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2 EXECUTIVE SUMMARY

Vermont Act 187 of 2018 required the Department of Vermont Health Access (DVHA) and the
Vermont Information Technology Leaders (VITL) to submit a contingency plan to be used if they
are unable to implement the recommendations for improvements to management and functionality
of the Vermont Health Information Exchange (the VHIE)! made in the Health Information
Technology Report (required by Act 73 of 2017). DVHA contracted with Capitol Health
Associations (CHA) to develop the following contingency plan. CHA and its partners developed
a set of contingency plan options, informed by a stakeholder needs assessment and thorough
business and legal review. Collectively, the six options offer a flexible path forward. Each option
has benefits and drawbacks detailed in the plan; all but Option 6 are designed to achieve change
with minimal disruption for health care providers, health care consumers, State government, and
Vermont’s health reform initiatives.

This plan specifies the current VHIE functionality that would need to be transitioned or replaced
in the event the contingency plan is activated. It also provides a model for Health Information
Exchange (HIE) functionality and sustainability that can be used by VITL or any future VHIE
operator.

In developing plan options, CHA and their project team conducted a business and legal review,
considering VITL’s current operations including its contractual obligations, human resources
issues, and budgets. This work helped establish the level of continued investment necessary to
maintain VHIE operations with minimal disruption during any necessary transition. It also
established what elements of VITL’s current operations could be transitioned to a new operator,
and what actions would need to be taken to minimize the financial risks to a potential merger
partner or to VITL and the State.

The plan shows how each contract and license is configured, demonstrating that VITL would carry
a changing financial burden depending on the timing of any contingency plan activation. The plan
also details VITL’s tangible and intangible assets, and how they would need to be managed in the
event of a transition.

The CHA team has conducted a financial review of VITL’s business including the assumptions
and forecasts of revenue and funding, including risks, used to create the FY19 and FY20 budgets.
CHA also reviewed employee costs. These inputs were the basis for a financial model for use in
the event of contingency plan activation.

Based on these inputs, CHA developed six options for action.

! In this document CHA uses the term “VHIE” to mean the Vermont Health Information Exchange — Vermont’s
system of and infrastructure for health care related data sharing, currently operated by VITL. CHA also uses the
term “HIE,” to mean (depending on context) either the activity of sharing health care related data or a generic
system of and infrastructure for health care related data sharing.



Table 1: Contingency Plan Options Summary

Option 1 VITL merges with a private organization from outside Vermont

Option 2 An RFP process to select a new operator for the VHIE

Option 3 A selection process for (a) management or (b) operations consulting to advance VITL’s operations

Option 4 A Vermont-based entity assumes VHIE operations via a merger with VITL

Option 5 VITL operations are assumed by the State of Vermont

Option 6 VITL shuts down the VHIE in favor of stakeholder-led exchanges

These options are discussed in detail in this plan, providing decision-makers information with
information about the benefits, costs, and risks of each.

A major component of the contingency plan is an investigation of stakeholder needs. The Health
Information Technology Report earlier established the importance of the VHIE as a public asset
and the promise of health information technology. CHA’s stakeholder engagement survey adds
detail about the priority use cases that the VHIE must evolve to meet.

The stakeholder expectations and use cases discussed in this plan can be used to supplement the
HIE/HIT Steering Committee’s stakeholder engagement work whether or not this contingency
plan is activated. Should the State of Vermont (the State) and the Legislature determine a transition
is necessary, a distinct set of considerations apply: the business and legal requirements and risks
of transitioning the VHIE from VITL to another operator/partnership or consultants, or of shutting
down the current VHIE system.



3 PROJECT TEAM

3.1 CAPITOL HEALTH ASSOCIATES TEAM

The following plan was developed by a team of experienced firms consisting of Capitol Health
Associates LLC (CHA) as the primary contractor specializing in health care IT and health care
business operations; Match Point Partners LLC, a FINRA-licensed Investment Bank specializing
in institutional financing for health care concerns, corporate turnarounds, liquidation events and
sales and restructuring of assets; Benesch, Friedlander, Coplan & Aronoff LLP a law firm
specializing in health care, intellectual property, and corporate law; and Peregrine Financial
Solutions LLC, specializing in accounting and forensic accounting services.

3.1.1 Capitol Health Associates

For the past 25 years the partners in CHA have consulted on health care projects in the Federal,
Public, and Private Sectors. Throughout our careers our partners have founded and obtained
financing for successful health care companies, led a number of corporate turnaround projects and
developed cutting edge, first-of-their-kind health information technology systems that are
currently in use today by enterprise scale health institutions.

Members of our organization have served on corporate and institutional boards of directors and
advisory boards as well as management and turnaround teams in various positions such as
Chairman, Vice Chairman, CEO, President and COO, CMO, and Director of Program
Management, for companies such as Privis Health, I-Trax Health Solutions (DMX: AMEX),
Evogen, AnaViRX, InstantLabs, Merck and The Institutes of Medicine.

We have completed projects with DVHA, the Vermont State Legislature, VITL, Office of the
National Coordinator, Delaware Health Information Exchange, Northern Counties Health Care,
State of Minnesota Health Information Exchange, State of Texas, Veterans Administration,
Department Of Defense Health Affairs, Tri-Care Management Activity, Los Angeles County
Department of Health Services, US Health and Human Services, Centers for Medicaid and
Medicare, Accenture and Deloitte Consulting, and large private healthcare entities such as Johns
Hopkins, The University of Pittsburgh Medical Center, Emory Health Care, and The University of
Pennsylvania Health System. This abbreviated group of clients we have served, represents a cross
section of the largest healthcare systems in the US serving tens of millions of individuals.

