. As compared to the ESA and MESA models in which the monthly
payments are simply off-balance sheet expenses, similarly sized monthly payments for debt service that
are on the balance sheet will likely be treated with greater scrutiny.

Legal Issues
As part of its Dodd-Frank rulemaking process, the U.S. Securities and Exchange Commission {SEC) has

proposed that ESCOs be required to register as "municipal financial advisors" and be subject to
regulatory oversight as such. The ESCO industry, however, argues that ESCOs, like engineering firms,
should be exempted from this new registration requirement. This debate is ongoing and has yet to be
resolved.

Overall Assessment

Strengths

- Performance guarantees reduce project
risks, which is valuable in large, complex
retrofits

- ESCOs have a long history of contracting
experience and standardized processes

- Projects are maintained through rigorous
monitoring and verification

B. Energy Services Agreements (ESAs)

As discussed above, under an ESPC the customer owns the energy efficiency improvements on-balance
sheet and either self-funds the up-front costs or uses debt or lease financing to cover the up-front costs.
As an alternative, the ESA model diverged from the ESPC structure and draws its inspiration from the
Power Purchase Agreement (PPA) structure. In a PPA, a utility or a host customer agrees to purchase the
electricity generated by a project from the project owner. The PPA structure has been widely adopted
for power projects across the U.S. for conventional, renewable, utility-scale, and distributed energy
generation projects, including in the residential space. Financing innovations and tax incentives such as
the ITC have led to widespread adoption of residential and commercial-scale solar projects using the
PPA structure. The ESA model’s innovation is to translate the PPA into an ESA as a tool for financing
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energy efficiency improvements, while also leveraging the vast resources and experience of the large,
established ESPC companies.

Description and Key Features

In an ESA financing, a project developer arranges for the installation of energy efficiency measures by an
ESCO and coordinates the capital investment in the project. The project developer then owns, operates,
and maintains the energy efficiency measures during the term of the ESA, while the host customer pays
for the energy saved {(sometimes referred to as “negawatts”) as a service. The customer’s payments are
structured as a percentage of the actual energy savings achieved, either as a percentage of the
customer’s utility rate or as a fixed dollar amount per kilowatt-hour saved. While fixed $/kwh rates can
insulate customers from future utility rate increases, they do not provide a hedge in the event of utility
rate decreases. Figure 4 depicts a typical ESA structure.

Similar to the ESPC model, in an ESA, the project developer may provide a performance guarantee to the
customer, or the ESCO may provide a performance guarantee to the project developer. However,
because the customer pays the developer based on the actual amount of realized energy savings, there
is incremental upside to the developer for savings that exceed the baseline or guaranteed level. As a
result, this model may serve to encourage the implementation of newer technology that has been
successfully piloted or demonstrated. Typically, the ESA customer has an option to purchase the energy
efficiency improvements at the end of the ESA contract term for their then current fair market value.

Sources of Financing

As in most energy project finance structures, a special purpose entity (SPE) is typically established by the
developer for each energy efficiency project that is financed using an ESA structure. Both equity and
debt investors may be involved in providing capital for the energy efficiency project through
investments in the SPE. The SPE then owns the energy efficiency equipment and all rebates, tax
incentives, or other government incentives. Third-party ownership of the energy efficiency equipment
enables structuring approaches in which those incentives, particularly the tax incentives, belong to an
entity that can make the most use out of them. The tax benefits for energy efficiency equipment,
however, are significantly less than for renewable energy generation, since energy efficiency
improvements do not qualify for the investment tax credit (ITC) or production tax credit (PTC). As a
result, tax equity investors, who are important financiers of solar and wind projects, are typically not a
source of capital for energy efficiency projects.
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Figure 4: Basic ESA Structure
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Investors are repaid through the stream of customer payments for energy savings, tax incentives,
rebates, and environmental attributes. The creditworthiness of the customer and the ESCO will impact
the ability of the project developer to secure financing for an ESA-based project and the pricing of such
financing. In some cases, parent guarantees may be needed in innovative financing models until
investors in this area become comfortable with their risk exposure. In an attempt to reduce transaction
costs and expand investment into this segment, the market may increasingly see transactions in which a
single investor funds groups of projects that meet certain criteria.

Accounting Issues
ESAs may be treated as operating leases or capital leases. Under current Federal Accounting Standards

Board (FASB) standards, ESAs that are treated as operating leases remain off the customer’s balance
sheet (while capital leases are on-balance sheet). However, FASB has proposed new rules that would
impact the accounting treatment of operating leases. If FASB adopts this new lease treatment, ESA
projects treated as operating leases would not remain off-balance sheet and instead would be placed on
the customer or obligor’s balance sheet. Under the proposed FASB revisions, however, an ESA can be
structured to meet the service agreement criteria (which would remain off-balance sheet), avoiding
treatment as an on-balance sheet operating lease. ESA providers and providers of emerging energy
efficiency financing structures such as Managed ESAs are avoiding this potential accounting issue by
offering service-based agreements that are not treated as leases under current or proposed FASB
standards. Managed ESAs are described in further detail below.

QOverall Assessment
ESAs build on the successful PPA model of project finance, where third-party project developers and
investors provide the up-front capital for energy efficiency improvements, which is repaid over time by a
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customer through energy savings. This model may face barriers to implementation if revised FASB
standards result in on-balance sheet treatment and ESAs cannot be structured to meet revised FASB
standards for off-balance sheet treatment.

Strengths

- Currently, customers may finance energy
efficiency improvements off-balance sheet
- Customers pay only for actual savings

realized

- Customers do not bear operation and
maintenance responsibilities or performance
risk during the ESA contract term

- Project developers are incentivized to
maximize energy savings or other
performance metrics

- ESA provider may be able to monetize tax
benefits that customer could not

- The ESA provider may be able to obtain
financing for groups of similar energy
efficiency projects that meet certain criteria
from a single investor, thereby lowering
transaction costs

/v ,'th'the well-estabhshed
owever, may help-

C. Managed Energy Service Agreement (MESA)

Description and Key Features

The MESA is a slightly different version of an ESA, wherein a project developer owns the energy
efficiency equipment and in addition serves as a middle person between the customer and the utility.
With a MESA structure, the customer has the project developer as a single point of contact and makes a
single payment for ali of its utility expenses. In contrast, under an ESA structure, the customer pays the
ESA provider for the realized savings and then pays each of its utilities individually for the water, gas,
and/or electricity that may be consumed. As with an ESA, MESAs involve the sale of energy savings as a
service and are considered to be off-balance sheet arrangements at this time. Companies with a fully
integrated business model (e.g., technology provider, developer, and financier) that want to enter the
energy efficiency market may find it most attractive to utilize the MESA structure for energy efficiency
projects.

New companies in this space have established varying arrangements for how energy savings accrue to
the customer. Under one structure, the customer pays the MESA project developer its baseline energy
bill for the duration of the contract, and all savings accrue to the MESA project developer. In other
models, the project developer guarantees a percentage reduction in energy bills to the customer,
thereby sharing in the energy savings throughout the contract period.
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Figure 5 below provides an illustrative MESA structure.

Figure 5: Basic MESA Structure
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Sources of Financing

The MESA project developer may finance a MESA project using the same strategies as the ESA developer
described above, including the establishment of an SPE for each MESA project. MESA projects will
attract lenders, however, who are generally willing and able to tolerate the risk on utility rates. Since the
MESA project developer is responsible for utility payments, it carries the risk of utility rates increasing
faster than predicted. As with the ESA structure, since energy efficiency improvements do not qualify for
the ITC or PTC, unlike solar and wind-generation projects, tax equity investors are not a primary source
of capital for energy efficiency projects.

Overall Assessment

Strengths

- Currently, customers may finance energy
efficiency improvements off-balance
sheet

- Customers do not bear operations and
maintenance responsibilities or
performance risk during the MESA
contract term

- Project developers are incentivized to
maximize energy savings

- Customer has a single point of contact
and a single payment for all utility
expenses
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D. Property Assessed Clean Energy (PACE)

PACE was developed in 2007 and enables local governments to finance energy efficiency improvements
using land-secured special assessment or improvement district structures. The authority to create land-
secured municipal finance districts already exists in most states around the country and has been used
as far back as the 17" century to finance local improvements such as sewer lines, sidewalks, seismic
retrofits, fire safety improvements, parks, and sports arenas. Under such authority, local governments
issue bonds to finance local improvements that have a public purpose and levy assessments against
property benefitted by such improvements. The assessments are collected along with property taxes
and are secured by a lien on the property.

Description and Key Fegtures

In a PACE program, existing municipal improvement district authority typically is expanded to include
energy efficiency or renewable energy improvements on private property. These districts generally are
established as a result of petition or vote of constituents or property owners in a local jurisdiction and
then approved by the governing body of that jurisdiction. Property owners voluntarily agree to have
assessments levied against their property in exchange for receiving the up-front capital for the energy
efficiency improvements.

Figure 6: Basic PACE Structure
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In the event of a sale or transfer, the lien securing the assessments remains on the property, becoming
an obligation of the next property owner. Thus, the repayment obligation is tied to the entity benefiting
from the energy savings achieved at the property. As with other tax and government assessment liens,
liens used to secure PACE assessments are senior to privately held liens such as mortgages. This security
feature reduces risk to bond investors and lenders, thereby enabling local governments to offer this
financing at relatively low interest rates. It is important to note, however, that as with property taxes, in
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the event of foreclosure, only the past due assessments are paid out of the proceeds of a sale ahead of
the first mortgage (i.e., rather than the full amount of the capital provided by the local government).
This feature is often referred to as “non-acceleration.”

