Analysis of the Reasonableness of
Assumptions Used For and
Feasibility of Projected Financials of:

Children’s Medical Center Corporation
For the Years Ending September 30, 2023
Through September 30, 2033



October 23, 2023

Donna M. Casey

Senior Vice President
Boston Children’s Hospital
300 Longwood Avenue
BY483

Boston, MA 02215

RE:  Analysis of the Reasonableness of Assumptions and Projections Used to Support
the Financial Feasibility of the Proposed Project

Dear Ms. Casey:

Enclosed is a copy of our report on the reasonableness of assumptions used for and
feasibility of the financial projections for Children’s Medical Center Corporation with
the embedded financial projections for Franciscan Hospital for Children. Please
contact me to discuss this report once you have had an opportunity to review.

Sincerely,

BDO USA

BDO USA refers to BDO USA, P.A., a Delaware professional service corporation, also doing business in certain jurisdictions with an alternative identifying abbreviation,
such as P.C. or Corp.

BDO USA, P.A. 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



VI.

Page
EXECUTIVE SUMMARY ....enininiiie ettt et te e et e e et e e e e e e e eneaannes 2
RELEVANT BACKGROUND INFORMATION ....iuinininininininiiiiieeeeeeeeeeeeeeeans 2
SCOPE OF REPORT ..eietiiitititieteeee ettt ettt et ettt ettt e e e enenenenenens 4
SOURCES OF INFORMATION UTILIZED ...cuvutnininininiieineeeneeneeneeeeeenenenenens 5
REVIEW OF THE PROJECTIONS ...euttiniiiiiiiiiiiieie e eeeeeneneaeneaeaeaeaeaeneanans 6
Y 1 | N 13

TABLE OF CONTENTS



October 23, 2023

Donna M. Casey

Senior Vice President
Boston Children’s Hospital
300 Longwood Avenue
BY483

Boston, MA 02215

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

Dear Ms. Casey:

We have performed an analysis related to the reasonableness and feasibility of the financial
projections (the “Projections”) of Children’s Medical Center Corporation (“Children’s Medical
Center”, “CMCCC” or the “Applicant”) with the embedded financial projections for
Franciscan Hospital for Children, related to the substantial capital expenditure for a campus
modernization project of the existing buildings and infrastructure of Franciscan Hospital for
Children (the “Proposed Project”). 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 CMCC
(“Management”). This report is to be used by CMCC in connection with its Determination of
Need (“DoN”) Application - Factor 4(a) and should not be distributed or relied upon for any

other purpose.

BDO USA refers to BDO USA, P.A., a Delaware professional service corporation, also doing business in certain jurisdictions with an alternative identifying abbreviation,
such as P.C. or Corp.

BDO USA, P.A. 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
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. EXECUTIVE SUMMARY

The scope of our review was limited to an analysis of the consolidated Children’s Medical
Center Corporation’s eleven-year financial projections for the fiscal years ending September
30, 2023, through 2033 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 October 1 - September 30 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 EBIDA" surplus 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 CMCC’s assets. A detailed
explanation regarding the basis for our determination of reasonableness and feasibility is

contained within this report.

Il RELEVANT BACKGROUND INFORMATION

Children’s Medical Center, d/b/a Boston Children’s Hospital, includes (1) Children’s Hospital
(the “Hospital”), which engages in pediatric patient care, research, training, and community
service, (2) 15 tax-exempt physician foundations (the “Foundations”), which are organized
for charitable, scientific, and educational purposes and operate for the benefit of the
Hospital and Harvard Medical School by providing medical, education, and health care

services primarily to patients at the Hospital and at the other health care providers at

T EBIDA (“Earnings before Interest, Depreciation, and Amortization)
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satellite locations, (3) the Physicians’ Organization at Children’s Hospital, Inc. (the “PO”),
which provides coordination and general oversight of the clinical and medicine practices and
related health care services of the Foundations, (4) CHB Properties, Inc., which owns and
operates real property and distributes the net income of such property to CMCC, (5)
Longwood Research Institute, Inc., which holds real property for the benefit of the Hospital
to further its research mission, (6) Boston Children’s Health Physicians, LLP, a fully integrated
health care community that provides pediatric inpatient and outpatient care to patients in
New York, Connecticut, and New Jersey, (7) Blood Research Institute, Inc., (8) Boston

Children’s Health International, LLC, and (9) Boston Children’s Health Solutions RX LLC.

