STATE OF WASHINGTON
DEPARTMENT OF HEALTH
Olympia, Washington 98504

August 6, 2018

CERTIFIED MAIL #7018 3010 0001 0575 1140

Howard Wall, Secretary
Capella Healthcare Inc.

103 Continental Place, # 200
Brentwood, Tennessee 37027

RE: Nonprofit Conversion #17-01
Dear Mr. Wall,

We have completed review of the Non-Profit Hospital Conversion applications submitted by
RCCH/Capella for the purchase of Lourdes Medical Center in Franklin County and Lourdes Counseling
Center in Benton County.

The department concludes the applications submitted by RCCH/Capella Healthcare, LLC for the
conversion from non-profit to for-profit status of Lourdes Medical Center and Lourdes Counseling are
consistent with the applicable Non Profit Hospital Acquisition review criterion in RCW 70.45 and WAC
246-312. These conversions are approved with the following conditions.

Conditions
The documentation required to meet the conditions below should be submitted to the Department of
Health and the Office of the Attorney General.

These approvals are based on the department’s record and the representations made to the
department and AGO throughout the review of these Conversion and Certificate of Need
applications.

1. Prior to the closing of the transaction no material changes can be made to the Application, the Asset
Purchase Agreement, or any other applicable application documents, except as may be necessary to
comply with conditions identified.

2. Prior to the closing of the transaction there occur no changes in operations at the Hospitals, or other
events, which result in Ascension not receiving fair market value for the Hospitals.

3. The Donation Agreement between LHN and the Catholic Foundation shall be amended to require
the Catholic Foundation to hold the proceeds in trust and as permanently restricted funds.
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LHN shall establish a reasonable process for interim partial transfers of the proceeds of the
transaction to the Catholic Foundation during the escrow period. This process must be approved by
the Department of Health and the Office of the Attorney General.

LHN shall establish a reasonable process for reasonable review of payments from the escrow
account to assure that those payments are limited to appropriate liabilities anticipated by the APA.
This process must be approved by the Department of Health and the Office of the Attorney General.

LHN must resolve the discrepancies between the Application and the draft Donation Agreement,
including resolving the duration of escrow, the precise assets to be conveyed into escrow (and
concomitant obligations to be paid from escrow), the terms of the escrow, provisions for interim
investment of escrowed funds, the treatment of post-closing adjustments, and vesting of authority
in the Catholic Foundation to enforce any and all provisions of this transaction governing charitable
funds, including without limitation transfers into or out of the escrow account — all subject to
Department of Health and Attorney General approval.

LHN must establish a third distribution committee related to healthcare grants from the proceeds of
the transaction with membership including residents of both Benton and Franklin counties and
possessing the necessary subject matter expertise.

LHN must vest the right of first refusal with the Catholic Foundation, rather than Ascension.
Consistent with statute, the right of first refusal shall not be time limited.

LHN must establish a mechanism that requires Capella to provide adequate and timely notice to the
Catholic Foundation of any potential sale, acquisition, or merger involving the assets so that it may
exercise its right of first refusal.

The net proceeds from the sale of Lourdes Medical Center and Lourdes Counseling Center shall be
dedicated to the permissible health care-related purposes for the benefit of the communities within
the region served by both hospitals. The Catholic Foundation shall provide to DOH annually, such
financial reports, either discretely or as a part of any other reports that demonstrate compliance with
this condition.

. Upon closing the net proceeds of the sale shall be immediately transferred and held in an interest

bearing trust account for the benefit of the new foundation until such time as the initial members of
the new foundation’s board of directors have been appointed. The financial institution in which
such account is established shall be subject to DOH’s approval. The principal and interest in such
trust account shall be transferred to the new foundation immediately following the appointment of
the initial members of the new foundation’s board of directors.

RCCH/Capella must agree to the conditions outlined in the Certificate of Need evaluations for
Lourdes Medical Center and Lourdes Counseling Center.

Approved Costs
The approved capital expenditure for both project is $21,000,000
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Please notify the Department of Health within 20 days of the date of this letter whether you accept the
above project description, conditions, and capital costs for your project. If you accept these in their
entirety, your application will be approved and the Certificate of Need sent to you.

If you reject any of the above provisions, your application will be denied. The department will send you
a letter denying your application and provide you information about your appeal rights.

Send your written response to the Certificate of Need Program, at one of the following addresses.

Mailing Address: Physical Address:
Department of Health Department of Health
Certificate of Need Program Certificate of Need Program
Mail Stop 47852 111 Israel Road SE
Olympia, WA 98504-7852 Tumwater, WA 98501

If you have any questions, or would like to arrange for a meeting to discuss our decision, please contact
the Certificate of Need Program at (360) 236-2955.

Sincerely.

7L,

Nancy Tyson, Executive Director
Health Facilities and Certificate of Need

Enclosure



DEPARTMENT OF HEALTH FINDINGS ON THE APPLICATIONS SUBMITTED BY
RCCH/CAPELLA TO CONVERT LOURDES MEDICAL CENTER AND LOURDES
COUNSELING CENTER FROM NON-PROFIT TO FOR-PROFIT

APPLICANT DESCRIPTION

RegionalCare Hospital Partners Holdings, Inc. (d/b/a RCCH HealthCare Partners) is a Delaware
corporation that was formed in 2009. On a consolidated basis, RegionalCare Hospital Partners
Holdings, Inc., through its subsidiaries, owns or leases and operates general acute care hospitals
and other related health care organizations in the United States. On April 29, 2016, RegionalCare
Hospital Partners Holdings, Inc. merged with Capella Health Holdings, LLC, which owned and
operated eight general acute care hospitals in five states at the time of the merger. The
RegionalCare/Capella Merger was effective May 1, 2016. [source: Application, p2; RCCH Press
Release]

A further subsidiary of Capella is Lourdes Hospital, LLC, which is also incorporated in Delaware.
An organizational chart showing the ownership and subsidiary structure is attached as Appendix
A to this evaluation. [source: Application, Exhibit 2]

To summarize, Capella is owned 100% by RCCH. Inturn, Lourdes Hospital, LLC is owned 100%
by Capella. For ease of reference, this evaluation will refer to the applicant as RCCH/Capella.

As of the writing of this evaluation, Capella owns one acute care hospital in Washington State,
Capital Medical Center in Olympia. Capella also received recent Certificate of Need approval to
acquire TRIOS Health in Kennewick, within Benton County.

BACKGROUND INFORMATION

Our Lady of Lourdes Hospital — now known as Lourdes Medical Center — was originally founded
in 1916 by the Sisters of St. Joseph. Lourdes Counseling Center — formerly known as Carondelet
Behavioral Health — was acquired by Lourdes in 1988. In 1997 the organization came to be known
as Lourdes Health Network. Lourdes Health Network became a member of Ascension Health in
2002. Lourdes Medical Center was designated as a Critical Access hospital in 2005 and has
continually maintained this status. [source: Lourdes website; CN Historical Files]

Lourdes Medical Center is a 35-bed critical access hospital located at 520 North 4th Avenue in
Pasco within Franklin County. It is currently a Medicare and Medicaid provider of acute and
rehabilitation care services to the residents of Pasco and surrounding areas. Lourdes Medical is
designated as a Level IV trauma center and a Level 1l Rehabilitation provider by the Department
of Health’s Office of Emergency Medical and Trauma Prevention. [CN historical files]

Lourdes Counseling Center is a 32 bed psychiatric hospital located at 1175 Carondelet Drive in
Richland, within Benton County. Lourdes Counseling Center is currently a Medicare and
Medicaid provider of psychiatric care services to the residents of Benton and Franklin Counties
and surrounding areas. [source: CN historical files]
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PROJECT DESCRIPTION
These applications propose to convert Lourdes Medical Center and Lourdes Counseling Center
operations from non-profit to for-profit.t

This evaluation will focus on the conversion of Lourdes Medical Center and Lourdes Counseling
Center from non-profit to for-profit status.

The Certificate of Need applications related to this transaction outline the services offered prior to
the transaction at each hospital. Neither application proposes to reduce or change the services
available at either of the hospitals.

The estimated capital expenditure for the purchase of both hospitals is $21,000,000. Of that
amount, $17,564,400 is related to the purchase of Lourdes Medical; $3,435,600 is related to the
purchase of Lourdes Counseling. [CN Applications 17-37 and 17-38].

APPLICABILITY OF NON-PROFIT HOSPITAL CONVERSION LAW

This project was subject to Department of Health (DOH) review as the conversion of a nonprofit
hospital to a for profit hospital under Revised Code of Washington (RCW) 70.45 and Washington
Administrative Code (WAC) 246-312.

APPLICATION CHRONOLOGY

Action Date

Application Submitted May 5, 2017

Pre-Review Activities
e DOH’s 1st Screening Letter e June 22,2017
e Applicant’s Response Received e August 23, 2017
e DOH’s 2nd Screening Letter e September 14, 2017
e Applicant’s Response Received e November 13, 2017
e DOH’s 3rd Screening Letter? e December 11, 2017
e Applicant’s Response Received e December 18, 2017
e DOH'’s 4th Screening Letter e January 11, 2018
e Applicant’s Response Received e January 22, 2018

Department Releases Request for Proposal for | February 9, 2018
Validation Assessment
Beginning of Review February 23, 2018
Public Comment

e Public comments accepted through this

date/Public hearings conducted March 19, 2018
March 19, 2018
Rebuttal Comments Due April 3, 2018
AGO Opinion Completed June 4, 2018
Department’s Decision Date August 6, 2018

1In a parallel review, applications have been submitted under the Certificate of Need statute (RCW 70.38)
for the purchase of these facilities by RCCH. Separate decisions will be issued for those applications.

2 While Certificate of Need applications are limited to two screenings, there is no such limit on the number
of screenings for a non-profit conversion application.
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SOURCE INFORMATION REVIEWED
e RCCH/Capella’s Nonprofit Conversion application for Lourdes Medical Center and
Lourdes Counseling Center received May 2, 2017
e RCCH/Capella’s screening response received August 23, 2017, November 13, 2017,
December 18, 2017, and January 22, 2018
e RCCH/Capella’s Certificate of Need application for Lourdes Counseling Center received
May 2, 2017
e RCCH/Capella’s Lourdes Counseling Center screening response received August 7, 2017
and October 30, 2017
e RCCH/Capella’s Certificate of Need application for Lourdes Medical Center received May
2,2017
e RCCH/Capella’s Lourdes Medical Center screening response received August 7, 2017 and
October 30, 2017
Public comment received by 5:00 pm on March 19, 2018
ECG Management Consultants Report dated May 18, 2018 — Attached as Appendix B
RCCH?’s Letter regarding assumptions used in ECGs report — Attached as Appendix C
Attorney General Opinion dated June 4, 2018 — Attached as Appendix D
ECG Management Consultants Updated Report dated July 31, 2018 — Attached as
Appendix E
e Lourdes Health Network website at https://www.yourlourdes.com
e Ascension Health website at www.ascension.org
e Certificate of Need historical files

CRITERIA EVALUATION

To obtain Department of Health approval, the parties to the acquisition must demonstrate
compliance with the criteria found in Revised Code of Washington (RCW) 70.45.070 and
70.45.080 and Washington Administrative Code (WAC) 246-312(050)(1), (2) and (3).

CONCLUSION

Based on the following evaluation, the department concludes the applications submitted by
RCCH/Capella Healthcare, LLC for the conversion from non-profit to for-profit status of Lourdes
Medical Center and Lourdes Counseling are consistent with the applicable Non Profit Hospital
Acquisition review criterion in RCW 70.45 and WAC 246-312. These conversions should be
approved with the following conditions.

CONDITIONS
The documentation required to meet the conditions below should be submitted to the Department
of Health and the Office of the Attorney General.

These approvals are based on the department’s record and the representations made to the
department and AGO throughout the review of these Conversion and Certificate of Need
applications.

1. Prior to the closing of the transaction no material changes can be made to the

Application, the Asset Purchase Agreement, or any other applicable application
documents, except as may be necessary to comply with conditions identified.
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Prior to the closing of the transaction there occur no changes in operations at the
Hospitals, or other events, which result in Ascension not receiving fair market value
for the Hospitals.

The Donation Agreement between LHN and the Catholic Foundation shall be
amended to require the Catholic Foundation to hold the proceeds in trust and as
permanently restricted funds.

LHN shall establish a reasonable process for interim partial transfers of the proceeds
of the transaction to the Catholic Foundation during the escrow period. This process
must be approved by the Department of Health and the Office of the Attorney General.

LHN shall establish a reasonable process for reasonable review of payments from the
escrow account to assure that those payments are limited to appropriate liabilities
anticipated by the APA. This process must be approved by the Department of Health
and the Office of the Attorney General.

LHN must resolve the discrepancies between the Application and the draft Donation
Agreement, including resolving the duration of escrow, the precise assets to be
conveyed into escrow (and concomitant obligations to be paid from escrow), the terms
of the escrow, provisions for interim investment of escrowed funds, the treatment of
post-closing adjustments, and vesting of authority in the Catholic Foundation to
enforce any and all provisions of this transaction governing charitable funds, including
without limitation transfers into or out of the escrow account — all subject to
Department of Health and Attorney General approval.

LHN must establish a third distribution committee related to healthcare grants from
the proceeds of the transaction with membership including residents of both Benton
and Franklin counties and possessing the necessary subject matter expertise.

LHN must vest the right of first refusal with the Catholic Foundation, rather than
Ascension. Consistent with statute, the right of first refusal shall not be time limited.

LHN must establish a mechanism that requires RCCH/Capella to provide adequate and timely
notice to the Catholic Foundation of any potential sale, acquisition, or merger involving the

assets so that it may exercise its right of first refusal.

The net proceeds from the sale of Lourdes Medical Center and Lourdes Counseling
Center shall be dedicated to the permissible health care-related purposes for the benefit
of the communities within the region served by both hospitals. The Catholic
Foundation shall provide to DOH annually, such financial reports, either discretely or
as a part of any other reports that demonstrate compliance with this condition.

Upon closing the net proceeds of the sale shall be immediately transferred and held in
an interest bearing trust account for the benefit of the new foundation until such time
as the initial members of the new foundation’s board of directors have been appointed.
The financial institution in which such account is established shall be subject to
DOH’s approval. The principal and interest in such trust account shall be transferred
to the new foundation immediately following the appointment of the initial members
of the new foundation’s board of directors.

RCCH/Capella must agree to the conditions outlined in the Certificate of Need
evaluations for Lourdes Medical Center and Lourdes Counseling Center.
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FINDINGS

The Revised Code of Washington (RCW) 70.45.060 (1), requires the department of obtain an
opinion from the Attorney General’s office as to whether or not the proposed acquisition meets
the requirements under RCW 70.45.070(1), (2), (3), (4), (5), (6), (7), (8), (9), and (10). The specific
requirements of RCW 70.45.070 are also found in WAC 246-312. The WAC requirements that
coincide with those found in RCW 70.45.070 are WAC 246-312-050(1)(a) through WAC 246-
312-050(1)(j). A complete copy of the Attorney General Office’s (AGQ) opinion is in Appendix
D attached to this evaluation.

A WAC 246-312-050 (1)

Based on the source information reviewed, the department concludes that with the conditions
identified in the conclusions section of this evaluation, the applicant has met the criteria in WAC
246-312-050(1). It is noted that public comment associated with any of the below sub-criteria
were factored into the Attorney General’s opinion. Therefore, the department did not conduct a
second review of these comments.

(a) The acquisition is permitted under chapter 24.03 RCW, the Washington Nonprofit
Corporation Act, and other laws governing nonprofit entities, trusts, or charities

As part of its evaluation the AGO analyzed whether the proposed acquisition was permitted under
chapter 24.03 RCW, the Washington Nonprofit Corporation Act and other applicable laws, and
concluded that it meets all requirements under statute. Their analysis of this requirement can be
found on pages 9 and 10 of their written opinion.

The department concurs with the analysis and conclusions of the AG’s office. The department
concludes this sub-criterion is met.

(b) The nonprofit corporation that owns the hospital being acquired has exercised due diligence
in authorizing the acquisition, selecting the acquiring person, and negotiating the terms and
conditions of the acquisition

The AG evaluation analyzed whether Ascension exercised due diligence in authorizing the
acquisition, selecting the acquiring person, and negotiating the terms and conditions of the
acquisition. The AG and concluded that it meets all requirements under this section of statute.
Their analysis of this requirement can be found on pages 10 through 16 of their written opinion.

The department concurs with the analysis and conclusions of the AG’s office. The department
concludes this sub-criterion is met.

(c) The procedures used by the nonprofit corporation’s board of trustees and officers in making
its decision fulfilled their fiduciary duties, that the board and officers were sufficiently informed
about the proposed acquisition and possible alternatives, and that they used appropriate expert
assistance

The AG evaluation analyzed whether procedures used by the nonprofit corporation’s board of
trustees and officers in making its decision fulfilled their fiduciary duties, that the board and
officers were sufficiently informed about the proposed acquisition and possible alternatives, and
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that they used appropriate expert assistance. The AG concluded that it meets all requirements
under this section of statute. Their analysis of this requirement can be found on pages 17 through
19 of their written opinion.

The department concurs with the analysis and conclusions of the AG’s office. The department
concludes this sub-criterion is met.

(d) There is no conflict of interest related to the acquisition, including, but not limited to, board
members and executives of, and experts retained by, the nonprofit corporation, acquiring
person, or other parties to the acquisition

The AG opinion analyzed whether there were any conflicts of interest related to the acquisition,
including, but not limited to, board members and executives of, and experts retained by, the
nonprofit corporation, acquiring person, or other parties to the acquisition. The AG concluded that
it meets all requirements under this section of statute. Their analysis of this requirement can be
found on page 20 of their written opinion.

The department concurs with the analysis and conclusions of the AG’s office. The department
concludes this sub-criterion is met.

(e) The nonprofit corporation will receive fair market value for its assets. The attorney general
or the department may employ reasonably necessary expert assistance in making this
determination

To assist the department and the AG’s office with this portion of the evaluation, the department
solicited bids for a consulting valuation expert.

The Department executed a contract with ECG Management Consultants (ECG).® The contract
with ECG required it to render an opinion as to the fair market value of the two nonprofit hospital
assets being sold, including consideration of the seller’s relationships with any related nonprofit
organizations or charitable foundations to the determination of fair market value. A full copy of
the report is presented in Appendix B.

The AG report analyzed whether the nonprofit corporation will receive fair market value for its
assets. The evaluation concluded that Ascension would not receive fair market value for its assets.

¥ ECG Management Consultants provides healthcare management consulting services. The company offers
strategy services in the areas of enterprise strategy, facility and capital asset planning, service line strategy,
physician strategy and alignment, health reform and accountable care organization strategy, transactions
and affiliations, organizational design, and development, and finance services in the categories of business
and financial advisory services, payor contracting and reimbursement, provider compensation planning,
valuation services, and industry benchmarking. It also provides operations services in the areas of
performance improvement, care model transformation, patient access, and revenue cycle optimization,
regulatory compliance, technology infrastructure and operations, and digital health. The company serves
academic medical centers, health systems, community hospitals, children’s hospitals, medical groups,
payors, and ambulatory surgery centers. [source AG Evaluation p23]
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Upon receipt of ECG’s opinion, RCCH recommended a number of updates to ECG’s valuation
model to reflect a more accurate reflection of fair market value.

The AG opinion made the following statement related to this recommendation:

“The parties to the transaction have identified alleged weaknesses in ECG’s analysis, asserting in
part that ECG should have utilized available financial data for 2018, should not have excluded
certain management fees from its analysis, should have acknowledged a risk to LHN’s continued
status as a Critical Care Hospital, and should have assumed a need for significant infrastructure
investment at the hospital in the future. Memorandum from RCCH Healthcare Partners and
Lourdes Health Network to John Bry, Janis Snoey, Nancy Tyson and Audrey Udashen (May 18,
2018). It is not evident to us that the dramatic gulf between ECG’s and Deloitte’s respective
valuation ranges can be entirely explained by the alleged weaknesses in ECG’s analysis, nor
would resolving these concerns address the fact that the applicant’s valuation relies on data that
is nearly three years old. However, the Department may wish to seek a response from ECG to
assist the Department in evaluating these assertions and determining whether variances
between the valuations can be reconciled or diminished.”” [emphasis added] [source AG Opinion
p26]

As a result of this, the department solicited ECG to update their valuation report using the factors
identified above. ECG’s updated report is attached as Appendix E of this evaluation.

These updates had a significant impact on the fair market value of LHN. With these updates, ECG
concluded the fair market value of the assets related to this transaction ranged from $21,000,000
and $24,000,000.

The department concurs with the analysis of the AG’s office, and relied on the updated fair market
valuation provided by ECG (the department’s consultant). With the updated fair market valuation,
this requirement is met. The department concludes this sub-criterion is met.

(f) If the acquisition is financed in part by the nonprofit corporation, that charitable funds will
not be placed at unreasonable risk

LHN is not financing any part of proposed acquisition. Therefore, this sub-criterion does not apply.
[source: AG Opinion p27]

(0) Any management contract under the acquisition is for fair market value

The applicant will not be entering into any management agreements. Therefore, this sub-criterion
does not apply. [source: AG Opinion p27]

(h) The proceeds from the acquisition will be controlled as charitable funds independently of
the acquiring person or parties to the acquisition, and will be used for charitable health purposes
consistent with the nonprofit corporation’s original purpose. Charitable health purposes
include providing health care to the disadvantaged, the uninsured, and the underinsured, and
providing benefits to promote improved health in the affected community
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The AG opinion analyzed whether the proceeds from the acquisition will be controlled as
charitable funds independently of the acquiring person or parties to the acquisition, and will be
used for charitable health purposes consistent with the nonprofit corporation’s original purpose.
Charitable health purposes include providing health care to the disadvantaged, the uninsured, and
the underinsured, and providing benefits to promote improved health in the affected community.
Their complete analysis can be found on pages 28 through 36 of their written opinion.

The AG concluded that meets all requirements under this section of statute, with the following
amendments to the application as conditions:

e Amendment of the Donation Agreement between LHN and the Catholic Foundation to
require the Catholic Foundation to hold the proceeds in trust and as permanently restricted
funds;

e Establishment of a reasonable process for interim partial transfers of the proceeds of the
transaction to the Catholic Foundation during the escrow period;

e Establishment of a process for reasonable review of payments from the escrow account to
assure that those payments are limited to appropriate liabilities anticipated by the APA,

e Resolution of discrepancies between the Application and the draft Donation Agreement,
including resolving the duration of escrow, the precise assets to be conveyed into escrow
(and concomitant obligations to be paid from escrow), the terms of the escrow, provisions
for interim investment of escrowed funds, and the treatment of post-closing adjustments,
all subject to Department of Health and Attorney General approval; and

e Vesting of authority in the Catholic Foundation to enforce any and all provisions of this
transaction governing charitable funds, including without limitation transfers into or out of
the escrow account.

The department concurs with the analysis and conclusions of the AG’s office including the
recommended conditions. With the applicant’s agreement to the conditions within the conclusions
section of this evaluation, the department concludes this sub-criterion is met.

() The charitable entity established to hold the proceeds of the acquisition will be broadly based
in, and representative of, the community where the hospital to be acquired is located, taking into
consideration the structure and governance of such entity

The AG opinion analyzed whether the charitable entity established to hold the proceeds of the
acquisition will be broadly based in, and representative of, the community where the hospital to
be acquired is located, taking into consideration the structure and governance of such entity. Their
complete analysis can be found on page 36 of their written opinion.

The AG concluded the applicant met this requirement with the following recommended condition:
e Establish a third distribution committee related to healthcare grants from the proceeds of

the transaction with membership including residents of both Benton and Franklin counties
and possessing the necessary subject matter expertise.
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The department concurs with the analysis and conclusions of the AG’s office including the
recommended condition. With the applicant’s agreement to the conditions within the conclusions
section of this evaluation, the department concludes this sub-criterion is met.

(1) If the hospital is subsequently sold to, acquired by, or merged with another entity that a right
of first refusal to repurchase the assets by a successor nonprofit corporation or foundation has
been retained.

The AG opinion analyzed whether the right of first refusal to repurchase the assets by a successor
nonprofit corporation or foundation has been retained if the hospital is subsequently sold to,
acquired by, or merged with another entity. Their complete analysis can be found on pages 36
and 37 of their written opinion.

The AG concluded the applicant met this requirement with the following recommended
conditions:

e Vesting of the right of first refusal with the Catholic Foundation, rather than Ascension;
and

e Establishment of a mechanism that requires Capella to provide adequate and timely notice
to the Catholic Foundation of any potential sale, acquisition, or merger involving the assets
so that it may exercise its right of first refusal.

The department concurs with the analysis and conclusions of the AG’s office. The department
concludes this sub-criterion is met.

B. WAC 246-312-050 (2)

Based on the source information reviewed, the department concludes that with the conditions
within the conclusions section of this evaluation, the applicant has met the criteria in WAC 246-
312-050(2).

(a) If the acquisition results in a reduction or elimination of particular health services, that
sufficient safequards are included to assure the affected community has continued access to
affordable care, and that alternative sources of care are available in the community

RCCHY/Capella states it is prepared to make a long-term commitment to the greater Tri-City area
and to each of the Hospitals’ medical staffs and employees, and to solidify each Hospital’s position
as the healthcare provider of choice in the respective service areas. RCCH/Capella has access to
sufficient capital to allow the Hospitals to maintain high quality care for their patients and to
continue to provide the quality healthcare services that Pasco, Kennewick, and the surrounding
communities have come to expect. [source: Application, pp 20]

Their CON application made the following statement related to this sub-criterion. [source: CN
Application 17-38 p11, CN Application 17-37 pp11-12]

“As outlined in the APA, Capella has agreed to:
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1. For a period of at least 10 years, implement reasonable policies for community benefit
programs that are generally consistent with the community benefit policies of LHN at the
time of acquisition. Capella has also assumed the same level of charity care in its pro forma
financials that Lourdes provided in 2016.

2. For a period of at least 10 years, continue to participate in Medicare and Medicaid
programs.

3. Implement reasonable policies for treatment of indigent patients that are generally
consistent with the charity care policies of LHN at the time of acquisition.

Capella is committed to providing services consistent with the level of services currently enjoyed
by service area residents. No elimination or reduction of services is anticipated with approval of
this project.”

In its evaluation of the CON applications, the department concluded a condition was necessary
regarding the above identified “essential” services. Prior to RCCH/Capella discontinuing any of
the “essential” services during the ten years identified in the APA, the condition requires
RCCH/Capella to submit an application requesting to modify that condition. [WAC 246-310-
570(1)(d)]

Based on the above analysis and if RCCH/Capella agrees to the condition above, the department
concludes this sub-criterion is met.

(b) Hospital privileges will not be revoked

Two of the stated objectives of the Board as they initiated their discernment process to identify a
purchaser was related directly to this sub-criterion:

e Preserving viability of staff retention and competitive wage and benefits

e Retaining strong physician and other clinical provider relationships

Once RCCHY/Capella was selected as the potential purchaser, the APA was unanimously approved
by the board “with no dissenting viewpoints.” Among other things, the APA guarantees that:

e “The transaction will not result in the revocation of hospital privileges for any physicians
on staff at either of the Facilities in good standing at the time of the closing of the proposed
transaction.” [source: Application p24]

Based on section 6.22 of the APA and other representations made in its application, the department
concludes this sub-criterion has been met.

(c) Sufficient safequards are included to maintain appropriate capacity for health science
research and health care provider education

The application makes the following statement related to this sub-criterion.

“Per LHN, the Facilities do not currently offer health science research and provider education.”
[source: Application p11]
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As such, this sub-criterion is not applicable.

(d) The parties to the acquisition are committed to providing health care to the disadvantaged,
the uninsured, and the underinsured and to providing benefits to promote improved health in
the affected community

RCCHY/Capella provided the following statement related to this sub-criterion:

“Pursuant to Section 6.21 of the APA, Capella has agreed to implement policies for the treatment
of indigent patients in a manner consistent with LHN’s charity care policies and practices in effect
before the Transaction. Also, Capella is required to provide the same general levels of charity
care as provided by LHN. Capella has committed to cause the Facilities to continue to provide
services to patients covered by Medicare and Medicaid programs for a period of at least ten (10)
years.

Furthermore, for a period of ten (10) years, Capella must implement reasonable policies for the
Facilities” community benefit programs consistent with LHN’s community benefit policies and
practices in effect immediately before the Transaction. Any material change to such policies will
be subject to the approval of the Local Board.”” [source: Application p12]

The Certificate of Need application for Lourdes Medical Center expanded upon this point:

“Lourdes operates with a nondiscrimination policy that will be adopted by Capella upon
acquisition. This nondiscrimination policy assures access to all low income and other underserved
groups. In addition, Lourdes operates with a Department of Health (Department) approved charity
care policy (included as Exhibit 7) that Capella also proposes to adopt. Historically, Lourdes has
provided charity care above the Department of Health’s regional average for the Central
Washington region. Capella assumed Lourdes 2016 level of charity care in its proforma
financials.” [source: CN Application 17-38 p13]

“Lourdes has provided health care services in Franklin County and has served Benton and
Franklin Counties since 1916. This history has resulted in well-established working relationships
with the other health care providers and community organizations. Lourdes has established
relationships with skilled nursing facilities (for referral of patients), home health and hospice
providers, and other acute and primary care providers. Each of these relationships will be
maintained under Capella.” [source: CN Application 17-38 p23]

To determine whether all residents of the service area would continue to have access to a hospital’s
proposed services, the department requires applicants to provide a copy of its current or proposed
admission policy, non-discrimination policy, charity care policy, and any other applicable policies.

In its evaluation of the CON applications, the department concluded this access criterion was met,
based on agreement to specific conditions.
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Based on the above analysis and with the applicant’s agreement to the related conditions within
CON evaluations, the department concludes this sub-criterion is met.

(e) Sufficient safequards are included to avoid conflict of interest in patient referral.

RCCHY/Capella provided the following information related to this sub criterion in their application:

“Capella operates each of its hospitals, and will do the same for the Facilities, with a compliance
program that includes a Code of Conduct which prohibits any conflicts of interest, requires all
employees to maintain impartial relationships with vendors and suppliers, and prohibits the
payment for referrals or the acceptance of payment for referrals to other entities. Specifically, the
Code of Conduct prohibits employees or their families from accepting any gifts (except those of
nominal value), special discounts or loans, excessive entertainment, or substantial favors from any
organization or individual that conducts business with the Facilities. The Code of Conduct also
requires that all agreements for the payment or receipt of money, goods, services, or anything of
value with physicians be in writing and comply with all federal and state laws including the Stark
provisions and the Anti-Kickback statute.

Further, Capella will include language prohibiting any employee from entering into side
agreements with physicians. All employees will be required to annually to sign an acknowledgment
indicating they have received a copy of the Code of Conduct, and that they have read and
understand it.

Further, no RCCH facility pays for referrals and none accept payment for referrals made to other
entities. All payments made to physicians or other entities are made pursuant to current written
agreements and are at fair market value for actual services performed. RCCH does not consider
the value or volume of referrals, or other business generated between the parties.”” [source:
Application p12]

To substantiate these claims, the department conducted research into RCCH/Capella’s practices
nationwide. This research did not result in any findings of non-compliance with Stark provisions
or the Anti-Kickback statute. The department did find that RCCH/Capella has policies in effect
in other states that reinforce the assertions above. This information and these statements are
sufficient for the department to determine this sub-criterion is met.

C. WAC 246-312-050(3)
Based on the source information reviewed, the department determines the applicant has met
criteria in WAC 246-312-050(3)

(3) The department may only approve an acquisition if it also determines that the acquisition
will not detrimentally affect the continued existence of accessible, affordable health care that is
responsive to the needs of the community where the hospital being acquired is located.

RCCHY/Capella provided the background information related to the sale of both Lourdes Medical
Center and Lourdes Counseling Center — referred to collectively as the “Facilities” throughout
their applications. The summary of this information provided by the applicant is below:
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“Per LHN, it completed a ministry positioning process in 2013 to identify a primary, long-term,
sustainable model of healthcare delivery for its future. The ministry positioning process, conducted
by the LHN Board of Directors (the “Board’), revealed that LHN’s sustainable role was being a
community provider of unique high-quality health services that were needed by the local
community. During the ministry positioning work, the Board identified the need for LHN to
develop a regional affiliation to expand its market presence, obtain scale and increase access to
care. With those goals in mind, the Board decided to enter into a Catholic-guided decision making
process, referred to as the discernment process, in order to determine what model of alignment
would best enable LHN to fulfill its mission and values. The Board initiated the discernment
process in September 2014.

Although LHN recognized many positive aspects of its affiliation with Ascension Healthcare, LHN
and Ascension Healthcare mutually decided that the goals of LHN, and the healthcare needs of
the community it served, would be better met by aligning the Facilities with a regional partner.
The Board reviewed and discussed the findings of the discernment process at its November 25,
2014 meeting and determined that an affiliation with a health system with a more regional
presence was desirable and in the best long term interest of the Facilities and the community.

Utilizing its national relationships, Ascension Healthcare retained, on behalf of LHN, Kaufman,
Hall & Associates (““Kaufman Hall”’) to serve as an advisor to identify potential acquirers for the
Facilities, and Bradley, Arant, Boult, Cummings, LLP to serve as legal advisor to LHN. Both firms
are experienced healthcare transaction advisors. Following the discernment process, Kaufman
Hall initiated a Request for Proposal (‘““RFP’’) process in which twenty-two (22) organizations
were contacted. These organizations included nonprofit, for-profit, and faith-based health systems.

Six (6) organizations elected to participate in the process and submitted initial proposals. The
Board evaluated the organizations taking into account a number of factors, including the proposed
purchase price for the assets, capital commitments, governance, employee matters, the
continuance of charity care and community benefit programs, medical staff matters and mission
preservation.

