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Operator Of Small Smiles Chain Files For Chapter 11 Protection
By Katy Stech 21 February 2012

The financially struggling operator of Small Smiles Dental Centers, w hose 67 clinics have treated
more than 1 million underprivileged children but have also been the target of a government
investigation and a television new s expose, filed for Chapter 11 bankruptcy protection to begin the
process of selling its operations to repay its debts.

Running low on cash, the chain's Tennessee-based ow ner, Church Street Health Management LLC,
sought Chapter 11 bankruptcy protection in U.S. Bankruptcy Court in Nashville, Tenn., on Monday,
citing the strain from a $24 million settlement w ith the U.S. Department of Justice and a television
investigation that questioned w hether dentists at its locations w ere too harsh on their young
patients.

The company said its netw ork of centers, w hich are spread across 22 states, will continue
operating normally throughout the bankruptcy, but it w arned in court papers that it risks collapse if its
executives can't pull off a sale quickly.

"If the [company and its affiliates] are not able to consummate the sale, their financial limitations

w ould lead to an orderly but relatively quick shut dow n of all operations," w rote Martin McGahan,
Church Street's chief restructuring officer, in court papers. McGahan took on his post in October as
the company searched for buyers.

The company doesn't have a finalized offer for its assets, but a preliminary offer from distressed-
debt investor Garrison Investment Group emerged as the best deal after several w eeks of searching
for buyers, the company said in court documents.

Mitchell Drucker, co-head of Garrison's corporate finance group, declined to say the value of the
offer, w hich the company w ould likely use as an opening bid at an April auction.

McGahan said the company's centers help fill a health-care void w ithin poor neighborhoods, w here
children suffer from more dental decay than their middle- and upper-class peers.

Despite that, dentists are reluctant to operate there, Church Street said in court papers. Children in
low -income families technically have access to Medicaid, but federal agencies have pointed out that
many dentists are hesitant to take on Medicaid patients because they have a high rate of breaking
appointments and their services typically have high administrative costs and low reimbursement
rates.

Last year, more than 90% of the company's revenue came from Medicaid. In court documents, the
company said its contractual revenue topped $138 million.

"The company has developed a successful business model that enables the dental centers to focus
on providing high quality dental care to Medicaid and [State Children's Health Insurance Programs]
children w ithout having to w orry about administrative and other factors that ordinarily deter dentists
from treating these children," McGahan said in court papers.

But Church Street's finances suffered after it agreed to pay a $24 million settlement to the Justice
Department, w hich accused it of charging millions of dollars for services that children didn't need. In
that settlement, the company didn't admit w rongdoing, but the deal triggered a round of separate
inquiries led by state attorneys general.

Meanw hile, a new s report that aired on Good Morning America and other new s broadcasts put a
spotlight on the company's treatment of its patients, featuring footage of children screaming during

their procedures.

Citing the new s report and the Medicaid investigation, more than 100 patients have collectively filed
law suits against Church Street in states like Ohio, New Y ork and Oklahoma. The company's
insurance policy refused to cover the costs of those law suits.

The company's bankruptcy filing largely shields it from additional law suits during the Chapter 11
case.

Church Street executives launched an expensive, multimillion campaign to fight the negative publicity
"to educate the media about the profound treatment needs of its patient population," w hich placed an
additional strain on finances.

The company plans to hold an auction for its assets in early April, allow ing enough time for the sale
to close by April 30. But even if higher bids emerge to challenge an initial offer, the company said it's
unlikely that the final sale price will be high enough to pay off lenders in full.

The company said it ow es about $153.8 million to senior lenders and another roughly $76 million to
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Church Street said it will also ask to tap a $12 million bankruptcy loan that it could use throughout the
case to keep its centers running.

The company's 72-w orker headcount doesn't include the employees w ho staff its dental centers,
w hich are ow ned separately by licensed dentists. Those individual clinics w ere not part of the
Chapter 11 filing.

The company's bankruptcy case, numbered 12-01573, has been assigned to Judge Keith M. Lundin.
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