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About the Health Policy Commission

The Massachusetts Health Policy Commission (HPC), established in 2012, is an independent
state agency charged with monitoring health care spending growth in Massachusetts and
providing data-driven policy recommendations regarding health care delivery and payment
system reform. The HPC’s mission is to advance a more transparent, accountable, and
innovative health care system through its independent policy leadership and investment
programs. For more information, visit www.mass.qgov/HPC.
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INTRODUCTION

Health care provider market changes, including consolidation and alignments between
providers under new care delivery and payment models, can impact health care market
functioning and the performance of the health care system in delivering high-quality, cost-
effective care. Yet, due to confidential payer-provider contracts and limited information about
provider organizations, the mechanisms by which market changes impact the cost, quality, and
availability of health care services have not historically been apparent to government,
consumers, and businesses which ultimately bear the costs of the health care system.
Recognizing the importance and lack of transparency surrounding health care provider market
changes, one of the Health Policy Commission’s (HPC) core responsibilities is to monitor and
publicly report on the evolving structure and composition of the provider market using the best
available evidence.

Through the filing of notices of material change by provider organizations, the HPC
tracks the frequency, type, and nature of changes in our health care market." The HPC may also
engage in a more comprehensive review of particular transactions anticipated to have a
significant impact on health care costs or market functioning. The result of such “cost and
market impact reviews” (CMIRs) is a public report detailing the HPC’s findings. In order to
allow for public assessment of the findings, the transactions may not be finalized until the HPC
issues its Final Report. Where appropriate, such reports may identify areas for further review
or monitoring, or be referred to other state agencies in support of their work on behalf of health
care consumers. This first-in-the-nation public reporting process is a unique opportunity to
enhance the transparency of significant changes to our health care system and can inform and
complement the many important efforts of other agencies, such as the Attorney General’s
Office, the Center for Health Information and Analysis, the Department of Public Health, and
the Division of Insurance, in monitoring and overseeing our health care market.

The HPC conducts its work during continued dynamic change among provider
organizations, including ongoing consolidation, new contractual and clinical alignments, and
the increased presence of alternative payment models focused on promoting accountable care.
The CMIR process allows us to improve our understanding and increase the transparency of
these trends, the opportunities and challenges they may pose, and their impact on short and
long term health care spending, quality, and consumer access. In addition, our reviews enable
us to identify particular factors for market participants to consider in proposing and responding
to potential future organizational changes. Through this process, we seek to encourage
providers and payers alike to evaluate and take steps to minimize negative impacts and
enhance positive outcomes of any given material change.

! See MAss. GEN. LAws ch. 6D, § 13 (requiring health care providers to notify the HPC before making material
changes to their operations or governance). See also MASS. HEALTH PoLIcy COMM’N, 958 CMR 7.00: NOTICES OF
MATERIAL CHANGE AND COST AND MARKET IMPACT REVIEWS (Jan. 2, 2015), available at
http://www.mass.gov/anf/docs/hpc/regs-and-notices/consolidated-regulations-circ.pdf (last visited Sept. 24, 2018).
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This document is the HPC’s sixth CMIR report, examining the proposed merger of
Lahey Health System; CareGroup and its component parts, Beth Israel Deaconess Medical
Center, New England Baptist Hospital, and Mount Auburn Hospital; Seacoast Regional Health
Systems; and each of their corporate subsidiaries into Beth Israel Lahey Health; the acquisition
of the Beth Israel Deaconess Care Organization by Beth Israel Lahey Health; and the
contracting affiliation between Beth Israel Lahey Health and Mount Auburn Cambridge
Independent Practice Association. Based on criteria articulated in Massachusetts’ health care
cost containment legislation, Chapter 224 of the Acts of 2012, and informed by the facts of the
transaction, we analyzed the likely impact of this transaction, relying on the best available data
and information. Our work included review of the parties’ stated goals for the transaction and
the information they provided in support of how and when it would result in efficiencies and
care delivery improvements.

We now release this report to contribute important and evidence-based information to
the public dialogue as providers, payers, government, consumers, and other stakeholders strive
to develop a more affordable, effective, and accountable health care system.
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EXECUTIVE SUMMARY

In July 2017, Lahey Health System (Lahey); Beth Israel Deaconess Medical Center
(BIDMC); New England Baptist Hospital (NE Baptist); Mount Auburn Hospital (Mt. Auburn);
CareGroup, the corporate parent of BIDMC, NE Baptist, and Mt. Auburn; and Seacoast Regional
Health Systems (Seacoast), the parent of Anna Jaques Hospital (Anna Jaques), signed an
agreement to become corporately affiliated. The parties agreed to form a new corporate entity,
now called Beth Israel Lahey Health (BILH),” which would become the sole corporate parent of
Lahey, NE Baptist, Mt. Auburn, Seacoast, and BIDMC and its owned community hospitals,
merging the hospital systems and all of their subsidiaries into one organization.

In October 2017, the parties’ affiliated contracting networks, Beth Israel Deaconess Care
Organization (BIDCO), Lahey Clinical Performance Network (LCPN), Lahey Clinical
Performance Accountable Care Organization (LCP ACQO), and Mount Auburn Cambridge
Independent Practice Association (MACIPA) also signed an affiliation agreement. Under that
agreement, BILH would create a clinically integrated network (BILH CIN) that would own
BIDCO, LCPN, and LCP ACO. MACIPA would remain corporately independent, but would
participate in the design, management, and governance of the BILH CIN.” The BILH CIN would
jointly negotiate and establish contracts with payers on behalf of the BILH-owned and
contracting affiliate hospitals* as well as employed and independent physicians who currently
contract through BIDCO, LCPN, LCP ACO, and MACIPA. The parties have described the
proposed BILH merger and BILH CIN affiliations as interrelated components of a single
transaction.’

The parties describe the proposed transaction as a market-based solution to address rising
health care expenditures, price disparities, payment variation, and health inequities that have
been highlighted by the Health Policy Commission (HPC), Office of the Attorney General, and
others.® The parties describe themselves as a high-quality and lower-cost alternative to other

2 The transaction agreements, notices of material change, and other filings refer to the new corporate entity as
“NewCo.” The HPC understands that the parties have since named this entity “Beth Israel Lahey Health (BILH)”
and refers to the proposed organization by this name throughout the report. See, e.g., Jessica Bartlett, Beth Israel,
Lahey Announce New Name for Mega-Merger, BOSTON BUSINESS JOURNAL, May 23, 2018, available at
https://www.bizjournals.com/boston/news/2018/05/23/beth-israel-lahey-announce-new-name-for-mega.html (last
visited Sept. 24, 2018).

