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Introduction & Purpose

JD Healthcare, Inand Vizient, Incwere retainedby the Office of the California Attorney

General to prepare this healthcare impact statement to assess the potential impact of the
proposed Ministry Alignment Agreement by and between Dignity Health, a California nonprofit
public benefit corporation, andatholic Health Initiatives, a Colorado nonprofit corporation
(CHI), on the availability and accessibility of healthcare services to the commaseitiesiin

Los Angeles Countiignity Health owns and operates 31 general acute care hospitals
Californiaincluding four in Los Angeles County: California Hospital Medical Center, located in
Los Angeles, Glendale Memorial Hospital and Health Center, located in Glendale, St. Mary
Medical Center, located in Long Beach and Northridge Hospital Medical Censtedan
Northridge.

CHI is the parent organization of several nonprofit corporations that own and/or operate over
100 hospitals in 18 states. CHI neither oy controls any general acute care hospitals or
other facilities in CaliforniaCHI is &atholic organization.

Introduction

Catholic Health Care Federation (CHCF) is a public juridic parisoim the meaning of Canon
Law and the canonical sponsaf CHI.

While Dignity Health is not a Catholic organizatiosCétholic hospitals argponsored by six
congregations of Women Religidu®ignity Healtrowns and operates 31 general acute care
hospitals in CalifornfaNineteen of the 31 California hospitals are Catholic and 12 are non
Catholic hospitals (also referred to as community hadp)t Four of the 12 ne@atholic general
acute care hospitals are owned by separately incorporated California nonprofit public benefit
corporations that have Dignity Health as their sole corporate meflizgnity Health also

owns and operatefive hospitals in Arizona and three hospitals in Nevada.

L A public juridic person is a group or persons approved by the Roman Catholic Church to oversee and ensure that the iteibsialthcfare
organization is carried out according to Catholic principles.

2The Catholic Health Association has defined carasiponsorship of a healthcare ministry as a formal relationship between an authorized
Catholic organization and a legally formed system, hospital, clinic, nursing home (or other institution) entered ints&etloé promoting

and sustaining Christtgealing ministry to people in need.

3 A group of Roman Catholic women who dedicate their lives to the Gospel of Jesus Christ and take vows of poverty, dtistite abd
service. The six congregations are: Sisters of Mercy of the Americas, S&haritf of the Incarnate Word, Dominican Sisters of San Rafael,
Sisters of St. Francis of Penance and Christian Charity, Adrian Dominican Sisters and the Congregation of Sistersiofd@tSD@atherine
2F {ASylF® 5A3ayAide |iSconpisgdbionaisisieryfamledch ¢ongtegatnd.dzy O A f

4The California Department of Public Health has issued tweigfyt general acute care hospital licenses with respect to ti&Sscilities.
Marian Regional Medical Center, Arroyo Grande campus an@iMRegional Medical Center West operati@sler a consolidated license
issued to Marian Regional Medical Center, and Mercy Southwest Hospital operates under a consolidated license issue#i tspitatayn
Bakersfield).

5 The four facilitiesre Bakersfield Memorial Hospital, Community Hospital of San Bernardino, Saint Francis Memorial Hospital, and Sierra
Nevada MemoriaMiners Hospital
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The following summary chart is a list of Dignity Health owned and operated ho%pitals

Dignity Health

Arizona
HOS 3 |ta|S Dignity Health Owned

1 Arizona General Hospitl Hospitals
fChandler Regional Medical Ceriter

Subsidiary Hospitals

St RoseDominican, Rose de Lima Campus
fSt. Rose Dominican, San Martin Campus

fMercy Gilbert Medical Center i Dominican Hospital 1 Bakersfieldlemorial Hospitat 1St. Rose Dominican, Siena Campus
f{u® W2aSLIKQa | 28 qMarian Regional Medical Center  {Community Hospital of San Bernardino
Cgpter o 3 _ _ fMarian Regional Medical Center,  {Saint Francis Memorial Hospital
f{ie W2asSLIKQa 2S4a Aroyo Grande Camptis 9 Sierra Nevada MemoriaMiners Hospita
Center ' Marian Regional Medical Center
West

T Mercy General Hospital

1 Mercy Hospital

T Mercy Hospital of Folsom

fMercy Medical Center Merced

fMercy Medical Centekit. Shasta

Mercy Medical Center Redding

fMercy San Juan Medical Center

T Mercy SouthwestHospital

fSt. Bernardine Medical Center

i St. Elizabeth Community Medical
Center

1 St. Joh@ Bleasant Valley Medical
Center

i W2KyQad wS3IAz2:

1{ 4§ & w2 HifalBeqer ofa S

*Denotes nonCatholic hospitals.
All other hospitals are ministries
of the Catholic Church