Ultimately, three (3) organizations were selected to continue in the process. LHN leadership
conducted discussions with each of the three (3) organizations. In addition, each of the three (3)
organizations conducted market and facility tours, and each made presentations to the Board for
consideration. Following the in person meetings and presentations to the Board, the Board
deliberated and selected Capella; in part because of its growing regional presence and its
alignment with LHN’s focus and vision. Shortly thereafter the terms and conditions of the proposed
Transaction were negotiated between the parties. A letter of intent was signed on June 12, 2015,
and several months later, the Board met to review the final draft of the APA. The parties signed
the APA on September 28, 2016.” [source: Application pp3-4]

Within their applications, RCCH/Capella has outlined their commitment to wholly adopt the

policies in effect at both Lourdes facilities, to make $18 million in capital expenditures over the
next five years, to continue to operate the facilities, to continue to maintain all employees and
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medical staff in good standing, to continue participation in the Medicare and Medicaid programs,
maintain current service lines, and to continue to have a local board of trustees.

On March 19, 2018, the department conducted two separate public hearings related to
RCCHY/Capella’s proposed purchase of the two hospitals. Both public hearings were well attended
by residents of the Benton and Franklin County communities and surrounding areas. The majority
of comments provided by those in attendance recognized the importance of the continued operation
of both facilities. Many comments received by the department focused on the $18 million
investment RCCH/Capella has committed to investing over the next five years. Public comment
demonstrated strong support for maintaining these two hospitals. [source: written and oral
comments provided by community members]

Within the Certificate of Need review, the department identified conditions related to the continued
operation of both hospitals, including their provision of essential services and participation in the
Medicare and Medicaid programs. Prior to receiving Certificates of Need, RCCH/Capella must
agree to these conditions.

The department reviewed the Ascension discernment process, the ECG valuation report, public
comments received, and the AG opinion. Based on this review the department concluded that the
conversion of Lourdes Medical Center and Lourdes Counseling from non-profit to for-profit will
likely not have a detrimental effect on the continued existence of accessible, affordable health care
for the residents of the Benton and Franklin County communities and surrounding areas.

Based on the above analysis and agreement to the conditions under the Certificate of Need review,
the department concludes this criterion is met.
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d/b/a RCCH Healthcare
Partners (DE) (TN)
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Office of the Attorney General
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Business Valuation of Lourdes Health Network

This document describes the key material assumptions that guide our analysis in the accompanying
valuation schedules. These assumptions supplement the accompanying valuation exhibits and im-
pact the overall concluded value of Lourdes Health Network.

1.

ECG was not given access to Lourdes management, and as a result had to base its analysis
on what was known and knowable as of the valuation date, May 10, 2018. As such, we have
made the following assumptions regarding operations:

a. There is no undue or excessive reliance on key personnel
b. There are no major, material changes to patient reimbursement and payor contracts
c. There are no major changes to contracts with supplies and vendors.

Investments in unconsolidated entities and restricted assets were identified in the analysis as
nonoperating, excess assets.

This analysis covers only Lourdes Medical Center, Lourdes Counseling Center, and Lourdes
Physician Practices. Lourdes Foundation was excluded from the analysis.

In RCCH HealthCare Partners’ acquisition of Lourdes from Ascension, Ascension is expected
to retain all debt associated with Lourdes. As a result, debt was excluded from the analysis.
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5. Ascension charges a management fee to Lourdes, budgeted as a percent of total operating
revenue. As this is an expense specific to Ascension’s management of Lourdes, it was ex-
cluded from the forecast periods.

6. We assumed a maintenance level of capital expenditures is required to maintain fixed inven-
tory, and no large capital expenditure purchases are expected.

7. We assumed net working capital will continue at levels consistent with the most recent histor-
ical period and in line with industry averages.

8. We are assuming that there was no material seasonality or other short-term effects associated
with the results for the first half of fiscal year ended June 30, 2018 and the results for the
second half will be in line with the first half of the year.

9. We are assuming there is no new competition in the surrounding areas that would materially
affect Lourdes financial performance.
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I. Introduction

Deloitte was retained by Ascension Health (“Ascension” or “the Company”) to estimate the fair market
value (FMV) of the invested capital of Lourdes Health Network (LHN). We understand that the Com-
pany had entered into a Letter of Intent (LOI) dated June 12, 2015, to sell certain assets of LHN, a
wholly owned subsidiary of the Company, to Capella Healthcare. It is our understanding that the
appraisal was to be used by Ascension internally to assist it in meeting management planning re-
quirements.

Ascension has provided ECG with the full report and associated valuation schedules (the “Appraisal”)
performed by Deloitte. The Appraisal, in its entirety, is included as appendix A to this Appraisal Re-
view.

A. Definitions

“Credibility”: The concept of credibility utilized in this engagement is grounded on consideration and
inclusion of all known facts and circumstances in a business appraisal report.

Credibility can be defined by seven basic processes:

» Adequate Disclosures: Refers to the requirement that the appraisal process present information
not only on known facts and circumstances about the appraisal process undertaken, but also on
sufficient, informative, and relevant disclosures to allow stakeholders in the appraisal process to
understand the foundation of the appraiser’s opinion.

»  Completeness: Requires that the data, assumptions, and explanations presented in the appraisal
report are described in enough detail to allow a user to understand and duplicate the appraisal
results presented and used in forming a basis for the opinion proffered by the appraiser.

» Generally Accepted Appraisal Practices in the United States of America: Refers to those ap-
proaches, related methodologies, and procedures thereunder that have been peer reviewed, have
been exposed to publication, and can be reasonably expected to be used by appraisers regularly
conducting engagements under similar facts and circumstances.

»  Nonadvocacy: Refers to the Institute of Business Appraisers Standard 1.4, Nonadvocacy vs. Ad-
vocacy. Nonadvocacy requires that an appraiser maintain a high level of objectivity in the formu-
lation of their own independent, expert opinion throughout all aspects of the appraisal process
undertaken as well as in the appraisal review process. These requirements also apply to the
reviewer and the review process undertaken.

» Relevance: Refers to the specific relationship of an appraiser's analytical nexus to a particular
appraisal standard, method, or procedure forming a supportive and probative basis of the opinion
of value offered by the appraiser.
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» Reliability: Requires that the appraisal review procedures performed by a reviewer allow for rep-
lication of the original results obtained by the reviewer and that the methods used by the appraiser
were determined to be reliably applied.

» Transparency: Refers to the inclusion and assessment of facts and circumstances known to the
appraiser, without limitation or exclusions.

B. Opinion

ECG was engaged by the State of Washington Department of Health (DOH) to provide a qualified,
independent third-party FMV opinion regarding the certificate of need applications for the transfer of
ownership and conversion of Lourdes Medical Center and Lourdes Counseling Center, together re-
ferred to as LHN. ECG is conducting an Appraisal Review of the valuation approach and assumptions
included in the original FMV opinion rendered by Deloitte as of the valuation date of June 12, 2015.
ECG will then prepare an updated, consolidated FMV range for the LHN facilities based on current
financial performance.

This Appraisal Review was conducted for the purpose of determining whether the approaches and
methodologies utilized by Deloitte were relevant to the objectives and purpose and applied on a reli-
able basis consistent with generally accepted appraisal practices in the United States as of June 12,
2015. An Appraisal Review does not entail an opinion of value with regard to the subject assets.
Therefore, this Appraisal Review should not be construed to be an opinion of value.

In my opinion, subject to the assumptions and limiting conditions discussed in the Appraisal Review
Report, the opinion presented by Deloitte, as incorporated herein as appendix A, has
deficiencies that weaken the credibility of its conclusions. Based solely on the information provided
in the report, it is not reliable. However, it is possible that Deloitte could provide additional support
from its workpapers to correct the deficiencies observed.

A L

Adam J. Klein, CVA

C. Objectives and Scope of Appraisal Review

While ECG believes this report has deficiencies in its application of appraisal methodologies, it does
generally conform to development standards normally utilized by business appraisers in the United
States, as promulgated by the Uniform Standards of Professional Appraisal Practice (USPAP). ECG
has identified gaps in preparation and disagrees with aspects of the methodology used in the devel-
opment of the Appraisal.

D. Selection of Valuation Date

The Appraisal is dated November 10, 2017; however, the valuation date is as of June 12, 2015.
Although it is mentioned in Deloitte’s report that the Company entered into a LOl dated June 12, 2015,
it is not clear why this date was selected as the valuation date as opposed to a more current date.
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The projected cash flows relied upon by Deloitte for 2015, 2016, and partial year 2017 were materially
below the actual realized cash flows during that period. This discrepancy was knowable on the date
Deloitte transmitted its report; however, these subsequent events were disregarded. Nonetheless,
while a different effective date would have produced a different conclusion of value, the projected
cash flows may have represented reasonable expectations for the future as of June 12, 2015.

E. Relevance of Selected Methodologies

The Appraisal clearly defines which methods were used in developing the opinion of value. The ap-
praiser considered four indications of value:

» Income Approach: A value indication was derived by discounted multiple years of projections.

» Guideline Public: A value indication was derived by application of certain price-to-earnings ratios
observed in public companies engaged in similar lines of business.

» Guideline Transactions: A value indication was derived by application of certain price-to-earnings
ratios observed in nonpublic companies engaged in similar lines of business.

» Cost Approach: A value indication was derived based on the amalgamation of assets used to
generate cash flows in the subject business.

Deloitte selected a 75% relevance weight to the income approach and a 25% relevance weight to the
guideline transaction method. The appraiser stated that the reason for this selection was “because
the quantity and quality of related information supported full confidence in the developed value in-
dication.” Given the limited availability of information, ECG believes it is unreasonable to have full
confidence in the income approach. Additionally, after we performed a comparison of projected finan-
cials with now-realized historical financials, it is evident that LHN management’s projected financials,
utilized by the appraiser, differed significantly from actual operating results. Furthermore, asserting
full confidence in the income approach implies a 100% relevance weighting, which is inconsistent
with the actual weighting of 75% applied.

Regarding the exclusion of the guideline public company method, the appraiser stated, “we consid-
ered, but did not rely upon guideline company method because public health systems operate on a
much larger scale, level of profitability and with a different mode of reimbursement therehy
limiting the development of credible results.”

L. Observations on Income Approach

PROJECTED CASH FLOWS

The forecast was developed utilizing fiscal year 2014 as the normalized period. Typically, the most
recent financial data is relied upon unless there is a reason not to utilize the most current year. No
such reason was provided. At a minimum, Deloitte’s model included data through May 31, 2015. We
would have expected the forecast to take into account the more recent performance. When the most
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recent financials are unaudited, they can be less reliable; however, common procedures exist to de-
termine the extent to which unaudited financials are likely to be representative of actual performance.
We are not aware of any steps taken by Deloitte to evaluate the credibility of the more recent, unau-
dited financials.

DISCOUNT RATE

In development of the discount rate used to discount the cash flows in the DCF method, the appraiser
discusses selection of an equity discount rate, stating, “FCFE is typically discounted using an equity
discount rate, which can be quantified using the build-up method, the Capital Asset Pricing Model
(“CAPM"), or other methods.” Ultimately, the appraiser estimated the cost of equity based on the
application of the CAPM.

A key input used in the CAPM is beta, a measure of systematic risk, which represents the covariance
of expected rate of return on an equity investment with the rate of return on the market. The selected
beta was estimated using unlevered equity betas of the guideline public companies, including Com-
munity Health Systems, LifePoint Healthcare, Tenet Healthcare Corp., Universal Health Services,
and HCA Healthcare, relevered based on the hospital’s marginal tax rate and estimated target capital
structure. While the CAPM approach is generally considered an acceptable approach to estimate the
cost of equity, ECG questions the consistency of utilizing the CAPM when the appraiser applied no
weighting to the guideline public company approach.

The appraiser’s opinion was that public companies were not relevant for valuing the subject company
because they operate on a much larger scale and level of profitability, and with a different mode
of reimbursement. As such, we note the internal inconsistency of relying on public companies for
developing a discount rate, yet rejecting their relevance for applying market multiples.

Additionally, in the development of the weighted average cost of capital, the appraiser applied debt
and equity weightings based on the average of the guideline public companies. Again, this is incon-
sistent with the appraiser’s stated concerns with the guideline public companies, which are a poor
proxy for critical access hospitals given their operating scale and profitability. ECG believes that rely-
ing on a broader, industry-based capital structure standard would be more consistent given the iden-
tified differences between critical access hospitals and the guideline public companies. Deloitte did
not explain in its report whether the capital structure of guideline public companies bears any resem-
blance to the capital structure common among the hypothetical pool of buyers.

Additionally, in the selection of a company-specific risk premium, the appraiser only addressed the
achievability of cash flow projections relative to the competitive environment. Although appraisers
commonly consider a much wider range of factors, Deloitte cited no other factors in its selection of a
company-specific risk rate.

2. Market Approach

The Appraisal applies a 25% weighting to the guideline transaction method of the market approach
in the conclusion of unadjusted business enterprise value. Although the appraiser reviewed several

0994,0021454015(docx)-E2 4 ECG ot



CONFIDENTIAL

hundred transactions, they deemed only 16 to be relevant. Of those, five had available price-to-reve-
nue multiples and only one had a price-to-EBITDA multiple. Because there was only one available
price-to-EBITDA transaction, the appraiser relied exclusively on the price-to-revenue multiple.

We have multiple concerns with Deloitte's market approach.

» Revenue multiples without regard to profitability are not a commonly accepted method for valuing
income-generating hospitals that are viable as going-concern enterprises.

» Based on ECG's review, at the time of Deloitte’s Appraisal, there were many other market trans-
actions publicly available for similarly sized hospitals where EBITDA was stated. For example,
the appraiser could have expanded the selection to include other similar hospitals with more than
25 beds. Likewise, they could have accessed more databases.

» To our knowledge, Deloitte has relied on public company multiples in its prior appraisals con-
ducted for smaller-scale nonpublic hospitals. It is not clear why it chose to disregard those muilti-
ples here.

» No explanation was given for why a 25% reliance was placed on the market approach as opposed
to some other relevance weight.

» Price-to-EBITDA multiples are a far more common appraisal method than revenue multiples when
valuing hospitals like the subject company. EBITDA is a better proxy for cash flows, which are
ultimately what the investor is purchasing. On the other hand, revenue bears an inconsistent and
less predictable relationship to cash flows. Revenue multiples are typically considered only in
instances when businesses do no generate positive cash flows, or when cash flows cannot be
accurately estimated. Neither of those facts apply to the subject company.

» Inlight of Deloitte’s stated belief that “the quantity and quality of related information supported full
confidence in the developed [income approach] value indication,” it is unclear why any reliance
would have been placed on the market approach. The limited market information and lack of
applicability to the subject arrangement should have excluded consideration of their indication
from the guideline transactions method.

» ECG believes that combining a reliable indication (income approach) with an unreliable one (mar-
ket approach) will produce a less relevant value than sole reliance on the reliable indication.
Deloitte likely agrees, based on the fact that it placed no weight on the guideline public company
approach or the cost approach.

F. Lack of Care in Producing Certification

The Appraisal certification was included, as required by USPAP; however, the report is signed “11-
10-18,” one full year after the date of the report. This is inconsistent with USPAP SR 4-3 and SVP:
SR C-3. The date of the appraisal certification should align with the appraisal date.

G. Appraisal Review Assumptions and Conditions

» Information, estimates, and opinions contained in this Appraisal Review Report were obtained
from sources represented to be reliable. However, we assume no liability for the accuracy of such
information.
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» Possession of this report or a copy thereof does not carry with it the right of publication of any
part of it, nor may it be used for any other purpose than as stated in this report.

» This Appraisal Review engagement is limited to the production of this report, conclusions, and
opinions contained herein. The reviewer has no obligation to provide future Appraisal Review
services. The reviewer is not required to give testimony in court, or to attend any hearings or
depositions.

» This Appraisal Review engagement is valid only for the specified purpose and intended for use
only by the State of Washington DOH, its financial advisers, tax preparers, and the Internal Rev-
enue Service in connection with the purpose stated herein.

» The reviewer has assumed that there is full compliance with all applicable federal, state, and local
regulations and laws unless otherwise specified in this report.

» This report was prepared under the sole direction of the reviewer. Neither the professional who
worked on this engagement nor any employees of ECG have any present or contemplated future
interest in the appraisal subject, nor any personal interest with respect to the parties involved, or
any other interest that might prevent the reviewer from performing an unbiased Appraisal Review.

» The reviewer's compensation is not contingent on an action or event resulting from the analyses,
opinions, or conclusions provided in this report.

» The reviewer is not a law firm, and none of its employees are licensed to practice law in any
jurisdiction.
» All documents provided to the reviewer are known to be true copies of the originals.

» The appraisal report prepared by Deloitte as of November 10, 2017, was relied upon by the re-
viewer to represent the appraiser's opinion of value of the subject assets, and it is incorporated
herein as an integral part of this Appraisal Review Report.

» The appraiser did not perform any subsequent analysis, amendments, or changes to the appraisal
report.

» The appraiser has not given any testimony in court, depositions, hearings, or proceedings of any
type regarding the subject interest discussed in the appraisal report.

» The appraiser is not subject to any disciplinary actions or proceedings in connection with their
appraisal practice or the subject matter contained in the appraisal report.

H. Sources of Information Relied Upon

The sources of information relied upon by this reviewer included:

» The appraisal report prepared by Deloitte as of November 10, 2017.
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I. Certification
| certify that, to the best of knowledge and belief:

» The statements of fact contained in this report are true and correct.

» The reported analyses, opinion, and conclusions are limited only by the reported assumptions
and limiting conditions stated in this review report and are my personal, impartial, and unbiased
professional analyses, opinions and conclusions.

» | have no (or the specified) present or prospective interest in the property that is the subject of the
work under review and no (or the specified) personal interest with respect to the parties involved.

» I'have performed no (or the specified) services, as an appraiser or in any other capacity, regarding
the subject of the work under review within the three-year period immediately preceding ac-
ceptance of this assignment.

» | have no bias with respect to the property that is the subject of the work under review or to the
parties involved with this assignment.

» My engagement in this assignment was not contingent upon developing or reporting predeter-
mined results.

» My compensation is not contingent on an action or event resulting from the analyses, opinion, or
conclusions in this review or from its use.

» My compensation for completing this assignment is not contingent upon the development or re-
porting of predetermined assignment results or assignment results that favors the cause of the
client, the attainment of a stipulated result, or the occurrence of a subsequent event directly re-
lated to the intended use of this appraisal review.

» My analyses, opinion, and conclusions were developed and this review report was prepared in
conformity with USPAP.

» | have not made a personal inspection of the subject property under review.

» Karen Kole, ASA, Jana Sizemore, ASA, and Nate O'Brien, CVA, provided significant appraisal,
appraisal review, or appraisal consulting assistance to the person signing this certification.

7 7
S A7

(i L6

Adam J. Klein, CVA
May 18, 2018
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Adam leads ECG's Financial Services practice. Since 1997, he has
conducted appraisals of tangible and intangible assets, as well as val-
uations of business enterprises, clinical and administrative compensa-
tion, coverage stipends, leases, management services, joint ventures,
and accountable care funds flows. His valuation studies allow parties
to understand how and why conclusions were reached so that they are
best able to achieve fair and defensible agreements.

Summary of Expertise

Adam is an expert in the areas of economic valuation and appraisal of
healthcare business arrangements, healthcare clinical and administra-
tion compensation, and healthcare financial modeling. His practice pri-
marily focuses on payor and provider businesses and collaborative ar-
rangements, and its clients include for-profit and not-for-profit
enterprises in both academic and community settings. Adam has a
reputation for developing innovative and effective compensation and
business structures that incorporate traditional and emerging payment
models. His transaction experience includes acquisitions, business for-
mations, consolidations, restructurings, and divestitures. In addition,
Adam helps design and implement governance, management, opera-
tions, and finance systems that allow hospitals, payors, physicians,
and ancillary service providers to work more effectively to establish,
synthesize, and meet mutual objectives.

Prior to joining ECG in 2008, Adam worked as the director of strategic
analytics for the healthcare practice of a national management con-
sulting firm and as the manager of special projects at DaVita through-
out the financial turnaround of its U.S. dialysis business.

Affiliations

Adam is a Certified Valuation Analyst with the National Association of
Certified Valuators and Analysts, a member of the American Society of
Appraisers, and qualified by the Institute of Business Appraisers to
perform business appraisal reviews. He contributes to member brief-
ings for the American Health Lawyers Association’s Hospitals and
Health Systems and Physician Organizations Practice Groups and the
Fair Market Value Affinity Group.

Education

Adam holds a master of business administration degree from the
UCLA Anderson School of Management and a bachelor of arts degree
in econometrics from the University of Massachusetts Amherst.

Speeches and Publications

Adam speaks and writes regularly on healthcare transactions and vari-
ous valuation topics. He recently presented at the National Investment
Center's Investment Forum on valuation trends in healthcare enter-
prises, as well as at the UCLA Anderson School of Management
Healthcare Conference on changes in the health insurance landscape

‘ and their impact on patient care.
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Karen is a transaction and financial adviser whose career has focused on
the healthcare industry. Karen provides fair market value (FMV) opinions
for mergers and acquisitions, divestitures, joint ventures, and hospital-phy-
sician arrangements. She has extensive financial modeling experience
and a deep understanding of the evolving healthcare landscape. As Ka-
ren’s clients contemplate enterprise-defining decisions, they appreciate
her comprehensive approach to fair market valuations and her ability to
present the most complex financial matters in a clear, meaningful way.

Summary of Expertise

Prior to joining ECG, Karen served as a valuation consultant and transac-
tion adviser with Huron Consulting Group and its broker dealer, Huron

Karen I. Kole Transaction Advisory. In these roles, she provided transaction and valua-
Senior Manager tion services to multiple provider types, including community hospitals, for-
Provider Financial Services profit and nonprofit health systems, ancillary providers, and physician

practices. Her work included:
135 South LaSalle Street

Suite 2750 » Advising a large national Catholic healthcare provider on the acquisi-
Chicago, IL 60603 tion of an ownership interest in a 15-hospital system in the Midwest.
312-637-2500 (office) The client closed the transaction in 2013 based on the price in the val-
847-894-1692 (cell) uation.

kkole@ecgmc.com » Creating a five-year financial forecast of the Affordable Care Act’s im-

pact on a county-owned hospital on the West Coast, which included
projecting state and patient revenue sources.

»  Advising a 74-bed specialty hospital in the South on a major transac-
tion, which included due diligence, pro forma analysis, development of
the confidential information memorandum, and contacting prospective
partners. The hospital successfully sold its majority ownership interest.

»  Providing a valuation of a 120-physician cardiology practice in the
Midwest that included heart hospitals and a management company.
Based on the FMV opinion, the practice sold all assets to a national
nonprofit health system.

Professional Affiliations

Karen holds an Accredited Senior Appraiser designation from the Ameri-
can Society of Appraisers. She is a member of the American College of
Healthcare Executives and the American Health Lawyers Association.

Education
Karen has a bachelor of science degree in finance from the University of
lllinois at Urbana-Champaign.

Selected Articles and Speeches

American Health Lawyers Association’s Business Law and Governance
Newsletter, March 2014: "Hospitals Eye Service Line Transactions to Cut
Costs and Boost Revenue.”

lllinois Hospital Association’s Small and Rural Healthcare Conference,
June 17, 2014: “Addressing Physician Compensation within Rural
Healthcare.”

M
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Jana L. Sizemore
Senior Consultant
Provider Financial Services

11512 El Camino Real
Suite 200

San Diego, CA 92130
858-436-3220 (office)
303-906-5234 (cell)
jlsizemore@ecgmc.com
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CONFIDENTIAL

Jana has extensive experience in developing valuation opinions
of businesses and intangible assets for healthcare clients. Since
2007, she has provided financial advisory services regarding
and conducted appraisals of business enterprises, leases, man-
agement services, joint ventures, and mergers and acquisitions.
She also conducts assessments of provider compensation ar-
rangements. Jana strives to help healthcare organizations mini-
mize risk and ensure that financial arrangements meet the com-
plex requirements related to fair market value (FMV). Her
valuation engagements provide management and leadership
with the particularly specific tools they need for business plan-
ning purposes and compliance efforts.

Summary of Expertise

Prior to joining ECG’s Valuation Services practice, Jana worked
at national healthcare valuation firms, managing business valua-
tion appraisals for physician practices, hospitals, and other
healthcare facilities. She also led financial advisory and due dili-
gence efforts for clients. Jana’s prior client work includes:

» Advising a large regional healthcare provider on a joint ven-
ture with a large multispecialty physician practice in the Mid-
west.

» Creating a dynamic financial forecast of an imaging center
joint venture for a healthcare system and radiology group,
which included projecting the volume impact from site clo-
sures, as well as shifting modalities between centers.

» Providing an FMV opinion of various ancillary services
owned by a community hospital, which resulted in a sale to a
regional nonprofit health system.

Professional Affiliations

Jana is an Accredited Senior Appraiser by the American Society
of Appraisers, with a focus on business valuation. She is an ac-
tive member of the Colorado Healthcare Financial Management
Administration Chapter and currently serves on the chapter’s
Membership Committee. She also regularly attends Colorado
Health and Strategy Management monthly meetings.

Education

Jana holds a master of business administration degree from the
University of Denver's Daniels College of Business and a bach-
elor of science degree in actuarial science from Butler University
in Indianapolis.
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Nate F. S’Brien

Senior Analyst
Provider Financial Services

135 South LaSalle Street
Suite 2750

Chicago, IL 60604
312-637-2500 (office)
630-244-0990 (cell)
nfobrien@ecgmc.com

0994.002\454015(docx)-E2

CONFIDENTIAL

Nate works on a wide array of fair market value (FMV) and com-
mercial reasonableness (CR) assessments of business enter-
prise valuations and physician compensation arrangements for
clinical, administrative, and call coverage services. His analyti-
cal background enables him to conduct studies that provide cli-
ents with unique and innovative answers to complex valuation
topics and achieve fair and defensible agreements.

Summary of Expertise

At ECG, Nate's focus is on valuation opinions primarily related
to healthcare mergers and acquisitions, compensation arrange-
ments, and other financial transactions. These opinions include:

» Valuations of controlling and minority interests in health sys-
tems, hospitals, physician practices, and other healthcare-
related businesses.

» FMV and CR opinions on a diverse range of provider com-
pensation plans, employment agreements, and professional
services arrangements.

Nate is experienced in the valuation of business enterprises, in-
tangible assets, capital stock, and equity interests. Prior to join-
ing ECG, he worked as a financial analyst at a business valua-
tion firm, where he focused on valuations of business
enterprises for financial reporting and tax planning purposes.

Nate has experience utilizing innovative valuation solutions to
provide FMV opinions for business enterprises and intangible
assets featuring complex and unigque circumstances that influ-
ence value consideration.

Professional Affiliations ;

Nate is a Certified Valuation Analyst with the National Associa-
tion of Certified Valuators and Analysts. Additionally, he has
passed Level Il of the CFA program.

Education

Nate holds a bachelor of science in business administration de-
gree with a focus in finance from Xavier University.

EC MANAGEMENT
11 CONSULTANTS






wooowsoa GE9/°67/ 008 LZze-9¢et (858) 4

0zz€-9cv (858) d
0£1Z6 YD '0daig ues

SINVLIINSNOD mvum 00Z 93NS ‘|eay oulwe) |3 ZI5LL
ININIDOVNVIN

8102 ‘gl Aej\ uo paiedald ‘Yeiq uoissnosiq [elusSpLUOD

S}IYX3 uonenjep ssauisng
8102 _O_\ >m_>_ JO SE YJOM]SN UyjjesH sapino’] 10 {njeA 19)Je\ Jdie
SJUR}[NSUO0Y JudwWwabeureAl 97 _

81-81-9
14vdd NOISSNOSIa
VYILN3IAIANOD



SLNVLINSNOD rm._u o XSIX mm .
Ems_wu«zqsﬁ 00 |[|(xs[x)g65¥S5t\c00 660

5 1} sa|dn|n|A Jo uole|nodjen
a-n suonduasaq ssauisng
V-A Aewwng
A poyley Auedwos 21jgnd auljaping — yoeosddy jaxyie
a-Al sa|diyjn}y jo uonended
v-Al Aewwng
Al poyiely suoijoesuel] auilaping — yseoiddy joylen
91 wniwald ysiy oyoadg-Auedwo)
a-ll [ende jo 1509 sbesany payBiapn

Al poyla|y Moj4 yseo pajunoasi|g
n yoeouddy swoosuj|

2l SaNUAARY UO pasegq 9zIg uowwo)
-1 SOUBIN Yol
3 SJUSLUSIE]S SWOJU| PRISEI8104
a- soley |eloueulH [eouo)siH
ol souspy Bunessdp
a-ll S]UBWISIE]S SWOodU| [BOUOISIH
il s}eayg sduejeg [eouo)siH

I sisfjeuy juawajels [eroueuld
V-l anjey uoloesuel]

| Aewwing uonenjep

1_QUINN HqIYx3 suqIux3

S1IN31NOD 40 319VL

8L0Z ‘0L AVIN 40 SV MHOMLIN HLTVIH S3AHNOT 40 INTVA LIMEVIN HIVd
SINVLINSNOD INJWIOVNVIN 923

81-81-G
14vdad NOISSNOsId
IVILNIAIANOD



SINVLITINSNOD L3-wng g-1]|{xs|x)G65¥S#\200 660
ANINIDVNYIN E

‘leyded Buijiom jo ped se paispIsucd Jou st sal|igel| Jayjo uoitod uanng P
"sanjijigel] JusLinauoU Jayjo (|i) pue ‘sjasse Snoaue|[@0sIWw Jaulo (1) s)soo

aJemyjos Jsindwod pazijeydes jau (1) :umouy si uorewoyul lejep ybnous jou usalb papnjoul Jou ale saiijigel] pue sjesse buimojjo) ay | 5
"S2Illjue pa)epl|osuodUN Ul SJUSLWIISSAUI PUE S]SSSE

pajolsal apnjoul syesse BuneladouoN ‘sesodind AN Joj pappe usaq aney (Joyap)/snidins [eydes Buiyiom ay] pue sjesse Bunesadouopn &
"sjesse Buneladouou snuiw Ajnba [e30} snid 1gep Buleag-jsalaiul st A3g

"S$S8UISNg 2y} JO MOJ} Ysed aininy pajewiise ayj sjuasaidal siy} uanib paljdde ©93 poyisw Ajuo ay) Sem poylsl Moji Ysea pajunodsip ay | .

"Poyisy Auedwiod aljgnd auljsping — yoeosddy jesuely ay3 o} pajejes O-A YBnoay) v-A suqiyxe 99s

‘PoYIBN suoloesue. | sulleping — yoeoiddy JexueN By 0} paie|al g-Al PUB Y-Al SHQIUXS 885 .

