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BOARD OF DIRECTORS MEETING 
JEFFERSON MEMORIAL HOSPITAL 

Apr i I 9, I 973 

I. REDEMPTION OF DR. ALFONSO'S BONDS 

I I. A. MOVING OF HOSPITAL ADMINISTRATION TO 6th FLOOR 
B. ALTERNATE MOVING PART OF ADMINISTRATION TO OR. GONOOR'S BUILDING 

I I I . PLANS FOR NE\'1 PARKING 

IV. HOSPITAL RENT TO JOINT VENTURE 

V. DIVISION OF EXPENSES BETWEEN DOCTORS AND HOSPITAL 

A. UTILITIES 
B. MAINTENANCE 
C. INSURANCE 
D. TAXES 

VI. REPORT OF MEDICAL STAFF PRESIDENT 

V I I , REPORT OF HOS? l TAL ADMINISTRATOR 
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I. DATE: 

II. TIME & PLACE: 

I I I. ATTENDANCE: 

A. Present: 

6. Absent: 

BOARD OF DIRECTORS MEETING 
JEFFERSON MEMORIAL HOSPITAL 

Wednesday, April 9, 1~79 

7:00 ?.~ .• Conference Room 

Leslie L. Peters, M.D. 
LaszJo N. Tauber, M.D. 
Michael Davidov, M.D. 
Leslie Gonder, M.D. 
Magdolna lranyi, M.D. 
A.A. Coster, D.P.M. 
Reginald P. McManus, M.D. 
Lucio Luccioli, M.D. 
Harold J. Goald, M.D. 
Michael Vlahos, M.D. 
Richard F. Sappington, M.D. 
Carl E. Linton 

Samuel Burtoff, M.D. 

Chairman 
Secretary 
Member 
Member 
Member 
MemDer 
Member 
Member 
MemDer 
Member 
Member· 
Hospital AdminisTraTor 

Member 

IV. CALL TO ORDER: The meeting was called to order by the President at 7:00P.M. 

v. OLD 3USINESS: 

1. Or. Peters announced the only old business for discussion at this time is the 
hospital's application to the Alexandria Emergency Medical Service whereas tne 
hospital is requesting that Alexandria Rescue SQuads bring patients to Jefferson 
Memorial Hospital. Or. Peters reported that there has been no corresponaence trom 
the EMS Council regarding their decision on our application and in fact, Mr. Linton 
reoorted that since the Council Meeting in January he has supplied the EMS witn 
additional information, however, he has not received any minutes of the meeting as 
promised by the EMS. A lengthy discussion was held on what action the Board snould 
take. A motion was duly made and seconded that the Board of Directors will request 
the Hospital Attorney to initiate legal action against Alexandria Emergency Medical 
Service Council, City of Alexandria,and each individual physician memDer of the 
council who Is also a part of the Alexandria Hospital Emergency Medical Department, 
because of their unfairness and personal monopolization in the Emergency Medical 
Service Council. Motion carried unanimously. 

II. NEW BUSINESS: 

1. Dr. Peters presented Or. Alfonso's request to redeem his bonds at face value 
in the amount of $23,000. Following a brief discussion on tne legality of redeeming 
bonds, a motion was duly made and seconded to redeem Dr. Alfonso's bonjs at face 
value in the amount of $23,000. Motion carried unanimously. 
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Aoril 9, 1979 
?aoe Two 

2. Dr. Peters as~ed Or. Tauber to report on tne relocation of Hospital Aaminisrration 
io the 6tn floor of the new office building. Dr. Tauoer reporTed that To accomoaare 
Dr. Freedman's prac!ice who is considering moving their practice to Jefferson Memorial 
nosoital, it would become necessary to relocate the Hospital Administration To tne 
6Tn Floor of the new office building, thus allowing this group of general practiTioners 
to lease office space on the 2nd Floor of the Hospital. Dr. Tauber described T~e 
office areas on the 6th floor that would be allocated for administrative offices. 
In addition to relocating some of the administrative offices to the 6th floor, Mr. 
LinTon said that alternate plans are also being considered to relocate other aamin­
istrative offices such as Accounting, Comptroller, Billing and Insurance, Purcnasing 
and Suoplies to Dr. Gonder's office building on Braddock Road. A lengthy discussion 
was held on the relocation of the administrative offices and other business that 
oertained to Dr. Freedman locating his medical offices at Jefferson Memorial HospiTal. 

3. Dr. Peters announced that he would like to ask Or. Tauber to present his plans 
for new parking. Dr. Tauber reported that there are several alternatives to 
accomodate the required parking tor hospital employees and the medical office building 
employees. First would be to purchase property from the Larchmont Apartment de­
velopment directly across from the Beauregard Lot. The second alternative would 
be to purchase the Hopkin's property (shopping center area>, and the 3rd alternative 
would be to rent parking space from Charles E. Smith Company <Newport Vi I lage> and 
run a shuttle bus to and from the Hospital to accomodate the employees. A lengthy 
discussion was held on the financing and alternatives that Or. Tauber presented to 
accomodate future parking problems. Dr. Tauber stated that he felt the Hospital 
and each office occupant should be assessed a SI.OO per square feet annually to pay 
for new oarking which would be needed to accomodate all the new anticipated parking 
requirements. It was pointed out that much more parking would be required than was 
anticioated by the Archi~ect and Site Plan Engineers. A motion was duly made and 
seconded that Dr. Tauber De authorized to proceed with getting additional property 
as may be needed and to study plans tor its purchase lease and of course, consTruction. 
Tne motion carried unanimounsly. 

4. Dr. Peters stated he as President of the Hospital wanted to get a better 
understanding of the Hospital's obligation tor rent to the Joint Venture. At 
oresent Jefferson Memorial Hospital Corporation has a net-net lease with Jefferson 
Memorial Hospital Joint Venture for the original hospital land, bui !dings of 54,000 
sQuare feet of floor space and parking spaces identified as lower, 2nd level, 3rd 
level of King Street, plus the Hospital employee Beauregard Lot. This lease is for 
a net-net figure of $112,000 per year. A second lease has been set-up between the 
Joint Venture and the Hospital. 'This lease covers only the 3rd floor of the 
building addition and sets forth a yearly payment of $11,760. The Board of Directors 
has agreed to pay for any added cost tor the building over time out of the hospital 
profits and thus·not pass any of this cost or expense on to patients or third party 
agencies. The Joint Venture Trustee said that Dr. Peters was basically correct, 
but that the Hospital owed the Venture $80,000 and perhaps this could be paid Dy 
the Hosoital from orofits and thus not pass it along to the 3rd party agents. 
There was no motion made but general agreement by the Directors that tne President 
snould oursue this matter with the Joint Venture trus~ee so that an exact dollar 
amount can be arrived at which the hospital has an obligation for and how this 
amount is to be paid by the Hospital. 
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SOARD OF DIRECTORS MEETING 
Aori I 9, 1979 
Pace Three 

J. Dr. PeTers addressed tne issue of how the Hospital should divide expense wi~~ 
~~e doctors in the new building. The major expense items will be maintenance, 
~~ilities, insurance, taxes, parking and driveways. Several methods of assessin; 
each doctor and the Hospital a percentage of cost tor each expense item listec was 
discussed. A motion was duly made and seconded that the Hospital President, 
Administrator and Auditor (CPA) study the prob 1 em espec i a I I y in 1 i ght of 3rd oa :-ty· 
reimbursements with Blue Cross, Medicare, Medicaid and others, to deTermine tne 
most fair and acceptable method which can be applied. Then meet with the JoinT 
Venture Trustee to arrive at a position acceptable and then bring the issue to tne 
Board for consideration. The motion was carried. 

6. Dr. Peters asked Dr. Davidov, Chief of the Medical Staff, to present the Meoi=al 
Staff Executive Committee's report. Dr. Oavidov presented the application of 
the following physician with a recommendation from the Executive Committee for 
delineation of clinical privileges: 

Heeshin Kim, M.D. Nephrology Provisional 

A motion was duly made and seconded and carried to grant this M.D. privileges 
as delineated on the application tonm and be appointed to the Medical Staff. 

B. Dr. Oavidov presented the recommendation of the Executive Committee that tne 
following physicians be promoted to regular staff status from tne provisional 
s-:-att: 

above. 

Kyung Lee, M.D. 
Daniel Jimenez, M.D. 

AI re~ Streetman, M.D. 

A motion was duly made and 

Gynecology 
Emergency Room 
Medicine 

Emergency Room 
Medicine 

seconded to promote 

Active 
Active 

Active 

these physicians as listed 

7. Dr. Peters asked Mr. Linton to present the Hospital Administrator's Report. 
Mr. Linton reported that the average daily census tor March was 113 patients or 
94S occuoancy. Year-to-date is 76S. The census compared to March 1978 was 92 
patients per dy~ or 77S occupancy. The patient charges f~r March was $960,566 and 
year-to-date is $6,913,380. The cash collections for March was $810,744. ·Mr. Linton 
said that at the present time, there are 106 patients in-house or 88S occupancy. 
Following a b~lef discussion on the census, revenue and expenses. Dr. PeTers tnanked 
Mr. Linton tor his report. 

8. There being no further business tor discussion, the meeting was adjourned aT 
9:15p.m. 

LASZ~. TAUBER, M.D. 
Secretary 
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STOCK PURCHASE AGREEMENT 

THIS STOCK PURCHASE AGREEMENT is made as of ~y /7, , 
1985, by and among Health Group Inc., a Tennessee corporation, 

(the nsellern) I ·aealth Group of Virginia, Inc. I a Tennessee 

corporation (the "Companyn), and ·Fairfax Hospital Association, a 

non-stock Virginia corp~ration (the "Buyer"). 

WHEREAS, Seller owns all of the issued and outstanding 

capital stock of the Company; 

WHEREAS, Buyer desires to purchase, in accordance with the 

terms and conditions of this Agreement,. from Seller 500 issued 

and outstanding shares of the c·ompany' s capital stock, which 

shares are all of the issued and outstanding capital stock of the 

J Company, .and Seller desires to make sue~ sale. 

~ .. 

NOW, THEREFORE,· in consideration of the mutual promises, 

covenants and agreements of the parties contained herein, the 

parties hereby agree as follows: 

1. Closing Date. This transaction shall be closed pursuant 

to the terms and conditions of this Agreement at 10:00 a.m., on 

Wednesday, July 31, ~5, 
. ~-

~H~G~·~~~ .. ~M~A~~~h'~~h~~~,~~~U~·---------' 
offices at the of 

if all of the or 

conditions to Closing set forth in Sect1ons 7 and 8 hereof have 

not then been satisfied or waived, the Closing sha~l occur on the 

first business day of the month foll?wing the month in which all 

of such conditions have been satisfied or waived; provided,· 

however, that if all of such conditions have not been satisfied· 

or waived and the transactions contemplated herein have not been 
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consummated on or prior to August 31, 1985 then either the 

Seller, on the one hand, or Buyer, ,on the other, may terminate 

all of their remaining obligations hereunder, and upon such 

termination neither Buyer on the one hand nor Seller, on the 

other, nor their respective shareholders, directors, officers or 

employees, shall have any further liability or obligation to the 

other hereunder except as set forth in Section 12.1 hereof. The 

date of closing of this transaction is herein called the "Closing 

Date." The actions outlined in.Section 3 and Section 9, which 
.. 

are to take place on tne Closing Date, are herein called the 

"Closing." 

2. Definitions. ·Except as otherwise specifically provided 

herein; as used in this Agreement, t~e following terms shall have 

the following meanings: 

2.1. "Assets." The term "Assets" means all of the 

assets, business and property of the Company, of every kind and 

description, tangible and intangible, real, personal and mixed, 

and wherever located, whether or not carried and reflected on the 

books of the Company or on the Company's 1984 Financial 

Statements (as such term is defined below), whether existing on 

the date hereof or hereafter acquired on or prior to the Closing 

Date, and including, without limitation, the following: 

2.1.1. Financial·Statements Assets. All assets 

reflected on the Company's 19 84 Financial Statements and all 

assets thereafter acquired by or for the Company, except such 

assets as are disposed of prior to the Closing Date, either in· 
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the ordinary course of business or in accordance with the terms 

hereof •. 

2.1.2. Know-How and Rights. ~11 know-how and 

rights of the Company, including, but not limited to, all 

processes, methods, techniques, inventions, patents, patent 

rights, trade names, trademarks and all records, documents and 

data pertaining thereto, except the name 11 Health Group". Upon 

the closing, Purchaser shall change the name of Health Group of 

Virginia, Inc. to a name not confusingly similar thereto • . · : .. 

2.1.3. Leases I Licenses and Contracts. All 

leases, leasehold estates and any other interests in real 
··'· 

property, all licenses for any Rights or Know-How, and all 

contracts and commitments .. (and the rights of the Company 

thereunder) of the Co~pany or as to which the Company has·an 

interest. 

2.1.4. Records. All books of a~count, patient 

and other records, files, invoices, correspondence and memoranda, 

customer . and supplier.· lists, engineering, production and other · 

· techni~al: drawingS 1 data 1 Specificat~(?nS and · reqordS Of the . 
• • 0 • • • ' • '• • 

Compa~y relating to the business or Assets of the Company. 

2.1.5. Other Rights . and Assets.· All other 

rights and ·assets, tangible or intangible, legal or equitable, 

contingent or.matured, express or implied, owned by the Company 

or in which the Company may own any right or intere'st, whether or 

not shown or reflected on the 1984 Financ:ial Statements, 

..... ··~\including any rights to tax refunds, tax benefits, and good will·. 
·,.I"' 

Seller acknowledges that that claim against Harvey.Construction 
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company and others, made in the name of Seller is a right of the 

company included in this provision, provided that the Company 

assume the expense of proceeding with this claim. 

2.2. "1984 Financial Statements." The term "1984 

Financial Statements .. means the balance sheet of the Company as 

at December 31, 1984, and the related Statement of Income for the 

period. of twelve (12) months then ended, together with all notes 

thereto. 

2. 3. ·"Material. " The term "material" when used with 

reference to an amount means an amount of $10,000 or more, and 

when used with reference to a course of action or decision-making 

process shall have a meaning as defined in Rule 405 issued by the 

securities and Exchange Commission under the Securities Act of 

1933, as amended. 

2. 4. "Stock". The term "Stock" means all of the· 

issued and outstanding shares of· capital stock of the Company 

owned by Seller and which are to be purchased by Buyer pursuant 

to this Agreement. 

3. Closing. At the Closing, the parties shall take the 

actions p~ovided for in Sections 3.1 through 3.4 to effectuate 

the sale of the Stock to Buyer. 

3.1. Transfer of Stock. At the Closing, Seller shall 

sell, transfer, assign, and deliver to Buyer all the Stock (all 

of which shall be issued and outstanding as of the Closing Date) 

upon the ter.ms and subject to the conditions set forth in this 

Agreement. When delivered to Buyer, all certificates represent~ 

ing the Stock shall be duly endorsed in form satisfactory to 
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Buyer for transfer by delivery or accompanied by appropriate 

stock powers. Seller and the Company represent and warrant that 

upon such transfer of the Stock to Buyer at Closing, Buyer shall 

have complete, absolute·, and unencumbered right, title, and 

interest in and to the Stock, free and clear of all liens, 

rights, and claims of any other person, corporation or entity. 

3.2. Corporate Actions. At the.Closing immediately 

after transfer o~ the Stock to Buyer pursuant to Section 3.1, 

Seller and the Company shall deliver to Buyer the written 

· resignations, effectiye tmmediately, of such directors and such 

officers of the Company as Buyer may request. Seller and the 

Company also· shall deliver to Buyer the written resignations, 

effective immediately, of suc_h Trustees and member~ of the 

·administrative committee of the ·company "(Employee Benefit) 

Plan[s] listed in Exhibit I here·to as Buyer may request. 

3.3. · Purchase Price for·Stock. The entire 

considerati~n to. be paid by Buyer in exchange for the sale I 

transfer, assignment and delivery to Buyer of the Stock (the 

"Purchase Price"), subject to adjustment as provided below, shall 

be $5,82~,000 plus (or minus in the case of deficit) an amo~nt 

equal to the Company's Net Working Capital and minus an amount 

equal to the unamortized portion (including-the current portion 

thereof) of the Company's Capitalized Lease Obligations (as such 

terms are defined below). 

3.4. Payment of Purchase Price. 

3.4.1. Method of Payment. That portion of the· 

Purchase Price to be paid by Buyer to Seller at Closing shall be 
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paid, after transfer of the Stock to Buyer, by bank wire transfer 

of funds to an account designated in writing by Seller. Any 

additional payments required to be made pursuant to this Section 

3 by Buyer or Seller shall be made by wire transfer of funds to 

an account designated in writing by the receiving party. 

3.4.2. Pavment to be Made at Closing. At 

Closing, Buyer shall pay to Seller the sum of $5,5 75, 000 

($5, 825,000 less that sum which is to be placed in escrow 

pursuant to Section 10.5 hereof), plus (or minus in the case of a . 
deficit) ninety percent (90%) of the excess, if any, (or, in the 

case of a deficit, minus one hundred and ten percent (110%) of 

such·deficit) of the Company's Current Assets over its Current 

Liabilities (as such t~rms are defined below)J the amounts of the 

Company's Cur~ent·Assets and cu~rent Liabilities to· be agreed 

upon by Buyer and Seller and based upon the Company's Updated 

Financials to be prepared pursuant to Section 3.4.5.6.(£) hereof, 

and minus an amount equal to the unamortized portion (including 

the current portion thereof), based upon the Updated Financials 

and aqreed to by the parties hereto, of the Company • s lease 

obligations under the Equipment Lease dated November.!, 1983 by 

and between the Company and American Medical Leasing Corp. and 

the Lease dated December 13, 1982 ~y and between the Company and 

Citizens Fidelity Leasing Corporation (the 11Capitalized Lease 

Obligations"). In the event that ~uyer and Seller cannot agree 

upon the amounts of. the Current Assets or Current Liabilities or 

the Capitalized Lease Obligations as contemplated by this Section 

3.4.2. prior to the Closing Date, either party may terminate this 
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Agreement by notice to that effect in writing to the other 

parties at or prior to the Closing. The amounts paid (or 

deducted, as the case may be) at Closing with respect to Net 

Working Capital and deducted with respect to the Capitalized 

Lease Obligations shall be adjusted subsequent to Closing as 

provided in Section 3.4.3. 

3.4.3. Post-Closing Adjustments. 

3.4.3.1. First Post-Closing Adjustment. 

Not later than thirty (30) days after the Closing Date, Buyer and 

Seller shall make an initial adjustment to the Purchase Price by 

(i) determining the excess (or deficit, as the case ~ay be), if 

any, of Current Assets over Current Liabilities as of midnight on 

the day immed~ately preceding the Clos~ng Date, .and (ii~ making 

an appropriate payment .(the "First Post-Closing Adjustment") 

(Seller to Buyer, or Buyer to Seller, as the case may be, such 

payment to be deemed an adjustment in ~he amount paid or deducted 

at Closing with respect to Net Working Capital) such that the 

amount paid (or deducted, as the case may be) at Closing with 

respect to Net Working Capital and the amount paid, if any, 

pursuant to the First Post-Closing Aojustment shall together 

equal ninety percent (90%) of the_ excess (or one. hundred and ten 

percent (110%) of the deficit, as the case may be) of Current 

Assets over Current Liabilities as of midnight on the day. 

immediately preceding the Closing Date. Concurrently with the 

First Post-Closing Adjustment, Buyer and Seller shall determine, 

as of midnight on the day immediately preceding the Closing Date~ 

the unamortized portion (including the current portion thereof) 
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of the Capitalized Lease Obligations and, to the extent such 

amount.varies from the amount deducted at Closing with respect to 

the capitalized Lease Obligations, Buyer or Seller, as the case 

may be, shall pay the amount of such variance to the.other. 

3.4.3.2. Second Post-Closinq Adjust-

ment. One hundred and twenty (120) days after the Closing Date, 

Buyer and Seller shall make a second post-closing adjustment to 

the Purchase Price (the "Second Post~Closing Adjustment") so that 

the sum of the amount paid or deducted, as the case may be, with 

respect to Net Working Capital, at the Closing, the First Post­

Closinq Adjustment and the Second Post-Closing Adjustment equals 

the net working capital as of midnight on the day immediately 

~ .. --.. ,__ prec~ding the Closing Date •. If Buyer ap.d Seller are unable to 

agree upon the .amounts of the Net t'lorking Capital or have not 

agreed upon the amount of the Capitalized Lease Obligations, they 

shall appoint a firm of independent public accountants of recog­

nized national standing to make such determinations, which 

determinations shall be final and binding on the parties hereto 

for purposes of this Agreement and they shall share equally the 

expense of such public accountants •. 

3.4.4. Intercompany Accounts. Intercompany 

accounts of Seller and the Company shall be not be included in 
~ 

determination of Current Assets and Current Liabilities and shall 

be deemed cancelled as of the Closing Date. 

3.4.5. Definitions of Current Assets and Current 

Liabilities. For purposes of Section 3 of this Agreement, the· 

following terms shall have the following meanings: 
J.APP.5442 
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3.4.5.1. Receivables. The term 

"Receivables" means the accounts and notes receivable of the 

company as the same exist on the Closing Date, which accounts 

receivable shall be all the uncollected accounts receivable of 

the Company on the Closing Date exclusive of any amounts receiv­

able by the Company from Seller. Such accounts receivable shall 

f'll'\ include charges for services rendered to patients up to the 

Closing Date but not yet billed. Such accounts receivable shall 

include all accounts receivable relating to Medicare, Medicaid 

and other governmental and private insurance and reimbursement 

programs and any retroactive adjustments thereto resulting from 

agency actions and court or administrative decisions. Such 

~ accounts receivable. shall incl~de receivables from employees, 

physici~ns and others aris~ng in the ordinary course of business 

of the Company. 

3.4.5.2. Inventories. ~he term 

"Inventories" means the inventories of supplies, drugs, tood and 

other disposables and consumables of the Company on the Closing 

Date. 

3.4.5~3. Liquid Assets. The term "Liquid 

Assets" means and includes, but is not limited to, cash on hand 

(such as petty cash funds), emergency room funds, cash in banks 

and bank accounts, certificates of deposit, ~ash equivalents and 

money market instruments,· funds held by trustees in bond funds 

(principal and interest) or other debt servlce funds such as 

depreciation reserve funds, all as the same exist on the Closing 
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Date. "Liquid Assets" does not include funds held by trustees 

for construction. 

3.4.5.4. Current Assets. The term 

"Current Assets" means: 

(a) Liquid Assets; 

(b) Receivables, net of an allowance for doubtful 

accounts and contractual allowances determined pursuant to 

Section 3.4.5.6.; 

(c) Inventories, valued at lower of cost (first in, 

first out) or market; 

(d) Prepaid assets; and 

(e) Refundable deposits under any lease or contract if 

~ the deposit is refund~le within five years after the Closing 

Date. · 

3.4.5.5. Current Liabilities. The term 

"Current Liabilities" means: 

(a)· Trade and other accounts payable of the Company, 

including, but not limited to accrued utilities, amounts accrued 

under service contracts, liabilities for patient deposits and 

refunds, trade payables for goods and services delivered or 

provided, accrued property taxes, accrued interest on long-term 

debt and capitalized lease obligations, and any other accrued 

liabilities but excluding accounts payable by the Company to the 

Seller; 

(b) Liabilities relating to the Company's employees, 

including, but not limited to, salaries, wages, contractually 

obligated bonuses, vacation days, sick leave (if the same is 
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required to be accrued under generally accepted accounting 

principles), payroll taxes, withholding taxes and other withhold­

ings from employees and employee benefit costs; and 

(c) Amounts due to insurance companies, Medicare, 

Medicaid and other third-party payers 'for or relating to cost 

report settlements 1 rebates 1 overpayments 1 set-offs against 

accounts-receivable and similar items. 

3 • 4. 5 • 6. Net liorkinq Capital. The term 

"Net Working Capital" ~eans Current Assets minus Current 

Liabilities. With respect to any determination of Current 

Assets, Current Liabilities and Net Working Capital: 

(a) Deductions from the face amount of Receivables for 

:bad de~1:s and contractual allowances ·shall be determined by 

m~tual agreement of Buyer and the Seller. 

(b) Components of Current Assets and Current 

Liabilities shall be determined in accordance with generally 

accepted accounting principles applied on a basis consistent with 

the 1984 Financial'Statements, except as otherwise specifically 

provided, [and except that the parties hereto understand and 

acknowledge that· some amounts including but not limited to 

certain third-party reimbursement program reserves 1 have been 

accounted for in Seller's corporate accounting and that 

appropriat·e amounts 1 to be agreed upon by Buyer and Seller, will 

be allocated to the Company.] 

(c) Current liabilities shall not include any 

principal due on long term debt or Capitalized Lease Obligations 

of the Company. 
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(d) With respect to section 3.4.S.S(c) and Receivables 

relating to insurance companies, Medicare, Medicaid and other 

third-party payers, Buyer and Seller shall determine such amounts 

by mutual agreement. 

(e) At least seven "(7) days prior to the Closing Date, 

the Company shall deliver to Buyer an unaudited·balance sheet and 

income statement of the Company as of .June 30, 1985 or such later 

date as is available (the "Updated ··Financials"), ~uch Updated 

Financials to be prepared consistent with the provisions of 

Section 3 of this Agreement and in the form of Exhibit AlL· 
(Schedule 3.3) 

4. Representations and Warranties of the ·Company and 

Seller. The Company and Seller, jointly and severally, represent 

.and warrant to Buyer that the statements contained in 

Sections 4.1 through 4.29 are true and correct on the date hereof 

and will be true and correct on and as of the Closing Date. 

4.1. Corporate Standing. Seller and the Company are 

corporations duly organized, validly existing, and in good 

standing under the laws of the State of Tennessee, and each has 
... 

full power and authority to enter into this Agreement and to 

carry out the transactions contemplated hereby. Seller and the 

Company each have full power and authority to carry on its 

business as it is now being conducted and to own or lease its 

Assets. Seller and the Company are each duly qualifie~ to 

transact business in each jurisdiction where the nature of its 

business or its ownership or leasing of property requires it to· 

be so qualified. The execution and delivery of this Agreement by 
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the Company and Seller do not, and the consummation of the trans­

actions contemplated hereby will not, violate or result in a 

breach of any provision of Seller's or the Company's Charter or 

By-Laws, or violate any provision of, constitute a default under, 

result in the acceleration of any obligation under, or result in 

the creation or imposition of any secu.rity interest, mortgage, 

lien or other encumbrance upon the As~ets of the Company under, 

any mortgage, lien, lease, agreement, indenture, order, 

arbitration award, judgment or decree to which the Company or the 
. . 

Seller is a party or by which either of them is bound, and will 

not violate any other restriction of any kind or character to 

which the Company or the Seller is subject. The copies of 

~ Seller's and the Company's Charter and By-Laws, as heretofore 

delivered to Buyer I are complete and correc-t;:, have not been . 

amended or repealed since delivery to Buyer and are in full force 

and effect. Except as set forth in Exhibit A att~ched hereto and 

made a part hereof, the Company possesses all required licenses, 

permits, registrations, certificates and accreditations necessary 

to allow it lawfully to operate Jefferson Memorial Hospital 

("JMH"), and to participate in the Medicare and Medicaid 

reimbursement. programs, including, but not limited to state 

hospital licenses, certificates of need and Section 1122 

approvals, waivers or exemptions therefrom, and accreditation by 

the Joint Commission on Accreditation of Hospitals ("JCAH"). 

Exhibit A also lists all such licenses, permits, registrations, 

certificates, accreditations, certificates of need, approvals, 

waivers or ex_emptions, and Section 1122 approvals or exemptions. 
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Seller has previous~y delivered to Buyer true and complete copies 

of the two most recent JCAH accreditation survey reports and 

deficiency lists, if any, and the most recent state licensing 

report received with respect to JMH. Exhibit A also describes 

any notices received by the Company with respect to threatened, 

pending, or possible revocation, termination, suspension or 

material limitation qf the licenses and permits described herein, 

or with respect to any challenges, appeals or investigations in 

respect thereto, except for any such notices which have been 

cured by appropriate remedial ·action by Seller or the Company.· 

4.2. Capital Stock. The authorized capital stock of 

the Company consists of 1000 shares of capital stock, par value 

$.10 per share, 500 of which have been validly issued and are 

outstanding, fully paid and nonassessable. No share.s of the 

Company's capital stock are held by the Company in treasury. 

There are no other issued or outstanding equity securities of the 

Company and there are no other issued or outstanding securities 

of. the Company convertible at· any time i~to equity securities of·: .. 

t~e .Company. The Company is subject to no commitment or 

obligation which would require the issuance or sale of additional 

shares of the Company's capital stock at any time under options, 

subscriptions, warrants, rights, c.alls, preemptive rights, 

convertible obligations or any other fixed or contingent 

obligations. 

4. 3. Authority. Seller and the Company have full 

--·) power and authority to enter into this Agreement and have taken· 
:! 

·-- .,/ 

all action or will use their best efforts to take all action, 
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corporate and otherwise, necessary to authorize the execution, 

delivery and performance of this Agreement, the completion of the 

transactions· contemplated hereby and the execution and delivery 

on behalf of Seller and the Company of any and all instruments 

necessary or appropriate in order to effectuate fully the terms 

and conditions of this Agreement. No consent or approval of any 

court, gover~ental agency or other public authority, or of any 

other person, corporation or entity with any actual or alleged 

interest in the assets of the Company is required as a condition 

to ·(a) the validity or enforceability of this Agreement or any 

other instruments to be executed by Seller or the Company to 

effectuate this Agreement, or (b) the completion or validity of 

any of the transactions contemplated by this Aqreem~nt. This 

Agreement has been properly executed and delivered by the· duly . . . . 
authorized offi~ers of Seller and the Company, and constitutes 

the valid and legally binding joint and ·several agreement of 
. 

Seller and the Company and is enforceable against Seller and the 

Company in ·accordance with its terms. 

4.4.· Stock Ownership. Seller is the sole beneficial 

and record owner of the Stock. All of the Stock is validly 

issued and outstanding, fully paid and nonassessable. All shares 

of the Stock are free of any lien, security interest, charge, 

encumbrance or claim, of any nature whatsoever, and Seller has 

the right to transfer to Buyer complete and unencumbered legal 

and equitable title to the Stock. 

4.5. Financial Statements. Seller has previously 

furnished Buyer with true and complete copies of the 1984 
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1Financial Statements and those financial statements of the 

!Company most recently available as of the date of this Agreement 

1 (the "Interim Financials"). The 1984 Financial Statements and 

the Interim Financials were prepared in accordance with generally 

accepted accounting principles, consistently applied, and 

accurately, correctly and fairly reflect and present, the 

fina~cial c~ndition and position of the Company (a) as at 

December 31, 1984 and the results of operations of the Company at 

that date for the twelve (12) month period then ended, and (b) as 

at the date ·of the Interim Financials and the results of 

operations of the Company at that date for the period between 

December 31, 19'84 and the· date of the Interim Financials, 

respectively. There has -been no material adverse change in, 
. . 

material loss·or de~truction of, or ~aterial amount of damage to, 

the Assets taken as a whole or the financial condition or 

bus~ness of the Company since December 31, 1984, whether or not 

arising from transactions in the ordinary course of business. 

The regular books of account of the Company fairly and accurately 

reflect all transactions since December 31, 1984, are true, 

correct and c9mplete, and are maintained and kept in accordance 

with generally accepted accounting principles, consistently 

applied. The Company has no liabilities or obligations, whether 

accrued, absolute, contingent or otherwise, which·would materi­

ally and adversely affect the condition (financial or otherwise) 

of the Company, except as and to the extent reflected or reserved 

against in the balance sheets included in the 1984 Financial 

Statements or the Interim Financials. No dividends are due or 
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unpaid by the Company. The Company owns no interest, directly or 

indirectly, in any business entity. 

4.6. Lawsuits and Proceedings. Except as disclosed in 

a schedule heretofore furnished to Buyer and attached hereto as 

Exhibit B and made a part hereof, to the best of the Seller's 

knowledge there is no action at law or in equity, arbitration 

~ proceeding, governmental proceeding or investigation pending or 

threatened against the Company or against or with ~espect to the 

business or Assets of the Company, and the Company is not in 

material default with respect to any decree, injunction or other 

order of any court or governmental authority. The Company is in 

substantial compliance with all (and has not received any notice 

~ of any claimed violation of any) ~pplicable federal, st~te, 

county or municipal laws, o~dinances and·regulations. There is 

no action at law or in equity, arbitration proceeding, 

governmental proceeding or investigation pending or threatened 

against Seller or against or with respect to Seller's assets, and 

there is no action at law or in equity, arbitration proceeding, 

governmental proceeding or investigation, or motion or request to 

any court, pending or threatened, against or with respect to the 

Seller or the Company with respect to this Agreement or any of 

the transactions contemplated hereby. No notice from any 

authority with respect to the suspension, revocation or 

termination of any permit, license, certificate, certificate of 

need, accreditation or participation has been issued or given nor 

~s the Company or Seller aware of the proposed or threatened 

issuance of any such not'ice. There is no basis known to the 
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.Company or the Seller for any such action which would have a 
1 

imateri~l adverse effect upon the Assets, liabilities, financial 

.condition, results of operation, business or prospects of the 

Company or its right to conduct its business as presently 

iCOnducted. 

4.7. Assets- Good Title. Except as may be disclosed 

!in the 1984 Financial Statements, the Interim Financials or a 

lschedule heretofore furnished to Buyer and attached hereto as 

jExhibit C and made a part .hereof, the Company has a valid . 
!leasehold interest in the real property and. improvements on which 

; JMH is operated and good and marketable title to, and owns 

·outright, ·all of its other Assets free and clear .of all liens, 

! security. interests, charg~s_, encumbrances, claims'· equities of 
. 

iot~ers and restrict~ons·of any kind.or.character·whatsoever. The 

!Assets are in the possession (subject to such goods as are 

lnor.mally in transit) or control of the Company, except for such 
I • 
! Assets as have been disposed of in the ordinary course of 
i 
lbus1ness. Except to the extent set forth in Exhibit C or in this 

j Section 4. 7, there is no real or persona~ property in any 
I 

jmaterial way used by the Company in its business in and to.which 
! . 

ithe Company does not have full right, title, and interest. The 
I 

; tangible Assets of the Company Cwh:ether owned or held under 

lease) are in good operating condition and repair, normal wear 

'and tear excepted, free from material defects, and usable in the 

ordinary course of business and to the date hereof have been, and 

to the Closing Date, will be, repaired and maintained 

consistently with the past practices of the Company. 
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4.8. Zoninq. Except as disclosed by written notice to 

Buyer prior to execution of this Agreement, all structures and 
\ 

equipment owned, leased or used by the Company conform with all 

applicable ordinances and regulations (including, without 

limitation, all fire, health, safety and OSHA regulations) and 

bu1lding and zoning laws. No easement, license, qrant, zoning or 

building ordinance or law, administrative regulation or any other 

impediment of any kind prohibits, interferes with, limits or 

impa~rs, or would prohibit, interfere with, limit or impair the 

I 
i. 
i' 
i· 

II 
j· 

l 

l r 

. 
l 

•: 

use, operation or main~enance of the Assets of the ·company .. or·,the/:;: ...... : .. '.'::··::· ,·. ·. 
~ 

conduct of the business of the Company as currently conducted. ! 
! 

4.9. Insurance. 

4.9.~. The Company has furnished to Buyer a 

schedule, a~tached hereto as Exhibit D and made~ part hereof,. 

settinq forth a description of all policies of fire, casualty, · 

liability (including, without limitation, product liability and 

medical malpractice), worker's compensation, life and other forms 

of insurance carried by the Company currently, .including with 

respect to eac~ policy a description. of the type.s .and limits of 

the coverage, the amount of premiums, ·the name of. the carrier, 

the policy number, the expiration date of the current premium 

period and the nature and amount of any claims pending 

thereunder. The Company is not in default with respect to any 

provision contained in any of such insurance policies which might 

cause a loss of coverage under any such insurance policy nor has 

· ~} the Company failed to give any notice or present any claim 
/ 

thereunder in due and timely fashion. The Company has currently, 
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and during each of its two past fiscal years has had, in full 

force and effect all insurance cover~ges required by applicable 

law. 

4.9.2. Buyer shall cause Seller to be added as a 

named insured to all liability insurance policies to be carried 

by tJ#Y Company. 

Ma]or Agreements. The Company has· furnished to· 

Buyer a schedule, attached hereto as Exhibit E and made a pa~t 

hereof, of the instruments or documents (and a copy of each), if 

any, embodying or evidencing (or if there are no such instruments 

or documents, a brief description of) each of the following 

transactions-to which the Company is a party or by which the 

Company is obligated, and except for such transactions, the· 

Company is not a party to any transaction (whether written or 

oral) hereinafter listed: (i) contract for the employment of any 

officer or individual employee; (ii) agreement with any labor 

union; (iii) any single contract for the purchase or sale of 

supplies, materials or personal property or for the furnishing or 

receipt of services, which contract calls for performance over a 

period of more than 90 days or involves more than the sum of 
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$10,000; (iv) distributor or sales agency contracts; (v) lease 

or letting of real or personal property wherein the Company is 

lessor or lessee; (vi) opt1on, preferential right of purchase, 

real estate mortgage, chattel mortgage, deed of trust, security 

agreement, conditional sales agreement or other encumbrance 

affecting the title to, or use of, any Assets of the Company; 

(vii) bond, loan agreement, promissory note or other obligation 

to pay money, arrangement for the factoring or assignment of 

accounts receivable, guarantee, indemnification agreement or any 

obligation with respect to the undertaking of another (except for 

indorsement·of checks in the ordinary course of business); (viii) 

license agreement wherein the Company is a licensor o·r licensee; 
' . 

(ix) advertising contrac.t, consulting agreement, and any other 
. 

agreement that continues in force after the Closing Date with 

respect to employment or retention of consultants, legal counsel, 

acco~ntants or anyone else who is not an employee; (x) power of 

attorney or other similar authorization to do and perform any 

acts for or on behalf of the Company or with respect to Assets of 

the .Company; (xi) contract for the construction of any plants, 

equipment, fa~ilities, buildings, structures or other capital 

improvements involving a sum greater than $10, 000; (xii) 

government contract which is subject to renegotiation; (xiii) 

stock purchase, group insurance, bonus, stock option, executive 

compensation, pension, profit sharing, medical or other employee 

benefit contract or plan or arrangement, whether established by 

custom or course of dealing, oral or written agreement; (xiv) 

contract for the provision of medical or other health-related 

J.APP.545S 

- 21 -

: . 
i 
i 

I 
, I 
i 

I 
i 

·I 
I 



services; and (xv) any other material contract or any instrument 

not made in the ordinary course of business. The Company is not 

in material default, nor has any event occurred which, with the 

passage of time or the giving of notice or both, would constitute 

a default, under any contract, agreement, lease, document or 

other arrangement to which it is a party, has not waived any 

material rights under or with respect thereto, and has no know­

ledge or notice that any party with whom the Company has 

contractual arrangements, written or orar, is in default in any 

material respect under any such contractual arrangements. No 

consent or approval of any party with whom the Company hps any 

such contractual arrangements, written or oral, is required as a 

~ .,.~···-\ condition to (a). the validity or enforceability of this Agreement 

or· any other instruments to be executed by Seller or .the Company 

to cons~ate the transactions contemplated by this Agreement, or 

~ (b) the consummation or validity of any of those transactions. 

4.11. Taxes. 

4.11.1. The Company has exercised due diligence in 

the preparation of and has duly and timely filed, or will have 

filed by the Closing Date, all federal and applicable state and 

local returns, declarations or statements with respect to all 

federal, state and local income, property, ·sales, use, profits, 

occupancy, employment, excise, withholding, customs duties or 

other taxes of any nature whatsoever, including, without 

limitation, penalties and interest thereon, (respectively, 

"Returns" and "Taxes") required to be filed up to and including· 

the date hereof and thereof. All Taxes shown on the Returns or 
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pursuant to any declarations or assessments received by the 

Company. (including penalties and interest) have been duly and 

ti~ely paid, or accrued and reserved for and reflected in the 

1984 Financial Statements or the Interim Financials or the books 

of account of the Company. All such Returns are true, correct 

and complete. No extension of the time for filing a Return is 

presently in effect except with respect to the Company's 1984 

federal income tax return. As of the date of the Interim Finan-

cials, there is no tax liability, contingent or otherwise, wh1ch 

is not reflected as a liability thereon or on the 1984 Financial 

Statements. 

4.11.2. There are no· waivers of statutes of 

limitations in effect for ~ny Taxes with respect to the Company. 

4 .11. 3. ·.All federal income tax Returns of the 
/?.~.b 

Company have been aaaitea afta fiftalll settles sy tae IR~er~al 

'·· 
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periods of time th;ough /J::>e&.~Jf, 19.ff. ~xtension of time ~:~~ , 

. . ff f h f f" . . b ~~~~-.::~~ Ji l.S 1.n e ect or t e assessment o de l.Cl.encJ.es . ~·~g .;h' 
/~-l~.,vv'l.. J::O~v/ <-~ ~-z- ~ Y-e:'4"~..r /9F7/~~ F 2.....d-P_,~ 1# 1 

~mz ;,~ust Ure eompaf11 wit:h respect to any '1!axes gr ~ i~; ·I 
~~?:t··' ~~ YA"e ~TY~~ ~~ ~ YT""",.~ /9 r-s /~ ~. t: I 

RetnrRs ior any year. tt:"V....e~.,...,v;·•'Z-"7 De ,-..va £~~ _,,.4/41. ./, qjl- ~~ , I 
4.12. Banks and Deposits. The Company .has heretofore ()~ m ·i 

turnished to Buyer a schedule, attached hereto as Exhibit F and l' ~; 

made a part hereof, setting forth the name of each bank or other 

depository in which the Company has an account, the number 

assigned to each account, and the names of all persons authorized 

to draw thereon. The Company has no safe deposit box or any 

other custody arrangement. 
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4.13. Claims of Directors, Officers, etc. Except as 

set forth in Exhibit G attached hereto and made a part hereof, no 

~ployee, director or officer (or any current or former family 

member thereof) of the Company, either individually or in any 

other capacity, has a claim of any kind whatsoever (including, 

without limitat1on, loans to the Company) against the Company, 

except the right to his current salary or wages, any accrued 

vacation pay, and any reimbursable· expenses arising in the 

ordinary course of business. Except as noted in the immediatel~. 

preceding sentence, the Company has no obligation· to any such. · ·. ·::-:::/ ;. -.~ :.= · ·.·: '· 

person that has not been fully performed. 

4.14. Officer and Director Loans. Except as set torth 

in Exhibit H attached hereto and made a part hereof, there a~e no 
. . 

, outstanding loans; obligations or·open account advances ~ayable 

to the Company by the Seller or any current or former officer, 

director or employee (or any current or former family member 

thereof) of the Company. 

4.15 Rights and Know-How - OWnership •.. The C'?mpany 

·owns its Rights ·and Know-How fx:ee of~ any. rights' .or.· ·claims of any.· 
.. ' . . . . . . ·. . 

officers, directors, stockholders or employees of the Company, or 

of any other persons, corporations or entities. 

4.16 Extraordinary Transactions. Except as set forth 

in Exhibit E, since December 31, 1984, the Company has not (i) 

mortgaged, pledged or ·subjected to lien, charge or· any other 

encumbrance any of its ·Assets; (ii) cancelled any claim of or 

debts owed to it, or, except in each case in the ordinary course 

of business, sold or transferred any of its Assets; (iii) sold, 
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assigned or transferred any of its Know-How or Rights; (iv) 

waived any rights; (v) entered into any material transaction 

oth~r than in the ordinary course of business; (vi) made any 

management decisions involving any material change in its poli­

cies with regard to the provision of services, sales, purchasing 

or other business, financial, accounting (including reserves and 

,.-.~ the amounts thereof) or tax policies or practices; or (vii) 

declared or paid any dividends on or made any distributions in 

respe_ct of any outstanding shares of capital stock of the 

Company. 

4.17. Accounts Receivable - Inventories. 

4.17;1. All information set forth in the 1984 
.-··. ·:-..... . 

~ ,. "~Financial Statements with respect to accounts rece~vable of the 

·Company i'S true, accurate and complete as at" Dec~mber ·31 I 19 8 4 I 

and since that date to the Closing Date there· has been no 

material adverse change with respect to the amount, validity, or 

collectibility of accounts receivable of the Company, except for 

decreases in the amount of accounts receivable due to collection 

in the ordinary course of business since December 31, 1984. Such 

accounts receivable are, and at the Closing Date, to the extent 

not theretofore collected, will be, valid and existing and 

evidence of monies. due for services pertormed or goods sold, and 

are and will be good and collectible in amounts equal to the 

aggregate face amounts thereof after giving effect to any de­

ductions from face amounts for bad debts and contractual 

·;allowances as determined by mutual agreement of Buyer ar.1d Seller 

under Section 3.4.5.6. hereof. 
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4.17.2. The items included in the inventories of 

the Company as shown on the 1984 Financial Statements (except for 

any of such items which may have been sold, used or otherwise 

consumed in the ordinary course of business subsequent to 

December 31, 1984) are, and any items of inventory acquired 

thereafter and not sold, used or otherwise consumed in the 

ordinary course of business to the Closing Date shall be suitable 

as supplies regularly used in the business of the Company and 

such items are of a quality and quantity usable or salable in the 

ordinary course of business. Such items of inventory are valued 

on the 1984 Financial Statements and the Interim Financials at 

the lower of cost or market, on a first-in, first-out basis, with 

an appropriate reserve for obsolescence. 

4.18 •. Broker and Finder Fees. Neither Seller-nor ~he 

Company has engaged any broker or finder in connection with this 

transaction, and no action by ·seller or the Company will cause or 

support any claim to be asserted against Buyer by any broker, 

finder or intermed1ary in connection with this transaction. 

4.19. Adverse Circumstances. To the best of the 

Seller's knowl.edge, there are no facts, ·developments or circum­

, stances, existing or threatened, of a special or unusual nature 

that may be materially adverse to t~e Assets, business, financial 

condition or future prospects of the Company. 

4.20. Liabilities. The· Company has no material 

liabilities of any nature, whether accrued, absolute, contingent 

or otherwise, existing, or which may hereafter.arise out of any· 

transaction entered into prior to the Closing Date or out of any 

J.APP. 5460 

- 26 -



act or failure to act on the part of the Company or any of its 

employees or agents prior to the ~losing Date, except (i) as and 

to the extent and in the amounts reflected or reserved against in 

the 1984 Financial Statements or the Interim Financials, (ii) 

current liabilities incurred in the ordinary course of b~siness 

since December 31, 1984, and (iii) as set forth in the Exhibits 

attached hereto. 

4.21. Accounts Payable. All information set forth in 

.the 1984 Financial Statements, the Interim Financials and the 

books and records of the Company with respect to the accounts 

payable of the Company for all periods up to and as at the 

Closing Date are true, accurate and complete, and no supplier of 

the Company has any right to dema~d return of any of the Assets 

of the Company for- nonpayment ~f any account ·payable. 'l'he 

agg~eqate amount of all legal and accounting fees and expenses 

payable by the Company, if any, (including, without limitation, 

all fees and expenses not yet billed) which are unpaid and 

outstanding as of the date on which this Agreement is executed by 

the Company and as of the Closing Date .does· not and will not 

exceed $ in the case of legal fees and expenses and 

$ in the case of accounting fees and expenses. 

4.22. Employee Benefit Plans. 

4.22.1. All "employee benefit plans,u as defined 

in Section 3(3) of the Employee Retirement Income Security Act of 

1974, as amended (11 ERISA"), sponsored by the Company or to which 

the Company contributes (the "Plans") . are listed in Exhibit I · 

attached hereto and made a part hereof. 

- 27 -
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turnished complete copies of each of the Plans to Buyer, and the 

Company has not previously sponsor~d or contributed to any 

employee benefit plans other than the Plans. None of the Plans 
1 is ·a "defined benefit plan" within the meaning of Section 3 (35) 

of ERISA. The financial statements furnished by the Company to 

Buyer with respect to the Plans (which financial statements are 

listed in Exhibit I attached hereto and made a part hereof, and 

which are hereinafter referred to as the "Plan Financial State-

ments") were prepared in accordance with generally accepted 

accounting principles, consistently appliea, and each accurately, 

correctly and fairly reflects and presents the financial 

condition of the Plan to which it relates as of the date of that 

Financial Statement. All contributions and premiums d_ue and 

payable by ·the· Company :to any of the P·lans .on or prior to the 

Closing Date have been paid in full. 

4.22.2. Each of the Plans (as in effect on the 

Closing Date) which constitutes an "employee pension benefit 

plan" within the meaning of Section 3 (2) of ERISA has been 

determined by the Internal Revenue Service, as to form, to 

satisfy the requirements of Section 401 or Section 403(a) of the 

Internal Revenue Code of 1954, as amended (the 11 Code"), and there 

are no developments or circumstances, to the best of the Sellers' 

knowledge, existing or threatened, that may disqualify that Plan 

under Section 401 'or Section 403(a) of the Code. With respect to 

each of the Plans, all applicable reporting and disclosure 

requirements under Title I of.ERISA have been satisfied on a 

timely basis and all information reported or disclosed in 
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connection with those reporting and disclosure requirements is 

true, correct and complete. No ~fiduciary" (as detined in 

Section 3(21) of ERISA) of any of the Plans (each such fiduciary 

being hereinafter referred to as a "Plan Fiduciary 11
), including 

the Company, has agreed or undertaken to make any amendment to 

the Plans. There are no actions, suits, proceedings, investi-

qations or hearings pending, or any claims threatened, against or 

with respect to any of the Plans, any Plan Fiduciary or the 

assets of any Plan, and there are no facts which could reasonably .. ·. · ·. ·.·.· · 
. . . . . . . . ,.··.: '·:):.:· :·.·.;'\ .;·.: ·::·.'. · .... 

q1ve rise to any such actions, suits, proceedings, investiga-

tions, hearings or claims. 

4.22.3. There are no material liabilities of any 

of the Plans of any nature, whether accrued, absolute, contingent . . . . . 
. . 

or· otherwise, existing, or which may hereafter arise out of any 

event occurring on or prior to the Closing Date or out of any act 

or failure to act on the_part of the Company, any Plan Fiduciary 

or any employee or other agent of either of them on or prior to 

.· ·' . . ,· ~ \ ·, . 

the Closing Date, except (a) as an~ to'the·extent ·and.in the.._:·.:\·.,.:.: 

:·amounts reflected in the Plan Financial:· Statements and the 

Actuarial Reports and the notes thereto, and (b) current.liabil-

ities for benefits and expenses under the Plans incurred in the 

normal course of operation and administration of the Pl:ans. 

There are no developments or circumstances · of a special or 

unusual nature, existing or threatened, that may be materially 

adverse to the financial condition, operation, administration or 

;.·. 
' \'·' 

actuarial position o~ any of the Plans. The Plans have been · 

maintained and administered in substantial compliance with all 
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(and neither the Company nor any Plan Fiduciary· has received 

notice of any claimed violation of any) applicable federal, 

state, county and municipal laws, ordinances and regulations. 

4.23. Employee Relations. Except as described in 

Exhibit ____ , no complaint or labor grievance has been filed or 

been threatened to be filed by an employee of the Company or by 

any other person with any federal, state or local labor 

relations, equal employment opportunity, civil rights or other 

authority in regard to employment or hiring practices of the 

Company or in regard to any other conduct of the Company, and the 

Company does not know (including the knowledge of any of its 

current officers and directors) of any state of facts which could 

lead to ~uch a filing,· nor have there ~een any strikes, p1ckets, 
. . 

or lab~r disputes directed agains~ or in regard to the Company or 

any of its operations. The Company is not a party to or bound by 

any collective bargaining agreement or other union contracts, and 

it has not been requested to enter into or be bound by any such 

agreement or contract. There are not currently any official or 

unofficial organizing ~rives or campaigns by any union among all 

or any part of the employees of the Company, and· no petition to 

organize such a drive or for union election among all or any part 

of those employees is currently pending before any federal or­

state labor relations agency. The Company is in substantial 

compliance with all laws respecting employment and employment 

practices, terms and conditions of employment and wages and 

hours, and is. not, to its knowledge, engaged in any unfair labor 

practice. 
J.APP. 5464 

- 30 -



4.24. Pavment Programs. Except as set forth in Exhibit 

attached hereto and made a part hereof, ~4H is certified for 

articipation in the Medicare and Medicaid programs, and is party 

~ valid participation agreements for payment by the Medicare, 

Jedicaid and Blue Cross programs (the nPrograms") and to a valid 
i 

~emorandum of understanding with JMH's peer review organization, 

~ copy of each 'such agreement and memorandum of understanding 

~aving been previously delivered to Buyer. The status of all 

cost reports for the Programs for the last three fiscal years of 

trMH is described in Exhibit J, and ~here are no pending appeals, 
! 
l 
!adjustments, challenges, audits, litigation, notices of intent to 
I 
reopen or open cost reports with respect to the Programs except 

as set forth ·in Exhibit J. . LfMH has not been subject to or 

threatened with lo~s of -waiver of liability for utilization 

review denials with respect to the Programs during the twelve 

(12) month period terminating on the Closing Date and has not 

/

/l received notice of pending or threatened investigations by or 

loss of participation in any of the. Programs except as set forth 
~ 
!I 
;~ 

in Exhibit J. Seller has previously delivered to Buyer copies of 

al.l current ·participation agreements with health mainten.ance 

organizations, insurance programs and preferred provider 

organizations and the Company is not in material breach of any of 

such agreements. 