Stockton . o
.< < & - a *Arizona GeneraHospital is
ﬂ{Ceumzr wzastikoea .Sk owned by a separate limited

liability company of which
Dignity Health is a sole corporate
member

i St. Mary Medical Center

f{dd al NBEQ&d aSRAOI
1 California Hospital Medical Center

T French Hospital Medical Center

1 Glendale Memorial Hospital

T Methodist Hospital of Sacramertto

T Northridge Hepital Medical Centér
T Sequoia Hospital

T Woodland Memorial Hospital

In addition to the hospitals listed above, Dignity Health has a management agreement with
Mark TwainMedical CentefCorporation, a California nonprofit public benefit corporation, to
operate Mark Twain Medical Center, a-B&d critical access hospitdbcated at 768 Mountain
Ranch Road, San Andreas, Califoidiark Twain Medical Center is leasedMgrk Twain
MedicalCenterCorporation from the Mark Twain Healthcare Distrithe current lease

6 St. Joseph Medical Center of Stockton and St. Joseph Behavioral Health Center are owned by Port Qity Openaény, LLC, a joint

venture between Kaiser Foundation Hospitals and Dignity Health. Dignity Health owns 80% of Port City Operating Corngoachi(aises,
Foundation Hospitals owns the remaining 20%.

7 Acritical accesshospital is a designation gim to eligible rural hospitals, or those grandfathered as rural, by the Centers for Medicare and
Medicaid Services. Conditions to obtain a Critical Access Hospital designation include having less than or equal tca28 bedte being
located more thar85 miles from another hospital, maintaining an annual average length of stay of 96 hours or less for acute care gadients
providing 24hour emergency care services.

6
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agreement with the Mark Twain Healthcare District expires on December 31, 2019. On June 6,
2018, the voters in the Healthcare District approved Ballot Measure A to enter imtav &80
year lease for Mark Twain Medical Center.

Purpose

This healthcare impact statement describes the potential effects that the proposed transaction
may have on the availability and accessibility of healthcare services to the residents served by
Calfornia Hospital Medical Center, Glendale Memorial Hospital and Health Center, St. Mary
Medical Center and Northridge Hospital Medical Center.

In preparation of this report, JD Healthcare, Inc. and Vizient, Inc. performed the following:

0 A review of thewritten notice delivered to the California Attorney General on March 29,
2018 and supplemental information subsequently provided by Dignity Health;

0 A review of press releases and articles related to this and other hospital transactions;
0 Interviews with epresentatives of Dignity Health

0 An analysis of financial, utilization, and service information provided by Dignity Health
and the California Office of Statewide Health Planning and Development (OSHPD); and

0 An analysis of publicly available datdatedto service areas for California Hospital

Medical Center, Glendale Memorial Hospital and Health Center, St. Mary Medical Center
and Northridge Hospital Medical Center including hospital utilization rates and trends
and hospital inpatient market share.
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Background & Description of the Transaction
Background

Dignity Health was formerly known as Catholic Healthcare West. Catholic Healthcare West was
founded in 1986 when the Sisters of Mercy Burlingame Regional Community and the Sisters of
Mercy Auburn Ragnal Community merged their healthcare ministries. In 2009, the United
States Conference of Catholic Bishops changed the Ethical and Religious DirgeiRes

regarding partnerships between community and Catholic organizations. As a result of the
changes to the ERDs, Catholic Healthcare West went through a process, between 2009 and
2011, to review its governance structure and its relationship to its owned and controlled non
Catholic community hospitals. In 2012, as a result of this review and basadousslons with

its canonical sponssy Catholic Healthcare West reorganized its governance structure and
changed its name to Dignity Health. Dignity Health was no longer recognized as a Catholic
organization, although many of its hospitals &atholic The restructure was designed to

satisfy the requirements of the United States Conference of Catholic Bishops regarding
partnerships with norCatholic community hospitals while allowing Dignity Health to maintain

its Catholic and no€atholic hospitals undex single organization.

Following the 2012 reorganization, the six congregations of Women Religious began the

SELX 2N GA2Yy 2F | tGSNYIFGAGSE Y2RSta F2NJ aLl2yaz
including the possibility for Dignity Health beingognized as a Catholic ministryo facilitate

this process, the Sponsors engaged a canon l&tyérelp explore all of the options, such as

the creation of a new public juridic person or a merger with a Catholic healthcare system

sponsored by an existinpublic juridic personAs further described below, the alignment

discussions between Dignity Health and CHI revealed many significant potential strategic
0SYySTAla F2NIo20K 2NAFYATFGA2yas AyOfdzRAy3 /|
known as Catholic Health Care Federation.

Strategic RationaleTransaction Process & Timing

The leadership of Dignity Health and CHI had numerous partnership discussions over the
previous ten yearsin 2013 they explored potential affiliations between thivo health

systems. Dignity Health and CHI identified several opportunities to collaborate on programs and
services, including telehealth, michmspitals, and precision medicifeln September 2016,
theyformed a jointventurenamed thePrecision Medicindlliance, LLC to create a large

precision medicine program.

8 The Ethical and Religious Directives for Catlitdialth@re Services is a nationadde that guides Catholic healthcare providers on
conformance with Christian theology.