"yoeoiddy swoou| sy} o} pajejal O-i] YBnoiy} -1 suqiyxe 89s |

059°6¢ § 0%99%¢ S jeydes pajsaAu] jo anjep 1934
r19) r19) ‘Houaq [enden Buopp ss8 4
0/2's $ 0.cs $ sjassy BunesadouoN ppY o
000'S¢ § ©0o0ce S (A38) enjeA esudisyug ssauisng papnjauo) ,
000 LY 000°/€ Auedwo) aljgnd auljsping .
000°8¥ 000"t suonoesuel] suleping ,
000'GE $ o000°ce $ MO|4 YseD psjunodsiq ,

(spuesnoy] §)
uoneaipu] seddn uoedIpu| JoaMo POyIe|N uonenjep

8102/01/S JO Se anjep 1axJe Jied

INTVA NOILOVSNVAL — ASVINANNS NOILY VA

8L0Z ‘0L AVIN 40 SY ¥HOMLIN HLIVIH SIAUNOT 40 INTVA LINUVIA HIv4
SINVLINSNOD LNIWIDVYNYIN 903

81-8L-G
14vdd NOISSNJSsIa
V-1 L19IHX3 IVILNIAIANOD



SLNVLINSNOD oum
AININIDVYNYIN

13-58 V-l (xsIX)$65 #6200 V660

‘pajpne aJe gL0z-¢1 0z Juawabeuew Aq papirosd £10Z YBnosy) €102 ‘0E SUNP PSpU3 sIEaA [BDSY JOj SIUSWSIE]S [BIOURULY (804N0S

£06'67 $ 58.'v8 66L'8L $ so9sCL $ 65Z'sL $ leyided g sanynqer] [ejoL

(sp5°L) $ 0Ly £6L9% $ 608'tY $ oL0'oF $ $J8ssy JaN [ejoL
Ll 0S¥ L¥E 145} 6SE pajousay
(e95'1) $ L5TLY 258'Sy $ geTer $ 159'Gk $ pajouisain

sjessy 19N

8vb'Ls $ sl0'le 909'Z¢ $ 9sr'zz $ 6vZ'62 $ sanijiqel |ejol

161'92 $ L0622 656'6L $ LLL'sh $ 2Zov's) $ saplgel] wiaj-6uo [ejoL
LG 9¢€T vz 788 18 12YIO
= 9zZl'8 969t = 2 snuansy pauRjeQ
* 80¥'C 6YE'C 8€0'Z $z8'l uonesuadwo? pauaeQ
= 165 Si6 900’} 9zl IIqer] 3oueInsuy| J|as
G8E'LL $ OvsS'LL £69°LL $ £p8'LL $ S0z $ 198Q wua} Buo

sanijiqer wiay-buon

159'vZ $ LLL'PL 1¥9°TL $ sg6'Ll $ Lve'sL $ sanijiger Juaung [ejo)
yet'zl ¥59 98y 80% n SanIeIT UBLNY JBLYIO
= a5y 802 4 - SOIjIgel] @oURINSUI-HaS JO UOILO Jualuny
9/8'¢ L£9°C Zvo'L 695'L 9r0'Z suswapeg JoAed Aued-piy] psiewns3
LZ¥'6 69201 G9L'04 GLL'6 9z9'L1 saljijiqer] paniooy pue g|qeded sjunodoy
€sl $ €Sl avl $ 2 $ Gl $ 1980 wua ] -BuoT jo uoipod usung

sagliqery juaund

£06'6Y $ S8LYS 66.L'8L $ 595'2L $ 6SZ'sL $ S}asSY [ejoL
L (s 28k’ alLL'e 0Lz’ sjassy pajousay
126' € €e 0z 621 By
YIN e 149 869 Ly S$9|qEaAIa0aY aouBINSU|-)eS
VIN Lve'e 1S0'E 9€£9'C W6l 19N ‘siessy a|qibueiu)
YIN 801' BYE'T g€0'2 ¥28'L sjuswysanu| uonesuadwo] pausseg
£52'G Bbp'L 606'9 €0L'9 9Tr'L Saljiju] pRlepl|osuodUN Ul sjususanu|
WIN 0L1'82 LB6'ET $ LiL'9L $ 269'vC $ UoIsUadSY Aq PlaH SIUBWISAAU] U 1s3IaJU|

sjassy Jayjo

zi8'lz $ vvLoz £55°0Z $ Le'oz $ BoL'8L $ juswdinb3 pue Apadoid |eyoL

00681 66822 85L'8l 999'61 15821 §}aSSY JUBLINY [RIOL
Loe'L 99€C L6L'L 1S6'2 60F'L Yo
6¥0'Z LILV'E 9L’z £v0'C yrs'L sauojuaAu|
0€0't e LS9 €le €68 sjuawaes Jeked Aled-paiy | pejewns3
8cl'vl 9.G'vL Lrr'El 9SL'E} 96L'€l SIUNC2Y [NPIGNOQ 10} 3DUBMO|Y $537 3|qBAISDRY SIUN0DIY
8y $ 9E6'C A7 . $ E¥S $ 6¥C $ sjuaunseAu] pue ysed

$}assy juaung

S13SsvY

14174 10z €102 (spuesnoy] )

V-1l LIgiHX3

‘D¢ aunf jo sy

SIF3HS IONYIVE TVORIOLSIH — SISATVNY LNJWILYLS TYIONYNIA

8L0Z '01 AVIN 30 SY ¥HOMLIN HLTYIH S3AUN0T 40 INTYA LIALVIN Hivd
SLINVLINSNOD INSWIDVNYIN 903

81-8L-G
14vdd NOISSNOSId
IVILNIAIINOD



SINVLINSNOD Oum
INIWIDVYNVIN o,

13-1 g-llll(xsK)S65¥SPZ00 ¥660

"swa) asuadxa Jo swooul Buneladouou Jo Buinoaiuou se payILug ¢

%0 | Z 40 SOXE)} pajewsa Uo paseq

"SSARUS PAIEPIOSUCOUN Ul SJUSWISIAUI WO BNUBASI PERILIQ |
‘Juswabeuew Aq papiroid UoREULICJUI UO PIse] /10 "S[EIOUBUY PBYIPNE U0 Pased 910z YBnoly) g0z o) SjusLse)s [eIoUBUIY :302IN0S

158'T $ (1e6) ¥56'¢ S29°C 414 $ 0§ $ 9t¥'L awoou| 18N
3 (#8) ¥5 12 ozl (858) £¥9 awoou| JBYQ [B10L
- S0t ¢ (sop) (¥zl) (892) 1¥6'L 860°L (esusdx3) swoouj salau)|
= (g02) c E0Z (02) ¥l (692'2) (yie) sesuadxg Bulunoay-uoN
= (952) ¢ 95¢ L8 891 FARE 54 suonesad( Jo} UoIOL}SaY WO pases|ay S1essy 19N
= g = _ ovL g0z $ (gv9) $ (pg2) sjassy Jo [esodsi Jo ajeg uo ules)
swodu| Jayo
188°C $ (L56) 006°S 8652 Z80'T $ S9¢'L $ €62 Xe] J9YY 1old Bunesadp joN
094 24 : Oce = = = = saxe | awoou|
L19°¢ $ (cos) 0zZL'y 865°C 2802 $ s9t'L ¢ g6L (L193) swoouj Buesado
¥¥0'v & ¥r0't Ll6'E 295'c 808'¢ 660'¢ uopeziLowy pue ucpenaidag
199'L $ (c0s) voL'g §.5'9 ¥65°'S $ L'y $ zeg'c vaiiga
596°€ZL $ = S96'€Z1L 6T vLL £09'v0L $ ZLL've $ £09'86 sasuadx3 BugesadQ |ejol
815zl - 8Ls'elL L9Z'LL SiL'6 1626 L09'6 FE g}
Ge9 = Ge9 €S L4§ LBE LLE SoueInsu|
8eL'LL - BEL'LL s9l'gl #80'GL LED'FI 958'¢L sol|ddng
0L¥'L - 0Lv'L ThS'L 161, 0ze'9 969'G S22 [euoISSajold
vi8'El = viB8'EL 00L'¥L 0ot'vL ISP'LL LSL'LL $30IAI8S paseydIng
5908l ] 590'8L BE9'SL z2e9'cl Zz8'LL oLz'el sjyauag aakojdwg
¥99'es $ - ¥#99'eS viv'ey PSPy $ P6E'LY $ 8.i'vy sabepy pue ssiejes
sasuadx3 Bugesadp
9z9'LEL $ (g09) 6ZL'TEL 698°02L L6L0LL $ 58886 $ sev‘zoL anusaay BunesadQ |ejol
508y = S08't 00y soL'e GlZ'e Z5L'L anuanay Jayi0
= (e08) ,  €0§ = = = - suonelad(-sanUT PIEPIOSUODUN WO SWooU]|
128'92L $ - 128'9Z1L 598'9LL Z60°20L $ 0L9's6 $ epe'LoL SJUN029Y |NJIgNOQ SSa BNUdASY BIINIIS JUIREd JON
198'G = 198'G 88l'c $9e'z 23 ] SJUNO22Y [NPGNO(J JO} UOISIACIH
z89'zelL $ " 289°ZEL £50'02L 95¥'601 $ 019'66 $ EpeLOL anuansy 20IMagG Jusied JeN
SINNINTY
PaZI[EWION  jusunsnipy  2JON 1102 9102 5102 7102 L0z fspuesnoy] &
“0¢ aunf papug sleaj [E0SId
SLIN3WILYLS IWODNI TVIIHOLSIH = SISATVNY LNJWILVLS 1VIONVNIS
8L0Z ‘0L AVIN 40 SY MHOMLIN HLTVIH SIAHNOT 40 INTIVA LINAVIN Hivd
SINVLINSNOD LNIWIDWNYIN 923
g81-81-9
14¥da NOISSNOSsIa
-1l LIgIHX3 IVILNIAIINOD



SLNVLINSNOD wum
ININIDVNVIN

O-ll LIdIHX3

%001
%9
D\OO
%EL
%e
%19
%Ll

ogvic
0e9L
JA- T
G96'S
80E'EVL
Ly
0CS

%001
%l
%0
%¥e
%E
%lZ
%6€

£b8
01'65¢
09,1
90'e
oL¥'9
881'9g
0Z8'0t
180T

%00L
%9
%0
%EL
%2
%19
%Ll

0S°LLL
0z'el
160l
ZL8's
vL9'LZL
L6'0L
[44°]

%001
%EL
%0
%¥e
%E
%l
%6€

YIN
0F'95¢€
0z'gl
LLE
989'L
08v'62
gee'ye
180T

%004
%L
%0
%l
%E
%8S
%8l

VIN
8z'sl
LL'B
9.5'S
VIN
LL'8
[72¢]

%001
%l b
%0
%LT
%€
%<CC
%8B8¢

VIN
YIN
8561
99°¢
8L'L
VIN

VIN
€56'L

swasbeuew £q papinoid se spodal Ajanonpold pue swn|oA ases :82inosg

%001
%9
%0
%81
%¥
%6¥
%¥e

YIN
¥2sl
YL'6
£€95'G
VIN
vL'6
LLS

%001
%8
%0
%LE
%S
%81
%6E

VIN
VIN
9g'8L
€L'e
GLL'9
VIN
VYIN
9Lg'L

|eloL
8y10
ONH
1330 - @2uBINSU|
3JUBINSU| ON - 3}BALL
pleatpaly
aiedpaN

X1\ 10Aed

s314

snsuan Ajreq Bay
Aeis jo yibua Bay
sheq jusied [gjo L
SYsIA Juageding
Aeig jo yibua Bay
SUOISSIWPY

181uag Buljasunoy sapinon|

|ejoL
1B2y10
OINH
13410 - 3ueansuy
3JUeInsu| ON - 1Al
piesipain
a1edIpaN
XIN JoAed
pag paidnooQ Jed 31 4
s314
snsus) Alleq sbesany
Aelg jo yibus sbelsay
sheq juaned [ejoL
SHSIA a3
SYSIA Wspeding
suoissIWpY

J8jua? [eaIpaN sepinoT]

Loz

9102

si02 102

‘0 aunr papu3 syjuol zi

u_._m_._On_EOU

SOIMITIN ONILYHIdO = SISATVNY LNIJWALVLS TVIONVNIS

210Z '0L AVIA 40 SY HHOMLIN HLIVIH S3AYNOT 40 INTVA LIHEVIN Hivd

SLNYLINSNOD LNIWIDVNVIN ©03

8L-8L-S
14vdd NOISSNIsSId
IVILN3AIINOD

L3-swnjop O-1ll(xsiX)§65v5#\200 ¥660



SLNVLIINSNOD Um
LININIDVNYIN

a-ll LIgIHX3

L3-soney [epueuld g-

'Soel paje|al Jo) YALIGS 4O PesisUl YAIS sasn SeuewlY [endsoH “siojeolpul BuesadQ pue fefaueuld [edsoH jo seuewy |
"SIUSWINOOP [BIOUBUL [EUISIUI LUOY 218 S)B)S JUdled :S0In0S

%eT YN %SG %LV %L1 %L'E Anb3 uo uimey
%E'L %6, %LE %L'T %40 %86°L S}aSSY U0 uInjay
YN %0°€ %e'C %0'C %S0 %t L uiBre yjoid 19N
%8 %C9 %¥'S %L'S %E ¥ %8€ uiBiey vaLig3
%05°€- %1€ %L %81 %L %80 uibrey 1193

Ajnqeyold
G8'L gL'oe Z6°LL Z6'vl 8201 9lL'6 paule3x isalau| sswil |
VN L 8LL [4%4 88¢C 1 vadlig3/igedg
82’0 €20 ¥L0 S0 FAN] 910 Si@ssy [BJ01 /1d2Q
0g vl 8’6 B4 60°C 260 pueH uo yse) sAeq
VN S00 800 900 800 00 anuaAay JoN / [ended Bupopn 18N
VN #0°0 SZ0 900 S0°0 €00 192Q / ysed
¥N %¥'0 %S’ %L°0 %90 %Z 0 anuaAayY 19N / Used
YN 850 vl cL'L 6L°L Lo'L aney Yoy
0s'e L0 c9’L 8l v9'L 621 oney juaung
S0'L 89T e¥L oF'l 9e’L 9€’L Janouin] 18ssy [ejo|
e 909 £8'G 9E'G 8% 8¥'s Janouin| jassy paxi4
YN 0'v6l 6'LET 5’092 2’252 £°90¢ alqefed sjunooay Ul sfieq
YN 8’1 9l ¥l i Al Janouwin] s|qehed sjunosoy
6'G5 L'6E o'ty S'v 205 L'6¥ 3|geAIZ02Yy SIUNCDDY Ul sAeq
5’9 £'6 €8 c8 AV L JanouIn| ajqeAla0ay SUNODDY
§'9 LS 99 0L 5L §'g pueH uo Aojuanu] jo sAeq
1’95 S'¥9 §'ss (A 1414 +'99 Janouin] Auojuanu|
oney Aanay
VN %L L= %9, %98 %g'e- ¥IN S|9ssy [E10L
VN % ¥ %S L1 %L PE %2’ L YIN valig3
VN %G8 %16 %0°ZL %L'G" VN |nusAsy jusied 18N

(Jeap J9AQ Je9A) YMmoiD

uelpajy Ai3snpu) 2102 9L0Z 5102 147114 €102

‘0€ un[ papua syow z|,

SOLLYY TVIONVNIZ T¥OIRIOLSIH — SISATVNY LINSWILVLS TVIONVNI

810Z ‘0L AVIN 40 SY HYOMLIN HLTVYIH SIAUNOT 40 INTIVA LIHEVIN HIvd
SLINVLINSNOD LNJWIDOVYNYIN 903

8L-8L-§
14vdd NOISSNOSIa
IVILNIAIINOD

XS|X)§6SPSZ00 F660



wkzqismzou @UM E.amueﬁm-____Qm_xvmmmwmimoo.vmmc
LNIWIDVNVYIN

"awooul Buneiade Jo %0°1Z 12 paieIndjed ale saxe]
‘sleaf UaAas Jano pajeroaudap asul-lyBiess Buleq Juswidinba mau pue siesf uanss Jano pajeidaidap sul-ybiess Buieq yuswdinbe Bupsixs uo psseg ¢

-pouad 1582340} 3y} InoybnoJy; Allenuue 5%,5°Z Jo ales Aueuonepu ue 1e moub o] pswnssy 5

“pouad )se03.04) BU} JaA0 asuadxa sabem pue Alejes Jo %,/ ¢ 1B pajewnsy .

‘anuanai Buijelado jo abejuasiad e se asuadxs pouad paziewlou uo paseq pue ‘polad Jseda.04 3y} Jeno snuanal Bunessdo jo sbejusoied e se pajewlisy .
‘anusns. Juaied jeu Jo sbejusdiad e se sjunodde [nJgnop 1o Uoisiacid pollad pazilewlou Uo paseq .

(%5 Z) pouad 1seaau0) Buunp a1l ymoib [enuue uo paseg .

580'c $ 9lg'e $ T¥S'E ¢ zoL's $ Ll6'T $ IS8T $ awoou] 38N

] W0l B0 [eloL

- (asuadx3) swoou| jsa191U]|

- - sasuadx3g Bulunsay-uoN

- - suonesadQ 4o} UoNoLISaY WoJ) pasea|ay S19ssy 19N

3 sjassy Jo [esodsiq Jo 8BS UO UED
awoau| JAYI0

580°¢ $ olg's $ Ive'e $ zal't $ Lie't ¢ 58T $ Xe] Jayy moid Bupesadp joN
0Zs 288 fA4:] 000k LS50 094 soxe] swoou|
506'¢ $ 86l $ per'y $ zal'y $ Ge0's $ L9t $ (L1g3) swoou] Bugesado
€9L'Y 85T’y 99/'¢ 98z'e 8L8C PO’y uoljeziyowy pue uoljeoaidsg
%8G %8G %8’ %8G %8S %8S uibiew valig3

299'8 $ 9sv's $ o0s2'8 $ 6vo's $ e58'L $ 199'L $ valg3a
gsz'ovL $ tpeg'ogl $ L6V'eEl $ welogl $ Pv90'lZL $ G96'€Zl $ sasuadxg BunesadQ ejoL
€9l'vl gle'elL Lep'el Z5L'EL Lee’zL 816'zL Byio
8L LoL 89 299 169 SE9 souelnsu|
04002 185'61 £0L'sl le9'slL zalL'sl BEL'LL sayddng |
51’8 S¥2'8 ¥r0'8 8y8'L 1692 0L'L se94 |BUOISSRjOId
169'S1 ¥1E'SE Ly6'rl 9.G'%1 1zz'vl vi8'clL sadlnieg paseyoind
6EY'0Z o661 ¥S5v'61 086'8} L8l S90'81 syjausg sakodwa
91L'09 $ SET'6S $ 0BL'LS $ 18895 $  900'GS $ P99'es ¢ saben pue saueles

sasuadx3 BupesadQ

€268yl $ o06z'svl $ Lyl $ oez'ssl $ L16'PEL $ 9z9'lel $ anuaaay BunesadQ |ejoL
9eb'S voe's vLL'G 8Y0's SZ6'Y S08'y anuansy B0 |
9gy'evl $ 186'6EL $ Tlg'otl $ we'eel ¢ zeB'6ZL $ 1z8'9zL $ SIUN02IY [NHIGNOQ $S37 aNUAIY 29|AIaG JUdlied 18N
1£9'9 69F'9 zig'9 851'9 800'9 198's SJunoooY njignoq Joj uolsincld
8LL'0SL $ 9svy'ovl $ vesTrl $ 66E'BEL $ B66'SEL $ ze9'zel $ anuansy 20IneS Usled 1IN,

S3NNIAIH

2202 1202 0zoeZ 6102 810z Loz (spuesnoy| $)
0£/90 Pepu3 suyuol | pajosfolid pazijewoN

SINIWILVY1S SNOONI J31SYOIHO4 — SISATVYNY LNIWILVLS TVIONYNIL

8102 'O} AYIN O SY ¥HOMLIN HLTIVIH S3AXN0T 40 ANTVA LIXIVIN HIVS
SINYLINSNOD INJWIDYNYIN ©03

8L-8L-9
14v€a NOISSNIsId
-1l LIgIHX3 IVILN3AIINGD



SLNVLINSNOD O m L3-ymoi9 J-1ill(xsx)565¥5H\Z00 F660
LINIWIDOVNVIN U

‘slepueuy ‘£ L0Z ‘L Joqusda( ajep-0)-Jeak pazilenuue uo paseq ‘gL0Z ‘0OE BUN[ papua Jeak [easy Joj S|EouBUl |
uawabeuew Aq pspiaosd uoneulopul uo paseq gL0zZ-g10Z "SIEIOUELY PaYipne Uo paseq § L0z UBN0IY) £10Z 10} SIUBWSJEIS [BIOUBLIS 92IN0S

(%0°2) (%t°9) (%46°5) (%t°g) %2 6 (%2722) %L'€8 %9°0§ %0°Z¢ %S ¥2E (%L t9) awoou| 33N
¥N N VN VN VN (%0°001) (%z'18) %0°001 (%G°22) (%0°%11) (%¥ecT) awoou| 1BYIO [ejoL
VN VN VN VN YN %0001 %vee [CANZ2] %ol OLL %8 Er) %ELL (esuadx3) awoou) jsaseiu)
N V¥N VN N YN (%07001) (%0°2L1) (%0°06€) (%0°009) (%9°'001) %9°229 sasuadx3 Buwinoay-uoN
WN YN VN VN vN (%0°001) %1 8% %0912 (%8°15) %0°0S o (%L12) suonesad(Q Joj UOIOUISaY WOJL pases|ay Sjassy JaN
WN VN N VN N ¥N %6'8€ (%0'001) %2 652 (%e'Lel) %Z' 8T} S1@ssy Jo [esedsiq 1o 2[eS uo ules
awoauj Jayin
(%0°2) (% 9) (%6°8) (%¥'s) %Z°6¢ (%2792) %L 6% %108 %6°LT %6°8¥ %b'ZL Xe| Jayy Woid Bunesadg jeN
VN VN YN YN %<& 6E %E S YN VYN YN VN VN saxe| awoou|
YN N VN ¥N (%€’ 0g) (%z'zlL) %6 1S %9°85 %6°LZ %6°8¥ %l'TL (1183) swoou| ugesadg
(%0°2) (%+'9) (%6°G) (%t'S) vN %0°0 %L'L %L1 %L LL %6'92 (%¥6) uonezipowy pue uofeaidag
%SZ %5°Z %ST %S'T %52 (%z°9) %2402 %Z've %S LL %L'¥E %TL vaig3
%S'T %S'Z %S'Z %ST %52 %00 %19 %S'8 %E6 %P 0L (%67¢) sasuadx3 bugesado jero)
%S¢ %S T %S € %S¢ %G T %00 %V L % L} %L eC % 1) %2 &) JYI0
%G %62 %S'T %S %62 %0°0 %L 02 %801 %b0 %E'EY %LLT aouBInsUy|
%S %G'Z %S'T %S'T %G'Z %0°0 %b'9 %L'6 %Z L %G'L %E"L saddng
%ST %G'Z %S'Z %ST %SZ %00 %L (%0°1) %8y %6'gl %011 539 [BUOISSBJ0Id
%52 %G’ %G'Z %G'2 %G'Z %00 %Z9 (%9°6) %L'Z %L’ %L'Z S80IMI9G paseyaIng
%S %ST %52 %S’ %52 %00 %88 %Gl %L'¥L %EGL (%s°01) siyauag aakojdwy
%5'T %ST %G'T %SG'T %S’ %00 %67 %8 0L %L'8 : %9, (%9'2) sebepy pue sauejes

%S'2 %S'T %S°T %S'T %ST (%t"0) %L'9 %¢E’6 %L'6 %b L1 (%s5°¢) anuaaay BunesadQ |ejo L
%S5 ¢ %S¢ %5¢C %5 C %S¢ %00 %025 %0 02 %0 62 %2 G) %E v8L anuanay 8o
%S %8'T %S’ %S %S'Z %070 %09 %5°8 %6 %0°ZL (%275) SJUN022Y [njgno( SSa7 ANUSASY 3DIAIAS Juslied JoN
%S¢ %52 %S¢ %G ¢ %S C %00 %V'65 %8¢E8 %6 FE VN VN SIUNC22Y |njiqne( Joj UoIsiAcLd
%S'Z. %G'Z %SG'T %S'Z %52 %0°0 %E'L %S0} %L'6 %S¥ 1 (%.°G) 3INUBNSY B0IIBS Jualjed 19N

2202 Lzoz ozoz 6L02 8l0z pazijewonN abeiany FAN 4 9oz gsLoz L0z (spuesnoyl ¢)

‘0g aunr papu3 syIUoW z| payoeloid [eouosiH ‘0¢ eUN[* papu3 SUIUOW ¢}

SIIFLIN HLMOYD = SISATYNY LNIWILVLS TVIONVYNIS

8L0Z '0} AVIN 4O SV HYOMLIN HLTVIH S3a¥N0T 40 INTYA LIMVYIN HIv4
SINYLINSNOD LNIWIDVYNYIA 903

8L-81-G
14vdd NOISSNOsIa
I LIgIHX3 IVILNIAIINOD



SLNVLINSNOD wum L3423 $2 O-llllixsKISESPSMZ00 PE0
INIWIDVNYIN

‘s|eloUew) ‘/L0Z ‘L€ [8qweda(] 2jep-0}-1eaA paZIEnUUE UO Paseq 'gLOZ ‘0E Sunr papua Jeak [Bosy Joj S|eIouBLL |
Wawabeuew Aq papinold UOIBULIOJU UC PESEG BLOZ-0L0Z PUE GLOZ - €LOZ 10} SIEIOUBLI P3YPNE U0 Paseq SONSIR)S PaZis-uowiwoy 8ainog

£z6'ark $ o6Z'sri § Lrl'ivd $ 06Z'8tt $ LIE'PEL $ 9z9'tel § SI6THL $ 6TLTEL § 698071 $ 2164'044 $ 5898'36 $ S6¥'T0L s sanuaAay
%bT PET %ST LT %6'T %TT %81 %0°€ hWTT %0'T %S'0 %t awosu| 12N
%00 %00 %00 %00 %00 %00 %00 %0'0 %00 %0 %60 %90 BWodU| JBYID [Ejo L
%00 %00 %00 %00 %00 %00 %0 TRE 0T %9707 240 0T %Ll (asuadx3) awoou] 1saiap|
%00 %00 %00 %00 %00 %00 %S0 %EQ %0 %00 HE'T %E 0" sasuadxy Bulunoey-uopn
%00 %00 %00 %00 %00 %0'0 %10 %0 %0 %Z0 %0 %10 dg 0} H woly S1ssy 19N
%00 %00 %00 %00 %00 %00 %00 %00 %90 %Z0 Y%l 0" %E'D sjassy o [esodsiq Jo 3[eg uo ues
2WooU| 1By
%lZ %ET %ST PL'T %6T %HTT %81 %HO'E %LT %81 WL %80 xe | 194y Jyoid Bunessdo 1an
%S0 %90 %L0 %HL0 %80 %390 %00 %C 0 %00 %00 %00 %00 Saxe | suwoau)
(L1g3) awoou| Bunessdg
%l E %6C %l'T Y¥ C %k %L'E %l %bE WEE %CE %8 T %0'E 20Uy puE uoeRaidaq
%8S %8'S %8S %8S %8S %6¥ HT'9 %P'S %b'S boad %E'E vausg3
T ¥ %Z'¥6 %T ¥ T ¥6 %L 6 %156 hBEE %9¥E %B'PE %856 %Z 96 sasuadx3 Bupnesedo felol
%S8 %S0 %S 6 %56 %S 6 %6 %56 %E 6 %E8 %y ¥ 6 pEttle]
%S0 %S0 %50 %50 %S0 %¥'0 %S0 %S0 %50 %0 %ED soueInsy|
%SEL %S EL %SEL %SEL %SEL %IEL %P €L %b'EL %L EL T Pl %S EL sayddng
%l'S LS %l'S EA] %L'S %L'9 %L'S TS %5'9 %F'9 %9'G 5334 [eU0ISSj0Id
%S 0L %S0k %S0k %S oL %S0k %ILE %S0k %TTh %L 'EL %Y LL %601 S0IAIRG PasEydIng
%L EL %LEL %WlEL %LEL %LEL %8BT %l EL NETE YT %0°CL %BTL syjeuag aakodwy
%8 0F

sabep pue sajees

%0°00 %0"00 %0"00L %0001 %000k %0001 %0700+ %0001 %0°001 %000k %000k %0001 enuanay Bupesado goL
%LE %LE %l'E %l € %LE %l'€ WEC %I E %EE %8BT TEE %Ll anuanay J2ulo
Y%E 96 %E'96 %t 96 %E'96 %E96 %E96 %V'L6 %0°96 %l 96 %W LE %L 96 %6'86 SjUNoa2Y [NRANOQ ST INUDAIY DIIAIDS JURREd 1N
%S ¥ %S ¥ %S %S %S ¥ WS %8 L %ty %HIT Yl %00 %00 SUN022Y NJQNG(J 10} UoIsIADId
%8001 %8 00L %8001 %800k %8001 %8004 %686 %k 001 %E 66 %E 66 %L'96 %6'86 ANUaAIY 0SS W3 18N

Lzoz

8102

Ol LigiHxE

0€/90 popu3 sYjuo Z1 pa1d3foid

paziiewion

abeIDAY JATH 9102 5102

i 0E/90 PRPUT SHUOW Z| [ENDY

BLOZ ‘0L AYWN 40 SY HHOMIIN H1TW3H S30UN0T S0 3NTYA LIHAYIN Hivd
SLNY.LINSNOD LNIWIDVYNYI 933

aL-eL-g
1d4v¥a NOISSNOSIa
IWILNIAIINGD



SLNVLIINSNQD
LNIWIDVNVIN

vl LIBIHX3

3B5

L3-400 v-IIIll(xsX)§65¥5¥\200 660

‘lejides o 1502 ebeleae-pejybiam au) puiyaq SUCHENI[ED PafBlep JO g-11] HaIuXa @ag ,
ymmoub - 8jel Junodsip) + Jeak aininy jsiy ay} Ul mop Ysea o} lenba si yoiym ‘fepopy Ainjediad UIMOJD UoploD) aL uo paseq £Z0Z PUoAag smoll Yseo Jo anjen ay) Juasaidal smoj UsSed [Enpisay .
‘saBesane Aijsnpul pue s[aA3 [22L0}SIY YJIM JUBJSISUOD SI yolym 'pPouad [BDU0JSIY JUBDRI 1SOW B} Uo paseq si uopdwnsse JAANSA a
's3)el X8} 8181s pue [eseps) leuiblew ‘papusa)q ay) sjussasdey :

“AjIN2aISA Ul salnjipusaxs

lexde o} [enbs aq [Iim Lolleaidap PaLUNSSE 8Mm JUBLILOIIALS UONEUI-MO| Patoadxa ey} uaas) 'sjeaa] Buipuads Loz PUB GLOZ UIM JUSISISUTD 'SBIES JO Y%7 10 |9As] BoUBUBIUIBW B jB
pajoaloid s1am saunypuadxe |elides ‘uons se ‘papasu ale saseyaind [BUSIEW ON ‘sainjipuadxe [elides mau Joj uoenaidap aulFybiens Jeak-usaas uo paseq pajewnse sem uoneaideq €
‘suondwnsse 1se0210} o} 3-{| NGIUXS PUE SHNS3J [EI9UBUY [E3LOISIY 8ZIfeULIoU 0] IpEW Sjusunsnipe Jo uoneue|dxs Ue 1o g-)| Naiyxe 355 5
‘%G°Z 40 Umo.B pazijewlou pajoadxe Uo paseq atel Yymolb Jeak [euile | .

95%'8e 8 ree'se FEE'VE $ |%00°€}
Zr9'ae $ 6 892'¢E 696'ZE $ [s605eL =3
000'GE $ | 200'7e 4 £EV'ZE $|rLzie $ [%007t z
L0S'ee $ [es9'ze 3 B806'LE 4 _$| sss'0e $ (%05 7L o]
cpl'ze $ v6E'LE $ sos'0e $ LI0'0E $ zgrez $ 1%00°GL
%08 %00°€ %05°C %00°¢ %05+
ajey ymous wiaj-buoy
viz'es $ A3g
68L'LZ poliad [euiua ] Jo anjep Juasaid
9z0'TL $ SMO[4 YsSeD 81aJasiq Jo anjea Juasald
68L°LT $ Ze9C $ BSLT $ zZoo's $ P9z'c $ 89 $ SMO4 YseD Jo anjep Jussaid
70250 70290 SI020 75080 %6160 50650 [Cw%oorr ] Jope4 unoosig
16EI'E 16E9E L6E9T 16€9°L 16E90 66900 spouad Bununoasig
0000} 0000°L 0000°L 0000°L 0000°L LBELD Jojoe4 polad [eed
LeL've $ SMol4 Yseg [enpisay
926's $ 080'% $ 668t $ Tl $ 0SSt $ zee'e $ Mold yse) sjqejieny JoN
(681 (vel) (681) (g81) (os1) (9£1) %PE'S (OMNHQ) [euded Bupiiop jeN eels-igeq
(c99'e) (p25'€) (z8r'e) (zov'e) (81e'e) (sez'e) %0k € saunipuadx3 jendes
£09'e $ ey $ 8sZ'v $ ool't $ 98z $ 8I8'C $ uoheziowy pue uonenaidaq PPy ,
SZL'y $ 5§80 $ 9lg'e $ Zps'e $ Z9l'e $ Ll6'S $ (L¥dON) xeL Jayy Joid Buyesado JoN
960'L $ 0z8 $ ces $ v $ Q00'} S L80'L $ %00°L2 S9XeL BWooU|
%r'€ %9°¢ %6°E %e'€ %t %L€ uibsepy 1193
12z's $ 506°c $ 86L'Y $ ver'y $ zol'y $ SE0'S $ (Lig3) awoouj bunesado
€99 $ €9L'v $ 88ZF $ 99/'¢ $ 982'¢ $ 818%¢C $ uohezipowy pue uohenaidag
%8S %8S %8G %8G %8G %8G uibrew vai1g3
v88's $ 8998 $ 9sv'8 $ osz's $ 6vo's § £s8s $ valg3
LoL'erl $ ssZovl $ ves'oel $ /I6FEEL $ LFTOEL $ #90'LEL $ sasuadx3g BunesadQ |ejo)
%SC %5T %S %S'e %S'E %S’ ey ymosgy |
9r9'zS 1 €26'8¥7L $ 06Z'SkL S ipLLbL $ 06Z'8EL $  LLB'FEL $ SaNUaASY 18N [Bl0L
JB3A (444 1202 0z0zZ 6102 8102 uonduinssy SisAleuy moj4 yseo pajunoasig
leujuus ] ‘0g aunr papu3 sYuoly i pajoelod

(spuesnoyy g)

QOHL3W MO14 HSVD 03LNNOJSIA -~ HOVOYddY SWODNI

810Z 0k AYW JO SV ¥HOMLIN HLIVYIH S3AHN0T 40 3NIVA LI¥YYIN HIv4
SINVLINSNOD LNIWIOYNYIN 903

8L-8l-5
14vdad NOISSNOsSIa
AVILNIAIINOD



SINVLINSNOD ﬁ 13-00¥M 8-1111I(xsIX)§65S+\Z00 660
AINIFWIDVNVYIN

%0'¥L lendes jo 3s09 abetany pajublapm

Hoae oney enden-o1igea
"09€ wWMdo 'siojedipul
BuneladQ pue |eroueul [eNdSOH J0 SBUBWIY £ |0Z Jod sonel [endes-o}-Ainbe pue |e)ides-0)-)qep uo peseg  %0'GL i BRI BRI

|elides jo 3s09 ebiedany pajybiap

%¥'e 192Q §0 3s0D Xe]-1a)}y

‘sajel Xe} Sjels pue |eiopsy jeuiBlew pepusiq auy) sjuasaiday %0l aley xe|

“EJE(] DILLIOUODT SAIDSSY [BI9PS4 BU) Ul UMOYS SE 81.0Z/0L/S 4O Se pleih puoq sjeiodiod ggg wiusl-buot  %E'y pIeIA puog sjelodio) 9494
%8 LLk jenden Anb3 jo 3s0)

‘8715 Jo anisnjoxa 'Auedwiod Joalgns ayj Jo ysu onewaisAsun ay} Jo Juswssasse s,903 Uo paseg %oe wniwald sy oyoadg-Auedwon

"a|10ap Y0l “yoogpuey uopnenieA L0z sdisud 2 4na %9'S wniwsald 8zig

"dy3 [ea0)sIH B3 Joj winiwaid Alsnpu| 08 OIS MoogqpueH uopeniea LL0gZ sdisud g #nd  (%8°0) wniwaid sty Ansnpul

"d¥3 [eouo)sIH ‘YoogpueH uonenieA /LOZ sdisud 8 ¥nd  %6'9 wniwsald ysiy Aunb3

(/G Ly/sesesfaln0b alasalIapa) MMM/ AIY ) G ' Sseajay [edliSelS aAIasay [elepad %0 ajey asi4-)siy
R R O e R N VP T

S3JON 22.nog uondwnssy juauodwod ajey Junoosiq

1V1IdVD 40 1S0D IDOVHIAV A3 1HOIEM — HOVOHddV JWOONI

8102 'O} AVYIN 40 SV MHOMLIN HLTVIH S3AdNOT 40 INTIVA LIXNEVIN HIVd
SINVLINSNOD INJWIDVNVIN ©03

8L-8L-9
14vdad NOIsSsSNosIa
a-lil LIgIHX3 IVILNIAIANOD



SINVLIINSNOD OU 13-d4sD OAilll(xsIx)565¥5#\200 ¥660
INIWIDYNYIN m

"anoqge pajs)| ssuobsjeo sy yym pajeloosse ysu ay} aunyded o} pasn sem wniwaid ysu olivads-Auedwod e ‘sisAjeue
sly} Jo4 ‘ssauisng Joalgqns ay} Buluunt yum pajeioosse sysu olewsisAsuou Ajuenb o} pasn si wniwaid ysu oipoads-Auedwos ay 1
:S8joN

%00°¢ winjwiald ysiy syvadg-Auedwosn pajosjes
uwiniwald ysiy ayoadg-Auedwosn

%00°¢ wniwalid ysty ayvadg-Auedwon paidu)

sjonpold Aejeudold pue ‘siybly ssiyouelq ‘siybuidon ‘sjusieq

1@xle|N SYDIN 10 Jonpold enbiupn 1o siswiolsng YA S1oeuoD wia | -Buo
$.40}]2B YSIY dAlISOH

sjospuo] pue Buipoday |eoueulq uo suonewI

swa)sAs uonngulsiq jo suoneywi

slelddng pue sIopusa UC aduBlBUSAD

$821N0SaY Juswdojsasq 19xel PUB }onpold Jo yoeT

+ 8|e2g Jo salWou02g JSYIQ pue Jamod Buiseyoind jo yoe
+ uonnadwo jo JyBi ul seoinosay Buneye O ¥oe
+++ uoneolsianlq [ediydelfoss) pue 8zig 1o yoeT
suosiad A9y Ul SdUBIIBIIBAQ

$80IN0SaY |ejdeD 0} $$800Y JO MoeT

Uideq Juswabeuey jo yoe

+ RioysiH Bunesadp
Si0joe XSy aanebapy
AS]JIN ualIep

%00°C wnjwaid ysiy oy1oads-Auedwon paijdwy
+ SHsiy oyloads Jayi0

+ Ajjigeoipald [eouoysiH pue sulbiepy :sBuiuieg

+ UOIIEDNISIBAIQ JBWIOISND)
+++ uoneaisiaAlqg |eoiydelboanyjonpoid

2Injonug |eloueulY
2zIg anjosqy
Jsweabeuely ‘uosiad Aoy

JUBWISSasSSyY wniwald ysiy ay19adg-Auedwon

As1y

INNINTYd MSIY J14I03dS-ANVdINOD — HOVOdddV SWODNI

81L0Z ‘0L AVIN 40 SV MHOMLIN HLTVYIH $S3AHN0T 40 INTVA LIAHVIN HIvd
SINVLINSNOD LNIJWIDVNYIN D03

T 8L-8lL-§
14v¥a NOISSNOsSIa
-1l LIgIHX3 IVILNIAIANOD



SLNVLINSNOD
INIWIDVNVIN

903

L3-wng 19 v-Alll(xs[x)§65¥S#\ 200 ¥660

"9N[EA JO SUOIEOIPUI 8Y) JO AJ|IqEIja) PUE SOUBASISI BY) JO JUSWISSSSSE $,903 U0 Paseq si suoneoipul jo Bunyblem ay] .