4.25. Medical Staff; Hi.ll-Burton Act. Seller has 

previously delivered or made available to Buyer with respect to 

JMH a true and complete copy of medical staff privilege and 

membership application forms, medical staff bylaws, rules and 
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regulations, and credentials and appeals procedures not incor­

porated therein, and of all contracts, oral or written, with 

physicians or physician groups, and there are no pending or 

threatened appeals, challenges, or disputes in respect thereto or 

arising therefrom except as set forth in Exhibit K attached 

hereto and made a part hereof. There has been neither the 

receipt of loans, grants or loan guarantees pursuant to the 

Hill-Burton Act, nor the performance of any experimental or 

research procedures or studies involving patients in or by JMH 

except as set forth in Exhibit K. 

4.26. Trademarks and Patents. All trademar~s, trade 

names, copyrights and patents and applications therefore owned or 

used by·the Company i~ its business are listed and described in 

Exhibit L attached hereto and made a part hereof. No proceedings 

have·been instituted or are pending or, to the knowledge of the 

Company or Seller, threatened, which challenge the validity of 

the ownership by the Company of such trademarks, trade names, 

copyrights, patents and applications. The Company has not 

licensed anyone to use such trademarks, trade names, copyrights, 

patents and applications and the Company has no knowledge ·of the 

use or the infringement of any of such trademarks, trade names, 

copyrights, patents and application$ by any other person. The 

Company owns (or possesses adequate and enforceable licenses or 

other rights to use) all trademarks, trade names, copyrights, 

patents, inventions and processes now used in the conduct of JHH, 

and neither such use nor any other practice of the Company 

conflicts with the rights of others, except that with respect to 
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trade names only, Seller, merely has no knowledge that such use 

or otber practice conflicts with the rights of others. 

4.27. Conflicts of Interest. Except as set forth in 

Exhibit M attached hereto and made a part hereof, and except for 

transactions involving less than $5,000, to the knowledge of the 

Seller, no director, officer or affiliate of the Company controls 

or is an affiliate, employee, officer or director of any 

corporation, firm, association, partnership or other business 

entity which is a competitor, supplier or customer of the Company 

J.n its business. 

4.28. Certain Payments. The Company has not, directly 

or indirectly, paid or delivered or agreed to pay or'deliver, 

· any fe~.' co~ssion, or c;>ther sum of inoney or item of property, 

hqwever .chara~terized, to any person, government official o~ 

other party which is in any manner related to business of JMH or 

the Company and which the Company knows or has reason to believe 

to have been illegal under any federal, state or local law. 

4.29. No Misleading Statements. The warranties, 

representations and Exhibits of Seller and the Company contained 

in or attached to this Agreement do not contain any untrue 

statements of fact and do not omit the disclosure therein of any 

fact to Buyer, with the purpose or effect of making any statement 

contained nerein or in the Exhibits misleading, or which might be 

reasonably expected to affect adversely the Assets, business, 

financial condition or future prospects of the Company. Copies 

of all documents referred to in this Agreement or on any exhibit 

hereto have been delivered or made available to Buyer and 
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constitute true, correct and complete copies thereof and include 

all amendments, supplements or modifications thereto or waivers 

thereunder. 

5. Representations and Warranties of Buver. Buyer repre­

sents and warrants to Seller ~hat the statements contained in 

Sections 5. 1 and 5. 2 are true and correct in all material 

respects on the date hereof and will be true and co~rect on .and 

as of the Closing Date. 

5.1. Corporate Authority - Good Standing. Buyer is a . 
non~stock corporation duly organized, val1dly·existing, and in 

good standing under the laws of the State of Virginia, and has 

full power and authority to enter into this Agreement and to 

carry. out the transactions contemplated hereby. All requisite 

.corporate and other action has been taken to · authorize the · 

execution, delivery and performance of this Agreement, and the 

compl~tion of the transactions contemplated hereby. This 
. 

Agreement constitutes the valid and legally binding obligation of 

Buyer. 

5.2. Broker and Finder Fees. No broker, finder or 

intermed1ary engaged by Buyer in connection with this transaction 

will assert any claim or make any demand upon Seller based upon 

any dealings of such broker, finder or intermediary in connection 

with this transaction. 

6. Covenants and Agreements of Seller and the Company. 

Seller and the Company, jointly and severally, hereby covenant 

and agree as follows: 
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6.1. Corporate Action. Seller and the Company each 

shall duly take all action, corporate or otherwise, necessary or 

appropriate to authorize the execution and delivery of this 

Aqreement and the consummation of the transactions contemplated 

hereby. 

6.2. Conduct of Business to Closinq. The Company 

shall conduct its business w~th diligence and in the normal and 

regular manner as heretofore conducted from the date hereof to 

and including the Closing Date and so that, among other things, . 
the representations and warranties contained in Sections 3 and 4 

and in the Exhibits hereto will be true and correct at and as of 

the Closing Date, and the conditions· to be satisfied by the 

Company on or prior· to the Closing Date shall have been 

satisfied. Between the date hereof and the_ Closing Date, t~e 

Company spec~fically agrees to use its best efforts to act as 

follows: 

(a) Preserve Business. To preserve intact its 

business organization and goodwill and retain the services, 

business and goodwill of its officers, employees, suppliers, 

customers, and representatives and of others with whom it has 

contractual and commercial relationships, and to keep in effect 

and undiminished the insurance coverages now in effect upon its 

bus1ness and Assets; 

(b) Extraordinary Transactions. Not to encumber any 

of the Assets, not to dispose of any of the Assets except in the 

ordinary course of business, and except in the ordinary course of 

.business for the replacement of inventory, not to (1) enter into 
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any transaction or make any commitment relating to its Assets or 

business (including, without limitation, any commitment or 

payment result~ng fr~m or related to any investigation or audit 

of its books and records which may be conducted by any tax or 

othe~ governmental agency), or (2) commit for any single expen­

diture in excess of $10,000, without the prior written consent of 

Buyer, which shall not be unreasonably withheld; 

(c) Major Management Decisions. To consult with Buyer 

with respect to each management decision of the Company involving 

-any ~terial change in its policies regarding services, sales, 

purchasing, or other business, financial, accounting (including 

the amount of reserves) or tax policies and practices, and not to 

make any such material change of policy without the prior wri~ten 

approval of Buyer, which shall·not be unreasonably wi~hheld; 

(d) Buyer's Access - Records. To permit employees, 

accountants, attorneys and other representatives of Buyer to have 

reasonable access to its facilities, properties, corporate 

records, books of account, contracts, tax returns and other 

documents, data and records, and to furnish to Buyer all 

information with respect to its affairs, and copies of any such 

records and documents as Buyer may reasonably request; 

(e) Imoairment - Representations and Warranties. Not 

to take any action or fail to take any action without the prior 

written approval of Buyer, which would or might cause any rep­

resentation or warranty of the Company or Seller made herein not 

to be true on the Closing Date or impair the Company's ability to 

carry out its obligations under this Agreement; 
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(f) Dividends and Redemptions. Not to declare, set 

aside or pay any dividend or make any other distribution in 

respect of ·its capital stock without Buyer• s prior written 

consent, redeem or otherWise acquire any shares of its capital 

stock, issue any equity securities or options or warrants to 

acquire any equity securities issue any debt securities or make 

any other ch~nge in its capital structure; 

(g) Emplovment Contracts and Comoensation. Not to 

enter into any employment contract with any present or new 

employ~e for a term of more than 30 days; not to hire any new 

employee except as necessary in connection with its _.ordinary 

business operations; ·not to increase the salary or other compen­

sation of, or make any loans or. extend any credit to,. any 

officer, director, employee . or stockholder; ~ot to increa·se the 

sala~ or other compensation of any other employee except for 

reasonable merit increases in accordance with its customary and 
. 

established compensation practices; not to enter into any 

consulting agreement; and not to enter into any agreement with 

any labor union, or any other collective bargaining agreement; 

(h) Indebtedness •. Not to create, incur, assume, 

guarantee or otherwise become liable or obligated with respect to 

any indebtedness for borrowed money, or make any loan or advance 

to, or any investment in, any person or entity which might result 

1n any lien or other encumbrance upon the Assets; 

(i) Compliance with Laws, Contracts, etc. To duly 

comply in all material respects \vith all applicable statutes, 

laws, ordinances and regulations; to keep, hold and maintain all 
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certificates, certificates of need, accreditations, partici-

pations·, licenses and other permits necessary for the conduct of 

its business; to do no act or omit to do an act.which would cause 

a material breach of or violation or default under any contract, 

agreement or other commitment; to pay all taxes and other assess­

ments .upo~ its Assets and businesses as they may become due 

(other than those taxes which may contested in qood faith in 

accordance with all prescribed procedures); to use its best 

efforts to obtain all consents, approvals and authorizations of 

third parties, whether governmental or private, to make all 

filings, and give all notices which may be necessary or desirable 

on its part under all applicable laws and under its contracts, 

agreeme~~s and commitments ·in order to consummate the 
. . 

transa~tions contemplated by this Agree~ent; and to use its best 

efforts to consummate the transactions provided for herein as 

soon as is practic.able; 

(j) No Merger or Consolidation. Not to merge or 

consolidate with, or acquire any of the assets of, any other 

corporation, business or person; through September 1, 1985, not 

to solicit from any corporation, business or person, nor 

entertain any inquiries, proposals or offers relating to the 

disposition of JMH, or the acquisition of shares of its capital 

stock, or the merger or consolidation of it with any corporation 

(and to promptly notify Buyer orally, and confirm in writing, of 

all relevant details relating to inquiries or.proposals wh~ch it 

may receive relating to any of the matters referred to in this · 

Section 6.2(j)); and 
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(k) Medical Staff. To maintain its current relation­

ships with and its policies with respect to the members of its 

medical staf±. 

6.3. No Liability. Neither Buyer nor any represen­

tative ot Buyer shall be liable for any loss or damage arising 

from the approval or withholding of approval of matters specified 

in Section 6.2, except for any loss or damage caused by the gross· 

negligence or willful misconduct of Buyer in withholding approval 

of any such matters when requested by the Company. 

6. 4. Pre-Closing Audit. Buyer and its employees, 

accountants, attorneys and other representatives shall have the 

right to conduct, financial, accounting, business and legal audits 

of the Company prior to Closing, and Seller and the Company, 

ipcludi~g all of its officers, directors, -employees and stock-

holders, shall cooperate fully with the representatives of Buyer 

in such audits and furnish promptly all requested documents and 

information, provided that such audit shall not be conducted in a 

manner as to unreasonably interfere with the operation of the 

Company's business. Facilities, information and other material 

of the Company shall be made available at least during normal 

business hours. If requested, Seller and the Company shall 

provide Buyer prior to the Closing with copies of any existing 

title insurance policies, binders and certificates covering real 

property owned or leased by the Company, and copies of any 

existing surveys covering such real prope~ty. 

6.5. No Encumbrances Upon the Stock. All amounts (if 

any) payable by Seller to the Company on account of subscriptions 
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for capital stock of the Company shall be paid in·full prior to 

the transfer of the Stock to Buyer, so that at the time the Stock 

is transferred to Buyer, it shall be fully paid and 

nonassessable, free of all escrow arrangements, restrictions, and 

any claims of the Company of any nature whatsoever. Prior to the 

transfer of the Stock to Buyer, Seller shall deliver to Buyer all 

documents and instruments (executed by the Company or otherwise) 

requested by Buyer to confirm the·release of all of the Stock 

from all escrow arrangements, pledges, liens and restrictions, 

and the payment in full of all subscription obligations therefor. 

6.6. Notice of Change. Seller shall promptly give 

notice to Buyer of the occurrence of any event or the failure of 

any event to occur which results in a breach. of any 

· . representation or warranty of Sel:le·r or the Company, or of a . . 

failure by it or the Company t'o comply with any covenant.,_ 

condition or agreement contained herein. 

6.7 Cost Reports. The Company shall file in a timely 

manner all Medicare and Medicaid cost reports with respect to JMH 

up to the Closing Date. The Company shall forward to Buyer 

copies of such cost reports promptly after the filing thereof. 

6.8 Management Contracts. Seller covenants and agrees 

with Buyer that Seller shall cause the Company to cancel and 

terminate any management or similar agreements between Seller and 

the Company, which cancellation and termination shall be without 

penalty to the Company or premium to Seller. 

6.9 Retirement of Debt. Prior to ~he Clos1ng Date, 

the Company shall have been relieved of liability on all of its 
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long term debt (and current portions thereof) , · if any, and 

interest accrued and unpaid thereon, including, but not limited 

to, that which is reflected on the 1984 Financial Statements or 

the-Interim Financials, other than the Capitalized Lease Obliga­

tions,.and shall have terminated (and shall have produced written 

evidence of such termination satisfactory to Buyer) any and all 

of its obligations, contingent, fixed or otherwise, under the 

Guaranty Agreement dated July 7, 1982 by and between the company 

and Citibank, N.A., as amended August 23, 1982, the Guaranty 

Agreement dated February 17, 1983 by and between the Company and 

Citibank, N.A., and the Leasehold Deed of Trust dated February 

17, 1983 by and among the Company, Citibank, N.A. and Courtland 

L. ~raver, Trustee. 
. . 

. 7 •. Conditions of ·Buyer's Obligations to Close. The ooliga-

tions ot Buyer to close this transaction and to perform its other 

cove~ants and agreements pursuant to the ter.ms and conditions of 

this Agreement are subject to the fulfillment as of the Closing 

Date of each of the following conditions precedent, any or all of 

wh1ch may be waived in writing by Buyer. 

7.1. No Material Adverse Condition or Change. There 

shall exist no state ot tacts or condition which materially and 

adversely affects the business, Assets or financial condition of 

the Company, which is not disclos~d in the 1984· Financial 

Statements, and there shall have oc~urred no material adverse 

change in the business, Assets or financial condition ot the 

Company between the date hereof and the Closing Date • 
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7.2. True Representations and Warranties. Each of the 

representations and warranties of Seller and the Company con­

tained in this Agreement or the Exhibits hereto shall have been 

true in all material respects on the date hereof, and shall be 

true in all material respects as of the Closing Date as though 

made on and as of the Closing Date. 

7.3. No Default - Covenants and Agreements. Neither 

Seller nor the Company shall be in material def~ult with respect 

to any obligation under this Agreement, and Seller and the 

Company shall have performed or complied with all covenants, 

agreements and conditions to be performed or compli~d with by 

either of them prior to or at the Closing. 

7. 4. Opinion of Counsel for Seller and the Company. 

·Buyer. shall have-received from Harwell, Barr, Martin & Stegall, 

P.C., counsel for Seller and the Company, the favorable opinion 

of that counsel, dated the Closing Date, substantially in the 

for.m attached hereto as Exhibit N. 

7.5. Stock. Seller shall be ready, willing and able 

to convey the shares of the Stock to Buyer in accordance with the 

terms and conditions of this Agreement; provided, however, that 

this condition precedent shall not be interpreted to permit 

Seller to refuse to convey the Stock except upon termination of 

this Agreement pursuant to Section 11. 

7.6. Coroorate Proceedings of Seller and the Comoany. 

All corporate and other proceedings of Seller·and the Company in 

connection with the execution, delivery and performance of this· 

Agreement, the consununation of the transactions contemplated 
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hereby and the transfer of the Stock, and all documents and 

instruments incident thereto, shall be satisfactory in form and 

substance to Buyer, and Buyer shall have received all such 

documents and instruments, or copies thereof (certified if 

requested) , as may be reasonably requested. 

7. 7 Execution of New Lease. The Company or Buyer 

shall have entered into a new lease agreement, satistactory in 

form and content to Buyer, with the lessor of the premises at 

which the Jefferson Memorial Hospital is currently located and in 

operation. 

7.8 Approval of Transaction by Regulatory 

Authorities. The appropriate regulatory agencies and ·authorities 

with respect to Buyer, Seller and the Company shall have been 

notified·of, and shall have approved or irrevocably waived their 

right to object to, the transactions contemplated by this 

Agreement; all sta~utory requirements shall have.been met and no 

legal prohibition or injunction against the transactions 

contemplated hereby shall be in effect. JMH shall be a party to 

a standard Blue Cross agreement with the appropriate Blue Cross 

Plan, and such agreements shall be effective after the Closing 

Date or the Buyer shall have received assurances reasonably 

satisfactory to Buyer that such agreements will be entered into 

with Buyer promptly after the Closing. The Joint Commission on 

Accreditation of Hospitals shall have determined that the change 

in control of the Company does not require a new survey. 

7.9. Delivery of Stock. Buyer shall have received 

from Seller duly endorsed certificates, with signatures properly 
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guaranteed, of all certificates representing the outstanding 

capital stock of the Company, all in form and substance 

reasonably satisfactory t Buyer, so as to transfer good and 

marketable title to the Stock free and clear of all security 

interests, mortgages, claims, liens, charges or other 

encumbrances of any nature whatsoever. If any lien exists with 

respect to any of the Assets of the Company, Buyer at is option 

and after consultation with Seller may discharge such lien by 

paying the obligation secured thereby and deducting the amount 

paid from the Purchase Price. 

7 .1 0. No Long Term Debt. At the Closing Date, the 

Company shall have previously been relieved-of all of its long 

term debt (including the current portion thereof) and all 

·interest accrued thereon, with the exception ·of the debts 

represented by the Capitalized Lease Obligations, and shall not 

be obligated for, or be a _guarantor with respec~ to, the payment 

of any long term debt (or current portions thereof) or any 

interest with respect thereto, whether any such amounts are fixed 

or contingent, currently due or to become due in the future, 

other than the Capitalized Lease Obligations.· 

8. Conditions of Seller's Obligation to Close. The obli­

gation of Seller to ·close this transaction and transfer and 

deliver to Buyer the Stock and to perform its obligations pursu­

ant to the terms and conditions of this Agreement are subject to 

the fulfillment as of the Closing Date of 'each of the following 

conditions precedent, any or all of which may be waived in 

writing by the Seller. J.APP. 5478 
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8.1. True Representations and Warranties. Each of the 

representations and warranties of Buyer contained in Section 5 

shall have been true in all material respects on the date hereof, 

and shall be true in all·material respects as of the Closing Date 

as though made on and as of the Closing Date. 

8.2. Pavment of Purchase Price. Buyer shall be ready, 

w~lling and able at Closing to pay the portion of the Purchase 

Prl.ce due at Closing; provided, however, that this condition 

precedent shall not be interpreted to permit Buyer to refuse to 

p~rfor.m its obligations in accordance with Section 3 except upon·· 

termination of this Agreement pursuant to Section 11. 

8.3. Approval of Transaction by Regulatory 

Authori.ties. The appropriate regulatory agencies and authorities 

with respect to ·Buyer, Seller and the .company shall. have been 

notified of, and shall have approved or irrevocably waived ~heir 

· right to object to,· the transactions contemplated by this 
. . 

Agreement, .all statutory requirements shall have been met and no 

legal prohibition or injunction against the transactions 

contemplated hereby shall be in effect. 

9. Delivery of Documents. At the Closing, and in additl.on 

to all other documents and instruments which Seller or the 

Company is required to deliver pursuant to this Agreement, Seller 

and the Company shall deliver to Buyer the following documents 

duly executed by the Company or, where appropriate, by Seller, 

the directors, officers, or employees of or counsel to Seller or 

the Company, or appropriate governmental officials, in form and· 

substance satisfactory to Buyer and ~ts counsel. 
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9.1. Good Standing Certificate. Certificates of the 

secretary of State of Tennessee, dated not more than 30 days 

prior to the Closing Date, as to the good standing of Seller and 

the Company, respectively. 

9.2. Compliance Certificates. Certificates, in form 

and content satisfactory to Buyer, dated the Closing Date, signed 

by the chief executive officers of Seller and the Company, 

respectively, certifying to full compliance with the conditions 

precedent specified in Sections 7.1, 7.2, 7.3 and 7.10. 

9.3. Other Documents. Such other documents, 

certificates and instruments relating to the transactions contem-

plated by this Agreement as·Buyer or its counsel may reasonably 

request or deem necessary. 

10. · Indemnification. 

10~1. Indemnity. Seller covenants and agrees that it 

.shall reimburse and indemnify and hold Buyer harmless from, 

against and in respect of any claim, damage, liability, loss, 

cost, expense or deficiency, including, without limitation, 

interest expenses and attorneys' fees and expenses (to the extent 

not paid tor by insurance and net of any net tax benefit actually 

realized by Buyer on account of such claim, damage, liability, 

loss; cost, expense or deficiency) arising out of: 

(a) any misrepresentation, omission or breach of 

warranty or any nonfulfillment pf any covenant or agreement of 

Se!ler made under or pursuant to this Agreement or the Exhibits 

hereto (including, without limitation, any failure of Seller or· 
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the Company to cause the fulfillment of the conditions precedent 

specified in Sections 7.2 through 7.10.); 

(b) any provision by Seller of actual or alleged 

defective or improper services or products including any alleged 

negligence or malpractice; 

(c) any claim, liability, penalty, interest charge, 

demand, or set-off whatsoever imposed by a Program, as defined in 

section 4.24 hereof, net of any upward adjustments by a Program 

not previously credited to the Seller in the determination of Net . 
working Capital, with respect to any cost reporting period or 

partial period terminating on or before the Closing Date, or with 

respect to any services rendered on or prior to the Closing Date, 

includ"ing, but not limited to, retroactive settlement pf or 

.adjustments to the co~t reports filed in connection with such 

periods or services; 

(d) any expense incurred·by Buyer with respect to JMH 

for the purpose of correcting any deficiency which deficiency is 

(i) in existence at the Closing, and (ii) prior thereto cited in 

any accreditation report issued by JCAH, or cited in any state 

licensing survey with respect to JMH which deficiency, if not 

corrected, would result in a loss of accreditation or licensure, 

or which under Sel"ler' s operation of JZ.tH was not waived, provided 

that any claim by Buyer under this Section lO.l(d) shall be made 

by the earlier of the expiratiop of the Claims Period (as herein­

after defined) or 30 days after the receipt by Buyer of the first 

JCAH report or first state licensing survey report made.after the 

Closing Date with respect to Jl-1H for which indemnification is 
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cla~ed: and provided further that no claims by Buyer shall be 

made uader this Section 10.l(d) if the facts providing the basis 

for such claim were disclosed to Buyer in Exhib.it A hereto. 

(e) any other commitments, agreements, liabilities or 

obligations of the Company· or Seller (including, without 

limitation, any federal and state income or other tax 

liabilities), whether accrued, absolute, contingent or otherwise 

or whether arising out of the conduct of the business of the 

Company either before or after the Closing, not expressly assumed 

by Buyer hereunder: and 

(f) any and all actions, suits, claims, proceedings, 

investigations, audits, demands, assessments, fines, judgments, 

awards, costs and other expenses (includin~, without limitation, 

reasonable ac~ountants• and attorneys' fees. and expenses). 

incident to any of the foregoing. 

10.1.1. Seller's indemnification obligations under 

Section 10.1 shall not apply until any claims, damages, 

liabilities or losses thereunder aggregate $25,000, but 

thereafter shall apply to all claims, damages, liabilities or 

losses in excess thereof. No claims for indemnification may be 

made by Buyer hereunder after the day which is 180 days following 

the Closing (such date being referred to herein as the "Claims 

Expiration Date"). The indemnification under Section 10.1 shall 

be the exclusive remedy for Buyer'with respect to any matters 

related to this Agreement and the transactions hereunder and the 

exclusive method of asserting indemnification. claims against · 

Sel~er is set torth in Section 10.4 hereof. This indemnificat1on 
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shall not relate to or cover any consequential damages of Buyer. 

Buyer shall have a duty to mitiga~e damages. Seller shall have 

no liability :tor breach of any representation or warranty 

hereunder which does not result in damage to Buyer. 

lO.l Cooperation With Respect to Indemnification. 

Buyer will give prompt written notice to Seller pursuant to the 

terms of the Escrow Agreement (as such term is defined below) of 

any claims which it discovers or of which it receives notice 

after the Closing and which might give rise to a claim by Buyer 

against Seller under Section 10.1 hereof, stating the nature, 

basis and amount hereof. In case of any claim or suit by a third 

party or by any governmental body, or any legal, administrative 

or arbitration prc;>ceedinq with. re~pect to which Seller may have. 

liability· under its indemnity ~qreements contained.in Section 

10.1 hereof, Seller shall be entitled to participate therein, 

and, to the extent desi;red by Seller, to as~ume the defense 

thereof, and after notice from Seller, of the election so to 

assume the defense thereof, the Seller will not be liable for any 

legal or other expenses subsequently incurred by Buyer in con­

nection with the defense thereof, other than reasonable costs of 

investigation, unless Seller does not actually assume the defense 

thereof following notice of such-election. Each party hereto 

shall make available to the others and their attorneys and 

accountants, at all ~eascinable times, all books and records 

relating to such suit, claim or proceeding, and each party will 

render to the others such assistance. as may reasonably be 

required in order to insure proper and adequate defense of any 
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such suit, claim or proceeding. Buyer will not make any 

settlement of any claim which might give rise to liability of 

Seller under the indemnity agreements contained in Section 10.1 

hereof'without the written consent of Seller, which consent shall 

not be unreasonably withheld. If Seller shall desire to effect a 
. 

bona fide compromise or settlement of any such suit, claim, or 

proceedings and Buyer shall unreasonably refuse to consent to 

such compromise or settlement, then Seller's liability under 

Section 10. 1 hereof with respect to such suit, cla1m or 
. 

proceeding shall be limited to the amounts so offered in 

compromise or settlement together with all leqal and other 

expenses which may have been accrued prior to the date on which 

the other has refused to consent to · such cqmpromi.se or 

settlement. · 

10.4 Satisfaction of Indemnification Claims. · iUly 

amounts which are claimed by Buyer under Section 10.1 hereof 

("Claim") ·may be satisfied against the escrow ~ount described in 

Section 10.5 hereof pursuant to the procedures set forth in the 

Escrow Agreement (as such term is defined below). 

10.5. Escrow Account. In order to provide 1n part for 

the prompt payment of any sums due Buyer pursuant to this Section 

10, Seller agrees that Buyer shall be permitted at the Closing t~ 

deliver to Commerce Union Bank, Nashville, Tennessee, a portion 

of the Purchase·Price equal to $250,000, such funds to be held in 

escrow for one hundred and eighty-five (185) days following the 

Closing Date (the "Claims P~riod") pursuant to the terms of an· 

escrow agreement by and among Buyer, Seller and such escrow agent 
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(the "Escrow Agreement"). The Escrow Agreement shall be substan­

tially in the form of Exhibit 0 attached hereto and made a part 

hereof. Buyer and Seller shall execute and deliver the Escrow 

Agreement at the Closing. 

11. Further Assurances, Assistance & Cooperation1 Access. 

At or following the Closing, each of the parties hereto will take 

such further actions and execute and deliver such additional 

documents and instruments as may be reasonably requested by any 

other party in order to perfect and complete the transaction as 

set forth herein. After the Closing, .Buyer shall cause the 

Company to keep and preserve all medical records and other 

records of JMH existing as of the Closing and which are required 
_,.··· ... 

~ \to be kept and preserved (i). by any applicab~e ·Federal or state 
. . 

.Law· or regulation. or (ii) in cqnnection with any claim or 

controversy still pending involving Seller. After the Closing, 

upon reasonable written notice by Seller to the Co~pany, Seller 

or its agents shall be entitled, during regular business hours, 

to have access to and make copies of all records ·pertaining to 

the operation of JMH (other than medical records which shall be 

governed by the provisions of the following paragraph) or any of 

the Real Property prior to the Closing as may be necessary for 

the Seller's use in any such claim or controversy. 

12. Termination of Agreement. This Agreement ·and the 

j transactions contemplated hereby may be terminated by Buyer 

without liability of any kind of Buyer to Seller or the Company 

;(subject to the obl;gations of the parties under Section 12.2) by 
.... ;;,•'" 

written instrument, signed by Buyer and delivered to Seller at 
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any time on or prior to the Closing Date, giving notice of 

termination, if: 

(a) There has been a material misrepresentation or 

material breach of warranty on the part of Seller or the Company 

in the representations and warranties set forth herein or in any 

Exhibit hereto or in any certificate delivered pursuant hereto, 

or Seller or the Company shall have failed to perform or comply 

with in any material respect any covenant, agreement or condition 

to be performed or complied with by either of them prior to or at 

Closing, or Closing shall have failed to occur on or before 

August 31, 1985; 

(b) In the reasonable judgment of Buyer the trans­

actions contemplated·by this Agreeme~t have become inadvisable or 

·impracticable by reason .of (i). the enactment of new federal, 

state or local legislation since the date of this Agreement, or 

(ii) the announcement, written advice or threat of intended 

institution or the institution by federal, state or local author­

ities of an investigation of or litigation or proceedings against 

the Company or Seller which may have a material and adverse 

effect on the Company or the transactions contemplated hereby, or 

(iii) the institution since the date of this Agreement by any 

other person, corporation or entity of litigation or proceedings 

against or in regard to the Company or Seller which may have a 

material and adverse effect on the Company, or which may 

materially and adversely affect the authority or ability of 

Seller or t.he Company to consummate the transactions contemplated 

hereby; or 
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{c) The busine·ss, Assets, results of operations, 

financial condition or future pros~ects of the Company have been 

significantly and adversely affected by reason of changes ·or 

developments in operations, otherwise than in the ordinary course 

, of business, since December 31, 19847 or 

(d) The Buyer and Seller cannot agree upon the amounts 

of the Company's.Current Assets or Current Liabilities or Capi­

talized Lease Obligations as contemplated in Section 3. 4. 2. 

hereof. 

13. Effect of Termination~ Confidentiality. 

13 .1. Scope of Liability. In the event that this 

Agreement shall be terminated for any reason other than breach or 

default by any party in accqrdance with the provisions of this 

Agreement, then all fur-ther obligations of Buyer, Seller and the 

Company under this Agreement shall terminate without further 

liability of any one party to the others, except for the obliga­

tions of the parties under Section 13.2. 

13.2. Confidentiality. In the event of termination of 

this Agreement, all information received by any party from any 

other party pursuant to this Agreement shall not thereafter be 

used by such party for any. purpose or disclosed by such party to 

third persons, and all documents, schedules, wr1tings, work 

papers or other materials submitted by any party to any other 

party pursuant to this Agreement and all copies thereof shall be 

returned to the submitting party within 10 days of such 

termination; provided, however, the foregoing restrictions on use 

or disclosure shall not apply to any information which was in any 
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party' s possession prior to the receipt thereof from another 

party. 

14. Expenses. All legal, accounting and other costs and 

· fees incurred by Seller in connection with the transactions 

contemplated by this Agreement shall be borne and paid for by 

seller. All legal, accounting and other costs and fees incurred 

by Buyer in connection with the transactions contemp~ated by this 

Agreement shall be borne and paid for by Buyer. 

15. Investment Representation. Buyer is acquiring the Stock . . 
for investment, solely for its own account, and not for the 

account of any other person, and not for distribution, assignment 

or resale to others. Buyer acknowledges that the securities have 

not. been regi~tered.~der applicable federai or state securities 
.. 

laws. ~uyers agrees that the Stock purchased by it shall not·be 

sold, offered for sale, pledged, assigned, hypothecated or 

otherwise transferred (with or without consideration), unless 

pursuant to an effective registration statement, or unless in the 

opinion of counsel to the Company, the proposed transfer may be 

made pursuant to a valid exemption from the registration 

provisions of applicable federal and state securities laws. 

16. Miscellaneous Provisions. 

16.1. Survival of Representations, Warranties and 

Covenants. The representations, warranties, covenants and 

agreements made in this Agreement by Seller, the Company and 

Buyer, respectively, shall survive for a period of one hundred 

eighty (180) days from the Closing Date. The respective repre-· 

sentations and warranties of each party hereto contained herein 
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or in any Exhibits hereto or certificates delivered pursuant 

hereto shall not be deemed to be wa1ved or otherwise affected by 

any investigation or audit made by any other party hereto or by 

anY action taken by any party at the request of any other party 

hereto. All statements made by Seller, the Company or Buyer 

herein, in any of the Exhibits hereto, or in any other document 

delivered pursuant hereto, shall be deemed .representations and 

warranties. 

16.2. Assignment. Neither Buyer, nor Seller, nor the 
# • 

Company may assign this Agreement or any rights or obliga.tions·· .... ·.· · 

hereunder, in whole or in part, without the prior written consent 

of the other parties hereto. 

~6:3· Notices. Any notice, request, instruction or 

.other document or communication required or permitted "to be _given 

under this Agreement shall be in writing and shall be deemed 

given upon delivery in person or upon being deposited in the 

mail, postage prepaid, for mailing by certified or registered 

mail, as follows·: 
. . 

If to Buyer, delivered or mailed to: 

Fairfax Hospital Association 
8001 Braddock Road 
Springfield, Virginia 22151 
Attention: J. Knox Singleton, 

President 

with a copy delivered or mailed to: 

William C. Bauknight, Esquire 
Miles & Stockbridge 
114 North West Street 
Easton, Maryland 21601 
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If to the Company or Sellers, delivered or mailed to: 

Health Group, Inc. 
Ninth Floor 
One Commerce Place 
Nashville, Tennessee 37239 
Attention: J. George Harris, 

President 

with a copy delivered or mailed to: 

[To Be Supplied] 

or to such other address or addresses as may be specified in 

writing from time to time by any party to the other parties. 

16.4. Section Headings. Section . headings are for 

convenience only and shall not limit or otherwise affect any of 

the provisions of this Agreement. 

16.5. Entire Aqreement. This Agreement and the · 

Exhibits hereto constitute the entire agreeme~t and understanding 

of the parties hereto with respect to the matters· herein set 

forth, and all prior negotiations, writings and understandings 

relating to the subject matter of this Agreement are merged 

herein and are superseded and cancelled by this Agreement. 

16.6. Waivers - Amendments. Any of the terms or 

conditions.of·this Agreement may be waived but only in writing by 

the party which is entitled to the benefit thereof, and this 

Agreement may be amended or modified in whole or in part only by 

an agreement in writing, executed by all the .parties to this 

Agreement. 

16.7. Binding Nature of Agreement. This Agreement 

shall be binding upon and inure to the benefit of the parties 

hereto and their successors and permitted assigns. As used 

herein, any reference to the masculine, feminine or neuter gender 
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shall include all genders, the plural shall include the singular, 

and the singular shall include the plural. 

16.8. Governing Law. This Agreement shall be construed 

and enforced in accordance with the laws of the State of 

; .. Virginia. 

16.9. Counterparts. This Agreement may be executed in 

~·. y· two or more counterparts, each of which shall be deemed an 
;: 
!= 
~ 

:1--
1· 
~ 
·:--

~­
~· 

original, but all of which together shall constitute one and the 

same instrument. 

IN WITNESS ~ffiEREOF, this Agreement has been executed under ,~ 

~~ ,;;::::::·•seal by the duly authorized officers of Buyer, Seller and the 
~ , •• '\ •• 1 
li:: ,,•'' I '• • ( /' '· 

~ ,. ,.·····.'···.-~ · .-: r.,cornpany as of the date first above written. 
~. ... "/tjl ''.· · .. 
it :'';' .J \ II •. 

,. : ; .:> \ ' ATTEST: 
' : • ., ',J • . . 

~ ,., '· .. · . . . : . 
h .. ·~:-~:!.\. . .... 

···.,:=,:: ....... ·.' 
·~ ............. • • • ~ • I 

c: 
~ 

ATTJ@-T: 
. :>~' 

. ·. . . 
• . ; :. \ I, .-' . 

.. i i i \ '· /3e.77::d-r-vL nM flLt! 
?~dLuu~t 
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"SELLER": 

HEALTH GROUP INC. 

THE "COMPANY": 

HEALTH GROUP OF VIRGINIA, INC • 
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\.AW OP'.F'ICI:S OF' 

Ross,l!ARSB &FoSTER 
117 SOUTH ,.&tlt,AX STa~rr 

AL~XANCRfA. VIAGJ NIA C!2314 

t'7Cl3) 883-7~ 

0.!' SIXTE£.rrl'l STA~I:T 
._..,.rNGTON., a .. c. aoooe 

.-oa, et2• •eae 
~ONN TI'IOPP£ PICHARDS 

WU,.I.IAM &.. 8A8~C:K, ~R. May 3, 1982 •ro "I:AftETYAL •UILDING 
BETHEiiDA, MARYLAND ac:u:u• 

c.:tO" GSO•CiPOO MA~CO~M M. IIIITCHC~~.JR • 

.IAN£ S. RCES£ 

Paul L. Sloan, III, Esquire · 
Barwel~ , Barr, Martin & Sloan 
P.O. Box 2960 
Nashvi~~e, Tennessee 37219 

P.e: Lease between Jefferson 
Memoriai Hospital COxporation 

· now known as Jefferson Corpo­
ration of Alexaneria and 
nea1th Group of Virginia, Inc. 

. t 
Dear Pau'l.: 

. . . 
On beha1f of Jefferson Corporation of Alexandria, 1 hereby 

acknowledge wi~ thanks receipt of $233,983.83 on Friday after­
noon, April 30, 1982. The parties agx-eecl that the following 
break-dotfn o£ the calculation of the purchase price basec on the 
Lessor's balance sheet as of !~reh ll, 1982 should be as follows 
rather than as set forth in my lettel: :to you of Apr.il 23, 1982: 

l. Eighty percent: (SOt) of pat:i.ent 
accounts receivable 

2. Plus one hundred perc:=ent (100%) 
of the hook value of the equip­
ment purchased 

3. 

4. 

s. 

6. 

Plus one hundred percent (100%) 
of the cost of inventory of 
usable eA~endahle s~plies on 
hand for hospital operations 
ana purchased by Lessee 

Plus one hundrea percent (lOCi) 
of prepaicl expenses 

Less one hundred percent (lOOt) 
of trade accounts payable 

Less one hundred oercent (lOOt) 
of all accrued exPenses assumed 
by Lessee 

$2,211,483.72 

265 ,_896. 25 

264,433.14 

96,047.38 

(875,855.00) 

(85,913.85) 

$1,876,091.64 

MMRW 016681 
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.... Paul L. Sloan, %II, Esquire Page Two 

Re : Lease between Jefferson Melnorial 
Hospital Col!'poration, now known . 
as Jefferson corporation of 
Alexandria and Raalth Group of 
Virginia, Inc:. 

7. Plus fi.fteen percen-t; C~SI) cf 
the sum of Items 1, 2, 3, 4, 5, 
and·6 above 

Adjusted purchase price 

: .. . 

~fay 31 1982 

$ 281,413.75 

$2,l.S7,505.39 

The dif£erence between the aforesaid acjusted purchase pric~ cf 
$2,157,505.39 ana the purchase price paid as of March 2, l982 of 
$1,923,521.56 is $233,983.83. 

tvitfa, kind regards, I arn 

MMM/kmw. 

cc: Laszlo N". Tauber, M.D. 
Mr. Dallas Wright 

Very truly yours, 

Jl.alcolm M. !d.tche~l, Jr. 

MMRW 01&682 
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TO 7039984804 p. 03 

-· 

.August 28. 1970 

Dear Dr. Small: 
. . 

I enjoyed very much meetiq w1th you and Q:aig yescer• 
day and I bope that your flight back co Wash1Dgton was abo~ anci 
pleasant. In accordance with 01: underatandiDg and agreement, I 
would like to cake ~his opport:uaity to o~llne the of£ers which 
Extendicam is wllliag to make to acquire a11 of the assets &Del 
operation (exclusive of= certain land owned· by the doctors in 
their individual capacity) of J'effersou Memorial Hospital. Ve 
a1:e mast anxious to ccmclude the trauaacticm OD t:be basis· of 
the first proposal as a result of the working capital situation 
of ~he hospital. Our p1'opoaals are as follows: 

(1) E&cendicare will acquf.r• all of the assets of 
Jefferson Meuor1al Hospital, Inc. and assume all of its 'liabil• 
i.ties ~ .. exc~nge ~.9.rACeadlcar~ c~n e.tock .in. the amo~~, ~~ . . ~ ~· -~ _ 
$25,000. -~~~~::~J.i.{1~'-•·:from~:Je;;fer~n···Memor.iat Hosp~.· . .- .·: 
Associates the buildiula:.;ad·.·~pa.enc used at ctie ·hoap'f.tal". .. : 
The lease agreement sball be for five (S) rea:a and sbal~ be 
in an amount: equal eo ~ preserat lease paymeu:s plus $2S·. 000 
per year. F.Xtendicare will have the option to puz:chase t:he 
buildings and equipment at the ead of approximAtely five (S) 
years fo2: an amount equal to ~ MillioD ODe Hundred S:lzey 
.Thousand Dollars. ($2,160,000.00) less the then outacaad!Ds 
principal amo1Ult :of the fiz'sc mortaa:es. 

· · As I eXplained 1:0 701.1 1D Lcnd.svU1e • che purpose of 
t~ lease. 1.8 to avo:t~ 8D7 depnciac:lcm recapc=e p~oblesu co 

; 
•.. 

, , 
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-- -- ---- -- -- .. .-. ,_. . ..w~ .... 4.., • c.uoer l'1&J TO 7039984804 p. 04 

Dr1 Melvin Small 
Aupsc 28. 1970 
PAGE 'lWO 

che Aasociacea. the gross purchase price 1a based upoD $18,000 
a bed. 

(2) Exeendicare will exchange for all.of the assets 
of Jefferson Memorial Hospital, Inc. and Jefferson Memorial 
Hospital .• ssoeiates $700,000 and shares of ita common capital 
stoek eq\18.1 co $700,000 in value. The number of shares of che 

. . . .: .-=.·:. ·.··c:-Cimmon .. stoek -~1 be·._dec~~ea b7, ~V~~~~- tba clQ•iQs;;.P..ri~e~ 
(A\.·.: .. · ·= ·· of cbe Excend~are ·st:c:ack .begimii'!t&.·~a··~-···~te· gf the afSD-· · -~·;·::~Y·:::: ~. 

... .ing ·of thiS ~cter of iDtent untU the date 0£ ehe Closing. · · · 

~· 

The $700,000 in cash aball be paid, $100,000 at the Closing 
with the balance iD six (6) equal ammal. payments bearing in• 
terest on the UDpaid balan~e at Six (6) PerceD1:. Exeend1care. 

·w111·assame and discharge all of tbe liab111c1es of che bospical 
corporation and the associates. · 

(3) ~endicare will purchase all of the assets of 
Jefferson Memorial Hospit:al, I:nc. and Jefferson Memorial Hospital 
Associates for $1,100,000 iD eash. The cash shall be paid, 

· $100,000 down ac ~he Closing with the balance over ten (10) 
years at Six .(6) Percenc. EEeencS1care shall assume and dis• 
charge all of the Uab111c1es of the coz-poraeion · mel the as• 
sociatea, 

All of the above three offers assume that all,amauncs 
owed either organization by the physician shall be discharged 
in accordance with t:heir t:erma. ExteDdieare shall discharge 
al+ .. obligac1cms of eac:h of the entities co the owners 1D a:c-l( :. ·!.·:·;'.?~_~?'~4;:~~'!'':~~ "·.;: :. '.·:J·,:·-~:~. ~~·,:.~ .. ::·· • .. · . :; .· ·::.' : : ': ... •.r 

· · .. I believe that the above ehree offus correctly· stace 
our position in this matter. ~ stock to be :ecei.ved by the 
associates will be m:egistered and must be t:akeD for invest• 
ment pm-posea. 'the allocacion of che purchase price between 
the associates an4 the coz:poration will •be agZ'eeci up011 'prior 
~ the time of closing. · 

111 .the «WeDt the associates ancl the C=PC»r&Ciaa cle­
cide to accept cme of our offers, I muld app~:eciate 1c if you 

.. 
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,e.··-·· • .• ·.. ' ~ • : ·! ·.: extendic:are 
~..,.,. aNMa 

TO 70399848B4 P ·as 

Dr. Mel riD Small 
.Augusc 28, 1970 
PAGE tHBE! 

~uld ind.icate your acceptance by execud.Dg the enc lcsed cop7 
· of this letter at the botcom in the mannu indicated. I am 

sure that- you realize that this is merely a lecter of intent 
. outlining our proposal aDd cbat there is nothitag biDding on 
either party until the execution of the clefinit1ve qreement. 

If you need atay. :further 1nfo:maeion or 1£ I can be 
~·Ji .. =.-:~~.-.~.· .. ·.::.';~···~·:.:: .. · .. .o~_.~y.~her bel~ to yau~cseev~ .• please do. not hesitate 
,·.:{-=~.-.··=.·!::·.:.:·.: .: : ·tc)·conta¢ me.· :t $1:eDC~iug:·w.tt:li~··~1en~ a· .. c~py o~ ale;~ ..... 

~ ·-;.: , -~ · · · ... ter ~1:e• by Dea:A·~out· of cbe Bospital.>DivialbD.exp,~eintDg·· ~·~·. ·~.-
i · .: · ..... ·. our fucure plaDs for .Jefferson MemoJ:ial 8Dd oar me~ hod of op• 

eration. · Witb besc pe2:sou1 regards, I ~emaiD, 

• I 

~~ i 

. . . . 

. 
i . 

.: 

:•. 