¥ MOUNT AUBURN CAMBRIDGE INDEPENDENT PRACTICE ASSOCIATION, NOTICE OF MATERIAL CHANGE TO THE
HEALTH PoLicy CoMmMm’N (July 13, 2017), AS REQUIRED UNDER MASS. GEN. LAWS CH. 6D, § 13, available at
https://www.mass.gov/files/documents/2017/07/z1/20170713-macipa-caregroup-lahey-bidco-srhs-mcn.pdf (last
visited Sept. 24, 2018).

* The BILH CIN would establish payer contracts on behalf of the following BILH-owned hospitals: BIDMC, BID-
Needham, BID-Milton, BID-Plymouth, Lahey HMC, Northeast, Winchester, Anna Jaques, and NE Baptist. It would
also establish contracts on behalf of affiliated hospitals that are part of BIDCO’s current contracting network, such
as CHA and Lawrence General.

® LAHEY HEALTH SYSTEM, NOTICE OF MATERIAL CHANGE TO THE HEALTH POLICY COMM’N (July 13, 2017), AS
REQUIRED UNDER MASS. GEN. LAWS CH. 6D, § 13, available at
https://www.mass.gov/files/documents/2017/07/z0/20170713-lahey-bidco-caregroup-macipa-srhs-men.pdf (last
visited Sept. 24, 2018).

® See OFFICE OF ATTY. GEN. MAURA HEALEY, EXAMINATION OF HEALTHCARE COST TRENDS AND COST DRIVERS
PURSUANT TO G.L. €. 12C, § 17, REPORT FOR ANNUAL PUBLIC HEARING UNDER G.L. C. 12C, § 17 (October 13,
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providers in the market and claim that their expanded geographic coverage and scope of services
will make them a more attractive option for payers and self-insured employers, and that they will
strengthen access to affordable and equitable health care.

After a 30-day initial review, the HPC determined that the proposed transaction was
likely to have a significant impact on costs and market functioning in Massachusetts and
warranted further review.” This transaction also required a Determination of Need (DoN), and
the parties filed their DoN application with the Department of Public Health (DPH) on
September 8, 2017. In an April 4, 2018 meeting, the DPH Commissioner and the Public Health
Council voted to approve the DoN application with conditions.® On July 18, 2018, the HPC
issued a Preliminary Report presenting the analysis and key findings from its review.? The
parties provided a written response to these findings on August 17, 2018 (Parties’ Response).*
The HPC now issues this Final Report, including the Parties’ Response (attached as Exhibit A)
and the HPC’s Analysis of the Parties’ Response (attached as Exhibit B).

2016), available at https://www.mass.gov/files/documents/2016/10/ts/cc-market-101316.pdf (last visited Sept. 24,
2018); MAss. HEALTH PoLIicY COMM’N, 2015 CoST TRENDS REPORT: PROVIDER PRICE VARIATION (Feb. 2016),
available at https://www.mass.gov/files/documents/2017/01/0j/2015-ctr-ppv.pdf (last visited Sept. 24, 2018); MAsS.
HEALTH PoLicY COMM’N, COMMUNITY HOSPITALS AT A CROSSROADS (Mar. 2016), available at
http://www.mass.gov/anf/budget-taxes-and-procurement/oversight-agencies/health-policy-
commission/publications/community-hospitals-at-a-crossroads.pdf (last visited Sept. 24, 2018); MASS. GEN. COURT,
SPECIAL COMMISSION ON PROVIDER PRICE VARIATION REPORT (Mar. 15, 2017), available at
http://www.mass.gov/anf/budget-taxes-and-procurement/oversight-agencies/health-policy-commission/ppv-report-
final.pdf (last visited Sept. 24, 2018).

" See MASS. HEALTH PoLICY COMM’N, MINUTES OF THE HEALTH PoLICY COMM’N (Dec. 12, 2017) (voting to initiate
the cost and market impact review of the BILH transaction), available at
https://www.mass.gov/files/documents/2018/01/31/20180103%20-%20Meeting%20Minutes%20-
%20December%2012%2C%202017%20Meeting.pdf) (last visited Sept. 24, 2018).

& MAss. DEPT. OF PUBLIC HEALTH, NOTICE OF FINAL ACTION DON APPLICATION No. NEWCO 17082413-TO
CAREGROUP INC., LAHEY HEALTH SYSTEM INC., AND SEACOAST REGIONAL HEALTH SYSTEMS, available at
https://www.mass.gov/files/documents/2018/04/17/newco-decision-letter.pdf (last visited Sept. 24, 2018). However,
the Notice of DoN does not go into effect until 30 days after the CMIR final report and DPH may rescind or amend
an approved Notice of DoN on the basis of findings in a CMIR if the Commissioner determines that the parties
would fail to meet one or more of the specified DoN Factors. See 105 CMR 100,
https://www.mass.gov/files/documents/2017/10/11/105cmr100.pdf (last visited Sept. 24, 2018).

° MAss. HEALTH PoLICY COMM’N, REVIEW OF THE PROPOSED MERGER OF LAHEY HEALTH SYSTEM; CAREGROUP
AND ITS COMPONENT PARTS, BETH ISRAEL DEACONESS MEDICAL CENTER, NEW ENGLAND BAPTIST HOSPITAL, AND
MOUNT AUBURN HOSPITAL; SEACOAST REGIONAL HEALTH SYSTEMS; AND EACH OF THEIR CORPORATE
SUBSIDIARIES INTO BETH ISRAEL LAHEY HEALTH; AND THE ACQUISITION OF THE BETH ISRAEL DEACONESS CARE
ORGANIZATION BY BETH ISRAEL LAHEY HEALTH; AND THE CONTRACTING AFFILIATION BETWEEN BETH ISRAEL
LAHEY HEALTH AND MOUNT AUBURN CAMBRIDGE INDEPENDENT PRACTICE ASSOCIATION, PURSUANT TO M.G.L. C.
6D, 8 13 PRELIMINARY REPORT at 74-75 (July 18, 2018), available at
https://www.mass.gov/files/documents/2018/07/18/Preliminary%20CMIR%20Report%20-
%20Beth%20l1srael%20Lahey%20Health_0.pdf (last visited Sept. 24, 2018).

