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Dr. Levine opened the meeting by thanking all of the participants for the time and effort that they
have expended to date concerning preparation of the application and responding to VDH’s
supplemental requests for information. Dr. Levine explained that VDH is continuing to review
the application and supplemental materials, and this meeting is considered to be part of the
evaluation process. Dr. Levine said that it is her expectation that this is probably the first of what
will be a series of meetings. She emphasized that a decision concerning the application still has
not been made, and explained that Virginia’s process is somewhat different than the process that
is being followed by Tennessee. Dr. Levine also requested that the participants clearly identify
any time during the meeting when they start to discuss information that is considered to be
proprietary in nature. She explained that VDH would prepare a written summary—but not a
verbatim transcript—of the meeting and that summary would be provided to the applicants for
review to ensure that no proprietary information had been included. Finally, Dr. Levine
requested that the participants provide VDH with the opportunity to ask questions concerning the
various issues that were identified in the meeting agenda.

As a lead-in to her first question to the applicants, Dr. Levine explained that, since they decided
to apply for approval of a cooperative agreement, that means that VDH’s relationship with them
is as a regulator, not a partner. She also told the applicants that her expectations are that,
following a merger, competition will decrease and prices will increase. VDH intends to examine
whether there are any resulting advantages in three areas: quality, cost-efficiency and population
health improvement. Dr. Levine said that issues surrounding culture change as the result of a
merger are critical, and that she believes that such a culture change has implications for
governance. She said that if the cooperative agreement is approved, Ballad would need to be a
different organization than either Wellmont or Mountain States, with a different level of clinical
integration and a focus on population health. She also explained that, while a population health
department has been proposed for Ballad, population health should not be “compartmentalized”
within Ballad. Rather, Dr. Levine believes that the new organization needs to take a leadership
role concerning the health of the people of southwest Virginia.

Dr. Levine said that VDH understands the applicants are preparing to transition governance of
the two current systems into a governance system for Ballad. VVDH notes that Ballad will be a
very different type of organization than either Wellmont or Mountain States (for example,
clinically integrated with independent physicians and with a focus on population health.) Dr.
Levine asked, given the new type of business model that is being planned, do the applicants
envision that Ballad’s system of governance will need to change in the foreseeable future.

Mr. Levine responded by first acknowledging that VDH’s relationship with the applicants is one
of a regulator. He then said that the applicants are focused on identifying regional priorities that
align with statewide VDH goals, such that there is agreement on the focusing of resources.

Mr. Hove also acknowledged that VDH’s relationship with the applicants is one of a regulator.
He also expressed appreciation for the opportunity to meet with VDH and for the work done by
the Southwest Virginia Health Authority. He said that additional resources need to be devoted to
address population health in the region. Mr. Hove also said that Virginia’s Plan for Well Being
dovetails with the approach of the applicants.



Mr. Levine began to discuss the approach used by the parties to prepare the cooperative
agreement application, including development of the commitments. The parties examined
COPAs that had been approved in other states. He said that those COPAs were generally limited
to economic issues that mitigated economic disadvantages resulting from the reduction in
competition but did not address resulting advantages. Mr. Levine acknowledged that, overall,
evidence shows that the merger of two health systems will lead to higher prices. None of the
FTC’s experts reference the protections they have put in. In discussing the Mission Health
COPA in North Carolina, Mr. Levine said that over the past eight years the cost and charges per
admission has been substantially lower than any of its peer systems.

He then mentioned that in Wise County there are currently three hospitals. However, if there
was only one hospital and a COPN was submitted to open a new hospital, the COPN would not
be approved.

Mr. Levine said that population health issues in the region are not being addressed. The region is
ground zero for the opioid crisis. Furthermore, the ineffectiveness of the competitive
marketplace is contributing to a failure to obtain the necessary healthcare workforce. The
commitments contained within the application are focused on redirecting wasted capital into
funding focused on community-based needs, such as residential substance abuse treatment and
mental health resources.