9 A canon lawyer is a lawyer who is knowledgeable of the ordinances and regulations made by ecclesiastical authority

10 Precision medicine is an emerging approach feedse treatment and prevention that uses extensive databases and takes into account
individual variability in genes, environment, and lifestyle for each person.
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In the spring of 2016, the executive leadership of Dignity Health and CHI began jointly exploring

the potential for an alignment of their ministries. In March 2016, an outside advisor prepared

white papet! that analyzed the potential for an affiliation between Dignity Health and CHI that
was shared with théoards of director®f Dignity Health and CHI in June 2016. Bbards of
directorsof Dignity Health and CHI concluded that they:

O«

O«

O«

Sharea vision of transformation for themselves and for the industry;
Have highly complementary organizational missions, visions, and values;
Serve complementary communities;

Share strategic objectives in areas such as population health, quality, conkaousy
growth, and others; and

/1 LQa

Have multiple key complementary strength¥ 2 NJ SE I Y LX S
RSt o

b2
5A3ayAde | SIftUGKQa 2LISNFXGAy3a Y2RS

Ot Ay

As a result, théoards of director®f Dignity Health and CHI requested that a business analysis
for the aligned ministry be developed. That analysis identified the following potential synergies
of alignedministries

O«

O«

Ox¢

Enhancing clinical excellence;

Improving patient experience;

Ensuringcare for the vulnerable and underserved,;
Developing talent and creating a learning organization;
Improving access to care;

Accelerating innovation and research; and

Expanding the capabilities that support the health system of the future.

In addition,the white paper identified high level economic implications and synergies of an
alignment that have the potential to:

0 Provide the financial resources and complementary strengths to support the capabilities

needed for a changing health system;

1The white papeisSY G A Gt SR &/ NBFdAy3 ¢ NI yaTF2 Nithe Tiled Sultardl, BkategioNBusines and Sa L2 y &4 S (2
Financial Planning for an Aligned Ministry

9
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O«

Extend themission of social justice through a national platform for care that is
accessible and equitable to all people, with particular attention to the vulnerable and
underserved; and

0 Develop new models for integrated, community focused care that combine clinical
excellence, health improvement and innovation.

On October 24, 2016, theoards of director®f Dignity Health and CHI announced the signing

of a norbinding letter of intentto explore aligning the organizations. After the signing of the
letter of intent, independent advisors from Kaufman Hall Associates, PricewaterhouseCpopers
McKinsey & Compangnd Dentons US LLP provided anedy®garding the strategic, cultural,
financal, legal, operationabnd structural aspects of the alignment of theganizationsA

steering committee, comprised of executives from both organizations, was formed to negotiate
the terms of the Ministry Alignment Agreement. In March 2017, Dignity Headtl CHI sought

a moral analysid from several Catholic theologians for the purposes of obtainintni

obstat? from Archbishop Aquila of the Denver Archdiocese and Archbishop Cordileone of the
San Francisco Archdiocese. On April 20, 201 7dheds ofdirectorsof Dignity Health passed a
resolution authorizing and approving the execution of the Ministry Alignment Agreement
subject to the moral analysi$he resolution cited the intention to combine Dignity Health and
CHI into a new nationwide healthsgm that would:

Serve as an unprecedented platform to further Catholic identity and the Catholic health
ministry;

t NEPGARS 'y 2LIRNIdzyAde F2NI 5A3FyAde | SHEGK
people in the communities served by Dignity Healttd CHIto experience and
participate in the enhanced Catholic health ministry;

Enhance and expand access to care anchgmdthcareservices performed for the poor
and underserved,

Possess a strong voice for social justice and promote advocacy atlataland
national levels;

Be a leader itealthcar®dd (G NI YAF2NX I GA2Y T

Promote clinical efficiency and effectiveness in the delivery of healthcare and medical
services;

Provide a platform to accomplish other goals, objectives, and benefits for the
communities served by the CHI and Dignity Health;

12 A formal report by a Catholic theologian on the appropriate application of Catholic moral teachings.
13A Roman Catholic Church certification by an official censdrsibmething is not objectionable on doctrinal or moral grounds.

10
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Thenihil obstatswere received in October 201The Ministry Alignment Agreement was signed

by Dignity Health and CHI on December 6, 2017. On March 29, 2018, Dignity Health submitted

the written noticetott5 / F t AF2NY Al ! GG02NySe& DSYSNIfQad hTFA
Il GG2NySe DSYSNIfQa O2yaSyid (2 GKS aAyAadNrR | f

Summary of the Ministry Alignment Agreement

The Ministry Alignment Agreement will be implemented primarily throughréegganization

FYR NBYIlIYAy3 27F [/ | Thi€@ordardzBd\eBtiyy will @eoNd feNpiranth 2 v &
organization (henceforth referred to as "System Corporation") over the new health system and
will be renamedefore theQosingDate!* of the transactbn. The governing board of the

System Corporation will initially be comprised ofdinectors eactirom the legacy boarsiof
directors of Dignity Health and CHI, and theeCExecutiveOfficers from each organization

(i.e., a total of 14 directors).