3.1.2 Match Point Partners

Match Point Partners is an advisory firm providing a unique blend of value-added investment
banking, strategic, and operating services, strategic advisory, business plan development and
turnaround services to emerging middle market health care and technology firms. We have
assembled a team of experienced entrepreneurs, bankers, and operators who work together to
leverage our deep industry knowledge and experience to help each client achieve its goals. Our
team leverages its senior level strategic, operating and financial advisory expertise to tailor
creative, innovative solutions to help our clients achieve superior value. Match Point partners with
transforming companies to be a catalyst for value creation, providing a full array of investment
banking services covering all types of transactions including mergers and acquisitions, sell-side
and buy-side representations, and formation of joint ventures and strategic alliances among others.
We specialize in working as a team with all stakeholders to identify and achieve both financial and

4



non-financial objectives. The Match Point team conducts strategic reviews and planning and has
extensive experience in assisting clients in evolving situations to determine the best path forward
then executing along that path. In our Strategic Reviews, we undertake a thorough analysis of
market dynamics, competitive positioning, and opportunities for expansion to evaluate a range of
potential growth scenarios for the company. Through our in-depth strategic, financial, and industry
analyses, we work to uncover the array of intelligence needed to make the optimum choice for the
company and its stakeholders in order to help bring a client’s growth and expansion strategies to
fruition.

3.1.3 Peregrine Financial

Peregrine Financial Solutions (PFS) provides a full range of superior standard and customized
accounting and financial solutions at an exceptional value so that its clients can focus on managing
and growing their businesses. PFS provides CFO advisory support and Controller services and
specializes in forensic accounting services, including creating GAAP financial statements from
non-accounting records and assisting the federal government, accounting system automation and
accounting system data conversions.

The two founders of PFS are both Certified Public Accountants and seasoned financial executives
with over 70 years of combined experience working with technology, communications, software
development, government contracting, manufacturing, wholesale, professional services, banking
and venture capital entities. Over the last five years, PFS has provided all the accounting support
to CHA’s clients, including the state of Vermont. In addition to basic accounting and automation
of accounting processes in a cloud-based environment, this support includes invoicing the State,
reconciliations with the State, and payment of all sub-contractors and other vendors.

3.1.4 Benesch Law

Benesch is an AmLaw 200 business law firm celebrating its 80th anniversary with offices in
Cleveland, Chicago, Columbus, Hackensack, Shanghai, and Wilmington. The firm is known for
providing highly sophisticated legal services to national and international clients that include
public and private, middle-market and emerging companies, as well as private equity funds,
entrepreneurs, not-for-profit organizations, trusts and estates. Benesch’s Health Care & Life
Sciences Practice Group can offer attorneys who also have over 100 combined years of practical
experience in the health care industry. Every attorney in our Health Care & Life Sciences Practice
Group has worked in or is actively involved in some facet of the health care industry. Benesch’s
Innovations, Information Technology & Intellectual Property (3iP) Practice Group represents
clients in protecting their most valuable asset class: their intellectual capital. Whether obtaining
intellectual property (IP) rights, prosecuting infringement actions, or helping clients exploit their
IP rights, the 3iP Group has the legal training and experience to help clients get the most out of
their intellectual capital. In addition, Benesch’s 3iP Group is skilled in counseling clients with
respect to IP rights of others and in defending clients in IP actions brought against them in courts
and administrative agencies throughout the United States and internationally. We have experience
with all forms of intellectual property, including patents, copyrights, trademarks, and trade secrets.



4 INTRODUCTION AND PROJECT OVERVIEW

4.1 THE STATE OF VERMONT COMMISSIONED A CONTINGENCY PLAN FOR HIE MANAGEMENT
DVHA contracted with CHA for development of a contingency plan for the VHIE as required by
Vermont Act 187 of 2018. The contingency plan will be used if the State and VITL are unable to
implement the recommendations from the Vermont Act 73 Health information Technology report.
A memorandum from the Vermont Agency of Administration and Agency of Human Services to
the House Committee on Health Care, accompanying the Act 73 Report, described its publication
as an opportunity to re-evaluate Vermont’s HIE strategy in partnership with other stakeholders.
That ongoing process has included the development of a plan to implement the report’s
recommendations, the convening of an HIE Steering Committee, and most recently this
contingency plan. The State of Vermont has specified that the following elements be included in
the contingency plan:

e A description of the health information exchange services that would need to be replaced

e A process for determining the manner in which the services would be replaced and the
mechanism for acquiring the replacement services, such as a request for proposals

e An assessment of the State’s ownership interests in hardware systems, software systems,
applications, data, and other physical and intellectual property that would need to be
licensed to a future operator of Vermont’s health information exchange

e A plan for transitioning operations from VITL to the new operator or operators

e The impacts of the change on health care providers, health care consumers, state
government, and Vermont’s health care reform initiatives

4.2 CAPITOL HEALTH ASSOCIATES COLLECTED INPUT AND DEVELOPED OPTIONS

CHA developed a systematic approach to addressing the stated requirements of the contingency
plan and to conducting the additional business and legal reviews we think are important to a well-
informed, comprehensive plan. The resulting plan offers 6 options to meet Vermont’s data sharing
and HIE needs. Pros and cons are presented for each option, along with guidance on the planning
and implementation of each option, financial and legal considerations, and expert opinion on areas
of concern.