19 Joint Response for the Proposed Transaction to Create BILH and BILH CIN on behalf of Beth Israel Deaconess
Medical Center, Inc., Mount Auburn Hospital, New England Baptist Hospital, Lahey Health System, Inc., Seacoast
Regional Health Systems, Inc., Beth Israel Deaconess Physician Organization, LLC d/b/a Beth Israel Deaconess
Care Organization, and Mount Auburn Cambridge Independent Practice Association, Inc. (Aug. 17, 2018), available
at https://www.mass.gov/files/documents/2018/08/20/BILH%20Response%20-%20HPC-CMIR-2018-1_0.pdf (last
visited Sept. 24, 2018).
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This report is organized into four parts. Part | outlines our analytic approach and the data
we utilized. Part 1l describes the parties to this CMIR and their goals and plans for undertaking
the transaction. Part I11 then presents our findings. We conclude in Part IV. Below is a summary
of the findings presented in Part Il1:

1. Cost and Market Profile: Historically, the parties have generally had low to moderate
prices and moderate spending levels compared to other Massachusetts providers. As
Lahey and BIDCO have grown by affiliating with or acquiring new community hospitals,
their prices have not generally risen relative to competitors, and their spending has grown
at generally the same rate as the rest of the market based on current available data. While
BIDMC and Lahey have had some success at retaining local care at community hospitals
they have recently acquired, shifts in care to their hospitals following past acquisitions
and affiliations have come from both lower-priced and higher-priced hospitals, and
spending trends for local patients have remained largely unchanged.

2. Cost and Market Impact: After the transaction, BILH’s market share would nearly
equal that of Partners HealthCare System, market concentration would increase
substantially, and BILH would have significantly enhanced bargaining leverage with
commercial payers. BILH’s enhanced bargaining leverage would enable it to
substantially increase commercial prices that could increase total health care spending by
an estimated $128.4 million to $170.8 million annually for inpatient, outpatient, and adult
primary care services. Additional spending impacts would be likely for other services; for
example, spending for specialty physician services could increase by an additional $29.8
million to $59.7 million annually if the parties obtain similar price increases for these
services. These would be in addition to the price increases the parties would have
otherwise received. These figures are likely to be conservative. The parties could obtain
these projected price increases, significantly increasing health care spending, while
remaining lower-priced than Partners.

Plans to shift care to BILH from other providers and to lower-cost settings within the
BILH system would generally be cost-reducing and proposed care delivery programs
may also result in savings, but there is no reasonable scenario in which such savings
would offset spending increases if BILH obtains the projected price increases. Achieving
all of the parties’ care redirection goals could save approximately $8.7 million to $13.6
million annually at current price levels, or $5.3 million to $9.8 million annually with
projected price increases. The scope of care delivery savings is uncertain; however, the
parties have estimated that their care delivery plans will save an additional $52 million to
$87 million. The parties have stated that BILH would achieve internal savings and new
revenue that would allow them to invest in these plans and enable BILH to be financially
successful without significant price increases. Nonetheless, to date, the parties have
declined to offer any commitments to limit future price increases.

3. Quality and Care Delivery Profile: Historically, the parties have generally performed
comparably to statewide average performance on hospital and ambulatory measures of
clinical quality, with some variation among their hospitals and physician networks on
specific measures. They have each developed unique structures to promote and improve



the delivery of high-quality health care and have engaged in a wide variety of targeted
care delivery initiatives. They have also participated in various government and
commercial payer contracting arrangements that promote quality and efficiency, although
their participation in individual payment models varies.

4. Quality and Care Delivery Impact: The parties have identified some quality metrics for
ongoing measurement post-transaction but have not yet identified baseline data or
transaction-specific quality improvement goals, except in relation to a few specific care
delivery proposals. They are considering plans for integrating their unique quality
oversight and management structures and have stated an intention to expand or integrate
current care delivery initiatives. While most of these plans are still in development, the
parties have provided more detailed plans for a few of these initiatives, and these
proposals suggest a potential for quality improvement.

5. Access Profile: The hospitals proposing to join the BILH-owned system generally have a
lower mix of Medicaid patients than the overall mix in their service areas and a lower
Medicaid mix than most comparator hospitals, although some serve a higher share of
Medicare patients. In contrast, current BIDCO contracting affiliate hospitals that are
anticipated to be BILH contracting affiliates (Cambridge Health Alliance, Lawrence
General Hospital, and MetroWest Medical Center) have a higher mix of Medicaid
patients. The parties also provide a smaller proportion of inpatient and emergency
department (ED) care to non-white patients and Hispanic patients than other large eastern
Massachusetts hospital systems, and their patients come from more affluent communities
on average. The parties are important providers of behavioral health services in eastern
Massachusetts.

6. Access Impact: Based on the current patient mix of the proposed BILH-owned hospitals,
the BILH-owned system would have among the lowest mix of Medicaid discharges and
proportion of discharges and ED visits for non-white patients and Hispanic patients
compared to other large eastern Massachusetts hospital systems. BILH’s patients, on
average, would also come from more affluent communities. It is not yet clear whether or
how BILH’s patient mix would change as a result of the proposed transaction, although
the parties do not expect significant changes to their current payer mix, and they have so
far declined to offer any commitments to expand access for Medicaid patients. While
many of the parties’ plans for how they might expand clinical services are still under
development, the parties have provided some plans for expanding behavioral health
services that have the potential to enhance access to these services.

In summary, while the BILH parties have historically been low-priced to mid-priced and
have not increased their prices relative to the market as they have grown through smaller
transactions to date, the BILH transaction is likely to enable the parties to obtain significantly
higher commercial prices across inpatient, outpatient, and physician services. Achieving all of
the parties’ goals for their proposed care delivery programs and for shifting patients to lower-cost
settings would result in savings, but these savings would be less than the impact of projected
price increases as a result of the parties’ enhanced bargaining leverage. To date, the parties have
not committed to constraining future price increases, despite the fact that their own financial



projections indicate that they expect internal efficiencies and new revenue that would allow
BILH to invest in its proposed care delivery programs and enable BILH to be profitable without
significant price increases.