The term of PACE assessments is generally tied to the payback period for the energy savings measure, in
some cases as long as 20 years. Property assessments are generally treated as an expense, not
capitalized on the balance sheet as a long-term liability. However, PACE assessments are not the typical
property assessment and there is no clear consensus yet from the accounting community as to whether
PACE assessments should be treated as on-balance sheet or off-balance sheet.

Legal Issues

PACE gained a great deal of popularity and momentum between 2008 and 2010, with 27 states* around
the country passing legislation to expand existing land-secured municipal improvement district authority
to enable local governments to establish PACE programs in both the residential and commercial sectors.

In 2010, Fannie Mae and Freddie Mac (GSEs) issued advisory statements to lenders and servicers of
mortgages owned or guaranteed by the GSEs stating that PACE programs were inconsistent with the
GSE’s uniform security instruments because of the seniority of PACE liens. The FHFA, the agency
authorized to regulate the GSEs, then issued statements upholding the GSEs’ advisories, concluding that
PACE programs present “safety and soundness concerns,” and directing the GSEs to refrain from
purchasing mortgages on properties with outstanding PACE liens. These actions had the effect of halting
the implementation of PACE programs in the U.S. residential sector, with the exception of pilot
programs in Sonoma County, Palm Desert, Boulder, and the Town of Babylon, New York. The State of
California, Sonoma County, and others brought suit in federal court and obtained an order requiring the
FHFA to conduct a formal rulemaking proceeding on PACE under the Administrative Procedures Act. The
uptake of PACE in the residential sector is currently on hold pending the outcome of the FHFA’s
rulemaking proceeding (which was in progress at the time of this writing).

In the meantime, several jurisdictions have advanced commercial PACE programs, including Ann Arbor,
San Francisco, Los Angeles, Sacramento, and Lantana, Florida. Currently, several commercial PACE
programs require consent or acknowledgment by the existing mortgage holder.

Sources of Financing

PACE improvements are financed via the issuance of bonds by local governments under existing land-
secured municipal improvement district authority. Third-party entities typically work with the local
government to arrange for lines of credit, capital warehouse facilities, project origination, and
administrative processing. As discussed above, assessment liens are attractive security instruments to
the capital markets and lower the effective cost of capital to property owners. Several jurisdictions are
permitting commercial property owners to arrange financing directly with lenders. In fact, some existing
mortgage holders are expressing an interest in providing PACE financing to properties in their portfolios.
PACE has the potential to evolve into standardized instruments that can be securitized and sold in the
secondary markets.

Qverall Assessment
PACE is a promising energy efficiency financing structure with enormous potential to scale energy
retrofits. Currently, the implementation of PACE in the residential sector is on hold pending the outcome
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of the FHFA’s rulemaking proceeding and federal litigation. PACE is advancing and holds promise as a
model for financing energy efficiency improvements in the commercial sector.

Strengths

- Assessment lien is attractive to
investors; security feature enables
competitive interest rates

- Repayment obligation remains with
property in the event of sale or transfer
by owner

- Term tied to payback period

E. On-Bill Financing/Repayment

On-Bill Financing/On-Bill Repayment (OBF/OBR) uses utility or third-party capital to pay for energy
efficiency or renewable energy retrofits in a building, the cost of which is repaid by the customer on the
customer’s utility bill. OBF refers to programs that use utility capital, whereas OBR programs leverage
third-party capital. To date, various forms of on-bill programs have been implemented in over 20 states,
serving residential, commercial, and industrial customers. While OBF/OBR programs are currently in
pilot stages and market penetration is still low, these programs are generally seen as successful, with
low default rates and borrowing costs.

Description and Key Features
Although OBF/OBR programs vary significantly, key elements include {1) repayment of the costs of

building energy efficiency retrofits through the customer’s utility bill; (2) very low up-front costs to the
customer and very low interest rates (often zero percent); (3) threat of utility disconnection in the event
of default; and (4) use of utility or third-party capital for the initial cost of energy efficiency retrofits (see
“Sources of Financing” below).

The central feature of OBF/OBR programs is that repayment for energy efficiency improvements is
bundled into the customer’s monthly utility bill. This feature allows customers to immediately see the
effect of energy efficiency improvements on their overall energy expenditures, which often decrease
immediately—even with the bundled repayments—due to low interest rates and minimal up-front costs
for the customer. Because customers are able to quickly realize the economic benefits of energy savings,
OBR/OBF addresses the “first-cost” hurdle to energy efficiency retrofits and expands customer demand.
The utility bill repayment mechanism also lowers administrative costs by leveraging the existing
infrastructure and resources of the utility (which typically administers the program or partners with the
administrator), including customer relationships and billing systems.
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Another key element of most OBF/OBR programs is the threat of utility disconnection: customers tend
to place a high priority on utility bill payments due to the threat of shutdown, and because OBF/OBR
payments are bundled into the utility bill, default rates for OBR/OBF programs have been exceedingly
low to date {mostly 0-2 percent). This feature of OBF/OBR is credited with lowering borrowing costs and
extending energy efficiency retrofits to parties that might not otherwise have been creditworthy. As
discussed below, the availability of service disconnection, particularly in the residential sector, is subject
to legal uncertainty.

Within this basic framework, OBF/OBR programs vary significantly. In addition to variation in sources of
financing (discussed below), programs are administered by various types of entities (e.g., utilities,
government agencies, or other third parties) and target different types of customers and buildings. For
example, New York’s Green Jobs Green New York (GJGNY) program, which is administered by the New
York State Energy Research and Development Authority (NYSERDA), targets residential buildings, multi-
family residential buildings, and nonprofits and small businesses, with different eligibility requirements,
loan sizes, and payback periods for each. In comparison, California’s on-bill programs, which are
administered by investor-owned utilities, only extend loans to business customers. The types of retrofits
and technologies covered by OBF/OBR programs vary as well: a number of programs specifically exclude
lighting and non-permanent fixtures, while others also cover renewable energy installation.

One key difference between programs is whether the customer’s payment is characterized as payment
on a loan or payment for a service. In on-bill loan programs, the program administrator extends
financing to an individual or company. The obligation to repay is typically non-transferrable, even if the
customer sells or ceases to occupy the building, unless there are provisions in the program or its
enabling legislation that allow for such transfer. In contrast, under on-bill tariff programs, the payment is
structured as a tariff that the customer pays in return for energy efficiency services. The obligation to
pay is tied to the property or utility meter and transfers to subsequent owners or occupants, usually
subject to certain notice requirements. For example, the Oregon MPower program is set up such that
the utility pays all of the up-front costs for retrofitting a multi-family residential building. The building
owner agrees to a 10-year tariff, which is pro-rated across all of the meters in the building, and
addresses the division of energy savings in rental agreements with tenants. An advantage of the tariff
structure is that it removes the disincentive for renters to apply for OBF/OBR in programs that allow
renters to initiate the application process, and reduces the emphasis on the building occupant’s
creditworthiness as a determining factor in the application. Tariff programs also avoid certain legal
issues related to lending laws, as discussed below.

Sources of Financing

Existing OBF/OBR programs rely on a mix of public, private, and ratepayer funds. Many programs
currently rely on public capital, such as revolving loan or public benefits funds, some of which are
capitalized with American Recovery and Reinvestment Act (ARRA) funds and continue to draw from
federal loans, bonds, or grants. These funds typically cover the up-front costs of retrofits and energy
audits and may provide credit enhancements, such as loan-loss reserves or payment guarantees, to
manage default risk and reduce borrowing costs.

Community Development Financial Institutions (CDFI), which serve a community development purpose
and often lend at lower interest rates and expected returns, have also played a role in administering
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OBF/OBR. Clean Energy Works Portland, for example, is an OBF/OBR program in Oregon that is
administered by a CDFI using $3 million in federal stimulus dollars, and provides loans to parties that
could not have obtained financing for energy efficiency from traditional lenders. To a lesser extent,
some utilities use ratepayer capital for OBF/OBR, though concern has been expressed that this practice
could expose utilities to lending laws, and it has not been widely adopted. Finally, though capital
markets and larger banks could be tapped in the future, they have not been a significant source of
financing to date due to the relatively small volume and lack of standardization of OBF/OBR agreements.

New York provides an interesting example of OBF/OBR financing because of the combination of
financing sources on which it relies. GJGNY was started with seed funding from proceeds from the
Regional Greenhouse Gas Initiative (RGGI), a cap-and-trade program in the Northeast that has allocated
$112 million to GIGNY’s revolving loan fund. In addition to energy audits and retrofits, GJIGNY also
provides credit enhancements through a separate loan-loss reserve that draws from ARRA funding. The
objective is for these credit enhancements to eventually make the GJGNY revolving loan fund attractive
to the capital markets. The loans provided to customers are secured with a mortgage on the property
that is subordinate to existing and future mortgages, and that attaches to the property, rather than the
owner or occupant.

Legal Issues
Although utility service disconnection reduces default rates in OBF/OBR programs, this practice is

subject to legal uncertainty as well as political controversy. For example, the California Public Utilities
Commission (CPUC) proposed the establishment of an OBR program for investor-owned utilities (IOUs)
in California. In response, the state’s IOUs and ratepayer advocacy groups expressed concern that state
law prohibits termination of residential service for non-payment to a third party. The CPUC
subsequently narrowed its OBR proposal to the commercial sectors, and proposed a possible OBR
program in the multi-family residential sector, indicating that legislative changes may be required to
extend OBR to the single-family residential sector. OBF remains an energy efficiency financing option for
commercial buildings in California. Capital providers do not view the threat of service termination as a
security instrument, however, and in some cases data on default rates for existing OBF/OBR programs is
not yet widely available. In the interim, projected interest rates on OBR financing are likely to be tied to
customer creditworthiness in the absence of ratepayer-funded credit enhancements.

