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ST..['E OF CONNECTICU {
OFFICE OF HEALTH CARE ACCESS

CRISTINE A. VOGEL
GOVERNOR COMMISSIONER

December 11, 2006

Mr. Glenn Elia

Chief Executive Officer

Connecticut Orthopaedic Specialists, P.C.
2408 Whitney Avenue

Hamden, CT 06518

RE: A pending Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition and operation of an MRI unit at 84 North Main Street in Branford
Connecticut Orthopaedic Specialists, P.C.

Dear Mr. Elia:

It has come to the attention of the Office of Health Care Access (“OHCA”) that Connecticut
Orthopaedic Specialists, P.C. (“COS”) has recently acquired and commenced operation of an
MRI unit at its practice location at 84 North Main Street in Branford. On COS’s website
(www.ct-ortho.com) it lists MRI services at the Hamden location (see CON determination filed undex
Report Number 04-30288-DTR) and at the Branford location. There is no Certificate of Need
(“CON") or CON Determination filing regarding the Branford acquisition. OHCA further
understands that this MRI may have only commenced operation in the fall of 2006. As such,
OHCA is commencing this CON determination inquiry under Report Number 06-30881-DTR m
order to gather pertinent information and documentation regarding this MRI acquisition.

Please note that Public Act No. 05-93, An Act Concerning the Capital Expenditure Threshold
for the Regulation of Equipment Acquisition, allows the following: “(c) Each health care
facility, institution or provider that proposes to purchase, lease or accept donation of a ...
MRI scanner ... shall be exempt from certificate of need review pursuant to sections 19a-638
and 19a-639, as amended by this act, if such facility, institution or provider (1) provides to
the office satisfactory evidence that it purchased or leased such equipment for under four
hundred thousand dollars on or before July 1, 2005...”

This was subsequently amended by Public Act No, 06-28, An Act Concerning Certificate of
Need Capital Expenditure Thresholds to further allow the following: “(c) Each health care
facility, institution or provider that proposes to purchase, lease or accept donation of a ... MRI
scanner ... shall be exempt from certificate of need review ... if such facility, institution or
provider (1) provides to the office satisfactory evidence that it purchased or leased such
equipment for under four hundred thousand dollars on or before July 1, 2005, and such
equipment was in_operation on or before July 1, 2006...”

An Equal Opportunity Employer
410 Capitol Avenue, MS #13HCA, P.O. Box 340308, Hartford, Connecticut 06134-0308
Telephone: (860) 418-7001 « Toll free (B00) 797-9688
Fax: (B60) 418-7053
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As a result of the above, OHCA is requiring documentation and information regarding this
matter as follows:

1. Is COS providing/offering MRI services at its 84 North Main Street location in Branford?

2. What legal entity bills for and collects revenue for these MRI services? What legal entity
charges the technical vs. the professional fees for these MRI services?

3. Did COS hire a radiologist to read these MRI scans or did COS enter into a contractual
arrangement for an independent radiologist(s) to read/interpret the scans? Please file a
copy of either the hiring contract or the independent contractor agreement.

4. Provide evidence that the MRI that is in operation at 84 North Main Street in Branford
was acquired by COS on or before July 1, 2005. OHCA considers the following to be
relevant evidence of acquisition: invoices, cancelled checks for the equipment, lease
agreements for the equipment, accepted price quotes and down payments. OHCA will
also consider any other evidence you wish to submit in support of your contention that
the MRI unit was acquired on or before July 1, 2005.

5. Provide evidence that the MRI that is in operation at 84 North Main Street in Branford
was placed in operation on or before July 1, 2006. OHCA considers the following to be
relevant evidence of being in operation: copies of patient bills {redacted of any patient
confidential information) and insurance claim forms. OHCA will also consider any other
evidence you wish to submit in support of your contention that the MRI unit was in
operation on or before July 1, 2006.

6. Ifitis COS’ contention that this MRI unit was acquired prior to July 1, 2005 and in
operation prior to July 1, 2006, please provide evidence of any and all capital costs and
expenditures related to the acquisition and start up of this unit (purchase or lease

~agreement) and any associated costs (renovations, new construction, associated
equipment/furnishings, capitalized training costs or maintenance contracts, etc.)

Please file a response to the above CON determination inquiry by December 18, 2006,
Please file an original and three copies of your response document and repeat the above
inquiry questions prior to the response to each. Be sure to paginate your submission in its
entirety including any attachments. Please contact me at (860) 418-7041 if you have any
questions regarding the above.

Sincerely,

orur Rebrts

Karen Roberts
Compliance Officer



PARRETT, PORTO, PARESE & COLWELL

PROFESSIONAL CORPORATION
ATTORNEYS AND COUNSELLORS AT LAW

CARL M. PORTO ONE HAMDEN CENTER (203} RE1-2700
cportaf@pppelaw.com 2319 WHITNEY AVENUE FAX: (203 2B1-OT00
HAMDEN, CONNECTICUT O0sSi8 WWW PPPCLAW.COM

December 15, 2006

VIA FACSIMILE (860) 418-7053
AND FIRST CLASS MAIL

45
AL
e

Ms. Karen Roberts

State of Connecticut .

Office of Health Care Access

410 Capitol Avenue, MS#13HCA
P. O. Box 340308

Hartford, Connecticut 06134-0308

Re: A pending Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition and operation of an MRI unit at 84 North Main Street in Branford
Connecticut Orthopaedic Specialists, P.C.

Dear Ms. Roberts:

Please be advised that your letter of December 11, 2006, to Connecticut Orthopaedic Specialists, P.C. (COS)
has been referred to our office for attention. It is my understand that Mr. Glenn Elia, the Chief Executive
Officer, has already responded by phone indicating that they are in the process of gathering and assembling
the information that you have requested. However, given the timeframe involved, it will not be possible for
COS to comply by December 18, 2006, and we are hereby requesting an extension of that date within which
to supply the information you have requested. I contacted your office today, however, as I was unable to
speak to you directly, I thought I would forward this letter.

1 will call you again on Monday to see if we can agree upon a mutually acceptable date within which to
respond. Please be assured that it 1§ LOS’S desire and intent to cooperate with your office, and to resoive
any outstanding potential issues.

I remain,

Very truly yours,

Carl M. Porto

lae

:-‘cc: Mr. Glenn Elia
Stephen Cowherd, Esquire

I\Generai Litigation\COS\Ambulatory Surgical Center\Letters\Roberts1.doc
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JOHN A PARESE L1 Ll WAMDEN, CONNRCTICUT 05513
WILLIAM §. COLWELL PHONE: (203} 2813700

MICHAEL DEAN AMATO
LOUIS M. FTEDBRICT
ANTHONY M, 30LOMING
CARL M. PORTO Il
JOSEFII M. PORTG

JOHN M. PARIISE
SARNDRA L SMITH
CHRIS & NELSON
JENNIFER RIGNOLY

EAX (203) 2010700
WWWEPPCLAW.COM

IMPORTANT MESSAGE

The information contained in this facsimile message is privileged
and/or confidential and is intended only for use of the individual or
entity named below. If the reader of this message is not the intended
recipient or the employee or agent respongible to deliver it fo the
intended recipient, you are hereby notified that any dissemination,
distribution or copying of this communication is strictly prohibited. If
you have received this communication in error, please immediately
notify us by telephone and return the original message to us at the
above address via the U.8. Postal Service, Our telephone number is
(203) 281-2700. Our fax number is (203) 281-0700. Thank you.

DATE: 12-15-06
PLEASE DELIVER THE FOLLOWING PAGES TO:
NAME: Karen Roberts
FIRM/DEPARTMENT: State of Connecticut, Office of Health Care Access

TELECOPY NUMBER: (860) 418-7053

SENDER; Carl M. Porto
PARRETT, PORTO, PARESE & COLWELL, P.C.

WE ARE TRANSMITTING 2 PAGES (INCLUDING THIS COVER SHEET).
IF YOU DO NOT RECEIVE ALL OF THE PAGES, PLEASE CALL (203) 281-2700.

MEMO co: Glenn Elia (203) 407-4245
Stephen Cowherd, Esquire (203) 259-1070
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PARRETT, PORTO, PARESE & COLWELL,

PROFESSIONAL CORPORATION
ATTORNEYS AND COUNSELLORS AT LAW

CARL M, PORTO ONE HAMDEN SENTER ?f}% Sﬁ; | 5 PH 7 312812706
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December 15, 2006

VIA FACSIMILE (860) 418-7053
AND FIRST CLASS MAIL

Ms. Karen Roberts

State of Connecticut

Office of Health Care Access

410 Capitol Avenue, MS#13HCA
P. O. Box 340308

Hartford, Connecticut 06134-0308

Re: A pending Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition and operation of an MRI unit at 84 North Main Street in Branford
Connecticut Orthopaedic Specialists, P.C.

Dear Ms. Roberts:

“Please be advised that your letter of December 11, 2006, to Comnnecticut Orthopaedic Specialists, P.C. (COS)
has been veferred to our office for attention. It is my understand that Mr. Glenn Elia, the Chief Executive
Officer, has already responded by phone indicating that they are in the process of gathering and assembling
the information that you have requested. However, given the timefrarne involved, it will not be possible for
COS to comply by December 18, 2006, and we are hereby requesting an extension of that date within which
to supply the information you have requested. I contacted your office today, however, as | was unable to
speak to you directly, I thought I would forward this letter.

I will call you again on Monday to see if we can agree upon a mutually acceptable date within which to
respond. Please be assured that it is COS’s desire and intent to cooperate with your office, and to resolve
any outstanding potential issues.

I remain,

Very truly yours,
Carl M. Porto
fae

ce: Mr. Glenn Bhia
Stephen Cowherd, Esquire

i\General Litigation\COS\Ambuiatory Surgical Center\Letters\iloberts 1 .doe
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JEFFERS & IRELAND
PROFESSIONAL CORPORATION

5% WALLS DRIVE, FAIRFIELD, CT 06824

PHONE: (203) 239-7.900 ¢ FAX: (203) 2591070
www.jeffire.com

FACSIMILE TRANSMITTAL SHEET

T FACSIMILE NG
Ms. Karen Roberts 860-418-7053
e FAGSIMILE NOQ.
FROM: DATE:
Stephen M. Cowherd, Bsq. 12/18/2006
RE: TOTAL NO. OF PAGES INCLUDING COVER:
Connecticut Othropaedic Specialists, P.C. 2

NCOTES/COMMENTS

The information conmined jn thin facsimile movsage is privileged ond confidential informarion intended only for the use of the individual ar
entity named above. Tf the reader of this message s not the intended recipient, os the employes or agent responsible to deliver it to the intended
vecipicnt, you are heeeby notified that any dissemination, distribution or copying of this communication i stdetly prohibired. 1f you have
reccived this commumication in exgor, please immediately aotify us by telepbone and rerun the original document to us at the above sddsess via
the U8, Postal Service. Thank you,
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JEFFERS & IRELAND
3 ?ﬁ s ‘5{5 PROFESSIONAL CORPORATION
ATTORNEYS AT LAW
Ci &5 WALLS DRIVE
AN EFAIRFIELD, GONNECTICUT 06824

7006 DEC

KAREN A, JEFFERS
PAMELA T, iRELAND

STEPHEN M, COWHERD TELEFPHONE (203) 259-7900

TELECOPIER (2031 2852-1070
TINA PASSALARIS WWW.JEFFIRE COM

JASON A MARSH

MICHELLE &, GOGLIA

QF COUNSEL

CAROLYN R. LINSEY | December 18, 2006

Via Fax (860) 418-7033 & 1.8, Mail

Ms. Karen Roberts

Compliance Officer

State of Connecticut

Office of Health Care Access

410 Capitol Avenue, MS#13HCA.
P. O. Box 340308

Hartford, CT 06134-0308

Re: A pending Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition and operation of an MRI unit at 84 North Main Street in Branford
Connecticut Orthopaedic Specialist, P.C.

Dear Ms. Roberts:

Pursuant to our communication of this morning, this will confirm that Connecticut
Orthopaedic Specialists, P.C. (“COS™) will file its writien response to the above CON
Determination inguiry by Monday, January 8, 2007.

Thank you again for the courtesies you have extended COS in this regard and please

contact me at the above number should you require anything further.

Very truly yows,

AETT Qg
tephen M. Cowherd

SMC:ap
ce; Mr. Glenn Elia (via fax )
Carl M. Porto, Esq. (via fax)
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KAREN A. JEFFERS
PAMELA T. IRELAND

STEPHEN M, COWHERD HONE (2O3) 2597900

TELECOPIER (203) 259-1070
TINA PASSALARIS WWW.JEFFIRE.COM

JASON A. MARSH o

MICHELLE S. GOGLIA

OF COUNSEL

CAROLYN R. LINSEY December 18, 2006

Via Fax (860) 418-7053 & U.S. Mail

Mis. Karen Roberts

Compliance Officer

State of Connecticut

Office of Health Care Access

410 Capitol Avenue, MS#13HCA
P. O. Box 340308

Hartford, CT 06134-0308

Re: A pending Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition and operation of an MRI unit at 84 North Main Street in Branford
Connecticut Orthopaedic Specialist, P.C.

Dear Ms. Roberts:

Pursuant to our communication of this morhing, this will confirm that Connecticut
Orthopaedic Specialists, P.C. (“COS™) will file its written response to the above CON
Determination inquiry by Monday, January 8, 2007,

Thank you again for the courtesies you have extended COS in this regard and please

contact me at the above number should you require anything further.

Very truly yours,
Stephen ?\—% . Cowherd

SMC:ap
cc: Mr, Glenn Elia (via fax )
Carl M. Porto, Esq. (via fax)
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(203) 882-3375
: VIA HAND DELIVERY
HuBerT B BRADBURN, M.D.
(203) 407-351 o
. Karen Roberts
Compliance Officer
State of Connecticut

Office of Health Care Access

410 Capitol Avenue MS# 13HCA
P.O. Box 340308

Hartford, CT 06134-0308

RE CON Determination Inquiry # 06-30881-DTR

- SHOULDER BC KNE‘E SI.IRGERY

NoRMAﬁ ‘R. API..AN, M. B

(208) 407-3520 Dear Ms. Roberts:
- GENERAL OHTHOPAED!CS/SPORTS MEDICINE
- TotaL JonT: REFLACEMENT :
JoHn D, KELLEY, M.D. Attached to this letter you will find the formal response of Connecgr;cut
o Mﬁﬁ’yj‘:ﬁfﬁfﬂ Orthopaedic Specialists, P.C. (COS) to your letter of December 11
" SHOULOER & KNEE SURGERY regarding OCHA’s inquiry into the acquisition and operation of our MR1

KENNETH M. KRAWER, M.D. unit located at 84 North Main Street in Branford, CT. As always, we are
AL DiSGRDERS prepared to cooperate with you and your office to resolve any outstanding
questions or issues.

- Aputr / PEDEA_&'_}%}
- Srival. TRAUMA

JOH:Q'E _l’t'lgn_mq, D
(203) ‘8BR-7204

2’:;1'3';:,:‘555;:;;? RErasLamon By way of background, please allow me to give you a brief overview of
S our practice, its physicians and the diversified healthcare services offered
to our patient population.

Connecticut Orthopaedic Specialists, P.C. is a multi-specialty physician

(203) 407:3510

- ABULT / PASITRIE FRACAIRE CaRS practice that specializes in the care and treatment of musculo-skeletal

- Han> 7 Ureek ExtiEurty Suncenv disease. COS employs 20 full time physicians, 17 orthopedic surgeons, 2
P“"'&%’gf;?ﬁgg;g‘-“- podiatrists and 1 physiatrist. Our practice also has direct service contracts

- SPORTS MEDICINE/ARTHROSEOPY with 2 anesthesiologists and 1 radiologist. There are COS office

- SHOULBER Bé KNEE SURGERY

R locations (8) from Milford to Wallingford, and along the eastern shoreline
E g0 s M B, . . .
N(z;oa) 45“;:;526 in Branford, Guilford and Madison.

~ BENERAL ORTHOPAEDECS/FOOTANKLE: SURGERY
INDL’.PENDENT MEDICAL EXAMINER

DAV &, CaRInEaL DR, COS was the first orthope?dic group in the state to apply for and receive a
- rosr 5 (203) 407-3528 CON waiver for our surgical center in Hamden. This center has been in

00T SURGERY. Y . . .
- FooT TRauMA operation for almost 9 years and has received the American Academy of

Jererey M. DeLorr, D.P.M. Ambulatory Health Care’s highest level of accreditation, as well as

(203) 882—3376
1o LiMB SALVAGE
- b BURGERY.

national recognition for our cost containment and management. In April
2004, COS applied to OCHA for a CON waiver for a new ONI 1.0T

OFFice LioGaTions

GUILFORD 7 {203) 453-6340
HamMDEN {203}407-3500
MUFORD (203} '882-3373
NeEw HAVEN(2038).788-2211
ORANGE (203} .785-4784
WALLINGFO

(203).:265-1800
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(208} 407-3540
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(203) 407-3520
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I (203) 407-3535
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- SHOULDER & KNEE SURGERY

KENNETH ]
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ORANGE Il
WALL!NGFORD

MRI. The waiver was granted and this unit has been in service
exclusively for our patients since August of 2004.

COS takes considerable pride in being a leader and innovator in
orthopedic/musculo skeletal care in the State of Connecticut. Our
practice enjoys favorable relationships with the hospitals that we serve,
the Hospital of St. Raphael’s and Yale New Haven Hospital. Our
physicians provide the exclusive orthopedic care for all undergraduate
Yale University students and employees enrolled in the Yale Health Plan,
and for the past 6 years, we have served as the team doctors for Yale
University and Quinnipiac University.

This organization also recognizes its responsibility to provide for the less
fortunate in our state. We are proud to inform you that every one of the
COS physicians is a participating physician in the State of Connecticut
Medicaid program. This is a rarity among subspecialty physicians, and
COS is the only New Haven based orthopedic group which administers to
these patients. We also participate in the Anthem and Health Net
managed Medicaid programs. Our doctors give freely of their time and
talents to the local hospitals by covering at the clinics for the uninsured at
both hospitals, as well as teach orthopedic residents interning at the Yale
Medical School. Presently, Dr. John Aversa is serving as the Chief of
Staff at St. Raphael’s Hospital and Dr. Enzo Sella is chairing the
Orthopedic Section at the Hospital of St. Raphael’s. Dr. Peter DeLuca is
working with Yale New Haven Children’s Hospital as the Chief of
Pediatric Orthopedic Surgery.

As the Chief Executive Officer of this company for the past 13 years, I
have worked closely with every major insurer in Connecticut. Over this
time I have been able to gain their trust and have thus developed an
extremely favorable working relationship with all of the insurers,
especially with Anthem and Health Net. Proof of this positive working
relationship is evidenced by the fact that COS has in place contractual
agreements with Anthem and Health Net for the surgical center and both
of our MRI facilities.

Thank you in advance for allowing me to give you a brief summary of
this practice and the contributions it is making to improving the health
care delivery system in Connecticut. As a result of the hard work of our
physicians and the high quality care they provide to their patients, the
practice has grown steadily over the years in the communities that we
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ks i serve. As a result, we believe COS has developed an outstanding
- CERVIGAL SPINE/SPINAL TRAUMA reputation as one of the premier specialty practices in the State while
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improving access and controlling the cost of our services.

i -_BRADBURN, M.D.
(203) 407-3510
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- HAND AND Wms

In planning the purchase and utilization of our second MRI unit in
Branford, the same careful, thoughtful approach was applied that has

(203 do7-as1e been demonstrated throughout the history of this organization’s
- SPORTS MEDICINE/ARTHROSCORY "
" SHOULDER, KNEE & ELpow Susaery development. Iam completely confident that you will find upon your

Perer A. DeLuca, M.D. review of the attached response documents, that COS fully complied with
all of the requirements set forth by Public Acts No. 05-93 and 06-28.

- PEDIATRIC ORTHOPAE
~ [LIZARGV SURGERY.

RicHaRD Dinta, D I look forward to answering any questions that you might have and
- SPoRTs MeDICIRE/ARTROSEORY working through this matter with you to your satisfaction.
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ne LaMB SALVAGE :
F‘u.u SURGERV -

OF‘FIc : l.ocmmns

GUILFORD - '__(203) 453-6340
HaMpEN  HE(203) [407-3500
MiLForo HI{(203).882-3373

Negw HaveN.
ORANGE  :f
WALLINGFORD

L(208) 7BS-2211
203)795.4784
(203) 265-1800



1. Is COS providing / offering MRI services at its 84 N. Main St.
location in Branford?

Yes, Connecticut Orthopedic Specialists has installed GE 1.0 T MRI unit in this location.
This MRI unit was installed in May 2006 and has been in operation since June 30, 2006.

2. What legal entity bills for and collects revenue for these MRI
services? What legal entity charges the technical vs. the
professional fees for these MRI services?

All services provided at Connecticut Orthopedic Specialists, P.C. (COS) including MR1
are billed and collected under a single tax id number. 06-0855842 Based on our
contractual agreements with insurance payers, COS charges and is reimbursed a global
fee for it’s MRI services which includes both the technical and professional fee. These
HMO agreements are unique in that COS has provided guarantees to the payers that our
utilization will stay within 5% of our historical utilization trends. COS provides MRI
services exclusively for patients who are being seen and treated by COS physicians. We
do not accept referrals for MRI services from physicians outside of our practice.

3. Did COS hire a radiologist to read MRI scans or did COS enter
into a contractual arrangement on or before July 2005.

COS has two separate agreements with radiologists to read our scans. In September
2004, COS entered into an agreement with New Haven Radiologist Associates, P.C. to
read MRI scans from our Hamden location. In June 2006, in anticipation of the opening
of our Branford location, COS entered into a separate agreement with Dr. Joseph
Gagliardi to provide on-site readings and to manage our Quality Assurance Program.
COS utilizes both New Haven Radiologist and Dr. Gagliardi as to provide seamless
coverage as well as appropriate on site supervision of services rendered.

See Attachment A — Radiologist agreements & CV

4. Provide evidence that the MRI that is in operation at 84 North

Main Street Branford was acquired by COS on or before July 1,
2005.

See Attachment B- March 29, 2005 signed Purchase Agreement, and cashed down
payment check made out to GE Health Financial Services dated March 29, 2005

5. Provide evidence that the MRI that is in operation at 84 North
Main Street Branford was placed in operation prior July 1, 2006.



See Attachment C — Redacted patient intake form dated June 29, 2006, COS Booking
referral form 6-29-06 & Radiologist report dated June 29, 2006 and read on June 30,
2006

6. Please provide evidence of any and all capital costs and
expenditures related to the acquisition and start up of this unit.

The MRI Unit was purchased and subsequently financed via a master lease with Popular
Leasing USA Inc. for $349,000. In addition, COS purchased a turn key building at 84
North Main Street Branford for a total sum of $5,671,049.21 in May 2006. We have
provided OCHA with a cost breakdown sheet representing the contractor’s charge to
COS for the fit up of the building relative to the MR1 installation and services.
Construction delays explain why the umit was not installed and then put into service until
June 2006.

See Attachment D - Purchase invoice from GE for $349,000, Master lease from Popular
Leasing USA, Inc., Two letters and a cost breakdown from our building contractor Jester
Development.
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Gonnecticut

ORTHOPAEDIC SURGEONS

Joun M. Aversa, M.E.
(203} 40738085
- GENERAL QRTHOPAEDICS & HAND SURGERY
- JONT REPLACEMENT/SFORTS MEDICINE

Jorn M. Beiner, M.D.
(203) BR2.3375
- CERVICAL SPINE/SPINAL TRAUMA
» ADULT/PEDIATRIC SPINAL DISORDERS

Musertr B. BRADBURN, M.D.
{203} 407-3510
- UpPER EXTREMITY ORTHOPAEDICS
« HAND AND WRIST SURGERY

Davip B, CoHeN, M.,
{(203) 407-3818
- SRORTS MEDICINE/ARTRROSCORY
« SHoULDER, Kuet & ELBOW SURGERY

Perer A. Del.uca, M.D.
{243) B67-6448
- PEDIATRIC ORTHOPAEDICS -
~ ILIZAROY SURGERY

RicHarp Biana, M.D,
(203) 407-3540
+ SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

NorMAN R. KarLan, M.D.
(203) 407-2520
- GENERAL ORTHOPAEDICS/BFORTS MEDICINE
» TOTAL JOINT REPLACEMENT

Woun D, KeELLEY, M.D.
4 (203) 4073535
- SPORTS MEDICINE/ARTHROSGORY
« SHOULDER 8 KNEE SURGERY

Kennerd M. KraMer, M.D.
(203) 4073530
- ADWAT / PEDIATRIC SPINAL DISORDERS

v BPINAL TRAUMA

Joun Marino, NM.D.
(ROB) 882-7204
- PHYSICAL MEDICINE AND REHABILITATION
» ELECTROMYOGRAPHY:

JoHn D. McCarLum, M.D.
(203) 407-3545
- ToTal JOINT REPLACEMENT/ARTHROSCOFY
- MirMALLY INASIVE HIRIKNEE SURGERY

THomas . Moran, M.D.
(203) A07-3310
- ApuULT / PEDATRIC FRAGTURE CARE
- HaND / UPPER EXTREMITY SURGERY

Patrick A, Ruwe, M.D.
(203) 301-85010
- BRORTS MEGICINE/ARTHROSCOPY
- SHouLDER & KNEE SURGERY

Enzo J. Sana, M.,
{203} 407-3526
- GENERAL ORTHOPAEDKIS/TOOT,ANKLE SURGERY
- INDEPENDENT MEDICAL EXAMINER

Davio 5. CAMINEAR, BLP.M.
(208) 407-3528

» FOOT SURGERY
- FOoT TRAUMA

“=prrEY M. DELOTT, B.P.M.
i {z0B) 882-3376
w i LETIC LIMB SAIVAGE

- FooT SURGERY

OFFICE LOCATIONS

GUILFORD
Hampen
MiLFoRrRD
MNEw Haven
ORANGE
WALLINGFORD

(203) 453-6340
(203) 407-3500
{203) BBR-3373
(203) 789-221 1
{203) 795-4784
{203) 265-1800

CONNECTICUT ORTHOPAEDIC SPECIALISTS, P.C.

2408 WHITYNEY AVENUE, HAMDEN, CONNECTICUT 08518 WWW.CT-ORTHO.COM
BILLING # (203) 407-3560 MaN # (203) 407-3500 Fax # 281-1164
September 29, 2004

E. K. Prokop MD
Cardiac Diagnostic Unit
Hospital of St. Raphael
1450 Chapel Street
New Haven, CT 06511

Dear Dr. Prokop:

Thank you for your expressed interest in providing radiology reading
services for this group’s new extremity MRI. The following outline
represents my understanding of the agreement that we have discussed
in our prior conversations.

Services to Be Rendered

The HSR Radiology Group (RG) will provide professional reading of

the COS MRI images. These images will be electronically transmitted
to a RG site and read at that location. Prior to the establishment of a T1
line, the MRI studies will be copied onto a CD and delievered to a RG
site.

The RG will dictate, transcribe and transmit a report back to the COS
MRI Center. (COS). Upon request, a film copy of the image will also
be teturned to COS. '

The RG will make available by phone, radiology physicians who can -
discuss with COS physicians the specific findings of the MRI studies
done at the COS facility.

Fee For Service

COS agrees to reimburse RG seventy five dollars per study for the
professional read services. Additionally, COS agrees to reimburse RG
a set amount which has vét to be determined for the transeription work
of each report generated.

Term

COS and RG would enter into & one year dgreemient that would allow
either party to terminate the agreement for cause.



