1.

LE YT A E‘osl'”é |
CTI2INAL - RECEIVED

0CT 31 2014
ILLINOIS HEALTH FACILITIES AND SERVICES REVIEW BOARD
APPLICATION FOR EXEMPTION FOR THE HEALTH FACILITIES &
CHANGE OF OWNERSHIP FOR AN EXISTING HEALTH CARE FACILITYSERVICES REVIEW BOARD

APPLICANT: UNIVERSITY OF WISCONSIN HOSPITALS AND CLINICS AUTHORITY (Page 1 of 3)

INFORMATION FOR EXISTING FACILITY

Current Facility Name SwedishAmerican Hospital

Address 1401 East State Street

City Rockford Zip Code 61104 County Winnebago

Name of current licensed entity for the facility SwedishAmerican Hospital

Does the current licensee: own this facility Yes _ OR lease this facility (if leased, check if sublease o)

Type of ownership of the current licensed entity (check one of the following;) Sole Proprietorship
X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental

Limited Liability Company Other, specify

Illinois State Senator for the district where the facility is located: Sen. Steve Stadelman

State Senate District Number 34th Mailing address of the State Senator 200 South Wyman Street, Suite 301,

Rockford, IL 6110]

Iinois State Representative for the district where the facility is located: Rep. Letesa Wallace

State Representative District Number 67th _ Mailing address of the State Representative 200 South Wyman Street,

Suite 304, Rockford, 1L 61101

OUTSTANDING PERMITS. Does the facility have any projects for which the State Board issued a permit that wiil
not be completed (refer to 1130,140 "Completion or Project Completion” for a definition of project completion) by the
time of the proposed ownership change? Yes o No X. If yes, refer to Section 1130,520(f), and indicate the projects by

Project #

NAME OF APPLICANT (complete this information for each co-applicant and insert after this page).

Exact Legal Name of Applicant University of Wisconsin Hospitals and Clinics Authority
Address 600 Highland Avenue, HA/828

City, State & Zip Code Madison, W1 53792-8360
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X _Not-for-Profit Corporation For Profit Corporation Partnership __ Governmental

Limited Liability Company Other, specify

NAME OF LEGAL ENTITY THAT WILL BE THE LICENSEE/OPERATING ENTITY OF THE
FACILITY NAMED IN THE APPLICATION AS A RESULT OF THIS TRANSACTION.

Exact Legal Name of Entity to be Licensed SwedishAmerican Hospital
Address 1401 East State Street
City, State & Zip Code Rockford, IL, 61104

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X __ Not-for-Profit Corporation For Profit Corporation ___ Partnership ___ Governmental
Limited Liability Company Other, specify
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APPLICANT: UNIVERSITY OF WISCONSIN HOSPITALS AND CLINICS AUTHORITY (Page 2 of 3)

BUILDING/SITE OWNERSHIP. NAME OF LEGAL ENTITY THAT WILL OWN THE "BRICKS
AND MORTAR" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION IF
DIFFERENT FROM THE OPERATING/LICENSED ENTITY

Exact Legal Name of Entity That Will Own the Site SwedishAmerican Hospital

Address 1401 East State Street
City, State & Zip Code Rockford, IL 61104 :
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship

X _ Not-for-Profit Corporation For Profit Corporation Partnership Governmental

Limited Liability Company Other, specify

TRANSACTION TYPE, CHECK THE FOLLOWING THAT APPLY TO THE TRANSACTION:

Purchase resulting in the issuance of a license to an entity different from current licensee;

Lease resulting in the issuance of a license to an entity different from current licensee;

Stock transfer resulting in the issuance of a license to a different entity from current licensee;

Stock transfer resulting in no change from current licensee;

Assignment or transfer of assets resulting in the issuance of a license to an entity different from the current licensee;
Assignment or transfer of assets not resulting in the issuance of a license to an entity different from the current
licensee;

Change in membership or sponsorship of a not-for-profit corporation that is the licensed entity;

Change of 50% or more of the voting members of a not-for-profit corporation's board of directors that controls a
health care facility's operations, license, certification or physical plant and assets;

o Change in the sponsorship or control of the person who is hcensed certified or owns the physical plant and assets of

a governmental health care facility;
o Sale or transfer of the physical plant and related assets of a health care facility not resulting in a change of current

licensee;
X Any other transaction that results in a person obtaining control of a health care facility's operation or physical plant

and assets, and explain in "Attachment 3 Narrative Description”

0 00O0OO0OO
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APPLICATION FEE. Submit the application fee in the form of a check or money order for $2,500 payable to the
Illinois Department of Public Health and append as ATTACHMENT #1.

FUNDING. Indicate the type and source of funds which will be used to acquire the facility (e.g., mortgage through
Health Facilities Authority; cash gift from parent company, etc.) and append as ATTACHMENT #2.

ANTICIPATED ACQUISITION PRICE: Not Applicable. See Attachment #2.

FAIR MARKET VALUE OF THE FACILITY: $179,500,000* *Average of Discounted Cash Flow Analysis
(to determine fair market value, refer to 77 IAC 1130.140)

DATE OF PROPOSED TRANSACTION: 12/31/2014

NARRATIVE DESCRIPTION. Provide a narrative description explaining the transaction, and append it to the
application as ATTACHMENT #3.

BACKGROUND OF APPLICANT (co-applicants must also provide this information). Corporations and_Limited
Liability Companies must provide a current Certificate of Good Standing from the Illinois Secretary of State. Limited
Liability Companies and Partnerships must provide the name and address of each partner/ member and specify the
percentage of ownership of each. Append this information to the application as ATTACHMENT #4.

TRANSACTION DOCUMENTS. Provide a copy of the complete transaction document(s) including schedules and
exhibits which detail the terms and conditions of the proposed transaction (purchase, lease, stock transfer, etc).
Applicants should note that the document(s) submitted should reflect the applicant's (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both parties and contain language stating that the
transaction is contingent upon approval of the Illinois Health Facilities and Services Review Board. Append this

document(s) to the application as ATTACHMENT #5.
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APPLICANT: UNIVERSITY OF WISCONSIN HOSPITALS AND CLINICS AUTHORITY (Page 3 of 3)

FINANCIAL STATEMENTS. (Co-applicants must also provide this information) Provide a capy of the applicants
latest audited financial statements, and append it to this application as ATTACHMENT #6. If the applicant is a newly
formed entity and financial stalements are nol available, please indicate by checking YES___, and indicate the date
the entity was formed

PRIMARY CONTACT PERSON. Individual representing the applicant to whom all correspondence and inquiries
pertaining to this application arc to be directed. (Note: other persons representing the applicant not named below will
need writien authorization from the applicant stating that such persons are also authorized (o represent the app icant in
relationship to this application).

Name: Daniel §, Lawler
Address: Bames & Thomnburg LLP
City, Statc & Zip Code: One North Wacker Drive, Suite 4400, Chicago, IL 60606

Telcphone (312-214-4861) Ext.

. ADDITIONAL CONTACT PERSON. Consultant, atomey, other individual who is also authorized to discuss this

application and act on behaif of the applicant,

Name: Tom Myers, VP Marketing & Strategic Planning, SwedishAmerican Health Systcm
Address: 1401 East State Sirect
City, State & Zip Code: Rockford, 1L 61104
Telephone (815-961-20307 Ext.

CERTIFICATION.

I certify that the above information and all attached information are true and correct Lo the best of my knowledge and
belief. I certify that the number of beds within the facility will not change as part of this transaction. | certify that no
adverse action has been taken apainst the applicant(s) by the federal government, licensing or certifying bodies, or any
other agency of the State of lllinois. 1 certify that T am fully aware that a change in ownership will void any permits for
projects that have not been completed unless such projects will be completed ar altered pursuant to the requirements in
77 TAC 1130.520(f) prior to the effective date of the proposed ewnership change. 1 also certify that the applicant has not
already acquired the facility named in (his application or entered into an agreement to acquire the facility named in the

application unless the contract contains a w e tran‘sacfn is contingent upon approval by the State Board.

TR L

Signature of Authorized Officer

Typed or Printed Name of Authorized Officer Ronald T, Sliwinski

Title of Autharized Officer: President/CEO, University of Wisconsin Hospitals and Clinics Authority

Address: 600 Highland Avenue, H4/828

City, State & Zip Code: Madison, W1 53792-8360
Telephone (608) 263-8025 Date: ___/ "/ 3;’// vd

NOTEL: Complete a separate signature page for each co-applicant and insert lollowing this page.

The Applicants’ responses to Scetion 1130.500 and Section 1130.520 of the Review Board's ruics are included in
ATTACHMENT 47,
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CO-APPLICANT: UNIVERSITY HEALTH CARE, INC. (Page 1 of 3)

1. INFORMATION FOR EXISTING FACILITY

Current Facility Name SwedishAmerican Hospital

Address 1401 East State Street

City Rockford Zip Code 61104 County Winnebago

Name of current licensed entity for the facility SwedishAmerican Hospital

Does the current licensee: own this facility Yes OR lease this facility (if leased, check if sublease 0)

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship

_X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Company Other, specify

Hlinois State Senator for the district where the facility is located: Sen. Steve Stadelman

State Senate District Number 34th Mailing address of the State Senator 200 _South Wyman Street, Suite 301,

Rockford, IL 61101

Illinois State Representative for the district where the facility is located: Rep. Letesa Wallace

State Representative District Number 67th _ Mailing address of the State Representative 200 South Wyman Street,

Suite 304, Rockford, 1L 61101

2. OQUTSTANDING PERMITS. Does the facility have any projects for which the State Board issued a permit that will
not be completed (refer to 1130.140 "Completion or Project Completion™ for a definition of project completion) by the
time of the proposed ownership change? Yes o No X, If yes, refer to Section 1130.520(f), and indicate the projects by

Project # ~

3. NAME OF APPLICANT (complete this information for each co-applicant and insert after this page).
Exact Legal Name of Applicant University Health Care, Inc, _
Address 301 South Westfield Road, Suite 320

City, State & Zip Code Madison, W1 53717
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X _Not-for-Profit Corporation For Profit Corporation Partnership ___ Governmental

Limited Liability Company Qther, specify

4. NAME OF LEGAL ENTITY THAT WILL BE THE LICENSEE/OPERATING ENTITY OF THE
FACILITY NAMED IN THE APPLICATION AS A RESULT OF THIS TRANSACTION,

Exact Legal Name of Entity to be Licensed SwedishAmerican Hospital

Address 1401 East State Street

City, State & Zip Code Rockford, I1L. 61104

Type of ownership of the current licensed entity (check one of the following:)

_X__Not-for-Profit Corporation For Profit Corporation Partnership
Limited Liability Company Other, specify

Sole Proprietorship
Governmental
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CO-APPLICANT: UNIVERSITY HEALTH CARE, INC. (Page 2 of 3)

BUILDING/SITE OWNERSHIP. NAME OF LEGAL ENTITY THAT WILL OWN THE "BRICKS
AND MORTAR" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION IF
DIFFERENT FROM THE OPERATING/LICENSED ENTITY

Exact Legal Name of Entity That Will Own the Site SwedishAmerican Hospital

Address 1401 East State Street
City, State & Zip Code Rockford, IL, 61104
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X _Not-for-Profit Corporation For Profit Corporation Partnership Governmental

Limited Liability Company Other, specify

TRANSACTION TYPE. CHECK THE FOLLOWING THAT APPLY TO THE TRANSACTION:

Purchase resulting in the issuance of a license to an entity different from current licensee;

Lease resulting in the issuance of a license to an entity different from current licensee;

Stock transfer resulting in the issuance of a license to a different entity from current licensee;

Stock transfer resulting in no change from current licensee;

Assignment or transfer of assets resulting in the issuance of a license to an entity different from the current licensee;

Assignment or transfer of assets not resulting in the issuance of a license to an entity different from the current

licensee;

Change in membership or sponsorship of a not-for-profit corporation that is the licensed entity;

o Change of 50% or more of the voting members of a not-for-profit corporation's board of directors that controls a
health care facility's operations, license, certification or physical plant and assets;

o Change in the sponsorship or control of the person who is licensed, certified or owns the physical plant and assets of

a governmental health care facility;
o Sale or transfer of the physical plant and related assets of a health care facility not resulting in a change of current

licensee;
X Any other transaction that results in a person obtaining control of a health care facility's operation or physical plant

and assets, and explain in "Attachment 3 Narrative Description”

O 0O0O0OO0O O

(o}

APPLICATION FEE. Submit the application fee in the form of a check or money order for $2,500 payable to the
[llinois Department of Public Health and append as ATTACHMENT #1.

FUNDING. Indicate the type and source of funds which will be used to acquire the facility (e.g., mortgage through
Health Facilities Authority; cash gift from parent company, etc.) and append as ATTACHMENT #2.

ANTICIPATED ACQUISITION PRICE: Not Applicable. See Attachment #2.

FAIR MARKET VALUE OF THE FACILITY: $179,500.000% *Average of Discounted Cash Flow Analysis
(to determine fair market value, refer to 77 IAC 1130.140)

DATE OF PROPOSED TRANSACTION:. 12/31/2014

NARRATIVE DESCRIPTION. Provide a narrative description explaining the transaction, and append it to the
application as ATTACHMENT #3.

BACKGROUND OF APPLICANT (co-applicants must also provide this information). Corporations and Limited
Liability Companies must provide a current Certificate of Good Standing from the Illinois Secretary of State. Limited
Liability Companies and Partnerships must provide the name and address of each partner/ member and specify the

percentage of ownership of each. Append this information to the application as ATTACHMENT #4.

TRANSACTION DOCUMENTS. Provide a copy of the complete transaction document(s) including schedules and
exhibits which detail the terms and conditions of the proposed transaction (purchase, lease, stock transfer, etc).
Applicants should note that the document(s) submitted should reflect the applicant's (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both parties and contain language stating that the
transaction is contingent upon approval of the Illinois Health Facilities and Services Review Board. Append this

document(s) to the application as ATTACHMENT #5.
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CO-APPLICANT: UN/VERSITY HEALTH CARE, INC. (Page 3 of 3)

15. FINANCIAL STATEMENTS, (Co-applicants must also provide this information) Provide a copy of the applicants

16.

17.

18.

latest audited financial statements, and append it to this application as ATTACHMENT #6. 1f the applicant is a ncwly
formed entity and financial statements are not available, pleasc indicate by checking YES , and indicate the date
the entity was formed

PRIMARY CONTACT PERSON. Individual representing the applicant to whom all correspondence and inquiries
pertaining to this application are to be directed. (Note: other persons representing the applicant not named below will
need written authorization from the applicant stating that such persons are also authorized to represent the applicant in
relationship to this application).

Name: Daniel J. Lawler
Address: Barnes & Thomburg LLP

City, State & Zip Code: One North Wacker Drive, Suite 4400, Chicago, 11 60606
Telephone {312-214-4861) Ext.

ADDITIONAL CONTACT PERSON. Consultant, attorney, other individual who is also authorized to discuss this
application and act on behalf of the applicant.

Name: Tom Myers, VP Marketing & Strategic Planning, SwedishAmerican Health System
Address: 1401 East State Street

City, State & Zip Code: Rockford, IL. 61104

Telephone (815-961-2030) Ext.

CERTIFICATION.

I certify that the above information and all attached information are true and correct to the best of my knowledge and
belief. I certify that the number of beds within the facility will not change as part of this transaction. 1 certify that no
adverse action has been taken against the applicant(s) by the federal government, licensing or certifying bodies, or any
other agency of the State of Iilinois. [ certify that 1 am fully aware that a change in ownership will void any permits for
projects that have not been completed unless such projects will be completed or altered pursuant to the requirements in
77 TAC 1130.520(f) prior to the effective date of the proposed ownership change. 1 also certify that the applicant has not
already acquired the facility named in this application or entered into an agreement to acquire the facility named in the
application unless the contract contains a clause that the transaction_is contlngent upon approval by the State Board.

Signature of Authorized Officer J\\ \/LC L‘G}& g / MM

Typed or Printed Name of Authorized Officer Michacl E. Dallman

Title of Authorized Officer: President, University Health Care, Inc.

Address: 301 South Westfield Road, Suite 320

City, State & Zip Code: Madison, W1 53717

Telephone (608) 821-4106 Date: /OQ Sjﬁ L,L

NOTE: Complete a separate signature page for each co-applicant and insert following this page.

The Applicants’ responses to Section 1130.500 and Section 1130.520 of the Review Board’s rules are included in
Attachment #7.
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CO-APPLICANT: UNIVERSITY OF WISCONSIN MEDICAL FOUNDATION, INC. (Page 1 of 3)

INFORMATION FOR EXISTING FACILITY

Current Facility Name SwedishAmerican Hospital

Address 1401 East Stdte Street

City Rockford Zip Code 61104 County Winnebago

Name of current licensed entity for the facility SwedishAmerican Hospital

Does the current licensee: own this facility Yes  OR lease this facility (if leased, check if sublease o)

Type of ownership of the current licensed entity (check one of the following;) Sole Proprietorship

X Not-for-Profit Corporation For Profit Corporation _____ Partnership Governmental
Limited Liability Company Other, specify

Itlinois State Senator for the district where the facility is located: Sen. Steve Stadelman

State Senate District Number 34th Mailing address of the State Senator 200 South Wyman Street, Suite 301,

Rockford, 11, 61101

illinois State Representative for the district where the facility is located: Rep. Letesa Wallace

State Representative District Number 67th  Mailing address of the State Representative 200 South Wyman Street,

Suite 304, Rockford, IL 61101

OUTSTANDING PERMITS. Does the facility have any projects for which the State Board issued a permit that will
not be completed (refer to 1130,140 "Completion or Project Completion” for a definition of project completion) by the
time of the proposed ownership change? Yes o No X. If yes, refer to Section 1130.520(f), and indicate the projects by

Project #

NAME OF APPLICANT (complete this information for each co-applicant and insert after this page).

Exact Legal Name of Applicant University of Wisconsin Medicat Foundation, Ing,

Address 7974 UW Health Court

City, State & Zip Code Middleton, W1 53562

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
_X__Not-for-Profit Corporation For Profit Corporation Partnership ___ Governmental

Limited Liability Company Other, specify

NAME OF LEGAL ENTITY THAT WILL BE THE LICENSEE/OPERATING ENTITY OF THE
FACILITY NAMED IN THE APPLICATION AS A RESULT OF THIS TRANSACTION. .

Exact Legal Name of Entity to be Licensed SwedishAmerican Hospital

Address 1401 East State Street

City, State & Zip Code Rockford, 1L 61104

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
—X__ Not-for-Profit Corporation _ For Profit Corporation Partnership Governmental

Limited Liability Company Other, specify
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11.
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13.

14.

CO-APPLICANT: UNIVERSITY OF WISCONSIN MEDICAL FOUNDATION, INC. (Page 2 of 3)

BUILDING/SITE OWNERSHIP. NAME OF LEGAL ENTITY THAT WILL OWN THE "BRICKS
AND MORTAR" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION IF
DIFFERENT FROM THE OPERATING/LICENSED ENTITY

Exact Legal Name of Entity That Will Own the Site SwedishAmerican Hospital
Address 1401 East State Street
City, State & Zip Code Rockford, IL 61104
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Company Other, specify

TRANSACTION TYPE. CHECK THE FOLLOWING THAT APPLY TO THE TRANSACTION:

Purchase resulting in the issuance of a license to an entity different from current licensee;

Lease resulting in the issuance of a license to an entity different from current licensee;

Stock transfer resulting in the issuance of a license to a different entity from current licensee;

Stock transfer resulting in no change from current licensee;

Assignment or transfer of assets resulting in the issuance of a license to an entity different from the current licensee;

Assignment or transfer of assets not resulting in the issuance of a license to an entity different from the current

licensee;

Change in membership or sponsorship of a not-for-profit corporation that is the licensed entity;

Change of 50% or more of the voting members of a not-for-profit corporation's board of directors that controls a

health care facility's operations, license, certification or physical plant and assets;

o Change in the sponsorship or control of the person who is licensed, certified or owns the physical plant and assets of
a governmental health care facility;

o Sale or transfer of the physical plant and related assets of a health care facility not resulting in a change of current
licensee;

X  Any other transaction that results in a person obtammg control of a health care facility's operation or physical plant
and assets, and explain in "Attachment 3 Narrative Description”

000 O0O0O0

(el o)

APPLICATION FEE. Submit the application fee in the form of a check or money order for $2,500 payable to the
Hlinois Department of Public Health and append as ATTACHMENT #1.

FUNDING. Indicate the type and source of funds which will be used to acquire the facility (e.g., mortgage through
Health Facilities Authority; cash gift from parent company, etc.) and append as ATTACHMENT #2.

ANTICIPATED ACQUISITION PRICE: Not Applicable. See Attachment #2,

FAIR MARKET VALUE OF THE FACILITY: $179,500,000* *Average of Discounted Cash Flow Analysis
(to determine fair market value, refer to 77 IAC 1130.140)

DATE OF PROPOSED TRANSACTION: }2/31/2014

NARRATIVE DESCRIPTION, Provide a narrative description explaining the transaction, and append it to the
application as ATTACHMENT #3.

BACKGROUND OF APPLICANT (co-applicants must also provide this information). Corporations and Limited
Liability Companies must provide a current Certificate of Good Standing from the Illinois Secretary of State. Limited
Liability Companies and Partnerships must provide the name and address of each partner/ member and specify the
percentage of ownership of each, Append this information to the application as ATTACHMENT #4.

TRANSACTION DOCUMENTS. Provide a copy of the complete transaction document(s) including schedules and
exhibits which detail the terms and conditions of the proposed transaction (purchase, lease, stock transfer, etc).
Applicants should note that the document(s) submitted should reflect the applicant's (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both parties and contain language stating that the
transaction is contingent upon approval of the 1llinois Health Facilities and Services Review Board. Append this
document(s) to the application as ATTACHMENT #5,
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CO-APPLICANT: UNIVERSITY OF WISCONSIN MEDICAL FOUNDATION, INC. (Page 3 of 3)

15, FINANCIAL STATEMENTS. (Co-applicants must also provide this information) Provide a copy of the applicants
latest audited financial statements, and append it to this application as ATTACHMENT #6. If the applicant is a newly

formed entity and financial statements are not available, please indicate by checking YES , and indicate the date
the entity was formed

16. PRIMARY CONTACT PERSON. Individual representing the applicant to whom all correspdndence and
inquiries pertaining to this application are to be directed. (Note: other persons representing the applicant not named
below will need written authorization from the applicant stating that such persons are also authorized to represent the

applicant in relationship to this application).

Name: Daniel J. Lawler
Address: Barnes & Thornburg LLP
City, State & Zip Code: One North Wacker Drive, Suite 4400, Chicago, IL 60606

Telephone (312-214-4861) Ext.

17. ADDITIONAL CONTACT PERSON. Consultant, attorney, other individual who is also authorized to discuss this
application and act on behalf of the applicant. '

Name: Tom Myers, VP Marketing & Strategic Planning, SwedishAmerican Health System
Address: 1401 East State Street

City, State & Zip Code: Rockford, IL 61104

Telephone (815-961-2030) Ext.

18, CERTIFICATION.

I certify that the above information and all attached information are true and correct to the best of my knowledge and
belief. I certify that the number of beds within the facility will not change as part of this transaction. I certify that no
adverse action has been taken against the applicant(s) by the federal government, licensing or certifying bodies, or any
other agency of the State of Illinois. I certify that I am fully aware that a change in ownership will void any permits for
projects that have not been completed unless such projects will be completed or altered pursuant to the requirements in
77 IAC 1130.520(f) prior to the effective date of the proposed ownership change. 1 also certify that the applicant has not
already acquired the facility named in this application or entered into an agreement to acquire the facility named in the
application unless the contract contains a clause that the transaction is contingent upon approval by the State Board.

AL @&
Signature of Authorized Officer \@ BN\ SV

Typed or Printed Name of Authorized Officer Dr. Jeffrey Grossman

Title of Authorized Officer: CEOQ, University of Wisconsin Medical Foundation, Inc.

Address: 7974 UW Health Court

City, State & Zip Code: Middleton, W] 53562
Telephone (608) 623-7103 Date: __/© ‘;59“/2 '

NOTE: Complete a separate signature page for each co-applicant and insert following this page.

The Applicants’ responses to Section 1130.500 and Section 1130.520 of the Review Board’s rales are included in
Attachment #7.
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1.

CO-APPLICANT: SWEDISHAMERICAN HEALTH SYSTEM CORPORATION (Page 1 of 3)

INFORMATION FOR EXISTING FACILITY

Current Facility Name SwedishAmerican Hogpital

Address 1401 East State Street

City Rockford Zip Code 61104 County Winnebago

Name of current licensed entity for the facility SwedishAmerican Hospital

Does the current licensee: own this facility Yes OR lease this facility (if leased, check if sublease 0)

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship

_X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Company Other, specify

Hlinois State Senator for the district where the facility is located: Sen. Steve Stadelman

State Senate District Number 34th Mailing address of the State Senator 200 South Wyman Street, Suite 301,

Rockford_ 1L 61101

Iilinois State Representative for the district where the facility is located: Rep. Letesa Wallace

State Representative District Number §7th  Mailing address of the State Representative 200 South Wyman Street,

Suite 304, Rockford, 11 61101

OUTSTANDING PERMITS. Does the facility have any projects for which the State Board issued a permit that will
not be completed (refer to 1130.140 "Completion or Project Completion" for a definition of project completion) by the
time of the proposed ownership change? Yes o No X. If yes, refer to Section 1130.520(f), and indicate the projects by

Project #

NAME OF APPLICANT (complete this information for each co-applicant and insert after this page).
Exact Legal Name of Applicant SwedishAmerican Health System Corporation

Address 1313 East State Street

City, State & Zip Code Rockford, IL._61164
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X__Not-for-Profit Corporation For Profit Corporation Partnership __ Governmental _

Limited Liability Company Other, specify

NAME OF LEGAL ENTITY THAT WILL BE THE LICENSEE/OPERATING ENTITY OF THE
FACILITY NAMED IN THE APPLICATION AS A RESULT OF THIS TRANSACTION,

Exact Legal Name of Entity to be Licensed SwedishAmerican Hospital
Address 1401 East State Street

City, State & Zip Code Rockford, 1L 61104
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental

Limited Liability Company Other, specify
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10.

11,

12.

13.

14.

CO-APPLICANT: SWEDISHAMERICAN HEALTH SYSTEM CORPORATION (Page 2 of 3)

BUILDING/SITE OWNERSHIP. NAME OF LEGAL ENTITY THAT WILL OWN THE "BRICKS
AND MORTAR'" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION IF
DIFFERENT FROM THE OPERATING/LICENSED ENTITY

Exact Legal Name of Entity That Will Own the Site SwedishAmerican Hospital
Address 140] East State Street
City, State & Zip Code Rockford, IL 61104
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X _ Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Company Other, specify

TRANSACTION TYPE. CHECK THE FOLLOWING THAT APPLY TO THE TRANSACTION:
Purchase resulting in the issuance of a Jicense to an entity different from current licensee;

Lease resulting in the issuance of a license to an entity different from current licensee;

Stock transfer resulting in the issuance of a license to a different entity from current licensee;

Stock transfer resulting in no change from current licensee;
Assignment or transfer of assets resulting in the issuance of a license to an entity different from the current licensee;

Assignment or transfer of assets not resulting in the issuance of a license to an entity different from the current

licensee;

Change in membership or sponsorship of a not-for-profit corporation that is the licensed entity;

o Change of 50% or more of the voting members of a not-for-profit corporation's board of directors that controls a
health care facility's operations, license, certification or physical plant and assets;

o Change in the sponsorship or control of the person who is licensed, certified or owns the physical plant and assets of

a governmental health care facility; _
o Sale or transfer of the physical plant and related assets of a health care facility not resulting in a change of current

licensce;
X  Any other transaction that results in a person obtaining control of a health care facility's operatlon or physical plant

and assets, and explain in "Attachment 3 Narrative Description”

0 00000

(o}

APPLICATION FEE. Submit the application fee in the form of a check or money order for $2,500 payable to the
Illinois Department of Public Health and append as ATTACHMENT #1,

FUNDING. Indicate the type and source of funds which will be used to acquire the facility (e.g., mortgage through
Health Facilities Authority; cash gift from parent company, etc.) and append as ATTACHMENT #2.

ANTICIPATED ACQUISITION PRICE: Not Applicable. See Attachment #2.

FAIR MARKET VALUE OF THE FACILITY: $179,500,000*% *Average of Discounted Cash Flow Analysis
(to determine fair market value, refer to 77 IAC 1130.140)

DATE OF PROPOSED TRANSACTION: 12/31/2014

NARRATIVE DESCRIPTION. Provide a narrative description explaining the transaction, and append it to the
application as ATTACHMENT #3.

BACKGROUND OF APPLICANT (co-applicants must also provide this information). Corporations and Limited
Liability Companies must provide a current Certificate of Good Standing from the 1llinois Secretary of State. Limited

Liability Companies and Partnerships must provide the name and address of each partner/ member and specify the
percentage of ownership of each. Append this information to the application as ATTACHMENT #4.

TRANSACTION DOCUMENTS. Provide a copy of the complete transaction document(s) including schedules and
exhibits which detail the terms and conditions of the proposed transaction (purchase, lease, stock transfer, etc).
Applicants should note that the document(s) submitted should reflect the applicant's (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both parties and contain language stating that the
transaction is contingent upon approval of the lllinois Health Facilities and Services Review Board. Append this

document(s) to the application as ATTACHMENT #5.
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CO-APPLICANT: SWEDISHAMERICAN HEALTH SYSTEM CORPORATION (Page 3 of 3)

15. FINANCIAL STATEMENTS. (Co-applicants must also provide this information) Provide a copy of the applicants
latest audited financial statements, and append it to this application as ATTACHMENT #6. If the applicant is a newly
formed entity and financial statements are not available, please indicate by checking YES , and indicate the date

the entity was formed

16. PRIMARY CONTACT PERSON, Individual representing the applicant to whom all correspondence and inquiries
pertaining to this application are to be directed. (Note: other persons representing the applicant not named below will
need written authorization from the applicant stating that such persons are also authorized to represent the applicant in
relationship to this application).

Name: Daniel J. Lawler

Address: Barnes & Thornburg LLP

City, State & Zip Code: One North Wacker Drive, Suite 4400, Chicago, IL 60606
Telephone (312-214-4861) Ext.

17. ADDITIONAL CONTACT PERSON. Consultant, attorney, other individual who is also authorized to discuss this
application and act on behalf of the applicant.

Name: Tom Myers, VP Marketing & Strategic Planning, SwedishAmerican Health System
Address: 1401 East State Street

City, State & Zip Code: Rockford, IL 61104
Telephone (815-961-2030} Ext.

18. CERTIFICATION.

I certify that the above information and all attached information are true and correct to the best of my knowledge and
belief. 1 certify that the number of beds within the facility will not change as part of this transaction. I certify that no
adverse action has been taken against the applicant(s) by the federal government, licensing or certifying bodies, or any
other agency of the State of 1llinois. I certify that I am fully aware that a change in ownership will void any permits for
projects that have not been completed unless such projects will be completed or altered pursuant to the requirements in
77 IAC 1130.520(f) prior to the effective date of the proposed ownership change. 1 also certify that the applicant has not
already acquired the facility named in this application or entered into an agreement to acquire the facility named in the
application unless the contract contains a clause that th tion j&’contingent upon approval by the State Board.

Signature of Authorized Officer

Typed or Printed Name of Authorized Officer Dr. William Gorski

Title of Authorized Officer; President/CEO, SwedishAmerican Health System Corporation

Address; 1313 East State Street

City, State & Zip Code: Rockford, IL 61104

Telephone (815) 489-4003 Date: /0/21/7

NOTE: Complete a separate signature page for each co-applicant and insert following this page.

The Applicants’ responses to Section 1130.500 and Section 1130.520 of the Review Board’s rules are included in
Attachment #7.
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CO-APPLICANT: § WED!SHA MERICAN HOSPITAL (Page 1 of 3)

1. INFORMATION FOR EXISTING FACILITY

Current Facility Name SwedishAmerican Hospital

Address 1401 East State Street

City Rockford Zip Code 61104 County Winnebago

Name of current licensed entity for the facility SwedishAmerican Hospital

Does the current licensee: own this facility Yes  OR lease this facility (if leased, check if sublease )

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship

_X__Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Company Other, specify

Iilinois State Senator for the district where the facility is Jocated: Sen. Steve Stadelman

State Senate District Number 34th Mailing address of the State Senator 200 South Wyman Street, Suite 301,

Rockford, IL 61101

inois State Representative for the district where the facility is located: Rep. Letesa Wallace

State Representative District Number 67th  Mailing address of the State Representative 200 South Wyman Street,

Suite 304, Rockford. 11. 61101

2, OUTSTANDING PERMITS. Does the facility have any projects for which the State Board issued a permit that will
not be completed (refer to 1130.140 "Completion or Project Completion” for a definition of project completion) by the
time of the proposed ownership change? Yes o No X. If yes, refer to Section 1130.520(f), and indicate the projects by

Project #

3. NAME OF APPLICANT (complete this information for each co-applicant and insert after this page).
Exact Legal Name of Applicant SwedishAmerican Hospital
Address 1401 East State Street
City, State & Zip Code Rockford, [, 61104
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X __ Not-for-Profit Corporation For Profit Corporation Partnership ___ Governmental

Limited Liability Company Other, specify

4. NAME OF LEGAL ENTITY THAT WILL BE THE LICENSEE/OPERATING ENTITY OF THE
FACILITY NAMED IN THE APPLICATION AS A RESULT OF THIS TRANSACTION.

Exact Legal Name of Entity to be Licensed SwedishAmerican Hospital

Address 1401 East State Street

City, State & Zip Code Rockford. 1L, 61104

Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
__X__ Not-for-Profit Corporation For Profit Corporation Partnership Governmental

Limited Liability Company Other, specify
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10.

11.

12,

13.

14.

CO-APPLICANT: SWEDISHAMERICAN HOSPITAL (Page 2 of 3)

BUILDING/SITE OWNERSHIP, NAME OF LEGAL ENTITY THAT WILL OWN THE "BRICKS
AND MORTAR" (BUILDING) OF THE FACILITY NAMED IN THIS APPLICATION IF
DIFFERENT FROM THE OPERATING/LICENSED ENTITY

Exact Legal Name of Entity That Will Own the Site SwedishAmerican Hospital
Address 1401 East State Street
City, State & Zip Code Rockford, IL 61104
Type of ownership of the current licensed entity (check one of the following:) Sole Proprietorship
X Not-for-Profit Corporation For Profit Corporation Partnership Governmental
Limited Liability Company Other, specify

TRANSACTION TYPE. CHECK THE FOLLOWING THAT APPLY TO THE TRANSACTION:

Purchase resulting in the issuance of a license to an entity different from current licensee;

Lease resulting in the issuance of a license to an entity different from current licensee;

Stock transfer resulting in the issuance of a license to a different entity from current licensee;

Stock transfer resulting in no change from current licensee;

Assignment or transfer of assets resulting in the issuance of a license to an entity different from the current licensee;

Assignment or transfer of assets not resulting in the issuance of a license to an entity different from the current

licensee;

Change in membership or sponsorship of a not-for-profit corporation that is the licensed entity;

Change of 50% or more of the voting members of a not-for-profit corporation's board of directors that controls a

health care facility's operations, license, certification or physical plant and assets;

o Change in the sponsorship or control of the person who is licensed, certified or owns the physical p]ant and assets of
a governmental health care facility;

o Sale or transfer of the physical plant and related assets of a health care facility not resulting in a change of current
licensee;

X Any other transaction that results in a person obtaining control of a health care facility's operation or physical plant
and assets, and explain in "Attachment 3 Narrative Description™

00 Q00 O0O

(o o}

APPLICATION FEE. Submit the application fee in the form of a check or money order for $2,500 payable to the
Illinois Department of Public Health and append as ATTACHMENT #1.

FUNDING. Indicate the type and source of funds which will be used to acquire the facility (e.g., mortgage through
Health Facilities Authority; cash gift from parent company, etc.) and append as ATTACHMENT #£2,

ANTICIPATED ACQUISITION PRICE: Not Applicable. See Attachment #2.

FAIR MARKET VALUE OF THE FACILITY: $179,500,000% *Average of Discounted Cash Flow Analysis
(to determine fair market value, refer to 77 1AC 1130.140)

DATE OF PROPOSED TRANSACTION: 12/31/2014

NARRATIVE DESCRIPTION. Provide a narrative description explaining the transaction, and append it to the
application as ATTACHMENT #3.

BACKGROUND OF APPLICANT (co-applicants must also provide this information). Corporations and_Limited
Liability Companies must provide a current Certificate of Good Standing from the lllinois Secretary of State. Limited

Liability Companies and Partnerships must provide the name and address of each partner/ member and specify the
percentage of ownership of each. Append this information to the application as ATTACHMENT #4.

TRANSACTION DOCUMENTS. Provide a copy of the complete transaction document(s) including schedules and
exhibits which detail the terms and conditions of the proposed transaction (purchase, lease, stock transfer, etc).
Applicants should note that the document(s) submitted should reflect the applicant’s (and co-applicant's, if applicable)
involvement in the transaction. The document must be signed by both parties and contain language stating that the
transaction is contingent upon approval of the lllinois Health Facilities and Services Review Board. Append this

document(s) to the application as ATTACHMENT #5.
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CO-APPLICANT: SWEDISHAMERICAN HOSPITAL (Page 3 of 3)

15. FINANCIAL STATEMENTS. (Co-applicants must also provide this information) Provide a copy of the applicants
latest audited financial statements, and append it to this application as ATTACHMENT #6. If the applicant is a newly
formed entity and financial statements are not available, please indicate by checking YES , and indicate the date

the entity was formed

16, PRIMARY CONTACT PERSON. Individual representing the applicant to whom all correspondence and inquiries
pertaining to this application are to be directed. (Note: other persons representing the applicant not named below will
need written authorization from the applicant stating that such persons are also authorized to represent the applicant in

relationship to this application).

Name: Daniel J. Lawler
Address: Barnes & Thornburg LLP
City, State & Zip Code: One North Wacker Drive, Suite 4400, Chicago, 1L 60606

Telephone (312-214-4861) Ext.

17. ADDITIONAL CONTACT PERSON. Consultant, attorney, other individual who is also authorized to discuss this
application and act on behalf of the applicant.

Name: Tom Myers, VP Marketing & Strategic Planning, SwedishAmerican Health System
Address: 1401 East State Street

City, State & Zip Code: Rockford, IL. 61104

Telephone (815-961-2030) Ext.

18. CERTIFICATION.

I certify that the above information and all attached information are true and correct to the best of my knowledge and
belief. 1 certify that the number of beds within the facility will not change as part of this transaction. 1 certify that no
adverse action has been taken against the applicant(s) by the federal government, licensing or certifying bodies, or any
other agency of the State of Illinois. I certify that I am fully aware that a change in ownership will void any permits for
projects that have not been completed unless such projects will be completed or altered pursuant to the requirements in
77 1AC 1130.520(f) prior to the effective date of the proposed ownership change. I also certify that the applicant has not
‘ed igtd an agreement to acquire the facility named in the
application unless the contract contains a clause th jef is contingent upon approval by the State Board.

Signature of Authorized Officer

Typed or Printed Name of Authorized Officer Dr. William Gorski

" Title of Authorized Officer: President/CEQ, SwedishAmerican Hospital

Address: 1313 East State Street

City, State & Zip Code: Rockford, IL. 61104
Telephone (815) 489-4003 Date: /ﬂé 7y

NOTE: Complete a separate signature page for each co-applicant and insert following this page.

The Applicants’ responses to Section 1130.500 and Section 1130.520 of the Review Board’s rules are included in
Attachment #7.
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SwedishAmerican Hospital, Rockford

Attachment #1




SwedishAmerican Hospital, Rockford

APPLICATION FEE

This Attachment #1 contains the application fee in the form of a check for $2,500 payable to the
Illinois Department of Public Health.

ATTACHMENT #1
016




SwedishAmerican Hospital, Rockford

Attachment #2




SwedishAmerican Hospital, Rockford

FUNDING

No funds will be used to acquire the facility. The transaction consists of University Health Care,
Inc. becoming the sole corporate member of SwedishAmerican Health System Corporation, which is the
sole corporate member of the facility.

ATTACHMENT #2
018




SwedishAmerican Hospital, Rockford

Attachment #3




SwedishAmerican Hospital, Rockford

NARRATIVE DESCRIPTION

The proposed transaction involves University Health Care, Inc. (UHC) becoming the sole corporate
member of SwedishAmerican Health System Corporation (SwedishAmerican), UHC has as its two
corporate members University of Wisconsin Hospitals and Clinics Authority (UWHCA) and University
of Wisconsin Medical Foundation Inc. (UWMF). UWHCA, UWMF and UHC are collectively referred
to herein as UW Hcalth Together with the Umversxty of Wisconsin School of Medicine and Public
Health (UWSMPH)?, UWHCA and UWMF comprise an academic medical center based in Madison,

Wisconsin,

SwedishAmerican is, and will remain, the sole corporate member of SwedishAmerican Hospital in
Rockford.  SwedishAmerican Hospital is, and will remain, the owner and licensee of both
SwedishAmerican Hospital in Rockford and SwedishAmerican Medical Center/Belvidere. A separate
change of ownership application is being submitted for SwedishAmerican Medical Center/Belvidere in

connection with this transaction.

UHC and SwedishAmerican have had a formal affiliation since 2010. That affiliation led to the
development of the SwedishAmerican Regional Cancer Center as to which the Review Board approved
a Certificate of Need in April 2012 (Project No. 12-013). That project was completed in June 2014,
SwedishAmerican also participates in telestroke and electronic Intensive Care Unit (e-ICU) services
with UW Health.

Upon regulatory approval and completion of the transaction, SwedishAmerican will become a critical
partner in UW Health’s community healthcare delivery model, which is responsive to the major
healthcare changes occurring regionally and nationally. The parties believe the healthcare sector must
fundamentally reposition itself to meet the goals of improving quality, improving the health of the
populations served, and reducing the per capita cost of health care. The primary objectives of this

transaction are to:

i) Create a system with the required scale to manage effectively population health while
maintaining the core values of local control for healthcare decisions, care coordination and
innovation.

ii) Form an integrated health care delivery system capable of serving the full continuum of

health needs to the communities served that thrives in the emerging value-based
payment/care delivery operating environment.

iii) Create a patient-centered health care system that combines the resources of an academic
health center and community-based health care system that is nationally recognized for
patient experience, exceptional outcomes, and affordability.

iv) Partner with health systems located in contiguous markets in southern Wisconsin and
Northern Illinois to develop a geographically cohesive care network.

The transaction will provide Rockford and the surrounding region with greater access to the
breakthrough research, advanced medical specialties and community health initiatives that have earned
UW Health national recognition. It will also allow SwedishAmerican to reduce its costs, more
effectively coordinate patient care and have increased access to capital and technology.

' See Attachments #4a, #4b and #4c for additional background on UWHCA, UHC and UWMF.
2 UWSMPH will have no ownership interest in or operational control of the hospital.
ATTACHMENT #3
1of3
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SwedishAmerican Hospital, Rockford

Dr. William Gorski, the current CEO of SwedishAmerican will continue to serve as the system’s CEO
after the transaction. Following the transaction, the initial composition of the Board of Directors of
SwedishAmerican will be comprised of no more than 25 directors. Two directors shall come from UW
Health and the SwedishAmerican Board will nominate the remaining 23 directors. All directors are to
be appointed by UHC as the sole corporate member of SwedishAmerican. At least a majority of the
directors of SwedishAmerican will be either independent community members from SwedishAmerican's
service area or physician-members of the medical staff of the SwedishAmerican Hospitals. The initial
composition of the UHC Board shall be comprised of nine directors: six shall come from UW Health,
and three shall come from SwedishAmerican. In the event other community hospitals or health systems
become part of UW Health with UHC as their sole corporate member, such systems may also have

representation on the UHC Board.

The current and post-transaction legal structure of SwedishAmerican Hospital is included in this
Attachment #3. The applicants’ respective organizational charts are included in Attachment #7.

ATTACHMENT #3
20f3
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SwedishAmerican Hospital, Rockford

Current Facility Organizational Chart

SwedishAmerican Health System Corporation

Sole Corporate Member

SwedishAmerican Hospital

Licensee of: SwedishAmerican Hospital, Rockford
SwedishAmerican Medical Center/Belvidere

Post-Transaction Facility Organizational Chart

University of Wisconsin University of Wisconsin
Hospitals and Clinics Medical Foundation, Inc.
Authority
Members

University Health Care, Inc.

Sole Corporate Member

SwedishAmerican Health System Corporation

Sole Corporate Member

SwedishAmerican Hospital, Rockford

ATTACHMENT #3
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SwedishAmerican Hospital, Rockford

Attachment #4




4a.

4b.

4c.
44,
4e.

4f.

4g.

SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS

University of Wisconsin Hospitals and Clinics Authority: Wisconsin statute establishing
Authority as a public body corporate and politic

University Health Care, Inc.: Wisconsin Certificate of Good Standing and Authorization to
Conduct Business in Illinois

University of Wisconsin Medical Foundation, Inc.: Wisconsin Certificate of Good Standing
SwedishAmerican Health System Corporation: llinois Certificate of Good Standing
SwedishAmerican Hospital: Illinois Certificate of Good Standing

SwedishAmerican Hospital: Hospital Profile CY 2013

SwedishAmerican Hospital: Current IDPH License

ATTACHMENT #4
022




4a,

SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS

University of Wisconsin Hospitals and Clinics Authority

Until June 29, 1996, UW Hospital and Clinics was operated as a unit of the Board of Regents of
the University of Wisconsin System (the “Board of Regents™), an agency of the State of
Wisconsin and the governing body of UW-Madison. In 1995, UWHCA was created as a public
body corporate and politic by legislation in the State of Wisconsin, and UWHCA took over the
operation of the existing UW Hospital and Clinics on June 29, 1996. UWHCA operates an acute
care hospital with 592 beds, numerous specialty clinics, and ambulatory facilities, and a home
health program for the following purposes: (i) delivering high-quality health care to patients
using the hospitals and to those seeking care from its programs, including a commitment to
provide such care for the medically indigent; (ii) providing an environment suitable for
instructing medical and other health professions students, physicians, nurses and members of
other health-related disciplines; (iii) sponsoring and supporting research in the delivery of health
care to further the welfare of the patients treated and applying the advances in health knowledge
to alleviate human suffering, promote health and prevent disease; and (iv) assisting health
programs and personnel throughout the State of Wisconsin and region in the delivery of health

care.
The Wisconsin statutes creating UWHCA and describing its powers and duties are included with
this Attachment #4a.

ATTACHMENT #4a
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233,02, University of Wisconsin Hospitals and Clinics Authority:..., Wi ST 233.02

[West’s Wisconsin Statutes Annotated
Authorities and Public Corporations (Ch. 231 to 235)
Chapter 233. University of Wisconsin Hospitals and Clinics Authority (Refs & Annos)

W.S.A. 233.02

233.02. University of Wisconsin Hospitals and Clinics Authority: creation; organization of board of directors

(1) There is created a public body corporate and politic to be known as the “University of Wisconsin Hospitals and Clinics
Authority”, The board of directors shall consist of the following members:

(a) Six members nominated by the governor, and with the advice and consent of the senate appointed, for 5-year terms,
(am) Each cochairperson of the joint committee on finance or a member of the legislature designated by that cochairperson.
(b) Three members of the board of regents appointed by the president of the board of regents.

(c) The chancellor of the University of Wisconsin-Madison or his or her designee.

(d) The dean of the University of Wisconsin-Madison Medical School.

(e) A chairperson of a department at the University of Wisconsin-Madison Medical School, appointed by the chancellor of
the University of Wisconsin-Madison.

() A faculty member of a University of Wisconsin-Madison health professions school, other than the University of
Wisconsin-Madison Medical School, appointed by the chancellor of the University of Wisconsin-Madison.

(g) The secretary of administration or his or her designee.

(2) A vacancy on the board of directors shall be filled in the same manner as the original appointment to the board of
directors for the remainder of the unexpired term, if any.

(3) A member of the board of directors may not be compensated for his or her services but shall be reimbursed for actual and
necessary expenses, including travel expenses, incurred in the performance of his or her duties.

(4) No cause of action of any nature may arise against and no civil liability may be imposed upon a member of the board of
directors for any act or omission in the performance of his or her powers and duties under this chapter, unless the person

asserting liability proves that the act or omission constitutes willful misconduct.

(8) The members of the board of directors shall annually elect a chairperson and may elect other officers as they consider
appropriate. Eight members of the board of directors constitute a quorum for the purpose of conducting the business and
exercising the powers of the authority, notwithstanding the existence of any vacancy. The members of the board of directors
specified under sub. (1)(c) and (g) may not be the chairperson of the board of directors for purposes of 1995 Wisconsin Act
27, section 9159(2). The board of directors may take action upon a vote of a majority of the members present, unless the

bylaws of the authority require a larger number.

(9) The board of directors shall appoint a chief executive officer who shall not be a member of the board of directors and who
shall serve at the pleasure of the board of directors. The chief executive officer shall receive such compensation as the board
of directors fixes. The chief executive officer or other person designated by resolution of the board of directors shall keep a
record of the proceedings of the authority and shall be custodian of all books, documents and papers filed with the authority,
the minute book or journal of the authority and its official seal. The chief executive officer or other person may cause copies
to be made of all minutes and other records and documents of the authority and may give certificates under the official seal of

eastlavNext @ 2014 Thomson Reutars. Mo claim to origingl U.5. Governrmant Works.
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233.02. Unlversity of Wisconsin Hospitals and Clinics Authority:..., WI ST 233.02 .

the authority to the effect that such copies are true copies, and all persons dealing with the authority may rely upon such
certificates,

Credits
<<For credits, see Historical Note field.>>

W. 8. A, 233.02, WI ST 233.02
Current through 2013 Act 380, published 4/25/2014

End of Document
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233.03. Powers of authority, W1 ST 233.03

|West’s Wisconsin Statutes Annotated
(Authorities and Public Corporations (Ch. 231 to 235)
[Chapter 233. University of Wisconsin Hospitals and Clinics Authority (Refs & Annos)

W.S.A. 233.03

233.03. Powers of authority

The authority shall have all the powers necessary or convenient to carry out the purposes and provisions of this chapter, In
addition to all other powers granted by this chapter, the authority may:

(1) Adopt bylaws and policies and procedures for the regulation of its affairs and the conduct of its business.

(2) Sue and be sued; have a seal and alter the seal at pleasure; have perpetual existence; maintain an office; negotiate and
enter into leases; accept gifls or grants, but not including research grants in which the grant investigator is an employee of the
board of regents; accept bequests or loans; accept and comply with any lawful conditions attached to federal financial
assistance; and make and execute other instruments necessary or convenient to the exercise of the powers of the authority.

(5) Procure insurance on its debt obligations,

(7) Subject to s. 233.10 and ch. 40 and 1995 Wisconsin Act 27, section 9159(4) , employ any agent, employee or special
advisor that the authority finds necessary and fix his or her compensation and provide any employee benefits, including an

employee pension plan,

(8) Appoint any technical or professional advisory committee that the authority finds necessary and define the duties, and
provide reimbursement for the expenses, of the committee.

(9)(a) With any other person, establish, govern and participate in the operation and financing of any corporation or
partnership that provides health-related services, if the articles of incorporation of any such corporation conform with par. (b)
and if the corporation or partnership provides the secretary of administration, the legislative fiscal bureau and the legislative
audit bureau access to examine any books, records or other documents maintained by the corporation or partnership and
relating to its expenditures, revenues, operations or structure. The authority may provide administrative and financial services

to any such corporation or partnership.

(b) The articles of incorporation of any corporation under par. (a) shall provide that the secretary of administration, the
legislative fiscal bureau and the legislative audit bureau have the access required under par. (a).

(10) Enter into procurement contracts with the board of regents or joint contracts with the board of regents for procurements
from 3rd parties and may enter into other contracts, rental agreements and cooperative agreements and other necessary
arrangements with the board of regents which may be necessary and convenient for the missions, purposes, objects and uses

of the authority authorized by law.
(11) Issue bonds in accordance with ss. 233.20 to 233.26.
(12) Seek financing from, and incur indebtedness to, the Wisconsin Health and Educational Facilities Authority.

(13) Construct or improve facilities that are on state-owned land, if approval requirements under s. 16.85(14) are met and if
the state agency having authority to approve construction or improvement projects on the land approves the project.

.

(15) Acquire, design, construct or improve any facility that is not located on state-owned land.

(16) Buy, sell and lease real estate,

i
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233.03. Powers of authority, WI ST 233.03

Credits
<<For credits, see Historical Note field.>>

W.S. A.233.03, WI.ST 233.03
Current through 2013 Act 380, published 4/25/2014
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233.04. Duties of authority, Wi ST 233.04:

(West’s Wisconsin Statutes Annotated
|Authorities and Public Corporations (Ch. 231 to 235)
[Chapter 233. University of Wisconsin Hospitals and Clinics Authority (Refs & Annos)

W.S.A. 233.04
233.04. Duties of authority

The authority shall do all of the following:

(1) By October 1, 1997, and annually thereafter, submit to the chief clerk of each house of the legislature under s. 13.172(2),
the president of the board of regents, the secretary of administration and the governor a report on the patient care, education,
research and community service activities and accomplishments of the authority and an audited financial statement, certified

by an independent auditor, of the authority’s operations.

(2) Subject to s. 233.10, develop and implement a personnel structure and other employment policies for employees of the
authority.

(3) Contract for any legal services required for the authority.

(3b)(a) Except as provided in par. (b), maintain, control and supervise the use of the University of Wisconsin Hospitals and
Clinics, for the purposes of:

1. Delivering high-quality health care to patients using the hospitals and to those seeking care from its programs, including a
commitment to provide such care for the medically indigent.

2. Providing an environment suitable for instructing medical and other health professions students, physicians, nurses and
members of other health-related disciplines.

3. Sponsoring and supporting research in the delivery of health care to further the welfare of the patients treated and applying
the advances in health knowledge to alleviate human suffering, promote health and prevent disease.

4. Assisting health programs and personnel throughout the state and region in the delivery of health care.

(b) Paragraph (a) does not apply unless a lease agreement under sub. (7) or (7g) and an affiliation agreement under sub. (7m)
or (7p) are in effect that comply with all applicable requirements of those provisions. In the event either of these agreements
are not in effect, the on~campus facilities and any improvements, modifications or other facilities specified in sub. (7)(c) shall

transfer to the board of regents.
(5) Establish the authority’s annual budget and monitor the fiscal management of the authority.

(6) Procure liability insurance covering its officers, employees and agents and procure insurance against any loss in
connection with its property and other assets.

(7) Subject to s. 233.05(1) and 1995 Wisconsin Act 27, section 9159(2)(k), negotiate and enter into a lease agreement with
the board of regents to lease the on-campus facilities beginning on June 29, 1996, for an initial period of not more than 30

years, The lease agreement shall include all of the following:

(a) A provision that requires the authority to pay the state an amount determined under this paragraph for the lease of the
on-campus facilities that are leased under the agreement, The amount of the rental payment for the on-campus facilities may

not be less than the greater of the following:

svaNext © 2014 Thomenn Faiters No clkaim o original U.S. Governunant Waorks,
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1. An amount equal to the debt service accruing during the term of the lease agreement on all outstanding bonds issued by the
state for the purpose of financing the acquisition, construction or improvement of on-campus facilities that are leased under
the agreement, regardless of whether these bonds are issued before or after the lease agreement is entered into. The definition
of “bond” under s. 233.01(4) does not apply to this subdivision.

2. A nominal amount determined by the parties to be necessary to prevent the lease agreement from being unenfonceable
because of a lack of consideration.

(b) A provision that requires the authority to conduct its operations in such a way so that it will not adversely affect the
exclusion of interest on bonds issued by the state from gross income under 26 USC 103 for federal income tax purposes.

(c) A provision that gives the state ownership of all of the following:

1. Any improvements or modifications made by the authority to on-campus facilities that are leased to the authority under the
lease agreement.

2. Any facility that the authority constructs on state-owned land.

(d) A provision that specifies an amount and that exempts any construction or improvement project on state-owned land that
costs less than the amount from review and approval under s. 16,85(14).

(e) Any provision necessary to ensure that the general management and operation of the on-campus facilities are consistent
with the mission and responsibilities of the University of Wisconsin System specified in ss. 36.01 and 36.09.

(g) A provision that protects the board of regents from all liability associated with the management, operation, use or
maintenance of the on-campus facilities. No such provision shall make the authority liable for the acts or omissions of any
officer, employee or agent of the board of regents, including any student who is enrolled at an institution within the
University of Wisconsin System, unless the officer, employee or agent acts at the direction of the authority.

(h) A provision on a mechanism for the resolution of disputes.

(7g)(a) Submit any modification, extension or renewal of the lease agreement under sub. (7) to the joint committee on
finance. No extension or renewal of the lease agreement may be for a period of more than 30 years. Modification, extension
or renewal of the agrcement may be made as proposed by the authority and the board of regents only upon approval of the

committee.

(b) If the committee does not approve an extension or renewal of the agreement, the on-campus facilities and any
improvements, modifications or other facilities specified in sub. (7)(c) shall transfer to the board of regents.

(c) This subsection does not apply to an automatic extension of the lease agreement under s. 233.05(1).

(7m) Subject to 1995 Wisconsin Act 27, section 9159(2)(k), negotiate and enter into an affiliation agreement with the board
of regents. The affiliation agreement shall take effect on June 29, 1996. The initial period of the affiliation agreement shall
run concurrently with the initial period of the lease agreement under sub. (7), and the affiliation agreement shall include all of

the following:

(a) A provision that ensures the authority retains cash reserves at a level not lower than the level recommended by the
independent auditor specified under sub. (1).

(b) Provisions that ensure support of the educational, research and clinical activities of the University of Wisconsin-Madison
by the authority.

(c) A provision that requires the development of standards relating to the selection and financing by the authority of any
corporation or partnership that provides health-related services. The standards shall be consistent with the missions of the
authority and the board of regents. .

Soventment Works. 2
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(d) A provision that requires the board of regents to make reasonable charges for any services provided by the board of
regents to the authority.

(e) A provision establishing a mechanism for the resolution of disputes.

(7p)(a) Submit any modification, extension or renewal of the affiliation agreement under sub. (7m) to the joint committee on
finance. No extension or renewal of the affiliation agreement may be for a period of more than 30 years. Modification,
extension or renewal of the agreement may be made as proposed by the authority and the board of regents only upon

approval of the committee,

(b) If the committee does not approve an extension or renewal of the agreement, the on-campus facilities and any
improvements, modifications or other facilities specified in sub. (7)(c) shall transfer to the board of regents.

(c) This subsection does not apply to an automatic extension of the affiliation agreement under s. 233.05(2).

(9) Provide, on a monthly basis, the secretary of administration with such financial and statistical information as is required
by the secretary of administration.

(10) If Children’s Hospital and Health System ceases to operate a poison control center under s. 255.35, administer a
statewide poison control program.

Credits
<<For credits, see Historical Note field.>>

W.S.A,233.04, WIST 233.04
Current through 2013 Act 380, published 4/25/2014

End of Docament

€ 2014 Thomson Reuters. No claim to original U.S, Government Works.
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4b.

SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS

University Health Care, Inc.

University Health Care, Inc. (UHC) is a not-for-profit corporation organized to promote medical
education, research and public service.

UHC’s Wisconsin Certificate of Good Standing and its Authority to Conduct Business in Illinois
are included with this Attachment #4b.

ATTACHMENT #4b
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United States of America

State of Wisconsin

DEPARTMENT OF FINANCIAL INSTITUTIONS

Division of Corporate & Consumer Services

To All to Whom These Presents Shall Come, Greeting:

I, GEORGE PETAK, Administrator of the Division of Corporate and Consumer Services, Department of
Financial Institutions, do hereby certify that

UNIVERSITY HEALTH CARE, INC,

is a domestic corporation or a domestic limited liability company organized under the laws of this state and that
its date of incorporation or organization is June 2, 1983.

I further certify that said corporation or limited liability company has, within its most recently completed report
year, filed an annual report required under ss. 180.1622, 180.1921, 181.1622 or 183.0120 Wis. Stats., and thal it

has not filed articles of dissolution.

IN TESTIMONY WHEREOF, [ have hereunto set
my hand and affixed the official seal of the
Department on September 2, 2014.

4 .
o~ /"
J,c \

GEORGE PETAK, Administrator
Division of Corporate and Consumer Services
Department of Financial Institutions

Effective July 1, 1996, the Department of Financial Institutions assumed the functions previously performed by the
Corporations Division of the Secretary of State and is the successor custodian of corporate records formerly held

by the Secretary of State.
DF1/Corp/33

To validate the authenticity of this certificate

Visit this web address: http://www.wdfl.org/apps/ces/venify/
Enter this code: 142178-3AE39ADF
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OFFICE OF THE SECRETARY OF STATE

JESSE WHITE » Secretary of State

SEPTEMBER 19, 2014 6974-869-4

C T CORPORATION SYSTBM
208 SO LASALLE ST, SUITE 814
CHICAGOQ, IL 60604-1101

RE UNIVERSITY HEALTH CARE, INC.

DEAR STR OR MADAM:

ENCLOSED YOU WILL FIND THE AUTHORITY OF THE ABOVE NAMED
. CORPORATION TO CONDUCT AFFAIRS IN THIS STATE.

PAYMENT OF THE FILING FER IS-HEREBY ACKNOWLEDGED.

CERTAIN NOT FOR PROFIT CORPORATIONS ORGANIZED AS A CHARITABLE
CORPORATION ARE REQUIRED TO REGISTER WITH THE OFFICE OF THE ATTORNEY
GENERAL. UPON RECEIPT OF THE ENCLOSED AUTHORITY, YOU MUST CONTACT
THE CHARITABLE TRUST DIVISION, OFFICE OF THE ATTORNEY GENERAL,

100 W. RANDOLPH, 3RD FLOOR CHICAGO ILLINOIS 60601, TELEPHONE

. .(312) 814-2595.

4

SINCERELY,

JESSE WHITE )

SECRETARY OF STATE :
DEPARTMENT OF BUSINESS SERVICES
CORPORATION DIVISION

TELEPHONE (217) 782-6961
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Attachment #6

Name Title Street City State | Zip
Michaél E. Dallman | President | 301 5. Westfield Road Ste. 320 | Madison Wi [ 53717
Kenneth J. Mount Secretary 750 Hightand Ave, Madison | Wi 53705
Michael D, Buhl Treasurer | 600 Highland Ave, H5/803 Madison | Wi 537392
' Michael D. Buhl Director 600 Highland Ave. H5/803 Madison wi 53792
Peter Christman Director 7974 UW Health court - Middleton | W) 53562
Michael E. Dallman | Director 301 S. Westfield Road Ste. 320 Madison | Wi 53717
‘Roberf Golden M.D. | Director 750 Highland Ave, Madison | Wi 53705 .
Jeffrey E. Grossman | Director 600 Highland Ave. H4/863 Madison | Wi 53792
Ron Sfiwinski Director 600 Highland Ave. H4/810 Madison |[Wt | 53792
| Kenneth . Mount Director 750 Highland Ave Madison | wi 53705
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Attachement #7

. The corporation is organized and is to be operated exclusively for charitable, educational
and scientific putposes; including, for such purposes, the making of distributions to organizations

that qualify as exempt organizations under § 501(c)(3) of the Internal Revenue Code of 1986,

as. amended (;he "Code"), and more spec';fically:

)

@

&)

to promote meglical education, tesearch and public service by the University of
Wisconsin Medical-School (the "UW Medical School"), its faculty, the University
of Wisconsin Medical Foundation (the "Foundation”) and the University of
Wisconsin Hospital and Clinics Authiority ("UWHCA");

to assist the University of Wisconsin-Madison (the "University"), the UW
Medical School, the Foundation and UWHCA by engaplog in activities as a
partner with the University and its departments, the Foundation, or its successots,
and any coiporations created by the University ok the Foundation; and

to these ends the Corporation itself, -and through its interests in subsidiaries or

affillates, shall devote its efforts, assets and earnings exclusively for the benefit
of the UW Medical School, the Foundation and UWHCA., :

037
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4c.

SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS
University of Wisconsin Medical Foundation, Inc.

University of Wisconsin Medical Foundation, Inc. (UWMF) is a not-for-profit corporation
formed for the purpose of supporting the academic, research and clinical missions of UWSMPLII.
It does this by (1) serving as the clinical practice plan for UWSMPH faculty physicians;
(2) operating primary care and specialty care outpatient clinics; (3) providing educational
opportunity opportunities for medical students, post-graduate trainees, and others; (4) providing
financial support to UWSMPH’s research, academic and clinical programs.

UWMF’s Wisconsin Certificate of Good Standing is included with this Attachment #4c.

ATTACHMENT #4c¢
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United States of America

State of Wisconsin

DEPARTMENT OF FINANCIAL INSTITUTIONS

Division of Corporate & Consumer Services

To All to Whom These Presents Shall Come, Greeting:

I, GEORGE PETAK, Administrator of the Division of Corporate and Consumer Services, Departinent of
Financial Institutions, do hereby certify that

UNIVERSITY OF WISCONSIN MEDICAL FOUNDATION, INC.

is a domestic corporation or a domestic limited liability company organized under the laws of this state and that
its date of incorporation or organization is May 2, 1995.

1 further certify that said corporation or limited liability company has, within its most recently completed report
year, filed an annual report required under ss. 180.1622, 180.1921, 181.1622 or 183.0120 Wis. Stats., and that it

has not filed articles of dissolution.

IN TESTIMONY WHEREOF, I have hereunto set
my hand and affixed the official seal of the
Department on September 2, 2014,

(_3 yaa

GEORGE PETAK, Administrator
Division of Corporate and Consumer Services
Department of Financial Institutions

Effective July 1, 1996, the Department of Financial Institutions assumed the functions previously performed by the
Corporations Division of the Secretary of State and is the successor custodian of corporate records formerly held

by the Secretary of State.
DFI/Corp/33

To validate the authenticity of this certificate

Visit this web address: http://www.wdfl.org/apps/ccs/verify/
Enter this code: 142179-2157C448
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SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS
4d.  SwedishAmerican Health System Corporation

SwedishAmerican Health System Corporation’s Illinois Certificate of Good Standing is included
in this Attachment #4d.

ATTACHMENT #4d
040




File Number 5269-562-7

To all to whom these Presents Shall Come, Greeting:

I, Jesse White, Secretary of State of the State of Illinois, do
hereby certify that

SWEDISHAMERICAN HEALTH SYSTEM CORPORATION, A DOMESTIC CORPORATION,
INCORPORATED UNDER THE LAWS OF THIS STATE ON MARCH 3], 1982, APPEARS TO
HAVE COMPLIED WITH ALL THE PROVISIONS OF THE GENERAL NOT FOR PROFIT
CORPORATION ACT OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS
A DOMESTIC CORPORATION IN THE STATE OF ILLINOIS.

In Testimony Whereof, 1 hereto set
my hand and cause to be affixed the Great Seal of
the State of Illinois, this 3RD
dayof  SEPTEMBER  AD. 2014

QP b 5
N 3 2l . ”
Authentication #: 1424602354 ;;5 ../We/' W(/@

Authenticate at: hilp://www.cyberdrivelflinois.com

SECRETARY OF STATE

041 #4d




SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS
4e.  SwedishAmerican Hospital

SwedishAmerican Hospital’s Illinois Certificate of Good Standing is included in this
Attachment #4e,

ATTACHMENT #4e
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File Number 1167-170-5

To all to whom these Presents Shall Come, Greeting

I, Jesse White, Secretary of State of the State of Illinois, do
hereby certify that

SWEDISHAMERICAN HOSPITAL, A DOMESTIC CORPORATION, INCORPORATED
UNDER THE LAWS OF THIS STATE ON JUNE 06, 1911, APPEARS TO HAVE COMPLIED
WITH ALL THE PROVISIONS OF THE GENERAL NOT FOR PROFIT CORPORATION ACT
OF THIS STATE, AND AS OF THIS DATE, IS IN GOOD STANDING AS A DOMESTIC
CORPORATION IN THE STATE OF ILLINOIS.

In Testimony Whereof, 1 hereto set
nty hand and cause to be affixed the Great Seal of
the State of Illinois, this 3RD
dayof  SEPTEMBER  A.D. 2014

N LA : Q_\
a2 BIY L ’
Authentication #: 1424602318 M W

Authenticate at: http:/iwww.cyberdrivelitinols.com

SECRETARY OF STATE

043 #de




SwedishAmerican Hospital, Rockford

BACKGROUND OF THE APPLICANTS
4f, SwedishAmerican Hospital: Hospital Profile CY 2013

ATTACHMENT #4f
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Hoggital Pmﬂle cY 2013 Swed|sh American Hospital Rockford Page 1
: : Patlonts by Race Patients by Ethnicity
ADMINISTRATOR NAME Kathleen Keny. MD White 82.7%  Hispanic or Latino: 8.0%
ADMINSTRATOR PHONE  779-696-9110 Black 14.5%  Not Hispanic or Latino: 90.8%
OWNERSHIP: SWEDISH AMERICAN HOSPITAL American indian 0.1%  Unknown: 1.1%
OPERATOR: SWEDISH AMERICAN HOSPITAL Asian 1.5%
MANAGEMENT: Not for Profit Corporation (Not Church-R Hawalian/ Pacific 0.1% [DPH Number: 2725
CERTIFICATION: Unknown 1.1% HPA B8-01
FACILITY DESIGNATION:  (Not Answered) HSA 1
ADDRESS 1401 E State Street CITY: Rockford COUNTY: Winnebago County
' Eacllity Utllization Data by Category of Service
Authorized Peak Beds Average  Average CON Staffed Bed
CON Beds Setup and Peak inpatient Observation  Length Datly Occupancy Occupancy
Clinical Sorvice 12/3112013 Staffoed  Cenaus  Admissions  Days Days ofStay  Census Rate % Rate %
Medlcal/Surgical 209 191 172 10,325 = 41,036 3,379 4.3 121.7 58.2 63.7
0-14 Years 0 0
1544 Years 1,648 5,390
45-64 Yoars 3,835 14,832
65-74 Years 2,160 9,027
75 Years + 2,682 11,787
Pedlatrlc 28 16 13 312 831 90 3.0 25 9.0 15.8
(ntenslvo Care 30 30 29 2,039 5,664 19 28 15.6 51 9 51.9
Direct Admission 533 1,481
Transfers 1,506 4,183
Obstetric/Gynecology 34 34 32 3,090 7,343 144 24 205 60.3 60.3
Matomity 2,821 6,689
Clean Gynecology 269 654
Neonatal 0 0 0 0 0 0.0 0.0 0.0 0.0
Long Term Care 0 0 0 0 0 0.0 0.0 0.0 0.0
Swing Beds 0 0 0 0.0 0.0
Acute Mental lliness 32 31 27 1,145 6831 0 6.1 19.0 59.3 613
Rehabllitation (] 0 0 0 0.0 0.0 0.0 0.0
Long-Term Acute Caro 0 0 0 0 0.0 0.0 0.0 0.0
Dedcated Observation 10 112
Facility Utilization 333 16,405 61,805 3,744 4.3 179.6 53.9
(Includes ICU Direct Admissions Only)
Medicare Meaicald  Other Publlc Prlvate Insurance Private Pay Charity Care Totals
Inoatient 41.0% 24.1% 1.8% 21.4% 0.6% 5.1%
npatients 6335 3727 205 4237 78 784 15,456
Outpationts 30.6% 23.7% 1.1% 34.0% 6.3% I 4.4%
patien 49772 38738 1863 55563 10825 7159 163,420
FElnaucial Yeqr Reported:  6/1/2012 10 5/31/2013 Inpationt and Outpatlent Net Revenue by Payor Source Total Charity
Charlty Care Expense
Medicare Medicald QOther Public  Private Insurance  Private Pay Totals Care 11,128,034
:{?:":J“ . 36.1% 17.3% 1.2% 32.4% 14.4% 100.0%  Expense
enue ($) 67725603 33,337,444 2,235,934 62477403 _ 2700810 192866264 6,870,021 | Tok/ Chavity
Outpatient 13.7% 5.0% 1.3% 56.4% 23.6% 100.0% Net Revenue
Revenue ( §) 22,169,893 8,008,010 2,092,212 91,189,363 38,067,818 161,617,296 4,257,113 3.1%
Birthing Data Newbotn Nursery Utilization Qrgan Trangplantation
Number of Total Births: 2,597 Level | Level Il Leve! I+ Kidney: 0
Number of Live Births: 2586  pgegs 36 ) 14 Heart: 0
flrthlng Rooms: g Patient Days 4,333 0 2,492 h”"?t""_ g
abor Rooms: borm Pati eart/Lung:
Delivery Rooms: 0 Total Newbom Patient Days 8,926 Pancreas: 0
Labor-Delivery-Recovery Rooms: ) Laboratory Studies. Liver: 0
Labor-Dellvery-Recovery-Postpartum Rooms: 0 Inpatlent Studles 320,187 Total: 0
C-Section Rooms: 2 Outpatient Studies 873,802
CSectlons Performed: 835 Studies Performed Under Contract 149,013
045 #4f




Hospitai Profile - CY 2013 Swedish American Hospital Rockford Page 2
Surgery and Operatina Room Utilization
Surgical Speclally Operating Rooms Surgical Cases Hours per Case
Inpatient Outpatient Combined Total inpatient Outpatient  Inpatient Outpatient Total Hours inpatient Outpatient
Cardiovascular 0 0 1 1 207 5 1032 6 1038 50 1.2
Dermatology 0 0 0 0 0 0 0 0 0 0.0 0.0
General 0 0 11 11 947 1746 2047 2020 4067 22 12
Gastroenterology 0 0 0 0 0 0 0 0 0 0.0 0.0
Neurology 0 0 0 0 332 97 942 190 1132 28 20
OB/Gynecology 0 0 0 0 239 1002 563 1344 1907 24 13
Oral/Maxillofacial 0 0 0 0 4 125 14 181 195 35 14
Ophthaimology 0 0 0 0 1 1 2 1 3 2.0 1.0
Orthopedic [ 0 0 0 1231 924 3057 1239 4296 25 13
Otolaryngology 0 0 0 0 25 397 33 420 453 13 11
Plastic Surgery 0 0 ] ] 19 282 56 305 361 29 11
Podiatry 0 0 0 [ 70 136 75 165 240 1.1 1.2
Thoracic 0 0 0 0 28 ] 82 0 82 2.9 0.0
Urology 0 0 1 1 194 940 285 969 1254 1.5 1.0
Totals 0 0 13 13 3297 6656 8188 6840 15028 25 1.2
SURGICAL RECOVERY STATIONS Stage 1 Recovery Stations 14 Stage 2 Recovery Stations 34
Hours per Case
Procedure Type Inpatient QOutpatient Combined Total Inpatient Outpatient Inpatient Outpatlent Total Hours Inpatient Outpatient
Gastrointestinal 0 0 0 0 0 0 0 0 0 0.0 0.0
Laser Eye Procedures 0 0 0 0 0 0 0 0 0 0.0 0.0
Pain Management 0 0 0 0 0 0 0 0 0 0.0 0.0
Cystoscopy 0 0 o 0 0 0 0 0 0 0.0 0.0
Multipurpose Non-Dedjcated Rooms
GENERAL 1 1 89 358 103 448 551 1.2 13
0 0 0 0 0 0 0 0 0 0.0 0.0
0 0 0 0 0 0 0 0 0 0.0 0.0
Emergency(Trauma Care
Cardiac Cathetorization Labs
Certified Trauma Center Yes Total Cath Labs (Dedicated+Nondedicated fabs): 4
Level of Trauma Service Level 1 Lovel 2 Cath Labs us(ed for Angiography procedures) 2
Operating Rooms Dedicated for Traurr?:%:rgswered) Adult 0 Dedicated Diagnostic Catheterlzaglon Lab 0
Number of Trauma Visits: 13,043 Dedicated Interventlongl C.atheterlzatlon Labs 0
Patients Admitted from Trauma 2205 Dedicated EP Catheterization Labs 1
Emergency Service Type: Comprehensive Cardlac Catheterization Utilization
Number of Emergency Room Stations 42
Persons Treatedgby Eymergency Services: 47,243 Total Cardiac Cath Procedures: 2832
Patients Admitted from Emergency: 6,569 Diagnostic Catheterizations (0-14) 0
Total ED Visits (Emergency+Trauma): 60,286 Dtagnost.l N Catheteﬂza?lons (18 . 1.729
Interventional Catheterizations (0-14): 0
Eree-Standing Emeraency Center interventional Catheterization (15+) 734
Beds in Free-Standing Centers 0 EP Catheterizations (15+) 469
Patient Vislts In Free-Standing Centers 0 Cardlac Suraery Data
Hospitat Admissions from Free-Standing Center 0 Total Cardlac Surgery Cases: 186
Qutpatient Secvice Data Pediatric (0 - 14 Years): 0
Total Outpatient Visits 683,388 Adult (15 Years and Older): 186
Outpatient Visits at the Hospitalf Campus: 232,715 Coronary Artery Bypass Grafts (CABGs)
Outpatient Visits Offsite/off campus 450,673 performed of total Cardiac Cases : 141
Risgnestic/interventional Equipment Examinations Iherapeutic Equipment Therapigs(.
Owned Contract Inpatient Outpt Contract Owned Contract Treatments
General Radiography/Fluoroscopy 24 0 20375 39710 0 Lithotripsy 0 1 186
Nuclear Medicine 3 0 895 3,235 0 Linear Accelerator 2 0 7178
Mammography 4 0 11 17,861 0 image Guided Rad Therapy 0
Ultrasound 20 2 7506 24,287 0 Intensity Modulated Rad Thrp 1,819
Anglography 4 0 High Dose Brachytherapy 1 0 33
Dlagnostic Anglography 837 792 0 Proton Beam Therapy 0 0 0
Interventional Anglography 453 281 0 Gamma Knife 0 0 0
Positron Emission Tomography (PET) 0 1 0 0 177 Cyber knife 0 0 0
Computerized Axial Tomography (CAT) 3 0 6,735 22,597 0
Magnetic Resonance Imaging 2 0 1,679 7,855 0
Source: 2013 Annual Hospital Questionnaire, lllinois Depariment of Public Health, Health Systems Development.
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4g.  SwedishAmerican Hospital: Current IDPH License
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Attachment #5




SwedishAmerican Hospital, Rockford

TRANSACTION DOCUMENTS

Sa: Letter of Intent

5b:  Definitive Agreement

The attached Letter of Intent is executed. The attached Definitive Agreement is awaiting final
revision and approval by the parties’ respective Boards that is expected to occur by November 6, 2014.
The applicants will submit an executed copy of the Definitive Agreement upon its approval and

signature.
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TRANSACTION DOCUMENTS

5a: Letter of Intent
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LETTER OF INTENT

THIS LETTER OF INTENT (this “Letter”) is entered into this 28th day of April, 2014 (“Effective
Date™), by and between University Health Care, Inc. (“UHC”), a Wisconsin nonprofit corporation,
University of Wisconsin Fospitals and Clinics Authority (“UWHCA"), a body corporate and politic
established under Wisc. Stat. Ch. 233, University of Wisconsin Medical Foundation (“UWMF"), a
Wisconsin nonprofit corporation, and SwedishAmerican Health System (“SAHS™). UHC, UWHCA,
UWMF and SAHS are referred 1o hercafter individually as a *Party” and collectively as the “Parties”.