Franciscan Hospital for Children (“Franciscan”) is a not-for-profit corporation licensed to
operate a 112 beds hospital located in Brighton, Massachusetts. Franciscan provides medical,
rehabilitative, and educational services to children with disabling conditions. Franciscan also

operates the Kennedy Day School, an approved Chapter 71(b) special education program.

The Applicant has proposed to redevelop and modernize the Franciscan’s campus into a
center for pediatric behavioral health and post-acute medical and rehabilitative excellence.
To this end, the Applicant will construct a new building at 30 Warren Street, Brighton, MA
02135, housing 60 pediatric medical and rehabilitative beds, 48 pediatric mental health beds,
and 8 pediatric mental health beds for patients with Intellectual Disability Disorder for a total
of 116 licensed beds. The Applicant additionally seeks to renovate and equip a fourth
ambulatory surgical operating room within the existing Franciscan facility to expand access

to children with specialized medical and mental health conditions who require dental and
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other minor ambulatory surgical procedures. Lastly, the Applicant is expecting to consolidate

the pre-existing mental health services previously located at CMCC’s Waltham facility.

1. SCOPE OF REPORT

The scope of this report is limited to an analysis of the eleven-year Projections for the fiscal
years ending September 30, 2023 through 2033, 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. 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 Projects are 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 August 2, 2023 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 CMCC and Franciscan.

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
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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 in the event

that we are provided with additional information.

Iv. 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 CMCC, including Franciscan’s projections for the periods
ending September 30, 2023, through September 30, 2033;

2. Draft Children’s Medical Center Corporation Application Form for DoN Application as
of May 29, 2023;

3. Audited Financial Statements for Boston Children’s Hospital and Subsidiaries for Fiscal
Years Ended September 30, 2019 through 2022;

4. Unaudited Comparative Statement of Revenues and Expenses for Children’s Medical
Center Corporation for the period ended June 30, 2023;

5. Audited Financial Statements for Franciscan Hospital for Children, Inc and Affiliate
for Fiscal Years Ended September 30, 2020 through 2021;

6. Schematic Design Submission by Consigli Construction Co., Inc., dated April 19, 2023;

7. Project RISE - Management Action Plan as of July 24, 2023;
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8. Capital Authorization: Franciscan Children’s Hospital Presentation to the Board of
Trustees on June 6, 2023;

9. Determination of Need Application - Substantial Capital Expenditure for Franciscan
Children’s Campus Modernization to the Board of Trustees on March 20, 2023 and June
6, 2023;

10. Drivers of Financial Performance (FY 2023 - YTD April) Presentation to the Finance
Committee on July 26, 2023;

11. Affiliation Agreement dated as of October 7, 2021 between the Children’s Medical
Center Corporation and Franciscan Hospital for Children, Inc.;

12. Historical Budget Tracking for CMCC for the periods ending September 30, 2005,
through September 30, 2019;

13. Definitive Healthcare data;

14. Data obtained from Integra Information, A Division of Microbilt Corporation as of
August 4, 2023; and,

15. IBISWorld Industry Report 62211: Hospitals in the US, dated January 2023.

V. 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”), IBISWorld,
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and Definitive Healthcare as well as the Applicant’s historical performance, to assess the

reasonableness of the projections.