Smmeetigat

ORTHOPAEDIC SURGEONS

JodnN M. Aversa, M.D.
{203} A07-3B0E
- GENERAL ORTHOPAEDICS & MAND SURGERY
+ JOINT REPLACEMENT/SPORTS MEDIGING

Jown M. Briner, M.D.
(203) BR2-237E
- CERVIGAL SPINE/SPINAL TRAUMA
- ABULT/PEDATRIC SPINAL DISORDERS

HueserT B, BraDBURN, M.D.
(203) 407-3510
- UppEr EXTREMITY ORTROFAEDICS
- Hanp AND WRIST SURGERY

Davip B. CoHEN, M.D.
(203) 407-3548
« SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER, KNEE & ELsow SURGERY

Perer A, DELUCA, ML.D.
(203) BE7-6448
- PEDIATRIC ORTHOPAEDICS
« ILIZAROY SURGERY. :

Ricnarp DiaNa, MLD.
{203) 407-3540
- SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

Morman R, KarlLhan, M.D.
(203) 407-3520
- GERERAL ORTHEPAEDIGS/SPORTS MEDICING
- ToraL JOINT REPLACEMENT

Jonn B, KeELLEY, M.D.
(203) 407-3535
- BPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY ;
KeNNETH M. Kramer, M.D.
{203} 407-3530
- AQULT / PEDRTRIG: SiinaL DISORDERS
- Srieal TRAUMA o

Joun MariNe, M.D.
{203) BB2-7204
- PuvsicaL, MEDICINE AND REHABILITATION
- ELECTROMYOGRAPHY

JoHN B MeCarLum, M.B.
(203) 407-35458
- TOTAL JOINT REPLACEMENT/ ARTHROSCOPY
« Minmmeely Invasive HirfKNEE SurcERy

THomas P. Mogran, M.D.
(203) 407-3510
- AbuLy S PEDIATRIF FRACTURE CARE
- Hanp / Upper EXTREMITY SURGERY

Parrick A. Rowe, M.D.
{203) 301-5010
- SPORTS MEDICINE/ARTHROBCOPY
- SHOULDER & Kneg SURGERY

Enzo J, SELLA, M.5.
(208) 407-3526
» GENERAL ORTHOPAZDICS/FODT, ANKLE SURGERY
- INDERENDENT MEDICAL EXAMINER

Davip 5, CAMINEAR, D.P.M.
(203) 407-3528
- FOOT SuRceERry
» FOOr TRAUMA

terrrey M. DelooTt, D.ELM,
| (203) BS2-BB7E
Sl RC LIMB SALVAGE
« FOOT SURGERY.

OFFICE LOUATIONS

GUILFORD (RO3) 453-6340
HampeEN (203} 407-3500
MiLFORD (203) 882-3873
NEW HAVEN (203) T85-2211
ORANGE (2O3}) 798-4784

WaLnmnGrorn  (203) 2651800

CONNECTICUT ORTHOPAEDIC SPECIALISTS, P.C.

2408 WHITNEY AVENUE, HAMDEN, CONNECTICUT 06518 WWW.CT“ORTHO.COM
BILLING # (203) 407-3560 MAIN # (203) 407-3500 Fax # 281-1164

It is understood that this is a new venture for both parties and therefore
a certain degree of flexibility is required to insure that this matter is
mutually beneficial.

Once again, thank you for your expressed interest. It is my sincere
belief that this matter represents an opportunity that will be rewarding
for both Connecticut Orthopaedic Specialists and your medical
practice. If you require any additional information prior to your
presentation to the Board of Directors, please do not hesitate to contact
me.

Best regards,
ef Executive Officer

CC: John Aversa MD
President, COS
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CRTHOPAEDIC SURGEONS

JouN M. Aversa, M.D.
(R03) 407-3B0B
- GENERAL ORTHOPAEDICS & HAND SURGERY
- JOINT REFLACEMENT/SPORTS MEDICINE

JoHn M. BEiNER, M.D.
(203) 882-3375
- CERVICAL SEINE/SPINAL TRAUMA
- ADULT/PEDIATRIGC SPINAL DISORDERS

HuepertT B. BrapsURN, M.D.
{203) 407-3510
- UpPER ExTREMITY ORTHORAEDIGS
- Hano anp WRIST SURGERY

Bavin B, CoHEN, M.D.
(203) 407-3518
- SPORTS ME!}ICINEJARTHRO.SC:Q?Y
- BROYLDER, KNEE & ELBOW SURGERY

PETER A. Deluca, M.D.
{203) BE&7-6448
- PEpiaTRIC CRTHOPAEDICS |
- luzaRoy SURGERY

RICHARD DrANA, M.D.
(203) 407-3540
- SpoRrTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

Norman R. KapLan, M.D.
(203) 407-3520
- GENERAL DRTHOPAEDICHSPORTS MEDRICINE
- ToYaL, JoiNT REPLACEMENT

Joun . KELLEY, M.D.
(203) 407-3535
- SPoRTS MEDICINE/ARTHROBCORY
-~ BHOULDER & KNEE SURGERY

KennetH M. Kramer, M.B.
(203) 407-3530
- ADULT / PEDIAFRIC SPINAL DISOGRDERS
~ SPINAL TRAUMA

Jonun Marino, M.D.
(203) 8B2-7204
~ PHYSICAL MEDIGINE AND REHABILITATION
- ELECTROMYGGRAPHY *

Joun B, McCaLLom, M.D,
(203) 407-83545
- TOTAL JOmT REPLACEMENT/ARTHROSCOPY
» MEPHMALLY INVASIVE HIF/KNEE SURGERY

Tuomas P MoraN, M.D.
(203) 40'7-3510
- ADuLT / PEDIATRIC FRACTURE CaRE
- Manp / UppER EXTREMITY SURGERY

PatricK A, Ruwe, M.D.
(203) 201-5010
- SPORTS MEDICINE/ARTHROSCOPY
~ SHOULRER & KNEE SURGERY

EnNZe J. SEiih, O,
{203) 407-3526
- GENERAL ORTHOPAEDICEFOOT,ANKLE SURGERY
~ INDEPENDENT MEDIGAL EXAMINER

Davie S. CAMINEAR, D.P.M.
{203) 407-3528

- FOOT SUAGERY
- FooT TrRAUMA

. "=rrrEY M. DeLoTr, DJPM.
1 (203) BB2-3376
Sk IS LIMB SALVAGE
» FOOT SURGERY

OrncE LocATIONS

. GUILFORD (203} 483-6340
HAMDEN (203) 407-3500
MiLFoRD (203) BB2-3373
New HavEN (203) 789-2211
ORANGE {203) 723-4784

WalLsingrorn  {203) 265-1800

CONNECTICUT ORTHOPAEDIC SPECIALiSTS, P.C.

2408 WHITNEY AVENUE, HAMDEN, CONNECTICUT Q0G518 WWW.CT-ORTHO.COM
BILLING # (203) 407-3560 MAIN # (203) 407-3500 Fax # 281-1164

To:  Joseph A. Gagliardi, M.D.
From: Glenn Elia, CEO

Re: MRI

Dear Dr. Gagliardi

Thank you for your expressed interest in providing radiological services
consisting of reading MRI images for Connecticut Orthopaedic Specialists, P.C.
(COS), in Branford, Connecticut. The following represents our understanding of
the agreement that we have reached and the terms of the agreement.

Services te Be Rendered

You will professionally read and provide appropriate information
and reports for COS MRI images which are taken at COS’s office
in Branford, Connecticut. The images will be read by youon a
daily basis at a time to be mutually agreed upon between you and
COS.

You will dictate, transcribe and transmit a report to COS and, if
necessary, provide any further information that should be
reasonably requested or required by COS physicians regarding the
MRI images.

You will be reasonably available by phone to discuss with COS
physicians any of the specific findings of the MRI studies
performed at the COS facility.

Fee for Service

COS agrees to pay you $75.00 for reading and reporting on each
MRI image. Additionally, COS agrees to reimburse you a fixed
amount to be mutually agreed upon for the transcription of any
report that is generated with regard to reading the MRI images.

You shall be paid the above fee for service on a monthly basis
upon the submission of a statement for the MRI images read.



Comnectient

ORTHOPAEDIC SURGEONS

JoHuN M, AvERsa, M.D.
(203) 407-3505
- (BENERAL ORTHOPAERICS & HanND SURGERY
« JomT REPLACEMENT/SPORTS MERICING

Jonn M. BeiNER, M.D.
(203) B82-2375
- CERVIGAL SRINE/SPINAL TrRaUMA
- ADULT/PEDIATRIC SPINAL DISORDERS

HuperT B. BRADBURN, M.D.
(203) 407-35810
- UppEr EXTREMITY QRTHOPAEDICS
~ MaND AND WRIST SURGERY

Davip B, CoHEN, M.D.
(203) 407-3518
- SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER, KNEE & ELBOW SURGERY

PerER A. DELuca, M.D.
(203) 867-6448
- PEDIATRIC ORTHOPAERICS
~ ILIZAROV SURGERY.

Ricrard Diana, M.D.
{203) 407-3540
- SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

Norman R. Kapran, M.D.
{203) 407-3520
- GENERAL ORTHOPAEDICS/SPORTS MEDICINE
- TaTai JOINT REPLAGEMENT

Toun D, KerLey, M.D.
{203) 407-3535
~ SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

KennNeETH M., KrRAMER, M.D.
(203} 407-3530
- ADULY / PEDITRIC SPINAL DISCRDERS
- SPinalL TRAUMA .

JoHn MarRino, M.D.
(203) 88R-7204
~ PRysicet MEDIGING 480 REHABIITATION
- ELECTROMYDGRAPHY |

Jonn OL.McoCaiLum, M.D.
(203) 407-3545
» ToTAL JOINT REPLACEMENT/ARTHROSCOPY
- MINIMALZY INVASIVE MERKNEE SURGERY

Tromas P. Moran, M.I3,
{203) 407-3510
~ AbuLT / PEDIATRIC FRAGTURE CARE
- Hanp / UPPER EXTREMITY SURGERY

Parrick A. Ruowr, M.D.
(203 3015010
- SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

gnzo J. SELLA, MDD,
(203} 407-B526
- GENERAL ORTHOPAEDICHFOOT,ANKLE SURGERY
- INRERENDENT MEDIGAL Examings

Davip 5. CAMINEAR, B.P.M.
(203) 407-3528
- FOOT SURGERY ~ |
- FooT TRAUMA -

" errEY M. DEL.OTT, DM,
I . {203) BBR.3376
» D LTIC LIMB SALVAGE
- FOOT SuRGERY

OFFicE LOCATIONS

GUILFORD (203) 453-6340
MaMDEN {203} 407-3500
MILFORD {203) 882-3373
New Haven {203) 782-2211
ORANGE {2038) 795-4784

WatLinerorp {203) 265-1800

CONNECTICUT ORTHOPAEDIC SPECIALISTS, P.C.

2408 WHITNEY AVENUE, HAMBPEN, CONNECTICUT 06518
BILLING # (203) 407-3560

WWW.CT-ORTHO.COM

MAIN # (203) 407-3500 Fax # 281-1164

Independent Contract

Term

You are an independent contractor and not an employee of COS.
As an independent contractor, you are not entitled to any other
fees, benefits or remuneration except as explicitly set forth herein,
nor are you entitled to participate in any plans or other retirement
program(s) that are available to COS employees.

The term of this agreement shall be one year. You or COS may
terminate this agreement immediately for cause or upon thirty days
notice without cause. If the agreement is not so terminated, it shall
automatically continue on a yearly basis without further action by
either you or COS. Cause shall be defined and mean: 1. Your loss
of Board Certification; 2. Your loss of your Connecticut Medical
License and/or your loss of your DEA License; 3. Your inability
to obtain appropriate malpractice insurance. You shall provide a
copy of your policy to COS each year naming COS an additional
insured, if permissible under the policy; 4. Any activity on your
part, which, in the reasonable opinion of COS, adversely effects
the reputation, professional standing, medical services provided to
patients and the ability of COS or you to participate in any third
party reimbursement program, including, but not limited to
Medicare or any other third party health insurance payor; 5
cessation of COS’s MRI practice; 6. Your death.

The

Miscellaneous

Pocument}

This agreement will be construed in accordance with the laws of
the State of Connecticut. It is binding upon you, and your
representatives and assigns, it represents the entire agreement
reached between you and COS and completely and fully
supercedes any other agreement(s), whether in writing or
otherwise, which you may bave had with COS.

If the above is acceptable please sign below. Thank you.
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CONNECTICUT ORTHOPAEDIC SPECIALISTS, P.C.
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ORTHOPAEDIS SURGEONS

JoHr M. AveERsa, M.D.
(Z03) 407-3505
- GENERAL ORTHOPAEDICS & HAND SURGERY
- JoINT REPLACEMENT/SPORTS MEDICINE

JoHN M. BEINER, M.D. Comnecticut Orthopaedig-Specialists, P.C

{203) 882-3375

- Cervicat SRINE/SPINAL TRaUMA
~ ADULT/PEDIATRIC SPINAL TNSORDERS

HuserT B. BRADBURN, M.D.
{203) 407-3510
» UPPER EXTREMITY ORTHOPAEDICS
- Hanp alD WRIST BuRcERy

By: Glemn El

Bavip B, CoHeN, M.D.
(203) 407-3818
- SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER, KNEE & ELBOW SURGERY

Pzrer A. Deluca, M.D.
(203) BE7-6448
» PEDIATRIC ORTHOPAEDICS.
- ILIZAROY SURGERY -

m————— { . i
RicHARD Dians, M.D. Joseph A. G‘agli[éﬂdi MD )
(203} 407-3540 ?
- 5PORTS MEDICINE/ARTHROSGOPY
~ SHOULDER & KNEE SURGERY

Norman R. KapLanN, M.D.
(203) 407-3820
~ GENERAL CRTHOPAERICS/SPORTS MEDICINE
- TOTAL JOINT REPLAGEMENT

Josn D. KELLEY, M.D.
. (20:3) 407-3535
- SPORTS MEDICINE/ARTHROSCOPY
- SHOULDER & KNEE SURGERY

Kenvets M. KrRavmEr, M.D.
(203) 407-3530
~ ARULT / PEDIATRIC SPINAL DISORDERS
- SPmaLl TrauMA

Joan Maminog, M.D.
{203) 882-7204
- PrHysical MEDIC!N_E AND REHABILITATION
~ ELECTROMYOGRAPHY © -

Joun D. MeCaLLum, M.D.
(203) 407-3545
- TOTAL JONT REPLAGEMENT/ARTHREECORY
- MINIMALLY INVASIVE HIF/KNEE SURGERY

Tromas P. Moran, M.D,
(203) 407-3510
« ADULT / PEDIATRIC FRAacTure CARE
- Hanp / UPPER EXTREMITY DURGERY

Parrick A. Ruwe, M.D.
(203) 301-8010
- SFORTS MEDIGINE/ARTHROSCOPY
- SHOULDER & KNzE SURGERY

RNZO W SELLA, M.3.
{203) 407-3526
~ BENERAL QRTHOPAEDICS/FOOT,ANKLE SURGERY
~ INDEPENDERT MaDical Examner

Davip S, CaMminear, D.P.M.
(203) 407-3528
- Four SuRGERY
« FoOT TrRAUMA

"—rFrREY M. DeLorr, D.P.M.
i (RO3) 8B2-3BT6
- L. fic LINE SALVAGE
- FOOT SURGERY :

OFFIcE LOCATIONS

GuILFORD (203) 453-6340
HaMDEN {203) 407-3500
MILFORD (203) 8823373
NEW MavEN  (203) 789-2211 Documentl
ORANGE (203) 795-4784

WaLLNGroRD  (203) 265-1800



CURRICULUM VITAE

PERSONAL DATA:

Joseph Anthony Gagliardi
DOB: May 20, 1959
Place: New Haven, CT
Citizenship: USA

- EDUCATION:

Yale University, BS, Psychobiology, 1978-82
New York Medical College, Valhalla, NY, M.D., Medicine, 1982-86

TRAINEESHIP:
Internship: St. Vincent’s Medical Center, Bridgeport, CT, Transitional, 1986-87
Residency: St. Vincent’s Medical Center, Bridgeport, CT, Diagnostic Radiology, 1987-91

Chief Resident, 1990-1991

LICENSURE:

Connecticut #020458, 1988

Hawail #7589, 1991-1995

DEA #BG2862374, 1989

MILITARY SERVICE:

Active Duty US Army M.C., Tripler AM.C., Honokulu, HI, 1991-1995

MEMBERSHIP IN PROFESSIONAL SOCIETIES:

Radiological Society of North America

Hawaii Radiologic Society 1991-1995

American Roentgen Ray Society

Connecticut Radiologic Society 1995-date

Association of Program Directors in Radiology 2004-date

ACADEMIC APPOINTMENTS:

Associate Clinical Professor, Department of Radiology, University of Hawaii, Manoa, 1992-present
Assistant Clinical Professor, Department of Radiology, New York Presbyterian Healthcare, 1999-present

Clinical Adjunct Associaie Professor, Quinnipiac University School of Health Sciences, 2004-present
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Dec. 27, 2006 2:08PM  Branford MRI .4

Connecticut ¢ !M@ML ”!b M | I}

2373
ent |

Reagen. John - Patient Info

PATIENT INFORMATION - Ploase Print- A

Soha |

Patlent's First Name Middle tnigal

Home Address

Mailing Address

{l diffarent rom abave)
Home Phone _ Work Phone # Soclal Security l—

Place of Bith _\N? s, M A

7 Spouse’s Work Phone #

Age Datp of Binh

g-Spouse’s Soclal Security # -

Spouse’s Namg

——
——e

Fethar's Mame if Patient Ia g minar Fathers Social Security # Fathar's Employar Name/Phone #

L

Mother's Employar NamalPhone 4

I> Relationship %?&um

p—

Mother's Social Security %

Mother's Name if Patient 12 a minor

Whom we may contact ir case ¥ e
Emeargency Phone ¥

Phone ¥ of nearest ralative/friend not living with you
Namo of nearest relative/friend not fiving with

Phons # - Hcf \C\_Q n

Name of current Primary Care Fhysicia

Patient's Oeoupation = NGANVY € Il w Tsiﬁggyi;»\ms o Shote
| Emplover ad L1 Paritime J Divorced
| ploye 0 Full-ime student £ Widowsd

Empioyer address

Slrenl Ciy State Zip Code

“INSURANCE / BILLING INFORMATION .

Primary .
insurance Co, )hﬂ-\*(\C\ PolicytD # — Group —

Subsciibers ! Subscriber's
Name %C\ '(‘ _ Empioyer Phone #

Subscriber's Date of Birth

Substrbar's Social Security # )
e {7 Child_[1 Other - Explain -,

Subscribers Address W/"l A FC—T d CT Mﬂ& ]

Secondary S T oM panbnie) v O \\"
Insurancae Co, Palicw/iD # Grouh #
Subsoribers Subgoriber's a(
Namo Employer Phtons #

LA Jh hum
AN

Palient's Relationship to Subseriber: O Self () Spouse [ Child 3 Other - Explain \\

Subscriber's Address

Attorney’s Name
{only it mpplicable)

" PaEtislits Fslationship to

=

Subagriber's Date of Birth

Subsgriber's Social Sacurity #

o

o

{H dilerent from patiend's}
Phone #

Name & Address : |

-

S __INSUHANCE INFORMATION AND ASSIGNMENT ...

| heredy authorize Conneclicut Onhopaetlic Speciallsts, F.C. 1o fumigh information concamirg my iliness and traaimants a insurance
eariers and any olher payors required 1o process charges. | hereby assign 1o the physician(s) al! payments for medical servicas rendered
to myself or my dependents. | UNDERETAND THAT | AM RESPDNSIBLE FOR ANY ABOUNT NOT COVERSD BY INBURANCE. ! HERFOY AGREE

YO PAY A SERVICE CHARGE OF $25.00 TO CONNECTICUT ORTHOPAEDIC SPECIALISTS IN THE EVENT { PROVIDE A PERSONAL CHEGK WHIGH
S NOT HONORED BY MY BANK AND RETURNED TO CONNEGTIGUT ORTHOPAEDIC SPECIALISTS AND LABELED “INSUFFICIENT FUNDS

Date \"‘? q &

Signature
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Panem screening and History Form

No. 2049 2.

TG

x 2 3 3 *
Reagan John Radlolog Sludies

il

Vg S LSUVG

b

4

Requesting Exam Type: h\\ Yingy

Physiclan:

DoB:  11.17-1854

Please indicate if you have any of the folibuing™

Yes No Yes No
0O [ Cardisc Pacemaker Have you ever been a metal worker? g 0
L ip implanted Cardiag Defibrillator If yes, did you wear Safety Glasses? 1 (C;
U qj Cochiea implants Orbit / Eye Prosthesis o [
O [ Other Earimplants Joint Replacements oD
3 (_} Aneurysm Clips, Brain Hone of doint Pins ] .J[J
O O Any Type of Pacing Wires Artificial Limb or Joint SR
LI ] Hear Valve Prosthesis Foreign Body, Shrapnel, Butiet o0
| i} Any Type of Vascular Coil, Implant, Stint Ear lmplant .
0O & NCFiter Hearing Aid 0 C;
O U Swans-Ganz Catheter WD O [r)
O U Venous Access Device (VAD) Pessary oo
0 EEJ Shunts Penile Prosthesis ooB
& @ !mplanied Drug Infusion Device Breast Expanders OO
U hrplanted Insuiin Pump Bentures | {ﬁ
(W C{] Any Type of Electroniz, Mechanical, Tattooed Eyeliner 0 l‘:]

! Magnetic Implant Any Chance of Pregnancy i Cr]
0 &3 Any Type of Biostimulator Currently Breast Feeding 0 o
M Ei Any Type of tmplant Held in Place By Surgery in the Past 2 Weeks U é]

' a Magnet Previous X-Rays of Related Area 13 ;
£ 1 Burgical Staples and Clips Previous MR! [}
O O wire Mesh [ Metal Mesh Whal Type:
00 O Have you had any Metal in yaur Eye(s) Where,

at any fime? When:
Medications: Aliergies / Allergies to Medications

All Burzeries end their Dates:

Patient Signature:

If patient is unable to sign, signature of person completing form

Redatiorship to Patient: %{;\(

Signature
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Medical History and Symptoms

No. 2549

P

4

Deseribe the Location of vour Symptoms on this Drawing:
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P W
FRONT i
For Gadolinium injection Use: .
Sickie Cell Anemia O Yes (3 No Renal Dysfunction LiYes ONo
Creatine Date;
Type of Contrast injected: Comments:
Amount:
Drug Lot #
Expiration Date Signature
Injection Site”
MRI! Technologist: Date:
Patient Coordinator Date"
Date:

Radiologist'
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Reagan, John - Radiology Slugies
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pdic

N
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Knee Evaluation

! John

Last Nams Firgt Mame
52 Years
Age Date

THESE QUESTIONS APPLY ONLY TO THE AREA BEING SCANNED TODAY

What was your chief complaint when you visited your doctor? &1 N T Aenmd Y I (k%

What do you think caused your problem? \i") Wiy T I[ ( KJ L& NG, *c*Ci SR AT
; oo = . )
% L knes . R Caag becm e oy Nk saun e Apc Clg
1

What does your doclor think is causing vour problem? 7. MAATT

Describe your pain’ %M (¢ g?'k\f\ \ ""[TC} L‘i" 3 lj)a\f\ bx h\f\ d
ings 200ping

} -
Does anything make if worge? ! Lfi-,s-&\-'- - \‘{\{\ﬁ i'L\\ Ny

Does anything make it better? {¢ "::f} € ‘( ﬁf(.u‘f{ A6
v \_} -

Do you have any weakness? MO Where?

Have you had any surgery to the area being scanned today?

When? —

What was dona?

Have you ever Broken any bones in your knee area?

Do vou have arthritis in any of your joints? “7
Do you have any other medica! conaliions? i
Are you taking any madications? - What Kind? o

' Describe your general health’
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Orthopa
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Diagnostic Imaging Booking Sheet

Connecticut Orthopaedic Specialists, P.C.
2408 Whitney Avenue, Hamden, CT 06518
WWW.CT-ORTHO.COM
Billing # {203) 407-3560

Main # (203} 407-3500
Fax # (203) 281-1164

No. 2949

*

e

Pob

*

1211972006

Test Site MR Phane WIRI Fax CT Scan Phone  CT Scan Fax
COS8 Branford MRI 483-2518 4B3-2522
COS MRE 4073538 - 248-B247
DRA: 388-8911 389.68977
Madison Radiglogy 453-3896 4535637
Mid-State; 694-8458 694-7631
Miford Hospital: B76-4615 8764512 8764267
Miford Open MRI B78-2341 876-4539
NVRA - Prospect 758-7700 758-7877
Open MRYI 8911690 891-1693
51. Mary's Hospital 700 3674 709-3677
St Raphael's: 788-4120 789.5183 7854312 789-4205
St Vincent's: 576-58780 576-5834 5785380
Temple Radiology 453.7200 688-3188
Temple Radiology New Haven' 688-4444 €88-3188 6884444
Waterbury Hospital 573-7674 573-5255
Whitney Imaging’ 288-30868 288-3124
Yale New Haven: B888-4270 £88-3572 BAB-2358
PATIENT INFORMATION
nvame SR Acct 235233
assress TR Cy:  WALLINGFORD
Home Phone‘- Work:
insurance: h{ ~\J\’\(}\ ID¥#: &P) oL S A
Auth# M }‘\ Name'
DOB: 11-17-19584 Weight:
Do you have a Pagemaker? = Yes O No Swan-Ganz Catheler? 1 Yes O Ng
Prior Surgery? 1 Yes O No Metal Exposure? [J Yes O No Claustraphobic? [0 Yes L No
Imaging M& 'l OX: 1}“l LAY
l 11
S :
Body Part: ¥~ W ng L RIO: AN}
Déie: Le ‘\%“ L Time: \ P')ry-]
EN Tirmne

Pisaae fax ropori fn the apnropriate ofice:
1 BRANFORD FAX: (203) 483-2513
i} CHESHIRE FAX; (203) 272-3151
 GUILFORD FAX' {203) 458-9717 C NEW HAVEN FAX: (203) 782.2180
O HAMDEN FAX (2003) 407-4244 2 ORANGE FAX: (203) 798-1179
1 WALLINGFORD FAX: (203) 264-8010

**SEND MR] FILM3 WITH PATIENT™®

1 HAMDEN FAX' (203) 2B1-1164
Ly MILFORD FAX- (203) BB2-3372

Dacrer's Name

Baclor's Sgaature Date



CONNECTICUT ORTHOPAEDIC SPECIALISTS, P.C.

MRI DEPARTMENT %
‘84 NORTH MAIN STREET, BRANFORD, CT 06405 WWW.CT-ORTHO.COM _%
BILLING #: (203) 407-3560 MAIN #: (203) 483-2518 FAX #: (203) 483-2522 -

- MAGNETIC RESONANCE IMAGING REPORT =~~~ ="~

ACCQUNT NUMBER DATE OF BIRTH

Referring Doctor:
Exam: Right Knee MRI
Date: 6/30/2006

Clinical History: Right knee pain following recent injury. Evaluate for medial meniscus tear.

Axial, sagittal and coronal imaging of the right knee using standard pulse sequences on a one Tesla
magnet was performed.

Findings: No significant joint effusion is present however a small Baker's cyst measuring 5 mm x
2 cm is present. The patella cartilage is unremarkable.