Aspart of the transaction, Dignity Health formed a separate Colorado nonprofit corporation
named Integrated Healthcare Operations (IHO). As of the Effectivéiddtie transaction,

Dignity Health will transfer the assets of its eight f@atholic owned hqstals (seven of which

are in California and one in Arizona) to IHEO will also become the sole corporate member

2F S5AAYyAGe | SITUKQA F2dzNJ adz6 aARAINE K2alLAGlf a
Corporation is not a member of IHO. Hewer, the System Corporation approves the majority

of the IHO board from nominees selected thne IHO board and holds reserve powers over

certain actions to be taken by IHO. IHO will not be Catholic, and the eleven California non
Catholic hospital$§ trandferred to IHO from Dignity Health and one Arizona @atholic

hospital will remain norCatholic and not subject to the ERDs. TB@on-Catholic Dignity

Health hospitals are not obligated to alter, restrict, or terminate any clinical medical service or
program that was permitted on the effectiwdate of the transaction by reason of Catholic

doctrine or theology or any amendments to the Statement of Common Vdloe®esignated
Procedure& that increases or expands prohibited servicEse12 non-Catholic Mynity Health
hospitals will be provided with the same benefits, systems, services, and programs, and on the
same terms as all other hospitals in System Corporatidre12 non-Catholic Dignity Health
hospitals willretain oradopt5 A 3y A (i &StateSentfofiCkniion Values.

1 The Closing Date is the date the parties exchange all signed documents pursuant to the conditions precedent set fdviimistrhe

1fA3yYSyd ' INBSYSyio hyS 2F (K2a$8 O2yRAGA2ya LINBOSRSyYy(d NBIjdzA NBa (K¢
B5Asof 12:00:0lamonfh Rl & AYYSRAFGSfte FFUGSNIGKS ada/ft2aiy3d 510S¢d

16 Marian Regional Medical Center, Arroyo Grande Cargargd will remaira nonCatholic general acute care hospital. It operates under a

consolidated license issued to a Catholic general acute care hospitagriVRegional Medical Centdvlarian Regional Medical Center, Arroyo

Grande Campuwill not be transferred to IHO.

vsx3yAade 1SHEGKQa {GFGESYSyd 27F /-4t ediligationd, dndzovidet aX Ehysitidssisiedl sarla WS OG | 6 2 NI A
aid in dying. The most common medical procedure performed in hospitals that is prohibited by the ERDs is tubal ligagimal(parecedure

for female sterilization that involves severing and tying the fallopian tubes). Tubal ligations adN®tK A 0 AG SR o6& 5A3yAde 1 Skt
Common Values.

85 S53A3YF ISR t NPOSRdANNBA YSIyad GRANBOG AGSNAEATFGAZ2yaérenddthdl O2yarad 27
patient permanently incapable of reproducing; providedgh® @S NE G KI & LINR OSRdz2NBa GKI G AyRdzOS adGSNRE A
t NPOSRAzNB¢ ¢KSy GKSANI STFFSOG Aa GKS OdaNBE 2N I £t SOAbidble2zy 2F | LINBaSy

11
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On the Effective Date, the System Corporation will become the sole corporate member of
Dignity Health and the board of directors of Dignity Health will be comprised of the same
persons who comprise the board of directors of the 8ystCorporationOnthe Closing Date,
Catholic Healthcare Federation becomes the sponsor of all Catholic activities, including Dignity
| St G§KQa [/ I (i KBoard GemBe?sdByBtaimlCbrpo@tioani Bignity Health will

be identical. A single executive management team will manage the System Corporation, Dignity
Health, and CHI Regional and Subsidiary Corporafions

System Corporation Post the Effective Date of the Ministry Alignment Agreement

The fdlowing chart shows the organization of System Corporation after the Closing Date of the
Ministry Alignment Agreement. System Corporation would be the sole member of Dignity

Health and the CHI Regional and Subsidiary Corporatidgstem Corporation woultbt be a
member of IHO, howeveg majority ofi KS y2YAYSS&a (G2 LI hQa 062 NR
G2 FTLIINZ2GIE o0& {@aidSYy /2N1LER2NIGA2yY YR LI hQa
Statement of Common Values.

Catholic Healthcare Federation
(Canonical Sponsor)

f
Oversight
Integrateq Healthcare P
Operations (IHO) (Desgnated
Procedures)
b |
CHI Regional and 7 CA Community
iani Hospitals + AZ
Subsidiary Corps Dignity Health Coﬁ1munity
Hospital
I I
19 CA Catholic Joint
Hospitals & Arroyo idiari Other Joint 4 CAHospital
Grande Subsidiaries Ventures Subsidiarie Ventures Subsidaries

19 Both Dignity Healti® @nd IH@ lacal hospital community boards associated with each owned hosp#talell ashe boards associated with
the four subsidiary hospita)will continue to exist.
2’The majority of CHI hospitals are organized into eight regional corporations.

12
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System Corporation Post Debt Consolidation (Within 36 Months)

After the Closing Date and after the restructuring and consolidation of the existirextmpt
bonds and other debt of CHI and Dignity Health, Dignity Health and the CHI Regional and
Subsidiary Corporations will merge into System Corporation, and thentmu€atholic
separatelyincorporated hospitals will merge into IHO.