CHA utilized the following methodologies to complete the deliverables requested by the State:

e CHA and its partners collected input from a broad group of stakeholders to inform our
development of plan options, ensuring that the options will meet future needs of Vermont’s
citizens

e CHA and its partners investigated possibilities and developed recommendations for
meeting the data sharing and HIE needs of stakeholders

e CHA and its partners developed six options for the future management of the VHIE, in the
event a change is necessary

e CHA and its partners worked with VITL management to gather details on the business
activities, contracts, vendors, and operations of the entity, enabling us to establish an
actionable plan that creates minimal disruption during any transition that may be necessary

e CHA and its partners conducted a legal review of contracts, business operations, and
infrastructure and have provided opinions related to corporate assets and liabilities and how
assets may or may not be transferred to a new operator



e CHA and its Partners established criteria to assist the State in determining what would
constitute a fair and proper offering from prospective vendors to assume operations of
VITL and/or the VHIE platform and infrastructure

4.3 OPTIONS DEVELOPMENT PHILOSOPHY
CHA and its partners developed a set of contingency plan options, informed by a stakeholder
needs assessment and thorough business and legal review. Collectively, the six options offer a
flexible path forward. Each option has benefits and drawbacks detailed in the plan; all but Option
6 are designed to achieve change with minimal disruption for health care providers, health care
consumers, State government, and Vermont’s health reform initiatives.

This plan provides costs, timelines, and deliverables for each option. Options 1-5 can be thought
of as selection processes (selection of a new operator or consultants). The contingency plan details
the necessary steps to complete each of these selection processes. The plan also lists the steps
involved in Option 6, a shutdown of VHIE operations. VITL could continue operations with its
current budget during the Options 1-5 contingency execution.

Options 1-5 maintain planned VITL budgets. CHA considered how VHIE services and costs could
be further reduced during the selection processes, but decided against recommending such
reductions as they could devalue the VHIE and VITL, possibly reducing interest among potential
merger partners or new operators. Reduced services could also create short-term difficulties for
VHIE users that might discourage future engagement.

Ongoing operational costs (those costs after the contingency execution) are not reflected in this
analysis. Ongoing costs would likely vary depending on the option. Only a complete shutdown
would guarantee reduced spending on VHIE operations.



4.4 OPTIONS OVERVIEW
Table 2: Contingency Plan Options Overview

Option Option 1 | Option 2 | Option 3a | Option 3b | Option4 | Option5 | Option 6
Description Outside New Consulting: | Consulting: In-State State VHIE and
Merger Operator Replace Mgt. Advance Merger Assumes VITL Shut
Ops. Ops. Down
Outcome Merger RFP process | RFP process RFP process | Merger State Complete
approved completed completed completed approved and | assumes all | shut-down of
and legal and new and mgt. and legal VITL assets, | VITL
documents | vendor consultants consultants | documents liabilities,
signed. selected. selected. selected. signed. and
operations.
Contingency
Execution 6-12 18 -24 8-12 6-9 4-8 8-15 3-6
Time Frame
Complexity Moderate High Moderate Low Moderate High Moderate
Risk Level Low Moderate High High Moderate High High
Desirability
Ranking 1t 2nd 5th 6th 3rd 4th 7th
Impact on Major
Expenditures None None None None None None reduced
and EXiSting Services
Services
gae\tliﬁgjtogr (8300.000) | (6450,000) - | ($200,000)- | ($150,000) - | ($200,000)- | ($200,000)- | $267,000 -
. ($600,000) ($300,000) ($225,000) ($400,000) ($375,000) | ($1,376,000)
Option (8600,000) | ™) (@ (@) (@) (@) (b)
() =cost @
(a) For options 1 - 5, these are the estimated incremental costs required to provide each deliverable. These
costs include fees paid to Investment Bankers, Project Managers, Attorneys and Accountants.
(b) For option 6, these are the estimated reduced service mode savings, less incremental costs described in
footnote (a), one-time severance payments, potential contract/license termination fees, and rent liability. This
is the only option with potential reduced service mode net savings (of $267,000) being forecast during the
option period in a best-case scenario without any contract/license termination fees or rent liability. The
worst-case scenario of ($1,376,000) net cost assumes maximum contract/license termination fees and rent
liability. PLEASE SEE 15.4 APPENDIX D: OPTIONS TABLE FOR MORE DETAIL.
Next Steps Merged Selected Selected Selected In-State State Marketplace
After company organization | consultants consultants | merge develops determines
Contingency | develops develops begin work begin work | organization | budget and HIE services
is Executed budget and | budget and with VITL to | with VITL develops commences | and data
commences | commences | replace mgt. to develop budget and operations. sharing
operations. | operations. plan for commences mechanisms.
advancing operations. Potential
operations. bridge service
developed.




4.5 IMPACT OF PLAN OPTIONS DURING CONTINGENCY EXECUTION
Five of the six options presented in this plan have been crafted to deliver processes that keep VHIE
operations stable during the selection of a new operator/partnership or consultants. The CHA team
worked directly with VITL management to establish the core components and personnel required
to keep the exchange functioning. The sixth option is disruptive by definition. Impacts of all
options are previewed below.

4.5.1 Impact for Options 1, 2, 33, 3b, 4, and 5
e Users do not experience service interruptions
e VITL would maintain the current budget
e VITL operations are focused primarily on the core VHIE services
e New development work is curtailed during Contingency execution
e Any changes to business operations would come as a result of decisions made by the new
operator/partnership

4.5.2 Impact for Option 6

e Major disruption to existing VHIE customers

e Basic technical functions stop, including lab delivery, automated immunization registry
updates

e Data aggregation functions end, data stops flowing.

e Significant portion of the health data exchange infrastructure within Vermont’s healthcare
system ceases to exist

e Several functions including lab delivery, automated updates to the immunization registry,
point of care portal, data sharing, and data aggregation would need to move to the local
level

4.6 VHIE CoRE CAPABILITIES

If the contingency plan is activated, the future VHIE operator (whether entirely new, a merged
entity, or VITL with consultant support) must have a deep understanding of effective health
information exchange generally and the core capabilities of the VHIE specifically. They must be
prepared to work closely with the State of Vermont and VHIE users, participating in the emerging
HIE/HIT governance process. The operator will execute the VHIE plan developed by this
governance body, delivering a high-functioning HIE solution that serves the priority use cases of
Vermont providers, patients, health care organizations, and other stakeholders. A discussion of the
essentials for effective data sharing and information exchange, based on national best practice and
Vermont stakeholder input, is presented in Section 15.