PREAMBLE

SAHS, UHC, UWHCA and UWMF enter this partnership with tremendous respect for each other and a
firm belief that both institutions are critical members of their respective communities. The Parties share a
common goal of establishing an integrated organization with long term viability which provides enhanced
opportunities for physicians and employees while improving the health status of the communities they

scrve,

Academic medicine and healthcare delivery are undergoing fundamental change affecting economics,
clinical programs, research, and education. Disciplined action and new business models will be required to
lead in the changing environment, While there are a broad range of sweeping implications, the Parties
believe the healthcare delivery sector must fundamentally reposition itself to meet the triple aim goals of
improving quality, improving the health of populations, and reducing the per capita cost of heaith care. The
Parties seck to enter into an affiliation that will:

i)  Create a system with the required scale to manage effectively population licalth while maintaining
our core values of local control for healthcare decisions, care coordination and innovation.

i)  Form an integrated health care delivery system capable of serving the full continuum of health
needs to the communities we serve, and thriving in the emerging value-based payment / care
delivery operating environment.

iti)  Create a patient-centered health care system that combines the resources of an academic health
center and community-based health care systems to-create a best of class healthcare system that is
nationally recognized for patient experience, exceptional outcomnes, and affordability.

iv)  Partner with health systems located in contiguous markets in southern Wisconsin and Northemn
Illinois to develop a geographically cohesive care network.

RECITALS

WHEREAS, UHC has as corporate members (“UHC Members”) the University of Wisconsin
School of Medicine and Public Health (“UWSMPH" or the “University™), UWHCA, and UWMF
(UWSMPH, UWHCA, UWMF and UHC are collectively referred to hereafter as “UW Health™),

WHEREAS, UWSMPH is the medical school operated by University of Wisconsin that for over
100 years has been recognized as « leader in educational, research and service;

WHEREAS, UWHCA operates the hospital and clinics associated with UW Health; WHEREAS,
UWMF was created, and is operated, to benefit and support UWSMPH and the University of
Wisconsin-Madison;
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WHEREAS, the organizations comprising UW Health operate a [ully integrated academic health
system (“UW Health System”);

WHEREAS, UW Health has adopted the following Mission, Vision and Strategic Plan with respect
to its regional objectives:

Mission: To develop a community-focused healtheare delivery madel that will build upon
the existing relationship between SAHS and UW Health while utilizing UW Health's
clinical, education and research missions to deploy population health best practices and
offer communities outstanding coordinated clinical care;

Vision: Through strategic partnerships with select community-based health systems like
SAHS, who possess a long standing history of commumity service, UW Health will
develop an integrated health network that wnll focus on providing the right care, at the right
place, at the right cost;

Strategic Plan: UW Health will initially focus on strategic partnerships with health
systems Jocated in contiguous markets in Wisconsin and Northern Tlinois to develop a
geographically cohesive care network. As the population health model is further refined,
UHC will partner with organizations wherever mutually beneficial opportunities present
themselves to reach a population of 2-3 million covered lives;

WHEREAS, SAHS is the owner and operator of the SAHS Hospital, a licensed and Joint
Commission accredited acute care hospital and network of related healthcare facilities:

WHEREAS, UW Health.recognizes SAHS's over 100 year hisiory of dchvcrmg, excellent care lo
Northern llinois communities;

WHEREAS, SAHS recognizes UW Health's over 100 year history of delivering excellent care to
the state of Wisconsin;

’

WHEREAS, the Parties agree that as the paradigm of healthcare shifts, a provider's history and
understanding of their local community’s health would become increasingly important to long-term

survival;

WHEREAS, the Board of Directors of SAHS has determined that it is in SAHS's best interest and
in the best interest of the SAHS community and the patients which it serves, to explore a transaction
whereby UHC will become the sole corporate member of SAHS (the *Proposed Transaction”);

WHEREAS, the Board of Directors of various UW Health entities have determined that it is in UW
Health’s best interest to explore the Proposed Transaction; and

WHEREAS, SAHS and UW Health intend that, as a result of the Proposed Transaction, SAHS will
be fully integrated into the UW Health System and that this integration will:

o Become the preferred provider in our communities for patients, payers, hospitals, and
physician groups;

o Improve the health status of the populations and communities we serve
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WHEREAS

Provide a comprehensive array of services through the effective use of resources of a
combined entity;

Explore additional partnerships with other provider organizations who share the same
vision;

Foster the academic and research missions to improve patient care;
Lower costs while strengthening quality and clinical service capabilities;

Thrive in a changing healthcare environment, by embracing the notion that successful
health systems need to move beyond an acute care focused model to a value-based
model that requires assuming the responsibility and risk  for the health of the
populations served;

Create a sustainable financial platform to gencrate the capital required to invest in
infrastructure, programs, services and communities;

Become an employer of choice in the commumities we serve; and

Effectively utilize the efficiencies of scale in system operations while recoghizing
community systems as the hub for patient care;

. ciach of the Parties continues to engage in internal analyses of the benefits of the

Proposed Transaction;

NOW, THEREFORE, the Parties acknowledge the following intentions with respect to the
Proposed Transaction: '

1. Proposed Transaction. The Parties anticipate that the Proposed Transaction shall reflect

the following:

a. UHC to become Sole Comporate Member of SAHS. Effective  upon  Closing  (as

defined hereafter in Section 22), UHC shall become the sole corporiate member of
SAHS. SAHS's Articles of Incorporation and Bylaws will be amended to reflect the
foregoing.

b. Governance and Management of ULC.

Composition of the Initia] UHC Board. Effective upon Closing, the UHC Board
of Directors (the “UHC Board™) shall be comprised of eleven (11) individuals as
follows: six (6) Directors shall come from UW Health (“UW Health Directors™);
and three (3) direclors will come from SAHS (the “SAHS Directors). It is
anticipated that the remaining two (2) directors will be appointed by another
communily health system, which will have UHC as its sole member. The initial
three (3) SAHS Directors shall be the Chair of the SAHS Board and two (2)
additional Directors designated by the curremt SAHS Board of Directors.

Composition of the UHC Board ufter Closing. As new community health system
partners join UHC, the following changes to the UHC Board may occur as
determined by the UHC Members:

3
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iil.

A. In the event that other community health systems join UHC, these
community health systems will receive a certain number of seats on the
UHC Boird to be determined in a manner that maintains the voice of all
community health systems that are part of UHC, weighted by metrics
(such as relative net patient revenue, contribution margin, assets) to be set
forth in the Definitive Agreement. As a resuit, the number of UHC Board
seats may be increased to provide representation for the new community
health system partners, and/or the number of UW Health Directors and/or
SAHS Dircctors may be reduced; provided, however, that there shall be at
least three (3) SAHS Directors for a minimum of seven (7) years after
Closing and at least one (1) SAHS Director after the seven (7) year period.

B. Under no circumstances shall the UW Health Members represent less than
one half plus one seat on the UHC Board,

C. The composition of the UHC Board, including appointees by the UHC
Members and SAHS shall reflect the range of core competencics and
diversity required for a successful health system board,

Authority of the UHC Board. Subject to the powers reserved to the UHC Members,
the UHC Board shall have the authority and responsibility for the management and
operation of UHC,

Reserve Powers of the UHC Members. The UHC Members shall have the
following reserve powers:

A. The approval and removal of officers and Directors of UHC;

B. The approval of UHC’s strategic plans, budgets and quality and safety
measures;

C. Theapproval of changes to UHC's organizational documents and changes
that would affect its not-for-profit and/or tax-exempt status;

D. The approval of material transactions, including without limitation
mergers, consolidations, and sale of substantially all of the assets of UHC;

E. The approval of UHC's incurrence of debt, all accounting policies and
financial auditors, compliance policies, and material contracts; and

F. Creation and/or dissolution of UHC's operating umits or subsidiaries, and
approval of significant asset or clinical service acquisition, addition, or
elimination,

¢. _Governance and Management of SAHS,

Composition_of_Board of Directors of SAHS upon Closing. The Board of
Directors of SAHS (“SAHS Board™), for a period of seven (7) years after Closing,

shall be comprised of no more than twenty-five (25) Directors. Two (2) Directors
shall come from UW Health and be appointed by UHC (the “UHC Directors™) and
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SAHS Board shall nominate the remaining tweaty-three (23) Directors, to be
appointed by UHC as the corporate member. A majority of these twenty-three
(23) shall be cither independent community members whose primary residences
are in the SAHS Scrvice Area (as defined in Attachment A) (“Community
Directors"), or physicians in good standing on the active medical staff of SAHS.
In the event that any of those members nominated by the SAHS Board are not
acceptable to the UHC Board, the UHC Board and the SAHS Board will meet to

come to a mutually acceptable slate of appointecs, and if the UHC Board and the.

SAHS Board camnot agree, UHC will appoint the members. After this seven (7)
year period after the Closing, UHC as the sole corporate member of SAHS, shall
have the exclusive rights to modify the composition and structure of the SAHS
Board, but at all times, at least one-half of the SAHS Board shall be Community
Directors or physicians in good standing on the active medical staff of SAHS,
unless the SAHS Board agrees that an alternative board composition is in the best
interest of SAHS.

Rescrve Powers of UHC as the Sole Member of SAHS. As the sole corporate

member of SAHS, UHC shall have the following reserve powers:
A. The approval / removal of Directors on the SAHS Board;
B. The approval and removal ol the President / CEO of SAHS;

C. The approval of SAHS’ strategic plans, budgets and quality and safety
measures;

D. Approval of amnual unbudgeted capital expenditures above one-hundred
thousand dollars {$100,000) for new lines of business, above two-hundred
fifty thousand dollars ($250,000) for existing lines of business and any
such cumulative expenditures exceeding one-million dollars ($1,000,000)
per year after the Closing;

E. The approval of changes to SAHS’ organizational documents and changes
that would affect its not-for-profit and/or tax-exempt status;

F. The approval of material transactions, including without limitation
mergers, consolidations, and sale of substantially all of the assets;

G. The approval of SAHS’ incurrence of debt exceeding certain limits to be
set forth in the Definitive Agreement, all accounting policies and financial
auditors, compliance policies, matcrial third-party contracts as defined in
the Definitive Agreement; and

H. Creation and dissolution of any operating units or subsidiaries of SAHS,
and approval of any significant asset or clinical service acquisition,
addition, or elimination,

Authority of the SAHS Board. Subject to the powers reserved to UHC as the sole
corporate member of SAHS, the SAHS Board shatl have the authority and

responsibility for the following:
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Adopt vision, mission and values statements and develop policies
consistent with UW Health’s vision, missiot and values;

Approve amendments to the Articles of Incorporation or Bylaws of
SAHS;
Approve amendments to the Medical Staff Bylaws of SAHS;

Recommend any new President / CEO of SAHS, it being understood that
UHC shall have the right to remove the President / CEO of SAHS,

Conduct periodic evaluations of the President / CEO of SAHS, in
conjunction with UHC, and make recommendations to UHC regarding
his/her performance and employment;

Participate in the development of a strategic plan for SAHS consistent
with the strategic plan for UW Health and subject to UHC approval;

Identify and recommend new clinical services;

Review and have input into any recommended substantive changes in the
services provided by SAHS;

Review and recommend operating and capital budgets, including
recommendations with respect to expenditures to fulfill commitments
made in the Definitive Agreement;

Participate in annual review of the strategic plan and goals of SAHS and
monitor progress toward achievement of those sirategic goals;

Ensure compliance with all licensure and accreditation requirements,
including, but not limited to, credentialing of physicians and other
providers and other medical staff related matters;

Implement standards for patient care and oversee quality improvement
consistent with UW Health's quality and patient safety policies;

Provide oversight of risk management programs relating to patient care
and safety;

Foster community relationships and identify community service
oppoitunities;

Evaluate and make recommendations regarding recruitment needs to

ensure adequate medical staff capacity to continue to meet community
needs,

iv. SAHS Management. SAHS Management (as defincd hercafler in Section 11) will

report to the President/CEO of SAHS and the President/CEO of SAHS will report
to both the SAHS Board and UHC Board.

d. Management Council. UHC shall create and maintain a management council
(“Management Council”) for overall planning, coordination of operations, and integration
of all of the components of UW Health System, including UWHCA, UWMF, SAHS, and
other community health systems that join UHC, and the contemplated UW Health
community physician division. The Management Council will be maintained for a period
of at least three (3) years following the Closing of the Proposed Transaction. The members
of the Management Council shall include members of senior leadership from all of the

6
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constituent organizations of UW Health System, including the CEQ of SAHS and one (1)
other designee of SAHS as determined by the CEO of SAHS.

2. Commitment to Quality, Safety and Patignt Satisfaction.

a.  The Parties will strive lo provide high-quality, accessible, safe, coordinated, cost-efficient and
innovative healthcare services across the care continuum of preventive, wellness, ambulatory,
hospital and post-acute services and fo:

i.  Develop and implement a detailed set of performance criteria based on regional and
national benchimarks to measure quality scores across the organization;

il.  Provide quality clinical services and implement programs designed to improve the
patient experience, care coordination and clinical quality; and

iti.  Effectively utilize systems, best practices, and processes across the system to assure
the efficicncics of scale are realized.

b, The Parties will joiutly work to position the System to manage effectively population health
and maximize the patient’s role through a shared-decision making and value-based model.

3. Clinical Programs & Services. The Partics, through the shared governance structure of UHC,
will evaluate, enhance, develop and coordinate the provision of services across the communitics it serves to
ensure scamless access to high quality, cost-effective health care services.

a.  Provision of Services Locally: The Partics believe that healtheare should be delivered locally
whenever clinically ¢ appropt iate and the Pacties commit to devc.lop a detailed set of
mutuatly- ugrcc'\blc criteria to codlify the appropriate access points and resources for
healthenre services in the communities served.

i.  Joint Planning and Development: The Pasties agree 1o jointly plan and develop
services deemed necessary to provide scamless access to high quality, low cost care
in the community. Upon mutual agreement, UHC will work with SAHS to provide
sufficient support and resources necessary for such planning and development

Clinical Protocols: As a member of UW Health, SAHS will have access to and the
opportunity to participate in UW Health’s clinical protocols, research, education and
training, clinical riats and care management tools

iii. By virtue of the affilintion, SAHS will have access to UW Health's expertise and /
resources in order to altract patients

4.  Commitnent to On-going Capilal Needs. UHC and the UHC Members are committed to
supporting the ongoing maintenance nnd strategic capital requirements of SAHS.

a.  During the first five (5) years after Closing, UHC will maintain SAHS's current policy of
maintaining capital investments at feast at the level of depreciation, not including depreciation
on the $130 Million of new investments deseribed in Paragraph 4.c.

b. UHC will develop an initinl capital allocation process during the due diligence process.

#5a
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¢. In addition, UHC and the UHC Members recognize the ition, UHC and the UHC Members
recognize the desirability of additional capital investment in SAHS 1o ensurc that SAHS
continues to be the preferred provider of healthcare to the local community. To that end,
UHC and the UHC Members commit to investing One hundred thity million ($130,000,000)
dollars in new investments over and above those identified in subparagraph a. above into
SAHS and related investiments supporting SAHS during the first five (5) years after Closing
(“Capital Commitment”). UHC and SAIIS will mutually identify such oppottunities for
investment. Such potential investments include, but are not {imited to:

i.  Provide the capital and resources to obtain an lllinois insurance/HMO license for
Unity Health Insurance and commence operations as an lllinois insurer;

ii.  Renovate SAHS's hospital inpaticnt tower

ili.  Rationalize the outpatient clinic infrastructyre through the construction of two
integrated clinics; and

iv.  EPIC installation and integration throughout the system, which shall be commenced
within one (1) year after Closing and completed as soon us the project can reasonably

be completed.

d. For the purpose of this Section 4, UHC's Capital Commitment may also include investment in
the start-up costs of new clinical services and/or the back-stopping of the costs of physicians
providing services or starting practices in the commmunity. The Capital Commitment will be
funded in the following -order: (i) first, by SAHS’s operating cash flow; (ii) second, from
SAHS's available cash, subject to maintaining bond covenants; and (iii) third, by additional
capital contributions of the UHC Members.

5 Inclusion of SAHS into the Obligated Group, Within three (3) years after Closing, UHC,

UWHCA, and UWMF will exert their best efforts, subject to market and other conditions, to having a fully
integrated debt structure and a combined Obligated Group that includes SAHS, provided that such an
integrated <lebt structure does not increase the cost of any such borrowings.

6. Charity Care and Community Obligations. The Parties shall maintain community benefit
programs and reinvestment in the SAHS Service Area 10 address the critical health care needs of the SAHS
Service Area.  UHC shall maintain a culture of community service and leadership that exemplifies UW
Health's high expectations, corporate behaviors, and core values. UHC, subject to diligence, shall maintain and
enhance charity care in the community in accordance with current SAHS policies and UW Health's charity
care policies, UHC shall support SAHS's commitment to (1) the SAHS behavioral health services at SAHS
and (2) SAHS's partnering with the Crusader Clinic, UHC shall support maintaining SAHS's existing family
practice residency program with the University Of Illinois College Of Medicine at Rockford’s Family
Medicine Residency Program that operales at the Family Health Center

7. SAHS as Northern llingis Hub. UW Health will recognize SAHS as its hub provider in the
SAHS Service Area,

a.  As hub provider, SAHS will provide the highest levels of service by UW Health-affiliated
providers in the SAHS Service Area and will be the primary conduit through which patients
from the SAHS Service Area access UW Health,

b. UW Health will not enter into new affiliations within the SAHS Service Area, or institute new
8
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services or expand existing services in the SAHS Service Arca (dircctly or through other affiliates
providing services in the SAHS Service Area) without first consulting with SAHS about the impact on
SAHS and the overall strategic impact for the integrated UW LHealth system within the SAHS Service

Area,

8. Payor Contracting and Managed Care. As a part of UW Health, UHC will centralize payor
contracting for SAHS within the larger UW Health third party payor contracting process. UHC and SAHS will
jointly develop a payor/managed care strategy for the SAHS Service Arca, If deemed financially and
operationally appropriate through the joint planning process, UW Health will commit to having Unity Health
Insurance apply for and apply best efforts to obtain an Illinois insurance/HMO license. UW Health also will
work with SAHS to help manage risk and the population, and to develop the necessary managed care models
for SAHS. UHC and SAHS will work together to develop attractive nirrow network offerings including both
SAHS and UW Health on a cost competitive basis. SAHS would have access to and be included in UW

Health's managed care infrastructure

9. Population Health Management. UHC will work with SAHS to implement an elfective
population health management strategy in the SAHS Service Area to improve patient care and welluess and the
population health of SAHS patients and members of the SAHS Service Areit. UHC will work to either include
SAHS in the UW Health ACO or help develop a SAHS Service Area ACO. UHC will help enhance the care
management capabilitics at SAHS and provide the tools and infrastructure available within UHC. UW Heaith
will provide SAHS access to and participating in UW Health's risk sharing models and analytics, and UHC
will have access to SAHS® population health management tools and infrastructure

10. Commitment to SAHS Physicians. The Pasties are committed to maintaining multiple
approiches to partnering with clinicians as well as maintaining an open medical staff for SAHS.

4. As a result of the affiliation, there are no anticipated changes in the structure of SAHS’
medical staff including, but not limited to the following.

i.  Existing relationships with the University Of Illinois College Of Medicine or other
professional academic relationships. In addition, the SAHS medical staff will not be
required to accept a UWSMPH faculty appointment, but will be considered for a
UWSMPH Faculty appointment if so desired by individual physicians and the
physicians meet the requirements and agree to the commiuments required,

it.  Employment agreements with SAHS,

b. The Parties’ relationship with their respective clinicians is of critical importance to the
long-term success of the partnership. As such, UW Health shall work with SAHS’ clinicians
to cvaluate and pursue clinical integration, when doing so offers opportunities for
advancement in quality and cost-effectiveness of care.

11 Management, Certain members of the current senior leadership team at SAHS Including Bill
Gorski, M.D. and Don Haring have employment agreements with SAHS. Subject to diligence, all employment
and severance agreement will remain in effect after Closing. Additionally, UFIC will work with Bill Gorski
and the SAHS Board between the signing of the LOI and the signing of the Definitive Agreements to identify
additional members of management that may require employinent agreement for retention purposes and extend
these agreements as / if needed. Both Parties acknowledge the benefits of physician leadership, and UHC will
commit to expanding and enhancing physician leadership programs to SAHS.
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12, Employees. UHC has a strong commitment to SAHS employees grounded in respect for each
cmployee as an individual, UHC will have a respectful and collaborative work environment in which patients,
visitors, co-workers, clients, clinicians and volunteers all are valued. Each active SAHS employee in good
standing at Closing will continue in his or her position on the same terms, including salary, seniority and
benefits, after Closing. Any employment agreements will be lionored, subject to their determination by UHC
that existing agreements are reasonable, relative to market terms.  Active SAHS employces will have access o

additional opportunitics for carcer development within the UW Health system. The Parties agree that
cmployment decisions for SAHS position will continue to be made locally and will continue to reflect market

conditions.

I3. Information Tcchnology. The Parties’ goal is Lo have a fully-integrated, technology-enabled
care delivery network that will promote seamless care delivery and data exchange across the system and
throughout the care continuum. The Partics will work in a coordinated fashion to achieve scamless integration,
coordinated operations, and efficiency within the framework of population health management, UW Health is
committed to enhancing and expanding SAHS' IT platform and capabilitics to ensure SAHS continues to abide
by Meaningful Use standards and continually enhances patient safety and privacy.

4. Marketing and Branding. The Partics recognize the long-term importance of developing a
single message and brand image for UW Health and also recognize the great equity, consumer recognition and
pride inherent in the “UW Health” and “SAHS Health Systemy” brands. Subject 1o approval, UHC will make
available the *UW Health” brand available to SAHS, and both Parties agree to collectively research and
develop a brand strategy for SAHS, in which it wilt be determined whether a “driver” strategy is supported
{where the SAHS name is prominent) or an “endorser” strategy is supported (where the SAHS name is
secondary). UHC will work closely with SAHS to develop a public relations campaign that highlights the
strong commitment from UW Health 1o the SAHS Service Area.

15. Dissolution Parameters. During the first five (5) years after the Closing, in the event that
UHC determines to divest itself of the assets included in this teansaction, the parties will work together under a
mediation/arbitration process to be further discussed and set forth in the Definitive Agreement to provide
SAHS with a fair opportunity to reacquire control over the assets included in this transaction for a fair value
that fully reimburses UHC for all investments it has made in those assets.

a.  Prior to Closing, the parties will meet to discuss any other affiliations or transactions that
UHC might be in the process of negotinting for the purpose of responding to concerns that
SAFHS might have as lo whether such transactions will have an adverse impact on SAHS.

b. The Partics recognize and understuxd that SAHS desires to become a part of the UW Health
system and that maintenance of the culture of the UW Health system is vitally important to
SAHS. The partics also recognize and understand that in the future, the UW Health system
may desire to integrate in some fashion with other health systeins not currently a part of UW
Health. UHC commits to consult with SAHS regarding any proposed large system to system
transaction with another health system. If during the first five (5) years after the Closing (1)
there is a proposed large system to system transaction involving UW Health under which UW
Health is acquired by or becomes integrated into another system in a manner that causes UW
Health to lose its identity and ability to control the mission, vision and values of the UW
Health system; or (2) there is a corporate UHC transaction which changes the control over
UHC and has an adverse impact on SAHS, SAHS will be provided with the same fair
opportunity describes at the beginning of Section 15 above, provided however, that prior to
any such re-acquisition, the parties will meet and negotiate in good faith any concerns that
SAHS may have in connection with such transaction,

10 ;
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10. Material Covenants. For a period of five (5) years after Closing, UHC covenants that:

a.  UHC will not take any actions to restrict or reduce the present scope of SAHS activities in
sponsoring community events or community development initiatives unless such changes are
approved by the SAHS Board

b. UHC will not take any actions to restrict or reduce the present scope of SAHS activities in
providing community services/programs that have substantial community benefit unless such
changes are approved by the SAHS Board

¢. UHC recognizes the desire of SAHS to continue supporting the SAHS Service Area by
maintaining banking relationships, vendor and supplicr relationships in the SAHS Service
Aren, UHC will support the maintenance of such relationships as long as such relationships
are cost competitive and do not breach any GPO or other covenants or obligations

d. UHC will not take any actions to lessen the financial assistance and charity care policies of
SAHS without the approval of the SAHS Board

17. SAHS Foundation Enforcement, The SAHS Foundation shall continue to have as its
purpose supporting health care services and programs at SAHS. The parties agree that the SAHS
Foundation shall have the right for a period of five (5) years to enforce on behalf of SAHS the commitments
set forth in Paragraphs 4, 6, 7 and 16 of this LOI. During such time, the Board of SAHS Foundation shall
remain independent.  The Foundation shall have no other standing except to.cnforce those commitments and
for only the period of time set forth herein. The SAHS Foundation shall not engage in, or support, interests
that are competitive with SAHS or UW Health.  In addition, the SAHS Foundation shall have rigorous

prohibitions against conflict of interest.

18. Confidentiality. The Parties agree that the Confidentiality and Non-Disclosure Agreement,
dated November 2013 (the “Confidentiality Agreement”), remains in full force and effect, and shall govern
the various matters provided for therein,

19. Due Diligence. This Letter is subject to and contingent upoir due diligence review by all of
the Partics. Upon execution of this Letter by all of the Parties, UHC, UW Health, and SATS will conduct
and cooperate in reasonable due diligence regarding the Proposed Transaction. Following the execution of
this letter by all of the Parties, UFIC, UW Health, and SAHS will promptly begin due diligence and will use
reasonable efforts to complete such due diligence within ninety (90) days.

20, Exclusivity. During the Term (as defined hereafter in Section 24) of this Letter of Intent,

a.  SAHS (u “Restricted Party™) shall not directly or indirectly, through any officer, director,
trustee, agent or otherwise solicit, make, entertain, discuss or negotiate the ters of any
offer or proposal from or to any person or entity or enter into any agreement (whether
absolute, binding, conditional or contingent), other than this Agreement relating in any
way to any (i) investment in the Restricted Party or any entity controtling, controlled by or
under common control of the Restricted Party (collectively for purposes of this Section 20,
a “Restricted Party™), (ii) acquisition of direct or indirect control of the Restricted Party,
(iii) disposition of all or any material portion of the Restrictcd Party’s assets or businesses,
(iv) acquisition by the Restricted Party of any third party's assets or businesses, or (v)
affilistion management agreement, joint operating agreeinent, merger, consolidation or
other business combination involving the Restricted Party (each, a “Proposal™); or
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otherwise cooperate in any way with, or assist or participate in, facilitate or encourage, any
effort or attempt by any person or entity, other than in accordance with the terms of this
Agreement, to do or scek any of the foregoing: :

b. SAHS shall not dircetly or indirectly, through any officer, director, trustee, agemt or
otherwise continue (and if currently engaged, shall immediately cease) any discussions
ornegoliations ongoing with any person or entity, other than pursuant to the terms of this
Agreement, with respect to any Proposal; and (

¢. UHC and UW Health shall not directly or indirectly through any officer, director, trusiee,
agent or otherwise solicit, make, entertain, discuss or negotiate the terms of any offer or
proposal from or to any person or entity or enter into any agreement (whether absolute,
binding, conditional or contingent), other than this Agreement relating to services to be.
provided in the SAFIS Service Area in any way to any (i) investment in the SAHS Service
Area, (ii) acquisition of direct or indirect control of any entity providing services in the
SAHS Service Arca, or (iii) affiliation, management agreement, joint operating agreement,
merger, consolidation or other business combination involving services provided in the
SAHS Scrvice Area or otherwise cooperate in any way with, or assist or participate in,’
facilitate or encourage, any effort or attempt by any person or entity, other than in
accordance with the terms of this Agreement, to do or seek any of the foregoing, except
that the parties recognize and agree that (1) UHC and UW Health may maintain any present
service arrangements they may have in the SAHS Service Area, including services
arrangements at FHN Freeport Hospital; and (2) UHC and UW Health has been in
discussions with Rockford Memorial Hospital regarding the establishment of a community
pediatric program, and such discussions shall not be precluded by this section.

The foregoing notwithstanding, the term **Proposal” shall not include (i) any offer or proposal related to the
recruitment of physicians or acquisition or divestiture of a physician practice in the ordinary course of
business or (ii) any offer or proposal relating solely to a mannged care contracting arrangement.

21, Definitive_Agreements. This Letter and the Proposed Transaction is subject to, and
contingent upon, the negotiation, approval, execution, and delivery of all necessary definitive agreements
and related documents, including without limitation the member substitution agreement and other
agreements, certificates, docwents and instruments, including the amended organizational documents of
SAHS (the “Definitive Agreement’), Upon execution of this Letter by all of the Parties, the Parties will
negotiate diligently and in good faith the terms and conditions of the Definitive Agreement based upon this
Letter, In addition, the Definitive Agreement shall contain such other terms and conditions, including
covenants, representations and warranties, customary for transactions of this nature, as well as such other
terms and condlitions as agreed to by the Parties. The Parties intend that the Definitive Agreement be
approved and executed as soon after completion of due diligence as reasonably possible.

22, Closing. The closing of the Proposed Transaction (the “Closing™) will take place as soon
after all required regulatory and other approvals for the Proposed Transaction have been obtained, unless
otherwise mutually agreed by the Parties. The Parties anticipate that the Closing of the Proposed
Transaction shall take place on or about December 31, 2014, or such later or earlier date as shall be agreed

by the parties in the Definitive Agreement.

23. Conditions to Closing. The Parties acknowledge that this Letter represents their current
understanding with respect to the Proposed Transaction, does not-contain all matters upon which
agreements must be reached and creates no legal obligations on the part of any Party hereto except as
specifically provided in Section 28 below. The Parties also acknowledge that the Proposed Transaction will

12
062

#5a




ywHealth

uwhealth.org

be subject to closing conditions customary for this type of transaction. Matters that either will be closing
conditions or resolved prior to executing the definitive agreement include the following:

a.  Satisfactory completion of legal, financial and other due diligence of SAHS by UHC;

b. Successful negotiation of the Definitive Agreements, as evidenced by theit cxecution by
the parties thereto; '

c. Receipt of any necessary approvals of the Attorney General of the State of Wisconsin, the
Attorney General of the State of Ilinois and any other department or authority of the State
of Wisconsin, the State of Illinois or the United States of Americi;

d. Receipt of any other necessary regulatory approvals including, without limitation, and if
determined necessary, termination of the waiting period under the Hart Scott Rodino

Antitrust Improvements Act of 1976 (“HSR Act™),

e. Approval by the Board of Directors of SAHS, UHC and the UW Health Partics us
appropriate.

24, Term. The term of this Letter shall commence as of the Effective Date and shall continue
until the earlier of the following: (a) execution by the Parties of the Definitive Agrecment; (b) September
1, 2014, unless otherwise agrecd to in writing by the Parties; or (c) any Parly's termination of this Letter
by providing five (5) day's prior written notice to all of the other Parties. The Confidentiality Agreement
shall survive the termination or expiration of this Letter.

25.  Governing Law. This Letter shall be governed by, and construed in accordance with, the
laws of the State of Wisconsin without reference to principles of choice of faw thereunder. Jurisdiction over
any actions to enforce this Letter will be vested in the courts of the State of Wisconsin.

26. Expenses. Except as otherwise agreed in writing, each Party shall be responsible for
paying its own expenses relating to the Proposed Transaction, including, without limitation, expenses of
legal counsel, accountants, and other advisors, incurred at any time in connection with pursuing or
consummating the Proposed Transaction.

27. Counterparts. This Letter may be executed in one or more counterparts, and by the
different Partics hereto in separate counterparts, each of which when executed shall be deemed to be an
original but all of which taken together shall constitute one and the same dacument.

28. Binding Nature. Upon execution of this Letter by all of the Panties, Sections 17 - 20 and
24-27 (the “Binding Provisions™) shall constitute the legalty binding and enforceable agreement of the
Parties in recognition of the significant costs to be borne by each of the Parties in pursuing the Proposed
Transaction and further in consideration of the mutual undertaking as to the matters described therein,
Other than the Binding Provisions, this Letter is not intended to, and shall not, create or constitute any
legally binding obligation or commitment of any Party or among the Parties. This Letter does sct forth the
intention of the Parties with respect to the Proposed Transaction. Nothing contained in the Letter shall
create any obligation on the part of any Party to enter into the Definitive Agreement. Any modification or
waiver of the Binding Provisions must be in writing and executed by all of the Parties.

(SIGNATURES ON FOLLOWING PAGE)
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IN WITNESS WHEREOF, the authorized representatives of the Parties have entered into this Letter of
Intent as of the Effective Date.

UHC UWHCA
By: ﬂ/\{@{ Axp @Cﬁﬁ/@ﬂ/‘&-«\ Bym %(

Michael Dallman Donna Katen-Bahensky
President President / CEO
SAHS UWMF aq‘ M
By: AA By: /
Dr. William Gorski, Dr. Robert Golden
President / CEO Board Chair
14
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Attachment A

SAHS Service Area

The SAHS Service Area is comprised of the following area in Northern Illinois:
All of the following lllinois countics:

Boone
Carroll
DeKaib

Jo Daviess
Lee

Ogle
Stephenson
Whiteside
Winnebago

Plus the Western portion of McHenry County extending from the Common Border of Boone and McHenry
County to the Northerly extension of the Common Border of DeKalb and Kane Counties into and through

McHenry County.

Dupage

Cook
Bureau wil ‘
o Grundy| r———-———
s “_’j!{“am Vantalnn
15
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CONFIDENTIAL DRAFT
Hall Render 10/10/14

UNIVERSITY HEALTH CARE, INC.
and
UNIVERSITY OF WISCONSIN HOSPITALS AND CLINICS AUTHORITY
and
UNIVERSITY OF WISCONSIN MEDICAL FOUN DATIdN, INC.
and

SWEDISHAMERICAN HEALTH SYSTEM CORPORATION
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MEMBER SUBSTITUTION AGREEMENT

This Member Substitution Agreement (this “Agreement”) is made as of the ____ day of -

, 2014 (the “Effective Date”), by and among UNIVERSITY HEALTH CARE, INC.

(“UHC”), a Wisconsin nonprofit corporation, UNIVERSITY OF WISCONSIN HOSPITALS AND

CLINICS AUTHORITY (“UWHCA?”), a public body corporate and politic established under Wis.

Stat. Ch. 233, UNIVERSITY OF WISCONSIN MEDICAL FOUNDATION, INC. (“UWMF”), a

Wisconsin nonstock, nonprofit corporation, and SWEDISHAMERICAN HEALTH SYSTEM

CORPORATION (“SAHSC”), an lilinois nonprofit corporation. UHC, UWHCA, UWMF and
SAHSC are referred to hereafter individually as a “Party”, and collectively as the “Parties”.

RECITALS:

WHEREAS, UHC has as corporate members UWHCA and UWMF (“UHC Members”)
(UWHCA, UWMF and UHC are collectively referred to hereafter as “UW Health”);

WHEREAS, the University of Wisconsin School of Medicine and Public Health
(“UWSMPH”) is the medical school operated by the University of Wisconsin that for over 100
years has been recognized as a leader in education, research and service;

WHEREAS, UWHCA operates hospitals and clinics associated with UW Health;

WHEREAS, UWMF was created, and is operated, to benefit and support UWSMPH and
the University of Wisconsin-Madison;

WHEREAS, the organizations comprising UW Health operate an integrated academic
health system;

WHEREAS, UW Health has adopted the following Mission, Vision and Strategic Plan
with respect to its regional objectives in connection with this Agreement:

Mission: To develop a community-focused healthcare delivery model that will
build upon the existing relationship between SAHSC and UW Health while
utilizing UW Health’s clinical, education and research missions to deploy
population health best practices and offer communities outstanding coordinated

clinical care;

Vision: Through strategic partnerships with select community-based health
systems like SAHSC, who possess a long standing history of community service,
UW Health will develop an integrated health network that will focus on providing
the right care, at the right place, at the right cost;

Strategic Plan: UW Health will initially focus on strategic partnerships with
health systems located in contiguous markets in Wisconsin and Northern Illinois
to develop a geographically cohesive care network. As the population health
model is further refined, subject to the terms of Section 2.11 (SAHSC as Northern
Illinois Hub), UW Health may partner with organizations wherever mutually
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beneficial opportunities present themselves to reach a large population of covered
lives;

WHEREAS, SAHSC is the sole member of SwedishAmerican Hospital (“SAH”);

WHEREAS, SAH is the owner and operator of two (2) licensed and Joint Commission
accredited acute care hospitals with a single medical staff and Medicare Provider Number (the

“Hospitals”) and a network of related health care services;

WHEREAS, UW Health recognizes SAHSC’s over 100 year history of delivering
excellent care to Northern Illinois communities;

WHEREAS, SAHSC recognizes UW Health’s long history of delivering excellent care
to the State of Wisconsin;

WHEREAS, the Parties agree that as the paradigm of healthcare shifts, a provider’s
history and understanding of their local community’s health would become increasingly

important to long-term survival;

WHEREAS, the Board of Directors of SAHSC (the “SAHSC Board”) has determined
that it is in SAHSC’s best interest and in the best interest of the SAHSC community and the
patients which it serves, to undertake a transaction whereby UHC will become the sole corporate

member of SAHSC (the “Transaction”);

WHEREAS, the Board of Directors of the various UW Health entities have determined
that it is in UW Health’s best interest to undertake the Transaction;

WHEREAS, as a result of this Transaction, UHC, UWHCA, UWMF and SAHSC shall
comprise an integrated academic health system called the “UW Health System”, and the other
community health systems that are contemplated to join UHC will be a part of the UW Health

System in the future;

WHEREAS, SAHSC and UW Health intend that, as a result of the Transaction, SAHSC
will be fully integrated into the UW Health System and that this integration will:

e Have the UW Health System become the preferred provider in the communities
served for patients, payers, hospitals, and physician groups;

o Improve the health status of the populations and communities served;

e Provide a comprehensive array of services through the effective use of resources of a
combined entity;

e Explore additional partnerships with other provider organizations who share the
same vision;

e Foster the academic and research missions to improve patient care;
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o Lower costs while strengthening quality and clinical service capabilities;

e Thrive in a changing healthcare environment, by embracing the notion that
successful health systems need to move beyond an acute care focused model to a
value-based model that requires assuming the responsibility and risk for the health of

the populations served,;

o Create a sustainable financial platform to generate the capital required to invest in
infrastructure, programs, services and communities;

o Have UW Health System become an employer of choice in the communities served,
and

o Effectively utilize the efficiencies of scale in system operations while recognizing
community systems as the hub for patient care.

NOW, THEREFORE, in consideration of the mutual covenants and undertakings set
forth in this Agreement and other good and valuable consideration, the sufficiency and receipt of
which is acknowledged, the Parties agree that the recitals set forth above are a material part of
this Agreement and further agree as follows:

ARTICLE L.
DEFINITIONS

Certain terms are used in this Agreement as specifically defined herein. These definitions
are set forth or referred to in Article XIII hereof.

ARTICLE II.
MEMBER SUBSTITUTION; GOVERNANCE; MANAGEMENT;
AND OTHER COMMITMENTS AND COVENANTS

2.1  Member Substitution. Upon the terms and conditions stated herein, and in reliance
upon the representations, warranties and covenants set forth in this Agreement, including
the funding commitments of UW Health set forth in Section 2.8, on the Closing Date,
UHC shall become the sole corporate member of SAHSC (the “Member Substitution™).

2.1.1 Pre-Closing Actions. The Member Substitution shall be effected as follows by
actions taken on or prior to the Closing Date, but effective on the Closing Date.

(a) SAHSC shall adopt Amended and Restated Articles of Incorporation in

the form attached hereto as Exhibit2.1.1(a) (“Restated SAHSC
Articles”) providing among other things, that UHC is the sole corporate

member of SAHSC.

(b)  SAHSC shall adopt Amended and Restated Bylaws in the form attached
hereto as Exhibit 2.1.1(b) (“Restated SAHSC Bylaws”).
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2.2

2.1.2

()  As determined by the mutual agreement of the Parties, except for the
SwedishAmerican Foundation (“SAF”) Bylaws which shall be amended in
accordance with the terms of Section 2.20 (SAF Enforcement), each of
SAHSC’s Subsidiaries shall, as needed, adopt Amended and Restated
Articles of Incorporation and/or Bylaws (or Articles of Organization and
Operating Agreements, as applicable) consistent with the Amended and
Restated Articles of Incorporation and Bylaws adopted by SAHSC
pursuant to Section 2.1.1(a) & (b) above (“Restated SAHSC Subsidiary
Articles” and “Restated SAHSC Subsidiary Bylaws”).

(d) UHC shall adopt Amended and Restated Bylaws in the form attached
hereto as Exhibit 2.1.1(d) (“Restated UHC Bylaws”).

Repurposing of UHC. The Parties understand and agree that UHC will be
reorganized prior to Closing in order to more effectively hold the membership
interests contemplated hereunder. Such repurposing may include, but not be
limited to, the spin off of certain assets, liabilities and services into a new entity
controlled by the UHC Members. The form and extent of such repurposing will
be at the discretion of the UHC Members, unless otherwise dictated by the terms

herein.

Governance of UHC.

2.2.1

222

Composition of the UHC Board at Closing. Effective upon Closing, the UHC
Board of Directors (the “UHC Board”) shall be comprised of nine (9) individuals
as follows: six (6) directors shall be appointed by UW Health (“UW Health
Directors”); and three (3) directors shall be appointed by SAHSC (the “SAHSC
Directors”). The initial three (3) SAHSC Directors shall be the Chair of the
SAHSC Board as of the Closing Date, and two (2) additional directors designated

by the SAHSC Board.

Composition of the UHC Board after Closing. SAHSC Directors of the UHC
Board shall always be approved, appointed and removed by the SAHSC Board.
As new community health system partners join UHC, the following changes to
the UHC Board may occur as determined by the UHC Members:

(@ In the event that other community health systems join UHC, these
community health systems may receive a certain number of seats on the
UHC Board to be determined in a manner that maintains the voice of all,
and provides a fair distribution of seats on the UHC Board among, the
community health systems that are part of UHC, weighted by metrics
(such as relative net patient revenue, contribution margin, and/or assets) as
determined by the UHC Board. As a resuit, the number of UHC Board
seats may be increased to provide representation for the new community
health system partners, and/or the number of UW Health Directors and/or
SAHSC Directors may be increased or reduced; provided, however, that
there shall be at least three (3) SAHSC Directors for a minimum of seven
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224

(7) years after the Closing Date and at least one (1) SAHSC Director after
the seven (7) year period. On or before the seventh anniversary date of the
Closing Date, SAHSC shall remove that number of SAHSC Directors

necessary to comply with this Section 2.2.2(a).

(b)  Under no circumstances shall the UW Health Directors represent less than
one-half (1/2) plus one (1) of the seats on the UHC Board.

(©) The composition of the UHC Board, including appointees by the UHC
Members and SAHSC, shall reflect the range of core competencies and
diversity required for a successful health system board.

Authority of the UHC Board. Subject to the powers reserved to the UHC
Members, the UHC Board shall have the authority and responsibility for the
management and operation of UHC.

Reserve Powers of the UHC Members. The UHC Members shall have the
following reserve powers, the exercise of which shall be subject to the terms and
requirements of this Agreement:

(@  The approval and removal of officers and directors of UHC;

(b)  The approval of UHC’s strategic plans, budgets and quality and safety
measures;

(c)  The approval of changes to UHC’s organizational documents and changes
that would affect its not-for-profit and/or tax-exempt status;

(d)  The approval of material transactions, including without limitation
mergers, consolidations, and sale of substantially all of the assets of UHC;

(¢)  The approval of UHC’s incurrence of debt, all accounting policies and
financial auditors, compliance policies, and material contracts; and

® Creation and/or dissolution of UHC’s operating units or subsidiaries, and
approval of significant asset or clinical service acquisitions, additions, or
eliminations.

2.3 Governance of SAHSC.

231

Composition of SAHSC Board Upon and After Closing. The SAHSC Board, for

a period of seven (7) years after the Closing Date, shall be comprised of no more
than twenty-five (25) directors. Two (2) directors shall represent UW Health and
be appointed by UHC. The SAHSC Board shall nominate the remaining twenty
three (23) directors, to be appointed by UHC as the corporate member. At least a
majority of the directors on the SAHSC Board shall be either independent
community members whose primary residences are in the SAHSC Service Area
(as defined in Exhibit 2.3.1 and as may be amended on the mutual agreement of
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UHC and the SAHSC Board) (“Community Directors”), or physicians in good
standing on the active medical staff of the Hospitals; provided, however, that a
majority of such physicians shall have their primary residences in the SAHSC
Service Area. In the event any of those members nominated by the SAHSC
Board are not acceptable to the UHC Board, the UHC Board and the SAHSC
Board will meet to come to a mutually acceptable slate of appointees; and if the
UHC Board and the SAHSC Board cannot agree, UHC will appoint the Directors.
After seven (7) years from the Closing Date, UHC, as the sole corporate member
of SAHSC, shall have the exclusive right to modify the composition and structure
of the SAHSC Board, but at all times, (a) at least one-half (1/2) of the SAHSC
Board shall be Community Directors or physicians in good standing on the active
medical staff of the Hospitals, nominated by the SAHSC Board, (b) a majority of
such physicians shall have their primary residences in the SAHSC Service Area,
unless the SAHSC Board agrees that an alternative board composition is in the
best interest of SAHSC.

Reserve Powers of UHC as the Sole Member of SAHSC. Effective upon Closing,
as the sole corporate member of SAHSC, UHC shall have the following reserve
powers, the exercise of which shall be subject to the terms and requirements of
this Agreement:

(a) The approval/removal of directors on the SAHSC Board,
(b)  The approval and removal of the President/CEO of SAHSC;

(c) The approval of SAHSC’s strategic plans, annual budgets and quality and
safety measures;

(d)  Approval of annual unbudgeted capital expenditures above One Hundred
Thousand Dollars ($100,000) for new lines of business, above Two
Hundred-Fifty Thousand Dollars ($250,000) for existing lines of business
and any such cumulative expenditures exceeding One Million Dollars

($1,000,000) per year after the Closing;

(e The approval of changes to SAHSC’s organizational documents and
changes that would affect its not-for-profit and/or tax-exempt status;

® The approval of all plans of mergers or consolidations of SAHSC; or the
sale, lease, exchange, mortgage, pledge or other disposition of all or
substantially all of the assets of SAHSC; or a voluntary dissolution of
SAHSC; ,

@®) The approval of SAHSC’s incurrence of debt exceeding certain limits as
set forth in the Restated SAHSC Bylaws, all accounting policies and
financial auditors, contracts with competitors of UW Health or SAHSC
that could result in a Material Adverse Effect and compliance policies; and

6 SAHSC Member Substitution Agreement

079 #5b




233

(h)

Creation and dissolution of any operating units, or Subsidiaries, of
SAHSC, and approval of clinical service acquisition, addition, or
elimination.

Authority of the SAHSC Board. Effective upon Closing, subject to the powers

reserved to UHC as the sole corporate member of SAHSC, the SAHSC Board
shall have the authority and responsibility for the following:

(2)

(b)

©

@

()

®
(8

(b)

)

0)

(k)

)

Adopt vision, mission and values statements and develop policies
consistent with UW Health’s vision, mission and values;

Approve amendments to the Restated Articles of Incorporation or Bylaws
of SAHSC;

Recommend any new President/CEO of SAHSC, it being understood that
UHC shall have the right to approve and remove the President/CEO of

SAHSC;

Conduct periodic evaluations of the President/CEO of SAHSC, in
conjunction with UHC, and make recommendations to UHC regarding
his/her performance and employment;

Participate in the development of a strategic plan for SAHSC consistent
with the strategic plan for UW Health and subject to UHC approval;

Identify and recommend new clinical services;

Review and have input into any recommended substantive changes in the
services provided by SAHSC;

Review and recommend operating and capital budgets, including
recommendations with respect to expenditures to fulfill commitments

made in the Transaction Agreements;

Participate in annual review of the strategic plan and goals of SAHSC and
monitor progress toward achievement of those strategic goals;

Ensure compliance with all licensure and accreditation requirements,
including, but not limited to, credentialing of physicians and other
providers and other medical staff related matters;

Implement standards for patient care and oversee quality improvement
consistent with UW Health’s quality and patient safety policies;

Provide oversight of risk management programs relating to patient care
and safety;
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2.3

2.6

(m) Foster community relationships  and identify community service
opportunities;

(n)  Evaluate and make recommendations regarding recruitment needs to
ensure adequate medical staff capacity to continue to meet community

needs; and

(o)  The approval/removal/appointment of the SAHSC Directors on the UHC
Board. .

2.3.4 Authority of the SAH Board. The SAH Board of Directors (the “SAH Board”)
shall approve the Medical Staff Bylaws of the Hospitals. The SAH Board shall

also have such other authority as is required to be exercised by the governing
body (i) of a licensee under the Illinois Hospital Licensing Act; (ii) to maintain
accreditation by The Joint Commission, and (iii) pursuant to Legal Requirements.

SAHSC Management. As of the Effective Date, William Gorski, M.D., President/CEOQ,
and Don Haring, Chief Financial Officer, each will have employment agreements with
SAHSC. Such employment agreements will remain in effect after Closing based on the
same terms and conditions in effect as of the Effective Date. SAHSC management will
report to the President/CEO of SAHSC and the President/CEO of SAHSC will report to

both the SAHSC Board and UHC Board.

Management Council, No later than six (6) months after the Closing Date, UHC shall
create a management council (“Management Council”) for overall planning,
coordination of operations, and integration of all of the components of the UW Health
System, including UWHCA, UWMF, SAHSC, other community health systems that join
UHC, and the contemplated UW Health community physician division. The
Management Council will be maintained for a period of at least three (3) years following
its creation. The members of the Management Council shall include members of senior
leadership from each of the constituent organizations of UW Health System, including
the CEO of SAHSC and two (2) other designees of SAHSC as determined by the CEO of

SAHSC.

Commitment to Quality, Safety and Patient Satisfaction.

2.6.1 Quality Care. The Parties will strive to provide high-quality, accessible, safe,
coordinated, cost-efficient and innovative healthcare services across the care
continuum of preventive, wellness, ambulatory, hospital and post-acute services

and to:

(@ Develop and implement a detailed set of performance criteria based on
regional and national benchmarks to measure quality scores across the

organization,

(b)  Provide quality clinical services and implement programs designed to
improve the patient experience, care coordination and clinical quality; and
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2.7

2.6.2

(¢)  Effectively utilize systems, best practices, and processes across the system
to assure the efficiencies of scale are realized.

Population Health. The Parties will jointly work to position the UW Health
System to manage effectively the health of the population they serve and
maximize the patient’s role through a shared decision-making and value-based

model.

Clinical Programs and Services. The Parties, through the shared governance structure
of UHC, will evaluate, enhance, develop and coordinate the provision of services across
the communities they serve to ensure seamless access to high quality, cost-effective
health care services.

2.7.1

2.7.2

Provision of Services Locally. The Parties believe that healthcare should be
delivered locally whenever clinically appropriate and the Parties commit to
develop a detailed set of mutually agreeable criteria to codify the appropriate
access points and resources for healthcare services in the communities served.

(a) Joint Planning and Development: The Parties agree to jointly plan and
develop services deemed necessary to provide seamless access to high
quality, low cost care in the community. UHC will work with SAHSC,
SAH, and SAHSC’s Subsidiaries to provide sufficient support and
resources necessary for such planning and development.

(b) Clinical Protocols: As a member of UW Health System, SAHSC, and
thereby SAH, and SAHSC’s Subsidiaries will have access to and the
opportunity to participate in UW Health’s clinical protocols, research,
education and training, clinical trials and care management tools.

(c) By virtue of the affiliation, SAHSC, SAH, and SAHSC’s Subsidiaries will
have access to UW Health’s expertise and resources in order to attract

patients.

Services Commitment.

(a) Consistent with the requirements set forth by the Illinois Health Facilities
and Services Review Board (the “HFSRB”), the UHC Members, UHC,
SAHSC and SAH will not substantially change the categories of service or
the number of beds at the Hospitals for a period of at least twelve (12)
months following the Closing Date.

() Consistent with the requirements set forth by the HFSRB, the UHC
Members, UHC and SAHSC agree that for a period of not less than three
(3) years immediately following the Closing Date, the UHC Members,
UHC, SAHSC and SAH shall not convey, merge, consolidate, convert or
sell the Hospitals.
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2.8

Commitment to On-Going Capital Needs. UHC and the UHC Members are committed

to supporting the ongoing maintenance and strategic capital requirements of SAHSC.

2.8.1

2.8.2

2.8.3

284

Capital Investment at Level of Depreciation. During the first five (5) full fiscal
years after the Closing Date, UHC and the UHC Members will assure funding for

SAHSC’s current policy of maintaining SAH’s Routine Capital Expenditures at
least at the level of depreciation, not including depreciation on the $130 Million
of new investments described in Section 2.8.3 (Additional Capital Investments)

hereof.

Capital Allocation Process. UHC and SAHSC understand the need to deploy a
fair, deliberate, and flexible capital allocation process to ensure that the
commitments of UHC and the UHC Members under Sections 2.8.1 (Capital
Investment at Level of Depreciation) and 2.8.3 (Additional Capital Investments)
hereof accomplish their intended purposes. The Parties acknowledge that market
dynamics and strategic initiatives will largely influence the array of capital
projects to be funded. Capital projects will be presented to the UHC Board by the
SAHSC Board and/or management as part of the budgeting process or based on
an agreed upon process for off-cycle projects. Within five (§) years of the Closing
Date, UW Health will have developed a process for the evaluation of capital
needs on a system-wide basis, including the provision for routine maintenance/
replacement expenditures. Other than the capital expenditures under Sections
2.8.1 (Capital Investment at Level of Depreciation) and 2.8.3 (Additional Capital
Investment), capital needs and requests will be evaluated and prioritized on a
system-wide basis.

Additional Capital Investment. UHC and the UHC Members recognize the
desirability of additional capital investment in SAHSC to ensure that SAHSC is

the preferred provider of healthcare to the SAHSC Service Area. To that end, in
addition to the Routine Capital Expenditures (as described in Section 2.8.1), UHC
and the UHC Members shall fund One Hundred Thirty Million Dollars
($130,000,000) in Program Capital Expenditures, Program Investments, and
Operating Losses (collectively the “Capital Commitment”), with the Parties
intending that the Capital Commitment be fulfilled during the first five (5) full
fiscal years after the Closing Date. In the event the SAHSC Board does not
recommend and the UHC Board does not approve the expenditure of the entire
One Hundred Thirty Million Dollars ($130,000,000.00) before the expiration of
the fifth (5™) full fiscal year following the Closing, and/or such expenditures are
not completed before the expiration of the fifth (5) full fiscal year following the
Closing, then UHC and the UHC Members agree to satisfy the Capital
Commitment as soon as practicable thereafter, upon the recommendation(s) of the

SAHSC Board.

Funding Order. The Routine Capital Expenditures and the Capital Commitment
will be funded in the following order: (i) first, by SAHSC’s operating cash flow;
(ii) second, from SAHSC’s available cash, and (iii) third, by additional capital
contributions of UHC or the UHC Members. UHC and the UHC Members may
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fund their contributions to the Routine Capital Expenditures and the Capital
Commitment in any manner in which UHC and the UHC Members deem
reasonable in their sole discretion, The obligation of UHC and the UHC
Members to fund the Routine Capital Expenditures and the Capital Commitment
is hereby and will be guaranteed by UWHCA. Any debt incurred by SAH or
SAHSC to meet all or a portion of the Routine Capital Expenditures or the Capital
Commitment will be subject to the mutual agreement and approval of SAHSC,
UHC and UWHCA.

Notwithstanding the foregoing, as long as the SAH Master Trust Indenture or the
SAH Bond Loan Agreements remain outstanding and SAH remains subject to the
terms and covenants therein: (i) SAH's available cash will not be expended in an
amount that causes an event of default, as defined in the SAH Master Trust
Indenture or the SAH Bond Loan Agreements; (ii) SAH's available cash will not
be expended in an amount that causes SAH's days cash on hand (as defined in the
SAH Master Trust Indenture) to fall below one hundred fifty (150) (this condition
will expire the earlier of five (5) years from the Closing Date or the date on which
SAH becomes a member of the UW Health integrated debt structure; and, (iii)
SAH's incurrence of debt will be subject to the debt limitations under the SAH
Master Trust Indenture or SAH Bond Loan Agreements. Additionally, it is not
intended that the assets of SAF be used to fund the Routine Capital Expenditures
or the Capital Commitment, and therefore “SAHSC’s operating cash flow” and
“SAHSC’s available cash” shall not include any SAF cash or assets.

Capital Commitment Report. Within one hundred and twenty (120) days after the
end of each SAHSC fiscal year during which UW Heath is required to assure
funding for the Routine Capital Expenditures and invest in the Capital
Commitments, SAHSC shall deliver a reasonably comprehensive written report
(the “Capital Commitment Report™) to the UHC Board, the SAHSC Board and
the SAF Board of Directors (the “SAF Board”) which details the progress made
by UHC and the UHC Members in satisfaction of their obligations set forth in
Section 2.8.1 (Capital Investment at Level of Depreciation) and Section 2.8.3

(Additional Capital Investment).

Access to Books and Records. Until UHC and the UHC Members have fulfilled
their obligations under this Agreement related to the Routine Capital Expenditures
and the Capital Commitment, SAF shall be given reasonable access to the books
and records of SAHSC and its Subsidiaries to the extent reasonably necessary to
verify the information and computations contained in each Capital Commitment

Report.

Inclusion of SAHSC and/or SAH in the Credit Group. Within three (3) years after the
Closing Date, UHC, UWHCA, and UWMF will exert their best efforts, subject to market
and other conditions, to having an integrated debt structure and a unified obligated group
or credit group for borrowing purposes that includes SAHSC and/or SAH, provided that
such an integrated debt structure does not increase the cost of any such borrowings or
result in the need to refund or prepay any existing outstanding indebtedness resulting in
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less favorable terms and provisions than the current outstanding debt of UWHCA and/or
UWMF,

Charity Care and Community Obligations. The Parties shall maintain community

benefit programs and reinvest in the SAHSC Service Area to address the critical health
care needs of the SAHSC Service Area. UW Health shall maintain SAHSC’s and SAH’s
culture of community service and leadership that exemplifies UW Health’s high
expectations, corporate behaviors, and core values. UW Health shall maintain or enhance
charity care in the SAHSC Service Area in accordance with current SAHSC and SAH
policies and UW Health’s charity care policies, provided SAHSC’s and SAH’s provision
of care and financial assistance remains consistent with all applicable legal requirements
and the requirements of Section 2.19.4 (Charity Care). Notwithstanding anything
contained in this Agreement, consistent with the requirements of the HFSRB, SAH shall
not adopt a charity care policy that is more restrictive than the policy in effect during the
year prior to Closing for at least twenty-four (24) months after the Closing Date. For a
period of not less than five (5) years from the Closing Date, UW Health shall support
SAHSC’s commitment to (i) the behavioral health services at SAHSC and SAH; (ii)
SAHSC’s and SAH’s partnering with the Crusaders Central Clinic Association, doing
business as Crusader Community Health; and (iii) SAH’s existing family practice
residency program with the University of Illinois College of Medicine at Rockford’s
Family Medicine Residency Program that operates at the Family Health Center.

SAHSC as Northern Illinois Hub, UW Health and the UW Health System will
recognize SAHSC and SAH as its hub provider in the SAHSC Service Area.

2.11.1 Conduit to UW Health. As hub provider, SAHSC and SAH will provide the
highest levels of service by UW Health-affiliated providers in the SAHSC Service
Area and will be the primary conduit through which patients from the SAHSC
Service Area access UW Health,

2.11.2 Right of First Consultation. UW Health will not enter into new affiliations within
the SAHSC Service Area, or institute new services or expand existing services in
the SAHSC Service Area (directly or through other affiliates providing services in
the SAHSC Service Area) without first consulting with SAHSC about the impact
on SAHSC and SAH, and the overall strategic impact for the integrated UW
Health System within the SAHSC Service Area,

Payor Contracting and Managed Care. As a part of the UW Health System, UHC will
centralize payor contracting for SAHSC and SAH within the larger UW Health System

third party payor contracting process. After Closing, UHC and SAHSC will jointly
develop a payor/managed care strategy for the SAHSC Service Area. If deemed
financially and operationally appropriate through the joint planning process, UW Health
will commit to having Unity Health Insurance apply for, and apply best efforts to obtain,
an Illinois insurance and/or HMO license. UW Health also will work with SAHSC and
SAH to help manage risk and the population, and to develop the necessary managed care
models for SAHSC and SAH. UHC, SAHSC and SAH will work together to develop
attractive narrow network offerings including SAHSC, SAH and UW Health on a cost
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competitive basis. SAHSC and SAH will have access to and be included in UW Health’s
managed care infrastructure,

Population_Health Management. UW Health will work with SAHSC and SAH to
implement an effective population health management strategy in the SAHSC Service

Area to improve overall patient care and wellness and the health of patients and members
served by SAHSC and SAH in the SAHSC Service Area. UW Health will work to either
include SAHSC and SAH in the UW Health ACO or help develop a SAHSC Service
Area ACO. UW Health will help enhance the care management capabilities at SAHSC
and SAH and provide the tools and infrastructure available within UW Health, UW
Health will provide SAHSC access to and participation in UW Health’s risk sharing
models and analytics, and UHC will have access to SAHSC’s population health

management tools and infrastructure.

Commitment to SAHSC/SAH Physicians. The Parties are committed to maintaining

multiple approaches to partnering with clinicians as well as maintaining an open medical
staff for the Hospitals. Moreover, the Parties acknowledge the benefits of physician
leadership, and UW Health will commit to expanding and enhancing physician leadership
programs at SAHSC and SAH.

2.14.1 No Change to Medical Staff. As a result of the Transaction, there are no
anticipated changes in the structure of the Hospitals’ medical staff including, but

not limited to the following:

(a)  Existing relationships with the University of Illinois College of Medicine
or other professional academic relationships. In addition, members of the
Hospitals' medical staff will not be required to accept a UWSMPH faculty
appointment, but will be considered for a UWSMPH faculty appointment
if so desired by individual physicians, provided the physicians meet the
UWSMPH requirements for faculty appointments and agree to the
commitments required thereunder.

(b)  Employment and independent contractor agreements with SAH, except for
compliance purposes.

2.14.2 Maintenance of Clinical Relationships. The Parties’ relationship with their

respective clinicians is of critical importance to the long-term success of the
partnership, As such, UW Health shall work with SAH’s clinicians to evaluate
and pursue clinical integration, when doing so offers opportunities for
advancement in quality and cost-effectiveness of care.

Employees and Employee Benefit Plans.

2.15.1 Employees. UW Health has a strong commitment to employees of SAHSC and
its Subsidiaries, grounded in respect for each employee as an individual. UW
Health will have, and will ensure SAHSC and its Subsidiaries have, a respectful
and collaborative work environment in which patients, visitors, co-workers,
clients, clinicians and volunteers all are valued. The Parties anticipate that each
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employee of SAHSC and its Subsidiaries at Closing will continue in his or her
position on the same terms, including salary, seniority and benefits, after Closing.
Provided, however, nothing in this Agreement shall be deemed to grant or create
any employment rights or contracts to or with any employee of SAHSC or its
Subsidiaries, to affect or limit SAHSC’s or its Subsidiaries’ normal prerogatives
with respect to their employees, or to create or grant any third-party beneficiary
rights or claims to any employee of SAHSC or its Subsidiaries. SAHSC and its
Subsidiaries may maintain their existing employment agreements subject to the
determination by UHC post Closing that such agreements are reasonable, relative
to SAHSC Market Terms. In the event UHC determines, after consultation with
SAHSC or its Subsidiaries, that any employment agreement is not reasonable,
relative to SAHSC Market Terms, UHC will allow SAHSC or its Subsidiaries 1o
modify or terminate such employment agreement, as appropriate and in
accordance with its terms and conditions, Active SAHSC employees will have
access to additional opportunities for career development within all components
of UW Health. Except for the approval and removal of the President/CEO of
SAHSC pursuant to Section 2.3.2(b) (Reserve Powers of UHC as the Sole
Member of SAHSC), the Parties agree that all decisions regarding employees of
SAHSC and its Subsidiaries will continue to be made locally by SAHSC and will
continue to reflect SAHSC Market Terms.

2.15.2 Consolidation. The parties agree that in connection with any employment

2.15.3

2154

decisions necessitated by the consolidation of existing UW Health System
operations and operations of SAHSC or its Subsidiaries, all such employment
decisions will be made based upon the best interests of UW Health System after

consultation with SAHSC.

Severance Policies. For a period of at least three (3) years following the Closing,
SAHSC may maintain its Severance Pay Policy (Policy 10-951.252) and its
SAHSC Severance Policy for Leadership Employees, as such policies exist as of
Closing. Prior to Closing, SAHSC shall amend the SAHSC Severance Policy for
Leadership Employees to (i) extend the period of time in which an employee may
resign for “Good Reason”; (ii) add a material reduction of benefits to the “Good
Reason” an employee may resign; and (iii) modify the relocation language.

Employee Benefit Plans. To the extent that any employee benefit plan maintained
by UW Health System is made available to any employee of SAHSC or its
Subsidiaries on or after the Closing, UW Health System shall cause to be granted
to such employee credit for all service with SAHSC or any Subsidiary (and their
predecessors) prior to the Closing for purposes of eligibility to participate and
vesting whete length of service is relevant (including, but not limited to, for
purposes of annual leave/paid time off accrual, retirement and severance pay
entitlement)., Similarly, in the event that employees of SAHSC or its Subsidiaries
are transitioned from Plans maintained by SAHSC or its Subsidiaries to employee
benefit plans maintained by UW Health System on or after the Closing, UW

Health System will waive waiting periods.
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2.15.5 Qld Plans vs, New Plans. In addition, and without limiting the generality of the
foregoing, if at any time following the Closing any new employee benefit plan is
instituted by UW Health System for employees of SAHSC or its Subsidiaries (a
“New Plan”) that replaces coverage under a comparable SAHSC Plan in which
such employees participated immediately prior to the Closing (an “Old Plan”): (i)
each employee of SAHSC or its Subsidiaries shall be immediately eligible to
participate, without any waiting time, in any and all such New Plan; (ii) for
purposes of each New Plan providing medical, dental, pharmaceutical, vision
and/or disability benefits to any employee of SAHSC or its Subsidiaries, (a) UW
Health System shall cause all waiting periods, evidence of insurability
requirements, and actively-at-work or similar requirements of the New Plan to be
waived for such employee and his or her covered dependents to the extent such
requirements had been met under the Old Plan which the New Plan replaced, and
(b) to the extent reasonably possible, UW Health System shall cause any eligible
expenses incurred by such employee and his or her covered dependents during the
portion of the plan year of the Old Plan ending on the date such employee’s
participation in the corresponding New Plan begins to be given full credit under
the New Plan for purposes of satisfying all deductible, coinsurance and maximum
out-of-pocket requirements applicable to such employee and his or her covered
dependents for the applicable plan year as if such amounts had been paid in
accordance with the New Plan, and (¢) UW Health System shall credit the
accounts of such employees of SAHSC and its Subsidiaries under any New Plan
which is a flexible spending plan with any unused and unforfeited balance in the
account of such employee under the applicable Old Plan, and (iii) for purposes of
each New Plan providing any annual leave time or paid time off accrued but
unused by an employee of SAHSC or its Subsidiaries as of immediately prior to
the effective date of the New Plan shall be credited to such employee upon his or
her participation in the New Plan, either through compensation for the amount of
time accrued, or by recognizing such accrued time and allowing the accrued time
to roll over from year to year until it has been used. In no event shall such
employees of SAHSC and its Subsidiaries forfeit any accrued annual leave or
accrued paid time off as a result of participation in an employee benefit plan
maintained by UW Health System.

Information Technology. The Parties’ goal is to have a fully-integrated, technology-
enabled care delivery network that will promote best-practices care delivery and data

exchange across the UW Health System and throughout the patient care continuum, The
Parties will work in a coordinated fashion, and pursuant to all Legal Requirements, to
achieve best-practices integration, coordinated operations, and efficiency within the
framework of population health management, UW Health is committed to enhancing and
expanding SAHSC’s and its Subsidiaries’ IT platform and capabilities to ensure SAHSC
and its Subsidiaries, as applicable, continue to abide by Meaningful Use Program
standards and continually enhance patient safety and privacy.

