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[bookmark: _Toc463886374][bookmark: _Ref467150440]Dennis Smythe
Chief Financial Officer 
Blue Cloud Pediatric Surgery Centers, LLC
9709 Lakeside Blvd, Suite 350
The Woodlands, TX 77381


RE:	Project Financial Feasibility Services Associated with DPH DoN Factor 4


Dear Mr. Smythe:


We have performed an analysis related to the reasonableness and feasibility of the financial projections (the “Projections”) of Blue Cloud Pediatric Surgery Centers, LLC (“Blue Cloud” or the “Applicant”) related to its Determination of Need (“DoN”) filing which is related to a transfer of ownership of a freestanding ambulatory surgery center to the Applicant (the “Proposed Project”), described further below. This report details our analysis and findings with regard to the reasonableness of assumptions used in the preparation of the Projections and feasibility of the projected financial results prepared by the management of Blue Cloud (“Management”). This report is to be used by Blue Cloud in connection with its DoN Application – Factor 4(a) and should not be distributed or relied upon for any other purpose.

Executive Summary

The scope of our review was limited to an analysis of the consolidated Blue Cloud six-year financial projections for the fiscal years ending December 31, 2026, through December 31, 2031 prepared by Management and the supporting documentation to render an opinion as to the reasonableness of assumptions used in the preparation and feasibility of the Projections. The Applicant’s fiscal year is defined as January 1 through December 31 throughout the entirety of this memo. Based upon our review of the relevant documents and analysis of the Projections, we determined that the anticipated operating Earnings before Interest, Tax, Depreciation, and Amortization (“EBITDA”) surplus of 26.3 percent is a reasonable expectation and is based upon feasible financial assumptions. Accordingly, we determined that the Projections are reasonable and feasible, and not likely to have a negative impact on the Applicant’s patient panel or result in a liquidation of Blue Cloud’s assets. A detailed explanation regarding the basis for our determination of reasonableness and feasibility is contained within this report.

Relevant Background Information

The Applicant is a market‑leading operator of ambulatory surgery centers (“ASCs”) dedicated to providing high‑acuity dental surgery under general anesthesia for pediatric and special needs patients who are not well served in traditional dental offices or hospital operating rooms. The Applicant established its first ASC in 2010 and currently operates ASCs across 15 states, collectively performing approximately 300 cases per day on average. The Applicant’s mission is to expand access to high‑quality dental care for an underserved and historically overlooked patient population while reducing costs for patients, payors, and the health care system overall. The Applicant’s patient population aligns with this mission as its patients are predominately pediatric Medicaid patients, the majority of which are under the age of nine. The Applicant also serves a special needs population, which includes both children and adult patients. Across all the Applicant’s ASCs, it serves a disproportionate share of Medicaid and Children Health Initiative Program (“CHIP”) beneficiaries - approximately 93 percent.  

The Applicant proposes to acquire Northeast Ambulatory Center, LLC, which owns and operates a free‑standing ambulatory surgery center located in Stoneham, Massachusetts (the “Center”). Pursuant to a Membership Interest Purchase Agreement to be entered into in 2026, the Applicant will acquire all of the equity interests in Northeast Ambulatory Center, LLC from its sole owner, Dr. Anil Kumar (the “Seller”). The Seller, an anesthesiologist and pain medicine physician, established the Center in 1996 as a single-specialty pain management ASC. As the Seller has gradually wound down his medical practice in anticipation of retirement, the Center’s utilization has declined in recent years.

Following the acquisition, the Applicant proposes to repurpose the Center from its current pain management use to provide high‑acuity dental surgery services for pediatric and special needs patients under general anesthesia. These services are medically necessary procedures that are often not appropriate for performance in a standard dental office and are frequently delayed or displaced to hospital operating rooms, where patients and families experience long wait times, higher costs, and care delivered in settings not designed specifically for this patient population.