The quadriceps and patellar tendon as well as the ACL and PCL are visualized and appear intact.
The medial collateral ligament and lateral collateral ligament complex is intact. Blunting at the tip with
+ high signal extending to the surface is present in the posterior horn of the medial meniscus. The lateral

"meniscus is unremarkable.

impression: Medial meniscus tear with small Baker's cyst.

Joseph Gagiiardi, M.D.

JG/ah
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GE Healthcare INVOICE NUMBER: 500104573 REMIT TO:
@ INVOICE DATE 17-DEC-05 G.E. MEDICAL SYSTEMS
g2 CUSTOMER ACCT: 292963 .0 Box 540044
HIP TO: GESALESORDER : 2571514 PITTSBURGH PA 15264-0944
CONNECTICUT ORTHOPEDIC SPEC GESERVICELOC @ 024043 United States
84 N MAIN ST
BRANFORD CT 06405
UNITED STATES
SOLD TO: AMOUNT DUE : [US Dollari
CONNECTICUT ORTHOPEDIC USD 34,900.00
ACCOUNTS PAYABLE
2200 WHITNEY AVE SUITE 310
HAMDEN,CT 06518
UNITED STATES
Page 1 Of 1
Yo engwre proper credit - Detach and return sbove portion with your remittance Pletse do not staple or fold
PURCHASE ORDER: INVOICE NUMBER: {NVOICE DATE: AMOUNT DUE:
GOLDSEAL EXTEND 3/29/05 500104573 17-DEC-05 UsSh 34,900.00

DATE SHIPPED:

TRANSPORTATION: BILLING TERMS:
Cif 10% down / 70% delivery / 20% instaolt
GE TOTAL EXTENDED EXTENDED
ow IDENTIEIER DESCRIPTION MET SELLING PRICE AMOUNT DUE
Invoice for total amounts due ot Order(S - 1i.
This invoice is Due and Payable
PO# GOLDSEAL EXTEND 3/29/05
1 J1200€A GOLDXTEND 1.0T LX HISPEED
TOTAL BILLING 50 349,000.00
Include This Invoice Number For Proper Credit: 500104573 Tax: UsD 6.00
internal Use Only  eqprmi9601hqg Total Amount Billed: UsDh 34,800.00
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e e EASTER EEASE SCHEDULE
By and Between
Popular Leasing US.A,, Inc.
and

Connecticut Orthopaedic Specialists, P.C.
Wiaster Lease Schedule Number: 47494.02

Thls MASTER LEASE SCHEDULE NUMBER 45494.02 (”Lease”) is by and between Popular Leasing U.S.A.,

Inc., ("Lessor") and Connecticut Orthopaedic Specialists, P.C. ("Lessee”) and incorporates the terms and conditions of tnat
certain Master Lease Agreement dated as of July 7, 2004 between Lessor and Lessee (“Master Lease”). Lessor hereby leases

to Lessee and Lessee hereby leases from Lessor the following described itéms of Equipment and/or Software for the Lease
Term and on terms and conditions set forth herein, The Lease shall become effective as against Lessor upon Lessor's execution

hereof.

EQUIPMENT DESCRIPTION: See Schedule A, Attached Hereto And Forming A Part Hereof:

AGGREGATE ACQUISITEON AMOUNT: 5349,0{)0.00
EQUIPMENT LOCATION 84N Mam Street Branford, Connectlout 06405

BILIL_,ING ADDRESS: 2408 thtney Avente, Hamden Connecticut 06518

.. JL._ LEASE TERMLﬂlei&eee_eheH_eommememon_the_deﬂhat Lessee executes.a Deliviry. and Acceptance Certificate wit
respect to the Equipment (“Commencement Date™). The Base Lease Term of the Lease shall be for the term indicated -

. below..and .shall. commence. oii.the thirtieth day in the calendar month of the Commencement Daté . (“Base Term . ... .

Commencement Date™).

" BASE LEASE TERM my -Three {63} months

IIL LEASE PAYMENTS:

() Base Term Rent conswts of the followmg monthiy payments [ ] Indicated by aoﬂ“‘X"’ ifin aréars

Month(s) , Amount
3, 5000
4-63". o B - $7,163.50

- -plus-applieable tax-

The ﬂrst msta]lment of Base Term Rent shaH be due and payable upon the earlzer of (1) the. datc spemf eci m Lessors Lo

e TG mé’r‘étbr, or(”ﬁ)th’é”Base Term Commencem‘ ent Dafe:

- {b) Interim Rent is clue and payable in . full on the date specxﬁed in Lessot's mvo1ce(s) therefor and shall be computed by dlwdmg ,
. orig peyment of Base Term Rent by. thirty (30) and multiplying the resuit by the number of days from and me]udmg the'
‘ Commencement Date to the ciay precedmg the Base Term Commencement Date. ’ ‘ . o
(e} On or before the Commencement Date, Lessee shall pay ‘Lessof an amount equal to §7.943, 31 (“Advance Payment”) The
Advance Payment including taxes and documentation fee, shall be appiled to Lessee’s first and sxxty -third Base Term Rent o
Payment with any balance to be appired to subsequent Base Term Rent payments . :

Lessee Imnaks' / % S




IV. LEASE END OPTIONS: The following LEASE END OPTIONS shall apply as indicated by an “X™,

Provided no Bvent of Default shall have cccurred and remain uncired, Lessee may upon the expiration of the Base Lease
‘Term exercise any one of the following options with respect to not less than all ilems of Equipment and Software
comprising the Equipment being leased hereunder, (i) réturn the Equipment to Lessor, (if) extend the Lease Term at the
then fair rental value ("Fair Rental Value") for an extension term the length of which shall be determined by agreement
between Lessee and Lessor or (ifi) purchase the Bquipment for a cash price equal to $1,00 ("Cash Price”). Lessee agrees to
provide Lessor with written notice of Lessee's decision not less than 90 days prior to the expiration of the Base Lease Term.

If Lessee fails to give Lessor 90 days prior written notice, Lessee shall be deemed to have elected (iii) above. Upon receipt
of Lessee's notice of termination and prior to the refurn of the Equipment, Lessor shall be entitled to expose the Equipment
for resale or lease at the Lessee's premises during reasonable business hours (so long as such exposure doés not
unreasonably interfere with Lessee's business operations). If by proper notice Lessee elects to purchase the Equipment and
apon receipt by Lessor of the Cash Price and all other sums due hereunder, Lessor shall: (i) convey title to the Equiprnent to
Lessee free of liens and encumbrances created by Lessor on an as-is, where-is basis and without warranty; (ii) and permit
Lessee to continue to use the Software'in accordance with the applicable License Agreement. Fair Rental Value shall mean
an amovnt which woéuld obtain in a fransaction between an informed and willing, lessee (other than a déaler) and'an .
infotmed and willing lessor (assuming for this purpose that the Equipment shall have been maintained in accordance with

© this' Lease and taking info consideration the -place vahie of the Equipment to Lessee) and will be determined by |

agreement between Lessor and Lessee.,

(X]

A INDEX RATE: Th'e Lease Payments set forth in Section ITl heréof are based upbﬂ five (5} vear Uttited States Treagury

obligations, which had an annual yield to maturity of 3.47 % (Index Rate). Lessor reserves the right to adjust the Lease
Tt . . . L.

- -Paymemvs—te-reﬂéetmanyehaages—in—tha—l—ndex+Rat&a&aﬁEh&Gemmensement Date:

- VE-PROGRESS PAYMENTS: -Provided nio- Bvent of Default has-occurred and:remiains uncured under the-Mastet Lease OF -~ -
" . this Lease, and-Lessor has-roeived such documentation and/or other items as Lessor may at its discretion require, - -
o Lessor agrees to make certain payment(s) on behalf of Lessee (each, an “Advante”) which shall'be'. repaid to Lessor .
upon demand and no later than 9Q days after the date hereof. Leéssee has entered into.a purchase order and/or other
documents relating to the Equipme\zqt being fihanced pursuant to this Lease (collectively, “Purchase Documents”) with
Vendor, In consideration for Lessor’s making the Advances, Lesses assigns to Lessor all of its rights and interests in the
. Eguripiment and the Purchase Doctitaénts, but nonie of Lessee's obligations. Lessee and Lessor agree that: o

(2) ON DEMAND, FOR VALUE RECEIVED, LESSEE HEREBY UNCONDITIONALLY PROMISES TO PAY to the order .
. of Lessor the principal sum of $349.000.00. of, if less, the aggrégate unpaid principal amount of all advances .. - .
("Advances") in payment or partial payment by Lessor to a supplier or manufacturer of the Equipmerit, together with
- any accrued but unpaid interest on any and all principal amounts remaining inpaid hereunder from time to time. Interest
- ghall.acerne.on each Advance at an annudl interest rate_squal to the Prime. Rate,.as reported. from time to time in the .
Money Rate Section of The Wall Street Journal, plus two percent { 2%) ("Progress Paymént Rate™) from the date of
" such' Advarice witil the earlier of the repayment in full thereof or the Comimencement Date. Any amount of principal ..
_ which is no¢ paid when due shall bear interést from the day when due until paid in full at a monthly intérest rate equial to
the lesser of: (i) oné and one half percent (1.5%) or (i) the highest rate legally permissible. ‘If a court of compstent
 jurisdiction shall detstmine that Lessor has received interést heréunder in excess of the highest permissible rate, Lessor
" shall prothptly refund such excess interést to the Lessee and: this Leas¢ shall be automatically modified to the extent " -
- ‘necéssary to comply with the applicable laws. Presentment, protest and notice of nonpayment are hereby waived by.the S
m"w»Lessee,—-'——Bqth?prinaipa_xl'—an_ci-inti‘:zres'tm.amﬁ-payablfsvin-immedi-atelyfavaiiabis;and—Iawﬁl1~wmoneywof»~the;United;S‘téteswoim@u.,__.
" America io Lessor at the address set foith above, or i6 such other address or éniity as Lessor may Ydir'ec"‘; in vriting, AN - 0
" Advances made by Lessor and all payments made on account of principal hereof shall be recorded by Lessor and, upon
" thé Tessee’s request, Lessor shall provide the Lesséé with a statement showing all such Advanées and payments.- The *
 Advinces and accrued intérest thereon shall become due and payable upon.the earliest of: (i) demand by Lessor (i)' 90
- days, after the date hereof or (iii} the Commencement Date, provided no default has occurred and femains uacured
Lessor shall finance the sum of ‘all advances over the term of this Schedule when such payments become due and
payable, hereundét. The Lessee authorizes Lessor to include any unpaid principal (o the extent not otherwise alrsady -
includédy and any unpaid interest hereunider in thi¢ cost of the Equipment financed by Lessor and to increase the I.2ase
. Payments under the Lease proportionaiély to reflect the increased cost of the Equipmient. ' -

Lessee Initisls: \/ M”
Y

3,

1




{b) Lessee has ne mterest in or right to any Advance made by Lessor to Vandor and if any Advancc moneys are retamed or

refunded to Lessee by Vendor, Lessee agrees to hold such moneys in trust for Lessor and to immediately forward such
moneys to Lessor, If the transaction contemplated by this Lease is deemed to be other than a trué lease, then to secure
payment and performance of Lessee's obligations under this Lease, Lesses granis to Lessor a security interest in the
System: and all attachments, accessories, additions, substitutions, products, replacements and rentals and proceeds

-therefrom (including insurance proceeds).

{c) If the Bquipment is not manufactured and delivered as required by the Purchase Documents or is not properly instalied,

does not operate as represented or warranted by Vendor, or is unsatisfactory for any reason, Lessee shall make all claims
pertaining thereto solely against Vendor and shall, nevertheless, pay Lessor all amounts due under this Lease. Lessor
shall have no liability to Lessee or any third party for any direct, indirect, special or consequential damages arising out
of this Agreement or concerning the Equipment. This Lease cannot be canceled or terminated by Lessee, and Lessee
has an unconditional obligation to pay all amounts required under the terms of this Lease when they are due; Lessee is
not entitled to abate or reduce the amounts due or to set off any charges against those amounts; Lessee is not entitled to
recoupment(s), cross-claim(s), counterclaim(s} or any other defense(s) to the amounts due, whether such matters arise
out of claims by Lessee against Lessor, Vendor or otherwise. Lessor may require payment in full of the Advances and

acoriied interest at any time, and upon the occurrence of an Event of Default, Lessor may, without limitation, apply any .

advance rentals under the Lease to the Lessee’s repayment obligdtion héreunder.

" VIL, ADDITIONAL PROVISIONS:

LESSER: Connecticut Orthopaedic Specialists, P.C.

LESSOR: Popular Leasing U.S.A., Inc.

1 Prthame&/f’/ﬁjﬂ&L J /ﬂ/é’é’é
Title: / /] 5?/45 %f’ L«Mﬁ// Title:

Date: / :‘2‘/ b / LG . Date: ?/ {f;f/f)é ‘

Sl T T (Rl

Print Name: ?@//: /wéff(L/Gd,S%/‘ff’
{,jﬁ,tf ﬁl’e&

. o - _ ' : (to be compléted by Jesior when. ﬁmown) ;
- Ledse #: !7/'7‘/ 941 Ny Cormencement Date: 7 4 Base Term Commencement Date: 7/ 3 C’/ 14

I




Connecticut Orthopaedic Sp.alists, P.C.
Lease No. 47494.02

SCHEDULE A

(eneral Electric Company {through it’s business unit GE Healthcare Technologies)
3114 N. Grandview Blvd.

W-344

Waukesha, WI 53188,

Eqitipment Description: (1) Preowned Gold Xtend Signa 1.0T LX HiSpeed MR/Octane Hieh Resolution

Whole Body MR Imaging System (Year of Manufacture: 2003)

Vendor:

System Includes:
» Hardware
1.0T LX HiSpeed Electronics

O

o LX Octane SGI Workstation

& New Patient Table

o . Body Coil and Head Coil

o Phased Array

S 1.OT CX-K4 Actively Shielded Short Bore Magnet (pre~owned)

o Reflex 50 Recon Medule with 256 BAM

o New Color LCD Monitor :

o New MI887SP-1.0T CTL Coil-UF!

& New M18875D-1.0T Shoulder le , . .

PR o @ N W M1 B8 ZHEW L O WnsLCoﬂ S : - . S

¢ Dual Array Package - ‘ o IR

- ‘o «New M1885E 1 OT Estremity-Coil -
> Software

"6 LX ScanTools 9.1-including FuncTool
o BchoPlus Software

-Lessee Connectxc/lﬁ()rthop gdic Spemahsts P. C

.By/ 77/

-/7/(‘/}:#6/[/ . Loxltis

| - -‘.."Prmt Name l.
B _Tltle _/ (’/ﬂ%/?féfé&éf/z/
| M/ % /z?éf

o Date




JEGTER

DEVELOPMENT CO:

January 26, 2005

Mr. Glenn Elia, CEO

CONNECTICUT ORTHOPEDIC SPECILAIST
2408 Whitney Avenue

Hamden, CT 06518

RE: Branford Medical Center

Dear Mr. Elia:

Pursuant to your request please find an additional cost break out as recently discussed for
cach Tenant/portion and or scope of work for the above referenced Project. As discussed,
we will be invoicing for all portions of each scope of work under one invoice upon
completion of the project and a certificate of occupancy for the building. Ttems are as

follows:

Structure & Site $4,754,740.00

Tenant 2™ Floor $223,560.00 (allowance)
Connecticut Orthopedic Specialist $255,830.00

MRI Room $47.870.00

Project Total $5,282,000.00

Please notice the allowance for the second floor future tenant fit out, any additional costs
exceeding the allowance for the second floor future tenant fit out will be paid for by the
future second floor tenant.

If you have any question please do not hesitate to contact me as we look forward to a
successful project.

Sincerely,

Steve Murdock
Jester Development Co., LLC

JESTER DEVELOPMENT COMPANY LLC
250 SACKETT PCINT RDAD
NORTH HAVEN, CT 06473-0668
OFFICE: 866 / 233-8265 FAX: 203/ 284-7189



JEGTEH

DEVELOPMENT (O

December 29, 2006

Mr. Glenn Elia, CEO

CONNECTICUT ORTHOPEDIC SPECIALIST
2408 Whitney Avenue

Hamden, CT 06518

RE: Branford Medical Center
Dear Mr, Elia:
Pursuant to your request we have broken out the MRI Room costs for your review. As

you are aware we had our own crews on site that handled completing the finishes in the
room after the RF room was installed, which took only a few days. Costs as follows:

Walls & Ceiling $ 1,420.00
Electrical Work $ 6,700.00
HVAC & Plumbing $ 5,200.00
Finishes/Painting/Flooring $ 1,050.00
RF Room $33,000.00
Profit & Overhead $_ 500,00
Total Costs $47,870.00

If you have any questions or require any additional information please do not hesitate to
contact me.

Sincerely,

JESTER DEVELOPMENT COMPANY LLC
250 SACKETT POINT ROAD
NORTH HAVEN, CT 06473-0668
OFFICE: 866 / 233-8265 FAX: 203/ 234-7189



Schedule of Values

To: [COS
2408 Whitney Avenue, Branford, CT 06518
From: Jester Development Co.,, LLC
250 Sackett Point Road, North Haven, CT 06473
{TEM DESCRIPTION OF WORK ist FLOOR {(COS) SHELL COST COS COST MRI 2nd FLOOR
NO, & SHELL COST
1{General Conditions 445 500.00 429,000.00 20,000.00 500.00
2| Site Worlk 939,840.00 939,840.00
3{Concrete 180,000.00 180,000.00
4iMasonry 80,000.00 80,000.00
5|Metals 600,000.00 600,000.00
6 Wood/Plastic 79,000.00 20,000.00 59,000.00
7| Thermal/Moisture 200,000.00 200,000.00
8iDoors & Windows 208,000.00 182,000.00 26,000.00
S{Finishes 185,000.00 82 000.00 90,530.00 2,470.00
10| Specialties 38,000.00 5,000.00f 33,000.00
111Conveying 75,000.00 75,000.00
12 }Mechanical 400,800.00 390,800.00 5,000.00 £,200.00
13[Electrical 198,300.00 176,300.00 15,300.00 8,700.00
14iProject Management 425 000.00 390,000.00 35,000.00
181l.and 1,000,000.00 1,000,000.00
16/2nd Floor Fit Out Allowance 223,560.00 223 560.00
Totals 5,282 000.00 4,754,740.00 255,830.00 Aﬂmuo.oo 223,560.00
Change Order 1 (Sewer MH Rehab) 21,255.41 21,255.41
Additional 2nd Floor Cost {Covered 367,793.80 367,793.80
By Saint Raphaels)
TOTAL 5,671,046.24 4,775,095 41 255,830.00 581,353.80




STATE OF CONNECTICU £
OFFICE OF HEALTH CARE ACCESS

R L s

M{; Jop1 RELL . CRISTINE A. VOGEL
OVERNOR COMMISSIONER

January 11, 2007

Mr. Glenn Elia

Chief Executive Officer

Connecticut Orthopaedic Specialists, P.C.
2408 Whitney Avenue

Hamden, CT 06518

RE: Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition of an MR1 unit for 84 North Main Street Branford office location

Dear Mr. Blia:

On January 8, 2007, the Office of Health Care Access (“OHCA”) received your response to

OHCA’s December 11, 2006 inquiry regarding the above noted matter. OHCA staff has

reviewed the January 8, 2007 response and finds that additional information and/or clarification
. is required, as outlined below:

1. Please corﬁplete and return the attached Afﬁda\'rit.

2. Regarding the Purchase Agreement submitted as Attachment B, pages 02/09 through 07/09
had been submitted. Please provide pages 1, 8 and 9 of that document. Also provide any
attachments to this document, such as the “STANDARD CONDITION OF PURCHASE
FOR GE HEALTHCARE TECHNOLOGIES GOLD XTEND PRODUCTS?”, referenced on
page 02/09 of the purchase agreement.

3. Regarding the response o Question #6 regarding evidence of any and all capital costs and
expenditures related to the acquisition and start up of the MRI unit:

2 Provide the amount of Sales Tax paid on this unit, when it was paid and by what
entity. '

b. Provide the amount of any and all delivery, rigging and installation costs for this unit.

c. Provide the amount of any capitalized training costs related to installation and start up
for this MRI unit.

d. Explain whether shielding was installed as part of this project. Is the $33,000 for the
R Room referred to in the Jester Development Co. letter specific to the installation
of shielding?

An Equal Qpportunity Employer
410 Capitol Avenue, MS #1 3HCA, PO. Box 340308, Hartford, Connecticut 06134-0308
Telephone: (860) 418-7001 « Toll free (800) 797-9688
Fax: (860)418-7033



Glenn Elia, CEO | January 11, 2007
Connecticut Orthopaedic Specialists, P.C. Page 2
Report Number 06-3088 1-DTR

4.

Verify that the 4/7/05 cancelled check for $5,825 (No. 083855) is specifically related to and
applied only toward the purchase of the MRI unit in question.

The Patient Screening and History Form and the Booking Sheet filed as part of Attachment
C, lists a date at the top of these sheets of ©12/19/2006”. If this patient was scanned on
6/30/06, why then does this December date appear on these two sheets?

Regarding the documents filed in Attachment D:

a. The Purchase Agreement requires “an initial 10% deposit of $34,900”. That amount
(the 10% deposit) wasn’t billed for by GE until the 12/17/2005 invoice, which is a bill
for $34,900. The invoice again indicates that the billing terms are 10% down/70%
delivery/20% install. It is unclear whether the deposit on this unit was paid in April
2005 (cancelled check) or in December 2005 (deposit invoice). Provide a breakout
which shows when COS made payments to GE on this unit. Also, provide a letter
from GE that indicates that Connecticut Orthopedic Specialists made one or more
installments on the payment of this unit (Gold Xtend 1.0T LX HiSpeed MRI unit)
prior to July 1, 2005. :

b. Please have GE verify the shipping date for this unit as it is not listed on the invoice
sheet provided to OHCA.

¢. Why is there a five month delay between COS signing the Master Lease Schedule on
~/6/2006 and the commencement of the lease terms on 7/6/2006.

Describe the circumstances that resulted in the extensive delay in project commencement
(purchase agreement signed in March of 2005, first patient scanned on June 30, 2006).

Please indicate the dates that Jester Development was onsite to perform the MRI room
renovations. When was a certificate of occupancy issued for this space/building?

Please repeat each question prior to providing the response for that question. Please paginate
your submission in its entirety including any attachments. Contact me at (860) 418-7041 if you
have any questions regarding the above further inquiry.

Sincerely,

Konwn Robest

Karen Roberts
Compliance Officer

Enclosure

Copy: Stephen M. Cowherd, Esquire, Jeffers & Ireland, P.C.



AFFIDAVIT

Applicant:
Project Title:
R ,
(Name) (Position — CEQO/President)
of (Facility Name) being duly sworn, depose

and state that any and all representatives of the facility have provided information
which is complete, true and accurate as it relates to all documents filed by these
representatives of the facility with the Office of Health Care Access regarding

Docket Number 06-30881-DTR.

Signature Date

Subscribed and sworn to before me on

Notary Public/Commissioner of Superior Court

My commission expires:




CONNECTICUT ORTHOPAEDIC SPECIALISTS, P.C.

2408 WHITNEY AVENUE, HAMDEN, CONNEGTICUT 06518
BILLING # (203) 407-3560 MAIN # (203) 407-3500

WWW.CT“ORTHO.COM
Fax # 2Ri-1164

{onnecticut
$)81[eiads

ORTMéPhEBl'E;Suﬁhﬁch

Joun. M szasn, M. 0.
(203) 40'7-3505
- GENERAL ORTHOPAEDICS & HAND SURGERY
- Jomr REPLACEMENT/SFDRTS MEDICINE

Jonn: M. BEINER, M.D.
(203) :882-3375
- CERVICAL SPINE/SMNAL TRAUMA
- ADUL‘\“/FEOIATRlC SPENAL Disonnms

HUBERT- RAD
(203) A07-3510

- UPPER EXTREMITY, ORTHDPAEDIC:S

- HaNp and Wms‘r SUHGERY

DAVID B. C:o _EN, M b,
(203) 407-35‘! 8
» SPORTS MED!C]NE/ARTHHOSCO!‘-‘Y
- SHOULDER, KNEE &' ELEOW SURGERY

- PEDIATRIC ORTHGP. mcs
- lLIZARGY SURGERY H

RICHARb DIANA; M. D.
(203) 407-3540
- SPORTS MEDICINE/ARTHRQSCOPY
~ SHOULDER Bc KNEE SURGERY

NORMAN R.
(203) 407—3520
- GENERAL ORTHOPAED!CS!SPORTS MEDICINE
- TOTAL JOINT REF’LACEMENT

JoHN MAR]NO,_M B,
(203): 582-7204

- Prysican MEDIGINE AND

ELEC‘TROMYOGRAPH

JOHN b Mc ALLUM, M.
(203) 407-3545
- TOTAL JOINTI REPLACEMENT/ARTHROSCOPY
~ MiNRALLY !NVAENE HIF’JKNEE Suﬁsi:mr

THOMA$ P. ORAN, M.D.
(203) 40’7-3510

- ApULT / PEDIATRIC PRACTUWE CARE

- Hane / UPFER EXTREMITY Suasaav

(203) 301-5010
~ SPORTS MEDICiNE}’ARTHROSCOPY
- SHOULDER 8: KNEE SuRGEnY

E:Nzc J SELLA, M D.
(203) 407-3526
« GENERAL ORTHDPAEDICSIF‘OOYAVKLE BURGERY
- INDEPENDENT. MED]CAL EXAMINER

DAvIB S‘;NCI.#.\M“II.Q.EAF.Q,. D.P.M,
(203) 407-3526

- Foor SURG ERY.
- FooT TRau MA

JEFFREY ™. DEI..O'H‘, D.P.M.
] (208) BB2-3376
-4 files LlMB SALVAGE 5}
- FouT SURGERY.

QF‘F‘[(‘:IZ !..ocm‘lons
GUILFORD .-'-.(203) 458-6340
Hamben (208} 407-3500
MILFORD (203) 882-3373
) (203) 789-2211
i (203) 795-4784
WALLINGFORD S (203} 265-18C0

February 1, 2007
VIA FEDERAL EXPRESS

Ms. Karen Roberts

Compliance Officer

Office of Health Care Access

410 Capitol Avenue, MS#13HCA
P.O. Box 340308

Hartford, CT 06134

Re: Certificate of Need Determination; Report Number 06-30881-DTR
Acquisition of an MRI unit for 84 North Main Street Branford

Dear Ms. Roberts:

The following are the responses of Connecticut Orthopaedic
Specialists, P.C. (“COS”) to your letter of January 11, 2007 regarding
the above-referenced Certificate of Need Determination. An original
and three (3) copies are being provided for your convenience.

1. Please complete and return the attached Affidavit.

The affidavit is attached to this response document. See
Attachment A.

2. Regarding the Purchase Agreement submitted as Attachment
B, pages 02/09 through 07/09 had been submitted. Please
provide pages 1, 8 and 9 of that document. Also provide any
attachments to this document, such as the “Standard
Conditions of Purchase for the G. E. Technologies Gold Xtend
Products”, referenced on page 02/09 of the purchase agreement.

The pages that you are requesting are as follows: page 01 was the
cover page of the fax transmission from GE to my office. This page
is no longer in COS’ possession. Attachment B to this letter are
pages 08 and 09 which consists of the leasing proposal between GE
and COS that was accepted at the time of our commitment to
purchase the MRI unit. This lease arrangement was eventually
replaced when COS decided to finance the transaction through the
lease agreement with Popular Leasing Company which was
attached to our January 8 correspondence at Aftachment D.