Marketing and Branding. The Parties recognize the long-term importance of

developing a single message and brand image for the UW Health System and also
recognize the great equity, consumer recognition and pride inherent in the “UW Health”
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and “SwedishAmerican Health System” brands. Subject to approval of the University of
Wisconsin as required by the existing Limited License Agreement, UW Health will make
the “UW Health” brand available to SAHSC and its Subsidiaries, and both Parties agree
to collectively research and develop a brand strategy for SAHSC and its Subsidiaries, in
which it will be determined whether a “driver” strategy is supported (where the
“SwedishAmerican Health System” name is prominent) or an “endorser” strategy is
supported (where the “SwedishAmerican Health System” name is secondary). UW
Health will work closely with SAHSC and its Subsidiaries to develop a public relations
campaign that highlights the strong commitment from UW Health to the SAHSC Service

Area,

Unwind Parameters. During the first five (5) years after the Closing Date, in the event
that UHC determines to divest itself of the assets included in this Transaction, the Parties
will work together under the process set forth in Section 2.18.3 (Right to Unwind) and
Section 2.18.4 (Unwind Process), with a fair opportunity for SAHSC to reacquire control
over the assets included in this Transaction for a fair value that fully reimburses UHC for

all investments it has made in those assets,

2.18.1 Effect of Other Affiliations. After the Effective Date, but prior to Closing, the
Parties will meet to discuss any other affiliations or transactions that UHC might

be in the process of negotiating for the purpose of responding to concerns that
SAHSC might have as to whether such transactions will have an adverse impact
on SAHSC and its Subsidiaries. Such discussions will be subject to any
Confidentiality/Non-Disclosure Agreements to which UHC or a UHC Member is

a party.

2.18.2 Culture. The Parties recognize and understand that SAHSC and its Subsidiaries
desire to become part of the UW Health System and that maintenance of the
culture of the UW Health System is vitally important to SAHSC. The Parties also
recognize and understand that in the future, the UW Health System may desire to
integrate in some fashion with other health systems not currently a part of UW
Health. UW Health commits to consult with SAHSC and SAF regarding any
proposed large “system-to-system” transaction with another health system, If
during the first five (5) years after the Closing Date (i) there is a proposed large
system to system transaction involving UW Health under which UHC and/or a
UHC Member is acquired by or becomes integrated into another system in a
manner that causes UHC and/or a UHC Member to lose its identity and ability to
control the mission, vision and values of the UW Health System; or (ii) there is a
corporate UHC and/or a UHC Member transaction which is a UW Change of
Control and has a Material Adverse Effect on SAHSC and/or its Subsidiaries,
SAF will be provided with the same fair opportunity to unwind SAHSC and its
Subsidiaries described in Section 2.18.3 (Right to Unwind) and Section 2.18.4
(Unwind Process), provided however, that prior to any such re-acquisition, the
Parties will meet and negotiate in good faith any concerns that SAF, SAHSC and
its Subsidiaries may have in connection with such transaction.
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2.18.3 Right to Unwind.

@

(b)

In the event that, within five (5) years from and after the Closing Date,
UHC and/or a UHC Member enters into an agreement (an “Unwind
Event”) to (i) divest the assets of SAHSC and its Subsidiaries to an
organization that is not controlled by the UW Health System, or (ii)
undertake a UW Change of Control, then SAF shall have the right to
initiate the unwinding of this Agreement and to establish SAHSC, SAH
and the then-existing Subsidiaries (ot the operations previously conducted
by SAHSC, SAH and the Subsidiaries in the SAHSC Service Area, if such
operations have been transferred to UW Health entities or their affiliates)
either as independently-governed entities or as an organized integrated
health care delivery system which has no membership relationship or other
affiliation with UW Health (an “Unwind Transaction”). UW Health has
the obligation to provide written notice to SAF within ten (10) business
days of the occurrence of an Unwind Event describing the Unwind Event
in reasonable detail.

If, upon receiving notice of or otherwise becoming aware of the
occurrence of an Unwind Event, SAF desires to effect an Unwind
Transaction, it shall send to UW Health a notice describing its intent to
effect an Unwind Transaction (an “Unwind Notice”). Such an Unwind
Notice shall be provided by SAF within thirty (30) days of SAF's receipt
of UW Health's notice of the occurrence of an Unwind Event. Failure to
provide a timely Unwind Notice shall constitute a waiver of SAF's right to
effect an Unwind Transaction. If UW Health reasonably and in good faith
disputes that an Unwind Event has occurred, it shall provide SAF an
Initial Notice within ten (10) business days following delivery of the
Unwind Notice by SAF, and thereafter the Parties shall attempt in good
faith to resolve the dispute pursuant to Article XII (Dispute Resolution).

2.18.4 Unwind Process.

(a)

®)

If an Unwind Event has occurred and SAF has sent an Unwind Notice, the
Parties shall take such actions as may be necessary or appropriate to effect
an Unwind Transaction within one hundred eighty (180) days following
the Unwind Date (or such other date upon which the Parties may agree),
utilizing the process described in this Section 2.18.4 (Unwind Process).
As used herein, “Unwind Date” shall mean the date upon which SAF
delivers an Unwind Notice or such later date on which any reasonable,
good faith disputes described in Section 2.18.3(b) (Right to Unwind) are

resolved or adjudicated.

Within fifteen (15) days following the Unwind Notice, SAF shall appoint
to a committee (the “Unwind Committee”) three (3) members of the SAF
Board who do not serve on the UHC Board (the “SAF Unwind
Members”) and UW Health shall appoint to the Unwind Committee three
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(3) members of the UHC Board (the “UHC Unwind Members”). Within
fifieen (15) days following its formation, the Unwind Committee shall
select an independent “Restructuring Expert”; provided, however that if
the Unwind Committee cannot agree upon an independent Restructuring
Expert within such timeframe, then, within ten (10) days of the expiration
of such time period, the SAF Unwind Members (acting as a group) and the
UHC Unwind Members (acting as a group) each shall select a
Restructuring Expert, and the two Restructuring Experts so selected shall
agree upon a third Restructuring Expert (the three Restructuring Experts to
comprise an “Expert Panel”). The Restructuring Expert (or Expert Panel,
as applicable) shall assist the Unwind Committee to identify, agree upon
and implement the actions that are necessary or appropriate to effect an
Unwind Transaction within the time periods described herein, including,
without limitation: (i) the equitable transfer of assets, including, without
limitation, the equitable allocation of the ownership and financial
obligations relating to operations previously conducted by SAHSC and its
Subsidiaries (with the assumption that no Party will be allocated assets or
entities as part of the Unwind Transaction unless it also is allocated the
outstanding debt that was used for the acquisition of assets or entities, or
any capital improvements that relate, in whole or in part, to such assets or
entities; cash; accounts receivable; investments, real estate and equipment;
(ii) the transfer and equitable allocation of liabilities (including payroll,
taxes, accounts payable and intercompany loans and accounts payable);
(iii) the refunding by SAHSC or its Subsidiaries of any bonds issued after
the Closing to finance or refinance SAH which are at the time secured by
UW Health commitments or guarantees or the entering by SAHSC or its
Subsidiaries into contractual obligations (reasonably acceptable to UW
Health) to reimburse UW Health for any payments made to pay such
bonds or to make any other payments under the documents relating to such
bonds, and the allocation, assumption and/or refinancing of indebtedness
and credit supports; (iv) the transfer of professional and non-professional
employees and contractors; (v) the assignment, termination, renewal,
amendment or renegotiation of material contracts; (vi) the maintenance of
payor relationships; (vii) the creation of new corporate entities and the
application for tax exempt status; (viii) the securing of licenses and
regulatory approvals; (ix) the implementation of amendments to
governance documents; (x) the removal of officers and directors and the
reconstitution of boards; (xi) the implementation of changes to signage,
stationary and branding; (xii) the licensure of intellectual property rights,
(xiii) confidentiality of proprietary information; and (xiv) the provision of
transition services to be valued at fair market value designed to replace
centralized corporate services or functions that were consolidated at UW
Health, all for a sufficient period of time (but in no event more than one
hundred eighty (180) days after the effective date of the Unwind
Transaction) to allow SAHSC and its Subsidiaries to develop such
services and functions independently.
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Within ninety (90) days following the Unwind Date, the Unwind
Committee shall identify and agree upon the actions that are necessary or
appropriate to effectuate a Unwind Transaction (including, without
limitation, those set forth in Section 2.18.4(b) (Unwind Process). If the
Unwind Committee cannot identify or agree upon all actions necessary to
effectuate the Unwind Transaction, the open action items shall be
submitted to the Restructuring Expert (or Expert Panel, as applicable) for
resolution, Within thirty (30) days of submission, the Restructuring Expert
(or Expert Panel, as applicable) shall issue a report (the “Unwind
Report”) which: (i) restates any agreed finding of the Unwind Committee;
(ii) describes in detail any other actions that are necessary or appropriate
to effect the Unwind Transaction within the time frames described herein
(and the parties responsible therefore); (iii) sets forth the Restructuring
Expert’s (or Expert panel’s, as applicable) conclusions, recommendations
and findings with respect to all such actions; and (iv) allocates as between
the Parties the costs associated with effecting the Unwind Transaction. As
used herein, “Unwind Transaction Commencement Date” means the
date on which the Unwind Committee identifies and agrees upon the
actions that are necessary or appropriate to effectuate a Unwind
Transaction, or if applicable, the date upon which the Restructuring Expert
or Expert Panel, as applicable, issues the Unwind Report. If SAF does not
wish to proceed with the Unwind Transaction as set forth in the Unwind
Report, SAF shall give written notice to this effect to UW Health within
fifteen (15) business days of the Unwind Transaction Commencement
Date. If no such notice is given, the Parties shall be bound by the
conclusions, recommendations and findings in the Unwind Report and
shall take such actions described therein in order to effect a Unwind
Transaction in accordance with the time periods described herein.
Notwithstanding any provision contained in this Agreement, unless SAF
has given notice as described above, UHC, any UHC Member and/or SAF
shall be entitled to enforce the conclusions, recommendations and findings
within the Unwind Report in a federal or state court of competent
jurisdiction.

The costs of the Unwind Transaction (including the cost of the
Restructuring Expert and, if applicable, the cost of the Expert Panel) shall
be allocated between the Parties as agreed upon by the Unwind Committee
or as specified in the Unwind Report,

Following the Unwind Date and until an Unwind Transaction is
consummated, the Parties shall: (i) operate and permit each other to
operate, SAHSC and its Subsidiaries and all other operations within the
SAHSC Service Area exclusively in the ordinary course of their business,
consistent with past practices and the terms of this Agreement; and (ii)
take such actions as may be necessary or appropriate to preserve the
goodwill of SAHSC and their Subsidiaries, including their physician,
employee and payor relationships.
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® In the event that a Unwind Transaction otherwise approved pursuant to
this Section 2.18.4 (Unwind Process) cannot be effectuated by SAF
because of the inability of SAHSC and/or its Subsidiaries to refund any
bonds or other obligations issued or incurred to finance or refinance
SAHSC and its Subsidiaries which are at the time secured by UW Health
commitments or guaranties within no more than ninety (90) days
following the Unwind Transaction Commencement Date, UW Health shall
provide full contractual operational control of the assets, subject to the
Unwind Transaction, to SAHSC and its Subsidiaries, and SAHSC and/or
its Subsidiaries shall take all commercially reasonable actions necessary
(i) to assume the obligations to pay such bonds and other obligations, (ii)
to enter into such contractual arrangements as may be reasonably required
by UW Health to secure its obligations to pay such bonds and other
obligations, including securing such payments under its financing
documents by a first lien on the gross receipts, revenues and other assets
of SAH and other operations attributable to SAH, and (iii) to pay the debt
service and other payments of such bonds and other obligations as the
same become due.

(8)  The UHC Board shall have the right to exclude the SAHSC Directors from
the portions of the UHC Board meetings in which matters relating to the
Unwind Transaction or to a dispute of a nature and kind that triggers the
process set forth in these Sections 2.18.3 (Right to Unwind) and 2.18.4

(Unwind Process),

2.19 Material Covenants. For a period of five (5) years after the Closing Date, UW Health
covenants that:

2.19.1

2.19.2

2.19.3

Sponsorships/Community Development. UW Health will not take any actions to

restrict or reduce the present scope of the activities of SAHSC and its Subsidiaries
in sponsoring community events or community development initiatives unless
such changes are reasonably approved by the SAHSC Board.

Community Services/Programs. UW Health will not take any actions to restrict
or reduce the present scope of the activities of SAHSC and its Subsidiaries in
providing community services/programs that have substantial community benefit
unless such changes are approved by the SAHSC Board. The SAHSC Board shall
reasonably determine what constitutes “substantial” in the preceding sentence.

Service Provider Relationships. UW Health recognizes the desire of SAHSC and
its Subsidiaries to continue supporting the SAHSC Service Area by maintaining

banking relationships, and vendor and supplier relationships in the SAHSC
Service Area. UW Health will support the maintenance of such relationships as
long as such relationships are cost competitive and do not breach any GPO or
other covenants or obligations of UW Health.
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2.19.4 Charity Care. UHC will not take any actions to lessen the financial assistance and
charity care policies of SAHSC and SAH without the approval of the SAHSC
Board, provided SAH’s provision of care and financial assistance remains
consistent with all legal requirements and the provisions set forth in Section 2.10
(Charity Care and Community Obligations).

220 SAF Enforcement. SAF shall continue to have as its purpose supporting health care
services and programs of SAH in the SAHSC Service Area. So long as SAF shall have
the enforcement rights set forth below, (i) SAF’s assets will remain separate from any
other entity; (ii) SAF shall be solely controlled by the SAF Board and not controlled by
any of the Parties or their successors or assigns; and (iii) the SAF Board shall consist
solely of individuals who are residents of the SAHSC Service Area and who are
independent of UW Health. The Parties agree that, for a period of five (5) years from the
Closing Date (or in the case of the Capital Commitment, until it is satisfied), SAF shall
have, and SAF’s assets may be used for, the (a) right to enforce on behalf of SAHSC the
commitments, covenants, and obligations of UHC and/or any UHC Member set forth in
Section 2.2 (Governance of UHC), Section 2.3 (Governance of SAHSC), Section 2.8
(Commitment to On-Going Capital Needs), Section 2.1¢ (Charity Care and Community
Obligations), Section 2.11 (SAHSC as Northern Illinois Hub), and Section 2.19 (Material
Covenants); (b) unwinding rights set forth in Section 2.18 (Unwind Parameters), and (c)
rights set forth in Section 5.2 (Capital Commitment Offset). SAF shall have no other
standing, except as set forth in the preceding sentence. SAF’s enforcement remedies will
be limited to equitable relief, including but not limited to specific performance; no
monetary damages or other legal remedies will be available. Any dispute with regard to
such enforcement rights will be settled in accordance with the Dispute Resolution process
set forth in Article XII hereof. SAF shall not engage in, or support, interests that are
competitive with SAHSC or UW Health. In addition, SAF shall have rigorous
prohibitions against conflict of interest.

2.21 Continuation of Existing Agreements between SAH and UW Health. Except for the

Affiliation Agreement, which will terminate as of the Closing Date, and the Cancer
Center Agreement, which will be amended as of the Closing Date, all existing
agreements between SAH and/or SAHSC and UW Health (and its affiliates) shall remain
in full force and effect upon and after the Closing Date. Within one (1) year of the
Closing Date, the Parties agree to review all existing agreements, contracts, schedules,
amendments, and any other document contemplated by this Section 2.21 (Continuation of
Existing Agreements between SAH and UW Health) to determine whether the agreement
should be amended for any general purpose or as a result of the Transaction.

ARTICLE III.
REPRESENTATIONS AND WARRANTIES OF SAHSC

SAHSC hereby represents and warrants to UW Health, except as expressly set forth as to
the matter in question on any of the Exhibits or Schedules hereto, as follows:
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3.1

3.2

-

Organization, Tax Status, etc.

311

3.1.2

Due Organization and Authorization. Except for SARI Insurance Company

which is duly organized, validly existing and in good standing under the laws of
Vermont, SAHSC, and each of its Subsidiaries, is duly organized, validly existing
and in good standing under the laws of Illinois, which is the jurisdiction of its
incorporation, SAHSC has all requisite power and authority to execute, deliver
and perform this Agreement and all other agreements delivered pursuant to this
Agreement (the “Transaction Agreements”). The execution and delivery of the
Transaction Agreements and the performance of the obligations of SAHSC and
any of its Subsidiaries thereunder have been duly authorized by all necessary
corporate action.

Governing Documents. Copies of the Articles and Bylaws (and as applicable, the
Articles of Organization and Operating Agreements) of SAHSC and its
Subsidiaries have heretofore been made available to UW Health, are true,
complete and correct, have been duly adopted and are in full force and effect.

Tax Status and Standing. SAHSC and each of its tax-exempt Subsidiaries listed
on Exhibit 3.1.3 have received a determination letter from the IRS confirming its
tax-exempt status and that it is not a private foundation as described in
Section 509(a) of the Code (“Tax-Exempt Public Charity Status”) and such
letter has not been modified or revoked. There is no challenge, investigation or
inquiry that the IRS has made regarding the Tax-Exempt Public Charity Status of

SAHSC or any of its Subsidiaries.

Financial Statements, Change in Condition.

321

Financial Statements.

(@) SAHSC has provided to UW Health the audited consolidated balance
sheets of SAHSC and, except for SARI Insurance Company and the
TriRivers Entities, each of its Subsidiaries (to the extent separately
audited) as of May 31, 2013 and May 31, 2014, and the related statements
of operations and changes in net assets, and statements of cash flows for
the fiscal years then ended, including the notes thereto (the “Financial
Statements”). There are no management letters for the Financial
Statements, The Financial Statements were prepared in accordance with
GAAP (except as may be expressly indicated therein or in the notes
thereto) and present fairly in all material respects the financial position of
SAHSC and, except for SARI Insurance Company and the TriRivers
Entities, its Subsidiaries at the dates thereof and the results of their
operations and cash flows for the periods then ended, each as certified by
the unqualified opinion of the independent auditor that prepared such
Financial Statement.
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(b) SAHSC has provided to UW Health the unaudited balance sheets of
SAHSC and, except for SARI Insurance Company and the TriRivers
Entities, its Subsidiaries (to the extent separately maintained) as of the
month ended September 30, 2014, and for each month in fiscal year 2014
that is available as of the Closing Date, and the unaudited statements of
income, unaudited statements of revenues and expenses, and statements of
cash flow of SAHSC and its Subsidiaries for the month ended September
30, 2014, and for each month in fiscal year 2015 that is available as of the
Closing Date (“Interim Financial Statements”). The Interim Financial
Statements were prepared in accordance with GAAP, consistent with
methods used to prepare the audited Financial Statements, subject to
normal year-end adjustments (which will not have a Material Adverse
Effect on SAHSC) and the absence of notes thereto.

3.2.2 Absence of Certain Change of Events. Except as set forth in Exhibit 3.2.2, since
the date of the latest Interim Financial Statements, SAHSC and its Subsidiaries

have conducted their Business in the ordinary course and consistent with past
practice. Except as set forth on Exhibit 3.2.2, since the date of the latest Interim
Financial Statements, neither SAHSC nor any of its Subsidiaries have:
(i) incurred any obligation or liability (whether absolute, accrued, contingent or
otherwise) greater than $1,000,000 in each instance except in the ordinary course
of business and consistent with past practice; (ii) experienced any change or other
occurrence having a Material Adverse Effect on SAHSC; (iii) made any material
change in any accounting principle or practice or in its methods of applying any
such principle or practice; (iv) suffered any damage, destruction or loss, whether
or not covered by insurance that has had a Material Adverse Effect on SAHSC;
(v) mortgaged, pledged or subjected to any lien, charge or other encumbrance, or
granted to third parties any rights in, any assets, tangible or intangible, of SAHSC
or its Subsidiaries, except in the ordinary course of business and consistent with
past practice; (vi) sold or transferred any assets of SAHSC or its Subsidiaries,
except in the ordinary course of business and consistent with past practice, or
canceled or compromised any debts or waived any claims or rights, except in the
ordinary course of business and consistent with past practice; (vii) made any
payments to officers, employees, or agents of SAHSC or its Subsidiaries
exceeding $25,000 not in the ordinary course of business or consistent with past
practice; (viii) except in the ordinary course of business and consistent with past
practice, granted any increase in the compensation payable or to become payable
to any of SAHSC’s or its Subsidiaries’ current employees or any bonus or other
similar benefit, or instituted, increased, augmented or improved a Plan; or
(ix) entered into an agreement to do any of the foregoing,

Title to Assets, etc. Except as set forth in Exhibit 3.3, SAHSC and its Subsidiaries have
good and lawful title to, or in the case of leased or licensed property, have valid leases or
licenses under which they enjoy peaceful and undisturbed possession of, all of their
properties and assets (whether real or tangible personal), including without limitation all
properties and assets reflected on the Financial Statements and Interim Financial
Statements (except as sold or otherwise disposed of since the date of the Interim
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Financial Statements in the ordinary course of business and consistent with past practice).
Such properties and assets include, without limitation, all properties and assets used in
the business of SAHSC and its Subsidiaries as now conducted. All such assets and
properties, other than assets and properties in which SAHSC or any of its Subsidiaries
have leasehold interests or licenses from related patties, as of September 26, 2014, are
free and clear of all Liens other than those set forth on Exhibit 3.3 or as have been
incurred since September 26, 2014, in the ordinary course of business.

Material Contracts. SAHSC has delivered to UW Health correct and complete copies
of the Material Contracts set forth on Exhibit 3.4 hereof. SAHSC represents and warrants
with respect to the Material Contracts that:

(a)

(®)

()

()

©

®

®

Each such Material Contract constitutes valid and legally binding
obligations of SAHSC and/or its Subsidiaries and is enforceable in
accordance with their terms;

Each such Material Contract constitutes the entire agreement by and
between the respective patties thereto with respect to the subject matter

thereof;,

All material obligations required to be performed by SAHSC or a
Subsidiary under the terms of each Material Contract have been performed
and no act or omission by SAHSC or a Subsidiary has occurred or failed
to occur which, with the giving of notice, the lapse of time or both would
constitute a Default under such Material Contract and each of such
Material Contracts is now, and will be upon and after the Closing Date, in
full force and effect;

Except as expressly set forth on Exhibit 3.4(d), the Transaction
contemplated hereunder shall not give rise to termination or amendment
rights on the part of the other party thereto, nor trigger any obligation on
the part of SAHSC or any of its Subsidiaries to provide pre- or post-
closing notice of the Transaction; '

Except as expressly set forth on Exhibit 3.4(e), no Material Contract
subjects SAHSC or any of its Subsidiaries to exclusive arrangements, or
arrangements that include non-competition or non-solicitation provisions;

Except as expressly set forth on Exhibit 3.4(f), no Material Contract
imposes any obligation on SAHSC, or any Subsidiary, constituting a
guarantee of any liability of any Person, other than an obligation of
SAHSC constituting a guaranty of the liability of a wholly-owned

Subsidiary; or

Except as expressly set forth on Exhibit 3.4(g), SAHSC has not entered
into any compensation arrangements with any officer, director or trustee
of SAHSC or a Subsidiary or any member of any such person’s immediate

family.
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3.4.1

Insurance. SAHSC and its Subsidiaries (i) have insurance contracts in full force
and effect with insurers, licensed to write insurance in the State of Illinois,
including, professional liability and comprchensive general liability coverage with
contractual liability riders for SAHSC’s and its Subsidiaries’ employees, agents,
officers and trustees; and/or (ii) participate in a self-insurance fund to provide
coverage for the risks described in subparagraph (i) and such self-insurance is
funded at levels that are actuarially sound and is organized and operated in
accordance with all applicable Legal Requirements, The amount, scope, and
identity of each insurer for SAHSC and its Subsidiaries are set forth in
Exhibit 3.4.1. SAHSC and its Subsidiaries have paid in full all premiums due and
owing prior to the date hereof with respect to their respective insurance contracts.
Except as disclosed in Exhibit 3.4.1, none of the insurance contracts of SAHSC or
its Subsidiaries shall expire or otherwise terminate as a result of the Member

Substitution,

3.5 Operations in Conformity With Legal Requirements, etc.

3.5.1

3.5.2

Generally.

3.5.1.1 Violation or Default. Except as disclosed in Exhibit3.5.1.1 or as
otherwise disclosed in writing to UW Health counsel, in the three (3)
years prior to the Closing Date, a Material Adverse Effect on SAHSC or
any of its Subsidiaries has not occurred due to an instance of non-
compliance with all applicable Legal Requirements in operations of
SAHSC and its Subsidiaries. In the three (3) years prior to the Closing
Date, SAHSC has not received any written notice that the operations of
SAHSC do not comply with all applicable Legal Requirements where
such non-compliance would have a Material Adverse Effect on SAHSC.

3.5.1.2 Legal Proceedings. Except as set forth in Exhibit 3,5.1.2, there are no
criminal, civil or administrative proceedings relating to any Legal
Requirement pending or, to the Knowledge of SAHSC, threatened
-against SAHSC, or any of its Subsidiaries, in connection with the

operation of SAHSC.

Patents, Trademarks. SAHSC and its Subsidiaries own or are licensed or
otherwise have the right to use all trademarks, trade names, service marks,
copyrights, patents, patent rights, franchises, proprietary knowledge and licenses
used in, or necessary to conduct, the Business of SAHSC and its Subsidiaries as
now conducted. A list of active federally registered trademarks, copyrights and
patents owned by SAHSC and its Subsidiaries is set forth on Exhibit3.5.2,
Except as set forth in Exhibit3.5.2, the consummation of the transactions
contemplated thereby, will not alter or impair any of such rights. To the
Knowledge of SAHSC, neither SAHSC nor its Subsidiaries has been alleged to
have infringed, nor has it infringed, any trademark, trade name, service mark,
copyright, patent, patent right or other proprietary right of any Person.
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3.5.3 Governmental Permits. SAHSC and its Subsidiaries possess all permits, licenses,
authorizations, certificates, accreditations, registrations, provider numbers,
assignments, consents, rights and privileges necessary under laws applicable to
the conduct of their Business (“Permits”), the absence of which could result in a
Material Adverse Effect. Except as set forth in Exhibit 3.5.3, neither SAHSC nor
any of its Subsidiaries have engaged in any activity which would cause the loss,
limitation, restriction, revocation or suspension of any of the Permits; and to the
Knowledge of SAHSC, no such action, proceeding, claim or notification with
respect to any loss, limitation, restriction, revocation or suspension of any of the
Permits is pending or threatened and no notification thereof has been received by

SAHSC or any of its Subsidiaries.

3.54

Medicare and Medicaid Programs/Fraud and Abuse and Stark Law,

(a)

(b)

©

(d)

SAH is eligible to receive payment under the Medicare and Medicaid
programs. Neither SAHSC nor any Subsidiary other than SAH receives
payment under the Medicare or Medicaid programs. SAH is not in
violation of any program compliance matters which would have a Material
Adverse Effect on the Transaction. SAH has timely filed, in a materially
complete and correct manner, all requisite claims and other reports
required to be filed in connection with all state and federal Medicare and
Medicaid programs. In addition, except as expressly set forth on Exhibit
3.4(h), SAH qualifies to participate (and, to the Knowledge of SAHSC,
there is no fact or circumstance that would prevent SAH from continuing
to participate post-Closing) in Illinois® Assessment-Funded Supplemental
Payment Programs for Hospitals and Illinois’ General Revenue-Funded

Supplemental Payments,

Except as provided in a Side Letter addressed to counsel for UW Health,
neither SAHSC nor any of its Subsidiaries has been convicted of, charged
with or, to the Knowledge of SAHSC, investigated or is under
investigation for any activity which is prohibited under the Federal Health
Care Program Anti-Kickback Statute, 42 U.S.C. § 1320a-7b(b), and the
regulations promulgated thereunder.

Except as provided in a Side Letter addressed to counsel for UW Health,
neither SAHSC nor any of its Subsidiaries: (i) has established or maintains
a “financial relationship” as that term is defined by the Stark Law, with
any physician or with an immediate family member of any physician who
makes referrals to SAHSC or any of its Subsidiaries for designated health
services, unless such financial relationship or referral, as applicable, meets
an exception to the Stark Law; or, (ii) to the Knowledge of SAHSC, is
under investigation for an arrangement alleged to be a financial
relationship or referral that does not meet an exception to the Stark Law.

Except as provided in a Side Letter addressed to counsel for UW Health,
SAHSC and its Subsidiaries have paid or caused to be paid or have
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properly reflected in the Interim Financial Statements all known and
undisputed refunds, overpayments, discounts or adjustments which have
become due pursuant to any filed cost reports or related to the Business
and have no liability to Medicare, Medicaid, or any other governmental or
private payor for any refund, overpayment, discount, or adjustment for
services provided, and no interest or penalties are accruing with respect
thereto. To the Knowledge of SAHSC, there is no basis for any claim or
request for recoupment or reimbursement by any governmental entity or
other provider reimbursement entity in connection with the Business.

3.5.5 Environmental Matters. Except as disclosed in Exhibit 3.5.5:

@

(b)

©

D

()

®

(8)

SAHSC and its Subsidiaries are and have during the preceding three (3)
years been in compliance with all applicable Environmental Laws.

SAHSC and its Subsidiaries have obtained, and are and have during the
preceding three (3) years been in compliance with the conditions of, all
Environmental Permits.

SAHSC and its Subsidiaries have filed all required applications, notices
and other documents necessary to effect the timely renewal or issuance of
all Environmental Permits for the conduct of their Business in the manner

now conducted.

To the Knowledge of SAHSC, there are no circumstances or conditions
present at the present or former assets or Property of SAHSC or any of its
Subsidiaries during the period of its ownership, occupancy, leasehold or
tenancy that constitute a Release of a Hazardous or Chemical Substance.

Neither SAHSC nor its Subsidiaries (i) has, within the past three (3) years,
received or been subject to, any order, decree, judgment, complaint,
agreement, claim, citation, or written notice or (ii)is subject to any
judicial or administrative proceeding or, to the Knowledge of SAHSC, any
pending or threatened investigation indicating that SAHSC or any of its
Subsidiaries is or may be: (1) in violation of any Environmental Law; or
(2) responsible for the Release of any Hazardous or Chemical Substance;
or, (3) liable for any Environmental Liabilities and Costs.

Exhibit 3.5.5(f) lists all Property presently or previously in the last three
(3) years leased, owned, operated or used by SAHSC or any of its
Subsidiaries that have within them, or have been used by SAHSC, or any
of its Subsidiaries for the storage or disposal of, Hazardous or Chemical
Substances (and the location within that Property of the same).

To the Knowledge of SAHSC, Exhibit 3.5.5(g) sets forth a list of all
underground storage tanks owned or operated at any time by SAHSC or
any of its Subsidiaries. To the Knowledge of SAHSC, except as disclosed
in Exhibit 3.5.5(g), no such tank is leaking or has leaked at any time in the
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(b)

past, and there is no material pollution or material contamination of the
environment caused by or contributed to a Release of a Hazardous or
Chemical Substance from any such tank.

Exhibit 3.5.5(h) lists all environmental audits, inspections, assessments,
investigations or similar reports in SAHSC’s possession relating to the
non-compliance of the Owned Properties with applicable Environmental

Laws.

3.5.6 [ERISA Matters.

(a)

®

(©)

For purposes of this Section 3.5.6, the term “Employee Benefit Plan”
means all Plans of which SAHSC, any SAHSC Subsidiary, or an ERISA
Subsidiary of SAHSC is or was a Plan Sponsor, or to which SAHSC, any
SAHSC Subsidiary, or an ERISA Subsidiary of SAHSC otherwise
contributes or has contributed, or in which SAHSC, a SAHSC Subsidiary
or an ERISA Subsidiary of SAHSC otherwise participates or has

participated.

Exhibit 3.5.6 contains a summary listing of all Plans. SAHSC has made
available to UW Health current, true and complete copies of all Plans that
have been reduced to writing (together with all amendments and related
trust documents, IRS determination letters or opinion letters, and the three
(3) most recent years of correspondence with or written notices from the
IRS or the Department of Labor, insurance contracts, custodial
agreements, administration agreements, investment, management or
advisory agreements, summary plan descriptions, and employee
handbooks or similar employee communications) and a.summary of the
material terms of all Plans that have not been reduced to writing, the three
(3) most recently filed IRS Form 5500s for each plan for which such filing
is due, with schedules attached and non-discrimination testing results for

the three (3) most recent plan years.

SAHSC does not maintain and has never maintained or been required to
contribute to a defined benefit Pension Plan or a Multiemployer Plan,
except as set forth in Exhibit 3.5.6, and (i) each of the Plans which is
intended to be qualified under Section 401(a) or Section 408 of the Code
is so qualified; (ii) each of the Plans which is intended to be described in
Section 125, 129 or 403(b) of the Code has satisfied all Code requirements
applicable to such Plans; (iii) each Plan, including any associated trust,
fund, custodial account or annuity contract, has been administered and
maintained in all respects in accordance with the terms of the Plan and
with applicable law; (iv) there has been no failure to satisfy applicable
minimum funding requirements with respect to any Plan; (v) there are no
pending or, to the Knowledge of SAHSC, threatened, disputes or claims
with respect to any Plan, other than claims for benefits in the normal
course; (vi)no Plan is the subject of any examination or audit by a
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3.5.7

@

©

®

government agency or is the subject of any filing under a government-
sponsored amnesty, voluntary compliance or similar program; (vii) with
respect to each Pension Plan other than a Plan subject to Title IV of
ERISA, the current fair market value of the assets of each such Pension
Plan equals or exceeds the value of all accrued benefits, and with respect
to each Plan subject to Title IV of ERISA, the current value of the assets
of each Plan exceeds the projected benefit obligation of such plan
determined on a plan termination basis; (viii) no “reportable event” (as
that term is defined in Section 4043 of ERISA), other than any such event
for which the reporting requirements have been waived by regulation, has
occurred; (ix) each Plan that is intended to be exempt from federal income
tax under Section 501(c)(9) of the Code is so exempt; and, (x) except as
set forth in Exhibit 3.5.6, SAHSC has made all contributions and paid all
premiums required to have been paid prior to, or otherwise accruing with
respect to periods prior to the Closing with respect to each Plan,

Except as specifically described in Exhibit 3.5.6, no Employee Benefit
Plan provides for benefits in the nature of medical, life or disability care or
insurance following retirement or other termination of employment.

Each Employee Benefit Plan which is a group health plan complies with
and, within the three (3) most recent years, has been in compliance with,
the requirements contained in Sections 601 through 608 of ERISA and
Sections 104, 105, 106 and 4980B of the Code. To the Knowledge of
SAHSC, no act or omission has occurred with respect to any Employee
Benefit Plan that would give rise, directly or indirectly, to liability under
ERISA (including without limitation the fiduciary liability or prohibited
transaction provisions thereof) or under the Code.

Exhibit 3.5.6 lists each Plan to which SAHSC is a party that is a
“nonqualified deferred compensation plan” within the meaning of
Section 409A of the Code and the regulations promulgated hereunder.
Each such nonqualified deferred compensation Employee Benefit Plan
complies and has complied with, and is and has been operated and
administered in compliance with the requirements of Section 409A of the
Code, the regulations promulgated hereunder and any other IRS guidance

issued thereunder.

Real and Personal Property. With respect to all Property owned or leased by
SAHSC or any of its Subsidiaries, together with the Improvements thereon and all
interests therein and rights appurtenant thereto:

3.5.7.1

Title. SAHSC or one of its Subsidiaries is the legal fee simple or
leasehold titleholder of the Property and has good, marketable and
insurable title to the Owned Locations free and clear of all mortgages
and security interests, Leases, licenses, options to purchase, rights of
first refusal, liens, covenants, conditions, restrictions, rights-of-way,
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3.6

3.7

3.8

easements, judgments and other matters of record affecting title to the
Owned Locations, except those in favor of SAHSC or its Subsidiaries or
those specified in Exhibit3.5.7.1. All Improvements lie within the
boundaries of the Property and do not encroach upon the property, or
otherwise conflict with the property rights, of any other Person. Except
as set forth in Exhibit3.5.7.1, the Property complies with all Legal
Requirements and all zoning requirements. Neither SAHSC nor any of
its Subsidiaries has received any notifications from any governmental
agency or authority or insurance company recommending improvements
to the Property or any other actions relative to the Property.

3.5.7.2 Leases. Listed in Exhibit 3.5.7.2 are all of the contracts, including all
amendments and modifications thereto, pursuant to which SAHSC or
any of its Subsidiaries occupies all or any portion of the Leased
Locations and pursuant to which SAHSC or any of its Subsidiaries is
required to make annual rental payments in excess of One Hundred
Twenty Thousand Dollars ($120,000) in the case of a single Lease
during the remaining term thereof. With respect to each Leased
Location that has an Occupancy Lease, SAHSC or its applicable
Subsidiary has a valid Occupancy Lease under which it enjoys peaceful
and undisturbed possession of such location, To the Knowledge of
SAHSC, there is no Lease Default by SAHSC or its Subsidiaries or by
the landlord under any of the Occupancy Leases, and, to the Knowledge
of SAHSC, there are no existing conditions which, with the giving of
notice or the lapse of time, or both, would constitute such a Lease
Default by SAHSC or its Subsidiaries.

Labor Relations. No employees of SAHSC or any of its Subsidiaries are represented by
a labor union, and, to the Knowledge of SAHSC, no petition has been filed by any
employee or group of employees with any labor relations board seeking recognition of a
bargaining representative.

Litigation. Other than as set forth in Exhibit3.5.1.1 and Exhibit 3.5.1.2, there is no
claim, arbitration or litigation, at law or in equity, nor, to the Knowledge of SAHSC, any
investigation by any foreign, federal, state or municipal board or other governmental or
administrative agency, in each case either pending or, to the Knowledge of SAHSC,
threatened against SAHSC or its Subsidiaries, or against any of their trustees, officers,
agents, or employees in their capacities as trustees, officers, agents or employees of
SAHSC or any Subsidiary that would have a Material Adverse Effect on SAHSC or any

of its Subsidiaries.

Taxes. Except as set forth in Exhibit 3.8, SAHSC and each of its Subsidiaries has duly
and timely filed all foreign, federal, state and local tax returns (including, without
limitation, tax information returns) which are required to be filed, and all such returns are
true, correct and complete in all material respects as filed, and were prepared in good
faith and in accordance with applicable tax rules and regulations. All Tax Liabilities of
SAHSC and its Subsidiaries which are due and payable have been paid. The accruals and
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reserves on the Financial Statements in respect of Tax Liabilities are sufficient to provide
for all unpaid Tax Liabilities of SAHSC and its Subsidiaries with respect to the period
through and including the date of the Financial Statements; SAHSC and its Subsidiaries
have paid or made adequate provision on their respective books for the payment of all
Tax Liabilities with respect to periods after the date of the Financial Statements; and
there has been no material change since the date of the Interim Financial Statements in
the provision for unpaid Tax Liabilities on the books of SAHSC or any of its
Subsidiaries. The federal and state income tax returns of SAHSC and its Subsidiaries
have not, within the preceding three (3) years, been audited by any governmental
authority, and neither SAHSC nor any of its Subsidiaries have received any written notice
of deficiency or assessment of additional taxes.

3.9 Violation of Other Instruments, Consents, etc.

(a) Except as set forth in Exhibit 3.9(a), neither the execution and delivery of
the Transaction Agreements, nor the consummation of any of the
transactions contemplated thereby, will (i) constitute a breach of or a
Default under any Material Contract of SAHSC or any of its Subsidiaries,
(i1) result in acceleration in the time for performance of any obligation of
SAHSC or any of its Subsidiaries under any Material Contract of SAHSC
or any of its Subsidiaries, (iii) result in the creation of any Lien upon any
asset of SAHSC or any of its Subsidiaries, (iv) require any unobtained
consent, waiver or amendment to any Material Contract of SAHSC or any
of its Subsidiaries, (V) give rise to any severance payment, right of
termination or any other right or cause of action under any Material
Contract of SAHSC or any of its Subsidiaries, or (vi) violate or give rise to
a Default or any other right or cause of action under any Legal

Requirement,

(b)  Except as set forth in Exhibit 3.9(b), no consent, waiver, approval or
authorization of, or filing, registration or qualification with, -any
governmental or regulatory authority is required to be made or obtained by
SAHSC, in connection with the execution, delivery or performance of this
Agreement or any other Transaction Agreement by SAHSC.

3.10 Medical Staff. Except as disclosed in Exhibit 3.10, or to UW Health’s counsel, or as it
relates to routine action as a result of failure to comply with timely preparation of
medical records, no member of the Hospitals’ medical staff is subject to a pending
disciplinary proceeding under the Medical Staff Bylaws or rules of the Hospitals. All
disciplinary actions, the imposition of restrictions or conditions, revocation or non-
renewal of rights and privileges for reasons requiring reporting to state or federal
authorities, including the National Practitioner Data Bank and the Healthcare Integrity
and Protection Data Bank, that are required to be made by the Hospitals during the two
(2) years prior to the Closing have been made. There is no litigation, at law or in equity,
or any proceeding before or investigation by any federal or state judicial or administrative
body pending or, to the Knowledge of SAHSC, threatened with respect to denial or
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3.12

3.13

revocation of privileges or medical staff membership of any of the Hospitals’ medical
staff members.

Meaningful Use. All physicians employed by SAHSC or a Subsidiary of SAHSC who
are eligible to participate in the Medicare and/or Medicaid Meaningful Use Incentive
Payment Program codified at 42 U.S.C. § 1395w-4 and subsequent published regulations
and commentary (“Meaningful Use Program”), are registered as Eligible Professionals
and are utilizing Certified Electronic Health Record Technology in a manner to achieve
and successfully attest to the Meaningful Use Program on an annual basis in order to
receive the related Meaningful Use Program incentive payments and/or avoid any
Meaningful Use Program payment adjustments or penalties. Further, each Hospital
which is eligible to participate in the Meaningful Use Program, is registered as an
Eligible Hospital, and is utilizing Certified Electronic Health Record Technology in a
manner to achieve and successfully attest to the Meaningful Use Program on an annual
basis in order to receive the related Meaningful Use Program incentive payments and/or
avoid any Meaningful Use Program payment adjustments or penalties. Except as set
forth on Exhibit 3.11, no Hospital, or physician employed by SAHSC or a Subsidiary, has
received a notice of audit from the Department of Health and Human Services, the State
of Illinois, or any authorized third party agent regarding the Meaningful Use incentive
program. For purposes of this Section 3.11, the terms “Eligible Professional,”
“Certified Electronic Health Record Technology,” and “Eligible Hospital” shall have
the meanings described in 42 U.S.C. § 1395w-4 and subsequent published regulations

and commentary.

No Other Agreements. Neither SAHSC nor any of its Subsidiaries has any agreement,
absolute or contingent, with any other Person to sell all or any portion of the Business of
SAHSC or any of its Subsidiaries, or any capital stock or assets (other than sales of assets
in the ordinary course of business) of SAHSC or its Subsidiaries, or, to effect any change
of control, merger, consolidation, affiliation or other reorganization of SAHSC or its
Subsidiaries to enter into any agreement with respect thereto.

Finder’s or Broker’s Fees. No broker, investment banker, financial advisor or other
Person, is entitled to any broker’s, finder’s, financial advisor’s or other similar fee or
commission in connection with the transactions contemplated by this Agreement based
upon arrangements made by or on behalf of SAHSC or its Subsidiaries.

ARTICLE IV.
REPRESENTATIONS AND WARRANTIES OF UHC

UHC hereby represents and warrants to SAHSC, except as expressly set forth as to the

matter in question on any of the Exhibits hereto, as follows:

4)1

Organization, Tax Status.

4.1.1 Due Organization and Authorization. Each of UHC and the UHC Members is
duly formed, validly existing and in good standing under the laws of Wisconsin,

and has, as applicable, all requisite power and authority to execute, deliver and
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perform all Transaction Agreements, to perform all the transactions contemplated
thereby, to hold properties, rights and assets and to carry on the business of UW
Health now conducted by them. The execution and delivery of the Transaction
Agreements and the performance of the obligations of UW Health thereunder
have been duly authorized by all necessary action by the UHC Board and of each

UHC Member.

4.1.2  Qualification. Each of UHC and UWMF is duly qualified to do business as a
foreign corporation or organization and is in good standing as such in each
jurisdiction in which it is required to be so qualified, including, but not limited to,

the State of Illinois.

4.1.3 Governing Documents. A copy of the Articles and Restated UHC Bylaws of the
UHC Members have heretofore been made available to SAHSC, are true,

complete and correct, have been duly adopted and are in full force and effect.

4.1.4 Tax Status and Standing. Each of UHC and UWHCA has received a
determination letter from the IRS confirming its Tax-Exempt Public Charity
Status and no such letter has been modified or revoked. There is no challenge,
investigation or inquiry that the IRS has made regarding the Tax-Exempt Public

Charity Status of UHC and UWHCA.

4.2 Violation of Other Instruments, Consents, etc.

(@)  Neither the execution and delivery of the Transaction Agreements, nor the
consummation of any of the transactions contemplated thereby, will
(i) constitute a breach of or a Default under any Material Contract of UHC
or a UHC Member, (ii) result in acceleration in the time for performance
of any obligation of UHC or a UHC Member under any Material Contract
of UHC or a UHC Member, (iii) result in the creation of any Lien upon
any asset of UHC or a UHC Member, (iv) require any unobtained consent,
waiver or amendment to any Material Contract of UHC or a UHC
Member, (v) give rise to any severance payment, right of termination or
any other right or cause of action under any Material Contract of UHC or a
UHC Member, or (vi) violate or give rise to a Default or any other right or
cause of action under any Legal Requirement.

(b)  Except as set forth in Exhibit 4.2(b), no consent, waiver, approval or
authorization of, or filing, registration or qualification with, any

governmental or regulatory authority is required to be made or obtained by
UHC or a UHC Member, in connection with the execution, delivery or
performance of this Agreement or any other Transaction Agreement by
UHC or a UHC Member.

4.3  Finder’s or Broker’s Fees. No broker, investment banker, financial advisor or other
Person is entitled to any broker’s, finder’s, financial advisor’s or other similar fee or
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4.4

4.5

commission in connection with the transactions contemplated by this Agreement based
upon arrangements made by or on behalf of UHC or a UHC Member.

Litigation. Except as set forth on Exhibit 4.4, there is no claim, arbitration or litigation,
at law or in equity, nor any proceeding before or any investigation by any foreign,
federal, state or municipal board or other governmental or administrative agency, in each
case either pending or, to the Knowledge of UHC and each UHC Member, threatened
against UHC or a UHC Member. Neither UHC nor a UHC Member has received written
notice of any judgment, decree or order of any foreign, federal, state or municipal court,
board or other governmental or administrative agency or any arbitrator which has been
issued against it, or any other Person, which would have a Material Adverse Effect on
UHC or a UHC Member, as applicable.

Financial Statements, Change in Condition.
4,5.1 Financial Statements.

(@ UHC and the UHC Members have provided SAHSC their audited
consolidated statements of net assets as of December 31, 2012 and
December 31, 2013 (and in the case of UWHCA, as of June 30, 2013 and
June 30, 2014), and the related statements of revenues, expenses and
changes in net assets and statements of cash flows and management letters
for the fiscal years then ended, including the notes thereto (the “UW

Health Financial Statements”).

(b)  The UW Health Financial Statements were prepared in accordance with
GAAP, or GASB in the case of UWHCA (except as may be expressly
indicated therein or in the notes thereto) and present fairly in all material
respects the financial position of UHC and the UHC Members at the dates
thereof and the results of its operations and cash flows for the periods then
ended, each as certified by the unqualified opinion of the independent
auditor that prepared such UW Health Financial Statements.

(c) UHC and the UHC Members have provided to SAHSC the unaudited
balance sheets of UHC and the UHC Members (to the extent separately
maintained) as of the month ended April 30, 2014, and for each month in
fiscal year 2015 that is available as of the Closing Date, and the unaudited
statements of income and statements of cash flow of UHC and the UHC
Members for the month ended April 30, 2014, and for each month in
fiscal year 2015 that is available as of the Closing Date (“UW Health
Interim Financial Statements”). The UW Health Interim Financial
Statements were prepared in accordance with GAAP (or GASB in the case
of UWHCA), consistent with methods used to prepare the audited UW
Health Financial Statements, subject to normal year-end adjustments
(which will not have a Material Adverse Effect on UW Health) and the

absence of notes thereto.
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4.5.2 Absence of Undisclosed Liabilities. UW Health does not have any liabilities or
obligations of any nature, whether accrued, absolute, contingent or otherwise,
which would be required under GAAP to be reflected in the UW Health Financial
Statements or the notes thereto, except as expressly set forth or reserved against in
the UW Health Financial Statements or disclosed in the notes to the UW Health
Financial Statements for the period then ended or incurred since the date of the
UW Health Financial Statements in the ordinary course of business and consistent

with past practice.

4.5.3 Absence of Certain Change of Events. Except as set forth in Exhibit 4.5.3, since
June 30, 2014, UW Health has conducted its business in the ordinary course and

consistent with past practice. Since June 30, 2014, UW Health has not:
(i) experienced any change or other occurrence; (ii) made any material change in
any accounting principle or practice or in its methods of applying any such
principle or practice; (iii) suffered any damage, destruction or loss, whether or not
covered by insurance; (iv) mortgaged, pledged or subjected to any lien, charge or
other encumbrance, or granted to third parties any rights in, any assets, tangible or
intangible, of UHC and/or any UHC Member; (v) sold or transferred any assets of
UHC and/or any UHC Member, except in the ordinary course of business and
consistent with past practice, or canceled or compromised any debts or waived
any claims or rights, except in the ordinary course of business and consistent with
past practice; or (vi) entered into an agreement to do any of the foregoing,

4.6 Operations in Conformity With Legal Requirements, etc.

4.6.1 Generally.

4.6.1.1 Violation or Default. Except as disclosed in Exhibit 4.6.1.1, in the three
(3) years prior to the Closing Date, a Material Adverse Effect on UW
Health has not occurred due to an instance of non-compliance with all
applicable Legal Requirements in the operations of UW Health, In the
three (3) years prior to the Closing Date, UW Health has not received
any written notice that the operations of UW Health do not comply with
all applicable Legal Requirements where such non-compliance would
have a Material Adverse Effect on UW Health,

4.6.1.2 Legal Proceedings. Except as set forth in Exhibit 4.6.1.2, there are no
criminal, civil or administrative proceedings relating to any Legal
Requirement pending or, to the Knowledge of UW Health, threatened
against UHC or any UHC Member, in connection with the operation of

UW Health.

ARTICLE V.
NON-SURVIVAL OF REPRESENTATIONS AND WARRANTIES

5.1  Survivability. None of the representations and warranties in this Agreement or in any
instrument delivered pursuant to this Agreement shall survive the Closing. All other
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5.2

6.1

commitments, covenants or agreements of the parties which by their terms apply, or are
to be performed in whole or in part after the Closing, shall survive the Closing.

Capital Commitment Offset. Subject to the provisions of this Section 5.2 (Capital
Commitment Offset), SAHSC agrees and acknowledges that the Capital Commitment
may be reduced (a “Capital Commitment Offset”) to the extent that there are any
SAHSC Liabilities identified within three (3) years of the Closing Date (i) not reserved
for or, if reserved, in excess of the stated reserve for such item in the Interim Financial
Statements, (ii) not incurred or accrued in the ordinary course of business, (iii) not subject
to or in excess of insured limits, including the limits of the self-insured trust, of SAHSC
and its Subsidiaries, and (iv) in excess of $1,500,000 in each instance and in the
aggregate exceeding $5,000,000 (“Unreserved Liabilities”), UW Health may only
exercise the Capital Commitment Offset in the event any one instance of an Unreserved
Liability exceeds $1,500,000, and then only for the amount in excess of $1,500,000, or in
the event the aggregate of any Unreserved Liabilities exceeds $5,000,000, and then only
for the amount in excess of $5,000,000. Promptly upon UW Health determining that it
desires an Unreserved Liability to be a Capital Commitment Offset, UW Health shall
provide written notice (the “Offset Notice”) to the SAHSC Board and SAF of the
SAHSC Liabilities subject to the proposed Capital Commitment Offset. Such Offset
Notice shall include the facts, circumstances and accounting data UW Health believes
supports its position that such SAHSC Liabilities are an Unreserved Liability which
should be a Capital Commitment Offset. Within thirty (30) days of the later of the
SAHSC Board’s or SAF’s receipt of the Offset Notice, SAF shall notify UHC that SAF
(a) agrees that such SAHSC Liabilities are an Unreserved Liability which should be a
Capital Commitment Offset and then such SAHSC Liabilities will be treated as a Capital
Commitment Offset; or (b) disputes that such SAHSC Liabilities are an Unreserved
Liability which should be a Capital Commitment Offset (a “Capital Commitment
Offset Dispute”). SAF’s notification to UHC of a Capital Commitment Offset Dispute
shall be treated as an Initial Notice pursuant to Section 12.1 (Informal Dispute
Resolution). SAF and UW Health will follow the dispute procedures set forth in Article
XII (Dispute Resolution) to resolve the Capital Commitment Offset Dispute.

ARTICLE VL
ADDITIONAL COVENANTS OF THE PARTIES

Certain Pre-Closing Matters.

6.1.1 Access to Premises and Information. On and prior to the Closing Date, consistent
with the Antitrust Protocol adopted by the Parties, upon the reasonable advance

- request of either SAHSC or UHC, whichever the case may be, the other Party will
permit the requesting Party and its representatives to have reasonable and
customary access during normal business hours to the premises and the books and
records of the other Party, at the requesting Party’s cost, to make copies of such
financial and operating data and other information with respect to the businesses

and properties of the other Party and its subsidiaries as the requesting Party shall
reasonably request. Each Party will use commercially reasonable efforts to make
available such additional information relating to its business and properties as
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6.1.2

6.1.3

6.1.4

may be reasonably requested by another Party. The Parties acknowledge that the
foregoing shall be conducted in a manner which will avoid unreasonable
disruption to the operations of the other Party and its subsidiaries, shall not
require a Party to provide any access or make available any information that is
subject to the Antitrust Protocol, any attorney-client or similar privilege or
protection or that may not be disclosed pursuant to any Legal Requirement. Any
information obtained by a Party pursuant to this Section will be subject to Section
6.2 (Confidentiality) and the Common Interest/Joint Defense Agreement.

HSR Filing, No less than thirty (30) days prior to the Closing Date, UHC and
SAHSC shall make (or cause to be made) any required filings with the Federal
Trade Commission and the United States Department of Justice pursuant to the
Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (the “HSR
Act”) with respect to the Transaction contemplated hereby (including a request
for early termination of the pre-merger notification waiting period thereunder).
The Parties will cooperate with one another in connection with such filings and in
resolving any investigation or inquiry of any of the Federal Trade Commission,
the United States Department of Justice or any other governmental or regulatory
authority in connection with any such filing. UHC shall pay the required fee in
connection with the HSR Act filing.

Certificate of Need. No less than sixty (60) days prior to the Closing Date,
SAHSC shall prepare and submit to the HFSRB the appropriate application for
either a Certificate of Need Permit or an Exemption Permit, whichever the case
may be. The Parties will cooperate with one another in connection with such
filing and in resolving any inquiry by the HFSRB. SAHSC will bear the costs and
fees associated with the Certificate of Need or Exemption Permit.

Additional Governmental Consents and Approvals. SAHSC shall prepare and

submit in a timely fashion all additional notices and requests for any approvals or
consents by appropriate federal, state and local governmental agencies necessary
for SAHSC and its Subsidiaries to consummate the Member Substitution and
other transactions contemplated under the Transaction Agreements, including,
without limitation, the consents and approvals listed on Exhibit 3.9(b). UW
Health shall prepare and submit in a timely fashion all additional notices and
requests for any approvals or consents by appropriate federal, state and local
governmental agencies necessary for UW Health to consummate the Member
Substitution and other transactions contemplated under the Transaction
Agreements, including, without limitation, the consents and approvals listed on
Exhibit 4.2(b). UW Health and SAHSC shall work cooperatively to prepare the
notices and requests described above.

Conduct of Business Prior to Closing. Except as set forth on Exhibit 6.1.5, or as
otherwise expressly provided in this Agreement or as approved in writing by
UHC, from the Effective Date until the Closing Date:
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6.1.6

6.1.7

(@)  SAHSC and each of its Subsidiaries (i) shall have carried on its Business
in substantially the same manner as heretofore carried on, and (ii) shall
have conducted its Business in compliance (and without waiver, variance
or extensions except as has been disclosed to UHC in writing) with all
material statutory and regulatory requirements of any federal, state, or
local authority.

(b)  Neither SAHSC nor any of its Subsidiaries will acquire or dispose of any
asset, tangible or intangible, other than in the ordinary course of business
consistent with its prior practices, or pursuant to a Material Contract
identified on Exhibit 3.4.

(¢)  Except in the ordinary course of its business and consistent with prior
practice, neither SAHSC nor any of its Subsidiaries will: (i) increase the
compensation payable or to become payable to any of its directors,
trustees, officers, or employees other than reasonable annual increases
consistent with its prior practices, or pursuant to a Material Contract
identified on Exhibit 3.4 or an Employee Benefit Plan identified on
Exhibit 3.5.6; (ii) enter into any new or amend or alter any Employee
Benefit Plan; (iii) establish, adopt, or enter into any collective bargaining
agreement; or (iv) except as may be required by GAAP, change its
accounting methods, principles or practices in any material respect.

(d)  Except in the ordinary course of its business or pursuant to a Material
Contract identified on Exhibit 3.4, neither SAHSC nor any of its
Subsidiaries will enter into or assume any Indebtedness or any mortgage,
pledge or conditional sale, nor permit any Liens of any kind to attach to
any Property, whether now owned or hereafter acquired.

Solicitation of Other Offers. From the Effective Date until the earlier of the
Closing Date or the termination of this Agreement pursuant to Article IX
(Téermination), neither SAHSC nor any of its Subsidiaries will enter into
negotiations, transactions or contracts with any Person without the prior written
consent of UHC concerning any merger, change of control, consolidation,
reorganization, affiliation, sale of any portion of the Business or assets (other than
sales of assets in the ordinary course of business), management agreement, or
similar transactions, involving SAHSC or any of its Subsidiaries.

UW and SAHSC Service Area. UW Health shall not directly or indirectly
through any officer, director, trustee, agent or otherwise solicit, make, entertain,

discuss or negotiate the terms of any offer or proposal from or to any person or
entity or enter into any agreement (whether absolute, binding, conditional or
contingent), other than this Agreement relating to services to be provided in the
SAHSC Service Area in any way concerning any (i) investment in the SAHSC
Service Area, (ii) acquisition or direct or indirect control of any entity providing
services in the SAHSC Service Area, or (iii) affiliation, management agreement,
joint operating agreement, merger, consolidation or other business combination
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6.1.8

6.1.9

6.1.10

involving services provided in the SAHSC Service Area or otherwise cooperate in
any way with, or assist or participate in, facilitate or encourage, any effort or
attempt by any person or entity, other than in accordance with the terms of this
Agreement, to do or seek any of the foregoing, except that the parties recognize
and agree that (a) UW Health may maintain any service arrangements they may
have in the SAHSC Service Area as of the Effective Date, including services
arrangements at FHN Memorial Hospital; (b) UW Health has been in discussions
with Rockford Memorial Hospital regarding the establishment of a community
pediatric program, and such discussions shall not be precluded by this section;
and, (¢) UWMF may enter into physician coverage/service agreements within the
SAHSC Service Area, provided such agreements are disclosed to SAHSC.

Notice of Breach. From the Effective Date to the Closing, each Party shall,
promptly upon becoming aware thereof, give reasonably detailed written notice to
the other Parties of the occurrence of any event which would cause or constitute a
breach, or would have caused or constituted a breach, had such event occurred or
been known to that Party prior to the Effective Date, of any of their covenants,
agreements, representations, or warranties contained in this Agreement or in any
document delivered in accordance with the terms hereof; provided, however, that
the provision of such notice shall not constitute a waiver or modification of any
rights of the non-notifying Parties in respect thereof; provided further, that any
supplement or amendment of an Exhibit pursuant to Section 6.1.9 (Supplemental
Disclosure) will not be considered a breach subject to the provisionsof this

Section.

Supplemental Disclosure. From the Effective Date until the Closing, each Party
shall have the continuing right and obligation to promptly supplement or amend
the Exhibits and to supplement any information therein contained or
representation herein contained with respect to any matter arising or discovered
after the Effective Date which, if existing or known as of the Effective Date,
would have been required to be set forth or described in the Exhibits or the
absence of which would make any representation or warranty of the Party (to the
extent required to be made as of the Closing Date), untrue, incomplete or
misleading. Notwithstanding anything contained in this Agreement, a Party may
amend, restate, or otherwise modify Exhibits within ten (10) business days prior
to the Closing Date without the other Party’s approval, so long as such
amendment, restatement, or modification does not (i) make any representation or
warranty of a Party materially untrue, incomplete, or misleading when given as of
the Effective Date, or (ii) have a Material Adverse Effect on a Party or the

Transaction,

Expenses of Transaction. Except as otherwise expressly set forth in this
Agreement, whether or not the transactions provided for herein are consummated,
each Party will bear its own expenses, costs and fees incurred in connection with
the preparation, negotiation and execution of this Agreement and the other
Transaction Agreements, the compliance herewith and the consummation of the

transactions contemplated hereby and thereby.
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6.2

6.1.11

UHC Board Appointments. Subject to Closing, the SAHSC Board shall ap?pint
the initial SAHSC Directors to the UHC Board.

6.1.12 Modification of Cancer Center Agreement. Prior to the Closing, SAH and UHC

6.1.13

6.1.14

shall mutually agree upon an amendment to the Cancer Center Agreement (the
“Cancer Center Amendment”) which will modify the terms of the Cancer
Center Agreement due to the Transaction. Such modifications shall include, but
not be limited to, (i) elimination, as of the Closing Date, of the Management Fee
and the Co-Management and Shared Risk Payment (as such terms are defined in
the Cancer Center Agreement), (ii) the elimination, as of the Closing Date, of any
payments pursuant to Section 7.5 of the Cancer Center Agreement, and (iii)
effective as of the Closing Date, UHC or a UHC Member shall charge SAH only
pro rata actual direct costs for any services provided by UHC or a UHC Member.

Termination of Affiliation Agreement. SAH and UHC shall mutually agree upon
a written agreement terminating the Affiliation Agreement.

Amendment of the SAHSC Leadership Severance Policy. SAHSC shall amend

the SAHSC Severance Policy for Leadership Employees pursuant to Section
2.15.3 (Severance Policies).

Confidentiality.

6.2.1

6.2.2

General; Public Statements. The Parties agree that the terms and conditions of
this Agreement will remain confidential unless required to disclose pursuant to a
Legal Requirement. No Party will distribute this Agreement or any part of this
Agreement or reveal any of the terms of this Agreement to any Person other than
their employees, agents, subsidiaries, legal counsel, accountants, or other
consultants on a need-to-know basis. The Parties acknowledge and agree,
however, that this Agreement will be summarized in mutually agreed upon
statements to inform the Parties’ respective interested constituencies about the
nature of the transactions contemplated by this Agreement. The Parties shall
mutually agree upon any proposed public statements concerning this Agreement
and the transactions contemplated hereby.

Confidential and Proprietary Information. The Parties acknowledge that UHC

inadvertently did not execute the Mutual Confidentiality Agreement. Therefore,
the substantive provisions of the Mutual Confidentiality Agreement are set forth
in this Section 6.2 and incorporated in this Agreement. In connection with the
consummation of the transactions contemplated by this Agreement, each Party
will disclose and has disclosed certain proprietary information to the other Party
on a confidential basis. All information that is disclosed by one Party to the other
in connection with the consummation of the transactions contemplated by this
Agreement, including all information disclosed on or after the Parties jointly
engaged Kaufmann Hall as a professional advisor on November 13, 2013, shall
automatically be deemed proprietary and subject to this Agreement, unless
otherwise confirmed in writing by the disclosing Party. With respect to
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6.2.3

6.2.4

information disclosed under this Agreement, the Party to whom the Information is
disclosed and its Representatives shall: (i) hold the Information in confidence,
exercising a degree of care not less than the care used by such Party to protect its
own proprietary or confidential information that it does not wish to disclose, and
in no event less than a reasonable degree of care; (ii) restrict disclosure of the
Information solely to those Representatives with a need to know and not disclose
it to any other Person; (iii) not reproduce any such Information without the
written consent of disclosing Party, unless reproduction of such Information is
necessary for use in connection with continuing discussions by the parties
concerning the Transaction, nor without any and all notices or legends that appear
on or in the original; (iv) use the Information only in connection with continuing
discussions by the parties concerning the Transaction; (v) not disclose such ,
Information to any third party without prior written approval of the other Party;
and (vi) each Party shall be responsible for any breach of this Agreement by its
respective Representatives and shall take all reasonably necessary measures to
restrain its Representatives from unauthorized disclosure or use of Information.

Return of Confidential Information. Information shall be deemed the property of
the disclosing Party and, within five (5) business days upon written request from
the disclosing Party, or upon termination of this Agreement pursuant to Article IX
(Termination), the other Parties will return all such Information received in
tangible form, as well as all reproductions thereof, to the disclosing Party or, if
agreed to by the disclosing Party, will destroy all such Information and certify
destruction thereof to the disclosing Party. If any Party loses or makes any
unauthorized disclosure of the other Party’s Information, it shall notify such other
Party immediately and use its best efforts to retrieve the lost or wrongfully-

disclosed Information.

Exclusion from Confidential Information. The Party or Parties to whom
Information is disclosed shall have no obligation to preserve the proprietary
nature of any Information which: (i) was previously known to such Party or
Parties to be free of any obligation to keep it confidential; (ii) is, or becomes,
publicly available by means other than unauthorized disclosure; (iii) is developed
by, or on behalf of, such Party or Parties independent of any Information
furnished under this Agreement; (iv) is received from a third party whose
disclosure does not violate any preexisting confidentiality obligation; or (v) is
required to be disclosed by Legal Requirement. Unless such notice is prohibited
by law, if a Party is so required to disclose Information of another Party, the Party
required to disclose the Information shall (a) promptly provide advance written
notice to the other Party of any such disclosure, request(s), or requirement(s) in
order to provide the other Party with an opportunity to object to, seek or take
action to obtain an appropriate protective order, or implement any other
appropriate remedy and/or other relief to guard against the disclosure, and/or (b)
disclose only such Information as, in the reasonable opinion of its legal advisors,
is required in order to comply with its Legal Requirement.
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6.3

6.2.5 Wisconsin Public Records and Property Laws. Notwithstanding the above, copies
of materials in the hands of the UW Health Parties may be subject to the
Wisconsin Public Records & Property Laws. Notwithstanding any other
provisions of this Agreement, compliance with such public records laws shall not
be considered a violation of this Agreement. If a UW Health Party receives a
public records request for SAHSC information that the UW Health Party believes
is not exempt from disclosure under the laws, the UW Health Parties will send
SAHSC written notice of the request before releasing the information, so that
SAHSC has an opportunity promptly to litigate the disclosure. If such UW Health
Party’s determination of exemption is challenged, such UW Health Party will
send SAHSC written notice of this challenge, so that SAHSC has an opportunity
promptly to litigate the c‘hallenge. UW Health Parties are not compelled by this
Agreement to litigate any public records disclosure issue.

6.2.6 Miscellaneous. Each Party retains the right, in its sole discretion, to determine
whether to disclose its Information {o any other Party and disclosure of
Information of any nature shall not obligate the disclosing Party to disclose any
further Information nor shall it imply any license or grant of rights with respect
thereto. Each Party acknowledges that no Party makes any representation or
warranty (express or implied) as to the accuracy or completeness of any
Information, except as otherwise provided herein. Each party hereby expressly
disclaims any and all liability that may be based, in whole or in part, on any
Information, errors therein or omissions therefrom. Nothing contained in this
Agreement shall be construed as granting, or conferring any rights by license or
otherwise in any Information disclosed, or under any trademark, patent, copyright,
mask work or any other intellectual property right of any Party. None of the
Information which may be disclosed or exchanged by the Parties shall constitute
any representation, warranty, assurance, guarantee or inducement by any Party to
another of any kind, and, in particular, with respect to the non-infringement of
trademarks, patents, copyrights, mask works or any other intellectual property
right. Each Party agrees that the disclosing Party may be irreparably injured by a
breach of this Section by the receiving Party or its Representatives and that the
disclosing Party may be entitled to equitable relief, including injunctive relief and
specific performance, in the event of any breach of the provisions of this Section.
Such remedies shall not be deemed to be the exclusive remedies of a breach of
this Section, but shall be in addition to all other remedies available at law or in

equity.

Efforts; Further Assurances. Prior to the Closing, each of the Parties will use
commercially reasonable efforts to bring about the fulfillment of each of the conditions

precedent to the obligations of each Party hereto as set forth in this Agreement, and to,
prior to Closing and, if the Agreement is not terminated pursuant to Article IX
(Termination), then also after Closing, do each and every act and thing as may be
necessary or reasonably desirable to consummate the transactions contemplated in this
Agreement and to consummate, as reasonably practicable, the Member Substitution on
the terms herein, including obtaining the written consents of any third parties that are
necessary to comply with the provisions of this Agreement. None of SAHSC, SAHSC’s
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Subsidiaries, UHC or a UHC Member, shall take any action that is likely to impair their
ability to consummate the transactions contemplated in this Agreement, nor shall they
omit to take any action the omission of which is likely to impair such ability.

ARTICLE VIL
THE CLOSING

The Closing, The closing of the Member Substitution under this Agreement (the
“Closing”) shall take place at SAH, on December 31, 2014, or at such other time or at
such other place or date mutually agreed to by the Parties, (such date being referred to
herein as the “Closing Date”), and shall be effective as of 12:01 am Central Time,

January 1, 2015.

ARTICLE VIIL
CONDITIONS OF EACH PARTY’S OBLIGATION TO CLOSE

The respective obligations of the Parties to consummate the Member Substitution

hereunder are subject to the satisfaction, by the Party specified below, at or prior to the Closing,
of all of the following conditions, compliance with which, or the occurrence of which, may be
waived, except as may be provided by any Legal Requirements, in whole or in part by the Party
for which the condition or obligation is being performed in its sole discretion:

8.1

8.2

Representations, Warranties and Coyenants.
8.1.1 Continued Accuracy of Representations and Warranties. The representations and

warranties of each of the Parties contained, respectively, in Articles ITI and IV of
this Agreement, shall be true and correct as of the Closing with the same force
and effect as if made at and as of the Closing (except to the extent that any such
representation or warranty is made as of a specified date, in which case such
representation or warranty shall have been true and correct in all respects as of
such specified date); provided, that Exhibits to this Agreement necessary to make
the representations of the Parties true and correct as of the Closing Date may be
delivered by the Parties between the Effective Date and the Closing Date pursuant
to Section 6.1.9 (Supplemental Disclosure).

8.1.2 Performance of Agreements. The Parties shall have performed and satisfied all
covenants and conditions required by this Agreement and each of the other
Transaction Agreements to be performed or satisfied by the Party at or prior to the

Closing,

8.1.3 Certificates. Each Party shall furnish a certificate (or certificates), signed by an
officer of such Party and dated as of the Closing Date, to the effect that the
conditions specified in Sections 8.1.1 and 8.1.2 hereof have been satisfied by such

Party.

HSR Approval. The pre-merger notification waiting period under the HSR Act shall
have expired or been earlier terminated. :
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8.4

85

8.6

8.7

8.8

809

8.10

8.11

8.12

CON. SAHSC shall have obtained a determination from the HSFRB issuing either a
Certificate of Need Permit or an Exemption Permit, whichever the case may be, allowing

the Transaction to close,

Litigation, The consummation of the Member Substitution and the transactions
contemplated by this Agreement and the Transaction Agreements shall not be prohibited
by any Legal Requirement, No action or proceeding shall have been instituted by a
public authority at or prior to the Closing before any court, arbitrator or other
governmental body pertaining to the Member Substitution or any transactions
contemplated by this Agreement or the Transaction Agreements, the results of which
could prevent or make illegal the consummation of any such transactions.

Additional Governmental Consents and Approvals. SAHSC shall have filed all

additional notices and obtained all other consents and approvals from appropriate federal,
state and local governmental agencies listed on Exhibit 3.9(b). UHC shall have filed all
additional notices and obtained all other consents and approvals from appropriate federal,
state and local governmental agencies listed on Exhibit 4.2(b).

Third Party Consents. Unless otherwise waived by UHC, SAHSC shall have obtained
any consent, amendment, approval or waiver relating to the Material Contracts set forth

on Exhibit 3.4(d).

Certificate of Amendment. SAHSC shall deliver to UHC duly executed and
acknowledged Restated SAHSC Articles, Restated SAHSC Bylaws, Restated SAHSC
Subsidiary Articles and Restated SAHSC Subsidiary Bylaws (including Restated SAF
Bylaws), in a form suitable for filing with the Office of the Secretary of State of Illinois.
UHC shall deliver to SAHSC duly executed and acknowledged Restated UHC Bylaws,

Corporate Actions. Subject to Closing, all necessary corporate actions will have been
taken by SAHSC, certain Subsidiaries and UHC to adopt the Amended & Restated
Articles and Bylaws, including approval of the governing body of each Party. Subject to
Closing, all necessary corporate actions will have been taken by SAF to amend its
Bylaws to reflect the provisions set forth in Section 2.20 (SAF Enforcement). Copies of
resolutions will be provided by SAHSC, UHC and the UHC Members approving and
authorizing the Transaction and the execution and delivery of the Agreement and the
other Transaction Agreements.

Material Adverse Effect. Since the Effective Date, no Material Adverse Effect shall
have occurred in respect to SAHSC or UHC.

UHC Board Appointments. SAHSC shall provide evidence that the SAHSC Board has
appointed the initial SAHSC Directors to the UHC Board.

Cancer Center Amendment. SAH and UHC will execute the Cancer Center
Amendment,

Termination of Affiliation Agreement. UHC and SAH will execute a written

agreement terminating the Affiliation Agreement.
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8.13 Amendment of the SAHSC Leadership Severance Policy. SAHSC will amend the
SAHSC Severance Policy for Leadership Employees pursuant to Section 2.15.3

(Severance Policies).

8.14 Completion of Due Diligence. UHC shall have completed to its satisfaction legal,
financial and other due diligence of SAHSC.