The Proposed Project represents an opportunity to revitalize an underutilized existing ASC and dedicate it to an underserved patient population. The Applicant will leverage its established operating model, specialized clinical protocols, anesthesia capabilities, staffing, equipment, and enhanced life safety infrastructure to deliver pediatric dental services in a setting purpose‑built for pediatric and special needs patients. The Applicant will partner with community health centers, pediatric dentists, and general dentists to ensure that only clinically appropriate dental services are performed at the Center, consistent with the Applicant’s approach at its other successful locations. According to the Applicant, the Proposed Project will significantly improve access, value, and health outcomes for the affected patient base. By transitioning these services from hospital outpatient departments to an ASC setting, the project will reduce overall costs to the Commonwealth while improving timeliness of care and the patient and family experience. The Massachusetts Health Policy Commission has identified that services performed in ASCs are generally far less expensive than those performed in hospital outpatient departments, and that Massachusetts has a relatively limited supply of ASCs compared to other states. The Proposed Project will therefore contribute to system‑wide cost containment while expanding access to needed oral health services. The Applicant asserts that timely access to high‑quality dental surgery for pediatric and special needs patients is critical to preventing adverse health outcomes, including speech impediments, dietary abnormalities, malnourishment, and broader impacts on confidence and quality of life. By revitalizing and repurposing the Center, the Proposed Project will address an identified area of unmet need, reduce health disparities in oral health care, and align with the Commonwealth’s goals related to access, affordability, quality, and improved population health outcomes.

Scope of Report

The scope of this report is limited to an analysis of the six-year Projections for the fiscal years ending December 31, 2026 through December 31, 2031, prepared by Management (the “Projection Period”), and the supporting documentation to render an opinion as to the reasonableness of assumptions used in the preparation and feasibility of the Projections. 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 Proposed Project is not likely to result in a liquidation of the underlying assets or the need for reorganization.

This report is based on prospective financial information provided to us by Management. BDO understands the prospective financial information was developed as of June 11, 2026, and is representative of Management’s expectations as of the drafting of this report. BDO has not audited or performed any other form of attestation services on the projected financial information related to the operations of Blue Cloud.

If BDO 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 or projections presented or relied upon in this report. We do not provide assurance on the achievability of the results forecasted by the Applicant 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 in the event that we are provided with additional information. 



[bookmark: _Toc463886376][bookmark: _Ref467150501]Sources of Information Utilized
In formulating our conclusions contained in this report, we reviewed documents produced by Management as well as third party industry data sources. The documents and information upon which we relied are identified below or are otherwise referenced in this report: 
1. Projected Financial Model for Blue Cloud for the periods ending December 31, 2026, through December 31, 2031;
2. [bookmark: _Hlk57821392]Audited Financial Statements for Blue Cloud Pediatric Surgery Centers, LLC and Subsidiaries and Affiliates for Fiscal Years Ended December 31, 2023 through December 31, 2024;
3. Unaudited Comparative Statement of Revenues and Expenses for Blue Cloud Pediatric Surgery Centers, LLC for the period ended December 31, 2025; 
4. Manager’s Monthly Operations Report (“MOR”) as of February 28, 2026; 
5. Blue Cloud Pediatric Surgery Centers, LLC’s 2026 Budget developed as of January 6, 2026; 
6. Site Evaluation report prepared by Kadean Construction dated February 19, 2026; 
7. Data obtained from Integra Information, A Division of Microbilt Corporation as of April 7, 2026;  
8. BizMiner Industry Financial Profile 621493: Freestanding Ambulatory Surgical & Emergency Centers, release date December 2024; and 
9. IBISWorld Industry Report 621493: Ambulatory Surgery Centers in the US, dated October 2025. 