Another legal issue at play with OBF/OBR is the application of state and federal consumer lending laws
when the financing is structured as a “loan.” Utilities and other entities for which lending is not the core
business are wary of being regulated as financial institutions, particularly as the regulatory scheme
evolves in the shadow of the banking crisis. On-bill tariff programs can avoid lending laws, but tariffs still
require regulatory approval from the relevant entities. In addition, the structure of the OBF/OBR
program as a loan or a payment will impact its accounting treatment for the customer as on-balance
sheet or off-balance sheet.

Overall Assessment

OBF/OBR is a relatively new structure, with most programs still in pilot or early phases of deployment,
and has low market penetration overall. However, it has been widely adopted across the country, and
most pilots have been successful at achieving very low rates of default, having positive cash flow (i.e.,
energy savings in excess of loan or tariff payments), and reaching underserved customers. Some keys to
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this financing model’s success seem to be the ability to combine multiple funding sources within one
program and the ability to target multiple building sectors, which increases project volume.

To scale up, however, OBF/OBR programs would need to overcome a number of barriers. Administrative
costs remain high, particularly for programs that serve residential customers, due to the need for
individual energy audits and new billing structures, and the lack of standardized agreements. Many
programs still rely on government funding, which reduces sustainability. And while pilot programs have
had low default rates, there are a number of matters that would need to be dealt with more thoroughly
to make OBF/OBR viable on a larger scale, including financial and consumer protection regulations,
allocation of risk in the event of default, priority of OBF/OBR-related payments as compared to
customers’ regular energy bills, transferability of obligations in the event of property sale, and ways to
ensure positive cash flows.

Strengths

- Addresses “first-cost” hurdle to customer
adoption by requiring little capital up
front

- Shows strong record of repayment by
customers to date

- Leverages existing utility resources and
customer practices to collect payments

- Bundled utility bill clearly shows impact
of energy efficiency on overall energy
expenditures

- Payment obligation may follow the
customer or the meter

- Can be structured to address diverse - Obtainir n’fﬁéy be
customers and market segments d the ten; s all of the

- Can be structured to address split energy fficiency benefits -~
incentives of tenants and owners ‘¢ ' ion and implementation costs |

- Accounting treatment may be on-balance = ativelyhigh

sheet or off-balance sheet
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III. The Role of Public-Private Partnerships: Integrating Public
and Private Financing

Innovation in the energy

efficiency sector is occuring at Figure 7:

both the state and federal Activity in State-Level Energy Efficiency Financing Programs
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depicted in Figure 7 to the right, a number of states created or updated their loan and rebate programs
in 2011, making these the most prevalent tools for supporting energy efficiency retrofits and other
measures. According to information collected by the National Association of State Energy Officials
(NASEO), there are at least 66 different state loan funds in the U.S. and its Territories. Some loan funds
have been operating for years, while others were created and capitalized through the American
Recovery and Reinvestment Act (ARRA) of 2009.

The federal government provides accelerated depreciation for certain energy efficiency property under
Section 179D of the Internal Revenue Code. The Section 179D tax deduction is available for the
installation of lighting systems, HVAC systems, hot water systems, and certain other building efficiency
improvements that meet specified energy efficiency standards and that are installed prior to January 1,
2014, with the total amount available based on the square footage of building space. The accelerated
depreciation benefit is modest in comparison to the energy credit available to renewable energy
systems, but for certain building owners and/or tax equity investors who value accelerated depreciation,
it does provide an additional financial incentive to justify energy efficiency projects.

State-level financing can also serve as a critical foothold in attracting private capital. Many companies
are reaping significant benefits in leveraging the very low interest rates of state-level debt and, in some
cases, the ability to subordinate public capital to private debt. Over the next year, emerging state-level
authorities such as Connecticut’s Clean Energy Finance and Investment Authority™ and new public
private partnerships such as Tennessee’s INCITE Initiative™ are expected to bring momentum to the
energy efficiency financing sector. These and other state-level efforts to pair public investment capital
with access to strategic networks are an increasingly common trend because of the economic
development potential in energy retrofits and efficiency improvements. Moreover, states are actively
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working to attract and augment the success of innovative entrepreneurs, where in some cases
prospective investment deal flow is more limited than the funding available.

There are also certain benefits to working at the state level because loan and grant programs are
typically processed more quickly than federal-level funding, creating new project pipelines or potentially
filling a funding gap in an existing project. In addition, the funding landscape tends to evolve quickly. For
example, some state revolving loan funds solicit new projects or investments as soon as funds become
available, with less formally announced or scheduled requests for proposals. Opportunities are often
channeled through economic development offices versus state energy offices, and in some cases
through the state governor’s office. Regardless of program origination, successfully weaving public
capital into a private project requires a strategic dialogue with the state to understand its preferences
and available investment tools. Delving into the local landscape and getting to know the state-level
landscape can be tremendously valuable in capitalizing on what are sometimes fleeting windows of
opportunity.

In addition to evaluating sources of state-level financing for energy efficiency, various federal-level
policies and initiatives are spurring both public projects and private markets. For example, the Better
Buildings Initiative, announced by President Obama on February 3, 2011, sets a national target for
improving energy efficiency in commercial buildings by 20 percent by 2020.

One way the Better Buildings Initiative is mobilizing private capital is by applying public tools such as
ESPC contracting authority. In 2009, a new Super ESPC vehicle was established and qualified 16 ESCOs to
exercise their contracting authority and bid on government project opportunities. Each of the 16
indefinite quantity contracts with the ESCOs has a ceiling authority of $5 billion. However, this authority
has not been fully exercised due to a number of factors, including challenges associated with
streamlining the bidding process for government projects under the new Super ESPC contract vehicle.

Within the Better Buildings Initiative, the President signed an MOU directing all federal agencies to
maximize their existing authorities to use performance-based contracting, setting a minimum of $2
billion dollars in contracts to be implemented over the next two years. Because of the nature of
performance contracting and ESPCs, this $2 billion commitment is not in the form of up-front capital to
be expended by the federal government; rather, it provides a market opportunity for ESCOs, as well as
companies that partner with ESCOs through ESAs and other innovative structures. Another significant
component of the Better Buildings Initiative is the Better Buildings Challenge, designed as a public-
private partnership to mobilize $2 billion in private financing for building energy upgrades.

A second federal mechanism that is spurring energy efficiency opportunities within the federal
government is the implementation of two Presidential Executive Orders. Executive Order (EO) 13423,"
Strengthening Federal Environmental, Energy, and Transportation Management, and EO 13514, Federal
Leadership in Environmental, Energy, and Economic Performance,™ collectively contain mandates that
federal agencies measure, establish, and implement energy efficiency and renewable energy goals. EO
13423 requires federal facilities to reduce facility energy use per square foot by 3 percent annually,
stemming back from 2006 through 2015, or 30 percent by the end of 2015. Under EO 13514, energy
efficiency and renewable energy goals were expanded and, as was required, each agency has developed
a Strategic Sustainability Performance Plan (SSPP) that defines specific targets and milestones for
achieving its various energy objectives.
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The scale of energy efficiency opportunities under the Better Buildings Initiative, EO 13424, and EQO
13514 becomes more evident when combined with the fact that the federal government accounts for
approximately 1 percent of total U.S. energy consumption. Moreover, the Department of Defense (DOD)
is one of the largest single government consumers of energy. As a result of these and other federal
mandates, project opportunities are evolving most rapidly within DOD, where pursuit of these projects
can be a useful strategy for companies seeking a creditworthy customer with aggressive goals for
reducing energy consumption as well as adopting new technologies. The current ESPC structure has
been most widely adopted by government customers for energy efficiency improvements, but as
discussed previously, this structure often does not encourage the adoption of new technologies. And, as
a significant potential customer for energy efficiency improvements, DOD is in need of innovative
financing solutions that can spur the adoption of new technology. In particular, methods that bring
third-party financing to the table and offer unique risk-mitigation strategies will be attractive to DOD.

The Army, given its vast number of domestic installations, is aggressively pursuing energy efficiency. In
2011, the Army launched its Net Zero initiative with 17 bases designated Net Zero Energy, Net Zero
Water, and/or Net Zero Waste. Each designated base will be implementing projects to achieve Net Zero
status, and the Army has an overall goal to have 25 Net Zero installations by 2030. Figure 8 below
provides a list of the designated installations, although all military installations are expected to
implement projects.

Figure 8: Army Net Zero Installations

NET ZERO ENERGY NET ZERO WATER NET ZERO WASTE

PILOT SITES PILOT SITES PILOT SITES

Fort Detrick, MD

Fort Hunter Liggett, CA

Kwajalein Atoll, Républic of
the Marshall Islands

Parks Reserve Forces Training
Area, CA

Sierra:Army Depot, CA

West Point; NY -
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Due to the geographic diversity of the installation locations as well as various other factors, many Army
bases will adopt energy efficiency initiatives in combination with renewable energy improvements.
Given the significant amount of investment required at military bases to achieve DOD’s energy
objectives, leveraging untapped resources at the state level and/or navigating local regulatory issues
may be crucial elements in bringing these projects to fruition. While the current model of choice for
DOD may be the ESPC, new energy efficiency financing models offer an element of scalability that DOD
desires.