ARTICLE IX,
TERMINATION

9.1  Termination or Abandonment. This Agreement may be terminated and abandoned at
any time prior to the Closing:

(a) by mutual written consent of the Parties; or

(b) by written notice from any Party if the Closing has not been consummated
on or prior to March 31, 2015 (the “Outside Date”); provided, however,
that the right to terminate this Agreement pursuant to this Section 9.1(b)
shall not be available to any Party whose failure (unless such failure is
beyond the reasonable control and best efforts of such Party) to fulfill any
of its obligations contained in this Agreement has been the cause of, or
resulted in, the failure of the Closing to have occurred on or prior to the

Qutside Date.

9.2  Effect of Termination. In the event of the termination of this Agreement pursuant to the
foregoing provisions of this Article IX, this Agreement shall become void and have no
further effect, with no liability on the part of any Party or its Subsidiaries in respect
thereof, except that Section 6.1.10 (Expenses of Transaction), Section 6.2
(Confidentiality), this Section 9.2 (Effect of Termination), Article X (Notices), and
Article XI (Miscellaneous) will survive and the Common Interest/Joint Defense
Agreement will survive termination of this Agreement.

ARTICLE X.
NOTICES

Any notice or other communication required or permitted hereunder shall be in writing,
and shall be deemed to have been given (i) one (1) business day after dispatch by a nationally
recognized overnight delivery service, (ii) five (5) business days after the date when placed in the
United States mail, registered or certified, postage prepaid, or (iii) upon delivery when personally
delivered to the following address or addresses (or at such other addresses designated by the
‘ parties in writing from time to time):

If to SAHSC or the SwedishAmerican Health System Corporation
SAHSC Board 1401 East State Street
Rockford, IL 61104
Attention: William R. Gorski, M.D.
President and CEO
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Copy to: Holmstrom & Kennedy, P.C.
800 North Church Street
P.O. Box 589
Rockford, IL 61105
Attention:  Philip R. Frankfort, Esq.

If to SAF: SwedishAmerican Foundation
1415 East State Street
Suite 100
Rockford, IL 61104
Attention: Laura Wilkinson
Director

Copy to: Holmstrom & Kennedy, P.C.
800 North Church Street
P.O. Box 589
Rockford, IL 61105
Attention:  Philip R. Frankfort, Esq.

If to UHC: University Health Care, Inc.
301 South Westfield Road, Suite 320
Madison, WI 53717
Attention: Michael E. Dallman
President

Copy to: Daniel P. Brzozowski, Esq.
Corporate Counsel
University Health Care, Inc.
301 South Westfield Road, Suite 320
Madison, WI 53717

If to UWHCA: University of Wisconsin Hospitals and Clinics Authority
600 Highland Avenue, H4/841
Madison, W1 53792-8360
Attention: Ronald T. Sliwinski
President/CEO

Copy to: Kelly C. Wilson, Esq.
Senior Vice President, General Counsel and Secretary
University of Wisconsin Hospital and Clinics
600 Highland Avenue, H4/828
Madison, WI 53792-8360
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If to UWMEF: = University of Wisconsin Medical Foundation
7974 UW Health Court
Middleton, W1 53562
Attention:  Peter Christman
Chief Operating Officer

Copy to: Steven P. Means, Esq.
General Counsel
Vice President of Legal Services and Compliance
University of Wisconsin Medical Foundation
7974 UW Health Court
Middleton, WI 53562

ARTICLE XI.
MISCELLANEOUS

Entire Agreement. This Agreement and the other Transaction Agreements, constitute
the entire agreement among the Parties hereto with respect to the subject matter described
herein and supersede all prior agreements (including the Letter of Intent, dated April 28,
2014, among the Parties), representations, understandings, negotiations and discussions,
whether oral or written, respecting the subject matter hereof; provided, however, the
Common Interest/Joint Defense Agreement shall not be superseded and shall remain in
full force and effect in accordance with its terms.

Amendment or Modification, etc. The Parties may not amend, modify or waive any
provision of this Agreement except in such manner as may be agreed upon by a written
instrument executed by each Party. No waiver of any provision of this Agreement shall
be deemed or shall constitute a waiver of any other provision of this Agreement (whether
or not similar), nor shall such waiver constitute a continuing waiver unless otherwise

expressly provided.

Headings. Section and subsection headings are not to be considered part of the
Transaction Agreements, are included solely for convenience and are not intended to be

full or accurate descriptions of the content thereof.

Exhibits, Transactions Contemplated by Agreement. Exhibits, agreements, schedules,

annexes and documents referred to in the Transaction Agreements are an integral part
thereof. ~

Severability. In the event that any provision of the Transaction Agreements would,
under applicable law, be invalid or unenforceable, such provision shall, to the extent
permitted under applicable law, be construed by modifying or limiting it so as to be valid
and enforceable to the maximum extent possible under applicable law so long as its
validity or enforceability will not have a Material Adverse Effect on a Party. The
provisions of the Transaction Agreements are severable, and in the event that any
provision thereof should be held invalid or unenforceable in any respect, it shall not
invalidate, render unenforceable or otherwise affect any other provision thereof if the
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11.7

11.8

11.9

11.10

provision held invalid or unenforceable in any respect does not have a Material Adverse
Effect on any Party.

Counterparts and E-Mail, The Transaction Agreements may be executed in any
number of counterparts, each of which shall be deemed an original, but all of which

together shall constitute but one and the same instrument. For purposes of execution of
this Agreement, the Parties shall treat any signed document that is scanned and
transmitted by e-mail as an original document so long as the signed document with the
original signature is promptly sent to the other Party via United States Mail or nationally

recognized overnight courier.

Construction of Schedules and Exhibits. The listing, description or disclosure of any
item or matter in any Schedule or Exhibit hereto or the furnishing or availability for
review of any document referred to herein, in any Transaction Agreement, or in any such
Schedule or Exhibit shall not be construed to modify, qualify or disclose an exception to
any representation or warranty, unless and only to the extent that the listing or description
of the existence or non-existence of the item, matter or document specifically and
expressly relates to a particular representation or warranty.

Third Party Beneficiaries. The Parties agree that this Agreement and all of the
Transaction Agreements do not confer any benefits, rights or remedies upon any Person
other than the Parties and their respective successors and assigns. Provided, however,
SAF shall be deemed an express third party beneficiary of SAHSC for a period of five (5)
years from the Closing Date (or in the case of the Capital Commitment, until it is
satisfied) with respect to (i) the enforcement of those commitments of UHC and/or any
UHC Member set forth in Section 2.2 (Governance of UHC), Section 2.3 (Governance of
SAHSC), Section 2.8 (Commitment to On-Going Capital Needs), Section 2.10 (Charity
Care and Community Obligations), Section 2.11 (SAHSC as Northern Illinois Hub),
Section 2.19 (Material Covenants), and Section 2.20 (SAF Enforcement); (ii) the
unwinding rights set forth in Section 2.18 (Unwind Parameters); and (iii) the rights set
forth in Section 5.2 (Capital Commitment Offset).

Assignment. No Party shall have the right to assign or otherwise transfer this Agreement
without the prior written consent of the other Parties. Subject to the foregoing sentence,
all of the terms and provisions of this Agreement shall be binding upon and shall inure to
the benefit of the Parties and their permitted transferees, successors and permitted

assigns.

Governing Law. This Agreement shall be governed by and construed in accordance
with the domestic substantive laws of the State of Wisconsin, without giving effect to any

choice or conflict of law provision or rule that would cause the application of the
domestic substantive laws of any other jurisdiction. Except as set forth in Article XII

(Dispute Resolution) and Section 2.18.4(c) (Unwind Process), venue regarding any action
hereunder will rest in the state and federal courts of Dane County, Wisconsin, and each

Party consents to the jurisdiction thereof.
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UW Health Obligations. The liability of each of UHC, UWHCA and UWMEF under this
Agreement and the Transaction Agreements will be joint and several with UHC,
UWHCA and UWMF, Where in this Agreement provision is made for any action to be
taken or not taken by any of UHC, UWHCA or UWMF, UHC, UWHCA and UWMF
jointly and severally undertake to cause UHC, UWHCA and UWMF to take or not take
such action, as the case may be. Without limiting the generality of the foregoing, UHC,
UWHCA, and UWMF shall be jointly and severally liable for the Routine Capital
Expenditures and the Capital Commitments.

Non-Discrimination. SAHSC shall not discriminate against any employee or applicant
for employment because of age, race, religion, color, handicap, sex, physical condition,
developmental disability (as defined in Wis. Stat. § 51.01(v)), sexual orientation (as
defined in Wis. Stat. § 111.32(13m)), or national origin and, except with respect to sexual
orientation, SAHSC will take affirmative action to ensure equal employment
opportunities, all in accordance with Wis, Stat. § 16.765.

ARTICLE XII.
DISPUTE RESOLUTIONS

After the Closing Date, the provisions of this Article XII (Dispute Resolution) will apply

to any disputes between SAF and UHC and/or any UHC Members related to (i) the fulfillment of
the commitments, covenants and obligations of UHC and/or the UHC Members set forth in
Section 2.2 (Governance of UHC), Section 2.3 (Governance of SAHSC), Section 2.8
(Commitment to On-Going Capital Needs), Section 2.10 (Charity Care and Community
Obligations), Section 2.11 (SAHSC as Northern Illinois Hub), Section 2.19 (Material
Covenants), and Section 2.20 (SAF Enforcement); (ii) whether or not an Unwinding Event has
occurred; and (iii) a Capital Commitment Offset Dispute (collectively the “Disputed Issues™).

12.1

Informal Dispute Resolution. Upon SAF, UHC or any UHC Member’s receipt of a
written notice of a Disputed Issue (“Initial Notice”), which sets forth the nature of the

Disputed Issue, the facts and circumstances which the sender believes supports its
position, and the relief sought, SAF and UW Health shall convene a working group
(“Working Group”) within ten (10) business days to discuss and attempt to resolve the
Disputed Issue (“First Level Dispute Process”). The Working Group shall be
comprised of an equal number of persons representing SAHSC and SAF, on the one
hand, and UW Health, on the other hand. The Working Group shall include at least one
(1) vice president (or an executive of a level greater than vice president) representing
each of UW Health, on the one hand, and SAHSC or SAF, on the other hand, and shall
meet in good faith to settle the Disputed Issue. The initial discussions of the Working
Group will occur within fifteen (15) business days of the receipt of the Initial Notice of
the Disputed Issue. If the Disputed Issue is not satisfactorily resolved through the First
Level Dispute Process, (i) SAF and UW Health may, at any time, mutually submit the
Disputed Issue to mediation pursuant to Section 12.2 (Mediation); or (ii) SAF or UW
Health may, at any time, submit the Disputed Issue to arbitration pursuant to Section 12.3

(Arbitration).
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12.3

Mediation. If SAF and UW Health mutually agree, any Disputed Issue that has not been
resolved through the First Level Dispute Process may be mutually submitted by SAF and
UW Health to mediation under the American Health Lawyers Association Alternative
Dispute Resolution Service Rules of Procedure for Mediation, in the County of Dane,
Wisconsin, Unless otherwise agreed by SAF and UW Health, the mediation shall be
conducted by an attorney with at least ten (10) years of experience concentrated in health
law, acceptable to SAF and UW Health. The costs of the mediator will be shared equally
by UW Health and SAF, but otherwise each of SAF and UW Health shall be responsible
for its own costs in connection with the mediation. If the matter is not resolved by
mediation within sixty (60) days after the initial request for mediation (or such longer
period of time as mutually agreed-upon by SAF and UW Health), then the matter shall be
decided by arbitration pursuant to Section 12.3 (Arbitration) below.

Arbitration,

12.3.1 Arbitration Decision. All disputes, claims and demands related to the Disputed
Issues under Article XII (Dispute Resolution) that have not been resolved by the
First Level Dispute Process or by mediation pursuant to Section 12.2 (Mediation)
shall be settled by arbitration before a single arbitrator pursuant to the rules of the
American Health Lawyers Association (“AHLA”) in the County of Dane,
Wisconsin; provided, however, that (i) any decision pursuant to such arbitration
(the “Arbitration Decision”) shall include the written opinion of the arbitrator
giving the reason for the Arbitration Decision and the arbitrator’s findings of fact
and conclusions of law on which the Arbitration Decision was made; and (ii)
SAF’s and UW Health’s remedies pursuant to any Arbitration Decision will be
limited to equitable relief, including, but not limited to, specific performance, and
no monetary damages or other legal remedies will be available. The Arbitration
Decision shall be final and binding upon SAF and UW Health and, upon the
request of SAF or UW Health, shall be entered and enforced as a final judgment
or order through any federal or state court of competent jurisdiction.

12.3.2 Arbitrator Selection. The arbitrator shall be selected by the joint agreement of
SAF and UW Health, but if they do not so agree within twenty (20) days of the
date of a request for arbitration, the selection shall be made as follows, if
permitted under the then-applicable rules of the AHLS dispute resolution
procedures: SAF shall select one arbitrator and UW Health shall select a second
arbitrator. The two arbitrators shall then select a third arbitrator, The three
arbitrators collectively shall settle pursuant to the rules of the AHLA all disputes,
claims and demands between SAHSC and SAF, on the one hand, and UW Health,
on the other hand, which relate to the Disputed Issues brought before them. If the
then-applicable rules of the AHLA dispute resolution procedures specify a
different method for selection of an arbitrator or a panel of arbitrators, the AHLA
rules shall be conclusive and binding upon SAF and UW Health and shall be
enforceable in any federal or state court of competent jurisdiction.
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12.3.3 Arbitration Expenses. SAF and UW Health shall each pay their own expenses of

arbitration except for the reasonable attorneys’ fees incurred pursuant to this
Section 12.3 (Arbitration) by the prevailing party, which fees shall be paid for by
the losing party. If there are three arbitrators, SAF shall pay for the expenses of
the arbitrator it selects, UW Health shall pay for the expenses of the arbitrator it
selects, and the expenses of the third arbitrator shall be divided equally between
SAF and UW Health and paid accordingly. If there is only one arbitrator, the
expenses of the arbitrator shall be divided equally between SAF and UW Health

and paid accordingly.

12.3.4 Miscellaneous. In the event that any part of this Agreement to arbitrate claims as

set forth above is held to be in conflict with a mandatory provision of applicable
law, the conflicting rule shall be deemed to be automatically modified to comply
with the mandatory provision of applicable law and will not otherwise affect the
remaining provisions of this Section 12.3 (Arbitration). Nothing set forth in this
Section 12.3 (Arbitration) shall prevent SAF and UW Health from settling any
Disputed Issue by mediation or by mutual agreement at any time,

ARTICLE XIII
DEFINITIONS

13.1 Terms Defined Herein, For the purposes of this Agreement, the terms defined in this
Article XIII shall refer to either SAHSC or UW Health and their respective subsidiaries, as the
case may be and as the context of the provision requires. The following terms defined elsewhere
in this Agreement in the Sections set forth below shall have the respective meanings therein

defined:
(@

®
©

@

(e

®

The term “Affiliation Agreement” shall mean the Affiliation Agreement by and
between UHC and SAH dated March 1, 2010.

The term “Authority” shall mean the Illinois Finance Authority.

The term “Business” shall mean the business and operations of SAHSC and/or its
Subsidiaries, or of UW Health, as the context requires.

The term “Cancer Center Agreement” shall mean the Cancer Center Clinical
Co-Management and Shared Risk Agreement, made as of March 1, 2013, by and
between SAH and UHC.

The term “Code” shall mean the federal Internal Revenue Code of 1986 or any
successor statute, and the rules and regulations thereunder, and in the case of any
referenced section of any such statute, rule or regulation, any successor section
thereof, collectively and as from time to time amended and in effect.

The term “Common Interest/Joint Defense Agreement” shall mean the
Common Interest/Joint Defense Agreement, retroactive to November 13, 2013,
among the Parties, Hall Render Killian Heath & Lyman, P.C. and Holmstrom &

Kennedy, P.C.
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A “Default” means (i) any default in the payment of interest or principal when the
same becomes due and payable, or (ii) any event or occurrence which constitutes
or gives rise to, or with the lapse of time or the giving of notice or both would
constitute or give rise to, a default or right of acceleration under the terms of a

Material Contract. N

The term “Direct Expenses” means those variable costs of direct cost centers that
are revenue-producing departments and indirect cost centers whereby expenses
are variable and based on patient or census related.

The term “Employer” shall mean SAHSC and its Subsidiaries, or any Person that
would be treated as a single employer with SAHSC or any of its Subsidiaries
under the provisions of Sections 414(b), (c), (m) or (o) of the Code.

The term “Environmental Law” shall mean any federal, state, local or common
law, regulation or Legal Requirement relating to pollution, or protection or
cleanup of the environment, including, without limitation, the Comprehensive
Environmental Response, Compensation and Liability Act of 1980, as amended
(“CERCLA”), the Resource Conservation and Recovery Act of 1976, as
amended (“RCRA”), the Federal Clean Air Act, as amended, the Federal Clean
Water Act, as amended, the Occupational Safety and Health Act, as amended, and
any other law or Legal Requirement, as now or hereinafter in effect, relating to:
(i) the Release, containment, removal, remediation, response, cleanup or
abatement of any Hazardous or Chemical Substance; (ii) the manufacture,
generation, formulation, processing, labeling, distribution, introduction into
commerce, use, treatment, handling, storage, recycling, disposal or transportation
of any Hazardous or Chemical Substance; (iii) exposure of persons, including
employees, to any Hazardous or Chemical Substance; or, (iv)the physical
structure or condition of a building, facility, fixture or other structure, including,
without limitation, those relating to the management, use, storage, disposal,
cleanup or removal of asbestos, asbestos-containing materials, polychlorinated
biphenyls or any other Hazardous or Chemical Substance. In the event that any
Environmental Law is amended so as to broaden the meaning of any term defined
thereby, such broader meaning shall apply subsequent to the effective date of such
amendment and, provided further, to the extent that the laws of the State of
Illinois establish a meaning for “hazardous substance”, “release”, “solid waste”,
or “disposal” (or “disposed”) which is broader than that specified in either
CERCLA or RCRA, such broader meaning shall apply.

The term “Environmental Liabilitics and Costs” shall mean all losses incurred,
whether directly or indirectly: (i) pursuant to or in order to comply with any
Environmental Law; (ii) as a result of a Release of any Hazardous or Chemical
Substance; or, (iii) as a result of any environmental, health or safety conditions
present at, created by or arising out of the past or present operations of SAHSC
and/or its Subsidiaries or of any prior operator of a facility or site at which
SAHSC and/or its Subsidiaries now own, operate or occupy.
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The term “Environmental Permit” shall mean any Permit or authorization from
any authority required under, issued pursuant to, or authorized by any
Environmental Law,

The term “ERISA” shall mean the federal Employee Retirement Income Security
Act of 1974 or any successor statute, and the rules and regulations thereunder, and
in the case of any referenced section of any such statute, rule or regulation, any
successor section thereto, collectively and as from time to time amended and in

effect,

The term “ERISA Subsidiary” shall mean, with respect to SAHSC or a SAHSC
Subsidiary, any other Person that, together with SAHSC or a SAHSC Subsidiary,
would be treated as a single employer under Section 414 of the Code.

The term “Generally Accepted Accounting Principles” or “GAAP” shall mean
generally accepted accounting principles, as defined by the Financial Accounting
Standards Board and as consistently applied and consistently followed, subject to
normal year-end audit adjustments.

The term "Governmental Accounting Standards Board" or "GASB" shall mean
the independent organization that establishes and improves governmental auditing
standards for U.S. state and local governments.

The term “Hazardous or Chemical Substance” shall mean any substance,
material or waste, which is identified, regulated or limited under any
Environmental Law, as now and hereinafter in effect, or other comparable laws
or, even if not so identified, regulated or limited, poses a hazard to the health or
safety of the occupants of the Property. The term includes but is not limited to
any: (i) pollutant, contaminant, chemical, raw material, intermediate, product, by-
product, slag, construction debris; (ii) industrial, solid, toxic or hazardous
substance, material or waste, (iii) oil or petroleum or any fraction thereof,
(iv) asbestos or asbestos-containing material; (v) polychlorinated biphenyl;
(vi) chlorofluorocarbons; (vii) medical waste and, (viii) urea formaldehyde foam

insulation.

The term “Improvements” shall mean buildings, structures and other
improvements made to the Property of SAHSC and its Subsidiaries.

The term “Indebtedness” shall mean all obligations, contingent or otherwise,
which in accordance with GAAP would be required to be presented upon the
obligor’s balance sheet as liabilities, but in any event including liabilities secured
by any Lien existing on property owned or acquired by the obligor or an
Subsidiary thereof, whether or not the liability secured thereby shall have been
assumed, capitalized Lease obligations and all guarantees, endorsements and
other contingent obligations in respect of Indebtedness of others.
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The term “Indirect Expenses” means those expenses of cost centers that are
overhead (non-revenue producing or support departments) and fixed expenses that

are facility related.

The term “Information” shall mean such proprietary information disclosed in
connection with discussions relating to the transactions contemplated by this
Agreement, including any and all technical and non-technical information,
including without limitation, financial, accounting or marketing reports, business
plans, product information, operational methods, customer and/or patient lists,
pricing policies, marketing techniques, suppliers, personnel, analyses, forecasts,
predictions, projections, intellectual property and trade secrets. “Information”
may take the form of documentation, drawings, specifications, software, technical
data, and other forms, and may be communicated orally, in writing, by electronic
or other media, by visual observation and by other means. “Information” includes
any reports, analyses, studies or other materials, whether prepared by the
receiving Party or otherwise, that contains or is based upon proprietary
information covered by this Agreement.

The term “Knowledge” shall mean: (i) with respect to SAHSC, the actual
knowledge of Dr. William Gorski, Don Daniels, and Donald Haring; and, (ii) with
respect to UW Health, the actual knowledge of the CEO, COO and CFO of each
of UHC and the UHC Members.

The term “Lease Default” shall mean (i) any default in any payment under the
Occupancy Lease; or (ii) any event or occurrence which constitutes or gives rise
to, or with the lapse of time or the giving of notice or both would constitute or
give rise to, a default or right of acceleration under the terms of the Occupancy

Lease. ,

The term “Leases” shall mean any leases, subleases, licenses and other occupancy
agreements or arrangements, including all amendments thereto and modifications

thereof.

The term “Leased Locations” shall mean all or any portion of Properties which
SAHSC and its Subsidiaries are the tenant.

The term “Legal Requirement” shall mean any federal, state, local or foreign
law, statute, standard, ordinance, code, order, rule, regulation, resolution,
promulgation, or any order, judgment, or decree of any court, arbitrator, tribunal
or governmental authority, or any similar provision having the force and effect of

law.

The term “Lien” shall mean any mortgage, pledge, lien, charge, security interest
or other similar encumbrance of any kind upon any property or assets of any
character, or upon the income or profits therefrom. The term “Lien” shall not
mean (a) the lien of current taxes, payments of which are not yet delinquent,
(b) carriers’, warehousemen’s, materialmen’s and similar liens for monies not yet
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due, or (c) liens arising from purchase money security interests provided that each
lien arising from a purchase money security interest shall at all times be confined
to the item or items purchased and secured by such lien.

The term “Limited License Agreement” shall mean the Limited License
Agreement, effective as of May 15, 1997, by and between the Board of Regents
of the University of Wisconsin System, UWHCA, UWMF, UHC, and the

University Community Clinics.

The term “Material Adverse Effect” shall mean an event, occurrence, effect,
change or development that has or will result in a loss (i) as to SAHSC, in the
amount of One Million Dollars ($1,000,000) as to each instance or Five Million
Dollars ($5,000,000) in the aggregate, and (ii) as to UW Health, in the amount of
Five Million Dollars ($5,000,000) as to each instance or Twenty-Five Million
Dollars ($25,000,000) in the aggregate; provided, however, that none of the
following shall constitute a Material Adverse Effect: (a) the execution of this
Agreement or the public disclosure or consummation of the transactions
contemplated by this Agreement or any of the Transaction Agreements, including
the loss or departure of employees, physicians or other providers, or the
termination, reduction or any other adverse development in such Party’s
relationship with any of its customers, suppliers or other business partners, (b) any
action or inaction of such Party or any of its Subsidiaries required or
contemplated by this Agreement or any Transaction Agreement, or taken or not
taken upon the express written request of the other Party; (c) (1) financial,
banking, credit, securities or commodities markets in the U.S. or any location in
which such Party operates, or (2) general economic conditions in the industries
and markets in which such Party operates, including the health care market or
hospitals generally or locally; (d)acts of war (whether or not declared) or
terrorism (or the escalation of the foregoing) or natural disasters or other force
majeure events; (e) any matter which a Party is aware on the Closing Date; and (f)
the effect of any changes in Legal Requirements or accounting rules or standards
or interpretation of such Legal Requirements or accounting rules or standards;
provided, further, that, the exceptions set forth in clauses (c), (d) and (f) shall
apply even to the extent that such matters have a disproportionate effect on such
Party relative to other comparable companies in the industry in which such Party

operates.

The term “Material Contracts” shall mean, with respect to any Person or
Persons, all written contracts, agreements, deeds, mortgages, Leases, licenses, or
other instruments, to which any such Person is a party or otherwise subject or
bound or to which any asset of any such Person is subject involving payments
reasonably expected to be in excess of One Million Dollars ($1,000,000) per
contract year that cannot be terminated without cause by SAHSC or a Subsidiary

without penalty.

The term “Medical Staff Bylaws” shall mean the bylaws adopted by the
organized medical staff of the Hospitals.
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The term “Multiemployer Plan” shall mean any Pension Plan which is a
“multiemployer plan” within the meaning of Section 4001(a)(3) of ERISA.

The term “Mutual Confidentiality Agreement” shall mean the Mutual
Confidentiality and Nondisclosure Agreement, dated as of January 1, 2014, by
and among SAHSC, UWSMPH, UWMF, and UWHCA.

The term “Occupancy Leases” shall mean Leases of SAHSC or a Subsidiary
relating to a Leased Location involving annual payments in excess of $120,000.

The term “Operating Loss” means with respect to any Program Investment made
pursuant to Section 2.8.3 (Additional Capital Investment) hereof, the amount by
which the actual Direct Expenses (less depreciation) plus incremental Indirect
Expenses attributable to such Program Investment exceed the actual operating
revenues associated with such Program Investment for a period of no more than
two (2) years following initiation, provided that the Direct Expenses and/or
incremental Indirect Expenses shall not be double counted through system

overhead.

The term “Owned Locations” shall mean Property in which SAHSC and its
Subsidiaries is the legal fee simple titleholder.

The term “Pension Plan” shall have the meaning given in ERISA Section
32)(A).

The term “Person” shall mean an individual, partnership, corporation, limited
liability company, limited liability partnership, company, association, trust, joint
venture, unincorporated organization, entity, or a government, governmental
department or agency or political subdivision thereof.

The term “Plan” shall mean any Pension Plan, Welfare Plan or other plan,
contract, policy, practice or other arrangement or understanding, whether or not
reduced to writing, which the Employer currently or within the last three (3) years
has maintained, contributed to, or has been obligated to contribute to, or under
which the Employer pays or has or may have liability for premiums or benefits,
and which provides or is intended to provide pension, profit sharing, deferred
compensation, bonus, stock purchase, stock option, medical, dental, life
insurance, disability, fringe benefits, or other employee. benefits of any kind with
respect to one or more employees or former employees of the Employer or their
dependents or beneficiaries.

The term “Plan Sponsor” shall have the meaning given in ERISA
Section 3(16)(B).

The term “Program Capital Expenditures” means capital expenditures
requested by the SAHSC Board and, if necessary, pursuant to Section 2.3.2(c) and
(d) (Reserve Powers of UHC as the Sole Member of SAHSC), approved by UHC,
that are not Routine Capital Expenditures.
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The term “Program Investment” means a financial investment not considered a
capital expenditure, in a program designed to enhance SAHSC’s status as a
regional health system, as requested by the SAHSC Board and, if necessary,
pursuant to Section 2.3.2(g) (Reserve Powers of UHC as the Sole Member of
SAHSC), approved by UHC. The term “Program Investment” includes non-
capital expenditures made to support (i) SAH’s physician integration platform
(including, but not limited to, physician-driven practice support and acquisitions,
physician recruitment, PHO development, deployment of population health
management capabilities, clinical integration, and accountable care product
development), (ii) development, enhancement and growth of existing and new
service and product lines, (iii) ambulatory care growth and development, and (iv)
other strategic services growth to meet continual, and anticipated enhanced,
competitive marketplace developments. In contrast financial investments in
programs requested by UHC (rather than by SAHSC), which include, but are not
limited to, those determined by UHC to be needed to support or enhance UW
Health programs or services in Madison, or UW Health programs and services not
in the SAHSC Service Area, are not Program Investments.

The term “Property” shall mean all real property owned, leased or otherwise
occupied by SAHSC and its Subsidiaries or in which SAHSC or any of its
Subsidiaries have any rights or interest of any nature.

The term “Release” shall mean any spilling, leaking, pumping, pouring, emitting,
emptying, discharging, injecting, escaping, leaching, dumping, or disposing of
any Hazardous or Chemical Substance into the environment of any kind
whatsoever (including the abandonment or discarding of barrels, containers, tanks
or other receptacles containing or previously containing any Hazardous or

Chemical Substance).

The term “Representatives™ shall mean the controlled affiliates of each Party,
and the respective directors, officers, employees, attorneys, consultants and other
agents and advisors of each Party or their controlled affiliates.

The term “Routine Capital Expenditures” means capital expenditures requested
by SAH and approved by the SAHSC Board as part of an annual capital budget or
supplemental budget, and, if necessary, pursuant to Section 2.3.2(c) and (d)
(Reserve Powers of UHC as the Sole Member of SAHSC), approved by UHC,
that repair or replace property, plant, or equipment to maintain existing
functionality or that establish new functionality. Routine Capital Expenditures do
not include capital expenditures made in connection with a Program Investment.

The term “SAH Bond Loan Agreements” shall mean the following loan
agreements: (i) the Loan Agreement, dated as of December 1, 2004, between the
Authority and SAH, (ii) the Loan Agreement, dated as of April 1, 2010, among
the Authority, SAH and Riverside Community Bank, (iii) the Loan Agreement,
dated as of September 1, 2012, between the Authority and SAH; and, (iii) any and
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all other agreements with banks, credit enhancers and purchasers related to such
loan agreements.

The term “SAH Master Trust Indenture” shall mean the Master Trust
Indenture, dated as of October 15, 1993, among SAH, SAF and The Bank of New
York Mellon Trust Company, N.A., as successor master trustee, as supplemented
and amended.

The term “SAHSC Liabilities” shall mean all liabilities and obligations of
SAHSC and/or its Subsidiaries arising or accruing prior to the Closing Date,
whether fixed or contingent, recorded or unrecorded, known or unknown, and
whether or not set forth on the Exhibits to this Agreement, including without
limitation, liabilities and obligations for or under (i) Environmental Liabilities and
Costs; (ii) all Indebtedness; (iii) all contractual obligations; (iv) claims resulting
from the failure to obtain consents of third parties to the Transaction, to the extent
required; (v) acts or omissions of SAHSC, its Subsidiaries or their respective
directors, officers, employees and agents claimed to violate any local, state or
federal law or regulation; (vi) Medicare, Medicaid or other third party payer
programs, including recapture or recoupment of previously paid or reimbursed
expenses or claims; (vii) any federal, state or local investigations or, or claims or
actions against SAHSC or any of its Subsidiaries, or their employees, medical
staff, agents, vendors or representatives; and (viii) medical malpractice or
professional liability with respect to health care services rendered by SAHSC or
any of its Subsidiaries or their respective contractors and employees, on an

occurrence basis.

The term “SAHSC Market Terms” shall mean the prevailing market terms in the
SAHSC Service Area,

The term “SAHSC Severance Policy for Leadership Employees” shall mean
the severance policy for SAHSC leadership employees adopted -by the executive
compensation committee of the SAHSC Board. -

The term “Stark Law” shall mean the Ethics in Patient Referrals Act, as
amended, 42 U.S.C. 1395nn, et seq. and the regulations promulgated thereunder.

The term “Subsidiary” shall mean any entity, directly or indirectly, controlled by,
or under common control with SAHSC. For purposes of this definition, the term
“Control” (including the correlative meanings of the terms “Controiled By” and
“Under Common Control With” means the possession, direct or indirect, of the
power to direct or cause the direction of the management policies of an entity,
whether through corporate membership, the ownership of voting securities, Board
appointments, by contract, or otherwise. For the absence of doubt, (i) any
organization whose financial statements are consolidated with those of SAHSC in
accordance with GAAP shall be deemed a Subsidiary of SAHSC; and (ii) any
organization whose financial statements are not consolidated with those of
SAHSC in accordance with GAAP and which has fifty percent (50%) or less of its
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ownership interests held by SAH, SwedishAmerican Realty Corporation or
SwedishAmerican Health Management Corporation shall not be a Subsidiary of
SAHSC. Notwithstanding anything set forth in this paragraph, “Subsidiary” shall
include the TriRivers Entities.

The term “Tax Liabilities” shall mean liabilities for all federal, state, local or
foreign taxes, payments in lieu of taxes, and other governmental assessments and
imposts arising under or imposed by any Legal Requirement, including without
limitation all interest, penalties and additions assessed with respect to any of the
foregoing and any taxes later determined by the IRS and or state or local taxing
authorities to be due.

The term “TriRivers Entities” shall collectively mean the Three Rivers Partners,
LLC; TriLightNet, LLC; TriRivers Health Information Technology, LLC; and
TriRivers Data Center Solutions, LLC.

The term “UW Change of Control” shall mean for UHC and/or any UHC
Member, the acquisition by any Person of more than fifty percent (50%) of the
assets, voting control, membership interests, board membership, or similar
interests of UHC and/or any UHC Member or any entity that directly or indirectly
controls UHC and/or any UHC Member, excepting any internal reorganization of
UHC or a UHC Member.

The term “Welfa;'e Plan” shall mean each welfare plan (whether or not defined in
Section 3(1) of ERISA) established or maintained, or to which any contributions
are or were made, by an Employer.

[Signature Page Follows]
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IN WITNESS WHEREOF, the Parties hereto, intending to be legally bound by the
terms hereof, have executed this Agreement as of the Effective Date.

1583535v13

SWEDISHAMERICAN HEALTH SYSTEM
CORPORATION
“SAHSC”

By:
Name:; William R. Gorski, M.D.
Title: President/CEO

UNIVERSITY HEALTH CARE, INC.
“UHC”

By:
Name: Michael E. Dallman
Title: President

UNIVERSITY OF WISCONSIN HOSPITALS
AND CLINICS AUTHORITY
“UWHCA”

By:
Name: Ronald T. Sliwinski
Title: President/CEQ

UNIVERSITY OF WISCONSIN MEDICAL
FOUNDATION, INC.
“UWMF”

By:

Name: Robert Golden, M.D.
Title:  Chairman of the Board .
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Sulte 800
10 South Broadway
St. Louls, MO 63102-1761

Independent Auditors’ Report

The Board of Directors
University of Wisconsin Hospitals
and Clinics Authority:

Report on the Financial Statements

We have audited the accompanying financial statements of the University of Wisconsin Hospitals and
Clinics Authority (the Hospital), a component unit of the State of Wisconsin, as of and for the years ended
June 30, 2014 and 2013, and the related notes to the financial statements, which collectively comprise the
Hospital’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements, The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the University of Wisconsin Hospitals and Clinics Authority as of June 30, 2014 and

KPMG LLP is @ Delawars limited labity pertnership,
the U.S. mamber fim of KPMG intemational Cooperative
{"KPMG International’), a Swies entity.
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2013, and the changes in financial position and cash flows for the years then ended, in accordance with
accounting principles generally accepted in the United States of America,

Other Matter
Required Supplementary Information

U.S. generally accepted accounting principles require that management’s discussion and analysis on
pages 3-16 and the schedule of plan funding progress on page 53 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audits of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 9, 2014
on our consideration of the Hospital’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters,
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the Hospital’s internal control over financial reporting

and compliance.

KPMe LLP

St. Louis, Missouri
October 9, 2014
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Management’s Discussion and Analysis
June 30, 2014 and 2013

This section of the annual financial report for the University of Wisconsin Hospitals and Clinics Authority
(the Hospital) presents management’s analysis of the Hospital's performance during the fiscal years that ended
on June 30, 2014 and 2013, and is designed to focus on the current fiscal year activity, resulting changes, and
currently known facts; therefore, please read it in conjunction with the Hospital’s financial statements.

Overview of the Financial Statements
This discussion and analysis is intended to serve as an introduction to the Hospital’s financial statements, and the

notes to the financial statements.

The statements of net position and the statements of revenues, expenses, and changes in net position, and cash
flows, reported on the accrual basis, provide an indication of the Hospital’s financial health. The statements of
net position include all of the Hospital’s assets, deferred outflows of resources, and liabilities, as well as an
indication about which assets can be utilized for general purposes and which are restricted by external donors or
for other purposes. The statements of revenues, expenses, and changes in net position report all of the revenues
and expenses during the period indicated. The statements of cash flows report the cash provided and used by
operating activities, as well as other cash sources such as investment income and other cash uses, such as
repayment of bonds and capital additions. The notes to financial statements provide additional information that is
essential to a full understanding of the data provided in the financial statements.

Financial Highlights — Fiscal Year 2014
. The Hospital’s net position increased by approximately $108.1 million.

. Net patient service revenues increased by $94.4 million, or 7.7%. Total operating revenues increased by
$96.1 million, or 7.6%, and total operating expenses increased by $111.2 million, or 9.7%.

. Operating income for the year was $93.6 million,

. Total nonoperating revenue (expense) increased by a net amount of $34.5 million or 142.3%. The more
significant components of this net change are favorable investment experience and a decrease in payments
to the University of Wisconsin School of Medicine and Public Health (UWSMPH).

. The excess of revenues over expenses before capital grants, gifts and donations and additions to permanent
endowments increased $19.4 million or 23.0%.

Financial Highlights — Fiscal Year 2013
. The Hospital’s net position increased by approximately $87.0 million,

. Net patient service revenues increased by $51.6 million, or 4.4%. Total operating revenues increased by
$56.7 million, or 4.7%, and total operating expenses increased by $75.2 million, or 7.0%.

. Operating income for the year was $108.6 million.

. Total nonoperating revenue (expense) increased by a net amount of $1.4 million or 5.6%. The more
significant components of this net change are a decrease in interest expense, favorable investment and

3 (Continued)
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interest rate swap experience and an increase in payments to the University of Wisconsin School of
Medicine and Public Health (UWSMPH).

The excess of revenues over expenses before capital grants, gifts and donations and additions to permanent
endowments decreased $17.1 million or 16.8%.

Hospital Highlights — Fiscal Year 2014

The Hospital is ranked the top hospital in the state for the third consecutive year, is among the nation’s top
50 hospitals in nine medical specialties for the second year in a row, and ranked as high-performing in
three additional specialty areas in the U.S. News and World Report America’s Best Hospitals 2014-2015.
American Family Children’s Hospital was again ranked among the nation’s top 50 pediatric hospitals in

four medical and surgical specialties.

In January 2014, the AFCH became the first children’s hospital in the world to offer new lower-dose
radiation technology with the opening of an imaging pavilion and multi-specialty pediatric hybrid suite;
including space for catheterization, angioplasty and operating rooms.

In February 2014, the Hospital was redesignated as a Magnet Nursing organization. Magnet is the highest
and most prestigious credential a health care organization can achieve for nursing excellence and quality
patient care. Fewer than 7% of all registered hospitals in the United States receive Magnet designation or

re-designation, including only 10.in Wisconsin,

On April 29, 2014, the entities of UW Health and SwedishAmerican Health System in Rockford, 1L
approved a letter of intent by which SwedishAmerican will merge with UW Health system. The formal
affiliation that UW Health has had with SwedishAmerican since 2010 led to the development of the new
SwedishAmerican Regional Cancer Center that opened to patients in October 2013.

In May 2014, the Hospital opened a 14-bed state-of-the-art Level IV Neonatal Intensive Care Unit (NICU)
at the American Family Children’s Hospital (AFCH), which is only one of two Level 1V NICUs in the
state. The unit provides services to premature and full-term neonatal infants requiring complex surgical

interventions and/or subspecialty medical care.

Also in May 2014, the Hospital opened a 12-bed Pediatric Universal Care Unit at AFCH, which includes
rooms to serve children whose needs are higher than those of a general care unit, but not as acute as those
in the Pedjatric Intensive Care Unit (PICU).

In June 2014, the Hospital opened a new autopsy suite and morgue, which will provide a modern space for
pathology learning and autopsies. :

Hospital Highlights — Fiscal Year 2013

The Hospital is ranked the top hospital in the state for the second consecutive year, is among the nation’s
top 50 hospitals in nine medical specialties, and ranked as high-performing in four additional specialty
areas in the U.S.News and World Report America's Best Hospitals 2013-2014. American Family
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Children’s Hospital was again ranked among the nation’s top 50 pediatric hospitals, this time in six
medical and surgical specialties.

On December 28, 2012, the Hospital formed a new company, the Inntowner LLC, and purchased the
Madison Best Western Inntowner Hotel. The hotel will provide a housing option for regional patients prior
to and following their hospital stay, including those who need to remain in proximity to the Hospital for

post-discharge care,

In March 2013, the Hospital issued $272,595,000 of Hospital Revenue Bonds, Series 2013A. The bond
proceeds are designated to finance qualified capital projects and to refund a portion of the outstanding
Series 2008A Bonds and Series 2009B Bonds, the remainder of the Series 2009C Bonds and a partial
termination of the Series 2009B interest rate swap agreement. The capital projects include a new
comprehensive acute and ambulatory care facility on the east side of Madison, construction and equipment
of a two-story addition to the American Family Children’s Hospital and construction and equipping of a
new autopsy and pathology suite. Those projects are under way and are scheduled for completion at

various dates through 2015.

In March 2013, Moody’s Investor Services upgraded the hospital’s rating on outstanding rated debt from
Al to Aa3 with a stable outlook.

In April 2013, the Hospital opened the UW Health Digestive Health Center (DHC) on Madison’s near west
side. The opening of the DHC created the region’s finest multi-disciplinary outpatient clinic serving
patients with diseases of the digestive tract, liver and pancreas.

The Hospital receives certain administrative and other general services from the University of Wisconsin
and provides direct financial support for educational, research and clinical activities of the University
through an Affiliation Agreement. In addition to the historic Affiliation Agreement transfers, the Hospital
board of directors approved in fiscal year 2013 the provisions of an Annual Academic Advancement
Agreement (AAA) to establish guidelines as to when the Hospital will provide additional financial support
for the education/clinical programs and outcomes research associated with UWSMPH. Under the AAA, if
the operating margin of the Hospital for any fiscal year exceeds a defined threshold, initially established as
5%, and days cash-on-hand exceeds a defined threshold, initially established as 180 days, the Hospital will
make a distribution to UWSMPH. Included in nonoperating expense and accrued expenses is $35,639,000
representing the expected payment for the 2013 fiscal year.

The Hospital was one of the first in the Upper Midwest and in the first group in the nation to receive the
Comprehensive Stroke Center Certification from The Joint Commission and the American Heart
Association/American Stroke Association in November 2012,

In August 2012, the Hospital formed, along with the University of Wisconsin Medical Foundation, a new
entity known as UW Health Accountable Care Organization, Inc. As of January 1, 2013, the organization
became one of approximately 250 across the country awarded the opportunity to participate in the
Medicare Shared Savings Program (MSSP). The ACO MSSP participant organizations coordinate care for
assigned Medicare beneficiaries and have an opportunity to receive incentive payments for identifiable

share cost savings.
5 (Continued)
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Financial Analysis and Results of Operations

At June 30, 2014, the Hospital’s assets exceeded liabilities by $969.9 million, which is an increase in total net
position of $108.1 million, or 12.5%, from the prior fiscal year-end.

At June 30, 2013, the Hospital’s assets exceeded liabilities by $861.8 million, which is an increase in total net
position of $87.0 million, or 11.2%, from the prior fiscal year-end.

Table | summarizes assets, deferred outflows of resources, liabilities, and net position at June 30 (in thousands):

Table 1
Net Position
June 30, Dollar Percentage
2014 2013 change change
Current and other assets $ 1,145,159 1,191,636 (46,477) (3.9)%
Capital assets 609,117 455,283 153,834 33.8
Total assets . 1,754,276 1,646,919 107,357 6.5
Deferred outflows of resources 16,745 18,560 (1,815) 9.8
Total assets and
deferred outflows of
resources 5 1,771,021 1,665,479 105,542 6.3
Long-term debt $ 468,045 483,789 (15,744) 3.3)
Other liabilities 333,105 319,871 13,234 4.1
Total liabilities 801,150 803,660 2,510) 0.3)
Net position:
Net investment in capital assets 283,267 197,200 86,067 43.6
Restricted 10,760 15,998 (5,238) 32.7)
Unrestricted . 675,844 648,621 27,223 42
Total net position 969,871 861,819 108,052 12.5
Total liabilities and
net position $ 1,771,021 1,665,479 105,542 6.3
6 (Continued)
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Table 1
Net Position
June 30, Dollar Percentage
2013 2012 change change
Current and other assets $ 1,191,636 871,067 320,569 36.8%
Capital assets 455,283 392,567 62,716 16.0
Total assets 1,646,919 1,263,634 383,285 303
Deferred outflows of resources 18,560 14,718 3,842 26.1
Total assets and
deferred outflows of
resources $ 1,665,479 1,278,352 387,127 30.3
Long-term debt $ 483,789 234,904 248,885 106.0
Other liabilities 319,871 268,653 51,218 19.1
Total liabilities 803,660 503,557 300,103 59.6
Net position:
Net investment in capital assets 197,200 176,402 20,798 11.8
Restricted 15,998 13,771 2,227 16.2
Unrestricted 648,621 584,622 63,999 10.9
Total net position 861,819 774,795 87,024 11.2
Total liabilities and
net position $ 1,665,479 1,278,352 387,127 30.3

At June 30, 2014, the Hospital’s cash and investments decreased $75.8 million or 8.1% compared to June 30,
2013, The majority of the decrease in fiscal 2014 cash and investments is attributable to purchases of property
and equipment (including construction of a new comprehensive acute and ambulatory care facility on the east
side of Madison), repayments of long-term debt, interest paid, payments to UWSMPH for the AAA agreement,
increases in accounts receivable and in accounts payable.

At June 30, 2013, the Hospital’s cash and investments increased $305.6 million or 48.3% compared to June 30, .
2012. The majority of the increase in fiscal 2013 cash and investments is attributable to increases from operating
activities and proceeds from long-term debt, offset by purchases of property, plant and equipment, repayments of
long-term debt and interest paid.

As of June 30, 2014, the Hospital reports the net present value of pledges receivable totaling $1.5 million for the
American Family Children’s Hospital in accordance with Governmental Accounting Standards Board (GASB)
Statement No. 33, Accounting and Financial Reporting for Nonexchange Transactions. The net present value of
pledges as of June 30, 2013 was $2.3 million.

Pension-related liabilities include $64.7 million and $71.6 million at June 30, 2014 and 2013, respectively, of
unfunded prior service liabilities for participants in the Wisconsin Retirement System, In December 2003, the

7 {Continued)
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State issued annual appropriation bonds and used the proceeds to retire its unfunded past service pension
obligation with the Wisconsin Retirement System, including the portion attributable to certain Hospital
employees. The Hospital is required to annually reimburse the State for its share of ongoing debt service
associated with the bonds, and in 2003, the Hospital recorded a liability for its estimated pro-rata share of the
principal based on an understanding of the terms of repayment at that time. In 2014, based on the State’s
methodology for allocating responsibility for ongoing debt service to State entities, the Hospital recorded an
adjustment of $1.1 million to pension-related liabilities and other nonoperating expense.

Other liabilities also include $28.8 million and $24.5 million at June 30, 2014 and 2013, respectively,
representing a postemployment benefit obligation for retiree health insurance and $8.7 million and $9.4 million
at June 30, 2014 and 2013, respectively, for the fair market value of the derivative instruments.

Table 2 compares 2014 revenues and expenses to 2013 and 2013 revenues and expenses to 2012, and shows the
increase in net position (in thousands).

Table 2
Condensed Schedule of Revenues, Expenses, and Changes in Net Position
June 30 Dollar Percentage
2014 2013 change change
Operating revenues:
Net patient service revenues $ 1,327,707 1,233,280 94,427 1.7%
Other operating revenue 26,077 24,367 1,710 7.0
Total operating
revenues — net 1,353,784 1,257,647 96,137 7.6
Operating expenses:
Salaries and benefits 639,992 588,190 51,802 8.8
Medical materials and supplies 295,188 253,118 42,070 16.6
Purchased services and agency costs 160,855 151,513 9,342 6.2
Depreciation and amortization 50,085 44,121 5,964 13.5
Other 114,061 112,073 1,988 1.8
Total operating expenses 1,260,181 1,149,015 111,166 9.7
Operating income 93,603 108,632 (15,029) (13.8)
Nonoperating revenues (expenses):
Investment income and change in
fair value 30,307 20,245 10,062 49.7
8 (Continued)
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Table 2
Condensed Schedule of Revenues, Expenses, and Changes in Net Position
June 30 Dollar Percentage
2014 2013 change change
Interest expense $ (10,669) (10,110) (559) 5.5%
Payments to the UWSMPH for capital
expenditure support (15,272) (42,648) 27,376 (64.2)
Other 5,874 8,281 (2,407) (29.1)
Total nonoperating revenues
(expenses), net 10,240 (24,232) 34472 (142.3)
Excess of revenues over
expenses before capital
grants, gifts and donations
and additions to
permanent endowments $ 103,843 84,400 19,443 23.0
Capital grants, gifts and donations 4,195 2,678 1,517 56.6
Additions to permanent endowments 14 {54) 68 (125.9)
Increase in net position 108,052 87,024 21,028 242
Net assets-beginning of year 861,819 774,795 87,024 11.2
Net assets-end of year $ 969,871 861,819 108,052 12.5
Table2
Condensed Schedule of Revenues, Expenses, and Changes in Net Position
June 30 Dollar Percentage
2013 2012 change change
Operating revenues:
Net patient service revenues $ 1,233,280 . 1,181,671 51,609 4.4%
Other operating revenue 24,367 19,258 5,109 26.5
Total operating revenues — net 1,257,647 1,200,929 56,718 4.7
Operating expenses:
Salaries and benefits 588,190 564,278 23,912 4.2
Medical materials and supplies 253,118 233,119 19,999 8.6
Purchased services and agency costs 151,513 135,298 16,215 12.0
9 (Continued)

146 #6a




UNIVERSITY OF WISCONSIN HOSPITALS

AND CLINICS AUTHORITY
Management’s Discussion and Analysis
June 30, 2014 and 2013
Table 2
Condensed Schedule of Revenues, Expenses, and Changes in Net Position
June 30 Dollar Percentage
2013 2012 change change
Depreciation and amortization $ 44,121 43,606 515 1.2%
Other 112,073 97,491 14,582 15.0
Total operating expenses 1,149,015 1,073,792 75,223 7.0
Operating income 108,632 127,137 (18,505) (14.6)
Nonoperating revenues (expenses):
Investment income and change in
fair value 20,245 12,718 7,527 59.2
Interest expense (10,110) (25,668) 15,558 (60.6)
Payments to the UWSMPH for capital
expenditure support (42,648) (11,600) (31,048) 267.7
Other 8,281 (1,114) 9,395 (843.4)
Total nonoperating revenues
(expenses), net (24,232) (25,664) 1,432 5.6
Excess of revenues over
expenses before capital
grants, gifts and donations
and additions to
permanent endowments 84,400 101,473 (17,073) {16.8)
Capital grants, gifts and donations 2,678 3,987 (1,309) (32.8)
Additions to permanent endowments (54) 514 (568) (110.5)
Increase in net position 87,024 105,974 (18,950) (17.9)
Net assets-beginning of year 774,795 668,821 105,974 15.8
Net assets-end of year $ 861,819 774,795 87,024 11.2
Operating Revenues

Net patient service revenue in 2014 increased $94.4 million, or 7.7% from the prior year. The primary reasons for
the growth in revenue are the increases in the number of patients cared for and third-party payor reimbursement
increases which averaged 2.9% during the year offset by an increase in the provision for charity care and bad
debts. Inpatient volume, measured by admissions, increased approximately 500, or 1.7%, and outpatient volume,
measured by visits, increased approximately 7,900 or 1.3%. Patient days increased approximately 2,700 or 1.9%.
The Hospital’s case-mix index (CMLI), which is a measure of patient acuity, calculated on an MS-DRG basis was

2.02 in 2014 and 2.00 in 2013,

10
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Sources of net patient service revenue by payor category for fiscal years 2014 and 2013 are depicted below:

Table 3
Payor Mix
Fiscal year Percentage
2014 2013 change
Medicare 25.1% 26.0% (3 5)%
Medicaid 7.6 7.0
Indemnity 4.1 4.3 (4 7)
Managed care 52.8 - 526
Private pay and other 10.4 10,1 3 O
100.0% 100.0%

Net patient service revenue in 2013 increased $51.6 million, or 4.4% from the prior year. The primary reasons for
the growth in revenue are the increases in the number of patients cared for and third-party payor reimbursement
increases which averaged 2.9% during the year offset by an increase in the provision for charity care and bad
debts. Inpatient volume, measured by admissions, increased approximately 800, or 2.9%, and outpatient volume,
measured by visits, stayed at approximately the same level as the prior year. Patient days increased
approximately 4,800 or 3.5%. The Hospital’s case-mix index (CMI), which is a measure of patient acuity,
calculated on an MS-DRG basis was 2.00in 2013 and 1.94 in 2012. .

Sources of net patient service revenue by payor category for fiscal years 2013-and 2012 are depicted below:

Table 3
Payor Mix
Fiscal year Percentage
2013 2012 change
Medicare 26.0% 25.4% 2.4%
Medicaid 7.0 7.7 .1
Indemnity 4.3 4.6 (6.5)
Managed care 52.6 53.0 (0.8)
Private pay and other 10.1 9.3 8.6
100.0% 100.0%

Other operating revenue, which includes nonpatient revenue such as cafeteria sales, other auxiliary services and,
commencing in 2014, revenues from Inntowner LLC, increased approximately $1.7 million to $26.1 million in
2014 or 7.0% and increased approximately $5.1 million to $24.4 million, or 26.5% in 2013,

Operating Expenses

Operating expenses increased by $111.2 million, or 9.7%, in 2014 compared to the prior year. The categories of
expenses that caused the majority of the increase were salaries and wages, employee benefits and medical

11 (Continued)
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materials and supplies. Salaries and wages expense increased 6.1% from 2013 due to wage rate increases and
increases in FTEs. Employee benefits increased 15.9% from 2013 due to increases in FTE’s, rates, payment
received in 2013 for a FICA resident reimbursement and change in the workers compensation reserve. The
increase in medical materials and supplies compared to the prior year was primarily in pharmaceuticals due to the
increase in high cost specialty drugs. The increase in purchased services is due to additional commitments to the
UWSMPH and University of Wisconsin Medical Foundation (UWMF) pursuant to an affiliation agreement.

Operating expenses increased by $75.2 million, or 7.0%, in 2013 compared to the prior year. The categories of
expenses that caused the majority of the increase were salaries and wages, medical materials and supplies,
purchased services and agency costs and other expenses. Salaries and wages expense increased 6.3% from 2012
due to wage rate increases and increases in FTEs, The increase in medical materials and supplies compared to the
prior year was primarily in pharmaceuticals and medical/surgical supplies, The increase in purchased services is
due to: additional commitments to the UWSMPH and University of Wisconsin Medical Foundation (UWMF)
pursuant to an affiliation agreement; debt issuance costs for the Series 2013A bonds that as of 2013, with the
early adoption of GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities, now classifies
debt issuance costs as an expense when incurred; and organ acquisition fees, Other expenses increased
$10.3 million or 14.4% primarily in purchases of minor equipment and building rental due to the opening of

DHC.

Nonoperating Revenues and Expenses

Nonoperating revenues and expenses consist primarily of income from the Hospital’s cash and long-term
investments, interest expense on long-term debt, the change in fair market value of interest rate swaps, the equity
interest in gain or loss from joint ventures, noncapital grants and contributions, other, net and payments to
UWSMPH. Investment income, including the change in fair vaiue of investments, increased from $17.4 million
in 2013 to $30.5 million in 2014, and increased from $12.3 million in 2012 to $17.4 million in 2013, as depicted

in the following chart (amounts are in thousands):

Table 4
Investment Earnings by Asset Category
2014 2013 2012
Interest and dividend income:
Equity investments $ 3,663 3,427 3,395
Fixed-income investments 8,982 13,286 11,584
Total investment income 12,645 16,713 14,979
Net increase (decrease) in fair value of '
investments 17,862 663 (2,718)
Total $ 30,507 17,376 12,261

Equity interest in income of joint ventures remained relatively stable at $3.3 million in 2013 and 2014. The
change in fair value of the interest rate swap agreements resulted in $(0.2) million expense in 2014 and

$2.9 million income in 2013.

12 (Continued)
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Interest expense was $10.7 million in 2014, $10.1 million in 2013 and $25.7 million in 2012. The increase in
2014 is due to a slight increase in rates from bonds that were moved from variable to fixed rates in 2013. Interest
expense in 2013 includes interest on the Series 2013A bond financing, The decrease from 2012 to 2013 is
primarily due to a nonrecurring financial statement adjustment in 2012 to retroactively record additional interest
expense for several prior years associated with pension-related obligations,

Capital Assets

At June 30, 2014, the Hospital had $609.1 million, net of accumulated depreciation and amortization, invested in
capital assets. This represents a net increase of $153.8 million, or 33,8%, over 2013. The net change is due to
completion of the buildout of American Family Children’s Hospital (AFCH), buildout of the NICU and Pediatric
Universal Care Unit, Autopsy and Pathology Suite, shell space for additional AFCH expansion and ongoing
construction of a new facility on the east side of Madison, offset by depreciation expense.

At June 30, 2013, the Hospital had $455.3 million, net of accumulated depreciation and amortization, invested in
capital assets. This represents a net increase of $62.7 million, or 16.0%, over 2012. The net change is due to
purchase of new capital assets in 2013, including the Inntowner LLC’s fand, buildings and equipment, offset by
depreciation expense.

Tabie 5 shows a summary of capital assets, net of accumulated depreciation and amortization, at June 30, 2014,
2013, and 2012 and major additions by year for the years ended June 30, 2014, 2013, and 2012 (in thousands).

Table §
Capital Assets at Year-End (Net of Accumulated Depreciation and Amortization)
2014 2013 2012
Land $ 24,405 21,564 17,064
Buildings and land improvements 328,846 295,004 285,413
Equipment 129,020 103,700 77,539
Construction in progress 126,846 35,015 12,551
Total $ 609,117 455,283 392,567
13 (Continued)
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Major Additions by Year

2014 2013 2012
Land acquisition $ 2,841 4,500 —_
Buildings and improvements:
Buildout of AFCH NICU and Pediatric
Universal Care Unit 9,442 — -
Autopsy and Pathology Suite 13,085 — —
Shell space for expansion of additional
AFCH floors 15,379 — -
AFCH Diagnostic and Therapy unit 6,415 — —
Operaling room expansion 632 12,960 —
Inntowner building/remodeling 648 7,804 -
Additional fire alarm strobes and system upgrade 2,950 — —
Plumbing and water treatment 607 —_ -
Improvements to new leased facility
(Digestive Health Center) —_ 2,356 —
Inpatient unit remodeling —_ 1,128 2,031
—_— 767 -

Remodeled pediatric space in ED

Remodeled outpatient clinic 725 —_ 1,594
Receiving dock renovation and expansion —_ —_ 1,289
Reprocessing renovation —_ — 505
Equipment:
Nurse call upgrade 1,190 — —
Enterprise licensing . 1,509 — —
Patient telemonitoring system 1,541 — —
Monoplane x-ray sysiems 3,988 — -
Air handling unit 1,977 — —
Tomotherapy systems 4,591 — —
Inntowner room remodeling equipment 1,123 — —
Linear accelerator —_ 3,920 —
IV Infusion pumps and pump system — 3,717 -
Magnetic Resonance Imaging (MRI) machine — 2,873 —
Biplane imaging system 1,825 2,724 1,562
Inntowner equipment — 2,200 -
Computer-assisted Tomography (CT) machine — 2,139 -
Microsoft licensing — 1,336 —
DaVinci HD Robot surgical system — — 1,698
Vital sign monitors —_ — 1,559

Construction in progress at June 30, 2014 consists principally of costs incurred for the construction of a new
comprehensive acute and ambulatory care facility on the east side of Madison, expansion of an operating room,

isolation fan upgrade and room remodeling.

For more information about the Hospital’s capital asset activity, please see note 6 to the financial statements.
Ongoing capital requirements will be funded primarily from operations and the remaining proceeds of a 2013

14 (Continued)
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tax-~exempt bond financing. The Hospital's total capital budget for 2015 is $211.2 million compared to
$202.5 million in 2014, The 2015 budget includes $62.0 million that was deferred from 2014 to 2015,

Long-Term Debt

At June 30, 2014, the Hospital had $451.6 million in long-term debt, excluding current installments, compared to
$468.6 million at June 30, 2013 ~ a decrease of 3.6% due to principal payments on the State of Wisconsin
general obligation and refunding bonds, Series 2008A, Series 2009B, Series 2011A, Series 2013A, GE
Equipment Loan, Equipment Financing agreement and capital leases.

Table 6 below provides the detail of outstanding long-term debt, excluding current installments, as of June 30,
2014, 2013, and 2012 (in thousands):

Table 6
Outstanding Long-Term Debt — at Year-End
2014 2013 2012

State of Wisconsin general obligation and

refunding bonds $ 267 . 559 1,222
Authority Fixed Rate Revenue Bonds,

Series 2008A 13,130 14,905 47,685
Authority Variable Rate Demand Revenue

Bonds, Series 2009B 30,820 30,875 52,695
Authority Fixed Rate Adjustable Revenue

Bonds, Series 2009C —_— — 4,394
Authority Fixed Rate Adjustable Revenue

Bonds, Series 2011A 51,945 54,145 56,245
Authority Fixed Rate Adjustable Revenue

Bonds, Series 2011B 61,000 61,000 61,000
Authority Fixed Rate Adjustable Revenue

Bonds, Series 2013A 266,525 269,765 —_
Equipment Loan 511 2,002 3,425
Equipment Financing Agreement 4,466 8,932 —_
Capital Leases 4,120 6,247 —
Premium on Series 2013A Bonds 18,857 20,216 —
Premium on Series 2002B Bonds —_— — 48

Total $ 451,641 468,646 226,714
e

The Series 2013A and Series 2008A bonds carry ratings of Aa3 by Moody’s and A+ from Standard & Poor's.
The Series 2009B bonds are secured by an [trevocable transferable direct pay letter-of-credit agreement issued by
US Bank and these bonds catry an underlying Aa3 rating from Moody’s and A+ from Standard & Poor’s. They
also carry a long-term rating of AAA from Moody’s and Standard & Poor’s based on the joint criteria with the
letter-of-credit provider. Series 2011A bonds and Series 2011B bonds are supported by direct bank purchase
agreements with a commercial bank and, as such, are not rated.
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Current legisiation requires the Hospital to obtain approval of additional bond Issuance from its board of
directors, notify the State Joint Committee on Finance and the Department of Administration about its debt
issuance plans and maintain an unenhanced bond rating in the category of “A"” or better from Standard & Poor’s
Corporation and Moody’s Investor Service, Inc. For more information about the Hospital's outstanding debt,

please see note 7 to the financial statements,

Economic Factors and Next Year's Budgets and Rates

The Hospital’s senior leadership team considered many variables in developing the 2015 budget and rates.
Among those were: the expected payments from the Federal Medicare and State Medicaid Programs, which
represent a substantial portion of the Hospital’s business, and whose rate increases have historically not kept pace
with cost inflation; the increase in the percentage of the Hospital's patients now covered under capitation-based
contracts; anticipated salary increases and staff additions; expected cost increases for medical supplies and
pharmaceuticals; and other expected cost increases affecting key contracted services, The 2015 budget, as
approved by the Hospital’s board of directors, projects income from operations of $69.8 million, resulting in an
operating margin of 5,0%. Net income is budgeted at $87.4 million representing a total margin of 6.2%. The
2015 budget calls for volume increases of 1.5% for inpatient admissions, 3.0% for inpatient days, and 1.3% for

outpatient clinic visits.

Requests for Information

This financial report is designed to provide a general overview of University of Wisconsin Hospitals and Clinics
Authority’s financial results for all those with an interest in the Hospital’s finances. Questions concerning any of
the information provided in this report or requests for additional financial information should be addressed to
Chief Financial Officer, 600 Highland Avenue, Mail Drop # 8370, Madison, Wisconsin 53792,

16
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Assets 2014 2013
Current assets:
Cash and cash equivalents $ 60,260 66,270 -
Patient accounts receivable, net of estimated uncollectible
accounts of $39,000 in 2014 and $34,000 in 2013 163,776 142,671
Other receivables 16,963 14,336
Inventories of supplies 15,754 9,083
Prepaid expenses 7,242 6,794
Total current assets 263,995 239,154
Noncurrent cash and investments:
Designated by board for capital replacement and debt retirement 157,337 157,078
Held by trustee for capital projects and other purposes 125,452 207,148
Restricted by donors 6,865 11,281
Principal of permanent endowments 2,397 2,383
Other long-term investments 510,727 494,674
Total noncurrent cash and investments 802,778 872,564
Capital assets:
Nondepreciable, including construction-in-progress 154,555 59,431
Depreciable, net 454,562 395,852
Total capital assets, net 609,117 455,283
Investments in joint ventures 62,874 56,908
Pledges receivable 1,489 2,317
Other assets 14,023 20,693
Total assets 1,754,276 1,646,919
Deferred Outflows of Resources
Accumulated decrease in fair value of derivative instruments 4,160 5,048
Deferred loss on debt refunding 12,585 13,512
Total deferred outflows of resources 16,745 18,560
Total assets and deferred outflows of resources $ 1,771,021 1,665,479
See accompanying notes to baslc financial statements,
17
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Liabilities and Net Position

Current liabilities:
Current installments of long-term debt
Accounts payable
Accrued expenses
Estimated payables to Medicare and Medicaid

Total cutrent liabilities

Long-term debt, less current installments
Other long-term liabilities
Other postemployment benefit obligation
Pension-related liabilities

Total liabilities

Net position:
Net investment in capital assets
Restricted — expendable for donor specified purposes
Restricted — nonexpendable
Unrestricted

Total net position

Total liabilities and net position

18
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$

2014 2013
16,404 15,143
67,629 35,31

112,195 127,639
51,088 51,416
247,316 229,569
451,641 468,646
8,706 9,394
28,791 24,460
64,696 71,591
801,150 803,660
283,267 197,200
8,363 13,615
2,397 2,383
675,844 648,621
969,871 861,819
1,771,021 1,665,479
)
#6a




UNIVERSITY OF WISCONSIN HOSPITALS

AND CLINICS AUTHORITY

Statements of Revenues, Expenses, and Changes in Net Position
Years ended June 30, 2014 and 2013

(In thousands)

Operating revenues:;
Net patient service revenue (net of provision for bad debts

of $34,563 in 2014 and $27,399 in 2013)
Other operating revenues

Total operating revenues, net

Operating expenses:
Salaries and wages
Employee benefits
Other expenses
Repairs, maintenance, and utilities
Purchased services and agency costs
Medical materials and supplies
Depreciation and amortization

Total operating expenses
Operating income

Nonoperating revenues (expenses):
Investment income
Net increase (decrease) in fair value of investments

Interest expense
Equity interest in income/loss of joint ventures
Net increase (decrease) in fair value of derivative instruments

Other, net
Contributions to University of Wisconsin School of Medicine and

Public Health
Total nonoperating revenues (expenses), net

Excess of revenues over expenses before capital
grants, gifts, and donations and additions to
permanent endowments

Capital grants, gifts and donations
Additions (deductions) to permanent endowments

Increase in net position
Net position — beginning of the year
Net position — end of the year

See accompanying notes to basic financial statements,
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2014 2013_

$ 1,327,707 1,233,280
26,077 24,367
1,353,784 1,257,647
453,924 427,686
186,068 160,504
84,377 81,805
29,684 30,268
160,855 151,513
295,188 253,118
50,085 44,121
1,260,181 1,149,015
93,603 108,632
12,645 16,713
17,862 663

(10,669) (10,110)
3,257 3,268
(200) 2,869
2,617 5,013

(15,272) (42,648)

10,240 (24,232)
103,843 84,400
4,195 2,678

14 (54)
108,052 87,024
861,819 774,795
$ ==£58;n= 861,819
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(In thousands)
_ 2014 2013
Cash flows from operating actlvitles:
Cash recelved from and on behalf of patients $ 1,306,602 1,240,472
Payments to suppliers (531,628) (482,646)
Payments to employees (633,888) (581,024)
Net cash provided by operating activities 141,086 176,802
Cash flows from noncapital financing activities:
Noncapital grants, contributions and other adjustments 1,064 1,447
Payments for pension-related liabilldes (4,439) (4,021)
Additions (deductions) to permanent endowment 14 (54)
Payment to Unlverslty of Wisconsin School of Medicine and Public Health ~(36,306) (7,009)
Net cash used in noncapital finencing activitles (39,667) (9,637)
Cash flows from capital and related financing activitles:
Capital grants, gifts, and donations received 5,018 3,051
Proceeds from long-term debt —_ 293,010
Repayment of principal on long-term debt (15,065) (71,275)
Intercst paid on long-term debt (17,932) (10,639)
Financing costs —_ 1,130
Loss on bond refinancing ’ — (6,434)
Purchases of capital assets (178,224) (90,831)
Proceeds firom sale of capital assets 173 18
Net cash provided by (used in) capltal and related financlng activities (206,030) 118,030
Cash flows from investing activities:
Proceeds fiom sales of investments 107,658 23,983
Purchases of investments (10,258) (209,345)
Investment income received/fees paid 996 @31
Increase In Investment in joint venture (2,709) 239
Other, net 61 3,724
Net cash provided by (used in) in investing activities 95,748 (181,430)
Net increase (decrease) in cash and cash equivalents (8,863) 103,765
Cash and cash equivalents:
Beginning of year 165,926 62,161
End of year $ 157,063 165,926
20 (Continued)
157 #6a




UNIVERSITY OF WISCONSIN HOSPITALS

AND CLINICS AUTHORITY
Statements of Cash Flows

Years ended June 30, 2014 and 2013

(In thousands)

Reconciliation of cash and cash equivalents to statement of net position:
Cash and cash equivalents in current assets
Cash equivalents in noncurrent cash and investments

Total cash and cash equivalents

Reconciliation of operating income to net cash provided by operating activities:

Operating income
Adjustments to reconcile operating income to net cash provided by
operating actlvities: ,
Provision for bad debts
Depreciation and amortization
Amortization on bond premium and deferred loss on bond refinancing
Change in other postemployment benefit obligation
Changes in assets and liabilities:
Patient accounts receivable
Other receivables
Inventories of supplies
Prepaid expenses
Other assets
Accounts payable
Accrued expenses
Estimated payables to Medicare and Medicaid

Total adjustments
Net cash provided by operating activities

Noncash investing, capital and financing activities:

$

2014 2013
60,260 66,270
96,803 99,656

157,063 165,926
93,603 108,632
34,563 27,399
50,085 44,121
248 341
4,331 3,742

(55,668) (20,207)
(2,628) (2,884)
(6,671) (608)

(448) (534)
(268) (423)
21,587 (5,230)
2,680 3,118
(328) 19,335
47,483 68,170
141,086 176,802

The Hospital held investments at June 30, 2014 and 2013 with fair values of $705,975 and $772,908, respectively.
During 2014 and 2013, the net increase in the fair value of these investments was $17,862 and

$663, respectively.

The Hospital has recorded pledges of $1,489 in 2014 and $2,317 in 2013 related to the American Family Children’s

Hospital Campaign.

See accompanying notes to basic financial statements,
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Summary of Organization and Significant Accounting Policies

The University of Wisconsin Hospitals and Clinics Authority (the Hospital) is an academic medical center
operating an acute care hospital with 545 available beds, numerous specialty clinics, and four ambulatory
facilities providing comprehensive health care to patients, education programs, research, and community
service primarily to residents of southern Wisconsin.

Prior to fiscal year 1997, the Hospital was a unit of the University of Wisconsin — Madison
(the University), Beginning in fiscal year 1997, in accordance with legisiation passed by the Wisconsin
State Legislature, the Hospital restructured as a Public Authority, a public body corporate and politic
created by Wisconsin Statutes. This legislation provided, among other things, for the Board of Regents of
the University of Wisconsin System (Board of Regents) to execute various agreements with the Hospital.
The State of Wisconsin (the State) appoints the majority of the board of directors of the Hospital, Based on
statutorily mandated relationships with State governmental units, the Hospital is included as a discretely
presented component unit in the State’s basic financial statements.

Under the terms of a Lease Agreement, the Hospital leases the facilities that were occupied by the Hospital
as of June 29, 1996, for a nominal annual amount for an initial term of 30 years to be renewed annually
with automatic extensions of one additional year on each July 1 until action is taken to stop the extensions.
In addition, the Hospital is required to repay the State’s outstanding debt obligations on the leased
facilities. The leased facilities are included with the Hospital’s capital assets (note 6), and the debt
obligations on the leased facilities are included with the Hospital’s long-term debt (note 7).

An Affiliation Agreement (the Agreement) requires the Hospital to continue to support the educational,
research, and clinical activities of the University, including the University of Wisconsin School of
Medicine and Public Health (UWSMPH) and the University of Wisconsin Schools of Nursing and
Pharmacy (note 4). Subject to a Contractual Services Agreement and Operating and Service Agreement
between the Board of Regents and the Hospital, the two parties have entered into contracts with each other
for the continuation of the provision of services in support of programs and operations.

On December 28, 2012, the Hospital formed a new company, The Inntowner LLC, and purchased the
Madison Best Western Inntowner Hotel. The hotel provides a short-term housing option for regional
patients prior to and following their hospital stay, including those who need to remain in proximity to the

Hospital for post-discharge care.