Review of the Projections
This section of our report summarizes our review of the reasonableness of the assumptions used and feasibility of the Projections. 
The following tables present the Key Metrics, as defined below, which compare the operating results of the Projections to market information from Integra Reports (“Integra”) and IBISWorld as well as the Applicant’s historical performance, to assess the reasonableness of the projections.
Projected Key Financial Metrics and Ratios
	Blue Cloud 
	2023
	2024
	2025
	2026
	2027
	2028
	2029
	2030
	2031

	Profitability: EBITDA Margin (%)
	12.0%
	14.9%
	14.7%
	26.6%
	26.5%
	26.5%
	26.4%
	26.2%
	25.9%

	Profitability: Net Income (%)
	-36.8%
	-21.2%
	-22.6%
	-10.2%
	-5.6%
	-0.4%
	3.0%
	5.3%
	7.0%

	Liquidity: Days Available Liquidity on Hand (#)
	18
	33
	17
	23
	15
	8
	44
	82
	120

	Liquidity: Current Ratio (x)
	1.1x
	1.4x
	1.0x
	1.6x
	1.5x
	1.4x
	2.4x
	3.6x
	4.8x

	Solvency: Total Debt to Total Capitalization (%)
	34.4%
	84.5%
	41.9%
	45.6%
	46.7%
	44.6%
	42.9%
	40.1%
	36.4%

	Solvency: Debt Service Coverage Ratio
	0.7x
	1.4x
	1.3x
	2.8x
	3.4x
	2.6x
	5.8x
	6.9x
	8.1x

	Solvency: Debt Service/Revenues (%)
	16.7%
	10.9%
	11.3%
	9.5%
	7.9%
	10.2%
	4.6%
	3.8%
	3.2%

	Solvency: Total Equity ($ in million)
	$158.4
	$30.0
	$334.1
	$304.5
	$287.9
	$287.7
	$304.8
	$339.1
	$391.3




Historical Data and Industry Data Key Financial Metrics and Ratios

	Blue Cloud 
	2023
	2024
	2025
	Integra - General Medical and Surgical Hospitals (5-year Average)
	Bizminer – Freestanding Ambulatory Surgical & Emergency Center (3-year)
	IBIS – Ambulatory Surgery Centers in the US (3-year)

	Profitability: EBITDA Margin (%)
	12.0%
	14.9%
	14.7%
	6.7%
	27.3%
	18.6%

	Profitability: Net Income (%)
	-36.8%
	-21.2%
	-22.6%
	0.6%
	20.0%
	7.5%

	Liquidity: Days Available Liquidity on Hand (#)
	18

	33
	17
	41
	30
	NA

	Liquidity: Current Ratio (x)
	1.1x
	1.4x
	1.0x
	2.3x
	1.8x
	1.2x

	Solvency: Total Debt to Total Capitalization (%)
	34.4%
	84.5%
	41.9%
	45.3%
	36.9%
	NA

	Solvency: Debt Service Coverage Ratio (x)
	0.7x
	1.4x
	1.3x
	1.2x
	NA

	2.2x

	Solvency: Debt Service/Revenues (%)
	16.7%
	10.9%
	11.3%
	2.9%
	NA
	3.2%

	Solvency: Total Equity ($ in million)
	$158.4
	$30.0
	$334.1
	$127.2
	$0.9
	NA


Footnote: 
· Industry data ratios based on each data source's respective definitions and may differ from the ratio definitions listed below.
· It is important to note that the liquidity metrics presented above do not include the Company’s available revolver capacity. Blue Cloud has access to a $50.0 million revolving line of credit, which provides an additional source of liquidity and financial flexibility. As of April 2026, approximately $1.5 million was drawn under the facility, leaving significant remaining availability to support the Company’s liquidity position.