Mr. Levine said that both Wellmont and MSHA evaluated other merger options, including out-
of-market mergers. He said that every health system he spoke with was focused on a merger
resulting in a larger footprint with more hospitals, which could be used as a basis for increased
negotiating leverage in order to obtain increased reimbursement from third-party payers.
However, he said that Wellmont and MSHA didn’t think that was the right approach. By
combining the two organizations into Ballad, Mr. Levine said the synergy would be created
which would remain within the community.

Mr. Hove said that in order for Wellmont to survive and maintain its support for community
hospitals, it recognized that it needed to take a different approach to community health. The
reason that Wellmont selected MSHA as a partner was because of shared goals and the
opportunity to improve health in the region, in the face of a declining population, consistent with
the goals of Virginia’s Plan for Well Being.

Mr. Levine then discussed clinical integration and quality. He said that MSHA has all kinds of
quality metrics, many of which are required by the federal government. Clearly there needs to be
a commitment to quality. If we are investing resources in the community, there is an intangible
measure of quality. He said that clinical integration is a component of the COPA application.
The development of a common clinical information technology platform is a key part of clinical
integration. A common platform will enable Ballad to understand the population and to identify
gaps. He said that, without the merger, there are two approaches to care.

Mr. Levine also said that every hospital that MSHA operates in southwest Virginia has a
negative operating margin and are facilities that were abandoned by other health systems that left
the market. The parties have committed that those hospitals will remain open as health care
facilities for five years.



Move into proprietary discussion
Return to non-proprietary discussion.

Mr. Stanwix said that one of the criteria for the review is whether there are available
arrangements that are less restrictive to competition. He said further that although the parties
note that some of the rural hospitals are not independently profitable, as health systems both
Wellmont and Mountain States have significant financial assets. He asked what is holding back
Wellmont and Mountain States from carrying out many of these initiatives at the present time
without the cooperative agreement.

Mr. Levine responded by saying that one of the challenges they have is scale, specifically the
number of patients. The merger would provide Ballad with enough critical mass in terms of the
number of patients to approach DMAS with a risk-based capitation proposal. Currently, the
region has a declining population. Furthermore, the region’s inpatient hospital utilization rates,
which are well above the national average, are not sustainable and are declining. Nevertheless,
the parties have committed to keeping their hospitals open as health care facilities for five years.
Mr. Levine said that commitment will not exist without the COPA. Currently, the larger
hospitals in Tennessee and in Abingdon, subsidize the smaller rural hospitals. If a similar
decline occurs in larger hospitals, it will be hard to continue subsidizing the smaller hospitals.

Mr. Hove addressed the question of why MSHA and WHS can’t simply affiliate rather than
merge. He said that there have been studies that show that affiliation doesn’t work if the parties
are still competitors in the same market. He said that the merger would allow the parties to focus
on things that don’t necessarily pay for themselves.

Mr. Levine said that the merger will eliminate redundant services and overhead and allow the
parties to focus on the needs of the community. He also said that the parties can’t collaborate on
referral sources when they are in competition.

Mr. Hilbert said that the financial statements of the parties report billions of dollars in assets. He
also said that VDH is having difficulty understanding why the parties can’t make investments in
the community without a merger.

Mr. Levine responded by saying that MSHA carries about $950 million in debt. He explained
that that amount of debt requires that MSHA maintain a certain level of cash flow in order to
prevent a degradation of its bond rating. He said that currently MSHA has a BBB bond rating.
However, a merger with a resulting combined balance sheet is expected to result in an
improvement in that bond rating, to an A rating.

Mr. Hove said that Wellmont Health System currently has a 1 to 1.5% operating margin. He also
said that there is currently no tangible business model to invest in population health. However,
approval of the cooperative agreement would facilitate progress in the development of such a
business model. Mr. Levine added that there is not as much free cash available within the
systems as one might think. He said that $100 million per year has to be reinvested into physical
assets.



