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[bookmark: _Hlk527538595]May 19, 2026


Ms. Laurie Martin
Chief Financial Officer
Baystate Health, Inc. 
280 Chestnut Street
Springfield, MA 01199

Dear Ms. Martin:

[bookmark: _Hlk22279446][bookmark: _Hlk173927010][bookmark: _Hlk21453432]We have performed an analysis of the financial projections prepared by Baystate Health, Inc. (the “Applicant” or “Baystate”) detailing the projected operations following the proposed transfer of ownership of The Mercy Hospital, Inc. dba Mercy Medical Center (“MMC”) located in Springfield, MA to the Applicant. The transfer will be effectuated by Baystate becoming the sole corporate member of MMC, whereby, MMC will become a community hospital member of Baystate (“Proposed Project”). 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 Baystate (“Management”). This report is to be included by the Applicant in its Determination of Need (“DON”) application, (see Factor 4(a) of the DON) and should not be distributed or relied upon for any other purpose.

Executive Summary

The scope of our analysis was limited to the five-year financial projections for the fiscal years ending September 30, 2027 through September 30, 2031 (the “Projections”) 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 Proposed Project. 

The Proposed Project is not projected to have positive overall cash flow, but it is anticipated that the Applicant has enough funds between cash reserves and investments to fund the Proposed Project during the five-year financial Projections prepared by Management (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 Proposed Project. It is our conclusion that the Projections are financially feasible, are not likely to have a negative impact of the existing patient panel of the Applicant and are within the financial capability of the Applicant as detailed below. 

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 Proposed Project.
[image: ]
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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 Proposed 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 have 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.

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 revenue and expenses for Baystate Health, Inc. for the fiscal years ended September 30, 2022, 2023, and 2024, and 2025. 

· Historical revenue and expenses for Mercy Medical Center for the fiscal years ended June 30, 2022, 2023, 2024, and 2025. 

· Projected combined patient volume for the Proposed Project for the fiscal years ending September 30, 2027, 2028, 2029, 2030, and 2031. 

· Projected individual and combined revenue and expenses for the Proposed Project for the fiscal years ending September 30, 2027, 2028, 2029, 2030, and 2031.

· Projected individual and combined statements of cash flows from operations for the Proposed Project for the fiscal years ending September 30, 2027, 2028, 2029, 2030, and 2031.

· Baystate Health, Inc. and Subsidiaries audited consolidated financial statements as of and for the years ended September 30, 2022, 2023, 2024, and 2025. 

· Mercy Medical Center internally prepared consolidated balance sheets and income statements as of and for the years ended June 30, 2022, 2023, 2024, and 2025.

· Capital project requests for Baystate Health, Inc. anticipated to be incurred during the five-year financial Projections of approximately $834,000,000.
Ms. Laurie Martin
Baystate Health, Inc. 
May 19, 2026
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IV. Primary Sources of Information Utilized

· Capital project budget for Mercy Medical Center anticipated to be incurred during the five-year financial Projections of approximately $55,000,000.
 
· DON Application Instructions dated July 2023.

· DON Narrative draft provided September 22, 2025 and May 15, 2026.

· DON Application Form. 

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 Proposed Project.

Revenues
We have reviewed and analyzed the net operating revenues in the historical and projected financial information. For the purposes of this pro forma, revenue for the Proposed Project is based on net patient service revenue and other operating revenue. Net patient service revenue comprises approximately 64% of total operating revenue for the years ending September 30, 2027 through September 30, 2031, which is consistent with historical revenue. Management anticipates an increase of approximately 3% each year through the year ending September 30, 2027. Annual growth is expected to remain consistent with increases of approximately 2.5% per year for the years ending September 30, 2028 through September 30, 2031. 

Other operating revenue, which will comprise approximately 36% of total operating revenue for the years ending September 30, 2027 through September 30, 2031, includes nonpatient pharmacy contracts, nonpatient related point of service revenues, amounts received under research grants and contracts, and other grant revenue. Management anticipates an increase of approximately 2% each year through the beginning of the Proposed Project. Annual growth is expected to remain consistent with increases of approximately 2% per year for the years ending September 30, 2028 through September 30, 2031. 

Based on discussions with Management, operating revenue is based on the average reimbursement rates of Blue Cross Blue Shield (historically 8% of total revenues), Medicare (49%), Medicaid (24%) and other payers (19%).  Management anticipates the revenue payor mix for the years ending September 30, 2027 through September 30, 2031 to remain consistent.