The Key Metrics fall into three primary categories: profitability, liquidity, and solvency. Profitability metrics are used to assist in the evaluation of Management’s performance in how efficiently resources are utilized. Liquidity metrics, including common ratios such as “days of available cash and investments on hand”, measure the quality and adequacy of assets to meet current obligations as they come due. Solvency metrics measure the company’s ability to take on and service debt obligations. Additionally, certain metrics can be applicable to multiple categories. The table below shows how each of the Key Metrics are calculated.
[bookmark: _Hlk148443002]Ratio Definitions for Key Financial Metrics and Ratios 
	Ratio
	Definitions

	Profitability: EBITDA Margin (%)
	EBITDA divided by Total Revenue

	Profitability: Net Income (%)
	Net Income divided by Total Revenue 

	Liquidity: Days Available Liquidity on Hand (#)
	Cash and Cash Equivalents divided by (Total Costs/365)

	Liquidity: Current Ratio (x)
	Current Assets Divided by Current Liabilities 

	Solvency: Total Debt to Total Capitalization (%)
	(Short-Term and Long-Term Finance Lease + Short-Term and Long-Term Debt, including Revolver)/ (Short-Term and Long-Term Finance Lease + Short-Term and Long-Term Debt, including Revolver + Equity)

	Solvency: Debt Service Coverage Ratio (x) 
	EBITDA Divided by (Principal Payment + Interest + Revolver Payments)

	Solvency: Debt Service/Revenue (%)
	(Principal Payments + Interest + Revolver payments)/Total Revenue



Revenue

We analyzed the revenue forecast within the Projections. Revenue streams include Professional Revenue[footnoteRef:1], Facility Revenue, Anesthesia Revenue, and other miscellaneous revenue streams. Approximately 35.6 percent of projected revenue, on average, is derived from Professional Revenue, 54.5 percent of projected revenue, on average, is derived from Facility Revenue, and 8.7 percent of projected revenue, on average, is derived from Anesthesia Revenue. Professional Revenue is projected to grow between 17.1 percent and 30.4 percent annually from FY 2026 to FY 2031 over the projection period. Facility Revenue is projected to grow between 18.3 percent and 44.7 percent annually from FY 2026 to FY 2031 over the projection period. Anesthesia Revenue is projected to grow between 17.1 percent and 43.7 percent annually from FY 2026 to FY 2031 over the projection period.  [1:  Professional and Anesthesia Revenue are generated by professional entities affiliated with the Applicant. These revenues are included for purposes of the consolidation of the Applicant’s financial statements.] 


Based on discussions with Blue Cloud, projected growth from fiscal 2026 through 2031 is expected to be driven primarily by the addition of new centers through both newly developed locations and acquisitions. Beginning in fiscal 2026, Management projects approximately ten new centers annually, including roughly one to two acquisitions per year, with the remaining openings expected to come from a mix of newly developed locations and acquired sites that are renovated, expanded, and integrated into Blue Cloud’s operating platform. Management indicated that this pace is supported by the company’s existing development and operating model and that the principal constraint is organizational capacity rather than market availability. Blue Cloud represented that its current business development, real estate, construction, operations, and recruitment infrastructure can support approximately 10 to 15 center additions annually. Management also noted that the company continues to identify significant opportunities for geographic expansion, including more than 35 states in which Blue Cloud does not currently operate, as well as additional growth potential within existing markets. 

Management indicated that 2025 and 2026 center additions are expected to contribute approximately $39 million of incremental revenue relative to 2025. In addition, the 2026 budget identifies a plan for ten new centers, of which eight are considered high-confidence openings, including three dental acquisitions with existing EBITDA, and is supported by a defined pipeline of approved projects in construction, renovation, or design phases. Management further represented that case count assumptions are based on the expected build-up of referral sources, operating room (“OR”) availability, provider availability, and workday assumptions for each center.