Mr. Corrigan said that there is a lack of specificity concerning the timing and rate of such
population health investments. Mr. Levine, Mr. Eichhorn and Ms. Haltom all said that additional
information could be provided.

Dr. Levine asked if the parties could provide more specifics concerning their plans for primary
care. Mr. Hove responded by saying that the parties are developing a collective strategy, and
their plans include a focus on access to care by keeping existing facilities operating, urgent care
facilities, access to telehealth, provision of transportation, and bringing caregivers to the
individuals who need them.

Mr. Levine made reference to commitment 6, which references collaborating with local
physician groups. He said that in some places throughout the region, the local physicians are
independent and not employed by either WHS or MSHA. However, the parties can still
collaborate with independent physicians and the concept of clinical integration supports that.
Mr. Levine said that it is very hard to recruit physicians in the region. Consequently, MSHA is
attempting to grow its own physician workforce by starting new medical residency programs.
The COPA includes a commitment to develop a 10-year plan for a post-graduate training
program. He also said that MSHA was recently able to recruit a surgeon to Norton because she
is excited about the prospect of the merger. Mr. Levine also said that research collaboration and
investment with institutions of higher education in Virginia and Tennessee is important, but
which cannot be done without the merger.

Mr. Levine mentioned the COPA commitment to develop a plan for physician needs assessment
and recruitment. Mr. Hilbert asked how that plan would differ substantially, or have any greater
likely impact on the region, than the health workforce needs assessment and recruitment
activities that have been carried out separately by each of the applicants in their normal course of
business.

Mr. Hove said that WHS does not currently have an endocrinologist, but with the merger one
will be provided as part of the population health model. Mr. Levine said that when they decide
what type of physician specialty to recruit for, they prioritize based on the expected return on
investment. Certain specialties generate more revenue than others. He said that, in the current
competitive environment, WHS and MSHA try to steal each other’s physicians.

Mr. Hove said that WHS is not located in a growth market but rather in a shrinking market. He
said that it is impossible to invest dollars in a shrinking market. Specialty physicians don’t want
to come to a shrinking market.

Mr. Norris said that WHS sees potential in the merger to bring about improvements in primary
care and for inserting primary care into other environments (e.g., telehealth, urgent care centers).
He said that WHS has progressive primary care physicians.

Mr. Levine said that in Wise County, with a total of three hospitals, MSHA had two general
surgeons and WHS had one. WHS then hired an additional general surgeon, so MSHA had to
hire another one as well. Wise County now has five general surgeons, but no endocrinologist.



He also commented that Anthem has an 85% market share in the region. Consequently, Anthem
says here’s what we are paying and we are not negotiating.

Went into a proprietary discussion.
Return to non-proprietary discussion.

Ms. Anderson said that the application states building and maintaining excellent health
professionals is of the utmost importance and that Ballad will build substantial partnerships
beyond what currently exists. She asked the parties to describe the "pipeline” Ballad will build
for a healthy workforce to support the population health activities of the health care system.
Specifically:

e How will the system attract health professionals?
Where will these people come from?
What disciplines will you be attracting?
Who will your partners be?
How will the students/trainees work in the system?
Are there incentives you will offer?
Is there a best practice model on which you will be duplicating or modeling your
activities?

Mr. Levine responded by saying that most physicians want to practice in the same area where
they do their residency. He said that that the merger will help with residency slots, and improve
the parties’ ability to move residents into other hospitals for specialty rotations. Currently, it is
not easy to rotate residencies between two competing systems. He said that we have to
understand the 10-year outlook for physicians. Young people are leaving the southwest Virginia
area. He said that the merger will allow the parties to recruit locally. Mr. Hove said that we
have to make ourselves attractive to physicians through enhanced technology, research, and
electronic health records.

Mr. Keck said that the COPA will enable academic and research dollars to be invested in the
region, and will also enable the parties to work together. Concerning production of a “pipeline”
for physician development, there are various models. The COPA will provide a great
opportunity to create such a pipeline.

