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MERCY HOSPITAL, INC. 
1234 Hospital Lane SW 

Houston, TX 77005 
 

March 1, 2018 
 
TEXAS GENERAL SURGEONS, LLC 
Dr. Richard Cutter, President 
6789 Open Heart Trail NE 
Houston, GA 30317 
 
 Re: Non-binding Letter of Intent by and among Mercy Hospital, Inc. and Texas  
  General Surgeons, LLC 
 
Dear Dr. Cutter: 
 
 The purpose of this non-binding letter (the “Letter of Intent”) is to describe our 
preliminary understanding with respect to certain proposed transactions involving Mercy 
Hospital, Inc., a Texas non-profit corporation (“Mercy”) and Texas General Surgeons, LLC, a 
Texas professional limited liability company (“TGS”) owned by fifteen shareholder physicians 
(the “TGS Physicians”). In this Letter of Intent: (a) Mercy and TGS are sometimes called 
singularly a “Party” and collectively the “Parties;” and (b) the possible transactions among the 
Parties are sometimes called the “Possible Transactions.” The parties do not intend to be 
contractually bound by this Letter of Intent. 
 
 The Parties believe there are clinical integration objectives, community benefits, patient 
care improvements and economies that can be achieved through consummation of the Possible 
Transactions. The Parties acknowledge and agree that no part of this Letter of Intent shall be 
construed to induce or encourage the referral of patients or the purchase of health care services or 
supplies. The Parties may refer patients to any company or person providing services and will 
make such referrals, if any, consistent with professional medical judgment and the needs and 
wishes of the relevant patients. 
 
 Based upon the information currently known to Mercy and TGS, the Parties anticipate 
entering into mutually acceptable definitive written contracts and related documents as promptly 
as possible after execution of this Letter of Intent, including, but not limited to: (1) an Asset 
Purchase Agreement; and (2) Employment Agreements (collectively, the “Definitive 
Agreements”) to set forth the terms and conditions of the Possible Transactions. 
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 1. Governance Structure. The Parties are considering a structure in which Mercy 
would acquire certain assets of TGS and employ TGS’s physicians to provide general surgery 
services at Mercy’s main campus in Houston, Texas and at two of Mercy’s other practices, one 
in Texas and one in Oklahoma. TGS consists of fifteen shareholder physicians and five non-
shareholder physicians employed by TGS, as well as several surgical assistants and an 
administrative staff of seventy-five (75) employees.  
 
 2. Asset Purchase Agreement. 
 
  (a) Purchase and Sale of Practice Assets.  It is intended that Mercy will 
purchase certain operating and tangible assets of TGS associated with the medical practice of 
TGS (the “Purchased Assets”), including without limitations: (i) owned personal property, 
including furniture, fixtures, medical equipment and office equipment used in the operation of 
TGS’s practice; (ii) third-party leases of personal property and contracts utilized in GG’s practice 
(to the extent specifically enumerated in the Definitive Agreements); (iii) supplies and inventory; 
(iv) prepaid expenses and deposits, and (v) the intangible assets of TGS, including its assembled 
work force.  It is not contemplated that Mercy will purchase any real estate of TGS, nor any 
accounts receivable of TGS.  Mercy will assist TGS, upon request, in the billing and collection 
of accounts receivable of the Practice arising prior to the closing of the Possible Transactions in 
exchange for an agreed upon fair market value fee. 
 
  (b) Appraisal of Purchase Price.  The purchase price for the Purchase Assets 
shall be at fair market value consistent with an appraisal by an independent, qualified appraisal 
firm, subject to appropriate lender consents, lien removals, and other customary transactional 
matters (“Appraisal”).  Such Appraisal shall contain the fair market value for the purchase of the 
Purchased Assets (the “Purchase Price”).  The costs of the Appraisal shall be borne solely by 
Mercy; provided, however, TGS shall provide information to the appraiser necessary to 
accurately complete the Appraisal. 
 
  (c) Purchase Terms.  At the closing of the Possible Transaction: (i) an amount 
equal to any third-party indebtedness encumbering the Purchased Assets shall be paid to such 
third-party creditors by Mercy so that the Purchased Assets may be acquired free and clear of 
such liens or encumbrances; and (ii) if any outstanding accrued paid-time-off or other specified 
liabilities are to be assumed by Mercy, as determined by mutual agreement of the Parties 
(“Accrued Expenses”), Mercy shall receive a credit against the Purchase Price and the Purchase 
Price shall be reduced by the amount of Accrued Expenses, if any.  The balance of the Purchase 
Price will be paid by Mercy, with interest at a rate of ten percent (10%) per annum, in equal 
annual installments over a term of years no greater than five (5) years upon mutually agreeable 
terms of the Parties. 
 