.. : 

WCB:ajp 
Enclosure 

.... . .· 

cc: Mr. ~ail ForthmaD 

William c. Ballarcl, 3~ • 

BY:~~~~~~~--~~----
DB.. HELVfR . SMALL 

' .. 
I 

/ 

·"' 
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4COO ICINC S~Rf:C:T. A:..tXAN;)iUA, Vl~CINIA :U!)Ol 

Tti..EPHONt; 7C3/SI3l·2GOO 

~=· Z:~es~ Gene Reeves, Esq. 
Reaves & F.a::ison 
Sui;;e 500 
1701 ?e~~sylva~ia Avenue, N.W. 
tvas~i~S'ton, D.c. 20006 

D e'ar · Xr. Reeves: 

Dec~=ber ll, 1970 

~~is le:ter will acknowlecge yo~~ ~ecc~~ l=~~e= datee 
.xove~b~~ 20, 1970, addressed to the ~oar~ of Directors 
in co~~~c~ion with cha~sing t~e corporate set-up o: 
.Jefferson ~!e::torial Hospital, I~c. }a.~ the Boa:;-d of 
Directors Meeti~q on Dece~~er 9, .1970, i~ was ap?roved 
tha~ the Hospital Corporatio~ acce?ted your offer as 
Legal Counsel =or advice with t~e unde:-standing that. 
you consult with 2 fo~er attor~eys, ~amely Mr. Ber~ard 
Krakow (Me 8-1987), a~c Mr. Thor?a Richards, (836-2771). 
I would like to put on record t~at I personally O?pose 
changing t'hc Charter of J'affcrson :Wicmori~l Hospital fro:n 
a non-profit corporation to ~·p~ofi~ corporation, however, 
I c::.:n willi~g to coopcr~tc lOC;/.. \-Jit.!l t:ho \·tish of the 
majori~y o: the Board of Oi~ec~ors. I O??OSc ·it princi­
pally because I do ·not aq~ee ~ha~ a~y profit-~aki~g 
should be achieved by a hospi~al. Fu:-~ha:=Dre, the 
ti~e =or tha chanqe is no~ appro?:ia~e. 3y changinq 
t~~ c~~r:or. we will ccr~ai~ly :os~ v~:y i~~orta~~ 
~~~c:~:s which will ce an ~~ci~~on~l bu:ccn on ~he 
~OZ?i:al. Since I have ~evar r.a~ ~~e p:easu=e o£ 
~a:ki~~ ~o you to exp=ess ~y O?~~io~, ~.is state~e~t is 
j~s~ a ~a~~er o~ record ra~~er c~a~ a p:-o~osal to chan;e 
=c.:.c.:-e plans. 

I ~ava ta :';(ed to t'he Ad::-.ir.is -:.::-2::.c r o: t:.a ?.ospi tal, ~1:. 
!.. C:-aic; ?or~r .. ":\a:"l, wt\o was hig:-.::' :.::.?==ssed by you and 
~~e co~ce?~ o= now to concuc~ ~~= ~=a~s=e:. ! es?ecially 
wa :c~:::e yct.:.r strong suc;c;es t io~s ~~-a~ ::.;:-:~e=s of :..~is 
ve~~~~e should pay U? the~= c~==e~~ c~li~~:.ions ~e:ore 
a~y c~ar.c;e in the Charter is ~aca. 
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·: x~. E-~est Gene Reeves, Esq. 
oece~~' r 11, 1970 
P a a e 'I\·1\ 

:or bei:lq 18 years i:1 rea1. esta::a :.~vss-=..-::ent, '-'':.c::o:.:~ l~ck· 
of ~ocesty, I ca:1. state that t:-:esa ve:1tu:as vrere success­
ful, so I de:initely wish ~o a~~e:e to tha ~ethod used 
!::>y :::.e previously, tha~ is to ~~eep r..y o;.J~a::-s:~i? ir. t~e 
building as an i~divieual rat~er t~a~ in corporace :o~ • 
• ~s you :night :.Cno\-1, I am ~=ustee !or ::.,e w::.ole _ve:-.~~re, 
ho•.·taver, I a::t spea:Cin<; only :or -::.y ?=-=-:., becaus·e i: a::.y 
~=~~er desires ~o put his share o= ~he pa=~~ershi? in~o 
che futu::-a cor?O:'a-:ion, I \-Jill coo?era-:e 10~~, a:1C: I will 
release tha: ?ar~ o: ~~e ?a:t~ers~i?· 

In oreer ~o s~~~arize ~y letter: 

l. -Your offer is acca~tec. ~~e =atainer fee . . 
v!ill be paid by the Eos?i -:.al Cor?ora~io:l 
and ~ot by t::.a pa::-t~e=s~i?· 

2. Before any change o: t~e Corpora~io~ can 
~be =ade, all obliga~io~s c: t~e individual 
partners ~ust be cet; e~cep~ one ~ote due 
on December 31, 1970. hll ~he rest are 
l~nq overdue. I would s~ggest that these 
par~ners put u~ the money before changing 
the Cor~oration or ra~cast in writing to 
adjust their share in ~~e partnership 
ap?:opriately up to tha amount of what 
they paid for it. 

3. The approxirn~tc $150,000. no~cs obligation 
of the Hospital Ccrpora~ion is er.corsed only 
by ma ~:·the prese~~ ti~e. 7herefore, the 
~otes have to be paid i~ :~ll be:ore any 
chanc;• of the cor~oration can be :nade. 
?.cwev6~, I ~~ willi~s ~o ?~Y or endorse a 
new note up to my pe::e~~~g~ o:: intares~ 
in the new Corporation - ~5~~. Ur.der no 
co~dition would I aq=ee ~c =~dorse the 
=~ll no-ce,. a.~d a.cc:e?~ ~o~as :ro::\ ot.i.e:­
?a::--:ners. If they fee~ ~~a~ d~a to ~he 
his~ interest rate 'Chat oa~~s ara n~ cbar;inq 
t~ey woule rat.~er loan ~~a~ s~~ of ~oney 
-=::an ~aturally I a::l will:.::c; ~o loan 25~ o! 
the a~ou~~ at t~e sa~e :.:"'.~e=est rate and 
:or ~e s~~e length o: ~~~= ~s the rest of 
t~e partners are willi~g ~o do. 

' '· ' 

TAG 003360 
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•. 

~• I e Mr. Ernest Gene ~eeves, =:sq. 
Dece;.~e~ 11, 1970 
PaC'e T:"lree 

4. 

5. 

... 

As :ar as the land is cc~ce=~e~, ! info~ 

you that the land was a??raisec :or 
$300,000. The ownership o= the land is 
as follows: Dr. Leslie Gonclor and his 
,.,i fa SO/~, Tauber Foundc:1. tion 2S?~, Jefferson 
Xe::torial Hos?ital 20i~, ar.d Dr. Samcc:l. 
Burtoff 5~. hs far as t~o Taub~: Fo~nda­
tio~·s holdi~gs, I ~~willing to pro?ose · 
a sale to the new corpo~a~ion for $75,000. 
if i~ is desired. In order to clean out 
the records and make. it ~ore si~ple, ·I 
vrould liko to state t~a.~ this tra:lst.ction is 
based on an all cash basis. • 

I recc=~e~d t~a~ all·t~a Eos?ital e~uip~ent 
be transferred to t~e ~ew Corpo:a~ion. 

6. Our a?pointed Co~ietee, D:s. Vlahos, 
Corrado, s~all and Peters are r.e=e~y 
authorized to work out the details with 
the cooperation of the A~~inistrator, Mr. 
L. Craig Fort..'l:nan, and Attorneys ~&.r. Krakow 
and Mr. Richards. 

7. Any dilution of tr.a s~oc~s is op?osed by 
each o:·~s. Z~at ~s, t~e op:ion to purchase 
the stocks have to be based on the percentage 
of ownership o£ the HOS?ital ~uildinq, as 
agreed on by t~e Board of Directors unani­
r.tously. 

With best wishes, 

. , . - . ' ..... ···' . . 
L;£ZLO N. TAuaER, M.D. 
Chai~an. Board of Directors 
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June 8, 1979 

·. 
MEMORANDUM: 

TO: LASZLO N. TAUBER, M.D. 
TRUSTEE, JEFFERSON MEMORIAL HOSPITAL JOINT VENTURE 

RE: - CITY OF ALEXANDRIA PROPERTY TAX 

· The first one-half of 1979 property tax is ·due the City of Alexandr~a 
before June 15, 1979. 

The total annual assessment for· the land ·and buildings including the. 
new building and Hopkins property amounts _to $86,954.40 with $43,477.20 
due . June 15th. Prorating the ·tax on the new building by square feet 
o·ccupied is computed as follows: · 

A. Tax on new building pro~ated: 

Assessed 
Evaluation 

New Building 
Land Bldg. Occupies 

Jefferson i~rial Hosp. 
Occupancy 

2,938,200 
67,265 

3,005,4.65 

Jefferson Metrorial Hospital Portion 

Joint Venture Portion 

B. Allocation b;f total bill: 

Am:>unt fr:om Hopkins 
Anount owed by Hospital 
Arrount from Joint Venture 

Total Bill 

. CSL:?C 

Annual Ta."< . 

$42,310.08 
. 968.62 

$43,278.70 

20.58% 
$ 8,906.76 

$34,~71.91 

Annual 
3,082.92. 

49,499.54" 
34,371.91 

86,954.40 

Thank You, 

ClffiL E. OON 
Adrni..ni.strato::: 

1/2 year Payment· 

$2i,iss.o4 
484.31 

$21,639.35 

-20.58% 
$ 4,453.38. 

$17,105.97 

1/2 Payment due 
Jt:.."le 15 

1,541.46 
24,749.77 
17,185.97 

43,477.20 
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TO: LESLIE L. PErERS, M.D. 
HOSPITAL PRESIDENT . 

RE: ALI!X:ATION AND ACCO~ OF EXPENSES BEIWEEN THE HOSPITAL AND JOil\'r VENIURE TENANTS 

As you know, the Hospital Auditor, Mr. David Memelstein, C.~ .. A., is nCM conducting the 

annual audit of the Hospital. He has raised a couple of questions which 

·we must resolve.. These are the questions: 

1. How does tbe Hospital intend to treat taxes paid on new building? 

Expense to hospltal? 

2·. How does the Hospital intend to treat utilities, insurance and other: 

building support service for the new building? 

3 •. Did the Board of Directors have full knowledge of the total cost 

\ of the taxes, utilities, insurance and other ~upport services when it 
) 
appro~ed a fee of $.50 per square foot to the Hospital as payment for all 

expenses other than housekeeping, for the 2nd, 4th, 5th and 6th floors? 

I have·explained to Mr. Mermelstein that the Board had agreed to provide 

all of these services and expenses to the Joint Venture owners of the new 

building for $.50 a square foot.. His audit reveals tha~ the expenses will 

be much more than the agreed to $.50 a square foot. If we charge these 

expenses in our accounting records as directed, he will have to make mention· 

in his Financial Report. These reports are required documents for audit 

by Metiicare, Medicaid and Blue Cross. Further, they will be reviewed by 

Internal Revenue when they come for spot checks or full audits. He feels 

that as soon as IRS discovers this treatment of expenses by the Hospital, 

they will perform a full audit and go much deeper into everything than 

they normally would. Further, he is concerned that the Stockholders who 

~re not members of the Joint Venture will have a right to cause investigatio 

·or even litigation because Hospital funds are being paid or used to pay 
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~ expenses of the Hospital Joint Venture. 

To avoid all of this as well as any disclosure in the audited statement, 

the following is recommended: 

1. Set up an acceptable procedure for allocating expenses common to 

the Hospital and the ·Joint Venture Owners ·of the non:..nospital portion of the 

new building • 

. 2. Draw up an agreement between the Hospital and the Joint Venture·whict 

provides for the $.50 per square foot annually and pr~vides for setting up · 

an Accounts Receivab~e to Joint· Venture which will eventually be paid by the 

Joint: Venture.· This account receivable c.ould be applied against the sum whicr 

has been.mentioned as the actual cost incurred by.the Joint Venture for the 

Hospita~ 3rd floor. 

I have worked up the detail on the .essential elements·which could·be 

used as a basic formula for distributing cost or expense between·tne 
) .. . . . . . . . .. 

'. , H~$pital and Join~ Venture as discussed above. The essential elements are: 

1. ·Based on City of Alexandria Tax Assessment Survey data which I feel 

would be reasonable to use.,. Attachment •iA• shows· detail of .land use. Attachme 

11 B" sh~ws the gross square footage in the old hospital building ·and the new 

building. Attachment."C" shows the hours of operation for the Hospital and 

for the ·.offices in the new building. In _summary, the detail reconunends: 

1. Property Taxes: The ~ospital is allocated 87.85% of taxes on the 

land and the Joint Venture 12.15%. Taxes ·on the buildings is allocated 100% 

to hospital on old building and 22% on new building. This is pased on 

percentage of occupancy. 

2. Building Insurance. The Hospital pays 100 percent on old building. 

and 22% for insurance on the new building. This is also based on percentage 

~vf occupancy. 
J.APP. 5502 
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3. Utilities. Hospital is allocated 76.26% and Joint Venture owners 
(])· 

.. ~ are allocated 2 3 • 7 4% of the expense. This .is based on percentag~ of ~peratin~ 

hours. Wherein Hospital operates 24 ~ours a day, 7 days a weeK and the 

offices· operate. 8 hours a day, 5 days a week. Realizing the doctor's offices 

may operate and use electricity more than 8 hours a day, I feel the higher 

demand usage by certain hospital departments plus the fact the Hospital 

~ o.ccupies ?7. 34% of ·total buildings· floor space as compared to 42.66% U$ed 

by the offi~es of the Joint Venture, serves to offset the assumption that 

the Hospital is paying more than· its share of the cos~. 

~. 

I trust the above. information will be helpful· for you to make a 

decision on the appropriate action. 

Thank You, 

CARL E. LINTON 
Administrator 
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EXECUTIVE SUMMARY 

This study presents Phase I of a two phase comprehensive 
· analysis of the long-term strategic options for·Jefferson Hospital 

(JH). It has been developed by National Health Advisors (NHA) and 
· Cohen, Rutherford, Blum & Schott (CRB&S) in cooperation with Inova 
Health System {IHS) management. This study has been conducted in 

·· ., ' ... part to synthesize the many efforts that have been expended in past 
· · years to improve the situation at JH. It is· noted that many of . 

. , ·· these options would require a ~enegotiation of the existing lease 
. . : ·' ... :<:as well as other potential barriers to implementation. 

· · · · . : · ~. · ·. ~ .i. : · ~ · · The first section of this report provides . a:n overview of the 
'i · ::·· .. ,·:situation. It is noted that IHS has invested $18.5M in JH thus· 

· · · · .:. ·far, including $7. 2M, which was the initial cost of entering into 
the lease. Corporate overhead amounting to $4 .1M has been 
allocated to the lease through 1991. If IHS had not allocated any 
corporate overhead costs to JH, the total investment in JH would 
have been approximately $14. 4M. Thus far, this investment has not 
resulted in an increase in utilization and financial trends· have 
declined over the six year period since inception of the lease. 
Part of the declining financial situation was a conscious decision 
to raise staffing levels to more acceptable targets. The condition 
of JH's physical plant, its location and lack of convenient access 
may be among the biggest barriers to success. 

There are an estimated 423 excess beds in JH's market area, 
suggesting that JH may not be a needed hospital. JH·could have a 
projected inpatient average daily census in the future ranging 
between 39 and 56, as indicated in baseline projections. This 
would result in annual operating losses ranging between $3M and $8M 
dollars. on a net present value basis, cumulative losses through 
the term of the lease could range between $22M ~nd $47M from 1991 
through 2005, assuming JH continues to operate as it has (baseline 
scenario). If IHS were to close JH and pay off the lease (bail out 
scenario), the ·cost is estimated to be approximately $22M (NPV). 
Sensitivity analyses are performed on a number of key variables. 

Numerous previous studies have been conducted to determine 
potential options for the future of JH. These have focused on such 
things as reducing staffing, eliminating programs, dedicating a 
subunit to different uses, decreasing price, and subleasing space 
for special uses. A more recent study analyzed the potential of 
consolidating JH into Fairfax Hospital {FH). Before considering 
this further, it was determined that a comprehensive strategic 
options study should first be completed. 

Four core options are presented, including maintain the status 
quo, purchase the beds and move them to a more desirable location, 
alter the service mix, and joint venture with another group or 
groups. There are many derivations of. each of these options. 
General advantages and disadvantages are discussed. · 
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An explicit set of critical success factors is identified 
which are subsequently used to evaluate a representative 
opportunity within each of these core option categories. Critical 
success factors are those attributes that must be achieved by any 
optional approach for JH if it is to represent an improvement to 
the status quo. Specific criteria are quantified within key 
categories, including financial, market, political/legal/ 
regulatory, and facility. The application of these criteria to 
these representative core options result in the identification of 
two core options that should be further evaluated in Phase II of 
this·study. These options include: 

Purchase Beds and Move Them. The two related options for 
further evaluation in Phase II include: purchase the 120-bed· 
JH license and move the beds to a·. more demographically 
desirable location (e.g., Franconia, sterling); and move beds 
to other IH facilities (e.g., Fair Oaks (15 beds) and Fairfax 
·(45 beds) and de-license the remaining 60 beds). 

Alter Service Mix. The option for further evaluation related 
to this core option is to develop a "mixed use" facility at 
JH. Further analysis will be completed in Phase II to 
determine the "right" mix of service. 

"Next steps" related to 
approval process are outlined. 

the Phase II communication 
These key steps include: 

and 

Develop a steering committee to participate in the Phase II 
discussions. 

Conduct. meetings with the Steering Committee on· a regular 
basis throughout Phase II. 

Conduct individual interviews with physicians from both JH and 
FH. 

Meet periodically with the existing JH/FH Integration Task 
Force throughout the Phase II process. 

Determine the necessary steps in the approval process. 
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I. INTRODUCTION 

T~is document presents an analysis of long-run strategic 
options for Jefferson Hospital (JH). This report has been jointly 
developed by National Health Advisors (NHA) and Cohen, Rutherford, 
Blum, & Schott (CRB&S). The strategic options analysis emanates 
from earlier work that was completed by NHA on behalf of Inova 
Health System (IHS) regarding the possibility of consolidating the 
governance, management and medical staffs of Jefferson Hospital 
(JH) into Fairfax Hospital (FH). 

The purpose in conducting this analysis is to provide a clear 
summary of the performance of JH to date; to establish a baseline 
projection into the future, assuming no change; and ·to determine 
potentially viable future strategic options for JH, based in part 
on previous attempts to define future opportunities for JH. It was 
considered important to complete this comprehensive analysis prior 
to making any decision to significantly alter JH. 

In considering certain options, specific criteria were 
applied, resulting in the elimination of many options as a result 
of this first phase of the analysis. This technique was used to 
quickly focus our efforts on a few potentially viable opportunities 
·and then to further examine the viability of this limited set of 
options in phase II if warranted. 

In conducting this study, it is recognized that 
recommendations arising from this analysis will ultimately need to 
be communicated and supported, both internally and externally. In 
view of this requirement, attempts were made to carefully document 
the analyses in this study. 

It has been the express intent of this study to rely, where 
possible, on previous studies. Previous analyses were conducted by 
the architectural firm of Cannon and Faulkner (facilities 
assessment) and the finance and marketing staff of Inova Health 
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system (IHS). Additional information has been provided by IHS 
management. Neither NHA nor CRB&S have made any attempt to 
validate the information found in these previous studies • 

. Projections that are used in this study are based on assumptions as 
documented. These assumptions are subject to change. These 
projections are intended for internal use only and should not be 
used for any other purpose. As with any projection, one cannot 
attest to the accuracy or impact of unforeseen consequences which 
may occur and may materially alter the results that are suggested 
in this report. 

It should also be recognized that in considering potential 
options for JH there are specific limitations due to the fact that 
the JH property is leased to IHS through a 20-year lease with the 
Jefferson Hospital Corporation of Alexandria. 'The terms of the· 
lease have the potential to prohibit specific options that may 
otherwise be preferable for the future of JH. 

Additionally, when IHS entered into this lease in 1985, the 
healthcare climate differed from today• s environment. Given 
current market trends and the likelihood that these trends will 
continue through the term of the lease, it is possible that there 
are really no options that will result in a breakeven or better 
outcome for JH. Said differently, the options examined in this 
report may have the potential to limit JH's losses but may not 
eliminate them. Before proceeding further with this report, it is 
important to briefly discuss the Hospital Lease Agreement and how 
this agreement could impact the future options presented in this 
report. 

IHS counsel. indicates that under the Hospital Lease Agreement· 
for JH, the bottom three floors of the· Hospital must be used 
primarily as an acute care hospital. Lessee is prohibited from 
taking any action that would result in the reduction in the number 
of licensed medical and surgical acute care beds, either directly 
or indirectly (e.g., increasing the number of beds at another Inova 
hospital which results by operation of state action in reduction of 
the number of licensed beds at Jefferson). Without Lessor's prior 
written consent, any deviation from this requirement, including 
closing .Jefferson, changing Jefferson • s service mix by 
reclassifying beds, or operating a joint venture in a manner 
effectively constituting a sublease, would constitute a breach of 
the Hospital Lease Agreement. 

The consequences of a breach of the Hospital Lease Agreement 
could be exceedingly costly. The only way to amend the current 
agreement without risking great expense is to renegotiate the 
lease. We have had to assume that the Lessor might be willing to 
renegotiate any of the options described in this paper. If Lessor 
is not willing to negotiate, however, a carefully planned 
termination strategy could reduce the penalties for defaulting to 
an acceptable level. Such a strategy is not outlined in this 
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document, but may have to be structured prior to approaching Lessor 
for consent to proceed with any of the options discusse9 in this 
study. It should also be noted that on numerous occasions IHS 
management has attempted to renegotiate :the terms of the lease with 
the current landlord. These attempts have not been successful. 

For ease of review we have divided this document into the 
following sections: 

II. SITUATIONAL ANALYSIS 

III. STRATEGIC OPTIONS 

IV. PRELIMINARY EVALUATION OF·KEY STRATEGIC OPTIONS 

V. . RECOMMENDED NEXT STEPS 

Exhibits· appear on the page following: the initial· underscored·· 
reference • 
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II. SITUATIONAL ANALYSIS 

The situational analysis is an overview of utilization and 
financial trends, key events that have occurred since the 
commencement of the JH lease, as well as a review of JH's physical 

· plant. The situational analysis al?o presents a review of two key 
scenarios: 

Baseline Scenario-- What will occur through the lease· 
term (2005) if JH continues operating·as it has in the 
past? 

Bail out Scenario --·what would it cost to close JH now? 

:. . · · These· scenarios provide the basis from which to ·evaluate all other .. 
·:· potential· options for Jefferson Hospital. 

· ., 1. SINCE 1985. WHEN IHS ENTERED INTO THE JH LEASE. IHS HAS 
'INVESTED S18.5M IN JH • 

.. 
The investment in JH included an initial acquisition and 

negotiation of a 20-year lease, as well as ·additional capital 
costs. 

(l) Inova Health system's Relationship with JH Began in 1985. 
When JH was Brought into IHS Under a 20-year Lease. 

Exhibit I, on the following page, underscores the key events 
that have occurred at JH since the inception of the lease in 1985. 
It is noted that: 

A number of new technologies and services have been added · 
since 1985, including: 

mammography, 
treadmill, 
cardiac catheterization, and 
respite center. 

Other strategies have included a name change (a minor 
change to include Inova in the name as is being 
implemented for all IHS facilities), establishing a 
volunteer/auxiliary program and a gift shop and certain 
personnel changes. 

JH has also leased space to both IHS for a Comprehensive 
Alcohol and Drug Abuse Treatment Services (CATS) program 
and to IHS for a Drug studies program. Both of these 
ventures required renovation of the JH facility and have 
since been discontinued . 
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: .... :;_,;:_:;_':-, i ·· June,- .1987 ·· · · Name change- Jefferson Hospital (deleted Memorial) 
· · .. '. -~··. ··_':;. '/·: :· March; -1987: Mount Vernon Hospital assumes management of · 
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· ... ·:,;. May • .'1987 ·i Hospital received Level m Trauma designation 
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· ·: · : .-· ·_. ·. ·, .' ::;: · November,· J 990 

.. · .·::': December, 1990. 
· · · ._: __ .: :.. January, 1991. 

'·' uary, 1991 

anuary, 1991 
February, 1991 
June, 1991 

ne, 1991 

Fairfax Hospital CATS (Comprehensive Addiction 
Treatment) opened short stay unit 
Opening of Cardiac Catheterization Lab 
Opening of Diabetes Management Center 
New Radiology Contract with FH based physicians · 
New Gift Shop opens, $75,000 
Lab Equipment, $127,450 
C-Arro Image Intensifier, $142,651 
Computer Equipment, $489,627 
Ultrasound Scanner, $107,900 
Renovation of East Nursing Unit, S900,000 
CT Scanner System, $104,780 
Whole Bodv Scanner, $366,730 

Sourc:c: JH Hospital Records 
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(2) The Initial Cost of Enterina Into The Lease was $7.2M. 
Since That Time an Additional Sll. 3M has been Invested in 
JH. 

Through December 31, 1991, IHS invested approximately $18.5M 
in JH. Approximately $13.2M has been invested in capital 
expenditures. As of December 31, 1991, JH had outstanding debt of 
approximately $2. 2M for lease commitments that were used to finance: 
a portion of the capital expenditures. 

During the period of the lease, IHS has allocated corporate .. 
overhead costs to JH of approximately $4.1M. If IHS had not· 
allocated any corporate overhead costs to JH, the total investment. 
'in JH would have been approximately $14.4M. 

2.. THIS INVESTMENT HAS NOT RESULTED IN AN INCREASE IN UTILIZATION~ . 
AT JH. AND FINANCIAL TRENDS HAVE DECLINED OVER THE SIX-YEAR; 
PERIOD SINCE THE INCEPTION OF THE LEASE. 

The decline in utilization is coupled with a loss of. 
physicians in key medical specialties, a decline in productivity, 
and a decline in financial trends. 

(1) Since 1985. Utilization At JH, in Terms of Admissions and 
Inpatient Days, Has Declined by 29% And 44%, 
Respectively. While the Percentage of Medicare and 
Medicaid Total Days Have Also Declined. 

Exhibit II, following this page, highlights utilization trends 
for JH between 1985 and 1991. Total 1991 admissions were 2,768. 
From Exhibit II, it can be seen that: 

JH has 120 licensed beds, of which 100% are in operation. 
The majority of the beds are Medical/Surgical (112) while 
the remaining beds (8) are for Intensive Care. 

Although JH experienced a slight increase in inpatient 
admissions between 1985 and 1986, and again between 1987 
and 1988, there was an overall decrease in admissions 
between 1985 and 1991 of approximately 29%. 

As admissions have decreased, the average length of stay 
has decreased as well. During each year between 1985 and 
1991, with the exception of 1989, there was a reduction 
in length of stay. overall, Jefferson's average length 
of stay decreased by 21.2%, during the period to 5.37 
days. Adjusted average length of stay, using the 
Medicare case Mix Index, declined by 23.7% between 1987 
and 1991 (1985 and 1986 case mix not available) from 6.1 
to 4. 6 days. It should be noted that an increase in 
managed care in the area, as well as a conscious effort 
on the part of JH management to provide better case 

6 J.APP. 5514 
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EXHIBIT II 
Inova Hospitals 

UTILIZATION TRENDS FOR JH BETWEEN 1985.AND 1991 

UTILIZATION TRENDS, 1985 - 1991 

3,877 3,915 3,586 3,672 3,459 3,259 2,768 

INPATIENT DAYS 
.Med/Surg 25,095 23,832 19,913. 18,475 11,581 14,860 12,030 
ICU 1,321 993 1,566 1,487 1,558 1,365 1,315 
Respite• 895 1,274 1,516 1,294 1,531 

TOTAL 26,416 24,825 22,374 21,236 20,655 17,519 14,876 

AVERAGE LENGlli OF STAY (ALOS) 
TOTAL 6.8 6.3 6.2 5.8 6.0 5.4 5.4 

CASE MIX INDEX 
Medicare N/A 1.02 1.04 1.05 1.07 1.16 
Overall 
Adj. ALOS 6.1 5.6 5.7 5.0 4.6 

VERAGE DAILY CENSUS 
Med/Surg 69 65 55 51 48 40 33 
ICU 4 3 4 4 4 4 4 
Respite 0 0 2 3 4 4 4 

TOTAL 72 68 61 58 51 48 41 

OCCUPANCY 
Med/Surg & Respite 61.4% 58.3°h 50.9% 48.3°h 46.7% 39.5%. 33.2°4 
ICU 45.2% 34.0°h 53.6% 50.9°,.& 53.3% 46.7°h 45.0°..& 

TOTAL 60.3% 56.7% 51.1% 48.5% 47.2% 40.0% 34.0% 

UCENSEDIREGISTERED BEDS 
Med/Surg 112 112 112 112 112 112 112 
ICU 8 B 8 8 B 8 B 

TOTAL 120 120 120 120 120 120 120 

OPERA llNG BEDS 
Med/Surg , 12 , 12 112 112 112 112 , 12 

ICU 8 8 8 8 8 8 8 
TOTAL 120 120 120 120 120 120 120 

• Percent change for only those yccrs shown. 

J.APP. 5515 
Source: Hospital Revenue and Statistical Rc:poru 
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management has contributed to the decline in ALOS at JH. 

The decreases in admissions and length· of stay have 
caused both JH's inpatient days and average daily census 
to decrease by 43.7%, between 1985 and 1991. 

Exhibit III, following this page, analyzes JH's utilization 
trends by payor classification. In reviewing utilization trends by 
payor there are several important points to note: 

Most of the overail 43.7% decline into the JH patient. 
days between 1985. and 1991 was concentrated in· three 
payor categories. These include: 

Blue Cross with a 73.0% decline; 
Medicade with a 65.1% decline; and 
Medicare with a 46.5% decline. 

Medicaid pat-ient days decreased from 2, 281 in 1985 to 796 
in 1991. Ironically perhaps, this loss of Medicaid 
volume represents an improvement in JH's payor mix when 
considering the Medicaid deductions to payments over· this 
period. However, this lost volume also represents a 
significant loss of contribution to overhead, assuming 
that Medicaid payments at least covered direct costs of 
service. 

The declining Medicaid inpatient volume combined with an 
increase in commercial pay patients represents an 
improved payor mix. However, it also leaves Jefferson 
more vulnerable to activities by HMOs, PPOs, and other 
insurance companies that ·are attempting to secure 
discounts. This is important to note because managed 
care (HMOs_ and PPOs) represents only 1.3% of total JH 
revenues in 1991, based on available data. This issue of 
increased vulnerability to discounting by third party 
payers will be important in reviewing JH' s future revenue 
projections. 

Average charges per patient day and per discharge also 
indicate the successful shift away from Medicare and 
Medicaid to higher paying patients. However, pricing 
increases have elevated JH's average charges per patient 
day and per discharge to the point where they may no 
longer be competitive. For example, Alexandria 
Hospital's 1991 budgeted charges per patient day were 
$1,276 as reported in "Virginia Health Services Cost 
Review Commission (VHSCRC) Annual Survey of Charges" 1 

dated February 1 1991·. JH budgeted charges for 1991 as 
reported in the survey were $1,376 per patient day. It 
should be noted that the survey figures are projected 
and there have been significant differences betw~en 

8 
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EXHIBIT III 
!nova Hospitals 

JH'S UTILIZATION TRENDS·BY PAYOR CLASSIFICATION 

PERCENT 
CHANGE 

1m! .In§ !2!! l2!! 12!2. -1990 1991 .tm:2! 
ADMISSIONS: : 
MEDICARE 935 891 804' 793 739 739 594 -36.59& 
MEDICAID ' . : 372: 344: 215 ·, 201 ~ 197 177 177 -52.49& 
BLUE CROSS ·. 990 i 922: 753 736 · .. 686;. 405 313 . -68.4$ 
COMMERCIAL' · 1,035 1,100 1,047. 1,123: 1,075 1.079 979.' ..,;5.4$ . 

OTHER· ~: ~: 707. lli m- m· 70S 29.4$ ; 

TOTAL 3,877 3,915 3,586 3,672 3,459 3,259 2,768 -2.8.6% 

PATIENT DAYS. 
MEDICAR£ 9,377 8,674 8,164 7,410 6,~0 6,068 5,018 -46.5% 

MEDICAID 2,281 2,028 1,590 . 1,082 1,304 941 796 -65.1% 

BLUE CROSS 5,608 5,251 4,135 3,863 3,699 1,922 1,514 -73.0% 

COMMERCIAL 5,m 5,771 5,031 4,823 4,633 4,521 4,028 -30.3$ 

OTHER 3,373 3.101 3.454 4.058 4,099 4,067 3.520 4.4% 0 

TOTAL 26,416 24,825 22,374 21,236 20,655 17,519 14,876 -43.7% 

PATIENT DAYS AS% TOTAL DAYS 
MEDICARE 35.5%. 34.9$ 36.5% 34.9%. 33.5% 0 34.6% 33.7% -5.0% 

MEDJCAlD 8.6% 8.2% 7.1$ 5.1% 6.3$ 5.4% 5.4$ -38.0% 

BLUE CROSS. 21.2% 21.2% 18.5% 18,2% I 17.9$ 0 11.0% 10.29& -52.19& 

COMMERCIAL 21.9% 23.2% 22.5% 21.7% 22.4$ 25.8% 27.1% 23.8~ 

OTHER ~ ~ 15.4% ~ 19.8% ~ 23.7% 85.3% . 

TOTAL 100.0% 100.0% 100.0% 100.0% 100.0$ 100.0% 100.0% 0.0% 

AVERAGE LENGTH OF STAY 
MEDICARE 10.03 9.74 10.15 9.34 9.36 8.21 8.45 -15.8% 

MEDICAID 6.13 5.90 5.78 5.38 6.62 5.32 4.50 -26.7% 

BLUE CROSS 5.66 5.70 5.49 5.25 5.39 4.75 4.84 -14.6% 

COMMERCIAL 5.58 5.25 4.81 4.29 4.31 4.19 4.11 -26.3% 

OTHER 6.19 4071 4.89 4.95 5.38 4.73 4.99 -19.3~ 

TOTAL 6.81 6.34 6.24 5.78 5.97 5.38 5.37 -21.1$ 

J.APP.5517 
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· :'·::· ·. ·:' EXHIBIT III. (Cont 'd) 
: _·JH, s · · · · I nova . Hospitals 
, ... , UTILIZATION ;,.TRENDS BY PAYOR CLASSIFICATION 

(•' I 1 o ~ i, o o 

•. ·~ ~ . . . . ~· 
• • ; ~- • ·, : : ••• ' ~ • : • ~- • -~ • • • : ·- • • 0 ; 

• o o •, • • o ~- ~~ ,· o o I I~··/ • o 

· ·· f? '\c ': >,/,i9is• · ';f: ::. \ i9B6 ; \. ' 1m ' · 1m ·. · · 19s9 . 

. ':·.' ; . ·• . ' . ( . . . 
INPATIENT .REVENUE (in OOO's) /· .. :': ·! ~; ·,.:. 1 •• : •• 

MEDICARE;:_-,·~.:'.';;:.\.;·<: .. ·:.::_:.;:1:\·~-~.l70~)///.~/;···>s~~203\:' .. :';: "; _$6,653 -~: $7,194 :. $7,792 1· 

MEDICAID·· t:· .'.{·.~:i :~~:'''.','/:1,343'): :'·, . i,'319)::· ;: 1.202' 1,028'. 1,714:· 
BLUECROSSI.·::\·\_, .. !. • •• ;,·.\·i·J44. 3· .. ,,·::·:.:('3's3·a,·:. ·,_=· 3359i·: . 3,88t·~··.'· 4,287'' 

,·~--.~-~\:,/.· .. :~ ... ·. ~·· .. •. ,i:.'~·-\.... : i,\' • ·.-··_; 

COMMERCIAL(:·;·;·,_;,~;~.;.···r~/.-;' .. ;:. ·.3 704'\\i/·'i:;~i3'983 '{··· · .'. ~ ··4 '199 l'·. ·,· · 4 763' ·. ' ' 6 051' · ..... '.::.,:·.::-;:t::i:·r!>//·:.~;: 1 : • .. ·~;r:-,;.~.~.-,_ ·· · ··I ·.y. • · ... : · .. • . ·_· • ... ·· 
OTHER . . · .. :,, ' ..... .-.. , , 1" r, ),'8131.~ ·.·, .. 2,066\.. ·. . 2,064 1.. : 2,154 , . . 2,954 · 

' :;::!i;f/\·/·i:;~:_;':•;, . .-1.1 :·>·.\\'.){ . .''·,·: !.:.: .. ·.. . ;··. .•: .· . 
. ·. -::TorA!J:\.'··, ~///$1'6~573;\ ~:'.'::-~i· St7~109 \·. ': St7,4n' S19,620 ·. · . $22.799 

... (;·.~:2 ~c\i;t~;::·.;,·.~(n.~:.· ··• . · · ·· ·· 
INPATIENT REVENUE:AS ~'OF.TOTAVt'I, :_' :-: 
MEDICARE.·.·:· . .'. ·.· .' ·.· -.-,., .. ·.·; . 37.8i ', .·.:\'·': 36.3$. 

MEDICAID · · ... _' :·: :._. · ._.:;; :. ; ' · .. 8.1 ~:·'··\:.: ·. · 7.7$ . 
BLUE CROSS:. :.;:' .·. ::. :_._.._, .20_.~~~·~ :_ · 20.7$ 
COMMERCIAL'' I';·.·.·.~\ \.; ::. ,.· 22'.4%',', :·'. . 23.3$ 

:.'. ' I ,• '•'.'. ( . IJ' I ;• 

OTHER · ·>;:: · · .:10.9%:<='. 12.1$ 

TOTAL::.-; . .'. 100.0%':.·:· . 100.0$ 
• '' 0 ~.. ·~.\ ~ ... j I ;' : .. , ) .' .': 0 • ! ~ , 1' • ' ': 

REVENUE PE~ ~~1ss'1~~ , : . ·. :. , . ' 
MEDICARE· .. ; '' .. ,· ·,:.::···: ·. · ... $6,70~ i .. 11· .. $6,962: 
MEDICAID · ·= • ;: ,; .... ·. ·• ·. •. , \ • 3,610 l. ·. •.: . 3,835 ~ 

.. ..:· ·!· . . . •··. . 
BLUE CROSS: · ··.: .. '·· ·!·:·(;. 3.477: · ·.• ·' 3,837; 
COMMERCIAL: : .:'.·· . '.' ·.·.:.•;: .. ; 3,579 ,f .• ' ....... 3,621 I 

OTHER 
1 • • • ' • • .. ~· ·' ; • • •• •• 

0
• • • : • t ,' . ; . . • ' . 

• ' '. ' '•' , 
0 

,,-, 
1 

I ', 3,326 ) • 3,140 ° 
; . . ..... . 

• ~ I • ' 
:Jo,OT.Av:< 

...... ·· . 

. : .. ·$4,215 I ~ r 1 

$4,370 
:., .. ', .. ';: .. 

'I '· 

REVENUE PER PATIENT DAY 
MEDICARE $669 $715. 

MEDICAID 589 650 
BLUE CROSS·.· 614 ~ 674. 

COMMERCIAL 641. 690 
OTHER 537 666 

TOTAL $627 S689 

38.1$ 
6.9~ 

19.2$ 
24.0%' 
11.8~ 

100.0$. 

$8,275 1 

4,371. 
4.461; 
4,011 ' 
2,919 

$4,874 

$815 
156 
812 
835 
597 

$781 

36.7~ 

5.2~ 

19.8~ 

24.3~ 

14.0~ 

100.0$ 

$9,072 
5,115 
5.273. 
.4,241 
3.363 

$5,343 

$971 
950 

1,005 
987 
679 

$924 

34.21 
7.51 

18.81 
26.5~ 

13.0$ 

100.0$ 

$10,544 
8,702 
6,249 
5,629 
3,877 

$6,591 

$1.126 
1.315 
1,159 
1.306 

721 

$1.104 

$7,742. $7,680 
1,266. 1,354. 
2,801;. 3.334: 

7,322 ·, 7,324: 
4,152' 3,529' 

$23,284. $23,221 

33.3$ 33.1$ 
5.4$ 5.8$ 

12.0$' 14.4$ 
31.4%. 31.5$ 
17.8$ .15.2$ 

100.0$ 100.0$ 

$10,476 $12,930 
7,154 7,648. 
6,917 10,653 

6,786 7,481 
4,834 5,005. 

$7,145 I $8,389 

$1.276 Sl.531 
1,346 1,701 
1.458 2.202 
1.620 1.818 
1.021 1.002 

$1,329 $1,561 

• ACTUAL DATA FOR CALENDAR YEAR 1985 INCLUDING 7 MONTHS OF PREVIOUS OWNER'S DATA. 

Source: Hospital revenue and statistics rcpons 
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PERCENT 
CHANGE 

.!ill=2! 

.22.5$ ~ < 
0.8$:. 

-3.1$ ~-

97.7$ ; ' 
94.7~ l:' . 

40.1$ 

-12.6% 
-28.1~ 

-30.9$ 
41.1% 
38.9$ 

0.0% 

92.8$ 
111.9$ 
206.3~ 

109.0$ 
50.5% 

96.2% 

128.9% 
188.9$ 
258.8$ 
183.6~ 

86.5% 

148.8$ 
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projected and actual values in the past. 

Internally produced IHS reports also indicate that JH may not 
be competitive, from a charges stand point, when compared to FHS. 
For example, in 1991 JH revenue per patient· day was $1,561. A 

. · review of a 1991 analysis developed by IHS marketing shows that FH 
has an overall average gross revenue per patient day of 

.· approximately $1,495. There may be opportunities to move a select 
FH service to JH if appropriate incentives could be identified and 
if the charges for those services were lower at JH. A continuu~. 

·,· showing the average revenue per patient day by case type at FH is. 
present below. These values will require further analysis to 

, verify there· accuracy and to explore possible options for ~ 
·relocating a service to JH •. 

Average Gross Revenue Per Patient Day 

($) 
PSYCH T-FH SURG 

I 

I I I 
1,000 \ 500 

MED 

KEY: 

T-JH: Total - Jefferson Hospital 

T-FH: Total - Fairfax Hospital 

PSYCH: Fairfax Hospital 

Source: IHS Marketing 

\I 
1,50~ 

1/ ....... 
2,000\ .. 

ll 

T-JH REHAB 

REHAB: Fairfax Hospital 

MED: Fairfax Hospital 

SURG: Fairfax Hospital 

J.APP. 5519 
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Utilization Trends for Outpatient surgery and Emergency 
Room Visits Increased Between 1985 and 1991. While Key 
Ancillary Services Trends Vary Considerably. 

. Exhibit IV, following this page, highlights outpatient 
and key ancillary trends between 1985 and 199i and shows that: 

Emergency room visits increased between 1985 and 1989 but 
declined during 1990 and 1991. overall, ·emergency room 
visits increased by 3.5% between 1985 and 1991 to.10,869. 
This increase in visits may be attributed to JH 1 s ER: 
advertising campaign. 

Admissions generated from the emergency room as a percent·· 
· of total emergency room visits remained relatively 
constant from 1985 through 1988 (at 10.65% and 11.88%,. 
respectively) but have decreased since 1989, and··. 
particularly in 1991 (8.20%). 

Admissions made through the emergency room as a percent 
of total admissions increased from 1985 through 1988 (29% 
to 38%, respectively), however, they decreased from 1989 
through 1991, and again particularly in 1991 (32%). It 
should be noted that JH management has been actively 
negotiating with the City of Alexandria to allow the 
Emergency Medical Services ambulance to use JH. The City 
of Alexandria recently voted against this effort. 

The reduction in patients admitted through the emergency 
room in 1991 as opposed to 1990 is 276. This accounts 
for approximately 56% of JH's total decrease in 
admissions from 3,259 in 1990 to 2,768 in 1991. 

The number of inpatient surgeries has decreased by 44.5% 
between 1985 and 1991 to 935. However, the number of 
inpatient operating room minutes did not change· 

J.APP. 5520 
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EXHIBIT IV 
Inova Hospitals 

TRENDS IN OUTPATIENT AND ANCILLAR~ SERVICES 

~~~ .. i!~:i~:~;~-1~(:~~~-:~~,~z~j;~~'~9~:~~i2~~~t~~:~ ~~·.:~.~;:~~;~~s'i~ :f~tiL~·:~~~~i~~~(*~'.;~~·~~: ... :· .. :1991·:~:; .~.·~·~r:~ 
Equivalc:ct A,dm.i,gioJU 4,607 4,611 4,312 4,496 4,398 4,376 3.~9 -13.8~ 
Adjusted Policat Dey• 31,390 29.240 26.906 26,004 26,262 23,524 21.331 -32.0~ 

Outplli=t Visits: 

ER 10,497 J1,4S4 ' 11.799 11.155 11.544 12.073 10.869 3~~ 
Other 5,185 5,664 5.991 7,441 8,071 7,569 5,634 8.7~ 

TotAl 15,682 17,111 17,790 19.196 20,615 19,642 16.503 5.2~ 

ER Visits Rc:sWtiDg iD 
Admi&siaa 1.118 1.225 .. I.:.W 1.396 1,202 1.167 891 -20.3$ 
$ Resulting La Admit. · 10.7~ . 10.7$. 10.5~ 11.9$ ·. 9.6$ 9.7$. 8.2~ -23.0~ 

ER admits u $ of Toea! 28.8$ .. 31.3$ .. 34.7$. 38.0$ ·. 34.7$ 35.8$ 32.2$. 11.6$ 

lnpalicat Surgeriec 1.686 I .SUi 1,234 1,390 . 1.235 1,053 935 -44.5$ 
IP operating Miaucc.c 121,700 140,000 133,300 146,000 152,400 133,300 117,490 -3.5$ 
Avg. MiDutcs/Surgcty 72 9l 108 JOS 123 127 129 71.1$ 

Outpatic=t Surgeries 970 1,018 1,239 1,682 1,770 1,867 1,748 80.2$ 
OP Opcroting Minute~ 67,100 68,000 83,000 113.000 118,600 130,300 124,610 85.7$ 
Avg. Minutes/Surgery 69 67 61 67 67 70 70 0.5$ 

Total Surgeries 2.656 2,5:4 2,473 3,072 3.005 2.920 2,683 1.0~ 

Total Opcr. Minutes 188.800 208,000 216.300 259,000 271,000 263,600 242.100 28.2$ 
Avg. MinutC5/Surgcry 71 82 87 S4 90 90 90 26.9$ 

OP Surgt.ry ~ ofT otAI 36.5$ 40.2~ 50.1$ 54.8$ 58.9~ 63.9$ 65.2~ 78.4$ 

Anc:Wa.ry: 
l..ab Tcsu IJ9,089 128,419 135,360 141,622 160,250 N/A NIA 34.6~ 

Rcdiology Proc. 17.767 16.837 . 15,839 17,526 17,372 as.sss 14,943 -15.9$ 

Nuclear Mcd. Proc. 886 844 869 840 709 601 551 -37.8~ 

Ultra Sound Proc:. 0 o· 62 94 l2S 246 1.062 
CAT Scans 0 0 0 0 0 0 1.307 
EndoSCDpy Proc. 0 0 0 0 0 271 418 

EK.Gs 5,180 5.196 5.049 5,508 5.120 4,975 4,580 -IJ.6~ 

EEGs/Echo 1,007 1,514 1,169 862 m 1,065 937 -7.0$ 

Cardio-Pul. Proc. 44,712 45,868 44,813 75,699 95,497 17.480. 91,376 104.4~ 

Outpatient Revenue by Payer 
Medicare $364,466 $390,662 $425,391 $661,512 $979.523 $1,144.274 St,t21,4S9 207.7~ 

Mcdic.aid 304.194 234.701 292,085 296,317 380,424 517.863 676,100 122.3~ 

Blue Cross 692.856 818,975 783,158 992,733 1.229,983 1,310.572 1.767,330 155.111 

Commercial 904,504 1,064,545 1,326.918 1,822,735 2.544.329 3,868,649 4,659,142 415.1$ 

Other 687,430 869,949 1,079.169 1,205,428 1.819.933 2.504.149 1.850,969 169.3~ 

TOTAL $2,953,450 $3,428,!32 $3,906,721 $4,978,725 S6,9S4.192 $9,345.507 $10.075.000 241.1$ 

~ Outpatient Revenue by Payor 

Medic.arc: 12.34$ 11.39~ 10.89~ 13.29$ 14.09~ 12.24~ 11.13$ -9.U, 
Mcdic:.aid 10.30$ 8.30$ 7.48$ 5.9511 5.47$ 5.54~ 6.71~ -34.8$ 

Blue Cross 23.46$ 23.&8$ 20.05$ 19.94$ 17.69$ 14.02~ 17.54$ -25.2$ 

Commercial 30.63$ 31.05~ 33.97$ 36.61$ 36.59$ 41.40~ -t6.24$ SI.OS 

Other 23.28$ 25.37~ 27.62~ 24.21$ 26.17~ ~6.80$ 18.3711 -21.1$ 

TOTAL 100.00$ 100.00$ I(X).OO~ 100.00~ 100.00$ 100.00$ 100.00$ 
• Actual data for calendar yc:.ar 1985 including 7 months of prc\·ious owner's dAta. 

J.APP. 5521 
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appreciably between 1985 and 1991. One possible reason 
for this may be an increase in complexity of inpatient 
cases. 

The number of outpatient surgeries has increased by so. 2% 
between 1985 and 1991 to 1,748. Total surgical cases 
remained constant over this same time period. 

Trends in key ancillary services show a significant ... : · 
decline in all services with the exception of Laboratory I .. . 

Cardiopulmonary and Ultrasound services. Nuclear ... ·:. ·! 
Medicine and Radiology services experienced the most. 
significant decline, 37.8% and 15.9%, respectively. '·.·. 
While many hospitals in the nation have seen .an increased· .. ~·· •::; :· · · 
utilization in the.se services there lias :been increasing;.<.:::'··. 
competition in Virginia since reg-ulations requiring 1:; .: : 1., ·. 
medical equipment to be reviewed under certificate of.:~··.> :. ; · ·; · 
need were lifted during 1989. .. .. , ;'!···.~.' 

Exhibit IV also shows trends in outpatient revenue by payor •. ·.!, .··.·: 

The increase in outpatient revenue each year between 1985 and 1991' ·:, .. '.· . 
appears to be primarily the result of price increases an~ the . 
increased volume of outpatient surgery. The .percentage of 
outpatient revenue related to commercial insurance patients 
increased significantly between 1985 and 1991 (30.6% to 46.24% 
respectively). This is yet another area where JH revenue appears 
to be at risk· in the future given the potential discounting by 
third party payors. 

In order to estimate the impact of JH's revenue/c.ost shifting 
to commercial patients, the 1991 commercial insurance revenue was.· 
compared to the related costs and deductions from revenue. Table.·. 
1, below, is a brief analysis of the impact of the commercial'. · .... 
insurance patient population on JH's profitability during 1991: 

Table 1 
Impact of Jefferson Hospital's Revenuejcost Shifting 

Estimated gross revenue 
Less contractual adjustments at 5% 

Est. Net Patient Revenue 

Est. expenses based upon commercial 
revenue to total patient revenue 

ESTIMATED NET PROFIT 

Source: CRB&S and JH Records 

14 

$11,250,000 
562,500 

$10,687,500 

$9.300.000 

$1,387,500 
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·. ::·:- ·.,,._ .. ,.· .. ;-~I.~<~:·.the. patients. at. JH who. are presently covered under 
co~~rc;:al insurance· policies opt· for HMO or PPO coverage, or if 
th~ i: :con\m~rcial' insurance companies request discounts to a cost 

.. b.~s~~··s'I"'(Wl)ic~ is· still' relatively high at JH); much of this profit 
:; ·. wo\il~ t'~i~sappear, leaving JH with a much larger loss overall than it 

.~ ·._ is; .p,rfis~rit.ly/. incu~ring. · 
~ : I •• I :. . ,' • .• , - •• 1 ~ 1
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. ;".: · -_. '/.::;· ('~}/·~~--staffing ~Levels at JH have Changed Dramatically Since the: 
. : i . • I.. : •• ' .... -:·. : • • ::\·,·:·::-. : •. In'c'eption I of:: -the Lease, Due Primarily to a Conscious ,., . 

.. -,::·\. :·::'u.::· Decision• by- IHS ·to Raise staffing to Acceptable Levels .. · 
• 0' i . .:':' .. ~\~':;~{;:,:#, ' ~. . . . :. : .. 

I • • • , : •• ·: • ••• • ' ; ·: : .. :.':\:::,:E~h'ibi t · V ;·~ ·: ~~l~bwihg ·this ·page, presents an analysis· of JH 1 s .· .. 
. . . ·.,· .. staf:t-i~q/~:.t~~nds~·:\1 ··-I.n !.reviewing. these staffing: trends there are!·:, 

:,: ·,. ·. sey~~a~~~.:~i\tportari;t-':p_oipts 'to note: .. 
... ·, · ' .. · · .. :: .. :~.·>·:.;.\'.:'·\\:·~lJJ)·.I;·,(:(':'.r.' .. (/, . .':: .::~ -':'_,.: . . "· · .. 

··~ · .,... :, .. ~.,..?-:.;.,,;:-.. ::,:;'~lstaf~ihg ·levels, salaries and other benefits have been · .. · . 
. . . , · · · ··'· ,· ... ;.:·.~,,.~~:J.ncreasedl since -1985 to the levels found at other IHS · 

.. : ·,.·: · . .'····-._\,:,·f·';>~f.:::··~ospit~~S.!, Implicit in this investment was the belief 
· .. : · · .... :,' ·.~ : .. ~·~) .. "t:h.at. )ly_.: increasing the quality of services at JH the ·. · ,·:'.>J m~.rket _would favorably respond to the changes • 

. . · ·. /5:'<~(:.:_ ·A~(\ decli~ing financial and utilization trends indicate, 
. · ... : .-:.;!;;·(·i the investment in staffing has not, to date, yielded any 

· .. ·. -· .-,.'.';'·: favorable market response. 

- -~- ;·.: ~.-. ·,
1/\<; ... Hours per. patient day on the nursing floors, hours per . . :. . . , :} '. . . . . . . 

·'·, .. ··.· .. ·: _i.::f: ·emergency room v~s~t and per operatl.ng room hours, as 
·· :'.·~- ,:,'_-: well as FTEs per equivalent occupied bed have all 
.. ,· .. ; :J;·::. increased. between 1985 and 1991. 

·,,·: ... -· ·.,.:: .. ! .. 

. . · ·.:·· .... ~::/-.l,\'.:::\ .rrhe nursing areas in particular have shown an increase in 
·. · .·: _: ... ·:man-hours~ There has been an increase from 13 hours 

: , ; , I ; : ~ ·, • ·. ! • , o • • • • • • 

. ·.· ., ~ ... ··.: ·(1985) ·.to approx1.mately 24 hours (1991) of nurs~ng t~me 
-. · _:.· .. ,. ::<-: ... to' perform= one surgical procedure. 
' . . .' . ~ ' l l . ~ . ~ . : . 

'• , o .'• I ,• 

· ·'. { 4 ;·j; _. .A comparison of Physician Inpatient Utilization by 
· ;.;,;· _;_ Subspecialty Between 1988 and 1990 Shows an Increase in 

;.·;'~.·'.the Number of Active Physicians on Staff for the Primary 
: care and surgical Soecial ties and a Decline in the Number 

of Active Physicians for the Medical and "Other" 
Specialties. 
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JTOTALFTEs 

!FTEs/EQUIV AI..ENr I OCCUPIED BED 

:FTEsiEQUIV ALENT . 
l AVERAGE DAILy 
i ADMISSIONS 

~NURSING FTEs 
·IAI~CILLARY FTEs 
iGENERAL SVC. FTEs 
ADMIN FTEs 

FTEsiEQUIV ALENT 
OCCUPIED BED: 

NURSING 
ANCILLARY 
GENERAL SVC. 
ADMIN 

NURSING MANHOURS 
PER PATIENT DAY: 

MEDICALISUROICAL 
RESPITE CARE 
ICU 

PERATlNG ROOM AND 
RECOVERY ROOM MAN­
HOURS PER SURGICAL 

3.1 

21.3 

111.0 

47.7 
47.5 

63.0 

1.29 
0.55 
0.55 
0.73 

5.23 

NIA 

22.21 

10.91 

PERATING ROOM AND 
RECOVERY ROOM MAN­
HOURS PER PROCEDURE 12.92 

NURSING MANHOURS PER 
EMERGENCY ROOM 
VISIT 1.47 

3.5: 

21.9 

115.9 

49.2 
48.4 

63.1 

1.45 
0.61 
0.60 
0.79 

5.80 

N/A 
21.01 

10.50 

14.36 

1.45 

276.6 

3.8 

23.4 

112.9 
48.0 

47.9 

67.8 

1.53 
0.65 
0.65 
0.92 

6.10 

14.72 

22.90 

11.02 

16.06 

1.62 

. EXHIBIT V 
Inova Hospitals 

ANALYSIS OF JH'S STAFFING TRENDS 

318.6 327.6 310.0 

4.1 4.4 5.1 5.3 69.3%. 

24.0 

119.3 
51.6 

53.1 
71.6 

1.67 
0.72 
0.75 
1.00 

6.49 

12.59 
23.40 

11.08 

15.57 

1.79 

26.4 

132.1 
56.2 
57.4 

72.9 

1.84 
0.78 
0.80 
1.01 

7.06 
11.12 
24.53 

12.11 

18.20 

2.45 

27.3 

133.1 
58.8 

59.1 
76.6 

2.07 
0.91 
0.92 

1.19 

7.64. 
13.31 
24.92 

14.96 

22.51 

2.S4 

28.5 

125.7 
55.2 
56.1 
73.0 

2.15 
0.94 
0.96 
1.25 

8.10 

12.27 
26.09 

15.71 

23.64 

3.17 

33.690 

13.290 
15.790 
18.190 
15.9% 

66.590 

70.290 
73.7'/o 
70.490 

55.090 
-16.690 •• 

17.590 

44.0% 

82.990 

116.290 

.• ACTUAL DATA FOR CALENDAR YEAR 19851NCLUD1NG 7 MONTHS OF PREVIOUS OWNER'S DATA . 
.. PERCENT CHANGE FOR 1987 THROUGH )9~1. 

J.APP. 5524 
NOTE: FTEs REPORTED INCLUDE BENEFIT HOURS. 