The stakeholder input collected to inform this plan is presented in summary in Section 15 and in
detail in the Appendix. Stakeholders indicated that they are continuing to rely on traditional
methods of communication — like fax and phone — for exchanging patient information with other
health care and community providers, and that they would prefer direct exchange of information
with hospitals and ambulatory care providers. The strongest preference was for connection to a
network that provides routine integration of patient data into their own data systems. Stakeholders
widely recognize the value of accessing patient data not already in their own data systems but are
less convinced that their organization has a business case for sharing its own data. The HIE/HIT



planning process, and any future VHIE operator, will need to design a system in which
stakeholders find value in both data use and data sharing.

Section 15.8 of this report describes the health information exchange services that would need to
be transitioned or replaced in the event the contingency plan is activated. A table in this section
lists the core technical capabilities of a high functioning HIE system, describes current state of
VHIE technical capabilities, what if any gap exists, and what progress VITL has made in 2018 to
close gaps.

This contingency plan begins with options for transitioning VHIE services to a new operator or
new management should that be necessary, discusses the necessary business and legal
considerations of such a change, and concludes with an overview of the essentials of effective HIE,
VHIE current state and progress, and new stakeholder input that can be used by any future operator.
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5 CONTINGENCY PLAN OPTIONS

5.1 THE CONTINGENCY PLAN OPTIONS OVERVIEW
This plan presents six options for the State of Vermont to consider. To inform these options the
CHA team conducted due diligence on VITL corporate operations, assets, liabilities, contractual
obligations, and intellectual property. In addition, CHA has examined VITL corporate finances to
inform the options.

The options are presented in Error! Reference source not found..

Table 3: Contingency Plan Options Summary

Option 1 VITL merges with a private organization from outside Vermont

Option 2 An RFP process to select a new operator for the VHIE

Option 3 A selection process for (a) management or (b) operations consulting to advance VITL’s operations

Option 4 A Vermont-based entity assumes VHIE operations via a merger with VITL

Option 5 VITL operations are assumed by the State of Vermont

Option 6 VITL shuts down the VHIE in favor of stakeholder-led exchanges

The CHA team did consider a seventh option, the sale of VITL to another corporation or entity,
however during our due diligence process and supported by the preceding valuation statement, we
concluded that there were limited tangible and intangible business assets to support an acquisition
of the corporation by another company. There are two main reasons for this conclusion.

First, VITL and the VHIE currently do not and are not projected to generate any positive cash flow
and there is only one revenue generating contract, with OneCare VVermont, which does not supply
enough cash to sustain company operations. The funding of VHIE operations is not stable as the
HIT fund — a main source of VITL’s funding from the State - must be reauthorized by the
legislature at short-term intervals, creating a sustainability risk. Therefore, it is highly doubtful that
any corporation would pay to acquire VITL.

Second, VITL contracts a majority of the VHIE operations to Medicity which owns the core
component of the exchange, leaving no tangible asset for VITL to sell. The other major
components that VITL developed to support HIE operations are works for hire and supplemental
components of the VHIE are also licensed from outside suppliers. Based on contractual
restrictions, VITL does not have the right to aggregate, deidentify, and sell the healthcare data set
accumulated over the years of operations. Typically, companies work to gain the right to sell
deidentified data sets which can produce significant income and create a tangible asset for the
company.
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5.2 SUCCESS IS DEPENDENT ON CONTINUED FUNDING
The contingency plan options, except Option 6, envision a future in which VHIE operations
continue. Those operations depend on continued funding. At this time, a majority of VHIE
activities are funded by the HIT Fund which is set to expire July 1, 2019. The success of any
chosen contingency plan option depends on the
presence of a stable funding mechanism. Such a

funding mechanism should be in place prior 0 Tpe g ccess of any chosen contingency

executing on any of the Options in this plan, with plan option depends on the presence of
an expectation that it will continue for aminimum  ; <i5p)e funding mechanism.

of two to three years, depending on the option
chosen. For all Options a five-year funding
guarantee would be preferable.

Some successful state HIEs have different funding models, for instance some generate most of
their revenue from fees charged to users and recipients of data and services. A different business
model for the VHIE and transition away from the HIT Fund model is possible in the long term,
but a transition to a new model would need to happen in such a way that there is no gap in funding
that could result in a reduction of VHIE services or VHIE performance and therefore VHIE value.
Any change to the funding model would need to take place after the successful completion of the
selected contingency plan option, should the plan be activated.

If the contingency plan is activated, it is essential that funding for the VHIE remain at such a
level that the value of the VHIE not be diminished during the transition period. Option 1 and
Option 4 are particularly susceptible to unstable funding as these options require the acquiring
company to make a significant investment and take a sizable risk in assuming the liabilities of
VITL. Such an investment and assumption of risk are unlikely without a guarantee of continued
financial support for the VHIE, by the State, through the transition period and probably for several
years afterwards.

Each year since 2014, VITL has required approximately $5.0 to $7.0 million before state and
federal grants and contracts to operate the VHIE. For each of the fiscal years 2018 and 2019, VITL
is expected to require approximately $5.0 million. Therefore, if the Contingency Plan is activated
and the State and VITL choose the option of finding a partner to merge with VITL and take over
VHIE operations, any partner is going to require a commitment from the State of Vermont for
ongoing funding of the VHIE or the ability to modify the pricing and costs of VHIE services to
VHIE users, or a combination of both. For the fiscal year 2020, the State of Vermont has
committed $4.5 million in funding. VITL has prepared for this decrease in revenue through 2020.
Beyond 2020, if operational costs are not decreased to match revenues, implementation of
contingency options will be confronted with this financial deficit.

