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Market Drivers — Spine Driven ASCs

Minimally Invasive “Mindset”

> Physicians

» Patients — Research on the internet “Minimally Invasive”
> Industry —Less invasive technology

Technology

» Surgical implants

> Surgical instruments // Tubular Retractors — Endoscopes — Lasers — Imaging
» Surgical techniques

Anesthesia
» Portable pain pumps

Insuran mpany Accept:

> Safe

> Better, faster & less expensive than the hospital alternative
» High quality patient outcomes

Migration of Spine to ASC

Spine Surgery Shift to Outpatient

2015 Shift of Spine to ASCs — 45%

Driven by Technology, Anesthesia, Physician Mindset and Insurance Acceptance

Society Ambulatory Spine Surgery — NASS launch 2011 — Goal 50% to ASC

Insight from Spine Investments — MSP

Estimated ion of Spine Surgery from Inpatient to Outpatient
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Essentials for Success

Develop a Detailed Business Plan

Detailed Financial Analysis

» Project Scope
» Surgical Case Volume

» Reimbursement

v

Partnership Structure
» Construction Cost
» Financing

» Equipment Planning

> Operations - Challenges

The BIG Idea
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Completed Project

Project Scope

Determine the Scope of the
Project
The Scope Determines the Cost

The Cost Determines the
Investment

Specialty Mix

Volume

Number of
ORSs/Pre-Post

Square
Footage

apital

Construction
G Cost

Equity

Summary Financial Analysis

Spine Worksheet
T

rgical Anal e | o | o |
» Determine Volume

— Conplete case data worksheets

- Discount case volumes
» Determine Reimbursement per case

~ Market Specific
» Determine Revenue SETEN G [ 0 [

— Volume times Reimbursement =gpernomn o C C C
» Use historical cost to build financial Pain Worksheet
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Summary Financial Analysis

Net Revenue Determination — Spine Surgery

NeuroSpine - Surgeon 1
cpT

Description Rev/Case Cases NetRevenue
63020 Cervical Disc Foraminotomy Post 53,99 0 50
63045 Cervical Laminectomy 5993 2 131,835
22523 Thoracic Kyphoplasty 3,380 0 0
22524 Lumbar Kyphoplasty 3,380 2 6759
63030 Lumbar Laminectomy / Micro Discectomy 4,7% 1 52,315
63047 Decompressive Lumbar Laminectomy 5,195 00 521477
22558 ALIF/XUF 19,937 71 1413035
26 PUF 18755 2
63042 Laminotomy 4,2% 5 21,480
63056 Transpedicluar approach with decompression of spinal 5195 40 205419
2255 ACDF- 22551 821 62 1759109
22850 1level hardware removal 4,805 7
22852 20rmore levels hardware removal 4,288 [ 0
2285 Artifical Disc replacement 6437 5 32,183

Totals 337 54,396,054
Net revenue per case - surgeon 1 $13,05
NeuroSpine - Surgeon 2
T Deseription Rev/Case Cases NetRevenue
Net revenue per case - surgeon 2 58,963

Summary Financial Analysis

Surgical Case Volume
» We begin with 3,141 cases.
» We assumed a combined 12.8% discount on the actual cases captured at the center.

Then applied a 9 month ramp to derive atotal case count of 1,823 cases inyear 1.

Total year one discount applied to the base case wlume is about 42%
Even with a 1.0

h rate, case wolume inyear 5 is pegged at 90% of base case

olume
Spec Count Cases Discount Base Ramp Yearl Year2 Year3 Yeard Years |CawMix
Nt - - B - - - - - - %,
Gl - B T - - B - - B %,
==y - B - - - o%,
o - . - - 0%
opT - . - - - 0%
PINE 2 a2 G00% 39 (10 207 32 35 819 a2 1%
oRT - - - - - - - - - %,
PAIN 2 269  100% 2420 (813 1616 2453 2478 2503 2528 9%
PoD - - - - - o%,
uro - - - . . . E . . 0%
Towl 4 3141 108% 273 (915 1823 2766 2793 0f2l 2849  100%)




Partnership Structure

Real Estate AsC

15 year lease
Partnership Partnership

Real Estate Partnership

v

v

Separate real estate partnership is usually formed
The partnership captures land purchase, site, utilties,
fees & pemits, shel buiding and tenant construction
allowance
Includes physicians fom the ASC partnership
Investment:
— Land ($6.50 to $14.00sf.) — 1.54 acres ($436-$939k)
— Site Improvements/AE/soft costs - ($30sf.)