The parties also claim that the transaction would result in improvements in the quality of
patient care and access to services and are developing plans in these areas. Most of the plans
provided by the parties are not sufficiently detailed for the HPC to robustly assess the likelihood
or degree to which they would result in improvements to health care quality or access; however,
the initiatives for which the parties have provided details have the potential to improve care
delivery and access to needed services, particularly behavioral health, if implemented as
described.

Based on these findings, the HPC concludes that the transaction warrants further review
and refers this report to the Attorney General to assess whether there are enforceable steps that
the parties may take to mitigate concerns about the potential for significant price increases and
maximize the likelihood that BILH will enhance access to high quality care, particularly for
underserved populations. The HPC additionally recommends that the Commissioner of the
Department of Public Health reconsider the approval with conditions of the Determination of
Need Application NEWCO-17082413-TO and assess the need for additional or revised
conditions to ensure that the applicable Determination of Need factors are met.



l. ANALYTIC APPROACH AND DATA SOURCES
A. ANALYTIC APPROACH

The Health Policy Commission (HPC) is tasked with examining impact in three
interrelated areas in a cost and market impact review (CMIR):*

1. Costs and Market Functioning. The HPC may examine factors such as prices, total
medical expenses, provider costs, and other measures of health care spending as well as
market share, the provider’s methods for attracting patient volume and health care
professionals, and the provider’s impact on competing options for care delivery.

2. Quality and Care Delivery. The HPC may examine factors related to the quality of
services provided, including patient experience.

3. Access to Care. The HPC may also examine the availability and accessibility of services
provided, such as the provider’s role in serving at-risk, underserved, and government-
payer patient populations.

Additionally, the HPC may consider any other factors it deems to be in the public interest,
including consumer concerns.*?

Within this statutory and regulatory framework, the HPC determines those factors most
relevant to a given transaction and then gathers detailed information relevant to those factors
from the sources discussed below. The HPC examines recent data to establish the parties’
baseline performance and current trends in each of these areas prior to the transaction. The
HPC then combines the parties’ baseline performance with known details of the transaction, as
well as the parties’ goals and plans, to project the impact of the transaction on baseline
performance. The analytic section of this report is divided into three parts, each addressing the
parties’ baseline performance and the likely impact of the transaction: Section I11.A addresses
costs and market functioning, Section I11.B addresses quality and care delivery, and Section 111.C
addresses access to care.

1 See MASS. GEN. LAWS ch. 6D, § 13(d) and 958 CMR 7.06.
12
Id.



B. DATA SOURCES

To conduct this review, we relied on the documents and data the parties produced to us in
response to HPC information requests™® and the parties’ response to the HPC’s Preliminary
Report,™ the parties” own description of the transaction as presented in their material change
notices and application for Determination of Need (DoN) and supporting materials filed with the
Massachusetts Department of Public Health (DPH), and publicly available information published
by the parties. The HPC also utilized extensive information from the Massachusetts Registration
of Provider Organizations program (MA-RPO)" and obtained data and documents from a
number of other sources. These include other state agencies such as the Massachusetts Attorney
General’s Office (AGO) Non-Profit Organizations/Public Charities Division, from which we
received audited financial statements for non-profit institutions relevant to our review, and the
Center for Health Information and Analysis (CHIA), from which we received provider- and
payer-level data,'® hospital discharge data,'” and claims-level data from the All-Payer Claims
Database (APCD);*® federal agencies such as the Agency for Healthcare Research and Quality
(AHRQ) and the Centers for Medicare and Medicaid Services (CMS); payers such as Blue Cross
Blue Shield of Massachusetts (BCBS), Harvard Pilgrim Health Care (HPHC), and Tufts Health
Plan (THP); and other market participants. The HPC appreciates the cooperation of all entities
that provided information in support of this review.

13 The parties provided information to the HPC over the course of more than six months, including responses to the
HPC’s initial information requests, to clarifying questions about initial submissions, and under their continuing
obligation to produce information relevant to the HPC’s information requests whenever it becomes available during
the course of the HPC’s review.

Y Exh. A: Joint Response for the Proposed Transaction to Create BILH and BILH CIN on behalf of Beth Israel
Deaconess Medical Center, Inc., Mount Auburn Hospital, New England Baptist Hospital, Lahey Health System,
Inc., Seacoast Regional Health Systems, Inc., Beth Israel Deaconess Physician Organization, LLC d/b/a Beth Israel
Deaconess Care Organization, and Mount Auburn Cambridge Independent Practice Association, Inc. (Aug. 17,
2018) [hereinafter Parties’ Response], available at
https://www.mass.gov/files/documents/2018/08/20/B1LH%20Response%20-%20HPC-CMIR-2018-1_0.pdf (last
visited Sept. 24, 2018).

> Mass. GEN. LAws ch. 6D, § 11 and ch. 12C, § 9 (requiring provider organizations to register annually with the
HPC and CHIA and provide information on organizational structure and affiliations, and other requested
information); see also 958 CMR §8 6.00 (2014) and 957 CMR §8 11.00 (2017); MA-RPO Data, MASS. HEALTH
PoLicy COMM’N, https://www.mass.gov/service-details/ma-rpo-data (last visited Sept. 24, 2018).

18 These data include relative price (RP) data and total medical expense (TME) data. See Relative Price and
Provider Price Variation, CTR. FOR HEALTH INFO. & ANALYSIS, http://www.chiamass.gov/relative-price-and-
provider-price-variation/ (last visited Sept. 24, 2018); Total Medical Expenses, CTR. FOR HEALTH INFO. &
ANALYSIS, http://www.chiamass.gov/total-medical-expenses-2/ (last visited Sept. 24, 2018). The most recent
available year of data for RP was 2016 for hospitals and 2015 for physicians, and the most recent year of data for
TME was 2016. In addition to the published data for these metrics, the HPC used the confidential raw data
underlying these metrics provided by payers to CHIA. Harvard Pilgrim Health Care (HPHC) updated its 2016
outpatient hospital RP data after the most recent publication of RP by CHIA. For all uses of HPHC outpatient RP
data in this report, the HPC used the updated submission of HPHC outpatient data.