In order to execute a majority of the options we believe the Legislature and/or the State and/or the
healthcare community will need to develop a stable funding source for a minimum of two years
for Options 2, 3, and 5 or a minimum of three years for Options 1 and 4. To be successful, all of
the options will require continued funding to make them attractive and worthwhile to the
contemplated operators. Even Option 6, shutting down the VHIE, would require some continued
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funding if the state were to provide a public data utility for use by local exchanges, and possibly
to provide grants to support development of local exchanges.
If the State intends to move away from the HIT Fund as the

CHA'’s models show that in all primary source of funds for the VHIE, the Legislature and the
cases VITL will require funding to  Administration would need to establish a firm funding plan to
continue operations while a permit enough time to conceive and execute a new business
transition takes place. Funding and revenue model for VHIE operations. In addition, as
would also be necessary for the CHA'’s models depict, in all cases VITL will require funding
implementation cost of the to continue operations while a transition takes place. Funding

selected contingency plan option.  would also be necessary for the implementation cost of the
selected contingency plan option.

5.3 ADJUSTMENT OF VITL OPERATIONS DURING CONTINGENCY PLAN EXECUTION
CHA and VITL have jointly explored opportunities for reducing the cost of VITL operations
during any transition that may be necessary. Initially, that exploration produced a model that
would greatly reduce operating costs but would also strip away services and reduce performance,
negatively impacting customers and damaging the business for future owners/operators.
A subsequent exploration produced the model presented here, whereby VITL continues to
operate the VHIE through the transition period, keeping VHIE operations in a stable state but
restricting new work and non-essential activities in order to maintain or reduce total spending
while creating minimal disruption for the current customers of the VHIE.

The current budget is lean, with $900,000 in costs stripped out as compared to fiscal year 2017
actual results. In Options 1, 2, 3a, 3b, 4 and 5 VITL would continue to operate with these
resources. Also, as noted previously, for the fiscal year 2020, the State of Vermont has
committed $4.5 million in funding versus $5.0 million in 2019.

In Option 6, VITL would go into a major reduced services mode, which would result in
$209,000 per month in savings for 3-6 months until it shuts down. Severance includes $141,000
paid out immediately and an additional $71,000 paid out when the final employees are
terminated. As above, CHA consulted VITL to create this budget and severance was based on
one month of salary and payroll tax.

5.4  FINANCIAL CONSIDERATIONS: INCREMENTAL COSTS PER OPTION

A financial model has been created to quantify and compare the incremental costs of each option
to secure a new VHIE operator, and an estimated savings from reduction of services. These
incremental costs include fees paid to investment bankers, attorneys, consultants, project
managers and accountants, as well as severance paid to terminated employees and fees
associated with contract or license terminations. All costs are estimates based on the best
information available at the time. The incremental costs are given in the “Financial
Considerations” section of each option.
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Table 4: Contingency Plan Options and Incremental Costs

Option Option 1 | Option 2 | Option 3a | Option 3b | Option4 | Option5 | Option 6
Description Outside New Consulting: | Consulting: In-State State VHIE and
Merger Operator | Replace Mgt. Advance Merger Assumes VITL Shut
Ops. Ops. Down
Outcome Merger RFP process | RFP process | RFP process | Merger State Complete
approved completed completed completed approved and | assumes all | shut-down of
and legal and new and mgt. and legal VITL assets, | VITL
documents | vendor consultants consultants | documents liabilities,
signed. selected. selected. selected. signed. and
operations.
Contingency
Execution 6-12 18 -24 8-12 6-9 4-8 8-15 3-6
Timeframe
Complexity Moderate High Moderate Low Moderate High Moderate
Risk Level Low Moderate High High Moderate High High
Desirability
Ranking 18 2nd 5th 6th 3rd 4th 7th
Impact on Major
Expenditures None None None None None None reduced
and EXiSting Services
Services
gae\tigg:to?r ($30(3’000) ($450,000) - | ($200,000) - | ($150,000) - | ($200,000) - | ($200,000) - $267,000 -
. ($600,000) ($300,000) ($225,000) ($400,000) ($375,000) | ($1,376,000)
Option ($600,000) (@) (@) @) @ @ (b)
() =cost @
(a) For options 1 - 5, these are the estimated incremental costs required to provide each deliverable. These
costs include fees paid to Investment Bankers, Project Managers, Attorneys and Accountants.
(b) For option 6, these are the estimated reduced service mode savings, less incremental costs described in
footnote (a), one-time severance payments, potential contract/license termination fees, and rent liability. This
is the only option with potential reduced service mode net savings (of $267,000) being forecast during the
option period in a best-case scenario without any contract/license termination fees or rent liability. The
worst-case scenario of ($1,376,000) net cost assumes maximum contract/license termination fees and rent
liability. PLEASE SEE 15.4 APPENDIX D: OPTIONS TABLE FOR MORE DETAIL.
Next Steps Merged Selected Selected Selected In-State State Marketplace
After company organization | consultants consultants merge develops determines
Contingency | develops develops begin work begin work | organization budget and HIE services
is Executed budget and | budget and with VITL to | with VITL develops commences | and data
commences | commences | replace mgt. to develop budget and operations. sharing
operations. | operations. plan for commences mechanisms.
advancing operations. Potential
operations. bridge service
developed.
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5.5 CONTINGENCY PLAN AND OPTION RISKS

Table 5: Risks That Apply to All Plan Options

General Risks Initiating major change is inherently risky

Transition costs will be higher than current VITL operational costs

Several unknown issues exist in any transition

The outcome of any transaction is unknown

The behavior of any new operator is unknown

Risks Associated with Expiration and renewal terms of current contracts and licenses vary and can
Existing Contracts cause financial risk

and Leases The transfer of contracts and licenses require approval by 3rd parties