There were no other attachments to the Purchase Agreement.
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3. Regarding the response to question number six regarding

evidence of any and all capital costs and expenditures related to
the acquisition and start up of the MRI unit:

a.

€.

aD

b‘

c.

Provide the amount of sales tax paid on this unit, when it
was paid and by what entity.

Provide the amount of any and all delivery, rigging and
installation costs for this unit.

Provide the amount of any capitalized training costs
related to the installation and start up for this MRI unit.
Explain whether the shielding was instaled as part of
this project. Is the $33,000 for the R. F. Room referred
to in the Jester Development Company letter specific to
the installation of the shielding?

COS pays $447.99 of sales tax monthly to Popular Leasing as
evidenced by the invoice provided at Attachment C. Also at
Attachment C, please see the letter from COS’ accounting
firm, Teplitzky & Company, explaining the treatment of the
sales tax as an operating cost/expenditure as opposed to a
capital cost/expenditure.

The delivery, rigging and installation of this unit was
included in the $349,000 purchase price established by GE.
Please refer to the confirmatory letter from GE regarding this
matter which is found at Attachment D.

The training costs related to the instailation and start up of
this MRI unit were included in the $349,000 purchase price.
Please refer to the confirmatory letter from GE regarding this
matter at Attachment D,

Jester Development Company installed the shielding and RF
room for a total of $33,000. This sum was inclusive of
delivery and installation of all shielding necessary for the
installation and operation of this MRI unit.

Verify that the 4/7/05 cancelled check for $5,825 (No. 083855) is
specifically related to and applied only toward the purchase of
the MRI unit in question.

Please see Attachment D, a letter from GE verifying that check #
083855 in the amount of $5,825 was applied towards the purchase
of the MRI unit in lieu of the stated 10% deposit requirement.
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6.

The Patient Sereening and History Form and the Booking Sheet
filed as part of Attachment C, lists a date at the top of the sheets
of December 19, 2006. If the patient was scanned on June 30,
2006, why then does this December date appear on these two
sheets?

The date at the top of these two sheets (12-19-06) is the faxed
stamp date for the transmission of this form from the COS Branford
location to my office. COS’ medical records are kept in the location
where the service was rendered, in this case Branford. The patient’s
date of service was on June 30, 2006.

Regarding documents filed in Attachment D.

a.

¢

c.

The Purchase Agreement requires “an initial 10%
deposit of $34,900.” That amount (the 10% deposit)
wasn't billed for by GE until December 17, 2005, which
is a bill for $34,900. The invoice again indicates that the
billing terms are 10% down 70% with delivery and 20%
with installation. It is unclear whether the deposit on
this unit was paid in April 2005 (canceled check) or in
December 2005 (deposit invoice). Provide a breakout
which shows when COS made payments for the GE unit.
Also, provide a letter from GE indicating that
Ceonnecticut Orthopedic Specialist made one or more
instaliments on the payment of this unit (Gold Xtend
1.0T LX HiSpeed MRI unit) prior to July 1, 2005,
Please have GE verify the shipping date for this unit as it
is not listed on the invoice sheet provided to OCHA.
Why is there a five-meonth delay between COS signing
the Master Lease Schedule on 2/6/06 and the
commencement of the lease terms on 7/6/06.

Please refer to Attachment D, which confirms that
COS paid the initial deposit of $5,825 prior to July 1,
2005. Thereafter, COS did not make any other
payments on the GE unit until after the closing of the
leasing arrangement with Popular Leasing. COS has
been making monthly payments to Popular in
accordance with the lease terms since that time.
Please refer to Attachment D.

The differential in the dates is because the financial
terms of the lease could not be closed until the MR1
was installed and operational, which occurred on

3
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June 30, 2006, at which time the appropriate market
rate for interest could be determined. See Aftachment
E, letter dated 8-22-06 from Popular Leasing to COS.

Describe the circumstances that resulted in the extensive
delay in the project commencement (purchase agreement
signed in March of 2005, first patient scanned on June 30,
2006).

At the time that COS entered into a Purchase Agreement for the
MRI, COS had already begun construction of a new medical office
in Branford. This medical office was projected to open for business
in January 2006, Unfortunately, due to weather and other
construction delays, the building was not ready until the spring of
2006. When the building was ready for the installation of the MRI
unit, COS was informed by GE that the MRI installation team was
installing another MRI in Greenwich, Connecticut. This forced
COS to wait for the installation team to complete the Greenwich
project before they could begin installing our unit. Installation
finally began in early June and we began operations on June 30,
2006,

Please indicate the dates Jester Development was on-site to
perform the MRI room renovations. When was the certificate
of occupancy issued for this space/building?

Jester Development Company began construction on the medical
office at 84 N. Main St., Branford in January 2005. They remained
on-site until COS took occupancy of the building in April 2006. A
certificate of occupancy was issued by the town of Branford in
April 2006.

On behalf of COS, we trust that the Office of Health Care Access

will find the answers above to be responsive to your requests. Please feel
free to contact me directly or Mr. Cowherd, who has been copied on this
response, should you have any further questions.

Sincerely,

CCl

Stephen M. Cowherd, Jeffers & Ireland, P.C. (w/enc.)
4
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AFFIDAVIT

Applicant: { z;gmc’”gzzng /gszpafeaze &93’6’6/4‘&/573; / C.

Project Title: g’?ﬁu%‘f} iy

é)xaw Ew ke , f £0

(Name) (Position — CEO/President)
¢ G Oryrro Specsesizs

(Facility Name) being duly sworn, depose

and state that any and all representatives of the facility have provided information
which is complete, true and accurate as it relates to all documents filed by these
representatives of the facility with the Office of Health Care Access regarding

Docket Number 06-30881-DTR.

%@w (-25-07

sgnature Date

Subscribed and sworn fo before me on A/a,.\ Z.} t Lod "

QMO

NetaryPubtic/Commissioner of Superior Court

MMIsSsio res.
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GE Bealthcare Finoancial Seyvices

" Prbruary B, 2005 /

'GE Healthcare Financial Services is pleased to Wﬁe a quotation fur tawse finencing.

Customei: Connecticut Orthopedic Sarvices 1 /1/‘%[\}5/7\
Hamdan, CT ' 7

Equipment; GE GoldSea 1.0

Equipment Coat: $349,088.00 plus epplicable sies tax.

Lease Torm: 60 Montin

Payments 50 Paymetits @ § 552500 (eofpment) + B0, 75000 (servied) < $14.575.00
End af Term Options: Fair Mavke Vilue o of Tem Purchise Option

This proposel does Rot coustitute a eredit approvel or commitment 10 lend on belnif of GE
Hesltheare Floancial Services. All pricing s aubjoct to Reed luvestovent snd exedit sppraval. Oge
pacymeent by due xt thn start of Qo leage. Pleaoe oote thet there s 3 5208.00 focaonrentation fer.
r lz:hv P ST HOMBE I b ' Ml D SAMERE W0ty By A Y

Lt

L The smmary of proposed s ind conditions sot frth n this propol k2 not intended to be all-inchiive. Any
oo el comditions that are not spoifiesthy sddnessed hoestn would be subject bo fimure negatiations. Mosesver, by
signing the proposad, the parties scknowledpe that: (1) this proposat is nat & tindbme commitment on the part of sy
peran 1o provide or arrange for financloy on the terms md conditons g2t Simth herein or ofherorises (1) any sudh
comntitment og the part of GEHFS woskd bo in 2 sopmraty writien Instroment signad by GERFS Soltowing neiefctory
onsrpletion of GETIES' duw diligerace, imtermal revies wnd spproval process (which aprmrovals heve: not vt beon
soaght or obtnined): (1) this proposal supersades any and ol discessions and iterstandings, wiiten of onl
botweon of otong GEHFS and eny other peson 35 (o the Stbject mmter hevend and (fv) GEUPE mxy, ot my Jovel of
itz approval proocas, decline wy Srther considerstion of the propesed finencing st terminate Hs cregit raview
process. GEHFE® stamdprd docoments will be voed,

Eaceept s required by lave, nofther this propasal nor s costenty wil be disckosd yebficly or pivatchy cxeept to thise
Individels who sre your offfcces. employees or advisors Who ke 2 nevd to know 85 & rexult of being invelved In the
propoged trmzaction ged fhen only rm the condition fat sueh mateys muy ot be Toniher diadiosed. Netwithetmding
the $regoing, thers is o restricion (vither express ar implicd) o sy distionme o dizseniination of the tBY, fruttors
or tx aacty of the trmaections contempluted by thin proposed. Further, GEHPS eciowswiedges that it has no
propriety tlghts to oy L% motter or ko Sden oF 10 20y oloment of the proposal*s teamesection strisoams,

You bereby muthorize FEHFS to filc in xny jurisdiciion sz GEHFS destmy necessary mmy inftiel unifem wommcresal

voge finencing aatements that identify the Exdpment of ey other sxsety sbjoct 1o i proposcd finsnsing described
bezwin, 3 for ony teason the proposed trimseetion iz not approved, upon yoitr satlafsction in i) ol all oblipsSons to

GEHFE, GEHFS will cense the yeminstion of such finansiny stateents, Yoo ackmowlodes and agren that the

execition of this proposat end 1he filing by GEHFS of such financing sttements, in 1o way obligses GEHFS o
rovide the firanity deseribad e,
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We Took forward to your sarly roview nd sesponss. 1F'thess sre any govstions. wo would apprecsis the oppernity
o discima s proposal inmons detail at yoor erfiest convenicnce. Flonse do mot hesitate to sontact me dircaly ot
YTR-4752885,

Sincevely yours,

| Sandra 9. McGee

Sandra J. McGee

Saleg Suppott Mamper

GE Hoatthoure Financial Scrvices
GT8-474.2885 {Ofiec)
9TE-4TO09TT (OB Fex)
2037494745 (E-Fmx)

Sopdps Meliongige som

Titke:,... % ~ V
o B/08/05
Fed, Mé: tp‘@"" G?E_EEE%L 1

Cuglorser Conract: Phowe:
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~ POPULAR LEASING TiS.4., TNC.
SOPULAR LEASING. Lockbox 3771027, 1977 Selutions Center
: Chicaso, 1L 60677-1009
Telephone: (800) 829-9411
Fax (6361 337-1083

1 J—

Bill To: 00003 000310 :';go?;:e Number; 101287449
Invoice Date: 12/11/06
Customer NHTBeLbsie; wvwp
site: wiww.poplease.com
Wieasllanelddasnlssland Ll heedid ool bl adedindal For Insurance Related Questions Call; (877) §78-0376
gzgge cticut Orthopaedic Specia Please include your custoraer/lease number on your check.
¥hitney Ave Late faes will be assessed according 1o your lease agreement.

Hamden, CT 06518-3200

DESCRIFTION ~ LEASE NUMBER . bUE DATE PAYMENT AMOUWNT
Previous BRalance 22,363.91
Payments: Ck# 01236 11/27/086 22,363.91 { 22,363.91)
LEASE PAYMENT 047494.01 12/30/06 7,292.45
Sales Tax 047494.01 12/30/06 437.55
LEASE PAYMENT 047494.02 12/30/06 7,466.55
Sales Tax 047494 .02 12/30/06 447,98

Balance Due 15,644.54

* We may repovt information about your account to credit bureaus. Late payments, missed
payments, or other defaults on your account may be reflecied in your credit report.




Teplitzky

& Company

ortle Publlc Accotmmnts

Ore Bradley Road, Buiiging 600
Weodbridge, Cormertiout D852
Tel, 203,387.0852
Fax. 203.387.1918

© wurwieniitzky.son

Januvary 2, 2007

Stephen Cowherd, Isquire

Jeffers & reland, Professional Corporation
55 Walls Drive

Fairfield, CT 06824

RE:  Conmecticut Orthopaedic Specialists, P.C.
Dear Altorney Cowherd:

You have asked me to describe the treatment of sales 1ax on a capital lease arrangement
antered into by Connectivut Orthopacdic Speclalists, P.C. (FCOS”) with Popular Leasing
and whether it would be appropriate under generally acespted accounting principles
(“GAAP™) to treat the sales tax as & capital expense under the particular facts and
circurnstances of this fransaction.

As you know, there are two types of lease armngemenis that a company can enter into
with a leasing company. The first is a capital lease. A lcase is decmed a capital lease if it
meels any one of the following four conditions:

a, if the lease life exceeds 75% of the life of the asset
b.  ifthero is a transfer of ownership to the lessec at the end of the lease term

c. Tfthere is an option to purchase the asset as a “bargain price™ at the end of the
lease term

d. I the present value of the lease payments, discounted at an appropriate
discount rate, exceeds 90% of the fair market value of (he asset.

If the lease does not meet any of the four criteria, it is deemed an operating lease. The
lessee docs not enjoy ownership of the property and returns the property to the lessor at
the end of the lease.

Per the lease srangement entered into by COS, the lease of the MRI from Popular
Leasing is considered a capital lease. Per the lerms of the lease (See Aftached Lease)
COS was to pay Popular Leasing over a 63 month period at a rate of $7,163.50 per
maonth, beginning in month four, plus applicable taxes (See Paragraph Ili(a) of Lease).



Stephen Cowherd, Esquire
Jannary 29, 2007
Page2

The base amount of §7,163.50 represents the purchuse price of $349,000 plus interest. At
the end of the Jease lerm, COS has the right to purchase the equipment for one dollar.

Becanse COS has both the benelits and burden of ownership of the MRI and falls into the
criteria, the trangaction is treated as a purchase of the MRI by COS. Such tax treatment
of cupital Jesses is determined under Revenuc Ruling 72-408 1972-2 CB 86 (Soo
Attachment). That ruling dictates that COS’s basis of the property is the sum ol all
amounts payable over the term of the agreement that are considered to be payments for
the purchase of the MRT equipment io the exient such amounts do not represent inlercst
or other charpes (see section 7 of the Revenue Ruling). Thus, its basis in the property
will be §349,000. As such, COS will be entitled {o depreciate the machine over its ugeful
life (see section 12 of the Revenue Ruling). It will not be able (o deduct the payments as
rent ag it would under an operating lease.

In addition to depreciation, COS will be entitled to deduct {hat portion of the monthly
iease that represents interest as it is paid (see section 10 of the Revenuc Ruling). Finally,
COS will be able to deducr that portion of the monthly lease thal represenis state and
local taxes (sales tax) a8 it is paid (sec section 11 of the Revenue Ruling), In this case, the
sales tax is separately stated in the bill,

It is the directive of the IRS that interest and sales tax be treated as regular operating
expenses, not capital expenses. Therefore, in accordance with Revenue Ruling 72-408,
COS will meal the Jease payments ay [ollows:

1. Capilalizing the payments ax they reflect the purchase of the MRI mackine in
the amount of $349,000.

2. Expense as inferest expensc that part of the lease payment that is deemed
inferest as paid. '

3. Expcnse as sales tax that part of the lease payment that represents sales tax as
paid.

This is also the treatment prescnibed under GAAP. Siatement of Financial Accounting
Standards (SFAS) No. 13 Accounting for Leases eslablizshes the stapdards of financial
accounting and veporting for leases by lessess and lessors. (See Aftachment),
Specifically, Paragraph 10 of the Statemment directs the lessee to record a capital lease as
an asset af an amount equal to the present value at the beginning ol the lease form of
minimum fease payments during the lease term, excluding that porlion of the payments
representing executory costs such ag insurance, maintenance and taxes to be paid by the
Jesgor,



Stephen Cowherd, Esquire
January 29, 2007
Page 3

On another note you asked if sales {ax is charped and capitalized on the transaction
between the equipment manufacturer, in thig case GE Medical Systems, and Popular
Leasing. As you may know, in these situations the leasing company fssues a resale
certificate fo the manufacturer. No sales tax js charged because COS and not Popular is
the end user. This of course is consistent with the capiial leage struclure that has COS
owning the MRI at the end of the lease term, Popular iz collseting the sales rax as lease
payments are made and is then remitting the sales ax to the Stalc. Accordingly, no entity
in this fransaction is capitalizing the sales tax a3 there would be no basis to do so ander
GAAP by virtue of the resale certificate issued Popular and COS® freatment of the lease
payments in conformance with Revenue Ruling 72-408 and SFAS 13.

1f you should need anyllung finther, please contact me,

Very traly yours,
]

><; o

TAThvi
Tnclosure




By and Between :
Popular Leasing U.S.A., Inc.
. and

Connpecticut Orthopaedic Specialists, P.C.
iaster Lease Schedule Number: 47494 02

Thls MASTER LEASE SCI—IEDULE NUMBER 49494.02 ("Lease") is by and between Popular Leasing U.S.A.,

Inc.,, ("Lessor"} and Connecticut Orthopaedic Specialisis, P.C. ("Lesses") and incorporates the terms and conditions of that
certain Master Lease Agreement dated as of July 7, 2004 between Lessor and Lessee (“Master. Lease™. Lessor hereby leases

to Lesses and Lessee hereby leases from Lessor the following described itéms of Equipment and/or Software for the Lease
Term and on térms and conditions set forth herein, The Lease shall become effective as against Lessor upon Lessor's execution

hereof.

EQUIPMENT DESCRIPTION: Sec Schedule A, Attached Hereto And Forming A Part Hereof -

AGGREGATE ACQUISI'I‘ION AMOUNT:  §$349.000.00
EQUIPNTENT LOCATION 84 N Mam Sireet, Branford, Connact;cut 06405

BIL[_,INCE ADDRESS: 2408 thtney Avenue, Hamden Connecticut 06518

il

M&W@Mmm@jwﬁaMmmntﬁumangﬂwme mef cate. it
respéct to the Equipment (“Commencement Date™). Thé Base Lease Term of the Lease shall be for the tetm indicated -

. below..and .ghall. commence.on.the thirtieth day in the calendar.month of.the Commencement Daté..(“Base.Term e
Commencement Date™). _ S

" BASE LEASE TERM 1xi__3{-Three (63 y months

'IMi. LEASE PAYMENTS

4

(a) Base: Term Rent conmst's of the followmg monthly payments

Month{sl ' o Amount

3. T 5000

463 - - §7,163.50
Sl <+ splus-applicable tax

7 'E‘hc f' rst installment {)f Basc 'E‘erm Rent shalE be due and payable upon the carher of (1) the date speclﬁed in Lessors"_ S
= IHVGICE tnerefﬁf“ﬁi‘"' (n} theB HSE Ierm Cartneticenient Dare; - I

(b) Intedim Rent is due and payable: in ﬁ111 on the date speclf ed in Lassor s mvmca(s) therefur aud shall be computad by dmdlng i
. L. one paymeﬂt of Basa Term Rent by. thlrty (30} and mulhplymg the result by the: number of days from and mclnémg the - .
‘ Commmccment I)ate to. the da.y prececimg the Base Term Commencemsnt Date: - o . o h
() Oii or bsfore fhe Commencsment Date, Leéssee sha.ﬂ pay Lessor an: ameunt equal to $7.943, 31 ( ‘Advance Payment") The o .
Advance Payment including taxes and docurngntation fee, shall be applzed to Lessge’s first and szxty—thxrd Base Term Rent D
: Payment with any balance to- be apphed to su'bsaquent Base Term Rent payments . . .

Lessee Inmais / é 7/‘




IV. LEASE END OPTIONS: The following LEASE END OPTIONS shali apply as indicated by an “X™.

[X] Provided no Event of Defanlt shall have occurred and remain uncired, Lessee may upon the expiration of the Base Lease
-Term exercise any one of the following options with respect to not less than all items of Equipment and Software
comprising the Bquipment beig leased hereunder, (i) return the Bouipment to Lessor, (if) extend the Lease Term at the
then fair rental value {"Fair Rental Value"™) for an extension term the length of which shall be determined by agreement
between Lessee and Lessor or (iif) purchase the Equipment for a cash price equal to $1.00 ("Cash Price"). Lessee agrees to
provide Lassor with written notice of Lessee's decision not less than 50 days prior to the expiration of the Base Lease Term.
*If Lessee fails fo give Lessor 90 days prior written notice, Lessee shall be deemed to have elected (iif) above, Upon receipt
of Lessee's notice of termination and prior to the return of the Equipment, Lessor shall be entitled to expose the Equipment
for resale or lease at the Lessee's prenises during reasonable business hours (so long as such exposure does not
~ unreasonably interfere with Lesset's business operations). If by proper notice Lessee elects to purchase the Equipment and
upon réceipt by Lessor of the Cash Price and all other sums due hereunder, Lessor shall: (i) convey title 0 the Equipment to
‘Lessee free of liens and encumbrances created by Lessor on an as-is, where-is béasis and withont warranty; (ii) and permit
~Lessee 16 continue to use the Software in accordance with the applicable License Agreement. Fair Rental Value'shall mean

an amount whmh would obtain in a'transaction between an fiformed and. willing. lessee (other than a dealer) and’ an .
informed and willing lessor (assuming for this purpose that the Eqiiipment shail have been maintained in accordance with

: this' Lease and taking into consideration. the m—place vahie of the Equipment to Lcssae) and will be determined by

agreement between Lessor and fessee. :

V. INDEX RATE: The Lease Payments set forth in Section IIl hercof are based upon five (5) vear Umted States Treasury .
‘ obhgatmns which had an annual yield to maturity of 3.47 % (Index Rate). Leksor reserves tht': right to ad_]usi the Lease '

‘ D"mﬁen!s to-refleet-any- -changos-in- the—Index—Rataas«af th&@emensement Dats

- —VE -~PROGRESS PAYMENI‘S -Prévided no-Event of Default ‘has-occurred and remiains uncured under the-Master Lease: O =+« -
‘ I . this Lease, and-Lessor has received such documentation and/or other items as Lessor may at. its discretion. requ:re i
. Lessor agrees to make certain payment(s) on behalf of Lessee (each, an “Advance”) which shail be repaid to Lessor .
upori demand and ‘no later than 90 days after the date hereof. Léssee has entered into.2 purchase order and/or other
documents relating to thé Bquipment being-financed pursuant to this Lease (collectively, “Purchase Dociiments™) veith
Vendor, In consideration for Lessor’s making the Advances, I.essee assigns to Lessor all of its rights and interests in the
- Equzpment and the Purchizse Documents but nore of Lessee's obhgahons I_.essee and Lessor agree that s L

{a) ON DEMAND FOR. VALU'E RECEIVED LESSEE HEREBY UNCONDITIONALLY :{’ROMISES TO PAY to the order -
" 6f ‘Lessor the principal sum of $349.000. 00 of, if less, the aggregate unpaxd principal amount of all advances . .
{"Advances") ift paymient or partial payment by Lessor to a supplier or manufacturer of the Eqmpment togethér with
© atiy accrued but unpaid interest o any and all principal amounts rémaining unpaid hercunder frofn time to time. Interest ...
-.shall.accrue;on each Adyance at ah annuel, interest rate_etual to the Prime_Rate,.as reported: from time & to time inthe
. Money Rate Section of The Wall Street Joumnal; plus two percent { 2%) ("Progréss Payment Ra’ce") from the date ‘of.
*" such Advarice until the garlier of the repayment in-full thereof or.the' Commencement Date, Any amount of principal e
- which is ngt patd wher due shall bear interest from the day when due until pajd in full at 2 marsthly intérest rate eqisl fo .
the lesser of: (i) one -and oné half percent (1. 5%} or(ii) the highest rate legally penmss;ble “If a court of competent -
" jurisdiction shall detérmine that Lessor has received interest hereunder in eXCess 'of the highest permissible rate, Lessor' -
- .. shall prothptly refund such excess interest t the Lessee and. this Lease shall be automatically modified to the extent .. -
" “neséssary to comply with the applicable laws.. Presentment, protest and notice of nonpaymént-are hereby waived by the

et —————-I..cssse—-»«Both—pnnmpaLand—mterestmarewpayablean—xmmgdxatelydavmiable—and laswful-money-of. the-United States of i
- America to Lessor at the address set forth above, or to such othier address ot éntity 4s Lessor mey direct in writing. :AH . ©
- Advinces made by Lessor and afl payments made on account 6f pnnczpa} hereof shall be recorded by Lessor and, upon o
the Lessee's request, Lessor stiall provide the Lessee with a stafement showing. all such Advances and payments.” The -
’ 'Advances and accrued intsrest thereon shall become due and payable ‘upon the earliest of: (i} demand. by Lessor (1;) 90 -
* days after the date hereof or (iii) the Commencément, Date,. provided no default ‘has ocenrred and remains . uncured .
Lessof shall. finance the sum of ‘all advances over thé term of this Schedule when such payments: becnme due and. o
- payable, hereunder. The Lessee authorizes Lessor'to include any unpaxd pnnmpal (to the extent not otherwisé already *
" included) and any unpaid nterest hereunder in thié cost of the Equipment financed by Léssor and to increase ‘the Lease

- Payments und&r the Lease proportionately to reﬂect the increased cost of the Eqmpment

‘Lessee Initidls: \/ %,é/



{b) Lessee has no mte.rest in or r1ght to any Advance made by Lessor o Vendor and zf any Advance moneys are retumed or
refunded to Lessee by Vendor, Lessee agrees to hold such moneys in trust for Lessor and to immediately forward such
moneys to Lessor. If the transaction contemplated by this Lease is desmed to be other than a true lease, then to sscurs
payment and performance of Lessee's obligations under this Lease, Lessee grants to Lessor a security interest in the
Systern and all attachments, accessories, zdditions, substitutions, products, replacements and rentals and proceeds

-therefrom (including insurance proceeds).