The significant accounting policies of the Hospital are as follows:

(a) Basls of Accounting _
The accounting policies of the Hospital conform to accounting principles generally accepted in the
United States of America as applicable to governmental entities. The accounts of the Hospital, which
are reported similar to an enterprise fund, are used to account for the Hospital’s activities that are
financed and operated in a manner similar to a private business enterprise. Accordingly, the Hospital
maintains its records on the accrual basis of accounting. Revenues from operations, investments, and
other sources are recorded when earned. Expenses, including depreciation and amortization, are

recorded when incurred.
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Nonexchange transactions, in which the Hospital receives value without directly giving equal value
in return, include grants and contributions. Revenues from grants and contributions are recognized in
the fiscal year in which all eligibility requirements have been satisfied. Eligibility requirements
include timing requirements, which specify the year the resources are required fo be used or the
fiscal year in which use is first permitted, and expenditure requirements, in cases where the resources
are provided to the Hospital on a reimbursement basis.

Cush and Cash Equivalents

Cash and cash equivalents are defined as highly liquid investments purchased with an original
maturity of three months or Jess.

Inventories of Supplies »
The inventories of supplies are valued at the lower of cost (first-in, first-out) or market.

Investments and Investment Income

Investments in equity securities with readily determinable fair values and all investments in debt
securities are recorded at fair value based upon quoted market prices. The pooled investment funds
on deposit with the University of Wisconsin Foundation in its “Pooled Expendable Fund” are
recorded at cost, plus accrued earnings to date. The University of Wisconsin Foundation assumes the
market risk for the Hospital’s investment in the University of Wisconsin Foundation — Expendable
Fund. The pooled investment funds on deposit with the University of Wisconsin Foundation in its
“Pooled Endowment Fund” are recorded using net asset value as a practical expedient in estimating
fair value, based on information provided by the University of Wisconsin Foundation. The estimated
values are reviewed and evaluated by the Hospital. Interest, dividends, and changes in the fair value
of investments are included in nonoperating revenue,

Investments in joint ventures, in which the Hospital has the ability to exercise significant but not a
controlling influence over the ventures’ operating and financial policies, are recorded using the

equity method of accounting,

Capltal Assets

Capital assets are stated at cost, Capital assets under capital leases are stated at the present value of
minimum lease payments. Donated capital assets are recorded at fair market value at the date of
donation, which then becomes the asset’s historical cost. Depreciation or amortization on capital
assets Is calculated on the straight-line method over the shorter of the estimated useful life or the
period of the lease term. Gains (losses) on sales of capital assets are recorded as nonoperating
revenues (expenses), Additions, replacements, major repairs, and renovations are capitalized. Costs
of repairs and maintenance are expensed as incurred. The estimated useful life of capital assets is as

follows:

Buildings and improvements 20 — 40 years
Equipment 3-10years
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Costs of Borrowing

Prior to 2013, costs incurred in connection with the issuance of long-term debt were deferred and
amortized on a straight-line basis over the term of the bonds, which approximated the interest-yield
method. In 2013, the Hospital elected to early adopt GASB Statement No. 65, Ifems Previously
Reported as Assets and Liabilities, Under the new provisions, long-term debt issuance costs are
recognized as an expense in the period incurred. Although accounting changes adopted to conform to
Statement No., 65 should generally be applied retroactively by restating prior years’ financial
statements, it has been determined that the effects of such restatement would be immaterial. An
adjustment of $979,000 is reflected in operating expense in the statement of revenues, expenses and
changes in net position for the year ended June 30, 2013 to reflect the prior years' impact.

Contributions

From time to time, the Hospital receives contributions from individuals and private organizations.
Revenues from contributions (including contributions of capital assets) are recognized when all
eligibility requirements, including time requirements, are met. Contributions may be restricted for
either specific operating purposes or for capital purposes. Amounts that are unrestricted or that are
restricted for a specific operating purpose are reported as nonoperating revenues. Amounts restricted
to capital acquisitions are reported as capital grants, gifts, and donations,

Endowments are provided to the Hospital on a voluntary basis by individuals and private
organizations, Permanent endowments require that the principal or corpus of the endowment be
retained in perpetuity. If a donor has not provided specific instructions, the net appreciation of the
investments of endowment funds are recorded with investment income in nonoperating revenue.

Net Posltion
Net position of the Hospital is classified into four components:

Net Investment in Capital Assets — which consists of capital assets, net of accumulated depreciation
and amortization, reduced by the current balances of any outstanding borrowings used to finance the
purchase or construction of those assets and deferred outflows or inflows of resources that are
attributable to the acquisition, construction, or improvement of those assets or related debt.

Restricted, Expendable — whichh must be used for a particular purpose, as specified by creditors or
contributors external to the Hospital.

Restricted, Nonexpendable — which equals the principal portion of permanent endowments.

When the Hospital has both restricted and unrestricted resources available to finance a particular
program, generally it is the Hospital’s policy to use the restricted resources before the unrestricted

resources.

Unrestricted Net Position — which are remaining net position, deferred outflows of resources,
liabilities, and deferred inflows of resources that do not meet the definitions of net investment in

capital assets or restricted net position.
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Operating and Nonoperating Revenues and Expenses

The Hospital’s statements of revenues, expenses, and changes in net position distinguish between
operating and nonoperating revenucs and expenses. Operating revenues result from exchange
transactions associated with providing healthcare services — the Hospital's principal activity,
Nonexchange revenues, including contributions received for purposes other than capital asset
acquisition support payments to related organizations, are reported as nonoperating revenues.
Operating expenses are all expenses incurred to provide healthcare services. Nonexchange expenses,
including interest expense and other expenses incidental to the Hospital’s principal activity, are
reported as nonoperating expenses.

Net Patlent Service Revenue

Net patient service revenue is reported at the estimated net realizable amounts from patients,
third-party payors, and others for services rendered. Reimbursable amounts from third-party payors
are estimated in the period the related services are rendered and adjusted in future periods, as final

settlements are determined.

Net patient service revenue includes revenue derived from agreements with various managed care
organizations to provide medical services to subscribing participants. Under certain of these
agreements, the Hospital receives fixed monthly capitation payments (generally, adjusted annually)
based on the number of each managed care organization's participants, regardless of services
actually performed by the Hospital, The Hospital recognizes, in the year of contractual commitment,
any losses on these contracts when it is probable that expected medical and maintenance expense
under a group of existing contracts would exceed anticipated premiums and recoveries on these
contracts, In other agreements, the managed care organizations make fee for service payments to the
Hospital for certain covered services based primarily upon discounted fee schedules,

Charity Care

The Hospital has a policy of providing healthcare services, without charge or at amounts less than
established rates, to those unable to pay all or a portion of their charges and who meet certain
eligibility criteria established in the Hospital’s charity care policy. Because the Hospital does not
pursue collection of amounts determined to qualify as charity care, they are not reported as patient

service revenue.

Risk Management

The Hospital is exposed to various risks of loss from torts; theft of, damage to, and destruction of
assets; business interruption; errors and omissions; employee injuries and illnesses; natural disasters;
and employee health, dental, and accident benefits. The Hospital is self-insured for workers’
compensation (note 13). The estimated provision for self-insured workers’ compensation includes
the ultimate cost for both reported losses and losses incurred but not reported as of the respective
statement of net position dates. Commercial insurance coverage is purchased for other claims arising
from such matters. The primary commercial insurance for professional liability is a full deductible
policy (note 12). Settled claims have not exceeded this commercial coverage in any of the two

preceding years.
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Compensated Absences

The Hospital's employees earn vacation days at varying rates depending on years of service,
Employees may accumulate vacation time up to a specified maximum, Employees are paid for
accumulated vacation time if they terminate employment. Consistent with the compensated absences
reporting standards of GASB Statement No. 16, Accounting for Compensated Absences, an accrual
for certain salary-related payments associated with compensated absences is included in accrued

expenses.

Income Taxes

The Hospital qualifies as a Section 501(c)(3) not-for-profit institution of the Internal Revenue Code
(the Code) and, therefore, is exempt from federal income taxes pursuant to Section 501(a) of the
Code. The Hospital is, however, subject to federal income taxes on any unrelated business income
under the provisions of Section §11 of the Code, The Hospital is exempt from state income taxes
under Section 71.26(b)(e) of Wisconsin Statutes.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual

results could differ from those estimates.

Derivative Instruments

The Hospital’s derivative instruments represent interest rate swaps that are used as part of its risk
management strategy to manage exposure to fluctuations in interest rates and to manage the overall
cost of its debt. Interest rate swaps are used to hedge identified and approved exposures and are not

used for speculative purposes.

The Hospital records derivative instruments on the statement of net position as either an asset or
liability measured at their fair market values. The Hospital records the changes in fair market value
of ineffective derivative instruments on the statements of revenues, expenses and changes in net
position, The Hospital records the changes in fair market value of effective derivative instruments on
the statements of net position as deferred outflows of resources

Pension-Related Liabllities

The Hospital has certain post-retirement obligations for its current and former employees that are
reflected as pension-related liabilities in its financial statements, The first such obligation relates to
pension plan enhancements that occurred between 1982 and 1990 that created a prior service pension
obligation for all State of Wisconsin agencies covered under the Wisconsin Retirement System. The
second component relates to a sick leave conversion program that allows retiring State agency
employees to convert unused sick leave at the time of their retirement to pay for post-retirement
health insurance. The State legislature adopted provisions in 1984 which mandated advance funding
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of this sick leave conversion program and gave rise to a second unfunded obligation. Each State
agency was assigned a portion of these obligations reflecting the actuarially computed share
associated with its employees. At the time these events occurred, the Hospital was deemed an agency
of the State and was assigned a portion of these obligations. The Hospital has been funding these
obligations following an amortization period that runs through 2030.

In December 2003, the State of Wisconsin Department of Administration issued Annual
Appropriation Bonds to allow it to accelerate the funding of a substantial portion of these obligations
for many of its agencies, including a portion attributable to a subset of Hospital employees that at the
time were still deemed to be State employees. The Hospital is responsible for reimbursing the State
for its portion of the annual debt service related to the bonds. That liability is also included as a
component of pension-related liabilities on the Hospital’s statement of net position.

Since 2003, the State has refinanced and entered into swap arrangements for various portions of the
Annual Appropriation Bonds, As a result, the debt service associated with those bonds varies over
time. In addition, the percentage of the debt service allocable to the Hospital varies over time based
on the State’s methodology for allocating that liability to its various agencies. The Hospital adjusts
its records, as necessary, whenever its allocated share of the outstanding debt service changes. Any
adjustment representing additional interest is reported as interest expense and any portion
attributable to principal is reported as other nonoperating expense.

(r)  Reclassification
Certain prior year financial statement amounts have been reclassified to conform to the current year
presentation.

Restricted Net Position and Endowments

Restricted expendable net position as of June 30, 2014 and 2013 are available for the following purposes
{(in thousands):

2014 2013
Capital purposes b 3,774 9,977
Research and general 4,589 3,638
Total expendable restricted net position $ 8,363 13,615

Restricted nonexpendable net position as of June 30, 2014 and 2013 represents the principal amounts of
permanent endowments restricted to investment in perpetuity. Investment earnings for the Hospital’s
permanent endowments are expendable for purposes restricted by the donors primarily for patient

assistance purposes.

Designated Unrestricted Net Position

Included in the $675,844,000 and $648,621,000 of unrestricted net position reported as of June 30, 2014
and 2013, respectively, are $157,337,000 and $157,078,000, respectively, that have been designated by the
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Hospital’s board of directors for capital replacement and debt retirement. Designated funds remain under
the control of the board of directors, which may, at its discretion, later designate the funds for other

purposes,

Transactions with Related Parties

The Hospital receives certain administrative and other general services from the University and provides
direct support for the educational, research, and clinical activities of the University through the Agreement.
Direct costs associated with these services and support approximated $61,490,000 and $61,338,000 in
2014 and 2013, respectively. The Hospital committed to support certain UWSMPH and University of
Wisconsin School of Nursing capital expenditures as incurred, with the remaining $1,899,000 as of
June 30, 2014, of the commitment to be paid as the capital projects commence in agreed-upon instaliments,
At June 30, 2014 and 2013, the Hospital had $2,645,000 and $2,658,000 in receivables, respectively, and
$6,092,000 and $4,504,000 in payables, respectively, with the University.

In addition to the historic Affiliation Agreement transfers, the Hospital’s board of directors approved, in
fiscal year 2013, the provisions of an Annual Academic Advancement Agreement (AAA) to establish
guidelines as to when the Hospital will provide additional financial support to UWSMPH for
education/clinical programs and outcomes research. Under the original AAA provisions, if the operating
margin of the Hospital for any fiscal year exceeded a defined threshold, initially established as 5%, and
days cash-on-hand exceeds a defined threshold, initially established as 180 days, the Hospital would make
a distribution to UWSMPH. During fiscal year 2014, the AAA was amended such that the operating
income representing the operating margin between 5% and 6% is distributed entirely to UWSMPH,
Amounts in excess of 6% are partially distributed to UWSMPH. Included in nonoperating expense and
accrued expenses is an estimated payment due to UWSMPH of $14,605,000 and $35,639,000,
respectively, representing the expected payment for the 2014 and 2013 fiscal year.

University Health Care, Inc, (UHC) is a Wisconsin nonstock, not-for-profit corporation. UHC primarily is
engaged in furthering the teaching, research, and service functions of the Hospital, UWSMPH, and the
University of Wisconsin Medical Foundation (UWMF), each of which are members of UHC. UHC owns
100% of the equity interest of Unity Health Plans and its acquisition was funded 60% by the Hospital and
40% by UWMF, By resolution of UHC and agreement by its members, the Hospital and UWMF shall
indirectly hold 60% and 40%, respectively, of the equity and ownership rights of Unity Health Plans. The
UWSMPH shall have no ownership rights or funding obligations in and to Unity Health Plans. The super
majority rights for governance of Unity Health Plans do not grant control to either the Hospital or UWMF,
As such, the Hospital’s investment in Unity Health Plans through UHC is accounted for by the equity
method. At June 30, 2014 and 2013, the Hospital had $1,186,000 and $1,648,000 in receivables,
respectively, with Unity Health Plans and UHC. The Hospital received payments of $78,809,000 and
$64,218,000 for the years ended June 30, 2014 and 2013, respectively, from UHC under a capitation
agreement with Unity Health Plans. Through February 1, 2013, Unity Health Plans assumed the risk in the
event of hospital utilization in excess of capitation payments. Under the terms of a risk-sharing contract
amendment effective February 1, 2013, UHC has assumed the benefits and risks for any excess or
deficiency of premiums compared to health care expenses of Unity. The first measurement period under
the new provisions is February 1, 2013 to December 31, 2013. Based on results through June 30, 2014 and
2013, the Hospital recorded an estimated receivable amount of $3,726,000 and $1,500,000, respectively.
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e-Care of Wisconsin, LLC, was formed in May 2008 as a limited liability company. UHC is the sole
member of the LLC. The board of managers of e-Care of Wisconsin, LLC consists of three appointees
from the Hospital and two appointees each from UWMEF and UHC; as such, the Hospital’s investment is
accounted for on the equity basis. Capital contributions to the LLC are funded 70% by the Hospital and
30% by UWMF as per resolution of the board of directors of UHC.

UHC was audited by other auditors as of December 31, 2013 and 2012, and for the years then ended. A
summary of certain financial data for UHC as of and for the years ended December 31, 201 and 2012 is as

follows (in thousands):

2013 2012
Total assets $ 199,943 164,877
Unrestricted net assets 72,738 68,544
Total revenue 651,197 497,363
1,634 ' 1Y)

Revenues over/(under) expenses

Wisconsin Therapies, Inc., a not-for-profit corporation in which the Hospital has a 50% interest, was
organized for the purpose of forming a limited liability company with Chartwell Midwest. Wisconsin
Therapies, Inc. is a holding company that has no assets, liabilities, or operations. The limited liability
company is called Chartwell Wisconsin Enterprises, LLC, and is the sole member in Chartwell Midwest
Wisconsin, LLC, and a single-member limited liability company providing tertiary home care, infusion
therapy and other home health services to acutely and chronically ill patients primarily in Wisconsin, The
Hospital’s investment in the company is adjusted for equity in undistributed earnings of Chartwell

Wisconsin Enterprises, LLC.
Wisconsin Dialysis, Inc. is a not-for-profit corporation, which is owned 45%, 45%, and 10% among the

Hospital, Meriter Hospital Inc., and UWMF, respectively. The investment is being accounted for by the
equity method. At June 30, 2014 and 2013, the Hospital had $200,000 and $56,000 in receivables,

respectively, from Wisconsin Dialysis, Inc.

The Hospital has a one-third membership interest in Madison Surgery Center Inc. The other members
include Meriter Hospital, Inc. and UWMF. The investment is being accounted for by the equity method.

Madison United Healthcare Linen, Ltd. provides laundry services to hospitals, long-term care facilities and
clinics. The Hospital is a 46.1% member, along with two other hospitals. The investment is being
accounted for by the equity method,

Madison Environmental Resourcing, Inc, provides waste treatment and disposal of solid waste material for

member organizations operating in the healthcare industry. The Hospital is a 40.9% member, together with
Meriter Hospital, Inc. and St. Mary’s Hospital. The investment is being accounted for by the equity

method.

Generations Fertility Care, Inc. is a joint venture fertility business owned equally by the Hospital, UWMF
and Meriter Hospital, Inc. The investment is being accounted for by the equity method.
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Investments in joint ventures as of June 30, 2014 and 2013 comprise of the following (in thousands):

2014 2013

University Health Care, Inc. $ 43,080 38,463
e-Care of Wisconsin, LLC 800 998
Wisconsin Therapies, Inc. 1,840 1,429
Wisconsin Dialysis, Inc. 4,483 3,490
Madison Surgery Center, Inc, 7,641 7,441
Madison United Healthcare Linen, Ltd. 4,112 4,137
Madison Environmental Resourcing, Inc. 745 692
Generations Fertility Care, Inc. 115 258
Madison Rehabilitation Hospital 58 —

$ 62,874 56,908

(5) Deposits and Investments

(a) Deposits

Custodial credit risk for deposits is the risk that in the event of a financial institution failure, the
Hospital’s deposits will not be returned. Deposits included in current cash and cash equivalents as of
June 30, 2014 and 2013 are presented in the table below (in thousands):

2014 2013

Bank balances:

FDIC - Insured $ 559 559
Uninsured, collateralized, or collateralized by
securities held by the pledging institution or by its
trust department or agent in other than the
Hospital’s name 65,970 76,667
Petty cash 44 47
Total bank balances 3 66,573 77,273
Carrying amount 60,260 66,270

Additional amounts on deposit with the Hospital’s investment advisor for investment in
fixed-income securities included in noncurrent cash and investments are $8,966,000 and $16,901,000
as of June 30, 2014 and 2013, respectively. These amounts are uninsured and uncollateralized. Other
restricted deposits held with a trustee and included in noncurrent cash and investments are

$2,141,000 and $1,366,000 as of June 30, 2014 and 2013, respectively.

(b) Investments
The board of directors has authorized management to invest in debt and equity securities through the
following:
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Fixed-income securities ~ investments in U.S. Treasury bonds and notes, corporate bonds and other
government bonds managed by an investment advisor. Amounts are recorded at fair value based on
quoted market prices.

University of Wisconsin Foundation — Expendable Fund ~ pooled investments recorded at cost, plus
accrued earnings to date. The Foundation assumes the market risk for investments in this fund.

University of Wisconsin Foundation ~ Endowment Fund — pooled investments recorded using net
asset value as a practical expedient in estimating fair value,

Noncurrent cash and investments comprise at June 30, 2014 and 2013, as follows (in thousands):

2014 2013
Cash equivalents:
Money market — investment advisor $ 8,966 16,901
Funds held with trustee money market fund 900 900
Funds held with trustee commercial paper 86,885 81,812
Other 52 43
Fixed income mutual fund 151,027 149,826
Fixed income securities 224,689 218,771
Fixed income securities held with trustee 37,667 124,436
Pooled investment funds on deposit with the University
of Wisconsin Foundation:
Pooled Expendable Fund 162,614 167,114
Pooled Endowment Fund 129,978 112,761
Total $ 802,778 872,564

Investments held in the Pooled Endowment Fund at the Foundation consist of the following as of
June 30, 2014 and 2013:

2014 2013
Cash 3% 3%
Fixed income 16 17
Equity 58 54
Private equity 21 23
Real estate assets 2 3
100% 100%

The Hospital may redeem its investments held with the Foundation with a 30-day notice, subject to
certain fund availability restrictions.
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Investment Risk Factors

There are many factors that can affect the value of investments. Some, such as custodial risk,
concentration of credit risk, and foreign currency risk may affect both equity and fixed-income
securities, Equity securities respond to factors such as economic conditions, individual company
earnings performance, and market liquidity, while fixed-income securities are particularly sensitive

to credit risks and changes in interest rates.

Credit Risk

Credit risk is the risk that the Hospital will not recover its investments due to the failure of the
counterparty to fulfill its obligation. The Hospital does not have an investment policy over credit
risk. Investments in fixed-income securities are subject to credit risk as of June 30, 2014 and 2013 as
determined through a nationally recognized rating agency, Moody's, are presented in the table below

(in thousands):
2014 2013

Aaa $ 108,393 110,713
Aal 4 4,890 9,246
Aa2 6,446 24,134
Aa3 10,936 44,949
Al 19,167 21,904
A2 11,091 27,580
A3 14,986 18,111
Baal 20,422 23,000
Baa2 30,421 29,794
Baa3 12,900 11,375
Bal 3,317 2,935
Ba3 345 326
Not rated 19,042 19,140

Total $ 262,356 343,207

Investments in the pooled expendable fund and the pooled endowment fund are not subject to credit

risk as the Foundation is not rated.
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(e) Interest Rate Risk

Interest rate risk is the risk that the fair value of the Hospital’s investments will decrease as a result
of an increase in interest rates. Concentration of credit risk is the risk of loss attributed to the
magnitude of the Hospital’s investment in a single issuer or investment., The Hospital does not have
an investment policy over interest rate risk. Maturities related to the Hospital’s fixed-income
investments as of June 30, 2014 and 2013 are presented in the tables below (in thousands):

- 2014

Total <1 year - 2 — § years > 5 years
U.S. Treasury bonds and notes $ 115,420 20,459 66,208 28,753
Corporate bonds 145,217 35,184 72,911 37,122
Other government bonds 1,719 — 320 1,399
Total $ 262,356 55,643 139,439 67,274

2013

Total <1 year 2 -5 years > 5 years
U.S. Treasury bonds and notes $ 55,568 — 5,797 49,771
Corporate bonds 234,633 98,237 100,793 35,603
Other government bonds 53,006 10,823 31,092 11,091
Total $ 343,207 109,060 137,682 96,465

Capital Assets

Capital asset additions, retirements, and balances for the year ended June 30, 2014 are as follows
(in thousands):

Balance, Additions Balance,
June 30, and June 30,
2013 transfers Retirements 2014
Capital assets not being depreciated:
Land N $ 21,564 2,841 — 24,405
Land improvements 2,852 452 — 3,304
Construction in progress 35,015 91,831 — 126,846
Total 59,431 95,124 — 154,555
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Capital assets being depreciated:
Buildings and improvements
Equipment

Total

Less accumulated depreciation
and amortization for:
Buildings and improvements
Equipment

Total

Total capital assets
being
depreciated — net

Total capital assets

June 30, 2014 and 2013

Balance, Additions Balance,

June 30, and June 30,
2013 transfers Retirements 2014
553,267 55,469 — 608,736
317,204 53,592 (9,812) 360,984
870,471 109,061 (9,812) 969,720
261,115 22,079 — 283,194
213,504 28,006 (9,546) 231,964
474,619 50,085 (9,546) 515,158
395,852 58,976 (266) 454,562
455,283 154,100 (266) 609,117

Construction in progress at June 30, 2014 consists principally of costs incurred for construction of a new
comprehensive acute and ambulatory care facility on the east side of Madison, operating room expansion,
and isolation fan upgrade, The construction projects are being financed through a combination of operating
funds, philanthropy and the 2013 bond financing (see note 7). During 2014, interest expense of

approximately $8,770,000, net of interest income of approximately $956,000, was capitalized.

Capital asset additions, retirements, and balances for the year ended June 30, 2013 are as follows

(in thousands):

Capital assets not being depreciated:
Land
Land improvements
Construction in progress

Total

Balance, Additions Balance,
June 30, and June 30,
2012 transfers Retirements 2013
17,064 4,500 —_ 21,564
2,277 575 — 2,852
12,551 22,464 — 35,015
31,892 27,539 — 59,431
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Balance, Additions Balance,
June 30, and June 30,
2012 transfers Retirements 2013
Capital assets being depreciated:
Buildings and improvements $ 523,402 29,988 (123) 553,267
Equipment 280,718 49,828 (13,342) 317,204
Total 804,120 79,816 (13,465) 870,471
Less accumulated depreciation
and amortization for:
Buildings and improvements 240,266 20,972 (123) 261,115
Equipment 203,179 23,149 (12,824) 213,504
Total 443,445 44,121 (12,947) 474,619
Total capital assets
being .
depreciated — net 360,675 35,695 (518) 395,852
Total capital assets $ 392,567 63,234 (518) 455,283

Construction in progress at June 30, 2013 consists principally of costs incurred for construction of a new
comprehensive acute and ambulatory care facility on the east side of Madison, construction and equipping
of a two story addition to American Family Children’s Hospital for a pediatric ICU and NICU, build-out
and equipping of the Diagnostic and Therapy unit in American Family Children’s Hospital, equipping of a
new Autopsy and Pathology suite and fire alarm system upgrade. The construction projects are being
financed through a combination of operating funds, philanthropy and the 2013 bond financing (see note 7).
During 2013, interest expense of approximately $2,586,000, net of interest income of approximately

$(713,000), respectively, was capitalized.

Total remaining commitments on capital asset purchases and the renovation and construction projects
approximated $55,239,000 million at June 30, 2014,

The creation of the American Family Children’s Hospital represented the Hospital’s first major facility
funded in partnership with private donors. Building on a $10 million founding gift from American Family
Insurance Corp., a $41 million campaign for the construction of the new Children’s Hospital, began in
2003. Additional campaigns totaling $14.9 million have been subsequently initiated. As of June 30, 2014,
$51.9 million has been received and $1.5 million and $2.3 million, respectively, of net present value
pledges receivable were reflected in the financial statements as of June 30, 2014 and 2013, respectively.
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Changes in long-term debt for the years ended June 30, 2014 and 2013 are as follows (in thousands):

Amounts payable to the State
under capital lease
agrecments for:
General Obligation Bonds
Refunding Bonds

Total payable to
the state

Hospital Revenue Bonds:

Series 2002B

Series 2008A

Scries 2009B

Series 2009C

Series 2011A

Series 201 1B

Scries 2013A

Capita) Leases
Premium on long-term debt
Hospital Equipment Loan

Total long-term debt
including premium

Series 2000 Refunding deferred
outflows of resources

Series 1997 Refunding deferred
outflows of resources

Series 2004 Refunding deferred
outflows of resources

Series 2002A Refunding deferred
outflows of resources

Series 2005 Refunding deferred
outflows of resources

Series 2008B Refunding deferred
outflows of resources

Series 2009A Refunding deferred
outflows of resources

Balance, Payments Balance, Amounts
June 30, and June 30, due within

2013 Additions amaertization 2014 one year
$ 168 — 161 7 —_
1,054 — 512 542 282
1,222 —_ 673 549 282
16,430 — 1,525 14,905 1,775
30,925 — 50 30,875 55
56,245 — 2,100 54,145 2,200
61,000 - — 61,000 —
272,595 — 2,830 269,765 3,240
8,332 — 1,996 6,336 2,216
20,216 — 679 19,537 680
16,824 — 5,891 10,933 5,956
483,789 — 15,744 468,045 16,404
$ 4,919) — (312) 4,607 —
(200) — (14) (186) -
(376) — 7 (359 -
(524) — @n 497) —
331 - @1 (310) —
431) — @n (410 —_
(439) — (23) 416) —
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Balance, Payments Balance, Amounts
June 30, and June 30, due within
2013 Additions amortization 2014 one year
Series 2008A Refunding deferred
outflows of resources $ (6,120) — @477 (5,643) —
Series 2009C Refunding deferred
outflows of resources (172) — (15) (157) —
Totat deferred loss
on debt refunding
in deferred
outflows of
resources $ (13,512) — 927) (12,585) —
Balance, Payments Balance, Amounts
June 30, and June 30, due within
2012 Additions amortization 2013 one year
Amounts payable to the State
under capital lease
agreements for:
General Obligation Bonds $ 192 — 24 168 25
Refunding Bonds 2,318 — 1,264 1,054 638
Total payable to
the state 2,510 — 1,288 1,222 663
Hospital Revenue Bonds:
Series 2002B 1,505 —_ 1,505 — —_—
Series 2008A 48,815 — 32,385 16,430 1,525
Series 2009B 54,825 — 23,900 30,925 50
Series 2009C 4,669 —_ 4,669 - —
Series 2011A 56,745 — 500 56,245 2,100
Series 2011B 61,000 — —_ 61,000 —_
Series 2013A — 272,595 — 272,595 2,830
Capital Leases —_ 8,767 435 8,332 2,085
Premium on long-term debt 48 20,415 247 20,216 —
Hospital Equipment Loan 4,787 15,999 3,962 16,824 5,890
Total long-term debt
including premium  § 234,904 317,776 68,891 483,789 15,143
Series 2000 Refunding deferred
outflows of resources $ {5,231) —_ 312) (4,919) —
Series 1997 Refunding deferred
outflows of resources 214) — (14) (200) —_
Series 2004 Refunding deferred
outflows of resources (394) — (18) (376) —
Series 2002A Refunding deferred
outflows of resources (551) - 2n (524) —
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Balance, Payments Balance, Amounts
June 30, and June 30, due within
2012 Additions amortization 2013 one year
Series 2005 Refunding deferred
outflows of resources $ (353) —_ 2) (331) _
Series 2008B Refunding deferred
outflows of resources s1) — 20) “31) —
Series 2009A Refunding deferred
outflows of resources “63) ° — 24) 439) : —_
Series 2008A Refunding deferred
outflows of resources - (6,259) (139) 6,120) —_
Series 2009C Refunding deferred .
outflows of resources — (175) 3) (172) —
Total deferred loss
on debt refunding
in deferred
outflows of
resources $ (7,657) 6,434) (579! (13,512) —

The amounts payable to the State under capital lease agreements represent portions of the respective
obligations for which repayment has been assigned to the Hospital in connection with the financing of the

Hospital’s facilities and equipment (note 1).

In October 2002, the Hospital issued $68,500,000 of Hospital Revenue Bonds, Series 2002 (Series 2002
Bonds) consisting of $55,600,000 Series 2002A Short-term Adjustable Securities and $12,900,000
Series 2002B Fixed Interest Rate Bonds. The bond proceeds were designated to finance-qualified capital
projects. In March 2009, the Hospital refunded $55,600,000 of the outstanding Series 2002A bonds with
Variable Rate Demand Revenue Bonds, Series 2009A. The refunding of the Series 2002A bonds resulted
in the recognition of a deferred outflow of resources of $641,000. Prior to the adoption of GASB Statement
No. 63 and No. 65, the deferred ocutflow of resources was classified as a deferred loss. With the early
adoption of GASB Statement No. 63 and 65, the deferred loss, which was an offset to Jong-term debt, has
been reclassified to deferred outflows of resources on the statement of net position. Principal payments on
the remaining Series 2002B Bonds was $1,505,000 paid in April 2013. Interest rates for the Series 2002B
Bonds range from 5.25% to 5.50% and payable semiannually on April 1 and October 1 of each year. The
effective annual interest rate of the Series 2002B Bonds was 5.50% in 2013.

In September 2005, the Hospital issued $59,770,000 of Variable Rate Demand Hospital Revenue Bonds,
Series 2005 (Series 2005 Bonds). The bond proceeds were designated to refund a portion of the then
outstanding Series 2000 Bonds. As a result of advanced refunding, the Hospital recognized a deferred loss
of $7,339,000, which is being amortized to interest expense over the term of the debt. There are no
amounts outstanding on the defeased bonds at June 30, 2014 and 2013. In March 2009, the Hospital
refunded $58,095,000 of the outstanding Series 2005 bonds with Variable Rate Demand Hospital Revenue
Bonds, Series 2009B and transferred the April 2009 principal payment of $495,000 into escrow. The
refunding of the Series 2005 Bonds resulted in the recognition of a deferred outflow of resources of

$423,000.
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In May 2008, the Hospital issued $50,375,000 of Fixed Rate Bonds, Series 2008A (Series 2008A Bonds)
through a private placement. The bond proceeds were used to refund $50,000,000 of Variable Rate
Demand Hospital Revenue Bonds, Series 1997, resulting in the recognition of a deferred outflow of
resources of $271,000, which is being amortized to interest expense over the term of the debt. Principal
payments on the remaining Series 2008A Bonds, ranging from $1,010,000 to $2,020,000, are due annually
from April 2015 through April 2023, Interest is payable semiannually. The effective interest rate of the
Series 2008A Bonds was 5.00% in 2014 and 2013, In March 2013, the Hospital refunded $31,760,000 of
the outstanding Series 2008A Bonds with Fixed Rate Demand Hospital Revenue Bonds, Series 2013A.
The refunding of the Series 2008A Bonds resulted in the recognition of a deferred outflow of resources of

$6,259,000.

In June 2008, the Hospital issued $61,000,000 of Variable Rate Demand Revenue Refunding Bonds,
Series 2008B Bonds, secured by an irrevocable transferable direct pay letter of credit issued by a
commercial bank. The bonds proceeds were used to refund $60,000,000 of Hospital Revenue Bonds
consisting of Short-term Adjustable Rate Securities, Series 2004, resulting in the recognition of a deferred
outflow of resources of $465,000, which is being amortized to interest expense over the term of the debt. In
May 2011, the Hospital refunded $61,000,000 of the outstanding Series 2008B bonds with Revenue
Refunding Bonds, Series 2011B. The refunding of the Series 2008B bonds resulted in the recognition of a

deferred outflow of resources of $474,000.

In September 2008, the Hospital entered into an equipment financing agreement with GE Government
Finance, Inc in the amount of $9,283,424. Principal and interest payments are made monthly commencing
on November 1, 2008, for seven years. The effective annual interest rate was 4.40% in 2014 and 2013,

In March 2009, the Hospital issued $57,070,000 of Variable Rate Demand Revenue Refunding Bonds,
Series 2009A (Series 2009A Bonds), secured by an irrevocable transferable direct pay letter of credit
issued by a commercial bank. The bond proceeds were used to refund $55,600,000 of the outstanding
Hospital Revenue Bonds consisting of Short-Term Adjustable Rate Securities, Series 2002A. In May 2011,
the Hospital refunded the outstanding $57,070,000 of the Series 2009A bonds with Revenue Refunding
Bonds, Series2011A and the balance of the Series 2009A Interest Fund. The refunding of the
Series 2009A bonds resulted in the recognition of a deferred outflow of resources of $488,000.

In March 2009, the Hospital also issued $59,345,000 of Variable Rate Demand Revenue Refunding Bonds,
Series 2009B (Series 2009B Bonds). The bond proceeds were used to refund $58,095,000 of Variable Rate
Demand Revenue Refunding Bonds, Series 2005. Principal payments on the remaining Series 2009B
Bonds, ranging from $50,000 to $8,195,000, are due annually from April 2015 through April 2029.
Series 2009B Bonds bear interest at a weekly rate determined by a remarketing agent. Interest is payable
monthly. In 2014 and 2013, the effective annual interest rate was 0.10%. In March 2013, the Hospital
refunded $21,770,000 of the outstanding Series 2009B Bonds with Fixed Rate Demand Hospital Revenue

Bonds, Series 2013A.

The Series 2009B Bonds are secured by an irrevocable transferable direct pay letter of credit issued by a
commercial bank, The letter-of-credit-agreement had a stated expiration date of March 2014, On July 31,
2013, it was extended through March 2019. In the event of a draw under the letter of credit, it does not
require any principal payments within the first year; interest payments are due monthly. Outstanding
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principal payments under the letter of credit would revert to a term out loan after the first year. Any
obligations under the term out loans are repayable in equal quarterly installments based on a four-year
straight-line amortization commencing on the 367th day after the draw with final payments of the
outstanding balances on the earliest to occur of: (a) the date on which the letter of credit is replaced or
substituted; (b) five (5) years following the date of the draw preceding such Term Out Loan; (c) the date
the bonds are successfully remarketed; or (d) the date on which all amounts due have been accelerated
pursuant to the letters-of-credit, The letter-of-credit agreements include a material adverse effect clause.
The agreements provide specific details as to what constitutes a material adverse effect and that a material
adverse effect could constitute an event of default under the letter of credit. At June 30, 2014 and 2013,
there were no amounts outstanding under the letter of credit.

In June 2009, the Hospital issued $5,300,000 of Fixed Rate Hospital Revenue Bonds, Series 2009C
(Series 2009C Bonds) through a private placement. The bond proceeds were designated to finance
qualified capital projects. The effective annual interest rate on the Series 2009C Bonds was 1.20% in 2014
and 4.30% in 2013. In March 2013, the Hospital refunded all of the outstanding Series 2009C Bonds with
Fixed Rate Demand Hospital Revenue Bonds, Series 2013A. The refunding of the Series 2009C Bonds
resulted in the recognition of a deferred outflow of resources of $192,000.

In May 2011, the Hospital issued $56,745,000 of Revenue Refunding Bonds, Series 2011A to a
commercial bank in the form of a direct bond purchase agreement. The bond proceeds were used to refund
$57,070,000 of Variable Rate Demand Revenue Bonds, Series 2009A. Principal payments on the
remaining Series 201 1A Bonds, ranging from $2,200,000 to $3,900,000, are due annually from April 2015
through April 2032. Series 2011A bonds bear interest at 74% of LIBOR, plus 1.04%, payable monthly. In
2014 and 2013, the effective interest rate was 1.20%.

In May 2011, the Hospital also issued $61,000,000 of Revenue Refunding Bonds, Series 2011B to a
commercial bank in the form of a direct bond purchase agreement. The bond proceeds were used to refund
$61,000,000 of Variable Rate Demand Revenue Bonds, Series 2008B. Principal payments on the
remaining Series 2011B Bonds, ranging from $9,950,000 to $15,275,000, are due annually in April 2030
through April 2034, Series 2011B bonds bear interest at 74% of LIBOR, plus 1.04%, payable monthly. The
effective interest rate was 1,20% in 2014 and 1.30% in 2013. The 2011B bond documents include a
material adverse effect clause. The bond documents provide specific details as to what constitutes a
material adverse effect and that a material adverse effect could constitute an event of default.

In March 2013, the Hospital issued $272,595,000 of Fixed Rate Hospital Revenue Bonds, Series 2013A.,
The bond proceeds are designated to finance qualified capital projects and to refund a portion of the
outstanding Series 2008A Bonds and Series 2009B Bonds, the remainder of the outstanding Series 2009C
Bonds, and a partial termination of the Series 2009B interest swap agreement. The Series 2013A Bonds
were sold at a premium totaling $20,415,000. The premium will be amortized to interest expense on a
straight-line basis over the life of the bonds which approximates the interest yield. Principal payments on
the Series 2013A Bonds, ranging from $1,240,000 to $24,955,000 are due annually beginning in
April 2014 and continuing through April 2043, Interest is payable semi-annually at rates ranging from
3.00% to 5.00%. The effective interest rate was 4.00% in 2014 and 3.90% in 2013,
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In March 2013, the Hospital entered into an interest-free equipment financing agreement with GE Capital
Corporation in the amount of $15,998,641, Principal payments are due annually commencing in April 2013

for 3 years.

The Hospital is obligated under capital leases covering equipment that expire at various dates during the
next five years. At June 30, 2014, the Hospital had $8,707,000 of gross amount of equipment recorded and
related accumulated depreciation of $2,384,000, recorded under capital leases.

The Series 2008A Bonds, Series 2009B Bonds, Series 2011A Bonds, Series 2011B Bonds, and
Series 2013A Bonds are collateralized by a security interest in substantially all of the Hospital’s revenue.
The borrowing agreements contain various covenants and restrictions, including compliance with the terms
and conditions of a Lease Agreement (note 1) and provisions limiting the amount of additional
indebtedness that may be incurred. Management believes that the Hospital is in compliance with all debt
covenants and has not incurred a material adverse effect as defined at June 30, 2014 and 2013.

State of Wisconsin statutes require the Hospital to obtain approval of additional bond issuance from its
board of directors, maintain an unenhanced bond rating in the category of “A” or better from Standard &
Poor’s Corporation and Moody’s Investor Service, Inc., and notify the State Joint Committee on Finance.
The Hospital’s current ratings from Standard &Poor’s and Moody’s are A+ and Aa3, respectively.

In October 2002, the Hospital entered into an interest rate swap in order to convert a portion of the
Series 2002A Short-term Adjustable Rate Securities to fixed rates. The notional amount of this swap
agreement was $18,750,000 and $20,850,000 at June 30, 2014 and 2013, respectively, and matures on
April 1, 2022, This swap had been applied to the Series 2009A with the refunding of the Series 2002A
bonds and is now applied to the Series 2011A bonds with the refunding of the Series 2009A bonds. The
terms of the swap agreement are for the Hospital to pay the counterparty a fixed rate of 3.85% per annum,
payable semiannually, and the Hospital to receive a floating rate of 70% of one-month London InterBank
Offered Rate (LIBOR) per annum, payable monthly. The effective interest rate received by the Hospital
was .10% in 2014 and .20% in 2013. The fair value of the swap agreement was $(2,096,005) and

$(2,539,626) at June 30, 2014 and 2013, respectively.

In November 2004, the Hospital entered into an interest rate swap in order to convert a portion of the
Series 1997 Variable Rate Demand Bonds to fixed rates. This swap had been applied to the 2008B bonds
with the refunding of Series 1997 bonds and is now applied to the Series 2011B bonds with the refunding
of Series 2008B bonds. The notional amount of this swap agreement was $22,250,000 and $24,150,000 at
June 30, 2014 and 2013, respectively, and matures on April 1, 2021. The terms of the swap agreement are
for the Hospital to pay the counterparty a fixed rate of 3.45% per annum, payable semiannually, and the
Hospital to receive a floating rate of 70% of one-month LIBOR per annum, payable monthly. The effective
interest rate received by the Hospital was 0.10% in 2014 and 0.20% in 2013. The fair value of the swap
agreement was $(2,064,000) and $(2,508,391) at June 30, 2014 and 2013, respectively.

In September 2005, the Hospital entered into an interest rate swap in order to convert the Series 2005
Variable Rate Demand Hospital Revenue Bonds to fixed rate. This swap has been applied to the
Series 2009B with the refunding of the Series 2005 Bonds. In March 2013, a portion of the swap in the
amount of $21,770,000 was unwound in connection with the Series 2013A financing. The notional amount
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of the swap agreement was $29,860,000 at June 30, 2014 and 2013, and matures on April 1, 2029. The
Hospital paid $2,629,336 in connection with the partial termination. The terms of the swap agreement are
for the Hospital to pay the counterparty a fixed rate of 3.31% per annum, payable monthly, and the
Hospital to receive a floating rate of 58.3% of one-month LIBOR per annum plus 0.36%, payable monthly.
In 2014 and 2013, the effective interest rate received by the Hospital was .50%. The fair value of the swap
agreement was $(4,546,389) and $(4,346,418) at June 30, 2014 and 2013, respectively.

The fair values of the swap agreements were estimated considering the projected cash flows associated
with the swaps, and the fair values are reflected in other long-term liabilities on the financial statements.

In 2012, the Hospital determined that the derivative instruments associated with the Series 2011A and
Series 2011B bonds have been effective since inception, the year the Hospital adopted Statement No. 53.
The changes in fair market value of the effective swaps of $(888,000) and $(2,013,000) for the years ended
June 30, 2014 and 2013, respectively, are reflected as adjustments to deferred outflows of resources.

There are collateral posting provisions on the swap agreement. The collateral amount required is
determined based on the fair value of the swap, less the applicable threshold of $7,000,000 at the
Hospital’s current rating. Collateral valuations are performed daily, based on the official market closing
curve. While the counterparty holds the collateral, the funds will earn the overnight Federal Funds interest
rate, payable monthly. No collateral was required as of June 30, 2014 and 2013.

The Hospital will be exposed to variable rates if the counterparty to the swap defaults or if the swaps are
terminated. The swap agreements include bilateral additional termination event provisions. Under the
provisions, either party has the option, but not the obligation, to terminate the swap transaction if the other
party gets downgraded below certain thresholds. Neither the Hospital nor the counterparties have been
downgraded below these thresholds at June 30, 2014 and 2013. The swaps expose the Hospital to basis risk
should the relationship between LIBOR and variable rate converge, changing the synthetic rate on the
bonds. As of June 30, 2014 and 2013, the Hospital was not exposed to credit risk because each of the
swaps had a negative fair value, However, should interest rates change and any one of the fair value of the
swaps become positive, the Hospital would be exposed to credit risk in the amount of the swap’s fair value.
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Aggregate scheduled principal and interest repayments on long-term debt as stated under the actual debt
terms, including the effect of the swaps based on the effective interest rate at June 30, 2014 are as follows

(in thousands):

Interest rate

Year ending June 30 Principal Interest swap — net Total

2015 $ 15,724 14,328 2,299 32,351
2016 14,459 13,983 2,136 30,578
2017 9,747 13,692 1,960 25,399
2018 10,007 13,378 1,771 25,156
2019 9,267 13,022 1,575 23,864
20202024 52,903 59,446 5,151 117,500
2025 -2029 65,950 50,439 2,885 119,274
2030 ~-2034 79,815 45,415 — 125,230
2035 - 2039 96,655 32,702 — 129,357
2040 - 2044 93,981 9,504 —_ 103,485

Subtotal 448,508 265,909 17,777 732,194
Premium on long-term debt 19,537 — — 19,537

Total debt $ 468,045 265,909 17,777 751,731

Should a situation arise in which the Series"2009B variable rate bonds were put back to the Hospital and
the Hospital made a draw on the commercial bank letter of credit, the timing of scheduled principal
payments on long-term debt would change as depicted below (in thousands):

2015 -

2016

2017

2018

2019

2020 -2024
2025 -2029
2030 -2034
2035-2039
2040 - 2044

Net Patient Service Revenue

The Hospital has agreements with third-party payors that provide for reimbursement at amounts different
from the Hospital’s established rates. Contractual adjustments under third-party reimbursement programs
represent the difference between the Hospital’s established rates for services and amounts reimbursed by
third-party payors. A summary of the basis of reimbursements with major third-party payors is as follows:

Total

43
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$

$

15,724
22,114
17,392
17,652
16,912
50,408
37,855
79,815
96,655
93,981

448,508
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Medicare

Inpatient acute care services rendered to Medicare beneficiaries and defined capital costs are paid at
prospectively determined rates per discharge. These rates vary according to a patient classification
system that is based on clinical, diagnostic, and other factors. Qutpatient services are reimbursed
based on prospectively determined rates with separate payment classifications established for each
distinct service rendered within the encounter, Inpatient nonacute services, medical education, and
certain organ acquisition costs related to Medicare beneficiaries are paid based upon
cost-reimbursement methods, established fee screens, or a combination thereof, The Hospital is
reimbursed for cost-reimbursement items at a tentative rate with final settlement determined after
submission of annual cost reports by the Hospital and audits by the Medicare fiscal intermediary.
The Hospital’s Medicare cost reports have been audited by the Medicare fiscal intermediary through
June 30, 2010. The estimated receivables and payables to Medicare included in the financial
statements include those cost reports that are subject to audit by the Medicare fiscal intermediary.

Net patient service revenue for the years ended June 30, 2014 and 2013 included approximately
$7,422,000 and $4,704,000, respectively, of retrospectlvely determined settiements from third-party

payors and changes in estimates.

Medicald

Inpatient services rendered to Medicaid beneficiaries are reimbursed similar to the method for
Medicare inpatient acute care services. Differences from the Medicare method pertain to
reimbursements for organ transplants, capital costs, and medical education costs, Medicaid
outpatient services are paid on a predetermined rate per visit.

Laws and regulations governing Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there is at least a reasonable possibility that recorded estimates
will change by a material amount in the near term. The impact of any change in estimates is recorded
in the year the change is determined. In management’s opinion, the ultimate disposition of these
uncertainties will not have a material adverse effect on the financial position of the Hospital or

results of operations.

Other

The Hospital has also entered into reimbursement agreements with certain commercial insurance
carriers, health maintenance organizations, and preferred provider organizations. The basis for
reimbursements under these agreements includes capitation, prospectively determined rates per
discharge, discounts from established rates, and prospectively determined per diem rates.

Capitation revenue with third-party payors comprised approximately 11.5% and 10.0% of net patient

- service revenue during the years ended June 30, 2014 and 2013, respectively.
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The Hospital grants credit without collateral to its patients, most of whom are local residents and are
insured under third-party payor agreements. The mix of net patient service revenue and net patient
accounts receivable at June 30, 2014 and 2013 is summarized as follows:

2014 2013
Net patient service revenue:
Medicare 25.1% 26.0%
Medicaid 7.6 7.0
Managed care 52.8 52.6
Indemnity 4,1 4.3
Private pay and other 10.4 10.1
100.0% _100.0%
Net patient accounts receivable:
Medicare 24.0% 25.4%
Medicaid 9.2 9.1
Managed care 39.6 41.7
Indemnity 122 8.7
Other 15.0 15.1
100.0% 100.0%
Charity Care

The Hospital maintains records to identify and monitor the level of charity care it provides, These records
include the amount of charges foregone for services and supplies furnished under its charity care policy.
The approximate level of charity care provided (based on charges) during the years ended June 30, 2014
and 2013 was $61,919,000 and $60,866,000, respectively.

Pension Plan

Virtually all Hospital employees participate in the Wisconsin Retirement System (WRS), a cost sharing,
multiple employer, defined-benefit public employee retirement system governed by Chapter 40 of the
Wisconsin Statutes. All permanent employees expected to work over 600 hours per year are eligible to
participate in the WRS. The 2011 Wisconsin Act 10, which was implemented in August 2011, contained
provisions that affected the retirement program, The WRS employee contribution rate for general
employees was changed from 5.0% to 5.8% of their salary and it prohibited employers from paying the
WRS employee required contribution for all WRS employees who did not have a collective bargaining
agreement in place prior to the effective date of Act 10. The WRS employee contribution rate was changed
to 6.65% effective January 2013 and 7.00% in January 2014, Prior to Act 10, the Hospital employees
participating in WRS were categorized as either Hospital Board or Hospital Authority employees. Covered
general employees were required by statute to contribute 5.0% of their salary to the plan; however, the
Hospital funded these contributions to the plan on behalf of the employees. The Hospital was required to
contribute the remaining amounts necessary to pay the projected cost of defined future benefits related to
current service on a pay-as-you-go basis, as determined from the State of Wisconsin Department of
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Employee Trust Funds. Act 10 also eliminated the separate category of Board employees and all are now
Hospital Authority employees,

The payroll for employees covered by WRS for the year ended June 30, 2014 was $433,253,000; the
employer’s total payroll was $452,395,000. The total required contributions, paid by both the employer
and the employees, for the year ended June 30, 2014 were $70,866,000. The payroll for employees covered
by WRS for the year ended June 30, 2013, was $408,353,000; the employer’s total payroll was
$426,967,000. The total required contributions, paid by both the employer and the employees, for the year

ended June 30, 2013 were $61,289,000.

Employees who retire at or after age 65 are entitled to receive a retirement benefit. Employees may retire at
age 55 and receive reduced benefits, Retirement benefits are calculated as 1.6% of final average earnings
for each year of creditable service, Final average earnings is the average of the employee’s three highest
years’ earnings. Employees terminating covered employment before becoming eligible for a retirement
benefit may withdraw their contributions and, by doing so, forfeit all rights to any subsequent benefit. For
employees beginning participation on or after January 1, 1990, and no longer actively employed on or after
April 24, 1998, creditable service in each of five years is required for eligibility for a retirement annuity.
Participants employed prior to 1990 and on or after April 24, 1998 are immediately vested.

Although projected benefits for current service are funded on a pay-as-you go basis, the Hospital has
recorded liabilities related to the unfunded prior service costs and sick leave conversion credits.

The Hospital is required to make periodic payments to the WRS in respect of the employer’s share of the
unfunded prior service liability and sick leave conversion credit of the WRS related to prior service costs.
The statutorily required payments are based upon a percentage of covered wages. This percentage was
designed to amortize the unfunded liability over 40 years, with 19 years remaining in 2014. The Hospital’s
total obligation is increased each year by an amount of interest, currently equal to 7.2% of the amount of
the unfunded liability. The Hospital’s liability for unfunded prior service liability and sick leave conversion
credit, payable to WRS, was $17,764,000 and $22,204,000, as of June 30, 2014 and 2013, respectively.

For employees that were classified as Hospital Board employees prior to the enactment of Act 10, the
Hospital’s liability for unfunded prior service and sick leave is payable to the State Department of
Administration. In December 2003, the State Department of Administration issued annual appropriation
bonds and used the proceeds to retire the State’s portion (including the then Hospital Board employees) of
the unfunded pension liability with WRS. The Hospital is required to reimburse the State for the Hospital’s
pro rata share of the associated debt service, The Hospital has recognized a liability of $49,319,000 as of
June 30, 2014, of which $2,387,000 is payable in 2014 and is recorded in accrued expenses and
$46,932,000 is recorded in pension-related liabilities, payable in annual principal and interest payments to
the State over approximately 18 years. In 2014, the liability was decreased by $1.1 million based on
updated information provided by the State based on its methodology for allocating responsibility for
ongoing debt service to State entities and is recorded as miscellaneous nonoperating expense.

The Hospital’s liability was $50,371,000 as of June 30, 2013, of which $983,000 was payable in 2014 and
is recorded in accrued expenses and $49,388,000 was recorded in pension-related liabilities.
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The total pension-related liabilities for the Hospital as of June 30, 2014 and 2013 total $67,083,000 and
$72,575,000, respectively, including current portion. The liability is made up of the amounts payable to
both the State and the WRS, as discussed above. Copies of the separately issued WRS financial report, that
includes financial statements and required supplementary information, may be obtained by writing to
Department of Employee Trust Funds, 801 West Badger Road, P.O. Box 7931, Madison, Wisconsin

53707-7931.

Retiree Health Insurance Plan

(@

®)

Plan Description

The Hospital is a part of the State’s Health Insurance Program, which is an employer-sponsored
program offering group medical coverage to eligible employees and retirees of the State and
participating local government employers. Created under Chapter 40 of the Wisconsin State Statutes,
the State Department of Employee Trust Funds and the Group Insurance Board have program
administration and oversight responsibilities under Wis. Stat. Sections 15.165(2) and 40.03(6).

Under this agent multiple-employer plan, retired employees of the Hospital are allowed to pay the
same healthcare premium as active employees, creating an implicit rate subsidy for retirees. This
implicit rate subsidy, which is calculated to cover pre-age 65 retirees (since at age 65, retirees are
required to enroll in Medicare when eligible), is treated as an other postemployment benefit (OPEB).
Retirees over age 65 may purchase Medicare supplemental and prescription benefit coverage through

the plan.

The Department of Employee Trust funds issues a publicly available financial report that includes
financial statements and required supplementary information for the plan. That report may be
obtained by writing to Department of Employee Trust Funds, 801 West Badger Road, PO Box 7931,

Madison, Wisconsin 53707-7931.

Funding Policy

The health insurance plan is currently on a “pay-as-you-go-basis.” GASB Statement No. 45 does not
address funding of the OPEB obligation and the Hospital does not intend to fund it. Current
employees are not required to contribute to the retiree healthcare plan. Retirees electing to participate
in the plan pay 100% of premiums directly to the plan either out-of-pocket or with their accumulated

sick leave conversion credits.
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Annual OPEB Cost

The Hospital’s 2014 and 2013 OPEB cost (expense), dollar amount of contributions, and

components of OPEB cost were as follows (in thousands):

Annual Required Contribution (ARC)
Interest on the net OPEB obligation
ARC adjustment with interest

Annual OPEB cost
Employer contribution implicit rate adjustment
Change in the net OPEB obligation
Net OPEB obligation beginning balance
Net OPEB obligation ending balance

2014 2013
5,903 5,298
1,039 881

(1,231) (995)
5,711 5,184
(1,380) (1,442)
4,331 3,742
24,460 20,718
28,791 24,460

The Hospital’s annual OPEB cost, percentage of annual OPEB cost contributed to the plan, and the

net OPEB obligation are as follows:

Annual Percent of Net
OPEB annual OPEB OPEB
Fiscal year ended cost contributed obligation
6/30/2014 $ 5,711 241% $ 28,791
6/30/2013 5,184 27.8 24,460
6/30/2012 5,507 18.3 20,718

Funded Status and Funding Progress

As permitted by GASB 45, the Hospital obtains biannual actuarial valuations of its plan.

The Hospital does not fund the plan, and consequently the funded status was $0 as of July 1, 2013

(the most recent actuarial valuation).

Actuarial accrued liability (AAL)
Actuarial value of plan assets

Unfunded actuarial accrued liability (UAAL)

Funded ratio (actuarial value of plan assets/AAL)
Covered payroll (active plan members)

48
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2014
37,332

37,332

—%

433,253
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Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. Amounts determined
regarding the funded status of the plan and the annual required contributions of the employer are
subject to continual revision as actual results are compared with past expectations and new estimates
are made about the future. The schedule of funding progress, presented as required supplementary
information following the notes to the financial statements, presents the transition year trend
information that shows whether the actuarial value of plan assets is increasing or decreasing over
time relative to the actuarial accrued liabilities for benefits.

(e) Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as
understood by the employer and plan members) and include the types of benefits provided at the
time of the valuation and the historical pattern of sharing the benefit costs between employer and
plan members to that point. In the actuarial valuation for fiscal year 2013-2014, the projected unit
credit method was used. Actuarial calculations reflect a long-term perspective. The actuarial
assumptions included a 4.25% discount rate and an annual healthcare cost trend rate of 7.5% for
2014-2015, 7.0% for 2016-2017 and 6.5% for 2018-2019, reduced by decrements to an ultimate rate
of 5.5% after 8 years. The unfunded actuarial accrued liability is being amortized as a 30-year level
percentage of pay amortization periods on a closed basis for the initial UAAL. The remaining
amortization period was 24 years at June 30, 2014.

(12) Malpractice Insurance

The Hospital has occurrence-based coverage for claims incurred July 1, 2002 through June 30, 2003, and
has claims-made or tail coverage under various policies for claims made before and after that period.
Losses in excess of the professional liability insurance are fully covered through the Hospital’s mandatory
participation in the Injured Patient and Families Compensation Fund of the State of Wisconsin. The Injured
Patient and Families Compensation Fund has coverage limits of $1,000,000 per claim and $3,000,000 in
aggregate per year and pays that portion of a medical malpractice claim, which is in excess of the legal
primary insurance limit prescribed under law, or the maximum liability limit for which the health provider
is insured, whichever limit is greater. The Fund may pay claims in excess of the primary limits if the Fund
is named in legal action. Most qualified health care providers permanently practicing or operating in the
State of Wisconsin are required to pay, unless exempt, Injured Patient and Families Compensation Fund
operating fees. Risk of loss is retained by the fund. Noneconomic damages are capped in the State of
Wisconsin. The Hospital has recorded in the financial statements its best estimate for the ultimate cost
discounted at 3% of professional liability claims, including incurred but not reported claims.
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(13) Liabilities for Workers’ Compensation Claims

A reconciliation of changes in the aggregate liabilities for workers’ compensation claims for the years

ended June 30, 2014 and 2013 is as follows (in thousands);

Amount of Amount of
claims Incurred claims
liabilities claims liabilities
beginning and changes Payments end of
of year in estimates on claims year
2014 $ 8,900 4,247 3,514) 9,633
2013 9,665 1,757 (2,522) 8,900

Workers’ compensation claim expense is included with employee benefits expense in the statements of
revenues, expenses, and changes in net position and accrued expenses in the statements of net position.

(14) Commitments and Contingencies

(a) Leases

The Hospital leases buildings, equipment, and helicopter transport services under operating leases,
Rental expense for cancelable and noncancelable operating leases was approximately $17,784,000

and $15,938,000 for 2014 and 2013, respectively, and is included in other expenses.

Future minimum payments under noncancelable operating leases and license agreements (with initial
or remaining lease terms in excess of one year) and future minimum capital lease payments as of

June 30, 2014, are as follows (in thousands):

Operating Capital
leases leases
2015 $ 14,300 2,739
2016 12,020 2,280
2017 9,023 1,673
2018 7,132 1,532
2019 6,665 —_
20202024 13,455 —
2025-2029 8,506 —
Total future minimum lease payments $ 71,101 8,224
50 (Continued)
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i

Less amount representing interest $

Present value of future minimum lease
payments

Less current portion of obligations under capital leases

Obligations under capital leases, excluding
current portion $

(b) Regulatory Investigations

The U.S. Department of Justice and other federal agencies are increasing resources dedicated to
regulatory investigation and compliance audits of health care providers. The Hospital is subject to
these regulatory efforts. Management is currently unaware of any regulatory matters, which will
have a material adverse effect on the Hospital’s financial position or results of operations.

(c)

Other

Operating Capital
leases leases
— 1,888
71,101 6,336
—_— 2,216
71,101 4,120

The Hospital is subject to various legal proceedings and claims, which are incidental to its normal
business activities. In the opinion of management, the amount of ultimate liability with respect to
these actions will not have a material adverse effect on the Hospital’s financial position or results of

operations.

Noncurrent Liabilities

The activity in the Hospital’s noncurrent liabilities for the years ended June 30, 2014 and 2013 is set forth
below (amounts in thousands):

Balance at Balance at
June 30, 2013 Increases Decreases June 30,2014
Long-term debt, less current
instaliments $ 468,646 —_ 17,005 451,641
Net OPEB obligation 24,460 4,331 —_ 28,791
Pension-related liabilities 71,591 — 6,895 64,696
Other long-term liabilities
(interest rate swaps) 9,394 — 688 8,706
51 {Continued)
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Balance at Balance at
June 30,2012 Increases Decreases June 30,2013
Long-term debt, less current
installments $ 226,714 317,776 75,844 468,646
Net OPEB obligation 20,718 3,742 — 24,460
Pension-related liabilities 75,838 — 4,247 71,591
Other long-term liabilities
(interest rate swaps) 16,906 — 7,512 9,394
52
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Board of Directors and Stockholders
Univetsity Health Care, Inc. and Subsidiaries

We have audited the accompanying consolidated financial statements of University Health
Care, Inc. (2 Wisconsin not-for-profit corporation) and Subsidiaries, which comprise the
consolidated statements of financial position as of December 31, 2013 and 2012, and the
related consolidated statements of activities and cash flows for the years then ended, and the
related notes to the consolidated financial statements

Management's responsibllity for the financial statéments

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting ptinciples generally accepted in the
United States of America; this includes the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on

our audits. We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free

from material misstatement.

An audit involves petforming procedures to obtain audit evidence about the amounts and
disclosutes in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the tisks of matetial misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the

Grant Thomton LLP
U.8. member firm of Grant Thorrton Intecnationa Lid
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effectiveness of the entity’s internal control. Accordingly, we exptess no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the .
reasonableness of significant accounting estitates made by management, as well as evaluating
the overall presentation of the consolidated financial statements. '

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of University Health Care, Inc. and Subsidiaties as of
December 31, 2013 and 2012, and the results of theit activities and theit cash flows for the
years then ended in accordance with accounting principles generally accepted in the

United States of America.

Supplementary Information
Our audit was conducted for the putpose of forming an opinion on the consolidated financial

statements as a whole. The consolidating information is presented for purposes of additional
analysis, rather than to present the financial position, results of operations, and cash flows of
the individual entities, and is not a required part of the consolidated financial statements. Such
supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the consolidated
financial statements. The information has been subjected to the auditing procedures applied in
the audit of the consolidated financial statements and certain additional procedures. These
additional procedures included compating and reconciling the information directly to the
underlying accounting and other records used to prepare the consolidated financial statements
or to the consolidated financial statements themselves, and other additional procedutes in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the consolidating information is fairly stated, in all material respects, in relation to the
consolidated financial statements as a whole.

Appleton, Wisconsin
April 18, 2014

@rant Thornion LLP
U.S. mernber firm of Giand Thornton intemetonal Lid
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

December 31,

ASSETS
CURRENT ASSETS

Cash and cash equivalents
Marketable secutities
Accounts receivable, net
Prepaid expenses
Deferted income taxes

Total current assets
MARKETABLE SECURITIES

PROPERTY AND EQUIPMENT - AT COST
Buildings and improvements
Leasehold improvements
Furniture and equipment

Less accumulated depreciation and amortization

Projects in process
Land

OTHER ASSETS
Investment in affiliates
Goodwill, less accumulated amortization of
$2,011,352 in 2013 and 2012
Other, less accumulated amortization of $136,000 in 2013

The accompanying notes are an integral part of these statements,

5

198

2013

2012

$ 64,604,071

$ 23,321,701

26,083,220 12,249,111
33,109,443 47,074,861
772,530 623,233
3,203,124 1,563,332
127,862,388 84,832,238
53,446,958 54,716,566
7,499,722 7,457,680
108,852 108,852
21,327,718 22,269,732
78,936,202 29,836,264
16,123,371 14,421,042
12,812,921 15,415,222
588,637 856,435
926,643 926,643
14,328,201 17,198,300
1,026,784 4,717,581
2,689,087 2,689,087
590,015 722,993
4,305,886 8,129,661

$ 199,943,433

$ 164,876,765
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LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Cutrent maturities of long-term debt
Accounts payable
Claims payable
Uncatned revenue
Accrued liabilities

Total current liabilities

LONG-TERM DEBT, less current maturities

DEFERRED INCOME TAX LIABILITY

UNRESTRICTED NET ASSETS

199

2013 2012

$ 322040 $ 672,030
22,915,699 8,078,384
38,834,656 34,065,804
60,400,466 48,034,208
3,456,485 2,071,143
125,929,346 93,821,569
460,466 476,922
815,839 2,034,706
72,737,782 68,543,568

$ 199,943,433

$ 164,876,765
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF ACTIVITIES

Years ended December 31,

Revenues
Insurance premiums
Programs and other support
University of Wisconsin Hospital and Clinics Authotity
University of Wisconsin Medical Foundation
University of Wisconsin School of Medicine and Public Health

Investment income
Other income

Total revenues

Operating expenses
Health care and capitation costs
Staff salaries, wages and benefits
Purchased services and office cxpenses
Occupancy and equipment expense
Advertising and promotion
Amortization expense

Operating income (foss)

Other expense
Interest expense

Increase (decrease) in net assets before change in
net unrealized gains on investments and income
tax expense (benefit)

Income tax expense (benefit)
Current
Deferred

Increase (decrease) in net assets before change in
net unrealized gains on investments

Change in net unrealized gains on investments, net of deferred
taxes of §(767,805) in 2013 and $257,255 in 2012

INCREASE (DECREASE) IN NET ASSETS
Net contributions
Net assets at beginning of year

Net assets at end of year

200

2013 2012

§620,734581  $477,778.143
8,041 486 7,511,469
4530072 3.728,980
887.796 1,050,000
14369.254 12,290,449
1822300 2,490,033
5.270.668 4804854
651,196,803  497.363479
584227038 442,506,586
27.188.356 23,666,445
23,842,150 21,431,137
8,220,770 7472349
4976,540 3,488,707

136,000 ;
G48500.854 498,505,224
2,596,049 (1,201,745)
33,190 36,122
2,563,759 (1,237,867)
3,110,217 (2,126,141)
(2.180.854) 1,405,583
929,363 (720,558)
1,634,306 (517,309)
(1,190,182) 226,917
444,214 (290,392)
3,750,000 9,750,000
68,543,568 59,083,960

§ 72,737,782

$ 68,543,568
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

Cash flows from operating activities
Increase (decreasc) in net assets
Adjustments to reconcile increase (decrease) in net assets to net cash

provided by operating activities
Depreciation and amortization
Share in net loss of affiliates
Gain on sales of investments
Change in unrealized gains on investments
Impairment of investments
(Gain) loss on sales of property and equipment
Deferred income taxes
Changes in operating assets and liabilities
Accounts receivable
Prepaid expenses
Other assets
Accouats payable
Claims payable
Unearned revenue
Accrued liabilities

Net cash provided by operating activities

Cash flows from investing activities
Purchases of property and equipment
Proceeds from sales of property and equipment
Purchases of marketable securities
Proceeds from sales and matutities of marketable securities
Investment in affiliatcs
Sale of affiliate

Net cash used in investing activities
Cash flows from financing activities
Capital contributions from sponsors
Capital distributions to sponsors
Issuance of long-term debt
Payments of long-term debt
Net cash provided by financing activities

NET INCREASE IN CASH AND
CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

\

201

2013 2012
$ 444214 § (290,392)
5,244,047 4,469,840
177,930 270,021
(61,793) (896,521)
1,957,987 (484,172)
37,746 40,630
(1,836) 185
(2,948,659) 1,662,839
13965418 (10,763,390)
(149,297) 133,804
(3.022) (705,787)
13,937,315 1,365,338
4,768,852 6,842,370
12,366,258 9,666,273
1,385,342 (732,109)
51,120,502 10,578,929
(251,412  (3,046,379)
15,300 -
(35,601.276) (26,930,609
21,102,835 23,864,882
(237,133)  (3,978,003)
3,750,000 -
(13,221,686)  (10,090,109)
7,500,000 9,750,000
(3,750,000) -
342,515 -
(708,961) (245,457)
3,383,554 9,504,543
41,282,370 9,993,363
23,321,701 13,328,338

$ 64,604,071

§ 23,321,701
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. Otganization

The accompanying consolidated financial statements include the accounts of University Health Care,
Inc. (UHC), Unity Health Plans Insutance Corporation (Unity), Health Professionals of Wisconsin,
Inc. (HPW) and e-Cate of Wisconsin, LLC (ECARE) (collectively, the Company).

UHC is a non-stock, not-for-profit corpotation organized under Chapter 181 of the Wisconsin
Statutes to promote medical education, research and public service by the University of Wisconsin
School of Medicine and Public Health (UWSMPH) and its faculty, the University of Wisconsin
Medical Foundation (UWMF) and the University of Wisconsin Hospital and Clinics Authority

(UWHC).

Unity is a fot-profit stock corporation which offers a variety of health maintenance organization,
preferred provider organization and point-of-service medical products to employer groups and
individuals in the state of Wisconsin. Unity is a wholly-owned subsidiary of UHC.

HPW is a for-profit stock corporation which owns real property leased to UWME and UWHC, along
with an additional non-related party entity. HPW is a wholly-owned subsidiary of UHC.

ECARE is a single member limited liability company which monitors intensive care beds of customer
hospitals. UHC is the sole member.

A summary of the Company’s significant accounting policies applied in the preparation of the
accompanying consolidated financial statements follows.

2. Principles of Consolidation

UHC consolidates the accounts and transactions of its wholly-owned subsidiaries, Unity, HPW and
ECARE. All significant intercompany balances and transactions have been eliminated in
consolidation.

3. e of Esti

In preparing consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

3. Use of Estimates - continned

Claims payable consists of unpaid claims reported to the Company and a liability for health care claims
incurred before December 31 which have not yet been reported to the Company by that date.
Estimated clains payable are based on historical trends and current cost projections, which are
reviewed by an independent actuary as of the date of the consolidated financial statements.
Management believes that the estimate is a reasonable approximation of the incurred but not reported
medical claims. However, it is reasonably possible that the claims presented for payment may not
follow past trends and, therefore, may be more or less than the approximate $38,835,000 and
$34,066,000 recorded on the consolidated financial statements as of December 31, 2013 and 2012,

respectively.

4, Cash and Cash Equivalents

The Company considers all highly liquid debt instruments purchased with otiginal maturities of
three months or less to be cash equivalents. The carrying amount of cash equivalents approximates
fair value due to the short matutities of these investments.

5. reciatio d tion

Depreciation and amortization of property and equipment are computed by both straight-line and
accelerated methods over the estimated useful lives as follows:

Buildings and improvements 7 to 39 years
Leasehold improvements Lesser of lease terms or 10 years
Furniture and equipment 3 to 10 years

Projects in process are not depreciated until placed into service.

6. Goodwill

Management evalutes goodwill for impairment on an annual basis or at an interim pesiod if events
occur or circumstances change that would more likely than not reduce the fair value below the carrying
amount. When evaluating whether goodwill is impaired, the Company utilizes a discounted cash flow
model to determine the fair value of the goodwill and compares the fair value to the carrying amount.

The Company determined there was no impairment in 2013 or 2012,

7. Revenne Recognition

Premiums are recognized in the period for which services are covered. The Company records
premiutn amounts billed in advance of a coverage period in unearned revenue.

Programs and other support is tecognized when due from UWSMPH, UWMF, and UWHC.

10
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

8. Health Care and Capitation Costs

Health care and capitation costs consist of amounts paid or due to hospital and physician providers.
Health care and capitation costs are reported net of recoveries of approximately $4,480,000 and
$3,046,000 for the years ended December 31, 2013 and 2012, respectively. Recoveries consist mainly
of drug company volume discounts, subrogation and reinsurance. Changes in estimates of claims costs
resulting from the continuous review process and differences between estimates and payments for
claims are recognized in the period in which the estimates are changed or payments are made.

9, Income Taxes

Unity and HPW use the liability method in accounting for income taxes. Defetred income taxes are
established for temporary differences in the reporting of marketable secutities, allowance for doubtful
accounts, depreciation and amortization, accrued compensation, claims payable and unearned premium
for financial statement and income tax purposes.

Defetred tax balances are adjusted to reflect tax rates, based on currently enacted tax laws, that will be
in effect in the years in which the temporary differences are expected to reverse.

"The Company recognizes the financial statement benefit of a tax position only after determining that
the relevant tax authority would more likely than not sustain the position following an audit. For tax
positions meeting the more likely than not threshold, the amount recognized in the financial
statements is the largest benefit that has a greater than 50% likelihood of being realized upon ultimate
settlement with the relevant tax authority. The Company has applied the uncertain tax position
guidance to all tax positions for which the statute of limitations remained open. There are no material
untecognized tax benefits taken or expected to be taken in a tax return that have been recorded on the
Company’s financial statements for the years ended December 31, 2013 and 2012 as it was determined
that all tax positions taken meet the mote likely than not threshold.