Building Shell ($100 to $110sf.

T construction cost allowance

Investment Thesis
~ 15 year lease term with personal guarantees
Total investment: $3.55mm -$236 sf

Equiy: 30% ($1.05mm)

(MOB WASC)

Debt 70% ($25mm)

Guarantees pro-ra@

Partnership Structure

Real Estate AsC

15 year lease
Partnership Partnership

Surgery Center Partnership
» Separate partnership
> Physician owners and management partner
> Investment includes
— 9300 sf.
~ Interior construction cost
» $135mm (5145 5
Ti alowance - $45 st - ($419K

- Equipment ($1.4mm)

orking capital ($1.5mm)

v

Investment Thesis:

~ Total investment: $4.25mm

~ Equity: $1.5mm — 1% pro-rata $15K
Deb: §

5mm
Guarantees -1% pro-rata - $27.5k
15 year lease term

Cash-on-cash returns 50% + 18

Real Estate — MOB & ASC




Financial Model Assumption:

Financial Model Assumptions

Global Project Assumptions

v

ASC Construction
— 9,300 sq ft facility

— 2ope
1 procedure room

Lease rate — $27.00 per foot
quity raise — $15,000 per 1%

ating rooms

Designand construction — $1.3 million

Capital expenditures — $1.4 million

Reimbursement rates

— Spine: $12,083 (net of implant costs)
Pain

Medical supplies estimated at approxmately 30.0% of net revenue

Case wlume growth estimated at 1.5%

Reimbursement growth rate estimated at approximately 1.5%

Financial Model Assumptions

]

al Project Assumptions- ASC

Sources of Capital Uses of Capital
Pryscn Partners 70% 1050000 Desgn and Consiruction 1314512
CorporatePartner  30% 450000 Cepital Expenditures. 1432000
Total Equity Financing 1,500,000 Pre-Opening Expenses 280548
Debt Financing 2746512 ‘Working Capital 1219453
Total Sources 4246612 Total Uses 4,246,612
Congruction
Working Capital Eits
29%
et Pre-Opening’
© 6%
CapEx
34%

Investment Terms Design and Construction
“Avaiebie Units 100 Construction Cos's 1239512
Price pre Unit 15000 Other Feesand Expenses
Total Equity Financing 1,500,000 Total Design & Const. 1314612
Debt Financing Capital Expenditures
‘Design and Consiruction 1314512 Wedcal Equpment 1272000
Capital Expenditures 1432000 Computers& Sitware. 110000
Total Debt Financing 2746512 Furniture & Fxtures. 50000

Total Cap Ex 1,432,000




Summary Financial Analysis

Construct a free cash flow analysis is
to view the opportunity fromar ealistic,

ses
albeit conservative, set of Nedcal Suppies 1 as0 162 e e
RentExpena W ms  wm owm wue
assunptions Pauranco w = ow onom
Nenageren w @ ws
Qs Opeaing P v S )
: @ o5 T L s iem
Free Cash Flow An alxg S Debt Servce (S5 (s (e  (4s s
Captaxpencures 0w @ e @
» These assumptions include:
— Case count
Case voue 165 276 2 e 2840
Reimbursement v 1o 1% 1w 20m 206
[r— @ s ws ws
— Supply cost MedcalSppies w1 s s se
— FTE count
[Emp— nme  lem ¥ sk ew
Other operating Suppios mme mm mes  wme e
- Rent 87% 5. 58% 59% 9
Capital expenditures EBITDA 2% ek 3ew e ek

Working capital and debt service

estor Cashfon (s0 s o 12 1am e

2l Retum 1% Gso  ma% eSS sk
Cumative Retrn % m2o%  laek 10w 2%

Summary Financial Analysis

Investor Returns

Based on the prelininary and conservative analysis, investors can anticipate an attractive
return on investment.