CMCC and Franciscan Combined Projected Key Financial Metrics and Ratios

Children’s Medical

. 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033
Center Corporation

Profitability: Operating

\ 3.8% | 0.0% | 2.4% | 2.0% | 22% | 2.0% | 1.8% | 2.0% | 2.3% | 2.7% 3.1%
Margin (%)

Profitability:  Excess | 3,9 | g5% | 93% | 9.4% | 9.6% | 97% | 9.7% | 9.8% | 9.8% | 9.9% 10.0%
Margin (%)

Profitability: Debt

Service Coverage Ratio 2.2x 4.4x 6.6x 7.0x 7.4x 7.8x 8.1x 8.5x 8.8x 9.2x 9.6x
(x)

Liquidity: Days Available

Cash and Investments on | 594 560 483 477 | 464 457 457 | 458 462 484 509

Hand (#)

Liquidity: =~ Operating | ;9 | 55y | 84% | 85% | 87% | 8.8% | 89% | 9.0% | 9.00 | 9.2% 9.3%
Cash Flow (%)

(S;)lvency: Current Ratio 1.4x 1.4x 1.4x 1.3x 1.3x 1.4x 1.3x 1.3x 1.3x 1.3x 1.3x

Solvency: Ratio of Long-
Term Debt to Total | 17.1% 20.9% 20.2% 23.7% 22.0% 21.2% 20.4% 19.6% 18.8% 17.9% 17.1%
Capitalization (%)
Solvency: Ratio of Cash
Flow to Long Term Debt 4.9% 9.9% 16.1% 13.8% 14.9% 15.9% 16.9% 18.0% 19.1% 20.4% 21.8%
(%)

Solvency: Unrestricted
Net Assets ($ in million)

$6,561 | $6,861 | $7,066 | $7,185 | $7,857 | $8,104 | $8,395 | $8,703 | $9,020 | $9,400 | $9,826

Solvency: Total Net
Assets ($ in million)

Footnote: Key financial metrics and ratios includes Franciscan in the projected FY2023 through FY2033.

$7,342 | $7,670 | $7,876 | $7,994 | $8,666 | $8,913 | $9,205 | $9,513 | $9,830 | $10,210 | $10,636

CMCC and Franciscan Combined Historical Data and Industry Data Key Financial Metrics
and Ratios

Children’s  Medical | o0 | 5090 | 2021 | 2022 '“t;gezaic'afflpljral IBIS - Hospitals Definitive
Center Corporation Surgical Hospitals in the US Healthcare
Profitability: Operating | ) ¢ | 2.6% | -0.1% | -1.0% 1.6% 0.8% 14.5%
Margin (%) . . . . . . .
Profitability:  Excess | ¢4 | 38% | 5.5% | 4.9% 0.2% NA 4.1%
Margin (%)

Profitability: Debt

Service Coverage Ratio 6.0x 2.9x 5.2x 5.0x 1.4x 2.5x NA

(x)

Liquidity: Days Available

Cash and Investments on 786 870 906 729 NA NA 62
Hand (#)

Liquidity: Operating

Cash Flow (%) 7.6% 3.7% 5.0% 4.5% 3.6% 38.4% NA
f)‘(’)"’ency’ Curent Ratio | 4 50 | qax | 14x | 1.4 2.5x 0.9x 1.5x
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. y . Integra - General i . s

ghﬂdren s Medlcal 2019 2020 2021 2022 Medical and |B|§ Hospitals Definitive

enter Corporation Surgical Hospitals in the US Healthcare
Solvency: Ratio of Long-
Term Debt to Total | 16.6% 18.9% 16.1% 17.2% 43.3% NA NA
Capitalization (%)
Solvency: Ratio of Cash
Flow to Long Term Debt | 17.0% 6.4% 9.6% 9.3% 13.1% NA 1.5x
(%)
Solvency: Unrestricted
Net Assets (S in million) $5,270 | $5,725 | $7,007 | $6,549 NA NA NA
Solvency: Total Net
Assets (S in million) $6,123 | $6,501 | $7,909 | $7,331 NA NA NA

Footnote:

Industry data ratios based on each data source's respective definitions and may differ from the ratio definitions listed below.
Net income margin from Integra and Definitive Healthcare data treated as an equivalent to excess margin.

The Key Metrics fall into three primary categories: profitability, liquidity, and solvency.

Profitability metrics are used to assist in the evaluation of management 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.