7 See Case Mix Data, CTR. FOR HEALTH INFO. & ANALYSIS, http://www.chiamass.gov/case-mix-data/ (last
visited Sept. 24, 2018). Our analyses for this report primarily used CHIA hospital discharge data for 2017 and
emergency department (ED) visit data for 2016, with retrospective analyses using data from as early as 2009.

'8 The APCD includes medical, pharmacy, and dental claims, as well as information about member eligibility,
benefit design, and providers for all payers covering Massachusetts residents. The most recent available year of data
for the APCD was 2015. See All-Payer Claims Database, CTR. FOR HEALTH INFO. & ANALYSIS,
http://www.chiamass.gov/ma-apcd/ (last visited Sept. 24, 2018).
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To assist in our review and analysis of information, the HPC engaged consultants with
extensive experience evaluating provider organizations and their impact on health care costs and
the health care market, including economists, actuaries, accountants, and experts in health care
quality and care delivery. Working with these experts, the HPC comprehensively analyzed the
data and other materials detailed above.

Where our analyses rely on nonpublic information produced by the parties or other
market participants, MASs. GEN. LAws ch. 6D, § 13 and 958 CoDE MAsS. REGs. 7.09 prohibit
the HPC from disclosing such information without the consent of the producing entity, except in
a preliminary or final CMIR report where “the commission believes that such disclosure should
be made in the public interest after taking into account any privacy, trade secret or anti-
competitive considerations.”™ Consistent with this requirement, this Final Report contains only
limited disclosures of such confidential information where the HPC has determined that the
public interest in disclosure outweighs privacy, trade secret, and anti-competitive considerations.

For each analysis, the HPC utilized the most recent and reliable data available.
Recognizing the HPC’s interest in ensuring the highest level of accuracy, this Final Report
includes updates to a number of analyses that were published in the Preliminary Report to
incorporate more recent data and make minor technical updates.® These include updated
assessments of the financial position of the parties and comparator systems; price impacts of
willingness-to-pay changes for inpatient and outpatient hospital services; and payer mix, patient
demographics, and socioeconomic statistics for inpatients at the parties’ hospitals and
comparator hospitals and systems. The updated figures are consistent with those published in the
Preliminary Report.

Because data—whether publicly reported or privately held—is usually generated on a
variable schedule from entity to entity, the most recent and reliable data primarily reflect 2015 to
2017 data; historic data used in longitudinal analyses are from as early as 2009.>* We have noted
the applicable year for the underlying data throughout this report and, wherever possible, we
examined multiple years of data to analyze trends and to report on the consistency of findings
over time. For data and materials produced by the parties and other market participants, the HPC
tested the accuracy and consistency of the data collected to the extent possible, but also relied in
large part on the producing party for the quality of the information provided.

The availability of accurate data, time constraints, and a focus on those analyses that
complement—rather than duplicate—the work of other agencies may affect the analyses
included in this and other reviews of material changes. Future reviews may encompass new and

9 Mass. GEN. LAws ch. 6D, § 13(c), amended by 2013 Mass. Acts 38, § 20.

2 gpecifically, many of the analyses within this report have been updated to incorporate fiscal year 2017 financial
data, 2017 hospital discharge data, and 2016 hospital relative price data. See Exh. B: HPC Analysis of the Parties’
Response to the Health Policy Commission’s Preliminary CMIR Report, at Section V [hereinafter HPC Analysis of
the Parties’ Response].

?! Some data sources use fiscal year rather than calendar year data, notably CHIA’s hospital discharge data and
Hospital Profiles. Therefore, hospital discharge and Hospital Profiles data presented here are fiscal year data.



evolving analyses depending on the facts of a transaction, recent market developments, areas of
public interest, and the availability of improved data resources.?

Finally, most of our cost and market analyses focus on the anticipated impact in the
commercially insured market. In the commercially insured market, prices for health care
services—whether fee-for-service, global budgets, or other forms of alternative payments—are
established through private negotiations between payers and providers. The terms of these payer-
provider contracts vary widely, with regard to both price and other material terms that impact
health care costs and market functioning.”®

22 For example, this review includes a new “willingness-to-pay” analysis of the impact of the proposed transaction
on competition in the health care market. See Section 111.A.5 for details of this analysis and our findings.

2 See, e.g., OFFICE OF ATT’Y GEN. MARTHA COAKLEY, EXAMINATION OF HEALTH CARE COST TRENDS AND COST
DRIVERS PURSUANT TO G.L. C. 118G, § 6 %2(b): REPORT FOR ANNUAL PUBLIC HEARING at 40-43 (Mar. 16, 2010),
available at http://www.mass.gov/ago/docs/healthcare/2010-hcctd-full.pdf (last visited Sept. 24, 2018); MASSs.
HEALTH PoLICY COMM’N, 2015 COST TRENDS REPORT: PROVIDER PRICE VARIATION (Jan. 2016), available at
http://www.mass.gov/anf/budget-taxes-and-procurement/oversight-agencies/health-policy-
commission/publications/2015-ctr-ppv.pdf (last visited Sept. 24, 2018).
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[1. OVERVIEW OF THE TRANSACTION AND THE PARTIES
A. THE PROPOSED TRANSACTION

In July 2017, Lahey Health System (Lahey); Beth Israel Deaconess Medical Center
(BIDMC); New England Baptist Hospital (NE Baptist); Mount Auburn Hospital (Mt. Auburn);
CareGroup, the corporate parent of BIDMC, NE Baptist, and Mt. Auburn; and Seacoast Regional
Health Systems (Seacoast), the parent of Anna Jaques Hospital (Anna Jaques), signed an
agreement to become corporately affiliated. The parties agreed to form a new corporate entity
called Beth Israel Lahey Health (BILH),?* which would become the sole corporate parent of NE
Baptist, Mt. Auburn, Lahey, Seacoast, and BIDMC and its owned community hospitals, merging
the hospital systems and all of their subsidiaries into one organization.

In October 2017, the parties’ affiliated contracting networks, Beth Israel Deaconess Care
Organization (BIDCO), Lahey Clinical Performance Network (LCPN), Lahey Clinical
Performance Accountable Care Organization (LCP ACO), and Mount Auburn Cambridge
Independent Practice Association (MACIPA) also signed an affiliation agreement. Under that
agreement, BILH would create a clinically integrated network (BILH CIN) that would own
BIDCO, LCPN, and LCP ACO. MACIPA would remain corporately independent, but would
participate in the design, management, and governance of the BILH CIN.? The BILH CIN
would jointly negotiate and establish contracts with payers on behalf of both owned and
affiliated hospitals® as well as employed and independent physicians who currently contract
through BIDCO, LCPN, LCP ACO, and MACIPA. The parties have described the proposed
BILH merger and BILH CIN affiliations as interrelated components of a single transaction.?” The
new proposed relationships between the parties are summarized in the organizational chart and
table below.