Catholic Healthcare Federation
(Canonical Sponsor)

( Integrated Healthcare Sversight
. ommittees

Operations (IHO) (Designated

L Procedures)

CHI Regional and
Subsidiary Corps

7 CA Community

Hospitals + AZ
Community
Hospital

Holsgpi(t:eﬁscgfl fr?'c'f;o Subsidiaries il Joint 4 CA Hospital
Grande Ventures Ventures Subsidiaries

13
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Major Provisions of the Ministry Alignment Agreement

The major provisions of the Ministry Alignment Agreement, dated December 6, 2017, include
the following:

Structures and Responsibilities
9 CatholicHealth @re Federation (CHCF)

0 CHCEF, as a public juridic person, shall be the Catholic canonical sponsor of
System Corporation, and shall serve as the canonical sponsor of all of the
Catholic ministries that are a part of the Ministry Alignment Agreement;

o/ 1/ CQa 32 3SNY wil teSecddgitvtedafiei tiie Efeytive Date of
the Ministry Alignment Agreement:

o Dignity Health and CHI shall each select six individuals from their existing
governing bodies to serve as the initial CHCF members. In addition, the
members of CHCF shalo include the current president and CEO of
Dignity Health, and the current CEO of CHI, for a total of fourteen
members. No later than twelve months after the Effective Date, CHCF
shall approve and appoint one individual who was previously neither a
member of CHCFhor the board of directors of Dignity Health or CHI to
serve as the fifteenth CHCF member;

o CHCEF shall continue to provide for the participation of its congregations, and
aKIff FTRYAG GKS &AAE O2yaNB3aAldAzya 2F 22
participating congregationgand

o CHCEF reserves the rights to approve or remove any member of the Board of
{GSoFNRAKALI ¢NHzAGSSa +FyR @S2 lye | YSYR
Statement of Common Values.

0 System Corporation

o SystemCorporation formerly known as Catholic Healihitiatives shallbecome
the parent entity and the surviving corporation;

o System Corporation shall be a ministry of the Catholic Church and shall be
subject to the ERDs;

14
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o System Corporatio shall be governed by a boardlled the Board of
Stewardship Trustethat shall consist of tasamepersons who serve as the
CHCF members; and

0 Under the supervision of the CHCF, the Boar8tefvardshiprrusteereserves
the rights to control or managéhe property, affairs and activities of System
Corporation. Responsibilities include approving the policies of System
/ 2NLI2 NI GA2y S RS@OSt 2LIAyYy3I {, and appraving tBeNILI2 NI {
{ealdSyYy |/ 2 adicashfincdrpgdrdtiariand bylaws.

0 Dignity Health

o Dignity Health shall continue to be a California nonprofit corporation with
federal taxexempt 501 (c)(3) status until after debt consolidation between
Dignity Health and CHI, at which point Dignity Health will merge into System
Corporatio;

0 As of the Effective Date:

o Dignity Health shall transfer all of the assets and liabilities associated with
the Dignity Health businesses and operations of the follow@atifornia
non-Catholic hospitals to IHO:

0 California Hospital Medical Center;

0 French Hospital Medical Center;

0 Glendale Memorial Hospital and Health Center;
0 Methodist Hospital of Sacramento;

0 Northridge Hospital Medical Center;

0 Sequoia Hospital; and

O«

Woodland Memorial Hospital.

o Dignity Health shall cause the four subsidiaogpitalsthat are
separately incorporatedBakersfield Memorial Hospital, Community
Hospital of San Bernardino, Saint Francis Memorial Hospital, and Sierra
Nevada MemoriaMiners Hospitalto first substitute its membership
from Dignity Health to IHO, uhtafter debt consolidation between
Dignity Health and CHI, at which point these four subsidiary hospitals will
merge into IHQand
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o0 Marian Regional Medical Center, Arroyo Gra@#anpusa norCatholic
hospital, will remain with Dignity Health undarconsdidated license
with Marian Regional Medical Center, a Catholic hosplrian
Regional Medical Center, Arroyo Grar@ampuswill not adhere to the
9w5ad LG gAff TR2LIWG 2NI NBOGFAY 5A3yA
Values. It does not offer obstetrigsNJ 62 YSy Qa KSI f 0 KOF NB

S5AdyAGe 1SIHfdKQa yAySGSSy /FiK2ft A0 K2all
Catholic Church and subject to tB&RDs

System Corporation (after the transfers of the community hospitals to IHO) shall
become the sole corporate member of Dignity Heaithgl

Dignity Health shall be governed by a board consistingetameindividuals
who are serving as thizoard for SystenCorporation and are also the members
of CHCF

0 Integrated Healthcare Operations

(0]

0]

IHO was formed by Dignity Health prior to the signing date without involvement,
input, or direction from CHI. IHO shall continue to be a Colorado nonprofit
corporation;

IHO and its subsidiaries shall not become ministries of the Catholic Church, shall

y2i dzaS GKS yIFYS a/FaGK2tA0¢é F2NJ GKSANI N
ddzo2SO00 (2 GKS 9w54az FyR akKktf 2LISNIGS
of CommonVvalues;

IHO shall be governed by a board of directors consisting of individuals who shall:

o Beinitially appointed by Dignity Health and theeminated by the board
of directors of IHO or a committee thereof;

o Serve in their individual capacities and mo&any manner as a
representative of System Corporation; and

o Not contemporaneously serve; as a CHCF Member, or on the board of
System Corporation, Dignity Health, nor any other subsidiary of System
Corporation;

