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[bookmark: _Hlk527538595]April 2, 2026

Ms. Amy Pfeffer
Chief Financial Officer 
Sturdy Memorial Hospital, Inc.  
211 Park Street
PO Box 2963
Attleboro, MA 02703

Dear Ms. Pfeffer:

[bookmark: _Hlk22279446][bookmark: _Hlk21453432]We have performed an analysis of the financial projections prepared by Sturdy Memorial Hospital, Inc. ("Sturdy Memorial Hospital") and University Orthopedics, Inc. ("University Orthopedics") detailing the projected operations of Sturdy Health - University Orthopedics Center for Orthopedic Surgery, LLC (the “Applicant”). The Applicant is a newly formed joint venture between Sturdy Memorial Hospital, Inc. (50%) and University Orthopedics, Inc. (50%), founded for the purpose of creating, managing, and operating a specialty orthopedic ambulatory surgery center (“ASC” or the "Project").  The Applicant is filing a Determination of Need (“DON”) for this purpose.  This report details our analysis and findings with regards to the reasonableness of assumptions used in the preparation and feasibility of the projected financial information of the proposed project as prepared by the management of Sturdy Memorial Hospital and University Orthopedics (collectively, “Management”).  This report is to be included by the Applicant in its DON application, (see Factor 4(a) of the DON) and should not be distributed or relied upon for any other purpose.

I. Executive Summary

The scope of our analysis was limited to the five-year financial projections (the “Projections”) for the years ending December 31, 2027 through December 31, 2031 prepared by Management, and the related supporting documentation provided by Management. The purpose is to assess the reasonableness of assumptions used in the preparation and feasibility of the projections with regards to the creation of a specialty orthopedic ambulatory surgery center. 

The Project is projected to have positive overall cash flows (see section V of this report).  We determined that the projections were not likely to result in a scenario where there are insufficient funds available for the ongoing operating costs required to support the ASC.  As further described in section V, University Orthopedics will obtain third party financing for their portion of member contributions to fund the joint venture, but it is not anticipated that the Applicant will require any financing associated with this Project.  It is our conclusion that the projections are financially feasible and within the financial capability of the Applicant as detailed below.

II. Relevant Background Information

Refer to Factor 1 of the DON application for a description of the scope of the Applicant, as well as the overall description and rationale for the creation of a specialty orthopedic ambulatory surgery center.
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III. Scope of Report

The scope of this report is limited to an analysis of the five-year financial projections prepared by Management and the supporting documentation in order to assess the reasonableness of assumptions used in the preparation and feasibility of the projections with regards to the Project.  Our analysis of the projections and conclusions contained within this report are based upon our detailed review of all relevant information (see section IV of this report). We gained an understanding through our review of the information provided by Management, as well as a review of the DON application. 

Reasonableness is defined within the context of this report as supportable and proper, given the underlying information.  Feasibility is defined as based on the assumptions used, the plan is not likely to result in insufficient funds available for capital and ongoing operating costs necessary to support the proposed project without negative impacts or consequences to the Applicant's existing patient panel.  

This report is based upon historical and prospective financial information provided to us by Management.  If Meyers Brothers Kalicka, P.C. had audited the underlying data, matters may have come to our attention that would have resulted in our using amounts that differ from those provided.  Accordingly, we do not express an opinion or any other assurances on the underlying data presented or relied upon in this report.  We do not provide assurance on the achievability of the results forecasted by Management because events and circumstances frequently do not occur as expected, and the achievement of the forecasted results is dependent on the actions, plans, and assumptions of Management.  We reserve the right to update our analysis, if we are provided with additional information.

IV. Primary Sources of Information Utilized

In formulating our opinions and conclusions contained in this report, we obtained and reviewed various documents obtained from Management.  The documents and information we reviewed and relied on are noted below and/or referenced in this report: 

· [bookmark: _Hlk93502841]Historical case volume and payor mix of ten existing surgeons at Sturdy Memorial Hospital for the nine-months ended October 1, 2024 through June 30, 2025. 

· Historical revenues and medical supplies expense per case for five existing surgeons at Sturdy Memorial Hospital for the nine-months ended October 1, 2024 through June 30, 2025. 

· Historical orthopedic case volume at University Orthopedics for the year ended December 31, 2024.

· Historical revenues and medical supplies expense per case at East Bay Surgery Center, an existing ASC in which University Orthopedics has an ownership interest, for the year ended December 31, 2024. 

