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Summary

The Medical Executive Committee of the Organized Medical Staff of Long Island College
Hospital (“MEC”), its turnaround/restructuring experts and legal counsel have prepared this
restructuring plan for consideration by the New York State Department of Health (“DOH”™).
Based upon information and belief, Continuum Health Partners, Inc. (“CHP”) has, or will
soon be submitting its restructuring plan. According to their public statements, their
turnaround plan has two general components:

¢ Close The Long Island College Hospital (“LICH") maternity program. CHP states that
it cannot afford medical malpractice costs under the current arrangements it maintains
at LICH. Should CHP be permitted to close LICH’s maternity program, such closure
will result in the inevitable closure of gynecology programs and other women’s health
programs, neonatal intensive care programs, and general and specialty pediatrics
programs. If approved, the closure of the LICH maternity program by CHP and these
resultant closures would reduce LICH to a 100-bed medical surgical hospital with
psychiatric and rehabilitation medicine programs. Vital primary care programs located
in the surrounding communities of Brooklyn such as PCAP and WIC will undoubted
face disruption as other institutions outside the service area vie for these services.

* Sell more LICH real estate to subsidize deficits rather than stem deficits that chiefly
result from abnormally high overhead, bad debt expenses and its current medical
malpractice program. CHP has been employing this short-term strategy for some time,
having already sold over $50 million in LICH real estate holdings, but it fails to
address the underlying causes for the deficits. It is also important to note that the
buildings CHP intends to sell next (Polhemus and 340 Henry Street) are not only
historically significant but currently house essential clinical and administrative
services. Since there is no articulated plan for relocation of these services, the sale of
the buildings would lead inevitably to additional program closures and/or costly
outsourcing of services.

While CHP believes reducing LICH beds is sustainable, it is a shortsighted approach that fails
to address the many other financial problems that have brought LICH to the brink of financial
insolvency. Chief among them are the dismantling of LICH’s primary care services through
the closure of all of LICH’s five community based clinics that has resulted in the loss of
patient volume, reduction of clinical staff and loss of revenue.

In contrast to the CHP plan, the MEC plan contemplates rehabilitation of all aspects of
institutional and financial operations:

1. Rebuild former clinical strengths and primary care programs in the community. This
will initially stem and ultimately reverse losses in patient volume and associated
revenue.



2. Realign clinical affiliations with a different and other prestigious academic medical
center.

3. Implement turnaround plan to reduce operating deficits by $20 million annually,

principally through reductions in overhead, bad debt and medical malpractice

expenses.

Secure financing from private sources.

Reconstitute the LICH Board of Trustees with individuals from the Brooklyn

community LICH services, recruit an executive leadership team and rebuild an

appropriately sized administrative infrastructure (at a fraction of the cost of the current

CHP charge back arrangements).

il

Strategic Programs, LLC led by Ronald Gade, M.D., has been working with the MEC to
design the corporate, clinical and financial restructuring. Jeffrey Ruggiero, Esq. of Arnold &
Porter LLP has been working on behalf of the Organized Medical Staff in its ongoing efforts
to terminate LICH’s arrangement with CHP and reconstitute its legal and governance
structure. The MEC plan retains and reconstitutes the clinical leadership, once the hallmark of
LICH prior to the effective dismantling of LICH by CHP. The proposed corporate
restructuring of LICH will restore LICH’s independence and autonomy by terminating the
relationship with CHP and reconstituting the LICH Board.

As indicated in the Summary Tables provided, while LICH inpatient volume has declined 2.5
percent since 2006 and ambulatory care volume has declined 5.8 percent, LICH annual
deficits have increased 89.3 percent. As the attached summary tables and Proforma Table 1
indicate, the losses sustained by CHP are reversible. The bad debt and overhead expenses
alone have contributed significantly to the financial losses.!

The MEC plan for the turnaround of LICH will stabilize the decline in patient volume,
maintain the maternity program and not require the sale of LICH real estate. The MEC
restructuring plan will instead focus on and remediate the three root causes of the losses at
LICH:

1. Reduce the amount of bad debt expense annually from its current $26 million to
approximately $10 to $12 million annually in the next three years. This will be
accomplished by reducing the bad debt expense from $26 million to $20 million in
2009, while increasing net patient revenue by $6 million in year one.

¢ The current arrangement between CHP and LICH does not require CHP to be
responsible for collection targets, As a result CHP is unnecessarily writing off $26
million in bad debts, an inexplicably high amount given the size and payor mix of
LICH. Under the MEC plan, the net impact of improved revenue collections on
operations is $12 million to the bottom line. In the next two subsequent years, bad debt
expenses will continue to be reduced through more effective collection efforts,
resulting in continued improvement in net operations. In addition, under new
leadership, LICH accounts receivable balances will be reduced from the current June

! All data used in this turnaround plan are derived from audited and unaudited financial statements provided by
CHP in summary form.



2008 levels of $38 million. As a benchmark, the newly reorganized institution will
maintain its receivables in the $25 million range, a more acceptable benchmark than
that currently employed by CHP. (See tabular information in Proforma Tables).

2. Elimination of 328 million in overhead and shared services arrangements currently
charged by Continuum Health Partners.

The $6 million allocated to pay CHP corporate executives will be replaced with LICH’s
own executive/administrative leadership for which $3 million will be sufficient.
Regarding shared expenses related to billing, [T, human resources, etc., the reconstituted
LICH will require $10 million to restore its infrastructure to self-sufficiency and use
vacant space on its campus to house these back office functions rather than pay CHP to
lease more costly space in Manhattan.

e In 2007, I.ICH lost an average of 20 percent on every discharge and 10 percent on
every ambulatory care visit.” In Table 3 the financial trends of the CHP controlled
hospitals are compared. It is projected that LICH losses per discharge in 2008 will
reach $2,342, up from $1,504 per discharge in 2006, an increase in the loss rate of
53.4 percent per discharge. Under the MEC five—point turnaround plan, these losses
will be eradicated.

3. Reopen contracts with insurance carriers.

LICH has not had access to the rates it is paid for clinical services by the major
commercial insurance carriers, as CHP staff negotiates these contracts and the rates are
not shared with the LICH departments. Restoring LICH will require that it renegotiate rate
provisions in its insurance contracts. In this regard, LICH’s location, service configuration
and lower cost profile give it a market advantage.

¢ LICH revenue per discharge has increased only 4.5% from $11,117 in 2006 to
$11,613 in 2008, well below the rate of medical inflation. This financial result is also
surprising considering that LICH generally treats a sick population as measured by
both its Medicare and Medicaid case mix. (See Table 1). This measure is a gauge of
acuity and relative reimbursement. Given LICH’s patient acuity, it is anticipated that
its revenue per discharge should be similar to that of its peer hospitals. It is
significantly lower. This suggests that revenue is not being properly collected and
payor rates are below acceptable benchmarks. (See Table 3)

e LICH financial losses from operations have grown from a deficit of $17.5 million in
2006 to a projected $33.2 million in 2008, an increase of 89.3%. LICH has maintained
a relatively high and sicker patient population, which should result in a larger increase
in the revenue generated by inpatient admissions. (See Proforma Table 3).

¥ This loss factor is calculated as follows: average per discharge deficit divided by average per discharge revenue. Sce Table 3 for statistical
information,