In considering the potential role of public-private partnerships for developing and financing energy
efficiency projects, it is also important to note that since energy efficiency and energy efficiency finance
are less politically charged topics, they typically garner bipartisan support. Six major bipartisan policies
have been presented in Congress in the past year that promote energy efficiency. These bills include a
national energy efficiency strategy and a new way to finance energy-saving home upgrades:

Bill Name
’ rown (R—MA) in

Energy Savings & « Introduced by Sen.atvors Jeanne Shen (D-NH)and Rob Portman {R-OH} in

Industrial May 2011. The Senate Energy Committee reported it in July 2011 with
Competitiveness strong bipartisan support (18-3 vote); the bill is awaiting consideration in
Act {S. 1000) the House.

« If enacted, it would greatly improve energy efficiency in residential and
commercial buildings, as well as in industry and manufacturing.

mbi aleady spproved.

Roofing Efficiency Introduced by Representatives Tom Reed (R-N.Y.) and Bill Pascrell (D-N.J.)

Jobs Act in the House in September 2011, and Senators Ben Cardin (D-MD) and

{H.R. 2962, Mike Crapo (R-ID) in the Senate. The bill has been referred to the House

S. 1575) Ways and Means and Senate Finance Committees for further
consideration.
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+ The measure would incentivize energy efficient commercial roof
replacements by accelerating depreciation for new roofs with cool roof
coatings and good insulation.

Cut Energy Bills at ¢ Introduced by Senators Olympia Snowe (R-ME), Jeff Bingaman {D-N.M.),
Home Act and Dianne Feinstein (D-CA}) in November 2011. It has since been referred
{S. 1914) to the Finance Committee.

s If enacted, the bill would provide a performance-based tax credit for deep
home retrofits. The size of the credit would depend on predicted cost
savings from energy efficient improvements to a home’s heating, cooling,
lighting, and water systems

Although a majority of these bills originated in the Democrat-controlled Senate, all of them have
received bipartisan support. With the upcoming November elections comes an expected lull in the
advancement of any significant energy policies, as leadership positions for these issues are established
and the pulse of the new Congress is taken, including their views on the costs and benefits of energy
policy. Regardless of the momentum of energy legislation, energy efficiency and innovations in energy
efficiency finance are uniquely positioned to continue to gain traction and market adoption, because
many of the necessary tools are available today and because of the economic development potential of
this industry.

IV. Conclusion

Improving the energy efficiency of our built environment represents a $279 billion investment
opportunity in the U.S. alone.™ Investment of private capital in this market has the potential to drive
deeper energy savings, grow the clean energy economy, and lead to reduced greenhouse gas emissions,
as well as produce significant returns for the market leaders that emerge.

According to some surveys, lack of capital is one of the main barriers to wider implementation of energy
efficiency projects. Providers of capital, however, point to a lack of energy efficiency finance projects to
finance as a key barrier. In practice, these two aspects affect and inform each other—as more capital
and energy efficiency finance options become available, more energy efficiency finance projects become
practical. As more energy efficiency finance projects become financeable and are aggregated, additional
energy efficiency financing options develop. With their vast footprints and infrastructure, utilities have
the potential to be important aggregators and facilitators in this ongoing process.
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As the energy efficiency finance market continues to grow and evolve, we see a positive dynamic
beginning to develop in some market segments, with greater investor interest centered around the ESA,
MESA, and commercial PACE financing models in particular. The essential building blocks for a broader
energy efficiency finance framework are forming as disparate threads are beginning to come together,
such as innovations in how up-front costs and subsequent energy savings are measured; increasing
understanding in the appraisal community about green appraisals and valuing energy efficiency
improvements; innovations in technologies to conduct more cost-effective and standardized energy
audits; reinvigorated interest among investors and local governments in commercial PACE; more
advances in state legislation to encourage some forms of energy efficiency finance; growth of the ESA
and MESA financing structures; and rare bipartisan political support for increased energy

efficiency. Even the U.S. military is getting involved with its multibillion-dollar Net Zero program. In
short, momentum is building.

Of course, there are still barriers to overcome and complex problems to solve. But emerging energy
efficiency finance structures and ongoing legislative changes are enabling investors to enter this market
at an increasing rate, providing more customers and energy efficiency project developers with capital
necessary to perform retrofits and install energy efficiency technologies and improvements. Tax,
accounting, regulatory, and legal issues surrounding energy efficiency finance structures are in flux,
shifting the relative merits of these models. Key stakeholders at the forefront of energy efficiency
finance are actively exploring further innovations in energy efficiency finance structures. Increasingly,
parties are beginning to work out solutions to the challenges and realize the opportunities that energy
efficiency finance presents to promote more sustainable economic development, increase energy
security, and improve economic competitiveness. To paraphrase a timeless classic:

“The situation gives rise to measurements; measurements give rise to balancing;
and balancing gives rise to triumph.”

—Sun Tzu, The Art of War
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.'_ http://www1.eere.energy.gov/buildings/about.html

".”Exploring Innovation in Energy Efficiency Financing,” Cleantech Group presentation, January 24, 2012.

f" “Energy Efficiency Financing in California, Needs and Gaps,” Harcourt Brown & Carey, Inc., July 8, 2011.

¥ “Unlocking Energy Efficiency in the U.S. Economy,” McKinsey & Company, July 2009.

¥ “Energy Efficiency Paying the Way: New Financing Strategies Remove First-Cost Hurdles,” by Bob Hinkle and
David Kenny, CalCEF Innovations White Paper, February 2010.

v “Energy Efficiency Financing — Models and Strategies,” prepared by Capital E for the Energy Foundation, by Greg
Kats (Principal Author), Aaron Menkin, Jeremy Dommu, and Matthew DeBold, March 2012.

" “Show Me the Money; Energy Efficiency Financing Barriers and Opportunities,” by Namrita Kapur (EDF), Jake
Hiller (EDF), Robin Langdon (US EPA), and Alan Abramson (Nicholas Institute for Environmental Policy Solutions),
July 2011.

f'i" “Financing for Green Building and Energy Efficiency Makes Incremental Gains,” by Dan Sheridan, July 29, 2011.
™ «1.S. Building Energy Efficiency Retrofits,” Rockefeller Foundation and DB Climate Change Advisors, March 2012.
x.”Energy Efficiency Financing in California, Needs and Gaps,” Harcourt Brown & Carey, Inc., July 8, 2011.

¥ The Database of State Incentives for Renewable Energy (DSIRE) website maintains a map showing states with
PACE authority, available here: http://www.dsireusa.org/documents/summarymaps/PACE Financing Map.pdf.
I 2011 Clean Energy Update — State Energy Actions, January 31, 2012, at http://www.nga.org/cms/home/nga-
center-for-best-practices/center-publications/page-eet-publications/col2 -content/main-content-list/clean-and-

secure-energy-2011.htmi.
il Eor more information, visit: http://www.ctcleanenergy.com/default.aspx.

“ Eor more information, visit: www.tntechnology.org/incite.
* EO 13423 was issued in January 2007 and can be found at: http://www.gpo.gov/fdsys/pkg/FR-2007-01-

26/pdf/07-374.pdf.

™ D 13514 was established by President Obama in October 2009, with the directive that: “Federal agencies shall
increase energy efficiency; measure, report, and reduce their greenhouse gas emissions from direct and indirect
activities; conserve and protect water resources through efficiency, reuse, and storm water management;
eliminate waste, recycle, and prevent pollution; leverage agency acquisitions to foster markets for sustainable
technologies and environmentally preferable materials, products, and services; design, construct, maintain, and
operate high performance sustainable buildings in sustainable locations; strengthen the vitality and livability of the
communities in which Federal facilities are located; and inform Federal employees about and involve them in the
achievement of these goals.”

i Alliance to Save Energy website: www.ase.org.

il «y . Building Energy Efficiency Retrofits,” Rockefeller Foundation and DB Climate Change Advisors, March 2012.

AUSTIN BRUSSELS GEORGETOWN,DE HONGKONG NEWYORK PALOALTO SANDIEGO SANFRANCISCO SEATTLE SHANGHAI WASHINGTON, DC

31



For more information on these issues and energy efficiency finance, please contact any of the following:

Charlotte Kim, Partner, New York
ckim@wsgr.com; 212-453-2888

Robert O’Connor, Partner, San Francisco
roconnor@wsgr.com; 415-947-2123

Kendall Bodden, Associate, Seattle

kbodden@wsgr.com; 206-883-2558

Sara Hochman, Senior Advisor, Government Relations, Washington, D.C.
shochman@wsgr.com; 202-973-8882

Wendra Liang, Associate, San Francisco
wliang@wsgr.com; 415-947-2058

Sheridan Pauker, Associate, San Francisco

spauker@wsgr.com; 415-947-2136

Scott Zimmermann, Associate, San Francisco
szimmermann@wsgr.com; 415-947-2167
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AHC AND WAH COMMUNITY PROGRAMS

In addition to the services that will remain on the Takoma Park campus once WAH relocates to
White Oak -- and consistent with its long-standing commitment to providing health and wellness
programs for the community -- AHC will continue to offer a number of community programs.
Among the types of programs currently offered are the following.

Center for Health Equity and Wellness

AHC has a Center for Health Equity and Wellness (the “Center”), specifically focused on the
delivery of needed, culturally competent services to communities that are often subject to health
disparities. In 2007, the Adventist HealthCare Center on Health Disparities was created to raise
community awareness, develop solutions to eliminate local disparities in health care and improve
access to quality health care, especially for minorities, women, and people who have language
barriers or other communications needs. In 2012, the Center on Health Disparities and the
Adventist HealthCare Health and Wellness Department joined together to form the Center, to
addresses disease prevention and management and to promote health equity in the communities
served by AHC. The Center collaborates with hospitals and other community stakeholders to
promote community outreach and improve cancer, cardiovascular disease, diabetes,
maternal/child health, and other health outcomes especially among minority and vulnerable
populations. In the community, it raises awareness of health issues and disparities, screens for
various conditions, and offers educational and support programs to residents in Montgomery
County. Also, the Center coordinates language services to eliminate barriers among minority,
limited English proficient, and vulnerable populations. In addition, the Center provides cultural
competence training to clinical and non-clinical healthcare professionals and coordinates
language access services (i.e., interpretation) to eliminate barriers to effective communication
between healthcare providers and limited English-proficient patients.