Blue Cloud further stated that, in support of its growth plan and to mitigate provider recruitment risk, the applicant utilizes an in-house recruiting team that begins sourcing efforts at least six months before a center is expected to open, supported by established relationships within the pediatric dental and anesthesia communities. Where local recruitment is delayed, Blue Cloud has indicated that it may temporarily deploy licensed providers from its existing network in order to reduce operational disruption. Management also represented that the projections incorporate downside scenarios reviewed at the Board level, including potential delays in provider recruitment and cost pressures. For acquired centers, Blue Cloud indicated that historical experience suggests an average period of approximately six months from transaction close to full operational readiness, with timing dependent in part on facility condition and applicable state regulatory requirements. The projections also reflect expected downtime, pre-opening costs, and phased ramp-up periods rather than assuming immediate full utilization, and Management indicated that new centers are generally expected to reach mature operating levels over an approximately 24-month period.

In order to determine the reasonableness of the projected revenue, we reviewed the underlying assumptions used by Blue Cloud in developing its forecast. Based on our review, the forecast appears to be grounded in the Company’s historical operating performance and anticipated market trends. The projected six-year compounded annual growth rate (“CAGR”) in total operating revenue from FY 2025 through FY 2031 is 26.1 percent, which is below Blue Cloud’s historical revenue CAGR of 39.5 percent from FY 2021 through FY 2025, indicating that the forecast reflects a growth outlook that is more moderate than the Company’s recent historical performance. A similar trend is observed when comparing projected annual revenue growth rates to historical annual revenue growth rates, as shown in the table below.
	-
	Annual Growth Range (2022 – 2025)
	CAGR 
(2021 – 2025)
	Annual Growth Range (2026 - 2031)
	
CAGR 
(2025 – 2031)

	Revenue
	31.0% - 55.2%
	39.5%
	17.8% - 37.9%
	26.1%



Based upon the foregoing, it is our opinion that the revenue growth projected by Management is based on reasonable assumptions and is feasible for the combined operations of Blue Cloud.
Operating Expenses
[bookmark: _Hlk147936788]We analyzed each of the categorized operating expenses for reasonableness and feasibility related to the Projections. The operating expenses in the analysis are broken out into two overall categories: clinical expenses and general & administrative. Clinical expenses include major expenses such as direct payroll, taxes and benefits, medical supplies, dental supplies, clinical related insurance, and occupancy expenses. General & Administrative expenses are primarily comprised of non-clinical payroll, taxes and benefits, legal, accounting services, IT services, and travel expenses.   

The Projections indicate that total operating expense growth, excluding depreciation and amortization, is estimated to range from 18.2 percent to 31.1 percent from FY 2026 to FY 2031, with an average annual growth rate of 25.2 percent. The primary driver of these higher expenses is the projected addition of 10 new centers each year, including both newly developed centers and acquisitions, which is expected to increase clinical staffing, anesthesia expense, facility-related costs, supplies, and other operating support expenses. Management’s budget assumptions also include approximately 3% annual increases in center and corporate wages based on recent market conditions. In addition, corporate general and administrative expenses are expected to rise as the company expands its support infrastructure, including revenue cycle, credentialing, authorizations, finance, IT, operations, and government relations; however, Management projects that these costs will decline as a percentage of revenue as the platform scales. Management further expects the pace of expense growth to moderate over time as acquisition activity slows and the business benefits from greater operating leverage across its existing support infrastructure. 
The following table indicates the projected increase in operating expenses from FY 2026 to FY 2031 is generally consistent with historical growth trends from FY 2022 to FY 2025. 

	-
	Annual Growth Range (2022 – 2025)
	CAGR
(2021 – 2025)
	Annual Growth Range (2026 - 2031)
	CAGR
(2025 – 2031)

	Expense Projection
	26.9% - 67.4%
	38.1%
	18.2% - 31.1%
	25.1%


	
As illustrated above, the projected annual growth in operating expenses from FY 2026 through FY 2031 is consistent with the historical range of annual growth and corresponds to the anticipated growth in revenue, as well as the expansion of services and locations. Based upon the foregoing, it is our opinion that the operating expenses within the Projections reflect a reasonable estimate of future expenses of the Applicant. 