Ratio Definitions for Key Financial Metrics and Ratios -

Ratio

Definitions

Profitability: Operating Margin (%)

Gain from Operations Divided by Total Operating Revenue

Profitability: Excess Margin (%)

Excess of Revenue over Expenses Divided by (Total Operating
Revenue + Total Nonoperating Gains)

Profitability: Debt Service Coverage Ratio (x)

(Gains from Operations + Depreciation and Amortization +
Interest) Divided by Interest

Liquidity: Days Available Cash and Investments on Hand (#)

(Cash and Unrestricted as to Use Investments and Board-
Designation as to Use) Multiplied by 365 Divided by (Total
Operating Expenses Less Depreciation and Amortization)

(Gains from Operations Plus Depreciation and Amortization,

Liquidity: Operating Cash Flow (%) Costs Related to Asset Dispositions, and Non-Cash Pension
Expense) Divided by Total Operating Revenue

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

Solvency: Ratio of Long-Term Debt to Total Capitalization | Long Term Debt Divided by Total Capitalization (Long Term

(%) Debt and Total Net Assets)
(Gains from Operations Plus Depreciation and Amortization,

Solvency: Ratio of Cash Flow to Long Term Debt (%) Costs Related to Asset Dispositions, and Non-Cash Pension
Expense) Divided by Long Term Debt

Solvency: Unrestricted Net Assets ($ in million) Total Unrestricted Net Assets

Solvency: Total Net Assets ($ in million)

Total Net Assets
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1. Revenue

We analyzed the revenue forecast within the Projections. Revenue includes net patient
service revenue (“NPSR”), research grants and contracts, recovery of indirect costs on grants
and contracts, other operating revenue, unrestricted contributions net of fundraising
expenses, and net assets released from restriction used for operations. Approximately 82.0
percent of revenue is derived from net patient service revenue. NPSR is projected to grow
between 3.3 percent and 7.4 percent annually over the projection period, with the exception
of the growth in FY 2023 of 12.4 percent. The historical growth in NPSR for FY 2021 and FY
2022 ranged from 7.8 percent to 15.0 percent.

On average, approximately 66.0 percent of NPSR is derived from the Hospital, approximately
26.0 percent is from the PO, approximately 3.2 percent is from Franciscan (in FY 2023 through

FY 2033), and the remainder from other subsidiaries.

Management projects NPSR for the Hospital and PO to increase annually as follows:

. . Historical Annual
E:\EenuePatlent Service Growth 2023 Growth Futur;oAZr;n_u% 3G3rowth
2019 - 2022
Hospital -9.1% to 15.6% 16.9% 2.6% to 6.1%
PO -11.1% to 13.7% 3.6% 4.1% to 4.7%

As illustrated in the table above, the future annual growth for both the Hospital and the PO
from FY 2023 to FY 2033 is consistent with historical annual growth from FY 2019 and FY
2022. The Hospital’s NPSR growth in FY 2023 is anticipated to be higher at 16.9 percent.
Based on discussions with Management, we understand the higher growth is driven by several

factors, including the overall service pricing increase of approximately 7.0 percent started in
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early FY 2023 and the Hospital’s ability to service more patients by increasing capacity and
volume; Growth in volume primarily relates to the return to pre-COVID 19 operating levels,
the full integration of the Hale Building ending in FY 2022, and partly due to the addition of
12 inpatient adolescent and pediatric psychiatric beds at Waltham and 58 incremental beds
in Longwood throughout FY 2021 to FY 2023. Additionally, based on the data provided by
Management, the year-to-date NPSR ended June 30, 2023 is tracking the FY 2023 budget by

97.9 percent.

In order to determine the reasonableness of the projected revenue, we reviewed the
underlying assumptions upon which Management relied. Based upon our review, Management
relied upon the historical operations and anticipated market movements. The eleven-year
compounded annual growth rate (“CAGR”) for total operating revenue in the Projections of
4.6 percent falls below CMCC’s revenue growth rates in FY 2021 of 10.4 percent and FY 2022
of 8.8 percent. 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 CMCC and Franciscan.