Exhibit 120 is a print-out of a presentation given by the Center concerning its population health
strategies, including: (a) collection of data and research; (b) fostering of cultural competence in
the delivery of health care, (¢) providing multi-lingual support, (d) conducting cancer screenings,
(¢) supporting smoking cessation, (f) providing breast cancer screening to low income
populations, (g) providing cardiac screening, (h) providing comprehensive diabetes education
and support, and (i) providing support for childbearing families.

Cardiac and Vascular Outreach Services Program

The Center also offers a Cardiac and Vascular Outreach Services Program (Cardiac Program) to
promote and support positive cardiovascular health in the community. The Cardiac Program,
fully implemented since 1996, grew out of AHC’s concern to provide increased health care
access to underserved populations, including racial/ethnic minorities and older adults. The
Cardiac Program emphasizes the prevention of heart disease through healthy lifestyle habits,
including (but not limited to) proper nutrition, fitness and exercise, cessation of smoking and
stress reduction. The program creates awareness of health issues facing the targeted population,;
educates them about risk factor identification, reduction and management; assesses needs in the
area of cardiac and vascular health; provides education, tools and support to assist with behavior



chang(?; and identifies diseases early through screenings. At-risk patients identified through
screenings are linked with health care providers who are sensitive to their cultural, linguistic, and
physical needs.

A registered nurse and health educator with 20+ years of experience runs the Cardiac Program,
and collaborations with various community agencies and groups (senior centers, low-income
housing, etc.) have increased both the outreach and the effectiveness of the program to those at
risk for heart disease. Partnerships include, but are not limited to: the African American Health
Program, Senior Centers, Complete Health Improvement Plan, Plus 15, The Eden Experience,
American Heart Association, Sister to Sister, and Women and Heart. Selected components of the
Cardiac Program are described below.

Heart Health Screening Program

This screening program is offered to assist people in being proactive regarding heart health and
to work with their physician in tracking their “numbers”. At the event, individuals choose from a
menu of cardiac related screening tests and also speak one-on-one with a clinician regarding
personal risk factors. Results from the screenings are sent both to the participant and their
personal physician. Approximately 20-30 screenings are offered annually, at eight (8)
Montgomery County locations. Screening tests offered include: Lipid Profile, Vertical Auto
Profile, Homocysteine, HsCRP, Fasting Blood Sugar, Alc, Body Fat Analysis, BMI, Blood
Pressure and PSA for men to be done in conjunction with physician examination.

Blood Pressure Screening and Counseling

In addition to the Heart Health Screening described above, AHC separately offers free monthly
blood pressure screenings and counseling session at 10 Montgomery County sites.

Community Classes/Lectures on Cardiac and Vascular Topics

AHC offers several classes in the community on topics relating to cardiovascular health (by
request). These classes include, but are not limited to: Heart Attack Recognition, Don’t Wait,
Call 9-1-1; Women and Heart Disease (HD); Cholesterol and HD; Nutrition and HD; Stroke; and
Spirituality and Health.

Cardiovascular Support and Activity Groups

Groups meet at least monthly to promote both disease prevention and disease management.
Groups include: Heart to Heart, Stroke Club, Implantable Defibrillator, Diabetes Support Group,
Walking Club, Congestive Heart Failure, and DVT (Deep Vein Thrombosis).

Complete Health Improvement Program
The Complete Health Improvement Program (CHIP) is a 32-hour lifestyle enrichment program

designed to reduce disease risk factors (primarily cardiovascular and diabetes risk factors, which
contribute to many other conditions as well) through the adoption of better health habits and



appropriate lifestyle modifications. The goal is to lower blood lipids, blood pressure, blood sugar
levels, an.d reduce excess weight, which are all risk factors for more serious conditions. This is
dqne by 1rgproving dietary choices (primarily through adopting a plant based diet), enhancing
daily exercise, increasing support systems and decreasing stress, thus aiding in preventing and
reversing disease. At the end of the formal class, there is an on-going support group, called Club
CHIP to help the participants’ sustain their efforts in continuing the healthy lifestyle habits
learned. This evidence-based program is endorsed by the Physicians Committee for Responsible
Medicine, the Center for Science in the Public Interest and the International Nutrition Research
Foundation. Further, results from CHIP programs have been published extensively in peer-
reviewed journals, including Advances in Preventive Medicine, the American Journal of
Cardiology, the British Medical Journal, and Preventing Chronic Disease.

In the pilot CHIP program conducted at WAH between August 1 and September 12, 2013 results
showed an average drop in total cholesterol from 174 mg/dL to 142 mg/dL, and average weight
loss of 8 Ibs, and an average drop in body fat from 43.0% to 41.9%.

Other Programs and Special Events

In addition to the many programs listed above, the Center also offers many special events, such
as a Heart Health Education and Health Fair in collaboration with the African American Health
Program at WAH, and Vascular Screenings (Carotid Artery Screening, Ankle Brachial Index,
and Abdominal Aortic Aneurysm). An Advisory Board has been established to help guide efforts
to reduce and eliminate health disparities, to identify community needs, and to help assess and
direct AHC’s responses to those needs. The Advisory Board is comprised of both internal and
external (community) leaders which include clinicians, researchers, administrators and other
hospital staff, community-based organizations, local and state health departments, the University
of Maryland, the National Institutes of Health (specifically, the National Institute of Minority
Health and Health Disparities), and other public health stakeholder organizations. All of the
Community Health Needs Assessment and Implementation Strategy reports were reviewed and
approved by the AHC Board of Trustees, as well as the board of each entity, both of which
consist of leaders from community-based organizations, local safety net clinics, physicians, and
health care leaders. These reports are all available to the public through the AHC website.

The Center maintains a close partnership with the Montgomery County Department of Health
and Human Services to provide training and education to employees as well as deliver The
Center’s annual fall conferences. Since 2008, The Center has served as a consulting partner with
the LifeBridge Health System in Baltimore to implement a health equity strategy. During the six
year relationship, The Center has assisted LifeBridge Health System in assessing culturally
competent practices and creating a Health Equity Task Force and Community Advisory Panel at
Sinai Hospital of Baltimore and is currently undertaking similar tasks with two other hospitals
within the LifeBridge Health System (e.g., Northwest Hospital and Levindale Hebrew Geriatric
Center). The Center is also at the heart of implementing and evaluating several successful
evidence-based wellness programs for AHC, including the Tobacco Cessation Program, and the
American Association of Diabetes Educators Endorsed Diabetes Education Program. In addition
to the activities described, The Center is responsible for hosting and implementing numerous
community health and screening fairs reaching more than 20,000 individuals annually, health



education classes enrolling more than 15,000 people per year, and an annual conference on

health disparities that engages 250 community leaders from health, education, policy, and urban
development sectors.

Focus on Continental African Communities

A vparticular highlight of the Center’s activities with this community is Project BEAT IT!
(Becoming Empowered Africans Through Improved Treatment of Diabetes, Hepatitis B, and
HIV/AIDS). Originally funded by the federal Office of Minority Health Resource Center in
2012, Project BEAT IT! seeks to improve the health of African immigrants and refugees through
health education to the patient community and cultural competence training for their healthcare
providers in chronic and infectious disease management. During the 20-month pilot program,
The Center established an advisory panel of 26 members, 23 of whom are African-born, to assist
in reviewing health education content and engage the African community to participate in
Project BEAT IT! The Center also hosted community focus groups with African-born
individuals and healthcare providers to review health education materials. Separate curricula for
chronic (e.g., type 2 diabetes) and infectious (e.g., HIV/AIDS and hepatitis B) diseases were
developed using the Culturally Competent Model of Care created by Campinha-Bacote (2002) to
teach prevention and treatment strategies from a culturally appropriate perspective. The Center
employed two African immigrant experts in chronic and infectious disease management to
facilitate two hour course instruction to African consumers and healthcare providers. For
providers, the instruction focused on general cultural information (e.g., common diets, traditions,
and religious practices) and reviewing case studies. Classes for African consumers involved
debunking disease myths using a deck of cards, role playing, reviewing treatment and prevention
strategies, and enjoying a nutritious catered meal featuring common African dishes. Over the
course of the six month implementation period (2012-13), The Center hosted 15 courses,
including two webinars, and trained over 800 healthcare providers in effective communication
strategies for the African patient and 40 African immigrants and refugees through Project BEAT
IT! In addition, the Center formed many community partnerships with African immigrant
serving entities, including: the Dennis Avenue Health Clinic; Immanuel’s Church; Maryland
Department of Health and Mental Hygiene; Montgomery College—Takoma Park Campus; and
the African American Health Program.

Other WAH Population Health Initiatives

WAH has initiated a number of innovative programs designed to provide socioeconomic support
to patients discharged from the Hospital and to prevent unnecessary hospital admissions. These
programs are offered irrespective of geographic location and are consistent with the goals of the
new Global Budget Revenue model implemented in Maryland.