.~ 

~~~@ 

\ 

.,. __ ) 

Exhibit VI, on the following page, presents a comparison of 
physician activity in 1984, 1988 and 1990. It can be seen that: 

Although the total number of physicians increased for all 
specialty categories between 1984 ~nd 1988, active JH 
physicians practicing in the Medical specialties declined 
from 59 in 1988 to 49 in 1990 and the corresponding 
number of cases declined from 888 to 725. This occurred 
primarily because of the decrease in the number of 
physicians practicing in Cardiology, Gastroenterology,. 
Hematology/Oncology and Neurology specialties. 

The 11 0ther 11 specialties experienced a decline from 26, 
physicians in 198S.to 15 in 1990 and.the corresponding 
number of cases declined from 134 to 52 over the same·. 
time period. This decline in the 110ther" specialties:. 
occurred primarily because of the decline in the number . 
of Podiatrists practicing at JH. 

The number. of Primary Care and Surgical specialty 
physicians has grown considerably since 1984 (from ·2s to 
51 in Primary care and from 29 to 62 in surgical 
specialists), although growth has slowed between 1988 and 
1990. Most of this growth was due to increases in 
Internal Medicine, Family Practice, Orthopedics and ENT. 

(5) Cumulative Operating Losses Since 1985 Total SS.SM. This 
Includes a corporate overhead Allocation of S4.1M. 

Table 2, shown below, summarizes the cumulative cash 
contribution of JH between 1985 and December 31, 1991. It can be. 
seen that cumulative losses at JH, net of corporate overhead· 
allocation, have been $1,351,000. Corporate overhead allocation 
for that time period was $4.1M which results in cumulative losses 
of $5.5M through December 31, 1991'. The actual cost of providing 
the overhead services is less than the actual allocation to JH. 
However, to present the best case implications of removing overhead 
from JH's cumulative losses we deducted all allocated overhead. 

Table 2 
cumulative Cash contribution of JH 1985 - 1991 

cumulative losses through 12/31/91 $ 5,499,000 

Less: Corporate overhead (4,148,000) 

NET LOSS s 1,351,000 

Source: JH Financial Statements 
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EXHIBIT VI 
!nova Hospitals 

PHYSICIAN ACTIVITY BY SUBSPECIALTY 1984, 1988, .AijD 1990 

Primary Care: 

FP and GP 

IM 
GYN 
Pediatrics 

Subtotal 

15 

9 
3 

1 
28 

JMEICJIC.al Specialties: 

440 

159 

17 

96 

712 

$1,592,643 

$613,321 

$49,938 

$176.790 

$2_432,692 

$3,620 

$3,857 

$2,938 

$1.842 

$3,417 

Cardiology 10 422 $1 ,705,231 $4,041 

Gastro 6. 33. $117,303 $3,555 

Hema/Onc. ·1 22 ~ $141,888 $6,449 

lnf. Disease o 0 · $0 $0 

Nephrology 2 24 $151,867 $6,328 

Neurology 3 159 $438,122 $2,755 
Pulmonary 4 .. 124 · s1.2n,soo · $10,306 

Rheumatol 

Subtotal 
1 

27 

1 $21 .449 $21 .449 

785 $3,853,760 $4,909 

· Surgical Specialties: 

General 7 

ENT 4 
Gen.Nascu o 
Neuro 1 

Qphthamol 2 
Orthopedic 7 

Plastic 2 

Thoracic 2 

Urology ~ 

Subtotal 29 

Other Specialties: 

Anesthesia 

Endodontic 

Oral Surger 

PM&R 

Podiatry 

Psychiatry 

Radiology 

Subtotal 

Unknown: 

Subtotal 

1 

1 

7 
1 

_g 
14 

59 

171 

111 

0 

238 

34 

95 

25 

3 
57 

734 

4 

18 

2 

64 
68 

28 

z 
191 

398 

$649,152 

$196,105 

$0 

$725,957 
$118,724 

$347,351 

$147,438 

$4,647 

$135.943 

$2.325,317 

$31,848 

$89,336 

$2,370 

$188,233 

$230,297 

$46,020 

$5,691 

$593,795 

$1,094,945 

TOTAL 157 2,820 $10,300,509 

• Note: Cases= Inpatient Admissions 

Source: JH Hospital Records 

$3,796 

$1,767 

$3,050 

$3,492 

$3,656 

$5,898 

$1,549 

$2,385 

$3,168 

$7,962 

$4,963 

$1,185 

$2,941 

$3,387 

$1,644 

~ 
$3,109 

$2,751 

20 

15 

5 

1 
41 

320 

354 

35 
138 

847 

18 . 417 

11 ·. 78 
7. 38 

2: 7 

30 

$1,622,089 

$2,187,381 

$128,800 

$443.773 
$4,382,043 

$2,802,304 

$5,069 

$6,179 

$3,680 

$3.216 

$5,174 

$6,720 

$532,416 . $6,826 

$327,287 

$63,845 

$154,878 

25. 

21 

4 

1 
51 

14. 

9• 

4 

12 

4 

159 $582,431 
155 . $1,401,096 

$8,613 

$9,121 

$5,163 

$3,663 

$9,039 
$1,942 

$6,613 

5 

2: 

5 
9 

4· 

1 1 
59 

8 
10 

0 
4 

4 

10 

3 
4 

10 

53 

3 

3 

3 

3 
11 

1 

_g 
26 

34 

~ 
888 

307 

210 

0 
362 

10 

160 

72 

15 

58 

1,194 

6 
24 

4 

35 
31 

32 
g 

134 

393 

$7,769 

$5,872,026 

$1,762,833 

$610,724 

$0 

$1,381,305 

49 

$5,742 10 

$2,908 12 

$0 3 

$3,816 3 
$39,368 $3,937 1 

s974,587 $6,091 16 

$287,554 $3,994 . 4 

$174,406 $11,627 3 
$263.040 $4,535 1Q . 

$5,493,817 $4,601 62 

$34,869 

$132,273 

$10,136 

$103,516 

$138,005 

$86,141 

$4,898 

$509,838 

$2,619,368 

$5,812 

$5,511 

$2,534 

$2,958 
$4,452 

S2.692 
$2,449 

$3,805 

$6,665 

2 
3 

2 
2 

5 

1 

Q 

15 

14 

338 

410 

59 

.1Q§ 
913 

357 

72 

71 

26 

24 

112 

62 

1 
725 

293 

125 

44 

294 

5 
369 

50 

15 

53 

1,248 

5 
14 

2 

7 
21 

3 

Q 

52 

221 

$2,101,902 

$2,873,805 

$417,271 

$423.868 

$5,816,846 

$2,381,318 

$608,646 

$646,275 

$217,307 

$156,450 

$516,731 

$868,956 

$1,897 

$5,397,580 

$2,319,779 

$554,531 

$509,241 

$1,690,101 

$26,346 

$2,995,726 

$227,556 

$324,290 

$394,113 

$9,041,683 

$11,981 

$83,025 

$10,841 

$23,843 

$287,248 

$6,507 

!Q 
$423,445 

$1,243,451 

$6,219 
$7,009 
$7,072 
$3.999 
$6,371 

$6,670 
$8,453 
$9,102 
$8,358 
$6,519 
$4,614 

$14,015 
$1.897 
$7;44? 

. $7,917 
$4,436 

$11,574 
. $5,749 
. $5,269 

$8,118 
$4,551 

$21,619 
$7.436 
$7;245 

$2,396 
$5,930 
$5,421 
$3,406 

$13,678 
$2,169 

so 
$8,143 

$5,626 

213 3,456 $1S,sn,092 $5.462 191 3,159 $21,923,005 $6,940 
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(6)· Based on Internal Income ·statements Prepared by jH for 
the Period of 1985 Through 1991, JH has Experienced· 
Increasing losses. 

Table 3, below, is a summary of JH's financial statements from 
1985 through 1991. There are several important points to note: 

From 1985 through 1991, net revenue increased at an 
average rate of 8% per year. However, between 199o·and 
1991, net revenue decreased by 3% primarily because of 
the 15% decline in admissions. This was partially offset· 
by rate increases and adjustments to prior year cost.· ·. 
report settlements for Medicare. · 

Salary and benefit ·expenses increased ·at an average ·rate·.·· 
of 12. 8% per year, largely as a result of upgra~inr;(:'·.· .. 
staffing and salary levels to correspond with. IHS ~ ; .-; 
guidelines. 

Period 
Ending 

12131/85 (*) 

12131/86 

12131/87 

12131/88 

12131189 

12131/90 

12131191 

corporate overhead and other expenses increased at an. 
average rate of 7% per year between 1985 and 1991. 

large annual increases in salary and 
compared to the lower increase in net 
primary reason for JH 1 s· declining 

It appears that the improvements in 
salary levels at JH have not had a 

effect on inpatients utilization. 

In summary, the 
benefit expenses 
revenue is the 
profitability. 
staffing and 
corresponding 

Table 3 

Summary of Historical Income statements 

In OOOs 
Salary& Net 

Net Benefit Corp. Other Total Income 
Revenue Exocnse Overhead ExQg!ses Ex2$!!ses !b2ill 

s 6,258 s 2,511 s 215 s 3,465 s 6,191 s 67 

16,208 6,447 779 8,817 16,043 165 

15,952 7,382 546 9,236 17,164 (1,212) 

18,075 9,533 476 9,713 19,720 (1,637) 

21,856 11,133 497 10,830 22,460 (604) 

24,590 12,205 518 12,025 24,458 (158) 

23.768 12.445 1,050 12.393 25,888 {2,120) 

•s months ended (does not include prior owner's data) 
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Table 4, below, is a summary of JH's cash flow from operations 
since the inception of the lease. It should be noted that: 

JH has had a negative cash flow for every year except 1990 
and if JH had not increased its deQt during 1990 it would 
have shown a negative cash flow during that period as well. 

The total cash requirements for JH of approximately $14.3M 
over the period since the inception of the lease far exceed 
the $5.·5M in losses. 

During· the last four years, JH has required an average·· · 
annual cash subsidy of approximately .$2.8M from IHS. The·. 
majority. of this. subsidy has been used t'o fund capital· 
expenditures at JH. Given JH's physical condition, ;it 
appears that extensive capital expenditures will continue 
to be required, which will cause JH to show future cash 
deficits. 

Table 4 

Summary of JH's cash Flows From Operations Since 1985 

In OOOs 

Net Depreciation & Working Increase 
Period Income Amortization Capital Increase Capital (Decrease) 
Ending ~ Expense E~nditures in Debt Reguirements in Cash 

12/31185 (*) $ 67 $ 253 $ (1, 1Q2) $ 546 $ (742) $ {1,068) 

12/31/86 165 689 (885) 386 (688) (333) 

12/31/87 (1,212) 704 (1,145) 250 (238) (1,641) 

12/31/88 (1,637) 765 (1,410) 230 (315) (2,367) 

12131/89 (604) 896 (4,040) 247 (2,176) (5,677) 

12/31190 (158) 1,261 (2,242) 272 1,127 260 

12/31/91 (2.120) 1.541 (2.259) 307 (903) (3.434) 

Total $(5.499) $ 6.109 $ (]3. 173) $ 2.238 s (3.935) $ (]4.260) 

* 5 months ended (does not include prior owner's data) 
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When one evaluates the historical and projected losses for JH, 
it is important to keep in mind that there. are some collateral 
benefits to other IHS entities related to having JH operate as a part 
of IHS. It is difficult to quantify the value of the collateral 
benefits. At this point, it is ~.lear as to what an appropriate 
dollar value would be since there i~ :rto specific list of the benefits 
JH provides. Although JH is currently providing collateral benefits 
to IHS, the net revenue absorbed by other hospitals within IHS if JH 
were to close would likely. exceed the amount of the collateral 
benefits. This issue may need to be explored further and specific 
information needs to be reviewed if IHS wishes to estimate the 
approximate value of JH's collateral benefits to the system. · 

3. A PRELIMINARY REVIEW OF THE JH FACILITIES AND THE MASTER . 
FACILITY PLAN , COMPLETED BY THE ARCHITECTURAL FIRM OF CANNON AND . 
FAULKNER. INDICATE THAT THE CONDITION OF JH 1 S PHYSICAL PLANT .. 
ITS LOCATION AND LACK OF CONVENIENT ACCESS (INCLUDING LIMITED· 
PARKING) MAY BE THE BIGGEST BARRIERS TO SUCCESS. 

The architectural firm of Cannon and Faulkner (C&F) prepared a 
JH Master Facility Plan for IHS in July, 1989. A preliminary review -
of this master plan, as well as a review of the JH site were recently 
completed by Domenic Pesce, an architect working with NHA. 

(1) A Preliminary Review of JH's Facilities Indicate a Lack of 
Sufficient Space for Certain Services. Poor Patient Access 
and Flow and Serious Physical Constraints, which Limit 
Building_ and Expansion Opportunities. 

Several observations regarding JH's facilities include: 

The site is small relative to its usage needs and there are 
serious physical constraints on and adjacent to the site. 
These constraints limit both site and building expansion 
possibilities. 

Access to the facility is difficult, particularly from King 
Street. It is difficult to find the 11 front door." 

There are opportunities to improve functional relationships 
and access; the appropriate separation of traffic types, 
both internally (e.g., inpatient versus public) and 
externally (e.g., emergency vehicle traffic), does not 
occur. 

It appears that additional space is needed in a number of 
areas. This observation is based on a walking tour of the 
facility and would require further analysis for 
verification. 

From a physical standpoint, the existinq facilities appear 
to be limiting due to minimal floor to floor heights and 
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column bay spacing. 

(2) A Review of the cannon and Faulkner Master Facilities Plan 
Raises Several Questions Regarding the Proposed Projects, 
Time Frames for Implementation of Projects and Space 
Projections Presented in the Plan. 

Initial observations regarding the C&F plan include the 
following: 

The project Schedule for implementation of the C&F Master 
Plan indicates a time frame of over 10 years from the 
establishment of a Master Plan to completion of the final 
project. Apparently due to construction phasing, a number 
of prop~sed projects have lengthy time frames for· 
completion. The most notable include: 

6.75 years for Lobby/Outpatient services 
8.0 years for Emergency 
8.5 years for Surgery/Anesthesiology 
10.5 years for Admitting/Waiting/Consult 
10.5 years for Radiology 

Can IHS afford to wait between 6 and 1.1 years before 
addressing the facility needs. of these services? These 
time frames (mentioned above) do not include any potential 
delays related to the relocation of existing physician 
offices from Level 4 of. the 1978 Buildi~g. currently 
physicians lease this space. 

Regarding C&F's proposed "bandaid" schemes, "bandaid" is a 
misnomer since some of the schemes involve significant 
expansion and/or total replacement of departments. 

In some cases, implementing one of the proposed "bandaid11 

schemes eliminates the opportunity to implement another; . 
hence not all 6 "bandaid'1 projects can be implemented. For 
example, the Lobby/Outpatient and ER/Radiology projects 
hinge on the use of Level 4 of the 1978 Building for 
different purposes. 

Based on C&F's phasing plan, significant capital would be 
invested to relocate departments which are not deemed 
priorities from a revenue standpoint. This includes the 
relocation of Hospital Administration and Medical 
Administration at an estimated cost of $889,680 and the 4 
North Nursing Unit and ICU at an estimated cost of 
$1,468,620. 

Given capital constraints, can IHS afford to spend these 
dollars on non-revenue generating services? Should IHS 
investigate a facility option involving new construction 
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which could minimize the need to relocate existing 
departments, particularly if the Bolling Brook property· 
were acquired? 

In addition to the above, the C&F·phasing plan requires 
$2.36M to relocate functions in order to vacate space for 
an expansion of Radiology. Is there a less costly and more. 
expeditious solution to expanding Radiology (new 
construction perha~s)? 

The C&F plan indicates the reuse of Level 4 of the 1978· 
Building for Administrative and Medical Administration 
offices. Given space constraints, should this space be: 
allocated to non-patient care servlces? Projects that·· . 
require the use of 4 North hinge on the relocation· of 
physicians who currently hold leases on this space • 

Regarding C&F's proposed "High Road" scheme, the proposed. 
location of Medical staff services on the north end of the~· .. 
campus is questionable since it appears that the 11High 
Road" scheme locates the majority of physician offices in­
the Bolling Brook building on the opposite end of the _ 
campus. 

The proposed location for Endoscopy is questionable; IHS 
may want to consider a location adjacent to outpatient 
surgery since this would afford a sharing of prep/recovery 
staff and space. 

It appears that the proposed 3,000 SF lobby.would have to 
conform to the existing floor to floor height on the Second 
Floor (12 1 -8 11 ). This will limit the aesthetic appeal of 
this large important space. IHS may want to consider the 
option of developing the main entrance lobby through new 
construction, particularly if the Bolling Brook property is 
acquired. 

The space projections presented in the C&F Master Plan 
report·appear to have been based on comparisons to other 
hospitals rather than methodologies incorporating actual JH 
volume, staff, equipment, and other space generators. 
Further justification should be provided for JH department 
space projections, particularly given capital constraints. 

C&F recommends a square footage per bed ratio of 1,100 for 
JH. Our experience indicates that this ratio can approach 
1,200 to 1,300 SF per bed for hospitals of similar size and 
scope. 

Several additional issues that should be addressed i~clude: 
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.... ; ... .'~·;~;li.~;~ ... Is.·.the .. purchase of the Bolling Brook property a viable 

:·.;;:·.·:·'.: ... ,/./if.\' option ·given its residential use and large number of 
· • · ••• • .,::·(· ;1;: .;·'·.:'-:·· indi vi.duat owners? 

. ; ..... ·• :':: ·'/,//::.:.', ... . . .. : . .-: . . . . . . . . 
; . . !>·.·,.·:>;:·::·. Given ·the: current lease arrangement, to what extent is IHS · 

... . : ·.·.· •:.;·:.·q··~.f.i.;){!:·:':· ... ~.i,!,~i.ngt.~o.J:i~vest in capital improvements to the existing·.··; 
. :. : :.: ··:···· \:'=.\:·:=,\~·<: ~~{~~~t~1 ·.and\ facilities in order to both rectify curre~t ·. 

. . . ·::.~·:- . ./·[r':> fac·~litY.':' deficiencies and accommodate future strategic. ' 
.·. ·. ·.:'· · · ·.: .:::.;.::~=::.·;~·~./~/~· initiatiyes?..' · 

.. l .. ·.\.; .: .... ,·,::'.!.:',;~/;·: .. : .·.;<.: ... :.: · .... 1:.: ·~·>:~· .· . . . . . . . ._:,·:·:·::'.··. 
· ,; . :.·::.,.-:.I·.':'~·~J,·;(' 1·:·:· ... Ho:w~· sens+t-J.ve· J.s: the· JH pat1.ent populat1.on to sJ.te and:,.· •. · .. ·. 

: i, .. · ·. , .. ::!.·\:~~·.)iJ,).:.· .. \\ fa.cil~:tYtC::ondii;ions? · To what extent will site and facility,·. · · 
· ·: ·· ·· .~ .. ·;_: ... ··.:· .. ~;./:,.~\;.':·iinprovem~hts· help ·to generate increased patient volume and 

. "\ ::. 
,; ..... ... -. _,. 

) 

:. =:·/:··:· .. /,·. ass6ciated':revenue? Were these questions/criteria applied::' 
.·< ··:.:·1:·;':·:\:,.::. to·,·:the: C&F.·Master. Plan? :: 

.. ' . : :. ! .. :. >; : ! l! : [i':\~<: ,:1·: ' . : i : :'/1.[; .. : > : . ;: ·: .. ·, :, . '.: : . . . 
. ·~.··.'..l:':.· 'C&FJ·recommended that JH urgently needs a solution to its 

·:.;·:·:-; ... pa~~ingi .. situation noting, in particular, that JH 'has an 
'· .<.'<.~.·.•,, inadequate ·number of parking spaces. However, in a meeting 

~.·,· .. ··.:-,.f:.:··with·. Mr~·. ·Venable on January 10, 1992, he stated that a 
... ·:: .·} ~. recent parking study indicated that the number of spaces 

:;: .. :currently provided on the JH site is adequate. .. ·.: . 

.. ;.· .• ,.·,-,,·:.~~Was· .. the · C&F plan tested against Zoning Ordinance 
··:,,:,\~.~.i·.l;: reqU.irements? It would appear that. a zoning analysis 

. -< : .. :.' .. 1·• 
1 •. should be· performed for the JH site to determine site and 

· . :.';-'·:· .. /:;·facility .capacity and the extent to which JH is in variance 
·.··'.<: . ...;;~··to·~ the :ordinance. A similar analysis should be performed.· 

·. :· .. i, ;·:·~·,·.,-.·.·on·, the· Bolling Brook site if the acquisition of this site 
.. ..,::,;;:

1/;·.·is: a. consideration. 
. . ~. ~- . . .. :- . 

. · · · ... ~'.:/)~./i;How;will 1 the proposed ramp at the North Beauregard and King 
. . .r.··...- <·.,Street intersection impact access to the JH site? 

·l; ;· ;··' • 

. :· .. '1::'. . 
. ··:;;: The C&F construction cost estimate for the proposed 

, •·. ··: ... 11 bandaid" ·schemes is $9,746,002. The C&F construction cost 
·,.···.estimate for the 11High Road" scheme is estimated at 

$40,537,442 including the purchase and subsequent 
development of Bolling Brook. This estimate appears to 
exclude a number of 11project11 cost items such as 
professional fees, equipment costs, financing, etc. The 
actual "project" cost could be 25% to 100% higher than the 
anticipated construction/renovation cost. 

C&F added 10% to their construction cost estimate to 
account for escalation over a two year period. How do they 
account for cost escalation related to projects slated for 
completion in 5 to 10 years as indicated on their ~reject 
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Schedule? Hence, given the lengthy time· frame for 
implementation, is the C&F cost estimate realistic? 

A REVIEW OF KEY MARKET INDICATORS REVEALS THAT THERE IS LIMITED 
POPULATION GROWTH PROJECTED IN JH'S MARKET AREA AND JH APPEARS 
TO BE LOSING MARKET SHARE. 

Most recent data available were used to conduct this analysis, 
however, for many statistics .(e.g., market share and m~rke~ use ra~e) 
data were not available beyond 1988 estimates. This analysis reviews 
the results of prior IHS and JH market studies, key market indicators 
and. current demographic trends. Even with limited data, key 
indicators can be used to estimate market share. 

· (1) During 1991. JH has Drawn Fewer Inpatients From A Larger·.: 
Geographic Area Than in 1986. 

The 1991 market area for JH was defined on the basis of inpatient· 
. resideBce by zip code. Admissions by zip code for the period of 
January 1, 1991 through December 31, 1991 were supplied by JH. These _ 
data were used to delineate JH's primary and·secondary market. A 
total of 2, 768 admissions to JH were recorded during 1991. · These -
admissions were divided by zip code into primary, secondary and 
"other" market areas to identify those generating the most inpatient 
admissions. 

The primary market represents those zip code areas in which JH 
derives the first 50% of its admissions. The secondary market 
represents those zip code areas that make up the next 25% of JH's 
cumulative admissions and the "other" market area represents the 
remaining zip code areas from which JH generates it admissions. · 

Exhibit VII, on the following page, presents a map of JH' s . 
primary and secondary markets for 1991. It should be noted that: 

The primary market area consists of 12 zip codes. 
area provided 1,399 admissions during 1991. 

This · 

The secondary market area is comprised of 20 zip codes and 
it provided 607 admissions during 1991. 

The "other" market area and areas outside of the market 
consist of zip code areas providing less than 0.7% each of 
total JH admissions. This area provided 762 admissions 
during 1991. 

A comparison between 1991 admissions and actual 1986 
admissions suggests a decline in JH • s admissions 
originating from the primary market. During 1991, JH 
received 798 fewer patients from this primary area than in 
1986. 
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EXHIBIT VII 
!nova Hospitals 

MAP OF JH PRIMARY AND SECONDARY MARKETS, 1991 

- Primary Market 

f?'.@M Secondary Market 

26 

Aru Hospitals: 

2. Arlington 
3. Fairfax 
4. HCA Dominion 
5. Mt. Vernon 
6. National Orthopaedic 
7. No. Virginie Doctors 
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Appendix A, following this report, contains detailed zip code 
information for JH's 1986 market areas. 

(2) Projected Demographic Trends. Between 1991 and 1996. for 
JH's Primary and Secondary Service· Areas Indicate Little 
Change in the Distribution of Population Across Age 
Cohorts, With Slower Population Growth in the Primary 
Market Area than·that for the Northern Virginia Area. 

one of the many factors that can influence future changes in 
demand for services is an underlying population increase or decrease. 
It is also important to evaluate the projected age profile of the 

· population because an increase in the portion of the elderly. 
pop~lation could potentially· increase healthcare demand. 

Exhibit VIII, on the following page, presents demographic 
··proj~ctions for JH's primary ~nd secondary market areas for 1991 and 

1996. It can be seen that: 

Total population in the primary market area is projected to 
increase from 298,040 in 1991 to 315,623 in 1996 -- an 
increase of only 5.9% for the period between 1991 to 1996 •. 

Total population in the secondary market area is projected 
to increase by 9. 5% over the same time period and is 
projected to increase from 494,143 in 1991 to 541,184 in 
1996.· Population increases for the period of 1991-1996 are 
projected to be 10.1% for the Northern Virginia region -­
An area consisting of Alexandria, Arlington and Fait;fax 
counties. 

The projected age distribution in JH's market areas does 
not show a major increase or decrease in proportion or 
distribution of population across age cohorts between 1991 
and 1996. This suggests limited changes in the age· 
composition of the population in these areas. 

The top five zip code areas with the highest percentage 
population growth in the region between 1980 and 1990 are 
identified below. None of these areas are located in JH's 
market area. 

Herndon (22094) 1,465.0 ~ 0 

Centreville (22020) 314.2 ~ 0 

Occoquan (22125) 309.1 % 
Newington (22122) 264 .. 1 ~ 0 

Fairfax (22039) 220.4 % 

(3) Total Market Inpatient Acute care Demand Projections for 
JH's Primary and Secondary Market Areas suggest that Total 
Primary Market Area Admissions May.Show a Modest Increase 
of 5.9% Between 1991 and 1996. 

J.APP. 5535. 

27 



@ . 
. . . -

EXHIBIT VIII 
!nova Hospitals 

JH MARKET DEMOGRAPHIC PROJECTIONS FOR.199l AND 1996 
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Exhibit IX~ on the following page, shows projected inpatient 
admissio.ns for. the ·JH .market in 1991 and 1996. It is always difficult· 
to project. admissions for a given market with any certainty. This is 
even more;true when there is .only limited information available. This 
attemp~.to,project total:market admissions assumes that total demand. 
is a··functlon·of'identifiable causal factors. Any given region will· 

· ,... have.~a\spe.cific:use!rate·-- one that reflects many .. variables including· 
·. not ·only/the·hea~th status or general socioeconomic conditions of the: 

population; . but also. differences in the tendency of physicians _to: .. 
.. ..... ': ';··. hospita.li'z'e.~-patients·:.~_ndithe level of.managed care penetration. · 

'·.·: ; .. · . · ·t~-:~·~hi~;6~~~:;·,·:it~~~~··.~arket demand for 1991 through 1996 is bas~di·_:: · 
···' ··· ... on hi~t~ri~~l1 .estiinat:es.ta~d'projected use rates •. These use. rates are,<·.· 

· ;<:· ·.·. ·. base~lon·l~p_e·~n~r\.'·c;>f<'.admissions per 1000 population observed in the:·/::· 
· ., :··· ...... JH:market ... area •. --:.current.year acute care use rate, information· is not·.··>.··:·:· 

·· · · :: ... :·.! ..... availa~~~rih._tVl~gihia.: .. )However, estimates of acute.care use rates for:···· 
, · ... :· prior·.\·':Years.\\aridi.!projected·· years were developed by IHS. These use·.~· 
.. ··rates•:·we~.~'.:,'b~sed;_·qn: population estimates for JH's primary and .. 

. . ·.-' . !. • • secondary/ m~.r~et~ i in: ·1988.. . This population base is similar to that 
:· ,.···· .. current'lyise~vedl.by:'JH~,:·These studies were developed using data from 

the "Washingtori Area .Hospital Discharge Database11 and were conducted 

) 

by IHS ~n!1~88,. concluding that: · 

· The· annual~· inpatient use rate for the population residing 
.in· the~· 1988 JH market area ranged from 103 to 105 

,. c:l~ission_s per 1000 population. 

· · .. The 1993 use· rate for the population residing in the 1988 
· · JH .market area was projected to be 103 admissions per 1, ooo 

· p~pulation. . . . · 
• , I 

:For .... pueyoses '.·of ·this study, total market acute care demand was · 
· calculated·. by_ applying IHS developed use rates to the market 
· population"·estiinates and projections. The 1991 and 1996 acute care 
admission1projections.are based on IHS's projected 1993 use rate (103 
admissionsi: per. 1000 population). The 1996 projections could be 
considered:. ·optimistic since use rates are declining in many parts of 
the countey. ·. The use rates used to project demand in the market were 
compared·,to those actually observed in Prince George's and Montgomery 
counties,in Maryland for validation purposes. This review suggests 
that 103-admissions per 1,000 population was a reasonable estimate. 
These data sugqest: 

Total primary market area admissions are projected to 
increase by 5.9%, from 30,698 in 1991 to 32,509 in 1996. 

Total secondary market area admissions are projected to 
increase by 9.5%, from 50,897 in 1991 to 55,742 in 1996. 
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EXHIBIT IX 
Inova Hospitals 

PROJECTED TOTAL INPATIENT MARKET ADMISSIONS 

.;-~:~~~~~w'C: -:.:· ... .. ,,::~ v· . .~. \ · ..... :: .(. =.~..,::.-.· .. ·.~:=;<- ... '=·-·* ~·:,:;-~ .: .. .::.h:~ -16·~.?,-..:! ;~ -.·.~~·S:·~.r;.::.'lo..:.::..;~ .. ~~;:=, 
?~::~· -~~:ttFF£RSON HOSPITAL TOTAL MARKEr AREA. ADMISSIOHS~~~~.~.~~~B-~ 

Total Mari:.ct T ocaJ Market 
Admis&ioDI "Aclmissioaa 

·1-.--Populatioa---/ /-.Acute cue--/ Pcrceftl Clwagc 

1991 1996 1991 1996 1991-1996 
22304 Alcxudria . 31.180 28.995 3.212 2.986 -7.01$ 
22204 Arlmgtoa ~.545 40,930 4.176 4,216 0.95$ 
22314 IJcuadria 22.317. 22.905 ·, 2.299 2,359 2.63~ 

22041 F.Ua Cburc:h 20.102. 21.178 ; 2,071 2,181 5.35$ 
! 22311 IJCUJidria, 12.524 ; ' ·. 12,879 ; 1.290 I 1.327 2.83$ 

: 
'. 22305 Alc:wadria· 13.153 14.314 . 1.355 1,474 8.83~ 

22206 ArliDgcoa 17.399 .. 17.855: 1,792 1,839 2.62$ 
22312 Alcxudria- 22.414 23.237 2.309 2,393 3.67$ 
22301 Aleuadria 11,264 . 11.500 1.160 1,185 2.10$. 
22302 IJeuadria. 14.271 . 15.776 . 1.470 1.625 10.55$ 
22310 AJCUDdria 42.416 53,411 4,369 5.501 25.92$ 
22003 ~c S0.4S5 52.643 5.191 5,422 4.34$ 

SUBTOTAL 298.040 315,623 30,698 32,509 5.90$ 

22306 Alex&Ddria 26.247 27,754 2.703 2,859 5.14$ 
22309 Alex&Ddria 27,324 29,m 2.814 3,067 8.98$ 
22042. Falh Church 28.&82 30,472 2,975 3.139 5.51$ 
22303 IJCX&Ddria 12.562 13,246 1,294 1,364 5.44$ 
22202. ArliDpa 16.459 16,868 1,695 1,737 2.48$ 
22015 Burke 39,8Sl 41,779 4.105 4.303 4.84$ 
22150 SprinsracJd 18.159 18,803 1.870 1,937 3.55,; 
22152 spnosrsdd 27.101 28.523 2,791 2.938 5.25$ 
22151 SpriDgraeJd 16.185 16.542 1.667 1,704 2.21C.C 
22207 ArliD~ 30,003 29,916 3,090 3,081 -o.29$ 
22079 Lortoo 15.393 19.592. 1,585 2.018 27.28$ 
22203 ArliDgtoa 13.804 14.045 1.422 1,447 1.75~ 

22043 Falla Cbureb 20.426 23,157 2,104 2.385 13.37~ 

22032 fairfu 29.165 30,999 3,066 3.193 4.155 
22044 Fall& Church 11.277 11,751 1.162 1.210 4.20$ 
22193 Dale City 47,397 60,608 4.882 6.243 27.17$ 
2:2192 Wooclbridg~ 35,450 41.745 3.651 4,300 17.76$ 
2:2180 Viaw. 21.917 24,277 2.257 2.501 10.77$ 
22201 Arlingtoa. 21.479 23,751 2.212 2,446 10.58$ 
2:2153 SpriDgfidd 34,461 37.579 3,549 3,871 9.05$ 

SUBTOTAL 494.143 541.184 50.897 55,742 9.52$ 

20019 Washington 63,800 61,197 6,571 6,303 -4.08$ 
22101 Mcl.caA 31.290 34.199 3.223 3,522 9..30$ 
22110 sc.crtinz 3!.088 41,608 3.S23 4.2!6 9.24$ 
20744 Fort Wasb.ingtoo 43.623 46.421 4.493 4,781 6.41$ 
22046 Fall& Church 12.736 12.822 1.312 1.321 0.68$ 
22191 Woodbridge 30.428 35.193 3,134 3.625 JS.66$ 
22554 Stafford 34,649 47.902 3.569 4,934 38.25$ 
22110 M&n.UIU 60.151 71.985 6.196 7,414 19.67$ 
22020 Cc:l\trCVille 38.246 53,916 3,939 5,553 410.91$ 

22031 Falrfu 22.759 23.509 2.344 2.421 3.30$ 
22205 • A;rlingtOD 16.000 15.861 1.648 1,634 -o.87$ 

SUBTOTAL 391.170 444.613 40.352 45.195 13.49$ 
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Although total acute care market demand projections are based on 
use rate assumptions and not actual rates, these projections can be 
used as a preliminary means of establishing a "baseline" market 
scenario. It is important to note that this methodology for 
projecting demand is based on many significant assumptions concerning_ 
the future. Some of these are listed below: 

Population will grow as projected in Exhibit VIII • 

Market use rate remains constant, at 103 admissions per· 
1000 population between 1991 and 1996·. · 

Average length of stay (ALOS) is projected to remain 
constant for JH through 1996 while many hospitals with: 
rehabilitation, psychiatry, obstetrics, and other services. 
are experiencing a decrease in LOS. · 

• All other factors that could impact market demand for. 
inpatient care will remain constant. 

(4) Estimates for 1991 Suggest that JH Has Exoerienced a -
Significant Decline in Market Share Since 1988. 

Exhibit X, on the following page, shows JH'~ estimated and 
projected market share for 1991 and 1996, respectively. It can be seen 
that: 

1991 market share for JH is estimated at 4.5% for the total 
primary market area and 1.2% in the secondary market area. 

Use rates and market share are assumed to remain constant 
in the primary, secondary and "other" areas in order 
to project 1996 JH admissions. By holding the current 
level of market share constant, these projections show the · 
effect that population growth may have on JH admissions. 

Admissions to JH from zip code areas outside of the JH 
market are assumed to continue to decline by approximately 
20% between 1991 and 1996. This decline follows past 
trends and assumes JH will continue to find it increasingly 
difficult to attract patients from areas outside of the 
market. 

A comparison of JH's 1985 market share and 1988 market share 
estimates is also presented in Appendix B. This Appendix provides a 
sharp contrast to Exhibit X and shows that JH has experienced a 
decline in market share in both the primary and secondary market areas 
when compared to 1991 results. The same IHS study used to estimate 
JH's market area use rates in 1988 was also used to estimate JH's 
historical inpatient market share. These IHS estimates indicated that 
JH had the following market share results in 1988: 
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EXHIBIT X. 
Inova Hospitals 

JH TOTAL MARKET SHARE PROJECTI~N~ ~991 - 1996 

Elt. ... · ~ 
.. . I'Jaj. hoJ . 

1991 :·:··.~- 1991 ·:,:· ._..,_ ... "1996 : 
1996 BASEI..J:NE SCEN.ARJO 

... .. 
market lbaro ·• *!Waaical m:uk.ct·~ .admla:iou 

PRIMARY 22304 AJCUDdri& 6.1~ 198 6.2$ 184 

~ 2220' Atlingtora 4.4~ 1!5 4.4$ 1!7 
22314 Al=acdria 7.45' 169 7.4$ 173 
22041 Falls Cburch 7.1~ ISO 7.1$ lSI 
22311 Alelt&Ddria 9.3$ 120 9.3$ 124 

22305 AlCJADdria 7.8$ JOS 7.1~ lJ4 
22l06 Arlington 5.3~ 95 5.3~ 97 
22312. AlCJADdria 3.7$ as 3.7$ 88 
22301 AlCJADClria 6.8~ 79 6.8$ 80 
22302. AICUDdria 5.6~ 83 5.6~ 92 
22.310 Alcxadria t.SS 67' 1.5$ 84 

22003 Amwadale 1.2$ 63 1.1$ 66 

:;~!!1, .. 
"' 

~ .-... 

SECONDARY 22306 Alcu.Ddria 2.0$ S4 2.0$ S7 
MARKET 22309 Alcuadria 1.6$. 46 1.6$ so 

22042 Falls Church 1.4$ 42 1.4$ 44 

22303 Alc:a:.~mclria 2.9$ 37 2.9$ 39 
22202 Arlingtoc 1.7$ 29 1.7$ 30 
22015 Burke 0.9$ 36 0.9$ 38 
22150 Spriragficld 1.6$ 30 1.6$ 31 
22152 Spingfidd 1.2$ 33 1.2$ 35 
22151 sprira8racJd 1.7$ 2!. 1.7$ 29 
%2207 MiAgcoD 0.9$ 27 0.9$ 27 
22079 LortoD 1.8$ 2! 1.1$ 36 
22203 ArlingtOD 2.0$ 29 2.0$ 30 
22043 Falls Church 1.2$ 26 1.2$ 29 
22032 Fairfu 0.7$ 22 0.7$ 23 
22044 Fall& Church 2.9$ 34 2.9$ 

.. 
JS 

22193 Dale Cily O.S$ 22 0.5$ 
.. 
2! 

22192 Woodbridsc 0.6$ 21 0.6$ 2S 
22180 Viczma 0.9$ 20 0.9$ 22 
22201 Arlinpll 1.0~ 22 t.O$ 24 
22153 Spriragficld 0.6$ 21 0.6$ 23 

~~~~ 
~. 

l'OT~~~~~~~~s~· .. .. 

·omER· 20019 Washington 0.3$ l8 0.3$ 17 

~ 22101 Mcl...c.&m 0.6$ 18 0.6$ 20 
22170 Sterling 0.4$ 16 0.4$ 17 
20744 Fort Washington 0.4$ 16 0.4$ 17 
22046 Falls Church 1.3$ 17 1.3$ 17 
22191 Woodbridge 0.6$ 20 0.6$ 23 
22554 St.affor4 0.4$ 14 0.4$ 19 
22110 M&n&S~U 0.2$ 14 0.2$ 17 
22020 C=~ille 0.4$ 16 0.4$ 23 
22031 Fairfax 0.6$ 13 0.6$ 13 
mos Arlin £teD 0.7$ 12 0.7$ 12 

· ·: .:":~~.:<:".<:"i'.>:;: ·::.<.·;·?:~.:;-~J~':'J{:f;·:;· ~I U IAl.. . ·:·:·.::::;; ·,"U.4 -.·:'<J:irS:;; .. ~;.;c· .· J _!4.~:!.~,~~:~<.;:<,.~·;,i::~.4 ... :S'J,~~<:)i:r,,~;:.,~ · 

~AS OUTSlD£ MARKET saa 470.4 

~· .:! •• ~~:$:.$::~~~~:.~:~·i.~:{~-f;fJ£~~~t~§~~·.TOT ALS .:~(<::"~l;:~:.;:·.i::::;74~~~~~j:i .. ~76S ~-rut.~:ft(?faf::~~~~~"\;-2.769 · 
Note: Assume& 1991 usc r&l~ of 103 pc:r 1000 Pop.&. 

AuiiJ:9CI 1996 \lac rat~ or 103 pc:r 1000 Pop. 
J.APP. 5540 

Source: NPDC. lHS ud JH Manag=ac:nc 



c:-' .... 
<:Jj/ 

An 8% market share within the primary market area. 

A 3% Market Share within the secondary market area. 

5. DURING RECENT YEARS, JH HAS FACED INCREASING COMPETITION IN A·).· 
MARKET WITH EXCESS CAPACITY, SUGGESTING THAT JH IS NOT A NEEDED: .. 
HOSPITAL 

... ·: 

Projected JH inpatient utilization may remain stable if use rates· 
and market share remain constant and population increases as expected; .. 
as a "baseline" market scenario and sensi ti vi ty analyses are discus'sed!:.. 
below. · · · 

' ' 

(l) Statistics for 1990, Indicate tha~ JH' s Primarv and··J··· .. ·. 
Secondary Services 'Areas overlap with Other IHS Hospitals._< · · · 

t ' ., 

Exhibit XI, on the following page, presents a map that shows , .. · .· .' 
those: few portions of JH's primary and secondary market area which are· .. · 
also not included in other IHS members• service areas. JH faces a:· 

. significant overlap in the service areas of other IHS hospitals and1> 
also competes for a similar patient pool with nearby non-IHSl·.· 
hospitals. In reviewing this 1990 service area overlap there are 
several important points to note: · 

Only six of ten zip codes in JH's primary market did not 
overlap with other IHS hospitals' service areas. 

Only five of 27 zip codes in JH's secondary market did not 
overlap with other IHS hospitals' service areas. 

Two of the six JH primary market area zip codes without IHS: 
service area overlap have competing hospitals located'·. 
within their boundaries. 

One of the five JH secondary market area zip codes without· 
IHS overlap contains a competing hospital. 

These findings all point to a narrow market with multiple· 
competitors. 

(See Appendix c for a detailed description by zip code of 1990 
IHS's market overlap based on JH's primary and secondary markets.) 

{2) JH May Not Be a Needed Hospital in that All Nearbv 
Competitors Have Unused Bed capacity that Contributes to 
Increasing Competition for Both Inpatient and Outpatient 
Services in JH's Market. 

When evaluating the competitive intensity of JH's primary and 
secondary market areas, it is important to consider the number and 
occupancy levels of competitors. JH' s market area contains five acute 
care hospitals all of which have excess capacity reflected in their 
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. . . ~ ! ~ ' . EXHIBIT XI :_. 

_I.. · • !nova Hospitals 
: . MARKET: AREAS 1

• WITHOUT I OVERLAP FROM . IHS. MEMBER I s SERVICE. AREAS 
; . : ·.. ( ... : . . ' . . 

_:,·.·.···: 
·I • .:· .... 

'. t!:; # •• 

~ •: ·~ ·. :I ·:<• \' ' ;: I • 

· .. :{.· .· ... 

. : . ~ 
:- ••••••••• ,• 0 

: : ~ • I ' ; :. /_: •: i :: i : . 

.· \. 

Primary Market 1990 without FHS overlap 
Secondary Market 1990.without FHS overlap 

Area Hospitals: 

*Jefferson Hospital 

1 • Alexandria 
2. Arlington 
3. Fairfax 
4. HCA Dominion 
5. Mt. Vernon 
6. National Orthopaedic 
7. No. Virginia Doctors 
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to 64%. Although not located in JH's market, Arlington Hospital is 
located in a zip code area that is surrounded by JH • s secondary 
service area. If total inpatient demand declines in the future, these 
providers will likely pursue tactics to gain market share and sustain 
occupancy. There are several strategies currently being employed by 
these nearby competitor hospitals as described.below: 

. .. 

Alexandria Hospital has been focusing on competing for 
General Medical/Surgical services and has specialized in 
cancer care and Benavioral Health. Reportedly, they have 
plans f?r expansion. 

Arlington Hospital has been pursuing arrangements with 
· managed care payors and is reported to have 85 contracts. 

Mount Vernon Hospital has been providing extensive: 
Rehabilitation services and is attempting to expand.general 
acute inpatient and outpatient care. 

National Orthopedic and Rehabilitation Hospital has 
reportedly been attempting to create a unique 
"differentiated" position for provid;i.ng Orthopedic services _ 
and is also expanding services beyond orthopedics. 

Northern Virginia Doctors Hospital had been a~tempting to 
agqressively establish a "captive market" through 
participation in the Kaiser HMO while remaining focused on 
acute medical/surgical inpatient care and not trying. to 
specialize. Recently their contract with Kaiser was not 
renewed and it has been suggested that they abandon this 
strategy. 

The data available to calculate 1990 JH market area bed need 
consists of historical occupancy data supplied by IHS as presented in 
Exhibit XII, following this page. It can be seen that: 

There were 423 beds, or {35%) of the 1,210 licensed beds in 
the market, that could be described as excess. It is 
interesting to note that 423 excess beds represents 
approximately 3.5 hospitals the size of JH (120 licensed 
beds). 

Given these data, it could be asserted that JH is not a 
needed hospital and that this market would not be adversely 
affected if JH were closed. 

(3) A "Baseline" Market Scenario Indicates JH Inpatient 
Admissions may Remain Flat during the Next Five Years if 
Both Market Use Rate and JH 1 s Market Share Remain Constant 
and Population Increases. 

A "baseline" scenario was developed to project JH admissions and 
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EXHIBIT XII 
!nova Hospitals 

EXCESS BEDS IN JH MARKET 

HOSPITAL 

NAME 

NOVA · NATIONAL MOUNT 

DOCTORS ALEXANDRIA ORTHO. VERNON JEFFERSON TOTAL 

AVGDAILY 
CENSUS: 

1985 
1986 

1987 

1988 

1989 
1990• 

1989 LICENSED BEDS 
1989 STAFFED BEDS 

II OCCI!P ANCY 
LICENSED BEDS 

1985 

1986 

1987 
1988 

1989 

1990 

1990 OCCUPIED BEDS 

1990 OCC. PLUS SAFETY STACK •• 

1990 EXCESS BEDS 

EXCESS BEDS AS A PERCENT OF 

LICENSED BEDS 

• 1991 AHA Guide 

110. 255 
106 263 

118 2.59 

118· 274. 

104 257 

106 262 

267 414 

211 352 

41.2% 61.6% 

39.7% 63.5% 

44.290 62.690 
44.2%. 66.2% 

39.0% 62.1% 

39.7% 63.3% 

•• Safety ~k achieves 80~ occupancy at averAge daily census. 

Source: IHS ANALYSIS. NHA 

36 

94· 
94 
91 . 
80; 

79 
64 

174 
140 

54.0% 

54.0% 

52.390 
46.0%'· 

45.4%. 

36.890 

145 . 72. 616 
166 68 697 

157 61 686 
168 59 699 
120 63 623 
151 47 630 

235 120 1.210 
211 120 1.034 

61.790 60.0% 55.9$ 

70.6% 56.7% 51.6$ 
66.8% 50.8% 56.790 

71.5% 49.2%. 57.8$ 

51.1% 52.590 51.5$ 

64.3% 39.2% 52.190 

ill 47 630 

59 787 

it 423 
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average daily census (ADC) for 1991 through 2005 and is presented in 
Table 5, below. This analysis shows the potential impact of 
population growth on JH • s utilization. It assumes constant market use. 

·rates (~OJ admissions per 1000 population) and current market share .. 
levels (4.6% and 1.2% in the primary and secondary markets,. 
respectively) during future years. Given histqrical trends one could. 
argue this scenario is somewhat optimistic. This analysis also . 
underscores the limited impact that population growth in JH 1 s market. 
may have on total JH admissions between 1991 and 1996. Furthermore,· 
this projection also assumes that population levels, in the· JH market, 
will remain constant from · 1996 through 2005 since nq relia:Qle ,. 
projections are available for this period. The baseline scenario: 
indicates little growth in future annual inpatient admissions or Aoc· 
over t~e next five years. 

Table 5 
"Baseline" Projected JH Admissions·and ADC By Year 

A~issions 

!!.U. 1992 ll.ll 1994 1995 1996. -~ 

2,768 2,768 2,768 2,769 2,769 2,769 2,769 

ADC 41 41 41 41 41 41 41 

source: NHA 

(4} Based on JH 1 s current Payor Mix and Expenses. an ADC of 
APProximately 61 Patients Would Be Reauire to Breakeven 
During 1991. 

Table 6, on the next page, shows the calculation u~ed to estimate 
the ADC necessary for JH to breakeven in 1991. It is important.to 
note that: · 

An additional average daily census of 20 patients would 
have been required for JH to b~eakeven in 1991. 

The ADC required to breakeven in the future will likely· 
increase each year due to a potential conversion of 
commercial patients to managed care coverage. This 
conversion will cause JH's net revenue per patient day to 
increase at a slower rate than it has in the past because 
HMOs will require discount that are not currently being 
granted to commer~ial insurance companies. Additionally, 
payments for Medicare and Medicaid will not increase at the 
rate of inflation that JH will experience for salaries, 
supplies, and other expenses. It is estimated that the 
breakeven point for JH in terms of average daily census 
will increase at the rate of one to two additional patients 
each year in the future. 
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Table 6 

Breakeven Analysis {ADC) 

JH loss during 1991 $ 2,120,000 
Average net revenue per patient 

day in 1991 $ 1,104 
Less marginal expenses per 
patient day 

Net profit per additional 
patient day 

(810) 

$ 285 285 

Additional patient days required to break even 
during 1991 7,439 

365 
Additional average daily census required to 

break even during 1991 

Actu~l average daily census during 1991 

TOTAL AVERAGE DAILY CENSUS 
REQUIRED TO BREAK EVEN IN 1991 

20 

41 

61 

(5} sensitivity Analyses Indicate That JH's ADC Could Range 
From 39 to 56 by 1996, Depending Upon Assumptions Used to 
Proiect Changes in JH 1 s Market Use Ra~es and Market Share. 

sensitivity analyses were developed to demonstrate the impact a 
decline in use rates may have on total JH admissions and ADC. These 
analysis uses the same methodology as .described in the "baseline. 
scenario" but also factors the following assumptions:· 

Sensitivity CAl -- A 2.5% decline in use rate from 
1991 to 100.4 in 1996. This decline is projected to 
19 9 6 total JH admissions to 2 , 711 -- a decline 
admissions from baseline projections. Under 
conditions, ADC would be 40 in 1996. 

103 in· 
reduce. 
of 57.· 
these· 

Sensitivity CBl -- A s.o% decline in use rates is from 103 
in 1991 to 97.9 in 1996. This decline is projected to 
reduce 1996 total JH admissions to 2,654 -- a decline of 
114 admissions from baseline projections. Under these 
conditions, ADC would be 39 in 1996. 

Sensitivity CC) -- JH recaptures one half of the market 
share it has lost since 1988 by 1996 (recapture 1.75% and 
0.9% market share in the primary and secondary markets, 
respectively, resulting in a 6. 2% market share in the 
primary market and a 2.1% market share in the secondary 
market), and also experiences a 2.5% decline in market use 
rates (from 103 to 100.4). These assumptions result in 
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projected 1996.total admissions· of 3,770. This represents· 
an, .. increase , of·. 1, 002 admissions from the "baseline" 

··: .· . =···:, .. :·:··· . .. px;-ojectioris •. : Under these conditions, ADC would be 55 in . 
. :·· .:· •. ·! . .... ~.:.·1~967'· . 

.. ·: ,~· .. :··: <·.: Sensitivity'· COl .. -- JH recaptures ope half of the market 
·. ·.':. ;::_. ·share:·it· has· lost since 1988 (same as Sensitivity C) and 

I .\'··· • .-.;e~eri.en~e~.a·s.o% decline in use rates (from 103 to 97.9). 
· : :··:····;~. ·~he~~lassuniptions ·result in projected 1996 total admissions. 

·.· ·. :. ; .: .. ,3~685~·:;·. jThis:represents an increase of 917 admissions from· 
:;;:!;< .,:;>.::·:.~~b.a~~iii'j.e~•/p,rojections. Under. these conditions, ADC would: 
. ·. :. ,·:·: · · i • ·bef~':·s.t~\lin \'.1996 ~ .· .. ;., · · 

• .• ·, . • ~ t t •• : • ' • : : • - ~ ~ •. ; • '. . • • ••• •• 0 • 

. :.·.··.. ·:·· . .- ='y::· ·· :'::·~··.'~~~.rag~\:~.;~~i{;;,.,=6~ri.su~: ... (ADC),.: is a i particularly. volatile ·and:· 
. :· =· ...... ·,.signi'f·icant> .. indicator·~.·, .. ·.A\:change of. one:day in.ADC is equivalent to,= 

. :·.:·.·.··.:;: .'.'.:.=·.!)36~:~~~~~·~.el).~;·~·~.ai.S:~<'~:::~t; ... :~, .. a.yer~ge ·of·$·~, 104 ·in n.et·patient revenue.per:. :'· . 
. ;;~·;., .· · ·: .. ' · .. ·,pa~~~n.~::···~~Y/:·~tr·.:·;~.I .. :L~.l.\19.~1',', a· one· day· l.ncreas~ J.n. ADC translates: l.nto • .. ·: ·. 

. . . $402~·960~:.of~~~·J.ncreasedlnet··.·revenue •. IncreasJ.ng.ADC to s6·represents.; · ... 

•' I • 

· ·'I a. pot·entiail. ~revenue· increase: of $6. OM to JH. · 
·.. .·~· ;:;···.<·' : .. ~,: .. :: .... ~.),;:.:' .'/:'-":-.:· ... :.i·: •. ·. ··. ·. ... . • • • . 