The table below provides a summary of some of the key information for the projected incremental revenues by year for the Proposed Project (fiscal year September): 

	

Category
	Projected/
pro-forma
2027
	Projected/
pro-forma
2028
	Projected/
pro-forma
2029
	Projected/
pro-forma
2030
	Projected/
pro-forma
2031

	Net Patient Revenue
	$ 2,531,154,418
	$ 2,615,779,746
	$ 2,685,425,501
	$ 2,756,621,773
	$ 2,824,094,983

	Other Operating Revenue
	1,422,916,778
	1,455,248,553
	1,488,539,962
	1,522,821,615
	1,557,881,866

	     Total Operating Revenue
	$ 3,954,071,196
	$ 4,071,028,299
	$ 4,173,965,463
	$ 4,279,443,388
	$ 4,381,976,849



Revenues
We analyzed the projected/pro-forma incremental operating revenue for the Proposed Project for the fiscal years ending September 30, 2027 through September 30, 2031 to assess the reasonableness of the pro-forma statements. Based on our analysis, the pro-forma net 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 Proposed Project (fiscal year September): 

	

Expenses
	Projected/
pro-forma
2027
	Projected/
pro-forma
2028
	Projected/
pro-forma
2029
	Projected/
pro-forma
2030
	Projected/
pro-forma
2031

	Salaries and wages (1)
	$ 1,445,863,279
	$ 1,484,863,883
	$ 1,529,102,456
	$ 1,575,312,630
	$ 1,622,918,820

	Employee benefits (2)
	301,168,192
	309,696,421
	318,832,939
	328,373,251
	338,199,038

	Supplies (3)
	797,325,194
	817,402,325
	839,121,294
	861,737,301
	884,963,692

	Purchased Services (4)
	428,812,507
	440,486,629
	453,426,920
	466,966,925
	480,910,633

	Depreciation and Amortization (5)
	95,633,885
	107,648,122
	119,233,871
	126,940,354
	131,471,631

	Interest Expense (6)
	18,850,000
	18,267,000
	18,202,000
	17,677,000
	15,164,000

	Other Expenses (7)
	874,384,594
	887,511,705
	907,245,326
	930,599,214
	950,315,264

	[bookmark: _Hlk529539936]Total Expenses
	$  3,962,037,651
	$  4,065,876,085
	$  4,185,164,806
	$  4,307,606,675
	$  4,423,943,078



(1) Salaries and wages in the fiscal years ending September 30, 2027 through September 30, 2031 represents approximately 11,100 full-time employees. Management assumes there will be no significant change in the number of full-time employees during the years ending September 30, 2027 through September 30, 2031. Management estimated an annual 3% increase in salaries and wages, based on Baystate’s historical increases of 2% to 3%.  

(2) Management has estimated fringe benefits to be approximately 21% of total salaries and wages for the years ending September 30, 2027 through September 30, 2031. Management’s projections are based on the Baystate’s historical fringe benefits of approximately 21% of total wages. Fringe benefits include health insurance, disability, pension, workers compensation, FICA, and other benefits received through employment.

(3) Supplies expense includes ambulatory and other drugs, dietary supplies, neuro supplies, office supplies, and other related expenses. Management assumes a 3% increase annually in expenses related to the ambulatory and other drugs, and approximately 2.5% annual increase for all other supplies. For the year ended September 30, 2025, Baystate’s supplies expense were approximately $619,073,000. For the year ended June 30, 2025, MMC’s supplies expense were approximately $85,605,000. 

(4) Purchased services include contract labor, physician fees, and fees for other outside services. Management anticipates purchased services to increase annually by 3% for the fiscal years ending September 30, 2027 through September 30, 2031. For the year ended September 30, 2025, Baystate’s purchased services expense was approximately $380,692,000. For the year ended June 30, 2025, MMC’s purchased services were approximately $85,313,000. Contract labor includes fees paid to an agency, which includes contract labor and benefits for nurses and other contingent workers. Baystate also has various agreements for services, including locum, call/coverage, medical directorships, and administrative services. The physician fees paid by Baystate for these services are based on the fair market value of the service being provided and are generally paid on a monthly or quarterly basis. Management expects a decrease of 8% in the year ending September 30, 2027 compared to the historical purchased services expense as a result of reductions in contract labor.
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V. Review of the Projections (continued)

Expenses
(5) Existing Baystate land, buildings and equipment of approximately $2,289,375,000 will continue to be depreciated on a straight-line basis over the useful lives determined by the American Hospital Association’s guide. During June 2025, Mercy impaired and wrote off land, buildings and equipment with a cost of approximately $94,768,000, and a net book value of approximately $29,833,000. Management has estimated that the land, buildings and equipment impaired by Mercy will be recorded by Baystate at the net book value prior to impairment of $29,833,000, at the time that the transfer of ownership occurs. In addition, Management estimates that approximately $889,000,000 (Baystate costs of $834,000,000 and MMC costs of $55,000,000) of capital expenditures will be made during the years ending September 30, 2027 through September 30, 2031, increasing the projected depreciation and amortization over the life of the projection when compared to historical figures. See page 6, Cash Flow, for further explanation on Management’s estimate of capital expenditures. 

Total cost of existing land, buildings and equipment related to Baystate at September 30, 2025 and MMC at June 30, 2025 were as follows: 
	n/a
	Baystate
	MMC
	Total

	Gross costs
	    $        2,289,375,000
	 $                            -
	$      2,289,375,000



Total depreciation and amortization expense for Baystate for the year ended September 30, 2025 and MMC for the year ended June 30, 2025 (prior to impairment) were as follows: 
	n/a
	Baystate
	MMC
	Total

	Depreciation and amortization
	    $             81,736,000
	$              9,994,000
	$           91,730,000



(6) Management has projected interest expense based on historical interest incurred on Baystate’s existing $75,000,000 line of credit (interest rate of 5.43% and 5.67% for the years ended September 30, 2025 and 2024, respectively) and other existing notes payable and bond issuances (interest rates ranged between 1.98% and 6.33% for the years ended September 30, 2025 and 2024, respectively). Maturities on the notes payable and bond issuances range from December 2027 to July 2049, and the line of credit has a maturity date of November 2027. Management does not anticipate additional financing to be required for the Project. 