2. Operating Expenses

We analyzed each of the categorized operating expenses for reasonableness and feasibility

as it related to the Projections.
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The operating expenses in the analysis include salaries and benefits, supplies and other
expenses, direct research expenses of grants, health safety net assessment, depreciation and
amortization, costs related to asset dispositions, and interest and net interest rate swap cash
flows. Salaries and benefits account for approximately 60.0 percent of total operating
expenses and supplies and other expenses account for approximately 23.0 percent of total

operating expenses throughout the projection period.

Salaries and benefits were projected to increase by 12.6 percent in FY 2023 and annually
between 3.3 percent and 8.2 percent for FY 2024 through FY 2033. Approximately 60.0
percent of the total salaries and benefits relate to the Hospital. Growth in salaries and
benefits for the Hospital was determined based on growth in full time equivalents (“FTEs”)
and change in wages. Growth in FTEs is largely driven by the opening of 70 incremental beds
from FY21 to FY23 in Longwood and Waltham locations as well as the integration of the Hale
Building FTEs. Per Management, the labor market has remained at an elevated level
throughout FY 2023. Wages were grown by a merit increase and varying market adjustments.
Management held salaries and benefits flat to historical FY 2021 for eliminations and
increased salaries and benefits by at least 2.5 percent annually for the PO, Franciscan, and

other.

Supplies were projected to increase annually between 2.5 percent and 10.1 percent for FY
2023 through FY 2033. Approximately 91.2 percent on average of the total supplies and other

expenses relate to the Hospital.
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Based on data provided by Management, the year-to-date operating expenses for CMCC ended

June 30, 2023 is tracking the FY 2023 budget by 102.2 percent.

Based upon the foregoing, it is our opinion that the operating expenses projected by

Management reflects are based on reasonable assumptions and are feasible for the Applicant.

3. Improvement Plan

Management incorporates an improvement plan within its financial forecast for FY 2024
through FY 2033. This improvement plan reflects future initiatives and strategic plans which
have been in development. We understand based on discussions with Management that the
Applicant undergoes this process as a part of its regular forecasting. We reviewed the
Applicant’s actual gain from operations in comparison to the Applicant’s budget for each of
the prior 15 fiscal years (FY 2005 - FY 2019) and noted the Applicant met or exceeded budget
in 12 out of 19 years. Based on discussions with Management, FY 2020 through FY 2022 were
excluded from the comparison as CMCC and other healthcare providers were severely
impacted by COVID. There was no improvement plan in those years as the focus was to
address external and internal needs related to the pandemic. As such, it is feasible that the

Applicant will continue to achieve the improvement plan targets included in the Projections.

4. Capital Expenditures and Proposed Project Funding
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We reviewed the project costs within the Draft CMCC Application Form for the DoN
Application related to the Proposed Projects of which $481.4 million is classified as maximum
capital expenditures (“MCE”) per the DoN regulations.

In addition to capital expenditures, we also reviewed the proposed financing of the Proposed
Project. It is our understanding that the Proposed Project will be funded by CMCC’s
philanthropic effort (28 percent of total MCE), CMCC’s unrestricted endowment (66 percent
of total MCE) and Franciscan’s philanthropic effort (6 percent of total MCE). Per our
understanding, the construction for the Proposed Project will not commence until 50 percent
of the philanthropic pledges are collected by CMCC and Franciscan. Per the forecasted
balance sheet, Management expected Children’s Medical Center Corporation to have
approximately $3.4 billion in unrestricted as to use asset account and $1.8 billion in Board-
designation as to use asset account. The funds required for the Proposed Project are
approximately 7.0 percent of the total unrestricted endowment. Based on the noted factors,
there appears to be sufficient room to accommodate the financing for the Proposed Project

within the Applicant’s available capital without the need for debt financing.

VL. 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
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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
EBIDA surplus of approximately 9.0 percent of cumulative projected total revenue for the
eleven years from FY 2023 through FY 2033. Based upon our review of the relevant documents
and analysis of the Projections, we determined the anticipated EBIDA surplus 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 patient panel or result in a liquidation of assets of CMCC.

Respectively submitted,

Erik Lynch
Partner, BDO USA
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