{c) If the Equipment is not manufactured and deliversd as required by the Purchase Documents or is not properly installed,
does not operate as represented or warranted by Vendor, or is unsatisfactory for any reason, Lessee shall make all claims
pertaining thereto solely against Vendor and shall, nevertheless, pay Lessor all amounts due under this Lease. Lessor
ghall have no liability to Lessee or any third party for any direct, indirect, special or consequential damages arising out
of this Agreement or concerning the Equipment. This Lease cannot be canceled or terminated by Lessee, and Lessee
has an unconditional obligation to pay all amounts required under the terms of this Lease when they are due; Lesses is
not entitled to abate or reduce the amounts due or to set off any charges against those amounts; Lessee is not entitied to
recoupment(s), cross-claim(s), countarcia]m(s) or any other defense(s) to the amounts due, whether such matters arise
out of claims by Lessee against Lessor, Vendor or otherwise. Lessor may require payment in full of the Advances and
accnied interest at any time, and upon the ocourrence of an Event of Default, Lessor may, without limitation, apply any

© advance rentals.under the Lease to the Lessee’s tepayment-obligatibn héreunder. '

. Vii. 'ADDITIONAL PROVISIONS:

3 TZESSEE: Connecticut Orthopaedic Specialists, P.C.  LESSOR: Popular Leasing U.S.A., Inc.

w / 7%%/8/ . by (ufes, b LoaTIL,
Prthame%,?’//‘jML o /é"/é"(fé Print Name: ?L;/f; 5 Aé'fo/ CEJLS?L/'Q

Title: ./ / oyl b&ﬁ@ Title: [/{'C e P el
Daté‘:/ /"’/& ‘/66@ ) Da‘;e: ) )/»i’/{f_,,’/ﬁé

) o .‘1 ' ' (to be'completed by kess rwhen.kﬁa;asﬁzn) : J oo
" Lease #: 47‘4 9 QZ Ny Commencement Date:  //6/ 6 Base Term Commencement Date: 2.4‘ 3 0[/ 26
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. Connecticut Orthopaedic Sﬁ;ﬁ-fﬂists, rC.
Lease No. 47494.02

SCHEDULE A
Vendor: General Electric Company (through it’s business unit GE Healthcare Technologies)
3114 N. Grandview Blvd.
W.544
. Waukesha, WIS53188

Equipment Description: (1) Preowned Gold Xtend Signa 1.0T LX HiSpeed MR/Qctane High Resolution
Whole Body MR Imaging System (Yeéar of Manufacture; 2003) '

Systern Includes:
» Hardware
1.0T LX HiSpeed Elecironics
LX Octane SGI Workstation
New Patient Table
. Body Coil and Head Coil
Phased Array _
1.0T CX:K4 Actively Shielded Short Bore Magnet (pre»owned)
Refléx 50 Recon Module with 256 BAM
New Color'LCD Moenitor.
- New M18878P-1.0T CTL Coil- UFI
o - New M188758D-1.0T Shoulder Cotl '

0006 OO0 000

_»___.._L'..._..*»....m_.-——--@_—NGWMISHHW-I 0T Wit Coil— I SR
R .6 Dual Arrdy Packags ™ . ‘ S R RN Sl
P RN NeleSSSElOTExtrenutyle S P R

¥ Snﬁware

"o LX ScanTools 9.1- mcludmg FuncTaoi
6. EchoPlus Software o

£ .::fl -. ‘-i..assee Cor;nect;cu Orthop' gdic Sl;ecxaizsts P, C
¥ l."“.:Prthame /Wf('/;}j? 14{7/& “‘”4&/&[%‘
E . _T[t[e _/ (]/&/?/ 772& LL"’LJ/&
" :_'Date f Z /&/ﬂé’




ion 152

District Direcror is convinced of the
genuinepess of fis claim, it need not
be conclusive. I is evident that what
in fact constitufes sufficient cvidence
of actual support may vary from case
to Cast. ‘
While not required, writien state-
ments comemporaneows with the ex-
pendirures of jupport fundy setting
forth the amounts and Purposes of
such expenditures are entitlad to great
weight.  Similarly, written BuUpport
agreements briween pertiss ¢r memo-
canda to the difect thut an oral sup-
pOTt AGTECMENL GXIBS alzo will be con-
sidered s providing stOng evidence
of acraal support. Littie weight will
he artached to oral agreements alone,
but dmpcndingi on the particular [aets,
such evidence may be rogarded =s
providing evidence of petual suppozh.
Notations by the maker on support
checks purporting to atlocate funds 10
particular household members, made
payable to an individual having tus-
. vody of a tlajmed dependent, will be
\garded as evidence of artual support.
- The sourcek of support in Situation
¢2) as deterhined by the application
of the above guidelines are as follows:

Source of Recipient of Support snd

Support Amount Recelved
W $ D
w 51080 % 120§ 720
§ i 240
U 120 120 120
H . 720 360
Total .
Support $1,200 $1,200  $1,200

“The facts of Stuation (2) differ
from Stuation (1) only in the exst-
enee of H't uncontradicted designa-
fion, That designation is evidence that
H provided 3720 1o §, £360 ro D, and
nothing to W. Siace under Rev. Rul,
985 each miember of the household i
considered to have recsived an equal
amount of support and sach individ-
ual is geserally considered to have
provided fdst toward his own suppoTy
W iz considered 1o huve provided

i
'

] 26

$1,080 toward her own suppost {as
corppared to §720 in Situation (1))
and to have provided ounly $120 of
support to § (as compared to $480
in Situation (1))-

Accordingly, based on the applica-
tion of the puidelines established here-
i as well us Revenue Ruling 233 and
Revenue Ruling 64220, it 5 con-
cluded that W provided over one-
nalf the support of D (3720 out of
$1,000) in both Situation (I ) and
Situation (2), but that H provided
over one-half the support of § {5720
cut of $1,200) in Siuation 2) only.

Revepue Ruling 233, CB. 1933-2,
73, and Revenue Ruling 64222, C.B.
1964-2, 47, are dclavified hoth with
respect to their applicability vpon a
showing of actual support and to the
interpretation of “actunt support” as
that term Is used thevein.

26 CFR 1.152-1; General definition af
dependent.

Whether an néividual who atiended an
fustitute guring evening hours may be con-
fdered = sudent [ purposes o heing a
dependeont, Bee Rev. Rul 19.444, page B3,

ot VI lNemiznd Doductions for Individuals
and Corporntisns '

section 162.~Tratie of Business
Expanses

26 OFR 1.162-1: Business expenses.

(Also Sections 38, 80, 163, 164, 167, 453,
463, 1228, 1231, 1245; 1.38-1, 1.182-11,
Taead, 11641, 1.067(aj-1, [.453-1, 1.
¢83-1, 1.1028-1,"1.1281-1, 1.1245-1.}

Tax consequences of a ansat-
Yion cast in the form of and treated
by the parties as & lease of "section
38" property and subsequently de-
termined to be a sale.

Rov. Rul. 72-408

Advice has been requested as 1o
certaln of the Federal income tax con-
sequences resulting from 2 conclusion
{hat 2 transaction the parties therefo
have cast in the form of a lepse of
property is, for FPederal income tax
purposes, a sale of such property.

3
and therefore, for Federal income tax i
In 1968, 4, an individual and a3}
calendar year taxpayer, acquired new
section 38 property” and claimed the
investment eredit on his 1968 Federal
income tax roturn based on 2 ngeful
Life of ten yeass. On August 31, 1974
A enbered into an agreement with 4,
a corporation reporting it income on
a calendar year accounting perind
wheseby A “leased” the property !
M. The agreement provided thar, i
addition to the specified “rent” for th
property, M would pay to 4 amounks’s
sufficient to cover specific iterns of e
pense arising from M's use of thef
PIOPEITY.

Tt was determined that, under te;
agresment, M has the bencfirs and™
burdens of owncrship of the prope? =
and therefore for Federal income ¥
purposes, the transaction is considezed
a salo of the property.

Based solely on the foregoing fact
certain of the Pederal income tax con!
sequences arc as follows: h

(1) The sale by 4 to M ocowrsed o
G earlier of the dare on which M
sook possession of the property o the
dete on which M was entidled o t2kg
possession of the property under the
*erms of the agreement, and the holds
ing period of the properly will be gz
termined accordingly. i

(2} The umounts received by 4 a3
tyent? under the agreement are (o
sidersd payments on the saje pritt 8
the properry to the exient 8
amoums do not represent interest 0
other charges, See Rev. Ral 55-540;
CR. 1965-2, 59, 43.

(3) Any gain realized by 4 upons
the sule of the property to M s
ject to the provisions of sections 128
and 1245 of the Internal Reven:

Code of 1954, i

(4) Since the agreement betwesn 4|
and M is Lreated a3 & sale of propesty

for purposes of the Code, ftis 2 "o

rract for the sale or exchange of propy

erty” for purposes of applying sectiong

463 of the Code with respect to

treatmment as interest of a portion, o



(N
*
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4

..:é oeriodic pdyments recehed by A
& “rent under the agreemsnt
¥, (5) The prodisions o scetion 47(=)
(1) of the Code, relating 1o ihe re-
fomputation of the investment credit
i early disposition of section 38
Ftoperty, are applicable to A in 1971
ith respect jto investment  credit
3 ﬁ.imed by 4 dn his 1968 Federal in-
me ax returh,
} Since thé property in the hands
00f M is propeity described in section
350 of the Code, M will be entitied 10
Fah investment . credit with respect to
ch property -if the property hes a
faful lifc of at least 3 venrs, Further-
ore, 10 the hands of M, the property
Gll constmute: used section 38 prop-
ety 25 descrited in seetion 48(¢) of
gihe Code,  ~
:(7) The basis of the properly in
e hands of M will be the sura of all
imounis payakle over the v ol the
greement that are considercd 1o be
yments fori the purchass of the
roporty by M, lo e exient such
mounts do nbL reprosent intwrest or
ther charges,”
¥ (B) M will ot be entitled to renal
eductions under seciion 162(2){3)
of e Gode and the rogulations there-
nder, :
B () M will be entitled to deduct all
= rdinary and pecessary expenses paid
or ineurred i respect of the property
furmiant to sgelion 152 of the (ode
ind the regulations therwminder.
(10) M will be cntitied o deducr
nder scetion; 163 of the Code that
fortion of the “rent” that represents
interest dorerinined puUrsuaAnt oo sec-
fion 483 and the regulations there-
Gnder,
{11) M will be entitled to dedue-
ons For state and local taxes imposed
th respect to the property, Pursuant
section 16% of the Gods and the
lations tHereunder.
(12} M will be enc:led o deprecia-
an deductidns with respect o the
perty. puisuant w section 167 of
¢ Code and the regulations there-
Binder. Since! the origmal use of the
foperty did-not cormmence with M,

it may not determine depreciation by
use of the methods deseribed in para-
geaphs (2), (3), and (4} of section
167(by of the Code, Sce section 167
(e}(2) of the Code, M may clecy,
however, to compute depreciation by
use of the declining balance method
with the rate limited to 13095 of the
applicable straight line rate if it satis-
fies the requirements of Revenue Rul-
ing 57-832, B, 1957-2, 130, or of
suction 1,167 (a)-11(c) (1) {iv) of the
Income Tax Regulations il an elee-
tion is made under seetion {167 (a)-
11 ol the regulations for the calendar
year 1971,

With respect 0 4, he may report
the gain, if any, on the installment
method of accounting, provided he has
made a valid election 1o do s0 and
otherwise complies with the provisions
of section 453 of the Code, In derer-
mining the validity of an clection w
report gain on the sale of property on
the installment method mede other
than on a rimely-filed Federal income
tax return for the year ol sale (1971},
the provisions of Revenue Ruling 63
297, C.B, 1965-2, 152, arc applicable.

26 CFER 1,163.7: Business expgniesn
fAlss Secrions 38, 61, 163, 164, 167}
1.36-1,1.61-1, 1.163-4,1,164-1,1.167 (a}-1.)
A ship sale and leaseback ar-
rangement between unrelated cor-
porations with beneficial ownership
ramalning in the seller and legal
title held by purchaser as security
for lenders constitutes a financial
arrangament for the ship’s recon-
struction; the seller remains the
owner for Federal tax purposes.

Rev. Rul. 72-543

Advice has been requested regard-
ing the Federal income tax treatment
by unrelated corporations of cermin
financial srrangements under the cir-
cumstances described below.

Corporation X is engaged in the
business of shipping ovean freight. It
owns a vessel that required exiensive
averhaul, To finance the cost of ree

Ssction 162

constructing the vessel, X considersd
obtaining 2 loan. However, X found
it inadvisable o obtain 2 loan by
means of dircct borrowing. Instead,
it efected the borrowing in the fol-
lowing manner:

(1} 8§, 2 wholly.owned subsidiary of
P, a bank, and unrelated o X, ac-
quiresy title to the vesel av fis fair
market value, Pursuant to an agree-
ment berween X and § the vessel was
reconstrucred at 5 certain cost,

{2) § borrowed an amoun{ equal
to the cner of such zequisition and
recopstraction of the vessel [rom a
grougr of Jenders under an. agreement
whereby X and § emercd into a char-
tarparty (2 contract by which § Jeases
the vesscl to X to be used by X in
wansportation) under which all of
8 right, title, and interest in and to
all mopies and claims to money due
and to hecome due vmder the charter-
party were assigned to P as agent for
such lenders.

(3) S chartered the vessel to X for
a term of 21 yeasrs av a rental equal
to an smount sufficient to redre the
toral acquisition and reconstruction
costs plus accrued interest over the 21-
year ¢harter period. The charter con-
wined an uncondidonal obligaton of
X to pay the rental regardless of
whethor X uses the vessel,

{4} The vessel wili throughout the
termy of the charter be in every re-
spect at the risk of X and X will
throughoue the same term insurc and
keep the weme] inpuwred in & manner
comsistent with the insurance carried
on similar vessels owned by X,

(8) Under the charter, X has an
option to buy the vessel on the ninth
anniversary of the delivery date of the
vassel {the date the vessel as recon-
structed was placed in the hands ol 8)
at @ pre-derermined price which will
be equal 1o the unamortized principal
amount of the Joan on that date. Also,
§ has the right to put the vessel 10 X
¢n the same datc that X's option Is
exercisable and at the same price.
Furthermore, the lenders have the

)
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19: Acrounding o Leases
Introduction

4

Statement of Financial Accounting Standards No. 13 (As
Amended)

Accounting for Leases

November 1976

All rights reserved, No part of this publication may be reproduced, stored in a retrisval system, ot
wansmitted, in any form or by any means, electronic, mechanical, photocopying, recording, or
ofherwise, without the prior written permission of ihe Financial Accounting Standards Board.

Introduction

1} This Swatemuent cetablishes standards of financial accounting and reporting for lcases by lessces and
Iﬁzfssors- Tor purposes of this Statement, 2 lease is defined as an agreement conveying the right to use
property, plant or equipment (land end/or depreciable asscis) usually for a stated period of tme. It
inclndes aprecments thal, although not nominally identified as leases, meet the above definition, such

as a "heat supply contract” for nuclear fuel.? This definition does not include agreements that are
comtracts for sevvicas that do not transfer the right 10 nse property, plant, or squipment from one
chntracting pasrty to the other. On the other band, agresments that do transfer the right to use property,
plant, or equipment meet the definition of a leasc Tor purposes of this Statement cven though
sithstantial services by the contractor (Tessor) may be called for in copnestion with the operation or
maintensnee of such assets. This Statement does not apply to lease agreements concerning the rights 0
ekplore [or or to explolt natural resources such as oil, gas, mineraly, and timber. Nor does it apply ©
liensing agrecments for items such as motion picture Flms, plays, manuseripts, patents, and

copyrighis.

! Heal supply (also called "burn-up") contracts usually provide for payments by the user-
lessee based upon nuclear fusct utilization in the period plus # charge for the nnrecovered
cost base. The residnal value nsually accrues to the lessee, und the lessor furnishes no
service other than the financing.
7, This Statement supersedes 4 PB Opinion No. 3. "R eporting of Leases in Financial Statements ol
Bessec 1" APE Opinion No. 7, "Accounting for Leases in Financial Starcments of Lessors A
paragraph 15 {8 of AP Opinian No. 18, "'The Equity Method of Accounting for Investments in

Fbised] . 1/2712007
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Corhmon Stack®: APB Opinion No. 27, " Accounting for Lease Trmsactions by Manufacturer or Dealer
Lessors L™ and .APB Opinfon No. 31, "Disclosure of Lease Commitments by Lessecs AR

3. [This paragraph has been dejeted. See Stafus 2 page.]

4, /%ppendix A £ provides background information. Appendix B sets forth the hasts for the Board's
cotichisions, including allernatives considered and rcasons for accepting some and rejecting others.
Tlstrations of the accounting and disciosure requirements for lessees and lessors called for by this
Stagernent are contained m Appendixes C and D £1. An example of the application of the accounting
and disolosure provisions for leveraged leases is provided in Appendix B .

Standards of Finaﬁcia! Accounting and Reporting

Definitions of Terms
5. Far purposes of this Statement, cerlain terms are defined as follows:

a. Related parties in leasing trangaetions. A parenl company and its subgidiaries, ap OWuer

company and its joint ventires (corporate or otherwise) and partnerships, and an investor

(ineluding a natural person) and its investees, provided that the parent company, OWner company,

or Investar has the ablity to exercise significant influence over operating and financial policies

of the telated party, as significaut inflnence is defined i APB Opimion No. 18, paragraph 17 £,
' 1n addition to the examples of sigrificant inflnence set forth in that paragraph, significant
influence may be exercised trough guaraniees of indebtedness, extensions of eredit, or through
ownership of warrants, debt obligations, or other securities. L' two or more critities aie subject to
the significant influence of a parcnt, owner cOmPAnY; investor (including a pawral person), or
common officers or directors, those entities shell be considered related parties with respect 10
each other.

b. Inceppon of the lease. The date of the lease agreement or conumitment, 3¥ earlier. For purposes
of his definition, 2 commitment shall be in writing, signed by he parties in interest to the
wransaction, and shall specifically set forth the principal provisions of the trensaction. 1l any of

* (he principal provisions are yet lo be negotiated, such a preliminary agrecment or commpuiment
does not qualify for purposes of this definition.

¢. Fair vidte of the leased property. The price for which the property could be sold in an arm's-
Jength transaction betwoen unrclated parties. (Sce definition of related parties in leasmg
transactions m paragraph 5(a).) The following are sxemples of the determination of fair value:

. When the lessor is a manufacturer or dealer, the fair value of the property at the
inception of the leasc (as defined in paragraph 5(b)) will ordinarily be its normal selling

' price, reflecting any volhume or trade discounts fhat may be applicable. However, the
determination of fair value shall be made in light of market conditions prevailing at the
time, which may indicats that the £air value of the property is less then the normal selling
price and, in some instances, toss than the cost of the property.

il When the lessor is not a manuwfacturer or dealer, the [air valug of the property at the
inception of the lease will ordinarily be its cost, reflecring any volume or trade discounts
that may be applicable. However, when therc has been a significant lapse of time betwaen
the acquisition of the property by the lessor and the inception of the lease, the’
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determination of fir value shali bs made in light of market conditions prevailing at the
inception of the Jease, which may indicate that the fair vahie of the property is greater or
less than its cost or carrying amount, if different. (Sce paragraph 6(b).)

d Bargain purchase option. A provision allowing the lessee, at his option, to purchase the leased
property for a price which is sufficiently lower than the expected fair vaiue of the property at the
Gate the aption becomes sxercisable that exercise of the optiosn appears, &t the inception of the
loage, to be reasonably assured.

¢, Bargain renewal option. A provision allowing the lessee, af his optiom, 1o renew the lease fora
rental sufficiently lower than the fair rental® of the property at the date the option becomes
exercisable that exercise of the option appears, al the inception of the lease, 10 be reasonably
agsured.

2 nfair vental” in this context shall mean the expected rental [or equivalent property
under similar terms and conditions. :

£ Loase term, The fxed noncancelable twom of the lease plus (i) all periods, if any, covered by
harpain repewal oplions (as defined ir paragraph 5(e)), (1) all penods, if any, for which failure to
renew |he lease imposes a penalty (as defined in paragraph 5(o)) ov the lessee in snoh amount
thal a renswal appears, ai the inception of the lease, to be reasonably asswred, (i) all periods, 1
any, covered by ordinary renswal options during which a guarantee by the lessee of the lessor's
deht dircetly or indirectly related to the leased propertyz"‘ is expected 10 be in effect or a loan
from the lesses to the lessor directly or indirectly velated to the leased property 15 expected 10 be
oulstandiag, (iv) all periods, if any, covered by ordinary renewal options preceding the date as of

“which a bargain prrchase option (as defined in paragraph 5(d)) is cxercisable, and (v) all periods,

if any, representing renewals or extensions ol the lease at the lessor's option; however, in no case
shall the loase term be assumed to cxtend bsyond the date 2 bargain purchase option becomes
exercisable. A lease that is cancelable (a) only upon the oceurrence of some remote contingency,
(b) only with the permission of the lessor, (¢) only if the lessee enlers into a mew lease with the
same lessor, or (d) only if the lessee incwrs a penalty o such amount that continuation of the
lcase appears, ot inception, reasonably assured shall be considlered "noncancelable” [or purposes
of 1his defipition.

?a The phrass indirecily related to the leased property is used in this paragraph to
describe provisions or conditions that in substance ar guarantoes of the lessor's debt
or loans to the lessor by the lesses that arc related fo the Tensed property but are
structared it such a manner that they do not represent a direct guarante or loan.
Examples include a party related to the lessee guaranieeing the lessor's debt on
behalf of the lessee, or the lessee financing the lessor's purchase of the leased asset
using collateral other than the leased property.

g, Fstimered economic life of leased property. The eatimated remaining period during which the
property is expected to be ceonomically usable by ohe o Mmore SELS, with normal repairs and
maintenance, for the purpose for which it was intended at the inception of the lease, without
Hwmitation by the lease term.

h, Estimated residuad value of leased property. The estimated fax value of the leased property at
the end of the lease term (as defined in paragraph 5(£))-
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‘L. Ungnaranteed residual valie. The estimated residnal value of the teased property (as defined

t

-
!

in paragraph 5(h)) exclusive of any portion guaranteed by (e lesses” or by a third party

unrelated 10 the tessor.t

3 A guarane by a third party related 1o the lessee shall be copsidered g lessee
guaramice.

4 1f he guarantor is related to the lessor, the residual value ghall be considerced as
unguaranteed.

. Minimum lease payments.

[ 1 S

i From the slandpoint of the lessce: The payments that the Jessee is obligated 1o make or

can he required to make in cormection with the leased prﬂparty.4a However, a guaraptee by
the lessee of the lessor's debt and the lesses's obligation to pay (apart from the rental
payments) executory costs such as insurance, maintenance, and taxes in connection with
the Jeased property shall be excluded. f the Jease contains a bargain purchase option, only
the minimerm rentsl payments over the leasc torm (as detined n paragraph 5(f)) and the
payment callcd for by (he bargain purchase option shall be meladed i the minimum lease
payments, Otherwise, minimum Jcase payments include the following:

42 Contingent rentals as defined by pavagraph 5(n) of FASE Siaiement No. 13
ghall be excluded [rom minnmum lease payments.

(a) The minfmum rental payments called for by the lease over the lease term.

(b) Amy guarantee by the lessee® of the residual value at the expiration of the lease
term, whether or not payment of the guarantee constitules a purchase of the leased
property. When the lessor has the right 10 require the lessee to purchaee the property
al termination of the lease for a certain or determinsble amount, that amount shall be
considered a lesses guarantee. When the lesses agrees to make up any deficiency
below a staled amount in the lessor's realization uf {he residual valae, the guarantee
1o be included in the minimum lease payments shall be the statcd amount, rather
than an estimate of the deficiency to be made up.

5 See footnote 3.

(c) Any payment that the lessee must make or can be requived to make upon failure
to renew or extend the Tease at the expiration of the lease term, whether or not the
payment would constitute a purchase of the Jeased property. In this connection, it
should be noted that the definition of leasc term in paragraph 5(f) inchudes "all
pexiods, if any, for which failure to rensw the lense imposes a penalty on the lessee
in am amount such thar renswal appears, at the inception of the lease, to be
reasonably assurcd.” If the lease term has been extentled because of that provision,
the related penalty shail not be included in minimum lease payments.

ii. From the standpoint of the lessor: The payments described in () above plus any
guarantee of the residual value or of rental payments beyond the lease term by a third party
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unwelated to cither the lossee® or the Jessor,! provided the third party is finencially capable
of discharging the obligations {hat may anse from the guaranice.

§ gee footnote 3.

| T gee foomote 4.

k. Tnerest vale implicit in the lease. The discount vate that, when applisd to (1) the minimum
Jease payments (as defined in patagraph 5()), exchuding that portion of the payments
represeniing executory costs 10 be paid by the lessor, together with any profit thereon, and (i) the
unguaraniced residual value (as defined in patagraph 5(1)) accruing to the benefil of the lessor,”
causis 1he aggregate present value at the beginoing of the Jease term 10 be equal o the fajr valae
of the Teased propetty (as defned m paragraph 5(c)) to the assor at the inception of the Jease,
{minus any investment, fax credit retained by the lessor and expecied to be realized by him. (This
defnition does not necessarily purport 10 include all factors that a lessor maght recognize in
determining s rate of return, e.g., se¢ paragraph 44.)

8 17 the iessor is not entitled fo any sxcess of the amount realized on disposition of
the properly over a guaranteed amount, 00 unguaranteed regidual value waould
acerne to his benefit,

{ Lossee's incremental borrowing raze. The rate that, ar the inceptiun of the lease, the lessee
wonld have inocurred 1o horrow over a similar efm the funds necessary to purchase the leased
umset,

m. Jnitial direer costs. 5 Only those cosls incurred by the lessor thet are (a) costs f0 originate @
Jease incurred in transactions with independent fhird parties that (i) result directly from and are
psgential Lo acquire that lease and (1) would not have been incurred had that leastog transaction
not oceurred and (b) certain costs directly related 10 specified activities performed by the lessor
for that lesse. Those activities are: evaluating the prospective lessee's finangial condition;
gveluating and recording guarenises, collateral, and other security arrangements; pegotisting
Jeane terms: preparing and processing lease documents; and closing the frapsaction. The gosts
directly rolated to those activities shall include only that portion of the employees' total
curhpensation and payroll-related fringe benelits direcdy related to time spent performing those -
activities for that 1ease and other costs related to those activities that would not have been
ipearred but for that leage. Iniiial direct costs shall not include costs related to activities
performed by the lessor for advertising, soliciting potential lessecs, servicing existing lonses, end
other ancillary activities related to ssmblishing and monitoring eredit policies, gupervision, and
adrpinistration. Initial direct costs shall not include adwinistrative costg, rent, depreciation, any
other occupancy gud squipment costs and employses’ compensation and fringe benefits related to
activities desoribed in the previous seplence, unsuccesstul origination efforts, and idle time.

82 (yirial direct cost shall be offsel by nonrefundable fecs that are yicld adjustments
as prescribed in FASE Statement No. 91, Accounring for Nonrefunduble Fees and
Costs Agg‘ociazed with Originating or Acquiving Loans and nitial Direct Costs of
Leases L. ‘

1. Contingent rentels. The moereases or decreases in lease payments (bat result from changes
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ocourring subsequent to the inception of the lease in the factors (other than the passage of time)
on which lease payments are bascd, except as provided in the following sentence. Any escalahion
of minimum lease payments relating to Increases in comstruction or acqaisition cost of the leased
property of for increases in some measure of cost or value during the constraction ov pre-
construction perfod, as discussed in FASE Starement No, 23, "Inception of the Lease 'gl,“ shall be
exciuded from contingent rentals. Lease payments that depend on a factor direclly related to the
futurs nse of the leased property, such as machine houwrs of use or sales vohume during the lease
1erm, are comtingent rentals and, accordingly, are excluded from minimum lease payments m
their entirety, However, lease payments that depend on an existing index or ral, sach as the
conaumer price index or the prime interest rate, shall be inchuded i minimum lease payments
bused on the index or rate existing at the inception of the lease; any mcreases or decreases in
lease payments that result from subsequent changes b the index or rate are contingent rentals

and thus iffecr the determination of income as acernable.

0. Penally, Any requirement that s forposed or can be imposed on the lessee by the lease
agrecment or by factors outside the lsase agrecment fo disburse cash, incur or assume 4 Hability,
perform services, swrender or anster an asset or rights fo an assel or otherwise forogo an
ceonomic benefr, or suffer an economic detriment. Factors to considker when determining ifan
sconomic detriment may be meurred include, but are not lmited to, the unigueness of pirpose or
locution of the propenty, the availability of a comparable replicement property, the rclative
importance or significance of the property 10 the continuarion of the lessac’s line of business or
service to iis customers, the existence of Icasehold fmprovements or other assets whaose value
wontld be fmpaired by the lessee vacaling or discontiruing use of the leased property; adverse tax
comsequences, and the ability or willingness of the lesses to bear the cost asseciared with
reloeation or reptacement of the Jeased property at markct rental rates or 1o tolerate other parties
using the leased property.