A property lease exists (details below)

The disposition of the leased property presents a financial risk

Table 6: Risks by Option

Option 1 Moderate Complexity

6 months to 1-year to complete a transaction

Dependent on finding a suitable merger partner

No guarantee that a transaction will be completed

New operator may require significant changes in VHIE operating platform
Lease is a financial risk

Stable funding is required

New operator may change the funding model

Additional costs for intermediary

VITL merges with a
private organization
from outside Vermont

Option 2 Complex Process

18 months to 2-years to complete the process

VITL required to transfer all operational components of the VHIE to the State
VITL must deal with certain licenses and contracts that may not transfer
Lease is a financial risk

Stable funding is required

New operator may change the funding model

State contracting processes can be lengthy

State history in managing complex IT contracts

Entire process must be redone at certain intervals

Open competition can be an operational risk in out years

New operator may require significant changes in VHIE operating platform

RFP process to select a
new operator for the
VHIE

Option 3a

Moderate Complexity

Significant cost increase for executive leadership

8 months to 1-year to complete the RFP process
Dependent on finding a suitable consulting firm

New operator may change the funding model

Stable funding is required

State contracting processes can be lengthy

Entire process must be redone at certain intervals

Open competition can be an operational risk in out years

Selection process for
consulting to replace
current management
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Option 3b

Selection process for
operations consulting
to advance VITL's
operations

Option 4
A Vermont-based entity
assumes VHIE

operations via a merger
with VITL

Option 5

VHIE operations are
assumed by the State of
Vermont

Option 6

VITL shuts down the
VHIE in favor of
stakeholder-led
exchanges

Low Complexity

May not resolve issues that caused the contingency plan to be enacted

6 to 9 Months to complete the RFP process

Increased operational cost

Dependent on finding a suitable consulting firm

New management may change the funding model

Moderate Complexity

4 to 8 months to complete a transaction

No guarantee that a transaction will be completed

Political and territorial issues may arise

Entity may not independently represent the best interests of all stakeholders
Short list of possible merger partners

New operator may change the funding model

Dependent on finding a suitable organization within the state to merge with
Lease is a financial risk

Stable funding is required

Operator may change funding model

Risk that the new operator lacks capabilities to successfully operate the VHIE

Complex Process

8 to 15 months for the transition to complete

VITL required to transfer all operational components of the VHIE to the State
VITL must deal with certain licenses and contracts that may not transfer
Political issues may arise

Big brother issue may arise

State will have to hire additional people to run the VHIE

Lease is a financial risk

Stable funding is required

Risk that the new operator lacks capabilities to successfully operate the VHIE
Moderate Complexity

High disruption factor

3 to 6 months to complete a shutdown

VITL would have to be completely shut down

Lingering financial and legal ramifications may arise for contracts, licenses
and lease

Some health service areas may not develop exchange capabilities
Immediate funding for health service areas does not exist

Turf battles may arise

State may need to operate some portions of the existing VHIE infrastructure
as a public service

Stakeholder-led exchanges will take time and money.
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6 BUSINESS, FINANCE, AND LEGAL REVIEW

CHA has conducted a thorough analysis of VHIE operations to establish options for transition
based on takeover and improvement of the existing infrastructure vs. wholesale replacement of the
current VHIE.

CHA along with other members of the team have investigated and are presenting six courses of
action and requirements relating to the transition of VHIE operations from VITL to a new operator.
The following section provides detail on the findings from the business and legal reviews that
informed the options provided and highlights areas of risk pertaining to financial and contractual
responsibilities.

While reading the following section it is important to know that:

e CHA was tasked to determine if there is Intellectual Property owned by VITL that would
constitute an intangible asset of value that may be sold or may be required to be transferred
to another entity.

e CHA in development of the options needed to make certain valuation statements
concerning the fair market value of VITL as a business.

o These tasks and CHA’s statements concerning them recognize the fact that VITL
has established an HIE infrastructure that has qualitative and operational value to
the State of Vermont and its healthcare community and that this infrastructure was
conceived as a work for hire and therefore ultimately controlled by the State of
Vermont and therefore not an intangible asset owned by VITL

o Over many years, the State of Vermont has invested in a VHIE infrastructure that
can be reused and leveraged but is not saleable

e This plan provides costs and timelines for implementing each option. It does not
provide costs for VHIE operations once a new operator is in place. There is no basis
for CHA to create such forward-looking statements. Although the long-term success
of the VHIE following implementation of any of these options cannot be predicted with
any certainty, the fiscal year 2019 approved budget provided by VITL is being used as
the baseline for all revenues, costs and services. Any variances from this budget have
been quantified when calculating the estimated cost or savings of each option’s
deliverable.

6.1 BUSINESS VALUATION STATEMENT

In developing the contingency plan options, it is necessary to ascertain the potential value of HIE
to the State, and the value of the VITL organization. This includes consideration of the value of
HIE activities and the VITL organization to the State and the healthcare entities that receive
services from VITL. It also includes the value of VITL as a commercial entity should it be
necessary to find a merger partner. In the context of any business, value is generally defined
quantitatively, by referring to financial metrics such as revenues, costs, and earnings. However,
because HIE is an essential service for healthcare entities in Vermont, and VITL’s goal is not
simply to seek profits as commercial businesses do but rather to deliver a public service to its
stakeholders, we must analyze qualitative value in addition to quantitative value.
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Quantitative value was an important consideration in contingency plan development, because it
will be important to any potential merger partner. Potential merger partners will also calculate the
quantitative value of VITL to determine what if any consideration they would pay for VITL assets
in a merger. They will also assess the cash flow derived from the operation of the VHIE on a
historic and projected basis to determine whether they can make a financial profit (in the case of a
for-profit corporation) or at least break even from operating the VHIE (in the case of a not-for-
profit corporation).