2 The transaction agreements refer to the new corporate entity as “NewCo.” The parties have since named this
entity “Beth Israel Lahey Health (BILH)” and we refer to the proposed organization by this name throughout the
report. See, e.g., Jessica Bartlett, Beth Israel, Lahey Announce New Name for Mega-Merger, BOSTON BUSINESS
JOURNAL, May 23, 2018, available at https://www.bizjournals.com/boston/news/2018/05/23/beth-israel-lahey-
announce-new-name-for-mega.html (last visited Sept. 24, 2018).

% MOUNT AUBURN CAMBRIDGE INDEPENDENT PRACTICE ASSOCIATION, NOTICE OF MATERIAL CHANGE TO THE
HEALTH PoLicy CoMmMm’N (July 13, 2017), AS REQUIRED UNDER MASS. GEN. LAWS CH. 6D, § 13, available at
https://www.mass.gov/files/documents/2017/07/z1/20170713-macipa-caregroup-lahey-bidco-srhs-mcn.pdf (last
visited Sept. 24, 2018).

% BILH would establish payer contracts on behalf of the following BILH-owned hospitals: BIDMC, Beth Israel
Deaconess Hospital-Needham, Beth Israel Deaconess Hospital-Milton, and Beth Israel Deaconess Hospital-
Plymouth, Lahey Hospital & Medical Center, Northeast Hospital, Winchester Hospital, Anna Jaques, and NE
Baptist. It would also establish contracts on behalf of affiliated hospitals that are part of BIDCO’s current
contracting network, such as Cambridge Health Alliance and Lawrence General Hospital.

21 L AHEY HEALTH SYSTEM, NOTICE OF MATERIAL CHANGE TO THE HEALTH POLICY COMM’N (July 13, 2017), As
REQUIRED UNDER MASS. GEN. LAWS CH. 6D, § 13 [hereinafter LAHEY NOTICE OF MATERIAL CHANGE], available at
https://www.mass.gov/files/documents/2017/07/z0/20170713-lahey-bidco-caregroup-macipa-srhs-men.pdf (last
visited Sept. 24, 2018).
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Proposed BILH Organizational Chart (Hospital and Physician Network Entities Only)

BILH
L
r T T T T T T T T T 1
Northeast Winchester : S : BID- BID- Y
Lahey HMC Baspital Hospital BIDMC BID-Milton BILH CIN Plymouth NE Baptist Mt. Auburn

______ -
1
|

B sitH-owned LCP ACO LCPN BIDCO

. Contracting Affiliate Physician Network

BILH CIN is anticipated to contract on behalf of all entities
that are current members of or contract through LCP ACO,
LCPN, BIDCO, and MACIPA, including all BiLH-owned
hospitals, contracting affiliate hospitals (CHA, Lawrence
General, MetroWest), and employed and affiliated
physicians.

Source: HPC interpretation based on information provided by the parties.
Note: MetroWest is a member of BIDCO, but is not currently participating in any BIDCO payer contracts.”®

The table below shows the current corporate and contracting affiliations of the parties, as well as
their proposed affiliations with BILH.

%8 MetroWest Medical Center (MetroWest) became a member of BIDCO in 2017, but does not yet participate in
payer contracts established by BIDCO. MASSACHUSETTS REGISTRATION OF PROVIDER ORGANIZATIONS 2017 FILING:
BETH ISRAEL DEACONESS CARE ORGANIZATION (Jan. 18, 2018) [hereinafter BIDCO 2017 MA-RPO FILING]. For
more information about MetroWest joining BIDCO, see MASS. HEALTH PoLIiCY COMM’N, REVIEW OF BETH ISRAEL
DEACONESS CARE ORGANIZATION’S PROPOSED CONTRACTING AFFILIATION WITH NEW ENGLAND BAPTIST HOSPITAL
AND NEW ENGLAND BAPTIST CLINICAL INTEGRATION ORGANIZATION (HPC-CMIR-2015-1) AND BETH ISRAEL
DEACONESS CARE ORGANIZATION’S PROPOSED CONTRACTING AFFILIATION AND BETH ISRAEL DEACONESS
MEDICAL CENTER’S AND HARVARD MEDICAL FACULTY PHYSICIANS’ PROPOSED CLINICAL AFFILIATION WITH
METROWEST MEDICAL CENTER (HPC-CMIR-2015-2 AND HPC-CMIR-2016-1) PURSUANT TO M.G.L. CH. 6D, § 13
FINAL REPORT (Sept. 7, 2016) [hereinafter 2016 BID CMIR FINAL REPORT], available at
https://www.mass.gov/files/documents/2016/09/xi/bidco-nebh-metrowest-bidmc-final-cmir.pdf (last visited Sept.
24, 2018). In an effort to be conservative and in recognition of the unique status of MetroWest as a member of
BIDCO, and an anticipated contracting affiliate of BILH, but not a current participant in BIDCO payer contracts, in
this report the HPC generally does not include MetroWest in analyses of market share, market concentration, or
other analyses relating to competition and potential price changes. We do include MetroWest in discussion of the
size of the BILH contracting network and in analyses where we are specifically looking at BILH contracting affiliate
hospitals (e.g., contracting affiliate payer mix).
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Post-Transaction
Current Contracting Corporate and

Entity Name Current Corporate Affiliation Affiliation Contracting
Relationship
Lahey HMC
Northeast
Winchester Lahey Lahey
LCP ACO
LCPN
Mt. Auburn Independent Independent
NE Baptist BILH owned
BIDMC 29
BID-Milton S 1D-owned CareGroup
BID-Needham
BID-Plymouth
BIDCO BIDCO
Anna Jaques
CHA : Independent BILH contracting
Lawrence General affiliates; no
MetroWest™° Tenet Healthcare Corporation change to
MACIPA Independent Independent cor.p_or.ate
affiliation

Note: For simplicity, this chart omits some corporate subsidiaries of the parties, and does not show physician
groups that contract through the LCPN, LCP ACO, and BIDCO contracting networks, some of which are owned by
the parties and some of which are corporately independent.