Unity and HPW file corporate income tax returns in the United States federal jurisdiction and in the
State of Wisconsin. Tax years open to examination by tax authorities under federal and state statute of
limitations for these entities include calendar years 2010 through 2013 and 2009 through 2013,
respectively. UHC is exempt from income tax, though it is subject to tax on income unrelated to its
exempt purposes, unless that income is otherwise excluded by the Internal Revenue Code. UHC files
a federal informational return each year. Beginning in 2011, UHC determined that it was necessary to
file a federal and state income tax return due to unrelated business income. Calendar years 2011
through 2013 are open to examination under fedetal and state statute of limitations. All years prior to
2011 will remain open to examination for both federal and state purposes for UHC as the statute of
limitations does not run for income tax returns not filed. ECARE is a wholly-owned disregarded
entity of UHC. As such, ECARE does not have a federal or a state income tax filing requirement.

The Company recognizes, if necessary, interest and penalties related to unrecognized tax benefits in
the provision for income taxes. There were no interest ot penalties related to income taxes that have
been accrued or recognized as of and for the years ended December 31, 2013 and 2012,

11
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

10. Concentrations

The Company has cash and cash equivalents deposited in financial institutions in which the balances
exceed the federal government agency (FDIC) insured limit. The Company has not experienced any
losses in such accounts and management believes it is not exposed to any significant credit risk.

Revenue from the State of Wisconsin accounts for 45% and 44% of total premium revenues for the
years ended December 31, 2013 and 2012, respectively.

11. Advertising Costs
The Company expenses advertising costs as they are incurred. Advertising expenses wete

approximately $1,500,000 and §1,773,000 for the years ended December 31, 2013 and 2012,
respectively,

12. Coll ngements

The Company evaluates whether an arrangement is a collaborative arrangement at its inception based
on the facts and citcumstances specific to the arrangement. For those collaborative arrangements
whete it is determined that the Company is not the principal participant, costs incurred and revenue
generated from third parties are recorded on a net basis in the consolidated statetnent of activities.

See note L.
13. New Accounting Pronouncements

In July 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) 2011-06, Fees Paid to the Federal Government by Health Insurers - a consensus of the FASB Emerping Issties
Task Foree, to address the accounting for the annual fee to be levied on health insurers starting in 2014
by The Patient Protection and Affordable Care Act, as amended by the Health Care and Education
Reconciliation Act. This guidance is effective for calendar years beginning aftet December 31, 2013.

See note R.

NOTE B - DISCLOSURES ABOUT THE FAIR VALUES OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value of each classification of
financial instruments for which it was practicable to do so:

Cash and cash equivalents: The cartying amount for cash and cash equivalents is cost which
approximates fair value due to the short maturities of these instruments.

12
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE B - DISCLOSURES ABOUT THE FAIR VALUES OF FINANCIAL INSTRUMENTS -
Continued

Receivables and cucrent liabilities: Receivables are reflected at net realizable value based on
anticipated losses due to potentially uncollectible balances, which approximates fait value. Accounts
payable and accrued liabilities are reflected at cost, which approximates fair value because of the short-
term duration of these instruments.

Debt: The catrying amount of long-term debt approximates estimated fair value based on borrowing
rates currently available to the Company for bank loans with similar terms and maturites.

NOTE C- ACCOUNTS RECEIVABLE

Accounts receivable are due upon receipt of invoice. Receivables are stated net of any allowance for
doubtful accounts. The Company determines its allowance for doubtful accounts by considering the
number of days past due, collection history, and the general economy and industry as a whole. The
Company writes-off accounts receivable when they become uncollectible and payments subsequently
received are credited to the allowance for doubtful accounts.

The following is a summary of the accounts receivable balance as of December 31:

2013 2012

Premiums receivable § 27,395,341 $ 40,836,848
Health care receivables 2,131,515 3,489,636
Investment income receivables 499,426 510,107
Income tax recetvables - 601,979
Due from telated parties (note L) 2,820,974 1,931,006
Other 322,187 239,285

33,169,443 47,608,861
Less allowance for doubtful accounts 60,000 534,000

$ 33,109,443  § 47,074,861

NOTE D - MARKETABLE SECURITIES

The Company classifies its marketable securities as available-for-sale and these securities are reported at
fair value. Quoted market prices and model-based pricing are used to determine the fair value of
matketable securities.

Untealized and realized gains and losses ate credited or charged to operations. Premiums and discounts
on debt securities purchased are amortized and accreted, respectively, using the effective interest method.

13
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE D - MARKETABLE SECURITIES - Continued

Investment securities are exposed to various tisks including, but not limited to, interest rate, market and
credit risks. Due to the level of risks associated with certain investment securities, it is at least reasonably
possible that changes in the values of investment securities will occur in the near term.

A schedule of marketable securities held for investment at amortized cost, together with matket value and
the respective gross unrealized gains and losses, is as follows as of December 31:

2013
Gross Gross
Amortized untealized unrealized
cost gains losses Market value
U.S. Treasury secutities $ 16,293,369 § 365394 § 166,173  § 16,492,590
U.S. government agency
obligations 4,241,037 19,452 1,530 4,258,959
Mortgage-backed securities
U.S. government issued 5,395,784 34,342 58,504 5,371,622
Non U.S. government
issued 2,219,802 92,164 21,516 2,290,450
Other debt securities
Dotmnestic 17,896,141 1,133,314 181,927 18,847,528
Forteign 11,145,847 420,395 75,912 11,490,330
Mutual funds 20,865,765 - 87,066 20,778,699
§ 78,057,745 § 2,065,061 $ 592,628 $ 79,530,178
2012
Gross Gross
Amortized unrealized unrealized
cost gains losses Market value
U.S. Treasury securities $ 19,051,044 $ 824260 $ - $ 19,875,304
U.S. government agency _
obligations 5,599,377 86,081 - 5,685,458
Mortgage-backed securities
U.S. government issued 4,351,185 125,620 1,383 4,475,422
Non U.S. government
issued 2,765,698 178,051 12,561 2,931,188
Other debt securities
Dommestic 15,415,052 1,510,463 905 16,924,610
Foreign 7,973,640 714,201 - 8,687,841
Mutual funds 8,379,261 6,593 - 8,385,854
$ 63,535,257 § 3445269 § 14,849  § 66,965,677
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2013 and 2012

NOTE D - MARKETABLE SECURITIES - Continued

The Company includes all mutual funds and debt securities with a contractual macurity date in one year or
less within current assets on the consolidated statements of financial position.

The amortized cost and estimated market value of debt securities, by contractual matutities, are as follows

as of December 31, 2013;

In one year or less

After one year through five years
After five years through ten years
After ten years through twenty yeats
After twenty years

Amortized Estimated
cost market value
$ 5,191,318 $ 5,304,522
31,354,348 32,686,504
18,095,431 18,142,388
332,911 344,039
2,217,972 2,274,026
$ 57,191,980 $ 58,751,479

The proceeds, gross realized gains and losses from the sale of marketable securities and impairment of

marketable securities for the years ended December 31 are summarized as follows:

2013 2012
Proceeds § 21,102,835  § 23,864,882
Gross realized gains $ 179,601 $ 906,561
Gross realized losses (117,808) (10,040)
Net realized gain $ 61,793 $ 896,521
Impairment of marketable securities $  (37,746) § (40,630
Investment income consists of the following for the years ended December 31:
2013 2012
Interest $ 2,054,099 § 1,992,409
Net realized gain 61,793 896,521
Share in loss of investees, net (177,930 (270,021)
Investment manager fees (77,916) (88,246)
Impaitment loss (37,746) {40,630)
§ 1,822,300 § 2,490,033
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE D - MARKETABLE SECURITIES - Continued

The following tables summarize the investments in debt securities in an unrcalized loss position at
December 31, 2013 and 2012 by indicating the length of time these individual secutities have been in
4 continuous untealized loss position.

U.S. Treasury
securities
U.S. government
agency
obligations
Mortgage-backed
secutities
Other debt
secutities
Dommestic
Foreign
Mutual funds

Other debt
secutities
Domestic
Mortgage-backed
securities

2013
Less than 12 months 12 months or longer Total
Market Untealized  Market  Unrealized Market Unrealized
value losses value losses value losses
$ 9,161,543  $166,173 § - $ - $ 9,161,543  §166,173
621,251 1,530 - - 621,251 1,530
4,158,124 58,504 525,877 21,516 4,684,001 80,020
5,310,938 181,927 - - 5,310,938 181,927
3,667,722 75,912 - - 3,667,722 75,912
20,778,699 87,066 - - 20,778,699 87,066
$43,698,277  $571,112  $525,877 § 21,516 $44,224,154  $592,628
——
2012
Less than 12 months 12 months or longer Total
Market =~ Unrealized  Matket  Unrealized Market Unrealized
value losses value losses value losses
§ 669200 § 95 § - - $ 669200 § 905
1,258,327 13,944 - - 1,258,327 13,944
$ 1,927,527 § 14849 § - $ 1,927,527 § 14,849
E— e
The total unrealized losses represent less than 1% of the aggregate fair value of the portfolio as of
December 31, 2013. The total unrealized losses are comptised of 47 individual secusities. Of the
securities in a loss position, one security has been in a loss position for more than 12 months.
16
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE D - MARKETABLE SECURITIES - Continued

The Company reviews its investment portfolio to ensure that investments that may be other than
temporarily impaired are identified and that any impairment is charged against earnings in the proper
period. Holdings have been reviewed and the Company has concluded that there were other-than-
temporary impairments totaling approximately §38,000 and $41,000 as of December 31, 2013 and 2012,
respectively. Issuers have continued to satisfy all contractual obligations and are expected to continue to
do so. The Company believes that all other securities in an untcalized loss position are not impaired and
the Company intends to hold such securities until recovery.

NOTE E - LINE OF CREDIT
The Company had an unsecured line of credit of $5,000,000 from US Bank which expired on

September 30, 2013. Interest on any borrowings under this line of credit was at the one-month LIBOR
rate plus 2.00%. There were no borrowings under this line of credit during 2013 or 2012,

NOTE F - LONG-TERM DEBT

Long-term debt consists of the following at December 31:

2013 2012

Note payable to BMO Hatris Banl, interest rate of

3.45%, collateralized by assets of HPW, payable in

monthly installments of $6,232, including interest,

remaining balance due in May 2018 $ 305583 § 409,19
Finance agreement with IBM for purchased software

totaling $803,000, interest imputed at a rate of 3%,

payable in monthly installments of §22,307, due in

October 2015 476,923 739,761
782,506 1,148,952
Less current maturities 322,040 672,030

§ 460466 § 476,922

Interest expense totaled $33,190 and $36,122 for the years ended December 31, 2013 and 2012,
respectively.

17
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE F - LONG-TERM DEBT - Continued
Following is a schedule of future maturities of long-term debt as of December 31, 2013:

Years ending December 31,

2014 $ 322,040
2015 287,496
2016 69,842
2017 72,336
2018 30,792

§ 782,506

NOTE G - CLAIMS PAYABLE

The activity relating to claims payable is as follows:

2013 2012
Balance at January 1, $ 34,065,804  § 27,223,434
Claims incurred related to
Current year 324,517,417 262,195,028
Prior year (6,295,458) (1,463,599)
Total claims incurred 318,221,959 260,731,429
Claims paid related to
Cutrent year (287,741,486)  (230,319,984)
Prior year (25,711,621)  (23,569,075)
Total medical claims paid (313,453,107)  (253,889,059)
Balance at December 31, $ 38,834,656  § 34,065,804

Included in the claims payable liability at December 31, 2013 and 2012 is a $0 and $165,000 pretnium
deficiency reserve related to expected losses for 2014 and 2013, respectively. The liability for reported and
estimated claims at January 1, 2013 and 2012 developed favorably in 2013 and 2012 due primarily to lower
than anticipated claims.
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE H - EMPLOYEE BENEFIT PLANS

All Unity employees are eligible to patticipate in a Unity-sponsored 401(k) plan. Employees are eligible to
participate as of the first of the month following 60 days of employment. Under this plan, employees may
contribute a percentage of their compensation on a pre-tax basis. Employee contributions of up to 6%
are matched by 2 100% employer contribution. In addition, at the discretion of the Unity Board of
Directors, plan participants may receive an additional contribution of up to 4% of eligible compensation.
In 2013, a 4% discretionary contribution was authotized by the Unity Board of Ditectors. In 2012, no
discretionary contribution was made. For the years ended December 31, 2013 and 2012, approximately
$621,000 and $551,000, respectively, was contributed to the 401(k) plan related to the employer matching
and discretionary contributions.

NOTE I - COMMITMENTS AND CONTINGENCIES

1. Leases

The Company leases office space and equipment under non-cancellable operating lease arrangements
expiring on various dates through 2018, Total minimum lease payments under these lease obligations
at December 31, 2013 ate approximately as follows:

Years ending December 31,

2014 § 420,000
2015 386,000
2016 69,000
2017 11,000
2018 7,000
N
$ 893,000

‘The Company also has various leases for office space and equipment that are on a month-to-month
basis. Total rent expense for operating leases was approximately $822,000 and $669,000 for 2013 and
2012, respectively,

HPW leases property to UWMF and UWHC, both related partics, and an additional non-related party
entity under various leasing arrangements that expire at various dates through May 2018. The terms of
the leases call for monthly payments ranging from $4,653 to $19,148 during 2013. Subsequent to 2013,
rental payments will be increased by no less than 2% annually. Rental income was $536,582 and
$527,207 for the years ended December 31, 2013 and 2012, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

\

NOTE ] - FUNCTIONAL EXPENSES

Expenses that can be specifically identified with a program service are assigned to that function. Other
expenses are allocated to the appropriate function based on the use of departmental information within
the Company. Following is a summaty of expenses for the years ended December 31, reported on a

' functional basis:

2013 2012
Program services ' $ 596,911,967  § 454,678,939
General and administrative 51,687,887 43,886,285

§ 648,599,854  § 498,565,224

NOTE K - INCOME TAXES

UHC has received a determination letter dated October 23, 1984 from the Internal Revenue Setvice
stating that it is an organization desctibed in Section 510(c)(3) of the Internal Revenue Code (the Code)
and is exempt from federal income taxes under Section 501(a) of the Code. Accordingly, no provision for
federal income taxes has been made in the accompanying consolidated financial statements for UHC.

Unity and HPW are taxable organizations and recorded an income tax payable of approximately
$1,123,000 as of December 31, 2013 and income tax receivable of approximately $602,000 as of
December 31, 2012, The cutrent provision for income tax expense (benefit) was approximately
$3,110,000 and ($2,126,000) for 2013 and 2012, tespectively.

Deferred income tax assets (liabilities) consist of the following at December 31:

2013 2012
Current
Allowance for doubtful accounts $ 25140 § 31,425
Unearned premiums 3,169,987 847,294
Discounted unpaid losses 237,212 207,835
Accrued vacation 376,383 344,121
Premium deficiency reserve - 69,135
Unrealized gains on marketable securities (576,246) (1,344,051)
HIRSP 108,955 1,235,711
Other (48,307) 171,862
Non-current
Depreciation and amortization {1,189,869) (2,034,706)
Other 374,030 -
2,471,285 471,374)
Cutrent deferred income tax assets 3,293,124 1,563,332
Long-term deferred income tax liability $  (815839) § (2,034,706)
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UNIVERSITY HEALTH CARE, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE K - INCOME TAXES - Continued

All current deferred income tax assets at December 31, 2013 and 2012 are deemed to be fully realizable by
management.

NOTE L - RELATED PARTIES

UHC holds a 33.33% interest in UW Cancer Center Johnson Creek, LLC (LLC). This investment is
accounted for on the equity method and the carrying amount is $568,594 and $524,551 as of

December 31, 2013 and 2012, respectively. UHC recognized a gain of §44,043 and a loss of §44,878 for
the years ended December 31, 2013 and 2012, respectively. LLC is owned by UHC, Fort Atkinson
Memorial Health Services and UW Health Partners Watertown Regional Medical Center, Inc., each having
a one-third membership interest. Its putpose is to acquire, hold, own and lease assets to be used by health
care providers for their provision of cancer care setvices.

UHC has guaranteed 33.33% of the outstanding balance on a construction loan which LLC used to
construct a medical clinic. The remaining portion of the outstanding balance is guarantced by the other
two members of LLC. The total loan equaled $4,325,000, of which $2,808,023 and $2,987,102 is
outstanding as of December 31, 2013 and 2012, respectively. The postion guaranteed by UHC will be
reduced upon the occurrence of certain events as defined in the guaranty agreement. As of December 31,
2013 and 2012, there is no accrual for this guarantee as it is not probable UHC will have to make

payments under this guarantee.

As of December 31, 2013 and 2012, UHC accounts receivable included amounts due from LLC of $2,000
and $5,000, respectively.

Condensed unaudited financial information of LLC follows:

2013 2012
As of December 31,
Total assets § 4,733,000 § 4,730,000
Total liabilities 3,027,000 3,156,000
Years ended December 31,
Net income (loss) 132,000 (135,000)

UHC holds a 50% interest in Watertown Network, LLC (WN). This investment is accounted for on the
equity method and the cartying amount is §63,600 and $55,680 as of December 31, 2013 and 2012,
respectively. UHC has recognized gains of $7,920 and $2,860 for the years ended December 31, 2013 and
2012, respectively. WN is owned by UHC and UW Health Partners Watertown Regional Medical Center,

Inc., each having a one-half ownership interest. N
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE L - RELATED PARTIES - Continued

Condensed unaudited financial information of WN follows:

2013 2012
As of December 31,
Total assets $ 219000 $ 190,000
Total liabilities _ 92,000 78,000
Years ended December 31,
Net income 15,800 5,700

UHC entered into a Joint Operating Agreement (JOA) with UW Health Partners Watertown Regional
Medical Center, Inc. (WRMC). As part of the agreement, UHC holds a 50% interest in the JOA. This
investment is accounted for on the equity method and the catrying amount is $394,590 and $387,350 as of
December 31, 2013 and 2012, respectively. UHC has recognized and funded losses of $229,893 and
$228,000 for the years ended December 31, 2013 and 2012, respectively.

During 2012, UHC enteted into a membership interest purchase agreement to aquire a 50% membership
interest in Chartwell Wisconsin Enterprises, LLC. UHC paid §3,750,000 for this membership interest,
which was recorded in investment in affiliates on the consolidated statements of financial position.
During 2013, UHC’s membership interest was purchased by UWMF for a purchase price of $3,750,000.

During 2012, UHC entered into a co-management agreement with Beloit Health System, Inc. (BHS) to
assist with the development of an expanded program to provide cancer and oncology care, including the
development of an outpatient cancer center by BHS (BHS Cancer Center). For the management services
to be provided, UHC will teceive a monthly management fee equal to 25% of the BHS Cancer Center net
revenues, defined as revenues billed and collected less ditect expenses incurred in connection with the
BHS Cancer Center operations. If the BHS Cancer Center net revenue is less than zero, UHC is
responsible to pay BHS 25% of net loss. UHC paid a one-time, non-refundable fee of $680,000 to
participate in this agreement. This fee has been capitalized and is included in other assets in the
consolidated statements of financial position. The fee will be amortized over five years, the initial term of
the agreement. For the year ended December 31, 2013, amortization expense of $136,000 was recognized.
Fort the year ended December 31, 2013 and 2012, there was no revenue or expenses recorded in the
consolidated statements of activities attributable to operations associated with this collaborative

agreement,

The Company has employee services agreements with UWHC and UWMF. Under the terms of the
agreements, UHC pays UWHC and UWMF for the use of their respective personnel for services
petformed as stated in the agteements. The amount paid by UHC is equal to that of the salary and
benefits of the personnel multiplied by the percentage of their time devoted to UHC during the applicable
period. The amounts paid to UWHC and UWMEF under the terms of these agreements are recorded in
staff salaries, wages and benefits in the consolidated statements of activides. During the years ended
December 31, 2013 and 2012, $8,451,395 and $8,637,208, respectively, was paid to UWHC and UWMF

for these services,
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE L - RELATED PARTIES - Continued

In addition, the Company has managed care contracting service agreements with UWHC and UWMF.
Under the terms of this agreement, UHC incurred capitation costs of $193,854,653 and $133,079,964 in

2013 and 2012, respectively.

At December 31, 2013 and 2012, UHC accounts receivable included amounts due from UWME of
approximately §961,000 and $851,000, respectively, and from UWHC of §1,860,000 and $1,080,000,
respectively. Included in accounts payable at December 31, 2013 and 2012 are approximately $949,000
and $850,000, respectively, due to UWME and $2,030,000 and $625,000, respectively, due to UWHC.

HPW leases certain properties to UWHC and UWME. See note L

NOTE M - REGULATORY ENVIRONMENT

The health care industry is subject to numerous laws and regulations of federal, state and local
governments. These laws and regulations include matters such as reimbursement for patient services,
Medicare and Medicaid fraud and abuse, accreditation, etc. Government activity concerning possible
fraud and abuse issues involving health cate insurers and providers has increased, violations of which
could possibly result in exclusion penalties, as well as significant repayments for patient services previously
billed and received. Management believes that the Company is in material compliance with fraud and
abuse regulations, as well as other applicable government laws,

NOTE N - SUPPLEMENTAL CASH FLOW INFORMATION

2013 2012
Supplemental disclosure of cash flow information
Taxes paid $ 1,607,330 § 648,559
16,628 32,440

Interest paid

Non-cash investing and financing activity
During 2012, the Company entered into a financing agreement to purchase $803,000 of

hardware and software.

NOTE O - INSURANCE ACCOUNTING PRACTICES

Unity, which is domiciled in Wisconsin, also prepares statutory basis financial statements in accordance
with accounting practices prescribed or permitted by the Office of the Commissioner of Insurance of the
State of Wisconsin (OCI). The National Association of Insurance Commissioners’ (NAIC) Aavunting
Practices and Procedures Manual, version effective March 1, 2013 (NAIC SAP), has been adopted as a
component of prescribed or permitted practices by the State of Wisconsin. Such practices differ in certain
respects from accounting principles generally accepted in the United States of America, primarily in the
non-recording of certain assets and the valuation of debt securities.
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE O - INSURANCE ACCOUNTING PRACTICES - Continued

The State of Wisconsin requires that insurance companies domiciled in the State of Wisconsin prepate
their statutory basis financial statements in accordance with NAIC SAP, subject to any deviations
prescribed or permitted by the State of Wisconsin insutance commissioner. Management represents that
the Company does not use any presctibed or permitted accounting practices that deviate from NAIC SAP,

As of and for the years ended December 31, 2013 and 2012, differences between the financial statements
prepared on the statutory basis and those prepared in accordance with accounting principles generally
accepted in the United States of Ametica were mainly the result of the non-recording of certain assets,
deferred income tax assets, and the method of accounting for debt securities.

Without prior approval of the OCI, dividends to Unity’s shareholders are limited by the laws of the
State of Wisconsin. For the years ending December 31, 2013 and 2012, thete wete no dividends paid.

The State of Wisconsin insurance regulations require the companies to maintain a minimum compulsory
surplus based upon a percentage of premiums written, As of December 31, 2013, Unity is required to
maintain a compulsory surplus reserve or total minimum net worth, determined in accordance with
accounting practices presceibed or permitted by the OCI, of at least $19,808,970. Unity’s net assets,
determined in accordance with statutoty accounting principles, as of December 31, 2013 (excluding the
security surplus reserve deposit of $6,357,857), are $49,468,603. In addition, Unity is subject to risk-based
capital (RBC) requirements promulgated by the NAIC., The RBC requirements establish minimum levels
of capital and surplus based on the insurance operations of the companies. As of December 31, 2013,
Unity had capital and surplus which management believes is in compliance with these requirements.

NOTE P - FAIR VALUE MEASUREMENTS

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (an
exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. Valuation techniques used to measure fair value
must maximize the use of observable inputs and minimize the use of unobservable inputs. The standard
describes a fair value hierarchy based on three levels of inputs, of which the first two are considered
observable and the last unobservable, that may be used to measure fair value which are the following:

Level 1 - Quoted prices in active markets for identical assets or liabilities.
Level 2 - Inputs other than Level 1 that are observable either directly or indirectly, such as quoted

prices for similar assets or liabilities; quoted prices in matkets that are not active; or other
inputs that are observable or can be corroborated by observable market data for substantially

the full term of the assets or liabilities.

Level 3 - Unobservable inputs that are supported by little ot no market activity and that are significant
to the fair value of the assets or liabilities.
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE P - FAIR VALUE MEASUREMENTS - Continued

The following is a description of the valuation methodologies and inputs used for assets and liabilities
measured at fair value, as well as the general classification pursuant to the valuation hierachy. There has
been no change in the valuation methodology for the years ended December 31, 2013 and 2012,

U.S. Treasury securities, U.S, government agency obligations and ather debt securities: When
quoted prices ate available in an active market, U.S. Treasury securities, U.S. government agency
obligatons and other debt securities ate classified within Level 1 of the fair value hiearchy. Quoted prices
in inactive markets are classified within Level 2. If quoted market prices are not available or accessible,
then fair values are estimated using pricing models, matrix pticing, ot discounted cash flow models. The
fair values of corporate debt securities estimated using pricing models or matrix pricing based on
observable prices of corporate debt securities that trade in inactive markets are generally classified within
Level 2 of the fair value hierarchy. The significant inputs include coupon rate, maturity, and consideration
of the credit ratings of the securities.

Mortgage-backed securitics: Fait values for Level 2 mortgage-backed securities are estimated using a
market apptoach, including a pricing model with observable inputs. The significant inputs include the
applicable interest rate and maturity. Mortgage-backed securities are classified within Level 3 when market
activity is significantly limited or when there is less transparency atound inputs to the valuation.

Mutual funds: Quoted market prices in active markets are used to determine the fair value of mutual
funds and azc classified within level 1 of the fait value hiearchy.

The following table summatizes the Company’s financial assets measured at fair value on a recurring basis
as of December 31:

2013
' Level 1 Level 2 Level 3 Total
U.S. Treasury securities $ - $ 16492590 § - $ 16,492,590
U.S. government agency
obligations - 4,258,959 - 4,258,959
Mortgage-backed secutities
U.S. government issued - 5,371,622 - 5,371,622
Non U.S. government issued - 2,290,450 - 2,290,450
Other debt securities
Domestic - 18,847,528 - 18,847,528
Poreign - 11,490,330 - 11,490,330
Mutual funds 20,778,699 - - 20,778,699
Total $ 20,778,699 § 58,751,479 § - $ 79,530,178
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE P - FAIR VALUE MEASUREMENTS - Continued

2012
Level 1 Level 2 Level 3 Total
U.S. Treasury securities $ - $ 19,875,304 § - $ 19,875,304
U.S. government agency
obligations - 5,685,458 - 5,685,458
Mortgage-backed securities
U.S. government issued - 4,475,422 - 4,475,422
Non U.S. government issued - 2,931,188 - 2,931,188
Other debt securities
Domestic - 16,924,199 411 16,924,610
Foreign - 8,687,841 - 8,687,841
Mutual funds 8,385,854 - - 8,385,854
Total $ 82385854 § 58579412 § 411§ 66,965,677
e ———

The following table presents additional information about assets measured at fair value on a recurring
basis that have been measured using significant unobservable inputs (Level 3) as of December 31:

2013 2012
Beginning balance $ 411§ 411
Write-off of investment (411) -
Ending balance $ - $ 411

The Company’s policy is to recognize transfers in and transfers out as of the actual date of the event or
charige in circumstances that caused the transfer. There were no transfers in and out of Level 3 for the

years ending December 31, 2013 or 2012,

NOTE Q - REINSURANCE

Unity has a reinsurance contract that protects against catastrophic in-patient claims. The deductible as of
December 31, 2013 is §500,000. Unity paid reinsurance premiums of approximately $995,000 and
$961,000 for the years ended December 31, 2013 and 2012, respectively. Recoveties from this contract
for the year ended December 31, 2013 and 2012 totaled approximately $337,000 and $292,000,
respectively. Reinsurance premiums and recoveries are included in health care and capitation costs on the

consolidated statements of activities.

Reinsurance contracts do not relieve Unity from its obligations to subscribers. Unity remains liable to its
subscribers for the portion reinsured to the extent that the reinsurance company does not meet the
obligations assumed under the reinsurance contract.

26

219 #6b




UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE R - SUBSEQUENT EVENTS

The Company evaluated its December 31, 2013 consolidated financial statements for subsequent eveats
through April 18, 2014, the date that the financial statements were available to be issued. The Company is
not aware of any subsequent events which would require recognition or disclosure in the financial
statements, other than described below.

On January 1, 2014, the Company will be subject to an annual fee under section 9010 of the Affordable
Care Act (ACA). This annual fee will be allocated to individual health insurers based on the ratio of the
amount of the entity’s net premiums written during the previous calendar year to the amount of health
insurance for any U.S. health risk that is written during the preceding calendar year. A health insurance
entity’s portion of the annual fee becomes payable once the entity provides health insurance for any

U.S. health risk for each calendar year on or after January 1, 2014, As of December 31, 2013, the
Company has written health insurance subject to the ACA assessment, expects to conduct health
insurance business in 2014, and estimates their portion of the annual health insurance fee to be payable on

September 30, 2014 to be approximately $12,419,000.
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF FINANCIAL POSITION

Dceember 31, 2013
Unity
University Health Plans [Health cCare of
Health Insurance Professionals of  Wisconsin, Consolidated
ASSETS Care, Inc. Corporation _Wisconsin, Inc. LLC __Eliminations total
CURRENT ASSETS
Cash and cash equivalents $ 1,037,686 § 62568832 § 501,799 § 405,754 § - $ 64,604,071
Marketable sccurities - 26,083,220 - - - 26,083,220
Accounts receivable, net 17,194,469 29,998,418 165,636 75,350 (14,324,430) 33,109,443
Prepaid expenses 351,703 395,119 4,436 21,272 - 772,530
Deferred income taxes - 3,293,124 - - - 3,293,124
Total current assets 18,583,858 122,338,713 761,871 502,376 (14,324430) 127,862,388
MARKETABLE SECURITIES - 63,446,958 - - - 53,446,958
PROPERTY AND
EQUIPMENT - AT COST
Buildings and improvements - 3,749,051 3,750,671 - - 7,499,722
Leaschold improvements 1,339 - - 107,513 - 108,852
Rugniture and equipment 7,143,666 11,562,960 84,929 2,536,163 - 21,327,718
7,145,005 15,312,011 3,835,600 2,643,676 - 28,936,292
Less accumulated depreciation
and amortization 2,755,588 9,905,699 2,136,478 1,325,606 - 16,123,371
4,389,417 5,406,312 1,699,122 1,318,070 - 12,812,921
Projects in process : 355,256 - - 233,381 - 588,637
Land - - 926,643 - - 926,643
4,744,673 5,406,312 2,625,765 1,551,451 - 14,328,201
OTHER ASSETS
Investment in affiliates 64,250,538 - - - (63,223,754) 1,026,784
Goodwil), less accumulated
amortization of $2,011,352 2,689,087 - - - - 2,689,087
Other, less accumulated 544,000 46,015 - - - 590,015
amortization of $136,000 67,483,625 46,015 - - {63,223,754) 4,305,886

$ 90812156 § 181,237,098 §  3387,636 $ 2,053,827 S (77,548.184) § 199943433
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LIABILITIES AND
NET ASSETS

CURRENT LIABILITIES
Current maturities of
long-tern debt
Accounts payable
Chims payable
Unecamed reveaue
Accrued liabilities

Total current
liabilities
LONG-TERM DEBT, less

current maturitics

DEFERRED INCOME
TAX LIABILITY

COMMON STOCK

UNRESTRICTED NET ASSETS

Unity

University Health Plans Health cCare of
Health Insurance Professionals of  Wisconsin, Consolidated
Care, Inc. Corporation  Wisconsin, Inc. LLC Eliminations total
256,889 § - $ 65,151 § - $ - $ 322,040
17,520,663 19,429,252 112,509 177,705 (14,324,430) 22,915,609
. 38,834,656 . - . 38,834,656
- 60,061,747 - 338,719 - 60,400,466
76,788 3,370,834 8,863 - 3,456,485
17,854,340 121,696,489 177,660 525,287 (14,324,430) 125,929,346
220,034 - 240,432 - 460,466
- 815,839 - - - 815,839
- 1,000 669,715 - (670,715) -
72,737,782 58,724,670 2,299,829 1,528,540 (62,553,039) 72,731,782
90,812,156 § 181,237998 § 3,387,636 § 2,053,827 § (77,548,184) § 199,943,433
b ——— |
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF FINANCIAL POSITION

December 31, 2012
Unity
University Health Plans Health cCare of
Health Insurance Professionals of  Wisconsin, Consolidated
ASSETS Care, Inc. Corporation Wisconsin, Inc. LLC Eliminations total
CURRENT ASSETS
Cash and cash equivalents $ 175984 § 22,614964 § 362979 § 167,774 § - $ 23,321,701
Marketable securitics - 12,249,111 - - - 12,249,111
Accounts receivable, net 2,794,818 44,903,179 245,363 206,337 (1,074,836) 47,074,861
Prepaid expenses 162,017 434,833 4,595 21,788 - 623,233
Dcferred income taxes - 1,563,332 - - - 1,563,332
Total current assets 3,132,819 81,765,419 612,937 395,899 (1,074,836) 84,832,238
MARKETABLE SECURITIES - 54,716,566 - - - 54,716,566
PROPERTY AND
EQUIPMENT - AT COST
Buildings and improvements - 3,707,009 3,750,671 - - 7,451,680
Leaschold improvements 1,339 - - 107,513 - 108,852
Furniture and equipment 5,536,547 14,127,390 69,632 2,536,163 - 22,269,732
5,537,886 17,834,399 3,820,303 2,643,676 - 29,836,264
Less accumulated depreciation
and amortization 1,543,784 9,777,913 2,036,356 1,062,989 - 14,421,042
3,994,102 8,056,486 1,783,947 1,580,687 - 15,415,222
Projects in process 544,814 97,421 - 214,200 - 856,435
Land - . 926,643 - - 926,643
4,538,916 8,153,907 2,710,590 1,794,887 - 17,198,300
OTHER ASSETS
lnvestment in affiliates 61,667,064 - - - (56,949,483) 4,717,581
Goodwill, less accumulated
amortization of $2,011,352 2,689,087 - - - - 2,689,087
Other 680,000 42,993 - - - 722,993
65,036,151 42,993 . . (56,049,483) 8,129,661

§ 72,707,886 § 144,678,885 § 3,323,527 § 2,190,786 _§ (58,024319) 8164,876!765
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Unity

University Health Plans Health eCare of
LIABILITIES AND Heaith Insurance Professionals of  Wisconsin, Consolidated
NET ASSETS Care, fuc. Corporation Wisconsin, Inc. LLC Eliminations total
CURRENT LIABILITIES
Current maturitics of
long-term debt $§ 262839 § - $ 409,191 ¢ ~ $ - $ 672,030
Accounts payable 3,360,191 6,415,687 101,386 175,956 (1,074,836) 8,978,384
Claims payable ) - 34,065,804 - - - 34,065,804
Unearned revenue - 47,686,220 - 347,988 - 48,034,208
Accrued labilities (4,366 2,005,499 - 1,278 - 2,071,143
Total current
liabilities 3,687,396 90,173,210 510,577 525,222 (1,074,836) 93,821,569
LONG-TERM DEBT, lcss
current maturities 476,922 - - - - 476,922
DEFERRED INCOME
TAX LIABILITY - 2,034,706 - - - 2,034,706
COMMON STOCK - 1,000 669,715 - (670,715) -
UNRESTRICTED NET ASSETS (8,543,568 52,469,969 2,143,235 1,665,564 (56,278,768) - 68,543,568

$ 72,707,886 § 144,678,885 § 3,323,527 § 2,190,786 § (58,024,319) § 164,876,765
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UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF ACTIVITIES
Year ended December 31, 2013

Revenues
Insurance premiums and
capitation fees
Programs and other support
University of Wisconsin Hospital
and Clinics Authority
University of Wisconsin Medical
Foundation
University of Wisconsin School
of Medicine and Public Health

Investment income (loss)
Other income

Total revenues

Operating expenscs
Health care and capitation costs
Staff salaries, wages and benefits
Purchased services and office expenses
Occupancy and equipment expense
Advertising and promotion
Amorrization expense

Operating fncome (loss)

Other expense
Interest expense

Increase (dccrease)
in nct assets before
change in net
uarealized gains on
investments and

income tax
expensce (beacfit)
Inc ax exf (benefit)
Current
Deferred

Increase (decreasc)
in net asscts before
change in net
unrealized gains on
investments

Change in net uncealized gains on
investments, net

INCREASE
(DECREASE)
IN NET ASSETS

Contributions (distributions), net
Net assets at beginning of year

Net assets at end of year

Unity
University Health Plans Health eCare of
Health Insurance Professionals of ~ Wisconsin, Consolidated
Care, Inc. Corporation Wisconsin, Inc. 1LI.C Eliminations total
$193,854,653  $629,734581 § - $ - $(193,854,653) 629,734,581
8,941,486 - - - - 8,941,486
4,539,972 - . - - 4,539,972
887,796 - - - - 887,796
14,369,254 - - - - 14,369,254
(403,353) 1,999,805 1,542 - 224,306 1,822,300
984,990 279,174 536,582 4,103,060 (633,138) 5,270,668
208,805,544 632,013,560 538,124 4,103,060 (194,263,485) 651,196,803
193,854,653 584,227,038 - - (193,854,653) 584,227,038
5,074,892 18,284,581 - 3,828,883 - 27,188,356
7,013,696 16,656,451 66,972 248,408 (143,377) 23,842,150
2,216,087 5,636,858 205,297 661,289 (489,761) 8,229,770
48,017 4,927,019 - 1,504 - 4,976,540
136,000 - - - - 136,000
208,343,345 629,731,947 272,269 4,740,084 (194,487,791) 648,599,854
462,199 2,281,613 265,855 (637,024) 224,306 2,596,949
17,985 . 16,628 - (1,423) 33,190
444,214 2,281,613 249,227 (637,024) 225,729 2,563,759
- 3,017,584 92,633 - - 3,110,217
- (2,180,854) - - - (2,180,854)
- 836,730 92,633 - - 929,363
444,214 1,444,883 156,594 (637,024) 225,729 1,634,396
- (1,190,182) - - - (1,190,182
444,214 254,701 156,594 (637,024) 225,729 444,214
3,750,000 6,000,000 - 500,000 (6,500,000} 3,750,000
68,543,568 52,469,969 2,143,235 1,665,564 (56,278,768) 68,543,568
§ 72,737,782 § 58,724,670 § 2,299,829  §1,528,540 § (62,553,039) § 72,737,782
e e
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_UNIVERSITY HEALTH CARE, INC. AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF ACTIVITIES
Year ended December 31, 2012

Revenues
Insurance premiums and
capitation fecs
Programs and other support
University of Wisconsin Hospital
and Clinics Authority
University of Wisconsin Medical
Foundation
University of Wisconsin School
of Medicinc and Public Health

Investment income
Other income

Total revenuca

Operating expenscs
Health care and capitation costs
Staff salaries, wages and benefits
Purchased services and office expenscs
Occupancy and equipment cxpensc
Advertising and promotion

Operating income (loss)

Other expense
Interest expense

Increase (decrease)
in net assets before
change in net
unrealized gaing on
investments and
income tax
cxpenec (benefit)

Income tax expense (benefit)

Current
Deferred

Increasc (decrease)
in net asscts before
change in nct
unrealized gains on
investments

Change in net unrealized gains on
investments, net

INCREASE
(DECREASE)
IN NET ASSETS

Contributions (distributions), net
Net assets at beginning of year

Net asscts at end of year

34
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Unity
University Health Plans Health eCare of
Health Insurance Professionals of  Wisconsin, Consolidated
Care, Inc, Corporation Wisconsin, Inc. 1.LC Eliminations total
§133,079,964 §477,7718,143 § - $ - $(133,079,964) $471,778,143
7,511,469 - - - - 7,511,469
3,728,980 - . - - 3,728,980
1,050,000 - - - - 1,050,000
12,290,449 - - - - 12290449
(1,710,570) 2,759,464 2,154 - 1,438,985 2,490,033
761,192 152,063 527,207 3,832,419 (474,627) 4,804,854
144,427,635 480,689,670 529,361 3,832,419 (132,115,606) 497,363,479
133,079,964 442,506,586 - - (133,079,964) 442,506,586
4,564,097 15,327,558 . 3,774,790 - 23,666,445
5,342,960 15,929,058 62,908 251,496 (155,285) 21,431,137
1,615,657 5,302,584 201,880 671,570 (319,342) 7,472,349
109,513 3,379,194 - - - 3,488,707
144,712,191 482,444,980 264,788 4,697,856 (133,554,591) 498,565,224
(284,556) (1,755,310) 264,573 (865,437) 1,438,985 (1,201,745)
5,836 - 32,440 - (2,154) 36,122
(290,392) (1,755,310) 232,133 (865,437) 1,441,139 (1,237,867)
(2,204,311) 78,170 - - (2,126,141)
- 1,405,583 - - - 1,405,583
- (798,728) 78,170 - - (720,558)
(290,392 '(956,582) 153,963 (865,437) 1,441,139 (517,309)
- 226017 - - - 226917
(290,392) (729,665) 153,963 (865,437) 1,441,139 (290,392)
9,750,000 5,000,000 - 1,000,000 (6,000,000) 9,750,000
59,083,960 48,199,634 1,989,272 1,531,001 (51,719,907) 59,083,960
§ 68,543,568 § 52469969 § 2,143,235  $1,665564 8§ (56,278,768) § 68,543,568
| — - — ———— — — 4
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_!_ McGladrey

Independent Auditor's Report

The Board of Directors
University of Wisconsin Medical Foundation, Inc.
Madison, Wisconsin

Report on the Financial Statements
We have audited the accompanying financial statements of Umversﬂy of Wisconsin Medical Foundation,

Inc. (the Foundation), which comprise the balance sheets as of June 30, 2014 and 2013; the related
statements of operations and changes in net assets, and cash flows for the years then ended; and the

related notes to the financial statements.

Management’s Responsibility for the Financlal Statements

Management Is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or

error.

Auditor's Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We

conducted our audits in accordance with auditing standards generally accepted in the United States of
America, Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements In order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial

statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a reasonable
basis for our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the

financial position of the Foundation as of June 30, 2014 and 2013, and the results of its operations and its
cash flows for the years then ended, in accordance with accounting principles generaily accepted in the

United States of America.

/?m cer

Minneapolis, Minnesota
October 13, 2014
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University of Wisconsin Medical Foundation, Inc.
Balance Sheets
June 30, 2014 and 2013
Assets 2014 2013
Current Assets

Cash and cash equivalents

Accounts receivable, less allowance for doubtful accounts of
$2,795,975 and $3,552,280 in 2014 and 2013, respectively

Inventories

Receivables from related parties

Prepaid expenses and other current assets
Total current assets

Investments
Assets Limited as to Use, designated by Board
Investments in Unconsolidated Affiliates
Property and Equipment
Other Assets

Total assets

Liabilitles and Net Assets

Current Liabilities
Accounts payable
Accrued expenses
Payables to related parties
Amount due to Medical School Development Fund
Amount due to Research and Development Fund
Current portion of long-term obligations
Total current liabllities

Long-Term Obligations
Total liablilties

Commitments and Contingencies
Net Assets

Unrestricted

Unrestricted, designated by Board

Total net assets
Total liabllitles and net assets

See Notes to Financial Statements.

232

$ 153,775,629

$ 105,158,260

53,694,792 46,450,217
4,798,237 4,688,406
13,120,871 7,982,689
2,899,348 3,105,385
228,286,777 167,394,957
57,322,895 152,536,252
120,000,000 -
45,134,232 40,993,930
67,437,203 59,454,673
623,654 661,066

$ 508,804,661 $ 421040878

$ 6424914 3 7,081,210
82,792,419 69,736,941
54,051,501 32,187,254

7,735,749 7,591,499
279,932 434,090
2,785,000 -
164,069,616 117,030,994 -
40,330,000 44,600,000
194,399,515 161,630,994
194,405,146 259,409,884
120,000,000 -
314,405,146 259,400,884

$ 608,804,661 $ 421,040,878
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Unlversity of Wisconsin Medical Foundation, Inc.
Statements of Operations and Changes in Net Assets
Years Ended June 30, 2014 and 2013
2014 2013
Unrestricted revenue:
Patient service revenue (net of contractual allowances and discounts) $ 446,108,845 § 413,788,902
Less provision for bad debts 9,070,471 11,179,086
Net patient service revenue 437,038,374 402,609,816
Premium revenue 173,075,872 170,901,472
Other revenue 94,406,740 86,393,906
Total unrestricted revenue 704,619,986 659,905,194
A
Expenses:
Compensation and benefits 437,667,860 399,380,684
Operating expenses paid through the University of Wisconsin,
principally compensation and benefits 84,663,806 85,306,824
Other operating expenses 72,800,803 68,216,643
Purchased services 19,281,328 36,520,958
Medical School Development Fund 30,943,000 30,366,000
Research and Development Fund 24,277,070 15,491,861
University Health Care, Inc. support 4,595,479 2,885,722
Depreciation and amortization 6,573,999 6,850,367
Interest 1,107,652 1,163,238
Total expenses 681,910,897 646,182,297
Operating income 22,609,089 13,722,897
Other income (expenses).
Equity in net earnings of unconsolidated affiliates 3,660,302 3,051,082
Investment income 7,683,370 5,486,257
Change in unrealized gains (losses) on investments 17,540,535 6,742,830
Unrealized gain (loss) on derivative financial instrument 552,738 586,788
Other, net 2,949,228 3,054,926
Other income 32,386,173 18,921,883
Revenue in excess of expenses 64,995,262 32,644,780
Unrestricted net assets at beginning of year 259,409,884 226,765,104

Unrestricted net assets at end of year

See Notes to Financial Statements.
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University of Wisconsin Medical Foundation, Inc.
Statements of Cash Flows
Years Ended June 30, 2014 and 2013
2014 2013
Cash Flows From Operating Activities
Revenue in excess of expenses $ 54,995,262 $ 32,644,780
Adjustments to reconcile revenue in excess of expenses to net cash
provided by operating activities:
Depreclation and amortization 6,673,999 6,850,367
Equity in net earnings of unconsolidated affillates (3,660,302) (3,051,082)
Galn (loss) on sale of property and equipment 3,318 (565,325)
Unrealized (galn) loss on derivative financial instrument (552,738) (586,788)
Unrealized (gains) losses on investments (17,592,569) (6,742,830)
Provision for bad debts 9,070,471 11,179,086
Changes in operating assets and liabilities:
Accounts receivable {16,315,046) (8,388,878)
Inventories {107,831) (569,004)
Investments classified as trading (7,184,074) (14,685,663)
Accounts payable {666,296) 998,937
Accrued expenses 13,608,216 (1,906,826)
Recelvables from and payables to related parties 16,697,419 (7,758,304)
Amount due to Medical School Development Fund 144,250 141,500
Other 206,037 (4,592,411)
Net cash provided by operating activities 55,120,116 2,987,559
Cash Flows From Investing Activities
investments In unconsolidated affiliates (3,260,000) (6,362,500)
Distributions recelved from unconsolidated affiliates 2,770,000 4,250,000
Purchases of property and equipment (4,931,112) (3,799,926)
Proceeds from the sale of property and equipment 393,265 1,279,198
Net cash used In investing actlvities (5,017,847)  (4,633,228)
Cash Flows From Financing Activities
Principal payments of long-term obligations (1,485,000) -
Net cash used in financing activitles (1,485,000} -
Net Increase (decrease) In cash and cash equivalents 48,617,289 {1,645,669)
Cash and Cash Equivalents at Beginning of Year 105,158,260 106,803,929

Cash and Cash Equivalents at End of Year

Supplemental Disclosure of Cash Flow Information
Cash paid for interest

Supplemental Disclosure of Noncash Investing Activities
Fair value of donated land received

See Notes to Financlal Statements.
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University of Wisconsin Medical Foundation, inc.

Notes to Financlal Statements .

Note 1. Business Description and Significant Accounting Pollcies

Business description: The University of Wisconsin Medical Foundation, Inc. (the Foundation) is a
nonstock, not-for-profit corporation, 1t was created on January 1, 1996, by organizing 14 separate
Departmental Practice Plan Associations of the University of Wisconsin Medical Schoo! (DPPAs) into one
entity. As a result, the Foundation performs all functions previously performed by the DPPAs.

An agreement with the Board of Regents of the University of Wisconsin System was executed upon
creation of the Foundation. The organization, operation and distributions of the Foundation are subject to

the provisions of the agreement.

The Foundation was formed for the purposes of: (1) providing education to medical students, practicing
physicians, health care providers and personnel, patients and the general public; (2) supporting medical
research in the field of clinical medicine; and (3) promoting the delivery of patient care. Medical care is
primarily provided in the southern half of the state of Wisconsin. The Foundation operates exclusively for
the benefit of, and to support the purposes and operations of, the University of Wisconsin Schoo) of
Medicine and Public Health (the Medical School) and the University of Wisconsin-Madison (the
University). The Foundation also provides support to, and receives support from, the University of
Wisconsin Hospital and Clinics Authority (UWHCA), which has an affiliation agreement with the Board of

Regents of the University.

Expenses consist primarily of direct and indirect costs related to the operation of patient care clinics and
to provide support in accordance with the purposes for which the Foundation was formed.

Basis of accounting and use of estimates: The accompanying financial statements have been
prepared on the accrual basis of accounting. The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect amounts reported in the financial statements and accompanying
notes. Such estimates and assumptions could change in the future as more informatlon becomes known,
which could impact the amounts reported and disclosed herein.

Cash and cash equivalents: Cash and cash equivalents include highly liquid investments with a maturity
of three months or less. The majority of cash and cash equivalents are invested in one financial institution
and exceed depository insurance limits. The Foundation has not experienced any losses on deposit

accounts with the financial institution.

Accounts recejvable and related allowances: The Foundation grants credit to patients in return for
health care services rendered to sald patients, substantially all of whom are local residents of the
communities served. The Foundation generally does not require collateral or other security in extending
credit to patients; however, it routinely obtains assignment of (or is otherwise entitled to receive) patients'
benefits payable under their health insurance programs, plans or policies (e.g., Medicare, Medicaid,
HMOs and commercial insurance policies). For receivables associated with services provided to patients
who have third-party coverage, the Foundation analyzes contractually due amounts and provides an
allowance for contractual discounts, if necessary. At June 30, 2014 and 2013, approximately 23 percent
and 21 percent of net accounts receivable were collectible from governmental payers (including Medicare
and Medicaid), with approximately 64 percent and 65 percent of net accounts receivable, respectively,
collectible from commercial insurance and managed care payers.

235 #6¢




Attachment C
Page 8 of 22

University of Wisconsin Medical Foundatlon, Inc.

Notes to Financlal Statements

Note 1. Business Description and Significant Accounting Policies (Continued)

After satisfaction of amounts due from insurance and government payers, the Foundation follows
established guidelines for placing past-due patient balances with collection agencies. Patient accounts
that are uncollected, including those placed with collection agencies, are assessed for their likelihood of
requiring an allowance for doubtful accounts in accordance with collection policies of the Foundation and,
in certain cases, are reclassified to charity care if deemed to otherwise meet the Foundation’s charity care
policy. The provision for doubtful accounts is based upon management's assessment of historical and
expected net collections considering business and economic conditions, trends in health care coverage,
and other collection indicators. Perlodically throughout the year, management assesses the adequacy of
the allowance for doubtful accounts based upon the payer composition and aging of receivables as of the
reporting date with consideration of the historical payment and write-off experience by payer category.
The results of these reviews are then used to make any modifications to the provislon for doubtful
accounts to maintain an appropriate allowance for doubtful accounts. The difference between the
standard rates (or the discounted rates If negotiated) and the amounts actually collected after all
reasonable collection efforts have been exhausted is charged off against the allowance for doubtful

accounts.

The Foundation's allowance for doubtful accounts for self-pay patients Increased from 74 percent of self-
pay accounts receivable at June 30, 2013, to 76 percent of self-pay accounts receivable at June 30,
2014. The increase was the result of negative trends experienced in the collection of amounts from self-
pay patients in 2014. In addition, the Foundation's self-pay write-offs decreased $372,000 from
$5,275,000 for 2013 to $4,903,000 for 2014, This decrease is a result of a decline in the total self-pay
accounts receivable balance from prior year. The Foundation does not maintain a material allowance for
doubtful accounts from third-party payers, nor did it have significant write-offs from third-party payers.

Inventorles: Inventories, consisting primarily of medical supplies and pharmaceuticals to be used for
patient care, are stated at the lower of cost or market. Cost is determined principally by the first-in, first-

out method.

Deferred financing expenses: Costs of issuing long-term debt are amortized over the respective terms
of the loans using a method that approximates the effective-Interest method.

Property and equipment: Property and equipment are stated at cost. The Foundation capitalizes
property and equipment that have a cost in excess of $5,000 and a useful life greater than two years.
Depreciation, including amounts amortized under capital leases, is provided by a combinatlon of straight-
line and accelerated methods over the estimated useful lives, which range from three to 40 years.

Asset Impairment: The Foundatlon periodically evaluates the carrying value of its long-lived assets for
impairment when indicators of impairment are identlfied. These evaluations are primarily based on the
estimated recoverabllity of the assets' carrying value. Impairment write-downs are recognized in operating
income at the time the impairment is identified. There were no asset impairment charges recorded during

the years ended June 30, 2014 and 2013.

Investments: Investments in equity and debt securities are measured at fair value. The cost of securities
sold Is based on the spacific-identification method. Management determines the appropriate classification
of securities at the time they are acquired and evaluates the appropriateness of such classification at
each balance sheet date. For 2014 and 2013, all investments are considered to be trading securities. Al
investment returns are included in other income {expenses) in the statements of operations and changes
{n net assets. [n addition, cash flows from the purchases and sales of marketable securities designated as
trading are reported as a component of operating activities in the accompanying statements of cash

flows.
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University of Wisconsin MedIcal Foundation, Inc.

Notes to Financlal Statements

Note 1. Business Description and Significant Accounting Policies (Continued)

Assets limited as to use and net assets designated by Board: Assets limited as to use consist of
unspent funds which have been internally designated by the Foundation’s Board of Directors for
supporting the clinical, teaching and research missions of the clinical departments ($60,000,000) in
addition to supporting strategic initiatives of the Foundation and of the clinical departments ($60,000,000).

Revenue In excess of expenses: The statements of operations and changes in net assets include
revenue in excess of expenses which is the performance indicator. Operating revenue includes revenue
generated from direct patient care, premium revenue, and retated support services. Operating expense
Includes compensation and benefits paid to physicians and employees, purchased services, medical
education, research and development costs, depreciation and amottization, and interest. Gains or losses
not directly related to the ongoing operations of the Foundation, or that occur infrequently, are reported as
other income (expenses). Other income (expenses) primarily consists of investment income, rents,
realized and unrealized gains and losses, contributions, and equity in net earnings of unconsolidated

afflliates.

Income taxes: The Foundation has been determined to qualify as exempt from federal income tax under
internal Revenue Code (the Code) Section 501(a) as an organization described in Section 501(c)(3) of
the Code. The Foundation follows the Financlal Accounting Standards Board (FASB) guidance on income
taxes, Accounting for Uncertainty in Income Taxes, which addresses the determination of whether tax
benefits claimed or expected to be claimed on a tax return should be recorded in the financial statements.
Under this guidance, the Foundation may recognize the tax benefit from an uncertain tax position only if it
Is more likely than not that the tax position will be sustained on examination by taxing authorities, based
on the technical merits of the position. Examples of tax positions include the tax-exempt status of
Foundation and various positions related to the potential sources of unrelated business taxable income
(UBIT). The tax benefits recognized in the financial statements from such a position are measured based
on the largest benefit that has a greater than 50 percent likelihood of being realized upon ultimate

settlement,

Most of the income earned by the Foundation is exempt from taxation as income related to the mission of
the organization. However, the Foundation does earn an immaterial amount of unrelated business income
and recognized income tax expense of approximately $115 and $95,000 for the years ended June 30,
2014 and 2013, respectively, within other, net in the statements of operations and changes in net assets.

The Foundation files Form 990 in the U.S. federal jurisdiction and the State of Wisconsin. With few
exceptions, the Foundation is no longer subject to examination by the Internal Revenue Service for the

years 2010 and earlier.

Derivative financlal instrument: The Foundation has entered into an interest rate swap agreement with
a bank to manage its risk associated with changes in interest rates. The Foundation records its derivative
instrument as either an asset or liability in the accompanying balance sheets at fair value. The
Foundation's derivative is not designated as a hedge. Accordingly, the unrealized derivative gain or loss
related to the financial instrument is included in unrealized gain (loss) on derivative financial instrument in

the statements of operations and changes in net assets.

Accountable care organization: In 2013, the Foundation, UWHCA and the Medical School formed UW
Health ACO, Inc., an accountable care organization (ACO), to participate in the Medicare Shared Savings
Program (MSSP). The original term of the MSSP is three years. The ACO participanis coordinate care for
assigned Medicare fee-for-service members, Based on the terms of the agreement with Medicare, the
ACO has the potential to receive a portion of the cost savings for services provided to assigned members.
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Unlversity of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 1. Business Description and Significant Accounting Policies (Continued)

The ACO has assets of $839,000 and $741,000 and liabilities of $551,000 and $438,000 at June 30,
2014 and 2013, respectively.

Note 2. Net Patient Service and Premlum Revenue

The Foundation has agreements with third-party payers that provide for payments to the Foundation at
amounts different from its established rates, Payment arrangements include prospectively determined
rates per discharge, discounted charges, and per diem payments. The Foundation recognizes patient
service revenue associated with services provided to patients who have third-party payer coverage on the
basis of contractual rates for the services rendered. For uninsured patients that do not qualify for charity
care, the Foundation recognizes revenue on the basis of its standard rates for services provided (or on
the basis of discounted rates, if negotiated or provided by policy). On the basis of historical experience, a
significant portion of the Foundation’s uninsured patients will be unwilling to pay for the services provided.
Thus, the Foundation records a significant provision for bad debts related to uninsured patients in the
period the services are provided. Provisions for estimated third-party adjustments are estimated in the
period the related services are rendered and are adjusted in future periods as actual payments are

determined.

Patient service revenue, net of contractual allowances and discounts (but before the provision for bad
debts), recognized in the period from these major payer sources, is as follows:

Years Ended June 30
2014 2013

Patient service revenue (net of contractual allowances):
Self-pay $ 6782500 $ 7,548,053

Third party payers 439,326,345 406,240,849

$ 446108845 _$ 413,788,902

The Foundation provides health care services to enrollees of insurance plans offered by three issuers that
pay on a capitated basis. The health care services covered by these plans are determined as a
percentage of the member premiums, which transfers most insurance risk to the Foundation for services
provided by the Foundation, under provider reimbursement agreements. Premium revenue is recognized
in the year in which the health care coverage is provided.

Premium revenue consists of capitation payments from the following:

Years Ended June 30

2014 2013
Physicians Plus Insurance Corporation (PPIC) $ 26661455 $ 47,613,000
Unity Health Insurance (Unity) 112,799,346 92,497,223
Group Health Cooperative (GHC) 33,615,071 30,791,249

$ 173076872 §$ 170.901.472
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University of Wisconsin Medical Foundation, Inc.

Notes to Financlial Statements

Note 3. Charity Care and Community Benefit

Charity care represents patient care services rendered at reduced or no fees due to the inability of
patients to pay for their medical care. The Foundation’s hardship policy for charity care includes patients
that currently have Medicaid coverage but who are unable to pay for services provided prior to approval
of Medicaid eligibility. Because the Foundation does not pursue collection of amounts determined to
qualify as charity care, they are not reported as revenue. In addition to providing charity care, the
Foundation provides other programs and services for the general community. These programs and
services consist of health promotion and education, health clinics, screenings and counseling.

The Foundation measures charity care as an estimated cost of patient care. That estimate is made by
calculating a ratio of cost to gross charges, applied to the uncompensated charges associated with
providing charity care to patients. The total estimated cost of charity care provided by the Foundation was
approximately $9,194,000 and $7,822,000 for the years ended June 30, 2014 and 2013, respectively. In
addition, the Foundation estimated a community benefit expense using direct and indirect costs
associated with general community programs and services. There was approximately $3,671,000 and
$1,442,000 in estimated community benefit expense provided during 2014 and 2013, respectively.

Note 4. investments

The Foundation invests in mutual funds and common trust funds that include underlying investments in
debt and equity securities of domestic and international publicly traded companies, obligations of the U.S.
government, domestic government agencies, foreign governments, money market funds and other ,
assets. Such investments are inherently exposed to various risks, such as interest rate, market and credit
risks. Due to the levels of risks associated with these investments and the level of uncertainty related to
potential changes in the value of such investments, it is at least reasonably possible that changes in risk
factors in the near term could affect the carrying value of the investments and the related amounts
reported in the Foundation’s financial statements, and such amounts could be material.
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Unlversity of Wisconsin Medical Foundation, Inc.

Notes to Financlal Statements

Note 4. Investments (Continued)
The composition of investments at June 30, 2014 and 2013, is set forth in the following table:

2014 2013
Cost Fair Value Cost Fair Value

Mutual funds:
Double Line Core Fixed income $ 21,719,769 § 21,163,350 $ 18,393,231 § 17,633,324

GMGO Benchmark-Free Allocation 11,272,616 12,961,031 10,043,940 10,791,835
Vanguard Total Stock Market 28,918,765 41,118,976 37,433,869 43,585,540
Vanguard Total International
Stock Index 37,465,112 45,734,138 37,858,173 39,184,678
Vanguard Total Bond Market
Index 27,773,212 27,318,175 20,841,899 19,983,881
Held in mutuat funds 127,149,474 148,295,670 124,571,112 131,179,268

Common trust funds:
Brandywine Global Opportunistic

Fixed Income 13,075,089 13,890,618 12,731,732 12,426,530
LSV Micro Cap 4,244,378 4,721,639 - -
Wellington Diversified Inflation

Hedges 10,139,712 10,414,968 10,059,701 8,930,464

Held in common trust funds 27,459,179 29,027,225 22,791,433 21,356,994
Total investments § 154!608 653 177,322,895 § 147!362!545 152,536,252
Less assets limited as to use 120,000,000 -
Investments g 57!322!895 § 152!536!252
Investment returns for the years ended June 30 are summarized as follows:
2014 2013

Investment income:

Interest and dividends $ 4560495 $ 4,446914

Net realized gain 3,290,072 1,112,200

Investment management fees (166,197) (72,857)
Investment income 7,683,370 5,488,257
Net unrealized gain (loss) 17,640,635 8,742,830
Total investment return $ 25223905 $ 12,229,087

10

240 #6c




Atlachment C
Page 13 of 22

University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 5. Investments in Unconsolidated Affiliates

Investments in entities where the Foundation controls 50 percent or less of the entity’s operations and
does not have operational control are recorded under the equity method of accounting. The following
presents interests in unconsolidated entities recorded under the equity method of accounting:

Investments Recorded Effect on
in Balance Sheet Other Income for the
as of June 30 Years Ended June 30
2014 2013 2014 2013
Madison Medical Center (MMC) $ 4,844,270 §$ 4,733,748 3 430,521 $ 433,836
Madison Surgery Center (MSC) 4,450,678 4,161,479 2,089,199 2,968,286
University Health Care, Inc. (UHC) 28,094,148 25,097,614 46,534 (364,826)
Wisconsin Sieep, Inc. (WISLP) 1,866,880 1,638,461 478,419 174,345
Transformation Surgery Center, Inc.
(TSC) 773,367 675,470 97,897 (93,038)
Generations Fertility Care, Inc.
(GFC) 134,447 263,484 (429,037) (496,266)
Chartwell Wisconsin Enterprises,
LLC (CHA) 3,974,627 3,652,898 721,731 302,898
Wisconsin Dialysis, Inc. (WDI) 826,098 583,437 243,561 125,847
Other 168,817 187,339 (18,5623)

$ 45,134,232 $__ 40,093,930 $ 3660302 § 3,051,082

The Foundation's investment interest percentage in its unconsolidated affiliates is as follows:

Ownership

Corporate Form Interest
MmMC Limited Liability Partnership (LLP) 46.5%
MSC 501 (c)(3) Organization 33.0%
UHC Not-for-profit, Nonstock Corporation 40.0%
WISLP 501 (c)(3) Organization 50.0%
TSC - 501 (c)(3) Organization 50.0%
GFC 501 (c)(3) Organization 33.0%
CHA Limited Liability Company (LLC) 50.0%
WD 501 (c)(3) Organization 10.0%

Summarized financial information for MMC, MSC, UHC, WISLP, TSC, GFC, CHA, WDi and others is as
follows at June 30, 2014;

Assets $ 130,404,284
Liabilities (19,165,007}
Net assets $ 111,249,277

1
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University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 6. Property and Equipment
Property and equipment are summarized as follows at June 30:

2014 2013
Land and improvements $ 8612392 §$ 8203072
Buildings and leasehold improvements 65,568,897 65,539,217
Medical and office equipment 50,078,747 55,078,989

124,260,036 128,821,278

Less accumulated depreciation (66,822,833)  (69,366,605)
$ 57437203 § 59,454,673

Note 7. Long-Term Obligations
Long-term obligations as of June 30 are as follows:

2014 2013
Wisconsin Health and Educational Facilities Authority Variable Rate
Demand Revenue Bonds, Series 2000, variable interest at 0.1%
as of June 30, 2014, due in installments through May 2030 $ 43,115000 _$ 44,600,000

The owners of the Series 2000 Bonds may elect to have their bonds purchased on any business day at a
price equal to the original purchase price (par) plus any accrued interest. Pursuant to a remarketing
agreement between the Foundation and a remarketing agent, the remarketing agent has agreed to offer
for sale and use its best efforts to sell the Series 2000 Bonds if optionally or mandatorily tendered for

purchase,

Through a Credit Agreement, the Foundation has a transferable irrevocable, direct pay letter of credit with
a bank (JPMoargan Chase Bank), under the terms of which the bank agrees to loan to the Foundation the
amount necessary to purchase the Series 2000 Bonds if not remarketed. The maximum amount of the
liquidity loans would be the principal ($43,115,000 for the Series 2000 Bonds at June 30, 2014), plus
accrued interest. The Foundation has provided the trustee of the Series 2000 Bonds with this letter of
credit. In the event of a liquidity drawing on the Credit Agreement, principal is payable in equal quarterly
installments over a three-year amortization period. The interest rate on draws is one percent plus the
higher of (i) the prime rate, (ii) one-month LIBOR plus 2.5 percent, or (jii} 7.5 percent. The transferable,
irrevocable, direct pay letter expires July 15, 2018. The letter of credit is collateralized by real estate

owned by the Foundation.
Also, through the Credit Agreement, the Foundation has a revolver note from a bank under which it may
borrow up to $10,000,000 at variable interest rates based on prime or LIBOR. Borrowings under the

revolver note are due upon maturity in July 2015. The revolver nate may be renewed annually upon
approval from the bank, No borrowings were outstanding at June 30, 2014 or 2013, under the revolver

note.
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University of Wisconsin Medical Foundation, Inc.

Notes to Financlat Statements

Note 7. Long-Term Obligations (Continued)

The Credit Agreement requires maintenance of certain debt service coverage ratios, cash balances, and
compliance with various other restrictive covenants. At June 30, 2014 and 2013, management believes
the Foundation was in compliance with such covenants.

Scheduled principal payments on {ong-term obligations for the next five years and thereafter are as
follows, assuming that the Series 2000 Bonds are able to be successfully remarketed as described

above:

Years Ending June 30,

2015 $ 2,785,000
2016 2,785,000
2017 2,785,000
2018 2,785,000
2019 2,785,000
Thereafter 29,190,000

$ 43,115,000

In February 2009, the Foundation entered into an interest rate swap agreement to manage exposure to
interest rate risk on a portion of its outstanding debt. The interest rate swap agreement converts a
notional amount of the Foundation's floating-rate debt to a fixed rate of 3.794 percent until May 2016, thus
reducing the impact of interest rate changes on future interest expense until expiration of the interest rate
swap agreement. This involves the receipt of floating-rate amounts in exchange for fixed-rate interest
payments over the life of the interest rate swap agreement, without an exchange of underlying principal

amount.

Information regarding the outstanding interest rate swap agreement is as follows:

Notional Fair

Amount Receives Value
June 30, 2014 $ 17,850,000 SIFMA 0.060% $ (1,144,787)
June 30, 2013 18,600,000 SIFMA 0.079% (1,697,526)

The floating rate is equal to the Securities Industry and Financial Markets Association (SIFMA) Municipal
Swap Index,

13

243 #6¢




Attachment C
Page 16 of 22

University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 8. Fair Value Measurements

Accounting guidance provides a framework for measuring fair vaiue of certain assets and liabilities and
requires certain disclosures about fair value measurements. As defined in FASB Accounting Standards
Codification (ASC) Topic 820, Fair Value Measurements and Disclosures, fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. ASC 820 establishes a fair value hierarchy that prioritizes the
inputs used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to
unobservable inputs {Level 3 measurements).

The three levels of the fair value hierarchy defined by ASC 820 and a description of the valuation
methodologies used for instruments measured at fair value are as follows:

Level 1. Inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities as of the
reporting date.

Level 2: Pricing inputs are other than quoted prices included in Level 1 that are either directly observable
or that can be derived or supported from observable data as of the reporting date.

Level 3: Pricing inputs include those that are significant to the fair value of the financial asset or financial
liability and are not observable from objective sources. These inputs may be used with internally
developed methodologies that result in management’s best estimate of fair value.

The Foundation's assets and liabilities measured at fair value on a recurring basis are investments and
the interest rate swap agreement. The fair values of the Foundation's investments in mutual funds
included in Level 1 were determined through unadjusted, quoted prices in active markets. The fair values
of the Level 2 investments in common trust funds are recorded at net asset value, which is based on the
fair value of the funds' underlying investments at year-end. The fair value of the Level 2 interest rate swap
agreement was determined through observable broker quotes and matrix prices derived principally from
observable market data, Due to the volatility of the capital markets, there is a reasonable possibility of
significant changes in fair value and additional gains (losses) occurring subsequent to June 30, 2014,

These methods may produce a fair value calculation that may not be indicative of net realizable value or
reflective of future fair values. Furthermore, while the Foundation believes its valuation methods are
appropriate and consistent with other market participants, the use of different methodologies or
assumptions to determine the fair value of certain financial instruments could result in a different estimate

of fair value at the reporting date.
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Notes to Financial Statements

Note 8. Falr Value Measurements (Continued)
The following tables set forth, by level within the fair value hierarchy, the Foundation's financial assets
and liabilities measured at fair vaiue on a recurring basis at June 30, 2014 and 2013:

Falr Value Measurements at Reporting Date Using
Quoted Prices in  Significant Other Slignificant

Active Markets for Observable Unobservable
Fair identical Assets Inputs Inputs
June 30, 2014 Vaiue {Level 1) (Leve!2) {tovat3)
Flnancial agsets:
Mutual funds:
DoubleLine Core Fixed Income - $ 2116335 §$ 21,163,350 $ - $ -
GMO Benchmark Free Allocation 12,961,031 12,961,031 - -
Vanguard Total International Stock Index 45,734,138 45,734,138 - -
Vanguard Total Bond Market index 27,318,175 27,318,175 - -
Vanguard Total Stock Market index 41,118,976 41,118,976 - -
Common trust funds: ‘
Wellington Diversified Inflation Hedges 10,414,068 - 10,414,968 -
Brandywine Global Opportunistic Fixed Income 13,890,618 - 13,890,618 -
LSV Micro Cap 4,721,639 - 4,721,639 -
Tolal financlal assets 177,322,895 148,295 670 20,027,225 -
Financlal liabilities:
Interest rate swap contract $ 1144787 8 - $ 1144787 $ -

Fair Value Measurements at Reporting Date Using
Quoted Prices In ~ Significant Other Significant

Active Markets for Observable Unobservable
Fair Identical Assets Inputs Inputs
June 30, 2013 Valug (Level 1) (Level 2) (Level 3)
Financial assets:
Mutual funds:
DoubleLine Core Fixed income $§ 17633324 § 17,633,324 § - $ -
GMO Benchmark Free Allocation 10,791,835 10,791,835 - -
Vanguard Total internationat Stock index 39,184,678 39,184,678 - -
Vanguard Total Bond Market Index 19,983,881 19,983,881 - -
Vanguard Total Stock Market Index 43,585,540 43,685,540 - -
Common frust funds:
Waellington Dlversified Inflation Hedges 8,930,464 - 8,930,464 -
Brandywine Global Opportunistic Fixed income 12,426,530 - 12,426,530 -
Total financial assets $ 152536252 § 131 179,258 $ 21356994 § -

Financial labllitles:
Intarest rate swap contract

1,697,526
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University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 8. Falr Value Measurements (Continued)

The following tables disclose the fair value and redemption frequency for those assets whose fair value is
estimated using the net asset value per share as of June 30, 2014 and 2013:

2014
Falr Value Estimated Using Net Asset Value Per Share
Unfunded Redemption Redemption
Fair Value Commitment Frequency Notlce Period
Wellington Diversified Inflation Hedges (1) $ 10414968 $ - Monthly 9 days
Brandywine Global Opportunistic Fixed income (2} 13,890,618 - Dally 10 days
LSV Micro Cap (3) 4,721,639 - Monthly 7 days
$ 29!027!225 $ -
2013
Falr Value Estimated Using Net Asset Value Per Share
Unfunded Redemption Redemption
Fair Value Commitment Frequency Notice Period
Wellington Diversified Inflation Hedges (1) $ 8930464 $ - Monthly 9 days
Brandywine Global Opportunistic Fixed Income (2) 12,426,530 - Daily 10 days

$ 21356904 ¢ -

(1) The objective of the fund is to provide returns consistent with the U.S. Consumer Price Index plus
5 percent over the long term by Investing in areas that offer strong relative performance in rising
inflation environments, in order to evaluate value added from tactical asset aflocation and security
selection, a custom benchmark, composed of the weighted blend of benchmarks of the component
investment approaches, is also used as a secondary, reference benchmark.