After the Effective Date, a majority of the members of the IHO Board who are
subject to nomination or rappointment shall be nominated by the IHO Board



JD Healthcare vizient.

then in effect, subject to the acceptance (or rejectionjpahajority ofsuch
nominees by thdoardof System Corporation;

IHO is anticipated to operate on a collaborative basis with System Corporation.
Neither CHCF, System Corporation, Dignity Healtany other subsidiary of
System Corporation shall be the corporate member of IHO; and

o Prior to the Hective Date of the contemplated merger, Dignity Health
shall require IHO and each of its subsidiary operating hospitals to create a
Community Hospital Oversight Committee for each hospital. These
committees will act as a separate governance body to oeetise
operations, managemenand financial results related to the Designated
Procedures performed in each community hospital.

o0 With respect to theDesignatedProcedures performed at each
community hospital:

0 Such community hospital shall separatatgcount for and
regularly report to the Community Hospital Oversight Committee
on the net revenues and expenses reasonably allocated to such
Designated Procedures together with the net financial results (i.e.
either a net profit or net loss);

O«

The Community Hospital Oversight Committee shall donate any
net profits to one or more healthcare related taxempt charities
that provide or advocate for activities, services, or procedures
benefittingthe communities served by the hospithd that are

not inconsistent with the ERDs

0 On an annual basis, and not more than four months following the end of
each fiscal year of IHO, each Community Hospital Oversight Committee
shall prepare and deliver a written certification to the IHO Board and to
the LocaHospital Community Board or the applicable board of one of the
four subsidiaries:

0 The Community Hospital Oversight Committee has not amended
its charter in any manner that violates or otherwise modifies the
structure or authorities contained in the IHYlaws;

0 The composition of the Community Hospital Oversight Committee
complies with the requirements; and
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0 All donations or grants (if any) of tmet profits from the
performance of the Designated Procedures were contributed to
one or morehealthcarerelated taxexempt charities.

o [IHO reserves the right to approve changes of-@atholic hospitals, its
subsidiaries and its joint ventures. Changes include changing the mission or
philosophical direction of entitiegndapproval or removal of entitiesnder
IHO.a2 RAFTAOIGA2ya (G2 S5A3ayAide | Busthé KQa
approved by théboardof System Corporatioand can be vetoed by CHCF

0 Port City Operating Company, LLC

o0 St. Joseph Medical Center of Stockton and St. Joseph Behavioral Health
Center are owned by Port City Operating Company, LLC, a joint venture
between Kaiser Foundation Hospitals and Dignity Health. Dignity Health
owns 80% of Port City Operating Company,dridCKaiser Foundation

{at

Hospitals owns the remaining 20%A 3y A& | SIf GKQa O2yUAy

Port City Operating Company, LLC after a change of control of Dignity Health
gAftf 0SS adzoeSO0 (2 YIFIAASNI C2dzyRIFEGAZ2Y

o 5 A 3y A G dowheBhiff inieke§t af Port City Operating Company, LLC will
transfer to System Corporation.

CHI Regional Corporatisn

o Each of the CHI Regional Corporations shall continue to be nonprofit
corporations organized in their respective states of incorporation until Dignity

Health and CHI consolidate debt. Afterwards, the CHI Regional Corporations will

merge into System Corpolanh.
Mark Twain Medical Center
o Dignity Health and CHI acknowledge that the continued management of Mark

Twain Medical Center by Dignity Health after a change of control of Dignity
Health may be subject to consent from outside parties.
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Dignity HealthCommitments
0 Licensed Acute Care Hospital Commitments
o For a period of five years from the Effective Date of the transaction:

1 The System Corporation and Dignity Health shall continue to operate and
maintain each Dignity Health owned hospital de&ansed general acute
care hospital,

i IHO shall continue to operate and maintain each IHO owned hospital as a
licensed general acute care hospital; and

i IHO and each IHO subsidiary shall continue to operate and maintain the
IHO subsidiary hospital as eghsed general acute care hospital.

0 Licensed Specialty Service Commitments and Additional Specialty Services
Commitmens

o For a period of five years from the Effective Date of the transaction:

i System Corporation and Dignity Health, with respect toDignity
Health owned hospitals, IHO owned hospitals, and the IHO subsidiary
hospitals shall continue to operate, provide and maintain the following
services at each California hospital:

0 Twentyfour-hour emergency medical services at current
licensure, wih the current number of emergency treatment
stations, the current types and levels of emergency medical
services, and the current designations or certifications associated
with such emergency medical services;

O«

Core specialty and additional specidityalthcareservices at
current licensure and designation with current minimum types
and/or levels of servicé§ and

0 Additional specialtyhealthcareservices at current licensure and
designation with current types and/or levels of services

2SS (KR§auB8ya 2F t20SyGAlf L&aadzSa ! 4a20A1F 0SSR 6AGK GKS '@l At oAtAlGRE 2
commitments made by Dignity Health for California Hospital Medical Center, Glendale Memorial Hospital and Health QdargriV&tdical
Center and Northridge Hospital Medical Center