· •. ·.· ·. · · · r! ·Table··!· t7!; j ·below 1 ·, !.J.s ·.·a\ summary of the results ·Of the sens ~ tJ. Vl. ty .· .. 
· anaiyses·:·t~at.>model· these· various declines in use rates, as well as'·. 
the·effect·.of~'JH:recapturinq market share through 1996. It shows the 
impac~ that :·these changes· could have on both admissions and average 
daily/ cens1:1s '; :·(ADC) ·.• . 

f •• • • ~ • • ! . ·• • •• 

Table 7 

. ::'sensit~vity/Analysis: for JH Projected Admissions and ADC 

Year.;.,'.: .\ :i 
i •. I . ' -~ ' . , , , 

. · JB ·Aamiss.ion~ \ ,·. · · · 
•! .. . '.· · .. :. 

sensit.iv~ty 1 : • · . :··. 

A)2;S% ·UR!Decline,· 
B)S~O%.UR:Declinei 

~ • • : 
0
, : :' : 1 ° I : ', 

1 

'
0
° o

1 

• ' 

C)2.;5% .tJttl.D~cline .·& MSR · 
D)S.O%:~·Decline·& MSR 

X!m£. 

Average Daily Census 

Sensitivity 
A)2.5% UR Decline 
B)S.O% UR Decline 

C) 2.5\ UR Decline & MSR 
D) 5.0% UR Decline & MSR 

2,768 
2,768 

2,768 
2,768 

ill.! 

41 
41 

41 
41 

2,757 
2,745 

2,944 
2,931 

!2ll 

41 
40 

43 
43 

2,745·2,734 2,722 
2,722 2,699 2,676 

3,132 
3,067 

1993 

40 
40 

46 
46 

3,332 
3,104 

1!2! 

40 
39 

49 
48 

3,544 
3,286 

.!212 

40 
39 

52 
51 

Key: UR = Use Rate MSR = Market Share Recapture 

39 

2,711 2,711 
2,654 2,654 

3,770 3,770 
3,685 3,685 

ll_ll ••• 2005 

40 
39 

56 
54: 

40 
39 

56 
54 
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BASELINE PROJECTIONS INDICATE THAT JH'S CUMULATIVE NET LOSSES 
WILL AMOUNT TO APPROXIMATELY $47M PV BY THE YEAR 20~5. 

Several financial pro forma analyses were developed based on 
utilization trends and other assumptions.· 

(1) Baseline Proiections Indicate that if Utilization Does Not 
Increase or If a More Attractive Use of The Facility cannot 
be Found. JH Stands to Lose Between $32M and S91M Between 
1991 and 2005. 

Based on JH's.current financial performance, taking into account· 
estimated future capital requirements and assuming there is no further 
dete~ioration in JH's inpatient market share, "baseline" projections: 
indicate that JH will incur annual operating losses ranging from $3M. 

· · ·. in 1992 up to $8M in 2005, the final· year of the lease. Annual cash, 
deficits are projected to also be in this same range. The major 

~. reasons for the projected future operating losses and cash deficits: 
· are d~scussed below: 

• .. JH' s utilization has decreased to the point where there are 
little or no economies of scale. This will continue to 
cause JH difficulties competing with ·other hospitals in the 
future. 

JH provides a limited range of services and these will 
require significant capital expenditures to maintain in the 
future. · 

If JH maintains its present operations, the projected losses from 
1992·through the end of the lease in 2005 will be approximately $81M, 
expressed in absolute (1991) dollars. Even if JH were to cease 
operations and all corporate overhead allocated to JH were eliminated, 
and the projected losses were limited to the remaining lease payments, 
this would be a loss of $36M ("bail out" option). However, not all 
of corporate overhead is considered to be variable cost and, 
realistically, a portion of the amount currently allocated to JH would 
still be incurred. The amount of corporate overhead that would remain. 
would reduce the qap between the $81M in projected operating losses 
as a continuing entity and the $36M cost incurred to close JH. 

In discounted dollars, JH's projected operating losses from 1992 
through the end of the lease would be approximately $47M. The costs 
to pay off the lease in discounted dollars is approximately $22M. 
Absolute dollars were discounted at a rate of 7.5% which approximates 
IHS' current cost of capital (interest rate on long term debt). 

(2) Sensitivity Analyses on Baseline Utilization Projections 
Indicate that Total JH losses Could Range from $32M to $91M 
from 1991 through 2005. 
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Key results from the sensitivity analysis are presented below and 
describe the range of total losses that JH could experience if 
conditions vary from baseline projections. The use rate and 
marketshare assumptions presented in the sensitivity analyses below 
are the same assumptions used earlier for projecting admissions and. 
ADC. . 

If the use rate in JH's market area were to decline by 2.5% 
·over the next five . years and then remain constant, the 
estimated annual operating losses would range from $3.3M in 
1992 to $8.7M in 2005 and would total approximately $SSM 
for the remainder of the lease in absolute dollars ($51M.in 
discounted dollars). 

If the use rate in JH's market area w~re to decline by 5%: 
over the next five· years and then remain constant, the:.· 
estimated annual operating losses would range from $3. 3M in·. 
1992 to $9M in 2005 and would total approximately $91M iri: 
absolute dollars (approximately $53M in discounted. 
dollars) • 

. If the use rate in JH' s market area w.ere to decline by 2. 5% 
over the next five years, and then remain constant while JH 
rapidly improves its market share by one half of the amount · 
lost since 1988, JH's operating losses would range from 
$2.8M in 1992 to $2.5M in 2005. _Under this scenario, JH's 
estimated operating losses through the end of the lease 
would total approximately $32M in absolute dollars 
(approximately $20.M in discounted dollars). 

If the use rate in JH's market area were to decline by 5% 
over the next five years and then remain constant while JH 
recaptured one half of its market share losses since 1988,. 
JH's. estimated operating losses would be approximately 
$2. 9M in 1992 and in 2 005. Under this scenario, JH 1 s 
estimated operating losses through the end of the lease 
would total approximately $36M in absolute dollars ($22M in 
discounted dollars). 

The "baseline" pro forma analysis, as well as the assumptions 
used are outlined in Appendix D. No changes in payor mix were 
assumed, except for the conversion over time of Blue Cross and 
commercial patients to HMO and PPO coverage of 10% per year, with a 
subsequent 20% discount. 

In summary, this portion of the report attempts to quantify two 
scenarios: 

"Baseline 11 scenario. The implications if JH continues to 
operate as it has in the past, and 

"Bail out" scenario. The cost to pay off the lease. 
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Sensitivity analyses were performed to underscore how changes in 
key variables would impact these numbers. As shown below, these can 
be arrayed along a continuum. 

Loss 

CONTINUUM OF COST 

Break­
Even Gain 

{+) 

I . r ~---~---~--1-~· 
STATUS PAYOFF 0 

QUO LEASE 
$81 M $36M 

($47 M PV) {$22M PV) 

* PV = present value 

Source: NHA and Cohen, Rutherford. Blum & Schott 

If IHS were to close JH and pay off the lease (bail out 
scenario), the cost is estimated to be approximately $36M in absolute 
dollars ($22M present value)~ If JH continues to operate as it has 
in the past (baseline scenario), the costs through the end of·the 
lease term is approximately $81M in absolute dollars ($47M present 
value)·· These two scenarios set up a cost continuum against which 
to evaluate all other options. Those that can improve on these losses 
will be considered preferred options to the "baseline11 andfor "bail 
out" scenarios. The remainder of this report will therefore focus 
only on those options that fall to the right on this continuum, i.e. 
those options where the total costs (present value dollars) are less 
than $22M. All options that fall to the left on the continuum, will 
be eliminated from further consideration. It is the expressed intent 
of this analysis to narrow the options down to one or two key 
alternatives and then to complete a comprehensive review of this 
limited number of options. The next chapter defines more clearly the 
options that have been considered previously and those that will be 
considered further in this study. 
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. III. STRATEGIC OPTIONS DEFINED 

This section of the study summarizes all options that have 
been previously considered through internal analyses by both the 
finance (1991) and marketing (1989) staffs of"Inova Health System 
(IHS). It also presents a summary of a recent study that focused 
on the potential consolidation of JH with FH. Finally, highlights 
are presented for four key strategic options that are the primary 
focus of the remainder of this study. 

1. PREVIOUS INTERNAL AND EXTERNAL STUDIES HAVE BEEN CONDUCTED TO 
DETERMINE POTENTIAL OPTIONS FOR THE FUTURE OF JEFFERSON 
HOSPITAL. 

Review~ng potential options is not a new issue. for IH. 
Numerous studies have been completed both ·internally and' with.. . . 
outside assistance. 

(~) An Internal study conducted in 1991 by the IHS Finance 
Staff Analyzed Five Key Strategic Options. 

Exhibit XIII, on the following page, is a summary -of key 
options considered by I nova finance staff in 1991. Several 
important points should be noted. All scenarios analyzed in this 
internal study were_ evaluated under the premise that JH must 
maintain an acute core of business for legal and financial reasons. 
Legally, the terms of the lease stipulate that the Hospital 
maintain an acute care base. Financially, the high degree of 
operating leverage requires that the Hospital generate a high level · 
of revenue per encounter (e.g~, admission, 0/P surgery, etc.) in 
order to minimize loses. 

The fiv-e options studied were: 

Option I, reduce staffing This option examined cuts 
in the Hospital's labor force of 6%, 9%, and 12%. 
Although each scenario produced results that are better 
than the status quo, the earliest any of the scenarios 
suggest a positive net income for JH is 1995. It was 
estimated that none of these scenarios suggest a positive 
net present value of cash flows when capital expenditures 
are included. 

Option II. eliminate programs -- This approach produced 
only one viable alternative move the cardiac 
Catheterization Unit out to another IN OVA facility. This 
option would produce an estimated net positive impact of 
$130,000 per year. 

J.APP. 5551 

43 

. ::.:: 

' :. 



~-· 
\fl{fJfl ~: . 

i· 

.. 

.·''1: '• 

j :: 

. 'r' .·. ·' .. · . . ·. : ~ \ -·· .· \ . 
' :· ... ; ··:··,,' 

. : 
t/:' 

·.'. ·.',·,· 
' . . . ' . \ ~ 

0. ·.' . . , 

EXHIBIT XIII . 
. . !nova Hospitals· 

··';'·· 
JH OPTIO~S-ANALYSIS, IHS FINANCE STAFF, 1991 

· .i.. · .· ..... ·_· :,:.:.;_~.~-:-~~:\~~.. ~: 111:·~l~·~.P,Iitninate· .programs from ·Jefferson that are 
' . : ~- ;_ •. ·.··~~·:· .. ~: \'. ·:•:'i .. :.':>:·~'·: .. ::_:··:·::.: i:· .. :· 

1 
.I 

; .· · ··.:~.·. · L: · .·<\'~i:<hot~covering variable costs; 
. '"<:'': !:: ~ .·.-:-.:.-'- ··.·:::. _ ... ; ' . 
. . -.~· _.: r·uL;:-~tSedicate a subunit within JH tor a skilled 

' . ·:.··: , .... ::, · .. , ' . ' 

:. :;.:·;:' \\:, .. >::.:nUrsing facility· 
::·::··<_:. k :•,'' :\:' : I 

.. ·_._· ··,·.· :·· .. ·.;·;\·.': (..IV<:.-}D~c;;rease outpatient price in order to 
.: ':' .. ·._;_·: .. :- !··; :'!'.'.·:',.','·.:,''; ·.·... . ' 

.. ·:.:'~-<. li; ... < .. >.::.~.-.9¢.f1erate additional volume; and 
. . . · ... · _. :.:\: .. ::· ·.'·. I:~ . · .. · .. :·::-<·! . . . 

· .'. :. ,. ! ·J V:.''uRecruit" standalone program· for space 

· : .... ·, \.. vacated by the 11Cats" unit (i.e. psych) 
.. 

Source: Jefferson Hospital Options Analysis, 1991 
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Option III, develop a Skilled Nursing Unit -- This option 
would not offer sufficient financial return for- the risk. 
assumed and capital invested. 

option IV. decrease outpatient prices This option 
would not produce a positive net financial impact. 

Option V, diversify into the inpatient 11 Psych11 business -
- The results of the analysis indicate break even for ·net. 
income and cash flow by 1993, with a negative net present 
value cash flow of $1.1M through 1996 (this is due to a 
requirement for an estimated additional $1.5M in working 
capital and $1.5M in capital funds for the renovation of 
the West unit and the beginning of structural renovation· 
of the North unit.). Although the combined JH/MMB entity.· 
begins to show substantial profitability in 1994, the· 
extended elapsed time between investment and return adds· 
an additional element of ~isk to this option. 

The major assumption that underlies every option in this analysis 
is tha~ the acute care inpatient base will continue to require only 
30% of the available capacity at the Hospital. · The relatively high 
level of fixed costs at Jefferson, especially the lease payment and 
corporate overhead allocation, requires that the inpatient v9lume 
be much closer to 40% capacity to cover their costs. A summary of 
these analyses states that any final plan for JH' s future must 
have, as an integral part, a comprehensive plan to build and 
maintain the acute care base. Recommended "next steps•• were 
provided at the end of the study. It should be noted that for 
various reasons, none of the above options have been implemented .. 

(2) An Internal Study Conducted by Inova Marketing Services 
in 1989 Reviewed 10 Long Range Planning Alternatives for 
the Future of JH. 

Exhibit XIV, following this page, presents the ten 
alternatives evaluated by IHS marketing services in 1989. There 
are several key points that should be noted: 

The implications of each alternative in this study were 
divided into three main categories, financial, strategic 
and political. 

Three alternatives were considered to· have more 
comparative merit than the other seven. These included 
the following: 

Relocate licensed beds; 
Merge with Fairfax Hospital and Specialize: and 
Extend the Lease and Rebuild for the Future. 
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EXHIBIT XIV 
I nova" Hospitals 

JH OPTIONS ANALYSIS, IHS MARKETING SERVICES, 1989 

No ·substclntial change; 

Buy out the lease; 

Down-size/eliminate selected existing services; 

Relocate licensure for beds; 

Convert med/surg to other use; 

Merge with Fairfax Hospital; 

Subsidize takeover by another buyer; 

Convert tax status & write off losses; 

IX. Extend lease at lower rate; and 

X. Renovate/rebuild for future 

Source: Jefferson Hospital Options Analysis 
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Several advantages and disadvantages of these three options. 
were evaluated. These include: 

Relocate licensed beds (Option IVl -- It was determined· 
that approximately $15-$20M (NPV) · dollars would be 
required to pay off the lease. Several opportunities 
that were determined to be associated with this option~ 
include the ability for JH to help physicians build· 
practices in new, growing markets and a better 
opportunity to avoid regulatory barriers for approval of··· 
additional capacity. 

Merge with Fairfax Hospital and specialize !Option VIl 
· · This analysis determined that significant investment of:. · · 

capital in the aging physical plant would still be:· . 
needed. This option was also seen as a means of:.·:':· 
leveraging FH' s "success 11 in an increasingly competitive 
marketplace. It was felt, however, that it would be · 
·difficult to convince FH physicians to move their 
patients to JH. 

Extend the lease and rebuild for the future (Option Xl 
It was determined that substantial capital investment 
would be required and, even then it would be difficult to 
sustain the new investment in the existing market. 

several "next steps 11 for the three options mentioned 
above were also outlined in the study. The appendix to 
the study also provides an analysis of the other seven 
options mentioned in the report. 

{3) A Recent Study Completed by NHA Focused on Potential 
Consolidation of JH with FH. 

National Health Advisors recently worked with an internal 
management task force resulting in the development of a specific 
set of recommendations for consideration by the Medical Staff and 
Board for the possible consolidation of JH into FH. The following 
underscores the major components of the suggest option: 

The initiative to consolidate JH with FH is consistent 
with the integrated vision for In ova Hosp~ tals ( IH) 
adopted in 1989 to create one hospital with four 
locations. 

The reason for the proposed consolidation is to 
demonstrate that a single standard of quality medical 
care exists, thus enabling greater utilization of the 
Jefferson facility by members of the medical staffs of 
all IH hospitals. 
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••• An important factor addressea in this study is the · 
controversial role of the medical staff leadership at J'H. · 
Reportedly, the leadership style of the primary owner is.·:· 
highly controversial and may be the single most important 
barrier to improving the use of JH. It was also reported~.·.'· 
that unless the medical staff leadership is changed at···· . 
JH, it will be difficult to successfully implement any 
long-term strategy. 

The specific recommendation of the proposal is to 
consolidate governance, management and medical staff: 
operations and act.j.vities. Specifically, this proposal .. · ·. 
recommends merging Jefferson into Fairfax which,. among ·. ·.: : .. ·. ·: 
other things,· would result in a single medical staff, a: ... :. 
single management staff and a single ·Board of Trustees'· ··~·· 
for the two hospitais. 

The proposal does not completely answer how the 
management team could best accomplish this . 
consolidation. It was thought that input from groups ·. 
that would be directly affected-- trustees, managers and 
physicians would be necessary before specific 
recommendations could be made. 

The proposal states that the transition to a single 
medical staff be phased in over a period of 24 months. 
Eligible physicians at JH who do not currently hold 
privileges at Fairfax would be given an opportunity to 
join the FH medical staff during this time. 

The management reorganization would begin at Jefferson 
and the CEO at Jefferson would be added to the Fairfax. 
staff at the level of coo and would report to the CEO at 
FH. 

Consolidation of departments among the two sites would 
occur over a 12-18 month period. Governance would be 
consolidated immediately combining 15 members of the two 
current Hospital operating Boards into a single Board. 

It was further recommended that after this consolidation 
is approved, consideration be given to: a name change 
for JH; a van transportation system between JH and FH; 
and the development of a strategic options steering 
committee to evaluate larger strategic opportunities 
presented by the consolidation and to detennine the 
ultimate role of the Jefferson asset within !nova. 
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·,_·_.At the conclusion of this earlier process, the management team· 
felt: .. that this comprehensive options study should be ·completed· 
before: .the · above mentioned proposal to consolidate JH with FH is . 

.. · fu.~~J:le.l:: ·considered~ This larger study of strategic options was. 
considered necessary to assure that consolidation in the short run. 
(i.f.: .. ~~commended) I would support longer term alt:ernatives that might 

·· .. · be: p:ursued:.at. JH~ . . . . 
: ': . :.-' \' .... : . . . . . 

. . 2 ~.·:'(FOUR i ·coRE . :OPTIONS. WILL PROVIDE THE BASIS TO MORE FULLY 
. · · :: · · . .: .<I EVALUATE' POSSIBLE ALTERNATIVES FOR THE FUTURE OF JH. 

· ... : : '.·.'::<: ·.·· ;:·\; .. T;he~e·! .fou~: :g~ne.ral options, as well as variations to each 
·, · ·:·:,-... ·optloz:l.l··.are .ou~lined in Exhibit·XV, on the following page. Generic .. 
· · .. :· .. -.·. ~dvat)~ages ·and.·:. disadvantages to the four core options are also • 
.. .•-: ;:: .· .. · .. pr~~~~:ted.~ ·in: Exhibit· XVI, fol.lowing Exhibit XV. · 

, • 'o • • , • ! ; '.I' I.. , : ·, • . , j ·:::'~ .. ~' ~ : I/ ; • . : : . : : .: • : ~ :_·, . • : . ' t : , • • . ' 

· ... :··:\,.'... ·.· ..... _. .. , ... (•1,)~ .The, ···opt'ibri·~· to Maintain the Status ouo is Cost· . 
.. . . : ·. ·:;.,: .... ·:.( .. ;.,<.:-:·:-;-.::·\)~·:·Prohibitive. However, Several Derivatives of this option 

~ . · · :: .'.,.: .: .: · : '_'·. · .. .' : · ··-~··.! 1 ~·~·,; ;·:::;: :. ·coulci't Help to Reduce These Costs. 

. , ·· · :; · · ;, ~)i~,stit~S;Q~~·'a~d its related options are as follows: 
. . . . . ~ 

.• ... ·.~.:· ,! . t.·· •.: .. ' .. 
. I 

status··· ouo. The cumulative costs of continuing to 
operate·JH, as it has operated in the past, is projected 

I to be approximately $4 7M (PV) • Nearly $22M (PV) of this 
amount· .is· the cost of the lease payment~ through 2005. 
The .other portion is additional required capital 
expenditures and operating ·losses. If utilization would 
decline further than projected, JH could st~nd to lose 

.. , even· more than the projected $81M. Therefore, this 
:· . ·option. presents a high level of risk . 

.. .-.·. Renegotiate Lease Terms. An alternative approach to the 
. ·.\1' · ~tatus\quo ·option would be to renegotiate more favorable 
· '.c. · · · lease. terms in order to reduce costs (e.g. reduce the 

;.,· · :term of the·· lease andjor reduce the lease payments). As 
mentioned , earlier in the report, IH management has 

·.-.attempted~. on numerous occasions, to renegotiate the 
.terms·of the lease with the landlord. To date, these 
attempts have been unsuccessful. Recently proposed tax 
legislation, however, could now provide additional 
incentive for renegotiation on the part of the landlord. 

"Bail out" Scenario. IHS could negotiate to buy out the 
lease and eliminate all involvement with JH's operation. 
The cost of the bail out option includes the cost of the 
lease payments through 2005, projected to be 
approximately $36M. In addition to the cost of the lease 
there would be other costs related to closure. These 
include: 
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EXHIBIT XV 
Inova Hospitals 

STRATEGIC OPTIONS FOR JH 

Status Quo/Renegotiatel'Bail Out" 
• Baseline scenario 
. Renegotiate 1he lease 

. BaD·out scenario 

Purchase beds· and move them 
• Close JH and move beds to a more demographically 

desirable location 

• Close JH and move beds to another FHS facility 

Alter service mix 
• Convert to single specialty or multi-specialty facility (e.g .• 

Psych alone or Psych and Rehab) and consofidate these 
FHS services at JH 

• Joint Venture with local hospital(s) (e.g .• Alexandria. Arftngton) 
to develop a 60·80 bed Psych facility at JH 

. Develop outpatient and day treatment psychiatric and/or 
rehabilitation programs 

• Acquire Bolling Brook Property and focus on ambulatory 
services 

• Develop a •patient centered care• hospital 

• Move an FH service to JH (e.g .• Cardiac. Psych. Cancer) 

• Conversion to a specialty facility for digestive disorders 

• Develop a skilled nursing unit at JH 

• Conversion to mixed use facHity (e.g., Acute, Subacute, SNF, 
Outpatient, Adolescent Psych) 

Joint venture with group(s) 
• Extend teaching programs under joint venture with or without 

Georgetown and Alexandria Hospitals 

Develop a joint venture corporation with physician (s) 

• Joint venture with another third party(s) to buy all or part of lease 

Source: National Heal1h Advisors and Cohen, Ruther1ord, Blum & Schott J.APP. 5558 
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EXHIBIT XVI 
Inova Hospitals 

ADVANTAGES AND DISADVANTAGES OF STRATEGIC OPTIONS FOR JH 

Status Quo • Possibility to minimize Cumulative losses of approx • 

losses if can renegotiate $72 M through lease term (2~5) 

lease 

• Risk of even greater losses if 

• Minimal political disruption utilization declines 

• FHS could maintahl greater • Does not address physical 

market coverage in N. V. plant &. access issues 

• Would owner agree to 

lease? 
Beds& 

Tl:iem • Relocation to more • May be difficult to get 

demographically desirable regulatory approval 
market. 

• Cost to purchase and relocate beds 

• Opportunity to eliminate 

a portion of the unused • May not be able to generate enough 

beds in the market volume to build a new facility 

. Opportunity to shed • Excess beds in market . 

outmoded facility 

• OpportwUty to help JH 

pbysiciaos build practices 
in new, marlcct 

• Better usc of excess capacity Difficulty gettmg FHS physician 

to move patients to JH 

Can focus efforts on 

one or two serviees Docso •t address facility issues 

• May be a financially • Initial capital costs 
viable option 

Difficulty finding service that will 
• Opportunity to develop cover high fixed costs 

market niche/identity 

. Elio:iliJation of duplication may 

• Consolidation of psych services not be accepted by other FHS members 

could produce economics of 

scale and "free-up" needed Recent decline iD inpatient usc rates for 

beds at Fairfax , rehab) 

with Local Group(s) • Help reduce cost associated Difficulty f10ding partner(s) 

with providing a panicular 

program/services Docs not address aging 

facility issues J.APP. 
Reduces risk 

Possible antitrust barriers 

. Profitable cooperatioo could 
reduce duplication nf e~>rvi,..~c 
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Payment to relieve future obligations under the 
lease; 
Severance pay for displaced employees; 
Operational losses incurred during the phase-down 
period; 
Results of liquidation of current assets, current 
liabilities, operating leases, and long-term debt; 
and 
Potential sale of equipment and Medicare 
depreciation ·recapture on leasehold improvements. 
and equipment not sold. 

It is estimated that the additional costs related to closing 
JH,, beyond the lease obligations, would be in th~ range of $2M to 
$4M, depending on how each of. the different factors is resolved. 
If:the cost of the lease obligation is included, the resulting cost 
of closure is approximately $38M. 

Syndicate the "Bail out" of the Lease with Area 
Hospitals. An alternative to the "Bail out" scenario is 
to develop a joint venture arrangement with area 
hospitals to assist in the buy out of the lease, 
including all costs of closure. A major incentive for 
local hospitals to cooperate in this type of syndication 
includes the additional utilization these local hospitals 
could potentially receive if JH closes. A patient origin 
and market share study will need to be completed to 
project· the number of patients each hospital could 
potentially receive. 

(2) The option to Purchase Beds and Move Them·· to a More 
Desirable Location has Several Advantages and· 
Disadvantages. 

There are two variations on this option. These include: 

Close Hospital and Move Beds to a More Desirable 
Location. JH is located in a "demographically undesirable 
market and is surrounded by competing hospitals that are 
more financially sound and have more modern physical 
plants. Building a new facility in a more 
demographically desirable location (e.g., Franconia, 
Sterling) provides several advantages, particularly, the 
opportunity to move from the current outmoded physical 
plant. However, many factors will need to be considered 
in order to determine if this represents a favorable 
option for JH. These include: 

An analysis of where patients would come from if a 
new facility was built in another location in 
Northern Virginia. 
A determination of the projected cost of closing of 
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JH (e.g., personnel, capital, and potential avoided 
costs,). 
A determination of the cost of the land and new 
construction. 
Regulatory approval to move the beds given that 
there are currently over 400 ·excess beds in the 
market. 

Close JH and move beds to another IH facility<sl ·• This 
option supports the purchase of the 120 bed JH license by 
IHS. sixty of these 120 beds would be de-licensed and; 
the remaining 60 would be moved to Fair Oaks (15 beds). 
and Fairfax (45 beds) Hospitals. several key advantages 
to this option include: 

Potential for immediate incremental payoff through·.·: 
the transfer of patients to other IH facilities; 
Less costly due to minimal level of new 
construction at both FO and FF hospitals; and 
Greater likelihood of regulatory approval because 
60 beds in the market would be de-licensed. 

(3) Altering Service Mix May Allow JH to Focus its Efforts on 
One or Two Niche Services and Potentially Reduce Excess 
Bed Capacity. 

There are many variations to·this option that might represent 
an improvement for JH, including: 

Convert JH to a single specialty or multi-specialty 
facility {e.g., Psych alone or Psych and Rehab) and· 
consolidate these IH services at JH. Research has shown 
that patients are willing to travel distances to receive 
Psychiatric and Rehabilitation services. Therefore, 
relocating these IH services to JH poses less of a 
threat. Several advantages to this approach include: 

The potential to "free-up" needed beds at Fairfax 
Hospital for other uses (e.g.,medfsurg). 
The potential to gain economies of scale from the 
consolidation. 

Develop a Joint Venture with a Local Hospital(s). 
Another derivative of the Psychiatric program approach is 
to develop a 60 - so bed Psychiatric hospital at JH in a 
joint venture arrangement with area hospitals (e.g., 
Alexandria, Arlington). Since JH competes with 
Alexandria and Arlington for Psychiatric services, there 
may be incentive on the part of these hospitals to enter 
into a joint venture to minimize their risk and gain 
economies of scale. 
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. IH' management has advised the consultants that it wou.ld be 
highly,:unlikely that the physicians at FH would agree to move their 
psychiatric services to JH. Therefore, the consultants have been 
advi~~9:'·;not to pursue these options . 

. ... ' _'. '''.·' . 
. .. . ·ot~er variations on altering service mix ·include: 

•• :\ • •• :::. l ' . 

. . • . . · Develop an outpatient and Dav Treatment Program. A 
:,. ~ · ·' derivation to the inpatient psychiatric or rehabilitation 

· · <: •· .. program: approach . is to develop outpatient and day . 
.. . ·. · .,-, , tr:eatment services at JH. . Thereby, focusing on the more· 

:· :>.· .':;., ·;· e~~nomic~l: .. ·system: for treating patients, especially as . 
. ·· ·· .. ':.:~···ma.nagedlcare begins to play a more prominent role in the 
·.'·,, :.,:.·.:·'market~.· Payment for these,services, however, would not·. 

:··.-:,,,:·:.;:.:.·;· .. :·l'ikely.!be~sufficient:to cover the relatively high fixedi 
.. · ...... · ... ·._ .. ;::.::.>:··.:_;';'.F<;':s·~~·.~. ~~-·:·-~~~· . . 
· ~· ·.- ..:·:·:~: .. ;·:·.·f>::.Accru'ir~·!·.the.'Bolling Brook Property. JH could reduce the 

·, · · ...... .::·:.-'·.' ... :.:~··ntimber·of operating beds and place a greater emphasis on 
· .. ·<:n,·f;.·_o~~~:~tie!lt services~ ~ne approach to this alte:;native is 

.... ,·;.'.·. t~'·:-'acqu.l.re: the· Bolll.ng Brook property adJacent to: 
·· ;·:: :·_;··.·:·Jefferson ·hospital and develop it into both medical 

': .. :·_.'··offices· and an ambulatory care facility. While ·this 
· .. ·· ,· ~cqliisition may be difficult, given the residential use 

· · ,· ·.·C!f this· property and the number of individual owners, 
· ·this'· alternative could yield many benefits to JH, 

, '\ ·. : · .: . including: 
. J 
'---"' 

: -.. ·, 

... ,1; 

increased space allocation for. Hospital 
services and physicians; 
improved traffic flow and access; · 

~ increased parking capacity; 
accommodate revenue-generating ambulatory care 
services in a convenient setting without the 

·constraints of the current lease; 
· "free-up" space in the main hospital building 

for core department expansion and relocation 
·and minimize the need for costly and "time 
consuming construction/renovation phasing; 
benefits to the existing Hospital site and 
facilities should be appealing to the Owner of 
the JH site. 

This preliminary suggestion will require further study. 
In particular, the potential to develop the Bolling Brook 
site should be clearly determined before acquisition is 
further considered. 
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Develoo the First "Patient-centered care 81 Approach with 
IH at JH. The delivery of care at JH offers no !•natural" 
advantages (e.g., the most convenient, the lowest cost, 
the highest quality) . Therefore, in order to remain 
competitive JH must create advantages for the consumer. 
One potential alternative is to develop the first truly 
"patient-centered care" approach within IH at JH. Since 
11patient-centered care" requires major operational 
restructuring, it may actually be less difficult to 
implement this model at a smaller facility such as JH 
and, if successful, use this as a prototype for other· 
hospital$ in IH. This option provides JH with the 
opportunity to develop a unique service in the healthcare· 
market. This again is a high risk option that xnay not·· · 
prove to be financially viable and one that would lose. · 
its competitive thrust as soon as others copied it. 

Move an FH Service to JH. Another potential alternative 
is to move a FH service to JH (e.g., cardiac, cancer). 
Again, this option does not address the significant 
physical plant limitations or the limited access and 
parking issues. As mentioned earlier, it may be difficult 
to convince FH physicians to xnove their patients to JH, 
as evident by the historical difficulty in getting 
physicians to use the state-of~the-art cardiac 
Catheterization Laboratory at JH. The high political and 
financial risks of this option may prove to be 
prohibitive. 

Conversion of JH to a specialty facility for digestive 
disorders. currently, there is no specialty· facility in 
the market that offers comprehensive services for 
digestive diseases. JH's endoscopy procedures almost 
doubled from 1990 to 1991 (from 271 to 418). Based on 
anecdotal information, Arlington and Alexandria hospitals 
are currently investing in these services. Financially, 
this option poses several advantages to both physicians 
and the Hospital, including its ability to attract a 
relatively high level of commercially insured patients 
and low levels of Medicare and Medicaid insured patients. 
Again, further study will need to be conducted to 
determine the viability of this option. 

Develop a skilled nursing CSN) unit at JH. Developing a 
SN unit and/or operating certain acute care beds on a 
"swing bed 11 basis could also prove to be a financial 
improvement. This alternative may prove to have several 
significant barriers including;, the current moratorium on 
the development of Skilled Nursing Beds in the State of 
Virginia until July 1, 1993 and the ability to modify the 
current lease agreement to allow the unit to be operated 
in the Hospital. 
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Develop a Mix-Use Facility at JH. A conversion of JH to 
a mixed use facility to include acute, -subacute, 
outpatient (e.g., ER, ambulatory surgery) and adolescent 
psychiatric services may prove to be an attractive 
option. However, there are many factors that will need 
to be evaluated to determine the viability of this 
option. These include: 

Estimated Need in the Market 
Physical plant configuration (fit) 
Operating costs (e.g., staffing) and capital costs 
Timing Issues 
Reimbursement 
CoN/Licensure Issues 
Impact on other IH facilities 

(4) Joint Venturing with Another Group May Provide JH with an 
OPPortunity To Develop synergistic Relationships with 
Area Providers and Reduce or Minimize its Risk. 

s~veral alternative approaches may be feasible under this 
option. These include: · 

Develop a JV with a local hospitalCsl (e.g., Georgetown 
and Alexandria> to extend teaching programs at JH. This 
option has the potential to send a signal to the 
community and medical staff that a single standard of 
quality exists within IH. This perception will enhance 
the image of JH and make it more attractive to. all users, 
including managed care contractors. A major incentive for 
area hospital(s) to become involved is opportunity for 
additional sites in which to train staff, as well as an 
opportunity to gain additional access to the market. A 
disadvantage to this option may be the complexiti~s 
involved in developing a JV with a major academic center 
such as Georgetown. 

Joint venture {JV) witr.. local groupCsl. A joint venture 
corporat~on could be developed with physician group(s), 
with each partner having equal ownership. This new 
corporation could contract with Kaiser or GHA to 
establish rates that allow the venture to compete as a 
low cost provider in the market. Several advantages for 
JH include the ability to reduce risk and cap any future 
loses, as well as the opportunity to establish a market 
niche as the low cost provider. It is important to note 
that IHS management has attempted to work with Kaiser in 
developing alternatives for JH, but Kaiser has refused to 
get into an arrangement with JH. 

Several key considerations are probably necessary for these 
ventures to prove viable. These include: 
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JH would have to be viewed as a unit of FH; 

JH would need to have house staff coverage; 

JH would need to be viewed as an additional teaching site 
for residents from both FH and Georgetown. 

JH would maintain its core medical/surgical services .• 

several nspin-offs" to this option include: 

JV with other hospitalCsl. A joint venture arrangement­
could be developed with area hospital (s) , combining: 
facilities so that only one physical plant remains open 
(e.g., Northern Virginia Doctors Hospital). While this·; 
option may provide many of the advantages mentioned ~ 
above, further evaluation of anti trust lim.i tations, as ~ · · 
well as an initiation of discussions with potential 
partner(s) would be required to determine if.this option 
represents an advantage to IH. 

JV with a specialty firm to sublease all or some of JH's 
beds for specialty use. A sublease of all or a portion 
of JH's beds for specialty use (e.g., subacute) would 
shift some of the risk to a third party. Such a sublease 
might result in a lower ADC being required to break even 
from other acute care services. Integrated Health .. 
Services Inc. a specialty healthcare firm out of Hunt 
Valley, Maryland contacted management at JH regarding 
several possibilities including the options to sublease· 
all or some of the JH beds. One major limitation to this 
option is that a portion of the licensed beds would need· 
to be converted to skilled nursing beds and it may be 
difficult to obtain state CON approval. Further 
discussions are necessary to explore if this is a 
favorable option for JH. 

Prepay the lease and involve the owner in ·a possible 
donation of the license and any other tangible property. 
An incentive to the owners is the potential tax benefits 
they could receive from the donation. For this option to 
be viable, however, a value must be established for the 
license and property. 

Distribute the cost of closure among the remaining 
hospitals in the state. An example of this type of 
arrangement occurred in Maryland when North Charles 
Hospital closed. It should be noted that a specific 
Maryland statute requires that all Maryland hospitals 
help defray the cost of closure. IH could lobby for the 
State of Virginia to pass a similar statute. 
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The last section (Chapter IV) focuses on these · four. · core 
options •. comprehensive analyses will be·completed,duririg:phase II· 
on only those options that are.determined.~o·be·the.most·promising 
for the future of JH. · · · · · 
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58 

· ..... 

. ; . 

' •: l 

·, ,·· 

J.APP.5566 

' ,' I . 



~. 

'.\. 

!'!'\ . 

. . 

. . .. ' . ' ~. . . . ' 

IV. EVALUATION OF KEY STRATEGIC OPTIONS 
.. , 

. Many factors may be considered.when evaluating the strategic 
options\··for the· future· of JH.. This section reviews the critical 
success1.· factors that must be addressed before any alternative· 
strategy_ can be successfully implemented. This section also I. 
presents·preliminary criteria to be considered in evaluating the. 
opt~c;>.n-~r.in~r~9-uc~~~.in Chapter. III. Each option is evaluated based 
on ... this\preliininary set of c~iteria. 

• • 0 • ' ... • •• , . . . .. 

1·.·~ ·PRIOR;T0.1EVALUATING.THE:·OPTIONS PRESENTED IN CHAPTER III. IT·. 
·IS I NECESSARY:, 'TO·. DEFINE' CRITICAL SUCCESS FACTORS. AND TO . 

.. : ... IDENTIFY/ PRELIMINARY CRITERIA WITH WHICH TO EVALUATE THE~;: 
·;.·~POTENTIAL ."OPTIONS~· .. 

. . ~· .. ' ... : ·.::·· ,i!· .. ~ .. ~:, ~·)':\·:;.~.\·.·.·.:·~ . ·· .. : .: :: 

... · ·. . . -:· .~h:~! .concep~·:~·· .of:- critical· success factors holds that the·· 
,. strategy;,· of.'.'choice': must successfully address several key factors.· 

i . . I • • •• • • I : • • •, • • ' I t ; i ~ ' ·. :. \ l ~ : ~ • • ~ • 

'. . . . . · · .. (·i~): Se~e~~ll.Cri tic;;al success Factors have been Identified for·· · 
. ~ 

\ 

.J 

.' :. : .'/.} ·~:.:. thet;Future1 of .. JH .. · 
:. : ; ' ' •• • .' • l • -. ~ • ~ • . • . :·. : • ·. • . 

The critical· success factors that are believed to be important 
to the. future:of.JH are presented in Exhibit XVII, following this 
page. These:.factors are further discussed below . 

I. Financial' Success Factors: 

Minimize Losses. Any strategy must have the potential to 
reduce· projected losses from the baseline scenario, 
presented earlier. Projected losses for the baseline· 
scenario: range between $4 7M (present value) and $22M· :. · 
{present value). 

·. . ~. ' ' . . : 

Minimize·Payback Period. Any strategy chosen must have 
a.proje~ted payback period less than the remaining term 

· · · of t};le~lease (13 years). The longer the payback period, 
'the_:gre~ter the risk of the option. 

·_.Minimize capital Investment. Since the inception of the 
lease in 1985, IHS has made capital investments of $13.2M 
in JH. If IHS continues to invest capital in JH, as it 
has in the past, this investment will represent 
approximately $28M through the remaining term of the 
lease. Each incremental increase in capital expenditures 
places an incremental risk on IHS's assets. 
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EXHIBIT XVII 
Inova Hospitals. 

CRITICAL SUCCESS FACTORs· 

I. Financial 
. Minimize Losses 

Minimize Payback Period . 

Minimize Capital Investment 

n. Market 
. Respond to Market Need 

Stabilize or Capture 
Additional Market Share 

Respond to Managed Care 
demands in the Market 

m. PoliticaliLegal/ 
Regulatory 
Achieve Medical 
Staff Acceptance 

Minimize Exposure 
to Regulatory Barriers 

Achieve Compliance with 
Lease Terms 

Achieve Strategic Fit with 
IRS's vision 

IV . Facility 
. Minimize Renovation or 

Construction Costs J.APP. 5568 

Enhance A.ccess to Facilities 

... 

. . 

. 



II. Market Success Factors: 

III~ 

Respond to Market Need. For any strategy to be 
successful, a sufficient market demand must be 
demonstrated. Projected market demand should be 
completed through an analysis of market use rates and 
demographic trends. 

stabilize or Capture Additional Market Share. Given the 
current excess capacity in the market, any strategy must 
have the potential to capture additional market share. · 

Respond to Managed care Demands in Market. Managed care 
will continue to play a more dominant role in the market •. 
Any option for the ~uture of JH must have the potential· 
to address the managed care demands in the market. 

Political/Legal/Regulatory Success Factors: 

Achieve Medical Staff Acceptance. 

FH Medical Staff Acceptance. There is reportedly a 
perception among some FH physicians that JH has an 
inferior standard of care for certain services. As 
long as this perception is held by physicians 
practicing at FH, they will continue to be 
reluctant to care for their patients at JH. 
Additionally, an argument could be made that there 
are limited clinical incentives for FHS physicians 
to care for their patients at JH. It could also be 
arqued that incentives such as lower rates at JH as 
compared to those at FH will provide the only 
impetus for FH physicians to care for their 
patients at JH. 

JH Medical staff Acceptance. It can be argued that 
some physicians may choose to practice at JH 
because they enjoy the advantages of working in a 
small environment (e.g., less complexity with 
scheduling). These factors must be considered when 
evaluating options from the viewpoint of the JH 
medical staff. 

Minimize Exoosure to Regulatory Barriers. For any 
strategy to be successful, it must comply with CON and 
antitrust regulations, as well as conform with the terms 
of the lease. 
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Compliance with Lease Terms. Given the strict 
limitations of the Hospital Lease Agreement, any option 
other than the sta~us quo has the potential to fall 
outside the terms of the lease. For an option to be 
viable, it must be in compliance with the lease terms or 
successful renegotiations must occur with the owner. As 
mentioned earlier, however, numerous unsuccessful 
attempts have been made on the part of FHS management to 
renegotiate the lease agreement with the owner .. 

Achieve strategic Fit with IHS's Vision. Only those. 
options that conform with IHS • s long-term strategic 
vision can be considered for JH. Those options that do• 
not facilitate· achievement of this vision will not be! 
considered. 

~ IV~· Facility Success Factors: 

Minimize Renovation or Construction Costs. Given the 
current status of JH's physical plant, any strategy is 
likely to require renovation or new construction costs. 
Minimizing both the cost and the time·required for new 

~ construction will increase the likelihood of a strategy's 
: success. · 

.. ··· ., 
. ___ j Enhance Access to Facilities. The location of and access 

to the· JH facilities is limiting. Only by making it 
easier for patients to receive care and for physicians to 
provide that care, will JH be successful. 

(2) Several Key Criteria have been Established to Begin a·· 
Preliminary Analysis of the Options Identified in Chapter 
III. 

Exhibit XVIII, on the following page, outlines specific for 
criteria evaluating the four core options. High, medium and low 
thresholds have been established to preliminarily evaluate these 
options. The alternatives will be rated on their overall ability 
to meet the thresholds established for each individual criterion. 
Further discussion of these criteria ·and related thresholds are 
pres.ented J:>elow: 
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. Reduce Losses From Status Quo Break-even or better 

. Payback Period Required 5 years or less 
on Incremental Investment 

Capital investment Required $15 Million or less 

MARKET 
Projected Market Demand Projected demand to 

increase by 10 9'0 or greater 
over next five years 

Market Share Potential Low level of competition; 
potential to capture 
additional market share 

. Managed Care Potential 10% or greater growth 
in HMO volume 

m. POLITICAL/LEGAL 
REGULATORY 

Medical Staff Support Supported by majority 

(JH/FH) of medical staff 

• Antitrust Barriers M~IDalexposure 

• CON Regulation Review not required 

. Lease Compliance Easily complies with 

lease terms 

. Strategic Fit with IHS's Vision High Jevel of Strategic Fit 

IV. FACILITIES 

. Facility Access Significantly 
access 

Source: National Health Advisors and Cohc::n, Rutherford, Blum and Schott 

\ 
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EXHIBIT XVIII 
Inova Hospitals 

EVALUATION CRITERIA 

< or = to $22 M (P'Y) >$22M (PV) 

> 5 < or = to 7 years > 7 years 

> $15 M < or = to $20 M · >S20M 

Projected demand to remain Demand projected 
stable or increase < 10% to decrease · 
over next five years over next five years 

Moderate level of High level of 
competition; potential to competition; potential to 
maintain market share lose market share 

< 10% > or = to 5% < 5% growth HMO 

growth HMO volume volume 

Supported by less than a Supported by only a few 

majority of medical staff members of the medical staff 

Moderate exposure High exposure 

Review required; Review required; 

approval likely approval unlikely 

May require change Would require 

to lease terms difficult negotiation 

Moderate level of Minimimal level of 

Strategic Fit Strategic Fit 

Moderately Does not 

access access 
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I.·'.:\:· : ·F.inancial criteria: 
' . ····''•'.' .. ;, 
... · ,! •• 

·. <:·· .. ;·,·-:·:·>:.;_;:::::.:.-.Reduce ·losses from status guo. Projected losses outlined 
. , .. ·.:/:::·.::<·~·; .. ,' .. (i.< for:the baselit;e scenario and the various sensitivities, 

.: .·,.. ;;···.).:<. presented.earl~er, range from between $22M (PV) and $47M 
.. ' .:··::•):·i~·~::::·::· (PV). Therefore, each alternative should be evaluated on. 

. . . . : )<.':\::'::.;.:;;;.i its: ability to reduce these losses . 

. :~. : . . .: .: :.·.:~·:.;~/:~~~~:·:f.!.>;,} .. : :. ···:~~!~~.= . :::~~ ~= f~ ~~::::vii~~: !~~rr · . · . . 
·· · .· ·: · .. \:·.· .. ::.:.,:,:·;·;:;~.·:Payback period reauired. The shorter the payback period,. . . · . 

• 1 , 1 ! 1 • •, i o \. 0 • , , 0 , 0 , 

. . . : ... · ·. · ;· ... : :.:·:.:n··'._:.c;»th~r.:~h~~gs)leld•.constant, the greater the liquidity of · · :: 
.·· ·, ::,: .::<·\·.:: ·.;.:':'·Y: .. :.\'//.';N.:·;t~e'>_)l:~9j~c~~·:· .. Additionally, near term cash. flows are.· .. ··;::.~.·. 

~ .·.: · :;·.· .· ; .. :·. :·· · .: .~ .. ~.)~:\..,.1·,\~·~:~~~:.g~~~:t:~ily/,r~garded ~a~ ·.less risky than cash flows ·expected~ . : ' .. ·. ·.· 
· ·.;!-.'. ·. ·: · ! ...• ·::-~··,-,.r·.~~:··::\d·flW\~.:~~:~·.~~~e\.~~~t~nt fu:tu:e: Each option shot;tld be evaluated~.;:·_. .. · ... 
.. :· .. ::.: .··.:· ;'. ·:'._':·.-.. :·~:~I!.~.; .. :·X1)//~I:l.~·~~~),~~J:?~~l;ty·to•ll.ml.t the payback per~od. . . 

f o '~~I ,:· ..... ~~:~t,,\\'//\:.,\\'',~1· .. •. ',':·~·: ·~.<~ '. ·, ' ~ • 
, : · · .·~:.·:··/,f.: .... ·.':';·:·>~;:-: .. ·,\: .··.~~9'~.:·.· Payback per7od of five years or less . 

0 

) 

.. .. .. : .. :~;~··\· /G:\:·.\1,/:-7:·.·.':,\~·· :~.a.~l.um::·;. Payback·per~od >5 years but s_7 years. 
'· ·. :\: ·:;:·(\ii·!- .... : :Low::.'··. Payback period of >7 years. 

• . ; :' : : •. : i ,! ~ I !• ' ; ; : '' • o : < ; • 

. · .. · .. >:·:,,:·.capital~ investment reauired. Any strategy is likely to 
· <<;:,/1.;·;···, require·.capital investment. As presented earlier, IHS 

.· :.•:.:·.:: .• ~: 1 ·•.·. hasf:·invested, $13.2M in JH since the inception of the 
·· .··/:..,:;..:·.'lease~·. Each option should be evaluated on its ability to 

<·:-::·:,:.limit additional capital investment. 
\ . ' ~ . 

• • • l ', • ~ : . ~ • 

. · '·.';,·!,;).;\}':;\~ . ~~!!~: 
. . . ,':.:··;:.,':'.:~<·'/;::. ,· .. · .•. :: .•. : . · . 
. ··r~~-.~·,::.M~~~~t ... cr~ter1.a: · 

capital Investment of ~$15M. 
Capital investment of >$15M but ~$20M. 
capital investment of >$20M • 

' . ; .... \\'. \.~) ,.: ' . . . . . . . 
· ·'.;',·<.· .. :::Projectedi Market Demand. Market demand and growth, 

: ..... ,···:·~·::~.through'. an· analysis of projected ·use rates .and 
. ·: .::\'• .. :;·.-.d~;mographic trends, must be considered when evaluating 
· ·:. ; ·>.· .. ·each option. Any option chosen should have the potential 
. ~ · ,··.:._·,.::to· meet or exceed the baseline scenario ( 8. 1% increase 

,·,·.·).:,for primary and secondary market between 1991 and 1996) . 
.. :··.':'(. . . 

High: 

Medium: 

Low: 

Demand projected to increase by 10% or 
greater over the next five years. 
Demand projected to remain stable or 
increase <10% over the next five years 
(<10% but >8.1%). 
Demand projected to decrease over the 
next five years (~8.1%) 

Market Share Potential. The current level of excess 
capacity in the market requires that, at a minimum, the 
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. . 
option have the potential to maintain JH's current level 
of market share. 

High: 

Medium: 

Low: 

Low level of competition with potential 
to capture additional market share. 
Moderate level of· competition with 
potential to maintain market share. 
High level of competition with potential 
to lose market share. 

Managed care Potential. The recent trends in managed''. 
care in· the country, as well as in Northern Virginia. 
require that any option have the potential to address the 
managed care demand in the area. 

High: 
Medium: 
Low: 

~10% growth in HMO volume. 
<10% but ~5% growth in HMO volume. 
<5% growth in HMO volume. 

III·~· Political/Legal/Regulatory criteria: 

Medical staff support. Physician perception can be a 
critical link in facilitating change. The greater the 
medical staff support for an option the higher the 
likelihood of success for that option. Since an op~ion 
may be·viewed differently by the JH and FH medical staffs 
each option must be evaluated based on the support it 
would achieve from each medical staff. 

High: Option is supported by the majority of . 
the medical staff. 

Medium: · Option is supported by less than majority· 
of the medical staff. 

Low: Option is supported by only a few members 
of the medical staff. 

Antitrust Barriers. Evaluating and avoiding the threat 
of potential antitrust actions is essential for any 
successful option. 

High: 
Medium: 

Low: 

Minimal exposure to antitrust barrier. 
Moderate exposure to antitrust barriers 
but manageable. . 
High exposure to antitrust barriers. 

CON Regulations. State CON regulations could potentially 
block certain strategies. Each option should be 
evaluated based on the likelihood for CON review and 
approval. 

High: 
Medium: 

CON review not required. 
CON required but approval likely. 
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Low: CON required but approval unlikely. 

Lease Compliance. The current lease agreement for JH is 
' very limiting. Each option must be review for its 

ability to comply with the terms of the lease. 

High: 
Medium: 
Low: 

Easily complies with terms of lease. 
May require change in terms of lease. 
Will require difficult negotiations. 

strategic Fit with IHS's Vision. Each option ·must be 
evaluated on its. ability to enhance IHS 1 s long-term. 
strategic v~s1on. Only those options that fit with thfs 
vision can be considered. 

High: 
Medium: 
Low: 

High level of strategic fit. 
Moderate level of strategic fit. 
Minimal level of strategic fit. 

IV. Fqcilities criteria: 

Facility Access. Given the current physical plant 
limitations, each option must be evaluated on its ability 
to improve access and patient flow. 

High: 

Medium: 
Low: 

Significantly improves access to 
facilities. 
Moderately improves access to facili~ies. 
Does not improve access to facilities. 