Dr. McFadden said that issues and concerns related to the recruitment and retention of good
physicians are not unique to rural Virginia. She also mentioned the concept of using community
care centers in rural areas. Mr. Hove said the future model for health care delivery will not be in
an institution but rather in a patient’s home and in the community. Consequently, he said that
health systems are going to have to broaden the scope of the physician training environment.

Dr. McFadden asked if the conversation has started with Virginia organizations regarding how
Ballad will proactively engage the primary care network. Mr. Hove responded by saying
“somewhat.” He said that focus groups have been put together to deliver the type of model
they’re talking about.



Mr. Levine said that MSHA’s biggest competition is posed not by WHS but rather by people
leaving the region. Rural areas are starting to eat each other up. He said that within the region,
collaborations are important and there is a deep desire to collaborate. The degree to which there
is scale is important. Mr. Levine mentioned further that in North Carolina, after 20 years of
Mission Health being under a COPA, cost is lower and quality is improved. Mr. Hove said that
the parties recognize the need for partnership with VDH going forward.

Dr. McFadden mentioned the CMS Accountable Health Communities grant recently received by
the parties. She said that it appears that the parties intend to hire seven patient navigators, who
will be located at community services boards throughout Southwest Virginia and that these
navigators will help coordinate access to services—like housing, food or mental health services—
for randomly selected beneficiaries. She asked:

e s this program specifically targeting individuals with comorbid behavioral health issues

only?
e Are you able to provide us with a copy of your grant application?

Mr. Keck responded by saying yes, in partnership with community services board (CSB) the
program will specifically be targeting individuals with comorbid behavioral health issues.
Patient navigators, who are already helping individuals address the social determinants of health,
will be located in the CSB. Mr. Keck said that they have never employed navigators that have
experience in some of these areas. He said the grant activity will result in the accumulation of
significant data, which the parties will need to decide how to best utilize in support of broader
population health improvement efforts. Mr. Keck said that the parties have reached out to
DMAS to request that they serve as a member of the grant leadership team. He also said that
they would like to have someone from the VDH Office of Health Equity serve on the leadership
team. Mr. Keck said that this is a good learning opportunity, and they want to change people’s
outcomes. The parties are looking for additional funds to hire more navigators. Mr. Levine
commented on the limitations of the grant, specifically that it is only for Medicare and Medicaid
beneficiaries but does not include the uninsured. Mr. Norris said the parties are looking for
opportunities to really bring a cross section of people together for health transformation through
the accountable care model. He said that the Accountable Health Grant is an opportunity for the
parties to work together collaboratively. He also said that the way in which patient navigation is
done will continue to improve post-merger.

Mr. Keck made some comments concerning the degree of scale necessary in order to enter into a
risk-based contract. He said that the merger would accelerate the ability of the parties to enter
into risk-based contracts. He also said that in the future, the reason that a patient is readmitted to
the hospital won’t matter. However, we don’t get paid to think of those things right now.

Dr. McFadden discussed the importance of addressing the social determinants of health, and
stated that the most significant determinants are economic in nature, related to the lack of
economic opportunity. She asked how the parties intend to address those types of determinants
by, for example, growing their consumer base.

Mr. Levine responded by saying, should the merger be approved, no one can guarantee what will
happen but without the merger, we can guarantee that it will not happen. He said that, as jobs
disappeared, the economy got worse which contributed to the mental health crisis. There aren’t



enough resources in the region to deal with the current range of issues. He said further that this is
an area where they can use collaboration with the state concerning identification of root causes
and assessment of resource gaps. Mr. Levine said that this is an area where collaboration trumps
regulation.