(2) The objective of the fund is to achieve interest income and long-term capital appreciation by investing
in U.S. fixed-income instruments and non-U.S. developed and emerging markets sovereign debt
securities. The fund concentrates its investments in bonds of countries having the best value in the

form of high real interest rates.

(3) The objective of this fund is to outperform the Russell Microcap Value Index, by investing in a
portfolio of micro-cap and small-cap U.S. equities.

The carrying amounts for cash, accounts receivable, and accounts payable approximate their fair values
due to the short-term nature of these accounts. The carrying amount of the long-term obligations (Level 2)
approximates fair value because of the variable interest rate associated with the obligations.

Note 9. Related Parties

The Foundation reimburses the Medical School and the University for operating supplies and for salaries
paid to administrative and professional staff who also work for the Foundation. Total operating expenses
pursuant to this arrangement are $84,663,806 and $85,306,824 for the years ended June 30, 2014 and
2013, respectively. Total payables to the Medical School and the University were approximately
$3,993,000 and $3,427,000 at June 30, 2014 and 2013, respectively. [n addition, support is provided to

the Medical School and the University annually (see Note 11).
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University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 9. Related Parties (Continued)

The Foundation entered into a letter of understanding with UHC, which allows UHC to enter into managed
care contracts on behalf of the Foundation subject to the Foundation president’s approval of Foundation
reimbursement. Such an arrangement has been entered into for the benefit of providing physician
services for Unity and GHC enrollees. The Foundation provided reimbursement of $4,595,479 and
$2,885,722 to UHC for certain administrative operations for the years ended June 30, 2014 and 2013,
respectively, which is included in University Health Care, Inc. support in the statements of operations and

changes in net assets.

The Foundation also received support of approximately $51,744,000 and $46,679,000 in 2014 and 2013,
respectively, from UWHCA for personnel services provided by staff to UWHCA and support of regional
activities, which is included in other revenue in the statements of operations and changes in net assets.

Note 10. Retirement Plans and Profit Sharing Plan

The Foundation has a money purchase pension plan {the Plan) covering substantially all Foundation
physicians. Physician employees contribute a percentage of their salaries, up to defined limits, to the

Plan.

The Foundation has a qualified, defined contribution retirement plan and a profit sharing plan for
substantially all full-time nonphysician employees upon completion of one year of service. Contributions
are based on a percentage of participants' salaries and wages. Total defined contribution retirement pian
and profit sharing expense was approximately $9,448,800 and $9,275,500 for the years ended June 30,

2014 and 2013, respectively.

Note 11. Commitments and Contingencies

The Foundation is subject to various legal proceedings and claims, which are incidental to its normal
business activities. In the opinion of the Foundation's management, the ultimate liability with respect to
these actions will not materially affect the operations or net assets of the Foundation.

Under the terms of the Medical School Development Fund (MSDF) Agreement between the Foundation
and the Medical School, the Foundation will contribute certain predetermined amounts to the MSDF. Total
expenses pursuant to these arrangements were $30,943,000 and $30,366,000 for the years ended

June 30, 2014 and 2013, respectively, of which $7,735,749 and $7,591,499 were due to the MSDF at

June 30, 2014 and 2013, respectively.

The Foundation is required under the Board of Regents Agreement to make contributions to a
departmental Research and Development Fund (RDF). A minimum of 2.5 percent of net departmental
professional receipts must be transferred to special accounts at the University of Wisconsin Foundation
(the UWF). The funds in the special accounts are to be used to support departmental research as
determined by the Medical School's Departmental Executive Committee. Total RDF expenses pursuant to
this arrangement were $24,277,070 and $15,491,861 for the years ended June 30, 2014 and 2013,
respectively, of which $279,932 and $434,090 were due to the RDF as of June 30, 2014 and 2013,

respectively.

The Foundation rents certain equipment, office and clinical space under noncancelable lease
agreements. Total rental expense was approximately $13,064,500 and $11,395,800 for the years ended
June 30, 2014 and 2013, respectively, and is included in other operating expenses in the statements of

operations and changes in net assets.
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University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 11. Commitments and Contingencies (Continued}

Included among the Foundation's operating leases is certain office space that is leased from MMC. Under
the lease agreement with MMC, the Foundation is subject to contingent rentals based on the amount of
MMC totai rentai and general administrative expenses over $540,000. The amount of these contingent
rental expenses was $716,000 and $684,000 for the years ended June 30, 2014 and 2013, respectively.
Total rental expense from MMC, including contingent rental expenses, for the years ended June 30, 2014
and 2013, was approximately $1,772,800 and $1,745,400, respectively.

A schedule of future minimum rental payments on operating leases for the next five years and thereafter
is as follows:

Years Ending June 30,

2015 $ 9,844,448
2016 9,641,735
2017 8,721,095
2018 7,676,574
2019 6,590,908
Thereafter 28,572,312

71,047,072

The Foundation subleases clinical space to WISLP, TSC and GFC. Income from subleases was
$1,103,174 and $1,209,500 for the years ended June 30, 2014 and 2013, respectively. A schedule of
rental income from subleases for the next five years and thereafter is as follows:

Years Ending June 30,

2015 $ 1,142,865
2016 1,167,012
2017 1,191,673
2018 1,216,861
2019 1,195,150
Thereafter 2,492,273

$ 8405834

Health care legislation: The health care industry is subject to numerous laws and regulations of federal,
state and local governments. These laws and regulations include, but are not necessarily limited to,
matters such as licensure, accreditation, government heaith care program participation requirements, and
reimbursement for patient services. Government activity has continued with respect to investigations and
allegations concerning possible violations of fraud and abuse statutes and regulations by health care
providers. Violations of these Jaws and regulations could result in expulsion from government health care
programs together with the imposition of significant fines and penalties, as well as significant repayments
for patient services previously billed. Management believes that the Foundation is in compliance with
fraud and abuse, as well as other applicable government laws and regulations. Compliance with such
laws and regulations can be subject to future government review and interpretation as well as regulatory
actions unknown or unasserted at this time.
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University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 11. Commitments and Contingencies (Continued)

The Centers for Medicare & Medicaid Services (CMS) implemented a project using recovery audit
contractors (RACs) as part of CMS' further efforts to assure accurate payments. The project uses the
RACs to search for potentially inaccurate Medicare payments that may have been made to health care
providers and that were not detected through existing CMS program integrity efforts. Once a RAC
identifies a claim it believes is inaccurate, it makes a deduction from or addition to the provider's Medicare
reimbursement in an amount estimated to equal the overpayment or underpayment. The Foundation will
deduct from revenue amounts assessed under the RAC audits at the time a notice is received until such
time that estimates of net amounts due can be reasonably estimated. The Foundation does not anticipate
incurring significant RAC assessments; however, the outcomes of such assessments are unknown and

cannot be reasonably estimated.

The Health Information Technology for Economic and Clinic Health (HITECH) portion of the American
Recovery and Reinvestment Act of 2009 includes $27 billion in incentives through Medicare and Medicaid
reimbursement systems to foster electronic health record (EHR) adoption. In order to be eligibie for EHR
incentive funding, eligible hospitals and professionals must use a certified EHR, report quality measures,
and achieve "meaningful use,” as defined by HITECH. During 2014 and 2013, the Foundation achieved
the criteria for stage one meaningful use under Medicare and Medicaid and recognized revenue of
approximately $6,915,000 and $9,241,000, respectively, which is included .in other revenue in the
statements of operations and changes in net assets. Additionally, the Foundation’s compliance with the
meaningful use criteria is subject to audit by the federal government.

Note 12.  Professional Liability Insurance

The Foundation has professional liability insurance covering nonphysician employees for claim losses up
to $1,000,000 per occurrence and $3,000,000 per policy year. Losses in excess of this coverage are
covered by a $10,000,000 excess liability policy. All Foundation-employed physicians are considered
State of Wisconsin employees and, as such, have professional liability coverage through the State of
Wisconsin Self-Funded Liability Program. Accrued expenses include a reporting endorsement of
$231,258 and $530,249 as of June 30, 2014 and 2013, respectively.

Note 13. Subsequent Events

All of the effects of subsequent events that provide additional evidence about conditions that existed at
the balance sheet date, including the estimates inherent in the process of preparing the financial
statements, are recognized in the financial statements. The Foundation doses not recognize subsequent
events that provide evidence about conditions that did not exist at the balance sheet date but existed
before the financial statements are available to be issued. In some cases, unrecognized subsequent
events are disclosed to prevent the financial statements from being misleading.

In 2014, the Foundation, UWHCA, and University Health Care, Inc. (UHC) entered into an affiliation Letter
of Intent with SwedishAmerican Health System (SAHS). The parties share a common goal of establishing
an integrated organization with long term viability which provides enhanced opportunities for physicians
and employees while improving the health status of the communities they serve. The definitive agreement
is currently being negotiated. It is anticipated that the effiliation with SAHS will occur in January 2015.

The Foundation has evaluated events and transactions occurring subsequent to June 30, 2014, and

through October 13, 2014, the date of issuance of the financial statements. During this period there were
no events, other than the event discussed above, requiring recognition or disclosure in the financial

statements.
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University of Wisconsin Medical Foundation, Inc.

Notes to Financial Statements

Note 14. New Accounting Pronouncements

Accounting standards not yet adopted: Accounting Standards Update (ASU) No. 2013-06, Not-for-
Profit Entities (Topic 958)—Services Received from Personnel of an Affiliate, will be effective for the
Foundation on July 1, 2014. ASU No. 2013-06 provides guidance for a recipient not-for-profit entity to
recognize all services received from personnel of an affiliate that directly benefit the not-for-profit entity.

ASU No. 2014-09, Revenue from Contracts with Customers, will be effective for the Foundation on July 1,
2017. This standard update requires an entity to recognize revenue to depict the transfer of promised
goods or services to customers in an amount that reflects consideration to which the entity expects to be
entitled in exchange for those goods or services. ASU No. 2014-09 will supersede the revenue
recognition requirements in FASB Accounting Standards Codification (ASC) Topic 605, Revenue
Recognition, and creates ASC Topic 606, Revenue from Contracts with Customers.

The Foundation's management has not yet determined the effect the above ASUs will have on the
Foundation's financial statements.
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McGladrey LLP

= McGladrey |

Independent Auditor's Report

To the Board of Directors
SwedishAmerican Health System Corporation
Rockford, Illinois

Report on the Financlal Statements

We have audited the accompanying consolidated financial statements of SwedishAmerican Health
System Corporation and Subsidiaries (the "Corporation”) which comprise the consolidated balance sheets
as of May 31, 2014 and 2013, and the related consolidated statements of operations ahd changes in net
assets and cash flows for the years then ended and the related notes to the consolidated financial

statements.

Management’s Responsibility for the Financial Statements

Management Is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generalfy accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,

whether due to fraud or error.

Auditor’s Responsibility

Qur responsibllity is to express an opinion on these consolidated financial statements based on our
audits, We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from materiat misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as weli as evaluating the
overall presentation of the consolidated financial statements. '

We belleve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of SwedishAmerican Health System Corporation and Subsidiaries as of
May 31, 2014 and 2013, and the resuits of their operations and their cash flows for the years then ended
in accordance with accounting principles generally accepted in the United States of America.

%a% L~

Rockford, lllinois
September 2, 2014

Memboar of the RSM ! network of indeprendent acc Ing, lexand fting finns,
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SwedishAmerican Health System Corporation and Subsidiaries

Consolidated Balance Sheets
May 31, 2014 and 2013
(Dollars in thousands)

Assets 2014 2013
Current Assets
Cash and cash equivalents 29,353 26,546
Short-term investments 4,000 2,834
Current portion assets limited as to use:
Externally designated under bond agreements - 3,489
Internally designated for self-insurance fund 3,300 -
Patient accounts receivable, less allowances for uncollectible
accounts of $25,982 in 2014 and $28,235 in 2013 68,816 62,146
Inventories 7,914 6,530
Prepaid expenses and other assets 8,997 10,371
Total current assets 122,380 111,916
Other Assets
Assets limited as to use:
Bond project fund, less current portion - 15,187
Internally designated for self-insurance fund, less current portion 12,646 14,286
Internally designated for deferred compensation agreements 8,922 10,405
investments 197,846 172,208
Beneficial interest in trust assets 4,617 4,274
Contribution receivable from lead trust 289 281
Deferred bond issuance costs, net of accumulated amortization of
$2,576 in 2014 and $2,293 in 2013 3,123 3,406
Goodwill 7,800 7,800
Intangible asset 9,001 9,001
Notes receivable and other assets 6,395 7,267
250,639 244,115
Praperty and Equipment, net 215,083 199,665
Total assets 588,102 556,696
See Notes to Consolidated Financial Statements.
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Liabilities and Net Assets 2014 2013
Current Liabilities
Accounts payable $ 10,832 10,035
Accrued expenses and other 36,526 35,354
Self-insurance 3,300 -
Estimated settlements due to third-party payors 35,708 30,023
Current maturities of long-term debt 5,642 5,797
Total current llabilitles 92,005 81,209
Noncurrent Liabilities
Long-term debt, less current maturities 140,134 145,775
Self-insurance, less current portion 14,755 16,509
Deferred compensation agreements 8,922 10,405
Other 295 267
164,106 172,956
Total labilities 256,111 254,165
Contingencies and Commitments (Notes 1, 6, 7, 10 and 13)
Net Assets
Unrestricted 322,346 292,389
Temporarily restricted 3,492 3,321
Permanently restricted 6,153 5,821
Total net assets 331,991 301,531
Total llabilities and net assets $ 588102 555,696
3
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SwedishAmerican Health System Corporation and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets
Years Ended May 31, 2014 and 2013
(Dollars in thousands)

2014 2013
Unrestricted revenues, gains and other support
Net patient service revenue 433,025 § 415,980
Provision for bad debts (35,315) (30,745)
Net patient service revenue less provision for bad debts 397,710 385,235
Public Aid assessment revenue 37,405 22,586
Other revenue 16,638 14,361
Net assets released from restrictions - used for operating purposes 90 46
451,843 422,228
Expenses
Salaries and employee benefits 218,876 215,241
Supplies and purchased services 109,743 102,194
Professlonal fees 25,728 23,471
Management fees 4,336 6,681
Depreciation and amortization 22,231 20,843
Interest 5,690 4677
Utilities 3,695 3,559
Repairs and maintenance 13,592 11,807
Insurance 10,025 10,621
Public Aid assessment expense 14,408 7,650
Other 6,722 5,846
435,046 412,590
Operating income 16,7_97 9,638
Nonoperating income (expense}
Investment income 15,037 14,367
Income tax (provision) (805) (173)
Foundation - other, net {1,252) (1,352)
Other (46) 637
12,834 13,479
Revenue in excess of expehses 29631 § 23,117
(Continued)
4
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SwedishAmerican Health System Corporation and Subsidiaries

Consolidated Statements of Operations and Changes in Net Assets (Continued)
Years Ended May 31, 2014 and 2013
(Dollars in thousands)

2014 2013
Unrestricted net assets
Revenue in excess of expenses $ 29,631 23,117
Net assets released from restrictions used for property and equipment 326 204
Increase in unrestricted net assets 29,957 23,321
Temporarily restricted net assets
Contributions and other 716 1,668
Investment income 166 86
Net change in unrealized gains and losses on Investments 172 238
Change In value of split-interest agreements 35 31
Net assets released from restrictions used for operating and capital purposes (416) (250)
Net assets released from restrictions used for nonoperating purposes (502) (348)
Increase In temporarily restricted net assets 171 1,425
Permanently restricted net assets
Contributions and other 9 (15)
Change in beneficial interest in perpetual trust 323 347
Increase In permanently restricted net assets 332 332
Increase In net assets 30,480 25,078
Net assets, beginning of year 301,531 276,453
Net assets, end of year $ 331,991 301,531
See Notes to Consolidated Financial Statements.
5
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SwedishAmerican Health System Corporation and Subsidiarles

Consolidated Statements of Cash Flows
Years Ended May 31, 2014 and 2013
(Dollars in thousands)

2014 2013
Cash Flows From QOperating Activities
Increase in net assets 30460 $ 25,078
Adjustments to reconcile increase in net assets to net cash
provided by operating activities:
Depreciation and amortization on operating assets 22,222 20,843
Depreciation on nonoperating assets 107 110
Provision for bad debts 35,315 30,745
Deferred taxes 687 (170)
Net change in unrealized gains and losses on investments (6,470) (4,381)
Net change in fair value of beneficial interest in perpetual trust (519) (520)
Restricted contributions (725) (1,653)
Changes in net cash from:
(Increase) in patient accounts receivable (41,985) {13,892)
Decrease (Increase) in inventories and other assets 146 (2,543)
Increase in accounts payable, accrued expenses, and
other liabilities 3,475 2,525
Increase in estimated settlements due to third-party payors 5,682 5,297
Net cash provided by operating actlvities 48,395 61,439
Cash Flows From Investing Activities
Purchases of property and equipment, net (39,106) (38,069)
Purchases of investments and assets limited as to use (115,275) (148,352)
Sales and maturities of investments and assets limited as to use 113,440 98,917
Investment in affiliates 21 (196)
Distribution of beneficial interest in perpetual trust 176 195
Net cash used In investing activities (40,743) (87,505)
Cash Flows From Financing Activities
Proceeds from bond issuance - 41,833
Bond issuance costs paid - (725)
Principal payments on long-term debt (5,570) (5,408)
Restricted contributions received 125 1,663
Net cash (used in) provided by financing activities " {4,845) 37,355
Increase in cash and cash equivalents 2,807 11,289
Cash and cash equivalents, beginning of year 26,546 16,2567
Cash and cash equivalents, end of year 29,353 26,548
(Continued)
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SwedishAmerican Health System Corporation and Subsidiaries

Consolidated Statements of Cash Flows (Continued)
Years Ended May 31, 2014 and 2013
(Dollars In thousands)

2014 2013
Supplemental Schedule of Noncash Investing and Financing Activities
Purchases of property and equipment in accounts payable $ 284 3 1,699
See Notes to Consolidated Financial Statements.
7
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SwedishAmerican Health System Corporation and Subsidiaries

Notes to Consolidated Financlal Statements
{Dollars in thousands)

Note 1.  Organization and Significant Accounting Policies

SwedishAmerican Health System Corporation (SAHS) and Subsidiaries (collectively, the Corporation), a
not-for-profit organization, coordinates the collective efforts of its affiliates in pursuing various activities,
including providing health care and promoting health-related scientific research and education in

Rockford, llinois, and the surrounding area.

The consolidated financial statements include the accounts and transactions of SAHS and the following
organizations, which are affiliates of SAHS:

o SwedishAmerican Hospital (Hospital) — A Section 501(c)(3) not-for-profit hospital organized to
provide and promote health care to the public for patients who primarily reside in Rockford,
lllinois, and the surrounding area.

¢ SwedishAmerican Foundation (Foundation) — A Section §01(c)(3) organization whose purpose is
to conduct programs and fundraising that support and benefit SAHS. The Foundation is
consolidated with the Hospital.

» State and Charles, Inc. - A taxable subsidiary of SAHS whose purpose is to serve as a holding
company.

» SwedishAmerican Realty Corporation (Realty) — A tax-exempt subsidiary under Section §01(c)(2)
of the Internal Revenue Code that serves as a real estate holding company.

¢ SwedishAmerican Health Management Corporation (SAHM) — A taxable subsidiary of SAHS
whose purpose is to provide nonpatient heaith-related services to other organizations.

» LSG Building Corporation — A taxable subsidiary of SAHS whose purpose is to serve as a real

estate holding company.
All significant intercompany transactions have been eliminated in consolidation.

SAHS also has an Immaterial unconsolidated wholly-owned subsidiary which is SARI Insurance
Company (SARI). SARI Is a captive insurance company that provides the Corporation with excess

liability coverage.

On April 28, 2014, the Corporation entered into a non-binding letter of intent with University Health Care,
Inc. (UHC), University of Wisconsin Hospitals and Clinics Authority (UWHCA), and University of
Wisconsin Medical Foundation (UWMF), pursuant to which UHC will become the sole member of the
Corporation. UHC Is a Wisconsin nonprofit corporation tax-exempt under section 501(c)(3), whose current
members are UWHCA, UWMF and University of Wisconsin School of Medicine and Public Health. The
parties are presently engaged in due diligence review and are negotiating a binding definitive agreement.

A summary of significant accounting policies is as follows:

Use of estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the consolidated
financial statements. Estimates also affect the reported amounts of revenue and expenses during the
reporting period. The use of estimates and assumptions in the preparation of the accompanying
consolidated financial statements is primarily related to the determination of net patient accounts
receivable, settlements with third-party payors, the self-insurance accrual and the net future cash flows
used in the calculation of fair value of the intangible asset. Although estimates are considered to be fairly
stated at the time that the estimates are made, actual results could differ.
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SwedishAmerican Health System Corporation and Subsidiaries

Notes to Consolidated Financlal Statements
{Dollars in thousands)

Note 1. Organization and Significant Accounting Policies (Continued)

Cash and cash equivalents: All investments that are not limited as to use with an original maturity of
three months or less when purchased are reflected as cash and cash equivalents.

Throughout the year, the Corporation may have amounts on deposit with financial institutions in excess of
those insured by the FDIC. The Corporation has not experienced any losses in such accounts.

Patient accounts receivabie and due from/to third-party payors: The collection of receivables from
third-party payors and patients is the Corporation's primary source of cash for operations and is critical to
its operating performance. The primary collection risks relate to uninsured patient accounts and patient
accounts for which the primary insurance payor has paid, but patient responsibility amounts (deductibles
and copayments) remain outstanding. Patient receivables, where a third-party payor is responsible for
paying the amount, are carried at a net amount determined by the original charge for the service
provided, less an estimate made for contractual adjustments or discounts provided to third-party payors.

Patient accounts receivable are reduced by an allowance for uncollectible accounts. In evaluating the
collectability of patient accounts receivable, the Corporation identifies troubled accounts, reviews
historical experience and identifies trends for each of its major payor sources of revenue to estimate the
appropriate allowance for uncollectible accounts and provision for bad debts. Management regularly
reviews data about these major payor sources of revenue in evaluating the sufficiency of the allowance
for uncollectible accounts. For receivables associated with services provided to patients who have third-
party coverage, the Corporation analyzes contractually due amounts and provides an allowance for
uncollectible accounts and a provision for bad debts, if necessary (for example, for expected uncollectible
deductibles and copayments on accounts for which the third-party payor has not yet paid, or for payors
who are known to be having financial difficulties that make the realization of amounts due unlikely). For
receivables associated with self-pay patients (which includes both patients without insurance and patients
with deductible and copayment balances due for which third-party coverage exists for part of the bill), the
Corporation records a significant provision for bad debts in the period of service on the basis of its past
experience, which indicates that many patients are unable or unwilling to pay the portion of their bifl for
which they are financially responsible. The difference between the standard rates (or the discounted rates
if negotiated) and the amounts actually collected after all reasonable collection efforts have been
exhausted is charged off against the allowance for uncollectible accounts.

The Corporation's allowance for uncollectible accounts for self-pay patients decreased from 84% of self-
pay accounts receivable at May 31, 2013, to 77% of self-pay accounts receivable at May 31, 2014. In
addition, the Corporation’s self-pay write-offs increased $4,126 from $38,246 for fiscal 2013 to $42,372
for fiscal 2014. The increase in write-offs is related to price increases and volume. As a percentage of
gross patient service revenue, self-pay write-offs have remained consistent. The Corporation has not
changed its charity care or uninsured discount policies during fiscal years 2013 or 2014. The Corporation

did not have significant write-offs from third-party payors.

Recoveries of receivables previously written off are recorded when received. The past due status of
receivables is determined on a case-by-case basis depending on the payor responsible. The Corporation
generally does not charge interest on past due accounts. Receivables or payables refated to estimated
settlements on various contracts in which the Corporation participates are reported as third-party payor

receivables or payables.
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Note 1. Organization and Significant Accounting Policies (Continued)

Assets limited as to use and investments: Assets limited as to use include cash and investments
internally designated by the Board of Directors for capital replacement and expansion, self-insurance, and
deferred compensation agreements, which the Board, at its discretion, may subsequently use for other
purposes. Amounts required to meet current liabilities of the Corporation have been classified in the
consolidated balance sheets as current assets. Assets limited as to use and investments not restricted by

donors are designated as trading securities.

investment income (including realized gains and losses on investments, interest, and dividends) is
included in revenue in excess of expenses unless the income is restricted by donor or law, Unrealized
geins and losses on investment assets held are included as investment income in revenue in excess of
expenses unless the unrealized gains and losses are restricted by donor or law.

Inventories: Inventories are stated at the lower of cost, determined by the first-in, first-out method, or
market.

Beneficial interest in trust assets: The Corporation has a beneficial interest in several perpetual trusts,
which is measured by the Corporation's share of the fair value of the underlying trusts' net assets. The
change in the Corporation's share of the fair value of the trusts’ net assets as of each fiscal year-end is
recognized as an adjustment to beneficial interest in trust assets and as a change in unrestricted,
temporarily restricted, or permanently restricted net assets, depending on the underlying donor restriction, -

Deferred bond issuance costs: Costs incurred in connection with the issuance or refinancing of long-
term debt are deferred and amortized over the term of the related financing using the bonds outstanding

method. ~

Property and equipment: Property and equipment are stated at cost and are depreciated using the
straight-line method over the estimated useful lives of the assets. Interest costs incurred on borrowed
funds during the period of construction of capital assets is capitalized as a component of the cost of

acquiring those assets.

The estimated useful lives of depreciable property and equipment range from § to 25 years for land
improvements, 10 to 40 years for buildings, and 3 to 20 years for furniture and fixtures.

intangible asset: The intangible asset consists of an acute care bed license for the Corporation's
Belvidere, lllinois, facility. The asset Is carried at cost and has an indefinite useful life. The intangible
asset is tested for impairment at least annually and more frequently if events and circumstances indicate
the asset may be impaired. The impairment test consists of a comparison of the fair value of the
intangible asset with its carrying value. If the carrying value of the intangible asset exceeds its fair value,
an impairment loss s recognized in an amount equal to the excess. The Corporation also evaluates the
remaining useful fife of the intangible asset each reporting period to determine whether events and
circumstances continue to support an indefinite useful life. If the intangible asset is subsequently
determined to have a finite useful life, the asset will be amortized prospectively over its remaining
estimated useful life. During 2014, the Corporation determined that no impairment existed and an

indefinite useful life was appropriate.
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Note 1. Organization and Slgnificant Accounting Policies (Continued)

Goodwill: The Corporation’s goodwill was recorded as a resuit of certain business combinations.
Goodwill is recorded at cost [ess amortization that had accumulated as of June 1, 2010 when goodwill
became nonamortizable due to the adoption of new guidance provided by the Financial Accounting
Standards Board (FASB). Effective June 1, 2010, the Corporation tests its recorded goodwill for
impairment on an annual basis, or more often if indicators of potential impairment exist, by determining if
the carrying value of each reporting unit exceeds its estimated fair value. The Corporation determines the
fair value of its reporting units utilizing the discounted cash flows model. During 2014, the Corporation
determined that no impairment existed. There are no accumulated impairment losses associated with the

recorded goodwill balances.

Impalrment of long-lived assets: The Corporation reviews the carrying value of its long-lived assets,
excluding goodwill and indefinite-lived intangible assets, whenever events or changes in circumstances
indicate that the carrying value of an asset may no longer be appropriate. The Corporation assesses
recoverability of the carrying value of the asset by estimating the future net cash flows expected to result
from the asset, including eventual disposition. If the future net cash flows are less than the carrying value
of the asset, an impairment loss is recorded equal to the difference between the asset's carrying value
and fair value. Impairment losses related to investments are recognized in unrestricted investment
income. All other impairment write-downs are recognized in operating income at the time the impairment
is identified. No impaiment was identified during 2014 or 2013.

Self-insurance: The provision for the self-insured general and professional liability claims includes
estimates of the ultimate costs for both reported claims and claims incurred but not reported. The
provision is actuarially determined.

Donor-restricted gifts: Unconditional promises to give cash and other assets are reported at fair value at
the date the promise is received. The gifts are reported as elther temporarily or permanently restricted net
assets if they are received with donor stipulations that limit the use of the donated assets. When a donor
restriction expires, that is, when a stipulated time restriction ends or purpose restriction is accomplished,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
consolidated statements of operations and changes In net assets as net assets released from restrictions.

Temporarily and permanently restricted net assets: Temporarily restricted net assets are assets
whose use has been restricted by donors to a specific time period or purpose. Assets released from
restrictions that are used for the purchase of property and equipment or capital purposes are reported in
the consolidated statements of operations and changes in net assets as net assets released from
restrictions used for property and equipment. Assets released from restrictions that are used for operating
purposes are reported in the consolidated statements of operations and changes in net assets as
unrestricted revenues, gains, and other support. Restricted earnings are recorded as temporarily
restricted net assets until amounts are expended in accordance with donors’ specifications.

Permanently restricted net assets are subject to donor-imposed stipulations requiring that they be

maintained permanently by the Corporation. Earnings on the permanently restricted net assets are
recorded as investment income within temporarily restricted net assets in accordance with donor intent, or

until appropriated if donor intent is not expressed.
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Note 1. Organization and Significant Accounting Policies (Continued)

Net patient service revenue: The Corporation has agreements with third-party payors that provide for
payments to the Corporation at amounts different from its established rates. Payment arrangements
incfude prospectively determined rates per discharge, reimbursed costs, discounted charges, and per
diem payments. Net patient service revenue is reported at the estimated net realizable amounts due from
patients, third-party payors, and others for services rendered, including estimated adjustments under
reimbursement agreements with third-party payors, certain of which are subject to audit by administering
agencies. Those adjustments are accrued on an estimated basis and are adjusted in future periods as

final settflements are determined.

Medicare and Medicald Electronic Health Records (EHR) Incentive Programs: The American
Recovery and Reinvestment Act of 2009 provides for Medicare and Medicaid Incentive Programs
beginning in Federal fiscal year 2011 for eligible acute care hospitals that are meaningful users of
certified EHR technology, as defined by the Federal Register. The Hospital has implemented certified
EHR technology that has enabled it to demonstrate its meaningful use and to qualify for the Medicare
incentive program. The initial incentive payment received for the Medicare EHR incentive program is an
estimate based upon data from prior year's cost report. The final seftlement will be determined after the
submission of the current annual cost report and subsequent audit by the fiscal intermediary. The
Hospital's compliance with the meaningful use criteria is also subject to audit by the Federal government.
The EHR Incentive Programs are expected to continue through September 30, 2016, and the incentive
payments will be calculated annually. Beginning in 2015, hospitals that are not meaningful users of
certified EHR technology will be subject to a potential decrease in their Medicare and Medicaid payments.
The Hospital accounts for EHR incentive funds using the grant accounting model. Under this model, the
Hospital records EHR incentive revenue when it is reasonably assured that it will meet the meaningful
use criteria for the required reporting period and that the grant will be received.

For the years ended May 31, 2014 and 2013, the Hospital recorded Medicare EHR incentive revenue of
approximately $2,865 and $4,165, respectively. For the years ended May 31, 2014 and 2013, the
Hospital recorded approximately $370 and $0 of Medicaid EHR incentive revenue, respectively. All of
these amounts are reported in other operating revenue in the accompanying consolidated statements of
operations and changes in net assets.

Charity care, uncompensated care and communlty benefits: The Corporation provides care to
patients who meet certain criteria under its charity care policy without charge or at amounts less than its
established rates, Because the Corporation does not pursue collection of amounts determined to qualify
as charity care, they are not reported as revenue. The Corporation's policy is to provide medically
necessary health services regardless of the patient's ability to pay for such services. The Corporation
.maintains records to identify and monitor the level of charity care it provides.

Operating income: The consolidated statements of operations and changes in net assets include an
intermediate measure of operations, operating income, which represents the activity of the ongoing
operations of the Corporation. Nonoperating income (expense), excluded from operating income, consists
primarily of nonrecurring transactions and transactions that are outside of the Corporation’s primary
health care activities. All of the Foundation's activity is considered to be nonoperating.

Revenue in excess of expenses: The consolidated statements of operations and changes in het assets
include revenue in excess of expenses. Changes in unrestricted net assets, which are excluded from
revenue in excess of expenses, consistent with industry practice, include unrealized gains and losses on
investments, other than trading securities, contributions of long-lived assets, including assets acquired
using contributions, which by donor restriction were to be used for the purposes of acquiring such assets,
discontinued operations, and the cumulative effects of changes in accounting principles.
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Note 1. Organization and Significant Accounting Policies (Continued)

Donated services: A number of volunteers have donated services to the Corporation’'s program services
and fundraising campaigns during the year; however, the value of these donated services is not reflected
in the financial statements since the services do not require specialized skills.

Income taxes: For the for-profit subsidiaries, deferred taxes are provided on a liabifity method whereby
deferred tax assets are recognized for deductible temporary differences and operating loss and tax credit
carryforwards and deferred tax liabilities are recognized for taxable temporary differences. Temporary
differences are the differences between the reported amounts of assets and liabilities and their tax bases.
Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more
likely than not that some portion or all of the deferred tax assets will not be realized. Deferred tax assets
and liabllities are adjusted for the effects of changes in tax laws and rates on the date of enactment.

SAHS, Hospital and Foundation have received determination letters from the internal Revenue Service
(IRS) stating they are tax-exempt under Section 501(c)(3) of the Internal Revenue Code (the Code).
Realty has received a determination letter from the IRS stating that it is tax-exempt under section

501(c)(2) of the Code.

SAHS, Hospital, Foundation and Realty each file a Form 990 (Return of Organization Exempt from
Income Tax), and State and Charles, Inc., LSG Building Corporation, and SAHM each file Form 1120
(U.S. Corporation Income Tax Return) annually. When these returns are filed, it is highly certain that
some positions taken would be sustained upon examination by the taxing authorities, while others are
subject to uncertainty about the merits of the position taken or the amount of the position that would
ultimately be sustained. Examples of tax positions common to health systems include such matters as the
following: tax-exempt status of each entity, the continued tax-exempt status of bonds issued by the
obligated group, the nature, characterization and taxability of joint venture income and various positions
relative to potential sources of unrelated business taxable income (UBTI). UBTI is reported on Internal
Revenue Service Form 990-T, as appropriate. The benefit of a tax position is recognized in the
consolidated financial statements in the period during which, based on all available evidence,
management believes that it is more likely than not that the tax position will be sustained upon
examination, including the resolution of appeals or litigation processes, if any.

Tax positions are not offset or aggregated with other positions. Tax positions that meet the “more likely
than not® recognition threshold are measured as the largest amount of tax benefit that is more than 50%
likely to be realized on settlement with the applicable taxing authority. The portion of the benefits
associated with the tax positions taken that exceeds the amount measured as described above is
reflected as a liability for unrecognized tax benefits in the accompanying consolidated balance sheets
along with any associated interest and penalties that would be payable to the taxing authorities upon
examination. At May 31, 2014 and 2013, there were no unrecognized tax benefits identified or recorded

as liabilities.

The Forms 990, Forms 990-T and Forms 1120 filed by the Corporation are subject to examination for up
to three years from the extended due date of each return. These retumns are no longer subject to

examination for tax years ended before May 31, 2011.
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Note 1. Organization and Significant Accounting Policles {Continued)

Property and sales taxes: On June 14, 2012, the Governor of Ilfinois signed into law legislation that
governs property and sales tax exemption for not-for-profit hospitals. The law took effect on the date it
was signed. Under the law, in order to maintain its property and sales tax exemption, the value of
specified services and activities of a not-for-profit hospital must equal or exceed the estimated value of
the hospital's property tax liability, as determined under a formula in the law. The specified services are
those that address the health care needs of low-income or underserved individuals or relieve the burden
of government with regard to health care services, and include: the cost of free or discounted services
provided pursuant to the hospital's financial assistance policy; other unreimbursed costs of addressing
the health needs of iow-income and underserved individuals; direct or indirect financial or in-kind
subsidies of State and local governments; the unreimbursed cost of treating Medicaid and other means-
tested program recipients; the unreimbursed cost of treating dual-eligible Medicare/Medicaid patients; and
other activities that the lllinois Department of Revenue determines relieve the burden of government or
address the health of low-income or underserved individuals. Management believes that the Hospital
meets the requirements under the law to maintain its property and sales tax exemption.

Reclassifications: Certain amounts in the 2013 consolidated financial statements were reclassified to
conform with the 2014 presentation, with no effect on revenue in excess of expenses or net assets. The
operations of SwedishAmerican Foundation were reclassified to nonoperating in the 2013 consofidated
financial statements to conform with the 2014 presentation.

Pending accounting pronouncements: ASU 2012-05, Statement of Cash Flows (Topic 230) = Not-for-
Profit Entities: Classification of the Sale Proceeds of Donated Financlal Assets in the Statement of Cash
Flows. The amendments in the ASU require not-for-profit organizations to classify cash receipts from the
sale of donated financial assets consistently with cash donations received in the statement of cash flows
If those cash receipts were from the sale of donated financial assets that upon receipt were directed
without any not-for-profit imposed limitations for sale and were converted nearly immediately into cash.
The amendments of this ASU are effective prospectively to fiscal years, and interim periods within those
years, beginning after June 15, 2013, Retrospective application to all prior periods presented upon the
date of adoption is permitted. Early adoption from the beginning of the fiscal year of adoption is permitted.

ASU 2013-04, Liabilities (Toplc 405): Obligations Resulting from Joint and Several Liability Arrangements
for Which the Total Amount of the Obligation Is Fixed at the Reporting Date. ASU 2013-04 provides
guidance for the recognition, measurement, and disclosure of obligations resulting from joint and several
liability arrangements for which the total amount of the obligation within the scope of this ASU is fixed at
the reporting date, expect for obligations addressed within existing guidance in U.S. generally accepting
accounting principles (GAAP). The guidance requires an entity to measure those obligations as the sum
of the amount the reporting entity agreed to pay on the basis of its arrangement among its co-obligors
and any additional amount the reporting entity expects to pay on behalf of its co-obligors. The guidance in
this ASU also requires an entity to disclose the nature and amount of the obligation as well as other
information about those obligations. The amendments in this ASU are effective for fiscal years, and
interim periods within those years, beginning after December 15, 2013. The amendments in this ASU
should be applied retrospectively to all prior periods presented for those obligations resulting from joint
and several liability arrangements within the ASU’s scope that exist at the beginning of the entity's fiscal
year of adoption. An entity may elect to use hindsight for the comparative periods (if it changed its
accounting as a result of adopting the amendments in this ASU) and should disclose that fact. Early

adoption is permitted.
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Note 1. Organization and Significant Accounting Policies (Continued)

ASU 2013-086, Not-for-Profit Entities (Topic 958): Services Received from Personnel of an Affiliate, The
amendments of ASU 2013-06 require the recipient not-for-profit entity to recognize all services received
from personnel of an affiliate that directly benefit the recipient not-for-profit entity. Those services should
be measured at the cost recognized by the affiliate for the personnel providing those services. However, if
measuring a service received from personnel of an affiliate at cost will significantly overstate or
understate the value of the service received, the recipient not-for-profit entity may elect to recognize that
service received at either (1) the cost recognized by the affiliate for the personnel providing that service or
(2) the fair value of that service. The amendments in this ASU are effective prospectively for fiscal years
beginning after June 15, 2014, and interim and annual periods thereafter. A recipient not-for-profit entity
may apply the amendments using a modified retrospective approach under which all prior periods
presented upon the date of adoption should be adjusted, but no adjustment should be made to the
beginning balance of net assets of the earliest period presented. Early adoption is permitted.

ASU 2014-09, Revenue from Contracts with Customers (Topic 606). This ASU provides a robust
framework for addressing revenue recognition issues and, upon its effective date, replaces most existing
revenue recognition guidance, including industry-specific guidance, in current U.S. GAAP. The ASU is
effective for the Corporation for annual reporting periods beginning after Dacember 15, 2016 using either
a retrospective method or a modified retrospective method.

Management of the Corporation is currently evaluating the effect that the above guidance wilt have on the
Corporation's consolidated financial statements.

Subsequent events: The Corporation has evaluated subsegquent events for potential recognition and/or
disclosure through September 2, 2014, the date the consolidated financial statements were issued. Refer

to Note 17 for further information related to subsequent events.

Note 2. Contractual Arrangements with Third-Party Payors ,

The Corporation provides care to certain patients under Medicare and Medicaid programs. The Medicare
program pays for substantially alf inpatient and outpatient services at predetermined rates under its
corresponding prospective payment system based on treatment diagnosis. The Medicaid program
reimburses the Corporation for inpatient and outpatient services at predetermined rates. Changes in the
Medicare and Medicaid programs and reductions of funding levels could have an adverse effect on the
future amounts recognized as net patient service revenue.

The Corporation has also entered into payment arrangements with certain managed care organizations.
The basis for payment to the Corporation under these agreements includes prospectively determined
rates per discharge, daily rates and discounts from established charges.

Medicare, Medicaid, and managed care arrangements account for 27%, 12%, and 39% of net patient
service revenue for the year ended May 31, 2014, respectively, and 28%, 11%, and 42% for the year
ended May 31, 2013, respectively. Provision has been made in the consolidated financial statements for
estimated contractual adjustments, representing the difference between the standard charges for services

and actual or estimated payment.

The Corporation grants credit without collateral to its patients, most of whom are local residents and are
insured under third-party arrangements. Major components of net patient accounts receivable, before
allowances for uncollectible accounts, include 13% from Medicare, 18% from Medicaid, and 35% from
managed care contracts at May 31, 2014, and 14% from Medicare, 12% from Medicaid, and 36% from

managed care contracts at May 31, 2013.
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Note 2. Contractual Arrangements with Third-Party Payors (Continued)

Estimates for cost report settlements and contractual allowances can differ from actual reimbursements
based on the results of subsequent reviews and cost report audits. Changes in estimated third-party
valuation allowances that relate to prior years are reported in revenue in excess of expenses in the
consolidated statements of operations and changes in net assets. The impact of such items on revenue in
excess of expenses was an increase of approximately $1,260 and $2,637 for the years ended May 31,

2014 and 2013, respectively.

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to
interpretation. As a result, there is at least a reasonable possibility that recorded estimates will change by
a material amount in the near-term. Management believes that it is in compliance with all applicable laws
and regulations and is not aware of any pending or threatened investigations involving allegations of
potential wrongdoing. While no such regulatory inquiries have been made, compliance with such laws
and regulations can be subject to future government review and interpretation, as well as significant
regulatory action including fines, penalties, and exclusion from the Medicare and Medicaid programs.

The Hospital participates in the State of lllinois hospital assessment tax program which is administered by
the lllinois Department of Public Aid. The provider assessment program payments are in effect for the
state fiscal years ending each June 30. Under the current Program, the Hospital received additional
Medicaid reimbursement from the State and paid a related assessment tax. On October 22, 2013, the
State received CMS approval to enhance the Program retroactively to June 10, 2012. Total assessment
revenue recognized by the Hospital related to this Program amounted to $37,405 and $22,586 during the
years ended May 31, 2014 and 2013, respectively. Total assessment tax incurred by the Hospital related
to this Program amounted to $14,408 and $7,650 during the years ended May 31, 2014 and 2013,
respectively. Of these amounts, approximately $7,975 of revenue and approximately $3,620 of expense
relate to the period from June 10, 2012 to May 31, 2013. These amounts are shown in the consolidated
statements of operations and changes in net assets as Pubic Aid assessment revenue and Public Aid
assessment expense. In connection with the Program, the Hospital made voluntary contributions to the
llinois Hospital Research and Educational Foundation (IHREF) of $243 and $193 during each of the
years ended May 31, 2014 and 2013, which are included in other expense in the consolidated statements
of operations and changes in net assets. Under the current Program, the Hospital expects the net
revenue from the Program for the years ending May 31, 2015 through 2018 to be approximately $18,768

and for the year ending May 31, 2019 to be approximately $1,564.

lllinois Medicaid reform: On June 16, 2014, the Governor of lllinois signed legislation to reform lllinois
Medicaid. The legislation codifies Medicald rate reform and payment system changes proposed by the
illinois Department of Healthcare and Family Services (HFS). It includes protections to prevent future rate
reductions by HFS and a transition period of four years until June 30, 2018. It extended the current and
enhanced Medicaid Hospital Tax Assessment Program (Programs) through June 30, 2018, and includes
new funding to hospitals which will be used to attract additional Federal matching funds. If the State
receives approval from the Centers for Medicare and Medicaid Services (CMS) to further enhance the
Program, the Hospital expects the additional annual net revenue to be $6,200 for the years ending May
31, 2015 through 218 and $517 for the year ending May 31, 2019. Such payments are subject to change
and are contingent upon CMS approval of the enhanced hospital tax assessment program.
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Note3.  Charity, Uncompensated Care and Community Benefits

In the ordinary course of business, the Corporation renders medically necessary health services to
patients who are financially unable to pay for such care. Unreimbursed charges written off by the
Corporation relating to uncompensated care provided to indigent patients under the Medicaid program
and other patients who are unable to pay for services provided amounted to the following for the years

ended May 31, 2014 and 2013:
2014 2013

$ 243648 $ 229473

Medicaid allowances
35,315 30,745

Provision for bad debts

The Corporation provides care to those patients who meet certain criterla under its charity care policy
without charge or at amounts less than its established rates. The Corporation maintains records to
identify and monitor the ievel of charity care it provides. Charity care Is measured based on the
Corporation's estimated cost of providing charity care. That estimate is made by calculating the
departmental ratio of cost to gross charges, and applying that ratio to uncompensated charges associated
with providing charity care to patients. The cost of charity care provided was $10,153 and $13,656 for the
years ended May 31, 2014 and 2013, respectively. The decrease in the cost of charity care was
attributable to more patients having Medicaid or other insurance coverage under the Affordable Care Act.

In addition, the Corporation, in furtherance of its commitment to the community, also incurs significant
time and commits significant resources to meet otherwise unfulfilled needs. Many of these activities are
sponsored with the knowledge that they will not be self-supporting or independently financially viable.
These programs, oriented to the economically disadvantaged, medically underserved, or elderly, as well
as to the community at large, include health screening and assessments, prevention, prenatal and

nutritional services, and care for children.

On April 1, 2009, the lllinois Hospital Uninsured Patient Discount Act (the Act) became law. The Act
requires hospitals to provide certain mandated discounts from charges to the uninsured in Iliinois.
Charges are to be discounted up to 135% of cost for eligible uninsured lllinois residents, based on income
and federal poverty guidelines. Furthermore, a hospital may not collect more than 25% of an eligible
uninsured family’s gross income in any 12-month period. The Corporation's charity care policy complies
with the uncompensated care mandated under the Act.
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Note4.  Assets Limited as to Use and Investments
The composition of assets limited as to use and investments Is as follows at May 31:

2014 2013
Mutual funds $ 37608 § 34,941
Certificates of deposit 387 384
Money market funds 1,236 880
Corporate bonds and notes 29,349 47,480
Government and agency obligations 106,980 94,723
Equity securities 51,067 38,906
Other 87 95

$ 226714 _$ 218409

These amounts are included on the consolidated balance sheets as follows:

2014 2013
Short-term investments $ 4000 § 2,834
Assets limited as to use:
Bond project fund - 18,676
Internally designated for selif-insurance fund 15,946 14,286
Internally designated for deferred compensation agreements 8,922 10,405
Investments 197,846 172,208

$ 226714 § 218409

Total unrestricted investment income from assets limited as to use, investments, and cash and cash
equivalents consists of the following for the years ending May 31:

2014 2013
investment (hcome - unrestricted:;
Interest and dividend income $ 5835 § 5,845
Net realized gain from sale of investments 3,494 4,999
Net change in unrealized gains and losses on
trading securities 6,296 4,143
Investment fee expense (688) (620)

$ 16037 § 14,367

Note &. Endowment Funds

The Corporation’s endowment consists of 15 individual funds established for a variety of purposes. Its
endowment includes donor-restricted endowment funds. As required by U.S. GAAP, net assets
associated with endowment funds are classified and reported based on the existence or absence of

donor-imposed restrictions.
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Note §. Endowment Funds (Continued)

On June 30, 2009, the Governor of the State of lllinois signed into law the Uniform Prudent Management
of Institutional Funds Act (UPMIFA). UPMIFA differs from laws previously in place in a few key areas. It
eliminates the historic dollar value rule with respect to endowment fund spending, it updates the prudence
standard for the management and investment of charitable funds, and it amends the provisions governing
the release and modification of restrictions on charitable funds. The passing of the UPMIFA law was
determined to have no significant impact on the Corporation's classification of net assets or its policy.

Interpretation of Relevant Law

The Board of Directors of the Corporation has interpreted UPMIFA as requiring the preservation of the fair
value of the original gift as of the gift date of the donor-restricted endowment funds absent any explicit
donor stipulations to the contrary. As a result of this interpretation, the Corporation classified as
permanentiy restricted net assets (a) the original value of the gifts donated to the permanent endowment,
(b} the original value of subsequent gifts to the permanent endowment, and (c) accumulations to the
permanent endowment made in accordance with the direction of the applicable donor gift instrument at
the time the accumulation is added to the fund. The remaining portion of the donor-restricted endowment
fund that is not classified as permanently restricted net assets is classified as temporarily restricted net
assets until those assets have been appropriated for expenditure by the Corporation in a manner
consistent with the standard of prudence prescribed in UPMIFA. In accordance with UPMIFA, the
Corporation considers the following factors in making a determination to appropriate or accumulate
earnings on donor-restricted endowment funds:

The duration and preservation of the fund,

The purpose of the Corporation and the donor-restricted endowment fund;
General economic conditions;

The possible effect of inflation and deflation;

The expected total return from income and the appreciation of investments;
Other resources of the Corporation; and

The investment policies of the Corporation.

Noohrwpn

The Corporation’s endowment net asset composition by type of fund is as follows at May 31

2014 2013
Temporarlly Permanently Temporarlly  Permanently
Unrestricted  Restricted Restricted Total Unrestricted  Restricted Reatricted Total
Donor-restricted $ - 8 641 $ 2010 & 2861 $ - 8 761 §$ 2001 8§ 2752
it
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Note 5, Endowment Funds (Continued)
The changes in endowment net assets for the Corporation were as follows for the years ended May 31:

2014 2013
Temporarily  Parmanently Temporarlly  Permanantly
Unrestricted  Restricted Restricted Total Unrestrictad ~ Restricted Restricted Totel

Endowment net

assets, beginning

of year $ - $ 751 § 2001 & 2,752 $ - $ 517  § 2,016 $ 2,633
Investment retum:

Investment gain - 161 - 161 84 - 84
Net unrealized

appreciation - 172 - 172 238 - 238
Total Investment

retum - 333 - 333 - 2 - 322
Contributions and

other - 1 g 10 - - (15} (15)
Appropriation of

endowment assets i

for expenditure - _(144) - (144) - (88) - (88)
Endowment net

assets, end of year _§ - $ 841§ 2010 § 2,981 $ - $ 759§ 2001 § 2,752

Funds with Deficiencies

At May 31, 2014 and 2013, there were no endowment funds with deficiencies.

Return Objectives and Risk Parameters

The Corporation has adopted investment and spending policies for endowment assets to preserve capital
while earning market rates without undue risk. Endowment assets include those assets of donor-
restricted funds that the Corporation must hold in perpetuity or for a donor-specified period(s). Under this
policy, as approved by the Board of Directors, the endowment assets are invested in a manner that is
intended to preserve the principal and provide liquidity of amounts over the principal while assuming a
moderate level of investment risk.

Strategies Employed for Achleving Objectives

To satisfy its long-term rate-of-return objectives, the Corporation relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield (interest and dividends). The Corporation’s policy is to invest endowment funds in both fixed income
and equity securities with a maximum amount of equity securities at 70%. Management believes this
strategy will help to achieve the Corporation’s long-term return objectives within prudent risk constraints.

Spending Policy and How the Investment Objectives Relate to Spending Policy

The Corporation’s spending policy is that income from donor-restricted funds will be spent on the
intended service, program, or purpose, within a reasonable time period.

20

273 #6d




SwedishAmerican Health System Corporation and Subsidiaries

Notes to Consolidated Financial Statements
(Dollars in thousands)

Note 6. Property and Equipment and Commitments
Property and equipment consist of the following at May 31:

Land and improvements
Buildings

Furniture and equipment
Construction in progress

Less: accumulated depreciation

2014 2013
$ 34700 § 28,038
160,274 135,022
289,012 268,492
8,571 32,364
492,557 463,916
277,474 264,251
$ 215083 § 199,665

At May 31, 2014, the Corporation has commitments totaling approximately $3,689 for a variety of
construction projects and equipment purchases. Depreciation expense during the years ended May 31,
2014 and 2013 was $22,287 and $20,908, respectively, of which $107 and $110 are included in other
nonoperating income (expense) on the consolidated statements of operations and changes in net assets

for the years ended May 31, 2014 and 2013, respectively.
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Note 7. Notes Payable and Long-Term Debt
Long-term debt consists of the following at May 31:

2014 2013

llinois Finance Authority Revenue Bonds, Series 2004,

coupon rates of 3.76% to 5.00%, yields of 4.39% and 4.78%,

principal payable in varying installments due November 15

of each year through 2031 $ 79,970 $ 82,815
{llinois Finance Authority Revenue Bonds, Series 2010,

fixed rate of 4.05%, $625 principal payable semiannually _

of each year through April 15, 2030 20,000 21,250
lllinois Finance Authority Revenue Bonds, Serles 2012,

coupon rates of 4,00% to 5.00%, yields of 4.16% and 4.39%,

principal payable in term bonds due November 15, 2034, 2039

and 2043 41,445 41,445
Term note payable with a bank, collateralized by land, interest

at 3.30%, payable in monthly instaliments of $102 1,897 3,040
Capitalized equipment lease - 332

Sub-total 143,312 148,882
Unamortized bond premium 2,464 2,690

145,776 151,572

Less current maturities (6,642) (5,797)

§ 140134 _§ 145775

e

Effective December 24, 2004, the lliinois Finance Authority, on behalf of the Hospital, issued $100,995 of
fixed rate Revenue Bonds, Series 2004 (Series 2004 Bonds). The proceeds of the Series 2004 Bonds
were used, together with other available funds, to pay or reimburse the Hospital for certain costs of
acquiring, constructing, renovating, remodeling, and equipping certain heelth facllities of the Hospital,
including, but not limited to, construction and equipping of a new four-story freestanding cardiac hospital
facllity and the renovation of the Hospital's existing inpatient/outpatient surgery area and cardiac
catheterization laboratory, to pay previously outstanding debt obligations, and to pay certain expenses
incurred in connection with the issuance of the Series 2004 Bonds.

Effective April 19, 2010, the lllinois Finance Authority, on behalf of the Hospital, issued $25,000 of direct
fixed rate Revenue Bonds, Series 2010 (Series 2010 Bonds), The proceeds of the bonds were used to

repay a $25,000 note payable to a bank.
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Note 7. Notes Payable and Long-Term Debt (Continued)

Effective September 27, 2012, the lllinois Finance Authority, on behalf of the Hospital, issued $41,445 of
fixed rate Revenue Bonds, Series 2012 (Series 2012 Bonds). The proceeds of the Series 2012 Bonds
were used, together with other available funds, to pay or reimburse the Hospital for certain costs of
acquiring, constructing, renovating, and equipping of a comprehensive regional outpatient cancer care
facility, and to pay certain expenses incurred in connection with the issuance of the Series 2012 Bonds.

The Serles 2004, 2010 and 2012 Bonds were issued pursuant to a Master Trust Indenture, as
supplemented, which contains various covenants, including achievement of specified financial ratios and
limitations on additional debt. Among other covenants in connection with the loan agreements for the
Series 2004, 2010 and 2012 Bonds, the Hospital has agreed to limit disposals of assets and transfers of
cash to non-obligated affiliates. The bonds are secured by unrestricted receivables of the obligated group
as defined in the Master Trust Indenture. The obligated group consists of the Hospital and the
Foundation. The Series 2004 bonds are guaranteed by a bond insurer. As a provision of the Master Trust
indenture, the obligated group will execute a mortgage with respect to certain real and personal property
and grant a security interest In ifs gross revenues, as defined in the Master Trust Indenture, if certain

covenants are not maintained.
Interest payments for the years ended May 31, 2014 and 2013 totaled $6,835 and $6,380, respectively.

Interest cost incurred for the years ended May 31, 2014 and 2013 totaled $6,952 and $6,542,
respectively. The amount of interest capitalized for the years ended May 31, 2014 and 2013 totaled

$1,191 and $1,820, respectively.

Maturities required on long-term debt at May 31, 2014 due in future years are as follows:

Long-Term
Year Ending May 31, Debt
2015 $ 5,422
2016 5,100
2017 4,540
2018 4,665
2019 4,835
Theresfter 118,750

$ 143,312
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Note 8. Temporartly and Permanently Restricted Net Assets

Temporarily restricted net assets, $3,492 in 2014 and $3,321 in 2013, are available for medical education
and other health care programs and property and equipment.

Permanently restricted net assets, $6,153 in 2014 and $5,821 in 2013, are investments to be held in
perpetuity and beneficial interests in perpetual trusts, the income from which is expendable to support
health care services and is reported as increases in temporarily restricted net assets.

Note 9. Falr Value Disclosures
Financial assets and liabilities carried at fair value will be classified and disclosed in one of the foliowing
three categories:
Level 1 = Quoted market prices in active markets for identical assets or fiabilities,
Level 2 —~ Observable market based inputs or unobservable inputs that are corroborated by
market data.
Level 3 - Unobservable inputs that are not corroborated by market data.
The following is a description of the valuation methodology used for the Corporation’s assets carried at
fair value:

Investment Securities ~ Level 1

The fair value of investment securities that are considered Level 1 is the market value based on quoted
prices, when available, or market prices provided by recognized broker dealers.

Corporate Bonds and Notes — Level 2

The fair value of corporate bonds and notes that are considered Level 2 is determined using a discounted
cash flow model and inputs such as stated coupon, yield and maturity date as well as LIBOR or Treasury
yield plus a credit spread based on other market data.

Govemment and Agency Obligations — Level 2

The fair value of government and agency obligations that are considered Level 2 is determined based on
the quoted yield on a Treasury security that is most similar to the security being valued, adjusted for
varlances in the maturity, coupon and other features.

Beneficlal Interest In Trust Assets — Level 3

The fair value of the beneficial interest in trust assets represents the Corporation’s proportionate interest
in the value of the trusts. The fair values of the trusts were provided by the respective trustees.

In determining the appropriate levels, the Corporation performs a detailed analysis of the assets and

liabilities carrled at fair value in the consolidated financial statements. At each reporting period, all assets
and liabilities for which the fair value measurement is based on significant unobservable inputs are

classified as Level 3.
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Note 9. Fair Value Disclosures (Continued)

air Value on a Recurrin sis

The tables below present the balances of assets measured at fair value on a recurring basis by leve!
within the hierarchy as of May 31, 2014 and 2013:

May 31, 2014
Total Level 1 Level 2 Level 3
Assets
Investments and Assets Limited
as to Use:
Mutual funds - equity securities
Large-cap $ 9902 $ 9902 $ - $ -
Medium-cap 933 933 - -
Small-cap 9,904 9,004 - -
International 11,802 11,802 - -
Mutual funds - debt securitles
U.S. Government Agency 3,810 3,910 - -
Corporate honds 1,157 1,157 - -
Corporate bonds and notes 29,349 12,327 17,022 -
Government and agency obligations 106,980 85,584 21,396 -
Equity securities large-cap 51,067 51,0687 - -
Other 87 - 87 -
Beneficial interest in trust assets 4,617 - - 4,617
$ 220708 % 186586 § 38,505 _§ 4617
May 31, 2013
Total Level 1 Level 2 Level 3
Assets
Investments and Assets Limited
as to Use:
Mutual funds - equity securities
Large-cap ‘ $ 0,803 $ 9803 § - $ -
Medium-cap 867 867 - -
Small-cap 9,048 9,048 - -
International 9,664 9,664 - -
Mutual funds - debt securities
U.S. Government Agency 3,568 3,568 - -
Corporate bonds 1,991 1,991 - -
Corporate bonds and notes 47,480 33,711 13,769 -
Government and agency obligations 94,723 84,304 10,419 -
Equity securities large-cap 39,906 39,806 - -
Other 95 - 95 -
Beneficial interest in trust assets 4,274 - 4,274

§ 221410 § 102860 § 24263 § 4274
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Note 9. Fair Value Disclosures (Contlnued)
The changes in Level 3 assets measured at fair value on a recurring basis are summarized as foflows:

Beneficial Interest in Trust Assets

2014 2013
Balance, beginning $ 4274 $ 3,949
Distributions (176) (195)
Increase in value of beneficial interest in trust assets 519 520
Balance, ending $ 4617 § 4274

The following methods and assumptions were used by the Corporation to estimate the fair value of other
financial instruments;

* The carrying values of cash and cash equivalents, patient accounts receivable, notes receivable and
other assets, accounts payable, accrued expenses and other, notes payable and estimated
settlements due to third-party payors are reasonable estimates of their fair value due to the short-term

nature of these financial instruments.

¢ The estimated fair value of long-term debt is based on cument traded value. The fair value (including
current maturities) is $141,026 and $150,696 at May 31, 2014 and 2013, respectively, and is
considered a Level 2 estimate.

Note 10. Operating Leases
The Corporation has non-cancelable operating leases for data processing, medical and office equipment

Year Ending May 31,
2015 $ 6216
2016 5,472
2017 4,950
2018 3,882
2019 2,896
Thereafter 15,627
S 39048

Rental expense for the years ended May 31, 2014 and 2013 totaled $13,816 and $12,692, respectively,
of which $5 is included in other nonoperating income (expense) on the consolidated statements of
operations and changes in net assets for the years ended May 31, 2014 and 2013.

Note 11. Benefit Plans

The Corporation has two defined-contribution pension plans covering substantially all employees.
Contributions depend upon employee earnings, length of service, and employee contributions. The
Corporation's contributions to these plans totaled $7,746 and $7,801 for the years ended May 31, 2014

and 2013, respectively.
26
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Note 11.  Benefit Plans (Continued)

In addition, the Corporation sponsors a defined-benefit health care plan that provides postretirement
medical benefits to the Corporation’s and certain of its affiliates’ employees and their dependents through
age 70. Eligibility requirements are 20 years of service and the attainment of age 55. Effective January 1,
2000, retiree premiums cover the entire cost of coverage.

Note 12. Deferred Compensation Agreements

The Corporation has deferred compensation plans for certain executives and physicians. The physician
plans are ‘currently frozen. Both the executive and physician plans are recorded as an asset and a liability
on the Corporation's consolidated balance sheets. Activity primarily consists of distributions to
participants and investment return. There is no corporate contribution to the physiclan plans. The
corporate contribution to the executive plan was approximately $531 and $480 for the years ended

May 31, 2014 and 2013, respectively.

Note 13. Insurance and Contingencies

The Corporation is self-insured for general liability and professional liability claims up to certain specified
limits arising from incidents occurring after February 1, 1976. The Corporation carries claims-made
professional and general liability insurance up to certain specified limits for claims in excess of self-
insured retention. Such coverage has been arranged through November 15, 2014. The Corporation
carries claims-made professional liability insurance up to certain specified limits for its employed
physicians. Such coverage has been arranged through April 1, 2015.

Accruals for self-insured professional liability risks are included in long-term liabilities on the consolidated
balance sheets. The amounts are determined by assessing asserted and unasserted claims identified by
management’s incident reporting system and are estimated by an independent consulting actuary based
on industry and the Corporation's own historical reporting patterns using a discount rate of 5% at both
May 31, 2014 and 2013, Although the ultimate settlement of these accruals may vary from these
estimates, management believes that the amounts provided in the consolidated financial statements are
adequate. The insurance accruals could be adversely affected if actual payments of claims exceed

management's projected estimates of claims.

If accrued losses had not been discounted, the estimated liability would be approximately $3,566 and
$3,192 higher than the amounts recorded in the consolidated balance sheets as of May 31, 2014 and

2013, respectively.

The Corporation is funding its self-insured risks with a bank based on a report of consulting actuaries.

The Corporation is a defendant in various lawsuits arising in the ordinary course of business. Although
the outcome of the lawsuits cannot be determined with certainty, management believes the ultimate
disposition of such matters will not have a material effect on the Corporation's financial condition.

Litigation: The Hospital is subject to various lawsults that have arisen in the ordinary course of business.

Although the uitimate outcome of these suits cannot be determined at this tims, it is the opinion of
management that the disposition of such lawsuits will not have a material adverse effect on the Hospital's

financial condition.
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Note 13. Insurance and Contingencles (Continued)

Regulatory Investigations: The U.S. Department of Justice, other federal agencies and the lllinois
Department of Public Aid routinely conduct regulatory investigations and compliance audits of health care
providers. The Hospital is subject to these regulatory efforts. Management is currently unaware of any
regulatory matters which may have a material effect on the Hospital's financial position or results from

operations.

CMS Recovery Audit Contractor Program: Congress passed the Medicare Modernization Act in 2003,
which among other things established a demonstration of The Medicare Recovery Audit Contractor (RAC)
program. The RACs identified and corrected a significant amount of improper overpayments to providers.
In 2006, Congress passed the Tax Relief and Health Care Act of 2006 which authorized the expansion of
the RAC program to all 50 states. CMS began rolling out this program in earty 2010 in lllinois. The
Hospital has recorded a reserve for estimated amounts that will be repaid under the RAC program based

on the Hospital's RAC program experience to date.

Patient Protection and Affordable Care and Reconciliation Act: On March 23, 2010, President Barack
Obama signed into law the most sweeping health care reform legislation since the advent of Medicare.
The law promised to expand insurance coverage to an additional 32 million Americans, reduce the growth
of Medicare expenditures, dramatically reform insurance markets, and continue the march toward value-
based payment. The Reconciliation Act amends various provisions of the Patient Protection and
Affordable Care Act and adds some new provisions that were not Included originally. To date, this federal
health care reform legislation has not materially affected the Corporation's consolidated financial

statements.

Note 14. Income Taxes

SwedishAmerican Health Management Corporation (SAHM) is a for-profit corporation. SAHM is a
subsidiary of State and Charles, Inc. and is treated as a consolidated group for federal and state tax
purposes. State and Charles, Inc, is a taxable subsidiary of the Corporation. These combined taxable
companies have operating loss camryforwards totaling approximately $7,673 at May 31, 2014, which
expire as follows: $3,789 in 2020, $2,507 in 2021, and $1,377 in 2022, State and Charles, Inc. has
operating income, which management expects will continue into the future. A valuation allowance was
recorded as of May 31, 2014. Although SAHM is generating income, it is anticipated that the full tax
benefit will not be realized before the operating loss carryforwards begin to expire.

Net deferred tax assets, included in notes receivable and other assets in the consolidated balance
sheets, consist of the following components as of May 31:

2014 2013
Deferred tax assets—net operating loss carryforwards $ 3,069 §$ 3,300
Valuation allowance (460) -
Net deferred tax assets $ 2609 § 3,300

28

281 #6d




SwedishAmerican Health System Corporation and Subsidiaries

Notes to Consolidated Financial Statements
{Dollars in thousands)

Note 14. Income Taxes (Continued)
The components of the income tax (provision) for the years ended May 31 are as follows:

2014 2013
Current $ (214) § (3)
Deferred (691) (170)

$ (905) % (173)

Total income tax (provision)

Note 15.  Functional Expenses

The Corporation provides general health care services to residents within its geographic location.
Expenses related to these functions for the years ended May 31, 2014 and 2013 are as follows:

2014 2013

Direct patient services $ 425260 $ 403,733
9,786 8,857

Support services
$ 435046 $ 412590

Certain costs have been allocated between direct patient services and support services. All of the
Foundation's expenses are considered to be fundraising and these expenses were $1,888 and $2,023 for

the years ended May 31, 2014 and 2013, respectively.

Note 16. Investments in Nonconsolidated Affiliates and Related Party Transactions

The Corporation has equity interests in the following organizations:

The Featherstone Partnership, L.P., which operates a standalone surgery center located in
Rockford, lllinois. The Corporation's interest is 29%.

Northern lllinols Vein Clinic, a general partnership, which was formed to own and operate radio
frequency equipment to treat vein conditions. The Corporation's interest is 50%.

Ephraim, LLC, which was formed to own and operate an office building in Rockford, lllinois. The
Corporation's interest is 33%.

SwedishAmerican Health Alliance, a corporation, which was formed as a contracting agent for
preferred provider contracts between the Hospital, physicians and consumers. The Corporation’s
interest is 50%.

Three Rivers Partners, LLC, an lilinois limited liability company, was formed to establish an
information technology consortium or cooperative servicing the Corporation and another health

system. The Corporation's interest is 50%.
TriLightNet, LLC, which was formed to manage a fiber optic network. Three Rivers Partners, LLC

is the sole member.
TriRivers Health Information Technology LLC, which was formed to manage a health information

exchange network (HIE). Three Rivers Partners, LLC is the sole member.
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Note 16.  Investments in Nonconsolldated Affiliates and Related Party Transactions (Continued)

Aggregate unaudited financial information relating to these investments is as follows as of and for the
years ended:

December 31, May 31,
2013 2012 2014 2013
Assets $ 5806 § 5946 $ 16,938 §$ 15737
Liabilities 5,710 5,611 9,285 8,318
Net income (loss) (341) (223) 2,215 1,781

The Corporation's investment in nonconsolidated affiliates totaled $2,969 and $2,912 at May 31, 2014
and 2013, respectively, and is included in notes receivable and other assets on the consolidated balance
sheets. The Corporation’s interest in the earnings of nonconsolidated affiliates totaled $578 and $562 for
the years ended May 31, 2014 and 2013, respectively, and is included in other nonoperating income
(expense) on the consolidated statements of operations and changes in net assets.

During the years ended May 31, 2014 and 2013, the Corporation realized revenue of approximately
$1,125 and $959, respectively, primarily from the sale of services and rental of property to its affiliates.
During the years ended May 31, 2014 and 2013, the Corporation purchased services of approximately
$5,754 and $3,971, respectively, from one of its affiliates.

Note 17.  Subsequent Event
On July 1, 2014, the Corporation acquired all of the issued and outstanding shares of common stock of
Physician’s Care Network, Inc:
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McGladrey LLP

McGladrey

Independent Auditor's Report
on the Supplementary Information

To the Board of Directors
SwedishAmerican Health System Corporation
Rockford, lliinois

We have audited the consolidated financial statements of SwedishAmerican Health System Corporation
and Subsidiaries as of and for the years ended May 31, 2014 and 2013, and have issued our report
thereon which contains an unmodified opinion on those consolidated financial statements. See page 1.
Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements
as a whole. The consolidating information is presented for purposes of additional analysis rather than to
present the financial position and results of operations of the individual companies and is not a required
part of the consolidated financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the
consolidated financial statements. The information has been subjected to the auditing procedures applied
in the audit of the 2014 consolidated financial statements and certain additional procedures, incfuding
comparing and reconciling such information directly to the underlying accounting and other records used
to prepare the consolidated financial statements or to the consolidated financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to the
consolidated financial statements as a whole.

/ﬁc% e

Rockford, lllinois
September 2, 2014
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McGladrey LLP

MC G lad r ey Independent Auditor's Report

To the Board of Trustees
SwedishAmerican Hospital
Rockford, Illinois

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of SwedishAmerican Hospital and
Subsidiary (the "Hospital") which comprise the consolidated balance sheets as of May 31, 2014 and
2013, and the related consolidated statements of operations and changes in net assets and cash flows
for the years then ended and the related notes to the consolidated financial statements.

Management's Responsibility for the Financlal Statements

Management is responsible for the preparation and fair presentation of these consolidated financiai
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,

whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclostres in
the consolidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion : '

in our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of SwedishAmerican Hospital and Subsidiary as of May 31, 2014 and
2013, and the results of their operations and their cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

%&W LR

Rockford, lllinois
September 2, 2014
1

ber of the RSM lonat k of independent acc g, tax ond consulting firms.
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SwedishAmerlcan Hospital and Subsidlary

Consolidated Balance Sheets
May 31, 2014 and 2013
(Dollars in thousands}

Assets 2014 2013
Current Assets
Cash and cash equivalents ‘ $ 29,353 $ 26,546
Short-term investments 4,000 2,834
Current portion assets limited as to use:
Externally designated under bond agreements - 3,489
Internally designated for self-insurance fund 3,300 -
Patient accounts receivable, less allowances for uncollectible
accounts of $25,928 in 2014 and $28,181 in 2013 68,412 61,625
Inventories 7,914 6,530
Prepaid expenses and other assets 7,954 9,344
Total current assets 120,933 110,368
Other Assets
Assets limited as to use:
Bond project fund, less current portion - 15,187
internally designated for self-insurance fund, less current portion 12,646 14,286
Internally designated for deferred compensation agreements 8,922 10,405
Investments 197,846 172,208
Beneficial interest in trust assets 4,617 4,274
Contribution receivable from fead trust 289 281
Deferred bond issuance costs, net of accumulated amortization of
$2,576 in 2014 and $2,293 in 2013 3,123 3,406
Goodwill 7,800 7,800
Intangible asset 8,001 9,001
Notes receivable and other assets 2,627 2,811
246,871 239,659
Property and Equipment, net 196,450 181,518
Total assets : $ 564,264 § 531,545

See Notes to Consolidated Financial Statements.