· Annualized operating expenses of East Bay Surgery Center, an existing ASC in which University Orthopedics has an ownership interest, based on expenses for the eight months ended August 31, 2025. 

· Sturdy Memorial Hospital, Inc. and University Orthopedics Group audited financial statements as of and for the years ended September 30, 2024 and 2023. 

· Projected orthopedic case volume for the Project for the years ending December 31, 2027, 2028, 2029, 2030 and 2031.

· Projected revenue and expenses for the Project for the years ending December 31, 2027, 2028, 2029, 2030 and 2031. 
Ms. Amy Pfeffer
Sturdy Memorial Hospital, Inc.
April 2, 2026
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IV. Primary Sources of Information Utilized (continued)

· Projected statements of cash flows from operations for the Project for the years ending December 31, 2027, 2028, 2029, 2030 and 2031. 

· Lease agreement between Sturdy Health, Inc. and University Orthopedics, Inc. (collectively the lessor) and Reservoir Landing, LLC (the lessee).  

· Capital project budget prepared by Summit Management Corporation for anticipated construction costs of approximately $5,653,000, which includes a construction management proposal from Pariseault Builders of approximately $4,913,000. 

· Equipment listing of actual costs of approximately $4,723,000 from the formation of East Bay Surgery Center in 2018, which was adjusted by Management by 20% for inflation, totaling approximately $5,668,000 (fixed equipment of $1,682,000, major movable equipment of $3,604,000 and IT equipment of $382,000). 

· Management services agreement between University Orthopedics, Inc. and Sturdy Health - University Orthopedics Center for Orthopedic Surgery, LLC. 

· DON Application Instructions dated July 2023.

· DON Narrative draft provided March 18, 2026.

· DON Application Form. 

· Total project costs for the Applicant are comprised of the following:

	n/a
	n/a
	Capital Expenditures
	n/a
	Other Project Costs
	n/a
	
Total

	Building acquisition cost *
	$
	3,500,000
	$
	-
	$
	3,500,000

	Construction costs
	n/a
	5,652,992
	n/a
	-
	n/a
	5,652,992

	Fixed equipment
	n/a
	1,681,491
	n/a
	-
	n/a
	1,681,491

	Major movable equipment
	n/a
	-
	n/a
	3,604,095
	n/a
	3,604,095

	IT equipment 
	n/a
	-
	n/a
	 382,373
	n/a
	382,373

	Total project costs
	$
	10,834,483
	$
	3,986,468
	$
	14,820,951



* The building acquisition cost of $3,500,000 represents the fair value of the ASC lease. This amount is excluded from depreciation expense in the following projections and is instead recognized as rent expense.  

V. Review of the Projections

This section of the report summarizes our review of the reasonableness of the assumptions used and feasibility of the projections. The tables that follow summarize the projected results of the creation of a specialty orthopedic ambulatory surgery center.



V. Review of the Projections (continued)
[bookmark: _Hlk529540330]
Revenues
We have reviewed and analyzed the net operating revenues in the historical and projected financial information. The volume disclosed in the table below represents total orthopedic cases including adult, hand, spine, sports and general cases. Management anticipates that over the first few years of the ASC’s operations, the majority of eligible orthopedic cases that are currently performed at Sturdy Memorial Hospital will shift to the ASC. Management projects volume to gradually migrate from Sturdy Memorial Hospital, beginning with 1,112 cases in the year ending December 31, 2027 and increasing to 2,253 cases in the year ending December 31, 2031. 

Management projected the case volume in the year ending December 31, 2027 to average approximately 68% of historical case volume of existing surgeons at Sturdy Memorial Hospital of 1,639 cases. Case volume is projected to increase 46% in the year ending December 31, 2028 due to the ramp up period, and will increase annually between approximately 3% and 10% in the years ending December 31, 2029 through December 31, 2031. The year ending December 31, 2028 includes the addition of two surgeons with 303 total cases projected, increasing to 483 total cases projected in the year ending December 31, 2031. 

The average reimbursement rate per case, net of contractual allowances, ranges from $2,463 to $12,673 based on the type of case and the payor mix. The average reimbursement rate for the years ending December 31, 2028 through December 31, 2031 is projected to increase 2.5% annually. Bad debts are projected at 2% of gross charges.