ED U-Turn Program
This program is focused on decreasing unnecessary admissions/readmission at WAH by

assessing patients for discharge needs (both medical and social) at the point of entry into the
hospital.  Staff partners with WAH’s 911 skilled nursing facilities to allow for increased



communication regarding the plan of care for the patient. This will expedite treatment and allow
for appropriate and timely admissions. Through the ED U-Turn Program WAH also provides
intensive case management and multidisciplinary care planning for many patients.

QIO Partnership

WAH has partnered with the Virginia Health Quality Center and other community partners to
provide consulting services geared towards improving care transitions across the healthcare
continuum by applying the latest quality improvement tools and techniques.

High Risk Discharge program

Patients who are identified as high risk through the use of WAH’s screening tool, as well as any
diabetic patient, can be a part of this program, which involves a high risk discharge checklist that
is reviewed with the patient at time of discharge.

Senior Peer Hea
Wholesome Wave

WAH is initiating a program beginning in March 2015 to provide a “prescription” for healthy
foods for its underinsured/uninsured diabetic patients. We have commitments from 22 vendors
at local farmers markets to accept these and provide their goods at a reduced cost. This is a
partnership with Long Branch Health Enterprise.

Remote Patient Monitoring Program
This program places remote tele-scales and blood pressure cuffs in the patient’s home to evaluate
for increasing signs/symptoms of congestive heart failure. Early interventions are taken for

patients who are at risk for readmission. The program will launch in March 2015 and expand to
diabetic and COPD patients in mid-20135.

2897165.1
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Overview of Accomplishments:

Accomplishments Strategy

Outcome

Maryland Hospital Association (MHA) partnership
in Race, Ethnicity, Age, Language & Gender

1. Implemented best practices that promote
(REALG) Demographic Data Collection

Patient- and Family-Centered Care within

Trained 80 individuals from 30 hospital systems

Adventist HealthCare and the state hospital AHC Health Equity Report

7 reports

association.
Cultural Competence in End of Life Conference

Held Nov. 2014 with over 200 participants

Health Equity Award from National Dialogue on Diversity,
Inc.

Recognition

Health Care Heroes Award from Daily Record Newspaper

2. Through the Center for Health Equity and Annual National Conferences

Addressed ~1400 community memebers

Wellness, we have been recognized as a state
Qualified Bilingual Staff Program

Trained a total of 676 people

and national leader in the utilization of

ompetence Training for Providers and
culturally competent approaches to care and

Staff

Trained ~9,660 people

provision of linguistic services guided by the MultiCare Health System

CLAS Standards (Culturally and Linguistically
Appropriate Service Standards develop by
Federal DHHS).

LifeBridge Health

Conducted Cultural Competence Organizational Assessment;;
develeoped a Health Equity Task Force of hospital
employees; and developed a Community Advisory Board

Maryland Health Quality and Cost Council

Chair the Cultural Competence Committee for MHQCC;
Influenced the development of Health Enterprise Zones in
Maryland

3. Successfully partnered with local
government, state, safety net clinics and others

Low-Income Breast Cancer Program

Screened ~6,800 women in the past 4 years

to address needs of vulnerable populations in
line with state goals to reduce health disparities

. o Primary Care Coalition Clinics Partnerships
in our communities

Partner with 8 out of the 12 safety net clinics in
Montgomery County

4. The Center spearheaded Adventist
HealthCare entities’ alignment of community
benefit resources with the community health

needs assessed by our local county government

Focus areas for 2014, 2015, 2015: Behavioral
Health, Immunizations, Diabetes Management,
Cancer Screening, Concussion Care

Community Influenza Vaccination Program

Provided ~ 6,400 vaccines at 182 flu shot clinics in past 4
years

2011 - 1,800 vaccines at 50 clinics;
2012 - 1,700 vaccines at 65 clinics;
2013 - 1,400 vaccines at 32 clinics;
2014 - 1,500 vaccines at 35 clinics

Tobacco Cessation Counseling

Offered to ~1,400 patients (at WAH) per year (or about
5,600 patients in past 4 years)

5. Advanced Prevention and Wellness screenings, health fairs)

Outreach events/activities (e.g. community health

~400 events/activities per year or 1,600 in past 4 years

strategies that improved access and health

outcomes for our most vulnerable populations Health Education Classes:

~400 total classes per year or 1,600 classes in past 4 years

(breastfeeding classes & support groups, childbirth
classes, baby care basics classes, fatherhood support

& sibling classes)

o Maternal/Child/Family Health Classes/Support Groups

group, motherhood support group, grandparent classes,

0~ 210 classes & support groups/year

o Diabetes (self-management & pre-diabetes classes)

0 ~50 classes/year

0 Youth Health (babysitting and home alone classes)

0~ 40 classes/year

o CPR/First Aid (Infant and Adult)

o~ 85 classes/year

o Cardiac classes (i.e., CHIP) & lectures

0 ~30/year

6. Partner with academic institutions to provide
R R e TR TR T G T ER GG A University of Maryland School of Public Health,
School of Pharmacy, Johns Hopkins, Towson

University, and more

undergraduate and graduate students yearly to
develop the next generation of diverse health
professionals

Trained ~ 100 health professionals in past 4 years




EXHIBIT
120



o/ )Yl|eoH \\

1SIIUDAPY

ssau|lop R Alinb3 yyeaH J0oj} 1sus)

wod31e)Y}eoaHISHUIAPY MMM




WD 3Ie) Y} LIHISPUIAPY MMM

Y1jeaH JO Sjueulw.ala( |eros
aJe) wa1adwo) Ajjeanyn)
94e) 0} SS90y

Aunb3 yyeaH

m‘_mu‘mm_u_
uapy W

saAljeniu| A8aiesis uonejuswsjdwyi
pun4 diysiaunied Alunwwo)
8uiuies] aoualedwo) jeanyn)d
S921AJDS 211sIN3ul
yoeasino yyesH Auunwwo)

AJanljaq sweidoud yyeaH

***SPIIU PIIJRUIPI
3urssoIppe”

S]UBWISSasSY |euoileziuediQ

ele( uollen|eny
wesdoid g yoeasinQ yieaH

sdiyssouped Ajunwwo)

(VNHD) 3uswssassy
SpoaN YijeaH Alunwwo)

Hoday Aunb3 yyjeaH

***$PIU ATUNWIIOD

pue Juoned Surdznuopy

ssauP A 2 L1nbH Yesay 103 191U3)




eleq \Ec:EEo_u - :
Arepuodas 13 Alewid ‘ereq weidoid JIWBPEIY ‘JUBWUIIA0D
'3 4de3J3INQ Y} edH ‘eleq |eudsoH :ejeq a1e1s 13 [e207 ‘Ajlunwwo) :sdiyssaulied

SuJa3u|
‘je1s 4aua) poddng pue jeudsoH
|BDIUID-UON 18 |edlul]) :jduuosiad

pun4 diysiaulied 3_c:EEou 8uipund jueun

$924N0S3Y

oeaJInQ g YyieaH Auunwwo) ASIuIAl Y3jeaH g Hyauag Alunwwo)

Asaniaq swes3oud yieoaH uol1eanp3 1y Yyoieasay

S313IAIDY

W A 4

: 92UBJR4U0) sanedsiq Y3 eaH [enuuy R e
uolEeINP3I 13 UOIIOWOI] YeaH S3UBWISSISSY SPABN Y3jesH Auunwwod

s8uiuaalas yijesH Anunwiwo) : 1oday Aunb3 yyjesH

sindinp

yijesaH Anunwwo) 13oue) jsealg Jo uoiaiag Ajies

- ate) wsiadwo) Ajjeanyn) yijeaH 1esay uawaseuep s91agelq

Aunb3 yyeay ale) 0} $$220Y uoineuideA nj4 uoI1eSSa) 020eqO)

aJe) paseg-uone|ndod SowodinQ Suipasjisealg Jo saley pasealou]

[9POIN J1307]




WO0I* L)Y LIHISPUIAPY MMM 9le)y}jeaH ,
1SIHUSAPY \\

9dendue  UsIq ‘YA WOHeIL) —

weIdoi 33e1S renduipig papend) —
170ddng sso00y onsmMSur| .

SIUQWISSISSY [BUONEBZIUESI() 20Ua1adwon) [ermny) —
WOOISSE[)) / SUTUTEI) PISB-QO X\ —
Surppng Loeden) soualodwon) ey .
dryszomred DYOSH / VHIN —
SHS Pue O “T°V “d W Aq poygnens

SOWIOJINO PUE 938D JO $59203d 130dox 01 A1Iqe pue AoeInddy —

dunzoday] pue TONIIO)) vIB(]

sorgyderdowa(q uonemndog




WOJ*34eIYHIHISIIUIAPY MMM ole)yljeoH \\

x x 1SHURAPY
xx OINOS 2 HVX\ —
x x x EdHMwO.HhH H@UQ@MV u«m@@.ﬂm @EOUGH&K/O#H &

c 107 Arenue( Sunieig :HNOS —
dn-mo[[o,] /912y $5900ng /PIESTNOD syuoned JO # THVM —

SWLISOIJ UONESSI ) SUDOWS o
91e1s03d 1SBIIq ‘UTYS YOI [€109I0[07) —

OINOS ® HVA —

SAe(] SUTUIIIOG JOOUL )

UONIUIAILJ J90Ue))




WOD"3IBDYI LIHISHUIAPY MMM 2le)yjjeaH
1SIUSAPY/ \\

(dIHD) uel 3uawsordw] peaf 239[dwon) —
syuounutodde
Teo1pows Jutof Surmp uoneonpy PN IqON —
S9SSE[) UONEINPE] $919qeI(] dAIsuayardwon) —
OINOS 22 HV A\ SS¥[D) SIqEI([94d —
JoBIAN() SAIQRI(] o