292 #6e




Liabilities and Net Assets 2014 2013
Current Liabilities
Accounts payable 10,787 $ 10,019
Accrued expenses and other 35,109 34,093
Self-insurance 3,300 -
Estimated settlements due to third-party payors 35,706 30,023
Current maturlties of long-term debt 4,460 4,654
Total current liabilities 89,361 78,789
Noncurrent Liabilities
Long-term debt, less current maturities 139,419 143,878
Self-insurance, less current portion 14,755 16,509
Due to affiliated organizations 10,086 10,816
Deferred compensation agreements 8,922 10,405
Other ‘ 295 267
173,477 181,875
Total liabllitles 262,838 260,664
/
Contingencies and Commitments (Notes 1, 6, 7, 10 and 13)
Net Assets
Unrestricted 291,771 261,739
Temporarily restricted 3,492 3,321
Permanently restricted 6,163 5,821
Total net assets 301,416 270,881
Totai liabllitles and net assets 664,254 _$ 531,545
3
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SwedishAmerican Hospital and Subsidiary

Consolidated Statements of Operations and Changes in Net Assets
Years Ended May 31, 2014 and 2013
(Dollars in thousands)

2014 2013
Unrestricted revenues, gains and other support
Net patient service revenue $ 433,026 $ 415,980
Provision for bad debts {35,315) (30,745)
Net patient service revenue less provision for bad debts 397,711 385,235
Public Aid assessment revenue 37,406 22,586
Other revenue 13,451 10,987
Net assets released from restrictions - used for operating purposes 90 46
448,657 418,854
Expenses
Salaries and employee benefits 216,473 212,901
Supplies and purchased services 111,994 104,465
Professional fees 25,521 23,324
Management fees 4,262 6,601
Depreciation and amortization 21,371 19,993
interest 5,606 4,555
Utilities 3,225 3,133
Repairs and maintenance 13,845 12,144
Insurance 9,946 10,547
Public Ald assessment expense 14,408 7,880
Other 5,866 5,058
432,507 410,371
Operating Income 16,150 8,483
Nonoperating income (expense)
Investment income 14,963 14,245
Income tax (provision) benefit (174) 8
Foundation - other, net {1,252) (1,352)
Other 29 670
13,556 13,571

Revenue in excess of expenses $ 29,706 § 22,054

(Continued)

294 #6e




SwedishAmerlcan Hospltal and Subsidiary

Consolidated Statements of Operations and Changes in Net Assets (Continued)
Years Ended May 31, 2014 and 2013
{Dollars in thousands)

2014 2013
Unrestricted net assets
Revenue in excess of expenses $ 29,706 § 22,054
Net assets released from restrictions used for property and equipment 328 199
Increase in unrestricted net assets 30,032 22,253

Temporarily restricted net assets

Contributions and other 716 1,668
Investment income 166 86
Net change In unrealized gains and losses on investments 172 238
Change in value of split-interest agreements 35 31
Net assets released from restrictions used for operating and
capltal purposes (416) (250)
Net assets released from restrictions used for nonoperating purposes (602) (348)
Increase in temporarily restricted net assets 171 1,425
Permanently restricted net assets

Contributions and other 9 (15)
Change in beneflcial interest In perpetual trust 323 347
Increase In permanently restricted net assets 332 332
Increase In net assets 30,635 24,010
270,881 246,871

Net assets, beginning of year

Net assets, end of year $ 301418 & 270,881

See Notes to Consolidated Financial Statements.
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SwedIshAmerican Hospiltal and Subsidiary

Consolidated Statements of Cash Flows
Years Ended May 31, 2014 and 2013
{Dollars In thousands)

2014 2013
Cash Flows From Operating Activities
Increase In net assets $ 30,635 § 24,010
Adjustments to reconcile increase in net assets to net cash
provided by operating activities:
Depreciation and amortization on operating assets 21,363 19,993
Depreciation on nonoperating assets 107 110
Provision for bad debts 36,316 30,745
Net change In unrealized gains and losses on investments (6,470) (4,381)
Net change in falr value of beneficial interest in perpetual trust (619) (520)
Restricted contributions (725) (1,653)
Changes In net cagh from;
(Increase) in patient accounts receivable (42,102) (13,985)
Decrease (increase) in inventories and other assets 160 (2,984)
Increase In accounts payable, accrued expenses, and
other liabillties 3,290 2,575
Increase in estimated settlements due to third-party payors 6,682 5,297
(Decrease) increase In due to affiliated organizations, net (730) 481
Net cash provided by operating activities 45,908 59,688
Cash Flows From Investing Activities
Purchases of properly and equipment, net (37,760) (37,657)
Purchases of investments and assets limited as to use (116,2765) (148,352)
Sales and maturities of investments and assets limited as to use 113,440 98,917
Investment in affiliates 22 (63)
Distributions from beneficial interest in perpetual trust 176 195
Net cash used in Investing activities (39,397) (86,860)
Cash Flows From Financing Activities
Proceeds from bond Issuance - 41,833
Bond Issuance costs paid - (725)
Principal payments on long-term debt (4,427) (4,300)
Restricted contributions recelved 726 1,653
Net cash (used In) provided by financing activities (3,702) 38,461
increase In cash and cash equivalents 2,807 11,289
Cash and cash equivalents, beginning of year 26,546 15,267
Cash and cash equivalents, end of year 29,363 § 26,546
(Continued)
6
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SwedlishAmerican Hospital and Subsidiary

Consolidated Statements of Cash Flows (Continued)
Years Ended May 31, 2014 and 2013

(Dollars in thousands)
2014 2013

Supplemental Schedule of Noncash Investing and Financing Activities

Purchases of property and equipment in accounts payable $ 284 § 1,699

See Notes to Consolidated Financial Statements.
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SwedishAmerican Hospital and Subsidiary

Notes to Consolidated Financlal Statements
{Dollars in thousands)

Note 1. Organization and Significant Accounting Policies

SwedishAmerican Hospital and Subsidiary (Hospital) is a not-for-profit hospital organized to provide and
promote health care to the public for patients who primarily reside in Rockford, lllinois, and the
surrounding area. It is controlled by a parent company, SwedishAmerican Health System Corporation

(Corporation).

The consolidated financial statements include the accounts and transactions of SwedishAmerican
Hospital and SwedishAmerican Foundation (Foundation). The purpose of the Foundation is to conduct
programs and fundraising that support and benefit SwedishAmerican Hospital.

All significant intercompany transactions have been eliminated in consolidation.

Through its relationship with the Corporation, the Hospital is also an affiliate of the following
organizations:

¢ State and Charles, Inc. ~ A taxable subsidiary of the Corporation whose purpose is to serve as a
holding company.

+ SwedishAmerican Realty Comoration — A tax-exempt subsidiary under Section 501(c)(2) of the

" Internal Revenue Code that serves as a real estate holding company.

» SwedishAmerican Health Management Corporation (SAHM) — A taxable subsidiary of the
Corporation whose purpose is to provide nonpatient health-related services to other
organizations.

¢ LSG Building Corporation — A taxable subsidiary of the Corporation whose purpose is to serve as

a real estate holding company.

On April 28, 2014, the Corporation entered into a non-binding letter of intent with University Health Care,
Inc. (UHC), University of Wisconsin Hospitals and Clinics Authority (UWHCA), and University of
Wisconsin Medical Foundation (UWMF), pursuant to which UHC will become the sole member of the
Corporation. UHC is a Wisconsin nonprofit corporation tax-exempt under section 501(c)(3), whose current
members are UWHCA, UWMF and University of Wisconsin School of Medicine and Public Health. The
parties are presently engaged in due diligence review and are negotiating a binding definitive agreement.

A summary of significant accounting policies is as follows:

Use of estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the consolidated
financial statements. Estimates also affect the reported amounts of revenue and expenses during the
reporting period. The use of estimates and assumptions in the preparation of the accompanying
consolidated financial statements is primarily related to the determination of net patient accounts
receivable, settiements with third-party payors, the self-insurance accrual and the net future cash flows
used in the calculation of fair value of the intangible asset and goodwill. Although estimates are
considered to be fairly stated at the time that the estimates are made, actual results could differ.

Cash and cash equivalents: All investments that are not limited as to use with an original maturity of
three months or less when purchased are reflected as cash and cash equivalents.

Throughout the year, the Hospital may have amounts on deposit with financial institutions in excess of
those insured by the FDIC. The Hospital has not experienced any losses in such accounts.
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SwedishAmerican Hospital and Subsidiary

Notes to Consolidated Financlal Statements
(Dollars in thousands)

Note 1. Organization and Significant Accounting Policies (Continued)

Patient accounts recelvable and due from/to third-party payors: The collection of receivables from
third-party payors and patients is the Hospital's primary source of cash for operations and is critical to its
operating performance. The primary collection risks relate to uninsured patient accounts and patient
accounts for which the primary insurance payor has paid, but patient responsibility amounts (deductibles
and copayments) remain outstanding. Patient receivables, where a third-party payor is responsible for
paying the amount, are carried at a net amount determined by the original charge for the service
provided, less an estimate made for contractual adjustments or discounts provided to third-party payors.

Patient accounts receivable are reduced by an allowance for uncollectible accounts. In evaluating the
collectability of patient accounts receivable, the Hospital identifies troubled accounts, reviews historical
experience and identifies trends for each of its major payor sources of revenue to estimate the
appropriate allowance for uncollectible accounts and provision for bad debts. Management regularly
reviews data about these major payor sources of revenue in evaluating the sufficiency of the allowance
for uncollectible accounts. For receivables associated with services provided to patients who have third-
party coverage, the Hospital analyzes contractually due amounts and provides an allowance for
uncollectible accounts and a provision for bad debts, if necessary (for example, for expected uncollectible
deductibles and copayments on accounts for which the third-party payor has not yet paid, or for payors
who are known to be having financial difficulties that make the realization of amounts due unlikely). For
receivables associated with self-pay patients (which includes both patients without insurance and patients
with deductible and copayment balances due for which third-party coverage exists for part of the bill), the
Hospital records a significant provision for bad debts in the period of service on the basis of its past
experience, which indicates that many patients are unable or unwilling to pay the portion of their bill for
which they are financially responsible. The difference between the standard rates (or the discounted rates
if negotiated) and the amounts actually collected after all reasonable collection efforts have been
exhausted is charged off against the allowance for uncoliectible accounts.

The Hospital's allowance for uncollectible accounts for self-pay patients decreased from 84% of self-pay
accounts receivable at May 31, 2013, to 77% of self-pay accounts receivable at May 31, 2014. In
addition, the Hospital's self-pay write-offs increased $4,126 from $38,246 for fiscal 2013 to $42,372 for
fiscal 2014. The increase in write-offs is related primarily to price increases. As a percentage of gross
patient service revenue, self-pay write-offs have remained consistent. The Hospital has not changed its
charity care or uninsured discount policies during fiscal years 2013 or 2014. The Hospital did not have

significant write-offs from third-party payors.

Recoveries of receivables previously written off are recorded when received. The past due status of
receivables is determined on a case-by-case basis depending on the payor responsible. The Hospital
generally does not charge interest on past due accounts. Receivables or payables related to estimated
seftlements on various contracts in which the Hospital participates are reported as third-party payor

receivables or payables.

Assets limited as to use and Investments: Assets limited as to use include cash and investments
internally designated by the Board of Trustees for capital replacement and expansion, self-insurance, and
deferred compensation agreements, which the Board, at its discretion, may subsequently use for other
purposes. Amounts required to meet current liabilities of the Hospital have been classified in the
consolidated balance sheets as current assets. Assets limited as to use and investments not restricted by

donors are designated as trading securities.
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SwedishAmerican Hospital and Subsidiary

Notes to Consolidated Financial Statements
{Dollars In thousands)

Note 1. Organlzation and Significant Accounting Policies (Continued)

Investment income (including realized gains and losses on investments, interest, and dividends) is
included in revenue in excess of expenses unless the income is restricted by donor or law. Unrealized
gains and losses on investment assets held are included as investment income in revenue in excess of
expenses unless the unrealized gains and losses are restricted by donor or law.

Inventories: Inventories are stated at the lower of cost, determined by the first-in, first-out method, or
market.

Beneficlal Interest in trust assets: The Hospital has a beneficial interest in several perpetual trusts,
which is measured by the Hospital's share of the fair value of the underlying trusts' net assets. The
change in the Hospital's share of the fair value of the trusts' net assets as of each fiscal year-end is
recognized as an adjustment to beneficial interest in trust assets and as a change in unrestricted,
temporarily restricted, or permanently restricted net assets, depending on the underlying donor restriction.

Deferred hond issuance costs: Costs incurred in connection with the issuance or refinancing of long-
term debt are deferred and amortized over the term of the related financing using the bonds outstanding

method.

Property and equipment: Property and equipment are stated at cost and are depreciated using the
straight-line method over the estimated useful lives of the assets. Interest costs incurred on borrowed
funds during the period of construction of capital assets is capitalized as a component of the cost of

acquiring those assets.

The estimated useful lives of depreciable property and equipment range from & to 25 years for land
" improvements, 10 to 40 years for buildings, and 3 to 20 years for furniture and fixtures.

Intangible asset: The intangible asset consists of an acute care bed license for the Hospital's Belvidere,
inois, facility. The asset is carried at cost and has an indefinite usefut fife. The intangible asset is tested
for impairment at least annually and more frequently if events and circumstances indicate the asset may
be impaired. The impairment test consists of a comparison of the fair value of the intangible asset with its
carrying value. If the carrying value of the intangible asset exceeds its fair value, an impairment loss is
recognized in an amount equal to the excess. The Hospital also evaluates the remaining useful life of the
intangible asset each reporting period to determine whether events and circumstances continue to
support an indefinite useful life. If the intangible asset is subsequently determined to have a finite useful
life, the asset will be amortized prospectively over its remaining estimated useful life. During 2014, the
Hospital determined that no impairment existed and an indefinite useful life was appropriate.

Goodwill: The Hospital's goodwill was recorded as a result of certain business combinations. Goodwill is
recorded at cost less amortization that had accumulated as of June 1, 2010 when goodwill became
nonamortizable due to the adoption of new guidance provided by the Financial Accounting Standards
Board (FASB). Effective June 1, 2010, the Hospital tests its recorded goodwiil for impairment on an
annual basis, or more often if indicators of potential impairment exist, by determining if the carrying value
of each reporting unit exceeds its estimated fair value. The Hospital determines the fair value of its
reporting units utilizing the discounted cash flows model. During 2014, the Hospital determined that no
impairment existed. There are no accumulated impairment losses associated with the recorded goodwill

balances. No impairment was identified during 2014 or 2013.

10
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SwedishAmerican Hospital and Subsidiary

Notes to Consolidated Financial Statements
{Dollars in thousands)

Note 1. Organization and Significant Accounting Policies (Continued)

impairment of long-lived assets: The Hospital reviews the carrying value of its long-lived assets,
excluding goodwill and indefinite-lived intangible assets, whenever events or changes in circumstances
indicate that the carrying value of an asset may no longer be appropriate. The Hospital assesses
recoverability of the carrying value of the asset by estimating the future net cash flows expected to resuit
from the asset, including eventual disposition. If the future net cash flows are less than the carrying value
of the asset, an impaiment loss is recorded equal to the difference between the asset's carrying value
and fair value. Impairment losses related to investments are recognized in unrestricted investment
income. All other impairment write-downs are recognized in operating income at the time the impairment
is identified. No impairment was identified during 2014 or 2013.

Self-Insurance: The provision for the self-insured general and professional liability claims inciudes
estimates of the ultimate costs for both reported claims and claims incurred but not reported. The

provision is actuarially determined,

Donor-restricted gifts: Unconditional promises to give cash and other assets are reported at fair value at
the date the promise is received. The gifts are reported as either temporarily or permanently restricted net
assets if they are received with donor stipulations that limit the use of the donated assets. When a donor
restriction expires, that is, when a stipulated time restriction ends or purpose restriction is accomplished,
temporarily restricted net assets are reclassified as unrestricted net assets and reported in the
consolidated statements of operations and changes in net assets as net assets released from restrictions.

Temporarily and permanently restricted net assets: Temporarily restricted net assets are assets
whose use has been restricted by donors to a specific time period or purpose. Assets released from
restrictions that are used for the purchase of property and equipment or capital purposes are reported in
the consolidated statements of operations and changes in net assets as net assets released from
restrictions used for property and equipment. Assets released from restrictions that are used for operating
purposes are reported in the consolidated statements of operations and changes in net assets as
unrestricted revenues, gains, and other support. Restricted earnings are recorded as temporarily
restricted net assets until amounts are expended in accordance with donors' specifications.

Permanently restricted net assets are subject to donor-imposed stipulations requiring that they be
maintained permanently by the Hospital. Earnings on the permanently restricted net assets are recorded
as investment income within temporarily restricted net assets in accordance with donor intent, or unti

appropriated if donor intent is not expressed.

Net patient service revenue: The Hospital has agreements with third-party payors that provide for
payments to the Hospital at amounts different from its established rates. Payment arrangements include
prospectively determined rates per discharge, reimbursed costs, discounted charges, and per diem
payments. Net patient service revenue is reported at the estimated net realizable amounts due from
patients, third-party payors, and others for services rendered, including estimated adjustments under
reimbursement agreements with third-party payors, certain of which are subject to audit by administering
agencies. Those adjustments are accrued on an estimated basis and are adjusted in future periods as

final settlements are determined.

11
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SwedishAmerican Hospital and Subsidiary

Notes to Consolidated Financlal Statements
{Dollars in thousands)

Note 1. Organization and Significant Accounting Policies {Continued)

Medicare and Medicaid Electronic Health Records {(EHR) Incentive Programs: The American
Recovery and Reinvestment Act of 2009 provides for Medicare and Medicaid Incentive Programs
beginning in Federal fiscal year 2011 for eligible acute care hospitals that are meaningful users of
certified EHR technology, as defined by the Federal Register. The Hospital has implemented certified
EHR technology that has enabled it to demonstrate its meaningful use and to qualify for the Medicare
incentive program. The initial incentive payment received for the Medicare EHR incentive program is an
estimate based upon data from prior year's cost report. The final settlement will be determined after the
submission of the current annual cost report and subsequent audit by the fiscal intermediary. The
Hospital's compliance with the meaningful use criteria is also subject to audit by the Federal government.
The EHR Incentive Programs are expected to continue through September 30, 2016, and the incentive
payments will be calculated annually. Beginning in 2015, hospitals that are not meaningful users of
certified EHR technology will be subject to a potential decrease in their Medicare and Medicaid payments.
The Hospital accounts for EHR incentive funds using the grant accounting model. Under this model, the
Hospital records EHR incentive revenue when it is reasonably assured that it will meet the meaningful
use criteria for the required reporting period and that the grant will be received.

For the years ended May 31, 2014 and 2013, the Hospital recorded Medicare EHR incentive revenue of
approximately $2,865 and $4,165, respectively. For the years ended May 31, 2014 and 2013, the
Hospital recorded approximately $370 and $0 of Medicaid EHR incentive revenue, respectively. All of
these amounts are reported in other operating revenue in the accompanying consolidated statements of

operations and changes in net assets.

Charity care, uncompensated care and community benefits: The Hospital provides care to patients
who meet certain criteria under its charity care policy without charge or at amounts less than its
established rates. Because the Hospital does not pursue collection of amounts determined to qualify as
charity care, they are not reported as revenue. The Hospital's policy is to provide medically necessary
health services regardiess of the patient’s ability to pay for such services. The Hospital maintains records
to identify and monitor the level of charity care it provides.

Operating income: The consolidated statements of operations and changes in net assets include an
intermediate measure of operations, operating income, which represents the activity of the ongoing
operations of the Hospital. Nonoperating income (expense), excluded from operating income, consists
primarily of nonrecurring transactions and transactions that are outside of the Hospital’s primary health
care activities. All of the Foundation’s activity is considered to be nonoperating.

Revenue in excess of expenses: The consolidated statements of operations and changes in net assets
include revenue in excess of expenses. Changes in unrestricted net assets, which are excluded from
revenue in excess of expenses, consistent with industry practice, include unrealized gains and losses on
investments other than trading securities, contributions of long-lived assets, including assets acquired
using contributions, which by donor restriction were to be used for the purposes of acquiring such assets,
discontinued operations, and the cumulative effects of changes in accounting principles.

12
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SwedishAmerican Hospital and Subsidiary

Notes to Consolidated Financial Statements
{Doliars in thousands)

Note 1. Organization and Signlficant Accounting Policies {Continued)

Income taxes: The Hospital and Foundation have received determination letters from the Internal
Revenue Service stating they are tax-exempt under Section 501(c)(3) of the Internal Revenue Code.

The Hospital and Foundation each file a Form 990 (Return of Organization Exempt from Income Tax)
annually. When these returns are filed, it is highly certain that some positions taken would be sustained
upon examination by the taxing authorities, while others are subject to uncertainty about the merits of the
position taken or the amount of the position that would ultimately be sustained. Examples of tax positions
common to hospitals and foundations include such matters as the following: tax-exempt status of each
entity, the continued tax-exempt status of bonds issued by the obligated group, the nature,
characterization and taxability of joint venture income and various positions relative to potential sources of
unrelated business taxable income (UBTI). UBTI is reported on Internal Revenue Service Form 990-T, as
appropriate. The benefit of a tax position is recognized in the consolidated financial statements in the
period during which, based on all available evidence, management believes that it is more likely than not
that the tax position will be sustained upon examination, including the resolution of appeals or litigation

processes, if any.

Tax positions are not offset or aggregated with other positions. Tax positions that meet the “more likely
than not” recognition threshold are measured as the largest amount of tax benefit that is more than 50%
likely to be realized on settlement with the applicable taxing authority. The portion of the benefits
associated with the tax positions taken that exceeds the amount measured as described above is
reflected as a liability for unrecognized tax benefits in the accompanying consolidated batance sheet
along with any associated interest and penalties that would be payable to the taxing authorities upon
examination. At May 31, 2014 and 2013, there were no unrecognized tax benefits identified or recorded

as liabilities.

Forms 990 and Form 990-T filed by the Hospital and the Foundation are subject to examination for up to
three years from the extended due date of each return. Forms 990 filed by the Hospital and the
Foundation are no longer subject to examination for tax years ended before May 31, 2011.

Property and sales taxes: On June 14, 2012, the Governor of lllinois signed into law legislation that
governs property and sales tax exemption for not-for-profit hospitals. The law took effect on the date it
was signed. Under the law, in order to maintain its property and sales tax exemption, the value of
specified services and activities of a not-for-profit hospital must equal or exceed the estimated vaiue of
the hospital's property tax liability, as determined under a formula in the law. The specified services are
those that address the health care needs of low-income or underserved individuals or relieve the burden
of government with regard to health care services, and include; the cost of free or discounted services
provided pursuant to the hospital's financial assistance policy; other unreimbursed costs of addressing
the health needs of low-income and underserved individuals; direct or indirect financial or in-kind
subsidies of State and local governments; the unreimbursed cost of treating Medicaid and other means-
tested program recipients; the unreimbursed cost of treating dual-eligible Medicare/Medicaid patients; and
other activities that the lllinois Department of Revenue determines relieve the burden of government or
address the health of low-income or underserved individuals. Management believes that the Hospital
meets the requirements under the law to maintain its property and sales tax exemption.

Donated services: A number of volunteers have donated services to the Hospital's program services
and fundraising campaigns during the year; however, the value of these donated services is not reflected
in the consolidated financial statements since the services do not require specialized skills.
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Notes to Consolidated Financial Statements
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Note 1. Organization and Significant Accounting Policies (Continued)

Reclassifications; Certain amounts in the 2013 consolidated financial statements were reclassified to
conform with the 2014 presentation, with no effect on revenue in excess of expenses or net assets. The
operations of SwedishAmerican Foundation were reclassified to nonoperating in the 2013 consolidated
financial statements to conform with the 2014 presentation.

Pending accounting pronouncements: ASU 2012-05, Stafement of Cash Flows (Topic 230) -~ Not-for-
Profit Entities: Classification of the Sale Proceeds of Donated Financial Assets in the Statement of Cash
Flows. The amendments in the ASU require not-for-profit organizations to classify cash receipts from the
sale of donated financial assets consistently with cash donations received in the statement of cash flows
if those cash receipts were from the sale of donated financial assets that upon receipt were directed
without any not-for-profit imposed limitations for sale and were converted neatly immediately into cash.
The amendments of this ASU are effective prospectively to fiscal years, and interim periods within those
years, beginning after June 15, 2013. Retrospective application to all prior periods presented upon the
date of adoption is permitted. Early adoption from the beginning of the fiscal year of adoption is permitted.

ASU 2013-04, Liabifities (Topic 405): Obligations Resulting from Joint and Several Liability Arrangements
for Which the Total Amount of the Obligation Is Fixed at the Reporting Date. ASU 2013-04 provides
guidance for the recognition, measurement, and disclosure of obligations resulting from joint and several
liability arrangements for which the total amount of the obligation within the scope of this ASU is fixed at
the reporting date, expect for obligations addressed within existing guidance in U.S. generally accepted
accounting principles (GAAP). The guidance requires an entity to measure those obligations as the sum
of the amount the reporting entity agreed to pay on the basis of its arrangement among its co-obligors
and any additional amount the reporting entity expects to pay on behaif of its co-obligors. The guidance in
this ASU also requires an entity to disclose the nature and amount of the obligation as well as other
information about those obligations. The amendments in this ASU are effective for fiscal years, and
interim periods within those years, beginning after December 15, 2013. The amendments in this ASU
should be applied retrospectively to all prior periods presented for those obligations resulting from joint
and several liability arrangements within the ASU's scope that exist at the beginning of the entity's fiscal
year of adoption. An entity may elect to use hindsight for the comparative periods (if it changed its
accounting as a result of adopting the amendments in this ASU) and should disclose that fact. Early

adoption is permitted.

ASU 2013-08, Not-for-Profit Entities (Topic 958): Services Raceived from Personnel of an Afiiliate. The
amendments of ASU 2013-06 require the recipient not-for-profit entity to recognize all services received
from personnel of an affiliate that directly benefit the recipient not-for-profit entity. Those services should
be measured at the cost recognized by the affiliate for the personnel providing those services. However, if
measuring a service received from personnel of an affiliate at cost will significantly overstate or
understate the value of the service received, the recipient not-for-profit entity may elect to recognize that
service received at either (1) the cost recognized by the affiliate for the personnel providing that service or
(2) the fair value of that service. The amendments in this ASU are effective prospectively for fiscal years
beginning after June 15, 2014, and interim and annual periods thereafter. A recipient not-for-profit entity
may apply the amendments using a modified retrospective approach under which all prior periods
presented upon the date of adoption should be adjusted, but no adjustment should be made to the
beginning balance of net assets of the earliest period presented. Early adoption is permitted.
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Note 1. Organization and Significant Accounting Policles (Continued)

ASU 2014-09, Revenue from Contracts with Customers (Topic 606). This ASU provides a robust
framework for addressing revenue recognition issues and, upon Its effective date, replaces most existing
revenue recognition guidance, including industry-specific guidance, in current U.S. GAAP. The ASU is
effective for the Hospital for annual reporting periods beginning after December 15, 2016 using either a
retrospective method or a modified retrospective method.

Management of the Hospital is currently evaluating the effect that the above guidance will have on the
Hospital's consolidated financial statements.

Subsequent events: The Hospital has evaluated subsequent events for potential recognition and/or
disclosure through September 2, 2014, the date the consolidated financial statements were issued.

Note 2. Contractual Arrangements with Third-Party Payors

The Hospital provides care to certain patients under Medicare and Medicaid programs. The Medicare
program pays for substantially all inpatient and outpatient services at predetermined rates under its
corresponding prospective payment system based on treatment diagnosis. The Medicaid program
reimburses the Hospital for inpatient and outpatient services at predetermined rates. Changes in the
Medicare and Medicaid programs and reductions of funding levels could have an adverse effect on the
future amounts recognized as net patient service revenue.

The Hospital has also entered into payment arrangements with certain managed care organizations. The
basis for payment to the Hospital under these agreements includes prospectively determined rates per
discharge, daily rates and discounts from established charges.

Medicare, Medicaid, and managed care arrangements account for 27%, 12%, and 39% of net patient
service revenue for the year ended May 31, 2014, respectively, and 28%, 11%, and 42% for the year
ended May 31, 2013, respectively. Provision has been made in the consolidated financial statements for
estimated contractual adjustments, representing the difference between the standard charges for services

and actual or estimated payment.

The Hospital grants credit without collateral to its patients, most of whom are local residents and are
insured under third-party arrangements. Major components of net patient accounts receivable, before
allowances for uncollectible accounts, include 13% from Medicare, 18% from Medicaid, and 35% from
managed care contracts at May 31, 2014, and 14% from Medicare, 12% from Medicaid, and 36% from

managed care contracts at May 31, 2013

Estimates for cost report settiements and contractual allowances can differ from actual reimbursements
based on the results of subsequent reviews and cost report audits. Changes in estimated third-party
valuation allowances that relate to prior years are reported in revenue in excess of expenses in the
consolidated statements of operations and changes in net assets. The impact of such items on revenue in
excess of expenses was an increase of approximately $1,260 and $2,637 for the years ended May 31,

2014 and 2013, respectively.
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Note 2. Contractual Arrangements with Third-Party Payors (Continued)

Laws and regulations governing the Medicare and Medicaid programs are complex and subject to
interpretation. As a result, there is at [east a reasonable possibility that recorded estimates will change by
a material amount in the near-term. Management believes that the Hospital is in compliance with all
applicable laws and regulations and is not aware of any pending or threatened investigations involving
allegations of potential wrongdoing. While no such regulatory inquiries have been made, compliance with
such [aws and regulations can be subject to future government review and interpretation, as well as
significant regulatory action including fines, penalties, and exclusion from the Medicare and Medicaid

programs.

The Hospital participates in the State of filinois hospital assessment tax program which is administered by
the lllinois Department of Public Aid. The provider assessment program payments are in effect for the
state fiscal years ending each June 30. Under the current Program, the Hospital received additional
Medicaid reimbursement from the State and paid a related assessment tax. On October 22, 2013, the
State received CMS approval to enhance the Program retroactively to June 10, 2012, Total assessment
revenue recoghized by the Hospital related to this Program amounted to $37,405 and $22,586 during the
years ended May 31, 2014 and 2013, respectively. Total assessment tax incurred by the Hospital related
to this Program amounted to $14,408 and $7,650 during the years ended May 31, 2014 and 2013,
respectively. Of these amounts, approximately $7,975 of revenue and approximately $3,620 of expense
relate to the period from June 10, 2012 to May 31, 2013. These amounts are shown in the consolidated
statements of operations and changes in net assets as Pubic Aid assessment revenue and Public Aid
assessment expense. In connection with the Program, the Hospital made voluntary contributions to the
llinois Hospital Research and Educational Foundation (IHREF) of $243 and $193 during each of the
years ended May 31, 2014 and 2013, which are included in other expense in the consolidated statements
of operations and changes in net assets. Under the current Program, the Hospital expects the net
revenue from the Program for the years ending May 31, 2015 through 2018 to be approximately $18,768
and for the year ending May 31, 2019 to be approximately $1,564.

llinols Medicald reform: On June 16, 2014, the Governor of lllinois signed legislation to reform lilinois
Medicaid. The legislation codifies Medicaid rate reform and payment system changes proposed by the
lllinois Department of Healthcare and Family Services (HFS). It includes protections to prevent future rate
reductions by HFS and a transition period of four years until June 30, 2018. It extended the current and
enhanced Medicaid Hospital Tax Assessment Program (Programs) through June 30, 2018, and includes
new funding to hospitals which will be used to attract additional Federal matching funds. If the State
receives approval from the Centers for Medicare and Medicaid Services (CMS) to further enhance the
Program, the Hospital expects the additional annual net revenue to be $6,200 for the years ending May
31, 2015 through 218 and $517 for the year ending May 31, 2019. Such payments are subject to change
and are contingent upon CMS approval of the enhanced hospital tax assessment program.
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Note 3. Charity, Uncompensated Care and Community Benefits

In the ordinary course of business, the Hospital renders medically necessary health services to patients

who are financially unable to pay for such care. Unreimbursed charges written off by the Hospital relating
to uncompensated care provided to indigent patients under the Medicaid program and other patients who
are unable to pay for services provided amounted to the following for the years ended May 31, 2014 and

2013:
2014 2013

243648 $ 229473

Medicaid allowances ' $
35,315 30,745

Provision for bad debts

The Hospital provides care to those patients who meet certain criteria under its charity care policy without
charge or at amounts less than its established rates. The Hospital maintains records to identify and
monitor the level of charity care it provides. Charity care is measured based on the Hospital's estimated
cost of providing charity care. That estimate is made by calculating the departmental ratio of cost to gross
charges, and applying that ratio to uncompensated charges associated with providing charity care to
patients. The cost of charity care provided was $10,153 and $13,656 for the years ended May 31, 2014
and 2013, respectively. The decrease in the cost of charity care was attributable to more patients having
Medicaid or other insurance coverage under the Affordable Care Act.

In addition, the Hospital, in furtherance of its commitment to the community, also incurs significant time
and commits significant resources to meet otherwise unfulfilled needs. Many of these activities are
sponsored with the knowledge that they will not be self-supporting or independently financially viable.
These programs, oriented to the economically disadvantaged, medically underserved, or elderly, as well
as to the community at large, include health screening and assessments, prevention, prenatal and
nutritional services, and care for children.

On April 1, 2009, the lllinois Hospital Uninsured Patient Discount Act (the Act) became law. The Act
requires hospitals to provide certain mandated discounts from charges to the uninsured in lllinois.
Charges are to be discounted up to 135% of cost for eligible uninsured illinois residents, based on income
and federal poverty guidelines. Furthermore, a hospital may not collect more than 25% of an eligible
uninsured family's gross income in any 12-month period. The Hospital's charity care policy complies with

the uncompensated care mandated under the Act.
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Note 4. Assets Limited as to Use and Investments
The composition of assets limited as to use and investments is as follows at May 31:

2014 2013
Mutual funds $ 37608 §$ 34,941
Certificates of deposit 387 384
Money market funds 1,236 880
Corporate bonds and notes 29,349 47,480
Government and agency obligations 106,980 94,723
Equity securities 51,0687 39,906
Other 87 95
$ 226714 __$ 218,409
These amounts are included on the consolidated balance sheets as follows:
2014 2013
Short-term investments $ 4000 §$ 2,834
Assets limited as to use:
Bond project fund - 18,676
Internally designated for self-insurance fund 15,946 14,286
Internally designated for deferred compensation agreements . 8,922 10,405
Investments 197,846 172,208
$ 226714 $ 218409

Total unrestricted investment income from assets limited as to use, investments, and cash and cash

equivalents consists of the following for the years ended May 31:

2014 2013
Investment income - unrestricted:

Interest and dividend income $ 5851 § 5723
Net realized gain from sale of investments 3,494 4,999

Net change in unrealized gains and losses on
trading securities 6,296 4,143
Investment fee expense - (688) (620)
$ 14,953 § 14,245
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Note 5. Endowment Funds

The Hospital's endowment consists of 15 individual funds established for a variety of purposes. Its
endowment includes donor-restricted endowment funds. As required by U.S. GAAP, net assets
associated with endowment funds are classified and reported based on the existence or absence of

donor-imposed restrictions.

On June 30, 2009, the Governor of the State of lllinois signed into law the Uniform Prudent Management
of Institutional Funds Act (UPMIFA). UPMIFA differs from laws previously in place in a few key areas. it
eliminates the historic dollar value rule with respect to endowment fund spending, It updates the prudence
standard for the management and investment of charitable funds, and it amends the provisions governing
the release and modification of restrictions on charitable funds. The passing of the UPMIFA law was
determined to have no significant impact on the Hospital's classification of net assets or its policy.

Interpretation of Relevant Law

The Board of Trustees of the Hospital has interpreted UPMIFA as requiring the preservation of the fair
value of the original gift as of the gift date of the donor-restricted endowment funds absent any explicit
donor stipulations to the contrary. As a result of this interpretation, the Hospital classified as permanently
restricted net assets (a) the original value of the gifts donated to the permanent endowment, (b) the
original value of subsequent gifts to the permanent endowment, and (¢) accumulations to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the time the
accumulation is added to the fund. The remaining portion of the donor-restricted endowment fund that is
not classified as permanently restricted net assets is classified as temporarily restricted net assets until
those assets have been appropriated for expenditure by the Hospital in a manner consistent with the
standard of prudence prescribed in UPMIFA. In accordance with UPMIFA, the Hospital considers the
following factors in making a determination to appropriate or accumulate eamings on donor-restricted

endowment funds:

The duration and preservation of the fund,
The purpose of the Hospital and the donor-restricted endowment fund;

General economic conditions;

1

2

3.

4. The possible effect of inflation and deflation;

5. The expected total return from income and the appreciation of investments;
6

7

Other resources of the Hospital; and
The investment policies of the Hospital.

The Hospital's endowment net asset composition by type of fund is as follows at May 31:

2013

2014
Temporarily ~ Permanently Temporarlly  Permanently
Unrestricted  Restricted Rastricted Total Unrestricted  Restricted Restricted Total
Donor-restricted $ - $ 041§ 2010 § 2,951 $ . $ 751 8 2,001 § 2,762
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Note 5. Endowment Funds {Continued)
The changes in endowment net assets for the Hospital were as follows for the years ended May 31:

2014 2013
Temporarily Permanently Temporarlly Permanently
Unrestricted  Restricted Restricted Total U icted  Restricted Restricted Total

Endowmaent net

asaeats, beginning

of year $ - $ 751§ 2001 § 2752 $ - $ 517 ¢ 2016 $ 2,533
Investment return:

Invesimant gain - 161 - 161 - 84 . 84

Net unrealized

appraclation - 172 - 172 - 238 - 238

Total investment

return - 33 - 333 322 - 322
Contributions and .

other - 1 ] 10 (15) (15)
Appropriation of

endowment assets

for expenditure . (144) - (144) - (88) - (88)
Endowment net .

assets, end of year _$ -« $ 941 & 2010 & 2!951 $ = $ 751 3 2001 § 2!752

Funds with Deficiencies

At May 31, 2014 and 2013, there were no endowment funds with deficlencies.

Return Objectives and Risk Parameters

The Hospital has adopted investment and spending policies for endowment assets to preserve capital
while earning market rates without undue risk. Endowment assets include those assets of donor-
restricted funds that the Hospital must hold in perpetuity or for a donor-specified period(s). Under this
policy, as approved by the Board of Trustees, the endowment assets are invested in a manner that Is
intended to preserve the principal and provide liquidity of amounts over the principal while assuming a
moderate level of investment risk.

Strategies Employed for Achieving Objectives

To satisfy its long-term rate-of-return objectives, the Hospital relies on a total return strategy in which
investment returns are achieved through both capital appreciation (realized and unrealized) and current
yield (interest and dividends). The Hospital's policy is to invest endowment funds in both fixed income and

equity securities with a maximum amount of equity securities at 70%. Management believes this strategy
will help to achieve the Hospital's long-term return objectives within prudent risk constraints.
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Note 6. Endowment Funds (Continued)
Spending Policy and How the Investment Objectives Relate to Spending Policy

The Hospital's spending policy is that income from donor-restricted funds will be spent on the intended
service, program, or purpose, within a reasonable time period.

Note 6. Property and Equipment and Commitments
Property and equipment consist of the following at May 31:

2014 2013
Land and improvements $ 16,768 § 10,280
Buildings 143,393 119,046
Furniture and equipment 281,438 261,079
Construction in progress 8,469 32,364
450,068 422,769
Less: accumulated depreciation 253,618 241,251
J $ 196450 § 1& 518

At May 31, 2014, the Hospital has commitments totaling approximately $3,689 for a variety of
construction projects and equipment purchases. Depreciation expense during the years ended May 31,
2014 and 2013 was $21,428 and $20,058, respectively, of which $107 and $110 are included in other
nonoperating income (expense) on the consolidated statements of aperations and changes in net assets

for the years ended May 31, 2014 and 2013, respectively.
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Note 7. Notes Payable and Long-Term Debt
Long-term debt consists of the following at May 31.

2014 2013

llinois Finance Authority Revenue Bonds, Series 2004,
coupon rates of 3.75% to 5.00%, yields of 4.39% and 4.78%,
principal payable in varying installments due November 15
of each year through 2031 $ 79970 % 82,815

lllinois Finance Authority Revenue Bonds, Series 2010,
fixed rate of 4.05%, $625 principal payable semiannually
of each year through April 15, 2030 20,000 21,250

llinois Finance Authority Revenue Bonds, Series 2012,
coupon rates of 4.00% to 5.00%, yields of 4.16% and 4.39%,

principal payable in term bonds due November 15, 2034, 2039
-and 2043 41,445 41,445

Capitalized equipment lease 332

Sub-total 141,415 145,842
Unamortized bond premium . 2,464 2,690
143,879 148,532

Less current maturities (4,460) (4,654)

$ 139419 § 143878

Effective December 24, 2004, the (llinois Finance Authority, on behalf of the Hospital, issued $100,995 of
fixed rate Revenue Bonds, Series 2004 (Series 2004 Bonds). The proceeds of the Series 2004 Bonds
were used, together with other available funds, to pay or reimburse the Hospital for certain costs of
acquiring, constructing, renovating, remodeling, and equipping certain health facilities of the Hospital,
including, but not limited to, construction and equipping of a new four-story freestanding cardiac hospital
facility and the renovation of the Hospital’s existing inpatient/outpatient surgery area and cardiac
catheterization laboratory, to pay previously outstanding debt obligations, and to pay certain expenses
incurred in connection with the issuance of the Series 2004 Bonds.

Effective April 19, 2010, the lllinois Finance Authority, on behalf of the Hospital, issued $25,000 of direct
fixed rate Revenue Bonds, Series 2010 (Series 2010 Bonds). The proceeds of the bonds were used to

repay a $25,000 note payable to a bank.

Effective September 27, 2012, the lllinois Finance Authority, on behalf of the Hospital, issued $41,445 of -
fixed rate Revenue Bonds, Series 2012 (Series 2012 Bonds). The proceeds of the Series 2012 Bonds
were used, together with other available funds, to pay or reimburse the Hospital for certain costs of
acquiring, constructing, renovating, and equipping of a comprehensive regional outpatient cancer care
facility, and to pay certain expenses incurred in connection with the issuance of the Series 2012 Bonds.
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Note 7. Notes Payable and Long-Term Debt (Continued)

The Series 2004, 2010 and 2012 Bonds were issued pursuant to a Master Trust Indenture, as
supplemented, which contains various covenants, including achievement of specified financial ratios and
limitations on additional debt. Among other covenants in connection with the loan agreements for the
Series 2004, 2010 and 2012 Bonds, the Hospital has agreed to limit disposals of assets and transfers of
cash to non-obligated affiliates. The bonds are secured by unrestricted receivables of the obligated group
as defined in the Master Trust Indenture. The obligated group consists of the Hospital and the
Foundation. The Series 2004 bonds are guaranteed by a bond insurer. As a provision of the Master Trust
(ndenture, the obiigated group will execute a mortgage with respect to certain real and personal property
and grant a security interest in its gross revenues, as defined in the Master Trust Indenture, if certain

covenants are not maintained.

Interest payments for the years ended May 31, 2014 and 2013 totaled $6,750 and $6,258, respectively.

Interest cost incurred for the years ended May 31, 2014 and 2013 totaled $6,867 and $6,420,
respectively. The amount of interest capitalized for the years ended May 31, 2014 and 2013 totaled

$1,191 and $1,820, respectively.

Maturities required on long-term debt at May 31, 2014 due in future years are as follows:

Long-Term
Year Ending May 31, Debt
2015 $ 4,240
2016 4,385
2017 4,540
2018 4,665
2019 4,835
Thereafter 118,750

5 ata

Note 8. Temporarily and Permanently Restricted Net Assets

Temporarily restricted net assets, $3,492 in 2014 and $3,321 in 2013, are available for medical education
and other health care programs and property and equipment.

Permanently restricted net assets, $6,153 in 2014 and $5,821 in 2013, are investments to be held in
perpetuity and beneficial interests in perpetual trusts, the income from which is expendable to support
health care services and is reported as increases in temporarily restricted net assets.
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Note 9. Fair Value Disclosures
Financial assets and liabilities carried at fair value will be classified and disclosed in one of the following
three categories:

Level 1 — Quoted market prices in active markets for identical assets or liabilities.
Level 2 - Observable market based inputs or unobservable inputs that are corroborated by

market data.
Level 3 — Unobservable inputs that are not corroborated by market data.

The following is a description of the valuation methodology used for the Hospital's assets carried at fair
value:

Investment Securilies — Level 1

The fair value of investment securities that are considered Level 1 is the market value based on quoted
prices, when available, or market prices provided by recognized broker dealers.

Corporate Bonds and Notes ~ Level 2

The fair value of corporate bonds and notes that are considered Level 2 is determined using a discounted
cash flow model and inputs such as stated coupon, yield and maturity date as well as LIBOR or Treasury

yield plus a credit spread based on other market data.

Government and Agency Obligations — Level 2

The fair value of government and agency obligations that are considered Level 2 is determined based on
the quoted yield on a Treasury security that is most similar to the security being valued, adjusted for
variances in the maturity, coupon and other features.

Beneficial Interest in Trust Assets - Level 3

The fair value of the beneficial interest in trust assets represents the Hospital's proportionate interest in
the value of the trusts. The fair values of the trusts were provided by the respective trustees.

In determining the appropriate levels, the Hospital performs a detailed analysis of the assets and liabilities

carried at fair value in the consolidated financial statements. At each reporting period, all assets and
liabilities for which the fair value measurement is based on significant unobservable inputs are classified

as Level 3.
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Note 9.
Fair Value on a Recurring Basis

Fair Value Disclosures (Continued)

The tables below present the balances of assets measured at fair value on a recurring basis by level
within the hierarchy as of May 31, 2014 and 2013:

Assets
Investments and Assets Limited
as to Use:
Mutual funds - equity securities
Large-cap
Medium-cap
Small-cap
International
Mutuat funds - debt securities
U.S. Government Agency
Corporate bonds
Corporate bonds and notes
Government and agency obligations
Equity securities large-cap
Other
Beneficial interest in trust assets

Assets
Investments and Assets Limited
as fo Use:
Mutual funds - equity securities
Large-cap
Medium-cap
Small-cap
International
Mutual funds - debt securities
U.S. Government Agency
Corporate bonds
Corporate bonds and notes
Government and agency obligations
Equity securities large-cap
Other
Beneficial interest in trust assets

May 31, 2014

Total Level 1 Level 2 Level 3

$ 9,902 §$ 99002 $ - $ -

933 933 - -

9,904 9,904 - -

11,802 11,802 - -

3,910 3,810 - -

1,157 1,157 - -

29,349 12,327 17,022 -

106,980 85,584 21,396 -

51,067 51,067 - -

87 - 87 -

4617 - - 4,617

$ 220708 $ 188586 § 38505 $ 4,617

May 31, 2013

Total Level 1 Level 2 Level 3

$ 9803 § 0,803 $ - $ .

867 867 - -

9,048 9,048 - -

9,664 9,664 - -

3,568 3,568 - -

1,991 1,991 - -

47,480 33,711 13,769 -

94,723 84,304 10,419 -

39,906 39,906 - -

95 - 95 -

4,274 - - 4,274

$ 221419 $ 192862 $ 24283 $ 4274
25
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Note 9. Fair Value Disclosures (Continued)
The changes in Level 3 assets measured at fair value on a recurring basis are summarized as follows:

Beneficial Interest in Trust Assets

2014 2013
Balance, beginning $ 4274 % 3,949
Distributions (176) (195)
Increase in value of beneficial interest in trust assets 519 520
Balance, ending $ 4817 § 4,274

The following methods and assumptions were used by the Hospital to estimate the fair value of other
financial instruments:

s The carrying values of cash and cash equivalents, patient accounts receivable, notes receivable
and other assets, accounts payable, accrued expenses and other, hotes payable and estimated
settlements due to third-party payors are reasonable estimates of their fair value due to the short-
term nature of these financial instruments.

¢ The estimated fair value of long-term debt is based on current traded value. The fair value
(including current maturities) is $139,129 and $147,655 at May 31, 2014 and 2013, respectively,

and is considered a Level 2 estimate.

e The fair value of due to affiliated organizations is not determinable, as fixed payment terms have
not been established. The instruments are noninterest-bearing.

Note 10. Operating Leases

The Hospital has non-cancelable operating leases for data processing, medical and office equipment and
leased space. The future minimum rental payments of these leases are as follows:

Year Ending May 31,

2015 $ 3,326
2016 - 2,732
2017 2,348
2018 2,170
2019 1,404
Thereafter 11,050
$ 231030

Rental expense for the years ended May 31, 2014 and 2013 totaled $10,212 and $9,100, respectively, of
which $5 is included in other nonoperating income (expense) on the consolidated statements of
operations and changes in net assets for the years ended May 31, 2014 and 2013.
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SwedishAmerlican Hospital and Subsidiary

Notes to Consolidated Financial Statements
{Doliars in thousands)

Note 11. Benefit Plans

The Hospital has two defined-contribution pension plans covering substantially all employees.
Contributions depend upon employee earnings, length of service, and employee contributions. The
Hospital’s contributions to these plans totaled $7,668 and $7,722 for the years ended May 31, 2014 and

2013, respectively.

In addition, the Hospital sponsors a defined-benefit health care plan that provides postretirement medical
benefits to the Hospital's and certain of its affiliates' employees and their dependents through age 70.
Eligibility requirements are 20 years of service and the attainment of age 55. Effective January 1, 2000,

retiree premiums cover the entire cost of coverage.

Note 12. Deferred Compensation Agreements

The Hospital has deferred compensation plans for certain executives and physicians. The physician plans
are currently frozen. Both the executive and physician plans are recorded as an asset and a liability on
the Hospital's consolidated balance sheets. Activity primarily consists of distributions to participants and
investment return. There is no corporate contribution to the physician plans. The corporate contribution to
the executive plan was approximately $531 and $480 for the years ended May 31, 2014 and 2013,

respectively.

Note 13. Insurance and Contingencies

The Hospital is self-insured for general liability and professional liability claims up to certain specified
limits arising from incidents occurring after February 1, 1976. The Hospital carries claims-made
professional and general liability insurance up to certain specified limits for claims in excess of self-
insured retention. Such coverage has been arranged through November 15, 2014. The Hospital carries
claims-made professional liability insurance up to certain specified limits for its employed physicians.
Such coverage has been arranged through April 1, 2015.

Accruals for self-insured professional liability risks are included in long-term liabilities on the consolidated
balance sheets. The amounts are determined by assessing asserted and unasserted claims identified by
management's incident reporting system and are estimated by an independent consulting actuary based
on industry and the Hospital's own historical reporting patterns using a discount rate of 5% at both

May 31, 2014 and 2013. Although the ultimate settlement of these accruals may vary from these
estimates, management believes that the amounts provided in the consolidated financial statements are
adequate. The insurance accruals could be adversely affected if actual payments of claims exceed

management's projected estimates of claims.

If accrued losses had not been discounted, the estimated liability would be approximately $3,566 and
$3,192 higher than the amounts recorded in the consolidated balance sheets as of May 31, 2014 and

2013, respectively.

The Hospital is funding its self-insured risks with a bank based on a report of consulting actuaries.

Litigation: The Hospital is a defendant in various lawsuits arising in the ordinary course of business.
Although the outcome of the lawsuits cannot be determined with certainty, management believes the
ultimate disposition of such matters will not have a material effect on the Hospital's financial condition.
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SwedIshAmerican Hospital and Subsidiary

Notes to Consolidated Financlal Statements
{Dollars in thousands)

Note 13. Insurance and Contingencies (Continued)

Regulatory Investigations: The UJ.S. Department of Justice, other federal agencies and the lllinois
Department of Public Aid routinely conduct regufatory investigations and compliance audits of health care
providers. The Hospital is subject to these regulatory efforts. Management is currently unaware of any
regulatory matters which may have a material effect on the Hospital's financial position or results from

operations.

CMS Recovery Audit Contractor Program: Congress passed the Medicare Modernization Act in 2003,
which among other things established a demonstration of The Medicare Recovery Audit Contractor (RAC)
program. The RACs identified and corrected a significant amount of improper overpayments to providers.
In 20086, Congress passed the Tax Relief and Health Care Act of 2006 which authorized the expansion of
the RAC program to all 50 states. CMS began rolling out this program in early 2010 in lllinois. The
Hospital has recorded a reserve for estimated amounts that will be repaid under the RAC program based
on the Hospital's RAC program experience to date.

Patient Protection and Affordable Care and Reconcillation Act: On March 23, 2010, President Barack
Obama signed into law the most sweeping health care reform legislation since the advent of Medicare.
The law promised to expand insurance coverage to an additional 32 million Americans, reduce the growth
of Medicare expenditures, dramatically reform insurance markets, and continue the march toward value-
based payment. The Reconciliation Act amends various provisions of the Patient Protection and
Affordable Care Act and adds some new provisions that were not included originally.

Note 14.  Related Party Transactions

During the years ended May 31, 2014 and 2013, the Hospital realized revenue of approximately $1,532
and $1,364, respectively, primarily from the sale of services and materials to its parent and affiliates and
the rental of property to its affiliates. During the years ended May 31, 2014 and 2013, the Hospital
incurred net expenses of approximately $14,034 and $12,301, respectively, primarily from the purchases
of services and rental of property from its affiliates, of which $52 is included in other nonoperating income
(loss) on the consolidated statements of operations and changes in net assets for the years ended May

31, 2014 and 2013.

Note 16. Functional Expenses

The Hospital provides general health care services to residents within its geographic location. Expenses
related to these functions for the years ended May 31, 2014 and 2013 are as follows:

2014 2013
Direct patient services $ 423346 $ 401,468
Support services 9,161 8,903

§ 432507 _§ _ 410,371

Certain costs have been allocated between direct patient services and support services. All of the
Foundation's expenses are considered to be fundraising and these expenses were $1,888 and $2,023 for

the years ended May 31, 2014 and 2013, respectively.
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Notes to Consolidated Financial Statements
(Dollars in thousands)

Note 16. Investments in Nonconsolidated Affiliates
The Hospital has equity interests in the following organizations:

e The Featherstone Partnership, L.P., which operates a standalone surgery center located in
Rockford, lllinois. The Hospital's interest is 29%.

¢ Northern lliinois Vein Clinic, a general partnership, which was formed to own and operate radio
frequency equipment to treat vein conditions. The Hospital's interest is 50%.

Aggregate unaudited financial information relating to these investments is as follows as of and for the
years ended May 31, 2014 and 2013:

2014 2013
Assets $ 8446 § 9,460
Liabilities 3,608 3679
Net income 2,137 1,700

The Hospital's investment in nonconsolidated affiliates totaled $1,780 and $1,757 at May 31, 2014 and
2013, respectively, and Is included in notes receivable and other assets on the consolidated balance
sheets. The Hospital's interest in the earnings of nonconsolidated affiliates totaled $652 and $596 for the
years ended May 31, 2014 and 2013, respectively, and is included in other nonoperating income
(expense) on the consolidated statements of operations and changes in net assets.

29
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McGladrey LLP

McGladrey

Independent Auditor’s Report
on the Supplementary Information

To the Board of Trustees
SwedishAmerican Hospital
Rockford, lllinois

We have audited the consolidated financial statements of SwedishAmerican Hospital and Subsidiary as
of and for the years ended May 31, 2014 and 2013, and have issued our report thereon which contains
an unmodified opinion on those consolidated financial statements. See page 1. Our audits were
conducted for the purpose of forming an opinion on the consolidated financial statements as a whole. The
consolidating information is presented for purposes of additional analysis rather than to present the
financial position and results of operations of the individual companies and is not a required part of the
consolidated financial statements. Such information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the consolidated
financial statements. The information has been subjected to the auditing procedures applied in the audit
of the 2014 consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
consolidated financial statements or to the consolidated financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. in our opinion, the information is fairly stated in all material respects in relation to the
consolidated financial statements as a whole,

%&W e,

Rockford, lllinois
September 2, 2014
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SwedishAmerican Hospital, Rockford

Attachment #7




7a:
7b:
7c:
7d:

Te:

SwedishAmerican Hospital, Rockford

RESPONSE TO SECTIONS 1130.500 and 1130.520
Evidence of “A” Bond Rating for University of Wisconsin Hospitals and Clinics Authority
Evidence of “A” Bond Rating for SwedishAmerican Health System Corporation
Organizational éhart for UW Health Co-applicants
Organizational Chart for SwedishAmerican Co-applicants

Certifications and Affirmations required by Sections 1130.500 and 1130.520
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SwedishAmerican Hospital, Rockford

RESPONSE TO SECTIONS 1130.500 and 1130.520

7a:  Evidence of “A” Bond Rating for University of Wisconsin Hospitals and Clinics Authority
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B.7

STANDARD Suag o

r Chicago, IL 60601
& P o o R s f9|31‘g;33-7001
RATINGS SERVICES teforence no.: 1245308

February 14,2013

University of Wisconsin Hospital & Clinics

600 Highland Avenue

Room H5/803A

Madison, WI 53792-837

Attention: Mr. Michael Buhl, Chief Financial Officer

Re: US$290,000,000 University of Wisconsin Hospital and Clinics Authority Hospital Revenue
and Refunding Bonds, Series 2013A, dated: Mayrch 14, 2013, due: April 01, 2043

Dear Mr. Buhl:

Pursuant to your request for a Standard & Poor’s rating on the above-referenced issuer, we have
reviewed the information submitted to us and, subject to the enclosed Terms and Conditions, have
assigned a rating of "A+". Standard & Poor's views the outlook for this rating as stable. A copy
of the rationale supporting the rating is enclosed.

The rating is not investment, financial, or other advice and you should not and cannot rely upon
the rating as such. The rating is based on information supplied to us by you or by your agents but
does not represent an audit. We undertake no duty of due diligence or independent verification of
any information, The assignment of a rating does not create a fiduciary relationship between us
and you or between us and other recipients of the rating. We have not consented to and will not
consent to being named an “expert” under the applicable securities laws, including without
limitation, Section 7 of the Securities Act of 1933, The rating is not a “market rating” nor is it a
recommendation to buy, hold, or sell the obligations.

This letter constitutes Standard & Poor’s permission to you to disseminate the above-assighed
rating to interested parties. Standard & Poor’s reserves the right to inform its own clients,
subscribers, and the public of the rating.

Standard & Poor’s relies on the issuer/obligor and its counsel, accountants, and other experts for
the accuracy and completeness of the information submitted in connection with the rating. This
rating is based on financial information and documents we received prior to the issuance of this
letter. Standard & Poor’s assumes that the documents you have provided to us are final. If any
subsequent changes were made in the final documents, you must notify us of such changes by
sending us the revised final documents with the changes clearly marked.

To maintain the rating, Standard & Poot’s must receive all relevant financial information as soon
as such information is available. Placing us on a distribution list for this information would
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Page |2 .
facilitate the process. You must promptly notify us of all material changes in the financial
information and the documents. Standard & Poor’s may change, suspend, withdraw, or place on
CreditWatch the rating as a result of changes in, or unavailability of, such information. Standard &
Poor’s reserves the right to request additional information if necessary to maintain the rating.

Please send all information to:
Standard & Poor’s Ratings Services
Public Finance Department
55 Water Street
New York, NY 10041-0003

Standard & Poor’s is pleased to be of service to you. For more information on Standard & Poor’s,

please visit our website at www.standardandpoors.com. If we can be of help in any other way,
please call or contact us at blicfinance(@standardandpoors.com. Thank you for choosing

Standard & Poor’s and we look forward to working with you again.

Sincerely yours,

Cﬁ%/%/%w

Standard & Poor's Ratings Sérvices
a Standard & Poor's Financial Services LLC business.

sp
gnclosures
cc: Mr. Josh Neaman, Vice President

Kaufman Hall
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February 15, 2013

Mr. Michae! Buhl

Chief Financisl Officer

Unlversity of Wisconsin Hospitat & Clinies Authority
600 Highland Avenue

Room HS5 /803

Madison, W1 53792

Dear M, Buhl:

We wish to Inform you that Moody"s Investors Service has assigned Aa3 rating to Unlversity of Wiscongin
Hospitals and Clinics Awthority’s Series 2013A fixed rate bonds to be issued by UWHCA and upgraded the

rating on UWHCA's outstanding rated debi to Aa3 from AL The rating outlook is stable.

Moody’s will monitor these ratings and reserves the right, at its sole discretion, to revise or withdraw these
ratings at any time,

The ratings as well as any other revisions or withdrawals thereof will be publicly disseminated by Moody's
through the notmal print and electronic media and in reeponse to verbal requests 1o Moody's rating desk,

In order for us to maintain the currency of our rating, we request that you provids ongoing disclosure,
ineluding annual and quarterly financinl and siatistical information,

Should you have any questions regarding the above, please do not hesilate to coatact ine.

Sincerety,
. » N 3
ﬁéﬁ*’?&“‘j [ (s onelinag /fk (
Beth 1. Wexler
Vice President/Senior Credit Officer
Phone: 212-553-1384

Fax: 212-298-7155
Email: beth,wexler@moodys.com

Blw:rl
cc Mr. Bob O'Keefe, University of Wisconsin Hospital & Clinics Authority

Mr, Josh Neeman, Kaufman, Hall & Associates
Ms. Lisa Rogers, JFF Morgan
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SwedishAmerican Hospital, Rockford

RESPONSE TO SECTIONS 1130.500 and 1130.520

7b:  Evidence of “A” Bond Rating for SwedishAmerican Health System Corporation
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FitchRatings

FITCH AFFIRMS SWEDISHAMERICAN HEALTH
SYSTEM'S (IL) REVS AT 'A'; OUTLOOK STABLE

Fitch Ratings-Chicago-20 August 2014: Fitch Ratings has affirmed the 'A’ rating on the following
bonds issued by the Iilinois Finance Authority on behalf of SwedishAmerican Health System

(SAHS):

--Approximately $41.4 million revenue bonds, series 2012;
--Approximately $82.8 million revenue bonds, series 2004.

SECURITY
Debt payments are secured by a pledge of the gross revenues of the obligated group.

KEY RATING DRIVERS

MERGER WITH UW HEALTH: In April 2014, SAHS signed a formal agreement to merge with

University of Wisconsin Health (UW Health, revenue bonds not rated by Fitch). SAHS has been
clinically affiliated with UW Health for the last four years, which was formalized in the oncology
service line with the development of a collaborative regional cancer center that opened in the fall of
2013, Fitch views the relationship and the letter of intent (LOI) favorably and expects that SAHS will
be able to further enhance its service offerings through its enhanced partnership with UW Health,

IMPROVING LIQUIDITY: Unrestricted cash and investments have grown over 30% since fiscal
2012 and at May 31, 2014 (interim results) equaled $230.1 million, which translates to 204.4 days
cash on hand and 157.8% cash-to-debt; both ahead of the respective ‘A’ category medians.

IMPROVED 2014 OPERATING PROFITABILITY: In fiscal 2014 (unaudited) operating and
operating EBITDA margins improved to 4.1% and 10.3%, respectively, compared to operating and
operating EBITDA margins of 1.7% and 7.5% in the prior year. Excluding $4.3 million of prior year
provider tax receipts, operating margin would be 3.2%, which remains in-line with the 'A’ category
median of 3.2%.

LEADING MARKET POSITION: SAHS controls about 41.1% of the market share in the very
competitive primary service area. The other two providers in the area include Rockford Memorial
Health System, and St. Anthony's Medical Center (part of OSF Healthcare, rated 'A').

MODERATE DEBT BURDEN: SAHS' debt burden as measured by maximum annual debt service
{MADS) as a percent of revenue is modest at 2.7% in fiscal 2014 when compared to the 'A’ category
median of 3.1%. Furthermore, improved profitability generated strong debt service coverage of 4.9x

in ﬁ§ca1 2014, .
RATING SENSITIVITIES

MAINTAIN CURRENT FINANCIAL POSITION: Fitch expects SAHS' operating profitability and
lquidity position to remain in line with ‘A’ category medians.

CREDIT PROFILE
Located in Rockford, IL, about 70 miles west of Chicago, SAHS is a full-service acute care provider

with 369 licensed beds (including beds at SAHS' facility in Belvidere). SAHS had total operating
revenues of $451.8 million in fiscal 2014 (interim results).
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SwedishAmerican Hospital, Rockford

RESPONSE TO SECTIONS 1130.500 and 1130.520

7c:  Organizational Chart for UW Health Co-applicants

ATTACHMENT #7¢
331




"SIV DJHMAN PUB ‘(DHQ) 131ua) YijeaH aAns3B1a ayY) ‘(JvL) 133ud) ueduawy 3yl 38 Y3jeaH MN ‘(HO4v) [endsoH s,ualpjiy) Ajwey uesuawy 3y se [jam se jendsoy diys3ey su sa1e1ado JHMN

(y8nouyy-ssed se paxel 517} (D1
‘UOSIPEIA JO HYD %6°6Y “DHMN %T'0S)
211 ‘|eudsoH
uoyey|iqeyay uostpen

(Ajuo uondwaxa xe} ajes)
(A3 €/T “323BN €/T DHMN
€/1) P31 ‘udury aJeayyeaH
p3uun uosipey

(AMeipisgns
ajqexey sey) (s Ale 1§
€/T 92BN €/T “DHMN €/T)
*3u} ‘Sudinosay
[EIUSWIUOJIAUT UOSIPEIAL

(21N E/T
JNMN E/T DHMN €/T)
*Juj “Ja3uad)

sonued ayy Suowe

SLWJ3) J1Wou0I3 uodn paaslde u0
/pue suawiutodde Apoq Suiusaaod
‘sysaseyul Junoa diyssaquisw 1I3)434
Aew peajsul Ing ‘sysasout Aunba,
13434 sAem|e Jou op sisalaiul
|euoyoeyy pue adeluadiad ay) 3ION

y3nouys ssed

1o Ayud papaedausip se jusw

-leas) xey yum HT1 :3[FueIay

(ysnos aq 03

10 paulelqo) ydwaxa-xey (A0

Ajuo diysuon

-B|d4 {ENIIEIUOD DU panog
ysaJaut

diysI3umo DHMN :3UTT PSS

“HHN pue DHN J0j Weyd [euoneziuedio . va_

payoeye 23s asea|d ‘SAINJUIA
uiof pue sauselpisqns Jo4

(dwmn

%05 ‘OHMN %0S)

(Fwmn
%0S ‘OHMN %05)
-U] ‘sa3INosaYy
yi|eay Asseaiun u| *au ‘sorul) pue
- ‘sajdesay Je3dsoH UISUoISIM JO
UISUOISIM Ausionun jo spuaiid

*2Uf ‘@1e) YljeaH

(ySnoupy
ssed se paxel J71) (4BnoJyy ssed
271 “s321n0say se paxe3 J11)
Y1|E3H UISUOISIA D71 ‘UISUOISIAN
1SaMPIN 1SOMPIA
-llemueY) -jlemuey)

<

{yBno.yy ssed se paxel D11)
(JNMN %0S “DHMN %0S)
J11 ‘sos1adiatul ujsuodsiw
l13muiey)

{4MN %01
JDMIBIN %St "DHMN %SH)
*Ju) ‘sisAje1g uISuoISIAM

¢

(433130 €/T ‘ANMN €/T
‘OHMN €/T) "duj ‘d1e)
Ajjnsa4 suonelauan

vT0Z ‘T€ J9quiadaq 4o Se pazoadxa

(DVL pue “JHG ‘HD4V Suipnpu) N R DRI LR L LIS
Auoyany o wead
pue sje3idsoH uisuoIsi d11gnd pue aupipan
40 [00YIS UISUOISIAA
jo Aysismun J0 Aussaaun

Asagding uosipey Ayssanun (Aagua I *2u] ‘00V
papsedassip) OT - YyesH mn
“J3umo L uu) sl L

U] ‘uonepuno4
|E21POI) UISUOISIAL
Jo Ajssonun

LR
\\\ !
]
]

I I UERY
)

|edIp3IN !

)

< .Towapesy YiedH MmN

Hey) uvoneziuedio (DHMN) AJoyiny sl pue sjendsod uisuodsip JO AJisJanun

f7c

332




#lc

. Vd
1 .
e (wyoug 204} *
N {1yoid 104 UISUOISIM O ,
DT 49312 uosuyor . ;
UISUOIS| MY JO 918D3 o120 J97uE M uejd njeeH Ajun S{euojssajold YjeaH
| | _ i ]
M Junsenuos .7
uepsAyg 411 93ua) DU ade) Jaywe) . Jaua) Asading - . IT) 'sasudiaug
AN 13 fueneisuady nu.o_m UISUSISIA Je3IPaA UosIpRIN yiean Aysisain Asadsng vosipeiy sishiziq uisuoasim suopRuLIOSURL OOV HESH MN lutsuoasiy, famuieyd)
C L _ _ _ 1 1 ]
uopepuNo3 |eapaN .

Ujsucasim Jo-RsIsAN

y10z/L2/01

333




SwedishAmerican Hospital, Rockford

RESPONSE TO SECTIONS 1130.500 and 1130.520

7d:  Organizational Chart for SwedishAmerican Co-applicants
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SwedishAmerican Hospital, Rockford

RESPONSE TO SECTIONS 1130.500 and 1130.520
7e:  Certifications and Affirmations required by Sections 1130.500 and 1 130.520
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SwedishAmerican Hospital, Rockford

CERTIFICATIONS AND AFFIRMATIONS
OF
UNIVERSITY OF WISCONSIN HOSPITALS AND CLINICS AUTHORITY

The undersigned representative of University of Wisconsin Hospitals and Clinics Authority in
connection with the change of ownership application relating to SwedishAnierican Hospital located at
1401 East State Street, Rockford, IL 61104 (the “Facility”) hercby states as follows:

1. I certify that no adverse action has been taken against University of Wisconsin Hospitals
and Clinics Authority by the federal government, licensing or certifying bodies, or any other agency of
the State of Illinois against any health care facility owned or operated by University of Wisconsin
Hospitals and Clinics Authority, directly or indirectly, within three years preceding the filing of this
application of change of ownership exemption,

2. [ affirm that University of Wisconsin Hospitals and Clinics Authority intends to cause
University Health Care, Inc. to maintain ownership and control of the Facility for a minimum of three
years.

3. I affirm that the Facility will not adopt a more restrictive charity care policy than the

policy that was in effect one year prior to the change of ownership transaction, and affirm that the
compliant charity care policy will remain in effect for a two-year period following the change of
ownership transaction.

4, [ affirm that the failure to complete the project in accordance with the applicable
provisions of Section 1130.500(d) no later than 24 months from the date of exemption approval (or by
later date established by the Illinois Health Facilities and Services Review Board upon a finding that the
project has proceeded with due diligence) and failure to comply with the material change requirements
of this Section will invalidate the exemption.

5. I verify that University of Wisconsin [lospitals and Clinics Authority has not received
any permits issued by the Illinois Health Facilities and Services Review Board and has no outstanding
compliance requirements with respect to any permits,

6. I verify that the categories of service and numher of beds reflected in the Inventory of
Health Care Facilities will not substantially change cast 12 months following the project’s

complete date. %

Name: Ronald T. Sliwinski

Title: President/CEO

University of Wisconsin Hospitals and Clinics
Authority

Gong (34D 442+

S%scribcd and sworn to
this 30 *day of October, 2014
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SwedishAmerican Hospital, Rockford

CERTIFICATIONS AND AFFIRMATIONS
OF
UNIVERSITY HEALTH CARE, INC.

The undersigned representative of University Health Care, Inc. in connection with the change of
ownership application relating to SwedishAmerican Hospital located at 1401 East State Street,
Rockford, IL 61104 (the “Facility”) hereby states as follows:

L. I certify that no adverse action has been taken against University Health Care, Inc. by the
federal government, licensing or certifying bodies, or any other agency of the State of Illinois against
any health care facility owned or operated by University Health Care, Inc., directly or indirectly, within
three years preceding the filing of this application of change of ownership exemption.

2. I affirm that University Health Care, Inc. intends to maintain ownership and control of
the Facility for a minimum of three years.

3. I affirm that the Facility will not adopt a more restrictive charity care policy than the
policy that was in effect one year prior to the change of ownership transaction, and affirm that the
compliant charity care policy will remain in effect for a two-year period following the change of
ownership transaction.

4. I affirm that the failure to complete the project in accordance with the applicable
provisions of Section 1130.500(d) no later than 24 months from the date of exemption approval (or by
later date established by the Illinois Health Facilities and Services Review Board upon a finding that the
project has proceeded with due diligence) and failure to comply with the material change requircments
of this Section will invalidate the exemption.

5. 1 verify that University Health Care, Inc. has not received any permits issued by the
Illinois Health Facilities and Services Review Board and has no outstanding compliance requirements
with respect to any permits.

6. I verify that the categories of service and number of beds reflected in the Inventory of
Health Care Facilities will not substantially change for at least 12 months following the project’s

complete date. ‘
]\\ACO/@LQ { ~<‘M» Q—

Name: Michael E. Dallman
Title: President
University Health Care, Inc.

Ysul0 60

Subscribed and sworn to
this -ty of October, 2014

DANIEL P. BRZOZOWSKI
Notary Public
State of Wisconsin
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SwedishAmerican Hospital, Rockford

CERTIFICATIONS AND AFFIRMATIONS
OF
UNIVERSITY OF WISCONSIN MEDICAL FOUNDATION, INC,

The undersigned representative of University of Wisconsin Medical Foundation, Inc. in
connection with the change of ownership application relating to SwedishAmerican Hospital located at
1401 East State Street, Rockford, IL 61104 (the “Facility™) hereby states as follows:

1. I certify that no adverse action has been taken against University of Wisconsin Medical
Foundation, Inc. by the federal government, licensing or certifying bodies, or any other agency of the
State of Illinois against any health care facility owned or operated by University of Wisconsin Medical
Foundation, Inc., directly or indirectly, within three years preceding the filing of this application of
change of ownership exemption.

2. I affirm that University of Wisconsin Medical Foundation, Inc. intends to cause
University Health Care, Inc. to maintain ownership and control of the Facility for a minimum of three

years.

3. I affirm that the Facility will not adopt a more restrictive charity care policy than the
policy that was in effect one year prior to the change of ownership transaction, and affirm that the
compliant charity care policy will remain in effect for a two-year period followmg the change of

ownership transaction.

4, I affirm that the failure to complete the project in accordance with the applicable
provisions of Section 1130.500(d) no later than 24 months from the date of exemption approval (or by
later date established by the 1llinois Health Facilities and Services Review Board upon a finding that the
project has proceeded with due diligence) and failure to comply with the material change requirements
of this Section will invalidate the exemption.

5. I verify that University of Wisconsin Medical Foundation, Inc. has not received any
permits issued by the Illinois Health Facilities and Services Review Board and has no outstandmg

compliance requirements with respect to any permits.

6. I verify that the categories of service and number of beds reflected in the Inventory of
Health Care Facilities will not substantially change for at least 12 months following the prOJect s

complete date.
QeS8 (e
Name: Dr. Jeffrey Grossman

Title: CEO

University of Wisconsin Medical Foundation, Inc.
Subscri and sworn to
thi — day of October, 2014
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