Each core option presented in Chapter III has several related 
alternative strategies. For the purposes of this analysis, one 
strategy has been chosen to represent each core option. This 
strategy is thought to best represent all other alternatives 
considered under that particular core option. · 

The four core options and their related strategies are 
described below. 

I. status Quo. The representative option chosen under this 
core strategy is best described by the "baseline" 
analysis presented in Chapter II of this report. This 
analysis represents what would occur if JH continued to 
operate as it has in the past through the term of the 
lease agreement (2005). The status quo option 
establishes the parameters with which to evaluate all 
other strategies. 

II. Purchase Beds and Move Them. The strategy chosen in this 
category proposes to purchase the 120-bed JH license. 
Sixty of these 120 beds would be de-licensed and the 

66 



., . \ · ... 
... • :i•', .' 

.·.) 

remaining 60 beds would be relocated to other IH 
facilities (e.g., 15 beds to Fair Oaks (FO) and 45 beds· 
to Fairfax (FH)). This strategy was chosen because it· 
provides several key advantages over the other 
alternative strategies in this category. In particular, 
it has the potential for immediate. incremental payoff 
through the transfer of patients to other Inova 
Hospitals. Additionally, Fair Oaks is located in a 
growing market area and is likely to require additional 
beds in the future. According to information obtained 
through interviews, FO currently has 15 beds · out of·: 
service and plans to add an additional floor to the: 
hospital. It is anticipated that this floor will contain· 
a 30-bed unit. The 15 beds from JH, in addition to the:. 
15 out-of-service b~ds, could be used to complete the JO; 
bed unit at FO. Since this strategy does not require~ 
construction of a new facility, it potentially represents··.. . 
the least costly of all other alternatives considered i. · 

within this core option • 

. Iri. Alter Service Mix. The representative strategy rela:ted~ 
· to this core option proposes the development of a ••mixed 
use 11 facility at JH. The mix of services would 
potentially include acute, subacute/skilled nursing, 
outpatient and adolescent psychiatric services. The 
conversion to a single specialty facility (e.g., psych) 
was not chosen because it would require that all Inova 
Hospitals' psychiatric services be consolidated at JH. 
IH management felt that it would be difficult, if not 
impossible, to convince FH physicians to agree to treat 
their patients at JH. Therefore, the consultants were 
advised against further analysis of the single specialty· 
option. 

IV. Joint Venture with Group<sl. The representative strategy 
related to this core option proposes to develop a joint 
venture arrangement with local physician group(s). This 
new corporation would then contract with payors at rates 
that will allow the venture to establish a niche in the 
market as the low cost provider. In order for this 
option to be successful, the lower rates must be offset 
with volume increases. 

The remainder of this chapter describes an exercise completed 
by the consultants and the IH management team to determine which 
alternative(s) should be further evaluated in the next phase (Phase 
II) of this study. 

There are two independent steps involved in this exercise. 
The first step involves the evaluation of the four core options, 
based on the preliminary criteria outlined earlier in this chapter. 
This initial evaluation assumes that all criteria are weighted 
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equally or, said differently, all criteria are of equal importance. 
Step two, involves assigning weight to each of the -criteria, 
thereby, accounting for those criteria that are assumed to be 
relatively more important than others. It should be noted that the 
ratings and weights were established independently to ensure 
objectivity, In this particular exercise, NHA and CRB&S 
established the ratings and the IH management team established the 
weights. 

Exhibit XIX, on the following page, is a summary of step one . 
of this.exercise. Each criterion was assigned either a high (score. 
of 1), medium (score of .5) or low {score of 0) rating based on its. 
ability to accomplish the particular critical success factor (CSF). 
An overall score was then assigned to each core option based on the.· · 

. ' · .. ·. 

individual ratings assigned to each CSF. It can be seen that: . ; ~ · · · 

Option I. Maintain the status Quo. Only four of the 13' 
CSFs were assigned a high rating. These include the 
ability of the option to: gain JH medical staff 
acceptance; minimize exposure to antitrust barriers; 
minimize regulatory review; and comply with lease 
restrictions. Two CSF received a medium rating and the 
remaining seven factors were assigned a low rating. This 
core option received an total score of 5.0. 

Option II, purchase beds and move them. Again, only four 
of the 13 CSF were rated high. These include the ability 
to: gain FH medical staff acceptance; minimize exposure 
to antitrust barriers; fit with IHS's strategic vision; 
and enhance access to facilities. Five success factors 
were assigned a moderate rating and three were assigned 
a low rating. This analysis resulted in an overall score 
of 6.5. 
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Option III, Alter Service Mix. Only one CSF, the ability 
to fit with IHS 1 s strategic vision, was givec a high 
rating. All other factors were assigned a medium rating. 
This core option received the highest rating of all 
options presented, with an overall score of 7.0. 

Option IV, JV with Local GroupCsl. Only one CSF, the 
ability to gain FH medical staff acceptance, was assigned 
a high score for this option. Eleven CSFs were assigned 
a medium rating and only one was assigned a low rating. 
This analysis resulted in a total score of 6. 5. · 

In summary, core option III, alter service mix received the· 
highest overall rating of 7.0. The second highest overall rating· 

. was assigned to core option II, purchase beds and move them and: 
. core option IV, JV with other local group(s) -- both received a·: 

·: · rating of 6. 5. The lowest rating was assigned to core option I, .. 
status·quo. 

Step two of this exercise involves assigning weights to each 
Critical Success Factor. The weights are then multiplied by the· 
ratings to produce a weighted index for each CSF. The sum total of 
these weighted indices results in the overall score for· the 
particular core option. Exhibit XIXCbl, on the following page, is 
a summary of step two. It can be seen that: 

Option III, Alter Service Mix, received the highest 
overall weighted index with a. score of 0.57. This 
ranking is cons~stent with the ratings assigned to this 
option in step one. 

Option II, Purchase Beds and Move Them, received a 
weighted index of 0.54, which resulted in the second 
highest ranking. This ranking was again consistent with 
the ratings assigned in step one. 

Option IV. JV with Local GroupCsl, ranked third with a 
weighted average of 0.52. 

Option I, Status Quo, received the lowest overall ranking 
with a weighted average of 0.40. 

Given the current lease restrictions, only the status quo 
option is likely to comply with its terms. This factor has been 
acknowledged at the outset of the report and a decision was made to 
explore all options regardless of the potential limitations of the 
lease. In keeping with that decision, the IH management team felt 
that an additional analysis, which excludes the criterion related 
to lease compliance, should be completed . 
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OPTION 
I. Status Quo 

~ 
SUCCESS FACTORS Weight-a Rating-b 
Reduce Losses from Status Quo 16.0% 0.5 
Umit Payback Period 7.0% 0.0 
Min Capital Investment Required 10.0% 0.0 
Respond to Market Demand 5.0% 0 0.0 
Enhance Market Share 3.0% 0 0.0 
Respond to Managed Care Dema 5.0% 0.0 

~ Gain Medical Staff Acceptance 0 

. Jefferson Hospilal 3.0o/o 1.0 
Fairfax Hospilal 7.0o/o 0.5 

Min Exposure to Antitrust 12.0% 0 1.0 
Min Regulatory Review (CON) 3.0o/o 1.0 
Comply with Lease Restrictions 10.0o/o 1.0 
Fit with IHS's Strategic Vision 16.0o/o 0.0 

~ Enhance Access to Facilities 3.0% 0.0 
~ 

/o'' · •. , Total 100.0o/o 5 

o•o 
'-~. 

OPTION 
I*'\ Ill. Alter 

Service Mix 

SUCCESS FACTORS Weight-a Rating-b 
Reduce Losses from Status Quo 16.0% 0.5 
Umit Payback Period 7.0% 0.5 
Min Capital Investment Required 10.0% 0.5 
Respond to Market Demand 5.0% 0.5 

~ Enhance Market Share 3.0o/o 0.5 
Respond to Managed Care Dema 5.0o/o 0.5 
Gain Medical Staff Acceptance 

Jefferson Hospital 3.0o/o 0.5 
Fairfax Hospital 7.0o/o 0.5 

Min Exposure to Antitrust 12.0% 0.5 
Min Regulatory Review (CON) 3.0o/o 0.5 

~ Comply with Lease Restrictions 10.0% 0.5 
Fit wilh IHS's Strategic Vision 16.0% 1.0 
Enhance Access to Facilities 3.0% 0.0 

Total 100.0% 6.5 

• Hot~: Iatinos fi'CIII WHA end CR81S 

~ 
a • Total of all weiohu n.nt equal e.uc:tly 100 

Source: lodepteod fr-: 

\ Strum Fonut•tlon· An~~Jxstu! c~~ne!l!s• 

/ llofer/Sc:h~t. 1978 

EXHIBIT XIX{b) 
Inova.Hospitals 

EVALUATION OF CORE OPTIONS 

JH OPTIONS ANALYStS 
OPTION 
II. Purchase 

Weighted Beds & Move Them 
lndex-c SUCCESS FACTORS Weight-a Rating-b 

0.08 Reduce Losses from Status Quo 16.0% 0.5 
0.00 Umit Payback Period 7.0% 0.0 ° 

0.00 Min Capital Investment Required 10.0% 0.0 ° 

0.00 Respond to Market Demand 5.0% 0 0.5 
0.00 Enhance Market Share 3.0%0 0.5 
0.00 Respond to Managed Care Demand 5.0% 0 oo.s 

0.00 Gain Medical Staff Acceptance 
0.03 Jefferson Hospital 3.0% 0.0 
0.04 Fairfax Hospital 7.0o/o 1.0 
0.12 Min Exposure to Antitrust 12.0% 1.0 
0.03 Min Regulatory Review (CON) 3.0o/o 0.5 
0.10 Comply with Lease Restrictions 10.0% 0.0 
o.oo Fit with IHS's Strategic Vision 16.0o/o 1.0 
0.00 Enhance Access to Facilities 3.0o/o 1.0 

0.40 Total 100.0% 6.5 

OPTION 
IV. JVWith 
Another Local 

Weighted Group 
lndex-c SUCCESS FACTORS Weight-a· Rating-b 

0.08 Reduce Losses from Status Quo 16.0% 0.5 

0.04 Umit Payback Period 7.0% 0.5 

Weigh: 
Index-. 

0 
0 
Oo 
0.' 
Oo• 
0.0 
0. 
0. 
0. 
o.o· 

- 0. 
0. 

. 0. 
0. 

o.: 

Weighte 
lndex-c 

0.< 
0.( 

0.05 Min Capital Investment Required 10.0% 0.5 . o.c 
0.03 Respond to Market Demand 5.0% 0.5 o.c 
0.02 Enhance Market Share 3.0o/o 0.5· 0.( 

0.03 Respond to Managed Care Demand S.Oo/o 0.5 0.( 

Gain Medical Staff Acceptance 
0.02 Jefferson Hospital 3.0% 0.5 o.c 
0.04 Fairfax Hospital 7.0% 1.0 o.c 
0.06 Min Exposure to Antitrust 12.0% 0.5 0.~ 

0.02 Min Regulatory Review (CON) 3.0% 0.5 o.: 
0.05 Comply with Lease Restrictions 10.0% 0.5 o.· 
0.16 Fit with IHS' s Strategic Vasion 16.0% 0.5 0.· 
0.00 Enhance Access to Facilities 3.0% 0.0 o: 

0.57 Total 100.0% 6.5 00 

b • 1•HI;h, .S•M«<I~, O•l011 
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Table 8, below, underscores the results of the analysis, after the 
related lease criterion was excluded. It can be seen that: 

By excluding the lease criterion from the analysis, 
option II, purchase beds and move them, is ranked the 
highest with a weighted index of 0.5~. In the previous 
analysis, option II was ranked second among the four core 
options. 

Option III, alter service mix, is ranked second, overall, 
with a weighted index of 0.52. Option I, status quo, and·· 
option IV, JV with other local group(s), were ranked the 
lowest with scores of 0.30 and 0.47, respectively. · 

,;',}: · .. :' Table 8 
i•:r • 

.. • .. Evaluation of JH Options (Excluding Lease Criterion) 

' . ~ : . . , 

•' ... 
OPTION: 

I: Status Quo 
II. Purchase Beds and Move Them 
III. Alter Service Mix 
IV. JV With Other Local Group{s) 

WEIGHTED INDEX: 

.30 

.54 

.52 

.47 

After careful review of the results from the above analyses, 
several conclusions have been made regarding the particular options 
to pursue in Phase II. These conclusions set up the framework for 

··the comprehensive evaluation of the remaining options .--'phase II. 
Several "next steps" have also been outlined. Exhibit XX, on the 
following page outlines the major conclusions to this" phase of the 
·study. These include: 

Examine Option II, purchase beds and move them. in phase 
II. The two related options for further evaluation 
include: purchase the 120-bed JH license and move the 
beds to a more demographically desirable location (e.g.,. 
Franconia, Sterling); move beds to other IH facilities 
{e.g., Fair Oaks (15 beds) and Fairfax (45 ·beds)) and de­
license the remaining 60 beds. 

Examine Option III. alter service mix, in Phase II. The 
option to develop a "mixed use" facility at JH will be 
explored. Further analysis will need to be completed in 
order to determine the "right" mix of services, however, 
these services could potentially include acute, 
subacute/skilled nursing, outpatient and adolescent 
psychiatric services. 
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EXHIBIT XX 
Inova Hospitals 

CO~C~l!S.I?NS 

e Evaluate Core Option II, .Purchase Beds 

and Move Them, in Phase II. 

Specifically: 

- Purchase beds and move them to a 

more demograp~ically desirable 

location (e.g., Franconia, Sterling) . 

- Purchase beds and move 60 beds to 

other IH facilities, FO (15 beds), FH 
(45 beds) and de-license 60 beds. 

e Evaluate Core Option Ill, Alter Service 

Mix, in Phase II. 

S pee ificatly: 

- Develop mixed use facility at JH to 

possibly include acute, suba.cute, 

SNF, outpatient (ER, Amb. Surg.) and 

adolescent psychiatric services. 

Source: National Health Advisors and Cohen, Rutherford, Blum & Schott 
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. ·.,.i:'·J;~{~d~termininq·, appropriate ·"next steps" for Phase II, there 

are!·r·e?ll'+Y ·two relate~ ~components. The first component involves a. 
detai'l.~-4\~nalysis of. each of the remaining options presented above. 
Th~.i.,-.s'!!c~I)d: .comp~nent .... involves managing the communication and· 
appr¢>:v.a.l\~p_r.ocess .'wi~hin !nova Hospitals. Communicating the results 
of:th,iS,(~~UdY.~!·aS?::~ell'as managing the approval process, will be as 

· critlcalt.' ... ~to );·:the\·,'·future :. of JH: ·as. the actual· option analyses •. ·· 
Recommendedln~xt'steps·include: 

... ::·:. _.··./:<·;·~·>~~-.··~;:.;\(:' : . .-:.,:-·::::·.'· . .-_·<'-.''.'·.' :·':_...\.i,:·'_': •· • . : . . • ~ • 
· ·. · ·' · . : '·•_.\::,-~··/·:·-·· DeyelC?P.·~.\SteerJ.ng .commJ.ttee ·to partJ.cJ.pate .J.n the -Phase: 

.·. _:·:,:.:. ·(\,·,~·:~· IICdiscuss'ibn •. :·· This .group should include representative: · 
•.. :. ·!· :·:_·>,>.;:·; .. :), ... :~:.:.~_lJ\,!.!:>ppy~~c~an~~:a~dl Board~members. from FH;·. JH and IHS. . · · 

·.:•:. I . I ., :_,.\,· •• > ·-~~l~:;/~>'. :-::, ·,'):,'i:':·r;-:,~ .. ~.·.·,·;;.,i.:,-,i' .. '· .. ·. , • f, ... :•. ·, . ·• . . . , 

.,, ; .· :·:'·::: ... · .... ~~~·:.)>: .. · '. ·::~·.:.~;~:/ . .-i.::·--~on.d.u.ct)Ji~eetirigs·-with:the:Steering·comniittee on a regular. 
•;·: · ·. ;:· .. ··.-.:_:·.: .. ~ .. 1:\.';~;·:://,j\bas~s··.tlir~ughout.'Phase·.~rr-~ · 

~:', •. '.:: •.• • •• ;.· ••. '.):.·:._.··.:·; •• ·:···' ,,. <· •.• ,. •· I . . .. ·/:·· .. :·.:.\i4.:.'<(~;~·:.:,>:-:~·)<~:.'fJ'i{,····:.'.·_'.':'.::··:.' -~<''~.-~ · .. · . : 
· · ...... ~·i;·~·:.:·;~.·~·_co~duct< individual interviews· with physicians from both· 

· : · .... , · .... ·::.\;.·.;,.:.','·:·;:.-~;-~.:~~~f~-~~'.·;_.a~cu.;ref~erson Hospitals. · '(The majority of. these, .. 
· ~:·_.·:;· · · ··.'. ···.·,.;·;'it( J.nterYJ.~ws~have ·already·· been conducted.)' 

.. '.· ;/.:·'/·~.'' .. i ····;,. :· . . ::: ..... . . . . . 

) 
.~ 

·~-... :·;·· Meet. p~riodically with the existing JH/FH Integration 
:. · • t:_· _:-: ... :~:.:·Task·. F.~-:r'~~ throughout the Phase II process. 

',1,,, 

.· · ·.·· ... .-:~/.··. Determin~: th~ necessary · steps in the approval process. 
·.·:;·.·.·.These steps should include a detailed timetable for 

.· ··:I1·.-. seeking· the consent of all appropriate qroups (e.g., 
~·. -::' ; ... : ... medicali.·staff presidents, Boards etc.) • 

. ··'1.':':'. . : 
.. .... 

•:'·, . 
. I• 

:;:,. ,'·'-. ::: 
·:. ! . 

. ··: '.) 

... ,. 

I ~ , ' ' 
.li, .. 

·· .. '.'.· 

. ·' 
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22314 Alexandria 
PRIMARY 22304 Alexandria 
MARKET 22204 Arlington 

22305 Alexandria 
: 22301 Alexandria 

~ 
... . :· 22311 Alexandria · 

22302 · Alexandria . 
22306 Alexandria 
22041 Falls ChW'Ch 
22206 Arlington 

~ ----- 22312 Alexandria -. y 22003 Amwldale 
(-) MARKET 22309 Alexandria 
\.._;,., 

22310 Alexandria 
22303 Alexandria 
22042 Falls Church 

~ 22202 Arlington 
22015 Burke 
22150 SpriDgfield 
22152 SpriDgfield 
22151 Springfield 
22200 Arlington 
22079 Lorton 
22203 Arlington 
22193 Dale City 
22180 Vienna 
22201 Arlington 
22101 McLean 
20744 Fort Wasbi.ngt 
22046 Falls Church 
22191 Woodbridge 
22031 Fairfax 

~ 

Other Zip Codes 
'·) 

1 Totals 

75 

. . . 

APPENDIX A 
Inova Hospitals 

JH ADMISSIONS BY ZIP 

Percent 
admits of Total 

426 10.8% 
280 7.1% 
267 6.8% 
24~ 6.3% 
152 3.9%. 
92 2.3% 

111 2.8% 
113 2.9~ 

'162 4.1~ 

153 3.9% 

152 3.9% 
87 2.290 
74 1.990 
66 1.790 
60 1.590 
52 1.390 
2S 0.690 
26 0.790 
41 1.090 
26 0.790 
40 1.0% 
24 0.690 
24 0.6~ 

26 0.790 
40 1.090 
53 1.390 
20 0.5% 
23 0.690 
21 0.590 
32 0.8% 
34 0.990 
25 0.690 

971 24.690 100.0% 

3,947 
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APPENDIX B 

Inova Hospitals 
JH HISTORICAL MARKET SHARE 1985 AND 1988 

Total JH market area admissions . · 
primary area 27,043 24,053 
secondary area 18,409 18,204 

admissions from market area 
primary area 1,970 1,892 
second~ry area 568 514 

market share results 
primary area 7% 8 

area 3% 3 

Source: IHS Marketing Documents 1989 
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APPENDIX c 
!nova Hospitals 

1990 IHS 1 S MARKET AREA OVERLAP 

22041 p s p 
22204 • p 

22206 p 

22301 p 

22302 p 

22304 p s . s 
2230S ... p 

22311 p 

22312 p s' s 
22314 p 

FAIR. 
ZIP CODE JEFF. FHS FAIRFAX OAKS 

22003 s p p s 
22015 s p p p 

22020 s p p p 

22032 s p p p 

22042 s p p s 
22043 s p p s 
22044 s s 
22046 s s s 
22m s s 
22101 s s p s 
22110 s p p p 

22150 s s p 

22153 s p p s 
22170 s p p s 
22110 s p p p 

22191 s s s s 
22192 s s s s 
22193 s s s s 
22201 s 
22202 s 
22203 s 
2220S ••• s 
22207 s 
22303 s s 
22306 s p s 
22309 s p s 
22310 s p s 

Source: [HS 1991 
KEY: P = Primary Service lvca (top 1-ip code: arc.u ac.countift& 

ror 50~ or tOCA! adm.is£ioca) 

S "' Scc.oadaty Service Areta (1-ip code arcu ~& 
lor 1S~ or toe&l adm.is£ioas) 

'This z.ip code contaw Northcru Virginia Doctors Hocpi~ 

s 
s 

s 

s 
s 

s 

s 

s 
p 
p 
p 

•• Thia zip code: con...W N&liooal Onbopcdic: and RcbabUitatioa Hospital 

- • •• This 1-ip code coal&W hlin,stoa Hocpital 
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c 0 N F I D E N T "i .:ALL 

TO 

. 
FROM . . 

Inova Hea1th system. 

June a, 1992 

£ xJ--, i bits 

uy'ou.t l(A) 
_j_(B) . 
(U)/bv.-f ti.A) 

Richard c. Maqenheimer, Vice President, Financial 
Operations · : ' 

Knox Sinql.eton~ i>residl!!llt~ 
SUBJECT . . PRoPosiL- ~ To~..r:·oocroR TAUBER oN JEFFERSoN HosPITAL -~· 

DEAL :;:·,-;:_·:~. · 

·t.:·.:~ -~·:=: .. :.:r..-t:.!.:-.... ~~:;.!..~ ~,.. 
What ·do you think abo~t ~~;following: 

.. ~ 0 •• ••• ~_;:·:·~-~-

Proposal for Doctor Tauber:;~ ; .: . 

2. 

3. 

X:eep rent at ··Curi:?ent level at JH for reminder of term • 
Reschedule for 15 years, and reduce rent for next 5 years 
with the savinqs. · ·. · · 

Transfer ownership to 1/4 of new building (3 floors) with 
·l.5 ·year ma~ter -~~~~e.@ "x"/feet with 1/2 CPI: escalatoJ:s •. 

Have #1 and #2 added to the PV of the original lease 
payments at JH unless cannot lease. 

) 

4. At end of 15 years, they own the 1/4 of Gatehouse Road. 

5. We get the 120 beds and. rel.ease· from any non-vested 
l.iabilities under termination of our existing lease and 
hold harmless on any other breach promises. 

A variation that miqht make more sense would be to set 
the rate under #2 at say $17/foot which might be large 
enouqh to reduce the current rent level at JH. This 
would be ideal since I figure we are $250-SOOK short of 
breakeven on a fully costed basis with an ambulatory 
surgery outpatient services, and 40 bed long-term acute 
or SNF confiquration. 

J.APP.SSSS INOVA-01477 
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Richard c. Maqenheimer 
June a, 1992 
Paqe 2 

The benefits X see to us.in this deal: 

1. Much lower financial operating risk at JH - maximum $1-
1.5 m.j.year with current rent ~eve~s vs $3-5 m. possible 
now. :If we·can qet the current rents down, we may even 

2 • 

3. 

make money. · 

Get a CON one could hardly get otherwise and entering· 
into the Franconia market or expansiC?n of beds at Fairfax 
Hospital and Fair Oaks Bosp~tal •. ;· .. · ... : 

Bel.ow market rent on 3 ~190~~-~·~~t::.~~~-;.~ouse Road for 3 
years. .... ·· ·' ·:~ .. : .. 

. :· .. :~ ·. The bene~its to Doctor ~aul)er: 
•, •' 

·~ . .. .. 

... ::-:: .· . ..::;;::.~;. 

' ) 

1~ 

2 • 

3. 

continuation of some health~~-- s·~rlri~~s of any kind· at 
locati_on next to his MOB.. . . .... ··.:::.::.~.:· :· .. 

Appreciated value of 1/4 of Gateh~use ,Road in exchange 
for his CON (which has little if .any value to anyone 
el.se). · · ·· ·. 

His lease payment stream is secured. 
. . 

Let's discuss ASAP. 

KS:bls 

J.APP. 5589 

!NOVA-01478 



..... ·)~. 
...... -

TO: 

FROM: 

DATE: 

SUBJECT: 

Ccm'l:DD'J.'n.L 

INOVA HEALTH SYSTEM 

MEMORANDUM 

J. Knox Singleton, President, IBS 

Richard c. Maqenheimer, Vice j;esident, 
Financial ~erations, IHS 0.~ 

June· 9, 1992 · 

Jefferson Bospital/Camhridqe court Swap 

. I have explored several ~conomid scenarios ~hereby ms could 
· terminate 't:Jle l~~e ... ~t . .r,efferson Hospital. The most feasible ~ : 

approach to. t~atiori' of .. the .Jefferson lease would be a real· 
estate swap 9f some portion· of the Cambridqe court property in . 
consideration.for the Jeft~~~n property and termination of the 
existinq hospital lease. A ··real estate swap is probably the only. 
feasl.b-le approach since an outrlght buyout of the lease or hospital 
property would c;ive rise ... to .substantial taxable income to the 
Tauber partnership. :In a straight cash transaction, IBS would have 
to pay the partn~ship apprQxilllately 160t of the net. present value 
of the lea$e payments in order. for the cash stream. on ~e after-tax 
proceeds to· replace the Jefferson lease payments. A real estate 
swap would be considered an exchange of like property which would 
avoid immediate taxation althouqh there are certain complications 

... ·-· .to._.my .. approach since IBS would master lease the Ca:mbridqe court 
--· ·tower .. ·-at above-market rates. I am having a tax specialist look at 

the transaction. 

The Jefferson lease payments are structured rather strangel.y. The 
following table shows the 1ea~e payment stream: 

CUrrent $135,417/mo 

. Ju~y 1992 - June 2002 $177, 083/:mo 

July 2002 - Sept. 2005 (est) $270,000/mo 

_ Although unusual, this stream of lease payments could work to our 
advantaqe since the partnership will have to wait until July, 2002 
to receive a payment increase. The increased payments in the last 
three years of the lease would more than be replaced economically 
by the appreciation on the cambridqe Court property. 

ms would swap one tower of cam.bridqe court to the Tauber 
partnership with IHS immediately leasing back the tower throuqh 
September, 2005, the term of the existinq Jefferson lease. IBS 
would then either sublease andfcr occupy the master leased tower. 

INOVA-Oll 
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•. 

~n sospital/Cambridqe Court swap 
9 , 1992 

40 ·nrc 

l , •• 
. '·. 

As noted above, the Jefferson monthly lease payment will increase 
to $177, 083 next month. This would equate to a master lease rate 
of $19.14/sq ft plus operating expenses which is well-above fair 
market value. The economics of this transaction are S'tmDarized on 
Schedule A. I: have estimated the economic impact to ::tnova to be a 
neqative $10.2 million over t:be thirteen year period~· According :to 
Grubb & Ell.is.• valuation methodology, one tower of Cambridge Court 
would be worth approximately $19 million in 2005 if 95' leased up 

. ·at.~ket rates then in effect. This appreciated asset would more· 
· .:· .:~ than. make up the lower cash stream to the Tau})er partnership in the 

··~=.:.: :~~ three years of the lease term. .. .. .. ·::~;.:.::.:: 
:~··;~ .:~i;-~_"!:~-..~ .. ·i~~~~;!~U~the above ·outlined transaction were·:to occur·t:;iss: ... would have to·. 
-:,.:-.~i:~.: ·:o::-:~~:~~~-r.~cognize an additional $7 million-~ ·losses···oD:::fhe-~~change of the 

~ ~·' fi·?~~;~_:-:~~a:.~; .~properties assUllling Jefferson- r~ifiS·=. O#~·.~·:as ~::;·some type of. 
:~~:·t:·:·:··:~.=Lf::~-?~li~lthcare faci1ity. Whi1e this .. is ·mi ~~counti.Dq~·as'"'~opposed to an 
:-~.:.':·. ::-. · -~ :~ ~ii7;~onomic presentation, it nevertheless ··.has::. an -~impact on external 

· ·: ·. :· ,. :::·:::·.:.:::constitUents. ··. . ·· ::: · ·::::::: ·e .. ::: ·r;:.:::-::::-::· ·.: 

>.:. :::,.·:~.·-::.~:;. =- . .::~. am not necessarily advocatinq this scenarf~·;; ;as an offer to 
·: .•: :·5·!·~~=.:~~;:-rautaer, however, the qenerai approach is feasii::ile'i ~::·.= 

.·····). · .. ~.-··:·~-..::·:.!'lease. review this material and let's discus~;-:~~:~:::your earliest 
\ . · · ·ccmveJU.ence. · ··· -·· ··· 

,.._ • 0 •• 

··, 
.J 

· ····-·-·ta ··· ~ · 

INOVA-01480 
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SCBEJ)ULB A 

JBJIPBRSCII JIOSP:ITAL/CAHBR7DGB COUll~ SWAP 

1. 

Financ:ia1 Xmpact 'to :tnova 

Jefferson ~ospital 1and and building, 
exclusive o£ attached 'MOB 

2. Hospital ~i.cense (est @ $10,000[bed) 

3 • · Temination of existinq 1ease (NPV of · 

PKV/BPV 
s aaa•s 

( 

$ 3 1 0.00 (est) 

1 2o·o -· ... \ '· .· . ~ ... 

... 
0 ...... ~ ...... 

\ 
. \ 

\ 

· ·~·· · · je£f~~~~iease payments) · 
• .... . :.·::. :::.. .:,: ~~:~·:.!~:.~~: ... 

::;· •• :. -~ :_·;:. 0 0 -~··:?{=.:~= ·~:-±~::·; . 
4 ~ · ·. ·: .. tKS·· .. ~§~: l.ease payments (plus expenses)·. 

·' ·<":'.};'';~:it~~:.-
· .-.·_,, __ ~,:-~~-:-,~~iiiS;.,'\. 

·· · ·=to :Ta~~'partnership (HPV) 
''• •': '. • ... : :· .-~~:-:.: ... ~· :~;-:'~. 

s. vac:aDt·.'·camhridqe court property 
. . ·.~ :~ .· ... - ;.:. -:~ ,.;·:·;·. . . . 

6. EDhancecf::~perating surpl.us at Jefferson 

· ~otai !'iD&Dcial Zmpact: ·= :tllova 1993 - 2005 

·:'·'. ..~ .. ~·-~~·~~~ ~ 
i . ~~, .::- .,.~.;250) 
r_; ~. ~:· ·; :·:>~ ':,.·!:· .. 

-··~ ..... : ::-::-:::? 
: . -· 

§(10,189) 

I 

I 

! 

·~= ms would sub~et its master leased tower which is 
estimated to have a $13 mi1l.ion ·HPV. Since ms could 
rent out the cambridge court property anyway, the impact 
of this event is nat included in the above analysis. 
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STRICTLY CONFIDENTIAL 

TO 

FROM· 

SUBJECT 

BAClCGROUJID 

·. ·-

Inova Health System 

July 31, 1992 

Members, Inova Health system Board of Trustees 
Members, Inova Hospitals Executive Committee 

Knox Sinqleton, ~resident . 

PROPOSAL TO ACQU:IRE.JEFFERSO.N HQSPITAL BUILDING AND 120-
BED OPERATING LicENSE/.: :;:! ) ... :.:.:.·~.:.;~ ::~~~: ·~·~ . 

, ~. _=;f tJ\y>:::z;: 
. ... 
. .. : ~·-: .. · ..... : ;" ·.. ~ 

In 1985 Il,lova entered into a lease· of :·la years to operate Jefferson 
Hospital with a partnership headed by Doctor Lazlo Tauber. The lease 
succeeded a period of operation of the .~ospital by Health Group, Inc. 
of Nashville, Tennessee and was enter~'d into by the Tauber partner­
ship in lieu of competing offers from·,:Georqe Washinqton University, 
Georgetown University, and a number of proprietary hospital manage­
ment companies to enter into similar a~~qements • 

The. strategi'c .rationale for this action . ori Inova Is part was part 
defensive and part offensive in character. Defensively, it was felt 
important to preclude the entry of either of the two major competi­
tors to Fairfax Hospital's magnet referral proqrams into the Northern 
Virginia market. Both University Medical Centers indicated to·the 
Tauber partnership their intention of establishing satel1ite group 
practices of referral physicians at Jefferson, much as has been done 
by Childrens Hospital at Woodburn Road and elsewhere. 

Offensively, it was believed that Jefferson could operate as a pri­
mary care catchment mechanism through its admitting physicians and 
emergency room to refer patients to Inova' s referral programs, 
;specially the maqnet clinical proqrams at Fairfax, Mount Vernon and 
to the affiliated services such as home care, nursing homes, etc. 
It was also believed that a primary .care base and acute care location 
inside the beltway would enhance the managed care contracting 
capabilities of the system overall with the growing customer group 
of contract purchasers. Finally, it was felt that Inova•s influence 
in the facility could mater~ally improve the quality of patient care 
being delivered, that the volume of indigent care rendered to the 
community being served by Jefferson could be increased, and that the 
facility could contribute financially to the overall system. 
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Members, !nova Health system Board of·Trustees 
and Inova Hospitals Executive committee 

July 31, 1992 
Paqe 2 

.. 

over the last seven years, some of the objectives pursued in the 
leasinq of Jefferson Hospital have been achieved and some have not. 
Perhaps most rmportantly, the marketplace has shifted to the point 
where it does·. not appear to manaqement that short-term acute 
hospitals of 120•beds or less are viable over the lonq-term, and that 
additional inv~stments in the·necessary technology and facilities to 
operate the Jef£erson facility as a short-term acute hospital can no 
lohger·.b.e· j~:;i£ied. · ..... ··-·- ... ,~-. -~.--·: .. : .. · 
. ··-·~· - : ......... ··::..·: .. !·:· .. . . . . ... : · ... ·.~. · . . : .·~ :. :.:~:::~~·;:,. :~;~~-~·-:. .. ~-;: .. . 

. : .. :~str.atecjica:ily~.;·ue control of Jefferson has fulfill.ed .. mariy. -:O£ · ·~fhe . 
· · ;.~.:;ol:r:factiV"$50:~1l~ch were identified when the lease .':wa~ -initiated • 

... ::··!perll~pS:~)2l.os'f.?.iiiportant, the Northern Virginia market h.a~_ ·n~t··:·been 
·.: ·.·.: peii.efra:~ea:·~s~~ificantly by the major academic medical ·ce~ters~. ··It 

· : .. ·: · i's·: qeniira1.!J:y· .... aqreed that the quality of care rendered to· the ··com~ 
· .~. ··· ·.:mun;l:y_.·~as:'~in~.reased siqnificantly, to some aeqree ari~enj hy .... :the 

:· .: ,;;elimlnaf.ion~·~of:..:a· number of marqinally qualified physicians";~from the 
·activ~·-=~eCiical:>.staff. The volume of indiqent care ·hast.also''grow 
· dramatica~7iy-=-=from a level of approximately $40, ooo prior to our 
·involy~ent. to ·~ .. over $1.2 million, well over· half of which ~is·::from 
Fairf'a.X=.-·cci\Jhty.· :· A substantial amount of referral business~· repre­
sentinq·:.;well.~over $1 million per year in incremental contributions to 
other· Iriova ·.operating entities is generated annually. 

.. . . . ......... 
At ·least· in· part. because ··~f· ··th~~e dynamics, the operatinq marqins 
have eroded over the last three years. In 1990, Jefferson had a 
positive cash flow from operations while in 1991 it experienced a 
loss of approximately $2 million. In 1992·, losses have totalled 
almost $1 million in the first·five months and, more importantly, 
have accelerated rapidly in May and June to the point where losses 
would approximate $4 to $5 million on an annualized basis. The need 
for concerted action to deal with a chanqe in the lonq-term operatinq 
status has become acute. 

OP!XOHS 1nn.NILI 

since January, a task force comprised of board members, medical staff 
leaders and manaqement have been examining the best uses of Jefferson 
Hospital over the long-term. An examination of the major options 
have been conducted with the assistance of National Health Advisors 
and Cohen, Rutherford and Blum, consultants in health care. 
CUrrently, the· task force has not concluded its task regarding the 
best lonq-term use for the hospital, but has recommended that the 
license be purchased and flexibility be obtained to convert its 
service mix to the following: 

• 
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Members, !nova Health system ~oard of T~stees 
and Inova Hospitals Executiye_ Committee 

July 31, 1992 
Page 3 

1. Long-term Acute Care cso-120 beds). This would be accom­
plished throuqh a sublease or joint venture arranqement with 
one of the national companies providinq this service. 
Alternatively, this servi~e could be operated by Inova if 
necessary. The Baltimor~/Washinqton market area does not· 
currently have such a speci~lty facility and it is felt this 
service·can be profitably provided. At least one company 
has made a concrete .offer-:· .. to purchase the hospital or lease 
it for substantial .·~ouni;s_. This would require approxi­
matel.y half of ~e. ... ::b.'?~.Pit~~ buildinq to accommodate this · 

2. 

use. 
:.-, ~-·!:':•, ;.~~- ,;~· . .:~.;.~,~~·~ ... :;.·.~:~.;···.;~.:~~ . 

Ambu1atorY/ot.itpati~:iiE7Bi:r:~~-,~~· rt appears feasible to continue: 
to ope~ate 1;b~~·Q9~P4}.~;~)'i.t.:..;;services of the hospital such as. 
laboratory; ·.:.rZ..Q.;io~~9Y{?:".~~~~ . The potential for a continu- .. 
ation o:f outpatiE!A~~;~~.rqfi~ .. is beinq studied at the current. 
time. ·. A lonq-.1:~.nii.::;~.~~.~;:;:gse of the inpatient units would 
generate·· slgnif-ic;;:~t. :~o!lrits of ancillary services demand. to 
augment norlllal .ogqp~g:.~.R~tpatient demand. 

•. .. . -::: ::~~-:~·.::-:: ·:\.:··-7~- ... ~· . 
3. Emergency/Urqent·.·Care •. ~~~ntinuinq to operate the emergency 

room as either a· ,fre_e.~ta"dinq ACCESS-type facility or as an 
Urqent Care Center ·-is ~also contemplatec:l. This provides a 
patient Capture mechanism for physicians associated with 
·Inova and al.so qene~ates anc~llary se~~~~s .. d~d. 

At its last meetinq, the task force recommended to the Inova Board 
that manaqement proceed to acquire the buildingjoperatinq license, 
and that the operations of the hospital be converted to alternative 
feasible uses as soon as possible. 

OTJIBR PACTOU 

Three other factors deserve mention in connection with the present 
situation at Jef~erson. First, the option to simply abandon the 
hospita1 does not exist without qreat risk. In our lease aqreement 
with the Tauber Partnership, there is a positive duty by Inova to not 
do anythinq during the term of the lease that would :impact neqatively 
on the owner's operating license. ceasing to operate the facility 
could create an arquable case of destroying or at least substantially 
diminishing the value of the operating lease since if it is not used 
for a 12 month period, it becomes essentially invalid under the 
Certificate of PuDlic Heed Law. while there is a theoretical ability 
to go to court to obtain a declaratory judgment of our right to 
abandon the facility, it is clear that that move would be resisted by 
the current owners and the legal battle could draq on for months or 
even years. Should we lose, the court could order the hospital to be 

. .. 
.. -· 
'··-
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Members, I nova Health System Board of .T~stges .: · .. ·: . . 
and Incva Hospitals Executive committee w • ·- •• ···: • 

July 31, 1992 
Paqe 4 

operated AT OUR EXPENSE for the remainder of the lease. The larqest 
costs would be the increasinq losses that would.be encountered while 
the litigation druq on. It is reasonable to expect in such 
c~rcumstances that the census would fall even further below the 
J.evels currently beinq experienced with attendant even larqer losses • 
. - . . . . 

The second factor is the potential to utilize the ~icense by relc~ 
_ ... ·c~:tinq it to another area, pres~ly a strateqically important 

·- ::~ qr9wth. area with stronq demcqraphics. This ·'is :~.essentially the 
.· : · .. : .. ·.·:~·.;::.:.-.tr~nsaction that took place with Collllllonweal th ·Do9tors· :Hospital where 

.~·;:;:~~~~;!·::i; ~ ~ ~t fioor buildinq ~d lo~ation we:re reinca~ated ~!' .... -~ .. P~qhly clesirabl.e · .. 
-~----··'1.- it:;:- ~--:t-~'.~,s~~wth area. It l.S fal.r to say that ·Fal.r-;:.Oaks;:l.s::J.nvaluable to the. 
~·:: ... j,;·tzr:;~;.i·:;d1·~~U.F.ilre prospects of the system,: ·.espebi~1.y:~ta~:-:=~~atient capture 

..... -~·7:::;:.·~-.··.:;~·::::--:::d.:}pV.ice for the mat'fftet cl-lnical :p·roqr' ams~/5it-~~·i:s~~imp"ortant to stress •. , ... .., . - ..•. ~----1":.--~-~~~-· ·':If•• - • -·· . .. 

::~_;jE~.i.~i~ ?:.i-~~~~ _no sue~ opport~it~es have ~ee~. ,~~zi~d~~·~~l-! .. ~}~~~tified an~ that 
: ····~.:!\:::o;:;:~::<.~•:rs"1·i;;-£;t.hxs potent.1al benef1t l.s not at al1··-,centrai;-:a.n• ... ma-naqement 1 s Vl.ew to 
.:··:~::~~~::~~ ... :i"~i:he· advi-sability of moving forward witn 'th'e:fbropasea -:license acguisi-

t::i:/~~~;!{ ... :;:~~~tion. · · = . .: :.~;:· .. :. :; .. ~ -··,.::.~:sr.-:.~ ::~~F..: . .;:~·.:· .. ·.· 

• . ... ·.·•· ,~. _ •· · · ·· :: · ·-:- ·. :. :.·: . .; :.-~.~i_: •• _~_-·:_, :.":' ... .-_=. r .. ::.·::~_ .. _~·~.:.~.:... ·- . ·:~::, .. ::--:,~·::-·.::·:· .... 
~ - .· . ; ~:. · .,;..:: ~-.:._'\linally, it should be noted that a contiliui~q.·effort is underway to 

·: ··:~:.:~.;,·:.~.":·.-:-~_:_~~~;nd a way to continue to operate a smal.l inpat·ient:::_~hort-term acute 
.. ·.~·.::·:.:-;_:~;::=~::-.~-:;~it in conjunction with the loriq-term .acute ::lnpat~ent proqram. For 

---., · !-~-~·~~ ~~,:,~J;~chnical reimbursement reasons, short-term··and··1ong~term acute units 
·-.. ~~··~- ·.·.·: ··~~:~.".':~annat normally coexist in the same facility;: . .-. Aaditionally, it is 

... · ........ ~.-· __ .--....;..unclear that we could obtain-the necessary··short·-term acute· volume to .. 
make a .. positive .. contribution to the bottom· line of a reconfigured 
facility. The continued operation of the short-term component could; 
however, have considerable_. value in negotiations· with the state 
planninq authorities over any bed relocation strategy, and hence .may · 
be indicated on a limited basis for a transitional period of time. 
once again, this should not be thought of as central to the revised 
plan of operation or the rationale for the actions recommendecl. 

PI~CXIL IHILYSJS 

CURRENT FORic:AST - CQHTXNQE OPERATIONS ONDER PRESENT T.JASE 

The current Jefferson lease requires Inova to operate Jefferson as 
an acute care hospital throughout the lease term.which expires in 
october, 2005. Losses are forecasted at $150 thousand per month, 
exclusive of the existing monthly lease payments of $177 thousand. 
The present value of this stream of losses for the duration of the 
~ospital lease is $14.1 million. Given Jefferson's continued drop 
in census ana its exclusion from managed care networks, operating 
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Members, Inova Health system Board of T~stees 
and Inova ·Hospitals Executive Committee 

July 31, 1992 
Paqe-5 

losses: ·:as an acute care hospital. could be substantially larqer 
despite>aqqressive cost reductions. Additional,ly, short-term acute 
care: .operations would be the most capital intensive option Inova. 
could ·pursue. continuing acute operations under the present 
arranqement·.·is ·.simply.· not financially feasible. . .. 

PROPOSED ·TERMS :FoR ACQUISITION OF JEFFERSON HOSPITAL BUILDING AND BED. 
LICENSE>. . . ·. :. \.. . ·.- ... 

,· ·. . .· .;. .. 
The a~~~l·, l~~ge!.:l~.'trarisaction is quite complex hut can be summarized:·-=·· { ~ : 
as · .. J;.~oy~;2;;-~~~.~1(ptg: ~~e · Jeffe~on Hospi'!=-a~ building. a~~-~1.:1-c~!ls~ ·~h ; ..... ~~ ... :: 

. r-r1:~ :r..~Rr·~9'l.~~l.J~; ;~~.: Tauber Pa~ershJ..p the .Pr~s~t.-va~ue:: :?f~::~2·0?/··=· :-:;·:.~ ._-. · . 
. ·.· mJ.l:~·~OlJ.~~·~1:.:P>.~ep~~~se ·the· cambr1.dge .court buJ..ldJ.nq ·J.n:::::aoos.~:.."\;.~·::!our~~;.; .. 2i~~~ ... 

·.-. priceJ~·:.:~~~~fqr~;·~oi .. :~e •building and license is $f?~·g ~~n.:;iic;:-n.3.~-··~·ri~· .. :':~J:-':1·2:t·:>·~· .· · 
. .- . < ... :·: ... ~-:;: t ·r;~ .~<iJ'=~~ :)~·~ ~·L ~~~~:i ;:~· · . · · · _. ·: :-· :·:: ::._:;.~·:~~.;:t:~;·1._~_:~~~~-;: ~-..;,~:~~~~-~-

. . · Spe~-;;~~-~~!y~:t5:::t~~yiJ:·;::~ould. acquire the Jeffer~on~ Ho~pi ta~~J)~~~~i~cj·~:?:~\ii:S:~:· 
· . ··bed .~--:~~c;~~~~i~~~t;~~·!and rJ.qhts for $12.7 DU.ll1.on~ · ·.:·,~~.~~~v~r::~::w-c?UJ:di:.~.::··: ... · 
· · simult~eo~~~y::;~~ell·: Cambridge court to the Tauber partllersh'ip·:;::for···:::.:: .. 

$12.7 ·.:··m~~-~~onb~¢1: ·master lease back Cambridqe Court· ·fro:ai'~.':i:lie ·f:..::;:.: .. 
partnership._..tor··twenty years under the fo1~owing financia:l teria.S(·:··· ~,-;·.:.,. 

a··. .. Y~~~· ... i~i~· .lim would pay the existing lease· pay- ::.:~.·:::~ ~::-·.:~:.<:~-~-·~>~·:.: 
.. ments ··on· ·Jefferson Hospital (approximately $2.·1· ·. · · ., : ··--:'·· .. 

. millionj.year) • · · 
• • •• 41•- .::·. • .......... 0 -- ·- .... ···- • • • •• 

.. . . . ·- .. -·- ..... · . 

b. Year 14~20 ~ would ·p-ay $3 mi~l1on per year. 

c •. The master lease of Cambridge Court would be on a 
·.·"triple-net" basis, i.e. Inova would be respons­
·. ible : for all operating expenses and taxes on the 
o~fice:building. 

,· 

d. ·In ·. OCtober; 2 005 IHS may exercise an option to 
acquire cambridge court for the greater of 50' of 
.fair market value or $20 million, whichever is 
greater. It is anticipated in this analysis that 
IBS will exercise this option. The present value 
of $20 million is $6.9 million. 

..... ·-~·. 

By acquiring Jefferson Hospital and its bed license, Inova would be 
relieved of the obligation to continue operating the hospital as a 
short-term acute care facility and could implement alternative , 
services. 

Inova has received a proposal from Integrated Health Services, an 
operator of extended acute care facilities, to lease Jefferson for 
a five year period. While neqotiations are in progress with 
Inteqrated, their initial offer is for Inova to receive $60 thousand 
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Members, In ova Health syst~ .. ~~arq of Trustees 
and !nova Hospitals Ex~cutiy~·~o~ittee 

July 31, 1992 
Paqe 6 

per month for use of Jefferson and a percentage of Inteqratecl • s 
operatinq profit. We would also provide certain ancillary services 
(laboratory, radiology, etc. ) to Integrated •-s patients from the 
hospital's outpatient operations on campus. This arrangement with 
Inteqrated would complement our pl~n to convert Jefferson to an 
outpatient facility offerinq urqent· care and diaqnostic services. 
Since the Integrated lease would b~ tive years in duration, Inova 
would still own the hospital license~ and have control of the beds at : 
the end of the lease term. · 

The .economics· of this plan .... ar~'·.·~s}l.~oj.ln ·=·on the Attached "Exhibit A."' ... 
All amounts reflect .Pr~~~~1:.:~v~+P.~~: ... ~~~ 9~sh flows and residual values. . ·:.":.:. 
IHS projects the ~prop~:S~a~::pl:~t:(~~i(j:J.:J./.~~ve a $828 thousand positive: .. · · .. 
contribution. co~t;l;i~;IJ.9$!··.~$i~-~:~-~~~e"; qefferson as an acute care· .... : i·~;· · . 

. hospital has been forecasted .. ~~~··.co~t =):nova over $14 million. · 

SUIIIWlY . . . • .' ·::-:;!·:>!lh~~J~'~t5,;' 
It is requested that: .. )iian'i.~~eil-i;: ... _ .. ;:he authorized to execute the 
necessary contractual aqreeme!j1;• ·~j;·q. ·implement the plan of action 
outlined above, subj~ct to ~~~isfa¢fory due diliqence review. · · 

. ..~. . · .. : ~- .. ~ .. 

KS:bls 
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INOVA HEALTH SYSTEM 
JEFFERSON HOSPITAL ACQUISITION-ANALYSIS 

PRESENT VALUE ANALYSIS ·(Note l) 
(Dollars in Thousands) 

EX!iniT A 

CURRENT FORCAST - CONTINUE OPERATIONS AT JEFFERSON lJNDER PRESEH'l' LEASE 

------~----~-~-~----~--------------~-~-~------~~~--~---~--~-~-~ 

Continued cash Operatinq Losses/capital Investment . 
from Acute care Activities (Note 2) ~ ($14,173 

~~-~~ ~ ':~.-~-~~ .PROPOSED PLAN - ACQ'Ol:SJ:Tl:ON OF ~PQSQH -~iJ~s~¥.Tii:. Btm.DIHG AND BED LJ:CEHSE 

---~.:.:-:~rc-~s;.::~~~-----------------~---~~?r~~~~t0.~:1T;It~~~-----------
~ ... ">·;;_5~}7;~=:~i.'r.-_:r· contribution from five year 'agre_U.~t.:.·J(;:tl:lr~nteCJrated. 

· ;-: · · · · ·:·. : .... ~· Hea~ th Services · ·· . · --~ ... : ~ .·.- :.::.:,, ~: :~ ?.;;~'-:· . 

_;~'~;;:;;,<. ContriiJution fr0111 other outpa~ierif."~~~;':;'~· 
.. ~:~ .-_:t:~~~:·, Additiona~ activity at Fairfax -H~~l1~i\~~~~ . 

~ -.~::-·~::·,:·..:. discontinuation of acute care a~.·-~efferion (Note 3) 

Residual Value of Bed License (Note 4) ·.:\ ... · .: 
.... :, - ·.:. 

Residua1 Va~ue of Jefferson Hospital Buildinq 
. and land lease 

Reacquisition of Cambridqe Court in 2005 (Note 5) 

NOTES: 

1. Alllaunts shown are all present values 

2. Assua .. $150,000/ month in cash losses exclusive o~ lease 
pay.ents, thru Sept, 2005, the teraination date of the 
currant Je~farson lease 

$4,204 

940 

1,522 

3,999 

1,333 

$828 

3. AssWD.ea 5 patients per clay will be recaptured at Fairfax 
Hospital from discontinued acuta care services at Jefferson 

4. Estimated at $50 thousand/bed in· 1.992 discounted for 5 years 

s. Assumes IHS exercises its barqain purchase option to acquire 
cambridqe Court in 2005 for $20 million 
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October 14 1 1992 

~sz_lo H. Tauber, Trus~ee and 
!'.anaq.iDq P&ftner · . · · ··. _ .. ,~-:· · : : ~ 
~effer~cn Memcrial Hcsp!tal .1o1ft~ Veetliri: ··. j~~:~·····:· :·· 

600 XLDq Stree~ . . ·.:.:_ : · 
Sui~e · 2C · .. ·· .·· ..... ·.~ .. ~:~.-: ·:~· .. : .. 
AJ:exanarial Virginia 22302-9988 .... -~~~:~ ~;.' ~"'-":~:··, .. ·- ·· .. ... . . ... .· ;• .. ~: -. . 