Dr. Levine asked how the parties know that the merger is not going to make regional economic
conditions worse as a result of post-merger employee layoffs. Mr. Levine said that the savings
will largely come out of Tennessee and Wise County. However, he cautioned that the parties are
not yet allowed to make specific plans in this regard. He said that the parties are doing enormous
pre-merger planning concerning which facilities might be repurposed. In Wise County for
example, post-merger there might be only two hospitals—rather than three—with the other
converted to some other type of health care facility. That would not result in a loss of jobs but
rather in a shift in the types of jobs.

Dr. Levine then asked why WHS and MSHA did not hire a third-party consultant to assist with
merger planning.

Entered into a proprietary discussion.
Return to non-proprietary discussion.

Mr. Bodin said that before any potential benefits of the merger can be realized the two
organizations must meld into a single effective organization. It seems to VDH that given the
importance and magnitude of that early step there has been very little done, or at least very little
shared with VDH, in terms of very specific and concreate steps to create a functional merged
entity. He asked:

e Could you address the details of this part of the process?

e What difficulties are anticipated in creating a common clinical platform and what
mechanisms are being considered to address them?

e Does the slow incremental transition to what appears to be an organization that is only
partially adopting a risk-based model of doing business set the risk-based model for
failure while encouraging continued operations under the current fee-for-service model?
What prevents that?

Entered a proprietary discussion.
Returned to non-proprietary discussion.

Mr. Stanwix said if the application for a cooperative agreement is granted, the New Health
System would have such a large scale that it would be attractive for other health systems to make
an offer to purchase. The parties have stated that there are no current plans for sale; however, if
the cooperative agreement is approved, the Commonwealth would need assurances that the
residents of Southwest Virginia would be protected if a sale occurred at any time. He asked the
applicants to address the concern of a possible sale, especially regarding the terms, conditions,
and commitments that would be part of the cooperative agreement.



Mr. Levine responded by saying that the reason they are doing this is to avoid a sale.
Furthermore, should there be a sale at some point in the future their intent would be that the
cooperative agreement would convey with any sale. Dr. Levine said that, legally, the
cooperative agreement cannot convey. Ms. Tysinger expressed agreement with Dr. Levine’s
statement. Dr. Levine said that the attorneys for the Commonwealth and the parties will discuss
that issue. Mr. Levine said that they are not going to sell or merge with someone that would not
honor the cooperative agreement.

Mr. Corrigan asked a question concerning the applicant’s commitment to establish a cap on
negotiated fixed rate adjustments of the Consumer Price Index (CPI) minus 0.25%. He noted
that the commitment fails to discuss any attempts to reduce prices in an environment where
market-based reimbursement rate adjustments are decreasing or remaining relatively constant.
He asked if the applicants intend to implement any strategies to reduce prices in this type of rate
environment.

Mr. Levine said that one year after the merger closes, rate adjustments will be lower with the
merger than without it. Mr. Eichorn said that the commitment is for a rate adjustment ceiling but
there is no floor. If rate adjustments are falling in the marketplace, Mr. Eichhorn said Ballad
would ride it down.

Mr. Hilbert asked why, given that the actual negotiated rate adjustments for both parties over the
past several years have been for much less than the CP1 minus 0.25%, the rate adjustment cap
commitment proferred by the parties was not for the CPI minus 1.0%. Ms. Haltom responded by
saying that questions concerning rate adjustments can be discussed separately with WHS and
MSHA. Mr. Levine agreed that that question should be discussed separately, and said that
existing contracts govern rate adjustments.

Mr. Corrigan asked why the applicants made a distinction between principal and non-principal
payers. Mr. Eichorn said non-principal payers, accounting for less than 2% of Ballad’s net
revenue, are more expensive to administer. Ms. Haltom concurred with Mr. Eichorn’s statement.

Mr. Levine commented further concerning the justification for the merger proposal, as opposed
to some alternative proposal involving acquisition of MSHA by an out of market entity.
Assuming that such a sale would cost the acquirer $750 million (i.e., up to seven times annual
revenues) to obtain the assets, ownership of the hospitals would turn over, MSHA would lose
600 jobs, a conversion foundation would be established but with no commitment for how those
dollars are used. He said that would be bad for the regional economy.