19
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0 Women'sHeathcare Services Commitments

o For a period of fig years from the Effective Date:
1 System Corporation and Dignity Healthith respect to the Dignity
Health owned hospitals, IHO owned hospitals, and the IHO subsidiary
hospitals, shall continue to provide womeihisalthcareservices

i Those Dignity Health California hospitals that @oe-Catholic shall retain
their identity ascommunity hospitals and shall not become ministries of
the Catholic Church, nor be subject to the ERIDsaddition, they will
NEBGFAY 2NJ FR2LJG 5A3yArde | SHfGOGKQA

0 Medicare & MediCal Commitment
o For a period of five years frothe Effective Date of the transaction:

i System Corporation and Dignitiealth with respect to the Dignity
Health owned hospitals, IHO owned hospitals, and the IHO subsidiary
hospitals, shall:

w

0 Continue to be certified to participate in the Medicgseogram;

w

0 Continue to be certified to participate in the Me@al program;
and

0 Continue to have and maintain their respective M€zl
Managed Care contracts in effect as of the signing date.

0 City/County Contract Commitment:
o For a period of five years from the Effective Date of the transaction:
1 System Corporation and Dignitiealth with respect to the Dignity
Health owned hospitals, IHO owned hospitals, and the IHO subsidiary
hospitals, shall maintaihealthcarerelated services contracts, with any

city or ounty in the State of California as of the signing date.

0 Charity Care Commitment

o For the six fiscal years from the Effective Date, System Corporation and Dignity
Health with respect to the Dignity Health owned hospitals, IHO owned hospitals,

and the IHO subsidiary hospitals, in California shall:

(ar
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I Provide an annual amount of charity care at each hospital equal to or
greater than the average annual amount of charity caevpted by such
hospital during the three fiscal years prior to the signing date and
adjusted for cosbf-living-adjustments.

0 Community Benefit Program Commitment

o For a period of six fiscal years from the Effective D@ystem Corporation and
DignityHealth, with respect tahe Dignity Health owned hospitals, IHO owned
hospitals, and the IHO subsidiary hospitals in California, shall provide an annual
amount of community benefit services at each such Dignity Health California
Hospital equal to or greatdhan the average annual amount of community
benefit services provided by hospital during the three fiscal years prior to the
signingdate and adjusted for cosbf-living adjustments

Medical Staff and Related Commitments

O«

o System Corporation and Dignitiealth, with respect tahe Dignity Health
owned hospitals, IHO owned hospitals, and the IHO subsidiary hospitals in
California, shall maintain privileges for the current medical staff members of
each such hospital who are in good standing as of the tsféeDate.

LGBT NoiDiscrimination Commitments

O«

o There shall be no discrimination against any lesbian, gay, bisexual, or
transgender individuals at any Dignity Health California hospigistem
Corporation and Dignity Health, with respectttee DignityHealth owned
hospitals,and IHO with respect to thBHO owned hospitals and the IHO
subsidiary hospitals, shall cause this prohibition to be explicitly set forth in the
written policies applicable to such hospitals, adhered to and strictly enforced.

O«

Seisnic Compliance Commitments
o System Corporation, Dignity Health and IHO shall commit the necessary
investments required to meet and maintain OSHPD seismic compliance
requirements at each Dignity Health California hospital until January 1, 2030
UnionCommitments
Dignity Health and CHI agree that the collective bargaining agreements in effect
as of the Effective Date shall remain in full force and effect following the

Effective Date in accordance with their respective terms.

Hospital Quality Assuraad-ee Program Participation
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System Corporation, DiggiHealth and IHO commit to continue participation in
GKS /FTEAF2NYAlL S5SLINIYSyd 2F 1 SFEGK [/ F N
Fee Program for five years for all California hospitals.

Use of Net 8le Proceeds

There will be no net proceeds as a result of the proposed transaction.
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Profile of Catholic Health Initiatives

Overview

CHI is a nonprofit, faithased health system that formed in 1996 through the consolidation of
three Catholic health systems: Catholic Health Corporation, Franciscan Health System, and
Sisters of Charity Health System.

CHI, headquartered in Englewood,|@ado, has a service area that covers approximately 54
YATEA2Y LIS2LX S yR 2LISNIGSa | OdziS OFNB FI OAf A
care facilities, academic health centers and major teaching hospitals, eaticass facilities,

community healthservice organizations, nursing colleges, and senior living commufities.

health system has more than 95,000 employees, including approximately 4,700 employed
physicians and advanced practice clinicians.

CHI Acute Care Facilities

ACUTE CAR
REGION FACILITIE
Arkansas 4
Colorado and Kansas 12
lowa and Nebraska 21
Kentucky 13
Minnesota 4
North Dakota 10
Ohio 5
Tennessee 2
Texas 16
Oregon and Washington 10

Source: 2017 CHI Annual Report

CHI OPERATIONS

AcuteCare Facilities 97
Home Services Location 52
Criticat Access Hospitals 30
LongTerm Facilities 16
Clinical Integrated Networks 11
Academic Medical Centers a Major Teaching Hospital 3
Community Health Services Organizations 2

Source: 2017 CHI Annual Report
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Key Statistics

In Fiscal Year (FY) 2017, CHI reported growth in the number of admissions, outpatient
emergency Visits, outpatient neamergency visits, physician office visits, the number of full
time equivalentemployees, and total employees overall compared to FY 2016. CHI reported a
decrease in acute patient daysverage daily censuggsidential days, and lorgrm care days.