Re: 

Dear Dr. Tauber: 

: . We have had ~ecen~ discussicns ~th you·.~ ~ur capac:ity as 
~~qinq General Partner of Jefferson Memcrial Hospital Jcin~ 
Ven~ure (•JMBJV•) conce:ninq the Jefferson Hospital facili~y as 
·it is c:u:rently operated and have enqaqed i.n a·lenqthy c:curse cf 
neqotiaticns as to how JDJV might pez:mit such a change. As you 
are aware, a nwa.be: of issues have arisen which preclucie 
currently.closinq the discussed transae:ion which would 
:~sen~ially coDa~itu~ an exchange of cambridge Court for 
.Jefferson Hospital. · 

Pro=lems have arisen which preclude a cu:rent ccnsuma~icn of 
t.he discussed t:uaa=J.oa. Ac:co:dinCJly, if you ac;ree to ua 
t.ems of this binding latter aqrl!eiMIJlt, IAcwa vi.ll c:onsmamate and. 
close the ezc:!umg• t:ansaction deacribed herei.D subject to the 
toe~ of this letter. 'l'ha closing of the exc:haDge tra.nsa=icn 
will occar u · aooa ·as you an able to ccmvey the .nm.:rv Property 
as deac:rtbed heniD to Inova 1 vi th good ·and ma:kaul:tle title, 
free of lla.. and inaural:tle. If the pnaium is mon than a~ 
reqular ra~, JDJV will pay~· d.iffe:enca. 

As a condi t.icm to this ac;reemen~, 3llB:J'V agrees to any cne cf 
t.he following four apti.onst · _ 

l. InOYa in its absolute discretion and withou~ a.ny 
:-es-c::ic-:ion req4%Cli.Dq c:czn:inuinq any use of the facility 1 may 
modify ~· pr.sent use of Jefferson ·aospital, and in the even~ 
such chanqe necessitates any change in the licensure or tha 
Ceni!ic:au cf Public .N..C, ycu ag:ee -tha~ Incv& may 'tAke any and 
all such necessary a~cn to acccmmodate these requirements 
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Cccber 14, !992 
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includinq without limita~ion a chanqe or ter.minaeion of ei~he: 
~he li~ense or the Certificate, and JMH3V aqrees not to oppose 
ehose efforts in any way. 

2. You c~Z1Sent ~ allcw the operation of the Jefferson 
Hospi~l faci~ty lmaediately to be halted. 

3. You cc~s~t to a chanqa in use of the Jefferson Hcspi'ul 
facility to any other commercial use consistent vith zoning and 
similar resttic:tions. 

: ... 

o :. ~: 'o : • 

. __ ~ .~ · .. 4 •... =~You .coruient to a sublease of Jeffers-on Hospital to any. · .,···.··:,-:: -·· ·= .. ·. 
· ... : ~~~~i.~l~y:·,r~asdnabla subtenant. . ~·· .. ·· ... ~:.·.· ..... ····;·.;.·. · .. 

. : -.. ..... ·~-- .. No~~$~.t'~q ·an~hinq else contained in thi.s ~qreeiDen~, ' .... : .. \~:-{:'_~~-~-
..... ~.·:·~~~--l'Qs::Jeffers~n;·aospital t;ease and side letters shall c:onti:lu~ .· ·":~:.:·.· ·-

.· ::.itr-tu~l· ~a:ce ~nd effe~ until the ea~lier of the ezpirat_i~ .o~-~:, .·• ~:·_.>.:·~. ~ .:.'.·· 
.. · : :· -:~~~ .~·?J~.: .. ~f~f·~~son 'lease o: the conswmaation of the ·exchange · ~· -·· =·=;=: · ?.~·:.'::·~ .. :. : 
· .. :··~~~action ·except. those provisions which :by their texms sui:vi ve · · -
. · . ·~xpirauozi ancl ~xcept that no provision shall affec:t; or limit ill 

any vay -th~- ~our options set forth Gov8. . , 
.. ~. ·:. _:( : 

For'.~ ~~-~~s of this letter agreement the p~perties defined · ·-· · · .. 
as the • ~ -.J»~~· and the • Inova Prope:ty• are more ... :: : . .-:. :·t.~ ;~ ·:. : •. : 
particu~ly clescribed in Attachment c. .. 

..... 0 0 

·,.:'1· 

. At s~ch time as JHILlV is a.ble to convey ·to Inova. the 'JMHJ'V . ·· 
. _______ .~;o~~Y- as aforesaid, the following transaction ·wi;l:l.--occur: · · ~ :····~~~--- _:-_ .. · _ ·--.. 

• ·-. • ......... - ····-·····- ··- •••• .. .- ---···- •• - • 0 • • ..... ~ .............. -. • 

A. Inova shall participate in an exc:hanqe with JMBJV 
whereby Inova will taka all necessary ~ctians which will result 
in JHILlV acqui.riDCJ th• Incva Property with c;ood and ma:keu.ble 
title, f~ of liens and insurable (aDd if th• p:amium is more 
than at regular ntea, Incq will pay the diffexence) and whereby 
.1MHJV vJ.ll tak• all necessary actions which wil.l :esult in Inova · 
ac:quiri.rl; th• ..narJV P:openy 1121 afo:asaid. 

B. J11&1V aml Incwa shall enter intc a lease agreement 
batwHA .DIII.1V aa lucUord. ancl Incva a• t•:aant fo: the Inova -
PropeftY f= ~· ~ua a.nc:l renul and con~eining the options 
described iD Attachmaftt A. 

c. JHB:V anc:l ~auber/Trus~ee will lease to Inava and Inova 
will lease or sublease from .nmJV and. Tauher/'l':Us:ae the land 
constitutinCJ Alexandria tax map parcels 3.00-2-1, 3.00-2-3, 3.00-
2-4, 3.00-2-S, 3.00-2-6 and 3.00-2-7, excluding the buildinqs and. 
the lanct uncl•rlyinCJ th• buildinqs located thereon, for ninety 
n.ine ( 9 9 ) years on a triple ne~ basis vi th an mmual baa a ren~ of 
Sl. 00 per year with shared parJcinc; with others except tha~ Inova 
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:aszlc N. Tauber 
:lcober l4, 1992 
?aqe 3 

shall ?ay J.MBJV S7SO.OO per men~ ~o :en~ ce~ain aarkinc spaces 
~n ~~e Seaureqa:a Buildinq un~il Sep~ember·30, 200S. The 

·sublease of 3.00-2-3 shall expire on Sep~ember 13, 2061. 

0. :nova shall lease from JMBJV and/ or ·'l'a1Zber /'rrus~ee and 
~ and Tauber/~rus~ee shall lease ~o Inova Suites 2E, 20, 4J 
and 6P in t:.he medical office builc:U.nq at 4600 Xinq Stree~ on a 
triple net basis for $75,000.00 per year:un~il September 30, 
2005. 

: .···· .:1. :: 

E. tnova -:hall lease the thim ·floor t 1 the medical office 
buiJ:c:ling from JHBJV ·on a tripl~ ~e~ ba'ai·s- ··~or $1.00 per year for 
99 years and shall pur~hase~~-=t::;.~~rt.-sl;:!!OO·:~~ :.such time as it is 
crea~ed as a sepu~te cond~~ ~t:. ~ ···:· .. 

~ . . · ... ·: =~ :. :. ~-·~· ·. ·::'.;· :_~; :~,~~-~!:.::~-==-~_;_:~~!···_:·:: ...... 
F. .nmJV s~l~ ha:V~·: ·:t.J1~ ~p~i.Oii ~c.ext!rc~able wi Uin three 

months of when Inova .e~~-*=~~-~~: :J.::~s·:;~_p~on: ··to purchase the Inova · 
Propeny) to purchas~ :t~e ~mm.:fY'· .. P~riy ··-a; ·~he pri.ce and t.e=s 
set !arch on Attachment a·~.·:::~.~::~.::..~~ '"~·~:::::::;·;·:·: · ·: 

•• .: : .. ··.~. "-..,.7: ~ :..~ .:, .-::. .; .:.:.~. ·.~ .. : •· •.• .> : ... 

If ~u are in agreement ~W"ith··;:ttia~·-iems ·of the fcreqainq 
binclinq let~er aqreemen~ and .~tuehmen~s A th:oliCJh G, we reques~ 
l:ha~ you indica-ee your ag:reemen:C. .. ·~-.~ si;ni.nq below. ' OUr 
signatures here~o will ~c4,bly---bizia .:us :to all of the t.e%DS 
and conditions of this letter ·aq:r·e:emen~ ·;and · attachmenu. This 
letter has been delive:ed·to·yoa in.duplicate executed originals. 
Upon execution, please reiw:n ·one :·ccziP,~~tely execu~ed copy t.o us • 

.. . ··-·· .. ' ... . -·:,-_· .... ::;~. ····- .. ·-·--J·~ . 

Witness: 6; •• ~ J:. aa:Ac 
Baran~ L. Fak• 

Witness a ~o.ua..,.. L .;(. g:"4 
S&rant L. Fake 

Very truly yours, 

Inova~os~~l~ 

. :£/'-C/i~ 
•"4, 

.. By: c. Michael FreDc:h 
P:esiden~ 

INOVA-0: 

J.APP. 5602 

. i 



t$' 

.. 
~ . 
1. 

:aszlo N. ~auber 
:cc.ter 14, 1992 
?:ge 4 

:~e undersiqned accep~s and agrees ~o the ~erms of ~~e 
.=~=eqo~nq binding letter aqreemen~. 

I I •• !.'1,~ ,· r• ~ltness: : •. ~·-1.( ___ ·~;--;---Q---
.. -... 

. : ... ··:. ......... : •.'..-.-.: 

. . . 
.. ·~:~ -=~:· ~;. :.)~·: -~ : ... :: • 

:· •· •. ,J.-:: .... ··~ -'- •. 

Jefferson Memorial Hospital Joint 
ven~u:e 

By: ,. ' . • ... 
Laszlo N. Taul:ler, !"..anaqinq Partner 

·:--= ··=~~.::::-.::·/"~· :· )/~r. 
·. ,..~ ..... , -~:· - -;~:": ;: 
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.. ·,; . . _ T!le lease shall be for a period of ~.ren1:y (20) years wit.h 
· .. ·::·:,"·.:-::.:,/.·· ::)ur (4), :ive (5) year renewal options, prcvicled !nova qives 

· .. · · ;-::, ~· · :: ~i-:-:en not.ice no la1:er 1:han t.-Jelve ( 12) mon~hs prior 'to t.he 
:. ·: .. ·... ·.·. ·a~irat:ion .of the initial te.DD of ~he lease and eac:h subseauent 

: .: .. :· .:_~ii\ '<:· :enewal .tel:m. · 'l'he lease· shall be a triple ne1: lease with inova 
: · . ; :':' · · :· \'. aqreeinq . 1:0 pay JMH3V ~n initial annual base rent of 

· -.' ~··.: 1 ·:d::.,:_.. s2,·oso;ooo.oo per annum· payable in advance ~ equal mcnt.hly 
. · .. .'·· .) .. }.:.~;' .·.' ;', insullmenl:s iCf · $170,.833.33 (rounded. to the nearest cent) without 

· · ·-: · .. ·.·.:}··:····,. previous demand ·therefor~ on 1:he fint clay of eac:h calendar· manth 
: .. :.· ... \-'.:;·.~·~·/ t.h:ouqh,June,30, 2002.:. Effe~ive July 1, 2002 through September 

·::.·.I · · .\·~: .. .r,.~.:t','/:·l· .30;, '~005; ~ che )ar'1\a&l-~ base rent payable in lllQ--Ully ins~allmen~s in, 
.. _. ·.··:··:·.:._:i.'.::.'.',.,_;_.·_aclva¥ce :shall'.~~:~ctjusted annually to (i) $2;ooo,ooo.oo per annum: . _ .> .~· . 

.· ,·:i .. .. ·.: .. :;\·;\·},:-).~}:.!, ·plus.~(iifi.:~,·\~Wl1::!-~.·-~-· to S2,000,000.00 pe~ annwza mult.ipl~ed · · ::.· ... : ·:· : ... ·: ·,.·-:.·' 
:.(·: .' .. : .. ·.·o~·,:.~.~:.\:~L by/11:2tof.~th~!CWDUlatl;ve perc:enuqe increase 1.n the cost. of · . ·· .... ·:::·:·::~;.· 

... · ..... .'· .. : ::::-:,·.:,\·: !iv:~nq ,:.a~.~meas¢~ .~Y.';·the Consumer Pric:e Index, 1982-4 equals 100 · ..... : .. · ... : .. 
~ ·.·.': :- ; ·:.=;:::.:\.-.::~·-o~! -:!le.!U:S~~-De~raien~: :of LaDer CPI (U) (Washin~on D.C., M~D., . ..:..· · '• :.-
. . . : ·:.';/:··.::.:.:.·',.·~~.A~.·) -f~.·A~l.Y .~1_9.,5 :.eo !'.arch of 'the year of the acljusaaen1: plus·· · ,H .. • •• • 

~· ;_~ ··:·,:,·::-:·· :·.SSO;·OOO~·~o.·~~--.:Effect;iv.e·:o=ober 1, 2005 throuqh Sep~embe: 30, ·· ··· · 
·; _ . ..;:_·-.. ;:_;-::~~~·:';"/·20~2t.·:.'1e;arin\tal·base:~n1: shall be $3,000,000.00 per annum . ·.·. · ·· 
· ·.: .·y.;.:~.Tt:·payable :in :advance,· in ·equal monthly insullments of S2SO,OOO.OO · · ..... _' 

·' •. i . i , :: • withou~ previous :demand therefore, on the fi:st of each calendar 
,· .-·· ·:.< mondl •. ·.Effective··:O.ctober 1, 2012, daring the balance of the te%:111 

. ':·· . .'"':·'of. ·~he'.In~ P=Perty Lease and any extension thereof, the annual 
·:·'·.'·.·: ... base ·ren~ paya!»le':in . .monthly insullmenu in advance shall·be 

...... _ .. ,._ .... ;',· adjustecl annually .ta ·('i) $3,000,000 per annum plus (ii) an amount 
. · .. · · equal to $3; 000,000 ·pe~ a.nD1DI multiplied by on•-half of the 

• .• , l .. cmml4t:ive percenuqe i.nc:ease in the cas~ of lJ.viDq as meaBured 
....... - _ ~ .- .-. : .:; .. :.:. by .. :t:he same ·at from July ·2005 to March of the year of the 

.. · . ·-· · . · . ad jus'tment. · ·At all ·times during the te:aa of the In~a Property 
·,-. ··. :Lease and any extensions ~areof, inclucliDCJ the option periccis 

· ::.: ·,: . ·' · for bot.h the Inova and JM&JV Properties, Inova shall be 
· ·: · '· : .· ... '. responsible at iu expense ( 1) fa~ all teDADt build-ouu, which 
. ·. · ... · ·.: ·. shall confom. to the fJ.:st clasa office space sta1lda:ris in t:he . 

. . · ·. .. . ·. :·.· .. Washin~on, D.c. met:apolitan ana and ( 2) JcaepiDCJ both the JMBJV 
· ·: _; ·. ~- · :': PraPert:y and the Inova Propercy in goact crcle: ~ shall make all 

. . : ·,; repa.irs and :eplacemtmu,. st:u~l aDd ncmst:U~l . ancl shall 
... ; · keep all lnU.ldiDg sys't- inclu~ mechaDical,. electrical anct 

· ... · <:: plumbi.Dq in C)CCCl vo~g oz:de:. In adcli.tion, IDava shall have 
· . · · 'the right to pu:chase th• Inova Propercr free aDd clear of al.l 

· ·.. liens ancl with gcocl and ma.:ketat»le title,. insurU.le at: rf!9Ular 
·:::: ·rates, for $20,000,000 cr SOt of the fair ma:ket value, whichever 

· · · is qraaur, cn October l of the following years: 2005, 2012, 
.. · .. 2017, 2022, 2027 o: 2032, provided Incva notifies JHBJV in .. 

writinq a~ least twelve (12) mon=s prior to such dates specl.fl.ed 
above. If the ~ias cazmo-c aq:ee on ue fair ma:ket value then 

· clle fai::market value shall ba det.el:minect as follows: Inova ancl 
.nm.TV shall eac:h hire an MAI app:ai.ser to appraise tha Inova 
P::cperey and if the appraisers are unable t.o agree between them. 
as to ue fair marka'C value and. their opinicms of the fair market 
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~alue vary 10\ or less fram each o~her ~~en ~he averaqe of :~e 
~NO shall be ~he fair marke~ value. !f ~~e e~ appraisers' 
:pir.ions of ~ai: marke~ val~e vary ::em each c~er =ore ~~ 10\, 
~~en ~he ~wo appraisers shall pick a ~hird appraiser whose fees 
~ill be split equally by ~e pa~es, and the third appraiser 
~ill be asked ~o decide the fair market val~e which will not be 

· lower :!tan the lowest appraisal nor hiqher U1an ~he hiqhest 
appraisal. At the reques~ of Inova, for a period of two years 
immediately following Closing, ~ or Tauberf~tee shall,not 
record any monqaqe on U1e I nova property, and .. the Inova Property 
Lease shall not be rec:o:ded amcnq ~a land ret;a~s of Fairfax 
Counqr, Vi%qirlia. After said twa year period, .~has the riqht . 
to place a- deed of trust on the Inova Property. in an amount not 
to exce··-! Sl6, 000, 000 (interest and princ~pa~ "ln~ludecl) • 

0 • ~ .. • ... ;,. ;: ;_ ••• -~·.: ."'~ .i!J.~~ ; ·; :1 .:::' : 

:·:. :·:~': ti5:~~l~!f~:: 
. ·. ·:· :.:. ··~~~-~~--~ ... :..~~z~!~·.:.· ::.·_: 

:-:! .': · ..... :· .... ···:.·:.t:?-::.:5 ,!<1':- ... 

,••'~' • f.-: _ ... .._. f-: I ... • 

'• ... ·. 
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The opt".ion price shall'.!:le U1e qrea\".er of the real esuee ~ax 
assessmen\". value of ~he ~ prope~y or the fair ~arke~ value 
~f ~~e 3XB3V praperey less ~e value a~~ribu:able ~o any licensed 
beds ~~erein. If the panies cannot: aqree on ~he fair market 
value ~!len dle fair marlce~ value shall be de~e%1Zli.ned as follows: 
!nova .and .nmJV shall each hire an MAl appraiser ~o appraise ~he • ' · 
JMB.lV propeny and if the appraisers are unable t:o aqree beeween 
~hem as to the fair mu:lcet value ancl their opinions vary either 
10' or. ~ess fram each o1:her then tile averaqe shall b~ \".he ·fair ·-· · 
market". ·value. If the two appraisers opinions vary from each _ . 
-~\".her more than 10' than the two appra.isers shall pick a ~i::d . .. 

... :· ... :<:~ppraiser.whosa fee shall be split equally between the ~es, · .::_ .. · 
~. , : ~.-: ·-~~;-:·::~~~: -~e: -~ appraiser sltall be asked to deciC!fe ~a-~~~;:-~~.~:~:: ... ~.;~~·: ... : 

- ·. ; :-:·: ._ ::-~~ .;:~.:~ ~value.:which shall no~ be lower than the lowes-e app::~l.!!_~l ·no~.· : . . : ·:· .. "f.' .. ~ 
:: .. ·.~::--':! -:.:;:-~_;:.:· .. :!~:iqher aan ~e highest appraisal. The parties :~gr~.:~~t.:i:~ ·: ::~·:..::: .~· 

· ~--.~- :~ ~:-;'·~·~.:.:::·.:: · :-:!~.- ~xercises its o~ion to purchase the JM;H.JV: :"Propeny _ -;~~ -~~ -:--.·:·.·~ 
.: ··-:··• •. ··--::-:~- ~-;~~~~:nr···an···even1:, the land leases and. subleases bear~n: ~e···_p:&~;~s·· :. :: ·· 
,. -.: ~:~:.:.::~:: :-:.::·~~.~he land id~ntified by the taz map numbers· des.c;oibed·J~~;~~-,":.;:. .. · 

· _ :· . shall·; ~e 1:erminat:ed. · · - ·· :· ·· · ~~-~-. · ~> ··:·; :.: ~-- ,~ :. ':·· .:.·: 
.. 

.. ..... --~ .~· ~:~- ·; . 

.. 
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.:or ~'le purposes of t;:.is Aqreemen~ .. ~e Hospital Builcinq 
.and ~~e ~OB Thira Floor., and all app~enances, beneficial 
:asemen~s rela~inq ~o ~e opera~ion and use of the Hospital 
3uildinq and t;he MOB Third·Floor., includinq bu~ no~ limit;ed to, 
fix~u::es, equipmen~ and pe~onal prcpercy owned t»y JMJt:JV and 
Tauber/Trus~ee and used in· ~he opera~ion and ownership of ~he 
Hospital Building and the MOB Third Floor, and all JMBJV's or 
'!'auber/T:us~'s ma~erials s~orecl :herein, all warranties, 
c;ua:an~ies, licenses, pemi u and certificate ( s) of public need, 
bonds, claims and righ~, · if any, ru.rminc; ~o or assignee! to .JMBJV 
and./or 'l'auber/'l'rustee··.in.·-corute=ion wiu tha c:onst:u~on, 
maintenance or. ~pe~~t~Cil. of .;·th~ Hospital BuilcliJlq or any . 
comp~nent thereof, .. a:~_lt.of:(:3MBJV' s and./ or 'l'auber/'l'rus~ee· s riqhts, . 
~i~le and inteies~. ~n:-c;aJJd·~.:to ·.any ctrawinqs, pl~ms, specifications, 
surveys, . manuals·. :and .~c~ntrae~s, :if any, rala~inq ta the . 
construcuon of .. the.·: Ho.!ll'i~l· Buildinq, and all cenificates of 
opera~ion, .use and .'occupancy of 1:he Hospiul Bui.ld.i.nq ·and the MOB. 
Third Floor shall be collectively referred to herein as ~e 
... JMHJV Property• • · . . · • · · 

Inova is the cw.ner .. of c:enain real property loc:ated in 
Fairfax Counq', Virc;iD.ia·,. known as· '!'ax Map No. 49-4-001-281 
(·cambridge Land•), and is the owner of a multi-story office 
bui~dinq and parkinq s"tncture and all o~er improvements erec:ted 
titereon known by suee~ · aclclress as 8110 Gatehouse Road, Falls 
Church, Vil:q,;.nJ.a, having 1'u Map No. 49-4-001-28B ( •cambridge 
Builclinq• ) • . . 

For the purpase of this Aqreemen~, the Cambridge Land, the 
Cambridqa Builclinq, all rela~ed impr=vemen:s, appunenances, 
beneficial easements and riqhts of way o•ar the Cambriclqe Land 
and the acljacent laad, rights in adjacent alleys and. sueea, 
fixtures, equipment and personal p:cperey used in the operation 
and ownership of the · CUabrid~ BuJ.lcU.DCJ and ralatecl impJ:OVemenU 
includinq viU!out limitaUon, all Inova' a materials stored in .the 
C:ambridqe Buildin; and 1n or on the cambridge LaDd, all 
warranUea, gaaruti.e•, ~·, c:laiJu and riqhts ranninq to or 
assiCJftecl to Inova ill ccmn~on with the cons~~on., 
maintaDUc:e or operauon of the Cambridge Builclinq and any 
ccmpona-c thueof and any related ~~, all af Inova's 
righu, title aJUl interast in a.ncl to any d:avinqs, plans, 
specifica'ticma, surveys, manuals and contrac-r.s relating- ~o ~he 
ccns~C'I:iOD af th• c:m=ridqe Builcli.nq and all relate 
improvemenur and all cenificatas of operation, use and 
occupancy of the Cambridge Builc!inq and all related improvemenT.~ 
shall be collec:uvaly referred to herein as ua • Inova Proper:y • 
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~he pa~ies agree ~ha~ wi~in 30 days followinq ~he date of 
~~is aqreemen~ tha~ Incva shall execuee a deed con!eyinq ~he 
:nova Prope~y ~o JMHJV, anc1 .nmJV shall execu~e a deed · c:~nveyinq 
~~e ~ Prope~ ~c Inova, and the parties shal~ deliver said 
:eeds ~o Real.Title Company ~o be held in escrow·pending:the· 
clearinq of 'title 1:0 ~he JMHJV Prcpeny. ··~~-

.· j; 0 
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.. . . . ·.: -~ ::.:._:::-.... ~;~~:'t"'·t=~~~-~ 

D-1 

.·: 0. ::~ •• • •• ~.;:.!~ t;..t.:,~ ;; :. ·,. ~~ 
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. · ·_,.·,_i,\/:·::;:_.'_ : .. :, ·.;· . Parkinq. on the qround leased by Inova. frcm JMH.lV or 
·:-'·.:·:.:-:'.··. ':'a~er/T:us~ee rshall be in caccordanc:e WiUl the City of Alexandria 

· . :: :,. ': . :: ·. · :. zcninq :laws; . -and ·said. parJcin; shall be shared or coopera~i ve, 
· : :_:_: ?', ' that.: is parkinq shall· no~· be assiqned. Inova shall be en~itled 

. :':.\.:.<(·t~Xc;:h~e.f~r.ue·parkinq.a~·ra~es which are nomal in the a:ea 
· ·.·, :: :·· ··!~·.~·i:·. and~ tnova 1 .$hall\ be 1en~i~lecl ·~o all income arising uerefrom 

.·· ,' .. :·.'::·: . .'· ex'cep~\~hat:each .tenant·.or cwner in the Meclical Office Builclinq 

. :.·: !;:.:...: or:Beaur~ucl;Builciinq;shall .. be entitled without c:h.arqe ~o use 
· .'.' -~··:···:·.'-~\·.·~··(~':"·'.i.o~e~~P-!'.i'kl:zlq(~p~celper owner.cr.tenant. At·.all times durin; the . 
• :.': ... ; .:· .:!! .. _',\·· :qroundllease1; ;Inova ·.shall ~e responsible at Lts sole expense far 

: ·• ·• r,: ; 'i::·.:i' ){::all l, tazi::a·;; ·insurance, . repairs and replac:emenu. 
.... ···.=-· 

. .. 
······:· . ·. :..: . . . \ 

.I .• . .- 0 0 • :.: 0~ , I -,,/: .:. 

0~:0 ° 0 
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~urinq ~e ter.m.of the ground· lease JMRJV and ~auber/T:ustee 
shall c~opera~e wi~h Inova in ob~aining special· use pe~~s for 
~he hespi~al·buildinq and~ fleer of ~e Medical Office 
Suilcinq as lang as ehe proposed use will.no~ resul~ in the loss 
of the ·p:esent commercial zoninq :en the qrounci. 

·. 

. C'. 

0 .... ·-·· 

. .· ......... . . · ....... · . 
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ATT.AC~ G 

'!'his Aqreemen~ may be assiqneci, in whole cr in pan, ~y any 
;:arty hereT-o. 

All te%mS, condi ticns, aqreemenT.s and cbliqations hereunder 
shall be bindi.nq upon and inure 1:0 the benefit of the parti.es 
here1:o and their respec1:ive legal represenT-atives, ~accessors and 
assi~s • 

... · ... 

. .·. ··. · ..... 
t •• 
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THIS EXTENSION AGR!:E:!!!NT is made t!1is 13th day of November, 
1992 by and between INOVA HOSPIT.AlS' uc1 IHOVA H!ALD SYSTE:K 
(collec~ively_·hereinafter •Inova•), ~ON HEHORIAL HDSPI~ 
J'OIBl' VEH'1'tJRE (hereinafter JMBJV•), and LASZLO H. 'l'AUBER, ~SftZ 
as 1'rus~ for JMBJV ( he~ina.f1:e: •'l'auber, 'r:ustee • ) • 

WHEREAS, U1a part~~s. entered into a Binclinq Letter Agreement 
d.atec1 October 14, 1992 and w~h ta eRallCi the deadliDe far 
delivering cieeda tc esc:cw and clarify cercain p:ovisicua of the= 
Agreeme~ UICD9 thea: ' ; . · . 

NOW lfli£RE!'ORE, in consideraticm of the aaa cf $10.00 paid each 
tc the odul: and ouer valuable couideration the parties do henby .' · · · 
a~ as follow1 · · · 

. . 1. Attachment D to the Binding Latta: Agreement between · . 
· the .p~ies ~tee!: Octob!r 14, 1992, i:s hereby amended. in its: . 
ent~~ ~ repla~~ ·w~th the follawinq languaqas · 

AnA<:DQ'l' p 

On or before December 18., 1992, JMBJV shall execute a deed 
conveyi.A; the Jefferson Ba8pital. Bullc!inq pord.on of the Jlf1UV 
Prop~ to Incwa, ADd shall. d•llv•: .said dHCI to Real Title 
Campany ta be held. in esc::ov ~ndiD; the clearing of title = 1:he 
JMBJV P~. Wit:hin five (5) busiDu• clay. follovillg ciallvcy 
of the Jefferson Bospi.tal Bullclinq Deed to Real '1'1tle company, 
Inova shall euc:ute a deecl conveyinq the IllOV& P:openy to. J141UV 
u.cl -shall · delive: said claed to bal ·-:j.tle CO"'{MMly to be held in 
esc:rav pedtng clearing of the tJ.tle to U. J15B3V P:opcty· 
Cloainq shal.l oc:=: p:c:llptly follcvizlc) the date en which the JJIBJV . 
Propeny ti.tl.• is clea:ed ucl all o=.e: dacumenta contemplatec1 by 
the BindUuJ Letuzo Ag:eemut. have been ezKUtecl and deUverecl tc 
Real. Title Company. Clo•J.D9 wlll nai be coDtill;eD: em o: delayed. 
untU the th1:d floc: of ~ x.dlc:al Office BaJ.lclillg beca~~~~• a · 
COD.dCIIIJ.niga. D.8 pa:ti.e8 ac:lczu:lvleclga ad &CJ%8e that tha Heeliea.l 
OffJ.ce B11llclbf vi1l be mada acj.ct to a c:Ol'd=i nima req.illle, aDd 
the d.Hd to tba thUd floo: of tha Hedical Offic:• Balldi.DCJ shall be 
delivencl to IDova 'by JJ1JIUV prc=ptly after the elate on which the 
coztdc-infma ~ ~· •ffact P=SUAJlt to lav. J15B3V a.;re•• to -
prac:Hd with tile craati.OD of the condc=iJlium regime iD a cliligent 
aDd ezpeclitioa.a unner. 

Ill lttDZSS WB:!RECI' the pa:tiu have eXKU1;e4 this Extension 
Aqreelrltmt aa of the d.au fi:st aJ:xNe w:i.ttaD in twO counterpans 
each of which shall be consida:ad u oritJiD&l. 

WI'DIESSI 

.,etf cO 

INOVA-01462 
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w-zTNESS :. 

Co.·q .. J. ~ 

wrnmss: 
(,It: c ,.~ f.t.. _(!:. 

. _, c . . 

D10VA HDLDI SY!mf" j r;: 
By: .1 1~ ,;k{. 

J. /'Knox S:i.Dgl~n, Presicienl: . 
./ .· .. ' ... . . ' 

JE!! ERSOH HEKORiAL HOSPITAL .JOilr.r 
VEJr.l'ORB : 

• . , - .. I 
Bya { . .-.r-.l.c.. '. 'w~' 

Lu.zloo B ..... ~au.ber, Hu.aqinq la.rt:ar . 
~ .. . 

.. ·: 
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;.::.:::~:>':>:·:;~·~'. EXUHSI~~CO~ 

... ::': ·i~/·:.:.:{/.\'. . 
.~· >·.:.:·:·.:·',.~·:·· 't'HIS SECOND EXUMSIOH A.GllEEH!HT is macle as of this 17th day of 

. · :).':'/}',\. :·. · December, 1!92 by anc:l between IHOVA HOSPITALS and IBOVA HEALD 
.. · . i ··:. ) :: '/:·.:·:.:.'. · SYSn:K ( i:olleC'Ci vely "hereinafter • Inova •), JEn'ERSOH MEMORIAL 
. ··,..:!:ui·.·~·~\··:. H~PI'l'AL',~OIR'l' VEN'fURE (heninafter JDJ'V") 1 and LASZLO H. ntJBER, 

· .· .... •:~ . .'.,;'·:,:. · TRUSTEE :as T:wstee far JDJV (he:ainaft~ "'l'auber, 'l'nsU!e"). · 
··.'·'' <·.i\;!;:>~:' . . · .... , : . . . 
. · · · ,··.·, '/'i~:::·~·.';'i:' · .. ·.WHEREAS;. the parties entered into a Bi.J2ding Let~r Ag:eement: 

·, ·· · ':.·~::··:: ... i;:.::·~!:< ~~~October:l4, 1992, and an Extension ~t elated November 
. .. .... ' · .· ·.' .. .':.'·.\~)\','.\\ ;~~i. -~912 •.ADd: now vi•h to eZUIItl the deadline again for dell~:~,.· · ~. 

, ::. ,. ·.::. · · wr;/FM~w= ~0 ! r~~·~···· . . . . ., · . · : . . :· . · ·. , 
; • • •• :. , I . : ••• ::- •• .... • .... i i' ~w';ll~., .•. : .. ,_.,qw ,'lBERE!'Qg., I Ul CODJU.de:ation of the sa of $10.00 paid each , · . · 

.· ::; ; -' · ': ·,:,. .·/::-. ·_::J.t·~~~-t~ii~\~·~~~:$A~f~~1:hez<·ailcl·other valuable consicleration the. pa:Ue~ d~.'.h~·:\·,.:.;·.·::;.:. r 

·· .. ,';;' ;: .. :_;':·~~·~~.-.:~~s~J/Y{~~~·.;~~~·~}x/;~~lJ-~-· · ·. · .. :: ::~-.: :-.. ;:~.;·7~.:,~;~:::::::.~.~;<·::··.·. 

. t 
)' 

L 

· · ··. ., .... :\';.-J;;,~~~~:.: .... J.·--·.~. ~ ... :.I::: .. 1~ .· Attachment D to the Bincti.D.q Letter Agreement betwHD 
,..:.:.·: '~ .. :~·;~:!:2::~~~if~·pard.a• 1 datacl October 14, 1992, as amended by the E%teDSi.on . 
·:., ·.·.~-~.:·:·:~·t;:t:~~nt~.datecl'Novamber ·13, 1992 is hereby uwncled as followaa 

:.-}:'mT .. >., · · , .. ArfACUPT p 

.. •••. 1 . ·; ...... Ori or. befo:a Janua:y 29, 1993, JDJV shall ezecv.ta a d~ 

. ::·;,;i_:;.:.: ccn~eying the Jaffa:son Hoapital BuildJ.ng portion of tha JHB.N 
· ... _' .::.?·:• .· Propefty. to 1 IDOVa, Uld sha.l.l dellver said cleecl to Real 'ritl.e 

·.·.-:···:::· . ccm.pany to be held 1D esc::aw p.ndiDCJ the clearing of title to thll 
..• : ; ! ; , ·. JHBJV P:oputy. WJ.thin fiv. ( 5) W.iness · da711 followillg clelJ.~ 

... _·;··· .. L;!·J. ·of.·.ue Jatfenon Haapital Build.inq Deed to RUl 'Title ~cilpimy, 
. ~ ' .. · ·. :.; ·'-._- ·. · !nova: shall' azec:ute a deecl ccnveyinq the tnova P:cperty to JDJV or 
; :: .. ; . ;.-,·, ·. ·. iu designee &ad •haJJ. deliver saJ.d dHCl to Real Title Ccmpall'J' ta . 

:.::,. 1:.1:;,:;:~;: be: held., iA eac:av pendfng clea:inq of the title ta the .:IHILW 
· : ; ;:!·:~~;:.~.·:.' P~. Closing ahal.l. occ:ur ~Y foUowillg the ciata on which 
. · . ·;'..!.:.<\~:.~·;,the: .lHB.N,. P~ ti-tle is clea:ec:t a.ad all ether clcc:=anu 
. ·,· ... ;·~'i: .. \\\-.··;cantaplated lay the Billd.l.DCJ Lettu ~~have beeD ezec:uted .-. 

· :: :· ·!;}:. , dal.ivend = :Baal '%.1tle CO"'p"DY. Cl.oaiDq will net. t. cont.ingellt on 
.. ··· ;.;)>> ... \··:.or:dal&!'*l'·mlU.l the thizd floc= ct tll8 x.d1eal Office Build.iluJ 
.··'. ~ :~~.·)·bK=--.a coad,.fn:tua. fte pa..nJ.•• ack:D.owleclqe ami a~ that the 
· : ':, _·:;, :·:':·: Kacl1f:al·. ~ffic:e SUJ.ld1Dg vi1l be made subjec= to a condc:mWU.aa 
· ~.-., .. ::1, ·:;: : rep.., , ad\ tU clHd to U. th1:cl fl.co: of the Keclical Offi.c:a -

· ·: ~ ' , , . Baild.t.Jlg alaall ~ deli vend to IllOV'A ~ JlDU'I p~ly after the 
·. 1.: \ :; . data Oil whlch the CODciC1'1 n:f DJ1 raqi=8 takas effect pa.:suant to lav • 

•:;• 

· ·.:: JHIIJV a;:aea to p:oc:aed with th8 craa1:i01l of the caDdc:mWUum reqi=8 
· :. · · in a dill;a~ aDd ezpec:U.Uoua IWIDU • 

.. 
; ·: 2.. fte BiDcliA; Latter Agreement datac! Oc:tcbar l.f, 1992 

as amended by the Eztensian Aqreament datecl !JC91111be: 13, 1!92 a. 
funher U.ftdR by~ Second. Extension Ag:z:-nt :-uins in full. 
farce and effect and i.• rad.fied ami confi mad by the pa:Ues • 
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IN WI'l'NESS WBEBEOF · the pa.nies have executed this Second 
Extension Agreemen-c as of . ehe ciate first above wri ~ten in two 
counterparts each cf which .shall be consiclereci an ori.q.inal. 

WITNESS: 

WIDES~~· 

"a.• e L ti(... ·~ '····· ·· :.B~a~~-r-:.=P:~~---~:--~':""'-"""~­
..' ·.' .. '. ;·;:.:--. :[.··::·.J. 

. . . . :. ~. ·:!~.~~·~:~~:~f:i~:-··: .. ~·~~r~~~:~~-· . 
. ·· ... :-: .. :. 

WIDESSz 

_j. / · .i 1 c·· ·· · · · · · i...-b-J..... /. ;?_ '·~. 
'·....,;,;: .....,. L.,...···, .....,.t •..;..;.• t~';-7,_... Na.;:. ~( ..;_,___ -- .,;~ 'C ~:.CoW,_ 

0 
LASZID B. T.ADBER, DUSftE 

2 
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IB TKZ CIRCUIT CO~t ?OR TR! CITY 01 At!XAND~IA 

INOVA HZALTX SYSTZM XOSPITALS, 
et al. 1 

Petitionera, 

v. 

TKZ JEP7ERSOH MEMORIAL KOSPXTAL 
JOINT VENTCRZ, 
et al., 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

At t&v No. CL 930607 

This Settlement Aqreement ("Settlement Aqreement~) is made en. . . . .. 

.i~ly:: il.,~::-i994 by and betveen !NOVA HEALTH 'SYSTEM FOUNOATIO, and. 

. ·.-:~iNb~i;H~TH S~STEM HOSPITALS (eollec:~vely, "Inova"). and ~t~·~ ... 

. . ·~At.J~Elf; ':T~USTEE anc:l JEFFERSON MEMORIAL HOSPITAL JOINT VENTuRi' . 
. ··- ~ , __ . ., - .. :: .. 
·.(C:oiie<:ti.vely, "J'MHJV"> ·• 

w~EREAS, ehe parties are litiqants in a d~claratcry jud~ent 

action· pendinq in the Circuit court tor the City of Alexandri-a, 

Virqin'la styled tnova Health Svsj;em Hospitals. et al •. pttitioners 

v. ·· J'efferson Memorial Hospital Joint Ventyrt et al •. peteildants, 

Law No. CL930607, and 

WHEREAS, the parties have aqreed tc settl• the pendinc; 

litiqation on th• t•ra• set forth herein. 

NOV ~EREFOR!, in ccnsidaration of the mutual ~remises and 

covenants her•in contained and other qoocl and. valuable 

cansit:!eration, tt:• sufficiency of which is ac:knovledqac! and aqreeci 

to, the parties aqrae aa fallows: 

1. on the first day of eac:h aonth, coaencing on AU()USt l, 

1994, throuqh June l, 2002, Inova will pay to JKBJV the ~ua of One 

l 
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Hundred Seventy-seven Thousand Eighty-Three and ·33/100 Dollars 

($177,083.33). on the first day of ·each month, commenc~n~ ~n July 

. _l, 2002, throuqh september 1, 2005, Inova will pay to J'MHJV ~he sum 

of TWO Hundred Thirteen Thousand Five-Hundred Forty-one and 67/100 

Collars ($213,541.67). The fcreqoinq payments shall be made by 

Inova without set-off, notice, demand cr otherilise and a failure to 

pay any of. the said monthly s\llls :on a timely basis shall constitute 
. .. 

a breach·. sufficient to permit JMHJV, at J'MKJV's option, to 
. . ; '· .. • . . I. . f • • 

accelerate, all: futu_~ payment~ due on. account<~lhereof, provided 

however,, that upon:any, al~eqed ~efault, JMHJV shall qive thirty· .... . : . . ... ··. . .. ·. 
(30).~ days···.·,~itteti':not.ic~ ·~~ =.Ittpya and the opportunity to cure the i·. 

' I I .' f • ' ' o • ,. • o- ; .. , .. : ... ,•'• ·, ••t ~· • • '• ' o 

· ·. alleged~ ·.default· befo~~)~~A,e~~~~t:i.~g payments hereunder. Incva, 
• . ·. . : i . ·.• . ' . ,· ·. . : . . • • •• •.• -~ ·:. , ... ·.~ .... ·• " ,· .~. . •• . . . 

shall· _be ent;itled to ... ·.c#a· a:.~-~-~f~~l~ by payment of the monthly 

·paYment·· d~~, ·plus· fi~~:~-~~~¢~-~~-. (S~-). penalty, within said thirty 
. .', .......... - . •. - ,•• ... • ! 

. . . 
(30) day period after rac~ipt.of written notice. 

• ··".' • ........ _ ... i. ·: 

Acceptance by 

.JMH.l'V. ot any of the forec;oi~q p~yments ~allowing the due date shall 
' .. - . . :·· ·:... . . 

not constitute a waiver by. JMHJV of its right to demand timely 

. --· -·-· ... P.~~~nt;. ~~ any ~ime th~.t: .. a.t'_t;_er •.. The payments pursuant to this 

paragraph shall be assignable by J"MHJV by written notice to Inova •. 

2. The paJ11ents ret erred to in Paraqrapb 1 shall be secured 

by an irrevocable latter of credit froa a comaercial bank in the 

amount ••t forth alov, raa•onably acceptable to the parties, vhic:h 

lettu of credit shall be renewed annually by the issuinq 

institution throuc;b October 31, 2005; provided however, that should 

the issuinq institution be unable to provide r•newal throuqh such 

term, then the l•tter of credit shall not expire without the issuer 

havin9 qiven JMHJV at least thirty (30) days prior written notice 

and such failure to renew shall constitute a default permitting 

2 TAU-INTER 
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JMH3V to present the lette: of credit for payment _thereunder. In 

lieu ~!.a letter of credit, at -the .option of Inova, Inova ·may pl~ce 
. . 

cash or United States Treasury Securities ("Substitute to Letter of 

credit•) of an equal amount with an independent escrow aqent or 

trustee as security tor the payments r~quire4 by Para.qraph 1 • 

Durinq the period of Auqust 1, 1994- throuc;h· June 30, 2002, the 

amount of the letter of credit or Substitute to Letter of credit. 
... 

shall be. TWo Million one Hundred TWen~-rive Thousand Dollars 

($2,125, ~o~-:~iJo) and durinq the periocl ~f July 1, 2002 throu9h 

octob•r-.ll,, 2005, the amount of the ~~\:~~r fJf credit or SUbstitute . . . .. . ... .... .. 

•.·7··t~:~~~~ter. of credit sh~ll ·:.be.·.~«?.;.~i)-~1;.~~ ·Five· Hundred sixty~Two 
. . .. . .. ' . .:. .' . . : ... 

·.-: .. ·Theus~~:: -Five Hundre~ :-.D~ll~r~:::·(~.~ ... :!?.~~~-~QO.OO). Subject·:~~~_.·:~• 
'. . .. • . . • . : ..... · .•. "'!·:: ... ··- .• ·::· ·. • 

no~ice·.:%:equired in Pa~aq;-~p~ l ~e~,.9~ .,· ~.!l,. qnly condition pr,e~e~ent 
.. . . · .... . :. . ..... :~·.· . : . . . . .. 

f.or p~esentation of ~· _let~·~ .. C!~; ·.~;:!l~ . .J..;~ .or demand upon . ~e e~c:ow . . ...... ·. -~ .. : .... ·.· -~ .. . 

aqe~t .. or trustee for the s~st;t~1:.~ .. ;~~~;Lettar of credit ~Y ~ 
~ .... , ~- ::,_ =.:: 

and payment thereunder by the i~s~i~C:J . .i~titution, es=:ov &CJent or 
• • • • 0 : -:- -:-.. •• 

trustee shall be a certi~icate p~e~en~•~ by a representative ·of 

.;rMHJY statinCJ .. that a default sha~~-. ~~y• ~ccurrecl .u~c!~. pa~en~ 

hereunder. The cal~ing of the letter of credit or demand. for the 

Substitute to Letter of c:recli t shall be applied to payments 

currently due and shall not constitute a default entitlinq JMHJV to 

accelerat• all futur• paY.enta provided the letter of credit is 

replaced for the next succeeding year. Inova shall pay all costs, 

if any, associatacl vith maintenance of the escrow facility or 

trustee • 'rhe ~nterests of JMH.1V in the latter of crad.it or 

su~stitute to Letter of credit hereunder shall be asaiqnable by 

JMH.1V by written notice to Inova and. the institution isauin9 the 

letters of creait or to th• trustee cr escrow aqant (aa applica~le) · 
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· ... ·. :. J ··: . on Oc1:ober l I 2005 I .Inova will pay to JliHJ'V the sum· of Ten 

Million Dollars ($lo,ooo,ooo.oo), without set-eft, notice, .demand 
. . . 

or othervisa. The said Ten Million Dollar ( $10, ooo, ooo. OO) 

obliqation of Inova to JMHJV shall be secured by a dee4 ot trust 

and security aqreement in a commercially-acceptable form commonly 

in use in Northern Virqinia recorded aa a first ~ien priority among 

the land and tinancinq recorda of Inova•s improved real property 
.. 

known as~"cambridge court• havinq a post office address of 8110 

Gatehouse·:.Road, ·Falls Church, Virqinia 22042 ("Cambridge court•) ~ 

The:T•n _l(illion Dollar ($10,000,000.00) payment by Inova to~ 
:. . . 

::·· ·~-~:-:·:.·--·.~·.a.t'~t;~~s interest in ~tb·:~·:deed of trust and seC:urity.·:aqre~ement 
• ·: • ,oo ·• I • ". • "' •• 

~ .. . :.;: ... _.- .. :. / .. ::.r·::P_~,.!l~:~~,_J;p this paragra~?h; s~all be assignable .by-.JMH.Jv~~y·:~~i;t't~n~·-. 
. .. . . . . · .... 

· ·· ... ·· . ..; .. ·: .... notice ·-to. Inova. . .. .. . . . - . ·- -· . - -·.... . ...... -.. ~ Inov.a .. shall· usa its best efforts ~:to :obtain~ t%aa·· 
. . 

. · ·::.~~~?:~~.~nt tenants at ... cambriclc;• Court c:ustou:t'ily~~~~-~~1;-bl~ 

:~:..subqrd~.~~·tion ac;raemen;s sub~ect to provisions of appropr'ia~e ~4?~;..: 

4~~t~rbance ac;reements by JMHJV to protact ric;hts of ten~~ :.Un~~r 

th~ 1-.eases in the event of foreclosure, which aqreements ··:S·hal.l 

sub~r~i~ata ~ny rights o! the tenants to the li~n of ~he ~~~~ of 
. . . 
trust securing the Tan Million Dollar ($10,oao,ooa.ao) obliqation. 

The deed of trust and security agreement shall provide that it 

shall becoaa imaediataly du• and payabl• upon tranafu of any 

interaat in the c:a.bri4CJe Court property, wh•ther the •-• shall be 

consUIIII&tad either directly or indirectly, unless Inova shall have 

provided sW,atitute security as set forth bel~. Inova shall have 

tha riC)ht, at any tiaa upon prior notica to JMHJV, to release the 

deed of trust and security aqreemant and, in consideration thereof, 

Inova sh~ll provide to .1MH3V sucstituta security, reasonably 

acceptable to JMHJV, in the fora of a first lien daed of trust en 
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real property af reaso~abl~ value, cash or. cash equivalent or a 

letter of credit. JM.:THV shall have the ·.riqht ·to name the trustees 

under the deed of trust. All costs and fees associated vith tha 

recordation at the said deed ot trust and security agreement shall 

be borne by Inova. 

4. JMHJV shall make no application for a new license or 

certificate of public need · ("COPN•) tor the Jeff•rson Hospital 

facility until either the earlier Of January 1, 1995 or Upon SU~h 

date the Commonwealth of Virqinia administrative authorities have 

ruled on Inova • s app~ic~tion _:to transfer the. exi'•t;tng acute car• 

licenses and -.~O~N .-(~~:~~~~-~-~rson Hospital.: .. :~ ·.Jlm.1-V shall execute· a·:··:· 

wri ttan ~cknowl~d~~~~:.i:~:g.9~; .. _latar than .lul-y~i-~:,::..1994, adclresaed to 

the appropria_ta ·s;a ~~ ~~!o;~C?;'i ties, acknowleclqd;ncj~ Inova as the ovne~ 

of .. the .. existinCJ.· ~~-~~-~~-~!'-~--~H~spital licen•• ··and.:o.-operator ot 'the 
.. .. . . 

_J'effers~n .Hospital·:~ac:~l~~y.:since July 198!:.:an~·:that Inova has t~e · 

riqht to file an appl:i~ti~.n to relocate or transfer the acute care 

beds, the operating roo• and any other services. and certifications 

for equipment ~-~thor~~eci ~y the Virqinia Certificate of Public Head . 

PrOC)raa. .nuiJV a9re- to take no action, either directly cr 

ind.irec:tly, to interfere with or oppose these _application•. 

s. I nova agrees that -JMHJV, its successor• ancl a•• iCJnS, shall · 

have the righ~ on January 1, 199!5 or such earlier data as •et forth 

in Puagrapb 4. to apply for any COPH or license to operate at 

Jefferson Hospital any type of maclic:al or SurCJical facility. 

including, but not limited to, acute care, extended care, extended 

acute care, aeulatory, outpatient surc;.:y, nursing hoaa, operatinc; 

rocJD.S, emerqency rooa services or siailar medical or surqical 
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facilities. Incva aqrees~to take no action, either directly or 

indirectly, to interfere with or oppose these applicat~o~a •. 

6. The parties aqree to dismiss with prejudice all claims , 
. . 

counterclaims and crossclaims actually raised or which could have 

been raised in the present action, with each party to bear its own 

costs and attorney• tees and expert ·v.itnesa fees. 

1. The partiea aqree to dismiss with ~reju4ica all claims, 

counterclaims and crossclaims actua~ly raised or which could have 

been raised in tha case styled Tb• .J'ettersgn' Memorial Hospital 

..Toi'?t ~~!'~ure· and Laszlo N. Tauber. ·pliirit!tts v, Inov1 Health·. 