"suoljoesuUel} palniesa) ayj jo (ueipaw pue) abelaae ayj Jesu s| o|diynw Y1193
pejosles ay) pue ‘(ueipaw ay} 0} paledwod) Ayjigelyold 1amo| sy} 0} anp (8zis Jejiuis 8°1) suoloesuel) painjes) Jo (uelpaw
pue) sbesone sy} mojaq Apybils ejdipinw snusass psjos|es syl “sajdiynuu UOKOBSUEI) JO UONEIND|ED BU) 10} g-Al NqIYXe 983

"g-11 NQIYXS Ul UMOYS S|oAS| PRZI[BWLIOU B} 8Je SoUjaL [elouBul |

8L0'9p $ aneA asudisjug sseuisng papnjauo)
996'GY $ 6909F $ anjep asudiajug ssauisng pajesdipul
X009 XG0 a|dnynpy peoeles ,
199/ $ 9c9'lel $ oSS [erouBUlS |

valig3/A3g anusAay/Add

V-Al LIgIHX3

suoisnjpuo) S}|NSay POy} uondesuel] auljaping

(spuesnouy] $)

AYVINNNS — AOHLIIN SNOILOVSNVYYL ANITAAIND — HOVOXddV LIXEVIN

8102 ‘01 AVIN 40 SY MHOMLIN HLTVIH S3AINOT 40 INTYA LIHIVIN HIVd
SINVLINSNOD LNJFWIOVNYIN ©03

8L-8L-G
1d4vdd NOISSNosIa
IVYILNTAIINOD



SINVLINSNOD L3N dsoH 19 glllixsixsesesnz00 rE60
LINIWIDVNVYIN wum

of fedeD pue “ooqupid 'uine But :sainos

"POPNIRUL JoU @JaM SIBIANG PERNIIUI Jou alam s|epdsou Aeads *seidinw Bugoe|os Ly PEZAIEUE BN} B18M SNUGASI PUE SPRQ JO JBqUINU Aq PAINSESLU SE G215 U] J|IIS JS0W SuoRIEsuRl| "

%S 000°L85Z § 0009¢9'LEr % CO0ESL $ £55008¢C s v SieRaeN Giear] sopinot]
X560 SANINK Pe139[es |
XZr0 %6°E 629'670°C §_IEL0iZer S 121195k S vzl $ PrI8l6 3 s v N Sucparsuel] paimead] |
*Z00 %EL9- fooo’ooa'st) 5 - 5 00000 s (iEs'r0z) s - D mo7
*sg°0 %97 000°082L $ 000'5L07C S 000'0ZE'0} s 16071 $ 6e0'09% $ sz siuenp samoT
*55°0 %19 126'502'¢ $ Lip'sor'os s 000'000°0F s ozs'se § 9sr's08 s ueipayy
x68°0 %S'S 8£0'58S°EL $ 962'L26'7ZL S sza'TlO'sEL S LOC'ER $ £55'556 s 551 aBesonty
x06'0 HETL LEE'00%'0L § 10£'880°tBL  $ 000'000'0FL  $ LBO'EVE 5 6’5zt $ 064 aiuend seddn
xBEY %z or SEP'B6L'POL  § 0SO'CLYLZ6  $ 000'000'000T  § GOE'¥EL 5 #90'86L $ E5L YBH|
¥N wN %E'G 000'£48 000'COE'SH N 089'ZE 000218, 74 waishs 818D W{EaH ONM ON woiduon (9N) [endsoy wegeys
¥N WN Hl¥E 000'0%L 000'0%0'S N L 000'082 1 pIBeH piojues as yosduan (as) jendsol ssacoy [EanUg [BUOWAY PocAMUL-UDIIED
wN N %SG ooo'zey 000°008'8 N 0BZ'6L 000'25€ 74 WEsH Aunwwey Hunog skesuduing NL aeAug (ML) [evdsop siaay eauy)
x5zl X500 %GE 000’008 000'000'2Z 0000001 000'ZE 000’088 o4 waysks tpjeoH pienBuen vy yoiduony () feudsoy [eloway oy L
YN WN %O 000'009'LL 000°008'Ek N Z0E'60r S09'8L0°L >4 uoiquiks gy sealy (@) jendsoy maip uienopy
X¥zT xpED %ZGH 000009y FEIEIZI0E 000'02E"0L 000'F8L SPS'80Z' 1 sz waiss esH BAY HO Wouduoy (HO} jPdsoy funwwiog snifsng
x /56 XEPD %Gy 000'000'L 000'00€'2Z 1L0'995'6 ooo'or 000268 sz tjesH Lio HO Wouduony (40} Jaues eoipayy uebo L
xgz9 X1P0 %S9 000'P9E’L 00022802 oirzes's 095'¥S 088'9e8 az sUpnes pue £4anjusy JO HOWEN LERH [EUBIBaY N| Wouduoy (NI} jeudsop jeuowaly yeag L
xipg xsa0 %Sl 000°268'E 000'002'5Z 000'00€"1Z 089'sSL 000'800'L sz eseaueay Bded HO aeavg (510} [Edson Auununuog eaboysn L
xgp'g xeo'k %ITL LEE00F 0L sl5'BEY'1e 66V'696'48 868'88Z S06'L92'T g€ OH uled o I Wouduoy (1} eydsop wjeop obtuog L
xZg'LL x1L0 %99 000°005'E 000'008'£5 SZLP9'0r coo'ovE 000'FOE'Z sz sjepdsoH wiedeyr 1N Wwouduopy jedsoH flog L
N N %Oy 681'656"1 656'919'6E WN 068°08 sLr's08 " s[zidsoH jujodejn vd Woiduoy (vd) eudsop uosen
WN x6L0 N W 000°005'9£L 000'000°0 ¢ N LPB'8Z6 061 “ulsevyweshs e 1SIusapy O wouduoy IEydsop [eucwal pa
YN X9z} WN N 000’00 ELL 000'000°'008 WN WN N "d"™ 'diysiouped Bugeiedo 4w ML ojEALg I 'sBuipjo} eledeq
WN X960 YN N 000'006'16 000'006'ZE YN 89E'£96 56 {INT'SEbepsEN) "ou] ‘YiieaH 1uIodejT I seaud Su] JRIUBD [EDIpay [euoiBey umoustEny |
XZEEL XBEY UETE 000'0£8'08 000°0¥9'SYZ 0DO'0SE'9L0'L WN WN WN {JHI:ISAN) usneiodion ijeaH ssedwoou Wy 'HOXL  @IeAug 977 "ieupEd [ENdsOH JuBley
¥N x2¥0 N N LSB'¥96'LS 000'000'51 N 6E0'09% 9zt {uoRepuno) sa01IaS BIEINIRAH SUid [N arenud pajaoues |88 - (PN) Aunog weles jo |eydsop [euowely
b e XLF0 LT 8L'8LL' vEL'EBE'SE 000'000'0F £0Z'L ShL'IYE yiz4 IEvdsoH AjunwiLiog upye 14 eyEAud |eydsol |e1aueg sbupds wieg
VN XOLL HE' Lo (158'108'8) EZ8'STLEL 000'00S'FL (1ov'eel) 00¥'L8Z ir 071 'siolnieg jues |y yenug ueBiyony jo [endsop siopeq
xgee xZZ0 %LD zEr'986 882'596'p 1 000'0SE'E 0S9'EL ¥00'50Z €L AIESH [BUOISBY L AN wouduoy [eldsoH [euoiBoy oyeRsop
N xoi'o BE'T (eez'526) 165'SBE'S | 000'008"+ (g5e'9e) Prach-1t &8 dnougy puysey x| Wwosduoy Imndsol [euoway emog L
WN XOL'E %RED- (sog'eoL) £2L'LIG'9E 000'000'51 (8p1's) Zir'sor 06 wayshs uileeH peyun BUIBAA ISEA AW ouduon (AW IE1idsoH [eLIoWDYY SplouABY
xLG x0L0 %) TZI'BEE'SH SrL'LBLIBL 000'000'08% 189'28 S¥E'e8s £51°1 “au] ss9ue [EydsoH eregjeuaiBoy NL alerud “2u} ‘aseaugieny efaden
X0EL X670 %L'9 VEB'LLL'EL SEL'21eZ8L 000'008'88 £51'eS 150161 622 WIEBH DM AN woiduoy ASI[EA, UOSPNH 8L JO B3URYIAEEH
X 15T EvEL] %6'Gh Zse'sal’s ¥ LLLZE 000'000°EL BIZ'BGT E9S'SES' L o0z “oU| ‘sWashs Lyjeey Apunwiwos My aEAug |eydson feoeds suepisiug
WN X152 N ¥N 000'000'SZ 000'00LZ9 WN WN wN (sqooer Aeor) eseaigieay eipeay NI woidusy |ENdSOH JuIo SN |
¥N x 10 WN ¥N 000'00£'091 000°000'05 N 0Z0'6rY 15€ "aU] 'S80]0BS G1EILYEBH BLUIY N ey “3U] 'UBIUBY [EIIPBI §ARUIN UES
WN X0 YN wN B2Z'865'SE 000'005'6 WN sZ6'eTy'L sz {oW) Aoiop O 1yosduon (OW) ebeen [mdsop Aosepy L
X 0B'0F X580 %LT PO6'PO.L'a 006'16£'92E 000'000'9.E Lon'ze LBa'ors’L (14 yijeay jsndeq Nj Wosduon oL, 'gz unp s8alMIeg WeaH pue [eudsol [eUOWSp PAD|3
W¥N xoLo wN N ES6ZL0'LS 000°000°04 N LIv'ees ] SBIAIDG BJEOLY(ERH BWLY HO 1gosduoy 91, '0g une (HO) [ENdsOH [euowWaly AUNCD UDJIOUSED
wN xZLL %bT (0s5'099) 9vL'LZT e 000'0£9'ES (812'22) 864'920'L 62 uopesodiod sepioed [E2PR NI aipAly s1,'sLpr [eydsoH E216Ing puE [Eaipaly Ain
WN XgEY wN - - 000'005'61 - - 01 dnoie 9e va 1orduon gL 1zmr pajeoues [eaq - (D) 10jueg [EIPel PUE [EdsOL [EUiBeY SUsPIES)
WN X600 wN WN rIAZELBL 000'00L'L WN SIS'PEL sz dnosg [epdson ayuge) oM Wosduopy L 'lzmr (ON) seyos jo |eyidsol Aunwwoy Jesucly L
x6T'5 x0LD %EEL BEV'LL'E ZEEZRL'ST 000'0FE 51 Ze6'Z91 BLE'SZE'L £ LIZ% [B9BUD UOISSIY SNPIEA JBLED MO aeaug 9L 'zz e 1E}ASOH S BN BRISEYT
X508 X6E0 %LS LZ6'E0L'E Z6Y'766'79 000'000'5Z 60E'Z8 PPETVE'L s sJE3UBa UOSUNY I Wouduoy 9L sz e Jejueq [Eaipely Bioys oM L
X9L8) XZ90 %EE Zvo'iso'y £SE'LEB'ETL 000'000°SL KLLE 998'LEL'L 601 auejipesH piojuey 19 yosduop g1, 's Bny Iendsop projeBuny epopEys
XZLYT x990 %LT ¥E6'129 £0¥'052'2Z 000'000'S L9E'9L 569'865 88 Jofing payauspiun yo aperug 9L, "6l By (eydsop| [eUoiBay seleiseyD
x500L X IET %O'ET 866'0F8'08 osg'BlEPEL 000'000'0LE BOE'VEL ¥80'86L'E rAd jusLuaBBUBK [BOIPelY PONIPAA X1 [OWSN :DYASYN) Atand al. ‘oe By “aul "sBuploH QMSN
X 85’9 XZED %6'F 000'010'81 000'09.'82E 000'000°504 €92'rR BLE0EL'L 081 ouj 'sBuipjoy [eaipapy adsoid 13 ejeAld at, 'og deg DU HIGWIBN W[BSH INA0BULED wase]
XEL0L XLV0 %L ooo'osk'y 00D'0EF'EST 000'001'SE LWL 0S0'6ER 009 “ou] 'sBuipjoy |Eaipeyy Pedsold 19 QleAlg 91, ‘og des “ou] SOABN WilESH Kinguoie Jajeosg
908 xz90 %e'L £80'861'Z9 ¥91'962'008 000'000°00S £SE'PEL SEZ'L0GZ oze INdN vd wouduoy 3L, '8L PO W{EoH Buusyanbsng
x9L'L X180 %L SEF'EELFOL 0SO'ELY' 126 000'000'054 EZETGE £9Z'6EE' 89 18n11 pue Aoyny sjepdsoy Amisaun Ho (WOH:ISAN) 21gng 9L '8z O s{eydsoH BLIOYENG Z
N X0K0 N YN LSZ'9IS'T 000'000'L N 059001 sz SIEDPIEDH BACULSY N | aenud 9L, LZro (NL) |midsoy Aunog yess ¢
X68'6 XL WEL £E0'sE82Y 605'PRY 155 000'000'6ZF. 6LLPR SpS'skL LS weyshs esH SIBDBINI WA {HAD :=ESAN) 2Uand 9L L1 AON wasg wiesH poamiDoy
XPEY XZED HEL 094 'PLEOL BEE'SBS ThE 000°000'5Y 2sh'Le BrLVLS LT s3I § [EndsoH Aunwiwog eprsiuung i (HAD 3SAN) olland 9t ‘£l 280 aimg uoiBulyseny W siEdso 4
YN X200 %EBT (892'eL1's) 189'620'81 000’00 (1e5'702) L8L'ETL 5¢ T dneig [endseH sugei aN s1eAld EIAWEAL) |eudsop Aunwwog Jssuold ¢
YN XoL0 WN YN 609°258' 1L 000'005'S N POL'PLY 5¢ [eudsen Buteaym A Wouduoy Lh'baep (A [eudsoy [e1eusg slnsisisls ¢
wN *8Y0 YN WN 000'000° 185 000'000'08Z N WN wN seajnes swebeuey YOH YO Jyouduoy 21,6} dy e [eaipey Ausienun yjes feuowayy
wN wN %6~ {ooo‘coo’sL) 000000064 000'000°04 4 (gov'sz) Sv8'0BE'L BIS $ LeaH 2iUepeIY URILRWY) SIEJL}ERH UIPE|Rd Yd ajeaud L1, '5deg [endson seudoisiyD 1S ‘|EdsoH AYSIBAIUN UUBIBUYEH
WN X09°E wN wN 000'000'555 000'000'000'2 VN YN YN peSaPSIPUN N wouduoy LL.'9L 300 (Aossop moN Ul sieidsoH aljowyeg ey siepdsoy wiesH Auul
valie3 anuaAay uibren vaiiea senuansy DIAWIASE paldw]  pag Jad valiad pog 1od enusnay spag 1nbay uoneao smms ;eq bujso|y ~jabie BT
HOMWAIE) Ho1AnIAIE) vaLies Wil wWi19biey Wi whiel

H10Z ‘0L AVIV 40 SY HHOMLIN HLTYIH SIAUNOT 40 ANTYA LIHEYIN My
SLINVLINSNOD LNIWIOVNYIN 903

815
14v¥H0a NOISSNOsIa
B-Al LIBIHX3 IYLLN3AIEINGD



SE::WZS muum E-E:mon_w<->__Axw_xvmmmvmﬁmoo.vm%
LNINIDOVNVYIN

‘paiinboe aq 0} |013U0D JO S}BUaq By} Joy Jsnlpe o} sejdiynul Auedwod

agnd paijdwi sy} Joao wniwaid e papnjoul aaey am ‘lybnos Buiaq s! 1sausjul Buljjosjuod e sy |0Jju00 Jo saanebolald
aU JnoylM 1Salajul [eioueuy Ajoulw e jo aoud ayj suasaidal sauteys Auedwod peped; Apiignd jo soud sy .
‘J@sys aoueleq ‘£10g ‘L€ Jequade( Jed

‘sajdiynw Y1193 pue anusaal
Auedwo suijepinb uo ybiam [enba pade|d am ‘Ajjigel|S] PUE S2UBAS|SJ JO JUSWSSSSSE JNO UO paseq .

"saiuedwod olgnd ay} 0} aAje|a] PauisIanIp SS9| pue Jojlews si Auedwod auy

asneoaq UeIpSW ey} mojaq si a|diynw gL ig3 pajosles ey sulblew ygligs jemo| s,Auedwiod ay) Jo asneasq ueipsaLl
8y} mojaq si ajdiinw anuanal pajoales ayl "sajdiinw Auedwod algnd auljepinb jo uone|Nd|ed 8y} Joj O-A HAIUXS 89S ,
"g-11 LISIHX3 Ul umoys S|9As| pazjjewlou ay} ale soljaw [eloueul |

89/.'8¢ $ anjep asudialug ssauisng
(G00°1) ysen ssa
LBE L1 19eQ :snid
18€°8C $ anjep Ainb3 ajqejaytepy ‘Buljjoiuon
20.L'e E wniwaid [oJuoy
089'v¢ $ anjep Aunb3 sjqeaxJe ‘ALoulp
G00'lL ysep snid
(1ee'L1) jgeq s,
990's¢ $ anjep Jo abuey psjesipu]
¥rv9‘oe $ 886t $ anjeA 10 uoneapu|
X00'v X0€0 a|diNAl pejosles
1992 $ 9z9'lel $ SIS [BoUBUL |

valiig3a/a3g anuaAaxy/A3g
suoisnjauon uondwnssy s)insay poyla Auedwo) dijqnd auljaping

(spuesnoy] $)

AYVININNS — AOHL3IN ANYdINOD 21TdNd ANITAAIND — HOVOdddV LaXMHVIN

81L0Z ‘0l AVYIN 40 SV YHOMLIN HLTVIH S3AHN0T 40 INTVA LIHNHVYIN HIV4d
SINVYLINSNOOD LNJWIOVNVIN ©03

81-81-G
14vdd NOISSNOsSIa
V=N LIGIHX3 IVILNIAIANOD



SINVLINSNOD mVUM 13-9s80 0d9 9-All(xsX)56575%\200 7660

LININIDVNVYIN

"PIEJIPSIN pUB SIE0IPSIN WOl anuanai jo uoiuodold jsabie| xau syl seAl808l }] "sieunsul sjeAud JaLio pue (sQdd) suoneziuebio sepinoid pausiald (SQNH)

suoneziueblo soueUSlUIBLU Y)Y WOy SnusAad S) Jo Ajuofew sy} sealeoal JUIoda)l] "$821A9s dulelpad pue 'saoiaias UohEIIqeyal ‘aled Jnsoubelp 'ABojoouo ‘ABojoipes

‘240 wool Aousbiawa ‘sol}eISqo ‘BuRipaw [ewssiul ‘Ausbins [eisuab apnjoul S90IAISS 853U "SI0} S)I B PaJayo seoInes [eudsoy yBnoiys anuaasl seelaush Auewud

wuy 3y "$31eIS pPaluN Sy} Ul sani|ioe) 9jnoe-jsod pue ‘s19jueo Jusiedine ‘seaioeld uelisAyd 'swalshs yyeay [euoibal ‘siendsoy ANUNWILIOD S3)elado pue SUMo yijeaH iodai

‘enuanal juaned sjsus |

10 %9€ 1noge dn axew seoiAles Jusileding 'SEXe ] PUE ‘BpUO|H ‘BILIOM[EY Ul SUONEISdO (B0} S)I-O JSOW UJIM ‘S8Je}S SNOJSWNU Ul SaNIoe) SBY J8Ua ] “JajIuoD pa||ed fielpisgns
8ok anuaAal e pue 'si2juLd aied jusbin pue ‘sisjuso BuiBew onsoubelp ‘s1ejusd A1aBins AIoJBINqUIE G/ JBAO SE [[om SB 'Spad 000'0Z UBY) SI0W UM sjendsoy ales

-8noe g/ JaAo sajelado J| suolssiwpe epdsoy s,A3unoo sy 4o %z AlYBnol Joj BURUNOIYE SN U} Ul WL a1ed-sjnoe Jsabie| auj JO U S| SIEOU)|BSH JoUs ] 'sejjeq Ul peseg

's|eydsoy juspuadapul 0] 301AI8s Bunnsuos pue Juswabeuew sapinoid pue seusbe Yiesy awoy Jnoy SUmo osje Auedwod 8y 's}eyJew Uegqin pue ueginuou
ui payeoo| sjepdsoy aueo-a)noe [eseusb gz seses| 10 sumo Auedwoo ay) sejels pelun eyi ul jojeisdo [endsoy paumo Apiignd 1sabie] oy} sI sSWalsAS yyesH Apunwiwon

'suoneziuebio aies psbeuew Aq pied s1 snusasl Jusned Jau s,wiy 3y} jo uoiiodoud jsebie| 8y "PIEIIPSI PUB S1EIPSYY WO SNUSASI juaijed jau sy jo uood Jueoyiubis

B S9AI808) S80IAIBS LJ[eaH [BSISAIUN "BNUSAS |[BISAQ SULl: 3] JO Jley AlyBnos seingujuoo Juswbas yoe3 -sisjusd ABojoouo pue Aisbins pue ‘siejdsoy [eaiBins ‘sjejdsoy

8.1e0 2}NoE S, WY BY] Sapnjoul JusLUBas s80lAIeS [E)dSOH SIB) 81N9Y 81 "SI2IAISS U)[eaH [elolABUSg pue SadlAIeg [BlIdSOH ale) aynoy 'sjuawbas Aoy omy ul sayesado wuy
ay] 'si8ju=0 ABojoouo uonelpel pue ‘sisjuad A1sbins Alojenquie ‘sjeydsoy [eaibins ‘siejuso uijesy Jolneyaq ‘s|eydsoy 21e0 2jnoe sejesado puB SUMO S30IAIBS UjERH [BsJaAlun

‘anuanal juaed s,yYOH 40 %0F INoge dn 9yew Sa21A9s Jusjjeding "SExa| pue eplojd Ul Aenoned
‘sejels pajun waynos sy} ul ase suonesado sy jo Auolew e ing ‘puelBug ul pue se1e)s Oz Ul suonesado sey yoH ‘SesIAes yilesy Jjo sbuel peoiq e Buuayo ‘siajua0 jusigedino
gL | pue sjeydsoy 0/ | s9jelado )| selelS pajiun sy} ul Jojelado pue Jaumo [eydsoy aieAud 1sabie] ay) Si YO H 'SuoISSIWPE |endsoy "g'M [2101 JO %G INoge Joj Buunoooy

"}ooquoalld :92Inog

"2u] 'YESH Juogey]

"oU| ‘eleduyesH Jeus )|

‘ouU| 'swsisAg yiesH Ajunwwon

"0U| ‘'s201M8S YeaH Jestaniun

"oU| ‘'se0Inag Juswabeuep YOH

uonduosaq ssauisng

—_——

SNOILJI¥OS3d SSANISNEG — AOHLIW ANVJINOD J1T8Nd INIIAIND — HOVOUddVY LaMdviN

8L0Z ‘0L AVIN 40 SV ¥HOMLIN HLTYIH SIAYNOT 40 INTVA LINYYIN HIv4
SINVLINSNOD LNIWIDYNVYIN 903

81-81-§
14vdd NOIssNnosia
a-A LigIHX3 TVYILN3AIANOD

Auedwog 21jqng aurj@ping



SLNVLINSNOD mvum E-%s_oaoo->__?mmxvmmmvmsmoo.qmmo
ANIWIDVYNYIN )

Hooquolld 182JN0Sg

X00'y X0€'0 ajdpiny payosjas|
XZy'GL- XLL0 (Z1L'L) $ (1L6) $ 2zZoo'l $ X05°€i- Xx89°0 (zo6‘t) $ (ro't) ¢ £9z $ mo7
X96°L X670 602 $ pSg $  cerol $ X057, XZ60 60€ $ 659 $ oLrol $ a[ieny 1amo7
x.8'¢ X0k 08L't $ toL't $ 1557 $ xgrg XL0°} 126 $ LKLY $ gce'sL $ uelpapy
X80y XxgLL 96¥°L $ 6LPT $ S0L'6L $ Xxesw XpLL [ $ 19272 $ r9L'sL $ abesany
XE6°8 xXppL LSZ'L $ €££072 $ G90'6L $ X6L'8 Xxc#'L 69Z°L $ L6t $ 6.L'6L $ ajpreny Jaddn
XG0°04 XLS°L 9559 $ 6129 $ riv'vr $ XgE'kL X09°L 1209 $ z0z'g $ rLo'sH $ ybiH
XE£6'8 XLL0 ¥'602 5°€55 1'200'2 X052 X890 9'80¢ 7659 1'€92'2 "oU| ‘Y)eaH jutodair
X50'0L X20°L 008L'L 0°€£0°2 0'690'61 Xge'LL X20°L 0°'/26 0°262'L 0'6.L'6L "0U| ‘aJedyilesH jaual
XZyGL- X/6°0 [ WAWNS) (01186) 0'285'FL X0G'€L- XZ6°0 (0°zos'L) (0" 1r0'1) 0'ese'sl "0U| ‘SWASAS yieaH Anunwwod
X/8'8 Xy L 27082’} 600L'L S'p8ir'olL X618 XG¥' L 8'89Z'L 291" L 6'60%'0L "0U| 'S20IIDS YHeaH [essalun
Xg6'/L XiG°L 0'985'9 ¢ 0BLLS $ Ovlv'vy $ x8t'8 X09'L 0'L0'9 $ o0zoz's $ OvL9'er $ "oU| 'se0IMBS Juswabeue YOH
YAllg3 /A3E @nuaAy/A3d IE] vallga EQNETERN] VQALlIg3 /A9 9NUIAIY/ATE ITEE] valig3 anuanay Auedwo? auljeping
SUUON Z| ISE iea, |EDSI] JseT
Leve'r § LL0S $ 6L18¢ 9ery $ - $ riv $ 87687 $ raz $ LeL $ Mo
Lerort §$ ZTEILT $ LO¥PE 89°Z¢ $ - $ rol $ L'G6LE $ 0L¢ $ Lorl $ ajeny oMo
9Z60GL $ 0CEET $ 150204 GLYS $ - $ oL $ o0%ss8EL $ Z9zt $ orzy $ uetpapy
veLe%Z ¢ Z'8550L $ 99L0FL 6£°29 $ - $ 06 $ 098E€L 8§ L60S $ PeEs $ abesany
0LPr0Z $ 0bLL'LL $ 162911 8L7L0L $ - $ 00181 $ 0I6L¥L % 0999 $ 0¥L6 $ aueny saddn
199669 ¢ 1'L86°GE ¢ 66Z'6€ 9£'9LL $ - $ 0€z292 $ 0veS'LE § 0°/69°L $ 0980°L $ ybiy
Leve'y $ zeTl'e 8'8¢ 2'vS % {44 8'v68'C vze L'ovL "oUu| ‘UyesH JuIodaj
oLrr'oz  $ 0'Gee's 1'zol Lee n 0'€zZ9T 0'LBL'YL 0999 0'vL6 "ou| ‘BledyjjesH 1Bua L
L'eéb0'vL ¢ 120§ £9LL 144 5 0¥l 0'ss8'el 0'l¢e o'vey "oU| ‘swielshs UyesH Ajunwwo)
9Z60'Sk  $ OvLL'LL ¥'v6 8Ll = oL L'GBL'E z'9zZl L'es "0U| ‘'SBOIMBS Y)|EaH [ESIAILN
£'996'69 $ L1GS'SE $ €£6vE $ gLolL $ - $ 00L8't $ 0v6S'LE $ 0/69'L $ 0980t $ "ou| ‘seoiag Juswabeuepy vOH
A3g Anb3 Buipueising ERTPEERT FERT 1sa183u] fjouly [GEN] jgeQ juaund  SJUSLUISIAU| WAL Ruedwoy surjeping
JO anjep JoxJe saleys pailajald una)-buom -Hoyg pue yseo

(ejep aseys sod Jdooxa 'Slejjop JO SUCIHIL Ul SiaquInu |iy)

STTdILTNN 40 NOILYINOTVD — AOHL3IW ANVJINOD J1T9Nd ANITIAIND = HOVOdddV LIXAVIN

810Z ‘0L AV 40 SV MYOMLIN HLTY3H S3QUN0T 40 INTVA LIHAYIN Hiv4
SINVLINSNOD INJWIDVYNYIN D03

81-8l-§
14vdd NoIssnasia
O-A LlgIHX3 IVILNIAIINOD



CONFIDENTIAL
DISCUSSION DRAFT

WASHINGTON STATE DEPARTMENT OF HEALTH
FAIR MARKET VALUE OF LOURDES HEALTH NETWORK AS OF MAY 10, 2018

COMPARISON OF DELOITTE APPRAISAL - INCOME STATEMENT

Deloitte Projections to Actual

2015 2016 2017

I/S Figures
Total Revenue
Deloitte
Actual

Total Operating Expenses

§ 107,948 § 111,344 § 114,391
$ 110,197 $ 120,869 $ 132,129

Deloitte $ 103,398 $ 105,119 $ 108,759

Actual $ 104,603 $ 114,294 § 123,965

Deloitte $ 4550 $ 6,225 § 5632

Actual $ 5594 § 6575 $ 8,164

Deloitte $ (3,350) % 1,705 § 1,311

Actual $ (30200 $ (2938) § (2,259)
Implied Multiples of Concluded Values Low High

Base EBITDA
Deloitte Valuation

Projected (based on 2015) 3.89 5.32
Actual (based on 2015) 3.16 4.33
ECG Valuation (based on 2017) 4.67 5.05

One-Year Projected EBITDA
Deloitte Valuation

Projected (based on 2016) 2.84 3.89
Actual (based on 2016) 2.69 3.68
ECG Valuation (based on 2018) 4.55 4.93

Two-Year Projected EBITDA
Deloitte Valuation

Projected (based on 2017) 3.14 4.30
Actual (based on 2017) 217 2.96
ECG Valuation (based on 2019) 4.44 4.81

Five-Year Projected EBITDA
Deloitte Valuation

Projected (forecast year 2020) 2.70 3.69
Actual (ECG's Projected 2020 EBITDA) 1.91 2.61
ECG Valuation (based on 2022) 4.23 4.57

0994.002\454985(xlsx)||IS-E1

5-18-18
Projections to Projections
2018 2019

Totat Reeiie i 1L e g g
Deloitte $ 118710 §$ 122,271
ECG $ 134917 §$ 138,290
Deloitte $ 112531 § 115,907
ECG $ 127,064 $ 130,241
Deloitte $ 6,179 $ 6,364
ECG $ 7,853 § 8,049
Deloitte $ 1,527 § 1,624
ECG $ 3382 % 3,650

Note: ECG used annualized financials for 2018 (based on Dec. 31, 2017).