HNOS 2 LIV :SSUTUIIIOS TIEY 1783 ISOd MO —
sdnozny 130ddng —

DINOS ® HV X\ I®

SJUDAD 937e] 7 SUTPN[OUT ATenIqo,] UT Pa[npayos
SJUSAI [800] (AN FLIYIIMG FNO X A0 —

oramIn() JBIPIE))

yoeann(Q s31dqei(J X deipie)




W0D°34e) Y} eIHISIUIAPY MMM oJe U r_“— _ o _I_ &
i RO . shusnpy V.

dnoi3 170ddns
SUIPaoRISerq I.SHT oYL,

101 POOUYTOYIB,] SIVIAIIS UOHEY'] o

S9JOqEI(] [PUONEISIL) o STNOT, ATUINEIN o
dnoi3 1z70ddns SSP[D) SUIPIOJISEII
POOYIIIOTA SUTIDAOISI(] o o1e") Aqeq 29 PAGPIYD) e

1yoddng Ajpuanr,y Aqeg




WOD*3Ie)Y)[EIHISHUIAPY MMM ole)yl|eoH ,
1SIUSAPY \\

wagey

%@m

Qw mhza:c: {10 - N
Z —
yﬁ%ﬁ, U Qe

% :__ | wﬁ, JorBINN() SUISNO}] SWOIU] MO —

suonemndod yoeas 01 pref|
*OUT JTUI])) ATunwwon) —
OTUT) ITeOH AdTON —
sdrgszomaeJ sotun) ATunwwo”) .
Arunwwiod 9y Jo PTeY A Sutaordwl J0J SIuLIO) —

pun,] digyszouireJ Qunwwor) .

SIUBUTWIINI(J [BIO0S SUISSIPPV




EXHIBIT
121



Zip Codes with the Lowest Income Metrics in the WAH TP TSA

Median Median WAH

household earnings Income | relocation Adjusted
Below 25th Percentile income | for workers | per capita | adjustment | discharges
20020 - Washington 34,685 31,167 20,445 -10.1% (63)
20019 - Washington 34,832 30,947 20,504 -6.5% (65)
20710 - Bladensburg 42,962 28,990 23,151 -1.0% %)
20712 - Mount Rainier 44,104 30,017 25,696 -20.0% (55)
20722 - Brentwood 56,133 26,812 22,339 -15.0% (46)
20784 - Hyattsville 56,678 32,920 24,472 -1.0% (16)
20903 - Silver Spring 56,903 21,454 24,071 3.0% 31
20783 - Hyattsville 57,787 23,749 21,269 -15.0% (314)
20737 - Riverdale 59,427 29,443 23,375 -15.0% (149)
20740 - College Park 61,952 20,820 25,854 -1.0% (11)




Zip Codes with the Highest Income Metrics in the WAH TP TSA

Median Median Per WAH
household earnings capita| WAHMS Adjusted
Above 75th Percentile income | for workers income | Adjustment | Discharges
20910 - Silver Spring 78,738 50,356 48,649 -15.0% (265)
20774 - Upper
Marlboro 91,855 51,305 40,263 -1.0% (22)
20866 - Burtonsville 93,828 45,308 39,412 15.0% 92
20772 - Upper
Marlboro 99,183 54,291 41,455 0.0% -
20853 - Rockville 100,435 40,479 41,023 0.0% -
20850 - Rockville 107,459 60,078 54,267 0.0% -
20723 - Laurel 108,318 53,640 43,735 5.0% 66
20905 - Silver Spring 116,806 46,624 42,974 15.0% 139
20721 - Bowie 119,851 63,383 49,989 0.0% -

2896647.1
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Payor Mix in Zip Codes with the Lowest Income Metrics

Medicaid & Self-Pay Commercial
Below 25th Overal Overal
Percentile WAH HCH 1 WAH HCH 1
20020 -
Washington 22.2% | 82% | 30.6% | 14.3% | 51.8% | 30.5%
20019 -
Washington 15.4% | 10.0% | 36.6% | 20.0% | 45.8% | 21.3%
20710 -
Bladensburg 33.9% | 14.7% | 30.5% | 21.4% | 41.2% | 22.4%
20712 - Mount
Rainier 29.1% | 25.0% | 329% | 13.7% | 53.6% | 23.8%
20722 - Brentwood | 22.1% | 17.6% | 23.8% | 11.7% | 47.1% | 21.5%
20784 - Hyattsville | 29.4% | 18.8% | 30.0% | 23.8% | 43.0% | 28.0%
20903 - Silver
Spring 348% | 31.4% | 32.4% | 21.7% | 21.6% | 23.5%
20783 - Hyattsville | 36.4% | 33.7% | 35.3% | 15.4% | 22.2% | 18.1%
20737 - Riverdale 30.2% | 21.0% | 32.8% | 26.4% | 34.3% | 26.5%
20740 - College
Park 19.8% | 12.0% | 16.9% | 22.5% | 32.6% | 27.4%

CY2013 Payor Mix within WAH TP TSA

WAH HCH Overall
Commercial 21.1% 29.5% 28.7%
Medicaid 11.5% 9.4% 12.0%
Medicare 50.7% 50.9% 49.1%
Self-Pay 15.3% 8.6% 8.7%
Other 1.4% 1.6% 1.5%

2896650.1
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Martin O'Mal . .
Governor ley Qigl: rg Collins
Anthory G. Brown

L. Governor

FACILITIES OPERATIONS & MAINTENANCE * FACILITIES PLANNING, DESIGN & CONSTRUCTION
PROCUREMENT & LOGISTICS * REAL ESTATE

June 20, 2014

Ms. Joyce Newmyer

President

Governing Board of Adventist HealthCare, Inc. d.b.a., Washington Adventist Hospital
7600 Carroll Avenue ‘

Takoma Park, Maryland 20912

Re:  Washington Adventist Hospital
Montgomery County
DGS Item G027, Chapter 463, Acts of 2014 - $480,000

Dear Ms. Newmyer:

Congratulations on receiving your State grant. Funds for your grant are authorized in a "bond bill"
enacted by the General Assembly and signed by Governor Martin O'Malley.

The Department of General Services will administer your grant on behalf of the State Board of
Public Works (BPW). This application package contains the necessary forms for you to complete
and return to us in order to access your grant funds. We will request the Board of Public Works to
approve your grant agreement and, when applicable, to certify that you have met your matching fund
requirement based on the application information you provide us.

The legislation authorizing your grant requires certain deadlines are met by grant recipients as
follows:

(a) The deadline for obtaining BPW certification of matching funds is two (2) years from
the date the grant is authorized, or June 1, 2016,

(b)  The deadline for grant recipients to encumber (enter into project contracts) or expend
the State funds is seven (7) years from the date of authorization, or June 1, 2021.

Please pay close attention to the important State policies that are outlined in the Capital Grants
Program booklet found on the Capital Grants Program web page (www.dgs.maryland.gov/grants).
The Board of Public Works is especially concerned that grant recipients utilize a competitive process
to select their contractors. '



Ms. Joyce Newmyer
Page 2

If you have any questions, please contact me at 410-767-4107 or Ms. Kimberly Langkam, Grant
Administrator at 410-767-4478.

Sincerely,
Cocfonian Fueay
Catherine Ensor
Program Manager
Capital Grants Program

cc: Ms. Denise Matricciam

Enclosures

State Office Building, Room 1405, 301 West Preston Street, Baltimore, Maryland 21201
Tel: 410-767-4107 Fax: 410-333-7558
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SENATE BILL 171

B5 ‘ (41r0142)
ENROLLED BILL
— Budget and Taxation/Appropriations —

Introduced by The President (By Request - Administration)

Read and Examined by Proofreaders:

Proofreader.

Proofreader.

Sealed with the Great Seal and presented to the Governor, for his approval this

e day of at . - oélock, ______M.
President.

cuaprTEr__ 0463 MAY 15 2014

AN ACT concerning APPROVED 8Y THE GOVERNOR

Creation of a State Debt ~ Maryland Consolidated Capital Bond Loan of 2014,
and the Maryland Consolidated Capital Bond Loans of 2005, 2006, 2007, 2008,
2009, 2010, 2011, 2012, and 2013

FOR the purpose of authormng the creatlon cf a State Debt in the amount of Qae

Bill ; jllion, Fiv ndr n Thousan Three
Hundred ﬂgw@_—;ﬁegen Dollars ($1,180.515.377), the proceeds to be used for
certain necessary building, construction, demolition, planning, renovation,
conversion, replacement, and capital equipment purchases of the State, for
acquiring certain real estate in connection therewith, and for grants to certain
subdivisions and other organizations for certain development and improvement
purposes, subject to certain requivements that certain matching funds be

EXPLANATION: CAPITALS INDICATE MATTER ADDED TO EXISTING LAW,
[Brackets} indicate matter deleted from existing law.
indicates amendments to bill.
Siadlse-ou indicates matter stricken from the bill by amendment or deleted from the law by
amendment.
Ttalics indicate opposite chamber/conference committee amendments.