. ' sySt~m· 'fOSp;it:~is and Xngva" 'K~al.th·' .. $ys~~-~-~,i2~n~~ti0n I Qetend~nts ,· .: ·:·:~-,::.: .;: 
civil ActiO"n· No~ :·94-s11~i., · pr·e~'entiy·~~ilaifi9~:J:h tha united -~t~t~~. :.':: ... -"'-:~ ·: 

.. . . . . 

cis~ri~t cburt for the Eastern ·olstf"i'~·.i)~ti~i¥~i~ia vith each ~arty··.:·.:.,• .... ' 
•. • •.• ·•••• -~ ... .,·.··~ .. <•t ~~-- .......... ~.: • • • 

· to bear ~ts own costs and attorru!ys· .. f·ees'"·'·and ~'expert vitness fe••· 

8. The: parties to. the presiint. ~cti6~;':j}iiii exacut• mutual and 

.qeneral . releases, including but not'" ... ~liJiiit•cS ·to releasinCJ ancl 

discharcJing each party, thair aqen~ .:'.~nd employees, assigns, 

successors, an4 affiliates trom all .claims, suits or liabilities 

arising in the above captioned liqation or in Civil Action No. 94-

811-A (E. D. va.) or which could. have ~ brought in either case, 

excepting the ob~iqations an4 claims arising under this Settleaent 

Agreeaent aad excepting the currant lease atvean The Tauber 

Foundation, Inc. and Inova and the liabilities of any tenants for 

operating expenses aDd utilities incurred ~ Inova. 

9. The lease executed between the partie• for .the Jefferson 

Hospital dated 3uly 3, 1985 shall be tarainated and the parties 

shall confirm th• same in a lease termination aqraaa•nt, executed 
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in· reco·rdable fen for recdrd..,.tion amonq the City of Alexandria, 

Virqinia land records. 

10. The parties hereby confirm that the lease executed 

bet.,een Jefferson Memorial Hospital Corporation (now known as 

Jefferson Corporation of Alexandria) and Health Group of Virqinia, 

Inc. dated February 11, 1982 was terminated upon the execution of 

the July 3, 1985 lease between the ~arties, which 1985 lease is 

terminated pursuant to the preceding paraqraph; a confirmation of 

termination-shall be executed in recordable form tor recordation 

among :.the City of Alexandria, Vircjinia land . records. . . 

.· 

. •.- . : .. : .~: : ~ ... ~ ... .- -:~... . ... '. . . . .. . . . "' . . . 

·. :: ... ~.:.~·.:~ .. ~·:.:.:il.. :-::":The Binc!inq Lett~r ACjreeme:nt exacutec! by .. the 'parties.::~n~~:·~;.:~ · ... 

•. ~~i~iii~;·:'·i~;~: .. ,'i992 sh&l'l be ttriliri~tad~ .. . . 0 

= • . ~ :·:~:·:~ ~'?.:·,:/.:~;:;(:~ :_,-:·'. · .. 
", ...... :.~ .. ;.\ .. : •. ~.~.";,:~·· .• J'~·:"·· ·. ' . . ..... ' . . . ' : •.• : ·~·· ..... ··.· ... . 
'· · ···· "''"1'2~ ... !nova aqrees· to cooperate ~with JMHJV. in all o·t::·JMH.av•a·.·_:~:·· · 

- i!f~~H;~:':=:t~ ·~nsur• that titl• is clear to th• rui'-PrO~\~·· : · 
· ·impr~~;~~~~;· located at Kinq ~ncl Beaureqard street.··,- Alexaridri:a~ :. :. ::. · 

vi~qini ... ; .. ,· ·.such cooperation shall include, but not be limitea·:to, · 

exaeut·i~~~- ot a quitclaim c!e.d,· exacution of a consent 0 to ·quiet 

·title; ana· withdrawal of .. Inova··•-s pendinq motion to quash· service by 

publication in the equity suit styled Th• .Joffor1on Kemptial 

Hospital Jgin~ Vent;:• tad L§tzlo M. T•ub9r. Trgstte y. parties 

unknoyn, Circuit Court for the City of Alexandria, Chancery No. CH 

940618. Inova also ac;rees to fully cooperate with JMHJV concerninCJ 

the inqgiry made by the Attorney General of Virginia so that such 

matte~ aay be resolved quickly and expedi~io~sly. Inova further 

agrees to cooperata with .J"KKtl'V in all of J'MHJV'a deaJ,.inga vith any 

and all qov•rnmental entities referrinc; or relating- to the transfer 

of interest• fro• Jefferson Memorial Hospital, Inc. to Jefferson 

Memorial· Hcspital Corporation. NothinCJ contained herein :Shall be 
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_,. conseruea to require Inova. 1ia enqaqe in litiqat~<?~ to clear ei1:le 

. to the real property ~rid . im~~ovements. 
13. The parties aqree that the equipment that is currently at 

· .. :. Jefferson Hospital .shall remain thereon and shall remain tbe sole 
' •I 

· ;'_pro~erty of JMH3V. 

' 14. Inova ,aqrees to pay upon c:lemand and remain liable for tha 

: . exPenses of· Jefferson Hospital. including taxes, insuranca and 

., . -~ti.lity e~~~~~ throuc;h and until cecem.bar 31, 1994 • 

.. · ;,',i' •. 15;. ,s~j.!~·to ;~proval b~·the Court, the pr_r:tes aqree that 

·:··.the ·recorcl':in .this case .shall ·ba sealed by the Court anc!.shall be. 
. . : . ·~ ::; -~: ~. ; : · .. ·; :'. \ . ·:·. •. • ~; .:, .. \ . . . . ·~ to',. . . ·. • • • -: .•. • . 

. . ... . ... . . :-{.;·;~~ept .. contid~ntial:!and :shall:~~t be disclosed t~ a:ny .third parties.: · ~-:.:. ·.: '<: . Y·.~ :~·~,f.~'::.~-:.··.,; , .. :: .' ;: . ,'.':; :-: . :~ .. , '. · .... :: ': .:. ·7:·;·:=. :· ·.:- .-~·:·.: • . · · ... ~ · _,.\ .. :. ~· --~:: ·i .-~ 
· ···.'i ... ~ :~~~ . ..:·;.:~e,parti~s\a.ls~:~gz:~e ~~t~~· terms of thl.s Set~l-ent·.~C)reement· 
'1 ". ,::.:-.. ~·~7:~·:•:?i.~'::· .. :l :::.'~.·--.·~·:::-,•~·.:\•, ( '·;\:/,:'·:·,.:,; .~··~·,,-.. ~·:. • • ~. ~ • •:"':::.~·-~'=*·''• 

,·· ~.~. ', 
< .... ·.) 

., 
; 
ol 

l 

l. 
I 
r 
r 
'! 

.. ' ... , . .' .' .::· . ..ar.e' . and 1 shall ' remain~ .. co~f~dential. The parties . .-.• qree not to. 
. . . .'.":' ··:::·:'':·~· ~-... . . . ':-:q'· . ' . . .· :::::': ··.··: t . . . .:· ·.-:·:.' :.-:·:~: ~ . 

:·: ·.-.·, 1:.'·:~Pi~close.i~e~te~ ·.of .~:i_:S-.. ~~~tlement Aqreement to thirc! parties •. · 

~ . .-:·.~: .. ·:~>:·~.t'·.addi~ia~:·:.: .it·.~~-:- -~~~~~·=::.~~t the parties, ~~~~ .. respective 

. . . ~ou~sel, · ilnd :their expaJ~:~~i:i :execute apPropriate ~~~f:~~entiality 
·assurances~.. The p~ies_ further aqree that this Settlement 

· Aqreement shall ba filed under seal vitb the Court and shall be 
. -. '•' . ·.·· . . .. ~· . - . . . . . ..... ·--"-····~· .· . .:··.·.·. · .. 

kept confidential ana not disclased to any third parties. 

16. Tbe parties agree that the facta developacl in this action 

are,. and ·~all :r-in, confidential. 'rile parties agree not to 

·. c:!isclos• :any',· facts c!avelopad in this litiqation to thirc! parties. 

· :. The· partia_·, further agree that they, their counsel, and their 
t 

· expert• vill'axacuta appropriate confidentiality assurances. The 

partiea further a9Z'•• that, immediately upon the execution of this 

Settlement AC)reaaent, and no later thaft tvo (2) c!aya attar its 

execution, Inova will return to JMHJV'a counsel all documents 

proc!uc:ec! to lnova in response to discovery requests within t.~e 
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P.ossessian, c:ustcc:!y and central of Inova, its .counsel, and. its 

expere•· inova aqrees ~~at all vork product documents vi~in the 

possession, custody and control of Inova, its counsel (to the 

extent it pertains to proprietary, confidential and/or financial 

3MHJV information) and Inova•s experts shall be destroyed 

immediately upon the execution of this Settlement.Aqreement, and no 

later than two (2) days after its execution. For pUrposes ct this 

Paragraph, the vcrd "clocwaents• shall hav• the broad meaninq 

ascribed to·~~ in Rule 34 of the Federal Rules of Civil Procedure. 

17. In the event Inov•, its counsel or· .~Y of i~ expert. 

.. . , .:~ ·~ ·.~·::~>·: .. : .. :. ·..:·:: .. wi tn~~~,~s. i~. ~i~·: matter receive a do~~nt. ·i~~~i.::~r any subpoena -~ 
'; .. :. ~~··i ~l ~~ .. ~/~~ ·. '~ .;J\ ;; . "·.: reques;ti~~ . prod~~i:ion of documents' or .'t~s~~~~~~ .. ·?~n~arninq any ct. •' .. 

the mat~~.rs th.a~· ar• prohibited from c!isclos¥fi·:h~~eunder I Inova ·:. 

shall pr~mptly notify JMifJv in writinq ~~nd .. pi'o;i~·.=· a copy of the 

.... -·· 

. ·-·- ;_ 

T 

I 
1 
1 
J 
j_ 

l~ 

·.- ·. 

. . .... ·.·. . . 

request or su!:2poena. Within the time permi~t~c;l~. for Inova, its 

counsel or its ~erts to respond to the request or subpoena, JMHJV 
. . 

may take such steps as it deem• appropriate· to c:hallenqe the 

----·---.J~~:f~r:D[lati_oz:t or tastimony requested. During .the pendency ot- any 

challenq•, Inova, its couns•l or its expert vitn-ses will not 

prad.uce any doc:waents, inforaation ·or testimony, unl-• ordered by 

~ the Court to do ao. Hotvithstandinq anything contained herein to 

the contrary. Inova aball have the riqht to maka n•cessary and 

appropriate disclosures in financial statements. 

18. The parties aqree that this Settleaent AqreGlent may be 

enforc•d by specific performance. In tha event that •ither par~y 

shall ~reach any t~ her•of. the breaching party shall bear all 

reasonable costs and attorneys• tees of tha nonbreac:hing party in 

the enforcem•nt of this Settlement Aqracaent. 
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19. Any notices to ba qivan.hereunder shall be.aeemed to be 

qiven if hand-delivered, sent by ce~ifiec mail (return receipt 

requestad) or by any reputable next business day courier ~~ice as 

follows: 

I! to JMHJV, then to: Jefferson Memorial 
Hospital Joint Venture, Attn: Laszlo H. 
Tauber, M.D., 4600 Kinq Street, Alexandria, VA 
23202 with copie• to: Comptroller, WestwoOd 
Hanaqeaent Corporation, 5110 Ridgefield Road, 

. Bethesda, MD 20816 and. Gaspar• J. Bono, Esq., 
Hovrey' Simon, 1299 Pennsylvania Ave., H.w., 
Washington, D.c. 20004. 

I! to Inova, then to: Inova Health Systea 
Foundation and Inova Health syst .. Hospitals, 

.. ·, ... 

·. Attn: Chief Financial Of.ficer, 1001 Braddock 
. R04d, ·:. Sprinqf_iel4, . VA .... -~2,153 with a· copy to 

Mare Bettius·, ·Esq., Hiles·· 5' Stockbridge, 11350 
. ·. ··:·· . 

.. ~~cto.• Hil~s R~ad:~ ... ~.~_;~~- soo, Fairfax,· v~ 
. ,· ·. '·220,;10. ·. . . ''.'· .. · .... :- ,, . 

• . ·.J -.. · .• ~· -.. ·. • •. • 

. ............ . 
20~ , .. This :settlement Aqreelient is binding upon, and shall 

inure to .the benefit of the partiea, their aqenta and cmpioyees~ 

their heirs, successors, affiliates, assiqns, parents, subsidiaries 

and others. · .... 

21. Th.e lav of the Collllonvealth of Virgoinia shall c;overn tha 

construction· and interpretation of this Settlemen~ Agreement. 

22. Motvit!wtedinc; any contrary rule of lav, all parties 

shall lie conaiderecl to be deemed to be the drafters of this 

Settl~~ Agreeaent and there will be no rules of construction 

appli.cl againat .. the draftsmen. 

23. The parties hereby warrant that they bave c:arefully raad 

this ~ettlement Agraaaent and understand all of its terms and hava 
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voluntarily exec~tea this sa:tlement Aqraemant With ~ull knovledqe 

of its •i;nificanca and with advice of counsel. 

Thia Settlement Aqreement cont.aina 
. . 

the en~ira ... · 

understanding an4 aqreement between the parties and thera·ara no 

oral representations, atipulationa, warranties or understandin9a 

rala.tec:l thereto which are not fully •et forth herein. No 

amanc:lment, addition to or alteration, ~~ification or vaivar of. any 

provi~ion of thia sattl .. ant Aqree••~t •hall ba of any force or 

effac~ unl••• rec:lucad to a writing and aiqnac:l by duly-author~za4 

representatives of all partiea. 
. .. 

A- • ::, ·.~·~:.:·:~~~~s. The unc1ersiqn~4 aiqnatori•• repraaent ·ancl warr.Arit that· 
. . ~r·t::. ~ . 'l :·.~r .- .·.:. .··": .. . . . : ...... ·:; ~-=~ ·: :. ~~~ .· 

.. · . ''\ 

·,,_,1 
l 

1 

l 
I 
1 ·-

·t. 

I~ 

-~•Y::.:Jlave all necessary autho.ri~y ·.to execute thia . Sa1;tlament 
=· :: .. '\ .. ·.: .·: ,• : 

A~eemant and to ~inc:l the affectec:l.antitiea. 
• •• • I.-. _.. • • ~ .... ~ • ·:- • ~·~ ~: :~ .~~ 0 .. 

:· ·: ·, ... -~~· This Settlement Ac;r•·~~n~: .. m~y ~e executed in duplicatea, 

. th~ ;~tent of which ia to penait .. c!iata_nt prtiea to aign conforainq 
0 ~ • • : 0 •• ·:. • 0 • • • ·: • • •• : .... 

copies. of this document just a.• ;t . all parti•• ha4 ai~·~ the sue 

original document • For purpose~ ~f thia Settlement Aqreuant, 

execution by facsimile shall be treated as an criqinal aiqnature. 

In wi tnesa wher~of, the uncleraignec! ~artie• have executed this 

Settlement Aq::e-ent aa of the c!ate hereof, tor the purpo••• 

therein c~ntaine4, affixin9 their aeala hereto. 

Witneaa: IHO'A HD!:1'B SYS'1'Jal 
HOSPITALS 

sv:c:-~ ~ 
<:. Michael Francb 
Chief Operating Officer 
A corporate Repr~eentative 
vitb Authority to Bind the 
Corporation to thia 
Settl-ant Agreeaent 

(SIGNATURES CONTINUED OH FOLLOWING PAGE] 
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INOVA·HEALTH SYSTEK 
FOUNDATION 

ox Sin9l :en 
Chi t Executive ot car 
A corporate ~eprasentative 
with A~thority to Bind the· 
Corporation to thia · 
Sat~laaent Aqreamant 

JEFFERSON MEMORIAL HOSPITAL. 
JOINT VENTURE 

... ":: ... ·; ....... · · .. 
. ·· ........ 

sy: .. ·.-:: :. ·.~ .. :.;. r- · 
Laszlo N •. Tauber, Truatae 
with Auth~rity to Bind~the· 
Partnership to this ~·.· -~ ... 
Sattlam.nt Agraaae_nt ·. ·.·.':·· :; . . .:·. ·· 

. .;, . . 

Laszlo H. Tauber. Trustee 
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Witness: 

Witness: 

Witness: 

~ 

~ 

. 
INOVA HEALTH SYSTEM 
FOUNDATION 

By: 
J. Knox Sinqleton 
Cbief Executive Officer 
A_Ccrporat~ Representative· 
Wl.th Authority to Bind the 
corporation to this 
Settlement Agreement 

JEFFERSON MEMORIAL .HOSPITAL': 
JOINT VENTURE 

. BYi. (.~I,. fJ,,i •. , 1-;.~,... . 
· .. ·-Laszlo N. Tauber,.. Trustee: : . ·.·· 
·.-.:·with Authority to Bind ·.the:·:: · · 

· Partnership to this · · · · ·; 
· Settlement Agreement 

Laszlo H. ~auber, Trustee 
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JEFFERSON MEMORIAL HOSPITAL, INC. 
ALEXANDR;A, Vl:RGINJ:A 

December 21, 1964· 

Dr. Leslie P. Gondor 
3541 West Braddock Road 
Alexandria, Virqinia 

Dear Dr. Gondor: 

Confirminq our understanding, you have agreed to_ buy a 
SO% ownership in the land described as follows: 

Thi• land ia subject to an original mortgage of $153,570.00, 
with a balance due at this-time of $12~,856.00. Our ownership of 
the land ia a beneficial one, the legal title being held by 
Dr. L. H. Tauber, Trustee. 

As previou•ly discussed with you, the purchase price for 
land ~· $150,000 lesa SO% of the present land mortgage of $122,856.00, 

'your share $61,428.00 representing a balance due to ua·in the su!L 
·of $88,"572.00. You agree to lease the land back to our corporation 
~or a period of 99 years at a rental of $9,750.00 per year, but· 
subject to rental increase• each 10 years baaed upon the u. s •. Dep­
artment of Labor •coat of Living J:ndex•. Wer agree to pay all exHn­
sea such a• taxea anc! inaurance during the term of the lease, includ­
inq special aaaesamenta. 

Please indicate your approval below and return two of the copies 
of thia letter that are enclosed and this will represent our agreement. · 
We will then proceed to draw the necessary documents transferrinq th~. 
land to you and drawing the 99 year lease. 

Thank you for your attention, 
Youra truly, 

JEPPERSOR MEMO!aAL aosPI'I'AL, me 

Ace~ an:s Approved 

BY.~ e~ ~--w. ~~ 
- Dr. Lealie P. Gonder v~ 

Witnes•: ;Mu/~4# 
- ) Dateds 4f.vek ~tL((-"' 
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Jun:ssoN MEKoRJ.A.L HoaPrr.AL. INc. 
4800 KINO STRDr 

Dr. Leslie P. Go.toz­
JSl.al West ·Braddock Ro•ci 
A le:xaadria, V1rgiB1a 

. 
+ T VHftUU.\. VlRGZMU. 22302 

January 2, 1;6; 

Cont1miJ21 oar UD<!ersta!ldinc, you. hava a~eed to buy a S~ otnl&rShip 1.n ~!\a 
tana described •• tollovsr 

This l&Dd t1 subject to aa orictnal ~ort«ac• ~t dl$3,S70.CO, wttb a balaace 
iue ·at this tllle ot Sl22,SS,S.oo. on- ownership ot the 'Lane! is a beaettctal o~te, 
the le~tal tt tle beiD« helcl by ~ • !. • ~T. Tauber, Trttstee • 

. \s prenoul.7 itscussed wt.tb you, the ~urC'has• ~ri.e' t~r tand i.s -t;t;n,=cn 
l~ss sc~ ot the present 1anci rwor~ace -:Jt ;t22,ess.eo, ~ur shu• .~.st,!&2e.co • 
:-!pnsentia~ a balancs due to ·lS in t=e S\111 ot ;ee ,$72 .:a. You qr~~ to 1.-se 
~ha !and back to our eorporation tor a. ~eriod ot .,~ 'r!ars at a rental 1)£ 
~o·, 750.CO p-r year, but sub.ject to Z'!fttal tnc:r4!Ue8 !&Cb lC reu-e bu.t upon 
~he '1. S. jep&r'ta•t ~ tabor "Cost oE tirinl Icciu•. ··:-e &Sirft to p&J' all 
':o:peftses sacb a• tuee aacl t.nStlftllce iart~ the ter"t ,r the t~&M, inclw:lin~ 
sp~cial asses .... ta. 

·?teaae 1ar:ltcate rov approftl below and retan tva ot tbl copl•• ot tbU 
l!tter tbat an .eloeed ud tllta 11'111 r~n••t oar acr-•· ~1e wtn thall 
~r~ceed to ~raw tt. uc••8UT iocm~eta tranatft'l1llc tba tand to 7011 and 
irawt.nc tb.e 99 ,.., t•••· 

Thaak 1• tor TO• atMatt.o., 

'I 
L "' n · ~ i1.-AA~ • '~~I '!.I. 

L&•io I. iiiiW, !i.b., PAW 

TAUIO 01312 

.. 

Trial Exhibit 
No. 274. 
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VIRGINIA: 
IN THE CIRCUIT COURT OF THE CITY OF ALEXANDRIA 

COMMONWEALTH OF VIRGINIA, ex. rei. 
MARK EARLEY, ATIORNEY GENERAL OF 
VIRGINIA; MARK EARLEY, ATIORNEY 
GENERAL OF THE COMMONWEALTH OF 
VIRGINIA; and THE COMMONWEALTH'S 
ATTORNEY FOR THE CITY OF ALEXANDRIA, 

) 
) 
) 
) 
) 
) CHANCERY NO. 961241 
) 

Complainants, ) 
v. ) 

) 
LASZLO N. TAUBER, ET AL., ) 

I. 

II. 

) 
Respondents. ) 

) 

Report of R. Bruce Den Uvl 

INTRODUCTION 

This report contains my opinions in the matter of the Commonwealth of Virginia, 
et al. v. Tauber, et al. I have been retained by The Jefferson Law Firm, PLC on 
behalf of the Respondents to analyze and estimate the value as a stand-alone 
hospital, during the period 1971 through 1992, of the assets that comprised 
Jefferson Memorial Hospital, Inc. ("JMH£ Assets"). In connection with the 1997 
trial in this matter, I submitted schedules regarding value as of June 30, 1971, 
Apri118, 1973 and January 31, 1975 to the court and provided deposition and trial 
testimony. 

I am a Principal in the firm of Jay Alix & Associates ("JA&A"). In perfonning 
my analysis, I was assisted by JA&A persormel who worked under my direction. 
All of the opinions presented in this report are based on the available information 
and my experience, education, and expertise in the areas of valuation, the health 
care industry and the analysis of financial and economic data 

BACKGROUND OF JEFFERSON MEMORIAL HOSPITAL, INC. 

1 efferson Memorial Hospital, Inc. ("JMHI") was chartered as a for-profit 
corporation in Maryland in 1963. In 1964, JMHI amended its charter to become a 
nonprofit, non-stock charitable entity. JMHI began operations as an acute-care 
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. 
.A'\ hospital known as Jefferson Memorial Hospital ("JMH'') on March 15, 1965 in 

(:) Alexandria, Virginia. The Internal Revenue Service revoked Rvffil's ~-t?XeJllpt 
status in 1971. In I 971 a Delaware for-profit corporation, Jefferson Memorial 
Hospital Corporation C'JlviHC11

) was formed and a merger between JMHI ~d 
.JMHC was planned. Efforts were made to· effectuate the merger. JMHC 

~ 
operated the hospital through March 31, 1982. On December 24, 1981 the .JMHC 
board of directors adopted a resolution to change the name ~f the corporation to 
Jefferson Corporation of Alexandria ("JCA'') effective March 23, 1982. 

The property on which JMH was located, consisted of: 4.86 acres of land at 4600 
King Street, the intersection of King Street and Beauregard Street, in the City of 

~ Alexandria, Virginia The buildings included: a 96 bed hospital which was 
expanded in 1968 to a 120 bed hospital with a fourth ~oor addition constructed in 
1984; a six -story brick medical office building constructed in 1978 with an 

· office/parking addition built in 1982; and several parking lots.· The majority of 
the land and all of the buildings were not owned by JMHI but were leased by the 

~ hospital. 

.JMHC operated .JMH from July of 1971 through March of 1982. J:tv.IHC leased 
certain hospital asse~ to the Health Group of Virginia, Inc. ("HGV'') for a term of 
ten years and one month commencing on April 1, 1982. The HGV lease was 

ta'\ 
terminated upon the execution of a July 3, 1985 Hospital Lease Agreement 
between Inova Health Systems, formerly known as Fairfax Hospital Association, 

····,i (''Inova") and Jefferson Corporation of Aiexandria. Pursuant to the July 3, 1985 
.i agreement, Inova was to lease certain assets for a period of twenty years and three 

months, commencing on July 3, 1985. Inova operated .JMH from July 3, 1985 
until 1992. The Hospital Lease ·Agreement was terminated by the Settlement 

.~ Agreement entered on July 11, 1994 by and between Inova and Lazlo N. Tauber, 
Trustee and Jefferson Memorial Hospital Joint Venture ("JMHJV''). 

m. THE VALUE OF THE JMHI ASSETS WAS $0 OR NOMINAL AS OF 
JUNE 30, 1971, APRIL 18, 1973 AND JANUARY 31, 1975 

I previously submitted schedules and testimony to the court regarding the 
valuation of the Th1HI Assets at various dates between June 30. 1971 and January 
31, 1975. I have reviewed my prior analysis and determined that my analyses and 
conclusions regarding the operating value of JMH as a stand-alone hospital at 
various dates between June 30, 1971 and January 31, 1975 have not changed since 
the 1997 trial. 

IV. THE VALUE OF THE JMHI ASSETS AS A GOING CONCERN WAS $0 
OR NOMINAL AS OF APRIL 1, 1982 

To estimate the value of the JMHI Assets as a going concern as of April 1, 1982, I 
have analyzed the financial statements of JMHC for the fiscal years 1975 through 
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1982. Based on my analysis, I have identified that the results presented in the 
fmancial statements for the year ended June 30, 1982 do not represent m;>rrnal. ···· 
operations for JMH. Jlv.IHC financial statements for the year ended June 30, 1982 
reflect the effects of the transaction with HGV. HGV purchased various ass.ets 
and assumed certain liabilities of JMHC per the Hospital Lease Agreement 
entered on February 11, 1982. As of June 30, 1982 JMHC was no longer 
operating JMH as a going concern. The income statement fpr the year ended June 
30, 1982 and the amounts on the June 30, 1982 balance sheet ofJMHC reflect a 
liquidation of JMHC's assets in JMH via sale to HGV. Consequently my analysis 
ofthe going concern value oftheohospital as of April!, 1982 is based on the · 
financial results presented in the financial statements for the year ending June 30, 
1981. 

During the period prior to April of 1982 when JMH was operated by .Tlv1HC, the 
hospital experienced increasing revenues because this was a period of significant 0 

inflation in healthcare costs. Although revenues increased between 1976 and 
0 

1981, operating expenses increased even more. (Exhibit 1) Consequently the net : 
0 

° 

income of the hospital, while erratic, deteriorated between 1976 and 1981. As 
shown in Exhibit 1, net income as a percent of total operating revenue dropped 
from 2.4% in 1976 to less than 1% in 1981. Similar to net income, the cash flow 0 

of JMH was widely variable and had a general downward trend as a percent of 
revenue in the years prior to April of 1982. Even as re:venues increased, cash 
flow deteriorated. JMHC cash flow was negative or minimal (less than $8,000) in 
all years between 1976 and 1980. JMHC's working capital as a percent of 
operating revenue fell below industry levels by 1981. A shortage of working 
capital is consistent with a hospital experiencing financial difficulty. If 1981 
working capital is adjusted to industry levels JMHC cash flow is negative in 1981. 
{Exhibit 1) 

JMHC's cash flows were not sufficient to provide for capital expenditures to 
maintain pace with increasingly sophisticated hospital plant and equipment. As a 
result, JMHJV, not JMHC, funded additions to the hospital in the late 1970's and 
the early 1980's. JMHJV paid for the construction of the Intensive Care Unit, the 
Georgetown Lab and the Medical Office Building. In the early to mid-1980's, 
JMHJV funded more improvements to the hospital. Prior to the lease, HGV 
requested additions to the facility, including certain improvements to the medical 
office building. These improvements were :funded and made by JMHJV between 
1982 and 1984. JMHC did not have the ability to finance these additions and 
improvements to the hospital. 

At the request of counsel for the Respondents, following the trial in 1997, I 
prepared a valuation of the JMHI Assets as of April!, 1982. I have reviewed this 
analysis and made modifications to the capitalization rate, the tax rate and the 
treatment of working capital. The results of my analysis are consistent with the 
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8naiysis I provided following the 1997 trial. My analysis of the going concern 
value of JMH as a stand-alone hospital was based oil JMHC' s financial ~t~ments 
for the year ended June 30, 1981. My analysis uses the capitalization of earnings 
approach to value the lMHI Assets as of April!, 1982. The capitalization of 
earnings approach was based on normalized cash flows for Jlv.IHC for the twelve 
months ended June 30, 1981 and the three year average ended June 30, 1981. I 
capitalized these cash flows using a capitalization rate of21 'Yo, based on estimated 

. :· cash flow growth of 5%, (actual cash flow growth was negative between 1976 and 
1981) to arrive at the net enterprise value of JMH. I deducted JMHC liabilities of 
$563,664 ·and the working capital deficit from the net enterprise value to arrive at 

. . . . . net equity value ranging from ($181,400) to ($503,300). JMH's deterioration in 
· ·, _:. cash flow in 1981 is evident from the lower value of equity estimated from the 12 
· : ·month analysis compared to the three year weighted average. Based on this 
· · . 'analysis I have concluded that the operating value of JMH as ·a stand alone 

·: · .. , ·. ·.. hospital as of April 1, 1982 was less than $0. (Exhibit 2) 

, ; :: In additi¢>n to estimating the value of JMHI Assets under the income approach, I 
considered the market approach. Under the market approach transactions or 

·. ' ·.. . . . publicly. available market values are considered. I searched information sources · 
; I • • ·.; • that are U:Sed for identifying comparable companies and relevant transactions to 

find market information that is relevant to the valuation of JMHC as of April 1, 
1982. My search did not provide any data that indicated comparable transactions 
in 1982. 

v. THE LIQUIDATION VALUE OF JMHC AS OF APRIL 1, 1982 WAS A 
MAXIMUM OF $501,831. 

I have analyzed the value of JMHC as of April 1, 1982 based on the adjusted book 
value approach. For purposes of the adjusted book value approach, I analyzed the: 
assets on the JMHC balance sheets as of June 30, 1982. Based on the adjusted 

·. · book value approach, .JMHC had a liquidation value as of April 1, 1982 that was 
greater than the value as a going concern . 

. The June 30, 1982 balance sheet shows a book value of$763,382. This book 
value is based on the assets and liabilities of JMHC after the effects of the HGV 
transaction and the return of certain funds to investors. JMHC redeemed 
corporate stock for $909,413 in the fiscal year ending June 30, 1982. Exhibit 3 
demonstrates that the $909,413 represents a return of principal and interest at 
15.1%. Investors inJMHC provided the hospital with $221,260 in 1973 and 
provided and received various additional amounts over the years through 1981. 
These cash infusions made by investors were important to the hospital because the 
cash flow generated by operations was not sufficient to meet JMH' s needs. An 
unsecured, subordinated investment in JMHC in 1973 would require a return of at 
least 15.1 %. My prior analysis estimated the cost of capital of JMHC to be 19% 
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in 1973. Further, between 1973 and 1~82 interest rates on baa corporate bonds, a 
less risky investment, reached more than 17%. The'$909,413 return to investors ·:·~ 
in .Jlv!HC in 1982 provided a reasonable return to the investors. · · 

The book value at June 30, 1982 of$763,382 includes $261,551 in goodwill: 
Goodwill does not generate cash in a liquidation scenario. I have assigned $0 
value to the goodwill on the June 30, 1982 balance sheet to arrive at a maximum 
liquidation value of assets as of June 30, 1982 of $501 ,831. ·The $501,831 value 
represents payments related to the HGV transaction which are greater than JMHC 
could have realized if it liquidated its assets and liabilities. The value does not 
reflect any reductions to book value for liquidated assets. Liquidation generally 
results in the sale of assets, including receivables, inventory and equipment, at 
amounts that are significantly below book value. I have not reflected any of the 

· reductions to the value of assets in the liquidation nor have I considered the costs 
of liquidation. Therefore, $501,831 represents the maximum value that the .Jlv!HC 
would generate in liquidation. Further, the liquidation value of JMHI Assets as 
of April!, 1982 would be less than the liquidation value of .Jlv!HC if ~y of the 
assets on the June 30, 1982 .Jlv!HC balance sheet were not JMHI Assets. 

THE VALUE OF THE JMHI ASSETS WAS LESS THAN $0 AS OF .TIJL Y 
31,1992 

Inova is a not-for-profit health care system based in Northern Virginia that 
consists of hospitals and other health care services including home care, nursing 
homes, mental health services, physician practices,· wellness classes, and 
freestanding emergency and urgent care centers. Originally founded as the Fairfax 
Hospital Association in 1956, Inova has grown in Northern Virginia, adding new 
facilities, services and technological advancements to meet expanding needs. 
!nova's comprehensive, integrated network of health care facilities and services 
now covers a broad geographic base throughout the metropolitan Washington 
area As of 1997 !nova managed five hospitals in the Washington, D.C. area with 
over 1,400 licensed hospital beds. With more than 27 health care facilities, !nova 
is Northern Virginia's most comprehensive health C8:fe system. 

A. !NOVA RETURNS FROM OPERATING JMHI BETWEEN 1985 AND 1992 
WERE NEGATIVE 

Between 1985 and 1992 Inova operated llv1H (In June of 1987 Inova 
changed the name of .JlviH to Jefferson Hospital). A July 31, 1992 memo 
by Knox Singleton, President of Inova Health System to the members of 
the !nova Health System Board of Trustees and the members of the !nova 
Hospitals Executive Committee ("Singleton Memo") addressed the 
performance of JMH between 1985 and 1992 under !nova's management 
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and the future returns expected to be generated by JMH. The memo 
discussed the strategic and financial objectives of !nova when it ~e~ed.the :·~ 
hospital in 1985. The objectives included: precluding entry of competitors 
into the market, creating a referral program to Inova' s other services, and 
operating a facility that could contribute financially to the overall system. 

Despite the perceived strategic benefits enjoyed by ~ova as a result of its 
lease of JMH, the financial objectives of !nova's operation of JMH were 
not achieved. Singleton concludes that ''the marketplace has shifted to the 
point where it does not appear that short-term acute hospitals of 120-:-beds 
or less are viable over the long term." Further, Singleton states that 
additional·investments necessary to operate .JM:H are no longer justified. 

Inova engaged health care consultants, Cohen, Rutherford, Blum & Schott, · 
PC and National Health AdVisors, Ltd ... to advise on long-term strategic 
options for JMH. These consultants produced a report to Inova dated 
April 2, 1992 ("Inova Report") which discussed the historical performance 
of .JM:H under the management ofinova and the projected future returns of 
the hospital to !nova. The Inova Report concluded that despite !nova's 
$18.5 million investment in .nv.JH through December 31, 1991, the 
hospital's fmancial trends declined between 1985 and 1991. Admissions 
and inpatient days declined by 29% and 44% respectively between 1985 
and 1991. Although the hospital experienced increasing revenues over the 
period !nova operated it, expenses increased at even higher rates resulting 
in increasing net losses between 1985 and 1991. Inova' s cash flow from 
operations from the inception of its' management of the hospital through 

· the end of 1991 was a net outflow of more than $14 million. 

INOVA EXPECTED NO FUTURE RETURNS FROM OPERATING JMH AS OF 

JULY31, 1992 

The fuova Report provided pro forma financial projections of performance 
for .nv.JH for the period 1992 through 2005. The sensitivity analyses on the 
projections included in the Inova Report indicate that total !nova losses 
associated with continuing the operations of JMH could range from $32 
million to $91 million for the period from 1991 through 2005. The !nova 
Report considered several strategic options of Inova in regards to JMH. 
None of the options considered provided a positive return to Inova. In 
1992 Inova was seeking to minimize its losses from operating JMH with 
no hope of generating positive value from operating as a going concern. 

Based on the Singleton Memo and the Inova Report, I have concluded that the 
JMHI Assets had no operating value as of July 31, 1992. !nova had suffered 
operating losses at JMH for the period 1985 through 1991, including a cash 

J.APP. 5637 

6 



• Legal filings 

• Jefferson Memorial Hospital financial statements for the eight months ended 
June 30, 1971 and Jefferson Memorial Hospital Corporation financial 
statements for the year ended June 30, 1973 and the years ended June 30, 1975 
through June 3 0, 1981 

• Jefferson Corporation of Alexandria financial statements for the years ended 
June 30, 1982 through June 30, 1985 

• Various Jefferson Memorial Hospital Joint Venture financial statements and 
tax returns during the period 1975 through 1993 

• Evaluation of Jefferson Memorial Hospital's Financial Position and Market 
Position prepared by Ernst & Whinney and dated June, 1985. 
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• V arlo us financial and corporate documents and .agreements produced by 
Jefferson Memorial Hospital Corporation, Jefferson Corporation of . . 
Alexandria, Jefferson Memorial Hospital Joint Venture 

• Memo dated July 31, 1992 from Knox Singleton, President of Inova Health 
System re: Proposal to acquire Jefferson Hospital Building and 120-Bed 
Operating License 

• Jefferson Hospital Options Analysis for Inova Hospitals developed by 
National Health Advisors and Cohen, Rutherford, Blum & Schott dated April 
2, 1992 

• Appraisal of Real Property Leasehold Interests in the Jefferson Memorial 
Hospital and the 3rd floor of Medical Office Building 4600 King Street, dated : · · 
October 7, 1992 prepared by Metropolitan Valuation, Inc. · 

• Accounting of the Assets of Jefferson Memorial Hospital, Inc. submitted by: ·,. 
Cobb & Associates, Ltd. 

QUALIFICATIONS 

My curriculum vitae is presented in Exhibit 4. 

XI. NEW INFORMATION AND SUPPLEMENTAL REPORT 

I reserve the right to offer such other or further opinions and testimony that may 
result from new information. · 

Dated: October 29, 1999 

8 

R. Bruce Den Uyl 
Principal 
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Jefferson Memorial Hospfbl 

bcomc.SC:ltaDmt&. Cash Flow As:aalysis1 , 

Rt!ftllue From Service to Patl=ts 
R.oUiim: Services 
Special Services 

Dedlldious From Reftnae 
Adjaslmel:lts & Anowaaces 

CoturadiDg Agencies 
NCJlloCGillraetual Padcnts , 
Employees and Profcssioual Ac:c:ounts . 

Provision for UacoDectahle AccouuiS 
Net ofRccoveries 

Total · 

$2,949,900 ' 
$4,001,698 

$6,951,598 

$486,487: 
$16,763 . 
$8,309 . 

$293,093 

Total Dedactfons From Revenue 1 __ S8=04..;;•:;;;65;;.;%;... 

Net Revenue From Serrice to PatientS , : \ ·. : 56,146,946 \ 

Other OperatiDg lacome . 
PaJtiDg Rcveauc . 
PSRO Rcvaue · 
Sale ofMeals 
CommissicDs ' .. 
Tr.mscripts . ·. ·,: . . . 
SaleofSupptics. . ··: '._'5.·.. ,'!'./ .~.;·, 
ADcilhuy Sezvice for Olhers , . . : '. , ·, ; · , · , I • • 

Da: CarcCezttcr 'I.'·/.:.·! I 

$28,855' 
$1,987; 
$3,064 . 

' $1,086 I 

$3,019,368 
S4.6S4,289 

ST,673,6S7 

$472,016 
$16,661 
$12,S92 · 

$3S7,191 

SSS8,460 

56,815,197 

Sl,ISO 
$4,251 . 

$413'. 

y . :. :_,··:;i'_·}i·<··:;~·~:.://(i~.:-,.----
Total Other Operating lnconie '1 ;_: _ __,;5:34~.9:;.;9;.;;%;...\ __ .....;oss,=Sl;.,;4_1 

· . ·r.l _; .~.-._~.'·.'·~/: ,': :·, ,• • ~. '.\ ~ •, 
Total Operating Reveuue' , 56,181.938 · 

i· •· . ';,• 
OperatiDg Ellpaase · '. · , ·: · ' 

Regular Operating Exp=lse 1'. o • ! :'. • : 1 • I 

Depreciation ' . ~ •. . . 
Rent Land & Bldg. And Equip. : .' ·... . ' . ' . 
Taxes - Other than PayroU and Income . 

Total Operating Espease 

. SS.571.363 ! 
$59,241 : 

$150,305 ' 
$70,271 

$5,851,180 

Net Operating IDeo~ .1 ·--$3=3~0.:.;.;15;..;;8;... 

Othu Income aud Expensrs1 

Rents 
Medic::U Educaticmalllx:omc 
Interest 
MisceDancous Iucomc 
Interest ExpcDse 
Amortization of Goodwill 
Loss on Disposal ofEquipmcnt , . 
Medical Educational Expense 
Miscellaneous Eltpcusc 

$4,100 

$81 
(S57,6i0) 
(SJ1.3i7) 
(Sl.3,!)43) 

$6.8ZJ,Oll 

$6,245,457 . 
$64,363 

$159,073 
$71,888 

56.,540,781 

$280,230 

S3,600 

ss.rn 
$2.155 

($65,)45) 
(511,.377) 

(S1,S96) 

(Sl.!JS) 

Total Other Jacome :md ExpeDSes. ' · ($78.509) · -----:C.;;.S6..,ri.-•9Z5=-l 

Net lllcome Before Jacome Taxes 

Taxcs1 

Net Income 
%ofReveDue 

Adjustmeats To C:ub Flow 

Add: Dcpm:iaticn & Amonization2 

Add: Loss/( Gain) on Disposal ofEquipment2 

Add: Net Procecdsi(Paymcnts) on Dcbt3 

Less: Capital Expenditures" 

Less: Change iD Net Worlcing Capilal:! 

CasbFtow 

Less: Working Capital Adjustmeat5 

Adjusted Casb Flow 
%ofReveaue 

Notes: 

$2Sl.249 

$110,990 

$141.159 
2.3% 

$70,618 

Sl3,643 

$4.529 

$175,977 

$135,676 

(SSJ.6C4j 

(S8t.604l 
-1.3% 

$212,305 

$97,177 

SllS.l%8 
1.7% 

$75,740 

$1.896 

(S89.n4l 

S51.720 

S43,546 

Si,724 

S7,724 
0.1% 

$3,423,862 
SS,I71,012 

$676,143 
$24,368 
$9,305 . 

$321.296 

Sl.031.112 

~~63,762' 

$10,121 

$1,343 
$5,302 

$201 . 

$16,967 : 

rr .,S8o;n.9 ·. 

$6,893,440 
$65,618 

$171,691 
$72.924 

S1 ;1.03,673 

S377.GS' 

$3,900 

$9,562 

($63.588) 
($11,484) 
(~0.532) 

(S82..142l 

S%94.914 

$129,762 

S165,15Z 

2.2% 

$77,102 

$20,532 

$4,873 

$58,548 

$215.065 

(S5,9~) 

-0.1% 

$3,879,627 
$5,704,562 

$9,.584,189 

S8S8,616 
S23.044 
SI2.301 

5383.771 

SI.,177,732 

. $8.306,457 

$1,209 

$1,669 
$6,263 

$491 

$!1,631. ' 

$8.,.316.089 

$7.650.414 
$73,577 

$200,073 
580.432 

58,004.496 

$31!.593 

S4,724 

SS.317 

($64,252) 
(Sil..Jii) 
{$10..916) 

(Si3.,504) 

$104.759 

$133,330 

).6% 

$84,954 

510.916 

(56~.983) 

$134,153 

$46.335 

CSZL271 l 

151!.~7!) 

-o.Jo/o 

S4,454,n6 
$6,826.381 

Sll,%81,157 

$9l2,978 
$37,144 
$21,743 

$588.011 

$1,559.876 

$9,721,281 

S820 
$6,736 
$1.370 ' 

$18.168 ' 

527,094 

$9,748,375 

$8.907.099 
$84,180 

$340,349 
$104.331 

$9,435,959 

S3t:Z.416 

$5,148 

(S61.500) 
($11.37'71 

St.090 

($66.639) 

SZ4S.m 

$108,142 

$137,635 

1.4% 

$95,557 

($1,090) 

iSS2,08:)') 

$140,561 

$71,152 

tSr-1.69<~) 

-0.6% 

1) Excludes: loss on disposal ofbwlding and land and loss from parmctShip. Taxes estimated at 44% for years in which items were excluded from Net Income 
2) Actual results of operations. 
3) Does not include curtailment of mortgage payable. Includes curtailment of notes payable. redemption ofbcnds payable and curtailntent of contract payable. 

Based on changes as reflected in JMHC balance sbcets. 
4) Docs not include building addition and improvements. J .APP. 5 640 
S) Adjustment based on industry average of8%. 

Exhibit 1 

$5,446.382 
$8,607,711 

$14,054,093 

$1,409,615 
$52.434 . 
$27.042 

$845,544 

$11,719,458 

$4.273 

$965 
$6,846 
$1,671 , 

$20,245. 

S34.ooo 

$11,753.458 

$10,809.340 
S93.593 

$535,089 
$136,593 

$11.574.615 

5178,843 

$40,333 

Sll,Sll 

(S61.096) 
{SII.377} 

$398 
($29,148) 

($49.379) 

5119,464 

$33,685 

0.8% 

$104,970 

(S39tc) 

tSS2.0-W) 

$160,416 

i$~7.14-'>i 

S45,03S 

Sl33,199 
!S~S.!M) 

-0.8% 



~ 

~ ® 

~ 

......... 
\ ~ 

c 

j 
·.,.J 

~ 

~ 

1"1'\ 

) 

Jefferson Memorial Hospital 
Capitalization ofEarnings 
Valuation Date: April I, 1982 

Three Year 
Weighted Average %ofNet Twelve Months 

Ended Operating Ended 
30-Jun-81 (1) Revenue 30-Jun-81 

~ 
Routine Services S4,854,720 $5,446.380 
Special Services 7:S30,076 8.607,710 

Total Gross Revenue 12,384,796 14,054,090 

Deduetious & A.Dowances (1,900,.232) (2,334.635) 

Other Operating Revenue 27.637 34.000 

Net Operating Revenue 10,512,201 11,753,455 

Qperat;ne &pense.s 
Total Salaries & Wages 4,256,863 40.5% 4,747,932 
Administrative & General 559,783 5.3% 633.250 
Dietmy 255,724 2.4% 270,472 
Housekeeping, Laundry 343,357 3.3% 365.903 
OperauonofPmn~~~e 271,099 2.6% 304,523 
Other SupplieS & Expenses 3.961,946 37.7%. 4,487,260 
Rent ofLand, Bldg., Equipment 414,340 3.90AI 535,089 
Taxes (Other than Payroll & Income) 116.479 . 1.1% 136.593 

To~ OperatiDg Expenses 10,179,591 96.8% 11,481,022 

Operating Income 332,610 3.2% 272,433 

Qlhm: IDs;nmel (Exllms§) (2) 
Interest Income 8.858 0.1% 11.511 

EBITDA 341,468 3.2% 283,944 

Depreciation & Amortization 98.496 0.9% 104.970 

EBIT 242,972 2.3% 178,974 

Income Taxes@ 44.0% 106,908 78,749 

After-Tax Income 136,064 1.3% 100,225 

6diusnus:nts !D CMh EDYL" 
Add: Depreciation & Amortization 98,496 (3) 0.9% 104,970 
Less: Capital Expenditures 105,122 (3) 1.0% 117,535 
48s: Change in Net Working Capital 42.049 (4) 0.4% 47.014 

Cash Flow 87,390 40,647 
Capitalization Factor@ 21.0% 21.0% 

Net Enterprise Value 416,141 193,557 
Less: Liabilities (5) 563,664 563.664 
Plus: Worlcing Capital Excess I (Deficit) (6) (33.898) ( 133.198) 

Net Equity Value (181.422) (503.305) 

Rounded (S181.400) c·sso3.300) 

(1) Based on a weighted average of the prior three years• results of operations. 
(2} Excluding non-recurring income/expenses including rental income, medical education, gain/loss on 

disposal of equipment, and loss from pa.rmetship. 
(3) Depreciation & Amoritization are actual results of operations and capital expenditures are estimated 

at I% of net operating revenue. 
(4) Assuming S% growth in net operating revenue and a change in net working capital of8% of the 

change in net operating revenue. 
(S) As of June 30, 1981 - Includes Notes Payable and Bond Payable. does not include other liabilities. 
( 6) Actual working capital balance adjusted to a normalized level of 8% of net operating revenue. 

Exhibitl 

%ofNet 
Operating 
Revenue 

40.4%. 
5.4% 
2.3% 
3.1% 
2.6% 

38.2% 
4.6% 
1.2% 

97.7% 

2.3% 

0.1% 

2.4% 

0.9% 

1.5% 

o.goAI 

(3) 0.9% 
(3) 1.0% 
(4) 0.4% 

J.APP. 5641 
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Jefferson Margin is Lower Than Industry 
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Inova Projected Losses From Opera~ions ~~~~~~~~son ~f $81 mil~ion 

-··---·-·----·-------------------., 

Inova Losses 1985-1991 
(Cumulative) 

1985 1986 1987 1988 1989 1990 1991 

$0 

($12,000,000) 
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Jefferson Memorial Hospital 
Estimated Return on Investments in JMHC 

12:U 1974 1975 1976 1977 1m .1.212 1980 J.2!U 1m 

Proceeds from sale of Common Stock 177,008 55,662 10,200 15,145 7,008 63,648 9,672 12,900 1,997 
Dividends . (30) 
Purchase of Common Stock ~43,908~ (11,738) ,386~ '18,000l '12.000l '31t998l (909,413l 
Net (Purchase)/Sale of Common Stock by JMHC 177,008 11,754 (1,538) 14,759 (10,992) 51,618 9,672 (19,098) 1,997 (909.413) 

IRR 17.7% 

Source: Statement of Changes in Financial Position included in Financial Statements of JMHC 
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Jefferson Me~oria! ~~~p~~al 
Strategic Ration~~e f~~ ~~9~~~!~~~~ 

by In ova Health Systems .. 
. . : .. ~--· .... :~~--~·-=-:. .. ~~-:·_::- .. ~---:--::·: .. <_· · ..... - . . .. 
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Offensive ... . . . 
• .. • • 0 : 

r==:> Believed that Jefferson could operate as a primary care catchment mechanism through its admitting physicians 

Notes: 

- --·- ..... -.. -:.-· ·-·-·-- -~ ... ·- .. _, __ .. __ --· -: -

and emergency room to refer pati~nts to !nova's referral programs. 

Believed that a primary care base and acute care location inside the b~lM.ay ~?~~~ e~ance the managed care 

contracting capabilities of the system overall with the growing customer group of contract purchasers. 
. . . . . . . . --~- . . .. . . - ·:- .... ,.. - _ .. :-.. - -- ~ ... - ... . . . - ·- . ~ 

Believed that !nova's influence in the ~a?ility could materially impr~ve t~e ~l:l~!!ty o~ ~~tient c~re being delivere~, 

that the volume of indigent care ren~ered t~ the community being s~~~d bY. !~ff~~~~~ ~~u~~ be increased, 

and that the facility could contribute ~nancially to the overall syst~m. 

1) Source: Information is based on Memorandum from Inova Health Systems President Knox Singleton to the Board 
and Executive Committee. 
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Jefferson Memoria~ ;Ef~~p~tal 
Strategic Rationa~.le for ~~qu~sition 

by Inova He~l~h ~y~~~~s 
. .. . .. . 

) 

c::::::> To preclu~e the entry of either of th~ two major competitors to Fairf~ Hosp~~als m~gnet r~f~~r~l p~ogram.~ into th~ 
Northern Virginia Market 

Offensive 
· c::::::> Believed that Jefferson could operate a~ a primary care catchment ~~c~!illi~!fl t~o~gh ~t~ admitting physicians 

and emergency room to refer patients to !nova's referral programs. 

c::::::> Believed that a primary care base and acute care location inside the beltway would enhance the managed care 
. -- . . " .. - -. - . . . . 

contractihg capabilities of the system overall with the growing custom~r W:~~p o~ c?~tr~ct p~r~h~ers. 

c::::::> Believed that !nova's influence in the facility could materially improve the quality of patient care being delivered, 

that the volume of indigent care rendered to the community being served by J.~fferso!l could be increased, 

and that the facility could contribute financially to the overall system. 

Notes: 
1) Source: Information is based on Memorandum from Inova Health Systems President Knox Singleton to the Board 

and Executive Committee. 
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Jefferson Memorial Hospital 
Total Operating Reven~e 
and Operating Expenses 

} 

• Total Operating Revenue • Total Operating Expenses 
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Jefferson Memorial Hosp~t~~ 
Cash F~ow - Adjusted for W ~r~!~~ ~~pit~~ 

$20,000 

~+ ~ , 

$"' $0, ~"e~ ~"e'-

($20,000) -1- ·-----~,_------------=~.:-----------------

($60,000) -1----·----1---·- ----

($80,000) -i·--· . . . . ------

c....c 

~ 
~ ($1 00,000) 
~ 
00 E Adjusted Cash Flow I 