The parties have described the governance model for BILH as involving both centralized
oversight and management as well as local governance. BILH would be governed by a single
board and select administrative functions would be provided at the BILH level. However, local
hospital management and boards would continue to oversee day-to-day operations. The parties
state that this shared governance would allow the system to take advantage of local knowledge
and accountability to serve each hospital’s community and address its unique needs, while
gainidnglfinancial and operational efficiency by consolidating certain functions in a strong central

oard.

% CareGroup is a corporate entity under which BIDMC, Mt. Auburn, and NE Baptist jointly borrow funds and
purchase services, but do not jointly contract with payers or share centralized operations. Thus, while some of the
parties are currently members of CareGroup, we do not generally view them or treat them as corporately integrated
in this report. See “What is CareGroup?,” infra page 17.

% MetroWest is not yet participating in BIDCO payer contracts. See supra note 28.

31 APPLICATION BY LAHEY HEALTH SYSTEM, CAREGROUP, AND SEACOAST REGIONAL HEALTH SYSTEMS FOR
DETERMINATION OF NEED FOR TRANSFER OF OWNERSHIP, Response to Questions 2.1, 6.5, 6.6, and 13, Factor 1 at 17
(Sept. 7, 2017), [hereinafter DON NARRATIVE], available at https://www.mass.gov/files/documents/2017/09/zj/don-
application-response-newco.pdf (last visited Sept. 24, 2018).
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The parties have stated a goal of full economic and clinical integration across the
proposed BILH system, although many of the details of how this goal would be achieved are still
being developed. The parties have a robust planning process and have formed 32 working groups
to explore how they might integrate clinical and administrative services.*® The groups consist of
representatives from the parties and are responsible for recommending potential plans for future
BILH structures and initiatives. Each group has a specific focus, including, for example: clinical
collaboration in a service line (e.g., cancer, behavioral health), information technology,
laboratory services, care retention, financial operations, population health management, human
resources, and supply chain.*® Some of the proposals from the groups are relatively detailed
while others are still relatively high-level, although according to the parties, each proposal has
“received preliminary endorsement.” The parties have stated that, in many cases, they are
legally restricted from sharing information and further developing their plans while they remain
separate corporate entities. In all cases, the parties have emphasized that this planning process is
ongoing and any final decisions regarding integration and specific initiatives would not be made
until after the transaction is finalized.

For example, the parties have stated that they plan to expand access to community-based
services and promote access to convenient, low-cost care by investing in expanding specific
services lines, including primary care, behavioral health, cancer care, and urgent care. Similarly,
they have stated that they plan to build upon their individual quality improvement strategies
through improved access to patient information and the sharing of best practices, evidence-based
medicine, and quality improvement infrastructure.® They have also expressed a commitment to
leverage existing expertise to improve quality and identified some measures they would monitor
as an integrated system post-transaction. However, except for four specific care delivery
initiatives described in the Parties’ Response, they have not yet provided specific targets,
timelines, or budgets for such initiatives; nor have they compared the expected benefits of these
activities to activities that each system would pursue absent the proposed transaction.*® These
goals for quality improvement and service line expansions are discussed in more detail in
Sections I11.B and I11.C, respectively.

The parties also expect that the transaction would improve their financial performance.
The financial projections they have provided for the BILH system indicate that they expect they
would achieve positive margins as a combined system, even if they do not obtain price increases
as a result of the proposed transaction.®” They expect higher revenue as a result of increases in

32 See Parties’ Response, supra note 14, at 37.

* See id. at Appendix 3 for a full list of these groups.

% The Parties’ Response states that the recommendations of all design teams have received “preliminary
endorsement” from the parties’ leadership working group, and that each of the teams has moved on to additional
planning steps. Id. at 37. This Final Report reflects only those plans provided to the HPC.

* LAHEY NOTICE OF MATERIAL CHANGE, supra note 27.

% The parties would be required to report some baseline data, measure specifications, and timelines to the DoN
program six months after the transaction is concluded under the conditions imposed by the DoN program. See
Section 111.B.2 for more detail.

%" The parties expect a financial benefit to BILH of $88 million to $169 million annually from increased revenue and
lower expenses as a result of the proposed transaction. Parties’ Response, supra note 14, at 22. See also BDO USA
LLP, ANALYSIS OF THE REASONABLENESS OF ASSUMPTIONS USED FOR AND FEASIBILITY OF PROJECTED FINANCIALS
OF: LAHEY HEALTH SYSTEM, INC. BETH ISRAEL DEACONESS MEDICAL CENTER, INC. MOUNT AUBURN HOSPITAL
NEW ENGLAND BAPTIST HOSPITAL AND ANNA JAQUES HOSPITAL COMBINED TOGETHER AS NEWCO (Sept. 7, 2017)
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volume and decreased expenses as a result of savings in supplies and non-clinical functional
areas. These include joint purchasing, shared administrative functions, revenue cycle
management, and improved debt financing.®® The parties have indicated that they intend to retain
any such savings to fund their operations and “reinvest in services and programs needed to better
care for [the BILH] patient panel.”*® These financial goals and projections are discussed in more
detail in Section I11.A.7.

The parties describe the proposed transaction as a market-based solution to address rising
health care expenditures, price disparities, payment variation, and health inequities that have
been highlighted by the HPC, AGO, and others.*® In particular, the parties claim that BILH will
“introduce competition, particularly price competition, into the marketplace” and generally
position themselves as a high-quality and lower-cost alternative to other providers in the
market.** They claim that their expanded geographic coverage and scope of services will make
them a more attractive option to payers and self-insured employers and that they will strengthen
access to affordable and equitable health care for Massachusetts residents by:

1) “Re-investing in advanced APMs to assume increased responsibility for health
outcomes and efficiencies in care delivery (the ‘right care”);

2) Reducing outmigration to costlier sites of care when equivalent or better quality care
is accessible in the local community (e.g., reducing “community appropriate”
inpatient volume at academic medical centers and teaching hospitals) resulting in
more patients treated closer to home at a reduced cost (the ‘right place’);