The table below provides a summary of some of the key information for the projected incremental volume and revenues by year for the ASC: 

	[bookmark: _Hlk529539770]n/a
	n/a
	Projected/
pro-forma
2027
	n/a
	Projected/
pro-forma
2028
	n/a
	Projected/
pro-forma
2029
	n/a
	Projected/
pro-forma
2030
	n/a
	Projected/
pro-forma
2031

	Volume
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a

	Orthopedic cases 
	n/a
	1,112
	n/a
	1,927
	n/a
	2,120
	n/a
	2,192
	n/a
	2,253

	Revenues
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a

	[bookmark: _Hlk529539843]Gross charges, net of contractual allowances 
	
 $
	
7,575,940
	
$
	
13,321,769
	
$
	
14,971,788
	
$
	
15,869,973
	
$
	
16,721,482

	Bad debts 
	n/a
	(151,519)
	n/a
	(266,435)
	n/a
	(299,436)
	n/a
	(317,399)
	n/a
	(334,430)

	Net revenue
	 $
	7,424,421
	$
	13,055,334
	$
	14,672,352
	$
	15,552,574
	$
	16,387,052

	Revenues per case
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a

	Gross charges per case
	$
	6,813
	$
	6,913
	$
	7,062
	$
	7,240
	$
	7,422

	Bad debts per case
	n/a
	(136)
	n/a
	(138)
	n/a
	(141)
	n/a
	(145)
	n/a
	(148)

	Net revenue per case
	$
	6,677
	$
	6,775
	$
	6,921
	$
	7,095
	$
	7,274



We analyzed the projected/pro-forma incremental net revenue for the years ending December 31, 2027 through December 31, 2031 in relation to historical data to assess the reasonableness of the projected/pro-forma statements. Based on our analysis, the revenue projected by management is a reasonable estimation and conservative.





V. Review of the Projections (continued)

Expenses
We analyzed each of the categorized expenses for reasonableness and feasibility as it relates to the projected revenue.  The table below provides a summary of some of the key information for the projected expenses by year for the ASC: 

	n/a
	n/a
	Projected/
pro-forma
2027
	n/a
	Projected/
pro-forma
2028
	n/a
	Projected/
pro-forma
2029
	n/a
	Projected/
pro-forma
2030
	n/a
	Projected/
pro-forma
2031

	Expenses
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a
	n/a

	Salaries, wages and benefits (1)
	$
	2,628,766
	$
	2,733,917
	$
	3,275,210
	$
	3,826,030
	$
	3,979,071

	Medical supplies (2)
	n/a
	1,783,711
	n/a
	3,107,273
	n/a
	3,492,239
	n/a
	3,720,298
	n/a
	3,937,519

	Travel, meals and entertainment 
	n/a
	19,453
	n/a
	20,231
	n/a
	21,040
	n/a
	21,881
	n/a
	22,757

	Linens
	n/a
	91,073
	n/a
	94,716
	n/a
	98,505
	n/a
	102,445
	n/a
	106,543

	Office supplies
	n/a
	58,088
	n/a
	60,412
	n/a
	62,828
	n/a
	65,341
	n/a
	67,955

	Utilities 
	n/a
	126,393
	n/a
	131,449
	n/a
	136,707
	n/a
	142,175
	n/a
	147,862

	Rent (3)
	n/a
	365,000
	n/a
	375,950
	n/a
	387,229
	n/a
	398,845
	n/a
	410,811

	Common area maintenance (4)
	n/a
	54,750
	n/a
	56,393
	n/a
	58,084
	n/a
	59,827
	n/a
	61,622

	Repairs and maintenance 
	n/a
	43,743
	n/a
	45,493
	n/a
	47,313
	n/a
	49,205
	n/a
	51,174

	Purchased services 
	n/a
	204,863
	n/a
	213,057
	n/a
	221,580
	n/a
	230,443
	n/a
	239,660

	Insurance 
	n/a
	150,000
	n/a
	156,000
	n/a
	162,240
	n/a
	168,730
	n/a
	175,479

	Management fee (5)
	n/a
	502,049
	n/a
	517,110
	n/a
	532,624
	n/a
	548,602
	n/a
	565,061

	Professional fees
	n/a
	42,728
	n/a
	44,438
	n/a
	46,215
	n/a
	48,064
	n/a
	49,986

	Computer and IT expense  
	n/a
	11,088
	n/a
	11,531
	n/a
	11,992
	n/a
	12,472
	n/a
	12,971