Classification of Leases for Purposes of This Statement

6./ For purposes of applying the accounting and reporiing standards of this Stalement, leases are
classified as follows:

a. Classificalions from the standpoint of the lessee:
i, Capital leases, Leases that meet one or more of the criteria in paragraph 7.
i1, Operating leases. All Dtilel' leases.

b. Classifications from the standpoint of the lessor:

i, Sales-type leases. Leases that give rise to manufacturer's or dealer's profit {or loss) to the
fessor (i.¢., the fair valuo of the leased property at the inception of the lease is greater or
lees than its cost or carrying amount, if different) and that meet one or more of the criteria
in paragraph 7 and both of ths criteria in paragraph 8, except as indicated in the following
sentence. A lease involving real estate shall be classitied as a sales-type lease only if it
meets the criterion in paragraph 7(a), in which case the eriterfa in paragraph 8 do not
apply. Normally, sales-typc leases will arisc when manufacturers or dealers use leasing as
a means of marketing thefr products. Leases mvolving lessors that are primaxily engaged in
financing operations normally will not be sales-type leascs if they qualify under
paragraphs 7 and 8, but will most often be direct financing leases, described in paragraph 6
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(b)iii) below, However, a lessor need not be & dealer to realize dealer's profit (or loss) ona
trangaction, e.g., if a lessor, nol a dealer, leases an assel that at the inception of the lease
has a fair value that is greater or less than its cost or cartying amount, if different, such a
transaction is a sales-type lease, assuming the criteria referred to arc met. A renewal or an

extension’ of an existing sales-type or direct financing lease that otherwise qualifies as a
salos-type lease shall be classified as a direct financing lease unless the renewal or

exiension occurs at or near the end of the original term specified in the existing lease, in
which case it shall be classified as a sules-type lease. (Soe paragraph 17(£).)

® As nsed here, renawal or exiension includes s new lease under which the
lessee continues to use the same property.

% A yenewal or extension that occirs in the last few months of an existing
lease is considered to have ocourred at or near the end of the existing lease
term.

{i. Direct financing leases. Leases other than leveraged lsases that do not give Tse 10
manufacturer’s or dealer’s profit (or loss) to the lessor but that meet one or more of the
criteria in paragraph 7 and both of the criteria in paragraph 8. In such leases, the cost or
carrying amount, if differcnt, and fair value of the leased property are the same at the
inception of the lease, An exception arises when an existing sales-type or divect financing
Jease is renswed or extended!? during the term of the existing lease, In such cases, the fact
that Fe carrying amount of the property et the snd of the original lease term is different
from its fair value at that date shall not preciude the classification of the renewal or
extension as a direct financing loase.(See paragraph 17(1).)

10 gee footnote 9.
iii, levernged leases. Leases that meet the criteria of paragraph 42,
iv. Operming leases. All other leases, including leases that involve real estate and give riss

to manufacturer’s or dealer's profit (or loss) to the lessor butl do not meet the criterion in
paragraph 7(a). ‘ '

Criteria for Classifying Leases (Other Than Leveraged Laases)

71 The oriteria for classifying leases set forth in this paragraph and in paragraph 8 derive [row the
coneept set forth in paragraph 60 (1. If at its inception (as defined in paragraph 5(b)) a lcase meets one
or more of the following four eriteria, the Jease shall be elassified as o capital lease by the lesses.
Citherwise, it shall be clasgified as an operating lease. (See Appendix C L for an illustration of the
application of these criteria.}

a. The leass transfers ownetship of the property to the lessee by the end of the lcase term (as

defined i paragraph 5(f)

[eibvampr]

)niﬁa

W2 Thig eriterion is met in situations in which the lease agreement provides for the
reansfer of Hitle al or shorfly after the ¢nd of the lease term in exchange for the
payment of a nominal fee, for example, the minimum required by statutory

1/27/2007



Accoiantiﬁ.g Research Manager ® -~ TAS 13, 1-51 Page 8 of 30

regulation to transfer aile.
* b. The lease contains a bargain purchase option (as defined in paragraph 5(d)).

 ©. The lease term (as defined i paragraph 5(f)) is equal to 75 percent or more of the estimated

" ecomomic life of the leased property (as defined in paragraph 5(g)). However, if the beginning of
the lense term [alls within the lagt 25 percent of the total estimated economic life of the {eased
property, including earlier years of use, this criterion shall not be used for purposes of classifyng
the Jonge.

' g, Tho present vahue at the beginning ol the lease term of the minoum lease payments (as

! defined in paragraph 5(3)), excluding that portion of the payments representing execittory costs

. such as insurance, matmerance, and taxes to be paid by the lessor, including any profit thereon,
equals or eneesds 90 pereent of the excess of the fajr value of the leased property (as defined in
paragraph 5(c)) to the lessor at the inception of the lease over any refated mvesinent lax credit
retained by the lessor and expected to be realized by him. However, if the beginning of the lease
term [alls within the last 25 percent of the total csimated economic life of the leased property,
inchucling enrlier years of use, this criterion shall not be used for purposes of classifying the lease,
A lessor shall compuie the present value of the minimum Jease payments uging the mterest rate
jmpligit in the leasc (as defined in paragraph 5(k)). A lessce shall goyapute the present value of
the mininrm loase paymenls vsing his meremental borrowing rate (a8 defined in paragraph 5
(1), unless (i) it is practicable for him to leam the irplicit rate computed by the lessor and (i)
the implieit rate computed by the lessor is less than the lessce's incremental borrowing rate. Tf
both of thase conditions are met, (he lessee shall nse the omplicit rate.

8. From the standpoint of the Jessor, 4 lease involving veal estate shall be classified as a sales-type leuse
only if it muets the criterion in paragraph 7(a) as appropriate under paragrsph 6(b)(3). Otherwise, if the
lease at inceplion meets any one of the four eriteria n paragraph 7 and in addition meets both of the
following criteria, it shall be classified a5 a sales-iype lease, a direct financing lease, a leveraged lease,
or ah operating lease as appropriaic under paragreph 6(h). If the lease does not mest any of the criteria
of puragraph 7 or both of the folfowing criteria, the lease ghall be classified as an oporating lease.

8. Collectilility of the minimum lease payments is reasonably predictable. A lessor shall potbe
precluded from classilying a lease as a sales-type lease, a direct tinancing lease, or a leveraged
lense simply because the receivable is-subject to an sxtimute of uncolleetibility based on

. experience with groups of similar receivables.

* b. Nu immportant uncertainties surround the smount of mreimbursable costs yet to be mmeurred by
the lessor under the Jease. 100 Important wnceriainties might include conpmitments by the lassor to
guaruntes performance of the leased property in 2 manner mare extensive than the typical

¢ product warranty or to effectively protect the lessee from obsolescence of the Jeased property.

. However, the necessity of estimating execurory costs such as hisurance, maintenence, and (axcs

' (o be paid by the lessor (sce paragraphs 17(a) and 18(a)) shall not by itself constituie an

* impertant uncertainty as refitred to herein.

10b 1¢ (b property covered by the leass is yet to be constmcled or has not been
acquired by the lessor at the inception of the lease, the classification criterion of

' paragraph 8(b) shall be applied at the date that construction of the property is
sompleted or the property s sequired by the lessor.

4
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9. 1fat any time the lessee and lessor agros Lo change the provisions of the lease, other than by
renewing the lease or extending its term, in a mannsr that would have resnited jn a different
classification of the lease under the eritoria in paragraphs 7 and 8 had the changed terms been in effect
at thie inceplion of he lease, the revised agreement shall be considered as a new agreewent over its
lerm, and the ctiteria m paragraphs 7 and 8 shall be applied for purposes of classifying the now Jease.
Lik¢wise, except when a guarantee or penshy is rendered inoperative as described in paragraphs 12 and
17(e), any action that extends the lease beyond the expiration of the existing lease term (see paragraph
5(1)), such as the cxercise of a lease renewal option other than those already included in the lease term,
shall be considered as a new agreement, which shall be classified accarding 1o the provisions of
paragraphs 6-8, Changes in esftmates (for example, changss in sstimates of the ceonomic life or of the
resjtiual valus of the leased property) or changes in circumstances (for exarnple, defandt by the lessce),
however, shall not give rise 1o a new classification of a lease for accounting purposes.

Accounting and Reporting by Lessees
Capital Leases

10. The lessze shall record a capital lease as an asset and an obligation. at an amount equal fo the
present value at the beginming of the lease torm of minivum lease payments during the lease term,
excluding that portion of the payments representing executory costs such as insurance, maintenance,
and faxes to be pard by the lessor, together with any profit thereon. However, il the amount so
determined exceeds the fnir value of the leased property at the inception of the leass, the amount

recorded as 1he asset and obligation shall be the fair value, % If the portion of the minimum lease
payments representing executory costs, including profit thereon, 1 not determinable Grom the
provisions of the icase, an estimate of the amount shall be made. The discount rate to be used in
determining present value of the minimum Jease payments shall be that prescribed for the lessec in
paragraph 7{d). (See Appendix C £} for ilustrations.)

19 17 (be lease agreement or commitment, if earlier, includes a provision to cscalate
mininwm leass payments for increases in consiruction or acquisition coat of the leased
property or for increases in some other measure of cost or value, such as general price
tevels, during the construction or pre-acquisition period, the effect of any increases that
have ageurred shall be considersd in the detsrmination of "fair value of the leased property
at the inception of the lease" for purposes of this paragraph.

t1. Bxcept as provided in paragraphs 25 and 26 with respect to leases invelving land, the asset
recordod under a capital lease shall be amortized as follows:

a. Tf the leass mests the criterion of either paragraph 7(a) or 7(b), the asset shall be amortized in a
manner consistent with the lessee's normal depreciation policy for owned assets,

; b. {F the lease does not meet either criverion 7(a) or 7(b), the asset shall be amortized in a menner
, consistent with the 1ossee's normal depreciation policy except that the poriod of amortization

- shall be the Jsase term. The asset shall be arvortized to its expecied value, if any, to the lessee at
: The ead of the lease term, As an example, if the lessee guarantees a residual value at the end of

+ the lease tezm and has no interest in any excess which might be realized, the expected valne of
the leased property to him is the amount that can be realized fom it up to the amount of the

' guaranles,

12, Duuing the lease tenm, sach minimum lcase payment shall be allocated betwesn a raduction ol the
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obijigaﬂon and interest expense $o &s to produce a constant periodie rate uf intercst on fae Tematiing
balance of the obligation.!! (See Appendix C for llustrations.) In leases conlaining a residual

guaraniee by the: lessec or a penalty for fatlure o renew the lease at the end of the lease term, 12
foltowing the above method of amoriization will result in a balance of the obligation al the end of the
lease term that will equal the amount of the Suardntee or penalty at that date, In the event that a renewal
or other extension of the lease term or & new leass wnder which the lessee continues w lease the same
prperty rendets (he guarantes or penalty inoperative, the asset and {he obligation under the Icase shall
be dfusted by an smoun equal o the difference between the present value of the futnre minimum
lease payments under the revised agreercnt and the present balance of fhe obligution. The present
value of the firture minimum lease payments under the revised agreement shall be compuled nsing the
rat¢ of interest used to record the lease itially. Tn accordance with paragraph 9, other renewals and
extensions of the Iease terr shall be considered now agreements, which shall be accounted for in
accordance: with the provisions of paragraph 14. Contingent rentals shall be incinded in the
determination of income as accruable,

"1 Thig is the “interest” msthod described in the first scatence of paragraph [5 8 of 4PR
' Opimion No. 21, "Interest on Receivables and Payables,” and in paragtaphs 16 and 17 Hof
AP Opinion No. 12, *Omuibus Opinion—1967.

L2 Residuat guarantees and termination penalties that sexve to sxtend the lease term (as
defived in pavagraph 5(6) arc excheded fiom minimom lease payments and are thug
distinguighed from those guarantees and penalies referrad to i this paragraph,

*3 'L his footote has been deleted. See Status £ page ]

13. Asyets recorded under capital leases and the aceurnnlated amortization thereon shall be separarcly
idenftiicd in the lessee's balance sheet or in footnotes thereto. Likewiye, the refated obligations shall be
separately identified in the balance sheet as obligations wnder capital leases and shall be subject to the
samg considlerations as other obligations in classifying them with current and noncurrent Habilities in
classified bulance sheets. Unless the charge to income resulting from amortization of assets recorded
under capita] leases js inclnded with dspresiation expense und the Fact that it is so mchnded is
disclosed, the amortization charge shall be ssparately disclosed in the financial statements or foomotes
thereto.

14. Bxeept for a change in the provisions of a lease that resnls from a refunding by the lessor of tax-
exenipt debt, including an advance refunding, in which the perveived economic advantages of the
refonding ars passed through 1o the lessee by a change in the provisions of the lease agresment and the
revised agresment is clagsified as a capital lease (see FASE Smatement No, 22 1), a change in the
provisions of a lease, a renewal or extension ¥ of an cxisting lease, and  termination of a logse pricr to
the eipiration of the lease term shall be accoupted for as follows:

4 e foomote 9.

+ &. If the provigions of the lease are chazged in a way that changes the amount of the remaining

; minimim lease paymenis and the change either (1) docs not give rise to a new a greeraent under

i the provisions of paragraph 9 or (ii) docs give rise to a new agreement but such agrecment is also

. classificd as a capital Jease, the present balances of the asset and the obligation shall be adjusied
by an amount equal to the differcnce between fhe preseat value of the future mindmum lease

; payments under the revised or new agreement and the present balance of the obligation, The'
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present value of the future miniraum Iease payments under the revised or new agreement shall be
coniputed yaing the rate of interest used to record the lease inttially. 1( the change in the lease
provisions gives rise to a new agresment classified as an operaling lease, the transaction shall be
accounted for under the gple-leaseback requirements of FASE Staterent No, 98, Accounting for
Leases: Sale-Leaseback Trensacrions Involving Real Estate: Sales- Type Leases of Real Estate,
Definition of the Lease Term; hirigl Direct Costs of Direct F, inancing Leases Cl, or paragraphs 2
and 3 & of FASB Statement No. 28, decounting for Sales with Leasebacks, as applicable.

b. xcept when a guarantes or penalty is rendered inoperative as deseribed in paragraph 12, a
renewal or an extension' of an existing lease shal be accounted for as fallows:

% See footnote 9,

L. I the remewal or extension is classified a8 @ capital lease, il shall be acoounted for ag
described in subparagraph (a) shove.

ii If' the renewal or extension is classified as an operating lcase, the existing lease shall
continue to be accounted for as a capital lease to the end of its original term, and the
rencwal ot extension shall be accounted for s any other operating lease.

C. A termination of a capital lcase shall be accounted for by removing the gsset and obl igation,
with gain or loss recognized for the difference.

Opkrating Leases

15, Normally, rental on an operating lease shall be charged to expense over the lease lemm ag it
becomes payable If rental jpayments are not made on a siraight-line basis, rental expense nevertheloss
shall be recognized on a straight-line basis unless anothcr systematic and rational basis is more
repiesentative of the time pattern in which use bensfit iy derived fiom (he Jeased property, in which

case that basis shall be used.
Distlosures

16. ’:Fhe following information with Tespoet to Jeases shall be disclosed in the lessee's fnaneial
statements o the foolnotes therelo (see Appendix D for illnstrations).

a. For capitul loases:

.. The gross amount of assets recorded nnder capital lesses as of the dats of each balance
sheet presented by major classes according to nature or [unction, This information may be
combined with the comparable information for owned assete.

i. Fulure minimum lease payments as of the dare of the latest balance sheet presented, in
the apgrepate and for cach of the five suceeeding fiscal years, with separate deductions
from the total for the amonnt representing executory costs, including any profit thereon,
included in the winimum lease payments and for the amount of the impnted intercst
neeessary to rednes the net mindmum lease payments (o presont value (see paragraph 10).

i, The total of minimum sublease rontals to be reccived in the furure under noncancelshle
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subleascs as of the date of the lategt balance sheat presented.

iv. Total contingent rentals actually incurred for each period for which an income
staternent 1 presented.

b. For opurating leases having initial or remaining honcancelable lease terms in excess of one
year;

i. Future minimum rental payments required as of the date of the latest balance sheet
presewied, in the aggregate and for each of the five succeeding fscal years.

ii. The total of minimum rentals to be received in the fy fwre under noncancelable subleases
as of the datc of the latest balance sheet presented.

¢. For all vperating leases, rental expense for sach period for which an income statement is
prescuted, with separate amounts for minimom rentals, contingent rentals, and subleass rentals.
Remtal payments under leases with terms of a month or less that were not rencwed need not be
mehuded,

d. A general description of the lessee's leasing arrangements including, but not limited (o, the
following;

i. The basis on which contingent rental payments are deterrmined.
¢ ii. The existence and terms of renewal or purchase options and escalation clanscs,

ili. Restrictions imposed by lease agreements, such as thoss concerning dividends,
addrtional debt, and furthur leasing,

Accounting and Reporting by Lessars
Sales-Type Leases
17. Sales-type leascs shall be accounted for by the lessor ag follows:

. a. The minirgutn legse payments (net of amounts, if any, included therein with respect to

execulory costs such as maintenance, taxes, and insnrance to be paid by the lessor, logether with

* any profit thereon) plus the unpuaranteed residual value {as delined in parsgraph 5(1)) aceruing
to the benetln of the lessor shall be recorded as the gross investment in the lease. The cstimated
regidual vaiue used fo compute the yngnaranteed residnal value accruing 1o the benefir of the
lessor shall not exceed the amount estimated at the neeption of the lease except as provided in

_footnote ETREL However, if the sales-lype lease invalves real estats, the lessor shall account for

. the transaction under the provisions of FASR Statement No. 66, "Accounting for Sales of Real

. Estate £1," in the same manner as a seller of the same property.

155 1 the lease agreement or commitment, if earlier. includes 4 provision to escalate
mininum lease payments for increases in constructon or acquisifion cost of the
leased property or for inercases in some other measure of cost or valug, such as
general price levels, during the construction or pro-acquisition period, the effect of
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any increases thal have ocourred shall be congidered ig the determination of "the
estimated residual value of the leased property at the meeption of the leage" for
purposes of this paragraph.

b. The difference between the gross investment in the lease in (a) nbove and the sum of the
present values of the \wo components of the gross invesmment shall be recorded as unearmed
income. The discount rate to be nsed in determining the present values shall be the interest rate
implicit in the lease. The net investment in the lease shall consist of the gross investment less the
uncumned moome. The uneamed tncome shall be amortized to income cver the lease term 8o as o

produce a constant periodic rate of return on the et investment In the leage, ! However, other
methods of income recognition may be used if the results obttined are not materially different
from thoss which would result fom the preseribed method. The net invesiment in the Joase shall
be subject to the same considerations as other assots in classification as current or noncurrent

, Aassets in a classified balance sheet, Contingent remtals shall be included in the determination of
income as accruable.

16 gep foomote 11.

¢. The prosent vaine of the minimum lease payments (net of executory costs, mcluding any profit
thercon), ¢omputed at the interest rate implicit in the lease, shall be recorded as the sales price.
The cost or camying amount, if different, of the lcased property, phis any initial direct costs (us
defined in paragraph 5(m)), less the present value of the unpuaranteed residual valus acerning o
the benefit of the lessor, computed at the intorest rats implicit in the louse, shall be charged
rgainst income in the same period.

d. The estimated residual valne shall he reviowed a1 least aonunlly. If the review results ina
lower estimate than had been previously established, a detormination must be made as to whether
the decline in estimated residual value is other than temporary. If the decline in estimated
residual valus is judged to be other than temporary, the aceounting for the transaction shall be

, Tevised using the changed estimate. The resulting rednetion in the net investment shall be
recogrized a3 a loss in the period in which the estimate i changzed. An upward adjustment of the
estimated residual value shall not be made.

+ eInleases containing a residual guarantee or a penalty for failure to renew the Jeass at the end of
the Jease term, !’ following the method of amortization degcribed in (b) ahove will resultin a
batance of minimum lease payments receivable at the end of the luase term that wi] equal the
amowit of the guarantec or penalty at thal date. Tn the event thay a renewal or other extension?!®

+ of the lease {erm renders the guarantes or penalty inoperative, the existing balanves of the

. winimum lease payments receivable and the estimated tesidnal value shall be adjusted for the
changes resnlting from the revised agreement (subject to the Timitation on the regidual valye

, imposed by subparagraph {d} above) and the net adjustment shall be charged or credited fo
_ uncanied ncome,

17 See foolnote 12.
. 18 ges Toomote 9.

:£. Except for a change in the provisions of a lease that rosults from a refunding by the lessor of
“tax-excoipt debt, inclading an advanee refunding, in which the perceived economic adventages
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i of the refunding are passed through to the lessee by a change in the provisions of the leasc
agreument and the revised agresment is classified ag a direct financing leasc (ses FASRB

Statement No. 22Q0Y, a change in the provisions of a lease, @ ranewal or extension!® of an

. existing lvase, and a termination of a lease prior to the expiration of the lease tetrn shall be
gocounted for as follows:

19 Qe foolnote 9.

1. If the provisions of a lcase are changed in a way that chan gos the amount of the

. remaining minimum Jease payments and the change either {a) does not give rise to a new

, agresment sader the provisions of paragraph 9 or (b) does give dse to 2 new agreement but

' such agreement is classificd as a ditect Guancing Icase, the halance of the wimmum lease
payments receivable and the estimated vesidual value, if affecrad, shall be adjusted to

. reflect the change (subject o the limitation on the residual valne imposed by snbparagraph

: {d) above), and the net adjustment shall be charged or credited to unearmed income. IF the
change in the lease provisions gives rise to a new agresment classified s an operating

’ lease, the remaining net investment shall be removed from the accounts, the leased assot

\ shall be recorded as an agset at the lower of its original cost, present fair value, or present

. carrying amount, and the nol adjustment shall be charged to income of the peniod. The aew
lease shall thercafter be accounted for as any other operating Tease.

; 1. Except when a guaranize or penally is rendered inoperative as described in

; subparagraph () above, a rencwal or an extension®® of an existing Jease shall be
accounted [or as follows:

‘ 2 5ee footnote 9.

a. 1f the ronewal or extension is classified as 2 direct financing lease, it shall be
. accounted for as daseribed in subparagraph (H(i) above.

b. If the renewal or cxfension is classified ag an operating lease, the cxisting lease
shall contmue to be accounted for as a sales-lype lense to the end of its original term,
and the renewal or extension shall be acconnted for as any other operating lease.

¢. If a renewal or extension that occurs a1 or near the end of the terme® of the
existing lease is classified as a sales-type lease, the rencwal or extension shall be
accounted for as a sales-type lease.

208 5o (ootnote Oa.

) . A termination of the lease shall be accounted for by removing the net investment fom

the accounts, recording the leaged asset at the lower of its original cost, present fair value,

wr present earrying amount, and the net adjugtment shall be charged 10 woome of the
penod,

P i
Direct Financing Leases

18. Dhirect financiog leases shall be accounted for by the lessor as follows (sce Appendix C L for
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ithistrations):

3. The sum of (i) the minimum lease payments (net of amounts, if any, included therein with

| Fospuct to exesutory costs, such as maintenance, taxes, and insurance, to be paid by the lessor,

; together with any profit thereon) and (if) the unguaranteed residual value accriting to the benefit
- ofthe lessor shall be recorded as the gross investment in the leass. The cstimated residual valus
used to compute the unguaranteed residual value aceruing fo the bensfit of the lessor shall not
exceed (he amount estimated at the inception of the lease 200

200 11 the lease agreemer or commitment, it caclier, includes a provision wo escalate
minimum lease payments for increasss in construction ot acquisition cost of the
. leased property ot for increases in sorue other measure of cost or value, sach as
= general price levels, during the constriction or pre-acquisition period, the effect of
any increases that have oscirred shall be considersd in the determination of "the
estimated residual value of the leased property at the Inception of the lease™ for
purposes of this pavagraph.

+ b. 'The differcnce between the gross invesiment in the lease in {a) above and the cost or carrying

; amount, if different, of the leased property shall be recorded as unearned {ncome. The net

, invesiment in the lease shall consist of the gross invesiment plus sy unamoriized initial divect
costs less the uneamed income. The nneamed income and tnitial direcl costs shall be amortized

. to income over the lease term so as to produce a constant periodic rate of retnen on fhe nel

¢ Invesiment in the leaso. 41 However, other methods of Income recognition may be used if ihe
resulis obtained are not materially different from those that would result from the prescribed

i method in the preceding sentence. The net iuvestment in the lease shall bo subject to the same

( considerations ag other assets in classification as current or noncwrrent assels i a classified

. balanee sheet. Contingent rentals shall be included in the determination of income 4§ acoruable,

2l gae foomote 11,

. & In leases containing a residual guaraniee or a peualty for filure 1o renew the leass at the end
+ of the lease ierm,*? the Ipssor shall follow the accounting procedure described in paragraph 17
(). The accouniing provisions of paragraph 17(f) witk respect to renewals and extonsions not

I dealt with in paragraph 17(e), terminations, and other changes i Jease provisions shall also bic
followed with respect to divect financing leases,

22 Sen fuotnote 12,

d. The cstimated residnal value shall be revicwed at loast annually and, i necessary, adjusted in
the manner prescribed in paragraph 17(d).

Operating | eases

19. O_?erating leases shall be accounted for by tha lessor as follows:

; 8. The luased property shall be included with or near property, plant, and equipment in the
! balance sheet. The properly shall be depreeiated following the lessor's normal depreciation

¥

 policy, and in the balance sheet the accumulated depreciation shall be deducted from the

1
'
+
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4

mvestment in the leased property.

b. Rent shall be reported as income over the Jease remm as it becomes receivable according to the
;  provisions of the lease. However, if the rentals vary from a straight-line basis, the income ghall
* berecognized on a straighi-line basis nmless another systematic and rtonal basis is more
* represenitive of the time pattern i which use benefit from the leased property is diminished, in
which case that basis shall be used,

v ¢ Tnatial divect costs shall be deferred and allocated over the lease torm in proportion to the

recogmition of reatal income. However, initial direet coste may be charged to expense as incurred

' ifthe effeot is not materially different from that which would have resulted from the use of the
method prescrbed ju the preceding santence.

d. If. at the inception of the lease, ihe fair value of the property in an operating lease involving
veal eseale thar would have been classified as a sales-type lease except that it did not mest the

i eriterion in paragraph 7(a) is less than its cost or carrying amorat, if different, then a loss equal
i to that difference shall be recognized at the mception of the lense,

Pajtticipation by Third Parties

; _
20.iThe sale or ussignment of & leasc or of property subject to a lease that wag sccounted for as a sgies-
typé leage or dircet financing lease shall not nepate the original accounting treatment sccorded the
lease. Any transfer of minimnm lease payinents under, or rosidual values that are guaranteed at the
nception of, a sales-type lease or direst financing Jease shall be accounted for in wocordance with
FASB Statement No. 140, 4 ccounling for Transfers and Servicing of Financial dssets e
Extinguishments of Liabilities £1. However, transfers of unguaranteed residnal values and residual
valtes that are guaramteed afler the inception of the lease are not subject to the provisions of Statement
140,

2Z1. The sale: of property subjeet to an operating lease, or of property that is leased by or mtended to be
leastd by the third-party purchaser to another party, shall not be treated as a sale if the seller ar any
party refated to the seller retains substantial risks of ownership in the leased property. A seller may by
varions arangsments assure recovery of the investment by the thirdwparty purchaser in some operating
lease transactions and thus retain substantial risks in commgction with the property. For example, in the
caseiof default by the lessee or termination of the lease, the arrangements may fwvolve a formal or
informal commitment by the seller 10 (a) acquire the lease or the property, (b) substitute an cxisting
lease, or (¢) securc a replacement lessce or g buyer for the property under » remarketing agrecment,
However, 1 remarketing agreement by itself shall not disqualify aceounting for the transaction as a sule
if thélt seller (a) will roceive a reasonably fee commensurate with the effort involved ar the time of
securing a wplacement lessee or buyer for the property and (b} is not required 1o give priozity to the re-
leasifng or disposition of the property owned by the third-party purchaser over similar propeity owned
or prvduced by the seller. (For example, a first-In, first-omr remarkeling arrangement is considered to be
a priority.)

i
22, 1f a sale 10 a third party of pro perty subject to an operating lease or of property that is Icased by or
intenfled 1o be leased by the third-party purchaser to another party is not to be recorded as g sale
becatse of the provisions of paragraph 21 above, the transaction shall be accounted for as a borrowing.
(Transactions of these types are in effect collateralizad borrowings.) The procesds from the "sale” shal]
be recorded as an obligation on the books of the "seller.” Until that obligation has been amortized
under the procedurs described herein, rental payments made by the lesses(s) under the operating lvase
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or leasas shall be recorded ng reverme by the "seller,” even if such rentals are paid dircetly to the third-
parly purchaser, A portion of each rental shall be recorded by the "seller" as interest expense, with the
remainder o be revordad as a reduction of the Obligation. The interest expense shall be calenlated by
&pﬂliuaﬁon of a rate determined in accordance with the provisions of APB Opiniom No, 21, "Tntersst on
Receivables and Puyables," paragraphs 13 and 14 /8, The leased property shall be accounted for as
prescribed in paragraph 19(a) foran o perating lease, except that the term over which the asset is
depreciated shall be mited to the sstimated smorfization period of the obligation, The sals or
asaigzmenl by the lessor of lease payments due under an operating Jease shall be accounted foras a

horrowing as described abave.