Dr. McFadden asked if the applicants were able to share their criteria for an electronic health
record system that would promote better population health improvement efforts. Mr. Keck
responded that they could share the criteria, at a high level, in a couple of months. He also said
that most health systems are not relying on their electronic health record systems for population
health purposes.

Mr. Hilbert said that the applicants have reported that about 70% of the primary care physicians
in the geographic service area are independent of either MSHA or WHS, and that the application
states that The New Health System intends to collaborate where possible with the independent
physician community in procompetitive arrangements to build an array of service offerings that



will be accessible throughout the region. Given that a strong primary care system is critical for
population health improvement efforts, and given that the Advisory Board indicates that Ballad’s
plans place significant reliance on the independent physicians, Mr. Hilbert asked what evidence
the applicants have that these physicians are actually on board with what Ballad wants to do, and
willing to share financial risk.

Mr. Levine responded by saying that MSHA can’t answer that question with Wellmont in the
room, as it involves proprietary information. He did say that there is interest on the part of the
independent physicians. The two issues that the independent physicians have raised is that
Ballad not intrude with the independent groups, as well as a concern that Ballad will recruit new
providers in order to put the independents out of business.

Mr. Levine said further that the application contains a lot of protections intended to mitigate the
reduction in competition. He also pointed out that there is still competition, including for health
care labor, with institutions in Kentucky.

Ms. Anderson said that the application indicates that Lee County, Virginia is in the primary
service area for the merger and yet there is very little mention of Lee County in the specifics of
the application. She asked:

e Where does Lee County fit in for services?

e What will Ballad do for Lee County if the agreement with Americore LLC dissolves?

Mr. Hove said the situation pertaining to Lee County Medical Center was a painful decision for
Wellmont. Wellmont still has physicians present in Lee County but there is no other inpatient
provider. Wellmont has remained in contact with the Lee County Hospital Authority. Progress
to re-establish an inpatient health care facility in Lee County has been slow. He acknowledged
that Ballad cannot ignore the fact that Lee County is in the market. Mr. Eichhorn added that
Ballad has committed to provide essential health care services in Lee County. Mr. Levine said
that Ballad can’t commit to a course of action if the facility is owned by someone else. But he
said that Ballad will do what it can for the facility.

Mr. Harris asked for clarification concerning Mr. Levine’s earlier statement that prior COPAs
had been focused purely on economics as opposed to population health. Mr. Levine said that he
has worked in other rural areas and was unable to get the resources to meet the challenges.
Consequently, when MSHA looked at its region, and seeing nothing on the horizon which
indicated things were going to get better, they decided to come up with a local solution focused
on improving population health. He reiterated that no other COPA, with the exception of a
COPA in West Virginia, has ever tried to do what Ballad is committing to do.

Dr. Levine asked for confirmation that the applicants are connected to ConnectVirginia. They
said that they are connected. Dr. Levine then expressed surprise at the applicant’s prior
withdrawal of their application with Tennessee.

Entered into a proprietary discussion.

Return to non-proprietary discussion.
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Dr. Levine thanked all of the participants for the dialog and for their responses to VDH’s
questions. She said that she hoped that they could see that VDH takes this very seriously, in
order to make the best decision for southwest Virginia. Dr. Levine said that she would review
the meeting notes once they are drafted, and they would subsequently be sent to the applicants
for their review in order to ensure that no proprietary information has been included. She also
asked the applicants to identify any additional critical documents that they are going to provide
to VDH based on the conversation. She appreciated the dialog and answers to the questions.
Another meeting between VDH and the applicants will probably be needed, as well as meetings
with each applicant individually concerning rates and rate caps. She said that VDH is committed
to making a decision no later than September and is moving as expeditiously as possible.

Mr. Levine said that he is grateful for the work that VDH has done. He said that the applicants
are committed to doing this the right way in order to achieve the results they all intend.
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