Accordingly, as a key part of its review, CHA and its partners examined the business, vision,
investment, cash flow, operations and impact, both now and in the future, of the VHIE. The State
is committed to providing the best healthcare services for its residents, and this requires effective
HIE. Data sharing is essential to many State initiatives in the healthcare arena. The state has, over
the years, made significant investment in the VHIE. With these fact in mind, it becomes clear that
the VHIE is of essential importance to the State, its residents and healthcare providers. Thus, on a
qualitative value basis, the VHIE is a valuable asset to the State and its constituents and its services
should be continued.

To ascertain quantitative value, in the traditional business sense, CHA and its partners utilized
standard commercial investment banking practices to analyze the financial performance of VITL
both historically and as projected for the future and reviewed the recent and current budgets to
determine its cash flow. This analysis yields a conclusion that there is very little if any current
commercial quantitative value in VITL due primarily to the substantial amount of state and federal
grants and contracts required to break-even and the lack of tangible assets. Specifically, to break-
even on a net operating basis, VITL has or would have required state and federal grants or contracts
of $6.8 million, $6.9 million, $5.2 million, and $5.5 million for the years 2014, 2015, 2016, and
2017, respectively. VITL management projects state and federal grants and contracts of
approximately $5.0 million being required for each of the fiscal years 2018 and 2019 to break-
even on a net operating basis.

Each year since 2014, VITL has required cash from state and federal grants of approximately $5.0
to $7.0 million to operate the VHIE. For each of the fiscal years 2018 and 2019, the amount
required from state and federal grants and contracts is expected to be approximately $5.0 million.
Therefore, if the Contingency Plan is activated and the State and VITL choose the option of finding
a partner to merge with VITL and take over VHIE operations, any partner is going to require a
commitment from the State of Vermont to ongoing funding of the VHIE or the ability to modify
the pricing and costs of VHIE services to VHIE users, or a combination of both. For the fiscal year
2020, the State of Vermont has only committed $4.5 million in funding. This $500k reduction
from 2019 presents an additional risk for any potential owner or operator of the VHIE, for any of
the contingency plans. Another significant factor affecting the commercial value of VITL is that
there are limited business assets to support a positive valuation of the corporation. VITL contracts
a majority of the VHIE operations to Medicity which owns the core component of the exchange,
leaving no tangible asset for VITL to sell. In addition, other major components that VITL
developed to support HIE operations are works for hire and supplemental components of the VHIE
are licensed from outside suppliers. Furthermore, based on contractual restrictions VITL does not
have the right to aggregate, deidentify, and sell the healthcare data set accumulated over the years
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of operations. Typically, companies work to gain the right to sell deidentified data sets which can
produce significant income and create a tangible asset for the company.

In summary, while the qualitative value of HIE activities and the VHIE system to the state of
Vermont is huge, the quantitative value of the organization VITL to potential merger partners
IS near zero without substantial funding commitments from the state and/or increased pricing
flexibility.

6.2 BUSINESS AND LEGAL REVIEW
CHA reviewed VITL’s contractual obligations, human resource issues, operations, and budgets
and documented important considerations, to inform the contingency plan options and guide the
entities involved in any transition of VHIE operations that may be necessary.

6.2.1 Contracts and Licenses

VITL has a number of contractual obligations that will need to be addressed in the event the
contingency plan needs to be implemented. How these obligations are handled depends on which
option is selected. Specifically, Options 2 and 6 will need special consideration by the State, VITL
Management, and the VITL Board of Directors (BOD) regarding how these items are addressed
as financial risks exist for a number of contracted items and the lease at Chase Mill. These items
would not necessarily be assumed or transferred in the execution of these options. In Options 1
and 4 the assets and liabilities of VITL would transfer to the acquiring entity and become their
responsibility to address as they see fit, however any action that can be taken to reduce the risk for
a merger partner is desirable.

As shown in the “VITL Software License” in the Appendix, a majority of the contracts and licenses
may only be terminated early in the event of bankruptcy or breach of contract. Many of them carry
an auto renewal policy with the ability to opt out anywhere between 30 and 90 days prior to the
auto renewal. In the event notice is not given in the time allotted the contract will automatically
renew and VITL is liable for the entire amount due.

Of the 31 vendors the contacts of largest value related directly to VHIE operations are Medicity,
TechVault, SalesForce, Rhapsody and Health Language with a total yearly expenditure of
$1,214,529. Licensed technologies that are not related directly to VHIE operations carry a total
expenditure of $103,339 per year. These items are primarily based on yearly renewals with varying
expiration dates which translates to a changing financial burden depending on the timeframe
associated with each option.

6.2.2 ACO Contract

VTIL entered into an agreement in 2015 to supply HIE based services to OneCare Vermont (OCV).
The contract was extended for 2016 through December 31 2018. The contract with OCV carries
an approximate value of $1mm per year and is the only commercial contract of consequence VITL
has at the current time. We assume that the contract will be renewed for another 2-year period
creating a total value of ~$2mm by 2020.

VITL has during this contract established a working data environment for OCV in the form of a
DataMart. This infrastructure will need to be conveyed to the State in Option 2 and 5. In Options
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1 and 4 it will transfer as part of the merger to the new operator. The contract may only be assigned
to another party by written consent of OCV. There is no specific language that permits the
agreement to convey with the merger or sale of the company. Therefore, prior to any transaction,
merger or otherwise VITL will need to obtain consent from OCV to transfer this agreement to a
new operator or to the State.

The contract contains no language that addresses intellectual property. This means that any IP
created under this contract remains the property of VITL and if any such IP was developed VTIL
will need to convey those rights to the State or to a new operator depending on the Option selected.