> Incremental cash.

» Nochange inwhat you do justwhere you do it.

» State of the art facility with maximum convenience and efficiency.

62 &

3
G9%  Ga%  G55%  GBSW 885  BAS%  1247%  L247% 1247

Cumuiative Return o 2O%  144%  1999% 204% UGS 4GS S000%  TIATH  B30A%
Notes:
(1) Debt assumed fuly amortzed at the end of the T year.

(2) nyears 8,9, and 10, ditibutons are based on Year § EBTDA and hed constant

ASC Partnership — Operating Entity




Essentials for Success — Financing

Equity
» Raise enough cash!!!
— Raise the appropriate amount of equity versus making additional capital calls
» Good idea to raise 100% of the working capital
~ 9to 12 months operating expense
» Range $1.2 mm to $1.5mm

Debt

» Obtain a commitment for financing prior to starting the project
> Non-recourse is not available

» Contingent upon the financial strength of the business
Committed partners and surgical cases
Business planand management plan

» BExpect personal guarantees for tenant construction cost & equipment

Essentials for Success

Equipment Planning

> Itiswell worth the expense to

ek an experienced equipment planner
» Plan to spend up to $1+mm per operating room for equipment

> Count on needing a microscope, c-arm, lumbar table, drill systems and instrument sets

Partnership Formation

Seek appropriate legal counsel to determine the best legal structure for your project

A contribution agreement or private placement memorandum describes the project in
detail

v

Investment opportunity and risk associated with the transaction are identified
» Escrow account is established and capital committed

— Challenges

» Reimbursement
» Implant Cost

Equipment Cost

v

Staffing
Physician Mindset




Operations — Challenges

Reimbursement

Getting paid is a critical step in the business plan

Most spine procedures are not currently approved by Medicare

Must convince the insurance company these procedures are safe inan ASC
Some insurance companies are beginning to develop ASC fee schedules for spine
This is still a negotiation between the ASC and insurance companies

Operations — Challenges

Implant Costs

\

Addressing implant cost is essential

Negotiate carve-outs

Having solid cost data is important when negotiating with the payors

Off-load implant cost to a third party company

Operations — Challenges

Equipment Costs

Hire an experienced equipment planner to assist

Expense — up to $1.0 + mm per operating room

!
C-arm - $150k

0,000
OR-ARM & naviga

croscope - $80-120k

Drill set

ion - $600-800k

Spine instrument trays — cenvical and lumbar $50k
Lumbar table $35k
Cautery unit - $50k

10



Operations — Challenges

Staffing

Hire a staff that has spine experience

Hire a staff that has worked with your surgeons

Understanding the challenges and needs of the patients pre and post-operatively will
make a significant difference insuccess out of the gate

Operations — Challenges

Physician Mindset
» Build a program with surgeons that are comfortable inthe ASC arena
— MIS technique
— Shorter post-op care
Modified discharge criteria

» They need to getthat this is not the hospital

Summary

Spine surgeons are ev aluating opportunities to develop ASCs
> Driven by desire to control their surgical environment
» Increase productivity, simplify their lives and increase income

Advancements in technology drive spine into an outpatient setting
» MIS product and instrument design

> Improvements in anesthesia

» Ewlution of surgeon acceptance and comfort inan outpatient setting

Planning is essential for a successful outcome
» Careful business plan development is critical
» Seek assistant from professionals with specific experience
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Thank You!

Kenny Hancock
President & Chief Development Officer
Meridian Surgical Partners
615-301-8142
khancock@meridiansurg.com
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