The outstanding debt balances for Baystate at September 30, 2025 and MMC at June 30, 2025 were as follows:
	n/a
	Baystate
	MMC
	Total

	Line of credit
	$     20,000,000
	$                     -
	$     20,000,000

	Notes payable and bond issuances
	$   519,946,000
	$  103,311,000
	$   623,257,000


	
Interest expense for Baystate for the year ended September 30, 2025 and MMC for the year ended June 30, 2025 were as follows: 
	n/a
	Baystate
	MMC
	Total

	Interest expense
	$     19,353,000
	$        4,090,000
	$     23,443,000



(7) Other expenses include claims expense, insurance, rent, and utilities, as well as all overhead expenses from MMC. Management anticipates these expenses will increase approximately 2.5% annually during the fiscal years ending September 30, 2027 through September 30, 2031. For the year ended September 30, 2025, Baystate’s other expenses were approximately $732,651,000. For the year ended June 30, 2025, MMC’s other expenses were approximately $67,702,000. 

Additional costs expected during the year ending September 30, 2027 include integration costs, onboarding, and other costs associated with connectivity of systems.



V. Review of the Projections (continued)

Expenses
We analyzed the projected/pro-forma expenses for the fiscal years ending September 30, 2027 through September 30, 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 (Loss)
The table below provides a summary of the net income by year (fiscal year September) for the Proposed Project: 

	

Category
	Projected/
pro-forma
2027
	Projected/
pro-forma
2028
	Projected/
pro-forma
2029
	Projected/
pro-forma
2030
	Projected/
pro-forma
2031

	Total revenue, net 
	$  3,954,071,196
	$  4,071,028,299
	$   4,173,965,463
	$  4,279,443,388
	$  4,381,976,849

	    Total expenses
	3,962,037,651
	4,065,876,085
	4,185,164,806
	4,307,606,675
	4,423,943,078

	    Net income (loss)
	$       (7,966,455)
	$         5,152,214
	$     (11,199,343)
	$    (28,163,287)
	$    (41,966,229)



	Cash Flows
The table below provides a summary of cash flow by year (fiscal year September) for the Proposed Project: 

	

Category
	Projected/
pro-forma
2027
	Projected/
pro-forma
2028
	Projected/
pro-forma
2029
	Projected/
pro-forma
2030
	Projected/
pro-forma
2031

	Cash, beginning (1)
	  $    906,687,000
	$    795,854,430
	$     655,855,766
	$    582,422,294
	$     502,976,361

	Net income (loss)
	     (7,966,455)
	       5,152,214
	    (11,199,343)
	    (28,163,287)
	    (41,966,229)

	Depreciation and Amortization
	95,633,885
	107,648,122
	119,233,871
	126,940,354
	131,471,631

	Capital Expenditures (2)
	(182,931,000)
	(234,368,000)
	(165,062,000)
	(163,914,000)
	(142,238,609)

	Principal Payments 
	(15,569,000)
	(18,431,000)
	(16,406,000)
	(14,309,000)
	(10,691,972)

	Change in Cash
	(110,832,570)
	(139,998,664)
	(73,433,472)
	(79,445,933)
	(63,425,180)

	 Cash, ending
	$   795,854,430
	 $   655,855,766               
	  $     582,422,294
	$     502,976,361
	$     439,551,182



(1) Management expects there will be approximately $907,000,000 in cash available at October 1, 2026, which also includes investments and board designated funds. 

(2) Management anticipates approximately $889,000,000 in capital expenditures during the years ending September 30, 2027 through September 30, 2031. Approximately $55,000,000 will be allocated to MMC for site work to be completed at the various MMC locations, including structural, roofing, HVAC, plumbing, and electrical. The remaining costs of approximately $834,000,000 are anticipated for Baystate, including campus infrastructure at various locations, a new emergency department at Baystate Noble Hospital, patient beds, Springfield Community Health & Wellness Center ambulatory services, implementation of cloud software and other capital expenditures.

Based upon our discussion with Management and our review of the information provided, the capital needs and ongoing operating costs required for the Proposed Project are not likely to result in a scenario where there is insufficient funds available for capital and ongoing operating costs necessary to support the Proposed Project over the five year projected period. The Applicant has the resources to fund the capital needs and ongoing operating costs of the Proposed Project.


Feasibility

We analyzed the projected operations, including revenue and expenses for the Proposed Project.  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 for the Applicant to support the Proposed Project. Based upon our review of the projections and relevant supporting documentation, we determined the Projections are financially feasible, not likely to have a negative impact on the existing patient panel of the Applicant, and within the financial capability of the Applicant.  
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