6.2.3 Office Space Lease

At the time of this writing the Chase Mill lease was being renegotiated by VITL management in
an effort to reduce the size of the leased space thereby reducing the cost. The current leased space
measures 11,051 square feet at a cost of $158,369.28 per year, at a rate of $13,197.44 per month,
plus triple net expenses of $40,005.36 per year. The lease is set to expire on June 30", 2019.

A triple net lease (triple-net or NNN) is a lease agreement on a property where the tenant or lessee
agrees to pay all real estate taxes, building insurance, and maintenance (the three "nets") on the
property in addition to any normal fees that are expected under the agreement (rent, utilities, etc.).

The tenant is required to give 180 days’ notice of intent to renew prior to the expiration of the lease
which carries a term of 5 years, the deadline for this notice is December 1, 2018. VITL is working
with the landlord to reduce the overall footprint of the space down to 8,000 square feet reducing
the monthly exposure to $9,958.14 plus triple net expenses of $2,424.57. Issues we have identified
are as follows:
e The lease amendment is contingent on the landlord acquiring a new tenant for the planned
vacated space
e The landlord has control of the process. We feel this is a risk as the landlord while possibly
making a good faith effort has no true motivation to act
e VITL is not permitted to sublet the space. This restricts VITL’s ability to act in their own
best interest
e If no tenant is signed the current lease stays in effect until the end of the term
e If atenant is signed the lease will still expire on June 30, 2019
If a new tenant is not found CHA assumes VITL will not renew its current lease for the five-year
extension, rather it will renegotiate a new lease for the reduced space. If a new tenant is found,
CHA assumes that in December a new amendment will be written to accommodate the next
extension. If that extension is written to the letter of the lease another five-year cycle will begin
creating a financial obligation of approximately $775,860.00 plus (depending on time frame) any
rent escalation, triple net, and maintenance expenses. In the latter case CHA further assumes that
VITL will work to negotiate a shorter term for the extension.

Lease termination is complex. This lease in particular has language in General Conditions,

Paragraph 12, that attempt to add additional fees and conditions in the event of a breach, default,
or bankruptcy, creating high financial exposure.
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The aforementioned items should be of special interest as they have the potential to create a
financial burden of well over one million dollars.

6.2.4 Intellectual Property Review

This Section of the Contingency Plan will assess VITL’s ownership interest in intellectual property
and other assets used in its business operations including the operation of the VHIE and, to the
extent that VITL licenses or leases any intellectual property or other assets, determine whether
such assets are assignable to another entity, i.e., an entity that may in the future assume operation
of the VHIE (“Future VHIE Operator”). Furthermore, recommendations are provided in regard to
what intellectual property and other assets should be assigned by VITL to a Future VHIE Operator.
The analysis provided herein is based exclusively upon the information and materials that have
been provided to us and assumes the completeness and accuracy of such information and materials.

Research into the ownership of the assets in question is complete for the information that was
provided for review. The determination of the ownership of some assets, and the ability of VITL
to assign any rights it may have in some of the assets, can only be determined after an assessment
of documentation and contractual agreements executed by VITL and third-party vendors that were
not provided for review within the scope of this analysis. As such, the analysis as presented may
warrant modification upon evaluation of the documentation that was not provided. Where
applicable, a lack of documentation and information has been noted in the text and footnotes of
this analysis.

6.2.5 Assessment of Ownership Interests in and Assignability of Intellectual Property and Other
Assets
The following will discuss the ownership and/or assignment rights of VITL assets and intellectual
property. The VITL assets and intellectual property can be categorized into three distinct groups:
1. Tangible assets consisting of various hardware, equipment, and furniture used by VITL in
furtherance of its business operations (“VITL Tangible Assets”)
2. Software licenses for software VITL uses in furtherance of its business operations, and
intellectual property
3. Data VITL maintains consisting of the Protected Health Information (PHI) collected in
conjunction with the operation of the VHIE (“VITL Data™)
A detailed description of all VITL’s assets and software licenses is provided in Section 14. VITL
has an ownership interest in its tangible assets. The majority of VITL’s software is licensed from
third party vendors and not owned by VITL. No software license is included on the VITL balance
sheet.

Much of the software VITL uses can be procured on the open market by a Future VHIE Operator
(it is mostly standard off-the-shelf software) and therefore, there is no need to license or assign it
from VITL to a Future VHIE Operator unless the remaining term of the license presents a financial
burden for the state to exit prematurely.

VITL may have an ownership interest in certain Intellectual Property (IP) based upon the
circumstances inherent in the development of such IP. The documentation that CHA has been
provided is not entirely clear with respect to the chain of title to this IP. Also, VITL is unclear
under which contract or grant IP ownership may have been created and, if created, what the correct
chain of title would be for such IP. CHA believes that further investigation would not conclusively
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resolve the question. The team has concluded that if such ownership in IP were created, and if the
IP is required for the operation of the VHIE, then this IP must be licensed by or assigned to a
Future VHIE Operator.

With regard to VITL Data, there is nothing in the materials that CHA has been provided for review
which would confer ownership in VITL with respect to the VITL Data. The ownership of VITL
Data remains with the Health Care Organizations (“HCOs”) that use the VHIE, with the
individuals from whom the VITL Data was collected by such HCOs, or with the State if it
contributed any VITL data. Accordingly, a Future VHIE Operator will need to enter into
agreements with HCOs contributing data to the VHIE in order to access and utilize the VITL Data
contributed to the VHIE by such HCOs.

The detailed discussion of VITL assets and IP is presented in Section 3.

6.3 FINANCIAL REVIEW

6.3.1 Budget Review

The team has gained a full understanding of the assumptions and forecasts of revenue and funding,
including risks, used to create the FY19 and F20 budgets. This section offers comparisons of the
proposed budget to historical performance for an understanding of a