Concluded Values

7 Low High
Deloitte Value: $ 17,700 § 24,200
ECG Value: $ 36,650 $ 39,650

EC MANAGEMENT
CONSULTANTS
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5-18-18
WASHINGTON STATE DEPARTMENT OF HEALTH
FAIR MARKET VALUE OF LOURDES HEALTH NETWORK AS OF MAY 10, 2018
COMPARISON OF DELOITTE APPRAISAL - WACC
Deloitte ECG
Weighted Average Cost of Capital
Unlevered Beta 0.8
Debt to Equity Ratio 100%
Subject Tax Rate 35%
Relevered Beta 1.32
Risk-Free Rate 2.6% 3.0%
Equity Risk Premium 6.5% 6.9%
Industry Risk Premium n/a -0.8%
Levered Equity Beta 1.32
Cost of Equity 11.2%
Size Premium 5.8% 5.6%
Company-Specific Risk Premium 1.0% 3.0%
Cost of Equity Capital 18.0% 17.8%
Subject's Estimated Pretax Cost of Debt 4.8% 4.3%
Tax Rate 35.0% 21.0%
After-Tax Cost of Debt 3.1% 3.4%
Debt to Capital 50% 25%
Equity to Capital 50% 75%
Concluded WACC 10.6% 14.0%

EC MANAGEMENT
0994.002\454985(xIsx)||WACC-E1 CONSULTANTS
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WASHINGTON STATE DEPARTMENT OF HEALTH
FAIR MARKET VALUE OF LOURDES HEALTH NETWORK AS OF MAY 10, 2018
COMPARISON OF DELOITTE APPRAISAL - MARKET APPROACH
BEV/LTM Revenue BEV/LTM EBITDA
Guideline Public Company Method
Deloitte
Median 0.43 5.8
Selected 0.18-0.25 3.5-4.5
Median 1.07 8.87
Selected 0.30 4.00
Price/Revenue Price/EBITDA
Gu_ideline 'I_'ran_sa_;tio;j\s Met_hod
Deloitte : i
All 0.70 9.10
With EBITDA Margin < 6% 0.34 15.1
Critical Access Hospitals 0.31 N/A
Selected Multiple 0.20-0.25
All Transactions 0.55 7.30
Featured 0.42 6.22
Selected 0.35 6.00

EC MANAGEMENT
0994.002\454985(xIsx)||Comparables-E1 CONSULTANTS
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MEMORANDUM

DATE: May 18, 2018
TO: John Bry, ECG
Janis Snoey, AAG
Nancy Tyson, DOH
Audrey Udashen, AAG
FROM: RCCH Healthcare Partners
Lourdes Health Network
RE: Comments, Observations and Questions Regarding May 16, 2018 Draft Fair Market

Value of the Lourdes Health Network

Thank you for the opportunity to preview the draft of the ECG Management Consultants Fair Market Value
of Lourdes Health Network (the “Valuation”). RCCH Healthcare Partners (“RCCH”) and Lourdes Health
Network (“LHN”) appreciate the opportunity to have reviewed the Valuation and to provide you with
these comments, questions and observations. We are hopeful that ECG and/or the Department of Health
and Attorney General’s Office will be able to address many of these in the final Valuation and their
respective assessments of the LHN Conversion Application.

1) Time of Valuation.

a)

b)

The purchase price and capital commitment were set in 2015 as the culmination of a RFP process.
Six organizations submitted responses to the RFP. After an extended process, the LHN Board
selected RCCH and the parties signed a letter of intent on June 12, 2015. All pricing issues
regarding the transaction have been fixed since that time. See pages 2 and 3 of the May 1, 2017,
Conversion Application for a full discussion of the RFP process. The Valuation does not address
that this RFP process set an actual market price for LHN at the time at which the transaction was
entered. We hope this issue is addressed in ECG’s final work product.

The Valuation was performed using fiscal year end 2017 data (note that the fiscal year end is 6-
30); however, the deal was struck several years prior when EBITDA was significantly lower. For
example, the normalized EBITDA used as the basis of the forecast for the Valuation is 83% greater
than the 2014 EBITDA, which was the basis of RCCH and other bidders’ valuations at the time.
Moreover, FY 2017 is not reflective of the current operating performance of LHN. The 12/31/17
financial statements provided to ECG show that LHN’s financial performance significantly declined
in the 6-month period following 6/30/17. Adjusted and annualized EBITDA based on 12/31/17 is
$2.406M, as compared to $8.164m in the Valuation for FY2017. See Exhibit A. If you include data
for the 10-month period ending 4/30/18 (that is, FYE 2018 to date), adjusted-annualized EBITDA
declines further to $1.226M. See Exhibit A for EBITDA calculation; see Exhibit B for FY2018 data
through 4/30/18. A valuation of LHN based on FYE17 does not present a current picture of LHN’s
performance.

{DWB1735019.DOCX;3/14348.012001/ }
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2)

3)

ECG Factual Errors and Deficiencies in Assumptions

a)

b)

d)

e)

f)

An EBITDA margin of 5.8%, utilized as the baseline for the forecast, is higher than the historical
average. The margin increased from 5.4% in FY16 to 6.2% in FY17 due to lower purchased services
and professional fees. Is this considered a sustainable reduction or was it due to the 'management
services' that were budgeted to be provided by Ascension in FY18 but excluded from valuation
model? This 0.4% increase in margins has a $2.8M effect on the present value of the terminal
cash flow alone. And as commented on in #1.b. above, this margin is greatly lower in the periods
after June 30, 2017.

ECG indicates that it dismissed 2018 management fees “assuming it was not for services that are
necessary to the operations”. Ascension is deliberate and careful in the allocation of costs that
are necessary and appropriate to operate each of its hospitals. The allocated cost to LHN is
consistent with how Ascension allocates cost to all its hospitals which includes a variable for the
relative size of the facility. Very specifically, if this facility operated as a stand-alone facility much
of the costs charged to it as management fee, for services provided by Ascension, would have to
be purchased from other parties and thus the cost would remain and be included in ordinary
operating expenses. Similarly, when RCCH acquires LHN, most of the same services Ascension
currently provides and charges for through management fees will be provided by RCCH. There is
no basis to exclude these costs which generally represent true cost of business for this facility.

There is a significant risk to LHN’s continued status as Critical Access Hospital (CAH). There has
been various legislative activity in the last two years, at both the federal and state level, that could
materially impact the reimbursement available to LHN as a CAH, up to and including the loss of
that status. LHN has already received notice from CMS that it will lose its CAH status as of May 3,
2019. See Exhibit C. This is a material factor that should be considered in the discount rates used
in the valuation.

It appears that the 21% tax rate used in the Valuation has the benefit of 2018 tax reform. This
would not have been known at the time of the transaction at which time it would likely have been
factored in at a rate around 35%. The difference in the tax rate has $4M effect on the present
value of the terminal value alone, not to mention the intervening periods.

A significant reduction in Investment in Unconsolidated Entities from 2016 to 2017 could suggest
that the investments are underperforming. Therefore, the book value could be significantly
overstated compared to the fair value of these entities. Any reduction in the Investment in
Unconsolidated Entities would be a dollar-for-dollar decrease in the value of Lourdes.

Similarly, the other current liabilities balance is over $12m in 2017 and does not seem to have
been factored into the valuation.

Final Comments. It should also be noted that LHN is a facility with a 100-year-old infrastructure. The

depreciation and capital expenditure forecasts imply a shrinking asset base over the forecast period,
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despite a growing business. It's highly likely that this facility will require significant and substantial
capital costs in order to maintain or replace in the future and some increased capex should be
reflected in reduced free cash flow in out years.

The $39m investment in LHN (both upfront cash and future capital expenditure commitments) by RCCH
is substantial and reflected of its current value. LHN and its management remain available for direct

communication with ECG.

If you have questions, we are available to discuss and further explain our logic and rationale.



EXHIBIT A

EBITDA CALCULATONS



Lourdes Health Network

2018 EBITDA

Note: Fiscal Year 2018 (July 2017 - June 2018)
(000's)

Income (Loss) From Recurring Operations

Interest

Income Tax

Depreciation & Amortization
Reported EBITDA

Exclude One-time Extraordinary Item:
Gain on Sale of Assets
Adjusted EBITDA
Annualized EBITDA

6 Mons 10 Mons
End Dec End April
2017 2018

1961 512
205 347

163 163
1650 2776
3979 3798
2776 2776
1203 1022
2406 1226
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LHN 4/30/18 Financial Statement



GROSS PATIENT SERVICE REVENUE:
Inpatient
Outpatient
Total Gross Patient Service Revenue
REVENUE DEDUCTIONS:
Medicare
Medicaid
Blue Cross Blue Shield
Commercial
Uninsured
Other

Total Revenue Deductions

Net Patient Service Revenue Before Bad Debts

Total Bad Debts Deductions
Net Patient Service Revenue
OTHER REVENUE:
Total Other Revenue
Gain on Sale or Disposal of Assets
Income From Unconsolidated Entities-Oper
Net Assets Released from Restriction, net
Total Other Operating Revenue

Total Operating Revenue

OPERATING EXPENSES:
Salaries and Wages
Employee Benefits
Purchased Services
Professional Fees
Supplies
Insurance
Interest
Income Tax Expense
Provider Tax Expense
Depreciation and Amortization
Other Operating Expense
Total Operating Expense
Income (Loss) From Recurring Operations
Total Self Insur Trust Investment Income
Inc From Recur Oper B4 Impar/Restrct Exp
Impairment, Restructuring, NonRecuring

Income (Loss) from Operations

NONOPERATING GAINS (LOSSES):
Total Investment Income
Donations
Fundraising Activities, Net
Other NonOperating Activity

NonOperating Gains (Losses), Net

Net Income (Loss)

Less Noncontrolling Interests

Net Income (Loss) Attributable to Controlling Interest

Application Name: ASCENSION

Folder Path: /HFM Financial Reports/income Statement

Other Dims: USD Total,ICP Top], AllCustom3, AllCustomd

ASCENSION

Consolidated Pasco Excluding Discontinued Operations
Summary Consolidating Income Statement at Base of Entity POV

Functional Organization

Actual Year To Date For the Period Ending April FY 2018

Consolidated Pasco

(Dollars in Thousands)

Excluding
Discontinued System Pasco Lourdes Home Office Corp Lourdes Phys  Phys Of Pasco
Operations - Generated Adjustments - Lourdes Medical Counseling Overhead - Pasco - Practices - Condo Assoc -
(WAPasExcIDisOps) Eliminations (14006) Center - (14004)  Center - (14002) (14001) (14005) (14007)
$116,701 $0 - $98,103 $17,310 - $1,288 -
171,502 - - 122,256 27,399 - 21,847 -
$288,203 $0 - $220,359 $44,709 - $23,135 -
$73,585 $0 - $66,841 $3,986 - $2,758 -
$49,550 $0 - $31,966 $14,875 - $2,709 -
$16,107 $0 - $13,533 $1,460 - $1,114 -
$18,594 $0 - $15,244 $2,045 - $1,305 -
$8,714 $0 - $7,511 $627 - $576 -
$5,823 $0 $0 $6,945 ($1,346) $0 $224 $0
$172,373 $0 - $142,039 $21,648 - $8,686 -
$115,831 $0 - $78,321 $23,061 - $14,449 -
$4,702 $0 - $4,563 ($105) $123 $121 -
$111,130 $0 - $73,758 $23,167 ($123) $14,328 -
$4,433 $210 $191 $3,205 $390 ($0) $437 -
2,776 - - 2,776 - - - -
71 - - 7 - - - -
83 - - 6 76 - 1 -
$7,363 $210 $191 $6,058 $466 ($0) $438 -
$118,493 $210 $191 $79,816 $23,633 ($123) $14,766 -
$47,861 $0 - $18,383 $12,016 $5,300 $12,118 $44
13,865 - - 5,985 3,271 1,729 2,880 -
11,113 - - 5,251 824 4,333 667 38
6,985 - - 5,553 105 391 936 -
15,998 - - 13,982 610 293 1,111 2
589 - - 572 - 17 - -
347 - - 347 0 - - -
163 - - 163 - - - -
2,766 - - 2,123 449 - 185 9
18,295 - - 17,946 6,186 (12,221) 6,345 39
$117,980 $0 - $70,304 $23,461 ($159) $24,242 $132
$512 $210 $191 $9,512 $172 $35 ($9,476) ($132)
$512 $210 $191 $9,512 $172 $35 ($9,476) (8132)
42 - - 18 - 24 - -
$470 $210 $191 $9,494 $172 $1 ($9,476) ($132)
$0 $0 - - - - - -
1,829 (210) 1,879 171 - (11) - -
234 - - 118 8 - - 108
$2,063 ($210) $1,879 $289 $8 ($11) - $108
$2,533 $0 $2,070 $9,783 $180 $0 ($9,476) ($24)
$2,533 $0 $2,070 $9,783 $180 $0 ($9,476) ($24)

Report Name: ISSUMCON1

User ID: CSHAR021

05/07/2018 5:22 PM
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DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid Services

Seattle Regional Office

701 Fifth Avenue, Suite 1600, MS 400

Seattle, WA 98104

CVIS

CENTERS FOR MEDICARE & MEDICAID SERVICES
Western Division of Survey & Certification

Lourdes Medical Center May 7, 2018
520 N Fourth Avenue
Pasco, WA 99301

Re: Loss of CAH status
CMS Certification Number: 501337

Dear Administrator:

The Department of Health & Human Services, Centers for Medicare & Medicaid Services
(CMS), has determined that your Critical Access Hospital (CAH) status will be terminated.

To participate as a provider of services in the Medicare program, a critical access hospital
(CAH) must meet all of the provisions of Section 1820 of the Act, be in compliance with each
of the conditions of participation established by the Secretary of Health & Human Services at
42 C.F.R. Part 485 Subpart F, be free of hazards to the health and safety of patients, and meet
such other requirements as shall be established by law or regulation.

Please recall, a CAH must meet certain location requirements to qualify for designation as a
critical access hospital, including those defined at 42 C.F.R. § 485.610(c) “The CAH is located
more than a 35-mile drive (or, in the case of mountainous terrain or in areas with only
secondary roads available, a 15-mile drive) from a hospital or another CAH, or before January
1, 2006, the CAH is certified by the State as being a necessary provider of health care services
to residents in the area”.

Why we are taking this action

Prior to a CAH receiving a recertification survey, the CMS Regional Office is required to
confirm that the location requirements are met in accordance with the guidance described in
the State Operations Manual, Chapter 2, Section 2256A. Lourdes Medical Center no longer
meets the location requirements, as evidenced by the following:

Your off-campus provider based locations below are within a 35 mile drive from another
hospital or CAH:

1 | Lourdes Occupational Health Center 3 Lourdes West Pasco
9915 Sandifur Parkway, 7425 Wrigley Dr.
Pasco, WA 99301 Pasco, WA 99301

2 | Lourdes Urology East

507 N 5th Ave,

Pasco WA 99301-5201

In accordance with 42 C.F.R. 8485.610(e)(2):
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If a CAH or a necessary provider CAH ..Then then the off-campus facility
operates an off-campus provider-based must meet the requirement at 42

location, excluding an RHC as defined in CFR 485.610(c) to be more than a
8405.2401(b) of this chapter, but including a 35 mile drive (or a 15 mile drive in
department or remote location, as defined in the case of mountainous terrain or

8413.65(a)(2) of this chapter, or an off-campus | an area with only secondary
distinct part psychiatric or rehabilitation unit, as | roads) from another hospital or

defined in §485.647, that was created or CAH. Off-campus CAH facilities
acquired by the CAH on or after January 1, that were in existence prior to
2008.... January 1, 2008, are not subject

to this requirement.

The CAH off-campus location regulations at §485.610(e)(2) apply to off-campus
distinct part units, as defined at §485.647, to departments that are off-campus, to
remote locations of CAHSs, as defined at 8413.65(a)(2), and, on or after October 1,
2010, to off-campus facilities that furnish only clinical diagnostic laboratory tests
operating as parts of CAHs. The requirements apply, regardless of whether the CAH
is a grandfathered necessary provider CAH or not.

The procedures used to determine whether a CAH meets the distance requirements
are described in the State Operations Manual, Chapter 2, Section 2256A
https://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/Downloads/som
107c02.pdf.

Therefore, we must terminate your designation as a CAH effective no later than May 3, 2019.
You may choose to convert to an acute care hospital prior to that termination date.

You may choose to convert to an acute care hospital prior to the termination date, or confirm
that provider based status for the off-site locations has stopped. If you choose to participate in
the Medicare program as an acute care hospital, your facility must meet the provisions of
Section 1861 of the Act and must be in compliance with each of the applicable regulatory
Conditions of Participation for hospitals at 42 C.F.R. Part 482.

If you choose to participate in the Medicare program as an acute care hospital, please submit
the CMS Form 855 to your Medicare Administrative Contractor (MAC) to request a change in
status, and also notify the State Of Washington (State survey agency) of your change in status
request. Upon approval of the CMS Form 855, you may request a survey by either your
accrediting organization or the State survey agency to verify compliance with the acute care
hospital Conditions of Participation. All Medicare requirements must be met at the time of the
survey in order for your facility to convert to an acute care hospital.

CMS review of its determination

A CAH may request that CMS review its determination that a CAH is not a necessary provider
if, within 60 days of the date of a letter notifying the CAH that distance requirements have not
been met, it submits supplementary evidence to CMS for further consideration. The guidance
issued in Survey and Certification Memorandum 16-08-CAH and located at:
https://www.cms.gov/Medicare/Provider-Enrollment-and-Certification/SurveyCertification
GenlInfo/Downloads/Survey-and-Cert-Letter-16-08.pdf, specifies that the burden is on the
CAH to provide qualifying evidence demonstrating that necessary provider designation was


https://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/Downloads/som107c02.pdf
https://www.cms.gov/Regulations-and-Guidance/Guidance/Manuals/Downloads/som107c02.pdf
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made by the State prior to January 1, 2006, and that the designation was applicable to the
specific facility in question.

Please submit evidence to demonstrate that Sunnyside Community Hospital meets the
requirement at 42 C.F.R. § 485.610(c) within 60 days of the date of this letter. If Sunnyside
Community Hospital is unable to demonstrate that it meets the requirement at 42 C.F.R. 8§
485.610(c), we must complete the administrative steps to terminate its designation as a CAH
in the Medicare program.

Appeal

If you disagree with this status termination action, you or your legal representative may
request a hearing before an administrative law judge of the Department of Health and Human
Services, Departmental Appeals Board (DAB). Procedures governing this process are set out
in 42 CFR 498.40, et seq.

You must file your hearing request electronically by using the DAB’s Electronic Filing System
(DAB E-File) at https://dab.efile.hhs.gov, no later than sixty (60) days after receiving this
letter. (Please submit a copy to: CMS_RO10_CEB@cms.hhs.gov.)

Note: Requests for a hearing submitted by U.S. mail or commercial carrier are no
longer accepted as of October 1, 2014, unless you do not have access to a computer

or internet service. In those circumstances you may call the Civil Remedies Division to
request a waiver from e-filing and provide an explanation as to why you cannot file
electronically or you may mail a written request for a waiver along with your written
request for a hearing. A written request for a hearing must be filed no later than sixty
(60) days after receiving this letter, by mailing to the following address:

Department of Health & Human Services
Departmental Appeals Board, MS 6132
Director, Civil Remedies Division
330 Independence Avenue, S.W.
Cohen Building — Room G-644
Washington, D.C. 20201
(202) 565-9462

A request for a hearing should identify the specific issues, findings of fact and conclusions of
law with which you disagree. It should also specify the basis for contending that the findings
and conclusions are incorrect. At an appeal hearing, you may be represented by counsel at
your own expense.



Page - Lourdes Medical Center

If you should have any questions about this action, please contact (206) 615-2313, or
CMS_RO10_CEB@cms.hhs.gov, Subject: CAH status.

Sincerely,

ulius P. Bunch, Manager
Division of Certification & Enforcement
CMS Regional Office - Seattle

Enclosure
CC: State Of Washington
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Excerpts from:
S&C: 15-45-CAH
S&C: 16-08-CAH
S&C: 13-26-CAH

Mountainous Terrain Criteria for Distance From Hospitals/ Other CAHs
A CAH is eligible, based on location in mountainous terrain, to use the shorter minimum distance
from a hospital/other CAH standard if over 15 miles of the roads on the travel route(s) from the CAH
to any hospital or another CAH:
 Are located in a mountain range; and
» Have either of the following characteristics:
 Consists of extensive sections of roads with steep grades (i.e., greater than 5 percent),
continuous abrupt and frequent changes in elevation or direction, or any combination of
horizontal and vertical alignment that causes heavy vehicles to operate at crawl speeds for
significant distances or at frequent intervals; or
» The roads on the travel route are considered by the State Transportation or Highway
agency to be located in mountainous terrain based on significantly more complicated than
usual construction techniques required to achieve compatibility between the road
alignment and surrounding rugged terrain.
« A letter from the State Transportation or Highway agency specific to the travel route(s) in
question is required to support the claim of mountainous terrain.

Examples of documentary evidence to demonstrate necessary provider designation
prior to January 1, 2006

A CAH may request the CMS RO to review the determination of its necessary provider CAH status if,
within 60 days of the date of a CMS letter that communicates the agency’s determination that the CAH
distance requirements have not been met, it submits supplementary evidence to the CMS RO for
consideration. The burden is on the CAH to provide qualifying evidence demonstrating that NP
designation was made by the State prior to January 1, 2006 and that the designation was applicable to
the specific facility in question. Note that a CAH does not need to wait before submitting
supplementary evidence, but may do so before the CAH is due for a recertification survey or at any
other prior time. Some examples of potentially qualifying evidence include:

a. A letter, issued before January 1, 2006, from the appropriate State authority designating the CAH by
name as a necessary provider.

b. An edition of the State’s Rural Health Plan, published in 2005 or earlier, identifying the CAH by
name as a necessary provider.

c. A State’s Rural Health Plan, combined with supporting documented evidence that includes all of the
following:
(i) An edition of the State’s Rural Health Plan, published in 2005 or earlier, specifying the
State’s criteria for a CAH to qualify as a necessary provider; and
(ii) At the time of its CAH certification, which must have been prior to January 1, 2006, the
CAH met the State’s criteria to qualify as a necessary provider in accordance with the
applicable edition of the State’s Rural Health Plan (published in 2005 or earlier).
Acceptable data sources used to support the documented evidence that the CAH met the
necessary provider criteria in the State’s Rural Health Plan includes, but are not limited to:
Health Resources Services Administration (HRSA), U.S. Census Bureau, or data from the
applicable State departments; and
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(iii) A signed statement by the appropriate State authority that the State considers the CAH
to have been designated as a necessary provider before January 1, 2006. This statement
may be from a date before or after January 1, 2006 when combined with the documented
evidence cited above.

d. A State law or regulation with supporting documented evidence that includes all of the following:
(i) The law or regulation, enacted prior to January 1, 2006, specifically describes the
requirements for necessary provider designation by the State in order to become a CAH,
and
(if) At the time of its CAH certification, which must have been prior to January 1, 2006, the
CAH met the criteria in the law or regulation to qualify as a necessary provider, and
(iii) A signed statement by the appropriate State authority that the State considers the CAH
to have been designated as a necessary provider before January 1, 2006. This statement
may be from a date before or after January 1, 2006.

Reassessment of Compliance with CAH Location Requirements

We are reminding all parties that S&C-13-20, issued March 15, 2013, updated the interpretive
guidelines for 8485.610 and 8485.610(c) to clarify that a CAH must meet the location and distance
requirements not only at the time of its initial conversion to CAH status, but at all times thereafter.
The CAH’s compliance with these requirements must be reassessed at the time of each recertification
(including the recertification of a deemed status CAH whose accreditation has been renewed). We are
also making a technical correction in the guidance to reference the appropriate regulation.

Primary Roads

We are updating the guidance in Chapter 2, Section 2256A of the SOM to clarify that a primary road
includes any US highway, which includes any road:
[] In the National Highway System, as defined in 23 US Code §103(b);

[ In the Interstate System, as defined in US Code §103(c); or,

[ ] Which is a US-Numbered Highway (also called “US Routes” or “US Highways”), as
designated by the American Association of the State Highway and Transportation Officials
(AASHTO), regardless of whether it is also part of the National Highway System.

All of the above are readily identified via signage and on maps by the presence of “US” or “I” above the
highway number, with the letters and number appearing on a distinctive, uniform shield background
that is called the six point shield, with five points above and one below the letters and number.
Although the National Highway System and the U.S. Numbered Highway system largely overlap, they
are not identical. According to AASHTO, which has responsibility for the U.S. Numbered Highway
system, this system is intended to facilitate the movement of interstate traffic in two or more States
with the use of uniform markings.

Given the role all US highways are intended to play in interstate commerce, they are inherently
primary roads.
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Dear Mss. Harlow, Sigman, and Tyson:
I INTRODUCTION

State law requires that the Attorney General provide the Department of Health (the Department)
with an opinion as to whether a proposed acquisition of a nonprofit hospital by a for-profit buyer
complies with certain statutory criteria. RCW 70.45.060. The Department has received an
application from Capella Healthcare, LLC (Capella) and Lourdes Hospital, LLC for the acquisition
of specified assets of Our Lady of Lourdes Hospital at Pasco d/b/a Lourdes Health Network (LHN).
Hospital Sales Review Application (Application). Capella is a privately owned healthcare
provider, organized on a for-profit basis. Capella and Regional Care Hospital Partners, Inc.,
another for-profit health system, merged in March 2016, and now operate under the name RCCH
Health Partners. As of the date of its initial Application, RCCH operated over 17 regional health
systems, including Capital Medical Center in Olympia (Capital). Application, Introductory
Statement at 4. LHN is a Washington nonprofit corporation that owns Lourdes Medical Center in
Pasco, Lourdes Counseling Center in Richland, and other assets. LHN has been part of Ascension
Healthcare (Ascension) since 2002. Application, Introductory Statement at 3. Ascension is the
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largest nonprofit Catholic health system in the country, with facilities in 23 states and the District
of Columbia.

In preparing this opinion, we reviewed the Application and other materials submitted in support
of Capella’s Application. We also considered comments and analysis from other interested groups
and members of the public, as well as the opinion of the independent consultant the Department
engaged to value the hospitals.

Our opinion is that the proposed acquisition meets certain requirements in RCW 70.45.070, but
fails to satisfy others. Notably, we cannot conclude that LHN will receive fair market value for its
assets, as is required by RCW 70.45.070(5).

1. EXECUTIVE SUMMARY

Our review of the proposed acquisition is limited to whether it satisfies the criteria set forth in
RCW 70.45.070. RCW 70.45.060(1). This criteria includes whether (a) the proposed acquisition
is permitted under chapter 24.03 and other laws governing nonprofit entities, trusts or charities,
(b) the nonprofit corporation that owns the hospital being acquired exercised due diligence with
regard to the sale, (c) the procedures used by the nonprofit corporation’s board of trustees in
making decisions fulfilled their fiduciary duties, (d) any conflict of interest exists related to the
acquisition, (e) the nonprofit corporation will receive fair market value for its assets, (f) charitable
funds will not be placed at unreasonable risk, (g) any management contract under the acquisition
will be for fair market value, (h) the proceeds from the acquisition will be controlled as charitable
funds independently of the acquiring person or parties to the acquisition, (i) any charitable entity
established to hold the proceeds of the acquisition will be broadly based in and representative of
the community, and (j) a right of first refusal to repurchase the assets by a successor nonprofit
corporation or foundation has been retained.

The sale of nonprofit hospitals, particularly longstanding community institutions such as those at
issue in this proposed transaction, to a for-profit business raises a number of public policy
questions. In addition, the community in which these institutions are located has a number of
interests at stake. The legislature has weighed various policy issues, including the potential effects
of such transactions on the preservation of charitable assets and the future provision of health care
in the community. RCW 70.45.010 (legislative findings). It has made the public policy decision
that the acquisition of nonprofit hospitals by for-profit entities must be approved when the criteria
set forth in statute are satisfied. RCW 70.45.060. The question for us, accordingly, is whether this
proposal satisfies the statutory criteria.

The Application under review demonstrates that in recent years LHN lacked capital to invest in its
facilities and experienced difficulty attracting new physicians. Letter from Howard Wall 111 to
Janis Sigman, (Nov. 13, 2017), Attachment 1, Organizational Ethics Discernment Process, Final
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Report (Discernment Report) at 7-8. These challenges caused LHN to lose market share to its
regional peers over recent years. Id. To address these obstacles, the LHN board and officers
participated in a ministry positioning process in 2013, and a discernment process in 2014, to
identify a model of healthcare delivery that would foster long-term financial sustainability for
LHN. Application, Introductory Statement at 2. Through these processes, LHN’s leadership
concluded that it needed to develop an affiliation with a health system that had a regional presence
and could provide LHN with access to capital. 1d.

Around the same time, another Ascension-affiliated health system in the Northwest, St. Joseph
Regional Medical Center (SJRMC) in Lewiston, Idaho, sought new ownership. Given the two
health systems’ geographical proximity, Ascension chose to seek one purchaser for both health
systems. Ascension retained an outside consultant, Kaufmann Hall & Associates (Kaufmann Hall)
to assist LHN and SJIRMC in selecting a purchaser. Application, Introductory Statement at 2.
Kaufmann Hall conducted a competitive Request for Proposal process to generate a number of
different offers for the purchase of LHN and SJRMC. Id. Eight parties responded to LHN’s
solicitation. 1d. LHN’s board of directors developed a comprehensive set of criteria to evaluate
proposals for the purchase of its assets. Id. Following a lengthy evaluation process, LHN and
SJRMC selected Capella to purchase their assets. Id. LHN’s board and officers selected Capella
based on its corporate culture, values, and objectives as measured against the evaluation criteria
they selected. Email from Brent Eller to Audrey Udashen (Nov. 9, 2017), Attachment (Gallant
Memorandum).

LHN and Capella entered into a letter of intent and then negotiated an Asset Purchase Agreement
(APA), through which Capella agrees to purchase LHN and other related assets for $21 million.
Application, Introductory Statement at 3-4; Application, Appendix 1, Asset Purchase Agreement
at 6.19, 6.23. Capella’s offer, as embodied in the APA, includes additional important features,
such as a commitment to make $18 million in capital expenditures at LHN within five years after
the closing of the transaction and enter into an agreement with the Bishop of Spokane to preserve
LHN’s Catholic identity. Asset Purchase Agreement at 6.19, 6.23.

The Application submitted by Capella includes a proposal for the provision of the net proceeds of
the sale to the Catholic Foundation of Eastern Washington (Catholic Foundation) to provide
healthcare to disadvantaged, uninsured, and underinsured residents of Benton and Franklin
counties and promote healthcare in these communities. Letter from Howard Wall to Janis Sigman,
(Nov. 13, 2017), Attachment 5 (Draft Donation Agreement) at § 2. Based upon an analysis of
LHN’s liabilities that would need to be discharged as a part of the transaction, it is estimated that
the Catholic Foundation will receive approximately $6 million dollars. Letter from Howard Wall
to Janis Sigman (Aug. 23, 2017), Attachment 8 (Pro Forma Balance Sheet) at 2.

After Capella’s submission of its Application, the Department engaged ECG Management
Consultants (ECG) to conduct a valuation of the hospitals. In a report issued on May 31, 2018,
ECG concluded that the fair market value of the facilities was between $35,200,000 and
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$38,200,000 as of May 10, 2018. ECG Management Consultants, Fair Market Value of Lourdes
Health Network (May 31, 2018) (ECG Valuation).

Our opinion is that the proposed acquisition meets certain requirements in RCW 70.45.070, but
fails to satisfy others. Among our conclusions are the following:

This transaction is authorized by relevant state laws, including the nonprofit corporations
act;

LHN exercised due diligence in authorizing the sale of its assets, selecting Capella as the
acquiring party, and negotiating the terms and conditions of the sale;

Neither LHN nor Capella have any conflicts of interest related to the transaction;

LHN will not receive fair market value for the hospitals;

The net proceeds of the sale will be controlled by a charitable entity which, with certain
amendments to the Application, will operate independently of LHN and Capella and which
will be broadly based in and representative of the communities in which LHN’s assets are
located;

The proceeds of the sale will be used for charitable health purposes consistent with LHN’s
original purpose and other applicable legal requirements; and

The Agreement does not provide for a sufficient right of first refusal on the part of the
successor nonprofit corporation or foundation to purchase the hospitals if Capella later
decides to sell them.

This opinion sets forth our analysis pursuant to RCW 70.45.060(1) of the statutory criteria set forth
in RCW 70.45.070. For the reasons explained within the body of this opinion, we conclude that
the proposed acquisition fails to fully satisfy the RCW 70.45.070 criteria. We therefore
recommend that the Department condition its approval of the Application upon amendment of the
Application as follows:

Amendment of the APA to require Capella to pay fair market value for LHN’s assets;
Amendment of the Donation Agreement between LHN and the Catholic Foundation to
require the Catholic Foundation to hold the proceeds in trust and as permanently restricted
funds;

Establishment of a reasonable process for interim partial transfers of the proceeds of the
transaction to the Catholic Foundation during the escrow period,;

Establishment of a process for reasonable review of payments from the escrow account to
assure that those payments are limited to appropriate liabilities anticipated by the APA,
Resolution of discrepancies between the Application and the draft Donation Agreement,
including resolving the duration of escrow, the precise assets to be conveyed into escrow
(and concomitant obligations to be paid from escrow), the terms of the escrow, provisions
for interim investment of escrowed funds, and the treatment of post-closing adjustments,
all subject to Department of Health and Attorney General approval;
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e Vesting of authority in the Catholic Foundation to enforce any and all provisions of this
transaction governing charitable funds, including without limitation transfers into or out of
the escrow account;

e Vesting of the right of first refusal with the Catholic Foundation, rather than Ascension;
and

e Establishment of a mechanism that requires Capella to provide adequate and timely notice
to the Catholic Foundation of any potential sale, acquisition, or merger involving the assets
so that it may exercise its right of first refusal.