CHI STATISTICAL HIGHLIGHTS FY¥ E¥18017

Fiscal Year ended June 30, 2017 FY2016 FY 2017 Change
Acute Patient Days 2,382,402 2,366,980, -0.6%
Acute Average Daily Census 6,527 6,485| -0.6%
Acute Admissions 498,464 504,593 1.2%
Acute Average Length of stay, in days 4.8 4.7 -2.1%
Outpatient emergency visits 1,951,714 1,966,342| 0.7%
Outpatient noremergency visits 5,657,647 5,804,586 4.4%
Physician office visits 9,635,875 10,540,482 9.4%
Residential days 751,072 665,885| -11.3%
Longterm care days 503,450 483,151 -4.0%
Fullime equivalent employees 79,194 84,463 6.7%
Employees 93,697 95,968 2.4%
Acute inpatient revenues as a percentage of tot  44.70% 44.70% -

Source: CHI 2017 Annual Report
Payer Mix

The following chart represents the gross revenue by payer for CHI's consolidated operations for
the FY 2017.

Gross Revenue By Payer

Commercia
5%

Selfpay
e

Other
4%

Source: @1 Annual Report
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Financial Profile

/1 LQ&a I dzZRA G SR O2yazt ARIF (SR ?Ayl--vyfoébelrfdrmaécél- GSYSV
of CHI and its affiliates:

CHI COMBINED STATEMENT OF OPERATIONS

FY 201&; FY 2017 (In Thousands)

UnrestrictedRevenues and Support FY 2016 FY 2017
Net Patient Service Revenue Less Bad Debt Provision $13,847,027 $14,450,868
Donations $36,983 $30,954
Changes in Equity of Unconsolidated Organizations $133,375 $48,404
Gains on Business Combinations $223,036 =

Hospital Ancillary Revenues $351,509 $339,072
Other $597,657 $678,166
Total Operating Revenues $15,189,587 $15,547,464
Expenses

Salaries and Wages $6,117,712 $6,294,834
Employee Benefits $1,182,203 $1,201,044
Purchased Servicedledical Professional Fees, Medical Claims and Consulting $2,232,689 $2,402,478
Supplies $2,490,524 $2,550,328
Utilities $212,732 $210,285
Rentals, Leases, Maintenance and Insurance $898,020 $901,272
Depreciation and Amortization $833,394 $846,291
Interest $281,581 $295,476
Other $1,019,385 $1,056,536
Restructuring, Impairment and Other Losses $292,758 $374,167
Total Expenses $15,560,998 $16,132,711
Income From Operations ($371,411) ($585,247)
Investment Income (Loss), net ($3,384) $638,519
Loss on early extinguishment of debt ($29,469) ($19,586)
Realized and Unrealized Gains (Losses) on Interest Rate Swaps ($154,816) $92,698
Other Noroperating Gains (Losses) ($16,491) $2,006
Total Nonoperating Income (Loss) ($204,160) $713,637
Excess of revenues over Expenses ($575,571) $128,390

Source: CHI Audited Financial Statements

0 Net Patient Service Revenue (less provision for bad debts) of $14.5 billio201FY
represents a net increase of approximately $600 million, or 4.4%, as compared to FY
2016. Total operating revenues increased by $358 million, or 2.4%, from $15.2 billion in
FY 2016 to $15.5 billion in FY 2017;

Total expenses increased by 3.7% from $15.6 billion in FY 2016 to $16.1 billion in FY 12017 &
salaries, wageand employee benefitexpense accounted for 46% of total expenses;
0 InFY 2017, CHI realized a raperating gain of approximately $714 naohi, a

substantial increase from the nesperating loss of $204 million loss in FY 2016; and

Excess revenue over expenses increased from a loss of approximately $576 million in FY
2016 to a gain of approximately $128 million ¥i Z017. This is mainly due to an
increase in nofoperating revenue.

O«
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Profile of Dignity Health

Dignity Health is a California nonprofit public benefit corporation that traces its history to the

Sisters of Mercy, founded by Catherine McAuley in Dubhand in 1831. On December 8,

1854, eight Sisters of Mercy left Ireland and arrived in San Francisco, California to begin caring

for residents struck by influenza, choleaad typhoid¢ KS { Aa i SNA 2F aSNOe& 2L
Hospital, the oldest operatinigospital in San Francisco, on July 27, 1857.

Today, Dignity Healthas grown to be one of the largest health systems in the United States.
Dignity Healthprovides healthcare services in California, Arizand Nevadaln California,
Dignity Health ownsrad operates 31 hospitals across 17 countigth an estimated 11,500
physicians on iteospitasmedical staff. Dignity Health also operafese general acute care
hospitals in Arizona and three in Nevada.
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