	Postage and freight 
	n/a
	80,055
	n/a
	83,257
	n/a
	86,588
	n/a
	90,051
	n/a
	93,653

	Bank fees 
	n/a
	156,734
	n/a
	163,004
	n/a
	169,524
	n/a
	176,305
	n/a
	183,357

	CHI payment (6)
	n/a
	135,431
	n/a
	135,431
	n/a
	135,431
	n/a
	-
	n/a
	-

	Depreciation (7)
	n/a
	1,219,139
	n/a
	1,230,174
	n/a
	1,241,541
	n/a
	1,253,249
	n/a
	1,265,308

	[bookmark: _Hlk529539936]Total Expenses
	$
	7,673,064
	$
	9,179,836
	$
	10,186,890
	$
	10,913,963
	$
	11,370,789



(1) Salaries and wages in the year ending December 31, 2027 are based on an estimate of 26 full-time equivalents ("FTEs") to operate the ASC with an average annual salary of approximately $81,000. The year ending December 31, 2029 includes the addition of 4 FTEs and the year ending December 31, 2030 includes the addition of an additional 3.5 FTEs as a result of the increase in volume. Management has estimated the projected fringe benefits at approximately 28% of salaries and wages. Management assumes a 4% cost of living adjustment annually for the years ending December 31, 2028 through December 31, 2031. 

(2) Medical supplies expense per case ranges from $126 to $2,611 based on the type of procedure performed, with an average medical supplies expense per case of $1,604, which is consistent with historical medical supplies expense per case at Sturdy Memorial Hospital for the nine-months ended October 1, 2024 through June 30, 2025 and medical supplies expense per case at East Bay Surgery Center, an existing ASC in which University Orthopedics has an ownership interest, for the year ended December 31, 2024. Management assumes a 3% inflation adjustment annually for the years ending December 31, 2028 through December 31, 2031. 

(3) The ASC will operate in a 10,000 square foot facility. Based on the terms of the lease agreement, rent expense in the year ending December 31, 2027 is $36.50 per square foot and will increase 3% annually for the years ending December 31, 2028 through December 31, 2031. 

(4) Management has estimated the projected common area maintenance ("CAM") charges at approximately 15% of rent expense. CAM charges include repairs and maintenance, taxes, management fees, snow removal, liability insurance, and other miscellaneous charges. 

(5) The management fee will be paid to University Orthopedics and includes costs for shared services such as shared management and administrative employees and other operating costs. Based on the management services agreement, the management fee will be $502,049 in the year ending December 31, 2027 and will increase 3% annually for the years ending December 31, 2028 through December 31, 2031. 



V. Review of the Projections (continued)

(6) The Applicant is required to pay a 5% fee to the Commonwealth of Massachusetts based on total project costs of $10,834,483 which results in a community health initiative (“CHI”) payment of approximately $542,000. After the DON is approved, a payment equal to 25%, less administrative fees, of the calculated CHI payment is due within 30 days. The remaining amount of approximately $406,000 is due over a three year period, with payments occurring during the years ending December 31, 2027, 2028 and 2029. 

(7) Costs of $5,652,992 for leasehold improvements (construction costs), $5,285,586 for furniture & equipment (fixed equipment of $1,681,491 and major moveable equipment of $3,604,095) and $382,373 for IT equipment will be depreciated under the straight-line method over 15, 7 and 5 years, respectively. Management projected approximately $75,000 of additional annual capital expenditures, which are not included in the total project costs, during the years ending December 31, 2027 through December 31, 2031. These additional capital expenditures are adjusted for inflation of 3% annually for the years ending December 31, 2028 through December 31, 2031, and are being depreciated over 7 years. 

All other expenses have been projected by management based on the annualized operating expenses of East Bay Surgery Center, an existing ASC in which University Orthopedics has an ownership interest, based on expenses for the eight months ended August 31, 2025. Management assumes a 4% inflation adjustment annually for the years ending December 31, 2028 through December 31, 2031. 

We analyzed the projected/pro-forma expenses for the years ending December 31, 2027 through December 31, 2031 to assess the reasonableness of the pro-forma statements.  Based on our analysis, the pro-forma total expenses projected by Management are a reasonable estimation and conservative. 