I11.  PROCEDURAL BACKGROUND

This proposed transaction began with the filing by Capella of an Application for approval of its
acquisition of LHN's assets on April 28, 2017. Application. The initial Application included an
introductory statement, which provided general background and an overview of the proposed
transaction, written explanations of the proposed acquisition’s compliance with RCW 70.45 and
WAC 246-312-040, and a series of exhibits providing greater detail. 1d.

The review of the Application began with a “screening” stage, during which the Department, in
consultation with the Attorney General’s Office, evaluated the Application to determine whether
it was complete. RCW 70.45.040(1). This review entailed a determination of whether the
applicant fully responded to the information required by the Department’s administrative rule
governing the application process, including providing all required documentation. Id.;
WAC 246-312-040 (specifying required documentation). After reviewing the initial Application
and supporting materials, and consulting with this Office regarding our review of the same
materials, the Department informed Capella that the Application was not complete as originally
filed. Letter from Janis R. Sigman to Howard Wall (Jun. 22, 2017). Capella provided incomplete
responses to the Department’s screening requests on August 23, 2017, November 13, 2017, and
December 18, 2017. Letters from Howard Wall to Janis Sigman (Aug. 23, 2017), (Nov.13, 2017),
and (Dec. 18, 2017). Capella provided documents and information completing its application on
January 12, 2018. Letter from Howard Wall to Janis Sigman (Jan. 12, 2018). The Department
deemed the Application complete on February 6, 2018. Letter from Janis Sigman to Howard Wall
(Feb. 6, 2018).

Additionally, the Department engaged ECG Management Consultants as an independent
consultant to provide expert assistance in evaluating the proposed acquisition, particularly whether
the purchase price reflects the fair market value of LHN. On May 31, 2018, we received ECG’s
final report on the valuation of LHN and the assets that Capella proposes to acquire. ECG
Management Consultants, Fair Market Value of Lourdes Health Network as of May 10, 2018,
(ECG Valuation).
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On March 19, 2018, the Department conducted two public hearings, one each in Richland and
Pasco, Washington, to receive testimony from members of the public concerning the proposed
acquisition. In addition to oral comments, the Department also received written comments from
members of the community served by LHN. Finally, Capella provided, at the Department’s
invitation, a written response to the public testimony. Letter from Howard Wall, 11l to Beth
Harlow, Karen Nidermayer, and Janis Sigman (Apr. 3, 2018) (Response to Public Comments).

V. FACTUAL BACKGROUND
A. Lourdes’ facilities

LHN is a nonprofit corporation that operates Lourdes Medical Center, Lourdes Counseling Center,
and numerous other clinics and healthcare facilities in the Tri-Cities area. Application,
Introduction. The Sisters of St. Joseph founded Our Lady of Lourdes in 1916. 1d. LHN became
part of Ascension in late 2002, when Carondelet Health System (LHN’s corporate parent at the
time) affiliated with Ascension. 1d. Lourdes Medical Center is a 95-bed acute care hospital located
in Pasco, Washington, which received a designation as a critical access hospital in 2005. Id.
Lourdes Counseling Center, located in Richland, is the only provider of inpatient behavioral health
services in the Tri-Cities region, serving both adults and children. Id. Lourdes Counseling Center
is licensed for 32 beds and operated 22 beds at the time of the application. 1d. LHN operates other
facilities in the Tri-Cities area, including an urgent care facility, occupational health treatment
center, and a detox facility. Id. Together, these facilities offer inpatient, outpatient and emergency
care services for the residents of Pasco and its surrounding communities. Id.

In addition to LHN, two other health systems serve the Tri-Cities region. These include Kadlec
Regional Medical Center (Kadlec) and Trios Health (Trios). Kadlec is a 249-bed nonprofit health
system that recently affiliated with Providence Health & Services (Providence) through
Providence’s secular arm, Western HealthConnect.

Formerly known as Kennewick General Hospital, Trios is a 101-bed public hospital district,
primarily serving the Tri-Cities area. Seattle-based UW Medicine established a strategic
collaboration agreement with Trios Health in 2015. Trios filed for Chapter 9 bankruptcy protection
in June 2017. Reports indicate that Trios and RCCH are finalizing an agreement for the sale of
Trios to RCCH once it exits the bankruptcy process.

B. Terms of the Acquisition

Capella and LHN have entered into the APA, under which Capella proposes to purchase
substantially all LHN’s assets. Asset Purchase Agreement. The financial consideration for this
acquisition consists of two parts. First, Capella agrees to pay a base purchase price of $21
million, along with a working capital contribution based on normalized levels at the time of
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closing. 1d. at9, 11, and 1 2.3. Second, the APA includes a commitment that Capella will fund
at least $18 million in capital investments at LHN. Id. at § 6.23.

The purchase proceeds will be used to satisfy LHN’s debts and other liabilities, with any
remaining funds to be provided to the Catholic Foundation to disburse and distribute to entities
that provide healthcare to the disadvantaged, uninsured, and underinsured and promote health in
Benton and Franklin Counties. Asset Purchase Agreement; Draft Donation Agreement. The
transfer of the surplus from the sale to the Catholic Foundation is envisioned as the vehicle for
preserving the charitable assets currently held by LHN and will promote and/or fund healthcare
services in the geographic area LHN primarily serves. Id. Based upon the most recent estimate
of anticipated liabilities with which we have been provided, estimated funding for the Catholic
Foundation is $6 million. Pro Forma Balance Sheet.

The proposed transaction also includes a number of elements beyond its purely financial terms.
The Agreement includes commitments by Capella to allow the facilities to be governed by a local
board for ten years after closing. Asset Purchase Agreement at § 6.20. Capella also commits to
maintaining charity care policies that are generally consistent with LHN’s current policies,
preserving LHN’s core clinical services, and participating in the Medicare and Medicaid programs
for ten years after closing of the transaction. Asset Purchase Agreement at § 6.21.

Capella has also committed to taking steps to maintain LHN’s Catholic identity by negotiating a
Catholic Identity Covenant with the Bishop of the Diocese of Spokane (the Bishop). Letter from
Howard Wall 111 to Janis Sigman (Jan. 12, 2018) Attachment 4 (Catholic Identity Covenant). The
Catholic Identity Covenant requires Capella to operate LHN consistently with the Ethical and
Religious Directives for Catholic Health Care Services and other tenants of the Roman Catholic
Church, allow the Bishop to appoint one board member and approve the Vice President of Mission,
and fund a diocesan ethicist to advise Capella in the management of the facilities. Id.

V. ANALYSIS OF STATUTORY CRITERIA
A. Overview of Criteria for Attorney General Opinion

State law requires the approval of the Department for any acquisition of a nonprofit hospital.
RCW 70.45.030. That approval is ultimately based upon two sets of statutory criteria, specified
in both RCW 70.45.070 and .080. The criteria set forth in RCW 70.45.070 generally address
concerns related to the preservation of charitable assets. More specifically, they address legal
authorization for the transaction, the due diligence exercised by the seller, potential conflicts of
interest raised by the transaction, the receipt of fair market value for the assets acquired, proper
preservation of charitable assets through an independent foundation, and a right of first refusal in
the event of a subsequent sale by the buyer. RCW 70.45.070. The criteria set forth in
RCW 70.45.080 address the continued availability of affordable health care in the community after
the acquisition, continued hospital privileges for medical staff, safeguards as to continued research
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and education, the buyer’s commitment to continued health care to the disadvantaged, the
uninsured, and the underinsured, and safeguards against conflict of interest in patient referral.
RCW 70.45.080.

The role of the Attorney General in evaluating these criteria is limited to providing the Department
with a written opinion as to whether the acquisition meets the criteria set forth in RCW 70.45.070.
RCW 70.45.060(1). The law does not direct the Attorney General to address the criteria of
RCW 70.45.080; rather, those criteria are evaluated by the Department. This means that the
aspects of this proposed transaction related to the preservation of charitable assets are within the
scope of this opinion. RCW 70.45.070. Aspects related to charity care do not fall within the scope
of this opinion because they relate to the future provision of accessible, affordable medical care
addressed solely by the Department by statute. RCW 70.45.080.

This opinion, accordingly, evaluates compliance with the criteria of RCW 70.45.070, but does not
address RCW 70.45.080. We evaluate each of the ten criteria of RCW 70.45.070 individually
below.

For ease of reference, RCW 70.45.070 is set forth in full as follows:

RCW 70.45.070. Department Review—Criteria to Safeguard Charitable
Assets.

The department shall only approve an application if the parties to the acquisition
have taken the proper steps to safeguard the value of charitable assets and ensure
that any proceeds from the acquisition are used for appropriate charitable health
purposes. To this end, the department may not approve an application unless, at a
minimum, it determines that:

() The acquisition is permitted under chapter 24.03 RCW, the
Washington nonprofit corporation act, and other laws governing nonprofit
entities, trusts, or charities;

@ The nonprofit corporation that owns the hospital being acquired has
exercised due diligence in authorizing the acquisition, selecting the acquiring
person, and negotiating the terms and conditions of the acquisition;

(3  The procedures used by the nonprofit corporation’s board of trustees
and officers in making its decision fulfilled their fiduciary duties, that the board
and officers were sufficiently informed about the proposed acquisition and
possible alternatives, and that they used appropriate expert assistance;

@  No conflict of interest exists related to the acquisition, including, but
not limited to, conflicts of interest related to board members of, executives of, and
experts retained by the nonprofit corporation, acquiring person, or other parties to
the acquisition;
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®) The nonprofit corporation will receive fair market value for its assets.
The attorney general or the department may employ, at the expense of the
acquiring person, reasonably necessary expert assistance in making this
determination. This expense must be in addition to the fees charged under
RCW 70.45.030;

6) Charitable funds will not be placed at unreasonable risk, if the
acquisition is financed in part by the nonprofit corporation;

(7 Any management contract under the acquisition will be for fair
market value;

@ The proceeds from the acquisition will be controlled as charitable
funds independently of the acquiring person or parties to the acquisition, and will
be used for charitable health purposes consistent with the nonprofit corporation’s
original purpose, including providing health care to the disadvantaged, the
uninsured, and the underinsured and providing benefits to promote improved
health in the affected community;

(© Any charitable entity established to hold the proceeds of the
acquisition will be broadly based in and representative of the community where
the hospital to be acquired is located, taking into consideration the structure and
governance of such entity; and

(10) A right of first refusal to repurchase the assets by a successor
nonprofit corporation or foundation has been retained if the hospital is
subsequently sold to, acquired by, or merged with another entity.

Statutory Criterion 1. The acquisition is permitted under RCW 24.03, the
Washington Nonprofit Corporation Act, and other laws
governing nonprofit entities, trusts, or charities.

The analysis of the first criterion set forth in RCW 70.45.070 requires us to consider whether the
acquisition complies with nonprofit law. We conclude that LHN has properly complied with the
nonprofit corporations act, and that, accordingly, this acquisition is permitted under it.

The Application incorporates the corporate documents that demonstrate the current and historical
corporate structure of LHN. Application, Appendix. 2. Throughout its history, LHN has been
organized as a Washington nonprofit corporation, although its structure has evolved over time. It
was originally incorporated on July 6, 1920, by the Sisters of St. Joseph of Pasco. Application at
1-7. LHN is currently governed by the Restated Articles of Incorporation of Our Lady of Lourdes
Hospital at Pasco. Application, Appendix 2 at 111-18. A Washington nonprofit corporation can
be organized either with, or without, members. RCW 24.03.065. The restated articles specify that
LHN has one member, Ascension Health, a Missouri nonprofit corporation. 1d. at 113.

The general powers granted to a nonprofit corporation, such as LHN, include the power to sell “all
or any part of its property and assets.” RCW 24.03.035(5) (listing powers of nonprofit
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corporations). However, if the corporation proposes to sell all, or substantially all, of its assets,
other than in the ordinary course of its business, it must additionally comply with RCW 24.03.215.
The proposed transaction contemplates the sale of substantially all of the assets of LHN to Capella,
thus invoking RCW 24.03.215. If a corporation has members with applicable voting rights, the
directors must submit the proposal to a vote at a meeting of the members and the corporation may
only proceed with the sale if the members approve. RCW 24.03.215(1).

LHN and Capella executed the APA on September 28, 2016. Asset Purchase Agreement. John
Serle, as chief executive officer of LHN, signed on behalf of LHN. 1d. This is consistent with
authorization in the form of a resolution of the LHN board bearing the same date. Application,
Exhibit 1 at 78-79. Ascension Health entered into a Guaranty Agreement in which it committed
to guarantee the obligations of LHN under the APA. Application, Exhibit 3. This, in turn, is
consistent with a resolution of the Ascension Health Board of Trustees dated September 8, 2016.
Letter from Howard Wall 111 to Janis Sigman (Aug. 23, 2017), Attachment 3 at 15-17.

We therefore conclude that RCW 24.03 permits this sale, and that LHN complied with the terms
of RCW 24.03.215.

Statutory Criterion 2. The nonprofit corporation that owns the hospital being
acquired has exercised due diligence in authorizing the
acquisition, selecting the acquiring person, and
negotiating the terms and conditions of the acquisition.

RCW 70.45.070 does not define due diligence. Due diligence, absent a more stringent definition,
is primarily a reasonableness standard under which the Attorney General’s Office is to test the
process employed by LHN in deciding to sell substantially all of its assets to Capella. As
commonly understood, the due diligence analysis does not permit the substitution of one opinion
for another. It does not require LHN to have made the best possible choice in choosing to sell
substantially all of its assets to Capella. Black’s Law Dictionary defines “due diligence” as “[s]uch
a measure of prudence, activity, or assiduity, as is properly to be expected from, and ordinarily
exercised by, a reasonable and prudent man under the particular circumstances; not measured by
any absolute standard, but depending on the relative facts of the special case” (Black’s Law
Dictionary 457 (6th ed. 1990)), or “[t]he diligence reasonably expected from, and ordinarily
exercised by, a person who seeks to satisfy a legal requirement or discharge an obligation”.
Black’s Law Dictionary, 468 (10th ed. 2014). As one court described the concept, in a different
context, “due diligence is not imprisoned within the frame of a rigid standard; it is protean in
application.” Osterneck v. E.T. Barwick Indus. Inc., 79 F.R.D. 47, 53 (N.D. Ga. 1978) (quoting
Azalea Meats, Inc. v. Muscat, 386 F.2d 5, 9-10 (5th Cir. 1967) (discussing “due diligence” in the
context of applying a statute of limitations)). Due diligence is largely determined upon the facts
and circumstances of the particular matter. See id.
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a. LHN exercised due diligence in determining that an asset sale was the
appropriate course

In 2013, after a number of years of breakeven financial performance, LHN found itself unable to
make necessary capital investments and attract new physicians. Discernment Report at 2-4. To
address these challenges, the LHN board participated in a ministry positioning process in 2013 to
identify a model of alignment that would foster long-term financial sustainability for LHN. Id.

During the ministry positioning process, the LHN board examined the specific market conditions
of the Tri-Cities region. Id.; Application at 2, 6, 14, 22. This process revealed that the Tri-Cities
area was an extremely fast-growing market, especially in the West Pasco area, keeping healthcare
demand ahead of supply in the region. Discernment Report at 7-8. But despite these favorable
market conditions, the LHN board found that LHN lost significant market share to its regional
peers over recent years. Id.

The LHN board also considered LHN’s continued success in providing niche healthcare services,
including orthopedics and behavioral health, in spite of the competitive pressures it faced. Id.
Finally, the LHN board discussed LHN’s unique role as the only faith-based provider in Pasco,
and its superior quality ratings. 1d.

Because of the growing Tri-Cities market and LHN’s unique place in this market, the LHN board
concluded that LHN could have a sustainable future as a community provider of high-quality
health services to Tri-Cities residents. ld. However, in order to provide these services at a
competitive scale, the LHN Board decided that LHN needed to strengthen its market presence by
developing an affiliation with a regional partner. Id.

In September 2014, members of the LHN board and additional leadership members (leadership
group) participated in a discernment process to consider what model of alignment would best allow
LHN to compete with its regional peers while maintaining its core mission. Id. at 5-29.
Discussions during the discernment process focused on the need for any new model of alignment
to provide for the preservation of (a) LHN’s Catholic identity; (b) behavioral health services;
(c) local governance; and, (d) allow LHN to gain access to new capital. 1d.

At the conclusion of the discernment process, the leadership group recommended a number of
guiding principles for a future relationship with another healthcare system including:

Continued emphasis on providing care for the poor and vulnerable;
Maintenance and expansion of mental health programs and services;
Preserving the viability of staff retention and competitive wage and benefits;
Securing greater access to capital;

Maintaining spiritually based care;
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e Retaining strong community connections; and
e Retaining strong physician and other clinical provider relationships.

Id. at 8.

The LHN board reviewed the findings of the discernment process at its November 25, 2014,
meeting. Application at 4. The board concluded that the goals of LHN and the healthcare needs
of the community would be served by ending its affiliation with Ascension and aligning LHN with
a partner with a larger regional presence. Id.

For these reasons we conclude that LHN exercised due diligence in authorizing the sale of its
assets.

b. LHN exercised due diligence in selecting the acquiring person.

Prior to choosing Capella, LHN thoroughly examined all of its options. LHN evaluated all of its
potential purchasers using a set of criteria it determined was most significant in maintaining the
objectives and goals of LHN.

I. Request for Proposals

Following LHN’s decision to seek new ownership, Ascension retained Kaufman Hall to assist
LHN in identifying potential acquirers for its facilities and Bradley, Arant, Boult, Cummings, LLP
to serve as legal advisor. Application at 2.

Kaufman Hall launched a Request for Proposal (RFP) process in February 2015. Application
at 3. Through this process, Kaufmann Hall solicited offers from a diverse group of twenty-two
potential purchasers, including two local not-for-profit systems, five Catholic systems, eight non-
for-profit regional systems, and seven for-profits. Id. The RFP requested that potential purchasers
respond to criteria derived from the guiding principles identified by the leadership group in the
discernment process. Application at 23.

Kaufmann Hall presented the results of the RFP process at a joint meeting of the LHN and SIRMC
boards on April 13, 2015. Application, Exhibit 5, Potential Partner Proposal Review (Partner
Review) at 2. Kaufman Hall circulated materials with matrices comparing the eight offers based
on the factors identified by the LHN board. Id. at 2-5. These factors included (a) the structure and
price of each proposal; (b) the capital commitments offered; (c) commitments made to LHN’s
employees, including the maintenance of LHN’s existing physician network and adoption of the
current medical staff bylaws; (d) preservation of LHN’s religious identity; (e) charity care
commitments and maintenance of existing service lines; and (f) timing of closing. Id. LHN’s
officers also received one-page profiles of each of the potential purchasers in advance of this
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meeting. Letter from Howard Wall to Janis Sigman (Dec. 18, 2017), Attachment A (Email from
Robert Smith to John Serle dated April 10, 2015).

The LHN and SJIRMC boards discussed the potential risks, merits, and strategic reasons for and
against each proposal. Partner Review at 2. The LHN board found that Capella’s proposal was
one of the strongest in each of the six categories it selected. Gallant Memorandum. Capella’s
offer included the highest base purchase price, largest capital investments, and made substantial
commitments to LHN’s employees and physicians, the preservation of Catholic identity, and
charity care program. Partner Review at 2-5. After comparing the eight offers, the LHN board
invited Capella and three other participants, referred to as Offeror B, Offeror D, and Offeror EX,
to the next stage of the selection process (Phase Il). Application at 8, 14; Exhibit 7 (Strategic
Partnership Selection).

ii. Transactional due diligence stage

In Phase Il of the selection process, the four remaining potential purchasers toured LHN’s facilities
and met with its leadership. Andy Slusser, Vice President of Acquisitions & Development and
Rick Charbonneau, Senior Vice President of Business Development and Payor Relations (Capella
representatives), visited LHN on Capella’s behalf. Letter from Howard Wall 1l to Janis Sigman
(Jan. 12, 2018), Attachment 2 (Partner Site Visit Agenda). Capella submitted a list of topics for
discussion in advance of their meeting with LHN leadership. Id. These topics were wide-ranging
and included LHN’s service line development, physician recruitment efforts, the competitive
landscape of the Tri-Cities region, and the effect of the Affordable Care Act on LHN’s operations.
Id.

LHN and Ascension leadership assessed Capella’s compatibility with LHN’s faith-based values
by inquiring into other Ascension-affiliated facilities” experience managing joint venture hospitals
with Capella. Letter from Howard Wall to Janis Sigman (Dec. 18, 2017), Attachment A (Emails
between Michael H Schatzlein and Bonnie Phillips dated May 5, 2015). They received positive
feedback regarding Capella’s “embrace” of Ascension’s faith-based approach, respect for the role
of local Bishops, and willingness to comply with the ethical and religious directives that govern
Catholic healthcare. Id.

! The Department agreed that if the Applicant identified all parties who responded to the RFP and described
the terms of each offer received, it could de-identify the potential purchaser associated with each offer by referring to
them as Offerors A-E. We therefore identify parties who made offers other than Capella as Offerors A-E throughout
this opinion.
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iii. Selection of Capella

Capella, Offeror D and Offeror B submitted letters of intent for the purchase of LHN.? Strategic
Partnership Selection, May 12, 2015, at 8. The letters of intent described each potential
purchaser’s business model, strategic direction, and final offer. Id.; Application, Appendix 5.
Kaufman Hall invited the three final bidders to present their final proposals to the LHN and
SJRMC boards in person on May 12, 2015. Application at 7. Each potential purchaser was given
an hour and a half to present. Id.

After the three presentations, Kaufman Hall guided the boards into a comparison of the proposals
based on the criteria identified in the letters of intent. Strategic Partnership Selection at 7-10. This
criteria included purchase price and capital commitments for the facilities, proposed governance
structure, charity care and community benefit commitments, contractual commitments to medical
staff, willingness to preserve the facilities’ Catholic tradition and legacy, and post-closing
operations, inclu the continuity of services, local board control, and use of pre-existing
building names. Id. Kaufmann Hall used a proposal matrix to compare and contrast the three
offers. 1d. The boards found that Capella’s offer ranked highest in each category. Id.; Gallant
Memorandum. The conclusions that the boards reached, based on their evaluation of Capella’s
proposal, can be summarized as follows:

Purchase Price - Capella offered the highest base purchase price.?

Capital Commitments - Capella’s capital commitment was the largest of the three final
offers.*

2 Offeror E’s offer only included the purchase of SIRMC. Ascension attempted to persuade Offeror E to
extend its offer to include LHN. Letter from Howard Wall to Janis Sigman (Dec. 18, 2017), Attachment A (Emails
between Jim Blake, Anthony Speranzo, and and Lauren Colling dated April 2015.) When these efforts were
unsuccessful, Kaufman Hall counseled the parties to select a purchaser from Capella, Offeror D, and Offeror B, all of
whom “indicated that they would maintain the Catholic identity of the hospital, retain critical services to the
community, continue charity care and community benefit programs, and invest in the growth of the HMs [health
ministries].” 1d.

% The three final offers included both a base purchase price for the facilities and a working capital
contribution. Working capital represents the assets of a business that can be applied to its operations. Working capital
measures liquidity and the ability to discharge short-term obligations. Black’s Law Dictionary 222 (10th ed. 2014).
Offers B and D included a predetermined working capital sum, while Capella offered to pay a working capital amount
to be determined based on normalized targets at the time of closing. Id. Because Capella’s offer provided a method
for determining its working capital contribution, rather than an exact sum, its net purchase price offer (base purchase
price plus working capital) was lower than Offeror B, who offered a lower purchase price but a predetermined working
capital amount. Id. Capella later agreed to raise its purchase price to account for its potentially lower net working
capital contributions. Letter from Howard Wall to Janis Sigman (Dec. 18, 2017), Attachment A (Email from Jim
Blake to Anthony Speranzo dated June 3, 2015).

4 Capella committed to making a $75 million capital contribution at both LHN and SJRMC. $57 million of
this contribution is dedicated to SJIRMC and $18 million to LHN.
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Governance - Capella committed allowing LHN to be governed by a board comprised of
local members for ten years after its sale.

Employee Matters - Capella committed to using commercially reasonable efforts to retain
all current LHN employees at comparable benefits packages.

Charity Care And Community Benefit - Capella agreed to maintain charity care policies
generally consistent with LHN’s pre-existing practices, subject to the board’s approval,
and provide financial support for community benefit programs. Capella also committed to
growing and expanding the level of clinical services offered by LHN.

Medical Staff Matters - Capella agreed to maintain LHN’s current network of physicians
by assuming and honoring all employment and contractual commitments to medical staff
and adopting the current medical staff bylaws. The boards also found that Capella’s
financial strength would provide the resources necessary for LHN to recruit new
physicians.

Participation In Medicare And Medicaid - Capella committed to participation in the
Medicare and Medicaid programs for ten years after its purchase of the facilities. This
commitment was more robust than that provided by the other potential purchasers who
only committed to participation for three and five years respectively.

Mission preservation - Capella committed to making best efforts to enter into a Catholic
tradition agreement with the Bishop of Spokane.

Post-Closing Operations - Capella committed to continuing LHN’s existing clinical
services for five years and using LHN’s existing building names for ten years after closing.

Id. at 9-10.

In addition to the criteria identified above, the LHN board found that the “vision and values”
Capella articulated during its presentation most closely aligned with LHN’s needs and mission.
Gallant Memorandum. Most significant to the LHN board was Capella’s (a) ability to devote
corporate resources to ensuring that LHN followed best practices; (b) expand LHN’s services by
providing the capital for LHN to purchase new technology, add new services, and recruit new
physicians to achieve high customer satisfaction; and (c) decentralized management philosophy,
which focused on collaborating with its constituents. Id. The LHN board unanimously decided



ATTORNEY GENERAL OF WASHINGTON

Ms. Beth Harlow
June 4, 2018
Page 16

that Capella had the strongest offer and recommended to the board of Ascension Health that it
choose Capella to purchase LHN.® Application at 7.

For these reasons, we find that LHN exercised due diligence in authorizing the acquisition and
selecting Capella to purchase its facilities.

C. LHN exercised due diligence in negotiating the terms and conditions of
the acquisition.

LHN and Capella entered into a letter of intent on June 12, 2015, to sell Capella substantially all
of LHN’s assets. Application at 9. Subsequently, Ascension, with Kaufmann Hall’s assistance,
negotiated the terms of the asset purchase. Letter from Howard Wall to Janis Sigman (Dec. 18,
2017), Attachment A. As a result of these negotiations, Capella agreed to raise its purchase price
for LHN and SJRMC from $125 to $130 million. Id.; supra at n. 3. John Serle kept the LHN
board apprised of this process. Application Ex. 1 (LHN Board Minutes).

As a part of the final stages of due diligence, LHN’s officers visited Capella facilities in the
northwest and reviewed employee satisfaction surveys provided by Capella. Letter from Howard
Wall to Janis Sigman (Dec.18, 2017), Attachment A. In addition, LHN officers and Capella
representatives met with the Bishop of Spokane (Bishop) to discuss Lourdes’ continued operation
as a Catholic hospital. LHN Board Minutes (Sept. 1, 2015). As a result of these meetings, Capella
negotiated a Catholic Identity Covenant with the Bishop. Catholic Identity Covenant. The Catholic
Identity Covenant requires Capella to operate LHN consistently with the Ethical and Religious
Directives for Catholic Health Care Services and other tenants of the Roman Catholic Church,
allow the Bishop to appoint one LHN board member, approve the Vice President of Mission for
LHN, and fund a diocesan ethicist to advise Capella in the management of the facilities. I1d.

The LHN board reviewed the final draft of the APA at a September 26, 2016 board meeting. LHN
Board Minutes (Sep. 26, 2016). The LHN board found that LHN exercised due diligence in
authorizing the transaction, selecting Capella as the purchaser, and negotiating the terms of the
transaction. Id. The LHN board unanimously recommended approval of the transaction to the
Ascension Healthcare Board of Trustees. Id. The parties signed the APA on September 28, 2016.
Asset Purchase Agreement.

For all of these reasons, we conclude that LHN exercised due diligence in negotiating the terms
and conditions of the acquisition. We accordingly conclude that the Application satisfies the
second statutory criterion without any need for modification.

5 Ascension is a 501(c)(3) Catholic health system and is the sole member of Ascension Healthcare. Ascension
Healthcare is the sole member of LHN, and pursuant to the articles of incorporation and bylaws of LHN, Ascension
and Ascension Healthcare must approve the sale or transfer of all or substantially all of the assets of LHN. Application
at 2-3.
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Statutory Criterion 3. The procedures used by the nonprofit corporation’s
board of trustees and officers in making their decisions
fulfilled their fiduciary duties, the board and officers
were sufficiently informed about the proposed
acquisition and possible alternatives, and they used
appropriate expert assistance.

A fiduciary duty is generally defined as “[a] duty to act with the highest degree of honesty and
loyalty towards another person and in the best interests of the other person.” Black’s Law
Dictionary 617 (10th ed. 2014). Under the Washington Nonprofit Corporation Act, these duties
are codified as follows:

A director shall perform the duties of a director, including the duties as a member
of any committee of the board upon which the director may serve, in good faith,
in a manner such director believes to be in the best interests of the corporation,
and with such care, including reasonable inquiry, as an ordinarily prudent person
in a like position would use under similar circumstances.

RCW 24.03.127. Typically, these duties are referred to as the duty of care,® the duty of loyalty,
and the duty of obedience. Shimko v. Guenther, 505 F.3d 987, 992 (9th Cir. 2007) (listing duties
encompassing the fiduciary duty); see also Washington Recorder Publ’g Co. v. Ernst,
199 Wash. 176, 189, 91 P.2d 718 (1939) (same); Diaz v. Washington State Migrant Council,
165 Wn. App. 59, 77 (2011).’

& The corporate version of the duty of care, otherwise known as the business judgment rule, is becoming more
dominantly applied to nonprofit corporations over the more stringent duty of care under the trust model. Denise Ping
Lee, The Business Judgment Rule: Should it Protect Nonprofit Directors?, 103 Colum. L. Rev., 925, 944-45 (2003).
The Revised Model Nonprofit Corporation Act specifically rejects the trust model, but does not fully adopt the
business judgment rule. The business judgment rule is a “presumption that in making a business decision the directors
of a corporation acted on an informed basis, in good faith and in the honest belief that the action taken was in the best
interests of the company.” Aronson v. Lewis, 473 A.2d 805, 812 (Del. 1984) (citations omitted), overruled on other
grounds, Brehm v. Eisner, 746 A.2d 244 (Del. Supr., 2000).

" See, e.g., James J. Fishman, Checkpoints on the Conversion Highway: Some Trouble Spots in the
Conversion of Nonprofit Health Care Organizations to For-Profit Status, 23 J. Corp. L. 701, 734-35 (1997-1998)
(opining that in context of nonprofit corporations, “practical elements” of informed decision making would include:
(a) opportunity to hear detailed presentation by management, including written materials if appropriate, explaining
rationale for proposed decision and reasons for management’s particular recommendation; (b) opportunity to hear
advice and recommendation of recognized outside experts, including legal counsel, on subject; (c) opportunity to
debate and deliberate on proposal at board level and, if possible, to allow period of days or weeks for reflection and
further consideration before requiring vote; (d) gathering of information (where appropriate) from comparable
institutions about how they dealt with similar situations; and (e) opportunity to request any additional information
deemed relevant by director from management or outside experts, including legal counsel, and time for directors to
consider such additional information). See also Patrick K. Moore et al., Legal Issues in Selling and Converting Health
Care Organizations, 20 Whittier L. Rev. 351 (1998).
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a. LHN’s board and officers were sufficiently informed about the
proposed acquisition and possible alternatives and the procedures they
employed satisfied their fiduciary duties.

The LHN board participated in a ministry positioning process to identify a long term, sustainable
model of healthcare delivery for LHN’s future. Application at 6; Discernment Report at 6.
Through this process, the LHN board determined that LHN needed to strengthen its market
presence and obtain scale by developing a regional affiliation. Discernment Report at 8. Building
on the ministry positioning process, members of the LHN board and leadership engaged in a
discernment process to consider the forms of alignment that would allow LHN to obtain scale
while retaining its commitment to its original mission. Discernment Report; Application
at 2, 6, 14, and 22.

In order to identify a purchaser of LHN’s assets, the LHN board reviewed the results of the RFP
process led by Kaufman Hall. Application at 3. The RFP process sought offers from a diverse
group of twenty-two potential purchasers who were asked to respond to criteria selected by the
LHN board during the discernment process. Discernment Report at 12; Application at 3, 23.

Kaufmann Hall presented the results of the RFP process at a joint meeting of the LHN and SIRMC
boards on April 13, 2015. Partner Review. As a means of comparing the eight offers, Kaufmann
Hall created a response matrix that compared each potential purchaser’s offer in the criteria
identified by the LHN board. Id. The use of the Response Matrix created a clear procedure to
assist the board in focusing on the issues it found most important with regard to choosing a
potential purchaser. These elements in the matrix closely aligned with the objectives and goals
the LHN board articulated during the ministry positioning and discernment processes. Id. The
LHN board found that Capella’s offer was one of the strongest offers in each of the elements it
considered. Gallant Memorandum. From the information received at the April 13 meeting, the
LHN board chose to invite Capella and two other potential purchasers to continue to Phase Il of
the selection process. Gallant Memorandum; Application at 14.

Capella, Offeror D and Offeror B were invited to present their final proposals to the LHN and
SJRMC boards in person on May 12, 2015. Application at 7; Strategic Partnership Selection.
After the three presentations, Kaufman Hall guided the boards in a comparison of the proposals,
making use of another Response Matrix. Id.

At the completion of the meeting, the boards chose Capella as the potential strategic partner with
which to begin transaction negotiations and final due diligence. Gallant Memorandum;
Application at 18. The LHN board found that a transaction with Capella would ensure that LHN
would gain immediate access to capital, allowing it to attract physicians and gain a larger regional
presence. Id. In addition, the board found that Capella was committed to continuing LHN’s
charity care and community benefit programs, local governance, and Catholic mission through
entry of a Catholic Identity Covenant with the Bishop of Spokane. Id.
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The LHN board decided that it was in the best interest of LHN and was consistent with its
charitable purposes to enter into a letter of intent to sell its assets to Capella. Application at 9, 15.
On June 12, 2015, a letter of intent was entered which set forth that LHN would sell substantially
all of its assets to Capella and that an asset purchase agreement would be negotiated. 1d.