Disclosures

23. When leusing, exclusive of leveraged Ieasing, is a significant part of the Jessor's business activilies
m terms of revenue, net income, or assets, the following information with respect to leases shall be
disvlosed in the financial statements or footnotes thereto {sce Appendix [ £} for illustrarions):

' a. For sales-type and direct financing leascs:

1. The components of the net investment in sales-type an! direct financing leases a3 of the
date of cach balance sheet presented:

8, Future minfmum lease payments to be recoived, with separate deductions for (1)
amounts representing exeoutory costs, ineluding any profit thereon, included in the

ruinimum lease payraents and (i) the accumulated allowancs for uncollectible
minimum lease payments receivable.

b. The unpraranleed residual values accruing to the benefit of the lessor.
¢ For direct financing leases only, initial direct costs (see paragraph S(m)).
d. Uncarmed income (see paragraphs | 7(b) and 18(h)).

i, Funire minimum lease payments to be received for cach of the five succeeding fiscal
3 years as of the date of the latest balance sheut presentex,

! itL. [This subparagraph has been delered. Sce Statns [ page.]

iv, Total contimgent rentals inchided in income for each perind for which an income
statement is presented.

b. For operating leases:
t. The cost and carrying amount, if diffarens, of property on lease or held for leasing by
, wajor classes of property according to nature or function, and the amount of scoummlated

depreciation in total as of the date of the latest balance sheet presenied.

1. Minjroum future rentals on noncancelable leases as of the date of the latest balance
i sheet prescnted, in the aggregate and for each of the five succeeding [iscal years,

1, Toml contingsnt rensals included in income for sach period for which an income
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statement is presented.

¢ A gencyal description of the lessor's Jeaging srrangements.

. . -
Leases Involving Res! Estate

244 For purposes of this Statoment, leases involving real estate can be divided into four categories; (a)
leuses iyvolving land only, (b) leases nvolving fand and building(s), (c) loases mvolving cquipment as
wull as veal esiate, and (d) leases invelving only part of a building.

5

Leases Involving Land Only

25111 land s the sols item of property leased and the criterion in either paragraph 7(a) or 7(b) 15 met,
the jlessee shall account for the lease as a capilal lease, otherwise, as an operating lease. If the lease .
gives vse to manulicturer's or dealer's profir {or loss) and the crircrion of paragraph 7(a) is met, the
lessor shall classify the lease as a sales-type lease as appropriate under paragraph 6(b)(i) and account
for the transaction under the provisions of Statoment 66 in the same manner as a selier of the same
property, If the lease does not give rise to manufacturer's or dealer's profit (or loss) and the criterion of
paragraph 7(a) and both criteria of paragraph § are met, the lessor shall account for the lease as a direct
ﬁnagncing lease or a leveraged lease as appropriate under paragraph 6(b). I the criterion of paragraph 7
(b} 4md both criteria of paragraph 8§ are met, the lessor shall aceount for (he lease as a direct financing
least:, a leveraged lease, or an operating lease as appropriate under paragraph 6(b). T the leasc does not
meejt the criteria of paragraph 8, the lessor shall account for the lease as an operating lease. Criteria 7(c)
and,7(d) are not applicable 1o kand Toases. Because owncrship of the kind is expected to pass to the
lussbe if vither criterion 7(a) or 7(b} is met, the asset recorded undsr the capial lease would not
norrhally be amoitized.

Ledses Involving Land and Building(s)
26. Leases involving both land and building(s) shall be accounted for as fotlows:
. a. Lease meets cither criterion 7(a) or 7(b):

.. Lessee's accounting: 1£ either criterion (a) or (b) of paragraplh 7 ig met, the land and
building shall be separately capitalized by the lessee. For fhis purpose, the present vakne of
the manimum lease payments after deducting executory costs, including any profit thereon,
. shall be allocated between the two elements in proportion to their fair values at fhe
iception of the Icase. ™2 The building shall be amortized in accordance with the
provisions of paragraph 11(s). As stated in paragraph 25, land capilalized under a lease
that meets criterion {a) or b) of paragraph 7 would not normally be amortized.

223 1 the lease agresment or commitraent, if earliar, includes a provision to
cscalate minimnm lease payments for increases i constriction or acquisition
cost of the leased property or for increases in some other measure of cost or
value, such as general price levels, during the consiruction or pre-acquisition
period, the effect of any increases that have ocourred shall be considered in
the determination of "fair value of the leased property at the inception of the
lease” for purposes of this paragraph.

ii. Lessor's ascountiag if the lease meets criterion 7(a): If the lease gives rise to
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maimfacturer's or dealer's profit (or Tosg), the lessor shell classify the lease as g sales-type
lease es appropriate under para raph 6(b)(i) and account for the lease as a sin gle unit under

' the provisions of Statement 66 L] in the same manner 4s a seller of the same property. If
the least does not give rise to manufaciurer's or dealer's profit {or losg) and meets both
critetia of paragraph 8, the lessor shall acconnt for the lease as a direct financing lease or a

; leveraped lease as appropriaic under peragraph 6(b)(i) or 6(b)(it). If the lease does not
give rise to manufacturer's or dealer's profit (or loss) and does not meet both criteria of
paragraph 8, the lesser shall account for the lease as ap operating lease.

1L Lessor's asconmting if the lease meets criterion 7(b): [f the lease gives rise to
manufacturer's or dealer's profit (or loss), the lessor shall classify the lcase as an operating
lease as appropriate under patagraph 6(b)(iv). If the lease does not pive rise to
manufachrer's or dealer's profit (or loss) and meets both criteria of paragraph 8, the lessor
shail account [or the lease as a divect financing lease or a leveraged lease as appropriate
wnder paragraph 6(b)(ii) or 6(b)(ii7), If the lesse does nol give rise (o manufacturer's or
deater's profit (or loss) and does not meet both criteria of paragraph 8, the lessor shall
account for the lease as an operating lease.

b. Lease meets neither eriterjion 7{u) nor 7(b):

1. If the [air value of the Tand is less than 25 porcent of the total fair value of the leased

property at the inception of the lease: Both the lessee and the Jessor shall consider the laud

and the building as 4 single nnit for purposes of applying the criteria o paragraphs 7(c)

and 7(d). For purposes of applying the criterion of paragraph 7(c), the estirmated economic
| life of the building shell be considered as the cstimated ceonomie Hfs of the umit.

(a) Lessee's accounting: If either criterion (c) or (d) of paragraph 7 is met, the Jogsee

: shall eapitalize the Jand and building as a single unit and amortize it 1 accordence
with the provisions of paragraph 11(b); otherwise, the lease shall be accounted for s
an operating lease.

(b} Lessor's accounting: If either criterion (e) or (@) of paragraph 7 and both criteria
ol parapraph 8 are met, the lessor shall account for the loase as a single-unit as a
dircet finaneing lease, a leveraged lease, or an operating lease as approprizte under
paragraph &(b). If the lease meets weither criterion {¢) nor (d) of paragraph 7 or does
not meet both crileria of paragraph 8, the lease shall be accounted for as an opcrating
lease.

. Il the fair value of the land is 25 percent or more of the tota] [air vahie of the leased
property ax the inception of the Jease: Both the lessec and lessor shall consider the land and
the building separately for purposes of applying the criteria of paragraphs 7(c) and 7(d).
The minimum lsase payments aficr deducring executory costs, meluding sny profit
thereun, applicable to the land and (he building shall be separated both by the lessee and
the Jessor by determining the fair value of fhe land and applying the lessee’s incremental
borrowing rate to it to determine the ammmal minimum lease payments applicable to the

. land element; the remaining minitun lease payments shall be attributed fo fic building

. element.

(a) Lessee's accounting: If the building eloment of the lease ragets criterton (c) or (d)
of paragraph 7, the building element shall be acconnted for as # capital lease and
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_ amortized in sccordance with the provisious of paragraph 11(b). The land slement of
. the lease shall be accounted for separately as an operating lease. If the building
element of the lease meets neither criterion (c) nor (d) of paragraph 7, both the
building clement and the land element shalf be acconated for as a single operating
lgase.

(b) Leszor's accounting: If the building element of the lease meets either criterion (9}
or (d) of paragraph 7 and both criteria of paragraph 8, the building element shall be
) accounted for as & direct fimancing lease, a leveraged lease, or an operating lease as
‘ appropriate under pacagraph 6(b). The land elerent of the lease shall be accounted
for separately as an operating lease. If the buildivg element of the leage mests
nejther eriterion (c) nor (d) of paragraph 7 or does not meet the criteria of paragraph
8, both the building element and the land elament shall be accounted for as a single
operating lease.

[

Lea:ﬁses Involving Equipment As Well As Real Estate

27. 3 a lease involving real estate also inchudes equipment, the portion of the minimum lease payments
applicable to the equipment clement of the lease shall be estimated by whatever means are appropriate
in the eircumstances. The equipment shall be considercd separately for purposes of applying the
criteyia in paragraphs 7 and 8 and shall be accounted for separalely according to its classification by
bathi lessees and ussors.

Leases Involving Only Part of a Building

28, When the leased property is part of a larger whole, its cost (or carrying amount) and Frir value may
not Be objectively determinable, as for cxampls, when an offiec or floor of a building is leased. If the
cost and fair value of the leased property are objectively determinable, buth the lsssae and the lessor
shalliclagnily and account for the lease according 1o the provisions of paragraph 26. Unless hoth the
cost and the fair value are objectively determinable, the lease shall be clagsificd and accounted for as
{ollows:

a. Lessee:

: i. JT the fair valne of the leased property is objectively determinable, the jessee shall
; classily and account for the lease according to the provisions of paragraph 26.

i1. T the fair value of the leased property is not objectively dererminable, the lesses shall
classify the lease accerding to the criterion of paragraph 7(c) only, using the estimated
sconomic hife of the building in which the leased premises are located. T that ¢riterion is
met, the leased property shall be capitalized es a unit and smortized in accordance with the
provisions of paragraph 11(h).

" b. Lessor: If either the cost or the fair valug of the property is not objectively determinable, the
. tessor shall account for the lease as an operating lease.

Bacaiuse of special provisions normally present in Ieases involving terminal space and other atrport
facilities owned by & governmental ugit or authority, the economic Efe of such facilitics for purposes of
classifying the lease is cssentially indeterrainate. Lilewise, the concept of fir value is not applicable to
such Jeases. Since such leages also do not provide for a transfer of ownership or a bargain purchase

B
1
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i

option, they shall be classified as operating leases. Leases of other facilizies owned by 2 govermmnertdal
umi( or authorily wherein the rights of the parlies are essentially the same as in 2 lease of airport
facilities deseribud above shall also be classificd as operaring leases. Examples of such leases may be
ihoa;:e involving [acilities at ports and bug torminals.

Leases between Related Parties

29, ;E‘xcapt as noted below, leases between related parties (as defined in paragraph 5{a)) shall be
classified in accordance with the criteria in paragraphs 7 and 8. Ynsofar ag the separate financial
stalements of the related partics are concerned, the classification and accountmg shall be the same as
for similar leascs botween nnrelated parties, except in cases where it is clear that the terms of the

imﬁ:e.action have heen significantly affected by the fact that the lessee and lessor are related. In such
cases the classification and/or accounting shall be modified as necessary to recognize economic
substance rather than legal form. The nature and extent of leasing transactions with related parties shall

be disclosed.

30. In consolidated financial statements or in financial stetements for which an interest in an fvestee i
agedunted for on the equity basis, any profit or loss on # Jeasing transaction with the related party shall
be accounted for in accordance with the principles set forth in ARB No. 51, "Consolidated Financial
Statements'," m 4PB Opinion No. 18 €], whichever is applicable,

31. The acoounts of subsidiavies (regardless of when organized or acquired) whose principal business
actiyity 1s icasing property or facilities 1o the parent or ather affiliared companics shall be consolidated.
The equity method is not adequate for fair presentation of those subsidiaties becanse their assets and
liabilities are significant to the consolidared [inancial position of the enterprise.

'

Sale-L.easeback Transactions

32. Sale-leaseback {ramsactions involve the sale of property by the owner and a lease of the properly
back fo the seller. A sale of property that is accompanied by & leaseback of all or umy part of the
property for all or part of its remaining economic Hfe shall be accounted for by the seller-lessee in
accordance with the provisions of peragrapi: 33 and shall be accounted for by the purchaser-lessor in
sccordance with the provisions of paragraph 34.

33. If the lease meets one of the criteria for treatment as a capital lease (sec paragraph 7), the seller-
lessee shall necount for the lease as a capital lease; otherwise a5 an operating Jease, Any profil or loss
on the sale®*? shail be deferred and amortized in proportion to the amortization of the Jeased asset, ™ if
a capital Iease, or m proportion to the related gross renmal charged to exponse over the lease term, if an
operating lease, untless:

, 28 "profit or loss on the sale" is used in this paragraph 1o refer to the profil or loss that
would be recognized on the sale if there were no leasgback. For example, on 4 sale of real
estatc subject to FASB Statemeut No. 66, Aceounting for Sales of Real Estate T, the protit
on the sale fo be deferred and amortized in proportion to the leascback would be (he profit
that could otherwise be recognized in accordance with Statement No. §6.

B 1f the Jonsed asset is land only, the amortization shall be oo a straight-line basis over the
iBase 10rm. :

- & The seller-lovses relinguishes the right (o swbstantially all of the remaining use of the property
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sold (retaining only a miner portion of such use),*® in whick case the sale and the leasebaclk
. shall be accounted for ag separate transactions based on their respeclive terms, However, if the
i amount of rentals called for by the lcase is unreasonable under market conditions at the inception
i ofthe lease, an appropriate amount shall be deferred or acerued, by adjusting the profit or loss on

the siale, and amortized as specified in the introduction of this paragraph fo adjnst those renials to
. arcasonable amount.

Zia "Substantially all" and "minor" atc used hiere in the corext of the concepls

! underlyiug the classification criteria of FASB Sitement No. 13. In that contexr, a
test based on the 90 percent recovery eriterdon of Statement No. 13 could be uged as
a guideling; that is, if the prascnt value of # reasonable amount of rental for the

: lenseback represents 10 percent or less of the fair value of the asset sold, the seller-

' lessee could be presumed to have tansforred to the purchager-lessor the right to

substantially all of the remaining use of the property sold, and the seller-lessee could
be presumed to have retdined only a minor portion of such use.

b. The seller-lessee retains more than a minor part but less than substantially all*>" of tha use of

the propeny throngh the leasshack and realizes a profil on the sale™ " in excess of (1) the present
value of the minimum lease payments over the leage term, if the leaseback is clasgified as an
operiting lease, or (i) the recorded amount of the leased asser, if the leascback is classified as a
capital lease. Tn that casc, the profit on the sale in excess of either the present value of the
minhnum lease pryments or the recordad amount of the leased agsel, whichever is appropriare,
shall be recognized at the date of the sale. For purpases of applying this provision, the present
value of the minimum lease payments for an operating lease shall bo compured using the inferest
. vate thar would be used to apply the 90 percent recovery criterion of paragraph 7(d).

~3b "Substantially all” is used here in the context of the coneepts underlying the
classification criteria of FASB Stertement No, £3. In that context, if a leaseback of e
entire property sold mecls the critcria of Staicment No, 13 for classificarion as a

‘ capital lease, the seller-lossee would be presumed to have retained substantially all

) of the remaining use of the propecty sold.

236 g footnow 22h.

;¢ The fair value of the properly at the time of the lransaction is less than its nndepreciated cost,
i which ease a loss shall be recognized mmediately up to the amonnt of the ditlerence between
undepreciated cost and fair value,

34, If the lease meets the criicria in paragraphs 7 and 8, the purchaser-lessor shall record the transaction
43 & purchase and a direct financing lease; otherwise, he shall record the ransaction s a purchasc and
4n operating lease.

Acepbunting and Reporting for Subleases and Similar Transaetions
35. Tihis scction deals with the following types of leasing transactions;

; a. The leased property i re-leased by the original Tesses to a third party, and the lease agroement
+ berweon the two eriginal parties renmins in effect (a subleags),

1
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b. A new lessee is substituted under the original lease agrecment. The new lessee becomes the

' pramary obligor under the agreement, and the original lessec may or may nort be secondarily
" hmble.

{ ©. A new lessee Is substituted fhrough a new agreement, with cancsliation of the original lcase
+ Agreement.

Acr:'tountfng by the Qriginal Lessor

36. If the original lessee enters into & sublease or the origina] lease agreement is sold or transferred by
the érig‘mal lessee 10 a third party, the original lessor shall coutinue to account for the lease as before.

37. U the original lease ngreement is replaced by a new agreement with a new lessee, the lessor shall
account lor the teymination of the original lesse as provided in paragruph 17(f) and shall classity and
acconnt for the new lease a8 a separate transaction.

Accfounﬁng by the Original Lessee

38. T themature of the transaction is such that the original lessee is refigved of the primary obligation
undér the original lease, as would be the case in transactions of the type deseribed in parageaphs 35(b)
and 35(c), the termigation of the originul lease apraement shall be accounted for as follows:

. a. It the original lease was a capital lease of praperty other than renl estate (including integral
cquipment), the agset and obligation representing the original lease shall be removed from the
BCCOUNES, @ gain or Joss shall be recognized for the difference, and, if the original lesses is
sccomdarily Hable, the guarantee obligation shall be recognized in accordance with paragraph

. 1148 of FASB Stawement No. 140, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabifities. Any consideration paid or received upon termination shall be
included in the determination of gain or loss to be recognized.

b. I¥ the original lease was u capital Iease of real ostate (including intugra! equipment), the
determination as to whether the asset held under the capital Iease and the telated obligation may
be removed frora the balance sheet shall be made in accordance with the requircments of FASB
Sulement No. 66, Accounting for Sales of Real Estate K. T the criteria for racognition of 2 sale
in Statement 66 are raet, the asset and obligation representing the original lease shall be removed
from the accounts and any consideration paid or received upon termination and any guarantse
obligaiion shall be recognized in accordance with the requiremeats above for property other than
real ostate. 1F the transaction results in a gain, (hat gain may be recognized if the otiteria in
Statement 66 for recognition of profit by the full accrual method are met. Otherwise, the gain
shall be recognized in accordance with ono of the other profir recognition methods discussed in

- Smtement 66. Any loss on the transaction shall be recognized immcdiately.

*

j ¢- If the oviginal lease was an opurating lease and the original lessee it sccondarily liable, the
i guarantee obhgation shall be recognized in accordance with paragraph 114 of Statement 140,

{
39. 1f the narere of the fransaction 18 such fhat the original lessee is hot religved of the primary
obligation under the original lease, as would be the case in wransactiong of the lype described in
paragraph 35(a), the original lessee, as sublessor, shall account for the fransnction as follows:

‘a, [Fthe original leasc miet either criterjon (a) or (b) of paragraph 7, the original lessce shall
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classify the new lease in accordance with the criteria of paragraphs 7 and 8. 1f the new lease

. meets one of the oriteria of paragraph 7 and both of the criteria of paragraph 8, it shall be

+ accounted for as a sales-type or dircet financing lease, as appropriate, and the nnamertized

i balance of the asset under the original lease shall be rreated as the cost of the leased property. If
+ the new lease does not qualify as & sales-type or direct financiug leass, it shall be acconnted for
as an operating lease. In either case, the original lessee shall conrique 1 account for the
obligation related to the original lease as before.

, b. If the original lease met either crircrion (c) or (d) but not eriterion (a) or (b) of paragrapk 7, the

| original lessee shall, with one exception, classify the new Iease in accordance with the cpiteria of

. paragraphs 7(c} and § only. If it meets those criteria, it shall be acsounied for as a direct

v financing lease, with the ymamortized balancs of the asset under the original lease treated as the

. cost of the leased property; otherwise, as au operating leass. In either case, the original Tessee

+ shall continue o account for the obligation related Lo the original leage as before. The one

1 exception arises when the tming and other circumstancss surronnding the sublease are such as to

+ suggest that the sublesse was intended as an integral part of an vverall transacrion in which the

. original lessee serves only as au intermediary, In that case, the sublease shall be classi fied

i according w the criteria of paragraphs 7(c) and 7(d), as well as the criteria of paragraph 8. Jn

i applying the eriterion of paragraph 7(d), the fair value of the leased property shall be the fair
value to the original lessor at the inception of the original lsase.

; ©. M'the original lease is an operating lease, the original legsee shall account for both it and the
new lease ps operaling feases.

Acciounting by the New Lessee

40. The new lessse shall classify the leass in accordance with the criteria of paragraph 7 and acconnt
for it accordimgly.

Accounting and Reporting for Leveraged Leases

41. Hrom the staudpoint of the lessee, leveraged leases ghall be elassified and acecounied for in the same
manger as non-Ios eraged leases. The balunce of this section deals with leveraged leases from the
standpoint of the lessor.

42 Hor purposes of this Statement, a leveraged lease is defined as one having all of the following
charjcieristics:

8. Bxcept for the exchusion of leveraged leases from the definifion of a dircet fmancing leass as

+ set forth in paragraph 6(b)(i1), it otherwise meers that definition. Leaces that meet the definition
of sulcs-lype feases ser forth in paragraph 6(b)(3) shall nol be accountad for as levernged leasas
but shall be accounted for as prescribed in paragraph 17,

» b, It involves at least three parties: a lesses, a long-term creditor, and 2 lossor {(commonly called
- the equity participant).

b ¢. The financing provided by the long-term credilor is nonrecourse as to the general credit of the

| lessor (although the creditor may have recowse (o the specific property leased and the vnramitted
+ rentals relating to it). The smount of the finaneing is sulficient to provide the lessor with
substantial "leverage™ in the wansaction.
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d. The lessor's net investracnt, as defined in paragraph 43, declines during the early years once
the investment has besn completed and rises during the i&lur years of the leasc befors its final

. climbiation. Such decreases and increases in the net investment balance may occur more than
once,

A lease mee'tmg the preceding definition shall be accounted for by the lessor using the method
L}.Cf:(illbbd I paragraphs 43-47; an exception arizes if the investment tax credit is accmmted [or other

than as stated in paragraphs 43 and 44,% in which case the lease shall by classified as a direct fi mancng
lease and accounted for in accordance with paragrapl 18, A lease not meeting the definition of a
lwuagad lease shall be accounted for in accordance with its classification Ilﬂd(.[‘ paragraph 6(b)

]

4 1t ig recognized that the investmont tax credit may be accounted for other than as

; prescribed in this Statement, as provided by Congress in the Revenue Act of 1971,
43, The lessor shall reeord his investment in 2 leveraged lease net of the nonrecourse debt. The nerof
the balances of the following acconnts shall represent the initial and continuing investment in laveraged
loases:

; & Rentals receivable, net of that portion of the rental gpplicable to principal and interest on the
nonrecourse debt.

b. A reeeivabie for the amount of the Investment tax credil to be realized on the iransaction.

+ ¢ The sstimated residual value of the leased agset. The estimated residual value shall not excead
" the amount vstimated at the inception of the lease except as provided in footmote 24a 24

24011 the lease agreement or comumitment, if earlier, includes a provision to egealawe
minimum lease payments for increages in constraction or acquisition cost of the
leased property or [or increases in some other measure of cost or value, such as
general price levels, duving the construction or pre-acquisition period, the effect of
amy increases that have ocourred shall be constdered in the determination of "the

; estimated residual value of the leased property at the incoption of the lease" for
purposes of this paragraph,

d. Uncamed and deferred incorae consisting of (i) the estimated pretax lease income (or loss),
after deducling mitial direct costs, remaining to be allocated 1o income over the lease term snd
+ (i) the investment tax credit remaining 10 be allocated to income over the Jeage ferm.

The investment in leveraged leases less deferred taxes adsing from differences belween pretax
aceounting income and taxable incore shall represent the lessor's net investmeut in leveraged leases
for purposes of computing periodic net income from the lease, as described in paragraph 44

44. Given the original investment and using the projected cash roceipts and disbursements over the

termtof the luase, Lhe mte of rerirg on the net mvestment in the years™ i which it is positive shall be
com puted. The rate is that rate which when apphed to the net investment in the years in which the net
invegtment 1y posilive will distributc the net income fo those years (see Appendix E, Schedole 3 &) and
is distinet from ihe interest rate implicit in the lease as defined in paragraph 5(k). In each year, whether
positive or not, the difference between the net cash Aow and the amount of income recognized, if auy,
shalllserve to increase or reduce the net investment balance. The net incosme recognized shall be

{
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comiposed of three elements: two, pretax lease income (or loss) and investinent tax eredil, shall be
allo¢ated in proportionate amounts fom the unearned and deferred income included in not investment,
as disseribed in peragraph 43; the third element is the tax effect of the pretax lease income (or loss)
reca}gn‘izccl, which shall be reflectod in tax expense for the year, The tax effect of the difforence
betvyeen pretax aosounting income (or loss) and taxabie income (or loss) for the year shall be charped
or cedited 10 deltzred taxes. The accounting presciibed in paragraph 43 and in this paragraph is
illustrared in Appendix E.

'

25 The nse of the term years" i not intended 1o preclude application of the accounting
, prescribed in this paragraph to shorter accovnting periods.

435, If the projected net cash rfsceipt526 over the term of the lease are less than the lessor's initial

tnveptment, the deficiency shall be recognized as a loss at the inception of the lease. Likewise, if at any
timd during the lease term the application of the method preseribed in paragraphe 43 and 44 would

- resuit in 2 loss being allocated to futnre years, that Ioss shall be recogized immediately. This situation

might arise i cayss where one of the important assumptions affecting net income is revised (see

paragraph 46).

6 For purposes of this paragraph, net cash receipts shall be gross cash reecipts less gross
cash disbursements exclusive of the lessor's initial investment,

46, Any estimated vesidual value and all other fmportant assumptions affecting estimated total net
income from the lease shall be reviewed at least annually. If during the lease ierm the estimats of the
residual value is delermined to he excessive and the decline in the residual valne is judged to be other
thanitemporary or il the revision of another important assurmption changes the estimated 1otal net
income from the leasc, the rate of return and the aflocation of income 1o positive fnvestment years shall
be recalcnlaied from the inceprion of the lease following the method desuribed in paragraph 44 and
using the revised ngsumption. The accounts constituting the net investment balance shall be adjusted to
conform to the recalcelated balances, and the change in the net investment shall be recognized as 1 gain
or loks in the year in which the assumption is changed. An upward adjustment of the estimared residual
valug shall not be made. The accounting presenibed in this parapraph is illustrated in Appendix E.