[hereinafter BDO REPORT], available at https://www.mass.gov/files/documents/2017/09/zv/don-cpa-certification-
lahey.pdf (last visited Sept. 24, 2018) (concluding 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). Information provided confidentially
by the parties indicates that the parties’ “low,” “medium,” and “high” performance financial projections assume the
same level of price increases as their “baseline” scenario, which trends forward the parties’ current financial
projections assuming the parties would gain no financial benefits, including no price increases as a result of the
proposed merger. In response to Commissioner questions about the financial implications if the BILH merger does
not go through, the Parties’ Response provides additional information about the parties’ FY17 financial performance
and states that “[u]nless BILH is formed, many of the Parties will be increasingly challenged to sustain their current
level of investment in clinical services, behavioral health programs, and population health initiatives....” Parties’
Response, supra note 14, at 4. The financial performance of each party is discussed in more detail in Sections I1.B
through 11.H. While the parties have stated that a goal of the transaction is to improve their financial performance,
none has stated that the transaction is necessary to avoid closure of any of the facilities, nor is it the HPC’s analysis
that any of the parties appears to be in immediate danger of closure.

% See DON NARRATIVE, supra note 31. The parties’ financial models assume that the proposed merger would result
in savings in supply costs and non-clinical functional areas of between 1.5% and 3%, or $42 million to $66 million
as described in the Parties’ Response, supra note 14, at 22.

¥ DoN NARRATIVE, supra note 31, at 17.

0 See, e.g., OFFICE OF ATTY. GEN. MAURA HEALEY, EXAMINATION OF HEALTHCARE COST TRENDS AND COST
DRIVERS PURSUANT TO G.L. €. 12C, § 17, REPORT FOR ANNUAL PUBLIC HEARING UNDER G.L. C. 12C, § 17 (October
13, 2016), available at https://www.mass.gov/files/documents/2016/10/ts/cc-market-101316.pdf (last visited Sept.
24,2018)

*! DON NARRATIVE, supra note 31, at 14.
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3) Providing a high-value, full continuum and geographically distributed alternative to
peer organizations that is easily accessible to all patients and their families no matter
their health concern (the ‘right time”); and

4) Driving development of new insurance products with commercial payers that
incentivize the utilization of high-quality, lower-cost providers and contribute to the
reduction of premiums (the ‘right price’).”*

Finally, the parties have suggested that the transaction will better allow them to achieve
other goals, stating that BILH will be better positioned to “properly incent providers within the
delivery system to succeed under value based payment methodologies”; “optimally utilize the
combined ambulatory, inpatient, community, tertiary, home care, and post-acute assets of
[BILH] based on patient need and convenience”; “leverage existing community partnerships and
evidence-based programs to maximum effect, strengthening... public health and prevention
expertise and efforts”; “provide streamlined transitions of care and navigational supports to
patients”; “bolster clinical programs and services to expand access”; “strengthen teaching and
research programs”; and “achieve operational synergies, economies of scale, and
efficiencies....”*® Section 111 examines these claims in light of our analyses of the parties’
historic performance and the likely impact of the transaction on health care costs and market
functioning, quality and care delivery, and access to care.

The remainder of this section describes each of the parties to the transaction in greater
detail.

B. BETH ISRAEL DEACONESS MEDICAL CENTER

Founded in 1996 by the merger of Beth Israel Hospital and New England Deaconess
Hospital, BIDMC* is the academic medical center (AMC) anchor for a non-profit health care
system (BID-owned system), the third-largest in the Commonwealth by net patient service
revenue (NPSR).* The system includes BIDMC, the Commonwealth’s fifth largest acute
hospital,*® and three owned community hospitals:

e BIDMC, a 669-bed Academic Medical Center

2 1d. at 4-5.

“1d. at 5-6.

“ A History of Improving Care for All, BETH ISRAEL DEACONESS MEDICAL CENTER, https://www.bidmc.org/about-
bidmc/a-history-of-improving-care-for-all (last visited Sept. 24, 2018).

*® See the Data Appendix, Figure 1, for more information on the Commonwealth’s seven largest provider systems by
NPSR.

“® CTR. FOR HEALTH INFO. & ANALYSIS, HOSPITAL PROFILE: BETH ISRAEL DEACONESS MEDICAL CENTER (Jan.
2018), available at

http://www.chiamass.gov/assets/docs/r/hospital-profiles/2016/bi-deac.pdf (last visited Sept. 24, 2018) (BIDMC is
the fifth largest hospital by staffed bed count).
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e Beth 4I7srael Deaconess Hospital-Needham (BID-Needham), a 41-bed hospital acquired in
2002

e Beth 4Igsrael Deaconess Hospital-Milton (BID-Milton), a 68-bed hospital acquired in
2012

e Beth Isz%el Deaconess Hospital-Plymouth (BID-Plymouth), a 169-bed hospital acquired
in 2014

In total, the BID-owned system includes 947 staffed beds across eastern Massachusetts.”® The
system also owns two physician practices, Jordan Physician Associates (69 physicians) and
Affiliated Physicians Group (APG), also known as BID Healthcare (128 physicians).>* APG
operates primary care practices in the system’s community hospital service areas.

BIDMC has an affiliation with Harvard Medical Faculty Physicians at Beth Israel
Deaconess Medical Center (HMFP), which employs many of the physicians at BIDMC and its
owned community hospitals.>> HMFP consists of approximately 1,306 physicians, including
approximately 209 primary care physicians (PCPs).>* HMFP is corporately distinct from the
BID-owned system but has an exclusive affiliation agreement with the system for patient care,

" A History of Improving Care for All, BETH ISRAEL DEACONESS MEDICAL CENTER, https://www.bidmc.org/about-
bidmc/a-history-of-improving-care-for-all (last visited Sept. 24, 2018); CTR. FOR HEALTH INFO. & ANALYSIS,
HOSPITAL PROFILE: BID-NEEDHAM HOSPITAL (JAN. 2018), available at
http://www.chiamass.gov/assets/docs/r/hospital-profiles/2016/bid-need.pdf (last visited Sept. 24, 2018).

* CTR. FOR HEALTH INFO. & ANALYSIS, HOSPITAL PROFILE: BETH ISRAEL DEACONESS HOSPITAL - MILTON (Jan.
2018), available at http://www.chiamass.gov/assets/docs/r/hospital-profiles/2016/milton.pdf 