After significant negotiations and extensive due diligence into the appropriateness of its choice,
on September 26, 2016, the LHN board reviewed the final version of the APA. LHN Board
Minutes (Sept. 26, 2016). The LHN board determined that the sale to Capella was in the best
interest of LHN. Id.; Gallant Memorandum. The final APA satisfied the objectives set forth by
the LHN board during the selection process. Discernment Report at 12. The APA includes
provisions that enable LHN to make significant capital investments, continue to provide charity
care to low-income patients, preserve its Catholic identity, and continue its obligations to its
current employees. Asset Purchase Agreement.

For all of these reasons, we conclude that LHN’s board and officers were sufficiently informed
and fulfilled their fiduciary duties.

I. The board and officers used appropriate expert assistance.

Kaufman Hall, a management-consulting firm with expertise in healthcare transactions, and
Bradley, Arant, Boult, Cummings, LLP, a law firm that routinely advises healthcare providers in
transactional matters, assisted LHN through its selection of Capella and the negotiation of the
terms of its sale. Application at 10.

Kaufmann Hall was charged with preparing a written request for proposal that defined the
objectives of LHN and SJRMC with respect to a transaction; initiating a solicitation process;
receiving, reviewing, and evaluating proposals; engaging in preliminary negotiations with
potential partners; creating materials for LHN’s and SJRMC’s boards and leadership to compare
and contrast proposals received by various potential partners; coordinating site visits and
discussions between LHN and potential partners; and, assisting in the negotiation and finalization
of the APA between LHN and Capella. Application. Bradley, Arant, Boult, Cummings, LLP
provided legal advice throughout this process. Id.

We find that the LHN board and officers appropriately used the expert assistance of Kaufmann
Hall and Bradley, Arant, Boult, Cummings, LLP to consummate the transaction with Capella. We
accordingly conclude that the Application satisfies the third statutory criterion without any need
for modification.

Statutory Criterion 4. No conflict of interest exists related to the acquisition,
including, but not limited to, conflicts of interest related
to board members of, executives of, and experts
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retained by the nonprofit corporation, acquiring
person, or other parties to the acquisition.

RCW 70.45.070(4) provides that the department shall not approve an application unless the
department determines that “[n]o conflict of interest exists related to the acquisition, including, but
not limited to, conflicts of interest related to board members of, executives of, and experts retained
by the nonprofit corporation, acquiring person, or other parties to the acquisition.”

Each member of the LHN Board of Directors has executed an affidavit attesting to the absence
of any conflict of interest in the proposed acquisition. Application, Exhibit 2. In addition, at
the September 26, 2016 board meeting, after reviewing the final APA, the LHN board
determined that no conflicts of interest relating to the transaction existed. Application at 17;
LHN Board Minutes (Sept. 26, 2016). Further, neither Capella, LHN, nor Ascension have any
conflicts related to Kaufmann Hall.

There do not appear to exist any conflicts of interest relating to the proposed transaction among
board members, officers, key employees at the hospitals and experts retained by LHN and
Ascension, or any other party to the proposed transaction. Finally, no member of the public has
offered any evidence of any such conflicts. Thus, we conclude that there are no conflicts of
interest regarding the proposed acquisition that would warrant disapproval or modification of
the acquisition on that basis. We accordingly conclude that the Application satisfies the fourth
statutory criterion without need for modification.

Statutory Criterion 5. The nonprofit corporation will receive fair market value
for its assets.

RCW 70.45.070(5) provides in part that the department shall not approve a conversion application
unless “[t]he nonprofit corporation will receive fair market value for its assets.” RCW 70.45 does
not define “fair market value.” However, in other contexts this term has been defined to mean
“the amount of money which a purchaser willing, but not obliged, to buy the property would pay
an owner willing, but not obligated, to sell it, taking into consideration all uses to which the
property is adapted and might in reason be applied.” Donaldson v. Greenwood, 40 Wn.2d 238,
252, 242 P.2d 429 (1952). See also In re Estate of Eggert v. State, 82 Wn.2d 332, 335, 510 P.2d
645 (1973) (When determining fair market value “[a]ll factors and elements which might in reason
affect values must be taken into account); Rev. Rul. 59-60, 1959-1 C.B. 237 (federal estate and
gift tax regulations “define fair market value, in effect, as the price at which the property would
change hands between a willing buyer and a willing seller when the former is not under any
compulsion to buy and the latter is not under any compulsion to sell, both parties having reasonable
knowledge of relevant facts.”); American Institute of Certified Public Accountants (AICPA)
Statement on Standards for Valuation Services No. 1, Valuation of a Business, Business Ownership
Interest, Security, or Intangible Asset, (SSVS No. 1), Appendix B (defining “fair market value” to
mean “the price, expressed in terms of cash equivalents, at which property would change hands
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between a hypothetical willing and able buyer and a hypothetical willing and able seller, acting at
arm’s length in an open and unrestricted market, when neither is under compulsion to buy or sell
and when both have reasonable knowledge of the relevant facts.”).

There are well-established, widely-accepted methodologies for determining the value of nonprofit
hospital assets. Specifically, the income, market and cost approaches are most frequently deployed
in conducting nonprofit hospital valuations. See, e.g., U.S. General Accounting Office, Not-For-
Profit Hospitals: Conversion Issues Prompt Increased State Oversight (GAO/HEHS-98-24
Dec. 1997) at 9 (The IRS and valuation consultants cite the income, market, and cost approaches
as generally accepted methods for valuing hospital assets); James J. Fishman, Checkpoints on the
Conversion Highway: Some Trouble Spots in the Conversion of Nonprofit Health Care
Organizations to For-Profit Status, 23 J. Corp. L. 701, 719 (1998) (in health care transactions
valuation methodologies which have been traditionally utilized are replacement cost or asset
valuation, market comparison, and discounted cash flow analysis); James R. Schwartz and
H. Chester Horn, Jr., Health Care Alliances and Conversions—A Handbook for Nonprofit Trustees
(1999) at 67 (valuation methodologies for use in connection with the sale of nonprofit hospitals
generally include discounted cash flow method, comparable companies method, and similar-
transaction method; discounted cash flow method being “the method that most valuation experts
believe is the most reliable in establishing value”); Gerald F. Kominski, Valuation of Non-Profit
Conversion—Techniques for Determining the Value of Health Care Organizations Converting to
For-Profit Status, UCLA Center for Health Policy Research (January 2001) (generally used
approaches to valuing nonprofit health care organizations are asset-based analyses, comparable
market analyses, and income or cash flow analyses). See also AICPA SSVS No. 1 (three most
common valuation approaches are “Income (income-based),” “Asset (asset-based),” and “Market
(market-based)” approaches).®

As noted above, Capella agreed to pay $21,000,000 to purchase substantially all of LHN’s assets,
subject to certain adjustments for normalized working capital and indebtedness and capital lease
liabilities assumed by Capella. Asset Purchase Agreement at 82.3. With that backdrop, we turn to
a discussion of the valuation of LHN assets.

8 Schwartz and Horn, Jr. summarize the income and market comparison methodologies as follows: The
discounted cash flow approach “seeks to project future earnings over the near to mid-term by using past earnings,
future management projections, or both as a guide. The experts then apply appropriate discount rates and calculate
the present value of the projected income stream. An appropriate industry multiple is then applied to that income
stream (discounted cash flow) and the result is an estimated value for the hospital.” Health Care Alliances and
Conversions—A Handbook for Nonprofit Trustees, at 67. The similar-transaction (market) approach “attempt[s] to
find sales of similar stand-alone hospitals. Appropriate adjustments are then made for size, asset base, profitability,
market anomalies, locale, and other relevant factors, and an estimate of value is then reached.” Id. at 69.
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a. The Seller’s VValuation Analysis

RCW 70.45.030(2) requires that applications for acquisitions of nonprofit hospitals include, in
part, “a financial and economic analysis and report from an independent expert or consultant of
the effect of the acquisition under the criteria in RCW 70.45.070.” Ascension’s Application
initially did not include such a report. However, following communications between the
Department and Ascension, on November 13, 2017, Ascension submitted to the Department a
report from Deloitte Transactions and Business Analytics LLP (Deloitte).® Letter from Howard
Wall to Janis Sigman (Nov. 13, 2017), Attachment 3 (Ascension—Analysis of the Fair Market
Value of the Invested Capital of Lourdes Health Networks as of June 12, 2015) (Deloitte Report).

Deloitte summarized its valuation process as follows:

We considered and evaluated each of the three traditional approaches to
value: the income approach, the market approach, and the asset approach.
We relied on the income and market approaches to value because we believe
(1) the income and market approaches were appropriate for the Valuation
analysis, and (2) sufficient information was available for their use. We did
not rely upon the asset approach, we did not consider it to be applicable to
the analysis.*°

Deloitte Report at 7.

Based on its analyses, Deloitte expressed the opinion that “the fair market value of the invested
capital of [LHN] on a controlling®! basis as of June 12, 2015, is reasonably estimated as follows:

® Deloitte operates as a subsidiary of Deloitte LLP. Deloitte LLP through its subsidiaries provides audit, tax,
consulting, and financial advisory services. The firm’s subsidiaries include Deloitte & Touche LLP, Deloitte
Consulting LLP, Deloitte Financial Advisory Services LLP, and Deloitte Tax LLP. Deloitte LLP, formerly known as
Deloitte & Touche USA LLP, was founded in 1995 and is based in New York, New York. Deloitte LLP operates as
a subsidiary of Deloitte Touche Tohmatsu. Bloomberg([May 24], 2018), accessible at:
https://www.bloomberg.com/research/stocks/private/snapshot.asp?privcapld=12736281.

10 More detailed discussions of Deloitte Advisory’s valuation analysis are contained in the addenda to the
Deloitte Report.

11As explained in Deloitte Report, “[a] control basis reflects the value of an interest in a business having the
power to direct the management and policies of that enterprise.” Deloitte Report at 2.
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Fair Market Value ($000°s)

Valuation Method Weight Low High

Unadjusted BEV12
Discounted Cash Flow Analysis 75.0% | $16,900 $23,700
Guideline Public Comparable Analysis | 0.0% 23,000 27,600
Guideline Transactions Analysis 25.0% | 22,100 27,600
Indicated Range of Unadjusted BEV, $18,200 $24,700
Marketable Basis (Rounded)
Plus: Excess/(deficient) working capital (534) (534)
Adjusted BEV $17,666 $24,166
Fair Market Value of Invested Capital $17,700 $24,200
(Rounded)

Id.

b. The Department’s Valuation Analysis

RCW 70.45.070(5) provides that in determining whether the nonprofit will receive fair market
value for its assets, “[t]he attorney general or the department may employ, at the expense of the
acquiring person, reasonably necessary expert assistance in making this determination.” Pursuant
to this provision, the Department issued a request for proposals for a consulting expert contract
and executed a contract with ECG Management Consultants.'® The contract with ECG required it
in part to “conduct an initial review of the valuation approach and assumptions included in the
original FMV opinion rendered by Deloitte. ECG will then prepare an updated, consolidated FMV
range for the Lourdes Health Network facilities based on current financial performance.” DOH
Contract PRV22771-0, Exhibit A (Statement of Work).

12 “BEV” refers to LHN’s business enterprise value.

13 ECG Management Consultants provides healthcare management consulting services. The company offers
strategy services in the areas of enterprise strategy, facility and capital asset planning, service line strategy, physician
strategy and alignment, health reform and accountable care organization strategy, transactions and affiliations,
organizational design, and development, and finance services in the categories of business and financial advisory
services, payor contracting and reimbursement, provider compensation planning, valuation services, and industry
benchmarking. It also provides operations services in the areas of performance improvement, care model
transformation, patient access, and revenue cycle optimization, regulatory compliance, technology infrastructure and
operations, and digital health. The company serves academic medical centers, health systems, community hospitals,
children’s hospitals, medical groups, payors, and ambulatory surgery centers. ECG Management Consultants, Inc.
was founded in 1973 and is headquartered in Seattle, Washington. Bloomberg ([May 24], 2018), accessible at:
https://www.bloomberg.com/research/stocks/private/snapshot.asp?privcapld=11311527.
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On May 18, 2018, ECG provided to the Department an appraisal review report of the Deloitte
Report (Appraisal Review Report). The Fair Market Value of Lourdes Health Network—
Concerning Business Appraisal Report Prepared by Deloitte as of November 10, 2017—Appraisal
Review Report (As of May 10, 2018) (Appraisal Review Report). ECG also provided initial
exhibits reflecting its own fair market valuation of LHN on May 18, 2018, which it provided in
final form on May 31, 2018, to accompany its valuation opinion letter. (ECG Valuation). In its
review of the Deloitte Report, ECG identified the following deficiencies, among others:

a) Selection of inappropriate valuation date.

b) Weaknesses in the relevance* assigned to certain methodologies.

c) Reliance on past projected cash flows instead of recent actual data.

d) Internal inconsistency in developing a discount rate for discounting cash flows
and weighted cost of capital.

e) Methodological weaknesses in the application of the guideline transaction method
of the market approach for determining unadjusted business enterprise value.

Appraisal Review Report at 2-5.

In concluding its review of the Deloitte Report, ECG opined that “[T]he opinion presented by
Deloitte . . . has deficiencies that weaken the credibility of its conclusions. Based solely on the
information provided in the report, it is not reliable. However, it is possible that Deloitte could
provide additional support from its work papers to correct the deficiencies observed.” Id. at 2.

ECG in turn developed its own fair market valuation of LHN’s assets. ECG’s valuation relied
solely on the income (discounted cash flow) approach “given this represents the estimated future
cash flow of the business.” ECG Valuation, Exhibit I-A n. 4. Based on its analysis, ECG
concluded that the fair market value of LHN as of May 10, 2018, was between $35,200,000 and
$38,200,000%° Id.

C. Timing of Fair Market Value

RCW 70.45 does not expressly address the question whether fair market value is to be determined
as of the time the Department considers the application, or at some earlier time such as when the
parties sign an asset purchase agreement. The legislative history associated with RCW 70.45
provides no further insight. See Final Bill Report SSB 5227 (1997). However, RCW 70.45.070(5)
provides that the Department shall not approve a proposed acquisition “unless [t]he nonprofit

14 Relevance “[r]efers to the specific relationship of an appraiser’s analytical nexus to a particular appraisal
standard, method, or procedure forming a supportive and probative basis of the opinion of value offered by the
appraiser.” Appraisal Review Report at 1.

15 Although ECG ultimately did not rely on the market approach to valuing LHN, its application of the
guideline transaction method and guideline public company method resulted in business enterprise values of
$46,018,000 and $38,768,000 respectively. ECG Valuation, Exhibits IV-A, V-A.
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corporation will receive fair market value for its assets” (emphasis added). RCW 70.45.070(5) is
written in the future tense, requiring the Department to determine if the nonprofit corporation “will
receive” fair market value for its assets, not whether it would have received fair market value had
the proposed purchase price been paid at some time in the past.

Traditional canons of statutory construction call for all words in a statute to be given full effect.
Overlake Hosp. Ass'n v. Dep't of Health, 170 Wn.2d 43, 52, 239 P.3d 1095 (2010) (“If a statute’s
meaning or a rule’s meaning is plain and unambiguous on its face, then we give effect to that plain
meaning.); Rivard v. State, 168 Wn.2d 775, 783, 231 P.3d 186 (2010) (“Statutes must be construed
to give effect to all language, so as to render no portion meaningless or superfluous.”). We must
consider the legislature’s decision to use the phrase “will receive” in order to give meaning to all
language in RCW 70.45.070(5). The use of this phrase directs the Department’s assessment of
fair market value to the time the nonprofit corporation actually receives compensation for its assets.
Because the Department’s review of a conversion application is the closest practical point in time
before the sale of the nonprofit’s assets at which fair market value can be assessed, we conclude
that the valuation of LHN’s assets at the time of the Department’s review gives effect to all of the
language of RCW 70.45.070(5).

This interpretation also comports with the stated purpose of RCW 70.45.070 — to ensure that the
parties to a nonprofit conversion “have taken the proper steps to safeguard the value of charitable
assets . . .” RCW 70.45.070. Statutory terms are to be interpreted consistently with a statute’s
underlying policy objectives. Safeco Ins. Cos. v. Meyering, 102 Wn.2d 385, 392, 687 P.2d 195
(1984) (The paramount concern of statutory construction is to ensure that the regulation is
interpreted in a manner that is consistent with the underlying policy of the statute.); Overlake Hosp.
Ass'n v. Dep't of Health, 170 Wn.2d 43, 52, 239 P.3d 1095 (2010). (Courts read a regulatory term
within the context of the regulatory and statutory scheme as a whole, not in isolation.). The value
of a nonprofit’s assets is most effectively preserved by assessing this value at the time of the asset’s
sale, when the assets are converted from nonprofit to for-profit status. The public loses access to
the benefits provided by the charitable assets at the time of their conversion, not the time of the
negotiation of their sale. Therefore, to ensure that the public interest is appropriately compensated
for its loss of access to these benefits, we conclude that the Department should measure the value
of the nonprofit’s assets as close as is practicable to time of their sale.

As discussed at pages 10-19, supra, the LHN board engaged Kaufman Hall to assist it in
identifying potential purchasers of substantially all of LHN’s assets. Kauffman Hall administered
a request for proposal process in 2015 in which it contacted twenty-two potential purchasers,
including nonprofit, for-profit and faith based health systems, six of which submitted proposals.
Capella’s offer of $21,000,000% for the purchase of the LHN assets, which represented the highest
purchase price of all offers received, was the result of this process. The LHN Board’s utilization

16 Subject to a Net Working Capital adjustment and a reduction for any indebtedness or capital lease liabilities
assumed by Capella. APA, §2.3.
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of this process and Capella’s offer resulting from it provides evidence to support the conclusion
that the Board may have received fair market value for the LHN assets had the transaction closed
in 2015. See Steven R. Hollis, Strategic and Economic Factors in the Hospital Conversion
Process (Health Affairs — March/April 1997) at 140 (Where assets offered to wide range of
potential buyers and multiple independent offers received, market “speaks for itself” and board of
nonprofit has “real-world data to determine actual value.”); U.S. General Accounting Office, Not-
for-Profit Hospitals: Conversion Issues Prompt Increased State Oversight (GAO/HEHS-98-24
Dec. 1997) at 12 (“According to the IRS, sellers can more accurately determine the fair market
value of their hospitals by soliciting competitive bids though an RFP, which opens bidding to the
public.”); Appraisal Review Report at 3 (“[P]rojected cash flows relied upon by Deloitte for 2015,
2016, and partial year 2017 . . . may have represented reasonable expectations for the future as of
June 12, 2015.”).

As explained above, we interpret RCW 70.45.070(5) to require nonprofit corporations to receive
fair market value based on current conditions in order for the Department to approve a transaction
under RCW 70.45. In addition to the statutory basis for considering the current value of LHN’s
assets, practical considerations militate in favor of valuation based on current conditions. Both
ECG and Deloitte used “income” or “discounted cash flow” methods of valuation of LHN’s assets,
which measure the estimated future cash flow of LHN. As explained in the Appraisal Review
Report, the use of outdated financial data in determining future cash flows is atypical and weakens
the credibility of the resulting analysis. See id. at 3 (“Typically, the most recent financial data is
relied upon” in projecting cash flows.). Further, if the legislature intended any request for proposal
process (or an applicant’s own fair market value report) to be dispositive of the fair market value
of the assets at issue, there would have been no reason for the legislature to have provided for the
Department or Attorney General to employ a valuation expert under RCW 70.45.070(5). In this
case, reference to recent financial data results in a materially higher conclusion of value than the
amount Capella was willing to pay for LHN’s assets in 2015 and that which is indicated in the
June 15, 2015, Deloitte Advisory valuation. Appraisal Review Report at 3-4.

The parties to the transaction have identified alleged weaknesses in ECG’s analysis, asserting in
part that ECG should have utilized available financial data for 2018, should not have excluded
certain management fees from its analysis, should have acknowledged a risk to LHN’s continued
status as a Critical Care Hospital, and should have assumed a need for significant infrastructure
investment at the hospital in the future. Memorandum from RCCH Healthcare Partners and
Lourdes Health Network to John Bry, Janis Snoey, Nancy Tyson and Audrey Udashen (May 18,
2018). It is not evident to us that the dramatic gulf between ECG’s and Deloitte’s respective
valuation ranges can be entirely explained by the alleged weaknesses in ECG’s analysis, nor would
resolving these concerns address the fact that the applicant’s valuation relies on data that is nearly
three years old. However, the Department may wish to seek a response from ECG to assist the
Department in evaluating these assertions and determining whether variances between the
valuations can be reconciled or diminished
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To summarize, utilizing actual cash flow data through 2017, ECG concluded that LHN’s fair
market value as of May 10, 2018 was $35,200,000-$38,200,000. We conclude that ECG’s
valuation is more reliable than Deloitte’s because ECG relied upon current data reflective of actual
performance, where Deloitte relied on older data regarding projected cash flows in order to arrive
at a valuation as of June 12, 2015. In addition, ECG identified methodological weaknesses in
Deloitte’s valuation, including inconsistencies and weaknesses in developing a discount rate for
discounting cash flows and weighted cost of capital, and the application of the guideline
transaction method of the market approach for determining unadjusted business enterprise value.
For these and the other reasons discussed above, we cannot conclude that the sale of LHN’s assets
for $21,000,000 as contemplated in the APA would result in LHN receiving fair market value for
those assets. For these reasons, we conclude that the Application does not satisfy the fifth statutory
criterion.

Statutory Criterion 6. Charitable funds will not be placed at unreasonable
risk, if the acquisition is financed in part by the
nonprofit corporation.

RCW 70.45.070(6) effectively conditions the Department’s approval of an acquisition upon its
determination that “[c]haritable funds will not be placed at unreasonable risk, if the acquisition is
financed in part by the nonprofit corporation”. This criterion is not at issue in this transaction
because LHN is not financing any part of the acquisition. Application at 9.

We accordingly conclude that the Application satisfies the sixth statutory criterion without any
need for modification.

Statutory Criterion 7. Any management contract under the acquisition will be
for fair market value.

RCW 70.45.070(7) addresses the situation in which the buyer and the seller have a contract for
one to provide management services to the other. If the nonprofit either performs services for
which fair market value is not received, or purchases services for a price that exceeds fair market
value, then the net purchase price to the seller for the sale of the nonprofit assets effectively might
be lower than it should be. This criterion is not at issue in this proposed acquisition because it
does not involve a management contract. RCW 70.45.070(7). Application at 9. If a management
contract is to be entered into, it will have to be reviewed by this Office.

Statutory Criterion 8. The proceeds from the acquisition must be controlled as
charitable funds independently of the acquiring person
or parties to the acquisition, and must be used for
charitable health purposes consistent with the nonprofit
corporation’s original purpose, including providing
health care to the disadvantaged, the uninsured, and the
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underinsured and providing benefits to promote
improved health in the affected community.

The eighth criterion requires that “[T]he proceeds from the acquisition will be controlled as
charitable funds independently of the acquiring person or parties to the acquisition, and will be
used for charitable health purposes consistent with the nonprofit corporation’s original purpose,
including providing health care to the disadvantaged, the uninsured, and the underinsured and
providing benefits to promote improved health in the affected community[.]” RCW 70.45.070(8).
This criterion has several elements: (a) the control of the proceeds as charitable funds; (b) the
independence of the entity holding the charitable funds from the acquiring person or parties to the
acquisition; and (c) the dedication of the funds to charitable health purposes. After first
summarizing the transaction as it relates to charitable assets, we consider each of these elements
in turn.

a. Summary of proposal for charitable assets

i. Transfer of Net Proceeds to Catholic Foundation of Eastern
Washington.

The Application provides that the net proceeds of the transaction will be contributed to the Diocese
of Spokane for the original charitable purposes for which LHN was formed. Application at4. The
plan for making this distribution involves two steps. At closing, certain of the net proceeds will
be distributed into an escrow account,*’ during which time certain claims can be paid from the
proceeds. At the end of the escrow period, the remaining funds will be distributed to the Diocese.

The financial transactions to take place at and after closing enlighten this arrangement. The
purchase price for LHN is $21 million. Asset Purchase Agreement at 11. At closing, Capella is
obligated to pay to LHN the full purchase price, subject to certain adjustments. Id. at 19. The
price is reduced, first, by “the amount set forth on the Closing Statement with respect to any
indebtedness or capital lease liabilities assumed by” Capella. 1d. The APA then provides for other
adjustments to the purchase price, both before and after closing. 1d. Before closing, the purchase
price will be either decreased or increased based upon the difference between a working capital
statement prepared for closing and a target working capital statement. 1d. The purchase price is
adjusted again based upon a further working capital statement prepared by Capella within 90 days
of closing, calculating LHN’s working capital as of closing. 1d. Depending on that calculation,
either LHN refunds money to Capella or Capella pays additional funds to LHN. Asset Purchase

17 The Application does not provide details regarding the escrow account, but describes it as one to be
established “pursuant to an arrangement acceptable to the Department of Health and the Attorney General.”
Application at 21. To ensure protection of the charitable assets, the Department’s approval of this Application should
be conditioned upon finalizing the escrow plans and agreement before closing.
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Agreement at 20. The purchase price will be further adjusted based upon other defined factors,
including the value of joint venture interests and taxes. Id.

Further, Capella assumes some, but not all, of LHN’s existing financial liabilities at closing. Asset
Purchase Agreement at 16-19. A long list of liabilities are excluded from the transaction, meaning
that they remain LHN’s responsibility. Asset Purchase Agreement at 17-19. Examples include
any claims or potential claims for malpractice or general liabilities arising before closing, liabilities
arising out of excluded assets, and certain liabilities relating to employees. Id.

The temporary transfer into escrow is designed to provide time to resolve certain of LHN’s
obligations and debts that Capella does not assume under the APA, and which cannot be
immediately quantified or which are not immediately due. LHN remains obligated for such
liabilities, and must pay them “in due course in accordance with their terms.” Asset Purchase
Agreement at 17.

The Application therefore explains that at closing “the net proceeds remaining after closing
adjustments, payment of expenses, and repayment of any debt not assumed by Capella under the
APA will be deposited into an escrow account.” Application at 9. Any “indemnification claims”
will be paid from the proceeds in the escrow account during its duration.’® 1d. The “remaining
net proceeds will be contributed to the Diocese” at the end of escrow period. 1d.°

The materials submitted to us are inconsistent with regard to the duration of the escrow period.
The Application itself says that the net proceeds of the transaction will be held in escrow for three
years following closing, before being conveyed to the Diocese. Application at 9. Capella later
provided, in response to a question from the Department, a draft Donation Agreement by which
the net proceeds are to be conveyed to the Diocese, in the form of a transfer to the Catholic
Foundation. Draft Donation Agreement. The draft Donation Agreement provides for a seven-year
escrow period. Id. The Applicant has explained to us that the longer, seven-year escrow period is
now anticipated.

18 The APA obligates LHN to indemnify Capella as set forth in the Agreement. Asset Purchase Agreement
at 69-73.

19 The application materials appear to contain two widely divergent estimates of the amount of money that
might be transferred from escrow to charity. The Application estimates the amount as “between $1,500,000 and
$2,000,000.” Application at 21. The pro forma balance sheet provided in response to a question from the Department
estimates the amount as $6,345,394. Pro Forma Balance Sheet. We are informally advised that the latter number is
more likely to be close, but in both cases the dollar figure is an estimate. The final value for the net proceeds could
also change, of course, depending on resolution over concerns about fair market value discussed with regard to
criterion number 5, above, as well. Ongoing transparency is important in this regard, both for the public and for the
Diocese.
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The draft Donation Agreement provides for transfer of the net proceeds from the escrow account
to the Catholic Foundation.?® The Catholic Foundation is an existing entity, incorporated in 1981
to carry out religious, educational, and other charitable purposes of the Diocese. Letter from
Howard Wall to Janis Sigman (Aug. 23, 2017), Attachment 5 at 3. A board of directors governs
the Catholic Foundation and is ultimately responsible to the Bishop of Spokane. Id. at 5.
According to its bylaws, the Catholic Foundation currently administers funds and makes grants for
religious education and community outreach. Id., Attachment 6 at 8.

ii. Retention of the Existing Lourdes Foundation

An existing foundation established to support the charitable mission of LHN is excluded from the
proposed transaction, but nonetheless raises concerns about the preservation of charitable assets.
The Lourdes Foundation held over $2 million in assets invested to support the current mission of
LHN as of 2015.2* The Lourdes Foundation page on LHN’s website describes its mission:??

Lourdes Foundation was formed in January 1993 as a means to provide financial
resources to strengthen the Mission of Lourdes. Each year we focus on projects
that call us to our mission.

... To support the Mission of our hospital and the values of the Sisters of St.
Joseph of Carondelet

... To strengthen the visibility of the hospital’s Mission within our community

... To broaden the base of friends of Lourdes

... To provide financial resources to strengthen the Mission of our healthcare
services

The Department posed a question during the screening process regarding the future of the Lourdes
Foundation. The applicant responded as follows:

Any interest in, and all the assets of the Lourdes Foundation were excluded from
this transaction. Please refer to Section 2.1(b)(xi) of the Asset Purchase
Agreement which lists the Lourdes Foundation as an excluded asset. Therefore
the Lourdes Foundation and all of its funds shall remain separate and independent
from Capella.

Letter from Janis Sigman to Howard Wall (Aug. 23, 2017) at 6.2

20 The materials supporting the Application refer to the Catholic Foundation of Eastern Washington as simply
“the Foundation.” We call it the “Catholic Foundation” in order to distinguish it from the Lourdes Foundation,
discussed below.

2L |ourdes Foundation’s Form 990 Informational Tax Return for 2015, obtained online from Guidestar.org.

22 The quoted passage is online at: https://www.yourlourdes.com/foundation/.

2 This point may explain why the Application asserts that “LHN does not have any restricted gifts or bequests
in excess of $10,000.” Application at 13. The exclusion of the Lourdes Foundation from the transaction would
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b. Application of the Three Requirements of RCW 70.45.070(8)

I. The proceeds from the acquisition will be controlled as
charitable funds.

1. The Catholic Foundation

With this understanding of the proposal for the use of the proceeds of the transaction, we consider
whether the proposal satisfies RCW 70.45.070(8). We conclude that the proposal would satisfy
this provision if certain conditions are satisfied.

The first requirement of RCW 70.45.070(8) is that the “proceeds from the acquisition [must] be
controlled as charitable funds.” Id. The draft Donation Agreement calls for the transfer of the net
proceeds of the transaction to the Catholic Foundation following the expiration of the escrow
period. Draft Donation Agreement. These assets are “to be used by the Foundation to further the
original charitable health purposes for which [LHN] was formed and to benefit the Community
historically served by [LHN].” 1d. The Draft Agreement defines the “Community” as Benton and
Franklin Counties, which comports with LHN’s historical service area. Id. The draft Donation
Agreement further limits the use of the charitable funds to:

a) Provide healthcare to the disadvantaged, uninsured and underinsured in the
Community;

b) Promote improved health and healthcare in the Community; and

c) Promote the charitable health purposes for which [LHN] was formed as more
described in the Restated Articles of Incorporation of [LHN].”

Id. at 152,

We are comfortable that the draft Donation Agreement would thus commit the net proceeds for
charitable use. Several features of the Application nonetheless give us pause and suggest that the
Department should condition its approval of the transaction. These items might suggest less than
a full and robust dedication of the assets to the described charitable use unless they are changed.

Our first concern relates to the characterization of the capacity in which the Catholic Foundation
will hold the proceeds of the transaction. The draft Donation Agreement provides, “[t]he parties?*
agree that the monies given to establish the Gift shall be maintained and invested in an account
owned by the [Catholic] Foundation.” Draft Donation Agreement (footnote added). Further, the

presumably preclude identifying any assets of the Lourdes Foundation as assets subject to this transaction. We have
not been informed as to whether the Lourdes Foundation has any such restricted gifts or bequests.
24 The parties to the Donation Agreement are LHN and the Catholic Foundation. Draft Donation Agreement.
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pro forma balance sheet provided to show the assets the Catholic Foundation may receive describes
those assets as “temporarily restricted.” Pro Forma Balance Sheet.

We read RCW 70.45.070(8) to require a robust dedication of the proceeds of the transaction to
specified charitable uses. We therefore recommend that the Department’s approval of the
transaction be conditioned upon amending the draft Donation Agreement to provide, “[th]e parties
agree that the monies given to establish the Gift shall be maintained and invested in trust in an
account ((ewned-by)) of the [Catholic] Foundation” (language altered to emphasize that the
Catholic Foundation will hold the assets in trust, as not in outright ownership).® We also
recommend that the Department condition its approval of the transaction upon an alteration in the
pro forma balance sheet to indicate that the Catholic Foundation will receive the proceeds of the
transaction as permanently restricted funds.

We have several concerns regarding the escrow account that will hold the proceeds of the
transaction for an extended period of time before the funds are conveyed to the Catholic
Foundation. These concerns include:

e A need for clarity as to what funds will be deposited into the escrow account;

¢ Who will manage the escrow account, and what principles that entity will apply to
investing funds held in escrow and paying funds out of escrow;

e The anticipated length of time funds will be held in escrow, and

e Will funds be paid out of escrow and to the Catholic Foundation when those funds
will not reasonably be needed to pay anticipated expenses.

The Application and the draft Donation Agreement seem to reflect different assumptions about
what funds will be deposited into the escrow account. The Application appears to indicate that the
escrow account will not receive funds needed for LHN to repay “any debt not assumed by Capella
under the APA.” Application at 9. This seems to suggest an approach under which LHN retains
funds needed to satisfy certain excluded debts. Elsewhere the Application provides that
“[c]oncurrent with the Transaction’s closing, LHN will use a portion of the purchase price to
defease all of its outstanding debt and pay or otherwise insure or reserve for other of its liabilities
that Capella is not assuming as part of the Transaction.” Id. at 21. This approach does not provide
for the treatment of existing liabilities that cannot be quantified at closing. Asset Purchase
Agreement at 17.