47. Kor purposes of presenung the investment in a leveraged lease in the lessor's balance sheet, the
amotnt of related deferred taxes shall be presented separately (from the remainder of the net
investment). Tn the income statement or the notes thereto, separate presenlation (from each other) shall
be made of pretax income fom the leveraged fease, the tax effect of protax income, and the amount of
invcétment tax credit recogmzed as income during the period. When leveraged leasing is 2 significant
parl of the lessor's business activities in terms of revenue, net income, or assets, the components of the
el investment balance in leveraged leases ag sel forth in paragraph 43 shall be disclosed in the
footnotes to the financial statements. Appendix E contains an illastration of the balance shest, income
slaleinent, and footnote presentation for a leveraged leass.

Effective Date and Transition

48. The preceding paragraphs of Uns Statement shall be effeetive for leasing transactions and lease
agreement revisions (see paragraph 9) entered into on or after January 1, 1977, However, leasing
transacrions 47 revisions of agreements consummated on or after January 1, 1977 pursuant to the terms
of a commitment made prior to that date and renewal options exercised under agreements existing or
comthitted pror to that date shali not be considered as leasing ransactions or lease agrecment revisions
entersd into afier Jamary 1, 1977 if such commitment ig in writing, sigmad by the partieg in infersst to
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the transaction, including the financing paﬂy,ﬂ if any, when specific financing is essential to the
trangaction, and specifically sets forth the principal teuns of the transaction. The disclosnres called for
1n the preceding paragraphs of this Statement shall be included in financial statements for calendar or

fiscd] years ending afier December 31, 1976,%8 Eartier spplication of the preceding paragraphs of this
Stati:ment, including retroactive application to all leases regardless of when they were entered into or
compaitied is encouraged but, until the effective date specified in paragraph 49, is not required., If
applied retroactively, financial statements presented for prior periods shall be restated according to the
provigions of paragraph 51,

7 for purposes of this paragraph, the teom "financing party" shall inchude an interim
lender pending long-term financing.

8 Poran enterprise having a fiscal year of 52 or 53 weeks cnding in the last soven days in
Deoember or the first seven days in January, references t¢ December 31 in paragraphs 48-
51 shall mean the date in December or January on which the fiscal year ends.

49, Lf*‘or purposes of [mancial statements for calendar or fiscal years beginning after December 31,
1980, puragraphs 1-47 of this Statement shall be applied retroactively, and any aceompanying financial
staterucnts presented for prior periods shall be restated as may be required by the provisions of
paragraph 51. '

50. 1 paragiaphs 1~47 are not applied initially on a retroactive basis, as permitted by paragraph 48,
thosé leases existing or committed al Decamber 31, 1976 shall be subjcst to the following provisions
untilisuch thne as puragraphs 1-47 are applied retrosctively fo all leases.

¢ & For purposes of applying the presentation and disclosure requirements of this Statement

applicable to lessees, those leases existing or committed at December 31, 1976 that are

+ vapitalized in sccordance with the provisions of superseded APB Opinion No, 5 shall be

+ consicered us capital leases, and those leases sxisting or committed at Decernber 31, 1976 that

. are classified and accounted for as operating loases shall be considercd as operating leases. For

¢ those tcases that are classified 2nd aceomnted for as operating Ieases but that mect the criteria of

i paragraph 7 for classification as capital leases, separate disclosure of the following information

+ shall be made [or purposcs of financial statements for the year ending December 31, 1977 and
for years ending thereafter;

I. The amounts of the asset and the Hability that would have been included in the balance
‘ sheet had those leases been classified and accounted for in aceordanve with the provisions
' of paragraphs 1-47. This information shall also b disclosed for balance sheets as of
December 31, 1976 and thercafter when such balauce sheets are ineluded in the finencial
statements relerred to in paragraph 50(a) above.

il. The effect on et income that would have resulted if those leases had been classified
: und accounted for in accordance with the provisions of paragraphs 1-47, This information
shall also be disclosed for income statements for periods beginning after December 31,
© 1976 when such income statements are included i the aforementioncd fnancial
statements.

i b. For parposes of applying the presentation and disclosure requirements of this Statement
+ apphicable to lessors, those leases existing or commitred ar December 31, 1976 that are accoumied
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for as sales, financing leases, and a5 operating leases in accordance with superseded APB
. Opinjons No. 780 and 2771 shall be considered 85 sales-type leases, as direct financing leases,
and a3 operating leases, respectively. (Refer to (¢) below for provisions aspplicable to leveraged
leases.) For those leases existing or conmitted ar December 31, 1976 that are classifisd and
aceounted for as uperating leases but that meet the edieria of pacagraphs 7 and § for
classification as dircet financing leases or sales-type leases, separawe disclosare of the foliowing
inforrmation shall be made for piposes of financial statements For the year ending Decenmber 31,
1977 and for years cnding therenficr:

1. The amount of the change i net worth that would have resulicd had the Teases been
clastfied and accounted for in accordance with the provisions of paragraphs [-47, Thes
inforination shall also be disclosed for balance sheets as of December 3 1, 1976 and

i thercafier when such balance sheets are included in the foregnin g Tmaneial statements

; referied to in paragraph 50(b) above,

; Ii. The uffect on net incoms that would have resulted if the leases had been classificd and

\ accounted for in accordance with the provisions of paragraphs 1-47, This information shall
; also be disclosed for income staterncnis for periods boginning after Decenber 3 1, 1976

, when such ncome smieraents are included in fhe aforementioned finaacial statements,

. €. For those leascs that meet the ¢riteria of paragraph 42 (leveraged leases) bur that are accounted
t for other than as preseribed in paragraphs 147, separate disclosure of the following information
+ shail be made for purposes oflessors' financial statements for the vear ending December 31,
1977 and for years ending thereafier

i- The amounts of the net changes i total assers and in tetal liabilities that would have
resulled had the leases been classified and accounted for in accordance with the provisions
of paragraphs 1-47. This information shall alse be disclosed for balunce sheets as of
December 31, 1976 and thereafter when such balence sheets are included in the finanuial

' statements referred t¢ in paragraph 50(c) above. '

o ii, The effect on net incowe that would have resulted if the Icases had been classified and
accouated for in accordance with the provisions of paragraphs 1-47. This information shall
Jso be disclosed for incoms statements for periods beginning afier December 31, 1976
when such income gtatements are included in the aforementioned Fnumcial statements.

51, Paragraph 49 requires retroactive application of paragraphs 1-47 for purposes of financial
statements for calendar or fiscal years beginning after December 31, 1980, imd paragraph 48
encourages carlier retroactive application. If after retroactive application is adopted, financial
statemants for carlier periods and financial summaries or other data derived from them arc presented,

they shall be restated in accordance with the following requircments to conform to the provisions of
paragraphs 1 -47:

¢&. Such restatements shall fuelude the effects of leases that were in existence during the periods
s covered by the financial statements even if those leases are no longer in exisicnce,

*b. Balance sheets presented as of Deceraber 31, 1976 and thereafier and income statemionts
ipresentcd for periods beginning afier December 31, 1976 and financial summaries and other data
{derived [rom those fmancial statements shall be restated to conform o the provisions of
tpatagruphs 1-47.
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¢. Balanes sheets ag of dates before December 31, 1976 and income staterents for periods
beginning before Devember 31, 1976 shall, when presented, be restated 1 conform to the
provisions of paragraphs 1-47 for as many consecutive periods immedi atcly preceding December
31, 1976 as is practicable. Summaries or other data presented based on such balance sheels and
Income statements ghall be traeted in like manncr,

d. The ewrnulative effect of applying paragraphs 1-47 on the retained earnings al the beginning of
the earliest period restated shail be mcluded in determining net income of that period (sec
paragraph 20 & of APB Opinion No. 20, "Accounting Changas™), > T'he effect on net income of
applying piragraphs 1-47 in the period in which fhe sumulative effect is inchded in determining
, metincome shill be disclosed for that period, and the reason for not restating the prior periods
+ presented shall be explained.

, 9 Pro forma disclosures required by paragraphs 19(d) & and 21 £ of AP Opinion
No. 20 are not applicable.

L

|

This\Siuternan wes adopted by the qffirmative votes of five members of the Finaneiod Accounting
4 2 ]

Standards Board, Mr. Kirk dissented,

|
i

The provisions of this Statement need not be applied to immaterjal items,

A

Mr_ Kidk dissonts primarily becanse he does not believe that the front-ending of lease income required
by phragraph 44 for leveraged leases versus the method of lease fncome recognition reguired by
paragraph 13(b) for direct linancing leascs is justificd by any significant econontic {i.e., cash flow)
differences between the two types of leases, The front-cading of leveraged lease income results from

treat{ng the related dobt and deferred tax benelils {principally (he Iatter) as valuation accounts, and Mr.
Kirkibelicves that the weatment as valuation accounts is unwarramied.

The leasing business is a leveraged business. Many leases are partiaily financed by recourse debt: some
leascs are partially financed by nonrecourse debt, Mr. Kirk believes the cash inflows from the lessee
and the outflows (v the creditor can be similar whether the debt is recowrse or nonrecourse, and he does
not belisve that a difference in the method of financing « lease shonld be a factor in determining the
pattemn of recogniving leass income (and interest expense) as is required by this Statement. My, Kirk
also bbjects (o the inconsistent classification of nonrecourse debt required by this Statement (i.c., if the
lgaseimests the critera of paragriph 42, the nonrecourse debl financing the lease is & valuation account
and /1ot u Lability; if the lessor is the manufacturer of the leased asset or iF the lsase docs not meet all
the criteria of paragraph 42, the nonrecourse debt is » Liability).

The dmommt and timing of the cash flow benefits resulting from the tax atiributes of a leased asset are
the samme to the lessor whether he finances the asset with recourss debt, with nontecourse dehi, or with
equity, A difference in the method of financing the least should not, in the opinion of Mr. Kirk, result
in a differance in aceounting for defarred 1axes. This Statement, however, requires that deferred income
tax balanoes arising from tax liming differences be accounted for as a valnarion account {for purposes
of computing periodic lease income) only if (a) the Iease is financed with substantigl nonrecourse debt
and (b) the lsssor accounts for the benefit from the investment tax eredit as a valuation account. The
special treatment of these deferred tax benefits as valuaiion accounts resulés in & net investment that
declines in the early years and rises during the later years; that result then requires the front-ending of
leaselincome. Also, Mr. Kirk can ses no reason why the method of accounting for the favestment tax
credit should determine the accounting for defured income taxes and, therelore, the pattern of leage

fobjedt] 1272007
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meeme recognition.

Mr. Kirk also believes the treatment of deforred taxes and the required method of accoumting for
changes in assuroptions (paragraph 46) result in the deforred taxes related fo leveraged leases being
accpunted for by the liability method, which is not in con simity with the requircments of 4PE
Opz‘zf»u‘o;z No_ 11, " Accounting for Income Taxes [." and the accounting for deferred taxes relaied to
othdr leases.

In ofrder lo aveid having (a) the ruethod of financing, (b) the debt repayment schedule, and (o) the
method of accounting for deferred tax benefits influence the paitern of recognition of leuse income,
intepest expense, and initial direct costs (as is the case for those leases meeiing the criteria of paragraph
42),IMr. Kik believes i1 {s necessary to use the ordinary financing lease method (paragraph 109(a) £8)
for 51! financing leases, including those financed with nonrecourse debt. However, in view of the
present incensislencies in accounting for nomrecousse debt, Mr. Kirk would not have dissénted o a
requirement that the three-party financing lease method (paragraph 109(b)) be used for financing leases
financed with nonrecourse debt. Both methods avoid the inconsistent treatment of nonrecourse debt
and the front-cnding of lease income.

Mr. Kirk also dissents because he objects to the exemption in paragraph 28 that applics to certain
faci]%itie.‘; leased from governmental units because of special provisions normally present in those
leases. M. Xirk believes the classification of all leases, repardicss of the nuture of the asset or lessor,
shoulld be determined by application of the crireria in paragraphy 7 and §.

Members of the Financial Accounting Swmdards Bocird-

Marshail 8. Armatrong, Chairman
Osear 8. Gellein

Donald I, Kok

Arthur T, Lidke

Robert E. Mays

Robert T. Sprouse

& Top

[P S
B 2004 Finansia) Areountag Stancs s Dogrd
€ 007 Cek All Righls Reseragd,

[obiect] 172772007
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GE Healthcare

imagination at work @

Connecticut Orthopaedic Specialists January 23, 2007
2408 Whitney Avenue '

Hamden, Connecticut

Attn Glenn F. Elig

This letter s in reference to the Pre-owned 1.0 Tesla MRl purchased by Connecticut Orthopoedic
Specialists from GE Healthcare :

1. The purchase price of 348K included, delivery including rigging , instaiation and training.

2. The check for $5825 received from Connecticut orthopedic Specialists was used exclusively for the
down payment and cormnmitment for the MRI unit. The reason the amount was not equal to 10% as
stated on the purchase agreement was because iniffially the system was going {o be financed
through General Electric Healthcare Finance. When a customer elects to finance through GEHFS,
the deposit required is equal to 1 months payment of the proposed financing ($5.825.00) and
supercedes the payment terms of the purchase agreement

3. Subsequently, COS elected to finance the purchase of the MRI through a Master Lease with
Popular Leasing Co, which was issued a resale cerlificate and did not pay sales tax on the unit.
The unit was shipped to Connecticut Orthopaedic Specialists, P.C. on December 31, 2005 and was
stored at that site until installefion was completed in June 20086,

If you have any further questions, feel free to contact me

GE Healthcare

Technologies

P.K. Howlett
Northeast Account Manager
Physician Office Market

T 800.257.2878 xt 7021964

F 781.658.2638
; C 617.510.5227

E paulhowlett@®med.ge.com

AP et e Erith
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@ : PoruLar Leasivg U.S A, Inc.
POPU!'AR LEAS!NG - 15933 Clayton Road. Suite 200
: Raliwin, MO 6301}
Tziephone: (B0G) 829-94])
Fax: « {BOD) B2D-Q44 3
WWW_noplease, cofm

August 22, 2006

Mr. Michael J. Longo

Connecticut Orthapaedic Specialists, P.C.
2408 Whitney Avenue A
Hamden, CT 06518

Re: Lease No. 047494.02 - GE Healthcare

Dear Mr. Longa:

Your payments have been adjusted per the lease. The legse payment was based on the Treasury
rate of 3.47%. At the time the Jease commenced, the rate was 5.15% or a 1.68% increase. Your

payment has been adjusted to $7,466.55.

If you should have any questions régarding this lease, please do not hesitate to contact us. It has
been our pleasure to serve you. Thank you for your business! ' '

Very truly yours,

POPULAR LEASING U.S.A., INC.

o

Sean Stewart
Documentation Specialist

85
Enclosures

A Subsidiary of Banco Popular North America



STATE OF CONNECTICUT

OFFICE OF HEALTH CARE ACCESS

M. JODI RELL
GOVERNOR

March 21, 2007

Mr. Glenn Elia
Chief Executive Officer

CRISTINE A. VOGEL
COMMISSIONER

Connecticut Orthopaedic Specialists, p.C.

2408 Whitney Avenue
Hamden, CT 06518

Re:  Certificate of Need Determination, Report Number 06-30881-DTR
Connecticut Orthopaedic Specialists, P.C.
Acquisition of MRI unit for orthopedic practice setting

Dear Mr. Elia:

On December 11, 2006, the Office of Health Care Access (“OHCA™) initiated a Certificate of
Need (“CON”) Determination process regarding Connecticut Orthopaedic Specialists, P.C’s
acquisition and operation of an MRI unit. Information was received by OHCA from Connecticut
Orthopaedic Specialists, P.C. (“COS™) on January 8, 2007 and on February
by OHCA under Report Number 06-30881-DTR.

determination process is being reviewed

1. COS is a Connecticut Professional C
physician practice that specializes in

2. COS is operating an MRI unit at its Branford locatio

orporation. COS describ

2,2007. The CON

Please be advised that OHCA has reviewed this matter and makes the following findings:

es itself as a multi-specialty

the care and treatment of musculo-skeletal disease.

installed in May 2006 and in operation since June 30, 2006.

3. According to the COS website (www.ct-ortho.com),

n. COS indicates that this unit was

COS operates the following locations:

An Equal Opportunity Employer
410 Capitol Ave., MS#13HCA, P.O.Box 340308, Hartford, CT 06134-0308
Telephone: (860) 418-7001 Toll-Free: 1-800-7 97-9688

Fax: (860) 418-7053

Orthopedic services Office Based Orthopedic MRI services ]
2408 Whitney Avenue in Hamden Surgery
84 North Main Street in Branford 84 North Main Street
450 Boston Post Road in Guilford 2200 Whitney Avenue Branford
258 Broad Street in Milford Hamden
330 Orchard Street in New Haven 2416 Whitney Avenue
330 Boston Post Road in Orange Hamden
- 1000 Yale Avenuc in Wallingford |



Glenn Elia, Chief Executive Officer March 21, 2007
Connecticut Orthopaedic Specialists, P.C. Page2 of 4
CON Determination, Report No. 06-30881-DTR

4.

10.

1L

COS currently employs 20 full time physicians, 17 orthopedic surgeons, 2 podiatrists and 1
physiatrist.

COS provides MRI services exclusively for patients who are being seen and treated by COS
physicians. COS does not accept referrals for MRI services from physicians outside of the
practice.

In June 2006, COS entered into an agreement with Dr. J oseph Gagliardi to provide on-site
readings for the Branford MRI unit and to manage their Quality Assurance Program.
According to the June 2006 agreement between COS and Dr. Gagliardi:

a. Dr. Gagliardi will professionally read and provide appropriate information and
reports for MRI images taken at the Branford location.

b, COS will pay $75.00 for reading and reporting on cach MRI image and COS will
reimburse Dr. Gagliardi a fixed amount for the transcription of any report.

¢. Dr. Gagliardi is an independent contractor and not an employee of COS.
A quotation for lease financing from GE Healthcare Financial Services to COS was dated
February 8, 2005 and accepted by COS on March 29, 2005. A purchase agreement for the
Branford MRI unit was signed on March 29, 2005 and a deposit was made to GE Health
Financial Services on March 29, 2005,
Aécording to the March 2005 purchase agreement for the MRI unit:

a. The unit is a “Gold Xtend 1.0T Preowned MR/OCate MR System”

b. The purchase price was $349,000

¢. The agreement became a binding purchase by COS on March 29, 20057

COS provided a copy of a cancelled check for the down payment on this unit in the amount
of $5,825 and dated April 7, 2005.

COS purchased a turn key building at 84 North Main Street in Branford for a total sum of
$5,671,049 in May 2006. The MRI suite is operated by COS within this new building at this
location.

COS provided a letter from Jester Development Company to COS dated January 26, 2005,
which provided a cost breakdown of the construction/fit out project for the Branford location.
This letter indicates that the fit out costs for the MRI room are $47.870.

1 COS subsequently entered into 2 lease agreement with Popular Leasing USA, Inc. for this unit.
% The binding purchase was made prior to the July 1, 2005, the effective date of Public Act 05-93.



Glenn Elia, Chief Executive Officer March 21, 2007
Connecticut Orthopaedic Specialists, P.C. Page 3 of 4
CON Determination, Report No. 06-30881-DTR

12. COS provided a letter from Jester Development Company to COS dated December 29, 2006
which breaks down the specific component costs included within the $47,870 cost for fitting
out the MRI space. Inctuded within these costs is $33,000 for “RE Room”. The $33,000
includes the cost of delivery and installation of the shielding necessary for the MRI unit.

13. Based on the material filed with OHCA by COS, the total capital costs incurred by COS
specific to the acquisition and initial operation of the MRI unit are as follows:

MRI unit: $349,000*
Fit out of MRI space: $ 47.870

Total Capitalized Project Costs $396,870

*includes delivery, rigging and installation of the unit as well as training costs.

14. COS pays $447.99 of sales tax monthly to Popular Leasing. The sales tax is treated as an
operating cost 10 COS pursuant to generally accepted accounting principals.

15. COS indicates that the first patient was scanned on this anit in Branford on June 30, 2006. 3
An imaging report from Dr. Gagliardi on that exam was provided as evidence of this date.

16. There was an extensive delay in project start for the MRI services (purchase agreement
signed in March 2005, first patient scanned on June 30, 2006). COS indicates that, at the
time that COS entered into the purchase agreement for the MRI, COS had already begun
construction of the new medical office building in Branford, but that due to weather and
other construction delays, the building was not ready until the spring of 2006. A certificate
of occupancy was issued for the medical office building in April 2006.

17. COS further indicates that when the building was ready, GE was unable to immediately send
the installation team out, as GE was occupied at another Jocation in Connecticut. Installation
finally began in early June 2006.

18. COS filed with OHCA a letter from GE HealthCare dated January 23, 2007, which verifies
that the check for $5,825 was used exclusively for the down payment and commitment for
the MRI unit. This letter also verifies that the “unit was shipped to Connecticut Orthopaedic

Specialists, P.C. on December 31, 2005 and was stored at that site until installation was
completed in June 2006.

3 The first patient was scanned on the new MR} unit prior to July 1, 2006.



Glenn Elia, Chief Executive Officer March 21, 2007
Connecticut Orthopaedic Specialists, P.C. Page 4 of 4
CON Determination, Report No. 06-30881-DTR

Based on the above findings, OHCA has determined that Connecticut Orthopaedic Specialists,
P.C., which owns the MR] unit but is not the employer of the radiologist reading the scans, isa
central service facility pursuant to Section 19a-630 of the Connecticut General Statutes and 19a-
643-12 of OHCA’s Regulations and therefore, is a health care facility or institution pursuant to
Section 19a-638 of the Connecticut General Statutes (“C.G.S.”). Therefore, the acquisition and
operation of the MRI unit represents a neEwW service for a health care facility or institution
pursuant to Section 19a-638, CGS. Accordingly, OHCA has determined that COS is required to
file a Certificate of Need application pursuant to Section 19a-638, C.G.S. The CON application
will not be reviewed pursuant o Section 19a-639, C.G.S.

OHCA considers the submission of information received on February 2, 2007 as the completed
Letter of Intent for this matier; therefore the Applicant may file a CON application with OHCA
between April 2, 2007 and June 2,2007. The CON application forms will be mailed to your
attention separately.

Please contact Karen Roberts, Compliance Officer at (860) 418-7041 or Qusan Cole, Director of
Certification, Financial Analysis and Forecasting at (860) 418-7038 with any questions regarding
this Certificate of Need Determination. Please contact Kimberly Martone, Supervisor of the
Certificate of Need process at (860) 418-7029 with any questions regarding the Certificate of
Need application process.

Sincerely/

Cristine A. Vogel
Commissioner

CAV:kr

Copy: Rose McLellan License and Applications Supervisor, DPH, DHSR
Stephen Cowherd, Esquire, Jeffers & Treland (by fax)
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STATE OF CONNECTICUT
OFFICE OF HEALTH CARE ACCESS

GOVERNOR ‘ CRISTINE A. VOGEL
COMMISSIONER

March 28, 2007

Stephen Cowherd, Esg.
Attorney

Jeffers & Ireland, P.C.
55 Wall Street
Fairfield, CT 06824

Re:  Letter of Intent, Docket Number 07-30881
Connecticut Orthopedic Specialists, P.C.
Acquisition and Operation of an MRI Unit in Branford
Notice of Letter of Intent

Dear Attorney Cowherd:

On February 7, 2007, the Office of Health Care Access (“OHCA”) received the Letter of
Intent (“LOI”) Form of Connecticut Orthopedic Specialists, P.C. (“Applicant”) for
Acquisition and Operation of an MRI Unit in Branford, at a total capital expenditure of
$397.870.

A notice to the public regarding OHCA’s receipt of a LOI was published in The New
Haven Register pursuant to Section 19a-638 of the Connecticut General Statutes.
Enclosed for your information is a copy of the notice to the public.

Sincerely,

) it

Kimberly R. Martone
Certificate of Need Supervisor

KRM:Ing

. An Afftrmative Action / Equal Opportunity Employer
410 Capitol Avenue, MS #13HCA, P.O. Box 340308, Hartford, Connecticut 06134-0308
Telephone: (860) 418-7001 + Toll free (800) 797-9688
Fax: (860) 418-7053



STATE OF CONNECTICUT
OFFICE OF HEALTH CARE ACCESS

M. Joni RELL
GOVERNGR CRISTINE A. VOGEL
CoMMISSIONER
March 28, 2007 Requisition # HCAQ07-150
FAX #: (203) 865-8360
The New Haven Register
40 Sargent Street

New Haven, CT 06531-0715
Gentlemen/Ladies:

Please make an insertion of the attached copy, ina single column space, set solid under
Jegal notices, in the issue of your newspaper by no later than Sunday, April 1, 2007

Please provide the following within 30 days of publication:
¢ Proof of publication (copy of legal ad. acceptable) showing published date along

with the invoice.

If there are any questions regarding this legal notice, please contact Laurie Greci at (860)
418-7001.

KINDLY RENDER BILL IN DUPLICATE ATTACHED TO THE TEAR SHEET.

Sincerely,

Kimberly R. Martone
Certificate of Need Supervisor

Attachment

KRM:LKG:Img

o Sandy Salus, OHCA

An Affirmative Action / Equal Opportunity Employer
410 Capitol Avenue, MS #13HCA, P.O. Box 340308, Hartford, Cennecticut 06134-0308
Telephone: (860} 418-7001 « Toll free (800) 797-9688
Fax: (860) 418-7053



The New Haven Register Letter of Intent
Docket Number 07-30881 March 28, 2007

PLEASE INSERT THE FOLLOWING:

Statute Reference: 192-638

Applicant: Connecticut Orthopedic Specialists, P.C.

Town: Branford

Docket Number: 07-30881

Proposal: Acquisition and Operation of an MRI Unit in Branford

Total Capital Expenditure:  $397,870

The Applicant may file its Certificate of Need application between April 8, 2007 and
June 7, 2007. Interested persons are invited to submit written comments to Cristine A.
Vogel, Commissioner Office of Health Care Access, 410 Capitol Avenue, MSI3HCA
P.O. Box 340308 Hartford, CT 06134-0308.

The Letter of Intent is available for inspection at OHCA. A copy of the Letter of Intent
or a copy of Certificate of Need Application, when filed, may be obtained from OHCA at
the standard charge. The Certificate of Need application will be made available for
inspection at OHCA, when it is submitted by the Applicant.
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STATE OF CONNECTICUT
OFFICE OF HEALTH CARE ACCESS

M, Joot RELL CrISTINE A, VOGEL

GOVERNOR COMMISSIONER
March 28, 2007 Requisition # HCA07-150
FAX #. (203) 865-8360
The New Haven Register
40 Sargent Street

New Haven, CT 06531-0715

Gentlemen/Ladies:

Please make an insertion of the attached copy, in a single column space, set solid under
legal notices, in the issue of your newspaper by no later than Sunday, April 1, 2007

Please provide the following within 30 days of publication:
¢ Proof of publication (copy of legal ad. acceptable) showing published date along
with the invoice.

If there are any questions regarding this Jegal notice, please contact Laurie Greci at (860)
418-7001.

KINDLY RENDER BILL IN DUPLICATE ATTACHED TO THE TEAR SHEET.
Sincerely,

Kimberly R. Martone
Certificate of Need Supervisor

A+ttarhmeant
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