RO 0

nghor



SENATE BILL 171 37

1 Directors of the Historical Society of Harford County, Inc. for
2 the acquisition, design. construction, repair, _renovation,
3 reconstruction. and capital equipping of the Historical Societ
4 of Harford County Facility (Harford County) ... ooens.n 50.000
5 ZAo1 MARYLAND HOSPITAL ASSOCIATION
6 (4) Anne Arundel Medical Center. Provide a grant to the Board of
7 Trustees of the Anne Arundel Medical Center to assist in the
8 renovation of the Cardiac Catheterization Labs at the Anne
9 G Oat/ Arundel Medical Center, subject to the requirement that the
10 grantee provide an equal and matching fund for this purpose.
11 Notwithstanding the provisions of Section 1(5) of this Act, the
12 matching fund may consist of funds expended prior to the
13 effective date of this Act (Anne Arundel County) .......... vevennenses 500,000
14 @B ‘Holy Cross Hospital. Provide a grant to the Board of Trustees
15 of Holy Cross Hospital of Silver Spring, Inc. to assist in the
16 renovation and expansion of the pre— and post—operative unit
17 at Holy Cross Hospital, subject to the requirement that the
18 GOQ 5 grantee provide an equal and matching fund for this purpose.
19 Notwithstanding the provisions of Section 1(5) of this Act, the
20 matching fund may consist of funds expended prior to the
21 effective date of this Act (Montgomery County) ....... rencvamaeneenneas 500,000
22 (© MedStar Good Samaritan Hospital. Provide a grant to the
23 Board of Directors of The Good Samaritan Hospital of
24 Maryland, Inc. to assist in the expansion of the Geriatrics
25 Program at MedStar Good Samaritan Hospital in Baltimore
26 GO Qb City, subject to the requirement that the grantee provide an
27 equal and matching fund for this purpose. Notwithstanding
28 the provisions of Section 1(5) of this Act, the matching fund
29 may consist of funds expended prior to the effective date of
30 this Act (Baltitnore City) ..ccoeveerveeevecrnecnnns arnnasennae ropeeenrnarrrus - 375,000
31 D Washington Adventist Hospital. Provide a grant to the
32 governing board of Adventist HealthCare, Inc., db.a,
33 Washington Adventist Hospital to assist in the rengvation of
34 the third floor of the hospital to accommodate the Community
35 6037 Clinic, Inc., subject to the requirement that the grantee
36 provide an equal and matching fund for this . purpose.
37 Notwithstanding the provisions of Section 1(5) of this Act, the
38 matching fund may consist of funds expended prior to the
39 effective date of this Act (Montgomery County) ....vvvereeevornorerens 480,000
0 B Meritus Medical Center. Provide a grant to the governing

41 G OQS board of the Meritus Medical Center, Inc. to construct a new
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effective date of this Act (Talbot COUMIV} coreomeooroeoesonesnsss 50,000

(BT) Doey's House Initiative. Provide o grant equal to the lesser o
i) $125.000 or (i) the amount of the matching fund provided
to the Board of Directors of the Hospice of Washington Canzx,

G I 8 8 Inc. for the ocquisition, planning, design, cons;rugg_gn, repair,
renovation, reconstruction, and capital equipping of hospice
facility called Doey's House. Notwithstanding Section 1(5) of

this Act,_ the _matching fund. _may consist of in kind
contributions (Washingtorn COuNEY) . .. cocieereserisrsssnssessscsnses 125,000

{BU) The Marylan zhgatr;g Provide g grant equal to the lesser of

125.000 or (ii) the amount of the matchin, rovided

G' l 8 q to ;he Board of Directors of The Maryland Theatre Association,

Inc. for th isition, plannin, sign, construction, repair,

renovation, reconstruction, and capital equipping of The

Maryland Theatre (Washington COUNIY) ... oo recsmsseesssessenseses 125,000

BY) YMi the Chesapeake, Provide o grant equal to ihe lesser o
' 200,000 or (it) the amount of the matching fund provided

to the Board of Directors of the YMCA of th esapeake, Inc.
G lqo for_the acquisition, planning, design, construction, repair,

renovation, reconstruction. and capital equipping of the YMCA
of the Chesapeake (Wicomico COUNEY). ...ceircsiiimsiemmssosessasnssas 200,000

(4 An annual tax is imposed on all assessable property in the State in rate
and amount sufficient to pay the principal of and interest on the bonds, as and when
due and until paid in full. The principal shall be discharged within 15 years after the
date of issue of the bonds.

(5) (a) DPrior to the payment of any matching grant funds under the
provisions of Section 1(3), Items ZA0O through ZA08 above, grantees shall provide and
expend matching funds as specified: No part of a grantee’s matching fund may be
provided, either directly or indirectly, from funds of the State, whether appropriated or
unappropriated. Except as otherwise provided, no part of the fund may consist of real
property, in kind contributions, or funds expended prior to the effective date of this
Act. In case of any dispute as to what money or assets may qualify as matching funds,
the Board of Public Works shall determine the matter, and the Board’s decision is
final. Grantees have until June 1, 2016, to present evidence satisfactory to the Board
of Public Works that the matching fund will be provided. If satisfactory evidence is
presented, the Board shall certify this fact to the State Treasurer and the proceeds of
the loan shall be expended for the purposes provided in this Act. If this evidence is not
presented by June 1, 2016, the proceeds of the loan shall be applied to the purposes
authorized in § 8-129 of the State Finance and Procurement Article.

(b) It is further provided that when an equal and matching fund is
specified in Section 1(8), Items ZAOO through ZA0O3 above, grantees shall provide a
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matching fund equal to the lesser of (i) the authorized amount of the State grant or (i)
the amount of the matching fund certified by the Board of Public Works. If satisfactory
evidence is presented, the Board shall certify this fact and the amount of the matching
fund to the State Treasurer and the proceeds of the loan equal to the amount of the
matching fund shall be expended for the purposes provided in this Act. If this evidence
is not presented by June 1, 2016, the proceeds of the loan shall be applied to the
purposes authorized in § 8-129 of the State Finance and Procurement. Article. The
proceeds of any amount of the loan in excess of the matching fund certified by the
Board of Public Works shall also be applied to the purposes authorized in § 8-129 of
the State Finance and Procurement Article.

(6 (a) Prior to the issuance of the bonds, unless the Maryland Historical
Trust determines that the property to be assisted by a grant under Section 1(3) Items
ZAOO through ZAD3 of this Act is not significant, is significant only as a contributing
property to a historic distriet listed in the Maryland register of historic properties, is a
type that is already adequately represented among the Trust's existing easement
properties, e» is already subject to a perpetual historic preservation easement
acceptable to the Trust, or conditions peculiar to the property make an e sement
impractical, the grantee shall grant and convey to the Maryland Historical Trust a
perpetual preservation easement to the extent of its interest:

® On the land-es-susk portion of the land accepiable-to~the

Pwusb necessary to preserve the historic ing of the capital project assisted by th
grant; and

{ii)- On the exterior and interior, where appropriate, of the
historic structures affect ; tion or renovation i isted he
grant.

(b)  If the grantee or benéficiary of the grant holds a lease on the land
and structures, the Trust may accept an easement on the leasehold interest.

(¢ The easement must be in form and substance acceptable to the
Trust, and the extent of the interest to be encumbered must be acceptable to the Trust,
and any liens or encumbrances against the land or the structures must be acceptable

to the Trust.

@ @ appeal a_perpetusl ervation easement
determination made by the Maryland Historical Trust or the Director under
subparagraph (a) of this paragraph to the Marvland Historica Prust Board of

i) e decision bv_the Marvland istoric st Boar
is not-subiect to further inistrative appéal or judicig i

(7)  The proceeds of the loan must be expended or encumbered by the Board
of Public Works for the purposes provided in this Act no later than June 1, 2021. If any
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funds authorized by this Act remain unexpended or unencumbered afier June 1,.2021,
the amount of the unexpended or unencumbered authorization shall be canceled and
be of no further force and effect. If bonds have been issued for the loan, the amount of
unexpended or unencumbered bond proceeds shall be disposed of as provided in §
8-129 of the State Finance and Procurement Article,

o q Multiple grants provided to the same organization in this Section are in
addition to one another. Unless otherwise provided, any matching fund requirements
apply to each individual grant.

read as follows:

SECTION 2. AND BE IT FURTHER ENACTED, That the Laws of Maryland

Chapter 445 of the Acts of 2005, as amended by Chapter 483 of the Acts of
2010, Chapter 444 of the Acts of 2012, and Chapter 424 of the Acts of 2013

Section 1(8)
UB0O MARYLAND ENVIRONMENTAL SERVICE
2% Infrastructure Improvement Fund. Provide funds to design,

construct and equip capital improvements for State
institutions. Expenditures for any of the following projects
may not exceed the amount listed below by more than 7.5%
without notification to the General Assembly. Funds may only
be spent on the projects listed below or on previously
authorized projects. Expenditure of any part of this
appropriation for a previously authorized project shall also

' require notification to the General Assembly .......cccverrevrvrininne

(5) Eastern Correctional Institution.
Construct improvements to the

2,547,000

water tower (Somerset County) ..... [276,000]
231,000
h r 445 of the Acts of 2005, as amended by Chapter 639 of the Acts of
2012 and Chapter 430 of the Acts of 2013
Section 1(3)
ZAQO MISCELLANEQUS GRANT PROGRAMS

8 Birthplace a eum. de a prant to the
rd i B Ru irthplac undation
ist i esi onstructi renovatl and

equipping of improvements to the Babe Ruth Birthplace and
Mugeum. Notwithstanding Section 1(7) of this Act, this grant
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Inpatient Revenue

Admissions and Births

Revenue per Admission

Inpatient Revenue

Admissions and Births

Revenue per Admission

2896687.1

MSGA and OB (Move to White Oak)

2018 2019 Variance
S 167,608,699 S 184,624,799 10.15%
11,006 11,116 1.00%
S 15,229 S 16,609 9.06%

All IP Services (White Oak and Takoma Park)

2018 2019 Variance
S 180,388,426 S 198,187,151 9.87%
12,613 12,731 0.94%
S 14,302 S 15,567 8.85%
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