The draft Donation Agreement, in contrast, describes the assets conveyed to the Diocese as
consisting of “the net proceeds from the Transaction remaining after closing adjustments, payment
of expenses, and repayment of any debt not assumed by” Capella. Draft Donation Agreement.
This assumes that funds used by LHN to pay excluded liabilities were deposited into escrow in the

25 We would not, however, object if the Catholic Foundation comingles the funds for investment purposes
with its other funds, so long as these funds are accounted for separately.
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first place. We understand that the parties intend the latter approach, but the matter should be
clarified before closing.

The Application does not describe the escrow account, except to say that it will be established
subject to the approval of the Department and the Attorney General. Application at 21. This
leaves a number of questions unanswered, including who will hold the escrow account, what fees
that entity may collect, and what principles and procedures will govern the payment of funds out
of the escrow account. The Application also does not specify the principles governing the
investment of escrowed funds or the disposition of investment earnings. We recommend that the
Department condition its approval of this transaction upon the resolution of these matters,
including the express provision that investment earnings on escrowed funds will remain in the
escrow account for eventual transfer to the Catholic Foundation. We also recommend that the
Department’s approval be conditioned on requiring that all transfers out of escrow be timely
reported to the Catholic Foundation, with an opportunity for the Catholic Foundation to review
those transfers to assure that they are for proper purposes under the APA, and to require repayment
if the transfers of the funds should instead have inured to the benefit of the Catholic Foundation’s
charitable purposes.

As described above, the Application is inconsistent with regard to the anticipated length of time
the proceeds of the transaction will be held in escrow. We understand that parties currently
anticipate a seven-year escrow. The Application offers no basis for a delay of seven years before
conveying any portion of the proceeds of the sale to the Catholic Foundation, and this length of
time seems excessive. We recognize that some of the potential liabilities to be paid out of escrow
cannot be quantified in advance, but it also seems reasonable that the extent of unquantified
potential liabilities will diminish over that seven-year time period. It also seems reasonable to
speculate that some liabilities might be covered by insurance in any event, such as potential
medical malpractice claims arising before closing. We therefore recommend that the Department’s
approval of this transaction be conditioned on the establishment of a reasonable process for interim
partial transfers of proceeds of the transaction to the Catholic Foundation during the escrow period.

We also note that neither the Application nor the draft Donation Agreement specify the treatment
of post-closing adjustments to the purchase price. As noted above, the purchase price may be
adjusted either upward or downward 90 days after closing based on final determination of LHN’s
working capital at the time of closing. Asset Purchase Agreement at 20. We understand that the
parties envision paying any adjustment into, or from, the escrow account, and the draft Donation
Agreement seems to assume as much. Draft Donation Agreement (referring to the net proceeds
“after all purchase price adjustments have been made and fully settled.” (emphasis added)).

We recommend that the Department condition its approval of these transactions upon the
resolution of these discrepancies between the Application and the draft Donation Agreement. This
includes resolving the duration of escrow, the precise assets to be conveyed into escrow (and
concomitant obligations to be paid from escrow), and the treatment of post-closing adjustments.
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Finally, we observe that neither the APA nor the Donation Agreement assign to the Catholic
Foundation any authority to enforce Capella’s post-closing commitments under the APA. Draft
Donation Agreement; Asset Purchase Agreement. As currently written, the APA provides no
entity with the authority to enforce its terms against Capella after the transaction closes and LHN
no longer operates the facilities. For purposes of this criterion, the statute directs that we advise
the Department as to whether “the proceeds of the acquisition will be controlled as charitable
funds.” RCW 70.45.070(8). We cannot advise that this will occur unless the Agreement contains
a mechanism for enforcing the buyer’s obligations to transmit the proceeds of the sale to the
Catholic Foundation in accordance with the specifications of the APA. The Catholic Foundation
would be well positioned to assume this role as the recipient of the charitable funds and as the
successor to LHN’s charitable mission. We therefore recommend that approval of this transaction
be conditioned upon the parties assigning to the Catholic Foundation the authority to enforce
Capella’s obligations under the APA for the benefit of the community, and to authorize them to
do so using proceeds of the transaction if necessary.

This should include vesting authority in the Catholic Foundation to enforce the terms of this
Agreement governing the proceeds of the sale, including without limitation transfers into or out of
the escrow account. This provision would augment the statutory authority of the Attorney General
to enforce the Agreement in certain respects. See RCW 70.45.110.

2. Lourdes Foundation

We would like further information regarding the treatment of the existing Lourdes Foundation. As
described above, the Lourdes Foundation is an existing organization, established to support LHN’s
charitable mission. The assets of the Lourdes Foundation are excluded from this transaction, and
therefore the proper legal treatment of those assets are not at issue in considering this transaction.
We do not recommend conditioning approval of this transaction on any concerns regarding the
Lourdes Foundation, but we take this opportunity to advise all concerned that our office will
require a report on the disposition and continued operation—if any—of the Lourdes Foundation
pursuant to our independent powers. The Attorney General has broad authority under Washington
law to enforce the terms of charitable trusts in the interests of the public beneficiaries of those
trusts. See RCW 11.110.120. The Lourdes Foundation held over $2 million in assets invested to
support the current mission of LHN as of 2015. We have examined its publicly-available Form
990 informational tax return for 2015, and note that it identifies the Lourdes Foundation as a tax-
exempt charitable organization pursuant to 26 U.S.C. 8 501(c)(3), and as a supporting organization
for LHN. It appears to hold minimal, if any, endowment funds, but has made cash grants to LHN.?

The Lourdes Foundation plainly cannot continue to operate as it has in the past, as a supporting
organization for LHN. This is so because LHN will no longer operate the facilities being

26 The information recited in this paragraph is drawn from Lourdes Foundation’s Form 990 Informational
Tax Return for 2015, obtained online from Guidestar.org.
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transferred in this transaction and the hospital itself will no longer operate as a charitable
organization. We see no indication in the materials we have reviewed of the potential disposition
of any assets of the Lourdes Foundation. We note that potentially such remaining assets could be
distributed to the Catholic Foundation where, combined with the proceeds of this transaction, they
could continue to serve the health needs of the community. Or, potentially, these assets may be
legitimately spent or directed for charitable uses elsewhere. With no information as to the
disposition of the Lourdes Foundation or its assets, we can do no more here than to provide notice
of our continuing interest in this matter.

ii. The proceeds from the acquisition will be controlled
independently from LHN and Capella.

We next consider the requirement of RCW 70.45.070(8) that the charitable funds be controlled
independently of the parties to the transaction. The Application clearly satisfies this requirement.
As described, the Catholic Foundation is an existing entity governed by a board of directors that
is ultimately responsible to the Bishop of Spokane. Draft Donation Agreement. We trust that the
Bishop, and through him the Catholic Foundation, will be sufficiently independent of both LHN
and Capella.

ii. The charitable funds will be dedicated to charitable health
purposes in the affected community.

The final consideration for purposes of this criterion is whether the charitable benefits of the
proceeds of the transaction will be sufficiently directed to the affected community. We are
satisfied that they will be, but we must note the basis for this conclusion.

LHN has historically served Benton and Franklin counties. The Catholic Foundation currently
serves the geographic area of the Diocese of Spokane. Letter from Howard Wall to Janis Sigman
(Aug. 23, 2017), Attachment 5 at 3 (articles of incorporation of the Catholic Foundation). The
Diocese of Spokane is, of course, headquartered in Spokane and serves 13 counties. These
counties include Franklin but not Benton. Letter from Howard Wall to Janis Sigman (Aug. 23,
2017) at 3. The public comments regarding this transaction, as well as our independent
consideration, suggest concerns that the charitable benefit of the proceeds of the transaction could
flow to either the 12 counties of the Diocese other than Franklin, or exclude Benton County, or
both. See, e.g., written comments of Mark C. Brault, CEO of Grace Clinic (March 18, 2018)
(Brault Comments).

The Department posed this very question as part of the process for screening the Application for
completeness. In response, the draft Donation Agreement specifies that the charitable proceeds of
the transaction are to be used specifically to benefit “the Community.” Draft Donation Agreement.
The Community is described as Benton and Franklin Counties. 1d. We therefore conclude that
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the Application provides sufficient safeguards to assure that the proceeds of the transaction will
be used to serve the community historically served by LHN.

Statutory Criterion 9. Any charitable entity established to hold the proceeds
of the acquisition will be broadly based in and
representative of the community where the hospital to be
acquired is located, taking into consideration the
structure and governance of such entity.

The ninth criterion requires that the charitable entity established to hold the proceeds of the
acquisition will be “broadly based in and representative of the community.” RCW 70.45.070(9).
The Catholic Foundation is, as just described, headquartered in Spokane and both covers an
extensive area outside the community served by LHN and excludes Benton County, which is
served by LHN. We believe that this problem could be easily cured through the use of a
mechanism, discussed below, that the Catholic Foundation already uses in another context. The
same mechanism could also address a different concern expressed in public comment, that the
Catholic Foundation has no prior experience making grants related to healthcare. Brault
Comments.

The bylaws of the Catholic Foundation currently provide that its Board of Trustees shall determine
all distributions. The board has established two distribution committees “for the purpose of
making grants from identified endowment funds.” Letter from Howard Wall to Janis Sigman
(Aug. 23, 2017), Attachment 6 at 8 (By-Laws of Catholic Foundation). One of these committees
is the “Religious Education Distribution Committee,” and the other is the “Catholic Community
Outreach Endowment Distribution Committee.” Id.

Establishing a third distribution committee to make grants from the proceeds of the transaction
would provide a governing mechanism representative of the community to be served and provide
expertise in making grants for healthcare purposes. We therefore recommend that the Department
condition its approval of the transaction on the agreement of the Catholic Foundation to establish
a third distribution committee relating to healthcare grants from the proceeds of the transaction,
with membership including residents of both Benton and Franklin counties and possessing the
necessary subject matter expertise. The Catholic Foundation expressed a willingness to embrace
a similar approach. Letter from Howard Wall 111 to Janis Sigman (Dec. 18, 2017), Attachment B.

We accordingly conclude that the Application satisfies the ninth statutory criterion, conditioned
upon the establishment of a distribution committee as described.

Statutory Criterion 10. A right of first refusal to repurchase the assets by a
successor nonprofit corporation or foundation has been
retained if the hospital is subsequently sold to, acquired
by, or merged with another entity.
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The Department may not approve an acquisition unless it determines that “[a] right of first refusal
to repurchase the assets by a successor nonprofit corporation or foundation has been retained if the
hospital is subsequently sold to, acquired by, or merged with another entity.” RCW 70.45.070(10).
This criterion serves the obvious purpose of providing a means by which the hospital might be
acquired if the purchaser subsequently sells it to, or merges with, another entity.

As described in the discussion of Statutory Criterion 8, above, the net proceeds of the transaction
are ultimately to be transferred to the Catholic Foundation. The Application, however, vests the
right of first refusal in the seller, Ascension, if Capella decides to sell the facilities within ten years
of closing. Application at 10. The Guaranty Agreement attached as Exhibit 3 to the APA assigns
this right to Ascension, as the parent of LHN. Exhibit 3 to Asset Purchase Agreement at 5.

This arrangement, under which the right of first refusal vests in an entity different from the one
that receives the net proceeds of the sale, prompted a question from the Department. That question,
and Capella’s response, were:

Considering Ascension Health leadership has already determined that
Lourdes did not fit into their “One Ascension” plans, explain why providing a
right of first refusal to Ascension Health should the two LHN hospitals be
subsequently sold to, acquired by or merged with another entity fulfills
RCW 70.45.070(10).

Ascension retained the right of first refusal because it has both the resources to
exercise the right should the need arise and the expertise to manage the hospitals if
it was necessary to repurchase them. However, Ascension is willing to transfer this
right to the Diocese of Spokane or another entity acceptable to the Department and
Ascension if the Department desires such a transfer.

Letter from Howard Wall to Janis Sigman (Nov. 13, 2017) at 1 (bold in original).

After consideration, we conclude that the right of first refusal should be vested in the Catholic
Foundation, rather than in Ascension. RCW 70.45.070(10) provides for assigning the right of first
refusal to the successor nonprofit, rather than in the seller. It is counterintuitive to vest the right
of first refusal in a different entity than the one that receives the net proceeds of the transaction,
especially an entity, like Ascension, which will no longer own or operate hospitals in Washington
after the sale of LHN. We see the logic in Capella’s response to the Department, but both the
statutory language and the belief that the right of first refusal should follow the proceeds of the
sale lead us to recommend that the Department condition its approval of the transaction on vesting
the right of first refusal in the Catholic Foundation rather than in Ascension. We further
recommend that the Department condition its approval on the establishment of a mechanism that
requires Capella to provide adequate and timely notice to the Catholic Foundation of any potential
sale, acquisition, or merger involving the assets.
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L. CONCLUSION

For the reasons set forth above, we conclude that the proposed acquisition meets some of the
requirements of the requirements of RCW 70.45.070, but fails to satisfy others.

We trust the foregoing will be of assistance.

Sincerely,

AUDREY/UDASHEN
Assistant Attorney General
(206) 254-0561

JEFFREY T. EVEN
Deputy Solicitor General
(360) 586-0728

ROBERT J. FALLIS
Assistant Attorney General
(206) 389-3888
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CONFIDENTIAL

Nancy Tyson

Executive Director

Health Facilities and Certificate of Need
Washington State Department of Health

Janis Snoey

Assistant Attorney General

Office of the Attorney General
Agriculture and Health Division

PO Box 40109

Olympia, Washington 98504-0109

Dear Nancy and Janis:

ECG has been pleased to assist the Washington State Department of Health (DOH) in the matter of
the potential acquisition of Lourdes Health Network (also referred to hereafter as the “Subject Com-
pany”). Capella Healthcare, a subsidiary of RegionalCare Hospital Partners Holdings, dba RCCH
HealthCare Partners, a for-profit corporation based in Brentwood, Tennessee, is seeking to acquire
Lourdes from Ascension Health. Pursuant to Washington state law, the DOH requires a review of the
transaction to ensure it meets regulatory requirements for fair market value (FMV). ECG was directed
to update our FMV analysis originally ordered on March 1, 2018, in which we estimated the FMV of
the business enterprise value (BEV) of Lourdes Health Network and reviewed a previously performed
appraisal of Lourdes Health Network by Deloitte on November 10, 2017. Our updated analysis fo-
cused exclusively on the estimation of the FMV of the business enterprise value of Lourdes Health
Network utilizing more recent information.

The effective date of our appraisal (referred to hereafter as the “Valuation Date") is June 30, 2018,
which corresponds with the date we substantially completed our analysis using the most current in-
formation available to us.

The accompanying summary describes the purpose, use, and scope of ECG'’s analysis; the method-
ologies we employed; and the results of our work. The results, advice, recommendations, and con-
clusions in the report are subject to the Statement of Assumptions and Limiting Conditions (appen-
dix C) and the Appraiser’s Certification (appendix D). The qualifications of the principal consultants
who developed our opinion are also included (appendix E).

11512 El Camino Real | Suite 200 | San Diego, CA 92130 | p(858)436-3220 | F(858) 436-3221
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ECG had to rely on the following assumptions, which impact the overall concluded value of Lourdes:

1. Restricted assets were identified in the analysis as nonoperating, excess assets. We did not
incorporate any cash flow from these assets in the income approach.

2. This analysis covers only Lourdes Medical Center, Lourdes Counseling Center, and Lourdes
Physician Practices. Lourdes Foundation was excluded from the analysis.

Interests in joint ventures were not included as these will not be included in the transaction.

4, In RCCH HealthCare Partners’ acquisition of Lourdes from Ascension, Ascension is expected
to retain all debt associated with Lourdes. As a result, debt was excluded from the analysis.

5 A maintenance level of capital expenditures of $18 million over the next five years is required
to maintain fixed assets, and no large capital expenditure purchases are currently budgeted
for by management. While it is likely the hospital will require significant capital expenditures
in the future, management did not provide ECG with a budget for these expenses, as such,
this was considered in the discount rate. '

6. Net working capital will continue at levels consistent with the most recent historical period and
will be in line with industry averages.

7. The annualized 11 month period ended May 31, 2018 is most reflective of future operations.

8. There is no undue or excessive reliance on key personnel.

9. There are no major, material changes to patient reimbursement and payor contracts.

10. There are no major changes to contracts with suppliers and vendors.

1. There are no onetime items or normalizing adjustments that need to be made in the most
recent financial period beyond those noted in exhibit II-B.

12. There is no new competition in the surrounding areas that would materially affect Lourdes’
financial performance.

13. Ascension changed its corporate allocation methodology on July 1, 2017. The incremental
allocated expenses will not carry forward to LHN operations post-closing and as such were
removed from the normalized base period. In addition, another operator will not need to allo-
cate any additional corporate overhead in order to operate the hospital. As Medicare reim-
bursement at critical access hospitals is tied to the overall cost structure, net patient revenue
was also adjusted to offset the decrease in costs.

We relied solely on the income approach, as we could not find enough recent transaction revenue
and EBITDA multiples of a comparable size (beds and revenue) and profitability. In addition, the

EC MANAGEMENT
CONSULTANTS
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critical access hospitals that had EBITDA multiples, had higher profitability and as such, were not as
applicable.

Based on our review of the information provided, the preceding assumptions, and subsequent re-
search and analysis, ECG’s opinion of the FMV of Lourdes is as shown in table 1.

Table 1: FMV Indications

Lower Indication Upper Indication
Market Value of Invested Capital $21,000,000 $24,000,000

Our summary is to be used solely for the purpose described therein. An appraisal for a different
purpose, or as of a different valuation date, could result in a materially different opinion of value. This
is not a full narrative valuation report, and one can be provided, if requested.

Appraisal value conclusions are the result of professional judgment, experience, and opinion. Ap-
praisal societies, the courts, and government agencies acknowledge this fact. For example, Internal
Revenue Service Revenue Ruling 59-60 (Section 3.01) states the following:

“Often, an appraiser will find wide differences of opinion as to the fair market value of a particular
stock. In resolving such differences, [the appraiser] should maintain a reasonable attitude in recogni-
tion of the fact that valuation is not an exact science. A sound valuation will be based on all relevant
facts, but the elements of common sense, informed judgment and reasonableness must enter into
the process of weighing those facts and deciding their aggregate significance.”

The appraisal report provides our professional opinion of value. We have performed this appraisal in
accordance with recognized appraisal industry practices. We make no further warranty, expressed or
implied.

In authorizing us to provide you with our final report, you confirm that (1) to the best of your knowledge
and belief, the information you supplied to us for the purpose of this engagement is complete and
accurate in all material respects as of the Valuation Date and (2) DOH accepts sole responsibility for
the forecasts and assumptions underlying the projections used in our analyses and confirms they are
reasonable under the circumstances.

ECG MANAGEMENT
: CONSULTANTS
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KA. Scope of Services

We performed an analysis described as an appraisal within the Uniform Standards of Professional
Appraisal Practice of the Appraisal Institute, consistent with the ASA Business Valuation Standards
of the American Society of Appraisers.

In this analysis, we developed an estimate of the FMV of the BEV of the Subject Company on a
control basis (referred to hereafter as the “business interest”) as of June 30, 2018 (referred to here-
after as the “Valuation Date”). This corresponds with the date we substantially completed our analysis
using the most current information available to us. The BEV reflects the sum of common stock, pre-
ferred stock, net debt, and other long-term operating liabilities of the enterprise. A control basis re-
flects the value of an interest in a business having the power to direct the management and policies
of that enterprise. In developing our estimate of value, we considered each applicable premium for
control, discount for lack of control, or discount for lack of marketability, as well as the presence of
nonoperating or excess assets and liabilities.

No other operations, assets, or liabilities were included.?

B. Purpose and Use

This report is meant solely for DOH's internal use to assist it in meeting its planning requirements and
to document regulatory compliance as of the Valuation Date. No other use is intended. An appraisal
for a different purpose, or as of a different valuation date, could resultin a materially different opinion
of value.

C. Type and Premise ofValue

The type of value reflects the highest and best use of each nonfinancial asset or business interest
included in the scope of this report.

The premise of value is FMV. For the purposes of our analysis, we used the definition of FMV ac-
cording to Internal Revenue Service (IRS) Revenue Ruling 59-60 and the Stark Il Phase lll Final Rule,
which we consider to be compatible and equivalent.

1 Nonoperating assets have been added for FMV purposes. Nonoperating assets include restricted assets.

2 The following assets and liabilities are not included, given not enough detailed information is known: (i) net
capitalized computer software costs, (i) other miscellaneous assets, and (iii) other long-term liabilities.

EC MANAGEMENT
CONSULTANTS
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The IRS defines FMV as:

... [the] price at which property would change hands between a willing buyer and will-
ing seller when the former is not under any compulsion to buy and the latter is not
under any compulsion to sell, both parties having reasonable knowledge of relevant
facts.®

The federal Stark regulations* define FMV as follows:

Fair market value means the value in arm’s-length transactions, consistent with the
general market value. ‘General market value’ means the price that an asset would
bring as the result of bona fide bargaining between well-informed buyers and sellers
who are not otherwise in a position to generate business for the other party, or the
compensation that would be included in a service agreement as the result of bona fide
bargaining between well-informed parties to the agreement who are not otherwise in
a position to generate business for the other party, on the date of acquisition of the
asset or at the time of the service agreement. Usually, the fair market price is the price
at which bona fide sales have been consummated for assets of like type, quality, and
quantity in a particular market at the time of acquisition, or the compensation that has
been included in bona fide service agreements with comparable terms at the time of
the agreement, where the price or compensation has not been determined in any man-
ner that takes into account the volume or value of anticipated or actual referrals.

CONFIDENTIAL

The value of each asset, group of assets, or business interest reflects the estimated exit price at
which the asset, group of assets, or business interest would exchange in a hypothetical transaction

among

market participants.

Our conclusions are subject to the Statement of Assumptions and Limiting Conditions (appendix C)
and the Appraiser’'s Certification (appendix D). The Qualifications of Principal Consultants are in-

cluded

as appendix E.

Appraisal value conclusions are the result of professional judgment, experience, and opinion. Ap-
praisal societies, the courts, and government agencies acknowledge this fact. For example, IRS Rev-
enue Ruling 59-60 (section 3.01) states the following:

®  Adapted from IRS Revenue Ruling 59-60, 1959-1, C.B. 237, Section 2.02.
*  Federal Register, Vol. 72, No. 171, September 5, 2007, p. 51081, and 42 CFR 411.351.

MANAGEMENT
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Often, an appraiser will find wide differences of opinion as to the fair market value of
a particular stock. In resolving such differences, [the appraiser] should maintain a rea-
sonable attitude in recognition of the fact that valuation is not an exact science. A
sound valuation will be based on all relevant facts, but the elements of common sense,
informed judgment, and reasonableness must enter into the process of weighing those
facts and deciding their aggregate significance.

This appraisal letter provides our professional opinion of value. We have performed this appraisal in
accordance with recognized appraisal industry practices. We make no further warranty, expressed or
implied.

If you have any questions regarding the results of this appraisal, please contact me at 858-436-3220
or Karen Kole at 312-637-2500.

Very truly yours,

ECG MANAGEMENT CONSULTANTS

Adam J. Klein, CVA
Principal

AJK/ds/455795/0994.002-E2

Enclosures

EC MANAGEMENT
B CONSULTANTS
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ECG MANAGEMENT CONSULTANTS
STATEMENT OF ASSUMPTIONS AND LIMITING CONDITIONS

This report, including but not limited to its analyses, opinions, conclusions, and value, is qualified as
follows:

» The obligation of ECG is solely a corporate obligation, and no officer, principal, director, em-
ployee, agent, shareholder, or controlling person shall be subjected to any personal liability what-
soever to any person or entity, nor will any such claim be asserted by or on behalf of any other
party to this Arrangement or any person relying on the opinion.

» The facts described in this report were provided by client management or obtained from inde-
pendent third parties, published sources, and commercial databases. We have accepted this in-
formation without further verification. Our value recommendations assume this information is ma-
terially true and correct. Had we audited or reviewed the underlying data, matters may have come
to our attention that would have resulted in our using amounts that differ from those provided.
Accordingly, we take no responsibility for the underlying data presented or relied upon in this
report.

» If material facts have not been disclosed or have been misrepresented, this opinion is void.
» The value recommendations assume competent management in the context of a going concern.

» This report does not consider events or transactions occurring after the date hereof. ECG has no
obligation to update the report unless specifically engaged by the intended user(s) of the report
to do so.

» No aspect of this report should be construed as providing any legal interpretation, advice, or con-
clusions with respect to the Arrangement. ECG assumes that the Arrangement described herein
is in full compliance with all applicable federal, state, and local regulations and laws unless the
lack of compliance is stated, defined, and considered in the report provided. However, ECG
acknowledges that we have been engaged to provide an independent, third-party appraisal of the
compensation to be paid under the proposed Arrangement to support financial and operational
planning and to comply with law.

» This report applies only to the Arrangement described herein and does not take into consideration
any of the parties’ other arrangements that are relevant to this opinion.

» The analyses, advice, recommendations, opinions, or conclusions contained herein are valid only
as of the indicated Valuation Date and only for the indicated purpose by the intended user(s).

» Itis our understanding that the intended user(s) does not anticipate any specific change in the
internal or external environment that would materially impact FMV.

» While ECG believes the surveys used in this report are among the best sources of data available,
the data provided by the surveys is based on voluntary response and is not subject to verification.

§ MANAGEMENT
| CONSULTANTS

0994.002\455795(docx)-E2
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A nonresponse bias might also exist within the respondent sample. Moreover, many of the re-
spondents in the survey data may not have transacted at arm'’s length.

» This report is provided exclusively for the benefit of the intended user(s) in connection with the
subject Arrangement and may not be used or relied upon for any other purpose or by any other
party, other than compliance with law or legal process.

M
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CONFIDENTIAL APPENDIX C

ECG MANAGEMENT CONSULTANTS
APPRAISER'’S CERTIFICATION

| certify that to the best of my knowledge and belief:

1. The statements of fact contained in this study are true and correct.

2. The reported analyses, opinions, and conclusions are limited only by the reported assump-
tions and limited conditions and are my personal, impartial, and unbiased professional anal-
yses, opinions, and conclusions.

3. I and the firm | represent have no present or prospective interest in the property or contract
that is the subject of this study and no personal interest with respect to the parties involved.

4. | and the firm | represent have no bias with respect to the property or contract that is the
subject of this study or to the parties involved with this assignment.

5. Neither | nor the firm | represent has performed the specified services as an appraiser or in
any other capacity regarding the property or contract that is the subject of this report within
the three-year period immediately preceding acceptance of this assignment, with the excep-
tion of a previously performed appraisal of the subject company and a review of a previously
performed appraisal of the subject company. On May 18, 2018, ECG provided a review of
Deloitte's appraisal of the subject entity, which had a valuation date of November 10, 2017.
On May 31, 2018 ECG provided an appraisal of the subject company, with a valuation date
of May 10, 2018.

6. My engagement in this assignment was not contingent upon developing or reporting prede-
termined results.

7. My compensation for completing this assignment is not contingent upon the development or
reporting of a predetermined value or direction in value that favors the cause of the client, the
amount of the value opinion, the attainment of a stipulated result, or the occurrence of a sub-
sequent event directly related to the intended use of this report.

8. | and the firm | represent hold ourselves out to the public as an appraiser with expertise in the
valuation matter that is the subject of this report. Furthermore, we are qualified to render this
opinion because we have the requisite expertise and regularly perform valuations of the type
of services that are the subject of this report.

9. My analyses, opinions, and conclusions were developed and this report has been prepared
in conformity with the Uniform Standards of Professional Appraisal Practice.

10. No one provided significant valuation assistance to the person signing this certification except
for Karen Kole, Jana Sizemore, and Jake Poklop.
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Adam leads ECG's Financial Services practice. Since 1997, he has
conducted appraisals of tangible and intangible assets, as well as val-
uations of business enterprises, clinical and administrative compensa-
tion, coverage stipends, leases, management services, joint ventures,
and accountable care funds flows. His valuation studies allow parties
to understand how and why conclusions were reached so that they are
best able to achieve fair and defensible agreements.

Summary of Expertise

Adam is an expert in the areas of economic valuation and appraisal of
healthcare business arrangements, healthcare clinical and administra-
tion compensation, and healthcare financial modeling. His practice pri-
marily focuses on payor and provider businesses and collaborative ar-
rangements, and its clients include for-profit and not-for-profit
enterprises in both academic and community settings. Adam has a
reputation for developing innovative and effective compensation and
business structures that incorporate traditional and emerging payment
models. His transaction experience includes acquisitions, business for-
mations, consolidations, restructurings, and divestitures. In addition,
Adam helps design and implement governance, management, opera-
tions, and finance systems that allow hospitals, payors, physicians,
and ancillary service providers to work more effectively to establish,
synthesize, and meet mutual objectives.

Prior to joining ECG in 2008, Adam worked as the director of strategic
analytics for the healthcare practice of a national management con-
sulting firm and as the manager of special projects at DaVita through-
out the financial turnaround of its U.S. dialysis business.

Affiliations

Adam is a Certified Valuation Analyst with the National Association of
Certified Valuators and Analysts, a member of the American Society of
Appraisers, and qualified by the Institute of Business Appraisers to
perform business appraisal reviews. He contributes to member brief-
ings for the American Health Lawyers Association’s Hospitals and
Health Systems and Physician Organizations Practice Groups and the
Fair Market Value Affinity Group.

Education

Adam holds a master of business administration degree from the
UCLA Anderson School of Management and a bachelor of arts degree
in econometrics from the University of Massachusetts Amherst.

Speeches and Publications

Adam speaks and writes regularly on healthcare transactions and vari-
ous valuation topics. He recently presented at the National Investment
Center’s Investment Forum on valuation trends in healthcare enter-
prises, as well as at the UCLA Anderson School of Management
Healthcare Conference on changes in the health insurance landscape
and their impact on patient care.
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Senior Manager
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Karen is a transaction and financial adviser whose career has focused
on the healthcare industry. Karen provides fair market value (FMV)
opinions for mergers and acquisitions, divestitures, joint ventures, and
hospital-physician arrangements. She has extensive financial model-
ing experience and a deep understanding of the evolving healthcare
landscape. As Karen's clients contemplate enterprise-defining deci-
sions, they appreciate her comprehensive approach to fair market val-
uations and her ability to present the most complex financial matters in
a clear, meaningful way.

Summary of Expertise

Prior to joining ECG, Karen served as a valuation consultant and
transaction adviser with Huron Consulting Group and its broker dealer,
Huron Transaction Advisory. In these roles, she provided transaction
and valuation services to multiple provider types, including community
hospitals, for-profit and nonprofit health systems, ancillary providers,
and physician practices. Her work included:

» Advising a large national Catholic healthcare provider on the ac-
quisition of an ownership interest in a 15-hospital system in the
Midwest. The client closed the transaction in 2013 based on the
price in the valuation.

» Creating a five-year financial forecast of the Affordable Care Act's
impact on a county-owned hospital on the West Coast, which in-
cluded projecting state and patient revenue sources.

» Advising a 74-bed specialty hospital in the South on a major trans-
action, which included due diligence, pro forma analysis, develop-
ment of the confidential information memorandum, and contacting
prospective partners. The hospital successfully sold its majority
ownership interest.

» Providing a valuation of a 120-physician cardiology practice in the
Midwest that included heart hospitals and a management com-
pany. Based on the FMV opinion, the practice sold all assets to a
national nonprofit health system.

Professional Affiliations

Karen holds an Accredited Senior Appraiser designation from the
American Society of Appraisers. She is a member of the American
College of Healthcare Executives and the American Health Lawyers
Association.

Education
Karen has a bachelor of science degree in finance from the University
of lllinois at Urbana-Champaign.

Selected Articles and Speeches

American Health Lawyers Association’s Business Law and Govern-
ance Newsletter, March 2014: “Hospitals Eye Service Line Transac-
tions to Cut Costs and Boost Revenue.”

lllinois Hospital Association's Small and Rural Healthcare Conference,
June 17, 2014: “Addressing Physician Compensation within Rural
Healthcare.”
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Jana has extensive experience in developing valuation opinions
of businesses and intangible assets for healthcare clients. Since
2007, she has provided financial advisory services regarding
and conducted appraisals of business enterprises, leases, man-
agement services, joint ventures, and mergers and acquisitions.
She also conducts assessments of provider compensation ar-
rangements. Jana strives to help healthcare organizations mini-
mize risk and ensure that financial arrangements meet the com-
plex requirements related to fair market value (FMV). Her
valuation engagements provide management and leadership
with the particularly specific tools they need for business plan-
ning purposes and compliance efforts.

Summary of Expertise

Prior to joining ECG's Valuation Services practice, Jana worked
at national healthcare valuation firms, managing business valua-
tion appraisals for physician practices, hospitals, and other
healthcare facilities. She also led financial advisory and due dili-
gence efforts for clients. Jana’s prior client work includes:

» Advising a large regional healthcare provider on a joint ven-
ture with a large multispecialty physician practice in the Mid-
west,

» Creating a dynamic financial forecast of an imaging center
joint venture for a healthcare system and radiology group,
which included projecting the volume impact from site clo-
sures, as well as shifting modalities between centers.

» Providing an FMV opinion of various ancillary services
owned by a community hospital, which resulted in a sale to
a regional nonprofit health system.

Professional Affiliations

Jana is an Accredited Senior Appraiser by the American Society
of Appraisers, with a focus on business valuation. She is an ac-
tive member of the Colorado Healthcare Financial Management
Administration Chapter and currently serves on the chapter’s
Membership Committee. She also regularly attends Colorado
Health and Strategy Management monthly meetings.

Education

Jana holds a master of business administration degree from the
University of Denver's Daniels College of Business and a bach-

elor of science degree in actuarial science from Butler University
in Indianapolis.
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