  (d) Employees.  In order to assure the continuity of patient care at Mercy, 
Mercy will make an offer of employment to the employees of TGS at levels of compensation and 
benefits substantially equivalent to their current compensation and benefits, subject to the 
satisfaction of all pre-employment conditions in place for similarly situated employees of Mercy 
and in accordance with Mercy’s policies and procedures. 
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 3. Employment Agreement. At Closing, the TGS Physicians current 
employment agreement, if any, with TGS shall be terminated, and the TGS Physicians shall enter 
into a new employment agreement (the “Employment Agreement”) with Mercy.  Such 
Employment agreement shall be on terms mutually agreeable to the TGS Physicians and Mercy.  
The TGS Physicians shall be paid compensation under the Employment Agreement based on a 
fair market value compensation model, which shall be based on a net compensation per wRVU 
based formula, plus an incentive for specified quality of care achievements, subject to applicable 
laws and regulations as set forth in Exhibit A attached hereto and by reference incorporated 
herein.  The compensation shall be set for an initial term of five (5) years and hereafter agreed to 
by the Parties.  Any incentive compensation available to the TGS Physicians under the 
compensation formula shall be subject to a reasonable cap on compensation approved or 
established by the compensation plan mutually agreeable by the Parties (included as part of the 
Employment Agreement).  It is also contemplated that the Employment Agreement shall be for 
an initial term of five (5) years subject to early termination rights, including the TGS Physicians’ 
right for termination without cause. 
 
 The following paragraphs of this Letter of Intent (the “Binding Provisions”) are the 
legally binding and enforceable agreements of Mercy and TGS. 
 
 4. No Violation.  Each Party represents and warrants to the other that this Letter of 
Intent, and the Possible Transactions contemplated hereby, will not violate any contract, 
agreement, or commitment currently binding on the Party, its providers, or affiliates. 
 
 5. Access.  During the period from the date this Letter of Intent is signed on behalf 
of TGS until the date on which either Party provides the other Party with written notice that 
negotiations towards Definitive Agreements are terminated, TGS will afford Mercy reasonable 
access during normal business hours and with prior notice to TGS, its personnel, properties, 
contracts, books, and records and all other documents and data related to the Possible 
Transactions, subject to the confidentiality provisions contained in that certain Confidentiality 
Agreement by and between Mercy and TGS dated January 1, 2018 (the “Confidentiality 
Agreement”). 
 
 6. Costs.  Each Party will be responsible for and bear all of its respective costs and 
expenses (including any broker’s or finder’s fees and the expenses of its representatives, 
including but not limited to, expenses and fees of legal counsel, accountants, and advisors) 
incurred at any time in connection with pursuing or consummating the Possible Transactions 
regardless of whether or not Possible Transactions contemplated hereby are consummated. 
 
 7. Governing Law.  The Binding Provisions will be governed by and construed 
under the laws of the State of Texas without regard to conflicts-of-law principles. 
 
 8. Termination.  The proposals set forth in this Letter of Intent will expire if this 
Letter of Intent is not signed before March 15, 2018 and this Letter of Intent, after execution, will 
expire if the Definitive Agreements are not signed by all Parties and the Possible Transactions 
are not closed on or before April 30, 2018, or other such date as the Parties agree. 
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 9. Counterparts.  This Letter of Intent may be executed in one or more counterparts, 
each of which will be deemed to be an original of this Letter of Intent and all of which, when 
taken together, will be deemed to constitute one and the same Letter of Intent. 
 
 10. No Liability.  The provisions of this Letter of Intent are intended only as an 
expression of intent on behalf of the Parties and are not intended to create any binding legal or 
contractual obligations on the Parties hereto to enter into the Possible Transactions contemplated 
hereby. Notwithstanding the foregoing, upon execution of this Letter of Intent, Sections 4 
through 10 are intended to create binding legal and contractual obligations with respect to the 
matters undertaken pursuant thereto, whether or not Definitive Agreements are executed; and 
upon a breach by any Party of its obligations under such Sections, the injured Party will have 
such rights and remedies with respect thereto as are available generally for breach of contract.  
Upon execution and delivery of the Definitive Agreements, this Agreement will be superseded 
thereby, and the rights and obligations of the Parties with respect to the Possible Transactions 
will thereafter be governed solely by the Definitive Agreements. 
 
 
 
 

[SIGNATURE PAGE FOLLOWS] 
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 If you are in agreement with the foregoing, please sign and return one copy of this Letter 
of Intent, which thereupon will constitute our understanding with respect to its subject matter. 
 

Very truly yours,    
 

MERCY HOSPITAL, INC.   
 

By:___________________________  
 

Print:_________________________  
 

Title:_________________________  
 
 

Agreed to as to the Binding Provisions on ________________, 2018. 
 
 

 TEXAS GENERAL SURGEONS,  
LLC      

 
By:___________________________  

 
Print:_________________________  

 
Title:_________________________  

 
 

   