Net Income
The table below provides a summary of the net (loss) income by year: 

	n/a
	n/a
	Projected/
pro-forma
2027
	n/a
	Projected/
pro-forma
2028
	n/a
	Projected/
pro-forma
2029
	n/a
	Projected/
pro-forma
2030
	n/a
	Projected/
pro-forma
2031

	Net revenue
	$
	7,424,421
	$
	13,055,334
	$
	14,672,352
	$
	15,552,574
	$
	16,387,052

	    Total expenses
	n/a
	7,673,064
	n/a
	9,179,836
	n/a
	10,186,890
	n/a
	10,913,963
	n/a
	11,370,789

	    Net (loss) income
	$
	(248,643)
	$
	3,875,498
	$
	4,485,462
	$
	4,638,611
	$
	5,016,263



	Cash Flows
	The table below provides a summary of cash flow by year: 

	n/a
	n/a
	Projected/
pro-forma
2027
	n/a
	Projected/
pro-forma
2028
	n/a
	Projected/
pro-forma
2029
	n/a
	Projected/
pro-forma
2030
	n/a
	Projected/
pro-forma
2031

	Net (loss) income 
	$
	(248,643)
	$
	3,875,498
	$
	4,485,462
	$
	4,638,611
	$
	5,016,263

	    Depreciation
	n/a
	1,219,139
	n/a
	1,230,174
	n/a
	1,241,541
	n/a
	1,253,249
	n/a
	1,265,308

	Cash from operations
	n/a
	970,496
	n/a
	5,105,672
	n/a
	5,727,003
	n/a
	5,891,860
	n/a
	6,281,571

	    Capital expenditures (1)
	n/a
	(75,000)
	n/a
	(77,250)
	n/a
	(79,568)
	n/a
	(81,955)
	n/a
	(84,413)

	Member distributions (2)
	n/a
	-
	n/a
	(5,106,000)
	n/a
	(5,727,000)
	n/a
	(5,892,000)
	n/a
	(6,282,000)

	Cash, beginning of year (3)
	n/a
	521,949
	n/a
	1,417,445
	n/a
	1,339,867
	n/a
	1,260,302
	n/a
	1,178,207

	Cash, end of year 
	$
	1,417,445
	$
	1,339,867
	$
	1,260,302
	$
	1,178,207
	$
	1,093,365



(1) Management projected approximately $75,000 of additional annual capital expenditures, which are not included in the total project costs, during the years ending December 31, 2027 through December 31, 2031. These additional capital expenditures are adjusted for inflation of 3% annually for the years ending December 31, 2028 through December 31, 2031.

V. Review of the Projections (continued)

(2) Member distributions in the years ending December 31, 2028 through December 31, 2031 are estimated at approximately 100% of the net income plus depreciation expense for the year. Member distributions will be paid 50% to Sturdy Memorial Hospital and 50% to University Orthopedics. The amount of member distributions paid may be adjusted annually to ensure there is sufficient cash within the ASC to support its operations. 

(3) Cash at the beginning of the year ending December 31, 2027 of $521,949 consists of the following:

	Member contributions
	$
	    12,000,000

	Capital expenditures
	n/a
	(11,320,951)

	CHI payment 
	n/a
	(135,431)

	DON application fee
	n/a
	(21,669)

	Cash, beginning of year
	$
	          521,949



Member contributions of $12,000,000 consists of $6,000,000 from Sturdy Memorial Hospital, which will be funded by available funds of Sturdy Memorial Hospital, and $6,000,000 from University Orthopedics, which will be funded through acquired financing of University Orthopedics. 

Based upon our discussions with Management and our review of the information provided, the capital needs and ongoing operating costs required for the creation of a specialty orthopedic ASC are not likely to result in a scenario where there is negative cash flow over the five year projected period. The Applicant has the resources to fund the capital needs and ongoing operating costs of the ASC. 

VI. Feasibility

We analyzed the projected operations, including volume of procedures, revenue and expenses for the ASC.  In performing our analysis, we considered multiple sources of information including historical and projected financial information.  It is important to note that the projections do not account for any anticipated changes in accounting and regulatory standards.  These standards, which may have a material impact on individual future years, are not anticipated to have a material impact on the aggregate projections.

We determined that the projections were not likely to result in insufficient funds available for ongoing operating costs necessary to support the Project.  Based upon our review of the projections and relevant supporting documentation, we determined the creation of a specialty orthopedic ambulatory surgery center by the Applicant is reasonable and within the capability of the Applicant.   
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Holyoke, Massachusetts
April 2, 2026
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