Capital Expenditures and Proposed Project Financing
We reviewed the project cost information set forth in the Site Evaluation Report prepared by Kadean Construction for the Proposed Project. Kadean Construction estimated a Rough Order of Magnitude (“ROM”) project cost of approximately $2.8 million, at the midpoint of the estimated range, to update the subject facility to align with Blue Cloud’s pediatric dentistry ambulatory surgery center model. As presented, the estimate was prepared for preliminary planning purposes and is based on a conceptual renovation scope informed by existing site conditions identified during Kadean Construction’s on‑site assessment on February 10, 2026. Not all items included in the estimate are mandatory, and accordingly, the Applicant expects actual capital expenditures to be below the estimated amount.

Based on our review, the ROM estimate appears to reflect the major cost components reasonably necessary for the Proposed Project, including architectural and building system updates, mechanical, electrical, plumbing, medical gas, emergency power, data and nurse call systems, as well as design fees and contingency. The estimate was developed using generally accepted early-stage costing methodologies, including square-foot benchmarks and comparisons to similar healthcare construction projects, and reflects market conditions in the Boston metropolitan area, including regional cost premiums. 

Other than the renovation cost noted above, we have discussed with Management the purchase price associated with the acquisition of Northeast Ambulatory Center, LLC and were informed the cost of the acquisition was included in the projected financials via budget for capital expenditures and financing activities. Based on our understanding, the anticipated purchase price is not materially different from the amount typically assumed in the Applicant’s budget for ASC acquisitions. Specifically, the Applicant expects to spend roughly $3.5 million, on average, to acquire each center. 

We reviewed the proposed financing of the Proposed Project. Based on discussions with Management, Blue Cloud plans to finance the Proposed Project using cash generated from operations and does not anticipate utilizing long‑term project‑specific debt to fund the renovation costs. Management also indicated that Blue Cloud may draw on its revolving line of credit for short-term financing needs during the renovation period. Based on Management’s representations, operating cash flows are expected to be sufficient to support the capital expenditures associated with the Proposed Project. Historical net income, adjusted to exclude non-cash expenses such as share-based compensation, depreciation, amortization, and deferred rent/other, ranged from $5.9 million to $13.2 million during fiscal years 2023 through 2025. As newly developed and acquired ASC centers continue to mature and stabilize, the Applicant projects that net income will increase from $39.8 million in fiscal year 2026 to $122.7 million in fiscal year 2031.

According to Management, Blue Cloud has access to a $50.0 million revolving line of credit, which provides additional liquidity and financial flexibility. As of April 2026, approximately $1.5 million had been drawn on the line of credit, leaving substantial remaining availability. 

Based on our review, we believe the Company’s plan to fund the Proposed Project using operating cash flows, supplemented by available revolving credit capacity, is reasonable and provides sufficient financial flexibility to absorb potential cost variability or timing differences during the renovation period.

Feasibility

We analyzed the Projections and Key Metrics for the Proposed Project. In preparing our analysis we considered multiple sources of information including industry metrics, historical results, and Management expectations. It is important to note that the Projections do not account for certain anticipated changes in accounting 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. 

Within the projected financial information, the Projections exhibit a cumulative operating EBITDA surplus of approximately 26.3 percent of cumulative projected total revenue for the six years from FY 2026 through FY 2031. Based upon our review of the relevant documents and analysis of the Projections, we determined the anticipated EBITDA surplus is a reasonable expectation and is based upon feasible financial assumptions. Accordingly, we determined that the Projections are reasonable and feasible, and are not likely to have a negative impact on the patient panel or result in a liquidation of assets of Blue Cloud.

Respectfully submitted,



Principal, BDO USA

BDO USA refers to BDO USA, P.C., a Virginia corporation. 
BDO USA, P.C. is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the international BDO network of independent member firms.
BDO is the brand name for the BDO network and for each of the BDO Member Firms


